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The increasing number of firms going out of business, the accompanying
tol1l of redundancies, and the 1iklihood that many persons so affected will
never work again makes the examination of alternative forms of business
organization an urgent necéssity. In such circumstances workers taking
over their firm is often considered as a means by which the business might
be returned to profitability and employment maintained. There is a long
history of interest in these types of firms which are generally called
‘worker coops'. Although, they have never been a relativley important. type
of business organization or noted for their commercial success there has,
in fact, been a large number of successful cases outside Ireland. The
most significant is probab]y.the Mondragon system in Spain but there was,
and still is, a very large number scatteréd across the United States, France,
Italy and many other countries. The sustained recession affecting the
western econo&ies has resulted in a significant expansion in these countries but
as yet, however, there have been no significant developments in Ireland.
These cases have proved highly instructive and, over the last decade or
so, extensive analysis of these types of firms has provided an understanding
of many of the reasons which contributed to their lack of success in the
past. Using this knowledge, the organization of such businesses, which are
referred to as labour-directed firms, can be arranged so as to avoid

reheating old mistakes and to facilitate their survival and growth.

Part of the difficulty in the past, and an element in the negative
attitude to them at present, is that it was not always clear what was

being sought from establishing a 'worker cooperative'. A contributing




factor in this is the use of the term 'cooperative' which is so broad
as to be meaningless as a term of description in itself. After all,

capitalist, or investor owned and directed, firms are cooperatives of

capital owners. Examples of this include not only the conventional joint

stock corporation, the nationalized semi-state companies, but also the

giant agricultural cooperatives. In contrast professional partnerships

which are common in accountancy, legal, and medical trades are, to

varying degrees, cooperatives of labour owners.

The label 'worker cooperative' is used indiscriminately to characterise
firms which are cooperatives of capital, labour, or a mixture of both.

There are two aspects which must be clearly distinguished: worker-(capital)

ownership and worker-direction. Worker ownership may be necessary, in

some circumstances, to obtain worker-direction, but it is the latter which-
gives the behavioural advantages which are claimed for 'worker cooperatives'.
However, while it is often worker-direction which is intended, it is usually
worker ownership which is implemented and this results in many of the
difficulties for worker cooperatives . The conflict of interest between
investor-direction and worker-direction is a major factor in the failure of
worker cooperatives . It is necessary, therefore, at the outset to be
clear about what is being sought, and why, and to organize the business

appropriately.

A labour-directed firm is a business which is set up (or taken over)
and run by the people who work in the firm. Two main features distinguish

it from an investor-directed firm:



- direction of the business is exercised by all the worker-members,

and only by them, on the democratic basis of one-person, one-vote;

-  the net income (i.e. revenue less contractual expenses) is owned
by the worker-members and is shared by them according to some

agreed rules.

Three elements are essential for the success of any type of business venture.
These are knowledge of the market,. finance (capital), and good policy-making
and management. Worker-directed firms are, obviously, not expected from
these fequirements. But, in addition to these, a number of specific factors
have been identified as important for the survival of the labour-directed
firm. These refer to funding and investment, membership, supporting
structure, pensions, trade union, and community, and are outlined briefly

under these seven headings.

FUNDING

A1l firms need finance in order to set up and continue in business.
However, because it is a business venture and subject to much uncertainty,
there can be no advance guarantee that the outcome will be a successful one.
This affects how firms are financed. Broadly, there are two methods available:
dividend earning shares (equity finance) and interest bearing debts (loan
finance). Equity fiﬁance, which carries no guarantee of fixed return or
even recovery in the event of liquidation, is necessary so that contracts

with those having relations with the firm can be underwritten. Otherwise



outsiders, e.g. suppliers of materials and working capital, would be
reluctant to enter into loan and credit agreements because of the risks
involved for them. This risk capital is provided by the ordinary share-
holders in investor-directed firms who retain ultimate control over

directing the firm in order to reduce their risks as much as possible.

In the labour-directed firm, control of the business cannot be given
to those who provide the capital. This is retained by those who actually
work in the business. Therefore, workers may have to provide equity
finance as, first, a source of capital and, second, as an assurance and
indication of commitment to outside providers of finance and other resources.
It is also an incentive for aligning personal interests with the long-term
interests of the firm. The extent to which such funding is necessary,
and the amount per worker, will depend on many different aspects of a
particular business and the circumstances of its operation. New members
may also be:.asked to make a payment to the capital fund and, while this
should be a significant amount, it should not be such as to prevent interested
and needed persons from joining. The firm could loan an applicant the
mémbership contribution, deduct it from earnings over a reasonable pefiod
of time, or use some combination of down-payment, loan, and earnings

deduction.

An agreed portion of members' capital contribution is assigned to
an indivisible reserve account of the firm. Each individual has a personal
capital account in the firm to which the remainder of the capital contribution
is assigned, and on which a fixed interest adjusted payment for inflation
is made annually. Since it is vital to keep the capital of a firm intact

these personal balances may not be withdrawn except on departure or retirement



from the firm. In that situation repayment may be made in debentures
or non-voting shares which may carry certain priviliges, such as ob-
servation or cohsu]tation rights at the workers' assembly, provided
they are not transferred. This also serves the dual purpose of main-
taining a retired member's active interest and emotional ties with the
community in which an important part of active 1ife has been spent and
provides the business with the continuing benefit of that person's

expertise, experience, and support.

A high level of investment per worker is required to finance the
capital-intensive technology, product development, etc. which are necessary
for survival in competitive markets. Such investment is an on-going process
and members' contributions are unlikely to be sufficient to meet these needs.
Therefore it will be necessary to plough-back a substantial part of net profits
(say, 20 per cent of normal profits and all windfall gains) each year and this is
apportioned to the indivisible reserve account and personal accounts as
with the original membership contributions. (The remainder of profits is
distributed as additional wages, used to promote educatjonal and social
projects, and, if there is still a balance, assigned to personal accounts.)

It will also be necessary to use some external sources of finance of the
usual kinds (e.g. loans, bonds, non-voting stock, equipment leasing). But
the extent to which these can be used is limited as too heavy a commitment

to external sources of funding can jeopardise the survival of the firm.



NON-MEMBERS

An important reason for the degeneration or collapse of labour-
directed firms is the hiring of 'second-class' labour, i.e. non-members,
to work in the firm. Each worker should have a vote and no one should
have more than one vote in the process of deciding overall policy for
the firm. Two exceptions may be necessary. First, is the case of
seasonal production, where non-members may be hired to smooth over genuine
temporary variations. Second, and more important, is the case of ensuring
good management. In a cpaitalist environment earnings differentials are
usually much greater than those within labour-directed firms which, again
for survival, are usually quite compressed. This may be a source of
difficulty in obtaining and retaining high quality managers. If that is
the situation. it may be necessary to reserve a number of managerial posts
for non-members who are hired as employees by the worker-members. Managers
are then agents of the worker-directors much the same as they are agents
of the investor-directors in capitalist firms. However, in a number of
successful cases, labour-directed firms have been able to develop high
quality management internally and to retain it because of the overall
benefits from working in a business of that type. Further management,
under conditions of worker-direction, becomes what it really should be -
the exercise of professional expertise to implement policy decisions - and
such technical implementation can be conducted on a much more decentralized
basis than in a capifalist firm. Evidence in support of this comes,for
example, from various types of worker participation schemes that have
given rise to the so-called 'paradox of successful failure': employees

have shown that they can undertake such tasks so competently that the
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coercive position of the management in a capitalist firm is undermined

with the result that such 'experiments' are cancelled and styled as 'failures'.
In a labour-directed firm management is more concerned with managing things

than with managing people.

SUPPORTING STRUCTURE

An isolated 1abour-dire¢ted firm faces particular difficulties due
to the fact that the business environment (legal, financial etc.) in which
it operates is totally geared towards investor owned and directed, whether
private or nationalised, firms. To overcome disadvantages arising from this,
as well as to provide themselves with other advantages, labour-directed

firms need an- 'umbrella' sheltering organisation or supporting structure.

The most important part of this is a financing agency, because labour-
directed firms have often found it difficult to get funds from the trad-
itional capital market. It does this by providing long-term capital,
short-term credit, loan guarantees, and a market for the shares and deb-
entures of labour directed firms. Even if they have access to such funds
there is still a need for such an agency to provide advice and services
appropriate for labour-directed businesses in the financial, legal, and
managerial areas, which also include assistance in ensuring access to the
various services provided by government departments and agencies. Under
the umbrella of a suﬁporting organisation (of which there may be many in an
economy) a growing labour-directed sector can guarantee productive employment

for members by being able to provide for transfer among firms.



PENSIONS AND INSURANCE

If all members' savings are put into their own firm there is a severe
concentration of the burden of risk; with 'all-eggs-in-one-basket' members
would stand to lose, not only their employment, but also their savings if
the venture failed. Therefore, pension and insurance schemes should be
operated separately and, once gain, the supporting organisation can play an
important role in spreading the risk across different activities and, as the
labour-directed sector grows, across different firms in the sector. This
also, and significantly, increases the availability of investment capital

and credit for the development of labour-directed businesses.

TRADE UNIONS ..

Frequent]j’held views of the relationship between trade unions and
‘workers' cooperatives are that at best they have little in common and
more likely that they are seen as a threat to each other. The reasons for
this are many and complex but include the previously mentioned confusion
about what objectives a worker cooperative was meant to achieve. Also
contributing to the present misunderstanding is the fact that the cir-
cumstances in which many worker cooperatives had to be established were
quite different from contemporary circumstances. For example, labour unions
often didn't exist, were barred by state laws, or were in the early stages
of organization. However, sometimes worker cooperatives were also promoted

to undermine worker unionisation.



There is no doubt that trade unions today have a vital role to fulfill
in the development of labour-directed firms. Obviously, because the business
is owned and directed by those working in trade union organizations must
adapt their traditional approach to looking after their members' pay and
working conditions to the different circumstances in labour-directed firms.
First, there is a whole range of services, such as those relating to the
supportunt structure, thch labour-directed firms require. Second, conflicts
will always arise in situations of personal and group relations and, while
'industrial relations' will be quite different in labour-directed from those
in investor-directed and managerialist organizations, there will be a need

for appropriate processes of arbitration, adjudication, advice andeeducation.

As well as continuing to provide services to their members employed
in investor-directed firms, trade unions must also expand and develop in
order to be able to provide the new services required by members in worker-
directed business-organizations. In the context of the apparently endless
increase in unemployment trade unions - as organizations representing
workers interests - will have to devise new approaches and re-think their
policies if they are to serve the interests of past, present, and future

potential members.

COMMUNITY

The labour-directed firm is a community of workers who are also
members of the community. It is natural, therefore, that the barriers
separating individual investor-directed businesses from the community should
be overcome and that members of labour-directed enterprises should take an
active interest in communal affairs. This is facilitated and promoted by

the fact that members of labour-directed firms expand their expertise and
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and experience by the very process of directing their own work in a manner
that is precluded in other types of firms ahd organisations and in a
manner that strengthens decision making in a democracy. The artificial
distinction between the roles of the hire employee, who has little in?olve-
ment in decision-making process in a most important part of Hai]y activity,
and the citizen, who is then supposed to contribute to decision-making at
the local, national, and international levels, is removed. Furthermore,

a strong-base of thriving businesses obviously contributes to the financial
and social wellbeing of a community. But the local community is aiso an
important source of support (financial, expertise, and encouragement),
particuiarly when labour-directed firms have had to be founded amidst

the crisis of shut-down and redundancy. Therefore the relationship between
the community and labour-directed firms in it is of mutual benefit and
should Qe recggnized and built-on at the outset in both social and

commercial terms.





