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member-patron contributions in chronological order. In theory a revolving fund 

does not become entirely operative until member-patrons have supplied more 

equity capital then their cooperative needs to remain financially viable. 

As a means of obtaining equity capital the revolving fund method is origi· 

nally and uniquely cooperative. Its application is governed by two basic principles: 

( 1) continual investment by members and patrons in the capital structure from

year to year according to use, and (2) continual redemption of these investments

with the oldest investments being retired first.

Figure 2. Farmer Marketing and Supply Cooperatives, Types of Equity Capital in the years 

1954, 1962, and 1970. Source: Nelda Griffin, A Financial Profile of Farmer Coop· 

eratives in the United States, USDA, Farmer Cooperative Service, FCS Research 

Report No. 23, October, 1972. 
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External Financing 

Externally generated funds are classified into two categories for this paper, 

debt or borrowed capital, and capital obtained through merger. 

Debt Capital. As suggested by the numbers in Figure 1, there is evidence 

of a general trend in recent years toward the use of more borrowed funds in the 

capital structure of farmer cooperatives. As shown in Figure 3, the Banks for 

Cooperatives are the most important source of this credit for farmer cooperatives 

and their percentage has been increasing in recent years. The Banks for Coopera· 

tives accounted for almost two-thirds of borrowed capital outstanding at the close 

of the fiscal year 1970.2 Commercial banks accounted for eight percent outstand

ing at the end of fiscal year 1970. 
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figure 3: Farmer Marketing and Supply Cooperatives Sources of Borrowed Capital Based on 

Amounts Outstanding at the End of Fiscal Years 1954, 1962, and 1970. Source: 

Nelda Griffin, A Financial Profile of Farmer Cooperatives in the United States, 

USDA, Farmer Cooperative Service, FCS Research Report No. 23, October, 1972. 
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FIGURES IN BARS ARE PERCENT OF TOTAL BORROWED CAPITAL 

Debt securities in the form of borrowed capital from members, patrons, and 

others by direct loans, or through the sale or issuance of certificates of indebted

ness, debenture bonds, or other debt instruments accounted for about a fifth of 

total borrowed capital outstanding at the close of fiscal year 1970. 

Other sources accounted for the remaining eight percent of total borrowed 

capital outstanding at the close of fiscal year 1970. The major type of other debt 

sources is borrowing from other farmer cooperatives-primarily local member 

associations borrowing from federated cooperatives. 

Mergers. Mueller has suggested that growth among cooperatives can be 

achieved readily via merger. This compulsion for growth is a recognition of the 

need to achieve economies of size, to build a stronger financial base, to improve 

bargaining power, and to enhance cooperative effectiveness in the market place, 

(Hammond and Cook, 29; Garoian and Cramer, 17]. Because of the multi

objective nature of merging it is difficult to determine the importance of each 

of the aforementioned variables. Let it suffice to state as did the Far-Mar-Co/ 

Farmland consolidation committee that a major reason for intercooperative 

merger is to provide "a stronger financial base for operation."3

THE SOURCES AND LIMITATIONS OF COOPERATIVE MARKET POWER 

FINANCIAL FACTORS CONSIDERED· Ceteris Paribus 

In the following two sections specific governmental or institutional policies4 
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Taxes. The impact of the proposed and existent regulations regarding double 

taxation and capital gains taxes on the process of equity capital acquisition is dis

cussed in the Raup and Schrader papers. 

LIMITATIONS OF COOPERATIVE MARKET POWER - POLICIES AFFECTING 

DEBT ACQUISITION 

Banks for Cooperatives Lending Limits. Farmer cooperatives borrowing from 

the Banks for Cooperatives are subject to specific Farm Credit System developed 

borrowing limits. An individual district Bank for Cooperatives, of which there are 

twelve, possesses the following loan capacity; it is allowed to loan to a regional or 

local farmer cooperative 50 percent of its net worth over three types of loans: 25 

percent of its net worth in the form of a term loan, 10 percent as a commodity 

loan, and 15 percent as a seasonal loan. If the amount borrowed from the district 

Bank for Cooperatives does not satisfy the financing needs of the farmer coopera

tive the district bank normally invites the Central Bank for Cooperatives to partici

pate in loaning up to 50 percent of the Central Bank's net worth. If the individ-

ual farmer cooperative is still in need of credit the Banks for Cooperatives have 

access to a "participating agreement" whereby the district banks pooling their 

funds can loan money based on a net worth formula (a maximum of $215 million 

to any one farmer cooperative in 1977). When the Banks for Cooperatives System 

has reached its lending limit the system provides commercial bank linkage services. 

This forces the individual farmer cooperative to seek funds with sources external 

to the Farm Credit System where interest rates are higher than those charged by 

the Banks for Cooperatives. 

Mergers. From the passing of the Capper-Volstead Act to recent calls for 

investigation of the Far-Mar-Co/Farmland merger, joint action or coordination 

among farmer cooperatives has been a center of query by legal and regulatory 

agencies [Knutson 28, 1969, Helmberger 22, 1966]. Questions like what con

stitutes a producer and to what extent can a farmer cooperative control or 

increase its share of the market and still not be held in violation of Section 2 of the 

Sherman Act have yet to be answered. This genus of environmental uncertainty is 

not conducive to sound or stable financial planning which is an important element 
of firm growth management. 

CONCLUSIONS 

It has been posited that farmer cooperative market power, is in part at 

least, a function of the process of debt and equity capital acquisition. Paul 

implied a somewhat similar hypothesis when he suggested that the "idea of 

capital is at the very foundation of market structure .. . Markets become restruc

tured only as new decisions are made on how capital is to be used." [Paul, 

32; p. 42]. 
At the same time one of the key elements in this restructuring is govern

mental/institutional influence through policies such as antitrust legislation and enforce

ment and tax regulation and through policies which indirectly influence determi-

nants of market structure such as firm growth. In this paper several governmental/ 
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institutional policies that have affected the farmer cooperative method of capital 

acquisition, the recognized nucleus of the firm growth process. It can be concluded 

that a number of these governmental/institutional policies have and will continue 

to have a significant influence upon this important structural determinant. 

structural determinant. 

It has been demonstrated that the institutionalization of the Farm Credit 

Administration has had a far reaching impact upon market structure at the farm 

input, farm production, and food handling and processing levels. It is assumed 

that this impact has been positive in that economic competitiveness at these 

levels has been enhanced. 

But it is with respect to equity capital acquisition and redemption that 

governmental/institutional influence through sundry policies might have its 

most consequential impact upon farmer cooperative growth. Friction under the 

guise of economic, cooperative principle, psychomemblic, and institutional pres

sure is threatening to institute a mandatory equity redemption program within the 

farmer cooperative organization practices. This phenomenon endangers the tradi

tional revolving fund method of farmer cooperative financing-an operating prac
tice that agrees with the basic principles of cooperation. This raises the question 

-can farmer cooperatives protect their unique character as cooperative organiza

tions. If the equity acquisition and the accompanying equity redemption problems

are not solved, the expected future growth of farmer cooperatives, as they are

presently organized, might never be realized.

What are the alternatives? Do farmer cooperatives need governmental/ 

institutional assistance with equity capital assistance as they once did with debt 

capital acquisition? Are there means by which to generate equity capital and 

still maintain the unique cooperative character that appears to be so dearly coveted 

by much of the rural populace? 

Let's briefly speculate as to the options the two actors, individual producers 

through their local and regional cooperatives, and the governmental/institution 

policymakers, might have. 

The cooperative firm has two alternatives for financing growth, 1) It can 

arrange cooperative finance to meet the requirements of corporation finance which 

includes the concept of permanent capital, 2) or it can enhance or improve the 

present method of financing to fit the cooperative form of business organization. 

It is important to remember when looking at the problem as a whole: "it 

can be said that to the extent cooperatives conduct their affairs in the same 

manner as other business corporations, they are more likely to be regulated as 

regular business corporations. On the other hand, to the extent cooperatives con

fine their financing activities to patrons and members, they are more likely to 

be viewed as entitled to special treatment that recognizes their legitimate concerns 

and differences" [Weiss, 40; p. 9]. 

The government/institutional policymaker has three alternatives: 1) to allow 

the unanswereq questions which continue to augment uncertainty and indecision, 

2) to manipulate the firm growth variable (in operational form it might be the

process of farmer cooperative capital acquisition) so as to limit or discourage coop

erative firm growth, or 3) to manipulate the firm growth variable so as to encour

age cooperative growth.
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