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There is no part of forming a cooperative that is more important than the initial organization 
since this phase will set the tone for the entire business in the future.  If there are conflicts among 
those involved in the project that are left unresolved during the organizational period, those will 
continue to haunt the formalized cooperative.  If there are issues that are left undefined, those 
will also continue to crop up. “Perhaps more important than the legal framework, it is critical to 
develop an organizational structure that reflects and promotes a culture best suited to the 
particular business.”86  There are several important aspects to consider when beginning to 
organize a cooperative: 1) making sure that your future business has a market for its product, 2) 
making sure that the potential members of the cooperative will be beneficial to your business, 3) 
defining the parameters of membership including buy-in to the cooperative, 4) formalizing the 
group’s ideas about the cooperative.  All of these steps are essential in getting your new co-op 
started on the right foot. 
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Although cooperatives are often set up for idealistic reasons – participatory democracy, social 
projects – it’s important to keep in mind that a cooperative must be a functioning business first 
and foremost, or it will surely fail.  “While those [idealistic] motivations can inspire employees, 
and even carve out a niche in the marketplace, it’s also imperative that the co-op maintains a 
strong business orientation.”87 
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In order to establish a successful 
cooperative, economist Prabhat 
Ranjan Sarkar suggests three basic 
factors 1) an integrated economic 
environment, 2) common 
economic needs, and 3) a ready 
market for the produced goods.88  
Certainly one of the reasons that 
the Fair Trade Zone has been 
successful is that it began with a 
market.  The cooperative had a 
promised market for organic T-
shirts with Maggie’s Organics, and 
then built its structure to meet that 
demand.    Many businesses are 
built by making a product and then 
looking for a market for that 

product.  While this method doesn’ t necessarily fail, in our opinion it is always better to find a 
demand in the market and then meet that demand.  In this way, the new cooperative is 
guaranteed that it will not invest time, energy and finances into making a product that it later 
won’ t be able to sell. 
 
Only once a viable market for the co-op’s future production been established is it time to begin 
the work of organizing the membership of the cooperative. 
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In order to make a cooperative successful, various 
organizational factors need to be taken into account.  “The 
worker-owners coming into a new cooperative need to know 
each other well,”  recommends Mike Woodard of the JHC-
CDCA.  “They must talk in great detail about what is involved 
in setting up the cooperative, how they will do it and specify 
what commitment is required from each of them.”89 
 
Not everyone is a good candidate for membership in a 
cooperative.  It is much easier to separate people with other 
priorities out before they are made legal members of the 
cooperative.  For this reason, it is important for candidates for 
membership to evaluate each other in an open and honest 
manner.  One way to help facilitate this is to help candidates 
draw up a list of specific criteria for membership, and have 
them evaluate each other in those specific categories (i.e. 
willingness to participate, attitude, how they relate to other 
workers, level of commitment, attendance etc.).  
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“They must be brutally honest with each other, or learn to be,”  advises Mike.90  It should also be 
encouraged that during the evaluation, the group doing the evaluating give specific examples of 
each candidates’  positive or negative attributes, rather than speaking generally.  This will help 
avoid conflicts among the candidates.  For example: “Of five work days per week, the candidate 
only participated on average four days.”    
 
It is also important that the potential members look at who is willing to take on responsibility in 
the cooperative, particularly those who are willing to work without pay or take on unattractive 
assignments – these people will become good cooperative members.  “Above all else…select the 
group of people that is going to work,”  counsels Rosa.  “Define in all senses of the word the 
activities according to the abilities of each person and define the roles they will have.”91   
 
Anyone who is only willing to do the bare minimum to become a member shouldn’ t be accepted 
as a member in the first place.  They are not committed to the business and will continue to drain 
resources without contributing substantially to the co-op’s success.  Again, it is better to separate 
these people out now than to have to take away their membership later. 
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One of the aspects of organizing the cooperative 
that potential members are most likely to be 
concerned with is the buy-in to the cooperative.  
Cooperatives in the formative stages should be 
sure to hammer out details of the buy-in so that 
all candidates for membership are clear as to 
what their financial commitment will be, how it 
can be paid, and where their buy-in goes. 
 
In the case of the Fair Trade Zone, the 
cooperative used the Mondragón system as a 
model for its buy-in.  The buy-in to the co-op is a 
statement of commitment to the cooperative.  
Each member’s buy-in money is deposited into 
the member’s account in the cooperative but is 
not related to the distribution of profits.  As in the 
Mondragón cooperatives “each worker©s share of 
surplus also goes into the worker©s account, 
where it earns interest which cannot be 
withdrawn until the worker retires or leaves and 
may be used to help make up deficits in the case 
of losses.”92   
 
Because the candidates for membership in the Fair Trade Zone did not have the financial means 
to be able to buy-in to the cooperative, the group decided to accept sweat-equity as each 
members’  buy-in.  They put a value on each hour worked – including construction work on the 
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factory, hours spent in cooperativism and business trainings, 
and hours spent in production training.  The agreed-upon 
figure to complete the buy-in was 640 hours of work, 
equalling $350.      
 
In the case of the Fair Trade Zone, using sweat equity has 
proven much more effective for member retention than an 
upfront cash payment could have been.  The worker-owners 
understand the need to make sacrificies.  “ If you want to eat 
fish,”  explains worker-owner Delia Urban, “you’ve got to get 
your ass wet.”93  Because each member has so much of their 
lives and time invested in the cooperative, when faced with a 
difficult situation, they don’ t back down.  Instead they say, 
“ I’m not leaving, my blood and sweat is in this building,”  
and they look for ways to resolve the situation. 
 
One consideration to make when starting a cooperative with 
sweat equity is that credit should not be given for work that 
others have done on a candidate’s behalf – each worker 
should be judged by their personal contribution only.  “ If a 
cooperative member has family members involved in the 

cooperative or family members who are helping them earn their buy-in to the cooperative 
through sweat equity, then it should be kept in mind that what a particular candidate’s mother or 
sister contributes is NOT necessarily what that candidate will contribute,”  warns Mike.94  In a 
cooperative, it is important that everyone gain entry to the co-op based on his or her own efforts.  
This will avoid disappointments and conflicts down the line. 
�
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The cooperative should be completely formed, with its constitution and bylaws written before 
entering into the legalization of the cooperative.  Meetings should be held with all potential 
members to visualize the cooperative, talk about practical issues, draft the constitution, edit and 
amend it.  Only then should the group move forward with filing for legal status.  This will ensure 
that everyone is committed to making the cooperative function before becoming a legal entity.  
Ideally, the cooperative should be ready to produce or already in production when the 
legalization process happens. 
 
The group of women who formed the Fair Trade Zone spent months meeting to talk about what 
their cooperative would look like, what being an owner means, and looking at a budget.  They 
were ready to start sewing by the time the cooperative was legalized. 
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The cooperative’s constitution and bylaws should be created with full participation of all 
potential members in conjunction with a lawyer who has experience with local cooperative law.  
It is important that all involved participate actively in the construction of the documents, not only 
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to ensure that everything that is important to the group be included in the constitution and 
bylaws, but also so that all those involved will be intimately aware of the contents of the co-op’s 
constitution and bylaws.  This will help avoid confusion, repetition and misunderstandings in the 
future.  Each member should have his or her own copy of the constitution and bylaws and should 
understand it well, not only for personal reference, but also to help explain the document to 
future members. 
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The group should establish very specifically who can be 
a member of their cooperative.  For example, when 
forming the Fair Trade Zone, the members decided that 
they did not want men to be excluded from the 
cooperative, taking into consideration that there are 
many unemployed men in the community as well.  They 
also looked at the issue of whether or not to allow family 
members of existing co-op members to join the co-op.  
They decided not to allow any additional family 
members to join the cooperative, as the original group 
already included several members of the same families.  
This decision was made due to a concern that several 
members of one family would be seen as a voting block 
in any decision-making process – i.e. family members 
would see a need to vote in the same way as other family 
members. 
 
Admission standards for the cooperative should be set 
high – not necessarily in terms of financial contribution, 
but in terms of sweat equity and/or trainings required.  
This discourages those who are not truly committed to the cooperative from joining and makes 
the membership of those who do join that much more valuable to each member.  
 
In its early stages of formation, a cooperative should also decide on policies for future 
membership.  For example, will it accept members who are not active workers in the 
cooperative?  Will it allow non-members to work in the co-op?  In our opinion, both of these 
situations are likely to lead to problems for the cooperative. Allowing members who are not 
active workers leads to resentment from those who are active members and means that absentee 
shareholders have decision-making power without actively contributing to the co-op’s work.  
Allowing non-members to work in the cooperative long-term will create a worker-owner 
dynamic similar to that existing in any conventional business, therefore negating the positive 
aspects of a worker-owned cooperative.  
 
The Fair Trade Zone allows non-members to work in the factory only for a trial period of three 
months.  After that time, workers must decide between entering into the process of becoming a 
member of the cooperative or leaving the factory.  Those who decide to join the cooperative 
become pre-members for a period of one year, during which they must complete 40 hours of 
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cooperativism training and 40 hours of business training.  They are evaluated by co-op members 
during the year for their attitude, participation, interest and work ethic.  The process of being 
accepted as a member is rigorous, since the new member is essentially a business partner.   
 
When discussing membership, the group should also decide whether the administration of the 
business will be contracted with outside personnel, or whether the business will be administrated 

using existing members of the 
cooperative.  The advantage of 
having outside administration is 
that the personnel contracted will 
have no personal interest in the 
profitability of the company and 
will make business judgments 
based solely on the health of the 
business.  There is often a reticence 
on the part of co-op members to 
enforce disciplinary actions, for 
example.  If one member is causing 
a problem, other members feel bad 
disciplining her or avoid doing so 

in order to not enter into a conflict with other cooperative members.  An outside contractor has 
no such qualms. 
 
The disadvantage of hiring outside administration is that it violates the basic tenet of 
cooperatives: that every worker is an owner and has a voice and vote in the cooperative.  This 
implies not only economic participation, but also the right to make decisions.  Often tensions can 
develop in a cooperative between co-op members and outside administration.  The 
administration is looking out for the profitability of the business and the partners in the 
cooperative are looking out for their job security.  Often an outside administrator can’ t see the 
value in that.  We can look at the issue of wages as an example.  The administrator may see that 
paying lower wages will lead to more profits for the cooperative.  The worker-owners, in 
contrast, want to be well paid and be guaranteed insurance and other benefits.   
 
On several occasions the Fair Trade Zone has hired outside personnel to coordinate production at 
the co-op because the members have had trouble disciplining their fellow workers and running a 
tight production.  In each case, co-op members have conflicted with the outside coordinator and 
have ended up firing them and replacing them with a co-op member who better understands the 
culture of the cooperative.  Over time, members have had to learn to discipline each other. 
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There are generally established rights and responsibilities for all co-op members which are 
included in any co-op’s constitution and bylaws.  It is important, however, that the group look 
these over and decide what additional rights and responsibilities they would like to add.  This is 
likely to be the section of the document most referred to during the existence of the cooperative, 
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and all members should truly understand and internalize each section of the rights and 
responsibilities. 
 
Workers must internalize the idea that any cooperative’s primary reason for existence is to 
provide employment, not for making profit for its members.  This means that when anyone 
becomes a member, they have the same rights and responsibilities as any other member of the 
co-op, no matter how long anyone has been a member.  In cooperatives, each member has a 
voice and one vote, just like any other member, and the concept of seniority does not exist. 
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We would suggest that the buy-in to the cooperative be specified in the constitution and bylaws 
not only in amount, but also as to whether or not it will earn interest or if it will be fixed.  
Policies regarding in-kind buy-in should also be established.  For example, once a co-op member 
leaves, will their in-kind contribution be returned to them in-kind?  Or will a value be placed on 
it at the time of the creation of the cooperative, which will then be reimbursed to the member 
when he or she leaves the co-op? 
 
� � � � 	 �� � � � � � � " � � � �  +" � � � � � � �
 
The cooperative should decide what, if any, support to continuing education it would like to give 
its members.  Education is of utmost importance for cooperatives, and this area should be 
considered carefully not just to provide members with opportunities to continue their education 
for personal reasons, but also to encourage co-op members to become more educated in order to 
better serve their cooperative.  The more educated members the cooperative has, the better 
trained the personnel will be to run the business efficiently. 
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The group should take seriously the section on establishing relationships with other cooperatives 
and its relationship to and support of its local community.  In Nicaragua, co-ops by law serve a 
social function as well as an 
economic function.  They are 
therefore required to re-invest 30% of 
their annual profits in the local 
community.  Even if the law does not 
require such a commitment, 
cooperatives should be encouraged to 
consider such an investment. 
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The group should decide what 
committees they would like to 
establish.  For example, do they want 
a committee to defend the rights of 
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worker-owners who feel they they have been treated unfairly?  A committee such as this, 
dedicated to worker grievances in a different type of business would be called a union.  This is 
an idea that co-ops should not shy away from – the more open a co-op is about worker issues, the 
more contented the worker-owners will be and the business will run more smoothly.  The Fair 
Trade Zone opted not to create such a committee, as the worker-owners felt that having a voice 
and vote in the co-op was sufficient to ensure that worker issues are dealt with. 
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The group should also discuss in detail under what circumstances the co-op can be dissolved and 
how the resources of the cooperative will be divided up in the case of the dissolution of the 
cooperative, being sure to check what is allowed by local cooperative law.  Our suggestion 
would be that dissolution of the cooperative require a unanimous vote, rather than a simple 
majority. We recommend this so that a simple majority can’ t dissolve the cooperative in order to 
share out the resources.  We would also recommend that the resources be divided up by paying 
off all debts first, then liquidating all assets and dividing them equally among the partners. Also, 
this helps protect the idea behind the cooperative – to create sustainable employment – rather 
than to benefit a majority of partners by selling off resources.  Any other organizations involved 
in the project (clients, government, NGOs) will be reassured by the existence of such bylaws. 
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The steps to legalization that we outline below are valid legal process in Nicaragua at the time of 
publishing.  The legalization process will vary in other countries, and is also subject to 
amendments or changes to the current law in Nicaragua.  It is important to note that you should 
always consult the government entity in charge of cooperatives before working on legalization 
and that all legalization should be done in consultation with a trustworthy lawyer trained in local 
cooperative law.  In Nicaragua, the government body to consult is the Dirección General de 
Cooperativas (DIGECOOP) in the Ministry of Labor (MITRAB).   

 
Initially, as explained above, there should be 
a group of people interested in organizing 
themselves and forming a cooperative.  They 
should have a common interest and as a 
minimum should be a group of 10 people. 

1. Define the economic activity that the 
cooperative will be dedicated to (ex. 
fishing, taxi, agriculture, credit, etc). 

2. Contract the services of a trustworthy 
lawyer (preferably recommended by 
a mutual acquaintance) to consult 
with the cooperative on how to form 
a Board of Directors, different 
committees in the cooperative, etc.  
The lawyer must have experience in 
the formation of cooperatives. 
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3. Write the constitution and bylaws of the cooperative.  These should be written in 
collaboration with the lawyer.  It is very important that the future members of the 
cooperatives participate in this process to be sure that everything that ought to be is 
included in the documents.  The constitution and bylaws should always be written only as 
permitted by local cooperative law.  For example, when deciding who can be included in 
the cooperative, in Nicaragua it is allowed that a particular cooperative specify that only 
women will be members of the co-op.  It is not, however, allowed for the cooperative to 
decide that it wants to have two presidents and no treasurer, as the makeup of the Board 
of Directors is specifically established in cooperative law. 

4. All members of the cooperative should receive 40 hours of cooperativism training as 
established in Nicaraguan cooperative law.  This is an obligatory requirement since the 
training must be certified by a lawyer, and all names of participants should appear on the 
certification.  Even if this step is not required by your local law, it is highly recommended 
for the satisfactory functioning of the cooperative in years to come. 

5. Once numbers 3 and 4 are completed, the group can proceed with the registry with the 
Ministry of Labor.  The minimum timeline is one month, although it could be longer.  
Make sure that your constitution and bylaws follow cooperative law to avoid delays or 
fines. 

6. Once the cooperative has been approved by the Ministry of Labor (or the corresponding 
government body), the group proceeds to register the cooperative with the Dirección 
General de Ingresos (the tax office) and the mayor’s office of the municipality where the 
cooperative is located.  In both places, the officials will explain the taxes that the 
cooperative will be obligated to pay and which taxes will be exonerated (if any). 

 
In Nicaragua, some cooperatives receive benefits that others don’ t, depending on the commercial 
activity of the co-op.  For example, there are cooperatives that sell their products in the local 
market (national): taxis, buses, credit, etc.  Other cooperatives are dedicated to the export of 
agricultural products: coffee, beans, fruit, lumber, artisan products etc.  The cooperatives that are 
dedicated to export receive some different benefits, as economic policy established by the 
government dictates. 
 
All cooperatives are obligated by law to keep their accounting books up to date.  The same holds 
true for their records of all meetings. 
 
No cooperative can legally function with fewer than 10 members.  For example: with nine 
members the cooperative is automatically declared dissolved by the Ministry of Labor. 
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Around the world, history has proven to us that democracy doesn’ t work unless it is education-
based.  Wherever a country has attempted to run an uninformed democracy, the result has been a 
dictatorship.  What is true in the political macrocosm also holds true in the microcosm of a 
worker-owned cooperative.  That’s why it’s in any cooperative’s best interest to educate its 
members.  Education makes it possible to have a true democracy, where all members of the 
cooperative participate in decision-making, not just in a superficial manner, but in an informed 
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and active way.  Educating cooperative members in all areas – technical training, the principles 
of cooperativism, and business management as well as encouraging and facilitating higher 
education for all members – not only allows the cooperative to run more efficiently and 
productively, but even more importantly improves the members’  self-esteem and sense of self-
worth, encouraging them to participate fully in the running of their business and their own 
workplace democracy.  
 
Nowhere has the need for education in cooperatives been more tragically proven than in 
Nicaragua.  After the popular revolution of 1979 overthrew the Somoza dictatorship and much of 
the wealthy landed class fled for Miami, the Nicaraguan Sandinista government carried out an 
agrarian reform movement, giving land and resources to peasant farmers for the founding of 
cooperatives.  Throughout the decade of the 1980s there were scores of cooperatives scattered 
around Nicaragua, working in everything from dairy production to soy products to pottery and 
coffee.  Most of these cooperatives had received their land, machinery and equipment from the 

government for free.  Members 
were not obligated to buy in to the 
cooperatives either through 
monetary contributions or sweat 
equity.  Each of these cooperatives 
relied heavily on government aid to 
survive, though that aid often did 
not include education beyond 
initial technical training.  The co-
ops had little time, resources or 
support from government agencies 
to train the co-op members in 
cooperativism or business 
practices.    
 

The change in government in 1990 meant an end to all state aid and support for cooperatives.  By 
1992, seventy-five percent of investment in agriculture went to the large private estates 
producing export goods, and subsidies on products for internal consumption such as beans and 
rice were removed. Poor rural co-operatives were now forced to go to private banks for credit, 
where “ interest rates were the highest and whose conditions for loans were the most cruel.”95  
Cooperative members sold off what they had to the returning landed class, becoming once again 
subsistence farmers or worse, part of the cheap, docile workforce employed in the large-scale 
agricultural industry.  “ Infant mortality rates returned to the level of the early 1950s, illiteracy 
began to rise exponentially as the newest generation of young Nicaraguans saw their school 
careers abruptly curtailed.”96  What few industrial jobs there were disappeared as local industry 
was destroyed by the arrival, in bulk, of cheaper imports, particularly textiles.97 
 
It’s easy to see that a variety of factors contributed to the downfall of many cooperatives in 
Nicaragua: lack of available credit and lack of significant member investment as well as a lack of 
education for co-op members.  It is, however, possible for cooperatives to survive in such 
adverse conditions, if the members are truly committed to cooperativism and have been given the 
tools to successfully run a business, i.e. some level of business training.  If members understand 
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the concept of cooperativism, they will put the priorities of the cooperative ahead of personal 
priorities.  This means that they will not be tempted to sell off equipment and divide up the sale 
money when the situation becomes difficult, because they will understand that without the 
necessary equipment, the cooperative cannot continue to produce.  If members understand how 
their business functions, if they understand credits, profits and losses, then they are able to look 
for alternative support. The cooperatives that have survived in Nicaragua have increasingly 
turned to the international sector, NGOs, to provide the aid and credits that the government once 
furnished.  Therefore, while education is certainly not the only factor affecting a cooperative’s 
success, it is certainly one of the most important elements.   
 
At a minimum, cooperatives should provide extensive cooperativism training and business 
management training on top of necessary technical training.  Those cooperatives willing to take 
another step toward educating their membership should encourage higher education through 
flexible work schedules and scholarships. 
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The first and most important aspect of a cooperative member’s education is cooperativism – 
what a true worker-owned cooperative is and what it means to be a member in a worker co-op.  
For a worker coming to a 
cooperative from unemployment 
or conventional employment in a 
hierarchical workplace, it will be 
impossible to grasp the concept of 
cooperativism unless the co-op 
provides significant training and 
she has a positive example to 
follow from other co-op members 
and leadership.  Without this 
crucial introduction, it is unlikely 
that she will ever fully develop an 
active role in the cooperative or be 
prepared for the sacrifice also 
required of co-op members in running their business.  As promoters of worker-owned 
cooperatives in New Zealand have noted, “Experience has shown the need for education to 
establish a cooperative ethic among workers so that they develop their ability to participate in 
and control their firms.”98 
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The second area in which it is crucial to educate all worker-owners is in the area of business 
management.  Each cooperative is distinct, and there are some that will hire new members based 
on their experience and education.  As we are promoting worker-owned cooperatives as a source 
of employment for those living in extreme poverty, however, let us assume that most of our 
members will not have been educated formally beyond primary school, and that their previous 
job experience will be mostly in the informal sector.  Therefore, very few of the co-op members 
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to be trained will have been educated in any kind of business management.  This does not 
prevent them from running a successful business, but it is important that they be given the tools 
they need to do so.   
 
In any country, developed or underdeveloped, we see endless examples of small businesses that 
are poorly run.  In the majority of these cases, the owners simply have not yet learned how to run 
their business.  The advantage that a worker-owned cooperative has over other small businesses 
is that it has more members among which to share the tasks of running the business, and as long 
as those members work well together, lack of prior education will not necessarily impede the co-
op’s development.   
 
There are, however, a several principles we have used for training the members of the Fair Trade 
Zone and other cooperatives that we feel are absolutely essential when trying to foster education 
for a truly democratic workplace.  In our experience, it is imperative to the education of members 
to be trained in the following areas: production (organizing a production line, ordering steps, 

following production process); quality 
control (recognizing quality, tracking 
quality, final inspection); human 
resources (hiring and firing, applicable 
laws, effective communication with 
workers), administration (importing, 
exporting, payroll, correspondence); 
and accounting (invoicing, receiving, 
paying).  Wherever possible, real 
examples from the business should be 
used.  This serves the dual purpose of 
making the information pertinent and 
understandable to the members, while 
at the same time serving as practical 
experience.  Member participation in 
the training classes is of utmost 
importance – a great deal of effort 

should be put into using practical exercises, activities that get the members involved, and 
questions that put the responsibility for learning the material back on the members.  Whenever 
possible experienced members should train the more inexperienced members themselves, thus 
improving their own training and educating new members at the same time. 
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Cooperative members must also receive technical training for their particular job title.  In a 
production cooperative, this may mean training with machinery or with particular productive 
processes. In some cases this training will occur on the job site and other co-op members will be 
the trainers.  In other cases this may require special classes or training of the entire cooperative.  
The situation will vary depending on what activity the cooperative is involved in. 
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We also strongly encourage all cooperatives to support members’  outside education in any way 
they can.  The Fair Trade Zone cooperative has adopted a policy of working only Monday 
through Friday (unless extreme circumstances call for working overtime) specifically so that co-
op members can attend school on Saturdays or Sundays.  Two co-op members have finished high 
school in this way and are currently studying at university.  Other members are working on their 
high school diplomas.  The co-op encourages this for two reasons: one, it serves the co-op to 
have better educated members, and two, the members are studying subjects which interest them, 
but also help the cooperative, such as business administration and accounting.  “My dream,”  says 
Rosa, “ [is] to keep studying, to keep learning to better serve the cooperative.”99 
 
Formal technical training, on-the-job training and higher education all contribute to the workers’  
sense of self-esteem. You can see that without this education, this leadership within the 
cooperative would not have developed. “Before I didn’ t know anything,”  remembers Fair Trade 
Zone president Verónica.  “ I didn’ t know anything about what a free trade zone is, much less 
running one, and now I do.  I feel like I’ve learned a lot and it has helped me.”100 
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