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Prcface 

Perhaps no other economic problems of equal scope and illlportance have 
been neglected in scientific economic research to the same extent as those 
involvcd in the cooperative type of economic activity. The Jiterature on 
cooperation, even if abllndant hoth in ElIrope and America, Jacks clear and 
precise analysis. Only in a few instances, especially during the past few 
year's, have serious attempts becn made to approach this complex of prob­
lems by means of theorelical economics. These wOl'ks have, however, been 
adequate to lay some of the corner-stones for building IIp a concept of the 
economic structure of cooperation. 

At the same time as teachers, public relations men and managel's of co­
opcrative fil'l1ls havc been necessitated to repeat traditio naI doctrines in 
spite of the evident inconsistency between available theories and actual 
practicc, lrained econoruists have paid littIe aUention to cooperation, regarcl­
ing it 1l10stly as a fOl'lll of cnterprise peclllial' only in S0111e technical con­
siderations. Consequently, the sludents of cooperation even at the university 
level have been taught "the pl'inciples" with IiUle if any criticism. It has not 
been solved which of these principles arI' decisive economically and which 
are meaningless 01' even contradictory to economic f'orces, perhaps relating 
only to ethical and social considerations. 

The striking need of a pure economic theory of cooperation has led the 
author to an examination, in this book, of what are believed to be the 
economic essentials of coopel'ation. In spite of the shortcomings of this study, 
the author hopes thus to conlribute to the development of a consistent and 
reasonably realistic theor)'. 

The present work has hecn carried out at the Institution of Agricultural 
Policy, Uni versit)' of Helsinki, and at the Research Institute of Agricultul'al 
Economics, Helsinki, and compleled at Pellervo-Seura, Helsinki. 

It is my wish to acknowledge the deep gratitllde I owe to my esteemed 
teachel' Dl'. K, U. PIHKALA, Prol'essor of Agricultural PoHc)' and Marketing, 
who acquainted himself with 111)' work already at an early slage and has 
always readlly offered his experience and guidance i n the cOlll'se of the time 
I have heen developing my thel11e. 

I have particular reason to he grateful to Dr. NILS WESTERMARCK, Pro­
fessor of Agricultural Economics, for the counsel and encouragement that 



he has proffercd me. I also beg to extend m)' warmest thanks to Dr. LAURI O. 
AF HEURLIN, Professor of Economics, Dr. S.UIULI SUOMELA, Head of the Re­
search Institute of Agricllltlll'al Economics, and Dr. EINo HAIKAL.\, Head of 
the Research Section in the Central Bank of Cooperalive Credit Societies, 
for their valllable sllggestions. 

For lingllistic revision and parti~l trans]aLion of the manuscript my thanks 
are due to my friend, Mr. CHESTER SMITH, Syracuse, New York, U.S.A., and 
to Miss ELVI KAUKO KALLIO. 

The work has been Sllpportcd by grants from Pel lervo-Seura and Kyösti 
Haatajan rahasto. 

Finally I wish to express my thanks to the Scandinavian Agricultllral He­
search Workers' Association and to the Royal Swedish Academy of Agri­
cnlture for inclllding this study in thc series of Acta AgriclIlIllI'[E SCQJ1-
dinavica. 

Helsinld, oclober 1956. 
PAAVO KAARLEHTO. 
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ON THE ECONOMIC NATURE OF COOPERATION 9 

associations of independent economic units striving for promotion of 
the activities of the members. Although LIEFMANN (1921, p. 142) 
realises the non-independence of cooperatives-"Im Gegensatz zu den 
Gesellschaftsunternehmungen sind sie nicht Vereinigungen mit selb­
ständiger Erwerbstätigkeit, sondern sie wolIen die p r iv a t e W i r t­
schaftstätigkeit ihrer Mitglieder nur fördern und 
e r g ä n z e n"- he does not, however, describe their activities quite 
adequately in a positive sense but mentions only "dass sie einer an­
deren Sphäre als dem privaten Ertragsstreben angehören". 

In America the interest of the economists has been during the last 
few years concentrated more on theoretical studies of cooperation than 
earlier. Among the investigators within the field should be mentioned 
IVAN EMELIANOFF, FRANK ROBOTKA, EUGENE CLARK and RICHARD 
PHILLIPS. 

The study of EMELIANOFF (1948) is presented as a reply to the qucs­
tion posed by the la te President of the American Institute of Co opera­
tion, RICHARD PATTEE, 17 years earlier in 1925 in the first annual 
session of this institute (ref. EMELIANOFF 1948, p. 1): "1 wanted to 
find out just what we have got to do to be entitled to be considered 
cooperative .... I am wondering if thought along this line has gone far 
enough to enable us to set up a definition that is fixed and standard 
and can be applied with exactness .... " 

In his welI-defined and logical theoretical analysis EMELIANOFF 
points out that a cooperative cannot be an enterprise but an aggregate 
of economic units. He also corrects many of the general misconcep­
tions caused by erraneous traditionaI interpretations of the natm·e of 
cooperation. The greatest merit of EMELIANOFF'S work is perhaps the 
scientific definition of certain essential concepts of cooperation. Al­
though this must be regarded as a remarkable contribution to the 
study, there stilI remains much to be done in the field. First of all, 
economic relations between member units and the cooperative should 
be clarified by defining them in terms generally used in economics. 

In his interpretation of the nature of cooperation ROBOTKA (1947) 
points out that a new economic entity has emerged when the co opera­
tive is formed. Each participant must surrender his sovereignty to a 
certain extent in favor of the decision-making unit of the new economic 
entity. However, this unit cannot make decisions which are unrelated 
or inimical to the interest of the participants as producers. The joint 
decisions with respect to the business activity of the cooperative will 
be integrated with the members' decisions as individual producers. 
ROBOTKA'S analysis of the nature of capital, dividend, control and some 
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to give adequate definitions for the cooperative association are to be 
found in these studies. Some critical aUention has also been paid to 
such features in the field of cooperative activity as the problems of 
control and membership restriction, which are interesting from both 
the juridical and the economic aspect. And yet, their idea of the natm'e 
of the cooperative associations as an aggregate of persons- or an 
opposite of the capitalistic enterprise- finds reflection in the tradi­
tionai school rather than in present-day scientific thinking. Besides, 
no existing law with all Hs restrictive provisions should be allowed to 
lay definite boundaries to the ideas of a theoretical economist, and 
thus the numerous juridical studies published both in Europe and 
America require no further aUention in the present study. 

The most voluminous part of the literature dealing with coopera­
tion is of a descriptive nature. These works are lllainly concerned with 
the economic development, from a historical standpoint, of specific 
cooperatives or of a particu lar branch of cooperation. Many a research 
worker has also attained valuable results by devoting himself to 
studies of business efficiency based on account statements. Typical 
for this descriptive group of literature is, generally speaking, the pure 
interpretation of empirical results, use of external characteristics of 
cooperatives and lack of analytical treatment. However, it is evident, 
as EMELIANOFF (1948, p. 13) has remarl,ed, that "there is not a single 
structural or functional characteristic of cooperative organization 
treated usually in the descriptive literature which is common to all 
cooperative forms. Even those features which are universally rec­
ognized by the students and by the laws as the specific characteristics 
of cooperatives are widely and irregularly varying and in many cases 
are replaced by the diametrically opposite traits." 

Among German economists particularly, ROBERT LIEFMANN and 
HANS FUCHS have paid aUention to interpretation of the economic 
nature of cooperatives. Although FUCHS (1928) in his theoretical study 
refers only to productive cooperative associations, his treatment leads 
to certain conclusions which could be generalized to cover cooperation 
as s whole. He stresses especially the significance of the membership 
questions pointing to the fact that it is impossible to follow the prin­
ciple of open membership without restrictions. He also denies the 
socio-reformistic principle of elimination of profit as an economic char­
acteristic of cooperation. 

LIEFMANN'S (1921) treatment of the theory of cooperation is very 
scholarly. He refers already clearly to the opinion generally accepted 
by several modern economists according to which cooperatives are 



ON THE ECONOMIC NATURE OF COOPERATION 9 

associations of independent economic units striving for promotion of 
the activities of the members. Although LIEFMANN (1921, p. 142) 
realises the non-independence of cooperatives-"Im Gegensatz zu den 
Gesellschaftsunternehmungen sind sie nicht Vereinigungen mit selb­
ständiger Erwerbstätigkeit, sondern sie wollen die p r iv a t e W i r t­
schaftstätigkeit ihrer Mitglieder nur fördern und 
e r g ä n z e n"- he does not, however, describe their activities quite 
adequately in a positive sense but mentions only "dass sie einer an­
deren Sphäre als dem privaten Ertragsstreben angehören". 

In America the interest of the economists has been during the last 
few years concentrated more on theoretical studies of cooperation than 
earlier. Among the investigators within the field should be mentioned 
IVAN EMELIANOFF, FRANK ROBOTKA, EUGENE CLARK and RICHARD 
PHILLIPS. 

The study of EMELIANOFF (1948 ) is presented as a reply to the qucs­
tion posed by the la te President of the American Institute of Co opera­
tion, RICHARD PATTEE, 17 years earlier in 1925 in the first annua} 
session of this institute (ref. EMELIANOFF 1948, p. 1): "1 wanted to 
find out just what we have got to do to be entitled to be considered 
cooperative .... I am wondering if thought along this line has gone far 
enough to enable us to set up a definition that is fixed and standard 
and can be appJied with exactness .... " 

In his welI-defined and logical theoretical analysis EMELIANOFF 
points out that a cooperative cannot be an enterprise but an aggregate 
of economic units. He also corrects many of the general misconcep­
tions caused by erraneous traditionaI interpretations of the natm"e of 
cooperation. The greatest merit of EMELIANOFF'S work is perhaps the 
scientific definition of certain essential concepts of cooperation. AI­
though this must be regarded as a remarkable contribution to the 
study, there stilI remains much to be done in the field. First of all, 
economic relations between member units and the cooperative should 
be clarified by defining them in terms generally used in economics. 

In his interpretation of the nature of cooperation ROBOTKA (1947) 
points out that a new economic entity has emerged when the co opera­
tive is formed. Each participant must surrender his sovereignty to a 
certain extent in favor of the decision-making unit of the new economic 
entity. However, this unit cannot make decisions which are unrelated 
or inimical to the interest of the participants as producers. The joint 
decisions with respect to the business activity of the cooperative will 
be integrated with the members' decisions as individual producers. 
ROBoTKA's analysis of the nature of capital, dividend, control and some 



10 PAAVO KAARLEH'l'O 

other principal problems is very clear in its brevity and numerous 
references to his work wiIl be made later in this study. 

CLARK (1952) seeks in his technically well developed analysis to 
establish the distinctive features of the cooperatives and private profit 
firms. On this basis he then proceeds to study the operating results in 

Fig. 1. 

terms of welfare analysis to see whether the cooperative form of or­
ganization leads to better distribution of resources from the social point 
of view. Interesting as this study is, the conclusions and generalizations 
made do not, however, seem to be justified. 

Among the interpretations on the economic natm'e of cooperatives 
PHILLIPS' (1953) work seems to represent the latest stage of develop­
ment so far. He visualizes the cooperative struclure in the form 
presented in Figure 1, where the triangular numbered sections illus­
trate the member firms and the small uninscribed circle in the middle 
denotes the joint plant. Each member firm is presented by a propor­
tional section in the joint plant whereas there is no connection of ac­
tivities between the member firms except in the joint plant. 

PHILLIPS' study also offers a very interesting contribution to the 
contemporary technical equilibrium analysis, although some reasons 
to principal disagreement seem to be unavoidable, as will be found 
later. It is to be noticed that his work is extended to include dynamic 
considerations, also. A closer examination of this part of the analysis 
falls outside the present study, however. 

The short review of literature presented above reveals the lack of 
theoretical economic study in the field. The works available are mostly 
concerned with external characteristics of the cooperatives, whereas 
the principal problem of the inner relationships between the coopera­
tive and its members has mostly been neglected. The only noticeable 
exceptions seem to be the studies made by LIEFMANN, EMELIANOFF, 
ROBOTKA, CLARK and PHILLIPS. 
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1.2. Specification of the Problem 

A student of cooperation has two alternative modes of procedure. 
The choice depends on the basic attitude taken as regards the con­
text of the concept itself. If cooperation is taken to mean merely the 
conduct of a multitude of existing cooperatives, the task of the theory 
is simply to eliminate all inessentials and to present the generally 
adopted feaiures of the particular phenomenon. This manner of pro­
ceeding may be considered justified for a part of the study, but its 
acceptance as the only basis for economic research is questionable, to 
say the least. 

On the otber hand, the student may look upon cooperation as an 
institution striving toward a particular economic end and upon co­
operatives as aggregates formed to atlain this goal. In this case the 
evaluation of the behavior and principles of existing eooperatives in 
the light of the economie end is brought to the foreground. Actually 
the theory would then be a body of guiding principles which in­
dependently show the direction for conduct. 

The latter type of interpretation has been followed by, e.g., CLARK 

(1952) in a study which as such deserves special attention. When 
evaIuating the internai reIationships between the explieit objeetive 
adopted by the cooperatives and their manner of operation in practice, 
he states ( CLARK 1952, p. 51): "Thus while they [the cooperative 
managers ] may have been expressing verbally what would be the most 
advantageous goal for their patrons, they may in faet have been pur­
suing unlmowingly the wrong goal", thus Iaying the stress in his 
anaIysis on the goal of cooperation as sueh. 

To state it eritieally: The student of eooperation must ehoose 
whether he wishes to direct his study to an eeonomic institution 
formed by bodies calling themselves cooperatives but not actually being 
true cooperatives, or whether he should concentrate his effort on 
something truIy cooperative but possibly non-existent. In other words, 
should the purpose of the study be to eIucidate the eharacteristies of 
existing consumer and producer cooperatives as well as of co opera­
tive banks and dairies, 01' in general the characteristics of all the as­
sociations whieh operate under the laws enacted for eooperatives? In 
other terms, should the definitions be based on these eharacteristics 
without reference to the eontradietions that might be found between 
what is stated by the associations to be the goal of their aetivity and 
what their actual operating policy is? 

It seems only naturaI that the goal in the sen se described above 
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should have particular significance in many cases within the field of 
economic research. However, it is questionable whether the goal can 
play any role in a scientific theory-or, vice versa, is it justified to 
regard a study restricted by the specific rules fo1' conduct as scientific? 
SOMBART (1930, p. 324) regards an interpretation of this type as merely 
technological, or, in his own words: "Während die Wissenschaft das 
erforscht, was ist, will die Kunstlehre das erkunden, was getan wer­
den muss, we n n ein bestimmter Zweck verwirklicht werden so11." 
He is here also leaning on the Anglo-Saxon opinion presented by MILL -
(ref. SOMBART 1930, p. 325): "Science is a collection of truths, art a 
body of rules or directions for conducl. The Language of Science is: 
this is or this is not; this does or does not happen. The Language of 
Art is: do this, avoid that." 

The task of scientific economic research, consequently, is not to state 
rules of behavior. The attitude that science takes toward the goal is 
different, Hs task being to lay the basis, to form a standard against 
which any behavior can be evaluated, or, as stated by BOULDING (1948, 
p. 5): "The purpose of any analytical treatment of material is to 
provide a body of principles according to which facts can be selected 
and interpreted." Here again SOMBART (1930, p. 333) has a definite 
expression on the special nature of this selection and interpretation: 
"( 1) Sie kann zwar keine Antworten geben, aber sie kann F r a g e n 
s te 11 e n und damit auf die Probleme hinweisen, die wichtig sind und 
ihre Zusammenhänge aufweisen; (2) sie kann durch ihr System und 
seine BegrifIe 0 r d n u n g in die Köpfe der Kunstlehrer und Prak­
tiker bringen ... ; (3) sie kan durch die Aufweisung der Sinngesetz­
mässigkeiten dem praktischen Handeln die G r e n z en seiner 'Virk­
samkeit abstecken." 

A very important reason why a strictly scientific work cannot 
include directives for conduct is that rules necessarily imply valua­
tions which in many cases cannot be objective. It is not the task of 
the research worker to appraise between, for example, economic and 
social considerations. On the other hand, if an economist points to 
some discrepancy in the phenomenon studied and declares the con­
sequence, it should not be understood as an advice. ln this respect 
there has been some disagreement belween students of cooperation. As 
a typical case, AREsvm's (1955) reasoning due to some conclusions 
in PHILLIPS' (1953) theory can be noted in this connection. Referring 
to the criticism that PHILLIPS has addressed, formal equilibrium con­
ditions as starting-point, to the principle of equal voting, ARESVIK 
(1955, p. 402) remarks: "There is, however, an error in PHILLIPS' ap-
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proach, namely that a formal analysis of the conditions for an optimum 
also can give basis for conclusions about appropriate institutional 
arrangement." Now, it is all right if PHILLIPS' theory just points out 
some features in the cooperative practices that seem to be contra­
dictory when regarded strictly from the point of formal economic 
analysis. On the other hand, to suggest changes to the prevailing sys­
tem- or to defend the present practices-would imply value judge­
ments which today are impossible. 

A scientific theory of cooperation should therefore involve a gen­
eralized, logical and systematic interpretation of the nafure of coopera­
tion and its goal, so developed that the consequences of different prac­
tices can be evaluated from the economic aspect. 

An attempt to reveal the economic nature of cooperation in this sense 
should be conducted in two parts: 

(1) An interpretation of the structure and behavior of the coopera­
tive association: the microeconomic approach; 

(2) An examination of cooperation as a part of the economic sys­
tem: the macroeconomic approach. 

ln the present study the analysis is mainly microeconomic; reference 
to macroeconomic aspects will he made in a few cases only. This limita­
tion of the suhject matter seems to he necessary, since only after the 
formulation of a complete, indisputahle picture of the hehavior of indi­
vidual cooperative associations can macroeconomic prohlems he solved. 
Economists have tried in some cases to solve advanced prohlems 
without a clear picture of the hasic issues, leading to some incorrect 
conclusions although the treatment itself might have heen cOITect and 
perhaps very scholarly, as for example the welfare study by CLARK 

(1952) . 
Secondly, the need of an independent microeconomic theory is 

stressed by the fact that in some cases the interests of an individual 
cooperative do not coincide with the goal (e.g., with respect to price 
policy) of the cooperative movement as a whole. In some cases, for 
instance, it has been necessary to fuse certain unprofitahle co opera­
tive plants with more profitable ones in order to retain domination 
in the industry. Thus, an action derived from what is regarded as the 
best interest of the movement as a whole might at the same time cause 
considerable losses to the members of a certain individual cooperative. 

Thirdly, it seems to be impossible at present to form a general 
macroeconomic theory of cooperation. Before solving problems at this 
level it is necessary to specify the field within which the cooperative 
activity takes place. If, for example, the possihilities of maintaining 
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a monopoly position in the cooperative type of business organization 
should be studied, the answer depends on the particular commodity 
that is in question, i.e., on the natm'e of the supply and demand for 
this commodity. Consequently, these problems should be dealt with 
in special studies, the theory developed in the present work thus re­
maining at the mieroeconomic level. 

1.3. Independent and N on-independent Firms 

The subjeet of analysis in the present study is business activity, 
which term is used to designate the produetion and delivery of various 
new commodities by means of using existing resources. The organized 
units that carry on continuous business activity are designated by the 
general term of firms. The new commodities produced wilI be called 
output and the resources used input. 

Thus the aetivity of a firm comprises two components: (1) The 
utilization of resources, i.e., use of input neeessary for the produe­
tion and delivery of the output, whieh involves a sacrifice, 01' cost, for 
the firm; and (2) the delivery of output against compensation, whieh 
from the viewpoint of the firm is regarded as the retUI'n. On the other 
hand, in defining a firm it is not considered warranted to specify any 
particular relationship between rehun and eost as the goal. This is, 
perhaps, a deviation from aratheI' general usage, aecording to whieh 
one of the essential elements of a firm is a striving to obtain for its 
output a return which to a maximum extent exceeds the costs saeri­
ficed for input. It is merely implied in the present study that the 
activities of the finn involve in this respect a rational striving toward 
the goal set, which need not necessarily be the maximum difference 
between total return and total cost, i.e., profit maximization. Thus 
understood the coneept of a firm attains a broader sense than is gen­
erally given to it in the theory (ef., e.g., BOULDING 1948). It is to be 
taken into consideration that the aetivities of a given firm may also 
be subordinated to the needs of several other firms 01' eeonomie units 
in ways other than the independent striving for profit maximization. 
In view of other important functional and organizational similarities, 
it is not regarded to be justified to exelude these from the eoneept 
of firm. 

What has been said above does not imply, however, that the striv­
ing for profit would not be an essential feature of the eoncept of a 
firm . The purpose is merely to make it open to question whether the 



ON THE ECONOMIC NATURE OF COOPERATION 15 

independent striving for profit maximization is an indispensable 
prerequisite for a firm. The need for the extension of the eoneept is 
neeessary sinee if the striving for profit maximization should be eon­
sidered as an indispensable prerequisite, eooperative assoeiations-or 
at least a eonsiderable proportion of them- would be excluded from 
the eoneept of the finn. 

However, sinee firm is used as a general term for the organized 
units that earry on eontinuous eeonomie activity, a elassifieation whieh 
is based on the eriterion of profit seeking is neeessary for the purposes 
of this study. The elassifieation on this basis leads to two main eate­
gories: (1) independent firms or enterprises, and (2) non-independent 
firms. In the first group are included the firms whose ultimate objeet 
is profit maximization and in the seeond group the firms that are sub­
ordinated to the needs of other eeonomie units, firms without inde­
pendent eeonomie goal. The nature of non-independenee of the eoop­
eratives will be diseussed later. 

1.4. Method of Study 

1.4.1. General Nature of the Method 

To the persons aequainted with eeonomie theory the objective set 
above for the present study will give a clear indication of the nahue 
of the method to be followed in this analysis. The treatment of the 
theory of the firm (enterprise), whieh moves at the mieroeeonomie 
level and to whieh eonsiderable attention has been paid during the 
past few deeades, offers a natural framework for the study intended. 
Although the goals of an enterprise and a eooperative are not identieal, 
they perform, from the general point of view, the same operations, Le. 
business aetivity, in the existing exchange economy. It is therefore 
natural, when an effort is made to study eooperation as an economie 
phenomenon, that eoncepts formulated in the development of the 
theory of the firm may be utilized and that a similar method of analysis 
may be followed. Sueh a method of study is all the more to be reCOll1-
mended beeause it offers a possibility for eomparison, on the same 
basis, of the aetivities of enterprises and eooperatives. The eonventional 
theory of the finn and espeeially the eoneepts developed are therefore 
briefly reviewed below in sueh form and extent as is neeessary for the 
present analysis.1 

1 For a uniform presentation of the theory of the firm ef., e.g., CHAMBERLIN 
(1950) . 
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The objeet of the theory of the firm is to elarify the behavior of a 
single enterprise, in eontrast to eeonomie researeh moving at the mae­
roeeonomie level and operating with the overall concepts of national 
economy. As is well known, the theory is based on the idea that each 
single enterprise strives to aUain equilibrium, which is determined by 
the goal. Since the goal of the enterprise, according to the theory, is 
the maximization of profit, equilibrium is aUained when the enter­
prise, in the situation concerned, has no possibility of increasing its 
profit by means at its disposal. BOULDING (1948, p. 469) defines this 
concept as follows: "A single enterprise is in 'equilibrium' when the 
one who undertakes it (the 'entrepreneur') has reason to change none 
of the quantities which are under his control; neither the quantities 
of input which he buys, nol' the quantities of output which he sells. 
nol' any prices which he may contro!. The equilibrium output of an 
enterprise, therefore, is that which it is not profitable to change." 

Since this equilibrium analysis is performed chiefly by the method 
of functionaI return and cost study, its is necessary to review briefly 
the nature of cost and return functions of the firm. 

1.4.2. Return Function 

Generally the return function may be expressed by the equation 

(1) R=f(q;p), 

where the return R in terms of money value is a function of the quan­
tity of output q and the value of output, i.e., the price p obtained for 
the products. Theoretieally, the output may be measured best in rela­
tive units. The question may then be viewed as an entity regardless 
of whether the output is composed of uniform 01' of several different 
products. 

The function of return is usually depicted by a graph in which the 
value 01' price is measured on the vertical axis and the quantity of 
oulput on the horizonlal axis by means of curves for total, average 
and marginal return. The total return R T is, naturally, the value 
obtained for the total quantity of output. If the units of output are 
designated by ql' q2' ... , q" and the prices of units of output corre-
spondingly by Pl' P2' ... , p", we can write the formula 

(2) 
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The average return RA is the return obtained per unit of output: 

(3) 

The marginal return R M is the increase of totaI return accrued from 
the last unit of output: 

(4) 

The variables in the return function- the output and the price-ar'e 
characterized by an interdependence, in the sense that the entrepreneur 
generally cannot control the two simultaneousIy. For example, if the 
{)bject is to aUain a given output, the prices are beyond the control of 
the entrepreneur, and vice vel'sa. However, the reciprocal relation be­
tween the variables is not always similar, and to develop the theory 
further it has been necessary to formuIate certain hypotheses from the 
factors which influence this interdependence. 

In seeking to clarify more closely the return function it thus has 
been necessary to construct various typical market situations, which 
are grouped according to the factOl'S which essentially influence the 
development of the situations. Significant in this respect are considered 
to be, above aU, the number of competing enterprises, the possibilities 
{)f entry of new enterprises and the degree of differentiation of the 
product concerned. 

In speaking of the degree of product differentiation in a certain 
enterprise a question is raised as to the possibility of obtaining iden­
ticaI products from other enterprises in the industry. For the recipient 
{)f the product the criterion of identity is whether or not he can con­
sider that the products of different enterprises can substitute for one 
another completely. Differentiation may be based upon, for example, 
certain characteristics of the product itself 01' peculiarities of the 
package 01' it may also exist with respect to the conditions surrounding 
Hs sale, such as convenience of the location, courtesy in customer ser­
vice, or generally all the features which lead the customer to prefer 
the product of this particular firm, i.e., the combination of commodity 
purchased and service received, to the corresponding product of other 
firms in the industry. 

The grouping of the typical market situations presented below, is 
formulated mainly according to the terminology of CHAMBERLIN (1950). 
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In this connection it is important to no te in particular the changes 
in average and marginal return in different market situations when 
the output is variable. Under pure competition the average return 
obtained by each enterprise from its products is constant and it thus 
forms a horizontal line in a graphic presentation. When the whole 
output can be sold at a uniform price the average return and marginal 
return are equal. In all other market situations the average return 
declines with an increasing output. Each firm can increase the demand 
for its products by reducing the price, but to a limited extent only. 
Likewise, the demand does not cease completely when the price in­
creases, as is the case under pure competition, but is merely diminished 
to some extent. 

In this respect monopolistic competition bears the closest resem­
blance to pure competition. Supposing that product differentiation 
occurs typically by means of, for example, good customer service or 
an especially attractive packing, the customers naturally are not will­
ing to pay much higher price for these particular products than for 
their substitutes, or the other way round. Under monopolistic com­
petition the typical curves for the average and marginal return there­
fore have a relatively gradual slope. 

Under conditions of oligopoly, the entrepreneurs' sales are, because 
of the small number of competitors, usually effected less by the price 
changes than under monopolistic competition. Naturally an imperfect 
oligopoly with product differentiation is in this respect still more fa­
vorable to the entrepreneur than perfect oligopoly. 

An analysis of firms in oligopoly and monopoly situations shows 
that the difIerence in their return functions is dependent on the rela­
tionship between the total market demand for the product (industry 
demand) concerned Ctogether with its substitutes) and the demand 
for the product of the single firm. For clarification of this relationship 
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In this connection it is important to note in particular the changes 
in average and marginal return in different market situations when 
the output is variable. Under pure competition the average return 
obtained by each enterprise from its products is constant and it thus 
forms a horizontal line in a graphic presentation. \Vhen the whole 
output can be sold at a uniform price the average return and marginal 
return are equal. In alI other market situations the average return 
declines with an increasing output. Each firm can increase the demand 
for its products by reducing the price, but to a limited extent only. 
Likewise, the demand does not cease completely when the price in­
creases, as is the case under pure competition, but is merely diminished 
to some extent. 

In this respect monopolistie competition bears the closest resem­
blance to pure competition. Supposing that product differentiation 
occurs typically by means of, for example, good customer service or 
an especialIy aUractive packing, the customers naturally are not will­
ing to pay much higher price for these particular products than for 
their substitutes, or the other way round. Under monopolistic com­
petition the typical curves for the average and marginal relurn there­
fore have a relatively gradual slope. 

Under conditions of oligopoly, the entrepreneurs' sales are, because 
of the small number of competitors, usually effected less by the price 
changes than under monopolistic competition. Naturally an imperfect 
oligopoly with product differentiation is in this respect stilI more fa­
vorable to the entrepreneur than perfect oligopoly. 

An analysis of firms in oligopoly and monopoly situations shows 
that the difference in their return functions is dependent on the rela­
tionship between the total market demand for the product (industry 
demand) concerned (together with its substitutes) and the demand 
for the product of the single firm. For clarification of this relationship 
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it may be appropriate to make a brief comparison of the concepts of 
return and demand. Demand, as is known, designates the various 
quantities of product which it is possible to sell at various prices, in 
other words quantities of product sold as a function of price. When 
we now keep in mind that average return is understood to mean the 
average price obtained per unit of product, which price is expressed 
as a function of output, it will be observed that return and demand 
are two very closely allied concepts. Thus the curve for average return 
is fully identical with the curve for the demand for the product of 
the firm. The aspect from which the mattel' is viewed will solely de­
termi ne which concept is to be used. 

The demand for the products of a monopoly is, obviously, equal 
to the total market demand, and the monopoly return function is 
identical with the total return of the market. The demand for the 
products of an oligopoly enterprise, on the other hand, is represen­
tative of only such a .proportion of the total demand as is determined 
by the number of competitors and their output. Thus oligopoly en ter­
prises in their behavior should always take into consideration the reac­
tion of competing enterprises, so that, for instance, when an oligopolist 
is raising the selling price he cannot expectt that the deerease in his 
demand will only be proportionate to the deere ase in the total market 
demand following a similar general price increase, but that it ,vill be 
somewhat greater. A relatively great reduction in the demand is nat­
urally a result of the existence of competitors, whose sales are in­
creased because of the price increase instituted by one oligopolist. 
Owing to these factors characteristic of the oligopoly situation, the 
curve for the average return of a single oligopolist appears to be more 
gradual than that of a monopolist who is able to operate over the 
range of the total demand for the product. 

1.4.3. Cost Function 

Before taking up an analysis of the cost function it is necessary to 
deal with the concept of cost in the sense in which it is employed in 
the theory of the firm and thus also in the present study. Obviously 
a definition of cost must in this connection also rest upon the concept 
of output, which was central in the above discussion of return. Thus 
cost is the expenditure arising from the utilization of the resources 01' 

input required for production of the output. 

, Not regarding certain exceptions. 
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The cost required for production of the output is considered to be 
dependent (1) on the quantity of output, (2) on the prices of the re­
sources utilized in the production, and (3) on certain technical factors. 
The theory presumes that the prices of the resources utilized are 
known. This may be understood either in the sense that the prices 
remain constant regardless of the quantity of these resources, used 
in the firm concerned, or in the sense that the change in the prices 
that takes place with change in the quantity of resources used is 
known. In neither case the prices of resources used form a problem in 
the theory. 

It is also presupposed that a solution has already been reached in 
principle regarding technical questions. These refer to the selection 
and combination of the resources necessary for production. If the 
prices of the resources are dependent on the quantity of output, it is 
assumed that the effect of such changes on the selection of the re­
sources and the proportions of their utilization are known. On the 
other hand, it is not indispensable in defining the cost function in the 
theOl·y of the firm to eliminate the changes in the proportions and 
prices of the resources. This would unneeessarily render the theory 
unrealistie. There is furthermore no reason which would warrant the 
elimination of the effect on the eost formation of some given faetor 
whieh is dependent on the quantity of output. It probably is necessary 
and correct to assume merely that it is known how these changes oecur 
in order that the eosts of the enterprise may be determined when the 
output is increasing or deereasing. 

The eost function may now be expressed generally by the equation: 

(6) C=f(q;c), 

indicating that the eost C expressed in terms of money is a funetion 
of the quantity of output q and of the money value c of the input used 
for production of the output; c is here, of eourse, a function of the 
quantity or resources used and of the price of the resources. 

In a similar manner as in the previous ehapter, it is important to 
define the coneepts of total, average and marginal costs. Thus the total 
eost CT is 

(6) 

where the units of output are ql> q2' ... , q" and the money values of 
the eorresponding units of input used are c l , c2 , ••• , en" When the aver-
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age cost CA is taken to mean the cost per unit of output, it may be 

expressed 

(7) 

The marginal cost CM is the increase in the total cost resulting from 
the last unit of output: 

(8) 

Before undertaking to study more closely the changes in cost it is 
necessary to consider briefly the manner in which changes in the 
quantity of output of a firm occur. It already has been stated above 
that the output is best measUl'ed in relative units in order to avoid 
disturbance in the ana lysis by heterogeneity of the products. 

For the needs of this study it is necessary to consider in this connec­
tion the possibilities of a firm to accompIish changes in its output. 
In theory the resources used in production might be cIassified as fixed 
and variable inputs. As examples of the former buildings and heavy 
machinery could be mentioned. Typical variable inputs are, for in­
stance, labor and fueI. The firm may now change the quantity of its 
output by using larger 01' smaller quantities of the variable input. But 
in the long run the firm may also change the quantity of the inputs 
that in the short run seemed to be fixed and so to increase output. 1t 
is necessary, therefore, to define as variable inputs those which it is 
possible to change in the short run and as fixed inputs those which 
can be changed only in the long runo 

However, the possibilities of a firm to increase the quantity of its 
output are Iimited for technical reasons. The maximum quantity of 
output that a firm can produce during a unit of time within the tech­
nicallimitations is termed capacity. It is to be noted that according to 
the definition given an increase in fixed inputs means increase in 
capacity, changes in output being thus solely dependent on the quan­
tity of variable input used. 

Sometimes it has been desired to regard capaeity not only as a 
teehnieal but also as a teehnieaI-eeonomie eoneept. In this ease the 
eapaeity is defined on the basis of the quantity of output whieh is 
optimal from the point of view of the firm (ef., e.g., MELLEROVIC 1952). 
The optimum situation referred to eould be made dependent either 
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upon the cost function alone 01' upon hoth the cost and the return 
functions. In the former case the optimum would he determined hy 
the minimum of average cost, and in the laUer case hy the maximum 
of total profit. 

However, the consideration of economic factors in the determination 
of the concept of capacity would carry with it certain drawhacks. 
Especially undesirahle would he the fact, that the capacity would then 
hecome a variable depending on price developments and relations. As 
a concept, in the formation of which aUention has heen paid to tech­
nical aspects only, and which corresponds hest to the requirements 
of the present study, capacity will he considered in the following in 
the form first defined. 

Since in the measurement of the quantity of output the scale, as 
mentioned hefore, has to he hased on relative values, it is natural to 
regard capacity as the hasis of comparison in the compila~ion of the 
scale. Thus the level of output refers to the percentage in which the 
capacity of the firm is utilized. 

1.4.4. Shape of Average Cost Curve and Validity ofthe Marginalistic Theory 

On proceeding now to review the change in the cost following a 
change in the quantity of output it is apparent that this is essentially 
a question of cost at variahle degrees of utilization of capacity. Ac­
cording to the most wideIy accepted theory, the average cost, which 
generally is empIoyed to depict the cost faetor, at first decreases with 
increasing output untiI the minimum is reached at a given output and 
then an increase sets in. In a graph, the average cost curve is there­
fore usually shown in U-shape. 

The factuaI prevaIence af a cost movement of this type is considered 
by some workers to be open to question. Efforts have been made (e.g. 
EITEMAN 1952) to prove that the typical curve for average cost sIopes 
downward throughout its Iength when the capacity of the firm is re­
garded as the limit. Since this question undoubtedIy is of great sig­
nificance for the validness of a theory of the firm, it deserves to be 
given serious consideration. For this the concept of profit maximiza­
tion must be described briefly. 

The totaI profit P T is the difference between the totaI return and 
the tataI cost at different quantities of output: 

(9) 

An increase in the output, however, is possible onIy within the limits 
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{)f capacity 01' within the range of certain technical factors. As stated 
above, these technical problems are assumed in the theory of the firm 

n 

to have been solved and consequently the actual output Q = L q1' 
1'- 1 

within the limits of capacity will remain dependent only on the size 
of the profit at different levels of output. The maximum total profit 
is aUained when the cost resulting from the production of the last unit 
of output equals the return accrued from it. By derivation from equa­
tion (9) we find: 

(10) 

To obtain the maximum the derivate is expressed as zero, and the 
following equation is obtained: 

(11) 

Thus the profit is at maximum when the increments to the return 
and the cost resulting from the last unit of output are equal, 

(12) 

Assuming that the average cost curve would generally slope down­
ward throughout its length it would be difficult to interpret the be­
havior of enterprises by the present theory, should the average return 
be a constant or should the deere ase in the average return with in­
creasing output be small in relation to the decrease in cost. In such 
cases there exists no quantity of output at which equation (12), which 
is important for the theory of the firm, could be realized. The marginal 
return would then exceed the marginal cost throughout the range of 
capacity and the behavior of enterprises would be governed solely by 
the general rule of maximum utilization of capacity.1 

However, it is now to be particularly noted that the continued de­
crease in average cost down to the limit of capacity does not in itself 
necessarily form a hindrance to the application of the marginalistic 
theory, Le., of a theory based on the concepts of marginal rehun and 
marginal cost, in explaining the behavior of enterprises. A method 
based on marginalism lacks basis only in the case that the deerease 
in the marginal return with increasing output within the range of 

, This, of course, may also be explained by the marginalistic theory. The kernel 
of this question, however, is to study whether a theory based on marginalism can 
he employed to explain the behavior of a firm, and not vice versa. 
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Fig. 2. Hypothetieal example of enterprise in whieh the marginal r eturn exeeeds 
the marginal cost throughout the range of eapaeity. 

capacity does not attain the marginal cost. A graphic presentation of 
the question under review is readily obtained from Figures 2 and 3. 

If the operaling conditions of the enterprise are such that with in­
creasing output the mayginal return exceeds the corresponding mar­
ginal cost throughout the range of capacity, as for example in Figure 2, 
the rational goal of the enterprise is necessarily to proceed toward 
the maximum utilization of capacity, which will yield the maximum 
profit. 

If, on the other hand, the operating conditions correspond to those 
of the example in Figure 3, the situation fully eonforms to the mar­
ginalistie theory. When the output is 71, the marginal return equals 
the marginal eost and the maximum profit will be obtained. 

For determination of the validity of the theory it would now be in­
teresting to know how eommon the alternatives presented are. Con­
sideration should espeeially be given to determination of how fre­
quently the eosts in reality decline so greatly that the marginal return 
within the range of eapacity does not attain the marginal eost. How­
ever, it is very difIicult to obtain an objeetive solution of this ques­
tion, and only very extensive studies based on empirieal data would 
be ahle to give a clear view of the eonditions. Investigators (eL MEL­

LEROWICZ 1952) have presented a few examples to demonstrate the 
possibility of inereasing eost, and attempts have then been made to 
clarify the frequency by theoretic means. It has been slressed par­
ticularly that the development of eosts as a funetion of output is a 
result of the eombined efIeet of eost tendencies. As faetors whieh in 
the presenee of inereasing output tend to inerease the average eost are 
usually mentioned (eL, e.g., BOULDING 1952) : 
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Fig. 3. Hypothetical example of an enterprise in which the marginal return and 
marginal cost curves intersect even when the average cost slopes downward through­

out the range of capacity. 

(1) The law of diminishing marginal physical productivity; 
(2) the significance of fixed costs as a factor decreasing the average 

cost declines with an increasing quantity of output; 
(3) the original tendencies of the different types of costs do not 

remain the same but change with a continuously increasing quantity 
of output; 

(4) an increase in the quantity of output may give rise to entirely 
new types of costs as additional tasks not previously present become 
indispensable. 

Some interesting exceptions from this purely theoretical approach 
have been offered during the last few years. Among these EITEMAN'S 

(1952) investigations, the purpose of which was to refute as erroneous 
the generally accepted idea of cost developments could be mentioned. 
As evidence supporting his allegation EITEMAN uses the results of an 
opinion study conducted by hirn. The managers of a large number of 
firms were shown eight average \cost curves of different shapes from 
which each one was to select that which best conformed in his opinion 
to the movement of cost within the capacity range. In interpreting 
the replies received, EITEMAN classified the cost curves into two groups, 
those supporting marginalism and those conflicting with marginalism. 
However, in the latter he even included a curve showing a slight rise 
in costs before the capacity was reached. RITTER (1953), in his clear­
cut reply, pointed rightly to the fact that in this case the marginal 
cost curve lies considerably higher than the average cost curve already 
within the range of capacity, and that the intersection of the curves 
for marginal return and marginal cost is therefore very probable. 
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On the whole, the significance of the return function in the study 
of the present question should be emphasized. A simple example might 
shed some light in this respect. Let us assume that an enterprise 
conducting purely business transactions seeks to increase the degree 
of utilization of its capacity. It is quite general that with increasing 
quantity of output, which in this case may also be termed sale, the 
average cost per unit will deerease. This development may probably 
be ascribed to reduction in the fixed costs as the sale increases. With 
the continued increase of the sale there will nevertheless arise certain 
factors which obstruct the deerease in the average cost, as it has been 
already notified. As stated above, the functions of return and cost are 
not, however, simultaneously under the control of the management of 
the entrepreneur. If the entrepreneur in our example desires to in­
crease his sale in order to benefit from the deerease in cost he cannot 
maintain fixed prices. The prices must be reduced to increase the sale, 
and this will lead to a reduction in the average return. The market 
situation will determine how much the prices must be reduced in order 
to effect a given rise in sales and it also determines whether the effect 
of the price reduction on the return will be greater than the reduction 
in cost obtained by increasing the output. 

Among the factors which in this respect are important in the above­
mentioned situation we shall here mention only loyalty to the ideo­
logies represented by given types of firms. A private dealer may find 
it necessary to reduce his prices very considerably before the customers 
of a cooperative store change their usual source of purchases. It is 
also to be taken into consideration that the competing firm will pre­
sumably also reduce its prices. As the validity of the marginalistic 
theory in this respect1 is also dependent on the return function, the 
frequency of different market situations therefore plays an important 
part in the question under discussion. 

When, as a conclusion, we endeavor to summarize the above pre­
sented discussion of the shape of average cost curve and the validity 
of the marginalistic theory, the following hrief statements may be 
made: 

1 The validity of marginalism may, naturalIy, be considered open to question 
also for reasons other than those presented here. It has been stated, for instance, 
that entrepreneurs do not base their decisions on marginal return and marginal 
cost. It is not considered possible to discuss this and other interesting aspects in 
the present connection, however. We can only refer here to the fact that the striving 
for profit maximization must in itself be regarded as marginalism, no matter what 
the considerations are on which the entrepreneur in question bases his decisions 
for profit maximization. 
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In the first place, empirical investigation has so far not definitely 
demonstrated what is the general shape of the cost curve, although a 
U-shaped cost curve seems most probable. Secondly, the marginalistic 
theory does not in a11 cases lose its applicability even if the cost curve 
should slope downward throughout the capacity range. Thirdly, it is 
evident that should the cost curve slope downward throughout its 
length the applicability of marginalism will be dependent upon the 
shape of the return function, which in turn is dependent on the par­
ticular type of product and the market situation in question. 
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2. Cooperation as a Form ofEconomic Activity 

2.1. Definition of a Cooperative Association 

In conformity with the nature of the present study, the concept of 
a cooperative association is here considered only from the purely 
economic aspect, disregarding the social features of the movement. 
The definitions of a cooperative as given earlier in the literature form 
a suitable point of departure for an examination in this sense. Since 
EMELIANOFF (1948) has already reviewed in great detail the concepts 
of the pioneer investigators, and since the subject has already been 
dealt with in the foregoing review of the literature, it seems to be 
sufficient in the present connection to consider only the various typical 
forms of definitions, without paying attention to minor dissimilarities. 

Three phases may be differentiated in the development of the con­
cept of the cooperative. The first group of investigators, which can be 
considered to have become free from the social interpretation of the 
question, is well represented especially by STAUDlNGER (1908), KAUF­
MANN (1908) and JACOB (1913). Their definitions are characterized 
by the concepts that (1) a cooperative is an association of individuals 
not of capitai and (2) the business activities of a cooperative are 
related to the activities of its members which by this means bring 
them benefit. Already by the definition of a cooperative these in­
vestigators desired to differentiate cooperatives from other firms using 
as criterion the status of capitai in the business. In the present study, 
on the other hand, as will later be seen, the attitude of a cooperative 
toward capitai is regarded as a corollary of the general principle of 
operation; in other words, the natUl'e of integration of operations de­
termines the status of the capitaI. It thus may be held that a classifica­
tion of firms into two groups, those in which capitai governs and 
those where it serves, is a vestige of the socio-ethical concept of co­
operation. On the other hand, emphasis on the aspect that the benefit 
obtained from the cooperative by its members is allied to the activity 
of the members is in close harmony with the concept presented in this 
study regarding the nature of a cooperative. 

LIEFMANN (1927, p. 141), representing the second phase in the de­
velopment of the concept, no longer paid attention to the personai 
characteristic of cooperatives in stating that "Genossenschaften sind 
Wirtschaften, die mittels gemeinsamen Geschäftsbetriebes die För­
derung o~er Ergänzung der Haus- oder Erwerbswirtschaft ihrer Mit-
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glieder bezwecken". However, his definition of the relationship of the 
activities of the cooperative and its members is not sufficiently cIear 
not to leave room for misinterpretation. Thus SUIiSELAINEN (1938, 
p. 15) poses the question, "Does there exist any firm which does not 
have the object of promoting or supplementing the economy of its 
partners ?"l, thus disregarding LIEFMANN'S obvious reference to the 
direct promotion of economic activity. This question must, however, 
now be left in abeyance for closer study in connection with the exami­
naHon of non-independence of cooperatives. In the present connection 
we only stress the important contribution made by LIEFMANN to the 
progress of the study of this subject. 

The representatives of the third phase are Americans. Among these 
investigators, BLACK (1926) seems to have been the first to present 
cooperation as a form of economic integration, but a consistent, welI 
founded definition of the essence of integration was given by EME­
LIANOFF (1948, p. 248), who considers the cooperative organizations 
to represent the aggregates of economic units and characterizes them 
as folIows: "a) An aggregate of economic units is a plurality or group 
of these units coordinating their activities but each fully retaining its 
economic individuality and independence. b) An aggregate of economic 
units finds its perfect embodiment in the cooperative associations of 
member-active participants (of 'member-patrons') in their common 
work. c) An aggregate of economic units may be described as as ccntcr 
of their coordinated activities 01' as an agcncy of associated economic 
units, owned and controlled by them, through which they conduct 
their business activities. d) The true economic natUI'e of such an 
agency can be thoroughly understood only if we clearly keep in mind 
that the cooperative represents the associated economic units in their 
functioning and not their association as a separate economic identity; 
an association or aggregate is functioning only as a branch or part of 
associated economic units; in that respect it is perfectly identical with 
the special departments 01' branches of single economic units." This 
concept, which also was developed by ROBOTKA (1947) and later espe­
cially by PHILLIPS (1953), is to be considered the starting point of 
modern research of cooperation. 

It is now possible and interesting to compare this concept of co­
operation, evolved on a theoretic basis, with the legal definition of co­
operation as given, for instance, in Finland. In The Finnish Coopera­
tive Societies Act (1955, Chapter 1, § 1) a cooperative is defined as 
follows: "A cooperative society is a corporation whose number of 

1 Original Finnish. 
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members and amount of capitaI are not fixed beforehand, and whose 
object is, in order to support its members' domestic economy or trade 
or other enterprise (business), to carry out economic activities such 
that the members participate in the activities by making use of the 
corpo1'ation's services." In this definition, four points a1'e of interest 
from the economic aspect: 

(1) The coope1'ative is a corporation formed by its members. Ac­
cording to the Act (Chapter 1, § 2) these members may be individuals, 
corporations and foundations. It should furthe1' be noted that it is a 
prerequisite that the members conduct a household, trade or business. 
When individuals are in the legal sense members of a coope1'ative, such 
pe1'sons actually act as representatives of some known economic units 
in conformity with the interests of the latter. Similarly, corporations 
and foundations, to the extent that they participate in the activity of 
the coope1'ative, a1'e to be 1'egarded as economic units conduding a 
trade 01' business, i.e., as firms. The cooperative may therefore be re­
ga1'ded as a corporation formed by its member households or firms. 

(2) The cooperative shall carry on economic activities. Thus, the 
coope1'ative is a firm and organizations with purely economic policy 
aims or non-profit organizations cannot be regarded as cooperatives. 

(3) The membe1's participate in the activities of the coope1'ative by 
making use of Hs services. This part of the definition makes it clear, 
in the first place, that the economic activities of the cooperative are 
carried out in a different stage of the production process, i.e., of the 
creation and progress of the commodities gradually toward consump­
tion, than the stage in which the member households 01' finn operate, 
since otherwise the latter would not be able to make use of the ser­
vices or of the outputs of the cooperative. Secondly it is to be noted 
that when the member households 01' member fi1'ms accept outputs 
from the cooperative for their own operations, a direct state of ' com·· 
bination arises between these two production stages: the cooperative 
is serving directly Hs members through its activity. 

(4) The object of the activities of the cooperative is to support the 
home economy or trade or other enterprise (business) of its members. 
In so defining the purpose of a cooperative the legislator has employed 
terminology which calls for some explanation with respect to its eco­
nomic application. It was said above that a direct combination of the 
operation of two 01' more production processes is characteristic of co­
operation. The nature of this combination is to be clarified in this 
connection. The term "to support its members' domestic economy or 
trade or other enterprise (business)" points clearly to the requirement 
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that the aetivities of the eooperative must be of benefit to the members. 
Thus defined, however, the objeet is not adequately exclusive to en­
.able the formulation of an exact eoncept of the relationship between 
the cooperative and its members. For this reason it is considered 
.desirable in the present study to formulate more precisely this part of 
the definition as follows: The objeet of a cooperative is to act as an 
.association of its member households 01' firms, the activities of whieh 
shall be conducted according to prineiples most benefieial for all the 
member household 01' firms. A eooperative, therefore, in its eeonomie 
.aetivities shall not seek, for example, (1) to procure profit as an in­
.dependent eeonomie unit and to distribute such profit to its members, 
,01' (2) to follow a given inflexible rule of operation which to some 
.degree benefits the aetivities of the members, sueh as, for instance, 
.a maximum eost reduction in buying and selling. The combining of 
the aetivities of the cooperative and its members is thus clearly of the 
nature of integration, which is the term employed in eeonomies to 
.designate the situation when two successive acts in the production 
process 01' two related continuous economie functions are combined 
to take place under the same management for the attainment of given 
oObjects (ef., e.g., BOULDlNG 1948). 

On the basis of the foregoing, the definition of a eooperative may 
now be expressed as follows: 

The eooperative is an ageney formed by a plurality of firms 01' 

households-the members of the eooperative-the objeet of which is 
to aet as a firm of its members by eauying out eeonomie aetivities 
direetly serving the members' operations in a manner most advan­
tageous for ali of them. 

2.2. Forms of Cooperative Associations 

A great deal of attention was paid in the earlier literature on eo­
<>peration to the classifieation of forms of cooperative associations but 
no generally aeeepted basis of classification appears to have been 
found. It is naturally futile to expect that a solution in this mattel' 
would be reaehed with full unanimity and conformably with a single 
rule, for a classification will always depend to a great extent on the 
subject under consideration in eaeh instance. If the examination con­
eerns, for example, the eeonomie signifieance of cooperation in dif­
ferent social groups, a division into producer and consumer co opera­
tives may be justified, as used, among others, by ÖRNE (1938), the 
socially orientated Swedish economist. On the other hand, in studying 
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the occurrence of a certain economic phenomenon within cooperative 
activity, the best light on the question may be obtained by a minutely 
detailed subdivision of cooperatives by their fields of activity. 

In general, it is important for a study of the economic natUl'e of co­
operation to concentrate the treatment on such entities as wilI permit 
the examination of, on the one hand, the relationship between the co­
operative and its body of members and, on the other hand, the rela­
tionship between the cooperative and the market, both of which are 
significant subjects in the clarification of the concept of cooperation 
and were dealt with already in the early literature. It appears never­
theless that investigators generally have regarded the principles of 
classification- the relationship of cooperative and member and that 
of cooperative and market- as alternatives. 

A t least no clear expression seems to have been given to the thought 
that the nature of cooperative activity would in itself contain a faetor 
which would have a decisive influence on the simultaneous formation 
of the above-mentioned two relationships. 

Thus, for instance, KAUFMANN (1908) suggests as possible bases of 
classification the relationshlp of the cooperative to economy as a whole 
01' the relationship of members to the cooperative, and selects the first­
mentioned as the primary base. LIEFMANN (1922) also recognizes the 
existence of both possibilities and speaks in the former case of clas­
sification according to form and in the latter case of classification by 
object. SUKSELAINEN (1938) assumes an opinion opposite to that 
of KAUFMANN (1908 ) in stating that he considers the relationship 
of the cooperative and its members as the most important base of clas­
sification. 

The theoretic studies published in the United States do not usually 
state the reasons for the selection of the classification used in each 
instance. Almost without exception the distribution into marketing 
cooperatives and purchasing cooperatives has been employed, presum­
ably as best answering the requirements (eL ROBOTKA 1947, CLARK 
1952, PHILLIPS 1953). It is interesting to note that this question has 
been left in the background, seemingly as insignificant in the study 
of the natUl'e of cooperation. There appears to be a need for a clas­
sification chiefly when individual features of cooperative activity are 
discussed and not in the form ulation of a general theory of coopera­
tion. This point of view is most clearly seen in the study by EMELIANOFF 
(1948), although he does not directly declare a classification un­
necessary for the comprehension of the nature of cooperation. 

The standpoint taken in this question in the present study conforms 
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to some extent to that prevailing among the eeonomists in the United 
States. A elassifieation is eonsidered neeessary in order that un­
hindered attention may be paid in the detailed study to the relation­
ship between the eooperative and its members and the eooperative and 
the market. Sinee the essential feature of eooperation is regarded to 
be the integration of two sueeessive acts in the production proeess it 
would only seem natural that the foregoing requil'ement would be 
fulfilled by seleeting the relationship of these aets as the base of clas­
sifieation. 

1n regarding the produetion proeess as the ereation and progress 
of eommodities by stages toward eonsumption, the eeonomie aetivity 
of the eooperative may take place either (1) previous to the operations 
of the members, or (2) after the operations of the members. A lllember 
may either employ some output units of the eooperative in his own 
stage of the production process, in which case the operations of the 
coopel'ative are eoncentl'ated on the purehase from the market and on 
the processing of a supply item and its delivery to the members, 01' 

the member may place his own output in the hands of the eooperative, 
in which ease the cooperative strives to market the output of the lllem­
bel' (or the processed products thereof). 

On the basis of the mutual status of the cooperative and its mel11-
bers in the produetion process, a classification is obtained which at 
the sallle tillle depicts the relationship between the cooperative and 
Hs lllel11bers and that between the cooperative and the market. It is 
difficult, however, to establish a nOl11enclature which would fully eon­
forl11 to the context of the criterion applied to the two groups of eo­
operatives. It would naturally be possible to devise a tel'l11inology 
closely corresponding to the principles of classification, for instance 
with the prefixes pl"e- and post- in reference to the order in the pro­
duction proeess. It seems, howevel', lllore to the point to employ the 
tel'm "purehasing eooperative" when its operations preeede those of 
the members, and the term "marketing eooperative" when the order 
in the produetion pl'oeess is the reverse. 

It is to be noted that it has not been eonsidered neeessary for the 
purposes of the present study to make a subclassifieation aceording 
to the field of operations of the eooperative or its members. Purchasing 
cooperatives eould be subdivided into, for instanee, eooperatives eon­
sisting of households (eL eonsumer eooperatives), of independent 
firms (eL produeer eooperatives), and of non-independent firms (eL 
cooperatives of the higher level). Sueh a subclassifieation would se em 
logieal since the definition of a eooperative given above refers sepa-
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rately to member households and member firms. On closer examina­
tion, however, it will be observed that such a classification is not 
indispensable for the formulation of a general iheory of cooperation. 
For it must be taken into consideration that the relationships be­
tween the cooperative and members and between the cooperative and 
market remain the same in a11 cases, as the cooperative carries OllJ 

business activity serving directly its members in the manner most ad­
vantageous for a11 the members. This relationship is not rendered 
dissimilar by the fact that in one case the lot of fertilizer procured 
by the cooperative for the farmer is used in the production process of 
the agricultural enterprise and in another case the package of nour 
procured by the cooperative for the housewife is used in the house­
hold. In both cases the aim of the cooperative is to carry out its activity 
in conformity to the interest of the member. The difference between 
households and firms as participants of cooperatives lies chiefly in the 
extent of planning their actions. Since both types of members are 
trying to make the best possible use of the association, there seems to 
be no particular need to treat them separately in general theory. 

2.3. Economic Characteristics of Cooperation 

2.3.1. Distribution of Surpluses and Optimum Output Level 

Economically perhaps the most significant rule of the traditio naI 
doctrine of cooperation and one which is generally followed in practice 
decrees that the surpluses retained in the cooperative shall be dis­
tributed to members proportionately to the utilization of the co opera­
tive by each member. If we classify the cooperatives into purchasing 
and marketing cooperatives, this rule will be found to signify that the 
refund to members in a purchasing cooperative actually constitutes a 
corresponding reduction in the unit price of the purchased com­
modities. In a marketing cooperative, on the other hand, it results in 
an increase of the price obtained by the member for his product. On 
this basis it would at first glance seem that the members of a purchas­
ing cooperative should strive to operate their cooperative at the 
minimum average cost, whereas it would be to the interest of the 
members of a marketing cooperative to aim at a maximum differential 
between cost and selling price. 

By examining the cost and return curves it is now possible to 
obtain a clear conception of the general validity of these hypotheses 
and, at the same time, of the question whether 01' not the method of 
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distribution of surpluses applied by cooperatives in practice con­
tributes in the best possible manner to the aUainment of the above 
formula ted aim of operation of the cooperative. For the sake of clarity, 
the different market situations are not separately dealt with at this 
stage of the study, the example here employed being regarded as 
chiefly illustrative of a monopoly situation in which it is possible for 
the cooperative to determine freely its output level (cf. CHAMBERLIN 
1950) and in which the procurement of surplus is thus possible. 

Let us consider, in Figure 4, a marketing cooperative which markets 
a given product of its members. Curve AR here represents the average 
selling price of the product or the average return of the cooperative at 
various output levels and it is at the same time the demand curve for 
the product of the cooperative. In the monopoly situation under con­
sideration the demand curve, from the point of view of the single firm, 
can be supposed to slope, as shown in the figure. This is naturally due 
to the circumstance that a firm operating under given conditions can 
usually increa·se sales only by reducing the price. 

Curve AC1 designates the average cost function of production per 
unit of product of the member firms so that the costs of all the in­
dividual producers are considered to be equal and independent of the 
quantity of production in each member firm (AC1 horizontal). AC(} 

denotes the average operating cost of the marketing cooperative plus 
the corresponding production cost of the member firms. Thus, if vaIue 
OP is deducted from the values of curve ACo at different output levels, 
the marketing cooperative's average operating cost function is obtained 
as shown by the curve ACo when read upwards from the line AC1• The 
output level of the cooperative is considered to de dependent solely 
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upon the number of members, the output of each member firm being 
constant. 

To clarify the situation we shall now consider a hypothetical ex­
ample. Let us think that entrepreneur A, member of a fruit marketing 
cooperative, has produced one unit of apples at a cost of 4000 marks. 
1n the figure this would be indicated by the average production cost 
OP. A now sells his apples to the cooperative at first at production 
cost price (4000). The cooperative markets the apples and the price 
obtained by A for his apples naturally depends upon the cooperative's 
total output and demand for apples. 1n the figure, 01\1/ is the actual 
level of output of the cooperative. The price obtained for the apples 
is, let us say, 10,000 marks, corresponding to the unit price OPI in 
the figure. Assuming that the operating cost of the cooperative cor­
responding to PP2 in the figure is 3000 marks for the unit of apples 
the sm'plus to the cooperative from A's apples and the amount to be 
refunded to A will be 10,000- (3000 + 4000) = 3000. Correspondingly, 
when the output level is 0111 the average operating cost of the coopera­
tive is PP2 , leaving OPI - (OP + PP2 ) = P2P1 per unit as profit to be 
refunded to A. 

Thus the difference between curves .<lCo and AR is the average 
profit obtained by the members at the various output levels of the co­
operative when the sm'plus is considered as being refunded to the 
members in full. The maximum of this average profit, Le., the greatest 
difference between ACo and AR, will be found in the figure by drawing 
a tangent to ACo parallel to AR (cf. CLARK 1952). The optimum output 
level 0111 can be determined by means of the point of tangency. Any 
expansion or curtailment of the output of the cooperative from this 
level would result in a reduction of the profit due to each member. 
Since the goal of a cooperative is to carry on economic activities in 
the manner most advantageous to all its members, the above-men­
tioned aim towards the maximum per unit differential between cost 
and selling price thus meets the demands to be placed upon an opera­
tion principle of marketing cooperatives. However, it is particularly to 
be emphasized that the final treatment of this question will be possible 
only later in connection with the examination of cooperation as a form 
of integration. 

1n undertaking now to examine purchasing cooperatives we must 
recall to mind the forementioned traditionally repeated general rule 
that the principle of distribution of surpluses proportionately to the 
patronage or to the utilization of the cooperative would lead to an 
effort to operate at the level of minimum average cost. According to a 
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certain line of reasoning this conelusion is indeed possible, and in 
order to show the limitations of this idea, such an artificial construc­
tion will be formed in the following. 

Let us assume, for example, a ease where members purchase 
through their cooperative a certain quantity of fertiIizer, by use of 
which they obtain a given erop inerease. This crop increase is naturally 
in the first place dependent upon the internal produetion factors on 
the farm, as for instanee the type of soiI ele. However, if for example 
loeation, i.e. distance between the cooperative and the member's firm, 
is also eonsidered as a faetor affecting the return obtainable from the 
supply item, the extension of the output level of the cooperative results, 
as the number of members increases, in a deereasing trend in the 
return for the new members. Thus the curve RP in Figure 5, which 
indicates the return from the supply item purchased in different 
member firms, slopes when the output level of the cooperative is ex­
tended by new participating members. It is to be noted that each en­
trepreneur oceupies its own place on the RP curve, determined by its 
Iocation. 

Under these conditions it is natural that the interest of aII members 
{)f the cooperative will be to minimize the average operating costs of 
the cooperative. 

By reverting to the foregoing example of purchase of fertilizer this 
question will be clarified. Let us assume that the crop increment on 
three farms A, B and C is valued at 10,000, 9000 and 8000 marks 
respectively. The transportation costs are assumed to be 400, 800 and 
1200 marks . If the production cost required for the crop increment 
is, say, 4000 marks on aII the farms, the balance remaining of the 
original crop increment will be 5600, 4200 and 2800 marks, respec-
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tively. Naturally there must stiU be deducted from these balances the 
purchase price of the fertilizer from the cooperative which is equal to 
the cost of the cooperative. It is 10gicaI that aU three members, re­
gardless of difIerences in their operating conditions, desire to bring 
the output of their cooperative to aleveI at which the average cost, 
i.e. the price of fertilizer, is reduced to a minimum. 

It will be observed from Figure 5 that in striving to operate at a 
minimum per unit cost a purchasing cooperative should select the 
output level OM. Should the initial price charged by the cooperative 
be OPl' the surplus to be refunded to the member entrepreneurs would 
be OPl - OP2 , the ultimate price paid by the rnember thus being only 

OP2 • 

If it is considered that the expansion of the output level of a co­
operative is possible only through an increase of its membership and 
if the return function is of the nature as was assumed above, the level 
of output at the minimum cost could be regarded optimum for a 
purchasing cooperative. When this level has been reached, the enrol­
meni of every new member would result in a higher purchasing price 
than previously for the supplies because of the increased operating 
cost of the cooperative. 

In Figure 5, however, the curve RP has been determined for the 
express purpose of making clear the conditions- or rather all the 
limitations-which bring about the situation where a purchasing co­
operative operates at equilibrium at its cost minimum. It is to be taken 
into consideration, however, that the factors contributing to the shape 
of the RP curve, examples of which were the type of soil and distance 
from the purchasing center, are not of a nalure to be included on 
the return side but actually are cost items. In production, when a 
given crop quantity is the goal, poor soi! has the effect that more fer­
tilizers, more work, etc. will be required than in cultivating good soil; 
thus it is a cost factor. The distance from the purchasing center is 
also a definite cost item in the form of transportation costs. 

The assumption frequently made that the aclivHy of a purchasing 
cooperative is always conducted with the aim of minimizing its average 
operation costs is, however, a very short-sighted standpoint. It should 
be rernembered that the amount of commodities bought through the 
cooperative depends on other factOl's besides the operational costs of 
the cooperative. The optimum Ievel of output of a purchasing coopera­
tive is not necessarily the one where average operation costs are 
minimized. It is important to note that formation of the value to the 
members of the supplies bought takes place under the same economic 
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1aws as the formation of the vaIue (price) of commodities soId through 
a marketing cooperative. 

A simpIified exampIe will clarify the mattel'. Let us suppose that 
plant growers have set up a cooperative to buy fertilizers for their 
pIants. We will further suppose that the growers can increase the 
amount of plants if, for some reason, they want to buy more fer­
tilizers. Thus an increase in the output of the cooperative means more 
fertilizers and more pIants. The average productive vaIue of the fer­
tilizers to the grower appears now in the average farm price of the 
pIants. Suppose now that the fertiIizer-purchasing cooperative is 
trying to minimize its operation costs by expanding its business. Since 
the amount of production rises with the increase in tbe use of fer­
tilizers, the average farm price of plants tends to faU at the same time 
as a result of the business expansion. The reason for a considerabIe 
price faU might be, for inslance, aratheI' Iow eIasticity of demand for 
plants. In addition to this possibIe deveIopment in farm prices every 
grower has to take into consideration the deveIopment in aU costs of 
pIant production before he is abIe to make a finaI decision concerning 
the optimum IeveI of output of his cooperative. Now it is quite clear 
that the pIant growers do not want their cooperative to operate nec­
essarily at the IeveI of output where the operation costs are minimized. 
In final decisions concerning the operation poIicies of the purchasing 
cooperative aIl cost and income factors have to be taken into account. 

There is stiU reason in this connection to briefly call attention to 
the theoreticaI argumentation used by CLARK (1952) in striving to 
prove the correctness of this common misconcept of the optimum of 
output level. He desires to compare the operation practices of an en­
terprise with those of a cooperative and presents therefore the usuaI 
demand curve of the suppIy item instead of the return curve RP used 
above. 

In accordance with the theory of the firm, CLARK states that the 
maximum profit is attainabIe at output IeveI OS in Figure 6. OS is de­
termined customarily by the point of intersection of the marginaI cost 
and the marginaI return curves. If we now take curve AR as the in­
dicator of the members' demand for the suppIy item, it is aIways nec­
essary for determination of the quantity of the suppIy item soId to 
know the ultimate price paid by the member, a fact which CLARK 

consciousIy disregards. For exampIe, at output Ievel OR, the ultimate 
price to be charged from the member is RQ - 111Q = RM. 

The demand curve AR now indicates that when the ultimate price 
is R111, the members will desire to purchase such a quantity of the 
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supply item that the cooperative should expand its output level to OT, 
i.e. considerably beyond the level indicated by the minimum of cost. 
It appears, in fact, that when this method of examination is employed, 
the nucleus of this problem- the formation of the demand for the ser­
vices of the cooperative by the members--will remain so indefinite 
that no accurate opiniou can be formed on this basis as rcgards the 
optimmll output level of the cooperative. 

In determining the demand for the supply item we cannot dis­
regard, firstly, the changes in cost to the members that arise when 
varying quantities of the item are used as input in their firms and, 
secondly, the changes in return obtained when varying quantities of 
input are used. Now it must be taken into consideration that the forma­
tion of return obtained by utilizalion of the supply items Cinput units) 
procured through the purchasing coopel'ative 01', in othel' words, the 
fol'mation of the average return of price obtained from the output of 
the members always takes place under the same economic laws as the 
formation of the value of the products marketerl through a marketing 
cooperative. In the case of a marketing cooperative the unit profit 01' 

unit 10ss to the m ember is determined by subtracting the average 
operating cost of the cooperative and the average production cost of 
the member from the average return 01' selling price of the co opera­
tive. In a purchasing cooperative the member's profit 01' loss is ob­
tained by subtracting the average production cost of the member and 
the average operating cost of the cooperative from the average return 
obtained by the members from the output produced per unit of input. 
If, therefore, we consider that the average return of the marketing co­
operative, i.e. the selling price, corresponds to the average return of 
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the member of a purehasing eooperative obtained from the output 
produced per unit of input, the interpretation of the principles of 
operation of both forms of cooperatives ean be carried out by the same 
methods. 

The situation shown in Figure 4 may now be applied also to a pur­
ehasing eooperative. Curve AC1 should then be eonsidered as indicat­
ing the costs of production in the member firms and eurve ACo from 
eurve AC1 upwards as designating the average operating eosts of the 
purehasing eooperative as a function of the output level. AR would 
then represent the average return to the members obtained when 
various quantities of the supply item or input are used. On the same 
grounds as in the case of the marketing eooperative the optimum 
output level may be said to lie at OM, where the difference between 
the average retur n to the members and the average eost of the eor­
responding business and production activities aUains maximum. 

Although it was shown above that an effort to operale at the exlent 
presupposed by the minimum cost eannot be aecepted as the general 
prineiple to be followed by purehasing cooperatives, there may in 
practiee oecur situations in whieh this prineiple is appropriate. If the 
return of the members remains dependent solely on the internal eondi­
tions of the member finn, while the formation of the market value 
of the produet thus produced is independent of the extent of output of 
the eooperative, the minimum eost offers its members eeonomically the 
most advantageous eonditions. The return eurve AR would then be a 
horizontaI line, in other .words, the elasticity of the demand for the 
produet produeed would be infinite. 

Vie can now note that the situation presented in Figure 5 and the 
example given respeetively on pages 37 and 38 are only representative 
of a special case in the general operating principle of eooperatives. It 
should further be taken into eonsideration that an exaetly eorrespond­
ing situation may oecur in the case of a marketing eooperative. The 
eurve RP would then indicate the price of the outputs sold under eon­
ditions of infinite elastieity of demand, after subtraetion of the pro­
duction eost of the member firms. 

On the basis of the foregoing treatment of the question, the finaI 
diseussion of whieh wilI be given in eonnection with the study of the 
nahue of eooperative integration presented later, the optimum output 
level of cooperatives may, as a eorollary of the general principle of 
operation, be interpreted as follows: 

(1) The optimum output level of a purehasing eooperative will be 
aUained when the average return obtained by the members from the 



42 

80 

70 

60 

" e- 50 
;;: 

~ 40 

~ 30 
"-

20 

10 

, '-, 
'- .......... 

PAAVO KAARLEHTO 

__ patronage refund 

- - - reserves 
)(-X-X other purposes 

.... _"" .. _---, / 

'1 

~/- - ....... _/ ........ ", 
, 
" " 

Year 

Fig. 7. Division of sm'plus of the SOK member cooperative stores in patronage 
refund, reserves and other purposes in 1925-53. 

output produced per unit of the input supplied by the cooperative after 
subtraction of the corresponding operation cost of the cooperative 
reaches its maxim um. 

(2) The optimum output level of a marketing cooperative will be 
attained when the difference between the average return or price per 
unit of the product marketed and the corresponding operation cost of 
the cooperative reaches its maximum. 

(3) When the average return from output produced per unit of 
input procured by a purchasing cooperative, or the average price per 
unit of the product marketed by a marketing cooperative is constant, 
the optimum output level may, in addition to the general rules given 
in paragraphs 1 and 2, be determined as attainable at the level of the 
minimum operating cost of the cooperative. 

1n examining the effects of the principle followed in distribution of 
surpluses on the operation of the cooperatives, attention should also 
be paid to certain practical aspects . It is to be noted, in the first place, 
that the surpluses of the cooperatives distributed to the members as 
patronage dividends, in many cases seem to be rather insignificant. As 
an example, Figure 7 reviews the use of the SUl"plus of SOK (Central 
Society of Cooperative Stores in Finland) member cooperative stores 
in the period 1925-1953. The corresponding numerical data are shown 
in Appendix 1. 

It is interesting to note that each year during the whole period the 
amount distributed to members has been less than 50 per cent of the 
total SUl"plus so that the total of patronage refunds has never been 
more than 2.6 per cent of the business turnover and was, for example, 
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in 1953 only 0.4 per cent of the same. It might be asked now: Does 
not the fact that only such small amounts are distributed to the mem­
bers make the reasoning about the optimum output level of the co­
operative as presented above less meaningful? In order to find an 
answer to this question a short reference to the nahlre of the patronage 
dividends is necessary. 

When a member of a marketing cooperative delivers his product 
to the cooperative the price received for it is dependent on the opera­
tion 01' marketing costs of the cooperative and the price of the product 
on the market. In practice, however, it is impossible to calculate in 
advance the exact marketing costs per unit of the product and conse­
quently the costs are usually estimated on the basis of previous ex­
periences. It is often more advantageous technically and from the 
standpoint of managerial policies to overestimate the marketing costs 
and pay a rather low initial price to the members. For this reason 
the cooperators, as EMELIANOFF (1948, p. 133) remarks, "usnally prefer 
in their practice to overestimate their potential costs and follow the 
unwritten rule of reasonably excessive dednctions from their value of 
transactions with the understanding that the surpluses will certainly 
be distributed to them at the end of the business year". Similarly 
there might be, for technical reasons, a tendency to underestimate the 
price that the cooperative is going to get for the product on the market. 

Patronage dividends then are actually inherent because of the tend­
ency to underestimate the cooperative's average return and to over­
estimate its operation costs. It is not to be expected that the coop­
eratives should strive to maximize the per unit dividend as such, but 
only to be able to maximize the average return to the members, which 
in marketing cooperatives is the initial price paid 'plus the per unit 
patronage dividend. Consequently, the amount of dividends paid per. 
unit does not affect the significance of what has been said above about 
the optimum output level of the cooperatives. This is all the more 
important to note, since in praclice many cooperatives, in order to 
avoid certain diITiculties in taxation, concentrate their efforts to make 
the initial price (or initial charge in purchasing cooperatives) as exact 
as possible, which practice naturally tends to diminish the amount of 
dividends payable. 

2.3.2. Non-independence 

The second task, in portraying the essential characterislics of co­
operatives, is to describe the nature of their economic non-independ-
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ence, a matter already briefly touched upon in connection with the 
classification of firms. The significance of this matter is enhanced by 
the fact that such differences of opinion as appear in earlier theoretical 
studies of cooperatives have been, for the most part, differences re­
lating expressly to the question of whether a cooperative is inde­
pendent or non-independent. Now it should be noted, before taking up 
the actual problem, that of two different opinions neither has nec­
essarily to be actually erroneous, if the basis for the analysis is not 
exactly the same. There is reason, in this connection, once more to 
recalI the various possibilities of definition which have been given in 
the preceding. By requiring realism, the definition of a cooperative in 
a given country can be based on the general cooperative practice 
therein, and in that case it can just as welI be concluded that coopera­
tives are independent as the reverse. Perhaps it can even be contended 
that a great number of Finnish people, for example on the basis of 
their practical experience, might regard a cooperative as "jnst another 
enterprise". In setting forth this, as welI as other maUers, in our 
search for solutions, it is therefore important to bear constantly in 
mind the definitions given previously. 

As criterion of the non-independence of a cooperative must be con­
side red its attitude toward profits, in the manner previously stated, 
since the most important economic indication of an independent firm 
or enterprise is its striving for profit maximization. As the purpose 
of a cooperative is the advancement of the interests of its members, 
we now come to question whether these strivings conflict with each 
other. SUKSELAINEN (1938), in stressing the mattel' of independence 
of cooperatives, considers it natural that cooperatives strive to confer 
as great benefits on their members as possible, in the same way as alI 
other profit-making firms. His logic, which can perhaps be regarded 
as representing those students of cooperation who regard cooperatives 
as enterprises, is, briefly, as folIows: If a cooperative distributes the 
surpluses accumulated to its members in proportion to patronage, the 
business activity can freely be expanded to the stage where profit will 
reach its maxim um, because this profit will ultimately be distributed 
among the members and in purchasing cooperatives will thus come 
to signify a reduction in the price of the supply item to the member, 
and in marketing cooperatives an increase in the price that the member 
receives for his product. 

The kernel of the question is, do the maximum profits of the mcm­
bers and of the cooperative coincide, are they obtained at the same 
output level and in general under similar conditions? That this is not 
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the case can be shown very clearly by praclical examples and by 
theoretical evidence. 

The non-independence of a cooperative appears clearly in examining 
the nahue of Hs return and cost functions. In principle, the purchasillg 
price paid to a member firm cannot be regarded as an independent 
cost faetor of a marketing cooperative although it might in practice, 
for book-keeping purposes, be entered as an expense item. Respectively 
the price paid for a supply item by the member callnot be regarded 
as an independent return fae tor of a purchasing cooperative. In the 
case of independent firms, on the other hand, the corresponding pur­
chasing price is one of the most important cost items and the selling 
price makes up the independellt return of the enterprise. This dif­
ference in attitude arises from the integrated nature of a cooperative, 
or, as LIEFMANN (1921) among the earlier investigators has pointed 
out, from the fact that a cooperative does not constitute an economic 
unit by itself but together with its member economies. 

Figure 8 represents a marketing cooperative ill the same conditions 
as Figure 3. The AR curve indicates the average return or price of the 
product and the MR curve the corresponding marginal relurn. If we 
regard the production costs of the member firms as constant, the aver­
age production costs equal the marginal costs AC1 = MC l • Marginal 
costs corresponding to ACo are indicated by curve MCo. The optimum 
output level for the members of a marketing cooperative is thus 
achieved under these conditions, as previously mentioned, at the level 
where the difference between average return and average cost reaches 
Hs maximum. 

If, on the other hand, the cooperative would behave similarly to an 
enterprise, the best output level for it would be ON. At that output 
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IeveI the totaI profit would aUain maximum vaIue PP1P"P', the mar­
ginaI return and cost being equaI, MCo = MR. If now the maximum 
profit obtained were distributed to the members as dividends, the 
refund per unit wouId be P"P' and the unit price ultimateIy paid to 
the member OK plus P"P'. At both OM and ON output levels the 
initial price paid to the members would be the same OK. However, 
since the average refund per unit at output level OM is greater than 
at output IeveI ON,1 the former Ievel is in the interest of the members. 
In other words, the output leveIs of maximum total profit and maxi­
mmn average profit per unit do not coincide. Thus it can be ascer­
tained that the advantage of the members does not permit a coopera­
tive to operate on the principIe of achieving the greatest possibIe totaI 
profit. (Cf. CLARK 1952.) 

On the part of purchasing cooperatives we can naturally indicate 
to an exactIy corresponding non-independence. In order to show that 
the question under consideration is not affected by the sIope of the 
return curve, it is assumed that the return to the members obtained 
from the utilization of the suppIy item is constant at all output levels 
of the cooperative; AR equals MR in Figure 9. 

As the average rehun to the members is constant, the optimum of 
the cooperative (OM in Figure 9) is attained at that leveI of output 
where ACo achieves minimum. If the cooperative wouId charge Hs 
members the initial price !{P, P"P might be distributed as surplus 
refund per unit. If the cooperative, on the other hand, would behave 
similarly to an enterprise, it ''I'ould expand its operations to ON where 

1 The OM oulput levc1 has expressly been determined on the basis of the maxi­
mum vertical distance of curves AR and ACo. 
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the total profit attains maximum (MCo equals MR). If this total profit 
were distributed to the members, the total refund would be P'P POP1 

.and the average refund per unit would be P'P, which is smaller than 
P"P. A cooperative which serves the interest of its members can there­
fore not operate independently, Le. strive for maximum total profit. 

There is special reason once more to stress the point that for the 
purpose of simplifying the treatment, the expansion of a cooperative 
is deemed as taking place only through an increase in membership. Of 
,course each member, as previously no ted, can change the output of 
his firm, which is ultimately determined on the basis of the marginal 
rehun and marginal cost in each firm. A closer examination of this 
.generalization can, however, be left to be taken up in connection with 
the discussion about the nature of cooperative form of integration, 
.since it does not afIect the problem of non-independence of co opera­
tives here studied. 

The non-independence of a cooperative in its striving for profits 
.appears also from the price policy pursued by it. A more detailed 
-examination of the problem can perhaps most simply be performed in 
the light of an example close to practice and only slightly simplified. 
Let ns think that a cooperative slaughter-honse markets pork which 
it has purchased from its members, partly processed to sausages, but 
mostly as meat. Let us further assume that, because of the keen com­
petition on the market no profits can be attained in the marketing of 
unprocessed meat, whereas sausage manufacture fetches some profit. 
If the supply of pork would increase the producer price as well as the 
Tetail price of unprocessed meat would de cline and the meat marketing 
would go on without profits as previously. In the manufacture of 
sausages, on the other hand, the reduction in the price of the raw 
material would mean higher profits for the slaughter-house. It would 
thus be to the interest of an enterprise operating under these same 
conditions to strive to effect an increase in supply of pork for example 
by effecting imports from abroad. The attitude taken by a coopera­
tive (which seeks to benefit its members) toward imports is different. 
The general price fall of meat caused by the increased supply would 
mean great losses to the member producers. These losses could not be 
compensated by the small sm'plus refunds which the cooperative, with 
the help of profits obtained from the manufacture of sausages, would 
he able to pay its member producers. Thus it would not be in the in­
terest of the cooperative to seek to effect pork imports, and the action 
of the cooperative in order to fulfill its purpose would difIer from that 
of an enterprise. 
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Thus in this regard also the differences in the return and cost func­
tions of a cooperative and an enterprise are the ultimate reasons for 
the pursuit of different methods in similar circumstances. An enter-· 
prise strives with aU means to maximize profits, but a cooperative 
must always in the first place take notice of the effecl of each action 
on the economic results to its members. 

Since it has been noted above that operations consistently pursuing 
the maximizing of profits are not consonant with the interests of the 
members of a cooperative, it will be interesting to examine under what 
kind of practical circumstances active cooperatives can adopt such a 
goal. "Vhen does a cooperative forego its actual proper economic posi­
tion as a transactor of business for its members in the most advan­
tageous manner? Quite obviously, this question is connected with the 
method of distributing the profits which have come into the possession 
of the cooperative. In so far as a part of the profit remains in the per­
manent possession of the cooperative, the interest of the firm may very 
easily be centered on making this part as great as possible. On the 
relation of the part of the profit to be refunded and the part remaining 
in the possession of the cooperative will depend to what extent the co­
operative fo11ows the behavior of an independent firm. 

In practice, the refund is generally paid as a specificd percentage of 
the business turnover between the cooperative and the member. If the 
cooperative desires to retain a part of the profits which have come 
into its possession in order to apply it in some way to angmenting its 
property, independent return and cost functions will be formed for 
the cooperative and decisions relating to operations will be made on 
the basis of these. Let us now think, for example, of a marketing co­
operative in such a situation. In Figure 10 AR indicates, as previously. 
the price obtained for the marketable product as a function of the 
level of output and the curve ARI slopes at a distance P'P" from AR 
determined by a constant per unit refund. 

According to what has been presented previously, the optimum 
output level of the cooperative, OM, would be where the vertical dif­
ference between the AR and ACo curves would be at its maximum. If 
now the cooperative refunds to its members only such a coustant 
amount per unit as is indicated by P'P", it does not have any immediate 
efIect on the profit of the member firms what the output Ievel of the 
cooperative is, as long as it is greater than OK and less than OS. Out­
side these extreme values the cooperative cannot, without losses, make 
a surplus refund as great as indicated by P'P". When the cooperative 
can determine its output within these limits, it can altain the highest 
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total profit at output level ON1, when the marginal return determined 
by AR1 is equal to the marginal cost UVIR 1 = MCo). 

It may further be noted from Figure 10 that not even in this case 
the optimum output level of a cooperative is the same as that of an 
independent firm in a corresponding situation. The entrepreneur would 
pay the OP1 price to the producers and would maximize his profit at 
the level ON (MR = MCo). The various output levels would thus have 
the following ratios: OM < ON1 < ON. To what extent a cooperative, 
in determining its output level and in deciding upon other problems 
connected with its activities, follows methods peculiar to independent 
firms, remains dependent on the relation that the refund paid to mem­
bers bears to the whole sm'plus. 

There is special reason, finally, to stress the fact that by profits we 
do not here mean solely the surplus indicated by the closing of books. 
The greater part of surplus coming into the possession of a co opera­
tive may be used in difIerent ways for augmenting the property of the 
cooperative. An independent pursuit for ' profit maximization as such 
cannot very easily develop in a cooperative because of the structure 
of its ownership, but under certain circumstances the activity of a co­
operative may become an end in itself, so that its goal will become a 
,continued expansion and strengthening of the finn. The fruition of 
such a program may be influenced by the attitude of the management 
and its relations with the members, the internal structure of the mem­
bership and the way in which the matter of ownership has been ar­
ranged, These factors, which in some circumstances may lead coop­
.eratives to act contrary to the principles mentioned afore, will be 
treated in more detail in the following chapters. There is, further, 
reason to note that certain macroeconomic considerations may well 
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be convoked in vindication of an expansive activity. Thus, for exampIe, 
the gathering of the industry as completely as possibIe under one 
controI may, as compensation for sacrifices made in this instance. 
provide the members with the possibiIity of conducting a stronger price 
poliey. Under such conditions the management of a cooperative, for 
reasons of price poliey, may co me to deviate the operation principIes 
delineated above in making its decisions, so that the first interest will 
be the maximizing of the profit coming to the cooperative. 

2.3.3. Membership, Open or Closed 

The postulate adopted in traditionaI cooperative doctrine in regard 
to membership is generally expressed as the principle of the open door, 
a principle to which the founders of the cooperative movement were 
drawn by their adherence to democratic ways and desire for social 
reform. For during the early stages of the cooperative movement it 
was extremely difficult for the members of the lower cIasses in the 
community to gain any advantages from business activity conducted 
on a large scale and it was accordingly the intention to give co opera­
tives a form of an organization which anyone could join. Viewing the 
matter against the historical back-ground, the policy of the open door 
must be taken as specifically signifying an attempt to abolish all social 
discrimination in regard to membership (cf. HOLYOAKE 1908). 

In an economic sense, on the other hand, the said principle cannot 
be broadened to mean that a cooperative does not limit the number of 
its members at alI. An increase in membership, of course, will not 
lead to confliction with economic behavior as long as the expansion 
of activities brings with it an ampIitude of possibilities for lowering 
average costs of the cooperative without unfavourable developments 
in return at the same time. Students of cooperation have nevertheless 
long been aware of the fact that too wide an application of the open 
door principle would violate the laws of thrift. Thus SUKSELAINEN 
(1938, p. 11), leaning on older literature1 for support, observes that 
"the principle of open membership is not consonant with a co opera­
tive defined as an economic unit, because a consistent application of 
the principle might very easily lead to violations of the principles of 
economics. A cooperative, like any other economic unit, is subject to 
the laws of increasing and diminishing productivity.'" 'Ve can agree 
with this statement, notwithstanding that the reference to the laws of 

1 Of these may he mentioned especialIy LIEFMANN (1922), CASSEL (1923) and 
FUCHS (1928). 

2 Original Finnish. 
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productivity, in other words to the physical laws of production, is not 
an exhaustive explanation of the matter. 

'Ve can perhaps obtain the clearest basis for examining the mattel' 
by studying the possibilities of fluctuations in the membership of co­
operatives in a situation such as is described by Figure 10. Referring 
to what has been said previously, it can be n OL that very consider­
able fluctuations in the m emberhship of a cooperative are possible 
without incurring losses. AlI the output levels within the range of 
which the values of the AR curve exceed the corresponding ACo values 
may here come into question. If the cooperative would pay the amount 
of P'P" as patronage dividend per unit, the output area without losses 
would be reduced to levels between OS and OK. But it must here be 
noted that so wide a fluctuation is not possible without violating the 
striving for optimum results. In order to aUain the optimum, the 
output level of the cooperative must be set at OM which thus imposes 
a limit to an increase in the membership. In economic sense, the open 
membership principle cannot be thought of as applicable without 
limits; it must rather be thought of as belonging to the social doctrines 
of the cooperative movement. As an interesting sidelight in this con­
nection it may be mentioned that in many instances the optimum of 
activity of a cooperative is achieved with even a smaller number of 
members than what is the case with a corresponding independent 
enterprise. Closer examination of this mattel', however, must be de­
ferred to be taken up in connection with a study of the nature of the 
cooperative integration. 

If it is desired to confute the aforestated opinion, which appears 
rather positive, in stressing the slrict limitations in cooperatives' 
membership, it can of course be pointed out that in practice coopera­
tives do not aspire to limit the number of their members but on the 
contrary use every means at the ir disposal to secure new ones. To 
obviate such differences of opinion arising from misconceptions the 
attention in matters relating to membership must here be focussed on 
foul' aspects. 

It must firstly be noted that observable expansion tendencies are 
pl'imarily to be considered in the nature of proof that the optimum 
output level of the cooperatives has not yet been generally reached. A 
phenomenon corresponding to such tendencies for increasing mem­
bership is also observable in the sphere of enterprise where it in­
dicates considerable possibiIities for rationalization and reduction of 
costs. 

Secondly, the strong opinion adopted above, with regard to the 
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Table 1. 

Average costs in certain butter-making dairies per 100 kilograms of milk received, cal-
culated for dairies in various size categories in 1952 and 1953 

lVlillions of Number of Average eosts in marks per 100 
Size kilograms of milk dairies ldlograms of milk 

category received 
1952 19.';3 1952 1953 

-0.5 5 3 318.3 352.8 

II 0.5- 0.9 40 28 218.9 280.8 
III 1.0-1.9 58 53 274.6 277.7 
IV 2.0-2.9 41 40 274.3 283.3 
V 3.0-3.9 24 32 272.4 283.0 
VI 4.0-5.9 22 27 276.0 252.8 
VII 6.0- 6 6 324.0 312.7 

matter of increasing membership, arises from the static method of 
study used which has led to a consideration solely of the fluctua­
tions inside the limits of existing capacity. The optimum output level 
of a cooperative determined under these conditions naturally does not 
provide for the same elas ticity in operations as the dynamic reality. 
1n praclice, of course, the possibility for changes of the size of the 
plant is always open to a cooperative. If during the prevalence of the 
optimum utilization of th e cooperative's capacity ther e appear new 
prospective members, the normal practical consequence is that the 
capacity is increased. 1n that way the "un-cooperational" feature re­
presented by a limitation of membership is avoided. 

To shed further light on the matter at hand we shall in the follow­
ing examine the cost developments in certain cooperative dairies as 
an example. According to unpublished calculations made by the Central 
Federation of the Cooperative Dairies Valio, the average costs in butter­
making dairies1 in various size categories were during the years 1952 
and 1953 as shown in Table 1. 

What conclusions can be drawn from these statistics as to the 
possibilities of butter-making dairies for increasing their membership 
(or the amount of milk received)? 1n the table, the dairies are divided 
into seven size classes according to the quantity of milk received. 
Obviously the capacity for handling milk of the dairies in various 

1 A dairy is considered a butter-making dairy when 80 per cent or more of the 
milk or cream received by it is made into butter. 
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size classes increases from I to VII. The size class division call thus 
in a certain sense be regarded as division by capacity. The dairies in 
each class have their own average capacity within which the changes 
of output may take place. On the basis of the table it can be said that 
only one point of the cost curve peculiar to each capacity group is 
lmown. Now if it were certain that this point is at the minimum of 
each cost curve, it could approximately be determined how profitable 
an increase in capacity has generally been. But as this condition can­
not be said to be fulfilled, the validity of the proof of the statistical 
material presented is appreciably diminished. It can nevel,'theless be 
concluded, with some degree of probabilily, from the figures in the 
table that through an increase in the capacity a butter-making dairy 
may have possibili ties for increasing its membership very consider­
ably, peI'haps as faI' as to class V 01' VI without cost developments 
tuI'ning in an unfavouI'able direction. 

After the average level of size class V has been reached it is im­
possible on the basis of the figures presented to form any certain con­
clusions as to the economic possibilities of taking new membeI's. For 
the six dairies in the last category may well be fuI'nished with the 
same capacities as the daiI'ies in the preceding categoI'Y, but their ac­
tivity has, perhaps, for some reason been extended beyond the cost 
minimum. Such a reason may be, for example, that the increased 
membership is not yet sufficient for augmenting the capacity, which 
always takes place more 01' less by stages. On the other hand, it is 
quite possible that the dairies in the last class have been built for 
handling considerably greater quantities of milk than the 7.5 million 
kilograms which is now the average for the group. If it would be 
possible to increase further the membership in these dairies, it might 
peI'haps be possible in that way to reduce the aveI'age cost. And yet, 
even if the aveI'age cost of the dairies in the last class is somewhat 
higher than in classes V and VI, higher average I'eturn I'eceived for 
the products might counterbalance the slight incI'ease in costs and 
make it the interest of the members to incI'ease the size of theiI' plant. 
1t is to be noted, however, that without changes in capacity, which is 
to say in a static sense, an incI'ease in membership to the extent shown 
beneficial by the foregoing figuI'es, cannot in any case be considered 
possible without exceeding the optimum output level. 

It must once more be especially emphasized that no attempt is made 
in the present study to make an exact analysis of costs in butter-mak­
ing dairies. It is only desired to point out what factors must be taken 
into consideration in solving membership pI'oblem and how thorQugh 

4 - 563003 Acta Ay-riculturm Scandinavica 
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an investigation is required for obtaining guiding principles in each 
case. Factors having an influence on the costs in dairies are of an in­
dividual nature, so that the imparting of any general advice is cx­
tremely difficult, if not altogether impossible. The material presented 
is to be considered only as an indication suggesting that in coopera­
tives it is in many instances possible in practice to avert conflict be­
tween the very strict rules presented in static theory and cooperative 
ideology by fluctuations in the capacity. 

In earlier writings on questions relating to membership of coopera­
tives there have appeared certain differences of opinion, on which 
some additional light can be shed after an exposi tion of the mutual 
relationships between the factors described above. T h ese differences 
of opinion are very typically reflected in the exchange of ideas between 
CLARK (1952 a anu b ) and AIZSILNIEKS (1952 a and b). Th e. analysis 
made by the former, a part of which has already been touched u pon, 
is clearly static in its nature, although the author does not seem to 
consider all the consequences thereof. For this reason, in treating the 
question of membership, he comes to very strong conclusions, holding 
it essential foI' cooperative activity even to cut down the membership 
in certain situations. The opponent appeals quite simply to the fact 
that a cooperative must distribute precisely th e quantity of products 
01' supplies which the members desire, although the activity of the co­
operative for this reason would expand beyond the optimum output 
level. In this discussion the static and dynamic aspects are not dis­
tinguished and the conflict between these two workers remains un­
solved. On the basis of the above-mentioned systematization we can 
here no te that it may occur in practice that a cooperative may tem­
porarily opera te more extensively than Hs optimum level of output 
pI'esupposes, but such a temporary stage cannot be regarded as an 
equilibrium situation. A cooperative aspires to a balanced stage pI'i­
marily by incI'easing capacity and not by limiting membeI'ship. Only 
after optimum utilization of optimum capacity has been achieved, is 
it proper for a cooperative, for economic reasons, to take action to 
limit the number of- its members. 

Thirdly, there might appear certain macroeconomic factors, which 
in some cases restrain efforts to limit the membership even though it 
would se em necessary from the viewpoint of a single coopeI'ative. 
Although it could clearly be shown by economic calculations that an 
incI'ease in membership would be disadvantageous, it might neveI'­
theless be necessary to bring about such an increase in the case that 
the alteI'native would be disadvantageous from the viewpoint of the 
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policy goal set for the cooperative industry. Inasmuch as an exposi­
tion of the macroeconomic factOl's does not fall within the scope of 
this treatise, there is no reason to take up a detailed examination of 
the question in this connection. It has nevertheless been deemed 
possible, by means of a little example, to shed such an amount of addi­
tionallight on the subject as is necessary from tbe point of view of the 
membership problem under examination. 

As an example of a case where micro- and macroeconomic aspects 
have come into conflict, we may examine a problem taken from the 
sphere of Finnish dairy cooperatives. In its main outline the situation 
is as follows: In a production region operates a large scale dairy pIant 
which, partly because of its efIicient operation, is able to pay high 
prices for the members' products. In its proximity there operate 
dairies of noticeabIy smaller size also owned by producers but their 
payment capacity is much smaller than that of the large one; weaker 
to such an extent, indeed, that a continuance of their operalion has 
become questionable. A firm representing other economic interests, 
however, is desirous of amalgamating these dairies, together with their 
members. In such a situation two choices are open to the Iarge dairy. 
In so far as it amalgamates the smaller dairies, together with their 
members, the inevitable result will be a reduction in its payment ca­
pacity, which would spell losses to the original members of the Iarge 
cooperative. The other alternative, close adherence to . the micro­
economic optimum may, on the other hand, lead to losses through a 
weakening of its position on the whole market. In circumstances of 
this kind it may be necessary to make solutions which are in conflict 
with principIes presented above. 

Finally, the Iimitations set on the basis of the economic interests 
of the members of the cooperative must be taken into consideration 
as factors restricting the general vaIidity of the principle of open 
membership. For example, according to the cooperative law in force 
in Finland it is possible to frame the rules of a cooperative in such a 
way that representatives of opposing economic interest can be refused 
membership. A close examination of this matter, however, will be made 
subsequentIy in the chapter dealing with the bomogeneity of mem­
bership. 

2.3.4. Capital 

The condition precedent for successful operation of any firm, 
whether independent 01' non-independent, is adequate business capitaI. 
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Since by virtue of the basic character of cooperation, costs must ia 
general be divided among the members in the same proportion as 
they make use of their cooperative, there should logically be no devia­
tion from this practice in paying for the business capitaI used by the 
cooperative. Thus ROBOTKA (1948) in his theory of cooperation, ia 
illustrating the capital requirements of cooperatives with the help of 
an example notes that the simplest way of financing marketing un­
dertaken cooperatively by producers is that each participant provides 
his own share of the capitaI by advancing funds for the operation ex­
penses and waits for the proceeds to arrive. This is the basic form of 
financing where no unit of funded capitaI has emerged. But if the 
number of participants increases and the marketing process becomes 
continuous, it will be found desirable to provide capital to finance a 
certain inventory of supplies needed in the operation and to form, for 
achieving of this purpose, a special fund furnished by the participants. 
The condition precedent for the efficient management of the capital 
will then be that the participants surrender individual control over 
their contributions to it and are willing to submit questions regarding 
its use to group decisions. The administrative rights and the risk bear­
ing will, of course, remain with the cooperators, notwithstanding that 
a known body of representatives and, beyond them, a body of actual 
managers, is elected to exercise executive powers. 

In the simplest cases, therefore, it can be concluded that the cost of 
employing necessary capital for the business is divided in proportion 
with the transactions between each member and the cooperative. How­
ever, in actual practice it is difficult to specify the share of each par­
ticipating member and thus to determine the financial requirements 
set for each member in satisfying the total need of capital of the co­
operative. Since the business transactions of members with their co­
operative are varying in the course of time, it would be necessary, if 
a just diffusion of costs were to be established, constantly to alter each 
member's advances. Moreover, this method of financing would be dis­
satisfactory since the procurement of the necessary capital may in 
many instances be accompanied by great difficulties for the coopera­
torso For these practical reasons the formation of business capital has 
become the necessary resort in financing the operation of coopera­
tives. 

Obviously, the nature of the capitaI used for financing purposes 
need not change when pooled into funds. Pooling may merely be re­
garded as aiming at a flexible management of l'ractical tasks without 
the capital of the cooperative assuming a status different from that 
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which it has in the simple case described above. In a way, capitai is 
fully comparable with other means of production. The right to use it, 
which is necessary for the activity of the cooperative, causes certain 
costs for which the cooperative is responsible as well as for other ex­
penses. In respect to the nature of capitai of cooperatives it must ac­
cordingly be noted: (1) that the capitai of a cooperative is not an in­
dependent income source; and (2) that the capitai does not represent 
power of decision. 

It can, natu·rally, be pointed out that in practice cooperatives cannot 
obtain rights to use the capitai without paying for it and that the 
price paid for these rights, in other words, the interest, constitutes an 
independent income to the owner of the capitaI. But it is a peculiarity 
of the interest on capitai paid by a cooperative that it may not depend 
on the financial results of the cooperative's activity, as in the case 
with ordinary entreprenurial capital, but is a pure cost item. It cannot 
be considered that there were a deviation from this general rule even 
though in certain instances interest is paid to a member of the co­
operative and at times to an owner of capitai outside the cooperative. 
If each member would invest precisely that amount in the coopera­
tive which corresponds to his own share of the capitai requirement, 
it would be unnecessary to pay interest on the capital provided by 
members, since the expenses for the use of capitai would then be justly 
distributed. But since the maintenance of exact proportions would in 
practice cause insurmountable ditIiculties, the payment of interest on 
capital invested by the members must be considered as a happy means 
of removing disproportions incurred. In this case the operation cost 
of the cooperative increases with the amount of the interest and in 
so far as a member has invested too little in reJation to his business 
transactions, the return he receives from the cooperative will be re­
duced by the amount of the corresponding interest expenditure. There­
fore, as especially EMELIANOFF (1948) and ROBOTKA (1947) stress, 
the interest paid by a cooperative for capitai is not to be regarded as 
distributive share of profit but as a compensation to such members as 
have invested in the cooperative capitaI in excess of what their pro­
portionate share in the business of the cooperative presupposes and 
who have thus loaned funds to such members as have contributed less 
than their share should, on the basis of proportions in business transac­
tions, presuppose. 

In this connection it is interesting to note that in the foregoing we 
have apparently come rather close to the opinion earlier held and rep­
resented in particular by JACOB (1913), namely that in an enterprise 
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Fig. 11. The relative significance of fixed assets, inventories and current assets in 
the total capital of the SOK member cooperative stores in 1925- 53. 

capital governs hut in a cooperative it serves. HoweveI', in his concep­
tion of coopeI'ation, capital has, with I'eference to theory, a function 
deviating considerahly from that which is here presenled. He regards 
the position of capitai as a central fealure in lhe nature of co opera­
tives and nol as a corollary arising from the general economic goal. 
Bul so impoI'tant a position can scarcely be given to capital. In thi" 
connection, there is reason to re[er to the opinion of SUKSELAINEN 

(1933) who, in denying the possibility of capitai being the basis foI' 
groupings in economic endeavour, points out that not even in all forms 
of enterprises does capital have the central position ascribed to it by 
JACOB (1913), among others. 

Inasmuch as the function of capital in a cooperative is determined 
by general operating principles as described above, it will be of special 
interest to examine how cooperatives in practice procure their capital 
and to ascertain whether 01' nol the methods of financing exerl an 
influence on the nature of the operations. HeI'e it is important to 
notice to what extent the different methods used in procuring funds 
foI' the cooperatives correspond to the ideal that each member's con­
tribution should be in propoI'tion to his transactions. In examining 
the significance of the various problems conneded with the contribu­
tion and ownership of capital, it has been deemed desirable, for the 
purpose of adhering to realities, to take examples from cooperative 
practice as we go along. In this sense it will be appropriate to form 
a general idea of the portions of the total cooperative capital em­
ployed for different uses in the business. 

The total capital investment might be classified to current assds, 
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Fig. 12. The relative significance of different sources of capitaI used in the SOK 
membcr cooperative stores in 1925-53. 

inventories and fixed assets. Thus the current assets include cash, 
accounts receivable, notes receivable, accrued income; inventories con­
sist of merchandise and supplies; fixed assets contain investments in 
land, buildings, furnitures and fixtures. As an example, Figure 11 gives 
the portioning of the total capitai of the SOK member cooperative 
stores to ditIerent uses CAppendix 2). Any comparison based on ab­
solute instead of relative figures in this as well as in later examples 
would be extremely ditIicult because of fluctuations in the value of 
money and of changes in the number of cooperatives. 

According to the data presented, the greatest demand for capitai 
contributions in SOK member cooperatives appears to be for inven­
tories. The relative importance of both current and fixed assets seems 
to have been increasing up to the second world war, but thereafter 
the significance of cunent assels has relatively declined. However, it 
is important to no te that fixed assets, even on the basis of the balance 
sheet figures, represent a considerable proportion of the total capital. 
This is significant since it seems to be the more ditIicult to arrange 
proper methods of dividing the costs of capital contribution among 
members the less liquid the investment is, as will be seen later. 

To set forth the various sources of capitai used in the example 
studied, there are given in Figure 12 CAppendix 3) the percentages 
which the net worth, liabilities to members and liabilities to outsiders 
bear to the total capitaI. 

It appears from Figure 12 that at the beginning of the period exam­
ined, liabi1ities to outsiders represented the greatest part of the capitai 
used. From 1925 to 1935, however, the significance of net worth rela-



60 PAAVO KAARLEHTO 

2.2 

-- interest on liabilities 
- - - interest on net worth 2.0 

1.8 

1.6 .. 
" > 

1.4 0 

E 
~ 
'ö 

1.2 

u 1.0 e .. 0.8 " 0.. 

0.6 
, 

0.4 ,- --... 

'-, ,-_. 
0.2 , - ------,_ .... 
o L-~~L--L~L--L~L-~~~~~~~~_~~ 
1925 -27 -29 -31 -33 -35 -37 -39 -41 -43 -45 -47 -49 -51 -53 Ye.r 

Fig. 13. The relative significance of liabilities and net worth in the total fil1al1cil1g 
cost in the SOK member cooperative stores il1 1925- 53. 

tively increased, representing in 1935 nearly 40 per cent of the total 
assets. Beginning with the year 1944 there is noticeable a very marked 
increase in liabilities to outsiders and a significant decline in liabilities 
to members and in net worth. But it will here serve no purpose to 
embark upon an analysis of the causes of this development, interesting 
though it be, as such. Attention must be given, ralher, to possibilities 
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Fig. 15. The write-offs perccntagc as comparcd with the sm·plus percentage in the 
SOK member cooperative stores in 1925- 53. 

for disproportionalities in the division of capital contributions. The 
example under consideration just points to the fact that during a 
period of time constant changes take place in the proportions of net 
worth and liabilities. This naturally might multiply the errors in divi­
sion of capital costs if the method used is inadequate. In this sen se, as 
previously noted, net worth occupies a special position. 

The significance of net worth in the total financing cost can be as­
certained by calculating for it the same percentage of interest as is 
paid, on the average, for the liabilities and by comparing, on the one 
hand, the total interest on liabilities and, on the other hand, the cal­
culated theoretical interest on net worth with the business turnover. 
This comparison is presented in Figure 13 (Appendix 4). 

The disproportionalities occurring in dividing financing costs with 
reference to net worth are naturally dependent on their structure. For 
this reason it will not be appropriate to examine the net worth as one 
unit but rather as dividend, as shown in Figure 14 (Appendix 5), into 
capitaI equities, reserves and surplus. 

The greatest part of the cooperatives' capital seems to be tied to 
reserves. The s!Iare of the surplus, for which the interest probably 
should not be calculated on the same bases as for other groups of net 
worth, has during the period under consideration fluctuated between 
10 and 25 per cent. Capital equities have been the Ieast significant, 
although they have tended to increase during the last few years. It is 
interesting to note in this example that aUempts have in general not 
been made to achieve a proper division of financing costs, except in 
the case of the least significant item, that is, in the instance of the 
capitaI equities on which interest is paid in many cooperatives. 
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1n exa.mining the financing of cooperatives only in the light of the 
figures in the balance sheet, obtaining of a correct result is not alto­
gether certain. For in book-closings a part of the profits actually 
obtained by the cooperatives may be transferred to their possession in 
form of hidden reserves. An interesting device of this nature has been 
in Finland to estimate write-ofIs higher than warranted by just de­
preciation demands. The extent of the use of this method, the possible 
significance of which has probably diminished within recent years by 
restrietions imposed by tax authorities, is nevertheless very difIicult 
to ascertain. Ey way of indieating that in practice, parls of aetual sur­
plus have thus, perhaps, been transferred to the possession of eoopera­
tives, a few series of figures will be examined in the following (Figure 
15, Appendix 6 ) . 

Sinee the write-ofIs in certain periods both before and after the de­
pression of the 1930's appear to have reaehed an amount of 2-2 1/ 2 

times the write-ofIs now considered as proper for taxation purposes, 
it seems probable that a part of the annual sm'plus has thus been 
transferred to the possession of the eooperatives. This assumption is 
also partly supported by the fact, easily ascertained from the figure, 
that write-ofIs and surpluses have in general flucluated in the same 
direction. Of eourse this similarity is no irrefutable proof. Nevertheless 
it seems natural that during good years the booked profits are per­
mitted to appear proportionately greater than during bad years, in 
spite of the faet tbat it is at sueh times also desired to transfer a part 
of the profiis in the form of hidden reserves to the possession of the 
cooperatives. 

1n this eonneetion it must be stressed that it has not been desired 
to stamp the above-mentioned practiees as characleristic of the SOK 
member eooperatives 01' cooperatives in general. It has been desired 
only to point out that in so far as this method, whieh is probably 
general in all firms, is followed in cooperatives, it might eause certain 
eonfusion in division of financing eosts. If a eertain part of surpluses 
obtained are withheld from the members for the benefit of the co­
operative without the members being compensated therefore in any 
way,l the changes oecurring in the internal strueture of the member­
ship might easily eause disproportions in the division of financing eosts. 

The member eooperatives of the Central Federation of the Coopera-

1 \Vithout intending a closer treatment of the eorresponding procedure in enter­
prises a reference might he made to the fact that for example in eorporations an 
increase in net worth at least partIy henefits the shareholders in the form af a 
rise in stocks. 
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Fig. 16. The relative significance of capital equities, reserves and liabilitics in the 
total capitai of the Valio member cooperative dairies in 1925-53. 

tive Dairies Valio have been taken as the second example. In Figure 16 
(Appendix 7) there is given, in the same way as with regard to the 
SOK member cooperatives, the relative significance of net worth and 
liabilities in the total capitai of cooperative dairies. Liabilities are here 
treated as undivided. 

The significance of net worth in cooperative dairies seems to have 
grown considerably during the 1930's. After the war, however, there 
appears an increase in the use of credit and the amount of liabilities 
has grown greatly, both absolutely and relatively, although this de­
velopment has been exaggerated by inflation occurred during this 
period. In spite of this development, the method by which the net 
worth of cooperatives is formed and the cost of this formation divided 
among the contributors is sUlI very important from the viewpoint of 
appropriate division of the total financing cost. It is interesting to note 
that the general tendency of modernization of dairy plants after 1945 
which has partly increased the use of credit in financing wiII, perhaps, 
be followed by a period of time when the significance of liabilities is 
reduced. As the conribution of capital will then be transferred directly 
to the membership, the method used in determining each member's pro­
portionate share of the total need of capital and in compensating the 
disproportionalities occurred seems to have in the case studied a re­
markable economic significance. 

In general, it is to be indicated that an increase in the net worth 
always takes place at the expense of the members because, for the 
accumulation of both tangible and hidden reserves a part of the 
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relurn of the cooperative must be used which, without these measures,. 
would have benefited the members directly. The members have par­
ticipated in the accumulation of these reserves to the extent to which 
each one of them has been engaged in business transactions with the 
cooperative. Thus, in so far as conditions remain unaltered, the divi­
sion of the costs of financing must be regarded as right and proper. 
Changes in membership may, however, lead to a disproportional divi­
sion of the capitaI costs in so far as the funds which have come into 
the possession of the cooperative remain permanently in its owner­
ship and the members, for example when leaving the cooperative, have 
no possibility of obtaining their earlier contributions of the business 
capitaI. 

The significance to the nature of a cooperative, of the various 
methods of solving financial problems, come to light with clarity in 
examining the cooperative either in its initial or expanding stage of 
development. Attention mus! here be paid to three points. The effect 
of the methods of financing must be studied with a view to their effect 
on (1) the division of costs, (2) the goal of the cooperative's opera­
tions, and (3) the relations between members and the cooperative. 

Let us here think, for example, of the establishment of a certain 
marketing cooperative. Necessary capital required to start the opera­
tion of the cooperative may be obtained partly from the prospective 
members' contributions and partly by resorting to loans. In so far as 
members' direcl contributions are made, for example, on the basis of a 
criterion indicating the production capacity of the members (e.g. 
number of cows for the members of a cooperative dairy) and the co­
operative is obliged to return the withdrawing members' investment, the 
costs arising from the capitalization may be regarded as correctly 
divided. If it is considered that there will be difficulties in practice in 
determining each member's contribution, the same result can be at­
tained, as previously stated, by paying a limited interest on the mem­
bers' capitaI equities. This interest appears naturally as a cost in the 
accounts of the cooperative and reduces the price paid for the mem­
bers' product by a definite sum per unit or adds to the price of the 
supplies soId to members. The share of each member in the financing 
costs wilI thus naturally be in proportion to the members' patronage. 
There is reason, also, to note that the funds required for interest on 
the capitaI equities constitute a cost item quite similar to other in­
terest payments, but since these interest payments are made to mem­
bers, their price reducing effecl is only apparent. Consequently, as long 
as the business capital consists of solely members' investments and 
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credit, there do not seem to arise any factors which would clearly tend 
to cause changes in the operational principles of cooperatives, as pre­
viously delineated. 

In practice, however, it is difficult for the members to subscribe 
more than the most urgently needed initial capital and thus there 
remains a need to increase the net worth on the one hand by extin­
guishing at least some of the long term debts as rapidly as possible 
and on the other hand by accumulating reserves. For reduction of 
long term debts need ed for construction of facilities the amortization 
should then take place in a shorter period of time than what is pre­
supposed by proper write-offs with regard to the utilization of the 
borrowed funds. If, for example, borrowed funds have been invested 
in a building for which the period of utilization has been calculated 
at twenty years and the loan is amortized in five years, there will be 
a certain change in the structure of the capital. The funds needed for 
the amortization of the loan must be obtained by retaining a definite 
sum from the proceeds of sale or by adding a certain charge to the 
price of the supplies sold. The members thus participate in amortizing 
the debt in proportion to their business transactions with the co opera­
tive. The same is true with regard to reserve funds. The part of the 
annual surpluses which has gone into reserves signifies a reduclion in 
the refund to the members. 

In so far as there occur no changes in the membership, aIterations 
in the structure of capitaI cannot be considered to have any effect on 
the division of the financing cost. A reduction in borrowed capitaI 
means reduced interest expenditures and thus, in the future, higher 
prices to the members. 

In this connection it must be stressed, in order to avoid misunder­
standing, that aUempts to reduce the significance of the use of credit 
must in general be regarded as in conformity with sound principles 
of business management. Thus a reduction in the debts of a co opera­
tive cannot in itself lead to conflicts with the cooperative conception 
presented above, although it will be noted in the following that in 
<:ertain instances the methods used in striving toward this goal may 
have certain effecis which are to be regarded as contradictory to the 
general principles. 

As it would be very unrealistic to assume that the membership will 
continuously be unchanged in structure, some further attention must 
he given to the methods in which the net worth may be increased. It 
ought to be studied how the rights of ownership of the funds which 
.come into the possession of the cooperative are in fact arranged and 
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to what extent eompensation is paid to the aetual owners for the right 
to use such funds. 

In eonsidering the matter of ownership rights, it may perhaps be 
observed that in aeeordanee with the generally aceepted opinion a eo­
operative is frequently juridieally regarded as owned by its members 
and that hence also all the assets are explained as belonging to the 
members. To support this opinion, it may be noted that for example 
at the time of dissolution those who are members are entitled to the 
re sidual equities. Without touehing upon the juridical side of this 
opinion it is important for purposes of an eeonomie investigation to 
note that during the period of activity, the body of members is 
subjeet to eonstant internal ehanges. Besides the faet that in the eourse 
of lengthy periods of time, the business transaetions of eaeh mem­
bel' may ehange essentially, it must espeeially be noted that new mem­
bers may constantly join the eooperative and that old members may 
withdraw from it. In prineiple, therefore, the financing system should 
follow all such struetural ehanges of membership so that the interests 
of no part of the membership would be violated. In order that the net 
worth of the eooperative might really be eonsidered as belonging to 
the members, the members should have the possibilily of deriving the 
total benefit from that part of the eooperative's assets whieh each one 
has eome to surrender to the eooperative. Further, members should 
also have the right, in withdrawing from the cooperative, to seeure 
their share of the investment. If all accumulated funds are put into 
the possession of the eooperative until the time of dissolution, it ean­
not realistieally be eonsidered that the eooperative, in eeonomic sen se, 
is fully in the possession of its members. 

If, for instanee, in a marketing cooperative, the amount of eredit for 
financing purposes is reduced in such a manner that the eapital is 
repaid by means of paying low priees to the members and the net 
worth thus inereased remains in permanent possession of the eoopera­
tive, the financing problem is solved in a way whieh leads to eonflicts 
with general operation principles set forth above. In the initial situa­
tion, when interest was to be paid on all eapital, the eosts of financing, 
notwithstanding ehanges in the structure of the membership body, 
were always divided in just proportions beeause of the equalizing effeet 
of the interest payments. In sueh cireumstanees, again, the priee re­
eeived by eaeh eooperator for his produets, included the whole of his 
share of the returns. In aceumulating funds for the cooperative, on the 
other hand, a part of the returns is withheld. If a member withdraws 
from the eooperative, that part of his eontribution goes to the benefit 
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of others. SimiIarly, in following this method further, misusage will 
result when new members join the eooperative after eonsiderabIe 
amounts of eapitaI, for whieh no equalizing interest payments are 
made, have been aeeumuIated at the expense of the oIder members. 
For in sueh eireumstanees the new members will be spared the pay­
ment of that part of the financing eosts whieh falls to their share 
unIess a membership fee is imposed whieh eorresponds to the amount 
withheId for finaneing purposes from old members. 

Also the non-independenee of a eooperative is relying on the manner 
in whieh eapitaIization is arranged. If a eooperative aeeumuIates funds, 
the aetuaI ownership of whieh remains to the eooperative, not to 
members, the general expansion and deveIopmcnt of the business as 
sueh, may perhaps eome to be the primary goal of the management 
of the eooperative instead of, as presupposed by the general eharaeter 
of eooperation, the benefit of the members. The intensity of sueh de­
veIopment, however, depends so greatly on the internal strueture of 
the membership and on the extent to whieh business transaetions are 
earried on with parties outside the eooperative, that a more detailed 
examination of the mattel' must be left to the ehaplers dealing with 
the homogeneity of membership and the effeels of non-member par­
tieipation. 

The method used in arranging eapital ownership rights has a notiee­
able effeet also on the relationship between the cooperative and its 
members. Aecording to what might be regarded as natural and 
justified coneeption of the members, funds withheld from them for 
augmenting the capitai of the cooperative eould be regarded in the 
nature 01' eolleetive eapital used wholly or in part for furthering the 
group interests, but the actual ownership of which, in an eeonomic 
sen se, they lack. For this reason the members of a marketing co opera­
tive, for example, might be inelined to regard that part of the price 
paid for their products, whieh has been withheld by the cooperative, 
as a permanent loss. In comparing prices paid by cooperatives and 
competing enterprises, the loyalty of members under these condilions 
may be hard tried particularly when the cooperative has just been 
established and when withholdings from prices are bound to be eon­
siderable. 

A finaneing arrangement where continuously augmenting funds 01' 
eonsiderable magnitude come into the possession of the eooperative 
may thus, perhaps, lead to an unequitable division of the financing 
costs, to a ehange in the goal of aetivities peeuliar to a cooperative 
and to a weakening in the unity of the eooperators and their coopera-
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tive. If, on the other hand, the business capitai required by a coopera­
tive for its operations is constantly kept within the possession of the 
members with just ratios being maintained at the same time between 
the share of financing costs and business transaclions of the members, 
such defecls will not arise as easily and the matter of financing can 
be said to have been solved in accordance with the general characler 
of cooperation. 

In principle, when debts to creditors outside the cooperative are 
being repaid by withholding a part of the returns for this purpose, 
the indebtedness to the members should simultaneously be regarded 
as increased. One method to eliminate defects which arise from the 
division of financing costs in the manner above described, would be 
to pay interest at current rates on investments. 

Row the problem set forth might best be solved, must be regarded 
chiefly as a technical aspect, although as one of practical importance. 
In this sense special aUention ought to be given to the conditions 
surrounding maturity and cancellation of member loans. A pIan which 
in theory can be recommended and which has quite generally been 
successfully applied has been developed in the United States and is 
known as "Revolving Fund PIan". Inasmuch as the problem of capitai 
obviously occupies an important position in the formation of coopera­
tive activity, it has been deemed appropriate to examine in slightly 
more detail the principles of the revolving fund system, in the light of 
some examples. 

STOKDYK (1949, p. 5) gives an example where it is assumed that an 
association began operations in 1939 with facilities co sting $25,000, a 
mortgage debt of $15,000, an original investment on the part of mem­
bers of $15,000 and capital retains of $3000 each year. The financing 
system thus obtained is illustrated in Table 2. 

From the table it can be seen that the withholdings used for the 
payment of the mortgage debt have been indicated as additions in the 
column sho,ving the amount of member investment. In this example, 
the revolving fund financing was begun in 1944, after the mortgage 
debt had been extinguished. Supposing that the operation is successful 
and no more funds are needed for capitai at the time, the amount of 
$3000 withheld from the members in 1939 is revolved to them. Of 
course the refund is only nominal in the case of those who continue 
their business activities with the cooperative to the same extent as 
during the first year of operations. Those who have withdra, .. 'n from 
the cooperative and those who have reduced their business transac­
tions get their refunds in just proportions, while those who have joined 
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Table 2. 

CapitaI statement of a cooperative on revolving capitai basis 

Total 
Total 

membership i\Iortgagc debt Capital added 
Capilal membership 

Year 
investment at at beginning by 6-cent-pcr-

revo]ved investment· 
beginning of of year llnit dedllction 

a t end of year 
year 

$ $ $ S $ 

1939 15,000 15,000 3,000 18,000 
1940 18,000 12,000 3,000 21,000 
1941 21,000 9,000 3,000 24,000 
1942 24,000 6,000 3,000 27,000 
1943 27,000 3,000 3,000 30,000 
1944 30,000 3,000 3,000 30,000 
1945 30,000 3,000 3,000 30,000 

the eooperative during 1940 or later and those who have cxpandcd 
their business transaetions eome to eontribute a eorresponding addi­
tional amount of eapital for the use of the eooperative. 

A eompletely proportionate division of the finaneing eosts would 
require the payment of interest on the membership investment. The 
revolving fund system suggested in the exampJe does not take into 
consideration those ehanges in membership strueture that take place 
during the time of revolution but makes the appropriate adjustments 
only at eomparatively long intervals. In this respeet the praetiee in eo­
operatives following the revolving fund system has been variable (eL 
BACKEN & SHAARS 1937). 

The revolving fund system has also been adopted by some eoopera­
tives in Finland, where the problem of eapitalization, beeause of the 
inflation and the urgent post-war need for rcnewal of production 
plants, has eaused many diffieulties. The shifting to the revolving fund 
system ean here, howevcr, be -regarded not only as a new method for 
aeeumulating capitai neeessitated by a tight eredit situation, but also 
as a sign indieating development in the purely eeonomic thinking 
within the cooperative movement. 

As an example providing further information in regard to the matter 
here considered, the praetical function of the revolving fund at the 
Valkeakoski Osuusmeijeri (Valkeakoski Cooperative Dairy) will here 
be briefly discussed. This dairy, in connection with a complete mod­
ernization, has come to employ considerable amounts of credit, so that 
at the end of the year 1952 long-term loans alone amounted to 188.7 

.5 - 563003 Acta Agr-iculturm Scandinavica 
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million marks 01' to about 83 per cent of the total assets. To make the 
needed adjustments an amount of one mark per liter of milk (about 
5 per cent of the price) is withheld from each member. For these 
withheld funds, for which members are given producers' equities, an 
interest is paid which exceeds by ~ per cent the interest paid by com­
mercial banks. The loan conditions rendered in the 1954 equities are 
as follows: 

1. Vp to the beginning of 1960 the loan cannot be cancelled by either 
party, but may thereafter be cancelled and wilI mature for pay­
ment six months after the notice of cancellation. 

2. The interest on the loan is one half of one per cent higher than 
that paid at any given time by commereial banks, the interest 
being payable annually at the close of the year. 

3. If the party who originally obtains the loan contract transfers 
it to another party, the faet of the transference must be entered 
on the eontraet after which we must be informed thereof and the 
contraet presented to us for our marking, failing whieh we may 
legally pay the amount of the loan and interest thereon to the 
party obtaining the eontraet originally. 

4. If the party to whom this loan contraet is issued dies or moves 
from the locality, he himself or some party empowered to do so, 
may give notiee of eaneellation of this loan contract and it wilI 
thereafter mature for payment six months after notiee is given. 

5. When this loan contraet has matured for payment in aeeordanee 
with the conditions of the loan, the loan will be repaid only 
against this eontract. 

6. A milk produeer of our eooperative 01' the party to whom this 
loan contraet has been transferred shall not have the right, by 
virtue of this eontract, to make any demands on us before June 
30, 1960, exeept as respects interest. 

Aceording to these stipulations, the revolving period of the fund will 
be seven years. If the quantity of milk reeeived by this dairy wilI eon-

. tinue throughout this period to be of the magnitude of the year 1953, 
or 7.6 million kilograms, an ample 50 million marks of capital will 
aecumulate. In this example the revolution of capitaI begins mueh 
before all mortgage debts have been extinguished. But it must be 
observed that a longer revolving period might weaken the relations 
between eooperative and members when it is a matter of withholdings 
of such considerable magnitude. 

Finally, there is reason onee more to stress that a revolving fund 
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as sueh does not in principle eonstitute an essential feature of CO opera­
tion. 1n faet it is only a eertain teehnieal form of member finaneing, 
a method with the help of whieh the problem of distributing finaneing 
eosts has been suecessfully solved. 

2.3.5. Homogeneity of Membership 

"Vhen the eooperative is defined as a firm directly serving its mem­
bers' operations in a manner most advantageous to all of them, the 
eoncept neeessarily presupposes uniformity of eeonomic interest 
among the members. This has been expressed already by LIEFMANN 
(1921, p. 143) as he states: "Das Wesen der Genossensehaften besteht 
also darin, dass sie die private Wirtschaftstätigkeit ihrer Mitglieder 
in irgendeinem Punkte durch gemeinsame Wirtsehaftsbetriebe för­
dern oder ergänzen. Die Mitglieder gehören also immer einer be­
stimmten wirtschaftlichen Gruppe an, sind gegeniiber dem Genossen­
schaftszweck wirtschaftlieh in der gleiehen Stellung." 1n order that a 
eooperative may, within the above meaning, simultaneously serve all 
its members without the serviees performed for one group becoming 
disadvantageous to other members, the obligations imposed on the co­
operative by all its members must be similar in goal; in other words, 
the membership, in an economic sense, must be homogeneous. 

In the cooperative integration, a member may either use the co­
operative's output as an input in his own firm, in whieh case the task 
of the cooperative is to purchase the supply item for the member 01' 

he may leave the produee of his own firm to the cooperative for sale 
on the market. In the former instance, the desire for lowering the 
average purchase price of the commodity may be said to be the com­
mon economic interest of the members and in the second form of in­
tegration the interest will be an increase in the average selling price. 
Now if some of the members of a cooperative are, fo-r example, buyers 
of a certain commodity and some of them sellers of the same article, 
the cooperative eannot, in its business activity, serve all its members 
in the best possible way, for the economic interests of the different 
groups of members are in eonflict with each other. Memberships in 
such instances must be regarded as heterogcneous. 

EMELIANOFF (1948, p. 194) has especially drawn aUention to the 
eomposition of memberships. He observes that "the eeonomic units are 
designed to live and function individually and independently and they 
gather into aggl'egates only if they cannot nOl'mally proceed individ­
ually. Every cooperative aggregate of eeonomic units thus is inherently 
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saturated with centrifugal, disruptive forces." He regards the socio­
economic homogeneity of memberships as one of the most important 
prerequisite in the field of cooperation. EMELIANOFF, who took up the 
mattel' in connection with ascertaining the proper mode of yoUng in 
cooperatives, includes also social aspects in the concept of homogeneity 
of members (race, religion and political opinions). These questions 
wiIl be only sbortly referred to in this study in the folIowing chapter 
dealing wtih the making of economic decisions and solutions. 

It wiIl now be of importance, from the point of view of practical co­
operation, to examine how far the above presented demand for homo­
geneous membership can be carried. If the similarity of obligations 
imposed on the cooperative by ils members is taken as a criterion, 'we 
can first take a case where the operations of the cooperative are con­
cerned with but one commodily and where the members are either 
consumers 01' producers of that commodity. As an example of a co­
operative in this class, we may take a producers' cooperative dairy, 
where the cooperative deals solely with milk produced by its members 
and where the members' interest lies in gctting the product sold as 
advantageously as possible. Heterogeneity in this case would mean that 
a part of the members of the cooperative would be consumers 01' other 
whose interest would be in buying milk as cheaply as possible. 

However, it is easy to see that the homogeneity demands placed on 
the members cannot be regarded to include the requirement that the 
members should be producers 01' consumers of only one commodity. 
If, for second example, we take a cooperative which both procures for 
its members the most varied selection of commodities and markets 
every variety of product produced by its members, the many-sided 
activity need not in itself be deemed as leading to conflicts of interests 
in setting the goals for the cooperative's functions. Compared with the 
first example, there wilI, nevertheless, be compromises in the mattel' 
of fixing prices. If the question concerns, for example, a purchasing 
cooperative dealing with farm supplies, it is in general not possiblc 
to make cost calculations for each commodity with a precision that 
assures a completely correct result. Thus too high a price might be 
imposed on the purchasers of machinery and too Iowaprice on the 
buyers of fertilizers, an error which would appear also in paying pro­
portionately the same amount of refunds to all purchases. But here 
it is to be noted that an increase in the number of commodities handled 
often signifies a discernible improvement in the utilization of the co­
operative's capacity, so that the achieved reduction in costs is eco­
nomically more important than the possible error. Moreover, the eco-
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nomie signifieanee of an error in prieing wilI finally depend on the ex­
tent to whieh all the members deliver to 01' proeure from artieles 
handled by the eooperative in the same proportions. This error ean 
frequently be eonsidered quite insignificant if the members, in regard 
to their aetivity, are similar economic units, for example, solely pur­
chasers of agrieultural supplies for similar farms. On the other hand, 
in so far as the members are divided into two 01' more groups, for 
example, in such a way that the cooperative procures agricultural 
supplies for only a part of the members, the other part being com­
posed of buyers of mainly consumer goods, the possible errors in 
pricing wilI assume greater signifieance supposing that the aecounts 
for the different sections are not kept separately. 

For the third case we may think of a cooperative which funetions 
both as an ageney for procuring supplies and for marketing produee, 
in other words, a eooperative which functions both as a purchasing 
and as a marketing cooperative. The cause which leads to sueh an 
expansion in the field of activity of the firm is, as in the preceding 
instance, above all the attempt to improve the utilization of eapacity. 
In so far as the internal struclure of the membership is such that the 
serviees whieh it demands of the cooperative are uniform, the coopera­
tive in its aetivity can simultaneously serve the interests of all mem­
bers. For instance, the membership of such a eooperative whieh is 
dealing with agrieultural supplies and produets ean be regarded as 
homogeneous from the point of view of economics. 

Special attention ought now to be paid to the fact that the economie 
interests of members are uniform only in a case where none of the 
commodlties handled by the eooperative is at the same time a product 
of one part of the membership and a supply of the other part. Sinee 
such a situation clearly tends to cause conflicts, it is desired in what 
f01l0ws to examine certain cases taken from practieal experienee, in 
whieh the problem wilI be clearly revealed. In this sense the SOK mem­
bel' cooperative stores wilI be first taken under examination. Their 
business aetivities ean, in general, be divided into three prineipal 
eategories: business with farm supplies, farm products and consumer 
goods. 

For the analysis of the present problem the attention should be 
eentered on the extent to which there are groups in the membership 
whose eeonomie interests may come into eonflict with each other. It 
appears from the available statisties that the relative share of agri­
cultural produce of the totaI turnover was reIatively great during the 
war years, but that it has then considerably dcereased, now making 
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up only about 13- 14 per cent of the turnover. The business with agri­
cultural supplies has lately, on the other hand, shown a slight increase, 
making now about 16 per cent of the turnover leaving some 70 per cent 
to consumer goods. 

SOK member cooperative stores thus act as (a ) purchasing coopera­
tives for members in need of agricultural supplies and consumer 
goods, and as ( b ) marketing cooperatives for agricultural producers. 
In so far as the buyers of the two first mentioned commodity groups 
represent the same economic units and the purchases take place 
approximately in the same proportion, the expansion of the co opera­
tive's activity to include both agricultural supplies and consumer goods 
does not necessarily tend to cause conflicts. Secondly the part of the 
membership which delivers agricultural produce for sale and buys 
consumer goods not produced on the farms, must in general be re­
garded as rather uniform. The membership is thus heterogeneous to 
the extent only to which the cooperative sells to the consumer mem­
bers agricultural products bought from other members. The interests 
of the former would require the cooperative to fix the price of the 
commodities in question as low as possible, which understandably con­
flicts with the interests of the producer members. 

As a second practical example we may examine the business con­
ducted by credit societies. If the function of the credit societies is to 
provide loans to its members, it may be regarded as a purchasing co­
operative, but if on the other hand it acts as intermediary in trans­
ferring capital utilization-rights of its members to others, the finn in 
question is a marketing cooperative. As an example of credit society 
in the first-mentioned class, The Production Credit System in the 
United States (cf., e.g., MURRAY 1949) might be mentioned. In this 
system the function given to the cooperatives is to procure credit for 
their farmer members on as advantageous terms as possible. In prac­
tice the procurement of capitai takes place in such a way that the 
central bank sells bonds on the market and loans the funds thus ob­
tained to the members of the local associations. 

If, on the other hand, a cooperative bank conducts business both as 
depositor and creditor so that the bank is a purchasing cooperative 
for the part of the members who set in deposits and a marketing co­
operative for those members who are borrowers, it has no possibilities 
of furthering the interests of all members simultaneously. The interests 
of such members as are desh'ous of surrendering the right of using 
their capital would require the cooperative to conduct its affairs so 
that the members would get as high an interest for their capital as 
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possible. The interest of the other members, again, would require the 
cooperative to procure capitai for their use on the lowest possible 
terms. Thus the interests of the different groups of members are in 
conflict with each other, and the membership of a cooperative thus 
organized cannot be regarded as homogeneous. 

Naturally, the grouping of the members of a cooperative in the fore­
going manner, into depositors and borrowers, is to some degree 
schematic. The division is by no means permanent, but the individual 
members go over from one group to the other in the course of time 
and thus also their economic goals are subject to changes. Such de­
velopment cannot, however, refute the fact that to a cooperative or­
ganized in this manner cannot be set uniform economic goals in the 
same sense as in the cases of pure marketing and purchasing co opera­
tives having homogeneous memberships. 

2.3.6. Economic Solutions and Decisions 

According to traditionai modes of thought, the equalily of members 
in the use of the powers of decision, has always been regarded as one 
of the most important principles of cooperation. ROBOTKA (1947), in 
relating the causes leading to this, points to the previously generally 
accepted opinion that a cooperative is in principle an association of 
human beings. He recalls the sitnation prevailing in the early stage of 
the cooperative movement in England when the workers had no re­
presentation in the affaiI·s of government and for that reason it was 
natural that in the sphere of their own organization all discrimination 
among the members was shunned in the matter of .voting. This prin­
ciple of equal yoUng, arising from political and psychological sources 
and perhaps also, in part, influenced by the fact that for the members 
of the first cooperatives proportional voting power had been in prac­
tice just the same as the adopted equal voting, has been generally ac­
cepted for a whole century. It is only during the past few years that 
certain workers, especially Americans, have thrown the searchlight of 
critical examination on this traditionai cooperative principle. 

In an economic analysis this generally accepted principle of voting 
appears in an altogether new light. It can be presented as a natural 
demand that this provision should be uniform with other main prin­
ciples followed. Since according to the purely economic opiniOll here 
adopted the advantages as well as the responsibilities are divided 
among the members on a patronage basis, the powers of control should 
be divided in the same way, if the first mentioned principle is desircd 
to be consistently fulfilled. 
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Let us here consider, for example, the distribution of the annual 
surpluses of cooperatives which, as mentioned earlier, should occur 
on a patronage basis. In practice it is general, and sometimes the rule, 
that the annual profit is not refunded to the members but that a part 
thereof is transferred to the possession of the cooperative. Although 
we should start from the presupposition that the cooperative is owned 
by its members and that therefore the part of the annual surplus 
which is transferred to the cooperative actually l'emains in the owner­
ship of the members, this nevertheless does not, in every instance, 
mean the same as a disposition of funds in accordance with the wishes 
of all members. Important in the distribution is not only the amount 
of the refund to each member but also the form in which the share 
is given. Since every member, in production planning of his firm, is 
in a special way dependent on the refunds to be obtained from the co­
operative 01' on the possible retains deducted from the proceeds of sale, 
the mattel' must be given serious consideration. 

Let us take, to illustrate the problem, a marketing cooperative with 
five members as a hypothetical example. Let us suppose further that 
one of the members has expanded the production of his firm to aleveI 
considerably above the others, basing his calculations on the assump­
tion that the whole surplus, proportionately of the same size as in 
previous years, will be returned to the members. It would then be in 
conflict with the economic goal of the cooperative, if each member had 
equal voting power in regard to the distribution of the surplus and if 
thus a decision could be carried out with least possible majority to­
wards the end of the year that no dividends shall be paid but during 
the five subsequent years a capital retain of 10 per cent will be de­
ducted from the proceeds of sale. 

Adherence to a democratic mode of voting thus renders uncertain 
a thoroughly consistent fuUillment of the generally accepted principle 
of profit distribution. Division of the voting power according to the 
same principle as distribution of the surpluses, Le. in proportion to 
patronage, would best assure fuUillment of the cooperative's economic 
goals, notwithstanding the v~olation of traditional doctrines thus 
caused. 

In his principal discussion on the appropriate basis of control in 
cooperatives EMELIANOFF (1948, p. 195) states: "Actually, an over­
whelming majority of existing cooperative associations are organiza­
tions with distinctly homogeneous membership. A. proportional voting 
powel' of such homogeneous membel'ship is, in practice, 'equal' voting." 
It should be noted that "homogeneity" in this statement is understood 
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in the sense that the transactiol1s of the members are of same mag­
l1itude. Thus the ecol1omic homogeneity of members as defined in the 
preceding chapter according to whether 01' not the goals set for the 
cooperative by all members are il1 harmony with each other, is not 
sufl'icient basis for the use of equal voting. If the firms represented by 
the members vary in nature 01' size, a democratic method of voting 
cannot be recommended without reservation. Especial inconsistency in 
the principle of democracy is the generally accepted practice that local 
cooperatives have all one vote in the meetings of the central organiza­
tion irrespective of their size 01', in other words, the method that e.g. 
a membership of five thousand has no more to say about running the 
central organization than a membership of five hundred. 

ROBOTKA (1947) especially stresses that equal voting has a tendency 
to repel such firms of more than average size which, upon entering 
a cooperative, should assume a correspondingly large share of re­
sponsibility for costs and risk. And so he notes that il1 certain circum­
stances ul1equal voting has beel1 found to be the only method leading 
to results in trying to get the necessary amoul1t of participation. It 
would be easy to pick up many examples from actual practice in dif­
ferent countries where voting takes place proportionately, for example 
according to the acreage, number of fruit trees 01' cows. 

To prevent misunderstanding of the ideas expressed in the foregoing, 
it is considered necessary to stress the difIiculties attendant upon an 
investigation of the cooperative movement, difl'iculties which were 
already discussed in connection with the specification of the probl{'m 
and which appear within the framework of this chapter. Deviating 
from the opinion accepted in this study cooperation can of course also 
be regarded as an institution which has its own modes of conduct 
which are partly ethical and partly social. Cooperation should in such 
circumstances be examined only on the basis of existing conditions 
as generally accepted, and even in such a way that, for example, some 
conduct adopted on a socio-ethical basis should be regarded as in some 
way first in the scale of values, absolutely belonging to a concept of 
il1stitutionalized cooperation (cf. ARESVIK 1955). There is no inten­
tiOll, however, ill this work to compare human scales of values and 
therefore poillting to certain economic conflicts, whether they arise 
from modes of voting 01' number of members, must in no case be re­
garded as advice to alter existillg practices, as for example to go over 
to proportional voting 01' to restrict membership. The task of an eco­
nomic investigation is merely to study, in accordance with accepted 
concepts, the institution il1 questioll by examination of the characteris-
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ties in its operation and thus to indicate to the significant economic 
eonflicls realized also when they arise from social and ethical causes. 

2.3.7. Effect of Non-member Participation 

In the foregoing, it has been assumed that the business transac­
tions between cooperative and members represenl the total activity 
af the cooperative. However, as it is quite general that cooperatives 
also maintain business relations outside the membership, it is relevant 
to give aUention to the significance of such activity and especialIy to 
regard the applicability of such business to the eeonomie principles of 
eooperation. 

It seems to be possible to get a clear picture of the problem by con­
sidering a marketing cooperative in statu nascendi (Figure 17). In 
arder to simplify the treatment it is assumed that the output level of 
the eooperative will not aiTect the price of the produee sold. The 
average return of the eooperative is thus the same as the marginal 
return (AR = MR). The average operating eost of the eooperative as 
a function of the output level is illustrated, as previously, by the ver­
tical difference of curves ACo and AC l . The distance of curve AC l from 
the horizontal axis then shows the average cost in member enterprises. 
Supposing now that there is an amount of prospective members cor­
responding to the output level of only OM, a loss of PlP2 per unit would 
accrue. If the business transactions of non-members were at least MN, 
the cooperative would avert losses. 

It might also be thought that the membership would be slightly 
larger, than in the foregoing, for example ON, which by itself would 
make operations possible without losses. Obviously, the maintenance 
af business with non-members would in this case also de advan­
tageous because with an increase in the degree of capacity utilization 
the average operating costs decline perceptibly, as illustrated by ACo, 
and a price higher than the production costs might be paid to the 
mcmbers. If business transactions with non-members were NK, the 
members might be paid in excess to the initial price OP a refund of 
F l P2 per unit. Since the membership was assumed to represent output 
level ON, and the cooperative is supposed to pay initially only the pro­
duction cost price for the products, the extra compensation due to 
non-members, would still remain as a profit to the cooperative. In the 
figure the amount of this compensation is expressed by F l P2 X NK. 
This, of course, could be distributed to the members as a sm·plus or 
withheld for reservcs of the cooperative if it is not paid to non­
members. 
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Finally question may be raised as to the attitude to be assumed 
towards non-members in a situation where the optimum output level 
is attained by the production of the member firms alone. As shown 
in the foregoing, this optil11mll is attained, taking due consideration 
of assul11ed lil11itations, at the level where the SUl11 of the co opera­
tive's average operation cost and the corresponding cost of the mem­
bel' firms attains minimul11. Since, in the situation examined, the unit 
price is a constant, the optil11ul11 output level is OK. Assuming that 
the cooperative wilI refund the whole surplus to its l11embers, the size 
of the refund wilI be F lP2 per unit, as above. Eut in that case no un­
refunded surplus would be pooled to the cooperative. 1n so faI' as the 
l11embership would be further increased, for instance to an extent KS, 
the refund ought to be reduced (R 1P 2 < F1P g ) . If, on the other hand, 
a sil11ilar increase in business operations were to take place with the 
help of non-members, the situation would be another, for with the 
output level being OS, the cooperative aUains the l11aximum of total 
sm'plus. Supposing that the share of sm'plus of non-members can be 
counted to the benefit of the members, business tI'ansactions with non­
members would redound to the advantage of members, even after the 
cooperative had attained its optimum output level. 

Inasmuch as business opeI'ations with non-members has in many 
instances shown to produce benefits for the members, it remains to 
appraise the effect of such operations on the character of cooperation 
in general. The practical significance of the mattel' is considerable. 
For it must be remembered that a cooperative, because of the peculiar 
nature of its business operations, has in many countries been given a 
legal status difIerent from that of business enterprises (eL V ALKO 

1954 ). Thus, for instance, sm'plus refunds are, in l11any countries not 
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Fig. 18. The relativc significance of non-members in the operations of the Valio 
member cooperative daires in 1928- 53. 

taxed as heavily as profits of enterprises. 1n such instances the law 
regards sm'plus refunds in the natm'e of adjustments in accountings, 
and by no means as a declaring of dividends on stock. 

Naturally the effect of business transactions with non-members on 
the character of the cooperative as a whole is dependent on the rela­
tive share of the membe.rs in the business operations. Therefore it 
wilI be endeavored, in what follows, firstly to ilIustrate the significance 
of this problem with the help of some practical examples and only 
thereafter to give general treatment of the problems involved. 

Although statistical material available in Finland to illustrate the 
extent of business transactions of cooperatives with non-members is 
scarce, a fairly satisfactory idea of the situation can be obtained from 
practice in the case of cooperative dairies and especially in the case 
of the SOK member cooperative stores. 

It does not directly appear from the Business Statistics of Coopera­
Live Dairies in Finland (Suomen osuusmeijerien liiketilasto ) what part 
of the total quantity of milk received comes from non-members, but 
on the other hand information is given as to the number of cows of 
both members and non-members for the years 1928-1954. On the basis 
of these statisties, Figure 18 (Appendix 8) gives the significance of 
non-members in the operations of the Valio member cooperative dairies. 
It appears very clearly from the figure that the significance of non­
mcmbers was during the thirties relatively small. Yet during the ,\T orld 
'VaI' II and the period following it, the proportion of non-members has 
grown considerably bnt lately attention has been given to this ques­
tion and the direction of the development has been changed. 

The significance of this problem on the activities of cooperative 
dairies cannot, however, be quite satisfactorily treated on the basis of 
information available. Besides inexactitudes in statistics, especially 
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for the time preceding 1946, reasons of principle can also be presented 
which make a close examination of the problem difficult. In the first 
place it must be noted that the number of cows only roughly reflects 
the production of mille It is probable that the greater part of the cows 
of non-members are units of small herds, the production of which 
falls below the average. In that case the significance of non-members 
would not in reality be as great as it seems to be on the basis of the 
figure. In the second place it is not possible to determine from these 
statistics to what extent the status of non-members differs from that 
of members. Only when a cooperative engages in economic discrimina­
tion on the basis of membership we can speak of members and non­
members in this connection. If, for instance, the same unit price is 
paid to all producers using the services of a marketing cooperative 
and if the same amount of surplus refund is paid and in other respects 
all producers are treated similarly, then all these producers may, in 
an economic sen se, be regarded as members. 

Statistics on the SOK member cooperative stores do not directly show 
the extent of business transactions with non-members. It is never­
theless possible to ascertain this by calculating the capital value of the 
surplns refund with the help of the refund percentages given and by 
comparing this capitalized value with the total turnover. It may, of 
course, be said with regard to this method, that a part of the mem­
bers may fail to redeem their sm'plus refunds or lose their vouchers, 
so that in such circumstances the membership is reduced from what 
it actually iso However, from the above calculation the share of active 
members can be ascertained with satisfactory precision, which is the 
most interesting from the point of view on the matter in hand. 

For the purposes of this study it has been necessary to eliminate 
from the statistics all such cooperative stores as have not made any 
refunds. Similarly, on account of deficient information,1 such coopera­
tive stores as make refunds to both members and non-members, have 
been left out. Thus the calculations made in the following on the basis 
of available statistics do not correspond to the average situation in the 
SOK member cooperative stores. But in spite of the deletions, a very 
ample number of cooperative stores, on the average 226 for each year, 
remains as objects for examination for the period 1930- 63. 

As the problem before us is, above all, to show by way of an example, 
how the presence and effects of certain theoretically studied factors 

1 The statisties report the refund pereentages of both members and non-members, 
but the refunded amount onIy as a totaI, so that comparison with the turnover is 
not possible. 
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can also be observed in praclice, and not the im!estigation of a certain 
branch of cooperation, it has been deemed possible to concentrate the 
examination at first to two three-year periods of time. 

If the cooperative obtains, for each output unit, a certain sm'plus, 
of which non-members do not get a share in connection with the sur­
plus refund payments, then the greater the part of non-members in 
the business turnover is, the greater will be the surplus distributed 
to the members. Thus it would appear probable that there is a certain 
r elation between the share of non-members and the sm'plus refund, 
'1'0 find an answer to this problem, the cooperatives under examina-
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Fig. 20. The members' share of business turnover in eerlain SOK member eoopera­
tive stores. 

tion have been grouped according to the percentage of their refunds 
and in eaeh group the share of non-members in the business turnover 
has been caleulated. To indicate the assumed eorrelation, the values 
thus arrived at (ef. Appendix 9 ) have been marked in the eoordina­
tions in Figures 19 a and 19 b1 the horizontal axis of which shows the 
percentage of refund and the vertical axis the share of non-members 
in the business turnover. 

It becomes very clear from the Figures 19 a and 19 b that the refund 
pereentage is not direetly dependent on the share of non-members in 
either time period. And it ean, indeed, be noled that the refund per­
centage as sueh is not the right basis of eomparison in solving the 
problem. More carefully determined, the question should read: Is a 
refund to members higher than that presupposed by their share in 
the business transactions? The amount of surp]us refunds in marks 
paid by each cooperative is to be regarded as dependent on the ac­
curacy of cost and return estimations of the manager of the eoopera­
tive, as stated before. Thus the amount which in each case can be 
distributed among all who have participated in the transaetions or 
only to members is naturally not direetly eorrelated with the share of 
non-members. To find the answer to our problem therefore, it must 
be caleulated how great the refund pereentage would have been if sur­
plus funds had been distributed among all participants and this must 
be eompared with the percentage aetually refunded. Suppose, for 
example, that from the sm'plus available in a certain eooperative it 
has been possible to pay refund at the rate of six per cent to the 

1 In Figures 19 a and 19 b it should be noted that the weight of eaeh plot is not 
equal. The number of eooperative stores represented by eaeh plot appears from 
Appendix 9. 
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members, but if the surplus had been distribuied to all participants 
the refund percentage could have been only two, since the share of 
non-members is per cent. 1n this case the members have received a 
three-fold refund. This relation, which shows the benefit obtained by 
the members from business transactions between the cooperative and 
Ilon-members, will be called, in the following, benefit coefIicient. 

From Figure 20 (Appendix 10 ) which illustrates the members' 
share of business in certain SOK member cooperative stores in 1930 
- 53 it is easy to get an idea of the magnitude of average benefit coef­
ficient in this particular case. Since the members' share is varying 
from 59.8 per cent in 1930 to 29.0 in 1947 the maximum average 
benefit coefIicient for these cooperative stores has been 3.4 and the 
.corresponding minimum 1.7. However, it is to be notified that in some 
individual cases the share of non-members and the benefit coefIicient 
]Jave been much higher than the averages as for example the Figures 
19 a and 19 b illustrate. An extreme case is formed by two cooperative 
s tores in 1953, in which the participation of the m embers was only 
about 14 per cent. 86 per ccnt of the sm'plus refund paid to this 
minority represents profits gathered with the help of non-members 
and only 14 per cent the actual surplus entitled to them, to say nothillg 
(lf the fact that, correspondingly, the preponderantly greater part 01' 
the cooperatives' reserves and other capital have been accrued from 
business carried on with non-members. 

It is important to note further that in a case of dissolution of the 
.cooperative all the reserves will be distributed to members and thus 
there might be discrimination between members and non-members 
even in the case that both groups are equally treated in distribution 
of the surpluses. This owes naturally to the fact that the capitalization 
()f the cooperative takes place at cost of both members and non­
members. 

1n principle it is perfectly clear that a cooperative, to the extent 
to which it engages in business with non-members and thus gathers 
profits for its members, has lost its purely cooperative character. Al­
though the distribution of profits among the members takes place in 
proportion to the utilization of the cooperative and not, for example, 
(ln the basis of invested capitaI, a cooperative following such conduct 
must be deemed to have decisively lost the cbaracter of a non-in­
dependent economic entity and to have changed into an enterprise 
striving to maximize profits. 1n such a case the right of the co opera­
tive concerned to operate under the special laws designed for coopera­
tives may he questiolled. 
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It may of course be remarked, in view of the foregoing, that joining 
a cooperative is voluntary. If a11 those who avail themselves of the 
services of the cooperative do not desire to become members, the co­
operative cannot be blamed [01' it. Such indifference, however, might 
be regarded for example as an indication 01' the fact that the operation 
of the cooperative is not sufi'iciently uniform to be able to bring a11 
Hs customers into the fold of members. A great number of non-mem­
bers can also be regarded as an indication of activity for which a co­
operatively organized firm is not the best possible 01' as an indication 
of a situation in which conditions do not exist for the development of 
a genuine cooperative movement. 

It is interesting to note, in this connection, that in some cases 
special aUention has been given in legislation to profifs dcrived from 
business transactions between a cooperative and non-members and iL 
is demanded that a cooperative must treat non-members the same as 
members, as far as distribution of surplus refund is concerned. This 
is the case, e.g., in the United States (ct'. SUNDERLIN 1947). If a co opera­
tive markets products of non-members, the income from sales, with 
deductions for necessary operating costs, must be refunded to them 
in quite the same manner as to members. Otherwise the firm cloes not 
fulfill the requirements placed on the cooperative by law. To proye 
its cooperative character, a cooperative in its bookeeping must sepa­
rately set forth the extent of business carried on with non-members 
and members and provide other necessary information. It remains to 
Le cspecially mentioned that cooperatives do not have the right to invest 
profits derived from business with non-members in their reserves for 
such purposes as for example expanding the business. 

2.3.8. Nature of Cooperative Integration 

Although it has been possible, in the foregoing, to study the nature 
of cooperation in many aspects, certain over-simplifications have becn 
made which cannot be accepted in any definite formulation of the 
pure theory of cooperation. With respect to the operation of member 
firms this over-simplification has arisen by assuming that expansion 
of a cooperative can take place only by increasing the number of mem­
bers. In, so doing each member firm's output, cost of production and 
patronage have been regarded as constants. Thus the central idea of 
cooperation, the combining of two separate economic functions, i.e., 
the integrated character of cooperation has not yet been fully de­
veloped. (et'. KAARLEI-ITO 1955.) 

In economic theory it would he very easy to describe the behavior 

6 - 563003 A cta A griculturm S candina'vi ca 
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of two integrated economic units by means of cost and return curves. 
If, for instance, one of the units is a producing and the other a mar­
keting firm, the qualifications for optimum resource allocation could 
be presented by means of simple cost and return summation. 1n the 
cooperative form of integration, however, there are many independent 
cconomic units to perform one of the coordinated functions. It is for 
this reason that the presentation of cooperative form of integration 
seems to be somewhat more complicated. 

For example, in a cooperative production-marketing integration it is 
impossible to summate production and marketing costs as in the 
simple case where only two economic units agree to function coordi­
nately. This is due to the heterogeneity in the production costs of the 
member firms of the organization. A joint cost curve could be drawn 
up only if the amount of production in each unit could be regarded 
as constant, which of course would be incorrect. Consequently, to il­
lustrate the operation of a cooperative association it is necessary to 
discover a function showing the average returns to each individual 
member firm, a joint average return curve which forms a basis for the 
members in their decisions concerning resource allocation indepen­
dently of the heterogeneity in the production costs. 

The basic idea of cooperation, in marketing as well as in purchasing 
associations, is the integration of two economic functions, production 
and the ordinary business activities. 1n theory there is no need to treat 
these two forms of cooperation separately just because business ac­
tivities come first in purchasing cooperatives, and production in mar­
keting cooperatives. Consequently, it has been regarded possible to 
develop in this study a joint analysis of the cooperative form of eco­
nomic integration. 

In marketing cooperatives it is possible to ddermine such a joint 
average return by subtracting the average marketing cost from the 
average return received in selling at different levels of output of the 
cooperative. 1n purchasing cooperatives the average return from the 
supply item bought through the cooperative corresponds to the average 
return received in selling. 

Let us now suppose that in Figure 21, Part A, curve ACo presents 
the operation costs of a cooperative plant X, while ARo shows the 
average return for the commodity handled. Because no payments to 
member firms are included in the operation costs ACo, the vertical 
distance between ARo and ACo shows what is left for the member firms' 
production cosls and profit at different levels of output of the co­
operative. 
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By caIcuIating this difference it is possibIe to determine the average 
return for all member firms and draw a corresponding curve ARI in 
Figui'e 21, Part B. This curve couId be regarded from the viewpoint 
of the member firms as a demand curve for their commodity because 
it shows each member how the average vaIue of his products depends 
on the totaI suppIy. 

Curves AC I and AC2 in Figure 21 , Part B, show the production costs 
of two firms v.illing to carry on their business through a cooperative 
pIant such as X. The minimum of AC I and AC2 is reached at outputs 
OM! and MlN! while the totaI output would be ON!. The average in­
come obtained by the firms from the cooperative at output ONI wouId 
be onIy OP, which is Iess than what is required to cover the production 
costs of the two firms OPI and OP2 • Thus an economic Ioss would be 
incurred at this IeveI of output of the member firms. 

According to the standard vaIue theory, the profit of a firm is max­
imized at the IeveI of output where marginaI return equaIs marginaI 
cost. Figure 22, where the scaIe of Figul'e 21 is enIarged, now shows 

Fig. 22. 
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Fig. 23. 

what possihilities are open to the member firms of the cooperative to 
improve the situation hy increasing their output. 

As can he seen in Figure 22 the marginal return to the members 
is OP when the output of the cooperative is ON1 heing thus higher 
than the marginal cost OPI of the first memher finn. The entrepreneur 
of the first member firm consequently increases his output with 1111W. 
As a result of the increase the curve AC2 has to be moved correspond­
ingly to the right in the diagram to a new situation AC'2. After this 
increase in output the operation becomes profitable. The second en­
trepreneur also seeks to equate his marginal cost with marginal re­
turn by increasing his output. It is readily seen that every increase in 
output means a rise in marginal return and consequently leads to a 
demand for new increases in output until equilibrium has been at­
tained. 

At equilibrium, Figure 23, the output OM" equates marginal cost 
with marginal return in the first, and output M nNlI in the second mem­
ber firm. Thus when the output of the cooperative is ON,,, an average 
price of OP per unit can he obtained by the members. The profit in the 
first firm is then PP'P1P{ and in the second finn correspondingly 

P'P"P2P2'· 

The two firms, however, cannot utilize the capacity of the coopera­
tive in the best possible way. It is readily seen that an increase in the 
output of the cooperative hy taking new firms as members would be 
profitable. The adaptation of the new firms to the situation takes 
place in the way illustrated above on the basis of the development of 
their marginal costs and return. AUention must be calIed to the fact 
that while average return stilI rises if the output of the cooperative is 
increased, the marginal return has already reached its maximum and 
is decreasing. Therefore, if the output of the cooperative is increased 
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Fig. 24. 

by taking new members, it is profitable to the old ones to decrease their 
firms' output to some extent. 

In this new situation the average rehun received by the member 
firms of the cooperative is higher than befOI·e when only two firms 
participated in the association. The question now arises as to what 
extent the output of the cooperative can be increased by taking new 
members without any disadvantage to the old ones. Generally speak­
ing, to find the most favorable circumstances for the operation policy 
of a finn with given cost function it is necessary to find the highest 
average return for its product. In the case studied the operation of the 
cooperative has to be extended to the level where AR 1 reaches its 
maximum. 

The two assumptions that have to be granted for the equilibrium 
situation in cooperative integration are consequcntly: 

(1) that the output level in each member firm is optimal; 
(2) that the number of member firms is sufficient to utilize the 

capacity of the cooperative plant in the best possible way. 
Figure 24 illustrates the equilibrium in cooperative integration. All 

the member firms operate at op timum level of output, MC 1, MC 2 , 

MC3 ••• MCn = MR 1 and the utilization of the capacity of the coopera­
tive is optimal, MR 1 = AR 1• Any increase in the number of member 
firms would cause losses for the old members either in the form of a 
decrease in the average return obtained or because some members 
would have to operate at less than optimum level of output. 

All the way through the analysis it has been possible to observe 
the great independence in the functioning of the member firms of the 
cooperative. The cooperative naturally treats Hs member firms equally, 
but this does not imply an even distribution of profits among the 
members. Optimal resource allocation and the final operation results 
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depend essentially on internai factors in each firm. This can be seen 
in Figure 24 where the total profit obtained by the first member firm 
is greatest although average profit per unit is greatest in the second 
firm. 1n the other firms average production costs are considerably 
higher but in spite of this their joining the cooperative is profitable 
for the old member firms. Generally it can be said that the member 
enterprises of the cooperatives are internally independent while out­
wardly functioning as a unit. 

1n this connection a reference to PHILLIPS' (1953) suggesting anal­
ysis of cooperative integration is interesting. He endeavors simul­
taneously to treat the returns and costs of a cooperative and the costs 
of member enterprises. Since it is impossible, in such circumstances, 
to present the joint average return curve of the member firms as a 
faetor directing their conduct, it has likewise been impossible to in­
dicate an equilibrium situation of the cooperative's activities. PHILLIPS 

(1953, p. 79) notes: "The cooperating finn equates the sum of the 
marginal cost in its individual plant 01' plants and the marginal cost 
in the joint plant with the marginal revenue facing the firm in the 
market where the product is sold." Then he goes on: "The relevant 
segment of the marginal cost function in the joint plant to each par­
ticipating entrepreneur is that beginning with the sum of the equilib­
rium outputs of a11 other participating entrepreneurs." It is never­
theless easily seen that a11 changes occurring in the cooperative's 
output level affect the behavior of a11 participating entrepreneurs, and 
that there are therefore no specified different marginal cost areas for 
each participating entrepreneur. Thus PHILLIPS, determining the lim­
itations of his equilibrium situation, continues: "The precise equilib­
rium output. for any one participating firm cannot be determined un­
less the equilibrium output for a11 others is given; without this in­
formation the exact segment of the marginal cost function which is 
relevant cannot be determined." 

If, for example, because of the expansion in output of a certain mem­
bel', the marginal cost of the cooperative increases, it affects a11 mem­
bers and a11 endeavor to acommodate themselves to the changed con­
ditions. For this reason it is difficult to think of a situation described 
by PHILLIPS, in which, with one exception, a11 enterprises would be in 
equilibrium and where the exception would operate independently in 
its own segment. 

1n practice the achievement of an optimum level of output depends 
natura11y on the amount of available information. Demands in this 
respect, however, are in many cases by no means unattainable. The 
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first requirement of eourse is a knowledge of eost and return fune­
tions of the eooperative. On the other hand the members must also 
be aequainted with their firms' internal eost faetors in striving for 
maximum entreprenurial profits. 

An aUempt has been made in the following to clarify the problem 
on the basis of empirieal material. The example studied is chosen from 
the eooperative dairy industry where the firms deal with one prod­
uet only. In the ealeulations taken as examples, average figures ob­
tained from several eooperatives will be used and by appropriately 
combining these it is, perhaps, possible to form a eomparatively clear 
and reasonably realistie pieture even of such factors the clarification 
of which would be much more difIicult i~ a purely monographic study. 

In praetice we know, at a given time, the costs of a certain firm at 
one output level only. In other words, only one point of the eost curve 
is lmown for each time period, say a year. Thus the determination of 
a uniform cost function for a certain dairy is possible only on the 
basis of statisties compiled during a number of years. The utilization 
of information gathered over so long a period is made difIicult, how­
ever, by the fact that the general cost level of different years is af­
feeted by many other factors than the level of output. The elimination 
of these faetors (for example the wage level and fluctuations in the 
priees of supplies) with the necessary precision is very diffieult. On 
the othel' hand, information gathered for difIerent months 01' other 
fractions of the year, cannot either be easily used as the basis for 
ealculations, because many of the eost items in dairies are varying 
seasonally. The only possibility available here for determining the eost 
function of dairies on a statistical basis is therefore the making of 
caleulations on the ground of information gathered simuItaneously 
from several dairies. This method implies the somewhat unrealistic 
assumption that these dairies have about the same capaeity but are 
operating at different degrees of capacity utilization. In ordel' to show 
how the theory developed can be applied in practice if sufficient knowl­
edge is available we go further in spite of the possible error eaused by 
this assumption. 

Suitable material may be found in the Business Statisties of Coop­
erative Dairies in Finland (Suomen osuusmeijerien liketilasto ) . The 
year 1934 has been taken as the objeet of our investigation. This choiee 
was influenced ehiefly by the fact that for approximately the same 
period there are available milk production eost ealculations appropriate 
for illustrating the cost funetion of the membel's. Moreover, for the 
period mentioned, we ean more l'ealistieally than at present, estimatc 
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Table 3. 

Average operation costs in certain dairies per kilogram of milk received iluring 1934 

Qua nti ly of milk, 
Group average Number of dairies 

A veragc cost, 
m illion kg pennies!kg 

3.0-3.9 3.4 25 12.3 
4.0-4.9 4.4 6 10.8 
5.0-5.9 5.5 4 13.7 

the price of milk so high that it covers both the operating costs of the 
dairies and the actual milk production costs. The calculations inelude 
alI the Valio member dairies which reeeived between 3 and 6 million 
kilograms of milk yearly and for whieh operating expenses per 1000 
kilograms of milk have been computed in the above-mentioned source 
of data. The resuIts obtained appear in Table 3. 

The caleulated average eosts are now regarded as representing the 
eosts of dairy A with a given capaeity, when it reeeives 3.4, 4.4 and 5.5 
million kilograms of milk. Beeause of the limited eapaeity the fluetua­
Hon in the output eould not be assumed to be greater (ef. Table 1). 
If it is now assumed that the average return to the dairy is 1.20 marks 
per kilogram of milk reeeived, irrespective of the level of output, then 
the average return to the members ean be ealeulated. 1'0 eompute the 
eorresponding marginal return and marginal eost the average eost of 
the dairy A at output levels 4 and 6 million kilograms are estimated 
on the basis of the foregoing calculations. 

Table 4-. 

Dependence of the average and marginal returns to the members of cooperative dairy 
A on the quantity of milk received 

Qllantity 
Avcragc Averngc Average 

ToIni Differential 
l\farginal 

cost to rettIrn retllrn to return to 
of milk 

dairy, to dniry, members, 
rcturn to rcturn to nlcmbers, 

received, 
pennies!kg pennies!kg pennicsjkg 

rncnlbers, membcrs, 
pennies!kg 

million kg 
ACo ARo ARI 

1,000 marks 1,000marks 
MRI 

3.4 12.3 120 107.7 3,661.8 682.2 113.7 
4.0 11.4 120 108.6 4,344.0 460.8 115.2 
4.4 10.8 120 109.2 4,804.8 1,041. 7 94.7 
5.5 13.7 120 106.3 5,846.5 213.5 42.7 
6.0 19.0 120 101.0 6,060.0 
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Table 5 . 

Dcpendence of milk production costs on the quantity of the output 

Average Feeding Production Effect of 
Adjusted 

Adjusted Output Fodder production costs, 
costs, fodder fodder a fodder 

fodder 
average per year, 

tota), costs, costs, unit on costs, kg 
pennies/ kg 

pennies!kg 
pennies/kg pennies/kg d ' costs, pennies!kg pro uctlOn pennies!kg 

3,000 133 91 45.0 46.0 2.30 46.0 91.0 
4,000 122 86 36.8 49.2 2.26 50.1 86.9 
4,500 119 85 34.0 51.0 2.22 52.8 86.8 
5,000 116 85 31.8 53.2 2.15 56.9 88.7 
5,500 115 85 29.9 55.1 1.95 64.9 94.8 
6,000 114 85 28.5 56.5 1.70 76.4 104.99 

In Table 4 the average return to the members is calculated as the dif­
ference between the price per kilogram of milk received by the co­
operative and the corresponding cost. The total return to all members 
is naturally a function of the quantity of milk received Cproduced) 
and the average return to members; the difl'erential return is the addi­
tion to the total return as the quantity of milk received increases by 
stages. The marginal return has been obtained by dividing the dif­
ferential return by the figure indicating the increase in the quantity 
of mille These figures are supposed to show the development of the 
average and marginal returns of members of cooperative dairy A and 
thus they correspond to the values of curves ARI and MRI . 

In determining the internal costs of member enterprises ANNILA'S 
(1940) milk production cost calculations have been availed of. These 
calculations examine the dependence of cost on the per-cow milk pro­
duction in herds of certain size, in other words, only the fluctuation 
in output level of member enterprises has been taken into account. 
However, in the calculations the efl'ect of a fodder unit on production 
has been assumed to be the same in all production classes and in this 
respect a deviation has been here made from the said investigation. 
As there is, regrettably, no information available for this example 
about the average production capacities of Finnish cattle, it is assumed 
that the production efl'ect of a fodder unit decreases from a value of 
2.3 kg milkjfodder unit on a 3000 kg per year production level to a 
value of 1.7 kg milkjfodder unit on a 6000 kg per year production 
level. A milk production cost calculation thus made is presented in 
Table 5. 
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Table 6. 

Dependence of the marginal costs of milk production on the quantity of the output 

Output A verage cos ts, 
Total costs, Differcntial 

Marginal costs, 
per year, pennies/kg 

marks costs, marks pennies/kg 
kg AC1 - n MC1 - n 

3,000 91.0 2,730 
746 74.6 

4,000 86.9 3,476 
430 86.0 

4,500 86.8 3,906 529 105.8 
5,000 88.7 4,435 

779 155.8 
5,500 94.8 5,214 

1,080 216.0 
6,000 104.9 6,294 

In the calculations the portion of feeding fodder has been estimated 
at about 50 per cent of the total fodder costs on a 3000 kg production 
level (cf. ANNILA 1938). In going over to higher production classes 
this average has been adjusted in proportion to the increase in pro­
duction and on the other hand also on the basis of the costs of con­
centration of fodder (ANNILA 1940). 

If we now think of the milk production costs above determined as 
illustrating the average costs of a member of the cooperative dairy A, 
the prod~tion optimum of this member can easily be determined on 
the basis of marginal costs and returns received from the cooperative. 
The example under investigation becomes the more interesting and 
illustrates better the integrated nature of cooperation if it is assumed 
that the calculated costs illustrate the production costs of the average 
cow of the herds of member enterprises of cooperative dairy A. When 
wc now calculate, for purposes of comparison, the average and mar­
ginal costs per kilogram for this average cow, they come to be as shown 
in Table 6. 

On the basis of Tables 4 and 6 we can now draw Figure 25 to il­
lustrate cooperative integration with an cxample which corresponds 
with realities and which in principle is fully uniform with the figures 
drawn previously in connection with the theoretical examination of the 
subject. 

In Figure 25 the curve ARI therefore indicates the difference between 
the kilo price obtained by the dairy and the corresponding cost, which 
diITerence is the price obtained by the members from the dairy 01' 

members' average return as a function of the output of the dairy. The 
quantity of milk, in millions of kilograms, is thus to be seen in the 
scale below the horizontal axis. The curve MR 1 calculated on the basis 
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and a 

of ARI values, shows the marginal return of the members, likewise as 
a function of output of the dairy. Optimum output of the cooperative 
dairy would now presuppose the receipt of about 4.6 kilograms of 
milk, determined with the help of the maximum of curve ARI, in other 
words the intersection of MRI and ARI' If the capacity of the dairy is 
assumed to be, for example, 10 million kilograms, the optimum ca­
pacity utilization would be 46 per cent and the dairy would then be 
able to return to its members an average price of 1.10 marks per 
kilogram for the milk received. 

The curve ACI _n indicates the per kilogram production cost of milk 
of the average cow in the members' herds at various production levels, 
and MC I _n the corresponding marginal cost. The quantity of the annual 
production in thousands of kilograms is indicated above the horizontal 
axis. When the average price paid by the cooperative to its members 
is 1.10 marks and when, in striving for profit maximization, it pays 
to the members to expand production until marginal return and mar­
ginal cost are equal, the 4800 kilograms comes to be the most advan­
tageous yearly output of the cow. The cow then brings for its owner 
a profit of 0.22 marks per kilogram of milk 01' a total of 1056 marks 
per year. In an optimum situation the number of cows of m embers of 
the dairy would in such circumstance be a total of 958. In so far a s 
the cows would differ one way 01' the other from the average, in regard 
to their production capacity, the optimum output and profit would 
naturally be greater 01' smaller than the average. In the same way other 
cost factors, for example, the size of the herd, also affect the optimum, 
but in principle solution takes place in all member enterprises in the 
same way . 
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3. Analysis of Cooperative Integration in the Most General 
Market Situations 

3.1. Grouping 

To obtain a complete picture of the nature of cooperation it is fur­
thermore necessary to study the behavior of the cooperative and its 
members in different types of market situations which for this pur­
pose have been grouped as fo11ows: 

1. Pure competition 
2. Monopolistie competition 
3. Imperfect competition 

a. in marketing 
b. in production 

ln the first two cases the situation is considered to refer both to 
marketing and production. ln case 3 a, the imperfection is considered 
to be extended only to marketing, while the production takes plaee 
under p ure competition. In case 3 b, the situation is reverse as to pro­
duction and marketing. 

Since in this study the demand curve for the produet to be marketed 
is supposed to he known, the differences in the demand curve in 
oligopoly and monopoly situations do not hring ahout principal proh­
lems for the analysis which would deserve separate study. Oligopoly 
and monopoly situations can thus he treated in the fo11owing simulta­
neously under the label imperfect eompetition. 

The faet that monopolistic competition is not included in group 3 
may arouse criticism. As to hasis for this choice it is to he rememhered 
that throughout the study the possibilities of ohtaining profit have 
he en used as general criterion for the grouping. Consequently mono­
polistic competition cannot he treated simultaneously with monopoly 
and oligopoly situations. 

3.2. Pure Competition 

By pure competition is here meant a situation in whieh an unlimited 
numher of produetion and marketing units are represented on the 
market of a homogeneous product. If an equilibrium situation is as­
sumed, no profits can then he attained in either producing 01' market­
ing units. Special attention must he drawn on this fact, generally 



0:'>/ THE ECO:'>/OMIC NATURE OF COOPERATION 97 

Part A Part B 
ARo 

ACo 

Po - - - - - -=---'--~ 

o M 

Fig. 26. 

accepted in economics, because CLARK (1952) in his analysis supposes 
that a cooperative attains profit also under pure competition. It should, 
however, be remembered that under pure competition profits can be 
attained only if an equilibrium has not been reached 01' if a certain 
production 01' marketing unit is in an especially favourable position 
caused by, e.g., superior aptitudes of some individuals for the industry 
in special cases. Profits due to individual superiority 01' other similar 
reasons require, however, higher wages for the persons in question 
and cannot consequently be regarded as actual profits of the firm. A 
disequilibrium situation, the other case when profits may exist, nat­
urally allows no further analysis. (Cf., e.g., STIGLER 1952.) 

Owing to the large number of production and marketing units 
under pure competition, none of them has any effect upon prices, and 
consequently the demand elasticity of their products seems to be in­
finite for each of them. Thus the curve i1Ro in Figure 26, Part A, which 
illustrates the demand for the products of a cooperative 01' its average 
return, is horizontal. Under pure competition equilibrium can be 
reached solely when competing production 01' marketing units operate 
at their cost minimum, which in Figure 26, Part A, is achieved at the 
output level OM. 

In Figure 26, Part B, curve ARI is again the average return curve, 
showing the average return obtainable for the members at different 
levels of output of the cooperative. At equilibrium the price per unit 
just equals the member firms' production cost. Under these cir­
cumstance the output of the first member finn is PNI , determined 
by the cost minimum of average cost curve, the output of the second 
finn N/VT2' of the third N2N 3, and of the last N 3Nn • Any deviation from 
this state of equilibrium causes losses to the members. 
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3.3. Monopolistic Competition 

In this case the demand elasticity of the commodity produced does 
nol seem infinite to the marketing firm. The slope of the demand 
curve shows the amount of monopolistie element. Since a typical firm 
at equilibrium cannot obtain profits under monopolistic competition, 
the ditferences between this case and the case of pure competition are 
not very remarkable. The determination of the optimum operation level 
of the cooperative might deserve some attention, however. 

In Figure 27, Part A, ARo is the sloping demand curve for the com­
modity produced and ACo the cost curve for the cooperative. Since no 
profits can be obtained at the equilibrium situation, the production 
cost per unit of a typical member enterprise must equal the maximum 
ditference in the v?lues of ARo and ACo curves, i.e. of the cost and 
return curves. In the Figure this is realized at the output level ON. It 
is to be specially noted that depending on the slope of the demand 
curve ARo the optimum output level is not reached where operation 
costs are at minimum. Accordingly, the maximum of the price paid 
to members is in this case not reached at the output OM corresponding . 
to the minimum of the curve ACo, but at a considerably earlier stage. 
This is clearly indicated in Figure 27, Part B, where the maximum 
of average return of the members is shown by the ARI curve at output 
level PoN2 • The operation level of the cooperative is thus PoNz and by 
no means PoM, as suggested by the cost minimum, which would cause 
losses to all members. 

In order to compare the cases of pure and monopolistic competition 
at equilibrium it should be supposed that the operation costs of the 
cooperative ( A Co) , the production costs of the member firms and the 

Part B 

AC, 

Po 

Fig. 27. 
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higbest possible price paid to the members by the cooperative are equal 
in the two cases. Since the level of output in each firm is determined 
by the price received, which was supposed to be equal in the two cases, 
then (1) the output in each member firm in the two cases at equi­
librium is the same. On the other hand, it can be stated that (2) the 
number of member firms is smaller under conditions of monopolistie 
competition than under pure competition. The difIerence in the condi­
tions is due to the fact that, in the latter case, the cooperative always 
expands its operations to the extent determined by the cost minimum. 

3.4. Imperfect Competition in Marketing 

In order to illustrate the special character of cooperalion as clearly 
as possible under imperfect competition, it has been found necessary 
to compare the behavior of a cooperative and an enterprise operating 
in similar conditions, especially as these conditions have obtained in 
many, perhaps in most, cases where farmer cooperatives have been 
formed. 

When difIerences between an enterprise and a cooperative are cx­
amined, special attention should be paid to the effects that the dif­
ferent goals adopted by these two types of firms have upon their ac­
tivities and upon the producers' behaviour. As previously stated, the 
independent firm strives for profit maximization, while the leading 
principle of a cooperative is the best interest of its members. Generally 
speaking, an enterprise seems to be willing to pay to the producers 
only as small a portion as possible of the difIerence which remains 
after deduction of the operation costs from the total return received 
from the sale of the output. An enterprise, accordingly, does not aim 
at an operation level where the difIerence between the average return 

Fig. 28. 
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01' selling price of the product and the average operation cost reaches 
its 111 axil11 u 111, as does a cooperative. 

Figure 28 iIlustrates the operation of an enterprise under the con­
dition in question. 'Vhen the producers thus operate under conditions 
of pure cOl11petition, the average price for the product to the producers 

AR, 

Pig. 29. 

seel11s to the l11arketing enterprise to be a constant, independent of the 
al110unt bought. This constant is represented in the figure by line ACn­
The AR l curve shows the rel11ainder left to the enterprise of the price 
per unit after deduction of operation costs or the l11axil11ul11 that it is 
able to pay to the producers per unit at different levels of output 
without losses. The vertical distance between the curves AR l and liC Il 

shows the profit per unit for the enterprise. ARI can, accordingly, be 
regarded as the average return curve of the enterprise and AC" as a 
curve indicating the average price paid to the producer at different 
levels of output. Maximum profit is reached at the output level de­
terl11ined by the intersection of the marginal return curve MR I and 
the l11arginal cost curve (= marginal buying price of the product to 
the enterprise ) MC,.. 1n Figure 28 the optimul11 level of output is PN4 

and the l11aximum profit is illustrated by the rectangular P eP e'PmiPmi'. 
Figure 29 presents the behaviour of a cooperative in the same situa­

tion. The optimul11 output of the cooperative is deterl11ined, in accord­
ance with what has been stated previously, on the basis of the l11ax­
imul11 of the curve ARI. Thus the output of the cooperative is sillaller 
than that of the enterprise, when both are operating under same con­
ditions. It is to be rel11el11bered that the distribution of surplus wilI 
increase the price received by the l11el11bers for their product, which 
naturally wiIl influence the output level of the member firms . 1n other 
words, it is to be considered that the output level of the member firl11s 
wiIl be deterl11ined by the ultimate, not the initial price received. It is 
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advantageous to each member to increase production from the output 
level determined by the cost minimum up to the point where the mar­
ginal return calculated on the basis of the ultimate price of the product 
equals each member's marginal cost. 

In Figure 29 the increased production of the first and second mem­
bel' firm is PN1+ and PN2 +. As the output optimum of the coopera­
tive is reached already ai level PN2+, the most advantageous number 
of members Cproducers) is, in this case and generally speaking, smaller 
than that of an enterprise operating under the same conditions. 

In the market situation studied, aUention should thus be called to 
the following difIerences: 

1. The optimum output of a cooperative is aUained at a lower output 
level 01' degree of capacity utilization than that of an enterprise; 

PN2 + < PN4 • 

2. \Vhen the producers are members of a cooperative each member 
firm's output is greater than when an enterprise conducts the 
corresponding business operations; PN1+ > PN1 and PN2+ > PN2 • 

3. When the producers are members of a cooperative they operate 
at a higher average cost level than when an enterprise conducts 
the corresponding business operations; PP1 > PPllli • 

4. At the optimum output level of a cooperative the producers' share 
of the average market price of the product is greater than what 
it is at optimum of an enterprise; PPo > PPe• 

3.5. Imperfect Competition in Production 

Under these conditions the producers are able to hold all the profits 
that are left after the production and operation costs are subtracted 
from the average selling price 01' average return from the commodity. 
This is because the elasticity of supply of the firms' business services 
seems to the producers to be infinite. The producers are in a position 

t-:-:-+'f--p..~'1Ir-"7!:-..... ----AR" = MR, 

"-

Fig. 30. 
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to determine the optimUln level for their output independent of 
whether their dealer is a cooperative or an enterprise. 

In Figure 30 AR" is the supply curve for the dealers' services. The 
plotted curve ARI is the same for a particular dealer, or in other words 
the price that the dealer is able to pay to the producer at ditIerent 
levels of output. Because of the pure competition among the dealers 
the only possible output is PN3+. This applies to an enterprise as much 
as to a cooperative. 

It can now be seen that the functioning of a cooperative and its 
member firms in both cases of imperfect competition is quite similar. 
Also, it can easily be observed that when competition among the dealers 
is pure, no ditIerence prevails in the functioning of enterprises and 
cooperatives, but under conditions of imperfect competition coopera­
tiOll tends to tu1'n the ecollomic pressm'e ill favour of cooperators. In 
this lies, perhaps, the most essential feature of coope1'ation as a form 
of ecollomic integration. 
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Appendices 

Appendix 1. 

Division of surplus of the SOK member cooperative stores in patronage refund, reserves 
and other purposes in 1925- 531 

Snrplus2 Distributed as Accumulated in Used for other 
Number patronage refund tb e reserves purposes 

of the 
Year SOK % of 

member total 1,000 mk % 
~ of 1,000 mk % stores 1,000 mk tltrn-

1,000 mk 0 1 surp us 
over 

1925 452 20,237 1.2 4,920 21.3 15,044 74.3 272 1.3 
1926 434 23,603 1.7 6,004 25.4 17,292 73.2 306 1.3 
1927 423 32,337 2.0 7,916 24.5 22,935 70.9 1,486 4.6 

1928 419 42,442 2.3 10,831 25.5 29,770 70.1 1,841 4.3 
1929 425 34,938 1.9 10,814 31.0 22,987 65.8 1,137 3.3 

1930 423 29,120 1.7 9,524 32.7 18,774 64 .4 822 2.8 

1931 422 26,561 1.8 9,242 34.8 16,538 62.3 782 2.9 
1932 418 24,785 1.6 9,368 37.8 14,780 59.6 636 2.6 

1933 418 27,520 1.7 10,693 38 .9 16,035 58.3 792 2.9 

1934 417 36,673 2.0 13,454 36.7 22,251 60.7 969 2.6 

1935 417 42,595 3.1 16,358 38.4 25,220 59.2 1,016 2.4 

1936 416 50,249 2.2 19,769 39.3 29,712 59.1 769 1.5 
1937 417 67,757 2.4 27,150 40.1 39,317 58.0 1,290 1.9 

1938 417 61,531 2.0 27,286 44.3 32,252 52.4 1,993 3.2 

1939 418 58,848 1.9 10,474 17.8 35,272 59.9 13,102 22.3 

1940 368 91,644 2.6 27,671 30.2 55,219 60.3 8,753 9.6 

1941 400 80,665 2.0 23,513 29.1 49,363 61.2 7,789 9.7 

1942 411 76,615 1.7 18,197 23.8 50,712 66.2 7,706 10.1 

1943 412 81,735 1.5 18,819 23.0 54,696 66.9 8,220 10.1 
1944 375 74,595 1.3 17,676 23.7 49,593 66.5 7,326 9.8 
1945 373 112,960 1.2 25,454 22.5 73,015 64.6 14,490 12.8 

1946 370 161,560 1.0 39,562 24.5 104,784 64.9 17,214 10.7 
1947 372 190,227 0.8 45,728 24.0 129,671 68.2 14,828 7.8 

1948 374 238,516 0.6 66,117 27.7 158,570 66.5 13,829 5.8 

1949 374 260,878 0.6 78,737 30.2 163,767 62.8 18,374 7.0 

1950 376 360,388 0.7 121,979 33.8 209,914 58.2 28,495 7.9 

1951 379 420,288 0.6 169,152 40.2 229,565 54.6 21,571 5.1 

1952 377 334,240 0.5 147,964 44.3 174,461 52.2 11,815 3.5 

1953 376 306,818 0.4 143,627 46.8 156,995 51.2 6,196 2.0 

1 Source: SOK:n jääsenosuuskaupal, Tilastoa, 1925- 53 (The SOK Member Cooperative 

Stores, Statisties, 1925-53). 
2 To get the actual surplus the interest on capital equities has been deducted from 

the total surplus given in the statistics. 



106 PAAVO K.<\.ARLEHTO 

Appendix 2. 

The relative significance of fixed assets, current assets and inventories in the total 
capital in the SOK member cooperative stores in 1925- 531 

Number % of the % of the % of the of the Current Fixed 
Year SOK assets total Inventories total assets total 

member 1,000 mk 
capital 1,000 mk capital 

1,000 mk 
capital 

stores 
investment investment investmenl 

1925 452 54,561 12.3 271,343 61.3 112,149 25.3 
1926 434 63,684 13.1 295,200 60.7 125,634 25.8 
1927 423 86,742 15.6 315,602 56.6 153,007 27.4 

1928 419 89,639 13.2 384,412 56.5 204,919 30.1 

1929 425 109,923 14.7 391,755 52.3 245,694 32.8 

1930 423 99,453 13.3 377,069 50.6 265,223 35.6 
1931 422 82,876 11.2 378,702 51.3 273,051 37.0 

1932 418 95,414 13.5 335,743 47.6 269,138 38.1 
1933 418 102,965 14.6 329,457 46.6 269,701 38.1 

1934 417 106,753 14.5 347,353 47.2 278,863 37.9 
1935 417 118,512 14.9 378,449 47.7 295,311 37.2 

1936 416 141,805 15.6 424,381 46.7 342,272 37.7 

1937 417 164,048 15.0 518,108 47.5 408,022 37.4 

1938 417 168,942 13.3 591,482 46.6 508,489 40,0 

1939 418 245,373 18.8 529,066 40.5 523,434 40.1 

1940 368 247,274 18.9 547,649 41.8 512,927 39.1 

1941 400 319,009 21.2 586,121 38.9 585,719 38.9 

1942 411 370,663 21.3 694,509 39.8 675,961 38.8 

1943 412 401,471 20.2 883,727 44.6 697,619 35.2 

1944 375 505,897 27.6 705,673 38.4 617,901 33.7 

1945 373 587,182 22.6 1,293,789 49.9 692,439 26.7 

1946 370 711,679 18.2 2,067,137 52.8 1,131,673 28.9 

1947 372 877,950 16.4 2,882,927 53.9 1,584,203 29.6 

1948 374 1,036,634 12.1 5,113,076 59.7 2,411,165 28.2 

1949 374 1,160,892 10.9 6,131,123 57.6 3,343,626 31.4 

1950 376 1,306,652 10.1 6,802,491 52.7 4,791,816 37.1 

1951 379 1,831,811 10.0 9,835,523 53.5 6,700,814 36.5 

1952 377 2,080,545 9.4 11,091,120 50.3 8,878,016 40.3 

1953 376 2,476,279 10.9 10,258,702 45.0 10,033,998 44.1 
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Appendix 3. 

The relative significance of different sources of capital used in the SOK member cooper· 

ative stores in 1925-531 

Number % of the % of the % of the af the Liabilities Liabili ties 
Year SOK ta members 

tatal 
to outsiders 

total Net worth tatal 

mcmber 1,000 ml, 
capital 

1,000 mk 
capital 1,000 mk capitai 

stores 
investmellt investment investmcnt 

1925 452 104,380 23.6 231,442 52.3 106,964 24.1 
1926 434 135,608 27.9 226,687 46.6 124,290 25.5 
1927 423 190,45 1 34.2 213,932 38.4 152,878 27.4 
1928 419 212,831 31.3 281,625 41.4 185,386 27.3 
1929 425 234,872 31.4 304,238 40.6 209,409 28.0 
1930 423 236,147 31.7 283,644 38.1 225,396 30.2 
1931 422 220,142 29.8 280,596 38.0 238,065 32.2 
1932 418 208,616 29.5 248,202 35.2 249,185 35.3 
1933 418 217,030 30.7 228,071 32.2 262,156 37.1 
1934 417 234,923 31.9 217,404 29.6 283,314 38.5 
1935 417 253,683 32.0 230,592 29.1 308,793 38.9 
1936 416 285,372 31.4 282,489 31.1 341,123 37.5 
1937 417 353,986 32.5 350,608 32.2 385,752 35.4 
1938 417 387,619 30.5 462,821 36.5 419,061 33.0 
1939 418 364,025 27.9 504,667 38.7 436,100 33.4 
1940 368 347,310 26.5 496,580 37.9 466,932 35.5 
1941 400 379,702 25.2 580,071 38.5 545,982 36.3 
1942 411 450,093 25.8 699,847 40.2 593,430 34.0 
1943 412 555,769 28.0 787,196 39.7 640,362 32.3 
1944 375 587,860 32.1 625,672 34.2 621,692 33.6 
1945 373 848,996 33.0 1,037,326 40.3 708,133 26.7 
1946 370 948,492 24.2 1,914,985 49.0 1,049,962 26.8 
1947 372 1,202,054 22.5 2,976,121 55.7 1,171,350 21.8 
1948 374 1,600,594 18.7 5,634,675 65.8 1,325,606 15.5 
1949 374 1,908,395 17.9 7,264,169 68.3 1,463,077 13.8 
1950 376 2,400,955 18.6 8,769,497 68.0 1,730,507 13.4 
1951 379 3,991,838 21.7 12,291,222 66.9 2,085,088 11.4 
1952 377 5,145,164 23.3 14,628,241 66.3 2,276,276 10.3 
1953 376 5,755,046 25.3 14,525,202 63.8 2,488,731 10.9 
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Appendix 4. 

The relative significance of liabilities and net worth in the total financing cost in the 
SOK member cooperative stores in 1925- 531 

Number Paid interest Calculated 
of the 

Liabilities Net wortll 
interest on 

Ycar SOK 
% of 1,000 mk 1,000 mk 

net ,,'orth, 
member 1,000 mk 

tnrnover % of 
stores turnover 

1925 452 23,212 1.79 335,822 106,964 0.57 
1926 434 24,377 1.76 362,295 124,290 0.60 
1927 423 26,401 1.65 404,383 152,878 0.62 
1928 419 29,735 1.63 494,456 185,386 0.61 
1929 425 35,444 1.89 539,110 209,409 0.73 
1930 423 37,965 2.18 519,791 225,396 0.95 
1931 422 32,677 2.17 500,738 238,065 1.03 
1932 418 23,945 1.56 456,818 249,185 0.85 
1933 418 20,761 1.25 445,101 262,156 0.74 
1934 417 17,952 0.99 452,327 283,314 0.62 
1935 417 17,580 0.89 484,275 308,793 0.57 
1936 416 18,866 0.84 567,861 341,123 0.50 
1937 416 21,553 0.76 704,594 385,752 0.42 
1938 417 25,706 0.85 850,440 419,061 0.42 
1939 418 26,940 0.84 868,692 436,100 0.42 
1940 368 22,029 0.62 843,890 466,932 0.34 
1941 399 23,323 0.58 959,773 545,982 0.33 
1942 410 22,790 0.51 1,149,940 593,430 0.26 
1943 412 29,194 0.53 1,342,965 640,362 0.26 
1944 374 27,840 0.50 1,213,532 621,692 0.26 
1945 372 29,681 0.31 1,886,322 708,133 0.12 
1946 370 60,726 0.36 2,863,477 1,049,962 0.13 
1947 372 140,418 0.60 4,178,175 1,171,350 0.17 
1948 374 352,739 0.95 7,235,269 1,325,606 0.17 
1949 374 509,169 1.24 9,172,564 1,463,077 0.20 
1950 376 679,661 1.31 11,170,452 1,730,507 0.20 
1951 379 1,116,690 1.69 16,283,060 2,085,088 0.22 
1952 377 1,273,096 1.73 19,773,405 2,276,276 0.20 
1953 376 1,382,281 1.88 20,280,248 2,488,731 0.23 
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Appendix 5. 

Division of net worth in the SOK member cooperative stores in capital equities, reserves 

and surpluses1 

Number 
Capital equities Reserves Surpluses of the 

Yeal' SOK 
member 1,000 mk % of net 

1,000 mk 
% of net 

1,000 mk % of net 
stores worth worth worth 

1925 452 6,615 6.2 79,225 74.1 21,124 19.7 
1926 434 6,565 5.3 93,362 75.1 24,363 19.6 
1927 423 8,056 5.3 111,746 73.1 33,076 21.6 
1928 419 8,530 4.6 133,592 72.1 43,264 23.3 
1929 425 9,104 4.3 163,634 78.2 36,634 17.5 
1930 423 9,359 4.2 185,502 82.3 30,535 13.5 
1931 422 9,339 3.9 200,807 84.4 27,919 11.7 
1932 418 9,432 3.8 213,999 85.9 25,754 10.3 
1933 418 9,430 3.6 224,677 85.7 28,049 10.7 
1934 417 9,398 3.3 236,792 83.6 37,124 13.1 
1935 417 9,644 3.1 256,119 83.0 43,030 13.9 
1936 416 9,900 2.9 280,502 82.2 50,721 14.9 
1937 417 10,226 2.7 307,255 79.6 68,271 17.7 
1938 417 10,712 2.6 346,285 82.6 62,064 14.8 
1939 418 10,759 2.5 363,677 83.4 61,664 14.1 
1940 368 10,411 2.2 364,291 78.0 92,230 19.8 
1941 400 11,880 2.2 452,854 82.9 81,248 14.9 
1942 411 12,598 2.1 503,488 84.9 77,344 13.0 
1943 412 13,361 2.1 544,524 85.0 82,477 12.9 
1944 375 13,292 2.1 533,166 85.8 75,234 12.1 
1945 373 14,901 2.1 579,210 81.8 114,022 16.1 
1946 370 19,031 1.8 868,396 82.7 162,535 15.5 
1947 372 21,616 1.8 957,073 81.7 192,661 16.5 
1948 374 32,359 2.4 1,062,530 80.2 230,717 17.4 
1949 374 57,310 3.9 1,194,427 81.6 211,340 14.5 
1950 376 9l,586 5.3 1,330,834 76.9 308,087 17.8 
1951 379 150,534 7.2 1,526,898 73.2 407,656 19.6 
1952 377 202,005 8.9 1,826,858 80.2 247,413 10.9 
1953 376 262,684 10.6 1,963,463 78.9 262,584 10.5 
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Appendix 6. 

The w rite-offs percenlage a s compared to the surplus percentage in the SOK member 

cooperative st ores in 1925- 531 

Kumber Value or Write-offs from fixed 
Surplus 

of the fixed assets assets and inventories 
Year SOK and 

Turnover 

member inventories 
1,000 mk 

1,000 mk % % 01 
5tores 1,000 mk 1,000 mk 

turnover 

1925 452 99,271 5,688 5.7 1,295,597 20,237 1.56 
1926 434 108,558 5,874 5.4 1,385,273 23,603 1.70 
1927 423 129,171 8,917 6.9 1,598,073 32,337 2.02 
1928 419 150,451 11,785 7.8 1,824,685 42,442 2.33 
1929 425 187,243 10,343 5.5 1,880,007 34,938 1.86 
1930 423 200,969 9,939 4.9 1,738,740 29,120 1.67 
1931 422 209,330 9,288 4.4 1,506,761 26,561 1.76 
1932 418 215,714 9,395 4.4 1,538,340 24,785 1.61 
1933 418 222,656 12,056 5.4 1,656,857 27,520 1.66 
1934 417 229,887 17,305 7.5 1,807,866 36,673 2.03 
1935 417 249,269 20,445 8.2 1,984,569 42,595 2.15 
1936 416 286,410 24,109 8.4 2,254,426 50,249 2.23 
1937 417 342,433 32,237 9.4 2,823,466 67,757 2.40 
1938 417 425,964 25,938 6.1 3,034,402 61,531 2.03 
1939 418 459,415 37,295 8.1 3,208,379 61,140 1.91 
1940 368 427,203 48,505 11.4 3,555,823 91,644 2 .58 
1941 400 463,613 34,171 7.4 4,020,215 80,665 2.01 
1942 411 534,113 39,112 7.3 4,436,701 76,615 1.73 
1943 412 574,812 40,418 7.0 5,522,648 81,735 1.48 
1944 375 489,363 37,414 7.6 5,541,793 74,595 1.35 
1945 373 584,390 49,538 8.5 9,385,280 112,960 1.20 
1946 370 1,058,827 84,683 8.0 16,872,290 161,560 0.96 
1947 372 1,474,754 101 ,478 6.9 23,590,831 190,227 0.81 
1948 374 2,284,341 132,927 5.8 36,955,275 238,516 0.65 
1949 374 3,168,548 174,740 5.5 41 ,008,220 260,878 0.64 
1950 376 4,433,188 214,926 4.8 52,007,258 360,388 0.69 
1951 379 6,239,221 286,475 4.6 66,115,875 420,288 0.64 
1952 377 8,265,073 328,773 4.0 73,557,052 334,240 0.45 
1953 376 9,142,472 396,387 4.3 73,344 ,837 306,818 0.42 
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Appendix 7. 

The relative significance of net worth and liabilities in the total capiial of the Valio 
member cooperative dairies in 1925- 531 

Nllmber Capita! eqllities Reserves SUl'plll~ LiabiIities 
of the 

Year Valio % of % of % of % of 
member 1,000 mk totaI 1,000 mk totaI 1,000 mk lota! 1,000 mk tota! 
dairies capital capita! capita! capital 

1925 431 8,462 5.8 50,750 34.4 7,807 5.3 80,363 54.5 
1926 458 10,160 5.5 63,359 34.6 5,634 3.1 104,103 56.8 

1927 513 11,854 5.9 72,844 36.1 6,396 3.2 110,332 54.8 

1928 530 14,475 6.0 86,473 35.9 6,512 2.7 133,402 55.4 

1929 564 15,709 6.0 99,242 37.7 5,660 2.2 142,341 54.1 

1930 589 17,966 6.6 112,253 41.1 2,764 1.0 142,666 52.3 

1931 608 22,589 8.0 119,051 42.0 4,457 1.6 137,264 48.4 

1932 603 23,738 8.8 126,503 47.1 4,425 1.7 113,780 42.4 

1933 607 26,922 9.9 137,575 50.3 5,583 2.0 103,386 37.8 
1934 599 27,604 10.0 148,255 53.7 5,265 1.9 95,153 34.4 

1935 609 29,070 9.5 171,227 56.2 7,811 2.6 96,427 31.7 

1936 604 29,916 9.2 186,931 57.7 5,828 1.8 101,522 31.3 

1937 616 31,412 8.7 203,485 56.5 7,459 2.1 118,023 32.7 

1938 613 31,974 8.1 222,594 56.4 8,242 2.1 131,535 33.4 

1939 509 29,611 7.2 236,380 57.4 8,442 2.0 137,367 33.4 
1940 479 29,409 6.7 255,204 58.4 9,466 2.2 143,064 32.7 

1941 462 29,402 6.8 261,069 60.5 6,076 1.4 135,335 31.3 

1942 451 29,429 6.7 267,733 61.1 5,942 1.4 134,943 30.8 

1943 488 28,945 5.8 286,886 57.0 10,031 2.0 176,943 35.2 

1944 458 28,971 5.7 303,599 58.7 8,853 1.7 175,325 33.9 

1945 440 29,455 4.3 341,217 50.2 14,032 2.1 294,816 43.4 

1946 438 36,105 3.7 283,274 28.8 23,206 2.4 639,738 65.1 

1947 387 37,987 2.7 330,062 23.8 33,200 2.4 989,131 71.1 

1948 403 53,249 2.7 394,995 20.2 40,065 2.0 1,469,319 75.1 
1949 393 89,563 3.5 449,212 17.3 41,812 1.6 2,007,947 77.6 

1950 387 115,968 3.0 513,529 13.5 55,417 1.4 3,151,656 82.1 

1951 382 177,625 3.1 606,203 10.4 74,077 1.3 4,946,647 85.2 

1952 374 404,912 5.1 698,327 8.8 75,363 0.9 6,782,077 85.2 

1953 357 586,745 6.3 759,473 8.2 70,512 0.8 7,856,171 84.7 
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Appendix 8. 

The relative significance of non-members in the operations of the Valio member cooper-
ative dairies in 1925- 533 

Number 
Number of Number of Non-of the Number oL 

Year Valio 
Number of members' nOll- members' 

members 
non-

members' 
member 

cows 
members cows, % of 

dairies 
(equities)' cows all cows 

1925 602 61 ,223 383,078 
1926 644 65,393 407,168 
1927 664 68,092 417,928 
1928 613 67,363 411,700 10,459 35,578 8.0 
1929 642 70,675 427,597 13,171 44,261 9.4 
1930 664 73,198 438,048 16,314 57,060 11.5 
1931 679 75,295 450,891 16,854 59,802 11.7 
1932 672 75,881 452,643 16,575 57,445 11.3 
1933 675 75,629 452,579 15,833 56,141 11.0 
1934 660 74,569 445,553 15,658 54,134 10.8 
1935 663 74,536 447,043 15,935 53,408 10.7 
1936 646 75,164 447,868 18,109 63,569 12.4 
1937 658 76,505 455,203 20,395 73,902 14.0 
1938 662 78,166 465,860 24,230 91,952 16.5 
1939 664 80,001 477,063 25,990 98,481 17.1 
1940 541 73,015 441,430 23,529 88,780 16.7 
1941 506 70,570 425,189 19,347 70,691 14.3 
1942 504 70,513 420,551 19,230 68,545 14.0 
1943 546 72,471 426,407 22,891 83,229 16.3 
1944 491 70,131 415,965 26,457 90,654 17.9 
1945 483 69,931 414,594 26,332 91,463 18.1 
1946 495 70,624 378,175 95,579 20.2 
1947 432 67,991 377,876 103,212 21.5 
1948 432 68,708 372,545 115,454 23.7 
1949 427 72,615 384,501 150,812 28.2 
1950 414 76,646 389,835 170,359 30.4 

1951 412 82,697 413,561 193,553 31.9 
1952 392 88,097 417,189 186,566 30.9 
1953 369 94,725 427,264 169,368 28.4 

3 Source: Suomen osuusmeijerien liikelilasto, 1925- 53 (Business Statisties of Coopera-
tive Dairies in Finland, 1925- 53). 

• Until 1945 the number of equities has been used to represent the number of members' 
cows. 
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Appendix 9. 

Correlation between the non-members' share of the business turnover and the percentage 
of refund in certain SOK member cooperative stores in 1936-38 and 1951- 531 

Number 
Share of 

Nllmber 
Share of 

Refllnd non-
Year of coop. RefLmd non-

Year of coop. percentage members, members, 
stores stores percentage 

per cent per cent 

1936 51 1.0 49.6 1937 2 0.5 33.4 
1 1.4 64.6 50 1.0 54.5 

27 1.5 52.9 1 1.2 54.9 
1 1.7 37.4 24 1.5 49.2 

64 2.0 42.5 65 2.0 41.1 
13 2.5 26.6 12 2.5 31.6 

1 2.6 47.8 1 2.6 39.4 
25 3.0 40.1 1 2.9 37.4 

2 3.5 14.7 24 3.0 42.4 
11 4.0 32.4 1 3.5 38.6 

1 4.5 39.4 12 4.0 33.5 
4 5.0 28.3 6 5.0 33.3 
1 5.5 32.5 4 6.0 42.2 
4 6.0 37.6 2 7.0 38.3 
1 8.0 19.4 

1938 53 1.0 51.6 HIoI 39 0.5 52.6 
1 1.2 79.7 2 0.6 68.2 

31 1.5 55.8 5 0.7 52.3 
76 2.0 43.8 2 0.8 74.0 

9 2.5 25.7 2 0.8 71.4 
1 2.6 32.1 172 1.0 68.4 

23 3.0 35.6 15 1.5 62.6 
1 3.5 14.4 4 2.0 74.4 
7 4.0 40.7 1 3.0 72.1 
5 5.0 34.3 
3 6.0 44 .5 

1952 1 0.3 45.5 1903 1 0.3 64.9 
2 0.4 52.2 2 0.4 42.2 

71 0.5 64.2 73 0.5 62.8 
1 0.6 51.7 4 0.6 50.3 
1 0.6 82.5 7 0.7 48.7 
5 0.7 59.4 5 0.8 53.2 
8 0.8 58.4 2 0.8 59.2 
5 0.8 66.9 91 1.0 64.7 
1 0.9 74.0 4 1.5 71.0 

112 1.0 66.4 2 2.0 86.4 
5 1.5 70.0 1 3.0 44.8 
3 2.0 81.6 
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Appendix 10. 

The share of business tral1sactiol1s of l1ol1-members in certain SOK member cooperative 

stores in 1930-531 

C\umber 
Percentage of 

of the 
capitalized 

SOK Refund 
Capitalized Average 

Turnover 
refund of 

Year 
mcmber 1,000 mk 

refund refund, 1,000 mk 
turnovcr 

8tores 
1,000 mk percentage (eqllals the 

inc\uded 
share of 

members) 

1930 214 9,328 566,986 1.6 948,139 59.8 
1931 224 9,074 516,398 1.8 900,263 57.4 
1932 226 9,247 512,347 1.8 909,170 56.3 
1933 246 10,140 567,357 1.8 1,058,446 53.6 
1934 260 13,149 698,502 1.9 1,219,284 57.3 

1935 299 15,859 822,985 1.9 1,464,201 56.9 

1936 319 19,205 979,503 2.0 1,828,512 53.6 

1937 356 26,841 1,368,449 2.0 2,498,031 54.8 
1938 356 26,775 1,368,209 2.0 2,624,263 52.1 

1939 165 10,474 658,370 1.6 1,305,848 50.4 

1940 300 27,671 1,463,947 1.9 2,931,766 49.9 

1941 270 23,522 1,363,900 1.7 3,091,682 44.1 

1942 246 17,815 1,180,140 1.5 3,068,469 38.5 
1943 239 18,726 1,252,389 1.5 3,741,061 33.5 
1944 224 17,676 1,216,755 1.5 3,889,890 31.3 
1945 214 24,011 1,751,950 1.4 6,565,998 26.7 

1946 209 35,165 2,909,433 1.2 11,872,573 24.5 
1947 198 45,496 4,405,417 1.0 15,165,487 29.0 

1948 186 ~5,933 6,582,086 1.0 21,151,468 31.1 

1949 193 77,543 8,325,543 0.9 26,157,451 31.8 
1950 230 121,265 11,956,869 1.0 37,762,760 31.7 

1951 251 168,806 17,234,637 1.0 50,686,109 34.0 

1952 236 147,901 17,491,620 0.8 52,009,065 33.6 

1953 211 144,430 17,789,527 0.8 48,688,324 36.5 












