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Preface

This commemorative book entitled “COOPERATIVE ENTERPRISES: KEY TO 
SUSTAINABLE ECONOMIC AND SOCIAL PROGRESS”  is a historic accomplishment 
and most fitting  post script to the year-long celebration of 2012 International  Year of 
Cooperatives (IYC). With the United Nation’s guiding theme “Cooperative Enterprises 
Build a Better World”, celebration of the said event in the Philippines resonated with the 
theme “Transformative Cooperatives for People, Planet, Prosperity and Peace”.

Led by the Institute of Cooperatives and Bio-Enterprise Development (ICOPED) of 
the College  of  Economics and Management, the University of the Philippines Los Baños 
UPLB actively took part in honoring the event by organizing and successfully conducting 
the INTERNATIONAL CONFERENCE ON COOPERATIVES last November 8-10, 
2012.  The IYC underscored UPLB’s vision as the national university:  excellence in 
instruction, relevance in research, and lasting positive impact in public service.

ICOPED gathered experts on cooperatives - - - academicians, practitioners and 
industry partners, and participants from other sectors - - -  from the Czech Republic, 
Thailand, Indonesia, Myanmar, Malaysia, Vietnam, and from all over the Philippines to 
exchange fresh research findings and insights on latest developments and emerging trends 
in the sector. The result is this commemorative publication that documents struggles and 
triumphs in the cooperatives sector and celebrates the abiding spirit of cooperativism 
throughout the world.

 Kudos to ICOPED for spearheading such a worthwhile event that will place UPLB 
at an esteemed spot in the cooperatives sector and in the world!  Along with ICOPED, 
I acknowledge with grateful appreciation the invaluable assistance and support of many 
institutions: 

•	 Philippine Council for Agriculture, Aquatic and Natural Resources Research 
and Development   (PCAARRD) 

•	 Southeast Asian Center for Graduate Study and Research in Agriculture 
(SEARCA)

•	 Cooperative Development Authority (CDA)

•	 University of the Philippines Los Baños Foundation Inc.(UPLBFI)

•	 Land Bank of the Philippines (LBP)

•	 UPLB Credit and Development Cooperative (UPLB-CDC)

•	 Provincial Cooperative Development Office - Laguna and Office of the Governor 
– Laguna

•	 BUTIL Party List
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•	 Department of Trade and Industry

•	 Department of Agrarian Reform

•	 Japan Embassy in the Philippines

•	 Participating cooperatives, educational institutions, other government and non-
government agencies 

In behalf of the entire UPLB constituency, congratulations,  ICOPED for a job well 
done!  UPLB as pioneer institution in cooperative education in Asia will ensure that past 
gains as well as current triumphs in cooperative promotion and advocacy will be built 
upon to secure and sustain social and economic progress for the nation.  Cooperative 
enterprises can indeed transform people for prosperity and peace on Planet Earth. 

REX VICTOR O. CRUZ

Chancellor, UP Los Baños
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Foreword

The Institute of Cooperatives and Bio-Enterprise Development (ICOPED) led the 
University of the Philippines Los Baños’ celebration of 2012 as UN-declared International 
Year of Cooperatives (IYC) with the conduct of the International Conference on 
Cooperatives last November 8-10, 2012.  The Conference was attended by some 200 
participants.  

The Conference enabled cooperatives scholars and practitioners to exchange 
scholarly outputs, insights, and practical experiences on cooperatives and bio-enterprise 
development. It yielded a rich resource of fresh research findings and documented 
cooperative management practices. The collection of original researches and first-hand 
practical information is compiled in this ICOPED publication entitled “Cooperative 
Enterprises: Key to Sustainable Economic and Social Progress”.  It is an IYC commemorative 
book auspiciously launched in 2013, the year of the 35th foundation anniversary of the 
College of Economics and Management.

The book provides a sharp focus and dedicated discussions on modern cooperatives 
and contemporary cooperativism. There has not been a publication like this in quite a 
while.  The research findings from scholars and astute insights from practitioners in the 
cooperative sector in the Philippines and elsewhere will be useful to scholars, policy-makers 
and cooperatives stakeholders. It is a book comprised of five parts, each one devoted to a 
focal topic and related issues of the cooperative sector in the Philippines and elsewhere.

Part 1 focuses on issues related to development of cooperatives as business and 
social enterprises. The discussions point to a universally perceived need for strengthening 
cooperatives’ internal resources for dealing with external challenges.

Part 2 deals with the status and scope of cooperative education and calls attention to 
the need for ensuring efficient and effective delivery of, and determination of minimum 
standard of skills and knowledge required for human resource development of cooperatives.

Part 3 showcases the impact of cooperatives on household incomes and community 
well-being with notable examples of advocacy and promotion, one targeting high school 
students’ participation in cooperative values promotion, and another, women participation 
in community socio-civic activities.

Part 4 highlights cooperatives’ potential in contributing to sustainable agriculture.  
The discussions point to the imminent suitability of cooperatives for organic agriculture, 
owing to the predominance of self-help and social responsibility inherent in the 
organizational culture.

And finally, Part 5 underscores the value of accessible and low cost credit to cooperative 
members and illustrates how cooperatives in Thailand and the Philippines are able to 
ensure efficient and effective delivery of much needed financial services in rural areas.
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The book and Conference were made possible through the generous support and 
encouraging assistance of the Cooperative Development Authority (CDA), Philippine 
Council for Agriculture, Aquatic and Natural Resources Research and Development 
(PCAARRD), Southeast Asian Regional Center for Graduate Study and Research in 
Agriculture (SEARCA), Land Bank of the Philippines (LBP), Provincial Cooperative 
Development Office - Laguna and Office of the Governor - Laguna, UPLB Credit 
and Development Cooperative (UPLB-CDC), University of the Philippines Los 
Baños Foundation, Inc. (UPLBFI), Office of BUTIL Partylist Representative Agapito 
H. Guanlao, various Philippine cooperatives, and the different universities as well as 
government and non-government offices in the Czech Republic, Indonesia, Malaysia, 
Myanmar, Thailand, and Vietnam for allowing  country representatives to present papers 
at the Conference and contribute their works to this undertaking.  

Credit is due the state universities and colleges whose representatives also presented 
papers at the Conference, many of them contained in this commemorative publication.  
Sincere thanks are due the: Mendel University in Brno in the Czech Republic; Cooperative 
College of  Malaysia; Kasetsart, Prince of Songkla and Thammasat Universities in 
Thailand; Hanoi University of Agriculture in Vietnam; and in the Philippines, Polytechnic 
University of the Philippines (Manila), Mariano Marcos State University (Batac, Ilocos 
Norte), College of Agriculture, College of Economics and Management, and College of 
Public Affairs and Development in UPLB, University of the Philippines Mindanao, De 
La Salle University, and West Visayas State University.  

The keen insights and distinctive experiences shared by the Conference plenary 
speakers are deeply appreciated.  They are Department of Trade and Industry Secretary 
Gregory L. Domingo, former Senator Juan Miguel Zubiri, former Senator Agapito 
Aquino, Japanese Ambassador to the Philippines Toshinao Urabe, CDA Regional Director 
Orlando Ravanera, BUTIL Partylist Representative Agapito Guanlao, and Department 
of Agrarian Reform – Bureau of Agrarian Reform Beneficiaries Development Assistant 
Director Ms. Ma. Elena C. Cabañes.    

The encouragement and support of the following in the conduct of the International 
Conference on Cooperatives are hereby acknowledged with grateful appreciation and 
highest regard: UPLB Chancellor Rex Victor O. Cruz, CEM former Dean Dr. Flordeliza 
A. Lantican, and the faculty and staff of the Department of Agricultural Economics, 
Department of Agribusiness Management and Entrepreneurship, Department of 
Economics, and the Institute of Cooperatives and Bio-Enterprise Development, namely: 
Ms. Anselma C. Manila, Ms. Arminga B. Peria, Ms. Rosalinda V. Manese, Ms. Vivian 
Fabiana T. Mejia, Mr. Ronnel M. Rafols, Mr. Fernando M. Banalo, Mr. Raymond L.  
Vargas, and Mr. Perfecto B. Uri.

          The Editors

Isabelita M. Pabuayon
Zenaida M. Sumalde

Laida J. Abarquez
July 2013
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Needs and Design Assessment of the Abaca 
Production cum Processing Project in Boac, 

Marinduque, Philippines

Rolando T. Bello and Amelia L. Bello

 Abstract
Using a needs and design assessment framework as well as 
SWOT analysis, the paper described the transition process 
faced by a multipurpose cooperative operating in an agrarian 
reform community as it evolves into an agri-business enterprise. 
The cooperative is considered an agrarian reform beneficiary 
organization having been formed by agrarian reform 
beneficiaries. The cooperative is proposing to grow abaca and 
use it in the making of slippers.

Key words: needs and design assessment, multi-purpose    
 cooperative, SWOT, ARBs, ARBO

Cooperative Enterprises: Key to Sustainable Economic and Social Progress, 2012
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Introduction

As the lead government agency in the implementation of the 
Comprehensive Agrarian Reform Program (CARP) and as part of 
extension of the appropriate support services, the Department of 

Agrarian Reform (DAR) is implementing the Agrarian Reform Community 
Connectivity and Economic Support Services (ARCCESS) Project. Tapping 
public-social-private partnership, the project aims to provide sustainable 
livelihood by organizing competitive agricultural enterprises to transform 
agrarian reform beneficiaries (ARBs) into viable entrepreneurs. DAR together 
with other partner agencies will teach new agricultural technologies and 
business development and management practices to farmer organizations 
and provide farm equipment and machinery to improve and increase their 
yield. However, before the project could be implemented, a Needs and Design 
Assessment (NDA) was first done to ensure that the goals and assumptions are 
reasonable and to review how well the theory meets the targeted needs of the 
target population.

Conceptual Framework
The conceptual framework of the NDA of the proposed ARCCESS project 

is shown in Figure 1. The assessment reviewed the proposed project, including 
its design so that the embodied components and activities match the needs and 
strengths of the target organizations and beneficiaries. The design review also 
identified the appropriate areas of intervention as well as the priority sequence 
of these interventions.

Corollary to the design review was the assessment of needs that was 
done through an environmental scan describing the organizations, the 
communities, and their corresponding resource bases. The characterization of 
the organizations is imperative in evaluating their strengths and weaknesses 
in adopting and implementing the proposed projects. A SWOT analysis 
thus becomes a requisite in these assessments. SWOT stands for strengths, 
weaknesses, opportunities, and threats. Strengths and weaknesses focus on the 
internal factors while opportunities and threats highlight the influences of the 
external environment affecting the agrarian reform beneficiary organization 
(ARBO). The purpose of SWOT is to identify strengths and opportunities and 
consider how these can be optimized, and to identify weaknesses and threats 
and how these can be overcome. Another purpose of SWOT is to analyze the 
capability of the ARBO to carry out the proposed project and to consider 
options on how the organization can be more effective.

Primary and secondary data were gathered for this study. For the primary 
data, a household survey and focus group discussions (FGDs) were conducted. A 
total of 60 respondents were interviewed for the household survey which covered 
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the municipality of Boac, Marinduque. A structured questionnaire was used to 
gather the relevant household data.

Results and Discussion
The Cooperative
The Tanikala ng Pagkakaisa Multi-Purpose Cooperative (TPMPC) was 

organized in 2006 with 35 members having share capital of PhP1,000 each 
(US$ 1 = PhP40.71). It was registered in 2007 with copra trading and lending 
as initial activities. Additional capital was raised by asking interested and able 
members to increase their share capital. Membership has expanded threefold, 
with 111 members, 57 of whom were male and 54 were female. Some 70-80% 
of the members may be considered active. Reasons cited for members being 
inactive are lack of interest in the cooperative, little or limited information on 
what being a cooperative member entails, low income, and interest is only on 
borrowing.  

The cooperative’s latest profile showed a share capital of over PhP275 
thousand and savings of PhP45.9 thousand. Copra trading and lending for 
emergency, livelihood, and regular transactions purposes remained to be its 
activities but have expanded to also include abaca production, the production 
of abaca slippers, scrunch and macramé bags, abaca twine, savings deposits, 
and upland organic rice production. Agricultural mortgaging has been 
discontinued.

The cooperative has been recipient of a number of trainings. These included 
silk screening, simple book-keeping, cooperative management and governance, 
abaca production and stripping, and extraction and application of natural dyes 
to indigenous fibers. It has also been recipient of workshops on action planning, 
entrepreneurship, and skills training.  The cooperating agencies were the DAR, 
Cooperative Development Authority (CDA), Fiber Industry and Development 
Authority (FIDA), as well as the Department of Trade and Industry (DTI), 
Department of Science and Technology (DOST), Department of Labor and 
Employment (DOLE), and the provincial government. The cooperative has 
been recognized as an outstanding CARP organization and has been cited as 
having achieved the highest organizational maturity level (level 5) in 2009, 
2010, and 2011 among the existing cooperatives. 

The cooperative holds office in a modest structure with a roof, but the floor 
remains to be of sand. Though the office has no locks and the four sewing 
machines and the other raw materials are stored here, nothing has been 
reported missing.

The Locality
Ugnayang Bayan agrarian reform community (ARC) cluster is located in a 

hilly and mountainous terrain with limited plains. Lengthy, snake-like, earth-



Bello and Bello

6

gravel roads provide access to the area. During rainy seasons, travel is difficult 
because the rising river water scan flood certain sections of the road which 
become muddy due to lack of drainage structures. 

Agriculture, in particular coconut farming, was the main livelihood of 
households in the community. Seasonal crops like rice, corn, and a variety of 
root crops were also grown. Bananas (saba and latundan) were planted, though 
haphazardly in between coconut trees. Monocropping was the prevailing 
farming system and no major crop was cultivated large scale. Households were 
also engaged in backyard livestock-raising. Majority of the households also 
raises butterflies. Aside from the processed abaca products, other products of the 
community were turmeric powder, coco vinegar, and instant ginger tea. 

Trainings were conducted on abaca scrunch conversion, pricing and 
costing, stripping, abaca loom weaving, twine making, abaca macramé bag 
making, pricing and costing of slippers, extraction and application of natural 
dyes, and dyeing and bleaching of indigenous materials. Aside from these, the 
partner institutions have also provided trainings on product development, a 
writeshop on project proposals, as well as simple bookkeeping and accounting.  
With regards to capability building, the community has undergone seminars on 
alternative dispute resolution and self-assessment, and attended an investment 
forum as well as business conferences. 

As of 2011, the average annual household income was PhP143,497 broken 
down into PhP59,593 on-farm income, PhP20,059 off-farm income, and 
PhP63,845 non-farm income. There were close to 800 households with average 
household size of five.

Household Survey Results
The average age of the household heads was 54. Among the agrarian reform 

beneficiary organization (ARBO) members, the mean age was 50 but among 
ARBO non-members, the mean age was considerably higher at 59 years. By 
gender, almost 87% of the household heads were male. The percentage of female-
headed households among the ARBO non-members was almost three times 
greater than the number of female-headed households for ARBO members. In 
terms of civil status, three-fourths of the respondents were married and another 
20% were widowed. Among the ARBO members, the respondents were either 
married or widowed. Over 40% of the respondents were elementary graduates 
followed by 16% who were elementary undergraduates, 12% high school 
graduates, and 10% high school undergraduates. Collectively, those who were 
either college graduates or had some years of tertiary education totaled 10%.  
ARBO non-members registered a higher percentage of household heads that 
had attended and /or finished college. Almost 2% of all the household heads 
had no formal schooling at all.

In terms of the demographic characteristics of the spouses, the mean age of 
the spouses was 48 years or six years younger than the household heads. Again, 
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the mean age of ARBO non-member spouses was higher than the mean age 
of ARBO member spouses. The spouses, in general, had more years of formal 
schooling. Almost 11% of the respondents were college graduates; 2% had some 
years of tertiary education. High school graduates comprised 28% of the total, 
high school undergraduates 19%, and elementary graduates 34%.

Meanwhile, the secondary occupation of the household heads were: 
receiving share from the farm, 17%; agricultural/hired farm worker, 13%; and 
sales worker and barangay worker each at 5%. Thus, the top three occupations, 
whether primary or secondary, were all farm related.

The primary occupation of the spouses was service workers followed by 
sales workers, butterfly culture, and livestock/poultry raising. The top three 
secondary occupations were livestock/poultry raising, sales workers, and 
receiving share from the farm.

In terms of household structure, 65% of the households was nuclear, 
followed by extended families at 30%, and single families at 5%. This pattern 
was consistent among the four categories of respondents. 

The respondents had 1-8 children. Majority of the children were still 
single and by gender, there were more male children. There have been college 
graduates recorded up to the fifth child. However, in terms of occupation, over 
50% of the children when ordered by rank had no job. Some 11% of the first-
born children were farmers followed closely by laborers / production workers.  
Second-born children were into livestock / poultry raising (8%) and were 
laborers / production workers (6%).

The mean income of the respondents regardless of category was PhP249 
thousand (Table 1). Contributing almost 40% of income was non-farm income 
and a little over 20% livestock income. The next biggest contributor was on-
farm income. 

Non-ARB households had an average income of PhP319 thousand, the 
highest among the four categories, followed by ARBO member households 
at PhP248 thousand. No one among the ARBO member households reported 
income from share on the farm. The biggest share was non-farm income 
followed by income from butterfly raising. In contrast, non-ARB, non-
organization households reported a 41% share from livestock income followed 
by non-farm income.

ARB non-organization member households had a mean income of PhP187 
thousand. Non-farm income contributed some 63% of this followed by on-
farm income. Non-ARB organization member households had an average 
income of PhP123 thousand with non-farm income accounting for 53% share. 
These households also reported income as coming from only three sources.  

Meanwhile, the annual household expenditures amounted to PhP283 
thousand. Accounting for close to 60% was expenditure on house and lot rent/
amortization. Trailing far behind were expenditures on food, education and 
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gas, LPG, charcoal/firewood. Gambling expenditure comprised almost 2% of 
the total.

Table 2 shows the tenure status and tenure instrument held by the 
respondents. Thirty-eight percent were owner-cultivators holding either 
a Certificate of  Land Ownership Award (CLOA), Land Title (LT), a tax 
declaration or were awaiting a tenure instrument. Owner non-cultivators 
constituted the next biggest group, trailed closely by mortgagors and coming 
in fourth were share-tenants.

For ARB ARBO non-members, mortgagors came in second next to 
owner-cultivators while for ARBO non-members and non-ARBs, owner non-
cultivators accounted for 60% of the respondents. 

In terms of farm parcels, 40% of the respondents held one parcel; 27% had 
no parcel and 20% had two parcels. The picture changes by category. ARBs and 
ARBO members were either holding one to three parcels. Among the ARBO 
but non-ARB respondents, 47% had no parcels followed by 33% who were 
holding two parcels. ARBs and ARBO non-members all had one to five parcels.

Only for ARBO non-members and non-ARBs was the proportion of 
respondents not cultivating the farm parcels larger than those cultivating. 
At 93%, this was responsible for the 55%-share-of-total-respondents not 
cultivating their farm parcels.

The total number of parcels being cultivated by the respondents was 43 
with an average area of 1.22 hectares. The parcels were privately-owned. Some 
70% were rainfed upland. Only some 12% were irrigated. Monocropping was 
the dominant cropping system and crops planted were coconut (67%), palay 
(40%), vegetables (23%), and banana (21%). Abaca was planted by only 2%.

Two-thirds of those who were planting encountered crop production 
problems ranging from stray animals to thieves, insects, birds, rats, golden 
snails, inadequate irrigation, and weeds.

Almost 75% of the respondents were raising livestock/poultry with 
an average income of PhP5,400. The animals being raised included native 
chicken, fattener, piglets, cattle, goat, and broilers. Unlike the previous case, 
72% of those raising livestock/poultry did not encounter problems. For those 
who encountered problems, the biggest concern was diseases/foot and mouth 
disease, pests, slow growth, thieves, and snakes.

Some 18% of the respondents were also raising butterflies with an average  
net income of PhP29,100. However, ARBO members and ARB reported 
an average net income of PhP91,200. Concerns were predator insects, the 
unpredictable weather, and the need for advanced training on butterfly culture.

A little over one-fifth of the women in the community were responsible for 
housekeeping and barangay clean-up. A lot more women in ARBO member 
households were engaged in abaca weaving at 33% compared to 18% for women 
in non-ARBO households. Butterfly culture is done by 10% of the women. 
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Meanwhile, the three major sources of income of the women were butterfly 
culture (48%); abaca weaving, slipper and bags (25%); and nito weaving (15%). 
Once more, a much bigger percentage of women in ARBO households (43%) 
derived income from abaca weaving than women in non-ARBO households 
(7%).

In terms of employment opportunities, 40% of the respondents saw 
abaca weaving  as a livelihood source. This was more evident among ARBO 
households (70%) compared to 10% of the non-ARBO households. This was 
followed by butterfly culture and nitoweaving. However, some 22% saw no 
employment opportunities.

For the ARBO households, the number one problem of the community was 
the poor road condition (50%) followed by the lack of employment opportunities 
(27%) and health-related problems (20%). However, non-ARBO households 
saw video and gambling activities as the foremost concern (23%) followed by 
stray animals (17%). The lack of raw materials for the abaca project, lack of 
training on designing of abaca products, lack of funds for livelihood projects, 
unpredictable rains, and the insufficient supply of electricity were concerns 
only of ARBO households. The lack of unity and cooperation in barangay 
activities was voiced out only by non-ARB ARBO member households.

The Proposed Project
An Abaca Production cum Processing Project with funding in the 

amount of PhP1,169,000 is being proposed by DAR. The proposed beneficiary 
organization is the Tanikala ng Pagkakaisa Multi-Purpose Cooperative 
(TPMPC). Equity from the proponent will amount to PhP264,750 while 
collaborating agencies will contribute PhP295,000. Thus, the project’s total 
amount is PhP1,728,750.

The proposed 10-year project basically involves production and 
processing of abaca fiber. Abaca was previously commercially grown in the 
area but the introduction of nylon ropes and other synthetic products led to 
its wane. However, the present global call for environmental preservation and 
conservation has revived interest in fibers sourced from natural products.

The general objective of the project is to establish an alternative eco-friendly 
agri-based industry which will utilize a greater number of idle agricultural lands 
primarily to generate additional employment in the province of Marinduque. 
The five specific objectives of the project are:

1. To expand abaca production areas in Barangay Tugos to at least 
ten hectares by 2012 and to reach 50 hectares by the fifth year of 
implementation;

2. To provide a fiber production center in Barangay Tugos by 2012;
3. To acquire a unit each of a mobile spindle stripping machine, weighing 

scale (baskula), denting machine and “hilohan” by 2012;
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4. To acquire two additional units of heavy duty industrial sewing 
machines by 2012; and

5. To generate an initial 30 rural employment opportunities in Barangay 
Tugos by 2012 and an additional 20 rural employment opportunities 
by 2013.

The production of abaca slippers has been identified and assigned to the 
TPMPC. The cooperative has participated in various trade fairs and its products 
were well-appreciated by the market. In 2011, the cooperative recorded PhP45 
thousand in sales from300 slippers and netted PhP13,000. One kilo of fiber 
makes 25 slippers which can be produced in a day.

Constraints and SWOT Analysis
The process of environmental scanning tries to identify and evaluate events 

or situations which are beyond the control of the enterprise; identifying these 
factors reveals possibilities or existing opportunities and threats (Bellen 2009). 
It also helps in designing strategies to take advantage of the opportunities and 
combat the identified threats. There are five external factors that affect any 
enterprise: economic; socio-cultural, demographic and environmental factors; 
political, governmental and legal forces; technological forces; and competitive 
forces (David as cited in Bellen 2009).

Economic factors include demand shifts arising from changes in the prices 
of similar goods, changes in consumption/spending patterns, fluctuations in 
input prices, and changes in the exchange rate. Socio-cultural, demographic 
and environmental factors refer to population changes (gender and age), 
consumer tastes and preferences, literacy rate, as well as changes in the 
natural environment. The imposition of taxes (or the exemption from taxes), 
government subsidies, and other government regulations and ordinances fall 
under the third factor. Technological advancements like the use of mobile 
phones and the internet makes access to communication easier. Processing 
papers and documents has been speeded up. Websites are used to broaden 
a firm’s market while the use of faster and new machines increases the level 
of efficiency. Finally, competitive forces refer to actual and potential offerings 
by rival firms and substitutes that a buyer might consider (Kotler as cited by 
Bellen 2009).

Based on the FGD and household survey, the following are the constraints 
faced by the project and the cooperative. It must be noted however, that some 
of the identified constraints cut across the five factors.

1.  Economic Factors
a. Raw Materials– The cooperative has received an offer to supply 

6,000 slippers a month but due to the tight supply of abaca fibers, 
as well as lack of improved processing equipment and facilities, 
the cooperative had to turn down the offer. The cooperative’s 
plans might also be hampered by the absence of an “abaca fiber 
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specialist” in the province who can be readily consulted should the 
need arise. Other raw materials are sourced from Marikina and 
the cooperative anticipates no major problem as long as it has the 
financial capital to buy the inputs. The cooperative hopes to devise 
an arrangement with the Marikina supplier so that physical travel 
to Marikina is minimized. 

b. Costing - At present, a pair of slippers cost PhP120.00. Raw materials 
cost PhP52.50 while labor amounts to PhP67.50. Continuous 
monitoring of the cost structure is necessary. Already, there are 
comments on the high labor costs which could potentially limit the 
market for the slippers.

2. Technological Factors
a. Power – Adequate power is needed to operate the sewing machines, 

electric fans, computer, and other equipment and to provide 
ample lighting in the production center and office. A more reliable 
connection is also needed for the use of cell phones.

b. Equipment - A stainless steel vat suitable for preparing the dye 
needs to be fabricated. At present, the cooperative uses “baldes” 
but they easily get destroyed after just several uses. A dryer is 
needed because the abaca fibers need to be air dried. Drying them 
under the sun causes discoloration and affects the quality of the 
fiber. Likewise, mobile implements like a stripping machine are 
necessary to eliminate the hauling of abaca stalks for stripping. 
Other equipment necessary are: twining/twisting machine, abaca 
slicer/shaver, weighing scale, a “hilohan”, sewing machines, a 
computer, filing cabinets, office tables, and chairs. Finally, a vehicle 
is needed by the cooperative to transport inputs and finished 
products. A vehicle is badly needed given the distance and the 
current state of the roads.

3. Social and Organizational Factors Market and Product Development 
 More hands are needed in the various stages of production. This is 

especially true in the actual laying of the woven and dyed fibers onto the 
rubber soles. Continuous training in product design and innovation 
is a must for the cooperative to keep abreast with new trends in the 
market. A system also must be put into place to look after the inventory 
position of the different inputs and semi-processed abaca fibers as well 
as finished abaca products.
a. Organizational Management – Though the cooperative has been 

a recipient of several awards, continuous trainings or seminars 
on cooperative management to sustain the organization’s viability 
and enable it to better serve its members is vital. Organizational 
strengthening activities are needed especially at the start. These 
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activities will not only promote the cooperative and its programs but 
also attract young and potential members. It has been observed that 
not many members want to be officers. Likewise, activities that will 
further improve the financial management skills of the members 
are necessary. Thus, as mentioned in (2b), a computer, office tables, 
filing cabinets, and other office equipment must be procured.

b. Production Center and Cooperative Office – Right now, the 
cooperative’s office stands on land belonging to the brother of the 
chairman. The owner is willing to have the cooperative use the land 
as long as the cooperative exists. A written agreement to this effect 
must be drafted. The office has no locks. The cooperative’s office also 
serves as the production area where the semi-finished slippers are 
completed. However, provision must be made for a bigger office 
if the production center will also be housed there. While at the 
moment some people choose to work at home, this might not be 
true in the future.

4. Political Factors
 LGU Commitment – Both the provincial and local governments must 

keep their commitment to support the abaca industry and the different 
downstream micro industries to be generated.

5. Competitive Forces
 Other Suppliers – There are other places in the Philippines that grow 

abaca. One good example is Tabaco, Albay where a number of fiber 
craft enterprises may be found. These enterprises produce not only 
slippers but a wide range of abaca-based products. In the international 
front, China is a strong competitor given its ability to copy designs and 
produce fiber crafts at lower costs.

These factors are also illustrated in the SWOT analysis shown in Table 3.

Conclusions and Recommendations
The proposed project provides an excellent opportunity to improve the 

welfare of the residents of the ARC. In addition to making use of idle lands, 
reviving the abaca industry in Marinduque, developing as well as promoting 
environmentally-friendly products, creating rural employment for both male 
and female, and generating more farm income. The project, if successful, will 
showcase how a multi-purpose cooperative can manage and run an agri-
business enterprise. An important component of the project will be the building 
up of human capital among the members of the cooperative.

The process of transforming the ARBs into agri-entrepreneurs, however, is 
an arduous one. Given the profile of the project beneficiaries, the continuous 
assistance of various government agencies as well as the private sector is 
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needed. These agencies include DAR, DA-FIDA, DOST, DTI, CDA, the 
provincial government of Marinduque, and the local government of Boac. A 
firm commitment from these agencies to support the proposed project is vital. 
The officers and members of the cooperative are enthusiastic about the project 
and are willing to learn.

Figure 1. Conceptual framework of ARCCESS Project
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Table 3. Results of the SWOT analysis
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A Case Study on Co-operatives
Homestay Business in Malaysia 

Jamilah Din, Norhaliza Abdul Halim, 
and Azmaliza Arifin

 Abstract
This study adopted the case study method on five co-operatives 
involved in the homestay program. These co-operatives are 
1) Desa Murni Homestay Co-operative, Pahang; 2) Telok 
Ketapang Homestay Co-operative Terengganu Berhad 
Terengganu; 3) Kampung Melayu Tebakang Homestay Co-
operative Berhad, Serian, Sarawak; 4) Kampung Mongkos 
Homestay Co-operative Berhad, Serian, Sarawak; and 5) 
Mukim Batu Puteh Kinatabatangan Co-operative Berhad, 
Sabah. The result of the study showed that product components, 
participation, and entrepreneurship are the criteria for success 
in the homestay tourism business. All these components will 
facilitate the achievement of the objectives of the homestay 
program. On top of this, co-operatives must work closely with 
the Village Development and Security Committee (JKKK) 
and the Ministry of Tourism Malaysia (MOTOUR) to obtain 
benefits such as grants for improving the facilities such as 
bathroom, home upgrades, and management-related training, 
among others.

Key words: co-operatives, homestay, business

Cooperative Enterprises: Key to Sustainable Economic and Social Progress, 2012
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Introduction

The tourism industry in Malaysia is one of the key areas in the 
services sector that can contribute significantly to economic growth. 
Buoyant tourism industry in Malaysia can be seen through the 

tourism revenue achievement that has put Malaysia among the top 16 countries 
compared with other countries and accounting for almost 2% of global market 
share in 2008 (Economic Report 2009/2010).

In the Tenth Malaysia Plan 2011-2015, the government aims to rank 
Malaysia among the top 10 countries in terms of global tourism receipts. The 
government expects this sector to contribute 2.1 times the tourism revenue in 
the said period. The tourism revenue target of RM115 billion is envisioned to 
provide 2 million jobs by 2015.

Hence, various strategies have been designed by the government to ensure 
that this target is realized by 2015. In the 2010 budget, the government has 
allocated RM889 million to stimulate the development of the tourism industry. 
Under the Second Stimulus Package (SMP stimulus 10), a total of RM200 
million has been allocated to improve infrastructure for tourist attraction, 
improve the homestay program, and organize more international conferences 
and exhibitions. Under the Economic Transformation Plan (ETP), the 
government has announced the travel industry as one of the nine Entry Point 
Projects (EPPs) that involve huge investments by the government.

Homestay Tourism in Malaysia 
Tourism involves travel and accommodation for visitors of places visited 

for  business or pleasure (World Tourism Organization 1995). The uniqueness 
of these tourist locations can be harnessed and exploited by local communities 
for mutual benefit. The tourism industry in Malaysia moved in the category of 
rural, farm, agro- or eco-tourism  where the primary product is homestay or 
lodging with local residents. Homestay as a product was  first introduced by the 
Ministry of Tourism Malaysia (MOTOUR) in 1988. According to MOTOUR, 
homestay tourism is a form of experience where tourists stay with a host 
family homestay operator registered with the Ministry. Visitors have a chance 
to interact and experience the daily lifestyle of the village and their culture. A 
highlighted key concept for this type of tourism is natural and unique lifestyle 
experience with competitive prices and international standard.

Homestay tourism is also a government initiative to develop rural areas 
placed under the Rural Tourism Master Plan based program provided by the 
United Nations Development Programme (UNDP) and the WTO for the 
MOTOUR (tourism guidelines homestay). Figure 1 shows the relationships of 
institutions involved in homestay tourism in Malaysia.



Din, Halim, and arifin

20

Table 1 shows the breakdown of the statistics for homestay by state, village, 
house number (number of participants), and the number of rooms. As of 
March 31, 2011, the total homestay cooperatives in Malaysia registered with 
MOTOUR was 144 with 3,082 houses spread over 230 and accounting for 
4,133 bedrooms.

Involvement of the Cooperative Movement in Homestay Tourism
The National Co-operative Policy (NCP 2011-2020) has targeted the 

involvement of co-operatives in high-value sectors. The main target is to 
contribute to the gross domestic product (GDP) by 5% by 2013 and 10% by 
2020. Accordingly, NCP has identified a number of areas of viable economic 
activity outcomes to venture into the co-operative movement; among them is 
the tourism business.

Objectives of the Paper
This paper focused on three objectives, namely:

1. Description of characteristics of cooperative members’ participation in 
homestay tourism;

2. Evaluation of the types of participation of cooperative members in 
homestay tourism; and

3. Identification of factors that influence the success of cooperatives’ and 
their members’  involvement in homestay tourism. 

Literature Review
The WTO suggests that tourism as an individual adventure activity in a 

place that is outside of one’s original environment and residence is generally 
less than a year in duration as their purpose is primarily either only rest or 
business. Accordingly, Leiper (1981) has given the definition of tourism as 
an open system that has extensive relationships with the environment and 
involves four elements, namely: (i) humans as tourists; (ii) the elements of 
the original area, staging area, and the selected destination; (iii) the economic 
elements of the tourism industry; and (iv) a dynamic element that is composed 
of individuals who travel for the purpose of a break away from their native 
places for about a day. 

Yoeti (1988) also defined  all forms of tourism as a business that provides 
a wide variety of goods and services that meet the needs of tourists as well as 
involving contact with the tourists in every day business. Definition has helped 
to clarify that there are different types of activities that can be undertaken in 
the tourism sector. Based on a study by Goldner and Rictchie (2006), economic 
activities that can be categorized in tourism activity are transportation, 
accommodation, food preparation, natural attractions, events, recreation, 
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travel, and entertainment. According to this perspective, trade travel and travel 
services can also be counted as tourism activities. 

Kalsom (2009) in the case study of Community-Based Tourism (CBT) 
defined CBT tourism as a means of enabling local people, specially economically 
marginalized rural residents, to invite tourists to enjoy the experience of living 
and working together with local residents. The experience provides travelers 
the opportunity to see and feel the local culture. The Responsible Ecological 
Social Tours Project (REST 2006) stated the 10 principles underlying the 
concept of CBT, namely:

1. Recognize, support, and promote community ownership of tourism 
2. Involve members of the community from the early stages of planning, 

development, and implementation of each CBT activity
3. Promote unique community (community pride) 
4. Improve the quality of community life (quality of life) 
5. Ensure environmental sustainability 
6. Understand the uniqueness of the local culture 
7. Experience cultural differences (cross-cultural learning) 
8. Respect the cultural differences and human dignity 
9. Equitable distribution of benefits among members of the community 

10. Contribute to community development projects
According to Tosun (2000), community participation should be “a form of 

voluntary” actions by which individuals take the opportunity to exercise social 
responsibility. Involvement not only requires physical participation but moral 
support as well. Getz (1983) also states that a solid and strong support from local 
residents promotes the development of tourism. Furthermore, participation 
in CBT involves a community’s natural resources as a key component of the 
tourism product, thereby making CBT a part of local life (Murphy 1985).  

To get community involvement, Kalsom (2005) said the local community 
should determine the manner and extent of involvement in tourism development 
to maintain control over their resources and futures. Yahaya Ibrahim et al. (2007) 
also agreed that the homestay program can be beneficial to the community, but 
of all the houses registered as a homestay with MOTOUR, only 30% are active; 
others are still not improved. These houses should be evaluated because homestay 
tourism can not be implemented successfully without the commitment and 
integrity of the community and local entrepreneurs as well as leadership and 
management effectiveness. There are studies about the successful cooperatives in 
the travel business that can be used as reference. 

Among them is the study by George (2007) on the development of 
cooperative tourism wherein it was indicated that increased commercialization 
in poor houseboat communities has changed the socio-economic status of 
local residents. Together with the cooperative, houseboat owners revamped 
their boats into houses for rent. This proactive action was a rapid adaptation to 
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the changing environment.  George has shown that collectivism and cultural 
cooperation is at the core of the travel business.  

Verma (2005) also supports the view that society is an institution that 
has the strategic advantage of creating peace and prosperity in community 
involvement. With co-operative involvement in the tourism, improvement in 
the economic status of the community may accelerate.

Research Methodology
In general, this is a qualitative study involving some quantitative analysis. 

The quantitative data were collected using a survey questionnaire. The 
questionnaire is divided into three booklets. Booklet 1 covers information on 
the cooperative profile. Booklet 2 covers members’ profile (homestay operators). 
Booklet 3 covers homestay tourists’ profile. The qualitative study adopted the 
case study method to focus on individual behavior and social conditions in 
homestay tourism, as recommended by Gall, Borg and Gall (1998).

Research Results 
1. Profile of the subject co-operatives. The subject co-operatives  included 

two consumer and three service co-operatives with number of years since 
establishment ranging  from 4 to 24 years and size of membership from 60 
to 260 (Table 2).  

2. Profile of homestay operators. Of 22 homestay operators from the five co-
operatives, 15 were male and 7 were female. The operators’ age ranged from 
25 to 69 years old. Only one operator has a bachelor’s degree, the highest 
educational attainment, from Homestay Miso Walai. Majority of homestay 
operators have SPM/MCE level of education or its equivalent (Table 3).

3. Profile of homestay tourists. Ninety tourists, 46 male (51%) and 44 female 
(49%) served as respondents in this study. Majority of the respondents 
were under 25 years old while 29% were in the 25-34 years age range (Table 
4).

4. Homestay tourist arrivals by country of origin. Of the 90 tourist-respondents, 
only 18 (20%) were domestic tourists; all the rest (80%) were foreigners.

5. Description of co-operatives in the homestay business. The co-operatives vary 
in terms of the features and types of their involvement as well as success 
factors influencing their success in the homestay business (Table 5). 

Conclusions and Recommendations
This study found that co-operatives’ involvement in homestay tourism is 

fairly new. However, there is need for regulation to prevent direct competition 
between co-operatives and co-operative members as homestay operators. 
MOTOUR considers co-operative participation in CBT through homestay 
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business activities as a social enterprise. The encouragement and support of 
the Malaysian Co-operative Societies Commission (MCSC) for co-operatives 
involved in the tourism sector is the government’s strategy for increasing the 
income of co-operative members as well as for boosting the sector’s contribution 
to gross national product.

The following suggestions can strengthen the homestay tourism business 
and convince co-operative members about benefits of homestay tourism as a 
business enterprise:

1. Establish a co-operative team to serve as a management body responsible 
for marketing of quality, promotion, and financial services. Co-operatives 
do not have to stay in a hotel or resort in the same area because this creates 
competition and is counterproductive to the objectives of promoting the 
welfare of homestay operators. 

2. Co-operatives should serve as a complement to the homestay business to 
carry out activities that are not performed by the operator or the member 
co-operatives.

3. Co-operative members should be required to register with MOTOUR 
operators because homestay tourism program is a brand that has a 
reputation that MOTOUR protects.

4. Members can not be businessmen involved in downstream industries 
such as restaurants, operating tourist activities, transportation, sanitation, 
environmental protection, and so on.

5. Homestay operators or members and the co-operatives must adhere to the 
rules governing joint activities

6. Co-operatives should work with the Village Development and Security 
Committee (JKKK) which has a good reputation and relationship with 
other departments related to village development. 

7. Co-operatives need to have a systematic record system especially in finance 
and income distribution.

8. The Board should isolate itself from the interests of society in order to 
maintain the trust of the members of the cooperative. 

9. Government should establish a Secretariat to focus on rural tourism. 
10. Homestay business operators must ensure high standards of room and 

housekeeping services (e. g., adequate supply of towels, sheets, soap, etc). 
11. In addition, the co-operatives should have a master plan for a homestay 

business enterprise.
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Table 1.  Homestay statistics, Malaysia, March 2011.

Source: Department of Homestay, MOTOUR (March 2011

Figure 1.  Structure of homestay tourism governance in Malaysia, 2012
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Table 2. Profile of homestay cooperatives, Malaysia, 2011

Table 3.  Profile of homestay operators, Malaysia, 2011

Table 4.  Profile of homestay tourists, Malaysia, 2011
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Comparative Analysis of Contract Growing
and Leaseback Arrangement in Banana Production:  

The Case of Agrarian Reform Cooperatives
in Calinan District, Davao City, Philippines

Adela G. Ellson and Imee Marie S. Añabesa

 Abstract
The Comprehensive Agrarian Reform Program (CARP) called 
for the formation and institutionalization of agrarian reform 
cooperatives (ARCs) as the lead agent for the effective delivery 
of the program. Contract growing arrangement (CGA) was 
originally adopted by the agrarian reform beneficiaries (ARBs) 
in banana production. Eventually, an alternative scheme 
called leaseback arrangement (LBA) came into practice. This 
study assessed the role and contribution of ARCs in contract 
growing and leaseback arrangement of banana. The factors 
that influenced ARBs’ decision to engage in contract farming 
and/or leaseback arrangement were identified, along with 
the benefits derived from the two schemes. The analysis 
utilized primary data that were gathered through surveys and 
interviews of ARBs who were engaged in such contractual 
arrangements. Results showed that CGA as governed by 
production and sales agreement involves the participation of 
ARBs who produced either individually or collectively through 
ARCs, while LBA operates under land use agreement. Using 
econometric approach, education and farm size were found to 
be significant factors that influenced ARBs’ decision to engage 
in contract growing with 70% probability of participation based 
on logit regression. Moreover, the ARC was observed to be 
influential in the decision making of the ARBs, particularly in 
shifting decisions from CGA to LBA. The study also revealed 
that the success of any contractual agreement depends on the 
collective action with strict adherence to contracts, policies, and 
administrative orders of all stakeholders. 

Key words:  agrarian reform beneficiaries, contractual    
 arrangements, collaborative farming
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Introduction

Banana (Musa L.) is the Philippines’ leading export fruit crop. It is 
widely grown in the country as a component of a farming system or 
as a main crop in large plantations (Rivera 2004). An export winner 

highly in demand in well-established markets, banana is one of the major dollar 
earners in the Philippine fruit sector (PCAARRD 2000). 

In view of the benefits the banana industry offers, it is important that the 
Philippines take advantage of emerging opportunities. This can be achieved 
through the adoption of effective collaborative farming strategy such as contract 
farming or growership scheme. Mindanao, the country’s food basket, shows an 
example of how contract growing can bridge the gap in agribusiness industries 
such as banana. The various advantages of the banana industry arose from 
stiff competition, globalization, and market liberalization which compelled  
multinational companies to venture into contractual agreements with many 
individual farmers, who in many cases are beneficiaries of the Comprehensive 
Agrarian Reform Law of 1988 (CARP). CARP which allowed parcel of lands 
to be distributed to tenants turned these farm workers into owners of the lands 
they till. The farmer beneficiaries signed up as banana growers and became 
partners of a large company.  Under contract growing, a farmer is extended 
technical assistance, services, credit access, and an assured market for his 
produce provided he agrees to the conditions set by the company in terms of 
production process and product specification. The farmer’s counterpart capital 
is basically his land, labor, and management which are subject to control and 
supervision of the company (Digal 2007). In this sense, contract farming could 
be considered as a means to link farmers to growing markets for both fresh and 
processed goods as well as high-valued export commodities such as banana 
(Miyata, Minot and  Hu 2007).

Despite the proliferation of this farming scheme, however, another farming 
arrangement, the leaseback arrangement (LBA) has emerged and is now being 
practiced under the supervision of the Department of Agrarian Reform (DAR). 
Under this scheme, farmers bind themselves to companies, turning over to the 
investors full control and right to use their lands for a certain price and for a 
definite period. Farmer owners are hired as workers on their very own farms, 
receiving daily wages on top of the land rent. This land rental activity is now 
becoming a trend in the banana industry which is seen by many as a reversal of 
the gains and purpose of the country’s agrarian reform (Obanil and Manahan 
2007).

This study assessed the contribution of contract farming of banana 
to the agrarian reform beneficiaries (ARBs) as an alternative to leaseback 
arrangement in Calinan District, Davao City. Specifically, it characterized 
the contract scheme of growership in comparison to leaseback arrangement. 
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The results of this study will enlighten industry participants especially the 
Philippine government and the ARBs regarding contract growing and leaseback 
arrangement for banana.  Other stakeholders will also gain insights on current 
schemes, prevalent problems, and appropriate measures and solutions that 
promote the development of the banana industry while maintaining social 
equity. 

Methodology
Conceptual Framework
The contract farming framework served as basis for analysis of agricultural 

contracts and growership arrangement for banana in Calinan District. Eaton 
and Shepherd (2001) formulated the framework in order to explain and 
understand the nature and performance of various agricultural contract 
schemes. However, for the purpose of this study, the Eaton and Shepherd 
framework was modified to include the leaseback arrangement under Davao, 
Philippines condition. Figure 1 shows the adapted framework applied in this 
study. 

In the framework, the external factors present in the environment are 
considered as driving forces toward the establishment and formation of 
agricultural ventures. Markets, conditioned by liberalization, globalization, 
and limited production resources, affect key players in the agricultural sector 
such as firms and farmers who are compelled to engage in production schemes 
which would benefit both parties. The nature and performance of such farming 
schemes are highly dependent on its general features which include the 
relationships and interactions of actors, the management system, and the kind 
of arrangement, all for the same goal of generating benefits. 

Theoretical Framework
Logistic regression 
The logistic regression or logit method is a useful approach on dependent 

variables that are dichotomous in nature (Garson 2010). The dependent 
variable is in the form of dummy (1 or 0) where 1 represents participation in 
contract farming and 0, non-participation, which in this case is taken to mean 
leaseback arrangement. 

The logistic regression equation is illustrated in the following form:
Li = ln[Pi/(1-Pi)] = β0 + β1X1 + β2X2 + ..... + βkXk + ui

where Li is called the logit which is linear not only in X but also in the 
parameters (Gujarati 1999). It is equivalent to ln[Pi/(1-Pi)] and is the log odds 
of the dependent variable or the odd ratio in favor of contract farming. Pi is the 
probability of participation in contract farming, and 1-Pi is the probability for 
not participating. In the given equation, β0 is the constant and the predictors 
are k independent (X) variables.
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The Linear Probability Model or LPM
Another approach to a probability model for binary response variable is 

the linear probability model (LPM). This model expresses the dichotomous 
Y as a linear function of the explanatory variables which makes it simpler 
compared to other probability models. Because of its comparative simplicity, it 
can be estimated using the ordinary least squares (OLS) approach.  LPM takes 
the following linear equation:

Y =  α + βXk + µ
where, Y takes the binary dichotomous value, X consists of  k independent 

variables, and µ is the error term. Though there are limitations to this model such 
as unequal distribution of variance, heteroskedastic, and questionable value 
of R2, this approach is incorporated as a point of comparison for establishing 
and demonstrating that logit is a better and useful tool in analyzing dummy 
dependent model. 

Empirical Framework 
A logit model was formulated for this study to determine the effects of 

explanatory variables on farmer’s decision on contract farming participation. 
The equation used is as follows:

PARTi  =  ln [(Pi/1-Pi)] = b0 + β1EDUCi – β2FARMi + β3EXPi + 
     Β4LABi + β5DISTi + β6TRAINi ui

where PARTi  = farmer’s decision to participate in contract   
   farming (1, if farmer participates; 0 otherwise)

EDUCi  =  farmer’s educational level (years)
FARMi  =  farmer’s size of farm (hectares)
EXPi  =  farmer’s experience in farming (years)
LABi      =  farmer’s available farm labor
  (number of workers)
DISTi   =  distance from credit providers (kilometers)
TRAINi=  farmer’s training (1, if farmer received training;   
  0, otherwise)

Statistical Tests 
The econometric approach used in this study is logit regression. The 

analyses of the output from this method were based on the statistical tests that 
include fitness test (R2), F-statistics, t statistics, and multicollinearity test.

Research Location  
The study was conducted among selected agrarian reform communities 

(ARCs) devoted to contract farming and leaseback arrangement of banana 
in Calinan District, Davao City. These communities are Bgry. Dacudao, Brgy. 
Subasta, and Brgy. Tamayong as identified by the Municipal Agrarian Reform 
Office Calinan.
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Research Design
As an exploratory research, this study employed the case study approach 

in order to come up with a thorough analysis on the said schemes. This was 
further supplemented by both qualitative and quantitative techniques.

Research Instrument
For the conduct of the study, survey questionnaires were used which 

captured the profile of respondents, nature of both contractual schemes, 
and perception on the contractual arrangements that are all necessary in 
the construction of the model, identification of factors affecting contract 
participation, and characterization of the growership model. 

Sampling Procedure
The purposive sampling method was used in this study.  In determining the 

sample size, Slovin formula was used which is computed as,   
n  =  N/{1+N(e)2} ;   this gave the total sample of
  n = 74.02 or 75

where:  n  –  represents the sample size
  N  –  represents the total number of farmers in the study areas

e  –  represents the margin of error * desired
The sample size in each selected ARC community was obtained using the 

following equation:
            ni = n x (Ni / N)
where; ni  –  represents the sample size per community

Ni –  represents the actual number of farmers per ARC
Table 1 presents the actual population per ARC and the computed sample 

size based on the above equation. 

Results and Discussion
Types of Contractual Agreements
Data gathering activity was conducted in three selected ARCs in Calinan 

District, namely: Brgy. Dacudao, Brgy. Subasta, and Brgy. Tamayong. Each 
ARC was found to have a different type of arrangement or scheme in place:  
contract growing under collective farming (22.7%), individual farming system 
or IFS (42.7%), and leaseback arrangement (34.7%)  (Table 2).

Growership under collective farming as practiced in Brgy. Dacudao is a 
system in which land is titled to a cooperative and is collectively owned by all 
the cooperative members. Individual farming system or IFS is the practice in 
Brgy. Tamayong. Leaseback arrangement (LBA) is the contract agreement that 
ARBs in Brgy. Subasta entered into.

The Case of  Banana Growers Multi-Purpose Cooperative (BGMPC)
BGMPC in Brgy. Dacudao has been contract farming banana for almost 16 

years now. The cooperative is composed of 24 active members who are all ARBs. 
It has a 10-year contract with the sponsor which took effect last August 2001.
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Based on interviews and discussions with the respondents, contract 
growing had brought positive effects to the cooperative in general. It was able 
to expand its production area through acquisition of a 10-hectare (ha) land 
situated within the community. The cooperative nets approximately PhP50,000 
per ha per year from banana contract farming alone. Moreover, the cooperative 
was able to purchase trucks and pick-up units. It had also built a consumer 
store in Calinan, Davao City that provides goods on credit to members and 
other walk-in buyers and at the same time serves as an extra income activity of 
the cooperative. 

The Growership Model
The Farmers (ARBs).  In contract farming, the grower agrees to bind himself 

to the sponsor in an agreement of Cavendish bananas cultivation that includes 
the accomplishment of field operations, harvesting, packing, processing, and 
other related activities. However, in the case of leaseback arrangement, the 
farmer takes the position of the lessor who agrees to lease his landholdings to 
the company for the development and cultivation of bananas in a fixed land 
rent of PhP18,000 per ha per year with an additional increase of PhP500 per ha 
per year for every year thereafter.

The Sponsor.  The sponsor can be a multinational company engaged in 
commercial production and marketing of banana. In contract growing, the 
sponsor provides the growers with necessary inputs and information on 
cultural practices on banana and buys the grower’s export quality produce. In 
leaseback arrangement, on the other hand, the sponsor leases parcels of land 
for the purpose of carrying out its business activities that entails Cavendish 
production and pays a yearly rental per hectare that is based on the agreed 
annual rental scheme.

The Government. With 11 other agencies, DAR acts as the lead agency 
in the contract growing and leaseback undertakings of ARBs. It provides 
extension work such as seminars and trainings that entails proper management 
of the venture especially among growers. In the case of leaseback, the said 
agency facilitated the formation of the venture. The contract of lease took effect 
concurrently upon the period when lands were awarded to the ARBs. The 
primary reason for such event is to allow the lessor to pay the land amortizations 
to Land Bank of the Philippines (LBP).

The Contract. The growership contract is formally called Growers 
Exclusive Production and Sales Agreement. It contains the name of the 
contracting individuals, the company and the farmer, and the provisions 
that must be strictly followed by both parties with emphasis on banana 
specifications, purchase price, and other production protocols. On the other 
hand, in leaseback arrangement the contract is termed as Contract of Lease. An 
amount of PhP18,000 per ha per year and an additional of PhP500 per ha for 



Cooperative Enterprise Development: 31-43

37

every succeeding year is the value that the lessee is obliged to pay to the lessor. 
This amount is subject to PhP10,247 annual deduction to be paid to LBP for 
land amortization. As part of the agreement, the lessor is guaranteed regular 
employment as a hired worker of the company.

Management and Administration. Banana contract farming and leaseback 
arrangement in Brgy. Dacudao and Brgy. Tamayong are managed by the same 
multi-national company. A management team is assigned to each area of 
operation for a well-organized project and better monitoring.

The Project. The arrangement made by the farmer and the sponsor comes 
in two forms. These include production and marketing, and land use. The 
former takes the growership program and the latter land use. For the project 
to be successful, preconditions are secured. In both ventures, water source and 
supply of electricity as well as communication lines are found to be satisfactory.  
Also, transportation facilities are available and accessibility to the area is not a 
problem because of improved road structures.

Monitoring and performance. In contract growing, the sponsor is the one 
responsible for checking and supervision of all the operational processes. Part 
of such action is assigning technicians to every plantation whose task is to give 
technical advice to growers and inspect whether their farm practices conform 
to company specifications. In the case of leaseback arrangement, on the other 
hand, monitoring activity is confined to the company. The company, as part 
of its operations and responsibilities as the lessee, monitors the quality and 
quantity of produce. The farmer or lessor has no role at all in the said activities 
since the agreement is focused on land use. 

Feedback to farmer and sponsors. Contract growing in Brgy. Dacudao was 
found successful and functional.  There were no particular cases of conflicts 
between the growers and the sponsor in the conduct of the project because 
the growers managed the venture well considering that they were formed as a 
cooperative where every transaction is made transparent to concerned parties. 
However, a different scenario was observed in Brgy. Tamayong. The current 
system had brought various conflicts between growers and the sponsor to 
the extent that some growers chose to terminate the contract even without 
formality. These growers have shifted to Class B production and sold their 
harvest to local buyers. In fact, the sponsor had filed a case against the growers 
and the growers in turn sued the sponsor. The case remains unresolved.  In 
the case of leaseback, occurrence of conflicts was minimal in the course of 
the project’s implementation. The farmers and the company have established 
a good relationship over the contract period. This may be because the farmers 
have well-established organization in the form of cooperative through which 
they can voice out immediately their concerns to the company in the process of 
negotiations and meetings (Table 3).
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Factors Affecting Farmer’s Contract Participation
The econometrics approach in the study involved the estimation of the 

log odds ratio in favor of contract farming participation using logit method as 
supplementary analysis to the contract growing and leaseback arrangement of 
banana in Calinan District. Table 4 shows the results of logit regression.

It is significant to note that there are only four out of six regressors used in 
the logit regression, EDUC, FARM, EXP, and TRAIN. This is because the Gretl 
software could perfectly predict the model at 0 iteration and would not give any 
regression output. To remedy such problem, the variables LAB and DIST were 
dropped because these two could have caused perfect prediction in the model.

The estimated coefficients of each variable are interpreted as the log odds 
ratio in favor of contract farming or the probability that the ARB will participate 
more likely into contract farming than not to participate. Based on the logit 
regression output presented in Table 4 considering all things constant, a unit 
increase in the years of farmer’s education decreases the log odds by 0.344495. 
Such kind of result is also observed in the variable EXP in which the estimated 
coefficient is negative. As the farmer’s years of experience in any agriculture-
related business or activity increases in one unit, the log odds ratio decreases by 
0.0327414. Variables FARM and TRAIN, on the other hand, are directly related 
to contract participation having positive coefficients. A unit increase in farm 
size increases the log odds in favor of contract growing by 5.80336. Similarly, 
as the farmer receives trainings, his likelihood to contract participation also 
increases as manifested in the log odds ratio of 0.560659 (Table 4).

Among all these variables, the ones that are found to have a major 
influence on farmer’s contract participation are variables EDUC and FARM. 
These are significant at 0.05 level with p-values 0.0157 and 0.0176, respectively. 
Furthermore, at 79.3% prediction rate, 46 out of 58 observations are correctly 
predicted by the model. Given that p-value of 0.0000 is less than 0.05 as 
computed in the Likelihood ratio test, the model is valid. However, it has a very 
low R-squared value of 0.373399 that is given in the result of the McFadden 
R2 which means that only 37% of the variability of the dependent variable is 
explained by the independent variable. Yet, this obtained value of goodness of 
fit should not be overplayed since it is dichotomous in nature (Gujarati 1999).  
Checking for collinearity, the variables in the model are not correlated.

Because the estimated coefficients are just the log odds ratio and not the 
probability itself, the given formula is used to compute for the probability of the 
Calinan District ARBs’ participation in contract growing.

The median values of the independent variables together with the estimated 
coefficients were used in computing for the value of marginal effect except for 
the variable FARM which is continuous, wherein the mean was used instead. 
Hence, the actual probability of participating into contract growing was 
computed to be equal to 0.70. This implies that the probability that the ARBs in 
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Calinan District will participate in contract growing is 70%. This implies a 30% 
probability of choosing leaseback arrangement.

 Linear Probability Model Regression Analysis
For the purpose of having a thorough analysis on contract participation, 

another dummy dependent model is incorporated in the study, the linear 
probability model or LPM. Table 5 presents the regression output of LPM. 

In estimating the LPM, the OLS method was used. Based on the above 
result, all explanatory variables are now consistent with the theory except for 
the variable EXP which is still negatively related to contract participation. 
The estimated coefficients are interpreted as the probability itself to contract 
farming participation. Significant variables apart from the constant are FARM, 
LAB, and DIST having p-values less than 0.05 alpha. As indicated in the p-value 
results, LAB and DIST are very significant at 0.001 level. This further justifies 
why the software could perfectly predict the model if run in a logit regression. 
Given the adjusted R-squared result, 93% of the variability in the dependent 
variable is explained by the independent variable. Such goodness of fit value is 
very high because variables LAB and DIST have significantly influenced much 
the dependent variable and whole model as well. F-test result reveals that the 
model is valid since p-value, 1.49e-29, is less than 0.05 alpha. With prediction 
rate of 98.27%, the probability that ARBs will participate into contract farming 
is 84%.

Performing classical linear regression method (CLRM) diagnostics, 
the model is mispecified since the p-values in RESET test are less than 0.05 
alpha. Using Jarque-Berra test, the model is not normal. Although there are 
no multicollinearity issues in the model, it is found to be heteroskedastic. 
These results suggest that LPM has always its limitations; non-normality of 
error disturbance and heteroskedastic variances. Though the R-squared value 
is high, again this should not be overplayed in a dummy dependent variable.

Comparing the two dummy variable approaches, logit and LPM, based on 
these various results, the logit model appeared to be better than LPM.  LPM has 
always its limitations and some other model issues that are difficult to address 
due to the fact that it is dichotomous in nature. Results that are much more 
reliable are those generated from the logit regression and such is the basis in 
determining the ARB’s choice in contract participation (Table 6).

Conclusion
Contract farming links the farmers to remunerative market and provides 

incentives such as credit, market assurance, risk reductions, and technical 
knowledge. However, not all contract farming ventures are always effective and 
successful as evident in the case of growership program in Bgry. Tamayong 
where the scenario is opposite to what it should be based on the review of 
literature. Also, leaseback arrangement is not in all cases detrimental to ARBs. 
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The success of every contractual agreement largely depends on the collaboration 
of stakeholders who are basically the farmer, the sponsor, and the government. 
Thus, it is recommended that there should an active participation of all the major 
key players from the crafting of the contracts to implementation and evaluation 
of results. Similarly, all provisions must be clear and that any provision with 
multiple interpretations must be ruled out to avoid any future conflict. 

Support system must be awarded to farmer beneficiaries not only in 
terms of inputs, capital, and technical knowledge. It must be assumed from 
the start of program implementation that the change in the status of farmer 
beneficiaries (from worker to land owner/entrepreneur/manager) is a major 
factor that needs to be addressed. As such, continuous re-orientation and 
training must be done to provide knowledge and conceptual skills that will lead 
to change in mindset. Enhancement and strengthening of farmer organizations 
such as cooperative must be done. The farmers’ cooperative is the structure 
mandated by law to govern the implementation of CARP.  As such,  the farmers’ 
cooperative is deemed to organize and facilitate the ARBs in the course of their 
contract engagement which is very crucial in setting the future direction and 
farmers decision (i.e., to engage in contract growing or to change the scheme 
to leaseback hold agreement). It is through such actions that collaborative 
farming can be achieved which is a key factor to the CARP’s  success.

Figure 1. Framework for the study of contract farming and leaseback arrangement and 
modified from the framework of Eaton and Shepherd (2001)
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Table 1.  Sample size per agrarian reform community (ARC), Calinan District, Davao City, 2012

Table 2.  Existing contractual agreements in three ARCs in Calinan District, Davao City, 2012.

Table 3. Summary of the growership model in contract growing and leaseback arrangement
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Table 5.  LPM regression output on farmer’s participation to contract growing

Table 4. Regression result (logit) of the ARBs probability of contract farming participation

Table 6. Result summary of logit regression and linear probability model
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A Review of Alliances and Cooperative Business 
Models in Contemporary Cooperativism:

Strategic Implications for Sustaining
Philippine Cooperative Enterprises

Nimfa D. Montes and Jeanette Angeline B. Madamba

 Abstract
This paper examined alliances and cooperative business models 
in Asia, primarily India, Japan, Korea, Thailand, and the 
Philippines through selected case studies using secondary data 
sources in an attempt to draw insights for sustaining Philippine 
cooperatives working towards stability. Representative 
cooperatives from these five countries were chosen based on 
the longevity of their cooperative existence, sustained growth, 
and reputation for being among the best cooperatives in their 
respective countries. Findings revealed that sustainability 
of the best cooperatives in Asia appears to be a function at 
varying degrees of any of the following: leadership, strategic 
planning, continuous innovation, flexible business models 
and organizational structures attuned to the times, alliance-
building and networking, penetrating international markets, 
and member commitment to the cooperative. In addition, 
implications that each cooperative business model is unique and 
shaped by a confluence of issues and opportunities from both 
the internal and external enterprise environment were apparent 
in the case studies. These suggest that Philippine cooperative 
enterprises can strengthen leadership capabilities and member 
commitment; incorporate innovation; engage in local and 
global alliance-building, market penetration, development, 
and expansion in their strategic plans; and periodically review 
and adapt their respective business models and organizational 
structures to the current situation to be sustainable.

Key words: cooperative business models, strategic alliances,
 networking, cooperative structure, sustainability
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Introduction

Cooperativism has become a way of life in increasing productivity 
and income for its cooperative members in the whole of Asia and 
the rest of the world.  Based on the reports of the International 

Cooperative Alliance (ICA) in 2012, the strong cooperative sector of these 
countries contributed immensely to their economy. In Thailand, there 
are currently 7,964 cooperatives, with 10.8 million families as members 
(Anonymous 2012). These cooperative enterprises have a combined value 
of two trillion baht, accounting for 18.95% of the country’s GDP.  In Japan, 
cooperatives generated outputs equivalent to US$90 billion, with 91% of 
farmers being members of the cooperatives. In South Korea, they have outputs 
of US$11 billion with 90% of farmers as members of agricultural cooperatives. 
In Vietnam, cooperatives contributed 8.6% of the country’s domestic product. 
Generating and maintaining employment, cooperatives worldwide provide 
100 million jobs, 20% greater than multinational companies (MNCs). In the 
United States, about 30,000 cooperatives provided more than two million jobs. 
In Canada, the cooperative sector provides 288,600 jobs.

In the Philippines, cooperatives play a vital role in the country’s economy. 
Based on current data on Philippine cooperatives, the number of operational 
cooperatives engaged in various economic and social activities increased 
to 20,792 in 2011, a 37.6% increase from the previous year. In 2011, total 
membership under RA 9520 was 7.3 million, consisting mainly of members 
such as small depositors, small farmers, small fisherfolk, market vendors, 
employees, small and medium enterprises (SMEs), and micro-enterprises 
(Cooperative Development Authority 2011).

As such, the sustainability of cooperatives is crucial if these entities are to 
continue serving the interests of its members. In contemporary cooperativism, 
the sphere of alliances and business models remains one of the research gaps. 
Hopefully, this paper can shed light in this area.

To level off, the following definitions of alliance, business model, and 
sustainability were used in this paper. An alliance is an agreement between 
two or more individuals or entities stating that the involved parties will act 
a certain way in order to achieve a common goal. This refers to two types of 
alliances, namely: strategic alliances and joint ventures (Marxt and Link 2002). 
A business model is a business concept that has been put to practice and is 
comprised of four elements such as customer interface, core strategy, strategic 
resources, and value network (Hamel 2000). Sustainability is defined in the 
context of the Triple Bottomline: “people, planet, profit” (Elkington 1994) 
which encompasses the social, environmental, and economic objectives of 
organizations.

This paper focused on identifying common patterns contributing to the 
sustainability and growth of selected Asian cooperatives over the long run 
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relative to their various alliances and cooperative business models.  Specifically, 
this paper aimed to review alliances and cooperative business models of 
cooperatives under study; compare and analyze the cases from the focal point 
of current alliances and cooperative business models; and derive insights and 
findings which Philippine cooperative enterprises can use to strategize towards 
sustainability.

Methods
Cooperatives from India (Indian Farmers Fertilizer Cooperative Limited), 

Japan (Japan Agricultural Cooperatives or JA Group), Korea (National 
Agricultural Cooperative Federation), Thailand (Tha-yang Agricultural 
Cooperative, Ltd.), and the Philippines (LIMCOMA Multi-Purpose 
Cooperative) were selected based on their business longevity, sustained growth, 
and reputation  for being among the best cooperatives in those countries as 
case subjects. Utilizing an exploratory research design, the authors pursued 
the comparative case analysis approach adapted from Mair and Schoen’s 2005 
study framework. Secondary data were gathered from on line sources.

Results and Findings
The Case Cooperatives 
The characteristics of the five case cooperatives are presented in Table 1 

and discussed individually thereafter.
Indian Farmers Fertilizer Cooperative Limited. The world’s largest 

fertilizer cooperative federation, the Indian Farmers Fertilizer Cooperative 
Limited, otherwise known as IFFCO, was established in 1967 in India with 
revenues estimated at US$3.84 billion for the period 2010-2011.  There are over 
39,800 cooperative societies associated with it at present, compared to  67 in 
1967 (IFFCO 2012).  It is ranked number 37 in the Fortune India 500 list of top 
companies as of 2011.

IFFCO is engaged in general insurance, fertilizer, rural telecom-related 
services, online multi-commodity exchange, risk management services, 
warehousing, coal-based power generation, food processing, agribusiness 
logistics/infrastructure, oil, and mining. It has expanded a network of local 
alliances and boasts of global ventures in Oman (ammonia and urea), Senegal 
(rock phosphate, phosphoric acid, and NPK fertilizer), Jordan (phosphoric acid), 
Dubai (special purpose vehicle for shipping and logistics of fertilizer, fertilizer 
raw materials and intermediate items), Canada, Peru, and Argentina (potash 
mining, oil, and gas), and Australia (rock mining and phosphates).  With these, it 
has effectively established global control over its own supply chain.

The business elements of customer interface, core strategy, strategic 
resources, and value network are highly adaptable and responsive to the times. 
Thus, it can be said that its business model is strong and sustainable.
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Relative to organizational structure, IFFCO is a network organization with 
sustainability embedded in its core strategy. Though its main product lines 
are chemical-based and are not “green” products, the continued widespread 
use of chemical fertilizers among agricultural producers ensures product 
marketability.

Japan Agricultural Cooperatives or JA Group.  The JA Group (oftentimes 
referred to as Zen-Noh or the National Federation of Agricultural Cooperatives) 
based in Japan is the top Global 300 cooperative federation in the agriculture and 
forestry category (Global 300 Report 2010). It is engaged in diverse industries, 
including the supply and delivery of  agricultural and livestock products, feeds, 
fertilizer, grain distribution, distribution services, environmental preservation 
activities, polished rice wholesaling, fresh and processed meat products, egg 
production, online shopping mall, financial services, mutual insurance, public 
welfare, newspaper information, publication and cultural programs, and 
tourism (JA Group 2012).

Extensive local alliances characterize the JA Group.  It is active in global 
ventures in the USA, Australia, Thailand, China, and Germany.

Customer interface, core strategy, strategic resources, and value network are 
highly adaptable and responsive to the times, from which it can be ascertained 
that its business model is sustainable.

Its organizational structure is a network organization with sustainability 
embedded in its core strategy since it has a company devoted primarily to 
green initiatives known as ZEN-NOH Green Resources Corporation.

National Agricultural Cooperative Federation (NACF).  Established in 
1961, NACF is ranked as the third largest cooperative in the agriculture and 
forestry category according to the Global 300 Report (2010) with 2.44 million 
farmer-members and 15.26 million associate members.  Its business activities 
include banking, agricultural marketing and supply, livestock marketing, 
supply, and extension services.

Local alliances are long-term and global alliances are maintained.
Customer interface, core strategy, strategic resources, and value network 

are highly adaptable and responsive to the changing times.  Recently, the 
NACF was spun off into one federation and two holding companies for ease 
in management.

A network organization with sustainability embedded in its core strategy, 
it focuses more on its social and economic objectives.

Tha-yang Agricultural Cooperative, Ltd. This cooperative based in 
Petchaburi Province, approximately 200 kilometers from Bangkok, Thailand, 
was organized in 1974. It is considered as one of the biggest multi-purpose 
agricultural cooperatives in the country with 2,145 members as of March 2006.  
Business activities include credit, deposit, banana export, and central market 
services (Thuvachote 2006).
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Local alliances are evident with an established global alliance with Toto 
Consumer Cooperative (TCC) in Japan where chemical-free Hom Tong 
bananas are exported.

Customer interface, core strategy, strategic resources, and value network 
are adaptable and fairly responsive to the times.

It is a budding network organization with strides towards sustainability 
evident in gearing its chemical-free, organic banana production for export.

LIMCOMA Multi-Purpose Cooperative (LIMCOMA). One of the long-
running and successful cooperatives in the Philippines, LIMCOMA was 
established in 1970 with 77 incorporators. It is engaged in the production 
of feeds, hogs, poultry and cattle, maintains an experimental breeding farm, 
offers animal diagnostic laboratory services, and operates meat processing, 
veterinary drugs manufacturing and services, food store, and distilled water 
bottling businesses. Over its 34 years of operation, membership has grown to 
5,900 members (SME.com.ph, 2013).

It is apparent that LIMCOMA focuses on local alliances only with farmer-
members as the primary customers.

Customer interface, core strategy, strategic resources, and value network 
are fairly adaptable and responsive to the times.

As a budding network organization with a substantial asset stash, its 
potential for exploring other ventures or lines of businesses is very high as it 
treads towards the economic sustainability path.

Common Patterns
What common patterns can be derived from these case subjects?  

Comparative results indicate that the membership base of the cooperatives 
under study in India, Japan, and Korea was extensive. These entities consisted of 
a federation of cooperatives which explains why its membership population is 
tremendous. Members demonstrated strong commitment to these cooperatives.  
This appeared to be evident as well in the case subjects in Thailand and the 
Philippines, though not as extensive.

Another insight that can be drawn is the degree of diversification. All five 
cooperatives showed highly diversified businesses which controlled most of the 
activities in their respective value networks. While these cooperatives started 
as agricultural cooperatives, these entities rapidly expanded their market reach 
and moved into non-agricultural businesses as well such as insurance and 
financial services.

The predominant organizational structure in all five cooperatives is that of 
a network organization. This explains how flexible and readily adaptable these 
entities are to the changing business environment.

Cooperatives in India, Japan, Korea, and Thailand established alliances 
both locally and internationally while for the cooperative under study in the 
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Philippines, only local alliances were evident. It is possible that such alliances 
were the offshoot of core strategy, strategic resources (e.g., core competencies, 
strategic assets, and core processes), and customer interface (e.g., information 
and insight, relationship dynamics, order fulfillment, and support) suggesting 
the importance of leadership and strategic planning.

The business model elements of customer interface, core strategy, strategic 
resources, and value network were all addressed by all cooperatives but in 
varying degrees as seen in the diversity of business activities undertaken as well 
as specific geographic reach. Thus, business models of cooperatives specifically 
in India, Japan, Korea, and Thailand were suggestive of flexibility, constantly 
evolving in apparent adaptation to the changing business environment. Over 
the course of their organizational life, these cooperatives were aggressive in 
pursuing opportunities, thus, expanding market reach beyond national borders.

Sustainability is embedded most specifically in the JA Group of Japan 
where green activities are undertaken. 

Strategic Implications
While some common patterns emerge among such sustainable cooperatives, 

it is apparent that each cooperative business model is unique as each responds 
differently given a diverse set of environmental challenges and prospects and 
influenced by each cooperative’s core competencies and constraints.

Philippine cooperatives can learn from the experiences of established 
global cooperative federations. Some suggestions include strategies aimed at:

1. strengthening leadership capability and membership commitment 
through more customized training in business management and 
entrepreneurship; 

2. incorporating a culture of innovation within their organizations;
3. pursuing local and global alliance-building;
4. considering market penetration, development, and expansion in their 

strategic plans in the context of value networks; and
5. reconfiguring their respective business models and organizational 

structures to the current  situation based on regular strategic planning 
and active management.
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Strengthening Capacities of Cooperatives
in Implementing Rice Post-Production

and Marketing in Laguna

Blanquita R. Pantoja and Winifrida D. Medina

 Abstract 
Pursuant to the provisions of the Philippine Cooperative Code 
of 2008 (Republic Act 9520), the Department of Agrarian 
Reform (DAR) Laguna Provincial Office proposed that three 
agrarian reform beneficiaries organizations (ARBOs) which 
included two cooperatives and one farmers’ organization 
undertake an enterprise that entails rice production, marketing, 
and postharvest handling or processing. This paper attempted 
to determine whether these ARBOs could operate the proposed 
project considering their strengths and weaknesses and the 
surrounding opportunities and threats. It relied heavily on 
the results of a study done in Nagcarlan and Bay, Laguna. The 
ARBO members reported an average yield of 4.35 metric tons 
per hectare (MT/ha) and based on this, marketable surplus 
was about 535 MT. While this is a relatively large volume, the 
ARBOs should be prepared to compete with traders who are 
the predominant market outlets in the aforementioned areas 
primarily due to credit-market tie-ups. The paper discussed 
the other weaknesses of the ARBOs as well as their strengths 
and the opportunities and threats that surround them. 
Recommendations on training needs and other courses of 
action that should be undertaken to strengthen the ARBOs were 
then provided to ensure sustainability of the proposed project.

Key words:  rice, production, marketing
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Introduction

Chapter X of the Philippine Cooperative Code of 2008 (Republic 
Act 9520) covers the agrarian reform cooperatives (ARCs). An AR 
Coop is defined as one organized by marginal farmers, majority of 

whom are agrarian reform beneficiaries (ARBs), for the purpose of developing 
an appropriate system of land tenure , land development, land consolidation or 
land management in areas covered by agrarian reform (Art. 88).

Article 93 (Privileges) of the said Code states that, subject to such 
reasonable terms and conditions as the Department of Agrarian Reform 
(DAR) and the Cooperative Development Authority (CDA) may impose, 
the AR Coops may be given the exclusive right to do any or all of the various 
production, marketing, and other economic activities in agrarian reform and 
resettlement areas. Pursuant to the provisions of the Code, the DAR Laguna 
Provincial Office (DAR-LPO) identified various economic activities that can 
be undertaken by the cooperatives and other agrarian reform beneficiaries’ 
organizations (ARBOs) operating within the agrarian reform communities 
(ARCs) covered by the DAR Laguna Provincial Office. One of these proposed 
income-generating projects is on rice post-production and marketing in 
Nagcarlan and Bay, Laguna.

The proposed project aims to enhance agricultural productivity and 
income for better quality of life for ARBs and their households in Barangays 
San Benito, Victoria, Dila and Puypuy, in Bay, Laguna through  provision  of  
rice  technology,  farm  inputs, and  farm  machineries  from  land preparation to 
harvesting.  Identified beneficiaries of the proposed project are initially 60 ARBs 
and three ARBOs which are the San Benito Multi-Purpose Cooperative, Dila 
Multi-Purpose Cooperative for Progress, and Puypuy Farmers’ Association.

Rice is a major crop grown in the province of Laguna. Moreover, the three 
ARBOs are familiar with rice production. However, with the bad performance of 
most cooperatives and other farm-based organizations, will the proposed project 
help uplift rice productivity and incomes of the members of the three ARBOs? 

Description and Source of Data
This paper is based on the findings of a research conducted by the 

Community Innovations Studies Center (CISC) for DAR-LPO and the National 
ARCCESS Project Coordinating Office (NAPCO). Data were gathered through 
focus group discussions (FGDs) and household surveys in Nagcarlan and 
Bay, Laguna. The FGDs covered three ARBOs, two of which are cooperatives 
(San Benito Multi-Purpose Cooperative and Dila Multi-Purpose Cooperative 
for Progress) and one a farmers’ association (Puypuy Farmers’ Association). 
Household surveys of 60 respondents, 30 members of the three ARBOs and 30 
non-members, were also conducted.
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Demand for and Supply of Rice in Region 4A
Data from the Bureau of Agricultural Statistics (www.bas.gov.ph) show 

that from 2005 until 2011, palay production in Laguna had been fluctuating, 
the lowest of which was in 2006 at about 106,688 metric tons (MT) to as high 
as 137,758 MT in 2008. In contrast, demand for rice had risen continuously 
during the same period due to increasing population in the province. Thus, 
the proposed intensified rice production project could help increase the rice 
supply in the area.

Current Situation of the ARBOs 
Strengths, Weaknesses, Opportunities, and Threats
Table 1 presents the strengths, weaknesses, opportunities, and threats of the 

three ARBOs that were brought out during the FGD. All the three organizations 
had assets which they can  utilize in the implementation of the proposed projects 
although both DMPCSP and Puypuy FA mentioned that their equipment  
needed to be repaired. Moreover, strong linkages of ARBOs particularly with 
government agencies gave the opportunities among the officers and some 
members to undergo extensive training on rice technologies and cooperative 
management.

Nevertheless, all organizations were besieged with low repayment rates and 
consequently experiencing financial difficulties; currently they have no sufficient 
operating capital to pursue business enterprises. Concomitant to these are the 
high number of inactive members with “dole-out mentalities” and a “wait-
and-see” attitude. Due to lack of operating capital, the ARBOs are unable to 
purchase the produce of their members and other farmers in their communities. 
Compounding this problem was the proliferation of traders in the ARCs who 
serve as competition and because of market-credit tie-ups, have an edge over the 
ARBOs.

The ARCs where these ARBOs are based have irrigation and good farm-
to-market roads. Due to good road conditions, different modes of public 
transportation are readily available, thus, the town proper is very accessible. 
With this, non-farm employment opportunities are open to the residents of 
the two ARCs.  In line with this, many of the youths were no longer interested 
in farming.

Basic social services such as health centers, electricity, and primary 
education are provided. In San Benito, however, only a Level I water system 
existed while in Dila ARC, Levels I, II, and III were found.  Furthermore, there 
is a secondary school in Dila ARC. Its accessibility somehow poses a threat to 
the ARBOs in terms of the ARCs remaining agricultural-based areas. With 
land conversion starting, selling and buying of either the land or land rights 
had ensued.
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Organizational problems.  The ARBOs face some organizational problems 
primarily the difficulty of loan collection. Others relate to inactive members, 
misunderstandings among officers and members, and lack of operating capital 
as revealed during the FGDs.   

Impressions of non-members on ARBOs. Most of the ARBO non-members 
had positive impressions on ARBOs in their communities. Around two-thirds 
(67%) thought that ARBOs provided skills and additional income to the 
families of the members although 17% admitted that they were not familiar 
with the activities of the organizations. Some farmers, however, did not want to 
join the San Benito MPC, Dila MPCFPI and Puypuy FA due to lack of interest 
and time for the organization’s activities. 

Status of Members
Characteristics of Member-Respondents
The survey results indicated that ARBO members were aging, averaging 59 

years old. They had relatively low educational attainment, with nearly half being 
elementary graduates/undergraduates while about 20% reached or graduated 
from the high school. This may eventually create problems in their absorption 
of additional trainings that will be conducted in the future. 

Majority of the household heads who were affiliated with the AR cooperative 
or organization were engaged in agriculture either as farmers and/or hired farm 
workers. A greater number of them did not have any secondary occupation. 
All of those engaged in farming planted palay. The heavy dependence on rice, 
with only few members cultivating other crops, poses risks in terms of farmer-
members being able to recover after the occurrence of calamities or pests and 
diseases. 

The respondents affiliated with the two AR cooperatives and one FA 
recorded a mean income of PhP219,503, 63% of which came from non-farm 
sources. Net on-farm sources posted a 30% share while 7% came from off-farm 
sources.

Trainings Attended
Consistent with the FGD results, one of the strengths of the ARBO   

members is their having attended several trainings. Eighty percent of the 
member-respondents of the three ARBOs were able to attend trainings which 
included farming techniques and organic farming (Table 2). Six member-
respondents had attended trainings related to either cooperative management 
or strengthening of cooperatives.

Credit Availment
Majority of ARBO members (60%) were able to avail of credit. About half 

of them secured loans from their respective cooperatives. Four respondents 
were able to get loans from micro-finance institutions (MFIs) while three, from 
traders or middlemen. The latter normally impose credit-market arrangements.  
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Other Support Services Received
Besides training and credit, members of the San Benito MPC, Dila MPCFPI, 

and Puypuy FA also received other forms of assistance. These included farm-
to-market roads, irrigation, fertilizer dispersal, seed dispersal, palay dryers, 
and crop insurance.

Crop Production Problems
While the member-respondents seem to have an advantage in terms of 

support services received, problems had also beset them. These included crop 
production dilemmas. The most cited problems were the incidence of pests, 
occurrence of typhoons, rat infestation, and flooding (Table 3).

Marketing Problems
Nearly three fourths of the member-respondents claimed they did not 

have any problem in marketing their produce. Among the six who had crop 
marketing-related problems, four lamented on the low farm gate prices of their 
produce; a few mentioned fluctuating prices of their produce and that they 
were not paid in cash by their buyer.

Market Outlets  
Traders and middlemen are the major market outlets in the area.  

Consequently, farm gates prices received by farmers are low since traders 
have the power to dictate prices given the credit-market tie-up arrangements. 
Because only the San Benito MPC remains active in terms of palay trading, 
only 27% brought their produce to the cooperative.  Farmers sold their 
produce to traders citing the following reasons: (1) they offered better 
prices, (2) they paid in cash, and (3) they had a credit-market tie-up with the 
buyer.  This was mentioned even by those who sold to the cooperative which 
implies that should the proposed sub-project push through with its plans of 
providing inputs to the beneficiaries and the inputs will be channeled through 
the ARBOs, the chances of success is greater. Accessibility and good prices 
offered were other reasons why farmers marketed their palay to cooperatives. 
Based on these reasons, the proposed palay production and trading project 
should consider two major factors. One is that the cooperative should be able 
to offer competitive prices, even higher than those offered by traders. Second, 
engaging credit-market tie-ups will make it easier for the cooperatives and 
FA to ensure their markets. However, they should be prepared to provide the 
inputs needed by the farmers. This should not be difficult given that such 
arrangement is already being done.

Projected Marketable Surplus  
The three communities considered were mainly rice cultivators indicating 

that the proposed sub-project is suitable to the areas. The rice farmer-members 
relatively had high marketable surplus at 68%. Average yield of the member-
respondents was 4.35 MT/ha per season and mean area planted is 1.57 hectares. 
The three ARBOs had a total of 587 members. Based on the survey results, 
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30% of the member-respondents sold their produce to the cooperative. With 
these figures, it is projected that about 176 members will sell their produce to 
the three ARBOs. The estimated volume of produce that these members will 
market to the cooperatives is 817.35 MT per season.
                                                                                             
Training Needs 

When the cooperative and FA officers were asked if they needed additional 
knowledge and skills in operating the proposed project, they said that they 
no longer needed additional training. Instead, they recommended that DAR 
deploy an overseer to supervise and monitor the project.

Officers and members stated that their children and non-member 
beneficiaries are the ones  to be trained; their  children, being  the  next  generation  
members  of  the organization. It was further reported that their children had 
undergone training like dressmaking and meat (tocino) processing, but due to 
lack of capital they were unable to pursue the business.  

However, when asked during the survey, some respondents still indicated 
that additional training is needed. These are on financial management/
bookkeeping/accounting and collection strategies, leadership, and intensive 
training on palay production and soil testing and analysis.  

The ARBO members mentioned that they need training on pre-membership 
education, members’ duties and responsibilities, value formation, livelihood, 
financial management, and importance of loan payment and collection.

Conclusions and Recommendations
The proposed rice production enhancement and marketing project for the 

two cooperatives and one FA is appropriate given that all members of ARBOs 
were cultivating rice. However, before pursuing this project, the ARBOs still 
need to be strengthened in terms of managerial capabilities and financial 
aspects.  

Trainings that will be undertaken had already been identified in the 
proposal. However, during FGDs, it was mentioned that most officers and some 
members had already undergone training such as palay check, integrated pest 
management, and various rice technologies. In order to save on costs and to 
avoid undertaking those that are no longer needed, it is suggested that training 
participants and modules should be carefully evaluated and chosen. To ensure 
proper succession of leaders, the second line of officers should be identified for 
training.

The ARBOs, particularly the San Benito MPC, should be able to devise a 
marketing plan after which market tie-ups and contract should be established  
in  order  to  ensure  the  viability  and  sustainability  of  the  proposed endeavor. 
Moreover, there should be sufficient market information not only on farm gate 
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prices but on the location of possible markets. Marketing agreements with 
buyers will also help to ensure that farmers get fair prices.

The ARBOs should consider that many farmers could not break their ties 
with traders immediately because of financial obligations and should therefore 
be prepared to compete with the traders. One suggestion forwarded during the 
discussion with stakeholders is for the organizations to offer higher prices than 
traders to entice their members as well as other community members to sell to 
ARBOs.  

The ARBOs should go over their policies to ensure sustainability of the 
proposed project. This involves determining the appropriate fees for rental 
services of equipment, pricing method for other inputs as well as for the 
produce, and when and how loans and payments will be made. Effective 
management including well-placed operational mechanisms for running the 
business is needed to sustain the proposed project.   
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Table 1.   Strengths, weaknesses, opportunities, and threats affecting the San Benito MPC, Dila 
MPCFPI and Puypuy FA identified during the FGDs, Victoria and Bay, Laguna, 2012
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Table 2.  Trainings attended by member-respondents of the San Benito MPC, Dila MPCFPI,and 
Puypuy FA, 2011

Table 3.   Crop production problems encountered by member-respondents of San Benito MPC, 
Dila MPCFPI and Puypuy FA member-respondents, 2011
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Utilizing Cooperatives in Building Forward
and Backward Linkages for Vegetables:

The Case of Rizal, Philippines

Blanquita R. Pantoja and Miriam R. Nguyen

 Abstract
Supply of vegetables in various markets in the province of Rizal 
comes from as far as Cordillera Autonomous Region (CAR) 
through Divisoria (a Manila market). Because they pass through 
several market channels, costs of vegetables are high prompting 
the Department of Agrarian Reform (DAR) to propose that 
cooperatives and other farmer-based organizations engage in 
vegetable production and marketing not only to help augment 
farm incomes but to boost the cooperatives as well, as they are 
currently undergoing financial difficulties. Using the results of 
studies undertaken in two municipalities in Rizal, this paper 
attempted to analyze whether or not cooperatives and farmers’ 
organizations could go into vegetable production, marketing 
and post harvest handling or processing given their strengths 
and weaknesses and the surrounding opportunities and threats. 
Recommendations on the appropriate interventions and 
assistance or support services necessary for the two grass roots 
level organizations to succeed in undertaking such enterprise 
were presented. 

Key words: vegetable, production, marketing
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Introduction

Supply of vegetables in the various markets in the province of Rizal 
in the Philippines comes from as far as the Cordillera Autonomous 
Region (CAR) through Divisoria Market in Metro Manila. Because 

the vegetables consumed in Rizal pass through several market channels, costs of 
vegetables are high.  Realizing the potential of going into vegetable production, 
some government entities in tandem with the private sector introduced small 
scale vegetable production projects or programs in selected municipalities in 
Rizal. Unfortunately, these projects were not sustainable and eventually ended 
up as failures. 

Nevertheless, government agencies, particularly the Department of 
Agrarian Reform (DAR), deem that venturing into vegetable production 
and marketing will help farmers increase their income. Thus, they propose 
that cooperatives engage in vegetable production and marketing not only to 
augment farm income but to boost the cooperatives’ profitability.

In current circumstances of the agrarian reform cooperatives, will they 
be able to engage in and sustain agri-business projects such as production 
and marketing of vegetables? Using the results of studies undertaken in two 
municipalities in Rizal Province, this paper attempted to determine whether 
or not cooperatives can go into vegetable production, marketing, and post 
harvest handling or processing given their strengths and weaknesses and the 
surrounding opportunities and threats.  

Description and Source of Data
This paper utilized data gathered from two studies conducted by the 

Community Innovations Studies Center (CISC) with funding from DAR, the 
Provincial Government of Rizal (PGR), and the National ARCCESS Project 
Coordinating Office (NAPCO).  The data were generated by means of focus 
group discussions (FGDs) and household surveys in the municipalities of 
Tanay and Angono. The FGDs covered two Agrarian Reform Beneficiaries 
Organizations (ARBOs), one of which is a cooperative, the Daraitan Agrarian 
Reform Community Multi-Purpose Cooperative (DARCMPC)which operates 
in barangay Daraitan, municipality of Tanay. The other ARBO is a farmers’ 
association, the MahabangParang Angono CLOA Holders and Farmers’ 
Association, Inc. (MPACHFAI) which is based in barangay MahabangParang, 
in the municipality of Angono.  The household surveys involved 98respondents, 
63 were members of the ARBOs while the rest were not affiliated with the 
aforementioned ARBOs.
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Research Findings
Production and Demand for Selected Pinakbet and Chopsuey Vegetables 
in Region 4A
An Ilokano dish from the northern regions of the Philippines, pinakbet or 

pakbet is popular throughout the archipelago. The primary vegetable ingredients 
of this dish are eggplant, string beans, ampalaya or bitter gourd, squash, and 
tomato. Most of these vegetables are readily available all year round, and are 
grown in backyards of most Ilokano households. On the other hand, chopsuey is 
a Chinese dish which has also become a prominent part of the Filipino cuisine 
consisting of vegetables like cabbage, cauliflower, and broccoli, among others. 

Among the provinces in the region, Quezon accounts for largest volume of 
eggplant production. In the case of cabbage, Laguna and Quezon are both major 
producers. Demand for both vegetables was consistently high from 2005 to 2011. 
There is a huge gap between eggplant production and demand, particularly in the 
province of Rizal, which is projected to continue until 2015. This situation is also 
true in the case of the other pakbet vegetables. Production of these vegetables can 
be a promising endeavor for the cooperatives.

For cabbage, only Laguna and Quezon produce the vegetable even as 
demand for the commodity is high throughout the Region 4A. Only Laguna 
produces broccoli and cauliflower. Vegetable production in the region appears to 
fall short of actual demand. This situation of inadequate supply is the reason why 
DAR recommends that some of the ARBOs operating in the ARCs particularly 
in Laguna and Rizal, engage in chopsuey vegetables production and marketing. 

Strengths, Weaknesses, Opportunities and Threats of the Organizations
The Daraitan ARCMPC owns an office and some equipment and the 

members, who own the lands they farm, are interested and willing to undertake 
the recommended vegetable production and marketing project (Table 1). The 
members also acknowledged that their officers are responsive to the needs of 
the members. Nevertheless, the cooperative is plagued with various problems 
including loan payment defaults and thus lacks capital for income-generating 
projects. The members lack know-how in growing chopsuey vegetables 
such as bell pepper, broccoli, cabbage, cauliflower, and snap beans. They 
seem unprepared to undertake supplementary income-generating projects 
since they lack business management training, particularly with respect to 
bookkeeping, marketing, financial management, and quality control. Above 
all, the cooperative does not have the necessary linkage or network.  

Still, a number of opportunities present themselves to Daraitan ARCMPC. 
For one, various agencies and institutions are prepared to provide them 
technical as well as financial support. During summer, the community has 
business opportunities since the Kaliwa River or Ilog Lamitan is converted into 
a resort, giving the residents the chance to sell their products to tourists. Other 
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opportunities for the cooperative include: availability of raw materials such as 
nito and tambo that can be used in handicrafts livelihood projects; security 
of tenure; and full support from barangay officials. Nevertheless, the Daraitan 
ARCMPC has to deal with the following threats:

1. On production - incidence of pests, high humidity, flooding and soil 
erosion, inadequate source of irrigation (the farms are far from the 
water source); and

2. On marketing - absence of steady markets with traders dictating 
the farm gate  prices as well lack of a permanent/concrete bridge to 
facilitate transport of produce.

Similar to the Daraitan ARCMPC, the MPACHFAI has an office and the 
members are enthusiastic to partake in the recommended project. However, 
the members also lack financial resources and the skills to go into vegetable 
production or operate a business. Moreover, most of the farmers in both Daraitan 
and MahabangParang have not really gone into full scale vegetable production 
with majority of them planting vegetables for home use consumption only.

The assistance of government entities like DAR and the local government of 
Angono through the Office of the Municipal Agriculturist (OMA) are promising 
opportunities for the subject organizations. But the officers and members of 
the MPACHFAI were apprehensive regarding certain threats, particularly the 
poor conditions of farm-to-market roads which affect the marketing of the 
proposed business. Moreover, the unsuitability of the community’s San Luis 
clay to vegetable production had been brought out, as well as the terrain of the 
farms which is upland rain fed. It was also pointed out that vegetables produced 
in nearby provinces which are brought to Divisoria and Balintawak markets 
pose stiff competition.   

Characteristics of Members
The survey results substantiate the results of the FGD and provide 

additional details on the characteristics of the members of the two ARBOs.
Crops planted. Except for string beans or sitaw, vegetables are not major 

crops planted by members of the two organizations. Vegetable production is 
more in backyard rather than commercial scale.  

Average household income. On the average, the members of the Daraitan 
ARCMPC and their household members earned PhP100,852 in 2011, 75% 
of which came from non-farm sources. Net on-farm and off-farm sources 
contributed minimally at 13% and 12%, respectively. Meanwhile, the average 
household income of MPACHFAI members was only about half of those of the 
Daraitan ARC MPC, at PhP50,016.  About two-thirds were contributed by net 
on-farm sources while 34% came from non-farm sources.  

Production Problems
Majority of the respondents, whether affiliated with the organizations or 

not, reported crop production problems. Occurrence of pests and diseases, 



Cooperative Enterprise Development: 61-70

65

thievery and bad weather conditions are the most frequently cited production 
problems in both ARBOs.  

Marketing Problems
More than half of those affiliated with Daraitan ARCMPC said they did 

not have access to markets while about 39% pointed out the low farm gate 
prices they received (Table 2). Inability of the organizations to serve as market 
channels is clearly seen through these responses. Meanwhile, poor condition of 
farm-to-market roads was the foremost marketing problem cited by the non-
members (60%) and half also claimed that farm gate prices were low. 

Market Outlets
The major market outlets of farmer-members in Daraitan ARC MPC were 

the traders and middlemen (54%) followed by the public market (33%). The 
cooperative also served as a market outlet but based on the responses, very 
few brought their produce to this entity. However, this somehow indicates that 
the cooperative can serve as a market channel if and when its technical and 
financial capacities are enhanced. Meanwhile, neighbors, friends, and relatives 
turned out to be the major market outlet of the MPACHFAI members (78%).  
Some 17% brought their produce to traders and middlemen.

For members of the Daraitan ARC MPC, cash payment (38%) and 
accessibility (33%) were the most critical factors why they chose their market 
outlets.  Nevertheless, good prices offered (25%) and ease of transaction (21%) 
were also things they considered. On the other hand, among MPACHFAI 
members, accessibility or nearness of the market outlet (88%) was the prime 
consideration.  More than a fifth put a premium on cash payment while some 
12% considered cash transactions.  

Accessibility was a prime concern of both ARBOs because of poor 
infrastructure in their areas. This implies that if the ARBOs only had the 
capacities to engage in marketing activities, many members will most likely 
sell to them because of their accessibility. The results also indicated that should 
the two organizations engage in marketing activities, they need to be prepared 
to offer competitive prices and pay in cash.

Support Services Received
Credit. In the MPACHFAI, only two member-respondents availed of 

credit.  Meanwhile, nearly half of those affiliated with the Daraitan ARC MPC 
mentioned they were able to borrow funds. Majority of the borrowers of the 
Daraitan ARC MPC obtained loans from banks (67%)and micro finance 
institutions (47%).

Training. One of the advantages of joining the two ARBOs was the 
opportunity to undergo trainings. Majority of the respondents claimed they 
attended training, though those from the Daraitan ARC MPC recorded a higher 
proportion (71%) than those affiliated with the MPACHFAI (62%). Among 
the Daraitan ARC MPC members, majority (77%) attended crop production 
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trainings. Similarly, most of MPACHFAI members (70%) attended training on 
farm production and related farm activities.  

Despite the training attended, some interviewees perceived that cooperative 
officers and members need to undertake additional training. In fact, about 68% 
of the respondents from the Daraitan ARC MPC mentioned that their officers 
need to undergo more training on leadership or cooperative management.  

Four of the ten Daraitan ARC MPC member-respondents cited that they 
need to undergo training on livelihood while 13% pointed to training on the roles, 
duties, and responsibilities of being a cooperative member. Nevertheless, more 
than a third felt that the members do not need to undergo any further training.

About 22% of the MPACHFAI member-respondents said that members 
have to be provided with training on new crop production technologies 
while 12% emphasized the importance of value formation. Two respondents 
mentioned the need for training on marketing and post production processing.  
Nevertheless, a fourth felt that members do not need training anymore.

Other assistance availed of. Besides credit and training, some of those 
affiliated with the two ARBOs received other support services. Among the 
Daraitan ARC MPC, these were seed dispersal (39%), fertilizer dispersal 
(26%), and farm-to-market roads (19%). For the MPACHFAI members, roads 
and seed dispersal were the major forms of assistance they received.

Problems of ARBOs
More than a fourth of those affiliated with Daraitan ARC MPC said that 

they did not have any problem while 23% complained that members were 
busy and that eventually nobody had the time to focus on managing the 
cooperative or had become inactive (Table 3). Similarly, 28% of MPACHFAI 
members claimed the ARBO had no problem. Around 19% admitted to some 
internal conflicts the were affecting their unity while 16% mentioned that some 
members criticize the slow processing of their certificate of land ownership 
awards (CLOAs). Some 12% said that there were members who were busy and 
did not have time for their organization.

Perceptions of Non-Members
Impressions on the ARBOs.  Generally, those who are not affiliated with the two 

ARBOs have a good impression on these organizations. Majority of non-members 
of Daraitan ARC MPC said that it has good management and has consequently 
extended help to the community.  However, some expressed negative views on 
Daraitan ARC MPC with some pinpointing that its policies were not good and the 
officers did not have the capacity to implement livelihood projects. 

More than two thirds (69%) among non-members of MPACHFAI also had 
positive views on the said ARBO and claimed that it was able to help its members 
and the community. Some 15% further said that officers are aggressive. Two 
respondents were critical of the organization. One claimed that the members 
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are not united while another mentioned that MPACHFAI does not own any 
farm equipment.

Reasons for not joining. Half of the respondents living in the community 
of the Daraitan ARCMPC claimed they were too busy to join the organization. 
Eighteen percent said they had no money to pay for the dues. Others had negative 
impressions of the cooperative with 23% admitting that they did not like the 
programs of the cooperative while 14% felt that the cooperative was not united.

Community Problems
Members as well as non-members of the two ARBOs enumerated various 

problems of the communities where they live in (Table 4). For those living in 
Daraitan, majority cited the lack of or inadequacy of roads which affected the 
marketing and transportation of farm produce, particularly vegetables which 
are perishable. The absence of a regular market was also pinpointed. Other 
major problems in Daraitan were the lack of financial assistance for livelihood 
programs, lack of employment opportunities, and the unstable wooden bridge 
which hinders the transport and marketing of goods. In Mahabang Parang, major 
problems cited include lack of employment opportunities and inadequate social 
services. Other respondents mentioned inadequate roads and lack of irrigation.  

Conclusions and Recommendations
Given the high demand and low production of pakbet and chopsuey vegetables  

in Regions IV-A, venturing into production as well as marketing of such crops 
will be beneficial to farmers who are in need of supplementary incomes. However, 
before doing so, support services should be provided through the DAR. Skills of 
officers and members of the Daraitan ARC MPC and MPACHFAI have to be 
enhanced. Survey results revealed that farmers did not engage much on vegetable 
production and this was validated by FGD results showing that most farmers 
planted vegetables on backyard scale or for home consumption only. Hence, 
intensive training on vegetable production should be extended to those affiliated 
with the two ARBOs so that volume of produce can be raised to commercial 
levels. Furthermore, lack of irrigation which was a major problem, should also be 
addressed.  Post harvest facilities such as a storage system should be provided to 
the ARBOs whose infrastructures were reportedly inadequate considering that 
vegetables are highly perishable crops. 

The Daraitan ARCMPC and MPACHFAI had no experience in collective 
marketing of crops; therefore their entrepreneurial capabilities, particularly 
their marketing know-how, must be enhanced through training. Moreover, the 
DAR should assist the two ARBOs in scouting for permanent markets and in 
securing contracts to ensure that the terms and conditions will not jeopardize 
the two organizations.  In line with this, linkages not only with market outlet but 
for sources of inputs as well should be established considering that vegetables 



Pantoja and nguyen

68

are input-intensive. The linkages and initial markets may eventually pave the 
way for possible market expansion in the future. Given the lack of capital of 
both the cooperative and the farmers’ association, the DAR should consider 
linking the two ARBOs with financial institutions which may provide them 
the necessary start-up capital. Existing infrastructure must be upgraded to 
facilitate transport of both products and inputs.  

Table 1. Strengths, weaknesses, opportunities, and threats affecting the Daraitan ARC MPC 
and the MPACHFAI, 2012
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Table 2.  Marketing problems encountered by members of the Daraitan ARC MPC, 2011

Table 3.Problems of the members of the Daraitan ARC MPC and MPACHFAI, 2011

Table 4.Community problems in Daraitan, Tanay and MahabangParang, Angono, Rizal, 2011
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Capital Build-up of the Rubber
Smallholders’ Cooperative:

Experience from Southern Thailand
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 Abstract
This paper assessed the impacts of different modes of share 
capital build-up by two rubber smallholder’s’s co-operatives, 
RSCoop, in Southern Thailand. The research was conducted 
during May 2010 to April 2012 with two subject coops, 
RSCoop A and B, selected by purposive sampling. Methods 
employed were investigation of data from related documents, 
participatory observations, and in-depth key informant 
interviews (KIIs).  RSCoop A and B were established in 1994 and 
1996, respectively. As of March 31, 2012, they had 83 and 170 
members, respectively, and US$11,978.75 and US$179,525.31 
in share capital. They differ in modes of share capital build-
up: (1) RSCoop A collects share capital once a year at the end 
of each accounting year while (2) RSCoop B automatically 
deducts 1% of latex value and adds it to a member’s account 
every time that member sells latex to the cooperative’s factory.  
Their financial statements in the past seven years showed that 
though RSCoop B significantly had more members and share 
capital than RSCoop A, its profitability and management ratios 
were not significantly bigger. It would appear that RSCoop A 
has a better business performance. However, it was found that 
RSCoop B may have greater opportunity for growth  due to 
resources it owned.

Key words: rubber-smallholder’s’s co-operative, share capital,   
 capital build-up
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Introduction

Rubber is a tropical plant which is very important for the Thai 
economy. In 2011, there were 3,001,797 hectares (ha) of rubber 
plantation all over the country accounting for US$11,978.71 million 

in exports (Rubber Research Institute of Thailand 2012). In 2009, 1.48 million 
households were growing rubber (Office of Agricultural Economics 2010) and 
90% of these households were smallholders who cultivate less than 8 ha of 
plantation (Buncha Somboonsuke et al. 2004).

Rubber-smallholders’ co-operatives (RSCoop) are rubber farmer-owned 
co-operatives. They were first established in 1994 since the critical price of 
natural rubber occurred during 1992 to 1993. At that crucial period, the Thai 
Government allocated a large amount for construction of fumed-and-smoked-
rubber factories. Rubber-smallholders were registered as community-based 
RSCoop groups to manage the factories. This was meant to raise incomes of 
rubber farmers, improve quality of their rubber products, and increase their 
bargaining power. Since 1994, almost 695 RSCoops have been established 
all over the country. But at the end of 2011, only 449 RSCoops with 77,041 
members and total share capital of US$38.1 million have remained active. 
The failed RSCoops faced many problems, most important of which was 
lack of capital. (Office of the Rubber Replanting Aid Fund 2009 and Poonsak 
Intarayota and Pakdee Buncharoen 2007).

In Thailand, many cooperatives lack capital. Thus, they are incapable of 
improving members’ quality of life. The future is characterised by changing 
environments, e.g., business competition, opening up of free trade and ASEAN 
market, climate change, and other developments that will affect the operation 
of cooperatives. Cooperatives need coping capacity in order to survive 
(Kriangsak Charoenwongsak 2011). As rubber plantations and markets are 
both faced with the changing environments, the RSCoops need enough capital 
to be strong enough to adapt. This paper evaluated two different modes of 
capital build up and their impact on the business performance of two subject 
RSCoops. This is a preliminary assessment based on a PhD dissertation which 
focuses on management modeling for RSCoops in Thailand.

Objectives
The aim of this paper was to assess impacts of share capital build-up on 

RSCoops in Southern Thailand.

Related Concepts
Cooperatives differ from non-cooperative enterprises in terms of goals. 

The objective of a non-cooperative enterprise is value maximisation for the 
firm owners. Cooperatives, on the other hand, have goals other than generating 
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direct profits for their members.  The cooperative environment does not adhere 
to the theory of profit maximisation through interdependence. Benefits of 
ownership are not gained from appreciation of cooperative stock value, but 
from assured access to competitively priced supplies, assured product market 
through the cooperative, or simply access to goods and services not available 
elsewhere. The simplified income statement of cooperatives compared to 
investor-oriented firms is as follows (Chesnick 2000):

The United States Department of Agriculture (2007) stated that financial 
management is a key to operating cooperatives. It involves managing assets 
such as cash, accounts receivable, inventories, fixed assets, and investments in 
other organizations. Sufficient member or equity capital and sound financial 
position must be maintained that will be acceptable to creditors, suppliers, or 
buyers of cooperative products.

At the same time, the greater the amount of capital held by the cooperative, 
the greater its ability to purchase more efficient technology, invest in staff training 
and education, and make other improvements in its business (Economic and 
Social Development Department FAO 2012).  Mellor et al. (2009) also supports 
the idea that for cooperatives, in general, growth is a prime indicator of 
success. However, for the individual cooperative, growth can be used to reduce 
the burden of fixed administrative costs, but once administrative costs as a 
percentage of total business have stopped declining, then further growth may 
not be an important objective.

Methodology
This research was conducted during May 2010 to April 2012 as part of a 

PhD dissertation. Two RSCoops in Southern Thailand were selected subjects 
using the purposive sampling technique.

The profitability and management ratios were analyzed by using data from 
the cooperative’s financial statements which usually report at the end of March 
every year. Data for the last seven years were used. The analyzed profitability 
measures were:

(1) gross margin to sales ratio (Prapan Sawaittanan 1995)
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 = ×
sales
100  gross margin,

(2) net profit margin ratio (Thongchai Santiwong and Chaiyot 
Santiwong 1998)

 = ×
sales
100  net profit,

(3) return on equity ratio (Thongchai Santiwong and Chaiyot Santiwong 
1998)

 = ×
equity
100  net profit,

(4) return on assets ratio (Thongchai Santiwong and Chaiyot Santiwong 
1998)

 = ×
assets
100  net profit,

(5) reserve capital to sales ratio (Mellor et al. 2009)

 = ×
sales
100  reserve capital,

(6) dividend ratio

 = 
shareofno

dividendtotal
.

,

(7) patronage refund ratio

 = ×
refundpatronage

100  net profit,

(8) other social funds allocated from net profit each year, e.g., public 
fund, educational fund, and member welfare fund to number of 
member ratio.

T-tests were used to compare the differences of means of each measure. 
Other impact aspects were analyzed by using data from participatory 
observations and in-depth interviews of key informants.

no. of share
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Results and Discussion
General Information on the RSCoops
RSCoop A and RSCoop B are located in the same sub-district, but 

different villages, in a southernmost province of Thailand (Figure 1). They 
were established in 1994 and 1996 with only 50 and 38 members, respectively.  
RSCoop is a village-based cooperative. Thus, its regulation on membership 
stated that its members have to be the villagers of where the factory is located 
or someone who lives elsewhere but owns a rubber–plantation in that village.

Each RSCoop owns a fumed-and-smoked-rubber factory which was 
funded by the Thai Government. The construction cost for one factory was 
about US$93,750.  Before approving the allocation, a land for locating factory 
had to be prepared. RSCoop A has been leasing land from two of  its members 
who receive annual compensation. RSCoop B used to borrow a member’s 
land but experience from other RSCoops and conflict between landlords and 
cooperatives made its board of committee (BOC) decide to eventually buy that 
land. At present, RSCoop B has its own land.

Businesses of the RSCoops
The two main businesses of both RSCoops are:
(1) Collecting rubber latex from their members to produce smoked-

rubber sheets. In the process of production, latex will be firstly made as 
raw-rubber sheets before putting in the rooms to be dried and smoked 
(Figure 2).

(2) Selling goods including fertilizers and raw rice to members. Both 
RSCoops do this business small-scale.

Financial and Management Performance
Membership and share capital. Data on share capital and number of 

members of the subjects from 2006 to 2012 are presented in Figure 3. The 
regular members of RSCoop A and B increased from 64 to 83 and 115 to 170, 
respectively. The rates of increase were 29.69% and 47.83%, respectively.  The 
share capital of both RSCoops increased from US$3,372 to US$11,979 and 
US$20,884 to US$179,525, respectively. The rates of increase are 255.25% and 
459.64%, respectively. It is shown that both RSCoops have been growing in 
both membership and share capital. The share values of both RSCoops were 
US$0.3125 each. When means of the share capital and number of member 
ratios were compared, they were found significantly different.  Each member of 
RSCoop B held more shares than members of RSCoop A (Table 1).

Modes of share capital build-up. The two RSCoops have different modes for 
building up share capital. RSCoop A collects share capital once a year, at around 
the end of each accounting year. RSCoop B deducts 1% of latex value each time 
it buys from a member and adds it to the individual’s share capital. RSCoop 
B adopted this policy as it observed that most people prefer to make frequent 
payments but in small amounts rather than pay once a year with a huge amount.
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Profitability and management ratios. The analysis of financial data in the 
past seven years in terms of profitability and other indicators of success of the 
cooperatives and their benefits to members and community are presented in 
Figures 4–13 and Table 2. Ten ratio measures were calculated and their means 
for the two RSCoops were compared.  All ratios were high indicating the good 
business performance of both RSCoops. When the means of the cooperatives 
were compared, it was observed that the ratios of gross margin to sales, reserve 
capital to sales, dividend to number of shares, patronage refund to net profit, 
and annual public fund allocation to educational fund allocation, were not 
significantly different. The ratios with significant differences were net profit 
margin (A > B, Sig. at 0.01), return on equity (A > B, Sig. at 0.05), return on assets 
(A > B, Sig. at 0.05), and member welfare fund to number of members (A>B, Sig. 
at 0.01).  Evidently, bigger capital does not necessarily result in higher profitability. 
Management efficiency is apparently a critical component of cooperative success.

Other Impacts
The research results showed that in spite of bigger capital, the profitability 

of RSCoop B was no better than that of RSCoop A. On the aspect of socio-
economic impact, however, the following were observed:

(1) RSCoop B has created more jobs for the villagers as at least 4 people 
have been hired permanently in the cooperative office.  RSCoop A 
has only one permanent staff.

(2) RSCoop B’s board of committee (BOC) has more time and 
flexibility for management tasks, especially decision- making and 
planning, as the board members do not have to work routinely in 
the factory because of having more personnel.  In contrast, RSCoop 
A’s BOC does not have the same flexibility as the cooperative has 
only one regular staff; they have to take routine factory tasks such 
as recording latex arrivals and delivering rubber products to the 
buyers.

(3) As higher capital can build higher credibility among creditors 
(United States Department of Agriculture 2007), RSCoop B received 
loan from a teacher cooperative to purchase its factory site. RSCoop 
B has owned land since 1998.  Meanwhile, RSCoop A continues to 
lease land from two of its members who receive annual rent. Data 
from the KIIs indicate that the landlords have been negotiating 
with the BOC for higher rent. Some RSCoops in Thailand had to 
abandon their business because landlords refused to give access to 
site where RSCoops factories were to be located.  To avoid such 
conflict, RSCoop A should consider land ownership.

(4) RSCoop B has more opportunity to grow due to higher technology 
for production and management, e.g., fuel-save oven for rubber-
sheet smoking, digital weighing machine, and computer equipment 
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for accounting system.  This allows future expansion in production 
that could contribute to operational efficiency.

Conclusion and Recommendation
At present, all businesses including cooperatives are challenged by change, 

be it climatic or socio-economic. Adaptability is vital for business survival.  
And while the research results indicate that big capital does not guarantee 
profitability, RSCoop B’s bigger capital compared to RSCoop A raises the 
former’s ability to make business improvements either in terms of technology, 
management, or social aspects of the enterprise.  For this reason, it is 
recommended that RSCoop A adopt RSCoop B’s strategy for capital build-up.

Source: https://maps.google.co.th

Figure 1. Map showing locations of the subject RSCoops for case studies, Southern Thailand, 2012.

Figure 2.  Production process of smoked-rubber sheets, Southern Thailand, 2012.
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Figure 3. Number of members and values of share capital of two RSCoops
in Southern Thailand, 2006 to 2012

Figure 4.  Gross margin to sales ratio of two RSCoops in Southern Thailand, 2006 to 2012

Figure 5.  Net profit margin ratio of two RSCoops in Southern Thailand, 2006 to 2012
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Figure 7.  Return on assets ratio of two RSCoops in Southern Thailand, 2006 to 2012

Figure 8.  Reserve capital to sales ratio of two RSCoops in Southern Thailand, 2006 to 2012

Figure 6.  Return on equity ratio of two RSCoops in Southern Thailand, 2006 to 2012
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Figure 9.  Dividend to number of share ratio of two RSCoops in Southern Thailand, 2006 to 2012

Figure 10. Patronage refund to net profit ratio of two RSCoops in Southern Thailand, 2006 to 2012

Figure 11. Amount of public fund allocated yearly of two RSCoops in Southern Thailand, 
2006 to 2012



Cooperative Enterprise Development: 71-83

81

Figure 13.  Member welfare fund to number of members ratio of two RSCoops in Southern 
Thailand, 2006 to 2012.

Table 1.  Share capital and number of member ratios of RSCoops case studies

Figure 12.  Amount of educational fund allocated a year of two RSCoops in Southern Thailand, 
2006 to 2012
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Table 2. Profitability and management ratios
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An Empirical Assessment
of the Effect of Horizontal Integration 

on the Individual Company Value

Kamila RůŽIčková and Petr Koráb

 Abstract
The process of horizontal integration of individual business 
entities indisputably represents various economic advantages 
for each and every cooperating business entity. These advantages 
can be seen also in the improvement of individual economic 
performance. In the paper, the indicator of the income value 
of the individual cooperating member company before joining 
the cooperation and after three years of cooperating was 
applied with the aim of providing an indicator that would be 
comprehensible, reproducible and efficient to operate. The 
results were compared with co-operative’s competitors, those 
who decided not to join and remain rather solo businesses. 
The method of residual income valuation model for estimating 
the company value and which has been used in a number of 
company valuation situations was adopted. In the paper, 
the theoretical overview on the assumptions which lead to 
grouping agricultural enterprises in cooperative entity is also 
provided. Finally, the findings confirming the difference in the 
individual member and non-member company value over time 
are summarized.

Key words: company value, co-operative entity, horizontal   
 cooperation, residual income
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Introduction

The global business environment of today presents great opportunities 
as well as potential threats. Companies not only in the Czech 
Republic, but also globally, have witnessed dramatic changes arising 

from the world’s economic crisis. Moreover, those changes are experienced 
throughout the industries and alternative management strategies need to be 
explored and employed. One of the re-established solutions is represented by 
business cooperation of enterprises within different sectors of the economy, 
including the agricultural sector. 

The role of agricultural sector indisputably belongs to the most important 
and irreplaceable source of economic growth (Fleischer and Tsur 2000, 
Randall 2002, and Chavas 2011). However, the economic performance of most 
agricultural companies presents rather unsatisfactory results (Kopta and Marsik 
2009 and Cechura 2010). Moreover, this sector is typical with the joint role of 
uncertainty and exogenous influences (Chavas 2011). In line with these, Albert 
et al. (2001) introduced several scenarios of potential future development of 
this sector and they claim that the answer for unfavorable development can be 
the cooperative initiatives. This phenomenon is evident within the European 
Union (EU) context: there were 30,000 agricultural cooperatives in 2000, 
whilst in 2009, the number of cooperatives rose to 250,000 entities (COGECA 
2000, cited in Arcas-Lario and Hernández-Espallardo 2003,and Pascucci, 
Gardebroek and Dries 2011). The relevance of cooperatives is then confirmed 
not only by practice (Co-operative facts & figures 2012) but also by theory 
(Sarris et al. 1999, Arcas-Lario and Hernández-Espallardo 2003,Bogetoft 
2005,Wolz, Fritzsch and Pencakova 2006,Amadieu and Viviani2011,Feng and 
Hendrikse 2012,Pascucci, Gardebroek and Dries 2011, and Pennerstorfer and 
Weiss 2012).

This paper studied two samples of enterprises in the agricultural sector. 
First is the individual member companies in the alliance of winemakers which 
decided to cooperate in marketing and sales management with the aim of 
boosting their economic performance. The other is the group of their business 
rivals who decided not to enter the alliance. The economic effects of entering 
the alliance were examined by a) member-company value measurement, and 
later on b) compared with the company value development of the non-member 
competitors. The company value calculation was outlined in the methodological 
part of this paper and was based on the residual income valuation framework. 
Since both samples have the same external unpredictable factors and exogenous 
influences, any increase or decrease in value may be connected with the fact of 
entering the alliance. Comparing and contrasting the motives of cooperation 
between cooperatives and alliance of winemakers may serve as the basis for 
potential improvement, especially in terms of the economic performance of 
the alliance. This perspective of comparing the individual wineries grouped in 
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the alliance with their business rivals from the same background has not been 
studied and published yet. 

This paper aimed to answer the question of whether joining a group in 
the agricultural sector influences individual member-company value. The 
residual income approach was employed for empirical verification of fulfilling 
the economic motives of cooperation such as improvement of the company 
credit, trustworthiness, and viability by increase in company value for owners. 
The value of both entities before joining and the value as a member of the 
group were examined. An attempt was made to provide arguments whether 
the assumptions from the literature on motives of grouping and benefits of 
membership are valid. 

Review of Literature
Models of Cooperating Entities
Besides agricultural cooperatives, many companies employ the strategic 

alliances having the form of mutual integration. According to Wu et al. (2009), 
strategic alliances are relationships based on formal agreements between 
companies willing to agree upon certain objectives; however, remaining 
independent companies. This kind of business cooperation is typical for 
international activities within the global field of business (Isoraite 2009) since 
strategic alliances can be considered as a response to the competitive environment 
(Dickson and Weaver 2011). These alliances are phenomenon of today (Gulati 
1998). They became even more popular due their ability to draw the greater value 
from the marketplace regardless the industry (Shah and Swaminathan 2008). 

Based on the fact that a cooperative is an autonomous group of persons who 
decide voluntarily to meet their economic needs through a separate enterprise 
which is jointly owned and controlled by all members, it can be concluded, 
that strategic alliances share the same principles. A cooperative is a company 
collectively owned by the independent primary agricultural producers as input 
suppliers within a production vertical and simultaneously, they are the partial 
owners and controllers (Bogetoft 2005,Feng and Hendrikse 2012,and Hernández-
Espallardo, Arcas-Lario and Marcos-Matás 2012). Many agricultural enterprises 
are grouped into the cooperating entities or groups of individual producers 
(Sarris et al. 1999, Arcas-Lario and Hernández-Espallardo 2003, Bogetoft 2005, 
Amadieu and Viviani 2011, Feng and Hendrikse 2012, Pascucci, Gardebroek 
and Dries 2011, and Pennerstorfer and Weiss 2012). The importance of these 
producers’ groups within the agri-food chain is verified by the substantial market 
shares in most EU Member States (Pennerstorfer and Weiss 2012). Their active 
role is felt for a very long time not only in the agricultural sector but in other 
sectors as well in many countries all over the world (Arcas-Lario and Hernández-
Espallardo 2003, Hansmann 1996, cited in Feng and Hendrikse 2012).
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As a consequence of the globalized market economy, agricultural 
cooperatives are being forced to change the orientation from a supply-driven 
to a demand-driven entity (Kyriakopoulos and Van Bekkum 1999, cited in 
Arcas-Lario and Hernández-Espallardo 2003). Agricultural cooperatives 
have to respond also with different strategies in order to remain viable and 
competitive in quality and in production costs and product prices. In Germany 
and Denmark, agricultural cooperative chose merging as a route; however, in 
Spain, collaboration among cooperatives was preferred (Perrot et al. 2001, Julia 
and Mari 2002, cited in Arcas-Lario and Hernández-Espallardo 2003).  The 
major driver of those entities performance is surprisingly not the financial 
investment of individual members but the intangible investments (Amadieu 
and Viviani 2011).

In this paper, company value improvement after accession to the group 
was considered as evidence of cooperation efficiency and confirmation of 
fulfilling the individual motives of cooperation. Even though there are several 
conceptions of company value according to the valuation purpose, the preferred 
one was the value conception presented by Kislingerova (2001): “exchange 
value of company based on willingness of both transaction partners but closely 
related to the future economic performance of the company, i.e., to the positive 
cash flow”. This conception is based on the market value definition introduced 
by the TEGoVA (The European Group of Valuers’ Associations) and European 
Valuation Standards (EVS): “The estimated amount for which the asset should 
exchange on the valuation date between a willing buyer and a willing seller 
in an arm’s length transaction after proper marketing wherein the parties had 
each acted knowledgeably, prudently, and without compulsion” (EVS 2012, p. 
15). The essence of this idea is: the higher the value of a company, the higher is 
the price if the exchange is the case, i.e., the information for investors what is 
the benefit they may receive if invest in a company (Kislingerova 2001).

Agri-business and Agricultural Cooperatives in the Czech Republic
In most central and eastern European countries (CEECs), the model of 

cooperating entities was employed during the Communism era. The original 
collective or state form of ownership was transformed into producer co-
operatives, small family farms or newly established forms as limited liability 
and joint stock companies (Csaki and Lerman 1997 and Swinnen et al. 1997, 
both cited in Sarris et al. 1999). Sarris et al. (1999) consider the commercial 
cooperation of small farmers with unexploited potential as important viable 
option for the future in CEECseven though there are severe technological and 
financial constraints.

This paper focused on agricultural enterprises in the Czech Republic, which 
are strongly affected by historical developments during the last 30 years. The 
historical events caused immense changes in their business strategies. Together 
with the development of new media and political environment, companies 
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have to deal not only with globalization or rapid evolution of new technologies 
but also with increasing bargaining power of retailers, post harvest hold-ups, 
or increasing demand for food (Viaene and Gellynck 1995 and Hendrikse and 
Bijman2002, both cited in Arcas-Lario and Hernández-Espallardo 2003).

Those enterprises were forced into the informal cooperation within the 
commodity not only vertically but also into adding other business activities to 
stay viable and competitive. Today, Czech agricultural companies are finding a 
path towards economic prosperity via modern managerial tools and consistent 
cost management due the fact that their business activities are, according to 
Cechura (2010), rather ineffective. Moreover, these companies still remain 
unprofitable with steep fluctuations of cash-flow (Kopta and Marsik 2009). 
Profits of these companies became directly dependent on public subsidies 
(Strelecek, Lososova and Zdenek 2007). On the other hand, this type of 
funding is inevitably related with any company enhancement within this sector 
of economy (Strelecek, Lososova and Zdenek 2007). Therefore, the potential 
for becoming a beneficiary of these financial sources rises with concentration 
of capital, knowledge, and experience, i.e., in co-operative entity. 

Benefits and Costs of Horizontal Cooperation
There are various benefits of cooperatives even though the overall economic 

evaluation is often undervalued or missing (Sarris et al. 1999,Arcas-Lario and 
Hernández-Espallardo 2003, and Bogetoft 2005). Pennerstorfer and Weiss 
(2012) present the major advantages of cooperatives: the attractiveness for 
capturing the fruits of large farming enterprise compared to small family farms 
or higher market power and improved market position. As far as the short-
lived products as milk or fruits and vegetables are concerned, the cooperatives 
are trying to actively market this production and reduce the risk of post harvest 
hold-ups (Staatz 1984, cited in Bogetoft 2005). Tirole (1988) states, though, 
that these issues on hold-ups can be effectively handled by using hedging or 
long-term contracts (Tirole 1988, cited in Bogetoft 2005). 

On the basis of mutual agreements between agricultural co-operators, 
most of these farmers deliver their production to the cooperative. However, 
Pascucci, Gardebroek and Dries (2011) proved, using the Italian dataset, that 
farmer- members of cooperative do not deliver their production only to the 
mother-cooperative, but also elsewhere. Moreover, there are also non-members 
delivering their production to the cooperatives. They introduce the soft and 
shadow memberships; the former involves membership without delivering and 
the latter involves delivering but not membership. Their findings confirmed 
that different strategies even within the cooperative sectors may be employed. 
Pennerstorfer and Weiss (2012) highlight the fact that each individual member 
can decide whether and how much to deliver to the cooperative and hence, 
the cooperative cannot control the quantity supplied to the market. Moreover, 
the increase in production lowers the final price on the market. The fact that 
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the cooperation entity cannot control the volume of production causes the 
negative externality of joint ownership of such entity.   

Besides uncontrolled delivery volume, there are also other limitations of 
cooperatives. For one, their governance structure which is rather decentralized 
may cause a problem in decision-making. Second area includes the problems 
with new members who benefit from the work of the old members; and finally, 
there might be a lack of interest in the long-term investments if the membership 
period is shorter than the potential benefits (Bogetoft 2005,Feng and Hendrikse 
2012,and Pennerstorfer and Weiss 2012). Stewart (1993) even states that it is 
not possible to efficiently run this kind of business due to conflict of interest 
since the customers and suppliers have direct interest in running it(Stewart 
1993, cited in Feng and Hendrikse 2012). 

The reasons for entering strategic alliances along with summary of the facts 
on motives of cooperatives are summarized in Table 1.

The essence of these alliances is when benefits exceed the costs (Wu et 
al. 2009). Elmuti and Kathawala (2001) state that through strategic alliances 
companies can penetrate markets that would otherwise be uneconomical since 
they form part of global networking process (Dickson and Weaver 2011). On 
the other hand, the success of the whole alliance is directly dependent on the 
individual strategic partner selection (Shah and Swaminathan 2008).

Method of Analysis 
In the pilot study, the unstructured interviews were employed to find 

motives of cooperation. These motives were examined and empirically verified 
in the primary research. The economic efficiency of cooperation was verified 
by the financial valuation framework where the company value was calculated 
as the present values of future expected quantifiable benefits (Tsay, Lin and 
Wang 2008). The economic efficiency is proved if there is a positive difference 
between before and after entering the cooperating entity. The model of residual 
income (RI) valuation, also known as the Edwards-Bell-Ohlson (EBO) model 
(Mishra and O’Brien 2005), was employed in two points in time: firstly before 
and then after the entering the grouping. Since the alliance was established in 
2006, the first valuation was conducted for the year 2005 (t) and the second 
valuation was calculated as at 2008 (t+3). This comparison served as evidence 
of economic efficiency of individual group’s member. The residual income 
valuation model (RIVM) and its empirical usefulness was presented by Lee 
et al. 1999 (cited in Mishra and O’Brien 2005). Various authors present the 
calculation of RIVM, for example,Skogsvik (2002), Bildet al. (2002), Landsman 
et al. (2006), Stubelj et al. (2009), or Elsner et al. (2012).  However, Plenborg 
(2002) expresses the RI approach in terms of financial ratios, as:
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         (1)

where P is the firm value, BV the book value of equity, ROE the return 
on equity, and re the cost of capital (equity holder). The RI is defined as 
the difference between ROE and re, known as spread, multiplied by the BV 
(Plenborg, 2002). 

The costs of equity capital (re) are estimated via build up model as heuristic 
model which determines re as a sum of risk-free rate and individually estimated 
risk premiums specific for particular company (Neumaierová 2005).This 
method is dedicated to the monitoring of key company financial indicators 
incorporating them into the formula:
         (2)
 

where rf is the risk-free rate and RP stands for additional risk and is calculated 
as:
         (3)

where all r’s stand for additional risks associated with company size, business risk, 
financial stability, and financial structure, respectively (Neumaierová et al. 2005).  

The sample consisted of two groups of companies: firstly, the alliance of 
winemakers and its individual members and secondly, comparable competitors 
as non-members of any kind of horizontal-cooperative entity. Both entities were 
founded and operate in the Czech Republicwithout any foreign investments. 
The financial reports served as primary information source drawn from 
Czech Business Register together with the unstructured interviews with the 
representatives of those entities. The dataset consisted of three members 
of the alliance of winemakers and three comparable competitors (Table 2). 
All observed entities are legal bodies according to the Czech law and order. 
According to keeping the business secret, all the respondents were labeled with 
capital letters A-F, where A-C stand for members of the alliance and D-F stand 
for their main business competitors, non-member companies. 

As the V8 alliance is the only alliance of winemakers in the Czech Republic 
and for the three remaining members, there was a problem of lack of data; the 
research sample for the Czech Republic cannot be larger.

Finally, findings from both samples were summarized and compared. 
The motives of cooperation was challenged with the theory and the empirical 
evidences were provided. All the findings were supported with the literature 
review on cooperatives, alliances of winemakers and company valuation as, for 
example,Amadieu and Viviani (2011), Arcas-Lario and Hernández-Espallardo 
(2003), Bogetoft (2005), Cassia and Vismara (2009), Chavas (2011), Plenborg 
(2002),andPennerstorfer and Weiss (2012).
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founded and operate in the Czech Republicwithout any foreign investments. 
The financial reports served as primary information source drawn from 
Czech Business Register together with the unstructured interviews with the 
representatives of those entities. The dataset consisted of three members 
of the alliance of winemakers and three comparable competitors (Table 2). 
All observed entities are legal bodies according to the Czech law and order. 
According to keeping the business secret, all the respondents were labeled with 
capital letters A-F, where A-C stand for members of the alliance and D-F stand 
for their main business competitors, non-member companies. 

As the V8 alliance is the only alliance of winemakers in the Czech Republic 
and for the three remaining members, there was a problem of lack of data; the 
research sample for the Czech Republic cannot be larger.

Finally, findings from both samples were summarized and compared. 
The motives of cooperation was challenged with the theory and the empirical 
evidences were provided. All the findings were supported with the literature 
review on cooperatives, alliances of winemakers and company valuation as, for 
example,Amadieu and Viviani (2011), Arcas-Lario and Hernández-Espallardo 
(2003), Bogetoft (2005), Cassia and Vismara (2009), Chavas (2011), Plenborg 
(2002),andPennerstorfer and Weiss (2012).

Results and Discussion
Firstly, results of unstructured interviews with representatives of member 

enterprises of V8 were presented. The aim of interviews was to detect motives 
of firms for joining the group. The outcomes of interviews were then compared 
with results from the literature on cooperatives’ motives to see whether there is 
a possibility of generalization.

In the case of Alliance V8, the motives of joining and participation in the 
group were  in accordance with the literature review. The research results of 
residual income valuation approach on the research sample were summarized 
in the contingency table (Table 3). The total number of value creating companies 
has increased from 4 to 5, from the year t and year t+3. Moreover, almost all 
companies have improved their values. 

Except for one company, all the member companies of co-operative entity 
have improved their values considerably (Table 4). However, the non-member 
companies or their business rivals have experienced less significant increase in 
values (companies D and F) or even decrease in company value (company E).

The individual value drivers were according to the residual income 
valuation method (RIVM) company equity (in the form of asset value) and 
discounted future profit in the form of future performance value. This future 
performance was estimated on the basis of so called spread, the difference 
between return on equity (ROE) and costs of equity capital (re), and equity as 
at the previous year. Therefore, the main value drivers are company’s equity per 
se, historical performance reflected by ROE, and financial risk depicted by re. 
It can be stated, in general, that the higher the net income, the higher the ROE; 
similarly, the better the financial situation in a company, the lower the costs of 
equity capital (re) (Neumaierova et al. 2005). Companies in the co-operative 
entity have enhanced their sales, therefore, their profits have increased and as 
a consequence, the overall financial situation of the company has improved. 

In contrast, non-member companies have experienced the same business 
environment, with the same business background, opportunities and threats, 
but because they did not join the co-operative entity their sales have not been 
enhanced as the member companies’ sales and therefore, their values rose 
more slowly.

Conclusions
In this paper, the impact of horizontal cooperation on company value of 

enterprises which joined an alliance of winemakers and their main business 
rivals who did not enter the cooperative entity was examined. Measuring the 
company value using residual income approach to company valuation before 
joining and as a member of cooperative entity and comparing the results 
with non-member business rivals, different results for the two groups were 
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identified. For the member companies, the results clearly confirmed that the 
company value increased after each enterprise entered the group. However, 
in the case of non-member business rivals, the results were not as clear and 
indicated increased as well as decreased company value within the same time 
frame. The reason of the differences in entering the group and starting mutual 
cooperation was noted. 

Since the comparison of cooperating entities within the agricultural 
sector with those who do not cooperate has not been discussed often by the 
other authors identified in the literature review, this topic is relevant due to 
the irreplaceable role of agriculture in each world economy. By analyzing the 
company value and by verification of cooperating motives in economic terms, 
the overall economic situation of agricultural companies can be enhanced and 
improved.

Further research on testing the hypothesis whether horizontal cooperation 
leads to higher company value should be done using a larger dataset of 
horizontally cooperating firms and in a larger market than the Czech Republic 
offers. A special attention should be paid to identification of determinants of 
company value for each member of the alliance.
Table 1. Motives of cooperation in strategic alliances and cooperatives, a review of literature

Source: Own compilation based on Isoraite (2009), Pitts and Lei, cited in Wu et al. (2009), Dickson and Weaver (2011), 
Elmuti and Kathawala (2001), Wu et al. (2009), and Pennerstorfer and Weiss (2012)

Table 2. Description of the samples

Source: Own work based on Czech Business Register (2012), unstructured interviews with research responders (2012), and 
corporate database Amadeus from Bureau van Dijk (2012)



Cooperative Enterprise Development: 84-95

93

Table 3. Research results on value creation summarized in contingency table

Source: Own work

Table 4. Value improvement

Source: Own work
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 Abstract
Under prevailing conditions in the business environment, many 
companies are compelled to forge new paths toward continuous 
prosperity and economic viability. Especially in the agricultural 
sector, there is a body of literature recommending various 
forms of integration both horizontal and vertical.  In the Czech 
Republic, there are many companies cooperating mutually; 
however, the key advantages have yet to be fully realized.  This 
article discussed two forms of horizontal cooperation, the groups 
of agricultural producers (APGs) as individual legal entities 
and wholesale entities (WEs) composed also of agricultural 
companies. Since the economic activity of agricultural producers’ 
groups differs from the economic activity of pure agricultural 
companies, there is a need to find a proper benchmark for this 
cooperation to assess their economic performance properly. 
This paper aimed to verify if WEs are suitable peer groups for 
APGs in examining the effect of subsidies on their economic 
performance. It also discussed the relevance and importance of 
APGs and highlighted their common features with WEs within 
the fruit and vegetable sector of Czech agriculture. The research 
results indicated potential consequences if the re-focus scenario 
of prospective Common Agricultural Policy of European Union 
beyond 2013 comes into force. 

Key words:  agricultural producers’ group, benchmarking, 
 CAP EU, Czech agriculture, economic    
 performance, EVA indicator, wholesale entities
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Introduction

The sector of agriculture in the Czech Republic, an EU member state 
since 2004, has witnessed many historical milestones, especially over 
the last 60 years: the World War II, the period of collectivization, 

the process of nationalization, the era of normalization, change of the socio-
economic formation in early 1990s (i.e., the Velvet revolution), and finally 
the privatization of previously nationalized companies. All those historical 
milestones were relatively crucial for the sector’s development and many 
companies were significantly affected. Today, the agricultural sector remains 
rather unprofitable, even as profitability has declined over the past few years. 
Moreover, new entrants are not matching the number of bankrupting or 
liquidating companies. The farmers’ age curve is rising (What is a small farm, 
2011) and the gross agricultural production per hectare continues to decline.

Assuming a country’s wealth is positively correlated with its agricultural 
independence, the Czech Republic used to be a rich country and in order to 
regain its stature among rich countries, several changes and adjustments need 
to be done. The Common Agricultural Policy (CAP) of the European Union 
(EU) is an initiative towards enhancing agricultural competitiveness not only 
at the national level, but also at the EU level. CAP provides a special subsidy 
framework: after complying with several criteria, companies may obtain 
external funding for their development and daily activities.

Every six years the European Commission presents a new CAP reflecting 
the current needs of EU farmers and farming companies. There is ongoing 
discussion about the next CAP after 2013, first in EU history negotiated as a 
“co-decision” between the European Parliament and the Council of Ministers. 
Therefore, this reform involves the positions of both Members of European 
Parliament (MEPs) and farm ministers from all the EU member states and 
hence the positions of all EU citizens which all together should jointly agree on 
the outcome. There are commentators expecting the new CAP to be in force 
from 1. 1. 2014, due to the dependency of CAP on the next EU budget for the 
period 2014 – 2020 (Soutar 2012). The prospective CAP reform introduces 
three different scenarios beyond 2013; the most innovative is called re-focus 
scenario and does not consider any public subsidy and instead introduces a 
new way of performing agricultural business without any external financial 
support. Considering that Czech agricultural companies are strongly 
dependent on public subsidies, it can be deduced that agricultural producers’ 
groups are similarly situated and their economic performance may decrease if 
public subsidies are eliminated.

Material and Methods
This paper firstly confirmed the comparability of agricultural producers’ 

groups (APGs) with the wholesale entities (WEs), since both are different 
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forms of agricultural strategic cooperation, with different codes of national 
industry activities CZ-NACE. Empirical verification of the subsidy effect on 
these entities was provided. Economic performance was measured initially with 
the effect of public subsidies and subsequently after excluding the subsidies 
from the economic value added (EVA) calculation. The subsidies are part of net 
operating profit after taxation (NOPAT); hence, the EVA was calculated based 
on both NOPAT with and without the public subsidies. 

The specifics of APGs and WEs were verified based on the sample of 10 
agricultural producers’ groups and 76 wholesale companies, both dedicated to 
the commodities of fruit and vegetables within the Czech Republic (Table 1).

For the purposes of this paper, the comparability of both research samples 
was examined by parametric one-way analysis of variance (ANOVA). ANOVA 
was accompanied by empirical verification of primary assumptions which 
were tested for homoscedasticity (Bartlett’s test) and normality of distribution 
(Shapiro-Wilk test). Non-parametric Kruskall-Wallis analysis of variance 
was employed when the assumptions of homoscedasticity and normality of 
distribution were not met. 

The quantitative data of observed entities were analysed by the chi-square 
test of independence, i.e., the dataset of 10 APGs and 76 WEs was analysed. 
In the case the null hypothesis (H0) is rejected, the dependence was further 
examined by symmetric measures, for example, by the Pearson’s contingency 
coefficient. The strength of association (in absolute value) of the measure 
lower then 0.3 means low association, between 0.3 and 0.7 means medium 
association, and above 0.7 means strong association. The research results 
presented the effect of public subsidies on the economic performance of APGs 
and provided evidence of potential consequences if the re-focus scenario of 
prospective CAP comes into force.

Finally, potential development of this topic was outlined. All the findings 
were supported with the literature review on APGs and measurement of their 
performance from various sources including Bogetoft (2005), Pennerstorfer and 
Weiss (2012), Feng and Hendrikse (2012), and Ruzickova and Vavrina (2012).

Agricultural Producers’ Groups and their Economic Performance 
National and EU subsidies for agricultural companies or groupings 

of such companies currently constitute an important and to some extent 
irreplaceable funding source. Consequently, these subsidies contribute to the 
overall economic situation of those companies. However, neither the public EU 
subsidies nor national subsidies are freely accessible to the entire agricultural 
sector. There is a selection process that screens applicants and only a part of 
the total number of applicants qualify. The Czech Republic has opened the 
door to the possibility of using finances from EU funds with its accession to 
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the EU in 2004. Nowadays, Czech agricultural companies may apply either for 
national or EU funding.  As far as the EU funds are concerned, in the 2007 – 
2013 programme period, these are the European Agricultural Fund for Rural 
Development (EAFRD) and the European Fisheries Fund (EFF). These funds 
are important tools for promoting competitiveness in agriculture and fishery 
and for the diversification of economic activities in rural areas.

There are several ways of enhancing Czech agri-businesses’ chances of 
obtaining external funding. One of them is cooperation with other companies 
due to the concentration of capital, knowledge, and experience (Pascucci, 
Gardebroek and Dries 2011). 

Clustering agricultural producers is not only an answer to funding 
questions, but to day-to-day concerns related agribusiness operations as well 
(Arcas-Lario, Hernández-Espallardo 2003, Amadieu and Viviani 2011, Feng 
and Hendrikse 2012, and Pennerstorfer and Weiss 2012). The specifics of 
these entities involve collective ownership of brand, a new legal entity labeled 
equity cooperation whose owners are independent agricultural producers 
inputs suppliers cooperating horizontally (Bogetoft 2005, Feng and Hendrikse 
2012, and Hernández-Espallardo, Arcas-Lario and Marcos-Matás 2012).  The 
relevance of these groups within the agricultural sector is verified by substantial 
market shares in most EU Member States and their sustained active role even 
in other economic sectors of many countries all over the world (Arcas-Lario 
and Hernández-Espallardo 2003 and Hansmann 1996, cited in Feng and 
Hendrikse 2012). Table 2 summarizes the major advantages and disadvantages 
of horizontal cooperation/ integration. 

Despite various undisputable advantages, overall economic evaluation is in 
major cases insufficient or not completely realized (Sarris, Doucha and Mathijs 
1999, Arcas-Lario and Hernández-Espallardo 2003, Banaszak 2005, Bogetoft 
2005, and Banaszak 2007). In other words, individual members of producers’ 
groups are shifting from the competitive approach to the cooperative approach. 
In so doing, individual competitiveness is enhanced and their bargaining power 
is improved (Commission Staff Working Paper: Impact Assessment  2011).

In this paper the absence of benchmarks of economic performance as basis 
for comparison and measurement, was considered as a significant disadvantage 
of producers’ groups because the economic essence of APGs is significantly 
different from the essence of pure agricultural companies (Table 3). 

Vavrina and Ruzickova (2012) therefore proposed WEs as potential 
benchmark for inter-company comparison and economic performance 
measurement (Table 4). Moreover, both groupings are beneficiaries of national 
and EU public subsidies. 

Whereas the APGs have opposite typical features to agricultural companies, 
the WEs constitute more appropriate benchmark for inter-entity comparisons, 
as verified by Ruzickova and Vavrina (2012) and illustrated in Figure 1.
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However, the nature of wholesale entities lies in buying and selling of 
agricultural commodities. Table 5 outlines the basic features of both APGs 
compared to WEs.

Economic Performance and Public Subsidies
To confirm the comparability of APGs with the WEs within the selected 

sample, ANOVA was employed. The results summarized in Table 6 indicate 
that WEs are at par with APGs. 

Selected results of statistical tests (Table 8) suggested that homoscedasticity 
and normality of distribution of the sample APGs and WEs based on Bartlett’s 
test for equality of variances (verified via Cochran´s test for equality of variances) 
and Shapiro-Wilk Normality test (verified via modified Kolmogorov-Smirnov 
normality test) was met only for the Solvency ratio indicator.  So, the parametric 
analysis of variance was allowed to be employed to verify whether both APGs 
and WEs come from population with the same mean of indicator Solvency 
ratio.  The results of this test proved the assumption at 5%  level of significance. 
To prove these results, the non-parametric analysis of variance was employed 
as well and the results confirmed the assumption that both samples of entities 
come from a population with the same mean of indicator Solvency ratio.

Other observed indicators did not meet either the need for homoscedasticity 
or normality of distribution for both APG and WE samples, even when 
Cochran´s homoscedasticity test and modified Kolmogorov-Smirnov 
normality test were employed. To verify the results of normality testing the QQ 
plots were elaborated as well. So, only non-parametric analysis of variance was 
employed.  Nevertheless, all results of non-parametric Kruskal-Wallis analysis 
of variance proved that APGs and WEs come from the population with the 
same mean of the aforementioned indicators. 

Statistical analysis of results of empirical research within selected economic 
performance indicators proved that within the primary analysis of this problem 
area, WEs appeared to be the suitable peer group for comparing economic 
performance of APG and employing analytical economic performance 
measures.

Assuming the WEs being comparable with the APGs, the effect of subsidies 
was further examined for both forms. The indicator EVA was employed for 
measuring the economic performance both with and without the effect of 
public subsidies which are parts of NOPAT. In case a company was a beneficiary 
of public subsidy, company name and the amount were listed publicly via the 
State Agricultural Intervention Fund. Whether the economic performance 
measured by the indicator EVA including the subsidies depended on the 
economic performance measured also by the indicator EVA was examined 
but this time without the subsidies. Therefore, the hypothesis H0: Creating/
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destroying EVA including the public subsidies and excluding the subsidies are 
independent was tested. 

Based on the results of the Chi-square independence test (and critical value 
approach) the hypothesis H0 at the given significance level was rejected. So, it 
can be said that creating/destroying EVA with subsidies depends on creating/
destroying EVA without subsidies within the observed sample.  In other words, 
this test examined whether the value creation with subsidies differs from value 
creation without subsidies (Table 8). 

Since value creation according to EVA with subsidies was not independent 
on the value creation according to EVA without subsidies, symmetric measure 
was employed (Table 8). The chi-square test of independence required to create 
a contingency table (Table 7) including the frequencies of companies according 
to the tested hypothesis: their EVA with and without public subsidies. The 
individual values of companies‘ EVA with and without public subsidies served 
as a basis for the calculation of the Pearson‘s coefficient which measures the 
strength of association between EVA with and without public subsidies. Based 
on the coefficient, the dependence between the EVA with and without subsidies 
is considerably positive. 
 These findings proved that:
1. If the entity is not creating value with subsidies included in the NOPAT, 

then  extracting subsidies from NOPAT will yield a negative value,
2. If  value is created with the subsidy effect, in majority of cases, value is still 

created even after the effect elimination (extracting the public subsidies 
from NOPAT calculation),

3. There are only several cases of starting destroying value when eliminating 
the subsidy effect.  
Since the dependency was considerably positive, it can be concluded that 

APGs and WEs within the observed sample will not be negatively affected by 
the aforementioned re-focus scenario of prospective CAP beyond 2013. Even 
though they are beneficiaries of public subsidies, their economic performance 
measured by EVA will not be weakened significantly if the subsidies are 
eliminated.

Results, Discussions and Conclusion
Based on the aforementioned findings, the economic performance of 

APGs can be compared with the WEs instead of pure agricultural companies. 
However, their activity and profitability may be only an effect of public subsidy. 
Therefore, in this paper, the European and national subsidies was subtracted 
from NOPAT (net operating profit after taxation) and the EVA (economic value 
added) indicator without these subsidies was monitored. Under this condition, 
with WEs as benchmark for APGs, whether the economic performance 
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measured by EVA with and without public subsidies is mutually independent, 
was verified since both samples are beneficiaries of both EU and national 
subsidies. 

The analytical indicator EVA was employed for the economic performance 
measurement: firstly, calculating NOPAT including the EU and national 
subsidies and then calculating NOPAT excluding these subsidies. Statistical 
analysis of results of empirical research within selected economic performance 
indicators proved that within the primary analysis of this problem area, WEs 
appeared to be the suitable peer group for comparing economic performance 
of APGs and employing analytical economic performance measures.

Assuming that EU and national funding are irreplaceable and directly 
affect the individual economic performance of every single beneficiary, it 
can be deduced that if the re-focus scenario comes into force, economic 
performance of major companies will be lower. However, this paper 
proved that creating/destroying EVA with subsidies depends on creating/
destroying EVA without subsidies within the observed sample. Based 
on this finding related to possible development of agricultural economic 
performance, there is a room for further and broader academic discussion.  

Table 1.  Profile of sample fruit and vegetable APGs and WEs, Czech Republic, 2012

Source: Own work based on Amadeus (2010)
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Source: Own work based on Pennerstorfer and Weiss (2012), Bogetoft (2005), and Feng and Hendrikse (2012)

Table 2. Advantages and disadvantages of cooperation

Table 3.  Comparison of APGs with non-WE agriculturalcompanies, Czeh Republic, 2012

Source: Own work based on Amadeus (2010)

Table 4.  Comparison of APGs with WEs, Czech Republic, 2012

Source: Own work based on Amadeus (2010)

1  Ratio of fixed assets to total assets 
2  Ratio of capital to total assets
3  Average age of inventory
4  Average collection period
5  Average payment period
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Source: Own work based on Amadeus (2010)

Figure 1. Selected financial indicators of agricultural producers‘ groups, wholesale entities
and agricultural enterprises, mean values

Table 5. Comparative profiles of APGs and WEs

Source: Own work based on Amadeus (2010)
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Table 7.  Contingency table – frequency of companies creating and destroying their EVA with  
and without the public subsidies, own work

Table 8. Results of the Chi-square independence test, including subsidies

Source: Own work

Source: Own work

Table 6. Statistical tests of observed economic indicators (significance level = 5%)

Source: Own work based on Amadeus (2010)
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Dairy Cooperatives in Indonesia
and their Roles in Rural

and Agricultural Development

Ratna Ayu Saptati and Eulogio T. Castillo

 Abstract
The development of rural areas and agriculture in Indonesia 
cannot be separated from the development of agricultural 
cooperatives. The efforts and programs done by the government 
to spur growth in agriculture and rural sector have been tied-
up with cooperative programs. The government introduced the 
cooperative system to provide various services to improve the 
farmers’ income and well-being. The Village Unit Cooperatives 
or Koperasi Unit Desa (KUD) were organized to deliver farm 
credit and agricultural inputs, market farm commodities, 
and perform other economic activities. The KUDs have been 
instrumental in developing an agricultural production system, 
enhancing self-sufficiency in staple foods, strengthening 
farmers’ market competitiveness, and promoting farmer’s social 
development. By 2011, there were 7,931 active KUDs and 95 
of which were dairy KUDs with about 125,000 dairy farmers 
– members. More than 85% of dairy KUDs were members of 
the Union of Indonesia Dairy Cooperative (GKSI). The dairy 
cooperatives handle the collection, chilling, and distribution 
of milk to milk-processing plants. Dairy cooperatives are 
important cooperative institutions and play significant roles in 
the development of dairy farming, a small farmers’ operation of 
four to eight cows per farmer. 

 Key words: dairy, cooperative, rural, agricultural
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Introduction

Agricultural cooperatives are effective vehicles in promoting the 
interests of farmers. Through cooperatives, farmers can improve 
the efficiency of production and marketing, have better business 

risk management, and increase income. In Indonesia, agricultural cooperative 
is an important economic institution in enhancing rural and agricultural 
development. The efforts and programs of the government to spur growth in the 
agricultural sector such as providing livelihood to a large number of people in 
the rural area have been tied-up to cooperatives program. To improve farmers’ 
income and reduce poverty in the rural area, the government of Indonesia 
introduced the cooperative system through the establishment of Village Unit 
Cooperative or Koperasi Unit Desa (KUD) in every village under Presidential 
Instruction No. 2/1978in 1978. The KUD was given the responsibilities to 
deliver farm credit and agricultural inputs, market farm commodities, and 
perform other economic activities to rural and agricultural sectors.

The cooperative movement in the post- independence Indonesia can be 
differentiated into the KUD and non-KUD. The KUD is the multipurpose 
cooperative institution at the village level and include farmers, farmworkers, 
small traders, and fishermen as members.  In contrast, the non-KUD segment 
includes thrift and credit cooperatives of civil servants, armed forces, industrial 
workers, and traders. The non-KUD segment is not organized vertically, 
while the KUDs are organized in a three-tier structure: the KUDs at the 
primary level; the PUSKUD, the federation of KUDs at the provincial level; 
and the INKUD, the affiliation of PUSKUD at the national level. The vertical 
integration of KUDs was organized by government with the main objective of 
maintaining the national food supplies in collaboration with Bulog (National 
Food Agency).  The activities of KUD include food processing, rice milling, and 
distributing farm inputs. The KUDs were equipped with facilities, warehouses, 
rice milling units, drying floors, transportation equipment, and a monopoly 
in the distribution of chemical fertilizers and disbursement of farm credit 
(Prakash 1997 in Octaviani 2004).

Over a long period of time, the KUD has been contributing to the rural 
economic development in terms of developing a modern national system of 
agricultural production, enhancing self-sufficiency in major staple foods, and 
strengthening farmers’ household economy by facilitating market access and 
competitiveness. The KUD also has been contributing a significant impact to 
the social and human development in the rural area through the extension 
of agricultural technological innovations, encouragement to participate in 
democratic decision-making processes and leadership, and farmers’ education. 
The KUD has been a pillar of agricultural development.  By 2011, more than 
188,181cooperatives have been organized, 133,666 units of which are active 
cooperatives and 7,931 units are active KUDs.
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Milk cooperative is one of the success stories of the development of 
agricultural cooperatives in Indonesia. Dairy cooperative is closely associated 
with the development of dairy industry and farmers’ development in Indonesia. 

This paper described the state of the dairy industry and dairy cooperatives 
and their roles in rural development in Indonesia. Information and data used 
in this paper were obtained from various secondary sources and published 
articles on dairy cooperatives. The method of information and data analysis 
was descriptive. 

Overview of Indonesian Dairy Industry
The development of dairy industry in Indonesia began with the importation 

of dairy cattle from Australia in the 19th century and Frisian Holstein (FH) 
from the Netherlands in the 20thcentury. The stages of dairy development can 
be divided into three: (1) Phase I before 1980, (2) Phase II 1980-1997, and 
(3) Phase III 1997 to present (Firman 2008). In Phase I, the development of 
the dairy farms was slow because dairy farming was treated as a side business 
of farmers.  Phase II was the stage where the government began to import a 
large number of dairy cattle in order to increase production and productivity 
of dairy industry.  At this stage, the government also protected the farmers by 
issuing an import rationing regulation through a joint decision of the Ministers 
of Industry and Trade, Cooperatives, and Agriculture, No. 236/Kpb/VII/82, 
341/M/SK/1982, and 521/Kpts/Um/J/1982 on 21 July 1982, which obliged the 
Indonesian Association of Milk Processors (IPS) to absorb milk from farmers 
with fair pricing (known as BUSEP, for Bukti Serap meaning milk absorption 
evidence letter).  By this import rationing regulation, farmers got a guaranteed 
market for their milk production and improved their bargaining position with 
IPS, because IPS can only import milk after they had absorbed the domestic 
milk ratio of 1:2 (1997).  This policy motivated farmers to produce and resulted 
in increased national milk production and a developed dairy industry until 
1998.   Other major regulations in dairy development included the issuance of 
import tariff, import licensing and state trading, and restriction on investment 
in milk processing. 

Phase III started in 1998 with the government’s removal of BUSEP 
through the establishment of Presidential Instruction (INPRES) No.4/1998, a 
consequence of signing with the International Monetary Fund (IMF) a letter of 
intent to globalize policy toward free trade. Without any protection from the 
government, the farmers were pushed to compete with dairy products from 
abroad, both in terms of quantity, quality and price.

Table 1 shows the development of dairy industry from 1980 to 2011.  During 
this period, the number of dairy cattle, milk production, and number of dairy 
farmers significantly increased, with average annual growth of 15.5%, 34.9%, 
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and 28.3%, respectively. A somewhat different pattern occurred for the number 
of dairy cooperatives. Although the aggregate number of dairy cooperatives 
increased, with an annual growth rate of 3% per year, the number of dairy 
cooperatives decreased quite dramatically since 2005. This was because many 
dairy cooperatives were not able to survive and some merged with the larger 
cooperatives.

Production Area and Productivity
In the last five years (2007-2011), Indonesia’s dairy cow population had 

increased annually by an average of 11.9% (Table 2). The Ministry of Agriculture 
reported that there were almost 597,000 dairy cows in Indonesia in 2011, an 
increase from 374,000 dairy cows in 2007.  Geographically, most dairy cattle 
(99%) were located in the island of Java, particularly in the provinces of East 
Java, Central Java, and West Java; the highland areas where climate is suitable 
for dairy cattle farming.  The province of East Java had shown the largest dairy 
population accounting for 49.6% of national dairy cattle population in 2011 
and had the largest annual growth rate over the last five years of 22.5%.  Central 
Java and West Java were in second and third positions with share in dairy 
population of 25.1% and 23.4%, respectively. 

Growth and Development 
Indonesia’s dairy industry is an important source of income and 

employment for 192,142 households of marginal/small farmers and landless 
laborers.  Most of dairy cattle (80%) are owned by smallholder farmers with 
dairy cattle ownership of less than 4 cows per farmer.  The rest were owned 
by farmers with 4-7 cows/farmer (17%), and by large - scale farmers (3%) 
who owned more than 10 cows per farmer.  Although most of the dairy cattle 
are owned by smallholders, corporate dairy farmers also play a special role, 
particularly in East Java where milk production increases at a rate faster than 
those of small farmers.

Production
National milk production steadily increased in the period 2007-2011, 

reaching 925,775 tons in 2011 (Table 3).  The average annual rate of increase in 
milk production was 12.6%.  East Java was the largest milk producer accounting 
for 58% of the national milk production, followed by West Java and Central 
Java with 29% and 10.8%, respectively. Over 85% of domestic milk production 
was sold to IPS.

The total domestic milk production contributed less than 30% of domestic 
milk requirement, and the rest of the requirement (>70%) was imported from 
New Zealand and Australia in the form of skim milk powder (SMP), anhydrous 
milk  fat (AMF), and other dairy products with a value of US$ 600-700 million 
per year. The imported milk was further processed by the IPS and by non-dairy 
processing industry.
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Productivity
Milk productivity of small farmers was 5-8 kg milk/cow/day, while that of the 

companies (large-scale farmers) was about 8-24 kg milk/cow/day (Mahyudin et 
al. 1997, Talib et al. 2001, Anggraeni et al. 2001, and Pallawarukkaet al. 2005).  
The milk productivity is equivalent to 3,069 liters of milk/cow/year (less than 
10 liters of milk/cow/day).  Among the producing provinces, West Java had the 
highest productivity at 3,891 liters/cow/year (IFS 2011).

Availability
The domestic milk availability was about 3.3 million tons in 2010, 70% of 

which was from imports.  Milk availability per capita was 13.4 kilograms per 
year in 2010, and 9.5 kilograms per year in 2009 (Table 4). 

Per Capita Consumption
Annual per capita milk consumption stood at 16.41 kg/capita (2010), a 

decrease from 18.47 kg/capita in 2009 (Ministry of Agriculture 2011).  The 
per capita milk consumption is lower than that of ASEAN countries such as 
Malaysia, Thailand, and Singapore.  USDA (2011) reported that the types of 
consumer products that continue to dominate the market are liquid ready-to-
drink UHT milk, sweetened condensed milk, and powdered milk, with a total 
market share of 26%, 35%, and 39%, respectively.  During the past five years, 
consumption of liquid ready-to-drink UHT milk grew the fastest at 17.39% 
annually, while that of sweetened condensed milk grew at 4.74% per annum.  
The consumers’ preference to consume fresh and natural products continues to 
boost the growth of liquid ready-to-drink milk.

There are more than 30 companies involved in milk processing in 
Indonesia with a combined output of 870,000 tons milk products (2009).  
The IPS represents the milk processing sector.  The IPS is composed of 13 
companies which include the major local companies Indomilk and Ultra 
Jaya and multinational companies Danone, Frisian Flag and Nestle.  The five 
major companies absorb about 85%of Indonesia’s milk production.  Sweetened 
condensed milk had the largest share of consumption in terms of volume while 
liquid milk had the fastest annual consumption growth rate in terms of volume 
(IFC 2011).

Export and Imports
The export of milk products from Indonesia decreased from 50,190 tons in 

2007 to 47,818 tons in 2010, worth US$88.51 million.  About two-thirds of the 
value of exports was sweetened condensed milk.  In 2010, Indonesia exported 
16,144 tons of fresh milk mainly to Singapore and Hong Kong, but this export 
was much smaller than import.  In 2010, Indonesia imported 231,396 tons of 
bulk dairy products worth US$815.51million (Table 5).  The main products 
imported in 2010 were SMP, WMP, and whey.  European Union, New Zealand, 
and USA were the main sources of dairy imports in 2010 with market shares 
by volume of 32%, 23% and 21%, respectively (IFS 2011).  The volume of milk 
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import makes Indonesia a net importer and offers a huge opportunity for 
producing fresh milk as an import substitute.

Marketing and Distribution of Dairy Products
The main players in the dairy supply chain are dairy farmers (smallholders), 

primary and secondary dairy cooperatives, milk processors, government, and 
input suppliers. Fresh milk is either sold to milk processors through cooperative 
or large dairy farmers/milk brokers (Figure 1). The marketing and distribution 
of fresh milk through cooperative is similar across region and essentially 
dominated by two groups, namely: milk cooperative (GKSI) and IPS.  Dairy 
farmer -members of cooperatives are obliged to sell their fresh milk to primary 
dairy cooperatives, which in turn sell to GKSI, and then to IPS.  The price level 
and quality standards are negotiable with GKSI and IPS. 

Farmers are required to meet a milk specification standard based on Total 
Plate Count (TPC), Fat, and Total Solid (TS). The milk specification varies 
across milk processors.  For instance, milk specifications of a medium size milk 
processor are: Fat - a minimum of 3.5%, TS - a minimum of 11%, TPC of below 
one million unit/ml, with no antibiotic and no carbonate, PH of 6.6-6.7, and 
acidity of less than 0.2%. 

The price received by farmers for fresh milk is relatively low. Currently, 
farmers get an average milk price of IDR 3,200 – 3,500/liter equivalent to 
US$0.36 – 0.39/liter.  Cooperative receives a higher price of IDR 3,650–3,850/
liter equivalent to US$0.41 – 0.43/liter (Table 6). The price of imported milk 
reached IDR 5,500/liter (US$0.61/liter). Ideally, the domestic milk price is 
80% of the price of imported milk, about IDR 4,500/liter (US$0.50/liter) at 
the level of IPS and IDR 4,000/liter (US$0.44/liter) at the farmer level.  Price 
of fresh milk in Indonesia is the cheapest among Southeast Asian countries. In 
Malaysia, the average price of milk is equivalent to IDR5,400/liter (US$0.60/
liter);Thailand, IDR5,200/liter (US$0.58/liter); Philippines, IDR 4,800/liter 
(US$0.53/liter), and Vietnam, IDR4,200/liter (US$0.47/liter).

The Dairy Cooperatives in Indonesia 
Beginnings
Dairy cooperative is an important institution in Indonesia and has 

significant contribution in dairy farming development. Dairy cooperatives 
are good entry points for improving dairy farming practices because of their 
direct relation with farmers.  Milk cooperatives first appeared in Pengalengan 
Bandung, West Java in 1948, and Pujon Malang, East Java in 1962.  The 
establishment of dairy cooperative in other areas followed later.  There are two 
types of dairy cooperative: Koperasi Unit Desa (KUD), the primary cooperative 
at the village level and the Indonesian Association of Dairy Cooperatives 
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(GKSI), the secondary cooperative.  Individual farmers are the members of 
KUD.  On the other hand, primary cooperatives are the members of GKSI 
which was formed in 1979.

The major role of dairy cooperatives are collecting and selling milk to 
the IPS or to the market, providing fodder for livestock, veterinary service, 
health, and loan services to members and families. GKSI performs various 
economics activities for primary cooperatives which they cannot economically 
do individually. In addition, because of its national network, GKSI represents 
the members in various national activities or programs. GKSI has developed 
and maintained a number of milk processing units and dairy cattle breeding 
stations.  The activities of GKSI are mainly handled by its branches in East Java, 
Central Java, and West Java. 

Categories 
Dairy cooperatives are classified into three categories based on the criteria 

of GKSI, namely: small cooperative, where milk production is less than 10 tons/
day; medium cooperative, where milk production is 10 - 30 tons /day, and large 
cooperative, where milk production is more than 30 tons/day.  Approximately 
60% of milk cooperatives fall under medium and large cooperative categories.  
A study on the performance of 51 dairy cooperatives in Indonesia (ICARD, 
2009) showed the distribution of cooperatives by size in various provinces in 
the island of Java (Table 7).  In Central Java and Yogyakarta, 80% of cooperatives 
are small.  In East Java, the dominant groups are medium to large.  West Java has 
a fair distribution of small, medium, and large cooperatives. The geographical 
distribution of cooperatives by size or group may have been influenced by 
the presence of processing plant owned by cooperatives.  Central Java and 
Yogyakarta, unlike in East Java and West Java, have no dairy processing plant, a 
factor which may have caused the proliferation of small cooperatives in Central 
Java and Yogyakarta.

Growth and Development
The development of the milk cooperatives started in 1979.  Since then, the 

number increased significantly until 1999, then declined sharply after 1999 
(Table 8) because many cooperatives were not able to survive the economic 
crisis that hit Indonesia during the period; others opted to merging.  However, 
the number of farmers and milk production continuously increased in multifold 
in the period 1999-2007. 

In 2011, there were 95 dairy KUDs in Java, of which 22 cooperatives 
were affiliated with GKSI West Java, 23 cooperatives with GKSI Central Java 
and Yogyakarta, and 50 cooperatives with GKSI East Java.  Some KUDs have 
exclusive arrangements to supply milk with 13 IPS; some have established their 
own milk products and brands for the local market. 

The number of farmer - members of primary cooperatives was about 
125,000 in 2011. Most notable large cooperatives are SAE Pujon (East Java), 
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KPSBU Lembang and KPBS Pengalengan (West Java), and KUD Musuk 
(Central Java).

Business Undertakings
Dairy cooperatives in Indonesia are multi-purpose cooperative enterprises.  

It means they do business other than dairy business. Some cooperatives have 
other businesses such as cigarette business units, maternity hospital, building 
rental, gas stations, and public service.  However, the efficiency of these 
businesses may not have been desirable due to high cost of loans and credit 
facilities from banks and other financial institutions.  Table 9 shows the range 
of business undertakings of cooperatives.  The number of businesses handled 
by cooperatives ranged from 3 to 9 units.  Large cooperatives have more 
businesses than the small ones due to the amount of assets and capital owned.  
Ideally, dairy cooperatives should focus on business associated with the dairy 
business, integrating systems from downstream to upstream subsystems.

Roles of Dairy Cooperatives in Rural Development
Dairy cooperatives play important roles in economic and social 

development of rural areas, especially in dairy centers.  On economic 
development, cooperatives have shown impacts in increasing income of 
dairy farmers through the help to farmers in increasing milk production and 
productivity, improving the quality of milk and milk prices, and reducing the 
cost of production.

Cooperatives help farmers in improving the quality and milk production 
through the provision of milking, storing, and transporting milk; and 
introduction of good dairy farming practices. Martindah and Saptati (2008) 
showed that farmer-members of KPSBU Lembang obtained milk prices higher 
than that received by farmers from other cooperatives in West Java (IDR2,527/
liter vs IDR2,410/liter or US$0.28/liter vs US$0.26/liter) and had milk 
production of 13 liters/cow/day, higher than the 10 liters/cow/day production 
of others.  This was due to the success of KPSBU Lembang in encouraging 
their farmer-members to do good dairy farming practices.  Hariyanti (2007) 
stated that dairy farmer-members of KUD Turen, East Java earned 16.6% 
increase in income compared to the previous year’s income.  The study of 
Asmaul (2009) showed that the Cooperative Agro Commerce (KAN) Jabung 
improved the welfare of its members through the provision of 14 free services 
and scholarships to the children of dairy farmers.

Cooperatives provide various services to farmers in all aspects of production, 
pre-production, and post-production operations which all contributed to the 
reduction of cost of production of farmers. For instance, in order to cope with  
rising prices of feed concentrates, dairy cooperatives produce feed concentrate 
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needed by its members, a second largest business of cooperatives after milk 
business (Yusdja and Sayuti 2002).

Dairy cooperatives help farmers by serving as ready market for their product, 
creating economies of scale of operation, increasing access to information, and 
improving farmers’ bargaining power.  Without cooperatives, dairy farmers will 
have problems in marketing their products due to the difficulty in fulfilling the 
requirements from IPS such as a minimum amount of milk delivery of 5,000 
liters/delivery, a requirement that cannot be met individually by farmers.  The 
success of cooperatives in improving the bargaining position of farmers began 
with the implementation of policies of BUSEP (import rationing) which require 
IPS to absorb milk from cooperatives. By this import rationing regulation, 
farmers got guaranteed market and fair price for their milk. To overcome the 
dependence on the IPS, many cooperatives like KPSBU Lembang and KPBS 
Pengalengan in West Java have pioneered in the development of pasteurized 
and UHT milk, a move which expanded market access and captured more of 
the value added for farmers (Saptati and Rusdiana 2008).

Cooperatives also facilitate farmers’ access to technology, government 
support services, and financial services which all contribute to increased 
dairy productivity. Dairy cooperatives employ thousands of people. In 2011, 
125,000 farmer-members and more than 192,142 small farmers and landless 
laborers depended on dairy farming for living. Dairy cooperatives help 
create growth in the rural areas. The production of fresh milk in West Java, 
East Java, Yogyakarta, Jakarta, and Central Java of about 1.2 million liters/day 
which was worth about IDR 2.5 billion/day moved the rural economy towards 
development and employment. Cooperative profits are re-invested in the local 
businesses enterprises and retained locally. Almost all dairy cooperatives do 
other businesses, such as feed mills, supermarket, and rental business, which all 
help in providing profits for cooperatives and employment to the communities.

On social and human development, dairy cooperatives have been 
instrumental in improving farmers’ knowledge in dairy farming, enhancing 
the knowledge and skills in cooperative  enterprise  management, improving  
the  education of family members, and preserving the culture and tradition 
of the villagers. The extension program of cooperatives provides services on 
animal health (preventive vaccination, pregnancy diagnosis and treatment 
of infertility), milk yield (improving the productivity and maintaining high 
yielding cow), feeding practices, propagation of fodder materials, and cow breed 
improvement. The study of Sulastri and Maharjan (2001) on the Warga Mulya 
dairy cooperative in Yogyakarta stated that 88% of the farmers mentioned that 
training helped them get new information related to their dairy activities.
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Summary and Conclusion
Dairy farming in Indonesia is composed of 97% smallholders with 4-7 

cows/farmer and most of them are located in provinces of East Java, West 
Java, and Central Java. The province of East Java is the largest production 
center accounting for 49.6% of the nation’s dairy population and 58% of 
milk production in 2011. The total milk production in 2011 of 925,775 tons 
contributed less than 30% of national requirement. The milk productivity was 
low (< 10 liters/cow/day) as well as the milk consumption (16.41kg/capita/year).  
More than 80% of milk produced was sold to more than 30 milk processing 
companies (IPS) through KUD at the village level and GKSI at provincial 
level. The price of fresh milk ranged from US$0.36 to US$0.39/liter at farmer 
level and US$0.41 to US$ 0.43/liter at cooperative level, lower than that of 
imported milk of US$0.61/liter. Ideally, the price of domestic fresh milk is 80% 
of the price of imported milk, about US$0.50/liter at the cooperative level and 
US$0.44/liter at the farmer level.  If the price disparity of fresh milk between 
domestic and imported is relatively large (>20%), it can cause the bargaining 
position of farmers / cooperatives to IPS to become weaker.  Conversely, if the 
disparity is very small (<20%), IPS would prefer to buy imported milk which 
have better quality than domestic milk.

Milk cooperatives were initially organized in 1948 in West Java and in 1962 
in East Java. There are about 95 primary dairy cooperatives and 4 secondary 
cooperatives (three at province level and one at national level) with about 
125,000 dairy farmer-members. The major role of dairy cooperatives are 
collecting and selling milk to the IPS or to the market and providing fodder for 
livestock, veterinary service, health, and loan services to members and families.  
About 80% of dairy cooperatives in Central Java and Yogyakarta are small 
cooperatives, while in East Java the dominant cooperatives are medium to large 
cooperatives. Notable large cooperatives are SAE Pujon (East Java), KPSBU 
Lembang and KPBS Pengalengan (West Java), and KUD Musuk(Central Java).  
Dairy cooperatives in Indonesia are multipurpose cooperative enterprises, 
meaning that the business operations are not only dairy business.  The 
number of business handled by cooperatives ranged from 3 to 9 units.  Large 
cooperatives have more businesses due to bigger assets and capital they owned 
than small cooperatives.

Dairy cooperatives play important roles in economic and social 
development of rural areas, especially in dairy centers. On economic 
development, cooperatives have shown impacts in increasing income of 
dairy farmers through helping farmers increase their milk production and 
productivity, improve the quality of milk and milk prices, reduce the cost 
of production, and make the market work better through the economies of 
scale of production. Cooperatives also help farmers in accessing technology, 
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government’s support and services, and financial services which all contribute 
to increasing dairy productivity. On social and human development, dairy 
cooperatives have been instrumental in improving the knowledge of farmers 
in dairy farming, enhancing the knowledge and skills of farmer in cooperative 
enterprise management, improving the education of family members, and 
preserving the culture and tradition of the villagers.

Given the tremendous role of dairy cooperatives in economic development 
of milk production areas and in the development of the national dairy farming, 
the support of government in empowering cooperatives is necessary. Such 
support could be in terms of creating conducive policy environment and 
providing technical services and financing to enhance the development and 
competitiveness of cooperatives.

Table 1. The progress of dairy industry, Indonesia, 1980-2011

Table 2. Dairy population, Indonesia, 2009-2011

Source: Inounuet al. (2003), GKSI and statistical book various issues 
              na = not available 

Source: Ministry of Agriculture (2011), modified.
Note:  a/ preliminary figure
 (   ) Figures in brackets indicate negative values
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Table 3. Milk production, Indonesia, 2007-2011

Table 4. Milk availability, Indonesia, 2007-2010

Table 5. Export and import of milk and milk products in quantity and value terms, Indonesia
               2009-2011

Table 6. Indonesian fresh milk prices received by cooperatives, 2011 (IPS price)

Source: Ministry of Agriculture (2011), modified
Note:  a/preliminary figure
          (   ) Figures in brackets indicate negative values

Source: Ministry of Agriculture (2011)
Note: a/preliminary figure

Source: Ministry of Agriculture (2011)
Note:  a/preliminary figure

Source: Union of Dairy Cooperatives (GKSI) in USDA (2011), modified.
Note:  US$ 1 = IDR 9,000
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Table 7. Number of cooperatives by group and their respective milk production, Indonesia, 2009

Source: ICARD (2009), modified.

Table 8. Selected indicators of growth and development of dairy cooperatives, Indonesia, 1979-2011

Source: Various statistical books
Notes: na = not available, b/ estimated   
Since February 1998, no import ratio, IPS free to import milk

Source: Union of Dairy Cooperatives (GKSI) in USDA (2011), modified.
Note:  US$ 1 = IDR 9,000

Source: ICARD (2009)

Table 9. Types of business undertakings of dairy cooperatives, Indonesia, 2009
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 Abstract
Myanmar cooperatives are moving towards promoting the 
welfare of the society in cooperation with the Ministry of 
Cooperatives and Central Cooperative Society Limited (CSS), 
the apex body of the cooperative movement. Cooperative Law 
of 1970 provided for the control and monitoring of cooperatives 
by the national Government along socialist principles. With the 
open-market economic system, a new law was passed in 1992 
which allowed for the government to reduce its influence in 
the day-to-day operations of cooperatives. Under the market-
oriented economy, Myanmar cooperatives are growing very fast 
due to the new policy environment and support of government 
in the development of cooperatives. Among different types of 
cooperatives, the credit cooperatives are most active. 
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Introduction 

The cooperative movement in Myanmar is led by the Ministry of 
Cooperatives. At present, cooperatives are involved in all sectors 
of the economy, namely: production-agriculture, livestock and 

fishery, forestry, mining and industry; services-savings and credit, health care, 
transportation, water and electric power supply; and trade- cooperative trading 
business, both foreign and domestic.

Myanmar’s cooperative sector is a four-tier system. The central cooperative 
society (CSS) is a member of the International Cooperative Alliance and is 
the apex organization. The second tier is composed of unions of cooperative 
federations. The third tier is the federation of cooperatives, and the fourth is 
primary societies. Primary societies comprise the basic tier of the cooperative 
system. An accelerated movement of cooperatives is needed in order to achieve 
the desired level of success under the new liberal treatment for cooperatives. This 
paper discussed the historical progress, status, and direction of development of 
cooperatives in Myanmar. 

Secondary data were used. The data for cooperatives were collected mostly 
from the Internet websites of Ministry of Cooperatives and Central Cooperative 
Society Ltd and FAO. For Myanmar agriculture, the data were mostly from 
the Ministry of Agriculture and Irrigation. Descriptive analysis was used in 
the study. There is a limitation on the availability of data because there are a 
few studies about cooperatives in Myanmar and the government has not yet 
adequately and effectively used the Internet in disseminating information on 
cooperatives.

Overview of Myanmar Economy 
The Republic of the Union of Myanmar is an agriculture-based country. 

About 32 % of the gross domestic product (GDP) comes from agriculture(Figure 
1) which employs more than 60% of the labour force. Population in 2009-10 was 
about 59.13 million (MOAI 2011).The agriculture sector is the major source of 
foreign exchange earnings, and supplies the bulk of basic food required of the 
citizens. Agricultural output grew at annual average rate of 1% in 1990-2011. 
The agriculture sector stimulates the growth of the economy and the income 
of its people. Since the Economic Development Year of 1992-93, the integrated 
development strategy has been put in place for agricultural development with 
specific sectoral objectives and policies (MOAI 2011).

Myanmar is currently trying to increase agricultural productivity and 
employment to achieve economic development for farmers and to alleviate 
poverty through various schemes such as micro-credit program, agricultural 
loan, small cooperative groups, and prescribed package of technology. 
Government efforts are aimed at increasing the income of farmers through 
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“increase of crop production”, the main objective of Ministry of Agriculture 
and Irrigation (MOAI).Opportunity for intensified agricultural development 
remains large because only about 12% of the land area of Myanmar is 
utilized for agriculture. Forest and other lands comprise the remaining land 
area (Figure 2). The major agricultural outputs are rice, pulses, sesame and 
groundnut,and Myanmar is a net exporter of rice, sugar, sesame, and maize 
(Table 1). Myanmar’s economic growth largely depends on energy and 
agriculture (Figure 1). Agricultural development is constrained by poor access 
to credit, lack of private land ownership, and inadequate infrastructure and 
inputs. Increase in agricultural productivity is essential for rural development 
and inclusive growth. 

Brief History of Cooperatives
Myanmar has a long history of cooperativism. The first agricultural credit 

society was founded in December 1904 in Pyin Oo Lwin (Maymyo). It was 
registered in January 1905in accordance with the Cooperative Credit Societies 
Act of 1904to provide savings and credit services to farmers. The cooperative 
model of Myanmar is the Indian Cooperative Act of 1904. Later, under Act of 
1919, the model similar to that of other South Asian British colonies was used in 
organizing cooperatives. Myanmar experienced economic depression in 1929 
onwards and many cooperatives were not able to cope with the crisis and had to 
be liquidated under a new Cooperative Act of 1927 and Act of 1956. When the 
Revolutionary Council came into power in 1962, the Cooperative Law of 1970 
was passed under which cooperatives were formed on territorial basis (FAO). 
Under the new Law, cooperatives were closely controlled and monitored and 
lost their voluntary character. In 1992, when a new liberal cooperative law was 
passed along with market-oriented economy, the autonomous character of 
cooperatives was restored in Myanmar, and government reduced its influence 
on the operations of cooperatives. 

The Ministry of Cooperatives is the government agency in charge of 
cooperatives and was first formed as the Ministry of State Cooperative and 
Commodity Distribution on 5 April, 1951. On 26 March, 1962, it became 
the Ministry of Civil Supply and Cooperatives after being united with the 
Ministry of Civil Supply Services. On 18June 1965, it was established as 
Ministry of Cooperatives. The Ministry lays down policies for national 
economic development through collective business undertakings, and for 
promoting socio-economic activities through cooperatives. The Ministry 
has two departments and one enterprise: Cooperative Department, Small-
scale Industries Department, and Cooperative Export and Import Enterprise 
(CEIE). The organizational structure and main functions of the Ministry are 
shown in Figure 3. 
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The Cooperative Department is responsible for regulations, organization, 
education, and supervision of cooperatives. It assists in the formation 
and development of cooperative societies following the basic cooperative 
principles. Another main function of the department is to advise and supervise 
the economic activities of the cooperative societies and to keep them in line 
with the government policy. The organizational structure is shown in Figure 4.

The Small-scale Industries Department was established to supervise 
cottage industries before World War II. In 1947, it was expanded to Directorate 
of Industries and in 1952,  it took the responsibility of developing private 
industries. In 1972, it was transferred to the Ministry of Industries, bearing the 
name Cottage Industries Corporation. In 1974, it was returned to the Ministry 
of Cooperatives and was named as the Cottage Industries Department. In 
1982, the 14 weaving schools were referred from the Department of Industry, 
Agriculture and Vocational Training under the Ministry of Education to the 
Cottage Industries Department. In 1997, the structure of the department was 
promoted from Grade 3 to Grade 1. The name of the department was changed 
again in 2011 to Small-Scale Industries Department.

The Cooperative Export Import Enterprise (CEIE) was organized by 
the Ministry of Cooperatives on 1 September 1994 to facilitate and promote 
external trade by cooperative societies. The CEIE is responsible for export 
promotional activities such as collecting, analyzing, and disseminating market 
information; identifying export potential and market;product development; 
negotiation and documentation; supervision;and control of export activities 
and support services for the cooperative societies to form joint ventures with 
foreign partners.

Status of Cooperative Societies
A cooperative society is a group of people who join hands on their own will 

to collectively fulfill their economic, social, and cultural needs. With an end 
view of having cooperatives become self-reliant and self-motivated business 
enterprises in the market-oriented economy, the Cooperative Societies Law was 
enacted on 22 December 1992. Under this Law, a primary cooperative society 
may be formed with a minimum of five associate or naturalized citizens, who 
are at least 18 years old. People who wish to form a primary cooperative society 
may contact any cooperative department to have the cooperative society 
formed and registered with the Department. A national support structure led 
by the Ministry of Cooperatives is shown in Figure 5.

A Cooperative Syndicate may be organized with at least three primary 
cooperative societies. The Union of Cooperative Syndicate and Central 
Cooperative Society are composed of cooperative syndicates. As of June31, 
2012, there are 11,635 cooperative societies in Myanmar. They were composed 
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of one central cooperative society (CCS), 20 Union cooperative syndicates, 456 
cooperative syndicates, and 11,158 primary cooperative societies. There are 
440 member-societies in CCS, 384 in union cooperative syndicates, 10,667 in 
cooperative societies, and 1,879,260 in primary societies (MOC 2012).

The Central Cooperative Society Limited (CCS)was restructured in 
accordance with the Cooperative Societies Law of 1992. A non-governmental 
organization, it is the apex organization in the Myanmar cooperative 
movement, an amalgamation of cooperative federations and unions, with 440 
member-societies. It is managed by a Board of Directors of 35 members with 
a total share capital of Kyats 495 million. CCS is financed through member 
subscriptions. CCS collaborates with Cooperative Bank (CB bank) of Myanmar,  
and participates in the affairs of international cooperative organizations such 
as the International Cooperative Alliance (ICA), ICA-Regional Office for Asia 
and Pacific, Credit Union Foundation Australia (CUFA), and Association 
of Confederation of Credit Unions of Asia (ACCU). It also coordinates and 
cooperates in the cooperative development efforts within the country. Training 
and education is the most important activities of CCS, including those for 
BODs of societies, cooperative management staff, micro-credit loan officers, 
and CCS staff. It also promotes local seminars and workshops.

Economic Activities 
There are three sectors of cooperatives that perform economic activities, 

namely: Production, Services, and Trade.
The Production sector is composed of agriculture, livestock and fishery, 

forestry, and industrial cooperative societies.
Agriculture: In fiscal year 2007-2008, there were16,164 agricultural 

cooperative societies producing paddy, legumes, groundnut, and sesame in 1.8 
million acres and total earnings of 158,256 million kyats. In 2011-2012, the 
number of cooperatives declined to 4,348 agricultural cooperatives cultivating 
1.73 million acres (1 ha = 2.47 acres) and earnings of 51,752.6 million kyats 
(1 US$ = 850 kyats as of 2012, average rate). Some examples of agricultural 
producers’ cooperatives are Soe and Phyu Lungwe Areman.

Livestock and Fishery: There were 1,259 livestock and fishery cooperatives 
producing goods for domestic needs and export. The total production value 
was 19,078 million kyats in 2007-2008 and 15,773.65 million kyats in 2011-
12. Some of livestock and fishery cooperatives are Anawardevi and Sea Wolf.

Forestry: Various forest products are also produced by the cooperatives 
such as bamboo, nipa palm, thatch, mangrove cane, wicker, honey, bat guano, 
medicinal herbs, marsh date palm, cutch, nipa palm juice, cassia bark, and 
cinnamon bark.

Industrial Cooperatives: In 2007-2008, there were 551 industrial 
cooperatives producing food and beverages, clothing, construction materials, 



seine, Castillo, and Pabuayon

128

household goods, and industrial raw materials with a total value of 51 million 
kyats as import substitutes. In 2011-2012, the number of industrial cooperatives 
increased to 587 and their total value increased to 30,095.6 million kyats. 

The Services sector includes saving and credit, hotel and motel, health care, 
rural development, and women cooperatives.

Savings and Credit Cooperatives: As of 2012, there are 1,190 credit 
cooperatives performing saving and credit activities. The village cooperative 
societies were organized to extend loans to low income households. The 
bazaar cooperative and microfinance societies were formed to do business at 
low interest rates. Financial activities are being operated with the Cooperative 
Bank (CB bank) which cooperates with member-share holders of the bank, 
various levels of cooperative departments, and cooperative societies.

Hotel and Motel Business Services: Hotel and motel business services are 
being carried out in 83 townships all over the country. 

Cooperative Health Care Services: There are143 cooperative societies 
which undertake health care services in 2 hospitals, 146 general clinics, and 13 
indigenous clinics with 193 doctors and 147 nurses in 2011-2012.

Cooperative Rural Development Services: The 275 cooperative societies 
are the leading institutions supplying 285 artesian wells of clean water to 
rural areas in 70 townships. Electric power is supplied by the190 cooperative 
societies in 190 villages of 130 townships. The Myanmar Investors cooperative 
society produces husk-consuming gas engines that can be used with generators. 
Nyaun-Oo-Man cooperative society undertakes transportation services. 

Women Development Cooperatives: These cooperative societies provide 
technical trainings such as knitting, sewing,and other handiwork to women to 
generate income and improve standard of living. Women cooperatives are the 
leaders in doing services for children at the Day Care Centers.

The Trade Sector is engaged in trading business which is done by cooperative 
societies distributing commodities throughout the country. Myanmar Arts and 
Handicraft shops are situated at Cooperative Commercial Centre exporting 
Myanmar souvenirs and handicrafts under the export permit of Ministry of 
Cooperatives. Other major exports are agriculture products (pulses and beans, 
maize, and oil cake), marine products (fresh and sea water fish and prawns), 
forest products (hardwood wooden ware, rattan and rattan products, rubber,and 
honey) and handicraft (tapestry, puppets, lacquer ware, wood carving, and 
musical instruments). Major imports are edible palm oil, household goods, 
fertilizers, farm equipment, and small tractors. Major trade partners are Japan, 
India, Malaysia, Hong Kong, South Korea, China, Singapore, and Thailand. 
Trade fairs and market festivals are usually held to promote domestic and 
international trade. Economic performance of cooperative societies is shown 
for the period 2009-2011 in Table 2 (MOC 2012). During 2010-2011, the trade 
sector earned about US$48 million from exports.



Cooperative Enterprise Development: 123-135

129

Human Resource Development 
Education. To develop human resources, a number of cooperative 

education and training institutions have been established. The two cooperative 
universities in Thanlyin and Sagaing confer Bachelor of Business Science 
wherein qualified graduates can continue graduate studies in the Yangon 
Economic University leading to Master of Economics, Master of Commerce, 
and Master of Accountancy degrees. The two cooperative colleges in Mandalay 
and Phaunggyi award Diplomas after completion of two-year courses. The 
graduates can pursue college degrees in Cooperative Universities, Economic 
Universities, and University of Distance Education.

Training.  Several trainings are being offered by CCS for BODs of societies, 
cooperative management staff, and micro-credit loan officers in cooperative 
training schools. Myanmar Lacquer-ware and Weaving College is being 
promoted to confer diploma degree to ensure technological development for 
the youth.

International Collaborations 
The Myanmar cooperative movement collaborates with international 

cooperative organizations such as ICA and ASEAN Centre for the Development 
of Agricultural Cooperatives (ACEDAC). Myanmar has been celebrating 
the annual International Day of Cooperatives on the first Saturday of July 
since 1996.Myanmar agriculture cooperatives participate in the activities of 
ACEDAC and Myanmar Agricultural Cooperatives officials attend ACEDAC 
meetings. 

Credit Cooperative Movement 
The credit cooperative society was the first cooperative formed in the 

country. Then, microcredit was introduced in 1905 to help farmers overcome 
intense poverty. At present, there is a Microcredit Cooperative Society Ltd. 
composed of nine microfinance institutions (MFIs) to extend loans to the 
poor. The Ministry of Cooperatives and Central Cooperative Societies carry 
out microcredit sources to poor people in rural areas.

The Ministry of Cooperatives implements microcredit sources through 
the saving and credit activities by forming the government saving and credit 
cooperative societies for the social welfare of the staffs and their families such as 
enrollments of children in schools. In 2012, there were 1,190 credit cooperatives in 
291 townships throughout the country. Village cooperative societies are organized 
to support the credit needs of low income households and their members. The 
bazaar cooperative societies, a group of market vendors and sellers, and the 
microfinance groups, the group of wage-workers and small business owners, are 
formed to support their business with loans at low interest rates.
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The CCS, with 164 microcredit societies comprised of 60,358 individual 
members in 2010, leads the microcredit activities to its members by generating 
loans at low interest rates. After two years of participating in microcredit, the 
societies may become member of Microcredit Cooperative Society Ltd. from 
which a member can borrow from 30,000 Kyats up to 300,000 Kyats for regular 
loans and up to 300,000 Kyats of special loans like family health care and 
children’s education. Thus, consistent with state policy and the cooperative law, 
microcredit societies in CCS help reduce poverty. 

The activities of cooperative unions are governed by a Board of Directors 
with five full-time members such as Chairman, Vice Chairman, Secretary, 
Vice Secretary, and Director. There may also be part-time members. The 
Board of Directors has 4-year tenure. Meetings of full members of the BOD 
are held once a year but may be done more often,if necessary. (http://www.
newthinking.org.uk )

Problems and Challenges Facing Cooperatives 
A number of problems face cooperatives in Myanmar. 

1) Stagnation of membership and assets. The total number of members and 
assets of the credit cooperatives are declining. There is a need to prop up 
the people’s interest in cooperatives.

2) Limited out-reach. Credit cooperative societies focused on ‘middle-class’ 
customers and do not reach out to rural areas yet. Credit access to poorer 
people should be extended. 

3) Negative real interest rates on deposits. The negative real interest rate has 
reduced the liquidity and the capacities of the cooperative societies to 
increase their lending activities.

4) Limited inter-lending. The Credit Union has limited outstanding loans so 
that syndicates cannot lend directly to primary societies. 

5) Limited support for training and development. Support provided by the 
Department of Cooperatives on education and training for cooperatives is 
still limited although two cooperative universities, two cooperative colleges, 
and some training schools exist to provide these services to cooperatives 
and their members. 

6) Limited facility for operations. Credit is manually operated by the Department 
of Cooperatives. Due to inadequate facilities, control and supervision, the 
operation of large societies is difficult. Therefore, computer-based system may 
be a solution in operating large societies to have better controls and supervision.

Challenges for Development
1. More detailed study. In order to extend operations of the credit cooperatives, 

there is a need to have more studies on the credit operations of agricultural 
societies.
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2. Development of microfinance. Microfinance activity through the credit 
cooperatives is currently being operated in Myanmar with focus on low-
income entrepreneurs. To support the development of micro-finance, 
there is a need to have appropriate policies, standards and processes, and 
education to explain the details of micro-finance operations.

3. Development of a comprehensive policy. The cooperative movement is 
developing very slowly due to lack of policy document that cover issues 
such as problems related to development and resolution of these problems, 
required policy changes, and governance of cooperatives.  

4. Increase activities in rural areas. Cooperative movement is slowly developing 
in agriculture sector due to limited support and manpower. There is a 
need to increase the level of activity in the rural areas by organizing more 
cooperatives in agriculture.

5. Service provision to existing cooperatives. Promoting services such as inter-
lending, information technology, and standard processes are needed for 
the existing cooperatives. Therefore, there should be increased support 
through either the Cooperative Department or CCS. 

Summary
Myanmar cooperatives have a long history of existence. The cooperatives 

are supervised by the Ministry of Cooperatives which has three departments, 
namely: Cooperative Department, Small-Scale Industry Department,and 
Cooperative Export Import Enterprise. Its vision is “to strive for the 
promotion of cooperatives as means for achieving the national economic and 
social development and to safeguard the cooperative identity in promoting 
cooperative development”. Myanmar cooperatives are moving towards building 
the welfare of members in cooperation with the Central Cooperative Society 
Limited (CSS). The cooperative movement is internationally connected with 
such organizations such as ICA, ACEDAC, ACCU, and CUFA. With a market-
oriented economy, Myanmar cooperatives are growing fast. Among the different 
types of cooperatives, the credit cooperatives are the most prominent ones 
supporting micro-financing for social development of Myanmar. Government 
policy and support play a role in the development of cooperatives. However, in 
spite of the recent opportunities and achievements of cooperatives in Myanmar, 
there remain many challenges for development. 

Conclusion
Credit cooperatives are the most viable among all the types of cooperatives. 

The community/bazaar cooperatives seem to be able to increase their traditional 
savings and credit activities, and conduct more micro-finance businesses. On 
the other hand, the systematic development of cooperative is still needed in the 
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agricultural sector and there is a need to encourage private sectors, domestic 
and international, to extend business in the form of joint-ventures. There is 
also a need to improve the technical know-how of cooperative societies. More 
cooperation with international organizations is also needed for the development 
of socio-economic activities of cooperatives. Finally, the most suitable path for 
development should be identified to meet the economic, social, and cultural 
needs of members through cooperative societies.

Figure 1. Share of agriculture in national 
GDP (MOAI), 2009-2010

Figure 2. Land utilization in Myanmar, 
2009-2010 

Figure 3. Organizational structure of Ministry of Cooperatives, Myanmar
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Figure 4. Organizational structure of Cooperative Department, Ministry of Cooperatives

Figure 5. Organizational structure of Myanmar cooperatives (MOC 2012)
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Table 1. Production of major crops, Myanmar, 2009-2010 (DAP MOAI)

Table 2. Economic performance of Cooperative societies(MOC)
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 Abstract
This study evaluated the existing accounting and internal 
control systems of small and micro cooperatives to be able to 
provide recommendations for improvement. The purposively 
selected cooperatives were those operating single-line credit 
and consumer services. Fifteen credit and 15 consumer-based 
cooperatives, all small and micro, were included in the study.  
These cooperatives have been operating for at least five years.  
Results showed that cooperatives engaged in credit services 
have better accounting and internal control systems and have 
collectively performed better than those engaged in consumer 
services.  Regardless of their service ventures, cooperatives with 
better accounting system especially those having adequately 
prepared personnel have better operating performance. 
Accounting personnel are regarded as the most important in the 
accounting system. While other components of the accounting 
system have to be established especially in cooperatives with 
consumer services, all other personnel have to be reoriented 
from current practices to standard methods that establish 
responsibility and accountability for a strong internal control. 
Hence, there is a need to develop an accounting and internal 
control system appropriate for small and micro cooperatives.  
Moreover, the personnel involved in the accounting processes 
should be trained considering their intellectual capacity and 
learning phase. An accounting and internal control system 
should be installed and its implementation monitored. The 
cooperatives should be encouraged to develop an operations 
manual that shall embody the accounting and internal control 
policies as well as administrative controls that include the code 
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of conduct and discipline among employees and cooperative 
members to strengthen the accounting and internal control 
system established.

Key words:  Accounting and internal control system, accounting  
process personnel, accountability and responsibility

Introduction

In Ilocos Norte, Philippines, cooperative enterprises have mushroomed 
especially in the late 1980s and early 1990s but a great number, most of 
which are the small and micro cooperatives, did not survive. Currently, 

concerned sectors and volunteers are joining efforts to rehabilitate or start anew 
cooperative enterprises which have failed. A dissection of the causes of these 
failures is providing the framework for enterprise development strategies.

An identified concern is the accounting and internal control system. 
Finances especially for micro and small cooperatives are meager but, if managed 
properly, could contribute to enterprise growth and development. Proper fund 
management, an adjunct to good accounting and internal control practices, 
is an essential component of the overall management of the system that must 
encourage savings and investment among the members and capital formation 
and sound operation. 

Conversely, the main cause of such failures is mismanagement of financial 
resources perpetrated due to poor accounting and internal control systems. 
Dishonest management may find the enterprise an easy prey to advance their 
personal interests and could bury the enterprise in debts or bankruptcy.

Micro and small cooperative enterprises are most sensitive to 
mismanagement of finances. While losses are irreversible, they dampen the 
enthusiasm of members to rehabilitate or invest anew and leave to them fear 
and distrust in cooperative programs. 

Indications of inadequate accounting and internal control systems were 
observed in situations that led to the conduct of this study. External auditors 
found themselves that instead of conducting audits, a) they had to keep books 
and prepare financial statements in violation of the ethical standards for 
external auditors, b) accountability of personnel especially those handling cash 
cannot be fairly ascertained, and c) authenticity of transactions is doubtful due 
to lack of supporting documents and system of authorization and approval.  
Further, the source of internal conflicts is on finances due to inadequate 
records to construct financial reports that are especially needed for decision-
making, accountability for losses cannot be pinpointed to particular officer/s 
or employee/s, and stakeholders receive report of good operating performance 
but results show otherwise.
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Objectives of the Study
The general objective of this study was to evaluate the existing accounting 

and internal control systems of small and micro cooperatives to be able 
to provide recommendations for improvement and initiate interventions.  
Specifically, this study aimed to:

1) identify the existing accounting and internal control system, if any, 
and compare them to an established ideal system;

2) determine the operating performance patterns and relate to existing 
accounting and internal control system;

3) recommend improvements based on the identified deviations of the 
existing system against the ideal system; and

4) initiate interventions based on the recommended improvements.

Theoretical Framework
E. F. Schumacher (1973) describes the theory of private enterprise “old 

style” as one which goes simply for profits. The powerful concentration of 
business life on the aspects of profit has to be modified because it failed to do 
justice to the real needs of man. In his discussion on large scale organizations, 
Schumacher theorizes that “the stronger the current, the greater need for 
skillful navigation”, thus, he contends that the fundamental task is to achieve 
smallness within large organizations. He describes the accountant as the man 
of order and the entrepreneur as the man of creative freedom. Order requires 
intelligence and is conducive to efficiency, while freedom calls for, and opens 
the door to intuition and leads to motivation. The larger the organization, the 
more obvious and inescapable is the need for order.

The situation in the world today has been the same as when Schumacher 
wrote his book “Small is Beautiful” about 40 years ago when he claimed that in 
many places in the world the poor are getting poorer while the rich are getting 
richer, and philosophized that it is always easier to help those who can help 
themselves than to help the helpless.

With small and micro cooperatives as targets, this study was developed 
envisioning transformation of cooperatives from their small beginnings. Initial 
observations showed that while these cooperative enterprises struggle to make 
their presence felt, it is at this stage where they need guidance in dealing with 
birth pains.

Advocates of these small enterprises must have been overwhelmed by the 
cooperative movement propaganda of better life through self-help initiatives, 
unknowing that business acumen is a requisite to achieve the ends. If they have 
started small, it is high time that they put their operations on the right track. 
After all, it is easier to manage and correct the errors committed, but managers 
must learn the habits of keeping business affairs toward profitability and 
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operational efficiency coupled with responsibilities and commitment to the 
members which they serve. In contrast, cooperatives which started big must 
have bigger struggles as they are more susceptible to precarious sensitivities 
and reversals. Early losses may be high and irreversible.

Castro (2001) revealed that there are agricultural cooperatives that 
failed to provide complete financial statements due to poor record-keeping 
practices and the failure of outgoing set of officers of turning over documents 
to incoming officers. Analysis of the financial condition of the cooperatives 
with complete financial statements indicates that the size of the cooperative in 
terms of assets owned is not a major factor that would determine how efficient 
and effective cooperative assets were used. A model based on the findings of 
the investigation was provided by the researcher anchored on record-keeping 
practices, continuous and aggressive promotion of cooperative ideas, inclusion 
of the other members of the population, and education and extension of other 
services to members so that agricultural cooperatives may truly become viable 
means of poverty alleviation.

The objective is to plant the seeds of good management and while it sprouts 
and grows it will respond to weather all difficulties and deter intentions and 
attempts to derail a cooperative’s hard-earned image and status. Towards this 
end, an effectively functioning accounting and internal control system must be 
established in these cooperative ventures. This ensures the proper monitoring 
of the progress of their operations and safeguard of their assets. Although there 
is no full-proof system that completely eradicates the commission of frauds or 
errors, it aids in their early detection and immediate correction or managerial 
action.

Along with the principle that “cost should not exceed the benefits” of 
installing the system, this study was undertaken with the intent of designing an 
accounting and internal control systems ideal for small and micro cooperatives.

Scope and Delimitation
Thirty small and micro cooperatives, broken down into 15 credit and 15 

consumer-based, operating in Ilocos Norte, Philippines for atleast five years 
(i.e., 2005 to 2009) were purposively selected as subjects of the study. Most 
of these cooperatives were referred by personnel of the local Cooperative 
Development Authority Office or the Cooperative Office of local government 
units for assistance. The findings on the subject cooperatives do not describe 
the characteristics of all small and micro cooperatives in Ilocos Norte but 
only the subject cooperatives. Each subject cooperative is a unit of study of 
which assistance particularly in the installation or improvement of accounting 
and internal control system may vary from that of the others. The study was 
conducted in July 2010.
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Research Methodology
This study described the weaknesses of the subject cooperatives based 

on established criteria of adequacy of documents/records, personnel, and 
procedures and controls which were made as bases for recommendations for 
improvement and thereafter interventions. A questionnaire was developed in 
gathering data on the financial profile of the subject cooperatives and their 
accounting and internal control structures. 

Results and Discussion
Personnel Involved in the Accounting Process 
This was identified as the main concern. The absence of one from the board 

of directors or from management, competent or knowledgeable enough to 
direct good accounting practices or at least do essential accounting jobs, appear 
to be the root cause why financial reports cannot be prepared. The indifferent 
attitudes and inadequacies of some board of directors, who only bank on the 
logical thought that as cash increases then the cooperative is doing well and 
are not interested in detailed financial reports, portrays their lack of aspiration 
to direct the growth of their cooperatives. Ideally, personnel involved in the 
accounting process, i.e., loan clerk, treasurer, approving officer, and bookkeeper 
in the case of credit cooperatives; and seller, approving officer of disbursement 
vouchers, bookkeeper, and treasurer in the case of consumer cooperatives, 
must be competent of their roles so that all transactions are accounted for and 
procedures are executed under a system of authorization and approval.

Business administration graduates who are academically trained to do 
bookkeeping work shun these cooperatives as they only find sheets of papers 
of all sorts for them to guess how the figures therein should be treated, and 
with no certainty of being adequately compensated for their efforts. Some 
cooperatives have hired “bookkeepers” who do not have knowledge of the 
bookkeeping processes and who just record under a system which they alone 
can understand.

One credit and four consumer-based cooperatives were identified as 
“critical subjects”, of which the training of cooperatives personnel and the 
establishment of records system and procedures were considered urgent.  There 
were no appropriate source documents (i.e., official receipts and disbursement 
vouchers); only crude records were found and there were no systems of 
authorization and approval. No external audits were conducted for quite a 
time and for those who presented “audited” financial statements, these were 
constructed by external auditors from crude records. Although unqualified 
opinions were rendered by their auditors in their financial statements, the 
degree of reliability was considered low.  For the consumer cooperatives, they 
were managed as though these were single-proprietorship businesses wherein 
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accountability on the part of the seller/s was observed to be very lax especially 
in the giving of credits.

Business Forms and Documents and Books of Accounts
Standards require that properly accomplished forms and documents under 

a system of authorization and approval, and properly entered in journals and 
ledgers are essential records of all transactions, and are verifiable in audit. Credit 
cooperatives that are based in national and local government offices have their 
records systems in place. It follows that as experienced accountants/accounting 
personnel and treasurers of these government offices were tasked to manage 
their cooperatives similar to their government functions, records systems are 
adequately maintained with a system of authorization and approval.

For some non-government-based credit cooperatives, they do not prepare 
loan contracts and vouchers, with loans extended to members and collections 
directly entered in journals. As interests are fixed and are fully paid at maturity 
together with the principal, they claimed that accounting is simple like an 
ordinary personal lending and collection, and does not need the double entry 
system. Although there had not been any reported problem of borrowers 
disowning their loans, a loan contract and voucher must serve as basis for 
authorization and approval by a designated approving loan officer.

Sellers in most of the consumer cooperatives documented sales to members 
through direct recording in individual notebooks that serve as subsidiary 
records. The notebook contains a listing of goods bought by a member on 
cash and on credit and payments made. A drawback observed is the seller’s 
difficulty to summarize daily sales for purposes of accounting for his end-of-
day cash accountability. Cash vouchers were not used to support payments, 
and evidences of disbursements were only the purchase invoices or official 
receipts of expenses, or pieces of papers for purchases from ambulant vendors.

Journals were used for recording of cash sales and cash payments which 
sellers or designated bookkeepers learned in bookkeeping crash courses. 
In most cases, not all transactions were reflected, or a too detailed record 
of purchases was entered, extravagantly consuming the sheets of the cash 
payments journal, as no vouchers were made to summarize such purchases 
or expenses. Accounts receivables were not reflected in the journals. In all 
cases, no general journals were maintained for non-cash transactions.  Also, 
no general ledgers were maintained.

Treasurers if ever they were involved in the custody of cash have cash books 
that reflected their receipts and payments. However, transactions of treasurers 
were not reflected in journals due to such notion that the journals are only for 
transactions on sale, purchase, and expenses that pass through the hands of the 
seller.
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Good Accounting Practices
These are procedures and controls that prevent the misuse of resources 

and promote good management. They serve as deterrents to the commission 
of fraud and put greater responsibility to the person to whom the job or the 
resource is entrusted.

Cash control. Good accounting practice for cash control involves the end-
of-day conduct of cash-count, reconciliation of count with updated cash book 
and cash control balance, and taking up of cash accountability for shortages by 
appropriate personnel.

Half of the subject credit cooperatives exercised ideal practices for cash 
control. The rest performed these practices at infrequent intervals, i.e., 
end of the month or quarter, or as to the season of transactions. There were 
cooperatives that operated for only two months in a year, a month for lending 
and a month for collecting during planting and harvest seasons, respectively. 
Most of the subject cooperatives have the cash control procedures done by the 
bookkeeper and by the audit and inventory committee in some of them.

All the subject consumer cooperatives conducted end-of-day cash counts 
but some missed the more important functions of reconciling the cash count 
with cash book and cash control balances, and in taking up accountability for 
cash shortages.

Update of books of accounts. This practice may only apply to cooperatives 
that have competent bookkeepers. Ideally, this is the end-of-day responsibility 
of the bookkeeper to see to it that all transactions in a day are all entered in the 
journals. Postings to the ledgers may only be done at the end of the month, and 
subsidiary ledgers and controlling account balances must also be reconciled.

Half of the subject credit cooperatives have their books of accounts 
regularly updated by competent internal bookkeepers while the rest have their 
books only updated by their external auditors when submitted for the annual 
external audit. This holds true for the subject consumer cooperatives and while 
some may have part-time bookkeepers, the absence of organized forms and 
records as source documents gave the bookkeepers the problem of coming up 
with data for recording in the books of accounts.

Checking of computation accuracy. The concept of check and balance 
is the basic objective of this practice. While interest on loans and deposits 
were pre-computed by the loans clerk in all the subject cooperatives, these 
were double-checked by the manager. For those that have competent 
bookkeepers, the computations were further checked when entered in the 
journals.  Computations for other accounts like payrolls, depreciation, interests 
on capital, and patronage refund were also verified by the manager and 
bookkeeper. This likewise held true for all the subject consumer cooperatives. 
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Recognition of liabilities, accruals, and deferrals. These essential 
components of fair reporting were most often neglected for recognition in the 
financial statements. It follows that while most of the cooperatives did not have 
bookkeepers, or even if they did, verification remained the responsibility of the 
external auditor.

In all but one of the subject credit cooperatives and in all the subject 
consumer cooperatives, these were not taken up by management but by the 
external auditor.  In one exception, it was the neglect of the external auditor 
who only signed based on too much trust in his agent bookkeeper’s report that 
the financial statements he was certifying were in order.

Sales and accounts receivable control. While these were applicable only 
to consumer cooperatives, control for loans receivable in credit cooperatives 
similarly holds true. The importance of such controls is to keep track of overdue 
accounts of which efforts for collection have to be thoroughly exerted, and 
non-granting of further credits to defaulting customer-members. The practice 
of periodic aging of accounts by the audit and inventory committee serve as 
basis for providing allowance for possible losses on loans and accounts.

In all subject cooperatives (both credit and consumer), aging of accounts / 
loans receivables was rarely done and it was the seller/loans clerk that did it, yet 
it was the manager who identified collection priorities among the debtors. In 
most cases, it was the external auditor in coordination with the manager that 
provided allowance for probable losses on loans and accounts based on the 
aging of accounts/loans prepared by the loan clerk/seller through his direction 
at year end.  Follow-up of overdue accounts/loans was tasked to the seller/loans 
clerk.

Inventory and purchase/expense control.  This practice was applicable only 
to consumer cooperatives that put emphasis on the safeguard of merchandise 
and accounting. It encompassed the conduct of periodic inventory count, 
valuation, disposal of obsolete merchandise, and the safeguards associated 
with the risk of purchasing. These tasks were normally assigned to the audit 
and inventory committee.

In all the subject consumer cooperatives, inventory was periodically 
conducted through the participation of the seller and the members of the 
audit and inventory committee. The inventory report was completed by 
the seller with losses (spoilage, breakage, and obsolescence) reported to the 
manager. Checking of quantities delivered was vested in the seller and these 
were counter-checked by the audit and inventory committee in majority of the 
subject cooperatives.  Purchases return and allowances were also accounted by 
the seller.  

Financial statements. In accordance with regulations, the complete set 
of financial statements including the notes to financial statements should 
be submitted by the cooperative to the external auditor which should serve, 



ICT and Cooperative Education Framework, Standards, and Mainstreaming: 139-151

147

after conducting the audit, as basis for his opinion on the propriety of the 
financial statements. The preparation of the financial statements is vested in 
the bookkeeper and checked by the manager.

Of all the subject cooperatives, only two credit cooperatives submitted 
complete sets of financial statements for external audit. Either journals or 
sheets of papers for bookkeeping were submitted to the external auditors and 
the preparation of the financial statements was left to them.

Other internal control practices. These include implementation of 
accounting policies, conduct of internal and external audit, bonding of 
personnel in control of cash, and safety of building and facilities. These practices 
contribute to the safeguard of assets and reliability of accounting data.

While not one of the subject cooperatives had an operations manual, the 
government offices-based credit cooperatives employed internal controls that are 
inherently necessary in public offices. No internal audit was conducted in most 
of the subject cooperatives as members of the audit and inventory committee did 
not have a thorough orientation or knowledge of their role except in the taking of 
physical inventory or conduct of cash count. The bonding of personnel in custody 
of cash and external audit were mandatory requirements for the certificate of 
good standing and renewal of certificate of registration of the cooperative. All the 
subject cooperatives were found compliant with this practice. 

The safety of building and facilities especially for consumer cooperatives was 
given importance. A safety deposit box if cash were not kept in the bank has been 
provided by each of the cooperatives. These physical controls were in place.

Operating Performance of Cooperatives vis-à-vis Accounting and 
Internal Control Systems
Based on the audited financial statements submitted,revenues, costs, and 

net surpluses have steadily climbed for the last five years although some of the 
subject cooperatives have declining performances (Tables 1 and 2). Financial 
position patterns with current ratio and debt-equity ratio as the tools used in 
the analysis of capital utilization (Tables 3 and 4) also showed a good picture 
which implies that capital build-up through reinvestment of surplus reduced 
dependence on time and savings deposits from members for working capital in 
the credit cooperatives. This similarly holds true to the consumer cooperatives 
although the abrupt increase in equity in 2009 was due to the donations given 
by politicians in anticipation of the 2010 elections.

There is an assurance of reliability on the financial statements of cooperatives 
with good accounting and internal control systems which contrastingly differ 
from the degree of reliance on financial statements of cooperatives generated 
from a poor accounting and internal control environment. Although external 
auditors may have rendered unqualified opinions on the financial statements of 
cooperatives with poor accounting and internal control systems for reportorial 
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compliance, the only way an external auditor could have constructed the 
statements is to base it on the actual existence of balance sheet components and 
dovetailing them with available records. While reliance to their fairness cannot 
be reasonably put to these statements, on the one hand, cooperatives with 
poor systems but with net surpluses especially those that have increases each 
year, is attributed to the honesty of management. On the other hand, declining 
performances or continued losses are attributed to dishonest management 
that has taken advantage of the absence of an accounting and internal control 
system. Theft and misappropriation have been the suspected cause of their 
“mismanagement”.

The cause of the eventual failure of one and momentary failure of two of the 
consumer cooperatives studied and the slow growth of the rest were attributed to 
the lack of responsibility and accountability on the part of the board of directors 
and management. There were indications of fraud perpetrated by management 
as the board did not have adequate knowledge on how the cooperative should 
be managed and it relied too much on management’s assurance that everything 
was in order.

In comparison, the credit cooperatives which have much better accounting 
and internal control system have better operating performance and financial 
position than the consumer cooperatives which generally have poor accounting 
and internal control systems.

The effect of the internal control weaknesses observed generally has direct 
bearing on the operating performance and financial position of the cooperatives.  
This is further proven when the operating performance and financial position 
of the cooperatives studied were compared before and after the accounting and 
internal control systems were installed which took at least a year. 

Conclusions and Recommendations
There is no substitute for a competent board of directors and management to 

direct and manage the cooperatives to really serve their purpose as vehicles for 
economic and social transformation. With the exception of a few government 
offices-based credit cooperatives, the inadequacies of the accounting and 
internal control systems especially the personnel involved in the accounting 
process have failed to give accurate financial picture of the cooperatives that 
could serve as bases for sound economic decisions.

Cash control practices were generally weak. It is a reality that external 
auditors found it difficult to reconcile cash counted at year-end against cash 
balances appearing in records. Although some other controls were strong like 
receivables and inventory, the absence of an acceptable records system and 
adequately trained personnel to maintain the system was taking toll on the 
enterprises’ viability.
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As far as this study is concerned, the cooperatives engaged in credit services 
have better accounting and internal control systems and have collectively 
performed better than those engaged in consumer services. Cooperatives 
without regard to their service ventures with better accounting and internal 
control systems especially those having adequately prepared personnel have 
better operating performance.

In view of the aforementioned findings, the following are recommended:
a) Develop an accounting and internal control system for small and micro 

cooperatives. As each cooperative is a unit of study and the needs of 
one may be different from the others, a plan to develop each part of the 
system must be formulated. For example, some accounting processes 
may be automated for cooperatives that have computers. This would 
reduce the time and effort to train a bookkeeper.

b) Provide suitable training to concerned personnel. As the personnel 
involved in the accounting processes for each cooperative are identified 
and their intellectual capabilities assessed, on-the job-training is more 
effective.

c) Install and monitor implementation of accounting and internal control 
system. While it takes time for personnel to get accustomed to the 
system, monitoring is important because of their tendency to resist 
change and go back to the old system.

d) Encourage cooperatives to develop an operations manual that embodies 
the accounting and internal control policies as well as administrative 
controls, and also a code of conduct and discipline for employees and 
cooperative members to strengthen the accounting and internal control 
systems established. Perpetrators of fraud or corruption must not go 
unpunished. Mismanagement with malicious intents of corruption has 
been identified as the root cause of bankruptcy in the cooperatives.

Post script: Initiatives and Interventions
The following are post-study activities undertaken by the researcher 

and the extension services unit of the College of Business, Economics and 
Accountancy of Mariano Marcos State University:

1. An instructional and training material for personnel involved in 
the accounting process was developed and is currently in use in the 
undergraduate (i.e., cooperative accounting and auditing courses in the 
Cooperative Management program) and in the training of cooperative 
personnel involved in the accounting process.

2. On-site trainings were conducted for personnel in some of the 
cooperatives that were the subjects of the study; likewise, accounting 
and internal control systems were installed and periodically monitored.
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3. Volunteer undergraduate students were trained to assist in the training 
and installation of accounting and internal control systems in the 
cooperatives.

4. Automation of the accounting processes of posting to the general 
ledgers toward the preparation of the income statement and balance 
sheet, and closing and reversing entries was developed and ready for 
installation to small and micro cooperatives that have computers.

Table 1.  Mean operating performance of selected credit cooperatives, in thousand Philippine 
pesos, a/ Ilocos Norte, 2012

Table 2. Mean operating performance of selected consumer cooperatives, in thousand 
Philippine pesos, Ilocos Norte, 2012

Table 3.  Mean financial position of selected credit cooperatives, in thousand Philippine pesos, 
Ilocos Norte, 2012
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Determining Successful Livelihood
Implementation of a Cooperative

Using the Livelihood Analysis Framework

Josefina T. Dizon

 Abstract
Under the Department of Agrarian Reform’s Agrarian Reform 
Community Connectivity and Economic Support Services 
(ARCCESS) program, several livelihood projects were 
proposed by the Agrarian Reform Beneficiary Organizations 
(ARBOs) to be implemented in their respective communities. 
One of these proposed projects is the Production, Processing 
and Marketing of High Value Coco Coir Products in Calauan, 
Laguna. To determine the capability of the ARBO to implement 
the proposed project, an assessment was conducted to 
characterize the Imok ARC Women and Farmers’ Multipurpose 
Cooperative (WFMPC) and the resource base in the Imok ARC 
through environmental scanning. Data were gathered through 
focus group discussion with the ARBO officers and members. 
Through the Livelihood Analysis Framework, recommendations 
to enable the ARBO to implement successfully the project were 
proposed based on the existing capital/assets (social, human, 
physical, financial, and natural) of the Imok ARC WFMPC.

Key words: agrarian reform community, agrarian reform
 beneficiary organization, livelihood analysis
 framework
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Introduction

The Department of Agrarian Reform (DAR) is the lead government 
agency in the implementation of the Comprehensive Agrarian 
Reform Program (CARP). The program has three components, 

namely: land tenure improvement, agrarian justice, and coordinated delivery of 
essential support services to farmer-beneficiaries.  In line with this, the DAR is 
mandated to help improve the over-all socio-economic well-being of agrarian 
reform beneficiaries (ARBs) and other smallholder farmers. This is done 
through the provision of support services to exploit agricultural opportunities 
and maximize the utilization of their land.  

As part of the extension of the appropriate support services, the DAR has 
continuously implemented special projects in Agrarian Reform Communities 
(ARCs) nationwide. One of these support services is the Agrarian Reform 
Community Connectivity and Economic Support Services (ARCCESS) Project.  
ARCCESS which is initially designed to be implemented for a maximum period 
of three years was conceptualized and designed by the DAR as a government-
led initiative to tap inter-sectoral (public-social-private) partnership. It aims 
to provide sustainable livelihood through the organization of competitive 
agricultural enterprise. Through the provision of support services and 
farm equipment and machinery, the ARBs can be transformed into viable 
entrepreneurs that will consequently improve their farming capabilities and 
increase their household incomes.

Proposals for the identified entrepreneurial sub-projects had already 
been prepared. Prior to implementation of the proposed projects, a needs and 
design assessment (NDA) of the proposed ARCCESS sub-project was done. 
The objective was to ensure that the goals and assumptions are reasonable and 
to assess how well the targeted needs of the target population are met so that 
there is greater prospect that the Project will be effective. 

Objectives of the Study
The research conducted a) a needs assessment of the Imok ARC Women 

and Farmers’ Multi-Purpose Cooperative and its immediate community, and 
b) a design assessment of the proposed Production, Processing and Marketing 
of High Value Coco Coir Products. The Imok ARC Women and Farmers Multi-
Purpose Cooperative is a DAR assisted organization.

Methodology
Livelihood Analysis Framework
The study used the Livelihood Analysis Framework in the data collection and 

analysis. This framework presents the main factors that affect an organization’s 
livelihoods and the relationships between these factors. As defined, livelihood 
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is a combination of the resources used and the activities undertaken in 
order to live. These resources include social capital, human capital, physical 
capital, financial capital, and natural capital. According to the proponents of 
the livelihood analysis framework (Figure 1), building a livelihood requires 
inclusion of all capitals or assets. Hence, in the study, the different assets/capitals 
were analyzed to determine which are existing and which need to be developed 
in order for the Imok ARC Women and Farmers’ Multi-Purpose Cooperative 
to implement successfully the proposed livelihood project. A SWOT analysis 
was also conducted for the ARBO to build its strengths, eliminate weaknesses, 
exploit opportunities, and minimize threats.

Data Gathering
Primary data were gathered through focus group discussion (FGD) conducted 

on May 19, 2012 at the Imok ARC WFMPC training center. Respondents of the 
FGD included the Cooperative Chair, Vice-Chair, Business Manager, Compliance 
Officer, Election Officer, BODs, and four members of the Imok ARC Women 
and Farmers’ Multi-Purpose Cooperative. A semi-structured guide was used by 
the FGD team to facilitate the discussion. It was composed of four main parts, 
namely: 1) ARBO’s profile, 2) community resource analysis focusing on the five 
assets/capital, 3) marketing aspect, and 4) summary matrices.  

A household survey among the ARBs was conducted but the results are not 
presented in this paper but some relevant data are referred to in the discussion.

Results and Discussion
Existing Situation of the ARBO
The Imok ARC Women and Farmers’ Multi-Purpose Cooperative was 

organized in 2009 and registered with the Cooperative Development Authority 
(CDA) on March 25, 2010. As of 2012, it has 102 active members some of whom 
have undergone some trainings. In 2010, its organizational maturity (OM) was 
recorded at 61.7%, indicating a great improvement from its 2009 OM of 33. 3%. 
OM which is measured based on the cooperative’s organizational management, 
resource management, social enterprise operations, and alliance building 
is assessed yearly by the Municipal Agrarian Reform Office (MARO). As of 
December 2010, it has a capital build-up (CBU) amounting to PhP26,500. 

Among the seven technical trainings provided, two were directly related 
to the proposed project. These were the Training on Coco Pot Making and 
Training on Coco Twine Operation and Processing which were both provided 
by DAR’s Agribusiness Rural Enterprise Development Program (AREDP) and 
conducted by the PITAD, Inc. to 25 ARBs. A number of those training courses 
focused on organizational development and technology. This implies that 
additional training on coco coir production and value added products should 
be conducted as part of the proposed enterprise development.
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Environmental Scan
The Imok ARC was launched in 2007 and covers only one barangay. It 

covers a total area of 512 hectares (ha) and is categorized as a satellite ARC for 
peace development. Out of the total ARC area, 391 ha are agricultural land and 
are basically planted to coconut mixed with pineapple. The average yield/ha/
year is 24,000 kilograms (kg) for matured coconut and 20,000 kg for pineapple. 
In 2010, the MARO rated the ARC’s level of development as Level 3 with Level 
5 being the highest.

Community Resource Analysis
Social capital. This refers to the networks, groups, and institutions 

supporting the Imok ARC WFMPC. The FGD participants identified a number 
of agencies and institutions which the Imok ARC WFMPC has existing social 
relations and linkage (Table 1). These include the DAR, Department of Trade 
and Industry (DTI), Cooperative Development Authority (CDA), Philippine 
Coconut Authority (PCA), Department of Agriculture (DA), Department of 
Science and Technology (DOST), Department of Environment and Natural 
Resources (DENR), Land Bank of the Philippines (LBP), local government 
units (LGUs), and the University of the Philippines Los Baños (UPLB). Aside 
from the government agencies/institutions, the Imok ARC WFMPC has 
existing linkage with NGOs such as the PITAD and the PESANTE. 

In terms of skills in doing coco coir and other products, the ARBO 
Compliance Officer said that not all of their members are already knowledgeable. 
Seventy-seven of their members need to undergo training for future expansion 
of their livelihood project. Accordingly, the demand for coco coir is increasing 
but the association is only tied up with limited capital. Additional training 
about coco coir enhancement is needed for their products to be competitive in 
the market. She cited that PITAD who has the expertise in the production of 
coco coir and product enhancement has been assisting them on this matter. In 
addition, PITAD is buying the reject products of the cooperative. 

The FGD participants said that due to the limited capital of their 
cooperative, they are hopeful that DAR will provide a grant to them. They also 
cited that they have asked for financial assistance from the Social Action Center-
Diocese of San Pablo City and they are waiting for the favorable response of 
the center. Furthermore, value formation training among cooperative officers 
and members has been requested from the center aside from the funds that  
hopefully will be provided to them.  

The officers said that coco coir and other products have a potential as a 
business enterprise. One of the BOD members stressed that they are dreaming 
big by going into export. Thus, he emphasized the need for the members of 
their cooperative to be knowledgeable on product promotion and marketing 
strategies and cited that UPLB and DTI can help them on this matter.
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Another concern of the FGD participants is the limited knowledge of the 
cooperative officers in doing business. They expressed the need for the officers 
to undergo training on business management. With DAR providing such kind 
of management training, they will be able to improve their operation.  

The barangay, municipal, and provincial governments have been supportive 
of their cooperative. The barangay officials allow them to use the barangay 
patrol vehicle whenever they need it; they only shoulder the gasoline. The 
municipal mayor always patronizes their products. In fact, during Christmas, 
it is their cooperative that designs their municipal plaza using their products. 
Further, the provincial government provides the tarpaulins that they need 
during seminars and workshops and likewise provide financial grants for the 
purchase of coconut husks.  

As a cooperative, the Imok ARC WFMPC needs to comply with the 
CDA reportorial and other requirements prescribed under RA 9520 or the 
Cooperative Law of 2008. However, the officers of the cooperative are not 
knowledgeable in preparing the various reports required by CDA. Hence, they 
saw the need to be trained in the preparation of various reports particularly in 
making financial statement. The Compliance Officer said that if it is possible 
for DAR to assist them to have a dialogue with CDA key officials.

From these existing institutional/social relationships, a number of 
constraints which have direct bearing on the implementation of the proposed 
project have been identified.  These are:

1) Lack of knowledge on business management including costing and 
pricing

2)    Insufficient knowledge on marketing strategies
3)    Lifting of the moratorium allowing for the cutting of coconut trees
4)    Insufficient knowledge on good quality planting materials
5)    No knowledge about recent technologies including pest identification  
 and control
6)    Insufficient knowledge on the maintenance of machines and their   
 spare parts
7)   Other members have no training yet on how to make products from  
 coco coir 
8)    Zero knowledge on documentation and pamphlet/brochure preparation

Human capital. This refers to the knowledge, skills, and ability to work 
which are important in the pursuit of the livelihood project. During the FGD, 
the participants identified the knowledge and skills that they need to have as 
project implementers as well as the institutions which can be tapped to provide 
the needed trainings (Table 2). 

The identified trainings are meant to improve their knowledge and skills 
on business management, marketing strategies, product enhancement and 
promotion, CDA report preparation, pest management, machine maintenance, 
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promotional materials production, and value re-orientation. The identified 
institutions are those which they have existing working relationships and 
linkage. These include, among others, the DAR, DTI, CDA, DA, DOST, UPLB, 
PITAD, and the SAC-Diocese of San Pablo City. For the rest of the cooperative 
members, the needed knowledge and skills identified were production of coco 
coir and other products, recent technologies, pest identification and control, 
and value re-orientation. 

When farmers attend training, they are expected to adopt the technology they 
have learned or apply the learning they got from attending the training. Of the 14 
respondents who said that they have undergone training, 12 said they adopted/
applied what they have learned. Foremost of these is coco coir processing. 

Physical capital. Physical capital refers to the basic infrastructure such 
as production equipment which enables the ARBO to pursue its livelihood. 
An inventory of the existing physical capital including the present condition 
and the improvements needed was done during the FGD. The cooperative’s 
physical capital includes a training shed which needs improvement since it 
has no flooring. The cooperative plans to put up a fence around the shed to 
secure the place. In terms of the machineries, these include mini decorticating 
machine (1 unit), twining machine (1 unit), carding machine (1 unit), bio-
log machine (1 unit), and manual twining machines (18 units).All units are in 
good condition except for the electrical twining machine whose power supply 
is not fit to the machine.

For the improvement of the training shed, they will tap DAR to help them 
source the funds. With regard to the machineries, they have identified DOST-
MIRDC to help them in addressing the mismatch between the power supply 
and the twining machine itself. However, they also realized that they should be 
knowledgeable on the machines and their parts and how to operate them. Thus, it 
is important that they have a copy of the manual of operation of all the machines.

In addition to the existing machineries, the FGD participants identified 
other equipment that they need, namely: screener (2 units), dryer (2 units), 
baling machine (2 units), and water squeezer (2 units). They also need a vehicle 
in operating their business.

Financial capital. This includes all sources of capital available to the ARBO 
which are used for livelihood options. Presently, the Imok ARC WFMPC relies 
on the share capital of the members to finance its activities but accordingly the 
amount is not sufficient.  To augment the collection, solicitation is being done 
for every activity of the cooperative especially during the general assembly 
meeting. Other sources of capital are the grant being provided by the DAR to the 
cooperative, financial assistance from the Social Action Center (SAC)-Diocese of 
San Pablo City and from the provincial government of Laguna, and loans from 
the LBP and UCPB. 
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The FGD participants perceived that the capital resources derived from 
these sources are not sufficient to finance the economic as well as social activities 
of the cooperative. Some of the modalities that they identified to augment the 
current financial capital of the cooperative include solicitation from members 
and provincial government, product promotion, link aging, preparation of 
resolutions for the SAC-Diocese of San Pablo City, loan availment from the LBP, 
and accreditation by UCPB to be able to avail of loan.

At the household level, the survey revealed that a great majority of the 
respondents (78%) did not avail of credits. Those who availed borrowed from 
various sources like the cooperative, bank, relatives, and other sources. They 
mentioned that they did not have any problem in availing of credit from these 
sources.  

Natural capital. This includes all natural resources useful for livelihoods, 
for example, land, water, and other environmental resources. The FGD 
participants identified land as a primary natural capital that all cooperative 
members have. With regard to maintaining the productivity of coconut, the 
FGD participants aired two main concerns; one is the lifting of the moratorium 
on the cutting of coconut trees and the other is the pest that attacks coconut 
trees. In general, the FGD participants mentioned that they need training on 
how to maintain the   productivity of the land.

Another natural resource that the FGD participants identified is the 
forest within their barangay which they said is a private forest owned by the 
Cojuangco family. Since the claimed owners are not residing in the barangay, 
it is the barangay LGU which controls access to the resource though the 
participants said that anyone can access the resource. The Barangay Agriculture 
and Fisheries Council (BAFC) accordingly monitors the resource. The wildlife 
resources including plants and animals inside the forest are also accessible to 
anyone and are not controlled by the LGU. The other environmental resources 
available in the community are a river and a spring which are both accessible 
to anyone but the spring is being controlled by the LGU.

Constraints to Project Implementation
From the discussion of the different capitals/assets of the Imok ARC 

WFMPC and the SWOT analysis (Table 3), the following are the constraints in 
the effective implementation of the proposed project: 

On agricultural land development 
1) Lifting of the moratorium on the cutting of coconut trees. Whereas 

in the past there is a directive which bans the cutting of coconut 
trees, the moratorium is now lifted. Hence, the farmers fear that 
there will be indiscriminate cutting of coconut trees for coco 
lumber in the nearby barangays and municipalities where they 
also get their supply of coco coir. 
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2) Some coconut trees are affected by pests and diseases which 
are being controlled based on trial and error method. If these 
cannot be controlled properly due to lack of knowledge on pest 
identification and control, then there is likelihood that they may 
infect the healthy trees.

3) Lack of knowledge about recent technologies on coconut 
production. The FGD participants opined that their production can 
be boosted by using recent technologies on coconut production. 
However, they are not well abreast of these technologies.

4) Insufficient knowledge on good quality planting materials. 
5) Calamity. Although this is the work of nature, it is a reality that 

when there are destructive typhoons, the production of coconut 
trees is affected.

6) Lack of farm equipment.
On cooperative strengthening, capability building, and entrepreneurial 
development 
Based on the list of trainings conducted in the ARC, training on coco coir 

production was limited. The cooperative members’ knowledge and skills on 
marketing and product promotion were limited vis-à-vis their plan to expand 
production and marketing of their coco coir products through local and export 
markets. They lacked knowledge on documentation and pamphlet/brochure 
preparation

On coco coir-based development 
1) Training and skills development. Other members have no training 

yet on how to make products from coco coir. This has been addressed 
in the proposal but the identified trainings will involve 25 members 
only. Hence, the first 25 members to be trained can echo what they 
have learned to the other members who will not be able to attend 
the trainings. In the FGD, the participants mentioned that at least 77 
members have to be trained.  

2) Insufficient knowledge on the maintenance of machines and its spare 
parts. This should be included as one of the trainings to be conducted.

3) Product and market development. At present, products produced 
from coco coir are limited. There is a need to identify other products 
which can be made from coco coir and market for such products since 
the existing markets for coco coir products are limited.

4) No truck to haul raw materials and finished products
5) Inadequate machines. One of the machines currently used is not 

functional due to mechanical defect. The present number of equipment 
is not enough.

6) The cooperative members lack knowledge on marketing and product 
promotion.
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7) The cooperative lacks capital to finance its own business.
Conclusions and Recommendations

From the FGD, it was evident that the members and officers of the 
Imok ARC WFMPC lack knowledge and skills in business management and 
cooperative management (human capital). Since what they are proposing is 
a business enterprise, they should be well prepared in this undertaking. The 
list of training which were identified during the FGD as well as those lined up 
in the proposal will give them needed knowledge and skills in running their 
agribusiness enterprise. Since they plan to expand the business in terms of 
products and  market outlets, they need sufficient exposure through attendance 
in trade fairs so that they can look for other coco coir products aside from 
those which they are currently producing, and also establish business tie-ups 
or links with possible clients. 

In general, the cooperative needs to access more financial and physical 
capital in order to implement the proposed project successfully. With proper 
monitoring by the DAR through the Development Facilitator and with the 
participation of the cooperative members in the different activities in the 
project cycle management, the project can be successfully implemented. 
It is recommended, therefore, that the appropriate funding support with 
accompanying responsibilities and accountability be provided to the proposed 
agribusiness enterprise.

Figure 1. Sustainable livelihood framework

 Source:  (http://www.cavehill.uwi.edu/cermes/SocMonPub/Workshop_trainin_resources/	
	 Powerpoint_presentations/pdf/Livelihoods_analysis_May-June_08.pdf).
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Table 1. Trainings provided to Imok ARC beneficiaries

Table 2. Components of the existing social capital of the Imok ARC WFMPC
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Table	2.	 continuation...
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Table	2.	 continuation...

Table 3. SWOT analysis of the Imok ARC WFMPC
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 Abstract
The cooperative enterprise has long been seen as a tool for 
fostering human development and promoting equality of 
capabilities. As such, cooperatives play a major role in poverty 
alleviation and bringing structural changes that promote 
economic growth. Despite the positive recognitions, the notion 
that cooperatives have failed in fulfilling their purpose is still 
rampant in developing countries where most cooperatives 
suffer from poor management and deprivation of capabilities. 
While most studies on cooperatives examine key management 
systems and operations of the enterprise, only a few look at 
the external environment in which most conversion factors 
are embedded. This study utilized the capability approach as a 
framework to understand how members in a cooperative can 
effectively achieve valuable functionings. The study viewed the 
cooperative enterprise as a means to enable the achievement of 
members’ capabilities, and how effectively it can be achieved 
depending on the influence of conversion factors. This study 
focused on social conversion factors that might threaten the 
sustainability of cooperatives and the enhancement of members’ 
capabilities. Those social conversion factors were examined for 
three cases of agricultural cooperatives in Region XI. Significant 
policy implications and strategies were drawn from the findings 
of the study.

Key words:  Capability approach, cooperative enterprise,  
 functionings and capabilities, social conversion   
 factors
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Introduction

Experiences of the cooperative movement across the globe have a 
lot to offer to the world. Within the academic community as well 
as international institutions, the cooperative enterprise has long 

been seen as a tool for fostering human development and promoting equality 
of capabilities. As such, cooperatives play a major role in poverty alleviation 
and bringing structural changes that promote economic growth. Despite those 
positive recognitions, the notion that cooperatives have failed in fulfilling their 
purpose is still rampant in developing countries where most cooperatives suffer 
from poor management and deprivation of capabilities (Vicari 2010).

The human development approach is quite known for being embedded 
in the Human Development Index but the concept of human development is 
more complex than its standard measure. Most development economists and 
people from development institutions recognize that social development along 
with equitable economic growth is not equivalent to human development. In 
Amartya Sen’s framework of development, he argues that development should 
be seen as a process of expanding the real freedoms that people enjoy(Todaro 
and Smith 2009). The focus on human freedom is in contrast with the 
narrower views of development such as directly relating development with the 
growth of gross national product (GNP) or individual incomes, or with rapid 
industrialization and technological advancement. While GNP growth and 
increase in individual income can be very important means to expanding the 
freedoms that people enjoy, Sen points out that freedom may also depend on 
other determinants such as social and economic arrangements and civil rights 
(Sen 1999 as cited in Vicari 2010). 

Sen’s framework is based on the idea of functionings and capabilities. 
Functionings are ‘beings and doings’ which are various states of human beings 
and activities that a person may value doing. Examples of the ‘beings’ are being 
well respected, being loved, being hated, being inspired, being a member of 
an association or group such as cooperative. Examples of the  ‘doings’ are 
eating, going to the mall, paying bills, participating in a meeting, working 
different stuff, talking to people, etc. Capabilities, on the other hand, are a 
person’s real freedoms or opportunities to achieve functionings or the various 
combinations of functionings that the person can achieve. Thus, while working 
is a functioning, the real opportunity to work is the corresponding capability 
of the person to work. A person’s freedom to choose from possible ways of 
living is reflected by his set of achievable functionings or capability (Robeyns 
2011). As pointed by Kabeer (2003) as cited in Vicari (2010), since capabilities 
are not only about what a person chooses but what he can achieve, they would 
depend partly on personal circumstances and partly on social constraints. This 
study used the capability approach as a useful framework to understand how 
effectively a motivated cooperative member can achieve valuable functionings. 
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This paper proceeds as follows: a) the next two sections present the 
framework of the study and the results and discussions; and, b) the last section 
presents the summary and conclusions. 

Methodology
Framework of the Study
As pointed by Robeyns (2005), the relevant distinction in the capability 

approach is the distinction between the means such as goods and services, and 
functionings and capabilities. A good has certain characteristics which makes 
it interesting to people and what makes up the bulk of this interest are the 
characteristics of a good which enable a functioning. For example, a laptop 
computer enables the functioning of work to be able to do a specific job and 
earn a living. While there are different means to achieve valuable functionings, 
this study considered the cooperative enterprise as a means that might enable 
the achievement of valuable functionings of the members.

The cooperative enterprise is unique in such a way that the enhancement 
of members’ capabilities through a cooperative is related to the enhancement 
of other members’ capabilities. This means that majority of the capabilities that 
members achieve can only be reached collectively. Collectiveness is stressed 
out as an important concept in the analysis of cooperatives as a means for 
enhancing capabilities, that is, some capabilities can exist for a member only if 
they exist for cooperative members as a whole (Vicari 2010).Marketing farm 
products to supermarkets, for example, is a functioning which can possibly be 
achieved by a member in a cooperative through collective action. 

As shown in Figure 1, it is possible to choose from among different means 
to achieve certain functionings such as capitalistic enterprise, co-operative 
enterprise, and informal local producer group. Among these three different 
means, the cooperative is recognized to play an important role in poverty 
reduction since it is a social enterprise composed of people acting together to 
meet the common needs and aspirations of its members, sharing ownership, 
and making decisions equitably. The relationship between means (to achieve 
capabilities) and functionings and capabilities is influenced by conversion 
factors (Vicari 2010).

Conversion factors are classified into three major categories, namely: 
personal; environmental; and, social factors which can explain how effectively the 
characteristics of a means can enable functionings. However, this study focused 
on analyzing the social conversion factors which can affect the achievement of 
valuable functionings of the members and the sustainability of the cooperative. 
The social conversion factors that were examined were: (1) social norm, (2) role of 
the state, (3) economic framework, and (4) networking. These social conversion 
factors were explored in three cases of agri-based cooperatives in Region XI. The 
three agri-based cooperatives are: Calinan Dairy Farmers Cooperative (Coop 1), 
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Subasta Integrated Farmers’ Multi-purpose Cooperative (Coop 2), and Banana 
Growers Multipurpose Cooperative (Coop 3).

The different means to achieve functionings may have advantages and 
disadvantages in different aspects such as the ease of organization, risks 
involved, and the number of functionings that can be achieved. However, in this 
study, the cooperative enterprise is the type of means being analyzed since it is 
better organized and it involves a larger number of constituents. Specifically, the 
social conversion factors around the cooperatives were identified and analyzed 
as to how those factors could affect the cooperative members’ capabilities and 
functionings. 

Data Analysis
A survey questionnaire comprised of two parts was used as data gathering 

instrument. Part 1 focused on the socio-demographic profile of cooperative 
members and Part 2focused on assessing the level of satisfaction and importance 
rating of cooperative members on the various social conversion factors present 
in their cooperative. A 5-pointLikert Scale was used in ranking the respondents’ 
perception on satisfaction and importance rating. The study only highlighted 
the identification of social conversion factors and their relative importance as 
perceived by the members as well as the satisfaction ratings attributed to them. 

Results and Discussions 
The Role of Cooperatives
Different cooperatives may take various roles for the members and 

the community depending on the type and nature of the cooperative. The 
items outlined under roles of cooperatives are the common roles that most 
cooperatives play as indicated in the Philippine Cooperative Code of 2008. 
However, in a broader perspective, the ways in which cooperatives can act as 
agents of sustainable economic development (Dogarawa 2005), the cooperative 
association as a means of solving particular problems of rural governance 
(Hanisch 2005), and the cooperative enterprise as a means to respond to the 
challenges of globalization (Stiglitz 2004) may be investigated.

It is apparent in Table 1 that the roles of cooperatives rated to be of highest 
importance by members from Cooperative (Coop) 1, 2 and 3 are “cooperatives 
help ensure food security” and “cooperatives provide accessible financial 
services”. While ensuring food security in the country is quite a bigger role to 
perform for a cooperative, this might critically mean that members are quite 
aware of the role of the cooperative to their community and given enough 
capabilities they might just be able to perform such a significant role. 

An accessible financial service, on the other hand, is not a new thing for 
a typical Filipino farm household. Individual farmers may heavily feel such 
need to avail of financial loans but perhaps more so for a cooperative member 
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in which expectations on the availment of such financial services from the 
cooperative would be normally high. Moreover, some capital requirements of 
cooperative plans are thought to be beyond the capacity of farmer members 
to supply in their position as cooperative patrons. This is a tough role to play 
for cooperatives since most of the cooperatives nowadays are quite financially 
distressed.

Issues and Challenges Faced by the Cooperatives
Identifying the issues and challenges faced by cooperatives is also critical 

for the success of the cooperative enterprise. A study on the problems and 
issues faced by farmer cooperatives in the United States was done by Gray and 
Kraenzle (2002) to help the management, cooperative leaders, researchers, and 
educators identify the major problems and issues facing cooperatives so that 
joint efforts can be used in helping cooperatives solve their problems. Issues 
and challenges might also vary among different types of cooperatives but in 
general the issues were limited to the items listed in Table 2.

The common issues and challenges identified by members from the three 
cooperatives are (1) governance issues on accountability to members, (2) 
regulation of cooperative members, and (3) access to credit. It seems that the 
three issues are rooted to governance mechanisms. Although each cooperative 
is unique, the leading cooperatives are those that promote their unique values 
and principles while leveraging the components of a governance structure that 
gives priority to members’ needs (Ernst & Young 2012). If effective governance 
is in place then issues on regulation of members and availment of services such 
as access to credit will be at hand. 

Social Conversion Factors
Social norms. Social norms are customary rules of behavior that coordinate 

people’s interactions with others. Once a particular way of doing things in a 
place or community becomes established as a rule, it does not cease to exist 
because people prefer to conform to the rule given the expectation that others 
are going to conform (Lewis 1969 as cited in Young 2007).Norms can be 
unique in different cultures and geographical locations. The social norms listed 
in Table 3 are norms that are well known in Filipino culture.

For the three cooperatives, the members have identified and rated the 
following social norms to be of great importance: (1) “pakikisama” or fellowship, 
(2) “bayanihan” or cooperative endeavor, and (3) hospitality (Table 3). Notice 
that these three norms are positive in nature so it is imperative that cooperatives 
become better off with the existence of these social norms. “Bayanihan”, for 
example, is very much suitable with the cooperative principle in which certain 
tedious tasks can be made easier with collective effort. Hospitality, on the 
other hand, enhances the bond among members of the cooperative thereby 
reinforcing the spirit of “pakikisama” and “bayanihan”.
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Government support. Government support services listed in Table 4 are 
commonly the support services that can be provided by the government which 
are also in accordance to the Philippine Cooperative Code of 2008. Among the 
support services that can be provided by the government are trainings, capacity 
building, technical support, legal consultations, and financial assistance. It is 
the declared policy of the State to foster the creation and growth of cooperatives 
so these services are expected to be given to cooperatives. However, not all 
cooperatives may need all the support services mentioned above. 

In the three sample cases of cooperatives, Coop 1 rated technical support 
to be of highest importance while Coop 2 rated trainings. Coop 3 indicated 
that trainings and capacity building services from the government are the 
most important. These services were deemed necessary with the advent of 
globalization, socio-political changes, and climate change, which all demand 
innovative thinking, new approaches, and the capacity to implement them.

The members of the three cooperatives were also asked to rate their 
satisfaction level on the provision of the same support services given by the 
government (Table 5). It was found that the three cooperatives were highly 
satisfied in terms of the training services provided by the government. Coop 1 
was also highly satisfied in terms of the technical support services and Coop 3 
on the capacity building provided by the government. 

Economic framework. The economic environment is also an important 
factor in understanding broadly the structural problems that a cooperative is 
facing and the way that they could impact its performance and the achievement 
of members’ capabilities (Vicari 2010).Just like in any business enterprise, 
regulation in the local and global markets may hamper the growth and 
competitiveness of cooperatives under provision. There are a lot of economic 
factors that can be analyzed in the external environment and some are listed 
in Table 6.

The economic factors that were rated highest by members of the three 
cooperatives are product demand, productivity, and income. Product demand 
may vary according to products or services being offered by the cooperative as 
well as the current status of their respective product cycles. Productivity may 
also vary depending on the relative capability of the cooperative and the factor 
endowments therein.  Income of members would directly affect the equitable 
contributions made by members on the capital required by the cooperative.  

Network/linkage. Cooperation among cooperatives is one of the universally 
accepted principles of cooperation which recognizes that cooperatives can serve 
their members most effectively and strengthen the cooperative movement by 
working together through local, national, regional, and international structures. 
It is through effective linkages that cooperatives can share their best practices so 
that other cooperatives may adopt and follow the same. Establishing a network 
of suppliers and clients may also prove to be beneficial for the cooperative as it 
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would increase the efficiency of their business operations and may improve the 
chance of availing support services. 

Cooperatives may vary according to which particular network / 
linkage would be most important (Table 7). Coop 1 had rated Federation of 
Cooperatives to be most important since it is where the cooperative can avail 
of technical support. The local government units have been the most important 
network for Coop 2 while the private companies were rated highest by Coop 
3. Importance rating given to different linkages is highly attributed to the 
benefits that the cooperative can acquire from such linkages. Members were 
also asked to rate the level of satisfaction derived from the linkages/network 
that the cooperative has established. For the three cooperatives, higher level 
of satisfaction was given to the network/linkage that they have rated to be of 
highest importance (Table 8). 

Functionings in the Cooperative
Functionings in the cooperative are the things that members value doing 

and the things that they were able to do because of the cooperative enterprise. 
Various functioning can be realized in different cooperatives depending on the 
collective effort of the members. The common functionings that were rated 
highest in terms of satisfaction by members of the three sample cooperatives 
were (1) access to market, (2) empowerment, and (3) participation in 
management and activities (Table 9). Note that these functioning such as access 
to market which requires consistent quality and prescribed volume may not 
have been possible had they not formed a cooperative and acted collectively. 

Coop 3 was also highly satisfied in terms of the educational growth that 
the members of the cooperative were able to achieve. It is evident that not all 
cooperatives may be able to attain the same set of functioning or the same level 
of satisfaction for the same functioning. This is due to the difference in the 
composition of members that a cooperative has as well as the manner in which 
the cooperative is being governed. 

Conclusions
Ensuring food security and providing financial services are the most 

important roles perceived by the members of the three sample cooperatives. 
These roles and the performance of such roles may vary depending on the 
enhancement of the members’ capabilities and the cooperative as a whole. 

Issues and challenges are always present in a cooperative just like in any 
business enterprise. In the three cooperatives, the most important issues 
and challenges perceived by the members are access to credit, regulation of 
cooperative members, and governance.  It is quite apparent that the identified 
issues are related and that they may be solved with effective governance.

The impacts of the identified social norms on the cooperative can be 
manifested on the following: (1) changes in work attitude and values, (2) 
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encouragement of members to work harder, (3) sensitiveness of members with 
their obligations and responsibility, (4) enhanced volunteerism, (5) boosting 
members’ confidence and trust, and(6) increased benefits from collective 
endeavor. 

The role of the government can significantly aid in the acquisition of 
additional knowledge on key management systems and operation that may 
enhance members’ capabilities and functionings. Economic factors, on the other 
hand, provide opportunities and threats to the cooperative that can directly or 
indirectly affect members’ capabilities. Network and linkages may also enhance 
members’ capabilities through additional knowledge acquired from sharing 
best practices and capability building with various stakeholders. These social 
conversion factors have clearly affected the variations of functioning that the 
three sample cooperatives have acquired.

Collectiveness is then very important because most capabilities can exist 
for a member only if they exist for cooperative members as a whole. However, 
the effectiveness of the cooperative enterprise as a means for enhancing 
capabilities depends on the influence of social conversion factors. Thus, social 
conversion factors that exist in and around the cooperative must be explored in 
order to understand how capabilities can be converted to achievable individual 
functionings. Being aware of such matters allows the cooperative to become a 
socially and economically viable business enterprise.

Table 1.  Role of cooperatives ranked according to importance, selected cooperatives, Region 
XI, Philippines, 2012
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Table 2. Issues and challenges faced by the cooperative ranked according to importance, 
selected cooperatives, Region XI, Philippines, 2012

Table 3.  Social norm that are present in the cooperative with importance rating, selected 
cooperatives, Region XI, Philippines, 2012

Table 4.  Government support received by the cooperative with importance rating, selected 
cooperatives, Region XI, Philippines, 2012

Table 5.  Government support received by the cooperative with satisfaction rating, selected 
cooperatives, Region XI, Philippines, 2012
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Table 6.  Economic factor that can affect the cooperative with importance rating, selected 
cooperatives, Region XI, Philippines, 2012

Table 8.  Network/linkage established by the cooperative with satisfaction rating, selected 
cooperatives, Region XI, Philippines, 2012

Table 7.  Network/linkage established by the cooperative with importance rating, selected 
cooperatives, Region XI, Philippines, 2012

Table 9.  Functioning in the cooperative with satisfaction rating, selected cooperatives, Region 
XI, Philippines, 2012
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Figure 1.  The impact of cooperative enterprises on members’ capabilities and functionings 
(Vicari 2010)
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The Worldwideweb and Open Initiatives:
Opportunities and Challenges for Cooperatives

Rufino S. Mananghaya

 Abstract
Free software and open courseware are two distinct movements 
that came out of the Massachusetts Institute of Technology 
(MIT) community near the turn of the millennium (Year 2000). 
Ten years later, only few individuals and groups have started 
to embrace either movement. At this time, Khan Academy 
became another important addition to open courseware. The 
understanding of the said movements among the citizens 
is still very superficial, and the government is not openly 
advocating their use. However, given the large basic education 
sector in the Philippines and the extremely limited public 
funds, the suitability of free software and open courseware to 
basic education can not be ignored. Cooperatives are needed 
to catalyze the adoption of free software and open courseware, 
first among themselves and then among the schools. But it is 
important that the right perspectives be set for the undertaking; 
the paper offered a few arguments. Cooperatives are themselves 
potential users of free software and open courseware, and they 
can be service providers in the deployment of free software 
and open courseware in schools. It is important to remember 
that the Internet and Worldwideweb originally supported 
the sharing of resources as well as independent networks. As 
cooperatives become leaders in the use and support of free 
software and open courseware, they assume a bigger role in the 
Internet and Worldwideweb.

Key words: ICT education, e-learning, open initiatives
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Introduction

The personal computing revolution was boosted in 1981 at the 
International Business Machines Corporation (IBM) with its invention 
of the IBM Personal Computer and the publication of its technical 

reference. With the hardware design of the personal computer (PC) freely available, 
computer hardware became cheap and software became the scarce commodity 
required in the use of the PC.

Because the PC is useless without an operating system (OS), the usability of the 
PC easily became dependent on the OS companies, notably Apple Computer, Inc. 
and Microsoft Corporation. This was a development reminiscent of the invention of 
the steam engine and manufacturing machinery during the Industrial Revolution, 
when the few owners of new technologies acquired great wealth and power. 

History showed that the cooperative organization has helped the working 
class rise above the monopolist excesses of the Industrial Revolution. Will the 
cooperative also be an effective reformer in today’s personal computing industry 
that is dominated by giant software companies? 

Moreover, the Internet has developed quickly following the introduction of the 
PC. Individuals were empowered with communication and collaboration through 
the combination of the PC and Internet. Content for education is now being given 
away for free. Given this development, will the cooperative be able to lead content 
distribution in education?

Objectives of the Paper
This paper explored the emerging roles of cooperatives (Philippine 

cooperatives in particular) in the rapidly developing personal computer and 
e-learning industry, and specifically:

1. discussed pro-people developments in personal computing, such as 
free software and courseware; and 

2. suggested possible roles of cooperatives in empowering the consumers 
of personal computing and e-learning.

 
Public Basic Education – the Potential Market

The public basic education sector in the Philippines as of 2010 comprised 
20.7 million pupils, 6.8 million of which (or 33%) are in high school and 
14 million (66%) are in elementary school (NSCB no date). This is led by a 
contingent of about 500,000 teachers.  All of these are potential consumers of 
software and courseware.

The minimal allocation for software in this sector, following the upcoming 
subscription model of Microsoft Corporation for its Office 365 suite applied to groups 
of five users (including teachers), will be PhP 17.7 billion or 10% of the Department 
of Education (DepED) budget for 2010 (Thompson 2013, NSCB  no date.).
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This market only includes Microsoft Office software and is a good estimate 
considering that additional hardware and software costs will be compensated by a 
less intensive PC deployment, such as 1:10+ (one PC for every 10 or more users). 

Given this high allocation required by paid software in public basic education, 
there is real opportunity in the sector for free software and content so that public 
funds can be saved for more basic needs such as more classrooms and teachers. 

The Promise of Open Initiatives
The two major developments that promise to lessen the cost of personal 

computing and e-learning happened at the Massachusetts Institute of 
Technology (MIT). The first one is about Free/Open Source Software (FOSS) 
and the second is Open Course Ware (OCW).

In 1984, Richard M. Stallman founded the GNU project that popularized 
the Free Software Movement. Free Software features the following four essential 
freedoms for users (GNU 2013):

1. The freedom to run the program, for any purpose (freedom 0);
2. The freedom to study how the program works and change it so it does 

what the user wants (freedom 1);
3. The freedom to redistribute copies of the original software (freedom 2);
4. The freedom to distribute copies of the user’s modified versions 

(freedom 3). 

The said movement was able to develop GNU tools with corresponding GPL 
license that were embraced by Linus Torvalds who successfully founded Linux, 
a free operating system that commenced development in 1991 and which is still 
being continuously developed today. The word “Linux” is currently meant to be 
a “Linux distribution”, a collection of free software packaged into an integrated 
set of OS, tools and applications. The GNU project calls it “GNU/Linux” because 
Linus Torvalds used GNU’s tools and license for developing Linux (FSF 2013).

Variations of the GNU’s GPL license have been developed at around 1998, 
following Netscape’s opening to the public of its source code (Metzger no date) 
and are generally called “open source software”, signifying its pro-user bias 
(the user can tinker with the code). Subsequently, important applications for 
browsing, multimedia, and office work have become available because of the 
appeal to both software writers and users of free/open source software or FOSS.

Following the triumph of GNU through the success of GNU/Linux, the 
MIT faculty founded Open Course Ware or OCW in 2000.  OCW essentially 
publishes to the Worldwideweb MIT’s course materials.  By 2010, MIT has made 
available 2,000 courses online (MIT no date).  More courses are being made 
available through the new umbrella organization called OCW Consortium.

Following MIT’s example, MIT graduate Salman Khan started publishing 
videos in 2006 to the Worldwideweb in various basic education subjects. By 2010, 
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Khan has earned global recognition and won a number of grants and awards 
from big names like the Gates Foundation and Google.  In effect, Khan extended 
the OCW idea and offered his videos as free courseware for basic education.

As a result of these initiatives, both Free/Open Source Software (FOSS) and 
Open Course Ware (OCW) are available today for the basic education market, 
but are the teachers and pupils receptive to these new ideas?
 
Open Initiatives – Adoption and Popularity

In the 2006 APEC Symposium on Open Source and Open Course 
for E-Learning, few schools in the ASEAN region have already ongoing 
collaborations with MIT in the use and translation of OCW (APEC 2007).  
However, there was no such organized use of OCW in the Philippines, and this 
has not changed by 2010. A possible explanation is that no organized effort is 
needed to access OCW because the language of instruction in the country is 
English, the same native language at MIT.

In the same year, the Philippines’ ICT Commission has been introducing 
Edubuntu, a version of Linux, to selected public schools. This showed some 
impact when in 2009, the DepEd in its ICT Equipment policy, DO 28, stated that 
Linux was allowed for schools by its elementary education bureau.  However, 
in the same document, its high school bureau only allowed paid software, to 
quote, “For secondary schools, computer hardware with proprietary software 
is preferable” (DepEd 2009 p.2). 

The DepEd was free to create the said policy because the Philippine 
Government’s guideline about the software to be installed was delegated to the 
agencies (CSIS 2010). In addition, the software piracy rate in the country has 
been reported to be at 70% in 2011, up from 69% in earlier years (BSA 2012). 

The preceding information makes clear that both public policy and private 
piracy contributed to low adoption of free software in the Philippines despite 
its fiscal difficulties in supporting basic education.

Implications for Cooperatives
The question that comes up is “Why should the cooperatives be bothered 

to act in the face of the said developments?”
The first possible answer is enterprise. As more and more people use 

computers, software and content, business in sales and services is generated.  
Even if off-the-shelf software is free, software customization as well as user 
support will have to be paid. The same can be said for content, as content 
requires systematic storage and deployment that requires technical know-how. 
In this regard, cooperatives will just have to continue what it has been doing, 
which is engaging in an enterprise while at the same time serving its immediate 
community. And it was already shown above that the basic education sector is 
a large potential market and community in need.
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The second reason is education, especially values development among the 
youth. Software is intellectual property that should be protected, because in so 
doing, more intellectual property will be created in the future. Software should 
not always be expensive because there is always an alternative in the form of 
free software. The youth should also realize that free software is not a simple 
matter of price to the user but more importantly, it is a choice in lifestyle, the 
cooperative lifestyle.

The third reason is that the cooperatives are themselves consumers of 
software and content.  Being enterprises, cooperatives need software for their 
business processes. And free, community-developed software is very much 
appropriate for the cooperatives. In addition, the advice often given to promote 
information technology is to use it. By using free software, cooperatives 
send signal to the bigger community that free software is a viable choice for 
business. Cooperatives are also education promoters, so they can leverage open 
courseware in their education programs.

And lastly, it should be pointed out that despite today’s easy connectivity 
to the mega centers of software and content, the Internet is not about 
centralization but is about decentralization. Early Internet development was 
founded on resource sharing for many autonomous networks (Leiner et al no 
date). The Worldwideweb, which enabled global Internet use beginning 1991, 
did not change this assumption. Hence, the technologies of the Internet and 
Worldwideweb need to be used so that more decentralized networks can be put 
up. The cooperatives are the best hosts for those networks because of their deep 
commitment to community and human development.

Summary and Conclusions
The beginning of the PC in 1981 started a series of revolutions in computing 

hardware, software, and educational content. With the PC cheap and widely 
available, software became the scarce commodity and the power by corporate 
software providers over users increased. Individual initiatives tried to break this 
power. First, the GNU/Linux movement offered free software that later came 
to be known as Free Open Source Software (FOSS). Then the Faculty at the 
Massachusetts Institute of Technology (MIT) started Open Course Ware (OCW) 
for free educational content. Salman Khan, an MIT graduate, later introduced free 
content for basic education through videos, which became the Khan Academy 
videos. These major developments happened at about a decade of each other. 

Is the Philippines’ public basic education sector exploiting these 
developments in free software and course ware to maximize educational 
outcomes despite its limited funds?  No, not yet, but there is already a good 
start in the public elementary education sub-sector.

Shall cooperatives help the public basic education sector in using free 
software and content?  Certainly, because the cooperatives use software for the 
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enterprise and they can assist schools in the use of software. In this regard, 
the use of free content does not diminish but amplify the need of schools 
for computer services. Free software and content are also consistent with the 
cooperative value of self-help and focus on education. Lastly, the Internet is 
not about centralization, but it is about decentralization, with cooperatives the 
right organization to lead it because of its deep commitment to community and 
human development.
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The PUP College of Cooperatives

and Social Development Experience
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 Abstract
Cooperative education is critical to a cooperative’s sustainability 
or failure. Since the birth of the Philippine cooperative 
movement, the lack of education has been identified as one of 
the reasons for cooperatives’ failures. Cooperative leaders today 
still have to fully realize the value that education can bring to the 
growth, development, and sustainability of their organizations.  
Republic Act 9520 or the Philippine Cooperative Code of 
2008 declares as mandatory the conduct of training courses 
such as those relating to governance, financial management, 
strategic direction setting, and conflict and risk management.  
Cooperative education programs have been carried out by 
educational institutions. A number of Philippine higher 
education institutions offer degree courses on cooperatives. 
Formal cooperative education in the country was pioneered 
by two state universities: the Polytechnic University of the 
Philippines (PUP) and the University of the Philippines Los 
Baños (UPLB). In PUP, the academic offering is through the 
College of Cooperatives & Social Development (CCSD). An 
analysis of the challenges faced by CCSD as well as the synthesis 
of the different tracer studies and career development of the 
graduates of the course was discussed in this paper.  

Key words: cooperative education program, challenges, issues
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Introduction

Cooperative education is critical to a cooperative’s sustainability or 
failure.  Since the birth of the Philippine cooperative movement, 
the lack of education has been identified as one of the reasons for 

cooperatives’ failures. Cooperative leaders today still have to fully realize the 
value that education can bring to the growth, development, and sustainability 
of their organizations. Republic Act 9520 or the Philippine Cooperative Code 
of 2008 declares as mandatory the conduct of training courses such as those 
relating to governance, financial management, strategic direction setting, and 
conflict and risk management.  

Cooperative education programs have been carried out by educational 
institutions. A number of Philippine higher education institutions offer degree 
courses on cooperatives. The core of offering courses in cooperatives lies on the 
following reasons, i.e., promotion of  cooperativism and entrepreneurship for 
progress; offering academic programs relevant and responsive to the needs of the 
cooperative sector and the cooperative community; training of graduates who 
can apply their competencies in the organization, management, and operations 
of cooperatives; and directing the graduates to use their competencies for 
promoting socio-economic programs and projects of cooperatives and their 
communities (University of Northern Philippines 2000). 

Academic Program on Cooperatives of PUP
The cooperative development advocacy and support of the Polytechnic 

University of the Philippines (PUP) date back to the 1960s. The advocacy had 
a formal backing when the institution was declared as the center of education 
and training for non-agricultural cooperatives, and Cooperatives as a field of 
specialization for Business courses was offered by the University’s College of 
Business and Cooperatives. On March 31, 1989, a separate academic unit, the 
College of Cooperatives (CC), formerly Institute of Cooperatives, was established 
by virtue of the approval of the PUP Board of Regents. In school year 1989-1990, 
CC offered the Bachelor in Cooperatives program—a spin-off course from the 
PUP College of Business—to three sections of freshmen and a group of shiftees 
from other business courses.  

The College of Cooperatives & Social Development (CCSD) is an academic 
unit of PUP that specializes in cooperatives management and social development. 
It was established on March 31, 1989 as the Institute of Cooperatives and 
metamorphosed into a College in April 2006.  It was expanded and renamed 
College of Cooperatives & Social Development in April 2011.  CCSD responds to 
the national efforts of addressing poverty and achieving economic progress and 
social justice. Its academic, research, and extension services have two-pronged 
objectives: to produce committed and competent development practitioners that 
have theoretical grasp, interdisciplinary training, and practical skills as managers 
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and implementers of programs that promote equity and social well-being; and to 
build communities and promote social cohesion by extending support services 
to requesting external groups and partners. The CCSD vision, mission, goals and 
objectives are presented below:

PUP-CCSD Vision and Mission
Vision Statement: The College is a proactive exponent in PUP’s creation of 

a humanist, just, and empowering environment.
Mission Statement: To respond to the growing need for relevant and 

continuing education and services geared towards economic self-reliance, 
social responsibility, and cooperativism as a way of life.

Goals  CCSD aims to:
1. promote and strengthen the country’s cooperative and social 

development education both formal and informal;
2. provide nationalist, scientific, democratic, and pro-people education;
3. strengthen and broaden research programs;
4. enhance competence and expertise of faculty members;
5. exhibit virtues of social discipline and self-reliance, and 
6. make the college one of the most adequate training centers in the country.
Objectives In addition, CSSD will:
1. offer degree and non-degree courses in cooperatives and social 

development,
2. provide training courses in organization management, business, finance, 

audit and human resources development to cooperatives at all levels;
3. undertake research and disseminate findings through appropriate 

media/ for a;
4. set up exchange programs, scholarships, and professorial chairs in 

cooperatives;
5. engage in advocacy work to hasten the promotion, growth, and 

development of cooperatives and community organizations in the country; 
6. facilitate linkages and networking among cooperatives and 

development organizations, both local and international; 
7. undertake development projects and extension services with 

cooperatives and community organizations;
8. establish consortia and linkages with educational, development, and 

cooperative institutions, both local and international; and
9. undertake faculty development programs that include scholarships, 

fellowships, study visits, exchange programs, and exposures.
For the past 22 years, CCSD has been endeavouring to harmonize the 

Bachelor in Cooperatives (BC) curriculum with the demands and challenges 
posed by the cooperatives sector. In 2001, the BC curriculum was enhanced 
by the introduction of three options or specializations, namely: Cooperative 
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Business Management, Cooperative Financial Management Accounting, and 
Cooperative Education & Community Development. CCSD has produced 
1,747 graduates from its traditional and non-traditional study programs in the 
baccalaureate, associate in cooperatives, and post baccalaureate levels.  CCSD 
also has produced honor graduates such as 1 summa cum laude, 17 magna cum 
laude, and 64 cum laude.

PUP-CCSD Challenges
The PUP-CCSD faced a host of challenges in carrying out its three-fold 

functions of instruction, research and extension. BC as a course is consistent 
with PUP’s mission to improve the life of Filipinos through education. The BC 
program is envisioned to be a prime program that would impact significantly 
on cooperatives’ sustainability, effectiveness, and social responsibility. The 
program also expects to produce young cooperators with a deep appreciation 
of the long-term socio-economic goals of cooperativism. It expects to graduate 
value-centered, people-oriented, and highly competent cooperative managers, 
educators, and development practitioners. The Bachelor in Cooperatives 
curriculum had three revisions since its approval in 1989 (Mantalaba 2004).

Noble as the program is, the College is always faced with the following:

1. difficulty in promoting cooperatives as a course because of the students’ 
indifference to it that leads to low enrollment turnout; 

2. enrollees are forced to enroll in the course for reason that most of the 
courses in PUP are filled in; and 

3. less than ten percent of the students/graduates are enrolled in the 
course because they or their parents like/knew the course.  

Despite the students’ initial indifference with the course, however, CCSD has 
maintained an attrition rate that is one of the lowest in the University. This is seen 
as a measure of the positive impact on students of the learning approaches and 
the faculty’s personal passion for cooperativism leading to the students’ eventual 
alignment of their personal dreams with the mission and goals of the course.

With regard to the graduates and their job finding experiences, a survey 
was conducted in 2004 to show the work priorities of BC graduates. Based 
on the post-graduation experiences, BC graduates whose priority was to work 
with cooperatives can be categorized as follows:

Type A – those who wanted to work with cooperatives, were hired, and are 
still with the cooperatives that hired them;

Type B – those who wanted to work with cooperatives, were hired but 
eventually left for other cooperatives or other jobs; and 

Type C – those who wanted to work with cooperatives, were not able to 
find the cooperatives that would hire them, and had to look for other jobs.  
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The experiences of the graduates in categories B and C, according to 
Mantalaba (2004), have yet to be critically assessed by the College and the 
cooperative sector. According to the study, some of the reasons that need to be 
considered are:    

1. officers and/or managers of targeted cooperatives did not see the need 
to hire additional or permanent staff;

2. there are cooperatives that tend to think they are not ready to pay full-
time staff;

3. cooperatives needed staff but could not give the right pay for the right 
job and responsibilities; and 

4. graduates could not reconcile cooperative ideas learned with the 
realities of cooperative practice such as openness of cooperative leaders 
and managers to new ideas and suggestions and adherence to the values 
and principles of cooperation in relation to policy formulation, and 
implementation, human relationships, attitudes, and commitment. 

Still another survey in 2007 showed BC graduates’ initial priority employment 
targets, previous and current employers, and the reasons for being hired. The 
private business/ institutions and the cooperatives were the respondents’ first 
two employment priority targets. The kind of job offered to them was given as 
top reasons for choosing cooperatives as employers. The respondents’ employers 
when the survey was conducted included 28 cooperatives/ cooperatives-related 
organizations and 64 non-cooperatives (banks, food chains, and other enterprises). 
Majority were hired by their first target employers because of their qualifications 
and willingness to accept the salaries offered. Most of the respondents who said 
that the BC course was not their personal choice had cooperatives among their top 
employment priorities and actual employers after graduation. The willingness to 
accept the salaries offered and preference for the nature of the job in cooperatives 
are positive traits. The graduates said the uniqueness of the course which caught 
the interest of their interviewers was their edge over their co-applicants who had 
more familiar courses. However, there seems to be certain transitoriness in the 
graduates’ engagement with cooperatives. This should be looked into by future 
studies.  Cooperatives should consider making their organizations more capable 
of offering stable and long-term employment opportunities (Demelino et al. 2004).

From the survey findings, certain strengths in the curriculum and educative 
experiences of the BC graduates could be deduced such as in the relative shortness 
of time the graduates were able to find jobs after their graduation. It is noteworthy 
that majority of the graduates are working locally. It is also worth noting that the 
most useful competencies acquired by the graduates from their course are in 
communication, human relations, problem-solving, and critical thinking which 
are considered by experts among the most difficult but quite useful in showing 
effectiveness as leaders and co-workers (Manimtim 2004). The challenges and 
needs to be addressed based on the studies conducted were:
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a) capability-building of some schools that shall enable them to offer 
cooperatives as a full-blown degree course;

b) improving enrollment turnout;
c) promotion of the courses especially in the secondary schools and 

within the cooperative sector;
d) better matching of the courses with the needs of the cooperative 

movement;
e) providing better employment opportunities through stronger and 

more progressive cooperative business; 
f) capability-enhancement of faculty and more responsiveness of the 

curriculum; and
g) resource generation and support mobilization.

The college, its faculty, staff, and students and graduates are faced with 
challenges and a reality that call for a lot of work in order that they may be of 
service to cooperatives they are committed to serve. These concerns relate to their 
cooperative partners, student scholarships, cooperative employment, integration 
of cooperatives in the curriculum, and program replication, to name a few.  

PUP-CCSD Extension Program
Another program of the College is its extension services. In this program, 

requests for assistance from outside groups and communities like cooperatives 
started as early as 1989. This compelled the CC faculty to double-task as trainers in 
extension work even before the opening of the academic program. Short courses 
and consultancy services on cooperative management and project development 
were extended to community residents, occupational groups, and cooperatives 
in Metro Manila and in the provinces. (Demelino 2004).

Today, CCSD Extension Services Unit continuously provides short 
courses and workshops, referrals, organizational review/diagnosis, cooperative 
organizing support, and project development and evaluation, among others, to 
its cooperative partners.  

As a duly-accredited training provider for cooperatives, the CCSD offers 
training courses which the cooperatives and other cooperatives-related parties 
may avail of for capability-building of their officers, employees, and members. The 
training and information services of the PUP-CCSD respond to the education, 
training, and information needs of cooperatives through customized training 
courses and dissemination of information and learning materials on cooperative 
concepts and practice. CCSD information services include publication of 
researches, modules, and other instructional materials developed by the faculty. 
It also offers services related to development and packaging of information 
materials of cooperatives and other interested partners (CCSDTIS 2011).

One of CCSD’s strengths is the continuous and close working relationship 
it has forged with the cooperative sector and the different cooperatives-related 
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support agencies. These partnerships make possible the realization of the CCSD’s 
vision, mission, goals, objectives, and programs that are relevant and responsive 
to the development needs of both the students and the cooperative sector. The 
primary, secondary, and tertiary cooperatives and cooperative development 
offices of the local government units in Metro Manila and the nearby provinces 
like Laguna, Quezon, Rizal, Cavite, Batangas, and Bulacan are among the most 
reliable and hospitable education and training partners of the CCSD. They 
consistently host the BC semester-long field exposure and internship program. 
They help the students fulfill curricular requirements such as the conduct of 
training needs analysis, research, project feasibility studies, education program 
designing and implementation, community profiling, marketing/business 
planning, policy analysis and formulation, local development planning, and 
practice teaching. (Demelino and Manimtim 2004).

A number of major programs and projects were undertaken in partnership 
with outside agencies including the Land Bank of the Philippines; Land Bank 
Countryside Foundation Inc.; the Offices of Senator Lito Lapid and former 
Senators Juan Miguel F. Zubiri and Ramon Magsaysay; Hanns Seidel Foundation; 
National Cooperative Movement; National Housing Authority; Fundacion 
Santiago; Cooperative Development Authority; Department of Trade and 
Industry; Development Action for Women Network; and, the Department of 
Environment and Natural Resources. However, CCSD’s extension services have 
the following weaknesses:

a) lack of committed leaders/trainers/faculty to design new programs 
and develop new training materials on cooperatives;

b) limited access to cooperative materials and publications;
c) lack of information dissemination on the services offered by the 

CCSDTIS;
d) no follow-up mechanism and monitoring schemes to measure impact 

of education and trainings conducted by the unit;
e) the limited number of CCSD faculty members makes it impossible to 

accommodate all requests for training and advisorships;
f) some of the extension undertakings are not continuing; and
g) lack of research undertakings to determine impact and degree of 

cooperative partners’ satisfaction on the extension services being 
provided by CCSD.

PUP-CCSD Research Agenda
The importance of research and development in an academic institution that 

professes to provide responsive services to the community is clearly spelled out in 
CCSD’s goals. The Research and Development Unit is tasked to provide research 
services for in-house needs and those of the cooperative sector. These services are 
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in line with the realization of the following objectives: a) curriculum development 
of the academic program; b) development of instructional materials and curricula 
through the maximization of available internal resources and through collaboration 
with external parties; c) high-level research capability-building programs for 
cooperatives; d) promotion of research consciousness; and e) establishment of 
cooperative data bank and a research arm specializing in cooperatives.  

In line with PUP’s’ general development goals, CCSD is pursuing a research 
development agenda that is geared towards heightening the research consciousness 
and capability of both its faculty and students. This is expected to highlight the 
research capabilities of the students and the faculty as the development niche of 
the BC curriculum and the vital complement for greater effectiveness of CCSD 
extension services (Demelino and Manimtim 2004). Some limitations of CCSD’s 
research and development program arise from the fact that few faculty members 
are inclined to undertake research for the following reasons:

1. research is not their priority;
2. research incentives for faculty engaging in research are not fully provided;
3. high teaching loads do not allow time for faculty to engage in research;
4. capacity-building for faculty members and alternative ways are not 

adequate;
5. there is lack of realistic funding for research and research-related activities;
6. directory of research linkages (local) is not established; and 
7. cooperatives’ orientation relative to research is low.  

Conclusion
The cooperatives’ appreciation of the importance of research also needs to be 

intensified. CCSD hopes that higher education institutions (HEIs) particularly 
state universities and colleges (SUCs) will come to fully realize the essentiality 
of the role of cooperative education in the country. With big challenges ahead 
and knowing the dictates of the laws of the land on cooperatives and mandate of 
the government for cooperatives, CCSD as a College with academic programs 
on cooperatives, should gear towards the following:

a) engraving in the hearts of Filipinos thus helping them to realize and 
embrace cooperativism as a way of life;

b) advocating cooperatives as instrument of equity, social justice, and 
economic development;

c) assisting in the actual formation and organization of cooperatives to 
create an atmosphere conducive to the growth and development of 
cooperatives;

d) adhering to the call that, as a government education instrumentality, 
only it should provide technical assistance to cooperatives;
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e) participating in the development of policy on cooperative growth 
and development; 

f) supporting the Medium-term Development Program 2011-2016 
in cascading cooperative sector’s specific goals towards the overall 
realization of the societal goal of poverty reduction and improvement 
of the service quality guided by the principles of subsidiarity, 
autonomy and independence, partnership and complementation, 
empowerment, transparency, and accountability ; and 

g) intensifying the offerings of the baccalaureate and post baccalaureate 
programs on cooperatives.

Only when we are moving in the abovementioned directions can we say 
that the PUP CCSD, true to its vision, is truly a proactive exponent in PUP’s 
creation of a just, humanist, and empowering environment.
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 Abstract
Cooperatives have the potential of becoming great economic 
and social enterprises. To achieve this aspiration, DOST-XI 
helped ADAP-MPC and DAVECO by providing technical 
trainings and production equipment as grant. ADAP-MPC 
is a community-based cooperative of persons with disability 
while DAVECO is an employee cooperative of agrarian reform 
beneficiaries. Using these two cases, this study measured 
social capital and determined the factors affecting social 
capital using principal component analysis and statistical 
analysis. Results suggest that togetherness and sociability, 
generalized norms, and volunteerism are considered the 
principal components in measuring social capital. Members 
of ADAP-MPC considered themselves friends compared to 
DAVECO. Visitation of members was observed more among 
members than officers, older members than younger members, 
and those members who perceived that leadership was not 
changed regularly. Attendance to meetings is more regular in 
DAVECO compared to ADAP-MPC. Members who got help 
from others were those who saw no improvement in their 
personal and the organization’s well-being. In terms of leaders’ 
representation, wider mandate was seen by younger members 
and when former leaders no longer participated in the affairs 
of the cooperative. Consistently, high-income members were 
able to volunteer more in the neighborhood, community, and 
the cooperative. Hence, DOST-XI in assessing the cooperative 
before grants are awarded should focus on critical areas 
of leadership and economic aspects aside from physical, 
financial, and human capital.

Key words: cooperative, principal component analysis, social  
 capital
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Introduction

Social capital is a topic of considerable interest to people from different 
social strata because of its links to individual and community well-
being.  Its potential contribution to results in diverse areas of social 

concerns such as health, community, safety, and education has captured the 
interest of policy makers, social analysts, and researchers (Australian Bureau of 
Statistics 2002). In various fields of discipline such as anthropology, economics, 
political science, literature, and sociology; the notion that social relations, 
networks, norms, and values matter in the functioning and development of 
society is generally accepted (Grootaert and Bastelaer 2001). The institutions, 
relationships, attitudes, and values that govern interactions among people 
contribute to economic and social development. Social capital has been 
regarded as the glue that holds communities together (Stone and Hughes 2002).

Cooperatives are founded on social capital which is the major resource of 
organizations governed by cooperative principles (Valentinov 2004). Compared 
to investor-owned firms, agricultural cooperatives create social capital among 
its members at a higher rate (Hong Sporleder no date). These cooperatives are 
most dependent on social capital to enhance members’ collective actions and 
to compensate inadequate equity. Allahdadi (2011) agrees that agricultural 
cooperatives influence networks among members, thus, affecting the 
cooperative activities.

Cooperative, as defined in the Philippine Cooperative Code of 2008, is 
an autonomous and duly registered association of persons, with a common 
bond of interest, who have voluntarily joined together to achieve their social, 
economic, and cultural needs and aspirations by making equitable contributions 
to the capital required, patronizing their products and services, and accepting 
a fair share of the risks and benefits of the undertaking in accordance with 
universally accepted cooperative principles (Republic Act 9520, Section 1, 
Chapter 1, Article 3.).”

Having the mandate to assist cooperatives, associations, and other non-
profit organizations particularly engaged in the manufacture of goods and 
services, the Department of Science and Technology (DOST) plays a vital role 
in social development. The agency is “the premiere science and technology body 
in the country charged with the twin mandate of providing central direction, 
leadership, and coordination of all scientific and technological activities, and of 
formulating policies, programs, and projects to support national development 
(DOST 2012).” The agency primarily provides appropriate technologies to 
manufacturing firms, industries, cooperatives, associations, and other forms of 
organizations in their operations.

With a large number of cooperatives in Davao City and the limited budget 
of DOST Regional Office No. XI, the agency desires to be efficient in fulfilling 
its mandate of helping these cooperatives engaged in the manufacture of goods 
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and services. Rapid assessment was done to evaluate the viability of subject 
cooperatives to manage the grant offered by the agency. The assessment focused 
on physical, financial, and human capital, among others. 

Recognizing that a cooperative is a highly social capital-based organization, 
this research is aimed to determine the level of social capital of cooperative 
members and the factors that motivate social capital formation. The results of 
the study can guide in pursuing development assistance to organizations which 
“appear in need of urgent assistance” against legitimate peasants, farmers, and 
other marginalized communities. Two cases of DOST-funded cooperatives 
were analyzed, namely, the Association of Differently-Abled Persons Multi-
Purpose Cooperative (ADAP-MPC) and the Davao Agricultural Ventures 
Corporation Employees’ Cooperative (DAVECO).  ADAP-MPC is a cooperative 
of differently-abled persons engaged in the production of school furniture 
for public schools. ADAP-MPC members wish to upgrade their skills and 
capability in order to sustain their operations. Despite their physical disabilities, 
the members bind together to create a productive and independent community 
functioning in the society rather than waiting for “donors”.  DAVECO, on the 
other hand, is a cooperative engaged in the production of processed pineapple 
products such as pineapple juice, pineapple vinegar, and wine, among others. 
DAVECO also serves as corporate social responsibility beneficiary of Davao 
Agricultural Ventures Corporation by giving the cooperative due priority in 
supplying pineapple fruits which do not pass the export standards.  These are 
processed into high value products for local market.  

Section 2 outline the methods employed in this research. Section 3 
presented the discussion of the results. Section 4 summarized the paper and 
provided concluding remarks.  Section 5 offered recommendations for DOST-
XI and future researches related to this study.

Methodology
The conceptual framework used in this study was adapted from the work 

of Narayan and Cassidy (2001).  Social capital interacts at the household, 
community, and institutional levels. The analysis focused on the community 
or cooperative level. It involved six social capital components: (1) general 
characteristics, (2) togetherness and sociability, (3) neighborhood connections, 
(4) trust/trust building, (5) generalized norms, and (6) volunteerism. 

General characteristics involved members’ and cooperative’s 
characteristics. Members’ characteristics included age, sex, education, income, 
life improvement, and leadership role while cooperative’s characteristics 
included the type of cooperative (employee-based versus community-based), 
cooperative improvement, presence of peace (peaceful versus conflictive), 
change leadership, term limit, participation of former leaders, processes, and 
policies (Figure 1).
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Multiple questions were asked per component of social capital which 
resulted to a total of 21 questions. These questions were trimmed down to an 
acceptable number (lower than 21) through the use of principal component 
analysis (PCA). This method identified the main components (questions) 
which returned the highest percentage of variance explained using Varimax 
rotation (Milagrosa and Slangen 2006).

The responses were either nominal (Yes-No) or ordinal (rating from 1 to 
5) in nature. Statistical analysis was also employed. For nominal responses, 
Chi-Square test of independence was applied to determine whether the two 
variables are statistically independent (Narayan and Cassidy 2001). For ordinal 
responses involving two categories, Mann-Whitney U test was employed while 
the Kruskal-Wallis H test was performed for those involving more than two 
categories (Yokakul and Zawdie no date and Mbengwa et al. 2012).

Data included quantitative and qualitative responses from 40 officers and 
members of the cooperative. A total of 22 respondents from DAVECO and 18 
respondents from ADAP-MPC were interviewed.

Results and Discussion
ADAP-MPC Profile
ADAP-MPC is an economic arm of the Association of Differently-Abled 

Persons (ADAP) Incorporated and was founded on April 1, 1997. ADAP 
Incorporated was primarily formed to get the census and cater to the needs 
of the differently-abled persons in the different parts of the city. The ADAP-
MPC is also part of the National Federation of Cooperatives of Persons 
with Disability (NFCPWD) which aims to provide support to persons with 
disabilities (PWD) cooperatives and to promote cooperatives as an alternative 
vehicle to empower PWDs and propel socio-economic progress (Canadian 
Cooperative Association no date).

Since the ADAP-MPC was founded, lending has been its primary source 
of revenues.  As of the year 2012, the ADAP-MPC had a total of 137 members. 
The cooperative maintains 20 workers in the production of quality school desks 
and chairs supplied to the Department of Education (DepEd) in Mindanao for 
the past eight years.

The cooperative also envisions to provide employment and uplift the well-
being of PWDs. The cooperative members are diverse in terms of the place of 
origin. On the other hand, the cooperative have associate-members who do not 
belong to the PWD community.

In general, 50% of all members was active.  Most of these were women.  The 
Davao City local government donated land and assisted in the construction of 
residential houses which is now known as “ADAP Village”. It has a total of 40 
houses of which 35 were occupied by  members of the cooperative.  Inside the 
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village is also the working area of the worker-members and the cooperative 
center where meetings are usually conducted. The cooperative plans to expand 
the village to accommodate more members.

Common problems like financial and miscommunication within the 
members arise in their community.  However, in general, their community is 
peaceful and the members have good relationship with each other. 

There are four government agencies that extend financial assistance to the 
ADAP-MPC, namely: the Department of Labor and Employment (DOLE), 
National Food Authority (NFA), City Cooperative Development Authority 
(CCDA), and Department of Science and Technology (DOST). The DOST-XI, 
in particular, helped the cooperative in a great way. The agency did not only grant 
them financial assistance but it also provided machines and technical assistance 
which are both essential in their production of quality school desks and chairs. 
ADAP-MPC received assistance from DOST-XI in terms of furniture-making 
equipment, training on bamboo furniture making, engineered bamboo and 
handicraft making, wrought-iron making, and consultancy service to improve 
the manufacturing efficiency. 

DAVECO Profile
The Davao Agricultural Ventures Corporation (DAVCO) is a company 

engaged in the production of fresh pineapples for export. Its farms are located 
in Calinan and Baguio Districts, Davao City and in Maramag, Bukidnon. In 
its early years, 34 hectares of its land were acquired by the government under 
the Comprehensive Agrarian Reform Program (CARP). The target CARP 
beneficiaries were the employees of the company who at that time had formed 
a union.

Determined to become the land beneficiaries, the Davao Agricultural 
Ventures Corporation Employees’ Cooperative (DAVECO) was created and was 
formally registered on November 27, 1995. In compliance with a requirement 
under the CARP Law, the agrarian reform beneficiaries (ARBs) formed the 
cooperative. Years later, more employees were granted land ownership as more 
land areas from DAVCO were obtained by the government under CARP.

As a closed-type cooperative, DAVECO is explicit about the requirements 
for membership. Aside from those that were provided in RA 9520 or the 
Cooperative Code of the Philippines, qualified applicants are all ARBs that 
were listed as beneficiaries of the certificate of land ownership award (CLOA) 
and are employees in DAVCO. The multi-purpose cooperative offers money-
lending, land lease-back, and processing of pineapples into jam, vinegar, 
wine, and juice. Its primary goals are to: (1) provide basic social services to its 
members, (2) establish linkage with government agencies and private sectors, 
(3) engage in livelihood or income generating projects (IGPs), (4) generate 
funds and extend credit to members for productive and providential purposes, 
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and (5) encourage thrift and savings mobilization among members for capital 
formation.

DOST-XI has aided the progress of the cooperative through technical 
assistance and financial support by means of soft loan. It has provided training 
to DAVECO in jam making, prolonging its shelf-life, product label and design, 
and laboratory tests and analyses. Furthermore, the agency provided trainings 
on: (1) how to make pineapple vinegar and produce industrial volume using 
vinegar acetator kit from Industrial Technology Development Institute (ITDI), 
(2) pineapple wine-making and common service facility for wine fermentation, 
(3)  packaging and labeling design and initial volume of packaging labels, and 
(4) food safety awareness and good manufacturing practices (GMP), and plant 
layout to ensure the acquisition of License-to-Operate from the Food and Drug 
Administration (FDA) of the Department of Health (DOH). The agency also 
deployed manufacturing consultants to improve efficiency.  This IGP generated 
an annual income of PhP4 million, on the average.

Principal Component Analysis (PCA)
Following the work of Milagrosa and Slangen (2006), PCA was performed 

among 21 components related to togetherness and sociability, neighborhood 
connections, trust/trust building, generalized norms, and volunteerism. Among 
these components, only three were identified to be the main components, 
namely: togetherness and sociability; generalized norms; and, volunteerism 
(Table 1). From these three main components, only eight questions were 
identified to be main factors with 77% of the variance explained using Varimax 
rotation. Kaiser criterion where initial Eigen values < 1 were excluded was used 
to determine which factors were relevant.

Member’s characteristics.  The eight main questions identified to be related 
to social capital were analyzed with respect to member’s characteristics. Level 
of significance was determined statistically using the Kruskal-Wallis for three 
categories and Mann-Whitney for two categories. Among these characteristics, 
only four were found to have statistical difference in their responses to the level 
of social capital which included age, income, life improvement, and leadership 
role (Table 2).

Older members in their 50s tended to visit other members more (2.44 rating) 
and attended more meetings (1.75 rating) compared to younger members in 
their 30s (1.50 ratings for visitation; 1.18 ratings for attendance to meetings). 
On the other hand, younger members considered a wider representation of the 
leaders (3.71 rating) compared to older members (2.82 rating).

Members with high income volunteered more to help the community (2.00 
rating), helped neighbors (3.00 rating), and contributed money or time for the 
development of the cooperative (3.00 rating) compared to members with low 
(1.75, 1.50, and 1.50 ratings, respectively) and middle income (2.00, 2.24, and 
1.97 ratings, respectively).
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Members who considered their lives as having no improvement got more 
help from other people (2.50 rating) compared to those who considered their 
lives as having improvement (1.91 rating). Lastly, members in the cooperative 
were more likely to visit other members (2.53 rating) and attend meetings (1.76 
rating) compared to officers (1.74 and 1.11 ratings, respectively). This implies 
that in the two cooperatives, togetherness and sociability were stronger among 
members than the officers.

Cooperative’s characteristics. The eight main questions were also analyzed 
with respect to cooperative’s characteristics. These included the type of 
cooperative (employee-based or community-based), cooperative improvement, 
presence of peace (peaceful versus conflictive), change of leadership, term limit, 
participation of former leaders, processes, and policies. There is a statistical 
difference among cooperative characteristics in terms of level in social capital 
except for awareness of the processes in the cooperative (Table 3).

Community-based cooperative ADAP-MPC considered its members 
more as friends (2.19 rating) compared to the employee cooperative DAVECO 
(1.73 rating). However, the DAVECO cooperative members attended more to 
meetings (1.60 rating) compared to ADAP-MPC members (1.19). Members 
who thought that there is no improvement in the cooperative got more help 
from other members (2.50 rating) compared to those who thought otherwise 
(1.91 rating).

Members who saw the cooperative as conflicted were more likely to 
volunteer in helping the community (2.00 rating) compared to those who 
considered they belonged to a peaceful cooperative (1.83 rating). Those who 
believed that change in leadership was not regular visited other members more 
(2.71 rating) compared to those who saw otherwise (1.97 rating).

Members who thought that the term limit of leaders was sufficient to 
improve the cooperative helped more in the community (2.00 rating) compared 
to those who thought the term limit was not sufficient (1.80 rating). The 
non-participation of the former leaders was seen by the members as having 
wider representation of the current leaders (3.28 rating) compared to those 
who identified participation of former leaders (2.56 rating). Lastly, absence of 
policies in the cooperative made the members more active in visiting other 
members (3.00 rating), attending meetings (2.00 rating), and helping neighbors 
(2.60 rating) compared to those who identified that policies were present (2.00, 
1.33, and 2.10 ratings, respectively).

Summary and Conclusion
Cooperatives can become great economic and social enterprises once 

members cooperate and collectively work together. Critical to the achievement 
of these goals is the social capital among members which acts as “glue” that 
binds the members together. High social capital is believed to improve the 
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chances of cooperative success. Thus, it is important to measure social capital 
and determine the factors affecting social capital in the context of a cooperative.

PCA and statistical analyses were employed on the two cases of cooperatives 
which received grants and/or soft loans from DOST-XI, namely: ADAP-MPC, 
a community-based cooperative of persons with disability, and DAVECO, an 
employee cooperative of agrarian reform beneficiaries.

Of the five components of social capital, togetherness and sociability, 
generalized norms, and volunteerism were considered the principal 
components. Togetherness and sociability can be described as the friendship 
among members, visitation of members, and attendance to meetings. Members 
of community-based cooperative considered themselves friends compared to 
employee-based. Visitation of members was observed among more members 
than officers, older members than younger members, and those members who 
perceived that leadership was not changed regularly and with absence of policy. 
This indicates that when members see the need to change leadership and to 
establish policy, they were compelled to see each other more often. Attendance 
in meetings were more regular in DAVECO compared to ADAP-MPC. 
Members who attended more meetings (compared to officers) were relatively 
old. The situation was also evident with the absence of policy which required 
the members to meet more often.

Generalized norms can describe whether members get help from other 
members and whether they have wider representation of the leaders. Members 
who got help from others were those who saw no improvement in their 
personal and organizational well-being. The lack of progress at the individual 
and organizational levels compelled them to seek help from others including 
government agencies.  In terms of leaders’ representation, wider mandate 
was seen by younger members and when former leaders were no longer 
participating in the affairs of the cooperative.

Volunteerism was characterized in three ways, namely: helping the 
community, helping neighbors, and contributing time and money to the 
cooperative. Consistently, high-income members volunteered more in all 
three aspects compared to low-income members. This implies that economic 
benefits lead to volunteerism, thus, attaining social benefits.  Sufficient term 
limit of leaders made members help more in community affairs. Interestingly, 
a peaceful cooperative have lesser community effort compared to a conflicted 
one. This result may be due to the fact that conflict compels the cooperative 
members to help the community become more developed and peaceful.

Recommendations
In relation to DOST-XI’s program to help these cooperatives succeed in 

their manufacturing of goods and services, eventually attaining economic and 
social gains, it is important to check the leadership aspect of the cooperative. 
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Critical to this is the observance of term limit of the cooperative officers. In 
addition, economic activities should be closely evaluated. 

To improve this study, it is recommended that the number of cases be 
increased to include “failed” cooperatives. The analyses can be improved using 
discriminant analysis or logit/probit analysis in identifying the factors that 
affect the success and failure of the cooperative. Furthermore, the links of the 
social and economic gains should be further investigated.

Figure 1. Conceptual framework.

Table 1. Main components of social capital formation
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Cooperative Education in the Philippines:
Meeting the Challenge of Real Development

Romulo M. Villamin

 Abstract
Rule 7 of the Implementing Rules & Regulations (IRR) of the 
Philippine Cooperatives Law of 2008 (RA 9520) requires all 
officers of co-operatives to undergo various management 
capability enhancement trainings designed to promote 
cooperative stability and growth. Co-operative education should 
have contributed to a successful co-operativism in the country 
by now. CDA data as of December 2011, however, indicate 
that 91.7% of all registered co-operatives were micro or small, 
suggesting that Philippine co-operatives remain in various 
stages of underdevelopment after almost a century of history. 
The questions remain: How can co-operative education solve 
the problem of underdevelopment? What improvements can be 
made at the level of individual co-operatives and collectively as 
a system? Poor delivery of education is one problem Rule 7 has 
already exposed: There is no system of co-operative education 
in the country, a fact that can limit, if not negate, the good 
intentions of the law. Nevertheless, Rule 7 might just provide a 
“historic” opportunity for Philippine co-operatives to attain real 
development.
This paper highlighted the issues in cooperatives education 
content and delivery by identifying institutional and systemic 
constraints in aid of determining future directions for co-
operative education in the country.

Key words:   underdevelopment, system, quality
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Introduction

Keen observers of co-operative developments in the Philippines, 
especially critics of the movement, often hear that “lack of education” 
lies at the root of cooperative failures.  This was particularly true 

in the early stages of promotion and development of co-operatives in the 
country, when government and a host of public agencies were at the forefront 
of every development effort and co-operative education was no more than an 
information campaign.

Since the 1950s, however, with the passage of Republic Act 2023 and the 
emergence of the voluntary sector that put emphasis on member education, 
co-operative education has become institutionalized. The pre-membership 
education seminar (PMES) became a practice of the voluntary sector early 
on, and the Philippines may be the only country in the world now where the 
PMES is mandated by law as a requirement for membership in any type of co-
operative. Co-operatives are also mandated to set aside 10% of their net surplus 
for the Co-operative Education and Training Fund (CETF), half of which is 
intended for their own co-operative education activities; the other half for use 
by the union or federation of which it is a member. 

Nowadays, when analysis of problems associated with co-operatives 
identifies “lack of education” as a cause, it is not the absence but rather the failure 
of education that is the issue. This refers to the inadequacy of education, either 
in terms of substance or quality. This may help explain the poor performance 
of individual co-operatives. But can it adequately explain the inadequacy of co-
operatives taken together as a whole?

Discerning Present Realities
Let’s first take a good look at co-operatives in the Philippines as a sector, 

however tenuous that grouping might be right now, and see what is happening. 
Some critical events stand out upon closer analysis. These realities are highlighted 
below.

First, Philippine co-operatives remain underdeveloped. The world celebrated 
the International Year of Co-operatives in 2012 and the United Nations’ report 
to the General Assembly to support the IYC declaration cites impressive gains 
achieved by the co-operative sector in both developing and developed countries. 
Co-operatives have established presence in almost all sectors of national 
economies across the world and have become dominant players in certain 
sectors, particularly in agriculture where co-operatives enjoy over 50% to 90% 
market share. Unfortunately, Philippine co-operatives do not figure in the “co-
operative map” after over a century of continuous promotion and development. 
The data of the Cooperative Development Authority as of December 2011 show 
that nearly 92% of registered co-operatives are micro and small. Only 1.6% are 
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considered large (those with PhP100 million or over in assets), most of which are 
into financial services and working independently of one another.

These numbers seem to profile the state of co-operatives in the country, which 
have gone through boom and bust cycles at different stages of development over 
the years. This has been the reality for more than a hundred years now (Sibal 
undated). Seen from a historical perspective, these numbers simply suggest that 
co-operatives in this part of the world are permanently stuck in the stage of 
under development. Co-operatives are underdeveloped when they remain small 
precisely because they depend on their own limited resources or are dependent 
on outside resources. As a sector, co-operatives remain underdeveloped when 
their resources are diffused and not optimized for growth, thereby limiting their 
potential to develop and contribute to national development.

Second, bigger co-operatives are growing individually rather than as a 
system. It has to be pointed out that in many countries the success of co-operatives 
in achieving significant market share and continuous growth was never achieved 
by one co-operatives acting alone in the marketplace but by co-operatives 
working together within and across industries. They have secured their position 
in the national economy precisely by practicing the 6th Co-operative Principle o f 
“Cooperation Among Co-operatives.”

In contrast, in the Philippines where there is very little synergy among 
co-operatives, the prevailing mind-set is that co-operatives can succeed 
alone. Consequently, co-operatives in the country have largely remained 
individual players who currently demonstrate the very unusual phenomenon of 
“competition among co-operatives.” There are also no support systems in place 
or have prospered when one was started. Without such support systems as a 
liquidity fund or stabilization fund, for instance, savings and credit co-operatives 
are increasingly exposed to systemic risk. Such risk is real and the fact that even 
large cooperatives apparently ignore it means that Philippine co-operatives are a 
long way from maturing into a viable system.

Third, there is no unifying center that provides leadership and direction. 
If the picture drawn above of the state of co-operatives in the country is one of 
random development, one major reason for this is the lack of effective regulation. 
But the other important reason is the absence of a unifying center that can 
guide the co-operative movement towards a common direction and one that 
can provide an effective system of support. In the more developed and mature 
movements around the world, this role is usually played by a strong federation or 
union providing leadership, guidance, and direction. Here, the federations and 
unions are not only weak; there are just too many of them and, worse, they are 
acting at cross purposes with one another. Moreover, there is very little intelligent 
discussion as well as concerted effort at defining a real agenda for action at all 
levels. From a systems standpoint, co-operatives in the country have very little 
chance of moving up the ladder of development without a unifying center.
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Role of Co-operative Education
Has co-operative education something to do with this state of affairs? 

Can those who profess to advance knowledge in co-operatives ignore these 
realities? In looking forward, can education contribute effectively to moving 
co-operatives from underdevelopment to real development?

This paper takes the position that co-operative education cannot be 
dissociated from these realities. Ignoring them means that education becomes 
an aimless propagation of knowledge; therefore, it cannot contribute to real 
development. Herbert Spencer (1820 – 1903), the English philosopher, once 
said: “the great aim of education is not knowledge but action.”  This is an 
important reminder because it means education should not only be seen as a 
process but ultimately its value should be seen in the outcome.

Past efforts at co-operative education obviously fell short of this measure. 
But the challenge of real development remains. If Philippine co-operatives are 
to move up the ladder of development, then present as well as future efforts at 
co-operative education have to be equal to this challenge.

Content as message. Co-operative education has to squarely address the 
issue of underdevelopment of co-operatives in the country. Cooperation is 
an active word signifying individual contribution to a collective undertaking 
towards achieving a common purpose, which is higher or greater than 
the purpose of any one individual in the group. In an organization like a 
co-operative, the strength of the undertaking lies precisely in members 
contributing to the common good in order to meet their individual needs, not 
the other way around. This is why the Statement on the Co-operative Identity 
is also the statement of the Co-operative Values and Principles. Co-operatives 
around the world have succeeded precisely because they worked together to 
achieve the higher purpose of contributing to national development, not just 
to realize their own individual ends.

Something must have been lost in the translation of co-operative thought 
and practice through co-operative education if the realities described above 
are all we can show for our efforts over the years. Co-operative education must 
have failed because it has not nurtured the real essence of cooperation and 
has not elevated the meaning of organized cooperation to a higher purpose. 
Something must be done to correct this and new initiatives have to be 
advocated. Co-operative education, after all, is advocacy and advocating for 
change has become more urgent now that the social relevance of co-operatives 
is being questioned by other sectors of Philippine society.

It is for this reason that the Mindanao Alliance for Self-help Services-
Southern Mindanao Educational Cooperative Center (MASS SPECC) has 
taken an active advocacy role through its education and training activities, 
carrying the following messages in the conversation it has started with co-
operative officers, managers and staff:



Villamin

208

a) Consolidation. It is now time for co-operatives, as an economic sector, 
to move up the ladder of development. This can be achieved through 
consolidation, merger, and integration. This has been the experience of 
developed and mature co-operative movements around the world. Co-
operatives here have to take this route if they are to establish significant 
presence and visibility in the national economy.

b) Systems thinking. Again, as demonstrated by successful co-operative 
movements in many countries, co-operatives cannot succeed alone; 
they can only succeed as part of a bigger whole. They work together in 
establishing support systems and structures in order to protect themselves 
better from systemic risk and achieve sustainable growth. A strong 
federation and union system is essential to the success of co-operative 
movements. This is sadly missing in the Philippines. Here, federations and 
unions, aside from being mostly weak, act more like “service providers” 
rather than self-regulating systems that they should be. 

c) Movement building. Co-operatives cannot work together effectively 
when they are not guided by a higher purpose and when they are 
not bound by a common cause. Right now, there is no co-operative 
movement to speak of in this country. What we are witnessing instead 
are loose alliances and temporary relationships that are driven more by 
individual interests rather than the pursuit of the common good. Indeed, 
there is a need to articulate again that purpose and that cause that have 
made co-operatives the one great social innovation known to mankind.

d) Nation building. Co-operatives have clearly to be part of the solution 
to the socio-economic problems of the country, particularly in tackling 
poverty. This includes greater contribution to production, particularly 
agricultural production because majority of poor Filipinos still depend 
on agriculture. Right now, there is too much concentration in savings 
and credit (over 78% of registered co-operatives) where there is very little 
innovation and the contribution to economic output is marginal. There 
is a need to venture into new co-operative undertakings that can secure 
real benefits particularly for the marginalized sectors of the population. 
Otherwise, co-operatives’ claim to social relevance remains hollow.

Rule 7 of the Implementing Rules and Regulations of RA 9520 now 
requires all officers of the co-operative to undergo necessary training specified 
by the Cooperative Development Authority (www.cda.gov.ph).This may be the 
opportune time to drive home the message to co-operatives across the country. 
It will indeed be a missed opportunity if the required co-operative education 
becomes a matter of compliance and becomes yet again a propagation of 
knowledge for its own sake. This brings us to the issue of delivery, particularly 
the question of who is delivering the message.
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e) Delivery as System. Rule 7 provides opportunity for co-operative 
education to help bring about change and contribute to real 
development. But the sad reality is we do not have the system and the 
structure in place to deliver the required training to all co-operatives. 
Neither is there a common agenda among all the training providers on 
what to accomplish. This is a major concern and one that should be 
addressed by government and the co-operative sector.

First, there are a big number of co-operative officers that need to qualify 
according to the CDA memo circular and undergo the required training 
throughout the country. Roughly, this should be at least 227,000 individuals who 
have to finish four to nine different specified courses in a period of two years, 
depending on their position in the co-operative. This number is estimated from 
the 20,792 registered co-operatives as of December 31, 2011 (www.cda.gov.ph) 
and the 22 officers per co-operative on the average that are required to undergo 
training. It is safe to say that at least two-thirds of the micro co-operatives 
(they make up 75.5% of total registered co-operatives or 15,694) will either not 
survive or will not bother with training anyway, so they are discounted from 
the total number of target population for training.  Considering that these co-
operative officers are spread across the archipelago, there is the question of access 
to these courses, let alone their affordability especially to the many small co-
operatives. There is also the question of flexibility of these courses to the specific 
circumstances of the trainees.

Second, there are not enough qualified institutions or organizations on the 
supply side that can adequately respond to that demand and that can deliver 
the right kind of message consistently. Co-operative unions and federations are 
supposed to carry that message but because most lack capability and exist only in 
name, the CDA has opened up the role of training provider to even those without 
co-operative credentials and experience. It has not helped that those who claim to 
have those credentials and experience are pursuing their own separate agendas. 
This has led to the “free-for-all” situation that promotes competition rather than 
collaboration, and one that easily lends itself to opportunism and training for the 
sake of compliance. The real losers here are the co-operatives, which will once 
again miss the opportunity for change and the chance to move up the ladder of 
development.

This is a major challenge that cannot be met by co-operatives individually 
making effort to meet the training requirements and get value out of the 
training. It cannot be adequately met by training providers pursuing their own 
individual interests and without consciousness of the greater demands of co-
operative development. Neither can this challenge be sufficiently addressed by 
the co-operative sector or the government acting within the narrow confines of 
organizational plans and program priorities. This is a challenge that requires key 



Villamin

210

stakeholders – in particular, co-operative organizations, educational institutions, 
specialized training organizations, and government – to find common ground 
and a new sense of purpose in the task of developing not just individual co-
operatives but co-operatives together as a sector with the capability to make 
significant contributions to the national economy.

Summary and Conclusion
What is needed is a system of training that is collaborative and one that can 

harness the capabilities of these stakeholders in ensuring that standards are set 
and quality education is delivered to co-operatives nationwide. Such a system has 
to be responsive to the real needs of co-operatives at the ground level as well as 
to their requirements for growth as a sector. Such a system has to be progressive, 
allowing learners to move up the ladder of learning in stages and allowing them to 
apply learning at work as part of the process. Such a system has to be permanent, 
allowing co-operatives to plan and calendar training events around their specific 
needs and circumstances. Such a system has to lend itself to innovation, including 
use and application of new technology that can enhance the learning experience.

This wish list actually speaks of the confusion and dysfunction that 
characterize the many conflicting co-operative structures in the country today. 
It speaks of the need for unity of purpose among co-operative institutions 
and organizations that purport to promote co-operative development. It also 
speaks of the need for effective regulation by government as well as informed 
and consistent application of rules and regulations in all regions of the country. 
It speaks of the need for consensus among various stakeholders regarding the 
direction of future co-operative moves towards the next stage of development.
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An Assessment of the Effects of Social Capital 
on the Income of Selected FARMCOOP Members: 

The Cases of MARBMCO, TCBC
and PAPCOBAGROW in Davao Region, Philippines
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 Abstract
Social capital is an intangible characteristic that could 
contribute to farming system improvement. This is developed 
through the involvement of farmers in a cooperative wherein 
they can build a relationship with their co-members. Social 
capital and its effect on the income of farmers have not been 
well-studied. Hence, this study assessed the effect of social 
capital on the income of selected members of the Foundation 
for Agrarian Reform in Mindanao, Inc (FARMCOOP). This 
study was an exploratory research supplemented with case 
studies which employed both qualitative and quantitative 
analyses; the latter through Tobit regression. Results showed 
that in the case of Magatos Agrarian Reform Beneficiaries 
Multi-Purpose Cooperative (MARBMCO), income is affected 
by farm experience, operating costs, volume of production, 
and social capital elements such as trust and linkage. In the 
case of Taganan CARP Beneficiaries Cooperative (TCBC), 
income is not significantly influenced by the social capital 
elements. The third case was Panara Agricultural Product 
Cooperative of Organic Banana Growers (PAPCOBAGROW) 
where no economic model was generated because only seven 
respondents were interviewed. In PAPCOBAGROW, presence 
of social capital was confirmed by all indicators. Thus, social 
capital among members can be enhanced by providing 
capacity building programs, providing support for indigenous 
peoples, and linking the members of the cooperative with the 
government and non-government organizations. 

Key words:  agrarian reform, agrarian reform cooperatives,  
 contract growing of bananas
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Introduction

Majority of farmers in rural areas primarily depend on farming as 
source of income.  Most of them are small-scale producers who 
do not have enough capital for large-scale production. Despite 

their financial constraints, small-scale producers were still able to produce 
crops that are of export quality (IFAD 2007). 

The government endeavors to alleviate poverty. The Comprehensive 
Agrarian Reform Program (CARP) is the primary response of the government 
to alleviate farm workers from poverty (Balisacan 2007). Haciendas and other 
vast agricultural lands were awarded to farm workers so that they could have 
their own parcel to till. 

Membership in a cooperative is a general prerequisite for Agrarian Reform 
Beneficiaries (ARBs). Famers are encouraged to form an organization to 
strengthen small-scale production and hasten the distribution of the support 
from the government. Farmers acquire social capital through membership in 
an organization like agricultural cooperatives. They become stronger in an 
organization since the action of one would benefit the entire cluster. This is 
faceted by the universally accepted cooperative principles that give coordination 
to all the members in attaining one common goal (Hong and Sporleder 2008). 
Social capital is formed in cooperatives such as the Foundation for Agrarian 
Reform in Mindanao, Inc. (FARMCOOP).

 
Social Capital Concept

Over the years, there have been many definitions of social capital in different 
literatures. The concept of social capital has taken the interest of researchers 
from different fields since this concept has found a way to bridge the economic 
and sociological point of view that created a richer understanding of economic 
development (Woolcock and Narayan 1999). 

Putnam (2000) defined social capital as a feature of organizations 
characterized by networks, norms, and social trust that facilitate coordination 
and cooperation for mutual benefit. The World Bank has also been active in 
conducting studies regarding social capital which made them formulate and 
adopt their own definition. The World Bank referred to this as institutions, 
relationships, and norms that share the quality and quantity of a society’s social 
interactions. The institution also elaborated that this concept is not just the 
number of organizations that an individual is affiliated with but the relationship 
of the members or even the community that keep them working. Thus, social 
capital is like glue that holds individuals together (World Bank 2011). 

Furthermore, Hanifan (1920) called this kind of capital as an aspect of life 
that makes tangible things matter in the daily lives of people and contributes 
to economic success and aggregate productivity. However, sociological studies 
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showed that social capital could positively or negatively affect the performance 
of an organization.

Several elements of social capital were conceptualized from different studies. 
At present, there is still no study that possesses all elements of social capital 
since the use of these elements depends on the focus subject of the researcher. 
In every social capital study, elements to be used should be determined to 
assess the social capital in general. Narayan and Cassidy (2001) utilized the 
seven elements that were the most commonly found in different literatures.  
These elements include trust, volunteerism, group characteristics, generalized 
norms, togetherness, everyday sociability, neighborhood, and connections.

The element of volunteerism is any unpaid work done to help people. This 
element is seen as the willingness of a person to do something for an organization 
that he or she is part of. Another element is neighborhood which refers to the 
connection that someone has with his/her neighbors. The relationship with 
neighbors is an important source of social capital since it reflects the trust that 
someone has over people who were part of their lives yet were not connected 
to them by blood. 

Social capital could be examined in the structure of the relationship of 
a group. Bourdieu (1986) claimed that the volume of social capital that is in 
a group could be measured in the connections that the organization could 
actually mobilize.

Many studies were conducted to examine the social capital in an 
organization. However, the concept of social capital was not examined as a 
factor that could affect the income of cooperative members. Hence, this study 
assessed the effects of social capital on the income of selected members of the 
Foundation for Agrarian Reform in Mindanao, Inc. (FARMCOOP).  

The Foundation for Agrarian Reform in Mindanao, Inc. (FARMCOOP)
The FARMCOOP is a non-government organization (NGO) based in 

Davao City. This organization was founded in 1995 to respond to the call 
of the Philippine government to support the implementation of the CARP. 
FARMCOOP has been catering to the needs of 30 agrarian reform beneficiaries 
(ARBs) involved in banana production. Its services for the ARBs are capacity 
building, access to credit, technology transfer, market linkage, and research 
and development.  FARMCOOP does not limit itself to serving ARBs; it also 
caters to small-scale farmers and indigenous peoples (FARMCOOP 2008).

Through the years, FARMCOOP has evolved and made initiatives for the 
development of the farmers under their umbrella. It is concerned in marketing 
all the farmers’ produce.  It has taken the initiative to market farmers’ produce 
to multinational companies and is able to export directly to China. It is also 
active in joint venture marketing and has been successful in directly marketing 
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conventional bananas to Japan and South Korea. At present, FARMCOOP is 
providing access to credit to six cooperatives of small-scale farmers, indigenous 
peoples (IPs), and ARBs so that they could put up their own banana farms 
(Apuzen 2006). 

The subjects of this study were three of the cooperatives under the umbrella 
of the FARMCOOP, namely: the Magatos Agrarian Reform Beneficiaries 
Multi-Purpose Cooperative (MARBMCO); the Tagnanan CARP Beneficiaries 
Cooperative (TCBC); and, the Panara Agricultural Products Cooperative of 
Organic Banana Growers (PAPCOBAGROW). 

Magatos Agrarian Reform Beneficiaries Multi-Purpose Cooperative 
(MARBMCO)

The MARBMCO is located in Magatos, Davao del Sur, a municipality close 
to Tagum City. The cooperative already existed even before the implementation 
of CARP. It started as a lending cooperative to help the low wage-earning 
farmers. The cooperative was strengthened and transformed into a multi-
purpose cooperative when CARP was enacted. It has 144 members wherein the 
majority of whom had been working for the company since it was established. 

There was a long struggle before the land was turned over to the members 
of the cooperative. Some informants said that the cooperative’s area is too 
expensive for its size. Only 0.57 hectare was distributed to each member since 
the total land area is not that big. 

Tagnanan CARP Beneficiaries Cooperative (TCBC)
The TCBC is located in Mabini Compostela Valley with 288 ARBs. This 

area used to be a coconut plantation managed by a multinational company.  
The residents’ source of income was also from the coconut plantation because 
most of them were employees of the company. When a new company managed 
TCBC, they converted the entire area to a banana plantation.  Despite the new 
venture, the employees of the old company were kept. 

The residential areas in Tagnanan are closely situated to each other. The 
whole TCBC area is vast yet only small parts were allocated for residential 
lands. The management made sure that all employees were gathered in one 
area. When CARP was enacted in Tagnanan and TCBC was formed, it became 
their policy that only ARBs are allowed to stay and build houses in the area.

The ARBs adopted the collective farming scheme when they took over 
the banana cultivation in the area. The farmers consolidate all their harvest in 
the cooperative and its proceeds are divided to the total number of ARBs. The 
farmers receive equal income from the harvest regardless of the quantity of each 
farmer’s yield. This followed the principle of mutual benefit for all cooperative 
members.  However, this almost pulled down the TCBC due to several issues 
such as free-ridership and conflict between members. 
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The failure of the collective farming method is the reason why FARMCOOP 
changed the farming scheme of the cooperative to individual farming scheme. 
At present, farmers still consolidate all their harvest to the cooperative. However, 
the proceeds of the farmers vary depending on their individual harvests.  Their 
income would only depend on their yield and would not be affected by the 
failure of other members. This strategy has encouraged the farmers to improve 
their production. 

Panara Agricultural Products Cooperative of Organic Banana Growers 
(PAPCOBAGROW)
The PAPCOBAGROW is considered as a special case in this study because 

it is composed of growers of highland, organic banana.  This cooperative is 
composed of 32 Bagobo tribesmen or indigenous people (IPs) of Sibulan, 
Davao del Sur.

This is the youngest cooperative under the FARMCOOP and had just 
received their recognition a year ago.  It is still in its learning process and is 
still coping with the cooperative management. They are growing 100% certified 
organic banana. 

The cooperative’s certification of organic banana and its marketing arm, 
Organic Producers and Exporters Corporation (OPEC), gave them the 
authority to directly market their produce to Japan. The lands distributed to 
them are also their ancestral domain. OPEC is active in giving assistance to the 
IPs and has trained and equipped them with proper skills in growing organic 
banana. They have also received financial assistance. 

Methodology
Sampling Design
The selected FARMCOOP members chosen as respondents in the study 

were the TCBC, MARBMCO, and PAPCOBAGROW. The selection of 
the respondents was based on the opinion of an expert from FARMCOOP.  
MARBMCO was chosen as a respondent since it is one of the oldest cooperatives 
under FARMCOOP. It has proven its sustainability through its longevity in the 
industry. TCBC was also chosen since it has the most number of members. It 
is considerably young but was performing well in its initial stage. Furthermore, 
PAPCOBAGROW is the youngest cooperative among the three. This was 
considered as a special case since they produce highland, organic banana. 
Using the Slov in formula in computing the sample size, there were 55, 26 and 
7 respondents for TCBC, MARBMCO and PAPCOBAGROW, respectively.

The Tobit Regression
The Tobit regression is one of the several statistical models considered in 

non-linear modeling. In several literatures, it is used for socio-economic research 
or qualitative modeling and also permitted the regression of a continuous 
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dependent variable. This type of non-linear regression was preferred since it 
censored variables that are insufficient with data.  Furthermore, this is flexible 
in terms of its dependent variable. In addition, it gives the most accurate and 
realistic result compared to other economic models (Gujarati 1999).

The Tobit regression is presented as:

        Yi = β1 + β2Xi + ui if RHS > 0 
  = 0 otherwise

where Yi, is the tobit which is β1 + β2Xi,  wherein the right-hand side is 
greater than 0. The income variable is suitable for dependent variable. The 
Tobit regression model was used to determine the effects of social capital in 
the income generation of the farmers. Thus, this study was modeled using the 
equation: 

INCi = β1 + β2AREAi + β3COSTi  + β4LABRi + β5PRODi + β6EDUCi +  
      β7EXPi +β8TRSTi +     β9ASSOC+ β10OPTi+ + β11LINKi + ui 
Where:

 INC =   farmer’s income (PhP)
 AREA  =   area planted with banana (ha)
 COST  =   operational cost in banana farming (PhP)
 LABR  =   number of farm workers
 PROD  =   volume of production (kg)
 EDUC  =   farmer’s educational level (years)
 EXP     =   farmer’s experience in banana farming (years)
 TRUST =   dummy variable for trust to the cooperative and co-  

   members - 1, otherwise 0
 ASSOC =   dummy variable for association of the farmers to their  

   co-members and to the cooperative - 1, otherwise 0 
 OPT      =   dummy variable for the optimistic mind set of the   

   farmers - 1, otherwise 0
 LINK   =  dummy variable for training and connection of   

   cooperative members - 1, otherwise 0

Statistical Tests
Statistical tests were conducted to ensure the fitness of model. These 

tests include F-Statistics, t-statistics, and test for multicollinearity. F-statistics 
determines the significance of the entire model. T-test presumes that the error 
terms are normally and independently distributed (Danao 2002). It also assesses 
the significance of every variable in the model. Two cases of multicollinearity 
were considered in this study: (1) perfect collinearity, where one or more 
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regressors have perfect linear relationship with other regressors, and (2) near 
perfect multicollinearity where one or more regressors have near perfect 
relationship with other regressors (Gujarati 1999).  The problem of the first 
case of multicollinearity is that it defies the classical multiple linear regression.  
This case makes it impossible to estimate the coefficients of the models. In the 
case of near multicollinearity, the coefficients could still be estimated yet there 
are some problems in testing for hypothesis (Danao 2002). 

Results and Discussion 
Profile of Respondents
On average, MARBMCO farmers were the oldest among the farmers in the 

three cooperatives considered in the study (Table 1). These farmers also had 
more years of education compared to the farmers of the other two cooperatives.  
MARBMCO farmers were also the most experienced farmers.  However, they 
had the smallest area planted with bananas. Thus, they had  lower volume of 
production compared to TCBC farmers.  TCBC farmers incurred the highest 
operating cost and gained the highest net income among the farmers. 

The Effects of Social Capital on the Income of Farmers
The Case of MARBMCO. The factors that positively affected the income 

of MARBMCO farmers were years in farming, volume of production, and 
operating costs (Table 2).  Linkage also had a positive relationship to income 
while trust showed a negative relationship to income.  The estimated income 
model for MARBMCO is expressed as:

INCi = 7.30605 + 0.0001814COST + 0.0056832PRODi + 0.0298167EXPi   
   -0.881271YESTRSTi + 0.465224 YESLINKi 

The social capital elements which significantly affected the income of 
MARBMCO farmers are trust and linkage indicators. Trust to co-members and 
to the cooperative contributed negatively to income. This is supported by the 
statement of Wolz et al. (2008) which indicated that the keener relationship an 
individual has in an organization, the higher probability it gives to hampering 
the economic development. 

In addition, the linkage element, or the involvement of members in 
trainings had a positive impact on the income of the members. The linkage 
element included participation in seminars, trainings, and meetings conducted 
by the cooperative. As the capacity of farmers increased, the probability of 
increasing their income also increased given that they gained knowledge on 
proper farm management. 

The Case of TCBC. Independent variables that were perfectly predicted 
were dropped. These variables included the social capital elements since 
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respondents have the same answers. One of the limitations of the Tobit 
regression using the Gretl software is that regression is not possible in variables 
with no variation in values. Number of workers, operating costs, and volume 
of production turned to be the statistically significant variables (Table 3) for the 
income model which is expressed as:

INCi = 8.60822+ 0.1119 LBRi + 0.0036591PRODi + 0.00004OPT COSTi

Labor contributed positively to the income of the farmers. Farmers in 
this cooperative will gain higher income if they employ more farm workers. 
This implies incurring more costs for farmers; however, this may increase 
productivity hence improving the income of farmers. The volume of production 
and operating costs were also statistically significant and contributed positively 
to income. More costs incurred for farm inputs increased productivity which 
consequently increased the income of farmers.

TCBC used to follow the collective farming method wherein the total yield 
of the entire cooperative was divided to the number of ARBs. However, many 
members did not perform their duties in this type of method. This is because 
they knew that they would receive the same amount of proceeds regardless of 
the output of their area. This was also the main reason why they abolished that 
kind of management and turned into the individual farming scheme.  Farmers’ 
proceed in this scheme does not rely on the yield of the whole ARC but on the 
individual yield. Failure on the part of co-ARBs does not affect the income 
of other ARBs. However, this new strategy lessens the interaction between 
the ARBs because they can perform their operations without collaboration 
with other members. Before the change of scheme, farmers needed to always 
gather since an action of one affects all members. Individual farming has been 
successful since it increases the income of the farmers. Exceptions of this were 
the farmers who had bad farm practices and were not performing well from 
the start. This is the reason why the income model of the TCBC reflected that 
only labor, production, and operating cost were the significant factors. These 
variables affected the performance of the ARBs under the individual farming 
scheme. This provided a better income generation for ARBs. However, it 
also lessened the opportunity for cooperatives as a venue for social capital 
generation.

The Case of the PAPCOBAGROW. The PAPCOBAGROW was formed in 
2004 through the help of FARMCOOP. It is composed of 32 members only; all 
native to the area and each has a share of 0.75 hectare of land. The members of 
this cooperative are IPs who manage and till their own land. FARMCOOP has 
been helping them since the establishment of their cooperative.  The assistance 
is in the form of legal, technical, and financial support which aimed to improve 
the economic sustainability and livelihood of the IPs. The OPEC was formed 
by FARMCOOP to serve as the marketing arm of member-cooperatives 
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that produce organic bananas such as the PAPCOBAGROW. The produce is 
exported to Japan under the label of OPEC. This highland, organically grown 
and low chemical banana variety has an increasing demand in the international 
market. However, OPEC’s direct market is limited only to Japan since the 
supply is minimal. 

PAPCOBAGROW and other cooperatives that grow organic bananas in 
Sibulan are the main concern of FARMCOOP and OPEC. In fact, most of 
their budget is reserved for the Sibulan farmers. They believe that the success 
of Sibulan’s organic banana is the start of mainstreaming the production of 
organic banana in the Philippines. 

FARMCOOP saw the potential of the highland bananas in Sibulan and 
took this opportunity to help the IPs in the area. The cultivation of the said 
banana variety was new to the members and they had no idea on the proper 
way of growing bananas organically. Nevertheless, FARMCOOP, together with 
OPEC, trained them by giving technical support on proper cultivation and 
propagation. They were also given financial assistance so they can start their 
plantation.  Legal assistance was also given to the IPs of the area especially  as 
they experienced recurring problems on conflicts over ancestral domains.

Export quality Cavendish banana, with no blemishes, no spots, and no 
bruises are the main requirements to be classified as Grade A. This is difficult to 
achieve in highland banana since it has no protection against pests and diseases. 
Thus, much of PAPCOBAGROW’s produce does not qualify for export and fall 
to rejects.

 Social capital in PAPCOBAGROW. Social capital was evident in 
PAPCOBAGROW as confirmed by all the indicators of the study. Trust, 
optimism, associatedness, and linkage elements were all present in the ARB-
cooperative relationship. This means that all members had confidence in their 
co-members and officers of the cooperative. Moreover, they believed that they 
will be successful in attaining economic sustainability and development within 
the cooperative. Furthermore, they all confirmed that through the cooperative, 
they have attained linkages through the conduct of seminar programs that 
enabled them to know and connect with other people inside and outside their 
community.

The relationship of the ARB-FARMCOOP indicated that 86% of the 
respondents were confident with the connection of their cooperative to 
the FARMCOOP (Table 4). The remaining percentage of the population 
implied that they were not sure with the actions of the FARMCOOP in their 
cooperative because of the lack of communication between the two parties 
involved.  This is a two-way process that if not properly executed may fall into 
miscommunication and can cause the dissolution of the cooperative. Some 
of the respondents also had doubts on how the FARMCOOP and OPEC deal 
with the handling and marketing process of the highland banana. However, 
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these issues were not brought to the attention of FARMCOOP. Nevertheless, 
the percentage that suggested mistrust was relatively low compared to those 
who trusted the FARMCOOP.

The rest of the indicators showed a strong relationship between the 
indigenous-ARB and the FARMCOOP.  At present, FARMCOOP has been 
successful in achieving this goal because the community learned to maintain 
a sustainable livelihood and recognized the efforts of other institutions. The 
visibility of the FARMCOOP personnel in Sibulan was another factor that 
contributed to the success of their goal.  A staff of FARMCOOP visited the 
areas at least once a week to maintain a strong and healthy relationship with 
the ARBs. The FARMCOOP was affirmative that the good relationship with the 
community contributed to the productivity of the farmers. 

Social capital in the selected FARMCOOP members. The social capital 
elements significant in the income generation of selected FARMCOOP 
members are shown in Table 5.  Among the three cooperatives, only social capital 
elements in PAPCOBAGROW turned out to be significant. This is because 
all IPs in a given area are related to each other. Hence, before FARMCOOP 
entered their community, they were already united and organized which made 
the social capital in the cooperative strong. 

Conversely, for MARBMCO, among all social capital elements, only trust 
and linkage turned out to be positively affecting income of farmers and the 
rest of the indicators were not applicable to the model. The ARB-FARMCOOP 
relationship was not easily assessed using the indicators since the FARMCOOP 
did not perform ideally as a venue for social capital. Its functions were limited 
only to providing technical and legal assistance and linkages with the officers 
of the cooperative. 

Trust was significant yet it had a negative relationship to income. Members 
trust the cooperative despite having officers who were reluctant to implement 
strict monitoring. Linkage was the positive social capital indicator to the 
MARBMCO members who believed that the more linkages they have, the 
more they can increase their income. 

On the other hand, there were no significant social capital elements for 
TCBC because of the individual farming scheme. 

Conclusions and Recommendations
This study aimed to assess the effect of social capital on the income 

of selected cooperatives under the FARMCOOP. These cooperatives were 
the Magatos Agrarian Reform Beneficiaries Multi-Purpose Cooperative 
(MARBMCO), the Tagnanan CARP Beneficiaries Cooperative (TCBC), and 
the Panara Agricultural Products Cooperative of Organic Banana Growers 
(PAPCOBAGROW).
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Results showed that trust and linkage significantly affected the income 
of the farmers. Networking and linkages through participation in trainings 
and seminars contributed to increase in farmers’ income. The participation of 
the members to various trainings and education programs built the capacity 
of farmers, hence, strengthened linkages and consequently contributed 
to increase in income. Furthermore, the capabilities of the IPs who were 
members of PAPCOBAGROW, when harnessed and utilized, would lead to the 
establishment of their own business entity. Thus, social capital led to attainment 
of economic viability. 

However, social capital among members must still be enhanced by (1) 
providing capacity building programs such as trainings and seminars, (2) giving 
support services that would enable IPs to take advantage of opportunities to 
compete in the global market, and (3) linking the members of the cooperatives 
with other agencies (government and NGOs) that will contribute to the 
improvement of the farming and marketing systems. Further studies on the 
measurement of social capital should be undertaken which will also consider 
other social capital elements.

Table 1.  Farmer profile and farm profile of respondents

Table 2.  Regression Model (Tobit) on the effect of social capital on the income generation of 
MARBMCO
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Table 3.  Regression Model (Tobit) on the effect of social capital in the income generation of 
TCBC

Table 4.  Percentage of the social capital present in PAPCOBAGROW

Table 5.  Matrix of the social capital elements significant to the income generation of 
selected  FARMCOOOP members.
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Electric Cooperatives in the Philippines:
Their Nature and Identity

Jessa Joy S. Arroyo and Maria Corazon M. Madalogdog-Samorin

 Abstract 
This research analyzed the nature and identity of electric 
cooperatives (ECs) in the Philippines in terms of their historical 
developments, organizational management, supervision, 
financing, and financial viability. ECs have been under the 
supervision of the National Electrification Administration (NEA) 
since 1969 by virtue of RA 6038.  The NEA supervision of ECs 
was strengthened with the passing of several legislations.  The 
passage of cooperative laws gave electric cooperatives the option 
to register with Cooperative Development Authority (CDA). 
The results revealed that ECs were not adhering to universally 
accepted cooperative principles, particularly: 1) member 
economic participation; 2) autonomy and independence; and 3) 
democratic control. The sources of funds were borrowings from 
foreign sources and government grants coursed through NEA. 
Cooperative members were mere consumers of EC services 
and NEA is able to interfere in EC operations to ensure their 
technical and financial viability.  Sixty-five percent of the ECs’ 
equity was  donated capital – loans condoned by the government 
to Power Sector Assets and Liabilities Management (PSALM).  
Fifty percent of total energy sales revenues came from residential 
consumers. ECs have been successful on their purpose of 
energizing every barangay, sitio, and household in the rural areas. 
Confusions had arisen among the ECs on what authority they 
will register considering the privileges and benefits that these 
two authorities under certain laws provide. The ECs do not even 
practice the simplest autonomy and independence and self-help 
value of cooperation. In a real cooperative members are the ones 
who control, own, operate, and patronize the services of the 
cooperative; but as of now, EC members are mere consumers.

Key words: electric cooperatives, energization, National
 Electrification Administration, Cooperative   
 Development Authority
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Introduction

Electicity is a basic necessity for sustainable development. Most 
modern conveniences require electricity to operate. Often, access 
to electric service is taken for granted in urban areas where it is 

a prerequisite for life’s daily activities. In rural areas, however, the arrival of 
electricity is a major event.  The day that “light arrives” to an area is a memorable 
day that many people later remember with great satisfaction. When electricity 
arrives in a community, the social, commercial, and entrepreneurial dynamics 
transform, providing new opportunities for businesses to grow, for people to 
begin new enterprises, and for education, health, and cultural life to advance. 

For centuries, rural Philippines was a land without power. The epic stories 
showing the cooperatives’ emotional commitment to light up barangays, 
considered the greatest physical achievements in the countryside so far, are 
worth telling and retelling (Light This Beloved Land 2006).

Over the past four decades, ECs had helped energize 100% of Philippine 
municipalities and cities, 99% of barangays, and 69%  of  sitios as of December 
31, 2009. The National Electrification Administration (NEA) statistics  would 
give a conclusion that rural electrification program was consistent on its goal 
of enegizing all rural communication in the country. Cuenco (1992) cited that 
in the history of electrification, the Philippines prides itself in having been 
successful in terms of service connections and physical coverage. However, 
some ECs are financially and institutionally constrained.

Studies have been conducted on the business viability of ECs (Cuenco 
1992), social and economic benefits of rural electrification (World Bank 1995), 
and efficiency analysis of ECs after the passage of the Electric Power Industry 
Reform Act (EPIRA Law or RA 9136) (Valderrama and Bautista 2009).  
However, the passage of various laws on rural electrification and Philippine 
cooperatives did not to address issues relating to EC status, identity, regulation, 
and supervision.

This paper assessed the current status of electrification, the organizational 
management, supervision, and financing of ECs today. Specifically, it aimed 
to 1) trace and analyze the historical developments of ECs in the Philippines; 
2) examine their organizational management, supervision, and financing; 
3) evaluate their financial viability; and 4) recommend some policies for the 
enhancement of the organizational environment of ECs.

Methodology
The study adopted the descriptive case study method.  Secondary data were 

taken from the NEA library including the coffee table book, annual reports of 
the various ECs, NEA website for the reports on the status of energization in 
the Philippines, and the legal advisories published and through the websites 
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of some ECs operating in the country. The analysis of financial statements was 
done using financial ratios.

Results and Discussion 
Historical Background
The electrification program of the Philippines started back in 1962 when 

the electric administration was created to carry out the country’s electrification 
policy. Unfortunately, nothing happened because the focus of the electrification 
program then was more on electrifying the cities and the municipalities.  In 
1964, a team from United States Agency for International Development 
(USAID) came to the Philippines to study how to go on with electrification 
programs of the country. The US Agency for International Development-
National Rural Electric Cooperatives Association (USAID – NRECA) 
agreement signed on November 1, 1962 at the White House provided that 
NRECA will send rural electrification specialists abroad to help local people 
start their own cooperatives which will be financed by USAID. In that year, the 
status of electrification was as follows: 23% of the homes had electricity, 63% 
were in the cities, and unfortunately only 5.8% of rural homes were electrified. 
In 1969, RA 6038 was passed which declared the total electrification of the 
country on the area coverage basis a national policy. This law also created the 
NEA as the primary agency to implement the rural electrification program.  
The law also provided for the organization and supervision by non-profit 
electrification programs to be established nationwide. 

In 1971, before embarking on the nationwide implementation of the 
program, NEA set up two pilot electric cooperatives; Misamis Oriental Rural 
Electric Service Cooperative, Inc. (MORESCO) in Mindanao and the Victorias-
Manapla-Cadiz Rural Electric Service Cooperative, Inc. (VRESCO) in Visayas. 
The areas chosen, with dissimilar circumstances, were fairly representative of 
rural Philippines. It was decided that MORESCO would purchase power from 
the National Power Coproration (NPC) grid while VRESCO would generate 
its own power. These two ECs are still operating and one is generating its own 
power. The two pilot projects served their purpose as learning centers. As 
lessons were learned, it became necessary to modify the area coverage scheme. 
The Philippine version is not necessarily to cover immediately the entire area 
but to spread out the coverage over the town centers first to make sure that the 
financial viability of the cooperative is safeguarded. The project implementation 
shifted from “area coverage” to “backbone” system to cover more areas and 
benefit more people (Light this Beloved Land 2006).

Why Electric Cooperatives?
The electrification program had used a system designed to provide electric 

service even to the remotest barangays. The power must be adequate, reliable, 
and affordable. An electric cooperative was organized as a “non-stock, non-
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profit corporation” owned by those being served by the electric system. The 
term “non-profit” means that a cooperative shall not engage in business for the 
purpose of making profit for itself or its patrons, but in no way does it mean that 
the cooperative is to be run on a loss. In the area coverage, rural electrification 
is to be pursued by the cooperative in such a way that the financial feasibility 
of the utility’s entire operations is not impaired (Light this Beloved Land 2006).

The following are the reasons why cooperative has been considered as the 
logical form of organization in rural electrification:

It is believed that given the predominantly profit motivation of a normal 
private utility enterprise, it is more likely to operate only in densely populated 
town centers and would find it not attractive to extend its lines to the barangays 
where the cost of construction is high and return on investment risky.

ECs, being owned by the consumers themselves, are committed to pursue 
total electrification.

The cooperative provides a vehicle for generating public support and 
cooperation in the implementation of the project, the most visible of what is 
in the grant of free right of way which if paid could have drained the entire 
resources of the cooperative.

Therefore, the cooperative approach to rural electrification was a departure 
from previous efforts which relied heavily on small private and municipal-
owned utilities.

Initial Phase
In 1972, NEA submitted to the USAID a project proposal involving the 

creation and funding of 36 ECs that will be non-stock and non-profit systems 
generally serving 5 – 10 municipalities. The 36 provinces represented the 
minimum goal of NEA on the total electrification of the country on an “area 
coverage” basis. The success of these cooperatives will give the people the needed 
confidence in the viability of these organizations and show the important role 
they play in the strategy of development. The project which had cost PhP600 
million will energize the additional 17% of the population and this has been the 
start of the growth of the ECs in the Philippines. 

As of 2010, there are 119 cooperatives that are operating nationwide under 
the supervision of NEA and Cooperative Development Authority (CDA). With 
the passage of RA 9520 in 2009,  10 ECs  had opted as of June 2010 to voluntarily 
register with CDA and had been cut-off from the supervision of NEA.

Rural Electrification Legislations
Rural electrification is generally considered a vehicle in effecting changes 

and reforms in the social, economic, and political structure of the country. The 
various legislations on ECs are discussed below.

1) RA 2717 (Creating the Electrification Administration) enacted June 19, 
1960
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Known as the “Electrification Act”, RA 2717 organized the Electrification 
Administration.  It declared the policy of the government “to furnish cheap 
and dependable electric power and facilities in order to promote and accelerate 
the agricultural and industrial development of the country.” Among others, 
EA was authorized to extend loans for the electrification and the supply of 
electrical energy particularly in the rural areas.

2) RA 6038 (Creating the National Electrification Administration) dated 
August 4, 1969

The National Electrification Act dissolved the Electrification Administration 
(EA) and created the NEA. The NRECA’s Bill Crisp provided the legal assistance 
in the drafting of the bill to incorporate provisions based on the experience of 
electric cooperatives in the United States. The new electrification law declared 
the total electrification of the Philippines on an “area coverage” basis primarily 
through the medium of electric cooperatives as a national policy objective.  
Essentially, “area coverage” means that the electric service must be extended 
to prospective consumers in the franchised and not only in the poblacion, 
but also in all barangays provided that the financial viability of the ECs is not 
impaired.  Thus, rural electrification will thereafter be provided to not only one 
poblacion, but five to 10 municipalities including all the barangays therein, on 
a 24-hour service basis.

3) PD 40 (Establishing basic policies for the power industry) dated November 
7, 1972

This decree was issued in 1972 primarily establishing the basic policy for the 
electric power industry attaining to electrification by setting up of island grids 
with central / linked-up generation facilities and setting up of cooperatives for 
distribution of power.

4) LOI 38 (Priority areas in setting-up electric cooperatives) dated November 
7, 1972

The Letter of Instruction No. 38 issued in November, 1972 directed NEA to 
establish procedures, systems, and organizations in order to promptly implement 
priority areas for electrification. As the implementing agency, NEA shall 
determine which electric utilities should be converted or integrated into ECs. 
The priority areas cited in LOI 38 were the provinces of  Pampanga, Bulacan, 
Laguna, Pangasinan, Tarlac, Nueva Ecija, and Rizal. Privately-owned electric 
utilities targeted for take-over and conversion into ECs were those systems 
which were: a) having exorbitant rates and notoriously providing poor services, 
b) being delinquent in their amortization payments to NEA and other banking 
institutions and no payments to NPC of their power bills, c) without generating 
plants, and d) within the proposed 36 cooperative areas.

5) PD 269 (Creating NEA as a Corporation) dated August 6, 1973
President Marcos issued PD 269 “creating NEA as a Corporation”, wholly 

owned and controlled by the government with borrowing authority and 
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corporate powers. The most significant were its regulatory function with regard 
to rate fixing and the authority to grant and revoke franchises. It also set NEA’s 
capitalization at PhP1.0 billion, the provision of a government guarantee of 
NEA indebtedness and it exempted NEA from all taxes, duties, and fees.

6) PD 1645 (Increasing NEA’s Capitalization and granting more powers to 
NEA) dated October 8, 1979

This decree further broadened the powers of NEA to meet the targets and 
hasten the program implementation.  It also increased the capital stock of NEA 
as a corporation from PhP1.0 billion to PhP5.0 billion.  It empowered NEA to 
intervene in the management and operation of ECss, when particular ECs go 
wayward from policy guidelines and issuances of NEA.

7) PD 1818 issued in January 16, 1981
This decree prohibits courts from issuing restraining orders or preliminary 

orders or preliminary injunctions in cases involving infrastructure and 
natural resources development projects, and public utilities operated by the 
government. 

8) RA 9136 (Electric Power Industry Reform Act of 2001 or EPIRA Law) 
signed into law on June 8, 2001

Under this Act, NEA is to continue to be under the supervision of 
Department of Energy (DOE) and shall exercise its functions under Presidential 
Decree No. 269, as amended by Presidential Decree No. 1645 insofar as they 
are consistent with the Act.  Under this Act, NEA shall develop and implement 
programs to: a) prepare ECs on operating and competing under the deregulated 
electricity market specifically in an environment of open access and retail 
wheeling and retail competitions, b) strengthen the technical capability and 
financial viability of ECs, and c) act as a guarantor for purchases of electricity in 
the wholesale electricity spot market (WESM) by any EC or small distribution 
utility to support their credit standing consistent with the provisions of the Act.  

Philippine Cooperatives Legislation
1) RA 6938 and 6939 (1990)
These are known, respectively, as the Cooperative Code of the Philippine 

and the Cooperative Development Authority Act.
2) Implementing Guidelines on the Conversion of Electric Cooperatives 

under RA 6938 (1996)
These were jointly promulgated by CDA and NEA.  These guidelines specify 

how the capitalization of the stock cooperative shall be computed; define two 
kinds of memberships (voting and non-voting); and define rules on the general 
assembly quorum requirements, voting system (one member, one vote), board 
of directors, and officers.

3) RA 9520 (Philippine Cooperative Code of 2008)
This act amended the Cooperative Code of the Philippines and includes 

provisions on ECs under Chapter XVII. 
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Organizational Analysis
This section tackles current issues concerning ECs particularly their 

registration, identity, and supervision, and financing.
Registration.  ECs are registered with the NEA as non-stock, non-profit 

cooperative since the organization of the corporation. With the passage of 
some laws concerning cooperatives in electric sector, ECs had been given the 
option to register with CDA as stock cooperatives or with the Securities and 
Exchange Commission (SEC) as stock corporation.  Section 57 of RA 9136 
in 2001 issued a provision giving ECs an option to convert into either stock 
cooperative under Cooperative Development Act or Stock Corporation under 
Corporation Code.  It has further provisions that ECs which opt to remain as 
non-stock cooperatives shall continue to be registered with the NEA and shall 
be governed by the provisions of PD No. 269, as amended.  On the other hand, 
the Cooperative Code (Republic Act No. 6938) and the CDA Charter (Republic 
Act No. 6939) both gave the ECs already operating under the provisions of PD 
269, as amended by PD 1645, three years within which to qualify and register 
with CDA.  After the expiration of this period, CDA no longer has any authority 
whatsoever to register ECs existing and operating under PD 269, as amended.  
CDA’s power to register ECs was only revived with the passage of EPIRA (RA 
9136) pursuant to Section 57 therein but only after the EC has complied with 
the conversion requirements of said law.

Alternatively, Article 130, Chapter XVII of RA 9520 or the Philippine 
Cooperative Code of 2008 has included provisions on the registration options 
of ECs. “Electric cooperatives registered with NEA under PD No. 269 as 
amended, which opt not to register with the Authority, are allowed to retain 
the word “cooperative” in their registered names: Provided, that they shall not 
be entitled to the benefits and privileges under this Code.”  Another, Article 
132 of RA 9520, reiterates that upon the effectivity of the Code, ECs that are 
duly registered with the Authority, and issued a Certificate of Registration, 
shall no longer be covered by PD 269, as amended by PD 1645: Provided, 
that electric cooperatives registered with the Authority shall now be covered 
by the provisions of the Code as well as future rules and issuances of the 
Authority.  With the subsequent laws being passed, ECs had stayed to be a non-
stock, non-profit cooperatives for the four decades of their existence.  With 
the passage of RA 6938 and RA 9520,  some ECs registered  with the CDA 
and were granted licenses to operate as “cooperative”  becoming entitled to 
the rights and privileges granted by the Code.  As of June 2010,  out of the 
119 ECs, 10 had opted to register with CDA. These are the Negros Occidental 
Electric Cooperatives (NOCECO 2), Palawan Electric Cooperative (PALECO), 
Pangasinan Electric Cooperative 1 and 2 (PANELCO), Nueva Vizcaya Electric 
Cooperative (NUVELCO), Negros Oriental Electric Cooperative (NORECO 2), 
Abra Electric Cooperative (ABRECO), Isabela Electric Cooperative (ISELCO), 
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Sorsogon Electric Cooperative (SORECO), and Quirino Electric Cooperative 
(Quirelco).  These ECs  have a total of 1.2 million member consumers.

The other ECs opted to remain registered with NEA instead of registering 
with CDA. Registration with either oner of these registering authorities 
entails corresponding benefits and privileges which are very beneficial to the 
operation and growth of these ECs. ECs that opted to stay registered with 
NEA will remain entitled to the privileges and benefits granted by PD 269 as 
amended by PD 1645. ECs will still be a non-stock, non-profit cooperatives 
created to provide electrification to the rural areas without seeking for profit.  
Section 39 of PD 269 includes provisions which provide assistance to ECs from 
exemption in paying income taxes; all national government, local government 
and municipal taxes and fees; and all import duties on foreign goods acquired 
for its operations, and the preference to be given by the NPC to the sale of its 
power and energy to the ECs. Cooperatives shall also be exempted from the 
regulation by the Board of Power and Waterworks as provided by Section 40 
of PD 269. 

NEA would also accord preference to a cooperative over any other type of 
public service entity whenever two or more public service entities are affected 
by and have competing or conflicting interests with respect to the granting, 
repeal, alteration or conditioning of the same franchise or franchises. ECs 
under NEA supervision are qualified to avail of the various loan facilities like 
logistical loans, equity financing scheme, single digit system loss, enhancement 
of ECs’ capital resources, power account settlement, and many others.  Aside 
from the technical assistance provided by NEA, access to loans to finance the 
operations and equity requirement of the ECs is the most vital assistance they 
could get by registering with NEA. 

With the registration of ECs  under CDA, member-consumers will have the 
opportunity to operate responsibly as they would be held liable to the general 
assembly.  ECs will be more competitive if they will be consumer-based. When 
ECs are registered with CDA, they would be regarded as stock cooperatives.  
Stock cooperatives would mean that member-consumers will not just pay 
for the membership fee required by every EC  but also they will subscribe to 
shares to be issued by the cooperative subject to limited interest on capital.  
Member-consumers will be given a certificate of share capital specifying there 
the amount of investment.  ECs will be then entitled to privileges given to the 
different types of cooperatives registered with CDA such as exemption from 
any taxes and fees imposed under the Internal Revenue Laws and other tax 
laws especially the provision on value added tax (VAT) which could reduce the 
cost of power to as much as 25 centavos per kilowatt hour (kwh) to as high as 
40 centavos per kwh.

Once registered with CDA, NEA shall no longer exercise regulatory or 
supervisory powers on ECs.  Since NEA grants loans to the ECs, it is implied 
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that they are not eligible to borrow once they are registered with CDA.  But the 
Code has indicated a provision on Section 4, Article 132 of RA 9520 that ECs 
are entitled to Congressional allocations, grants, subsidies, and other financial 
assistance for rural electrification which can be coursed through the DOE, CDA 
and/or local government units (LGUs).  ECs can avail of the financial services 
and technical assistance provided by the government financial institutions and 
technical development agencies on terms respecting their independence as 
autonomous cooperatives.

Since registration of ECs with CDA is only voluntary, it will be the 
cooperatives’ decision to either register with CDA or stay with NEA considering 
the privileges and benefits that these two authorities are giving them.

Identity of ECs.  Cooperatives being an autonomous association of persons 
dutifully adhere to the universally cooperative principles and practices.  
Cooperatives are a unique organization wherein members pool their resources 
to fulfill their economic, social, and cultural needs and aspirations.  One 
distinct characteristic that differentiates cooperatives from any other business 
organization is the patronage refund wherein the distribution of surplus 
among the members are in proportion to their contribution to the operations 
of the organization – whether by purchases, deliveries of produce or labour.  
ECs are one of the different types of cooperatives operating in the country. 
They are special service vehicles with the purpose of supplying, promoting, 
and encouraging the full use of electricity on an area coverage basis.  But 
organization of ECs to facilitate the rural electrification program was different 
from the organization of a mere cooperative organization. 

ECs were organized as non-stock and non-profit organization on which 
members do not contribute on the capital of the organization and their source 
of funds primarily come from borrowings with NEA from foreign sources and 
government grants.  This is contrary with the principle of member economic 
participation and the value of self-help for cooperatives. Underlining the 
general concepts of cooperatives in RA 9520, cooperatives are autonomous 
association of persons making equitable contributions to the capital required.  
This means that cooperatives do their operations on their own and build the 
capital required based on members’ contributions.  But ECs are said to be 
exempted because they were organized as part of the electrification program, 
so government financial assistance is essential to fund the asset-intensive 
organization.

True identity of ECs will be measured based on the simplest practice of 
cooperation.  Members of the cooperatives are the ones who control, operate, 
own, and patronize the services of the business.  These four functions will 
determine if a cooperative is really a cooperative in a true sense of the word.  
Members control the organization as the highest policy-making body in the 
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organization.  In NEA-registered ECs, members are just mere consumers of 
services of the cooperatives.  PD 269 as amended by PD 1645 does not specify 
the role of the members but they include that each member is entitled to one 
vote on each matter submitted to a meeting, so probably it can be said that 
members do have a voice in the cooperative on the matters arising in operations 
and voting for the directors of the cooperative. 

Members operate the businesses of the cooperatives. They have the power 
to fully make decisions on the operations without interference from private 
organizations especially those financial institutions which had made the 
funding for them.  ECs operating in the country were not operating on its own 
because NEA is allowed interference in the operations of those cooperatives to 
be technically and financially viable.   

As stock cooperatives, members have this sense of ownership for their 
cooperatives since they have contributed on the capital of the business.  They 
own it and they organize it to fulfill a certain need.  In NEA-registered ECs, 
members have no sense of ownership for they have not contributed even a 
single peso for the capital of the cooperative aside from membership fees paid. 
Thus, whatever happens to the cooperative, members will not have the sense 
of responsibility unlike with real cooperatives which specifies responsibility for 
the soundness of operations of their very own cooperatives.

Members of the cooperatives patronize the services of their business.  This 
is the only feature that ECs have. Members of ECs are the mere patronizers or 
the consumers of their services. They consume electricity for the cooperative to 
generate sales and income to be used for operational and maintenance expenses.  
But what is lacking is the patronage refund that a member could get after the 
end of fiscal year and the surplus has been recognized. Cooperatives are non-
profit organizations too, but they are distributing patronage in proportion to 
the use of the services of the cooperative.

Supervision.  Since ECs are registered with NEA, they are automatically 
under its supervision as provided by PD 269 and amended by PD 1645. The 
decrees had granted NEA with the powers and regulation over ECs.  Section 43, 
Chapter IV of PD 269, delegated NEA the power to grant, repeal, alter or amend 
franchises of ECs.  It gave NEA the authority to review franchises to determine 
whether they are providing service on area coverage basis within a reasonable 
time and to cancel any franchise if NEA finds the cooperative not providing 
the service.  Based on Section 46, Chapter IV of PD 269, NEA, after affording 
opportunity for hearing to all interested parties, is empowered to require a 
cooperative to extend or improve service upon the NEA’s determination that 
such should be done in furtherance of the purposes of the decree and that such 
may reasonably be done without undue impairment of the feasibility of the 
cooperative’s operation and financial condition.  It can require a cooperative 



Arroyo and MAdAlogdog-SAMorin

236

to cease and correct any practice or act which the NEA determines to be in 
violation of the provisions of Section 35 on non-profit, non-discriminatory, 
area coverage operation and service.

In terms of borrowing to other financial institutions, PD 269, Section 10 
allows no cooperative to borrow money from any source without the Board of 
Administrators’ prior approval; provided that they Board of Administrators may, 
by appropriate rule or regulation, grant general permission to cooperatives to 
secure short-term loans not requiring the encumbering of their real properties 
or of a substantial portion of their other properties or assets.

Two major powers being delegated to NEA have substantial effect on 
the operations of the ECs. With the amendment of Section 5(a), Chapter II 
of PD 269, Section 3 of PD 1645 adds a sub-paragraph authorizing the NEA 
Administrator to designate, subject to the confirmation of the Board of 
Administrators, an Acting General Manager and/or Project Supervisor for 
a cooperative where vacancies in the said positions occur and/or when the 
interest of the Cooperative and the program so requires, and to prescribe the 
functions of said Acting General Manager and/or Project Supervisor, which 
powers shall not be nullified, altered or diminished by any policy or resolution 
of the Board of Directors of the cooperative concerned. Another subsection 
(a), Section 24, Chapter III of PD 269, was amended provided in Section 7 of 
PD 1645, stating that the management of a cooperative shall be vested in its 
Board, subject to the supervision and control of NEA which shall have the right 
to be represented and to participate in all Board meetings and deliberations 
and to approve all policies and resolutions.

These provisions being included on PD 269 as amended by PD 1645 
implies that ECs are really on a tight and strict supervision of NEA.  It is very 
clear on the violation of the principles that cooperatives adhere to.  Under PD 
269, an EC does not practice the so-called universal cooperative principles of 
democratic control by members and autonomy and independence which are 
practiced by genuine cooperatives. The NEA has the control over ECs with 
the power to dismiss the manager and abolish the board of directors but 
which in real cooperatives, only the general assembly has the power to do so.  
The general assembly has also the power to set policies and make decisions 
for their cooperative, not a financial provider. Cooperatives are autonomous 
organizations controlled by their members.  If they enter into agreement with 
other organizations, including government, or raise capital from external 
sources, they shall do so on terms that ensure democratic control of their 
members and maintain their cooperative autonomy.  ECs are not obeying the 
universally accepted cooperative principles.

Financing.  Capital of ECs primarily came from the borrowings with NEA 
since they started their operations way back in 1970.  With the issuance of PD 
269, NEA had given the leeway and authority in sourcing needed funds for the 
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rural electrification program.  In 2002, the EPIRA law had further increased 
NEA’s capitalization to PhP15 billion. Funding for the NEA programs had 
been provided by the national government appropriations, grants, and loans 
from foreign institutions. NEA has 11 foreign creditors. The first repayment 
was made in 1983 and all the loans are expected to be fully paid in 2017.  The 
average debt servicing per year was PhP1.7 billion.  NEA had released a total 
of almost PhP22.9 billion in loans for ECs on the rural electrification program 
for the period 1970-2005.

ECs had been given the uncomplicated way to access funding for the 
rural electrification program.  And after the passage of RA 9136 in 2001, ECs’ 
outstanding rural electrification loan as of June 26, 2001 will be condoned and 
be assumed by the PSALM, hence, ECs shall cease to be debtors of NEA or any 
other creditor government agencies. These funds are recognized as donated 
capital in the books of the cooperatives. NEA’s loan releases assumed by PSALM 
on the EPIRA Law had amounted to about PhP17.9 billion.  Subsidy releases 
from 1992-2005 alone had reached PhP5.6 billion and grants given by CIDA 
and USAID amounted to PhP508 million. 

Membership fees of PhP5.00 were being collected by most ECs for the 
potential members of the cooperative who are applying for electric service line 
connections.  ECs do have this contribution for the aid of construction and 
contribution for reinvestment to be used for the expansion of services of the 
cooperative and on the procurement of materials and supplies for connections.

Cooperatives are self-sufficient organizations that derive their capital 
through members’ share capital, revolving capital which consists of the deferred 
payment of patronage refunds, or interest on share capital, subsidies, donations, 
legacies, grants, and aids from local or foreign institution whether private or 
public and from loans and borrowings. Loans and borrowings are not usually 
recommended for the cooperatives since the essence of self-sufficiency will be 
lost.  As self-help organizations, they must seek on their own and not to be 
dependent on the outside sources.  They must build capital internally through 
the help of the members, thus, will result to the realization of the true value of 
cooperation

Financial Analysis
Data gathered from ten annual reports of ten different ECs representing 

the three major islands in the country were used in the analysis of the financial 
viability of the ECs. These ECs were chosen based on the annual reports 
available in the library of NEA. The information was for five ECs from Luzon 
(which include CANORECO, CASURECO II, BATELEC I, TARELCO I 
and FLECO), three from Visayas (including BOHECO I, BOHECO II, and 
CEBECO I), and two from Mindanao (including LANECO and DASURECO).  
The relevant financial ratios are presented in Table 1.  
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Equity composition.  Equity of the ECs is composed of the membership 
fees being paid by the potential members once they apply for line connection 
and usually the charge  is PhP5.00 per member.  Donated capital is composed of 
properties and cash from government and various entities,  and loans assumed 
by PSALM.  With the implementation of the condonation of loans under EPIRA 
of 2001, ECs’ outstanding loans intended for the Rural Electrification Program 
as of June 26, 2001 were assumed by PSALM.  The account capital contribution 
for reinvestment represents the reinvestment cost on kilowatt-hour sales which 
the EC is required to segregate in accordance with NEA guidelines. This fund 
is to be used for system expansion, rehabilitation/upgrading of existing electric 
power system, add-ons and institutional development, and acquisition of 
utility, plant property and equipment.  Contributions in aid of construction 
represent contributions in the form of cash and materials primarily intended 
for the construction of new distribution lines wherein the donor-consumers 
are the primary beneficiaries.  The contributions are used to cover the costs of 
construction of the new lines.

Membership fees for ECs had slightly increased to PhP198, 000.00 in 2008 
making up to at least 1% of the total equity.  Donated capital amounting to 
PhP2.5 billion comprised the 65% of the ECs’ equity.  This could mean that ECs’ 
capital was predominantly comprised by loans condoned by the government to 
PSALM. ECs in consolidation had shown a loss roughly amounting to PhP902 
million of the cooperatives’ equity.

Revenue.  Data from the consolidated income statement show that sales 
of energy of ECs coming from residential consumers comprised almost 50% 
of the total sales, followed by commercial consumers at 14%, and industrial 
consumers with 9% for the year 2008.  The remaining percentage was shared 
with the public streets and highway lighting, public buildings, and other electric 
revenues of the ECs. 

Expenditures. Operating expenses of ECs were for administrative and 
general expenses, operations and maintenance, and consumer services.  
Administrative and general expenses include the employees’ benefits, repairs 
and maintenance of the general plant, outside services, travel and transportation, 
and meeting and seminar expenses. These expenses were 43% of total operating 
costs. Operating and maintenance expense had climbed to almost 39% of 
total expenses incurred by the ECs for 2008. Operations and maintenance 
expenses are composed of expenses for transmission and distribution, meters 
and reading, and consumer installation expenses.  The remaining 18% was for 
consumer services on which expenses on consumers’ records and collections, 
members’ training and information, and consumer sales discount are incurred.  
The provision for income tax represented the interest income on loans to other 
ECs and employees and the pole rental income.  

Profitability analysis ratios.   The Return on Assets ratio of ECs is 1% after 
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the net income had been divided with the average assets for the period.  Return 
on assets is a way to gauge the asset intensity of a business.  The lower the profit 
per peso of assets, the more asset-intensive the business is.  The higher the profit 
per peso of assets, the less asset-intensive a business is.  In the case of ECs, value 
gained was 1%.  It means that the cooperative earned PhP0.01 for each PhP1.00 
in assets.  As a general rule, anything below 5% is too asset-heavy and anything 
above 20% is asset-light, thus, ECs are asset-heavy business enterprises.

The ECs’ Return on Equity ratio is 2%.  This reveals how much profit the 
cooperative earned in comparison to the total amount of shareholder equity.  
The 2% result was not good for the cooperatives since it would mean that 
capital being invested does not earn enough to internally generate sufficient 
cash for use in operations. 

Liquidity analysis ratios.  Current ratio is another test of the cooperative’s 
financial strength.  As per calculation, ECs’ current ratio is 1.78 for 2008 and 
1.54 for 2007.  This means that every PhP1.78 assets are likely to be converted 
to cash within one year in order to pay debts that come due during the same 
year.  ECs have shown liquidity based on the results given but a higher ratio 
might be better.

ECs’ working capital had amounted to PhP1,013,152,790 in 2008 and 
PhP792,478,831  in 2007. Working capital reveals more about the financial 
condition of a business than any other ratio.  It indicates what would be left if 
a company raised all of its short term resources and used them to pay off  its 
short term liabilities.  Based on the calculations, ECs will be able to meet their 
current obligations because their working capital is sufficient for them to make 
their payments on time.  The more working capital the business has, the less 
financial strain a company experiences.  It will be noted that almost PhP220 
million was increased in the working capital of the ECs in 2008 compared with 
the figures in 2007.

Capital structure analysis ratio. Debt-to-equity ratio of the ECs is 0.70 
in 2008 and 0.75 in 2007. This means that the creditor had supplied PhP0.77 
for each PhP1.00 supplied by the members. It is noted that the liabilities of the 
cooperative to NEA for the rural electrification program was condoned, thus 
resulting to decrease in liabilities and increase in equity for loans condoned 
which was recognized as donated capital in the books of ECs. 

Solvency ratio. Solvency ratio is one of the ratios used to measure a 
company’s ability to meet long-term obligations.  It provides a measurement 
of how likely a company will be able to continue meeting its debt obligations.  
As a general rule of thumb, a solvency ratio of greater than 20% is considered 
financially healthy.  Generally, the lower a company’s solvency ratio, the greater 
the probability that the company will default on its debt obligations.  Calculation 
showed that the solvency ratio of ECs was 12% in 2008 and 10% in 2007, a ratio 
lower than the standard rate.  A slight increase in the ratio for solvency had  a 
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positive effect on the ECs because they are increasingly meeting their long-
term obligations. The percentage in any way could mean that cooperatives will 
have the tendency by any chance to default in its debt obligations.

Conclusions
After the essential facts on the beginnings, growth, regulations, supervision, 

identity, and financing of ECs had been laid down and discussed individually, 
it can be concluded that:

1) ECs have been successful in their purpose of energizing every barangay, 
sitio, and household in the rural areas. For four decades, ECs have 
energized 100% of the municipalities/cities, 99% of the barangays, 69% 
of the sitios, and 73% of the households. 

2) Peculiarities in the organization and management of ECs had brought 
issues on the supervisory and regulatory authorities. For decades, ECs 
had been registered with NEA but with the passage of Cooperative 
Law, they are covered by CDA registration because they are considered 
cooperatives. Thus, confusions had arisen among ECs under which 
authority they will register considering the privileges and benefits that 
these two authorities under certain laws will provide.

3) Based on the principles of cooperation being presented, ECs are not 
by nature a cooperative. There is only this notion that since the time 
of their organization they are being labeled as a cooperative, and 
until now they are being called as a cooperative. By analyzing the 
practices of a real cooperative, ECs do not even practice the simplest 
autonomy and independence and self-help value of cooperation.  In a 
real cooperative, members are the ones who control, own, operate, and 
patronize the services of the cooperative;  but in the operation of ECs, 
members are just consumers. They are not owners of the cooperative 
for they have not contributed to the capital of the organization. They 
are not the ones in control of operations because NEA has the power 
to take over and interfere with some of their decisions.  They patronize 
the services of the organization as mere consumers.

4) ECs fully relied on the borrowings and subsidies and grants provided 
by NEA and the government. Without NEA, ECs would not have 
surpassed the test of time.  Being too dependent on NEA could mean 
that ECs will not have the chance to be on their own. They will be 
forever indebted to the organization unless they themselves decide to be 
self-sufficient with the help of their members in building the necessary 
capital.  It will be noted that ECs should be created as autonomous, 
private businesses responsible for their own financial survival.
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Recommendations
Policies in ECs should be clearly defined so that there will not be any 

confusion and they would have a deeper understanding of what their identity 
is, and where they will be going. There should be division of functions among 
government entities on the registration, supervision, and development of ECs. 
Legal incorporation of the cooperative as business entities shall be vested with 
CDA. The primary responsibility for licensing and operational oversight of 
ECs should fall under the electric power sector which is DOE. The authority 
that should be vested with rural electrification development is NEA. This 
agency must have the necessary authority and resource endowment to lead the 
development of its constituent utilities, but it should not have comprehensive 
and controlling legal authority over them.

Further study is encouraged given the current structure of ECs with 
the passage RA 9520 on what the effects on the registration decisions of 
the remaining 109 ECs would be. This study would further create a deeper 
understanding on how ECs operate and perform.

Table 1.   Summary of the results of financial analysis of 10 ECs, Philippines, 2007-2008
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Expanding the Pie: 
Melding Public Sector Unionism and Cooperativism

in the University of the Philippines Los Baños

Rolando T. Bello and Eulogio T. Castillo

 Abstract
Public sector unionism and cooperativism have been 
recognized and well received as institutions designed to 
enhance workers’ welfare. Their storied existence in the 
university has seen peaks and troughs over time. State policies 
have been in put in place to guide the development of these 
institutions. While unionism is more nascent and its role has 
not yet been well understood in the university, it has received 
a fair share of criticisms from a sector of the academe that it 
is supposed to represent. Gains from public sector unionism 
have been achieved despite the limits provided for by law. 
Cognizant of these limitations, the formation of an employees’ 
cooperative holds promise to further workers’ rights and 
interests. Prevailing circumstances have put to the fore the 
significance and complementarities of these institutions 
in advancing workers’ interests. Both are concerned with 
constant struggles with unionism striving for a slice of the pie 
and cooperativism seeking to expand the same pie.

Key words:  public sector unionism, cooperativism, collective  
 negotiation agreement
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Introduction

Public sector unions are organizations of workers that mainly 
represent the interests of employees within the public sector.  In the 
University of the Philippines (UP), there are two organizations that 

represent the interests of its employees, the All-UP Workers Union and the 
All-UP Academic Employees Union, representing the non-academic rank and 
file workers and the academic staff, respectively.  The former celebrated its 25th 
year of existence this year while the latter is observing a decade of struggle for 
welfare rights.

Meanwhile, cooperatives are autonomous associations of persons united 
voluntarily to meet their common economic, social, and cultural needs and 
aspirations through a jointly-owned and democratically-controlled enterprise 
(International Cooperative Alliance 2012).  The Cooperative Code of the 
Philippines defines a cooperative as a duly registered association of persons, 
with a common bond of interest, who have voluntarily joined together to achieve 
a lawful common social or economic end, making equitable contributions to 
the capital required and accepting a fair share of the risks and benefits of the 
undertaking in accordance with universally accepted cooperative principles.  
In the University of the Philippines Los Baños (UPLB), cooperativism had a 
long saga with the establishment of the College Consumer Cooperative almost 
a century ago, the first registered cooperative in the country.  The UP College 
of Agriculture (UPCA) Credit Union, the forebear of the present UPLB Credit 
and Development Cooperative (UPLBCDC), was founded in 1960.  Most 
recently, the UP Employees Multi-Purpose Cooperative (UPEMPCO) was 
organized to represent and promote exclusively the interests of UPLB and UP 
Open University employees after the UPLBCDC has expanded its reach and 
membership to serve the wider community.  The All-UP Academic Employees 
Union-UPLB Chapter and the Institute of Cooperatives and Bio-Enterprise 
Development of the College of Economics and Management were instrumental 
in the initiation of the UPEMPCO. 

Public sector unionism and cooperativism in the university are 
complementary institutions that advance the welfare of its constituents but 
have distinct differences and limits to what they can achieve. 

Constitutional and Legal Framework
Public sector unionism has a short history in the Philippines emanating 

from a mandate of the Constitution and instead of a product of struggle (David 
2001).  The formation of public sector unions has basis in the fundamental 
law and is embodied in the ideals and aspirations of the Filipino people.  The 
Philippine Constitution of 1987 stipulates under the Bill of Rights (Section 8, 
Article III) that the right of people, including those employed in the public 
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and private sectors, to form unions, associations, or societies for purposes not 
contrary to law shall not be abridged.  Under the provisions of the creation of 
Constitutional Commissions, specifically the Civil Service Commission (CSC), 
(Article IX-B, Section 2(5)), it is ordained that the right to self-organization 
shall not be denied to government employees.  In the matter of Social Justice 
and Human Rights, the Constitution (Article XIII, Section 3) requires that 
the State shall afford full protection to labor local and overseas, organized 
and unorganized, and promote full employment and equality of employment 
opportunities for all.  It shall guarantee the rights of all workers to self-
organization, collective bargaining and negotiations, and peaceful concerted 
activities, including the right to strike in accordance with law.  They shall be 
entitled to security of tenure, humane conditions of work, and a living wage.  
They shall also participate in policy and decision-making processes affecting 
their rights and benefits as may be provided by law.

Executive Order (EO) 180, series of 1987, provides guidelines for the 
exercise of the right to organize government employees, which ordered, under 
Section 2, that all government employees can form, join or assist employees’ 
organizations of their own choosing for the furtherance and protection of their 
interests.  In addition, the same EO further protects the right to organize by 
directing that government employees shall not be discriminated against in 
relation to their employment by reason of their membership in employees’ 
organizations or participation in the normal activities of their organization.  
Their employment shall not be subject to the condition that they shall not 
join or shall relinquish their membership in the employees’ organizations.  
It also states that government authorities, likewise, shall not interfere in the 
establishment, functioning or administration of government employees’ 
organizations through acts designed to place such organizations under the 
control of government authority. 

Moreover, the CSC Memorandum Circular No. 55 series of 1990, prescribes 
the terms and conditions of employment in the public sector, or improvements 
thereof, except those that are fixed by law, may be subject of negotiations 
between accredited unions and appropriate government authorities.

On the other hand, the establishment of cooperatives is warranted in the 
Constitution as embodied in the National Economy and Patrimony (Article XII 
Section 15) section which mandates Congress to create an agency to promote 
the viability and growth of cooperatives as instruments for social justice and 
economic development.  The enabling law Republic Act (RA) 6938 entitled 
“An Act to Ordain a Cooperative Code of the Philippines,” was promulgated 
in March 10, 1990 to make the Constitutional provision operational.  This was 
subsequently amended by RA 9520 on February 17, 2009.  A supplementary law, 
Republic Act 6939 entitled, “An Act Creating The Cooperative Development 
Authority To Promote The Viability And Growth Of Cooperatives As 
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Instruments Of Equity, Social Justice And Economic Development, Defining 
Its Powers, Functions And Responsibilities, Rationalizing Government 
Policies And Agencies With Cooperative Functions, Supporting Cooperative 
Development, Transferring The Registration And Regulation Functions Of 
Existing Government Agencies On Cooperatives As Such And Consolidating 
The Same With The Authority, Appropriating Funds Therefore, And For 
Other Purposes,” was simultaneously enacted on March 10, 1990 to create the 
cooperative agency.

State policies and present statutes recognize the importance of public 
sector unionism in the workplace for the benefit of the more than a million 
public employees while cooperatives were envisioned to improve the quality of 
life of its members as the primary objective for their creation

The Emerging Role of Public Sector Unions
The role of public sector unions in the Philippines has been vague 

considering its nascent origins and inevitably its role has been largely patterned 
after the private sector unions which are more established and have long 
traditions of asserting its rights through the practice of collective bargaining.  
However, the analogy is tenuous since unions in the private sector are different 
due to the intrinsic and assiduous conflicts of interest between the owners of 
capital and the owners of labor pertaining to the sharing of the proceeds of 
the business.  Meanwhile, in the public sector, profit maximization is not the 
primordial goal and that both the managers and the laborers are agents on one 
hand and principals on the other, since they are taxpayers themselves.  In a way, 
the situation in the public sector is akin to cooperatives in that the laborers 
represented by the unions are also owners by virtue of being taxpayers.

David (2001) advocated, besides the conventional role of promoting welfare 
rights, that public sector unions become equal partners in governance.  In this 
sense, the public sector unions can assume the roles as: a) major frontliner 
in the delivery of service to the principals, b) binder of meritocracy, c) agent 
for modernization, d) primary watchdog against abuse, and e) advocate for 
the identity and autonomy of the bureaucracy.  Marasigan-de Lima (undated) 
further added that public sector unions can promote transparency and 
accountability in government.

The Case Against the Public Sector Unions and the All-UP Academic 
Employees Union (AUPAEU)

Conservatives, who have long opposed labor unions, have been 
particularly critical.  Di Lorenzo (2011) quoted Milton Friedman who argued 
that government agencies resemble economic “black holes” where increased 
‘inputs’ lead to declining ‘outputs’.
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The central criticisms of public sector unions emanates from the dichotomy 
of the characteristics of the private and public sectors.  The first distinction 
is that the public sector has monopoly power, i.e., it is an exclusive supplier 
of government services and has the sole power to employ coercion while the 
private sector is competitive, i.e., there are numerous suppliers of goods and 
services and decisions are governed by voluntary bargaining.  Denholm (2001) 
further argued that public sector decisions are political decisions while that of 
the private sector are largely economic choices.

Economist Thomas DiLorenzo (2011) further argued that the enormous 
power of government-employee unions effectively transfers the power to tax 
from voters to the unions. Because government-employee unions can so easily 
force elected officials to raise taxes to meet their “demands,” it is they, not the 
voters, who control the rate of taxation within a political jurisdiction.  They 
are the beneficiaries of a particular form of taxation without representation. 
This is why some states have laws prohibiting strikes by government-employee 
unions. Politicians are caught in a political bind by government-employee 
unions: if they cave in to their wage demands and raise taxes to finance them, 
then they increase the chances of being kicked out of office themselves in the 
next election.  The “solution” to this dilemma has been to offer government-
employee unions moderate wage increases but spectacular pension promises.  
This allows politicians to pander to the unions but defer the costs to the future, 
long after the panderers are retired from politics.

In the case of public sector unions involving academic employees, Llaneta 
(undated) argues that for more than a century, unions have served to uplift 
the working conditions of ordinary workers and reshape labor laws across 
the globe.  However, while labor unions have made their mark in plantations, 
factories, office buildings, and banner-strewn streets, there are those who hold 
that an academic union—that is, a union of faculty members and academic 
personnel—has no place within the hallowed halls of state universities, 
let alone the country’s national university.  She reasons that this lies in the 
inherent differences in hierarchies within a manufacturing plant and a national 
university.

In the same paper of Llaneta, Medalla was cited in that “he contends that the 
employees of a university or academic institution can form a union; however, 
faculty members are a whole different entity altogether.  “For one thing, a 
faculty member is not a worker.  Essentially, he has no boss.  Neither the dean 
nor the university president is his manager.”  The faculty member must defer to 
the demands of the academic calendar, which determines class schedules and 
teaching assignments.  Other than this, the department chairperson or dean 
has very little control over him or her.  While the faculty member cannot refuse 
a teaching assignment, the dean or department chairperson cannot interfere 
with what he or she teaches in a class.
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Meanwhile, Guevarra was also quoted in the same paper of Llaneta that 
an academic union is an organization whose objective is to take care of the 
welfare and benefits of all the academic personnel of a university. “I imagine 
that an academic union should be going after things like salary scale, salary 
differentiation, health care benefits, housing benefits, and maybe even 
transportation benefits for the faculty, education benefits for the faculty 
member’s children, and so on.” These things would make life easier for all 
faculty members and further encourage them to stay put in the university.

Guevarra further suggested that an academic union’s primary concern is 
campaigning for better salaries for the faculty.  In UP, for example, the All-
UP Academic Employees Union can take advantage of a provision in the new 
2008 UP Charter which permits the Board of Regents (BOR) to draw up a 
compensation plan and adjust salaries for the faculty. “The union could write 
up a new salary scale and propose it to the BOR. If the union really wants to 
propose something [like this], then this is the best time, because nobody has 
talked about it,” she explains.

However, Medalla countered that state universities, including UP, are 
saddled with a fixed budget allocated yearly by the government, and any 
campaigns to raise salaries will immediately run into the problem of simple 
economics.  “Where will the University get [the money to raise salaries]?”, 
Medalla asks. “Since the UP budget is fixed, the only way for one sector to get 
paid more is for another sector to get paid less. And since the budget is not 
under the control of the UP president or the BOR, to whom do you complain 
if you think the pay is too low?

On the issue of tenure and promotion, both Guevarra and Medalla were 
quick to stress that this issue is well outside the scope of an academic union.  
Medalla emphasizes that an academic union does not have the competence to 
evaluate decisions regarding a faculty member’s tenure or promotion; only the 
department’s academic personnel committee (APC) does. Should the APC make 
a mistake, the process also provides a means of reviewing the decision through 
the Committee on Academic Affairs of the University Council.  Anything that 
deviates from the proper review process would only mean bad news for all.  
“If a faculty member needs the union to get tenure, that does not speak very well 
of him,” Medalla points out. “On the other hand, a very good faculty member 
who is not getting tenured is an indication that he has a very lousy department.  
In which case, why would he want to stay in that department?”

Should an outside body successfully countermand the review process and 
allow a faculty member to get tenure, the effects on the working relationships of 
the faculty member might not make the effort worth it in the long run.  “Even 
if a person gets tenured against the will of the department, that faculty member 
still has to survive in that department,” Guevara says. “In an academic setting, 
you cannot thrive in a hostile environment.”
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Welfare Gains from the Collective Negotiation Agreement (CNA)
The existing CNA between the University of the Philippines and the All-

UP Academic Employees Union that came into effect last December 2008 has 
resulted in a number of welfare gains for the UP employees, in particular the 
faculty and the research, extension and professional staff (REPS) it represents. 

Among the benefits obtained through the CNA is the Service Recognition 
Pay (SRP). This recompense provides additional leave credits (10 days for each 
year of service for non-academic personnel and 15 days for each year of service 
for academic personnel) upon mandatory retirement.  This has been extended 
to apply to those 60 years and above who suffer from catastrophic illnesses that 
compel an employee into early retirement. 

Recently, the Financial Assistance Program for Hospitalization Expenses 
(FAPHE) was introduced that allows a UP worker to reimburse hospitalization 
expenses up to PhP200,000 throughout the period of an employee’s active service.

An increase in rice subsidy from three times a year to every quarter 
was barely granted by the BOR together with the increase in annual grocery 
allowance from a thousand pesos to four thousand pesos.

There is also preliminary discussion on providing a system of health 
maintenance benefits to UP employees through a health maintenance 
organization for tertiary level cases and through the UP infirmaries located in 
Diliman, Los Baños, and Manila for secondary cases. However, this proposed 
program is still on the drawing boards. 

Except for the rice subsidy and grocery allowance, the benefits that accrue 
from the SRP and FAHPE are not immediate and are conditional to meeting the 
requirements of separation from service upon reaching compulsory retirement 
age or having a debilitating condition and getting confined in a hospital for 
certain medical reasons, respectively.

Meanwhile, the AUPAEU-UPLB Chapter initiated additional benefits 
for its members through the use of the agency fees or union dues to acquire 
accident insurance plans and to provide a fixed amount of money up front 
for hospitalization expenses.  The accident insurance plan was subsequently 
adopted by all other AUPAEU chapters.  Also, cognizant of the need to provide 
continuing benefits and the value of self-help, the Chapter organized the UP 
Employees Multi-Purpose Cooperative (Laguna).

Limits to the Benefits of Collective Negotiation Agreement
Current CSC rules provide what can be negotiated by the public employees 

with the management as part of the collective negotiation agreement.  The 
benefits that can be negotiated include the following themes:

1. Schedule of vacation and other leaves;
2. Personal growth and development;
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3. Communication system- internal (lateral and vertical), external;
4. Work assignment/reassignment/detail/transfer;
5. Distribution of work load;
6. Provision for protection and safety;
7. Provision for facilities for handicapped personnel;
8. Provision for first aid medical services and supply;
9. Physical fitness program;
10. Provision for family planning services for married women;
11. Annual medical/physical examination;
12. Recreational, social, athletic and cultural activities and facilities;
13. CNA incentive pursuant to Public Sector Labor Management Council 

(PSLMC) Resolution No.4 s. 2002 and Resolution No. 2 s. 2003; and
14. Such other concerns which are not prohibited by law and CSC rules 

and regulations.
Among the other items subject to negotiations include union office, 

compensatory time-off, flexible time schedule, and hazard pay.  Adequate office 
space may be provided by management from an already existing structure/
office space in the agency.  If the provision for a union space will entail the 
construction of a new structure, then the same is nonnegotiable as this would 
need appropriation of funds. The agency may likewise allow the use of its 
machines, office equipment, and other facilities where the union officers/
members are assigned, subject to existing agency rules and regulations.

Administrative Order No. 103 dated August 31, 2004 directs agency 
heads to adopt a scheme that will allow employees rendering overtime to be 
compensated through time/days off work in lieu of overtime pay, in accordance 
with the guidelines issued by the Department of Budget and Management 
(DBM) and the CSC, Joint CSC-DBM Circular No. 2, series of 2002 providing 
for a uniform policy on the availment of compensatory time-off in lieu of 
overtime pay.

Flexible timetables can also be negotiated. The period of one hour before 
reporting for work or leave one hour earlier from work can be implemented 
through the adoption of a flexi-time work schedule.  It should not, however 
diminish the 40-hour work-week required by law (RA 2262).

Republic Act No. 9336 allows upon recommendation of the Department 
Head and approval of the Secretary of DBM, the payment of hazard duty pay 
to officials and employees who are actually assigned to, and performing their 
duties in strife-torn or embattled areas as may be determined and certified by 
the Secretary of National Defense.  Hazard pay shall only be granted for the 
duration or existence of such period.

However, there are limits to what can be covered by the negotiation 
agreement. The items that are not supposed to be negotiable generally include 
matters that require new or additional government appropriation, other 
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benefits, including leave credits, covered by existing laws and compensation 
standards.

An instance of a worker benefit that is not negotiable is a housing program.  
If the program is limited to the management’s act of securing unit allocations 
for interested and qualified employees and the payment shall be made the 
said employees, then there is nothing objectionable, otherwise, it becomes 
non-negotiable. In the case of service vehicles, what can be negotiated is the 
provision by the agency, upon written request of the accredited employees’ 
union, of a service vehicle for the use of the said union in attending official 
meetings called by any government agency or other organizations/institutions 
on matters concerning the welfare of the employees, subject to availability of 
vehicles and existing policies of the agency on travel and use of vehicles.

By and large, compensation of public employees is covered by a Salary 
Standardization Law and as such compensation is non-negotiable and these 
include increases in salary, allowance, and travel expenses.  Other pecuniary 
benefits that are covered by existing edicts include the following:

1. Christmas bonus/cash gift.  If this is the traditional Christmas bonus 
and cash gift paid in May of each year with the remaining half payable 
in November, then this is authorized, otherwise the same is non-
negotiable.

2. Loyalty bonus. This cannot be over and above the loyalty award (cash 
gift) of not less than PhP100 but not more than PhP1,000 for every 
year of service under CSC Memorandum Circular No. 6, s. 2002.

3. Fringe benefits. There is a need for legal authority or basis for the 
grant of these benefits, whether by law or presidential issuance.  In the 
absence of such authority, these are non-negotiable concerns.

4. Longevity pay.  This is the same as the step increment under Joint CSC-
DBM Circular No. 1, series of 1990.

5. Year-end benefits. The grant must comply with Presidential 
announcements. Any additional year-end benefit will entail 
appropriation of funds.

6. 14th month pay.  Not allowed since the grant will entail budgetary/ 
funding allocation.

Other forms of assistance to civil servants are provided for by other 
institutions and are not areas under discussion in a CNA and these consist 
of: a) bereavement assistance - the grant of bereavement/death assistance is 
already covered by GSIS; b) death benefit - this will entail appropriation of 
funds. Besides, GSIS already provides for death benefit in case of death of 
the GSIS member; c) calamity aid - its grant and implementation should 
be in accordance with presidential announcements; and d) insurance - the 
government already provides retirement and life insurance through the GSIS. 
Any additional insurance shall be at the expense of the employees.
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A vital worker benefit pertains to health care and management which may 
include hospitalization assistance, medical, dental, and optical maintenance 
programs as well as annual medical examination.  Yet only annual medical/
physical examination is allowed under Section 2, Rule XIII of the Amended 
Rules and Regulations of Executive Order No. 180.  Related to the health 
concerns, there are specific rules for work-connected injury which is defined by 
Section 55 of the Omnibus Implementing Rules on Leave which only provides 
for six months of rehabilitation leave for job-related injuries and payment of 
medical attendance, necessary for transportation, subsistence, and hospital 
fees of the injured employee.

Leave privileges are also detached from the negotiation table.  Under 
existing civil service rules, only three days special leave are allowed every year.  
The employee can avail of one type of leave for three days or a combination of 
any of the leaves for a maximum of three days in a given year.  Special leave 
privileges are noncumulative and non-convertible to cash. Other types of leave 
credits such as chronic/illness/disease leave, day-off for travel, and travel leave 
have no legal bases.

The practice of the employment of next of kin is also regulated by law and is 
non-negotiable.  Pursuant to its constitutional mandate to strengthen the merit 
system, the Commission issued CSC Memorandum Circular No. 3, series of 
2001, enjoining the agency head, in the exercise of his/her sound discretion, to 
select from among the top five ranking applicants deemed most qualified for 
appointment to the vacant position.

The Promise of the UPEMPCO
RA 9500 or the “Act to Strengthen the University of the Philippines as the 

National University,” was enacted on April 29, 2008 to protect and promote the 
professional and economic rights and welfare of its academic and non-academic 
personnel, among others, as one of its purposes (Section 3). Concomitantly, in 
the administration of the university and the exercise of its corporate powers, 
the university through the powers vested in the Board of Regents, is authorized 
to retain and disbursed all incomes generated by the University, to wit:

“Notwithstanding any provision of law to the contrary, 
all incomes generated by the national university or by its 
subsidiaries shall, upon their collection, be retained by the 
national university and disbursed at the discretion of the Board 
for the professional growth and development, health, welfare, 
and other benefits of the students, faculty members and other 
personnel; for the acquisition, construction, maintenance and 
repair of urgently needed instructional and auxiliary facilities, 
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equipment, buildings and other infrastructure; and for 
expenses necessary for the attainment of its purposes under 
its approved program of expenditures (Section 13(m).”

The aforementioned provision provides room for a vigilant and progressive 
public sector union that will struggle for the workers welfare rights through a 
dynamic CNA.

While the CNA provides conspicuous benefits to UP employees, the 
benefits are neither immediate nor readily forthcoming since these are obtained 
through a process of negotiation, often protracted, and arduous.  Moreover, the 
benefits that may be derived are constrained by the level of income generated 
and may come intermittently or sporadically.

The AUPAEU-UPLB Chapter saw the need for a complementary institution 
to provide continuing benefits to its workers through the establishment of 
the UPEMCO that will engage in activities consistent with Article 6 and 7 of 
the RA 9520, i.e., purposes as well as objectives and goals of a Cooperative, 
respectively, that will expand the opportunities to improve the quality of life 
of its members in a reliable manner.  While public sector unionism plays a 
role in advocating welfare rights and obtaining benefits for its members 
through collective negotiation, the cooperative aims to expand the pie through 
entrepreneurial activities.

Summary and Conclusion
The existence of the AUPAEU in the University of the Philippines has 

fostered the welfare of the ranks of the faculty and research and extension 
personnel (REPS) that it represents through a number of incentives realized 
through the CNA such as the SRP, FAHPE, and rice and grocery allowances.  
Additional benefits have been secured in terms of the accident insurance 
coverage and up-front hospitalization expenses for UPLB faculty and 
REPS.  Notwithstanding these benefits, the role of the AUPAEU is yet to be 
fully appreciated and is subject to criticisms from certain sectors within the 
University.  Moreover, there is a realization of the limits of what public sector 
unions, particularly in the academe, can achieve.  Thus, there was felt need for 
a complementary institution such as the UPEMPCO to advance workers’ rights 
and interests through entrepreneurial engagement that allows the faculty and 
staff to directly benefit from the income generating activities of the university 
consistent with the intent of the new Charter.
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Cooperative Whiz:
Awareness Among High School Students

In the Province of Iloilo, Philippines
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and Maria Corazon Madalogdog-Samorin

 Abstract

The Iloilo Provincial Cooperative Development Council 
initiated the conduct of the Cooperative Whiz – a quiz bee 
designed for cooperative members and high school students. 
This is to encourage not only the members but the youth like 
high school students to learn and appreciate the cooperative 
movement. As such, the Cooperative Whiz is vehicle to 
educate the youth about the uniqueness of cooperatives as a 
business enterprise and the benefits to be derived from them.
This survey research aimed to determine the cooperative whiz 
level of awareness among high school students in the Province 
of Iloilo. Conducted during the first semester of the academic 
year 2012-2013, the study included 100 high school students 
from five congressional districts in Iloilo selected through the 
two-stage sampling technique as respondents. To gather the 
data, a duly validated survey questionnaire was used. Study 
results revealed that the subject high school students generally 
had high level of cooperative whiz awareness. The high school 
students’ level of cooperative whiz awareness did not differ 
significantly when they were classified according to sex and 
year level. Awareness differed significantly across congressional 
districts of residence. The following conclusions were drawn: 
the quiz bee format is an effective means of spreading awareness 
about the cooperative movement,the cooperative whiz is a 
good education tool for the youth to realize the importance of 
cooperatives,andcooperative education is not confinedwithin 
the four walls of the classroom.

Key words: cooperative, cooperativewhiz, awareness

Cooperative Enterprises: Key to Sustainable Economic and Social Progress, 2012
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Introduction

As part of the celebration of Cooperative Month done every 
October, one of the activities sponsored by the Iloilo Provincial 
Cooperative Development Office (PCDO) is the Coop Whiz, a 

quiz bee competition for high school students and cooperative members in the 
Province of Iloilo.

The Coop Whiz (Wizard on Cooperatives) is open to all high school 
students in the Province of Iloilo duly certified by the principal of the school 
where they are currently enrolled and members of a cooperative for at least 
one year as certified by the Municipal Cooperative Development Officer of the 
municipality where the cooperative is located. 

Coop Whiz questions are taken from cooperative history (locally 
andinternationally), policies, values, principles, entrepreneurship, and 
management. According to PCDO letter (2006), the competition aims to create 
awareness, as well as recognize and strengthen the cooperative movement 
among the youth in theProvince of Iloilo.

This study investigated the high school students’ awareness of the Coop 
Whiz. Moreover, the study aimed to answer whether the gender, year level, and 
municipality where they reside affect the perceived level of Coop Whiz popularity.

Statement of the Problem and Hypothesis
This study aimed to determine the level of Coop Whiz awareness among 

high school students in the Province of Iloilo.Specifically, this study sought 
answers to the following questions:

1. What is the level of Coop Whiz awareness among high school students 
in the Province of Iloilo when taken as an entire group and classified 
according to municipality, gender, and year level?

2. Are there significant differences on the level of Coop Whiz awareness 
among high school students in the Province of Iloilo when they are 
classified according to municipality, gender, and year level?

In view of foregoing problems, it was hypothesized that there are no 
significant differences in the level of Coop Whiz awareness among high school 
students in the Province of Iloilo when classified according to municipality, 
gender, and year level.

Significance of the Study
This study can provide the different cooperative sector participants basic 

information on the awareness campaigns that they are conducting.
a) Provincial Cooperative Development Officer - to assess their educational 

campaigns for cooperative that could help them in improving their 
functions as cooperative officer of the province. 
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b) Bachelor in Cooperatives Management Students -to validate their 
knowledge in conducting awareness campaigns on cooperatives.

c) Researchers - the findings as basis of future studies which may be wider 
in scope but still related to the awareness campaigns for cooperatives.

d) Cooperative Leaders– to provide insights to cooperative leaders, identify 
the strength and weakness of cooperative educational programs,  and 
address the challenging events in order to achieve the objective of 
strengthening the cooperative movement in the world. 

Definition of Terms 
For better understanding, the following key terms are given their conceptual 

and operational definitions:
Cooperative - is an autonomous and duly registered association of persons, 

with a common bond of interest, who have voluntarily joined together to 
achieve their social, economic and cultural needs and aspirations by making 
equitable contributions to the capital required, patronizing their products and 
services and accepting a fair share of risks and benefits of the undertaking in 
accordance with the universally accepted cooperative principles (R.A. 9520).  
In this study, cooperative refers to the theme of the competition.

Coop Whiz - a competition of Cooperative movement done during the 
celebration of Cooperative month every October; refers to the competition 
regarding cooperatives among high school students and cooperative members 
in the province of Iloilo.

Awareness - implies knowledge gained through one’s own perceptions or 
by means of information; aware refers to the popularity of Coop Whiz among 
high school students in the province of Iloilo.

Students - is the term reserved for those pursuing a course of study in an 
institution of further or higher education (Lawton 1993); refers to the high 
school students in the province of Iloilo who were the respondents of this study.

Methodology and Delimitation of the Study
The descriptive method of research was employed and a researcher-

made- data gathering instrument was used to measure the awareness level of 
Coop Whiz in the Province of Iloilo. Means, standard deviation, the t-test for 
independent samples, and the one-way ANOVA were employed in the analysis. 
Inferential statistics were all set at 0.10 level of significance.  

The respondents were limited to 150 high school students who were 
randomly selected from five different districts of Iloilo: District 1 – Tigbauan, 
District 2 – New Lucena, District 3 – Pototan, District 4 – Dingle, and District 
5 - Barotac Viejo. Participants were from different schools with different year 
levels and sections. To gather data, the researcher used a validated survey 
questionnaire.
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Research Design and Methodology
Purpose of the Study and Research Design
The survey method was used because it is the most effective method when 

looking for answers to questions without manipulating or influencing the 
subjects being tested. Shuttleworth (2001) explains that this type of research 
focuses more on observing the subjects and making scientific conclusions as 
to their behavior in respect to the research matter at hand. It is a systematic 
examination of the situation at hand in order to collect data in some aspect, 
area, or group. It is best to observe the current behavior of the situation and 
also an idea basis for predicting future trends. 

Participants
The participants of this study were classified according to municipality, 

gender, and year level.They included 60 male (40%) and 90 female (60%); 21 
second year(14%), 27 third year (18%), and 102 fourth year (68%).

Data-gatheringInstrument
Relevant data on the level of Coop whiz awareness among high school 

student-respondents were collected using a researcher-made questionnaire-
checklist. A personal data form accompanied the instrument to gather the 
participants’ personal information. This questionnaire-checklist is composed 
of 15 statements that pertain to the Coop Whiz. 

The items indicate the degree of agreement or disagreement of the responses 
with the following descriptions and numerical weights.:

  Weight    Description
  5    Strongly agree
  4    Agree
  3    Uncertain
  2    Disagree
  1    Strongly disagree

To interpret the scores, the researcher used the following scale of means:

Mean Score   Interpretation
4.21-5.0    Highly aware
3.41-4.20   Aware
2.61-3.40   Fairlyaware
1.81-2.60   Unaware
1.00-1.80   Very unaware

Results and Discussion
Data in Table 2 indicate that the level of Coop Whiz awareness (M = 4.06, 

SD = 0.51)among high school students in the province of Iloilo taken as an 
entire group was above average.
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Based on gender, both the male (M = 4.04, SD = 0.55) and female (M = 
4.07, SD = 0.49) high school students also had above average level of Coop 
Whiz awareness.

When classified according to year level of the students, only the second 
year students had high level (M = 4.21, SD = 0.35) of the Coop Whiz awareness, 
while the rest of the group, third year students (M = 3.79, SD = 0.64) and the 
fourth year students (M = 4.10, SD = 0.49) had above average level of Coop 
Whiz awareness.

The t-test results in Table 3, however, show no significant differences in the 
level of Coop Whiz awareness among High School students in the Province of 
Iloilo when classified according to gender, t = 0.286, p> 0.10

Table 4 shows significant differences in the Level of Coop Whiz awareness 
among the respondents grouped by year level, F =5.237, p< 0.10

Table 5 reflects significant differences in the Level of Coop Whiz awareness 
grouped according to municipality, F = 2.951, p< 0.05

Summary, Conclusions, Implications and Recommendations
This study, conducted last June 2012, aimed to determine the level of 

awareness of the high school students in the province of Iloilo.The findings of 
the investigation are summarized as follows:

1) Generally, the high school students were aware of the Coop Whiz 
competition.

2) The high school students did not differ significantly in the level of 
Coop Whiz awareness when classified according to gender.

3) The high school students differed significantly in the level of Coop Whiz 
awareness when classified according to year level and municipality.

 In view of the findings, the following conclusions were drawn:
a) The aware status of the high school students regarding the level 

of Coop Whiz awareness seems to indicate that the campaign 
concerning the cooperative quiz bee is disseminated but needs 
improvement. 

b) The study revealed that gender was the only factor not to significantly 
affect the level of coop whiz awareness of the respondents.  Therefore, 
regardless of gender, the respondents’ of awareness is comparable 
with other high school students.

c) Year level and municipality were factors found to significantly 
influence high school students’ awareness.

d) The quiz bee format is an effective means of spreading the awareness 
of the cooperative movement and is a good educational tool for the 
youth to realize the importance of cooperatives; also, cooperative 
education is not limited within the four wall of the classroom. 
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Based on the findings and conclusions, the following recommendations 
are advanced:

1) In view of the aware status of the high school students, campaign 
concerning the cooperative quiz bee should be pursued to encourage all 
students to become aware ofconcepts and principles of cooperativism.

2) The Coop Whiz competition should also be conducted in Iloilo City 
and other provinces in Panay in order to disseminate the ideas of 
cooperative movement. 

3) The PCDO should maximize media exposure for the Coop Whiz. 
This could be a strategy to develop the awareness of the high school 
students.

Table 1.  Distribution of respondents, Province of Iloilo, 2012

Table 2. Level of Coop Whiz awareness among high school students, Province of Iloilo, 2012



Cooperatives for Community Development and Role of Women and Youth: 255-262

261

Table 3.  T-test results for the differences in the level of Coop Whiz awareness among high 
school students grouped by gender, Province of Iloilo, 2012

Table 4. One-way ANOVA results for the differences in the level of Coop Whiz awareness 
among high school students grouped by year level, Province of Iloilo, 2012

Table 5. One-way ANOVA results for the differences in the level of Coop Whiz awareness 
among high school students grouped by municipality, Province of Iloilo, 2012
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An Assessment of the Best Practices and Adherence
to the Cooperative Principles:

The Cases of Sta. Catalina Multi-Purpose Cooperative 
and Sta. Catalina Credit Cooperative

Exegesis Jedidiah N. Ebarle,
Damsel Ebbe T. Merced and Adela G. Ellson

 Abstract
This study assessed the actual practices of the Sta. Catalina 
Multi-Purpose Cooperative and Sta. Catalina Credit 
Cooperative in their application and implementation of the 
seven cooperative principles. The study entailed a thorough 
qualitative analysis of the cooperatives’ processes and activities.  
The seven cooperative principles include: voluntary and open 
membership, democratic member control, members’ economic 
participation, autonomy and independence, education, 
training and information, cooperation among cooperatives, 
and concern for community. Assessment of the actual practices 
of the cooperatives showed that they have been consistently 
living by the seven cooperative principles. They have also 
adopted three strategic management decisions that include 
enterprise segmentation, service specialization, and service 
diversification. Sta. Catalina Multi-Purpose Cooperative is an 
agri-based cooperative since many of its members are farmers 
of rubber, rice, and fruit crops. On the other hand, Sta. Catalina 
Credit Cooperative provides savings and credit services. They 
have proven success over the years and have maintained their 
huge and influential role in serving the community. However, 
there are still aspects in the organizations that have to be given 
attention for the improvement and better implementation of 
the seven cooperative principles.

Key words: community development, cooperative enterprise,
 cooperative principles, strategic management   
 decisions
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Introduction

Sta. Catalina Multi-Purpose Cooperative (SCMPC), along with Sta. 
Catalina Credit Cooperative (SCC), celebrated its 29th year last 
November 2012.  As of November 2010, SCMPC has 19 branches 

with its main office in President Roxas, North Cotabato.  Its main office is the 
only one that is agriculture-based while the other branches provide credit and 
savings services only.  It ventured more into the credit and savings services 
since these provide them greater earnings.  It has also established partnerships 
and alliances with various organizations.

Agricultural cooperatives were formed in response to the need of the 
agrarian reform program for the organization and strengthening of individual 
small holder farmers so they can move away from unhelpful competition. 
Among the services provided by agricultural cooperatives to members include 
business activities and functions such as input supply, production, post harvest, 
processing, marketing, credit, and financing (Araullo 2006).

A study was conducted by Castillo et al. (2003) among the top four 
agricultural cooperatives in Region IV.  The study demonstrated the essence 
of cooperatives in enhancing the welfare of members and the surrounding 
community in modernizing agriculture.  Results of the study showed that 
the cooperatives’ operations were profitable, liquid, and solvent. Expansions 
have been present such as from feed milling to providing services in credit, 
marketing, banking, merchandising, and meat processing, among others.  
Members of the cooperatives also get other benefits such as feeds, technical 
training, and assistance in educational and medical expenses.  The cooperatives 
also helped the community through giving gifts, donations, and support for 
developmental projects.

This study assessed the organizations in terms of their implementation 
of the seven internationally-accepted cooperative principles. The seven 
cooperative principles include: (i) voluntary and open membership, (ii) 
democratic member control, (iii) members’ economic participation, (iv) 
autonomy and independence, (v) education, training and information, (vi) 
cooperation among cooperatives, and (vii) concern for community.  Results of 
the study would provide information on how to further improve the services 
of the organizations as well as how to better provide the needs of members and 
the community. 

Objectives 
This paper aimed to assess the practices of two cooperatives and their 

adherence and implementation to the seven internationally-accepted 
cooperative principles.  It also provided recommendations to further improve 
the operations of the cooperatives.
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Methodology
Key informant interviews (KIIs) were as well as focus group discussions 

(FGDs) were conducted among members of the two cooperatives. There were 
26 participants in the FGDs which were divided into four groups.  Secondary 
sources like company documents were also used for this study.  Only the main 
branch in Poblacion, President Roxas, North Cotabato was considered in this 
study.

Results and Discussion
Current Operations and Services 
In 2011, the SCMPC decided to have a separate entity that would handle 

the savings and credit services of the cooperative. Thus, the Sta. Catalina Credit 
Cooperative (SCC) was instituted. SCC basically provides services on savings 
and credit while the merchandising department (grocery store and gasoline 
station) and agri-marketing are left under SCMPC. This was done to facilitate 
the functioning of the savings and credit department and move away from the 
difficulties faced by the merchandising department and agri-marketing services. 
The original SCMPC has been incurring losses consecutively for eight years 
because of the volatile prices of agricultural products. Related to this development, 
all members were sent letters and were asked to choose in which cooperative 
they would like to transfer their funds into. Some remained in SCMPC, some 
transferred to SCC, and some invested in both. It was stipulated that SCMPC 
members cannot avail the services of SCC and vice versa. 

At present, SCC is earning and SCMPC is still coping. SCMPC has farmer 
members who mostly grow rubber, rice, corn, and fruit crops. Their previous 
plan of venturing into oil palm production failed because of the inaccessibility of 
the 5-hectare area. The approximately 2,600 members of SCMPC are from Roxas, 
Kidapawan, and Antipas while around 35,000 from all branches are regular and 
associate members of SCC.

Since there are already many members in SCC and SCMPC, separate meetings 
and chapter assemblies of the two cooperatives are done by representation 
wherein 10% of every 100 attendees are elected as representatives for the general 
assembly. The meetings are conducted in courts or restaurants on a weekend.  
Though they have annual evaluation, the cooperatives have not determined the 
active and inactive members yet. Hence, basis for improvement is lacking.

To motivate the employees, the cooperatives give team bonuses as 
performance incentive when targets are delivered well. Individual incentives are 
also being considered to encourage employees to strive more for personal growth 
and development.

At present, strategic plans are not functioning. They adjust their plans 
based on current year’s achievements. Instances of slow growth are vivid in 
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the organization because of volatile prices and overspending. In addition, the 
cooperatives have no current investments on marketing activities, bonds, and 
business. They only invest in operations and expansion.

Members’ Satisfaction
To determine the satisfaction of members, FGDs were conducted among 

26 members of the cooperatives. The respondents’ ages ranged from 30 to78 
years old and they have been members of the cooperative for three months 
to 30 years. Four out of the 26 respondents were members of the Sta. Catalina 
Credit Cooperative only. Another four were members of Sta. Catalina Multi-
Purpose Cooperative only while 18 of them were members of both SCC and 
SCMPC. In general, almost all the respondents were in agreement that the 
cooperatives are of help and service to its constituents.

The benefits or services they have received from the cooperative included 
dividends, patronage refunds, loans, incentives, hospitalization assistance, 
savings and credit services, group and individual insurance coverage, agri-
products facilitation, rice milling and grain drying, merchandising operations, 
and provision of construction materials.

Majority of the respondents said that joining a cooperative is beneficial 
for them and their families and that they received the appropriate benefits as 
promised by the cooperative. Most of them also agreed that the services are 
efficient and effective in helping the community and that joining a cooperative 
is a good investment. It was rather easy to apply for membership; hence, 
many residents of the municipality were members of the cooperative. The 
organizations are particularly essential in the growth and development of the 
community. However, almost all respondents agreed that the cooperatives still 
need improvement to better cater to the needs of its staff, members, and the 
municipality.

Members suggested several things that the cooperatives must attend to, 
namely: 

1) To add more services like livelihood programs and conduct more 
seminars;

2) To lower the interest rate for loans which  ranged from  6% to11%;
3) To increase buying price of farm products;
4) To shift focus from being profit-oriented to service-oriented; 
5) To encourage members to be more cooperative;
6) To improve merchandising department operations and lower the 

prices. The respondents claimed that  prices are high compared to 
other grocery stores with more complete items; and

7) To improve their general operations such as updating and posting of 
changes in the policy and records of members, delinquency control, 
and asset acquisition.
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Best Practices
The cooperatives, without them noticing, have adopted and implemented 

three distinguishable strategic management decisions. These strategies that 
include enterprise segmentation, service specialization, and product and service 
diversification can be highly contributory to the success of the cooperatives 
amidst the difficulties encountered along the way. They can be considered as 
causes for change and improvement in the operations which bring forth good 
effects to its members and the surrounding community.  This also shows that 
the cooperatives went beyond the cooperative principles by adopting these 
management decisions.

Enterprise segmentation. The splitting of the cooperative, becoming SCC 
and SCMPC, can be noted as a best practice. It was done to better facilitate 
the needs of the members and to save the cooperative from continuous losses.  
Hence, the people behind SCC and SCMPC really care for the organization 
and try their very best to maintain and improve it. Both SCC and SCMPC 
have greatly contributed in the municipality’s progress. The existence of the 
organizations is significant because they help uplift the lives of the members, 
thus eventually the situation of the community as well.  This strategy eventually 
resulted in more income generation.

Service specialization.  SCC provides savings and credit services. This 
kind of specialization led to formation of more branches. Its operations are 
rather efficient as they are able to ensure that goals are being met and that 
receivables are effectively collected. Before credits are approved, the 5Cs 
(character, capacity, condition, collateral, and capital) are considered. With its 
19 branches, the services of the SCC have been extended to many people.  It has 
been recognized as a financial institution and has been orienting people to save 
and invest which could eventually lead to economic growth and development. 

Moreover, SCC handles meetings efficiently. Since their members are 
growing in number, they have to divide them into groups. SCC conducts 
meetings by barangay and by chapter, and the general assembly consists only 
of the elected representatives. Fines and allowances are strictly implemented.  
A PhP100 fine will be charged to those who fail to attend the meeting and 
PhP200 will be given to those who are present in meetings. 

Product/service diversification. SCMPC is particularly known in the 
community because of its services to the agricultural sector. It is into buying 
and selling, grading, rice milling, solar drying, and providing of farm inputs, 
to name a few. Other services include the merchandising department that 
operates a grocery store, and gasoline station. The services of SCMPC can be 
very reliable because it assures quality of the products (i.e., the assurance that 
the one sack of rice really weighs 50 kilograms and there is no mixing up).  
It remains accountable to its clients. SCMPC provides various services that 
include input supply and rice milling and grain drying to farmer-members 
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coming from Roxas, Kidapawan, and Antipas.  In addition, SCMPC has very 
well conducted trainings for farmers and to other members in the community. 
It has contributed to the improvement of skills and livelihood of people.  Thus, 
it catered to the perceived and felt needs not only of its members but of the 
general community.

Though SCC and SCMPC are separate entities managed by roughly 
different people, their operations are very similar.  In order to motivate their 
employees, performance incentives are given when goals or targets are met as 
a team.  This then gives the employees the drive to improve their service in 
their respective lines of work.  It also builds teamwork and cooperation so as to 
deliver their targets excellently.  This incentive is given in a form of cash and is 
done yearly after their annual evaluation. 

Both SCC and SCMPC aid and cater  to the development not only of their 
people and members but to its surrounding community as well.  Despite some 
problems or flaws, people still regard these organizations as important in the 
growth and progress of their municipality.

The cooperatives envision being financially sound and total quality service 
provider organizations.  Their mission is to develop and implement programs 
that would improve the quality of life of the members.  They also value honesty, 
openness, social responsibility, accountability, mutual trust, and cooperation 
which they believe would bring forth sustainable community development.

SCC and SCMPC have lived up to their cooperatives’ mission, vision, core 
values, and mandates. Though still coping with financial stability, they continue 
to provide quality services  expected of them.  Indeed, the cooperatives’ 
existence in the municipality improved the quality of life of the members.  This 
is reflected in how the municipality has improved in terms of infrastructure  
and basic but complete services such as hospital and public schools. 

The cooperatives’ objectives are to:
1) Increase the income and purchasing power of the members;
2) Stimulate capital formation through systematic and continuous savings for 

development activities;
3) Extend credit to members for production and providential purposes;
4) Provide and supply production inputs, commodities, consumer goods, 

postharvest facilities, and medical services to members;
5) Purchase, collect, process, and transport agri-products of the members 

and establish linkages with domestic and foreign markets;
6) Involve in community activities such as sports and other development 

programs;
7) Provide farmer-members proper training on organic farming;
8) Conduct publicity and/or research work for the promotion of the 

cooperative and to advance the cooperative movement as a vehicle for 
improving the economic, cultural, and political status of the people; and 
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9) Undertake continuous cooperative education for its members as well 
as the general public on the philosophy, principles, and practice of 
cooperativism.

With these objectives, the most prominent and obvious accomplishments 
of the cooperatives focused on i) providing credit to members for various 
purposes, ii) providing farm inputs and facilities, iii) conducting community 
activities and development programs, and iv) conducting trainings. 
Implementation of the Seven Cooperative Principles

Voluntary and open membership.  Both SCC and SCMPC are voluntary 
organizations. They are open to all people in the community who are willing 
to cooperate and accept the responsibilities of being a member. Applicants 
are considered regardless of gender, social or political status, and racial and 
religious differences.

Democratic member control. Just like what cooperatives should be, both 
SCC and SCMPC are democratic organizations.  Their operations are basically 
controlled by members, especially those who use the services of the cooperative 
and are active in setting policies and decision-making.

Members’ economic participation.  Members’ contributions are not only an 
investment to them but also serve as a capital to the cooperative.  The members 
proportionally benefit from this through the dividends and incentives that they 
receive as well as other services that they can be provided with such as loans 
and insurance.

Autonomy and independence.  Both SCC and SCMPC are self-help 
organizations and are basically democratic and controlled by their members.  
Even if the cooperatives have partnerships with other organizations and use 
their services, the cooperatives remain to be autonomous.

Education, training and information.  SCC and SCMPC conduct seminars 
and trainings for members. The Department of Agriculture, Department of 
Agrarian Reform, and other agencies are tapped to train farmers on rubber and 
oil palm production, and other trainings on farm development.  They also send 
representatives and employees to various conferences and trainings in other 
places.  These things aid in the development of the organization.  Information 
is also disseminated through meetings and assemblies.

Cooperation among cooperatives. Cooperatives become more effective 
when they themselves cooperate with other cooperatives.  SCC and SCMPC 
have the Mindanao Alliance of Self-help Societies – Southern Mindanao 
Educational Cooperative Center (MASS-SPECC) as their secondary 
cooperative and National Confederation of Cooperatives (NATCCO) as their 
tertiary cooperative.  MASS-SPECC provides consultancy services, financial 
assistance, training, and education.  The cooperatives have also established 
partnerships with the Federation of People’s Sustainable Development 
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Cooperatives (FPSDC), FONUS Funeral Care, Land Bank of the Philippines 
(LBP), Peace and Equity Foundation (PEF), Foundation for Sustainable 
Societies, Inc. (FSSI), Model Cooperative Network, and COOP-NATCCO 
Party-list.  These organizations provide assistance and services to SCC and 
SCMPC to be more effective in addressing the needs of the members and the 
community. 

Concern for community. One of the cooperatives’ concerns is the welfare 
and development of the surrounding community.  Aside from the programs 
that are being provided to the members, the cooperatives also conduct 
activities such as feeding program, medical and dental outreach, adopt-a-
school program, and Operation Tuli.  Funds used in these activities come from 
the 20% of the social development fund.  Some of these programs are aided by 
the SIKAP Foundation.

Conclusions and Recommendations
SCC and SCMPC, though facing challenges and coping with all the 

changes, can still be considered as growing and stable.  The cooperatives 
adhere to the seven internationally accepted cooperative principles.  The 
members were generally satisfied with the benefits and services provided by the 
cooperatives.  They see the organizations as drivers of growth and development 
in the community, particularly in the municipality of President Roxas, North 
Cotabato.  However, there are still aspects that need to be improved and 
addressed. Cooperation is highly evident in the organizations as they aim 
for continuous improvement to better serve the needs of the people.  The 
cooperatives are both socially and economically viable and went beyond the 
generally accepted principles and adopted strategic management decisions.  
Each has proven that the cooperative, as a non-government organization, 
is a partner of the government and the people towards economic and social 
development.

The following are recommended for the cooperatives’ improvement:
1) Help improve the income and purchasing power of the members by 

giving them opportunities and by lowering interest rate and increasing 
buying price of farm products;

2) Encourage the members to save more;
3) Pool resources to help the cooperatives improve  the efficiency of their 

agri-production and technology operations (e.g., truck or vehicle for 
transportation of agri-products and modern machineries);

4) Create linkages with foreign markets;
5) Create a team who will do research (R&D) to advance the operations 

of the cooperatives;
6) Initiate programs for preservation of the environment/ecology;
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7) Update their records;
8) Revisit and functionalize strategic plans for better cooperative 

management;  and 
9) Listen to their members more as this is also a practice of democratic 

control and leadership.
Once these steps are considered and taken into action, more “best practices” 

can be identified.  SCC and SCMPC can be considered as model cooperatives 
because of the varied services they provide to members. Their actions and 
decisions are based on and guided by their current performance and their goal 
to improve the operations for the welfare of their members and the community.  
These are two of the most known cooperatives in the municipality, and even 
in the province of North Cotabato – because of their excellent service and 
expansive area coverage.
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The Philippine Army Finance Center Producers 
Integrated Cooperative (PAFCPIC):
A Successful Cooperative Enterprise

Maria Teresa Z. Garnace and Alexander C. Costales

 Abstract
This paper aimed to present cooperatives as successful 
enterprises that can compete with mainstream corporations 
and business establishments in terms of quality services 
and programs simultaneous to the former’s commitment 
of showing concern to the communities they serve. Using 
the Philippine Army Finance Center Producers Integrated 
Cooperative (PAFCPIC) as case study, this paper attempted 
to demonstrate PAFCPIC as an example of a successful 
cooperative enterprise – its history, challenges, success factors, 
and best practices.  From a small backroom office at the back 
of the office of the Finance Center, Philippine Army inside 
Fort Bonifacio with 15 cooperators and 329 members in 1981, 
the cooperative now has 24 offices across the country having 
more than 95,000 members and almost PhP6 billion pesos in 
assets in 2012 - a testament that cooperatives can be a success.

Key words: PAFCPIC, cooperatives, challenges, success factors,  
 best practices 

‘The belief in our cause must be strong and our hearts must be
steeled to a thousand efforts to win it.” Marcelo H. del Pilar



Cooperatives for Community Development and Role of Women and Youth: 272- 279

273

Introduction

This paper is about the Philippine Army Finance Center Producers 
Integrated Cooperative (PAFCPIC) as an example of a successful 
cooperative enterprise - its development, challenges and best 

practices. It debunks the misconception that cooperatives are merely 
small-time, backyard industries that could not compete with mainstream 
corporations. With PAFCPIC as case study, the idea that cooperatives can 
grow, be progressive, compete, and be profitable is forwarded.  

All business organizations follow the same principles of marketing, 
competition, systems and procedures, with the same end goal of profitability 
and sustainability. But what sets the cooperative apart is its commitment to 
community service, being a social enterprise. A cooperative enterprise has two 
components - the social aspect and business side. Much has been discussed 
about the social impact of cooperatives. But its other aspect as a business 
enterprise is often overlooked.  According to 19th century French economist 
Jean Baptiste Say (1803) and 20th century Austrian-American economist Joseph 
Schumpeter (1942), entrepreneurship is not only starting a business, but is 
more concerned with stimulating economic progress through innovation and 
action. Say further described entrepreneurs as the “venturesome individuals 
who stimulate economic progress by finding new and better ways of doing 
things.” An entrepreneur’s mindset is innovative, creative, and goal-oriented. 
Moreover, an entrepreneur thrives on challenges and is pro-active, not reactive. 
He is not afraid to innovate and experiment, has the courage to take calculated 
risks, and is motivated by the idea of altering things for the better. It is in this 
light, together with the theme of the 2012 International Year of Cooperatives 
which is “Cooperative Enterprises Build a Better World” that PAFCPIC is hereby 
introduced.

The Evolution of PAFCPIC
The idea of forming a cooperative started in late afternoon socials among the 

staff of the Philippine Army Finance Center (PAFC), which they humorously 
called “The 5:30 PM Club.” While the incorporators were exchanging anecdotes 
and opinions, they were writing the history of the cooperative.  

After Martial Law was lifted in 21 September 1981 and in compliance 
with the directive of then Commanding General of the Philippine Army, 
Major General Josephus Q. Ramas AFP to establish a Kilusang Bayan under 
then President Ferdinand E. Marcos flagship program of Kilusang Kabuhayan 
sa Kaunlaran, PAFC went into corporate farming on spare government lands 
located in Fort Bonifacio and financed goat-raising, tilapia farming, and 
vegetable production. Within the next few weeks, Col. Rodolfo S. Cantor, then 
Commanding Officer of PAFC, rallied a group of officers and enlisted and 
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civilian personnel into creating the PAFC Credit Cooperative, Incorporated, 
in response to the compelling need for credit for productive and providential 
purposes.

On 12 November 1981, the Cooperative was registered with the then 
Bureau of Cooperative Development of the Department of Local Government 
and Community Development. It then held office in a small portion of the 
barracks (actually a bodega) at the back of the office of the Finance Center 
in Fort Bonifacio.  From an initial capital in members’ share contributions 
amounting to PhP7,500.00 and membership of 15, PAFCPIC has grown to 
be one of the biggest cooperatives in the country with current assets totalling 
PhP5,918,249,336.00 and over 95,000 in total membership (Table 1).  From a 
small back room office, PAFCPIC now has a total of 24 offices – 12 in Luzon, 
5 in Visayas, and 7 in Mindanao. Needless to say, PAFCPIC’s growth, both in 
assets and membership, has been outstanding.

PAFCPIC was registered with the Cooperative Development Authority 
(CDA), the regulating body of all cooperatives in the country, under Registry 
Number MLA-C-356 dated 27 March 1991. By virtue of Article 144 of Republic 
Act 9520, otherwise known as the Philippine Cooperative Code of 2008, 
PAFCPIC was re-registered under Registry Number 9520-16000421 dated 16 
October 2009. 

Awards and Recognitions 
For outstanding performance and development, PAFCPIC received the 

following awards and recognitions:
•	 Gawad Pitak (Gawad sa Pinakatanging Kooperatiba) of Land Bank of 

the Philippines 
 2002  -  3rd place, Non-Agri Based Category Class A 
    Best in Capital Build-up 
 2003  - Best in Savings Mobilization 
   Best in Capital Formation 
   Loyalty Award 
 2004  -  1st winner of Institution-Based Category
   Best in Capital Build-up 
   Best in Savings Mobilization 
   Best Cooperative in Reciprocal Business with Land Bank 

•	 Union of Metro Manila Cooperatives - 3rd Cooperative Congress  
 2003  -  First Billionaire Coop in Metro Manila 
   One of Top 3 Cooperatives with Highest Capital   
   Build-up 
   One of Top 3 Cooperatives with Highest Volume of  
   Business 

•	 2nd Century Cooperatives Conference
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 2003  - Biggest in terms of Assets 
   Biggest in terms of Net Worth
   2nd in terms of Net Surplus 
   2nd in terms of Membership 
   2nd in terms of Savings Deposit 

•	 Pro-Active Award of the Department of Trade and Industry – Center 
for Industrial Competitiveness

 2004  -  Best in Family and Community Relations
 2013 - Best in Labor Management Cooperation 

•	 Cooperative Union of the Philippines  
 2004  -  One of 5 Awardees for Outstanding Cooperative   
   Pioneer 
Personnel 

The workforce is any organization’s backbone. Contented and fulfilled 
personnel are productive and dedicated workers. In view of this, PAFCPIC 
personnel are constantly motivated to work towards a common mission and 
vision. As proof of high morale of PAFCPIC employees there have been few 
resignations over the past 30 years. Most PAFCPIC employees stay until 
retirement.

PAFCPIC now offers competitive salaries and benefits to attract 
professionals, a far cry from when it used to borrow personnel from the 
Philippine Army Finance Center.  PAFCPIC has expanded its workforce from 
244 in 2006 to 317 in 2011 in order to serve members well. There are currently 
308 personnel in the PAFCPIC plantilla.

Challenges / Setbacks Encountered
The road to success is never easy.  With vision, tenacity, sacrifice, and belief 

in cooperativism, PAFCPIC persisted and beat a few odds:
1) Distrust and Skepticism
Problem: As usual with new ideas and newly organized entities, there are 

the usual skeptics. There were those who did not want to join because they 
consider cooperatives as “small-time” and bound to fail. During the first 
few years of the cooperative, it was hard to entice new members. With well-
established and known AFP financial institutions offering the same services 
to the same market, it was hard to compete, especially at the onset where there 
were organizational and operational difficulties.

Solution: The cooperative conducted information drives and Pre-
Membership Education Seminars not only in the main office but all around 
the country where the line units of the Philippine Army are located and even 
deputized trainers and liaison officers from the active military personnel, 
usually the Sergeant Majors.
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2) Lack of Funds
Problem: As the cooperative was growing, there were a lot of borrowers but 

funds were lacking. Banks were also hesitant in granting loans to cooperatives, 
as cooperatives were also wary in loaning from banks.

Solution: Then President Col. Efren R. Zaide approached the heads of 
different AFP financial institutions and relied on their trust and his reputation 
for them to invest in the cooperative as time deposits.  Later on, the Land Bank 
of the Philippines also granted consistent standby loan to PAFCPIC. 

3)  Absence of Agencies to Guide the Cooperative
Problem: During the early years, when cooperatives were new, there was a 

lack of  agencies to guide the cooperative, especially in the organizational and 
operational aspects.

Solution: CDA and other cooperative-affiliated government and non-
government organizations were created.

4) Poor Management 
Problem: There was the absence of formal policies and documentation and 

no full time management officers.  Leadership was fragmented and unfocused.
Solution: The cooperative espoused on its commitment to continuous 

improvement of the delivery of products and services and focused on the 
search for excellence and complete customer satisfaction. Leaders and officers 
are also constantly being updated through seminars and studies.

5) Unsatisfactory Service
Problem: The cooperative recognized that its main competition is not really 

other cooperatives and financial institutions. The real problems are insufficient 
funds, late loan releases, impatience from its service providers, principal 
borrowers who leave their loan balances to co-makers, and dissatisfaction from 
its members.

Solution:  The cooperative strategically re-structured the organization and 
adopted the following: documentation of policies, systems and procedures, and 
constant review to meet the needs of its members; decrease and/or elimination 
of unnecessary requirements from borrowers; and emphasis on research and 
planning. 
 6)   Unstable Workforce  

Problem: In the beginning, the cooperative had to “borrow” personnel from 
the Philippine Army Finance Center.  So all the staff were part-time and the 
cooperative could not get full-time professionals due to the fact that salary was 
not competitive.

Solution: The following were adopted: conduct, immediate implementation, 
and constant review of Strategic Plan every 5 years; re-structured organization 
and job evaluation; and offering of attractive compensation package to be able 
to hire able and competent personnel.
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Best Practices / Success Factors 
PAFCPIC’s solutions to the initial set-backs turned out to be its best 

practices / success factors.  These are as follows:
1. Effective Collection System 
Due to its excellent relationship with the Philippine Army Finance Center, 

the cooperative was able to collect loan payments through salary deduction.  
This is the reason why it has low delinquency rate which is only about 1%.

2. Member-friendly Policies and Services 
The members are always the top priority of the cooperative in any decision 

or policy making process.  The members are always consulted and things are 
decided to their advantage, above their own need to sustain profitability.

3.  Ability to Reach Out to Members
It has been always a challenge for the cooperative to be able to reach the 

fragmented membership. Knowing that their duty to country hinders them 
from leaving their posts in the field units, offices have been established near 
major military camps. Also, regular Pre-Membership Education Seminars in 
the offices are conducted. There are regular information drives that include 
offering of the cooperative’s services to the members where they are located.

4.  Good Governance and Transparency
Dedicated leadership, honesty, and transparency are some of the traits the 

cooperative looks for in its officers and leaders. 
5.  Professional Management  
As the cooperative continued to grow, it became apparent that there is a 

need to hire professionals to be able to keep up with what is happening in the 
business, industry, and the market, and to put PAFCPIC on a competitive edge.

6.  Adherence to Cooperative Principles and Laws
PAFCPIC strictly adheres to cooperative principles and laws which are also 

embodied in its mission, vision and goals. 
7. Maintenance of Good Public Image and Excellent Relationship with 
Members, the Philippine Army, and Allied Organizations
The cooperative knows that at the core of its success are the loyal 

membership and the support of the Philippine Army. Because of this, it is 
necessary that good relations with them are maintained and that the programs 
are aligned with theirs. All rules and provisions pertaining to credit, loan, and 
others are followed as enforced by the Armed Forces of the Philippines.

8. Loyal, Competent, and Satisfied Workforce
Getting the best personnel and offering competitive salaries and benefits 

have been top priority of PAFCPIC. As members, they also avail of all benefits 
given to membership, plus retirement, medical benefits, bonuses, and perks. 
As such, the personnel stay and get promoted in the cooperative which has 
resulted to very few resignations.
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9. Diverse Products and Services
The cooperative is constantly studying and upgrading its products and 

services to satisfy the needs of its members. It adopts a holistic approach – 
offering “birth to death” services.

10. Excellent Symbiotic Relationship with Banks and Other AFP Financial 
Institutions
The cooperative has good relations with banks and other financial 

institutions, particularly the Land Bank of the Philippines which provides 
standby credit, and the Metro South Cooperative Bank, among others. These 
partners provide capital when members’ contributions are not enough to 
expand the business. 

11. Belief in Change and Innovation
Nothing is constant in this world except change.  If an organizations wishes 

to survive and flourish, it has to adapt to change, and not be resistant to it. It 
also has to continue to evolve in accordance to the needs of the times, and not 
be stagnant.  And this is exactly what PAFCPIC has done through the years.

12. Strong Social and Community Development Programs
PAFCPIC had always been true to the 7th principle of the International 

Cooperative Alliance (ICA) – concern for the community.  It has never forgotten 
its roots and from where its success came from. It adheres to the belief that 
to whom much is given, much is expected in return. Such is its commitment 
to its communities and environs which cuts across geographical and political 
boundaries. Its social programs have been admired, honoured, and replicated 
by others. Examples are the Scholarship Program (now on its 16th year); PAPSI 
Assist which grants medical needs to members, equipment, and sponsorship 
to affiliated communities, organizations and offices; community programs; the 
Abuloy Program which grants up to PhP100,000 to the beneficiaries of deceased 
subscribed members, and other similar activities and programs.  

Conclusion
Survival and continued prime operations entail flexibility. PAFCPIC 

continues to innovate and adapt to the evolving needs of its members while 
adhering to national policy on cooperatives. Providing member-friendly 
services and cause-worthy programs remains PAFCPIC’s top priority. 
Continuous market research to further promote positive organization-member 
relationship keeps the organization in pace with its clients and it is ready to 
serve with a smile. The changing business landscape has led to PAFCPIC 
diversification. Nevertheless, PAFCPIC has never lost sight of its noble goal 
to help members and their families attain financial security and economic 
stability.
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PAFCPIC represents commitment, self-sacrifice, and belief in 
cooperativism. The PAFCPIC story is a tale of survival and true triumph of 
the human spirit. This paper is dedicated to the pioneers, some of whom are 
no longer of this earth, whose vision and hard work left indelible marks on 
PAFCPIC and to whom PAFCPIC owes its current stature and all it has attained. 
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Analysis on the Competency of School Cooperative 
Board Members in Malaysia
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 Abstract
This paper explored the board members’ competencies 
of school cooperatives in Malaysia. Questionnaires were 
distributed using the stratified random sampling method to 
obtain the perception of respondents from school cooperatives. 
For identification of the competency, the survey method was 
adopted and a total of 586 questionnaires were collected from 
individual respondents (Board members) representing 100 
selected Grade A school co-operatives. The responses were 
then analyzed using descriptive analysis. The result of the study 
showed that the level of competency among Board members 
has a gap, i.e., they have low competency in discharging their 
duties as Board members of school cooperatives.

Key words:  school cooperatives, competency
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Introduction

School cooperatives were introduced in Malaysia in 1965 from the 
bright idea of YM Prof. Royal Ungku A.Aziz through the establishment 
of University of Malaya Bookshop Cooperative. Establishment of 

school cooperative is a new management dimension in the school environment 
(Rohayati 1998).  From that day on, the school cooperative has been established 
and the Ministry of Education Malaysia (MOE) has recognized the importance 
of school cooperative movement as an effective coupling of academic and 
curricular activities with non-academic curriculum in line with Malaysia’s 
Education Policy 1979.

The aim of the school cooperative is to train Malaysian students to practice 
thrift and live the principles of a democratic society while being self-sufficient 
and excellent in any field they choose (Jabatan Pembangunan Koperasi Malaysia 
1994). These cooperatives are not expected to contribute to the national gross 
domestic product (NGDP) toward the achievement of 10 percentage allocation 
in the year 2020. But within the same period of time, Education Policy 1979 
mandates school cooperative to pursue outside-the-classroom activities to 
reach, nurture, and grow the cooperative environment or ‘espirit de corps’ 
among students of various breeds, backgrounds, and different ways of life rather 
than merely train students to be disciplined, self-reliant, and knowledgeable in 
their chosen field of endeavor.

School cooperatives have received the attention of many parties which 
include the need for the establishment of the school cooperative at primary 
schools. This idea was reviewed by the Minister of Education in the Utusan 
Malaysia newspaper on May 25, 2011 wherein he said that there should be 
further discussions and a detailed study on the idea of establishment of 
cooperatives at the primary schools. Although the goal is to cultivate a culture 
of business and entrepreneurship as early as primary school, he did not want to 
burden the teachers with the management of school cooperatives.

Based on the statement above, the function of school cooperatives is 
to nurture the entrepreneurial spirit not only at the school level but also to 
improve the economy. Looking at the inspiration for cooperative education 
in school and the inspiration of economy that is trying to be put forward in 
school cooperative, there could be a clash in role of cooperative administrator.  
The focus of each perspective will lead to the preparation of plans and 
different strategies. The performance of the school cooperatives will change 
from a school-oriented cooperative which focuses on social development  
to economy-oriented school cooperative. The success of  these cooperatives 
depend on the support and interest of the school and their  principal  as well as  
their school teachers. Teachers in the school cooperative are seen as enablers of 
the government’s intention to make the cooperatives as the third sector.  This 
will put pressure on the Board of Cooperative because instead of teaching they 
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have to make sure that the cooperative they lead is an economically successful 
one.  Currently, recognition of the best cooperative schools is also based on the 
achievement of the highest economic revenue as well as level of development 
or complexity as cooperative.

No matter what role the teachers should play, school cooperatives are 
bound by certain laws. Teachers who are given the mandate as Board members 
are still subject to the liability provisions of the Ministry of Education. The 
question is, how much could the Cooperative Board comprising of school 
teachers take up in terms of additional responsibility and burden of duties other 
than teaching. In this environment, only a competent Board can make a change 
or improvement in school cooperatives to achieve its objectives.  Therefore, 
this research attempted to uncover the level of competency of teachers to be 
cooperative Board members and identify competency gaps among them.

Objectives of the Study
This study aimed to identify factors that influence the success of the 

cooperative as a measure of competency elements and determine the level of 
competency and competency gaps among Board members.

Literature Review
Early establishment of cooperatives is credited to Royal Professor Ungku 

A. Aziz, then Vice Chancellor of the University of Malaya.  As recorded in 
his biography, he  had encouraged the establishment of a cooperative student 
body on October 20, 1966 at the University of Malaya and the subsequent 
cooperative bodies of other students (Salbiah 1994).  Based on Ungku’s ideas, 
the Cooperative Movement School opened on May 29, 1968 as a pilot project 
in nine secondary schools (ANGKASA 1992).  Given the success of the 
cooperatives, a development plan was developed.

As of June 30, 2011, there were 2,161 registered cooperatives with a 
membership of 2,072,979 people, capital shares or shares worth RM18,383,765, 
procurement RM 178,704,469, and profit of RM 23,521,163.  Although some 
of these cooperatives are in the small category with a turnover of RM200,000 
to RM1 million, the average achievement of school cooperatives belong to the 
micro cluster.  Cooperative general statistics by state are shown in Table 1.

All business organizations need efficient and effective management 
to achieve the objectives of their business. Similarly, to achieve school 
cooperatives’ objectives, management, efficiency, and competence of the Board 
are very important.  As stated in the By-Laws of the Cooperative School (1993), 
the Board of School Cooperative shall have six and not more than 15 members 
who are elected by the general meeting.  Section 42 of the Cooperative Act 
(1993) and paragraph (d) clause (1) of by-law 32 state that:
a) The Principal or a Senior Assistant Principal nominated by the Principal 
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should be a Chairman of Cooperative
b) Teachers or staff; and
c) Student

Competency
Dubois (2004) says competency refers to individual characteristics used 

appropriately and consistently in order to achieve required performance.  Its 
features include knowledge, skills, and aspects of the self image, social motives, 
personality, mindset, and way of thinking, feeling and action.  Yong (2005) also 
says competency is the attitude and ability that allows an employee to complete 
a task properly.  Hellriegel (2005) defines competence as a combination of 
knowledge, skills, behaviors, and attitudes that contribute to effective working.

Board Members’ Competency Requirements 
Members of the Board are a management team that is very important in 

the success of a cooperative.  The National Council for Voluntary Organizations 
(2005), in their research on the board of a non-profit organization, found six 
areas of competency needed for Board members to make a difference in the 
performance of an organization.  These are as follows:

a) Dimension of organizational context - Board member starts with 
understanding the organization and its relevance.  It is not sufficient 
if the Board members have the expertise of some of the things in 
the organization.  Board members must take care of the self and 
the organization as well as an overview of the organization and the 
reason it is established, the community, and the presence within the 
organization and all trustees.

b) Dimension of education - Board member with information is an 
effective Board member; therefore, education is a continuous process.  
Information sharing system should be established to ensure that 
Board member is cognizant of the activities of the organization and 
responsibilities of the Board.  Board members must continue to look 
for opportunities to learn and train themselves in various ways such as 
getting a briefing from the employees.

c) Dimension of interpersonal relationship - Board members are usually 
made   up of individuals with different skills and management abilities. 
However, the Board effectively does not allow individual personalities 
to dominate processes.  Instead, it encourages joint decision, teamwork, 
and sharing purposes.  This creates togetherness in the success and 
mission.

d) Dimension of being analytical - Board members need to look at the 
situation and solve issues analytically.  This allows them to see the 
difficulties faced and look at these from different perspectives.

e) Political dimension - One of the important responsibilities of the Board 
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members is to develop and maintain healthy relationships between 
organizations, members, volunteers, clients, government agencies, and 
community groups.  Individuals or groups within the Board are not 
allowed to interfere with the board leadership.  At the same time, Board 
Members need to respect the power of the workers and not interfere in 
areas where employees have the freedom to make decisions.

f) Strategic dimension - The biggest challenge to the members of the 
Board is to direct  mission of the organization and carry it to the future; 
it is responsible for the success or failure in the long run.

According to this study, the Board who developed a competency in these 
six areas have the ability to shape its organization with quality leadership.  
Members of the Board who are constantly improving their leadership skills can 
bring success to the organization in terms of operating income, net income, 
property institutions, financial reserves, and investment rate in the area of   
service.

Research Methodology
This study was done among cooperative school board members in 100 Grade 

A schools in Malaysia. A quantitative survey with the aid of questionnaires 
was used in the study.  Grade A schools had been chosen by stratified random 
sampling. The study set out selected cooperative criteria which included the 
following: (1) must be in operation for five years and above and (2) must 
have income-generating economic activities of cooperatives. Each of the 100 
cooperatives was provided with six copies of the questionnaire which were 
filled in by six Board members. This number is the total number of teachers 
appointed by the general meeting as provided in law school cooperatives.  The 
researchers had appointed one of the Board members as enumerator to collect 
the required data. Out of 600 questionnaires sent out, 586 were retrieved and 
used for the overall analysis of this study. After a process of “data cleaning”, 97.7 
percent of the filled-in questionnaires were used.

The questionnaire listed 18 cooperative competence factors required by the 
Board and Board’s competency achievement. All the competence factors were 
measured using a 4-point Likert scale, with 1 being the lowest or Extremely 
Unimportant and 4 being the highest or Extremely Important. Meanwhile, the 
level of competency achievement of the Board was measured using a scale from 
(1) Highly Unskilled to (4) Highly Skilled.

The data collected were analyzed using descriptive analysis method.  
Descriptive analysis is the most appropriate for identifying the competence of 
Cooperative School Board members in 100 Grade A schools in Malaysia.
Results and Discussion
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Respondents’ Profile
Majority of the respondents were regular Board members in school 

cooperatives (53.2%) and were female (74.4%).  In terms of age, more than 
half were 21 to 40 years (58.4%) and had finished Bachelor’s degree and above 
(96.1%).  Majority of these teachers taught Mathematics (18.8%) while very few 
(3.2%) taught Arts.  Most of them taught the morning session (84.5%).  About 
67.7% of the teachers were involved in co-curricular activities particularly in 
the association/club.

More than half (54.6%) of the respondents had held the position for three 
years or less as a Board member and they were mostly appointed or nominated 
by the school.  Of them, 60.6% were still willing to remain as Board member 
if given the opportunity to be appointed again in the future.  This is despite 
having more than half of teachers  (58.5%) who served as Board members 
without receiving any remuneration/allowance while holding the position. 

Most of the Board members stated that they never attended courses and 
training directly related to the cooperative at Cooperative Commission of 
Malaysia (SKM), the Cooperative College of Malaysia ( MKM), or in other 
places with a percentage of non-attendance of 70.8%, 80.2%,  and 93.5%, 
respectively. Most of them just followed the courses and training of the 
National Cooperative Organization of Malaysia (ANGKASA) from 1 to 5 
courses (56.5%).

About 53.4% of the Board members had undergone training courses 
related to the management and administration of cooperatives  and a few on 
job function (8.2%).  If given a chance, about one-third of the Board members 
indicated that they wanted to participate in other courses in the future such 
as management and administration of the cooperative (35.5%), information 
technology (35.3%), personal development and motivation (33.8%), and job 
functions (e.g., project management and product marketing) (30.4%).

Competency of Board Members
There were 18 important competency factors needed among the 

cooperative Board members. The highest mean value was taken for measuring 
the competence factor required by Board. Cronbach’s alpha value   for all 
instruments measuring competency factor was 0.958.

The competency factors were measured using the 4-point Likert scale.  
In the analysis, competency factors that showed a mean score of at least 3 
on the Likert Scale were interpreted to indicate that the factor is important 
to the respondents and thus, should be required by the Board. Meanwhile, 
the competency factor with a mean value between 1 and 2 was considered 
unimportant to the Board members.

Based on the results, the competency factors identified as important and 
needed by cooperative Board members were financial management with a 
mean value of 3.62, self-discipline with 3.60, time and work management with 
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3.59, willingness to accept the responsibilities with 3.59, business management 
with a mean value 3.56, understanding of the laws of the society, understanding 
of cooperative governance rules, willingness to change, and entrepreneurial 
characteristics, all with mean value of 3.49; and lastly, emotional stability with 
a mean of 3.49. 

Based on the competency factor required by the school cooperative 
Board, the level of  achievement of competency factors was examined using 
descriptive method and the highest mean score was taken to determine the 
level of competence achievement by the Board. Cronbach’s alpha value   for all 
these factors measuring competency achievement was 0.981.

For competency achievement levels, mean scores from the 4-point Likert 
scale were interpreted as follows: if mean value is at least 3, the respondents are 
well versed in the required fields, on the other hand, if mean value falls between 
1 and 2, it means the respondents are not proficient in the required fields.

Achievement level of competency among cooperative Board showed that 
they were not proficient in the 18 competency factors as indicated by more than 
75% of respondents who answered ‘very unskilled’ and ‘unskilled’ workers.  
Specifically, level of competency achievement was very low as indicated by the 
mean value of 1.87 for the discipline factor, 1.84 for time and work management 
and willingness to accept the responsibility, 1.78 for set to change, and 1.76 
for emotional stability.  Other competency factors (from sixth to eighteenth) 
among cooperative school Board had competency achievement mean values 
ranging from 1.50 to 1.71 only.  Therefore, overall, cooperative Board members 
were not competent in carrying out their duties.

Competency Gap 
The cooperative Board competency gap was obtained based on the mean 

‘Current Level of Achievement’ (LOA), the level of competence, and the ‘Level of 
Required Achievement’ (LOR), a level of competency importance. The difference 
between LOA and LOR showed negative values which means that the level of 
competence among school cooperative Board has a competency gap, indicating 
that the Board members were mostly incompetent in every competency factor. The 
value of current competency level was less than the required level of competency.  
In particular, the biggest gaps were found in the factors of understanding of the 
laws of the society and understanding of co-operative governance rules, each 
with a gap value of -2.01. This was followed by the understanding of cooperatives 
act and the understanding of cooperatives laws with a gap of -1.98, then by 
business management factor that showed a gap of -1.94.  Other competency 
factors showed competency gaps between -1.92 and -1.73. 

There are suggestions from respondents to improve the competency of 
school cooperatives Board by requiring the Board members to attend courses 
relevant to the duties and functions to improve the level of competency among 
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them. Attending courses appropriate to the Board duties and functions was 
found to be a major factor contributing to the competency of the Board members.  
Further recommendations were the use of ICT tools in the cooperatives. 
Retention in office for three years did not get the consent of the respondents 
and was not a factor for evaluating competency. It was also recommended by 
the management of cooperatives that agencies and cooperative movement 
should be involved in raising the level of competence among cooperative Board 
members.  The suggestions that were put forward are as follows:

a. Ministry of Domestic Trade, Cooperatives and Consumerism 
(MDTCC), Ministry of Education (MOE), and the Cooperative 
Commission of Malaysia (SKM)
•	 Expose school principals to the principles and benefit of cooperative 

school and the importance of cooperatives in the national economy.
•	 MOE and SKM to cooperate in issuing a directive to each Board a 

compulsory school course at least seven days in a year in the field 
of cooperatives.

•	 SKM to create a platform for School Cooperative to hold regular 
meetings and discussions between the co-operatives.

•	 Ministry of Education (MOE) to issue a circular that Board 
consisting of teachers will be given a reduction of teaching hours 
in order to be able to work as an orderly Board.

b. Cooperative College of Malaysia (MKM) and National Cooperative 
Organization of Malaysia (ANGKASA)
•	 MKM and ANGKASA to provide suitable courses for school 

cooperative movement based on competency model school.
•	 MKM and ANGKASA to evaluate the level of competency of the 

Board before and after taking the courses.
c. School Cooperative Movement

•	 Principals to release teachers (Board) to attend courses and do not 
have to wait for the school holidays.

•	 Send the Board for training in appropriate courses related to their 
job function.

•	 Appoint Board members during the general meeting who are 
competent in their duties and responsibilities.

•	 Choose and appoint Board for full time service.
•	 Enhance knowledge and apply ICT in cooperative business.
•	 Provide monthly allowances for all Board members of school 

cooperatives.
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Summary and Conclusion
This study aimed to identify the competencies of School Cooperative 

Board members. This study can also be helpful in providing a true picture of 
the current conditions and problems faced by school cooperative Boards in 
carrying out their duties. It can also help school cooperatives formulate more 
comprehensive strategies to remain competitive and sustainable. 

Based on the analysis, it was found that there was a big gap in the level of 
competency achievement among school cooperative Board members.  Results 
indicated that although the teachers were educated, their knowledge of co-
operatives was very shallow and should be given a lot of exposure because they 
become leaders of their school cooperatives. 

Recommendations presented in this study involve various efforts and 
proactive measures that can be implemented by the agencies to strengthen the 
growth and development of the school cooperative movement. One specific 
recommendation is that each Board should be given training and guidance on 
the 18 competency factors. Providing training, skills, and knowledge to every 
Board will enable them to lead the school’s cooperative with vast knowledge on 
cooperatives.

Table 1.  General statistics on school cooperatives by state, Malaysia, June 2011.

Source: Suruhanjaya Koperasi Malaysia (SKM) June 2011.
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Getting the Cooperatives Ready to Venture into 
Organic Agriculture Enterprise: The Case of Rice 

Farmers in Oriental Mindoro, Philippines

Myra E. David

 Abstract
The study analyzed the readiness of farming cooperatives 
to venture into organic agriculture-related enterprises. Ten 
agrarian reform cooperatives in Oriental Mindoro, Philippines 
which were pre-identified by the Department of Agrarian 
Reform (DAR) were involved in this study. Focus group 
discussion with the officers of each cooperative was employed.  
Using a set of guide questions, the officers were asked about 
their perception on organic agriculture (OA) as an enterprise 
and their status as cooperatives in terms of their social, human, 
physical, and natural resource assets. The study surveyed 130 
respondents, both members and non-members of agrarian 
reform cooperatives in agrarian reform communities.  Results 
of the FGDs and surveys were integrated and analyzed using 
the SWOT tool. The study concluded that farmers had low 
level of educational attainment, lacked knowledge on OA, 
had insufficient funds to operate own credit facility, did not 
have sustainable source of income for women, did not have 
service support, depended on credit provider-institutions, 
and experienced crop production-related problems. These 
weaknesses and threats can be addressed through farmers’ 
engagement in continuous education, research and training, 
and agrarian reform communities’ provision of basic service 
support.  

Key words: organic agriculture, cooperative, SWOT tool, rice  
 farmers
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Introduction

Organic agriculture (OA) has recently gained support from the 
government of the Philippines with the enactment of RA 10068, 
also known as the Organic Agriculture Act of 2010.  The Philippine 

government considers OA a viable enterprise that farming cooperatives can 
engage in.  Back in 2001, lack of political support was suggested as a constraint 
in advancing OA among developing countries including the Philippines 
(UNESCAP 2001). 

IFOAM describes OA as “a production system that sustains the health 
of soils, ecosystems and people.” It involves practices such as composting to 
maintain soil fertility, natural pest control, and diversification of crops and 
livestock. It thus promotes long term benefits rather than short term profit gains 
(Bello 2008 citing Trewavas 2001). OA is a sustainable farming activity that 
encompasses multiplicity of activities that farmers can engage in.  Engagement 
in OA is viewed as enterprising, which can lead to cooperatives becoming self-
reliant.  It offers viable agribusiness technologies for organic production of 
fertilizer, rice, and livestock. 

With enabling political environment in place and multiple potentials of 
OA promoted, it is necessary to ensure that cooperatives are ready to venture 
in OA-related enterprises especially since most farmers in the Philippines farm 
the traditional way. This study sought to answer the question, “How ready are 
the cooperatives to venture into organic agriculture-related businesses?” To 
answer the question, this paper first analyzed the characteristics of ten rice 
farming cooperatives by discussing their strengths, weaknesses, opportunities, 
and threats. Secondly, having identified the weaknesses and threats of the 
cooperatives, the requirements for enhancing cooperative entrepreneurship 
were determined.  Lastly, conclusions were presented. 

Methodology
Ten agrarian reform cooperatives in the congressional districts I and II of 

Oriental Mindoro, Philippines were considered in the study.  Farm visits were 
conducted on May 14-18, 2012 and May 23-25, 2012 (Table 1).  The cooperatives 
were pre-identified by the Department of Agrarian Reform (DAR), including 
the proposed beneficiary-cooperative of the “common service facility” or CSF 
selected from among the district’s agrarian reform cooperatives (ARCs) and 
other farmers’ organizations.  DAR describes CSF as a pool of farm input 
source, farm machineries, and equipment from which cooperatives and other 
farmers’ associations will benefit.  As planned, the cooperatives will be assisted 
by an NGO as they venture in OA-related enterprises.  

The study employed focus group discussions (FGDs) which engaged 
mainly officers of each cooperative.  Using a set of guide questions, the officers 
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were asked their perception about OA as an enterprise and their status as 
cooperatives in terms of their social, human, physical, and natural resource 
assets.  Also, the cooperatives’ capability needs to implement enterprises related 
to OA were identified during the FGDs. One-on-one interviews with 130 
agrarian reform beneficiaries (ARBs) and non-agrarian reform beneficiaries 
(non-ARBs) coming from nine ARCs were conducted. Results of the FGDs and 
surveys were integrated and analyzed using the SWOT analytical tool. 

SWOT Tool
The study employed SWOT to identify the strengths, weaknesses, 

opportunities, and threats affecting the cooperatives.  It was used to analyze the 
readiness of cooperatives before they venture into OA-related entrepreneurial 
activities. Results of both FGDs and surveys were considered as SWOT factor 
list.

Strengths and weaknesses are both internal characteristics of a cooperative.  
Strengths are positive characteristics that give a cooperative some competitive 
advantage in business.  Weaknesses are negative characteristics that diminish 
an enterprise’s competitive advantage. Opportunities are the external chances 
that may contribute to the cooperative’s success in its business ventures.  
Meanwhile, threats are elements in the external environment that could cause 
trouble to the cooperative’s business-related activities (Chan 2011).

The characteristics of the subject cooperatives were analyzed by using the 
data and information gathered from group discussions using the livelihood 
analysis technique particularly on the following: relationship with the local 
institutions and community (social resource); members’ skills and abilities; 
active membership (human resource); ownership of equipment, building, 
vehicle, and others (physical resource); income and savings (financial resource); 
and access to land and other environmental resources (natural resource).  
Survey results were used to characterize the cooperatives.

Results and Discussion
Strengths
Established linkage with local institutions and community.  The 

cooperatives had established linkage with local government institutions and 
NGOs which helped them acquire equipment, fund, land, cooperative building, 
and new knowledge through trainings, among others. Through these benefits, 
the cooperatives were able to extend assistance to the communities.  For 
instance, with government funding, GARCCO and ARCCOW’s squash canton 
and banana chips production, respectively, continued (see Table 1 for complete 
names of cooperatives).  As a result, the officers were able to continue providing 
loans to their members even if their credit facilities were facing problems. 
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In terms of service, SMARCC and MAREMBECO had provided service 
on postharvest facilities to their respective communities as government 
support on this front was limited. In addition, through CMPC’s linkage with 
the National Institute of Microbiology and Biotechnology, University of the 
Philippines Los Banos (UPLB Biotech), manufacturing of  the organic fertilizer 
Bio N continued. The members supported their cooperative by patronizing 
their own-produced organic fertilizer.

More active membership status.  Individual membership status may either 
be active or inactive (Table 2). When a member regularly attends meetings, 
he or she has an active membership.  SMARCC AND VARCCCO had an all-
member active status, while the others such as GARCCO, GEMPCO, and 
MAREBEMCO had 60% or higher active membership. Other cooperatives’ 
membership, however, was below 60%.  Accordingly, change of residency and 
members’ attitude and failure to pay loans were some reasons why members 
are inactive. Members who had long overdue loans simply did not appear in 
meetings due to embarrassment. 

But failure to pay loans by the members had affected the cooperative’s 
credit facility’s capacity to provide loan assistance to other members and pay 
their creditor, the Land Bank of the Philippines. GEMPCO and CMPC shared 
how they tried all means they knew to force the delinquent members to pay, but 
they failed.  Even bringing cases to court proved ineffective as the relationship 
among members were inevitably affected. 

Earlier surveys revealed that loans were spent in rice farm production like 
buying fertilizer and pesticides, among others (David et al. 2012). But attaining 
a bounty harvest to ensure a surplus amount to cover loans depends on many 
factors. For this reason, not only should the members engage in other sources 
of income, but the cooperative as well.  In the event of crop failure, then perhaps 
off-farm and/or non-farm activities can provide alternative sources of income 
for farmers. Cooperatives’ engagement in various income-generating activities 
apparently becomes essential to employ inactive members for them to pay their 
dues and become active again.

Experience in managing businesses.  Apart from GARCCO and ARCCOW, 
other cooperatives had also prior experience managing businesses: SMARCC 
on rice seed drying, BARCCO on coconut-based products production, e.g., 
virgin coconut oil and soap, SNARCCO on smoke fish making, CMPC 
on Bio-N organic fertilizer production and coconut coir production, and 
MAREBEMCO on hardware and agricultural products store and rice milling.  
Experience in managing a small business may suggest strength when venturing 
in OA businesses like fertilizer, rice, and livestock production. 

Access to agricultural land.  As shown in Table 3, most farmers used 
only one piece of land. The highest number of parcels in all communities 
was five.  Also, farmers’ access to agricultural land was either through the 
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agrarian reform, inheritance, or verbal agreement. The respondents considered 
themselves as either amortizing-owner, owner, or leaseholder if the land 
is acquired through the agrarian reform program.  If the land was acquired 
through verbal agreement, the respondents considered themselves either as 
leaseholder or owner (David, et al. 2012).  This shows that farmers have access 
to land although, in many cases, not their own. Table 3 also shows that land 
sizes ranged from 0.66 to 2.46 hectares.

“Good” rating of cooperatives by the communities. The way communities 
perceive cooperatives may be considered as an important indicator of a 
cooperative’s performance.  In Table 4, the cooperatives were rated either as 
“Very Good,”  “Good,” “Neutral,” “Bad,” or “Very Bad.”  Results show that, except 
for GARCCO, majority (60%) were rated as “Good.” The impression ratings 
may stem from the assistance extended by a cooperative to the community 
they belong to. For instance, SMARCC’s “Very Good” rating maybe attributed 
to its assistance to the community related to postharvest drying of palay 
service. Accordingly, the demand of the community for postharvest facility was 
increasing, thus, they needed additional facility.

Weaknesses
Low level of education.   Table 5 shows the respondents’ level of educational 

attainment. ARC Tacligan2 had the highest percentage of respondents who 
reached the elementary level (56.0%) and elementary graduate (44.0%).  The 
respondents from Marbriba and Gloria ARCs registered the highest in the 
college level (33.3%) and college graduate (28.6%), respectively. There were 
a few (10%) who attended vocational school.  This shows the low level of 
education among rice farming communities.

Lack of knowledge about OA. As revealed during group consultations, 
farmers generally lacked knowledge about OA. Some became aware of OA only 
when they attended the National Organic Congress held in 2001 in Oriental 
Mindoro.  Such non-formal education is one effective source of information to 
the communities. But Table 6 shows that the respondents and their household 
members seldom (43.3%) attended trainings/seminars.  ARC Water registered 
the highest percentage (90.0%) of respondents who had not attended trainings.  
On the other hand, Pag-asa had the highest (66.7%) frequency of attendance.  
Perhaps, Pag-asa’s proximity to Calapan City made it possible for sponsoring 
agencies to conduct non-formal educational activities. Marbriba, an ARC 
located in district II, comes next to Pag-asa in terms of highest number of 
respondents who had attended trainings and seminars. 

A total of 57 respondents recalled the topics of the trainings they attended.  
Topics were related to organic farming, pests and diseases, cooperative 
management, livelihood, and climate change.  The topic on pests and diseases 
was attended by the majority (63.2%), while only 15% on organic farming 
(Table 7).  Some officers shared their experience after they had applied their 
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learning from attended OA trainings.  Accordingly, the yield from one season 
organic rice farming was not convincing, hence, they stopped to try again.  
Among the ten cooperatives, CMPC members may be considered leading in 
technical knowledge about OA having applied their own produced organic 
fertilizer in their own farms.  Their knowledge about producing and applying 
organic fertilizer was gained through their long-standing linkage with UPLB 
Biotech.

Insufficient funds to operate credit facility.  Group discussions revealed that 
cooperatives, particularly GEMPCO, BARCCO, SNARCCO, and ARCCOW, 
had insufficient funds to operate their own credit facility due to the failure of 
the borrowers to pay.  

No sustainable source of income for women. One sector that can benefit the 
most from any established business of cooperatives is the women’s group.  Both 
group discussion and survey results revealed that women had no sustainable 
source of income, but they engaged themselves in livestock-raising, rice 
farming, and fishing. They could provide service to people like doing laundry, 
pedicure/manicure or trading/selling (David et al. 2012).

Opportunities
Diversified local sources of income.  ARCs had diversified sources of 

household income which may come from on-farm, off-farm, and non-
farm activities (Table 8). Rice farming was a major on-farm activity for all 
communities, except for ARC Tacligan1. This ARC was more focused on 
establishing dwarf coconut plantations with the assistance from the Department 
of Science and Technology-Philippine Council for Agriculture, Aquatic and 
Natural Resources Research and Development (DOST-PCAARRD).  BARCCO 
had been preoccupied with the production of coconut-based products like 
copra, virgin coconut oil, soap, and floor mat, among others. BARCCO had 
already established a small market outlet outside the community. The wives 
also produced and sold the products at home (David et al. 2012). 

On-farm activities of Tacligan1 involved coconut and rice farming.  
Meanwhile, production of coconut-based products was an off-farm activity for 
Tacligan1.  But apart from the on-farm and off-farm activities, BARCCO could 
still generate income from future ecotourism programs.  If pursued, BARCCO 
could engage in non-farm sources of income related to service-providing 
activities.

Among the communities, Gloria and Marbriba ARCs did not have non-
farm activities (Table 8). Aside from Gloria’s major source of income from rice 
production, residents were more involved in service kind of work as suggested 
by their highest estimated income in 2011 from non-farm activities. In addition, 
the CMPC officials said that around 25 of their members worked as teachers, 
pastors, and employees in government and private offices since they are mostly 
educated as reflected in Table 4. 
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In the case of Marbriba, the community had no alternative sources of 
income in terms of non-farm activities. Thus, the officials there wanted to have 
sources of income from off-farm activities such as buli bag making and food 
processing of products like guyabano vinegar, banana catsup, and buko juice.  
This suggests that Gloria and Marbriba residents were involved more in rice 
farming and service type of works. As Table 5 revealed, Gloria and Marbriba 
registered the two highest in educational attainment.  

Beneficiary of DAR ARCCESS program. DAR earlier proposed the 
inclusion of the ten rice farming cooperatives in Oriental Mindoro as direct 
beneficiaries of the Agrarian Reform Community Connectivity and Economic 
Support Services (ARCCESS) program through their involvement in the 
“Organically-Grown Rice Based Farming Cum Marketing” project. As planned, 
the cooperatives will be grouped into “commodity clusters”; one cluster per 
congressional district as shown in Table 2. 

Through the DAR, capability-building and equipment needs of the 
cooperatives will be addressed. The program will also include providing 
cooperatives assistance by a local NGO which is advocating OA enterprises.  
Cooperatives of each district or cluster are expected to “commit to work 
together for collective efforts towards agricultural production and marketing”.  
Collective action is necessary especially when cooperatives will be establishing 
farms as “local input supply centers” for agricultural inputs such as seeds, 
organic fertilizer, swine, chicken, and goat breeders (DAR 2012).

Learning from past mistakes of top-down implementation of crafted 
policies, OA had to be accepted by the farmers firstly as farming approach.  
During group discussions, the officers of all the ten cooperatives expressed 
their interest on businesses related to OA such as organic fertilizer production 
and organic livestock-raising.  Cooperatives were interested to try out OA this 
time with the assistance from the government rather than on their own.  With 
little knowledge, some of them had tried OA but failed (David et al. 2012). 

Expressed interest may be considered an acceptance of and conversion to 
OA from conventional farming. In any rural development undertakings the 
acceptability of the introduced idea or technology by the target beneficiaries is 
crucial. Willingness to try OA demonstrates cautious acceptance of OA and the 
implementation of its laws. 

Threats
Limited service support received related to irrigation system, postharvest 

facility, farm-to-market road and seed provisions. Table 9 reveals the limitation 
of support services related to farming. Of the all the communities, Pag-asa 
ARC was the only one which had farm-to-market road service.  Perhaps this 
is because of its adjacent location to Calapan City. But it did not have much 
of the other support services. Inadequacy of postharvest facility service was 
highest (100%) in Tacligan1, Water, and Marbriba ARCs. Irrigation support 
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was also non-existent (100%) in Naujan East, Naujan, and Water.  Farm road 
and seed provision services were likewise absent in Gloria and Water. Of 
the nine ARCs, Water was the most service deficient being without support 
services on postharvest facilities, irrigation system, and seed provision.  In rice 
farming communities, these services are considered basic as they directly and 
drastically affect farmers’ yields and consequently, their household income.  

Credit dependence on other institutions. Even with agrarian reform 
cooperatives in the communities, survey results indicated that farmers 
depended on various institutions particularly traders/middlemen, Card 
Bank, government lending agencies, and even relatives for credit.  Fifty-five 
percent or five out of the nine ARCs were dependent on traders/middlemen 
in spite of the existence of agrarian reform cooperatives in the communities. 
The “None” response of the respondents apparently meant not having availed 
of credit (Table 10). Cooperatives are established primarily to provide loan 
assistance to members at low interest rates. But the scenario observed implies 
that cooperatives do not serve this purpose. 

Occurrence of crop production-related problems. Survey respondents 
(both cooperative members and non-members) revealed their crop production-
related problems in multiple responses which include the occurrence of 
pests (rats) and diseases (yellowing of leaves), natural calamities (flooding, 
typhoons), high cost of producing rice, and lack of water supply (David et al. 
2012).  OA enterprise implementation is likely to face the same problems.

Needs of the Cooperatives
The identified weaknesses and threats can be addressed through the 

capability-building and equipment support which the DAR ARCCESS program 
can provide (Table 11). 

Capability-building needs. Cooperatives need continuous education. 
The low level of education and lack of knowledge on OA of farmers can be 
addressed through their sustained attendance in trainings and seminars. It 
was evident that not all respondents including their family members attended 
trainings (Table 6). Specific trainings needs were identified for both officers 
and members during group discussions which include cooperativism, farming 
technologies, livelihood activities, and OA (Table 11).

Cooperative officers, for example, were required to participate in series 
of trainings on cooperative development instituted by the Cooperative 
Development Authority (CDA 2011). Farmers’ continuous attendance in 
cooperative development trainings is expected to strengthen their cooperative 
spirit and governance skills.

Farmers need trainings on water management technologies specifically 
alternative wetting and drying, and aerobic rice varieties which were developed 
by the International Rice Research Institute (IRRI). Farmers’ acquired 
knowledge and skills on these technologies may help them address their 
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specific problems on lack of irrigation system (Table 9) and natural calamities 
such as flooding (David et al. 2012). 

Rice farming may be a major source of income in the ARCs.  But farmers 
should also engage in other activities that will provide additional income, 
i.e., off-farm and non-farm activities. In this regard, rice farmers need skills 
trainings on other potential sources of income. These may include the 
BARCCO and MAFDECO’s proposed livelihood activities dealing with the 
available local resources. MAFDECO planned to pursue trainings related 
to catsup production and vinegar making. BARCCO proposed ecotourism 
projects. Off-farm and non-farm activities will be helpful most especially 
during the expected conversion period from traditional to organic farming.  
The trainings will benefit the women’s group in particular. Lastly, farmers 
should have continuous trainings on OA as a preparation for the conversion of 
some activities from their traditional farming.  

Equipment and support service needs. As revealed in Table 9, ARCs in 
Oriental Mindoro are short of postharvest facility, irrigation system, farm-
to-market road, and seed provision support services.  Also, the ARBOs lack 
farming equipment to cater to the needs of the ARC. Of all the ARBOs, 
however, MAREBEMCO which has a truck and drying facility was in a more 
advanced stage than the others.

The applicability of OA Act has to be proven to small traditional farmer 
groups through the provision of necessary equipment. To venture into a large-
scale organic fertilizer production, a bio-compost plant is a necessity.  There 
is a need for bio-compost plant and shredders to cater to the needs of the six 
ARCs which use organic fertilizer in rice farming. In other words, the strategy 
is towards supporting cooperatives as independent profitable business units to 
ensure sustainability and to some cooperatives, their revival.  As Kwapong and 
Korugyendo (2010) concluded in their study in Uganda, building autonomous 
democratic institutions, providing technical education to improve the 
productivity and profitability and trainings on best practices, and promoting clear 
policy guidelines for the cooperatives serve as strategies in reviving cooperatives. 

Conclusion
It is believed that through continuous acquisition of knowledge and skills, 

and involvement in collaborative research activities, farmers would become 
ready to engage in OA-related businesses. Experiential activities whereby 
farmers and subject matter specialists work together will provide the former 
more in-depth and introspective perspectives on how OA works as a farming 
system and an enterprise and enable them to identify best practices. As Leu 
(2004) concluded, “education on the best practices in OA is a cost-effective 
and simple method of ensuring high levels of economically, environmentally, 
and socially sustainable production where it is needed”. Equally important 
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to prepare the farmers is the provision of the basic support services in the 
communities. Policy support in place will make it easier for OA program to 
proceed.

Farmers’ continuous education, research and training.  OA is characterized 
as knowledge-intensive and integrative of science-based researches (UNESCAP 
2001). OA’s beginning in the Philippines started off with such initiative through 
a research work in the 1980, which led to proving the negative effects of 
chemical on farms. Convinced by the negative effects of synthetic products and 
the multiple benefits of OA, different farmers’ groups and associations started 
promoting it through research and trainings. With farmers’ groups traditionally 
advocating OA, it is supposed to be a farmer-driven endeavor where groups of 
farmers work together. The same advocacy should apply in the study areas.

For farmers to venture in OA enterprise, therefore, engagement in 
continuing educational activities such as research and training are necessary.  
This study revealed farmers’ low education, lack of knowledge on OA, and no 
sustainable source of income for women. Nevertheless, continuous engagement 
in research and training will equip them to become future cooperative 
entrepreneurs. 

Community’s provision of adequate service support. A complementing 
necessity, however, for cooperatives to venture into OA enterprise is 
the government’s support to community. As revealed, cooperatives had 
limited savings and ownership of physical resources, and communities 
were characterized by limited service support, credit dependence on other 
institutions, and occurrence of crop production-related problems. OA Act of 
2010 could definitely assist in providing support to farmers’ cooperatives.

Table 1.  Names of cooperatives and number of respondents from agrarian reform 
communities (ARCs), Oriental Mindoro, 2012
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Table 2.  Location and membership status of selected cooperatives, Oriental Mindoro, 2012

Table 4.  Communities’ impression rating on selected cooperatives in percentage, Oriental 
Mindoro, 2012

Table 3.  Total agricultural area of ARCs, number of parcels, status of farmer, and mode of access 
to agricultural land in highest frequency, Oriental Mindoro, 2012
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Table 6.  Respondents’ and household members’ attendance in trainings of selected ARCs, 
Oriental Mindoro, 2012

Table 7.   Topics of trainings attended by selected ARCs, Oriental Mindoro, 2012

Table 5.  Highest educational attainment in selected ARCs, Oriental Mindoro, 2012
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Table 8.  Estimated mean household income (in Philippine pesos) of subject ARCs in 2011

 Table 9. Limitation of support services in communities of selected ARCs, Oriental  
Mindoro, 2012

Table 10. Sources of credit in communities of selected ARCs, Oriental Mindoro, 2012
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Table 11.Capability-building, and service and equipment support needs of selected
 cooperatives, Oriental Mindoro, 2012
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Role of Andini Cooperative in Encouraging the 
Implementation of Good Agricultural Practices and 

Farmers’ Income Improvement in Indonesia

I Ketut Kariyasa and Isabelita  M. Pabuayon

 Abstract
Andini is a cooperative that was built during the development 
of Integrated Farming System Program (SIMANTRI) in Bali 
Province, Indonesia.  It has an important role in encouraging 
farmers to implement Good Agricultural Practices (GAP).  This 
is indicated by the four-fold increase in use of organic-fertilizer 
and reduction in the application of inorganic fertilizers and 
chemical use by 50% and 85% relative to existing practices, 
respectively. It has encouraged more than 95% of farmers 
to employ Integrated Pest Management (IPM). In addition, 
farmers have been encouraged to manage their crops and 
livestock through an integrated crop-livestock system (CLS). 
The impact of GAP implementation brought improvement in 
land productivity and farmers’ income by 24.5% and 123.1%, 
respectively. Furthermore, in national context, the role of 
cooperatives in terms of promoting the implementation of 
GAP has impact on inorganic fertilizer subsidy and foreign 
exchange savings, and food security improvement.

Key words: cooperative, good agricultural practices, land   
 productivity, farmer’s income
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Introduction

In many countries, agricultural cooperatives proved as an important 
model of entrepreneurial small farmers to manage and optimize the 
limited resources in order to increase their income. In the United 

States, the agricultural cooperative is responsible in providing about one-third 
of the needs of farmers’ inputs and credit.  Furthermore, it has been responsible 
for marketing over 70% of milk and almost 30% of all other commodities.

Cooperative entrepreneurship is an important instrument to help the 
rural people create job opportunities and diversify their income sources 
(United Nations 2007). Therefore, agricultural cooperative development 
has been viewed as a good strategy for employment creation and economic 
growth acceleration in many countries. Besides, agricultural cooperative 
establishment will encourage farmers to apply Good Agricultural Practices 
(GAP) in conserving sustainable natural resources for the next generations.

Exploitation of land resources in the green revolution era enabled Indonesia 
to achieve rice self-sufficiency in the 1980s. However, excessive land use 
characterized by overuse of inorganic fertilizers and chemicals continuously 
in an effort to increase national rice production had caused the degradation of 
farmland quality (Kariyasa and Pasandaran 2004).  This was indicated by the 
slow increase in food crop productivity.

Aware of this problem, the government of Bali Province since 2009 has 
introduced Integrated Farming System (Simantri) Program which encourages 
the establishment of agricultural cooperatives at various locations.  One of these 
is the Andini Cooperative. The presence of cooperative is expected to have an 
important role in encouraging farmers to apply GAP.  In this case, cooperative 
has to produce and sell organic fertilizers at reasonable prices. Cooperative is 
also hoped to play a significant role in driving farmers to implement Integrated 
Pest Management (IPM) and Integrated Crop-Livestock System (CLS). It 
is, therefore, very interesting to assess the role of cooperatives to encourage 
farmers to implement GAP and CLS approaches and improve farmers’ income.  
At broader context (macro perspective), it is also interesting to examine the 
role of cooperatives in terms of promoting the implementation of  GAP and its 
impact on inorganic fertilizer subsidy and foreign exchange savings, as well as 
on strengthening of food security.

Methodology
Data collection for this research was done during the months of August 

to September 2012 at Klatingan Village, Kerambitan Sub-District, Tabanan, 
Bali Province, Indonesia. The farm samples were identified by stratified 
random sampling.  A total of 65 rice farmers, broken down into 35 cooperative 
members and 30 non-members, and 59 cattle farmers were interviewed.  The 
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comparative test of means was employed to determine differences in input use, 
input and  output prices, yields, and income of existing practices (non-members 
of cooperative) and introduced program (GAP and CLS through cooperative 
for cooperative members).  In order to project rice and beef production as 
well as potential foreign exchange savings if farmers adopt GAP and/or CLS, 
the average growth rates of planted area for rice and cattle population for the 
period 2000-2011 was used.  The assumptions in the projections included 
increased rice productivity of about 25%, 10.6% ADWG of cattle based on 
empirical data at the research location, and adoption of introduced program 
by 50% of farmers. 
  
History of Andini Cooperative Development

Since 2009, the government of Bali Province has implemented integrated 
agricultural system (Simantri) program.  Simantri is a breakthrough effort to 
accelerate dissemination and scaling up innovative agricultural technology 
adoption to farmers. It serves as an acceleration pilot project of agricultural 
technology dissemination development to rural communities, particularly to 
overcome the excessive uses of inorganic fertilizers and chemicals. Simantri 
has integrated agricultural activities with supporting sectors either vertically 
or horizontally according to the potential of each region to use locally available 
resources. Integrated activities are intended for agricultural activities without 
having waste (zero waste approach) and for producing 4Fs (food, feed, fertilizer, 
and fuel).

To speed up the achievement of these targets, agricultural cooperative was 
established at every location of Simantri program development. One of these 
is Andini Cooperative that is situated at Klatingan Village, Kerambitan Sub-
district, Tabanan, Bali. The increase in the number of cooperative’s members, 
capital accumulation, and types of activity carried out by this cooperative 
during the period 2009-2012 is presented in Table 1. During this period, the 
number of cooperative members increased rapidly at approximately 43.54% per 
year, from 106 persons in 2009 to 303 persons in 2012.  Capital accumulation 
also increased by more than one fold per year.  In 2009, the cooperative’s capital 
was only about US$60.5 thousand and rose to US$462.5 thousand by 2012.

At the initial year of its establishment, the types of business activities 
done by Andini Cooperative were only producing organic fertilizer and bio-
urine utilizing cow manure from its members and selling inorganic fertilizers. 
In 2010, it has started to provide agricultural credit scheme to members at 
competitive interest rate with the commercial one, even lower.  This intended 
to solve the financial problem of cooperative members and enable them to 
apply production inputs that are closer to recommended technology.  Since 
2011, Andini Cooperative has expanded its activities to buying and selling 
agricultural products, mainly from its members, as well as rice milling activity.   
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In the next few years, it also plans to expand its business scope from rice milling 
to processing of other commodities when there is oversupply.

Role of Cooperative in Promoting GAP
One purpose for the establishment of Andini Cooperative is to accelerate 

the adoption of innovative technology based on local resource advantages 
by implementing GAP. Therefore, Andini Cooperative always encourages its 
members to apply the GAP, both through increasing use of organic fertilizer 
and implementing IPM, and gradually driving the farmers to reduce excessive 
use of inorganic fertilizers and chemicals.  In addition, it pushes farmers to 
manage their crops and livestock through an integrated system called zero 
waste agricultural development approach.

There are some strategies done by Andini Cooperative in encouraging its 
members to implement the GAP and CLS program. One of these is by selling 
inorganic fertilizer at limited amount and even never selling chemicals, on 
one hand, and by providing more organic fertilizer at affordable prices, on 
the other.  Another strategy is to convince farmer-members that GAP has 
some advantages compared to existing practices such as on improvement of 
productivity, production cost efficiency, and farmer’s income. For this, Andini 
Cooperative has built the field laboratory at prominent places. Through 
this way, farmers are able to see and learn directly the proper management 
techniques and the advantages of introduced technology. However, this is 
provided that farmers are willing to adopt new technology based on the proof 
that introduced technology provides higher productivity and more benefits for 
them rather than just distributing leaflets, brochures, and other dissemination 
tools to them.

Table 2 shows the role of Andini Cooperative in encouraging rice farmers 
in implementing GAP.  It appears that its presence caused the use of nitrogen 
(urea) fertilizer to sharply decrease by about 161 kg/ha or approximately 
51.44% of the total amount of fertilizer used by farmers implementing existing 
practices (non-Andini Cooperative farmers).  The usage of super phosphate 
(SP-36) and potassium chloride also significantly declined by about 77 kg/
ha and 78 kg/ha, or decreased by 50.66% and 52.00% of existing practices, 
respectively.  In contrast, the application of organic fertilizers experienced 
sharp increase of about 1,072 kg/ha or 428.8%.  Aside from increased amount 
of organic fertilizer use per hectare, the number of farmers applying organic 
fertilizer also increased from only 15.7% to 95.6% of total farmers.  It means 
that the increase in the number of farmers applying organic fertilizer was more 
than five- fold.

Besides, Andini Cooperative has also inspired farmers to implement IPM.  
This was indicated by the reduction in the amount of chemical uses, both solid 
and liquid, by 92.00% and 84.78%, respectively; and the increase in number 
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of farmers implementing IPM from only 5.25% to 85.35%. Implementation of 
GAP has led farmers to manage their rice farm to become more labor-intensive.  
Increase in needed labor also occurred in harvesting and postharvest activities 
due to improvement in rice productivity.  GAP implementation, therefore, also 
indirectly provides more employment for local people. This is in line with the 
government program in combating unemployment problem particularly in 
rural areas. 

GAP implementation as indicated by reducing inorganic fertilizer use and 
increasing organic fertilizer use did not only happen among rice farmers, but 
also among those implementing CLS (Table 3).  In case of non-CLS farmers, the 
total usage of inorganic fertilizers that consisted of nitrogen, super phosphate, 
and potassium chloride was 280 to 496 kg per hectare.  The highest use of these 
fertilizers was found among farmer-respondents with irrigated land and the 
lowest among the dry land farmer-respondents. 

The utilization of these fertilizers on CLS farmers was only 160 kg to 300 
kg per hectare. CLS, thus,  enabled farmers to save inorganic fertilizer use by 
35% - 46% of the existing practices.  The result of this study is in line with 
previously conducted studies such as the study by Adnyana et al. (2003).  
Their study results stated that developed CLS pattern in Central and East Java 
could reduce the use of inorganic fertilizers by 25% - 35% and increase rice 
productivity by 20% - 29%.  This finding was also strengthened by the results of 
study conducted by Sudaratmaja et al. (2004) which stated that CLS approach 
applied by famers in Bali could reduce production cost of inorganic fertilizer 
by approximately 25.2%. Another study conducted Suwono et al. (2004) in East 
Java also revealed that CLS implementation drove farmers to lessen the use of 
inorganic fertilizers by about 15.78%.

Changes in the amount of inputs used have impact on total production 
cost and production cost structure (Table 4).  In general, production cost 
of farmers implementing GAP (Cooperative) decreased by approximately 
3.0% compared to those implementing existing practices (non-Cooperative).  
Inorganic fertilizer cost portion to total production cost experienced a decline 
from 12.06% to 5.66%.  The amount of chemical cost needed also decreased 
from 0.67% to 0.09% of total production cost.  In contrast, expenses for organic 
fertilizers increased from 1.25% to 6.02% and for labor, from 58.32% to 66.04%.  
Meanwhile, expenses for other items decreased from 27.61% to 22.19% due to 
more efficient implementation of farm management.

 From the figures above, it is interesting to note that the Andini 
Cooperative plays an important role in promoting environmentally friendly 
development programs.  This is relevant in aid of Indonesian government 
programs promoting bio-fertilizer use in order to save the planet from the 
excessive use of inorganic fertilizers and other farm chemicals.
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Impact of Cooperatives on Input and Product Prices
Aside from encouraging farmers to implement GAP, Andini Cooperative 

has also improved the bargaining position of farmers in selling their produce 
and purchasing production inputs. The Andini Cooperative enables farmers to 
sell their produce and buy production inputs collectively. In this case, the role 
of Andini Cooperative could implicitly lower marketing margins, as well as 
shorten marketing chain. This enables farmers to sell their produce at higher 
prices and to buy production inputs at lower prices compared to existing 
marketing chain (Table 5).

Andini Cooperative farmers could buy nitrogen fertilizer at a price lower 
by 6.35% than the price paid by non-Andini Cooperative farmers (US$0.1895/
kg vs. US$ 0.2023/kg). They could also buy super-phosphate and potassium 
chloride fertilizers at prices 6.32% and 8.03% lower, respectively.  Furthermore, 
these farmers via cooperative could buy cheaper organic fertilizer, solid and 
liquid chemical, with prices lower by 11.50%, 1.82%, and 4.67%, respectively, 
than the prices that have to be paid by non-Andini Cooperative farmers.  
Meanwhile, there was no difference in labor wage for hired labor between 
cooperative and non-cooperative farmers since this input has different 
characteristics from other inputs.

Improvement of farmer’s bargaining position has also increased output 
prices. This was indicated by rice price received by Cooperative Andini farmers, 
which was approximately higher by 5.38% than that of the other farmers 
(US$0.3605/kg vs. US$0.3421/kg). They also sold their corn for 5.13% higher 
than other farmers, US$0.2445/kg vs. US$0.2421/kg. These phenomena are 
predicted to also happen in other commodity prices such as soybean, bananas, 
peanut, etc. Thus, this creates a favorable condition for famers, motivating 
them to manage their farm more intensively by using production inputs closer 
to recommended technology of GAP and CLS approaches.

Impact of GAP and CLS Implementation on Productivity and Farmer’s 
Income

GAP implementation promoted by Andini Cooperative has improved the 
quality of farmland.  This is indicated by the productivity of rice of Andini 
Cooperative farmers which was approximately 24.53% higher than that of 
non-Andini Cooperative farmers, 5,954 kg per ha vs. 4,781 kg per ha (Table 
6).  Andini Cooperative farmers’ revenue also increased by 31.24% due to 
productivity and price improvements.  Furthermore, the increase in farmers’ 
revenue and more efficient input uses gave the farmers of Andini Cooperative 
an opportunity to enjoy an income higher by 1.23 times than other farmers.

Aside from encouraging farmers to adopt GAP, Andini Cooperative 
also pushed its farmers to implement CLS program in order to improve land 
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productivity, average daily weight gain (ADWG) of cattle, production cost 
efficiency, and farmers’ income. 

Farmers’ revenue and income from crops and cattle under CLS program 
compared to those under non-CLS program (crops and cattle managed 
partially) are presented in Table 7.  It appears that in all agro-ecosystem, CLS 
could provide better revenue and income to farmers than those who managed 
their crop and cattle partially.  Revenue and income of CLS farmers in irrigated 
land were higher by 6.46% and by 25.64%, respectively, compared to non-CLS 
farmers. The same phenomena occurred in rainfed and dry areas where CLS 
pattern increased farmers’ revenue by 6.65% and income by 19.87% in rainfed 
area.  In dry area, the increase was 4.49% and 38.87%, respectively. 

In all agro-ecosystems, this study also found that CLS could improve 
production input use efficiency which was proven by the improved value 
of Revenue Cost Ratio (RCR). The finding of this study was in line with the 
results of some previous studies such as the research conducted by Bulu et al. 
(2004) in West Nusa Tenggara which stated that CLS farmers earned an income 
higher by around 8.4% than non-CLS farmers.  Another research carried out 
by Sudaratmaja et al. (2004) also showed that CLS pattern increased farmers’ 
income by 41.4% compared to before implementation of CLS pattern.

The improvement of farmer’s income of Andini Cooperative is also shown 
in the change in farmer household income structure (Figure 1).  For the non-
cooperative farmers, the contribution of farmer household income from 
farm amounted only to 40.81% of the total farmer household income.  The 
main source of farmer household income was non-farm activity as indicated 
by its contribution of 46.05% while the contribution of off-farm activity was 
only 13.14% of the total farmer household income.  On the other hand, for 
Andini Cooperative farmers, the main source of farmer household income 
was farm activity which contributed approximately 57.19% to total farmer 
household income. The contributions of non-farm and off-farm activities to 
farmer household income were only 38.18% and 9.92%, respectively.  Thus, 
Andini Cooperative through promoting GAP and CLS implementation has an 
important role in making farm activity as the most important source of farmer 
household income.

Role of Cooperative in Macro Perspective
At the macro level, the role of Andini Cooperative in promoting the 

implementation of GAP and CLS has potential to speed up national economic 
growth.  It can be seen from several aspects such as food security strengthening, 
fertilizer subsidy savings, and foreign exchange savings.  

Food Security Strengthening
Improvement of food security is indicated by the increase in food supply that 

is domestically produced.  Besides improving farmer’s income, development of 
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GAP and CLS also increased rice productivity by about 25% and ADWG of 
cattle by 10.5%. Table 8 presents the estimated additional potential of rice and 
beef production for the period 2012-2015 with the assumption that 50% of 
farmers would  implement GAP and CLS. Nationally, the application of GAP 
has a potential to increase the availability of rice by 2.54 million tons by 2012.  
In 2013 and 2014, it will increase the availability of rice by 2.60 and 2.62 million 
tons, respectively. In 2005,  available rice will be higher by 2.75 million tons 
compared to implementation of existing practices.

On the other hand, it is estimated that the additional potential of beef 
available by 2012 and 2013 will be about 71.97 thousand tons and 73.19 
thousand tons, respectively. In 2014, it will be 78.56 thousand tons and in 2005, 
it will reach 80.76 thousand tons. From these figures, at broader context, it could 
be concluded that cooperative has the potential to increase food available, and 
strengthen national food security.

Fertilizer Subsidy and Foreign Exchange Savings
The application of GAP and CLS allowed farmers to save on use of 

inorganic fertilizers which has an implication on nitrogen and super-phosphate 
fertilizers subsidy reduction, and foreign exchange savings on potassium 
chloride fertilizer importation. Furthermore, increased production of rice and 
beef will automatically reduce Indonesia’s dependence on importation of both 
commodities thus resulting in foreign exchange savings.  Table 9 shows the 
potential savings of inorganic fertilizer subsidies and foreign exchange through 
the application of GAP and CLS for the period 2012 - 2014.

Potential of foreign exchange savings in 2012 reached US$833.67 thousand 
which consisted of fertilizer subsidy savings of US$42.16 thousand and foreign 
exchange savings of US$67.01 thousand  on imported potassium chloride, 
US$610.80 thousand imported rice, and US$113.70 thousand on imported 
beef.

Assuming that growth rate of area planted to rice is only   about 5% per 
year, then the amount of fertilizer subsidies and foreign exchange that could 
be saved by 2013 will be  US$859.99 thousand (fertilizers subsidy savings of 
US$44.41 thousand; importation of potassium chloride fertilizer, rice, and 
beef savings of US$815.58 thousand) and by 2014 will be US$898.57 thousand 
(fertilizers subsidy savings of US$46.63 thousand; importation of potassium 
chloride fertilizer, rice, and beef savings of US$851.94 thousand). 

From those figures above, it is important to note that the presence of 
cooperative does not only have a positive impact on micro level, but also has an 
effect on broader context, particularly, in accelerating the national economic 
growth. 
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Conclusions and Policy Implications
The emergence of Andini Cooperative has brought about the positive 

changes on improvement of society prosperity and quality of environment.  
It plays an imperative role in encouraging farmers to apply GAP and CLS to 
maintain the sustainability of natural resources for the next generation.  It has 
also improved the bargaining position of farmers in both buying of inputs 
and selling of their agricultural produce, and has led to increased marketing 
efficiency either by reducing transportation cost or shortening the marketing 
chain.

At the micro perspective, implementation of GAP and CLS promoted by 
Andini Cooperative allowed farmers to obtain higher productivity and earn 
better income than those adopting existing practices.  The cooperative also 
enabled the agricultural sector to be the main source of farmer household 
income.

At the macro perspective, the role of Andini Cooperative in terms of 
promoting GAP and CLS implementation has an impact on fertilizer subsidies 
and foreign exchange savings, on food security strengthening, as well as on 
provision of more employment opportunity for local people. In order to 
tap those opportunities optimally, favorable policies to encourage massive 
establishment of agricultural cooperatives in other locations are needed.  
Besides, advocacy and promotion of  importance of the role of cooperatives in 
promoting GAP should be intensified.

Table 1.  Number of members, capital accumulation, and types of activity of Andini Cooperative,         
               Tabanan-Bali, Indonesia, 2009-2012

Source: Andini Cooperative (2012)
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Table 2.   Comparative input production use in rice farms between Andini Cooperative farmers and 
non-Andini Cooperative farmers, in kilograms per hectare, Tabanan District-Bali, 2012

Source:  Primary data, calculated (2012)

Source: Primary data, calculated (2012)

a/ US$ 1 = IDR 9500 (Indonesia’s currency) 
Source:  Primary data, calculated (2012)

Table 3.  Comparative inorganic fertilizer uses between CLS farmers and non-CLS farmers, by 
agro-ecosystem, in kilograms per hectare, Tabanan-Bali, Indonesia, 2012

Table 4. Impact of GAP implementation on production cost structure of rice farm, in US 
dollars (US$) per hectare, a/ Tabanan District-Bali, Indonesia, 2012
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a/ US$ 1 = IDR 9500 (Indonesia’s currency) 
Source:  Primary data, calculated (2012)

Table 5.  Impact of Andini Cooperative’s role on input and output Prices, in US dollars ($US) 
per kilogram, a/ Tabanan District-Bali, Indonesia, 2012

a/ US$ 1 = IDR 9500 (Indonesia’s currency) 
Source:  Primary data, calculated (2012)

Table 6.  Impact of GAP on productivity and farmers’ income, Tabanan District-Bali, Indonesia, 2012

a/  US$ 1 = IDR 9500 (Indonesia’s currency) 
Source: Primary data, calculated (2012)

Table 7.  Comparative revenue, cost and profit between CLS famers and non-CLS farmers by agro-
ecosystem, in US dollars (US$) per hectare per year, a/ Tabanan District-Bali, Indonesia, 2012 
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Table 8.  Additional potential of rice and beef production through CLS implementation, 
Indonesia, 2012-2015

Table 9.    Savings  potential  on  fertilizer  subsidy  and  foreign  exchange  through  GAP  and  
CLS implementation, Indonesia, 2012-201

a/  US$ 1 = IDR 9500 (Indonesia’s currency) 

Figure 1.  Household income structure of non-Andini Cooperative
and Andini Cooperative farmers
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 Abstract
This paper examined the role of cooperatives and farmers’ 
associations in fostering organic agriculture in the Philippines. 
The aim was to describe the ways in which cooperatives or 
farmers’ associations can act as agents towards improving 
their economic livelihood and at the same time promoting 
sustainable agriculture in their community.  The paper used 
data gathered from a survey of farmer members of two 
cooperatives in Central Luzon engaged in the value chain with 
activities ranging from input procurement and/or production 
to linkages in markets and distribution of their produce.   

Key words:  cooperatives, organic agriculture, sustainable   
     development
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Introduction

Cooperatives are significant players in a country’s development and 
their contribution is well-recognized and documented.  According to 
the International Cooperative Alliance (ICA), over one billion people 

around the globe are members of cooperatives. Asia has 45.3 million cooperative 
members. In Indonesia, 27.5% of families are members of cooperatives. In Japan, 
33% of families are members of cooperatives. In Singapore, 50% of the populations 
are members of cooperatives. People have opted for the cooperative way because 
of the benefits and advantages that they derive from their membership in the coop.

Countries that have a strong cooperative sector report significant contributions 
of cooperatives to their economies (Table 1). In Japan, agricultural cooperatives 
generate outputs of US$90 billion, with 91% of farmers being members of 
cooperatives. In 2007, Japan’s consumer cooperatives had a total turnover of US$34 
billion and a food market share of 6%. In South Korea, 90% of farmers are members 
of agricultural cooperatives which have outputs of US$11 billion. Korea’s fishery 
cooperatives have a market share of 71%. In Vietnam, cooperatives contribute 8.6% 
of the country’s gross domestic product (Prakash 2009).   

While the Philippine cooperative sector is still growing, it already accounted 
for 4.2% of the country’s gross regional domestic product in 2007, contributing 
PhP53.1 billion to the Philippine economy.  

Cooperatives help in generating and maintaining employment. One 
hundred million jobs worldwide are provided by cooperatives, 20% more than 
multinational enterprises. In the United States, 30,000 cooperatives provide 
more than 2 million jobs. In Canada, over 155,000 are employed by the sector. 
In Indonesia, cooperatives provide jobs to 288,600 individuals (Prakash 2009).
Philippine cooperatives, on the other hand, provided jobs to 102,977 people in 
2007, about 0.30% of the country’s labor force. 

Cooperatives are formed by groups of people, who have a specified need 
or problem. It is an organization formed freely by members and governed 
democratically to achieve desired objectives (Chambo 2009). As an independent 
enterprise it is promoted, owned, and controlled by people to meet their needs 
(DFID 2008). It is about peoples’ organization to capture different opportunities 
in the economy where they can address their economic needs and aspirations. 
Hence, cooperatives can be found in any sector of a country’s economy, be it 
agriculture, mining, manufacturing or services.

In almost all the Asian countries, cooperatives have been initiated by 
government mainly with the following objectives:  (1) to protect the interests of 
farmers who are major food producers, (2) to create food self-sufficiency, (3) to 
stabilize food prices, and (4) to maintain a steady supply of food for the people. 
Some of the major functions of agricultural cooperatives in the Asian region are 
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as follows:  (1) procurement and supply of inputs (e.g., seed, fertilizer, pesticides, 
and implements); (2) assistance in production; (3) marketing of farm produce; 
(4) major input suppliers; (5) procurement agents for government and others for 
national food stocks; (6) arranging credit for members; (7) extension and advisory 
services; (8) providing custom hire services for farm and processing machines; and 
(9) value-addition to farm produce.

Cooperatives in Sustainable Development
Right now,cooperatives are becoming an important tool in promoting 

sustainable agriculture. Many believe that cooperatives may be especially 
suited to promote environmentally and socially advanced forms of sustainable 
development. They provide substantial and flexible support mechanism to their 
farmer-members in undertaking their agricultural enterprises. A high proportion 
of their inputs including extension and marketing services are provided by their 
cooperatives thus they can play a central and essential role in the promotion of 
sustainable agriculture while helping transform their enterprises into profitable 
ones. In various countries abroad such as Japan, Israel, Kenya, and Uganda, 
cooperatives became a tool for the transformation of agriculture. 

Sustainable agriculture refers to an integrated system of plant and animal 
production practices having a site-specific application that will, over the long 
term,satisfy human food and fiber needs;enhance environmental quality and the 
natural resource base upon which the agricultural economy depends;make the 
most efficient use of nonrenewable resources and on-farm resources; integrate 
natural biological cycles;sustain the economic viability of farm operations; 
and enhance the quality of life for farmers and society as a whole. Thus, under 
sustainable agriculture the following production methods, systems or approaches 
meant to meet the goals of profitability, stewardship, and quality of life can 
be found:  organic farming, green agriculture, conservation farming, natural 
farming, ecological farming, and Low External Input Sustainable Agriculture 
(LEISA)(Maghirang 2008).

According to Sanyang and Huang (2008), countries in the Asian and 
Pacific regions have already realized the necessity of environmentally friendly 
agricultural practices after having experienced environmental degradation.  
These countries’ governments encourage their farmers to convert to organic 
agriculture by supporting them with financial incentives and various services. 
Whilst there is government support, cooperatives are the appropriate vehicle to 
monitor and reduce the impacts of environmental degradation (Gertler 2001). 
In as much as cooperatives promote cooperation and collective action, they 
can provide an organizational vehicle for addressing collective social-ecological 
interests.  Cooperatives build and reinforce community which is both a medium 
for and a measure of sustainable development according to Gertler (2001).  At 
the same time, cooperatives empower marginalized groups in society, which 
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Gertler considers the hallmark of sustainable development and a precondition 
for shared responsibility. He added that this is a key contribution to sustainable 
development since capitalist market economies frequently fail when it comes to 
translating communal interests into appropriate action. Cooperatives also help 
to build sustainable communities that are both a goal of sustainable development 
and a crucial ingredient for implementing sustainable systems of production 
and consumption. Gertler (2004) also believes than when cooperatives focus 
on building skills and capacities and on empowering its members as citizens, 
cooperatives open alternative routes to advancement and fulfillment.

Cooperatives and Farmers’Associations in Sustainable Agriculture
Many fear that economic viability is jeopardized when using sustainable 

agricultural practices and changing production methods with new techniques 
in pest control, fertilization, tillage, and crop rotation. As posited earlier, 
however, with cooperatives marginalized groups can improve their income by 
strengthening their bargaining power and gaining access to credit and input 
sources. They can also take advantage of new market opportunities including 
value added marketing activities. The following section discusses two cases of 
a farmers’ association and a cooperative in the Philippines showcasing their 
adoption of organic farming while at the same time espousing the tenet and 
principles of cooperativism.

Case 1: Full of Grace Organic Agriculture Producers(FGOAP) 
One example of a farmers’ association that had fully gone into sustainable 

agriculture is the Full of Grace Organic Agriculture Producers (FGOAP).  It was 
organized by the Gratia Plena Social Action Center (SAC-GP or The Center) in 
1996 under the Diocese of San Jose, Nueva Ecija, Philippines. MISEREOR, an 
association of Catholic bishops based in Germany had supported the center in 
its endeavor of helping the rural poor in the diocese. 

FGOAP is a partnership of small-scale farmers, cooperatives, damayan 
kristiyano,  and development practitioners who all believe in the natural and 
organic practice of producing food for life, health, and the environment. FGOAP 
grows rice, vegetables, green salads, herbs, and fruits that are strictly chemical-
free.  No chemical fertilizers, preservatives, and pesticides are used in the 
growing of produce.  Additives or artificial flavors and colors are not used in 
processed products.  

In the production of rice, vegetables, saladgreens, herbs, and fruit 
crops, FGOAP uses only locally available composted fertilizers and 
natural microorganisms, never pig nor chicken manure. For organic inputs, it 
exclusively uses EM Solex, Bio-organic fertilizer and Plantex liquid fertilizer, 
and biopesticides manufactured and distributed by The Center. According to 
The Center, the microorganisms are found in the natural environment and are 
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supplemented with local effective microorganisms from the forest. To ensure 
the organic integrity of the products they sell in the market, The Center had 
developed an internal guarantee system and quality control measures.The 
Center, through FGOAP, produces the following products:

•	 Organic rice (polished white and unpolished brown)
•	 Traditional Philippine rice (unpolished brown, violet and red, polished 

aromatic and pink)
•	 Organic vegetables, green salads, herbs, and fruits
•	 Organically grown and processed products such as salted eggs, 

naturally fermented and unpasteurized vinegar, pure natural fruit 
and wild berries juice concentrates such as pure passion fruits puree, 
passion fruits blended with guyabano puree, with calamansi, and pure 
imugan wild berries (IWB) juice extracts, IWB blended with calamansi, 
with passion fruit puree, pure mountain guava juice, imugan coffee, 
highland honey, ginger tea, whole muscovado sugar, natural fruit 
jellies and jams such as guava, santol, cordillera forest grapes, Bontoc 
kiwi prunes, macapuno, and coconut, chili powder, ginger tea, black 
and white pepper

•	 Natural sugar substitutes for diabetics: coconut sap sugar, durian jam, 
langka and makapuno preserves

•	 Bio-organic (ruminant based) fertilizers, PLANTEX (plant extract) 
series- an organic amendments (organic foliar/growth enhancer/
tea/plant protector/natural nitrogen/iron and manganese/ natural 
potassium/ botanical pesticides and fungicides; SOLEX (forest 
microbial inoculants)

FGOAP adheres to the partnership principle and ensures that producers 
and consumers or traders know each other and subscribe to the partnership 
principle of avoiding commercialization of FGOAP products to help build 
mutual understanding and trust between consumers and producers, and to 
establish mutual support. With producers bound to produce quality and safe 
food and consumers assuring guaranteed income for the producers, FGOAP 
is convinced that the partnership creates a socially and financially sustainable 
relationship between consumers, traders and producers. Thus, fruits and 
vegetables are produced especially for specific markets.  Only products that can 
be produced during the season are delivered. Weekly deliveries vary in volume 
depending on the season.  

To pursue their development goal of reaching out to the poor, the FGOAP 
performs the following business development services (BDS): (1) training, 
(2) financing, (3) value formation and (4) marketing activities (Figure 1).  
FGOAPmembers are trained on organic palay production, bio-intensive 
gardening (BIG), and bio-organic fertilizer and pesticide production. They 
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also receive orientation on the Philippine National Standards on Organic 
Agriculture (PNSOA) and Good Agricultural Practices (GAP).

FGOAP also provides financing to members through input loans on fertilizer 
and seeds or a cash loan at 3% per month interest payable after the harvest season.  
Members can also avail of mechanical palay drying service at discounted rates. 

As mentioned earlier, FGOAP is actively involved in the trading of its farmer-
members’ produce. FGOAP members are from the different farmers’ cooperatives 
and peoples’ organizations in the province, more or less 40 of whom are organic 
rice farmer-cooperators. FGOAP buys all the marketable organic rice surplus of 
their farmer-cooperators at US$0.46/kg for white rice-palay,US$0.61/kg for red 
rice-palay, and US$0.68/kg for black rice-palay (at 2011 prices).  FGOAP also 
performs value adding activities such as drying, milling, packaging, and delivery 
of the milled rice to outlets in Metro Manila, provincial supermarkets, and retail 
outlets.  They also cater to walk-in buyers.

To ensure that their farmer-cooperators will carry out their goal of achieving 
sustainable agriculture, The Center undertakes value formation for its members.  
They discuss the environmental and health benefits of organic agriculture in 
their discussion sessions.  They also provide extension services in their area of 
coverage to enable indigenous peoples to adopt organic farming instead of the 
kaingin or slash and burn system of cultivation.

FGOAP members are from the different farmers’ cooperatives and peoples’ 
organizations in the province. To date, there are more or less 40 farmer-
cooperators for organic rice.

Value chains for rice. Figure 1illustrates the BDS provided by The Center 
and the product flow of palay through the marketing chain. FGOAP buys the 
farmer-members’ palay, then performs value addition services such as drying, 
milling, bagging, handling, packaging, and delivery.  The milled rice is then sold 
to Metro Manila supermarkets, Metro Manila retail weekend markets, provincial 
supermarkets, and local walk-in buyers who may or may not be members of their 
association.

 Figures 2 and 3 show the value adding activities performed on palay and the 
price received at each stage in the marketing chain. Farmer-cooperators from four 
municipalities sold their palay to FGOAP at US$0.33/kg, fresh and at US$0.52/
kg, dry. FGOAP served as the primary market for  its members’ palay produce 
which it processed into milled rice sold to wholesaler-retailers in Metro Manila 
like Landmark, Trinoma, and the Salcedo weekend market in Makati, at an the 
average price of US$1.22/kg.  Milled rice sold in the province of Pangasinan was 
also priced at US$1.22/kg but in the local market it was sold for only US$0.73/kg. 
The wholesaler-retailers in Manila sold the milled rice directly to consumers at 
US$1.60/kg, on the average. As can be seen in these figures, farmer-cooperators 
received a higher price when additional marketing services were performed and 



Cooperative Sustainability and the Environment: 321-332

327

the association earned more with more value adding activities performed. Any 
profit was ploughed back to the farmer cooperators through The Center.

Case 2: Kooperatibang Likas ng Nueva Ecija (KOOL-NE)
An example of a cooperative that is into organic agriculture is the 

Kooperatibang Likas ng Nueva Ecija (KOOL-NE). The cooperative is a joint 
venture organized in 2002by the Philippine Rural Reconstruction Movement 
(PRRM) and KALIKASAN-NE (Kalipunan ng mga Magsasaka para sa Likas-
kayang Sakahan sa Nueva Ecija) or Farmers’ Association for Sustainable 
Agriculture in Nueva Ecija. It is a member of the National Confederation of 
Cooperatives (NATCCO), the International Network of Alternative Financial 
Institutions (INAFI), the Federation of Peoples’ Sustainable Development 
Cooperative (FPSDC), and the Rice Watch and Action Network (R1); a current 
partner of the Philippine Development Assistance Program (PDAP), the Upland 
Marketing Foundation Incorporated (UMFI), PRRM’s RR Trade project; and 
an incorporator of the Novo Vizcayanos for Local Economic Development. 

KOOL-NE is a social enterprise that supports sustainable production and 
marketing of rice among its members. The members are from the different 
farmers’ cooperatives and people’s organizations (POs) in Nueva Ecija. To 
date, there are more or less 130 members including 26 farmer-cooperators for 
organic rice production.

KOOL-NE hopes to become one of the most progressive and successful 
cooperatives in Nueva Ecijain the field of enterprise and cooperative services.  
It aims tobe the leading supply and distribution channel for organic rice by 
adequately providing the needs of its members and clients.  Its mission is to 
serve as a promoter and provider of sustainable agriculture technologies with 
high quality end-products and technical services. It strivesto: 1) improve the 
quality of end-products and technical services, 2) improve the quality of life 
of members and their communities, 3) serve as mechanism for unity and 
inspiration of farmers in Northern Nueva Ecija, 4) establish and maintain a 
significant market share for its products, and 5) maintain fair agricultural trade.

KOOL-NE provides the following BDS to its members: training, financing, 
and marketing (Figure 4). Farmer-members are trained on organic palay 
production, how to use organic fertilizer and bio-organic pesticides and good 
agricultural practices (GAP) on organic rice production. KOOL-NE also 
extends financing to its farmer members via input loan on fertilizer and seeds 
and cash loan payable after harvest at 4% monthly interest rate.  The cooperative 
buys all the marketable surplus of its organic rice farmer-cooperators at a 
premium price PhP2 to PhP5 higher than retailed conventional rice. It also 
provides marketing services such as drying, milling, and packaging. Rather 
than sell in local markets, KOOL-NE accesses high end markets through its 
marketing arrangements with two rice traders, RR Trade and Upland Marketing 
Foundation, Inc.(UMFI).



PIADOZO et al.

328

The cooperative’s value adding activities can be seen in Figures5 and 6.  
KOOL-NE has three outlets for milled rice: the walk-in buyers in Nueva 
Ecija, Upland Marketing Foundation, Inc. (UMFI), and RR Trade in Manila.  
The milled rice was sold for US$0.98/kg to all outlets and majority (88%) was 
sold to UMFI. UMFI and RR Trade are traders of organic and conventional 
agricultural products which are sold to consumers in Metro Manila. RR Trade 
is the marketing arm of the Philippine Rural Reconstruction Movement 
(PRRM), an NGO that initiated KOOL-NE. It assists KOOL-NE in marketing 
organic rice to Manila consumers at an average price of US$1.86/kg. Evidently, 
prices received by KOOL-NE farmer-cooperators were much higher than 
prices offered for conventional palay.

Conclusion
The two case studies indicated that it is possible for cooperatives to go 

into agricultural production with no chemical fertilizers, preservatives, nor 
pesticides yet earn from their economic endeavor while protecting mother 
nature at the same time. Through collective action, farmers can achieve 
economies of scale, access inputs and financing, and develop new market 
opportunities or expand existing markets. Indeed cooperatives can lead the 
way by integrating sustainable farm-to-the-table practices thereby highlighting 
the cooperative principles they adhere to.

Table 1. Status of agricultural cooperatives in selected countries, Asia, 2006

Source: Prakash 2009 
Notes: na = not available   Coops = cooperatives
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Figure 1.  FGOAP Business Development Services, 2012

Figure 2. Organic rice value chain model of Full of Grace Organic Agriculture Producers (Gratia 
Plena), Nueva Ecija, Region III, Philippines, 2012 
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Figure 3.FGOAP organic rice value chain, 2012

Figure 4.  KOOL-NE business development services, 2012



Cooperative Sustainability and the Environment: 321-332

331

Figure 5. Organic rice value chain model of Kooperatibang Likas ng Nueva Ecija (KOOL-NE), 
Nueva Ecija, Region III, Philippines, 2012 

Figure 6.  KOOL-NE value chain for organic rice, 2012
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 Abstract
Gertler (2006) forwarded an idea that cooperatives have a 
number of capacities that make them appropriate vehicles 
for promoting environmental integrity, in particular, as well 
as sustainable development, in general.  In the Philippines, 
organic producer cooperatives appear to be striding along 
this posit.  With Republic Act 10068 or the Organic Act of 
2010 promulgated to develop and promote organic agriculture 
in the country, cooperatives found strong policy support 
for application of cooperative principles on environmental 
concerns. This paper examines the actions of organic 
producer cooperatives in selected provinces that not only 
foster the business-as-usual scenario but also encourage 
environmentally sound technology adoption and process 
upgrade. Gertler (2006) said that cooperatives become 
more vital and viable institutions with explicit adoption of 
synergistic eco-social agenda.  This paper hoped to provide 
evidence to this observation.  

Key words:   environmental cooperatives, synergistic eco-social 
agenda, environmental sustainability
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Introduction

The International Cooperative Alliance (2008) defines cooperative as 
“an autonomous association of persons united voluntarily to meet 
their common economic, social, and cultural needs and aspirations 

through a jointly-owned and democratically controlled enterprise”.  It is similar 
to the definition stated in the Philippine Cooperative Code of 2008wherein 
a cooperative is defined as “an autonomous and duly registered association 
of persons with common bond of interest, who have voluntarily joined 
together to achieve their social, economic, and cultural needs and aspirations”. 
These definitions of cooperatives however do not explicitly declare their 
environmental needs/aspirations.  

Many cooperatives and peoples’ associations in Region III – Central 
Luzon and Region IV – Southern Tagalog, Philippines were noted for their 
unambiguous embrace of actions consistent with sustainable development.  
While many of the cooperatives were organized in response to many different 
challenges while servicing needs of members (business-as-usual), the inclusion 
of environment concerns in its activities is becoming more aggressive than ever.  

According to Gertler (2006), cooperatives have a number of capacities 
that made them appropriate vehicles to promote integrity of the environment 
in particular and to support sustainable development in general. Particularly, 
cooperatives can integrate complex combinations of concerns to achieve closely 
joined economic, social, and environmental objectives.  These make cooperatives 
ideally suited for simultaneously pursuing business-as-usual activities (eco-social 
and socio-economic optimization) and sustainable development.

Environmental Sustainability
Environmental sustainability, according to Goodland (2002), refers to the 

ability to maintain health of natural capital for the long-term which “consists 
of water, land, air, minerals and ecosystem services… although environmental 
sustainability is needed by humans and originated because of social concerns, 
environmental sustainability itself seeks to improve human welfare by 
protecting natural capital.  

Health and environmental implications of agriculture production 
technologies and appropriate methods for achieving sustainable forms of 
agricultural growth have been a mainstay concern in the environmental 
sustainability discussions. In addition, the agriculture sector is increasingly 
viewed playing central role in the protection of the rural environment albeit 
support the rural economy.  In some situations, there is an apparent trade-off 
between local economic growth and environmental quality, with the expansion 
of agricultural output coming at the cost of depleted resources or increased 
pollution, but in other situations, the two are complements, with prudent 
resource management a critical component of sustainable growth. 
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Given these environmental concerns, what then is the role of cooperatives 
in promoting environmental sustainability?

Rise of the Environmental Cooperatives
The Organic Agriculture Act of 2010 (RA 10068) mandates the government 

of the Philippines to promote, propagate, develop further and implement 
the practice of organic agriculture to (i) condition and enrich soil fertility, 
(ii) increase farm productivity, (iii) reduce pollution and destruction of the 
environment, (iv) prevent the depletion of natural resources, (v) further 
protect the health of farmers, consumers and the general public, and (vi) save 
on imported farm inputs.  The RA 10068 includes a comprehensive national 
organic agriculture program (NOAP) through development, promotion, 
commercialization, and adoption of sustainable organic farming technologies, 
practices, and methods.  With the RA 10068, cooperatives found a strong policy 
support to interplay cooperatives principles with environmental concerns. 

In addition to the policy support, Bourchard et al. (2003) and Girard and 
Briere (1999) as cited by Horwart (2009), forwarded an idea that environmental 
cooperatives are a product of modern day environmental concerns; concerns 
are not necessarily unique to cooperatives and/or farmer associations albeit 
elicit a genuine sense of care for the environment and health that can modify 
some skeptical stakeholders view about the general aptitude of local businesses/
industries to address environmental issues effectively.  

Table 1 shows the various cooperatives/associations in Regions III-Central 
Luzon and IV-Southern Tagalog, Philippines.  The groups are located throughout 
the two regions and differ greatly in focus and size.  One thing observed during 
key informant interviews is that they all have a common intention to apply 
and use organic agriculture to address environmental problems.  Some of them 
are organized as producer cooperatives while others are associations and other 
organizational forms.  These cooperatives are organized around a traditional 
cooperative structure with an elected board of officers. They have their own 
constitution setting out their procedures.  The approach most cooperatives 
took to protect their common interest was to allow or give each member an 
opportunity to embrace organic production principles and technologies.

As reported by the respective local government units, many of the 
cooperatives aim to adhere to the Organic Act of 2010.  Adherence to the policy 
implies freedom to operate farm is reduced.  While the policy imposed by the 
government introduces a result-oriented environmental policy it also regulates 
the method of production not limited to adherence to production technologies 
that are coherent with local ecological conditions.  

Table 2 shows some of the reasons cited by the cooperatives and farmer 
organizations for engaging in production of organic crops. Economic reasons 
prevail as the premier justification for engaging in such activity, making most 
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out the reduced competition faced by producers in the organic market hence 
offering huge potential for income and growth.  It addition, some would like to 
exploit the relative price premium of organic produce especially in prime market 
outlets or specialty stores in Metro Manila.  The shift to organic production is 
also a response to the increasing costs of commercial and synthetic farm inputs.  
Other reasons include revealed preferences for organic products and some are 
heuristic in nature since their coops are recipient of the technology packages 
extended by government units like the Bureau of Soils and Water Management.  

The cooperatives and associations reviewed were also noted to have strong 
emphasis on environmental goals on top of their business-as-usual intentions.  
The protection of the environment, cleaner production, and the sustainability 
of local resource endowments figure in considerably as their guiding code in 
most if not all of their activities.  As such, it is not difficult to find cooperatives 
in the aforementioned regions practicing solid waste management and other 
environment-friendly practices.  

Glasbergen (2000), Renting and Van der Ploeg (2001), and Howart (2009) 
said that environmental cooperatives are organizations in which farmers 
collaborate to integrate and  promote environmental values into their production 
process and organize activities related to sustainable agriculture and rural 
development in their locale. With these description and the aforementioned 
reasons for engaging in organic production, the following organizations fit well 
with the description of environmental cooperatives.  In this regard, the organic 
production landscape is in point in fact providing a pathway for the rise of 
environmental cooperatives in the country.  

Cooperative Actions and Sustainable Environment 
The OA Act of 2010 by and large allows local government units (LGUs) 

to develop pseudo environmental management contracts with environmental 
cooperatives, letting organic landscapes to be worked whole rather than isolated 
and piecemeal.  By targeting the environmental cooperatives, organic production 
technologies can be jointly adopted by neighboring farmer-members which 
allows connectivity even under different management and ownership.  With this 
in mind, environmental cooperatives represent a new form of social organization 
which has become an essential if not imperative vehicle through which farmer-
members contribute to the evolution of agriculture-environment policy. 

The succeeding discussion presents the different actions undertaken by the 
environmental cooperatives that are consistent not only to promoting organic 
agriculture production but also to sustainable environment principles.

Information, Education, Orientation, and Promotion of Organic 
Agriculture
The environmental cooperatives have been active in the information and 

education campaign with regard to organic agriculture and natural farming 
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practices (e.g., agri-ecology, seed production and banking, bio-dynamic 
agriculture, low external input sustainable agriculture or LEISA, and sloping 
agriculture land technology or SALT).  Orientations on organic product 
standards (e.g., Philippine National Standards on Organic Agriculture) and 
certification (e.g., Organic Certification Center of the Philippines or OCCP, 
different party certifications, participatory guarantee system, eco-labeling, 
and internal quality control system) were also observed to have been provided 
to members.  More specifically, members were generally informed about the 
drawbacks of synthetic inputs and the advantages of using naturally prepared 
fertilizers and other concoctions.  Seminars on the health benefits of consuming 
and incentives for producing organic products were also provided to members.

These activities were either echo seminars given by members who attended 
similar activities provided by the LGUs or attendance of selected members to 
publicly provided colloquium on organic agriculture.   

Capacity Building 
The environmental cooperatives were also noted to be actively engaging 

in capacity building activities on the production, use and/or marketing 
of both organic inputs and outputs.  Capacity building on organic inputs 
production and use includes training on (i) vermiculture, (ii) composting, 
(iii) fermented plant and animal concoctions/juices, and (iv) botanical sprays.  
On the other hand, activities on organic output production include capacity 
building seminars on (i) organic rice (black, red, and brown rice) and vegetable 
production (salad vegetables, and herbs), (iii) organic fruits, and (iv) other 
organic based-products likes fruit-based soap. 

Infrastructure and Institutional Support/Services 
Infrastructure and institutional support were noticed to have been 

provided to members by the environmental cooperatives. Support services are 
either commercial or developmental in nature, but the overarching intention 
is to expand available services to members.  Among the support services 
include (i) organic farm visit/showcase/study tour for members, (ii) farmer-
to-farmer sharing of information, (iii) genetic conservation and improvement 
of traditional rice varieties, (iv) development of alternative guarantee system 
and internal quality control system for organic producers with commercial 
interests, (v) subsidized/discounted price for organic inputs, and (vi) farm 
investments for exclusive use of organic producers like milling and thresher.   

In addition to the following observed actions of environmental 
cooperatives, some interesting observations were also noted with regard to 
the inherent advantage of cooperatives in promoting sustainable environment.  
The succeeding discussion is an attempt to explain such advantage.  

First, note that sustainable development requires social capital, which is 
a positive working relationship, mutual trust, and goodwill.  Cooperatives 
are largely grounded on such principle.  This does not only provide smooth 
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coordination and communication among organic stakeholder but also makes it 
relatively easy to create an internal guarantee system that is consistent with the 
requirement of organic certifications in particular and organic agriculture in 
general.  Cooperatives are also well placed in local communities to facilitate the 
dialogue necessary to shift culture – e.g., transition from traditional to organic 
agriculture.

Second, the cooperative networks and links between producer-members, 
processors, and customers along the value chain allow cooperative-members to 
mandate and capture the benefits/premium of sustainable practices. 

Third, education, training, and information initiatives on inputs, 
technologies, and practices were a major part of cooperative activities covered; 
an observed natural plus of cooperatives.  The above-mentioned activities were 
observed to be a part of cooperative endeavors.  Their relative ability to reach 
out to members and the local community in general to achieve environmental 
goal is unquestionably an important policy entry point.  Likewise, with 
the cooperative support for continuing education, particularly ecological 
education, they can foster greater appreciation for the environment and an 
understanding about how to protect it.  The infusion of local knowledge with 
mainstream science generates valuable perspectives about the importance of 
environment.  

Fourth, profits are not the bottom line for cooperatives, as such, they are 
capable of engaging more in genuinely environmental endeavors. Crops yields 
are expected to drop with the shift from conventional to organic farming.  
Strictly commercial producers will find this option unacceptable and irrational.  
Hence, only organizations that look beyond the immediate pecuniary benefits 
of organic farming will take organic farming seriously. Environmental 
cooperatives appear to have overlooked productivity implications of embracing 
organic technology to promote their environmental goals.  

Concluding Remark
Environmental cooperatives that promote their own vitality and viability 

while making contributions to environmental health and social progress 
appear to be essential players in achieving the multi-tiered objectives of the 
Organic Act of 2010 of the Philippines.  The environmental and organic 
producer cooperatives in Regions III and IV appear to be striding along 
this observation.  The ability of cooperatives to facilitate economies-of-
scale (in making organic products more affordable), democratic decision 
making about the environment, accountability of members through internal 
guarantee system, and their developmental objectives can be used by the 
National Organic Agriculture Board (NOAB) of the OA Act of 2010 in making 
environmental cooperatives as genuine stakeholder-partner in fully launching 
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organic agriculture in the country.  Actions of the environmental cooperatives 
in Central Luzon and Southern Tagalog in providing information, technical 
skills, and support services that simultaneously promote the business-as-usual 
scenario for members and sustainable environment seemed to provide strong 
evidence to what Gertler (2006) is trying to point out.  

Table 1.  The “Environmental Cooperatives” in Regions III and IV, Philippines, 2011
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Source: Key informant and business development services interviews, 2012

Table 2. Some reasons for engaging in organic production of environmental cooperatives

Source: Key informant and business development services interviews, 2012
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Cooperative Enterprise Development via Nucleus
and Satellite Organic Farm Clustering

and Value Chain Modalities

Pablito M. Villegas, Isagani G. Catedral, and Henry M. Custodio

 Abstract
This paper illustrated organic agriculture and sustainable 
farming systems in the context of smallholder farmers vis-
à-vis supply and value added chain and promotion of rural-
rurban entrepreneurship. Specifically, organic production 
and marketing was presented by sharing the experiences of 
KASAMA KA Organik Kooperatib (KK OK) based in Malvar, 
Batangas, Philippines. KK OK formulated the Nucleus and 
Satellite Organic Farm Cluster (NUSOFAC) strategy to 
facilitate access to organic materials and inputs, production 
and postharvest technologies; address the diseconomies of 
scale in production, processing, transport, logistics handling, 
and marketing; minimize the production and supply risks; 
increase production volume and diversity of farm produce; 
reduce postharvest losses; improve postharvest handling 
and product quality; and increase reliability of supply of 
duly verified and/or certified organic products for direct 
linkage with the target markets or to consumers and end-
users. The Nucleus or Core farm undertakes the planning 
and coordination of production, delivery schedules, and 
marketing of the produce of satellite farms. The Cooperative, 
in collaboration with the nucleus and satellite farms, provides 
the basic and common structures, facilities, and services that 
will respond to the farm business requirements of both the 
nucleus and satellite farms. KK OK also addresses the lack of 
economies of scale that commonly sets back the operations 
of small farm holders and micro-, small-, and medium-scale 
enterprises (MSMEs) through the clustering of pre-production, 
production, processing, and marketing operations; thereby 
resulting in minimum cost per unit of product or commodity 
being traded within the supply and value added chain.  Small 
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farm holder producers are organized into closely-linked and 
coordinated functional groups and provided with common 
facilities, well-tested and validated production technologies 
and services for efficient operation of the pre-production or 
input sourcing, production, postharvest, product processing 
and transformation, and its handling, transport and logistics 
management.

Key words: organic farming, rural-urban entrepreneurship,  
 nucleus and satellite organic farm cluster

Definition and Basic Principles of Organic Agriculture

According to the International Federation of Organic Agriculture 
Movements (IFOAM), organic agriculture is a production 
system that sustains the health of the soil, ecological systems, and 

people.  It relies on ecological processes, biological diversity, and nutrient 
cycles adapted to local conditions, rather than the use of chemical inputs and 
materials producing adverse effects on the environment.  Organic agriculture 
combines tradition, innovation, and science to benefit the shared environment 
and promote fair relationships and a good quality of life for all involved 
(IFOAM 2008).  Based on this premise, the four guiding principles of IFOAM 
that inspire the global organic movement are:

1) Principle of health – organic agriculture should sustain and enhance the 
health of soil, plant, animal, human, and planet as one and indivisible;

2) Principle of ecology – organic agriculture should be based on living 
ecological systems and cycles, work with them, emulate them, and help 
sustain them;

3) Principle of fairness – organic agriculture should build on relationships 
that ensure equity, fairness, and reciprocity with regard to the common 
environment and life opportunities; and

4) Principle of care – organic agriculture should be managed in a 
precautionary manner and  ensure the protection and sustainability of  
the environment (soil, land, water, and air).

      In the Philippines, the growth of organic agriculture is dramatic; from 3,500 
hectares in 500 farms between 2002 and 2003, the industry grew to 14,000 
hectares in 35,000 farms in 2004.  Based on the publication of the Research 
Institute of Organic Agriculture (FiBL Switzerland) and the International 
Federation of Organic Agriculture Movements (IFOAM), The World of Organic 
Agriculture Statistics and Emerging Trends in 2013, the organic agriculture 
land area in the country has further increased from 51,810 hectares in 2009 to 
96,327 in 2011.  Despite this dramatic improvement, the area planted to, and 
certified as organic crops, however, represents only about less than one percent 
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(0.82%) of the total agricultural area in the Philippines with only 3,020 organic 
producers.  These figures appear to be significantly understated if the statistics 
on uncertified organic farms which is prevalent under the Philippine setting are 
included.  These farms include those of indigenous Filipinos in the hinterlands 
and in vast wildlife areas and coconut farms that are mostly naturally and 
ecologically grown.  Regrettably, the Philippines is just contemplating to include 
organic agriculture statistics within the Bureau of Agricultural Statistics (BAS) 
of the Department of Agriculture.

Objectives of the Paper
This paper illustrated and described organic agriculture and sustainable 

farming in the context of smallholder farmers vis-à-vis supply and value added 
chain (SVAC) modalities and promotion of rural and rurban entrepreneurship.  
It also aims to present a more vivid illustration of cooperative-based organic 
production and marketing by sharing the experiences of the Villegas Organic and 
Hobby (VOHO) Farms in Malvar, Batangas, Philippines and the Kalipunan ng 
Sustenableng Agrikultura at Magsasakang Kooperatiba (KASAMA KA Organik 
Kooperatib or Sustainable Agriculture and Organic Farmers’ Cooperative).  
Lastly, the paper proposes sustainable strategies for the enhancement of 
smallholder farmers, micro-, small-, and medium-scale enterprises (MSMEs).

Sustainable Organic Agriculture: Impact on Food Security and Climate 
Change

Organic Agriculture vis-à-vis Conventional Agriculture
Farms are biological agro-ecosystems that are heavily influenced or 

impacted by climatic and weather conditions and the ecological processes 
around them. Since conventional agricultural methods put strong emphasis 
on intensive production, the latter results in the degradation of soil, water 
quality, air, and environment; and loss of biodiversity through monoculture 
production, with heavy business concentration in the hands of fewer big farmers 
and agribusiness companies.  Conventional agriculture further exacerbates the 
environmental degradation problem and destroys both the family farm and 
rural communities in the process.

In conventional agriculture, the farmers’ involvement ranges from being 
smallholder to large-scale corporate entities that utilize the Green Revolution 
and genetically modified organisms (GMO) technologies; while in organic 
agriculture, farms are relatively small-scale and owned by independent 
operators, usually families.  Conventional farming methods involve heavy 
reliance on mechanized production using specialized equipment and tools.  
Conversely, organic agriculture involves the non-use of inorganic fertilizers and 
other chemical inputs with low mechanization of the growing and harvesting 
processes (IFOAM 2008).  Conventional farming markets range from retail, 
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wholesale, to hypermarket trading, with products distributed across large areas 
and sold through high volume outlets, while the markets of organic products 
are often local consumers within the farmers’ community or direct buyer-
consumers.  These also include on-farm stands and specialty and gourmet 
wholesalers and retailers.

Sustainability in agriculture is tied up with broader issues in the global 
economy like declining petroleum reserves, reduction of rural and urban poverty, 
and achievement of domestic food security.  Thus, sustainable agriculture can 
be thought of as method that produces adequate, if not abundant, food supplies 
without depleting the earth’s finite and non-renewable resources or polluting 
its environment.  Additionally, organic farming promotes biodiversity, recycles 
plant nutrients, protects soil from erosion and surface water run-off, conserves 
and protects water and petroleum, uses minimum tillage, and integrates crop 
and livestock, and even aquatic or fish enterprises on the farm.

Researchers in the United States discovered that by following organic 
farming methods, conventional farmers can actually reduce production 
cost by over 25%.  This is accomplished by eliminating the use of synthetic 
fertilizers and pesticides, minimizing soil erosion by up to 50%, and increasing 
and sustaining crop yields up to five-fold within five years.  Organic farming 
practices promote soils that are teaming with microbial life and rich in macro 
and micro nutrients which can be used for decades to grow crops virtually 
year round in many parts of the world.  It also uses 50% less energy than 
conventional farming methods and leaves the soil, air, and water safe and 
healthier.  Thus, organically grown products are free from toxic and harmful 
chemicals, artificial flavors, and preservatives that ultimately cost consumers 
money when they purchase non-organically grown products. 

Organic Agriculture vis-a-vis Climate Change
Organic agriculture systems absorb and retain significant amounts 

of carbon (CO2) in the soil.  It also reduces greenhouse gas emissions by 
effectively locking more carbon into the soil rather than releasing it into the 
atmosphere.  Greenhouse gas (GHG) emissions from all sectors related to 
agriculture may potentially sum up to 25-30% of all GHG emissions.  According 
to the International Panel on Climatic Change (IPCC), the annual amount 
of GHG emitted by the agricultural sector is estimated at between 5.1 to 6.1 
gigatonnes CO2 equivalents in 2005.  Moreover, conventional and chemical-
based agriculture is the main emitter of methane and nitrous oxides given the 
current disastrous agricultural practices in monoculture crop farming, caged 
poultry, and livestock feedlot farming.  A study showed that if organic fertilizer 
were used in the major corn and soybean growing regions of the United States, 
annual carbon dioxide in the atmosphere could be reduced by an estimated 
2% (UNCTAD 2008).
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Aside from having a lower global warming potential (GWP) than 
conventional agriculture, organic agriculture techniques can also contribute 
significantly to CO2 sequestration in the soil.  Whereas soil erosion causes loss 
of soil carbon, organic land management can contribute to climate change 
mitigation from carbon gains and the resulting higher soil organic matter 
content in organic farms.  Organic systems are also highly adaptive to climate 
change due to the application of traditional skills and farmers’ indigenous 
knowledge.  Organically-managed soils are better adapted to weather extremes, 
soil fertility-building techniques that enhance productivity of degraded soil, 
and presence of a high degree of diversity that increases farm resilience to global 
warming.  Aforesaid, organic farming uses 50% less energy than conventional 
farming methods and they leave the soil and water healthier because pesticides 
and fertilizers are not entering the water system.

Organic Agriculture vis-à-vis Food Security and Poverty Alleviation
Studies suggest that organic farms are just as profitable as conventional 

farms (FAO 2009 and Delbridge et al. 2011).  A research on conventional and 
alternative farming systems for tomatoes over four years indicates that organic 
and low-input agriculture produce yields comparable to conventional systems. 
Nitrogen (N) availability was found to be the most important factor limiting 
yield in organic systems and can be satisfied by biological inputs such as the 
use of biological nitrogen fixation (BNF) technology. Other studies done by 
the Rodale Research Center in Pennsylvania and the Michael Fields Center in 
Wisconsin over the last 10 years showed that organic farming systems resulted 
in yields comparable to industrial, high input agriculture.

However, the most remarkable results from adopting organic farming 
practices come from smallholder farmers in developing countries. Case studies 
of organic practices show dramatic increases in yields as well as benefits to 
soil quality, reduction in pests and diseases, and general improvement in taste 
and nutritional content. Moreover, organic food usually has more nutrients 
than food produced via conventional agriculture. Food grown organically has 
higher amounts of flavonoids, which have protective effects against both heart 
disease and cancer. Flavonoids are more than 50% higher and it is theorized 
that when plants are forced to deal with the stress of insects, they produce more 
of these compounds, which are beneficial to humans (Fuhrman 2006). 

For food security, organic agriculture supports and enhances ecologically-
sound systems of food production that provide food security to smallholders 
and their communities.  These are realized by increasing and stabilizing yields, 
particularly in marginal lands, improving crops’ resistance to pests and diseases, 
combating desertification through decreasing erosion, and improving water 
uptake and retention.  Organic agriculture contributes in combating poverty 
through reducing debt (high dependence on low cost and farm-prepared 
organic inputs) and increasing returns for labor invested.  Moreover, organic 
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agriculture builds upon local management skills and resources and so enabling 
local communities of farmers, fisher folk and pastoralists to be food self-
sufficient and combat poverty (Villegas and Custodio 2008).  Lastly, organic 
farms often exhibit greater biodiversity than conventional farms, which control 
pests and help prevent diseases, thus ensuring long term food security.

Constraints and Challenges in Smallholder Organic Farming and Rural 
Entrepreneurship

Constraints and Hindrances
The major constraints or hindrances in the promotion and expansion of 

organic agriculture are as follows:
1. Lack of access to market, technology, and production credit.  There 

is a huge market of organic produce but small farm holders have 
very limited access to, or means to penetrate it.  Organic farms are 
small, scattered, disjointed, and unorganized; and smallholders and 
micro- and medium-enterprises have limited financial resources 
to upgrade their indigenous production facilities and capabilities 
with science-based organic production technologies.  While organic 
farming technologies are plentiful, many are not validated under local 
conditions and become unsustainable.  Hence, productivity levels are 
variable and unpredictable.  In relation to this, production credit also 
becomes limiting since commercial bank financing is tailor-fitted to 
conventional agriculture technologies and there is no stable market, 
given the unreliable organic productivity and production volume.

2. Inefficient and costly supply chain and diseconomies of scale in 
production, handling, and distribution of organic products within 
the value chain, which is caused by widely dispersed, unorganized, 
and uncoordinated organic agriculture production, processing and 
marketing systems.

3. Lack of access to productive land and soils due to land ownership 
issues and tenurial insecurity.

4. Lack of smallholders’ awareness on packages of organic production 
technologies and modalities on sustainable organic conversion process.

5.  Difficulty among smallholders and small entrepreneurs in complying 
with organic integrity and guarantee system.  Unverified organic 
integrity vis-à-vis organic standards and absence of cost-effective 
certification system, particularly organic guarantee systems through 
first and second party certifications.  Costly and unaffordable third 
(3rd) party certification system with recurring annual re-inspection 
and certification costs.
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Challenges and Opportunities
On the other hand, there are challenges and opportunities in organic 

farming. These include, but are not limited to: 
1. Mainstreaming organic agriculture policies and best practices so 

that farmers will have access to organic technologies, and consumer 
awareness is expanded;

2. Increasing organic production to maximize the opportunities offered 
by the expanding local and export market which, at the same time, 
enhances the protection of the environment, health of people, and 
livelihood of farmers;

3. Need to expand and institutionalize pro-active linkages and networking 
between and among producers, financiers, logistic operators, 
processors, marketers, and consumers;

4. Need to strengthen cooperatives through incentives and opportunities 
that draw them towards achieving the economies of scale required by 
buyers, and forging producer linkages with users of high value crops;

5. 5) Need to match government support (subsidies for organic material 
inputs, organic certification, and specialized extension services) with 
smallholder entrepreneurs and private sector needs;

6. Inadequate market information and promotion services, particularly 
in gaining entry to local, national, and export markets;

7. High post-harvest losses due to lack of appropriate post-harvest 
facilities, cold chain distribution systems, and processing and 
packaging technologies and facilities; and

8. 8) Huge marketing costs due to high cost of and diseconomies of scale 
in smallholder organic production and distribution to market outlets, 
transport and handling, including refrigeration.

The Villegas Organic and Hobby (VOHO) Farm
Zero Waste Management and Promotion of Biodiversity and Green 
Technologies
The Villegas Organic and Hobby (VOHO) Farms is an integrated crop-

poultry-fish farming system that practices zero waste management.  Resources 
in the farm are recycled and nothing is wasted or thrown away.  Poultry wastes 
(chicken dung , brooding materials, chicken feathers, etc. along with garden 
weeds, vegetable trimmings, twigs, and other biodegradable materials) are 
composted to produce organic fertilizer for crops, and/or pre- composted and 
feed to the cultured earthworm (African night crawler).  The vermiculture 
produces vermicast and/or vermicompost, which in turn is used as soil medium 
for raising vegetable seedlings and fertilizing or enriching the soil with organic 
matter and humus.  Vermicast is prepared into vermi-tea and used as bio-nutrient 
foliar spray or soil drench for the growing of vegetables, herbs, and other crops. 
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Water from the fish pond, when it becomes murky, is pumped out and used 
to fertigate crops and fruit trees.  The recycled water is rich in bio-nutrients for 
enriching the soils.  With more than 80 species of plants and weeds in the farm, 
it also maintains biodiversity.  The farm boundaries are planted with medicinal 
and herbal plants some of which have known pesticidal properties. Neem tree, 
jatropha, lemon grass, citronella, marigold, kakawate, spring onions, lagundi, 
banaba, oregano, and others are fermented using sugarcane molasses or brown 
sugar and made into a combination of bio-nutrients and bio-pesticides. These 
fermented plant juices are being  used as deterrent or repellents for the control 
of insect pests.  Nitrogen-rich plants such as kakawate, malunggay, and ipil-ipil 
leaves are harvested, chopped, and used as feed supplement to the free-range 
chicken growing.  Oregano, mint, basil, tarragon, and other herbs like lagundi, 
yerba buena, and malunggay leaves are crushed for their juices and/or mixed 
with feeds and used as organic medicine to free-range chicken. 

The farm produces nearly all its farm inputs, including recently produced 
organic seeds,  from the resources found in the farm, hence making it sustainable.  
With the technical assistance of its partners (organic farming scientists 
members), the farm maintains its commercial research and development (R & 
D), where the production technology and practices are continually validated in 
the farm making these technological innovations and best practices location-
specific.

The Supply and Value Chain Approach
A value chain is a string of collaborating players who work together to 

satisfy market demands for specific products or services. MSMEs (micro-
,small-,and medium-scale enterprises) can not compete with big corporations 
with integrated business operations, if they operate individually and without 
adopting the value chain approach.

The value chain approach describes the pre-production, production, and 
product transformation processes around a product from the provision of 
inputs to production, logistics, handling, transportation, processing, marketing, 
trading, and retailing up to final distribution and consumption. It is a form of 
industrial organization that allows buyers and sellers who are separated by time 
and space to progressively add and accumulate value on products that pass 
from one member of the chain to the next, where the risks and benefits are 
shared among chain members (Villegas and Custodio 2008). 

Within the value chain, payments, credit, and working capital move 
from consumers to producers while technology and advanced techniques are 
disseminated among producers, packagers, processors, and distributors. Some 
practical examples of commodity-based value chain of stand-alone and viable 
enterprises are illustrated in Figures 1 for vegetable, tilapia aquaculture, and 
naturally grown free-range chicken commodities (Villegas 2009).
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Beneficial Effects of the Value Chain
The benefits derived in becoming part of the supply chain include:
a)   High ‘value added’ and built-in market access;
b)   Improved profit margin from direct market knowledge and exchange 

transactions;
c)   Reduction of product losses due to storage, proper handling, cold 

chain and effective  logistics, and efficient transportation system;
d)   Quality and/or freshness of product can be greatly improved;
e)  Improved safety and quality of product; and
f)   Sales can be increased significantly.

Clustering of Enterprises within the Supply Chain 
The lack of economies of scale common among small farm holders and 

MSMEs can be addressed by clustering the pre-production, production, 
processing, and marketing operations; thereby resulting in minimum cost per 
unit of product or commodity being traded within the supply and value added 
chain.  Small farm holder producers can be organized into closely-linked 
and coordinated functional groups and provided with common facilities, 
well-tested, and validated production technologies and services for efficient 
operation of the pre-production or input sourcing, production, postharvest, 
product processing, and transformation and its handling, transport, and 
logistics (inbound and outbound) management.

Figure 1. Supply and value added chain enhancement framework
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Value Chain Mapping
Value chain mapping is basically capturing the different dimensions and 

components of a value chain. The following key questions provide useful guide 
in the process of value chain mapping.

a)  What are the core processes (from pre-production, production, post 
harvest, processing, and distribution operations) in the value chain?

b)   Who are the actors involved in these processes and what do they  
actually do?

c)   What are the flows of the product, information and knowledge in  
value chain?

d)   What is the volume of product, the number of actors and jobs existing 
or created?

e)   Where does the product (service) originate from and where does it go?
f)   How does the value change along the chain?
g)   What types of relationship and linkages exist?
h)   What types of services and facilities are feeding into the chain?
i)   What is the location and position of the poor in the value chain?
j)   What key constraints exist at various levels in the chain and what are 

the potential solutions to those constraints?
k)  How do product, information and knowledge as well as money and 

exchange transactions flow through the value chain?

The Nucleus Satellite Organic Farm Cluster (NUSOFAC) Strategy
The VOHO Farms espouses the Nucleus and Satellite Organic Farm Cluster 

(NUSOFAC) strategy to address the limitations of small holders and micro 
and small entrepreneurs in organic farming.  NUSOFAC is simply a set-up of 
Nucleus or Core farm (Figure 2) that involves the following (Villegas, Catedral 
and Custodio 2009): 

1. Undertakes planning and coordination of production, delivery 
schedules, and marketing the produce of satellite farms;

2. Provides structures, facilities and services for product assembly, 
consolidation, and processing of farm produce of both the nucleus and 
satellite farms;

3. Provides centralized post-harvest, processing, and marketing of 
satellite farms’ produce;

4. Serves as a source of validated location-specific production and post-
harvest technologies;

5. Source of seeds and organic farm inputs, e.g., organic fertilizer, organic 
or bio-pesticides, insect repellants, and fertigation/drip irrigation 
technology;

6. Source of technical advice; and
7. Undertakes field and processing inspection and in-house certification/

quality control for ensuring organic integrity and guarantee.
NUSOFAC includes a cluster of satellite farms that: a) undertakes 
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production of organic commodities under the umbrella of the nucleus farm; 
b) consists of manageable size of assigned crops/commodity with target 
production schedule of harvest and delivery, c) specifies manageable number 
of satellite farm operators; d) guarantees farm locations in clusters for ease in 
management and cost-effective operation; and e) has satellite farm operators 
with indigenous knowledge, practices and training on organic farming.

The adoption of the NUSOFAC model is expected to bring about the 
following benefits:

a)  Facilitate access to organic production and postharvest technologies 
(biological nitrogen fixation, biological pest and diseases control, bio- 
and vermi-composting, organic fertilizer production, fermented plant 
or fruit juices, etc.);

b)  Address the diseconomies of scale in production, processing, and 
marketing commonly experienced by small farmers, micro, small and 
medium entrepreneurs;

c)  Minimize the production and supply risks;
d)  Increase production volume and diversity of farm produce;
e)  Reduce post-harvest losses, improve post-harvest handling and 

product quality; and
f)  Increase reliability of supply of duly verified and/or certified organic 

products to consumers and end-users.

Figure 2. NUSOFAC Framework
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Figure 3. Schematic diagram of a micro organic farm with a residential bamboo and coconut 
lumber house and an integrated crop-poultry organic farming and zero waste management 

system (Villegas 2012)

An example is a satellite micro-organic farm of only 1,000 square meters 
located in the Villegas Organic Farm Complex wherein a residential farm owner 
could go into an organic hobby farming that will supply the needs of his household 
while small surpluses could be traded with his/her neighbors or friends and 
relatives in the Metro Manila area.  For a micro organic farm investor, he could 
go into a crop-livestock venture with chicken, ducks, high value vegetables like 
lettuce, pakbet, and green leafy vegetables, viny vegetables in trellis or fence areas, 
herbs and medicinal plants as well as varied fruits like durian, tamarind, dragon 
fruits, avocado, bananas, abiu, rambutan, duhat, and macopa.  Such micro farm 
could easily produce its organic materials and inputs for small scale production 
like composting and vermi-culture and thus adopt zero waste management. 
A model farm lay-out of the a typical micro farmlot with a residential 70 m2 
bamboo house at the Malvar Organic Eco-Farmville of Villegas Organic Farm 
Complex in San Pedro 1, Malvar, Batangas is illustrated in Figure 3.
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Conclusions and Recommendations
Smallholder farmers, micro- and small- and medium-enterprises may have 

a better chance to compete and sustain operations by adopting the NUSOFAC 
strategy and value added chain approach. Along this line, the following 
recommendations are forwarded:

1) Implement simultaneous organic product (based on effective access 
to production and processing technologies) and market development. 
Unless you want to go into pure hobby and wellness farming, market 
demand and access to market must be an overriding consideration 
before venturing into organic production.

2) Adopt organic farm cluster development approach to achieve economies 
of scale in production and trading via the establishment of Nucleus and 
Satellite Organic Farm Clusters (NUSOFACs) and its supply and value 
chain (value links) optimization;

3) Adopt simplified and cost-effective compliance to organic standards and 
integrity through the first (farmers’ pledge) and second party certification 
systems as well as the IFOAM duly recognized participatory guarantee 
system (PGS) as a more smallholder farmer-friendly internal control 
system (ICS) with the full recognition of PGS as third party certification 
scheme under the Implementing Rules and Regulations of the Organic 
Agriculture Act of 2010 (Republic Act 10068); 

4) Minimize the effects of trade barriers imposed by foreign markets 
through bilateral ASEAN and multi-lateral trade agreement and regional 
market facilitations through the adoption within ASEAN and South Asia 
Association for Regional Cooperation (SAARC) of the proposed Asian 
Region Organic Standards (AROS) protocols on organic standards 
harmonization and equivalence; and

5) Establish a highly functional Organic Wholesale Exchange Market 
or Pamilihang Organiko Sentral in Metro Manila and strategic 
metropolitan cities (Metropolitan Cebu, Iloilo, Davao, and Cagayan 
de Oro), and other urban environs in major regions and provinces in 
order to achieve the following: 
a)  facilitate market access of producers and consumers to wholesale 

markets;
b)  create a platform for domestic & export market development;
c)  provide a clearing house and one-stop shop on organic standards 

harmonization vis-à-vis certification requirements and conformity 
with sanitary and phyto-sanitary regulations; and

d)  fully recognize and facilitate the adoption of first and second 
party certifications and its linkaging with, and full recognition 
of the PGS/ICS as third party certification scheme under the 
Implementing Rules and Regulations of the Philippine Organic 
Agriculture Act of 2010 (Republic Act 10068).

6)  Adopt, as a matter of policy and strategy, the innovative NUSOFAC and 
value chain optimization strategies as herein discussed and elaborated in 
this cooperative business development paper.
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Designing a Framework for Assessing the Operating 
Performance of a Cooperative Enterprise towards 
Financial Sustainability: The Case of DARBCO, 

AMSKARBEMCO and DARBMUPCO

Thaddeus Acuña, Adela Ellson, and Chino Antepuesto

 Abstract
The Comprehensive Agrarian Reform Program (CARP) 
envisions farmers’ cooperatives as viable and profitable 
economic and social development enterprises. As such, 
there is a need to institute a sound financial management 
and reporting system. This system is necessary to properly 
measure profitability and determine financial sustainability.  
Various studies were conducted to assess the financial viability 
and profitability of agrarian reform cooperatives (ARCs) 
which included those involved in the production of banana, 
pineapple, oil palm, fruits, and other agri-based products.  
Yet, these studies have not provided a specific framework 
that will not only measure the profitability but also provide 
tools for attaining financial sustainability. This study aimed to 
design an integrative framework that will serve as a guide for 
effective financial management. The study employed the case 
study method which applied financial analyses based on the 
audited financial statements of the subject cooperatives.  A gap 
analysis was also used to compare the actual practices versus the 
practices espoused by a sound financial management system. 
Results revealed the inability of the cooperatives to utilize even 
the basic financial ratios to assess their financial condition and 
performance.  Results also revealed weaknesses in the financial 
systems which were critical to the cooperative’s objectives 
of attaining better financial performance. These resulted 
to inability to draw out strategies that will ensure financial 
sustainability. The study strongly recommends an integrative 
financial management and reporting model that best fits the 
specific needs of the ARB cooperatives and its grower-members. 

Key words:  Agrarian reform cooperatives, agrarian reform
  beneficiaries, financial management system,
 financial ratios, financial sustainability
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Introduction

For the past two decades, the world has been witness to the rapid 
growth of the world economy triggered by the unprecedented rise in 
international trade; a phenomenon usually referred to as globalization 

and trade liberalization.  The driving forces of this accelerated growth are the 
advancements in communications and technology as well as reduction of tariffs 
and trade barriers.  Countries which have integrated themselves with the world 
economy through the trade of goods and services have usually experienced 
dramatic increases in living standards and economic growth (IMF 2001). 

Trade liberalization brings about new opportunities and challenges 
for economic growth that are very much relevant to both profit- and non-
profit oriented enterprises. This holds true for cooperative enterprises as 
well regardless of the nature of operations, i.e., retail, lending, services, and 
agriculture-based cooperatives. These opportunities brought about by trade 
liberalization also introduced possibilities that will further increase the gap 
between profit- and non-profit oriented enterprises.  Profit-oriented companies, 
particularly the multinational companies, carried with them the economies 
of scale that provided them great advantages to maximize their revenue-
generating activities well ahead of those smaller entities such as the small and 
medium enterprises (SMEs) and cooperatives. Although trade liberalization 
opened up new markets for local industries including SMEs and cooperatives, 
there remained greater risks that the local industries may not be able to cope up 
with the demands of stronger market competition. This can be detrimental to 
the local industries if they prove to be incompetent and inefficient in terms of 
‘know-how’ and capital requirements (Watkins 1996).  These competence and 
efficiency concerns covered all aspects and functional areas of management 
including the establishment of a sound financial management system. 

The cooperatives have long been criticized for their inefficient decision-
making process and their capital constraints (Cook 1995, Karantinis and 
Nilsson 2007 as cited by Kalogeras et al. 2011). This case scenario is also 
observed in most cooperatives of agrarian reform beneficiaries (ARBs) in 
the Philippines, in general, and in the DARBCO, AMSKARBEMCO and 
DARBMUPCO, in particular. These criticisms could have stemmed from the 
inability of these cooperatives to bring about significant financial performance 
from their operations. The lack of technical skills in financial management by 
the top management and the lack of capability to adopt and implement critical 
elements of a sound financial management further contributed to the failure 
of the cooperatives to ensure a financially viable and sustainable economic 
enterprise. A question that arises is what workable framework cooperatives 
must adopt to bring about financial sustainability.

This study analyzed the financial performance of the aforementioned 
cooperatives covering the period 2009-2011.  The analyses were made in the 
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context of three key decisions in financial management, namely: investment, 
financing, and dividend decisions. Another focus of the analyses is the 
cooperatives’ performance on its working capital accounts.  In the process 
of these analyses, weaknesses in the internal control systems were identified. 
Finally, recommendations were drawn out from the results of the analyses.

The Cooperatives
The AMS Kapalong Agrarian Reform Beneficiaries Multi-purpose 

Cooperative (AMSKARBEMCO) was formed in 1993 by members of the AMS 
Workers Multi-purpose Cooperative. It is located adjacent to the national 
highway in the municipality of Kapalong. Its area of operation is situated on 
a 206-hectare land that was awarded to 216 farm workers of the Soriano Fruit 
Corporation through the Comprehensive Agrarian Reform Program (CARP).  
Each member was awarded a 0.75-hectare land that is planted with Cavendish 
banana plants. The AMSKARBEMCO is an agri-business cooperative that 
produces export-quality Cavendish bananas.

Diamond Farms Agrarian Reform Beneficiaries Multi-purpose 
Cooperative (DARBMUPCO) is located adjacent to the national highway in 
the municipality of Carmen, Davao del Norte. It is composed of 715 members 
who were formerly farm workers from Diamond Farms, Inc.  Each worker-
farmer was awarded a 0.82-hectare lot planted with Cavendish banana plants.  
The area of operation covers a land area of 689.89 hectares.  

Dapco Agrarian Reform Beneficiaries Cooperative (DARBCO) was formed 
in 1997 by ARBs who were former farm workers for DOLE-STANFILCO.  It 
currently has 420 registered members with each owning 1.02 hectares of land 
planted with Cavendish bananas. Their area of operation is located in Dapco, 
Panabo City, Davao del Norte. It is situated on a 159-hectare land awarded to 
them through the CARP in 1994. 

These three cooperatives are members of FARMCOOP, a federation of 
cooperatives among banana growers. The FARMCOOP is also the leading 
service provider of cooperatives operating in the banana industry in 
Mindanao. It was formed in 1995 and currently has 30 registered members 
that could be classified as agricultural cooperatives, ARBs, small-scale farmers, 
and indigenous people. The FARMCOOP is composed of more than 4,000 
individual ARBs who own a total of 5,300 hectares of land. FARMCOOP’s 
vision is to be the most trusted social enterprise pursuing organic agriculture 
in the production of exportable bananas through its commitment to deliver 
reliable support services to small farmers.  Some of the services offered by the 
federation are as follows: 

•	 Legal services for agrarian reform disputes and internal issues
•	 Cooperative development services 
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•	 Entrepreneurial services 
•	 Finance/administration systems services

The Banana Industry
Banana is one of the most traded fruits globally with an export value of 

US$7.2 billion.  In 2007, global banana production reached approximately 89.1 
million metric tons (MT), compared to the production of 58.4 million MT 
in 1999 (DA 2009).  It is estimated that 98% of global production of banana 
occurs in developing countries with only 20% of the entire production going to 
export.  The top three leading banana producers are India, Brazil, and China.  
The largest importing countries are the United States and European Union.  
In the Philippines, banana is the leading fruit grown in terms of volume and 
export earnings.  The country exports both fresh Cavendish bananas and 
processed banana chips.  In 2007, the country ranked as the fourth top producer 
of banana in the world having produced 74.4 million MT.  In the same year, 
the Philippines ranked as the third largest exporter of fresh Cavendish banana 
with an export production of 1.7 million tons valued at around US$800 million 
(FAO 2009).  The fresh Cavendish banana was ranked number one with a 22% 
share in the total food exported by the country.  These bananas were exported 
to 32 countries in Asia and the Middle East, with Japan as the major trade 
export market accounting for 41% of the country’s fresh banana exports (DA 
2009).

The bulk of fresh Cavendish banana production is sourced in Mindanao 
where it is grown on a plantation scale.  In 2006, the production area in 
Mindanao reached 225,589 hectares resulting to more than 5.26 million 
MT of fresh Cavendish banana which accounted for 83% of total Philippine 
production, according to the Bureau of Agricultural Statistics (BAS 2009).

Therefore, the banana industry is a significant contributor to national 
income and the national economy of the Philippines.  It is also a venue for 
employment with over 5.6 million smallholders dependent on it (Calderon and 
Rola 2002).  The continuing growth in the banana industry similarly provides an 
opportunity for ARB cooperatives to realize envisioned  sustainable economic 
and social benefits to members.

 Significance of the Study 
This study attempted to design a framework that will be used by 

cooperatives in implementing a sound financial management system towards 
financial sustainability.  The framework is grounded in the basic elements of 
sound financial management system and best practices.  A sound financial 
management system is a compelling management tool for cooperative 
enterprises to maximize utilization of its resources, safeguard financial 
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resources, and ensure financial sustainability over the long run.  Financial 
sustainability is also critical not just to attain but also to sustain the social 
dimension of a cooperative’s operation.  Hence, the results of a sound financial 
management system must also be a basis for making major decisions that 
will govern the operation of a cooperative.  The results of this study will also 
provide critical inputs to the three cooperatives in terms of how to improve the 
financial management capabilities of the members of the Board of Directors 
(BOD) and the management team.

Other stakeholders particularly the service providers and the pertinent 
government agencies such as the Cooperative Development Authority (CDA), 
Department of Agrarian Reform (DAR), and the Department of Agriculture 
(DA) will also benefit from this study.  It will provide recommendations on 
how these institutions must extend comprehensive and effective technical 
capability trainings to the cooperatives.

Statement of the Problem
It is important that cooperatives apply the basic elements of a sound 

financial management system.  It is not known to what extent the three subject 
cooperatives have used the basic financial analytical tools to come up with a 
critical analysis necessary for them to enhance their decision-making process 
and institute appropriate internal controls to safeguard their resources and 
minimize the impact of business risks.

Objectives of the Study
The main objective of this study was to assess the existing financial 

management practices of the three cooperatives as basis for designing a 
framework that will help them attain financial sustainability in the long run.  
Specifically, the study:

1. assessed the financial condition, profitability, and cash flows of the 
cooperatives using basic financial tools and analysis; 

2. identified critical internal control weaknesses surrounding the key 
elements of a sound financial management system and practices; and, 

3. identified appropriate recommendations to address issues and 
concerns affecting the cooperatives’ financial management system and 
to resolve internal control weaknesses.

Scope and Limitations of the Study
This study is confined to the analysis of the audited financial statements of 

DARBCO, AMSKARBEMCO, and DARBMUPCO covering the period 2009-
2011.  The analysis was made in the context of three key decisions in financial 
management, namely: investment, financing, and dividend decisions.  Another 
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area of the analysis covered the working capital management which focused on 
the material accounts which compose the working capital.

Weaknesses in the internal control systems were also identified.  Finally, 
recommendations were drawn out from the results of the analyses.

Definition of Terms
The following definitions of key terms are important in the context of the 

paper.
1. Agrarian Reform Beneficiaries - individuals who were the recipients of 

land as a result of the CARP of 1988.
2. Comprehensive Agrarian Reform Program - a land reform law 

mandated by Republic Act No. 6657 signed by President Corazon 
Aquino on June 10, 1988.  It sought to distribute the ownership of the 
land to farmers that tended it (Morales 2008).

3. Economic growth - increase in a country’s capacity to produce 
measured by comparing a country’s gross national product in a year 
with the base year (Business Dictionary 2009)

4. Small grower - a person or farmer owning a small piece of land of not 
more than 2 hectares (Chamberlin 2007)

5. Trade barriers – government-imposed restrictions on the free 
international trade of goods and services; may be in form of 
policies, tariffs, quotas, licensing, testing, labeling, and certification 
requirements (Business Dictionary 2009). 

Conceptual Framework and Methodology 
Figure 1 presents the conceptual framework which served as the road map 

for this study. The framework adopted the basic input-process-output (IPO) 
model. It is also anchored on the basic financial management theories and 
concepts.  This framework guided the analysis and discussion of this paper.

Inputs.  These are the key elements that necessitate the development of a 
sound financial management system. These elements consist of the following:

a. Financial transactions provide the source documents for record-
keeping and the basis from which the financial statements and other 
financial reports will be generated. These financial statements and 
reports are the critical inputs for analysis to support decision-making 
processes.

b. People are the human resources that will develop, install, and manage 
the financial system of the cooperative. They provide the interpretation 
of the financial results and performance of the cooperative to the 
management for better decision-making. As such, critical to the 
people are their technical skills and competencies to execute their roles 
as managers and stewards of the financial resources of the cooperative.
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c. Systems refer to the policies and procedures that will provide the 
required internal controls in setting up a sound financial management 
system.

d. Technology represents the media on which the financial management 
system will be anchored. It covers both the software and hardware 
components of a sound financial management system.

Process. In general, the cooperative provides the structure to support 
organizational and management systems, including the setting up of a 
sound financial management system. The structure or the set-up allows the 
management and staff to execute and implement best practices surrounding a 
financial management system.

Outputs.  When financial management systems and practices are enhanced, 
management is able to come up with sound decisions that are beneficial to the 
cooperative. Thus, financial sustainability is within the grasp of the cooperative.

The methodologies that were applied in this study included both quantitative 
and qualitative analyses. The quantitative part made use of the basic financial 
tools such as the financial ratios and the horizontal and vertical analytical tools.  
The financial ratios were used to analyse the financial conditions, financial 
results of operations, and the cash flows of the cooperative. The analysis of the 
financial condition made use of the liquidity and solvency ratios as well as the 
growth rate of the total financial resources of the cooperative. 

The qualitative analysis provided the appropriate interpretations of the 
financial statements and reports to augment the results of the quantitative 
analysis.

Results and Discussions
In the investing decisions or activities, it was observed that the property, 

plant and equipment (PPE) comprised the bulk of the total assets (TA) of the 
subject cooperatives. Among these cooperatives, DARBMUPCO and DARBCO 
had the highest percentage of PPE at an average of 70% and 55%, respectively; 
while AMSKARBEMCO had a PPE of about 34% of its total assets over the last 
3 years (Figure 2). During the same period, however, only DARBCO had huge 
capital expenditures (PPE investments). In 2011, DARBCO has increased its PPE 
to PhP292 million from PhP42 million in 2010 or 600% over the last 3 years.  
The bulk of its capital expenditures was made in 2010 when PPE acquisitions 
amounted to more than PhP183 million. DARBMUPCO and AMSKARBEMCO 
had no significant capital expenditures during the same period.

However, the utilization performance of these PPE investments has 
not provided huge contributions to the revenue-generating activities of the 
cooperative. The extent of increases in revenues and net surplus would have 
been determined had these investments been properly evaluated through 
the use of the some financial valuation tools such as the net present value, 
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internal rate of return, and payback period. These are basic evaluation tools 
to assess the viability and feasibility of capital expenditures. Unfortunately, no 
such analysis and evaluation was conducted by the cooperatives. In the case 
of DAPCO, its PPE investment of more than PhP292 million in the last two 
years has not yet paid substantial contributions to its total revenues and net 
surplus.  In fact, over the same period, the total revenues of DARBCO declined 
by an average of PhP21.7 million which is equivalent to an average of 5.8% 
decline as compared to revenues generated prior to these investments.  The 
utilization of the PPE to generate revenues can be measured through the PPE 
turnover ratio which is computed as total revenues or sales over total PPE.  The 
declines in total revenues coupled with heavy investments in PPE had resulted 
to a sharp reduction in the PPE turnover from 9.18 in 2009 to 1.5 in 2011 
(Table 1). This implies inefficiency in PPE utilization in relation to the revenue-
generating capability of these assets.  On the other hand, net surplus has not 
improved even with the substantial investments in PPE.  Net surplus has even 
declined from PhP6.9 million in 2009 to PhP6 million in 2011.  Figure 3 shows 
a graphical summary of these analyses.

Meanwhile, the utilization performance of PPE investments by 
DARBMUPCO and AMSKARBEMCO have also not shown significant 
differences when compared to that of DARBCO in terms of revenues (PPE 
turnover) and net surplus (return on PPE ratio) performances. As shown in 
Table 1, PPE investments had very minimal contributions to the revenue-
generation of these cooperatives and had low impact on the net surplus. When 
these performance indicators are not immediately improved, it will definitely 
require a very long period for the recovery of the PPE investments.  Hence, 
this scenario will be detrimental to the cooperatives in attaining financial 
sustainability in the long run.

The total liabilities and equity accounts depict the structure of any 
enterprise including the cooperatives. The liability and equity accounts 
represent the external and internal sources of financing, respectively. The 
financing mix further determines the capital structure of an enterprise.  In this 
section, the financing decisions of the subject cooperatives were analyzed on 
the basis of the total liabilities particularly focusing on the long-term loans 
and the equity or capital contributions of members. As summarized in Table 
2, the financing decisions and performance of two out of three cooperatives 
illustrated heavy dependence on external sources of long term loans to finance 
the funding requirements of their operations. In particular, DARBCO and 
DARBMUPCO have relied substantially for their funding requirements on 
long-term borrowings. Their borrowings accounted for an average of 59.6% 
and 34%, respectively, of their total assets.  In simple terms, every peso amount 
of assets acquired by these cooperatives was financed through long-term loans 
in the amount of 0.60 and 0.34 centavos, respectively.
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A greater implication of heavy dependence of  DARBCO and DARBMUPCO 
on long-term loans was its impact on their capital structure. This implication 
for the capital structure was evaluated with the use of the debt-to-equity ratio.  
This ratio provides the threshold that sets the extent at which an enterprise can 
borrow money from external sources over its capitalization.  Since there is no 
available information as to the industry standard on the debt-to-equity ratio 
for cooperatives, the rule-of-thumb ratio of 70:30 was used for this purpose. At 
this level, the financing leverage of a cooperative is at its highest level; therefore, 
such cooperative can be considered at high risk of solvency.  As illustrated in 
Figure 4, DARBCO and DARBMUPCO have exceeded this threshold. The 
debt-to-equity ratio of these cooperatives has an average of 6.1:1.0 and 3.8:1.0, 
respectively. In the case of DARBCO and DARBMUPCO, this threshold has 
already been exceeded in 2010. As such, this should have been considered 
decisively by the management in their availment of additional borrowings in 
2011. Moreover, this scenario can also be considered a lapse in the financial 
control system of these cooperatives.

As mandated in the Philippine Cooperative Code of 2008 (RA No. 9520), 
Article 86 – order of distribution, all cooperatives are required to allocate 
certain percentages to mandatory funds, namely: reserved fund (at least 10%), 
education and training fund (maximum of 10%), community development 
fund (at least 3%), and optional fund (at least 7%). The remaining amount of 
net surplus after allocation to these funds shall be distributed as interest on 
share capital and patronage refund to members. Patronage refund can also 
be given to non-members. Moreover, Section 5 under the same Article also 
provides a ceiling for the interest on share capital, which accordingly, shall not 
exceed the normal rate of investment. Though, the normal rate of investment is 
not explicitly stated in the Cooperative Code, it can be presumed that such will 
be established by the cooperative through approval by the General Assembly 
(GA) which is the highest body of cooperation.

In this study, the evaluation of the dividend decisions of the cooperative 
was restricted to the interest on share capital and patronage refunds (referred 
to as dividends for this purpose). Over the last three years, the subject 
cooperatives have similarly allocated 70% of their net surplus for distribution 
as interest on share capital and patronage refunds. During the same period, 
the highest and lowest allocated amounts were more than PhP11 million and 
PhP46 thousand, respectively, in 2011. Figure 5 shows the average amount of 
dividends distributed for each peso amount of share capital.  Based on Figure 6, 
DARBCO provided the highest rate of dividend per peso share capital (return 
on equity) contributed by its members with an average of 0.18 centavos per 
peso share capital.  This was equivalent to a 19% rate of return on equity.

While distribution of dividends to members is mandated by law, the 
management of these cooperatives have not established a ceiling for the desired 
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rate of return on equity and in the process put a threshold on the distribution 
of dividends.  This is relatively important due to the varying states of financial 
performance of the three cooperatives. Foremost of these reasons are the 
following:

a. Low liquidity. Based on the financial statements, the three 
cooperatives have low liquidity (current) ratio of less than 2:1.  In 
fact, none of these cooperatives was able to obtain a current ratio 
higher than 2:1 during the past three years. 

b. Low generation of savings deposits and share capital contributions 
from members. As shown in Figure 6, not one of the three 
cooperatives has reached a total share capital of 30% of their 
respective total assets. AMSKARBEMCO has the highest level 
of share capital in terms of percentage over its total assets with a 
three-year average of approximately 28.8%.  On the other hand, 
DARBMUPCO, which has the lowest liquidity ratio at less than 1, 
has generated total share capital equivalent to just a little over 19% 
of its total assets.  Therefore, it will be beneficial for DARBMUPCO 
to intensify its effort to increase the share capital to augment its cash 
requirements, not just to improve liquidity but equally important 
to pay off maturing long-term loan payables.  

c. Increasing working capital requirements arising from increasing 
receivables from members. Figure 7 shows the substantial increases 
in the receivables from members.  The inability of the cooperatives 
to manage these receivables has tied up its cash resources in 
funding the cash requirements for these accounts.  It should be 
noted that increases in receivables represent cash outflows or 
additional cash requirement.

d. Low profitability. Over the past three years, the three cooperatives 
have not had a net surplus margin of more than 3.5%. Only 
DARBMUPCO has attained this level in 2011.  The low profitability 
provides a critical indicator of inefficiency in the operations of 
these cooperatives. 

e. High interest charges from long-term loans. The inability to 
properly evaluate the implications of the huge loans has resulted 
to low profitability and the huge cash requirements needed to pay 
off interest charges.

The aforementioned factors should have provided these cooperatives 
reasonable bases to limit the allocation and releases of dividends to members.

The analyses of the financial performance have allowed the researchers 
to extrapolate or draw out several critical issues and concerns. The financial 
performance represents glaring control weaknesses surrounding both the 
financial and administrative management functions of the subject cooperatives. 
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It also curtailed and stalled the cooperatives’ ability to establish a sound 
financial system that will bring about better financial performance geared 
towards attaining financial sustainability. The issues and concerns cum internal 
control weaknesses are discussed below.

1. Integrity of the financial reports
The audited financial statements of the three cooperatives over the past 3 

years were the basis for coming up with the financial analyses. However, the 
fairness of these financial statements in terms of coming up with balances 
that are free from material misstatements was somehow impaired due to 
inappropriate preparation of some financial statements. Specifically, the 
Statement of Cash Flows showed material unreconcilable balances.

Based on the Financial Reporting Standards, the financial statements are 
the responsibility of the management of the concerned entity. Henceforth, 
the responsibility to ensure integrity of these statements lies primarily on 
the management. The inability of the management of the AMSKARBEMCO, 
DARBMUPCO, and DARBCO exposes their lack of technical skills not just to 
ensure the required integrity of their financial reports but to institute a sound 
financial management system.

The issue on integrity of the financial statements can cause detrimental 
implication to the financial management system of the cooperative.  It could speak 
well of the capability of the management to be transparent in their undertakings of 
the financial resources of the cooperatives. A transparent financial management 
practice is one of the key elements towards financial sustainability. It allows access 
to members to know the financial performance of the cooperative.

2. Weak system in documentation, record-keeping, and financial 
reporting

The indication of some errors in the financial statements and the lack of 
information in the notes to the financial statements reflect a weak system in 
the documentation, record-keeping, and financial reporting practices of the 
three cooperatives. As a concrete example of this issue, these cooperatives did 
not maintain a complete documentation and recording of transactions of each 
member that should have provided a clearer basis to measure the financial 
performance of smallholder farmers. The bookkeeping system of the three 
cooperatives was still on a manual system basis. With the volume of cooperative 
transactions and individual growers’ transactions, the manual bookkeeping 
system has become a waterloo of the cooperatives. 

3. Poor quality of receivable portfolio
As expected, the receivable accounts from member-growers constitute a 

material account to the total assets of the cooperatives (Figure 8). Coupled 
with the increasing level of receivables over the past three years (Figure 7), it 
has become a critical area for better financial management. Likewise, the huge 
and increasing provision for probable losses, in the case of AMSKARBEMCO 
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and DARBMUPCO, further indicated poor quality of its receivable portfolio.  
In 2011, the allowance for probable losses has reached 19.0% and 9.4% of the 
total receivables from members of AMSKARBEMCO and DARBMUPCO, 
respectively.  In peso value, this has amounted to more than PhP8 million and 
PhP5 million, respectively.  This level will have material implication to the cash 
flow requirements as well as to the profitability of these cooperatives.  These 
increasing trends simply indicate weak monitoring mechanisms to control the 
quality of receivables portfolio and may affect the financial sustainability over 
the long run.   

4. Absence of financial records for growers
In general, the ARB growers do not maintain financial records for 

bookkeeping and reporting purposes and neither do the cooperatives maintain 
them for the growers nor teach the growers how to prepare and maintain their 
own records. However, the cooperatives should have maintained some records 
to document farm-related transactions of the members for financial reporting 
purposes. The implication is that the cooperatives failed to provide financial 
indicators to reasonably assess the production performance of each member.  
This performance could have been used as basis for assessing financial capacity 
of these growers to absorb and pay the financing charges imposed by the 
cooperative. 

5. Lack of financial analysis to draw out strategic financial plan
The financial analyses discussed above were just some of the basic 

interpretations that should be drawn out from the financial statements.  
However, the inability of the management and staff to perform these kinds of 
analysis reflected the greater need to further develop and hone their capabilities 
and skills in financial management.

The analyses of the financial statements would not bear so much importance 
to the cooperatives if management will not be able to draw out specific actions 
that will further strengthen or take advantage of financial opportunities, effect 
corrections or revisions to financial estimates or assumptions, and come up 
with appropriate measures, policies, and procedures to enhance internal 
controls to maximize utilization of resources. These actions can well become 
the necessary financial strategies that will allow these cooperatives to attain 
financial sustainability in the long run.

Conclusion and Recommendations
The results of the analyses on the financial performance of the cooperatives 

over the past three years indicated lack of a specific structure that could have 
defined a sound financial management system. These analyses revealed the 
current financial condition of these cooperatives. They rationalized the poor 
decisions made by the management towards heavy investments in capital 
expenditures which were worsened by the long-term loan for land amortization.  
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The choice of financing sources which combined short- and long-term loans 
has made the cooperatives too dependent on external borrowings even way 
beyond their respective capacity. The case of DARBMUPCO and DARBCO 
highly exemplified this scenario.  This decision had created devastating impact 
on the financial operations of these cooperatives.  It had pushed the cooperatives 
beyond the desired limit in the debt-to-equity ratio, thereby, causing imbalances 
in their capital structures.  These cooperatives put themselves in a very high 
financial leverage position which carried a lot of risks. Specifically, the key 
areas affected by these risks covered liquidity and solvency which related to 
the ability of the cooperative to settle both current and long-term obligations.  
These risks could eventually cause bankruptcy of the subject cooperatives.

Many different financial strategies will work for a subject cooperatives. 
But some will work better than others, all things considered. By applying good 
theory and good analysis, a cooperative can select a strategy that will work well 
in practice (Barton 2008). The subject cooperatives can actually start off by 
applying the conceptual framework applied in the conduct of this study.  First 
and foremost, these cooperatives have to strengthen their technical capabilities 
and skills in financial management.  Hence, a continuing skills and financial 
management enhancement program should be implemented with a certain 
degree of urgency.  This will be necessary if they really intend to improve the 
key elements or critical inputs to establishing a sound financial management 
system. 

A continuing capability development strategy must be institutionalized to 
develop and strengthen the management skills and competencies particularly 
on the financial aspect (Figure 9). It should be geared towards developing 
specific approaches in managing the financial resources of the cooperatives. 
First, the management and staff must develop their capabilities to adopt a 
better balance sheet management approach. A cooperative must position and 
protect the business for short-run and long-run sustainability by adhering to 
the balance sheet management philosophy (Barton 2011). A better balance 
sheet management approach will enable the cooperatives to maintain a strong 
balance sheet that achieves the desired liquidity, solvency, and sound capital 
structure in relation to the profitability of the cooperative. This approach is 
expected to address the financial issues affecting investment and financing 
decisions which had also affected the liquidity, solvency, and capital structure 
of the cooperatives. In addition, the adoption of a better balance sheet 
management approach would enable the subject cooperatives to draw out 
specific financial strategies that will allow them to achieve overall financial 
objectives.  And lastly, it is imperative for the cooperatives to adopt a better 
net surplus distribution approach particularly involving the distribution and 
releases of interest on share capital and patronage refund.  This will be useful 
to support the balance sheet management approach.  In coming up with better 
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distribution strategy, it will enable the cooperative to focus on addressing 
financial concerns affecting its liquidity, solvency, and capital structure as well 
as profitability.  These are key financial areas that require better management in 
order to achieve financial sustainability in the long run.

On the part of other stakeholders that have significant influence in the 
affairs of the ARB cooperatives, the following recommendations should be 
seriously considered:

a) For the Cooperative Development Authority
1. Strengthen provision of training programs to the cooperatives 

covering core functional areas of management especially 
financial management by developing long-term and 
continuing skills development courses.

2. Implement more stringent reviews of the audited financial 
statements submitted by cooperatives.

3. Require cooperatives to institutionalize the adoption of 
financial reporting standards.

4. Impose stricter penalty to both the external auditor and the 
cooperative-auditee for improper financial reporting.

b) For creditors (banking and other financing institutions)
Implement stringent and honest-to-goodness review and 

assessment of the real financial condition and performance of the 
cooperatives as basis for extending appropriate financial assistance.

 Figure 1. Conceptual framework: an adaptation of the input-output model
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 Source:  Result of analysis of the cooperatives’ audited financial statements

Figure 2. Percentage of total PPE over TA

Source:  Analysis of Net surplus margin from 2009 to 2011 remained the same at 1.8% .

Figure 3. DARBCO implications of PPE investments to revenues and net surplus

Source:  Analysis of financial Statements for 2009-2011

Figure 4. Debt-to-equity ratio of AMSKARBEMCO, DARBCO and DARBMUPCO
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Source:  Analysis of Financial Statements for the years 2009-2011

Figure 5. Interest on share capital and patronage refunds per peso capital

Source:  Analysis of financial statements for 2009-2011

Figure 7. Level of receivables from members

Source:  Analysis of financial statements for 2009-2011

Figure 6. Level of share capital over total assets
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Source:  Analysis of financial statements for 2009-2011

Figure 8. Level of receivables from members over total assets

Figure 9. Framework for continuing capability development towards growth and 
sustainability: an adaptation of the input-output model 
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Table 1. PPE utilization performance indicators

Table 2. Long term loans and equity as a percentage of the total assets

Source:  Analysis of financial statements for 2009 -2011 
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Cooperative Finance in the Philippines:
Policies and Programs

Jovita M. Corpuz and Ferdinand L. Paguia                

 Abstract
In recognition of the importance of cooperatives as partners of 
the government and the private sector in providing financial 
services to farmers and fisherfolk, this paper discussed existing 
government policies and programs that facilitate access to 
financing of cooperatives that cater to farmers and fisherfolk.  
In particular, Republic Act 8435 or the Agriculture and 
Fisheries Modernization Act (AFMA) of 1997 and Republic 
Act 10000 or the Agri-Agra Reform Credit Act of 2009 
provide an enabling policy environment for rural finance.  
With these policies in place, the Department of Agriculture 
(DA) through its attached agencies such as the Agricultural 
Credit Policy Council (ACPC) together with the Land Bank 
of the Philippines and the Bangko Sentral ng Pilipinas 
(BSP) continues to develop and implement credit, capacity 
building, credit guarantee, and crop insurance programs for 
cooperatives. This paper also presented success stories and 
best practices of cooperatives and cooperative bank clients of 
ACPC and Land Bank. 

Key words:  cooperative finance, agricultural credit, AFMA,  
 Agri-Agra Reform Credit Act of 2009
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Introduction 

Cooperatives serve as an effective vehicle for providing much-needed 
financial services to small farmers and fisherfolk, most of whom are 
unable to access such services on their own, especially from the 

formal financial sector.  Cooperative financing is a means by which cooperatives 
could gain easier access to financial services. This is facilitated by the policies 
and programs developed by the government and the private sector. This paper 
discussed the following: role cooperatives play in food production in the midst 
of climate change, brief history of the Philippine cooperative movement, 
challenges cooperatives have to surmount, overview of the policy environment 
for cooperative financing, particularly for cooperatives and cooperative banks 
whose primary members and clients are small farmers and fisherfolk, existing 
credit, guarantee and insurance programs for cooperatives being implemented 
in the Philippines, success stories and best practices of some cooperatives and 
cooperative banks, and recommendations for improving access of cooperatives 
to finance and other support services.

Agricultural Cooperatives: Key to Feeding the World
In the advent of global warming and climate change, agriculture has been 

pushed into the forefront of national and global policy due to dire implications 
on food production worldwide. Historically, agriculture has had to compete with 
industrialization, the growing conversion of agricultural lands into commercial 
areas. New challenges include search for renewable sources of energy which 
found agricultural commodities such as corn and sugar as suitable alternatives, 
and climate change wreaking havoc on agricultural and food production systems 
that are already stretched to sustain the world’s population.

The answer is to strengthen the provision of support services such as 
irrigation, infrastructure, marketing, and finance to the agriculture sector.  
However, bringing these services from the government or private sector down 
to the farmers is not as easy as it may sound, particularly with regard to finance.  
This is where cooperatives play a critical role. In Philippine agriculture, 
cooperatives deliver services to marginalized farmers and fishers who otherwise 
will not be able to access such services on their own. Cooperatives represent 
the collective voice of the farmers which enable their needs and concerns to be 
heard and acted upon by the appropriate institutions. 

Our sentiments are mirrored globally as countries celebrate World Food 
Day on October 16, 2012 with the theme “Agricultural Cooperatives: Key to 
Feeding the World.” The theme has been chosen by the Food and Agriculture 
Organization (FAO) to highlight the role of cooperatives in improving food 
security and contributing to the eradication of hunger. Interest in cooperatives 
and rural organizations is also reflected in the decision of the United Nations 
General Assembly to designate 2012 as the “International Year of Cooperatives.”
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Brief History of the Philippine Cooperative Movement
The concept of cooperativism, called “bayanihan” in the country’s native 

dialect, is indigenous to the Philippine culture. Its grounding principles of self-
help and self-realization have been in practice even before the colonization of 
the country by the Spaniards. In fact, no less than the country’s national hero, 
Dr. Jose P. Rizal, initiated the formation of one of the earliest cooperatives – an 
agricultural marketing cooperative – in 1896. It took some time before the first 
rural credit cooperative was organized at the University of the Philippines in 
Los Baños in 1908 (Sibal no date).

Being primarily an agricultural economy then characterized by 
subsistence agriculture prior to foreign occupation and a feudal agricultural 
system afterwards, the first cooperatives in the country were understandably 
agriculture-based. Even then, the concerns being addressed by the formation 
of farmers’ cooperatives were related mostly to financing and marketing.  
Recognizing the important role cooperatives play in people empowerment 
and economic development, state-initiated cooperatives started to proliferate 
beginning in 1927 with the passage of the Cooperative Marketing Law. In 
particular, agricultural cooperatives increased significantly to meet the growing 
demand for food especially during the war era.   

Recently, Republic Act 9520 or the ‘Philippine Cooperative Code of 
2008’ was enacted into law on February 17, 2009 amending the ‘Philippine 
Cooperative Code of 1990.’ In general, the new law is expected to strengthen 
the capability of the thousands of cooperatives in the country and enable the 
system to contribute better to the country’s economic growth by providing 
better opportunities for cooperatives to offer more services to their members.  
The law also seeks to create a more conducive environment for the growth 
and development of cooperatives to encourage the private sector to undertake 
actual formation and organization of cooperatives.

Today, some of the better organized cooperative federations such as the 
National Confederation of Cooperatives (NATCCO) and the Cooperative 
Banks Federation of the Philippines (BANGKOOP) have emerged as a political 
force, having been able to secure seats in the Philippine Congress as party list 
representatives. Hence, they have become better-equipped in voicing out the 
concerns of the marginalized in society in the pursuit of cooperative goal of 
people empowerment. 

Challenges to Cooperatives in the Philippines 
In spite of the success achieved by some cooperatives and cooperative 

federations, many cooperatives in the country remain financially challenged.  
Majority of the cooperatives are composed of micro primary cooperatives with 
limited activity (e.g., production-centered) and membership-base.  As of 2012, 
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there are 22,133 cooperatives registered under the Cooperative Development 
Authority (CDA).  Almost 76% of these cooperatives are classified as micro, 
with assets of not more than PhP3.00 million or around US$73,000.00 (1 
US$=PhP41.1099 as of December 14, 2012) each.  About 16% are classified as 
small, 7% as medium, and only 2% as large. 

What does this mean? According to CDA, majority of these cooperatives 
could be considered prone to financial difficulties, and have little or no capacity 
to expand and meet the demands of their clientele (www.cda.gov.ph).  The 
challenge lies in strengthening the micro and small scale cooperatives.  In 
response, the government through the CDA has been espousing the merger of 
cooperatives to form better-organized and larger cooperatives with the capacity 
to access financing from banks or other formal sources, and avail themselves of 
other critical support services such as marketing, training and extension, and 
new production technologies.

For its part, the Department of Agriculture (DA), through the Agricultural 
Credit Policy Council (ACPC), has been advocating policies and developing 
programs that utilize cooperatives as providers of credit to small farmers and 
fisherfolk.

Policy Environment on Rural Finance
At present, there are three supporting policies that govern the provision 

of support services for rural financing. These are: a) Republic Act 8435 
(Agriculture and Fisheries Modernization Act or AFMA of 1997, b) the 
AMCFP and ACPC’s Role under the AFMA, and c) Republic Act 10000 or the 
Agri-Agra Reform Credit Act of 2009.  

Republic Act 8435: The Agriculture and Fisheries Modernization Act 
(AFMA) of 1997  
This law aims to transform agriculture into a productive and competitive 

sector to enable farmers and fisherfolk to meet the challenge of globalization.  
The AFMA has five major components:  a) production and marketing support 
services (include credit, irrigation, information and marketing support, 
other infrastructure, product standardization and safety); b) human resource 
development; c) research development and extension; d) rural non-farm 
employment; and e) trade and fiscal incentives. The Law recognizes that all these 
elements must be made available in a holistic fashion in order to successfully 
achieve agricultural profitability. 

With respect to agricultural and fisheries finance, the emphasis is on the 
proper management and utilization of agricultural credit. The Law espouses 
market-based policy principles that include the following:

1) Greater role of the private sector (including rural banks, cooperative 
rural banks, cooperatives, and NGOs) and  government financial 
institutions (GFIs) in the provision of financial services;
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2) Non-participation of government non-financial agencies (GNFAs) in 
the implementation of credit programs and focus instead on providing 
a conducive policy environment, critical support, and capability-
building services that would facilitate increased participation of the 
private sector in the provision of financial services;

3) Adoption of market-determined interest rates to ensure the recovery 
of lending costs, sustain the availability of credit funds, and enhance 
the outreach of financing assistance to the sector; and

4) Phase-out of all government directed credit programs (DCPs) on 
agriculture and collection/consolidation of remaining loanable funds 
and loan receivables into the Agro-Industry Modernization Credit and 
Financing Program (AMCFP).

The AMCFP and ACPC’s Role under the AFMA 
The AMCFP is the DA’s umbrella credit program for agriculture and 

fisheries.  It aims to provide an efficient, responsive, and sustainable credit 
delivery system for small farmers and fisherfolk.  The AMCFP provides 
financing for farm, off-farm, and non-farm income-generating projects of 
small farming households.  Basically, the whole supply chain of priority crops, 
livestock and poultry, and fisheries is covered by the AMCFP. 

There are currently two modes of credit delivery under the AMCFP, namely: 
(i) the wholesaler-retailer approach; and (ii) the depository scheme.  Through 
the “wholesaler-retailer” lending approach, ACPC partners with government 
financing institutions and financing institutions (FIs) which serve as AMCFP 
wholesalers.  Wholesalers lend to rural-based credit retailers composed of 
qualified private banks, farmer cooperatives, and NGOs.  These AMCFP credit 
retailers, in turn, grant loans to eligible small farmers and fisherfolk. 

Meanwhile, an innovation in credit delivery was introduced when the 
Cooperative Banks Agri-lending Program (CBAP) was launched in September 
2011.  This new program employs a depository mode of credit delivery wherein 
special time deposits (STDs) are placed directly in partner cooperative banks, 
eliminating the need for a wholesaler, resulting in lower interest rates to small 
farmers and fisherfolk. 

Resolution No. 1, Series of 1999 was issued by the ACPC Council which 
directed ACPC to serve as the oversight body of the AMCFP.  As program 
oversight, ACPC is tasked to steer program implementation, address policy 
issues, and monitor and evaluate fund utilization and overall program 
performance.  To equip itself with empirical data necessary for program 
evaluation and policy formulation, the ACPC undertakes related policy and 
action research studies. 

As provided for in the AFMA, all DCPs were to be terminated and 
replaced by the AMCFP as the umbrella credit program of the DA.  The AFMA 
provides for the infusion of new funds from the government in the amount 
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of PhP2.0 billion (US$48.70 million) for its first year of implementation in 
2003 and PhP1.7 billion (US$41.36 million) every year for the next six years 
thereafter.  As of 2012, these funds have not been provided.  To mobilize funds 
for the AMCFP, the ACPC was mandated to handle/administer the funds to 
be transferred from DCPs previously implemented by the government to the 
AMCFP.  Part of the function is to conduct a full inventory and accounting 
of all DCPs in agriculture and review their enabling laws/instruments.  The 
ACPC also exercises due diligence in ensuring that loans released under these 
DCPs are collected and that these funds are transferred to the AMCFP.  The 
primary objective is to ensure that the program is able to increase credit access 
of its intended beneficiaries, and that the loans released under AMCFP are 
returned to the program for sustainability.  Thus far, more than PhP1.5 billion 
(US$36.5 million) has been collected from terminated DCPs.  The amount was 
infused into various AMCFP lending facilities for relending to small farmers 
and fisherfolk.  

Under the AFMA, the ACPC continues to strengthen its twin roles of 
implementing institutional capacity building (ICB) activities for its partner 
rural financial institutions including cooperatives and farmer organizations; 
and designing and piloting innovative financing schemes (IFS) as mandated by 
RA 7607 or the Magna Carta for Small Farmers. 

Republic Act 10000: The Agri-Agra Reform Credit Act of 2009
Signed in February 23, 2010, this law is the amended version of Presidential 

Decree 717 or the “original” Agri-Agra Law.  Like its predecessor, RA 10000 
still requires banks to allocate 25% of their loan portfolio to agricultural and 
agrarian reform credit.  However, the modes of compliance have been further 
rationalized to eliminate those that are non-agricultural in nature and, at the 
same time, expand the types of agricultural-based loans that can be counted as 
compliance.  For instance, banks can now comply with the agri-agra lending 
quota via the following modes: (i) investment in the AMCFP, (ii) wholesale 
lending to non-bank rural financial institutions (NBRFIs) such as cooperatives 
and farmers’ organizations providing credit to small farmers and fishers, and 
(iii) purchase of agri-agra debt securities.  The complete list of alternative 
modes of compliance now deemed acceptable under RA 10000 is as follows: 

1) Loans or investments in activities identified under the AMCFP as 
enumerated in Section 23 of Chapter 3 on Credit of RA 8435; 

2) Loans for the construction and upgrading of agricultural infrastructure 
such as farm-to-market roads and post-harvest facilities; 

3) Rediscounting with universal banks and commercial banks of eligible 
papers covering agriculture, fisheries and agrarian reform credits, 
including loans covered by guarantees of the Quedancor and the 
Philippine Crop Insurance Corporation (PCIC); 
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4) Investment in shares of stock of Quedancor and PCIC; 
5) Investment in bonds issued by the Development Bank of the Philippines 

(DBP) and the Land Bank of the Philippines (Land Bank) provided that 
the proceeds from these bonds are used exclusively for lending to the 
agriculture, fisheries and agrarian reform sectors; and

6) Investment in preferred shares of stock of rural financial institutions 
(RFIs) like rural banks, cooperative banks, farmer’s cooperatives, 
cooperative insurance or mutual benefit associations or wholesale loans 
to RFIs accredited by the Bangko Sentral ng Pilipinas (BSP), provided 
that the credit facility be used exclusively for lending to the agriculture, 
fisheries, and agrarian reform sectors. 

Another new feature in the law is the increase in the sanctions and 
penalties for non-compliance and under-compliance by banks to the law.  RA 
10000 now requires an “erring” bank to pay an amount equivalent to 0.5% of 
the total amount of its non-compliance or under-compliance.  In the previous 
law, the fine was only PhP1,000 (US$24.30) to PhP30,000 (US$730.00) per 
day depending on the bank’s asset size, rate of compliance, and length of non-
compliance under PD 717.  Further, unlike the PD 717 provision that required 
all penalty collections to remain with the BSP, the amended agri-agra law 
allocates only 10% of the total penalty collections to the BSP.  This time, the 
bulk of penalty collections (90%) will form part of the credit guarantee and 
insurance funds of the AGFP and the PCIC. 

This development is a major policy breakthrough for the DA and the 
ACPC, which have long been advocating for the removal of alternative modes of 
compliance that do not directly benefit agriculture, and the expansion of the types 
of agricultural loans that can be considered as eligible compliance under the law. 

Existing Programs on Cooperative Financing
With the AFMA and the Agri-Agra Reform Credit Act providing an 

enabling environment for rural finance, the DA, Land Bank, and BSP are 
working in a concerted effort to develop and implement financing programs 
for cooperatives.  The DA is implementing credit, capacity building, credit 
guarantee, and crop insurance programs through its attached agencies.  Some 
micro insurance programs for cooperatives are also being implemented by the 
private sector.  The Land Bank is likewise implementing several credit programs 
for cooperatives.  On the other hand, the BSP has developed the credit surety 
fund (CSF) program to encourage lending to cooperatives. The following are 
brief descriptions of these financing programs:  

DA-ACPC Financing and Capacity Building Programs for Cooperatives
The DA, through the ACPC, is currently implementing the following credit 

programs under the AMCFP:  a) Cooperative Banks Agri-Lending Program 
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(CBAP), b) Cooperatives Agricultural Lending Program (CALP), and c) 
Agricultural Microfinance Program (AMP). A wholesale lending facility for 
cooperatives is also being developed by ACPC. Since it started in 2003, the 
AMCFP has so far generated almost PhP4.8 billion (US$116.80 million) in 
loans to 178,274 small farmer and fisherfolk borrowers. 

The ICB programs for cooperatives are also being implemented by ACPC 
in support of its credit programs.  The DA also has risk-mitigating mechanisms 
in place, namely: a) a guarantee facility, b) the Agricultural Guarantee Fund 
Pool (AGFP), and c) insurance programs being implemented by the PCIC. 

Cooperative Banks Agri-Lending Program (CBAP).  The CBAP was 
launched in September 2011 and is being implemented by ACPC in partnership 
with cooperative banks. CBAP aims to provide stable, low-cost funding 
support to cooperative banks that have demonstrated capacity to continually 
provide appropriate and incremental agricultural loans to small farmers 
and fisherfolk.  This program employs a ‘depository mode’ of credit delivery 
wherein special time deposits (STDs) are placed directly in partner cooperative 
banks, eliminating the need for a wholesaler, resulting in lower pass-on rates to 
small farmers and fisherfolk.  This support shall be in the form of STDs, which 
will have a one-year maturity with a maximum interest of 3% per annum.  The 
amount of STD placement is determined based on the absorptive capacity of 
the cooperative bank, which shall not exceed: a) 50% of the submitted loan 
budget for the cropping period(s) subject of funding support, b) 60% of actual 
average agricultural loan portfolio during the year preceding the application, 
and c) the allowable loan expansion limit computed as (Networth x 10) – (Risk 
Assets).  Meanwhile, eligible borrowers are charged pass-on rates of not more 
than 15% per annum, for either agricultural production or microfinance loans. 

With an initial funding of PhP400 million (US$9.73 million), CBAP 
is implemented in areas where participating cooperative banks operate.  
Priority commodities financed under the program are rice, corn, high value 
commercial crops, fishery, and other commodities prioritized by the DA.  As of 
September 30, 2012, PhP363.5 million (US$8.84 million) has been deposited 
in 12 cooperative bank partners.  Using their own funds to leverage CBAP 
deposits, these cooperative banks have been able to generate almost PhP899 
million (US$21.90 million) in loans to 6,825 farmer borrowers.

Cooperatives Agricultural Lending Program (CALP). Launched on June 
9, 2011, CALP is implemented by ACPC in partnership with the DBP.  CALP 
aims to strengthen the lending programs of cooperatives servicing small 
farmers and fishers.  DBP serves as the wholesaler lender and, as such, assumes 
full credit risk of the credit funds borrowed from ACPC which it re-lends to 
retailer-institutions composed of viable cooperatives.  DBP also evaluates and 
approves loan applications from retailers as well as repay back the CALP loan 
fund to ACPC as per agreed terms and conditions of the fund.  Loans availed 
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by the cooperative under the CALP shall be used for extending agricultural 
production loans or agricultural microfinance loans to small farmers and 
fisherfolk. As of December 2012, the credit line of the Sta. Cruz Development 
Cooperative amounting to PhP20 million (US$487,000.00) has been approved.  
About PhP4.7 million (US$114,300.00) in loans have been released to 159 
small farm and fishing households.    

Agricultural Microfinance Program (AMP). Launched in 2009, the 
AMP provides short-term loans for income-generating livelihood activities of 
small farming and fishing households. It is being implemented in partnership 
with the People’s Credit and Finance Corporation (PCFC) which lends to 
small farming and fishing households through its network of microfinance 
institutions (MFIs) composed of cooperatives, cooperative banks, rural banks, 
NGOs, and people’s organizations (POs). Interest rates on loans are market-
determined and repayment schedule is cash flow-based. As of December 2012, 
a total of PhP200 million (US$4.86 million) in AMCFP funds have been lent 
to PCFC.  As of September 30, 2012, PhP506 million (US$12.30) in loans have 
been released to 47,300 small farm and fishing households.

Wholesale Lending Facility for Cooperatives. Under the AMCFP, 
cooperatives generally participate as retailers, which re-lend to their farmer-
members funds that they borrowed from wholesaler banks. This set-up limits 
the outreach of the AMCFP to areas where banks are present and also increases 
the interest rate due to the lending channels that the credit fund goes through 
before reaching the farmer-borrowers. To extend outreach of the AMCFP 
particularly in areas where few or no banks operate, or are not willing to lend to 
farmers, ACPC has allocated PhP200 million (US$4.86 million) for wholesale 
lending by viable cooperatives that are capable of serving as lending conduits 
to the small farming sector who have limited or no access to formal borrowing. 
This program will likely be piloted early next year.

Institutional Capacity Building (ICBl). This program of ACPC assists 
farmer and fisherfolk cooperatives and organizations in improving their 
capabilities for delivering financial services to their members and links them to 
partner financial institutions of ACPC. Grant assistance is provided by ACPC 
to federations of cooperatives and NGOs which are capable of managing the 
ICB activities such as training and coaching or through outsourcing via training 
institutions, and state colleges and universities (SCUs) in the targeted areas.   

Agricultural Guarantee Fund Pool (AGFP). This is a joint program of the 
DA and Land Bank which was created by Presidential Administrative Order 
No. 225-A in May 2008.  The AO instructed government-owned and controlled 
corporations (GOCCs) and government financial institutions (GFIs) to 
contribute 5% of their 2007 surplus funds to a fund pool that would be utilized 
to guarantee loans of small farmers engaged in food production. Combined 
contributions of GOCCs and GFIs to AGFP amounted to PhP4.48 billion 
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(US$108.95 million). This includes PhP2.0 billion (US$48.64 million) from 
Malampaya revenues and PhP2.0 billion (US$48.64 million) from the proceeds 
of the value added tax (VAT) pursuant to AO 244 issued in October 2008.    

The AGFP provides 85% guarantee cover on agricultural loans granted by 
accredited private financing institutions (PFIs) and other lenders against all 
types of risks of non-repayment by farmer-borrowers except willful default 
or fraud. The objective is to encourage banks, cooperatives, and other loan 
providers to increase their financing to small agricultural borrowers for 
enhanced food production activities by lowering their risks in agricultural 
non-collateralized lending. 

The AGFP has been in operation since 2008 with seed fund of PhP4.48 
billion (US$108.95 million).  It targets to leverage this fund thrice and be able 
to guarantee loans of accredited financing institutions/lenders amounting to 
PhP13.45 billion (US$327.10 million). This is leveraging of up to three times 
the amount of AGFP capital authorized by the BSP since March 2012.  In 
previous years since its inception in 2008, BSP allowed leveraging of AGFP 
funds up to two times of its capital fund or up to PhP8.96 billion (US$217.90 
million). To date, the AGFP has provided guarantee cover to a total of PhP10.6 
billion (US$257.78 million) cumulative loans granted by 563 accredited lenders 
comprised of 72 private banks, 212 cooperatives, 32 farmers’ organizations, 
and 247 small and medium enterprises (SMEs). These loans were released to 
216,919 farmers.

PCIC Crop Insurance Programs. The agricultural insurance programs of 
the PCIC provide protection to agricultural producers against loss of crops, 
livestock, fisheries, and agricultural assets due to natural calamities, pests and 
diseases.  PCIC is implementing six insurance schemes, namely: a) rice and corn 
insurance; b) high value commercial crop insurance; c) non-crop agricultural 
assets such as warehouses, machineries, equipment, transport facilities, and 
other related infrastructures; d) livestock insurance; e) fisheries insurance; and 
f) term insurance power packages for the farmer and his family, comprised 
of one-year life insurance, accident insurance and loan repayment protection 
plan.  These insurance packages for agricultural stakeholders and producers 
were termed as the agricultural stakeholders and producers protection plan 
(ASP3), the accident and dismemberment security scheme (ADS2), and the 
loan repayment protection plan (LRP2).  The PCIC is also currently piloting 
weather index-based and area yield-based insurance programs in response to 
climate change. 

In 2011, PCIC funded more than PhP6.5 billion (US$158.07 million) 
worth of insurance, covering crops and agricultural properties of 186,868 
farmers.  Government premium subsidy for rice and corn insurance programs 
of PCIC increased by 60% from PhP114 million (US$2.77 million) in 2011 to 
PhP184 million (US$4.47 million) this year. For 2012, PCIC has a total budget 
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of PhP334 million (US$8.12 million) from which it expects to provide PhP10 
billion (US$243.2 million) worth of cover for all its insurance lines. 

Microinsurance for Cooperatives. Microinsurance has come a long way 
from being just a mere component of microfinance programs that borrowers 
are required to avail of.  It is now a necessary risk protection mechanism for the 
informal and low-income sectors against unforeseen and unfortunate events 
such as death, injury, illness, and loss of property that may adversely affect their 
livelihood, lives and families.  A national strategy and regulatory framework 
for micro-insurance is now in place to facilitate the participation of the private 
sector in providing microinsurance for the poor.

The two most recognized microinsurance providers for the cooperative 
sector are the Cooperative Life Insurance and Mutual Benefit Services 
(CLIMBS) and the Cooperative Insurance System of the Philippines (CISP).  
Operating since 1971, CLIMBS is a composite insurance cooperative owned by 
more than 2,000 cooperative primaries and federations all over the country.  As 
an insurance provider for cooperatives and its members, it provides a number 
of services which include life insurance, property insurance, and health care 
products.  On the other hand, CISP has been operating since 1974.  It is a 
national cooperative federation that offers life insurance products and services 
to members of cooperatives, farmers’ or workers’ organizations, trade unions, 
and other civic and professional organizations.  The CISP has more than 2,000 
cooperative members and over 700,000 individuals insured annually. 

Land Bank Financing Programs for Cooperatives  
Land Bank is a government financial institution that strikes a balance 

in fulfilling its social mandate of promoting countryside development while 
remaining financially viable. The profits derived from its commercial banking 
operations are used to finance the Bank’s developmental programs and 
initiatives.  Over the years, Land Bank has successfully managed this balancing 
act as evidenced by the continued expansion of its loan portfolio in favor of its 
priority sectors: the farmers and fisherfolk, small and medium enterprises and 
microenterprises, livelihood loans and agribusiness, agri-infrastructure and 
other agri- and environment-related projects, socialized housing, schools and 
hospitals.

In 2011, Land Bank has released, through 979 cooperatives and 367 
countryside financial institutions, PhP40.5 billion (US$984.93 million) in loans 
to small farmers and fisherfolk.  This amount is 25% higher than the PhP32.3 
billion (US$785.51 million) in 2010. More than 900,000 small farmers and 
fisherfolk benefited from the bank’s credit assistance. Loans for crop production 
increased by 17% to PhP20.9 billion (US$508.27 million) from PhP17.9 billion 
(US$435.32 million).  In particular, loan releases for palay production reached 
PhP15.5 billion (US$376.95 million) from P12.9 billion (US$313.72 million).  
Other economic activities financed by the bank include livestock, fishery 
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activities, agricultural services, fixed assets, and manufacturing.  The following 
are among the innovative financing programs for cooperatives of the Land 
Bank:

Lending window for cooperatives. Through this lending window, the 
following cooperatives may apply for loans: a) agricultural cooperatives 
composed of small farmers and fisherfolk; b) non-farmers or credit cooperatives 
composed of market vendors, employees, teachers, rural workers, etc.; and c) 
institutional/employees’ cooperatives and associations composed of regular/
permanent employees of the agency.

The following lending facilities are being offered depending on the loan 
purpose of the borrower: a) agricultural production loan (APL) - short/
medium/long term loans  for relending to cooperative members intended to 
finance crop production, livestock and poultry raising/breeding fishery and 
aquaculture projects, and other agri-aqua related projects, including cottage 
industries which utilize excess farm labor; b) working capital loan (WCL) - 
intended to finance cooperative activities requiring operating capital for the 
purchase of raw materials, processing and trading of inputs and/or finished 
products, and the operation of fixed assets; and c) rediscounting line (RL) to 
supplement the cooperative’s operating capital via rediscounting of promissory 
notes of its members.

Lending window for countryside financing institutions. One of the 
programs of the Land Bank for countryside financing institutions is a 
rediscounting facility. This program aims to augment the operating capital of 
eligible countryside financing institutions including rural banks, cooperative 
banks, and thrift banks. Loans eligible for rediscounting include, among others, 
loans to small farmers and fisherfolk, and small and medium enterprises (SMEs) 
for a) crop production, poultry, livestock, aquaculture and other agricultural 
production loans;  b) agri-based projects; and c) other income generating/
livelihood projects.

For loans to small farmers and fisherfolk, an amount up to PhP400,000.00 
(US$9,728.00) or to the extent of Land Bank’s allowable ceiling per hectare per 
crop multiplied by the number of hectares being applied for financial assistance 
will be granted. The maturity of the promissory notes shall coincide with the 
credit term of the project financed but not to exceed one year.  However, 
rediscounted promissory notes of projects whose cycle exceeds one year but 
not exceeding two years may also be accepted. 

Accelerating Change in the Countryside through Equity Sharing Strategy 
(ACCESS). This program aims to catalyze countryside development by 
promoting livelihood and rural employment, and by priming up local agri-
related and off-farm economic projects to raise productivity and income in 
priority areas of the country.  Through the program, Land Bank provides equity 
investment to augment the financial strength of cooperatives, self-help groups, 
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local government units (LGUs), and other rural economic entities to engage in 
new economic ventures or expand existing economic projects through pooling 
of resources. LBP equity investment shall neither exceed PhP20 million nor 
35% of the total subscribed capital stock in a single enterprise, whichever is 
lower.  Land Bank will gradually recover its equity investment for over a period 
of time depending on the projected cash flow of the economic projects but 
not to exceed 15 years. If necessary, a professional management team will be 
provided to assist in project planning, implementation, and monitoring to 
ensure profitability and sustainability. To ensure operational cost-effectiveness 
and efficiency of the new economic entity, the program shall also promote and 
facilitate the transfer of appropriate technology and marketing assistance to 
partner organizations.

Total Development Options – Unified Land Bank Approach to 
Development (TODO UNLAD) Program. This is Land Bank’s flagship 
program for countryside development. Through its various lending programs 
and support services, TODO UNLAD links cooperatives, LGUs, private 
corporations/small and medium enterprises, and NGOs in specific areas 
around an integrated development project.

TODO UNLAD moves away from piecemeal efforts in developing an area.  
Instead, it extends loans and other support services to all key players in a pre-
identified area to ensure that all efforts lead to an integrated area development.  
The program aims to achieve countryside development by linking producers to 
markets and processors, and strengthening cooperatives and LGUs.  Specifically, 
it hopes to increase agricultural productivity, improve basic infrastructure, and 
eventually pave the way towards rural industrialization and to transfer partially 
or wholly, the ownership and management of productive assets to cooperatives.

Development Advocacy Program (DEVAD). The DEVAD is a new lending 
modality for cooperatives, SMEs, NGOs, and other agri-business entities 
which veers away from the rigors of traditional lending.  It banks on the 
strength of market contracts, purchase orders, receivables, and other credit 
enhancements. Under this facility, the following loan accounts are eligible for 
financing: a) accounts that do not qualify under the bank’s regular lending 
criteria (except character) or without collateral but with viable projects and 
established/confirmed markets; b) accounts that make use of non-traditional 
lending modalities (e.g., receivables financing, purchase order financing); and 
c) accounts that make use of credit enhancement instruments (e.g., marketing 
agreement, guarantee covers). 

Food Supply Chain Program.  Launched on October 04, 2010, this is a joint 
program of the Land Bank, DA, and Department of Finance.  It supports the 
national government’s thrusts of attaining food self-sufficiency and increasing 
agricultural productivity.  It aims to increase farmers’ income by providing 
necessary financial and technical support along the value-added chain of a 
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commodity or industry. Land Bank has initially allocated PhP50 billion for 
the program, and will add depending on the demand, particularly to support 
the financial requirements for crop, livestock and fishery production, working 
capital and acquisition of processing and other fixed assets that are needed to 
increase agricultural productivity and improve efficiency in the food system.

The program is designed to provide:  a) credit assistance to key players 
in the food system such as agricultural producers (farmer cooperatives and 
organizations), service providers, processors and various market players; b) 
market linkages between agricultural producers and processors; and c) capacity 
building support to strengthen farmers’ organizations and enable them to meet 
product requirements of anchor firms.  For their part, anchor firms are expected 
to buy the produce of participating cooperatives and farmers organizations, 
and provide technical assistance to improve productivity and product quality.

BSP Credit Surety Fund (CSF) for Cooperatives 
The CSF is a credit enhancement scheme developed by the BSP to increase 

the credit worthiness of micro, small and medium enterprises (MSMEs) which 
are experiencing difficulty in obtaining loans from banks for the expansion of 
their business due to lack of acceptable collateral, credit knowledge, and credit 
track record. Each CSF is province or city-based and is funded out of capital 
contributions from cooperatives, LGUs, and other donors.  The CSF is used to 
secure the loans of MSMEs from banks in lieu of the usual collaterals required 
by banks.

While the DA’s AGFP primarily covers loans intended for food production, 
the CSF covers all income-generating activities of SMEs including agribusiness 
loans. The CSF provides guarantee cover for 80% to 100% of loans based on 
outstanding balance, i.e., diminishing balance equals increasing surety cover.  
A surety fee of 2%-5% is charged depending on available collateral security of 
the borrower, i.e., 2% with REM, 3% with chattel mortgage, 4% with stock-in-
trade, and 5% if totally unsecured.  Each CSF is managed at the provincial level 
by oversight committees composed of representatives of all fund contributors, 
e.g., cooperatives, LGUs, and other donors. To date, 20 CSFs have been 
established in 16 provinces nationwide.

Success Stories: Cooperativism at its Best
Every year, Land Bank awards the Gawad sa Pinakatanging Kooperatiba 

(Award to the Best Cooperative) or Gawad PITAK to the country’s most 
outstanding cooperatives to reward exemplary performance. Through Gawad 
Pitak, Land Bank honors the achievements of cooperatives and serves to inspire 
other fledgling cooperatives to replicate their success.  A Hall of Fame award is 
given to a cooperative that has already won a grand prize, as well as a second or 
third prize in previous Gawad PITAK searches.
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A very special award called the Ginintuang Gawad PITAK (Golden 
Award), is given to the crème of the crop, the best agri-based cooperative 
among the Gawad PITAK Hall of Fame awardees.  The Ginintuang Gawad 
PITAK encourages Hall of Famers to build on their successes by improving 
even further on their performance. The following are two examples of a highly 
successful cooperative and cooperative bank which are recipients of the much 
coveted Ginintuang Gawad PITAK Award.

LAMAC Multipurpose Cooperative
Little would anyone expect that this cooperative, which traces its humble 

beginnings to a far-flung and little-known barangay in Cebu called Lamac 
would soon grow to be a super cooperative with PhP570 million (US$13.87 
million) worth of assets, a 51,000-strong membership, and 18 branches, 
enough to merit the prestigious Ginintuang Gawad PITAK of Land Bank with 
a prize of PhP1.0 million (US$24,319) in fixed assets, further adding to its 
considerable list of assets which already include a three-story building/office, 
bakery, pharmacy, rice, corn mill, water refilling station, a grocery store, and a 
famous resort.  In 1973, the Lamac Multipurpose Cooperative started with 70 
farmer members and capital build-up of only PhP3,500.00 (US$ 85.00) to start 
a store that could provide the basic needs of the members’ families.

So how did they do it?  Ms. Elena Limocon, general manager of the 
cooperative, reveals the guiding principles behind their success (Licera 2011), 
namely:

1) Understanding and alignment to the Cooperative’s Vision and Mission 
– with emphasis on an in-depth understanding of the vision and 
mission and strict adherence by everyone from the members  to the 
management and the leadership;

2) Leadership by example – with the cooperative’s leaders and managers 
possessing business acumen and an openness to new ideas and 
learnings, the cooperative has been able to serve as an example and 
provide new livelihood opportunities for its members; 

3) Sound and effective management – management provides structure and 
system for the organization to follow. Through proper management, 
everyone working for the organization receives due compensation.  
Perhaps unique to this particular cooperative is a management system 
rooted in unselfishness and grounded in the true spirit of cooperativism 
as during the first 18 years of the cooperative, everyone worked for free;

4) Transparent governance – to avoid nepotism and favoritism, 
transparency is strictly practiced, which is the essential building block 
for creating trust between the members and management.  It has been 
a tradition of Lamac to show financial statements, status of operations, 
and plans to its members on an annual basis or whenever they are 
asked for;
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5) Dynamic, active and empowered membership – membership fuels 
the cooperative’s existence. Knowledge about the cooperative and its 
operations is critical in ensuring membership participation in initiated 
activities.  Membership strength can be attributed to the cooperative’s 
well-organized and planned incentive programs, services offered, and 
livelihood opportunities provided; and  

6) Entrepreneurial spirit – seeing problems as opportunities is the key to 
Lamac’s growth. Everyone from the leaders to the members were trained 
to spot opportunities, i.e., finding the means to build roads when there 
aren’t any; or establishing their own rice and corn mills instead of renting.  

Pondering the list, there does not seem to be any secret to Lamac’s success.  If 
there is indeed any secret, perhaps it lies in the extent to which the members of the 
cooperative are willing or dedicated enough to follow or live by these principles.

Cooperative Bank of Misamis Oriental
The Cooperative Bank of Misamis Oriental has long been a staunch partner 

of ACPC and is currently one of its partner banks under the Cooperative 
Banks Agri-lending Program. The cooperative bank was likewise awarded the 
Ginintuang Gawad Pitak by Land Bank for the cooperative rural bank category 
in 2010 wherein the bank received a prize of PhP500,000 worth of fixed assets.

The bank was formed in 1979 with an initial paid up capital of only 
PhP576,087.53 (US$14,010.00) with 268 Cooperatives and Samahang Nayons as 
member-incorporators.  Its goal is to provide efficient, responsive, and innovative 
financial and technical services to its members and contribute to the socio-
economic development of the entire Mindanao. 

Barely a year after its formation, it was awarded the “Most Outstanding 
Cooperative Bank” by the BSP.  In May 1996, its first branch was opened and 
since then a total of 10 branches have been opened – six branches in the province 
of Misamis Oriental and four branches outside of the province but within 
Mindanao.  This has earned them the distinction of being the biggest cooperative 
bank in the country in terms of area covered and client-based reach.

From 1998 to 2006, the bank was a consistent awardee of the Gawad Pitak by 
Land Bank.  It was elevated to the Gawad Pitak Hall of Fame award in 2007 and 
finally earned the pinnacle of distinctions with the conferment of the Ginintuang 
Gawad Pitak in 2010. 

According to the bank, there is likewise no great secret to their success 
other than their strong desire, determination, and commitment to uphold the 
guiding principles by which their bank was established – cooperation, honesty, 
integrity, professionalism, and social responsibility. Right now, the driving force 
behind the bank’s aspiration to reach even greater heights is its vision of a) 
becoming a billionaire bank, a premier investment banker and wholesaler, b) 
transformation into the ‘Cooperative Bank of Mindanao’, and c) establishing a 
Foundation that will manage the bank’s social responsibilities. The foundation 
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will be the bank’s expression of generosity in “sharing its blessings” with their 
less fortunate countrymen. It shall be responsible for the management of its 
microfinance operations, community development undertakings, and other 
social responsibility endeavors. Placing equal importance to social responsibility 
among the bank’s other functions and, in the process, earning the trust, dedication, 
and commitment to the banks of its members and the community, is perhaps the 
key to the bank’s success.

Summary, Conclusion and Recommendations
The AFMA of 1997 and the Revised Agri-Agra Reform Credit Act in 2009 

paved the way for a conducive policy environment for rural and agricultural 
finance. In particular, market-based financing espoused by the AFMA and the 
subsequent creation of the AMCFP facilitated greater participation of the private 
sector, which includes cooperatives, cooperative banks, rural banks, and NGOs 
in the provision of financial services for farmers and fisherfolk.   Government 
non-financial agencies (GNFAs) were no longer allowed to lend but were instead 
directed to focus on providing an enabling policy environment, critical support, 
and capability-building services that would facilitate increased participation 
of the private sector in the provision of financial services.  Market-determined 
interest rates were adopted to ensure the recovery of lending costs to sustain the 
availability of credit funds.

The Agri-Agra Reform Credit Act of 2009 is expected to result in increased 
lending by banks for agriculture and agrarian reform-related projects as modes 
of compliance have been rationalized to eliminate those that are non-agricultural 
in nature and expand the types of agricultural-based loans that can be counted as 
compliance. These include, among others, investment in the AMCFP, wholesale 
lending to non-bank RFIs such as cooperatives and farmer organizations 
providing credit to small farmers and fishers, and purchase of agri-agra debt 
securities.

With these laws providing the policy framework, the DA, Land Bank, BSP, 
and other concerned government agencies are working in a concerted effort 
to develop and implement financing programs for cooperatives which include 
credit, capacity building, credit guarantee, and crop insurance programs.  For 
agricultural cooperatives or cooperatives that provide services to farmers and 
fisherfolk, the following specific interventions are recommended: a) increase 
membership and capital base of cooperatives; b) provide opportunities for 
production-driven cooperatives to evolve into cooperatives engaged in agro-
industrial activities such as processing; and c) provide support and incentives for 
the formation of micro and small cooperatives into bigger primary cooperatives, 
and eventually into secondary and tertiary cooperative federations. 

The DA is currently working on these interventions through the holistic 
provision of support services which include credit, capacity building, marketing, 
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irrigation, infrastructure, and farm facilities, machineries, and equipment.  
As for the ACPC, there is a need to expand its capacity building and credit 
programs for cooperatives for a bigger outreach.  Nonetheless, even with the 
full support of the government, the success of a cooperative will be short-
lived unless it is imbued with the same guiding principles that have propelled 
the Lamac Multipurpose Cooperative and the Cooperative Bank of Misamis 
Oriental to greater heights – cooperation, honesty, integrity, professionalism, 
and social responsibility – and the extent to which the cooperative is willing to 
live by these principles. Only then can the cooperatives realize their potential 
as a vehicle for people empowerment and economic development.
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Marketing for Trust:
A Case of Marketing Small-Balance Deposits

by the Cooperative Bank of Benguet, Philippines

Gerry T. Lab-oyan

 Abstract
Majority of community-based organizations in the Philippine 
is considered “poor” and are expected to have small savings 
finds.  The combined small savings of these entities are 
potentially huge but they remain an under-explored market. 
Recently, the microfinance industry has been focusing more 
on micro-savings, the so called other-half of microfinance.  
Seeing promise in this niche market, the Cooperative Bank 
of Benguet (CBB) pioneered the Marketing for Trust Model 
(MFTM) to sell its small-balance savings services.  The model 
has five features: (1) segmented promotion to sell savings 
services to poor and non-poor members of the community, 
(2) intentional community involvement, (3) simple product 
design, (4) uncommon development initiatives, and (5) 
exemplify values of cooperative solidarity.  MFTM resulted 
in a savings mobilization performance for Cooperative Bank 
of Benguet that was better than the average for cooperative 
banking in the Philippines.  This shows that targeting the small 
savers can generate significant volumes of stable savings that 
can fund development initiatives of cooperatives that benefit 
not only their members but the community as well.

Keywords:  cooperatives, microfinance, micro-savings,
 small-savers



397

Cooperative Finance and Policy Directions: 438-449

Introduction

Majority of community-based organizations in the Philippines 
are considered “poor” or aptly called people with “small means” 
and are expected to afford only small savings.  When combined, 

these small savings can become huge but their market potential is still not fully 
explored.  The microfinance industry has recently begun focusing on micro-
savings, the so-called other-half of microfinance.  Some observant regulated 
financial institutions like the Cooperative Bank of Benguet have become 
interested in this market as well. 

The challenge of attracting a large volume of small deposits requires a 
multifaceted approach to be able to build the trust of the target depositors.  
Aware of this requirement, the Cooperative Bank of Benguet (CBB) developed 
the Marketing for Trust Model (MFTM) to reach the vast market of small-
balance savers. 

Five Features of the Marketing for Trust Model (MFTM) 
1) Segregated Promotion to Sell Savings Services to Poor and Non-poor 

Members of the Community
To maintain a good mix of large-balance deposits from “non-poor” savers 

and small-balance deposits from “poor savers”, the CBB has adopted different 
sales policies for both groups which are tailored to their preferences. 

Non-poor savers respond to a more sophisticated advertisement, high 
profile publicity, and personalized services like the giving of special tokens, 
sending of thank you notes, greetings on special occasions, and personal 
visits by a person in authority from the Cooperative Bank. While this type of 
marketing is the key in attracting large-balance deposits, it is not cost-effective 
for attracting small-balance deposits. 

CBB’s experience shows that small-balance savers tend to place greater 
value on the cooperative bank’s community relations and a basic level of service 
from the frontline staff.  A feedback gathered by the cooperative bank from 
low income groups cites “unfriendliness” of frontline staff of other financial 
institutions as a reason for not patronizing banks.  Given this information, the 
cooperative bank requires its frontline staff to be able to speak at least one of 
the lingua-franca of the community.  They are trained to approach and initiate 
conversation with any client entering the office. The manner of dressing should 
be “modest”, i.e., no high miniskirt, transparent apparel or one that bares more 
skin than necessary, and not fancy which is more acceptable to the larger 
members of the community.  

Another observation on low income groups is that most of them are 
radio listeners.  In spite of prevalence of television (cable or satellite TV), the 
radio is apparently still the preferred source of information. CBB sponsors 
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“soft” advertisements on a popular local radio, i.e., not pre-recorded message 
but live airing from radio announcer using varying message format.  In this 
soft advertising, the Cooperative Bank provides the local radio station with 
information that it considers interesting to the targeted low-income groups 
and the radio announcer is commissioned to present this information in a way 
that is appealing to these listeners.  Soft advertisement is less costly than regular 
radio commercial spots that contain pre-recorded advertisements and require 
the services of advertising agencies.     

2)  Intentional Community Involvement
A newspaper article entitled “Benguet farmers’ co-op bank bats for quality 

labeling” depicts CBB’s push for marketing initiatives that are aimed at making 
vegetable farmers’ products more competitive (Carino 2007).  This pertains 
to vegetables coming from Benguet that will be “marked with a quality seal” 
after undergoing a good agricultural practice of pre-and postharvest handling, 
subjecting them to rigid standards of sanitation that cleanse unwanted micro-
organisms such as E. coli and Salmonella, and proper packing system according 
to the recommendation of Mr. Gerry Lab-oyan, the President of the New 
Benguet Provincial Chamber of Commerce and Industry.  Since the fad now 
for the food business is to promote health and wellness, quality labeling will 
become the vegetable farmers’ competitive edge.  The labels will contain the 
information that vegetables come from Benguet, which then will minimize 
the wrong “branding” of vegetables coming from the lowlands as highland 
vegetables.  This is just one example of making the cooperative institution 
visible.

The high visibility of cooperatives in community activities projects an 
institutional image of being part of the community and concern to contribute 
to its long term development.  This involvement breaks the perception that 
cooperatives care only for themselves (or members only) and increases 
confidence of small savers in the community to entrust their hardly earned 
money to cooperative institutions. 

In exercising its institutional social responsibility, CBB intentionally 
involves itself to the following community activities:

a) Provision of non-banking services such as providing regular trainings 
to both non-cooperatives and cooperative organizations through 
partnership with the Community Based Business Cooperation 
Foundation, Inc.;

b) In partnership with a pro-farmers party-list, scholarships are offered 
to deserving students enrolled in state colleges/universities and whose 
parents are small farmers;

c) Voluntary involvement in development-oriented planning bodies 
such as local development councils, tourism councils, and research 
consortia; and 
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d) Participation in local commerce and tourism promotional activities 
such as trade fairs, flower festivals, and indigenous/cultural activities.

3) Simple Product Design
The target market comprising of “poor” savers who are not used to banking, 

need simple and easily-understood financial products.  Hence, CBB offered 
only two types of deposit products with simple design.  These are: (1) passbook 
savings deposits (liquid) product and (2) passbook term deposits (semi-liquid) 
product. 

The passbook savings deposit product has the following simple design:
	 Minimum amount to open an account = PhP100.00 or about 

US$42.00
	 Minimum maintaining balance without penalty = PhP100 or 

about US$42.00
	 Minimum balance amount to earn interest = PhP500.00 or about 

US$11.90 
	 Maximum duration for non-movement of deposit account that 

incurs penalty is two years

The term deposit product has the following design:
	 Minimum amount to open an account = PhP1,000.00 or about 

US$23.80 (exchange rate of PhP42.00 = US$1.00)
	 Minimum placement terms = 30 days
	 Automatic renewal if not withdrawn on maturity date
	 Allows pre-termination with penalty clause (interest rate will be 

computed based on passbook savings interest rate per annum)
	 Interest rate offered is based on a Cone-Shaped Model

The Term Deposit Rate CBB model is cone-shaped (Chart 1).  Under CBB’s 
MFT model, the interest rate offered is determined by how much amount to 
be invested and the term (maturity) choice by the saver.  In addition, there is 
a certain level of deposit placement per maturity term that offers the highest 
earnings, after which the earning decreases.  For example, at 30 days maturity 
term, the amounts of placement that earn the highest interest rate of 4.00% per 
annum are those falling within PhP600,000.00 to PhP700,000.00.  Thereafter, 
deposit placement from Ph 800,000.00 and above earns 3.75% per annum and 
lower. 

However, the model also provides further option for the saver who has 
PhP800,000.00 (US$19,048) or more to invest to earn more than 4.00% per 
annum by opting for another term or maturity duration of his/her deposit 
placement.  Example,  a saver who has PhP900,000.00  (US$ 21,429) may still 
earn more than 4.00% per annum by placing it under 180 day-term which 
earns 4.75% per annum or under 365 day-term which earns 5.75% per annum. 
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Although the model provides more options for the saver in terms of 
placement amount and maturity duration choices, the normal behavior of 
savers is to limit the deposit placement under the range which earns the highest 
even though they have much higher available amount to be invested. This leads 
to a more widespread term deposit savers resulting to a more stable deposit base 
and poses less liquidity risk to the cooperative institution. Except probably for 
a few (who are willing to park larger term deposit placement due to confidence 
with the leadership developed through long years of acquaintance), the model 
tends to discourage those who wish to park a very large amount of term deposit 
placement and demand the highest earning but pose greater liquidity risk to 
the cooperative institution. This is the advantage of the CBB model compared 
with the traditional model. 

The Term Deposit Rate CBB model was developed based on the analysis of 
both transaction costs and liquidity risks associated with the size category of 
term deposit placements (Table 1).

The Traditional model adopted by other cooperative banks and rural banks 
is linear (shown on Chart 2). Hence, it is aptly described in this paper as Term 
Deposit Rate Linear model.

Under the Traditional Linear model, the interest rate offered to term 
deposit savers is primarily determined by the amount a saver is willing to 
invest. The interest rate maybe adjusted to a higher percentage if the saver 
wants a longer term but the start of interest rate negotiation is the size of the 
investment.  For example, Saver A has PhP4,000,000.00 for investment for a 30 
day-term while Saver B has PhP100,000.00 for investment for 365 day-term. 
Chances are, Saver A will be offered higher interest rate but with shorter term 
than Saver B which is offered longer term due to the large discrepancy in terms 
of investment (deposit) size. The CBB Term Deposit Rate Linear model is based 
on the analysis of transaction costs.  Larger term deposit placement has lower 
transaction costs as compared to smaller term deposit placement and therefore 
can be offered a higher interest rate.

4) Uncommon Development Initiatives
Another newspaper article cited CBB’s unofficial motto: “We take care of 

the geese that lay the golden eggs” in describing its cooperative banking services 
(Madarang 2011).  The “geese” refers to the cooperative entrepreneurs, farmers, 
and the small- and medium-sized entrepreneurs who make up the majority 
of the cooperative bank clients. Still, CBB is not concerned only with how to 
stay ahead in the competition but also how to be relevant to the community.  
Hence, CBB started various development initiatives which may be considered 
“uncommon” because at the onset, the initiative is not popular, not the priority 
or considered not yet worthy. CBB’s various initiatives are not expected to reap 
returns immediately, but the returns on investments on the environmental 
and other initiatives related to climate change mitigation will eventually come 
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in the form of healthier communities and stable client base for CBB.   These 
“uncommon” initiatives are:

Initiative to support organic agriculture development in the Cordillera. 
The first ever Cordillera Regional Organic Agriculture Congress in the 

country held on January 13-14, 2006 was a cooperative-led initiative supported 
by CBB in partnership with Benguet State University (BSU) under the watch 
of immediate past University President Rogelio Colting. This cooperative-led 
initiative brought together farmers, government officials, educators, medical 
practitioners, and other stakeholders alike into something unusual as they 
discussed organic agriculture and promote organic farming as a way of life. 

Initiative to support rediscovering Cordillera Culture through Ethnic 
Food Menu Improvement. Another initiative of CBB is promoting and helping 
local folks rediscover their own culture, particularly the vanishing indigenous 
food and cuisine. As an institution owned and managed by the indigenous 
people, a cooperative bank leader said that the food recipes of their forebears 
were all natural and diverse, and what people consume ultimately affects the 
environment. CBB’s efforts at motivating local folks to go natural like their 
ancestors is actually promoting organic and diversified farming, which is an 
alternative to synthetic chemical inputs highly dependent  mono-crop farming. 
CBB has been collaborating with the local government units and other non-
government stakeholders in positioning “Ethnic Food” as part of local festival 
activities, e.g., “Adivay Festival” of the provincial government. The present 
challenge lies on the manner that indigenous food is presented and served that 
needs improvement to conform with the contemporary preferences.

Initiative to support Arabica coffee industry in the Cordillera, Philippines. 
Cognizant of the relationship between ecology and agriculture-based livelihood, 
CBB has embarked on promoting diversification of the vegetable mono-crop 
gardening system to include agro-forestry. One such approach is integrating 
Arabica coffee with pine trees and with fruit bearing trees such as avocado, 
lemon, and other citrus crops that can grow in high altitude. Arabica coffee 
trees need only 25% sunlight so these can grow with taller trees like pine trees, 
alnus trees, and fruit bearing trees. Moreover, Arabica coffee only grows in high 
elevation areas of the country most of which are found in the mountainous 
Cordillera provinces. This is a comparative advantage of the Cordilleras. 

The cooperatives whose members are coffee drinkers are expected to be 
the forerunner of reviving the once neglected Arabica coffee industry.  As one 
of the secondary cooperatives in the Cordillera Region, CBB extended support 
to the organization of different municipal and provincial coffee councils to 
drumbeat the revival of the Arabica coffee industry. 

To protect and sustain the few surviving Arabica coffee genetic material, 
CBB also supported the organization of Benguet Organic Coffee Enterprise 
Limited, Inc., a homegrown “guardians of the century old Arabica coffee trees”.  
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An Arabica coffee planted by one member of the rebel group “Insurectos” 
against the Spanish conquistadores estimated to be more than 120 years old 
is still bearing coffee berries. There are other century old Arabica coffee trees 
in some municipalities of Benguet that are still bearing coffee berries. This 
reveals that these surviving Arabica coffee trees have genetic make-up that are 
resistant to coffee pests and diseases; hence, a good source of planting materials 
for those who want to venture in Arabica coffee-based farming systems.

Living up to the values of cooperative solidarity. Putting into practice 
the values of cooperative solidarity, CBB is the usual co-sponsor for 
local cooperative activities like cooperative month celebrations, fora and 
conferences, and consultation gatherings. It also embarked on supporting 
initiatives for the formation of higher level of cooperation by the primary and 
secondary cooperatives, i.e., federation formation, provincial and regional 
union formation, as well as supporting national federation and union by way 
of remitting directly the portion of its cooperative education and training fund 
to these bodies. 

Results and Discussion
Through the Marketing for Trust Model, CBB achieved the following:
Sustained trend of higher proportion of  passbook savings product 

compared to term deposits products. Chart 3 shows that CBB sustained a six-
year deposit mix trend of higher volume passbook savings than term deposits. 
CBB’s deposit mix trend contrasted with that of the cooperative bank industry 
for the same period (Chart 4).  The cooperative bank industry has a higher 
volume of term deposits than passbook savings.  This means that the cooperative 
bank system, on the average, attracts more of the costlier term deposits than 
the less costly passbook savings while CBB with its model attracts more of the 
less costly passbook savings. 

Sustained relatively stable deposit base.  CBB was able to register a 62.1% 
of total deposits coming from 17,635 accounts with an average of PhP6,972 per 
account and from 771 accounts with an average of PhP185,590 per account as 
of December 31, 2010 (Table 2).  This means that the deposit accounts have 
larger base making it a relatively stable source of funding. 

Lower cost of fund as compared to the cooperative banking system. 
Deposits are still the major source of funds for cooperative banks.  A good 
mix of deposits with a higher proportion of passbook savings deposits has 
than term deposits results in lower cost of funds.  Table 3 shows that CBB 
registered a lower cost of funds than the entire cooperative banking system in 
the Philippines (Table 4). 
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Recommendations
It is recommended that cooperative banks and other cooperative financial 

institutions explore the new market of small savers to generate significant 
volume of stable savings that can fund development initiatives of cooperatives 
that benefit not only their members but the community as well.
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Chart 3. CBB Deposit Mix & Trend

Chart 2. Term Deposit Rate Traditional Model
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Chart 4. Cooperative Bank Industry Deposit Mix and Trend

Table 1.  Summary of CBB’s analysis on transaction costs and liquidity risks per size of deposits, 
Benguet, 2012

Table 2. Number of CBB accounts and value per category of deposits as of December 31, 2010
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Table 3.  Earning-asset yield, funding cost and interest spread of CBB covering the years 2008 
to 2010

Table 4.  Earning-asset yield, funding cost and interest spread of cooperative banking industry 
covering the years 2008-2010

Source: Bangko Sentral ng Pilipinas
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Credit Union Cooperative:
Role on Poverty Reduction and  

Strengthen Community Network-Thailand

Pornprapa Sakulsaeng

 Abstract
Poverty in Thailand has been prevalent in the rural areas.The 
villagers have long suffered from chronic debt and lack of 
funds for agricultural production.  This problem is exacerbated 
by the fact that commercial banks do not provide meaningful 
services to fulfill the needs of rural poor. This research 
determined the role of credit union in livelihood recovery and 
strengthening community credit networks in Thailand. It is 
apparent that the establishment of credit union cooperative 
played important role in reducing poverty and strengthened 
people’s participation in social activity. The establishment 
of credit union cooperative took place in a sub-district level 
that was convenient for members to access their service.  
Moreover, the key factor of successful credit union was the 
supportfrom the Credit Union League of Thailand (CULT). 
CULT has facilitated the educational and welfare support 
to credit union cooperatives and/or credit union groups. At 
present, credit unions with participation of members and 
support from CULT have increased membership, network 
activity, and improved financial status. Results of the survey of 
credit union cooperatives and/or credit union groups showed 
satisfaction in both financial and welfare services from CULT.

Keywords:  credit union cooperatives, CULT, livelihood
 recovery, community credit networks 
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Introduction 
In Thailand, the government and other agencies have so far recognized the 

necessity of improving financial access and poverty alleviation in rural areas. 
This is simply because the majority of the poor live in the rural areas (Jitsuchon 
1989). Since the establishment of the first agricultural cooperative initiated by 
the government in 1915 (Fsct 2010), thousands of cooperatives including credit 
union cooperatives and their branches have appeared throughout the country.  
The major purpose of credit union financial services is to provide low interest 
credit and some technical aid to borrowers.  These include risk management, 
debt repayment, and financial management in client’s household.  It can be 
a great instrument for lowering production costs and increasing product 
diversification of farmers/entrepreneurs to make. With this system, savings 
mobilization and other services such as insurance and marketing are scaling 
up due to improving household economy.  Such services will avoid the high 
credit charges from moneylenders.  The credit union cooperative was set up to 
improve the financial system and network of Thailand. 

Objectives of the Study 
This research examined credit union financial services and their impact 

on  rural households, communities, and well-being. The following specific 
objectives were formulated to give proper direction to the study.

1. To improve access of rural people to financing,
2. To investigate people’s well-being in social and economic aspects 

towards participation in credit union financial services, and 
3. To find out the satisfaction of Credit Union League of Thailand’s 

members in theservices it provides.

The Study Area
In Phetchaburi province (Banlat District Office 2007) as well as other parts of 

Thai rural areas, the main cause of poverty is limited arable land and ineffective 
marketing system for agricultural commodities. The decline of agriculture has 
shifted people’s occupation to non-agricultural activity. Agricultural employment 
has also decreased in absolute terms and was left only toolder people and the 
poor who are working in agriculture sector.  Phetchaburi is a province of the 
central region located 160 kilometers (km) south of Bangkok with an overall area 
of 6,225.138 square kilometers. Its geographic characteristics are mountainous 
thick jungles throughout the border in the west and 80 km of long coastline 
towards the Gulf of Thailand in the east. Tanaosi Range is the border line between 
Thailand and the Socialist Republic of the Union of Myanmar. There is a plain 
all along the seashore in the east. The majority of the Phetchaburi population has 
farming as the principal occupation, i.e., rice farming, upland crop farming, fruit 
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growing, palm sugar production, animal rising, and fisheries for both sea water 
and fresh water. The province is subdivided into 8 districts (Amphoe), 18 sub-
districts (Tambol),  and further divided into 115 villages (Moobaan).   The maps 
of Phetchaburi province and study location of microfinance institution (MFI) are 
shown in Figure 1. 

Amphoe Banlat (Banlat District) has an area of approximately 298 square 
kilometers. Total population is 49,979 people belonging to 10,784 households. 
Average household monthly income in Amphoe Banlat is 8,406 Baht. It is roughly 
estimated that in this area, 5% of total population stays under the poverty line 
(National Statistical Office Thailand 2006).  A geographical feature is a plain 
that is suitable for producing a variety of agriculture products. Eighty percent of 
Banlat’s population work in agriculture and agriculture land accounts for 70% 
of the total area. Mostly, the agriculture area (87%) is used for paddy field, 9% is 
for orchard, and 3% is for growing plant crops, respectively. Only 1% is used by 
other activities such as producing livestock. 

Registered financial institutions of AmphoeBanlat consist of the Bank of 
Agriculture and Agricultural Cooperatives (Banlat branch), Banlat agriculture 
cooperative, and 11 credit union cooperatives (CU).

Methodology and Analysis 
The study was based on two case studies and secondary data.  The first 

case study was conducted in 2007 among 77 respondents from Bansong Credit 
Union Cooperative. The other case study was done in 2010 by collecting data 
from 423 credit union cooperatives (CUCs) throughout the country. Primary 
data were gathered by interviewing local people and manager of each CUC 
using structured questionnaire, group discussion, and analyzing credit union 
financial services in the study areas. Secondary data were also collected from 
financial report of credit union cooperative in the case study. Data analysis was 
done using descriptive statistics such as percentage, range, and mean.

Results and Discussion
Case of “Ban Song” Credit Union Cooperative 
The first CUC in Phetchaburi was established in 1980 to provide meaningful 

services. Its successful experiences led to the establishment of several CUCs 
in other provinces. Meanwhile, Phetchaburi province received fund from 
Canadian Credit Association (CCA) to promote and train people about credit 
union.  CCA provides leadership to promote, develop, and unite co-operatives 
and credit unions for the benefit of people in Canada and around the world 
(http://www.coopscanada.coop/aboutcca/).

The Ban Song credit union (village bank) is the biggest CU in Banlat 
district. It was established in 1985 and provides services to CU’s members in 
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Tambol level. Before the credit union was established, the villagers had long 
suffered from high production cost and low price of agricultural products. 
They were in chronic debt, lacking investment funds, and suffered from money 
lenders who charged interest rate up to 20% per month. Some villagers tried 
to earn supplementary income from non-agricultural activity. They established 
a credit union in order to mobilize the villagers’ financial resources in both 
agricultural and non-agricultural activities. 

The group started with initial funds of 2,000 Baht which was deposited 
into a bank saving account. After 10 years, the group was able to attract more 
members and raised its capitalization to 5 million Baht.  Eventually, the group 
registered under the Cooperative Law. The process was supervised by the 
Cooperative Promotion Department (CPD) of the Ministry of Agriculture and 
Cooperatives, and the village bank’s name was changed to “Ban Song” credit 
union cooperative. It became the largest credit union cooperative in Phetchaburi 
province.  Income normally comes from constant accumulated member shares, 
operating profit, paybacks, and interests from loans. The credit union provides 
loans with interest rates lower than those of conventional banks. It provides 
higher interest on savings than any other bank. At the moment, Ban Song CUC 
has expanded its services to social welfare of members. 

Financial products. The CU has developed its own financial products 
since its establishment.  It implements both loan and saving functions.  The 
products are as follows:

1) Three types of Loans
Emergency loan provides up to 6,000 Baht without any guarantor, and 
borrowers will repay within 180 days.  Interest rate is 11% per year. 
Ordinary loan provides up to 80,000 Baht with repayment period within 

60 months. Interest rate is 8% per year.
 Long term loan provides a maximum of 20% of member’s share capital 

with loan ceilingup to 300,000 Baht. Interest rate is 11% per year and repayment 
period is within 100 months. 

Qualification of borrower is CU membership of not less than six months 
and has continued deposit of share capital every month. Member’s share capital 
is used as loan guarantee. Ordinary loan and long term loan are guaranteed by 
member’s share capital plus a small scale group of 3 -5 members as guarantor.

2) Savings in the form of compulsory saving (share capital) and voluntary 
savings (saving account). Ordinary members are requested to deposit 
at least one share capital per month (1 share = 10 Baht). Voluntary 
savings with 3% of interest rate are not limited to ordinary and associate 
members.

3) Welfare services in 8 types:
Loan protection  provides loan of up to 350,000 Baht in the event that 

borrower dies.
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Saving accumulation pays for ordinary member in case of death up to 
150,000 Baht. Members who are less than 54 years old receive 100% of their 
own share capital. Members aged 55-59, 60-64, 65-69 and more than 70 years 
old receive 75%, 50%, 25%, and 10% of their own shares capital, respectively.

Fund for funeral provides welfare service to support all payments for 
funeral expenses of ordinary members. Members apply for this welfare on 
voluntary basis and pay 20 Baht per death member. The accumulated money 
will be donated to the family of the member who passed away.

Health care pays 1,000 Baht per person per year upon showing hospital’s 
receipt.

Funeral ceremony aid is a kind of welfare in the event of member’s death. 
CU pays 2,000 Baht and gives one wreath for funeral ceremony.

Wedding gift gives 500 Baht for newlyweds.
New born gift gives 300 Baht for newborn in the family with maximum of 

up to 2 children.
Old age pension pays 5% of share capital per month for member at age 69 

years old until they resign or die. 
CU’s performance.  The number of CU’s members increases every year. In 

2006, there were 4,156 members, consisting of 1,858 ordinary members and 
1,906 associates. Their total capital was 69 million Baht. The savings increased 
by 65 million Baht in 2006, and 43 million Baht were provided as credit. Percent 
repayment fell down to 76% in 2006. If loans are overdue, borrower will need to 
pay a 3% of overdue interest. CU paid 10-20% of net profit each yearfor welfare. 
Saving accumulation comprised the bulk of payment to members with 20-25% 
of welfare services (interview with Ban Song CU’s manager 2007).

People’s attitudes toward participation in CU’s financial services. The 
survey in Banlat district was conducted by interviewing 77 respondents of 
Ban Song CU. As shown in Table 1, 74% of the respondents were female. Ages 
of CU respondents were, on the average, between 41 and 50 years old (39%).  
Approximately 90% of the respondents were married. The average family size 
was 4 members, and two of these members were economically active. Mostly, 
they had a primary school education.

Household occupation and economic status. The occupation and 
economic status of households are shown in Table 2.People’s main occupations 
were classified mainly into agricultural and non-agricultural activities. CU 
members are mostly engaged equally in both activities, with 49.5% and 50.5%, 
respectively. Main agricultural activities were rice farming, livestock raising,and 
growing of fruit and vegetables. Non-agricultural occupations were as business 
owner, self-employed, and government officer. 

Level of monthly income consisted of four ranges. Majority (62%) of CU 
respondents earned less than 5,000 Baht. However, those respondents with 
high income level spent more for household consumption than those at low 
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income level.  Most of CU members spent less than 5,000 Baht for household 
consumption.Debt and saving originated from various sources. One-fourth of 
CU members have debts from formal and informal sources of less than 10,000 
Baht and another one-fourth have debts between 50,000 and 100,000 Baht.  
The remaining half borrowed different amounts. Debt in CU was estimated at 
22% of their total debts.  

Access to membership and financial services. Table 3 indicates that58% 
of members have been members for 1 to 5 years. More than half (60%) of the 
members borrowed less than 10,000 Baht for several purposes. Forty percent 
of respondents used the loans for agricultural activity. This was followed by 
non-agricultural activities with 26%.Other uses of loans included household 
consumption, child education, and debt repayment.  In some cases, they could 
not pay their loans on time because of low price of productivity. Moreover, the 
debt suspension policy led borrowers to increase defaults on their obligations.  

Well-being toward participation in financial services. Well-being of 
members in terms of social and economic aspects is summarized in Table 4. 
Most of the respondents focused changes on economic aspect, that is, increased 
income. Consequently, household consumption increased particularly for 
food, transportation, and utilities like electricity and water. Furthermore, 38% 
of the respondents reported an increase in their sub-occupation income.Non-
agricultural activities were selected as sub-occupations rather than agriculture 
activities. Fifty-nine percent said their savings were increased while 24% of 
members reported decrease in their loan. 

Besides economic aspects, participation in CU services encouraged 
people to join social and cultural activities in their community such as 
sports, community party, temple fair, and so on. Increase in economic status 
has permitted them to join more in social activity. Most of them wanted to 
participate in other financial sources like cooperatives or community groups as 
women groups or saving groups.  

Credit Union League of Thailand (CULT) and Members’Satisfaction 
Credit unions in Thailand were established more than 40 years ago.Since 

then, they have been engaged in microfinance of combined savings and credit.  
The first credit union in Thailand was established in 1965 with the name “Soon 
KlangThewa Credit Union” which was formed to get the residents of the Din 
Daeng community in Bangkok out of the grips of money lenders. 

CUs are under the supervision of the Credit Union League of Thailand 
(CULT) which is responsible for organizing and developing all credit unions 
as financial institutions. The executive board of the CULT comes from the 
representatives of CUs. CULT has main office in each province to serve as 
center for education, providing financial support, audit, and advisory legal 
services all over the country (Figure 2). 
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Credit unions are well placed to help people access credit, safe and secure 
saving, and insurance. Such services can help them to boost their income, 
protect their assets, and reduce their vulnerability. Credit unions are owned 
autonomously and operated democratically by member-clients, strengthening 
the participation and inclusion of the poor and vulnerable people in the 
decision-making process. Since the first credit union cooperative (CU) was 
established in 1965, CULT’s members increased in number to 1,317 credit 
union cooperatives with 904,474 membersas of 2009 (Table 5). Furthermore, 
the amount of capital amounted to 26,509.10 million baht.  

The survey of 423 credit union cooperatives found that cooperative 
members were satisfied with both financial and welfare services of CULT, 
especially on welfare services (Table6). 

Conclusion and Recommendation 
The case of Ban Song CUC indicates that the establishment of CUCs played 

an important role in reducing poverty and strengthening people’s participation 
in social activity.  Establishment of CUCs at sub-district level afforded 
members convenient access to their services.  Moreover, the key success factor 
for CUCs was support from the CULT. CULT facilitated financial services and 
welfare support to CUCs  and/or credit union groups. At present, credit unions 
with participation of members and support from CULT have increased their 
numbers, network activity, and financial status. The survey of credit union 
cooperatives and/or credit union groups showed that members are satisfied 
with both financial and welfare services from CULT. 

To attain its goals a CUC should focus on a community level strategy. The 
case studies in this research proved that local level local CUCs CU with national 
level support from CULT were successful in lifting members out of poverty and 
vulnerability. Based on the experience of the case studies, strengthening the 
system of rural finance for the poor can be achieved through the following:

1) Cooperative members increased their income after joiningand availing 
of the CU’s service.  Their expenditures also increased. The cooperative 
should have the appropriate policy to control loan objective to avoid 
the problems of repayment.

2) Training on capital planning and operations management should be 
provided. Mechanism to maintain community infrastructure and 
equipment between local communities and the rural development 
agencies may be established to support the well-being of local people.

3) Improvement of marketing channels for members through domestic 
and international outlets with a good network should be supported.
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Figure 1.Map of Banlat District and location of CU in case study



SakulSaeng

416

Figure 2. Relationships between Credit Union in Phetchaburi and CULT
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Table 1. General information of respondents
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Table 2. Household occupation and economic status



419

Cooperative Finance and Policy Directions: 408-421

Table 3. Membership, loan and savings participation
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Table 4.   Well-being due to participation in CU services

Table 5.  Thailand Credit Union information

Source: CULT 2010 
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Performance and Impact of Agri-based Cooperatives: 
A Review and Suggestions for Research Agenda
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 Abstract
The  cooperatives’ contribution to the country’s pursuit for 
economic growth and poverty alleviation, especially in the 
countryside continues to be significant. In 2011, cooperatives 
directly employed 201,225 persons and contributed PhP 280.9 
billion in 2010 to the Philippine Cooperative Regional Domestic 
Product. In many ways, they have also become an essential 
instrument in the modernization of facilities, enhancing farm 
productivity and income, supplying food for the rapidly growing 
population, and creating other economic benefits via their forward 
and backward linkages in the input and output value chain. 
RA 6938, which in effect reduced the required minimum number 
of persons to 15 to organize a cooperative, contributed to the 
increase in the number of cooperatives over the past 20 years. In 
2011, there were 1,894 newly registered cooperatives that brought 
the total number of existing cooperatives to 20,792 throughout the 
country. While the total membership has increased to 6.5 million 
(M), total assets of these cooperatives have expanded to PhP 209.8 
billion in 2011, or an increment of 12% and 19% from the 2009 
level, respectively.  
Experiences consistently point out the following necessary 
conditions for an efficient and economically sustainable operation of 
cooperatives: (1) competency in corporate and fiscal management; 
(2) responsible, unified and strong membership particularly in 
terms of loan repayment and patronage; and (3) resolute support 
from government agencies such as DAR, DA, LBP, and LGUs. With 
the diverse nature of cooperatives in the country compounded by 
the highly dynamic economic environment, sustained researches 
are important. Among others, future studies must capture the 
success stories on the afore-mentioned pre-conditions, and when 
appropriate, for possible emulation of cooperatives throughout the 
country.  

Key words: agri-based cooperative, research agenda, farm   
 productivity



423

Cooperative Finance and Policy Directions: 422-436

Introduction
Agricultural cooperation is a tool for achieving development. Mendoza 

(1997) pointed out that cooperatives, being organizations, do not only help 
farmers solve their problems on resource management but at the same time 
assist them in mobilizing their scarce resources. Through the intrinsic feature 
of self-help and assistance to fellow farmers, agricultural cooperatives can be 
an effective vehicle to achieve development. 

The creation of cooperatives rests on certain principles (Castillo, et. al, 
2003). First, a cooperative is built on need. This means that a cooperative 
should be effective and efficient because the kind of services rendered suits 
the necessities of its members. Second, cooperativism espouses self-help and 
self-reliance aside from independence. Hence, a cooperative can still function 
effectively and efficiently even if government support is short of resources. 
Thirdly, a cooperative is democratically controlled. Importance is given to 
a person who assumes position or involves himself in the management of 
affairs of the cooperative. The last principle centers on patronage as a basis 
of control and reward. This promotes motivation and support of the general 
membership to all activities especially in patronizing the various goods and 
services generated by the cooperative. 

This paper discussed the recent status of cooperatives in the Philippines. 
Whenever data and information allowed, an attempt was made to determine 
the recent performance and impact of agri-based cooperatives in the country. 

Growth and Status of Cooperatives
Starting with a mutual fund of a few hundred pesos, cooperatives in 

the Philippines have grown and prospered through self-help, mutuality, and 
service to the members. Ping-ay (2011) estimated that more than seven million 
people from the poor and disadvantaged sectors of the Philippines believe in 
cooperativism and seek to build a better life for themselves and their families 
through association and cooperation. These include farmers, fisher folk, farm 
workers, women, lumads, small vendors, teachers, government employees, 
military personnel, and people with disabilities. They have pooled together 
their meager resources and harnessed their collective potential to help one 
another for the common good.

Based on the Cooperative Development Authority (CDA) report (2012), 
there was a remarkable growth of cooperatives from 2009 to 2011. From 910 
cooperatives in 2009 the number of newly registered cooperatives increased 
by 1,894 in 2011 (Table 1). This growth may likewise be attributable to the 
enactment of RA 6938.  The Act has made the formation of cooperatives easier 
due to the amendment in the minimum size of membership (Castillo, et al. 
2003). From the previous prerequisite of at least 250 and 50 members under RA 
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821 and PD 175, respectively, RA 6938 has relaxed the minimum membership 
to only 15 Filipinos.

Consequently, total membership in cooperatives has increased throughout 
the country. In fact, there was a three-fold expansion from 2009 to 2011. 
From 31,553 members in 2009 membership ballooned to 94,751 in 2011. This 
has been the offshoot not only of the number of registered cooperatives but 
also of the expanded membership in every cooperative. From 910 registered 
cooperatives with an average members of 35 in 2009, it has grown in 2011 to 
1,858 cooperatives with 50 members each, on the average.

In particular, except for Regions 1, VI and VII, the number of registered 
cooperatives across the country has increased. Exceptional increases can be 
noted in Regions II, VII, XII, and CARAGA. Cooperatives in these regions 
have multiplied by no less than 300%. The same pattern can be said with respect 
to size of membership per cooperative in these regions.   

Notably, CARAGA had the most membership despite its relatively lesser 
number of registered cooperatives in 2011. During that year, the cooperatives 
in that region covered 33,301 members or 36% of the total in the country. 
Region IV came next with 10,220 members. Meanwhile, not only Region VIII 
had the least cooperatives formed in 2011, it had also the least members served. 

The 1,894 newly registered cooperatives in 2011 was a 37.6 percent 
jump from the previous year’s level. The NCR had the most newly registered 
cooperatives with 286, followed by Region IV with 239, or 15.1 percent and 
12.6 percent of the total newly registered cooperatives across the country, 
respectively. From a total of 31 registered cooperatives in 2010, ARMM’s 
cooperative registration in 2011 rose by 658 percent. This was followed by NCR 
with 129 percent increase. It should be noted that the NCR topped the regions 
in 2009 with 216 newly registered cooperatives. 

In terms of type, the multipurpose cooperatives recorded the largest 
registrants of new cooperative (75%) in 2010. A year after, credit cooperatives 
had the most with 522 (28%) in 2011. Increases in the number of producer 
cooperatives were also evident during those 2 periods. The high rate of 
cooperative registration in 2011 seems to suggest that people especially from 
poor regions in ARMM had growing confidence on the role of cooperatives in 
rural development.

For every ten registered cooperatives in 2011, seven were multi-purpose 
and one was in the form of credit cooperative (Figure 1). Many of these 
multi-purpose cooperatives can be found in the NCR and Regions III, IV, VI, 
VII, X and XI. Except for Region VI, these are the same places where credit 
cooperatives abound. In 2011, there were 20,792 registered cooperatives (Table 
2).

Credit, service, producer, consumer, marketing, and multipurpose 
cooperatives had the most registered cooperatives. In 2009 alone, a total of 
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512 multipurpose cooperatives were registered, with NCR having a total 
of 114 multipurpose cooperatives. Not too far from this were the credit 
cooperatives with 112 as well as consumers cooperatives with 94. Topping the 
list of registrants in 2010 and 2011 were the credit cooperatives that managed 
to increase to 416 and 522 in 2010 and 2011, respectively. Aside from credit 
cooperatives, a boost in registration of service cooperatives was also observed. 
From 81 newly registered service cooperatives in 2009, the number increased 
to 261 in 2011 (CDA 2012).

Assets
As of December 2011, the combined assets of all cooperatives amounted 

to PhP 209.8 billion (Table 3). While large cooperatives represented only less 
than 2 percent of all cooperatives in the country, they nevertheless owned 60.6 
percent of the total assets as of December 2011 (Figure 3). In sharp contrast, 
the micro cooperatives constituted 75.6 percent of all cooperatives but had 
only PhP 80.9 billion of assets or 4.2 percent of the national aggregate. On the 
average, each large cooperative possessed  PhP 378 million while each medium 
and small cooperatives had assets worth PhP 36.5 million and PhP 6.7 million, 
respectively. The cooperatives in NCR, Regions IV, XI, VII, X had the biggest 
asset holdings amounting to PhP 55.6 billion, PhP 20.4 billion, PhP 17.7 billion, 
PhP 16.1 billion, and PhP 13.4 billion, in the order of mention (CDA 2012).

Advancement of cooperatives was also observed in 2011. Approximately 5.7 
percent medium-sized cooperatives progressed into larger cooperatives, 6.01 
percent of small-sized cooperatives into medium-sized cooperatives, and 2.8 
percent of micro-sized cooperatives into small-sized cooperatives (CDA 2012).

Impact of Cooperatives
The impact of cooperatives can be seen at both macro and micro levels. 

At the macro level, cooperatives are usually assessed in terms of employment, 
savings generation and their contribution to GDD. On the other hand, micro 
level impact indicators include changes in inputs, productivity as well as 
marketing efficiency (Pabuayon 2012).

In 2011, cooperatives directly employed a total of 201,225 persons (CDA 
2012). Region X generated the highest, directly employing 26,350 individuals 
in its 1,443 cooperatives in the area. This was followed by the NCR that 
managed to employ 21,359 individuals. Meanwhile, the cooperatives in Region 
IV, VII and XI directly employed 60,302 individuals or about 20,000 persons 
per region in 2011. 

The cooperatives assume even greater importance when one considers 
the indirect employment in 2011.There were additional 141,260 persons who 
were indirectly employed by the cooperatives, bringing the total employment 
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to 342,486 that year. Of this total, more than 85,000 were indirectly employed 
by the cooperatives in the NCR and Regions III, IV, VII, X and XI. Table 4 
presents the other details of the employment made possible by the operation of 
cooperatives across the country. 

In the same manner, the cooperative sector made significant contributions 
to the Gross Domestic Product of the Philippine economy. In 2010, Regions 
VI, IV, XI and NCR had the largest gross regional domestic product (GRDP) 
contribution worth PhP 54 billion, PhP 39.6 billion, PhP 37.8 billion, and PhP 
28.9 billion, at constant prices, respectively (CDA 2012).It should be recalled 
that in 2007, the cooperative sector contributed 5.14 percent to Gross Domestic 
Product, with PhP 69.8 trillion GRDP (CDA 2012).

Productivity and Income
Castillo et al. (2003) made a case study of the top four cooperatives in 

Region IV, namely: LIMCOMA Multipurpose Cooperative (LIMCOMA), 
Cavite Farmers Feed milling and Marketing Cooperative (CAFFMACO), Soro-
soroIbaba Development Cooperative (SIDC), and Padre Garcia Multipurpose 
Cooperative (PGMC). All these cooperatives had multi-million assets, net 
worth, and surpluses. Also, all these cooperatives were operating profitably, 
were liquid and solvent. For instance, LIMCOMA, CAFFMACO, and SIDC 
engaged in feed milling and had invested in mechanized and automated support 
facilities to modernize their main line of business. On the other hand, PGMC, 
being a credit cooperative, engaged in innovating its loan services, capital build 
up and savings mobilization. These improvements contributed very well to the 
welfare of the whole community. 

Similarly, some studies pointed out the importance of cooperatives in 
income-generating activities and production of farmers. The availability 
of agricultural credit through cooperatives had paved the way for higher 
purchasing power among borrowers (Berza 2004). The access to credit has 
allowed acquisition of necessary inputs and consequently, higher harvest. The 
same results were reported in the study by Merrera (2004) 

Meanwhile, in a study by Nilo (2007), the effects of agricultural loan on 
productivity and income of hog raiser-borrowers of the Tayabas Community 
Multipurpose Cooperative was examined. Results of the comparative mean 
analysis revealed that the net farm income of hog raiser-borrowers was, on 
the average, higher than the net income of the non-borrowers. In terms of 
productivity, the average weight of 86.6 kgs produced by hog raiser-borrowers 
was five percent higher than those produced by the non-borrowers.

Success Factors
Marasigan (1997) pointed out that members of cooperatives should be 

continuously educated for a better understanding of organizational policies 
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and performance. Trainings, seminars, and exposure to current technologies 
are good examples. Furthermore, giving incentives to members will encourage 
them not only to actively participate in the cooperative’s activities but to pay 
religiously and promptly their loans. For cooperatives to increase capital 
and make way for expansion of their business, Mendoza suggested that the 
cooperatives should find ways to tie up with different government agencies 
such as the Land Bank of the Philippines. 

Mendoza and Castillo (2006), on the other hand, emphasized the need for 
strong membership support. The reason behind this is the fact that a cooperative 
is owned, patronized, managed, and controlled by its members. To attain strong 
membership support, good relationship must be built among its members. 
Good relation covers the enhancement of the number and enrichment of 
the quality of the members. Central to this is the good performance of the 
cooperative and the existence of a two-way flow of information to include 
training programs, field trips, market supervision, periodic reporting and 
participation in cooperative activities such as campaigns for increased capital 
contribution. 

Castillo et al. ( (2003) mentioned that mobilization of the initiatives of 
local talents and resources are key to agricultural cooperatives’ success. The 
reason behind this premise is that the initiatives of the members and resources 
are the source of strength and stability of cooperatives. 

In the study by Pabuayon (2012), it was mentioned that the survival and 
success of cooperatives rest on: (1) cooperation and dedication of members 
and officers, (2) assistance from government agencies such as DAR, DA, LBP, 
and LGU, and (3) patronage of members. Specifically, for small cooperatives 
to succeed they have to pay attention to: (1) technical, financial, facilities 
or marketing assistance from government and various groups; (2) unity, 
support, and cooperation of members and dedication of officers; (3) fair and 
good governance and effective internal policies; (4) and initiation of savings 
program that allowed giving of loans to members and opportunity to become 
new members of the cooperative. For medium size cooperatives, the success 
factors include: (1) honest and sincere management of officers and staff, ability 
to generate internal and external funds, serious lending and collection, regular 
staff able to manage cooperative and implement policies; (2) professional 
management, transparency in all dealings, provide incentives whenever 
possible for good jobs, strong check and balance; (3) open communication 
among BOD, committees and staff of coop, proper management and internal 
control procedures, compliance with government requirements; and (4) 
good loan repayment of members. Lastly, the contributing factors to success 
of large cooperatives include loyalty of members, dedication of officers and 
staff, social reliance/serving the needs of community, direct involvement of 
people in leadership, and self-reliance.
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In the study by Araullo (2006), the success of cooperatives seems to be 
achievable if the following situations are reversed:  (1) weak enabling policy; 
(2) lack of government support; (3) weak capability building systems; and, 
(4) absence of a strong, centralized,agricultural financial, production, and 
marketing system. This has been worsened by the: (1) proliferation of small 
and weak cooperative organizations with narrow activity and membership 
base; (2) lack of government funding support; and (3) absence of a centralized 
institution on capacity building that can promote an integrated cooperative 
production and marketing systems. 

Conclusion and Recommendation
This paper made a modest attempt to revisit past studies that focused 

on the performance of cooperatives in the country. Conspicuous in most of 
these studies is the prerequisite of a strong leadership and membership that 
is supported by a two-way flow of information system, mobilized local talents 
and resources, and liquid and sustained financial performance. Other studies 
have intuitively underscored the significance of corporate and fiscal governance 
aside from the requisite of government assistance on credit, production, and 
marketing.

Extending the studies on cooperatives to cover success stories in countries 
where cooperatives have thrived may prove beneficial. Much can be learned 
from the experiences of successful cooperatives outside the country. The same 
can be said about the experiences of reputable business establishments in the 
country that have successfully defied the challenges of corporate and financial 
management and overcome various forms of business crises. Translating their 
lessons into forms that are less formal and easier to comprehend, demonstrate as 
well as  disseminate may enhance a better understanding and operationalization 
of cooperatives on the ground. There are many establishments in the value 
chain that have experienced problems similar to what the cooperatives in the 
country had faced but managed with venerable scores of triumph. Perhaps 
learning further from them, especially in these times of more competitive and 
dynamic environment, may bring new fortunes to promising cooperatives in 
the country.
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Table 1. Total number of newly registered cooperatives by type and by region, 
 Philippines, 2011

Source of basic data: CDA website accessed on September 4, 2012

Source of basic data: CDA website accessed on September 4, 2012 
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Table 2. Total number of registered cooperatives by type and by region, Philippines, 2011

Source of basic data: CDA website accessed on September 4, 2012 
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Table 3. Aggregate asset holdings of cooperatives by size, Philippines, 2011

Source of basic data: CDA website accessed on September 4, 2012 

Source of basic data: CDA website accessed on September 4, 2012 
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Table 4.  Direct and indirect employment generated by cooperatives by region, 
 Jan. 1 – Dec. 31,  2011

Source : CDA website 
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Table 5.  GRDP contribution of cooperatives to GDP by   
 region, Philippines, 2010

Source of basic data: CDA website accessed on September 4, 2012
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