H

University of
HUDDERSFIELD

University of Huddersfield Repository
Wanjare, Joshua Makokeyo

The Challenge of Competitiveness in Worker Co-operatives in Britain: An Integrative Strategy
Framework Perspective

Original Citation

Wanjare, Joshua Makokeyo (2008) The Challenge of Competitiveness in Worker Co-operatives in
Britain: An Integrative Strategy Framework Perspective. Doctoral thesis, University of
Huddersfield.

This version is available at http://eprints.hud.ac.uk/id/eprint/2973/

The University Repository is a digital collection of the research output of the
University, available on Open Access. Copyright and Moral Rights for the items
on this site are retained by the individual author and/or other copyright owners.
Users may access full items free of charge; copies of full text items generally
can be reproduced, displayed or performed and given to third parties in any
format or medium for personal research or study, educational or not-for-profit
purposes without prior permission or charge, provided:

* The authors, title and full bibliographic details is credited in any copy;
* A hyperlink and/or URL is included for the original metadata page; and
* The content is not changed in any way.

For more information, including our policy and submission procedure, please
contact the Repository Team at: E.mailbox@hud.ac.uk.

http://eprints.hud.ac.uk/



The Challenge of Competitiveness in Worker Co-operatives in Britain: An Integrative
Strategy Framework Perspective

Joshua Makokeyo Wanjare

A thesis submitted to the University of Huddersfield in partial fulfillment of the requirements for
the degree of Doctor of Philosophy

May 2008

The University of Huddersfield
Huddersfield University Business School



Abstract

This study responds to the need for further research on worker co-operatives as an alternative
business model following the resurgence of interest in co-operatives by many international
organizations including the United Nations. The study particularly seeks to fill the gaps
identified in the previous research studies with regard to worker co-operatives’ competitive
environments and to their strategy formulation processes.

The main objective of this thesis is to establish that an integrative strategy framework offers a
more effective analysis of the challenge of competitiveness in worker co-operatives in Britain.
Unlike most previous studies in this field, the point of departure for this thesis is the contention
that the challenge of competitiveness in worker co-operatives in Britain can be better understood
if their strategic variables are considered together in an integrative strategy framework. The
thesis aims at finding the rationale for formulating strategy frameworks that integrate variables
from both the external and the internal environments of the worker co-operatives in order to
effectively achieve objectives.

This thesis additionally seeks to establish that despite all the external and internal forces that
work against the growth and development of worker co-operatives in Britain, they still perform
very well and are satisfied with their performance. This would confirm that a non-hierarchical
management structure based on the principles of democratic control actually works. It would also
confirm that loyalty, commitment and greater participation from members (co-operative
environment) is the main force behind worker co-operatives’ successful performance.

The thesis utilizes a typology for strategy classification that identifies the strategic variables in
both the external and the internal environments that are critical to the competitiveness of worker
co-operatives in Britain. It specifically focuses on the strategic integration of the key variables in
worker co-operatives’ environments and the strategic alignment of their internal environment
(e.g. financial, physical and entrepreneurial) with their external environment (e.g. social,
economic, political and legal). The thesis additionally examines how worker co-operatives are
influenced by a unique environment that arises from their strong adherence to the universal co-
operative principles and core values. This unique environment, known as the co-operative
environment, consists of the multi-faceted relationships that exist between worker co-operatives
and their members and among the members themselves.

According to the Worker Co-operatives Statistical Review 2nd Revision 2005, which is
published by Co-operatives-UK (the umbrella body for worker co-operatives), there are
approximately 390 worker co-operatives in Britain. One hundred and thirty one (131) of these
worker co-operatives participated in the research study. The research method adopted for the
thesis integrated the quantitative data collection and analysis methods with the qualitative and,
hence, more descriptive approaches. Interviews were conducted and survey questionnaires were
also completed on various factors that influence the competitiveness of worker co-operatives.

The study concludes that the use of an integrative strategy framework provides a richer picture of
the challenge of competitiveness in worker co-operatives in Britain. It also concludes that many
worker co-operatives attribute their satisfactory performance to loyalty, employee empowerment
and unparalleled commitment from the members. This confirms that a non-hierarchical
management structure based on the principles of democratic control actually works and that the
revival of worker co-operatives in Britain will be maintained, and will probably expand.
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CHAPTER 1

INTRODUCTION

1.1 Introduction

This thesis examines the strategic competitiveness in worker co-operatives within the economic,
social and cultural landscapes of Britain. In particular, it seeks to establish that an integrative strategy
framework offers a more effective analysis of the challenge of competitiveness in worker co-
operatives in Britain. The thesis looks at the role integrative strategy-formulation processes can play
in the effective achievement of objectives by worker co-operatives. Many writers (Porter, 1998;
Kaplan and Norton, 2004; Parnell, 2006; Chandler, 1962) are in agreement that competitiveness
normally results from an effective strategy formulation process. Unlike most previous studies in the
field, the point of departure for this thesis is the contention that the external and internal
environmental factors, when strategically aligned together in an integrative framework, will

positively influence the level of competitiveness in worker co-operatives in Britain.

A co-operative is an autonomous association of persons united voluntarily to meet their common
economic, social, and cultural needs and aspirations through a jointly-owned and democratically-
controlled enterprise (MacPherson, 1996). In many economies, the co-operative sector is viewed as
the “third arm” in industry alongside private and state ownership (Cockerton, Gilmour-White, Pearce,
& Whyatt, 1980). The different types of co-operative enterprises that exist in Britain include
consumer co-operatives, producer co-operatives, financial co-operatives (credit unions), housing co-
operatives and worker co-operatives among others. Worker co-operatives, which are the focus of this

thesis, are owned by the workers. Workers are accepted as co-operative members according to



criteria set by the co-operative, by working in the business, and through the purchase of a
membership share. Each member of the worker co-operative becomes an owner with rights and obli-
gations, including participating in workplace decisions, contributing labor and skills, and receiving an
equitable share of profits. Worker co-operatives are therefore distinct from the other types of co-

operatives in that they are enterprises that are owned and controlled by those who work in them.

1.2 Background of the Study

The interest in this study arises from the great attention currently being given to the role of co-
operative enterprises in achieving the United Nation’s Millennium Development Goals (MDG) of
reducing poverty, promoting gender equality, providing health care services and ensuring
environmental sustainability. The UN “sees co-operatives as an important means of creating
employment, overcoming poverty, achieving social integration and mobilizing resources effectively”
(Birchall, 2003, p. 12). In his report to the Fifty-sixth session of the General Assembly, the UN
Secretary General recognized the potential and contribution of co-operatives in the attainment of
economic and social development goals. He recommended that governments should be urged to
create a supportive environment in which co-operatives can participate on an equal footing with other
forms of enterprises. He further recommended that co-operatives’ potential to help members achieve
their individual goals and to contribute to society’s broader aspirations should be protected and

advanced (United Nations, 2001).

Co-operatives’ role in providing men and women with decent work encompassing conditions of
freedom, equity, security and human dignity as recommended by the International Labour

Organization (ILO) has equally been given great attention in the recent past. Decent work means



productive work, with adequate social protection, that generates adequate income and in which rights
are protected. It also means sufficient work that allows all people full access to income-earning
opportunities. The ILO has placed great emphasis on the employment creation and poverty
alleviation activities of co-operatives and their capacity to provide social protection. In its 90th
International Labour Conference in June 2002, the ILO adopted Recommendation 193, which deals
with the promotion of co-operatives. It recognized the importance of co-operatives in job creation,

resource mobilization, and investment generation.

The recommendation also recognized that co-operatives in their various forms promote the fullest
participation in the economic and social development of all people. The main features of
recommendation 193 are: recognition of the importance of co-operatives in economic and social
development; reaffirmation of the co-operative identity; equal treatment for co-operatives; definition
of the governments’ role in creating a supportive policies and legal frameworks; and in facilitating

access to support services and finance (ILO, 2002).

Co-operative enterprises have also attracted special attention from the European Commission which,
on 23 February 2004 adopted a Communication on the promotion of co-operative societies titled:
Communication on the promotion of co-operative societies in Europe [COM(2004)18], which
pointed out what Member States and co-operatives themselves can do to exploit the co-operatives’

business potential. The main issues of the Communication were:

e The promotion of the greater use of co-operatives across Europe by improving the
visibility, characteristics and understanding of the sector

e The further improvement of the co-operative legislation in Europe

4



e The maintenance and improvement of co-operatives' place and contribution to community

objectives.

The need for more research studies on co-operative enterprises which results from the current
attention directed towards the co-operative enterprises as highlighted above was given support by a
report from a UN Expert Group meeting on the supportive environment for co-operatives which was

held in Ulaanbaatar, Mongolia, in May 2002, and which concluded that:

Co-operatives need access to the results of research into organization management theory as
well as the utilization or deployment of innovative technologies. Research that documents
positive and negative co-operative practice can form the basis for future co-operative
development. In general, co-operatives may not be in a position to establish their own
research centres and, therefore, they will have to depend on the research of others or seek
external aid to fund their own research activities. The establishment and ongoing operation of
such centres is an important part of creating an enabling and sustainable environment for the

long-term development of co-operatives (United Nations, 2002b, p.8).

The research study for this thesis was therefore carried out in response to the need for further research
in areas relating to the co-operatives’ competitive environments and to their strategy formulation

processes.



1.3 Objectives of the Study

As already stated at the beginning of this chapter, this thesis seeks to establish whether an integrative
strategy framework offers a more effective analysis of the challenge of competitiveness in worker co-
operatives in Britain. This key objective is intended to be achieved by providing answers to the key
research questions given in section 8.2 in chapter 8 and to the tests of research hypothesis in section
8.4 of the same chapter. The thesis focuses on the role and the strategic integration of the key
variables in worker co-operatives’ environments and the strategic alignment of their internal
environment with their external environment. The thesis additionally examines how worker co-
operatives are influenced by a unique environment that arises from their strong adherence to the

universal co-operative principles and core values.

For many decades worker co-operatives have been relegated to the periphery and have not played a
mainstream role in the social and economic development of Britain. The history of these enterprises
has been replete with tales of poor performance and failing businesses (Linehan & Tucker, 1983;

Bibby, 2004; Oakeshott, 1978; Cockerton et al, 1980; Davies, 1996).

With the global economic outlook remaining gloomy and with globalization and increased
competition posing even greater threats to businesses, the competitiveness of the co-operative
enterprises should be, more than ever before, a subject worth greater attention from academics and
practitioners. The thesis therefore focuses on the challenges posed to these enterprises as they
respond to their dynamic environment and leverage their core competencies in striving to meet their
members’ social and economic needs in a manner that promotes development and improves standards

of living in their wider communities. It examines the worker co-operatives’ marginalization in the



commercial marketplace and their unique vulnerability to threats in their social and economic

environments.

The overall structure of the thesis therefore focuses on the relevance of integrative strategy
frameworks to the competitiveness of worker co-operatives in Britain and utilizes a typology for
strategy classification that identifies the strategic variables in both the external and the internal
environments that are critical to the competitiveness of these worker co-operatives. The stereotyped
image of worker co-operatives as inefficient and unreliable are discussed. The thesis examines their
performance in light of their economically and ideologically hostile external environments. It also
examines why worker co-operatives in Britain concentrate in the crisis-prone sectors of construction,
textile and furniture unlike their counterparts in, for example, Spain that operate within the

mainstream industrial production sectors.

The thesis seeks to explain the reasons why worker co-operatives in Britain remain on the fringes of
the commercial market place, unlike their counterparts in other countries, even though Britain is the
birthplace of the co-operative enterprise. It additionally examines how co-operative enterprises are
influenced by a unique environment that arises from their strong adherence to the universal co-
operative principles and core values. This unique environment, known as the co-operative
environment, consists of the multi-faceted relationships that exist between worker co-operatives and
their members and among the members themselves. These relationships demand and nurture
mutuality, trust and cohesion necessary for the achievement of the worker co-operatives’ economic
and social goals (Linehan & Tucker, 1983; Bibby, 2004; Oakeshott, 1978; Cockerton et a/, 1980;

Davies, 1996).



The thesis explains how the multi-faceted relationships between a worker co-operative and its
members and among the members themselves account for the favourable development of these
enterprises’ social capital. Field (2003) confirms that social capital is a relational construct that
emphasizes correct relationships, norms and values as being critical to the achievement of an

organization’s objectives.

An integrative strategy-formulation process that includes the internal environment (resources,
capabilities and core values) of worker co-operatives and their strategic orientation within their
external environment (economic, political, legal, social and demographic) are therefore the basic
components of the thesis framework that seeks to explain the challenges of competitiveness in worker

co-operatives in Britain.

14 Outline of the Structure of the Thesis

There are fourteen chapters in this thesis. This chapter points to the resurgence of great interest in co-
operative enterprises by the international communities and institutions leading to various
recommendations and policy pronouncements in both national and international fora. It is also in this
chapter that the thesis gives an insight into co-operatives’ potential and contribution in the attainment
of economic and social development goals. Professor Joseph Stiglitz, the former chief economist of
the World Bank, argues that development strategies must incorporate both economic and social
components through “open, transparent and participatory processes” (2002). He adds that social
development that entails the provision of decent jobs leading to low level of crime, corruption and

violence promotes economic development (Stiglitz, 2002).



Chapters 2 to 6 review the literature that is currently available which is relevant to this study.
According to Punch (2000), existing literature in an area of study is extremely valuable as a
storehouse of knowledge and thinking about the topic since the research may “sit in line with the
main trends in the literature” (p.44). A research project may also seek to extend the previous studies
in the literature or may want to “take a quite different direction from those in the literature” (Punch,

2000, p.44).

Chapter two describes co-operative enterprises and explains the unique features of the co-operative
model. The chapter also describes the co-operative principles and core values which form the bed-
rock upon which co-operative enterprises are anchored. Chapter two also examines the significant
attention directed towards co-operatives in the 21* century and the role played by co-operatives in the
promotion of the social economy and progressive social change. Chapter two ends by identifying the
general co-operative areas which are considered as being ripe for research studies. It examines
previous research work on co-operatives and identifies the gaps that currently exist which should be

the targets for further studies.

Chapter 3 reviews literature on workers’ co-operatives which are the main focus of the thesis. The
chapter discusses the distinguishing features of these enterprises and how they can be formed. The
different types of worker co-operatives are also discussed here. The chapter then reviews the existing
literature on worker co-operatives in Britain. Their historical perspective, their management and their
organizational structure are described. Chapter 3 also gives a general indication of the performance of

worker co-operatives in the countries of Spain, Italy, USA and Japan.



It is in chapter 3 that the thesis discusses the role of worker co-operatives in promoting employee
ownership, capital anchoring, and asset-based strategies for community revitalization. The role of
worker co-operatives in promoting social capital is also discussed here. Chapter 3 also reviews
literature on the history and the past performance of worker co-operatives in Britain. The chapter then
ends by looking at the previous research work on worker co-operatives and the gaps that currently

exist which should be the targets for further studies.

Chapter 4 reviews literature on the business environment of worker co-operatives and the
implications of the environmental forces on worker co-operatives’ organizational structure, strategies
and performance. According to David (2005), a worker co-operatives’ contextual environment
includes political, economic, social, technological, legal, ecological and competitive forces. The need
to align worker co-operatives’ internal environment of resources and capabilities to strategically fit

within the contextual environment is also discussed in chapter 4.

Since worker co-operatives are membership-based organizations, a unique environment, the co-
operative environment (advantage), results from the multi-dimensional relationships that exist
between the members and their co-operative and between the members themselves. The co-operative

environment and worker co-operatives’ social capital are also discussed in chapter 4.

Literature on strategy formulation processes is reviewed in chapter 5. Many writers (Porter, 1998;
Kaplan and Norton, 2004; Parnell, 2006; Chandler, 1962; Feurer and Chaharbaghi, 1995b) contend
that the key to competitiveness lies in the formulation of effective strategies. Several strategy-
formulation frameworks including the Porter’s Five Forces Model, The Boston Box, the Value Chain

analysis, the SWOT analysis, the PEST analysis and the Balanced Scorecard analysis are therefore
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discussed in chapter 5. Literature on the nature of these generic frameworks and on their limitations is

reviewed in this chapter.

Chapter 6 examines some of the issues in support of integrative strategy frameworks that have arisen
from recent contemporary studies. It is noted in the chapter that highly dynamic environments render
the use of traditional strategy frameworks very unreliable. A move towards a concept of more

dynamic strategy frameworks is therefore recommended.

Chapter 7 deals with the conceptual framework that guides and informs the thesis. The substantive

theory and the conceptual framework upon which this thesis is grounded have been drawn from the
disciplines of strategic management and organization development. The conceptual framework acts
like a map in giving coherence to different parts of this thesis. It defines pathways between the key
external and internal environmental forces, the worker co-operatives’ long-term objectives and the

effective achievement of those objectives.

The conceptual framework guides the study to examine the extent to which strategic variables in the
worker co-operatives’ environments can influence the achievement of stated objectives. Integration
of the Industrial Output (I/O) and the Resource Based View (RBV) models of strategy-formulation
frameworks is reviewed in this chapter. A strong case for the adoption of an integrative strategy-
formulation framework put forward by many researchers (David, 2005; Schoemaker & Amit, 997,

Cummings & Worley, 2001) is discussed.

The role of perspective framework in the form of a philosophical position, paradigm, meta-theory or

epistemology is discussed in chapter 8. Adoption of a particular perspective framework obviously

11



influences research in terms of fundamental assumptions made and the adoption of certain systems of
meaning. The study upon which this thesis is based had to “proceed from the more ‘pragmatic’
approach of questions that need answers or problems that need solutions” (Punch, 2000. p.36).
According to Robson (2002) pragmatism is itself a respectable philosophical position (2002). He

adds that for “pragmatists, truth is what works” (p.43).

Chapter 8 also describes how the research process for this thesis was designed and the methodology
used. Recommendations by researchers (Porter, 1998; Kaplan and Norton, 2004; Parnell, 2006;
Chandler, 1962; Feurer & Chaharbaghi, 1995a) on how to design research processes that can help
organizations facing highly dynamic and uncertain environments to formulate and implement
successful strategies were taken into consideration. Both quantitative and qualitative methods have
been adopted for this thesis since different methods have different advantages and disadvantages and

can be mutually supportive.

Chapters 9 and 10 deal with the description and the exploratory analysis of the data that was gathered
in the research study in order to gain an overview of the data as a whole as well as the relationships
between the various variables in the study. It particularly presents the frequency distributions of the
various categories of the study variables. Percentage and cumulative distributions have also been
presented alongside the frequency distributions in order to give an overall view of the findings and to
identify and display the relationships between the various categories of the study variables.
Responses on the level of satisfaction with the performance of worker co-operatives and on the

various external and internal variables have been summarized and presented in this chapter.
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Chapters 11 and 12 seek to ascertain the type, direction and strength of relationships between the
study variables. Various tests of hypothesis are carried out and discussed in chapter 11. Chapter 12
examines regression models that can be used to predict one variable (called dependent variable) from
another (called the independent variable). The chapter seeks to establish whether the external
environmental factors or the internal environmental factors correlate maximally with the level of
performance satisfaction in the worker co-operatives. Computations regarding the measures of
association in chapters 11 and 12 are all done using SPSS. Since none of the predictors in either the
external environment or the internal environment is considered more important than the others,
forced entry method, which is the default method in SPSS, has been used for all the regression

models to force the predictors into the model simultaneously.

Chapters 13 and 14 deal with the research findings, discussions thereon and the conclusions arrived

at. Findings have been discussed as they are presented in chapter 13 whereas chapter 14 contains the

conclusions and the recommendations given following the research study.
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CHAPTER 2

CO-OPERATIVE ENTERPRISES

2.1 Introduction

Co-operative organizations are formed to provide goods and services, create employment, and
stimulate community development. Their goals therefore include not only economic but also social
and environmental objectives such as overcoming poverty, securing productive employment and
encouraging social integration. Co-operatives can help communities to take control of their lives and
livelihoods in the face of globalization, competition and the concentration of power in the hands of
few multinational corporations (Stefanson, 2002). They are enterprises with both economic and social

goals. They aim to give people control over their lives and democratize the process of work.

Co-operative enterprises are now found in every industry including agriculture, manufacturing,
mining and services. They are present in childcare, energy, financial services, and food retailing.
They are also found in technology, healthcare, insurance, and housing. Co-operatives have also been
used efficiently in the purchase and distribution of inputs; in the production and marketing of goods;
and in the integration of production, marketing and community development. Britain is credited with

being the home of the first modern co-operative, the grocery store that opened in Rochdale in 1844.

According to Spear (quoted in Wylie, 2001), the co-operative model has distinct advantages in the
following areas:

e (Co-operatives are effective in responding to market failures and state crises;
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2.2

Co-operatives provide a trust dimension in the provision of goods and services, and operate
along ethical lines;

Co-operatives are participatory and empowering and possess flexibility and resilience;
Co-operatives build upon self-help and solidarity within the community and enhance social
capital;

Co-operatives have greater social efficiency. (pp. 9-10)

Co-operative Principles and Core Values

According to the International Co-operative Alliance, co-operatives are based on the values of self-

help, self-responsibility, democracy, equality, equity and solidarity. In the tradition of their founders,

co-operative members believe in the ethical values of honesty, openness, social responsibility and

caring for others (MacPherson, 1996).

The co-operative enterprises are further guided by a set of seven principles. These principles define

the features unique to co-operatives and the characteristics important to the success of a co-operative

enterprise. MacPherson (1996) lists the seven principles as follows:

Open and voluntary membership - co-operatives are voluntary organizations, open to all
persons able to use their services and willing to accept the responsibilities of membership,
without gender, social, racial, political or religious discrimination.

Democratic Member Control - co-operatives are democratic organizations controlled by their
members, who actively participate in setting their policies and making decisions. Men and

women serving as elected representatives are accountable to the membership. In primary co-
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operatives members have equal voting rights (one member one vote) and co-operatives at
other levels are also organized in a democratic manner.

Member Economic Participation - members contribute equally to, and democratically control,
the capital of their co-operative. At least part of that capital is usually the common property of
the co-operative. Members usually receive limited compensation, if any, on capital subscribed
as a condition of membership. Members allocate surpluses for any or all of the following
purposes: developing their co-operative, possibly setting up reserves, part of which at least
would be indivisible; benefiting members in proportion to their transactions with the co-
operative; and supporting other activities approved by the membership.

Autonomy and Independence - co-operatives are autonomous, self-help organizations
controlled by their members. If they enter into agreements with other organizations, including
governments, or raise capital from external sources, they do so on terms that ensure
democratic control by the members and maintain their co-operative autonomy.

Education, Training and Information - co-operatives provide education and training for their
members, elected representatives, managers, and employees so that they can contribute
effectively to the development of their co-operatives. They inform the general public —
particularly young people and opinion leaders — about the nature and benefits of co-operation.
Co-operation among Co-operatives - co-operatives serve their members most effectively and
strengthen the co-operative movement by working together through local, national, regional
and international structures.

Concern for Community - co-operatives work for the sustainable development of their

communities through policies approved by their members.
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23 Co-operatives in the 21* Century

This re-emergence of greater interest in co-operatives in the 21 century has seen various institutions
and policy declarations come into being both nationally and internationally. For example, The
Committee for the Promotion and Advancement of Co-operatives (COPAC) has been created to
promote and coordinate sustainable co-operative development through policy dialogues, technical
cooperation and information, and concrete collaborative activities. COPAC’s membership includes
the Food and Agriculture Organization of the United Nations (FAQO), International Co-operative
Alliance (ICA), International Federation of Agricultural Producers (IFAP), International Labour

Office (ILO), United Nations (UN), and World Council of Credit Unions (WOCCU)

Stiglitz (2002) argues that as the world embraces change from industrial economies to knowledge
economies, greater participation of individuals in decision making becomes critical. He adds that
participation “brings with it commitment and commitment brings with it greater effort” (p. 168).
Participation is, in deed, one of the pillars upon which co-operative enterprises are built. It is not
surprising therefore that in 2002, the General Assembly of the United Nations passed resolution

56/114 recognizing that:

Co-operatives, in their various forms, promote the fullest possible participation in the
economic and social development of all people, including women, youth, older persons and
people with disabilities, and are becoming a major factor of economic and social

development.

The UN resolution 56/114 therefore encouraged:
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Governments to keep under review, as appropriate, the legal and administrative provisions
governing the activities of co-operatives, with a view to ensuring a supportive environment
for them and to protecting and advancing the potential of co-operatives to help them to

achieve their goals (United Nations, 2002a).

To justify their relevance in the competitive global economy of the 21st century however, co-
operatives must re-evaluate their reasons for existence. Correct identification of the needs of their
stakeholders and the strategic exploitation of their unique resources and capabilities to gain the
required comparative advantages, can be critical to their competitiveness and survival. Spear, Davis,
and Wilkins (2000) contend that various research studies and general statistics indicate that much of
the co-operative movement’s recent history has been one of loss of market share and retrenchment
even though there have been signs of growth and development. Spear et a/ (2000) add that the
international context of transition economies in Eastern Europe, deregulation in much of the rest of
the world and globalization has also increased the competitive pressures on co-operatives in the UK

and abroad.

According to Fairbairn (2003), “changing times make it critical to find new and renewed ways of
understanding and expressing co-operative approaches to business and society” (p.1). The ‘dualistic’
role (social and economic) of co-operatives makes this task an onerous one. While their competitors,
the conventional corporations, have only one clear economic objective of profit maximization, co-
operatives usually have social and environmental bottom lines in addition to the financial one

(Fairbairn 2003). Return on capital is not the sole driver but rather the drivers are a matrix of
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concerns such as financial sustainability, high quality work places, and support for the future of the
broader community.

In fact, co-operative enterprises consider profit maximization as a means of achieving their common
objective of economic and social promotion and not as the ultimate objective of entrepreneurship
(Pflimlin 1996). Davies (1996) argues that “the co-operative social dimension is itself a commercial
asset of central importance in the development of ...marketing, human resource, and service / product
delivery strategies” (1). Co-operatives, therefore, bridge the economic and the social needs of

members by providing employment and income-generating business opportunities.

Co-operatives fight for social and economic integration and equal opportunities. They fight against
marginalization and social exclusion. Competitivenesss of co-operatives should therefore be
examined within the context of what has become known as the co-operative advantage with its
‘virtuous circle’ (see Appendix 1). That is, the attainment of social goals provides an advantage in
competitiveness leading to a commercial success that further reinforces the ability to meet the social

goals.

The theory of the ‘co-operative advantage’ posits that enterprises within a community that enjoys a
high standard of living arising from more employment opportunities and more social benefits are
more likely to be commercially successful. According to Levin (1984) “the organization behaviour of
producer co-operatives tends to create more jobs per unit of output and to require less capital for the
creation of each job than do the underlying dynamics of capitalist firms” (p.21). He reports that the
same level of investment in large industrial worker co-operatives creates four times as many jobs as

in comparable capitalist firms.
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24 Co-operatives and the Social Economy

According to the Western Economic Diversification Canada (2005), the term social
economy refers to an entrepreneurial, not for profit sector that seeks to enhance the
social, economic and environmental conditions of communities. Western Economic
Diversification Canada (2005) adds that apart from the private sector and government,
the social economy includes co-operatives, foundations, credit unions, non-profit
organizations, the voluntary sector, charities and social economy enterprises. Also that
they operate in sectors ranging from housing to communications and in areas such as

recycling, home care, forestry co-operatives, restaurants, catering and manufacturing.

Social economy enterprises are a component of the social economy that are run like businesses,
producing goods and services for the market economy, but manage their operations and redirect their
surpluses in pursuit of social and environmental goals. Common objectives for social economy
organizations include alleviating poverty, providing affordable housing, improving employment and
economic opportunities, addressing environmental concerns and providing access to services and
programs that can assist individuals and groups to improve their personal circumstances (Western

Economic Diversification Canada, 2005).

Other writers (Fairbairn, 2003; Lawless and Reynolds, 2004; Wylie, 2001; Shaffer, 1999; Shragge,
1998) contend that the social economy is made up of economic initiatives founded on solidarity,
autonomy and citizenship, as embodied in the following principles:

e A primary goal of service to members or the community rather than accumulating profit;

e Autonomous management as distinguished from public programs;
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e Democratic decision-making; and
e Primacy of persons and work over capital and redistribution of profits.
e Operations based on the principles of participation, empowerment, and individual and

collective accountability.

MacPherson (2005) however thinks that within the co-operative tradition, the term “Social Economy”
is sometimes given a narrow meaning that refers to the portion of the surplus (or profit) from co-
operative enterprises that is annually designated for the common good. That is, what is left after
patronage dividends have been declared and reserves allocated. MacPherson (2005) continues that in
classical co-operative thought, the surplus is indivisible and does not belong to individual members --
it is the “common property” to be used for the benefit of the collectivity. In fact, it should not even be
divided among members upon the dissolution of a co-operative; it should be given to a like

organization or in support of a cause associated with the basic social purpose of the organization.

The European Commission (2005) states that the importance to the European economy and society of
co-operatives, mutual societies, associations, foundations and social enterprises (which together are
sometimes referred to as the Social Economy) is now receiving greater recognition at Member State
and European levels. Not only are they significant economic actors, they also play a key role in
involving their members and European citizens more fully in Society. Social Economy enterprises
are helping to meet the demands of a changing Europe. They are important sources of
entrepreneurship and jobs in areas where traditional "investor driven" enterprise structures may not

always be viable (The European Commission, 2005).
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Social Economy entities spring from the economic and social needs of their members. There are

certain common characteristics shared by Social Economy entities:

e Their primary purpose is not to obtain a return on capital. They are, by nature, part of a
stakeholder economy, whose enterprises are created by and for those with common needs,
and accountable to those they are meant to serve

e They are generally managed in accordance with the principle of "one member, one vote"

e They are flexible and innovative since they are created to meet changing social and

economic circumstances

e Most are based on voluntary participation, membership and commitment (The European

Commission, 2005).

The Social Economy is found in almost all economic sectors. Co-operatives are particularly
prominent in certain fields, such as banking, crafts, agricultural production and retailing. Mutual
societies are predominantly active in the insurance and mortgage sectors, whilst associations and
foundations figure strongly in the provision of health and welfare services, sports and recreation,
culture, environmental regeneration, humanitarian rights, development aid, consumer rights,
education, training and research. Some Social Economy bodies work in competitive markets while
others work close to the public sector. Co-operatives, for example, which are formed on the basis of
fulfilling the interests of their members, play an important role in several markets and contribute to

effective competition (The European Commission, 2005).
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2.5 Co-operatives and Progressive Social Change

Co-operative organizations provide suitable environments for progressive social change since by their
very nature they promote participation and teamwork thereby empowering their worker-members.
Stiglitz (2002) points out that participation leads to better results because it encompasses
transparency, openness and voice at the workplace. Also, given that co-operatives are people’s
organizations, they respond to the social challenges of their communities thereby promoting social
integration. Social care co-operatives like child-care and elderly-care co-operatives and co-operatives

of the disabled have become a prominent part of the co-operative movement.

Wylie (2001) observes that there has been a need to rationalize expenditures and service provision in
the area of social services which has led to a decentralization of many areas of welfare provision in
many European countries. The co-operative response to this change has been to develop more
efficient service provision strategies that are simultaneously more cost-effective and responsive to the

specific needs of the communities within which they operate (Wylie, 2001).

Co-operatives offer unique services that are less commonly found in other forms of private services.
Those created specifically for the needs of the local community, are better able to guarantee the
quality of services and to create a system of trust between the consumers and the producers (Borzaga
& Maiello, quoted in Wylie, 2001). They are active members of the community and contribute to the
social health of the community in ways that private or public sector enterprises are not able to do

(Wylie, 2001).
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Co-operativism is seen as a social process through which to over-come social inequality and to
reduce class exploitation. In many cases, co-operatives emerged as a response to the inequalities
brought about by the industrial revolution. Other marginalized groups have continued to see the co-

operative model as a means to collectively overcome systemic injustices (Lawless and Reynolds,

2004; Wylie, 2001; Shaffer, 1999; Shragge, 1998).

The co-operative model offers a number of unique attributes that are not seen in other forms of
economic organizations. Shaffer (1999) has argued that co-operatives offer group harmony in
problem solving, democratic participation, social equality, development of leadership, and solidarity.
“New Wave” co-operatives emphasize the social side of co-operative activities, such as the
promotion of healthy living alternatives, environmental responsibility, and services for social services

disadvantaged groups (Lawless and Reynolds, 2004; Wylie, 2001; Shaffer, 1999; Shragge, 1998).

Researchers (Fairbairn, 2003; Spear, 2002; Lawless and Reynolds, 2004; Wylie, 2001) argue that co-
operatives offer a more feasible model for social service development because they are more
responsive to the needs of the community. Most co-operative organizations are formed because of a
desire among members of the community to provide a service they do not have access to. They are a
model through which to identify community needs and provide those services, while at the same time
offering meaningful economic and employment opportunities for members of the community

(Fairbairn, 2003; Spear, 2002; Lawless and Reynolds, 2004; Wylie, 2001).

Co-operatives offer economic democracy through the principle of a common sharing of power. This

model allows for equal participation on the decision-making process, regardless of the economic
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position of the various members involved. The focus on developing group solutions to economic

problems is an empowering experience for people facing common problems.

The role of co-operatives in the provision of health and social services has been recognized by the
United Nations which has identified the following factors as influencing the development of co-
operatives in health and the social sectors:

e The extent of public sector responsibility in these areas;

e The policy position of governments on co-operatives;

o Citizens’ perceptions of co-operatives;

e Perceptions of the co-operative movement and the availability of capital;

e Perceptions and positions of other stakeholders in health and social care;

e Perceptions and positions of health and social care professionals;

e Perceptions and positions of other stakeholders in society, including employers;

e Technical and organizational determinants (United Nations 1997, pp. 8 8-90).

Since in most European societies, welfare states are under significant transition due to both
downsizing and the lack of responsiveness to the needs of communities, opportunities for co-
operatives to take up the responsibility of social service provision have increased. Governments are
also showing increased interest in the possibility of co-operatives as more cost-effective health and
social care delivery models (Spear, 2002; Lawless and Reynolds, 2004; Wylie, 2001).
Governments have begun to recognize the importance of community-based services with higher
participation of the citizenry in improving overall health and social well being (United Nations,

1997). The general population is similarly showing an increased interest in co-operative
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enterprises as better able to promote community and individual responsibility in the provision of
services. There has been a growth in interest in developing co-operative enterprises to respond to

the crisis in welfare state services (United Nations, 1997).

2.6 The Need for Further Research on Co-operatives

Many writers (Spear, 2002; Lawless and Reynolds, 2004; Davies, 1996; Birchall, 2003) agree that
entrepreneurship and technological innovations which are essential for competitiveness in co-
operatives cannot be achieved without greater emphasis on the need for applied and longer-term
theoretical research. The focus of research studies should include co-operatives’ responses to
competitive environments, strategic management principles and practices, and applications of
technology to processes, logistics, marketing, human resources, quality and management information
systems. The studies should also look at governance and member relationships under conditions of
national and international co-operative activities. Professional management development in the co-
operative context and the application of co-operative values in management methodologies also

deserve further research (Davies, 1996; Stefanson, 2002; United Nations, 2002b).

Theoretical research is necessary to explore a wide range of issues emerging for co-operatives in the
new co-operative models for business and organizational development. Of particular significance are
areas dealing with learning organization, knowledge management, the impact of technology on
business structures, employment, member relationships, product and service innovation and their
impact on growth, capital accumulation and community. Further studies are also necessary in the

areas dealing with the potential and actual impact of co-operative business forms on the broader
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economic system. For example, further research is needed in the role of co-operatives in making

economic activities more human-centred (Stefanson, 2002; United Nations, 2002b).

The United Nations (2002b) recommend that co-operatives should collaborate with researchers to
engage in the development of applied research projects and should support co-operative teaching and
research institutes within universities in order to encourage research-based education in co-operative

management and in all other aspects of co-operative organizations.

Fairbairn (2004) observes that many studies relating to agricultural co-operatives have been
documented. This includes studies of agricultural co-operative sectors, competitive pressures and
capitalization. He, however, adds that very little literature is available on case studies of recent
successes and failures of co-operative enterprises. He also states that little research is focused on
issues of added value, either in the conventional economic sense of vertical integration and
processing, or in the more innovative sense of co-operative added value in serving distinctive

member needs.

Accordingly, there is room for new research on possible roles of co-operatives on adding value in
relation to food safety, food quality, and compliance; on innovation, particularly in leadership and
management; and on member commitment. There is also room for new research on the role of co-
operatives in global causes, community development, social integration and environmental

sustainability (Spear, 2002; Stefanson, 2002; Fairbairn, 2004).

Other areas that merit further research work include the role of social cohesion in co-operatives, the

application of co-operative models for alternatives to public service delivery, and the responses of
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communities to environmental issues through the formation of co-operatives. Additional areas
include the innovative funding models that are coming into place, particularly for the worker co-
operatives and the role of co-operatives in the formation of social capital (Wylie, 2001; Spear, 2002;
Fairbairn, 2004). According to Fukuyama (1999), social capital, encompassing cooperation in groups
and virtues like honesty, keeping commitments, reliable performance of duties and reciprocity, is the

sine qua non for an efficient functioning of organizations.

Fairbairn (2004) points to a very scanty literature on the role of co-operatives in environment
sustainability, public policy formulations and entrepreneurship promotion. He similarly points out to
the inadequacy of studies on the social impact of co-operatives on local communities as well as local
economies. He therefore recommends further research regarding the application of the co-operative
model as an alternative to be used in public service delivery, environmental conservation, sustainable
development, and even in investor owned enterprises. Other researchers (e.g. Spear, 2002; Lawless
and Reynolds, 2004; Davies, 1996 ) have also pointed out that although reasonable amount of work
has been published on co-operative governance, co-operative management, and co-operative
planning, studies on the uniqueness of the co-operative model and strategies and the distinctive

manner in which co-operatives pursue their economic and social objectives are still not available.

Additional research is also necessary on issues pertaining to the commitment and involvement of
members in co-operative governance and management; co-operative leadership; the impact of
globalization and global social movements on co-operatives and the global solidarity of co-
operatives. Additional areas include co-operative development and the international transfer of co-

operative knowledge.
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CHAPTER 3

WORKER CO-OPERATIVES

3.1 Introduction

As mentioned in chapter 1, the main focus of this thesis is on the worker co-operatives in Britain.
Worker co-operatives are business entities that are owned and controlled by their members, the
people who work in them. The central characteristics of worker co-operatives include the fact that
workers invest in and own the business and that decision-making is democratic, generally adhering to
the principle of one worker-one vote. That is, workers combine their skills, experience and financial
resources to achieve mutual goals. Decisions as to how the business is run are made democratically
by the co-operative system of one member - one vote. Because the members collectively develop the
policies that determine the co- operative's daily and long-term operation, trust, communication and

co-operation are vital to their co-operative's success.

According to Hansen, Coontz and Malan (1997), a worker co-operative is a business owned by the
workers. Workers are accepted as co-operative members according to criteria set by the co-
operative, by working in the business, and through the purchase of a membership share. Each
member of the worker co-operative becomes an owner with rights and obligations, including
participating in workplace decisions, contributing labor and skills, and receiving an equitable share

of profits.

In a worker co-operative, ownership and control of the business derive from working in the company,

rather than from simply investing capital in it. A central element of the business structure is that
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labour should hire capital rather than that capital should hire labour (Cockerton et al., 1980). The
standard worker co-operative model prohibits non-workers from holding membership voting shares,
thus retaining control of the firm within the workforce. Profits and losses from the business are
allocated to worker-owners according to either the hours worked or gross pay. Skill and seniority
determine wage rates, which are often set by an equitable ratio between the highest and lowest paid

worker-owners (Cockerton et al., 1980; Hansen et al, 1997).

3.2 A resurgence of Interest in Worker Co-operatives

A resurgence of interest in worker co-operatives has been witnessed in Britain as workers look for a
form of industrial organization that is more rewarding to work in and for greater workers’ control of
industry through the co-operatives. This has partly resulted from widespread dissatisfaction with
work conditions and from situations where groups of people encounter economic difficulties within
an existing economic infrastructure that is not able to provide them with opportunities. The economic
and social challenges presented by chronic unemployment and the potential dislocation of workers
caused by industrial decline and technological displacements have all pointed towards the need for a
greater control by workers (Cornforth, 1983; Oakeshott, 1978; Wylie, 2001; Linehan & Tucker,

1983; Bibby, 2004).

The resurgence of interest in worker co-operatives can also be attributed to the popular support that
the so called “alternative movement” has received among the middle class and the well educated
members of the workforce. They believe passionately that it is increasingly difficult to reconcile
autocratic practices within conventional corporations with the democratic political practices of one

person one vote occurring outside the firms (Cornforth, 1983; Oakeshott, 1978; Bradley & Gelb,
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1983; Linehan & Tucker, 1983). Worker co-operatives therefore provide an ‘alternative” to the
investor-owned private corporations and the government-owned enterprises. They are, hence, the

“third arm” in industry.

The interest in greater workers’ control of industry through co-operative enterprises has been fuelled
by the extraordinary success of the Mondragon group of worker co-operatives in the Basque
provinces of Spain. Efforts have been made to replicate the Mondragon-style worker co-operatives in
most western industrialized countries including United Kingdom and USA. Lawless and Reynolds
(2004) report that by the year 2004, the International Organization of Industrial, Artisanal and
Service Producers” Co-operatives (CICOPA) had a membership of over 70 organizations in 57
countries and that the estimated number of member/workers in employee-owned organizations had

risen from six million in 1975 to 50 million.

Another reason for this resurgence of interest in worker co-operatives in Britain has been the wave of
closures, amalgamations and redundancies which have been associated with the British industry in
recent decades. However, many writers (Cornforth, 1983; Bibby, 2004; Oakeshott, 1978; Bradley &
Gelb, 1983) agree that the formation and growth of workers’ co-operatives in Britain owe much of
their success to the promotional efforts of the Industrial Common Ownership Movement (ICOM)

which produced Model Rules for workers co-operatives in 1975.

Much has also been achieved due to the passing of the Industrial Common Ownership Act in 1976
which provided funds to promote co-operatives and to establish a revolving loan fund. In 1978, the
government set up the National Co-operative Development Agency (CDA) to promote the growth of

co-operatives and this led to a rapid growth in local CDAs and other co-operative support
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organizations. With the creation of these support organizations to promote the development of a
stronger co-operative sector in the British economy, there has been a steady growth of workers’ co-

operatives in Britain.

33 The Nature of worker Co-operatives

Job-ownership researchers (Postlethwaite, Michie, Burns, & Nuttall, 2005; Hansen et al, 1997; Bibby,
2004) point out that the worker co-operatives are unique both as co-operatives and as businesses.
They provide the worker-members with employment and income along with the ownership and
control of the enterprise. Through their ownership and control, the worker-members receive a fair
share of the profits and enjoy workplace democracy. The difference between worker co-operatives
and other types of co-operatives is the fact that members of worker co-operatives both own and work
for their co-operative. In contrast, members of a consumer co-operative own the store they shop at,
but do not necessarily work at the store. Similarly, in a producer co-operative, the members get
dividends from the co-operative based on the product they produce and sell to the co-operative but

they need not work for the co-operative.

Worker co-operatives therefore constitute a vital form of workplace democracy in a society where
workers do not often have control over their work settings. They are businesses in which the
workforce takes collective responsibility for the business which employs them, while enjoying fair
reward from the profits which they create (Postlethwaite ef a/ 2005; Hansen et al, 1997; Cockerton et
al., 1980; Oakeshott, 1978). Worker co-operatives are found in many countries and all business areas,
including manufacturing, services, ship-building, food products, restaurants, computer software,

engineering, construction, and many other industries. There are also many forms of worker co-
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operatives. Many people initiate them to overcome barriers to employment, such as disabilities,

racial, sexual or ethnic prejudices, or a simple lack of employment options.

Many writers (Postlethwaite ef al/ 2005; Hansen et al, 1997; Cockerton et al., 1980; Oakeshott, 1978;
Spear, 2002) admit that worker co-operatives embody the concepts of worker participation and
ownership, people-centered economic development, social well-being and quality of life. Worker co-
operatives involve their member-workers at all the levels of risk-taking, management, operations and
added-value distribution. A private company can also be turned into a worker co-operative if the
owner wants to leave the business due to retirement, illness, etc. The employees buy shares from the
owner and assume control of the business. This form of mutualisation often appeals to the former
owners, as it allows them to become members and remain active in the company (Bradley & Gelb,

1983).

The worker co-operative model for business enterprise assures any group of individuals an effective
means to combine their resources, however small. It permits a larger resource mobilization than that
within the capacity of most individuals and small enterprises. As direct beneficiaries, co-operative
members have a strong incentive for efficient operation and continuous innovation in response to
changing business environments achieving thereby high rates of both initial success and long term
viability. They favour long term development of their enterprise compatible with the interests of the
communities in which it operates. The stability they assure within local communities itself induces

further entrepreneurial expansion (United Nations, 1996).

The distinction between worker co-operatives and other forms of employee owned business, such as

Employee Stock Ownership Programs (ESOPs), can be confusing. ESOPs have now become a

35



common form of employee ownership in the United States, Canada, Europe and Japan. ESOPs allow
the employees of a business to invest in that business. They often form so that the company can
receive tax benefits and/or because of the belief that employees are more efficient if they have a

vested interest in the business. Some companies in crisis also develop ESOPs.

The workers’ investment, through buying shares in the company, helps pull the company through the
crisis, thus securing the workers’ employment. ESOPs, like worker co-operatives, can also take many
different forms. However, the main difference between an ESOP company and a worker co-operative
is in democratic structure. A worker co-operative is governed on the principle of one member-one
vote. Also, though most worker co-operatives have an average of about ten members, ESOPs
normally have up to hundreds of members (Michie, Oughton, and Bennion, 2002; Bradley & Gelb,

1983).

Historically, worker co-operatives have often emerged in the UK and in other Western industrialized
countries as a response from workers and local communities to economic and social problems caused
by industrial decline in major sectors, technological displacements, chronic unemployment, inflation
and widespread dissatisfaction with job conditions. These pressures have partly been caused by the
“decrease in competitiveness of the Western industries relative to those of Japan and the newly
industrialized countries” (Bradley & Gelb, 1983, p.1). In attempts to raise their competitiveness,
conventional (investor owned) industries have, at times, ironically turned to policies and practices

embodied in co-operative principles.

These include participative management, worker empowerment, employee stock ownership schemes

(ESOPs) and other practices credited for the success of Japanese firms and Ouchi’s ‘Z’ firms of the
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western industrialized economies. These moves towards an ‘alternative way’ have given credence to
the impetus towards workers-owned enterprises. As already indicated above, another motivation
towards an ‘alternative way’ is the fact that it is increasingly difficult to reconcile autocratic practices
within conventional corporations with the democratic political practices of one person one vote

occurring outside the firms.

34 Worker Co-operatives and Employee Ownership

A worker co-operative model of enterprise is one form of employee ownership. Postlethwaite et a/
(2005) note that the employee and co-owned business sector in the UK has grown too big, too diverse
and too effective to be ignored. They estimate the turnover of the co-owned sector as exceeding £20-
25 billion. A research study by Michie ef a/ (2002) which involved 101 worker co-operatives
indicates that the co-operative ownership structure motivates employees. People have a sense of
ownership and are prepared to put in extra effort because they like the ethos of the organization.
Collective ownership makes people feel they have an influence over big (strategic) questions.
Ownership over the company’s values gives meaning to jobs. People take responsibility to make

things happen (Postlethwaite et al, 2005; Michie et al, 2002).

In a follow-up survey with 53 employees of worker co-operatives, Michie et a/ (2002) found that the
overwhelming majority (89%) felt that employee involvement and participation does increase
employee commitment and motivation. Of these, 72% thought that the increased commitment and
motivation resulted in reduced labour turnover, and 85% thought that the increased commitment and
motivation resulted in increased productivity. Asked whether they agreed or disagreed with the

statement that “without employee ownership, there would be less commitment by the company to
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informing and involving employees”, 72% responded, of whom 63% agreed with the statement

(Michie et al, 2002).

According to Michie et al (2002), the worker co-operatives’ survey support causal linkages suggested

in Figure 1 below:

Figure 1: Links from share ownership to organizational outcomes
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Source: Michie, Oughton & Bennion, 2002 p.19

Postlethwaite et al (2005) contend that employee owned companies are now arguably setting the pace

on at least one of the most prized yardsticks for competitiveness: the ability to harness the true
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commitment and creativity of their employees. Other enterprises have looked at the co-owned sector
and concluded that the secret is simply employee share ownership, or perhaps simply good
communication, or clever participation systems. They have consequently tried to copy different

aspects of the employee-ownership model (Postlethwaite ez al, 2005).

Many writers (e.g. Bradley & Gelb, 1983; Hansen et al, 1997; Michie et al, 2002) contend that
extensive employee stake-holding tends to foster a sense of individual enterprise that directly fuels
productivity. Employees in co-owned companies tend to be relatively entrepreneurial because they
are owners. They typically have a more creative attitude to their own work and the future of the
business. They are more comfortable taking responsibility for decisions and accepting a lot of

discretion about the way they carry out work tasks (Postlethwaite et al, 2005).

The relatively high levels of trust and consultation in co-owned companies also mean they tend to be
highly innovative. Whereas change is often seen as a threat, not to mention a surprise, in other kinds
of companies, co-owned companies routinely do the kind of communication and consultation that
allows employees to see the purpose of change and adapt to it successfully (Postlethwaite et a/, 2005;

Michie et al, 2002; Bradley & Gelb, 1983 ).

Also, the way employee owned companies are structured means they achieve high standards of
accountability and corporate social responsibility. The employee co-owners, as shareholders, tend to
demand and impose relatively exacting levels of corporate transparency and integrity (Postlethwaite
et al, 2005; Hansen et al, 1997; Michie et al, 2002). It has been argued further by Postlethwaite et a/
(2005) that aside from the employee-ownership ‘micro’ effects at the level of the individual

companies, the UK’s economy benefits from having the additional, different and vibrant business
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paradigm. The employee owned business sector enriches the diversity of ownership models capable
of operating successfully — widening choice for consumers, funders, job seekers, suppliers and

purchasers.

Studies by different researchers (Bradley & Gelb, 1983; Hansen et al, 1997; Michie et al, 2002;
Postlethwaite et al, 2005) conclude that many employee-owned companies out-perform those owned
entirely by external shareholders and often demonstrate higher productivity, greater innovation,
increased customer loyalty, and enhanced talent recruitment and retention. This is because successful
employee ownership plans combine three key factors; financial incentives, employee involvement
mechanisms and an ‘ownership culture’ to foster an environment where employees are motivated and

empowered to act in the best interests of the organization.

3.5 Worker Co-operatives and Capital Anchoring

In a worker co-operative, workers own their jobs, and thus have not only a direct stake in the local
environment but the power to decide to do business in a way that is sustainable. The worker co-
operative movement is therefore increasingly recognized as part of the larger movement for
sustainability. Worker co-operatives tend to create long-term stable jobs, sustainable business

practices, and linkages among different parts of the social economy.

The Secretary General of the United Nations (1996) reported that the co-operative form of organizing
a business enterprise assures any group of individuals an effective means to combine their resources,
however small. It permits a larger resource mobilization than that within the capacity of most

individuals and small enterprises. He continued that co-operatives are catalysts for local
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entrepreneurial growth and that they retain within the communities in which they operate the capital
that they mobilize there, as well as surplus derived from outside transactions, both accumulating for
further entrepreneurial development. As direct beneficiaries, co-operative members have a strong
incentive for efficient operation and continuous innovation in response to changing business
environments, thereby achieving high rates of both initial success and long-term viability. The
Secretary General of the United Nations (1996) further stated that co-operatives favour long-term
development compatible with the interests of the communities in which they operate. The stability

they assure within local communities itself induces further entrepreneurial expansion (A/51/267).

3.6 Worker Co-operatives and Asset-Based Strategies to Solving Social and Economic

Problems

Worker co-operative businesses build local assets and increase economic stability for worker-owners
and their communities. Participatory decision-making systems enhance productivity, improve product
and service quality, promote workers’ skill development, and give individuals tools and information
to help them increase control of their economic lives. Several writers (Temkin & Rohe, 1998; Stagner
and Richman, 1996; Sherraden, 1991; the Aspen Institute, 2005), maintain that asset-based strategies
often supply surprisingly effective responses to social and economic needs by directly providing
income or savings, by facilitating the development of locally based jobs and enterprises, by building
up and stabilizing local assets and wealth, and by enabling local governments to apply existing
resources more efficiently to better serve more citizens. Many asset-based approaches move beyond
strictly economic activity to include cultural, educational, and other efforts that cross and blur

conventional lines that mark the different sectors.
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The need for community revitalization and the desire to achieve the social and economic objectives
of individual members of the community can begin from one of two underlying paradigms of needs-
based or capacity-focused (Kretzmann & McKnight, 1993; Temkin & Rohe, 1998; Stagner and
Richman, 1996; Sherraden, 1991; Turner & Pinkett, 2000). . A needs-based paradigm focuses on a
community's deficiencies and problems. Such an approach is often top-down, beginning with what is
absent in the community, and outside-in, relying heavily on the efforts of external agents, such as

technical assistants.

It can be argued that needs-based approaches not only teach local people that they cannot shape their
own future, but also that they require services as an answer to their problems. Consequently, "many
lower-income, urban neighborhoods are now environments of service where behaviors are affected
because residents come to believe that their well-being depends upon being a client" (Kretzmann &
McKnight, 1993, p. 2). Thus, needs-based approaches encourage both the residents and the
professionals who service them to bypass local assets and resources. In essence, a needs-based
paradigm deprives communities of problem solving capacities (Turner & Pinkett, 2000; Kretzmann &

McKnight, 1993; Temkin & Rohe, 1998).

A worker co-operative’s model encourages and promotes the development and utilization of the
resources that are embedded in local communities and their residents. This capacity-focused
paradigm, which is inherent in a worker co-operative model, becomes a better option since it
recognizes the skills, talents and gifts of local community members. The approach is fundamentally
bottom-up, beginning with what is present in the neighborhood, and inside-out, relying heavily on the
efforts of internal agents, such as members/workers, federations and institutions. A capacity-

orientation lies at the heart of worker co-operatives and is a model for community revitalization that
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is focused on strengthening the capacity of members, associations, and organizations to work,
individually and collectively, to foster and sustain positive neighborhood change (The Aspen

Institute, 1997; Turner & Pinkett, 2000; Kretzmann & McKnight, 1993; Temkin & Rohe, 1998).

The capacity-focused approach to solving individual and community-based economic and social
problems assumes that social and economic revitalization starts with what is already present within a
community. That includes not only the capacities of residents as individuals, but also the existing
commercial, associational and institutional foundation. This involves pinpointing, or mapping, all of
the available assets in the community, mobilizing, them in ways that multiply their power and
effectiveness. An asset-based approach to community building, inherent in worker co-operatives,
perceives members/workers and other community stakeholders as active change agents rather than
passive beneficiaries or clients (The Aspen Institute, 1997; Turner & Pinkett, 2000; Kretzmann &

McKnight, 1993; Temkin & Rohe, 1998).

The focus on local assets redirects attention to the extensive social capital of communities. Putnam
(1998), who popularized the application of social capital to political civic engagement, defines social
capital as "the norms and networks of civil society that lubricate co-operative action among both
citizens and their institutions" (p. v). Thus, the social capital of local communities represents
"mutually supportive institutions within a neighborhood that residents can turn to when the going gets
rough" (Temkin & Rohe, 1998, p. 63). The individual capacities of residents are the basic building
blocks of any community. For example, Stagner and Richman (1996) found that both friends and
extended family members were the main source of support in marginalized communities. They
recommended that "informal supports in the community which encourage and enable friends and

neighbors to care about each other should be strengthened" (p. 54).
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As people exercise their capacities, they often find that they need the talents of others. This leads
them to join with other individuals who will work with them toward a common goal. This is the
essence of worker co-operatives where individual members combine their own talents with the
capacities of others to form co-operatives that can make extensive and valuable contributions to the
members and their communities. Worker co-operatives involve their workers / members in the

formulation of missions, visions, objectives and strategies for their achievement.

In addition to providing meaningful jobs and asset-building opportunities for their members /
workers, worker co-operatives can play an important role in building movements for economic
justice and social change. They can be institutions where real democracy is practiced on a day to day

basis and they can be models for the empowerment needed to create the changes envisioned.

3.7 The Resonance of Asset-based Approaches to the Goals of Worker Co-operatives

Proponents of asset-based approaches (Turner & Pinkett, 2000; Kretzmann & McKnight, 1993;
Putnam, 1998; Temkin & Rohe, 1998; Stagner and Richman, 1996; Sherraden, 1991) define assets
broadly and consider them as multidimensional. They include not only physical capital and financial
assets, but also the knowledge and skills of individuals, their social bonds and community relations,
and their ability to influence the policies and institutions that affect them. They regard low asset
levels and the inefficient use of assets as both the causes and the consequences of poverty.

Worker co-operatives give their members opportunities to be owners and strategic managers of their
asset portfolios. That is owners and managers who respond to changes in feasibility, relative costs,

and expected returns in their enterprises. The asset-based approaches by worker co-operatives
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underscores the importance of their members’ active participation in the economic, social, cultural,
and political aspects of their lives and their communities to ensure that their interests are reflected in

decisions affecting them.

To effectively and efficiently achieve their objectives, worker co-operatives require not only the
financial, physical and natural assets, but also the human, social and political assets. Many writers
(Turner & Pinkett, 2000; Kretzmann & McKnight, 1993; Putnam, 1998; Temkin & Rohe, 1998;

Stagner and Richman, 1996) have described these assets as follows:

¢ Financial assets are cash, savings, deposits, and other “paper” assets people use to make

purchases and accumulate liquid wealth.

e Human capital is the skills, knowledge, and health status of household members that enable them
to pursue productive social, political and economic lives. Human capital is required to make use

of the other five categories of assets.

e Natural resources, such as land, forests, water, and clean air, are gifts of nature rather than the
product of human effort. However, they can be enhanced or degraded through human activity.
Many poor rural house-holds depend on continual access to natural resources for their economic
well-being.

e Physical capital includes tools and equipment owned by households and businesses, as well as
infrastructure, such as roads, power and communications networks, and water and sanitation
systems. Housing, livestock, and jewelry are other forms of physical capital important to many

poor households.

Social capital is the kinship systems and community organizations that people draw on in their
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livelihood strategies. Social capital fosters cooperation between households, often providing an
informal safety net for the poor. It can also help them overcome market imperfections by
facilitating information flows necessary for the completion of market transactions.

e  Whereas social capital is based on trust, political capital (a newly defined asset) is based on the
power relationships that affect poor people’s access to assets. The exercise of political capital

shapes institutions. That is the formal and informal rules or norms of a society.

Advocates of asset-based strategies (Turner & Pinkett, 2000; Kretzmann & McKnight, 1993; Putnam,
1998; Temkin & Rohe, 1998; Stagner & Richman, 1996) argue that the ownership of assets plays a
critical role in motivations and behaviour that support long-term well-being. They maintain that there
are causal relationships between the ownership of assets and increases in long-term income, and that
these relationships may have both remedial and preventative impacts. They also argue that the
ownership of assets may yield important effects beyond increased income since it will lead to
capacity building and will exert impacts in ways that cut across economic, psychological and

institutional effects. That is, the ownership of asset will:

e Improves household stability

e C(Creates an orientation toward the future

e Stimulates the development of human capital and other assets
e Enables focus and specialization

e Provides a foundation for risk-taking

e Increases personal efficacy

¢ Increases social influence

e Increases political participation and
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e Enhances the welfare of dependents.
Marginalized people tend to be more short-term focused in their thinking and behaviour, not so much
because of their values but because they are compelled by the environment within which they must
make decisions. This can result in patterns of decision-making that may ultimately present structural
barriers to escaping poverty, unemployment and social exclusion (Turner & Pinkett, 2000;

Kretzmann & McKnight, 1993; Putnam, 1998; Temkin & Rohe, 1998; Stagner & Richman, 1996).

Assets also have an important role to play in social standing and access to institutions. Assets buy
social capital in the form of contacts, networks of protection and access to information. For example,
the ability to save links people to the financial services sector and vice versa. Through targeted asset
acquisition, worker co-operative members can interact with financial institutions which will increase
their financial literacy, reduce the stigma associated with unemployment and facilitate access to other

beneficial financial services (Sherraden, 1991).

Worker co-operatives promote an enterprise model that employs asset-based initiatives which ensure
that a framework for the efficient and effective delivery of products and services is established. The
services are developed and delivered, not as a traditional social program, but as a range of market -
driven services and products. This reduces costs, broadens accessibility, creates room for
cooperation, allows for customization and improves accountability since the services and products
developed are the result of cooperation between members and are based on the capacity of each
member to add value to the service or product. This reduces costs, improves product and service
marketability and strengthens individual and community commitment (Sherraden, 1991; Temkin &

Rohe, 1998; Stagner and Richman, 1996).
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3.8 Worker Co-operatives Promote Social capital

The notion of social capital came into prominence following the studies of Professor Robert Putnam

on the collapse and revival of the American community. Putnam (2000) stated that:
Whereas physical capital refers to physical objects and human capital refers to the properties
of individuals, social capital refers to connections among individuals — social networks and
the norms of reciprocity and trustworthiness that arise from them. In that sense social capital
is closely related to what some have called “civic virtue.” The difference is that “social
capital” calls attention to the fact that civic virtue is most powerful when embedded in a sense
network of reciprocal social relations. A society of many virtuous but isolated individuals is
not necessarily rich in social capital. In other words, interaction enables people to build
communities, to commit themselves to each other, and to knit the social fabric. A sense of
belonging and the concrete experience of social networks (and the relationships of trust and

tolerance that can be involved) can, it is argued, bring great benefits to people (19).

Valentinov (2004) argues that the co-operative principles promote social capital in worker co-
operatives. He adds that the co-operative principles and core values which, set worker co-operatives
apart from their investor-owned counterparts are particularly directed at the preservation of social
capital both as the major resource and as the major organizational principle. He has tabulated the
rationalization of the major co-operative governance characteristics laid down in the co-operative

principles in terms of their social capital-supporting role as shown in table 1 below.
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Table 1: Rationalizing the social capital-supporting role of the co-operative principles

Governance | Main effect Explanatory remarks
instrument
Anti Social capital can be built only on the basis of voluntary
Voluntary . L approaches; hence, practising them promotes social capital as
4 hierarchization . . . . .
membership alternative to hierarchical authority, which replaces voluntary
action by directed one.
A distinctive characteristic of social capital is that its stock does
not shrink if it is shared by an additional person; therefore the
Open Anti- size of membership can be indefinitely expanded with the effect
membership commercialization | of extending the beneficial economic effects of co-operation on
all those who share the same norms and rules which constitute
the essence of a given local social capital.
The uniform voting rule reflects the fact that the amount of social
) . capital is determined by the number of personal identities of its
democratic Antl' o individual bearers; each bearer can have only one identity;
control hierarchization therefore practising this voting rule is a direct expression of
social capital as the organizational principle.
This “repressive' measure is evidently intended to keep down
Limited Ani the incentives to build "economic' capital through the
compensation nti- - lizati co-operative, and in this way prevent the penetration of 'price-
on capital commercialization | p,qe organization into the co-operative governance, which
would destr