WHAT IS A WORKERS’ COOPERATIVE?

David Ellerman
Staff Economist

What is a workers’ cooperative?

A workers’ cooperative or industrial cooperative is a company where the “own-
ers” or members are all and only the people who work in the company. The workers
hold the basic “ownership” or membership rights which consist of: (1) the voting
rights to elect the board of directors which, in turn, appoints the management or
staff, and (2) the rights to the “profits” or net income of the company. Each member
has an equal vote in accordance with the democratic principle of one-person/one-
vote. The net income, which could be positive or negative, is shared among the

members according to some agreed upon formula such as equally per dollar pay or
equally per hour worked.

How does a workers’ coop differ from a conventional corporation? ‘

In a workers’ coop the membership rights are assigned to the people who work
in the company, whereas in a conventional corporation the membership rights are
put up for sale to whoever has enough money to buy them. That is, the membershi
rights are legally attached to the shares of stock which can be bought or sold by
anyone who is not otherwise connected with the company. Since the votes and profits
are distributed on a per share basis, a shareholder in an ordinary corporation will
have the number of votes and shares of the profits equal to the number of shares
owned.

Is a workers’ coop just a company where the employees own the shares?

No. Although workers’ coops and employee-owned corporations are often con-
fused with one another, they are based on quite different principles. When the
employees in a conventional corporation buy the shares, then their ownership or
membership rights are based on their capital. In a workers’ coop, the workers mem-
bership rights are based on their labor. This fundamental difference leads to many

other differences in the way the companies operate and the way they evolve over the
long term.
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What are the moral principles behind workers’ cooperatives?

A workers’ cooperative is a company where the membership rights (i.e., the net
income rights and the voting rights) are attached to the people who work in the firm.
The assignment of the net income and voting rights to the workers is based on two
principles. The fruits-of-their-labor principle, which is the moral foundation for the
private property system, implies that the workers should have the net income rights,
and the democratic principle, which is the moral basis for democracy or self-
government, implies that the workers should have the voting rights.

The fruits-of-their-labor principle states simply that people should have the
rights to the (positive and negative) fruits of their labor. The products or outputs of a
firm are the positive fruits of the labor jointly performed by all the people (blue and
white collar) who work in the firm. The used-up inputs, such as the raw materials and
the services of the machines, buildings, and land, represent the negative fruits of the
labor of the firm’s workers. The market value of the produced outputs and the used-
up inputs is, respectively, the revenues and the costs. Thus the net value of the posi-
tive and negative fruits of the workers’ labor is the revenues minus the costs, i.e., the
net income. The fruits-of-their-labor principle implies that the workers of the firm
should jointly appropriate the outputs they produced and be jointly liable for the
inputs they used up. Hence the labor principle implies that the net income rights
should be assigned to the people working in the company. From the legal viewpoint,
it is the company itself that legally appropriates the outputs and is legally liable for
the inputs. Thus when the people who work in a company are the legal members of
it, then and only then do they receive the positive and negative fruits of their labor.

The principle of democracy or self-government states that the people who are to
be governed by a government should have the vote to elect that government. Since it
is precisely the people who work in a company who are managed or governed by the
workplace government or management, the democratic principle implies that it is the
workers (not the absentee shareholders or consumers) who should have the voting
rights. Thus workers’ self-management in a workers’ coop is the industrial version of
citizen’s self-government in a town, city, or state. A workers’ cooperative is a demo-
cratic work-community which assigns the voting rights to those who work in the en-
terprise just as a democratic living-community, like a town or municipality, assigns
the voting rights to those who live or reside in the town or city. In either case, the
voting rights may not be bought or sold, and the democratic institution is not a “piece
of property” that can be bought or sold. Since an industrial system of workers’ coop-
eratives would thus be the workplace version of political democracy, a system of in-
dustrial cooperatives is also called industrial democracy, economic democracy, or self-
management.
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