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"The form of association . . . which if mankind 
continue to improve, must be expected in the end to 

predominate, is not that which can exist with capitalist  
as chief, and workpeople without a voice in the 

management, but the association of the labourers 
themselves on terms of equality, collectively owning 
the capital with which they carry on their operations,  
and working under managers elected and removable 

by themselves,”
– John Stuart Mill, “Principles of Political Economy” 

(1848)

“Remember that in a perfectly competitive market, it  
really does not matter who hires whom; so have labor 

hire capital” 
– Paul Samuelson, “Wages and Interest” (1957)
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Jordan McLaughlin
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ABSTRACT

Studies show that worker cooperatives, workplaces which are 

democratically owned and run by their workers, are more productive in many 

situations than traditional firms. They garner support from individuals on the right 

as well as the left. And yet they are comparatively rare. Traditional explanations 

of the distribution of worker cooperatives vis a vis traditional firms rely on internal 

structural factors or assumptions of external bias. The role of the state in 

shaping, sustaining, or destroying worker cooperatives is downplayed or 

neglected altogether. To the extent that the state is considered, at least in the 

United States it is often assumed that the state has simply been hostile to an 

organization which might be seen as “socialist.”

This study, focusing on the United States, demonstrates that there has 

been a long and complex relationship between worker cooperatives, law, and the 

state. It shows that the federal and state governments have alternately promoted 

and discouraged worker cooperatives in the United States, and that through the 

courts, the plywood cooperatives of the Pacific Northwest secured major tax 

benefits for all worker cooperatives. The existence of this relationship does not 
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offer a complete explanation for the existing distribution of worker cooperatives, 

but it does suggest new policy options and paths for future research.

Dr. Joseph Mink

Social Sciences
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Introduction

In the United States of the late nineteenth century, cooperativism found 

fervent supporters in American workers and labor activists. The traditional strike 

as a form of worker resistance had only recently started to be used effectively. 

Many individuals in the labor movement felt that such an antagonistic relationship 

with the suppliers of capital was undesirable and unsustainable, and that at the 

very least some permanent solution to the problem must be envisioned (Leikin 

2004, 3). Some labor activists felt that strikes and unionism, while useful, did not 

serve as a comprehensive vision for the labor movement, and that steps needed 

to be taken toward an articulate future goal (21). Workers in the “barrel making, 

shoe manufacturing, and shingle weaving” industries all experimented with the 

form and to some success (Hansmann 1996, 66-67). Shoe workers alone 

organized at least forty such enterprises between 1866 and 1876 (Leikin 2004, 

5).

The Sovereigns of Industry, a national labor organization which peaked in 

membership before the Knights of Labor, was single-mindedly devoted to the 

principles of cooperation, and contended that cooperation was the only way in 

which society could “reconcile the interests of labor and capital which have been 

rendered antagonistic by the prevailing systems of trade” (Leikin 2004, 20). In the 

Sovereigns and without, passionate rhetoric in support of cooperativism was 

commonplace. One leading labor leader, Thomas Phillips, even contended that 

“[It] would make the prophysy [sic] that we are to have heaven upon earth, no 
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longer a promise . . . but a thing realized – a fact accomplished” (51). The 

arguments for cooperation were not framed simply in terms of individual financial 

security and self-interest, but were more often framed in terms of republican 

citizenship and the improvement of a democracy which cooperators thought was 

weakened by the hierarchical relationship between employer and employee (33). 

Not only were the cooperators sure that their goal was righteous, but they were 

also sure that it would, in the end, succeed. They felt that the ability of 

cooperatives to sacrifice wages in hard times and to utilize the full potential of a 

group of men would inevitably drive traditional firms from the marketplace, while 

still preserving the overall structure of a market economy (50).

This cooperative movement was concerned not only with ideals and long-

term goals, but also with practicality and short-term solutions for the millions of 

American workers ground on the gilded wheel of nineteenth century capitalism. 

In this era, the organizational form flourished, with at least five hundred worker 

cooperatives and thousands of consumer cooperatives founded between 1865 

and 1890 (2). Deskilling of labor, wage reductions, and the brutal toll the 

business cycle took on working class Americans all contributed to the desire for a 

new kind of work, better able to meet the needs of laborers (6). This desire, 

perhaps more than anything else, drove the cooperative movement of nineteenth 

century.

These early experiments with worker cooperatives did not survive into the 

twentieth century. With the ascendancy of the labor union and collective 
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bargaining, worker cooperatives may have become seen as a Utopian dream at 

best, and as a dangerous marriage with capital at worst. Even in the few 

successful worker cooperatives which were founded in this time, most did not 

imagine themselves as an alternative, but rather as an expedience. In the last 

twenty to thirty years, however, with union membership declining and the national 

labor movement seemingly in shambles, the worker cooperative has once again 

attracted attention, especially in academia, as a possible alternative to the 

conventional firm and to traditional capital-labor relations.

The interest is understandable. To supporters of the form, worker 

cooperatives represent an extension of democracy from the public sphere to the 

private, and a solution to many of the problems they believe are inherent in wage 

labor. Even if an extension of democracy to the workplace were not desirable in 

itself, the secondary effects of worker ownership on increased productivity and 

job creation provide an impetus for support. And yet worker cooperatives remain 

relatively rare. Studies of worker cooperatives have largely focused on the 

reasons why this might be so. Many of these have presented "internal" structural 

reasons for why worker cooperatives are not as common as traditional firms.

As a student of political science, I find worker cooperatives interesting and 

important because they are potentially a microcosm of democratic politics and a 

path towards a more participatory democracy in the public sphere, and because 

people on both the left and the right might find certain features of worker 

cooperatives appealing. As a student of economics, I find them interesting 



McLaughlin 4

because they put an unusual spin on the model of the traditional firm, and I find 

them important because they represent an alternative to it, one which is 

potentially both more just and more productive. Although it might seem that the 

state would be interested in these organizations and involved in promoting their 

success (or causing their failure), traditional explanations of the distribution of 

worker cooperatives downplay the role which the state has played or neglect it 

altogether. 

My study addresses this gap in the literature. Laws, institutions, rules, and 

regulations clearly affect the operation of traditional firms, so I want to examine 

how they affect the operations of worker cooperatives. How has the state 

interacted with worker cooperatives? How might the state interact with them 

more effectively? I suspected, at the beginning of my research, that part of the 

explanation for the relative dearth of worker cooperatives in the United States 

was the hostility of government and elites towards this form of work organization. 

In my review of the history of the plywood cooperatives of the Pacific Northwest, 

the most economically successful group of cooperatives in U.S. history, and in 

my review of laws and state action toward worker cooperatives, I found that the 

truth is more complicated. The state has been, at different times, both a 

benefactor and an enemy of worker cooperatives; and it has been more often the 

former than the latter.

In order to understand how state action and laws might affect worker 

cooperatives, it is necessary to examine some of the proposed explanations for 
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why worker cooperatives have failed. In the next chapter, I will interrogate the 

various explanations which have been put forward by authors for their relative 

rarity. In Chapter 2, I will examine the most successful case of worker 

cooperatives in the United States, the plywood cooperatives of the Pacific 

Northwest. The experience of the plywood cooperatives sheds light on the 

veracities of the various proposed advantages and disadvantages of worker 

cooperatives. In Chapter 3, I will analyze the laws under which worker 

cooperatives in the United States operate. US law has been shaped by and has 

shaped worker cooperatives in the United States, and a large enough corpus 

exists to show that the state has been significantly involved in the affairs of 

worker cooperatives, especially in terms of tax liabilities. The plywood 

cooperatives, in particular, played a major role in shaping US law on worker 

cooperatives. The final effects of these interactions is, however, hard to gauge. 

Finally, I will conclude by briefly reflecting on foreign experiences, which reveal 

that internal and external organizational innovations which are common overseas 

but rare in US worker cooperatives may make them more competitive and less 

prone to degeneration; that culture and the costs of democratic decision-making 

may also play a role; and that the state has been much more active in promotion 

of worker cooperatives overseas, working with these factors, than it has been in 

the United States.

But first: what is a worker cooperative? Even among worker cooperatives 

there is disagreement as to what counts as a worker cooperative and what does 
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not (Hansmann 1996, 67).

However, there seem to be some important minimal organizational 

elements that worker cooperatives share: every full worker-member of the 

cooperative must also be a worker in the same cooperative; each full worker-

member gets one and only one vote on matters of policy; only full worker-

members get to vote; and any profits are equitably shared among worker-

members.

It is arguable that the single most important commitment of cooperatives 

generally (and worker cooperatives in particular) is the commitment to 

democracy. A member of the American cooperative movement in the Gilded Age 

even employed the language of the American Revolution when he wrote, “the 

relation of Employer & Employed is not the normal condition of Freemen. 

Superiority & Inferiority is implied in the relation . . . . Co-operation supersedes 

this relation and places men just where the Declaration of Independence was 

designed to place them – equal – & with equal rights to liberty & the pursuit of 

happiness” (Leikin 32). Since one of the major promises of the worker 

cooperative is that the democracy enjoyed by individuals in the public sphere will 

be brought to the private sphere of work, it is important to discuss the manners in 

which the worker cooperative is seen as a more “democratic” institution than the 

traditional firm.

Many of the arguments made in favor of worker cooperatives are explicitly 

normative and have strong parallels in the arguments for democracy in the public 
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sphere – that those who are directly affected and under the authority of those 

who can change policy ought to be able to hold those who change the policy 

accountable (Ellerman 1984, 266). The worker cooperative might be called a 

“democratic work-community” or an “industrial democracy” in much the same 

manner as a geographically defined area might be called (perhaps awkwardly) a 

“democratic public-community”, or a “regional democracy” (261). For supporters 

of this argument, democracy is seen as valuable in the work place in itself and for 

itself.

However, some see the advocacy of democracy in the workplace, 

characterized by maximum decision-making power for employees and total 

elimination of management, as an extreme view that can only damage the cause 

of more modest democratic workplace reform (Blasi 1988, 195). This is a straw 

man argument as virtually no proponents of worker cooperatives believe that 

management can or should be completely discarded. Instead, in a worker 

cooperative, management still exists and retains its functions, but the source of 

management's power and the degree to which its performance is evaluated is 

changed (98). The board of directors of a worker cooperative may be, for 

example, elected from the body of workers for a term and receive a token 

compensation for their duties as directors; while managers, if present, may be 

hired from the outside and are not entitled to vote or share in profits (Greenberg 

1986, 33). Moreover, memberships in worker cooperatives, as opposed to shares 

in a traditional corporation, only entitle each worker to one vote on matters of 
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policy regardless of the amount of capital a worker might have invested or his or 

her time at the firm. In this way, each worker-member has an equal say, and the 

firm's organization might be called democratic.

Workers in worker cooperatives enjoy more than just the right to set 

company policy. They also enjoy residual control rights and the right to all 

residual claims on profits and property (Greenberg 1986, 32). This feature bears 

on both the normative argument of the democratic theory of government and also 

the other major hope of worker cooperatives: that worker ownership can solve 

the basic conflict between capital and labor (Blasi 1988, 191). As labor and 

capital are often involved in some kind of struggle and often do have opposing 

interests, the worker cooperative is presented as solving their basic dilemma 

through democratic control and profit-sharing. In the worker cooperative, 

employees do not sell their labor for wages, but rather sell the fruits of their labor; 

that is, “The labor income of the worker-members is not the market value or their 

labor as a commodity but is the net market value of the positive and negative 

fruits of their labor (revenues minus nonlabor costs)” (Ellerman 1984, 261).

This method of work organization solves problems of differing interests 

between capital and labor by fusing the two into one  (Hansmann 1996, 266-

267).  The categories of “labor” and “capital” in a worker cooperative become 

meaningless as far as they apply to a group of individuals, because the interests 

that govern the fracture between labor and capital (for example, the former's 

desire for high wages and the latter's reluctance to pay them) are combined and 
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reconciled. In a traditional firm, wages and benefits are decided by negotiations 

between labor and capital. In a worker cooperative, since each individual worker 

has both the incentive to maximize his or her wages and to maximize his or her 

returns from surplus revenues (as well as, presumably, to keep the firm in 

business so as to keep his or her job), such negotiations are unnecessary.

Given the preceding considerations, it may seem self-evident that worker 

cooperatives are more democratic than even the most liberal of traditional firms, 

at least when considered in isolation. But if one wanted to measure how much 

more democratic a worker cooperative is than a traditional firm, how would one 

go about it? This is not a trivial question – some cooperatives have been 

criticized for their lack of democracy, though even critics admit that they may be 

more democratic than comparably-sized traditional firms (Kasmir 1996).

One metric by which worker cooperatives might be measurably more 

democratic than the traditional firm is their responsiveness to employee 

preferences. Traditional firms are structurally not very responsive to these 

preferences, but very responsive to the preferences of the firm's investors. 

Employees may voice their preferences through organized labor, but unions do 

not exist in every sector and do not have all of their demands met, or through 

suggestion boxes or similar productivity-enhancing methods, but there is no 

assurance their suggestions will be met or even considered (Hansmann 1996, 

73).

The only structural manner in which traditional firms are responsive to 
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employee preferences is through the market contracting of labor, but this kind of 

responsiveness poses its own difficulties. The “marginal employee” is the newly 

hired, or about to be hired, employee. Traditional firms are far more sensitive to 

the preferences of the marginal employee than the average employee. Worker 

cooperatives, on the other hand, are more responsive to the preferences of the 

average employee. Both worker cooperatives and traditional firms hire labor 

through market contracting, in which in a traditional firm an incomplete contract is 

created between the employer to pay the employee for his or her labor and the 

employee to provide that labor. This use of market contracting, however, can 

emphasize the preferences of marginal employees over other employees, since 

any attention which is paid to employee preferences is more likely to be paid in 

order to attract new employees rather than to retain current ones, who are 

presumably at least satisfied enough not to quit and who have also presumably 

become locked-in (to an extent) with their current employer.

The interests of the marginal and average employees do not necessarily 

diverge greatly, but there are significant areas in which they may diverge, such 

as workplace safety, job security (since new employees are likely to be younger, 

less locked-in, and more easily retrainable, and thus less averse to layoffs), 

workplace aesthetics, and employee benefits. Worker cooperatives can 

ameliorate (though not completely eliminate) the possible effects of this problem 

through average employee preferences in all areas of work being expressed and 

put into effect through the meetings of the general assembly and the elections of 
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directors since the average employee's preferences are likely to be those that 

garner the most support in voting (Hansmann 1996, 73).

But if members of a worker cooperative become actively involved in their 

own industrial democracy through having their preferences expressed, might 

they learn civic skills and values that can lead to more and better participation in 

public democracy? That is: are there spillover effects from workplace democracy 

which improve public democracy? If such effects exist, then they provide yet 

another reason a democratic state might want to foster their proliferation.

Some authors of cooperativism think that there are positive externalities to 

democracy in the workplace for democracy in the public sphere (Mill [1848] 1961, 

790-791; Logue 2006, 687). Participatory democratic theorists argue that the only 

way citizens can learn the civic skills necessary for the functioning of a 

responsive and vital democracy is through participation in local and everyday 

democratic politics, and “of particular importance for these writers is industry” 

(Rothschild 1986, 13). Since most adults spend a large part of their lives as 

workers, the worker cooperative is the ultimate kind of workplace democracy. 

Other authors disagree with this analysis (Dahl 1985, 97; Hansmann 1996, 318).

 However, even if these effects on the public sphere were minimal, and 

even if democracy in the workplace might not otherwise be desirable, it creates 

secondary effects which are desirable in and of themselves. There is significant 

theoretical and empirical evidence that worker cooperatives can be more efficient 

than traditionally organized firms in addition to (and indeed as a result of) being 
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more democratic. There is a wide agreement among scholars that profit sharing 

in worker cooperatives increases labor productivity (Williams 2007, xi; Levin 

1984, 23; Rothschild 1986, 164; Doucouliagos 1990, 45). Importantly, employee 

ownership of firms does not seem, in itself, to necessarily increase productivity 

significantly. For these increases to occur, workers must also be involved in the 

management of the firm – that is, their ownership must also imply control, in 

contrast to the decoupling of ownership and control which occurs in employee 

stock ownership programs (Logue 2006, 687).1 In firms where worker ownership 

is purely nominal and does not carry any of the rights of control usually 

associated with ownership, positive increases in productivity do not always occur. 

There are also scholars, however, who think that the evidence on increases in 

productivity from worker ownership (regardless of their involvement in 

management) is inconclusive (Hansmann 1996, 313).

The logic of the salutary effects of profit sharing on productivity is as 

follows: if leisure on the job is a good, then in a traditional wage arrangement 

workers have an incentive to work as little as possible for as much pay as 

possible, within the constraints of the risk of losing their jobs and/or meeting their 

goals for advancement of their careers. In other words, work effort is a cost to be 

minimized and pay is a benefit to be maximized within the confines of work 

1 Employee stock ownership plans, or ESOPs, have proliferated throughout corporate 
America since the 1970s (Ellerman 1984, 263). In most ESOPs, corporations offer non-voting 
stock to their employees as part of a pension program. The fact that stock is non-voting and the 
commonplace use of the “leveraged ESOP” has eliminated any vestige of actual employee 
involvement in management (Egan 1990, 67-68). Still, the hope is that ESOPs will improve 
productivity by giving employees a a stake in the success of the business. In this respect, they 
share a logic with profit sharing, and with worker cooperatives.
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supervision and future potential benefits for being seen as a good worker. Since 

wages are relatively static from the individual point of view, and only sometimes 

indirectly related to performance or productivity through the evaluation or whims 

of management, workers do not have a structural incentive to expend as much 

effort, and thus to be as productive, as possible (Alchian 1972, 780).

Profit sharing changes this dynamic. When profits are shared, the level of 

effort put into work becomes directly related to the remuneration to that work; 

work “meters” well. If a worker expends more effort, s/he will see that increased 

productivity as an increase in profits, and thus an increase in his or her 

paycheck. For the individual worker, the cost of working harder can be offset by 

current or near-future gains in shared profits. Thus, on the whole, profit-sharing 

ought to be comparatively more productive than a traditional wage arrangement; 

as Armen Alchian and Harold Demsetz write, “If the economic organization 

meters poorly, with rewards and productivity only loosely correlated, then 

productivity will be smaller; but if the economic organization meters well 

productivity will be greater” (779).

Of course, for a large number of workers, any profit increases attributable 

to an individual worker's increased effort are likely to be subsumed in the 

performance of the whole enterprise, and thus an individual worker will only see 

an insignificant increase in remuneration from working harder or smarter, which 

may not cover the costs of that much extra effort. This situation is not the case for 

every worker cooperative, but it is a case in which the individual incentive from 
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profit-sharing might fail (Pencavel 2002, 16).

However, the story is quite different for groups of workers – if groups of 

workers adopt productivity-increasing measures, including increases in work 

effort, they are likely to see significant increases in their shares of profits. 

Workers will not propose ideas for increasing workplace efficiency to the 

management if that idea would increase the “cost” of working (unless, perhaps, 

they are gunning for a promotion and thus this cost would be offset by future 

gains). In a traditional capitalist firm with profit-sharing but without channels for 

workers to suggest efficiency improvements, one would expect only minor 

increases in work effort and productivity. In traditional firms with profit-sharing 

and functional channels for worker suggestions, one would expect to see larger 

increases in work effort and productivity. And in worker cooperatives, where one 

hundred percent of profits are shared among workers and all decisions on 

workplace management are made by workers, one would expect to see the 

largest possible work effort and productivity increases from profit-sharing 

(Freeman 2008, 5; Pencavel 2002, 52).

Through the incentive effects of profit-sharing (and also possibly due to 

feelings of solidarity bred by collective ownership), worker cooperatives are also 

able to reduce the cost of managerial supervision. In the traditional capitalist firm, 

supervision is the meeting point between those who direct capital and those who 

produce goods: it is the manner in which the desires of investors are ensured to 

be carried out by workers. (Greenberg 1984, 193).
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At the level of incentives, supervision is necessary because the desires of 

investors and the desires of workers diverge – again, assuming that leisure on 

the job is a good, investors want to pay as little as possible for as much work as 

possible, whereas workers want to work as little as possible for as much pay as 

possible. Supervision ensures that the level of effort expended by workers does 

not fall beyond a certain level; it creates the risk that if a worker does not meet a 

certain level of productivity, s/he will be fired, reprimanded, or passed over for 

promotion. Hence, workers will work at a level of effort which is above the level at 

which they perceive there is a significant risk of their being fired. Workers are 

balancing the personal estimated value of having their job; their risk of being 

fired, reprimanded, or not promoted; and the level of effort they expend at work.

The only tool through which non-profit-sharing organizations can ensure 

that workers are expending the desired level of effort is through managerial 

supervision. This takes the form of either direct supervision by investors 

themselves or of the creation of a class of workers who identify with the desires 

of capital and whose sole responsibility is to ensure continued productivity and 

efficiency (Alchian 782). In industries where tasks are done by groups of workers, 

individual workers might have an incentive to make sure that co-workers are not 

slacking so that those co-workers do not shift costs onto them, but the tendency 

is still for groups of workers to do as little as possible to satisfactorily complete 

the tasks.

Profit-sharing organizations such as worker cooperatives, however, can 



McLaughlin 16

create an incentive for workers to self-manage. Since a worker's income is partly 

dependent on the level of effort expended by other workers around him or her, he 

or she has an incentive to ensure that those co-workers are not slacking. 

Decreased work effort on the part of co-workers translates directly into 

decreased income for that worker. On the whole, one would expect that this is a 

stronger incentive effect than simply the incentive for workers not to have to pick 

up the slack of co-workers on particular tasks, although that incentive is also and 

equally present in worker cooperatives. The incentives of the investor and the 

worker of the traditional firm are fused – every worker has incentives to work as 

little as possible and yet also to ensure others work as much as possible; and to 

draw as much income as possible while ensuring that incomes are low enough 

that the firm stays solvent (Freeman 2008). This combination of incentives may 

give rise, on the level of the group, to self-supervision.

In industries where labor unions are commonplace, worker cooperatives 

(ideally) also enjoy the competitive advantage of avoiding the costly collective 

bargaining process. Perhaps the main purpose of a labor union for union workers 

is to provide a strong bargaining position for the workers vis a vis their firm – to 

have a voice in workplace conditions, to resolve disputes equitably, and most of 

all to provide a reasonably higher wage than they would receive otherwise. Part 

of the reason such bargaining is necessary is because management has 

information which workers lack, such as “ profitability, employment needs, and 

[plans for] plant closings” whereas the employees have information which 
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management lacks, including “the employees' own opportunities and 

preferences, including the minimum wages they would find acceptable, the ease 

with which they can increase their productivity, and changes in workplace 

organization that will improve productivity but require fewer employees or greater 

employee effort” (Hansmann 1996, 73).

However, the tactics involved in collective bargaining impose substantial 

transaction costs, particularly strikes and lockouts. Worker cooperatives, which 

consolidate the information in question to a single party and which have built-in 

organizational avenues for expressing the desires of worker-owners, are mostly 

able to avoid these costs (Hansmann 1996, 74).

Worker cooperatives have also long been seen as a possible solution for 

job creation. Empirical evidence has shown that jobs can be created more 

inexpensively on a per-job basis in worker cooperatives than in traditional firms 

(Rothschild 1986, 176). Henry Levin holds that worker cooperatives create more 

jobs per unit of output and require less capital for the creation of each job than 

traditional firms, and he offers several possible theoretical reasons why this is so 

(Levin 1984, 22-24). Levin contends that the higher labor productivity of worker 

cooperatives means that the relative productivity of labor to capital is changed in 

favor of the former, which means that more labor will be hired per unit of capital. 

He also writes that the worker cooperative faces a more predictable schedule of 

the cost of labor than capitalist firms, since the risk of disruption of production 

from walk-outs or strikes is reduced or eliminated. The cost and productivity of 
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capital is fairly predictable for both traditional firms and worker cooperatives; 

thus, worker cooperatives will hire more labor per unit of capital.

“Firing” is the ultimate expression of the capitalist's power, much as the 

death penalty is the ultimate expression of the power of the state – and 

sometimes with similar results. In neither case is the act always desirable, 

although at times it may be necessary. Any indictment of the traditional firm in 

favor of the democratic worker cooperative has to involve the claim that 

employment in a worker cooperative is more stable than work in a traditional firm. 

In fact, case studies have shown that job stability is far greater in worker 

cooperatives than in traditional firms (Logue 2006, 687). It is virtually impossible 

for a member of a worker cooperative to be fired, as in most cases two-thirds of 

the membership must vote to discharge a worker-owner (Greenberg 1986, 111). 

Moreover, dismissal from a worker cooperative necessarily comes with a 

severance package, as a firing from a cooperative, unlike a firing from a 

traditional firm, leads to the sale of the worker's share in the company.

Given the advantages which worker cooperatives enjoy by the very nature 

of their organization, one might expect that they would be a very successful and 

common form of business. But worker cooperatives are uncommon. Why, if 

worker cooperatives are often more productive than traditional firms, have they 

not yet out-competed the traditional firms to become the dominant form of 

organization? Why, in other words, isn't the world rich with this kind of business?
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Chapter One: Why Are Worker Cooperatives Uncommon

To understand how government policy affects worker cooperatives, one 

has to understand not only the reasons worker cooperatives might be desirable, 

but also the reasons why worker cooperatives fail. Many explanations have been 

proposed for this problem. The explanation for the distribution of worker 

cooperatives, however, seems to boil down to three possibilities: either they are 

not as competitive as traditional firms; they contain some internal logic which 

drives them toward the model of the traditional firm; or there is some external, 

systemic bias against worker cooperatives. These are not mutually exclusive 

possibilities, and parts of one possibility might be used to explain the others. I 

have divided the proposed reasons for the distribution of worker cooperatives 

into the primarily internal and primarily external, meaning those reasons for 

failure which are primarily endogenous to the form of worker cooperatives (by 

their nature) and those reasons which are exogenous to the form of worker 

cooperatives (by circumstance).

Worker cooperatives reveal that profitability may not be the only existential 

goal for firms, though it might be the existential goal of the highest order. Worker 

cooperatives are often considered to have “failed” if, over time, they hire more 

and more non-member workers until the original worker-members resemble a 

group of investors more than a group of employees; or if the worker cooperative 

is sold to a traditional firm and its democratic structure destroyed. Degeneration, 

the term advocates of worker cooperatives use to refer to this tendency (and 
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which was likely coined by John Stuart Mill in his writings on the Rochdale 

cooperatives in The Principles of Political Economy), threatens not the continued 

productive activity of a firm, but the form of the firm as a worker cooperative (Mill 

[1848] 1961, 790).

Degeneration can occur because the worker cooperative has an incentive 

to hire non-member workers over member workers. While hiring and training a 

member worker may result in greater productivity from that worker in the long 

term, the addition of another member worker also splits the profits that much 

thinner between members. Non-member workers, on the other hand, may 

provide a comparable (although on average lesser, since they do not have the 

productivity-enhancing incentives of profit-sharing) level of labor productivity 

while avoiding the diminishment of profits to new member workers, in addition to 

avoiding the political complexities of adding more members (Whyte 1991, 289). 

Moreover, these workers can be hired and fired as the cooperative pleases. 

Thus, new members are only added to the cooperative instead of non-members 

if the extra productivity from their membership outweighs the cost to the other 

workers of splitting profits another way. Over time, the cooperative “fails” by 

becoming a small band of founding members who act much as investors in a 

traditional firm (Whyte 1991, 289).

“  Internal” Reasons for Failure  

One model of the worker cooperative which has received significant 

attention was proposed by economist Benjamin Ward. The traditional firm 
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maximizes total profits; and in a price-taking firm, if output price rises, then total 

output rises. This result seems intuitive: if the price of a product goes up, then the 

producer of that product will produce more of that product in order to increase 

total revenues. On the industry-wide scale, this means that total supply will 

increase, which will lower the price back down to its equilibrium level.

In Ward's model, the worker cooperative maximizes net revenues per 

member (Pencavel 2002, 53). Wage payments are not included in the 

computation of costs in this model. In other words, Ward's “Ilyrian firm” distributes 

profits to its members equally instead of wages, rather than in addition to wages 

as is common in real-life worker cooperatives. From this seemingly innocuous 

difference in incentives, Ward predicts that if labor is the only variable input, then 

worker cooperatives will decrease both output and employment if the price of 

output rises (55).

This perverse result occurs because when output price rises, the fixed 

costs per worker remain unaffected while the value of output per worker 

changes. The difference between fixed costs per worker and value of output per 

worker is the total revenues per worker, and thus the worker cooperative will pick 

the level of labor input which results in the highest positive difference between 

these values. But this level of labor input does not necessarily maximize revenue 

per worker at all possible prices of output. When the price of output rises, the 

value of output per worker rises at all possible levels of labor input. The worker 

cooperative has two forces which determine its optimum level of labor input: the 
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minimization of fixed costs per worker, which encourages higher levels of 

employment; and the law of diminishing returns to labor, which means that output 

per worker is higher at lower levels of labor input. If the price of output rises, fixed 

costs per worker do not change, but output per worker rises, which (because of 

the law of diminishing returns to labor) means that the worker cooperative will cut 

back its labor input (Pencavel 2002, 56)

There is some evidence to suggest that worker cooperatives behave in 

this fashion, but the evidence is mixed (59-60). It is possible that the unrealistic 

assumptions of the model are to blame. Real-world worker cooperatives, for 

example, often have non-member workers, whose presence would complicate 

the incentives and calculation of value of output per worker and fixed costs per 

worker; they pay wages; and any profit-sharing is normally a deferred payment. 

Moreover, while worker cooperatives enjoy some greater ability to cut back labor 

input by decreasing working hours rather than by firing (which helps the 

assumptions of this model by making the decreasing of labor input less costly, as 

the model assumes it to be zero) this ability is not infinite. The fact that the 

workers are members with some right of ownership to a part of the cooperative 

makes it impossible, in most circumstances, for them to be forced out. It is also 

possible that even if the unrealistic assumptions of Ward's model were granted, a 

theoretically efficient result would obtain both at the level of the firm and at the 

level of industry due to entry of new cooperatives (Hansmann 1996, 85). That 

worker cooperatives are less responsive to market signals is thus not likely to be 
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the major reason for their rarity, though it might contribute.

Another explanation which has been proposed for the relative rarity of 

worker cooperatives is the riskiness of the enterprise compared to traditional 

firms (Hansmann 1996, 76). To the individual member, worker cooperatives may 

be at once both more and less risky than traditional employment. On the one 

hand, employment at a worker cooperative is guaranteed – there is virtually no 

risk that a worker can be “fired” once s/he has become a member. On the other 

hand, becoming a member of a worker cooperative, for most workers, involves 

investing a significant part of their wealth in the enterprise which employs them 

(Hansmann 1996, 76). Because such investment reduces the diversification of 

their investments, as well as reducing the diversification between their 

investments and their earned income, membership in a worker cooperative 

increases risk. If the worker cooperative fails, it is possible that members will lose 

both their jobs and their savings.

If worker cooperatives are more risky than traditional firms, then this 

increased risk might be part of an explanation as to why they are less common. 

However, attempting to discern whether worker cooperatives actually are more 

risky than traditional firms is not easy. Different authors have come to different 

conclusions on this matter. If worker cooperatives really are so much more risky 

than traditional firms that this risk plays a significant factor in explaining their 

distribution, then one would expect worker cooperatives to exist in the greatest 

numbers in low-capital industries, where the risks borne by workers would be 
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lower (Hansmann 1996, 78). In fact, the opposite seems to be true: worker 

cooperatives are most common and most successful in capital-intensive 

industries, such as plywood production or, in the case of one of the largest firms 

of the Mondragón Cooperative Complex, appliance manufacturing. In the case of 

the plywood cooperatives, the industry is not only capital-intensive, but highly 

volatile. If risk were a major reason for the existing distribution of worker 

cooperatives, it would be the last industry one would expect to find them. And yet 

they did exist, and for some time they thrived. Thus, while the riskiness of worker 

cooperatives to the individual member may be part of the reason for the existing 

distribution of worker cooperatives, it cannot be the only reason.

“  External” Reasons for Failure  

There are some who believe that the main reason for the relative dearth of 

worker cooperatives as a percentage of all firms is that there is widespread bias 

against worker ownership on ideological grounds, and that actors in positions of 

power have thus blocked the spread of the form (Honigsberg 1991, 39).

In Argentina, for example, workers were scheduled to be fired in the 

closing of traditional firms during the Argentinian economic crisis of the late 

1990s and early 2000s. These workers refused to leave the premises of their 

plants, and continued production despite demands from both capitalists and 

police that they must end it. Their goal was to have ownership of the firm legally 

transferred to themselves as a group, so that they could continue production and 

run the firm as a worker cooperative. Some of owners of these closing firms 
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attempted to use their political connections to ensure that the workers would fail 

in this endeavor; but eventually at least some of the failing firms were handed 

over to the employees. Even after the workers had control over the factory, 

however, some experienced difficulty in dealing with traditional businesses 

opposed to the idea of worker ownership (Lewis 2004).

It is possible that traditional capitalists in Argentina are biased against 

worker cooperatives on purely ideological and structural grounds. However, it 

seems more likely that they are against the idea of workers' ability to 

commandeer what would otherwise be their property to sell off, rather than being 

against the organizational form in itself. A more reasonable formulation of the 

manner in which the entrenchment of traditional firms puts cooperatives at a 

competitive disadvantage might be that large-scale traditional firms, possessing 

most of the “political, legal, financial, and military” resources, are able to exploit 

domestic and foreign markets far more effectively than small businesses or 

worker cooperatives (Egan 1990, 72).

Ideologically, worker cooperatives may find support from both sides of the 

political spectrum. The left has most often expressed support for workplace 

democracy as an alternative to bureaucratic socialism. But so too might the right. 

There are those on the right who might support workplace democracy because 

they see it as preserving the free market and diminishing the conflict between 

labor and capital by making “capitalists” out of workers. The notion of workplace 

democracy may be more often associated with the left, but it is certainly not 
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antithetical to most right-wing philosophy (Hansmann 1996, 87; Russell 1986, 

313). And even if there is a significant ideological bias against worker 

cooperatives, it is possible, as Rothschild and Whitt contend, that worker 

cooperatives receive a secondary gain of solidarity by opposition to such bias 

(Rothschild 1986, 162).

Additionally, those firms that are most involved in the design of business 

organizations, such as lawyers, accountants, and management consultants, have 

for many years organized themselves along similar lines to worker cooperatives. 

Thus, Hansmann writes, “[Members of these firms] cannot be unaware of the 

benefits of employee ownership or opposed to it on principle. At most they can be 

accused, rather implausibly, of hoarding the benefits of employee ownership for 

themselves and – whether out of spite or just lack of imagination – denying those 

benefits to firms in other industries” (Hansmann 1996, 88).

The primary manner by which external hostility toward worker 

cooperatives is supposedly expressed, however, is through denial of loans. 

Lenders such as banks, in this view, are inherently biased against cooperatives 

simply because they are too “uncapitalistic for the bank's taste” (Honigsberg 

1991, 100). This may be an overly simplistic assessment of the problem of lack 

of access to capital for worker cooperatives. The problem can be expressed in 

three (different but related) ways: worker cooperatives may desire loans but 

cannot get them; raising capital from the membership of worker cooperatives 

might create degenerative tendencies; or shares of worker cooperatives might be 
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undervalued.

The data on whether worker cooperatives have a difficulty in securing 

loans is mixed. Part of the reason it is mixed is because it is difficult to determine 

whether low levels of outside capitalization are due to banks' hostility to worker 

cooperatives or due to worker cooperatives' hostility to outside loans, the 

conditions of which worker-members might see as infringing upon workplace self-

management (Pencavel 2002, 37-38). For example, some bank loans require 

workers' agreement to restrictions on increases in earnings. In a 2004 report by 

the Commission of the European Communities on the promotion of cooperatives 

in the European Union, the comparative lack of access to capital for cooperatives 

is attributed to a lack of knowledge about worker cooperatives on the part of 

“credit institutions and the regulatory authorities” (9). Moreover, several authors 

have noted that demonstration of specific bias against worker cooperatives in the 

issuance of loans is complicated by the fact that banks are loath to lend to new 

small businesses in general, a category many worker cooperatives certainly fall 

under (Honigsberg 1991, 100; Pencavel 2002, 39).

That workers, who are “non-wealthy agents” in Christopher Bowles' 

terminology, are credit-constrained due to their lack of wealth is not trivial in 

explaining why worker cooperatives are uncommon. Bowles makes the argument 

that residual rights of control, part of the bundle of rights which usually comes 

with “ownership” of a firm, matter (Bowles 2003, 333). The Coase theorem states 

that if two parties can bargain freely (without transaction costs), the resulting 
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assignment of property rights will be efficient regardless of the original 

assignment of rights (Barnes 1992, 41). Under the assumption of efficient design 

as derived from the Coase theorem, economists often assume that “where 

property in assets may be readily traded and there are no impediments to 

efficient bargaining, inefficient assignment of control and residual claimancy 

rights over assets will be eliminated by voluntary exchange of rights” (Bowles 

2003, 336). This assumption leads to the claim that because traditional firms are 

commonplace and worker cooperatives both rare and predisposed to becoming 

traditional firms, that assignment of control rights to an investor class separate 

from laborers must be the most efficient arrangement.

However, this application of the Coase theorem only holds if contracts are 

complete, which they virtually never are in real-world situations. Asymmetries of 

information between agents make some arrangements of work more efficient 

than others, but because of this very fact, if contracts are incomplete there is no 

assurance that the resulting distribution of residual rights of control is optimal 

(Bowles 2003, 337). For example, workers, who are credit-constrained, might not 

be able to purchase rights of residual control even if the purchase of those rights 

would result in productivity and efficiency gains. Hence, it is possible that even if 

democratic work organization is more efficient than traditional work organization 

on average, because the residual rights of control are currently held by owners of 

traditional firms, contracts are incomplete, and workers are credit-constrained, 

worker cooperatives might not displace traditional firms.
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A lack of access to outside capital does not only damage worker 

cooperatives financially but may also, as some authors contend, lead directly to 

degeneration. Many worker cooperatives are self-financed, meaning that the 

worker-members themselves provide the start-up capital and further investment 

comes from retained earnings (Vanek 1971). Authors supportive of the use of 

outside capital in worker cooperatives, mostly following the work of the Yugoslav 

worker cooperative theorist Jarsoslav Vanek, see external financing as vital both 

to the continued success of the labor-managed firm and to its continued 

democratic character (Doucouliagos 1990, 51-52). The proof of the necessity of 

external finance is in the pudding: almost all firms other than worker cooperatives 

rely to an extent, usually heavily, on outside capital to fund their ventures; but 

securing capital ends up costing more to worker cooperatives both because 

workers do not have more capital to begin with and because investors do not like 

to loan to organizations in which (by their very nature) investors will not have a 

say (Gintis 1989, 85).

For worker cooperatives which do not utilize external capital, it may also 

be much more difficult for the organizational form to proliferate past a few original 

firms. Vanek writes,

“Suppose all capital assets must be generated by existing firms and that there is 
no external source of financing for new or old firms. Under such conditions it 
must be obvious that the natural procedure will be for an existing firm to retain 
some of its income and invest in its own expansion, which ultimately will benefit 
its membership. There will be very little impetus for an existing firm to create a 
new firm because thereby it would be giving additional income to the men newly 
employed in the new firm without partaking of that output themselves, (Vanek 
1971).

Unlike traditional firms, worker cooperatives cannot “own” another worker 
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cooperative and appropriate all of its net revenues; at best, they can loan other 

worker cooperatives start-up capital and appropriate the interest on that loan until 

it is paid back. They cannot “spin off” new firms associated with the original firm 

in the same manner as traditional firms. Thus, worker cooperatives cannot 

replicate organizational form in the same manner as traditional firms, because 

the incentives to do so are not as strong. 

The state may indeed play a role in the existing distribution of worker 

cooperatives, however. In The Cooperative Workplace, Joyce Rothschild writes 

that the federal government of the United States has largely “shown no 

cognizance” of worker cooperatives and that its policies have been largely 

indifferent to cooperatives in general (Rothschild 1986, 313). While it is true that 

in recent years the federal government has not promoted worker cooperatives in 

a systematic manner, Rothschild is incorrect if she means that the government 

has never interacted directly with worker cooperatives, lent them aid, or 

contributed to their failure.

The largest such program came in the very first years of the Great 

Depression with the advent of the “self-help production cooperatives” or SHPCs 

(Jones 1984, 57). At first, these cooperatives formed spontaneously, as jobs 

were difficult to come by and there was so much excess labor, unused capital, 

and raw materials laying fallow. The bulk of this first wave of cooperatives were 

consumer cooperatives; but soon, some cooperatives began to concern 

themselves with the production of goods, rather than just their trade (58). As 
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these cooperatives grew, they put political pressure on the state and federal 

governments for subsidies. The Wagner-Lewis Relief Act included provisions for 

federal grants to SHPCs, first for working capital and unemployment relief, and 

later for the purchase of fixed assets. Between 1934 and 1938, two-hundred and 

fifty SHPCs received more than $4,730,000 in aid from federal and state 

governments, or, using a base year of 1936, about $72,206,682.73 in 2009 

dollars (according to the CPI inflation calculator).

The government did not disburse the funds with no strings attached. As 

the cooperatives grew in size and number, many of their informal, consensus-

based internal organizations became unwieldy. In an attempt to help California 

self-help cooperatives adopt new and more efficient internal rules, the California 

State Division of Self-Help Cooperative Service published a “model constitution” 

which had been adopted by one-third of all SHPCs in California by 1935 (Jones 

1984, 65). This model constitution created a representative system whereby the 

membership of the cooperatives would elect a director to a three-year term, who 

would then appoint managers. Despite the relatively long period of office for the 

managers, meetings of the membership of these cooperatives tended to be well-

attended, with some SHPCs reporting full attendance at every general meeting.

Most of the requirements which the federal and state governments 

imposed on recipients of grants, however, were much more detrimental to their 

continued success. Notably, SHPCs were not allowed to sell their goods on the 

open market; instead, SHPCs could only sell their goods to associated consumer 
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cooperatives or other SHPCs. Derek Jones writes, “These rules reflected the 

government's desire to allow the cooperative sector to operate as long as the 

free market was not disturbed” (Jones 1984, 59).

The government itself eventually destroyed the democracy in the SHPCs 

and later disbanded them altogether. The directors of the SHPCs in California 

became less and less dependent on the approval of their fellow members and 

more and more dependent on the approval of the California State Division of 

Self-Help Cooperatives (Jones 1984, 65). The CSDSHC essentially began to 

select managers for the SHPCs unilaterally, and the representative democratic 

form of the SHPCs became little more than a rubber stamp. The government 

justified this reorganization by claiming that it was necessary to improve the 

economic efficiency of the cooperatives, though there is evidence that the 

government evaluated their efficiency incorrectly – that is, without gauging the 

positive externalities and improvements in productivity associated with worker 

ownership (Jones 1984, 79). In 1937, the new director of the CSDSHC declared 

that all equipment purchased by the SHPCs became the property of the state, 

which created considerable uncertainty in the cooperatives and thus prevented 

them from making long-term business plans.

The last blow to the SHPCs, however, was the decision in 1939 to stop all 

state financial aid. Shortly afterward, nearly all SHPCs had gone out of business. 

Given that by this point the SHPCs had degenerated to little more than another 

highly administrative arm of the state, with perhaps a little more input from 
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employees than in other firms, and that the cooperatives were still prohibited 

from trading their goods on the open market, it is not surprising that these 

businesses were unable to sustain themselves without state aid. In effect, the 

state may have “killed” these worker cooperatives off through over-regulation 

(Jones 1984, 79).

Worker cooperatives, by their very nature, must associate with each other 

on a basis of equality rather than on a basis of hierarchical control. A federation 

of worker cooperatives, joined by a central bank, is one form which can 

accomplish this goal, and indeed many successful examples of worker 

cooperativism are structured in this manner. But there are examples of worker 

cooperatives, such as the plywood cooperatives of the Pacific Northwest, which 

did not closely associate and yet were successful for long periods of time. Why 

did these cooperatives fail?
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Chapter Two: The Plywood Cooperatives of the Pacific Northwest

In the twentieth century, it is generally thought that worker cooperatives 

have played a much smaller role in both the labor movement and in the overall 

economy of the United States than they played in the late nineteenth century. But 

the twentieth century was not entirely devoid of worker cooperatives in the United 

States. The longest-lived and most economically successful worker cooperatives 

in the United States were the plywood cooperatives of Oregon and Washington. 

They enjoyed a substantial market share throughout most of their existence, and 

provided a uniquely American counterexample to the idea that the traditional firm 

was the only practically possible form of work organization (Hansmann 1996, 66). 

More has been written and more research has been conducted about their 

experiences than about any other worker cooperatives in any industry in the 

U.S., and yet the literature has focused very little on the long-standing and 

considerable interaction between the plywood cooperatives and the state and 

federal governments. Indeed, it is almost inconceivable that the plywood 

cooperatives would not interact with the state at some level, due to both their 

number and their long history.

The first plywood cooperative to be established in the Pacific Northwest 

was the Olympia Veneer Company in 1921, located in the state of Washington 

(Honigsberg 1991, 19; Dow 2003, 50). It remained the only plywood worker 

cooperative until after World War II, at which time a large number were founded 

in a relatively short period of time. Olympia Veneer itself was sold to the 
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traditionally organized United States Plywood Corporation in 1954, when one-

quarter of all plywood production in the United States came from the 

cooperatives in the Pacific Northwest. By 1963 there were 141 worker-owned 

and operated plywood firms in the region (Gunn 1986, 102). But as the years 

went by, more of these cooperatives became traditional firms in all but name, or 

sold themselves to larger traditionally organized corporations – the plywood firms 

were not immune to the forces which cause other worker cooperatives to 

degenerate (and indeed may have been more vulnerable in certain respects). By 

1982, there were only 35 cooperative firms operating in the Pacific Northwest, 

though they still accounted for almost a third of all plywood firms in the region 

(Gunn 1986, 102). Even Linnton Plywood, the center of so much legal wrangling 

in the 1960s over the tax status of worker cooperatives, had in 2006 been closed 

for years for lack of work and its membership was looking for a traditionally 

organized buyer (Redden 2006). The few plywood cooperatives still remaining 

are in similar situations.

As the most prominent group of worker cooperatives in the United States 

during the period of their activity, they had many opportunities for interaction with 

the state and many documented interactions. Moreover, both worker 

cooperatives and traditionally organized firms (with and without labor unions) 

operated in this area in the same industry, making comparison remunerative 

(Pencavel 2002, 21). Also aiding comparison between forms of work organization 

is the fact that both the traditionally organized firms and the worker cooperatives 
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produced the same good – plywood – which varies in quality much less than 

many other products. As a case study, the experience of the plywood 

cooperatives shows that the firms pursued their own interests with regard to the 

state, encountered resistance, and eventually interacted with the state in a 

variety of ways. That is, the plywood cooperatives believed that pursuing certain 

laws and legal interpretations was worthwhile, and bargained with the state to 

gain legal benefits.

Lack of Ideological Commitment to Workplace Democracy

But the plywood cooperatives also shed light on the two most important 

reasons why worker cooperatives are seen by many as desirable: their 

democratic nature, and their increased productivity. Moreover, the plywood 

cooperatives are rare among cases in that their members seem to have lacked 

any political or ideological commitments to the form of the worker cooperative: in 

Edward Greenberg's 1986 studies of the cooperatives, not a single interviewed 

employee mentioned political motivations for joining (181). Job security and 

financial motivations figured far more prominently. It is possible that the focus on 

job security is due to the volatility of the plywood industry itself, with forty-seven 

percent of workers having experienced unemployment during their working lives, 

and forty-six percent of those workers having experienced over five months of 

unemployment (180). The focus on the financial benefits of membership in a 

plywood cooperative may be due to the limited ability of most of the working-

class employees to save, and the relative cheapness (alongside the relative 
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safety) of investment in a plywood cooperative.

And yet among the workers, self-governance became a far greater 

motivation for staying with the worker cooperative than it was for joining 

(Greenberg 1986, 182). Greenberg finds that workers experienced a “strong 

sense of mutuality, caring, and cooperation” especially during times of crisis in 

the plywood industry, which he did not find in his interviews with workers at 

traditional plywood firms (184). Job boundaries in the semi-skilled industry of 

plywood manufacture were not as rigid as in the traditional firms, with workers 

willing to help each other on tasks not related to their particular job if the situation 

called for it (191). The worker-members of the plywood cooperative saw 

themselves as managers of their own fates and even saw collective management 

of the enterprise as enjoyable, as compared to work in a traditional firm (188).

Organization and Democracy

That the plywood workers, arriving at the job without a political agenda, 

came to find the cooperative form of work organization as one of the most 

desirable aspects of their jobs, suggests that they, at least, had found workplace 

democracy satisfactory. What form did workplace democracy take in these firms, 

and what were some of the particular differences from the conventional firm?

The formal internal arrangements of the plywood firms were all quite 

similar. All authority in these worker cooperatives ultimately comes from the 

general assembly of members (Greenberg 1986, 177). Each member, almost 

without exception, owned only one share, and wholly without exception, had only 
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one vote (Pencavel 2002, 21). Membership shares were traded on the open 

market, with new shares being issued as deemed appropriate and with leaving 

workers selling their shares back to the cooperative or to another individual (Dow 

54). And although all of the mills hired nonmember workers, they usually 

constituted a small minority of workers.

While the general assembly did delegate many day-to-day responsibilities 

to the board of directors and to the management, ultimately the topics which 

could be addressed at the general assembly were unlimited (Greenberg 1986, 

176). The boards of directors in the plywood firms tended to have high levels of 

turnover – partly due to the fact that directors were not compensated for their 

duties beyond a token level such as lunches paid for by the cooperative at 

meetings of the board – and this high level of turnover prevented even the 

possibility of the formation of a permanent class of directors (203). The 

management at these cooperatives was usually hired from the outside, and seen 

by the members of the cooperative as “hired help” (206).

This attitude toward management is a result of the fact that in the plywood 

cooperatives, rather than capital hiring labor, as is the case in traditional firms, 

labor was hiring capital. If the business was not performing to the members' 

satisfaction, it was common for directors running for reelection to lose, or for the 

manager to be fired. Importantly, the level of knowledge about the business and 

level of involvement from the membership was consistently high: about seventy 

percent of workers surveyed claimed that they talked about decisions and 
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policies relating to the business very often or always (Pencavel 2002, 21). In 

terms of delegation of tasks, there were different jobs to be done – sanding, 

cutting, et al – but jobs were rotated, and each job was sufficiently similar to the 

others that a potential for competing interests did not arise. Moreover, there was 

a strict rule of equal pay regardless of task or seniority in the firm, and “The firms 

explicitly justify this practice as necessary to avoid excessive dissension among 

the members” (31).

The plywood cooperatives also joined, to a limited extent, with each other 

and with the traditional firms through industrial associations. The American 

Plywood Association, made up of both traditional firms and cooperatives, 

provided some research and development tasks which individual firms may not 

have been able to achieve. In the 1980s, five plywood cooperatives joined to 

form the Plywood Marketing Association in order to take advantage of the vertical 

integration cost-cutting techniques of some of its traditional competitors, such as 

investment in railroad cars for transport of finished goods. Soon afterward, one of 

the cooperatives converted into a traditional firm, but remained part of the 

association. Some of the cooperatives also had subsidiaries working near forest 

sites, which were primarily veneer operations. Neither the subsidiaries of the 

cooperatives nor the Plywood Marketing Association were organized as 

cooperatives, but rather as traditional firms, owned by the cooperatives (Gunn 

1986, 105).

Moreover, neither of these associations provided technical assistance for 



McLaughlin 40

the creation of new cooperatives, served as a central source of capital for new 

cooperative enterprises, or even the promotion of the cooperative form generally. 

According to Gunn, this relative lack of linkage among the plywood cooperatives 

is attributable to the fact that many of the cooperatives do not see themselves as 

advocates of the form of organization, but rather as accidents of history; and the 

attitude in individual cooperatives that each cooperative is “'one big family', 

united against a hostile outside world” (Gunn 1986, 106).

Despite this lack of cooperation among cooperatives, the features of 

individual plywood cooperative governance – high turnover of elected 

representatives, high levels of knowledge and participation, ultimate authority of 

the general assembly and virtually unlimited purview of its decision-making 

power, a strong sense of mutual bonds, and a sense of the efficacy of their 

collective power to change policy – might also all be considered features of a 

healthy public democracy. Indeed, Greenberg makes the case that the plywood 

cooperatives confirm the possibility of combining representative and direct 

democratic models, and the desirability of the resulting structure, in which (in his 

view) each model “covers for and fills the problematic spaces of the other” (1984, 

211). The costs of direct democracy, including frequent and extensive meetings 

on company policy, would be too great for worker-members who are on the job 

ten hours a day for six days a week. The representative institution of the elected 

board of directors reduces this cost by relieving worker-members of some of the 

burdens imposed by limited time. And yet because worker-members are still able 
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to participate directly in their own affairs in any manner they please through the 

general assembly, a separate “manager” class does not develop (Greenberg 

1986, 63-64).

Whether one thinks Greenberg's application of competing models of public 

democracy to worker cooperatives is plausible or not, one has to concede that by 

many metrics traditionally used to gauge the health of public democracy, 

democracy in the plywood cooperatives of the Pacific Northwest was vibrant.

Productivity

In addition to reaffirming workplace democracy, many authors have argued 

that the plywood cooperatives evidence clear increases in productivity over their 

traditional counterparts (Hansmann 1996, 313; Gunn 1986, 103; Greenberg 

1984, 175-176). In “Worker Participation: Lessons From the Worker Co-ops of 

the Pacific Northwest” John Pencavel makes a clear and compelling case that 

these worker cooperatives enjoyed consistently higher productivity than firms 

organized along more traditional lines in the same industry. Because productivity 

can be defined in a number of different ways, and because one firm may be more 

productive than another at one level of inputs and less productive at another level 

of inputs, Pencavel compares the relative labor productivity and the log recovery 

ratio (the measure of finished wood output from the unfinished wood input) of 

traditional firms, unionized traditional firms, and worker cooperatives (Pencavel 

2002, 47-48).

At each firm's actual level of inputs, the plywood cooperatives had a 
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statistically insignificant five percent higher labor productivity than the unionized 

firms and thirty-six percent lower labor productivity than in the classical mills. 

However, the cooperatives were thirty-nine percent more efficient than the 

classical mills in terms of their log recovery ratio, and nineteen percent more 

efficient than the unionized mills.

Accounting for both labor productivity and for the log recovery ratio, 

Pencavel proceeds by projecting hypothetically what each kind of firm would 

produce if they were operating with each other's level of inputs (Pencavel 2002, 

49-51). In this experiment, co-ops produce about six percent more output than 

classical firms operating at the level of input of cooperative firms, and about 

twelve percent more than the unionized firms at the same level. At the level of 

input used by unionized firms, co-ops produce about twelve percent more than 

the classical mills and fifteen percent more than the unionized mills. At the level 

of input used by the classically organized firms, co-ops produce fifty-seven 

percent more than the classical firms and fifty-one percent more than the 

unionized firms, although Pencavel warns that these figures may be misleading 

since cooperatives rarely operate at the level of inputs seen in classical mills.

Still, the conclusions are quite clear. The worker cooperatives of the 

Pacific Northwest enjoyed superior productivity at all levels of inputs to both 

classical firms and unionized firms, although the substantially different levels of 

input between worker cooperatives and classical firms makes direct comparative 

analysis “more hazardous” (52). In another study, measuring the production of 
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square feet per man hour in the plywood cooperatives, it was found that worker 

owned firms were “twenty-five to sixty percent more productive” than traditional 

firms (Bernstein 1974).

The plywood cooperatives also employ fewer supervisors than in 

traditional or union firms (Pencavel 2002, 52; Greenberg 1984, 193). In the 

traditional plywood firms, no fewer than six or seven managers were required to 

coordinate production per shift, whereas in the cooperatives, no more than two 

foremen and usually only one were required for the coordination of production 

(Greenberg 1986, 43). In interviews with worker-members, they expressed the 

idea that this comparative lack of supervision was compensated by supervision 

of workers of each other, with one worker saying, “I tend to look around and 

make sure things are working right [. . .] more than if I didn't have anything 

invested in the company” and “If the [worker-member] sees another one who's 

not involved and screwing around, well all the [worker-members] would frown on 

it. And if it gets bad enough they can make it tough enough for the guy to leave” 

(49). This result, also, is in agreement with the theoretical prediction that 

employees would self-manage more in a worker cooperative than in a 

conventional, non-profit-sharing firm.

The plywood cooperatives may be able to put at least one proposed 

explanation for the failure of worker cooperatives to rest. They may show that the 

theoretical expectation that worker cooperatives would react in a perverse 

manner to market signals is not borne out in reality (though it still may make 
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them less responsive). The worker cooperatives of the Pacific Northwest were 

notorious for maintaining similar levels of production even as the price of 

plywood would fall (Pencavel 2002, 56). But for the most part, the evidence 

shows that cooperatives, while perhaps less responsive to market signals than 

traditional firms, do not respond in the perverse manner suggested by Ward's 

model. Pencavel's research, for example, indicates that for the plywood 

cooperatives, a ten percent increase in plywood prices would correspond to a 

two percent increase in output, whereas for capitalist mills, a ten percent 

increase in plywood prices corresponded to a close to nine percent increase in 

output (59-60). Not even during economic downturns did the plywood 

cooperatives cut jobs; keeping jobs seems to have been the first priority. Instead, 

cooperatives respond to downturns in the market by cutting hours or lowering 

wages for their workers, which earned them the ire of the plywood labor unions 

(Pencavel 2002, 22).

However, the question of why the plywood cooperatives failed only 

becomes more acute if they were indeed more productive than their traditional 

counterparts. One proposed explanation for this failure is that they lacked equal 

access to capital. The plywood cooperatives of the Pacific Northwest relied 

heavily on the sale of shares to members for capital; but when extra capital was 

needed, at least at the start, they found it difficult to secure bank loans (Gunn 

1986, 114). Apparently, banks were shy of lending to the cooperatives because 

they were not familiar with the organizational form, they found it difficult to work 
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with an organization in which “no one was in charge” and the accounting system 

used by the cooperatives made it difficult for lending officers to evaluate the 

equity of worker cooperatives. Because both the management and the board of 

directors of a worker cooperative were easily subject to change, banks found it 

necessary to conduct agreements with the membership directly – which, for large 

firms, could raise the cost of a loan significantly (Bowles 2003, 342-343).

Still, in the long run, most plywood cooperatives that sought loans were 

able to get them by establishing close relationships with local banks, 

demonstrating profitability year after year, and, on a larger scale, making 

themselves less unfamiliar by actively seeking to have their organizational form 

recognized in statute (Dow 52). Worker cooperatives which could not get loans 

from traditional banks occasionally would seek loans from the Small Business 

Administration, though the issuance of these loans depended on firms' 

demonstrating inability to get loans elsewhere (Pencavel 2002, 37).

The plywood cooperatives relied mostly, however, on raising capital 

themselves through the sale of shares. This method of raising capital came with 

its own difficulties. Shares in the plywood cooperatives were seen as risky 

investments, because they were so expensive and the individuals who would be 

interested in purchasing them so budget-constrained. Thus, most of a potential 

members' savings would be tied to a single firm in an industry characterized by 

volatility, rather than being able to diversify his or her investments and in this 

manner reduce risk. The higher risk of these shares might, then, result in lower 
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share price. And since shares were the primary source of capital for these firms, 

they were undercapitalized. Pencavel comes to this very conclusion – that 

shares, the primary source of capital for most cooperative mills, were 

undervalued (Pencavel 2002, 42). They were undervalued in the sense that the 

returns to the individual worker were significantly higher in the cooperative mill 

than in the traditional capitalist mill, and that the shares in worker cooperatives 

were priced lower and were capitalizing the coop less than what would be 

necessary to equalize the returns of working in a coop and in a traditional firm. 

Hence, the plywood cooperatives relying on shares as their primary source of 

capital were undercapitalized.

Not only were the worker cooperatives undercapitalized by their reliance 

on membership shares to provide capital, but this method of raising capital may 

have damaged their ability to replicate in other places or across generations of 

workers. If the net book value of the firm is attached to the value of a share in a 

cooperative, some authors contend, the costs per share of membership become 

prohibitively high for new members, sometimes reaching upwards of $60,000 

(Ellerman 1984, 268). Many new workers cannot afford to buy the shares of 

retiring members, and thus the cooperative will hire nonmembers. At some point 

after a generation or two of workers, the firm will be composed of a few 

remaining worker-members with control over a staff of non-member workers. The 

firm, in Vanek's terms, is a “mule” – in that it is a hybrid between the conventional 

firm and a cooperative which is “sterile” in that it cannot reproduce itself across 
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generations (258).

Were the plywood cooperatives “sterile”? It is certainly a possibility. But 

even if the cooperative firms themselves could not relocate to another area of the 

country as the center of production moved, Vanek's logic gives no reason to 

believe that the form itself could not move, or that new worker cooperatives could 

be organized in a new center of production, should the center of production 

move. Could the explanation be that the federal and state governments and their 

laws were hostile to worker cooperatives, and that this hostility explains the 

disappearance of the plywood cooperatives? And how did interaction with the 

state affect the costs of democracy for the worker cooperatives?
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Chapter Three: Law on Worker Cooperatives in the United States

Some (although very little) literature has commented on the relationship of 

the state to the plywood cooperatives. However, it has not considered whether 

the actions of the state led to their failure. There is, as I found, a reason for this 

focus; but most of the literature on the plywood cooperatives completely ignores 

the role of the state in their development. While the state may have not led to the 

failure of the plywood cooperatives, it certainly played a role in shaping their 

form; and the plywood cooperatives played a major role in shaping some of the 

laws which govern all worker cooperatives in the U.S. today.

Federal Labor Law

The federal government of the United States has paid very little statutory 

attention to worker cooperatives. However, statutes which concern business in 

general affect worker cooperatives (as a subset of business), sometimes in 

unusual ways. Federal labor law, in particular, seems to bring to light a host of 

questions of application to worker cooperatives.

Surveys show that employees would prefer to work in a system where 

employees and management make decisions jointly – an arrangement which is 

thought to be illegal by existing federal labor law (Pencavel 2002, 87). This 

assumption of an antagonistic relationship between labor and management – 

indeed, the codification of such a relationship – may create unintended 

consequences for a different type of work organization (Helfman 1992, 1). Such 

laws are written with the assumption that all participants in a business can be 
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strictly classified as either workers or management (which is clearly not the case 

in worker cooperatives, where the roles are joined). Therefore, it is unclear 

whether cooperatives may not need to abide by all provisions of federal labor 

law, and there is no legal framework in which to determine which parts of the law 

apply to cooperatives or why.

It has been the job of courts to invent tools to determine whether an 

“employment relationship” exists and thus whether firms where the existence 

such a relationship might be questionable, such as worker cooperatives, are 

subject to the provisions of federal labor laws. If worker cooperatives are not 

subject to the restrictions of federal labor laws, then they arguably become more 

competitive than traditional firms which have to abide by these laws. A worker 

cooperative could, for example, democratically decide to schedule its members 

for a sixty-hour work week without paying overtime, or pay its members less than 

the minimum wage in a period of economic hardship. In some circumstances, 

these measures could result in significant reduction in costs. Unfortunately, the 

tests which courts have devised for worker cooperatives are inadequate, and 

courts have not as yet rendered a clear decision on whether cooperatives need 

to abide by federal labor guidelines (Helfman 1992, 1).

The “test” which comes closest to appropriateness for determining 

whether an employment relationship exists in worker cooperatives is the 

“economic realities” test, which asks whether there is an “economic dependency 

on a business entity by persons providing services to the entity” (Helfman 1992, 
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2). But this test has only been used in cases where it is suspected that a firm is 

using the “cooperative” label to escape the provisions of the Fair Labor 

Standards Act (FLSA), and it does not help answer the question of which federal 

standards apply to most worker cooperatives and which do not, if not all 

standards do apply.

For example, in Fleming v. Palmer 123 F. 2d 749 (1941), the Court of 

Appeals determined that a needlework cooperative was subject to the FLSA 

because the cooperative had clearly been formed shortly after the enactment of 

the FLSA to avoid its requirements, but did not rule on whether the needlework 

cooperative would have been subject to the FLSA if the “cooperative” had not 

simply been a ruse (Helfman 1992, 4).

The issue of whether a certain type of worker cooperative is subject to the 

FLSA has, in fact, been settled. In Wirtz v. Construction Survey Cooperative 235 

F. Supp 621 (1964), the District Court determined that a self-help cooperative 

which had been organized during the Great Depression and stayed in business 

for many years afterward, in which members made all decisions jointly, without 

the use of a representative management structure as in the plywood 

cooperatives, did not in fact exhibit an employment relationship and thus did not 

fall under the purview of the FLSA (Helfman 1992, 5). But the decision left 

unanswered the question of whether the more common type of worker 

cooperative (and the only kind suitable for larger-scale enterprise) which makes 

use of an elected management structure does exhibit an employment 
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relationship.

The laws in the various states that apply to worker cooperatives vary 

widely, but can be roughly grouped into one of three categories: either the state 

has no law on cooperatives at all, the state has a law on cooperatives generally, 

or the state has a law on worker cooperatives specifically. Many cooperatives 

organize under general incorporation statutes because either the state in which 

they are organizing lacks a general statute for cooperatives or because the 

cooperative statute on the books is unsuited to the worker cooperative form 

(having been written with agricultural or consumer cooperatives in mind) 

(Honigsberg 1991, 54). This fact does not help to make the legal status of worker 

cooperatives clearer. Due to the way the laws are written, worker-members of 

worker cooperatives may be legally classified as employees even if they do not 

consider themselves as such (3-4).

In a government publication issued to officials charged with evaluating 

compliance with FLSA, the United States Department of Labor gives its opinion 

of the status of cooperatives:

“'The F.S.L.A. contains nothing to indicate that cooperative organizations, 
as such, are to be excluded from the category of employers subject to its terms. It 
is clear that the employment relationship may exist at least between such an 
organization and non-members whom it hires or suffers or permits to work. Nor 
can it be said that membership in a cooperative in the ordinary case establishes a 
mutual agency analogous to a partnership or otherwise identifies the member so 
closely with the cooperative that they cannot become, respectively, employer and 
employee. Among the circumstances which may be taken to indicate that a 
cooperative is an entity separate and distinct from its workers-members, are a 
corporate form or organization, the presence of the usual incidents of the 
employment relation (for example, control by the governing body or a designated 
officer over the work performed, the member's hours of labor, selection for and 
discharge from the job and the like) and the exercise of financial or managerial 
control or the furnishing of capital or management services by outsiders, especially 
if such outsiders are wholesalers, manufactures, or others who purchase or 
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dispose of the products of the cooperatives,' (Helfman 1992, 6).

In this statement, the Department of Labor denies that cooperative 

organizations are exempt from FLSA requirements, and holds that members of 

cooperative organizations may, in some circumstances, be rightly classified as 

employees. Thus, the issue of whether worker cooperatives are covered under 

the FLSA is at best vague. Without an explicit answer to this question, the 

members of worker cooperative face the risk that certain actions could result in 

punishment from the government, and thus the cost of such actions increases.

However, the manner in which the government and laws interact worker 

cooperatives through tax law is much clearer than how they interact through 

labor law. Through the interaction of the government and the plywood 

cooperatives, tax law dealing specifically with worker cooperatives was created. 

Tax law, unlike labor law, has clear implications for worker cooperatives and their 

chances of success.

Tax Law and the IRS

Worker cooperatives share many advantages with other small businesses 

in terms of their tax and regulatory liabilities. Like other small corporations, 

worker cooperatives are often able to avoid the “double taxation” of both 

dividends and corporate income (Honigsberg 1991, 48). They can avoid it by 

paying out the difference between their revenues and costs as salaries or 

bonuses, so that their total profits appear to be zero. According to Honigsberg, 

only the grossest bonuses, those most out of line with the wages and bonuses 

given for similar work in other businesses, are likely to be challenged. Apparently, 
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the returns to some of the plywood cooperatives were seen as “gross” by tax 

officials. The very first plywood cooperative, Olympia Veneer, even won a tax 

court ruling that it could pay higher wages than traditional mills due to its higher 

labor productivity, even though the higher wages would reduce its income subject 

to corporate taxation (Dow 53).

By far the greatest advantage which worker cooperatives are given by the 

state is their preferential tax treatment by the United States Internal Revenue 

Service (Gunn 1986, 106; Hansmann 1996, 87). One major difference between 

worker cooperatives (indeed, all cooperatives) and traditional corporations is in 

the treatment of returns from shares in the enterprise. Worker cooperatives need 

not use accounting tricks in order to make their profits appear to be zero to avoid 

double taxation of dividends and personal income. Instead, the state has 

provided for cooperatives with the concept of “patronage.”

Patronage is similar to the traditional idea of corporate dividends, but it is 

treated differently under the tax code (Honigsberg 1991, 61). For cooperatives to 

qualify for treatment of members' earnings as patronage rather than dividends, 

they must meet certain requirements defined in a section of the federal tax code 

called Sub Chapter T. These requirements include that the cooperative's charter 

must ensure a “one member, one vote” system of decision-making, that the focus 

of the enterprise must be on providing goods to its members rather than making 

a profit, and that the cooperative distribute income as patronage rather than as 

dividends. Honigsberg explains how Sub Chapter T works below:

“A cooperative is allowed to return all or part of its surplus (net margin, net 
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savings) to its member-patrons and not pay corporate taxes on the amount 
returned. This return is called a patronage refund and must be based on the 
amount or percentage of business (or labor if a worker coop) a member has done 
with the coop. For example, if one member of a consumer coop made purchases 
equal to 2% of all purchases made by members, that member is entitled to 2% of 
the patronage refunds. Similarly, in a producer coop, a member whose products 
yielded 2% of the coop's earnings would receive 2% of the refund. In a worker 
coop, though the same reasoning applies, the actual method of payment is 
usually different. A worker who works 2% more hours would usually receive 
additional wages reflecting this. Thus at the end of the year you may not even 
have a surplus. If you did, you would probably pay it out by raising wages. 
Nevertheless, a worker coop could also pay out patronage refunds based on the 
percentage of labor each member provided the coop” (Honigsberg 1991, 62).

It was not always clear that Subchapter T applied to worker cooperatives 

as it did to other cooperative enterprises. In 1961 the IRS issued its position that 

amounts distributed to workers on the basis of hours worked do not qualify as 

patronage and thus are not eligible for tax exemption. The IRS claimed that this 

classification held even in states that had legislation defining worker 

compensation at worker cooperatives as patronage. For a return to be deductible 

as patronage, the IRS claimed it had to be “'...either an additional consideration 

due the patron for goods sold through the association or a reduction in the 

purchase price of supplies and equipment purchased by the patron through the 

association,'” (Frederick 2005, 45).

Soon thereafter, however, the plywood cooperatives pressed their case in 

court. In Linnton Plywood Association v. The United States of America 236 F.  

Supp. 227 (1964), Justice Solomon ruled for the first time that worker 

cooperatives were eligible for the same exemption of patronage from double 

taxation that other non-tax-exempt cooperatives were under the law at that time. 

Linnton Plywood, in the years 1958 and 1959, reported its patronage as part of 

its gross income and thus paid taxes on that patronage before paying it out to 
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members, who were individually taxed, as with corporate dividends. The 

cooperative contended that it had erred in filing its taxes in this manner, as it 

should be exempt from paying the corporate income tax on patronage just as the 

patronage of other forms of cooperative can be excluded from gross income. The 

defendants admitted that other forms of cooperative can indeed exclude 

patronage from gross income for tax purposes, but held that worker cooperatives 

were not eligible for such exclusion due to their organizational differences from 

the other kinds of cooperative (Linnton Plywood Association v. The United States 

of America).

The defendants admitted that “if the members had individually created the 

plywood products and then brought them to the cooperative for marketing, the 

cooperative would be entitled to the exclusion” but that since the workers 

manufactured as well as marketed their plywood products, they could not be 

eligible for exemption. Due to this admission, Justice Solomon held that the 

government's exclusion of worker cooperatives was illogical, and he gave three 

requirements that cooperatives must fulfill in order to avail themselves of the tax 

exemption. First, that the patronage must be given “pursuant to a legal obligation 

existing when the patron transacted business with the cooperative.” Second, that 

the patronage must come out of profits or income “realized from transactions with 

its patrons.” Third, that the patronage must be distributed equitably among 

members. Solomon ruled that Linnton Plywood Association met these criteria and 

was entitled to a refund in the amount of $299,968.52, or $2,022,882.95 in 2008 
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dollars according to the inflation calculator at the website of the Bureau of Labor 

Statistics (Linnton Plywood Association v. The United States of America). 

Linnton Plywood v. United States may have been a victory for Linnton 

plywood, but it did not definitively settle the question of whether all worker 

cooperatives can exclude patronage dividends from double taxation – at least for 

the IRS. Puget Sound Plywood v. Commissioner 44 T.C. 305 (1965) takes up 

where Linnton Plywood v. United States left off. This case, in Washington, 

considers the precedent created in the Linnton Plywood case, and reinforces the 

right of the plywood cooperatives to exclude patronage dividends. In the findings 

of fact, the court reviewed in detail the history and structure of worker 

cooperatives, noting that “Cooperatives – including workers cooperatives – are, 

and have been for many years, authorized by statutes of many of the States” 

citing specifically a 1911 Wisconsin statute which provided the template for 

general cooperative statutes (but not statutes specifically for worker 

cooperatives) in other states. In this case, the court found it relevant that the 

Puget Sound Plywood cooperative had been organized under Washington's 

general statute on cooperatives. The court compared the organizational 

requirements of the statute to the organization of Puget Sound Plywood and 

found that the firm was indeed a cooperative as the Washington statute defined it 

(Puget Sound Plywood v. Commissioner).

The detail of the internal workings of the cooperative and its bylaws is 

particularly interesting, in that it deviates from the standard cooperative form of 
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the plywood cooperatives. In this cooperative, members could own more than 

one share of stock, but could not claim more than one vote. Only workers or 

potential workers could be members, and though members could own more than 

one share of stock, all members had to own the same number of shares. The 

cooperative met at least semiannually for general assembly and attendance at 

these meetings was 83% of the membership. In contrast to later plywood 

cooperatives, almost all of the workers at Puget Sound Plywood were members, 

except for a few nonmembers in clerical positions and the plant's superintendent. 

If a worker wanted to leave the cooperative or sell his share, he had to offer it up 

to sale first to the association and only after sixty days could the worker or his 

heirs attempt to sell the share to another interested party – and even then, the 

sale of the share was contingent on the Board of Trustee's consent. In either 

circumstance, it is possible that this cooperative was vulnerable to the problem of 

high-priced shares which Vanek contends makes worker cooperatives incapable 

of lasting over a long period of time (Puget Sound Plywood v. Commissioner).

The bylaws of this cooperative stipulated that the nominal hourly rate of 

pay for members would be fixed at approximately the average union wage rate in 

the area – although, of course, patronage from the cooperative could vastly 

increase the worker's actual hourly rate of pay. The bylaws specifically prohibited 

the paying of dividends on the capital stock of the association. The cooperative 

also had a set procedure for the dispensation of patronage and firm dates by 

which it had to be distributed (Puget Sound Plywood v. Commissioner). This 
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distinction in the bylaws between dividends and patronage likely helped the 

cooperatives' case in court.

In its decision, the Tax Court recognized that while for many years the law 

stipulated tax exemption for patronage only to farm cooperatives, the IRS had, 

over the years, widened the application of that law to many other types of 

cooperatives and had granted them tax exemption even though they did not fit 

the strict definition of a farm cooperative. As the Court writes, “The reason for this 

rule is that the patronage dividends or rebates are at all times the property of the 

member stockholders, and nonmembers, and that the selling association is an 

agent or trustee or mere conduit for the income” (Puget Sound Plywood v.  

Commissioner). This statement reveals much about the government's view of the 

function of a cooperative. Cooperatives are merely a meeting place and a 

clearinghouse, not an enterprise in and of themselves. 

Still, the Court wrote, “The mere fact that the cooperative may have been 

organized as a corporation under local law, is not significant as regards its right 

to exclude patronage dividends. [. . .] Also, the particular name by which a 

cooperative's distributions are designated (such as "patronage dividends” 

"refunds” or "rebates") is not in our opinion determinative of the cooperative's 

right to exclude the same” (Puget Sound Plywood v. Commissioner). This 

statement – although not necessarily related to the particulars of the case, since 

the Linnton firm was organized under the state's law on cooperatives – 

established the precedent that the specific legal form which a cooperative takes 
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has no bearing on its ability to exclude patronage, nor does the use of the term 

“patronage” to describe the cooperative's dispensation to its members. What is 

important, in this Court's opinion, is that the cooperative meet the three 

requirements proposed by Justice Solomon.

The Court did not depend solely on judicial decisions to support its 

opinion. The addition of Sub Chapter T to the tax code, specifically aimed at 

cooperatives, gave the court legislative evidence to support the patronage 

exemption. Moreover, while Subchapter T may read as if written with only other 

types of cooperatives in mind, an on-the-record conversation between Senators 

Robert Kerr from Oklahoma, Warren Magnuson from Washington, and Eugene 

McCarthy from Minnesota (all members of the Democratic Party) on the specific 

topic of the plywood cooperatives of the Pacific Northwest reveals that the 

legislation was passed with the intent of their inclusion. Senator Kerr asked 

Senator Magnuson whether, in the case of the manufacture of plywood by 

cooperatives in the Pacific Northwest, the phrase “business done with or for its 

patrons” as related to the definition of patronage included services done for its 

patrons. The statement from Senator Magnuson plainly demonstrates this intent: 

“I think it is clear, both under the interpretation of a patronage dividend under 
present law and also under the words 'business done with or for its patrons,' that 
services rendered with or for patrons are included.  Business done is not 
necessarily limited to products sold to or purchased for patrons.  Business done 
also includes services performed for patrons, as well” (Puget Sound Plywood v. 
Commissioner).

The final ruling by the Tax Court is similarly plain in stating that the Court 

believes that “the right to the fruits and increases of the cooperative efforts of 
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petitioner's worker-members (i.e., margins) was vested in and retained by such 

workers, and not in and by the cooperative association as a separate entity” and 

thus the worker cooperative ought to be treated as a cooperative for tax 

purposes rather than as a traditional corporation (Puget Sound Plywood v.  

Commissioner).

Due to these landmark court decisions in favor of plywood worker 

cooperatives in the Pacific Northwest, worker cooperatives are now recognized 

as qualifying, with certain additional requirements owing to their organizational 

circumstances. For example, the refunds must be based on the hours worked for 

each individual member, and the cooperative “must pay corporate taxes on non-

member's contribution to the surplus” (Gunn 1986, 106). The provisions of 

Subchapter T also prevent worker cooperatives from issuing over a certain 

amount of non-voting stock to raise capital, though the IRS has “ ruled that a 

corporation whose voting stock was 25% owned by non-member investors still 

qualified as doing business on a cooperative basis” (Storey 1992, 8).

What do these court cases tell us about the role of government as it 

relates to worker cooperatives? The fact that the cooperatives pressed these 

cases against the government reveals that the cooperatives themselves felt that 

government intervention in their activity, in the form of tax exemption on 

patronage, was in their best interests. That the cooperatives felt this way should 

not come as a surprise to anyone. Any business has an incentive to lower costs 

as much as possible, other things being equal; and the extra cost of the double 
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taxation on patronage was no small change.

But the cases also show that they were eager to be recognized as what 

they were – cooperatives – and whether that need for recognition came from a 

spirit of solidarity or from a spirit of austerity, it reveals an important link between 

the activity of the government and the activities of worker cooperatives. 

Government action to aid worker cooperatives was anything but proactive. These 

benefits were gained through struggle in the court system and through the 

intervention of a few mildly sympathetic Senators. Indeed, it seems that the IRS 

accepted tax exemptions for every type of cooperative except worker 

cooperatives. Though the court system and the legislature ultimately sided with 

the cooperatives, it seems that they only did so as a reaction to the claims which 

worker cooperatives were pressing. If it can be said that the U.S. government 

promoted worker cooperatives, it only did so under laws which also benefited 

other similar organizations, such as other types of cooperatives or small 

businesses.

This legal wrangling and government intervention may have had 

unintended side-effects. Gunn notes that plywood cooperatives all share similar 

organization, and he ventures that this similarity is partly due to “the need to 

meet legal requirements for tax treatment as cooperatives” (Gunn 1986, 108). 

The three requirements suggested by Justice Solomon for cooperatives to meet 

to qualify for patronage exemption seem like very broad organizational 

requirements. Indeed, they are designed as such, so that they may apply to all 
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kinds of cooperative. It may be that worker cooperatives adopted similar 

organizational structures to minimize the risk of legal difficulties. The plywood 

cooperatives believed, years after winning these legal battles with the IRS, that 

the regional IRS office would still like to win reversal of those rulings (106). They 

have even formed a “Worker Owned Plywood Association” in order to “study their 

tax situation and lobby on their behalf” (106). Other things being equal, a worker 

cooperative in that situation would have a strong incentive to adopt the structure 

and bylaws least likely to stir legal trouble, and in this case the structure closest 

to that of the cooperatives which actually won their lawsuit would likely be the 

safest.

In this manner, through federal tax policy, the courts, simply by deciding 

that worker cooperatives counted as cooperatives in terms of tax treatment, may 

have homogenized the structure of an entire class of industrial firms. Explicit 

recognition by the government paired with a healthy aversity to legal trouble and 

high taxes may have proved to create powerful enough incentives to standardize 

the structure of plywood cooperatives in the Pacific Northwest.

In some ways, this standardization might be good for worker cooperatives, 

at least in terms of fighting the problem of degeneration. The special 

requirements for cooperatives to qualify under Subchapter T, specifically the 

requirement that cooperatives must pay taxes on the contributions of non-

member workers, seem especially well-suited to combating this problem. If the 

government increases the cost of hiring non-member workers relative to taking 
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on new members, it dampens the incentive to hire non-member workers, both 

through the actual tax liability and through the added transaction cost of the 

difficulty of accounting for the contributions of non-member workers separately 

from the member workers. Indeed, attorneys for the worker cooperatives have 

recommended that they limit their use of non-member labor for this very reason 

(Russell 1986, 323-324). Although all of the plywood cooperatives employed 

non-member workers, this requirement at least suggests a possible method by 

which government could structure laws in order to compensate for the 

undemocratic organizational incentives of the worker cooperative. Moreover, the 

standardization of the organizational form of each worker cooperative gives the 

standards by which conflicts are resolved a firmer footing, perhaps reducing the 

cost of democracy for the firms.

However, the haphazard approach of setting the standards through the 

courts creates uncertainty as to what kinds of experimentation in structure would 

endanger the firm, even if that experimentation might increase efficiency or 

organizational justice. Statutes that allow worker cooperatives to organize as 

worker cooperatives and be recognized as such explicitly under the law, such as 

those found in Oregon and Washington, might leave less uncertainty as to what 

kinds of structural experimentation can be undertaken and what kinds cannot in 

order to qualify as a worker cooperative. A close examination of the statute on 

worker cooperatives in Oregon, a state which was home to many plywood 

cooperatives, might, then, shed some light on how a statute on worker 
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cooperatives is designed.

The Oregon Employee Cooperative Corporations Act

Many of the statutes focusing specifically on worker cooperatives 

specifically seem to have been modeled off each other, although not every one is 

alike. In particular, the statutes in states which have provisions outlining the 

optional use of an internal capital account system – those of Alabama, 

Connecticut, Maine, Massachusetts, Vermont, Washington, Oregon, and New 

York – are essentially carbon-copies of one another. The Massachusetts statute 

was enacted in August 1982, making it the earliest statute enacted and the 

template statute for worker cooperative statutes in the other states (Ellerman 

1983, 442-443). It was the first corporate governance statute specifically for 

worker cooperatives in the U.S., and unlike business corporation statutes and 

general cooperative statutes (which were mostly written with agricultural 

cooperatives in mind), it provides a guide for the democratic structure of worker 

cooperatives (448). Oregon's statute on worker cooperatives, which was adopted 

shortly after the Massachusetts statute (and at a time when the plywood 

cooperatives were already in decline) seems an appropriate law to analyze in 

order to determine the possible effects such a statute might have on worker 

cooperatives in that state. Since the Massachusetts statute is essentially the 

same as the Oregon statute, Ellerman and Pitegoff's analysis of the former still 

ought to shed light on the latter.

Chapter 62 of Oregon's Revised Statutes deals solely with the 
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organization, powers, and legal rights of cooperatives. Most of the chapter is 

dedicated to cooperatives of all types, although not all provisions are applicable 

to worker cooperatives. Cooperatives not organized under this act are barred 

from the use of the term “cooperative” (62.850). Provisions 62.765 to 62.792 are 

collectively called The Oregon Employee Cooperative Corporations Act 

(OECCA), and they deal particularly with the legal organization of worker 

cooperatives in the state of Oregon.

The OECCA primarily sets out the restrictions on the form which worker 

cooperatives can take in order to organize under the act. Unlike other 

cooperatives, members must be natural persons and must be employed by the 

cooperative on a full-time or part-time basis (62.765(2), 62.768(1)). The Oregon 

worker cooperative cannot issue capital stock with voting privileges – only 

membership stock can have voting privileges, and it can only issue one share of 

such stock to each of its members (62.768(2)). Thus, it “expressly converts the 

business corporation” in which voting power is determined by number of shares, 

“into a membership organization democratically controlled by the workforce” 

(Ellerman 1983, 443).

The bylaws of the Oregon worker cooperative can only be amended by the 

vote of its workers, except as those bylaws state they can be amended by 

elected officers of the cooperative (62.777(2)). Patronage is defined in the statute 

as “the amount of work performed as a member of an employee cooperative, 

measured in accordance with the articles of incorporation and bylaws” 
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(62.780(1(b))). Patronage must be allocated equitably among members of the 

worker cooperative according to the rule that “be apportioned among the 

members in accordance with the ratio which each member’s patronage during 

the period involved bears to total patronage by all members during that period” 

(62.780(1(a))). It “permits equitable allocation of earnings and losses to members 

in accordance with their relative contribution of labor rather than their relative 

capital investment” (Ellerman 1983, 443).

The statute's explicit definition of patronage, and the need to insert such 

language into the statute, may have come about as a result of contention as to 

whether the term is applicable to worker cooperatives in the same manner it is 

applicable to other cooperatives. This explicit, statutory definition gives Oregon 

cooperatives a powerful legal argument that their disbursement of revenue to 

workers is, indeed, patronage rather than dividends and thus not taxable as 

dividends. Ellerman writes that the statute “spells out a capital allocation system 

consistent with requirements for 'cooperative' tax advantages under subchapter T 

of the federal Internal Revenue Code” (1983, 443).

The OECCA also gives Oregon cooperatives the option to distribute non-

voting capital stock if they so wish. This enables the cooperatives to seek outside 

financing in a manner that would otherwise be closed off to them, but it also 

might endanger the democratic integrity of the firm should the outside holders of 

capital own a significant proportion of the cooperative. The main threat is 

provision 62.777(3), which states that voting on amendments to the articles of 
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incorporation is limited to members of the cooperative, except for amendments 

which would adversely affect the rights of shareholders. The possibility of wide 

interpretation of this provision is clear, as a shareholder could claim that a variety 

of measures would negatively affect his or her shareholder rights.

The Oregon law also outlines an optional system of internal capital 

accounts for worker cooperatives; it “authorizes a unique capital structure and 

internal accounting system designed to encourage long-term survival of 

democratic cooperative control” (Ellerman 1983, 443). In Massachusetts, the 

statutory recognition and recommendation of these accounts ameliorated the 

uneasiness which conventional corporate lawyers felt toward nonmarketable 

membership shares and internal capital accounts reflecting the firm's worth, 

rather than capital stock (453). Moreover, internal capital accounts solve the 

problem of the costliness of shares which are traded on the open market, and 

thus serve to prevent degeneration over long periods which comes from new 

workers' inability to afford the shares of retiring members and the resulting hiring 

of nonmembers. But despite the theoretical expectation that such a statute would 

help worker cooperatives proliferate, it is prudent to first examine whether such 

expectations have come to fruition in reality. The best way in which to gauge the 

effect of statutes specifically on worker cooperatives is or the effect of worker 

cooperatives on statutes is, then, to compare the distribution of worker 

cooperatives in the US to the distribution of laws on worker cooperatives.
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Statistical Analysis

To examine the question of whether states with laws on worker 

cooperatives tend to have more worker cooperatives is difficult. Before one can 

even consider the possibility that state law might affect the existing distribution of 

worker cooperatives, one needs to look at the correlation between state law and 

the number of worker cooperatives. Thus for the moment, rather than making a 

causal argument, I only seek to show that states with statutes specifically on 

worker cooperatives tend to have more worker cooperatives than states which do 

not have such statutes.

On its face, this might seem commonsensical and easy to prove. But 

despite extensive searching, I did not come across statistics on how many 

worker cooperatives are in each state, nor even statistics for the whole nation. 

Part of the problem may be that defining what is a worker cooperative and what 

is not is up for debate, but likely the largest problem is that worker cooperatives 

incorporate under a variety of legal forms and are not required to register with 

every state as worker cooperatives, though they might be organized internally as 

such. Despite these problems, the United States Federation of Worker 

Cooperatives estimates that there are over 300 democratic workplaces in the 

United States (USFWC).

So in order to test the claim that states with laws on worker cooperatives 

are more likely to have a greater number of worker cooperatives, I had to make 

my own data set. For this purpose, I used the 2008 directory of worker 
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cooperatives of the United States Federation of Worker Cooperatives.

There are some obvious problems with this data. The organizations that 

are listed must apply for membership in the organization and pay dues, which 

means that the data will be influenced by the reach of the USFWC and the 

willingness of worker cooperatives to join (which they may not do for any variety 

of reasons). Second, there are many states which do not have a single worker 

cooperative listed. This missing data could simply mean that the USFWC has not 

penetrated those states, rather than that there are few worker cooperatives in 

those states – and thus, it makes certain conclusions impossible to draw.

There are some positive aspects of the data. It includes 209 data points, 

and if the USFWC's estimate of the number of worker cooperatives in the United 

States is correct, it includes about two-thirds of the worker cooperatives in the 

US. Keeping the aforementioned problems in mind, two-thirds of this population 

is a very nice sample size.

The data on the populations of the various states comes from the website 

of the US Census Bureau. The data on the laws on worker cooperatives in 

various states comes from the websites of the legislatures of the various states, 

as all fifty states and the District of Colombia now list their revised statutes on the 

Internet, though some states' websites are more navigable than others.

I have characterized the states as falling into one of three categories: 

states which have laws specifically on worker cooperatives, states which have 

laws on cooperatives generally (or on particular kinds of cooperatives that are not 
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worker cooperatives) but not on worker cooperatives specifically, and states 

which have no laws on cooperatives at all. Relatively few states have statutes 

specially addressed to the incorporation of worker cooperatives. And even in 

those states which do have cooperative incorporation statutes, relatively few 

worker cooperatives organize under them (Honigsberg 1991, 54). Most statutes 

on cooperatives are very old, and focus on agricultural, consumer, or electrical 

cooperatives rather than worker cooperatives (127).

My methodology was relatively simple. First, I found the estimated 

percentage of the population of the whole United States residing in each state. 

Using this data to correct for differences in population between the states, I 

calculated the number of worker cooperatives which one would expect to find in 

each state if the distribution of worker cooperatives were even across the states. 

I then compared the expected number of worker cooperatives if distribution were 

equal between the states to the actual distribution in the data to find the deviation 

from an equal distribution, all of which were corrected for differences in 

population. To make the data more intelligible, I calculated the percentage 

deviation from the even distribution for all the states for which there were data 

(as it was obviously not possible to calculate the percentage deviation from the 

even distribution for the states for which there was no data). The data and results 

can be viewed in Table 1.

The top five states which deviate the most from an equal distribution of 

worker cooperatives in a positive direction are Vermont, Minnesota, Oregon, 
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Alaska, and Massachusetts; and in a negative direction, Michigan, Illinois, Texas, 

New Jersey and Indiana. That is, the states which deviate positively have more 

worker cooperatives than expected for the size of their populations, while the 

states which deviate negatively have fewer. Three out of five of the states which 

deviate most from an equal distribution in a positive direction have laws on 

worker cooperatives specifically; only one of the top five states which deviate in a 

negative direction has laws on worker cooperatives specifically. But the 

distribution of laws specifically pertaining to worker cooperatives in the rest of the 

states seems relatively random, which suggests that there is little to no 

correlation between the deviation from the equal distribution of worker 

cooperatives in the WSFWC among the states and the presence of such laws. 

The Pearson correlation coefficient for these variables is only 0.16, far above the 

standard level of 0.05, which means that there is no statistically significant 

relationship between deviation of the number of worker cooperatives from an 

even distribution (corrected for differences in state population) and the presence 

of laws specifically pertaining to worker cooperatives (see Table 2, Table 3, and 

Correlation Summary).

The top five states in terms of the number of worker cooperatives in the 

WSFWC are California, Minnesota, Massachusetts, Oregon, and Washington, 

which account for 60.76% of the worker cooperatives in the organization. There 

are eleven states which have laws on worker cooperatives, nine of which have 

provisions outlining the optional use of an internal capital account system. Out of 
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the top ten states in terms of the number of worker cooperatives in the WSFWC, 

five have laws specifically pertaining to worker cooperatives. Out of the other 

forty states plus the District of Colombia, only six have laws specifically 

pertaining to worker cooperatives; four of these states come from the other 

twenty states which have worker cooperatives in the WSFWC. This suggests a 

moderately strong correlation between the absolute number of worker 

cooperatives in the WSFWC in a state and the presence of a law pertaining 

specifically to worker cooperatives in that state (Table 4). Because this result is 

not controlled for population, however, and because when population is 

controlled for there seems to be no statistically significant correlation between the 

presence of a statute specifically pertaining to worker cooperatives and the 

deviation from the expected number of worker cooperatives if they were 

distributed evenly according to population, the correlation between the absolute 

number of worker cooperatives in a state and the presence of a law on worker 

cooperatives only suggests a correlation between population and the number of 

worker cooperatives.

This result surprised and confounded me. Assuming that my data is 

reliable, I did not expect to find a causal connection between the enactment of a 

law on worker cooperatives and the number of worker cooperatives in a state, 

but I did expect to find, at least, a connection between the deviation from the 

expected number of worker cooperatives and a state law on worker cooperatives.

However, I soon realized that this result does not mean that there can be 
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no connection between statutory law and worker cooperatives. The hypotheses 

which I must reject if my statistical analysis is correct are that the laws on the 

books in the various states on worker cooperatives have been effective in 

promoting their proliferation; or that states which have an unusually high level of 

worker cooperatives proportionate to their population are more likely to have 

enacted worker cooperative statutes. The hypothesis that special tax and labor 

law treatment has aided worker cooperative development equally across the U.S. 

may yet prove correct. Though I do not have the data to prove it definitively, there 

is compelling evidence that the special treatment of worker cooperatives under 

these laws helps them financially and even, to an extent, in combating the 

incentives towards degeneration. And the hypotheses that there are kinds of 

state action which have in the past promoted worker cooperatives in the United 

States, or that there are kinds of state action which have not been taken in the 

U.S. could promote them further, remain untested.
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Conclusion: Foreign Experiences and Possibilities for Future Research

It seems that my original thoughts on the explanation for the distribution of 

worker cooperatives in the United States were incorrect. After reviewing the case 

of the plywood cooperatives and U.S. law in light of the potential benefits and 

faults of worker cooperatives, I can say with some confidence that the United 

States government has not discouraged the formation of worker cooperatives – 

indeed, it could be said that it has positively encouraged them through tax 

incentives, though these were hard-won. But neither can it be said that the efforts 

of certain states to promote worker cooperativism through statutory law have 

been especially effective.

Having eliminated certain possible ways in which the government has 

promoted worker cooperatives as effective, I seek in this chapter briefly to 

examine foreign experiences with worker cooperatives and the successful case 

of the Mondragón cooperatives of Basque Spain, and draw from their success 

three speculative national-level explanations (and possibilities for policy) for 

future research on worker cooperatives: the manner in which capital is handled 

and distributed among and within Mondragón cooperatives, the cost-cutting 

structure of governance in Mondragón, and the features and effects of the high 

levels of social capital in Basque country. The privation of these features in U.S. 

firms, along with the relative lack of state support for these features most 

effective for the proliferation of worker cooperatives, may go some distance 

towards explaining their relative rarity.
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Worker cooperatives are much more common in certain areas around the 

globe than they are in the United States.2 In some areas, the state has played a 

major role in the promotion of worker cooperatives, whereas in others, it has 

played a relatively minor role. But whether or not the state has intervened in the 

affairs of worker cooperatives, it seems that successful examples of foreign 

worker cooperatives all have one thing in common: a regional or national source 

2 Europe is a comparative hotbed of cooperativism, with large numbers of firms in 
Denmark, Spain, Italy, and France. In fact, the European Union has put out a statement on the 
promotion of cooperative societies in Europe, recommending the standardization of statutes 
across member states and legal incentives for “buy-out” of failing traditional firms by their workers 
(“European Union”). Worker cooperatives in Denmark have existed from at least as early as the 
nineteenth century and have proliferated under the aegis of a national umbrella organization for 
worker cooperatives, Det Kooperative Faellesforbund (George 1982, 206). In Spain, there are 
worker cooperatives across the country, but the Mondragón group of worker cooperatives in 
Basque country is the largest in the world (Wiliams 2007, 124). In South America, worker 
cooperatives have proliferated in Venezuela and Argentina, and their numbers only continue to 
grow (Bowman 2006; Lewis 2004). Worker cooperatives in India have existed since the 1960s 
and today the beedi (a type of rolled cigarette) industry in the state of Kerala is dominated by 
them (Isaac 1998). More recently, a federation of worker cooperatives has arisen in north-central 
India, providing jobs in low-skill professions such as construction, painting, and cleaning (Varman 
2004, 188).

 In some of these areas, the state seems to have had comparatively little direct contact 
with worker cooperatives. In Denmark, for example, there is no national statute on worker 
cooperatives (George 206). In other areas, it seems that the state has played a major role in the 
promotion of worker cooperatives. Support from the French state for worker cooperatives dates to 
1884, when “a government agency was established to provide advice to co-ops” and which by 
1938 had gained access to capital to loan to new cooperatives. Italy set up a similar program in 
1971 charged with developing cooperatives and offering education in cooperativism to interested 
individuals (Whitt 169). In both Italy and France, the government subsidizes worker cooperatives 
through tax exemptions and tax credits, makes access to capital easier through special programs 
of state banks, and gives construction worker cooperatives special advantages in bidding for 
government contracts (Hansmann 1996, 103).

In Venezuela, the Chavez regime has created a program of promotion and protection of 
cooperatives, and the number of cooperatives in Venezuela has gone from 762 in 1998 to 
108,000 in 2006, representing 1.5 million people. Over 5% of the labor force in Venezuela is 
employed by worker cooperatives as of 2006 (Bowman 2006). In India, the Kerala Dinesh Beedi 
(KDB) group of worker cooperatives was initially financed almost wholly by the Kerala 
government, which provided loans to laid-off workers of ninety-five percent of the value of a 
share, and contributed 1.35 million rupees of share capital to the group's central society (Isaac 
1998, 69). Even today, the website of KDB displays “Sponsored by the Government of Kerala” on 
its banner (Kerala Dinesh Beedi Co-op Society). T.M. Isaac, Richard Franke, and Pyaralal 
Raghavan even argue that KDB shows that “Grassroots strength and government commitment 
can combine to create conditions for the rise of workplace democracy” and that government 
intervention does not necessarily lead to bureaucratization.
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of capital and technical assistance specifically for the promotion of worker 

cooperatives. This assistance may come from either a state institution or from a 

regional federation of worker cooperatives. If the state does not favor the 

interests of the worker cooperatives, they seem to band together into a 

federation; but if the state does favor their interests, they will use its resources. It 

may not be enough that the state is attempting to aid worker cooperatives – it 

may be that the kind of support rendered is vital to understanding whether worker 

cooperatives are likely to proliferate.

The Mondragón Cooperative Complex (MCC) is a strong federation of 

worker cooperatives in Basque Spain, and, along with the plywood cooperatives, 

it is the most well-researched example of a group of successful firms of this type. 

The state did not play a strong role in its creation, but it may provide certain 

lessons about the kinds of action which the state might take to promote worker 

cooperatives, and about what features are most amenable to their continued 

success – and most opposed to their failure.

The Mondragón Cooperative Complex and Internal Capital Accounts

Unlike the plywood cooperatives, the Mondragón Cooperative Complex is 

still going strong, both in terms of its economic success and in terms of its 

democracy (Williams 2007, 124; Ellerman 1983, 443). As of 2005, Mondragón 

counts 218 companies as members, employing over 70,000 worker-members 

(116). Mondragón has maintained comparatively high levels of profitability and 

productivity (compared to that of the five hundred largest traditionally organized 
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Spanish industries) since its inception (Blasi 1988, 273).

The history of the Mondragón cooperatives is marked by a number of 

highly committed “boosters” who helped the early cooperatives organize and 

achieve legal recognition (Dow 2003, 57; Williams 2007, 115). The organization 

of each of the Mondragón cooperatives is quite similar to the organization of the 

plywood cooperatives, although not identical.3 Possibly the most notable 

difference of internal structure from the plywood cooperatives is the Mondragón 

cooperatives' use of internal capital accounts, rather than membership shares, to 

reflect the value of each firm. Internal capital accounts are similar to membership 

shares in the sense that they are usually not drawn from until a member quits or 

retires. Each worker entering into a Mondragón cooperative pays an entrance 

fee, which at the lower wage levels is worth about a year's wages, and which is 

put into the new worker's own “internal capital account” (Dow 2003, 59).

Perhaps the best description of internal capital accounts comes from 

David Ellerman: “Imagine first that all net earnings were distributed to the 

3 The general assembly, consisting of all worker-members, elects a “governing council” 
which handles day-to-day issues of policy and whose members serve two- or four-year terms 
(Whyte 1991, 38-40). The governing council selects a manager, who serves a four-year term, and 
appoints the immediate subordinates of the manager.

Unlike the plywood cooperatives, however, the general assembly also elects an “audit 
committee” whose responsibility is to ensure that the firm's financial operations adhere to the 
formally established policies of the cooperative. The Mondragón cooperatives also include a 
“management council” which consists of the manager and the heads of the various departments, 
and the “social council” which is a special advisory council to the governing council consisting of 
low-paid members of the governing council and other members elected from the membership 
according to the department in which they work. The “social council” is intended as another 
avenue of representation for the work force and in many ways mirrors the role that a union might 
play in a traditional firm, in that it is intended to keep the governing council, which may be 
comprised of a career “management” in check. The cooperatives are also constitutionally limited 
from hiring more than ten percent of its staff as non-members, and if an individual cooperative 
decided to violate this provision or vote to change it, it would run afoul of the Caja Laboral, the 
central bank of the Mondragón Cooperative Complex, thus cutting it off from valuable financial 
and technical assistance (Whyte 1991, 289).
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members, deposited in a savings bank, and then loaned back to the cooperative. 

Then, move the savings account into the cooperative” (Ellerman 1983, 446). 

Internal capital accounts are non-transferable – they are much more akin to 

savings accounts than shares  (Ellerman 1984, 269). A new member in a worker 

cooperative which uses internal capital accounts is not being given an undue gift 

as he might in a firm which uses membership shares – instead, his or her capital 

account simply starts at zero; or in the case of the Mondragón cooperatives, at 

most of the cost of his or her entrance fee. As the worker-member continues to 

work at the cooperative, patronage dividends are paid into the account, and 

interest accrues. In the Mondragón cooperatives, the interest on the internal 

capital accounts is the only gain from the account most workers will see until they 

retire, as interest is paid out from time to time in cash (Dow 2003, 60). Under 

Spanish law, the entire value of the account must be paid out within two years of 

retirement, but quitting the worker cooperative prematurely could result in a 

penalty of up to thirty percent of the account's value.

Moreover, there is a portion of the patronage which is paid into a collective 

account, much as a citizen might allocate a portion of his or her income as taxes 

to the government. This collective account ensures that the cooperative will be 

able to pay off the value of worker-members internal capital accounts should they 

choose to leave or retire. The constitutional organization of many of the 

cooperatives mandated that a large percentage of profits be allocated to the 

collective reserves, which (along with policies which kept wage levels from rising 
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relative to wages outside the cooperatives) meant that the cooperatives' higher 

productivity was translated directly into “saving, investment, and expansion” (65).

The use of internal capital accounts provides an important bulwark against 

degeneration (Whyte 1991, 289). Because internal capital accounts are non-

transferable, there is no issue of expensive shares which need to be sold in order 

for a new member to join the cooperative, and which many prospective members 

cannot afford. Members cannot profit from selling shares to outsiders, so the 

ease (at least) with which a cooperative can be sold to a traditional firm is 

increased. The cost to new workers of joining the firm as members is much lower 

than when shares are traded on an open market, although the cost to the 

cooperative of hiring a new member stays the same.

Membership is more “open” therefore, than it is in the plywood firms, and 

the particular economic situation of a prospective member much less important. 

Because the budget constraints of prospective employees play less of a role, 

Mondragón cooperatives may face (other factors held constant) a larger pool of 

applicants to positions than the plywood cooperatives, and thus will presumably 

be able, on average, to find workers of higher quality. That is, because 

prospective employees do not have to have the means to pay an exorbitant price 

for a membership share in order to join, the Mondragón cooperatives should be 

more able to pick members according to level of skill or “fit” with the cooperative; 

and thus it is possible that their productivity will be greater, or the costs of their 

democratic decision-making lower. Further studies need to be done into the role 
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which internal capital accounts play in helping worker cooperatives replicate and 

sustain themselves. However, states in the U.S. which have passed laws 

promoting a worker cooperative form including internal capital accounts seem not 

to have seen an unusual proliferation of worker cooperatives, so the existence of 

a legal framework for internal capital accounts cannot be the only factor 

explaining the success of MCC.

The Central Cooperative Bank

On the website of the MCC, in response to a “frequently asked question” 

about the relation of MCC to the state, there is the following statement: “Our co-

operative system has never, either at the moment of its foundation or during its 

subsequent evolution, been linked to the State or to any type of Public 

Administration” (Mondragón Cooperative Corporation). In a sense, this statement 

is true. MCC has never been linked to the state in terms of state control (Whyte 

1991, 46). But if this statement is taken to mean that Mondragón has not 

benefited from certain policies of the state, then it may be false.

The internal organizational arrangements of Mondragón, while novel and 

useful both in terms of explaining their profitability and in terms of explaining their 

relative lack of degeneration, are not sufficient as a full explanation. Caja Laboral 

Popular (CLP), the central “hub” bank of the Mondragón cooperatives, has 

played a major role. The CLP mobilizes the savings of thousands of worker-

depositors, provides invaluable technical assistance to cooperatives new and old, 

and (as previously mentioned) acts as a check against degeneration by cutting 
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off relations with any cooperative which hires more than ten percent of its work 

force as non-members. (Dow 65). Additionally, it actively seeks out new 

entrepreneurial opportunities and funds the development of worker cooperatives 

in sectors it finds profitable.

In the early days of the CLP, the bank was in a rather unusual position for 

a worker cooperative. Rather than having a dearth of capital, it has a surplus 

(Dow 66). The reason that the bank was in this enviable position is that its 

framers had found a provision which until that time had not been exploited by 

private banks (Whyte 1991, 49). This provision (a program of savings for blue-

collar workers) allowed the CLP to pay half a percent higher interest rate on 

savings accounts than other bankers were allowed to pay at the time. This 

special provision gave the CLP an edge in attracting new savings. Moreover, the 

bank was subject to regulatory restrictions on the types of investments it could 

make, so that it could only either lend directly to the cooperatives or invest in low-

interest bonds. Thus, regulation by the state created a perfect storm of incentives 

and opportunities for the central banking hub to save and to plough its savings 

back into the creation of new cooperatives or its existing cooperatives, prompting 

one author to write, “the Group's growth in the late sixties and early seventies 

was for all practical purposes bank driven” (Wiener 1987, 25). 

The Basque government actively promotes worker cooperatives. As long 

as the cooperative conforms to the Basque Cooperative Law, is organized by 

more than three people, and has a minimum of €3000, the Basque government 
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give the cooperative, as a grant, up to €3000 per worker, and up to €30,000 per 

cooperative. Moreover, if the workers organizing the cooperative have recently 

become unemployed, they can opt to have their entire unemployment benefit 

paid out as a lump sum if they plan on using the money as start-up capital for a 

worker cooperative. Thus, if ten recently laid-off workers pooled their 

unemployment benefits, they could easily meet the minimum capital requirement, 

and then receive an additional €30,000 – all without spending a centime of their 

own savings (Basque Law on Co-operatives).

This kind of state promotion of worker cooperatives – through financial-

legal tax and subsidy instruments and through the promotion of a central bank 

solely dedicated to worker cooperativism – seems a promising avenue for future 

study and future government action. But, as noted, the U.S. government has 

already given worker cooperatives considerable tax advantages over other forms 

of business. What other national-level factors might influence the distribution of 

worker cooperatives?

Culture and the Costs of Democratic Decision-Making

One feature of most successful worker cooperatives is their relatively high 

level of cultural homogeneity (Pencavel 2002, 76, Rothschild 1986, 95). 

However, authors disagree on the importance of cultural homogeneity to 

particular cases; and there are many areas of high cultural homogeneity which 

have seen very few or no worker cooperatives (Whyte 1991, 270-272).

That areas with high cultural homogeneity do not necessarily have many 
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worker cooperatives points to the idea that cultural homogeneity, on its own, is 

not a good predictor of the success or establishment of worker cooperatives. 

Perhaps, then, it is not only cultural homogeneity, but also the features of 

particular cultures which help worker cooperatives thrive – cultural homogeneity 

is necessary, but not sufficient. Whyte partly rejects this thesis, but notes that

“In reviewing the history of the Basque people, we have noted certain features of 
their culture. They themselves speak of 'our associative tendencies.' They 
manifest strong ethnic pride and commitment to egalitarian values and democratic 
governance. And they believe in the dignity of labor – of any kind, although, of 
course, they recognize differences in prestige among jobs and occupations. These 
features are certainly compatible with the main features of the Mondragón 
movement, but they occur elsewhere where no such movement has arisen” 
(Whyte 1991, 271).

If cultural homogeneity seems to correlate strongly to the success of 

worker cooperatives, then what might be a possible causal mechanism? One 

way to think about this possibility may be that cultural homogeneity allows worker 

cooperatives to reduce costs.  Democracy may be, in a sense, comparatively 

costly. On a national level, it may be relatively cheaper than its alternative, 

especially if that nation has strong democratic traditions – but it still imposes high 

absolute costs. Becoming an informed citizen, and the necessity of convincing 

others of one's viewpoint in order for it to be put into effect, takes a significant 

investment of time and energy. Emotional involvement in debates on public policy 

can be taxing. Even time spent discussing policy is, in a sense, a cost.

Democracy in the workplace is costly in exactly the same sense. 

Becoming informed on company policy takes time and effort, especially for 

individuals who have not necessarily been able to get an education in the 

management of business or desired it in the first place. It is far more difficult to 
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change company policy when a majority of individuals in the company have to be 

convinced and agree to the change. Being involved in the running of the 

company is significantly more difficult than not being involved.

For worker cooperatives, the cost of democracy is lowest when the 

members have little opportunity for substantial conflict with each other 

(Hansmann 1996, 92; Pencavel 2002, 31). The most visible manner in which this 

plays out is that workers in worker cooperatives normally all do very similar jobs 

– there is little in the way of a hierarchical division of labor within a worker 

cooperative. If members do substantially different jobs, there arises the possibility 

that decisions made by the firm will have different effects on the different parts of 

the firm.

Still, expensive conflicts can arise even in firms with highly homogeneous 

jobs. Minimization of the cost of these conflicts requires that there be “some 

simple and uncontroversial means” to resolve them (97). For a means of 

adjudicating these conflicts to be uncontroversial (or for these conflicts to fail to 

get far in the first place) there must be substantial agreement on mores of 

fairness and justice. This fact, presumably, is why successful worker 

cooperatives tend to be both highly culturally homogeneous and to exist in 

communities with high social capital. Indeed, Hansmann contends, 

“in practice it appears that, when the employees involved are highly 
homogeneous, employee ownership often is more efficient than investor 
ownership. The evidence suggests, however, that with a heterogeneous work 
force direct employee control of the firm brings substantial costs – costs that are 
generally large enough to outweigh the benefits that employee ownership 
otherwise offers” (Hansmann 1996, 119).

Thus, the greatest promise of worker cooperatives – the introduction of 
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democracy into the workplace – may be simultaneously its greatest barrier to 

competitiveness and mainstream adoption.

With the preceding in mind, it is hard not to compare MCC's structure to a 

federal system. Indeed, MCC seems to have recently adopted a variety of 

“federalist” or “confederalist” measures intended to increase employee 

involvement in policy, which had deteriorated with the rapid growth of the 

complex. Though most decisions still take place at the level of the individual 

cooperative, MCC as a group is governed by a general assembly of 650 worker-

members, which determines policy and delegates tasks to a general council, a 

social council, and a “vigilance commission” which acts as a corporate auditor. In 

2002, MCC even established “interest groups” among worker members who had 

similar professional interests, and attendance at the General Assembly of MCC 

(consisting of delegates from each cooperative) increased from sixty percent in 

1997 to over eighty percent in 2004 (Williams 2007, 118).

Such a system is necessary in part because Mondragón is large enough 

that direct democracy is impractical. A “federalist” or “confederalist” model of 

organization decreases the cost of democracy for the whole group and allows the 

group to coordinate in the pursuit of MCC-wide goals. But it also may share with 

the federalist state a number of salutary effects. Federalist Paper No. 10, for 

example, argues that a strong federalist system can overcome the danger of 

factionalism which plagues smaller republics and democracies by providing 

voters with a wide selection of competent representatives who are more likely to 
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vote in the permanent interest of society than in the short-term interest of a 

faction. In a similar manner, it might be the case that representatives elected by 

cooperatives to the central general assembly of MCC are more likely to vote in 

the general interest of the cooperative complex rather than in the factional 

interest of their profession or even of their own cooperative. But of course, to the 

extent that the claims of Federalist No. 10 are debatable, the comparison to the 

modern Mondragón Cooperative Corporation are even more speculative.

A federal or confederal system for Mondragón might also be desirable 

because it can preserve, in large part, the autonomy of each individual worker 

cooperative to determine policy, while being able to coordinate the firms so as to 

take full advantage of cooperation among cooperatives, and to set limits on 

deviation from the standard Mondragón model of a cooperative.

The effects of Basque culture on Mondragón may be just as important as 

its institutional arrangements. As previously noted, William and Kathleen Whyte 

characterize Basque culture as “[manifesting] strong ethnic pride and 

commitment to egalitarian values and democratic governance” and “[a belief] in 

the dignity of labor” (Whyte 1991, 271). They contend that these ethnic cultural 

values have helped to produce the effective combination of individual enterprise 

and social cooperation which is found in Mondragón. Mondragón's public 

pronouncement of principles, as expressed in its constitution, demonstrate the 

organization's strong commitment to solidarity. Indeed, half of the principles 

expressed in the 1987 constitution (“Pay Solidarity, Group Cooperation, Social 
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Transformation, Universality, and Public Education”) include some notion of 

solidarity (Williams 2007, 120).

But, as Whyte and Whyte note, there are worker cooperatives in other 

areas of Spain and the world which do not share these ethnic cultural values, and 

there are other areas of the world which share these values and yet do not have 

worker cooperatives (Whyte 1991, 272). They contend that while Basque cultural 

values may have provided the fertile soil for cooperativism, Mondragón has 

developed its own set of organizational values which sustain it and go much 

further toward explaining its success. These values include (but are not limited 

to) organizational self-evaluation, openness, a pluralistic political orientation, 

intercooperative complementarity, and the formation of groups of cooperatives 

(275-276).4

Would Mondragón have maintained its profitability and its democracy if 

Basque culture was characterized by values of individualism rather than 

solidarity? Within the scope of this study, it is impossible to say. However, one 

might speculate that Basque values (and the organizational values of Mondragón 

which sprung from them) reduce the cost of democracy to a level that other forms 

4 However, these public pronouncements of values must not be taken as a reflection of the 
actual workings of the Mondragón cooperative complex. Mondragón has seen its own share of 
conflict, up to and including strikes in the 1970s – a sign of something very wrong in firms which 
are supposed to be controlled by their own employees (Whyte 1991, 103). Employees felt that 
their voice in management had been co-opted by career managers. But these conflicts led to 
discussions of the ways in which the cooperatives had fallen short of their own stated goals of 
employee ownership and control and led to reforms which increased the role of the social council 
in shaping policy and gave the rank-and-file worker-member in the general assembly more of a 
voice (Whyte 1991, 113). The strikes reveal that the organizational and ethnic values of 
Mondragón workers are strong enough that they are willing to fight against degeneration, even if 
it puts them in the seemingly contradictory position of striking against a firm they own. They also 
reveal that the content of these values is oriented toward the cooperative form.
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of work organization are seen as more “expensive.” If, as occurred in MCC in the 

1970s, members are willing to strike against their own cooperatives in order to 

maintain control from the bottom up, even as these cooperatives were recording 

efficiency levels of forty percent above that of the average small- and medium-

sized firms, it might be said that they are valuing workplace democracy relatively 

highly (Whyte 1991, 131). If Mondragón sees itself as enough of a coherent and 

interconnected movement that they put out statements of values, even a 

constitution, representing all of the comprising firms, does that not demonstrate 

that those values are shared, to some extent, and thus bound the acceptable 

range of proposals? And if these values – particularly favorable to workplace 

democracy – are closely held, does that not imply that the cooperatives have 

some mutually agreed upon measures by which to evaluate different proposals, 

thus reducing the chance of protracted and taxing conflict?

The characteristics of the ethnic and organizational cultures of Mondragón 

– solidarity, democratic participation, and a commitment to equality – are also 

characteristics of high levels of social capital. “Social capital” according to Robert 

Putnam, “refers to connections among individuals – social networks and the 

norms of reciprocity and trustworthiness that arise from them” and “[calls] 

attention to the ways in which our lives are made more productive by social ties” 

(Putnam 2001, 19).

During the course of my research on the plywood cooperatives, I noticed 

that some authors seemed to gloss over the issue of why, when the center of the 
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plywood industry moved to the Southern United States, the plywood cooperative 

mode of work organization not move with it. I wondered whether this silence was 

due to some unstated understanding of the stereotype that the South is less 

politically progressive than the Northwest and thus workplace democracy less 

likely to gain a foothold there. This lack of explanation was unsatisfying. 

Members of the plywood cooperatives, as previously noted, did not normally join 

the cooperative for overtly political reasons. What was different about the 

situation in the South from that of the Northwest such that the same industry 

would see such a radical difference in the distribution of worker cooperatives?

One major difference between the cultures of the Northwest U.S. and the 

South is their relative levels of “social capital” (Putnam 2001, 292). “Social 

capital” according to Robert Putnam, “refers to connections among individuals – 

social networks and the norms of reciprocity and trustworthiness that arise from 

them” and “[calls] attention to the ways in which our lives are made more 

productive by social ties” (19). While the Northwest, northern Midwest, and 

Northeastern American states exhibit the highest levels of social capital in the 

nation, according to Putnam's Social Capital Index, the Southern states of the 

former Confederacy, along with Nevada, all have very low levels of social capital 

(293). So there is a possible difference between the regions. But what effect 

might social capital have on the establishment and success of worker 

cooperatives?

Because of my theoretical expectation that high levels of social capital 
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would lower the cost of workplace democracy, and therefore make worker 

cooperatives comparatively more competitive, I compared Robert Putnam's 

scoring of states according to levels of social capital and civic participation to the 

presence of laws on worker cooperatives in each state. This analysis does not 

use the data from the directory of the USFWC. Putnam scored each state (and 

the District of Colombia, and excepting Alaska and Hawaii) using an index and 

displayed his data with a color-coded map of the United States, where darker 

colors corresponded to higher levels of social capital (2000, 292). There were ten 

different colors in his diagram corresponding to ten different levels of social 

capital. I took these colors and assigned them each a number from one to ten, 

with the darkest color at ten and the lightest at one. Out of the twenty-four states 

with scores of six or above, eight have laws pertaining specifically to worker 

cooperatives; out of the twenty-five states with scores of five or below, only three 

have such laws. This suggests a moderate to strong correlation between levels 

of social capital and the presence of laws pertaining to worker cooperatives 

(Table 5).

* * *

Though my original expectations of the role which the state has played in 

creating the existing distribution of worker cooperatives turned out to be 

incorrect, in many ways the actual role which the state has played is more 

interesting. Rather than a simple opponent to worker cooperativism, different 

parts of the state have had different attitudes toward aid for worker cooperatives, 
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and different elements of state action on worker cooperatives have had different 

effects. The lack of any modern systematic legislative policy toward worker 

cooperatives in the U.S. is partly to blame for this seeming confusion, but even 

when the federal and state governments have had these policies, it seems that 

they have either had no effect or they positively harmed the cooperatives. The 

quality of state intervention on behalf of worker cooperatives seems to matter just 

as much or more than its quantity.

Throughout this work I have attempted to offer both explanations of past 

state action toward worker cooperatives and to suggest future courses for 

research and policy. The presence of a central bank dedicated to worker 

cooperatives, the joining of worker cooperatives as a group, and the use of 

internal capital accounts all present possible courses, though culture and its 

effects on worker cooperatives might be more difficult for the state to act upon. In 

any case, more study needs to be done on the role which the state has played in 

shaping these factors. If the role of the state proves to be as large as it is in U.S. 

tax law, I expect that there may be valuable – and perhaps surprising – results.
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Data Summary

States + D.C.
Alabama 4661900 1.53% 2 3.20 -1.20 WCS
Alaska 686293 0.23% 2 0.47 1.53 N
Arizona 6500180 2.14% 0 4.47 -4.47 CG
Arkansas 2855390 0.94% 0 1.96 -1.96 CG
California 36756666 12.09% 55 25.27 29.73 CG
Colorado 4939456 1.62% 4 3.40 0.60 CG
Connecticut 3501252 1.15% 0 2.41 -2.41 WCS
Delaware 873092 0.29% 0 0.60 -0.60 WCS
District of Columbia 591833 0.19% 1 0.41 0.59 CG
Florida 18328340 6.03% 0 12.60 -12.60 CG
Georgia 9685744 3.19% 0 6.66 -6.66 N
Hawaii 1288198 0.42% 0 0.89 -0.89 CG
Idaho 1523816 0.50% 0 1.05 -1.05 N
Illinois 12901563 4.24% 2 8.87 -6.87 CG
Indiana 6376792 2.10% 2 4.38 -2.38 N
Iowa 3002555 0.99% 0 2.06 -2.06 CG
Kansas 2802134 0.92% 2 1.93 0.07 CG
Kentucky 4269245 1.40% 0 2.93 -2.93 CG
Louisiana 4410796 1.45% 3 3.03 -0.03 CG
Maine 1316456 0.43% 1 0.90 0.10 WCS
Maryland 5633597 1.85% 3 3.87 -0.87 CG

state 
population 
(proj 2008)

% of total 
population

# of worker 
cooperatives 
in USFWC

expected # of 
worker cooperatives 
if distribution were 

even

absolute 
deviation 
from even 
distribution

laws on worker cooperatives 
specifically (WCS), 

cooperatives generally (CG), 
or no laws on cooperatives (N)
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Massachusetts 6497967 2.14% 18 4.47 13.53 WCS
Michigan 10003422 3.29% 1 6.88 -5.88 WCS
Minnesota 5220393 1.72% 25 3.59 21.41 CG
Mississippi 2938618 0.97% 1 2.02 -1.02 CG
Missouri 5911605 1.94% 0 4.06 -4.06 CG
Montana 967440 0.32% 1 0.66 0.34 CG
Nebraska 1783432 0.59% 0 1.23 -1.23 CG
Nevada 2600167 0.86% 0 1.79 -1.79 CG
New Hampshire 1315809 0.43% 1 0.90 0.10 CG
New Jersey 8682661 2.86% 2 5.97 -3.97 N
New Mexico 1984356 0.65% 4 1.36 2.64 CG
New York 19490297 6.41% 11 13.40 -2.40 WCS
North Carolina 9222414 3.03% 6 6.34 -0.34 CG
North Dakota 641481 0.21% 0 0.44 -0.44 CG
Ohio 11485910 3.78% 4 7.90 -3.90 CG
Oklahoma 3642361 1.20% 0 2.50 -2.50 CG
Oregon 3790060 1.25% 16 2.61 13.39 WCS
Pennsylvania 12448279 4.09% 4 8.56 -4.56 WCS

1050788 0.35% 2 0.72 1.28 CG
South Carolina 4479800 1.47% 0 3.08 -3.08 CG
South Dakota 804194 0.26% 0 0.55 -0.55 CG
Tennessee 6214888 2.04% 0 4.27 -4.27 N
Texas 24326974 8.00% 4 16.72 -12.72 CG
Utah 2736424 0.90% 0 1.88 -1.88 CG
Vermont 621270 0.20% 6 0.43 5.57 WCS
Virginia 7769089 2.56% 3 5.34 -2.34 CG
Washington 6549224 2.15% 13 4.50 8.50 WCS
West Virginia 1814468 0.60% 0 1.25 -1.25 N
Wisconsin 5627967 1.85% 10 3.87 6.13 CG
Wyoming 532668 0.18% 0 0.37 -0.37 CG

Rhode Island
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Worker Cooperatives and US State Law by Absolute Deviation from Even Distribution

states + D.C.
California 29.73 CG
Minnesota 21.41 CG
Massachusetts 13.53 WCS
Oregon 13.39 WCS
Washington 8.50 WCS
Wisconsin 6.13 CG
Vermont 5.57 WCS
New Mexico 2.64 CG
Alaska 1.53 N

1.28 CG
Colorado 0.60 CG
District of Columbia 0.59 CG
Montana 0.34 CG
New Hampshire 0.10 CG
Maine 0.10 WCS
Kansas 0.07 CG
Louisiana -0.03 CG
North Carolina -0.34 CG
Wyoming -0.37 CG
North Dakota -0.44 CG
South Dakota -0.55 CG
Delaware -0.60 WCS
Maryland -0.87 CG
Hawaii -0.89 CG
Mississippi -1.02 CG
Idaho -1.05 N
Alabama -1.20 WCS
Nebraska -1.23 CG
West Virginia -1.25 N
Nevada -1.79 CG
Utah -1.88 CG
Arkansas -1.96 CG
Iowa -2.06 CG
Virginia -2.34 CG
Indiana -2.38 N
New York -2.40 WCS
Connecticut -2.41 WCS

absolute deviation 
from even 
distribution

laws on worker 
cooperatives specifically 

(WCS), cooperatives 
generally (CG), or no laws 

on cooperatives (N)

Rhode Island
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Oklahoma -2.50 CG
Kentucky -2.93 CG
South Carolina -3.08 CG
Ohio -3.90 CG
New Jersey -3.97 N
Missouri -4.06 CG
Tennessee -4.27 N
Arizona -4.47 CG
Pennsylvania -4.56 WCS
Michigan -5.88 WCS
Georgia -6.66 N
Illinois -6.87 CG
Florida -12.60 CG
Texas -12.72 CG
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Worker Cooperatives and US State Law by Percent Deviation from Even Distribution

States + D.C.
Vermont 92.88% WCS
Minnesota 85.65% CG
Oregon 83.72% WCS
Alaska 76.41% N
Massachusetts 75.19% WCS
New Mexico 65.90% CG
Washington 65.37% WCS

63.89% CG
Wisconsin 61.32% CG
District of Columbia 59.32% CG
California 54.06% CG
Montana 33.50% CG
Colorado 15.12% CG
New Hampshire 9.56% CG
Maine 9.51% WCS
Kansas 3.70% CG
Nebraska (data missing) CG
Wyoming (data missing) CG
West Virginia (data missing) N
Nevada (data missing) CG
Tennessee (data missing) N
South Dakota (data missing) CG
South Carolina (data missing) CG
Utah (data missing) CG
North Dakota (data missing) CG
Oklahoma (data missing) CG
Iowa (data missing) CG
Georgia (data missing) N
Florida (data missing) CG
Idaho (data missing) N
Connecticut (data missing) WCS
Arkansas (data missing) CG
Hawaii (data missing) CG
Arizona (data missing) CG
Delaware (data missing) WCS

% deviation from even 
distribution

laws on worker 
cooperatives 

specifically (WCS), 
cooperatives generally 

(CG), or no laws on 
cooperatives (N)

Rhode Island



Table 3

Page 2

Missouri (data missing) CG
Kentucky (data missing) CG
Louisiana -1.06% CG
North Carolina -5.65% CG
New York -21.79% WCS
Maryland -29.08% CG
Alabama -60.22% WCS
Virginia -78.01% CG
Ohio -97.38% CG
Mississippi -101.99% CG
Pennsylvania -113.91% WCS
Indiana -119.16% N
New Jersey -198.41% N
Texas -318.04% CG
Illinois -343.40% CG
Michigan -587.60% WCS
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Worker Cooperatives and US State Law by Absolute Number

states + D.C.
California 55 CG
Minnesota 25 CG
Massachusetts 18 WCS
Oregon 16 WCS
Washington 13 WCS
New York 11 WCS
Wisconsin 10 CG
North Carolina 6 CG
Vermont 6 WCS
Colorado 4 CG
New Mexico 4 CG
Ohio 4 CG
Pennsylvania 4 WCS
Texas 4 CG
Louisiana 3 CG
Maryland 3 CG
Virginia 3 CG
Alabama 2 WCS
Alaska 2 N
Illinois 2 CG
Indiana 2 N
Kansas 2 CG
New Jersey 2 N
Rhode Island 2 CG
District of Columbia 1 CG
Maine 1 WCS
Michigan 1 WCS
Mississippi 1 CG
Montana 1 CG
New Hampshire 1 CG
Arizona 0 CG
Arkansas 0 CG
Connecticut 0 WCS
Delaware 0 WCS
Florida 0 CG
Georgia 0 N
Hawaii 0 CG

# of worker 
cooperatives in 

USFWC

laws on worker cooperatives 
specifically (WCS), 

cooperatives generally (CG), 
or no laws on cooperatives (N)
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Idaho 0 N
Iowa 0 CG
Kentucky 0 CG
Missouri 0 CG
Nebraska 0 CG
Nevada 0 CG
North Dakota 0 CG
Oklahoma 0 CG
South Carolina 0 CG
South Dakota 0 CG
Tennessee 0 N
Utah 0 CG
West Virginia 0 N
Wyoming 0 CG
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Worker Cooperatives and US States by Robert Putnam's Social Capital Index

STATES + D.C.
Hawaii N/A CG
Alaska N/A N
Vermont 10 WCS
South Dakota 10 CG
North Dakota 10 CG
Minnesota 10 CG
Nebraska 9 CG
Iowa 9 CG
Montana 9 CG
Maine 8 WCS
Wisconsin 8 CG
Washington 8 WCS
Utah 8 CG
New Hampshire 8 CG
Oregon 8 WCS
Wyoming 7 CG
Massachusetts 7 WCS
Missouri 7 CG
Kansas 7 CG
Connecticut 7 WCS
Colorado 7 CG
Arizona 6 CG
Delaware 6 WCS
Idaho 6 N
Michigan 6 WCS

6 CG
Ohio 5 CG
District of Columbia 5 CG
Oklahoma 5 CG
California 5 CG
Indiana 5 N
Pennsylvania 4 WCS
Illinois 4 CG
Maryland 4 CG
Virginia 4 CG
New York 4 WCS

state score in 
Putnam's social 

capital index

laws on worker cooperatives 
specifically (WCS), 

cooperatives generally 
(CG), or no laws on 

cooperatives (N)
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New Jersey 3 N
New Mexico 3 CG
Arkansas 3 CG
Florida 3 CG
Texas 2 CG
Kentucky 2 CG
North Carolina 2 CG
West Virginia 2 N
South Carolina 2 CG
Alabama 1 WCS
Tennessee 1 N
Mississippi 1 CG
Louisiana 1 CG
Nevada 1 CG
Georgia 1 N




