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FOREWORD

The series Advances in the Economic Analysis of Participatory and Labor-
Managed Firms was launched three decades ago by Derek C. Jones and
Jan Svejnar. Since then, Advances has been a leading forum for high-quality
original theoretical and empirical research in the broad area of participatory
and labor-managed organizations.

It is my great pleasure to present Volume 18 of Advances in the Economic
Analysis of Participatory and Labor-Managed Firms. Advances has been mak-
ing frequent use of guest editors. This volume is also ably edited by Daphne
Berry (jointly with me). Being a book series, Advances has an advantage over
regular scholarly journals in terms of the nature and scope of what it pub-
lishes. Last year we started to take advantage of its flexibility and publish a
research monograph. This year we continue to take advantage of its flexibility
and publish a collection of real-world examples of employee participation
and shared capitalism, which we believe are of great value to scholars, policy-
makers, and practitioners of management.

The scope of Advances will also continue to reflect great changes in the
realities of participatory organizations over the last few decades. Following
the disintegration of the Former Republic of Yugoslavia, the principal sys-
temic example of self-management was replaced with diverse forms of par-
ticipatory systems. In advanced market economies, many firms have been
experimenting with new and innovative work practices aimed at promot-
ing employee participation in decision-making in the workplace (some-
times even at the top corporate level) and alternative compensation systems
designed to align the interest between labor and management. In addition,
a number of significant examples of worker cooperatives have flourished.
In transition economies, the collapse of the former USSR triggered wide-
spread experimentation with diverse forms of participation, in particular
employee ownership. Finally, with the rise of the East Asian economies
(first Japan, then South Korea, and most recently China), the geographical
scope of Advances started to expand to include East Asia. This volume con-
tinues to reflect the emergence of multiple centers of gravity of the global
economy.

ix



X FOREWORD

I hope you will find this volume informative and stimulating and share infor-
mation about Advances with other interested colleagues. Finally, Volume 18
will be my last volume of Advances as series editor, and I would like to take
this opportunity to thank all past guest editors, publishers, contributors, and
readers of Advances.

Takao Kato
Series Editor



INTRODUCTION

Daphne Berry and Takao Kato

The field of economics of participation was originally a mostly theoretical
study of self-managed firms (a principal example of which is self-management
in the former Republic of Yugoslavia) as contrasted to conventional capital-
ist firms. Following the disintegration of the former Republic of Yugoslavia,
the realities of participatory organizations have changed. Many conventional
capitalist firms in the advanced market economies began experimenting
with management practices aimed at promoting employee participation in
decision-making at multiple levels as well as financial participation schemes
that are designed to align the interest between labor and management. In
addition, there have been a number of highly successful examples of major-
ity employee-owned firms in the advanced market economies. In response to
the impressive development of participatory organizations in the advanced
market economies, the field of economics of participation has expanded sig-
nificantly in its scope and methodologies. A variety of applied researchers
have been conducting sophisticated econometric studies of such participatory
organizations by using unique quantitative data. By now, there is a rich body
of rigorous econometric evidence on participatory and labor-managed firms.

With a growing prominence of sophisticated econometric research in a
much-expanded field of New Economics of Participation (NEP), it is of par-
ticular value to learn about real-world examples of participatory and labor-
managed firms in the advanced market economies through extensive case
studies. In this volume of Advances in the Economic Analysis of Participatory
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2 DAPHNE BERRY AND TAKAO KATO

and Labor-Managed Firms, we present such case studies. We trust that the
real-world examples of participatory organizations vividly described in this
volume will help researchers in NEP design empirical strategies better; and
more sensibly interpret their econometric results. Furthermore, they will help
policy makers and practitioners in their efforts to construct better public
policy and design management practices.

The global Great Recession following the financial meltdown in 2008 has
roused much interest among scholars, policy makers, and the public regard-
ing the possibilities of alternative ways to structure economic organizations.
One of such alternatives is shared capitalism in which workers become signifi-
cant stakeholders in the firm through diverse financial participation schemes,
including employee ownership, profit-sharing, gain-sharing, and broad-based
stock options (Kruse, Freeman, & Blasi, 2010). Perhaps, the most powerful
form of shared capitalism is worker cooperatives, making ordinary workers
majority owners of the firm, and responsible for corporate decision-making.
Among such employee-owned firms, Mondragon is frequently considered the
most successful example around the world. In spite of such prominence of
Mondragon, rigorous research on Mondragon firms is relatively limited. In
particular, we know little about how Mondragon has been coping with the
aftermath of the financial meltdown in 2008. To this end, two case studies of
Mondragon firms by scholars who are intimately familiar with Mondragon
are much-needed additions to the literature.

The first chapter by Saioa Arando and Inaki Arenaza Bengoa provides a
detailed and revealing account of the final years of Fagor. The closure of this
iconic cooperative in Mondragon in the Fall of 2013 raised some doubt about
the viability of the worker cooperative model. The chapter first presents the
relevant backdrop in detail that led to the closure of Fagor and argues that it
was mostly caused by severely deteriorating market conditions and had little to
do with the worker cooperative model. The remainder of the chapter describes
an intriguing triage process following the closure of Fagor which succeeded
in minimizing the negative impact of the closure on Fagor workers. We hope
that the chapter will generate further interest in research on this important yet
less researched subject. Particularly promising are comparative studies. For
instance, the authors argue that the closure of Fagor was largely due to mar-
ket conditions and had little to do with the worker cooperative feature of the
firm. A comparative study in which Fagor is compared and contrasted to a
reasonably comparable conventional firm will be of great value. In addition,
the triage process following the closure of Fagor involves extensive coopera-
tion from other firms in the Mondragon group, such as permanent transfer
of workers from Fagor to other group firms. Such extensive cooperation
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among group firms to assist a group firm in financial distress is not unique
to Mondragon. For example, Japanese Keiretsu is known to engage in similar
intra-group cooperation to assist a failing group firm (see, for instance, Kato,
2001). Another comparative study of intra-group cooperation to help a trou-
bled group firm between Mondragon and Keiretsu will be of great interest.

The second chapter by Aitziber Arregi, Fred Freundlich, and Monica Gago
uses unique data from a survey of employees at ULMA Architectural Solutions
(UAS), another worker cooperative in the Mondragon group. While the literature
on cooperatives has paid significant attention to whether cooperatives outperform
or underperform their conventional counterparts, there is little direct evidence that
bears on the channels that helps explain why cooperatives and conventional firms
may differ in performance. Recently, Arando, Gago, Jones, and Kato (2015) pro-
vided evidence on such a channel — employee-owned firms also use more exten-
sive employee involvement programs, and complementarity between employee
ownership and employee involvement produces better performance. This chap-
ter provides novel evidence that workers with a stronger sense of participation;
involvement; and empowerment at the shop floor; a stronger identify with the
shop floor; and a better sense of communication at the shop floor are more likely
to hold a more positive perception of UAS as a whole and its worker coopera-
tive model. As such, the chapter offers important credence to the recent literature
pointing to the importance of complementarity between employee involvement
and empowerment in the workplace and employee ownership. We hope that the
same survey will be repeated at UAS so that the unique cross-section data used by
the authors can be extended to become panel data. Such panel data will enable
researchers to account for unobserved heterogeneity of workers.

The first chapter by Saioa Arando and Ifiaki Arenaza Bengoa vividly illus-
trates how a producer cooperative in Mondragon responded to the Great
Recession. The third chapter by Marc Street, Vera Street, Thomas Calo,
and Frank Shipper investigates the factors that made Mid South Building
Supply (MSBS) able to survive the Great Recession. MSBS has been a 100%
employee-owned company for nearly half of its 50-year existence and is part
of the hyper-cyclical construction industry. Although a quarter of firms in
the industry disappeared during the Great Recession, MSBS remained strong.
The authors used a mixed method study to examine practices that allowed
MSBS to survive and thrive. The authors found that MSBS employees and
management have great pride in their company, and in particular their ESOP,
believing employee ownership results in exceptional customer service and
aligns management interests with employee interests. Creativity in the face
of declining construction business during the recession resulted in employ-
ees turning to remodeling as a source of revenue. The authors describe other
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attributes associated with employee ownership that helped MSBS, and which,
by extension, may help other firms. They propose that practices such as
shared leadership, recruitment, selection, training, compensation, incentives,
work teams, employee involvement, and information-sharing in combination
appear to increase the survivability of employee-owned companies during
recessions. In addition, planning for lean periods through savings and invest-
ments and by remaining debt-free helped MSBS during the Great Recession.
Nearly two decades prior to the 2008 financial meltdown, Japan experi-
enced her own financial meltdown. In the ensuing years many Japanese firms
that are known for their early adoption of participatory management prac-
tices faced rising competitive pressure often resulting from the rise of other
East Asian economies. The fourth chapter by Arghya Ghosh, Takao Kato,
and Hodaka Morita, using qualitative data from their longitudinal field
research at two manufacturing firms in Japan, documents that Japan’s cele-
brated employee involvement program has been declining in recent years. The
chapter then argues that the weakening employee involvement may be caused
by the rising product market competition. The literature on the incidence of
the HPWS and employee involvement often considers product market condi-
tions as a possible determinant of the incidence of the HPWS and employee
involvement. The authors provide the first plausible account for why the ris-
ing product market competition causes employee involvement to weaken. In
so doing, the authors pay attention to the firm’s innovation strategy and its
interplay with its product market conditions, and show that the rising product
market competition can cause the firm to shift its innovation strategy from
the bottom-up grassroots innovation strategy in which employee involvement
plays an indispensable role to the top-down engineer-oriented strategy with
limited room for employee involvement. The authors derive this novel and
potentially important insight from their extensive field research. A rigorous
econometric test of their insight will be a promising future research area.
Minsun Ji’s chapter (Chapter 5) on taxi driver organizing in Denver
examines the labor-empowerment potential of taxi driver cooperative and
union partnerships. The research examined the extent to which such a part-
nership might advance the interests of the drivers and help to revive interest
in the labor movement. Ji’s use of narrative inquiry, surveys, and interviews
afford her an in-depth look at the dynamics of the relationships between
two union — taxi driver collaborations and the establishment of two worker
cooperatives. With little understanding or training provided, the drivers
had little concept of worker cooperatives or cooperative principles. Some
drivers viewed the cooperative as a tool to allow them to maximize their
own economic fortunes by leasing their cooperative taxi licenses to other
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drivers at high rates. With strong feelings of individualistic ownership, these
taxi drivers were not supportive of new labor organizing efforts or other
associations of drivers being established. Ultimately, because neither the
union nor the taxi drivers prioritized the development of a sense of solidar-
ity or class power during the establishment of their arrangements, neither
of them developed; when competing interests developed, the partnerships
unraveled.

In Chapter 6, Janet Boguslaw and Sarah Taghavi-Soroui use data from a
study supported by the W. K. Kellogg Foundation and the Rutgers School
of Management and Labor Relations that seeks to understand the impacts
that employee ownership can have on the wealth accumulation of low- and
moderate-income employees. Data gathered from interviews with manage-
ment staff, plant managers, company documents, and employee data, are
used. This case study examines how and which structured elements of an
employee stock ownership plan company may contribute to building eco-
nomic security and asset wealth for the lowest wage employees of a firm.
Employees from the JEBA Co. are able to accumulate assets that likely would
never have been possible to accumulate at their pay grades. The chapter exam-
ines how the ESOP model contributes to build financial, human, and social
capital. The case highlights areas where the ESOP structure can particularly
contribute to develop an asset accumulation strategy that not only helps the
lowest income workers to gain assets but also helps to reduce wealth inequali-
ties between the highest and lowest income employees.

The seventh chapter by Daphne Berry and David Fitz-Gerald reveals the
results of a study of the context in which the 100% employee stock own-
ership plan company maintains not only an insider-only board of directors
but one with non-officer employees as members. As Carris Reels’ owner, Bill
Carris, prepared to sell his reel manufacturing company to his employees, he
considered the values he wanted the company to live by into the foreseeable
future. He drafted a vision statement called the Long Term Plan which out-
lined his strategic goals for the company and his vision of its organizational
culture. The plan discussed goals for sharing ownership, and profits, shared
decision-making, and holding equality and fairness at work and in life in high
regard. With employees represented on committees at all levels of the organi-
zation, and despite trends toward including outsiders on company boards of
directors, Carris Reels instead includes democratically-elected representatives
from within non-officer employee ranks on its board. Formal and informal
interviews with employees, observation, and reviews of archival documents
provide data for this in-depth look into the values and culture of this repre-
sentative democratic employee-owned business organization.
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In the final chapter, Thomas Calo and Frank Shipper use a descriptive case
study to investigate Atlas Container Corporation’s practices of egalitarian-
ism, democracy, mutuality, and transparency. In their ethnographic study, the
authors used interviews, observations, archives, and other documents to iden-
tify the human resource policies and practices of Atlas, a small cardboard
manufacturing company that is owned by its 200 employees. The authors
propose that these distinctive practices differentiate Atlas from other com-
panies in the industry and contribute to its success. Blue- and white-collar
workers share decision-making, although this may take longer than authori-
tarian decision-making. Calo and Shipper use a literature review to assess
the relevance of High Performance Work Practices to the practices at Atlas,
finding evidence of seven of the identified practices. They propose that those
practices, coupled with shared leadership, contribute to the success of Atlas,
even in the face of growing competition.

REFERENCES

Arando, S., Gago, M., Jones, D. C., & Kato, T. (2015). Efficiency in employee-owned enterprises:
An econometric case study of Mondragon. Industrial & Labor Relations Review, 68(2),
398-425.

Kato, T. (2001). The end of lifetime employment in Japan? Evidence from national surveys and
field research. Journal of the Japanese and International Economies, 15(4), 489-514.
Kruse, D. L., Freeman, R. B., & Blasi, J. R. (Eds.). (2010). Shared capitalism at work: Employee
ownership, profit and gain sharing, and broad-based stock options. NBER Conference

Report Series. Chicago, IL: University of Chicago Press.



	EMPLOYEE OWNERSHIP AND EMPLOYEE INVOLVEMENT AT WORK: CASE STUDIES
	CONTENTS
	LIST OF CONTRIBUTORS
	FOREWORD
	INTRODUCTION
	REFERENCES

	INTER-COOPERATION MECHANISMS IN MONDRAGON: MANAGING THE CRISIS OF FAGOR ELECTRODOMÉSTICOS
	INTRODUCTION
	MECHANISMS OF INTER-COPERATION IN THE MONDRAGON GROUP
	History of the Mondragon Experience from the Perspective of Inter-Cooperation
	Mechanisms of Inter-Cooperation of the Mondragon Group

	FAGOR ELECTRODOMÉSTICOS: BACKGROUND
	Economic and Financial Figures for the Final Years of FED
	The Crisis
	Final Phase

	MANAGEMENT OF THE CRISIS: THE MECHANISMS OF INTER-COOPERATION
	Application of Inter-Cooperation Mechanisms Before the Closure of FED
	Inter-Cooperation Mechanisms Following Closure
	Post-Closure Lessons: Aspects to Encourage and Factors of Success

	CONCLUSIONS
	NOTES
	REFERENCES

	ULMA ARCHITECTURAL SOLUTIONS: A CASE FROM THE MONDRAGON COOPERATIVE GROUP
	INTRODUCTION
	1. ULMA ARCHITECTURAL SOLUTIONS
	2. RESEARCH ON PSYCHOSOCIAL ISSUES IN EMPLOYEE-OWNED AND COOPERATIVE FIRMS
	3. METHOD
	4. RESULTS
	5. DISCUSSION AND CONCLUSIONS
	NOTES
	ACKNOWLEDGMENTS
	REFERENCES

	MID SOUTH BUILDING AND SUPPLY: SURVIVING THE GREAT RECESSION
	INTRODUCTION TO THE STUDY
	MID SOUTH BUILDING SUPPLY
	THE EMPLOYEE STOCK OWNERSHIP PLAN
	ESOP Pride
	ESOP Challenges

	ORGANIZATIONAL CULTURE
	Top Management Leadership
	The Workplace Atmosphere

	HUMAN RESOURCES
	Staffing

	CAREER ADVANCEMENT AND SUCCESSION PLANNING
	Training and Development
	Compensation and Benefits

	OPERATIONS AND LOGISTICS
	Background
	Process
	Subcontractor Installers

	SALES AND MARKETING
	Sales
	Marketing

	FINANCE
	EXTERNAL ENVIRONMENT
	Economic Environment
	The Great Recession
	How MSBS survived the Great Recession?

	Technological Environment
	Industry Competition

	DISCUSSION OF THE CASE
	Limitations

	CONCLUSION
	REFERENCES

	EMPLOYE INVOLVEMENT UNDER RISING COMPETITIVE PRESURE: EVIDENCE FROM TWO MANUFACT URING FIRMS IN JAPAN
	1. INTRODUCTION
	2. AUTOPARTS UNDER WEAKENING KEIRETSU
	3. METAL UNDER INTENSIFYING COMPETITION FROM ABROAD
	4. MAKING SENSE OF THE DECLINING EMPLOYEE INVOLVEMENT UNDER RISING COMPETITIVE PRESSURE
	5. CONCLUSIONS
	NOTES
	ACKNOWLEDGEMENTS
	REFERENCES

	LIMITATIONS OF BUSINESS UNIONISM AND CO-OP CONSERVATISM: A CASE STUDY OF DENVER’s TAXI DRIVER UNION-COOPERATIVES
	Accommodating Job Consciousness versus Adversarial Class Consciousness
	From Independent Contractors to 
Self-Employed Drivers: Uber’s “Sharing Economy” Liberation?
	Taxi Driver Cooperatives: New Directions 
in Denver Taxi Driver Organizing
	Union Taxi in Denver
	Green Taxi: A Second Union-Cooperative

	Unionized Worker Cooperatives in Practice: Job or Class Consciousness?
	Economically Driven Worker Cooperatives: “We are Owners, 
Not Workers”
	Governance Structure at the Unionized Cooperative
	The Role of Labor Unions: Political Lobbying versus 
Leadership Development

	CONCLUSION
	REFERENCES

	STRUCTURING FIRMS TO BENEFIT LOW-INCOME WORKERS: AN EMPLOYEE OWNERSHIP CASE STUDY
	INTRODUCTION
	EMPLOYEE OWNERSHIP AND ESOPs
	ASSET DEVELOPMENT THEORY
	BEYOND INCOME: STRUCTURES THAT COMBINE TO BUILD WEALTH
	GENDER, RACE, AND OCCUPATION: OVERCOMIN G BARIERS TO BUILD WEALTH
	Gender Wealth Gap
	Racial Wealth Gap

	EMPLOYEE OWNERSHIP AND ASSET-BUILDING
	CASE STUDY
	1. Background
	2. The Employee Stock Ownership Plan
	Structure and Ownership
	Current ESOP Ownership Accounts

	3. Corporate Culture, Practices, and Impacts on the Bottom Line
	3.1. The ownership model drives a set of practices that reinforce the culture of the company
	3.2. The ownership model provides a competitive advantage and reduces overhead costs
	3.3. The ownership model develops leadership and peer commitment

	4. Impacts on Middle- to Lower-Income Employees

	DISCUSSION
	Social Capital
	Financial Capital
	Human Capital

	CONCLUSIONS AND RECOMMENDATIONS
	ACKNOWLEDGEMENTS
	REFERENCES

	BOARD STRUCTURE AT CARIS REELS: A PARTICIPATORY ESOP COMPANY
	INTRODUCTION
	ABOUT CARRIS REELS
	THE LONG TERM PLAN
	ESOP COMPANY BOARD STRUCTURE
	CARRIS GOVERNING BODIES
	EARLY BOARD ACTIVITY AND PLANNING FOR EMPLOYEE GOVERNANCE
	AN EMPLOYEE-PARTICIPATORY BOARD
	CONCLUSION
	NOTES
	ACKNOWLEDGMENTS
	REFERENCES

	ATLAS CONTAINER CORPORATION: THINKING OUTSIDE THE BOX
	INTRODUCTION TO ATLAS CONTAINER COMPANY
	THE ATLAS PRODUCTION PROCESS
	THE ATLAS CULTURE
	Egalitarianism
	Democracy
	Mutual Accountability
	Transparency

	EMPLOYEE OWNERSHIP
	HUMAN RESOURCE MANAGEMENT
	Employee Assistance
	Safety Culture
	Drug Policy
	Health Care
	Recruiting
	Training and Development
	Performance and Rewards

	COMPETITIVE ADVANTAGES
	Customer Service
	Brokers and Sheets
	Sustainability

	COMPETITIVE DISADVANTAGES
	Competition
	Product Quality
	Technology
	Purchasing Paper
	Aging Workforce

	DISCUSSION
	Limitations

	CONCLUSION
	REFERENCES

	INDEX



