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The Fair Trade Zone, an industrial sewing cooperative, isthe world’ s first worker-owned free
trade zone.

The Fair Trade Zone began as a sustainable economic development project in early 1999. A
group of Nicaraguan women, who had lost their homes in Hurricane Mitch just afew months
earlier, started a project to set up their own business: an industrial sewing cooperative. Working
in conjunction with the non- — :

governmental organization
(NGO) Jubilee House
Community, Inc. and its
project the Center for
Development in Central
America (JHC-CDCA), the
group began to organize as a
cooperative. In February of
2001, Cooperativa
Maguiladora Mujeres de
Nueva Vida Internaciona
(COMAMNUVI) was
officialy incorporated with the
vision of one day becoming a
free trade zone. After many
years of working towards this

goal, the members of

COMAMNUVI formed

another business to administer the free trade zone, Zona Franca Masili, S.A. with the commercia
name “The Fair Trade Zone/ Zona de Comercio Justo.” The name“Fair Trade Zon€e’ isa
deliberate play on words to distinguish the business from conventional “free trade zones,”
commonly known as sweatshops. Conventional free trade zones are known for low wages and
bad working conditions. The Fair Trade Zone, in contrast, emphasizes fairer wages, good
working conditions and worker-ownership of the business. In October of 2004, the Fair Trade
Zone received certification as afree trade zone and after fulfilling the final requirements began
operating as afree trade zone in July 2005.

The implications of this development are broad: if asmall group of poor women — victims of a
hurricane — can become a free trade zone, then other groups can do the same. Thisinnovation of
aworker-owned free trade zone has the potential to turn the current model of globalization on its
head because benefits that have previously been available only to large corporations suddenly
become available to those who need them most: the world' s poor.

We can use Nicaragua as an example of an underdeveloped country that attracts many free trade
zones. In Nicaragua, as in so many poor countries, the economic situation and lack of



employment are the first concerns of the population. Seventy-eight
20 percent of the Nicaraguan people live on less than $2 per day while

b | 43% live on less than $1 per day." The official unemployment ratein
Nicaragua is 54% nation-wide.> One in three Nicaraguan children
suffers from some degree of chronic malnutrition.> There is a sense
¥ of desperation among much of the population in the country. “Right
8% now in Nicaragua the cost of the basic food basket is over [$298] per
@i month, and what you earn is $88 a month, maybe $118 if you're

¥ lucky,” says Maria Elena Medina, a member of the Fair Trade Zone.*
Unless Nicaragua can come up with viable alternatives soon, the
people of this country are doomed to live in extreme poverty, with
conditions worsening by the day. Fortunately, there are feasible
economic alternatives for the poor of countries like Nicaragua, one of
which is the example offered by the Fair Trade Zon€e's approach to
sustainable economic devel opment.

In Nicaragua, the government has been incapable of coming up with a
workable plan to create quality employment — the current
administration’s “alternative’ isthe low-paid, highly unstable jobs
offered in the country’ s free trade zones. Likewise, there are
| relatively few non-governmental organizations (NGOs) working
specifically on sustainable economic development. They tend to
work on smaller-scale housing, health care and micro-credit projects.
There are many reasons NGOs don’t work on sustainable economic
development projects: not only are such projectsincredibly time-
consuming (needing organizationa staff on site full time for a period
of years), but they are also costly, and it is not easy to convince donors to give money to such
projects. Unfortunately, unless the poor can find a sustainable way to support their families,
health care and micro-credit projects won't be able to save them from the extreme poverty that is
currently the reality for 78% of Nicaraguans.

Sustainable development is development set in an egalitarian social, political and economic
context that uses no more resources than can be replenished. The role of sustainable economic
development comes in to give the poor an opportunity to learn to successfully run their own
business. Because the bottom line with the Fair Trade Zone has always been creating sustainable
employment, we have not focused on helping one or two people create a business, but on
supporting awhole group of people willing to work together. This group of people, in turn, has
not focused solely on maintaining employment for themselves, but on expanding their business
specifically so that they can create more employment for familiesin their community. These
families with income then boost the local economy, which benefits the community as awhole.
Thisisthe result of successful sustainable economic development.

One of the most important aspects of the Fair Trade Zone project is that it is a worker-owned
cooperative, in which workers have voice and vote on all matters. Because the project was
designed to create sustainable employment for the poor, it was imperative that the business be a



truly democratic enterprise. We argue that no business can be sustainable as long as its workers
are exploited, and workers can always be exploited unless they have a voice in the workplace.
We believe that the future of production does not reside .
on the benevolence of factory owners, but on the workers " e
themselves representing their own interestsf’ The only
way to guarantee that the workers' voice is heard is if the
workers themselves are the owners of the business.
Cooperatives offer members “a right and a means to
influence corporate policy. They aso have a binding set
of values, based on integrity and an idea of socid
solidarity.”®

Projects such as the Fair Trade Zone have the advantage
of working in an export market, and so are not restricted
to the capacity of the local market. In the Nicaraguan
economy, for example, there is avery limited amount of
capital circulating, and the Fair Trade Zone would not be
able to compete with cheap goods flooding the market
from other countries. The cooperative would have to
lower salaries, compromise quality and lay off workersin
order to undersell the competition. Happily, they are not
forced into this situation because they have an export market. Their exports bring foreign capital
into the country and, more importantly, directly into the pockets of the worker-ownersin their
cooperative.

How does one secure an export market? In the case of clothing, and in the case of many other
7 : products, making a quality organic and fair trade
product provides a guaranteed market in many parts
of the world, including Europe, the United States and
Australia. Currently the fair trade markets world-
wide are flooded with a small variety of goods:
coffee, tea, chocolate and artisan crafts. It is our
belief that the fair trade market is strong enough to
support many more products, and that the market is
in fact clamoring for everyday items to be offered as
g fair trade. In marketing circles, the consumer group
. referred to as “creative consumers’ are those people
willing to spend more on a product because it is
| organically certified or fairly traded. These “creative
~ consumers’ currently represent 50 million consumers
in the United States aone’ Worker-owned
cooperatives in developing countries should take
advantage of this market. They should also take advantage of those benefits available to free
trade zones in order to make themselves more competitive in these markets. The goal of this
document is to show how this can be achieved specifically to benefit those living in extreme
poverty.




This document is intended to answer questions about the Fair Trade Zone — how this small
cooperative was able to achieve free trade zone status, and why they chose to do so —aswell as
serving as arough guide for other groups attempting to create sustai nable employment for the
poor around the world.

The Fair Trade Zone project has been carried out by the members of Cooperativa Maquiladora
Mujeres de Nueva Vida Internacional (COMAMNUVI), in conjunction with the support of the
non-profit corporation Jubilee House Community and its project the Center for Development in
Central America (JHC-CDCA).
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The Fair Trade Zone began as a women’'s sewing cooperative project in 1999 as part of the
sustainable economic development work of the non-governmental organization (NGO) Jubilee
House Community, Inc. and its project, the Center for Development in Central America (JHC-
CDCA). In the current global economic climate, Nicaragua's role is to provide cheap, docile
labor for companies, which often have little or no ties to the local community. The Fair Trade
Zone stands as a viable aternative to this model. Owned and operated by workers who come
from the surrounding area, it is vitaly involved and interested in the welfare of the larger
community. The Fair Trade Zone offers sustained work under fair and safe working conditions.
Furthermore, it has already projected a percentage of future earnings to be invested in social
projects for the community.
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The Jubilee House Community (JHC) was formed in January 1979 as a non-sectarian religious
community to live and work with and among the poor. Its primary purpose was to work with
grassroots movements for social justice, while addressing the short-term needs of those most
impacted by socia, economic,

sexual, and racial injustices.

Towards that end, Jubilee House
Community established a group of
emergency services to address
issues of homel essness,
joblessness, domestic violence,
violence against women, and
hunger while working  with
grassroots movements in  the
United States. An independent,
volunteer board of directors under
the auspices of Jubilee House
Community, Inc., a501(c) (3) non-
profit corporation, directed this
work.



In 1989 the Jubilee House Community decided to relocate its efforts to work more directly
among the poor of Centra America. Local U.S. projects of the JHC were placed under the
control of other non-profit organizations and in 1993 the Board of Directors officially established
the JHC' s project in Nicaragua, called the Center for Development in Central America (CDCA).

JHC-CDCA works in community development focusing primarily on five areas. sustainable
agriculture, appropriate technology, primary health care, sustainable economic development, and
education. JHC-CDCA's primary mission is to accompany local communities in their efforts to
become sustainable, self-sufficient, democratic entities.

The JHC-CDCA began its work in Ciudad
Sandino, Nicaragua, in 1993. Since then,
the JHC-CDCA has developed an organic
agricultural cooperative business
(COPROEXNIC) that is grower-owned.
COPROEXNIC has developed from 16
growers in the first year to its current
membership of over 2000 growers. It
exports organic sesame, honey, coffee,
peanuts and cashews. Building on that
experience, JHC-CDCA now works with
five cooperatives. In addition to
COPROEXNIC, it works with a building
materials cooperative, a ceramic water
filter cooperative, a security cooperative
and the women’s sewing cooperative, the
Fair Trade Zone.

In al its work, the JHC-CDCA solicits

input from the communities and acts on

their advicee. JHC-CDCA has aded
development in several communities by assisting them in their efforts to bring water and
sanitation to their communities using contextually appropriate means. In conjunction with the
communities themselves, the JHC-CDCA has built four health centers, one school, and one
feeding center/preschool.

When Hurricane Mitch hit Nicaragua in October 1998, the JHC-CDCA involved itself in
emergency relief and with the reconstruction process, assisting several resettlement camps in
obtaining latrines, food, and medical care. The JHC-CDCA has worked mainly with Nueva
Vida, acommunity of 1,265 families created 1 %2 km down the road from the JHC-CDCA center.
The NGO began its work in Nueva Vida by organizing the community, first identifying local
leaders through block elections, then identifying needs and prioritizing them. Using these
elected leaders the JHC-CDCA distributed food, latrines, wash stands, provisional shelters, and
held hedth clinics. Currently, the JHC-CDCA operates a full time clinic in Nueva Vida
providing family and women’s medical care.
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For more than 25 years JHC has carried out sustainable development projects. This has always
been done with keen attention to the desires of the beneficiaries; with a commitment to work
with, not for, the target community; and based in a context of sustainability, which will allow the
project to continue long after the JHC has left the community.
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In 1998, severa countriesin Central America, including Nicaragua, were besieged by Hurricane
Mitch, which devastated the region. At that time, there were many poor people living along the
lakeshore in Managua. During the hurricane the lake flooded and those families lost their homes
and were rel ocated.

These families became part of a
new urban area caled “Nueva
Vida” or New Life, in Ciudad
Sandino, just outside Managua
Located seven miles west of the
capital, Ciudad Sandino has the
largest population density in the
country: it houses over 4,500
people per square mile. The loca
government can do little to help
the 200,000 residents - the mayor®
office has $2.30 per person per year in tax revenues to provide al city services, including
maintenance of the municipa infrastructure, refuse removal and support of educationa and
health care programs.

1"H% &

After Hurricane Mitch, the JHC-CDCA began to search for a way to combat the 80%
unemployment in Ciudad Sandino. Through a marketing partnership with Maggie's Organics in
Michigan, USA, the idea came about to form a sewing cooperative run by the women of Nueva
Vida.

In Nicaragua there are many free trade zones where mainly women work in “sweat shops,”
producing clothing under unacceptable labor conditions, long hours and low pay. As parents —
mostly single mothers — the women of Nueva Vida wanted to provide for their own families.
“Because we're poor, we have had to struggle on our own behalf,” declares Fair Trade Zone
worker-owner Marina Pérez.?

The women of Nueva Vida wanted to be able to send their kids to school. They wanted to have
meaningful work for themselves. “It was a good idea for me to have my own work and leave the
life that | had before,” remembers Fair Trade Zone president Veronica Calero. “l was a
housewife, and | was always just waiting for my husband to provide for me. That’s not the way
things should be; women should work to get ahead for themselves and always be independent.
And | have managed that, | am now independent, | feel independent.”®
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Co-op member Rosa Davila was also a housewife before joining the
co-op. “What | did was take in washing to be able to help feed my
three children...] hadn't worked [outside the home] in 14 or 15
years....| felt incapable of doing anything. But involving myself in
the project, continuing with my studies, and interrelating with other
people can give you a lot of energy, and it can give you
opportunitiesin life and | hadn’t realized that before.”°

Work with dignity is impossible to obtain by working in the free
trade zones, where as workers, these women would be at the whims
of employers who care only for their profits, not the well-being of
their workers. “[We have] the opportunity to share the profits: in
other free trade zones you don't see that,” says Fair Trade Zone
secretary Ruth Mena. “The [foreign owners] might pay vacations
and bonuses, but they don’t distribute the profits; they keep those.” & ( ) -
These women are now the owners of their own cooperative, the Fair Trade Zone, and they work
hard to make their business run well. “I fee good because | am the owner of my own work, |
don’'t work for anyone who's going to take my sweat. We are business owners ourselves, all of
us workers,” says Zulema Mena, treasurer of the Fair Trade Zone.™

74 )  +

Being a worker-owner in the Fair Trade Zone cooperdtive is a
constant challenge and requires real commitment. The origina
group of co-op members worked for 640 hours each on the
construction of their building and the organization of their project.
For a period of over two years they each worked 20 hours a week
without recelving pay. “The hardest part,” says co-op member
Andrea Calderdn, “was going back to the house after working
without a salary...that was the hardest part because sometimes we
didn’t have the means to feed our children.”*

This work was their sweat-equity buy-in to the co-op. These single
mothers would work half a day mixing cement and digging post-
holes in the morning, and then they would try to make ends mest -
many working as street vendors - in the afternoon. They endured
plenty of criticism and many people laughed at the idea of a group of
S women doing construction labor. “But you know that we women are
more entrepreneurial  than men,” says Zulema “Nothing
embarrasses us. If someone says, ‘Look, this has to be done,” then we do it.”*3

Not everyone who started out in the project was able to finish. “We were hacking at concrete,
putting up walls, mixing cement, digging the septic tank, al of us women. We started out with
50 women,” remembers Marina. “But...they said they couldn’'t work here without a salary
because how were they going to eat? So afew left, then a few more left, then a few more until

12



there were only eleven left, and we are the
ones that are still here.”

Many of the women in the project didn’t
enjoy the support of their families during
this time. “My husband just said to me,
‘Look, this is never going to amount to
anything. You'recrazy,” says Marina™

“Some of our husbands left us because they

said that we were working for nothing, that

we had to bring a salary into the household,”

says Ruth. “They said, ‘Where have you

ever seen someone who goes to work +

without earning any money? ...In my case

he left me because | said ‘I’m going to see about a future for my children.” Because you know
that a man can be with one woman today and tomorrow it might occur to him to leave, but your
children are always with you. So one has to look to the future and this was my case, a future for
my children.”*

It was hard-going working without a salary and oftentimes without
the support of their families. “But at the same time,” says Maria
Elena, “I had hope because | always thought that | was going to have
a secure job. [The JHC-CDCA] explained to us that it was a project
in which we were going to be the owners in the future, and we were
going to have steady work. And that means more than anything
here...because it’s hard to get ajob in our country.”*’

In February of 2001, the small group of women heads of household
was incorporated as a cooperative, Cooperativa Maquiladora
Mujeres de Nueva Vida Internacional, COMAMNUVI (“Women®
International Sewing Cooperative of Nueva Vida’). By May the
building was finished and they received their first machines with the

( start-up capital provided at low interest from the JHC-CDCA. Now it
was time to learn to sew.

=4A 3

Most of the co-op members had never worked in the free trade zones and didn®have experience
sewing on industrial machines. Of the fifty women who started the project, half had sewing
experience and half did not. During the construction phase when members were working
without pay, those women who had sewing experience — a very marketable skill — left the project
to find work in the free trade zones. Those who did not have experience — and therefore no other
employment option — stayed. They went through a training program and practiced on their own
machines — well-worn outdated models purchased in a liquidation sale from the U.S. Their first
job was making organic hair scrunchies for Maggi€' s Organics in Michigan.

13



By August of 2001, they had
learned the 15 different operations
to make a T-shirt and they sent
their first small order of organic T-
shirtsto Maggie's. It was an order
of 50 and it took the members one
whole month to  produce,
compared with the co-op’s current
production of 1,000 pieces daily.
Though Maggie's was happy with
the quality of the shirts, they
weren't able to send large orders
right away, and so the co-op
continued at a slow pace.

Over the next year the origina

group of co-op members worked mostly on very small orders of organic tees, paying themselves
$2 a day to come in to work, keep their factory clean, meet regularly as a co-op, and to practice

& & ) x o+

their sewing skills. When the co-op received its first
sizeable order of 3,000 conventional tees, everything that
could possibly go wrong did. As the first full-package
order it was time-sensitive and the co-op was forced to buy
a much higher quality cloth than required in order to
receive it on time, which put the co-op at risk of losing
money on the order from the beginning. None of the
worker-owners were yet trained in cutting, so the co-op
hired an out-of-work cutter from a traditional free trade
zone to cut the cloth into T-shirts. Because he was used to
cutting blue jeans out of cloth that belonged to someone
else, he did not know how to minimize waste. As a result
the co-op ended up with mountains of wasted cloth and
had to place another emergency order with the cloth
manufacturer to complete the order. There was no time to
train additional machine operators or money to pay them,
so all the co-op members sat down at machines to sew —
still paying themselves their basic daily wage of $2. At the
end of the order, al the co-op members as well as staff
from the JHC-CDCA stayed up al night working side-by-

side to get the order shipped. Despite all efforts, the

order was shipped late. The client liked the quality of the

shirts received, but the co-op has never received a subsequent order from them.

Though this first large order was a nightmare, the co-op learned a lot from its mistakes and by
June they were working on orders of women’'s “Organic Bliss’ camisoles for Maggie's — a
sophisticated garment that requires a soft touch and very high quality. In the U.S., everyone in

14



the industry had told Bené Burda, the owner of Maggi€'s, that it was impossible for this small,
inexperienced co-op to sew quality camisoles with the equipment they had. Fortunately, the co-
op proved these naysayers wrong, and continues to sew all of Maggi€'s camisoles for Bend, with
better quality than she ever received in the US.

“The maority of us didn't have any experience whatsoever and now we have masters in quality
control, in design,” boasts Rosa. “[The product development team] gets a design and knows how
they're going to put it together, they understand it well. They get another design in and they
learn to master that too. This has been through experience and the effort that has been put into
the cooperative.” '8

In August of 2002, just one year after completing their first 50 T-shirts with the origina
members, the co-op employed 65 people working two shifts to sew a container of 26,000 organic
T-shirts for Maggie's. Splitting the experienced workers into two shifts was a real hardship at
this early stage, and the co-op still had alot to learn about production efficiency: each eight-hour
shift rarely produced as many as 400 finished T-shirts and there were constant bottle-necks
throughout the process. Newly hired workers had to be trained from scratch and there were
continual problems with operators not showing up to work and the process coming to a standstill
a their station as a result. The container took two long months to produce, during which the
staff at JHC-CDCA often worked 18-hour days accompanying both shifts at the co-op and
helping to ease the process dong. The positive result of al this hard work was not only
subsequent orders from Maggi€'s, but also the emergence of strong leadership among the co-op
members.

>40+ *

During this time, the co-op was still working mostly as a cut-and-sew shop. This means that
clients supplied all raw materials and the co-op sewed them into garments, selling only its labor.
Under the cut and sew system, it was very difficult to make a profit,

and the co-op was dependent on its clients to send raw materials.

This meant that production was very irregular. “We only worked

four or five months a year in the first years,” remembers Maria

Elena. “We had to stay at home waiting because there wasn't work,

there were no orders or maybe we didn’'t have cloth, or we didn’t

have money to buy cloth. It was very difficult because we earned

less...If we weren't working, we weren’t earning.”*°

Many times the co-op would go months without a large order and
then suddenly have only one month to sew an entire container of T-
shirts. They would hire on and train contracted workers during big
orders, but since they were only able to maintain the co-op members
during the slow periods, they continued to lose workers to the free
trade zones. “Many workers that we had taught how to use
industrial machines had to go look for work in the conventional free

trade zones and the thing is that we aways had to look for new

people and teach them again and this didn't get us anywhere,” (01
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explains Rosa® Because the co-op’s god is to provide steady employment, they began to look
for ways out of this problem.

943 #B

In October of 2003 the co-op received a grant for
two purposes, one of which was to buy raw
materials to provide a full package service to
clients. With full package service, the cooperative
buys its own raw materials and sells a finished
product to its clients. Not only is this system more
atractive to clients, but it puts the worker-owners
in control of their own production schedule.
Predictably, full package service has come with
its own set of problems. Because the co-op must
now supply the raw materials, the difficult task of
finding a steady supply of good quality organic
cloth now rests on the cooperative's shoulders.
It's also a constant struggle to keep a cash reserve
in the bank for purchasing raw materias, which is
necessary because the co-op must buy all the cloth
for an order before receiving full payment from its
client. In spite of these issues, switching to the
full package service system means that the co-op
can now give full-time employment to a group of
53 heads of household from the community of
Ciudad Sandino. They are able to pay themselves double what the average worker earns in the
conventional free trade zones in Nicaragua. The Far Trade Zone is one of the few textile
companies, large or small, in Central Americathat is currently providing full package service.

@

The second purpose of the grant was to certify the cooperative as the world®first worker-owned
free trade zone. After many years of working towards this goal, the members of COMAMNUVI
formed another business to administer the free trade zone, Zona Franca Masili, S.A. “The Fair
Trade Zone / Zona de Comercio Justo.” It was necessary to form this second business because
the law does not allow a cooperative to be a free trade zone, so COMAMNUVI could not form
the free trade zone directly. The Fair Trade Zone is wholly owned and operated by the members
of COMAMNUVI and each member has equal sharesin the Fair Trade Zone.

In October of 2004, the Fair Trade Zone received certification as a free trade zone and after
fulfilling the fina requirements began operating as a free trade zone in July 2005. Free trade
zone status gives the cooperative benefits that alow it to compete on more equal footing with
conventional free trade zone “sweatshops.” The Fair Trade Zone, however, provides just pay,
fair working conditions, and worker control of the workplace. As a registered free trade zone,
the Fair Trade Zone enjoys tax incentives usually available only to much larger companies. With

16



its savings in sales tax, income tax, and preferred rates on some utilities, it is becoming more
competitive internationally. Unlike traditional companies, the workers share in the profits of the
cooperative, which means that the additional savings gained with free trade zone status are
passed directly on to the workers as increased profits.

The members of the Fair Trade Zone have had to make many
sacrifices to build their cooperative. Despite this, they have
continued to work with the co-op toward the goal of finding
away out of the extreme poverty in which they livein Nueva
Vida. They are working together to create sustainable
employment in the community so that they can support
themselves and their families. “We' re not millionaires,” says
Fair Trade Zone worker-owner Tomasa Jiron. “More than
anything else, our work isn't to make ourselvesrich. It'sto
maintain ourselves and be working and to give more work to
other people.”*

For the members of the cooperative, their dream for the

future is to raise production levels in order to provide steady

full-time employment for more families in their community.

“Because here in Nicaragua there is alot of unemployment,”

says Veronica. “That's why my dream is to give work to

many more women — and men too, but it’'s more of a priority C ) e
for women.”#

Everyone who works in their cooperative becomes a member so that all workers are owners and
have a vested interest in the success of the cooperative. “Because we don't want anyone to be
just aworker. Wewant usall to be owners,” explains Marina®

One of the Fair Trade Zone's goals is to generate more earnings in order to be able to put a
percentage of their co-op’s profits toward socia projects such as homes for the elderly, children®
feeding centers, rehabilitation houses for drug addicts, and schools. “1 would like to support my
neighborhood here in Nueva Vida more,” says Zulema, who has taught adult literacy classes in
her spare time. “Because it's not al about working and exporting; it's aso about the help that
we give"®* Co-op worker-owners are currently working on plans for a childcare center for their
workers, most of whom are single mothers.
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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 aworker
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.

6B -32,C

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.

) 6,

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
businesses in 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

20



A 2003 study published by Rutgers University showed that ESOPs boost:
shareholder return by 2%, and
profits by 14%

* 6, #

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
abogst) 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,
employeﬁs generated $100 million for the company in improved productivity and cost
savings.

- 6) + #3 ° # A #

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*

6& ' ) %

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™

6- + # 3

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 a voice 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.*
Unlik&_g 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™

(6D # 3

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 dea 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

2 3 ) s become owners, and a lot 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...| already
finished work.” | understand that this placeisn’t going to walk on its own.”®’

74 %

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 aways 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 call people’'s attention to a problem when they’ ve done
something wrong,” explains Ruth, who is the production coordinator. “From my perspective, it's
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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, all 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 2 () r+
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.”
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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 a 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 Mondragdn 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.’”” "

>43 )

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 aso 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
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 al 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.

94 +

“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 4 ' 5y o+
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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
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
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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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 aso 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”® 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 essentia in getting your new co-op
started on the right foot.

4 + $

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,
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and even carve out a niche in the marketplace, it's also imperative that the co-op maintains a
strong business orientation.”®’

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.?®
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 Maggi€' 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 aways 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.
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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.”®

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 €9 o
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workers, level of commitment, attendance etc.).

“They must be brutally honest with each other, or learn to be,” advises Mike.® 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 aso important that the potential members ook 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 al else...select the
group of people that is going to work,” counsels Rosa. “Define in al senses of the word the
activities according to the abilities of each person and define the roles they will have.”**

Anyone who is only willing to do the bare minimum to become a member shouldn’t be accepted
as amember in thefirst 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 Mondragon system as a
model for its buy-in. The buy-in to the co-op isa
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. Asinthe
Mondragén cooperatives “each worker® share of
surplus aso goes into the worker® account,
where it eans 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.”%

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 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.”® 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 swesat 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

) v others have done on a candidate’'s behalf — each worker

should be judged by their persona 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** In a cooperative, it isimportant that everyone gain

entry to the co-op based on his or her own efforts. Thiswill avoid disappointments and conflicts
down theline.
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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 al 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. Thiswill ensure
that everyone is committed to making the cooperative function before becoming a legal entity.
Ideally, the cooperative should be ready to produce or aready 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.
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It isimportant that all involved participate actively in the construction of the documents, not only
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. Thiswill 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 alow family
members of existing co-op members to join the co-op.
They decided not to alow any additional family
members to join the cooperative, as the original group
aready included several members of the same families.
This decison was made due to a concern that severa
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 alow 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 aworker-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
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become pre-members for a period of one year, during which they must complete 40 hours of
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 amember isrigorous, 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 persona interest in the
profitability of the company and
will make business judgments
based solely on the health of the
business. Thereis often areticence
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 al 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. Thisis
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-0p, 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 |eaves the co-op?
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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.

94% + I + #

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 wel as an

economic function. They are

therefore required to re-invest 30% of

their annual profits in the loca

community. Even if the law does not

require such a commitment,

cooperatives should be encouraged to

consider such an investment.

@)

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. Thisis
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 alowed 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 ssmple 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 Direccion 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 Directorsis 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 yearsto 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, athough 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 Direccion
General de Ingresos (the tax office) and the mayor’s office of the municipality where the
cooperative is located. In both places, the officias 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 al 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 alows 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 tragicaly 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 membersin
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.”*
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
agricultura 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.”® What few industrial jobs there were disappeared as local industry
was destroyed by the arrival, in bulk, of cheaper imports, particularly textiles.®’
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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 alack 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
the concept of cooperativism, they will put the priorities of the cooperative ahead of persond
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 ook
for aternative 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.

:4) o+

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

crucia 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 Zedand 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.” %
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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
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 devel opment.

There are, however, a severd
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 dua 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 isinvolved in.
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We aso 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.”*

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 | didn’t know anything,” remembers Fair Trade
Zone president Veronica. “I didn’t know anything about what a free trade zone is, much less
running one, and now | do. | feel like I’ve learned alot and it has helped me.”*®
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Because it is the first worker-owned free trade zone in the world, everyone wants to know why
the Fair Trade Zone chose to jump through so many hoops to become an official free trade zone.
There are the obvious reasons. as a cooperative, they still had to pay taxes, as a free trade zone,
they don’'t. As a cooperative, they endured long waits for imports and exports, as a free trade
zone they don'’t.

“Here in Nicaragua | think [the government is] number one for bureaucratic paperwork,” says
Rosa. “Documents might be in an office for aweek just because they’ re missing one signature.”
As a cooperative, she explains, there were a lot of steps involved in the importation process.
“We had to get permission from the Ministry of Labor, wait a week for the Home Ministry to
give us another permission and then another week for customs to receive it and to tell us, ‘ Okay,
you can take the goods to the co-op.’ It was along time to be waiting

and the cloth was just sitting there.” '™

The benefits of tax exemption and expedited imports and exports are
normally offered only to free trade zones in underdevel oped countries,
amost al of which are owned by foreigners. The only benefits that
this company’s business brings to the host country are low-paid,
highly unstable jobs. And where do al their profits go? Into the
pocket of the owners, who keep their bank accounts in a more secure
country than the one hosting its business. Therefore, in a country like
Nicaragua, none of the profit stays in the country, and the free trade
zone's contribution to the local economy in terms of salaries is
minimal.

In the dominant neo-liberal global economy, economically
disadvantaged people cannot compete. The very structure of the
system is set up this way: all competitive advantages are given to the
economic €lite, while those who have little or nothing are expected to
“pull themselves up by their bootstraps.” For those with few
resources, viable alternatives are limited. In the developed world, they
are most often forced into one or more minimum wage jobs to support
their families — working long hours for low wages with few benefits, if
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any. In the developing world, and in Nicaragua's case in particular, those with scarce economic
resources are given little option but to find work at one of the multiplying free trade zones where
the working conditions are reprehensible: forced overtime, miserable wages, and often abusive
treatment from the management.

For the worker-owners of the Fair Trade Zone, the effort they have put into becoming certified as
a free trade zone has not just been about the economic benefits. It's also about offering better
employment in their community and creating viable economic alternatives.

“Even though we aren’t going to be millionaires,” says Maria Elena, “we are owners of our own
business. We have the great blessing of not having a foreigner as our boss who would be yelling
at us because we arrived late or because we did something wrong. It's a source of pride for me
that | am an owner, and aside from being an owner, | am a worker in a free trade zone where |
know that | don’t have a boss who will yell at me.” 1%
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A free trade zone (FTZ), or export processing zone, is an area of a country where tariffs and
guotas are eliminated and bureaucratic requirements are lowered in order to attract companies by
raising the incentives for doing business there. Most FTZs are located in the developing world.
Usually, these zones are set up in underdeveloped parts of the host country, the rationale being
that the zones will attract employees and thus reduce poverty and unemployment and stimulate
the area’s economy. These zones are most often used by multinational corporations to set up
factories to produce goods (such as clothing or shoes).*®

Because the multinational corporation is able to choose between many poor countries in setting
up an overseas factory, bidding wars erupt between their governments. Often the government
pays part of the initial cost of factory setup, loosens environmental protections and rules
regarding negligence and the treatment of workers, and promises not to request payment of taxes
for the next few years. When the taxation-free years are over, the corporation which set up the
factory without fully assuming its costs is often able to set up operations elsewhere for less
expense than the taxes to be paid, or ssimply set up a new free trade zone in the same current host
country. These options give free trade zones leverage to take the host government to the
bargaining table with more demandsin order for it to continue operationsin the country.'%*

“A consortium comes in, and they have agroup of Koreans with money,” explains Rosa. “They
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build a factory, they are the owners, they just contract with the workers to make their garments
and they export them. And when they say ‘I don’t want to be here anymore, I’ ve got enough,’
they go. They pick up their stuff and they go and the workers are left unemployed.” %

Conditions for the workers in many of these FTZs, however, are not acceptable, and this is why
many equate the term “free trade zone” with “sweatshop.” In Nicaragua, there are over 70 free
trade zone corporations, employing over 70,000 workers, 80% of whom are women.’® At least
in Nicaragua s case, sweatshop workers are subject to unacceptable labor conditions, long hours
and low pay. In many places, only women younger than 35 are given jobs, and many are forced
to take pregnancy tests before being given a job. Workers have insurance payments deducted
from their paychecks only to discover in an emergency that they are not covered under any
insurance plan. If workers miss a day to take their children to the doctor, they often come back to
work to find they’ve been fired. Union organizing is banned outright or management controls
which unions are set up. Workers who attempt to organize themselves are blacklisted from
working in any free trade zone. Employees routinely work from before 7 AM to after 7 PM with
forced overtime. They spend little time with their families: they can’'t help their children with
homework or pick up their grades at school. If they get one day a week off — which often they
don’'t — it must be spent washing by hand the laundry that has piled up during the week. Salaries
are so miserable that with the minimum monthly salary ($42), workers can’t even afford to buy
one-eighth of the basic food basket ($298). Pressure to produce in the free trade zones is so
strong that many workers make

themselves sick, and reports of

physical and emotional abuse from

supervisors are widespread.'%’

“[At the Fair Trade Zone], we
want to maintain a sustainable
market so that we can keep
working and giving employment,”
explains Ruth. “[Working here]
gives me and other workers time to
be with our children. In the other
free trade zones that’s not the case
because they work Monday
through Sunday, the whole week
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As a free trade zone, the Fair Trade Zone now receives al the same benefits as the subsidiaries
of multi-national corporations:
Expedited import and export paperwork
No payment of taxes or duties on imports and exports
Exemption on local purchases of the 15% value added tax
Exemption from all Nicaraguan taxes, except for payment of employees
socia security and health care
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Lower utility rates on public utilities (water)

The difference is that the workers are the owners, so when the company sees profit at the end of
ayear, that profit goes to the workers. There isn’t any foreign bank account to store the profits
in, so al of it stays right here in Nicaragua, being invested in the community by the workers, and
by the business, which as a cooperative must set aside 30% of its annual profit for social
projects. What conventional free trade zone does this?

“Now all of thisisrun by the workers and we are Nicaraguans and at least in my case, | am not
planning on ever leaving here,” declares Rosa. “1 will always be here, and if I'm not then my
children will be here...We are al Nicaraguans, we're al poor people who started to work here
and not one person is the owner here, but we are all owners.”*®

The Far Trade Zone has
effectively turned the modern
model of globalization on its head,
using the very system that has been
designed to  benefit large
corporations to benefit the local
economy and poor workers. If it
can be done effectively in Nueva
Vida, Nicaragua, it can certainly be
done effectively in other parts of
the world, and that is where the
hope lies for the poor in the
developing world to have ahand in
changing their own futures.
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The steps to certifying a free trade zone that follow are legal process according to Nicaraguan
free trade zone law. Regardless of where you are located, you should always check with the
appropriate government offices in charge of free trade zones (in Nicaragua the Comisién
Nacional de Zona Franca CNZF) and consult with a reputable lawyer, preferably one who
comes recommended, and who has experience setting up free trade zones.

1. Form and legalize a business that is dedicated to the fabrication of products for export.
For example, clothing of all kinds, footwear, electrical products etc. The constitution and
bylaws should be written by a lawyer with experience in the formation of free trade
zones, since there are specific laws that exist to create free trade zones.

In the formation of free trade zones, generally limited liability corporations are used,
where there is no limitation of participants. In the case of the Fair Trade Zone,
Nicaraguan law does not allow for cooperatives to own free trade zones. Therefore, the
members of COMAMNUVI formed a limited liability corporation, Zona Franca Masili,
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SA with the commercia names “Fair Trade Zone / Zona de Comercio Justo.” Each
member of COMAMNUVI has equal shares in the Fair Trade Zone and the Fair Trade
Zone iswholly owned and operated by the members of COMAMNUVI.

2. Once the business is legalized, it is registered in the Mercantile Registry and then
presented to the National Free Trade Zone Commission (CNZF), which approvesit. Itis
necessary to attach the following documents:

TS@TO o0 o

—

Y early investment plan (minimum of three years)

Y early production plan (minimum of three years)

Environmental impact study

Contracts and |etters of intention from clients

Health certificate of the premises

Approva certificate from local mayor’s office

Certificate of use or non-use of aguifer water (wells, septic tanks, etc.)

The cost of registering the free trade zone with the CNZF is $300 for paperwork
The cost of registering the free trade zone with the Nicaraguan government is
$10,000 as a guarantee against any future fines

The business has to register itself with the Direccion General de Ingresos (tax
office), customs, and the local mayor’s office

It is necessary for this process to be done by alawyer with experience in free trade zones.

Other infrastructure reguirements:

a

b.

C.

There must be a bathroom for each 10 people employed

For each bathroom there must be two septic tanks for solids and liquids and these
must drain according to the capacity they each have

The perimeter of the business must be completely enclosed with only one
entrance and exit

There must be adefined areafor solid waste (refuse)

There must be a designated break room for the employees
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f. The company offices must be located on the premises inside the enclosed space
and cannot be shared with any other company or organization

g. There must be a guard at the gate checking all persons and goods that enter and
exit and they must be provided with a guard house

C. Notes on administering a free trade zone

As of this writing, the Fair Trade Zone has been operating as a free trade zone only five months,
and therefore is still learning how to administer a free trade zone. Though all worker-owners
agree that the benefits of being a free trade zone have been worth the effort of getting
certification, some of the benefits have not been as expected.

“There are certain disadvantages,” admits Y adira. “We understand that the raw materials can’t be
warehoused more than three months under the free trade zone regimen. Before, as a cooperative,
if we had raw materials left over — whole cloth or thread — we just had it in our warehouse four
months, five months, six months, eight months maybe. And now we're not going to be able to
say ‘we rleiogoi ng to buy six months of raw materials' because we know that we only have three
months.”

Previoudly, the Fair Trade Zone had understood that they would be receiving reduced utility
rates. Now they’'ve been told that the government can’'t help them with electrical rates because
the electrical company has been privatized. “Because it's a private business and each business
has the right to charge whatever they want,” says Yadira “The water company hasn’'t been
privatized yet, so we' |l see what answer they give us on that one.”***

Although free trade zones are able to make local purchases
without being charged the 15% sales tax, there is much
more paperwork involved than was anticipated. The
cooperative must provide the National Commission of Free
Trade Zones with a list of their vendors, and then the
Commission writes a letter allowing them to purchase from
those specific vendors without being charged sadles tax.
“And if you are going to buy...a computer, a printer or a car
maybe,” explains Yadira, “you have to get three quotes
minimum. With these three quotes the business looks at
which one is the best. Since these are places you’' re going
to buy where you’ ve never bought before, you have to write
a letter to the Commission...so that they write you another
letter where you are exempt from the sales tax. And if you
buy something with sales tax because you need it very fast,
you can do the paperwork but they only pay you back what
you paid out in sales tax months later.”*? As of this
writing, the Fair Trade Zone till has not received its tax
exoneration letter.
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The Fair Trade Zone worker-owners have aso
discovered unanticipated costs working as a free trade
zone. “Even for the cloth to get out of customs you
have to pay someone,” notes Tomasa. “You have to
pay two custodians because one accompanies the cargo
to a certain point and then the other receives it and
comes out [to the co-op].”**®

As afree trade zone, the Fair Trade Zone must be very
careful with its inventory as every movement in and
out of the factory is recorded by customs. They are
also required to turn in monthly reports to customs
detailing everything that has come in and gone out of
the factory. “We can't send out a product that isn’t
verified by customs...Because everything that comes
in as cloth has to leave as a garment. Not even alittle
can stay,” explains Yadira. “So we have to sdll it with
permission that customs gives us so that they know
what product entered, has returned to its country of
origin and that nothing is going to stay here. And that
is how we have to do al the imports and the
exports.”
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The worker-owners are the key players in any
cooperative project. No matter how much support
the cooperative receives, the only ones who can
make the business a success are the worker-owners.
They are the ones who have to commit themselves to
learning — and in many cases unlearning — what it
means to be a worker and what it means to be an
owner.  Success means that everyone in the
cooperative must understand how to produce a high
quality product on time and a a good price to
guarantee a market. This cannot be done by one
individual alone, it takes the effort of the entire

group.

After years of production experience, the worker-
owners at the Fair Trade Zone understand the
importance of client satisfaction. “We depend on
orders from the clients,” explains Zulema. “And if
we don’t come through for our clients, then we all
lose because we're not going to have profits at the
end of the year — we lose everything and look bad. |
put pressure on myself — ‘1 have to get this done for
the client!” No oneis going to tell me to hurry up, |
myself have to...finish the orders.” **°

During the start-up phase, however, they weren't always able to complete orders in the way their
clients demanded. This has given them an appreciation for quality and on-time delivery. “I
don't like it when we don’'t come through for our clients,” says Ruth.
irresponsible...Because it's my factory where | work, where my money comes in...All of us
[have to] come through on the orders so that we can generate more employment and have

sustainable work for people.”

“I don't like to be

The Fair Trade Zone worker-owners have managed to improve the production as well as the
administration of their business, and they now feel that their business is a success. “From my
point of view, yes it's a big achievement and incredible,” says Veronica. “Because if you can
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imagine, we're a group of poor
women who are owners of their
own business and it's going
wel.” 117

“For anybody, for us here in
Nicaragua as for any poor person
in the world, it's very important to
be an owner of the business,” says
Maria Elena, “because thisis going
to assure you work, you are
securing a future for your growing
children. Because we have the
experience that al of us are very
poor, al of us have grown up in a
[very poor] family...lacking a lot.
One day we would have enough food, another day we wouldn’t...and this is very important for
me because | know that if | die one day, I’'m going to leave something behind for my son.
Something that shows him that his mother worked and something that will be useful to him.”**®

B. The NGO

Any non-governmental organization (NGO) should only become involved in such a project if it
is truly committed to the long-term process. accompanying the cooperative through all phases of
its development from infancy right up through maturity, a process that will take years. The
NGO'’s primary role, which is often a difficult balancing act — is to give the co-op as much
freedom as it can possibly handle at any given stage without allowing it to fall completely apart
because members are not trained enough to take on full responsibility of running the cooperative.

An NGO can aso help a cooperative opt for the more pure form of cooperativism where every
worker is a member who has a
voice and a vote. The cooperative
is not forced to contract with
outside personnel to administrate
the business if the NGO can, for a
time, fill those administrative
functions  while  cooperative
members learn to administer the
business themselves. “[Our
project] started with support from
a foundation that in this case was
the NGO JHC-CDCA,” explains
Rosa. “They did everything in the
beginning because...we didn’t
have even the dlightest idea of how
to go about doing things.”*** JHC-
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CDCA and the Fair Trade Zone are committed to the ongoing transfer of responsibilities from
the NGO to the cooperative until it is a self-reliant entity.

The Fair Trade Zone is not a universal example, but the members of the cooperative began their
business coming from the lower end of the socio-economic ladder and with alow general level
of education. They were not prepared in any way to begin to operate an international business
with clients and suppliers around the world. Rather, this process has been accomplished through
aseries of steps:

1) First, they had to get grounded in production.

2) They had to learn business administration as it related to the daily running of their
business i.e. imports and exports, dealing with tax offices, customs and the
ministry of labor.

3) They are now in the process of learning to coordinate the sources of supplies for
the cooperative and to understand the process involved.

4) They will then learn to directly relate with their clients. They certainly have
relationships with their clients themselves — in fact, more close relationships than
most businesses: their clients have visited them, they have visited their clients and
even stayed in their clients homes. But currently none of the cooperative
members speak English, and most of the co-op’s sales are done in English. For
this reason, the NGO involved — the JHC-CDCA—is still needed to serve as a
conduit of communication between the co-op and its clients.

“The [JHC-CDCA] represents us because they secure markets for us,” explains Maria Elena.
“And if we don’t come through for a client we make them look bad.”*?°

Throughout the accompaniment process, it is important that co-op worker-owners learn as they
go — it is impossible to learn everything beforehand because there is no concrete basis for
understanding. Learning along the way makes the material more real and worker-owners are
better able to understand. In the beginning, “We didn’t have the training to be able to administer
this type of business,” says Rosa. “It's a North American market and we are people who come
from doing whatever it takes to get by. Imagine for me, going from washing clothes to coming
to work here is very different.”***

It is sometimes difficult to discern what level of involvement the NGO should have in the
cooperative and its decision-making processes. “Liberal purists believe that grassroots
organizations should be left alone to sink or swim,” says Mike Woodard of the JHC-CDCA. “In
other words, that al decisions should be made at the grassroots. The redlity is that in an
economic movement to empower the poor, like in any social movement, the poor don't start off
with the skills necessary to make it a success.”*** The independence movement in India, for
example, needed Gandhi, who could move between Indian and British society because he was an
Indian who had been educated as a lawyer for the British Empire. The civil rights movement in
the United States needed Martin Luther King, Jr., who was black, but had been educated at white
institutions and understood white society in away that most of that black community at that time
did not.



“It is absolutely necessary for a
project to involve someone who
can move between cultures,
communities, and languages,”
recommends Mike.®® This is the
purpose that the JHC-CDCA has
served for the Fair Trade Zone.
“They are North Americans and so
they know a lot of the laws there,
they know how the market moves,
they have experience in the organic
market,” explains Rosa. “So it was
much easier for them to enter into
the market...this was a big
-8 T advantage and it was a great
) n12X
help.

Many times, those who work in the NGO world also have access to places that poor people
don't. “They can get audiences in places that poor people can’'t,” points out Mike. “And this can
be of utmost value to any cooperative — not to make them dependent on the NGO, but when they
start off with so little it can really help them succeed to have someone accompany them.”** Fair
Trade Zone worker-owners have seen the benefits of this when they arrive somewhere with a
North American representative of the JHC-CDCA. “They aways help us once they see us,” says
Ruth. “It's like they take an interest once they see a gringo there...but if it were just us, they
wouldn’t.” %

“1 fedl very grateful to the Foundation because they have supported us from the beginning,” says
Veronica. “and through them we have received aid from visiting delegations and made contact
with our clients...We know that if the Foundation says something, they're right. Sometimes we
make mistakes we shouldn’t make.”**’

C. The Government

In the current world context, most governments of underdeveloped countries are anxious to
attract free trade zones and the employment, however poorly paid, they bring with them. The
policies of most governments toward free trade zones are concessionary — give the zones
whatever they ask for in order to locate their businesses in the host country. In Nicaragua, the
free trade zones are asked to deposit $10,000 with the government. Once this is done and the
free trade zones receive approval, they invest very little in Nicaragua except their payroll, they
get tax free imports and exports, tax free local purchases, concessionary water and lights rates,
and are asked for nearly nothing in return. They are not required to buy goods in Nicaragua, nor
are they required to keep their money in Nicaraguan banks or return a portion of the profit to
Nicaragua in the form of taxes. The government is then allowed to say they’ ve created so many
jobs and employment is on the rise. In most countries, this type of international “investment” in
the country is very much encouraged by the government, which may be tripping over itself to
secure an investment of alarge company over its close neighbors.
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In contrast, there are very few governments that have sufficient support for small and medium-
sized businesses, and even fewer that offer good support to worker-owned cooperatives. While
these are locally-owned businesses, the revenue they bring in is generally insignificant compared
to the free trade zones and other large companies, making it seem not worthwhile to many
governments. Depending on local government’s policies with regard to small business and
cooperatives, one may find any range of attitudes regarding setting up a worker-owned free trade
zone: from outright dismissal and even attempts to stall or block efforts, to pilot programs aimed
at supporting small business, or even outright support and approval.

Of course the strict role of the
national government is one of

establishing law - nationd
governments have set up laws
affecting small business,

cooperatives and free trade zones.
The government aso sets up
commissions and/or offices to deal
with each of these areas of
business. In addition, the national
government facilitates imports and
exports and grants licenses such as
free trade zone status and
cooperative status. Another role
the government plays is the
provision of infrastructure.
Whenever possible, we recommend reminding the government of that and demanding that it
provide better infrastructure. Once a project can proudly say it exports half a million dollars of
goods per year, it will be a ranking exporter and will warrant preferential treatment. Even if a
project never reaches that size, it should demand these services anyway.

&& +

A sympathetic loca government can be very helpful to a project. A loca government can
prioritize road improvements to the area where the cooperative is located, help the co-op with
building permits and can be a good resource/network in general. It is often beneficial to have the
participation of local government during the first stages of establishing a relationship with
clients. Having local government officials meet with clients to assure them that the co-op can
count on full cooperation of the local government can reassure clients that the business will
continue to function.

Also, through its participation in the project, the local government can leverage other entities that
can help to fund the cooperative. There are some funding organizations that will only participate
in a project if local government is involved. If the local government takes on even a minor
support role (this can be writing a letter promising to maintain roadways and garbage collection
to the cooperative) that can be enough to influence other organizations to help the project as
well.
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Our experience in Nicaragua has taught us that in this context, the government is more likely to
be supportive once a project has had some measure of success on its own. Unfortunately, many
of the programs designed to help small business owners either don’t reach those who need them
or are not taken advantage of by those who need them. When the project first began and was
trying to set up the co-op, we were learning everything for the first time and found it difficult to
access materials and information. With our learning, however, we discovered places where the
Nicaraguan government could be very useful. For example, the Nicaraguan government Institute
for the Promotion of Small and Medium-Sized Business (INPYME) is staffed by very practical
and knowledgeable people who can give advice and can help make connections with other
government offices. They also have a resource center which we have found very helpful with
training materials and other resources. Many national governments have such an office, and we
would highly encourage making good use of their resources.

Through our work with the staff at INPYME, we also began a very fruitful relationship with the

Ministry for the Foment of Industry and Commerce (MIFIC), an office which often deals with

larger businesses, but which is aso trying to focus on helping small business. Through this

office we were able to finally get

the attention of the centra

government and MIFIC was

particularly helpful in helping us

relate with customs, which often

has been a stumbling block in the

co-op’s path to success. We would

recommend that going directly to

any such government ministry to

explain the project to them and ask

for their support. The more that

they are aware a project exists, the

more aid it will receive from them.

We have found it always helpful to

mention the roots of our project

and the project’'s main goa to

provide employment for a

4 v community living with  80%

unemployment. “We would go to

someone in a position to help us and say, ‘look, we're poor women and we don’'t have enough

money to pay. We're simply [trying to] grow and help others.” And so they would charge us
less,” explains Tomasa.'?®

In most cases, the government is happy to hear of employment initiatives and will give its
support wherever it can, especidly if it can later say that it has supported a successful project.
“[At first, the government] didn’t take any interest,” remembers Rosa. “It wasn't important to
them...But as time has passed, they’ ve seen the success that the cooperative has had...Here the
governml?;t even sees it as an example for other projects because it’s a project that has had good
results.”
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The national Free Trade Zone Commission is aso an important group to work with. They can
and should help with any questions about running a free trade zone. They should also work in
conjunction with a project on customs matters, which will help any group learn to work with
customs inspectors and the local customs office assigned to its free trade zone. The FTZ
Commission should also be able to connect a project with other free trade zones to find potential
buyers and providers among the FTZ in the country. They will often have meetings, conferences
and events geared toward free trade zones. It is important to participate in these activities to a
certain extent, in order to network with other free trade zones.
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Because the Fair Trade Zone is the first worker-owned free trade zone in the world and a model
project for sustainable economic alternatives for the poor, it’s important to examine not only the
successes of the project, but also its failures. Other groups wishing to set up asimilar project can
perhaps avoid some of the mistakes that the Fair Trade Zone has made and learn to strengthen
their own groups in areas where the Fair Trade Zone still feels weak. We have already shown
some of the successes of the Fair Trade Zone: as an employment option in an underemployed
region, as a profitable business, and as a vehicle of personal development for the workers. In this
chapter we look at some of the co-op’s past mistakes as well as its current weaknesses. We also
examine the impact that the project has had on the lives of the worker-owners, including
comparative interviews with a worker in a conventional free trade zone and one of the worker-
owners of the Fair Trade Zone. In conclusion, we hear the dreams the Fair Trade Zone worker-
owners have for the future of their business, and members advice to other groups wishing to
carry out similar projects.

6, $

Like any new company, the Fair Trade Zone has made many mistakes. “We are learning along
the way and sometimes we make mistakes,” admits Maria Elena® The most memorable
mistake for the worker-owners was made while working on an order of white organic criss cross
tops for Maggie's Organics. The criss cross tops are the most expensive item that the
cooperative makes, and they are made from a very expensive cloth, which the cooperative had
bought for the order. Maggie's was planning to garment dye the 500 pieces post production,
which meant that the garments had to be made with 100% cotton thread. Through a production
oversight, no one checked the thread that was being used until nearly all the garments had gone
through the production line with the wrong thread, and by then it was too late. The garments
couldn’t be sold to Maggi€e's and the cooperative had to absorb the loss. “They just sat in the
warehouse,” remembers Ruth.***

The cooperative has also had its share of problems handling money. In the beginning, co-op
members saw nothing wrong with simply taking the day’s earnings and dividing them equally
among the members, as though they were a family running an informal corner store. “In their
first year as a cooperative, they sold 100 scrunchies to a visiting delegation and each took $20
home, leaving nothing for the cooperative,” remembers Mike of JHC-CDCA. When the JHC-
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CDCA found out about it, Mike called a meeting of the co-op and explained the importance of
covering the cooperative’s costs and only sharing out the profits in the manner stipulated by the
co-0p’s constitution and bylaws. To rectify the situation it was decided that each member would
repay the $20 out of their salaries. Some of the members weren't satisfied with the decision and
the situation caused strife not only within the co-op but also between the co-op and JHC-CDCA.
“It wasn’t the last time they were tempted,” remembers Mike, “but having to pay the money back
certainly made an impression on them.”**

As with any business, money worries continually plague the Fair Trade Zone. In addition to
making al financial decisions together as a genera assembly, the cooperative has hired a trusted
accountant from outside the co-op to review the monthly accounting. This helps the Fair Trade
Zone avoid conflicts and doubts about financial matters.

Although production dlip-ups and mishandling
of finances teach an expensive lesson, they are
not always the most damaging mistakes to a
company in the long run. In the case of the
Fair Trade Zone, organizational mistakes have
been more costly to the cooperative in the
long term.  “Well, you know that in any
business there are mistakes,” says Marina.
“And maybe the mistake [we ve made] is that
we haven't worked together. We are al at
fault for not having worked together with all the members.” %

+ + +

Other worker-owners agree. “The biggest mistake that we have made | think is to still be
working with people who don't want to work,” says Tomasa. “Because one is always pulling
one way, and the other the other way. It's like a grindstone, but a grindstone can only turn one
way. And the problem | think that we are having is that we want to turn both ways...We never
see the emergence of a leader who wants to direct and make us turn the same way. So we are
always pulling against each other and | think that this has been a huge error that we haven't been
able to overcome”?** These experiences serve to underline the importance of evaluating
potential worker-owners early in the process and weeding out those who will not make positive
contributions to the cooperative (See Chapter 3 section Keysto Success for more information.)

6) B

Any successful business continues to eradicate its weaknesses as it grows, and the Fair Trade
Zone is no exception. The worker-owners recognize that there is still plenty of room for
improvement in their business. “We have some weaknesses because we started as poor women
with little experience,” says Verdnica. “Yes, | fed that it has been hard for us, but we are going
to overcome.”

One of their admitted debilities is that they are till in the process of learning how to make hard
decisions, particularly relating to personnel. “ The organization in different [production] areas has
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affected us a lot,” explains Veronica, “because each member has her responsibilities and ... it
has been hard for us to get used to giving orders.”**

Personnel conflicts between two members are also an issue. If al workers are equally owners,
there can be a perception that no one member has the right to give orders to another member.
There must be a distinction between co-op

meetings and the production line. In meetings,

each worker-owner has an equa voice as the co-

op looks at the future of its business. In the

production line, each worker has to come to work

on time, do her work with quality and do what her

supervisor tells her, even if she is the

cooperative’s president and her supervisor isn't

on the Board of Directors.

“We have a weakness here,” says Ruth. “[I know
that] if 1 yell at her, she's going to yell at me, so |
need to not yell at her so that she doesn’t yell at
me. We have got to overcome this.”**®

Each worker-owner in the business has had to

internalize this concept of what it means to be a

worker and an owner. “The worker-owners of the

Fair Trade Zone are very good at vocalizing this

concept, but they are still struggling to internalize

the concept,” observes Mike of the JHC-CDCA.

“At times they still want to play the seniority card

— why should a new member get the same benefits as me if | started the cooperative and have
been here longer?"**’

The co-op members verbalize everything: cooperativism, quality, efficiency — much sooner than
they internalize it and these issues have to be constantly revisited.

) 6,

Every worker-owner at the Fair Trade Zone has seen monumental changes in her family life
since beginning the project, and the vast majority of these changes have been positive. “My
family life has changed, | would say a lot,” says Veronica. “Because before | was just waiting
for my husband to bring home the rice and beans, as we Nicaraguans say...Before we just ate
rice and beans, today [my children] can have a piece of chicken or meat. | fed that this has
changed because | have four children and thanks to God they are al in school, | can clothe them
— maybe not well, but | can clothe them. | feel like | have fewer problems with the salary that |
have. | feel less suffocated, economically, than before.”**®

Most worker-owners also say that their dedication to the cooperative has caused problems within
their families from time to time. “Sometimes there are problems in the family when they say
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‘“Why are you coming home late? ” shares Zulema. “[l say] ‘Well, because | was contributing to
my work.” So that is the difference that comes in the family when you earn more than your
husband.”

For many of the Fair Trade Zone worker-owners, their lives have changed so drastically, that it's
nearly impossible to compare. Rosa Davila's story gives us a very clear picture of how her life
has improved with the project:

“1 sometimes went all day washing clothes on the wash stand and | would finish with my back
aching...seven years ago only my oldest
daughter, who is now in high school,
went to school...but today all of my
children are in classes...My children’s
father has never been a full time worker
in a business...and sometimes we had
difficulties. |1 am a person who grew up
in a small village where | didn’'t go to
school like a normal child, | learned to
read when | was fourteen years old with
the literacy campaign. | was aways
conscious that | was going to do
everything | could because | want my
children to study, to be normal children
and to become professionals who serve
their country and don't have to go
through al the hard times that | have
had...| can't say that | have a better
house than | had before, or that | have
all the household items that | would
want to have, but yes, my three children
are studying...And so with the help of

2 &+ their father and with my work, in one

way or another we have managed and

they haven’'t missed a year of school...[Before starting at the co-op] | had only gone to school
through eighth grade and | was just washing clothes and...I didn’t know that | could work, or

that | was...capable of doing things...I have more confidence in myself as a person, as a

woman...Now | can offer something to my children, above all else being able to give them an

education and even more, | feel like a more capable and useful woman and | understand things
that didn’'t even occur to me when | was just in the house and these things have been very useful
to my family.”**

Rosa is currently in her final year of high school and working toward an associate's degree in
accounting at the sametime.
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The following interviews were conducted in order to compare and contrast the experiences,
living conditions and quality of life of a worker in a conventional free trade zone in Nicaragua
with those of a worker-owner in the Fair Trade Zone. We chose to interview two women who
come from very similar situations — both lost their homes in Hurricane Mitch in 1998, both live
in Nueva Vida in Ciudad Sandino, both had the same educational level, both have husbands
living with them, both have four children of similar ages and both work in a sew shop. “Mayra,”
who asked that her real name not be used, works in a Taiwanese-owned free trade zone near
Ciudad Sandino. Zulema is a founding member and current worker-owner of the Fair Trade
Zone, the first worker-owned free trade zone in the world, owned by poor Nicaraguan women.

I nterview with “Mayra,” I nterview with Zulema M ena Gar ay
worker in a conventional freetrade zone Fair Trade Zone wor ker/owner
16 Oct 2005 16 Oct 2005
What isyour position? What is your position with the Fair Trade
Assistant in ironing. Zone?

| am an owner and | work in cutting.

How long have you been working at this| How many years have you been working

company? there?
Two years. WEe' ve been working for seven years now.
How much do you earn monthly? How much do you earn monthly?

The basic pay is $38 [per month], but in order to | The minimum wageis $75. But if we're
earn that much we have to work overtime from 5:15 earni ng by production’ it's more, | can earn up

PM to 7:15 PM. to $235 monthly.
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[“Mayra”, continued]

What time do you start work?
At 7 AM sharp.

Do you receive benefits?
Yes.

Do you have health insurance and social
security?
Yes.

Can you go to thedoctor if you need to?
Yes.

Do you take advantage of that?
Yes, | do, | go every month for adoctor’ s visit.

Areyou paid for a day of missed work if you
go to adoctor’s appointment?

Well, it'snot afull paid day because they dock your
pay. | cantalk about how it redly is, right? So, no.
Becauseif | am sick and | go home one day because
| feel sick and | want to be paid for the whole day,
they don’t pay me for it. They take the whole day
out of my pay.

And if you get sick, they don’t pay the day
even if you have a doctor’s note?

If | ask for the day off, but if | ask for only three
hours or just the morning, they take that out of my
pay. If, for example, they pay an incentive, then
they take away the incentive because | missed three
hours' work. And in my pay | get a bonus of $4.70
that is paid every two weeks and they aso lower
that.

And if your children get sick areyou paid
for thetime off to take them to the doctor ?
They won't accept it. Just a note from the doctor
for me personaly.

[Zulema, continued]

What time do you start work?
7AM.

Do you receive benefits?
Yes.

Do you have health insurance and social
security?
Yes.

Can you go to thedoctor if you need to?
Y es, whenever we need to.

Areyou paid for a day of missed work if you
go to adoctor’s appointment?
Yes, it'spad.

And if your children need to go to the
doctor ?

That'salso paid. And if there is doctor-ordered
rest, that’ s paid too. We always need to bring the
note from the doctor to show why we missed work.




[“Mayra”, continued]

Areyou given mater nity leave?
Y es, three months.

When you started work, did they make you
take a pregnancy test?

No, but they told me that there was no work for
pregnant women.

Areyou paid legal holidays?

For example, the 14th and 15th of September they
paid us the basic pay...But they are tricky, because
sometimes on a Saturday they make us work and
pay that vacation time off. They make us re-pay the
hours. For example, in these past five days they
gave us off as vacation, they gave us Friday. And
they said, “ Since the day after the 14" and 15" isa
Friday, we're going to give you the Friday too.”
But then they made us pay it back by working on a
Saturday. So that Saturday what we earned in
overtime we didn’t actually get paid, they got it.
They never come out on the losing side.

Do you work weekends?
Saturday | work all day if | want to. Sometimes|
work the whole day, sometimes | work up till noon.

Do you work Sundays aswell?

In my area, no. But in some areas, for examplein
the packing area, there iswork every day and there
isno rest because it’ s required work. If you don’t
keep working, you're fired. They work seven days
aweek.

[Zulema, continued]

Areyou given mater nity leave?
Yes. Inmy case, I’'m not going to
have any more kids. But for other
women, according to the law —
because we follow what the law
says —they are paid for their doctor’ s visits...When
she has the baby she is paid her pre-natal and post-
natal time which isthree months.

When you started work, did they make you
take a pregnancy test?
Ah, no.

Arethose women that start work now asked
to take a pregnancy test?

No. Wedon't do that. We haven't reached those
extremes.

Areyou paid legal holidays?
Yes, if wework aholiday its double pay. If we
don’t work, it's normal pay that day.

Areyou asked to “replace” a holiday?
No.

Do you work weekends?
Yes, if needed, we do. But if it's nhot necessary,
then we normally work Monday through Friday.

How often do you work weekends?
When we are close to finishing an order. Maybe
twice a month.
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[“Mayra”, continued]

Areovertime hoursforced?

Sometimes they are, why lie about
it?

Areovertime hours paid double, or how are
they paid?

They're not paid double. If | work four hours of
overtime, they pay me for those four hours, but they
don’t pay me double, no. Maybe for those people
who earn production pay, but not for the basic pay.

What hoursdo you normally work?

From 7 AM to 5:15 PM isthe normal work day,
and its paid with the basic wage that one earns
every two weeks.

Do you feel under pressureat your work?
Sometimes, yes.

Doesyour boss put pressureon you? How?
For example, maybe thereisalot of work and
pressure, and if | go to the bathroom they mark the
timel take. Andif | stop work for a minute they
are right there and they are like, “What happened?
What' s going on? Work!” So everythingis
pressure and one doesn’t feel comfortable. And if
they see you speak with the person next to you, they
also punish you. Imagine that all of thisis pressure.
And | can't put alittle bit of food in my mouth, you
have to sneak it.

What isyour daily production goal?

Where | am, as assistant in ironing, that’s where the
waistband, the pockets and all start. So al of these
pieces have to be done and we have to finish a
minimum of 7,000 — 8,000 per day.

[Zulema, continued]

Do you work overtime?
Y es, when it’ s necessary we also
work overtime.

And how isthe overtime paid?

It's double. Those working for production also are
paid double.

What hoursdo you normally work?
From 7 AM to 5 PM.

Do you feel under pressureat your work?
Well, no because we ourselves are the owners. It's
amatter of conscience whether or not you worry
about getting the job done. We have a supervisor
and we do what shetellsusto. Asl said, as
members we have more responsibility to take
charge of our work.

Does your boss put pressure on you?

When necessary, yes. We don’t want to come out
looking bad with our clients. We have to get their
orders done on time, so we have to keep things
moving.

How do they put on pressure?

Well, they call ustogether and they say, “L ook, on
such and such a date we have to send the order.”

So we concern ourselves more to get everything out
on time and have it done right, but nobody is saying
“hurry up.” We understand the responsibility we
have.

What isyour daily production goal?
We were doing 500, but now we' re faster and we
can do more like 800.
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[“Mayra”, continued]

And what happensif you don’t

reach your daily production

goal?

They punish us. And sometimes they

lower our incentive pay if we haven’t reached our
goal.

And do they give you moreincentive pay if
you go over your goal?

Of course, if you go over the goal. If not, then they
lower it.

Areyou allowed to leave your station and go
to the bathroom?

Y ou can go when you want to, but if you’ re not
careful, they will even fire you. It's controlled. For
example, in my case, | go in the morning, don’t take
too long and don’t go again until the afternoon
when I’'m on my way home so that I’m not going al
the time.

Areyou restricted in speaking with your co-
workers?

If you talk, you have to hide it so that they don’t see
you talking.

Haveyou ever suffered verbal abuse from
your bossor co-workers?

From my coworkers. Maybe not from the bosses
because one is always trying to control oneself with
them so that they don’t yell at you because you
need the work.. But sometimes among your own
co-workers there are some who think that they are
better than others and so sometimes we get
mistreatment from them, hateful words.

Have you ever suffered physical abuse from

your bossor co-workers?
No.

[Zulema, continued]

And what happensif you don’t
reach your daily production
goal?

If we don't reach the goal, the
business loses too.

But what happensto you if you don'’t reach
your goal personally?
| lose the client.

Ther€ sno punishment?

There' s no punishment, but the saddest thing isto
lose aclient. The business closesits doorsif you
don’t have any clients.

Areyou allowed to leave your station and go
to the bathroom?
Y es, many times, we don’'t have rules about that.

Areyou restricted in speaking with your co-
wor kers?

No, no no. You can speak normally. Well, often
there are times when you can’'t —where | am, you
can't talk much because you' re measuring and
concentrating. But for the peoplein line...its not
off-limits, as long as people are working.

Haveyou ever suffered verbal abuse from
your bossor co-workers?
No, no, no.

Have you ever suffered physical abuse from

your boss or co-workers?
No, no, no, no.
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[“Mayra”, continued]

Have you seen other people

suffer it?

Yes, of course | have. Onetime

there was agirl who was sick, they didn’t let her go
home and the Chinese woman came over and
forced a pill down her throat so that she wouldn't
go, and that kind of thingisn't allowed. There are
times that there are things that they do —onetime a
Chinese woman cut aworker with scissors and that
even came out on television. You see all of that.

But arethey supervisors, or managers?
They are the area bosses. The supervisors are
Nicaraguans but they are the same because instead
of being on the side of the workers, they are on the
side of the Chinese. So sometimes one suffers
mistreatment from them too. For example, | had a
supervisor that thanks to God they got rid of, but
you should have seen how she made me cry, she
would yell at me and tell me | was all kinds of
things and it made me feel horrible. But because
you need work, you keep going.

How do you get to work?
In the transport buses they provide.

Do they chargeyou?
Yes, its three cordobas there and three back, so six
total.

Could you study on Saturdays and Sundays
if you wished?

Working where | do? No, becauseit’sjust not
possible. Sometimes they say “Y ou can either work
or you can go to school but you can’t do both.”

How far did you get in school?
Through eighth grade.

Do you ever think of continuing in school?
Not anymore, because even if | wanted to, | don’t
have the money. My budget just doesn’t stretch
that far.

[Zulema, continued]

Have you seen other people
suffer it?
| haven't.

How do you get to work?

WEell, there are three ways to get there: on foot, by
bicycle, or by bus. But for my health | go by foot
or by bicycle. If | need to get there fast, | go by
bus.

Could you study on Saturdays and Sundays
if you wished?

Yes, | an studying. I’'min accelerated classes, but |
don't go every day. | go three times a week...they
offer accelerated secondary school classes, I'm in
the ninth grade.

What grade level did you study before?

Weéll, I'm actually going backwards. | already
passed the ninth grade, but one forgetsalot. |
hadn’t studied in many years.
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[“Mayra”, continued]

Do you receivetrainingsin your
work?
No.

How many children do you have?
Four.

And arethey in school ?
Theoldest isin high school. The other girl studies
too, and the boy, but the youngest doesn't.

Areyou married?
Yes.

Doesyour partner work?

Yes, heisavendor in the market right now. He has
alittle more time, he leaves the house at seven and
gets home at five.

Doesyour partner help with your expenses?
Y es, when he can.

Do you havetimeto help your children with
their homework?
I would belying to say | do—1 just don't have time.

When do you leave the housein the
morning?
At ten to six.

And when do you get home at night?
| leave there at seven when | work overtime, and |
arrive home at eight.

When you get home do you cook?

No, because | have my oldest daughter who helps
me, but if | didn’t have her | would have to come
home and cook.

And on weekends you work Saturday so
Sunday isyour only day at home?
Yes.

[Zulema, continued]

Doyou recelvetrainingsin
your work?
Yes, we do.

How many children do you have?
| have four children.

And arethey in school ?
Y es, from the oldest right down to the youngest.

Areyou married?
Yes.

Doesyour partner work?
Yes, he's self-employed. He isamechanic.

Doesyour partner help with your expenses?
Yes, if hedidn't, | would have left by now!

Do you havetimeto help your children with
their homework?

Yes, | haveto help the littlest one most, and the
other two, but the oldest one studies high school on
Saturdays.

When do you leave the housein the
morning?
| leave at six thirty in the morning.

And when do you get home at night?
We leave work at five, by 5:20 we' re here at home.

And on weekends, areyou at home?

Y es, sometimes | go out with my children. There's
acircus here now and we went to the circus...
Sometimes we go to the mall and have anice
cream. It'sgood to get out with your children.
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[“Mayra”, continued]

What do you do after work?

WEell, as| said, | have my daughter

who helps, but if it weren’t for her

I’d have to do al the housework.

On the weekends | wash clothes by

hand, | cook, | do the chores. Right now | have just
finished washing a mountain of clothes and there
are still dirty clotheswaiting. I’'m going to
straighten the rooms and dust.

Do you fed satisfied in your work?
WEell, maybe not satisfied, but you just go on
because of necesity.

How could your work be better?

Well...if they would raise our salary alittle, in the
first place. Inthe second placeif the treatment
were alittle different.

-theend -

[Zulema, continued]

What do you do after work?
Weéll, if | find the dishes dirty, |
wash them, | make the beds, do
chores. Butif | come home realy
worn out, | just put my feet up on a
chair. Because sometimes | get home really tired
from being on my feet and then riding a bicycle. |
go to bed early and get up early. But most of my
time off is Saturday and Sunday.

Do you fed satisfied in your work?

Ah, yes. | fedl proud. Because while I’m aworker,
I’m aso an owner of my own work. 1I'm not always
thinking that tomorrow they’re going to fire me or

if | really screw up they’re going to run me off. |
know that I’'m not working for a [foreigner], it'sus
who are in charge of our work and thework isa
little more relaxed.

How could your work be better?

Well, for me, I’d like to see everyone working at
our factory. | would like all of Nueva Vida
working there, but it’s just not possible.

Anything elseyou’d liketo mention?

Yes, | would like to support my neighborhood here
in Nueva Vidamore...I would like to help the
children that are abused....Because imagine, the
kids are sniffing glue, they're sleeping in the street,
they’ re begging on the buses. [My neighbor]
abuses the children he has...Because right now
these children are sick, they are malnourished, and
as punishment, he beats them with a rubber hose.
Thisisthe goal that | have right now...Maybe we
[at the cooperative] can ook for away to do
something for the community that we livein.
Because it’s not all about working and exporting,
it's also about the help that we have to give, the
percentage [of our profits] that we have to giveto
an organization, to children, to senior citizens....|
would like to do thisin the neighborhood where we
live.

-theend -
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In spite of the problems it has encountered — or maybe because of the problems it has encountered —
the Fair Trade Zone has persevered and is not only the world’s first worker-owned free trade zone,
but also is turning a profit and giving full time employment to 55 people. Thereisno single solution
to the overwhelming problem of poverty, and no one in the Fair Trade Zone project pretends that the
co-op’s worker-owners are going to become rich off of this venture. But perhaps the aternative
model of the Fair Trade Zone can make a difference in the lives of poor people in other parts of the
world, as working at the co-op has enabled the Fair Trade Zone's worker-owners to stabilize their
families' precarious economic situations while also improving their quality of life. Making others
aware of the existence of the Fair Trade Zone project, and the reality of what a worker-owned free
trade zone means, is the first step to making this dream areality. Step by step, with each article that
is written, each visitor the co-op receives, thisis happening. “Like | tell the women,” laughs Mike,
“you' re going to die famous — poor, but famous.” **°

When visitors come to the Fair Trade Zone, it is so unlike most people’s image of a free trade zone
that they are surprised when it doesn’t fit the bill. For starters, it's a very small free trade zone.
“They are expecting a huge building

with lots of machinery and tons of

workers,” says Maria Elena. “Many

people have come out here and

when they say ‘free trade zone' they

look around and say ‘ Ooh, but thisis

so tiny. 14

It's aso run very differently than

other free trade zones, and this

surprises new workers more than

anyone else “They don't

understand very well because thisis

not very common in Nicaragua to

have a free trade zone like this”

says Rosa. “First because it’'s a small free trade zone and it’s owned by the workers...the majority of
the workers that we have here have worked in the free trade zone...[and it] is very different from
what they are used to seeing because it's smaller, but a whole group of people makes the decisions,
not just some outside investor.” 142

Conventional free trade zones are also known for their wealth, a stereotype that unfortunately does
not apply to the Fair Trade Zone. *“Supposedly free trade zones are owned by people who are
millionaires. So when we talk about a free trade zone people think, ‘ These women are loaded, " 1*®
laughs Tomasa. Despite these differences, the worker-owners of the Fair Trade Zone are immensely
proud of their achievements. “Even though we're poor women, we are owners of a free trade

zone,”** says Veronica

“In the beginning, it was hard to say that,” admits Zulema. “Becauseif | said it, they laughed at me.
They said ‘You? Anowner? You'recrazy.” Butinside ! know that | am. Now with more success, |
can say that | am an owner.”**



-4

With a relatively stable present, the Fair Trade Zone can plan for the future of the cooperative. As
always, co-op members are looking to help others through the growth of their business. “My dream
is for the cooperative to grow more...here in Nicaragua there is alot of unemployment. That iswhy
my dream is to give work to alot of women and men too — but giving priority to women — and that
our business grow. In every way — the building, more clients, more personnel, everything.” 4

“My dream would be for us to continue working, that we always have a market,” says Rosa.
“Because | have been one of the people who hasn't just been thinking about myself as a person, or a
worker, or a member of the cooperative or an owner of the first worker-owned free trade zone in the
world. But there are more than [fifty] of us who are heads of family and have every right to work
with dignity, to have our rights respected, and to have an established job and steady work.”**’

/4 2

The worker-owners of the Fair Trade Zone would like for the success of their co-op to reach beyond
the factory doors to benefit those who'd like to start a similar project. Although any project will
inevitably have to make its own mistakes — this is an important part of the process — worker-owners
at the Fair Trade Zone want other groups to learn from their experience, and have plenty of advice
for anyone wishing to set up a worker-owned cooperative. “I think that you have to have more than a
lot of patience,” says Yadira, “and know how to listen to be able to understand and help. Not
listening and not communicating lead to misunderstandings.” **®

Veronica is aso convinced that understanding one another and working together is of utmost
importance. “[It’s necessary] to initiate a mutual coordination among everyone and with leading and
pushing forward, it's going to go well. Working together, working...like we did with a lot of will,
with alot of faith, to go from being poor women to being poor women who are owners of their own
business.”14°

Having made their business a success despite all odds, the worker-owners of the Fair Trade Zone are
convinced that it’s possible to do anything if you set your mind to it. “To whoever is going to hear
me,” advises Veronica, “you should give it your al if you have the same idea to start a project.
Everything will come out well if you give it your all.”**°
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