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This prologue is better than a Ouija board. It is an eye-opening map showingde the 
past, present and likely future health and wealth position of everyday American 
households. Seeing these charts helps us to more clearly recognize what is needed by 
way of specific coordinated actions to succeed in addressing everyday households’ 
urgent economic, health and learning needs, as 78% of U.S. workers are living 
paycheck to paycheck.i 
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“Everyday American Households Need a Quantum Leap” 
(Executives: your confidential summary is on pages 39 – 72  

• 2019 – Pre-Quantum Leap America 

p ii, Fig. 1 

• 400 Richest Americans Own More Than Do 150 Million Of The Nation's 
Poorest 

400 richest people in the nation — just .00025 percent of the population — own more than the 150 
million adults in the bottom 60 percent, according to an analysis by The Washington Post.  

The share of the nation’s wealth held by the adults in the bottom 60 percent, meanwhile, dropped from 
5.7 percent in 1987, to 2.1 percent in 2014, the Post reported, citing the  World Inequality 
Database that’s maintained by Zucman and other economists. 

“U.S. wealth concentration seems to have returned to levels last seen during the Roaring Twenties,” 
Zucman wrote. And as “wealth begets power” the political system is impacted, he noted.  

Zucman’s study compared net worth — not income — which is the value of everything that a family owns, 
minus debt. Homes, land, rental properties, stock, bank accounts and any business holdings are all included. 
Personal possessions, like cars, were not included. iii   Median income in the United States fell by more 
than 12% between 2000 and 2012, according to the Center for Budget and Policy Prioritiesiv but 
college tuition nationwide has more than doubled since 1980.v 
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 Fig. 2a vi 
 
Distribution of Our Household’s Incomes in 2016 – U.S. Census Bureau 

 vii  Fig. 2b 

Wolf Street  

• “Some observations 

For the bottom 40% on the income scale of the households (the bottom two lines in the chart above): 
Household income adjusted for inflation for the lowest quintile has dropped 9.5% since 1999; and for 
the second lowest quintile, household income dropped 2.4% since 2000. 12% live below the poverty 
line but in Puerto Rico, 40%.  Although 13 percent of the U.S. population is Black, only 2 percent of 
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U.S. businesses employing more than one person are Black-owned.  Hispanics are 17 percent of the 
population but own just 6 percent of these businesses. 

Households in the third lowest quintile (40% to 60% on the income scale, purple line) have now 
finally squeaked past their prior income peak in 2000, but by less than 0.5%.  

Households in the fourth quintile (60% to 80% on the income scale, green line) have done reasonably 
well, gaining $33,000 in annual household income (53%) over the past 50 years, and $4,000 since 
their prior income peak in 2000. The top 20% of households (dark blue line) have gained $101,000 in 
annual household income (91%) since 1967 and are up $15,000 from their prior peak in 2000.  

This group includes the top 5%, “where the music plays”. Their prior income peak was in 2001 at 
$353,000. In 2016, they booked $375,000. These households now make nearly $200K more on an 
inflation adjusted basis than they did in 1967, a 112% jump.  Wealth is managed in havens. viii 

Also note how household income in this top 5% category fell sharply during the Financial Crisis, and 
how the Fed's monetary policies, designed to create what Bernanke called the "Wealth Effect," 
effectively created wealth and income for them, benefiting the most those households with the most 
assets. Hence, incomes from their investments began to surge in 2010. For them, the Fed, personified 
by Bernanke, was the guardian angel — while the middle class was getting further hollowed out, with 
the bottom 60% getting shafted.  

Thankfully, the Census Bureau did not provide data on the top 1% or the top 0.1%. It would have 
made that chart look absurd. ix 

And on second thought, for an economy based on consumer spending, strangling the incomes of 80% 
of those very consumers on whom the economy relies for growth, while bailing out and enriching a 
tiny group at the top, doesn't quite appear to be an effective economic model over the longer term.  

Buried in the annual income data from the Census Bureau are some facts that the media silenced to 
death. Men, sit down. Read… The Terrible Facts about Real Earnings of Men 

Read the original article on Wolf Street. Copyright 2018. Follow Wolf Street on Twitter.” 

Many charts about inequality, like the Piketty/Saez one showing growth in the top 0.1 percent’s share 
of income, use data from IRS tax returns. That’s great in some ways (you get more data than if you 
just take a survey, and tax records are more accurate than people’s self-reported incomes), but it 
necessarily leaves out nontaxable benefits that people get from their employers, like health insurance 
or pension contributions. A tax return can also come from a single person, a couple with no kids, or a 
couple with many kids. Because of declining fertility, the number of people in each “tax unit” has 
declined over the years, meaning more income growth per person than tax data on its own implies.  x 

When you put those factors together, the conservatives’ contention is things aren’t all that bad — the 
standard of living of middle-class families has grown quite a bit from the 1970s to the present. Now, 
Americans (USA) throw away nearly one million tons of clothes every week. 
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Most liberals and leftists concerned with inequality have argued with this not by disputing the 
underlying numbers but by pointing out that it’s a rather odd conservative defense of the way the 
economy works.  

“So the argument (of the right) has to be: cash market income of the bottom 99 percent of adults has 
stagnated but the bottom 99 percent get much more expensive private and government provided health 
care benefits, some more government transfers, and they have fewer kids,” Saez, who pioneered the 
use of tax data to study inequality, told the New York Times’s Thomas Edsall in 2012. “This does not 
seem like a great situation, especially from a conservative point of view.” 

But the new research by Saez, Piketty, and Zucman suggests that might have been conceding too 
much. They attempt to track down where all the income in the United States from 1913 to the present 
has gone: how much has gone to the bottom 20 percent, how much to the top 1 percent, how much to 
everyone in between.  

With the results, called “distributional national accounts,” researchers can see exactly where 
economic growth is going, and how much each group is seeing its income rise relative to the overall 
economy. 

Crucially, the way that Saez, Piketty, and Zucman calculated the numbers answers basically all of the 
conservative critiques. They use tax data on incomes as their base, but then fold in the cost of 
employer-provided health care, pensions, and other benefits, as measured by survey data. They also 
add in the effect of all taxes and government transfer programs like food stamps or Medicaid. They 
measure changes in income among adults, rather than households or tax units, meaning changes in 
family size don’t matter. And they use the slower-growing inflation metric, rather than CPI. 

And what do they find? This: 

 
Piketty/Saez/Zucman 2017  
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The chart above shows how much the incomes of each group grew, on average, every year from 1980 
to 2014. The two lines show both pre- and post-tax incomes.   

The implication is clear. People at or below the median income saw their incomes rise by 1 percent or 
less every year during that period. That isn’t nothing, but it’s hardly great. At the very bottom, some 
people have seen incomes fall pre-tax; while most poor households get government assistance to help 
with that, programs like food stamps or the earned income tax credit fail to reach about 20 to 25 
percent of the people they’re meant to help. 

But the rich? Boy, the rich made out like bandits. The top 1 percent, but really the top 0.1, top 0.01, 
and even top 0.001 percent (that last group included only 2,344 adults in 2014) saw really fast, 
dramatic growth in their incomes after 1980. Contrary to some recent commentary, the large increase 
in inequality isn’t due to the top 20 percent; affluent, educated professionals wth low-six-figure 
salaries and nice homes in good suburbs aren’t driving this. Their incomes are growing about 1.5 
percent a year — not bad, but not that much better than the middle class either. The major spike is in 
the top 1 percent (adults receiving an average of $1.31 million per year each out of national income) 
and above, where annual income grew by 3, 4, 5, even 6 percent. [The offshore trust  ½ of the top 1%’s 
earning assets aren’t counted.] 

This doesn’t appear to have been the way the economy worked from, say, 1946 to 1980. On the 
request of the New York Times’s David Leonhardt (who Naderhas a knack for smart suggestions for 
research from empirically minded economists), Piketty, Saez, and Zucman reproduced the same graph 
for every 34-year period from 1946 to the present. Here’s how the 1946-1980 graph compares to the 
1980-2014 graph: 

The Broken Economy of the United States, in One Simple Chart https://t.co/HPqxHDUmsC 
pic.twitter.com/5SnIx3TiLr  (Fig. 2 above) 

— Gabriel Zucman (@gabriel_zucman) August 8, 2017  

If the 1980-2014 graph was staggering, the 1946-1980 one is even more so. It shows that the uneven 
distribution of economic growth in recent decades is not the way things have always been.  

In the 1950s and ’60s, poor and middle-income Americans actually saw greater income growth than 
rich ones. The big fat spike at the end of the chart doesn’t exist in that period. The richest of the rich 
got rather muted increases in income. And everyone’s income rose a great deal faster from 1946 to 
1980 than the bottom 95 percent’s did from 1980 to 2014. The rich saw incomes rise more slowly 
then, but their incomes were still growing much faster than those of today’s middle class. 

What explains this dramatic change? That part is much less well-known. But one theory, which Saez, 
Piketty, and Harvard economist Stefanie Stantcheva have floated, holds that very high marginal tax 
rates (the top rate on wages was 91 percent for most of the 1950s) discouraged the rich from making 
very large salaries. In particular, it prevented them from bargaining with their employers to divert 
money from shareholders or lower-ranked staffers into higher executive compensation. 

Think of it this way. In 2017, the top federal income tax rate is 39.6 percent. So if a CEO convinces 
his company to raise his pay from $5 million to $6 million, he’ll get to keep $604,000 of that raise 
(I’m ignoring state and payroll taxes for the sake of simplicity). That’s a really healthy after-tax raise, 
so that CEO has a very big incentive to lobby for pay hikes like that. But in 1955, the top federal 
income tax rate was 91 percent. So that same pay raise would only net him $90,000. Not nothing, but 
a way, way smaller windfall. So back then, executives had less reason to try to fight to earn more, 
which kept down inequality. 
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Saez, Piketty, and Stantcheva argue that the main effect was to deter wage bargaining — that is, high 
earners used to be much less aggressive about fighting for raises. They don’t think the high tax rates 
actually stopped high earners from engaging in useful economic activity, or did much to harm 
economic growth.  

Conservative and libertarian economists, naturally, disagree, and contend that rates that high have 
massive economic costs. The actual average tax rate that the richest Americans paid in the 1950s was 
only slightly higher than the average rate today (42 percent then versus 36.4 percent now); because 
there was less inequality, very few people were rich enough to pay the top rates, and there were many 
more deductions and loopholes. That also limited the amount of revenue the tax rates could raise for 
social programs. 

But if nothing else, the Saez, Piketty, and Zucman research confirms that something really did change 
in the 1970s and ’80s, to make the economy less rewarding to the middle-class and poor and more  

 

rewarding to the rich. That’s an important finding, and given how careful their latest work is to 
include all sources of income, it’s going to be a hard one to rebut. 

U.S. workers’ take-home pay has risen by 12% since 1978. 

In 2017, Congress gave the top 1% a trillion dollars of tax relief.xi  83% went to the top 1%. 

Over half of Americans have less than $1000 in savings but at least 30% of us ownd a gun in 2017.xii xiii  Life 
expectancy dropped in 2018; the 3rd straight year.xiv    

 

A penny saved is a tax-free penny earned ! 

 

U.S. Robinson Patman Act says consumers all get the same price. Unless, they pool … 

On October 23, 2019, Google revealed that their 54-qubit quantum computer was able to complete a task in 200 
seconds instead of the estimated 10,000 years on a classical computer. So, although the average GDP per capita 
growth rate from 1700 to 2012 was 0.8% per year,xv we may be in for growth like we experienced between 
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1945 and 1973 again.  On the other hand, climate change may bring the end of civilization or even our species. 

Fig. 3               

Most working women now earn the minimum wage or less.  

Almost 80% of Americans say they live from paycheck to paycheck reports The Guardian.xvi And only 35% are 
“certain they could come up with the full $2,000” if an unexpected need for $2,000 came up within the 
next month.xvii 

Average pretax income of the top 10th of Americans has doubled since 1980, that of the top 1% has 
more than tripled, and that of the top 0.001% has risen more than sevenfold – even as the average 
pretax income of the bottom half of Americans has stayed almost precisely the same. xviii 

 xix, Fig. 4 

As of April 2019, the world economy lurches from uneven recovery to synchronized slowdown. xx 
While we're not yet headed for a worldwide recession, the latest update of the Brookings-Financial 
Times Tracking Indexes for the Global Economic Recovery indicates that major advanced and 
emerging market economies are all losing growth momentum.xxi 

  

Fig. 5 xxii 

“In 2015, sociologists Catherine Ed and and H Luke Schaefer published ‘$2.00 a Day: Living on Almost Nothing 
in America’… A review published by the American Enterprise Institute argued that the authors had not 
accounted for the value of food stamps or cash families might be receiving ad hoc from friends… The reaction 
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to their book says everything you need to know about how America change since the 1960s explained Peter 
Edelman. By 2008, life expectancy among low educated black males in the U.S. was the same as it was in 
Bangladesh or Trinidad. In 2016, the Federal Reserve reported that 46% of all Americans did not have enough 
cash on hand to pay for a sudden $400 expense such as a car repair or a visit to the emergency room, without 
borrowing… 

‘The difference between us and the World War II generation that came to Congress, is that they were all in 
the foxhole together, so they tended to think about the country as a whole,’ said Bill Bradley who offered 
this explanation during the discussion about his frustrations serving in the U.S. Senate … ‘No one in 
Washington thinks that way anymore. They’re representing interests, not the people as a whole. They don’t 
worry about government, per se whether its basic operations or solving big, long-term problems like climate or 
campaign finance’… 42% of all American workers are earning less Than $15 per hour… The crash of the 
American Dream has thrown the working class into the ‘same boat’ as the poor and by now it is likely that they 
know it .” xxiii 

At Vanguard, the median 401(k) account balance for an investor age 65 or older is $58,035. For those who have 
pensions, the median private pension was $9,376 a year according to the Pension Rights Center. In 2018, the 
average Social Security check was $1,422 a month for $17,000 a year. Remember, these are the lucky ones. It 
2018 study by the Federal Reserve Bank of St. Louis found that only 27% of households have a defined benefit 
pension plan, while only 33% of a defined contribution plan (usually a 401 (K)).xxiv 

Fig. 6a xxv 

Fig.6B  xxvi 
 

"In the decade between 2000 and 2010, the median income in the United States declined by 7% when 
adjusted for inflation. In 20,014, 51% of Americans made less than 30,000 a year, and 76% of them 
had no savings whatsoever. Since the 1970s, we have witnessed concerted efforts to move people out 
of direct employment... In 2014 51% of Americans made less than $30,000 a year, and 76% of them 
had no savings whatsoever. What has the "sharing economy" really gotten us? Seemingly overnight, 
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the gains of more than 100 years of labour struggle, dating back to the Haymarket riots in 1886… 
Have been stalled also, the Fair Labour Standards Act of 1938 suddenly has far less polo because the 
number of employees is shrinking rapidly… 

In Average Is Over, the economist Tyler Cowan foresees a future in which a tiny "hyper meritocracy" would 
make millions while the rest of us struggle to survive on anywhere between $5000 and $10,000 a year. It 
already works quite well in Mexico,, and quips. Karl B Frey and Michael A Osborne predict that 40% of all jobs 
are at risk of being automated over the next 20 years." xxvii 

The standard of “affordable” housing is that which costs roughly 30 percent or less of a family’s 
income. Because of rising housing costs and stagnant wages, slightly more than half of all poor 
renting families in the country spend more than 50 percent of their income on housing costs, and 
at least one in four spends more than 70 percent.  . The last time Boston accepted new applications 
for rental-assistance Section 8 vouchers was nine years ago, when for a few precious weeks you were 
allowed to place your name on a very long waiting list. Boston is not atypical in that way. In Los 
Angeles, the estimated wait time for a Section 8 voucher is 11 years. In Washington, the waiting list 
for housing vouchers is closed indefinitely, and over 40,000 people have applied for public housing 
alone.  

While many Americans assume that most poor families live in subsidized housing, the opposite is 
true; nationwide, only one in four households that qualifies for rental assistance receives it.  

Ray Dalio, founder Bridgewater Associates: “I think the American Dream is lost – not redistributing 
opportunity… only a 14% chance of rising to the middle class.”  This is a national emergency. 
Throughout history, if you have people under very different conditions and you have an economic 
downturn, you have conflict. In the ’30s for example, you had four major democracies that chose not 
to be democracies because they wanted leadership to bring order to the conflict.”xxviii  

Robert Reich writes:  The American dream promises that anyone can make it if they work hard 
enough and play by the rules. Anyone can make it by pulling themselves up by their “bootstraps.” 

Baloney.   The truth is: In America today, your life chances depend largely on how you started –
 where you grew up and how much your parents earned.xxix 

AP’s recent survey found that compensation inequality is now so extreme that a middle-wage 
employee at most major corporations would have to work 158 years to make as much as his or her 
chief executive was given last year alone. Doctors and lawyers of Aspen, CO can’t afford to buy a 
house. The U.S. needs thousands of Danish-style cohousing neighborhoods with solar roofs and 
vertical windmills.xxx 

Ralph Nader wrote: In 2017, the U.S. consumers spent $333.4 billion on prescription drugs.xxxi 

One in five American adults face mental health issues according to the National Institutes of health. In 
the U.S. alone, according to thisismybrave.com, nearly 44 million adults experience a mental illness 
and given year. Nearly 60% of adults with a mental illness did not receive treatment in the previous 
year. Every 13 seconds someone dies by suicide – that’s 40,000 Americans a year – 90% of those who 
die by suicide have a diagnosable psychiatric disorder at the time of their death. In addition, every 
day, more than 130 people in the United States die after overdosing on opioids.xxxii 
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xxxiii Fig. 

7a xxxiv xxxv 

 

• U.S. Has The Worst Rate Of Maternal Deaths In The Developed World 

Nina Martin, ProPublica  for NPR  May 12, 2017 

 Fig. 7b 

Change in Debt-To-GDP Ratio, 2018 – 2023 
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 Fig. 8 

   

“My time is limited.”  Steve Jobs 

 

   U.S. Annual Federal Budget Deficits 

 Fig. 9 
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 Fig. 10 

                                             Excluding Home Mortgage, US Federal, State and Local Debt 

An article in the Financial Times in June 2009 (“Debt Is Capitalism’s Dirty Little Secret”) said: “the 
benefits of economic growth have gone into the pockets of plutocrats rather than the bulk of the 
population. So why has there been no revolution? Because there was a solution: debt. If you couldn’t 
earn it, you could borrow it.” 

The U.S. national debt topped $22 trillion for the first time the week of February 10, 2019, less than a 
year after, less than a year after it crossed the $21 trillion mark, indicating a further deterioration of 
the nation’s finances. The Peterson foundation said that the U.S. national debt has risen by $1 trillion 
dollars in the past 11 months. “We already pay an average of $1 billion every day and interest on the 
debt, and will spend a staggering $7 trillion in interest costs over the next decade.” Asserted Michael 
Peterson. xxxvi 

Still, e-cigarette maker Juul Labs Inc posted more than $1 billion in revenue in 2018, up from about 
$200 million a year earlier, the first official growth figures for the controversial vaping product. xxxvii 
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 Fig. 11 xxxviii 

New NIRS research finds retirement savings are dangerously low, and the U.S. retirement savings 
deficit is between $6.8 and $14.0 trillion.  55 million Americans currently lack a way to save for 
retirement through their workplaces, causing a savings gap of over $28 trillion.xxxix Among 
households age 55 and older, almost 30 percent have neither retirement savings nor defined-benefit 
plans.xl  “The uber-rich cannot see the world from anyone’s perspective but their own.”xli . So, 
nationwide, public pensions are roughly 70 percent funded, falling below what national standards 
consider to be healthy. Studies show that 401(K) is is a poor substitute. xlii  Only one state – Wisconsin 
– has a fully funded pension.xliii  28% of U.S. Americans don’t have health insurance. 
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 Fig. 12a xliv 

 

Fig. 12b 

 

Because cooperatives are very long-lived and member-owned like government agencies, a form of 
Defined Benefit pension remains feasible.  xlv 

The link between work and reward is unraveling. The hourly pay of typical workers has essentially 
stagnated—increasing only 13% over 43 years.xlvi The U.S. has the highest level of income inequality 
among all advanced countries. The 1% are oblivious.xlvii As many as 9 in 10 households save too little 
to finance retirement, and millions of Americans save nothing at all.xlviii xlix  The near-miraculous 
productivity growth that essentially transformed the US into one of the world’s most affluent societies 
is permanently in the country’s rearview mirror.l  Proposed tariffs would add nearly $7,000 to the cost 
of a new car by 2019.li 
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58% of U.S. adults have less than $1,000 in the bank.lii   

New data from listing service Clever reveals that 47% of Americans carry some sort of credit card 
balance from month to month yet only 30% with credit card debt think they will manage to pay it off 
within a year.liii  Even if you have the cash, you might invest it in your co-op’s 8.8 % bonds instead 
and borrow to buy the car.liv 

Fig. 12c 

Sam Ro Business Insider Apr. 3, 2013 lv 

The tax cuts are making it worse, and the SEC isn’t helping 

Tax cuts have exacerbated shareholder rewards on Wall Street. JPMorgan estimates that S&P 500 
companies will buy back a record $800 billion of their own shares this year, thanks in large part to tax 
savings, strong earnings, and repatriation of profits they previously kept overseas. 

“The folks who passed this tax cut did so understanding that it was going to lead this result,” Jackson, 
the SEC commissioner, told me. 

Stock buyback proponents will point out that many Americans own stock and therefore benefit from 
buybacks. That’s true, but rich Americans own the most. According to Gallup, just over half of 
Americans own stocks at all. The richest 10 percent of Americans own 80 percent of all stock shares, 
while the bottom 80 percent of earners own just 8 percent. lvi 

Denmark is said to have the happiest people. Household Buying Power Assns. (HBPA) can  keep that 
alive. 

“When do people really start to live? When they faced death.”  Tony Robbins 
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Fig.12b 

U.S. Exports 

Fig. 13 lvii 

Staving off the Silver Tsunami via business ‘Conversion’ to a workers’ co-operative. 

Over the next decade, tens of thousands of businesses will be sold or shut down as their baby-boomer 
owners retire. Up to 20,000 of these businesses must change ownership each year. The average age of 
a seasoned business owner is now 69. In the United States and Canadalviii, of all established 
businesses, 68% are owned by them. The widespread loss of these businesses threatens the larger 
economy. Traditional M&A is both chancy and disruptive. Jobs may leave; move onshore or offshore. 
But, tens of thousands of baby-boomer businesses can become “conversions” - sold to their workers 
through ESOPs or transitioning them to worker or union co-ops. lix  When workers buy the company 
that employs them, these uniquely knowledgeable employees continue their commitment to their 
community,lx which makes them more likely to keep the operations and infrastructure in place. 
HBPA-seeded B Corporations with ESOPs may register shares on a number of stock exchanges. 
They keep their jobs. Among U.S. Men, 25-54, 15% have dropped out and this number will 
likely increase to over 20 percent in the next few years. lxi   Many will be trained to manage co-
ops. White males are the most morose and this training is currently not being offered to them 
outside of Spain. 
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 lxii, Fig. 14 

The buck stops with the consumer, needless to say. Obviously, by consolidating buying powerlxiii via 
an international purchasing cooperative, the pool of 100 million U.S. householdslxiv could tease 
markups back toward traditional ratios.  ‘B Corporation’lxv workers and Workers’ Cooperative lxvi 
members could join in. Household Buying Power clubs may stagnate yet, most of the HBPA’s 
Mondragon MCC lxviistructured co-ops may be expected to last for generations and, aided by MCC’s 
R&D “pillar”, lxviii  not become vulnerable to obsolescence due to “disruption” – not even by social 
networks or shopping online. The new sharing economy, MOOC courseware, local and national 
MakeIt activities featuring AI and ML, 3D printing, WiFi 6 & free CAD,lxix bring new opportunities 
to IPC members. 
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Fig. 15Say no more. lxx

 Fig. 16 
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lxxi 

Startups are struggling in this era of rising market concentration. In most industries, since the 1980s, 
the share of all sales going to the top firms is increasing. Startups may have a hard time competing 
with these mega firms, which can out pay them for the best talent and sometimes attempt to drive 
them out of the industry. Previous Brookings research found there are fewer startups in states where a 
smaller number of companies dominate the market (pdf). VC-backed startup failure rates are 
notorious. lxxii 

Another related possibility - the most-educated American workers are no longer attracted to 
entrepreneurship. In 1992, 4% of 25-54 year olds with a master’s degree or PhD owned a small 
company with at least 10 employees. In 2017, this was true of only 2.2%. Companies started by the 
highly educated are often unusually productive. lxxiii 

Another is the sharp decline in the number of single-branch commercial banks available – Appendix J. 

Over the course of the last ten years: 
 
Bank of America has paid $76.1 billion in fines. 
JPMorgan Chase has paid $43.7 billion in fines. 
Citigroup has paid $19 billion in fines. 
Wells Fargo has paid $11.8 billion in fines. 
Goldman Sachs has paid $7.7 billion in fines. 
Morgan Stanley has paid $5.4 billion in fines. 

Today, the so-called “gig economy”—ranging from Uber to Shark Tank—seems to represent the 
latest chapter in America’s ongoing dynamism. These examples, however, do not reflect the 
broader reality: on many measures, dynamism is on the decline in America. 

Entrepreneurship is down. Start-ups account for only about 7.5 percent of all U.S. 
companies today, down from nearly 13 percent in the 1980s. Worker mobility is down. The 
percentage of workers who switch jobs each year—often a sign of new opportunities opening 
up—has fallen by half in the past 15 years. Innovation is flagging. Since 1999, the number of U.S. 
patents that are also filed in Europe and Japan—a measure of the rigor of these patents—has 
fallen by a quarter. And in the recent years’ post-financial crisis, America’s labor-force 
participation rate has been hovering at levels not seen since the late 1970s. 

As we have written about before (such as here), all this waning dynamism contributes to slower 
growth in labor productivity. In the six years 2011 through 2016, annual growth in America’s 
nonfarm business sector has averaged about 0.53 percent. This is the worst such streak since the 
Bureau of Labor Statistics began tracking these data in 1947. At this rate, average labor 
productivity—and thus average standards of living—would take 131 years to double. And this 
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poor performance is not just a function of the Great Recession. From 2000-2007, per-capita GDP 
growth was less than 1.5 percent, noticeably below the postwar growth rate of 2.3 percent. 

What ails America? Some answers come from the new book by Tyler Cowen, a widely respected 
economics professor. In The Complacent Class: The Self-Defeating Quest for the American 
Dream, he documents the malaise that seems to have infected the U.S. economy, and that, he 
worries, threatens to leave a broad swath of the American population without “the capacity to imagine 
or embrace a world where things do change rapidly for most if not all people.” lxxiv 

Another may be that the Mexicans have been leaving lxxv  or, China’s US shoe sales are $1 Bn per 
month. 

Fig. 17 

   Fig. 18a 

New York, Massachusetts and California — these three states get about 80% of venture capital 
investments… and most of the rest of the country struggles to get ahead. The answer isn’t handouts 
from Silicon Valley, it’s collective efforts to further accelerate the innovation already happening in 
places such as Cincinnati, Omaha and Des Moines… all cities need to create a more inclusive form 
of entrepreneurship where people from different backgrounds and expertise have the opportunity to 
pursue good ideas.lxxvi  
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 Research conducted by Professor of Management Practice at Harvard Business School Shikhar Ghosh 
based on 2000 venture-backed startups who raised at least $1,000,000 between 2004 and 2010 shows 
that only between 10% to 20% of venture-backed startups bring in the real investment returns. lxxvii 

Fig. 18b 

Note: VCs don’t utilize and don’t tell their prospects about “The Beacon Model” alternative. 

Over 44 million student borrowers collectively carry over $1.48 trillion in student loan debt in the 
USA. “GDP per capita” is high in the USA but it does not reflect the actual incomes of most people: 

 lxxviii Fig. 
19 
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An international purchasing cooperative could save households billions 
while making workers cooperatives more productive & boosting community 
banks: 

Consumers’ spending was $13.6 trillion at the end of 2017 but households had scant “buying power.” 
lxxix  Though the total value of all U.S. homes was $31.8 Trillion, most homeowner equity lies fallow, 
unfocused.lxxx  Homes appreciate at about 2%, not like 8.8% or the ROI in import/export trades. 

Jail Time For Unpaid Court Fines And Fees Can Create Cycle Of Poverty – see the 

article in Appendix J. 

Local atrocities like this and like the devastating 18 month delay by officials in Flint, MI can also be 
countered by a highly financed Citizen Consumer Cooperative with related Workers’ Cooperatives in 
the community. 

We are accustomed to the reality that everyday Americans seldom can get in on the ground floor. 
They can, of course, pay a Broker Dealership to invest in an Initial Public Offering (IPO). But, there 
has been a 73% reduction in IPOs per year in the period from 2001 to 2016 (108), compared to the 
period from 1990 to 2000 (406), and the median time to IPO from initial VC investment has increased 
from three years in 2000 to approximately ten years today.lxxxi  Regulation A brokers charge investors 
10% - 15%.lxxxii  

Without nutritious food, unable to send their kids to a decent school, unable to afford air conditioning 
in the sweltering 100+ F degree summer heat, etc. Crime lxxxiii and child-rearing problems are 
exploding as a result of poverty and lack of community. Twenty-five percent (indeed a quarter) of all 
children in the US, 15.8% of our population is considered extremely poor, making less than $10K 
per year, and thus unable to pay attending U.S. public schools and benefit from food support 
provided by the school. Many of those children are unsure of when they will eat next.lxxxiv  34% of 
children entering kindergarten don’t have the language skills to read. Hospitals are closing their 
maternity wards. Lawyers can’t find work. Patent lawyers’ IP files are hacked from China. Local 
businesses are squeezed out as local EDCs squander resources on big global corporations with zero 
genuine loyalty to the community, local workers or local vendors. Absolute mobility has plummeted 
in the USA.lxxxv Over 38,000 millennials left New York City in 2018. Many are flocking to small rural 
communities. 

In 2013, a California payday lender called CashCall charged 342 percent interest on Minnesotans’ 
internet loans – doubling their money every 77 days. The state of Minnesota took the company to 
court and the company was forced to pay over $11 million -- $7 million in outstanding loans and $4.5 
million in restitution. But, if the new measures pass, Benjamin Wogsland, a spokesperson for Attorney 
General Lori Swanson, worries court decisions like this one will cease. “We think it’s a recipe for 
disaster.”lxxxvi 
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Colorado Attorney General Cynthia H. Coffman said she has joined a coalition of 32 other attorneys 
general in urging the Consumer Financial Protection Bureau to keep protecting military service 
members against predatory lenders under the Military Lending Act, following the CFPB’s reported 
decision to stop examining lenders. 

• 2/3 of Americans can’t name the three branches of the Federal Government.lxxxvii   
• 1 in 4 Americans think the sun revolves around the earth.lxxxviii   
• Exasperated, everyday Americans are drawing inward, even turning to using and peddling 

narcotics. Every day, more than 115 people in the United States die after overdosing on 
opioids. The Centers for Disease Control and Prevention estimates that the total "economic 
burden" of prescription opioid misuse alone in the United States is $78.5 billion a year, 
including the costs of healthcare, lost productivity, addiction treatment, and criminal justice 
involvement.lxxxix   

• Every day, about 160,000 children miss school out of fear of being bullied.xc   
• “Premature birth and its complications are the leading cause of death in infants.  
• In the US, roughly one in 10 babies is born prematurely, or before 37 weeks, far higher than 

most other developed countries, and the rate is ticking upward.  
• Yet now in Africa you can go into a smoke shop or joke shop or anyplace else and their use 

your Internet to pay bills anywhere. We don’t do it here; we have to use the banks.  
• If somebody says well I’ll pay you in 90 days, blockchain smart agents  can discount that and 

put that in your block and now the distributed ledger is like your bank. You likely don’t have 
to have a irrevocable letter of credit. Now you have to get a letter of credit from a bank. 

• Suppose you know I woman with six kids in Panama who can make Panama hats. Now if you 
want to buy a hat, you pay a consultant to pay a middleman. With blockchain, if she wants to 
sell one she can’t just post it on the Internet.  

• A survey, conducted by Consumer Reports, found that while four in 10 admitted being 
"somewhat overweight," just 11 percent said they were very overweight or obese — a direct 
contradiction of previous weight measurements taken by researchers at the Centers for Disease 
Control and Prevention, which show that 68 percent of Americans are overweight or obese.xci  
Telemedicine can help.xcii 

• “We have the best government money can buy.” Last year, $3.37 billion was spent on 
lobbying.xciii 

• In 2016, the health care industry spent half a billion dollars on lobbying, with pharmaceutical 
companies, hospitals and health professionals making the largest contributions. In 2009, the 
year the Affordable Care Act was debated, health care lobbying exceeded $550 million. (Last 
year, by comparison, defense lobbying totaled $129 million, and the gun lobby spent just $10.5 
million.)xciv Cooperatives’ PACs lobby. xcv 

Between 1946 and 1964, 76 million Baby Boomers were born. By 1980 they had all come of age and 
they made up almost half of the US workforce.  College tuition was subsidized. In the last two 
decades of the 20th century, the number of people in their prime age work years – age 25 to 54 – grew 
by 35 million. In the first two decades of the 21st century, the net growth in prime age workers will be 
only 3 million. Also, the workforce is becoming far more diverse; only 15% of all new workers will 
be native-born whites. But we are about to lose whole lot of school teachers. Boomers will demand 
much more medical care, but the healthcare professions are already screaming about worker 
shortages. Households will need 50% more home health aides.xcvi  

Other large occupations that are especially “grey” are farmers, government and school administrators, 
clergy, librarians, bus drivers, school and vocational councilors, property managers, psychologists, 
management analysts, private household cleaners and servants, tool and die makers and taxi drivers. 
Still more occupations that will be significantly affected include airline pilots and navigators, special 
education teachers and teachers’ aides, industrial engineers, postal clerks, plumbers, pipefitters and 



G

95

 

 

steamfitters, financial managers, social workers, registered nurses and chemists. We will be forced to 
pay those elsewhere to do these complicated things for us.  

By 2005 we were buying more than half of our manufactured goods from other nations. States and 
towns competing to attract or hold corporations, were paying $50 billion per year in bribes – the 
writing was clearly on the wall.xcvii 

Every one of 3,142 US counties will need fresh, skilled helpers on site. Workers co-op opportunities 
or maybe jails – after all, thousands of inmates in private jails are being paid 27 cents per hour 
worked. 

 Fig. 20 

• Among youths in prisons, 85% grew up in a fatherless home. 
 

• Recalling ‘The American Dream’ – Before and After 1970 xcviii           
“The remarkable thing about U.S. history that distinguishes it in many ways from almost every other 
experiment in capitalist systems is that every decade from 1820 to 1970 the real wage kept rising. 
There’s probably no other capitalism that delivered to its working class that kind of remarkable 150-
year history that produced this sense that every generation will live better than the one before. 

Before I answer your question about why it stopped, just consider for a moment the trauma that it 
must represent to a population of Americans that have become used to the idea that we live in a 
charmed land that delivers a wonderful, rising standard of well-being four America’s working people. 
For many it represents the end of a world, the end of a set of expectations, the end of a notion of a 
good future that will come as the reward for hard work. And the trauma is all the worse when there is 
no honest discussion of it and no easy way to connect with others who are having a similar 
experience. 

Why has it happened? Is a major phenomena in human history, it has many reasons, any causes. But 
I’m going to select four of them that I think were key. The first two have to do with the offering of 
jobs. That is, in our system new jobs depend on the decisions of private employers as to whether or 
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not it is profitable to hire people. In the 1970s American employers did two things that made them 
need and want fewer employees. 

The first one was a technological breakthrough called the computer, which made it possible for 
employers to reduce the number of people hired because the computers could now do much more. The 
simplest example is to remember that once upon a time supermarkets needed an army of workers to 
keep track of how many or how much serial, soup, paper cups and so on were leaving the shelves. 
With the computer, you have a scanner at the checkout counter, and nobody needs to keep track of it – 
it’s all done automatically. 

The second thing that happened in the 1970s was the recognition and the decision of U.S. Employers 
that the national wage level, which had been rising for all those years, was much higher than in other 
countries, and it would be more profitable to move production to those parts of the world. Between the 
computer replacing people and the jobs being internationally outsourced, the demand for labor in the 
US shrank.  

At the same time, two other phenomena also contributed. The first was the US women’s movement to 
join the workforce starting in the 1970s, millions of American Housewives decided to add the role of a 
paid worker. 

At the same time, we had the latest influx of people from Latin America arriving in search of a job 
and a better life. So a reduction in demand for US workers by employers and an increase in the 
number of people looking for work – women and immigrants – occurred at the same time in the 
1970s. For the first time in US history there was no labor shortage, we had a system that was 
successful as a form of capitalism … 

Every capitalist in the US realized the great lesson … if you don’t have to raise the wages of your 
workers, don’t do it. You make more money. That’s what US employers have been doing for more 
than 30 years now… The average wage earned by an American worker is about what it was in 1978. 
That is a sea change in our history meanwhile the last 30 years also saw rising worker productivity; 
workers were producing evermore for their employers to sell while their employees give them no 
more for their work… 

Something also was going on parallel to wages flattening out, according to the OECD, Americans do 
more hours of paid labor per year than any other working-class in an advanced industrial country. To 
keep alive the American dreamxcix and the hope of delivering a better life to their families and 
children, American workers have been working more. Men started taking second jobs. The women 
entered the workforce. Retired people have come out of retirement to help the family, and teenagers 
began working on weekends. At the same time, people are being constantly bombarded by advertising 
that defined “success” in America is having a better house, a better car, a bit of vacation and a better 
college education for the children. To keep up with the pressure, people began working more and 
more. 

And, of course, the other new thing that the US working class began to do was to take on debt. One 
way to keep your consumption and standard of living rising when your wages are not is to borrow. 
Starting in the 1970s, working people in the US borrowed money on a scale that has never been seen 
before in any country. Capitalists began devising new mechanisms for providing credit to the mass of 
people. Prior to that time, the only people who carried a plastic card were businessmen working off an 
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expense account. But in the 1970s all that changed… The amazing thing about the last 30 years is the 
degree to which there was a kind of collective self-delusion in the United States around the issue of 
borrowing. By 2007 the American working class had accumulated a level of debt that was no longer 
sustainable - people just couldn’t make the payments anymore. The bubble began to burst. It’s a crisis 
that really began in the 1970s, when wages stopped going up. By 2007 an entire mass of American 
people were literally exhausted, exhausted physically by all the work, and exhausted psychologically 
because the family that had held people’s lives together had been blown apart because of the 
destructive consequences that over working had put on the family… 

One of the reasons why today’s crisis is so severe, long-lasting and defies the efforts of the US 
government to cope is because it isn’t a typical business cycle. This is the culmination of a 30 year 
postponement of what it means when 150 years of wage increases comes to an end… 

In 1990, only 150 reverse mortgages were arranged. In 2007, 120,000. As all statistics show, the only 
significant asset that Americans accumulate during their working years is their home. The economic 
realities of our times now require that people draw down that asset via reverse mortgages to fund their 
postretirement years. They will thus not leave their homes to their children. Today’s reverse 
mortgages are the new means for liquidating the American dream.” c 

Through association, households can achieve enormous buying power – unprecedented. Conservative 
thinker Edmund Burke wrote, “the good must associate; else they will fail, one by one, and on pitied 
sacrifice in a contemptible struggle.” 

In the 1950s, a typical CEO made 20 times the salary of his or her average worker. Last year, CEO 
pay at an S&P 500 Index firm soared to an average of 361 times more than the average rank-and-file 
worker, or pay of $13,940,000 a year, according to an AFL-CIO’s Executive Paywatch news release 
today. ci 

Senior executives of workers cooperatives invested in by a Household Buying Power Association 
(HBPA) may earn 6 times what the average worker earns. Still, that may top $200,000/year, the 
“Accredited Investor” mark. 

• Being poor can change your genes and increase your chances of depression.cii 
“Once we bowled in leagues, usually after work—but no longer. This seemingly small phenomenon 
symbolizes a significant social change that Robert Putnam has identified in his brilliant volume, 
which The Economist hailed as “a prodigious achievement. 
 
Drawing on vast new data that reveal Americans’ changing behavior, Putnam shows how we have 
become increasingly disconnected from one another and how social structures—whether they be PTA, 
church, or political parties—have disintegrated. Until the publication of this groundbreaking work, no 
one had so deftly diagnosed the harm that these broken bonds have wreaked on our physical and civic 
health, nor had anyone exalted their fundamental power in creating a society that is happy, healthy, 
and safe.  
 
Like defining works from the past, such as The Lonely Crowd and The Affluent Society, and like the 
works of C. Wright Mills and Betty Friedan, Putnam’s Bowling Alone has identified a central crisis 
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at the heart of our society and suggests what we can do.” ciii  Putnam’s Social Captial Index is a 
guide. 

Man is a social being and as such one of his innate needs is the desire to form interpersonal 
relationships with other human beings. Putnam’s data has been challenged, yet these challenges miss 
the point. For social action to transpire, the actors must trust and must respect one another. That sort 
of confidence in the other person regardless of party or religion is what makes e pluribus unum 
possible. It takes time – the kind of time afforded league members to get to know one another at the 
bowling alley or neighbors over a game of bridge or chess or a brewski. Acquaintances become 
friends who can plan and join together to get things done. It takes face time and repetition to bring 
about the understanding and the trust and respect. Social media is not a substitute and neither is a town 
meeting or knocking on a door and placing a lawn sign or taking someone to a voting pole. America’s 
long work hours leave too little time for the household, not to mention the community. 

Compounding this is the cynicism of persons devising ways to garner votes and get elected. The most 
common denominator is money – cheaper healthcare with less risk of bankruptcy, retirement plans, 
cheaper transportation, and more and better paying jobs. It’s self-centered – it’s about money, or fear. 
“Russia’s Internet Research Agency (IRA) launched an extended attack on the United States by using 
computational propaganda to misinform and polarize US voters”. civ 

Soccer game fans, once riled up, can become very ugly. Politics has become blood-sport thanks to 
Rupert Murdoch, Newt Gingrich, Donald Trump, Rush Limbaugh, Robert and Rebekah Mercer, 
Sheldon Adelson, David and Charles Koch, Grover Norquist’s ATR and Stephen Moore’s CFG – 
among others. Critical thinking, chess,cv calm thorough analysis and the openness toward others’ 
opinions have fallen by the wayside.  

Some Americans are becoming unsocial animals while sociopathic media moguls clean up. 

Sen. Ben Sassy in his book titled “Them”, says “we are in a period of unprecedented upheaval. 
Community is collapsing, anxiety is building and we are distracting ourselves with artificial political 
hatreds...  Data shows that 20 or 25 years ago about 14% of Americans said the other political party 
was evil. Today it’s about 40%. That can’t endure. And if it does, America won’t”. 

Community participation is essential for strong and vibrant democracy.  Neighbors would caucus to 
select their representatives from among them – people whose views they know, like and respect. In the 
Republican Party the community was out maneuvered by the few. The maneuvering is described in 
Winner-Take-All Politics by Hacker and Pierson: 

“Two key organizational developments heightened the prominence of economic radicalism. The first 
was the growing, organized presence of small business within the GOP. Small employers had long felt 
even more reason to complain about government and large firms…  Sometimes large businesses were 
is concerned with receiving assurances that regulation would be uniform and predictable as with the 
level of regulation itself. 

For small employers, however, the demands could be crushing. At a time of continuous, wrenching 
economic change, Washington became a major target for outrage. This was the mill you that would 
send the former owner of a pest- control company, Tom DeLay, to Washington, where he would 
target the Environmental Protection Agency as the ‘Gestapo of government, pure and simple.’  
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Those seeking to push the GOP right word sought to amplify and harness this anger…  

When the GOP won a stunning victory in the in 1994 midterm elections, the political connections 
binding it to business tighten further. Tom DeLay, in particular, seize the moment. He initiated what 
came to be known as the K Street Project, designed to bring lobbyists and corporations into a much 
closer, more coordinated relationship with the GOP leadership. ‘If you want to play in our revolution, 
you have to play by our rules,’ DeLay announced… According to the Centre for Responsive Politics, 
political donations from 19 key industry sectors, which had been split roughly evenly between the 
parties a decade ago, shifted to a 2-1 GOP advantage… 

Rather than simply advocate for tax rollbacks, they now focused on the recruitment and support of 
public officials devoted to the cause, and they backed up this recruitment and support with careful 
monitoring and the promise of swift retaliation to guard against any backsliding. The new focus 
reflected tax-cutters deep disappointment with the post-1981 Reagan presidency and the 
administration of George HW Bush: the acceptance of tax hikes in 1982 and 1984, the revenue neutral 
tax reform of 1986, and, the most infamous of all, Bush’s betrayal of his ‘read my lips’ pledge… As 
Richard Gilder, an ardent supply-sider who would confound the Club for Growth, put it, ‘We would 
hear those great growth ideas about how the candidates were going to cut taxes and push for growth, 
and then they’d get down there and vote to raise taxes.’  

Out of this frustration emerged new organizations, heavily funded by the most affluent elements of 
American society. Put crudely, their efforts shifted from creating broad public support to 
recruiting and monitoring politicians. These groups came to play a key role in producing like-
minded candidates – or at least candidates who face strong incentives to behave as if they were like-
minded – and in radicalizing tax politics. 

Two groups were at the heart of this effort: Grover Norquist’s Americans for Tax Reform (ATR) and 
Stephen Moore’s Club for Growth (CFG). ” 

In 2016, Ralph Nader authored a book entitled “Breaking Through Power – It’s Easier Than We 
Think”. Chapter 4 “Why Democracy Works” is a map and it’s based on successful efforts Nader has 
led. Success takes getting less than 1% of voters to engage elected officials. cvi 

Nader says that “we are less an engaged democracy and more a society of spectator. As is the nation 
drifts toward authoritarianism, intolerance, and fear, we begin to resemble the societies described in 
George Orwell’s 1984, Aldus Huxley’s Brave New World and Neil Postman’s Amusing Ourselves to 
Death.” 

He says that “there was a time when Parade had a different, more serious mix of articles. About thirty 
years ago for example, Parade had a feature on Ralph Hotchkiss who revolutionized wheelchair 
manufacturing, breaking a true global wheelchair monopoly… But like most nonfiction periodicals, 
including the formerly august New York Times Sunday Magazine and the widely read AARP 
Magazine, the fare has become lighter and more superficial with every decade… a long slide down 
the ladder from substance and depth to celebrity and shallowness.” 

Here are Ralph Nader’s two steps that Break Through Power and actually ‘Make Democracy Work’: 
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1. The first leveraging step is taken when one percent of the people connect with one another in 
legislative districts throughout the country, with each person devoting 300 volunteer hours a 
year and each raising $200-$300 to staff full-time activist offices. 

2. The second step is taken in the form of the agenda citizens pursue through 535 members of 
Congress, and the support of public opinion – 60 to 70% – garnered through the force of 
creative social networking.  Such public support is already out there, while many people 
are ready for the outreach necessary to achieve those levels. 

It took “far less than 1% increased ‘public sentiment’ to force Congress and the White House to 
enact major consumer, worker safety, and environmental protections into law during the 1960s and 
1970s.” 

It is indeed, “Easier Than We Think”. Nevertheless, grant & seed capital for BrightChange saves 
time: 

 Fig. 21 cvii 

“If social and human values are to be served, sources of finance capital 
must be found” Gunn cviii 

In the year 2000, author Robert D Putnam wrote in Chapter 24 of Bowling Alone, The Collapse and 
Revival of American Community: “… It is now past time to begin to re-weave the fabric of our 
communities” 

So then, ‘Capital Must Be Found’ but Where and From Whom Initially? 
The answer is, where Social Capital is high and from everyday households who pay their taxes and such places 
buying their own Household Buying Power Assn. high yield, 25 year ‘corporate’ bondscix under the Jobs Act 
signed by Obama. 
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Fig. 20 

We see clearly why democracy is challenging from the above, but we also see how, by 
working together, households can readily make democracy come-back to America. 

Children are being denied even an online education. Elders are being denied care and companionship. 

 

JOBS ACT TURNED UPSIDE DOWN 

Although insiders in the venture capital community who worked with Timothy Gardner on the Jobs 
Act knew in 2014 that the biggest beneficiaries from what has come to be known as SEC Regulation 
A+ would be third tier Broker-Dealers, everyday Americans thought it would be their chance to get in 
on the ground floor of innovative startups which would be able to raise the $2 million warchest Andy 
Grove said they would need to defend their patents. Something that neither angel investors are venture 
capitalists had been providing. Companies could raise up to $50 million every 12 months under SEC 
Regulation A+ and any sane adult in the U.S. could invest. cx 

Instead, however, Accredited Investors pay broker-dealers 10% or even 15% premiums for these 
Regulation A+ best effort offerings – John Q Public is not being invited, although he could be. 

A JQP mutual fund can open the door for U.S. households to generate a wave of economic activity by 
investing billions in opportunities with an estimated Return on Investment of 9% or more. Companies 
can register their headquarters in Marshall Texas and successfully defend their patents in that District 
Court.cxi  Due Diligence (DD) “laboratories” can prescreen Direct Public Offerings (DPO) and bestow 
the equivalent of a Seal of Good Housekeeping which can then be referenced in the venture’s Test the 
Waters (TTW) general advertising to households coast-to-coast.cxii 

https://www.nytimes.com/interactive/2018/12/14/opinion/rural-america-trump-
decline.html?action=click&module=RelatedLinks&pgtype=Article 
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• The New York Times  

 The Hard Truths of Trying to ‘Save’ the Rural Economy  

By Eduardo Porter Photography by Maddie McGarvey Graphics by Stuart A. Thompson and Jessia 
Ma  

• Can rural America be saved?  
There are 60 million people, almost one in five Americans, living on farms, in hamlets and in small towns 
across the landscape. For the last quarter century the story of these places has been one of relentless 
economic decline.  

 
Source: Brookings analysis of Census and Bureau of Economic Analysis data. 

*Metropolitan statistical area 

 

This is, of course, not news to the people who live in rural and small-town America, who have been 
fighting for years to reverse this decline. But now, the nation’s political class is finally noticing. The 
election of Donald Trump, powered in no small degree by rural voters, has brought the troubles of small-
town America to national attention, with an urgent question: What can be done to revive it?  

Birds fill the sky in Tiptonville, Tenn. Lake County peaked in population in 1950, and now is home to 
about 7,500 people. It has a 42% poverty rate. Maddie McGarvey for The New York Times  

Rural America is getting old. The median age is 43, seven years older than city dwellers. Its productivity, 
defined as output per worker, is lower than urban America’s. Its families have lower incomes. And its 
share of the population is shrinking: the United States has grown by 75 million people since 1990, but this 
has mostly occurred in cities and suburbs. Rural areas have lost some 3 million people. Since the 1990s, 
problems such as crime and opioid abuse, once associated with urban areas, are increasingly rural 
phenomena. 

Rural communities once captured a greater share of the nation’s prosperity. Jobs and wages in small town 
America played catch-up with big cities until the mid 1980s. During the economic recovery of 1992 to 



G

10

 

 

1996, 135,000 new businesses were started in small counties, a third of the nation’s total. Employment in 
small counties shot up by 2.5 million, or 16 percent, twice the pace experienced in counties with million-
plus populations. 

These days, economic growth bypasses rural economies. In the first four years of the recovery after the 
2008 recession, counties with fewer than 100,000 people lost 17,500 businesses, according to the 
Economic Innovation Group. By contrast, counties with more than 1 million residents added, altogether, 
99,000 firms. By 2017, the largest metropolitan areas had almost 10 percent more jobs than they did at the 
start of the financial crisis. Rural areas still had fewer. 

 

 

HOUSEHOLD BUYING POWER ASSNs WITH THEIR BILLIONS OF CASH CAN HELP 

To promote the general welfare, we’ll need an eleemosynary Quantum Leap 

“Be the change that you want to see in the world.”  Mahatma Gandhi 
 

8.8% 25 Year Zero Coupon Bonds  $50 Face Value –  

One ($6.10) Per Week / Household 

  Fig. 20 

Recommended Reading: 

• The_Worker_Co-operative_Movements_in_Italy_Mondragón_and_France: Context, Success 
Factors and Lessons  - Canadian Worker Co-operative Federation cxiii 

• What do we really know about worker co-operatives cxiv 

• THE-MONDRAGON-REPORT - Praxis Peace Institute cxv – Required reading 

• COMPANIES WE KEEP – Employee Ownership and Business of Community in Place by 

John Abrams – Required reading 

• Making Mondragón: The Growth and Dynamics of the Worker Cooperative Complex – 
Required 

• Humanizing the Economy: Co-operatives in the Age of Capital  by Restakis  – Required 
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• Starting A Worker Co-op A Canadian Handbook_11-2017 cxvi  

• CalPERS  Tough times greet new CIO cxvii  CA Public Employees’ Retirement System 

• Here’s why edge computing is attracting so much interest  by Carl Weinschenk  cxviii 

• Why the cooperative model needs to be at the heart of our new economy cxix  

• 3 out of 4 Americans are lonely cxx
 

• Universal Declaration of Human Rights  UN 1948 cxxi 

• Two books on co-ops by Nathan Schneider “Everything for Everyone” and “Ours to Hack and To 
Own”  

• Blockchain competition: “Are New Platforms Threatening The Hegemony Of Bitcoin & Ethereum?” cxxii 

• Successful transaction using blockchain proves a better way to trade.cxxiii 

• Blockchain-based securities clearing and settlement tested successfully cxxiv 

•  HSBC and ING Execute Groundbreaking Live Trade Finance Transaction on R3’s Corda   
Blockchain Platform cxxv 

• “Capital Without Borders” by Brooke Harrington 

•  Arguably: Essays by Christopher Hitchens 

•  “Wired Differently”   by Dosch 

•  “What Schools Could Be” by Dintersmith 

•  “Limitless Mind”  by Jo Boaler 

• “Come Home America” and also “Who Will Tell the People” both by William Greider  

•  “Why Democracies Fail or Succeed” cxxvi – Required reading 

• “The Great Reversal: How America Gave Up on Free Markets” by Thomas Philippon cxxvii 
• “Blue Ocean Strategy” by W. Chan Kim & Renee Mauborgne  

• “The Strategy That Will Fix Healthcare” by Michael E. Porter & Thomas E. Lee  – Required   
reading for activists in delivery of health services 

• “Fate of Food”  by Amanda Little  – Required reading for agronomists 

• “The Fix: Overcome the Invisible Barriers That Are Holding Women Back at Work” by 
Michelle P. King 

• “The Age of Access: The New Culture of Hypercaapitalism Where All of Life is a Paid-For 
Experience”: Jeremy Rifkin 
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Appendix A.  Allies (prospective) 

• Allen & Overy, Linklaters, Slaughter & May, Freshfield Bruckhaus Deringer 

• Dentons, Miller Thomson, Norton Rose, Dorsey Whitney 

• Coutts Private Banking, Barclays, RBC, Scotiabank, UBS, UBP, CS, Safra, Butterfield, 
Andbank, World Bank, IDB, CDB, EEA/Norwegian Sovereign Wealth 
Fund/Iceland/Canadian Social Economy Research Partnerships (CSERP)/Canadian 
Worker Co-operative Federation (CWCF)/ Living Knowledge Network: 
www.scienceshops.org/ CoopZone: www.coopzone.coop, Democracy at Work Institute, 
Community Purchasing Alliance (DC), The Co-operators Insurance and Financial 
Services 
 

• Kofi Annan Foundation and the UN Global Compact 

• New Jersey/New York Center for Employee Ownership/Loka Institute: www.loka.org 

• Hope Bank, Softbank/AIM, Democracy at Work Institute 

• Servant Leadership Institute, Greenleaf Center for Servant Leadership 

• Rutgers U. Participatory Management Certificate Program, NYU Stern, Columbia U, 
Pace U, Cooper Union, U Rochester (NY), RIT, U Puerto Rico, Ctr. for Community 
Based Research: www.communitybasedresearch.ca, U. MN Rochester, Carlson 

• ILO,  International Labor Organization, Robinhood.org, LeaderLink 

• CDC – Coastal Enterprises Inc., Lincoln County, ME  

• Natl. Federation of CDCUs, NextGen America 

• CDFI Bond Guarantee Programcxxviii 

• CWCID – Credit Where Credit Is Due / Neighborhood Trust - NYC 

• SBA, USDA, VA, ExIm Bank, OII, SBIC, SBDC, CDFI (CDFI Fund), NMTC  

• Saba island Chamber and Parishes 

• Dorsey & Whitney, Land O’Lakes 

• Mondragón Cooperative Corporation (MCC)cxxix 

• Mondragón University, in Bidasoa and Oñati, Spain 

• Childspace Management Group (CMG)cxxx 

• The Cooperative Group (UK; a 7 mil. member Consumer Cooperative) 

• John Lewis Partnership (UK; $11B revenue; employee trust), AWANE 

• American Sustainable Business Council 
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• ΔΤΔ and other fraternities and sororities, The ‘Y’ and the Boy Scouts 

• Legal Defense Funds 

• Rotary, Chamber, Lions, Moose Intl., Elks, Shriners &Freemasons, KofC, American 
Legion, VFW, Odd Fellows, Rebekhas, USJaycees, NAACP, ACLU, Junior League, Who 
Cares Coalition (Care.com)  

• Independent Community Bankers of America®cxxxi  

• American Library Association (ALA) 

• CUNY, City University of NY, Queens 

• USNH, University of Southern New Hampshire 

• ICA-Group (Boston / NYC) , OutSystems (Low-Code; Boston, Portugal), ICA (Belgium), 
International Cooperative Association; Canadian Social Economy Research Partnerships 
(CSERP); Canadian Worker Co-operative Federation (CWCF); CoopZone Co-op 
Developers' Network; International Worker Co-op Federation (CICOPA); Canadian 
Social Economy Research Partnerships; Quebec Worker Cooperative Federation 
(FQCT);  Legacoop Coopfond (Italy); United Steelworkers; Institute for Development of 
Social Economy (IDES, France); Confédération générale des SCOP; Société coopérative 
de développement et d’entraide (SOCODEN); Institute for Development of Social 
Economy (IDES); French General Confederation of SCOPs (CG-SCOP), Japanese 
Consumers' Co-operative Union (JCCU), Seikatsu Cooperative Union Club Consumers’ 
Cooperative Union (Japan), JA-Zenchu/Institute for the Development of Agricultural 
Co-operation in Asia (IDACA), The Government of Japan - Ministry of Agriculture, 
Forestry and Fisheries, National Agricultural Co-operative Federation of Korea (NACF), 
National Agricultural Co-operative Federation of Korea (NACF) National Co-operative 
Union of India, Canadian Co-operative Association (CCA), Développement international 
Desjardins (DiD), ILO/Coopnet/Coopreform Programmes, Agriterra and Rabobank 
Foundation, and THE ICA DOMUS TRUST 

• Lutheran Services in America, Catholic Charities USA, Ashokacxxxii 

• United Jewish Communities (UJC) 

• Action Without Boarders / The Idealist – Amy Dar 

• Foundations: Ford, Annie E. Casey, Charles Stewart Mott, John D and Katherine T. 
MacArthur, Skoll, Kaiser Family, Rise of the Rest 

• Institutes: Aspen, Brookings, Woodstock 

• Womens Business Associations (ref. Appendix W2) 

• Sister Cities, Doctors Without Borders, Habitat For Humanity 

• Praxis Peace Institute, Team Poker 

• AAA, American Automobile Association, Autodesk 3D Printing software 
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https://www.verdict.co.uk/private-banker-international/news/private-banks-aum-2017-ranking/  

Appendix B.  TimeBanks, Bewitched-&-Bothered Bewilderment - Demoralization 

The Mission of TimeBanks USA 

The mission of TimeBanks USA is to promote equality and build caring community economies 
through inclusive exchanges of time and talents. cxxxiii 

TimeBanks USA Brief History and Accomplishments 

For the past 18 years, TBUSA has fostered the spread of TimeBanking by providing presentations, 
courses, manuals, guide-books and materials, workshops, conferences, strategic planning, and 
mentoring for communities and organizations at grass-roots, professional, academic and policy levels. 
We created and now host and provide technical support for Community Weaver software, which is 
used to manage TimeBank activities such as listing TimeBank participants, showing their availability, 
logging their TimeBank activities, and providing extensive reports on levels of activity in the 
TimeBank. 

As the home of TimeBanking, TimeBanks USA laid the foundations for an expanding network of 
independent TimeBanks. TimeBanking is used by organizations and communities to advance a host of 
social- and justice-related missions. Some TimeBanks are focused on addressing a specific need, like 
helping frail elderly remain in their homes, or overcoming a racial divide, or reducing social isolation 
within a community. Others aim to build a sense of community within a geographic area. Still others 
are “hybrids” pursuing different goals that combine into the larger mission of rebuilding community. 

The TimeBanking movement is spreading across the United States and internationally. It now includes 
a network of 200+ independent TimeBanks in the United States. 32+ countries have active 
TimeBanks. (We hope you will b e inspired to go visit some individual TimeBank websites. You will 
be inspired!) 

Governance of TimeBanks USA 

Edgar Cahn, as the organization’s founder, is chair of the board, and CEO. The governance of this 
organization is carried out by a board of seven members, which reviews organization finances and 
capacities, ensuring that they are directed in effective ways toward TBUSA’s mission. Board 
members raise funds for TBUSA, and deliberate on and advise on the strategic directions of the 
organization. 

TimeBanks USA’s Board of Directors (2019) 

Edgar Cahn, CEO & Chairman of the Board 

Dr. Edgar S. Cahn is the creator of Time Dollars and the founder of TimeBanks USA, as well as the co-founder 
of the National Legal Services Program and the Antioch School of Law (now the David A. Clarke School of 
Law). 

He is the author of “No More Throw Away People: The Co-Production Imperative,” “Time Dollars” (co-author 
Jonathan Rowe, Rodale Press, 1992), “Our Brother’s Keeper: The Indian in White America,” (1972) and 
“Hunger USA.” 
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More details about Edgar Cahn’s career of service in furtherance of social justice can be found on Wikipedia 
http://en.wikipedia.org/wiki/Edgar_S._Cahn 

Badi Foster 

President and CEO of the Phelps Stokes Fund. Former professor and university administrator (Princeton, U. 
Mass, Rutgers, Harvard and Tufts). Former corporate executive and hospital administrator.  

Debra Frazier 

Founder, Arthur Capper/Carrollsburg TimeBank; Liaison, Bread for the City TimeBank; Co-Chair DCPS Head 
Start Policy Council; Staff Associate, Office of Parent Affirst, DC Public Schools; Community Organizer, 
Washington Area Council on Alcohol andDrug Abuse; MA International Studies in Human Ecology, Howard 
University; Masters Program in Demography, Georgetown; Census Bureau International Statistics Program 

Christine Gray 

Christine is a former CEO of TimeBanks USA (2009-2011).  Her work is focused on the design and 
implementation of systems change by applying Co-Production, TimeBanking, and whole systems thinking. 

With TimeBanking founder Edgar Cahn, Christine has taught courses and workshops on Co-Production, 
TimeBanking, and systems change at community, professional, and graduate school levels, including the Utah 
University School of Social Work and the University of the District of Columbia, David A. Clarke School of 
Law, and, in the UK, to policy advisors in the Blair government, the New Economics Foundation (nef) and the 
National Endowment for Science, Technology and the Arts (NESTA), among others. 

Christine secured her doctoral degree in political science at the University of California, Los Angeles, in 2011. 
Her doctoral thesis will be published as The Tribal Moment in American Politics: The Struggle for Native 
American Sovereignty in June, 2013 by the Alta Mira Press.  http://www.amazon.com/Christine-K.-
Gray/e/B00BU7Z0G6 

Josefina Mata 

Executive Director, Concilio Campesino del Sudoeste, Inc. (Senior Volunteer – Senior Companion & Foster 
Grandparent, Time Banks, AmeriCorps VISTA, Civic Engagement, & Health Promotion Programs) in southern 
NM for 20 years Focus on various National and Bi-national Initiatives in the Elimination of Health Disparities. 
State of New Mexico Tobacco Planning Board, PDN Health Literacy Advisory Committee, ALLIANCE 
(Alliance for Area Agencies on Aging for New Mexico) 

Kathy Perlow 

Membership Coordinator,  Community Exchange TimeBank in Allentown, PA with 700 individual members 
and 20 organizational partners.  Volunteer Coordinator for the Leukemia and Lymphoma Eastern Chapter of 
PA.  Co-author “Community-Based Participatory Research Shows How a Community Initiative Creates 
Networks to Improve Well-Being”, American Journal of Preventive Medicine, December 2009 and “Time 
Banking and Health: The Role of a Community Currency Organization in Enhancing Well-Being”, Health 
Promotion Practice, August 5, 2010. 

Sheryl Walton 

Sheryl Walton, MPH, is a community health educator specializing in supporting residents, parents, community 
groups, and agencies seeking to build on the assets and strengths of low-income, multi-cultural communities to 
improve health and quality of life. 
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Sheryl’s areas of experience include planning, training, and technical assistance in the broad field of 
community-based public health, with an emphasis in resident leadership development and engagement, root 
causes of racial and ethnic health inequities, community-based participatory research and evaluation, policy and 
media advocacy, economic development and health, and community organizing. She prides herself on 
integrating community residents’ perspective with public health prevention methodologies. 

Sheryl is co-author of “Building Local Government and Resident Partnerships to Improve Health: Lessons 
From the Field,” in Community Organizing & Community Building for Health. 

Curtis Watkins 

Curtis Watkins is the Director National Homecomers Academy overseeing a program designed to assist persons 
who are “Homecomers” – those who are returning to society following incarceration. 

Before launching NHA, Mr. Watkins founded and was the Executive Director of LifeSTARTS Youth & Family 
Services, a nonprofit organization supporting youth and their families.  Mr. Watkins also promotes key 
partnerships, serving on three nonprofit Boards: Time Bank Youth Court, NPower of the Greater Washington 
Region, and the Ward 7 Nonprofit Network.  Additionally, Mr. Watkins is a 2007–2008 Nonprofit Roundtable 
Fellow. 

Mr. Watkins is frequently a featured speaker on issues related to youth development, violence prevention, and 
community development having appeared before congressional committee and city agencies as well as on 
television interviews.  You may contact Mr. Watkins at nationalhomecomers@gmail.com. 

Polly Wiessner 

Polly Wiessner is a Professor of Anthropology at the University of Utah.  Her work has examined  the 
evolution of reciprocity cooperation and  social networks, conducting longterm fieldwork among the J u/’ 
hoansi  Bushmen of Southern Africa and the Enga of Papua New Guinea. 

Beginning in 2005, Polly led an effort to raise funds to build the Enga Take Anda, house of traditional 
knowledge, with the goal of keeping Enga culture and identity alive in these rapidly changing times. The Enga 
Take Anda opened in 2009 and has become a dynamic hub for Enga cultural  activities and the education of 
Enga youth. 

For more on Polly’s research and writings, her projects, and her work with the Enga Take Anda,  see  
http://www.anthro.utah.edu/faculty/wiessner.html. 

TimeBanks USA, 5500 39th St. NW, Washington, D.C. 20015 Telephone: (202) 686-5200 / (202) 537-5033 
(fax) 

 

The Arroyo SECO Community Revolving Loan Fund (CRLF) seeks to educate, support and empower our 
local Time Bank community through micro-loans and access to professional development. Supported by 
philanthropy and the community it serves, this charitable fund supports community revitalization by providing 
equitable access to resources for members of the Arroyo S.E.C.O. Network of Time Banks (ASNTB.com). 

 

IPC Bank 

An offshore bank serving the International Purchasing Cooperative and its Buyers, money managers 
(MM), the IPC’s international  Federation of HBPAs, all member households, all bond holders, 



G

11

 

 

workers cooperatives and their employees. Blockchain USDX and cryptocoin payment and credit 
services. 

Patterned after the Mondragón Cooperative Corporation’s (MCC) Laboral Kutxa bank and credit 
union. 

 

Merchant Bank (MB) 

An offshore bank serving at the pleasure of the International Purchasing Cooperative.  U.S. Capital 
International has sought a seat and operate the back office so that HBPA members will be able to trade 
their 25 year bonds after holding them for 18 months. On behalf of the Mutual Fund Trust (a pool of 
bond receipts) the MB will oversee the administration of money management activities offshore. 

Investments in startups, having been prescreened and invested in by one or more IPC laboratories and 
given a seal of approval, will be authorized by the MB. This process also provides MB members 
ground floor investment opportunities that may be unmatched anywhere else in the world; LSMFT, a 
lucky strike for the invited.  

Full partner seats are to be priced at $25 million each. Associate seats may be granted to founders. 

 

 

 

 

• Private banks AUM 2017 ranking revealed by GlobalData 
By Saloni Sardana June 6, 2018  

Private banks AUM 2017 ranking has been published by  GlobalData and Private Banker 
International. It shows China Merchants Bank has broken into the global top ten private wealth 
managers – for the first time.  

The Chinese bank had assets under management of $292.8bn in 2017 and ranked tenth in 
GlobalData’s ‘2017 Global Private Wealth Managers AUM Ranking’.  

The survey was produced in collaboration with Private Banker International publication  (PBI). 

• Total assets 

The world’s top 25 private wealth managers managed approximately $10.8trn of assets in 2017, 14% 
higher than 2016.  

UBS held number one position in the ‘2017 Global Private Wealth Managers AUM Ranking’, 
followed by Bank of America, Merrill Lynch and Morgan Stanley.  
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Credit Suisse and J.P. Morgan complete the top five, as all the largest players recorded double 
digit growth.  

Bartosz Golba, GlobalData’s head of wealth management content, said: “On average, the top five 
competitors increased their assets in 2017 faster than the rest of the players included in the ranking. 
This is a significant improvement on their 2016 performance, which proved to be a difficult year for 
the leaders.”  

Golba added: “Although the average growth in the lower parts of the ranking might be lower, it is 
there where competition is the fiercest. The most notable move is China Merchants Bank breaking 
into the global top 10 for the first time.”  

Andrew Haslip, head of financial content for Asia Pacific at GlobalData, said the six Asia Pacific 
banks tracked: Bank of China, China Merchants Bank, DBS, ICBC, OCBC and Standard Chartered, 
expanded their AuM by 17.4% in 2017. This is almost 3.5 percentage points higher than the rest of the 
top wealth managers.  
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Haslip added: “Almost all international private wealth managers have a focus on developing their 
presence in Asia Pacific where the market is growing. But it is not an easy market to thrive in with 
plenty of competition from local players.  
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34 years ago, a KGB defector chillingly predicted modern 
America cxxxiv 

• by Paul Ratner   July 18, 2018  

 

 

President Trump was almost universally panned for the press conference that followed the meeting 
with Russia’s President Putin in Helsinki, Finland. Trump was seen as capitulating to Russia by 
refusing to confront Putin on the issue of past and present interference in American elections. In fact, 
the American president seemed to be saying he doesn’t support the findings of his own intelligence 
agencies and instead prefers to take the Russian leader at his word. Even if he's changed his tune 
under the backlash. 

Whether you believe Putin really has some kind of compromising material to make Trump do his 
bidding or if Trump is simply being nice to people who partially helped get him elected, or if you 
somehow still think, despite ample evidence to the contrary, that all this is much ado about nothing, 
the fact is President Putin is a very experienced former KGB officer. He has both the know-how and 
the intelligence to carry out very far-sighted and ingenious operations. We don’t know his endgame 
and neither do we know how much of his KGB training he still employs, but in light of current events, 
there may be a way for us to get a deeper understanding by studying the words of Yuri 
Alexandrovich Bezmenov, a former KGB agent who defected to Canada in 1970. 

In 1984, Bezmenov gave an interview to G. Edward Griffin from which much can be learned today. 
His most chilling point was that there’s a long-term plan put in play by Russia to defeat 
America through psychological warfare and “demoralization”. It’s a long game that takes 
decades to achieve but it may already be bearing fruit. 

Bezmenov made the point that the work of the KGB mainly does not involve espionage, despite what 
our popular culture may tell us. Most of the work, 85% of it, was “a slow process which we call either 
ideological subversion, active measures, or psychological warfare.” 

What does that mean? Bezmenov explained that the most striking thing about ideological subversion 
is that it happens in the open as a legitimate process. “You can see it with your own eyes,” he said. 
The American media would be able to see it, if it just focused on it.  

Here’s how he further defined ideological subversion:  
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“What it basically means is: to change the perception of reality of every American to such an extent 
that despite of the abundance of information no one is able to come to sensible conclusions in the 
interest of defending themselves, their families, their community, and their country.”  

Bezmenov described this process as “a great brainwashing” which has four basic stages. The first 
stage is called “demoralization” which takes from 15 to 20 years to achieve. According to the former 
KGB agent, that is the minimum number of years it takes to re-educate one generation of students that 
is normally exposed to the ideology of its country. In other words, the time it takes to change what the 
people are thinking. 

He used the examples of 1960s hippies coming to positions of power in the '80s in the government 
and businesses of America. Bezmenov claimed this generation was already “contaminated” by 
Marxist-Leninist values. Of course, this claim that many baby boomers are somehow espousing KGB-
tainted ideas is hard to believe but Bezmenov’s larger point addressed why people who have been 
gradually “demoralized” are unable to understand that this has happened to them. 

Referring to such people, Bezmenov said: 

“They are programmed to think and react to certain stimuli in a certain pattern [alluding to Pavlov]. 
You cannot change their mind even if you expose them to authentic information. Even if you prove 
that white is white and black is black, you still cannot change the basic perception and the logic of 
behavior.” 

Demoralization is a process that is “irreversible”. Bezmenov actually thought (back in 1984) that the 
process of demoralizing America was already completed. It would take another generation and 
another couple of decades to get the people to think differently and return to their patriotic American 
values, claimed the agent.   

.  
Vladimir Putin in a KGB uniform around 1980 

In what is perhaps a most striking passage in the interview, here’s how Bezmenov described the state 
of a “demoralized” person: 

“As I mentioned before, exposure to true information does not matter anymore,” said Bezmenov. “A 
person who was demoralized is unable to assess true information. The facts tell nothing to him. Even 
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if I shower him with information, with authentic proof, with documents, with pictures; even if I take 
him by force to the Soviet Union and show him [a] concentration camp, he will refuse to believe it, 
until he [receives] a kick in his fan-bottom. When a military boot crashes his balls then he will 
understand. But not before that. That's the [tragedy] of the situation of demoralization.”  

It’s hard not to see in that the state of many modern Americans. We have become a society of 
polarized tribes, with some people flat out rejecting facts in favor of narratives and opinions. 

Once demoralization is completed, the second stage of ideological brainwashing is “destabilization”. 
During this two-to-five-year period, asserted Bezmenov, what matters is the targeting of essential 
structural elements of a nation: economy, foreign relations, and defense systems. Basically, the 
subverter (Russia) would look to destabilize every one of those areas in the United States, 
considerably weakening it.   

The third stage would be “crisis”. It would take only up to six weeks to send a country into crisis, 
explained Bezmenov. The crisis would bring “a violent change of power, structure, and economy” 
and will be followed by the last stage, "normalization." That’s when your country is basically taken 
over, living under a new ideology and reality. 

This will happen to America unless it gets rid of people who will bring it to a crisis, warned 
Bezmenov. What’s more “if people will fail to grasp the impending danger of that development, 
nothing ever can help [the] United States,” adding, “You may kiss goodbye to your freedom.”  

It bears saying that when he made this statement, he was warning about baby boomers and Democrats 
of the time. 

In another, somewhat terrifying excerpt, here’s what Bezmenov had to say about what is really 
happening in the United States. It may think it is living in peace, but it has been actively at war with 
Russia. And for some time:  

“Most of the American politicians, media, and educational system trains another generation of people 
who think they are living at the peacetime,” said the former KGB agent. “False. United States is in a 
state of war: undeclared, total war against the basic principles and foundations of this system.”  

Whether you think that is true may depend on your politics, but the reality of Russian active measures, 
as has been outlined in the recent indictments by the special counselor Robert Mueller, give 
Bezmenov’s words new urgency. 
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The big drop in absolute mobility for those at the top of distribution occurs between the 1940 and 1950 birth 
cohorts.  Since then, the middle class has suffered greater losses of absolute mobility than those at the top or 
bottom. 
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Appendix C1.  Cooperatives in Capitalism [ Note:  for Workers Cooperatives go to Appendix W]                     

What is a co-operative? cxxxv
 

http://www.ica-ap.coop/FAQ   (see also Appendix R on co-op reserves and Appendix W on Workers Co-Ops) 

A co-operative is a form of business enterprise, or community organization, incorporated in service to 
its members and users, in order to meet their shared economic, social, or cultural needs and 
aspirations. A co-operative is jointly-owned and democratically controlled by their members and users 
on the basis of `one member, one vote'. 
Essentially, co-operatives use democratic, participatory and transparent decision-making processes 
and organizational structures, so their members and users (i.e. owners, workers, and consumers) may 
be directly responsible for benefiting themselves, each other and the society at large. 

Cooperatives employ 280 million people across the globe – 10% of the world's employed population. The top 
300 cooperatives generate $2.1 trillion in turnover. The cooperative movement accounts for at least 12% of 
humanity. The 3 million cooperatives on earth contribute to sustainable economic growth and stable, quality 
employment. 

Co-operative values and principles 

Co-operatives are based on the values of self-help, mutual help, self-responsibility, democracy, 
equality, equity and solidarity. Co-operative members believe in the ethical values of honesty, 
openness, social responsibility, and caring for others. 
The following principles are the guidelines under which co-operatives put their values into practice 
are:  

• Voluntary and Open Membership  
• Democratic Member Control  
• Member Economic Participation  
• Autonomy and Independence  
• Education, Training and Information  
• Co-operation among Co-operatives  
• Concern for Community.  

See the explanation of each of these, the Rochdale principles. at www.ica.coop/ica/issues/index.html 

What is ICA? 

The International Co-operative Alliance (ICA) is an independent, non-governmental association that 
unites, represents and serves the co-operatives worldwide. Founded in London, on 18 August, 1895, 
ICA, the largest non-governmental organization whose is headquartered in Geneva. ICA is a member 
organization with national and international co-operative organization in over 94 countries. ICA's five 
regional offices in Africa (2), the Americas, Asia/Pacific and Europe, together, serve more than 235 
member organizations, including five international organizations, representing well over 760 million 
individual members around the world. cxxxvi 
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The ICA - Asia & Pacific serves more than 5.25 million individual co-operative members through 52 
national level member organizations in 23 countries in the Region, and one international 
organization.” 
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“In 1982, Linda and Gregory Coles were struggling to find a sitter for their 18-month-old daughter. 
After a year of searching, they just decided to open their own daycare, and founded A Child’s Place in 
Queens, New York, in 1983. Thirty-four years later, they were ready to retire. “We were going to sell 
the business,” Linda says. But their broker suggested that instead of selling to new owners, they offer 
the business to their employees, who could then buy it and organize as a worker cooperative. 

The Coles’ hadn’t heard of worker cooperatives before, but once the broker explained how it would 
work, Linda knew it was the right decision for them. “The idea that we could turn our business over to 
our employees was one of the best things we thought we could ever do,” she says. 

A Child’s Place is now in the process of reorganizing as a cooperative–one of just 300 worker-owned 
small businesses in the U.S. While employee-owned cooperatives are still a very underrepresented 
model of workplace organization, they deliver well-documented benefits to the businesses and 
employees they govern. According to the Democracy at Work Institute (DAWI), a nonprofit that 
supports the development of worker co-ops, employee-owned small businesses see an average of 4% 
to 5% higher productivity levels and more stability and potential for growth. In contrast to traditional 
businesses, worker co-ops see much lower rates of employee turnover and business closure. They’re 
also known to boost both profits and worker wages. 

Because the people doing the work for the company are also the ones who own the company, they feel 
a greater sense of responsibility for and personal stake in helping the business succeed. While there’s 
still a lot of knowledge-sharing that needs to happen before co-ops go mainstream, recently, 
policymakers are taking notice of the benefits of worker cooperatives, and new legislation is on the 
way support their growth. And with millions of baby boomer-owned businesses set to change hands in 
the upcoming decades, this transition could be an opportunity to create more democratic workplaces 
across the country–if business owners, workers, and advocates can work together to convert these 
enterprises into employee-owned cooperatives.” cxxxvii 

Cooperative capital  
Why our world needs it 

 Alan J Robb, James H Smith, and J. Tom Webb' 

 A central challenge for anyone seeking to understand the dynamics of cooperative business is to 
understand both the context in which cooperators and cooperatives exist and the profound differences 
between cooperatives and other forms of business. Cooperative businesses are islands in a sea of investor-
owned firms. As islands, they are impacted by the language and concepts of the world around them even 
when the language and concepts are inappropriate. Cooperatives are profoundly different from investor-
owned firms, and this difference is the key to meaningful understanding of all aspects of cooperative 
business. Understanding the nature, role, and behaviour of capital in cooperatives can potentially help 
redress the social damage caused by the global financial crisis that has affected our economic and social 
lives since 2007. 

 The evolution and nature of cooperatives 

 Cooperatives evolved in a number of countries in the mid-nineteenth century in response to the 
development of the Industrial Revolution and the upheavals this caused in society (Birchall 1997). 
The rules adopted by the Rochdale Equitable Pioneers Society in 1844 have been influential in the 
development of cooperative thinking and form the basis of the principles adopted by the International 
Co-operative Alliance (ICA). 
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 Industrialization and the development of the market economy tore society apart. This occurred 
in many countries, not just Britain as is sometimes implied.' In Britain, landowners used their absolute 
political power to enclose the common lands, forcing the landless to earn their subsistence through 
wage labour: 

 One by one, all the customary rights that working people had had were stripped away: the right to 
gather firewood and to hunt game, the right to have their wages set by a magistrate, the right to 'poor 
relief' if they were unemployed or laid off from agricultural work in the winter, and so on.... Now, for 
the first time, it was thought acceptable to allow people as individuals to take their chances within a 
volatile new market economy which could not guarantee survival. As Polanyi (1957) puts it, whereas 
previously the market had been an adjunct to society, now society became an adjunct to the market. 

 (Birchall 1997, 2, citing Polanyi 1957) 

 

 Cooperative capital: why our world needs it 77 

 The response from the affected members of society was the development of trade unions, 
friendly societies, and cooperatives, and these mutual organizations shared the common aim of 
ameliorating the injustices of the market economy and its emphasis on the primacy of financial 
capital. 

 Mutuality was not a new concept; it lay at the heart of partnerships as a business form. 
Partnerships have existed as long as businesses have operated (de Roover 1956). Many of the features 
still found in partnerships were adopted by the founders of cooperatives—e.g. capital was contributed 
equitably (not necessarily equally), profits were shared in proportion to agreed-upon ratios (not 
necessarily in proportion to financial capital), and members withdrawing from the partnership would 
be paid out their contributed capital. 

 Accountability was also an early value of cooperatives, as it was in sole traders and 
partnerships. The Rochdale Pioneers' rules of 1844 provided for quarterly general meetings at which 
members would receive audited financial reports (Birchall 1994, 54). 

 Parnell (1999) suggests that there are two forms of socio-economic coopera-tion—mutual and 
business. Mutual cooperation occurs between individuals who seek to provide a service for themselves; 
business cooperation takes place between businesses. In a similar manner, Mintzberg et al. (2005) 
identify four types of mutual association: activist, providing advocacy for others; benefit, providing serv-
ices for others; protection, providing benefits for members; and mutual, providing pleasure or gain for 
members. Cooperatives are placed in the fourth category. In this chapter, the focus is on cooperative 
business, although many observations concerning capital may also be relevant to the other forms of 
mutual endeavour. 

 The historical development of cooperatives has been shaped by seven key factors: 

 1 Cooperatives meet needs that are not met by markets or where people face exploitation by 
those markets. 

 2 Cooperatives exist to provide benefits to members through their active participation in the 
cooperative's activities. 

 3 Members of cooperatives benefit from the strength and solidarity that mutuality confers in 
markets. 

 4 Capital is contributed equitably by members, normally in proportion to the use that members 
make of the services of the cooperative. 

 5 Interest may be paid on capital contributions—but it should be limited and fixed. 

 6 Members' capital is repaid by the cooperative when the membership ceases. 

 7 As democratic organizations, cooperatives operate on the basis of equal voting rights rather than 
voting in proportion to the amount of share capital held. 
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 The nature of investor-owned businesses 

 In contrast to cooperatives, the development of the limited liability company in the mid-
nineteenth century was designed to facilitate the investment of financial capital. In the UK, the Joint 
Stock Companies Act 1844 originally contained a number of provisions including the keeping of 
books of account, the regular preparation and publication of balance sheets, and the appointment of 
auditors. These 'oppressive provisions' were subsequently removed in 1856 on the grounds that they 
were 'officious interference of the State' (Johnston and Edgar 1963, 7). 

 Consequently, company directors were left relatively free from legal obligations of 
accountability towards shareholders. Historically, directors have resisted any requirement to disclose 
detailed financial information. The presentation of audited profit and loss reports was not required 
until after the Royal Mail Steam Packet Company collapsed in 1929. This occurred because the 
directors had been able to present the appearance that the company was profitable for more than seven 
years by utilizing undisclosed secret reserves and transfers from off-balance-sheet entities. 

 Although there has been a move in recent years towards triple bottom-line reporting, the 
overriding purpose of investor-owned companies remains the maximization of profits, more often than 
not to the exclusion of any social or other considerations. Not surprisingly, this has resulted in an amoral 
attitude to business. When asked about the havoc his currency speculation caused to East Asian econo-
mies in the crash of 1997, George Soros replied, 'as a market participant, I don't need to be concerned 
with the consequences of my actions' (Clarke 2003, 32). 

 For investor-owned businesses, the principal objective is not simply the making of profits, but 
rather a continual increase in the profits that are made (Friedman 1970). This process may involve 
replacing employees by automation or by shifting production to lower-cost economies. Profits are 
often maximized by externalizing the costs of business operations, such as ignoring pollution or 
worker safety (Goetz and Rupasingha 2006). The shareholder and market pressure on managers to 
increase profits is usually unrelenting. 

 When faced with the need or wish to exit a company, an investor must seek an external 
buyer for the shares held.' That sale may be more or less than the equity originally invested and 
more or less than the net asset backing of the shares. 

 A key point to note is that exiting shareholders exert little direct influence on the company to 
perform. Indeed, more influence may be exerted by customers boycotting a company's products. For 
example, opponents of the so-called New Coke forced the return of the traditional formulation after 
only a few months in 1985 (Coca Cola n.d.). In 2009, Cadbury's decision to replace cocoa butter with 
palm oil sparked a similar protest and the decision was reversed within weeks (Environmental Leader 
2009). 

 Equally, there is little, if any, direct incentive and no expectation for a shareholder to transact 
with the company. Because voting is normally proportionate to shareholding, the investor-owned 
company is essentially undemocratic. The organization responds to the needs of capital rather than the 
needs of people and communities. An investor-owned company may meet human and community 
needs, but that is not its primary purpose. 

Now for a few stats: 
Counting the housing cooperatives, there are 600,000 cooperatives in India with 600,000 
members.cxxxviii 

In Denmark, consumer co-operatives in 2007 held 36.4% of consumer retail market.cxxxix   Note: 
That, even without the buying power of an IPC (International Purchasing Cooperative to help them. 

In the U.S., the top 100 cooperatives brought in revenue of $243.2bn. 

Co-ops in America provide over two million jobs and create more than $75bn (£50bn) in annual 
wages. 
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The growth of co-ops in America echoes the findings of the World Co-operative Monitor, released at 
the International Co-operative Alliance’s global conference in Antalya in November. The report 
showed that the world’s top 300 co-ops have increased their turnover by 6.9% in the last year [2017] – 
from $2.2 trillion to $2.36 trillion. 

 

Wakefern Food Corporation/Shoprite was the highest placed grocery cooperative  with $11.8bn 
(£7.8bn) of revenue. 

The more than 3,000 U.S. agricultural cooperatives have net income of nearly $1.2 billion, net 
business volume of more than $96 billion and 2.8 million members who could, by fiat, all become 
HBPA / IPC members this year.cxl  

 
Companies We Keep by John Abrams Chapter 3 “Cultivating Workplace 
Democracy” as a section called Sharing the Profits: 
“The financial opportunity is the appetizer… Personal equity is accumulated to profit 
sharing and is recorded and shown as a mutual internal capital account. These are paper 
accounts (not cash accounts) backed up by the company’s net worth… They grow after 
each profitable year. South Mountain has two forms of profit-sharing: All employees – 
owners and on owners alike – share 35% of the profits each year as cash bonuses based on 
hours worked during the calendar year (this partially mitigates the hierarchical wage 
scale; we have distributed roughly $800,000 this way over the past five years). 

The remaining net income is divided between the owners’ equity accounts (50%, based on 
hours worked), and retained earnings (the other 50%).  

The equity accounts measure the financial state of each employee-owner. Currently there 
is a total of roughly $1.4 million and the owners’ combined individual equity accounts. All 
owners take that with that, in addition to their accrued pension (there is currently 
approximately $1,700,000 in our pension fund), when they retire or leave the company. To 
be certain that the company will have the money to pay departing owners their equity 
share when the time comes, we have an investment fund dedicated to this purpose, and 
we’ve committed to always maintaining no less than 50% of the accrued equity in it. The 
cash and this fund is invested in socially responsible securities in bonds, and currently 
totals approximately $900,000. These funds could conceivably be used for other purposes 
(dealing with a financial emergency or work slowdown, for example), but it remains the 
unanimous consent of the owners to do so. 

Only employee owners may serve on the board. Ownership is inextricably tied to 
employment; upon termination of employment or retirement, and on the share must be sold 
back to the corporation, although retiring owners may elect to remain owners until their 
equity is paid off in full 

  
Cooperative differences 

 Cooperative enterprises differ from investor-owned companies in several important respects: 

 1 The very idea of cooperation rests on assumptions about the nature of humanity. There is an 
implicit assumption that people are generally good and wish to do good. This assumption is not based 
on the naive notion that people are perfect, but rather on the faith that, given an opportunity to make 
the world a better place, people will generally choose to do so. Without this belief, cooperative activity 
would be foolish. A second assumption is that people are simultaneously motivated as individuals and 
as members of a social group or community, and that these two aspects of human nature need to be in 
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some reasonable balance. Successful cooperatives recognize the economic imperative of operating 
profitably; failure to do so would result in bankrupt ideologists. 

 In contrast, investor-owned businesses are based on a belief that the overriding motivation of 
people is economic rationalism. It is assumed that individuals act in their own best interests and seek to 
maximize the return on their financial resources. The interests of humanity are reduced to financial 
interests. Consequently, the owners of investor-owned companies treat labour and materials as input 
costs to be minimized, if return on financial resources is to be maximized. 

 2 Cooperatives are open to all persons 'able to use their services and willing to accept the 
responsibilities of membership' (ICA 1995). This does not preclude limiting membership due to 
constraints on cooperative or financial viability. Members who cease transacting with the cooperative 
are normally ineligible for continued membership. Mutuality and participation are central to 
cooperation. In contrast, investor-owned businesses require no commitment to the activities of the 
business. 

 3 Cooperatives require members 'to contribute equitably to, and democratically control, the capital 
of their cooperative.... Members usually receive limited compensation, if any, on the capital 
subscribed as a condition of membership' (ICA 1995). 

 In contrast, investor-owned businesses invite the purchase of share capital as a speculation 
where the compensation may have no limit. Control of the capital is in proportion to the amount 
invested. 

 4 Cooperatives are usually established in response to unfairness in free market economies. Often 
cooperatives are started as a direct result of exploitation of people by investor-owned businesses. 
The purpose for which people create cooperatives is to satisfy member and community needs. 
Businesses should exist for people, not the other way around. 

 Cooperatives are about justice and fairness for both individuals and the community: 

 Co-operatives keep capital in the community where it was generated, while stock companies 
export capital elsewhere. Since they give surplus revenue back to their members, co-operatives 
keep wealth in their communities. Stock companies do the reverse. By distributing profits 
to shareholders, they take capital out of the community. 

 (Gutknecht 2008) 

 Investor-owned businesses arise in environments of laissez-faire where the concept of caveat 
emptor (`let the buyer beware') is the accepted standard for behaviour. In the eighteenth century, 
Adam Smith warned of the dangers posed to society of schemes proposed by the promoters of 
investor-owned companies: 

 The interest of [those who live by profit] has not the same connection with the general 
interest of the society as that of [labourers and landlords].... The proposal of any new law or 
regulation of commerce which comes from this order [those who live by profit], ought always to 
be listened to with great precaution, and ought never to be adopted till after having been long and 
carefully examined, not only with the most scrupulous, but also with the most suspicious, attention. 
It comes from an order of men whose interest is never exactly the same with that of the public, 
who have generally an interest to deceive and even oppress the public, and who accordingly have, 
upon many occasions, both deceived and oppressed it. 

 (Smith 1776, 155) 

 Similar criticisms of investor-owned companies and profit maximization are voiced today: 

 While this ownership model provides a powerful driver, it also creates a problem. Being 
effective at delivering private benefit is all very well, but an economy based on the quest for the 
private benefit of some does not seek the common good of This is even more significant when 
seen in the  
context of today's global issues—diminishing natural resources, climate change, and global poverty. 
It makes little sense to attempt to solve these problems without acknowledging that the pursuit of 
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growth and the maximization of private gain might at best hinder these endeavors, and at worst 
be a major part of the problem. There is now an urgent imperative to find a different and fairer basis 
for business—and for business ownership—that does not ignore today's social and environmental 
concerns ... 

 A system designed to pursue one goal only is likely to achieve that goal; but it may do so at the 
expense of other potentially legitimate—maybe even more important goals. What economists call 
the 'negative externalities'—the downstream costs of exploiting natural and human resources in the 
pursuit of profit—are becoming more recognized and better understood. 

 (Mills 2009, 1-2) 

 This implies a need for a better, fairer type of capital. 

 

 Cooperative capital 

 Cooperative capital is equity, in the traditional accounting sense. It is the claim of the members 
of the entity to the net assets of the entity. The members of a cooperative are entitled to be paid back 
their equity when they leave the cooperative in exactly the same way that members of a partnership 
receive their equity (whether designated as 'capital' or 'current' account) upon leaving the partnership. 

 The obligation to pay a limited amount of interest on capital and the obligation to redeem 
cooperative capital are two important disciplines on the managers and directors of cooperatives. 
Capital is not free and must therefore be subject to a capital-rationing discipline to ensure that 
members' contributions are not wasted. The redemption obligation puts managers under pressure to 
use capital efficiently and attract new members and to fund the withdrawals of retiring members. 

 The cooperative companies that belong to the Mondragon Corporation in the Basque region 
of Spain combine a fair return on capital with a fair wage to the worker members. This has had a 
major impact on stemming the outflow of people from the area. It has also provided safe and secure 
work with excellent conditions: 

 One hallmark of the Mondragon model is its use of capital. Rather than flowing into the 
pockets of executives and outside investors, a company's profits are distributed in a precise, 
democratic way; set aside as seed money for new co-operatives; distributed to regional nonprofits; 
or pooled into shared institutions like the university and research center. In other words, each 
individual co-operative gains long-term benefits from the financial assets of the whole. 

 (Schwartz 2009) 

Mondragon's egalitarian pay scale limiting the top salary in the member companies to no more 
than nine times the lowest pay of workers—is well documented and consistent with cooperative 
principles (Kelly and Massena 2009). 

 The public policy benefits of reduced income inequalities leading to increased social cohesion 
and improved quality of life are clear (Fahey et al. 2005; Wilkinson and Pickett 2009). The GINI 
Project is a major study of 29 countries by 80 researchers that seeks to 'consider the overall impact of 
changing inequalities on societies for the longer term and discuss whether agenda setting in politics 
may undergo structural change' (GINI Project 2010). That such a study should be undertaken shows 
the extent of concern for an alternative to investor-owned capital in the modern world. 

 The significance of cooperative financial institutions 

 Cooperative and mutual financial institutions around the world typically have low profiles, but 
they can be of significant financial size: 

•  Credit unions have assets in excess of US$1.4 trillion (World Council of Credit Unions 
2011).  
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•     
0  The 400 members of the International Co-operative and Mutual Insurance Federation 
(2011) have assets approaching US$1.5 trillion. 

 There are a considerable number of strong cooperative financial institutions such as the 
Rabobank Group, an international financial services provider that, in terms of Tier I capital, is 
among the world's 25 largest financial institutions; CoBank and the National Co-operative Bank in 
the USA; a network of cooperative banks in Italy; the Caja Laboral Popular in Spain's Basque 
Country; and the Co-operative Bank in the United Kingdom (part of Co-operative Financial 
Services). It is safe to estimate that together cooperative financial institutions have assets well in 
excess of US$2.9 trillion [2013]. 

 Generally, the capital in these financial institutions is fully committed to member services, and 
it is not available for cooperative development unless the institution makes this choice as a deliberate 
policy. Where this policy is adopted, society benefits. 

 From its inception, the Caja Laboral Popular has had a policy of not only providing the workers in 
Mondragon's cooperatives with a sound financial institution but also financing and making possible the 
growth and development of worker-owned cooperatives in the Basque Country. The founders of 
Mondragon wanted to create workplaces that were participatory and to stop the drain of people from the 
region. From launching its first cooperative in 1956, Mondragon grew to employ a workforce of 92,700 
in 2008. The Caja has successfully participated in the growth of the Mondragon cooperatives while 
achieving solid success as a financial institution. In 1988 it administered €1.3 billion and by 2008 that had 
grown to €21.5 billion (Caja Laboral Popular 2011). It has also allowed people in the Basque Country to 
invest in their own future and that of their children. 

 The pro-active development of cooperatives in southern Spain by the Caja Rural de Almeria 
similarly illustrates how a cooperative bank can revitalize an economy when it moves beyond a 
relationship-based model and provides seed finance and know-how in the local community 
(Giagnocavo et al. 2010). 

 Regulation of capital: implications for cooperatives 

 Abuse of trust has been a repetitive issue in the raising of capital for investor-owned 
businesses, and each crisis has led to new regulation of financial industries and stock markets. 

 Such changes in legislation can have unintended consequences for cooperatives because 
regulators often know little of the ways in which cooperative business differ from investor-owned 
companies. When the New Zealand government drafted new companies legislation in 1993, it proposed 
repealing the existing cooperative companies' law. This would have made it impossible for 
cooperatives to operate. The New Zealand Co-operatives Association succeeded in persuading the 
politicians that a separate cooperatives act was required. The Association drafted the necessary 
legislation, and it was passed by Parliament in 1996. 

 A second instance where regulatory change might have had detrimental effects occurred in 
2003 when the International Accounting Standards Board proposed changes that would treat all 
cooperative shares as debt instruments. The ICA mobilized cooperative associations around the world 
to make submissions, which they did in record numbers. Consequently, changes were made in 
accounting standards to accommodate and recognize the ways in which cooperative capital differs 
from investor-owned shares. 

 The lesson from these two examples is that cooperatives need to be continually vigilant, 
guarding against adverse effects of regulation from legislators who do not understand the 
fundamentals of cooperatives and believe they are relics of the past. 

 The evolving need for capital in cooperatives 

 The National Co-operative Grocers Association reports that at least 50 per cent of food 
cooperatives in the U.S. are undergoing some form of expansion. The capital needed for buildings, 
equipment, and inventory is far beyond these cooperatives' ability to finance growth through retained 
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earnings. To finance this immense natural growth, food cooperatives need to look at acquiring 
substantially higher levels of capital (Thompson 2009). Similarly, as agriculture becomes more 
industrialized, the need for capital at the processing and marketing levels increases (Fulton and Hueth 
2009). 

 Traditionally, cooperatives have limited their services and membership to a single group in 
society, such as farmers, taxi operators, florists, or consumers. This form of organization has meant a 
dependence on the ability of that group to finance the cooperative. Increasingly, some cooperatives 
have been widening their membership and so broadening access to a greater range of sources of 
capital. The new members may be individuals or other cooperatives. Sometimes these are called 
'solidarity cooperatives' or 'stakeholder cooperatives' (Cooperative Action 2004). 

•  The Caja Laboral Popular, Mondragon's powerful and enormously successful financial 
institution, has cooperatives that are members as well as worker members, and Eroski, 
Mondragon's retail system, has a board elected by both consumer and worker members. 

•  The Weaver Street Market in North Carolina has both employees and consumers as members. 
Indeed, cooperatives owned by both producers and consumers are not unusual in the US. 

•  Italian social cooperatives often have workers and consumers of their services as members—
for example, social workers and former prison inmates. 

•  Canada has numerous solidarity cooperatives, especially in Quebec, and the Cooperative Act 
(RSQ cC-67.2) allows for multiple classes of members including investor members. 

 

 

 Impact of investor capital on cooperative businesses 

 The introduction of investor members creates the potential for disharmony and tension in a 
cooperative for it brings in capital that may be incompatible with cooperative values. The greatest 
potential source of tension relates to investor expectations of return. A second source of tension is that 
the investors will not be transacting parties with the cooperative and so will not be contributing to its 
business prosperity. Taken together, investor capital is likely to be more transient, moving and seeking 
a higher return as day-to-day expectations about investment returns change. 

 Once investor capital is introduced, the cooperative is on a slippery slope. When members 
realize the cooperative must now maximize the return to a group of investors or provide them with a 
higher return than members are receiving for their cooperative capital, the perceptions of member 
benefits are more likely to decrease than increase. Members are likely to question whether meeting 
their needs is coming second to meeting investors' demands for increasing returns. 

 If the outside capital is tradable on traditional stock exchanges, then the ability of the 
cooperative to offer competitive returns compared to investor-owned businesses will be reflected in 
the share prices. It is likely that only in a weak market will cooperative shares have much chance to 
increase in value, and if the market is very weak, the cooperative's shares are likely to follow the 
market down. 

 These considerations suggest that there will be an inevitable pressure on any cooperative that 
seeks investor-driven capital to maximize the return to capital as the overriding goal of the business. 
When profit maximization replaces the primacy of cooperative business purpose, values, and 
principles, the business has ceased to be a cooperative. 

 Further pressure to abandon cooperative principles would come from asset strippers seeking to 
'unlock value' by demutualizing the cooperative as has happened with building societies in the UK and 
credit unions in Australia and the United States. 

 

 Tradable cooperative capital 
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 An alternative to the introduction of investor capital is the suggestion that cooperative shares 
be traded on a separate exchange in other words, that shares should be tradable rather than 
redeemable (Co-operative Action 2004). The ethical exchange concept would offer those wishing to 
invest in cooperative shares the possibility to increase the liquidity of their investments. Exchanges for 
trading shares have two functions: to provide liquidity and to make possible speculative gains by the 
investor. The latter can include short selling, a feature of the recent global financial crisis. 

 Introducing a speculative component to capital in cooperatives inevitably has the effect of 
pressuring the cooperative into a business form where maximization of shareholder returns increasingly 
becomes the prime driver of the business. 

 Cooperative capital: why our world needs it 85 

 This is an assault on the very fundamentals of what it means to be a cooperative. The purpose 
of the business has begun to change. 

 On 30 June 2010, the members of Fonterra Co-operative Group in New Zealand voted for 
constitutional changes that cancelled the right to redeem shares and allowed trading of shares 
amongst farmers. The changes include setting up an exchange platform on which the shares will be 
traded. One or two substantial financial institutions will be appointed to provide volume in the 
market by buying and selling shares 'in a similar way that banks buy and sell foreign exchange' 
(Fonterra Co-operative Group 2010). The change has been welcomed by many in the finance 
industry, but has also been criticized as opening the way for outsiders to make money out of 
members of the cooperative (Robb 2010). 

 

 

 Future directions 

 The three major issues that will affect cooperatives in the future are the ability of individual 
cooperatives to retain adequate capital, the ability of the cooperative sector to grow a pool of capital to 
assist the development of new cooperatives, and the willingness of cooperatives to support one 
another. 

 Retention of capital 

 Because cooperative capital can be withdrawn when members exit, it is important that 
cooperatives build up permanent capital from retained surpluses. In some countries, this may be a 
legal requirement. For example, Italian cooperatives are required to retain 70 per cent of an 
annual surplus as legal reserves and pay 3 per cent into a fund for the development of new 
cooperatives. Only the remaining 27 per cent can be distributed as rebates to members, for social 
purposes, or as dividends. Cooperatives in other countries would do well to consider introducing 
such a requirement into their laws to strengthen their capital structures. 

 The need for a cooperative capital fund 

 One possibility for expanding the availability of cooperative capital could be the creation of 
cooperative capital funds. Cooperative financial institutions on a regional or national basis could 
create such funds where a percentage of the funds under their direction could be invested. The 
resulting pool of funds could be made available for investments consistent with cooperative 
purpose, values, and principles. Possibilities that could be considered could include shares and 
loans to cooperative business, home mortgages, loans to not-for-profit businesses, and social 
economy businesses. As noted above, this is the practice in Italy.  It is essential that the risk level of 
such funds be along the same cautious lines that credit unions and other cooperative financial 
institutions have traditionally used. These funds are not meant to be charitable foundations but 
custodians of member savings that ensure those members that the funds are used for 'good' purposes 
and receive a fair return that quantifies not only the financial return but also the 'social' return. A 
selection of funds with varying levels of risk and varying (but not excessive) levels of return or varied 
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purpose may be a reasonable option. Participation in such funds should be open as widely as possible 
to individuals as well as cooperative institutions. 

 Although it might seem desirable that such funds should receive favourable tax treatment in 
light of the public policy benefits they provide, some might argue against this because cooperatives 
have always believed in the values of self-help and self-responsibility (ICA 1995). The fourth 
principle of the ICA's Statement on the Co-operative Identity states that cooperatives are 'autonomous, 
self-help organizations controlled by their members'. The phrase 'self-help' could arguably mean that 
there is no place in government budgets for resources to advance the role of cooperatives in the 
economy and that coops should only ever 'go it alone' in everything they do, including raising capital. 

 We do not agree with such a narrow interpretation of the fourth principle. There are many 
public policy schemes to encourage investor-driven investment. Cooperative capital should not be left 
at a disadvantage. One might even argue that there are public policy benefits that flow from business 
conducted in line with cooperative purposes, values, and principles, and that, as a result, public policy 
that favours the growth of cooperative capital would be reasonable. 

 In addition to self-help and self-responsibility, cooperative values include `democracy, 
equality, equity solidarity, caring for others, and social responsibility' (ICA 2005). All these values 
require participation in the democratic processes of the country so that the society in which we 
live and work reflects the values we believe will benefit the whole community. 

 The global financial crisis we have experienced, and are still experiencing, shows the 
antisocial effects of financial markets when regulations are weakened or abolished. Cooperatives and 
cooperative capital did not contribute to the crisis. They acted responsibly. 

 All political representatives need to be reminded that cooperatives are socially responsible and 
that the growth of cooperatives benefits society. Some governments are well aware of this and actively 
support the growth of cooperatives. Others could do much more. It is not enough simply to have 
legislation facilitating their formation. There needs to be active financial and other promotion of 
cooperatives by government departments and agencies. 

 Those who have read New Zealand history know that dairy industry, which now contributes 
about 25 per cent of the Gross Domestic Product, really only developed in the 1880s and 1900s 
because of government support for the cooperative system of dairying (Ward 1975, 10-17). 

 In many countries there has been much lobbying against cooperatives and mutual organizations 
by investor-owned businesses, both individually and through organizations such as the Business 
Roundtable. They claim that cooperatives are inefficient, outmoded, and inappropriate in the modern 
world (Kerr 1999). 

 Cooperative capital: why our world needs it 87 

 Cooperatives need to be equally active in informing politicians and the public of the truth: 
cooperatives are efficiently run, they are socially responsible, and their financial capital is benign and 
not aggressive. Governments should be encouraged to support the raising of cooperative capital funds. 

 At the same time, cooperative boards need to ensure that they do not depart from cooperative 
values and principles. They must compete in the market place; but they should guard against losing 
sight of the ethical values of honesty, openness, social responsibility, and caring for others. 

 Support of cooperatives by cooperatives 

 A perusal of the annual reports of a number of cooperatives suggests that they frequently use 
the services of investor-owned banks, despite the availability of cooperative alternatives. The 
cooperative movement as a whole should adopt a policy of making cooperatives their 'provider of 
choice' for financial services in all cases, and supporting the development of financial cooperatives in 
sectors where they do not already exist. The argument for sourcing short-term financial capital from 
those committed to cooperative values is as strong as for longer-term capital. 

 In its broadest sense, cooperative 'capital' includes human resources. A key group in any 
cooperative is the board of directors. The appointment of independent or external directors can 
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strengthen or weaken a cooperative's human capital. Those who have a commitment to cooperative 
principles and values, and have a successful track record of management or board participation 
elsewhere in the cooperative sector, are more likely to contribute to a successful board than directors 
whose background is in investor-owned companies. 

 Conclusion 

 The differences between cooperative capital and investor capital are summarized in Table 4.1. 
These differences arise from cooperative purposes, values, and principles. 

 Cooperative capital offers a proven alternative in meeting human needs and reducing the 
growing income disparity between and within countries. The world of the twenty-first century 
needs capital that is both socially constructive rather than destructive and more stabilizing than 
destabilizing. 

 The creation of some form of tradable cooperative capital may be possible, but it creates risks 
of undermining what makes the cooperative business model a valuable and proven alternative in our 
global economy. 

 Finally, as businesses that are based in communities, and where governance is democratic, 
cooperatives are well suited to provide capital that meets local and community needs. Cooperatives 
should explore ways of allowing transacting members and others to direct their savings into 
cooperative capital. 

 Source: “Financial Cooperatives and Local Development” in ROUTLEDGE STUDIES IN DEVELOPMENT 
ECONOMICS 

 Editors: Silvio Goglio and Yiorgos Alexopoulos 
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Abstract 

The objective of this paper is to analyze the public policy environment, capitalization 

environment, availability of federation support, and the context for the worker co-op 

movements in each of Italy, Mondragon (Spain) and France. These three countries or 

regions have the largest, most dynamic worker co-op movements in the world. To grow a 

large worker co-op movement, a system of supports is required to enable the transfer of 

appropriate knowledge to many people, in addition to having access to worker coop-friendly 

sources of capital. Although there were some success factors in each region which could not 

be easily replicated in other places and although there were significant differences among 

regions, there were many common elements contributing to the success of the worker co-op 

movement in all three places. These were: (1) sufficient capital accessible to worker co-ops; 

(2) technical assistance provided to worker co-ops in the start-up phase; (3) a mandatory 

indivisible reserve, at least for those “mostly mutual” worker co-ops which were able to 

receive government support; (4) significant federation and consortia structures which 

support, guide, direct, and help educate the worker co-operatives; (5) significant 

concentrations by industry; (6) a strong sense of solidarity and inter-cooperation; and (7) 
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scale: having achieved a size and strength to enable the worker co-op movements to be 

taken seriously by governments, the broader co-operative sector, etc. 
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1) Introduction 

The purpose of this research project is to review what has worked to help create 

large, dynamic worker co-op sectors in other countries, so that the Canadian Worker Co-op 

Federation (CWCF) can apply the lessons learned to Canada. This would include an analysis 

of the public policy initiatives and social / cultural context that contributed to the growth. 

Growing the worker co-op movement is especially important at a time when the 

global economy continues to experience significant challenges. As has historically 

happened in other economic downturns, working people need an alternative, a way to create 

jobs for themselves. Worker co-ops are an excellent alternative for doing this. Beyond the 

usefulness of the model in times of recession, a strong worker co-op sector in a region or a 

country has many advantages. These include increased worker empowerment, lower 

unemployment, increased job stability, increased social capital; in general workers are on a 

more equal footing with each other and are more in control of their destiny. 

All over the world, one can find isolated examples of successful worker co-ops. 

However there are only a few places in the world where worker co-op sector as a whole is 

large and dynamic. 

The reasons for the relative paucity of worker co-ops include the fact that in most 

parts of the world, the model is relatively unknown even among co-operators, and it is 

challenging to start and successfully run a worker co-op. However, co-ops generally, 
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especially when supported by federations and other support structures, have a higher success 

rate than small business generally.1 

There are many elements which are required for a group of people to develop a 

worker co-op: 

(1) legislation appropriate for worker co-ops; 

(2) a sound business idea which will be able to generate surpluses for the co-op within a 

reasonable time frame; 

(3) technical assistance: 

a. for organizational development, 

b. for business development, and 

c. to implement a financial management system; 

(4) access to adequate capital; 

(5) access to training in all required aspects of running a worker co-op, including its 

business and its governance. 

When one considers that in Canada the worker co-op model is generally not 

taught in elementary schools, high schools, or universities and that most working people do 

not have experience in running a business or understanding of worker co-op principles, it is 

1 Labelle, Luc. (1999). Development of Cooperatives and Employee Ownership, Quebec Style. 

Retrieved from: http://cog.kent.edu/lib/Labelle.htm 
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not surprising that the number of worker co-ops in Canada is low. To grow a large worker 

co-op movement, a system of supports is required to enable the transfer of appropriate 

knowledge to many people, in addition to having access to worker coop-friendly sources of 

capital. 

In consultation with the international worker co-op confederation (CICOPA), we 

have chosen to study the Emilia Romagna region of Italy; Mondragon, Spain; and France as 

the best examples of regions with strong, growing worker co-op sectors. These three places 

have the largest number of worker co-ops, as well as the fastest growth in the sector, of 
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anywhere in the world. 

It should be mentioned that some other countries do have fast growth in the 

worker co-op sector, e.g. China, Brazil, Argentina, Uruguay, Colombia, South Africa and 

India. Although the worker co-ops movements in the South American countries have 

developed more recently than in Europe, they are very dynamic. The Gung Ho worker co-op 

movement in Shanghai was started in the 1930’s with support from New Zealander Rewi 

Ally and others; after a period of stagnation and government interference, it has been 

revived starting in the late 1980’s. In 2006, for the first time China enacted a Co-op Law, 

which has enabled a new wave of worker co-op development especially in rural areas.2 

Millions of people are worker-owners in the Gung Ho co-ops. However, none of these 

places can rival the three European regions selected for scale of the movement relative to 

their broader economy, or for rate of growth. 

2 Interview on January 25, 2010 with Bruno Roelants, General Secretary, CICOPA. 
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2) Italy, with focus on the Emilia Romagna region 

a. Size, industry sectors and general description of the WC movement 

Italy leads the world with over 800,000 people working in the co-operative sector, 

about half of which are in worker or social co-ops.3 As of 2005, there were 7,363 social 

co-operatives employing over 244,000 people.4 In Emilia Romagna, there are more than 

7,500 co-ops, two-thirds of which are worker-owned. Ten percent of the workforce is 

employed by co-operatives in a region with some of the lowest unemployment rates in 

Europe.5 Over 80,000 members here are employed in worker co-operatives6, equalling 

about 6% of the workforce.7 

Although it was one of the most devastated and poorest regions in Europe at the 

end of World War II, Emilia Romagna is now among the most prosperous regions in the 

world. Its per capita GDP is 25% higher than the average for Italy, and 36% higher than 

the average for the European Union (EU). It has an enviable recent annual growth rate of 

2.2%. The unemployment rate, in 2006, was 3% compared to 8.4% for all of Italy, and 
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an average of 9.1% for the EU. In addition, it has one of the lowest rates of inequality in 

Europe, with a Gini coefficient of .25, or about half the European average. According to 

Robert Putnam8, the Emilia Romagna region has one of the highest indexes of social 

cohesion and social capital in the world, as evidenced by high rates of volunteerism.9 

In Emilia Romagna, firms tend to be very small scale. The region has 420,000 

firms – one for every nine men, women and children. More than half the population are 

co-op members. Worker co-operatives generate, according to University of Bologna 

economist Stefano Zamagni, about 30% of the GDP in the region and up to 60% of the 

GDP in some cities like Imola. In Bologna itself, 15 of the 50 largest businesses are coops, 

and co-ops employ 25,000, or 10% of the labour force. 

Of note: providing social services, social co-operatives are the most prevalent 

type of worker co-operative. With the dissatisfaction of government-delivered health care 

services and the wariness of having these services in private hands, the solution has been 

to create social co-operatives. They are seen as more cost effective, innovative, and 

3 Interview on January 25, 2010 with Bruno Roelants, General Secretary, CICOPA. 

4 Confcooperative, The Social Economy in Italy. Retrieved from 

http://www.euclidnetwork.eu/data/files/resources/762/en/The-social-Economy-in-Italy.pdf 

5 Crowell, E. Cooperating Like We Mean It: The Co-operative Movement in Northern Italy. GEO 

Newsletter. Retrieved from: www.geonewsletter.org/node/357 

6 Lappe, F.M. (2006). The Sweet Taste of Success. Democracy’s Edge. Retrieved from: 

http://www.democracysedge.org/action-success.php 

7 Logue, J. (2006). Economics, Cooperation, and Employee Ownership: The Emilia Romagna 

model – in more detail. Retrieved from: http://dept.kent.edu/oeoc/oeoclibrary/emiliaromagnalong.htm 

8 Putnam, R. (2000). Bowling Alone: the Collapse and Revival of American Community. New York: 

Simon & Schuster. 

9 Webb, T. (2009). The Co-operative Movement in Italy. Workshop at CWCF Conference. 
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flexible than government or private services.10 Social co-operatives do not distribute 

profits to members, but instead re-invest all of it back into the co-operative. Worker cooperatives 
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outside the social co-operatives, on the other hand, provide more jobs.11 

According to Tom Webb, the Italian worker co-operatives are predominant in “catering, 

construction, food service, manufacturing, transportation, maintenance, and 

processing.”12 

b. Growth trends and rates 

In Italy the co-op sector is growing very rapidly. In the largest federation of social 

co-ops, between 2003 and 2008, there was an increase of 30% both in the number of coops 

and the number of workers.13 

c. General legislative and policy environment 

Public policy in Italy is very enabling of co-op development and maintenance. In 

Italian public policy, support for co-operatives starts at the highest level; it is enshrined in 

the Constitution. Article 45 of the Constitution states that “the Republic recognises the 

social function of co-operation with mutual character and without private speculation 

purposes. The law promotes and favours its growth with the most appropriate means, and 

ensures, with appropriate controls, its character and purposes.”14 

i. Taxation 

Profits in Italian co-ops are exempt from tax as long as they are re-invested in the 

co-operative. The requirement under the current Italian law is that at least 30% of the 

annual net profit must be allocated to an indivisible reserve.15 John Logue noted that the 

Basevi Law of 1947 gives this 40% tax advantage because co-operatives are seen as a 

public good that is available to future workers. 

10 Restakis, J. & Filip, O. (2008). Enabling Policy for Health and Social Co-ops in BC. Retrieved 

from: http://auspace.athabascau.ca:8080/dspace/bitstream/2149/1960/1/BALTA%20A2%20- 

%20Enabling%20Health%20Co-ops%20Report%20-%20Final.pdf 

11 Logue, J. (2006). Economics, Cooperation, and Employee Ownership: The Emilia Romagna model – in 

more detail. Retrieved from: http://dept.kent.edu/oeoc/oeoclibrary/emiliaromagnalong.htm 

12 Webb, T. (2009). The Co-operative Movement in Italy. Workshop at CWCF Conference. 

13 Interview on January 25, 2010 with Bruno Roelants, General Secretary, CICOPA. 

14 Fici, A. (2009). The New Italian Co-operative Law and Co-operative Principles, pp.6-7. Cooperative 
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Legislation and Public Policy Symposium at St. Mary’s University. Retrieved from: 

www.smu.ca/academic/sobey/mm/policysymposium.html 

15 Fici, A. (2009). The New Italian Co-operative Law and Co-operative Principles, pp.25. Cooperative 

Legislation and Public Policy Symposium at St. Mary’s University. Retrieved from: 

www.smu.ca/academic/sobey/mm/policysymposium.html 
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ii. Indivisible Reserve 

These profits only receive this tax-free treatment when they are placed into a coop’s 

indivisible reserve. If the co-op is sold, money in the indivisible reserve cannot be 

accessed by members or investors in the case of the privatization of the co-op. In the 

event a co-op ceases to be a going concern, the indivisible reserve is donated to a 

federation or another co-operative. 

It must be noted, however that under a new law passed in 2004, in order to receive 

the tax benefits, cooperatives must qualify as “mainly mutual co-ops,” or co-ops with a 

“mutual purpose,” as opposed to other co-ops which are more focused on profit-making. 

According to Antonio Fici, in order to meet the definition of a mutual co-operative, 

member labour costs must exceed 50% of the total labour costs. Those co-operatives not 

meeting this definition are unable to take advantage of tax savings.16 

Indivisible reserves help worker co-operatives overcome undercapitalization 

difficulties, in the long-term. In profitable co-operatives this reserve over the years can 

become quite substantial, even dwarfing membership fees. These indivisible reserves can 

provide liquidity, in addition to being a much-needed source of capitalization for the cooperative’s 

development and growth. For example, Bilanciai Co-op, which started in 

1963, has membership fee accounts of $1 million (US$) and indivisible reserves of $12 

million. The indivisible reserves are universally seen as an advantage, guaranteeing 

employment for multiple generations, rather than property to be “privatized” by the 

current group of members. Here’s how Bolognesi from Cooperativa Ceramiche d’Imola, 

and a third generation co-op member, summed it up: “Part of our mission is 

intergenerational mutuality. What we see here is the fruit of generations of work. We 
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receive wealth from past generations, and we create it for future generations of members. 

Our objective isn’t just to generate jobs for this generation but also for future 

generations.”17 

iii. Regional Economic Development Agencies 

Co-operatives receive assistance from the Italian government's regional economic 

development agencies in the areas of “research and development, education and training, 

workplace safety, technology transfer, marketing and distribution, and exporting,” among 

others.18 “One example of the regional government’s role is its support of the service 

needs of small and very small businesses and the growing links between firms. The 

regional economic development agency established a network of retail service centres. 

16 Fici, A. (2009). The New Italian Co-operative Law and Co-operative Principles. Co-operative 

Legislation and Public Policy Symposium at St. Mary’s University. Retrieved from: 

www.smu.ca/academic/sobey/mm/policysymposium.html 

17 Logue, J. (2006). Economics, Cooperation, and Employee Ownership: The Emilia Romagna 

model – in more detail. Retrieved from: http://dept.kent.edu/oeoc/oeoclibrary/emiliaromagnalong.htm 

18 Fici, A. (2009). The New Italian Co-operative Law and Co-operative Principles, pp.6-7. Cooperative 

Legislation and Public Policy Symposium at St. Mary’s University. Retrieved from: 

www.smu.ca/academic/sobey/mm/policysymposium.html 
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Business services that are typically difficult for small businesses to afford are provided at 

the service centres, including sales and marketing expertise, research and analysis, 

advanced research and testing, quality certification and under/post-graduate and vocation 

education programs. The services are provided to groups of related businesses rather 

than single firms to create economies of scale and keep the services affordable. All 

relevant stakeholders participated in establishing the centres, including business 

associations, chambers of commerce, local administrations, trade unions and 

universities.”19 These regional economic development agencies create and develop 

business clusters, which help create synergies and economies of scale.20 In these clusters, 

co-operatives, along with small businesses, partner to bid on larger contracts.21 This is 
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most apparent in the Emilia Romagna region. 

d. Capitalization 

In addition to the tax benefits available to the vast majority of co-ops in Italy, 

there are several other ways that the state supports capitalization of co-operatives in Italy. 

The Italian government in 1985 established a co-operative fund through the Marcora Act 

to help create worker co-operatives. As a way of protecting jobs, this fund could be used 

to convert private firms, who were going through bankruptcy, moving overseas, or who 

were being sold by retiring owners, into worker co-operatives.22 The Italian government 

provides a subsidy up to three times the amount of workers’ investment in converting an 

existing business into a worker co-operative.23 

Perhaps most significantly, since 1992, three percent of a co-op’s profits have 

been placed into co-operative development funds. These funds are used to help create 

new co-operatives, develop existing ones, and to convert private firms into worker cooperatives. 

The three largest co-operative federations in Italy each have their own fund. 

The largest of these is Legacoop’s Coopfond which has a capitalization of $340 million 

(US$). From 1994 to 2001 alone, Coopfond invested $101 million to help create 7,300 

jobs.24 In addition, Daniel Côté and Martine Vézina note that co-operative development 

19 Marshal, M. et al. (2009). Co-operative Opportunities in British Columbia. Vancity, p. 6. 

20 Logue, J. (2006). Economics, Cooperation, and Employee Ownership: The Emilia Romagna 

model – in more detail. Retrieved from: http://dept.kent.edu/oeoc/oeoclibrary/emiliaromagnalong.htm 

21 Mazzonis, D. 1996. “The Changing Role of ERVET in Emilia-Romagna.” Chapter 7 in Local 

and Regional Response to Global Pressure: The Case of Italy and Its Industrial Districts, ed. 

F. Cossentino, F. Pyke, and W. Sengenberger. Geneva: International Institute for Labor 

Studies as cited in Adeler, M.A. (2009) Enabling Policy Environments for Co-operative Development: A 

Comparative Experience. 

22 Adeler, M.A. (2009) Enabling Policy Environments for Co-operative Development: A 

Comparative Experience, p. 15. 

23 Cote, D. & Vezina, M. (2001). The Co-operative Movement: European Experiences. In Restakis, 

J. & Lindquist, A (Eds.), The Co-op Alternative: Civil Society and the Future of Public Services (pp.52-76). 
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Toronto: The Institute of Public Administration Canada, p. 63. 

24 Logue, J. (2006). Economics, Cooperation, and Employee Ownership: The Emilia Romagna 

model – in more detail. Retrieved from: http://dept.kent.edu/oeoc/oeoclibrary/emiliaromagnalong.htm 
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funds are also used to create training programs, as well as being used to further research 

into co-operatives.25 

To further raise capital, there are no limits as to the amount that investors can be 

remunerated. Since 1992, worker co-operatives have been able to issue equity 

instruments, bonds, and hybrids of the two to further raise capital. Investors are unable 

though to control more than one-third of the votes in a member assembly.26 

e. Mutual support; support by Worker Co-op Federations, other co-op associations 

The Basevi Law mandated that co-operatives had to join a federation. These 

federations are now well endowed (membership fees are 0.4% of a co-operative’s annual 

sales) and have members throughout all of Italy. The result is undeniable political 

influence.27 They are also able to offer an array of valuable member services in the areas 

of tax, accounting, legal, financial, and training to meet their members’ needs.28 

At a workshop at the 2009 Eastern Conference for Workplace Democracy, Erbin 

Crowell described what he learned on a study tour to Emilia Romagna. He observed a 

remarkable solidarity among co-ops of all different sectors. He stated, “What drives coop 

development in Italy is: as soon as a new co-op starts, ALL of the co-ops start buying 

from that co-op.” This cross-sector co-operative solidarity (worker, consumer, producer, 

financial) was also noted by Bruno Roelants, General Secretary of CICOPA, in an 

interview with him in January 2010. Roelants believes that the cross-sectoral co-op 

solidarity is what has driven the favourable policy environment and the great strength of 

the movement in Italy. The strong ethic of mutual aid can only be nurtured in a strong 

system of informal networks and formal federations such as one finds in Italy. 

f. Social / economic / cultural context 

Each of the three co-operative federations is affiliated with different political 
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parties. The Association of Cooperatives, the smallest federation in Italy, is linked with 

the Social Democrats.29 In the Emilia Romagna region there are two federations which 

support different political parties. The League of Cooperatives (The Lega), the largest 

federation in Italy, is linked with the “Red” leftist party, while the Confederation of 

25 Cote, D. & Vezina, M. (2001). The Co-operative Movement: European Experiences. In Restakis, 

J. & Lindquist, A (Eds.), The Co-op Alternative: Civil Society and the Future of Public Services (pp.52-76). 

Toronto: The Institute of Public Administration Canada, p. 64. 

26 Fici, A. (2009). The New Italian Co-operative Law and Co-operative Principles. Co-operative 

Legislation and Public Policy Symposium at St. Mary’s University. Retrieved from: 

www.smu.ca/academic/sobey/mm/policysymposium.html 

27 Forte, F. & Mantovani, M. (2009). Cooperatives’ Tax Regimes, Political Orientation of 

Governments and Rent Seeking. Journal of Politics and Law, Vol 2(4), p. 2. Retrieved from: 

http://ccsenet.org/journal/index.php/jpl/article/viewFile/4505/3856 

28 Logue, J. (2006). Economics, Cooperation, and Employee Ownership: The Emilia Romagna 

model – in more detail. Retrieved from: http://dept.kent.edu/oeoc/oeoclibrary/emiliaromagnalong.htm 

29 Thompson, D. (2005). Building the Future: Change, challenge, capital, and clusters at Italy’s 

market leader. Retrieved from: www.cooperativegrocer.coop/articles/index.php?id=623 
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Cooperatives is linked with the Catholic “White” centre right party.30 The political 

affiliation is so strong that these political parties actually appoint officials in these cooperative 

federations. With this, despite being politically divided, the federations have 

full access to the government.31 

g. Analysis 

In Italy, the most striking success factors for the worker co-op movement are: 

first, the many different types of support notably the 3% co-op development funds, the 

technical assistance, the special help for private firms converting to worker co-ops, and 

the mandated federation structures. Secondly, there is the mandatory indivisible reserve 

including tax breaks in “mostly mutual” co-ops. Lastly, the principle of co-operation 

among co-operatives is truly lived out in Italy. With all of these foundations in place, it 
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is not surprising to see the large size and rapid growth in the movement in Italy. 

30 The Story of Emilia Romagna, Italy. The Small Planet Insititute. Retrieved from: 

www.scribd.com/doc/8311289/emiliaromagna. 

31 Cote, D. & Vezina, M. (2001). The Co-operative Movement: European Experiences. In Restakis, 

J. & Lindquist, A (Eds.), The Co-op Alternative: Civil Society and the Future of Public Services (pp.52-76). 

Toronto: The Institute of Public Administration Canada. 
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3) Mondragon 

a. Size, industry sectors and general description of the WC movement 

Like Italy, Spain has promotion of the co-operative model in its constitution.32 

There are an estimated 18,000 worker co-operatives that employ 300,000 in Spain.33 

This sector has grown 30% over the last five years.34 

b. Growth trends and rates 

The Mondragon Cooperative Corporation has grown from its initial 25 workers in 

1956.35 From the mid-1960s to the mid 1970s, Mondragon grew by about 1,000 workers 

per year.36 From 1986 to 1996, Mondragon grew from 19,669 workers to 30,63437. Sales 

in 1997 were $5 billion euros.38 There are 256 businesses under the umbrella of the 

Mondragon conglomerate.39 As of 2009 Mondragon employed 92,773 workers with 

sales of $33 billion euros.40 This accounts for 25% of the total sales and 15% of all 

workers in the worker co-operative sector in Spain.41 Mondragon is the largest business 

group in the Basque region and is the seventh largest business in Spain in terms of both 

sales and the number of workers.42 Unlike corporations, Mondragon's strategic plan 

includes job creation goals.43 In 2003 Mondragon was ranked by Fortune magazine as 

32 Fici, A. (2009). The New Italian Co-operative Law and Co-operative Principles. Co-operative 

Legislation and Public Policy Symposium at St. Mary’s University. Retrieved from: 

www.smu.ca/academic/sobey/mm/policysymposium.html p. 7 

33 https://www.ilo.org/wcmsp5/groups/public/---ed_emp/--- 

emp_ent/documents/publication/wcms_108416.pdf 

34 Work Together, newsletter of CICOPA, April, 2009, p. 9. 
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35 http://www.ownershipassociates.com/mcc-intro.shtm 

36 Bradley, K. & Gelb, A. (1981). The Mondgragon Experiment. British Journal of Industrial 

Relations, 19(2), 211-31. 

37 Richleycase, B. (2009). A Theory of Socio-Business Diffusion: Understanding the Influence of 

Mondragon Corporation Cooperativa as a Positive Force for Chance at the Intersection of Business and 

Society. Unpublished doctoral dissertation, Western Reserve University. 

38 Freundlich, F. (1998). Mondragon Cooperative Corporation (MCC): An Introduction. Partner 

Ownership Associates, Inc., Bilbao, Spain. Retrieved from: 

http://www.clcr.org/publications/other/Intro_To_Mondragon.doc 

39 http://www.mondragon-corporation.com/language/en-US/ENG/Frequently-askedquestions/ 

Corporation.aspx 

40 http://www.mondragon-corporation.com/language/en-US/ENG/Economic-Data/Most-relevantdata. 

aspx 

41 Cote, D. & Vezina, M. (2001). The Co-operative Movement: European Experiences. In Restakis, 

J. & Lindquist, A (Eds.), The Co-op Alternative: Civil Society and the Future of Public Services (pp.52-76). 

Toronto: The Institute of Public Administration Canada. 

42 http://www.mondragon-corporation.com/ENG/Co-operativism/Co-operative-Experience/Jose- 

M%C2%AA-Arizmendiarrieta.aspx 

43 MacLeod, Greg. The Mondragon Experiment: The Public Purpose Organization. Retrieved from: 

http://hir.harvard.edu/index.php?page=article&id=1855 
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one of the top ten places to work in Europe.44 Overall Mondragon has outperformed 

most private business firms in Spain in almost all respects.45 

Mondragon has four main business components: finance, industry, retail, and 

knowledge. In 2009, Mondragon's own bank, the Caja Laboral Popular, had 16.8 billion 

euros in loans outstanding. (Note that the Caja is explained in detail in next section d, 

below: Capitalization.”) The default rate on these loans on these loans was 2.9%, almost 

50% lower than the rest of the banking sector in Spain. In 2009, the Caja was voted as 

providing the best customer service among financial institutions in Spain.46 

The industry component of Mondragon's business in 2008 had sales of 6.5 billion 
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euros and employed 40,822 workers. Out of this, 1.8 billion euros were from consumer 

good sales, such as household appliances and furniture, leisure and sporting equipment. 

Another 2.0 billion euros was from industrial components (automotive, domestic 

appliance components, and pipe fittings), 1.3 billion euros from construction, and 1.2 

billion euros came from capital goods (automation, machinery, and refrigeration 

equipment). As of 2008 there were 73 production plants outside Spain, 13 of which were 

in China.47 

The retail arm of Mondragon is the Eroski Group. Retail sales in 2008 for its 

2,400 supermarket and 115 hypermarket (big box format) consumer co-operatives was 

9.1 billion euros. In 2008 alone, Eroski opened 7 hypermarkets and almost 100 

supermarkets. This a fast growing sector in Mondragon, for in 2008 there were over 

46,051 workers, compared to 36,400 in just 2006.48 About 9% of workers in Mondragon 

are not member-owners, many of whom work at Eroski. At Mondragon’s 2009 General 

Assembly there was a motion passed to try to increase the number of member-owners at 

Eroski.49 

The Knowledge component of Mondragon includes its technology centres that 

had expenditures of 51 million euros and employed 748 workers in 2008. The University 

44 Richleycase, B. (2009). A Theory of Socio-Business Diffusion: Understanding the Influence of 

Mondragon Corporation Cooperativa as a Positive Force for Chance at the Intersection of Business and 

Society. Unpublished doctoral dissertation, Western Reserve University. 

45 Bradley, K. & Gelb, A. (1981). The Mondgragon Experiment. British Journal of Industrial 

Relations, 19(2), 211-31. 

46 http://www.mondragon-corporation.com/ENG/Pressroom/ 

articleType/ArticleView/articleId/1411.aspx 

47 Mondragon 2008 Annual Report. Retrieved from: http://www.mondragoncorporation. 

com/LinkClick.aspx?fileticket=d7ULZaqxbMI%3d&tabid=331 

48 Mondragon 2008 Annual Report. Retrieved from: http://www.mondragoncorporation. 

com/LinkClick.aspx?fileticket=d7ULZaqxbMI%3d&tabid=331 

49 Kelly, G. & Massena, S. (2009, June). Mondragon Co-operatives Decide How to Ride out a 
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Downturn, Yes! Magazine. Retrieved from: www.yesmagazine.org/issues/the-new-economy/mondragonworker- 

cooperatives-decide-how-to-ride-out-a-downturn 
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of Mondragon in 2008 had 3,707 students. In addition there are numerous education and 

training centres for Mondragon employees.50 

c. General legislative and policy environment 

Mondragon has received no direct government financial support, but has over 

time received favourable tax rates. The Spanish government taxes co-operative profits at 

10%, compared to the corporate tax rate of 28%.51 The rest of this section in this paper 

will focus on Mondragon's internal success factors. 

d. Capitalization 

From the beginning, Mondragon has re-invested its profits back into its worker 

co-operatives. In Mondragon, from 30% to 50% of profits each year go into the cooperative's 

indivisible reserve fund 52. Ten percent of the profits are donated to 

education, health, and in the community.53 This 10% donation is mandated by Spanish 

Co-operative Law.54 The remaining profits are placed into individual members’ capital 

accounts, based on the number of hours worked and pay grade, which cannot be accessed 

until retirement.55 The reserve fund, and the member capital accounts, ensure that up to 

90% of profits in Mondragon are re-invested back into the worker co-operative to help it 

grow and employ more people.56 

Another way Mondragon generates liquid capital is through Lagun Aro, their 

insurance and social security service. When worker co-ops were first started in 

Mondragon, the Spanish government determined that their workers were self-employed. 

The result of this was that Mondragon workers did not qualify for unemployment 

insurance, social security, or health care insurance from the Spanish government. In 

response, Mondragon created their own insurance and social security service, internally 

50 Mondragon 2008 Annual Report. Retrieved from: http://www.mondragoncorporation. 

com/LinkClick.aspx?fileticket=d7ULZaqxbMI%3d&tabid=331 

51 Noticias Juridicas. “Law 20/1990 — The Taxation of Co-operatives in Spain.” Retrieved 23 July 
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2008 from: http://noticias.juridicas.com/base_datos/Fiscal/l20-1990.html as cited in Adeler, M.A. (2009) 

Enabling Policy Environments for Co-operative Development: A Comparative Experience. 

52 Learning from the Mondragon Cooperative Experience.William Foote Whyte. Studies in 

Comparative International Development, Summer 1995, Vol. 30, No.2, 58-67. 

53 Enabling Ethical Economies: Cooperativism and Class. J.K. GIBSON-GRAHAM. Critical 

Sociology, Volume 29, issue 2 (2003). 

54 Ellerman, D. The Mondragon Cooperative Movement. Harvard Business School Case No. 

1-384-270. Boston: Harvard Business School, 1984. 

55 Whyte, W.F. (1995). Learning from the Mondragon Cooperative Experience.William. Studies in 

Comparative International Development, 30(2), 58-67. 

56 Mungall, C. (1986). More Than Just A Job: Worker Cooperatives in Canada. Ottawa: Steel Rail. 

15 

paid for by its workers. Some of this money in the meantime was used as patient capital 

to finance co-operatives.57 

Mondragon's inventiveness did not end there. After the start-up of the 

Mondragon system, the primary founder, Father Jose Maria Arizmendiarrieta 

(“Arizmendi”) saw that worker co-operatives could not reach their full potential without 

an adequate amount of capital. His literature review showed that private banks would not 

sufficiently provide this capital. To get around the problem of capitalization, Arizmendi 

came up with the idea that Mondragon had to create its own banking system.58 

From this realization, in 1959 Mondragon created a co-operative bank named the 

Caja Laboral Popular. The Caja allowed Mondragon to use its profits to expand existing 

co-operatives and to create new ones, in addition to providing banking services to 

members. The Caja is able to provide much needed capital, which in general is one of 

the major difficulties for worker co-operatives59. Note that “the Caja Laboral Popular 

(was established) as a credit cooperative with the members being worker cooperatives 

and other cooperatives (not individual depositors).60 

Early on, each co-operative in Mondragon submitted monthly financial statements 

to the Caja. In this way the Caja could identify when a co-operative was struggling and 
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when assistance was necessary.61 Those co-operatives within Mondragon who received 

help from the Caja usually accepted a decrease in wages during the financial crisis and 

sometimes paid a percentage of future profits back to the Caja.62 

Eventually the Caja created an entrepreneurial division at Mondragon to provide 

technical support for new worker co-operatives.63 About 10% of entrepreneurial ideas 

were further developed by the Caja and 4 or 5 each year become new worker cooperatives. 

64 In deciding whether to provide funding to a start-up co-operative, 

Mondragon since the beginning has put as much emphasis on the ability of the members 

to work together as they have on the feasibility of the business.65 Mondragon believes 

57 Freundlich, F. (1998). Mondragon Cooperative Corporation (MCC): An Introduction. Partner 

Ownership Associates, Inc., Bilbao, Spain. Retrieved from: 

http://www.clcr.org/publications/other/Intro_To_Mondragon.doc 

58 Gutierrez-Johnson, A. & Whyte, W.F. (1977). The Mondragón System of Worker Production 

Cooperatives. Industrial and Labor Relations Review, 31(1). 

59 What Makes Coops Work? Institutional Viability, Firm Creation, Survival and Closure Among 

Workers’ Cooperatives in France. Virginia A. Perotin. Cornell University. May 1997. 

60 Pérotin, V. A. (1997): What Makes Coops Work? Institutional Viability, Firm Creation, Survival 

and Closure Among Workers' Cooperatives in France. Ph.D. dissertation, Department of Economics, 

Cornell University. 

61 Flessati, Dominic. (1980). The Mondragon Experiment. BBC - Television. 

62 Whyte, W.F. (1995). Learning from the Mondragon Cooperative Experience.William. Studies in 

Comparative International Development, 30(2), 58-67. 

63 Whyte, W.F. (1995). Learning from the Mondragon Cooperative Experience.William. Studies in 

Comparative International Development, 30(2), 58-67. 

64 Mungall, C. (1986). More Than Just A Job: Worker Cooperatives in Canada. Ottawa: Steel Rail. 

65 Gutierrez-Johnson, A. & Whyte, W.F. (1977). The Mondragón System of Worker Production 

Cooperatives. Industrial and Labor Relations Review, 31(1). 
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that the natural bond of friendship is one of the key ingredients for a worker cooperative's 

success.66 
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The Caja and each new co-operative worked closely together until the co-op was 

profitable. Entrepreneurs had to put up double the amount of capital that they received 

from other investors. The rest was lent to the co-op by the Caja at market interest rates. 

If the co-op experienced difficulty, the Caja lent money at half the market rate. As a 

crisis progressed, the Caja lent money at zero percent interest and even resorted to 

donating money to the co-op.67 The result is that Mondragon has a 90% survival rate for 

start-up co-operatives, which is significantly higher than the 20% rate for conventional 

businesses.68 The Caja provided both patient capital and technical assistance, which are 

the critical ingredients that allow start-up co-operatives to survive and flourish to allow 

them to reach their full potential. Mondragon's Central Inter-cooperative Fund has now 

taken over these functions, while the Caja now focuses just on consumer and business 

banking.69 

e. Mutual support; support by Worker Co-op Federations, other co-op 

associations 

Unlike worker co-operatives in Italy, Mondragon has been unable to successfully 

co-operate with other co-operatives and associations in Spain. The result is that, unlike 

co-operatives in Italy, Mondragon has not received much direct financial support or 

assistance from the government.70 

However the Mondragon Co-operative Corporation is itself a large co-operative 

“group” or consortium. Within it, some decisions are quite centralized with regard to, 

e.g., which co-operatives will receive start-up support. There are many worker cooperatives 

in Spain. What clearly distinguishes Mondragon is that it is the only group in 

the country that has “produced an integrated, mutually reinforcing system of 

organizations, whereas the outside cooperative firms were all small and had no such 

supporting linkages.”71 One of the advantages of this is the sharing of resources among 

Mondragon co-operatives. In 1965, Arizmendi created co-operative groups within 

66 Richleycase, B. (2009). A Theory of Socio-Business Diffusion: Understanding the Influence of 

Mondragon Corporation Cooperativa as a Positive Force for Chance at the Intersection of Business and 
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Society. Unpublished doctoral dissertation, Western Reserve University. 

67 Richleycase, B. (2009). A Theory of Socio-Business Diffusion: Understanding the Influence of 

Mondragon Corporation Cooperativa as a Positive Force for Chance at the Intersection of Business and 

Society. Unpublished doctoral dissertation, Western Reserve University. 

68 Freundlich, F. (1998). Mondragon Cooperative Corporation (MCC): An Introduction. Partner 

Ownership Associates, Inc., Bilbao, Spain. Retrieved from: 

http://www.clcr.org/publications/other/Intro_To_Mondragon.doc 

69 Freundlich, F. (1998). Mondragon Cooperative Corporation (MCC): An Introduction. Partner 

Ownership Associates, Inc., Bilbao, Spain. Retrieved from: 

http://www.clcr.org/publications/other/Intro_To_Mondragon.doc 

70 Interview on January 25, 2010 with Bruno Roelants, General Secretary, CICOPA. 

71 Whyte, W.F. (1995). Learning from the Mondragon Cooperative Experience. Studies in 

Comparative International Development, 30(2), 58-67. 
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Mondragon. To utilize resources among the co-operatives more effectively, services like 

“accounting, advertising, personnel administration, and research” were shared within cooperative 

groups to achieve significant cost efficiencies.72 There is also a strong focus on 

inter-cooperation among the members of the Mondragon Co-operative Corporation 

(“MCC”). 

The Mondragon group was reorganized in 1991, getting away from regional 

structures and more aligned with industry sector. The governing bodies of the 

Corporation, controlled by the member co-ops, are now called the Standing Committee 

and the General Council.73 According to Fred Freundlich of Ownership Associates: 

“The regional subgroups were mostly dissolved and the individual co-operative 

enterprises were grouped instead by industrial sector within the MCC’s new structure: 

three main business groups (Financial, Industrial, and Retail) and, within the Industrial 

Group, seven different divisions. The MCC as a whole is now managed by a President 

and his General Council, which is comprised of nine vice-presidents (one per group or 

division) and the directors of the six MCC Central Departments. MCC officials 
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emphasize that the purpose of the reorganization was most definitely not centralized 

operational control, but rather, closer coordination of activities within common business 

sectors, improved economies of scale, and greatly strengthened strategic planning.”74 

Notwithstanding the stated purpose of the reorganization, MCC is significantly more 

centralized than other worker co-operative movements. 

An example of the advantage of integration/ centralization has been seen during 

economic downturns. The Mondragon group does all it can to not lay workers off. 

Arizmendi believed that one of the tenets of social justice was the right to work.75 In the 

early 1980s, some co-operatives in Mondragon were experiencing financial difficulties. 

Unemployment in the Basque region was 25%. Instead of laying people off, Mondragon 

redeployed workers in the struggling co-operatives to ones that were better off. 

Struggling co-operatives were reorganized by Mondragon.76 Those who were not 

redeployed were given income assistance that equalled 80% of their salary. Laid off 

workers are given the opportunity to retrain.77 With this very few workers lost their jobs, 

72 Whyte, W.F. (1995). Learning from the Mondragon Cooperative Experience.William. Studies in 

Comparative International Development, 30(2), 58-67. 

73 www.mondragon-corporation.com/language/en-US/ENG/Who-we-are/Organisationalstructure. 

aspx 

74 Freundlich, F. (1998). Mondragon Cooperative Corporation (MCC): An Introduction. Partner 

Ownership Associates, Inc., Bilbao, Spain. Retrieved from: 

http://www.clcr.org/publications/other/Intro_To_Mondragon.doc 

75 Herrera, D. (2004). Mondragon: A For-Profit Organization That Embodies Catholic Social 

Thought. Review of Business, 25. 

76 Bradley, K. & Gelb, A. (1981). The Mondgragon Experiment. British Journal of Industrial 

Relations, 19(2), 211-31. 

77 Freundlich, F. (1998). Mondragon Cooperative Corporation (MCC): An Introduction. Partner 

Ownership Associates, Inc., Bilbao, Spain. Retrieved from: 

http://www.clcr.org/publications/other/Intro_To_Mondragon.doc 
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which was in contrast to those working in the private sector.78 The central control 
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structure of Mondragon allowed for this to happen. This would have been unlikely to 

happen in unorganized and autonomous co-operatives. 

Having a centralized structure also has helped Mondragon respond quickly to the 

increasingly globalized economy. The 1991 restructuring and consolidation process was 

largely carried out in order for Mondragon to remain competitive. The result was 

“greater inter-firm solidarity, utilizing sectoral groups and with centralized group 

functions for development of quality standards and international marketing and 

investment.”79 Groupings by industrial sector allowed the co-operatives to take advantage 

of economies of scale, to share technology and research and development, and also to 

share management expertise. This has been seen as critical in allowing small and 

medium-sized co-operatives to invest and benefit from research and development, 

something that is typically only available to larger firms.80 

A unique aspect of the Mondragon Group is that it has its own set of co-operative 

principles, expanding on the International Co-operative Alliance (ICA) principles, as 

follows: 

Mondragon Principles 

1. Open Admission 

2. Democratic Organization 

3. Sovereignty of Labour 

4. Instrumental and Subordinate Nature of Capital 

5. Participatory Management 

6. Wage Solidarity 

7. Interco-operation 

8. Social Transformation 

9. Universality 

10. Education 

What is distinct from the international co-operative principles is the significant 

focus on the role of working people (principles 3 through 6) as well as Universality (9), 
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and Social Transformation (8). The Mondragon principles go beyond the ICA principles, 

with their co-operatives led by the working class, and to benefit working people, and with 

the ultimate goal of social transformation. Training not only about co-operative 

functioning but also on technical issues of running each co-operative business is very 

important, and this is what is meant by “Education”, not only education about cooperatives. 

78 Whyte, W.F. (1995). Learning from the Mondragon Cooperative Experience.William. Studies in 

Comparative International Development, 30(2), 58-67. 

79 Clamp, C.A. (2000). The Internationalization of Mondragon. Annuals of Public and Cooperative 

Economics, 71(4), 557-577. 

80 Freundlich, F. (1998). Mondragon Cooperative Corporation (MCC): An Introduction. Partner 

Ownership Associates, Inc., Bilbao, Spain. Retrieved from: 

http://www.clcr.org/publications/other/Intro_To_Mondragon.doc 
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Values have had a big influence on wages. With high profits, Mondragon could 

have paid higher wages. The founders of Mondragon though decided to set wages at 

levels that were in line with wages in the community and not based on productivity of the 

co-operative. The reasons were two-fold. One was to ensure that relative equality was 

maintained in the community. The second was to increase the ability of Mondragon to 

use surpluses to fund the start-up and development of co-operatives81. Wages for workers 

at Mondragon are 13% higher than rates for similar jobs in similar industries. This does 

not include the profit sharing or benefits, though. Wages for middle income are equal to 

the private sector, while upper management receives about 30% less than their private 

sector counterparts.82 

Mondragon has been able to create loyalty within the workplace and also within 

the community. In Mondragon, each worker takes an aptitude test to ensure that they are 

a good fit in the co-operative in the first place.83 The most important aptitude that 

Mondragon looks for in an applicant is their ability to fit within the community and 

within the co-operative. They have to be socially accepted.84 Surveys have indicated that 

workers at Mondragon are extrinsically motivated by decent income and benefits, in 
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addition to job security. The highest priority of workers throughout all job levels though 

was the strong belief in co-operativism.85 It has been found that Mondragon workers' 

“values were the core driver in an ever evolving and lifelong process committed to 

actualizing change at the intersection of business and society.”86 

Mondragon is also supported by the community. Providing decent and stable jobs 

in a region with high unemployment helps build support from the community. There is 

also a policy of hiring the sons and daughters of current workers, which ensures that 

those growing up in the community can work at Mondragon. Donating 10% of its profits 

to the community is also important. Many social services provided in the community are 

funded by Mondragon.87 Mondragon's University is open to the public, too. Community 

involvement has created a sense of familiarity, trust, and solidarity between the 

community and Mondragon. These important community ties are even thought to reduce 

employee turnover, which is important to Mondragon's stability, efficiency, in addition to 

81 Gibson-Graham, J.K. (2003). Enabling Ethical Economies: Cooperativism and Class. Critical 

Sociology, 29(2), 123-161. 

82 Herrera, D. (2004). Mondragon: A For-Profit Organization That Embodies Catholic Social 

Thought. Review of Business, 25. 

83 Flessati, Dominic. (1980). The Mondragon Experiment. BBC - Television. 

84 Bradley, K. & Gelb, A. (1982). The Replication and Sustainability of the Mondragon Experiment. 

British Journal of Industrial Relations, 20(1), 20-33. 

85 Bradley, K. & Gelb, A. (1981). The Mondgragon Experiment. British Journal of Industrial 

Relations, 19(2), 211-31. 

86 Richleycase, B. (2009). A Theory of Socio-Business Diffusion: Understanding the Influence of 

Mondragon Corporation Cooperativa as a Positive Force for Change at the Intersection of Business and 

Society. Unpublished doctoral dissertation, Western Reserve University. 

87 Bradley, K. & Gelb, A. (1982). The Replication and Sustainability of the Mondragon Experiment. 

British Journal of Industrial Relations, 20(1), 20-33. 
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keeping valuable member capital within Mondragon to enable it to finance future 

business opportunities.88 
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Mondragon has been able to develop and maintain leadership. Mondragon was 

founded by a strong leader, Arizmendi. Today Mondragon mentors and grooms leaders. 

These people are deployed throughout Mondragon to help improve the management of 

individual worker co-operatives. Though this has created a leadership class, through their 

commitment of energy, time, and by accepting relatively low pay for their skill set, they 

generally receive a great amount of support from worker-members.89 

f. Social / economic / cultural context 

To understand the Mondragon co-operative movement today, understanding its 

long history is important. Worker co-operatives first appeared in Spain in 1842 and 

became an industrial worker and farmer movement in the 1860s.90 Rejecting both 

capitalism and communism as exploitative and authoritarian, co-operativism was seen as 

a third and more humane way of working, with democratically run and worker-owned 

workplaces.91 Still today, “Basques have a strong associative spirit, which cuts across 

class lines, and is supported by their high evaluation of social equality.”92 

The growth of worker co-operatives was impeded during the Civil War when 

Franco's Fascists took control of Spain. The ideas of worker ownership and democratic 

control survived though, especially in the Basque region. However this region was 

economically in ruins and was politically shunned after being on the losing side of the 

Civil War. 

Arizmendi opened a technical training school in Mondragon, Spain in 1943. 

Along with the technical component, Arizmendi blended the ideas of social justice and 

democracy in his classes. Graduates though were unsuccessful in implementing these 

ideas in their places of work. With the support of Arizmendi, five engineering graduates 

purchased a bankrupt paraffin oven factory.93 This factory was owned and 

democratically controlled by its members. Mondragon's goal was not only to create 

business success, but social success too.94 

88 Bradley, K. & Gelb, A. (1982). The Replication and Sustainability of the Mondragon Experiment. 

British Journal of Industrial Relations, 20(1), 20-33. 
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90 http://www.coopseurope.coop/spip.php?article502 

91 Bradley, K. & Gelb, A. (1981). The Mondgragon Experiment. British Journal of Industrial 
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92 Gutierrez-Johnson, A. & Whyte, W.F. (1977). The Mondragón System of Worker Production 

Cooperatives. Industrial and Labor Relations Review, 31(1). 

93 Ellerman, D. (1984) The Mondragon Cooperative Movement. Boston: Harvard Business School, 

Case No.1-384-270. 

94 Richleycase, B. (2009). A Theory of Socio-Business Diffusion: Understanding the Influence of 

Mondragon Corporation Cooperativa as a Positive Force for Change at the Intersection of Business and 

Society. Unpublished doctoral dissertation, Western Reserve University. 
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There were some situational advantages that Mondragon had early on that were 

unique. One was that it was established at a time when Spanish manufacturers were 

insulated from foreign competition by sizable tariffs. Another advantage was that the 

Basque regional economy was still recovering from the Civil War and World War II. 

Tariffs also protected Spanish manufacturers from foreign competition. With little 

competition and high demand, any practical products were easily sold.95 Mondragon 

quickly expanded to manufacturing space heaters and electrical appliances, selling its 

products in the Basque region and throughout Spain.96 It was not until Spain joined the 

European Union in 1986 that this changed.97 Tariffs that helped protect manufacturers in 

Spain were eliminated in 1993.98 Mondragon was fortunate to grow in conditions 

protected by tariffs that enabled it to be in a position to survive foreign competition. 

In response to globalization, since 1994 Mondragon has expanded throughout the 

world, especially in emerging nations. The impetus of this was to lower production costs, 

much in line with multinational corporations. By the end of 2004, Mondragon was on 

target to have 13% of its workforce in these nations. Most of these workers do not own 

or democratically control their workplace. Mondragon is working on ways to better 

integrate these workers into the Mondragon system with the goal of making them 
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member-owners, but the process is going very slowly.99 

In the fall of 2009, Mondragon and the United Steelworkers, the largest industrial 

union in the United States, agreed to work together to promote worker co-operatives in 

the United States and Canada. Of note, Mondragon had sales of almost $200 million in 

2008 in the United States. The goal of this collaboration is to create jobs in Canada and 

the United States based on the Mondragon model100, focusing on helping to create 

unionized worker co-ops. Although the rollout of this has been slow, this has been 

deliberate as the goal is to ensure that their first co-op in North America is a success. 

95 Whyte, W.F. (1995). Learning from the Mondragon Cooperative Experience.William. Studies in 

Comparative International Development, 30(2), 58-67. 

96 Gibson-Graham, J.K. (2003). Enabling Ethical Economies: Cooperativism and Class. Critical 

Sociology, 29(2), 123-161. 

97 Clamp, C.A. (2000). The Internationalization of Mondragon. Annuals of Public and Cooperative 

Economics, 71(4), 557-577. 

98 Whyte, W.F. (1995). Learning from the Mondragon Cooperative Experience.William. Studies in 

Comparative International Development, 30(2), 58-67. 

99 Errasti, A.M., Mari, A., Heras, I., Bakaikoa, B., & Elgoibar, P. (2003). The Internationalisation of 

Cooperatives: The Case of the Mondragon Cooperative Corporation. Annals of Public and Cooperative 

Economics, 74(4), 553-584. 

100 Collaboration Agreement between MONDRAGON and the North American Trade Union USW 

(2009). Retrieved from: 

http://www.mondragon-corporation.com/ENG/Press-room/articleType/ArticleView/articleId/1351.aspx 
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g. Other factors 

i. Training 

An important determinant of a worker co-operative’s success is keeping labour 

costs controlled and improving productivity.101 Training on how to achieve this is a 

critical component at Mondragon. In Mondragon, many workers are able to participate in 

a one-year training program in the Entrepreneur Division of the Central Inter-cooperative 

Fund. Others receive their education at Mondragon University. Here, engineering and 
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business skills are learned in an atmosphere of co-operative values.102 

These educational and training opportunities are funded internally through the 

10% donations from Mondragon worker co-operatives' profits.103 An estimated 90% of 

workers in Mondragon participated in educational activities in 2006.104 Through this 

internal education system, Mondragon has instilled a culture of continuous improvement 

to help achieve success. Crucial to this is the commitment to constant debate and reevaluation 

of how a particular set of ethical principles will guide their economic choices 

and paths of action.105 This has been crucial in allowing Mondragon to successfully 

adapt with changing economic trends over the years.106 

ii. Indivisible Reserve 

Finally, another reason for the continued success of Mondragon is its indivisible 

reserve system. During Arizmendi's studies, he became interested in the ideas of Robert 

Owen and the Rochdale co-operative principles. Though profitable, the pioneer Rochdale 

cotton factory worker co-operative was privatized when its members via outside 

financing lost control of the co-op. The factory was subsequently converted into a private 

enterprise.107 This reconfirmed the belief of many leaders in the co-operative movement 

who thought that the worker co-operative model was incapable of creating sufficient cash 

101 Pérotin, V. A. (1997): What Makes Coops Work? Institutional Viability, Firm Creation, Survival 

and Closure Among Workers' Cooperatives in France. Ph.D. dissertation, Department of Economics, 

Cornell University. 

102 http://www.mondragon.edu/what-is-mu/why-choose-m-u 

103 Gibson-Graham, J.K. (2003). Enabling Ethical Economies: Cooperativism and Class. Critical 

Sociology, 29(2), 123-161. 

104 Richleycase, B. (2009). A Theory of Socio-Business Diffusion: Understanding the Influence of 

Mondragon Corporation Cooperativa as a Positive Force for Change at the Intersection of Business and 

Society. Unpublished doctoral dissertation, Western Reserve University. 

105 Whyte, W.F. (1995). Learning from the Mondragon Cooperative Experience.William. Studies in 

Comparative International Development, 30(2), 58-67. 

106 Freundlich, F. (1998). Mondragon Cooperative Corporation (MCC): An Introduction. Partner 
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flow and was doomed for failure.108 The result was a great setback for the worker cooperative 

movement. 

Arizmendi took a lesson from this experience and created a co-operative structure 

that did not issue stock to members or investors. Instead he created a series of capital 

accounts, where between 30% and 50% of the profits in Mondragon went into an 

indivisible reserve fund. This fund provides much needed liquid capital for Mondragon 

co-operatives. In addition, since the indivisible reserve fund cannot be transferred 

outside of the co-operative movement, it ensured that Mondragon was extremely unlikely 

to be converted into a private business. For if Mondragon dissolved or was converted 

into a for-profit company, the indivisible reserves would not be divided among its 

members. Instead, the indivisible reserve funds would be donated to another cooperative. 

This is particularly important during difficult financial times or when older 

workers are retiring and members cannot be found to replace them.109 Without the 

indivisible reserve, Mondragon could have been sold out to private investors long ago, 

especially considering its profitability. Instead Mondragon remains a viable system of 

worker co-operatives that provide decent paying and stable jobs. It is a collective good, 

whose gift will be there for workers well into the future. 

h. Analysis 

A Yes! Magazine article from the summer of 2009 described life in Mondragon: 

“One of the first things you notice while driving from the Bilbao Airport toward the town 

of Mondragon is the unspoiled beauty of the countryside—rolling green hills 

uninterrupted by billboards, and smooth roads untarnished by potholes. In the town of 

Mondragon, there were neither mansions on the hill nor poverty in the streets. We didn’t 

see wealth, but everyone had a comfortable place to live, healthy food to eat, and the 
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comfort of modern conveniences. Equally noticeable was their convivial, even joyful 

sense of community. The people we met were friendly, conversational, and trusting. 

Mondragon is proof that a commitment to the common good is not an obstacle to 

commercial success. Instead, a dedication to innovation and training at all levels can 

bring forward the best of the community. That quality of life continues outside the 

workplace, multiplying the benefits for those who choose a cooperative path.”110 

From being founded by a rural priest with a transformative vision, the Mondragon Co-operative 

Corporation has succeeded by building all of the required elements to create a powerful regional worker coop 

system: training and education, research, and their own banking system. They have done this by 

prioritizing employment, and solidarity, showing that excellent business practices can be compatible with a 

strong values-based, co-operative approach. 

108 Flessati, Dominic. (1980). The Mondragon Experiment. BBC - Television. 

109 Whyte, W.F. (1995). Learning from the Mondragon Cooperative Experience.William. Studies in 

Comparative International Development, 30(2), 58-67. 

110 Kelly, G. & Massena, S. (2009, June). Mondragon Co-operatives Decide How to Ride out a 

Downturn, Yes! Magazine. Retrieved from www.yesmagazine.org/issues/the-new-economy/mondragonworker- 

cooperatives-decide-how-to-ride-out-a-downturn 
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4) France 

a. Size, industry sectors and general description of the WC movement 

In France, a worker co-op is called a “SCOP”, an acronym for “Société 

coopérative et participative;” previously “Société coopérative ouvrière de production.” 

In a SCOP, the workers must have at least 51% of the capital, and 65% of the votes.111 

This indicates openness to some external capital as well as some external control, as long 

as the worker-members maintain a majority control. A multi-stakeholder co-op is called 

a “SCIC”. The SCIC (Société coopérative d’intérêt collectif) is a new form of 

cooperative enterprise, which can combine those who want to act together in a single 

local development project to look after public interest, including employees, 

beneficiaries, volunteers, local authorities or other partners. The SCIC has been adapted 
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from the social co-operative model invented in Italy, and it is governed by the law of July 

17, 2001.112 Our primary focus in this paper will be on the SCOP. 

According to the French General Confederation of SCOPs (whose French 

acronym is “CG-SCOP”), at the end of 2008, there were 1,893 cooperatives belonging to 

the Confederation, including SCOPs and SCIC’s involving 39,929 employees, not taking 

into account the employees of their subsidiaries which are not co-operatives.113 

In France, SCOPs are primarily made up of professionals and skilled trades 

people. Construction remains the main sector in which one finds SCOPs, both in 

numbers of co-operatives (24% of total) and number of jobs (29.1%). On equal footing 

with construction, the area composed of “professional, scientific and technical” and 

“activities of administrative services and support”, with a focus on business services, 

includes 24% of co-operatives. It is somewhat less labour-intensive, however; it includes 

21.3% of SCOP jobs. Manufacturing is the third largest worker co-operative sector, with 

366 companies and 9,838 employees, representing respectively 19.3% and 24.6% of the 

total. In fourth position, but significantly below the first three sectors: trade, 

accommodation, transportation and food services collectively represent 12.3% of 

cooperatives and 9.9% of jobs. All other segments are a small minority and together 

account for well under 10% of the total.114 

The average size of a SCOP is 21 workers, with the number per SCOP varying 

between two (the legal minimum) and over 1,000 people. On average approximately 

60% of workers are also owners. 

111 Les nouvelles ambitions des co-entrepreneurs. CGSCOP Press release, February 10, 2010. 

Retrieved from: www.scop.coop/p408_FR.htm ; p. 4. Translations by Hazel Corcoran (throughout). 

112 Site of the CG-SCOP, www.scop.coop/scic.htm . 

113 Site of the CG-SCOP, www.scop.coop/chiffres-cles-scop.htm#1108_8815__1 . 

114 Site of the CG-SCOP, www.scop.coop/chiffres-cles-scop.htm#1108_8815__5 . 
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b. Growth trends and rates 

The French worker co-op movement dates back to early in the 19th century. A 
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law passed in 1791, the “Chapelier law”, forbid workers’ associations, including worker 

co-operatives and trade unions. However during the revolutionary periods in France, e.g. 

in 1848 and with the Commune in 1871, many worker co-operatives formed 

clandestinely. Until 1878, the state attacked the SCOPs. Once found, they were 

destroyed by police. In 1878, the Administration repealed the Chapelier law, stopped the 

attacks and eventually became supportive. From the beginning of the 20th century, selffinancing 

mechanisms of co-operative financing were started with la Banque des 

Coopératives and the matching of loans by the State; a procedure for medium-term loans 

that from 1938 on becomes le Crédit Coopératif.115 

Since first being created, SCOPs have grown over the long term. In 1885 there 

were 40, in 1914 there were 120, in 1928 there were 280, in 1939 there were 480, and in 

1980 there were 736. The growth in the worker co-operative movement was not uniform; 

there have been periods of rapid growth (e.g., economic crisis of 1905-10; the 1930’s, 

and the post-WWII reconstruction period), combined with other periods of stagnation in 

the movement.116 

Looking at more recent times, between 1994 and 2009, there was a 40.1% 

increase in the number of SCOPs from 1392 to 1950 SCOPs, and a 41.8% increase in the 

number of SCOP jobs, from 28,691 to 40,685. Between 2008 and 2009, the economic 

crisis impacted SCOPs, but they were able to stabilize.117 

Since 2007, approximately 200 new SCOPs have started each year through startup, 

recovery or business transfer, versus 120 to 150 annually in previous years. SCOP 

start-ups and takeovers have generated an average of 1,500 jobs per year since 2007.118 

Since 2000, the manufacturing sector in France has lost half a million jobs. There 

are frequent announcements of closures or restructuring of manufacturing enterprises in 

France. However, in this context of deindustrialization that began long before the current 

crisis, extending back twenty years, SCOPs have been able to resist this trend and are 

even progressing. 

Present in all trades, SCOPs are growing in the manufacturing sector with over 
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400 additional small and medium enterprises (SMEs), showing a positive trend in this 

very challenged sector. Over the decade 1997-2007, before the current economic and 

financial crisis, all SCOP demographic and economic indicators in manufacturing have 

exceeded the rest of the sector: an increase of 6% in the number of companies, an 

115 Lasne, L. Un siècle de coopération de la production. Retrieved from: 

www.scop.coop/p345_FR.htm 

116 Antoni, Antoine. La Coopération Ouvrière de production, pp. 8-18. 

117 Les nouvelles ambitions des co-entrepreneurs. CGSCOP Press release, February 10, 2010. 

Retrieved from: www.scop.coop/p408_FR.htm ; pp. 4-6. 

118 Les nouvelles ambitions des co-entrepreneurs. CGSCOP Press release, February 10, 2010. 

Retrieved from: www.scop.coop/p408_FR.htm; p. 7. 
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increase of 11% in the number of jobs (against a loss of 10% for the sector as a whole), 

an increase of 68% in sales, and an increase in net income of 300%. However, since 

2008 and the outbreak of the economic crisis, SCOPs in manufacturing like all other 

SMEs have been heavily impacted by falling orders, price wars, and the fluctuation of 

prices for raw materials. But realistically, while corporate defaults in France rose by 24% 

over the two crisis years 2008 and 2009 compared to the prior two years combined, the 

failure rate remained stable at SCOPs in the same period, the SCOPs -- including in 

manufacturing -- demonstrated their resilience.119 

c. General legislative and policy environment 

Capital is open to external partners, but with limitations: external partners are 

limited to 49% of the share capital and 35% of the vote. 

According to Patrick Lenancker, President of CG-SCOP (the national Federation), 

a significant reason that SCOPs have been so successful is that they have substantial 

stable capital. A minimum of 15% of surpluses must be placed in reserves (in practice, 

it’s 40% to 45% on average) with the key advantage that the reserves are permanently 

owned by the co-operative, ensuring financial stability in the long term.120 

According to Marcel Arteau, then Executive Director of the Quebec Worker Cooperative 
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Federation (FQCT), “after a long debate, the French law conserved the 

principle of indivisible reserve for the following reasons: Tend to prevent the SCOP from 

being taken over by external parties; assure the independence of the co-operative; assure 

the sustainability of the enterprise in the long-term; ability to pass the co-operative on to 

future generations.” The surpluses are allocated as follows: a minimum of 15% to the 

reserve, minimum of 25% to all employees (including members), and the remainder to 

the members. The amount to the member-owners must be less than the amount to all 

workers.121 Of note, in the 1992 amendments to the co-operative laws in France, other 

types of co-operatives in some circumstances ceased having a mandatory indivisible 

reserve. SCOPs on the other hand insisted on retaining indivisible reserves.122 

119 Lenancker, P. (2010, April 4). La France peut garder ses PME industrielles. Le Monde. Retrieved 

from: www.lemonde.fr/opinions/article/2010/04/19/la-france-peut-garder-ses-pme-industrielles-parpatrick- 

lenancker_1336507_3232.html 

120 Lenancker, P. (2010, April 4). La France peut garder ses PME industrielles. Le Monde. Retrieved 

from: www.lemonde.fr/opinions/article/2010/04/19/la-france-peut-garder-ses-pme-industrielles-parpatrick- 

lenancker_1336507_3232.html 

121 Arteau, M. (1994). Rapport de la mission d’exploration réalisée en France. FQCT. Unpublished, p. 

9. 

122 Pérotin, V. A. (1997): What Makes Coops Work? Institutional Viability, Firm Creation, Survival 

and Closure Among Workers' Cooperatives in France. Ph.D. dissertation, Department of Economics, 

Cornell University, p.338. 
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Worker co-operatives receive tax benefits from the French government. SCOPs 

do not have to pay the professional tax, which is 1.5% to 2.5% of revenues. Income on 

worker shares is exempt from income taxes.123 

d. Capitalization 

The SCOP movement has succeeded in providing itself with tools for financing and 

providing technical assistance. One requirement for official recognition of their status is 

that SCOPs are required to finance the worker co-operative movement. The member fees 
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of .42% of revenues are distributed between federations and financial tools, many of 

which have been built in partnership with other actors in the social economy (e.g., IDES, 

the Credit Cooperative). 

SOCODEN (Société coopérative de développement et d’entraide: financial 

institution managed by the SCOPs since 1965) offers equity loans and financing for 

working capital requirements. The focus is on new SCOPs and those that are in crisis. 

Its services include: advice, guarantees and interest subsidies on personal loans to 

augment the capital in a SCOP.124 On average, 150 SCOPs per year are able to get 

financing through SOCODEN, with the total amount per year placed being 5.5 million 

Euros.125 

There are other financing avenues for SCOPs, which are funded primarily by the 

.42% dues on revenues. SOFISCOP offers a loan guarantee so that the members do not 

need to commit their personal funds. SPOT is a venture capital firm that provides equity 

for SCOPs.126 IDES (Institute for Development of Social Economy) also invests in 

SCOPs by taking out participatory shares, which enjoy a priority on investment earnings. 

In its first 25 years, the IDES group has invested 100 million euros in 545 enterprises, 

70% of which have been SCOPs.127 

e. Mutual support; support by Worker Co-op Federations, other co-op associations 

The CG-SCOP’s slogan is “A SCOP is never alone.” CG-SCOP has a support 

network of professionals in each region to help create and develop worker co-operatives, 

as well as supportive financial services, industry sector federations in construction, 

communication and manufacturing, and representation at the regional, national and 

international levels. 

123 Arteau, M. (1994). Rapport de la mission d’exploration réalisée en France. FQCT. Unpublished, p. 11. 

124 Arteau, M. (1994). Rapport de la mission d’exploration réalisée en France. FQCT. Unpublished, p. 5. 

125 SOCODEN and its Subsidiaries. Retrieved from: http://cecop.coop/Financial-instruments.html pp. 1-2. 

126 http://fr.wikipedia.org/wiki/Soci%C3%A9t%C3%A9_coop%C3%A9rative_de_production 

127 ESFIN IDES. Retrieved from: http://cecop.coop/Financial-instruments.html, p. 2. 
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The SCOP federations are inter-connected, and encompass elements which are 

national, regional and sectoral. “The SCOP Enterprises network is comprised of the 

following: 

• The Confédération générale des SCOP leads and coordinates the SCOP 

Enterprises network and represents SCOPs at the national level in France. 

• Twelve regional unions accompany the day-today development of SCOPs and 

provide representation at the regional and local levels. 

• Three professional federations represent member SCOPs in dealing with 

authorities in their respective fields and provide economic, technical and legal advice as 

well as support in the development of their activities. The three professional federations 

encompass the following three sectors of activity: 

- Building and public works, 

- Communication, 

- Manufacturing, metallurgy and technologies.”128 

In 1994, the dues paid by each SCOP to belong to the federations was .42% of its 

annual sales. The dues were shared among the regional unions, the sector federations, the 

Confederation’s expansion fund (managed by SOCODEN) and the Confederation (CGSCOP). 

There were 90 full-time staff members in the SCOP Federations in that year 

(federal, regional and sectoral). The average dues paid by each SCOP in 1994 was 

$12,400 Canadian.129 

In order to continue to be a co-operative and benefit from tax breaks, each French 

SCOP must undergo a periodic “co-operative review” to ensure that the co-operative is 

functioning as it should. The French Government has given the mandate for these 

reviews to the CG-SCOP, and they are carried out by the Regional Unions. The reviews 

also have the goal of identifying ways in which the co-operative can improve in terms of 

management, social practices, training etc.130 

With regard to conversion from other enterprise forms, there is a particular focus 

in France on using the SCOP model in this context. Given the very large number of SME 
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business owners expected to retire in coming years, this is an important focus. In France 

in each of the last four years, there have been 70 enterprises converted to worker co-ops, 

as many as have been converted in total in Argentina in the last decade131. There is a 

Network called “APERE” with a focus on succession planning, and one of the main 

partners is the CG-SCOP. APERE means “Association for the Promotion of Enterprise 

and Takeover of Enterprise”. The APERE Network includes senior volunteer business 

advisors (e.g., retired CEO’s), expert professional consultants, and national partners, 

128 www.scop.coop/p481_EN.htm 

129 Arteau, M. (1994). Rapport de la mission d’exploration réalisée en France. FQCT. Unpublished. 

130 Arteau, M. (1994). Rapport de la mission d’exploration réalisée en France. FQCT. Unpublished, p. 

10. 

131 Interview with Bruno Roelants, General Secretary of CICOPA, on January 25, 2010. 
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including the CG-SCOP, co-operative financiers, an insurance company, etc. The 

APERE Network is based on the principle of social action through co-operative business 

development.132 

f. Social / economic / cultural context 

In the early years, utopian theorists and practitioners who popularized the ideas of 

community and democracy contributed to the emergence of the worker cooperative 

movement. Among the most famous of these were: Saint-Simon, Charles Fourier, Jean- 

Baptiste Godin, Louis Blanc, Philippe Buchez, Jeanne Deroin, Joseph Proud’hon, and 

Robert Owen (England).133 

François Espagne, who worked for the CG-SCOP for 35 years, including as 

Secretary General, until 1990, has written extensively about the history of the SCOP 

movement. He noted that the desire of workers to apply practicality to their utopian 

ideals was strong, describing in the early years of the movement: “the studious zeal of 

workers, their thirst for knowledge, their moral energy, their constant desire to grow.”134 

He describes the three major periods of the SCOP movement, 1830 – 1880; 1880 – 1980, 

and 1980 – 1996 (time of writing): 
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“In the first period the SCOPs’ target was the population of workers with a 

profession or a trade which could be exercised without heavy equipment; for 

Louis Blanc, Fourier, and Proudhon the whole working class -- since the State or 

“people’s banks” would support the acquisition of capital. In the second period, it 

was “conservative” in that it had accumulated collective assets. It was prudent, 

and focused on management. But it was selfish, both folded in on itself and 

turned into a machine for individual promotions - within the promotion of each 

group - operating more in favor of its current members and their successors in the 

business. And in both periods, it was immersed in doctrinal solidarity through 

professional / trade union or local associations, sometimes political associations, 

which were very strong. 

Today, the movement must be rigorous, because it has the burden of preserving 

jobs, and the collective savings of workers. But it must also be innovative 

because, under threat of erosion, it can only survive by inventing new techniques 

to new situations. The movement can be altruistic - but in a concrete way - by 

reaching out to the excluded, the new marginalized. This can be done by the same 

hard work that fed action in the years of the movement’s youth.”135 

132 www.apere.asso.fr/atout.php 

133 www.scop.coop/p345_FR.htm 

134 Espagne, F. (2000). Les SCOPs entre utopies fondatrices et idéologies concurrentes. Retrieved 

from: www.scop.coop/p978_FR.htm, p. 3. 

135 Espagne, F. (1996). Histoire, problemes et projets de la cooperation ouvriere de production en 

France. Retrieved from: www.scop.coop/p978_FR.htm, p. 29-40. 
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In 2010, the SCOP movement seems to be taking up this challenge. In addition to 

the focus on conversions to SCOPs, early in 2010 the CG-SCOP launched a new 

publicity campaign featuring a web site with accessible explanations and videos (“SCOPtv”), 

a new logo, slogan and even a new name for the SCOPs. Along with the launch of 

the campaign, the SCOP movement officially changed the name to “Société coopérative 
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et participative”. Their new logo is: 

The new slogan “La démocratie nous réussit” means “Democracy works for us.” 

The CG-SCOP launched this campaign at the 2010 “Salon des Entrepreneurs” in Paris, 

and via the internet. They are also starting a new government relations campaign to 

provide new tools to encourage creation of SCOPs, including supports for workers 

wishing to buy out successful SMEs where the owner is retiring or otherwise leaving. 

Their web site is: www.les-scop.coop. 

The term “social economy” was first used in France in the late 19th century. It is 

understood to mean SCOPs, other co-operatives, mutuals and associations with an 

economic purpose. There are various organizations, academics and government 

departments which analyze and promote the social economy, with a focus on cooperatives. 

At the outset, when social economy organizations started they included only 

co-operatives, gradually including other types of enterprise. In 1980, a Charter of the 

Social Economy was adopted. The Social Economy organizations then convinced the 

French Government to allocate resources to the growth of the social economy. The vast 

majority of the budget (e.g., 7.8 million francs, in 1982) was allocated by the Social 

Economy Delegation to the CG-SCOP for creation of SCOPs, since they were viewed as 

the best vehicle for saving and maintaining democratic jobs.136 

The SCOP movement is well connected with the broader co-operative movement, 

and the social economy generally. The CG-SCOP is also a key player in both the 

European Confederation of worker co-ops, known as CECOP and the international 

Federation, affiliated with the International Co-operative Alliance: CICOPA. 

Beyond this, it seems that the SCOP movement is relatively independent. It has 

had an on-again, off-again relationship with the trade union movement, and has 

intersected with both communism and catholic social thought. Most of the movement’s 

partnerships seem to be strategic to enable it to grow and strengthen the SCOPs 

themselves. 

136 Sibille, H. (1982). Les coopératives ouvrières de production en France et dans la CEE, p 62. 
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g. Analysis 

The worker co-operative movement in France has been squarely focused in 

certain professions and a strengthening of the co-operative businesses in these 

professions: construction, communication, and manufacturing. There has been steady 

growth in the worker co-op sector, fuelled by government supports, and worker co-op 

sector supports. The focus in recent years on worker co-operatives as a succession 

strategy for retiring owners has resulted in significant new growth which promises to 

continue. The new SCOP publicity campaign, focused through their new web site is 

targeted at three types of people: those who wish to create a new worker co-op; retiring 

owners who may want to sell their business to employees, and the employees who may 

want to buy an existing business. Considering the support systems that are available and 

the successful track record of the SCOP movement, rolling out a new publicity campaign 

has the potential to further grow the sector in France. 

32 

5) Conclusion: Success Factors in the Three Worker Co-op Movements 

There are some elements that contributed to the success in the three regions 

studied, which cannot be replicated or not easily replicated. One example is the presence 

of tariffs in Spain at the time of the Mondragon co-ops’ development. Another is Italy’s 

federated structures which align with political parties – thus creating powerful solidarity 

within each federation, crossing co-operative sectors. Lastly, in France the wellaccepted 

concept of the “social economy” in which the worker co-op movement plays a 

lead role has facilitated enabling public policy for the SCOPs. However, there are many 

elements which one finds in the three regions, or some of them, which can be replicated 

and which contribute significantly to a strong worker co-op sector. 

First, a common element that one finds in each of Italy, Mondragon and France is 

capital accessible to worker co-ops: respectively the 3% funds in Italy, the Caja in 

Mondragon and SOCODEN and IDES in France. Whether these funds are available only 
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to worker and social co-ops, or to all types of social enterprise, it’s the worker and social 

co-op movements that make most use of them. These co-operative capital pools are used 

to address crises in co-operatives – through loans and in some cases grants, something 

which is rarely ever seen in Canada. They are an important key to success. There is 

more openness to non-member investments than one has typically seen in Canada; in at 

least both Italy and France, non-member investors can own a significant percentage of 

shares and votes. Relatedly, there are in many cases subsidies from the state and tax 

breaks available to worker co-ops under specific conditions in each of the regions. 

Secondly, each of the regions provides supportive technical assistance to worker 

co-operatives in their start-up phase. In Italy, technical support is provided by the 

government-run regional economic development agencies, and in France and Mondragon 

by the worker co-op associations themselves. 

Thirdly, all three places studied have a mandatory indivisible reserve in their 

legislation, in addition to the requirement to share the rest of the profits with the 

employees. Developed countries with comparatively small worker co-op sectors and 

which lack a mandatory indivisible reserve include: the US, Canada outside Quebec, 

Germany, Belgium, Ireland, the Netherlands and Japan. However, in Japan, it is 

expected that the first worker co-operative legislation will be enacted soon, and the 

national Federation advocates inclusion of an indivisible reserve.137 

The Commission of the European Communities states, “According to the cooperative 

principles, and the character of co-operatives as associations of people rather 

than capital, reserves should not be distributed to members on dissolution. In many cases 

the principle of “disinterested distribution” is adopted, whereby net reserves and assets 

should be distributed on dissolution to another organisation having similar aims. The 

countries with specific regulations governing the creation of reserves (and distribution of 

reserves on winding up) are generally those where co-operatives have a status that is most 

137 Kanno, M. (2003). The Development of Worker Cooperatives in Japan. The World Conference of 

CICOPA : Oslo, 5th September). Retrieved from: http://jicr.roukyou.gr.jp/WorkerCoops0309.html 
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different from that of other economic entities.”138 Having the indivisible reserve 

approach is part of a pact with government – it is a leverage point to get more support 

from government. 

Fourth, one finds significant federation and consortia structures which support, 

guide, direct, and help educate the worker co-operatives. Each of the regions studied has 

powerful federated associations, supported by member dues. They coordinate and ensure 

the availability of the integrated systems of support, including education, capital, 

technical help, support in times of crisis, etc. A striking factor is that they are organized 

along industry lines more frequently than along regional lines. 

Fifth, there are significant concentrations by industry, which enable the industry 

sector groupings, facilitate industry specific expertise and enable economies of scale. In 

Italy, the areas of focus are: social services, catering, construction, food service, 

manufacturing, transportation, maintenance, and processing. In Mondragon, the sectors 

of concentration are: household appliances and furniture, leisure and sporting equipment, 

industrial components (automotive, domestic appliance components, and pipe fittings), 

and construction. In France, the primary sectors are: construction, communication and 

manufacturing. 

Sixth, the sense of solidarity and inter-cooperation is very important. Italy has 

perhaps the strongest sense of solidarity, which crosses all co-operative sectors. This is 

manifested in mutual co-operative business support, and one result is the ability to 

present a common front to the government, helping to create the very favourable policy 

environment. Although they are in a sense plagued by division into three different 

federations in Italy, along political lines; within each federation there is a lot of 

integration which creates important dynamics. 

Lastly, the fact that the worker co-op sectors in each of the three regions and 

countries studied have become so large enables them to be taken seriously: by the rest of 

the co-op movement, by governments, by the public. As Bruno Roelants put it in our 
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interview with him, “Strength breeds strength.” In Spain, worker co-ops are the largest 

single part of the co-op sector; in Italy, worker co-ops make up about 50% of the entire 

co-op movement. Their very scale influences perception; the worker co-op movement is 

taken very seriously in each of Italy and Spain. In France, although the worker co-op 

sector is not as large, it is very successful, having survived economic downturns much 

better than other firms. 

Beyond these common elements, one can see specific reasons for success in each 

of the regions. In France, the very effective system which has been developed to enable 

conversions of businesses with retiring owners to SCOPs is helping to quickly grow the 

worker co-operative sector there. In Mondragon, the focus on training and education has 

been a key tenet of the co-ops’ success, as has the relatively centralized approach to 

138 Consultation Paper: Co-operatives in Enterprise Europe, Commission of European Communities, 2001, 

p. 19. 

34 

organizing the movement. In Italy, the flexible network approach has clearly served the 

movement well. 

Dr. David Ellerman, a founder of the ICA Group in Boston, expresses very 

eloquently why it is important to study regions such as Mondragon: 

“(Mondragon) basically shows that there is an alternative way to organize the 

workplace and contribute to society. You always have dreamers and many 

ideas, and you do not know which one works. Here you have an example of 

one that works, and it is not just candies and sweets, it is technologically 

sophisticated products and that’s remarkable…and part of it is the way they 

have driven this whole regional development in the Mondragon region…and 

that is a model that other people in the world could learn from. … 

One reason Mondragon is so important is that is shows a real alternative, and 

they know the question of how to get from here to there…it can be done 

elsewhere.” 139 

By studying the worker co-operative movements in Italy, Mondragon and France, 
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we can be inspired, and we can find hope. It is inspiring to see the sheer size of the 

movements, the inter-connectedness of the co-operatives, support by governments, 

innovation, and resiliency in the face of economic crisis. It is also inspiring to know that 

their success is based in their values, of co-operation, solidarity and social responsibility. 

Our hope here in Canada is to find solidarity among the worker co-operatives themselves, 

and with the broader co-operative sector and governments to build a comparable system 

here -- to build a comparable movement of mutually supporting worker co-operatives. 

139 Mondragon Corporation Cooperativa as a Positive Force for Change at the Intersection of Business and 

Society. Richleycase, Bonnie. Western Reserve University. August, 2009 (Dissertation), p. 175. 
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Appendix C2.  Co-op’s Cooperate With Co-Ops - Rochdale Principle #6 
 

http://www.ica-ap.coop/sites/ica-ap.coop/files/Guidance%20Notes%20EN.pdf 

6th  Principle: Co-operation among Co-operatives 
 

Co-operatives  serve  their  members  most  effectively  and  strengthen  the  co-operative movement by 
working together through local, national, regional, and international structures. 
 

 

1. Introduction 
 

this 6th Principle is a practical expression of  the co-operative value of  solidarity. It is a principle  that 
differentiates co-operatives  from other forms  of business enterprise, some of which may share the 
values of co-operatives without commitment to our values and Principles. Commitment to co-operation 
among co-operatives is the hallmark of co-operative business enterprise. Why? because it is the 
clearest expression of our common desire to create a better more sustainable and equitable economic 
future for all humanity. 
 

the 6th  Principle shows two dimensions of the nature of co-operatives. the first dimension is that they are 
economic entities trading goods and services. the second is that they are social entities of members 
who relate positively to other co-operatives in the way they conduct business. In joining a co-operative 
members are not only helping to build their own co-operatives but the wider co-operative movement.  
they  co-operate  with other co-operatives to create wealth for the many, not personal wealth for the few 
through unbridled market competition. Members benefit not only from the actions of their own co-
operative but from the impact of its co-operative engagement and trade with other co-operatives. 
 

there is a key difference between co-operation among co-operatives and the actions of investor-owned 
businesses that use mergers and acquisitions to concentrate business activity, increase market share and 
maximise the return on capital employed. While some larger co-operatives have been created through 
mergers and acquisitions, the normative approach, subject to compliance with anti-competition and 
anti-trust legislation, is for co-operatives to co-operate with each other in competitive markets through 
forming co-operative groups, secondary co-operatives and federations to realise the co-operative advantage 
and create common wealth for mutual benefit. 
 

from the earliest days, co-operatives recognised the need to work together. In the UK the first co-operative 
congresses took place over a decade before the rochdale Pioneers opened their store in 1844. 
throughout the world, co-operatives quickly established national apex organisations to unite and represent 
co-operatives. 
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In 1895 the International Co-operative Alliance was established as a global representative body. the Alliance 
is now the  largest non-governmental organisation in the world  in terms of membership and has 
significant reach, recognition and influence as a formal consultative body with the United Nations (UN), 
the International Labour organization (ILo) and the UN food and Agriculture organization (fAo). 
 

this 6th Principle is closely associated with the co-operative value of solidarity. Co-operatives are better 
together. by working together, co-operatives gain the expertise, scale, and support necessary to 
heighten awareness, sustainability, and impact, especially where fixed costs and resources can be shared. 
 

the 6th Principle was first explicitly expressed as one of the Co-operative Principles in what, at the time, was 
described as a “clarification” of the Principles at the 23rd Congress of the Alliance in vienna in 1966. this 
review recognised that if the vision of a new co-operative 

                                                            
i              https://www.forbes.com/sites/zackfriedman/2019/01/11/live-paycheck-to-paycheck-government-shutdown/ 

Also. “The Robots Are Coming” soon if your job can be easily explained.  Book by Andres Oppenheimer, 2019 

ii  https://www.census.gov/data/tables/time-series/demo/income-poverty/historical-income-households.html 

iii   https://www.huffingtonpost.ca/entry/400-richest-own-more-than-150-million-
poorest_us_5c60f627e4b0eec79b250c34 

iv  https://www.theguardian.com/money/us-money-blog/2013/apr/16/personal-financial-literacy-
capabilityUS money blog  

v  ibid 

vi  https://dqydj.com/net-worth-brackets-wealth-brackets-one-percent/ 

vii   https://www.businessinsider.com/record-median-household-income-is-hiding-a-chilling-fact-2017-9 
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viii    

 Considering that the top bracket has now cornered most of the wealth, the amount hiding offshore in tax 
havens is tens of thousands of billions of U.S dollars. 

ix   http://www.nber.org/papers/w23805 

 Who Owns the Wealth in Tax Havens?   Macro Evidence and Implications for Global Inequality 

 Annette Alstadsæter, Niels Johannesen, Gabriel Zucman 

 NBER Working Paper No. 23805 Issued in September 2017 

 NBER Program(s):, International Finance and Macroeconomics, Public Economics, Political Economy, Development of the 
American Economy 

 Drawing on newly published macroeconomic statistics, this paper estimates the amount of household 
wealth owned by each country in offshore tax havens. The equivalent of 10% of world GDP is held in tax 
havens globally, but this average masks a great deal of heterogeneity—from a few percent of GDP in 
Scandinavia, to about 15% in Continental Europe, and 60% in Gulf countries and some Latin American 
economies. We use these estimates to construct revised series of top wealth shares in ten countries, which 
account for close to half of world GDP. Because offshore wealth is very concentrated at the top, accounting 
for it increases the top 0.01% wealth share substantially in Europe, even in countries that do not use tax 
havens extensively. It has considerable effects in Russia, where the vast majority of wealth at the top is held 
offshore. These results highlight the importance of looking beyond tax and survey data to study wealth 
accumulation among the very rich in a globalized world.  

 

x  https://www.vox.com/policy-and-politics/2017/8/8/16112368/piketty-saez-zucman-income-growth-inequality-
stagnation-chart 
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xi  An exhaustive, 150 country IMF study, Causes and Consequences of Income Inequality: A Global Perspective, 
established absolutely that “if the income share of the top 20 percent (the rich) increases, then GDP growth actually 
declines over the medium term, suggesting that the benefits do not trickle down. In contrast, an increase in the income 
share of the bottom 20 percent (the poor) is associated with higher GDP growth.” i.e., “tricle down” is voodoo. 
 http://www.imf.org/external/pubs/ft/sdn/2015/sdn1513.pdf 
 
 Half of all the money in the world’s banks is “offshore” in secrecy jurisdictions. Treasure Island by Nicholas 
Shaxson 
 
xii  https://moneyish.com/ish/5-facts-that-prove-americans-dont-know-anything-about-managing-money/ 

 

xiii  http://www.pewsocialtrends.org/2017/06/22/the-demographics-of-gun-ownership/ 

 In the USA, there are over 53,000 gun dealers – more than twice the number of McDonalds + Starbucks 
combined. 

 

xiv  https://www.cnn.com/2017/12/21/health/us-life-expectancy-study/ 

 

xv   Thomas Picetty:  Capital in the 21st Century 

xvi   https://www.theguardian.com/commentisfree/2018/jul/29/us-economy-workers-paycheck-robert-
reich 

 

xvii   https://20somethingfinance.com/percentage-of-americans-living-paycheck-to-paycheck/ 

 

xviii   The new elite’s phoney crusade to save the world – without changing 
anything  

 Today’s titans of tech and finance want to solve the world’s problems, as long as the solutions 
never, ever threaten their own wealth and power. By Anand Giridharadas , The Guardian 22-Jan-2019 

 The tools for becoming an entrepreneur appear to be more accessible than ever, for the student 
who learns coding online or the Uber driver – but the share of young people who own a business has 
fallen by two-thirds since the 1980s…  

 The government has more data at its disposal and more ways of talking and listening to 
citizens – but only a quarter as many people find it trustworthy as did in the tempestuous 1960s. 

 Meanwhile, the opportunity to get ahead has been transformed from a shared reality to a perquisite of already 
being ahead. Among Americans born in 1940, those raised at the top of the upper middle class and the bottom of the 
lower middle class shared a roughly 90% chance of realizing the so-called American dream of ending up better off than 
their parents. Among Americans born in 1984 and maturing into adulthood today, the new reality is split-screen. Those 
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raised near the top of the income ladder now have a 70% chance of realizing the dream. Meanwhile, those close to the 
bottom, more in need of elevation, have a 35% chance of climbing above their parents’ station. 

 New data published this week by Oxfam showed that the world’s 2,200 billionaires grew 12% wealthier in 
2018, while the bottom half of humanity got 11% poorer. It is no wonder, given these facts, that the voting public in the 
US (and elsewhere) seems to have turned more resentful and suspicious in recent years, embracing populist movements 
on the left and right, bringing socialism and nationalism into the centre of political life in a way that once seemed 
unthinkable, and succumbing to all manner of conspiracy theory and fake news. There is a spreading recognition, on 
both sides of the ideological divide, that the system is broken, that the system has to change… All around us, the 
winners in our highly inequitable status quo declare themselves partisans of change. They know the problem, and they 
want to be part of the solution. Actually, they want to lead the search for solutions… 

 Oscar Wilde’s words about such elite helpfulness being “not a solution” but “an aggravation of the difficulty”.  
More than a century ago, in an age of churn like our own, he wrote: “Just as the worst slave-owners were those who 
were kind to their slaves, and so prevented the horror of the system being realized by those who suffered from it, and 
understood by those who contemplated it, so, in the present state of things in England, the people who do most harm are 
the people who try to do most good.” 

 The secretary-general of the Organisation for Economic Co-operation and Development (OECD), a research and 
policy organisation that works on behalf of the world’s richest countries, has compared the prevailing elite posture to 
that of the fictional 19th-century Italian aristocrat Tancredi Falconeri, from Giuseppe Tomasi di Lampedusa’s novel The 
Leopard, who declares: “If we want things to stay as they are, things will have to change.” If this view is correct, then 
much of today’s charity and social innovation and buy-one-give-one marketing may not be measures of reform so much 
as forms of conservative self-defence – measures that protect elites from more menacing change… Elites, he wrote, have 
found myriad ways to “change things on the surface so that in practice nothing changes at all”. 

xix  https://www.opensecrets.org/outsidespending/summ.php?chrt=V&type=S 

 

xx  https://www.brookings.edu/research/april-2019-update-to-tiger-world-economy-lurches-from-uneven-recovery-to-synchronized-
slowdown/?utm_campaign=Brookings%20Brief&utm_source=hs_email&utm_medium=email&utm_content=71565997 

 

xxi  https://www.nytimes.com/2019/08/17/opinion/sunday/global-recession.html 

 

xxii  https://www.wsj.com/articles/even-a-booming-job-market-cant-fill-retirement-shortfall-for-older-workers-
11545326195?mod=hp_lead_pos5 

 ‘Just Unbearable.’ Booming Job Market Can’t Fill the Retirement Shortfall  

 Nearly eight million older Americans are out of work or stuck in low-quality jobs, denying 
them a crucial time to accumulate savings … nearly 2.1 million Americans who are out of work, 
working part time because they can’t find a full-time job or have stopped looking because they don’t 
think anyone will hire them. 

 Another 5.8 million Americans—or 23% of full-time, year-round workers ages 55 and older—
are employed in what economists describe as “bad jobs” that offer no health benefits and typically pay 
poorly 
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xxiii   TAILSPIN, The People and Forces behind America's 50 Year Fall – and Those 
Fighting to Reverse It  by Steven Brill 

xxiv   https://www.cnbc.com/2019/04/01/theres-a-retirement-crisis-in-america-where-most-will-be-unable-to-afford-a-
solid-life.html 

 Data show 52% of 70-year-old households have access to a pension plan — typically guaranteeing them a fixed 
amount of money — compared to less than 20% of households led by people 43 years old and younger 

 

xxv   https://wol.iza.org/articles/efficient-markets-managerial-power-and-ceo-compensation 

 

xxvi  https://qz.com/633080/the-rise-and-fall-of-american-productivity-growth/ Written by  Matt Phillips 
March 09, 2016 

 

xxvii   Trebor Scholz in "How Platform Cooperativism Can Unleash the Network" 
 
 
 

xxviii  https://www.cbsnews.com/news/ray-dalio-explains-his-principles-60-minutes/ 

 60 MINUTES, April 7, 2019 

 Ray Dalio runs the world's largest hedge fund, Bridgewater Associates, and is one of the richest Americans, with 
a net worth north of $18 billion. Bridgewater manages $160 billion and has made money for its clients 25 of the last 28 
years. 

xxix  https://www.truthdig.com/articles/robert-reich-the-american-dream-is-built-on-a-myth/ 

 https://www.truthdig.com/articles/who-exactly-is-the-economy-booming-for/ 

 AP’s recent survey found that compensation inequality is now so extreme that a middle-wage employee at most 
major corporations would have to work 158 years to make as much as his or her chief executive was given last year 
alone. 

 

xxx  Companies We Keep by John Abrams, Ch. 7 

 https://www.ic.org/directory/cohousing-communities/ 

 https://en.wikipedia.org/wiki/Cohousing 

 

xxxi  https://www.truthdig.com/articles/ralph-nader-big-pharma-must-be-stopped/ 

 

xxxii  https://www.drugabuse.gov/publications/research-reports/medications-to-treat-opioid-addiction/overview 
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xxxiii  https://www.nytimes.com/2017/05/09/magazine/how-homeownership-became-the-engine-of-american-
inequality.html 

 

xxxiv  https://dpeaflcio.org/wp-content/uploads/US-Health-Care-in-Intl-Perspective-2016.pdf 

 

xxxv  U.S. Has The Worst Rate Of Maternal Deaths In The Developed World 

 Nina Martin, ProPublica  NPR  May 12, 2017 

 

Fig. 6b 

xxxvi   https://www.marketwatch.com/story/us-national-debt-tops-22-trillion-for-the-first-time-2019-02-12 

 

xxxvii https://www.reuters.com/article/us-altria-group-juul/altria-says-juul-sales-skyrocket-to-1-billion-in-2018-
idUSKCN1PP1YJ 

xxxviii  ifdp1026.pdf 

 

xxxix  A twofold quantum leap: 1) Significant reductions in household costs/expenditures.  2) Long-term bonds paying 
8.8% 

xl  Nari Rhee, Ph.D. The Retirement Savings Crisis: Is it Worse Than We Think? National Institute on Retirement 
Security.  
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  1 Adjusted for inflation. Retrieved from https://www.epi.org/productivity-pay-gap 

  (June 2013) Executive Summary. https://www.nirsonline.org/wp-
content/uploads/2017/06/retirementsavingscrisis_final.pdf 

 

xli  https://www.truthdig.com/articles/the-rule-of-the-uber-rich-means-either-tyranny-or-revolution/  See 
Appendix U (Uber) 

 https://www.theguardian.com/news/2018/oct/19/the-myth-of-meritocracy-who-really-gets-what-they-
deserve? 

 “Economists have found that many elite US universities – including Brown, Dartmouth, Penn, Princeton, and Yale 
– take more students from the top 1% of the income distribution than from the bottom 60%.” 

 

xlii  http://laborcenter.berkeley.edu/are-california-teachers-better-off-with-a-pension-or-a-401k/ 

 

xliii    https://www.pbs.org/wgbh/frontline/article/how-states-have-tried-to-close-their-pension-funding-gaps/ 

 

xliv  "FALLING SHORT The Coming Retirement Crisis and What to Do about It" by Ellis, Munnell & Eschtruth 

 

xlv  https://www.myirionline.org/research/research-detail-view/boomer-expectations-for-retirement-2019 

 

xlvi  Adjusted for inflation. Retrieved from https://www.epi.org/productivity-pay-gap 

 

xlvii  Uber Rich are oblivious. See Appendix U for “Uber Rich”  

 “Economists have found that many elite US universities – including Brown, Dartmouth, Penn, Princeton, and 
Yale – take more students from the top 1% of the income distribution than from the bottom 60%.’   Ref.  The myth of 
meritocracy: who really gets what they deserve?   The Guardian 10/19/18  

 Estimates suggest that more than 30 million housing units have significant physical or health hazards, such as 
dilapidated structures, poor heating, damaged plumbing, and lead pipes (Ross, Parsons, and Vallas 2016) 

 

xlviii  http://workerownership.asbcouncil.org/ 

 The “great recession of 2008, will cost the average US household $70,000. 

xlix  2 National Center for Employee Ownership. http://www.esopinfo.org/infographics/economic-power-of-
employee-ownership.php 
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l  https://qz.com/633080/the-rise-and-fall-of-american-productivity-growth/ Written by 
    Matt Phillips March 09, 2016  

 

 

li  Steve Gates, Dealer Principal, Gates Auto Family, Hearing on the Impact of Tariffs on the U.S. 
Automotive Industry  “AHBPording to Cox Automotive, over the past 20 years the cost of a new car has 
increased by 35 percent, while household income has only grown 3 percent. A 25 percent tariff would 
make this already difficult situation truly impossible for many middle class families. A recent study by the 
Center for Automotive Research (CAR) for the National Automobile Dealers Association estimated that 
under a 25 percent auto tariff, the price of a new vehicle would rise by as much as $6,875.” 
 
 
lii   https://www.fool.com/retirement/2018/10/18/you-wont-believe-how-many-americans-have-less-
than.aspx 

 

liii   https://listwithclever.com/real-estate-blog/credit-card-debt-report/ 

 

liv   The Motley Fool, Dc 24, 2017 

•  Why You Shouldn't Buy a Car in Cash 

•  Just because you have the money on hand to avoid taking out a loan 
doesn't always mean it makes sense to do so. 

(TMFlewis) Dylan Lewis Dec 24, 2017 at 11:05AM  
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 The reality is that there is a cost to making a big purchase in cash, and it's a lot bigger than the 
interest my friends might pay on an auto loan they don't need. 

•  The opportunity cost 

 Let's say that instead of buying in cash, they decide to put roughly 20% down for the car and 
finance the rest. We'll round the down payment here to $3,000, so they'd be looking for an $11,000 
loan. Someone with good credit looking for a loan that size with a 60-month term would likely qualify 
for an APR -- or borrowing cost -- somewhere between 3.25% and 4.5%. 

 At the higher end of that range, they'd spend roughly $12,300 total paying off the car. For the 
additional $1,300 they'll pay in interest, my friends get optionality. They can do anything they want 
with the $11,000 they aren't immediately paying for the car. 

 Assuming they've built up a comfortable emergency fund, that lump sum can be invested and 
they can make the roughly $205 monthly car loan payments with money from their paychecks. Here's 
a table breaking down how that $11,000 might grow over five years at different returns if they decided 
to put the money in a mutual fund or individual stocks. 

 Annual Investment ReturnYear 0 BalanceYear 5 BalanceTotal GainGain Net of Interest 
on Car 

Loan3%$11,000$12,752$1,752$4525%$11,000$14,039$3,039$1,7397%$11,000$15,428$4,428$3,12
89%$11,000$16,925$5,925$4,625Even at a measly 3% annual growth rate, choosing to invest the 

money could net my friends over $400 more, after accounting for the interest paid on the loan. 

 It might seem counter-intuitive that you can beat a 4.5% interest rate with 3% investment 
returns -- the reason these numbers work is that the balance that higher interest rate is being applied to 
is being whittled down over time, while the lower investment return rate winds up being applied to a 
growing base. It's a beautiful instance of compounding at work.  

 If their money earned closer to the historical stock market average of 7%, then their decision to 
finance the car and invest their cash on hand would net them several thousand dollars more by the 
time they paid the loan off. 

 So in the short term, there's a benefit to not buying the car outright in cash. But when you look 
at the long term, the numbers become staggering. That $11,000 figure I landed on before wasn't 
exactly arbitrary; it's enough for two people to max out their annual Roth IRA contributions for 2017. 

 If my friends decided to do that, they'd be committing to not touching the account until they 
reached retirement age, which would give their money roughly 30 years to grow. Here's another table 
breaking down what that $11,000 could grow to at different rates of return. 

 Annual Investment ReturnYear 0 BalanceYear 30 
Balance3%$11,000$26,7005%$11,000$47,5417%$11,000$83,7359%$11,000$145,944Earning 

around the market's average [7%] return, they would have four times as much money as they 
originally put in by the time they started drawing on the account, thanks to a long time horizon and 
compound interest. And whenever they decided to take distributions from it, they'd be able to do so 

without (likely) paying any taxes. 

 Taking that view, the $1,300 they'd pay in interest is tiny relative to the thousands of dollars in 
retirement money they'd be forgoing by paying for the car in cash up front now. 
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lv   https://www.businessinsider.com/era-of-offshoring-jobs-is-ending-2013-4 

 

lvi  https://www.vox.com/2018/8/2/17639762/stock-buybacks-tax-cuts-trump-republicans 

 

lvii  https://www.federalreserve.gov/pubs/ifdp/2011/1026/ifdp1026.pdf 

 Relative performance of U.S. Exports compared to low-wage and other nations 

 

lviii  Although many Canadians might be hard-pressed to define what exactly a co-op is and how it 
is structured, most are familiar with credit unions, car-sharing programs, and co-operative housing 
units. Many shop for outdoor gear at Mountain Equipment Co-op, have credit cards with 
Desjardins, or fill up with gas at co-operatively owned gas stations. And others work for member-
owned forestry companies or sell their art through artist-owned galleries. In fact, there are 
approximately nine thousand co-ops across the nation with a combined membership of about 
eighteen million members – more than half the population of Canada. 

lix  http://workerownership.asbcouncil.org/ 

M&A conversions to workers cooperatives 
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lx  The Once and Future Worker: A Vision for the Renewal of Work in America  book by Oren Cass 

 

lxi https://www.brookings.edu/blog/up-front/2019/02/12/why-are-out-of-work-men-so-unhappy-in-the-
us/?utm_campaign=Brookings%20Brief&utm_source=hs_email&utm_medium=email&utm_content=69847412 

 https://www.brookings.edu/research/men-without-work/ 

 https://www.brookings.edu/research/unequal-hopes-and-lives-in-the-u-s/ 

 

lxii  WSJ Aug. 31, 2017 

lxiii   https://www.ftc.gov/tips-advice/competition-guidance/guide-antitrust-laws/price-discrimination-
robinson-patman 

 Under the Nonprofit Institutions Act, eligible nonprofit entities may purchase — and vendors may sell to 
them — supplies at reduced prices for the nonprofit's own use, without violating the Robinson-Patman Act. The Health 
Care Services & Products Division issued a recent advisory opinion discussing the application of this exemption to 
pharmaceutical purchases by a nonprofit health maintenance organization. Cooperatives are NPOs . 
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 Q: I operate two stores that sell compact discs. My business is being ruined by giant discount chains that sell their 
products for less than my wholesale cost. What can I do? 

 A: Discount chains may be able to buy compact discs at a lower wholesale price because it costs the manufacturer 
less, on a per-unit basis, to deal with large-volume customers. If so, the manufacturer may have a "cost justification" 
defense to the differential pricing and the policy would not violate the Robinson-Patman Act. [The IPC “white label” will 
convey major benefits of household buying power.] 

•  Refusal to Supply 

 In general, a seller has the right to choose its business partners. A firm's refusal to deal with any other person or 
company is lawful so long as the refusal is not the product of an anticompetitive agreement with other firms or part of a 
predatory or exclusionary strategy to acquire or maintain a monopoly. This principle was laid out by the Supreme Court 
more than 85 years ago: 

 The purpose of the Sherman Act is to... preserve the right of freedom of trade. In the absence of any purpose to 
create or maintain a monopoly, the act does not restrict the long recognized right of a trader or manufacturer engaged in an 
entirely private business, freely to exercise his own independent discretion as to parties with whom he will deal. 

 This remains a fundamental rule of federal antitrust law and draws a line between legal independent decision-
making on the one hand and illegal joint or monopolistic activity on the other. 

 Suppliers to the IPC may enjoy the indirect access to the Federated “captive market” of HBPA cooperatives’ 
member households numbering in the hundreds of millions. Billions in the mutual fund managed by the IPC permit the 
Federation of HBPA's to provide gigabit tell communication services having unique protections against invasive IOT 
devices in-house and protection of the collective households private data being used by the Federation's Telemedicine 
Clinics thanks to Big Data made available exclusively to the Federation’s laboratories from machine learning (ML) 
collected in the members’ households and for Artificial Intelligence (AI) tailored to each individual member – a powerful 
sales and market advantage for IPC / MBPA Workers Cooperative telemedicine clinics. 

lxiv  Expenditures per household: https://www.bls.gov/opub/.../consumer-expenditures/2016/.../home.pdf 

lxv   B Corp  https://bloomerang.co/blog/Benefit-corporation-vs-certified-B-corp-in-plain-english/ 

https://en.wikipedia.org/wiki/B_Lab 

https://bthechange.com/how-corporate-citizenship-creates-positive-outcomes-2e89a13a667b 

 

https://bthechange.com/to-rediscover-the-purpose-of-business-look-to-its-origins-
54bb3dfcee22?gi=10c949b80fdd 

  B-Corp B Corporation 

lxvi  Workers Cooperative – Appendix W 

lxvii  Impetus for a Quantum Leap leaped off page 103 of E.G. Nadeau's book  
"The COOPERATIVE SOLUTION – How the United States can tame recessions, 
reduce inequality, and protect the environment."  

… a successful, long-lasting example of employee ownership is the Mondragon Corporation in the 
Basque region of Spain. Mondragon is a federation of more than 250 primarily worker-owned 
cooperatives, employing over 80,000 people in 19 countries [2012]]. Several factors have contributed 
to Mondragon success, including enlightened and committed leadership, a highly effective 
cooperative development planning system, a financing system that generates capital investment from 
people living in the Basque region, and flexibility in its long-term growth plans that has allowed it to 
adapt to internal and external changes. 
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There are a few locations in the United States for clusters of worker cooperatives have developed. In 
the San Francisco area in particular, there has been an attempt to adapt the Mondragon model to 
create a dynamic for the growth of interrelated cooperatively owned businesses. However, thus far, 
the U.S. Federation of Worker Cooperatives and its members have not yet developed the 
synergy and dynamism of Mondragon and other European worker co-ops. 
 

• 
lxviii

   R&D is one of the Mondragon “four pillars.” The IPC will sponsor low temperature plasma 
applications. Ref: Advances in Low-Temperature Plasma Chemistry, Technology, Applications by by Herman V. 
Boenig 

 

lxix  See Appendix Q  3D printing and Autodesk software. Other sharing will include lodging, vehicles, videos, 
equipment and helpful contacts worldwide. 

lxx   http://fortune.com/2016/08/23/munich-re-disaster-insurance/ 

 https://www.insurancejournal.com/research/research/climate-change-risks-to-the-insurance-sector/ 

 

lxxi  http://workerownership.asbcouncil.org/ 

lxxii  The failure rate of VC-backed companies is over forty times worse than that of the hundreds of worker 
cooperatives run by 60,000 Mondragón workers in the Basque Country in Northern Spain. Odds are high that VC-backed 
entrepreneurs will end up losing their Intellectual property (IP).  Rock-A-Bye IP, Dangerous Bargain for Inventors,  

 https://beaconinvestmentpartners.com/rock-a-bye-ip/ 

 https://beaconinvestmentpartners.com/beacon-model/ 

 

lxxiii  https://qz.com/1309824/the-us-startup-company-is-disappearing-and-thats-bad-for-the-economy/ 

 “Startup creation” is now at its lowest point in 30 years. 

lxxiv   https://www.tuck.dartmouth.edu/news/articles/economists-slaughter-rees-weekly-report-make-
america-dynamic-again 

 Slaughter & Rees Report: Make America Dynamic Again by Matthew Slaughter & Matthew Rees  Mar 06, 2017 

 A hallmark of the U.S. economy has been its dynamism, but U.S. innovation in the past decade is 
actually on the decline, say Tuck School’s Slaughter & Rees.  
 

lxxv  https://www.indexmundi.com/g/g.aspx?c=mx&v=27 

 Mexican out-migration chart 

lxxvi  https://www.usatoday.com/story/opinion/2017/01/17/venture-capital-investment-coasts-rise-rest-steve-case-
column/96450348/ Steve Case on the Rise of The Rest foundation. http://revolution.com/apply (IF you can show very 
exceptional pro forma ROI + “a great team” + “aHBPess to capital” to VC-minded Rise of the Rest investors). #RiseofRest 
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lxxvii  https://www.fastcompany.com/3003827/why-most-venture-backed-companies-fail 

 

lxxviii  https://ourworldindata.org/global-rise-of-education 

 Massive Open Online Course (MOOC) programs have spread from MIT’s Open Course Ware (OCW) and 
Stanford to the MIT and Harvard University joint initiative named “EdX” expanding free online courses worldwide with 
“certificates of mastery”. Many more schools are pitching in now.  HBP’s education program staffers will work with 
everyone from parolees to parents to day care aids to schools. 

 

lxxix  https://www.thebalance.com/consumer-spending-trends-and-current-statistics-3305916 

The vitality of the U.S. economy depends heavily upon consumer spending (consumption).  

 

lxxx  https://www.forbes.com/sites/zillow/2018/01/03/total-value-of-all-u-s-homes-31-8-trillion/ 

 

lxxxi  University of Florida (Professor Jay Ritter, Cordell Professor of Finance, 2016) , National Venture Capital 
Assoc. (NVCA) 

 

lxxxii  Skip to contentSkip to site index 
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• I.P.O. flops have San Francisco techies spending (relatively) less 

Something unheard-of has been happening in San Francisco: Developers have cut home prices. “The 
world has changed in a year,” one real estate broker said. 

That change isn’t being felt only in real estate — it is apparent in nearly all the ways the Bay Area 
tech wealthy spend their money, write the NYT’s Nellie Bowles and Kate Conger.  

Why? Because the recent disappointing wave of I.P.O.s didn’t make them the gazillionaires they 
thought they would become. 

“San Francisco has been left as a slightly more normal town of tech workers who got rich-ish, 
maybe making a few hundred thousand dollars,” the reporters write. “But that doesn’t go far in a city 
where the median cost of a single family home is about $1.6 million.” 

The focus of people’s spending has shifted: Instead of buying yachts, they are funding college 
savings plans. “Pretty boring stuff,” one wealth adviser said. 

The I.P.O. flops are contributing to a nascent labor movement in the tech industry as well. 

As some rank-and-file workers realize that they might not get rich from company stock, the allure 
of working long hours without comparable pay is starting to wear thin. 

Now, “the engineers and the app designer and the developers are going to be treated a lot more 
like the employees that they are rather than like partners,” one organizer said.  

 

lxxxiii  CRIME 

Cybercrime Damages $6 Trillion by 2021 - Cybersecurity Ventures 
https://cybersecurityventures.com/hackerpocalypse-cybercrime-report-2016/  

21 Feb 2019 ... Last year, Cybersecurity Ventures predicted that cybercrime will cost the world $6 trillion 
annually by 2021, up from $3 trillion in 2015.  
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• Illicit Trade Crime Could Account for 1.5% of the World’s GDP – WEF 2011 

 

 

lxxxiv  Nearly a third of families report experiencing economic hardship. Sixty percent—60 percent!—say they could 

not cover an unexpected expense of $1,000, and nearly 40 percent have less than $500 in savings. People with 
good insurance get billed $100,000 for having a heart attack. People commute four hours a day because they can’t afford 
to live in the cities where they work. 

 IPC buyers will work from home. Wages are half of those on the US mainland. 

 TRB Monitors a Complex of Local Telecom Issues 

 Submitted on Mon, 04/25/2011 - 11:30 

 "The quality and reach of Puerto Rico Broadband Internet is expected to improve significantly in 2011 as the 
FHBP redefined broadband as a telecommunications service, and with the acquisition of a fiber-optic line to Florida and 
setup of a local network built by Critical Hub Networks with federal funds" Sandra Torres Lopez said. For more 
information visit this link: http://www.caribbeanbusinesspr.com/ebook/files/38.html 

 Additional information about Critical Hub Networks is available at www.caribe.net, the Puerto Rico Bridge 
Initiative website at www.prbridgeinitiative.org, or by calling (787) 728-9000 

lxxxv  https://www.brookings.edu/blog/up-front/2018/07/25/fewer-americans-are-making-more-than-their-parents-did-
especially-if-they-grew-up-in-the-middle-
class/?utm_campaign=Brookings%20Brief&utm_source=hs_email&utm_medium=email&utm_content=64792931 
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lxxxvi  http://www.citypages.com/news/payday-lenders-may-soon-be-able-to-charge-interest-rates-illegal-in-
minnesota/486874621 

 The IPC bank can, by deploying HBP’s 8.8% bond proceeds and the IPC’s USD blockchain payments ecosystem, 
advance to HBP members, short-term “payday loans” at affordable rates - substantially above 8.8%, however. 

lxxxvii  https://bigthink.com/ideafeed/nearly-23-of-americans-cant-name-the-3-branches-of-government-so-what 

 

lxxxviii  http://time.com/7809/1-in-4-americans-thinks-sun-orbits-earth/ 

 

lxxxix  https://www.drugabuse.gov/drugs-abuse/opioids/opioid-overdose-crisis 

 

xc  http://www.bullyingstatistics.org/content/bullying-statistics-2010.html 

 

xci  https://www.livescience.com/10389-big-fat-disconnect-90-diets-healthy.html 

 

xcii           https://nchc.org/nchc-comments-on-medicare-advantage-telehealth-benefits/ 

  

xciii  https://www.statista.com/statistics/257337/total-lobbying-spending-in-the-us/ 

 

• 
xciv

  New York Times  Oct. 25, 2017  The Unhealthy Politics of Pork: How It Increases Your Medical Costs 
  By Dhruv Khullar 

 

xcv  https://cooperativenetwork.coop/advocacy/political-action-committees 

 

xcvi  “On Strategy for Healthcare - The Strategy That Will Fix Health Care"  Michael E Porter and Thomas H Lee, HBR 

 

xcvii  The Great American Jobs Scam by Greg LeRoy, pages 198 through 1999 

 

xcviii  'OHBPupy the Economy'  Richard Wolff in conversation with David Barsamian, Chapter 1 – PreoHBPupations 
 

xcix   https://www.vox.com/2018/10/22/17940964/america-first-trump-sarah-churchwell-american-dream 
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c  "Capitalism Hits the Fan – the Global Economic Meltdown and What to Do about It" by Richard D Wolff 

ci   https://www.forbes.com/sites/dianahembree/2018/05/22/ceo-pay-skyrockets-to-361-times-that-of-the-
average-worker/#4dfbf48f776d 

 May 22, 2018 

• 
cii  Being poor can change your genes and increase your chances of depression 

 https://www.independent.co.uk/news/science/depression-anxiety-genes-epigenetic-changes-dna-poverty-
a7047201.html 

 

ciii  Bowling Alone  http://www.simonandschuster.com/books/Bowling-Alone/Robert-D-Putnam/9780743203043 

 

civ   https://comprop.oii.ox.ac.uk/research/ira-political-polarization/ 

 The IRA and Political Polarization in the United States.   IRA activities focused on the US began on 
Twitter in 2013 but quickly evolved into a multi-platform strategy involving Facebook, Instagram, and 
YouTube among other platforms…   The most far reaching IRA activity is in organic posting, not 
advertisements. 

 Russia’s IRA activities were designed to polarize the US public and interfere in elections by: 

•  campaigning for African American voters to boycott elections or follow the wrong voting 
procedures in 2016, and more recently for Mexican American and Hispanic voters to distrust US 
institutions; 

•  encouraging extreme right-wing voters to be more confrontational; and  

•  spreading sensationalist, conspiratorial, and other forms of junk political news and 
misinformation to voters across the political spectrum. 

 

cv   https://forum.artofmemory.com/c/mental-calculation 

 Chess significantly improves critical and creative thinking skills. In particular, it shows a 
6-fold increase in fluency, a 4-fold increase in flexibility, and a 2-fold increase in originality. 

 https://www.chess.com/forum/view/general/the-case-for-chess-as-a-tool-to-develop-our-childrenrsquos-minds 

 https://www.whitbyschool.org/passionforlearning/8-critical-thinking-skills-kids-learn-at-chess-camp 

 

cvi  Ralph Nader "Breaking through Power – It's Easier Than You Think" Chapter 4 

cvii   Robert D. Putnam Bowling Alone page 348. Social Capital Index, 2000 
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cviii  Third-Sector Development, Making Up for the Market,  Christopher Gunn  ISBN 0-8014-3991-4 

 

cix https://beaconinvestmentpartners.com/accredited-investors/unprecedented-advantages/ 

   

cx  https://www.securitieslawyer101.com/regulation-a-white-paper/ 

 

cxi   https://beaconinvestmentpartners.com/rock-a-bye-ip/ 

 

cxii   https://www.c-span.org/video/?437436-1/global-economic-outlook 

 

cxiii Dr. David Ellerman, a founder of the ICA-Group in Boston, expresses very eloquently 
why it is important to study regions such as Mondragon: 
 “(Mondragon) basically shows that there is an alternative way to organize the workplace 
and contribute to society. You always have dreamers and many ideas, and you do not know which 
one works. Here you have an example of one that works, and it is not just candies and sweets, it is 
technologically sophisticated products and that’s remarkable…and part of it is the way they have 
driven this whole regional development in the Mondragon region…and that is a model that other 
people in the world could learn from. …  
 One reason Mondragon is so important is that it shows a real alternative, and they know 
the question of how to get from here to there…it can be done elsewhere.” 
 
 Ellerman, taking a leaf from John Locke’s espousal of natural and therefore “inalienable 
rights”, says that since people can’t be owned (enslaved), neither should they be rented (hired). 
That leaves co-ops. 
 

cxiv   Professor of Economics Virginie Pérotin at the Leeds University Business 
School specializes in the effects of firm ownership and governance on performance, worker 
cooperatives, employee ownership, and profit sharing. She has also acted as a consultant to the 
European Commission, World Bank and OECD on issues of profit-sharing, employee ownership, and 
employee involvement schemes.  

 Pérotin recently dissected two decades' worth of international data on employee-owned and 
managed cooperatives in the U.S., Latin America, and Europe and compared them with normal 
businesses.  

 In her groundbreaking report, What do we really know about worker cooperatives?, 
she debunks some of the most common assumptions about the size, performance and productivity of 
cooperatives—i.e., democratically operated and self-managed enterprises. 

 In the study—the largest of its kind comparing the productivity of worker cooperatives to top-
down traditional companies—Perotin concludes, "worker cooperatives are more productive than 
conventional businesses, with staff working 'better and smarter' and production organized more 
efficiently." 
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 The main findings from the report are: 

 • Worker co-operatives are larger than conventional businesses and not necessarily less 
capital intensive  

 • Worker co-operatives survive at least as long as other businesses and have more stable 
employment  

 • Worker cooperatives are more productive than conventional businesses, with staff 
working “better and smarter” and production organized more efficiently  

 • Worker co-operatives retain a larger share of their profits than other business models  

 • Executive and non-executive pay differentials are much narrower in worker co-
operatives than other firms 

 ps://www.uk.coop/sites/default/files/uploads/attachments/worker_co-op_report.pdf 

+  

cxv   http://www.praxispeace.org/event_registration 

 The Mondragon Report 

cxvi   http://canadianworker.coop/wp-content/uploads/2015/03/Starting-A-Worker-Co-op-A-Canadian-
Handbook_11-2017.doc 
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 CWCF, #104, 402 – 30TH Ave NE, Calgary, AB T2E 2E3 Phone: (403) 276-8250 

 http://www.coopzone.coop/resources/ 

 To filter through resources, use the search function below. If you are seeking a co-
operative developer, please go to the listing of developers. 

•  Region 
•  Sector 
•  Organization Type 
•  Resource Type 
•  Legal Resource Type 

 Business successions  By-Law Examples  Co-operative Accounting  Co-operative Acts and Regulations  Co-ops 101  
Conference Proceedings  CoopZone Telelearning Sessions  Essay/Article  Fact Sheet  FAQs  Forms  

Funding/grants  How-to  Incorporation Forms  Legal/Incorporation  OntarioCoop Toolkits  Personnel policies  Report  Research  
Taxation  Training programs   

 
 

cxvii   https://www.top1000funds.com/2019/02/tough-times-greet-new-calpers-cio/ 

 CalPERS is only 70 per cent funded and increasingly mature; it faced its first negative equity 
market in a decade in 2018 yet, with a 7 per cent return hurdle, is committed to keeping a large 
allocation to risk assets in what Meng called a “no pain, no gain” strategy. 

 

• cxviii   https://www.fiercewireless.com/wireless/here-s-why-edge-computing-attracting-so-much-
interest 

           Here’s why edge computing is attracting so much interest by Carl Weinschenk | Jun 26, 
2018 

 

cxix   https://www.fastcompany.com/90249347/why-the-cooperative-model-needs-to-be-at-
the-heart-of-our-new-economy 

 Comment on “Everything for Everyone: The Radical Tradition That Is Shaping the Next Economy”  by  
Nathan Schneider 

cxx  https://phys.org/news/2018-12-americans-lonely.html 

 

cxxi  https://www.un.org/en/udhrbook/pdf/udhr_booklet_en_web.pdf 

 Universal Declaration of Human Rights  UN 1948 
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cxxii       https://www.forbes.com/sites/nikolaikuznetsov/2017/12/21/are-new-platforms-threatening-
the-hegemony-of-bitcoin-and-ethereum/ 
 

cxxiii  https://www.business.hsbc.com.sg/en-sg/sg/article/hsbc-and-ing-execute-groundbreaking-live-trade-
finance-transaction 

17 May 2018 

HSBC and ING Execute Groundbreaking Live 
Trade Finance Transaction on R3’s Corda 
Blockchain Platform 
Successful transaction using blockchain proves a better way to trade. 

**First end-to-end trade finance transaction on a scalable blockchain platform**  
**Demonstrates blockchain is a commercially and operationally viable solution for trade 
digitisation**  
**Significantly reducing paper-based documentation exchange times to 24 hours**  
**Increasing efficiency, security and transparency for businesses doing trade finance transactions** 

HSBC Singapore, Cargill and ING have successfully executed the first live trade finance transaction 
on R3’s scalable blockchain platform called Corda.  

The blockchain transaction involved a bulk shipment of soybeans from Argentina, through Geneva’s 
trading arm of Cargill, to Malaysia, through Cargill’s Singapore subsidiary as the purchaser. A Letter 
of Credit was issued using Corda by HSBC to ING. The two banks were acting on behalf of Cargill 
entities.  

The Letter of Credit transaction was an end-to-end trade between a buyer and a seller and their 
respective banking partners, completed on a single shared application rather than multiple 
systems. 

The transaction demonstrates that blockchain as a solution to trade digitisation, is commercially 
and operationally viable. Conventional exchanges for paper-based documentation related to 
letters of credit usually take between 5-10 days. This exchange was done in 24 hours. 

“What this means for businesses is that trade finance transactions have been made 
simpler, faster, more transparent and more secure,” said Vivek Ramachandran, 
HSBC’s head of growth and innovation. “The need for paper reconciliation is removed 
because all parties are linked on the platform and updates are instantaneous. The quick 
turnaround could mean unlocking liquidity for businesses.”  

The improved operational efficiencies, greater security with real-time tracking of 
goods and documents, and automatic reconciliation of payments is particularly 
pertinent to Singapore. This is due to the sheer volume of shipments, both global and regional, 
that passes through its ports. Singapore’s ports handled a total of 626.2 million tonnes in cargo last 
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year, up 5.5% from 2016, while annual vessel arrival tonnage increased by 5.1% to reach 2.8 billion 
gross tonnesˡ.  

The faster documentation turnaround for each shipment could potentially lead to increased flexibility 
in liquidity management for businesses. This is a significant development for any organisation 
involved in buying and selling goods internationally. 

The success of this live transaction builds a firm foundation for the future of trade finance, especially 
for Singapore. “Singapore is both a global and regional trade hub. Our customers are thought 
leaders in using technology to optimise trade and this represents a key step towards the digitisation of 
trade,” said Iain Morrison Head of Global Trade and Receivable Finance, HSBC Singapore.  

According to the the United Nations, digitizing all of the Asia-Pacific region’s trade-related 
paperwork could slash the time it takes to export goods by up to 44% and in doing so, cut costs 
by up to 31%, and boost exports by as much as $257 billion a year².  

Enterprise blockchain records data digitally in much the same way as bookkeepers used to write in 
old-fashioned ledgers. However, the information is recorded on a shared ledger, with each party 
holding a copy of said ledger that updates the appropriate information required by the participant 
instanteneously. Each party can only see the information that is relevant to them. This kind of 
technology is perfect for trade because it maintains an unchangeable record of the transaction 
(including a description of the goods themselves, the cost, and any legal requirement) on one digital 
ledger. At the appropriate time in each transaction, the information required by participants can be 
shared with them for approval. 

At present buyers and sellers use paper-based Letters of Credit to underpin transactions. Physical 
documents are sent to each party in the transaction by post, courier or fax. These documents set out 
what goods are being provided and how much will be paid for them. A Letter of Credit is effectively a 
promise that the buyer’s bank will pay for the goods, once they are received, if the buyer is unable to. 
While these paper documents provide certainty, the time and cost involved in processing them are 
deterrents for many would be exporters [and importers]. Typically, processing a Letter of Credit 
accompanying the movement of goods from one company to another takes between five and ten days. 
This transaction took two days to complete. 

R3 and the group of 12 banks supporting the Corda application are seeking to expand the network on 
an open basis to drive adoption across the industry. They welcome engagement from banks and other 
ecosystem participants. 

1 http://www.businesstimes.com.sg/transport/singapores-container-traffic-up-89-in-2017-thanks-to-
shipping-alliances-reshuffle    

2 http://www.unescap.org/news/first-regional-agreement-enable-cross-border-electronic-trade-asia-
pacific-opens-signature-un     

 

cxxiv  https://www.investmentexecutive.com/news/research-and-markets/blockchain-based-securities-clearing-and-
settlement-tested-successfully/ 
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cxxv  https://www.business.hsbc.com.sg/en-sg/sg/article/hsbc-and-ing-execute-groundbreaking-live-trade-finance-
transaction 

 

cxxvi  https://www.venturecompany.com/blog/2019/03/why-democracies-fail-or-succeed/ 

 

cxxvii  The Great Reversal: How America Gave Up on Free Markets 
 The book argues that this coincidence is because free competition in the United States has given way to 
market concentration, a reversal that can be attributed to a number of factors such as lobbying, reduction in the 
ease of doing business, lack of adequate anti-trust protections against the span of corporate tech giants, etc. 

cxxviii  https://www.cdfifund.gov/programs-training/Programs/cdfi-bond/Pages/default.aspx 

 

cxxix  https://en.wikipedia.org/wiki/Mondrag%C3%B3n 

 Social Entrepreneurship in the Mondragon Co-operative Corporation and the Challenges of Successful 
Replication_097135571001900204. 

 THE-MONDRAGON-REPORT - Praxis Peace Institute. 

cxxx  http://www.pcgloanfund.org/sites/default/files/pdf/Childspace%20borrower%20profile%20October%202012.pdf 

 

cxxxi  https://www.icba.org/about 

 

cxxxii   How to Change the World by David Bornstein about Ashoka 
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cxxxiii   https://timebanks.org/about/ 

 

cxxxiv  https://bigthink.com/paul-ratner/34-years-ago-a-kgb-defector-described-america-today 

 

cxxxv   http://www.ica-ap.coop/FAQ 

 ICA – International Co-operative Alliance 

cxxxvi  https://social.un.org/coopsyear/documents/WanyamaCOOPERATIVESFORAFRICANDEVELOPMENT.pdf 

 https://ncbaclusa.coop/blog/developing-sustainable-supply-chains-takes-trust-professionalization-and-putting-
communities-first/ 

 

cxxxvii  https://www.fastcompany.com/40572926/more-u-s-businesses-are-becoming-worker-co-ops-heres-why 

 

cxxxviii  http://www.ilo.org/actrav/media-center/pr/WCMS_213266/lang--en/index.htm 

 

cxxxix  Source: Coop Norden AB Annual Report 2007.  

 

cxl  UC Davis Small Farm Program. Retrieved from http://sfp.ucdavis.edu/cooperatives/what_is/#history 
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economy were to be realised, co-operatives must explicitly nurture and support 
one another. the report of the Congress in vienna included the following 
recommendation: 

 

“... we have thought it important to add a principle of growth by mutual co-
operation among co-operatives:- 

 

All co-operative organisations, in order to best serve the interests of their members and 
their communities, should actively co-operate in every practical way with other co-
operatives at local, national and international levels”. 

 

the report further 
explained: 

 

“... although the principles originated as rules governing the relations of the 
individual members of co-operatives with one another and with their societies, their 
application is not confined to primary societies. they should be loyally observed by 
institutions which represent the co-operation of co-operative societies rather than of 
individual persons…. 

 

… the idea of a co-operative sector in the economy is too often an intellectual 
concept without a corresponding material reality, simply because of the lack of unity 
and cohesion between the different branches of the movement.” 

 

the report also acknowledged that co-operatives had little chance of reaching their 
potential when working alone. the idea and promise of the co-operative movement 
required coordination, co-operation, and collaboration amongst existing co-
operatives, and the expansion of the mutual self-help model to an ever-increasing number 
of economic sectors, social issues, and geographic regions. the report continued: 

 

“If the co-operative movement is to rise to its full stature, either within each country, 
or internationally, ... co-operative institutions must unreservedly support one another.” 

 

 

2. Interpretation of words and phrases 
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“Co-operatives serve their members most effectively and strengthen the co-
operative movement by working together.” this statement recognises the reality that 
while co-operatives can achieve much on a local level, they will achieve much more 
if they work together to create economies of scale and build mutual representative 
strength. this requires a difficult balancing of interests: larger scale benefits for all co-
operatives while maintaining independence and member democratic control. this is a 
perennial challenge for all co-operative structures and a test of co-operative ingenuity. 

 

“by working together through local, national, regional and international structures.” 
the statement in the first half of the sentence was the “why”; this second half is the 
“how”. the “how”, the way co-operatives work together, is through local, national, 
regional and international structures. this 6th Principle is about working together 
continuously to the same end, not simply about occasional collaboration. Collaboration, 
though similar works for a single defined objective, whereas co-operation is a more 
intense commitment and longer term engagement to achieve shared goals. 
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3. Guidance notes 
 

 Co-oPerATIon AMong Co-oPerATIves, The bAsIC ConCePT 
 

the 6th Co-operative Principle explicitly urges co-operation among co-operatives. Self- help is a pillar of 
the co-operative movement and mutual self-help by co-operation among co-operatives is a crucial part of 
expanding the co-operative enterprise sector of the economy, both nationally and globally. Co-operation 
among co-operatives will, at times, require sacrifice to achieve shared goals. this can present challenges 
where for example collective mutual interests override what may be beneficial to an individual co-
operative in the shorter-term. 
 

effective co-operation takes time, resources, and problem-solving skills. It also requires the application of 
the 2nd democratic Principle: there must be open, transparent, accountable, democratic decision making 
processes where co-operatives work together for mutual benefit. throughout its history the co-operative 
movement has achieved effective co-operation among co-operatives through specific, living examples and 
the evolution of overarching best practices. 

 KeY ChArACTerIsTICs of Co-oPerATIon AMong Co-oPerATIves 
 

Key characteristics of effective practice in co-operation among co-operatives include: 

• openness and transparency: co-operatives participating in local, national, and 
international co-operative structures respect and practice openness and transparency in 
their dealings with each other. 

• Accountability: the strategy for inter-co-operative action should be brought to and 
approved by the general assembly of a co-operative’s members; it should not to 
be simply a board or management decision. It is good practice for the annual 
report of a co-operative to include a report on inter-co-operative co-operation and 
how the co-operative has applied this 6th  Principle. 

• representation: decision making within ventures between multiple co-operatives is 
equitable and representative of the interests of each co-operative’s members and 
community. 

• flexibility:  by  nature,  co-operation  involves  unknowns  when  multiple  parties  with 
multiple voices, backgrounds and opinions come together. A commitment to 
flexibility allows co-operators to compromise, innovate and bring about more 
effective results. It takes co-operatives back to the linguistic roots of their name 
‘co-operative’, which derives from the Latin verb for “working together”. Working 
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together requires flexibility and an understanding that no one person or group can 
be permitted to dominate the process. 

• reciprocity: effective co-operation involves mutual benefit. throughout the lifecycle 
of individual co-operatives there are times when they will need support and 
others when they will be capable of giving it. reciprocity is the bedrock of trust 
and mutual trust is the foundation of co-operation. Co-operatives that adhere to 
this 6th Principle will reciprocate, giving and receiving mutual assistance from other 
co-operatives over time. 

• Adherence to the Co-operative Identity: this involves more than just being a co-operative 
in name only. It means upholding and acting in accordance with the Co-
operative values and Principles as defined in the Alliance’s Statement on the 
Co-operative Identity. 
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 sTruCTures AID Co-oPerATIon 
 

Successful co-operation requires structure. Co-operatives have a long and successful 
history of organising local, national, and international structures that aid co-
operation among co-operatives. 

 

throughout the co-operative movement, ways of organising in accordance with this 
6th Principle vary according to political and economic contexts in which they are 
created. What remains true is the necessity of the co-operative movement’s 
infrastructure to facilitate mutual aid and reciprocity over time. 

 

Informal project based collaborative arrangements to promote shared interests 
often precede the establishment of secondary co-operatives and apex organisations. 
these informal collaborations contribute to building trust and solidarity and can 
lead to the creation of formal structures to facilitate co-operation among co-
operatives. 

 

Networks tend to be more fluid and are characterised by a lack of rigid policies 
or structure and are relatively decentralised, though there will most likely be some 
informal representative structures in place. one of the most significant roles 
networks play is in engaging individuals and emerging co-operatives. 

 

Co-operative federations tend to be more structured in their representation, voting, 
and operation. they are often the stewards of many types of work such as 
development, education, and  advocacy. Creating  federations  that leverage  scarce 
resources  whilst respecting the identity of smaller members is key to and the intention 
of this 6th Principle. the 1st Principle of open voluntary membership without 
discrimination also applies to federations and other co-operative structures to ensure 
that they do not operate as cartels. 

 

National co-operative federations and national apex organisations too are vital for a 
thriving co-operative enterprise structure in any nation’s economy. they represent co-
operatives in all sectors and at all levels and apply the 5th Principle in promoting 
understanding of co-operative enterprise among the general public, the media, political 
leaders and opinion formers. they also help to ensure that co-operatives are treated 
fairly and as equitably as any other form of business enterprise in national legislation 
and tax policy. 
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The DuAl foCus of InTer-Co-oPerATIve sTruCTures 
 

typically the structures co-operatives build between and among themselves focus 
on one of two types of activities. they tend to focus either on the economic 
dimension of co-operatives, to trade goods and services, such as Coop2Coop trade, or 
on the social and political dimension of joining forces for networking purposes and to 
advance shared interests. the social and political dimension of inter-co-operative 
structures is frequently the framework upon or through which economic 
relationships and structures are built. these two dimensions are evident in many inter-
co-operative structures at local, regional, national and international levels. 

 

Co-operatives with a strong ideological commitment to this 6th Principle understand 
that committing time and resources to co-operative efforts holds potential to drive 
better outcomes for both individual co-operatives and the wider movement. More 
effort equals more positive results. 

 The role of seConDArY Co-oPerATIves 
 

In today’s globalised markets and complex supply chains, it is essential that co-
operatives in all sectors work together to maximise the co-operative advantage. It is 
particularly 
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In haiti, 19 us-based electric co-operatives and 37 volunteer linemen worked with the National rural electric Co-operative Association 
(NreCA) International to help build haiti’s first electric co-operative. the possibilities are now endless for three towns in the southwestern 
region of the country, because a better life starts with power. 

 

 

desirable that smallholder farmers not only work together to set up primary/village level co-operatives, 
but that these co-operatives work together through secondary co-operatives to secure better market access, 
marketing and storage facilities. the creation of secondary and apex organisations is a helpful way to build 
strong producer organisations. 
 

Secondary co-operatives, which are co-operatives whose members are primary co-operatives in a 
particular business sector, have long established associations, federations, and apex organisations to 
enable co-operatives to speak with one voice. Secondary co-operatives act as advocates on behalf of and 
in defence of co-operatives in their dealings with governments and regulators, as a place to share 
knowledge and resources, and to support co-operatives independently and collectively. through such 
organisations producers are able to increase their negotiating power in policy-making processes at local, 
regional and national levels. 
 

the UN’s food and Agriculture organisation (fAo) is clear about the advantages  of farming co-operatives 
creating and working through secondary co-operatives. It says: 

 

“through the device of federation, co-operatives are able to organize very large-scale business 
operations at the national – or even international – level without detriment to the democratic control of the 
primary co-operatives by their own members. the secondary co-operative can, because of its larger 
volume of business or its wider representational 
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base, undertake functions, provide services, and make representations which 
would be beyond the capacity of all but the very largest primary co-operatives. 
Secondary co-operatives are a form of vertical integration providing the opportunity for 
economies of scale, scope for development and improved administration.” 1 

 

forming secondary co-operatives to provide services is also a beneficial 
application of this 6th  Principle in other co-operative business sectors. In many 
countries housing co-operatives have formed secondary co-operatives to provide 
professional management support, construction and building maintenance services, 
education and training services, and governance advice. Credit unions too have formed 
secondary service co-operatives to achieve the economies of scale to-operate 
efficient and integrated It systems that are now needed for the delivery of financial 
services. Local consumer co-operatives form secondary co-operatives too for 
wholesaling and joint bulk-purchasing and have created joint ventures to enhance 
combined purchasing power and production units across national boundaries. 

 The vITAl role of The AllIAnCe: The ulTIMATe InTernATIonAl Co-oPerATIve sTruCTure 
 

the foundation of the Alliance in London, england, in 1895 as the representative 
association of all co-operative enterprises is a global example of this fundamental 6th 

Principle of Co-operation among Co-operatives. All co-operatives, in every country of 
the world, should value and exercise their right to participate as members of the 
International Co-operative Alliance. 

 

the Alliance is the largest democratic membership organisation in the world. the 
Alliance has consultative status to the UN economic and Social Council and general 
consultative status with the ILo, the latter dating back to the 1940s. the Alliance 
also holds a Memorandum of Understanding with the United Nations food and 
Agriculture organization. the Alliance’s global reach and regional organisations 
promote and build friendship and respect between co-operatives in different nations 
and cultures. Its global sectoral organisations and thematic committees enable 
members to share knowledge and expertise specific to particular types of co-operative 
businesses and enhance mutual support and assistance, whilst national, regional and 
global cross-sectoral support helps build the co-operative sector of the global economy. 

 

As an officially recognised global representative organisation, recognised especially 
through the provisions of ILo recommendation 193, the Alliance also has the power 
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to intercede on behalf of co-operative movements in countries where they are 
threatened by governments that lack understanding of the principles on which co-
operative enterprise is based, a power the Alliance uses effectively. 

 

this 6th Principle serves as an exhortation to all co-operatives to support the Alliance 
through membership or associate membership, to participate in its general 
assemblies, regional organisations and sectoral organisations and to ensure that the 
Alliance is adequately resourced by willingly paying appropriate membership fees 
directly or through membership of its national apex or federal members. the value of 
the Alliance should never be underestimated. 

 

 

 

 

 

 

1 UN fAo, Agriculture and food Marketing Management, chapter 1: http://www.fao.org/docrep/004/w3240e/W3240e01.htm 
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 CoMMon ChAllenges enCounTereD In APPlYIng ThIs 6Th PrInCIPle 
 

Co-operation among co-operatives involves many of the challenges individual co-operatives face, albeit at a 
different scale. the need for co-operation amongst co-operatives is synonymous with the need for co-
operatives in the first place: meeting common needs through democratic association. Adopting 
strategies that improve relationships within individual co-operatives can also contribute to improving the 
relationships between co-operatives. by improving internal relationships members become less insular 
and develop the capacity to look outwards beyond their own co-operative’s needs and aspirations. 

 usIng our shAreD Co-oPerATIve IDenTITY 
 

the practical application of the 6th Principle includes broadcasting our shared co-operative identity to the 
world through the use of the international Co-operative Marque to brand your co-operative enterprise 
and using the DotCoop domain name for your co-operative’s on-line presence. the use of both the Co-
operative Marque and a DotCoop domain name which identifies a co-operative business is an excellent way 
to encourage members and others to trade with a co-operative by clearly showing its identity. Developing 
directories of co-operative businesses, creating and participating in local campaigns, holding regional 
events that cross-promote co-operatives from different business sectors and organising shared purchasing 
of co-operatively branded promotional materials also helps to identify and market co-operative businesses. 
 

A stronger sense of collective identity can be used to raise the profile of co-operatives as wealth generators 
and a leading model of sustainable economic development. 

 PosITIonIng Co-oPerATIves sTrATegICAllY 
 

Whilst each co-operative grows out of specific economic, political and social circumstances, the application 
of this 6th Principle enables co-operatives to achieve the strategic positioning of co-operatives as a leading 
business model, proudly demonstrating they are democratic institutions, leaders in stakeholder 
participation and in facilitating genuine community engagement. 
 

Larger more established co-operatives or co-operative groups should take a close interest in inter-co-
operative engagement and links with smaller co-operatives, newer co-operatives and those at different 
stages of development. this is of mutual benefit in sustaining the co-operative commonwealth and in 
demonstrating the diversity and adaptability of the co-operative approach to business. 
 

building a strong sustainable co-operative economy is at the heart of why many people in the 21st century 
in numerous countries are choosing to form co-operative businesses. Co-operatives offer an empowering 
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model based on self-help and self-reliance; a stark contrast to the consolidation of wealth and power in 
the hands of the small number of wealthy investors that has characterised the global economy for 
decades. Co-operation amongst co-operatives is fundamental to creating an economy in which the 
production and distribution of goods and services is undertaken in the spirit of mutual self-help and in the 
best interests of all the communities co-operatives serve. 
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 fInAnCIAl Co-oPerATIon AMong Co-oPerATIves 
 

financial co-operation among co-operatives can provide an essential source of 
capital. Working in a federation allows smaller co-operatives to gain power and 
resources and share in the benefits of research and development. financial co-
operation between start-up or struggling co-operatives and larger or well-established 
co-operatives and through sector-based financing mechanisms can be a unique path 
to leveraging capital resources that would be hard to obtain from other sources, and 
investing part of their surplus back into the co-operative economy, rather than into 
non-co-operative ventures. In some countries, co-operatives have successfully created 
solidarity funds engineered to pool financial resources among co-operatives. through 
these applications of the 6th Principle new and smaller co-operatives receive needed 
financial support and technical assistance while larger co-operatives gain the benefit 
of seeing a social return on their investment in addition to a fair capital return where 
this is required, through the growing strength and diversity of the co-operative 
economy. 

 

financial support and assistance from established co-operatives to new co-
operatives through grants or soft loans within countries or at the international level is 
an important aspect of  the  application  of  this  6th  Principle.  technical  assistance  too,  
in  the  form of business management support, education and training and the 
secondment of experienced staff and leaders, is an important expression of this 6th 

Principle and an expression of international co-operative solidarity where it occurs 
between new and emergent co-operatives in both developed and developing 
economies. When co-operatives actively choose to reinvest financial resources in 
emerging and existing co-operatives, these cycles of wealth generation are amplified 
and reinforced. 

 CooP2CooP TrADe 
 

building and strengthening the co-operative economy is also advanced by creating 
partnerships, co-operative consortia and trade relationships between co-operatives 
at every scale, local to global. Strong economic co-operation at all levels facilitates 
the sustainability and growth of the co-operative movement 

 

Co-operative-to-co-operative or Coop2Coop trade is the most direct economic 
expression of this 6th Principle. It happens when co-operative businesses collaborate 
within an industry or economic sector, often via sectoral federations, to advance 



G

21

 

 

shared economic goals. Coop2Coop trade includes aggregated purchasing and supply 
chain contracts with other co-operatives, which benefits both the supplier co-operative 
and the purchaser. 

 

Successful examples of Coop2Coop trade are the relationships between agricultural 
co-operatives and consumer co-operatives in countries like Japan and the role of co-
operatives in developing the fair trade movement. the emphasis on relationship 
building and supply chain development between purchasing and consumer co-
operatives in the global north and farmer and producer co-operatives in the global 
south has had a powerful impact in increasing market share for co-operatively produced 
commodities. this strengthens the livelihood of co-operative farmers and enables wider 
social development through the application of the fair trade premium. 

 Co-operation Across Different Co-operative BusIness Sectors 
 

Co-operation across sectors happens similarly through purchasing products and 
services from other co-operatives, cross-promotion and joint marketing, shared 
member and employee co-operative education and training programmes. this cross-
sectoral co-operation also occurs when co-operatives provide co-operative 
development support, financial and in-kind, to other co-operatives and when co-
operatives intentionally choose to do business with another co-operative outside their 
sector. for example, an agricultural or housing co-operative may choose to partner 
with a credit union or co-operative bank for loans and for financial services. 

 

When co-operatives work together with other social movements, such as the fair trade movement and 
the trade union movement, wider co-operation extends to and involves entities beyond the co-operative 
movement. this broad reaching work with people organised outside the current co-operative movement is a 
key way in which the co-operative form of enterprise remains relevant and discovers new opportunities for 
innovation and growth. Working with other social economy businesses and charities can be a way of 
increasing co-operative enterprise activity and strengthening and consolidating the broader social and 
solidarity sector of the economy. 
 

Sectors or individual co-operatives can sometimes grow stagnant or frustrated within their local, 
national, or issue-based context, but can become inspired by the practices and work of co-operatives in 
other parts of the world and other aspects of collectively working for global justice. Whilst co-operatives 
may reasonably and productively expand their business beyond their immediate country of origin, it is 
particularly important that co-operatives which may consider that they have maximised their market 
share in their country of origin do not seek to expand their business as a co-operative or in the form of a 
subsidiary company in another country without any contact with or reference to local co-operatives, but 
such contacts must respect national anti-trust and anti-competition law and regulations. 

 A  Vision for  Future Co-operative Leaders 
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To fully realize this 6th Principle in practice and build the co-operative movement, co-operatives must co-
operate with each other to support current and future movement- level leadership development. Leaders 
need vision to engage with other progressive civil movements in addressing broad social problems and 
increasing the visibility of co-operatives in a way that demonstrates how co-operatives can provide 
solutions to the problems society faces. Co-operatives need to co-operate with one another to develop 
co-operative movement-wide leadership; a precursor to realising wider economic, social and environmental 
transformation. 

 Influencing Governments 
 

By creating a platform for a collective and representative voice of an industry or sector, the co-operative 
movement is able to establish strategic partnerships with the state to work on laws and regulations beneficial 
to co-operatives but which also respects their autonomy and right to member democratic control. by 
evidencing the success and necessity of certain legislative structures, requests for action in the legislative 
area in question gains credibility and substance. 
 

Similarly, working in coordination to interact with the state and around legislative issues provides a 
visibility and platform necessary for working with non-co-operative sectors and issues, for example with 
labour unions, other third sector social economy organisations such as non-profit enterprises, charities 
and other civil society organisations towards greater social visions, aims and objectives.  

 Transforming Society Into A Co-operative Commonwealth 
 

The premise of the 6th Principle is not that co-operatives cannot exist without each 
other. Co-operatives by their design are self-sustaining organisms. Co-operatives can 
operate and succeed alone, but will only thrive and grow the co-operative 
commonwealth when they work together. 

 

It is, perhaps, because each co-operative can do so much by themselves that co-operatives 
fail to realize how much more they can do together. this 6th Principle embodies 
the unique characteristic of the value of mutual self-help, which is that by working 
together co-operatives can be greater than the sum of their parts. Co-operatives co-
operating with others serve members most effectively and strengthen the co-
operative movement because none alone is as skilled, smart, or as passionate as when all 
are working together. 

 

The aspiration to transform society is inherent in this 6th Principle. The desire to 
build the global co-operative commonwealth is reflected in the Alliance’s blueprint for 
a Co-operative Decade and was part of the vision championed by the Rochdale 
Pioneers and other co-operative pioneers, including Charles Gide in France and Alfonse 
and Dorimène Desjardins in Quebec, Canada. Co-operatives have the proven power 
to be transformational. 
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The desire to build a better co-operative world is not exclusive to existing co-
operative members, but extends beyond to other civil society movements and 
peoples. The co-operative movement has, since its foundation,  allied  itself  with  and  
co-operated with other progressive movements and peoples working towards social 
justice and collective human progress. Joint campaigning work, combined with the 
economic work of co-operatives, contributes to the construction of a global co-
operative commonwealth, which is and always will be the fullest manifestation of this 6th 

Principle. Co-operatives can only maximise their impact through practical, rigorous 
collaboration with each other. 

 

4. Matters for future consideration 
 

 Future Challenges 
 

Future challenges in applying this 6th Principle of Co-operation among Co-operatives 
will include: 

• balancing dialogue with action: not meeting with other co-operatives in 
regional, sectoral or national structures simply to talk to each other, but planning and 
taking action to advance the co-operative economy to mutual advantage. Passive 
participation in inter-co-operative structures can drain energy and have a negative 
impact on others. 

• effective power sharing: larger or better resourced co-operatives will need to ensure 
that their size and influence does not dominate and dictate debate and action, 
but that they enable smaller co-operatives to participate effectively in control and 
decision making in inter-co-operative organizations. 

• transcending barriers: barriers such as geographical location, language, political and 
religious divisions, disparities in organizational size and scope must be addressed 
and overcome to ensure effective debate and action. 

• Working  across  sectors:  different  co-operative  business  sectors  have  different 
histories and cultures which need to be understood and valued if common action 
is to be taken.
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• Awareness building: ensuring that co-operatives are aware of  each other’s nature, differences and 
the social and economic challenges they face. 

• effective communication: maintaining regular and effective communication with other 
co-operatives is always a challenge when members and managers are faced with the day-to-day 
pressures of running a co-operative business. 

• Developing a shared sense of purpose: the priorities of one co-operative or one sector 
of co-operative enterprise may not be the same as that of others. 

• Periodic assessment of the application of the 6th Principle: co-operatives need to commit adequate 
resources to achieve social and economic benefits from co-operation among co-operatives. they also 
need periodically to review the application of this 6th Principle and challenge their engagement to 
ensure that it is effective. 

• Developing   effective   global   co-operative   trade:   the   international   co-operative 
movement is challenged by the absence of globally-driven inter-co-operative trade. Consideration 
should be given to developing such trade under global co-operative trading agreements or 
partnership arrangements. 

• Developing effective global co-operative  banking facilities and insurance 
arrangements: the global co-operative movement should consider it necessary and desirable to 
establish an international co-operative bank and insurance organization. Such an international co-
operative bank and insurance co-operative, driven by the Co-operative values and Principles, could 
service global inter-co-operative trade and business. 
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Appendix C3.  Capitalism v. Socialism 

https://www.nytimes.com/2019/12/05/opinion/socialism-capitalism.html 

Opinion 

I Was Once a Socialist. Then I Saw How It Worked.  

Two cheers for capitalism, now and forever. 

 

By David Brooks 

Opinion Columnist 

• New York Times  Dec. 5, 2019 

 

The New York Stock Exchange is reflected on a window in New York.Credit...Jeenah Moon for The New York 
Times 
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I was a socialist in college. I read magazines like The Nation and old issues of The New Masses. I 
dreamed of being the next Clifford Odets, a lefty playwright who was always trying to raise proletarian 
class consciousness. If you go on YouTube and search “David Brooks Milton Friedman,” you can see a 
22-year-old socialist me debating the great economist. I’m the one with the bushy hair and the giant 
1980s glasses that were apparently on loan from the Palomar lunar observatory. 

The best version of socialism is defined by Michael Walzer’s phrase, “what touches all should be 
decided by all.” The great economic enterprises should be owned by all of us in common. Decisions 
should be based on what benefits all, not the maximization of profit.  

That’s not what “democratic socialists” like Bernie Sanders are talking about, but I get why some of 
their socialist concerns are popular. Why do we have to live with such poverty and inequality? Why 
can’t we put people over profits? What is the best life in the most just society? Socialism is the most 
compelling secular religion of all time. It gives you an egalitarian ideal to sacrifice and live for. 

My socialist sympathies didn’t survive long once I became a journalist. I quickly noticed that the 
government officials I was covering were not capable of planning the society they hoped to create. It 
wasn’t because they were bad or stupid. The world is just too complicated. 

I came to realize that capitalism is really good at doing the one thing socialism is really bad at: creating a 
learning process to help people figure stuff out. If you want to run a rental car company, capitalism has a 
whole bevy of market and price signals and feedback loops that tell you what kind of cars people want 
to rent, where to put your locations, how many cars to order. It has a competitive profit-driven process to 
motivate you to learn and innovate, every single day. 

Socialist planned economies — the common ownership of the means of production — interfere with 
price and other market signals in a million ways. They suppress or eliminate profit motives that drive 
people to learn and improve. 

It doesn’t matter how big your computers are, the socialist can never gather all relevant data, can never 
construct the right feedback loops. The state cannot even see the local, irregular, context-driven factors 
that can have exponential effects. The state cannot predict people’s desires, which sometimes change on 
a whim. Capitalism creates a relentless learning system. Socialism doesn’t. 

The sorts of knowledge that capitalism produces are often not profound, like how to design the best 
headphone. But that kind of knowledge does produce enormous wealth. Human living standards were 
pretty much flat for all of human history until capitalism kicked in. Since then, the number of goods and 
services available to average people has risen by up to 10,000 percent. 

If you’ve been around a little while, you’ve noticed that capitalism has brought about the greatest 
reduction of poverty in human history. In 1981, 42 percent of the world lived in extreme poverty. Now, 
it’s around 10 percent. More than a billion people have been lifted out of poverty. 
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You’ve noticed that places that instituted market reforms, like South Korea and Deng Xiaoping’s China, 
tended to get richer and prouder. Places that moved toward socialism — Britain in the 1970s, Venezuela 
more recently — tended to get poorer and more miserable. 

You’ve noticed that the environment is much better in capitalist nations than in planned economies. The 
American G.D.P. has more than doubled since 1970, but energy consumption has risen only modestly. 
America’s per-capita carbon emissions hit a 67-year low in 2017. The greatest environmental 
degradations are committed by planned systems like the old Soviet Union and communist China. 

The Fraser Institute is a free-market think tank that ranks nations according to things free-market think 
tanks like: less regulation, free trade, secure property rights. The freest economies in the world are 
places like Hong Kong, the U.S., Canada, Ireland, Latvia, Denmark, Mauritius, Malta and Finland. 
Nations in the top quartile for economic freedom have an average G.D.P. per capita of $36,770. For 
those in the bottom quartile, it’s $6,140. People in the free economies have a life expectancy of 79.4 
years. Those in the planned economies have a life expectancy of 65.2 years. 

Over the past century, planned economies have produced an enormous amount of poverty and scarcity. 
What’s worse is what happens when the political elites learn what you can do with that scarcity. They 
turn scarcity into corruption. When things are scarce, you have to bribe government officials to get 
them. Soon, everybody is bribing. Citizens soon realize the whole system is a fraud. Socialism produces 
economic and political inequality as the rulers turn into gangsters. A system that begins in high idealism 
ends in corruption, dishonesty, oppression and distrust. 

I learned the ills of socialism quickly … and became a Whig slowly.  

My first economic hero is Alexander Hamilton. He came to America with almost nothing and found an 
economy dominated by land-rich oligarchs like Thomas Jefferson. He realized that the solution was to 
make everyone a capitalist. He created credit markets so that capital would be fluid and more people 
would have access to investments.  

My next hero is Abraham Lincoln. He grew up poor and launched his career as a Whig. He gave more 
speeches on banking and infrastructure projects than on slavery. That’s because he wanted to spread 
capital and grease the wheels of commerce so poor boys and girls like him could rise. He helped create 
the land-grant colleges so that more people would have the training to compete as capitalists.  

Another major American figure in the Whig tradition is Theodore Roosevelt. He loved the dynamism 
that capitalism arouses and knew that sometimes you have to limit giant corporations so millions of less 
established capitalists can compete.  

All of these leaders understood that the answer to the problems of capitalism is wider and fairer 
capitalism. 

Today, parts of our capitalist system in the United States are in good shape. Growth is remarkably 
steady, inflation is low, employment is high, wages for the poorest Americans are rising twice as fast as 
for high-wage workers. 
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But capitalism, like all human systems, is always unbalanced one way or another. Over the last 
generation, capitalism has produced the greatest reduction in global income inequality in history. The 
downside is that low-skill workers in the U.S. are now competing with workers in Vietnam, India and 
Malaysia. The reduction of inequality among nations has led to the increase of inequality within rich 
nations, like the United States. 

Also, education levels have not kept pace with technology. More people grow up with inadequate 
schools, disrupted families and fragmented neighborhoods. They find it harder to acquire the skills to 
become good capitalists. The market is effectively closed off to them. 

These problems are not signs that capitalism is broken. They are signs that we need more and better 
capitalism. We need a massive infusion of money and reform into our education systems, from 
infancy through life. Human capital-building is like nutrition: It’s something you have to attend to 
every day. We need welfare programs that not only subsidize poor people’s consumption but also 
subsidize their capacity to produce. 

We need worker co-ops, which build skills and represent labor at the negotiating table. We need 
wage subsidies and mobility subsidies, so people can afford to move to opportunity. We need tax 
subsidies for health care, to make it easier for people to switch jobs. We need a higher earned-income 
tax credit, to give the working poor financial security so they don’t get swept away amid the creative 
destruction. We need a carbon tax, to give everyone an incentive to reduce carbon emissions without 
pretending we know the best way to do it. 

Every single idea I just mentioned comes from the American Enterprise Institute or Brookings or some 
other institution derided as being part of the neoliberal elite. All these ideas would make capitalism work 
better. 

A big mistake those of us on the conservative side made was to think that anything that made the 
government bigger also made the market less dynamic. We failed to distinguish between the supportive 
state and the regulatory state. The supportive state makes better and more secure capitalists. The 
Scandinavian nations have very supportive welfare states. They also have very free markets. The only 
reason they can afford to have generous welfare states is they also have very free markets. 

I don’t know if the Scandinavian welfare model would work in nations as big and diverse as the U.S. 
But its success points to a few truths: The state nurtures prosperity when it helps people become 
capitalists. The state causes incredible levels of misery when it gets too far inside the decision-making 
processes of capitalists. It creates enormous misery when it cripples the motivational system that drives 
capitalism. Its causes enormous misery when it meddles with the relentless learning system that market 
mechanisms make possible. 

Capitalism is not a religion. It won’t save your soul or fulfill the yearnings of your heart. But somehow 
it will arouse your energies, it will lift your sights, it will put you on a lifelong learning journey to know, 
to improve, to dare and to dare again. 
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Last Sunday I attended a service with a young friend at a church that has quickly become a home for 
her. There were several hundred congregants. Ninety percent were under 30. Ninety percent were 
Latino. The service was two hours of joy and exultation — glow sticks and song and balloons. 

They weren’t worshiping capitalism, but something higher. But still their work lives came into view. 
“Look how far we’ve come! Look how far we’ve come!” different people kept saying. I saw my own 
family’s Jewish immigration history being re-enacted right in front of me. We, like they, started out as 
butchers and seamstresses and tailors, self-employed capitalists because it can be hard for immigrants to 
get corporate jobs. The opportunity explosion my family experienced and your family probably 
experienced is happening still, made possible by the ever-expanding pie that capitalism provides. 

The theme that day was hope, transcendent hope and more immediate hope. “Move and miracles 
happen!” a young Latino woman sang. Every year, hundreds of millions of people march with their feet 
to capitalism. 

Today, the real argument is not between capitalism and socialism. We ran that social experiment for 100 
years and capitalism won. It’s between a version of democratic capitalism, found in the U.S., Canada 
and Denmark, and forms of authoritarian capitalism, found in China and Russia. Our job is to make it 
the widest and fairest version of capitalism it can possibly be. 

This column was prepared for a Munk Debate on the future of capitalism, held Wednesday in Toronto. 
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Appendix D.  Distribution / transportation. 

We are planning for a massive captive household market. Our target in the USA is 100 million of the 
126 million households. The average household would have two adults and a consumption budget of 
above $36,000 per year. Most households will either own or share a personal vehicle which has access 
to the home. These IPC member households purchasing costs will typically drop by over $1000 per year.  
We hope that many will decide to have a tiny rental house on their lot with access to that as well. Many 
will be visited daily by daycare or eldercare members of the related workers co-op.  

Care workers operate their own cars so they can deliver to the household.  HBPA fellow members, 
whether or not they are caretakers, will save 3% to 5% on vehicle parts and maintenance. So too, 
will those small local and long distance delivery service companies who join a HBPA.  

Members will enjoy dual-boot and ad hoc mesh network phone connections whereby they can help 
make plans for the delivery and sharing of healthy foods amongst themselves. More and more will have 
gigabit WiFi 6. 

A division of the IPC will operate a discount coupon website in concert with the buyers. Block chain 
technology will facilitate payment and shipping arrangements in a highly responsive and interactive 
way. 

Among the many workers co-op’s profit centers will be vertical farming indoors, outdoors and in the 
ocean. 

Much of the warehousing can be left to existing distributors and retailers because sizable volume 
discounts can be achieved using existing transport and warehousing facilities and, again, the IPC smart 
block- chain for distributed accounting and for payments. 

IPC’s USD/USDX blockchain, together with dual-boot handheld wireless devices will put a large dent 
in cross border movements of counterfeit goods and contraband. At the same time, this end-to-end 
provenance will combat both foodborne disease hazards, narcotics and slavery. Massive buying power 
can further compel safe practices. 

ML/AI in household set-top boxes can significantly reduce cities and counties’ EMS and emergency 
room costs and pensions. Much open source software is available today for these purposes. Software 
which must be written can be shared by vast numbers of households. BrightChange Pres., George Beard, 
set out to find CUDA language programmers for the 10 Tflop Nvidia chips that will be in this captive 
market’s set-top boxes – household STBs. In less than 24 hours BrightChange had an international team 
of over 100 adjunct professors. 
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Appendix E.   Economic Developers v. Recidivists 
 

A study in Kansas City set out to measure the economic impact surrounding one renovated house in 
a blighted neighborhood. The data revealed that for up to 500 feet in any direction, the market value 
of neighboring houses rose by nearly 15%. 

Working together with Habitat for Humanity, the tiny housecxli Workers Cooperative in their county 
will further help persons on parole to obtain housing by rehabbing units in duplex or multiplex 
structures. This program, together with an alternative payday lending program, we’ll let tiny house 
Workers Cooperative’s break the cycle of internment that is so characteristic of unemployed or poorly 
paid parolees are late paying a fine or court cost.  While their pay will not be high, it will be about 50 
times higher than prisons and jails pay their labor. 

In addition, behind their new home can be a tiny house that these renovators can rent out or, once the 
rehab of their duplex is complete, they themselves may chose to move into. 

In addition to these opportunities, there will be many jobs available in such Workers Co-Op’s as vertical 
farming, grocery stores, trucking and delivery services. 

Massive Open Online Course (MOOC)cxlii programs have spread from MIT’s Open Course Ware 
(OCW) and Stanford to the MIT and Harvard University joint initiative named “EdX” expanding free 
online courses worldwide with “certificates of mastery”. Many more schools are pitching in now.  
HBPA’s education program staffers will work with everyone from parolees to parents to day care aids to 
schools. 

JPMorgan Chase is working with Mayors in Detroit Chicago and DC.cxliii 
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Appendix G.   Global Warming cxliv 

             On November 9, 1987 the U.S. Congressional Committee on Energy and Natural Resources held a 
Hearing on Greenhouse Effect Global Climate Change.  On April 15, 1988, Science published “The 
Greenhouse Theory of Climate Change: a Test by an Inadvertent Global Experiment”. Greta Thunberg, 

Time Magazine Person in the Year 2019 said: “We can’t just continue living as if there was 
no tomorrow, because there is a tomorrow.” 
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A Qunantum Leap in construction of housing designed to meet these pressing new needs is needed. cxlv 

3 Degrees Celsius is the likely global temperature rise by 2100, even if every nation follows through on its current 
commitment to reduce emissions under the Paris Agreement. In the first half of 2019, 7 million people were 
displaced by extreme weather. “We’re in the beginning of a mass extinction, and all you can talk about is money 
and fairy tales of eternal economic growth,” said Greta Thunberg.cxlvi 

Washington Post August 13, 2019 

The nation’s hot spots will get worse, absent a global plan to slash emissions of the greenhouse gases 
fueling climate change. By the time the impacts are fully recognized, the change may be irreversible.  

Daniel Pauly, an influential marine scientist at the University of British Columbia, says the 2-degree 
Celsius hot spots are early warning sirens of a climate shift.  

“Basically,” he said, “these hot spots are chunks of the future in the present.”  
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America’s hot spots  
Nationwide, trends are clear. Starting in the late 1800s, U.S. temperatures began to rise and continued slowly up 
through the 1930s. The nation then cooled slightly for several decades. But starting around 1970, temperatures 
rose steeply.   
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Trump Ignores Climate Change. That’s Very Bad for Disaster 
Planners. 

 

Flooded streets in Naples, Fla., the morning after Hurricane Irma swept through in September.CreditSpencer 
Platt/Getty Images 

By Brad Plumer   Nov. 9, 2017 

When Hurricane Irma swept through the Florida Keys in September, it brought a vivid preview of the damage 
that climate change could inflict on the region in the decades ahead. 

The storm washed out two sections of the highway connecting the Keys, leaving residents stranded for 
days. With ocean levels rising around these low-lying islands, however, that interruption could end up 
seeming minor: By 2030, almost half the county’s roads could be affected by flooding. 

“We know that the water isn’t going away,” said Rhonda Haag, the sustainability director for Monroe 
County, which is preparing to elevate vulnerable roadways in the Keys. But the task is so costly, up to 
$7 million per mile of road, that the county may ultimately require outside help. 

In Washington, the Federal Emergency Management Agency is leading recovery efforts that could cost 
taxpayers more than $50 billion after devastating storms hit Texas, Florida, Puerto Rico and the United 
States Virgin Islands. At the same time, the agency is wrestling with an even harder problem: how to 
help communities prepare for future flooding disasters that could be far more severe than anything seen 
this year. 
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Complicating that task is the fact that the Trump administration has largely been hostile to 
discussions of global warming.cxlvii In August, a week before Hurricane Harvey made landfall in Texas, 
President Trump rescinded an Obama-era executive order that urged federal agencies to take into 
account climate change and sea-level rise when rebuilding infrastructure. 

Climate change remains a polarizing topic in the nation’s capital, and FEMA is caught in the middle. A 
recent report from the Government Accountability Office warned that rising sea levels and heavier 
downpours fueled by global warming could increase flooding costs in coastal communities by $23 
billion per year by midcentury unless they start adapting now. 

“There are plenty of people who want to debate the vocabulary” around climate change, said Roy E. 
Wright, FEMA’s deputy associate administrator for insurance and mitigation. “But Congress’ 
instruction was for us to attend ourselves to future risks and reduce the costs of future disasters. So as I 
look at the adaptation dimension, that’s about resilience. That’s resilience against future events.” 

As the hurricane season unfolded, administration officials began hinting that they would craft a new 
federal flood standard, though it is unclear whether it would take into account climate-change forecasts. 
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And, Mr. Wright said, FEMA is still moving forward with other initiatives aimed at helping states and 
cities defend against future floods. Even states led by governors who reject climate science, like those in 
Wisconsin and Florida, are now taking steps to prepare for the worsening flood risks climate change 
could bring. 

But the controversy around the climate rule illustrates how tricky preparing for future disasters can be in 
today’s political landscape, especially since experts argue that adapting to stronger storms and 
several feet of sea level rise could require upfront investments beyond what the federal 
government has been willing to consider to date. 

“I don’t think the scale of what we need to do has sunk in,” said David W. Titley, a retired rear 
admiral and former chief oceanographer of the Navy who heads a climate center at Pennsylvania State 
University. “We’re not talking about elevating a few structures by a foot. We’re talking about elaborate 
flood defenses and relocation efforts that could cost billions — or trillions.” 

• Conflicts in Flood Preparation 

Most of the planning for floods happens at the state and local level, with officials making decisions 
about where to build homes or how high to elevate buildings in floodplains. But if a severe disaster like 
a hurricane strikes, the federal government typically steps in with aid for recovery. 

“Communities and states often want to allow as much development as possible, because they reap the 
tax revenue,” said Larry Larson, director emeritus of the Association of State Floodplain Managers. 
“But if there’s a major disaster, the federal government will bail them out.” 

That, experts say, can lead to a type of moral hazard. Studies have shown that one dollar invested in pre-
disaster mitigation can prevent four dollars in average losses. But if cities aren’t paying the full price for 
those losses, they may have less incentive to take costly or difficult measures to avoid flooding in the 
first place — like restricting development along coasts. 

Under the National Flood Insurance Program, FEMA maps areas of the country at risk of flooding and 
requires homeowners in those zones to buy federal insurance polices and communities to enforce 
minimum construction standards, like elevating new homes above the 100-year floodplain, the area with 
a 1 percent probability of a flood in any given year. 

Because Congress is unlikely to refuse aid to desperate citizens after a major flood, FEMA often has to 
strategically nudge localities into taking preventive action. 

After Hurricane Sandy battered the Northeast in 2012, FEMA officials took a harder look at what else 
the agency might do to encourage stronger flood preparation — particularly as climate scientists were 
warning that floods were expected to get worse over time. 

“I had a discussion with President Obama where he said, ‘Craig, the discussion about climate change is 
over, we need to start thinking about adaptation,’” said W. Craig Fugate, the FEMA administrator from 
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2009 to 2017. “That’s where I went back to my team and said: How can we start planning for the 
future?” 

In 2015, the White House issued an executive order requiring all infrastructure projects that get federal 
funding to be rebuilt two or three feet above the 100-year floodplain, or to take into account the best 
available climate science during planning. The order was opposed by homebuilders, who said it 
would increase costs. (FEMA had been working to implement the order when Mr. Trump rolled it back 
in August.) 

Another Obama-era change: In order to qualify for disaster aid, states would have to consider the effects 
of climate change in the hazard mitigation plans they submit to FEMA every five years, detailing the 
risks they face from floods and other disasters, as well as possible steps they might take to minimize losses. 

Most states aren’t scheduled to submit updated plans until 2018. But Wisconsin, a state whose governor 
has disavowed climate science, submitted one of the first mitigation plans in December and described in 
detail how global warming could affect the state and urged measures to prepare for things like heavier 
rainfall events. “Climate resilience,” the plan noted, “is a state and national priority.” 

https://timeforchange.org/are-cows-cause-of-global-warming-meat-methane-CO2 

• https://www.bbc.com/news/science-environment-45775309      
Final call to save the world from 'climate catastrophe' 

By Matt McGrath 

https://timeforchange.org/are-cows-cause-of-global-warming-meat-methane-CO2 
 

https://www.linkedin.com/company/cogitopraxis/ 
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https://en.wikipedia.org/wiki/World_population 

 

Population growth graph generated with data supplied by World Bank, via Google 
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Appendix H1.  Homeless & Bankrupt 
 

On any given day, nearly 438,000 youth are in the foster care system in the United States of the 
thousands of youth who enter the system each year, most arrive caring little more than the close on their 
backs. cxlviii 

Aug 07, 2018  

• Bankruptcies Soar Among Elder Americans, Study Reveals  

 Geraint Rowland / Flickr  

A study of rising bankruptcy rates among older Americans places blame squarely at the feet of a 
hollowed-out safety net and policy changes that have left people without adequate retirement savings, 
paying huge out-of-pocket medical expenses,cxlix and seeing their funds dwindle due to the student loan 
crisis that many people mistakenly believe affects only younger generations. 

When comparing the rate of bankruptcy filing among Americans 65 and older now versus in 1991, “the 
only explanation that makes any sense are structural shifts,” Deborah Thorne, lead author of the 
Consumer Bankruptcy Project’s recent study, told the New York Times. 
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Entitled “Graying of U.S. Bankruptcy: Fallout from Life in a Risk Society,” the group’s report found 
that older Americans filed for bankruptcy three times as often from 2013 to 2016 as they did a quarter of 
a century before. 

Those surveyed for the study blamed multiple factors beyond their control for their decision to file. 
According to the Times, “About three in five said unmanageable medical expenses played a role. A 
little more than two-thirds cited a drop in income. Nearly three-quarters put some blame on hounding 
by debt collectors.” 

Of the 9.5 million cancer diagnoses studied between 2000–2012, researchers discovered that 42.4 
percent of patients (median age 68.6±9.4 years) spent all of their money, averaging 
$92,098. This follows disturbing news from earlier this year that 40 percent of Americans can't 
afford to pay $400 in case of an emergency. The math is not adding up.cl 

Many large U.S. employers have suspended or reduced contributions to 401K savings plans in 
recent years—already having shifted away from traditional, more secure pensions—while out-of 
pocket healthcare costs have risen faster than incomes.cli 

The student loan crisis has also played a role for many filers, with more than a third saying they were 
driven into bankruptcy after shelling out huge sums of money for family members. With college costing 
many families tens of thousands of dollars, bankruptcy lawyers are encountering parents who 
have guaranteed loans that they are no longer able to pay back. 

“I never saw parents with student loans 20 or 30 years ago,” Marc Stern, a lawyer in Seattle, told 
the Times. “When you are living on $2,000 a month and that includes Social Security—and you have 
rent and savings are minuscule—it is extremely difficult to recover from something like that.” 

Norm Eisen, chair of Citizens for Responsibility and Ethics in Washington, blamed the Republican Party 
for pushing many policies that force working Americans to shoulder economic burdens that in previous 
generations were more often the responsibility of the government. 

Trump & the GOP are to blame for doing nothing to address the underlying causes of this mess, 
especially healthcare costs— and indeed making them worse by unwinding Obama’s and the D’s 
healthcare fixes. Mr. Trump,stop driving seniors into bankruptcy. https://t.co/XeAATYOxdX 
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— Norm Eisen (@NormEisen) August 6, 2018 

Since President Donald Trump took office in 2017, his administration and Republicans in Congress have 
pushed to offer short-term health insurance plans that leave patients responsible for the cost of 
prescriptions; limit the amount of income Americans can save each year in retirement accounts; and 
made it harder for defrauded students to get loan relief. 

While some may point to a larger population of older Americans as the reason behind more people filing 
for bankruptcy, the study dismisses the notion. 

“The magnitude of growth in older Americans in bankruptcy is so large that the broader trend of an 
aging U.S. population can explain only a small portion of the effect,” wrote the authors. 

Instead, a “three-decade shift in financial risk from government and employers to individuals” is to 
blame “as the social safety net shrinks,” wrote Tara Siegel Bernard at the Times. 

Fayrouz Saad, a progressive running for Congress in Michigan’s 11th district, wrote on Twitter that 
reports like the one published by the Consumer Bankruptcy Project should serve as a reminder to all 
Americans that bold progressive action and political will are what will strengthen the social safety net. 

Why elect progressives? THIS. 

The *majority* of Americans are being left behind by our leaders. Why, in the wealthiest county on 
earth, should our parents’ generation lapse into poverty? 1/ 

‘Too Little Too Late’: Bankruptcy Booms Among Older Americans https://t.co/Pk0Al9L6BA 

— Fayrouz Saad for Congress (@SaadforCongress) August 6, 2018 

Why should a *majority* of our people be one bad accident or illness away from bankruptcy? 

Why should our students be saddled with six-figure debt for getting a degree? 

Why should women earn less, and retire with less savings, than men? 

— Fayrouz Saad for Congress (@SaadforCongress) August 6, 2018 Julia Conley / Common Dreams  In this article:  bankruptcy social safety net social security  
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https://www.theatlantic.com/health/archive/2019/03/typhus-tuberculosis-medieval-diseases-spreading-
homeless/584380/ 

Medieval Diseases Are Infecting California’s Homeless 

Typhus, tuberculosis, and other illnesses are spreading quickly through camps and shelters. 

Anna GormanKaiser Health News 
Mar 8, 2019  

Jennifer Millar receives a 
checkup from a Saban Community Clinic physician assistant.Heidi de Marco / Kaiser Health News  

This article was updated at 4:23 p.m. ET on March 11, 2019. 

Jennifer Millar keeps trash bags and hand sanitizer near her tent, and she regularly pours water mixed 
with hydrogen peroxide on the sidewalk nearby. Keeping herself and the patch of concrete she calls 
home clean is a top priority. 

But this homeless encampment off a Hollywood freeway ramp is often littered with needles and trash 
and soaked in urine. Rats occasionally scamper through, and Millar fears the consequences. 

“I worry about all those diseases,” said Millar, 43, who has been homeless most of her life. 

Infectious diseases—some that ravaged populations in the Middle Ages—are resurging in California and 
around the country, and are hitting homeless populations especially hard. 
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Los Angeles recently experienced an outbreak of typhus—a disease spread by infected fleas on rats and 
other animals—in downtown streets. Officials briefly closed part of City Hall after reporting that rodents 
had invaded the building. 

People in Washington State have been infected with Shigella bacteria, which is spread through feces and 
causes the diarrheal disease shigellosis, as well as Bartonella quintana, or trench fever, which spreads 
through body lice.* 

Hepatitis A, also spread primarily through feces, infected more than 1,000 people in Southern California 
in the past two years. The disease also has erupted in New Mexico, Ohio, and Kentucky, primarily 
among people who are homeless or use drugs. 

Public-health officials and politicians are using terms like disaster and public-health crisis to describe 
the outbreaks, and they are warning that these diseases can easily jump beyond the homeless population. 

Read: The next plague is coming. Is America ready?  

“Our homeless crisis is increasingly becoming a public-health crisis,” California Governor Gavin 
Newsom said in his State of the State speech in February, citing outbreaks of hepatitis A in San Diego 
County, syphilis in Sonoma County, and typhus in Los Angeles County. 

“Typhus,” he said. “A medieval disease. In California. In 2019.” 

The diseases have flared as the nation’s homeless population has grown in the past two years: About 
553,000 people were homeless at the end of 2018, and nearly one-quarter of homeless people live in 
California. 

The diseases spread quickly and widely among people living outside or in shelters, helped along by 
sidewalks contaminated with human feces, crowded living conditions, weakened immune systems, and 
limited access to health care. 

“The hygiene situation is just horrendous” for people living on the streets, says Glenn Lopez, a 
physician with St. John’s Well Child & Family Center, who treats homeless patients in Los Angeles 
County. “It becomes just like a Third World environment, where their human feces contaminate the 
areas where they are eating and sleeping.” 

Those infectious diseases are not limited to homeless populations, Lopez warns: “Even someone who 
believes they are protected from these infections [is] not.” 

At least one Los Angeles city staffer said she contracted typhus in City Hall last fall. And San Diego 
County officials warned in 2017 that diners at a well-known restaurant were at risk of hepatitis A. 

There were 167 cases of typhus from January 1, 2018, through February 1 of this year, up from 125 in 
2013 and 13 in 2008, according to the California Public Health Department. 
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Typhus is a bacterial infection that can cause a high fever, stomach pain, and chills but can be treated 
with antibiotics. Outbreaks are more common in overcrowded and trash-filled areas that attract rats. 

The recent typhus outbreak began last fall, when health officials reported clusters of the flea-borne 
disease in downtown Los Angeles and Compton. They also have occurred in Pasadena, where the 
problems are likely due to people feeding stray cats carrying fleas. 

Last month, the county announced another outbreak in downtown Los Angeles that infected nine people, 
six of whom were homeless. After city workers said they saw rodent droppings in City Hall, Los 
Angeles City Council President Herb Wesson briefly shut down his office to rip up the rugs, and he also 
called for an investigation and more cleaning. 

Hepatitis A is caused by a virus usually transmitted when people come in contact with the feces of 
infected people. Most people recover on their own, but the disease can be very serious for those with 
underlying liver conditions. There were 948 cases of hepatitis A in 2017 and 178 in 2018 and 2019, the 
state public-health department said. Twenty-one people have died as a result of the 2017–18 outbreak. 

The infections are not a surprise, given the lack of attention to housing and health care for the homeless 
and the dearth of bathrooms and places to wash hands, says Jeffrey Duchin, the health officer for Seattle 
and King County, Washington, which has seen shigellosis, trench fever, and skin infections among 
homeless populations.* 

“It’s a public-health disaster,” Duchin says. 

New York City, where the majority of the homeless population lives in shelters rather than on the 
streets, has not experienced the same outbreaks of hepatitis A and typhus, says Kelly Doran, an 
emergency-medicine physician and assistant professor at New York University. But Doran says 
different infections occur in shelters, including tuberculosis, a disease that spreads through the air and 
typically infects the lungs. 

Read: How health and homelessness are connected—medically 

The diseases sometimes get the “medieval” moniker because people in that era lived in squalid 
conditions without clean water or sewage treatment, says Jeffrey Klausner, a professor of medicine and 
public health at UCLA. 

People living on the streets or in homeless shelters are vulnerable to such outbreaks because their 
weakened immune systems are worsened by stress, malnutrition, and sleep deprivation. Many also have 
mental illness and substance-abuse disorders, which can make it harder for them to stay healthy or get 
health care. 

On one recent February afternoon, the Saban Community Clinic physician assistant Negeen Farmand 
walked through homeless encampments in Hollywood carrying a backpack with medical supplies. She 
stopped to talk to a man sweeping the sidewalks. He said he sees “everything and anything” in the 
gutters and hopes he doesn’t get sick. 
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She introduced herself to a few others and asked if they had any health issues that needed checking. 
When she saw Millar, Farmand checked her blood pressure, asked about her asthma, and urged her to 
come see a doctor for treatment of her hepatitis C, a viral infection spread through contaminated blood 
that can lead to serious liver damage. 

“To get these people to come into a clinic is a big thing,” she said. “A lot of them are distrustful of the 
health-care system.” 

On another day, 53-year-old Karen Mitchell waited to get treated for a persistent cough by St. John’s 
Well Child & Family Center’s mobile health clinic. She also needed a tuberculosis test, as required by 
the shelter where she was living in Bellflower, California. 

Mitchell, who said she developed alcoholism after a career in pharmaceutical sales, said she has 
contracted pneumonia from germs from other shelter residents. “Everyone is always sick, no matter 
what precautions they take.” 

During the hepatitis-A outbreak, public-health officials administered widespread vaccinations, cleaned 
the streets with bleach and water, and installed hand-washing stations and bathrooms near high 
concentrations of homeless people. 

But health officials and homeless advocates said more needs to be done, including helping people access 
medical and behavioral health care and affordable housing. 

“It really is unconscionable,” says Bobby Watts, the CEO of the National Health Care for the Homeless 
Council, a policy and advocacy organization. “These are all preventable diseases.” 

 

This post appears courtesy of  Kaiser Health News.  
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https://www.contagionlive.com/news/sounding-off-dr-drew-on-how-las-homeless-problem-is-a-public-
health-emergency 

ARTICLE 

• Sounding Off: Dr. Drew on How LA's Homeless Problem Is a Public 
Health Emergency 

JUL 01, 2019 | ALEXANDRA WARD 

Drew Pinsky, MD, cannot understand how the situation on the Pacific Coast, and Los Angeles, in particular, is 
being tolerated. 
 
“It’s beyond anything that is sustainable or rational or morally allowable,” he said of the humanitarian crisis that’s 
driving a rise in infectious diseases there. 
 
Contagion® recently spoke with Pinsky, an internist, addiction medicine specialist, and prominent media 
personality, about the situation out West, what contributing factors are at play, and how health care providers can 
help. 
 
Here is our full Q&A with Dr. Drew: 
 
Contagion®: What factors are contributing to the rise in infectious diseases on the Pacific Coast and, 
particularly, Los Angeles?  
 
Dr. Drew: We have a horrible humanitarian crisis in Los Angeles where the government has been unable, 
because of various legal maneuvers taken against them, to enforce local laws as it pertains to people sleeping on 
the streets. Not only sleeping on the streets, but also anything that they accumulate while they’re on the streets 
also can’t be touched because that’s “their belongings.” Even if it’s a schizophrenic who’s rolling his or her stool 
up into balls and saying, “that’s my belongings.” 
 
We have just an atrocious situation. It’s almost without exception that the people who are really languishing on 
the streets and decaying have severe mental health issues, [the] most common being drug addiction, primarily 
opiate and stimulant, but also chronic severe major mental illness like bipolar disorder and schizophrenia. For 
some reason, the government has taken the position that this is a housing problem, which, of course, housing is a 
piece of this, but for most—and by most I mean the vast majority of people on the streets—their condition makes 
them unwilling or unwanting to go indoors. So, even when they correct the housing issue, they’re still going to 
have the same problem on the streets. 
 
This is a result of the decay of the system we once had in place for treatment of the chronically mentally ill, which 
was strangled following the Community Mental Health Act in 1963. It was systematically completely eviscerated. 
There were no provisions given to the patients who were pouring out of these institutions…so they spilled into the 
prisons, the nursing homes, and the streets and that’s what started the spiral into our current situation. 
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Sanitation has also been ignored by the city. The sanitation circumstances around the homeless encampments has 
broken down to a point that I don’t think we’ve seen certainly not in the history of this country, and probably not 
anywhere in the last 800 years. It is an absolute complete breakdown where the people living on the streets are 
defecating and urinating on the streets and every excrement, every byproduct of what they’re eating and food 
and everything else is just piling in the streets. On some streets, it’s literally 2 stories high. These gigantic 
unsanitary accumulations…they’re just profound, they’re all over the city. By the city I mean the San Diego 
Valley, all the way to the beaches, it’s now spilled everywhere. It’s just uncanny. 
 
Contagion®: What about the rise in “medieval” diseases not seen since the Middle Ages? 
 
Dr. Drew: All of these dumps are completely overrun by rodents, just exploded with rodents. I became aware of 
this last summer when my own home became overrun and I thought, “Oh my God, I’ve never seen anything like 
this.” Having practiced medicine for 35 years in the San Diego Valley, I thought “Oh my God, we’re going to 
have a typhus outbreak.” Typhus is endemic in the region. It’s usually in the possums, the racoons, maybe the 
bats. But with the volume of rodents, I thought, “Wow, this is everywhere now and of course typhus is going to 
spread.” And it came. It was huge, it was terrible in the San Diego Valley, particularly in Pasadena. It spread all 
the way to the ocean. It did something I’ve never seen before; it crossed the 405 freeway, which is sort of a barrier 
between inland and coast. All the while the city denying that this was going on and taking the position that typhus 
is not a serious illness. 
 
Things continued to deteriorate. I started talking to my infectious disease colleagues, and they were telling me that 
they were starting to see explosions of tuberculosis…Measles started breaking out…My concern was what 
happens when it gets into the homeless population, it could absolutely just tear through there. 
 
So we have tuberculosis, measles, typhus…I started looking at what usually comes on the heels of typhus in 
this area, what’s endemic in this area, and that’s Yersinia. I spoke to an expert about this and, lo and behold, 
the last outbreak of bubonic plague (Yersinia) in this country was in Los Angeles when they had a major 
rat bloom. It was controlled because of some very clever maneuvers by several physicians. One of the maneuvers 
was killing over 2 million rats. I daresay this time we’d have to kill 12 million. It’s massive and it has spread. It’s 
been documented on the squirrels, and it’s just a matter of time before it gets on the rats, on then our pets, 
and then on us. 
 
In the middle of this, we had a typhoid fever outbreak in a police precinct. We also have a large immigrant 
population coming in carrying parasites and tuberculosis. 
 
I really dread what’s coming this year. We have essentially every means of transmission of infectious diseases 
represented in these outbreaks. We have oral-fecal with the typhoid. We have airborne with the tuberculosis and 
measles. We have rodent-vector with the typhus and the Yersinia. So here we go. Every major means and 
component of severe dangerous epidemic infectious disease are set up to go and nothing is being done. 
 
Contagion®: What can be done to address these issues—from a health care provider standpoint and a 
policy standpoint? 
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Dr. Drew: People say it’s complex; I think it’s simple. First thing, I would go out and vaccinate all the homeless 
with MMR. My second move would be to go to the state legislature, which I’ve already done, and change the 
Lanterman-Petris Act, and we have to change the criteria for greatly disabled. In the 1960s, it changed from “need 
for treatment” to “harm to self or others” and that’s a giant gap. We have to have things like “unable to care for 
medical needs.” We have to be able to help people and protect their wellness. 
 
What I would tell my peers is, why do we treat dementia—cognitive brain disorders—different from say, 
schizophrenia? Schizophrenia causes confusion and abnormal behaviors and lack of insight and impaired 
judgment. Same as dementia. But somehow dementia, of course we take these patients and help them. With 
schizophrenia, you can’t touch them. Our laws in California have privileged psychiatric symptoms over the 
wellness of the individuals and the ability of caretakers to get in and help them...It’s ridiculous. It’s the most 
absurd thing I’ve ever seen and it’s causing massive a decay in civilization and it’s going to endanger tens of 
thousands of people. We already have 1000 dead homeless people in Los Angeles so far in 2019. I think we all 
know how quickly that could click to 10,000. How many have to die before we do something? 
 
First thing, is we revisit Lanternman-Petris Act. Second thing is we expand conservatorships. Third thing is we 
create some sort of facilities or focal areas of wraparound services for the chronically mentally ill. Fourthly, we 
start enforcing drug laws and helping motivate drug addicts to get better. 
 
This is a humanitarian emergency. 
 
The problem is the politicians are telling me I’m too early. My theory is I’m too late. If I’m too early, what is too 
late? When there’s 100,000 dead? I don’t understand the alchemy; I don’t understand the math. I wake up every 
day beside myself. As a physician, all my susceptibilities are activated to do something. It’s beyond anything that 
is sustainable or rational or morally allowable. 
 
Contagion®: What are your words of wisdom to your peers in health care? 
 
Dr. Drew: Physicians cannot, any longer, remain silent. Ideology, whenever it rules the day, does great harm to 
human beings. In California, ideology is absolutely ruling the day and it’s destroying our state. Physicians have to 
speak up about the health consequences of allowing ideologies to rule the day. 
 
Speak up and talk about what you’re seeing in the emergency rooms and in the clinics. We are the early detection 
systems. We know what’s going on before anybody. We see the trends, we know what they are, we see it coming. 
I personally feel like I’m standing on the railroad tracks waving at a train trying to tell him the bridge is out and 
getting flipped off by the engineer. I’m encouraging you to stand on the tracks and wave if these things start 
happening in your community. If not us, who? 

To stay informed on the latest in infectious disease news and developments, please sign up for our weekly 
newsletter. 
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https://www.nhchc.org/resources/clinical/diseases-and-conditions/communicable-diseases/ 

Communicable Diseases 

• Adapted Clinical Guidelines 

Adapting Your Practice: Treatment and Recommendations for Homeless Patients with Chlamydial or 
Gonococcal Infections (2013) | Recommended clinical practice adaptations for the care of individuals 
with these sexually transmitted diseases who are homeless; developed by clinicians working in HCH 
projects. 

Adapting Your Practice: Treatment and Recommendations for Homeless Patients with HIV/AIDS 
(2013) | Recommended clinical practice adaptations for the care of individuals with human 
immunodeficiency virus or acquired immunodeficiency syndrome who are homeless; developed by 
clinicians working in HCH projects. 

• Healing Hands Articles 

• Homeless People at Higher Risk for CA-MRSA, HIV and TB (2006) 
• Chronic Hepatitis C: Silent Intruder, Insidious Threat (1999) 
• Tuberculosis & Homelessness: Metaphor for Our Time (1999) 
• Network to Study HIV and Homelessness (1998) 

• Other Resources 

Prevention & Response to Infectious Diseases Within the Homeless Population (2016) | Prevention and 
response procedures to infectious disease outbreaks often do not address the unique circumstances of 
persons experiencing homelessness. This fact sheet highlights infectious diseases within this population, 

addresses challenges in in the event of an outbreak, and provides strategies and 
tools that can be used to prevent and respond to emerging and re-emerging 
infectious diseases. 

Guide to Infection Prevention for Outpatient Settings: Minimum Expectations 
for Safe Care (2011) | This document from the Centers for Disease Control & 
Prevention describes the minimum precautions expected in ambulatory settings 
regarding the prevention of health care-associated infections. 

The Health Care of Homeless Persons: A Manual of Communicable Diseases & 
Common Problems in Shelters & on the Streets (2004) | This lavishly 

illustrated, 384-page manual describes serious health problems that commonly afflict people 
experiencing homelessness and discusses appropriate responses and treatment. The manual addresses 
communicable disease control and food handling in shelter settings as well as current approaches to the 
management of chronic diseases. It includes convenient patient education materials in English and 
Spanish that can be easily reproduced and given to shelter guests and staff. The manual is no longer 
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available in print, but you may download it from the Boston Health Care for the Homeless 
Program website. 

Comorbid TB and HIV in a Chronically Homeless Male: Social Isolation Compounds Stress of Medical 
Confinement (2006) | Homelessness, long recognized as a risk factor for tuberculosis, can also 
complicate treatment, as this case report demonstrates. HIV coinfection increases the risk of progression 
from latent TB infection to active tuberculosis. Clinicians experienced in the care of homeless persons 
stress the importance of maintaining communication with these patients, even during medical 
confinement, and recommend close collaboration among public health, hospital, and primary care 
providers during treatment. 
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 https://www.truthdig.com/articles/hud-plan-would-raise-rents-for-poor-by-20-percent 

Jun 07, 2018  

• HUD Plan Would Raise Rents for Poor by 20 Percent  

CHARLESTON, S.C.—Housing Secretary Ben Carson says his latest proposal to raise rents would 
mean a path toward self-sufficiency for millions of low-income households across the United States 
by pushing more people to find work. For Ebony Morris and her four small children, it could mean 
homelessness. 

Morris lives in Charleston, South Carolina, where most households receiving federal housing assistance 
would see their rent go up an average 26 percent, according to an analysis done by Center on Budget and 
Policy Priorities and provided exclusively to The Associated Press. But her increase would be nearly 
double that. 

Overall, the analysis shows that in the nation’s 100 largest metropolitan areas, low-income tenants — 
many of whom have jobs — would have to pay roughly 20 percent more each year for rent under the 
plan. That rent increase is about six times greater than the growth in average hourly earnings, putting the 
poorest workers at an increased risk of homelessness because wages simply haven’t kept pace with 
housing expenses. 

“I saw public housing as an option to get on my feet, to pay 30 percent of my income and get myself out 
of debt and eventually become a homeowner,” said Morris, whose monthly rent would jump from $403 
to $600. “But this would put us in a homeless state.” 

Roughly 4 million low-income households receiving HUD assistance would be affected by the proposal. 
HUD estimates that about 2 million would be affected immediately, while the other 2 million would see 
rent increases phased in after six years. 

The proposal, which needs congressional approval, is the latest attempt by the Trump administration to 
scale back the social safety net, under the belief that charging more for rent will prompt those receiving 
federal assistance to enter the workforce and earn more income. “It’s our attempt to give poor people a 
way out of poverty,” Carson said in a recent interview with Fox News. 

The analysis shows that families would be disproportionately impacted. Of the 8.3 million people 
affected by the proposal, more than 3 million are children. 

That stands in stark contrast to Carson’s focus on children and education, which is woven into his 
memoirs and embedded in the very foundation of his namesake reading rooms tucked into elementary 
schools across the country. It also runs contrary to research, housing experts say. 

“There’s no evidence that raising rents causes people to work more,” said Will Fischer, a senior policy 
analyst at the policy center, which advocates for the poor. “For most of these rent increases, I don’t 
think there’s even a plausible theory for why they would encourage work.” 
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One rainy spring morning Morris tried to wrangle her rowdy children into a minivan as they chased each 
other in a circle in the yard, a small patch of grass in front of the low-slung red brick house she rents in a 
housing complex. She’d taken a rare day off work so she could attend a school orientation. 

Morris moved to Charleston three years ago from Summerville, South Carolina, to go to school. She’s 
since earned her associate’s degree in health science. She’s a full-time pediatric assistant, sometimes 
working 50 hours a week just to get by. Her children, ages 3, 4, 7 and 10, would be hit hardest by the 
rent increase, she said. 

“Food, electricity bills, school uniforms,” she said. “Internet for homework assignments and report 
cards. All of their reading modules at school require the internet, without it they’ll be behind their 
classmates. The kids are in extracurriculars, those would be scrapped. I would struggle just to pay my 
bills. It would be very, very, very hard.” 

The impact of the rent proposal would affect low-income residents and families everywhere. 

Rent for the poorest tenants in Baltimore, where Carson made history as a neurosurgeon at Johns 
Hopkins Hospital and where his own story of overcoming poverty inspired generations of children to 
dream of possibilities beyond the projects, could go up by 19 percent or $800 a year. In Detroit, where 
Carson’s mother, a single parent, raised him by working two jobs, low-income families could see their 
rents increase by $710, or 21 percent. Households in Washington, D.C., one of the richest regions in the 
country, would see the largest increases for its poorest residents: $980 per year on average, a 20 percent 
jump. 

“This proposal to raise rents on low-income people doesn’t magically create well-paying jobs needed to 
lift people out of poverty,” said Diane Yentel, CEO of the National Low Income Housing Coalition. 
“Instead it just makes it harder for struggling families to get ahead by potentially cutting them off from 
the very stability that makes it possible for them to find and keep jobs.” 

The “Make Affordable Housing Work Act,” announced on April 25, would allow housing authorities to 
impose work requirements, would increase the percentage of income poor tenants are required to pay 
from 30 percent to 35 percent, and would raise the minimum rent from $50 to $150 per month. The 
proposal would eliminate deductions, for medical care and child care, and for each child in a home. 
Currently, a household can deduct from its gross income $480 per child, significantly lowering rent for 
families. 

The Department of Housing and Urban Development says elderly or disabled households would be 
exempt from the changes, but an estimated 314,000 households stand to lose their elderly or disabled 
status and see their rents go up, according to the outside analysis. 

Donald Cameron, president and CEO of the Charleston Housing Authority, said HUD’s proposed rent 
increases would be “catastrophic” for the city and metropolitan area. 
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“We’d lose a lot of people within a very short time: the ones with the smallest pocket books, the least 
discretionary income,” he said. “What do they do? If you take away that safety net, they’re in free fall. 
Where do they go?” 

Charleston, with its winding cobblestone walks, sweeping river views and live oaks draped with Spanish 
moss, is a case study in economic disparity. The city is booming, drawing millions of tourists each year. 
Boeing opened a propulsion plant in North Charleston in 2015 and Mercedes Benz a factory to build 
Sprinter vans, bringing with it the promise of more than 1,000 jobs. 

But housing prices are going up faster than wages, creating a widespread crisis for low- and middle-
income families there. 

Unlike many cities, Charleston’s public housing stock was built entirely for families, which is why 
increases here would disproportionately affect parents and their children. Roughly 55 percent of 
households in the city’s public housing are headed by single mothers, according to the data. 

Cameron said the affordable housing shortage is so extreme that nearly half of Charleston voucher 
holders are forced to find housing next door in North Charleston. But that city is facing its own housing 
related emergency. According to data collected by Princeton University’s Eviction Lab, North 
Charleston’s eviction rate ranks significantly higher than other cities the program has tracked. 

Not all residents receiving housing assistance think HUD’s proposal is unfair. 

Shalonda Skinner, 29, has five children under the age of 11, and pays just $9 to rent a flat two blocks 
from Morris. She’s lived there six years, and styles hair on the side to earn about $160 each month. She 
supplements her needs with food stamps, and intermittent payments from her children’s father. If the 
rent were to go up she says, “I’d work more,” taking more clients and asking her family to watch her 
children. 

“I’m in favor of it,” she said of Carson’s policy. “Housing helps a lot of people. It will probably put a 
good amount of people out because some people don’t like to work, they’re not independent. But it’s 
fair.” 

The data analysis was conducted using 2016 HUD data and includes tenants living in public housing 
complexes and receiving vouchers to rent apartments on the private market. It excludes housing 
authorities participating in the Moving to Work program, which allows districts to determine their own 
rent policies. 

Melissa Maddox Evans, general counsel for the Charleston Housing Authority, said she believes the 
proposal is based on a faulty premise — that most tenants in public housing don’t have jobs and that rent 
increases will incentivize work. 

“There’s an assumption that many of the participants are not employed when they are,” said Maddox 
Evans. “Most tenants here work two or three jobs. When they are going out and finding work, are 
they going to make enough to accommodate that increase?” 



G
 

255 

 

In areas of concentrated poverty, low-wage jobs are often the only option, particularly for those without 
access to a car or public transportation. 

Shannon Brown, 29, recently had to leave her full-time job providing child care in North Charleston so 
she could pick up her daughter from the local Head Start program each afternoon. She was earning about 
$450 a month and paying $157 for rent. 

She’s trying to find a job closer to home, to balance work and caring for her child on her own. She 
stayed in a shelter before moving into public housing, and worries that a rent increase could put her back 
there. 

“I’m trying to get out of poverty,” she said, “but it’s already hard.” 

Afrika Frasier had a steady job, as a manager at a Church’s Chicken restaurant down the street from the 
unit she shares with her husband and four children. She was making $1,200 each month and paying 
$300 in rent. But a few weeks ago, her boss called to tell her not to come in, that the restaurant was 
closing for good. 

“We’re trying to get the hell out of here, but minimum wage is a big, big problem,” Frasier said. She’s 
since found another job, as an assistant manager at the local Family Dollar. But she worries about the 
viability of her opportunities in the area, and said she’s planning to move to Georgia as soon as she can. 

“You can go to school, get an education and the job you’re going to get is still going to give you $10 an 
hour even though we’re the ones cleaning your dishes, cooking your food. Where are we supposed to 
live?” 

Morris doesn’t have an answer. If she’s priced out of public housing, she doesn’t know where she’ll go 
or what she’ll do. 

“I work every day and I’m trying my hardest,” she said. “My main focus is to make sure my children are 
educated and to break this cycle. But taking away resources for moms? I never thought I’d be in a 
situation like this.” 

___ 

Fenn reported from New York. 

___ 

Truthdig is running a reader-funded project to document the Poor People’s Campaign. Please help us 
by making a donation.  
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JULIET LINDERMAN and LARRY FENN / The Associated Press  In this article: 
ben carson department of housing and urban development housing secretary hud hud ben carson hud raise 
rents hud rents income inequality inequality low income low-income americans low-income housing sec ben 
carson 
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Appendix H2   Health - Medicaid Under Attack 
 

Every 1% increase in fatherlessness in a neighbourhood predicts a 3% increase in adolescent violence. Among 
youths in prisons, 85% grew up in a fatherless home. Prisons are basically centres for dad deprived young men. 
Absence of dad contributes to violent crime is much as absence of income. Among preschool children admitted 
as psychiatric patients in two New Orleans hospitals, 80% came from homes without fathers father involvement 
is it lease five times as important in preventing drug use than closeness to parent, parental rules, parent trust, 
strictness, or child’s gender, ethnic city, or social class living in a home without a dad has a greater correlation 
with suicide among teenagers than any other factor.clii 

 

 • Just Released 

 

• Premiums for Employer-Sponsored Family Health Coverage Rise 5% to 
Average $19,616; Single Premiums Rise 3% to $6,896   Burden of Deductibles for Covered Workers Has Tripled Since 2008, Growing 8 Times Faster Than Wages 1 in 5 Large Employers Gather Data from Workers’ Mobile Apps, FitBits or Other Wearable Devices 

San Francisco, Calif. – Annual family premiums for employer-sponsored health insurance rose 5 
percent to average $19,616 this year, extending a seven-year run of moderate increases, finds the 
2018 benchmark Kaiser Family Foundation Employer Health Benefits Survey released today. 
On average, workers this year are contributing $5,547 toward the cost of family coverage, with 
employers paying the rest. 

Annual premiums for single coverage increased 3 percent to $6,896 this year, with workers 
contributing an average of $1,186. 

This year’s premium increases are comparable to the rise in workers’ wages (2.6%) and inflation 
(2.5%) during the same period. Over time, the increases continue to outpace wages and 
inflation. Since 2008, average family premiums have increased 55 percent, twice as fast as workers’ 
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earnings (26%) and three times as fast as inflation (17%). 

This year’s survey also finds the burden of deductibles on workers continuing to climb over time in 
two ways: a growing share of covered workers face a general annual deductible, and the average 
deductible is rising for those who face one. 

“Health costs don’t rise in a vacuum. As long as out-of-pocket costs for deductibles, drugs, surprise 
bills and more continue to outpace wage growth, people will be frustrated by their medical bills and 
see health costs as huge pocketbook and political issues,” KFF President and CEO Drew Altman 
said. 

 

Currently 85 percent of covered workers have a deductible in their plan, up from 81 percent last year and 59 
percent a decade ago. The average single deductible now stands at $1,573 for those workers who have one, 
similar to last year’s $1,505 average but up sharply from $735 in 2008. These two trends result in a 212 percent 
total increase in the burden of deductibles across all covered workers. 

Looked at another way, a quarter (26%) of all covered workers are now in plans with a deductible of at least 
$2,000, up from 22 percent last year and 15 percent five years ago.  Among covered workers at small firms 
(fewer than 200 workers), 42 percent face a deductible of at least $2,000. 

“Deductibles of $2,000 or more are increasingly common in employer plans, which means the bills can pile up 
quickly for workers who require significant medical care,” said study lead author Gary Claxton, a KFF vice 
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president and director of the Health Care Marketplace Project. 

About 152 million Americans rely on employer-sponsored coverage, and the 20th annual survey of nearly 
2,200 small and large employers provides a detailed picture of the trends affecting it. In addition to the full 
report and summary of findings released today, the journal Health Affairs is publishing an article online with 
select findings that will appear in its November issue, and KFF is releasing an updated interactive graphic that 
charts the survey's premium trends by firm size, industry, and other factors. 

The survey finds 57 percent of employers offer health benefits, similar to the share last year (53%) and five 
years ago (57%). Employers that do not offer health benefits to any workers tend to be small, and nearly half 
(47%) cite cost as the main reason they do not offer health benefits. 

Some employers that offer health benefits provide financial incentives to workers who don’t enroll –either for 
enrolling in a spouse’s plan (13%) or otherwise opting out of their employer plan (16%). 

The survey also probes employers’ expectations about how the 2017 tax law, which eliminated the Affordable 
Care Act’s tax penalty for people who do not have health insurance, would affect enrollment in employer 
coverage in future years. Overall 10 percent of all offering firms – and 24 percent of large ones – expect fewer 
workers and dependents to enroll because of the elimination of the tax penalty.Among large firms that offer 
health benefits, one in five (21%) report they collect some information from workers’ mobile apps or wearable 
devices such as a FitBit or Apple Watch as part of their wellness or health promotion programs, up from 14 
percent last year. 

Most large offering employers (70%) provide workers with opportunities to complete health risk assessments, 
which are questionnaires about enrollees’ medical history, health status, and lifestyle, or biometric screenings, 
which are health examinations conducted by a medical professional, or both. Thirty-eight percent of large 
offering firms provide incentives for workers to participate in these programs. The maximum financial 
incentives for these and other wellness programs often total $500 or more. 

Other survey findings include:  

• High-deductible health plans with savings option. The survey finds 29 percent of firms that offer 
health benefits offer a high-deductible health plan with a savings option - a plan that either can work 
with a Health Savings Account or is linked to an employer-created Health Reimbursement 
Arrangement. Most (61%) of those firms offer only this type of plan to at least some of their workers. 
Overall, 29 percent of covered workers are enrolled in such plans. 

• Telemedicine. About three quarters (74%) of large offering firms (at least 200 workers) cover 
services provided through telemedicine, such as video chat and remote monitoring, which allow a 
patient to get care from a provider at a remote location. That’s up from 63 percent last year and 27% 
in 2015. A separate analysis also released today suggests very few workers are using telemedicine 
services in place of traditional in-person physicians visits, as less than 1 percent of all enrollees in 
large employer health plans used any telemedicine services in 2016. Retail health clinics. Similarly, three quarters (76%) of large offering firms cover services received 
in retail clinics, such as those located in pharmacies, supermarkets and other retail 
stores. A small share also provide financial incentives for workers to use these clinics.  
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https://www.kff.org/report-section/2018-employer-health-benefits-survey-section-1-cost-of-health-
insurance/   

 

National health expenditures are projected to grow at an average annual rate of 5.5 percent 
for 2018–27 and represent 19.4 percent of gross domestic product in 2027. Following a ten-
year period largely influenced by the Great Recession and major health reform, national 
health spending growth during 2018–27 is expected to be driven primarily by long-observed 
demographic and economic factors fundamental to the health sector. Prices for health care 
goods and services are projected to grow 2.5 percent per year, on average, for 2018–27—
faster than the average price growth experienced over the last decade—and to account for 
nearly half of projected personal health care spending growth. Among the major payers, 
average annual spending growth in Medicare (7.4 percent) is expected to exceed that in 
Medicaid (5.5 percent) and private health insurance (4.8 percent) over the projection period, 
mostly as a result of comparatively higher projected enrollment growth. The insured share of 
the population is expected to remain stable at around 90 percent throughout the period, as 
net gains in health coverage from all sources are projected to keep pace with population 
growth.  https://www.healthaffairs.org/doi/full/10.1377/hlthaff.2018.05499 

It is estimated that more than 95% of the trillions of dollars spent on health care in the 
United States each year funds direct medical services, even though 60% of preventable 
deaths are rooted in modifiable behaviors and exposures that occur in the community.  
(Sisko, A.M.; Keehan, S.P.; Poisal, J.A.; Cuckler, G.A.; Smith, S.D.; Madison, A.J.; Rennie, K.E.; Hardesty, J.C. National 
Health Expenditure Projections, 2018–2027: Economic and Demographic Trends Drive Spending And Enrollment Growth. 
Health A_. 2019, 38, 491–501.)  Also:  https://www.healthaffairs.org/doi/full/10.1377/hlthaff.21.2.78?url_ver=Z39.88-
2003&rfr_id=ori:rid:crossref.org&rfr_dat=cr_pub%3dpubmed 

 
Cooperative members’ sense of caring and sharing will, together with HBPA’s BISP online 
programming and telemedicine workers co-ops, be harnessed in ways that can make a very 
real difference by promoting health, confidence and wellbeing in the community despite 
growing stress imposed by global warming. 
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https://www.washingtonpost.com/news/posteverything/wp/2018/03/06/trump-administrations-under-the-radar-
attack-on-medicaid-is-picking-up-speed/ 

• Democracy Dies in Darkness  
Trump administration’s under-the-radar attack 
on Medicaid is picking up speed 

 
Physician Marsha Raulerson talks with her patient, Liam Yarbrough, 6, in Brewton, Ala., on Jan. 25. 
Yarbrough is on Medicaid, and his great-grandmother (his guardian) has applied for CHIP. (Kevin D. 
Liles for The Washington Post)  

 
by Jared Bernstein and Hannah Katch March 6 Follow @econjared  
About the authors  

For now, congressional Republicans appear to have set aside efforts to repeal the Affordable Care Act 
(ACA). Yet, it’s increasingly clear that the Trump administration is doubling down on its attempts 
to seriously weaken the ACA’s Medicaid expansion by making it more difficult for millions of low-
income people to get health coverage. The administration’s strategy is focused on state waivers, which 
do not require congressional approval. On Monday, the administration approved a sweeping new waiver 
in Arkansas that could jeopardize coverage for many low-income adults. 
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According to a 2016 report from the Government Accountability Office, more than 23,000 active-duty 
troops used the food stamp program in 2013, the last year for which such information was available.cliii 

Trump administration officials Mick Mulvaney (budget director) and Seema Verma (administrator of 
the Centers for Medicare and Medicaid Services, or CMS) both oppose the Medicaid expansion, 
and Verma approved state proposals that will make it much harder for many who gained 
coverage under the expansion to maintain it. 

Thus far, the Trump administration has approved three broad, restrictive waivers — in Kentucky, 
Indiana and now Arkansas. All three waivers include a work requirement that will, for the first time, 
allow these states to take coverage away from those who aren’t working or participating in work-related 
activities for a minimum number of hours per month, without providing any new job search assistance, 
job training, transportation, child-care, or other services that could help people find and hold a job. CMS 
calls this “helping people rise out of poverty and live the American Dream”. 

This policy is backward for many reasons. Most adults with Medicaid coverage already work and most 
of those who don’t are caregivers, in school, or unable to work because of an illness or disability. The 
work requirements will probably cause many of these low-income adults to lose coverage. Some won’t 
be able to overcome the various bureaucratic hurdles to document that they already meet work 
requirements and work the requisite number of hours; others will struggle to document that they qualify 
for an exemption from the requirements. 

That’s why we and others (including many health-care providers, such as the American Medical 
Association) have sounded deep concerns about these work requirements’ potential impact on 
people covered by Medicaid. (We’ve also documented how important Medicaid coverage is to its 
beneficiaries.) 

But the waivers also include other harmful provisions that have gotten less attention and that, like the 
work requirements, will undermine access to care for many people. For example, CMS is letting states 
impose premiums and substantial cost-sharing changes on people in poverty, which Medicaid has 
historically prohibited because of the robust research showing that they discourage people from 
enrolling in Medicaid and obtaining needed health care. 

The waivers also lock adults out of Medicaid coverage entirely for a time if they don’t renew their 
eligibility or update the state on a change in their income (such as a change due to their employer 
temporarily modifying their work hours) within a very short window. For a low-income single mom 
juggling multiple jobs and family responsibilities, these punitive requirements could lead to cutoffs in 
coverage for nine months. 

CMS also is considering a slew of other waivers with provisions that would break all precedent and 
further reduce coverage. These include state proposals to impose lifetime limits on Medicaid coverage, 
as though low-income people only need health coverage for a few years out of a lifetime.  These lifetime 
limits could apply even if the person is working, as are most expansion enrollees, and could make it 
even harder for them to keep their jobs. 
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Over time, these limits are likely to harm older people the most, since anyone who has lost their job 
during a recession could exhaust their Medicaid eligibility before they turn 65. If they lose their job 
again before they’re eligible for Medicare, they could have nowhere to turn when their health-care needs 
are greatest and individual market coverage is most costly. 

Another such proposal would allow drug testing as a condition of Medicaid eligibility.cliv 
Considering the sharp increase in opioid-use disorders, this terribly misguided change could block 
access to treatment from those who clearly need it. 

The federal government is being sued over Kentucky’s waiver, and further suits will probably follow 
from other states where such waivers are approved. It is possible that these suits could prevent states 
from implementing some of these harmful provisions. But they won’t close the door the Trump 
administration has opened to states aiming new restrictions at adults with Medicaid coverage, despite 
Congress’s rejection last year of bills that would repeal the Medicaid expansion. 

The administration has claimed that changes like these are needed to “preserve Medicaid for future 
generations.” Such claims are untenable given the enactment of their regressive tax plan, financed by 
$1.8 trillion in deficit spending (including interest costs). As these tax benefits begin to get doled out, 
mostly to the wealthy, poor families in Kentucky, Indiana and Arkansas are facing premiums for 
Medicaid that many will find unaffordable, unnecessary work requirements and a temporary loss of 
coverage if they forget to document almost immediately the extra hours they worked last month. 

If the Trump administration really wanted to help more Medicaid enrollees to work, they’d protect the 
coverage of working-age people, since health coverage often provides people with the treatment 
they need to participate in the workforce. Instead, just like their earlier, legislative efforts, their real 
motivation is to sharply reduce access to Medicaid coverage. Such efforts must be exposed and resisted. 

PostEverything newsletter 

A daily curation of sharp opinions and smart commentary by outside contributors.  

  Jared Bernstein, a former chief economist to Vice President Joe Biden, is a senior fellow at 
the Center on Budget and Policy Priorities and author of 'The Reconnection Agenda: Reuniting Growth 
and Prosperity'. Follow  

  Hannah Katch is a health policy expert at the Center on Budget and Policy Priorities and a 
former U.S. Senate health policy staffer and state Medicaid administrator. She serves on the board of 
directors for Planned Parenthood of Metropolitan Washington.  
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Drew Altman, Kaiser Family Foundation5 hours ago 

Narrow health care networks aren't actually that common 
Adapted from Kaiser Family Foundation; Note: "<49 workers" category includes firms that have 3 to 49 workers. 
Chart: Axios Visuals 

 

There's been a lot of discussion of narrow provider networks and how they reduce costs by limiting 
access to the highest priced providers. They're commonplace in the Affordable Care Act marketplaces 
where about 10 million people are enrolled, and in the individual market generally — but they are 
actually quite rare in the group market, where about 152 million Americans get coverage through their 
employers. 

Why it matters: Don't confuse the ACA with the health insurance market most people use. Narrow 
networks are the exception, not the rule, in the private insurance system overall, and there is little reason 
to believe that will change any time soon. 

The details: As the chart shows, only 7% of firms offering health benefits offer narrow network plans, 
and just 2% report that they or their insurer eliminated a hospital or health system from a provider 
network in the past year to reduce costs. 
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• By contrast, as Vitals has reported, narrow networks are much more common in the individual market. 
Just 29% of insurance plans in the individual market provide any benefits for out-of-network providers, 
down from 58% three years ago.  

• In addition, a report by the consulting firm Avalere found that restrictive network plans made up 73% of 
the Affordable Care Act exchange market in 2018. 

• Surveys also suggest that people who have been uninsured or buy their own coverage may be more 
willing to accept a tradeoff between provider choice and costs than workers in the group market. 

The big reason larger employers have not moved to narrow networks in significant numbers: it’s 
difficult for them to satisfy a diverse workforce with a limited network of doctors and hospitals, 
especially in a tight labor market. It’s particularly difficult for them to exclude the most prominent (and 
often most expensive) providers. 

• Where they are interested, they tend to promote what they regard as high performance networks that 
meet their guidelines for delivering high value care, not necessarily the lower cost networks more 
common in the non-group market. 

Between the lines: The public often has — and is both intentionally and unintentionally given — the 
impression that what’s happening in the ACA marketplaces is happening the larger health system. 
That’s what happened when the general  public believed that sharply rising premiums in the ACA 
marketplaces were affecting them when they were not. 

• The debate over narrow networks has an impact on the ability of employers and insurers to control 
medical prices. While there are arguments for and against narrower networks, and the details matter, 
they are one of the few tools employers have to gain leverage over providers and put pressure on 
prices. 

• If an employer (or insurers acting on behalf of employers) is not willing to exclude a particular hospital, it 
has no leverage in price negotiations. Mostly, employers and insurers are losing the price wars today. 

The bottom line: Controversial developments like narrow networks in the individual market deserve 
attention, but also context. They are still a rare bird in the group market where the largest share of 
Americans get their coverage. 
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http://www.urban.org/research/publication/urban-blight-and-public-health 

TABLE 1 

Impact of Blight on Health 
 

  Conditions  Health impacts and outcomes  
Living in substandard housing 
General household disrepair (e.g., broken 
windows, pests, leaks) 
Substandard conditions and/or foreclosed 
homes 

Psychological behavior dysfunctions (Bashir 2002; 
Burdette, Hill, and Hale 2011) 
Lower literacy scores for pre-K children, higher risks of 
child maltreatment, residential instability, and elevated 
blood lead levels (Coulton, Fischer, et al. 2016) 

Cold and damp interiors Asthma, aches and pains, “nerves,” diarrhea, headaches, 
and fever. Children in particular are affected. (Krieger et 
al. 2000; Rauh, Chew, and Garfinkel 2002; Shaw 2004) 

Cockroach and rodent infestation Asthma (Rauh, Chew, and Garfinkel 2002; Sharfstein et al. 
2001)  

Lead paint and pipes Neurological damage and impaired development, reduced 
IQ, negative cognitive and behavioral effects, (e.g., 
hyperactivity, increased aggression, learning disabilities, 
and behavioral problems) (Bashir 2002; Sharfstein et al. 
2001; Shaw 2004) 

Incorrect installation of heating and cooking 
appliances, poor ventilation, and the use of cooking 
stoves for heating 

Exposure to carbon monoxide can cause headaches, 
nausea, dizziness, and convulsions; in higher doses, it can 
be fatal (Shaw 2004) 

Radon (radioactive gas) Cancer (Shaw 2004)
Noncompliant with Americans with Disabilities Act 
design or construction elements (e.g., stairs and 

  doorways)  

Exclude or enhance the ability of a person with disabilities 
to participate in the community (US Department of 
Health and Human Services 2009)  

Living near vacant homes, abandoned buildings, and vacant lots
Substandard housing and/or 
foreclosed homes 
Vacant lots and abandoned buildings 

Lower literacy scopes for pre-K children (Coulton, Fischer, 
et al. 2016) 
Violence, higher rates of chronic illness, stunted brain and 
physical development in children, mass retreat into 
unhealthy eating and exercise habits, breakdown of social 
networks and capital (Branas, Rubin, and Guo 2012; 
Garvin, Cannuscio, and Branas 2013; Morrissey 2016) 

Boarded-up housing Sexually transmitted diseases (e.g., gonorrhea), premature 
mortality, diabetes, homicide, and suicide (Cohen et al. 
2003)  

Estimates suggest that more than 30 million housing units have significant physical or health hazards, 
such as dilapidated structures, poor heating, damaged plumbing, and lead pipes (Ross, Parsons, and 
Vallas 2016). 
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New York Times, Aug. 15, 2018 

 

By comparison, in the USA, 13,000 people a year die of gunshot wounds. 
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All 20 (the labeled) states who brought suit were lead by Republicans. 

It is hard to overstate what would happen to the nation’s health care system if the decision is ultimately upheld. 
The Affordable Care Act touched almost every aspect of health care, from Medicare and Medicaid to generic 
biologic drugs, the Indian Health Service, and public health changes like calorie counts on menus. clv 
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101 Reverse Innovation in Health-Care Delivery 

Disrupting US Costs 

Health City Cayman Islands 

If there is a hospital on a ship, and it is parked outside US territorial waters, that's going to be the most profitable hospital 

simply because you have different cost structures; you don't have to deal with US regulations but you have the US price 

umbrella. 

- Dr. Devi Shetty, Cofounder and Chairman, Narayana Health 

 

Wayne Wright was sixty-eight when the pain in his knees reached the breaking point. Too many years of hopping on and off 
dragline excavators had left the six-foot-four, 250-pound Texas construction worker unable to walk more than thirty feet 
without stopping for a few seconds for the pain to subside. In March 2015, when it became clear that both knees would have 
to be replaced, Wright's self-insured employer put him in touch with Companion Global Healthcare, a South Carolina 
company that evaluates and recommends offshore health-care providers. There was good reason to listen to what Companion 
Global had to say.  

If Wright's bilateral knee replacements had been done in Texas, he says, he would have been hit with a $6,700 deductible. 
If he went with one of the offshore hospitals, his insurer would pay the deductible, the cost of the surgery, plus travel and 
lodging for both him and his wife. The total cost to Wright would be exactly zero. 

The medical travel agency suggested two hospital options. One was in Costa Rica. The other was Health City Cayman 
Islands (HCCI), a new hospital on Grand Cayman, a sunny island in the western Caribbean south of Cuba, just an hour's 
flight from Miami. Wright had vacationed on Grand Cayman, so he chose to go there. He was soon surprised to find himself 
talking by phone to his surgeon at HCCI, Dr. Alwin Almeida, for more than an hour. 

"He talked to me for longer than I had spent talking to a doctor in ten years combined," Wright remembers. "He talked me 
through the entire procedure, from start to finish, and he didn't miss a thing." 

One of the things Almeida told Wright was that the Cayman hospital required that he be screened for MRSA, a group of 
drug-resistant bacteria that can cause a dangerous staph infection during hospital stays. The test turned out to be easy—a 
quick nasal swab that was taken by Wright's local doctor, who was impressed by HCCI's precaution. 

"He told me, 'Wayne, this is one of the things that's wrong with our medical system," Wright remembers. "'In twelve years of 
practice, I've never had a single surgeon require this medical test."' 

Two years after his bilateral knee replacement, Wayne Wright couldn't recall a single bad moment during his three-week stay 
on Grand Cayman. His room was spacious, the food was delicious, and the service, for both him and his wife, was worthy of 
a luxury hotel. But his most indelible memory is of checking out. 

"They handed me a single sheet of paper with just four lines on it and one number," Wright says. "It was $22,000." 

Wright's bill, paid in full by his insurance, covered everything from English muffins to anesthesia, plus the two-week 
recuperative stay at a beachfront hotel. His research indicated that the same surgery, done in Texas, would have cost between 
$100,000 and $120,000. 



G
 

270 

 

 



G
 

271 

 

Appendix I.  Impact Investing 

https://www.barrons.com/articles/dont-call-it-charity-1533565575 

• Impact Investing: Don’t Call It Charity 
By Leslie P. Norton  

Updated Aug. 6, 2018 2:59 p.m. ET  

 
Amit Bouri Illustration: courtesy of Amit Bouri  

Three years after Amit Bouri’s birth in Northern California, his parents divorced. His mother returned to 
school to study accounting. She and her son would be on public assistance for the next six years, until 
she finished her degree and started her career.  

Bouri’s social conscience, and his awareness of the value of a social safety net, date back to those days. 
Now, the former strategic consultant runs the Global Impact Investing Network, an organization of 
investors seeking to achieve social and environmental impact as well as competitive returns. It’s a fast-
growing segment: TPG, the big private-equity firm, recently raised $2 billion for an impact fund. 

We chatted with Bouri, 40, about the landscape for impact investing. Here are some excerpts from our 
conversation. 

Barron’s: What exactly are impact investments?  

Bouri: They’re investments made in funds, companies, or projects with the intention of generating a 
positive social or environmental impact alongside a financial return. The investments can be in any 
range of sectors and across asset classes, around the world. They range from very stable, low-risk cash-
management strategies all the way to alternative-asset classes, including private equity and venture 
capital. Some are emergent and experimental, some are mature and proven. There are different risk 
tolerances among impact investors.  
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Most impact funds don’t invest in public markets.  

There’s a long tradition of responsible investing in public markets, initially focused on screening out 
harmful things. That’s evolved into strategies looking at the environment, social, and governance [ESG] 
elements of companies—say, whether a manufacturer considers its carbon footprint, board diversity, or 
employee diversity. That’s driven by a focus on managing risk that can come from environmental or 
social factors.  

Manager’s Bio 
Name:  Amit Bouri 

Age  40 

Title:  CEO, co-founder, Global Impact Investing Network; Strategy consultant, Monitor Institute and Bain 
& Co.; Corporate philanthropy departments, Gap and Johnson & Johnson 

  

Education:  B.A., Swarthmore College; M.B.A., Northwestern University Kellogg School of Management; 
M.P.A., Harvard University Kennedy School of Government 

Hobbies:  Design, film, food, learning acoustic guitar. 

But increasingly, we see an appetite for opportunities to not only manage risk, but invest directly 
in solutions to social and environmental problems, for starters. Many larger investors are 
investing in both impact and ESG funds. They’re very complementary. Our vision is investors 
considering their impact across their entire portfolio. 

What kinds of returns are we talking about?  

Based on the research in our most recent annual survey, over 90% of impact investors are either meeting 
or exceeding their financial-return expectations. Impact investing is viable and attractive. It’s not an act 
of charity or philanthropy, but rather a strategy that belongs in an individual or a firm’s investment 
portfolio. 

We’ve studied three different financial performance benchmarks: One, private equity and venture 
capital; two, real assets; three, private debt. Across those categories, risk-adjusted rates of return are 
achievable for impact investments. 

Actual? Or simply achievable?  

The vast majority of impact investors are focused on achieving market rates of return. As the pipeline 
grows and matures, the opportunities will only increase. I do want to note that some opportunities are 
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financially sustainable but may not deliver market rates of return. Some investors that are more focused 
on capital preservation may seek those opportunities.  

How do firms measure impact?  

Measurement is really critical. Firms are performance-driven, and they want to understand impact 
performance and financial performance. There’s a long history of financial-performance measurement 
that has evolved and grown more sophisticated. Impact measurement capabilities are still evolving. It’s 
building an entirely new discipline. One of the most widely adopted metrics measures greenhouse-gas 
emissions. For investors who are focused on climate change—who are investing in renewable energy 
projects, for example—looking at a product’s greenhouse-gas emissions can help quantify the impact 
they’re having on the transition to a low-carbon-energy infrastructure. clvi 

There are different metrics by sector for sustainable forestry, affordable housing, and microfinance. 
Most investors aren’t familiar with them. We have a program to develop IRIS, a catalog of generally 
accepted metrics for measuring social, environmental, and financial performance, which are available 
free of charge to anyone, to establish common definitions for impact measurements. The vast majority 
of impact investors are using IRIS metrics in some form.  

What were other key findings of your survey?  

This market is strongly oriented around growth. It’s expanding into new sectors and new geographies, 
and most impact investors are increasing allocations. We’ve also seen engagement from mainstream 
firms: Eighty-four percent report that they’re making more impact investments. The total impact-
investment assets under management is $228 billion. Of the 81 respondents who’ve participated in the 
past five years, aggregate compound growth is 13% year over year. Of these respondents, 47% are from 
the U.S. and Canada. About 20% of the assets are allocated into the U.S. and Canada. Among the sectors 
attracting significant interest are financial services, including microfinance, and energy, especially 
renewable energy, both large projects as well as energy access.  

So many big firms like TPG, Bain Capital, and KKR have created impact funds lately. Why?  

Large institutional investors, as well as individual clients, are seeking opportunities to put their 
capital to work to build a more sustainable world. They’re responding to client demand. Recently I 
visited Hong Kong, Denmark, the Netherlands, and the U.K. All signs point to increased allocations. 
That’s a leading indicator for more growth in the market as they scale up allocations and deploy capital. 

There’s the convergence of a few factors. One, more and more people are aware of impact investing. 
They see a real opportunity to invest in sustainable solutions to social and environmental problems. It’s 
being combined with the increasing evidence-based performance data, so impact investing has increased 
credibility. And as more credible investors enter the market, there’s a network effect, meaning other 
investors follow. And some external factors are also prominent. The Paris Climate Accord of 2015 was 
very successful in gathering private-sector interest in managing climate risk and opportunities to invest 
in a sustainable energy economy.  
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Finally, the adoption of the U.N. Sustainable Development Goals drove a lot of interest among CIOs and 
CEOs of major institutional investors and asset managers. The endowments, pension funds, and 
insurance companies need to look at returns across decades to pay long-term obligations. And there’s an 
increasing recognition among them that if you’re looking at long-term financial performance, you also 
need to consider the social and the environmental impact of your investment portfolio. That will be a 
powerful driver of impact investing over the coming years. 

How does a retail investor access an impact fund?  

That’s evolving. One avenue is to work with a wealth manager or financial adviser. Increasingly the 
major wealth managers are putting more impact opportunities on their platforms. There are a host 
of independent platforms and strategies for retail investors, ranging from mutual funds to specialized 
notes. We’re keeping an eye on emerging firms like Swell Investing. There are other products like 
Calvert Community Investment Notes, the Enterprise Community Loan fund, the RSF Social Finance 
Social Investment fund. In Europe, Triodos Investment Management is active. There’s a whole range of 
community banks and sustainable banks that offer services like checking, savings, and money-market 
accounts, where your assets will be lent to low-income communities and/or to green businesses. So even 
people who have very modest financial holdings can be active as impact investors through very basic 
financial products.  

In a generation, impact investing will be widespread, and it will be business as usual to think about 
impact across your investment portfolio, from the largest institutions to everyday individuals who want 
to ensure they have the money to retire—but also to invest in the world they want to retire in.  

Thanks, Amit.  

Write to Leslie P. Norton at leslie.norton@barrons.com 
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Appendix J1.  Jails amd For-Profit Prisions  - Courts and Confinement 

• [ Note:  for Workers Cooperatives go to Appendix W, For Cooperatives in general, Appendix C. 
] 

 Fig. 20 

• Court Fines And Fees Can Create Cycle Of Poverty  
https://www.npr.org/sections/codeswitch/2015/02/09/384968360/jail-time-for-unpaid-court-fines-and-fees-can-
create-cycle-of-poverty 

Guilty And Charged  

• Jail Time For Unpaid Court Fines And Fees Can Create Cycle of 
Povertyclvii 

• Download   Transcript   �  February 9, 2015  5:38 PM ET   Heard on All Things Considered  

 

Joseph Shapiro  

On a night last week when the temperature dropped to 17 degrees, Edward Brown, who's 62 and 
homeless, slept at the bus stop in front of the Jennings, Mo., city hall in St. Louis County. 
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"It was cold, very cold," he says. "It's so cold I can't really move so I kept playing with my feet — 
rubbing 'em, twisting 'em, trying to keep warm."  

Brown's troubles started when he tried to fight the city of Jennings, and his story shows how court fines 
and fees can grow, turning an impoverished person's life upside down. 

The city wanted to condemn his small, crumbling house, where he had lived for 25 years. Officials sent 
him a citation for letting the grass grow too high. Brown stayed in the house after it was condemned, and 
received a citation for trespassing. 

Stephanie Lummus, an attorney at ArchCity Defenders who now represents Brown, says he had been 
bedridden from injuring his back, and was unable to push a lawnmower. He was ticketed, too, for not 
getting a rabies vaccine for his dog, Matrix. 

Altogether Brown owed the city $464. But Brown lives on a $488 Social Security check and food 
stamps, so he didn't pay his fines. 

"I went to jail for that," he says. Since 2009, he's been jailed several times — once for 30 days, another 
time for 20 days. 

 

 

Edward Brown, who was jailed for not paying fines he couldn't afford, is among 16 plaintiffs in two lawsuits filed against the 
cities of Ferguson and Jennings, Mo.  Joseph Shapiro/NPR   
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It's been six months since a police officer shot and killed Michael Brown — who's not related to Edward 
Brown — in Ferguson, Mo.  Now, a group of lawyers is suing the city and neighboring Jennings over 
another issue that's raised tension there: The heavy use of court fines and fees on traffic tickets and 
other low-level misdemeanor violations. 

When people can't pay those fines, the lawsuits claim, the cities arrest and keep them, sometimes for 
weeks at a time in dirty, overcrowded jails. 

Edward Brown is among the 16 plaintiffs in the two lawsuits, which were filed Sunday night. 

The lawsuits claim the cities of Ferguson and Jennings violate the rights of poor residents by issuing 
arrest warrants when people fail to pay court fines and fees, without first considering whether they are 
too impoverished to pay that court debt, and then by not offering alternatives, such as low-enough 
payment plans or the chance to work off fines with community service. 

In some cities in St. Louis County, but not in Ferguson and Jennings, judges let jail time count toward 
paying off court fees. 

Officials in Ferguson and Jennings did not respond to requests for comments, but there have been some 
reforms in reducing fines and fees in those cities. 

For example, in December, Ferguson and Jennings offered people the chance to lift arrest warrants, if 
they paid a flat fine and then agreed to pay what they owed on a new payment plan. 

In addition, local judges and state lawmakers have made additional proposals for court reform — 
including capping how much of a city's revenue can come from court fines and fees. More than a fifth 
of Ferguson's revenues in 2013 came from those sources. 

The lawsuits were filed by lawyers from Equal Justice Under Law, ArchCity Defenders and Saint Louis 
University School of Law. Last year, NPR's investigative series Guilty and Charged, showed that all 50 
states charge a long list of fees for court services, even for the cost of a public defender. 

The series found that poor defendants often struggle to pay these court costs — which typically add up 
to hundreds or thousands of dollars — and that people are sent to jail for not paying, even though 
debtor's prisons long have been outlawed in the United States. 

Lummus says the court in Jennings routinely asks Brown to pay $100 each month but fails to 
determine whether he has the ability to pay. "It doesn't matter what your reason is — they don't ask 
you what your reason is, and they don't care." she says. "So it might be as simple as 'he is homeless and 
has nowhere to go.' " 

Samantha Jenkins still owes $1,500 in court fines and fees, which she's unable to pay. She says she's 
scared that police will stop her and she'll be sent back to jail.  
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Brown keeps his clothes clean and his gray beard neatly trimmed. He looks bookish in wire rim glasses. 
But in prison, the lawsuit says he wasn't given his medicine, or a toothbrush or toothpaste. And even 
during those weeks-long jail stays, he never got a shower. 

"I manage better outside, okay, as a homeless man, than [when] I was incarcerated," he says. 

The lawsuits also challenge what they call the unsanitary conditions at the jail, saying this violates the 
rights of people when they are taken from court to jail. Michael John Voss, finance director and 
managing attorney at ArchCity Defenders, says these poor conditions are readily apparent to anyone 
visiting. 

There have been several suicides, or suicide attempts, in municipal jails in St. Louis County in recent 
years, including the suicides of two men in the Jennings jail, one in May 2013 and one in October 2014. 

New statistics from Missouri's attorney general show that in 2014 the city of Ferguson, which has a 
population of 21,000, issued nearly 33,000 arrest warrants for traffic violations and other low-level 
misdemeanors. Jennings, a city of 15,000 residents, issued 15,000 such warrants last year. Many of 
those went to people who lived outside those cities 

Samantha Jenkins, 47, lives with her two young grandchildren in nearby Overland, Mo. Last week, she 
had a milestone day — her parole with the Missouri state corrections ended. After years of addiction to 
crack cocaine, she's sober now and has a job interview set up. 

But even though her felony charges are over, she can't shake one last problem: She owes unpaid fines 
to the city of Jennings from getting caught stealing three steaks from a grocery store, about 14 years ago, 
when she was homeless. She's already spent weeks in jail for not paying those fines — most recently 
in 2012 — but still owes the city around $1,500. 

"It just made me feel like I'm never going to get out of this," she says. 

Jenkins knows police could stop her and take her back to the city jail at any time. She lives on food 
stamps and can't afford to pay back the money. 

"It made me feel sad, depressed, hopeless, helpless, like I can't win for losing," she says. "It's like, how 
am I ever going to get my life back together when this keeps holding, holding me back?" 

One step Jenkins has taken toward rebuilding her life: She's also a plaintiff in the lawsuit against the 
cities of Jennings and Ferguson. 

U.S. 2017 SLAVE STATISTICS 

Ninety-seven percent of 125,000 federal inmates have been convicted of non-violent crimes. It is 
believed that more than half of the 623,000 inmates in municipal or county jails are innocent of the 
crimes they are accused of. Of these, the majority are awaiting trial. Two-thirds of the one million state 
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prisoners have committed non-violent offenses. Sixteen percent of the country’s 2 million prisoners 
suffer from mental illness.  

Generally, inmate workers in private jails are paid 27 cents per hour of work. Far less than illegal immigrants. 
Thanks to prison labor, the United States is once again an attractive location for investment in work that was 
designed for Third World labor markets. A company that operated a maquiladora (assembly plant in Mexico near 
the border) closed down its operations there and relocated to San Quentin State Prison in California. In Texas, a 
factory fired its 150 workers and contracted the services of prisoner-workers from the private Lockhart Texas 
prison, where circuit boards are assembled for companies like IBM and Compaq.clviii  
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Appendix J2.  Japan 
 
Seikatsu Cooperative Union Club Consumers’ Cooperative Union is an association of 30 consumer 
co-ops with 300,000 members active in 19 prefectures across Japan. 
 
The name seikatsu means “life,” as in “the lives of people” – this signifies people who are not only 
consuming, but are consciously addressing the deeper values of life by how they conduct their daily 
activities. Over 90% of its members are women, making it one of Japan’s most powerful women’s 
organizations. The associations cooperatives are further organized into 200 branches which have 
independent management and carry out autonomous activities at a local level.  Members make monthly 
contributions of about ¥1000, and also invest substantial sums in the Association. As of 2010, the 
accumulated contributions of members had grown to $300 million, an average of about $1000 per 
member. The head office staff was over 100 people and, combining staff working there and at the 
branch level, the total employed was about 1,300. 
 
The Club has opposed the very idea of “consumer” as a definition of people. The Club enforces safety, 
health and environmental principles that guide its operations. Producers ratify these principles and work 
closely with the Association in order to participate in the system and work with members to improve 
standards. Producers make product information public based on the independent standards that the Club 
has set in agriculture, fishery, stock raising and processed food. Under the supervision of the 
Independent Auditing Committee, members carry out “mass independent auditing” of production sites. 
This auditing of product standards by members is one of the characteristic activities of the Association 
and, along with product testing, is one of the most popular activities of co-op members. The Club also 
ensures that the products are environmentally safe. 
 
Farmers contracted for specific amounts of produce based on pre-orders by co-op members. Produce 
was then delivered to co-op distribution centers where delivery trucks brought the pre-ordered products 
to the neighbourhoods. Local Han would then coordinate the neighbourhood distribution. The system 
was efficient, cheaper to operate and subject to careful supervision by co-op members. It cut out the 
middleman, ending profiteering; it allowed farmers to plan and produce for confirmed buyer, thereby 
avoiding the waste and risk associated with mass production for uncertain markets; direct distribution 
from farm to the household eliminated the need for stores, warehousing and expensive packaging, this 
cutting capital and overhead costs; and the system facilitated direct communication and collaboration 
between consumers and producers on how to improve the system and products. The Club now owns 
nine companies that produce products for its members. 
 
As of 2010, this partnership with producers had brought 3000 consumer goods to the market in 
accordance with Club specifications. In contrast to supermarkets that stuck up to 300,000 items, the 
Club offers only one brand of each product it sells. This brand is usually superior to the rest, and the 
practice reduces unnecessary competition between the brands and eliminates advertising costs that are 
passed on to the consumer. In the co-op’s view this reduces the manipulation of consumers, especially 
since co-op members test products before they are brought to the market. All costs from production to 
distribution are made public. In this way, the producer’s livelihood and businesses are secured. Finally, 
the restricted stock of basic goods means that the co-ops can place large bulk orders for a single product, 
often reducing costs to below what even large retailers can offer.clix 
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Appendix K.  Kilowatts for Households 

The Powerwall is powering an energy revolution. 

By Mike Brown  on May 25, 2018 
Filed Under Batteries, Power & Solar Energy 

Tesla Powerwall is helping to harness a new generation of renewable energy.  On Friday, CEO Elon 
Musk shared statistics from Twitter user Israel Melendez, whose solar setup in Manatí, Puerto Rico, has 
already taken his house, office and workshop completely off-grid — even with energy to spare. 

Melendez shared screenshots from the Tesla app for the Powerwall, a battery the company sells that 
stores solar energy for use around the clock. He has 55 standard 220-watt panels set up to form a 12-
kilowatt array, paired with three Powerwall 2 batteries that store around 14 kilowatt-hours each. This 
setup is enough to achieve full energy independence: in one day his roof generated 68 kilowatt-hours, 
while he only used 25.8 kilowatt-hours resulting in 42 kilowatt-hours of surplus energy. By his 
calculations, that’s enough to power a Tesla Model 3 for 175 miles with 56 percent battery: 

“TODAY our solar roof generated 68 kWh. My house consumption was 25.8 kWh giving us a surplus of 
42 kWh of energy. That's enough to charge a @Tesla Model 3 56%, good for 175 miles. That's just one 
day! This is the new #PuertoRico.”  #PowerWall2 pic.twitter.com/64W19ES78w 

— Israel Melendez, Jr. (@tecnocato) May 23, 2018 

The $6,600 second-generation Powerwall started deliveries last year, as a key component of Musk’s 
green energy future. In his October 2016 “house of the future” demonstration, the Powerwall 2 paired 
with a Tesla Model 3 in the garage and a Tesla Solar Roof to provide a complete solution, but 
Melendez’ setup shows how buyers don’t need to spend the estimated $21.85 per square foot on Tesla’s 
own solar roof solution to go off-grid with the Powerwall.* 

Melendez noted that the app made him realize how much his coffee maker and microwave oven use in 
energy. It’s a similar experience to Amanda Tobler, one of the first buyers of the Tesla Solar Roof in 
San Jose, California, who told Inverse this month that she “just [has] a new level of awareness” about 
how much her oven and dryer consume on a regular basis. 

The Powerwall 2 is about to power even larger projects. Fresh from building a 129 megawatt-hour 
battery installation in South Australia, Tesla has received confirmation that the newly-elected state 
government will pursue plans to fit 50,000 homes with Powerwall 2 batteries and solar panels, 
producing 250 megawatts of power in the world’s largest virtual power plant. 

• Household’s International Purchasing Cooperative buying power will impact their costs. 
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Appendix L.  Law and Order 

Seeing the light.clx  Women’s Physical Security from Abuse Ladies 

 

Spousal abuse has taken a new turn. Men go to work and use their cell phones with the Internet of 
Things (IoT) to turn the heat up and down, the oven on and off, the burglar alarm on and off etc. 

 
wcms_457317.pdf 
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It stands to reason that any Household Buying Power Association’s opportunity to succeed improves 
where there is law and order – in a jurisdiction where every human being’s rights and freedoms are 
recognized by law. Accordingly, this map will inform our rollout; an enlightening indicator of a new 
HBPA’s ability to be welcomed by, and enjoy the active patronage of, the majority of households. 
HBPA member households will, in confidence, report corruption to an agency of the IPC. Upon 
confirmation, action will be taken. Easily the most efficacious incentive - IPC buyers will neither 
negotiate nor purchase goods or services for HBPA members from persons or organizations believed to 
be corrupt.  This IPC agency will work closely with the Kofi Annan Foundation and through it, with the 
UN Global Compact in New York and act as a point of contact for UN Global Compact signatories in a 
country. This purchasing power play should slash member households’ costs 5% to 15% overall.  

 

------ 

http://www.constitution.org/costcorr.htm 

The Cost of Corruption and Abuse© 1994 

The Measure of Corruption 

During the past several decades, American citizens have become increasingly aware of corruption and 
abuse in this society, both official and corporate. Many by being the victims of it, or by personally 
knowing its victims.  Others, through the many exposes that have been written. However, most of these 
provide only anecdotal evidence. What is missing are estimates of the extent of this corruption, and 
the costs of it to our country. Such estimates must of necessity be very rough, as reliable statistics are 
generally not accessible if they exist at all, but we can come up with working numbers until better ones 
become available, based on both public and insider information. 

 

Market Corruption. This covers all those commercial transactions made not on the basis of price or 
merit but as the result of bribes, kickbacks, or extortion. It includes rigged bids on construction 
contracts, excessive prices on items sold, labor padding, and bribes paid to secure peace with labor. It 
also includes the excess costs of red tape intended to prevent such abuses, which would not be necessary 
if the threat were not as great, although such measures seldom prevent waste or abuse and often serve 
more to cover up the abuse than reduce it. In many jurisdictions, such corruption is endemic, and few if 
any areas avoid it. It has been variously estimated that such corruption adds between 5 and 15 percent 
to the cost of all goods and services. The latter figure is probably closer, and it may even be higher. 

A general excess cost of 15 percent is the equivalent of a tax to the average worker,clxi with a median 
annual income of $23000, of $3450 per year. If made available for productive purposes, that could be 
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expected to increase the number of jobs by about 10 percent, or about 12 million jobs, which would be 
more than enough to absorb the entire unemployed population of the U.S., estimated to be about 10 
million, and could also be expected to raise average income by about 10 percent, and add about .5 
percent to the average annual growth of the GDP. 

 

Narcotics. Illegal drugs are estimated to drain about $200-300 billion from the economy each year, 
which amounts to about 4-5 percent of the GDP. Contrary to disinformation about a "war on drugs", that 
volume of trafficking is made possible only by official protection or participation, probably at least 80 
percent of it. It is estimated that about 40 percent of all cocaine and heroin is smuggled in directly by 
such federal agencies as the CIA, DEA, and FBI, especially the CIA. The "war on drugs" is only to keep 
prices high, limit competition, and deceive the public. Some of the money is used to finance covert or 
illegal government operations, but much of it is used to enrich officials, international bankers, and to 
acquire assets. The results of that acquisition is to bring an increasing proportion of the economy under 
the control of criminals, and with it increasing political power. 

To the direct costs of the drugs must be added the costs in increased crime, law enforcement to deal with 
that crime, and the cost in lost lives, health, and property. Taken together, we can estimate that the 
aggregate cost amounts to about 12 percent of the GDP, 80 percent of which is attributable to official 
corruption, equivalent to a tax of about $2300 per year for the average worker. It can be estimated that 
more than half of that money is not returned to the economy as consumption or new investment, but is 
used to acquire existing assets without creating any new value, resulting in a loss to the economy of 
about 8 million jobs, or almost as many as the number of unemployed. It also makes a major 
contribution to the balance of payments deficit, perhaps as much as $40 billion a year, since most of the 
money is removed from the U.S. and only returns from abroad to acquire assets or purchase U.S. 
government bonds, the interest on which is then repatriated abroad. This balance of payments deficit 
increases the cost of imports to U.S. consumers, especially oil, which is the major product imported, 
which in turn contributes to increased costs for everything. At the same time it increases the capital 
available for creating jobs abroad that compete with U.S. workers, further contributing to 
unemployment, far more than the effects of reduced tariffs. 

 

Raiding. This covers a variety of attacks on productive assets, including financial institutions, 
businesses, and individuals, by corrupt parties, including several agencies of the U.S. government. The 
largest category of this raiding was the contrived collapse of the savings and loan industry, mainly under 
the direction of the CIA and Justice Department. Thrift institutions were induced to make bad loans to 
members of the conspiracy, then taken over, looted, and seized, their owners wiped out, and their assets 
sold to the conspirators at fire sale prices, paid for with the same money obtained by the bad loans. This 
process placated the public during the 1980s by stimulating a real estate boom, which created a brief 
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period of prosperity, but led to the recession of the 1990s when the real estate boom failed. It is 
estimated that the collapse of the thrifts diverted about $1 trillion from productive use, about half of 
which went into the offshore coffers of the CIA and other corrupt interests. It resulted in an increase in 
the national debt which may cost the average worker about $2000 a year for the next 50 years, and will 
cost the economy about 8 million jobs a year over that period. 

Lesser but still important forms of raiding include bankruptcy fraud, not just the kind in which the 
bankrupt commits fraud, but the kind in which parties who file for Chapter 11 protection have corrupt 
judges and trustees contrive to cause them to lose all their assets, which are then bought up by cronies of 
the judges and trustees for pennies on the dollar. Again, the CIA has played a prominent role in 
orchestrating this kind of raiding. 

Another approach to raiding is done by having subsidized government-owned businesses called 
proprietaries compete with ordinary businesses, forcing them into financial distress, then manipulating 
their financing sources to force them to liquidate or sell. Once the agencies gain control of the 
businesses, they either loot them of their assets and cover their tracks by putting the business into 
bankruptcy, or else continue to operate it and to bring strategic sectors of the economy under agency 
control. Again, the CIA has been one of the major agencies doing this. It is estimated that this approach 
is costing the economy more than $100 billion a year, or about 1 percent of GDP. It also results in 
increased unemployment as looted or sold businesses lay off workers, and although many of them get 
other jobs elsewhere, there is a net loss during the period they are unemployed, and a loss in reduced 
wages after they do get other work. 

 

Legal abuse. This is essentially a conspiracy of most of the legal profession against the public, resulting 
in an excess of legal costs over what they should be of about 80 percent, which in turn increases the 
costs of goods and services by about 2 percent, on the average. In some cases, by much more. For 
example, about 70 percent of the cost of a new aircraft is due to the cost of liability insurance, which is 
the indirect result of this legal conspiracy. It also takes other forms. Attorneys often sell out their clients 
to the opposition, resulting in their clients losing their cases. They also often conspire to defraud the 
heirs in probate, manipulating appraisals and diverting the assets to themselves or their cronies. More 
than half of all judges are compromised, and pervert the judicial process to serve the interests of 
the Power Elite. 

 

Vote fraud. Most computerized elections can be rigged whenever the Shadow Government chooses to 
do so. It goes through the motions of influencing elections with large contributions and manipulation of 
the mainstream media, but if those methods fail, the voting machines give the result that was 
predetermined. This results in a terrible cost of a loss of public confidence in the political process and 
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the legitimacy of the established institutions of society, a loss of morale and confidence, and reduced 
cooperation and compliance with voluntary taxation. 

 

[] Rodney Stich, Defrauding America, 1994, available from Diablo Western Press, Inc., PO Box 5, 
Alamo, CA 94507, 800-247-7389, $27.25 Ppd. 

 

[] James M. & Kenneth F. Collier, Votescam: The Stealing of America, 1992, available from Victoria 
House Press, 67 Wall St #2411, New York, NY 10005, $10.00 Ppd. 

 

For more information contact: 

Constitution Society, 6900 San Pedro #147-230, San Antonio, TX 78216, 210/224-2868 

Copyright © 1994 Constitution Society.  Permission is granted to copy with attribution for 
noncommercial purposes. 

 

https://www.linkedin.com/pulse/shining-bright-light-dark-corners-weak-governance-christine-lagarde/ 

… The paper we [IMF] have just issued presents empirical results showing that high corruption is 
associated with significantly lower growth, investment, FDI, and tax revenues. Sliding down from the 
50th to 25th percentile in an index of corruption or governance is associated with a fall in the annual rate 
of growth of GDP per capita by half a percentage point or more, and a decline in the investment-to-GDP 
ratio by 1½–2 percentage points. Our results also show that corruption and poor governance are 
associated with higher inequality and lower inclusive growth… Corruption is a major obstacle to 
attaining the Sustainable Development Goals. 

 

Note: IPC’s blockchain ledgers will document the provenance and most related payments of any item 
end to end. Corrupt pricing can show up under comparative digital analysis.  
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Appendix M.  Map of U.S. Census Districts  

 

This map shows 9 Census Divisions. To complete the 10 North American HBPA Divisions add Puerto Rico, add 
transnational HBPA Divisions based in San Juan Puerto Rico. To round out N. Am. For 2019, add 9  HBPA 
provincial divisions across the U.S. border with Canada plus 6 “transnational divisions” in San Juan controlling 
co-op assets in the U.K, Spain, France, Italy and Mexico. Incidentally, there are already 50 cooperatives based in 
the Territory of Puerto Rico. At $50 million each (Reg. A+) every 12 months 24 HBPAs + the IPC = $1.25 Bn. 

On the continent, the borders between Divisions will vary somewhat from those of the Census Bureau (above 
map) in order to include counties in adjacent states and thereby engage more State and Federal District Attorneys 
so as to enable more potent legal postures. For example, our East South Central HBPA Region can reach across 
boundaries a bit to a county in the East North Central district – and vice a versa, while West South Central may 
have a county in the Mountain Region.  Ontario may reach into Québec and vice a versa.  Transnational Districts 
must have their headquarters in the United States or Canada as required by SEC Regulation A+ rules.  
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Although there will be an HBPA office located in every Census Division, the map below shows cities where 6 of 
those U.S. HBPA divisions will be located.  The other four are Boston, Honolulu, Memphis and Minneapolis.  
The DD Labs will be in Rochester, MN,  Rochester, NY. And San Jose, CA. 

 

 

Workers co-ops and, in some cases Benefit Corporations, seeded by the Federation will be encouraged, where 
practicable, to locate in Micropolitan Statistical Areas so far as the USA is concerned. Considered too will be 
transportation, single-branch bank access, schools and opportunity for the HBPA’s WiFi 6 BISP.   
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Appendix N.  Net Neutrality 

December 14, 2017 Future Societyclxii In Brief 
In a 3-2 decision, the Federal Communications Commission today voted to remove the 2015 laws enforcing net 
neutrality.  

We knew it was coming, but it finally happened: the Federal Communications Commission (FCC) just 
voted to end net neutrality – the regulation that prohibits internet service providers from blocking certain 
services, slowing down particular websites, or charging more to access them. In a close 3-2 vote, the 
commissioners chose to remove the Obama-era regulations enforcing net neutrality. The vote also 
signifies a more philosophical shift: the FCC will no longer consider the internet a utility, further 
restricting the commission’s ability to regulate it. 

The three Republican commissioners led the decision, despite a messy commenting period and 
vehement opposition from citizens and companies alike. 

Immediately following the vote, New York Attorney General Eric T. Schneiderman released the 
following statement announcing that he will lead a multi-state lawsuit to stop the rollback of net 
neutrality: 

“The FCC’s vote to rip apart net neutrality is a blow to New York consumers, and to everyone who 
cares about a free and open internet. The FCC just gave Big Telecom an early Christmas present, by 
giving internet service providers yet another way to put corporate profits over consumers. Today’s 
rollback will give ISPs new ways to control what we see, what we do, and what we say online. That’s a 
threat to the free exchange of ideas that’s made the Internet a valuable asset in our democratic process.  

Today’s new rule would enable ISPs to charge consumers more to access sites like Facebook and 
Twitter and give them the leverage to degrade high quality of video streaming until and unless 
somebody pays them more money. Even worse, today’s vote would enable ISPs to favor certain 
viewpoints over others. 

New Yorkers deserve the right to a free and open Internet. That’s why we will sue to stop the FCC’s 
illegal rollback of net neutrality. 

Today’s vote also follows a public comment process that was deeply corrupted, including two million 
comments that stole the identities of real people. This is a crime under New York law – and the FCC’s 
decision to go ahead with the vote makes a mockery of government integrity and rewards the very 
perpetrators who scammed the system to advance their own agenda.  

This is not just an attack on the future of our internet. It’s an attack on all New Yorkers, and on the 
integrity of every American’s voice in government – and we will fight back.” 
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Appendix O.   Outlays per Household – Annual Budgets - BLS 

https://www.google.com/url?q=https://www.bls.gov/opub/reports/consumer-
expenditures/2016/pdf/home.pdf&sa=U&ved=0ahUKEwiYqvKy4sLeAhVB9YMKHZDnAWkQFggKMAI&client=inte
rnal-uds-cse&cx=013738036195919377644:6ih0hfrgl50&usg=AOvVaw1iaIMUcic7witq1SN0YKTh 

A consumer unit is similar to a family, in that it includes persons living together who are related by blood, marriage, adoption, or other 
legal arrangement. However, the term also includes single persons who live in the same dwelling but are unrelated and financially 
independent, such as roommates sharing an apartment. U.S.A.: 130 million such households in 2018, see  TABLE 1502  
https://www.google.com/url?q=https://www.bls.gov/cex/2017/aggregate/cucomp.pdf&sa=U&ved=0ahUKEwj-xa-
g8MLeAhUq6oMKHXKnB20QFggOMAQ&client=internal-uds-
cse&cx=013738036195919377644:6ih0hfrgl50&usg=AOvVaw0gDNo5zRu4wSER_00un88I 

Consumer Expenditures  U.S. Bureau of Labor Statistics 
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Appendix P.  Private Equity (PE) – CLOs, Leveraged Loans, Due Diligence (DD) 
      Hedge Funds v. IPC/HBPA Co-Op Federation     
8.8%/Yr. Bonds 
 
https://www.slideshare.net/slideshow/embed_code/key/sCvJE2TkV23FDn 

“Introduction 

If the Actuarial Standards Board and ask recommendations from its Pension Task Force, actuarial 
valuations for state and local government pensions will report unfunded liabilities of over $5 trillion in 
funding ratios of just 39%. The public pensions industry will hate it, but those figures are the best 
available measures of the costs of public employee retirement plans”, explained Andrew Biggs, resident 
scholar at the American enterprise Institute. 

Under current practices, U.S. state or local government employee retirement plans discount their benefit 
liabilities using their assumed returns on the investments. When the plans forecasted investment returns 
are met in the future, a public pension fund should be able to pay all benefits it owes to its beneficiaries. 
Today, most public pension funds hold about 75% of their investment in risky assets such as private 
equity, stocks and real estate with an estimated 7.6% average rate of returns. (Biggs) 

However, public pension funds investments and hedge funds have not reached their target returns over 
the past three years. These investment practices are not only breaking their projections of returning 
7.6%, but are also costing large sums of money in management fees… 

This report will investigate the investment practices of the Kentucky Retirement System (KRS), the 
Orange County Retirement System (OCERS), and the Texas Employees Retirement System (TERS) in 
hedge funds over the past three fiscal years. A goal will be to determine if these pension funds should 
terminate their hedge funds programs. 

In 2016, state and local retirement systems managed over $3.6 Trillion in public fund investments… 
Now, pension managers can also diversify their allocation and fixed incomes such as high-yield bonds, 
student loans, commercial real estate loans or even credit card debt. (Whiteside)  As of today, the 
California Public employees retirement system, the largest U.S. public pension funds, as allocated over 
20% of its portfolio in fixed income securities… 

The largest hedge funds include Bridgewater Associates, AQR Capital Management, Man Group and 
Millennium Management. These four firms alone represent a total of $245 Billion of assets under 
management (AUM), while $3.22 Trillion of AUM was managed across the entire industry by the end of 
2016. (HF Insight).  Today, there are 109 hedge funds managing $1 billion of assets or above. 

The most common strategies employed are Equity Long/Short, Global/Macro, Fixed-Income Arbitrage, 
Multi-Strategy and Event Driven. In 2015, the dominant strategy was Equity Long/Short which 
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represented 27.2% of the industry. Long/Short hedge funds, for example, affirms investing long 
positioning in stocks believed to be the best performing and selling short the worst-performing ones. 
Long/Short hedge funds use long positions to finance their short positions and have short-term focus on 
the duration of their investments. 
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… The Kentucky Retirement Systems liabilities grew from 10.98 Billion in 2001 to 29.7 Billion in 
2016. While unfunded liabilities have been accumulating, the total assets have decreased from $14.57 
Bn to $10.88 Bn in 2016…  
 
Conclusion 
 
This paper has shown that hedge funds have had poor returns.  Across the entire hedge fund industry, 
only 56% had positive returns in 2016. Figure 3 clearly shows the superior performance of stocks 
compared to any hedge fund strategies. 
 
Hedge funds have not delivered their promised returns. Based upon the in-depth analysis of the KRS 
and the OCERS, we can conclude that hedge funds have not added value to public pension funds’ 
portfolios for the past three years. It is also obvious that safer investments in other instruments, such as 
fixed income, would generate similar returns as hedge funds, with lower fees and risks, and superior 
regulation, oversight, liquidity and transparency. Selling hedge funds in favor of other asset classes will 
save large sums of fees paid by hard-working government employees to sustain dying hedge fund firms. 
Pension funds have long-term horizons so they do not focus on short-term strategies. 
 
Warren Buffett continues to win his $1 million bet that the S&P 500 would outperform hedge funds. 
Warren Buffett’s bet is up 85.4%, while Protégé’s basket of hedge funds is up only 22% (Loomis). Why 
would you want to bet against Warren Buffett?” 
  



G
 

297 

 

 
https://www.institutionalinvestor.com/article/b1bm2bdl8vm1w3/Boutiques-Beat-Larger-Managers-With-
Remarkable-Consistency 

‘Boutiques Beat Larger Managers With ‘Remarkable Consistency’ 

The average active manager may be underperforming the index, but boutique asset managers have 
consistently beaten benchmarks, an AMG study says. 

• Julie Segal  

October 30, 2018  

Investors looking to outperform markets as a whole via active management should hire boutique 
investment firms, according to a not-yet-released study from Affiliated Managers Group.  Money 
managers with less than $100 billion — a generous definition of boutique, to be sure — annually 
generated 62 basis points above their larger peers, on average. Boutiques beat relevant indices by 135 
basis points annually between 1998 and 2018, the study found.  

Over 20 years that meant investors solely in boutiques would have 16 percent more wealth than if they 
had hired mega-managers. 

“There’s a remarkable consistency to the outperformance of boutiques,” said Hugh Cutler, head of 
global distribution at AMG, in an interview with Institutional Investor. “That means that as an investor 
if you go to a database and plug in criteria such as size and the amount of equity owned by the firm’s 
principals, you’ll be 16 percent better off than if you hadn’t done that.”  

AMG invests in boutiques and has a vested interest in the category’s outcome. For the study, it looked at 
20 years of data covering 1,300 global investment management firms and 5,000 institutional equity 
strategies. The study also looked at 11 product categories and accounted for survivorship bias by 
including strategies no longer offered by asset managers. 

[II Deep Dive: Active Managers Will Survive and Thrive, Report Says] 

AMG also defined boutique for the study as a manager whose principals owned a minimum of 10 
percent of the firm and whose business is solely asset management. These managers could not be part of 
a larger organization such as an insurance company or bank. AMG did not look at firms offering factor-
based products or funds of funds.  

Boutiques did best in U.S. small-cap value equity, outperforming non-boutiques by 1.62 percent per 
year, and in emerging markets equity, with a 1.08 percent advantage.  

AMG’s study also showed that top decile and top quartile boutiques outperformed by 2.76 percent and 
1.71 percent, respectively. 
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When investors evaluate managers, they look for persistence of performance and other measures. AMG 
found that boutique managers beat their respective indices 54 percent of the time in years following one 
in which they outperformed, a common way to evaluate persistence of performance.  

Cutler said smaller managers with certain characteristics such as equity ownership of the firm’s talent 
outperform for a number of clear-cut reasons. For one, the best investment management shops are 
willing to close to new investors funds that are growing too large. Portfolio managers that have stakes in 
firms’ long-term performance are most willing to close popular funds. The company loses sales in the 
short term, but in the long term it preserves returns. “If it’s your own firm, you’re more conscious that 
you carry on performance and less interested in assets,” said Cutler.  

Separately, Cutler said some large asset managers that offer multiple boutiques under a centralized 
organization aren’t the same as boutiques that operate independently. “If you rely on centralized 
research and a centralized risk system, then that’s great. But it doesn’t give you that investment 
autonomy that you’re looking for,” he said. “We don’t tell our affiliates that you need to watch your 
factor exposure, for example. We’re letting them make their own decisions.”  

• Filed Under: 

• Corner Office 

Average BDC Yield 

 

https://www.bdcbuzz.com/2019/09/09/how-to-get-institutional-investors-into-a-
bdc/?mc_cid=68fdca6ad1&mc_eid=c165e59e1b 
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How a Leveraged Loan Works  

A leveraged loan is structured, arranged, and administered by at least one commercial or 
investment bank. These institutions are called arrangers and subsequently may sell the loan, in a 
process known as syndication, to other banks or investors to lower the risk to lending institutions. 

8.8% 25 Year Zero Coupon Bonds  $50 Face Value –  

One ($6.07) Per Week / Household 

  Fig. 20 

https://www.businessinsider.com/leveraged-loan-record-87-percent-covenant-lite-2019-2 

The risky 'leveraged loan' market just sunk to a whole new low 
Jim Edwards 

Feb. 17, 2019, 7:44 AM  

The quality of leveraged loans took another deep dive last year. REUTERS/Bobby Yip  

• 85% of all leveraged loans — one of the most-risky types of corporate debt — are now "covenant-
lite." 

• That means they lack traditional requirements for companies to maintain certain financial 
benchmarks that protect the investors who pay for them. 

• Leveraged loan quality is thus at a record low. 
• Bank of England Governor Mark Carney compared it to the subprime mortgage crisis of 2007. 

The leveraged loan market has set a new record: The quality of investor protections in this market just hit a new 
all-time low.  

By the end of last year, 85% of all leveraged loans — one of the riskiest types of corporate debt — were 
"covenant-lite," according to the Leveraged Data & Commentary unit of S&P Global Market Intelligence. That 
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means they lacked the traditional requirements for companies who take such loans to maintain or beat certain 
financial benchmarks.  

The volume of newly issued "cov-lite" leveraged loans and their percentage share of overall institutional loan 
issuance.Leveraged Commentary & Data/S&P Global Market Intelligence 

In Europe, the situation was even worse. 87% of leveraged loans were "cov-lite."  

As recently as 2011, only 23% of such loans were cov-lite.  
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Europe is even more lax: cov-lite loans reached 87% of total new issuance in 2018.Leveraged Commentary & 
Data/S&P Global Market Intelligence 

Last year, $452 billion in new cov-lite issuance was added to the market. That number was down from the $470 
billion issued in 2017.  

The scale of the problem has worried Bank of England Governor Mark Carney.  

The market is awash with "80% cov-lite, on the road to no-doc underwriting, which happened 11 years ago," 
Carney told parliament in January.  

"No-doc underwriting" is a reference to the low standards of subprime mortgage lending that led to the financial 
crisis of 2007/2008.  

"This is very clear evidence of a steady decline in underwriting standards. We are also concerned that the pace of 
growth has been quite rapid for some time," Carney added.  
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Total leveraged loan issuance, which includes institutional issuance (in the charts above) plus issuance to banks, 
is over $700 billion.LCD, S&P Global Market Intelligence 

Leveraged loans are so called because they are often used by private equity groups to take over companies in 
leveraged buyouts (LBOs), or by companies who have run into trouble and are locked out of the higher quality 
corporate credit markets.  

The "leverage" aspect comes from the notion that such loans are a bet on the future of the company.  

A leveraged loan is risky because it is "leveraged" against the private-equity group's money and its ability to 
turn a struggling company around while paying off all the debt.  

The loans are sold in packages (called collateralized loan obligations, or CLOs) to other 
investors much the same way as mortgages are bundled for people who want the stream of cash flows from a 
mortgage-debt investment. Lenders receive a high rate of interest because the risk of failure is comparatively 
high.  
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Mark Carney, Governor of the Bank of England, is not a fan of cov-lite 
loans. Hannelore Foerster/Getty  

The total of outstanding leveraged loans on the market is around $1.6 trillion, but estimates vary. The total of 
leveraged loan new issuance — which includes types of loans not included in the above charts — was over $700 
billion in 2018.  

LCD/S&P analyst Ruth Yang, in a useful article assessing the cov-lite problem, points out that cov-lite on its own 
doesn't mean that a company's underlying credit is weak.  

The market is aware that cov-lite is the default option for leveraged loans and has clearly accepted the situation, 
she says. But lack of covenants do deprive the market of an early warning system if things going wrong, she says:  

"It is important to remember that in the rush to assess the health of this long-standing bull market, cov-lite in 
and of itself is not a sign of credit risk. Cov-lite simply means that maintenance covenants—a lender's early 
warning system—are no longer present, and that the loan market has adopted a bond market approach to 
covenants."  

"If the underlying credit is healthy and the business model supports the issuer's ability to manage debt, the loss 
of maintenance covenants is moot. However, if credit quality is poor and market conditions weaken the 
performance of borrowers, cov-lite makes it more difficult for lenders to identify—much less intervene with and 
influence—weakening credits."  

• Read more:  

The riskiest part of the corporate debt market is inching toward a historic danger signal 

Investors just pulled out a record $13 billion from the shaky leveraged-loan market 

The 'zombie' problem: Low interest rates and 'leveraged loans' sustain a vast number of lousy companies that 
should have gone to the wall years ago 

$1.6 trillion in risky corporate debt ballooned after the Trump administration reversed an Obama-era policy 
discouraging high leverage   
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https://www.bloomberg.com/news/articles/2019-07-16/a-leveraged-loan-collapses-and-reveals-key-risk-in-
credit-market 

A Leveraged Loan Collapses and Reveals Key Risk in Credit Market 
By Katherine Doherty  
and Lisa Lee  
July 16, 2019, 7:00 AM EDT  

• Clover Technologies loan tumbled 30 cents in about 48 hours  
• Global chase for yield allowed explosion in risky borrowing  

Operating out of a Chicago suburb, in a low-slung, red-brick building wedged between a Hyatt and a 
Radisson, Clover Technologies is in the mundane business of recycling everything from inkjet cartridges 
to mobile phones. 

But in the past week it abruptly -- and alarmingly -- caught the attention of Wall Street. Almost 
overnight, a $693 million loan Clover took to the market five years ago lost about a third of its value. 
The startling nosedive stung even sophisticated investors, people who deal in the arcane business of 
trading corporate loans. 

Clover’s loan isn’t especially large by Wall Street standards, yet its stark and swift decline set off fresh 
alarm bells -- bells that regulators have been sounding for months. It immediately became a real life 
example of the perils of investing these days in the $1.3 trillion market for leveraged loans, where a 
global chase for yield has allowed an explosion in borrowing and lax underwriting. In a market where 
trading can be thin -- and at a time when illiquidity is suddenly becoming a prominent concern in credit 
circles -- the episode shows how loans to highly leveraged companies can quickly implode when 
fortunes change. 

When buyers “head for the exits at the same time, prices can drop fast and furiously” given the lack of 
liquidity, said Soren Reynertson of investment bank GLC Advisers & Co., which specializes in debt 
restructuring. 

A representative for 4L Technologies Inc., Clover’s legal name, and its private equity owners, Golden 
Gate Capital, declined to comment. 
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Clover had been operating since 1996 when it was acquired by Golden Gate in 2010 for an undisclosed 
price. Golden Gate followed the usual path of private equity buyouts -- it piled debt on the 
underlying company to extract dividends. 

Using the leveraged loan market as a wallet, the company took loans that funded dividend payments 
totaling at least $278 million -- $100 million in 2013 and $178 million in 2014. (Portions of the 
overall proceeds went to shareholders as well as to refinance the company’s existing debt and certain 
fees, according to a Moody’s report.) Clover also asked lenders for a further $100 million in 2014 to pay 
for an acquisition. 

Those loans, as is typically done, were bought mostly by mutual funds and collateralized loan 
obligations, which bundle such leveraged debt into higher-rated securities that are pitched to more risk-
averse investors. There’s been little trouble finding buyers for CLOs in recent years. With yields on 
high-grade bonds hovering near zero across much of the world, investors have been hungry for the juicy 
returns that these loans offer and, more and more, tend to overlook the lack of protection afforded. 

Covenant Problems 

Indeed, Clover’s deal, like many these days, was known as “covenant-lite.’’ It contained no provisions 
that required Clover to alert investors to signs of trouble after undergoing financial tests every 
quarter. That meant that investors were left with little leverage over the company. Jessica Reiss, head 
of leveraged loan research at Covenant Review, describes the growing number of weak credit 
agreements as “death by a thousand paper cuts.” 

But Clover’s substantial debt left little room for error, and soon after the company began struggling. In 
2014, S&P Global Ratings lowered the company’s outlook to negative and three years later Moody’s 
Investors Service and S&P downgraded its rating. Still, with the exception of a sell-off two years ago, 
the loan largely held its value in the secondary market. 

Read more: A QuickTake on the lure of leveraged loans 

Until July 9. Clover disclosed that day it had lost two key customers and hired advisers to study its 
options. The price of its loan quickly plummeted from 97 cents to around 65 cents, which put it in the 
distressed category. 

Two days later, Moody’s downgraded the company a notch to Caa3. It cited its “aggressive financial 
policies, evidenced by its private equity ownership and history of shareholder distributions and large 
debt-funded acquisitions.’’ 

Distressed Loans 

The downgrade accelerated the fall by creating a bevy of sellers. CLOs and mutual funds, among the 
biggest holders, were likely forced to dump Clover debt because they are limited in how much they can 
own in distressed loans. 
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Investors also bore all the losses because the financing was structured as a single loan -- no other 
loans or high-yield bonds were used. In other troubled deals, any unsecured debt would take the brunt of 
the losses first, cushioning the blow. The use of these loan-only capital structures is rising, 
showing up in about 60% of buyouts, a sign of just how pliant investors have become. 

Moody’s now predicts a higher likelihood Clover will default on its debt obligations. The ratings agency 
cites concerns over long-term viability of the business and “unexpected” operational developments. Its 
debt is just over 6 times its earnings, a level that typically raises lender concerns about the company’s 
ability to meet its financial obligations. Another warning sign came in May when the company pulled a 
seemingly attractive refinancing plan that offered a high yield of nearly 9% with a short, three-year 
maturity. 

Investors may recall similar blowups in the credit market. American Tire Distributors’ bonds and loans 
plunged into distress less than a month after it announced the loss of two key suppliers, Goodyear and 
Bridgestone. ATM-maker Diebold Nixdorf Inc. also saw its bonds fall to almost half their face value 
after it posted an unexpected second quarter loss. 

“Highly levered companies are even more sensitive to reductions in revenue,’’ said Reynertson. “Cash 
flows can evaporate overnight.” 
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https://www.bloomberg.com/quicktake/leveraged-loans 

quicktake 

Leveraged Loans 
By Sally Bakewell  
Updated on January 30, 2019, 1:43 PM EST  

A dark corner of the financial market springs to life. Money piles in. Prices surge. Small investors 
clamor for a piece of the action. In the frenzy, risks are pushed aside. We've seen this movie before, and 
the later scenes usually aren’t pretty. With so-called leveraged loans — high-interest, floating-rate 
borrowing by companies with shakier credit — the ending still isn’t clear.  

Their growth has been explosive, providing more than $1.3 trillion in loans used by U.S. companies 
and private equity firms to do things like fund buyouts, pay shareholder dividends and refinance 
borrowings. But not all bubbles end with a bust — sometimes the air just leaks out of them. If there’s a 
happy ending, it might be the work of regulators who tried to crack down as debt piled up, or it might be 
because the money simply moved elsewhere as interest rates rose on safer alternatives.  

The Situation 

The market for new U.S. leveraged loans had almost doubled between 2012 and 2017, when a record 
$1.1 trillion were issued. But loan sales fell to $814 billion in 2018, as global turbulence knocked the 
wind out of the assets starting in late October. Sales for December hit their lowest since 2011, prices 
plunged and investors pulled money from funds that invest in loans at a record pace.  

But, in a sign of how volatile leveraged loans can be, the market quickly began to rebound in January as 
buyers were lured back in by newly cheap valuations. The surge in 2017 had been fueled in large part by 
the U.S. Federal Reserve’s planned campaign of rate hikes, which made the floating-rate loans more 
attractive to some investors as a hedge against possible losses on fixed-rate borrowing. Leveraged loans 
also still offered more yield than the pervasively low rates on higher-rated investments. Adding fuel to 
the fire was a loosening of the limits that U.S. regulators had set on leveraged loans in 2013. Banks grew 
bolder in piling debt onto firms, often under easier terms, in a bonanza that led to expressions of unease 
from the Bank of England and the International Monetary Fund as well as the Fed. Leveraged loans are 
also on the rise outside the U.S., though the market is smaller and more of the debt is retained by banks. 

The Rise of Leveraged Loans 

U.S. institutional loans issued per year. Regulators slowed their growth after 2013 but the rules were 
loosened in 2017.  
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The Background 

In the credit market, bonds have traditionally gotten the bulk of attention. But investors sometimes 
prefer loans to bonds because they offer payments tied to floating benchmark rates, so loan holders 
benefit when rates rise. And if a borrower defaults, high-yield loans are likely to recover more money 
than their high-yield bond counterparts, because they typically rank ahead of junk bonds in bankruptcy 
proceedings. Loans usually have another layer of protections known as covenants that allow lenders to 
do things like force the asset sales if earnings deteriorate. There is no direct oversight of the loan 
market in the U.S., a situation that stems from securities laws from the 1930s, when loans were 
mainly private transactions between a single bank and a borrower. Nowadays, banks arranging 
loans sell them to pension managers, mutual funds, hedge funds and ETFs. The biggest buyers are 
firms that repackage the loans into collateralized loan obligations, securities that have varying risk 
and return. Similar securities that pooled subprime mortgages were blamed for triggering the 2008 
financial crisis when the U.S. housing bubble burst. The leveraged loan craze deepened amid the 
wreckage of that crisis, as years of record-low interest rates fueled demand for investments offering a 
higher return. When the 2013 limits set by regulators led big banks to pull back, other kinds of lenders, 
known as shadow banks, stepped in – fanning concern that risks had simply been shunted out of 
regulatory view. During the boom, borrowers were able to sell debt with weaker covenants as yield-
hungry investors scrambled to get in on leveraged loans.  

Also Climbing  

While the leveraged-loan market in Europe is far smaller than in the U.S., it climbed to a record last year 
despite a fourth-quarter slowdown 

Source: Bloomberg 

Note: Institutional loans in euros, pounds, excluding repricings 

The Argument 

As the U.S. Federal Reserve raises interest rates, leveraged loans may provide an important test of 
whether the post-crisis system can manage changing risks. Money managers who buy leveraged loans 
say they know how to tell the good deals from the bad ones; other investors say they’re adequately 
hedged against any turmoil driven by higher interest rates. Supporters say the leveraged-loan 
rebound early this year after an exodus that included four of the largest weekly outflows on record 
showed how sturdy the market is. To critics, that whipsawing has raised concerns about how healthy a 
market that fluctuates so wildly can be — and how it will fare when a downturn takes hold.  

The Reference Shelf 

• The International Monetary Fund sounded an alarm on leveraged lending in November 2018.  
• Bank of England Governor Mark Carney’s speech 10 years after the financial crisis also warned of 

increasing leverage.  
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• Association for Financial Markets in Europe report on leveraged finance. 
• Federal Reserve Bank of New York paper on lessons from leveraged lending guidance.  
• The Fed’s March 2013 guidance on leveraged lending. 
• Leveraged loans are only bad when investors aren’t properly compensated for the risks, writes 

Bloomberg Opinion columnist Brian Chappatta.  

To contact the writer of this QuickTake: 
Sally Bakewell in New York at sbakewell1@bloomberg.net 

To contact the editor responsible for this QuickTake: 
Leah Harrison at lharrison@bloomberg.net 
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https://www.institutionalinvestor.com/article/b17j3pdyx44gtv/declining-fees-take-big-bite-out-of-asset-
manager-revenues 

Declining Fees Take Big Bite Out of Asset Manager Revenues 

In an industry that has largely been immune to the so-called Walmart effect for decades, declining prices 
are hitting publicly traded asset managers hard, a new analysis finds. 

• Julie Segal March 27, 2018  

Michael Nagle/Bloomberg  

The amount of money that publicly traded asset managers oversee grew by 16 percent in 2017 — but 
that double-digit increase came from the rise in global markets last year and not organic growth, 
according to a new analysis from asset management consultancy Casey Quirk, which is owned by 
Deloitte.  

And while a big gain on assets under management looks good on paper, asset managers are nonetheless 
facing a squeeze on revenues, according to the firm. Operating margins of the public asset management 
firms Casey Quirk analyzed increased to 31 percent last year, up 2 percentage points from 2016.  

But revenues only grew by an estimated 11 percent, the result of investors demanding lower fund fees, 
according to the study. In contrast, revenues fell 1 percent from 2015 to 2016, but lower fees were only 
one reason for the drop that year. 

[II Deep Dive:The Bloodletting Isn't Over Yet for Active Managers] 

"Even though it was a strong year for most firms, the industry still faces the same set of challenges, 
including lower organic growth, the shift to passive, and higher costs," says Amanda Walters, a 
senior manager at Casey Quirk who led the analysis. "These were masked by capital appreciation in 
2017." 

Casey Quirk's analysis of 64 publicly traded firms also shows that the industry is quickly consolidating. 
The five firms with the highest inflows captured a whopping 72 percent of growth, up from 60 percent 

two years ago. The passive trend has also continued unabated, with 48 percent of new 
flows going to index funds. That trend was a big factor behind a 4 percent decline in 
fees for asset managers as a whole, says Walters. 

Costs also rose. In 2017, costs increased for 88 percent of public managers, compared with 59 percent 
the year before. The median cost growth was an estimated 8.7 percent, according to the analysis. 
Walters said much of the cost increase can be pinned to rising compensation costs during the bull market 
of 2017.  

"In a year where markets outperform, people will be paid more," says Walters. 
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But Walters stresses that more capital is remaining inside firms. For one, asset managers need to invest 
in new technology to try and improve the investment process, increase the efficiency of their firms 
overall, and boost the effectiveness of sales people.  

"Historically this wasn't a focus because the industry was so healthy," she says. "But the complexity of 
doing business is higher now as managers move into new channels or go global." 
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https://www.investopedia.com/ask/answers/122414/are-there-publicly-traded-hedge-funds.asp 

• Are there publicly traded hedge funds?  

• FACEBOOK  
• TWITTER  
• LINKEDIN  

By Sean Ross Updated Aug 22, 2018  

Hedge funds are financial partnerships that operate outside of many of the traditional regulatory 
restrictions that can hamper mutual funds and commonplace investment vehicles. While direct 
interaction with hedge funds is limited to accredited investors, some private equity partnerships list 
themselves on public stock exchanges and can be traded by otherwise-excluded participants. 

Going public is an interesting move for a hedge fund since many attract investors, in part, by touting the 
lack of disclosures, reports and public information. While going public subjects the fund to a greater 
degree of scrutiny, the portfolios themselves would still be shielded from the investing community –
 only actual performance and aggregate values need to be disclosed in the annual reports. 

A fund that elects to go public can be traded like any other listed security, allowing the investing 
community to gain exposure to the profits and losses of an otherwise unattainable portfolio. Hedge fund 
initial public offerings (IPOs) are rare because many hedge funds are simply too volatile to achieve high 
valuations. This volatility also extends to those who purchase a publicly traded hedge fund security. 
Additionally, hedge fund managers are not concerned with generating shareholder value through stock 
appreciation the way a growing company might. Hedge fund managers tend to be focused on one thing: 
cash returns on their investments. 

The public can also elect to invest in funds of hedge funds. As the name suggests, these are built from a 
portfolio of hedge funds. Most have relatively low minimums and represent a safe way to gain indirect 
exposure to the hedge fund world. Like any other type of diversified investment vehicle, risks are 
strategically reduced, but the upside potential is also limited. 

(For related reading, see "Hedge Fund Risks and Performance.") 
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https://www.investopedia.com/university/hedge-fund/risks.asp 

• Hedge Funds: Risks 

By Dan Barufaldi  
1. Hedge Funds: Introduction  
2. Hedge Funds: Structures  
3. Hedge Funds: Strategies  
4. Hedge Funds: Characteristics  
5. Hedge Funds: Performance Measurement  
6. Hedge Funds: Risks 
7. Hedge Funds: Why Choose Hedge Funds? 
8. Hedge Funds: The Due Diligence Process 
9. Hedge Funds: Funds Of Funds  

10. Hedge Funds: Conclusion 

By Dan Barufaldi 

Hedge funds are often mistaken to be very similar in risk to other types of investments, and although 
they are often measured through the same types of quantitative metrics, hedge funds have qualitative 
risks that make them unique to evaluate and analyze. In the following section of this tutorial, we'll 
evaluate some of the most common risk metrics used in hedge fund analysis as well as some of the 
broad qualitative issues that should be evaluated. Unfortunately, a full evaluation of all quantitative and 
qualitative hedge fund risks is beyond the scope of this tutorial. 

Standard Deviation 
The most common risk measure used in both hedge fund and mutual fund evaluations is standard 
deviation. Standard deviation in this case is the level of volatility of returns measured in percentage 
terms, and usually provided on an annual basis. Standard deviation gives a good indication of the 
variability of annual returns and makes it easy to compare to other funds when combined with annual 
return data. For example, if comparing two funds with identical annualized returns, the fund with a 
lower standard deviation would normally be more attractive, if all else is equal. (Learn more in 
Understanding Volatility Measurements.) 

Unfortunately, and particularly when related to hedge funds, standard deviation does not capture the 
total risk picture of returns. This is because most hedge funds do not have normally distributed returns, 
and standard deviation assumes a bell-shaped distribution, which assumes the same probability of 
returns being above the mean as below the mean.    

 Most hedge fund returns are skewed in one direction or another and the distribution is not as 
symmetrical. For this reason, there are a number of additional metrics to use when evaluating hedge 
funds, and even with the additional metrics, some risks simply cannot be measured. 



G
 

314 

 

Another measure that provides an additional dimension of risk is called value-at-risk (VaR). VaR 
measures the dollar-loss expectation that can occur with a 5% probability. In Figure 2, this is the area to 
the left of the vertical black line on the left of the graph. This provides additional insight into the 
historical returns of a hedge fund because it captures the tail end of the returns to the down side. It adds 
another dimension because it makes it possible to compare two funds with different average returns and 
standard deviation. For example, if Fund A has an average return of 12% and a standard deviation of 
6%, and Fund B has an average return of 24% with a standard deviation of 12%, VaR would indicate the 
dollar amount of loss that is possible with each fund with a 5% probability. 

Put another way, VaR would tell you with 95% confidence that your losses would not exceed a certain 
point. (You can never be 100% confident that you won't lose an entire investment.) It tries to answer the 
question "Given an investment of a particular return and volatility, what's the worst that could happen?" 
(Read more about this measure at Introduction To Value At Risk.) 

Downside Capture 
In relation to hedge funds, and in particular those that claim absolute return objectives, the measure of 
downside capture can indicate how correlated a fund is to a market when the market declines. The lower 
the downside capture, the better the fund preserves wealth during market downturns. This metric is 
figured by calculating the cumulative return of the fund for each month that the market/benchmark was 
down, and dividing it by the cumulative return of the market/benchmark in the same time frame. Perfect 
correlation with the market will equate to a 100% downside capture and typically is only possible when 
comparing the benchmark to itself. 

Drawdown 
Another measure of a fund's risk is maximum drawdown. Maximum drawdown measures the percentage 
drop in cumulative return from a previously reached high. This metric is good for identifying funds that 
preserve wealth by minimizing drawdowns throughout up/down cycles, and gives an analyst a good 
indication of the possible losses that this fund can experience at any given point in time. Months to 
recover, on the other hand, gives a good indication of how quickly a fund can recuperate losses. Take 
the case where a hedge fund has a maximum drawdown of 4%, for example. If it took three months to 
reach that maximum drawdown, as investors, we would want to know if the returns could be recovered 
in three months or less. In some cases where the drawdown was sharp, it should take longer to recover. 
The key is to understand the speed and depth of a drawdown with the time it takes to recover these 
losses. Do they make sense given the strategy? 

Leverage 
Finally, leverage is a measure that often gets overlooked, yet is one of the main reasons why hedge 
funds incur huge losses. As leverage increases, any negative effect in returns gets magnified and worse, 
and causes the fund to sell assets at steep discounts to cover margin calls. Leverage has been the primary 
reason why hedge funds like LTCM and Amaranth have gone out of business. Each of these funds may 
have had huge losses due to the investments made, but chances are these funds could have survived had 
it not been for the impact of leverage and the effect it had on the liquidation process. (For more on the 
possible dangers of leverage, see Hedge Funds' Higher Returns Come At A Price.) 



G
 

315 

 

Qualitative Factors 
Despite the additional quantitative metrics available for the analysis of risk, many of which were not 
even covered in this tutorial, qualitative risks are as important if not more important, particularly when 
evaluating hedge funds. Since they are unregulated pools of funds and their strategies are more 
complex, it is imperative that a thorough analysis be completed on items other than numbers. 

One of the most important evaluations is that of management. A fund must have good, strong 
management just like a company. A talented hedge fund manager with strong stock-picking abilities 
may perform well, but his contribution to success will be blunted if the fund is not managed properly. 

The same could be said of back-office operations, including trading, compliance, administration, 
marketing, systems, etc. In many cases, a hedge fund will outsource many of the non-investment 
functions to third-party firms, and we will cover some of these service providers later in the tutorial. But 
whether they have some of these functions in-house or if they are outsourced, they need to be at a level 
that allows for the effective functioning of the investment management process. For example, it is 
critical to have adequate systems to measure risks within a portfolio at any given time, so that the hedge 
fund manager can feel confident that his strategy is intact throughout. It is also important for trading 
systems to be able to implement the hedge fund manager's ideas so as to maximize the expected returns 
of the investments and to minimize trading costs that would otherwise harm returns. 

Scale is another measure that is critical to a hedge fund's success, and although one might use 
quantifiable metrics to evaluate scale, it takes a subjective opinion to determine whether a fund's strategy 
will be impacted by having too large of a fund and by how much returns will be affected. Hedge fund 
managers often answer this question by providing both a soft-close limit and a hard-close limit to new 
funding, in addition to their opinion on how much they can actually manage and still be effective. 

A soft close indicates that no additional investors will be allowed into the fund, while a hard close 
indicates that the fund will no longer accept any additional investments. A fund's capacity, for that 
matter, should then be higher than the level indicated for a hard close. Otherwise, it would imply that the 
fund will accept investments up until the point where they can no longer achieve the same returns with 
their stated strategy. An analyst should be cautious of a hedge fund manager that doesn't close at the 
time indicated, even if the manager states that he or she is finding opportunities in other areas that will 
allow for continued growth. In the latter case, you should be cautious of style drift and investigate 
whether the manager has any skills related to these "new opportunities." (For more insight, read Focus 
Pocus May Not Lead To Magical Returns.) 

Conclusion 
When analyzing hedge funds, the important thing to remember is to look beyond the numbers and 
statistics. An investor can be lured into an inappropriate investment if the qualitative factors mentioned 
above are not analyzed within the context of the overall strategy. While there are some risks that should 
be unconditional, such as management integrity, there are others that can vary by hedge fund strategy. 
Only after a comprehensive and detailed analysis of all risks can one truly understand the investment. 
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By Dan Barufaldi 

There are a variety of reasons to include hedge funds in a portfolio of otherwise traditional investments. 
The most cited reason to include them in any portfolio is their ability to reduce risk and add 
diversification. We have mentioned before how many hedge funds claim absolute return mandates 
whereby returns are minimally correlated with the equity market. In such a case, hedge funds provide a 
great diversifier, particularly in times of increased market volatility and/or an outright bear market. 

Risk Reduction 
In any case, a hedge fund that provides consistent returns increases the level of portfolio stability when 
traditional investments are underperforming or, at most, are highly unpredictable. There are many hedge 
fund strategies that generate attractive returns with fixed-income-like volatility. The difference between 
a hedge fund and traditional fixed income, however, is that during times of low interest rates, fixed 
income may provide stable returns, but those are typically very low and may not even keep up with 
inflation. 

Hedge funds, on the other hand, can use their more flexible mandates and creativity to generate bond-
like returns that outpace inflation on a more consistent basis. The drawback, as previously mentioned, is 
that hedge funds have certain terms that limit liquidity and are highly opaque. That said, a carefully 
analyzed hedge fund can be a good way to reduce the risk of a portfolio, but we stress again the 
importance of proper due diligence. ( Learn more in Due Diligence In 10 Easy Steps.) 

Return Enhancement 
The other primary reason for adding hedge funds to a portfolio is the ability of some hedge funds to 
enhance the overall returns of a portfolio. This objective can be considered in two ways. The first way is 
to maintain a low-risk portfolio but to try to squeeze out some additional returns through the use of a 
low-volatility hedge fund, as described in the previous section. By adding a hedge fund strategy that 
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substitutes for an otherwise anemic fixed-income return, the returns on a portfolio can be increased 
slightly without any increase in volatility. 

The second way, which is much more exciting, is to add a hedge fund with a high-return strategy to 
boost overall returns. Some strategies, such as global macro, or commodity trading advisors, can 
generate some very high returns. These funds generally take directional positions based on their forecast 
of future prices on stocks, bonds, currencies, and/or commodities and can also invest using derivative 
instruments. But buyer beware that although these strategies are not correlated to traditional 
investments, they often exhibit high levels of volatility. The result, when properly allocated, can be a 
nice boost in returns without a proportional increase in portfolio volatility. (Learn more in 
Macroeconomic Analysis.) 

Allocation Considerations 
Adding hedge funds to a portfolio, however, should not be taken lightly. Even a low-volatility hedge 
fund can explode, as we saw in late 2007, when the subprime mortgage market dried up and even 
securities that were paying as planned were written down to pennies on the dollar, as investors bid 
down their prices for fear of foreclosures. (Learn more in The Fuel That Fed The Subprime 
Meltdown.) 

The allocation to hedge funds should consider the overall risk/return objectives of the portfolio, and 
proper analysis should be conducted to determine how and whether a particular hedge fund fits into the 
asset mix. A portfolio manager should not only consider the weighting given to any particular 
investment, but should also evaluate the level of concentration of the overall portfolio, and the 
correlation of each position relative to each other. For example, in a very concentrated portfolio, it is 
even more important that each position is less correlated to others, and one must also make sure that 
positions do not have similar performance drivers. 

Yet another consideration when adding hedge funds to a portfolio is the level of gross and net exposure 
of the overall portfolio. With traditional investments, for example, gross and net exposure will always be 
the same and will never exceed 100% unless the portfolio adds its own leverage to its positions. With 
hedge funds, however, many of them employ leverage and in many cases, their net exposure is 
influenced by their long and short positions. 

Therefore, a larger allocation to hedge funds will directly affect the total exposures of an entire 
portfolio. To use a highly leveraged fund as an example, assume a 10% position in a fund that is 10-
times levered. If all other portfolio positions maintain a 100% exposure, the addition of a 10-times 
levered hedge fund will increase the gross exposure of the entire portfolio to 190%. The implications of 
this change can be dramatic depending on the strategy being used by the hedge fund.  

Conclusion 
Hedge funds have a definite place in portfolios for both return enhancement and diversification. They do 
have some drawbacks that should be seriously considered during the portfolio construction process, but 
carefully selected hedge funds, or even hedge-fund-like strategies, are a great addition to any portfolio. 
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What is a Hedge Fund?  

Hedge funds are alternative investments using pooled funds that employ different strategies to 
earn active return, or alpha, for their investors. Hedge funds may be aggressively managed or make use 
of derivatives and leverage in both domestic and international markets with the goal of generating 
high returns (either in an absolute sense or over a specified market benchmark). It is important to note 
that hedge funds are generally only accessible to accredited investors as they require less SEC 
regulations than other funds. One aspect that has set the hedge fund industry apart is the fact that hedge 
funds face less regulation than mutual funds and other investment vehicles. 

Introduction To Hedge Funds  

Key Takeaways  

• Hedge funds are alternative investment vehicles that employ a variety of strategies to generate 
alpha for their accredited investor clients. 

• They are more expensive as compared to conventional investing instruments because they 
have a Two And Twenty fee structure, meaning they charge two percent for asset 
management and take 20% of overall profits as fees. 

• They have had an exceptional growth curve in the last twenty years and have been associated 
with several controversies. 

Understanding Hedge Funds  

Each hedge fund is constructed to take advantage of certain identifiable market opportunities. Hedge 
funds use different investment strategies and thus are often classified according to investment style. 
There is substantial diversity in risk attributes and investments among styles. 

Legally, hedge funds are most often set up as private investment limited partnerships that are open to a 
limited number of accredited investors and require a large initial minimum investment. Investments in 
hedge funds are illiquid as they often require investors keep their money in the fund for at least one year, 
a time known as the lock-up period. Withdrawals may also only happen at certain intervals such as 
quarterly or bi-annually. 
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The History of the Hedge Fund   

Former writer and sociologist Alfred Winslow Jones’s company, A.W. Jones & Co. launched the first 
hedge fund in 1949. It was while writing an article about current investment trends for Fortune in 1948 
that Jones was inspired to try his hand at managing money. He raised $100,000 (including $40,000 out 
of his own pocket) and set forth to try to minimize the risk in holding long-term stock positions by short 
selling other stocks. This investing innovation is now referred to as the classic long/short equities model. 
Jones also employed leverage to enhance returns. 

In 1952, Jones altered the structure of his investment vehicle, converting it from a general partnership to 
a limited partnership and adding a 20% incentive fee as compensation for the managing partner. As the 
first money manager to combine short selling, the use of leverage, shared risk through a partnership with 
other investors and a compensation system based on investment performance, Jones earned his place in 
investing history as the father of the hedge fund. 

Hedge funds went on to dramatically outperform most mutual funds in the 1960s and gained further 
popularity when a 1966 article in Fortune highlighted an obscure investment that outperformed 
every mutual fund on the market by double-digit figures over the previous year and by high double-
digits over the previous five years. 

However, as hedge fund trends evolved, in an effort to maximize returns, many funds turned away from 
Jones' strategy, which focused on stock picking coupled with hedging, and chose instead to engage in 
riskier strategies based on long-term leverage. These tactics led to heavy losses in 1969-70, followed by 
a number of hedge fund closures during the bear market of 1973-74. 

The industry was relatively quiet for more than two decades until a 1986 article in Institutional 
Investor touted the double-digit performance of Julian Robertson's Tiger Fund. With a high-flying hedge 
fund once again capturing the public's attention with its stellar performance, investors flocked to an 
industry that now offered thousands of funds and an ever-increasing array of exotic 
strategies, including currency trading and derivatives such as futures and options. 

High-profile money managers deserted the traditional mutual fund industry in droves in the early 1990s, 
seeking fame and fortune as hedge fund managers. Unfortunately, history repeated itself in the 
late 1990s and into the early 2000s as a number of high-profile hedge funds, including Robertson's, 
failed in spectacular fashion. Since that era, the hedge fund industry has grown substantially. Today the 
hedge fund industry is massive—total assets under management in the industry is valued at more than 
$3.2 trillion according to the 2018 Preqin Global Hedge Fund Report. Based on statistics from research 
firm Barclays hedge, the total number of assets under management for hedge funds jumped by 2335% 
between 1997 and 2018. 

The number of operating hedge funds has grown as well. There were around 2,000 hedge funds in 2002. 
Estimates vary about the number of hedge funds operating today. This number had crossed 10,000 by 
the end of 2015. However, losses and underperformance led to liquidations. By the end of 2017, there 
are 9754 hedge funds according to research firm Hedge Fund Research. 



G
 

324 

 

Key Characteristics of Hedge Funds   
• They're only open to "accredited" or qualified investors: Hedge funds are only allowed to 

take money from "qualified" investors—individuals with an annual income that exceeds 
$200,000 for the past two years or a net worth exceeding $1 million, excluding their primary 
residence. As such, the Securities and Exchange Commission deems qualified investors suitable 
enough to handle the potential risks that come from a wider investment mandate.  

• They offer wider investment latitude than other funds: A hedge fund's investment universe is 
only limited by its mandate. A hedge fund can basically invest in anything—land, real estate, 
stocks, derivatives, and currencies. Mutual funds, by contrast, have to basically stick to stocks or 
bonds, and are usually long-only. 

• They often employ leverage: Hedge funds will often use borrowed money to amplify their 
returns. As we saw during the financial crisis of 2008, leverage can also wipe out hedge funds. 

• Fee structure: Instead of charging an expense ratio only, hedge funds charge both an expense 
ratio and a performance fee. This fee structure is known as "Two and Twenty"—a 2% 
asset management fee and then a 20% cut of any gains generated. 

There are more specific characteristics that define a hedge fund, but basically, because they are 
private investment vehicles that only allow wealthy individuals to invest, hedge funds can pretty much 
do what they want as long as they disclose the strategy upfront to investors. This wide latitude may 
sound very risky, and at times it can be. Some of the most spectacular financial blow-ups have involved 
hedge funds. That said, this flexibility afforded to hedge funds has led to some of the most 
talented money managers producing some amazing long-term returns. 

It is important to note that "hedging" is actually the practice of attempting to reduce risk, but the goal of 
most hedge funds is to maximize return on investment. The name is mostly historical, as the first hedge 
funds tried to hedge against the downside risk of a bear market by shorting the market. (Mutual 
funds generally don't enter into short positions as one of their primary goals). Nowadays, hedge funds 
use dozens of different strategies, so it isn't accurate to say that hedge funds just "hedge risk." In fact, 
because hedge fund managers make speculative investments, these funds can carry more risk than the 
overall market. 

Below are some of the risks of hedge funds: 

•   Concentrated investment strategy exposes hedge funds to potentially huge losses. 
•   Hedge funds typically require investors to lock up money for a period of years. 
•   Use of leverage, or borrowed money, can turn what would have been a minor loss into a 

significant loss. 

Hedge Fund Manager Pay Structure   

Hedge fund managers are notorious for their typical 2 and 20 pay structure whereby the fund 
manager receives 2% of assets and 20% of profits each year. It's the 2% that gets the criticism, and 
it's not difficult to see why.  
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Even if the hedge fund manager loses money, he still gets 2% of assets. For example, a 
manager overseeing a $1 billion fund could pocket $20 million a year in compensation 
without lifting a finger.  

That said, there are mechanisms put in place to help protect those who invest in hedge funds. Often 
times, fee limitations such as high-water marks are employed to prevent portfolio managers from getting 
paid on the same returns twice. Fee caps may also be in place to prevent managers from taking on excess 
risk. 

How to Pick a Hedge Fund   

With so many hedge funds in the investment universe, it is important that investors know what they are 
looking for in order to streamline the due diligence process and make timely and appropriate decisions.  

When looking for a high-quality hedge fund, it is important for an investor to identify the metrics that 
are important to them and the results required for each. These guidelines can be based on absolute 
values, such as returns that exceed 20% per year over the previous five years, or they can be relative, 
such as the top five highest-performing funds in a particular category. 

Absolute Performance Guidelines 

The first guideline an investor should set when selecting a fund is the annualized rate of return. Let's say 
that we want to find funds with a five-year annualized return that exceeds the return on the Citigroup 
World Government Bond Index (WGBI) by 1%. This filter would eliminate all funds 
that underperform the index over long time periods, and it could be adjusted based on the performance 
of the index over time.  

This guideline will also reveal funds with much higher expected returns, such as global macro funds, 
long-biased long/short funds, and several others. But if these aren't the types of funds the investor is 
looking for, then they must also establish a guideline for standard deviation. Once again, we will use 
the WGBI to calculate the standard deviation for the index over the previous five years. Let's assume we 
add 1% to this result, and establish that value as the guideline for standard deviation. Funds with a 
standard deviation greater than the guideline can also be eliminated from further consideration. 

Unfortunately, high returns do not necessarily help to identify an attractive fund. In some cases, a hedge 
fund may have employed a strategy that was in favor, which drove performance to be higher than 
normal for its category. Therefore, once certain funds have been identified as high-return performers, it 
is important to identify the fund's strategy and compare its returns to other funds in the same category. 
To do this, an investor can establish guidelines by first generating a peer analysis of similar funds. For 
example, one might establish the 50th percentile as the guideline for filtering funds.  

Now an investor has two guidelines that all funds need to meet for further consideration. However, 
applying these two guidelines still leaves too many funds to evaluate in a reasonable amount of time. 
Additional guidelines need to be established, but the additional guidelines will not necessarily apply 
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across the remaining universe of funds. For example, the guidelines for a merger arbitrage fund will 
differ from those for a long-short market-neutral fund. 

Relative Performance Guidelines 

To facilitate the investor's search for high-quality funds that not only meet the initial return and risk 
guidelines but also meet strategy-specific guidelines, the next step is to establish a set of relative 
guidelines. Relative performance metrics should always be based on specific categories or strategies. 
For example, it would not be fair to compare a leveraged global macro fund with a market-neutral, 
long/short equity fund. 

To establish guidelines for a specific strategy, an investor can use an analytical software package (such 
as Morningstar) to first identify a universe of funds using similar strategies. Then, a peer analysis will 
reveal many statistics, broken down into quartiles or deciles, for that universe. 

The threshold for each guideline may be the result for each metric that meets or exceeds 
the 50th percentile. An investor can loosen the guidelines by using the 60th percentile or tighten the 
guideline by using the 40th percentile. Using the 50th percentile across all the metrics usually filters out 
all but a few hedge funds for additional consideration. In addition, establishing the guidelines this way 
allows for flexibility to adjust the guidelines as the economic environment may impact the absolute 
returns for some strategies. 

Here is a sound list of primary metrics to use for setting guidelines: 

• Five-year annualized returns 
• Standard deviation 
• Rolling standard deviation 
• Months to recovery/maximum drawdown 
• Downside deviation 

These guidelines will help eliminate many of the funds in the universe and identify a workable number 
of funds for further analysis. An investor may also want to consider other guidelines that can either 
further reduce the number of funds to analyze or to identify funds that meet additional criteria that may 
be relevant to the investor. Some examples of other guidelines include: 

• Fund Size/Firm Size: The guideline for size may be a minimum or maximum depending on the 
investor's preference. For example, institutional investors often invest such large amounts that a 
fund or firm must have a minimum size to accommodate a large investment. For other investors, 
a fund that is too big may face future challenges using the same strategy to match past successes. 
Such might be the case for hedge funds that invest in the small-cap equity space.  

• Track Record: If an investor wants a fund to have a minimum track record of 24 or 36 months, 
this guideline will eliminate any new funds. However, sometimes a fund manager will leave to 
start their own fund and although the fund is new, the manager's performance can be tracked for 
a much longer time period.  
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• Minimum Investment: This criterion is very important for smaller investors as many funds 
have minimums that can make it difficult to diversify properly. The fund's minimum investment 
can also give an indication of the types of investors in the fund. Larger minimums may indicate a 
higher proportion of institutional investors, while low minimums may indicate of a larger 
number of individual investors. 

• Redemption Terms: These terms have implications for liquidity and become very important 
when an overall portfolio is highly illiquid. Longer lock-up periods are more difficult to 
incorporate into a portfolio, and redemption periods longer than a month can present some 
challenges during the portfolio-management process. A guideline may be implemented to 
eliminate funds that have lockups when a portfolio is already illiquid, while this guideline may 
be relaxed when a portfolio has adequate liquidity. 

How Are Hedge Fund Profits Taxed?  

When a domestic U.S. hedge fund returns profits to its investors, the money is subject to capital gains 
tax. The short-term capital gains rate applies to profits on investments held for less than one year, and it 
is the same as the investor's tax rate on ordinary income. For investments held for more than one year, 
the rate is not more than 15% for most taxpayers, but it can go as high as 20% in high tax brackets. This 
tax applies to both U.S. and foreign investors. 

An offshore hedge fund is established outside of the United States, usually in a low-tax or tax-free 
country. It accepts investments from foreign investors and tax-exempt U.S. entities. These investors do 
not incur any U.S. tax liability on the distributed profits. 

Ways Hedge Funds Avoid Paying Taxes  

Many hedge funds are structured to take advantage of carried interest. Under this structure, a fund is 
treated as a partnership. The founders and fund managers are the general partners, while the investors 
are the limited partners. The founders also own the management company that runs the hedge fund. The 
managers earn the 20% performance fee of the carried interest as the general partner of the fund. 

Hedge fund managers are compensated with this carried interest; their income from the fund is taxed as 
a return on investments as opposed to a salary or compensation for services rendered. The incentive 
fee is taxed at the long-term capital gains rate of 20% as opposed to ordinary income tax rates, where the 
top rate is 39.6%. This represents significant tax savings for hedge fund managers. 

This business arrangement has its critics, who say that the structure is a loophole that allows hedge funds 
to avoid paying taxes. The carried interest rule has not yet been overturned despite multiple attempts in 
Congress. It became a topical issue during the 2016 primary election. 

Many prominent hedge funds use reinsurance businesses in Bermuda as another way to reduce their tax 
liabilities. Bermuda does not charge a corporate income tax, so hedge funds set up their own reinsurance 
companies in Bermuda. The hedge funds then send money to the reinsurance companies in Bermuda. 
These reinsurers, in turn, invest those funds back into the hedge funds. Any profits from the hedge funds 
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go to the reinsurers in Bermuda, where they owe no corporate income tax. The profits from the hedge 
fund investments grow without any tax liability. Taxes are only owed once the investors sell their stakes 
in the reinsurers. 

The business in Bermuda must be an insurance business. Any other type of business would likely incur 
penalties from the U.S. Internal Revenue Service (IRS) for passive foreign investment companies. The 
IRS defines insurance as an active business. To qualify as an active business, the reinsurance company 
cannot have a pool of capital that is much larger than what it needs to back the insurance that it sells. It 
is unclear what this standard is, as it has not yet been defined by the IRS. 

Hedge Fund Controversies   

A number of hedge funds have been implicated in insider trading scandals since 2008. One of the most 
high-profile insider trading cases involve the Galleon Group managed by Raj Rajaratnam. 

The Galleon Group managed over $7 billion at its peak before being forced to close in 2009. The firm 
was founded in 1997 by Raj Rajaratnam. In 2009, federal prosecutors charged Rajaratnam with multiple 
counts of fraud and insider trading. He was convicted on 14 charges in 2011 and began serving an 11-
year sentence. Many Galleon Group employees were also convicted in the scandal. 

Rajaratnam was caught obtaining insider information from Rajat Gupta, a board member of Goldman 
Sachs. Before the news was made public, Gupta allegedly passed on information that Warren Buffett 
was making an investment in Goldman Sachs in September 2008 at the height of the financial 
crisis. Rajaratnam was able to buy substantial amounts of Goldman Sachs stock and make a hefty profit 
on those shares in one day. 

Rajaratnam was also convicted on other insider trading charges. Throughout his tenure as a fund 
manager, he cultivated a group of industry insiders to gain access to material information. 

New Regulations for Hedge Funds  

Hedge funds are so big and powerful that the SEC is starting to pay closer attention, particularly 
because breaches such as insider trading and fraud seem to be occurring much more frequently. 
However, a recent act has actually loosened the way that hedge funds can market their vehicles to 
investors.  

In March 2012, the Jumpstart Our Business Startups Act (JOBS Act) was signed into law. The basic 
premise of the JOBS Act was to encourage funding of small businesses in the U.S. by easing securities 
regulation. The JOBS Act also had a major impact on hedge funds: In September 2013, the ban on hedge 
fund advertising was lifted. In a 4-to-1 vote, the SEC approved a motion to allow hedge funds and other 
firms that create private offerings to advertise to whomever they want, but they still can only accept 
investments from accredited investors. Hedge funds are often key suppliers of capital to startups and 
small businesses because of their wide investment latitude. Giving hedge funds the opportunity to solicit 
capital would in effect help the growth of small businesses by increasing the pool of available 
investment capital. 
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Hedge fund advertising entails offering the fund's investment products to accredited investors 
or financial intermediaries through print, television and the internet. A hedge fund that wants to solicit 
(advertise to) investors must file a “Form D” with the SEC at least 15 days before it starts advertising. 
Because hedge fund advertising was strictly prohibited prior to lifting this ban, the SEC is very 
interested in how advertising is being used by private issuers, so it has made changes to Form D filings. 
Funds that make public solicitations will also need to file an amended Form D within 30 days of the 
offering’s termination. Failure to follow these rules will likely result in a ban from creating additional 
securities for a year or more. 

Recent Years: Chasing the S&P  

Since the 2008 crisis, the hedge fund world has entered into another period of less-than-stellar returns. 
Many funds which previously enjoyed double-digit returns during an average year have seen their 
profits diminish significantly. In many cases, funds have failed to match the returns of the S&P 500. For 
investors considering where to place their money, this becomes an increasingly easy decision: why 
suffer the high fees and initial investments, the added risk, and the withdrawal limitations of hedge funds 
if a safer, simpler investment like a mutual fund can produce returns that are the same or, in some cases, 
even stronger? 

There are many reasons why hedge funds have struggled in recent years. These reasons run the gauntlet 
from geopolitical tensions around the globe to an over-reliance among many funds on particular sectors, 
including technology, and interest rate hikes by the Fed. Many prominent fund managers have made 
highly-publicized bad bets which have cost them not only monetarily but in terms of their reputations as 
savvy fund leaders, too. 

David Einhorn is an example of this approach. Einhorn's firm Greenlight Capital bet against Allied 
Capital early on and Lehman Brothers during the financial crisis. Those high-profile bets were 
successful and earned Einhorn the reputation of a shrewd investor. 

However, the firm posted losses of 34 percent, its worst year ever, in 2018 on the back of shorts against 
Amazon, which recently became the second trillion dollar company after Apple, and holdings in General 
Motors, which posted a less-than-stellar 2018. 

Notably, the overall size of the hedge fund industry (in terms of assets under management) has not 
declined significantly during this period, and in fact has continued to grow. There are new hedge funds 
launching all the time, even as several of the past 10 years have seen record numbers of hedge fund 
closures. 

In the midst of growing pressures, some hedge funds are reevaluating aspects of their organization, 
including the "Two and Twenty" fee structure. According to data from Hedge Fund Research, the last 
quarter of 2016 saw the average management fee fall to 1.48%, while the average incentive fee fell to 
17.4%. In this sense, the average hedge fund is still much more costly than, say, an index or mutual 
fund, but the fact that the fee structure is changing on average is notable. 
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Major Hedge Funds  

In mid-2018, data provider HFM Absolute Return created a ranked list of hedge funds according to total 
AUM. This list of top hedge funds includes some companies which hold more in AUM in other areas 
besides a hedge fund arm. Nonetheless, the ranking factors in only the hedge fund operations at each 
firm. 

Paul Singer's Elliott Management Corporation held $35 billion in AUM as of the survey. Founded in 
1977, the fund is occasionally described as a "vulture fund," as roughly one third of its assets are 
focused on distressed securities, including debt for bankrupt countries. Regardless, the strategy has 
proven successful for multiple decades. 

Founded in 2001 by David Siegel and John Overdeck, New York's Two Sigma Investments is near the 
top of the list of hedge funds by AUM, with more than $37 billion in managed assets. The firm was 
designed to not rely on a single investment strategy, allowing it to be flexible along with shifts in the 
market. 

One of the most popular hedge funds in the world is James H. Simon's Renaissance Technologies. The 
fund, with $57 billion in AUM, was launched in 1982, but it has revolutionized its strategy along with 
changes in technology in recent years. Now, Renaissance is known for systematic trading based on 
computer models and quantitative algorithms. Thanks to these approaches, Renaissance has been able to 
provide investors with consistently strong returns, even in spite of recent turbulence in the hedge fund 
space more broadly. 

AQR Capital Investments is the second-largest hedge fund in the world, overseeing just under $90 
billion in AUM as of the time of HFM's survey. Based in Greenwich, Connecticut, AQR is known for 
utilizing both traditional and alternative investment strategies. 

Ray Dalio's Bridgewater Associates remains the largest hedge fund in the world, with just under $125 
billion in AUM as of mid-2018. The Connecticut-based fund employs about 1700 people and focuses on 
a global macro investing strategy. Bridgewater counts foundations, endowments, and even foreign 
governments and central banks among its clientele. 

Related Terms  

How Blue Sky Laws Protect You, the Investor 

Blue sky laws are state anti-fraud regulations that require issuers of securities to be registered and to 
disclose details of their offerings.  

more  

Enron  
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Enron was a U.S. energy-trading and utilities company that perpetrated one of the biggest accounting 
frauds in history.  

more  

Credit Card Dump 

A credit card dump involves copying information from an active credit card to create a duplicate card 
for fraudulent purposes.  

more  

White-Collar Crime  

A white-collar crime is a non-violent crime that is committed by someone, typically for financial gain.  

more  

What Is Racketeering? 

Racketeering is creating a fraudulent service to resolve a problem that is created so that the one offering 
the service can benefit  

more  

Securities Fraud 

Securities fraud is a form of white-collar crime that disguises a fraudulent scheme in order to gain 
finances from investors.  

more  

Partner Links  

Related Articles  

 

Mutual Funds  

What are hedge funds?  
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Taxes  

2 Ways Hedge Funds Avoid Paying Taxes  

 

 

Crime & Fraud  

Understanding the SEC  

 

 

Crime & Fraud  

Detecting Financial Statement Fraud  

 

 

Crime & Fraud  

4 Must-Watch Movies for Accountants  

 

 

Crime & Fraud  

Needle In A Haystack: Stock Message Boards  
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Does size matter in hedge funds?  

Updated 5 days ago  

Research shows that smaller hedge funds tend to outperform their larger rivals. Why is that the case? 
The debate was stirred up again this week thanks to a Bloomberg article about a $20 million fund — 
small in the context of hedge funds — that isn't interested in taking on more capital. 

Perspectives curated by LinkedIn Editors  

Devin Banerjee, CFA  

• 2nd 

Senior Financial Services Editor at LinkedIn 

 

Does size matter? In the world of hedge funds, it's easy to find research showing that smaller funds tend 
to outperform larger ones. It's also not difficult to find examples of big funds that rip ahead of their 
smaller peers during certain time periods, like Bridgewater Associates' widely covered 2018 
performance.  

I noticed the debate pick up again this week, thanks in part to this interesting Bloomberg story — 
https://lnkd.in/e8TBQVe — and the tweet below from Morgan Housel. What is it about smaller or 
bigger hedge funds that give them an edge? In your experience, what are some real-world examples of 
the advantages and disadvantages resulting from being smaller or larger? Weigh in below.  

#LinkedInFinance 

•  

18 Comments  

 

 

Matt Rowe  

 

Matt Rowe 2nd degree connection 2nd Headwaters Volatility and Solutions LP  
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In relative value strategies being small is absolutely an advantage. If you can capture mis-priced spreads 
with minimal market impact over and over again the dollar return as a function of assets has a greater 
impact. I was asked yesterday: “how do you determine the capacity of a strategy?” This goes hand in 
hand with your question Devin Banerjee, CFA. In my experience the capacity of a strategy is known 
when Capital starts making investment decisions. If you are too large to capture the alpha because your 
market impact is too great, that’s obvious. You can also be too small to fit in the liquidity framework, 
thus making transactions more expensive (especially in credit). Lastly there is the offset of business risk. 
Smaller funds close down or fail at a higher rate than large ones. Many investors prefer greater business 
stability at the expense of less exciting returns and don’t talk about it as such.  

 

Jerrod Reddick  

 

Jerrod Reddick 2nd degree connection 2nd Investment Specialist @DarcMatter | 
Alternative Investments | FinTech | Hedge Funds | Private Equity | Venture Capital  

 

In addition to being more nimble, we also find smaller managers to be more hungry than the mega 
funds. These managers know they will live and die by their performance. We typically look for funds in 
the $100mm range with a minimum of a 3 year track record. This helps us sift out managers that might 
not be serious, but still early enough to benefit from their growth. 

Lawrence Newhook  

• 2nd 

CEO of Alpha Innovations Ltd. & Laureate Digital Securities Ltd. 

 

Here is a good piece by Institutional Investor. https://lnkd.in/et47UD2 Generally, I agree with the view 
that smaller managers outperform larger. However, developed markets L/S equites may be the 
exception, where smaller managers find it difficult to outperform larger HF complexes. While any fund 
manager can get lucky with n=small, luck is mean reverting. Furthermore, the large HF complexes (P72, 
Balayasny, Citadel, MLP, etc.) can and do out-gun smaller players in the markets that they trade in with 
their vast resources. These firms all have teams of data scientists backed by reams of data sources (many 
of which they've negotiated exclusivity on), all which can inform their discretionary portfolio managers 
and analysts. When I first became involved in hedge funds in the early 2000s, there was an old adage 
that 2 guys/gals and a Bloomberg would find it difficult to compete with the established players. Now, 
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unless you have teams of data folk to acquire and analyze data, and the means to parlay these datapoints 
into tradable ideas - don't bother trying to compete. Even these firms, with their resources, struggle to 
eek out nominal amounts of alpha from US long/short equities. There are better ways of mining alpha 
for investors - but requires ingenuity.  

#hedgefunds 

 

Boutiques Beat Larger Managers With ‘Remarkable 
Consistency’  

institutionalinvestor.com  

Ricardo Santos Silva  

• 2nd 

Founding Partner at Aethel Partners and Co-Founder at Dorae 

 

Why small Hedge Funds outperform the Giants 

 

Don A. Steinbrugge, CFA  

• 1st 

Founder and CEO at Agecroft Partners 

8mo 

 

Here is a link to a Bloomberg Television interview from yesterday on the hedge fund industry.  

 

#hedgefunds 

Why Small Hedge Funds Outperform the Giants  
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Why Small Hedge Funds Outperform the Giants  

youtube.com 

 

David Barr  

• 2nd 

President, CEO & Portfolio Manager at PenderFund Capital Management Ltd. 

 

Another study showing smaller investment funds outperform. Someone may catch on at some point.  

#valueinvesting  

#smallandnimble 

 

 

If you want to run a hedge fund that beats the market, keep it 
small  

cnbc.com  

 

 

 

1. Hedge Funds: Why Choose Hedge Funds? - Investopedia 

https://www.investopedia.com/university/hedge-fund/place-in-portfolio.asp  

o Anonymous View 
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By Dan BarufaldiThere are a variety of reasons to include hedge funds in a portfolio of otherwise 
traditional investments. The most cited reason to include them ...  

2. Hedge Funds: Definition, How they Work, Risks vs. Returns 

https://www.thebalance.com/what-are-hedge-funds-3306246  

o Anonymous View 

1 Nov 2018 ... Hedge funds are private investment funds that promise great rewards, but also 
present great risks to both investors and the economy.  

3. New Investors Buying Into a Hedge Fund - The Balance 

https://www.thebalance.com/can-new-investors-buy-into-a-hedge-fund-4147754  

o Anonymous View 

7 Nov 2018 ... Learn if new investors can buy into a hedge fund, how hedge funds work, whether 
you may qualify, and if you should invest.  

4. Why Invest In Hedge Funds If They Don't Outperform The Market? 

https://www.forbes.com/sites/rogeraitken/2015/01/21/why-invest-in-hedge-funds-if-they-dont-
outperform-the-market/  

o Anonymous View 

21 Jan 2015 ... Hedge funds have always been a bit exotic and an enigma to some, but bottom 
line they are supposed to produce good returns using a range ...  

5. Why invest in hedge funds? | The Actuary, the official magazine of ... 

www.theactuary.com/archive/old-articles/part-3/why-invest-in-hedge-funds-3F/  

o Anonymous View 

A total return fund, commonly known as a hedge fund, is an investment fund unrestricted in the 
range of investment styles, instruments, or strategies that it ...  

6. Hedge Funds | Investor.gov 

https://www.investor.gov/introduction-investing/basics/investment-products/hedge-funds  

o Anonymous View 



G
 

338 

 

Hedge funds pool money from investors and invest in securities or other types of investments 
with the goal of getting positive returns. Hedge funds are not ...  

7. Investing in hedge funds | Russell Investments 

https://russellinvestments.com/ca/solutions/institutions/investment-management/hedge-funds  

o Anonymous View 

One of the main benefits of investing in hedge funds is to provide diversification at the total 
portfolio level. The return potential is another attractive characteristic.  

8. Why Do People Invest in Hedge Funds? | Money 

www.money.com/money/4213121/why-invest-hedge-funds/  

o Anonymous View 

10 May 2016 ... The reasons for investing in hedge funds vary. For some investors, hedge funds 
represent an opportunity to trounce the market. For others ...  

9. How to Invest in a Hedge Fund - SmartAsset 

https://smartasset.com/investing/how-to-invest-in-a-hedge-fund  

o Anonymous View 

7 Jan 2019 ... This can mean higher returns, but it can also mean higher fees and greater risk of 
loss. If you're thinking of investing in a hedge fund, here's ...  

10. What Is a Hedge Fund and How Do They Work? - TheStreet 

https://www.thestreet.com/personal-finance/education/what-is-a-hedge-fund-14662109  

o Anonymous View 

26 Jul 2018 ... A hedge fund is basically an investment pool contributed by a limited number of 
partners (investors) and operated by a professional manager ...  

 

1. How to Invest in Private Equity - Investopedia 

https://www.investopedia.com/articles/mutualfund/07/private_equity.asp  
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o Anonymous View 

22 Mar 2018 ... Private equity might be a pricey investment, but the payoff could be big. Here's 
why and where you should invest in private equity.  

2. Private Equity Investing - Alternative Investments | BlackRock 

https://www.blackrock.com/investing/resources/education/alternative-investments-education-
center/what-are-alternative-investments/private-equity-investing  

o Anonymous View 

Private equity investing is considered a driver for change because of the potential for enhanced 
diversification and returns. Learn the benefits.  

3. How average investors can play in the private-equity big leagues ... 

https://business.financialpost.com/investing/funds/how-average-investors-can-play-in-the-
private-equity-big-leagues  

o Anonymous View 

17 Apr 2018 ... A couple of years ago, I was presenting on a panel called Opportunistic Investing 
in Private Equity that was made up of other professional ...  

4. What you need to know if you want to invest in private equity ... 

https://business.financialpost.com/investing/investing-pro/what-you-need-to-know-if-you-want-
to-invest-in-private-equity  

o Anonymous View 

4 Jun 2018 ... Institutions including pension plans, endowments and foundations have been 
investing in private equity and debt as an asset class for some ...  

5. Learn - Why Invest in Private Equity? - InvestX 

https://www.investx.com/SiteArea/Learn/WhyInvestinPrivateEquity  

o Anonymous View 

Private equity has had average annual returns of 10.64% over the past 10 years. 1. And more 
specifically, private “growth” equity (the area of investing we focus ...  

6. Why Invest in Private Equity? | PIP 
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www.piplc.com/our-business/our-approach/why-invest-private-equity  

o Anonymous View 

The Board believes that there is a convincing rationale for investing in private equity funds or 
direct co-investments managed by private equity managers, ...  

7. What Is Private Equity? What to Know Before Investing - TheStreet 

https://www.thestreet.com/personal-finance/what-is-private-equity-14692535  

o Anonymous View 

28 Aug 2018 ... When creating private equity, investors will raise capital to invest in private 
companies -- to either facilitate mergers and acquisitions, stabilize ...  

8. Why and How to Invest in Private Equity - learn the basics on ... 

www.venturechoice.com/articles/why_n_how_to_inv_in_priv_equity.htm  

o Anonymous View 

Why and How to Invest in Private Equity. Introduction and Background to the Asset Class. 
Introduction. Private equity has arrived as a major component of the  ...  

9. Investing in private equity - JP Morgan Asset Management 

https://am.jpmorgan.com/blobcontent/1383531120699/83456/PI_PE_INVESTING.pdf  

o Anonymous View 

Investing in private equity. February 2018. Essentials for achieving enhanced private equity 
returns. FOR INSTITUTIONAL/WHOLESALE/PROFESSIONAL ...  

10. How to Invest in Private Equity -- The Motley Fool 

https://www.fool.com/investing/2017/10/07/how-to-invest-in-private-equity.aspx  

o Anonymous View 

7 Oct 2017 ... Many investors see private equity investments as a gateway to the most lucrative 
opportunities in the financial markets. The professionals who ...  
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What is a Treasury Bill - T-Bill  

A Treasury Bill (T-Bill) is a short-term debt obligation backed by the Treasury Department of the U.S. 
government with a maturity of less than one year, sold in denominations of $1,000 up to a maximum 
purchase of $5 million on noncompetitive bids. T-bills have various maturities and are issued at a 
discount from par. 

When an investor purchases a T-Bill, the U.S. government effectively writes investors an IOU. They do 
not receive regular interest payments as with a coupon bond, but a T-Bill does include interest, reflected 
in the amount it pays when it matures. 

The Hidden Wealth of Nations – the Scourge of Tax Havens by Gabriel Zucman 

In 2014, the world total of private offshore wealth reached $7.6 trillion, $1.5 trillion in the form of more 
or less "dormant" low-yield bank deposits and $6.1 trillion invested in stocks, bonds and mutual funds. 
This equals a total of 8% of the global financial wealth of households 

In 2014 global household financial wealth amounted to about $95.5 trillion. Out of this total, I estimate 
that 8% of households’ financial wealth is held in tax havens. 

The assets held in Switzerland private banks are as high as $2.3 trillion – or close to a 
third of the total amount of offshore wealth. The rest is located in other tax havens, the 
main players being Singapore, Hong Kong, the Bahamas, the Cayman Islands, 
Luxembourg and Jersey. A large part of the assets registered in Singapore or Hong Kong are in 
reality managed by Swiss banks, sometimes directly from Zürich and Geneva. 

60% of the assets belonging to foreigners are attributed to the British Virgin Islands, 
Panama, and other territories where shell corporations, trusts and foundations are 
domiciled. A bit more than 50% of the total, or around 1.3 trillion in private Swiss 
banks still belongs to Europeans, and not to Russian oligarchs or African dictators. The three countries 
that border Switzerland are logically in the lead – Germany with around $260 billion, France with $240 
billion, and Italy with $140 billion. In the spring of 2015, out of the total $2.3 trillion held in 
Switzerland, scarcely $250 billion takes the form of term deposits in Swiss banks. The rest is invested in 
financial securities: stocks, bonds, and above all, mutual funds. Among those funds, Luxembourg holds 
the lion's share with around $750 billion. 

So today, the majority of Swiss Bank customers are Europeans, who for the most part controlled their 
assets through trusts and shell corporations domiciled in the British Virgin Islands. These provide 
them with the same level of anonymity as in the time of numbered accounts. Their favourite investment 
is in Luxembourg funds, on which they pay absolutely no tax.  
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Private Equity Capital Markets - Livingston Securities LLC 

www.livingstonsecurities.com/equity_private.php 

The Private Equity Group maintains a proprietary database of over five thousand private equity 
institutional investors including venture capital funds, financial ... 

Start-up Search results – launch AND billion 

1. Apollo to Launch Seven Funds in Hot Market for Private Capital ... 

https://www.bloomberg.com/news/articles/2019-04-02/apollo-to-launch-seven-funds-in-hot-
market-for-private-capital  

o Anonymous View 

2 Apr 2019 ... The $280 billion firm, led by Leon Black, plans to launch seven funds in 2019 
across a range of strategies, from insurance to real estate to India, ...  

2. Exclusive: Advent readies new $2.2 billion Latam private equity fund ... 

https://www.theguardian.pe.ca/business/exclusive-advent-readies-new-22-billion-latam-private-
equity-fund-sources-303122/  

o Anonymous View 

2 days ago ... By Carolina Mandl SAO PAULO (Reuters) - U.S. private equity firm Advent 
International Corp is preparing to launch a $2.2 billion fund to invest in Latin America ...  

3. Dutch trio launches PE co-investment | Top1000Funds.com 

https://www.top1000funds.com/2019/01/dutch-trio-launches-pe-co-investment/  

o Anonymous View 

31 Jan 2019 ... Jos van Gisbergen, senior portfolio manager for private equity at ... Achmea IM, 
with €130 billion ($147 billion) under management, runs the ...  

4. BlackRock's $12 Billion Bid to Become a Private-Equity Giant Is ... 

https://www.wsj.com/articles/blackrocks-12-billion-bid-to-become-a-private-equity-giant-is-
behind-schedule-11551016800  

o Anonymous View 
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24 Feb 2019 ... BlackRock last year set a goal of raising at least $12 billion to buy and ... The 
architect of Long Term Private Capital said the launch has taken ...  

5. Think3 Launches $1B Private Equity Fund for SaaS Founders to Exit ... 

https://www.prnewswire.com/news-releases/think3-launches-1b-private-equity-fund-for-saas-
founders-to-exit-current-company-and-begin-next-startup-300596019.html  

o Anonymous View 

8 Feb 2018 ... 8, 2018 /PRNewswire/ -- Think3, an innovative private equity fund for SaaS 
founders, today announced it is introducing a $1 billion fund to ...  

6. Guangzhou to Launch $3 Billion Bailout Fund for Private Enterprises ... 

https://www.caixinglobal.com/2019-04-19/guangzhou-to-launch-3-billion-bailout-fund-for-
private-enterprises-101406029.html  

o Anonymous View 

1 day ago ... Guangzhou to Launch $3 Billion Bailout Fund for Private ... Guangzhou, the capital 
of China's Guangdong province and home to 100 A-share ...  

7. BlackRock is raising $10 billion to start Berkshire Hathaway-like ... 

https://www.cnbc.com/2018/02/07/blackrock-is-raising-10-billion-to-start-berkshire-hathaway-
like-venture-wsj.html  

o Anonymous View 

7 Feb 2018 ... BlackRock is reportedly raising $10 billion to start a Berkshire ... The new venture 
is known internally as a "long-term private capital" vehicle ...  

8. Space companies got $3.9 billion in private investment last year 

https://www.cnbc.com/2018/01/18/space-companies-got-3-point-9-billion-in-venture-capital-
last-year-report.html  

o Anonymous View 

18 Jan 2018 ... Private investors poured $3.9 billion into commercial space companies ... "2017 
was the year of commercial launch," Space Angels CEO Chad ...  

9. The Strategic Secret of Private Equity - Harvard Business Review 
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https://hbr.org/2007/09/the-strategic-secret-of-private-equity  

o Anonymous View 

Indeed, the global value of private equity buyouts bigger than $1 billion grew ..... a good price, 
for financial or strategic reasons, or by launching successful IPOs.  

10. Centum Group to launch Sh50bn private equity fund - Business Daily 

https://www.businessdailyafrica.com/corporate/companies/Centum-Group-to-launch-Sh50bn-
private-equity/4003102-4869980-14us37wz/  

o Anonymous View 

26 Nov 2018 ... Centum Investments Group plans to raise between Sh40 billion and Sh50 billion 
in a fresh private equity (PE) fund as it seeks to cut finance ... 

1. en.wikipedia.org/wiki/The_Blackstone_Group  
o Anonymous View 

The Blackstone Group L.P. is an American multinational private equity, alternative asset .... He 
left Blackstone in 1999 to start his own private equity firm, Heartland ... billion private equity ... 

2. Nearly $1 Billion Was Invested In Space Startups In 1Q2018, New ... 

https://www.forbes.com/sites/alexknapp/2018/04/10/nearly-1-billion-was-invested-in-space-
startups-in-1q2018-new-report-says/  

o Anonymous View 

10 Apr 2018 ... The SpaceX Falcon Heavy launches from Pad 39A at the Kennedy ... Private 
space companies raised nearly a billion dollars in equity in the ...  

3. How A £2.5 Billion British Startup Fund Became The Most Prolific ... 

https://www.forbes.com/sites/oliversmith/2018/08/07/how-a-25bn-british-startup-fund-became-
the-most-prolific-growth-investor-in-the-world/  

o Anonymous View 

7 Aug 2018 ... ... also said to be working on the launch of a £7.5 billion British mega-fund, ... 
Before you know it, many investors in private equity have become ...  

4. Blackstone to Launch $40 Billion Infrastructure Investment Vehicle ... 
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https://www.businesswire.com/news/home/20170520005015/en/Blackstone-Launch-40-Billion-
Infrastructure-Investment-Vehicle  

o Anonymous View 

20 May 2017 ... Blackstone to Launch $40 Billion Infrastructure Investment Vehicle and New ... 
significant domestic and international private sector investment.  

5. Kensington Capital Partners - Canadian Alternative Investment Firm 

www.kcpl.ca  

o Anonymous View 

Kensington has been an active investor in venture capital since the launch of ... Kensington 
began our private equity investment program with the founding ... $1 billion to private equity ... 

6. SoftBank launches $5 billion fund to invest in LatAm tech firms ... 

https://www.pehub.com/2019/03/softbank-launches-5-billion-fund-to-invest-in-latam-tech-firms-
reuters/  

o Anonymous View 

7 Mar 2019 ... SoftBank launches $5 billion fund to invest in LatAm tech firms: Reuters ... 
Buyouts delivers exclusive news and analysis about private equity ...  
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Appendix Q. Quick 3D Additive Printing for Members – Free TINKERCAD 

https://www.autodesk.com/solutions/3d-printing 

• What is 3D printing / additive printing used for?  

Efficiently make one-off parts and create highly complex geometries that are only possible with 3D 
printing. 

Prototyping  

3D printing has long been used to quickly create prototypes for visual aids, assembly mockups, and 
presentation models. Learn more 

Lightweight parts  

Fuel efficiency and emissions reductions are driving the need for lightweight parts via 3D printing in 
aerospace and automotive applications. 

Learn more 

Functionally enhanced products  

3D printing removes many of the constraints imposed by traditional manufacturing processes that 
prevent engineers from truly designing for optimal performance. Learn more 

Custom medical implants  

To achieve osseointegration, manufacturers are using 3D printing to precisely control surface porosity to 
better mimic real bone structure. Learn more 

Tooling, jigs, and features  

3D printed composite tooling and machining fixtures are often cheaper and faster to produce, and 
conformally cooled inserts for injection molds can dramatically reduce cycle times. Learn more 

Metal casting patterns  

Combining 3D printing with metal casting bridges the gap between generatively designed parts and 
proven manufacturing approaches for large metal objects. Learn more 
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• Featured 3D printing software  

Additive manufacturing and design software—available as Standard, Premium, Ultimate 

Product details 

Platform:  

Starting at $225.00/ year  

FREE TRIAL 

SUBSCRIBE  

see more 

Medical 3D printing and orthopedic implant design 

Product details 

Platform:  

SUBSCRIBE see more 

Cloud-based 3D CAD/CAM/CAE software for product design—available as Fusion 360, Fusion 360 
Ultimate 

Product details 

Platform:  

Starting at $310.00/ year  

FREE TRIAL 

SUBSCRIBE see more 

Simple 3D design and 3D printing app 

Product details 

Platform: Online app  

FREE  
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GET STARTED see more 
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Appendix R.  Rewards, Patronage - Remuneration for Co-OP owners                                       
Note: The U.S. IRS rules for patronage are outlined in Subchapter T of the Internal Revenue Code 
(IRC); the five code sections comprising Subchapter T are: * 1381-what is a cooperative under 
Subchapter T? * 1382-how are income and patronage dividends calculated? * 1383-what is nonqualified 
patronage? * 1385-how are patrons taxed on the dividend? * 1388-what do the terms mean? 

These rules apply to non-exempt cooperatives. There are exempt cooperatives, normally only 
agricultural, which must apply for exempt status and follow somewhat different rules. 

https://www.grocer.coop/system/files/legacy_files/waking_giant.pdf Waking the Sleeping Giant 

• Recognize patronage dividends for what they are—coop capital 

By Marilyn Scholl, with Joel Dahlgren and Bruce Mayer  

Creating solutions begins with building the foundation for the future you want. One of the remarkable 
things about cooperation is that mutualism encour ages solution-oriented growth, built on a vision of the 
common good. How profitability and capitalization are handled in cooperatives is an indicator of how 
much the co-op is actively taking advantage of the opportunity to develop its potential. 

For far too long, consumer co-ops have under- utilized the potential of the patronage-dividend sys- tem 
to provide capital for the cooperative and fulfill its mission. Most cooperators know that profits 
generated with members can provide a tax shelter and that patronage refund checks raise member good 
will. But beyond that, have we as a sector really thought deeply or strategically about what retained 
patronage equity could be doing for our cooperatives? It’s time for us to wake that sleeping giant. 

Our ability to leave a legacy for the next generations in our communities depends upon it. 

Now more than ever, co-ops need a dependable source of capital. And one of the responsibilities of 
ownership is to provide capital. Retained patronage dividend equity is a way for co-op owners to 
provide capital without having to put in any additional cash. 

“Food for people” is a very powerful idea, whereas “profits reinvested in the people’s interest” isn’t 
catchy— but it could enhance our ability to change the world. 

 

All they have to do is shop. And the co-op saves taxes! Why don’t more co-ops take advantage of this 
method of building co-op equity? Let’s take a closer look at how your co-op and its board of directors 
can think strategically about its annual patronage- dividends decisions. 
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• Understanding the value of equity  

It’s easy to see why there has not been a widespread grasp of the strategic value of retained patronage 
equity. Quite simply, not everyone understands its long-term value. Historically, the frame of refer- 
ence for both food co-op management and governance has been that patronage equity belongs to the 
members and, for that reason, members should “get it back” during profitable years. Compounding this 
mindset is the fact that the Internal Revenue Service (IRS) requires that patronage equity be allocated to 
each member, making it feel like it “belongs” to these individuals. What’s more, not everyone expects 
the co-op to make enough profit to distribute or even to reinvest in the business. 

What the IRS requires (after a co-op board approves a patronage dividend) is that a minimum of 20 
percent of the allocated profit be refunded back to the members as a “cash” portion. The cash portion of 
the dividend can be paid out in a check, voucher or store credit, or it can be given back to the co-op by 
the member to support its charitable programs. The only imperative is that these checks or vouchers be 
cashed in order to avoid tax liability on the profits earned from sales to that member. The rest, up to 80 
percent, can be withheld as retained patronage equity in the cooperative. 

 

Heres a sample motion that documents the board’s annual decisions: 

I move that the co-op allocate 100 percent of eligible profits to patronage dividends 

($XX,XXX) to members and that 20 percent of those patronage dividends ($X,XXX) be distributed to 
members in the form of a store credit and according to rules outlined by Internal revenue Service 

Chapter T and the state laws. Any distribution that would be less than $2.00 shall not be distributed and 
the related profits shall not be allocated. 

The legal and financial reality regarding this money is twofold: Unless a co-op officially and explicitly 
states it, the co-op is not required to return any profits to the members, nor is it ever obligated to pay 
out retained patronage equity. Until you have taken a class of patronage and declared it payable, 
it is not owed to anyone until the board declares an obligation. If no declaration is made, the funds 
can remain in the co-op in perpetuity. If the co-op ever decides it has too much capital and has no 
vision or plans that would require capital, then the retained patronage could be returned to members. 
Although this is generally true in most states, it is also important to obtain professional legal and 
financial advice from experts knowledge able about cooperatives on how your co-op can properly 
handle profits and retained patronage equity in your jurisdiction. 

Given today’s economic climate, retained patronage equity represents an outstanding opportunity to 
build capital for the co-op that is not leveraged by outside financing, as well as an opportunity to 
enhance the co-op’s balance sheet for times when it does need to borrow. As banks become more 
conservative and capital harder to raise, co-ops can take matters into their own hands and build capital 
with retained patronage dividends. 
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That the business can be capitalized through the profits from the patronage of its owners is another one 
of the impressive things about cooperation—individually, owners don’t need great sums of money to 
provide for their business. The owners’ pooled resources through patronage equity can do a lot of heavy 
lifting in capitalizing the business. Looked at this way, retained patronage equity is not for the 
individual owner at all and shouldn’t be considered as such. It is everyone’s money, set aside for 
the good of the cooperative. 

Of course, there is a balance that must be struck, and thinking about what’s best for the co-op should 
take precedence. It’s not necessarily prudent to hang onto the members’ money in perpetuity, which 
takes us back to those tax advantages and the idea that patronage dividends tangibly demonstrate 
ownership in the co-op. However, annual decisions about what to do with co-op profits should be made 
in the context of the long-term needs of the co-op and what outcomes members expect the co-op to 
deliver.  

The potential for retained patronage equity capital is huge. Of over 100 co-ops in the Common 
Cooperative Financial Statement (CoCoFiSt) database, only 29 co-ops show retained patronage on their 
balance sheets. The range reported is from $5.1 million to $3,677. 

Every year, the question comes up—what do we do with our profits? Since it is an annual decision, 
being prepared for it will enhance co-op leader- ship’s ability to think about it strategically. Before 
determining how much of eligible profits should be allocated for any potential distribution, addressing 
the question of what the co-op’s long-term needs are is imperative. This is not a once-a-year talk, but 
part of an ongoing dialogue. The ideal board con- versation about this would start with the co-op’s long-
term objectives and how the co-op’s capital needs are connected to any patronage dividend or retained-
equity decision. 

Does the co-op plan to expand and build its balance sheet? What activities do owners want the co-op to 
support? Does the co-op have debt and want to lower its risk? It’s wise to assume that the co-op will 
need capital to pursue business opportunities. When you are focused on your long-term plans, the 
questions about what to do with the co-op’s profit and retained patronage equity become much clearer. It 
becomes a matter of process and taking best advantage of the opportunity to either distribute or retain 
earnings.  

Decision: What percentage of the allocated profits will be distributed? 

• The minimum required by the IRS is 20 percent. Determine if there is any reason to dis- tribute more 
than what’s required. 

• cash needs. Does the co-op have long-term debt or other liabilities that will need to be repaid? If so, 
conserve cash by distributing the minimum amount. 

• capital investment needs. Does the co-op have a vision or strategic goals that will require future capital 
investment? If so, conserve cash by distributing the minimum amount. 
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• balance sheet strength. Does the co-op have expansion or other plans that will require out- side capital? 
If so, strengthen the balance sheet and the co-op’s ability to leverage debt capital through retained 
patronage equity—conserve cash by distributing the minimum amount.  

 

When is Borrowing also Investing? 

 

When your co-op takes a loan from the Cooperative Fund of New England, 

you’re helping to ensure that financial resources are available to future co-operators. We also welcome 
your investment. CFNE is a socially responsible investment option. web: www.coopfund.coop • tel: 1-
800-818-783 

https://www.calt.iastate.edu/blogpost/199a-deduction-look-qualified-cooperative-dividend 

The Tax Cuts and Jobs Act lowers the corporate income tax rate from a maximum rate of 35 percent to a 
flat rate of 21 percent. To ensure that other businesses weren’t left without a break, the Act also creates a 
new deduction, IRC § 199A, to apply to income earned from other business activities. The new 
deduction impacts millions of taxpayers, including those who operate a sole proprietorship, S 
corporation, or partnership and those who are members of a cooperative or have an interest in a real 
estate investment trust or a qualified publicly traded partnership. Despite its tremendous impact, § 199A 
is perhaps the most obscure provision in the new law. During the next several weeks we will address 
specific parts of this provision in separate posts. 

Today, we will discuss an issue that has been flooding our mailboxes during the past week: the treatment 
of "qualified cooperative dividends," specifically how this new provision impacts farmers who market 
their commodities through a cooperative of which they are a patron, as opposed to sell them to a non-
cooperative buyer. 

Without IRS guidance on this issue, it is impossible to know how these provisions will be interpreted. 
With that in mind, however, we’ll turn to the Code, doing our best to explain the new § 199A, as 
written. 

To understand the issue, we must first understand, at a general level, how the new § 199A deduction 
works. Keep in mind that the deduction is full of nuance and complexity. We will no doubt receive 
hundreds of pages of IRS guidance on this new deduction alone. 

But at its core, the § 199A deduction works like this (for purposes of the issues under discussion today): 

(1) Subject to many limitations, taxpayers can generally take as a deduction, up to the amount of 20 
percent of their taxable income (not including capital gain income), an amount equal to 20 percent of 
their “qualified business income.” (2) Additionally, taxpayers can generally deduct, up to the amount 
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of their taxable income (not including capital gain income), an amount equal to 20 percent of their 
“qualified cooperative dividends.”  

It is the difference between the two calculations and the limitations that apply to each respectively that 
draw our focus today. 

Note: To learn about our cooperative federation model, please request The Mondragon Report. 
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Appendix S1.  Sexism 
https://www.huffpost.com/entry/half-us-men-uncomfortable-with-female-political-leaders_n_5dd30b73e4b0263fbc993674?ncid=engmodushpmg00000004 

• Half The Men In The U.S. Are Uncomfortable With Female Political 
Leaders 

A new study reveals an old problem; both men and women aren’t totally cool with women running the show. 

 

By Emily Peck 

Only 49% of American men say they would feel very comfortable with a woman as head of the government, 
according to a study released Tuesday morning of attitudes toward women and men in 11 countries.  

Women were a bit more likely to see their own leadership potential, but they’re still pretty sexist, too. Just 59% of 
American women surveyed said they’d be comfortable with a woman in charge, according to the Reykjavik 
Index, a survey of attitudes toward gender in the Group of Seven industrialized countries, as well as Brazil, China, 
India and Russia, conducted by consulting firm Kantar and Women Political Leaders, a nonprofit global coalition 
of female politicians based in Iceland.  

REAL LIFE. REAL NEWS. REAL VOICES. 

Help us tell more of the stories that matter from voices that too often remain unheard. 

Subscribe Now  

That only half of men are OK with a woman in charge is perhaps not surprising in the U.S., where a misogynist 
sits in the White House, a woman has never been president and there are still very few female governors. 
However, it is notable heading into an election where four women are vying for the Democratic nomination for 
president. 

The results shouldn’t be interpreted to mean a woman doesn’t have a shot at the top spot, said Michelle Harrison, 
CEO of Kantar Public, a public policy consulting and research agency. A female politician’s road is just going to 
be a lot rougher. 

That’s been clear already in the current nomination race, where the women running are facing an array of 
gendered critiques ― being called angry or elitist or schoolmarmish, for starters. 
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“Women in all walks of life have a harder job on the journey to leadership than men,” said Harrison, who worked 
on the study. “I don’t think it’s telling us anything specific about a particular woman. Leaders always break 
through.” 

For the report, the researchers surveyed 22,000 adults ages 18 to 64 across the 11 countries ― including 2,000 
Americans. The survey asked about women’s and men’s suitability for leadership roles across a number of areas, 
including government; business sectors like media, fashion, technology; and child care.  

The researchers found pervasive gender discrimination in every country surveyed. Nowhere were women and 
men viewed as equally suitable for leadership roles. Canada and the U.K. are the only countries in which a 
majority ― a slim one ― of men said they’d be very comfortable with a woman head of state.  

 

The researchers scored countries on an index, with 100 being perfect equality where women and men are viewed 
as equally capable. The lower the index score the more inequality there is. 

Judged against other countries, the U.S. stands near the top, coming in third place with an index score of 75. 
Germany and France tied for first place, ranking at 77. The U.K.’s score dropped four points to 73 from 2018, 
knocking the country from first to fourth place. 

Americans, men and women, were slightly more comfortable with a woman leader in the business sector. Sixty-
one percent said they were comfortable with a female CEO. 
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Appendix S2.  Single Parent Families in the USA 

https://www.theatlantic.com/notes/2015/10/the-breakdown-of-the-black-family-
contd/410155/ 

 

https://www.theatlantic.com/business/archive/2015/12/how-poor-single-moms-survive/418158/  

 

https://www.americanprogress.org/issues/education-k-12/reports/2013/05/08/62519/the-importance-
of-preschool-and-child-care-for-working-mothers/  

 

https://www.gingerbread.org.uk/what-we-do/media-centre/single-parents-facts-figures/  
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Appendix T.  Taxes & Trusts 

Note: Please see also Appendix R regarding co-op taxation, per se. 

https://www.professionaladviser.com/professional-adviser/sponsored/2428592/industry-voice-why-use-
an-offshore-bond 

• Industry voice  

• Industry Voice: Why use an offshore bond? 

As you know, an "offshore bond" is an investment wrapper arranged by a PE with a piece from life 
insurance company in a jurisdiction with a favourable tax regime, such as the Isle of Man or Dublin.  

This means that investors benefit from growth that is largely free of tax – often referred to as "gross 
roll-up". Consider this: if you invested £1 and doubled it up every year, what would it be worth in 20 
years' time if no tax was deducted each year? You may be surprised to hear it would be worth 
£1,048,576! 

However, if that same investment suffered 20% tax each year (equivalent to basic rate 
tax), it would be worth just £127,482! And if it suffered 40% tax each year (equivalent to higher 
rate tax), it would only be worth £12,089 (seven-eighths lost to taxes sans a portfolio bond in a trust)! 

Reportedly, the top 1% of Americans have over half of their money parked in trusts and “the square 
mile”, i.e. the City of London has over $7 trillion in trusts being managed offshore.   

United States squashes what everyday Americans can earn on zero coupon Bonds by making citizens 
pay and “imputed” tax on each year’s incremental increase in the value of the bond. The HBPA’s bonds 
would increase in value eightfold over the 25 years but everyday American bondholders’ imputed tax is 
a killer, unlike state workers/teachers pension funds.   

Pension funds pay no imputed tax and, of course, neither do offshore trusts’ “insurance wraps”. 

Of course, the preparation of a typical households’ offshore trust by using a computer with an artificial 
intelligence algorithm could cost far less than a 100th  of what a family in the top 1% has to pay. 

There wouldn’t necessarily have to be any taxable assets in the family trust and the OECD wouldn’t 
make sure that Campione, Italy report on each of millions of empty family trust’s assets. 
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Appendix U.  Unfair Advantages 

 Porting all four pillars of the famously-successful Mondragon Cooperative model from 
Catalonia, Spain lays the groundwork for the revitalization of the rural American economy. 
However, it takes time and billions of dollars of patient capital. Our solution, is to set forth with 
an International Purchasing Cooperative (IPC) and to have the IPC charter a Federation of 
consumer cooperatives – Household Buying Power Associations (HBPAs) each of which can 
raise $50 million every 12 months under regulation A+. That makes possible a patient capital 
pool – over $10 billion in seven years. Outside of Catalonia, no other cooperative organizations 
are capable of competing with the Mondragon model (ref. The Mondragon Report).  IPC lets 
small cooperatives tap resources - like MIT’s Media Lab - only available to a privileged few. 

 Something for nothing, no dues, no participation requirements, but co-op profit sharing (see 
Appendix R), substantial savings on purchases (complements of the U.S. Robinson Patman Act) 
(see IPC spreadsheet), access to bonds that pay 8.8% per year, earlybird alerts about investment 
opportunities (13 D filings by co-op Due Diligence Labs), Uber-like ridesharing, telemedicine 
enhanced by on-site/in-home machine learning in parentheses ML), space from wide area job 
search/ placement, well-paying job opportunities, group insurance (including medical), group 
vehicle maintenance and vehicle purchasing, group travel rates, group Wi-Fi 6 Internet (see 
Appendix 1) … 

 Ultra large International Purchasing Cooperative’s profit sharing Federation. U.S. goal: 100 
million households (out of 126 million total), about 200 million sane adults able to buy HBPA 
bonds under Regulation A+ directly from the IPC and the HBPA issuers. By comparison: the 
NRA has about 5 million members and AARP has about 38 million, the AAA federation over 58 
million.  Various liaisons may be possible. Companies can join once 80% of their employees do. 

 Purchasing power discounts online via a simple IPC Internet platform (see Appendix 2) that, 
taken together with a co-op broadband federation of broadband ISPs (BISP) and dual-boot 
smartphones and 10 Tflop on-site machine learning/AI equals a vast captive market. 

 Cooperative interface with 1000 U.S. rural electric utilities thanks to Roachdale Principal 6, 
USDA rural services, the Mondragon style consumer co-op organization of HBPA’s plus large 
deposits from a multibillion-dollar patient capital pool into rural single-branch banks. 

 Smarter children.  Interactive MOOC courses for people in member households of all ages. 

 Healthier, wealthier and wiser people – Wi-Fi 6 linkage between co-op telemedicine clinics and 
turnkey home health- aid services, HBPA co-op transportation services plus co-op health 
insurance Buying Power together  add up to an unfair advantage in over 3200 U.S. counties. 

 Diversity on Boards of N. American regional consumer buying power associations. 

 By pooling, the co-ops’ bond issues aren’t PE collateralized loan obligations, CLOs. 
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Appendix W. WORKERS COOPERATIVES 

[see also Appendix C and also this Endnote for ‘Cooperative Capital – Why the world needs it’ i ] 

https://www.nytimes.com/2014/03/30/magazine/who-needs-a-boss.html?_r=0 

Who Needs a Boss? 

CreditCreditIllustration by Kelsey Dake 

By Shaila Dewan March 25, 2014 

If you happen to be looking for your morning coffee near Golden Gate Park and the bright red storefront 
of the Arizmendi Bakery attracts your attention, congratulations. You have found what the readers of 
The San Francisco Bay Guardian, a local alt-weekly, deem the city’s best bakery. But it has another, less 
obvious, distinction. Of the $3.50 you hand over for a latte (plus $2.75 for the signature sourdough 
croissant), not one penny ends up in the hands of a faraway investor. Nothing goes to anyone who might 
be tempted to sell out to a larger bakery chain or shutter the business if its quarterly sales lag. 

Instead, your money will go more or less directly to its 20-odd bakers, who each make $24 an hour — 
more than double the national median wage for bakers. On top of that, they get health insurance, paid 
vacation and a share of the profits. “It’s not luxury, but I can sort of afford living in San Francisco,” says 
Edhi Rotandi, a baker at Arizmendi. He works four days a week and spends the other days with his 2-
year-old son. 

Arizmendi and its five sister bakeries in the Bay Area are worker-owned cooperatives, an age-old 
business model that has lately attracted renewed interest as a possible antidote to some of our most 
persistent economic ills. Most co-ops in the U.S. are smaller than Arizmendi, with around a dozen 
employees, but the largest, Cooperative Home Care Associates in the Bronx, has about 2,000. That’s 
hardly the organizational structure’s upper limit. In fact, Arizmendi was named for a Spanish priest and 
labor organizer in Basque country, José María Arizmendiarrieta. He founded what eventually became 
the Mondragon Corporation, now one of the region’s biggest employers, with more than 60,000 
members and 14 billion euro in revenue. And it’s still a co-op. 

In a worker co-op, the workers own the business and decide what to do with the profits (as opposed to 
consumer co-ops, which are typically stores owned by members who shop at a discount). Historically, 
worker co-ops have held the most appeal when things seem most perilous for laborers. The present is no 
exception. And yet, despite their ability to empower workers, co-ops remain largely relegated to 
boutique status in the United States. 

Returns to investors are ever-increasing compared with the returns to labor. For most economists, 
there’s little question that the former is squeezing the latter. 
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The blockbuster economics book of the season, Thomas Piketty’s “Capital in the Twenty-First 
Century,” argues that the great equalizing decades following World War II, which brought on the rise of 
the middle class in the United States, were but a historical anomaly. Armed with centuries of data, 
Piketty says the rich are going to continue to gobble up a greater share of income, and our current 
system will do nothing to reverse that trend. 

The oft-proposed remedy for this state of affairs is redistribution — namely, taxing the rich to benefit 
the poor. Piketty, in fact, proposes a global tax, one that can’t be avoided by private jet. Others want to 
raise the minimum wage. In contrast to those Band-Aids, worker co-ops require no politically 
unpalatable dictates. And by placing workers’ needs ahead of profits, they address the root cause of 
economic disparity. “If you don’t want inequality,” says Richard Wolff, the author of “Democracy at 
Work: A Cure for Capitalism,” “don’t distribute income unequally in the first place.” 

Of course, a workplace doesn’t have to be managed by committee in order to channel more of the capital 
share to labor. Workers can just be given stock. Thousands of companies, including blue-chip firms like 
Procter & Gamble, already use stock as part of compensation, with the employee share of the company 
ranging from the single digits to 100 percent. But even this can be just another management strategy to 
harness the increased productivity that, studies have shown, accompany employee ownership and profit-
sharing. 

Support for full-fledged co-ops has inched into the mainstream as communities have grown weary of 
waiting for private investors to create good jobs — or sick of watching them take jobs away. In 
Cleveland in 2009, hospitals and a university gave seed money to a new group of businesses, the 
Evergreen Cooperatives, and now contract with them for laundry, energy retrofits and fresh produce. 
Last month, a government commission in Wales announced that “conventional approaches to economic 
development” were insufficient; it needed cooperatives. That same month, the New York City Council 
held a hearing called “Worker Cooperatives — Is This a Model That Can Lift Families Out of Poverty?” 

It is a good question. Research findings about employee-owned businesses are rarely negative — they 
are either just as good as regular businesses, or they are more productive, less susceptible to failure, 
more attentive to quality and less likely to lay off workers in a downturn (though they may be slower to 
hire when times are good). Take, for example, the employee-owned British retailer John Lewis, which 
has recently threatened to outpace its publicly traded corporate rival, Marks & Spencer. 

One perennial criticism of worker co-ops is that they can’t afford the high-flying talent that would help 
them innovate. But not every company needs to innovate. Many just need to mop floors, sling burgers or 
clean linens. And it is usually those companies whose workers struggle most. “We’re not trying to 
create an Amazon that pays Jeff Bezos to do what he does,” says Melissa Hoover, the executive 
director of the United States Federation of Worker Cooperatives. “We’re trying to remove Jeff 
Bezos from the equation and have everyone else make a little more money.” 

Another persistent critique is that workers don’t have enough experience to make good management 
decisions. Some co-ops solve this problem just as other businesses do, by buying expertise they don’t 
already have. In 2008, the owners of a Chicago window factory decided to close it with little notice, and 
the workers staged a six-day sit-in that made them celebrities overnight. Another owner took over but 
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closed the factory again. The workers bought the equipment and moved it to a new factory, saving 
hundreds of thousands of dollars with sweat equity. The new company, called New Era Windows, 
opened last year. Though the workers are still paying themselves minimum wage, they elected to hire a 
high-priced, experienced salesman to drum up business. 

New Era was lucky to find financing, borrowing $600,000 from a nonprofit called the Working World, 
which started lending to co-ops in Latin America and has branched out to the U.S. The biggest 
challenge co-ops face is lack of capital, which is why they are often labor-intensive businesses with 
low start-up costs. Banks can be hesitant to lend to co-ops, perhaps because they aren’t familiar with the 
model. Meanwhile, credit unions — another form of cooperative — face stringent regulations on 
business lending. 

The founder of the Working World, Brendan Martin, https://www.theworkingworld.org/us/contact-
us/ would like not only to fund cooperatives, but to reorder the priorities of investors altogether. Martin 
says that both times the window factory was shuttered, it was not for lack of business. It just didn’t meet 
the needs of the owners. The Working World, instead of seeking quick returns, accepts no loan 
repayment until the borrower is on its feet. “We create the real economy, which is slower but it has 
less risk,” Martin told me recently, between meetings with the New Era workers in Chicago. Then he 
proposed something truly radical: “Imagine if Wall Street investors were only able to make money by 
creating incredibly successful American businesses?” Maybe then we wouldn’t need co-ops. 

Shaila Dewan is an economics reporter The Times, March 30, 2014, on Page 20 of the Sunday Magazine 

 

 
http://www.cdi.coop/wp-content/uploads/2014/01/CDIcompletestart-uppkt2010.pdf  

 Co-op 101: A Guide to Starting a Cooperative 

1. Welcome to CDI 
2. CDI Brochure 
3. What is a Cooperative: Principles & Values, Who Benefits & How 
4. Steps to Forming a Cooperative 
5. Starting a Cooperative: Stages 
6. Cooperative By-Laws, etc. 
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Cooperative capital  
Why our world needs it 

By Alan J Robb, James H Smith, and J. Tom Webb' 

A central challenge for anyone seeking to understand the dynamics of cooperative business is to 
understand both the context in which cooperators and cooperatives exist and the profound differences 
between cooperatives and other forms of business. Cooperative businesses are islands in a sea of 
investor-owned firms. As islands, they are impacted by the language and concepts of the world around 
them even when the language and concepts are inappropriate. Cooperatives are profoundly different 
from investor-owned firms, and this difference is the key to meaningful understanding of all aspects of 
cooperative business. Understanding the nature, role, and behaviour of capital in cooperatives can 
potentially help redress the social damage caused by the global financial crisis that has affected our 
economic and social lives since 2007. 

The evolution and nature of cooperatives 

Cooperatives evolved in a number of countries in the mid-nineteenth century in response to the 
development of the Industrial Revolution and the upheavals this caused in society (Birchall 1997). The 
rules adopted by the Rochdale Equitable Pioneers Society in 1844 have been influential in the 
development of cooperative thinking and form the basis of the principles adopted by the International 
Co-operative Alliance (ICA). 

Industrialization and the development of the market economy tore society apart. This occurred in 
many countries, not just Britain as is sometimes implied.' In Britain, landowners used their absolute 
political power to enclose the common lands, forcing the landless to earn their subsistence through wage 
labour: 

One by one, all the customary rights that working people had had were stripped away: the right to 
gather firewood and to hunt game, the right to have their wages set by a magistrate, the right to 'poor 
relief' if they were unemployed or laid off from agricultural work in the winter, and so on.... Now, 
for the first time, it was thought acceptable to allow people as individuals to take their chances 
within a volatile new market economy which could not guarantee survival. As Polanyi (1957) puts it, 
whereas previously the market had been an adjunct to society, now society became an adjunct to the 
market. 

(Birchall 1997, 2, citing Polanyi 1957) 
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Cooperative capital: why our world needs it 77 

The response from the affected members of society was the development of trade unions, friendly 
societies, and cooperatives, and these mutual organizations shared the common aim of ameliorating the 
injustices of the market economy and its emphasis on the primacy of financial capital. 

Mutuality was not a new concept; it lay at the heart of partnerships as a business form. Partnerships 
have existed as long as businesses have operated (de Roover 1956). Many of the features still found in 
partnerships were adopted by the founders of cooperatives—e.g. capital was contributed equitably (not 
necessarily equally), profits were shared in proportion to agreed-upon ratios (not necessarily in 
proportion to financial capital), and members withdrawing from the partnership would be paid out their 
contributed capital. 

Accountability was also an early value of cooperatives, as it was in sole traders and partnerships. The 
Rochdale Pioneers' rules of 1844 provided for quarterly general meetings at which members would 
receive audited financial reports (Birchall 1994, 54). 

Parnell (1999) suggests that there are two forms of socio-economic coopera-tion—mutual and 
business. Mutual cooperation occurs between individuals who seek to provide a service for themselves; 
business cooperation takes place between businesses. In a similar manner, Mintzberg et al. (2005) 
identify four types of mutual association: activist, providing advocacy for others; benefit, providing 
services for others; protection, providing benefits for members; and mutual, providing pleasure or gain 
for members. Cooperatives are placed in the fourth category. In this chapter, the focus is on cooperative 
business, although many observations concerning capital may also be relevant to the other forms of 
mutual endeavour. 

The historical development of cooperatives has been shaped by seven key factors: 

1 Cooperatives meet needs that are not met by markets or where people face exploitation by those 
markets. 

2 Cooperatives exist to provide benefits to members through their active participation in the 
cooperative's activities. 

3 Members of cooperatives benefit from the strength and solidarity that mutuality confers in markets. 

4 Capital is contributed equitably by members, normally in proportion to the use that members make of 
the services of the cooperative. 

5 Interest may be paid on capital contributions—but it should be limited and fixed. 

6 Members' capital is repaid by the cooperative when the membership ceases. 
7 As democratic organizations, cooperatives operate on the basis of equal voting rights rather than 

voting in proportion to the amount of share capital held. 
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The nature of investor-owned businesses 

In contrast to cooperatives, the development of the limited liability company in the mid-nineteenth 
century was designed to facilitate the investment of financial capital. In the UK, the Joint Stock 
Companies Act 1844 originally contained a number of provisions including the keeping of books of 
account, the regular preparation and publication of balance sheets, and the appointment of auditors. 
These 'oppressive provisions' were subsequently removed in 1856 on the grounds that they were 
'officious interference of the State' (Johnston and Edgar 1963, 7). 

Consequently, company directors were left relatively free from legal obligations of accountability 
towards shareholders. Historically, directors have resisted any requirement to disclose detailed financial 
information. The presentation of audited profit and loss reports was not required until after the Royal 
Mail Steam Packet Company collapsed in 1929. This occurred because the directors had been able to 
present the appearance that the company was profitable for more than seven years by utilizing 
undisclosed secret reserves and transfers from off-balance-sheet entities. 

Although there has been a move in recent years towards triple bottom-line reporting, the overriding 
purpose of investor-owned companies remains the maximization of profits, more often than not to the 
exclusion of any social or other considerations. Not surprisingly, this has resulted in an amoral attitude 
to business. When asked about the havoc his currency speculation caused to East Asian economies in the 
crash of 1997, George Soros replied, 'as a market participant, I don't need to be concerned with the 
consequences of my actions' (Clarke 2003, 32). 

For investor-owned businesses, the principal objective is not simply the making of profits, but rather a 
continual increase in the profits that are made (Friedman 1970). This process may involve replacing 
employees by automation or by shifting production to lower-cost economies. Profits are often 
maximized by externalizing the costs of business operations, such as ignoring pollution or worker safety 
(Goetz and Rupasingha 2006). The shareholder and market pressure on managers to increase profits is 
usually unrelenting. 

When faced with the need or wish to exit a company, an investor must seek an external buyer for the 
shares held.' That sale may be more or less than the equity originally invested and more or less than the 
net asset backing of the shares. 

A key point to note is that exiting shareholders exert little direct influence on the company to perform. 
Indeed, more influence may be exerted by customers boycotting a company's products. For example, 
opponents of the so-called New Coke forced the return of the traditional formulation after only a few 
months in 1985 (Coca Cola n.d.). In 2009, Cadbury's decision to replace cocoa butter with palm oil 
sparked a similar protest and the decision was reversed within weeks (Environmental Leader 2009). 

Equally, there is little, if any, direct incentive and no expectation for a shareholder to transact with the 
company. Because voting is normally proportionate to shareholding, the investor-owned company is 
essentially undemocratic. The organization responds to the needs of capital rather than the needs of 
people and communities. An investor-owned company may meet human and community needs, but that 
is not its primary purpose. 
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Cooperative differences 

Cooperative enterprises differ from investor-owned companies in several important respects: 

1 The very idea of cooperation rests on assumptions about the nature of humanity. There is an implicit 
assumption that people are generally good and wish to do good. This assumption is not based on the 
naive notion that people are perfect, but rather on the faith that, given an opportunity to make the 
world a better place, people will generally choose to do so. Without this belief, cooperative activity 
would be foolish. A second assumption is that people are simultaneously motivated as individuals 
and as members of a social group or community, and that these two aspects of human nature need to 
be in some reasonable balance. Successful cooperatives recognize the economic imperative of 
operating profitably; failure to do so would result in bankrupt ideologists. 

In contrast, investor-owned businesses are based on a belief that the overriding motivation of 
people is economic rationalism. It is assumed that individuals act in their own best interests and seek 
to maximize the return on their financial resources. The interests of humanity are reduced to 
financial interests. Consequently, the owners of investor-owned companies treat labour and materials 
as input costs to be minimized, if return on financial resources is to be maximized. 

2 Cooperatives are open to all persons 'able to use their services and willing to accept the responsibilities 
of membership' (ICA 1995). This does not preclude limiting membership due to constraints on 
cooperative or financial viability. Members who cease transacting with the cooperative are normally 
ineligible for continued membership. Mutuality and participation are central to cooperation. In contrast, 
investor-owned businesses require no commitment to the activities of the business. 

3 Cooperatives require members 'to contribute equitably to, and democratically control, the capital of 
their cooperative.... Members usually receive limited compensation, if any, on the capital subscribed 
as a condition of membership' (ICA 1995). 

In contrast, investor-owned businesses invite the purchase of share capital as a speculation where 
the compensation may have no limit. Control of the capital is in proportion to the amount invested. 

4 Cooperatives are usually established in response to unfairness in free market economies. Often 
cooperatives are started as a direct result of exploitation of people by investor-owned businesses. 
The purpose for which people create cooperatives is to satisfy member and community needs. 
Businesses should exist for people, not the other way around. 

Cooperatives are about justice and fairness for both individuals and the community: 

Co-operatives keep capital in the community where it was generated, while stock companies 
export capital elsewhere. Since they give surplus revenue back to their members, co-operatives 
keep wealth in their communities. Stock companies do the reverse. By distributing profits to 
shareholders, they take capital out of the community. 

(Gutknecht 2008) 
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Investor-owned businesses arise in environments of laissez-faire where the concept of caveat 
emptor (`let the buyer beware') is the accepted standard for behaviour. In the eighteenth century, 
Adam Smith warned of the dangers posed to society of schemes proposed by the promoters of 
investor-owned companies: 

The interest of [those who live by profit] has not the same connection with the general interest of 
the society as that of [labourers and landlords].... The proposal of any new law or regulation of 
commerce which comes from this order [those who live by profit], ought always to be listened to 
with great precaution, and ought never to be adopted till after having been long and carefully 
examined, not only with the most scrupulous, but also with the most suspicious, attention. It 
comes from an order of men whose interest is never exactly the same with that of the public, who 
have generally an interest to deceive and even oppress the public, and who accordingly have, 
upon many occasions, both deceived and oppressed it. 

(Smith 1776, 155) 

Similar criticisms of investor-owned companies and profit maximization are voiced today: 

While this ownership model provides a powerful driver, it also creates a problem. Being effective at 
delivering private benefit is all very well, but an economy based on the quest for the private benefit 
of some does not seek the common good of This is even more significant when seen in the  
context of today's global issues—diminishing natural resources, climate change, and global poverty. 
It makes little sense to attempt to solve these problems without acknowledging that the pursuit of 
growth and the maximization of private gain might at best hinder these endeavours, and at worst be a 
major part of the problem. There is now an urgent imperative to find a different and fairer basis for 
business—and for business ownership—that does not ignore today's social and environmental 
concerns ... 

A system designed to pursue one goal only is likely to achieve that goal; but it may do so at the 
expense of other potentially legitimate—maybe even more important goals. What economists call 
the 'negative externalities'—the downstream costs of exploiting natural and human resources in the 
pursuit of profit—are becoming more recognized and better understood. 

(Mills 2009, 1-2) 

This implies a need for a better, fairer type of capital. 

 

Cooperative capital 

Cooperative capital is equity, in the traditional accounting sense. It is the claim of the members of the 
entity to the net assets of the entity. The members of a cooperative are entitled to be paid back their 
equity when they leave the cooperative in exactly the same way that members of a partnership receive 
their equity (whether designated as 'capital' or 'current' account) upon leaving the partnership. 
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The obligation to pay a limited amount of interest on capital and the obligation to redeem cooperative 
capital are two important disciplines on the managers and directors of cooperatives. Capital is not free 
and must therefore be subject to a capital-rationing discipline to ensure that members' contributions are 
not wasted. The redemption obligation puts managers under pressure to use capital efficiently and attract 
new members and to fund the withdrawals of retiring members. 

The cooperative companies that belong to the Mondragon Corporation in the Basque region of Spain 
combine a fair return on capital with a fair wage to the worker members. This has had a major impact on 
stemming the outflow of people from the area. It has also provided safe and secure work with excellent 
conditions: 

One hallmark of the Mondragon model is its use of capital. Rather than flowing into the pockets of 
executives and outside investors, a company's profits are distributed in a precise, democratic way; 
set aside as seed money for new co-operatives; distributed to regional nonprofits; or pooled into 
shared institutions like the university and research center. In other words, each individual co-
operative gains long-term benefits from the financial assets of the whole. 

(Schwartz 2009) 

Mondragon's egalitarian pay scale limiting the top salary in the member com- panies to no more 
than nine times the lowest pay of workers—is well documented and consistent with cooperative 
principles (Kelly and Massena 2009). 

The public policy benefits of reduced income inequalities leading to increased social cohesion and 
improved quality of life are clear (Fahey et al. 2005; Wilkinson and Pickett 2009). The GINI Project is a 
major study of 29 countries by 80 researchers that seeks to 'consider the overall impact of changing 
inequalities on societies for the longer term and discuss whether agenda setting in politics may undergo 
structural change' (GINI Project 2010). That such a study should be undertaken shows the extent of 
concern for an alternative to investor-owned capital in the modern world. 

The significance of cooperative financial institutions 

Cooperative and mutual financial institutions around the world typically have low profiles, but they can 
be of significant financial size: 

• Credit unions have assets in excess of US$1.4 trillion (World Council of Credit Unions 2011).  
•  

1. The 400 members of the International Co-operative and Mutual Insurance Federation 
(2011) have assets approaching US$1.5 trillion. 

There are a considerable number of strong cooperative financial institutions such as the Rabobank 
Group, an international financial services provider that, in terms of Tier I capital, is among the 
world's 25 largest financial institutions; CoBank and the National Co-operative Bank in the USA; a 
network of cooperative banks in Italy; the Caja Laboral Popular in Spain's Basque Country; and 
the Co-operative Bank in the United Kingdom (part of Co-operative Financial Services). It is 
safe to estimate that together cooperative financial institutions have assets well in excess of US$2.9 
trillion [2013]. 
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Generally, the capital in these financial institutions is fully committed to member services, and it is not 
available for cooperative development unless the institution makes this choice as a deliberate policy. 
Where this policy is adopted, society benefits. 

From its inception, the Caja Laboral Popular has had a policy of not only providing the workers in 
Mondragon's cooperatives with a sound financial institution but also financing and making possible the 
growth and development of worker-owned cooperatives in the Basque Country. The founders of 
Mondragon wanted to create workplaces that were participatory and to stop the drain of people from the 
region. From launching its first cooperative in 1956, Mondragon grew to employ a workforce of 92,700 
in 2008. The Caja has successfully participated in the growth of the Mondragon cooperatives while 
achieving solid success as a financial institution. In 1988 it administered €1.3 billion and by 2008 that 
had grown to €21.5 billion (Caja Laboral Popular 2011). It has also allowed people in the Basque 
Country to invest in their own future and that of their children. 

The pro-active development of cooperatives in southern Spain by the Caja Rural de Almeria similarly 
illustrates how a cooperative bank can revitalize an economy when it moves beyond a relationship-based 
model and provides seed finance and know-how in the local community (Giagnocavo et al. 2010). 

 

Regulation of capital: implications for cooperatives 

Abuse of trust has been a repetitive issue in the raising of capital for investor-owned businesses, and 
each crisis has led to new regulation of financial industries and stock markets. 

Such changes in legislation can have unintended consequences for cooperatives because regulators 
often know little of the ways in which cooperative business differ from investor-owned companies. 
When the New Zealand government drafted new companies legislation in 1993, it proposed repealing 
the existing cooperative companies' law. This would have made it impossible for cooperatives to 
operate. The New Zealand Co-operatives Association succeeded in persuading the politicians that a 
separate cooperatives act was required. The Association drafted the necessary legislation, and it was 
passed by Parliament in 1996. 

A second instance where regulatory change might have had detrimental effects occurred in 2003 when 
the International Accounting Standards Board proposed changes that would treat all cooperative shares 
as debt instruments. The ICA mobilized cooperative associations around the world to make submissions, 
which they did in record numbers. Consequently, changes were made in accounting standards to 
accommodate and recognize the ways in which cooperative capital differs from investor-owned shares. 

The lesson from these two examples is that cooperatives need to be continually vigilant, guarding 
against adverse effects of regulation from legislators who do not understand the fundamentals of 
cooperatives and believe they are relics of the past. 
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The evolving need for capital in cooperatives 

The National Co-operative Grocers Association reports that at least 50 per cent of food cooperatives in 
the U.S. are undergoing some form of expansion. The capital needed for buildings, equipment, and 
inventory is far beyond these cooperatives' ability to finance growth through retained earnings. To 
finance this immense natural growth, food cooperatives need to look at acquiring substantially higher 
levels of capital (Thompson 2009). Similarly, as agriculture becomes more industrialized, the need for 
capital at the processing and marketing levels increases (Fulton and Hueth 2009). 

Traditionally, cooperatives have limited their services and membership to a single group in society, 
such as farmers, taxi operators, florists, or consumers. This form of organization has meant a 
dependence on the ability of that group to finance the cooperative. Increasingly, some cooperatives have 
been widening their membership and so broadening access to a greater range of sources of capital. The 
new members may be individuals or other cooperatives. Sometimes these are called 'solidarity 
cooperatives' or 'stakeholder cooperatives' (Cooperative Action 2004). 

• The Caja Laboral Popular, Mondragon's powerful and enormously successful financial 
institution, has cooperatives that are members as well as worker members, and Eroski, 
Mondragon's retail system, has a board elected by both consumer and worker members. 

• The Weaver Street Market in North Carolina has both employees and consumers as members. 
Indeed, cooperatives owned by both producers and consumers are not unusual in the US. 

• Italian social cooperatives often have workers and consumers of their services as members—for 
example, social workers and former prison inmates. 

• Canada has numerous solidarity cooperatives, especially in Quebec, and the Cooperative Act 
(RSQ cC-67.2) allows for multiple classes of members including investor members. 

 

 

Impact of investor capital on cooperative businesses 

The introduction of investor members creates the potential for disharmony and tension in a cooperative 
for it brings in capital that may be incompatible with cooperative values. The greatest potential source of 
tension relates to investor expectations of return. A second source of tension is that the investors will not 
be transacting parties with the cooperative and so will not be contributing to its business prosperity. 
Taken together, investor capital is likely to be more transient, moving and seeking a higher return as 
day-to-day expectations about investment returns change. 

Once investor capital is introduced, the cooperative is on a slippery slope. When members realize the 
cooperative must now maximize the return to a group of investors or provide them with a higher return 
than members are receiving for their cooperative capital, the perceptions of member benefits are more 
likely to decrease than increase. Members are likely to question whether meeting their needs is coming 
second to meeting investors' demands for increasing returns. 

If the outside capital is tradable on traditional stock exchanges, then the ability of the cooperative to 
offer competitive returns compared to investor-owned businesses will be reflected in the share prices. It 
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is likely that only in a weak market will cooperative shares have much chance to increase in value, and if 
the market is very weak, the cooperative's shares are likely to follow the market down. 

These considerations suggest that there will be an inevitable pressure on any cooperative that seeks 
investor-driven capital to maximize the return to capital as the overriding goal of the business. When 
profit maximization replaces the primacy of cooperative business purpose, values, and principles, the 
business has ceased to be a cooperative. 

Further pressure to abandon cooperative principles would come from asset strippers seeking to 'unlock 
value' by demutualizing the cooperative as has happened with building societies in the UK and credit 
unions in Australia and the United States. 

Tradable cooperative capital 

An alternative to the introduction of investor capital is the suggestion that cooperative shares be traded 
on a separate exchange in other words, that shares should be tradable rather than redeemable (Co-
operative Action 2004). The ethical exchange concept would offer those wishing to invest in cooperative 
shares the possibility to increase the liquidity of their investments. Exchanges for trading shares have 
two functions: to provide liquidity and to make possible speculative gains by the investor. The latter can 
include short selling, a feature of the recent global financial crisis. 

Introducing a speculative component to capital in cooperatives inevitably has the effect of pressuring 
the cooperative into a business form where maximization of shareholder returns increasingly becomes 
the prime driver of the business. 

Cooperative capital: why our world needs it 85 

This is an assault on the very fundamentals of what it means to be a cooperative. The purpose of the 
business has begun to change. 

On 30 June 2010, the members of Fonterra Co-operative Group in New Zealand voted for 
constitutional changes that cancelled the right to redeem shares and allowed trading of shares amongst 
farmers. The changes include setting up an exchange platform on which the shares will be traded. One 
or two substantial financial institutions will be appointed to provide volume in the market by buying and 
selling shares 'in a similar way that banks buy and sell foreign exchange' (Fonterra Co-operative Group 
2010). The change has been welcomed by many in the finance industry, but has also been criticized as 
opening the way for outsiders to make money out of members of the cooperative (Robb 2010). 

Future directions 

The three major issues that will affect cooperatives in the future are the ability of individual 
cooperatives to retain adequate capital, the ability of the cooperative sector to grow a pool of capital 
to assist the development of new cooperatives, and the willingness of cooperatives to support one 
another. 

Retention of capital 
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Because cooperative capital can be withdrawn when members exit, it is important that cooperatives 
build up permanent capital from retained surpluses. In some countries, this may be a legal requirement. 
For example, Italian cooperatives are required to retain 70 per cent of an annual surplus as legal reserves 
and pay 3 per cent into a fund for the development of new cooperatives. Only the remaining 27 per cent 
can be distributed as rebates to members, for social purposes, or as dividends. Cooperatives in other 
countries would do well to consider introducing such a requirement into their laws to strengthen their 
capital structures. 

The need for a cooperative capital fund 

One possibility for expanding the availability of cooperative capital could be the creation of cooperative 
capital funds. Cooperative financial institutions on a regional or national basis could create such 
funds where a percentage of the funds under their direction could be invested. The resulting pool 
of funds could be made available for investments consistent with cooperative purpose, values, and 
principles. Possibilities that could be considered could include shares and loans to cooperative 
business, home mortgages, loans to not-for-profit businesses, and social economy businesses. As 
noted above, this is the practice in Italy. It is essential that the risk level of such funds be along the same 
cautious lines that credit unions and other cooperative financial institutions have traditionally used. 
These funds are not meant to be charitable foundations but custodians of member savings that ensure 
those members that the funds are used for 'good' purposes and receive a fair return that quantifies not 
only the financial return but also the 'social' return. A selection of funds with varying levels of risk and 
varying (but not excessive) levels of return or varied purpose may be a reasonable option. Participation 
in such funds should be open as widely as possible to individuals as well as cooperative institutions. 

Although it might seem desirable that such funds should receive favourable tax treatment in light of 
the public policy benefits they provide, some might argue against this because cooperatives have always 
believed in the values of self-help and self-responsibility (ICA 1995). The fourth principle of the ICA's 
Statement on the Co-operative Identity states that cooperatives are 'autonomous, self-help organizations 
controlled by their members'. The phrase 'self-help' could arguably mean that there is no place in 
government budgets for resources to advance the role of cooperatives in the economy and that coops 
should only ever 'go it alone' in everything they do, including raising capital. 

We do not agree with such a narrow interpretation of the fourth principle. There are many public 
policy schemes to encourage investor-driven investment. Cooperative capital should not be left at a 
disadvantage. One might even argue that there are public policy benefits that flow from business 
conducted in line with cooperative purposes, values, and principles, and that, as a result, public policy 
that favours the growth of cooperative capital would be reasonable. 

In addition to self-help and self-responsibility, cooperative values include `democracy, equality, equity 
solidarity, caring for others, and social responsibility' (ICA 2005). All these values require 
participation in the democratic processes of the country so that the society in which we live and 
work reflects the values we believe will benefit the whole community. 

The global financial crisis we have experienced, and are still experiencing, shows the antisocial effects 
of financial markets when regulations are weakened or abolished. Cooperatives and cooperative capital 
did not contribute to the crisis. They acted responsibly. 
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All political representatives need to be reminded that cooperatives are socially responsible and that the 
growth of cooperatives benefits society. Some governments are well aware of this and actively support 
the growth of cooperatives. Others could do much more. It is not enough simply to have legislation 
facilitating their formation. There needs to be active financial and other promotion of cooperatives by 
government departments and agencies. 

Those who have read New Zealand history know that dairy industry, which now contributes about 25 
per cent of the Gross Domestic Product, really only developed in the 1880s and 1900s because of 
government support for the cooperative system of dairying (Ward 1975, 10-17). 

In many countries there has been much lobbying against cooperatives and mutual organizations by 
investor-owned businesses, both individually and through organizations such as the Business 
Roundtable. They claim that cooperatives are inefficient, outmoded, and inappropriate in the modern 
world (Kerr 1999). 

Cooperative capital: why our world needs it 87 

Cooperatives need to be equally active in informing politicians and the public of the truth: 
cooperatives are efficiently run, they are socially responsible, and their financial capital is benign and 
not aggressive. Governments should be encouraged to support the raising of cooperative capital funds. 

At the same time, cooperative boards need to ensure that they do not depart from cooperative values 
and principles. They must compete in the market place; but they should guard against losing sight of the 
ethical values of honesty, openness, social responsibility, and caring for others. 

Support of cooperatives by cooperatives 

A perusal of the annual reports of a number of cooperatives suggests that they frequently use the 
services of investor-owned banks, despite the availability of cooperative alternatives. The cooperative 
movement as a whole should adopt a policy of making cooperatives their 'provider of choice' for 
financial services in all cases, and supporting the development of financial cooperatives in sectors where 
they do not already exist. The argument for sourcing short-term financial capital from those committed 
to cooperative values is as strong as for longer-term capital. 

In its broadest sense, cooperative 'capital' includes human resources. A key group in any cooperative 
is the board of directors. The appointment of independent or external directors can strengthen or weaken 
a cooperative's human capital. Those who have a commitment to cooperative principles and values, and 
have a successful track record of management or board participation elsewhere in the cooperative sector, 
are more likely to contribute to a successful board than directors whose background is in investor-owned 
companies. 

Conclusion 

The differences between cooperative capital and investor capital are summarized in Table 4.1. These 
differences arise from cooperative purposes, values, and principles. 

Cooperative capital offers a proven alternative in meeting human needs and reducing the 
growing income disparity between and within countries. The world of the twenty-first century 
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needs capital that is both socially constructive rather than destructive and more stabilizing than 
destabilizing. 

The creation of some form of tradable cooperative capital may be possible, but it creates risks of 
undermining what makes the cooperative business model a valuable and proven alternative in our global 
economy. 

Finally, as businesses that are based in communities, and where governance is democratic, 
cooperatives are well suited to provide capital that meets local and community needs. Cooperatives 
should explore ways of allowing transacting members and others to direct their savings into cooperative 
capital. 

Source: “Financial Cooperatives and Local Development” in ROUTLEDGE STUDIES IN 
DEVELOPMENT ECONOMICS 

Editors: Silvio Goglio and Yiorgos Alexopoulos 
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https://www.wikihow.com/Create-a-Nonprofit-Cooperative# 

• How to Write Bylaws 

 

Co-authored by Clinton M. Sandvick, JD, PhD  

Updated: March 29, 2019 

… 

1   Create bylaws. Your state law may require that you create bylaws.[9] Bylaws essentially serve as the operating 
manual for how the cooperative will be run. Even if your state doesn’t require bylaws, it is a good idea to create 
them. Make sure to include the following when you draft your bylaws:[10]  

• membership requirements 
• member duties 
• the responsibilities of coop members 

https://www.wikihow.com/Write-Bylaws 

Designate members to write the bylaws. To start, it is necessary to consult with most or all members who 
helped to start an organization. Pull in at least two or three other people to give input and help write the bylaws.  

• If you are starting a non-profit organization, for example, you will need a board of directors who will 
then give input and help write the bylaws. Working as a team ensures that all perspectives will be 
represented and accounted for in the bylaws. 

• Try to make sure that the bylaw committee reflects an accurate cross-section of your organization.[2] Do 
not tilt it too heavily with people from one section of the organization or one level of the organization’s 
hierarchy. 

3   Gather information. To properly draft bylaws, you need to understand the organization: its purpose, how 
officers will advance that purpose, and the future of the organization. To gather this information, meet with all 
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members of the organization and talk about how they envision the organizations’ purpose and what jobs will be 
necessary to make that purpose a reality.  

• You also want your bylaws to be consistent with other core documents, such as your articles of 
incorporation, governance policies, and any other documents that reflect how the organization is 
operated. Gather those documents as you prepare to draft the bylaws. 

• In particular, make sure the number of board positions and position descriptions are the same on all 
documents. Make sure too that the meeting days are the same, along with other minor details. If you 
are affiliated with another entity, such as a state department of education or similar, you should confirm 
that your bylaws are consistent with that entity’s expectations and requirements.[3]  

•  

6   Structure your bylaws in an outline format. Bylaws are typically written with section headings called 
“articles” and paragraphs called “sections.” This structure will make your bylaws more readable and 
standardized with other bylaws. This format also facilitates finding information on voting rules, committees, and 
other elements you may have questions about as the organization gets going.[6]  
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• Article Info 

FEATURED ARTICLE 

This article was co-authored by Clinton M. Sandvick, JD, PhD.  

Suggested HBPA ByLaws for HBPA’s organized along U.S. Census division lines and along Canadian province 
lines, should state that: 

Board Of Directors 

9 board members comprised of: 

1 One each of Native American, Asian American, Black and Hispanic 
2 At least four men and at least four women 
3 At least two with prior cooperative management experience at the executive or Board level 
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Appendix W2. Womens Business Associations 

 
•  American Business Women's Association 

https://www.abwa.org/  
 Anonymous View  

The American Business Women's Association helps women grow personally & professionally via 
leadership, education, networking support & national ...  

•  7 Women Business Associations to Consider Joining - Fora Financial 

https://www.forafinancial.com/blog/small-business/7-women-business-associations/  
 Anonymous View  

9 Jan 2018 ... The American Business Women's Association is an organization in which women of 
various professions connect to help each other grow both ...  

•  NAWBO | National Association of Women Business Owners 

https://www.nawbo.org/  
 Anonymous View  

2019 Woman Business Owner of the Year Award Nominations .... and organizations that share our 
commitment to the success of women entrepreneurs extends ...  

•  9 powerful professional organizations for women in business ... 

https://www.godaddy.com/garage/9-powerful-professional-organizations-for-women-in-business/  
 Anonymous View  

9 Mar 2017 ... American Business Women's Association. Professional Organizations for Women 
ABWA This national organization brings together women ...  

•  Top Business Women Organizations, Programs and Foundations 

www.businesswomen.org/p/business-women-organizations-foundations.html  
 Anonymous View  

American Business Women's Association (ABWA): This organization brings together business women 
of diverse occupations and to provide opportunities for  ...  

•  15 Great Websites For Women Business Owners - Forbes 

https://www.forbes.com/sites/allbusiness/2018/12/02/15-great-websites-women-business-owners/  
 Anonymous View  



G
 

378 

 

2 Dec 2018 ... Women business owners can achieve so much more when we support each other. If 
you're a ... American Business Women's Association.  

•  ABWA | NYC – American Business Women's Association: New York ... 

www.abwanyc.org  
 Anonymous View  

American Business Women's Association: New York City Charter Chapter.  

•  Women's Organizations You Need to Know | Diversity Best Practices 

https://www.diversitybestpractices.com/news-articles/20-womens-organizations-you-need-know  
 Anonymous View  

The American Medical Women's Association is an organization which functions at the local ... Founded 
in 1995, Asian Women In Business (AWIB) is a non-profit,  ...  

•  American Business Women's Association - Wikipedia 

https://en.wikipedia.org/wiki/American_Business_Women%27s_Association  
 Anonymous View  

The American Business Women's Association is a national professional association for women, 
established by Kansas City businessman, Hilary Bufton, Jr.  

•  Women's Business Resources | The U.S. Small Business ... 

https://www.sba.gov/starting-business/how-start-business/find-mentor-or-counselor/womens-business-
resources  

 Anonymous View  

SBA and the Office of Women's Business Ownership collaborate with many organizations to make the 
best possible resources available to women ...  

•  American Business Women's Association 

https://www.abwa.org/  
 Anonymous View  

The American Business Women's Association helps women grow personally & professionally via 
leadership, education, networking support & national ...  

•  NAWBO | National Association of Women Business Owners 

https://www.nawbo.org/  
 Anonymous View  

2019 Woman Business Owner of the Year Award Nominations .... and organizations that share our 
commitment to the success of women entrepreneurs extends ...  
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•  9 powerful professional organizations for women in business ... 

https://www.godaddy.com/garage/9-powerful-professional-organizations-for-women-in-business/  
 Anonymous View  

9 Mar 2017 ... American Business Women's Association. Professional Organizations for Women 
ABWA This national organization brings together women ...  

•  Top Business Women Organizations, Programs and Foundations 

www.businesswomen.org/p/business-women-organizations-foundations.html  
 Anonymous View  

American Business Women's Association (ABWA): This organization brings together business women 
of diverse occupations and to provide opportunities for  ...  

•  15 Great Websites For Women Business Owners - Forbes 

https://www.forbes.com/sites/allbusiness/2018/12/02/15-great-websites-women-business-owners/  
 Anonymous View  

2 Dec 2018 ... Women business owners can achieve so much more when we support each other. If 
you're a ... American Business Women's Association.  

•  ABWA | NYC – American Business Women's Association: New York ... 

www.abwanyc.org  
 Anonymous View  

American Business Women's Association: New York City Charter Chapter.  

•  American Business Women's Association - Wikipedia 

https://en.wikipedia.org/wiki/American_Business_Women%27s_Association  
 Anonymous View  

The American Business Women's Association is a national professional association for women, 
established by Kansas City businessman, Hilary Bufton, Jr.  

•  Women's Organizations You Need to Know | Diversity Best Practices 

https://www.diversitybestpractices.com/news-articles/20-womens-organizations-you-need-know  
 Anonymous View  

The American Medical Women's Association is an organization which functions at the local ... Founded 
in 1995, Asian Women In Business (AWIB) is a non-profit,  ...  

•  Women's Business Resources | The U.S. Small Business ... 
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https://www.sba.gov/starting-business/how-start-business/find-mentor-or-counselor/womens-business-
resources  
 Anonymous View  

SBA and the Office of Women's Business Ownership collaborate with many organizations to make the 
best possible resources available to women ...  

  

•  Women's Business Networks and Associations - Trade ... 

https://www.tradecommissioner.gc.ca/businesswomen-femmesdaffaires/associations.aspx?lang=eng  
 Anonymous View  

3 Apr 2019 ... Women's business organizations across Canada help women entrepreneurs and business 
owners take advantage of opportunities within ...  

•  Women's Associations - Women of Influence 

https://www.womenofinfluence.ca/category/associations-for-women/  
 Anonymous View  

The PEI Business Women's Association is a non-profit organization managed by a volunteer Board of 
Directors, who meet at least six times a year and provide ...  

•  9 powerful professional organizations for women in business ... 

https://www.godaddy.com/garage/9-powerful-professional-organizations-for-women-in-business/  
 Anonymous View  

9 Mar 2017 ... Launching a new company can be daunting, especially, as a female. These professional 
organizations for women provide valuable resources ...  

•  The Women's Business Network of Ottawa • Be Inspired! 

https://womensbusinessnetwork.ca/  
 Anonymous View  

A community of inspiring Ottawa businesswomen connecting to build relationships, develop their 
brands, and grow their careers.  

•  NAWBO | National Association of Women Business Owners 

https://www.nawbo.org/  
 Anonymous View  

Dartrice moved to California where she began working in customer service in the airline industry and 
remained with a major air carrier for 20 years. With an ...  

•  Professional Business Women's Association | The key to growth ... 



G
 

381 

 

https://pbwa.org/  
 Anonymous View  

Professional Business Women's Association stands out from other women- focused networking and 
business organizations. Our over 20-year organization is  ...  

•  Women's Business Associations - Center for International Private ... 

https://www.cipe.org/sites/default/files/publication-docs/WomensPaperSeries_CEE_for%20print.pdf  
 Anonymous View  

Regional Overview: Women's Business Associations in Central and Eastern Europe. Case Study: 
Association of Businesswomen and Top Managers in. Brasov ...  

•  PEI Business Women's Association - Home 

www.peibwa.org  
 Anonymous View  

What is PEIBWA? As a member of PEIBWA, you belong to a dynamic network of women empowered 
and inspired to succeed. You are part of a provincially and ...  

•  WEOC – We are the Women's Enterprise Organizations of Canada 

www.weoc.ca  
 Anonymous View  

We are the national association of Women's Enterprise Organizations of Canada. ... programs and 
services directly to women business owners coast to coast.  

•  Wasaga Beach Women's Business Association - Home 

https://www.wbwba.com/  
 Anonymous View  

The Wasaga Beach Women's Business Association (WBWBA) provides a welcoming environment that 
fosters mutually supportive business partnerships and ...  

•  Kitchener Waterloo Business Women's Association | Career Women ... 

www.kwbwa.com  
 Anonymous View  

The Kitchener-Waterloo Business Women's Association is a group of approximately 50 career women 
from varied businesses in the Kitchener- Waterloo area.  

•  MDBWA - Home 

www.mdbwa.com  
 Anonymous View  
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MDBWA, Midland & District Business Women's Association offers networking opportunities to help 
local business women grow their small business.  

•  Women's Small Business Association (WSBA) - Home 

www.wsba.biz  
 Anonymous View  

The Women's Small Business Association was founded in 2007 by Susan Miller, the owner of several 
successful businesses. Ms. Miller has always been an ...  

•  5 National Business Groups for Women | QuickBooks 

https://quickbooks.intuit.com/r/marketing/5-national-business-groups-for-women/  
 Anonymous View  

29 Feb 2012 ... Many successful executives have created mentoring and networking groups for women. 
Here are five women?s business groups worth looking ...  

•  American Business Women's Association 

https://www.abwa.org/  
 Anonymous View  

The American Business Women's Association helps women grow personally & professionally via 
leadership, education, networking support & national ...  

•  6 Organizations That Support Women in Business - Bluehost 

https://www.bluehost.com/blog/small-business/6-organizations-support-women-business-6678/  
 Anonymous View  

7 Jun 2016 ... Women face a rough road when trying to start businesses in traditionally male- dominated 
fields. Luckily, there are more resources today than ...  

•  Orillia Business Women's Association | Orillia | Ontario | Membership ... 

www.orilliabusinesswomen.com/MembershipInfo  
 Anonymous View  

Become a Member. Membership Fees. Annual Dues are $70.00 (meals are extra ). Please fill out the 
Online Membership Application Form below. Benefits of ...  

•  Japan Women's Business Association – バンクーバー日系経済団体 ... 

www.cjcbc.org/en/listing/japan-womens-business-association/  
 Anonymous View  
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Japan Women's Business Association. JWBA provides much needed supports and resources for 
Japanese female entrepreneurs living in Vancouver.  

•  Women's Enterprise Centre of Manitoba 

https://wecm.ca/  
 Anonymous View  

The Women's Enterprise Centre of Manitoba is a resource for women looking to start or ... In addition to 
our three core services: business advising, training and ...  

•  'Planting the seed': P.E.I. Business Women's Association marks 25 ... 

https://www.cbc.ca/news/canada/prince-edward-island/pei-business-women-association-25-years-
1.4874504  
 Anonymous View  

24 Oct 2018 ... In the early 1990s governments were financing the launch of women's business 
associations across Canada. Cathy Rose became the first ...  

•  Owen Women's Business Association - Anchor Link 

https://anchorlink.vanderbilt.edu/organization/owenwomensbusinessassociation  
 Anonymous View  

The WBA strives to create an inclusive and empowering environment for all women. We promote and 
support Owen women by providing opportunities for ...  

•  Muslim Women's Business Association - Home | Facebook 

https://www.facebook.com/Muslim-Womens-Business-Association-1479824375614834/  
 Anonymous View  

Muslim Women's Business Association. 1506 likes. The Muslim Women's Business Association 
connects Perth Business Women with our local community,  ...  

•  List of women's associations - Wikipedia 

https://en.wikipedia.org/wiki/List_of_women%27s_associations  
 Anonymous View  

American Business Women's Association · Graduate Women ... The National Association of Women in 
Construction ...  

•  Women's Student Association - Clubs - MBA - Harvard Business ... 

https://www.hbs.edu/mba/student-life/activities-government-and-clubs/Pages/club-
details.aspx?name=womensstudent  
 Anonymous View  
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Dynamic Women in Business Conference; Speaker Series; Women's ... Student Clubs of HBS, Inc. - 
Women's Student Association Harvard Business School  

•  ABWA Douglas County, Georgia Chapter 

https://www.abwadc.org/  
 Anonymous View  

The American Business Women's Association (ABWA) in Douglas County, Georgia is the only 
professional association dedicated to women in the workforce .  

•  Cobb Business Women's Association — 

www.cobbbwa.org  
 Anonymous View  

The women of the Cobb Business Women's Association (CBWA) contribute their time and talent to help 
support the members of the CBWA, our Community and ...  

•  Women's Organizations You Need to Know | Diversity Best Practices 

https://www.diversitybestpractices.com/news-articles/20-womens-organizations-you-need-know  
 Anonymous View  

The National Latina Business Women Association (NLBWA) is national association created to 
champion effective programs and services that address the ...  

•  Women's Business Connection (WBC) | UCLA Anderson School of ... 

https://www.anderson.ucla.edu/about/clubs-and-associations/professional/womens-business-connection-
(wbc)  
 Anonymous View  

The WBC kicks off recruiting season with a unique event for Anderson women across all industries to 
develop strong connections with recruiters and alumnae.  

•  Alberta Women Entrepreneurs 

https://www.awebusiness.com/  
 Anonymous View  

AWE provides unique programs and services to women at all stages of business through advising, 
financing, mentoring, and skills and network development.  
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Appendix Z  Zero Coupon Bonds 

https://www.nytimes.com/1985/01/27/business/personal-finance-setting-prices-of-zero-coupon-
bonds.html?searchResultPosition=7 

• PERSONAL FINANCE; SETTING PRICES OF ZERO-COUPON BONDS 

By Deborah Rankin  

Jan. 27, 1985 

•  •   

THE virtues of zero-coupon bonds - ones that pay no interest and are sold at deep discounts - have 
become so familiar that it is almost axiomatic to say they are the perfect investment vehicles for 
retirement accounts or a child's college education. Although they have been available for less than three 
years, an estimated $20 billion of the bonds have been sold to individuals. 
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But now disquieting questions are being raised about the pricing of these popular investments. Some 
dealers who sell to the public may be adding an excessive markup above the bonds' wholesale cost. 
Both the Securities and Exchange Commission and the National Association of Securities Dealers are 
looking into the brokerage industry's pricing practices on zero-coupon bonds, and the issue has sparked 
at least one lawsuit. 

The brokerage industry seems reluctant to discuss markups on zeros sold to individuals, however. 
Almost no industry insider questioned would agree to discuss the issue publicly and be quoted by name. 
Many flatly refused to discuss markups on zero- coupon bonds under any circumstances. 

The issue of markups is particularly important for zeros because of their extremely low purchase price. 
Ordinary bonds, which pay interest semiannually, generally sell for close to their face amount. Zeros, by 
contrast, typically are Treasury securities that are ''stripped'' of their coupons, then repackaged and sold 
for a fraction of their face value at maturity. The selling companies often give their products catchy 
feline trade names - CAT's and TIGR's are two well-known offerings. 

Although they do not pay interest while they are outstanding, zeros can return seven or eight times the 
original investment when they are redeemed at maturity 15 or 20 years hence. For example, for as little 
as $121, one could recently purchase a zero- coupon Treasury that will be worth $1,000 when it comes 
due in 2004, representing a yield to maturity of 11.25 percent. 

The problem is that some dealers are apparently employing the same markup procedures when 
pricing zeros that they use in pricing ordinary bonds - that is, figuring the markup on the face 
value of the bond rather than its purchase price. The difference is small if you buy a regular bond for 
close to its face value, but the markup may be very steep when expressed as a percentage of the purchase 
price of a deeply discounted zero-coupon bond. 

''We don't think any firm is intentionally trying to charge excessive markups, but the difficulty comes 
in what they're pricing off of,'' said Robert L.D. Colby, a branch chief in the department of market 
regulation with the S.E.C. who is in charge of the investigation of zero-coupon markups. 

Mr. Colby gave the hypothetical example of a 15- year, $1,000 zero-coupon bond with a purchase price 
of $221 to yield about 11.4 percent. A ''reasonable'' markup would be about 2 points. On an ordinary 
bond, where the full $1,000 is paid up front, that comes to $20. But if that same $20 were charged on the 
zero, sold at a discounted price of $221, it would be equivalent to a markup of more than 9 percent, he 
said, ''and that's clearly unreasonable.'' 

While the commission on stock purchases or sales is explicitly disclosed as a separate charge, the 
markup on bond transactions is difficult for the individual investor to determine because it is built into 
the price the customer pays for the bonds. The bond is sold ''net,'' after figuring in the markup. The 
higher the markup, the lower the yield to the customer. 

Mr. Colby said that the practice of figuring the markup on the face value of a zero-coupon bond, rather 
than on its purchase price, did not seem to be prevalent. So far, he said, only one brokerage firm appears 
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to be pricing its zeros in this manner. He declined to identify the firm because, he said, it is under 
investigation and the inquiry could ultimately result in enforcement action. 

But some observers maintain that individuals who buy zeros are routinely being charged markups of 15 
percent or more. ''The fact is, there are fairly substantial markups,'' said Ned Costello of the Fidelity 
Marketing Company in Boston. ''I've been told privately that the markup can range between 5 and 15 
percent, and sometimes even more,'' he said. This month Fidelity began offering zeros to its customers 
for their Individual Retirement Accounts, but is charging them a separate, fully disclosed commission 
instead of a net price. 

EVEN if excessive markups are not widespread, many investors may have already wound up paying a 
steep price for their purchases in the burgeoning market for zero-coupon bonds. According to Salomon 
Brothers Inc., the most active seller of the bonds, some $90 billion to $100 billion face amount of zeros 
have been sold to date, virtually all of them Treasuries. (There are also zero-coupon corporate and 
municipal bonds, but their sales volume is very much smaller.) Retail customers purchased an 
estimated 20 percent of this, primarily for tax-deferred retirement accounts. 

Although the securities dealers association began its investigation of pricing practices last July, it is 
vague about when the study, which was to have been concluded by September, will be finished. ''It 
hasn't really been completed and we don't have a date for conclusion,'' said Frank Wilson, executive 
vice president of the group. 

In the meantime, the rule of the marketplace is caveat emptor. ''There's not a fixed formula'' for 
determining markups, said one marketing executive with a large brokerage firm. ''It depends upon the 
maturity, the client and the situation of the bond market. We go at it from the point of, 'what yield is the 
client going to walk out with and is it competitive?' There's no way the customer is going to know what 
the markup is, other than the yield.'' 

But it is difficult, if not impossible, to determine how competitive a yield you are getting. The firms 
often package their zeros differently, and the resulting products are similar but not identical. 
Furthermore, brokers may offer quite different inventories on any given day. 

If you do manage to find the same issue available simultaneously at two brokers, the difference in your 
yield at one firm versus another may make the aggravation worthwhile. For example, a recent spot check 
found a spread of .30 to .35 of a point on the yield of several identical long-term Treasury zeros offered 
by several large brokerage firms. If you had purchased $100,000 face amount of bonds from the firms 
offering the highest yields, you would have saved almost $750 on a transaction of about $11,350. Not 
bad for a few phone calls. 

Next week: what to watch for in buying municipal zero-coupon bonds. 

A version of this article appears in print on Jan. 27, 1985, Section 3, Page 11 of the National edition with the headline: PERSONAL FINANCE; SETTING 
PRICES OF ZERO-COUPON BONDS.   
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https://www.nytimes.com/1982/05/16/business/personal-finance-the-zip-in-zero-coupon-
bonds.html?searchResultPosition=8 

• PERSONAL FINANCE; THE ZIP IN ZERO-COUPON BONDS 

By Deborah Rankin  

May 16, 1982 

•  •   

Credit...The New York Times Archives 

See the article in its original context from  
May 16, 1982, Section 3, Page 15Buy Reprints 

THE liberalization of Individual Retirement Accounts has sent creative minds scurrying for ways to tap 
that huge pool of potential investment money, and one of the newest gimmicks is the zero-coupon bond. 
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A zero-coupon bond is one that is issued at a huge discount - often at one-third to one-quarter of its face 
value - and then redeemed at full face value when it matures eight or 10 years later. In the interim, 
investors clip no coupons and receive no periodic interest - hence, the name zero coupon. 

But at maturity, they receive a lump sum payment representing the principal they have lent the issuer, 
usually a large corporation, plus the interest that has accrued on the bond. Several brokerage firms are 
promoting zero-coupon bonds as ''money-multiplier notes,'' which can be bought for as little as $250 
and redeemed in 10 years for $1,000. Eight-year bonds can be bought for about $333 and five year 
bonds for $500. Yields are currently hovering around 13 1/2 percent. 

The hitch is that although investors will receive no cash during that period, for tax purposes they will 
nonetheless be considered to have received the money and thus will owe taxes on this invisible interest. 
Treasury bills work the same way, except that their maturities are far shorter, and they are therefore 
issued at much smaller discounts. (Also, the interest is exempt from state and local taxes.) 

Because investors in zero coupons have to pay taxes each year on interest income they will not receive 
for several years to come, most financial advisers recommend these investments only for taxadvantaged 
investors. This effectively limits the individual market to I.R.A. and Keogh accounts, where interest 
income can accumulate tax-free until an individual's retirement, and to custodial accounts for young 
children, who owe no taxes or who are in relatively low tax brackets. On the institutional side, public 
and private pension funds, which are tax exempt, and their managers and investment advisers such as 
bank trust departments, are prime buyers of zerocoupon bonds. 

Why would someone purchase a zero coupon and choose to forgo receiving interest for five or 10 years, 
rather than invest in, say, a money-market fund where the person could earn current income? One reason 
is that the reinvestment rate on interest income from the zero coupon is fixed for the life of the security, 
whereas the rate on a money fund can vary daily. Even with a conventional bond, the effective yield can 
be less than the stated yield if rates decline after the bond is bought. That's because the buyer will not 
necessarily be able to reinvest the coupon payment at the same high rate. 

Zero coupons also give the investor what professionals term ''call protection.'' If rates fall, companies 
can call in conventional bonds they issued at higher rates, pay them off and then refinance the debt at 
lower rates. Although companies theoretically could call zero coupons, they are much more unlikely to 
call in bonds on which they do not have to pay current interest. 

Of course, the investor pays a price for such peace of mind, and that price is a lower yield. The yield on 
medium-term zero coupons is generally one-half to a full percentage point below conventional bonds of 
the same quality and maturity. THERE are also some risks with zero coupons, similar to those of high-
coupon bonds. For one thing, the investor is gambling that interest rates will not rise. If rates 
subsequently soar, he has locked in a yield that will not be competitive with other investments. (If, on 
the other hand, rates fall, he can pat himself o n the back.) 

When purchasing a zero-coupon bond, the investor is also counting on the fact that the corporation that 
issued it will still be around and able to pay up when the bond matures. Buying a zero coupon from a 
shaky company is ''like giving a loaded gun to a two-year-old,'' Carol B. Einiger, a vice president with 
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the First Boston Corporation, said. ''Not only am I lending money to a questionable credit and 
worrying about whether I get my principal, but with a zero coupon I also have to worry about whether 
I get my interest payment.'' 

Thus, it is no accident that the issuers of zero coupons comprise a blue-chip roster, and include such 
companies as the Allied Corporation, the BankAmerica Corporation, the J.C. Penney Company, Pepsico 
Inc., the International Telephone and Telegraph Corporation and the I.B.M. Credit Corporation. 

Roy Quarve, manager of the Bank of America's executive financial counseling office in New York, 
contends that the transaction costs associated with buying zero-coupon bonds for an I.R.A., compared 
with the long-term return may be too high for small investors. He notes that many brokerage houses 
charge $35 or $40 to open a retirement account, plus annual fees of $30 or so. 

''For a $2,000 annual investment, these charges seem pretty steep,'' he said. But for people who have 
accumulated $100,000 or so in a retirement account, or who have a lump-sum distribution from a 
pension plan that they plan to roll over into an I.R.A., ''the annual brokerage charge isn't that 
meaningful to the yield curve,'' he said. 

There are several ways to invest in zero-coupon bonds. Through a brokerage house, an investor can 
directly buy zero coupons issued by large corporations; or, to spread the risk, one can buy into a 
diversified portfolio of such bonds by investing in a unit trust. Similar to mutual funds, unit trusts 
purchase zero coupons from a variety of corporate issuers and are marketed by several brokerage firms 
such as Merrill Lynch, Pierce, Fenner & Smith, and Paine Webber Mitchell Hutchins. At Merrill Lynch, 
the minimum investment is 1,000 units; for its second unit trust, a $50 million offering with a 10-year 
maturity that was brought out on Thursday, each $1 face-value unit costs about 28 cents. 

An investor can even buy zero-coupon certificates of deposit. They are being offered by the Crocker 
National Bank in California, and marketed nationwide by Merrill Lynch. The certificates, which mature 
in five, eight or 10 years, are federally insured for up to $100,000 per account because they are 
considered bank deposits. THE first public offering of zero-coupon bonds was made by J.C. Penney just 
a little more than a year ago, and so far roughly $11.5 billion (face value) has been raised through this 
form of financing both in the United States and abroad, according to First Boston, which pioneered the 
concept and managed many of the offerings. 

But the bloom on this form of financing may be about to fade. Earlier this month, the Treasury 
Department proposed a change in the way corporations calculate their tax deductions for interest 
payments on discounted bonds, including zero coupons. The proposal would substantially reduce the 
issuer's tax benefit, and would clearly make zero coupons less attractive to corporate issuers. At the 
same time, many experts believe the bonds will continue to be a popular financing tool. However, if 
corporations do decide zero coupons are no longer advantageous, those already issued will be much 
more valuable, analysts say. 

But for now, Edwin H. Hall, director of investment product marketing at Merrill Lynch, is optimistic 
about zero coupons. ''They're still alive and kicking,'' he said. 
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A version of this article appears in print on May 16, 1982, Section 3, Page 15 of the National edition with the headline: PERSONAL FINANCE; THE ZIP IN 
ZERO-COUPON BONDS 

View on timesmachine 

TimesMachine is an exclusive benefit for home delivery and digital subscribers. 

About the Archive 

This is a digitized version of an article from The Times’s print archive, before the start of online publication in 1996. To preserve these articles as they 
originally appeared, The Times does not alter, edit or update them. 

Occasionally the digitization process introduces transcription errors or other problems. Please send reports of such problems to 
archive_feedback@nytimes.com. 
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https://www.nytimes.com/1989/07/09/business/investing-speculating-in-zerocoupon-
bonds.html?searchResultPosition=3 

• INVESTING; Speculating in Zero-Coupon Bonds 

By Mary Rowland  

• July 9, 1989 

•  •   

LEAD: Once zero-coupon Treasury bonds were mainly the choice of conservative investors who wanted 
to make sure that a specific amount of money would be available at a given time for a purpose - like a 
college education. But these heavily discounted bonds have recently found a new constituency: 
speculators who hope to profit from declining interest rates. 
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Once zero-coupon Treasury bonds were mainly the choice of conservative investors who wanted to 
make sure that a specific amount of money would be available at a given time for a purpose - like a 
college education. But these heavily discounted bonds have recently found a new constituency: 
speculators who hope to profit from declining interest rates. 

''Zeros are the best vehicle out there for playing interest-rate declines, but most people don't have the 
guts to use them,'' said Andrew Richey, manager of the Alliance Balanced Fund in Minneapolis. He put 
40 percent of his fund in 30-year zero-coupon Treasuries earlier this year, sold them in mid-June and 
realized a 25 percent return on that portion of his portfolio for the year to date. 

The risk inherent in investing in these bonds is that unlike regular Treasury bonds that make semiannual 
interest payments, zero-coupon bonds have no coupon or periodic interest payment. Instead, they are 
offered at a deep discount and appreciate to face value at maturity. At a current yield - say, 7.98 percent 
- an investor might pay $148.66 for a bond that would be worth $1,000 at maturity in 24 years. But the 
fact that zero-coupon Treasury bonds pay nothing until maturity means they are more vulnerable to 
interest-rate swings if traded before maturity. 

For interest-rate speculators, zero-coupon bonds - and the mutual funds that invest in them - offer ''more 
bounce per ounce,'' said James M. Benham, chairman of Benham Capital Management Group in 
Palo Alto, Calif., which offers six mutual funds that invest in these bonds. 

Expecting to profit from the movement of interest rates has always been a part of bond investing. When 
interest rates drop, the price of outstanding bonds increases. For example, if you hold a conventional 
bond that pays 9 percent interest and rates drop to 8 percent, the value of your bond will go up. But 
zero-coupon bonds, which have been around since 1982, provide an extra kick. 

Mr. Benham said. if someone invested $10,000 in a 30-year coupon bond, its value would jump to 
$11,123 if interest rates dropped one percentage point. But if the $10,000 were put into a zero-
coupon bond, its value would increase to $12,665 

When Mr. Benham opened a series of zero-coupon Treasury bond funds in 1985, he expected investors 
to use them cautiously by picking a particular maturity and staying put. But only about 25 percent 
now do that, he said. Most customers are speculators, he says. 

And recently, most have been moving into Benham's longest-maturity fund, whose Treasury bonds 
mature in 2015. As rates fell during much of the first half of the year, the fund's assets grew to $169 
million last week, from $11.5 million on Jan. 1. Similarly, the assets of the longest-maturity zero-coupon 
Treasury bond fund offered by Scudder, Stevens & Clark, a New York investment firm, had grown to 
$19.5 million by last week from $4.8 million on Jan. 1. The bonds in that fund mature in the year 2000. 
Five of the zero-coupon Treasury bond funds were among the top 25 performing mutual funds in 
the second quarter. 

Zero-coupon Treasury bond funds appeal to interest-rate speculators because the portfolio manager 
cannot change maturities. Most fund managers adjust the maturities of the bonds in their portfolios 
according to their own interest-rate outlook. If they expect rates to go up, they will shorten the average 
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maturity; if they expect rates to decline, they will lengthen maturities. But the prospectus of the zero-
coupon Treasury bond funds requires them to maintain an average maturity very close to the actual date 
when the fund matures. That allows the investor to make his or her own interest-rate bet. The funds offer 
a low-cost way to move in and out of the market. Neither Benham nor Scudder charges a load, or 
commission. Like all mutual funds, they charge for expenses, including management fees, which are 
deducted from the fund's assets. In Benham's case, that's 70 basis points (seven-tenths of 1 percent of the 
investment). Scudder charges shareholders 1 percent. Both mutual fund companies do, however, 
restrict frequent moves in and out of the funds, limiting them to three or four a year. 

Short-term investors should also be aware that the value of zero-coupon Treasury bonds and the funds 
that invest in them will drop sharply if interest rates increase. If rates were to rise to 9 percent from 8 
percent, the value of a 30-year zero-coupon bond sold before maturity would plummet 25 percent. For 
that reason, A. Michael Lipper, president of the Lipper Analytical Securities Corporation, says zero-
coupon Treasury bonds are appropriate only for the risk portion of a portfolio, similar to an aggressive 
growth stock fund. 

Mr. Lipper said tax consequences should be taken into consideration before investing in zero-coupon 
Treasury bonds or the funds. Although the bondholder receives no interest until the bond matures, he or 
she must pay taxes each year on the ''phantom income'' as if it were received each year. For that reason, 
he advises conservative investors who plan to hold the bonds or shares of bond funds until maturity that 
these securities are most appropriate for a tax-deferred account, like an Individual Retirement 
Account or a 401(k) plan. They may also be appropriate for a custodial account for a child's 
education. 

Mary Rowland writes about business and finance from New York. 

A version of this article appears in print on July 9, 1989, Section 3, Page 8 of the National edition with the headline: INVESTING; Speculating in Zero-
Coupon Bonds. 

Credit...The New York Times Archives 

See the article in its original context from  
July 9, 1989, Section 3, Page 8 Buy Reprints 

View on timesmachine 

TimesMachine is an exclusive benefit for home delivery and digital subscribers. 

About the Archive 

This is a digitized version of an article from The Times’s print archive, before the start of online publication in 1996. To preserve these articles as they 
originally appeared, The Times does not alter, edit or update them. 

Occasionally the digitization process introduces transcription errors or other problems. Please send reports of such problems to 
archive_feedback@nytimes.com. 
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• Endnotes 
                                                            
cxli  In 2017 alone, the sales of tiny homes increased by 67 percent. Coming in at under 400 square 
feet on average, these houses are also understandably cheap — for tiny homes on wheels, the average 
cost is $46,300, while those with a foundation cost on average $119,000. As a result, 68 percent of tiny 
homeowners don't even have a mortgage. 

In 70 percent of the U.S., the average worker can't afford a home, one-third of adults are a $400 bill 
away from financial difficulty, and a quarter have no retirement savings whatsoever.  The median size of 
a single-family home in the U.S. peaked in 2015 at 2,467 square feet. 

 

cxlii  http://mooc.org/ 

 

cxliii  https://www.cbsnews.com/news/jamie-dimon-jp-morgan-chase-ceo-makes-data-focused-investment-
in-detroit-60-minutes-2019-11-10/ 

 

cxliv  https://www.nytimes.com/interactive/2018/08/01/magazine/climate-change-losing-earth.html#main 

 

cxlv  https://www.usatoday.com/story/news/nation/2019/03/20/nebraska-floods-more-water-coming-
heres-what-mankind-should-do/3214576002/ 

 

cxlvi  Greta Thunberg, Time Magazine, December 23/December 30, 2019 

cxlvii  https://www.washingtonpost.com/weather/2019/08/13/northeast-is-warming-hot-spot-post-analysis-finds/ 

cxlviii  "A FOREVER FAMILY Fostering Change One Child at a Time" by Rob Scheer 

cxlix  See Appendix H https://www.kff.org/report-section/2018-employer-health-benefits-survey-section-1-cost-of-
health-insurance/ 

 

cl  https://bigthink.com/politics-current-affairs/how-much-does-cancer-cost?rebelltitem=1#rebelltitem1 
 

cli  https://www.rand.org/pubs/technical_reports/TR562z11/analysis-of-purchasing-pools.html#consumer_anchor_3 
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     https://pdfs.semanticscholar.org/fde0/5f05e6e620f0d10d4b5b3fa511babdd77b8f.pdf 

     https://www.awane.com/blog/association-health-plans-and-the-use-of-group-purchasing-power-to-aHBPess-
affordable-health-care/ 

 Buying power pools of small employers have ignored competitive forces from bottom-line-mindedness and agents. 
HBP household pooling, championed for rapid buying power critical mass by the International Purchasing Cooperative’s 
buyers and pharmacy for all U.S. HBP’s Association Health Plans combined, can bypass most middlemen.  

clii  "The Boy Crisis – Why Our Boys Are Struggling and What We Can Do about It" by Warren Farrell and John Gray 

cliii  https://www.military.com/paycheck-chronicles/2018/02/21/why-do-military-members-qualify-food-stamps.html 

 

cliv According to a 2018 Congressional Research Service report, "many sources indicate" that, in Mexico, 
about 150,000 intentional homicides since 2006 were organized crime-related.   
 Mexican drug cartels take in between $19 billion and $29 billion annually from drug sales in the US 
[that's just the  “wholesale” sum]. 
 

clv   https://khn.org/news/texas-judge-puts-aca-in-legal-peril-again/ 

•  Judge Strikes Down ACA Putting Law In Legal Peril — Again  By Julie Rovner December 14, 2018  
 

clvi  See Appedix K  RE solar homes using IPC buying (and financing) power for an example 

clvii  https://www.npr.org/sections/codeswitch/2015/02/09/384968360/jail-time-for-unpaid-court-fines-and-fees-can-
create-cycle-of-poverty 

 

clviii  https://www.globalresearch.ca/the-prison-industry-in-the-united-states-big-business-or-a-new-form-of-slavery/8289 

 

clix  Humanizing the Economy by John Restakis. Ch. 6, Japan. 

clx   
https://en.wikipedia.org/wiki/Epidemiology_of_domestic_violence#/media/File:Map3.1NEW_Womens_Physical
_Security_2011_compressed.jpg 

 

clxi  http://www.constitution.org/costcorr.htm The Cost of Corruption and Abuse, The Constitution Society, 1994 
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clxii  https://futurism.com/0-breaking-fHBP-killed-net-neutrality/ 

    https://timebanks.org/about/ 

 

   https://bigthink.com/paul-ratner/34-years-ago-a-kgb-defector-described-america-today 

 

   https://www.nytimes.com/2017/03/29/opinion/how-the-republicans-sold-your-privacy-to-
internet-providers.html?_r=0 

 https://www.computerworld.com/article/3043490/security/what-can-your-isp-really-see-and-know-about-
you.html 

 https://www.theregister.co.uk/2016/02/26/ssl_vpns_survey/ 

 

 

    Psychological Functions of Privacy by Darhl Pedersen as quoted in The Age of Surveillance 
Capitalism; the Fight for Human Future at the New Frontier Power by Shoshana Zuboff, page 479. 

    PUNE, India, May 7, 2018 /PRNewswire/ -- 

 According to the research report "Video Surveillance Market by System (Analog, & IP), Offering 
(Hardware, Software, & Service), Vertical (Commercial, Infrastructure, Military & Defense, Residential, 
Public Facility, & Industrial), and Geography - Global Forecast to 2023", published by 
MarketsandMarkets™, the overall market is estimated to grow from USD 36.89 Billion in 2018 to USD 68.34 
Billion by 2023, at a CAGR of 13.1% between 2018 and 2023. 

    ibid 

    https://socialistworker.org/2018/07/04/the-surveillance-economy-and-its-discontents 

 

    https://www.amnesty.org.uk/mass-surveillance-us-nsa-edward-snowden-gchq 

 

    Google’ parent company is Alphabet, Inc. 
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   https://www.digitaltrends.com/computing/exactis-kept-personal-business-data-unsecured-on-public-server/ 

 

   https://calchamberalert.com/2016/08/05/gps-tracking-of-employees-raises-privacy-penal-code-questions/ 

 

   http://www..nytimes.com/2017/03/29/opinion/how-the-republicans-sold-your-privacy-to-internet-
providers.html?_r=0 

 

   https://www.nytimes.com/interactive/2018/08/01/magazine/climate-change-losing-earth.html#main 

 

         https://www.truthdig.com/articles/white-collar-crimes-are-human-rights-crimes/ 

•   Exposing the Corporate Bribery Network, Truthdig Newsletter, 

1/4/19 
 

      Cooperative capital  
Why our world needs it 

 Alan J Robb, James H Smith, and J. Tom Webb' 


