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EXECUTIVE SUMMARY

i.
In response to a request by the Government of Jordan (GOJ) for World Bank assistance with restructuring the country's cooperative sector, the Bank sent an initial mission to undertake a preliminary review of the sector in February 1998.  Follow-up missions, comprised of Jordanian and international specialists, completed a series of studies on institutional and economic issues related to the sector in July and October 1998. 

ii.
Looking at the sector as a whole, the studies have identified as a priority need the creation of a conducive policy and regulatory environment in which the cooperatives can become fully self-reliant and viable business entities.  Based on the field investigations, the team has concluded that effective cooperatives can make a significant contribution to the economic and social development of the country.  The cooperative focus on creating a strong common bond among members corresponds to Jordan’s traditions of strong family, tribal and community ties.  In addition, because of their relatively simple legal structure and flexibility, for many people, particularly those on the lower rungs of the economic ladder, cooperatives are often the most effective way to organize and achieve common economic and social interests.

iii.
Based on the findings of the field investigations, the drafting of this paper has been guided by the objective of increasing the contribution of cooperatives to the national economy.  The paper demonstrates that this objective can be achieved by:

· assisting government in its efforts to redefine its role in cooperative development, consistent with its role as a facilitator of private sector development; and, 

· supporting the cooperatives in their transition from government dependency to viable private sector enterprises.

iv.
Present Status -- Although, in principle, the cooperatives were to be member-owned and member-controlled, from the time the cooperative system was created in 1952, at the initiative of the government, it has always been under some form of state influence and control.  Throughout most of the 1952-1996 period, agricultural cooperatives were the central focus of government efforts because they served as channels for the provision of subsidized inputs and credit to the country's farmers.  

v.
In recent years, however, reflecting the important change of Jordanian society from a mostly rural culture to one that is increasingly urban, cooperatives have expanded into new operational areas and are assuming increasing relevance in the country's economy.  Although the country's cooperative sector is not strong in comparison to cooperatives in many more developed countries, Jordan has a wide variety of primary-level cooperative organizations.  In addition to those operating in the agricultural sector, there are multi-purpose, housing, mutual benefit, and savings and credit cooperatives, as well as women's cooperatives and smaller specialized societies in such areas as consumer goods, transport, tourism, small-scale industry and handicrafts. 

vi.
The country's experience with cooperative development reveals an almost inverse ratio between the amount of public resources put into particular types of cooperatives and the levels of their success.  The state-created agricultural cooperatives, for example, received the far greater share of government assistance in terms of both human and financial resources, yet they have little to show for these efforts, and very few continue to be economically active and viable.

vii.
During the 1980s, inadequate management and a continuing series of financial problems, largely due to a failed system of agricultural credit, led to significant losses for the principal cooperative financial institution, the Jordan Cooperative Bank (JCB).  The suspension of lending operations by the JCB at the end of 1989, led many agricultural cooperatives to cease their operations.  

viii.
As part of the restructuring effort, JCC was established in 1995, as the government agency in charge of the cooperative sector.  In fact, JCC was assigned the dual responsibility of serving as the government's cooperative authority and as the apex organization for the cooperatives. Such mixing of roles has not proven to be successful. Not only does JCC lack the human and financial resources to fill the two roles effectively, there is a continuing conflict of interest between its public responsibilities and the private sector developmental needs of the primary cooperatives.  In effect, the aspect of control has taken precedence over the service needs of the cooperatives, significantly undermining the cooperative principles of self-reliance and self-governance. For the cooperatives to survive and function effectively, this situation requires urgent change.

ix.
Potential for Growth --The results of the diagnostic studies demonstrate the importance of the cooperative sector for economic and social development in both rural and urban areas.  Although the initial reviews of the principal cooperative sub-sectors reveal a significant array of weaknesses, they also show important strengths and highlight solid potential for further development.  The fact that 60 or more new cooperative societies are registered each year reflects the high degree of interest in group-based economic activities.  An important reason for this interest is that cooperatives provide their members with essential access to markets (for both inputs and outputs).  These linkages, through which members can obtain needed services and consumer goods and can market their products, are of particular importance in the context of Jordan's changing economy.  The cooperatives provide a means for the country's moderate and low income populations to obtain important services and participate more fully in the overall economy. 

x.
It is evident that, to date, the cooperative system as a whole has not come close to realizing its full potential. To a large extent, this is due to the fact that the primary cooperatives have tended to function as isolated units, many with a membership base too small to engage in significant business activity.  There has been no real unifying force in the cooperative sector.  In addition, many cooperatives have been hampered by a lack of experienced management and poor access to the financial resources necessary for effective business operations.  The technical and business advisory services that could have been provided to primary societies by an effective and responsive apex organization have not been available to Jordanian cooperatives.  

xi.
Agenda for Development -- GOJ's on-going efforts at cooperative restructuring and reform present an opportunity for a new beginning for the country's cooperative organizations.  As described in Chapter III of this report, the proposed strategy for cooperative renewal and growth responds to the needs of the primary cooperatives for the business advisory services, technical assistance and skills development required for the effective operation of their economic activities.  

xii.
The cooperative development agenda would include: (1) refocusing  the role of government to the functions of creating and maintaining an enabling environment; (2) the establishment of an interim Cooperative Advisory Board (CAB) to serve as liaison between the cooperatives and agencies of government with the aim of guiding the process through which cooperatives will become part of the private sector (3) the implementation of a five-year donor-supported Cooperative Assistance Program (CAP) directed at the renewal and strengthening of the cooperative sector.

xiii.
Support for the activities of CAP should be channeled through a Cooperative Service Center (CSC) designed to provide business advisory and training services directly to the cooperatives in their place of operations.  On-the-job training for managers, staff and cooperative leaders will be an important component of  CSC services, as will general member education.  CAP will be implemented under the direction of the CAB and in close collaboration with the appropriate agencies of government, including JCC and the GOJ privatization office.  Although the total program is intended to be implemented over a five-year period, it is essential that the revision of the cooperative legislation and the restructuring of JCC take place in the very early stages of the program.

xiv.
Early Action Needed --The most beneficial and expeditious approach would be for the initial assistance program to begin as a limited pilot activity, well in advance of the full CAP.  Implementing a well-focused pilot component would also emphasize the urgency of  making the necessary legislative and regulatory changes well in advance of initiating a more comprehensive program.  It is important to begin the pilot program as soon as it is reasonably feasible to do so.  An early beginning will  serve as an encouragement to the cooperatives, and motivate them to get their affairs sufficiently in order to be able to benefit from program activities.  It would also be an important signal to the broader business community that the cooperatives are becoming an integral part of the private sector.  In addition, an early initiation of a donor-financed program will provide an ongoing in-country resource for the government as it reviews and revises the cooperative legislation and reorient its relationship with the cooperative sector.  By having an in-country presence, the program leaders will be able to advise the government on cooperative issues and bring in outside expertise as necessary to assist with specific needs.  A pilot activity would also serve as a reference point for other international donors, and enable them to examine the possibility of participating in the development of the country’s cooperatives as private sector enterprises.

xv.
The support program will initially focus on the development of a number of model cooperatives that can serve as examples to the entire cooperative sector.  The proposed activities will focus on helping selected cooperatives to make a successful transition to the private sector, by restructuring their operations and by acquiring new business skills and capacities.  In addition, as the sector evolves, there will be a focus on encouraging and assisting the emergence of new cooperatives to function as viable private sector businesses.  Both the existing and the new cooperatives will need a period of time in which to acquire the knowledge and skills required to develop and manage their business activities and to be able to function effectively in a competitive market economy.  CAP is designed to assist the country's cooperatives to attain this level of full self-reliance and operational viability.

INTRODUCTION

1.
The Government of Jordan (GOJ) is currently implementing a broad reform and restructuring program directed at reducing public expenditures and promoting overall economic growth.  As part of this program, GOJ is working to create an economic policy environment conducive to private sector growth, while progressively reducing government involvement in the production and distribution of goods.  Many of the heavily indebted and loss making state-owned enterprises are being privatized or closed, and steps are being taken to deregulate both prices and markets.  Private enterprises are being encouraged to play increasingly important roles in all areas of the economy.

2.
To date, however, this economic liberalization program has scarcely touched the country's cooperative sector. In 1995, in an effort to reduce public expenditures, GOJ dissolved the ineffective parastatal apex body, the Jordan Cooperative Organization (JCO), and replaced it with the Jordan Cooperative Corporation (JCC).  To a large extent, however, the change was only in form.  Like its predecessor, JCC has continued to consume large amounts of public funds, but it has not been successful in strengthening the cooperatives or in providing them with effective services.  The failure of the Jordan Cooperative Bank (JCB) resulted in the termination of JCC's commercial services, which in turn forced most of the agricultural cooperatives to suspend their operations.  Although the enactment of new cooperative legislation in 1997 was intended, at least in theory, to lead to a reduction of government involvement, in practice, the cooperatives continue to be tightly controlled. This is due to the climate of dependency created by several decades of subsidized programs (with the resulting sense of insecurity among the cooperatives when the subsidies were discontinued), and the continued operation of the state agencies established to control the cooperative sector.  

3.
Recognizing the disappointing results of the government-controlled cooperative model, GOJ sought World Bank assistance in developing an alternative approach that would be in keeping with its overall economic reform program. A Bank mission undertook a preliminary review of the country's cooperatives sector in February 1998.  Follow-up missions in July and October 1998  conducted  a series of studies on institutional and economic issues related to the sector. Although the initial GOJ request for Bank assistance focused on the financial and operational problems of JCC, in keeping with GOJ's general privatization policy, the scope was expanded to an examination of the entire cooperative sector.  

4.
Based on extensive assessments of JCC and the primary cooperatives, undertaken by the specialists during the two field visits, this paper has been prepared as a first comprehensive step in the Bank's response to that request.  As indicated  in this document, 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. 

5.
With such a vision and by adopting the recommended strategy, Jordan'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 resources from within their membership, and effectively serve their members by increasing their bargaining power and providing economies of scale.

6.
The primary objective 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. 

7.
The agenda outlined in this paper is based on the long-standing principles of cooperation established by the International Cooperative Alliance (ICA), and on the definition of a cooperative as formulated by the International Labor Organisation (ILO).  These international bodies are strong advocates of group-based, self-help initiatives in which both control and responsibility are in the hands of the members (see Box A). 

8.
This paper includes an historical overview of cooperatives in Jordan (Chapter I); an analysis of the current situation, including the role of the state and the legislation governing cooperatives (Chapter II); a proposed agenda for renewal and growth (Chapter III), and a proposed plan of implementation (Chapter IV). including a step-by-step program for assisting the systematic development of the entire cooperative sector
. 

 HISTORICAL OVERVIEW 

9.
From their inception, cooperatives in Jordan have been utilized by government as instruments of development policy, and have functioned under the control of a government agency created to "establish, organize and assist" the growth of the cooperative sector.  To a large degree, the history of the country's cooperatives is a history of the agencies assigned the responsibility for cooperative development.  Following the government's initial efforts at establishing cooperatives (in 1952), these agencies and, consequently, the entire cooperative sector have gone through several developmental phases. 

A. Initial Development Efforts (1952-1968)

10.
One of the first steps in setting up a state-supported system of cooperatives was the establishment of a Cooperative Development Department (CDD) within the Ministry of Social Affairs.  Although the legislation creating CDD gave it a broad mandate to register, supervise and finance cooperatives, the Department also interpreted its responsibilities to include organizational and operational activities.  CDD's initial programs focused on the development of a network of geographically delineated rural cooperatives that could provide agricultural inputs on credit to their farmer members.

11.
In 1956, the legislation on cooperatives was amended to spell out more precisely the procedures for organizing and registering a cooperative society.  Although additional provisions covered the creation of housing and other types of service cooperatives, the focus of GOJ's development efforts was almost exclusively on the agricultural sector.  While the legislation defined cooperatives as "self-help organizations", it continued to reserve broad regulatory and interventionist powers for the CDD.

12.
Through the efforts of CDD, an "apex" organization, the Jordanian Central Cooperative Union (JCCU), was established and equipped with limited banking functions to serve the financial needs of the primary cooperatives.  Although intended to be an independent body, the union's role of providing loans and inputs to farmers was essentially defined and controlled by CDD, which served as the Union's only link to government financial support. 

13.
By 1959, JCCU had established almost 250 primary cooperatives.  By 1963, the continuing growth of the cooperative sector prompted CDD and JCCU to establish the Cooperative Institute as a means of meeting the increasing needs for management training.  The following year, an Auditing Union was set up and assigned the responsibility of conducting annual audits of all of the primary cooperatives.  By the beginning of 1968, the number of primary societies created by the joint efforts of CDD and JCCU had grown to more than 700.

B. Consolidation of Government Control (1968-1995)

14.
The country's cooperatives suffered a serious setback as a result of the 1967 war.  More than half of the primary societies were located on the West Bank, and all development and commercial activities there were suspended.  In attempting to strengthen the remaining cooperatives, the government assumed even greater control over cooperative development functions. 

15.
The provisional Cooperative Law of 1968 set up a new national-level quasi-governmental body, the Jordan Cooperative Organization (JCO), to replace the three existing organizations (JCCU, the Cooperative Institute and the Auditing Union).  In 1971, a new Cooperative Law superseded the provisional legislation and imposed JCO as the national cooperative apex structure, and all primary cooperatives were required to affiliate with it.

16.
In effect, during the three years from 1968 to 1971, the government took full control over all aspects of the cooperative sector.  Through both administrative and financial interventions, JCO transformed the agricultural cooperatives, which often included savings and credit activities, into multi-purpose agricultural societies engaged in such activities as input supply, seed multiplication, and livestock breeding and fattening.  An important function of the restructured primary cooperatives was to serve as channels of agricultural credit.

17.
Additional cooperative legislation, promulgated in 1976, gave the majority of seats on the JCO Board of Directors to government appointees and invested the agency with broad powers, including the registration and liquidation of cooperative societies, and authority over all technical and financial support services.  Most of the primary society managers, particularly among the agricultural cooperatives, were appointed by and received their salaries from JCO.  

18.
In 1978, with a foreign loan arranged by the Central Bank of Jordan, JCO set up the Jordan Cooperative Bank (JCB) to serve the cooperative sector's financial and credit needs.  Over the next decade, JCB established eight branches and increased its operations to include almost 20 percent of the country's institutional credit.  This rapid expansion, however, was not accompanied by adequate control systems or the development of well-qualified professional management.  By 1989, as the number of defaulted loans soared, JCB became insolvent and was closed by the Central Bank of Jordan.

19.
Although agricultural cooperatives (input supply, marketing, and livestock) were the primary focus of GOJ activities throughout these two initial periods of cooperative promotion and development, other types of cooperatives had also emerged.  For the most part, these cooperatives, (multi-purpose, housing, mutual benefit, and savings and credit societies) were outside of the main focus of official policy, yet they have demonstrated a much better track record and a much higher success rate than those involved in agriculture.  This was due, at least in part, to the fact that they never developed a dependency on state subsidies and financial resources.  However, they too were subject to the restrictions and control of JCO, which allowed them almost no room for activities beyond the primary society level.

C. The Search for a New Beginning (1995-1998)

20.
For a number of reasons, JCO management was never able to control the agency's growth or its costs.  Expenses always exceeded projected income and, by 1995, the organization's precarious financial situation resulted in its dissolution.  In its place, the government set up the Jordan Cooperative Corporation  (JCC), which was also controlled and financed by the state. 

21.
In its efforts to reduce costs, JCC abandoned JCO's money losing input supply and marketing functions, although to some extent, this was also due to the closing of the Cooperative Bank, which eliminated the source of financing for these functions.  In addition, JCC reduced the number of its employees from 600 to 250 and terminated its cooperative training activities.  Although it continued to implement certain grant-financed activities, the essential effect of these changes was to limit JCC's operational areas to the functions of registration, auditing and dissolution of cooperatives.  Additional legislation, enacted during 1997 (Cooperative Law No. 18), continues to affirm the centralized powers of JCC, but provides for the establishment of unions and a national cooperative federation to be responsible for business operations, although it does not fully specify how these are to be financed.
 

22.
In 1998, the continuing financial problems of JCC led to a comprehensive audit by the Executive Privatization Office of the Prime Ministry (on the recommendation of the Ministry of Finance).  The auditor's report indicated that JCO/JCC's accounting procedures did not follow generally accepted practices and standards, and that a significant amount of the Jordan Cooperative Bank's deposits had been used to finance JCC operations
.  Following the examination, the auditors recommended that the financial problems of JCC be resolved to allow it to be repositioned to operate under the Cooperative Law.  The audit recommended that JCC "operate as a supervisory body for the cooperative sector without, being involved in the operations of the sector.
.  

23.
The replacement of JCO by JCC and other related changes can be described as a failed attempt at a new beginning.  JCC had inherited both  the debt and staff of JCO.  The process of reducing the number of personnel resulted in the loss of many of its most qualified and dedicated staff
.  Unfortunately, the structural and personnel changes were not utilized to refocus JCC on activities that would facilitate and promote the renewal and strengthening of the cooperative sector.

II. COOPERATIVE SECTOR

A. Overview

24.
The information currently available from JCC lists just over 850 cooperative societies with an overall total of 70,000 members
. Based on an examination of the official data and information gathered during field visits, the studies concluded that approximately 150 cooperatives (most of which are in the agricultural sector) are completely moribund, while another 100 are in very questionable condition, perhaps too weak to survive.  The remaining 600 or so include small and large societies with performance records ranging from marginal to very good. 

Table: 1  Cooperative Structure, Membership and Performance



Number of Coop-eratives
Member-ship
Avg. member-ship per society
Paid-up capital

(JD)
Avg. paid-up capital (JD)
Avg. Paid-up capital per member (JD)
Accmltd reserves (JD)
Avg. reserves per society (JD)
Avg. profit/ loss for 95-97 (JD)
Avg. profit/ loss per society (JD)
Number of loss making societies

Agriculture
170
7,900
46
1,049,146
6,171
133
792,715
4,663
171,658
1,010
61

Livestock
46
1,634
36
427,331
9,290
262
221,401
4,813
148,408
3,226
14

Multi-purpose
285
23,941
84
6,228,759
21,855
260
843,090
2,958
785,747
2,757
55

Mutual Benefits
82
12,726
155
3,245,306
39,577
255
633,802
7,729
112,727
1,375
16

Housing
201
16,107
80
10,543,170
52,454
655
367,908
1,830
326,954
1,627
40

Women
35
1,069
31
74,767
2,136
70
14,258
407
-1,877
-54
20

Credit&Savings
16
4,393
275
1,507,413
94,213
343
42,762
2,673
339,534
21,221
1

Transport
6
69
12
11,672
1,945
169
406
68
3,429
571
2

Consumer
10
902
90
174,281
17,428
193
84,805
8,481
253,070
25,307
2

Tourism coops
3
N/A
N/A
N/A
N/A
N/A
N/A
N/A
-480
-160
2

Total
854
68,741
80
23,261,845
27,239
338
3,001,147
3,514
213,916
250
213

 Notes:                                                                                                                                                                                                                                                                                                                          












1) Financial figures are only indicative since a significant number of societies have not been audited for several years.  












2) The criteria "less than" (<) JD 0.00 profit was used to count the loss making societies.  This means that all societies which have not provided any balance sheets for either of the three years (95-97) because they only have been recently registered or are dormant, were not counted in these statistics. 












25.
Jordan's cooperatives are spread among 10 recognized sub-sectors.  Those categorized as "multi-purpose cooperatives" make up roughly one-third; agricultural (including livestock) and housing cooperatives represent a quarter each of the total, while mutual benefit cooperatives make up about 10 percent
.   Among the other categories, those listed as "women's cooperatives" make up 4 percent of the total, and savings and loan cooperatives make up 2 percent.  The remaining cooperatives (2 percent) consist of consumer cooperatives, merchant guilds, transportation societies, educational societies, tourism societies, maintenance societies and industrial/artisanal cooperatives.  The field visits revealed, however, that the distinctions between the different types of cooperatives are not as clear cut as the categories would indicate.  Often, the differences are in name only, or in the core business activities, with a considerable amount of overlap in other operations
. 

26.
It is important to look at the statistics on cooperatives (obtained from various sources) with a healthy degree of skepticism.  Official data on cooperative membership may be significantly out of date, due to continuing changes in the cooperative sector and the fact that there is no system for updating the information on a regular basis.  In addition, for a variety of reasons, the membership and business statistics reported by some of the individual cooperatives may have been overly optimistic.  The team found many discrepancies in the membership and financial data from one source to another, and even wide variations in the information coming from a single source.  An important element of the  development strategy will be to put in place an adequate management information system capable of providing reliable data on a timely basis

A. Role of Government

27.
As mentioned in the historical overview (see Chapter I), the government has played a dominating role in the establishment, development and control of the country's cooperatives.  Although the legislation currently in effect asserts that cooperative societies are independent legal entities initiated, owned and controlled by their members, the existing system does not allow this to happen.  Especially among the weaker cooperatives, almost all significant decisions relating to the organizational structure and operations are subject to clearance by government personnel. 

1. Cooperative Legislation

28.
Compared to the Cooperative Laws of other countries, Jordan's cooperative legislation is highly unusual.  Perhaps its most striking feature is that, rather than focusing on primary cooperative societies, the Law (Cooperative Law No. 18 of 1997) deals with the role of JCC, and the establishment of cooperative unions and a national federation.  The regulations on the establishment, registration, liquidation and functioning of primary cooperative societies are left to the Cooperative Societies Charter of 1998.  At first glance, this separation may not appear overly important, yet there is a highly significant distinction in the legal nature of these two documents.  Although the enactment of the Cooperative Law (as is the case with all Jordanian laws) required the approval of the two houses of Parliament, the "Charter" was issued directly by JCC without consultation with the country's legislative bodies.  

29.
This means that all regulations directly affecting cooperative organizational and operational matters can be changed unilaterally by JCC.  In effect, this places unusually broad powers in the hands of the Director General (DG) of JCC.  Because neither the Law nor the Charter provides any guidance about arbitration procedures, for example, the DG can make decisions about liquidating a cooperative without the members having recourse to an appeals process
.

30.
The broad scope of JCC authority allows it to intervene at any time in the internal affairs of the cooperatives, supervise their business activities and even approve or disapprove their budgets.  In some instances, JCC has on its own placed staff in management positions in the primary societies.  It should also be noted that the legislation gives JCC a monopoly on all technical support services, which according to some members of JCC Board of Directors would prevent a cooperative assistance program (proposed in chapter III B ) from operating outside of its control.

31.
In many countries, there is a direct correlation between the economic success of a cooperative business and its ability to operate free of government interference.  In Jordan, the high degree of control in the hands of JCC is a primary contributing factor to the widespread perception among cooperative members that they are owners of their societies in name only, and that, in reality, the cooperatives are government entities.  This has an important bearing on member participation, member share capital contributions and member loyalty.

32.
Another unusual feature of both the Cooperative Law and the Charter is that neither contains a definition of a "cooperative society".  The usual practice, in drafting cooperative legislation, is to define the term, describe the distinguishing characteristics of a cooperative, and confine the use of the term to organizations having those characteristics.  Most cooperative Acts promulgated during the past decade use the definition of the International Labor Organisation (see Text Box A)
.

33.
The Cooperative Law also establishes a national cooperative apex structure and cooperative unions.  According to Article 18, the unions are organized on a geographical basis and conform to the administrative divisions of the country (the governorates), rather than being based on the different cooperative sub-sectors.  The by-laws for the unions and the apex structure were developed by staff of JCC, and the final versions are currently under review by senior JCC officers.  The end result of these efforts will be a system of apex and regional cooperative bodies, defined and established by government, but intended to serve, and be financed by, the primary cooperatives. 

34.
As currently formulated, neither the Law nor the Charter provides an adequate framework for the cooperatives to develop as autonomous enterprises; and neither allows sufficient leeway for genuine independence and self-management. Bound by such legislation, Jordan's cooperative system remains far from being an autonomous part of the private sector.

2. Jordan Cooperative Corporation

35.
The Jordan Cooperative Corporation (JCC) is the primary governmental agency for the development and supervision of the cooperative sector.  Headquartered in Amman and equipped with a network of 12 regional directorates, JCC is governed by a Board of Directors consisting primarily of government officials, several other appointed persons, and a few (a definite minority) representatives of the cooperatives.  Even these representatives, however, are nominated by the government and not by the cooperative membership.  The JCC Director General (DG) is also a member of the Board, and the DG and all members of the staff have civil service status. 

36.
The legislation currently in force specifies that JCC will serve as the Registrar of Cooperatives and exercise broad regulatory functions, including the auditing of all cooperative organizations.  In addition, JCC is supposed to function as the cooperative apex body and provide support services to primary societies
.  Article 4 of the 1997 Cooperative Law assigns to JCC the following specific responsibilities on behalf of the cooperatives:

· representation, lobbying and public relations;

· the coordination of cooperative policy and development;

· technical support;

· education training; and

· auditing of all levels of cooperatives.

37.
This broad role serves to centralize authority and control over the cooperatives in a single government entity that has neither the human nor the financial resources to fulfill such a broad mandate.  It should be clearly understood, however, that JCC inherited most of the shortcomings and the accumulated financial problems of its predecessor organization, the Jordan Cooperative Organization (JCO).  It is also important to point out that many of the personnel of JCC are supportive of an effective and growing cooperative sector. 

38.
Although the Cooperative Law of 1997 stipulates that the primary societies can establish their own secondary organizations, such as cooperative unions as well as a national federation, it was JCC that acted on this provision.  Acting on behalf of the cooperatives, JCC planned and took steps to set up 12 regional unions (most of which are not yet operational) and two sector unions, one for livestock societies and one for women's societies.  Of the sector unions, only the livestock union is undertaking limited activities. A first task assigned to these unions by JCC was the elaboration of a plan to establish the Jordan General Cooperative Union as the country's apex cooperative organization.  The by-laws for the unions and the national federation are currently under review by JCC. 

39.
Unfortunately, the involvement of JCC in establishing cooperative service organizations continues the long-standing pattern of government control of the cooperative sector.  Most of the personnel of these nascent unions are civil servants, seconded to them by JCC, and the primary societies have had only minimal input into the entire process.  It has yet to be specified what kind of role is intended for the unions, given the broad scope of functions assigned to JCC under the 1997 legislation.  Neither is it clear how the unions and the federation are to be funded, particularly in light of the government's restructuring policies and its efforts to reduce public expenditures
.

40.
Despite the provisions in the cooperative legislation, JCC does not have a clearly defined mission or set of priorities in keeping with the spirit of the government's restructuring program.  When JCC was established and it took over the operations and responsibilities of JCO, the primary intent of government was to cut expenditures by reducing the agency's staff, and cutting programs
.  The personnel reduction, which at the time was considered a significant step in the reform of the agency, turned out to be more of a "brain drain", with the departure of a large number of the most qualified staff, while many of those who were less motivated continued on the payroll.  As a result, the better professionals who remain with JCC are spread too thinly and not able to handle the broad scope of the agency's responsibilities.  The audit conducted by the Executive Privatization Office of the Prime Ministry concluded that JCC should have only a regulatory role and not become involved in the operations of the cooperative sector. 

41.
The main issue for Jordanian policy makers is whether the government is going to continue to define, administer and control the cooperative sector, and continue to absorb the high cost required for this kind of control.  There is a distinct divergence between the regulatory duties of government and the particular interests and operational needs of the various sub-sectors of the country's cooperatives.  

42.
JCC cannot fulfill both the regulatory role of government the administrative and management needs of the cooperative sector.  To avoid this type of dichotomy, other countries have made a clear distinction between these roles.  In instances where government intervention seemed necessary and appropriate, it was restricted to only transitional periods, such as during an initial start-up phase or during restructuring.  In these cases, governments provided assistance or arranged for financing to support the reform or development process on a temporary basis, without assuming full control of the sector.  When government agencies attempt to control and directly operate cooperative structures, those structures begin to function as parastatals, dependent on state subsidies, and are no longer able to fulfill their original economic and social roles
. 

B. Cooperative Sub-Sectors

43.
During their work in the field, the specialists team (see footnote 1) developed a number of studies focusing on the various cooperative sub-sectors, the complete texts of which are assembled in a separate paper and are available in project files.  In preparing  the studies, the team examined selected records of JCC, conducted interviews with JCC officers and staff, held discussions with representatives of the various categories of primary cooperatives, and visited a number of the cooperatives.  

44.
Although it was evident to the team that the available data on the cooperatives was not fully reliable or up to date, the studies do provide a general picture of the principal components of the cooperative sector and indicate which sub-sectors offer the most significant potential for economic growth.  The following sections summarize the principal findings of the studies. 

1. Housing Cooperatives

45.
Jordan's rapidly growing and increasingly urbanized population creates a continuously expanding need for additional housing.  According to the World Bank appraisal report of the Housing Finance and Urban Sector Reform Project, the annual demand for new housing is estimated at 22,000 units.  Consequently, the construction of housing is an important component of the country's overall construction activity, which accounts for approximately 8 percent of GDP. 

46.
In the rural and more outlying suburban areas of the country, home construction continues to be largely a family affair.  In the urban areas, however, and particularly in Amman, housing is in short supply and real estate developers do not find it sufficiently profitable to address the housing needs of moderate income families.  Due to the shortage of adequate housing, growing numbers of young professionals and civil servants have turned to cooperatives as a means of attaining home ownership.  As of mid-1998, some 200 housing cooperatives, having approximately 16,000 members, were officially registered with JCC.  Some 130 of these were in Amman and its immediate surrounding area.  

47.
Typical services provided by the housing cooperatives include obtaining access to land, arranging for the development of the infrastructure and utilities, and access to financing.  Although some of the cooperatives also become involved in assisting with construction contracts, the most common practice is to establish the housing specifications and assist the members to obtain the necessary credit, leaving it to the individual members to make construction arrangements.  On occasions, once the housing has been completed, the cooperatives have returned paid-in capital to their members and ceased further operations.  More often, though, they continue to operate and take on additional functions, such as the transportation of members to their places of work, the provision of pre-school services and/or medical services, and operation of food markets, all in response to the needs of their members.

48.
Usually, the management of housing cooperatives is provided by member volunteers who serve on a part-time basis.  As most of the membership consists of civil servants or professionals, the cooperatives tend to be well managed and have a relatively healthy resource base.  Because they have comparatively high levels of paid-in capital and some type of landholding, the housing cooperatives also tend to have reasonably good access to credit.  In most instances, the debt of the housing cooperatives represents only a small portion of the actual value of the land and buildings.  Another factor contributing to their success is the ability to withhold access to land until all share capital is paid.  This provides the housing cooperatives with a degree of leverage over their members that is usually not available to the other categories of cooperatives.

49.
In general, the membership of the housing cooperatives is both active and participative.  The members tend to monitor activities closely, and the managers attempt to respond to their needs.  The cooperative approach to housing development is responding to a high level of demand by providing needed services and delivering important economic benefits to members.  It is also important that, during a period of excess demand and limited availability, the housing cooperatives are able to inject an important element of competition into the market.

2. Multi-purpose Cooperatives

50.
The multi-purpose cooperatives (MPCs) represent the primary area of overlap among the different cooperative categories.  According to JCC statistics, MPCs make up the largest and most rapidly growing category, with nearly 300 societies and approximately 24,000 members.  During the field investigations, the team identified three types of MPCs:

· family-based organizations with membership based on extended family or special ethnic ties; 

· organizations based on the workplace or a particular employer; and 

· organizations with other types of common bonds, such as common skills, social and economic interests, and geographic location.  

51.
Family-Based Cooperatives -- Social activities and economic activities leading to social benefits are among the most important aspects of the family-based MPCs.  With the objectives of improving the economic levels and social welfare of their members, they can be flexible in responding to economic opportunities and can channel profits back to their individual members or use them to benefit the group as a whole.  While these cooperatives tend to be characterized by common bonds of family loyalty, commitment and accountability, which tend to motivate them to operate effectively, their often very limited number of members can also be a constraint to the scope of their business activities. 

52.
Workplace-Based Cooperatives -- Among MPCs, those based on the workplace represent some of the country's most progressive cooperatives; and this type of group-based enterprise offers some of the most promising potential for future growth.  Several generally common characteristics contribute to their current effectiveness and future potential: 

· common employment bond -- all members working for the same institution/enterprise allows for a system in which member share contributions, and loan commitments can be met through payroll deductions; 

· educated members -- members tend to have a comparatively high level of education and a reasonable understanding of business management; and 

· regular incomes -- the overall membership is sufficiently large, and the regular income, facilitates capital formation and viability.  

53.
Economic activities of the workplace cooperatives tend to focus on the procurement of consumer goods at favorable prices (economies of scale) and savings and credit activities.  Because most ventures are internally financed, there is usually no need for external credit, and because the activities are usually managed on a voluntary, ad hoc basis, no salaried outside management is required.  In assessing the potential for this particular type of MPC, the team considered them to be very good examples of self-reliant, member-controlled cooperatives.

54.
Other MPCs -- This sub-category includes a variety of small-scale MPCs (cottage industries, small production enterprises, worker cooperatives) organized by groups seeking to create their own employment and income-generating opportunities.  Some of these are based on the utilization of particular traditional skills, while others involve the production of goods and services related to the modern economy.  Although the operations are generally very limited in scope, the activities often require a level of capital that is often beyond the means of individuals acting on their own.  The cooperative approach, therefore, becomes useful in providing a framework for the pooling of resources to accomplish joint objectives.  In assessing the benefits and potential of this category of cooperatives, it should be noted that there exists a rather broad base of individuals having traditional production skills (such as handicrafts, local food processing), as well as large numbers of reasonably skilled unemployed  persons who could benefit from the self-help cooperative approach.

55.
The comparatively rapid growth of MPCs can be seen as a response to the country's overall economic environment.  Because the economic restructuring program is reducing the importance of agriculture and the public sector as the primary sources of income and employment, people are searching for other ways to generate income.  Based on the field observations and experience in other countries, the team concludes that effective MPCs can offer significant potential for enabling people to meet their own economic needs, provided that important constraints related to finance and marketing can be satisfactorily addressed.

3. Mutual Benefit Cooperatives 

56.
Largely based on social traditions and family, ethnic and community ties, the mutual benefit cooperatives (MBCs) encompass a wide variety of economic and social activities.  Although JCC records indicate some 82 MBCs with roughly 13,000 members, it is likely that at least an equal number of similar groups operate informally, many on only a periodic or intermittent basis.

57.
Among those registered as cooperatives, most are located in the urban areas.  According to information obtained from JCC, as of March 1998, Amman had 37 MBCs with 7,800 members, and Irbid had 16 societies with 2,000 members.  Although many of MBCs have fewer than 300 members, and a number have fewer than 100, some are considerably larger.  The Al Waljah Cooperative Society in Amman, for example, has 1,300 members and the Al Naber Cooperative Society, also based in Amman, has 550 members.  

58.
MBCs are often organized along extended family and ethnic lines.  Because members of the same extended families and ethnic groups tend to reside in proximity even in the urban centers, the MBCs often coincide with specific geographical areas.  Organizationally, the societies frequently allocate leadership positions and committee memberships so as to provide representation to different family branches or subgroups.  Just as the resources of the MBCs range from a bare minimum of assets to significant holdings in business and real estate, the scope of their activities also ranges widely, from the operation of profit oriented enterprises to the provision of a variety of group-based social benefits.  Among many of these societies, the primary focus is on member benefits such as loans (both personal and business), the provision of healthcare, care of the elderly, coverage of funeral expenses, mutual insurance schemes, grants for education purposes and similar items of common interest.

59.
In contrast to the more formalized cooperatives, such as those in the agricultural sector, the mutual benefit societies are able to function with almost no overhead or operating costs.  Most are managed on a voluntary basis.  When there is need, some members may be hired on a temporary basis to carry out specific duties related to a specific economic activity, although the payment for services may be made in kind or by the allocation of additional shares at the time the profits are distributed.  Capital for investments is usually raised from within the society, which makes the MBCs less vulnerable to changing external conditions. Most of the groups exhibit sound management and a conservative approach to the handling of finances.

60.
MBCs and similar but unregistered mutual aid societies are an integral part of Jordanian culture and most will continue to operate no matter what policy decisions are made regarding cooperatives and other group-based businesses.  These tailor-made organizations appear to fit the society and respond to specific societal needs by carrying out important functions and providing significant services to their members.  

61.
While there is no doubt that the MBCs are valuable organizations, there are important questions as to whether and to what extent they can be considered part of the formal cooperative sector, and whether all or some aspects of their approach can be beneficially applied to the broader society.  Because of their obvious benefits, these societies should certainly be encouraged and enabled to participate in the support program proposed in this report.

4. Agricultural & Livestock Cooperatives

62.
Cooperative activities in the agricultural sector include input supply and marketing and the raising of livestock.  Largely on the initiative of the government, some 200 agricultural multi-purpose cooperatives (AMCs) were established during the 1970s and 1980s.  There are 46 registered livestock cooperatives, of which the strongest and most active are those involved in dairy herds.  On the whole, despite serious weaknesses in some aspects, the livestock cooperatives have been more successful than the AMCs, most of which are no longer in operation.  Established with good intentions of increasing agricultural production to meet the country's food requirements, the AMCs were organized on a geographical basis, as channels for the provision of farm inputs, production credit and marketing services to the country's agricultural producers.  Both the inputs and the credit were subsidized.  In addition, government usually paid the salaries of AMC manager or seconded a civil servant to fill the management role.

63.
Despite the promotional rhetoric that the cooperatives were owned and controlled by their members, the farmers always considered them as branches of government rather than their own organizations, and participated in their programs only as long as they provided subsidized inputs and access to production loans.  There was almost no member participation in terms of share capital.  When the subsidies were eliminated and credit services were no longer available, the cooperatives had no financial resources of their own to continue in operation.

64.
Based on the principal area of activity, there are four categories of livestock cooperatives: (1) cattle or dairying; (2) raising of small ruminants (sheep, goats); (3) range-land management; and (4) multi-purpose and women's groups that raise limited numbers of livestock for fattening or milk production.  The groups in the last category are very small, and the few that exist have only intermittent activities.  There are only three registered range-land cooperatives, and their functions are largely limited to administering the allocation of grazing rights to individuals and groups raising livestock.  Although there are 26 registered societies for the raising of sheep and goats, most are currently inactive.

65.
The cooperatives focusing on cattle breeding and dairying activities have been the most successful, and may be considered among the best equipped cooperatives in the country in terms of physical facilities, management capability and financial resources.  The membership of these cooperatives consists of the owners of dairy herds producing milk under the intensive (feedlot) production system.

66.
As of early 1998, there were 16 registered cattle/dairy societies, with approximately 700 total members, although six of these societies were not currently active.  Among the 10 with ongoing activities, some of the larger ones operate their own feed mills and  supply shops and have equipment for the cooling and transport of milk to the private processing plants.  A major constraint is that these cooperatives do not have their own processing facilities, making them dependent on the ability and willingness of the private processors to purchase their milk.

67.
As demonstrated in many other countries, well-functioning agricultural cooperatives provide farmers and livestock producers a means of obtaining needed inputs and marketing services based on an economy of scale, and they add an important element of competition into the market.  With the exception of the cattle/dairying cooperatives, it is doubtful whether genuine, business-oriented agricultural cooperatives have ever operated in Jordan.  Although they were designated as "cooperatives", the AMCs and other agricultural organizations created by the government never functioned as real member-initiated, member-owned cooperatives.  Instead, they served as channels for government services and instruments of official policy.  The issue now is whether there is a role for genuine self-help cooperatives in the agricultural sector.

68.
Experienced cooperators in other countries would say that this is the most opportune time for Jordanian farmers to establish and operate their own cooperative enterprises.  Given the changes in agricultural policy and the general decline of agriculture in the country, this is the time that farmers have the greatest need to join together to satisfy their own requirements for goods and services, and take advantage of economies of scale in supply procurement and the marketing of their products.

69.
It is important, however, that farmers arrive at their own decisions about organizing and participating in a cooperative, and it is important that the cooperative be the direct result of their own initiatives.  While outside assistance can be provided in terms of advisory services and training, cooperatives in the agricultural sector will only be successful to the extent that farmers see them as a means of meeting their own needs with their own resources.  This is the approach recommended in this report.

5. Other Types of Cooperatives

70.
Savings and Credit Societies -- There are only 16 registered and operating savings and credit societies, with a total of 4,600 members, although several of the multi-purpose cooperatives also engage in savings and credit activities.  Most of the registered societies were organized to serve the employees of government agencies or the larger private companies.  The activities of two of these organizations, the Phosphate Company Employees Multi-Purpose Cooperative Society and Capital Employees Savings and Credit Cooperative Society are described in text boxes included in this report.  While both of these societies function along the lines of typical credit unions with respect to loans and loan repayment, only the Phosphate Company Society offers its members a savings option. However, out of concern for liquidity, savings are not used for lending; loans are made from paid-in capital and reserves.  The Capital Employees Cooperative has over 1,700 members and paid-in share capital of JD 644,000, while the Phosphate Company Cooperative has 633 members,  paid-in share capital of JD 265,000, and member savings deposits of JD 1.5 million.  Both societies have regulations requiring that 20 percent of the profit on member loans be placed in reserves.

71.
Following the field visits, the team concluded that, while in principle, the savings and credit cooperatives operate much like credit unions in other countries, they do not yet meet the high standards of the international credit union movement.  To some degree, the Jordanian societies are part of the informal sector, as they are not covered by banking regulations, and, for the most part, their leaders have little knowledge of the role and recognition credit unions enjoy in other parts of the world.

72.
Taken together, the Jordanian savings and credit societies address only a tiny fraction of the need that exists for savings and credit programs.  It is instructive, of course, that most of the existing societies are based in the workplace, where the membership potential is sufficiently large and where there is an opportunity to deduct share contributions and loan repayments from member salaries.  While it is very difficult to find similarly favorable conditions in the rural areas, particularly outside the formal employment sector, rural credit union experience in other countries demonstrates that savings and credit activities can be operated successfully in both rural and urban areas.

73.
Although the initial focus for  a cooperative assistance program should be to strengthen the existing societies and help to replicate them in other agencies and other companies, there is also a need for similar cooperative operations on a broader scale.  It is evident that well-functioning credit union cooperatives and cooperative banks can help fill the great void of financial services in the rural areas of the country.  A network of savings and credit societies covering both urban and rural areas could make a major contribution to savings mobilization and meeting the needs of the general population for financial services. 

74.
Women's Cooperatives -- As of March 1998, there were 39 registered women's cooperatives with approximately 1,700 members.  Most of these are located in urban areas and operated as multi-purpose organizations engaging in a variety of mostly very low volume activities.  A number of those located in the rural areas were initially established as women's agricultural societies and later restructured as multi-purpose cooperatives.

75.
Activities of the rural based women cooperatives usually focus on some aspect of agriculture such as gardening, the procurement of seeds and fertilizers, the processing of fruit and vegetables and livestock raising.  Those in the urban centers often involve the production of items for sale, such as the knitting or sewing of garments and handicrafts.  Some arrange for brief training courses and education in health and childcare issues.  A number of the women's cooperatives were formed with assistance from NGOs or foundations, and have on-going access to grants and loans. In many ways, Jordan is more progressive and open than most of its neighboring Arab states.  It can, therefore, be expected that there will be increasing demand for income-generating and training opportunities for women.  The cooperative development strategy proposed in this document is directly relevant to these needs.

D. Restructuring Requirements

76.
Although statistics on the number of inactive and dormant primary societies give an impression of a generally weak cooperative sector, it is significant that spontaneous growth is taking place in several specific areas of activity, particularly among the housing, multi-purpose and mutual benefit cooperatives.  With relatively little attention from government, some 200 housing cooperatives have been established, primarily in the growing urban areas; and approximately 285 multi-purpose cooperatives and another 80 mutual-benefit cooperatives are operating with respectable levels of success.  Perhaps of even greater significance for the future is the fact that, on average, some 50 to 70 new cooperatives are being organized each year, indicating a strong interest in the self-help cooperative approach to address economic and social needs.

77.
Following the initiation of the economic reform program, a number of the cooperatives have taken steps to improve and expand their business operations and adjust to a competitive market economy.  While these are the exceptional cases, other cooperatives are in sufficiently good condition that they should be able to make the transition to the private sector with little external assistance.  Others, 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 assistance program (See Table 2).

1. Under-Performing Cooperatives

78.
To adjust to the new economic realities and transform themselves into private sector, 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, of course, that the members must reassert their control and be committed to making their cooperative function effectively.  For cooperatives accustomed over a period of many years to government control, decision making by officials of JCC, and even government-provided management, coping with the necessary changes to function in a competitive environment must seem to be an impossible 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 businesses, and they are anxiously seeking the assistance that will enable them to do so.  

79.
It is a very difficult transition. Without any relevant services from government, and in the absence of any cooperative secondary or apex organizations capable of providing such assistance, they are left to their own resources, and these are often not sufficient to the task.  It is clear that primary cooperatives in priority sectors of the economy need a well-conceived program of support during an interim period in which they can develop the strength and the skills required to complete the transition to the private sector.  In particular, assistance is needed in two principal areas; i.e. (i) business skills development; and (ii) member education.

Table 2
Performance Categories of Jordanian Cooperatives
Category
Approximate 

Number


Level of

Assistance Required to Adjust to Market Economy

Fully Self-Sufficient Cooperatives
20 to 30
No CSC Assistance Needed

Moderately Successful

Cooperatives
100
Small amount of targeted assistance 

Cooperatives with Good Potential but Lacking in Business Skills
400 to 500
Primary target group for CSC services.

Non-Viable Cooperatives


200 to 300
Defunct or moribund cooperatives.  No CSC assistance.

80.
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.

2. Need for Successful Models

81.
To ensure an adequate response to the technical and training needs of the cooperative sector, an assistance program must help demonstrate that cooperatives can successfully make the transition to the private sector and effectively carry out their economic activities.  Success breeds success.  An appropriate means of motivating cooperative members to become actively involved in the renewal efforts would, therefore, 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; and

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

82.
A program of cooperative renewal, having only limited resources, cannot solve all of the problems of Jordan's cooperative sector.  What it can do, however, is serve as a catalyst, breathing new private sector life into cooperatives whenever long dominated by government.  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.

III. AGENDA FOR RENEWAL AND GROWTH

A. Creating an Enabling Environment

83.
GOJ's policy and institutional reform program, directed at reducing public expenditures and promoting economic growth, focuses on two priority areas: the reform of public sector organizations and the development of the private sector.  The current efforts at restructuring of the cooperative sector i.e., downscaling and refocusing the role of JCC, and privatizing the cooperatives are an important part of the government's follow through on its economic liberalization program.  These efforts should be seen as an opportunity for the country's cooperatives to move beyond a status of dependency and to assume an active, viable private sector role in the country's economy.

84.
To promote the development of an effective, self-reliant and self-sustaining cooperative sector, the government's primary objective should be to establish a policy and regulatory environment that allows cooperatives to function on par with other private sector businesses.  This means a minimum amount of regulatory constraint, legislation that is enabling rather than restrictive, and a system of cooperative registration that allows for initiative and diversity.  The country's new cooperative strategy should be based on an economic and regulatory environment that enables the growth of member-controlled cooperative businesses, without operational intervention by government agencies.

85.
There are several important characteristics of an appropriate enabling environment for the cooperative sector:

· 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;

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

· it allows cooperative structures to evolve in response to needs - rather than imposing secondary and tertiary organizations on the primary societies, allowing them to be established by the cooperatives based on their own needs and at their own pace.

1. Enabling Role for Government

86.
Experience in other countries has demonstrated that the most beneficial role for government in cooperative development is one that is “minimalist”.  By means of a healthy, non-restrictive business environment, the government establishes a level-playing field for the entire private sector, including the cooperatives.  In essence, cooperatives should receive the same treatment and the same privileges as other private sector businesses, and the relationship between cooperatives and the state should be the same as that between the state and other types of private enterprise. 

87.
To provide the cooperatives with the freedom to organize and develop their own business activities, the most appropriate role for government would be to limit its functions to (i) the registration/de-registration of cooperative societies, and (ii) the supervision of their compliance with the law.  Apart from meeting the requirements of the cooperative legislation, the cooperatives should only be subject to the same laws and regulations as those applicable to other private sector business.

88.
Similarly, the cooperatives should be allowed to develop their own structures and organizations in a participatory process and, in keeping with GOJ's privatization policy, they should no longer be considered as instruments for policy implementation or channels for state subsidies to particular sub-sectors of the economy.  Based on its broader privatization policy, GOJ should initiate a series of supportive steps for the full privatization of the cooperative sector.  These steps should include:

· introduction of the necessary legislative and regulatory changes; 

· phasing out the  interventionist role of JCC; and 

· arranging a program of assistance and advisory services directed at enabling the cooperatives to function successfully in a market economy
.

2. Legislation Conducive to Cooperative Development

89.
The special nature of cooperatives is generally recognized by governments through specific legislation directed at regulating how they are established and, in very general terms, how they operate.  Because of its defining role, the legislation can have either a positive or negative impact on the functioning of the cooperative sector.  In some countries, the legislation simply provides the basis for a high level of government involvement and intervention, while in other countries it serves as the framework for an enabling environment that is favorable to the development of cooperative business activities.  To achieve a fully autonomous and well-functioning cooperative sector, the most important step a government can take is the enactment of legislation that creates this enabling environment.  A key aspect of such legislation is the limiting of the role of government.  Experience in other countries has demonstrated that the most effective and appropriate role for government is one that is limited to cooperative registration and general oversight to assure conformity with the law
. 

90.
Often, in drafting laws and regulations for the cooperative sector, governments also tend to place too much emphasis on prescribing the terms and conditions for setting up secondary and national level "cooperative" structures, and laying down detailed rules for organizing and operating primary cooperative societies.  Unfortunately, when such structures and rules become the primary focus of the legislation, too little attention is given to facilitating cooperative business activities, which should be the government's principal motivation and focus.  

91.
The cooperative approach provides an alternate form of business organization that enables individuals to respond to a changing economy by organizing to meet their own needs.  The essential role of the legislation, therefore, is to provide an appropriate legal form that enables people to conduct business on a basis of mutual support, common advantage and shared risk.  From this perspective, the most effective cooperative legislation is enabling, flexible and uncomplicated, leaving the details of administration and management to the internal regulations of each cooperative society.  An enabling legislation avoids complex and cumbersome registration and operational requirements, and makes it reasonably easy to establish and operate cooperative businesses.  

92.
To be fully supportive of the development of Jordan’s cooperatives, as a group-based form of private enterprise, extensive changes need to be made in the current cooperative legislation.  In making these revisions, the economic interests of the cooperative members should be the primary consideration.  To develop the legal base for a renewed and reformed cooperative system, several important needs must be considered:

· The need to make a clear distinction between public and private roles and responsibilities - The legislation should reserve to government only those tasks that are genuinely public in nature, such as registration and assuring legal compliance. 

· The need for secondary and national structures to be developed by and for the primary societies - Any stipulation pertaining to secondary structures and a national union should be drafted in a manner that allows these bodies to be developed voluntarily by the cooperatives rather than being imposed on them.  It is essential that the setting up of such structures respond to actual needs, and it is important that the cooperatives not be burdened with the costs of secondary and tertiary organizations they cannot afford.

· The need for a level playing field vis-à-vis other private sector businesses - Cooperatives should be able to operate in an open market economy, without the constraints of rigid administrative procedures and regulations that do not apply to other businesses.  Similarly, they should be able to operate without government intervention in their management, or in their day-to-day business operations. 

93.
An enabling legislation for cooperatives should also take into account the fact that, as private sector entities, cooperatives must operate in the context of the country's broader legal and regulatory environment.  In dealing with issues of a legal nature (disputes, etc.), cooperatives should have the same channels of recourse as any other private sector enterprise.  In addition, as is the case with private businesses, the auditing of cooperatives should be carried out by private auditing firms or by a secondary level cooperative organization rather than an agency of government. 

B. Cooperative Institutional Development

94.
Given the long history of political, administrative and financial problems experienced by GOJ's cooperative supervision and promotion agencies, the credibility of a new development strategy requires that both the current status and future potential of the country's cooperative sector be assessed from a realistic perspective.  In particular, the potential for future cooperative activities in the agricultural sector, the primary focus of past government assistance efforts, must be assessed carefully.  Indeed, the country's experience with cooperative development reveals an almost inverse ratio between the amount of public resources put into particular types of cooperatives and the levels of their success.  The state-created agricultural cooperatives, for example, received the far greater share of government assistance in terms of both human and financial resources, yet they have little to show for these efforts; and very few continue to be economically active and viable.

1. Facilitating the Transition

95.
Once GOJ has established the new policy and legislative framework, and JCC has been downsized and its role limited to regulatory duties, Jordan's cooperatives will have the freedom to develop business activities on par with any other SME.  Many of the well-performing cooperatives will quickly take advantage of this opportunity, expand operations and establish (in collaboration with other cooperatives operating in the same sub-sector) joint business ventures and secondary-level service unions, which will enable them to benefit from additional economies of scale.

96.
The majority of the country's cooperatives, however, are facing serious structural and operational problems and are performing far below their potential.  For these cooperatives, making the transition from a condition of dependency to autonomous private sector entities will be difficult.  Despite their significant potential, most of these cooperatives will simply exhaust their resources and exit from the scene, or their transformation will take place only partially or gradually over a period of years, during which time they would not be able to provide effective services to their members.

97.
In the private sector environment, the "rules of the game" would deem this kind of fate is normal: i.e. enterprises that are unable to survive are replaced by those that can.  The problem with such an approach, however, is that Jordan does not yet have a fully developed market economy in which a cooperative society when closed or liquidated is immediately replaced by other enterprises.  Many of these cooperatives were established to operate in particular market niches or in more remote areas not adequately served by other businesses.  The consequences of losing significant numbers of such cooperatives would be especially difficult for the populations of these more distant areas and for the poorer segments of society.  

2. A Program of Cooperative Assistance

98.
The goal of the proposed program is the development of an independent, business oriented and self-reliant cooperative sector.  With the dual objectives of renewal and growth, the program will facilitate   and accelerate  the transition of the cooperatives to the private sector, and contribute  to the overall development of Jordan's economic progress.  The proposed agenda envisages a five year program of assistance designed to:

· strengthen capacities and improve the performance of existing cooperatives in all segments of the country's cooperative sector; and 

· enable the creation and effective operation of additional cooperative businesses in all sectors of the economy.

99.
The primary means for providing this assistance will be through a Cooperative Service Center (CSC), which will operate as the key element of a donor-funded Cooperative Assistance Program (CAP).  Program personnel will consist of an experienced team of business administration and management specialists, as well as field staff trained to provide effective business advisory services to the cooperatives.  

100.
Although the program will require an experienced team of expatriate managers and advisors, a major priority during the preparatory phase will be the development of a well-qualified and highly motivated team of Jordanian specialists, who will serve as the CSC 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.

101.
Located in Amman, the CSC will provide a variety of business services directed at the identification, planning and operation of viable economic activities
.  In brief, the Center will function as a type of business incubator and take business advisory and training assistance directly to the cooperatives in their place of operations.

102.
It is expected that the CSC will be able to assist some 50 cooperatives per year, or a total of 250 over the five-year period of program implementation.  This means that CAP would be able to serve about 50 percent of the country’s cooperatives having sufficient potential to function on a sustainable basis.  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.

103.
To assure that an adequate cross-section of the cooperatives is represented, during the selection process consideration will also be given to societies from each of the cooperative sub-sectors.  In addition, several newly formed cooperatives will be assisted and will serve as models for groups desiring to establish cooperative businesses.  

104.
The CSC will operate as both a provider of services and as an intermediary for cooperatives seeking specialized assistance.  The Center will directly provide such services as membership development and guidance on cooperative organization, where specific types of business and technical assistance are required.  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 the CSC 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 the future service institutions and apex structures to be exclusively financed by the member cooperatives.  

105.
While the CSC is intended to operate only on an interim basis, until such time as a network of secondary (regional) and tertiary (national) cooperatives can be established and become operational, it is also expected to serve as the nucleus for a new apex structure. It is anticipated that the new secondary and tertiary organizations that may be established in the future will evolve along lines similar to organizations servicing and supporting cooperative businesses in Western countries.

3. Program Orientation and Process

106.
The program's institutional development activities take into account the complexity and diversity of the cooperative sector, including:

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

· the wide 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.  

107.
Recognizing this complexity and diversity, program activities and funding are 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 program's service delivery system is designed to be able to adjust its technical and advisory services to meet the sector's evolving requirements.  

108.
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.

109.
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.

110.
During this period, staff of the CSC 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 matters pertaining to their cooperative, including the evaluation of management's performance.  During this period, the role of the CSC 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
.  

111.
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.

112.
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.

113.
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 CSC.  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 Jordan.

4. Cooperative Advisory Board 

114.
A Cooperative Advisory Board (CAB) will be a key element of the Cooperative Assistance Program.  Made up of representatives of the cooperatives and other private sector entities, government and donors, the CAB will have general responsibility for oversight of CAP (and the CSC), as well as supervision over the entire process of cooperative reform.  The CAB's term of service will correspond to that of CAP. 

115.
A preliminary plan for the CAB, drafted by the study team for this report, includes a governing board composed of the following representatives:

· six elected representatives of the larger (in terms of operations and membership) cooperative sub-sectors;

· the Registrar of Cooperatives;

· a representative appointed by the Chamber of Commerce (as a private sector organization);

· a representative of the financial institutions collaborating with the cooperative sector; and

· one or more representatives of the donor organizations participating in the financing of CAP.

116.
The CAB will have the following responsibilities; (i) general oversight of and the provision of advisory services to CAP; (ii) formulation and monitoring of overall cooperative development policy; (iii) reviewing cooperative legislation and regulations and recommending modifications to GOJ; (iv) assisting the cooperatives with the creation of secondary and national level structures; and (v) coordinating and building beneficial linkages among the cooperatives and other private sector businesses. It is also suggested that several (3-5) members of the CAB (primarily those members representing cooperatives) be designated as the Management Board of the CSC.

5. Cooperative Access to Finance

117.
Most of the larger, well-performing cooperatives have access to commercial loans.  In particular, the housing cooperatives have little difficulty in obtaining mortgage financing because they have property and assets to serve as collateral.  Other cooperatives, such as the mutual benefit societies, operate almost exclusively on member equity contributions, sometimes supplemented through informal loans from more affluent members.  Among MBCs, internal resources generated via member equity, deposits and loans serve as the primary means of financing cooperative activities.

118.
For cooperatives in other sub-sectors, however, the lack of access to finance is a serious constraint, particularly for those with larger working capital requirements.  Typical among these are the agricultural cooperatives focusing on input supply and marketing, whose members need access to seasonal credit.  Some of the multi-purpose cooperatives, too, require larger amounts of finance for their commercial activities, as they may have to carry significant inventories composed of relatively expensive consumer items, such as electronics and household appliances.  Usually, though, for MPCs, the cycle from purchase to sale is much shorter than that for the agricultural sector.  In addition, the largely urban-based MPCs, with a membership of salaried employees, tend to find it easier to obtain financing than do the agricultural cooperatives.  

119.
As noted earlier in this report, the major priority of CAP will be the development of selected cooperatives to serve as models for the entire cooperative sector.  With this focus, the program will seek to improve the standing of the assisted cooperatives with financial institutions, thus facilitating their access to commercial credit.  To the extent these efforts are successful, the improved creditworthiness of the participating cooperatives will help improve the reputation of the sector as a whole, and increase  the access of cooperatives to institutional sources of finance. 

120.
During the first year of program implementation, CAP management will conduct a systematic analysis of the financing requirements of the cooperative sector.  If the analysis confirms that a lack of access to finance is a major constraint to the development and economic expansion of the cooperatives, a number of alternatives will be explored, including the possibility of setting up a loan guarantee facility.  The examination of alternative solutions to the credit problem will also include an assessment of the condition and effectiveness of guarantee funds currently being operated.

IV. NEXT STEPS

A. Developing a Strategy

1. From Agenda to Strategy

121.
As already indicated, the key findings of the study and the building blocks of the proposed agenda were the subjects of extensive discussions during the field visits in Jordan.  The discussion partners included cooperative members, leaders, managers; government officials and members of JCC Board of Directors; and representatives of the private sector, NGOs and the donor community.  After the key stakeholders and other interested parties have had an opportunity to review this document, a series of discussions will be held to receive comments and suggestions for possible changes.  Based on these inputs, the document will be revised and re-distributed as a final draft.  

122.
Initially, GOJ had suggested presenting the final report including the proposed strategy to a Cooperative Conference at which the principal stakeholders and other interested persons invited would have a final exchange of ideas, and formally adopt the cooperative development agenda.  The study team, however, would prefer that the strategy be reviewed by a broader segment of the cooperative membership prior to the holding of such a conference.  It is important that the views of a large cross-section of the members of cooperatives be considered before a strategy is finalized.   The cooperative members, leaders and managers contacted during the research and field visits could speak on behalf of only a few primary societies.  Because Jordanian cooperatives are not sufficiently organized to have sector-wide or sub-sectoral representatives serving as spokespersons, there is need for additional participation by persons who can speak for the primary cooperatives in the different sub-sectors.  While the team members agree on the importance of the Cooperative Conference, they believe that it should be held only after a sufficient period of preparation, during which additional input is obtained from the membership.

123.
Some aspects of the proposed agenda are, at this stage, general in nature, such as the creation of an environment conducive to cooperative development and the provision of technical assistance and training.  They would, therefore, need to be operationalized during the next stage of the process.  Other elements (such as the structure and functions of cooperative unions and an apex organization) can only be determined over time as the sector evolves.  The most beneficial and expeditious approach would be to begin the assistance program as a limited pilot activity that would be ongoing during the period that the cooperative members are defining a long-term development strategy.

2. Early Action through a Pilot Program

124.
It is important to begin to implement the pilot program as soon as possible to serve as an encouragement to the cooperatives and motivate them to get their affairs sufficiently in order to be able to benefit from program activities.  It would also be an important signal to the broader business community that the cooperatives are becoming an integral part of the private sector.  In addition, the initiation of a donor-financed pilot activity will provide an ongoing in-country resource for the government as it reviews and revises the cooperative legislation and its relationships with the cooperative sector.  By having an in-country presence, the program leaders will be able to advise the government on cooperative issues and, as necessary, bring in outside expertise to assist with specific needs.  A pilot activity would also serve as a reference point for other international donors and enable them to examine the potential of participating in the development of the country’s cooperatives as private sector enterprises.  Finally, the pilot activities would demonstrate to cooperatives that a sector strategy is not solely an academic exercise but aimed at addressing their operational needs.

125.
During the pilot phase, a number of priority tasks would be undertaken to lay the groundwork for a larger scale assistance program and the long-term development of the sector.  These tasks include:

· the initial selection of a group of high-potential cooperatives and providing them with the technical assistance and training they need to restructure their operations as private sector enterprises;

· the development of these initial participants as models that can demonstrate to other cooperatives (the old, the new, and the yet-to-be-established) the potential of effective, well-functioning cooperative businesses;

· the conducting of a series of surveys to identify the specific developmental requirements for each cooperative sub-sector, and the preparation of an assistance plan that responds directly to these needs; and

· the exploration of potential sources of commercial credit, and the initiation of discussions with commercial banks to meet the credit needs of the cooperative sector.

126.
The pilot program would need to be supported by a government Policy Statement, reflecting GOJ's firm commitment to the transition of the cooperatives to the private sector.  Such a policy statement would provide the principal stakeholders in the cooperative sector with the assurance that they will be allowed to take the required steps toward full autonomy.  It will also provide international donor agencies with the incentive to invest in the sector's renewal and growth.

127.
An important requisite for the initiation of a pilot activity is a clear agreement on the structure and role of the CAP and the Cooperative Service Center.  One of the more sensitive issues discussed with JCC's Board of Directors was the role of CSC vis-à-vis the broad mandate given to JCC.  Some members of the Board indicated a preference for CAP/CSC to operate with complete autonomy.  This operational and structural independence, it was suggested, would send a clear message that CAP and the Service Center would not serve as another means of JCC intervention and control.  It would also demonstrate that the assistance program is an exclusively business oriented initiative.

128.
Other Board members pointed out, however, that it may not be legally possible for CSC to operate outside of JCC, due to the provisions of the cooperative legislation that give JCC the mandate to provide the same services as those proposed for CSC
.  These Board members tend to favor the establishment of a special JCC department, known as the "Cooperative Service Center" supervised by the CAB, on the basis of a clear and precise mandate to be defined by a special governmental decree.  Under this scenario, as the situation evolves through the downscaling of JCC and the emergence of a grassroots-initiated cooperative apex structure, CSC would be moved out of JCC and become the nucleus of the new secondary and national structures.  

129.
Whichever of these alternatives is finally chosen, the essential element is for the CSC to be given a clear and definitive mandate to ensure its operational independence.  A firm decision on a mandate for CSC is necessary before entering into preparations for the implementation of CAP activities. 

B. Mobilizing Resources

130.
There can be a highly significant "payoff" in assisting the cooperatives to complete the transition to the private sector, and this payoff may help make the proposed assistance attractive to bi-lateral and multi-national donor agencies. The benefits can be seen in terms of private sector growth, the conserving of public financial resources, and opportunities to address the needs of those segments of the population that are perpetually outside of the economic mainstream.  Important elements of the payoff include the fact that:

· more than 500 cooperatively-owned SMEs would be integrated into the private sector and be able to develop and expand their economic activities;

· there will be significant reductions in government expenditures for JCC and costs associated with subsidizing cooperative management; and,

· there can be important benefits for the weaker, more disadvantaged segments of the population (women, rural producers, and low-income employees) who will be able to participate in cooperative economic activities and benefit from economies of scale.

131.
Initial resources for CAP in the range of US$ 1.5 million would enable the CSC to begin a pilot program of providing high priority services to selected cooperatives.  During a period of one to two years of operating on this limited scale, CAP would be able to demonstrate the high social and economic returns that can be gained from a significantly larger investment in the cooperative sector.  A core staff for the initial CAP would include:

· five senior Jordanian specialists experienced in both small and medium enterprises and cooperatives;

· three young professionals (MBA level); and

· two internationally recruited cooperative development specialists (to work with the CSC and advise government on policy and legislative issues).

132.
An important part of the initial funding for the CSC would be reserved for training activities and the development of a data bank on individual cooperatives and cooperative sub-sectors.  Other financial resources would be designated for Jordanian business advisory services, legal counsel, and audit services.

C. Beginning Implementation

133.
As soon as the principal partners have agreed on the main elements of the approach, and approve the development of an initial pilot activity, steps will be taken to present the program to potential donors.  At the point sufficient donor financing becomes available, an international specialist will be placed in the country to prepare for  program implementation, which will include the selection of the local staff and providing them with additional orientation and training specific to the program.  As indicated in the preceding section, the initial activities will involve a selected group of cooperatives identified as having sufficient potential to serve as models for the rest of the cooperative sector.  As additional staff and resources become available, the program's activities will be expanded and the number of participating cooperatives will be increased.

134.
Activities during the period of the initial program will include the selection of a few cooperatives (from among a list of applicants) from each of the major sub-sectors, and assisting them to improve their management and business capacities.  These cooperatives will then serve as role models to other cooperatives in their sub-sectors, and will give counsel and guidance to groups exploring the formation of new cooperatives.  The initial activities will also include sub-sector needs assessments aimed at identifying strengths and weaknesses as a basis for elaborating assistance plans that respond to the specific developmental requirements of each sub-sector.  To the extent that financial issues and the lack of access to capital are identified as important constraints, the program will also begin to explore possible solutions in consultation with commercial financial institutions.

135.
The agenda presented in this report makes a strong case for a new beginning for Jordan's cooperative sector.  In several parts of this report the case is made for assisting Jordan's cooperative sector during its transition to the private sector.  Reference is made to a "window of opportunity" that is now available and, hopefully, will remain so for the next 12 to 18 months.  As time passes, however, it will become increasingly more difficult and more costly, in both human and financial terms, for the cooperatives to make the transition and become effective, self-sustaining private sector enterprises.  It is very important to recognize that any delay in developing the appropriate legislation and restructuring JCC will hinder the opportunity to make an early commencement of the assistance program.  Well-planned and well-implemented pilot activities will enable the broader, longer term program to begin with a strong operational base that will make it more effective and greatly increase its overall impact.

Pilot and Preparation Phase Tasks

During the pilot phase, a number of tasks need to be undertaken to lay the groundwork for a larger scale assistance program and the long-term development of the sector.  These tasks include:

a) Identification of Cooperatives Participating in the Institutional Development Program: Institutional development and cooperative specialists would be recruited to identify those cooperatives which: (i) are in need of, and have good potential for organizational adjustments and refocusing of core business activities with the aim of becoming fully viable; and (ii) are willing to serve as reference cases to other cooperatives by sharing their restructuring experiences.  These initial participants can demonstrate to other cooperatives (the old, the new, and the yet-to-be-established) the potential of effective, well-functioning cooperative businesses.

b) Need Assessment for Services to be Delivered by (CSC): An initial series of surveys would be conducted to identify the specific developmental requirements for each cooperative sub-sector and prepare an assistance plan that responds directly to these needs. 

c) Assessment of Economic Importance of the Cooperative Sector:  An estimate needs to be developed which will give an approximate size of the cooperative sector as a share of the total economy as well as the cooperatives relative importance in each of their sub-sectors as service providers.

d) Undertaking a Social Assessment: Social scientists would be hired to undertake an evaluation of the economic and social value of cooperatives to the various social groups benefiting from cooperatives as well as the benefits provided to the country as a whole.  The findings of the assessment are expected to provide some insight to the Government of Jordan in terms of assistance it may provide to some of the most destitute groups to replace benefits from cooperatives which may fail in a free market environment.

e) Pre-Assessment for Amendments to Laws and Regulatory Environment:   Consultants would be hired to develop a pre-assessment of the legal and regulatory environment of cooperatives drawing comparison with experience of SMEs and other private business to develop early proposals for legal amendments.  The report would be describing the legal and regulatory environment and proposals with steps to take in order to remedy some of the shortcomings including risks for not undertaking the proposed steps.

f) Assessment of Taxation Rules:  In addition to the regulatory environment, an assessment of the tax rules concerning cooperatives needs to be developed to ensure a level playing field with other business entities, including the rules on taxing cooperative surplus.

g) Assessment of Cooperatives Access to Credit: Exploring the potential sources of commercial credit, and the initiation of discussions with commercial banks to meet credit needs of the cooperative sector.  This assessment is to include the review of existing credit and guarantee facilities currently operating in Jordan. 

h) Formulation of a Project Implementation Plan (PIP):  Consultants would be engaged in the formulation of a comprehensive PIP which would define milestones for each stakeholder in the program including government.
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Box B:	The Ministry of Education Employees Cooperative Society (MEEC)


Formed in 1995, the MEEC has grown rapidly and now has almost 2,000 members with annual sales of more than JD 2 million.  Its objective is to enable members to purchase consumer goods and other merchandise at favorable terms. 


The society does not operate retail shops as a traditional consumer cooperative would do, but negotiates discount prices and credit arrangements with importers, wholesalers and retailers on behalf of its members.  In some instances, operating in a manner similar to the purchase clubs known in many countries, the society does make volume purchases of such items as cooking oil and basic household goods and makes them available to members.


The MEEC has made a profit each year since its formation, by taking a commission on goods sold to members.  The profit level increased from JD 17,000 in 1995 to JD 87,000 in 1997.  Two-thirds of the profit is distributed as dividends on shares (6 percent), and part as a fixed bonus of JD 5 per month of membership.  The society also uses part of the surplus to provide loans to members.


The MEEC is managed by a committee of members, who receive a small remuneration for their work.  As a result of the increased business volume, the committee is taking steps to employ a full-time manager.  Once this takes place, the society plans to expand its activities by opening one or more consumer shops, which will make it more like a traditional consumer cooperative, while continuing its activities as a purchasing club.


A major reason for the success of the MEEC is that it provides members with highly visible benefits in the form of discounts and favorable terms for credit purchases.  The cooperative not only negotiates the terms on behalf of members, but also takes responsibility for installment payments, which are made via monthly deductions from the members' salaries.





Box: C	The Al Naber Mutual Benefit Society


Al Naber is a prominent name in Amman and to be associated with it entails a certain prestige.  The Al Naber Mutual Benefit Society is a typical cultural/economic organization based on family structures.  At the time it was established in 1965, its objective was to provide members with social services and access to credit.  Later, it also became involved in providing housing to its members.  Membership in the society is limited to the extended Al Naber family, which includes all Jordanians of that name.  The cooperative currently has some 550 members representing a broad segment of Jordanian society. 


The Al Naber society owns significant real estate holdings in the form of rental units and construction sites.  It also owns a large social hall that it rents to its members for holidays, weddings, and funeral services.  The core revenues of the society are generated by real estate management, including rental units leased to non-members, the rental of the social hall and the organization of events, and from lending activities (mostly to members).  Al Naber also provides substantial non-commercial services, particularly to assist the poorer members of the society.  While in some instances, this help comes in formal ways through short-term loans and assistance in cases of hardship, it is frequently provided through extensive networking to find jobs for unemployed members.  


The society is managed on a voluntary basis, usually by assigning the task to one of the many senior civil servants among the membership.  It appears to be well managed and financially sound.  The society's leadership tends to take a conservative approach to credit matters by asking members to help finance new investments rather than borrow from commercial sources.  The society has a respectable amount of paid-in capital, some JD 365,000, and its fixed assets in the form of buildings are valued at JD 550,000.  Its 1997 operations generated some JD 10,395 in profit ( from JD 74,000 in sales), despite having to pay tax arrears in the amount of JD 53,000.


As with most Mutual Benefits Societies, Al Naber members find it important that the society focuses not only on maximizing revenues but also on the social welfare of its members.  For this reason, wealthier members accept the need to assist poorer members in return for a stronger voice in the management of the affairs of the society.  While this system may not satisfy the democratic criteria of commonly recognized cooperative principles, it does ensure close supervision of resource use for social support purposes.





Box D:	The Rise and Fall of Middle Valley AMC


Established in 1971, Middle Valley is one of the oldest AMCs in the Jordan Valley.  Its membership of 240 persons consists primarily of producers of vegetables and fruit.  At the peak of its operations, it supplied members with seeds, fertilizers, pesticides and other inputs on credit up to a limit of JD 1,500 per member.  Cash loans were also given, as well as medium-term loans, to a maximum of JD 5,000, for the construction of plastic houses (greenhouses) and the installation of irrigation pipes.  Funds were obtained from the JCB for relending to members, with the society receiving an interest margin of 2 percent.  During the most successful season, the total amount of loans in kind and cash reached JD 500,000.


During that period, high produce prices in the Gulf region and access to cheap credit and inputs encouraged farmers to expand production and to take additional loans from sources other than the JCB.  The individual members and the society became excessively indebted and, when the produce market slowed, they could not meet the loan repayments.  In 1987, the activities of the society were drastically curtailed and the JCO/JCB credit scheme was withdrawn.


According to the chairman of the society, many of the members have abandoned their farms because the low produce prices did not cover the costs of production.  Most of those who continue to produce tend to use the services of private merchants to obtain inputs (often on credit) and market their crops.  Although a few members continue to purchase inputs from the society, its business volume is very low. 


The members of the management committee appear to be at loss to find a solution to the problems that, in their view, were due to factors beyond their control.  For the society to recover, the committee suggests action by the government to write off the accumulated interest on the outstanding loans, reduce the price of water for irrigation, guarantee higher output prices, develop new export markets, and regulate production.  The dependency syndrome of the past continues to dominate their thinking.





Box: E	The Irbid Cattle Cooperative Society


This society was formed in 1986 with the objective of marketing members' milk production and supplying them with feed and other inputs.  These continue to be its core activities.  The society sells the milk to several processors, operates a feed mixer and supplies feed concentrates to members, and organizes veterinary services and sells animal medicines.  Recently the cooperative imported 400 dairy cows from Germany on behalf of its members.  The society has a professional manager and other staff and appears to be well managed.


The membership of the Irbid Cooperative has progressively increased and currently stands at 198.  Total daily production marketed through the society averages 18,000 kg.  per day.  The financial position of the cooperative is satisfactory.  Its operations are profitable with an annual sales turnover that was expected to exceed JD 6 million for 1998.  It has a paid-up share capital of JD 61,000 and reserves of more than JD 120,000.


The major problems of the society are unreliable markets for milk and difficulties in securing timely payments from the dairy processors.  At present payments from the processors are in arrears by 2.5 months.  In view of these problems, the society has considered the possibility of setting up a dairy plant in collaboration with the other cattle/dairy cooperatives in the country under the umbrella of the sectoral dairy cooperative union (which is presently inactive).  During preliminary discussions, however, leaders of the other milk producing cooperatives have shown a great hesitancy to participate in an investment of this magnitude.  Irbid members intend to continue to explore the possibilities of developing a processing facility.





Box A:	 What is a Cooperative?


A cooperative is an association of persons who have voluntarily joined together to achieve a common objective through a democratically controlled organization in which the members actively participate, make equitable contributions to the organization's capital and accept a fair share of the risks and benefits.  -- The International Labor Organization (ILO)


Cooperative principles: (1) Open and voluntary membership; (2) democratic control by members; 


(3) economic participation by all members; (4) organizational autonomy and independence; (5) the provision of education, training and information to all members; (6) cooperation among different cooperatives; and, (7) concern for the general community.  -- The International Cooperative Alliance (ICA)





Box J:	 Namibia: An Example of a Cooperative Advisory Board


The Namibian Cooperatives Act of 1996 established a Cooperative Advisory Board with the following duties: (1) to arbitrate disputes between cooperatives and the Office of the Registrar; (2) to recommend cooperative development policy and monitor its implementation; and, (3) to propose amendments to the provisions of the cooperative legislation. 


The board is composed of 15 persons: 7 representatives of the various cooperative sub-sectors; 3 representatives of NGOs; 2 from parastatal development corporations; and 1 from the Office of the Registrar.  Other government ministries may appoint representatives to serve in an advisory capacity.  The members of the board are named for a (renewable) period of three years.


 The Cooperative Advisory Board has played an important role in the design and implementation of a coherent cooperative development policy for Namibia, particularly during the transition period that followed the country's independence in 1990.  Initially, the board was established on an interim basis by ministerial decree.








Box G: 	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 H:	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 I:	Selecting and Developing the Pilot 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 Pilot Cooperatives


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


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 the CSC staf, 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 CSC and the pilot cooperatives, in recognition of services provided by CSC, the members of these model societies will provide assistance to other cooperatives.


CSC Services to the Pilot Cooperatives


Assistance with a internal assessment -- The CSC 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 the CSC.


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.








Box F:	The Phosphate Company Employees MPC ---A Success Story in the Making


This cooperative, formed at the end of 1992, is a successful example of a workplace-based cooperative.  Its membership, now standing at 633, consists of employees of  the Phosphate Company in Amman.  During its relatively short period of existence, the society has accumulated a paid-up share capital of JD 265,000 and has a general reserve of JD 81,000.


The cooperative operates the following activities: (1) a savings scheme that has attracted deposits from members totaling JD 1.5 million; (2) lending to members who can obtain short and medium term loans with their shares as collateral and with two other members of the society as guarantors; (3) a scheme under which the society negotiates favorable prices and credit terms with retailers on behalf of members, and also finances purchases through its loan program; and, (4) a canteen for company employees. 


All of these activities are operating profitably without external financing and they contribute significantly to increasing the purchasing power the members.  Almost all employees of the Amman-based facility have become members of the society, and similar societies have been formed by employees in other locations where the company operates.  In addition to having the benefit of easy access to loans, consumer credit and lower prices for consumer goods, the members also receive dividends on their shares (10 percent), a patronage bonus (5 percent) on their business with the society and interest on their savings (12 percent).


To increase its negotiating power and organize a larger pool of resources, the society plans to explore the possibility of collaborating with other societies working in other branches of the company, as well as with other similar cooperatives operating outside the company.  It is conceivable that this could lead to the formation of a secondary cooperative of workplace-based MPCs, which would facilitate the promotion, and expansion of this cooperative sub-sector.








� Mr. Lorenz Pohlmeier is the Task Team Leader (TTL) guiding and coordinating the Bank’s efforts related to the cooperative sector restructuring in Jordan. The consultant team supporting this work with field studies and other analysis has been coordinated and guided by Mr. Wolfgang Salomo.  Mr. Daniel Gerber has been serving as anchor person for the Bank’s TTL, liaising with cooperatives, JCC and NGOs.  Mr. Lyle Brenneman provided substantial help in drafting and editing of the document. The consultant team was composed of the following companies and specialists; Mogens Hvelplund, Ole Lindberg, Hagen Henry, M.B.N.V.V. Prasad, and the Philadelphia Consulting Group with the participation of Samer Khubeis, Hazem Shaheen, Hannan Bahou and Deeb Aquabani. 


  


� At the time of the field research, the current legislation consisted of the "Cooperative Law 18" of 1997 and the "Cooperative Societies Charter" of 1998, also known as "the Charter".  In essence, the Cooperative Law deals with JCC and the establishment of unions and a national federation, while the Charter regulates the system of primary cooperative societies.


� The auditor's report concluded that JCC had financed its deficits from the deposit accounts of the JCB and from foreign loans, a situation that resulted in liquidity problems once the JCB ceased operating.  The corrected deficit of JCC (including that of the JCB) was set at JD 38.8 million.


� The audit was initiated in late 1997 on the recommendation of the Ministry of Finance during its investigation of the need to write off defaulted cooperative bank loans (guaranteed by GOJ), which totaled JD 24 million (including accumulated interest).


� At the end of 1998, forced by continuing financial constraints, JCC initiated further staff reductions.  The details on this and related changes were not yet available at the time of the writing of this report.


� The number of members in the primary societies varies widely, ranging from the required minimum of 10 to more than 1,500.  In general, the membership of most of the cooperatives is too small rather than too large.  Many have fewer than 25 members, which makes it difficult to undertake significant economic activities or benefit from economies of scale.


�Although the data does not distinguish between active and inactive cooperatives, it is recognized that a number of the agricultural cooperatives listed are not currently in operation but remain on the books because they have not been formally liquidated. 


� One of the more striking impressions gained during the field investigations was the absence of agricultural marketing activities.  Even among the now moribund agricultural cooperatives, there appears to have been little emphasis on marketing.  Most likely, this absence was due to the domination of the state in produce marketing as well as the distribution of foodstuffs and consumer goods through the former system of government wholesale markets.


�Article 27 of the Cooperative Societies Charter empowers the DG to liquidate a cooperative if it carries out an "unlicensed activity".  Charter Article 31 empowers the DG to de-register a dormant society.  Neither article provides the cooperative the right to appeal. 


� Similarly, neither document includes any provision for less formal group-based enterprises, sometimes known as pre-cooperatives or "common interest" groups.  Including special provisions for such organizations serves to establish their legitimacy and encourage them to develop more permanent business structures.  It can also strengthen the cooperative sector by encouraging the formation of additional group-based economic activities, which increases the number of potential groups that can evolve into formal cooperative societies.


� During the visits to the cooperatives, the team was not able to identify a single instance of JCC providing advisory services or helping a society with the elaboration of a business plan or its development strategy.  JCC lacks both the resources and the expertise to provide these services.


� According to the financial audit of JCC carried out under the authority of the Office of the Prime Minister, the accumulated deficit of the JCO/JCC totaled JD 38.8 million, 24.8 million of which is attributed to the losses of the JCB.  In 1997, JCC recorded a deficit of JD 1.96 million and a further deficit of JD 1 million was projected for 1998.


� The number of personnel was reduced from 600 to 260.  A number of agricultural support services, including the credit service, were eliminated, which resulted in the suspension of all activities by many of the agricultural cooperatives.  The termination of credit activities followed the closure of the Cooperative Bank by the Jordan Central Bank.


� Experience from other countries has demonstrated that state or parastatal agencies can not effectively function as providers of cooperative support services.  Agency personnel are not sufficiently acquainted with the realities of cooperative business and seldom have the required qualifications to make decisions about specific business activities.  In addition, because they are funded by the state, the agencies are not directly responsible to the cooperatives.  In many instances, well-intentioned parastatal cooperative development agencies and cooperative training institutions (cooperative colleges) have become a continuing financial burden to government and perform functions that are essentially irrelevant to the sound growth of the cooperative sector.


� The provision of transitional support, facilitated by GOJ, has been the subject of extensive discussions among the specialists contributing to this report.  For example, by involving government over and above its role of providing a conducive environment (on a par with the rest of the private sector) carries the danger of providing a new opening for future government intervention.  The discussions led to the following conclusions: (a) government financed efforts are necessary and reasonable for the downsizing and refocusing of JCC, dealing with JCO/JCC liabilities, providing compensation for possible material damage done by government agencies, and liquidating moribund cooperatives; (b) government resources are not justified and should not be accepted by the liberalized cooperatives as it would be inconsistent with their new role as private sector entities.  To remedy the existing situation, however, and because it is in the national interest to enable cooperative businesses to develop to their full potential, the government should encourage and facilitate the flow of external resources to assist the recovery and renewal of the cooperative sector.


� There is no overriding need for a special registrar of cooperatives or ministry of cooperatives.  The autonomous nature of cooperatives may best be emphasized by placing the registration function in the ministry responsible for the licensing of all other private sector businesses.  In Jordan, such a move would also signal to cooperative members, government agencies and commercial financing institutions that the reforms are genuine and that the cooperatives are, indeed, a part of the private sector.


�Depending on service demand and the availability of funds, one or more additional centers may be established in other parts of the country to make the program easily accessible.  


� 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


� As the new service and apex structures are developed, these will take over the responsibility for conducting (or arranging for) the financial audits


� The fact that JCC has neither the human nor the financial resources to fulfil this mandate may not be legally relevant.
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