YEMEN:  AGRICULTURAL  COOPERATIVES

I.  History and Status

As in most rural societies, Yemen has a long history of community solidarity and self-help efforts. However, formal cooperatives with the emphasis on the provision of business services for their member owners, were introduced to Yemen only in the sixties. In the South, the colonial administration, for example, encouraged the production of cotton through cooperatives. After independence, many additional cooperatives were established by the state with the objective to control agricultural production, the provision of credit and inputs, as well as the collection and distribution of agricultural produce. In the North, cooperatives developed more at the initiative of farmers, and many were initially successful. In the early eighties, however, individual cooperatives were subordinated to semi-public structures, i.e. the Local Counsel for Cooperatives (LCCD), and as a result quickly lost their reputation for being member-oriented and providing efficient services. After the reunification in 1990, a significant consolidation started to take place, i.e. most government controlled units were abandoned by members, and in other places new cooperatives were established mostly as member-initiated and controlled organizations.

Since 1994, the development of cooperatives in Yemen has been facilitated by a new cooperative law, which was amended in 1998.

There are 364 agricultural cooperatives (ACs) registered in Yemen with a total of 115,842 members countrywide
.  About 50% of the ACs however, are dormant or only marginally operational.  Farmer members of agricultural cooperatives are believed to own about 10% of the agricultural land. The Cooperative Sector represents 17% of the total labor force in Yemen and 29% of the people employed in agriculture.

Prior to the unification of South and North Yemen there existed two separate unions for agricultural cooperatives.  In 1991, a conference of 450 cooperative representatives decided to establish as a successor organization, the Agricultural Cooperative Union (ACU).  However, ACU became operational only in 1996.

The about 10 ACs visited during the mission appear very active and are obviously well performing.  ACU seems to be equally active and, according to member cooperatives and donor organizations, is increasingly becoming the engine for the development of the agricultural cooperative sector.  After an initial analysis, the cooperative law is judged to be relatively liberal in its regulations by emphasizing the importance of bottom-up control in ACs and limiting government interventions.

II.  Issues


The positive assessment of the agricultural cooperative sector (which requires to be confirmed and qualified by more in-depth assessments and reviews during project processing) is not supposed to suggest that ACs and ACU, as well as the cooperative law are in perfect shape.  On the contrary, many of these structures are still very fragile and incomplete.  For example, the operations of many ACs and ACU are not at all sustainable yet because of heavy reliance on external financial support.  In contrast to the poor performance of cooperatives in many other developing and Arabic countries, however, a significant number of ACs in Yemen and their union (ACU) have the reputation of having a vision and the commitment to address the issues facing them and to strive for improvements in member services.  To facilitate these improvement and accelerate the sustainability of an independent and efficient cooperative sector, the cooperative legislation requires amendments in line with the principles of the International Cooperative Alliance (ICA).

a)  Agricultural Cooperatives


The issues facing ACs obviously vary from cooperative to cooperative, depending on factors like degree of member ownership, quality of leadership and management, regional conditions (quality of soil, amount of rainfall, etc.), and others.  During project preparation, additional information need to be collected about the specific issues encountered by cooperatives in different sub-sectors, regions, etc.  The following is based on (i) a short visit to Yemen, including a field trip; and (ii) reports available on the subject.


Since the early nineties, a number of cooperatives have taken steps to improve and expand their business operations.  While these are the exceptional cases, other cooperatives are in sufficiently good condition that they should be able to improve performance with little external assistance.  The majority, however, with significant economic potential, have never acquired the business and operational skills required for effective business operations.  These cooperatives, having strong potential but lacking in the necessary business knowledge and capacities, are the primary target of the proposed project.


To adjust to the new economic realities and transform themselves into the private sector as member service entities, these under-performing cooperatives must re-evaluate their objectives, focus on member needs and take steps to acquire the skills required for effective business operations.  In brief, they must fundamentally restructure the way they operate.  This means that the members must reassert their control and be committed to making their cooperatives function effectively.  For cooperatives accustomed over a period of many years to operate as social organizations or as rural development units, coping with the necessary changes to function in a competitive environment must seem to be a difficult task.  A striking finding during the field visits, however, is that many of these cooperatives expressed a willingness to confront these challenges.  Their leaders believe they have the potential to make the transition to private sector business, and they are anxiously seeking the assistance that will enable them to do so.


It is clear that primary cooperatives need a well-conceived program of support during an interim period in which they can develop the strength and the skills required to succeed in a private sector environment.  In particular, assistance is needed in two principal areas; i.e. (i) business skills development; and (ii) member education.  The pattern of responding passively to commands, reluctance to change, and filling a niche in a hierarchy of relationships must give way to a more dynamic, flexible and assertive way of conducting business operations.  Unless there is this basic change of mental outlook, the acquiring of new skills and management tools will have little effect.


An appropriate means of motivating cooperative members to become actively involved in the renewal efforts would be to develop a set of model cooperatives that will serve to demonstrate the potential for effective cooperative business operations.  The development of successful models for cooperative business will:

· encourage and motivate the members of other cooperatives to seek the achievements of the model cooperatives;

· identify and disseminate the best practices of the models to the other segments of the cooperative sector;

· serve to improve the overall public image of the cooperatives, and firmly establish cooperative businesses as part of the private sector.

A program of cooperative renewal, having only limited resources, cannot solve all of the problems of Yemen’s agricultural cooperatives.  What it can do, however, is serve as a catalyst, breathing new private sector life into cooperatives which are under-performing.  Through the development of models in each of the cooperative sub-sectors, the program will demonstrate success and provide a vision, both to the members of existing cooperative societies and to groups of persons interested in developing new cooperative businesses.

(b)  Agricultural Cooperative Union (ACU)

The main activities on the agenda of ACU are listed as follows:

· support ACs in the production and marketing of agricultural produce by supplying subsidized inputs and machinery;

· provide a link between government/state agencies and cooperatives with the aim of effectively channeling government support to agriculture;

· provide education for to cooperative members and training to staff and management; and 

· represent cooperative interests at national and international levels.

Considering the fact that this cooperative union has been operational less than five years and in view of its very limited operational budget, ACU has an impressive performance record. This is recognized and appreciated by many of its member cooperatives, government, the donor community and the private sector.  However, ACU is still in its early stages of institutional development with many structural weaknesses and a significant potential for improving and expanding its services. The management of ACU is the first to recognize these weaknesses and is very eager to learn how it could overcome the deficiencies in order to better serve ACs and increase ACU's sustainability.

The following is a preliminary list of issues identified by the mission, to a large extent together with ACU management:

· The organization is still at a rudimentary stage. For example, elected officials instead of seasoned professionals are operating as department heads and key staff. In addition, most regional branches perform poorly.

· More than 80% of the resources are provided by government. This indicates the dependence of ACU and constitutes significant  danger of politicization, state-driven agendas, etc.

· Management is giving too much priority to highly visible, capital intensive investments (e.g. mobilizing government funds for a modern dairy farm) benefiting only a few cooperatives. The basic but much needed business support services for the large number of multipurpose cooperatives are still underdeveloped.

If ACU would like to become an efficient and sustainable cooperative apex organization it has to undergo a comprehensive institutional development program including (i) drafting of a long-term strategy and annual business plans; (ii) increasing rapidly and significantly revenues from service fees and business operations; (iii) implementing the strategy and business plans, replacing elected leaders by professional managers and experienced staff; and (iv) restructuring the organization so that the focus is on providing efficient, demand-driven services to cooperatives as compared to the present emphasis on representation and channeling of government aid.
III.  Sector and Component Objectives


An appropriate strategy for the country’s cooperative sector would lead to the development of independent, business-oriented and self-reliant cooperatives forming an integral part of the private sector.  The long-term vision consists of member-owned and member-controlled cooperatives through which the members are able to obtain needed goods and services on a competitive basis.


With such a vision and by adopting an appropriate strategy, Yemen’s cooperatives will be able to make a significant contribution to the national economy by providing viable income-generating activities for their members and additional employment opportunities for the broader community.  These revitalized cooperatives will then be capable of mobilizing equity from within their membership, and effectively serve their members by increasing their bargaining power and providing economies of scale.


The primary focus of the country’s strategy should be the creation of an overall policy and economic environment conducive to cooperative development.  This means that the basic role of the government will be to create an atmosphere in which private sector enterprises, including cooperative businesses, can grow and develop in a market-oriented economy.  In such an environment, when groups of persons feel that the cooperative approach will help them meet their own needs for goods and services, they will be able to establish and operate cooperative enterprises on their own initiative in any sector of the economy.


Once the Government of Yemen has established an adequate policy and legislative framework, Yemen’s cooperatives will have the freedom to develop business activities on part with any other SME.  The few well-performing cooperatives will quickly take advantage of this opportunity.  The majority of the country’s cooperatives, however, will need help for the transition from a condition of dependency to autonomous private sector entities.


Therefore, with the dual objective of renewal and growth in a few pilot regions, the project will facilitate and accelerate the transition of selected agricultural cooperatives to the private sector, and thus contribute to the reform of the entire cooperative sector and the overall development of Yemen’s economy. The project is suggested to consist of a five year program of assistance designed to:

· strengthen capacities and improve the performance of existing cooperatives; and

· enable the creation and effective operation of additional cooperative businesses.

IV.  The Project’s Cooperative Component

(a)  Creating an Enabling Environment


Additional work will be undertaken during project preparation to identify those areas in Yemen’s private sector and cooperative policy, as well as, cooperative legislation which require improvements.  If necessary the project would assist in drafting and implementing these improvements.


The additional work on cooperative policy and legislation will be guided by the following characteristics of an enabling environment:

· it is open and supportive – an environment that makes it easier to set up and operate cooperative businesses;

· it holds regulation to a minimum – the focus is on success rather than on control; and

· it emphasizes self-help and self-reliance – facilitating the joining together of people to meet their own needs, using their own resources.


(b)  Cooperative Institutional Development

The project's institutional development activities have to take into account the complexity and diversity of the agricultural cooperative sector, including:

· the large number of existing cooperatives, and the much larger number of cooperative members who are the potential beneficiaries;

· the variety of sub-sectors in which cooperatives are operating;

· the variations among the cooperatives in terms of organization, membership and staffing, economic activities and volume of operations; and

· the different levels of institutional development, as well as the significant variations in the pace at which the cooperatives will be able to make the transition to the private sector.  

Recognizing this complexity and diversity, project activities and funding will be designed to assist and support the development process on an “as needed” basis, rather than simply prescribe standard service packages for individual cooperatives or for sub-sectors. 

The assistance provided to the participating cooperatives will guide them through a series of five developmental phases:

· Member Empowerment - A period of member commitment.  During this initial phase, the membership will affirm its ownership of the cooperative and demonstrate that both the leadership and management are fully accountable to the members. 

· Resource Assessment and Planning - Each cooperative will be assisted in making a self-assessment of its resources and economic activities, and to develop an action plan indicating the internal changes required to become an effective business enterprise.

· Implementation of the Action Plan - The internal action plan developed during phase two is implemented, and initial preparations made for the development of a comprehensive business plan
.

· Elaboration of the Business Plan – In developing a business plan, the cooperative will identify and analyze potential economic activities (feasibility studies), select those judged to be the most do-able and beneficial, and decide on a step-by-step process for implementing the selected activities.  The plan will also indicate the investments needed to expand existing activities or to implement new activities.

· Implementation of the Business Plan - During this final phase, which will continue over a period of time, the cooperative will implement its planned economic activities and, as each is completed, evaluate the outcome.  Assistance during this phase will also focus on long-term issues, such as staff productivity, cost reduction, and improving the quality of the cooperative's goods and services.

As part of the process of making the transition to the private sector, there will be a change in the relationship between the members and the management of the cooperatives.  In the early stages of the process, the leaders of the cooperatives will need to practice a considerable amount of "direct democracy", by convening frequent general membership meetings for the purpose of involving the members in all important decisions.  Full member participation is an essential key to the long-term viability of each primary cooperative society.


During this period, staff of the service provider (i.e. ACU) will be available to the members to provide the information and guidance needed to make informed decisions.  Once the key decisions have been made via "direct democracy", the members will likely delegate more of their decision making authority to their elected representatives on the management committee.  For the larger cooperatives having salaried staff, the committee will, in turn, assign the responsibility for day-to-day decision making to the full-time professional management.  The emphasis, during this phase, will be on striking the appropriate balance between the level of the mandate (authority and autonomy) to be assigned to management as a means of facilitating operational decision making, and members retaining the final authority over all policy matters pertaining to their cooperative, including the evaluation of management's performance.  During this period, the role of the service provider staff will involve advising and assisting cooperative managers to fulfill their responsibilities, and assisting the members to evaluate management performance and make effective use of financial audits. 


Over time, as competition evolves in the cooperative sub-sectors, management performance will also be tested in the market.  In addition to receiving financial reports and profit and loss statements, cooperative members will increasingly be able to compare the quality and the costs of goods and services at their cooperative with those of other cooperatives, as well as with those of its private sector competitors.  This will be an important means by which the members can evaluate management performance.


When new cooperatives are established, from the beginning, the members fill an important role in shaping the organization according to their needs.  Because member activity is the driving force behind the formation of the new cooperatives, these will not need the same levels of member empowerment training (member re-orientation) and operational assessments as the members of the existing cooperatives.  With some modification, phases three to five will be more important to the developmental needs of new cooperatives.  In addressing these needs, emphasis will, therefore, be placed on making the new structures fully operational.


During the initial phases of the institutional development activities, the assistance will emphasize basic, introductory training and advisory services.  As the needs of the cooperatives become more complex, the emphasis will shift to higher levels of management advice and operational assistance, and increasingly focus on issues related to the development of the various cooperative sub-sectors.  During the initial phases of the program, the assistance services will be provided directly by the service provider.  In the later phases, however, the services will be increasingly provided through networking with other service providers, such as consulting organizations and training institutions operating in Yemen.

(c)  Agricultural Cooperative Union (ACU)


The project intends to develop and employ ACU as the main service provider for agriculture cooperatives.  Based on a comprehensive management audit of ACU to be undertaken during preparation, a multi-year institutional development program will be designed and once accepted, supported by the project.


Although the project will require a few international advisors, a major priority during the preparatory phase will be the development of a well-qualified and highly motivated team of Yemini specialists, who will serve as ACU core staff.  These persons, who will be selected on the basis of a specific set of criteria, will be provided with additional training to equip them to assist the cooperatives in the implementation of their business activities.


Located in Sanaa, ACU will provide a variety of business services directed at the identification, planning and operation of viable economic activities
.  In brief, the Union will function as a type of business incubator and take business advisory and training assistance directly to the cooperatives in their place of operations.


It is expected that ACU will be able to assist some 30 cooperatives in each of the three project regions, or a total of 90 over the five-year period of project implementation.  Participating cooperatives would be ranked and selected on the basis of two primary criteria:

· level of member "ownership" of their cooperative - as demonstrated by equity contributions, and participation in important decision making processes in the life of the cooperative (elections, meetings, etc.); and

· potential for economic viability - as demonstrated by a preliminary business plan, and the capacity of the cooperative to carry out its proposed business activities.



To assure that an adequate cross-section of the cooperatives is represented during the selection process, consideration will also be given to societies from different cooperative sub-sectors and regions.  In addition, several newly formed cooperatives will be assisted and will serve as models for groups desiring to establish cooperative businesses.


ACU will operate as both a provider of services and as an intermediary for cooperatives seeking specialized assistance.  The Union will directly provide such services as membership development and guidance on cooperative organization.  Additionally, it will function as a facilitator, matching the needs of the cooperatives to both national and international expertise.  This networking service will link in-country private sector service providers to cooperative clients and, when necessary, access specific technical and training resources from outside the country.  

Initially, the services of ACU will be provided for only nominal fees.  Gradually, as demand increases and the cooperatives become more capable of covering the costs, a more realistic fee structure will be introduced.  This will help to prepare the cooperative societies for phasing out of the project.

V.  Cost Estimate for Component  


Based on experiences in providing business support services to small and medium enterprises (SMEs) and cooperatives in countries like Yemen, the overage cost of supporting, over several years, a small cooperative (5 employees) is about US$8.000.  However, a substantial initial investment needs to be made in order to develop and equip the service provider(s) in this case ACU.  Another decisive cost factor is the amount of TA required.


At this early stage of project processing the total project costs are estimated to be about US$3 million.

VI.  Constraints and Risks


The major constraint is the perception in Yemen, as in most other developing countries, that agricultural cooperatives are social organizations, e.g. with a rural development agenda, with emphasis on non-revenue generating activities and giving priority to poorer members.  However, cooperatives can only be successful and sustainable if they generate revenues (at least enough to cover costs) and give equal treatment to all members, i.e. operate very much like business organizations.


The main risk is that this misconception of a cooperative cannot be quickly enough overcome so that the project can be fully effective.  Additional risks are (i) the investments into ACU’s institutional development to make it quickly a cost effective service provider; and (ii) the government’s readiness to improve the environment for cooperative development.  Finally, it will not be easy to achieve sustainability for ACU.  This union is faced with the tremendous challenge to quickly (i) support  and service its member organizations, i.e. ACs and other FOs); and (ii) in parallel, achieve for itself a high degree of institutional development.  Because of the weakness of most of its member organizations, for years to come, ACU can finance this double task only to a limited extend out of member contributions or service fees.  This has the implication that for a substantial period ACU will remain dependent on government and donor financial support.  Especially the extended reliance on government could prevent ACU from gaining political independence and this could damage its credibility vis-à-vis its members.

VII.  Next Steps


Before project preparation, a comprehensive institutional analysis will have to be conducted with the aim of reviewing the structure and organization of some 20 ACs operating in the various project regions, as well as of ACU.  This analysis has to include an assessment of the present performance of ACs and ACU, their development potential and support requirements.  Draft TORs for this institutional analysis are attached.


In addition, the cooperative legislation will have to be reviewed by specialists.  The Bank intends to ask the ILO (Cooperative Branch), Geneva to undertake this review in parallel to project preparation.

Box A: 	Making the Transition to the Private Sector





Common Barriers to the Process:


There are fou  principal sets of constraints that make it difficult for cooperatives to make the transition to the private sector:


a weak understanding of business operations and low levels of business and technical skills;


generally low levels of innovation and flexibility due to the long period of government control and involvement in government programs;


limited access to markets, in particular the lack of linkages to formal sector enterprises; and,


little or no linkages to commercial financial institutions and a general lack of access to credit services.


These constraints often block cooperatives from successfully entering and competing in the market economy.





Qualities Required for a Successful Transition:


Member Commitment 


Members look upon their cooperative as their own business and develop a strong sense of ownership and responsibility;


Members initiate steps to develop the capacities necessary for sound business operations(developing a business mentality);


Members demonstrate a willingness to contribute share capital to support their business activities;


Member relationships with leaders and management give the cooperative a sense of internal legitimacy and involvement in a common cause.





Organizational Capacity


Leaders have a strong commitment to the organization's business objectives, and sufficient flexibility to react to changing needs and circumstances;


Basic management and administrative systems (including financial management) are in place and their use is well understood by both leaders and management;


Staff members have the necessary skills and capabilities to fulfill their responsibilities;


Leadership/management has sufficient technical capacity to identify, examine and prioritize potential economic activities and effectively implement those selected;


Leaders are capable of effectively monitoring and evaluating all business activities





Commercial/Institutional Linkages


Informational and potential commercial linkages with other cooperatives operating in the same sub-sector;


Sufficient business and negotiating capacities to develop supply and marketing linkages with other private sector enterprises; and,


Sufficient economic potential to establish linkages with commercial financial institutions.





Box B:	Best Practices in Government-Cooperative Relationships





Government


creates and maintains an enabling environment that allows the cooperatives to function as autonomous, private sector enterprises;


develops and maintains a level playing field that enables cooperatives to compete on an equal basis with other private businesses;


establishes and maintains mutually beneficial lines of communication with the cooperatives;


opens government procurement opportunities to all elements of the private sector, including cooperatives;


promotes and develops infrastructure and trade facilities that encourage business growth;


allows cooperatives to focus on their core business activities by avoiding the imposition of a policy or development agenda on any cooperative sub-sector or individual primary society; and,


to the extent it wants to make use of cooperative structures and services, establishes a mutually-beneficial contractual relationship with the relevant cooperative organizations.





The Cooperatives


respond positively to the new enabling environment by demonstrating their commitment to succeeding as private sector businesses;


comply with government registration, licensing and auditing requirements;


encourage and maintain lines of communication with government agencies in support of private sector economic development;


avoid calling upon government for subsidies and other types of support not available to the private sector as a whole; and,


effectively contribute to the country's general economic growth.








Box C:	Selecting and Developing Model Cooperatives





The Objective: To identify and select a set of cooperatives having significant growth potential and assist their development as model cooperative businesses.  These models will serve to demonstrate the potential of effective cooperative enterprises.





Criteria for Selecting the Model Cooperatives


Degree of member "ownership" -- as demonstrated by member equity contributions and level of member participation in decision making (elections and meetings0.


Economic viability -- as demonstrated by successful business activities, the identification of potential future economic activities, and the development of a sound preliminary business plan.


Level of Interest -- as demonstrated by the willingness of the members, leadership and management to improve their business capacities, develop new skills, work with  ACU staff, and make a commitment to assist other cooperatives.


Societies typical of their cooperative sub-sector -- as demonstrated by their core activities and operational experience within the sub-sector.





Based on a contract between ACU and the model cooperatives, in recognition of services provided by ACU, the members of these model societies will provide assistance to other cooperatives.





ACU Services to the Model Cooperatives


Assistance with an internal assessment -- ACU will assist the selected cooperatives to undertake a self-analysis to identify strengths, weaknesses and potential economic activities.


Elaboration of a development plan -- Based on the self-assessment, the cooperatives will be assisted in preparing a long-term development plan that ought to include; increasing member equity participation, improving business skills and management capacities, and the identification of potential economic activities.


Organizational development -- Assistance with generic issues, such as cooperative organization and management, membership development and member empowerment.





Model Cooperatives Assisting Other Cooperative Societies


Networking -- Each model cooperative will establish advisory/assistance relationships with at least three other "partner" cooperatives (in the same sub-sector) and develop a program of assistance similar to the services it had received from ACU.


Interns/Observers -- Through such networking, key leaders, managers and staff of the partner cooperatives will be invited to serve as volunteer part-time "interns" or "observers" in the model cooperatives to learn cooperative procedures and business operations.


Business Collaboration-- The model cooperatives and their partner societies will explore the possibilities of joint business activities and mutually beneficial business exchanges.














� In addition to ACs, many other organizations are operating in rural areas, ranging from ad hoc and informal groups established for a specific but limited purpose (e.g. repairing flood damage) to long-term and formal rural development and farmer organizations (FOs) providing complex services on a permanent basis.  Because of time constraints, the mission limited its work to cooperatives.   The additional work related to other farmers organizations and groups will be undertaken at a later stage.


� In most instances, this action plan would include steps to refocus the cooperative’s activities on member needs; eliminating non-essential and loss-making activities, facilities and personnel; increasing the equity participation of the members; and, training core staff.


� In developing and implementing the internal action plan, the cooperatives will also acquire the skills and information base needed to develop a comprehensive business plan.


�Depending on service demand and the availability of funds, ACU’s regional offices  will also be strengthened.  
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