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Though there are many different types of cooperatives and employee-owned businesses, in this
document we focus on worker-owned cooperatives as a sustainable way for the poor to support
their families. Worker cooperatives are owned and controlled by the employees. Each member
has an equal share in the cooperative, and the business operates on a one person/one vote
principle. Unlike conventional business, which put profits first, “the primary purpose of a worker
co-op is to provide employment for its members.”® The Fair Trade Zone is a successful
example of one such cooperative.

A key concept of worker-owned cooperatives is that those involved in the business, the workers,
make decisions affecting the business in a democratic way. Ownership and rights to profit-
sharing are earned by work and participation in the cooperative. “By contrast, important
decisions in...capitalist systems are made by those who control investment capital...those who
provide the capital own the business and get the profits. Capital is necessary for any enterprise,
but while capitalists rent labor and earn profits, cooperatives rent capital and the members earn
profits through their participation.”*’

While the overwhelming majority
of the statistical information and
examples we provide below comes
from the United States and Spain |
due to availability of data, we |
should be aware that worker-
owned cooperatives and other
employee-owned businesses exist
world-wide: today there are 700
million co-op members in 100
countries.®  There are currently
“47,000 cooperatives in the U.SA.
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serving as many as 100 million people or 40 percent of the population. Cooperatives control 99
percent of Sweden’s dairy production, 95 percent of Japan’s rice harvest, 75 percent of western
Canada' s grain and oil seed output and 60 percent of Italy’s wine production. Some of the major
commercia banks in Europe are cooperatively owned or organized, including such giants as
Germany’s DG Bank, Holland’'s Rabobank, France's Credit Agricole. Almost 100 percent of
Japan’s fishermen are organised in cooperatives.” In New Zealand, nearly all the country’s
70,000 farmers belong to a cooperative and 54 percent of the country’s grocery trade is done by
cooperatives®® In India there are amost 220 million members serving in 500,000
cooperatives.®® In Nicaragua, nearly all public transport is run by cooperatives — including
municipal buses, inter city buses and taxis.

An ESOP is an Employee Stock Ownership Plan. It is away for workers to have some stake in
the company for which they work. While the plan does give workers stock options, often these
employees are left without any real power in the business because all decisions remain in the
hands of management and the largest stockholders. Therefore, ESOPs often fall short of their
potential. Asyou will see below, studies indicate that the more real involvement in the decision-
making process the employees have, the more successful the businessislikely to be.
Unfortunately, worker participation in decision-making is not common in ESOPs across the US.
Employees have magjority ownership in only about 1,500 of the 8,000 companies in which they
own stock. In no more than 200 firms do employees have full voting rights and control.** We
use examples of both worker-owned cooperatives and ESOPs below to demonstrate the
desirability of a worker-owned, worker-controlled workplace from the standpoint of company
performance, employee job quality and job growth.

The ultimate measure of company’s success, of course, and most investors' bottom line is profit.
Fortunately, there also appears to be a correlation between worker involvement in the business
and business profit and growth. Below are just a few examples of the success of worker-owned
businessesin terms of profits and growth.

Total salesfor the Fair Trade Zone cooperative in 2004 were more than seven times the
total salesfor 2003 and were up again by 40% in 2005. On top of that, the co-op saw
profits for the first time in 2004, meaning that worker-owners shared in those profits.

The Mondragon cooperativesin Spain are widely regarded as the most successful
cooperative system anywhere. Started by a young priest, José Arizmendi, in the 1940s
with a cooperative stove factory, the “Mondragon Experiment” now includes 173
cooperatives and nearly 20,000 worker-owners. Among the Mondragon cooperatives are:

Spain®fastest-growing bank, with about one billion dollars in assets

One of the largest chains of consumer storesin Spain

A socia insurance and health service cooperative
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A technological research center
In 1985 these enterprises - not counting the bank - transacted over abillion dollars
worth of business *

Currently, the largest hedlth care co-op in the USA is Cooperative Home Care Associates
(CHCA), ahome health care agency based in the Bronx in New York City. CHCA has
doubled in size since 2000.

Cooperative Carein rural Wisconsin, USA was profitable in each of itsfirst three years,
distributing $40,000 in dividends in 2002, its second year of operation.®

Burley Design Cooperative, acompany making bike trailers in Oregon, USA, began in
1986 and by 2003 they had $10 million annual sales.®

Union Cab cooperative in Wisconsin, USA, had gross annual revenues hitting $3.75
million in the early 2000s.*

Rainbow Grocery Cooperative in San Francisco, California, USA had sales grow 55% in
1996. In 2004 the store was generating over $30 million in revenue annually, while
operating without either a general manager or department managers.*®

A Washington State, USA study showed that at 28 participatively managed employee-
owned firms
sales Growth rates are 6.4% higher

A study of 45 employee-owned firms by the US National Center for Employee
Ownership showed that at employee-owned companies firms owned firms
sales Growth rates are 3.4% higher®’

Between 1992 and 1998 the American Capital Strategies Employee Ownership Index of
approximately 350 publicly traded companies with at least 10% employee ownership
outperformed the Dow Jones Index by 32% gaining 193.2% compared to 145.5% for the
Dow.

A study published by Northwestern University comparing ESOPs to non-ESOP
companiesin similar lines of business showed that
the rate of return for the ESOP companies was 2.7% higher
60% of the ESOP companies experienced share price increases upon
announcement of the ESOP program
82% indicated that the ESOP had a positive impact on business results®

In 2001, the US Employee Ownership Foundation found that of surveyed ESOP
companies

75% saw an increase in sales from 1999 to 2000

63% saw profitability increase in 2000
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A 2003 study published by Rutgers University showed that ESOPs boost:
shareholder return by 2%, and
profits by 14% >

Productivity is a good measure of how satisfied a company’s workers are since a drop or risein
productivity is often in direct correlation with worker morale. If a worker feels that she is not
being treated fairly, paid enough, or that her views are not being taken into account, then she will
not put much effort into job performance. On the other hand, if a worker is happy with her
treatment, her pay and has a space to express her views and participate in company decisions, she
ismore likely to go the extra mile for the business — not only being more productive during work
hours, but also being willing to work overtime when necessary. The studies cited below show us
the direct correlation between how much influence aworker has in the business’ decision-making
process and the company’ s level of productivity.

Fair Trade Zone production doubled between 2004 and 2005.

A study by the US Government Accounting Office in 1987 showed that participatively
managed employee-owned firms increased their productivity growth rates by 52% more
than their conventional counterparts.

In 2001, for the tenth consecutive year, The Employee Ownership Foundation found that
a majority of surveyed ESOP companies cite an overall increase in productivity and
performance. Nearly two-thirds of the firms surveyed (65%) stated that they performed
better in 2000 than in 1999.

A 2003 study published by Rutgers University gave overwhelmingly positive results
abo% the effectiveness of ESOPs, including showing that they boost productivity by
4%.

During Eastern Airlines brief 18-month flirtation with employee-ownership in 1984-85,
employe4els generated $100 million for the company in improved productivity and cost
savings.

# $ % &

Even if acompany is productive and profitable, that doesn’t mean much in the long run if it can’'t
stay in business. Time has proven that worker-owned businesses are more likely to keep their
doors open than businesses operating under top-down management. When aworker has a vested
interest in the company — not just profit-sharing, but also active participation in decision-making
processes — he is more likely to stay at hisjob and to work harder at it. When al the employees
of a company are tied to the fate of the company in this way, the company is more stable and
more likely to remain in business than its traditional ly-run competition.
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An ltaian study shows that mortality in cooperatives is one third that of other
companies®

An independent study found that public companies at least 20% owned by their
employees are organizationally more stable than their conventional counterparts.
74% of employee-owned companies remained independent compared to 38% non
employee-owned companies
No employee-owned companies went bankrupt compared to 25% of the non
employee-owned companies®

$ )

Unlike conventiona hierarchical businesses, the ultimate goal of a worker-owned cooperative is
not maximizing profits, but instead creating sustainable employment for its workers. Because of
this focus, and because the workers are vested in the company, worker-owned businesses have a
better track record for job creation and retention than their counterparts.

The Fair Trade Zone cooperative is now employing 53 heads of household from the local
community full time and maintains alow turnover rate. Turnover ratesin conventional
Nicaraguan free trade zones are nearly 200% annually.*

Employment in Italian cooperatives has tripled during the last 25 years.

The Mondragon Cooperatives in Spain boast 173 member cooperatives making up a total
of 20,000 workers. The co-ops range in size from as few as eight members to 2,000
workersin individual enterprises, with an average of 100 per cooperative.*®

Membership at Cooperative Care has grown from 61-81 since its inception in June 2001.

At Burl%/ Design Cooperative, membership rose from 15 in 1986 to nearly 100 members
in 2003.

Rainbow Grocery Cooperative's worker-members doubled from 1996 to 1998 bringing
their workforce up to 200.*

A study of 45 employee-owned firms by the U.S. National Center for Employee
Ownership showed that at employee-owned companies
employment Growth rates are 3.8% higher*

A study by the US Ohio Employee Ownership Center of 270 employee-owned companies
found that in terms of job growth

49% had outperformed their competitors

50% had done the same

1% had done worse™
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A Washington State, USA study showed that at 28 participatively managed employee-
owned firms
employment Growth rates are 10.9% higher™

! #

One key aspect to keeping worker-owners satisfied is paying them well and giving them a good
benefit package. When the workers themselves are alowed to make decisions with regard to
wages and benefits, they come up with creative ideas to keep all workers satisfied, not just those
a the top. While they insist on being paid fairly, they must also think about the company’s
profits. Though this is an incredibly difficult task, when all workers participate in the decision-
making process, they all have avoice and they all accept the outcome. Inevitably, worker-owned
companies rate better than conventional top-down businesses in the area of employee
compensation.

Fair Trade Zone worker-owners currently earn:
Twice the average wage paid in conventional Nicaraguan free trade zones and the
cooperative is constantly working toward paying worker-owners more. The
genera assembly re-evaluates the co-op’ s wage scale every six months.

All of workersin the Fair Trade Zone (members, pre-members, and contracted workers)
are signed up for socia security and health insurance meaning:

The co-op pays 15% toward the cost of the coverage

Workers pay 6.25% of their salary toward the cost of coverage

They are covered for work injuries, other illnesses, and receive retirement benefits

In addition to this, the cooperative provides the following benefits to al its workers:
Paid maternity leave: four weeks pre-natal and eight weeks post-partum
Thirteen paid legal holidays per year
One month per year paid vacation
One month per year 13" month bonus
Paid work day for any absence due to family illness verified with anote from a
doctor
All membersreceive their initial buy-in plus accrued profits when they leave the
co-0p
All members share in the business’ profits at the end of the year
Normal work days are not scheduled on Saturdays and Sundays in order to allow
workers to attend school
All pre-members receive 40 hours of cooperativism and 40 hours of business
management training free of charge
All workers receive on-the-job training free of charge

Home Care Associates boasts that:
One-half of its member-owners work full-time
Its workers have access to no-cost health insurance, as well as other employee
benefits™
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With 780 employees, the CHCA only has alow 22% annual turnover rate due to the fact
that it offers its employee-owners much more than conventional agencies.
Eighty-two cents of every dollar it receives goes to its workers in the form of
wages or benefits compared to other NYC agencies that typicaly allocate 60
cents of every dollar as direct wages or benefits to workers.>
Unliksg other agencies, 95 to 97 percent of worker-members are employed full
time.
Because of lower management salaries, its workers take home 20% more than
other New Y ork agencies.
Workers get comprehensive health insurance and four weeks of training compared
to the two weeks provided by most agencies.
Employees are guaranteed 30 hours of work a week and those who want to take
college nursing courses are subsidized.*®

Worker-owners at Cooperative Care enjoy:
Increased pay
Workers compensation
Increased holiday pay
Ten days paid vacation
Travel reimbursement
50-75% health insurance coverage *’

At Burley Design Cooperative all member-owners receive the same hourly wage.*®

A Washington State study of 102 employee-owned firms and 499 comparative non-
employee-owned companies showed that workers at employee-owned companies are
significantly better compensated than their counterparts at non-employee-owned
companies:

The median hourly wage was 5% to 15% higher

The average retirement benefits were 2 % times greater ($32,213 compared to

$12,735)>

A 2003 study published by Rutgers University showed that

It is substantially more probable that ESOP companies have other retirement-
oriented benefit plans than comparable non-ESOP companies®®

3 + i

In order to have a successful worker-owned business, there are various factors which are
indispensable: employee involvement in decision-making, good internal relations among workers
as well as between production and administration, flexibility and monitoring, a strong social
commitment, and access to low interest capital. Without them, the business will not be able to
thrive. Any group wishing to set up a worker-owned business should look carefully at these and
work to facilitate them within their business through trainings, education and effort to create the
culture of aworker-owned business.
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All studies seem to indicate that one of the most important aspects to a successful worker-owned
business is member participation in company decision-making. In this age of globalization, the
push for greater productivity has led to the development of cutting-edge management practices
that talk about “employee empowerment,” but often this translates into more responsibility
without representative power, and that leaves employees unsatisfied. We can see this in case
studies of ESOPs.

When an ESOP is formed to save a failing business — i.e. the employees take a pay cut to save
their jobs — and the workers don’t subsequently receive decision-making power in the company,
the strategy will not succeed. For example, workers in 18 failing trucking companies in the US
gave up an average 12 to 15 percent in pay cuts to bail out the businesses between 1981 and
1987. Although some received partial ownership and board representation, few achieved any
significant power. By 1987 only eight of the 18 were still in business.®*

In contrast, companies that formed ESOPs and gave employees decision-making power have
achieved unprecedented success. Republic Container, which makes steel drumsin W.Va,, USA,
was bought out by its workers in 1985 and, unlike other ESOPs, each employee was given one
vote. Just two years later, production was up by 20 percent, bonuses were being paid and wage
cuts had been restored.®?

Similarly, O&O Stores (“We own it; we operate it”) in the
Philadelphia area, is 70 percent owned by employees. Business
is flourishing, and the company is looking to expand.
According to the company, “a key to success appears to be
employees daily involvement. Workers vote on al maor
business decisions involving investment, recruiting, marketing
and operations.”®®

Getting the worker-owners to participate in the company is not
always as easy as handing them a vote, however. Learning to
- think and act like an owner takes a great deal of effort,
especially when the workforce is not used to having a voice. In
order to achieve a true workplace democracy, it is necessary to
change the culture of the workplace — and this requires a red
effort by management.

The Fair Trade Zone has a policy that all workers eventually
become owners, and alot of work is put into acculturating new
workers to cooperativism in order to prepare them for the
responsibilities of membership. “I think one of the best things that we have done,” says Rosa, “is
trying to have the people who come in be owners so that we have equal opportunities, equal
rights, equal obligations.”® The worker-owners of the co-op understand, however, that this
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process involves continually educating themselves as well. “More than anyone else we [owners]
have a responsibility to those who are just on machines,” says Rosa. “We need to create a
consciousness in them but in order to create that consciousness, we have to be conscientious
ourselves...and realize that...this is an international business now and we're not just selling at a
stall in the market.”®

In cases where it has been possible
to integrate workers into the
culture of cooperativism, this has
proven to be very positive not only
to the company’s success, but also
. with worker satisfaction.

For example, during US company
Eastern Airlines 18-month stint
with employee ownership, the
business took employee
empowerment to heart,
encouraging workers to make
decisions on every aspect of production and management, and the company reaped the benefits
financialy. “Together, the unions and management installed an employee involvement program.
‘Action teams of workers and managers met to solve job-related problems. Slowly, workers
who had felt disenfranchised began to believe they had both a financia stake and a say in the
way the company was run.”® Eastern’s employee participation plan went far beyond most
companies. they asked their employees to find better ways to get the job done. Employee
innovations led directly to increased company profits: welder “Whispering Joe” Imperatori saved
the company $304,000 by devising a new way to weld heat shields, and mechanic George
Henderson saved Eastern $306,000 a year by showing how to repair fan blades at a cost of
$19.20 per blade instead of buying them new for $163.80 each.®’

A foray into participatory democracy in the workplace is not something that can be successfully
done half-heartedly. In order for the workers to participate and therefore create a true
democracy, they have to see that the management is committed to the concept and to facilitating
area change in workplace culture. This is true whether the company is top-down management,
whether it’s an ESOP or even aworker-owned cooperative.

“This factory isn’'t going to run itself,” says Ruth. “We all have to run it together...We aren’t
waiting for the money to fall from the sky and for the profits to fall from the sky...We have to
make yet another sacrifice, not just say, ‘No, | don’t want to meet now, I'm leaving...l already
finished work.” | understand that this placeisn’t going to walk on its own.”®®

0-. )

One of the factors necessary for workers to participate in decision-making is feeling that they can
voice their opinions without making themselves vulnerable. “A cooperative is always an entity
of great trust, a place where one fedl's safe with respect to others, a place without betrayal.”® To
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achieve this, there has to be a certain level of trust not only among the workers themselves, but
also between workers and management. Without this trust, you can't build democracy in the
workplace, and without the implementation of a true democratic process, it'simpossible to create
that trust between workers and management.

In other words, workers who have
felt left out of decision-making are
actually brought into the process
through participatory democracy.
“By extending authority broadly
across the organization, members
regular exercise of power shapes
organizational decisions to create
greater access to wealth and power,
and creates a culture in which such
regular exercise is seen as
necessary to ensure a desirable
diversity.” When looked at this
way, participatory democracy can
serve to empower marginalized
communities.”

Participatory democracy has certainly empowered the worker-owners of the Fair Trade Zone.
All the origina worker-owners came from the same socio-economic background, and they were
al marginalized by the fact that they were desperately poor. When they first came to the project,
the mgjority of the women did not involve themselves in discussion, they remained silent and
when asked specificaly for an opinion, their response was typically, “Whatever everyone else
thinks is fine.” Today, it's difficult to get a word in edgewise in a meeting of the cooperative,
and members voice their opinions confidently. “Even if a group feels very weak, they should
just keep going,” urges Maria Elena. “Because | think we are a good example...In the
beginning, when anyone tried to give any responsibility to Veronica she was aways afraid and
would say no...Today the people who were the weakest are now the strongest: she now worksin
administration and she does that work very well.”™*

Arriving at this level of participation and trust, however, hasn't been easy for the cooperative.
Even among the origina owners who've been working together for seven years, it’'s sometimes
still a struggle to separate personal business from cooperative business. “We all have problems,”
says Ruth. “At home or wherever, there are always problems, that’s a given. But we have to
know how to do our jobs and...not mix [our work] with our home life.”

Another challenge facing cooperative worker-owners is to learn that part of being a cooperative
means making sacrifices, and that decisions are not made out of capriciousness or meant to
negatively effect a particular worker-owner, but rather are made for the benefit of the
cooperative as a whole. For the Fair Trade Zone, this has proven particularly difficult in the
production line. “Here it is my job to cal people's attention to a problem when they’ ve done
something wrong,” explains Ruth, who is the production coordinator. “From my perspective, it’s

28



not about yelling at people; | have to get aong well with
them. They have to respect me, just as | respect them. The
ded is that we al are united, that's it...We have to unite
ourselves, al of us.” "™

Fair Trade Zone worker-owners continually emphasize the
need to work together, and encourage other groups setting up
businesses to make this a priority. “They should aways be
united,” advises Verdnica. “And they should know how to
make decisions together and how to respect one ancther...
Because we started out like many cooperatives and we have
gotten to where we are because we are united.”

An essential aspect of creating trust and democracy in the
workplace is that everyone involved understand the concept
of cooperativism. “[Cooperativism is] work, organizing
ourselves...the whole group concerning itself for the same
cause, struggling towards the same vision and working for the
same god,” defines Maria Elena.  “Always [working]
together because this is caled a cooperative...the
organization of everyone together.”

Putting aside personal interests and concerning oneself for the needs of the cooperative and the
community does not come naturally. It isaconcept that must not only be explained, but be lived
in order to internalize it. After years of hard work, it's something that the members of the Fair
Trade Zone finaly understand. “I don't show up here because | earn a salary,” explains
Veronica. “No. That's not how it goes. | have to give it my all even if | don’t get along with
Tomasa, or if | don’'t get along with Yadira, or if | don’'t get along with whomever — | have to
giveit my al. If | want this [project] to succeed, | can't be coming here just for my salary and to
maintain my children.” "

-/ & # $ # &

From studies that have been done on cooperatives, it is apparent that flexibility, willingness to
solve problems creatively, and constant striving for improvement are important to success.
“There should be an ability to resolve the problems that have presented themselves and that keep
cropping up,” advises Rosa, “as we grow, different problems come up...because we're at a
different level.” "’

Even businesses as entrenched in democracy and cooperativism as the Mondragon cooperatives
have a need to go back to the drawing board from time to time. One study done with the
Mondragdn cooperatives showed that there was much less participation in meetings by workers
on the factory floor than by the better-educated white-collar workers. “In some cooperatives,
workers attitudes were described as being as aienated from their enterprise as those in
traditional private businesses, seeing the governing bodies, management and office workers as
distant, elite authority.””® There appear to be several reasons for these problems: one was that
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factory work was set up in assembly line fashion,
meaning that workers follow repetitive routines in
relative isolation from one another. This type of
arrangement does not facilitate worker participation in
decision- making, but rather reinforces antiquated ideas
of worker subordination. The Mondragon cooperatives
have drawn upon ther collective experience and
creativity to resolve this problem using models of
industrial democracy originating in Scandinavia. They
have re-arranged factory production to operate under
teams that have responsibility over a series of tasks and
the freedom to decide how to accomplish them. Workers
are increasingly being asked to participate in shop-floor
groups that provide input on the organization and
coordination of work in the cooperative.”

Worker-owners at the Fair Trade Zone also emphasize
that the moment a problem crops up, it should be dealt
with in order to avoid recurring issues. “[Any
cooperative] should get in the habit of having regular meetings, and of really getting to the
bottom of a problem and not...just covering up the real issues and leaving it for later,” advises
Rosa. “Each time that there is a problem that’s not really resolved, it grows and grows and
there’'s going to come a day when it will come out of the box and then they’re going to say,
‘When did this start? We didn’t even redize.””®

1- HH# #

The benefits for the local community from a conventiona business compared with those from a
worker-owned business are starkly different. The fact that the business is owned by local
workers has proven to increase the likelihood that the business and its profits stay in the
community where the workers live® |
Worker-owned cooperatives also tend
to invest in socia capita more than
other types of business. “They insist
on an active citizenry in a radically
democratic polity. And they show
solidarity beyond the boundaries of
their own strict self-interest by
making generous financial and other
contributions to new co-ops and other
community organizations.” %

The Fair Trade Zone's commitment to @ &
its community is unique among free . T
trade zones. While it’s true that many
free trade zones in Nicaragua give
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money for projects to the government — the building of the Presidential Palace in Managua and
the “Taiwan” baseball stadium in Ciudad Sandino being two relevant examples — nearly al these
companies are foreign-owned. Because of this, profits from the business — which all belong to
foreign owners — are sent out of the country, and Nicaragua sees none of the benefits of these
businesses’ success. In contrast, the Fair Trade Zone is wholly owned by its workers, and all of
its workers are Nicaraguans living in Ciudad Sandino. Not only is the Fair Trade Zone creating
sustainable jobs in a community with extreme unemployment, but all of the company profits go
to the workers. In other words, the profits stay right here in the community and filter directly
into the local economy.

Providing more employment for families in the community and supporting local socia projects
have aways been the goals driving the Fair Trade Zone. “My dream is for the cooperative to
grow more,” says Veronica. “Herein Nicaraguathereisalot of unemployment. That iswhy my
dream is to give work to a lot of women and men.” As a cooperative, the Fair Trade Zone has
pledged a percentage of its profits to social projects such as a childcare center, help for drug-
addicted youth and a senior center.

2-

“Most worker co-ops are small businesses, and like any modest enterprise, raising necessary
capital is amajor challenge. Sometimes, it can be harder because many banks do not understand
or appreciate the cooperative model. At the same time, more people can draw capital from more
sources. A typical small business owner generates ‘sweat equity’ with long hours of unpaid
work. In a co-op, that burden can be spread over more people, voluntarily accepting lower wages
as ameans of financing the business.”®®

For any business, having access to capital is at the top of
their list of essentials. No matter how large the company,
any business has to take loans in order to grow. Thisisno
less true of a worker-owned business, but due to the
generaly small nature of worker-owned companies and the
fact that the worker-owners often don't have much
investment capital or credit rating, access to capital tends to
be more difficult. In Nicaragua, for example, even if the
banks will loan to a company, the going rate for loans is at
25% annual interest, making it impossible for any but the
largest companies to make loans. It is therefore
preferential, in most situations, to work with a community
banking system.

Together with economic support from the government, the =
formation of a cooperative bank for providing needed |
capital has been an integral part of the success of the
Mondragdn cooperativesin Spain. When anew co-op is set
up, the cooperative savings bank, the Cga Laboral Popular,
provides 75% of the required capital, repayable over ten !
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years a below-market rates. The state provides 12.5% of the start-up funding as a low-interest
loan aimed at job creation. The remaining 12.5% is provided by worker-owners on joining the
co-op as their buy-in. The Caga follows up on its investments by providing financial and
technical services to co-ops and monitoring their operations.®* “Outside banks, like a national
cooperative bank, may also be useful, but when financia resources are not intimately connected
with aregional system, their impact is scattered and rarely encourages the integrated support that
seems to have been a key factor in Mondragén®success.” *

In the case of the Fair Trade Zone, it is one of the few cooperatives in Nicaragua that still has
access to low-interest capital. The start-up money for the cooperative was lent interest-free from
the JHC-CDCA, and paid back as a percentage of each sadle made. It would have been nearly
impossible to convince a bank to
loan start-up money for the
cooperative to a group of
devastatingly poor women with a
Wt pipe dream as a business plan and
no collatera whatsoever. “No
government institution would have
given us a long-term loan,” says
Fair Trade Zone worker-owner and
administrator  Yadira Vallgjos.®
“We are a group of women, the
majority of whom had a very low
academic level, and | even saw it
as suspicious that there were
" s % people who were providing this
support for us.”

This origina loan from the JHC-CDCA is being paid back into the organization’s revolving loan
fund, which provides on-going financing at low interest rates. This fund is accessed by the
cooperatives that the JHC-CDCA works with: when money is available, the funds are loaned to
the businesses at an interest rate of 6% annually. The fund is set up to provide short-term loans
and has the advantage that if the cooperative pays off the loan within three weeks, they are not
charged interest at all. The Fair Trade Zone regularly takes advantage of the revolving loan fund
in particular to purchase cloth for upcoming orders and occasionaly to cover payroll at the end
of an order before receiving payment. Without access to the revolving loan fund, the Fair Trade
Zone would never have been able to expand the business. The JHC-CDCA hopes that the
revolving loan fund itself will receive funding in the future to expand and eventualy become a
cooperative bank.
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