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In recent years many questions 
have been raised about cooperatives 
and their role in our economy by 
those who do not understand what 
cooperatives are or how they 
operate. Let's look at cooperatives 
and their role in the American private 
enterprise system. 

In exploring cooperatives we will 
seek to discover how they differ from 
investor-owned corporations, 
whether they pay taxes, the sectors 
of our economy in which 
cooperatives are located, their 
importance to the economy, and the 
economic benefits of cooperatives. 

The emphasis here will be on 
agriculture since cooperatives have 
helped American family farmers 
achieve the most efficient food 
production system in the world. Our 
farmers provide U.S. consumers 
with a stable, high quality, low-cost 
food supply. Enough is left over for 
export to make farm exports a major 
contribution to U.S. foreign 
exchange earnings. 

Economic Purpose of 
Cooperatives 

A cooperative is a business 
enterprise in which members join 
together to achieve the common 
goals of improving their market 
position and increasing their income. 
Cooperative business enterprise is a 
commercial enterprise that renders 
economic service to its 
member-patrons. After deducting 
operating expenses, a cooperative 
distributes net earnings to its 
member-patrons in proportion to the 
business each does with the 
cooperative. In effect, these 
patronage refunds are price 
adjustments which increase farm 
product prices and reduce prices of 
farm supplies and services. Since the 
member-patrons of a cooperative 
receive the benefits, they must 
provide the owner capital (risk 
capital) to operate the business. 
Cooperatives enable farmers to own 
and operate a user or 
service-oriented business. Farmer 
ownership allows producers to 
determine services and operations 
that will maximize their own farming 
profits. 

For a cooperative to be successful 
in achieving its economic goals it 
must be successful as a business 
organization. The success of a 
cooperative as a business is 
measured by the same criteria 
applied to other forms of business. 
Cooperatives must generate net 
earnings to build adequate owner 
capital. A portion of the patronage 
refunds made out of earnings is 
typically paid to member-patrons in 
cash with the balance allocated to 
them in non-cash equity which is 

usually revolved later. The principal 
way in which member-patrons 
supply owner capital to their 
cooperatives is through 
reinvestment of patronage refunds. 

Cooperatives Differ From 
Investor-owned Corporations 

Most cooperatives in the United 
States are incorporated like 
investor-owned corporations. When 
a corporation is formed it gains the 
status of a legal person in the eyes of 
the law. In effect, a corporation is an 
artificial being created by law to 
conduct a business. Ownership of a 
corporation is divided into shares 
that are called stock. Stockholders 
(the owners) of corporations have 
limited liability. They risk only the 
amount they have invested in stock 
purchases. 

Cooperatives are like 
investor-owned corporations in that 
the shareholders have limited 
liability. But most cooperatives are 
incorporated under special state 
statutes that provide for several key 
differences in cooperative 
organization and operation. 

Cooperative corporations differ 
from investor-owned corporations in 
the following four respects. 

1. Net margins are distributed on a 
patronage basis. Any excess 
revenue over expenses at the end 
of the year in a cooperative is 
divided among the 
member-patrons in proportion to 
the amount of business each has 
done with the cooperative. But in 
an investor-owned corporation, 
that same revenue goes to the 
stockholders according to stock 
ownership. 

2. Member-patrons exercise control 
in a more democratic way in a 
cooperative corporation than in 
an investor-owned corporation. 
Regardless of capital invested, 
cooperative members have one 
vote and sometimes vote 
according to their patronage in 
the cooperative. However, in an 
investor-owned corporation, each 
share of stock owned receives one 
vote. 

3. Returns (dividends) to stock 
invested are limited, usually to 8 
percent. There is no such 
limitation in an investor-owned 
corporation. Cooperatives 
emphasize returns to patronage 
rather than returns to capital 
invested. 

4. The economic purpose of a 
cooperative is to maximize 
returns to its member-patrons in 
contrast to an investor-owned 
corporation which maximizes 
returns to its shareholders. 

The key differences between 
cooperatives and investor-owned 
corporations are summarized in the 
table below. 

Cooperatives Are Private 
Enterprises 

Often the name "cooperative" is 
applied to organizations that are 
operated and controlled by the state 
in certain centrally-planned 
economies. These so-called 
"cooperatives" are, in reality, 
instruments of the state in carrying 
out its economic and social 
programs. 

In contrast, U.S. cooperatives 
represent private ownership; they 
oppose ownership and control of the 
means of production by the state. In 
fact, members of cooperatives in the 
United States view cooperatives as a 
means of self-help that can reduce 
government participation in 
economic activity. 

Cooperatives Pay Taxes 
Cooperatives are subject to the 

same taxes imposed on other 
businesses. These include property, 
excise, sales, and income taxes. An 
essential objective of a cooperative 
is to furnish service at cost. Hence, a 
cooperative distributes its net 
earnings to member-patrons in 
proportion to the amount of 
business each does with the 
cooperative. Since such patronage 
refunds adjust member-patrons' 
prices to cost, a cooperative is not 
required to pay the corporate income 
tax on the net earnings it distributes 
as patronage refunds. Such amounts 
are income to the member-patron 

Summary of How Cooperatives Differ From Investor-owned Corporations 

Distribution of net earnings 

Control 

Return on capital 
Economic purpose 

Cooperatives 

On a patronage basis 
according to use 
Democratic control 
(1 vote per member) 
Limited to 8 percent 
Maximize returns to 
member-patrons 

Investor-Owned 
Corporations 

Distribution on basis 
of shares held 
Each share has one 
vote 
Unlimited 
Maximize returns to 
shareholders 
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Livestock an~ Poultry 
-Central Live~tock Asso~iat!pn 
-Farmers Union Marketing and 

Processing Association ., · 
-West Central. Turkeys, Inc. 
-North Central Wool Marketing 

Corporation . . 
Sugar · . 
-American Ciystal Sugar 

Company;; , • 
-Southern Minnesota Beet 

Sugar Cooperative 

Suppiy Cooperatives 
Almost one-fifth of the 

production supplies and equipment 
used by farmers is p,urchased 
through cooperatives. Examples of 
some of the larger farm supply ' 
cooperatives are: 

--CENEX 
-Farmland Industries 
Interregional cooperatives 
include: · ' 
4F Industries, Inc., 'Nhich 

manufactures and distributes 
fertilizers to its member 
regional supply cooperatives 
that now handle almost 40 
percent of the fertilizer 
purcha~ecl by farmers . 

-Universal Cooperatives, Inc., 
which distributes tires, steel .. · 
products, chemicals, etc., to its 

. membenegicmal farm supply 
,:cooperatives. 

~ervic, Cooperatives 
Service cooperatives deal in such 

areas as fina11ce, credit, insur~nce., 
~fl.d 0th.er servic~s. 

Finance and credit 
,.::._Farm· Cfedit Services consists 

of the, Federal Intermediate 
. Credit Banks and the affiliated 

Production Credit Associations 
(PCAs), the Fe.deral land Blinks 
and the affiliated Federal Land 
Bank Associations (FLBAs), and 

· the Banks for Coc,peratives: All 
· are cooperatives and are . · 
owned by the farmers who'use 
them. . 

-Farmers obtain morethari 30 
percent of their cret:iitneeds . 
through cooperative li:lriders; 

Insurance cooperati_v,s 
-MSI Insurance ". .. ,;,; 
-Mid-America Mutui1!-Lif~ 

lnsuranc_e Company : '.F . · 
-Farmers township rnut~al. ::' •· 

insurance c6mpanies,r 

Utilities 
-Rural electri~ cooperativesi . • 
-Rural telephone cooperatijes : : 

Other services 
-Minnesota ValleVSreeders' 

Association 
-Midwest Breeders, Irie. 
-Tri-State Breeders Coopei:ativ!:) 
Cooperatives also are. found in .... 

other parts ofour economy besides> · 
agriculture. · 

Consumer coopera~ives: 
-Food ··· 
,:-Housing 

Credit unions . . . 
-Twin City Co-ops Credit Union 

and many others 

Health 
-Group Health; Inc . 
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;farm product and farm supply 
markets. . 

Second, cooperativesn1ake an 
important economic. contrjllution {n 
providing more and better marketing 
services nee.ded by farmers. For 
example, cooperatives took the lead 
in providing formul~-blendedfeeds 
and fertilizers to theirmembers. 
Many marketing cooperatives 
engage in food processing, which 
enables farmers to obtain a larger 
share of what the consumerpays for 
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lower costsassociated w.ith 1 . 
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have become larger as they •. 
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such as"pro:t:essing and packaging. 
Farm supply'cooperatives must be 
large in order to refine crude oil and 
manufacture fertilizer; Farmer 
cooperatives are small relative to 
nori~coi:>perative firms with whic.11 
they cotnpete. • 
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