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Collective Entrepreneurship: An Emerging
Phenomenon in Producer-Owned

Organizations

Michael L.. Cook and Brad Plunkett

This paper introduces and defines the concept of collective entreprencurship. A review ol

the defensive single-level rent-seeking objective of wraditional agricultural cooperatives is

introduced followed by an analysis of recent studies documenting a shift in the objective

functions of producers jointly integrating wward more multiple-level rent-seeking entitics.

This process of shifting {rom market failure—ameliorating collective action mechanisms

toward rent-seeking group action orgamzations is labeled collective entrepreneurship. The

justification for introducing this concept is based on the Olsonian premise that rational.

self-interested individuals will not act 1o achieve their common or group interests withouw

coercion or selective incentives.
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The ohjective of this paper is twofold: 1) to

explore the interface between the concept of

entrepreneurship and the evolution of the or-
ganizational arrangement known as the tradi-
tional agricultural cooperative and 2) to in-
form the debate on the
producer-controlled firms that assume nontra-
ditional organizational forms of governance.
Specifically. the paper attempts to develop a
platform for discussion of the concept defined
as “‘collective entrepreneurship”™
rent-secking behavior exhibited by formal
groups of individual agricultural producers

that combine the institutional frameworks of

investor-driven shareholder firms and patron-
driven forms of collective action. After diag-
nosing the definition of collective entrepre-
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emergence of

a form of

neurship, we explore public policy and
strategic management implications of this
emergent phenomenon.

Twentieth century economic scholars have
generally agreed that the agricultural cooper-
ative form of organization emerges because of
problems associated with publicness (nonri-
valry or nonexcludability) attributes, problems
affected by asymmetric information between
providers and customers, or both. More spe-
cifically, it can be stated that the ““traditional™
agricultural cooperative form of organization
emerges when one of the three primary con-
ditions placed on the fundamental theorem of
welfare economics is violated., Sexton
Staatz (1983) conclude that any one of these
violations leads to the emergence of inefficient
MNash equilibria. These three forms of violation
include asymmetric information, monopsony-
monopoly power, and externalities. In the so-
cial science literature, existence of any one of
these violations leads to consideration of col-
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lective action as a corrective measure, Econ-
omists usually proffer mutual vertical integra-
ton as a solution to this dilemma. Hierarchy
as 2 solution to this individual self-interest—
group efficiency dilemma is fraught with its
own challenges—what Miller calls the “social
dilemma.” Miller (p. 35) further concludes
that hierarchy may or may not afford an “ide-
al” incentive system to align the individual
participant’s incentives with the collective
aood objective of the group. Recent empirical
analysis on the inner workings of agricultural
cooperatives (Chaddad, Cook, and Heckele;
Hendrikse 1998: Hendrikse and Veerman; Il-
iopoulos) surface additional incentive align-
ment challenges regarding residual distribu-
tion and risk capital accumulation in this
popular form of collective action. This sug-
gests that we would expect to see shifts in the
structure of organizational arrangements de-
signed to alleviate the negative consequences
of the aforementioned market failure shifis as
their patrons become more heterogeneous in
their economic preferences. A briefl note on
the evolution of this dynamic follows.

Background

Most North American agricultural coopera-
tives originated in the late 1800s and early
19005 because of the aforementioned absence
~of competitive markets, private goods, or cost-
less information (Goddard: Mourse; Refsell).
Spurred by the world agricultural depression
following World War | and facilitated by en-
abling antitrust and state incorporation legis-
lation. agricultural cooperatives slowly but
consistently increased their aggregate market
shares of inputs sold, farm commodity mar-
ketings transacted. and services provided ev-
ery year from the mid-1920s until the mid-
1980s (Cook).

The original organizational design of agri-
cultural cooperatives was influenced by a
path-dependent set of group action success cri-
teria initiated by the English Rochdale weav-
ers in 1844, an Americanized set of coopera-
tive principles, and specific state and federal
institutional constraints. Cooperative founders
in the United States translated and reduced the
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12 Rochdale principles to three “hard-core™
principles: one person—one vote, service at
cost, and limited return on equity capital.
These three principles were used by most state
legislators when they modified their incorpo-
ration statutes to include cooperatives. In ad-
dition to the three hard-core cooperative prin-
ciples, most of the 12,500 agricultural
cooperatives founded during the 1920s oper-
aled under the following rules. policies. and
practices: open membership, democratic con-
trol, capital formation with residual claimant
rights restricted 1o member patrons, redeem-
able ownership rights and allocated residuals,
residual claims allocated only to member pa-
trons or to the organization on the basis of the
discretion of the board of directors, and risk
capital contributed in proportion to patronage.
The risk capital accumulation systems were
limited to passive means (for cost of goods
sold=1ype marketing and multipurpose coop-
eratives; this meant allocated and unallocated
residual was held for working capital purposes
and subsequently revolved at book value some
years later) and quasi-passive means (for
pooled marketing cooperatives this meant cap-
ital retains were held for generally shorter pe-
riods of time and revolved at book value.
This traditional organizational form is
known as the defensive model because it
aligned its incentive structure o generate eco-
nomic rents primarily at the member patron
level rather than at the cooperative firm level.
The term “‘defensive” is used to denote that
the objective of the joint integration (collec-
tive action or cooperative) was to defend the
economic position of the patron relative to up-
stream or downstream transactors. This orga-
nizational is consistent with the
Noursian “competitive yardstick™ school of
cooperatives, which espoused that the market-
oriented reason for collective action was to en-
hance competitiveness in which markets failed
to provide Walrasian equilibrium results. In
analyzing the six traditional types of rural co-
operatives formed in the early 1900s, Cook
analyzed drivers that led to the Farm Credit
System, Rural Utilities System, local and re-
gional multipurpose cooperatives, and bar-
gaining and marketing cooperatives and con-
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