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Abstract

Employee-owned businesses have recently enjoyesuagence of interest as
possible ‘alternatives’ to the somewhat tarnisimedge of conventional investor-
owned capitalist firms. Within the context of glbleaonomic crisis, such alternatives
seem newly attractive. This is somewhat ironic heeafor more than a century,
academic literature on employee-owned businessebden dominated by the
‘degeneration thesis’. This suggested that thesabsses tend towards failure — they
either fail commercially, or they relinquish thdemocratic characters. Bucking this
trend and offering a beacon - especially in the-Utas been the commercially
successful, co-owned enterprise of the John LeaitBrship (JLP) whose virtues
have seemingly been rewarded with favourable asthswable outcomes. This paper
makes comparisons between JLP and its Spanishadeui\Eroski — the supermarket
group which is part of the Mondragon cooperativigse contribution of this paper is



to examine in a comparative way how the managedtfand Eroski have
constructed and accomplished their alternativeasoes Using longitudinal data and
detailed interviews with senior managers in bottegmises it explores the ways in
which two large, employee-owned, enterprises ret®apparently conflicting
principles and objectives. The paper thus puts soemeflesh on the ‘regeneration
thesis’.

Keywords

Alternatives in recession, cooperatives, degermrdliesis, employee-owned firms,
Eroski, John Lewis Partnership, Mondragon, mutuaigeneration thesis, worker
cooperatives

Introduction

Since the start of the global financial crisis 1008, there has been a massively
increased interest in, and reference to, possditerhative’ forms to conventional
investor-owned firms. Prominent among these alteres has been the employee-
owned enterprise. In Britain, the central exanyde excellencef this tendency has
been the advocacy of the ‘John Lewis Model'. Ini8paand of course beyond —
Mondragon has attracted renewed interest.

Prominent politicians from all the main politicanies in the UK have advocated the
John Lewis model as a possible ‘answer’ to failunethe prevailing system of what
has been termed ‘irresponsible capitalism’. Likeyist has attracted attention
internationally. The John Lewis Partnership (JLB$ bxisted since the 1930s but has
not always been so lauded and celebrated as wdayt Its current commercial
success (which contrasts markedly with many comeeat competitors) and its
distinctly different ownership structure and otlassociated core features, encourage
politicians and other influential commentators xoké JLP as a ‘model’ for others to
follow. This has added to the new allure of empéega/ned firms. Yet, not so long
ago, the mutuality model was generally regardedldsfashioned, anachronistic,
dowdy and restrictive. This view impacted, for exden the Cooperative Society in
the UK as it lost market share to commercial comgrst The downbeat mood was
reflected also in the de-mutalisation of the bui¢gdisocieties and other institutions.
This retreat from mutualism was seen as a form @demisation. A similar sceptical
view was also applied to the John Lewis Partner&irig number of years prior to its
revival by new approaches (examined below) begmaiound the year 2080

Now, under current circumstances, the twin attebutf ‘principled’ businesses and
commercial success in a landscape strewn with @gtons exhibiting neither of
these, has made the John Lewis model look extraanti attractive.

Likewise, there has been renewed interest in MagadraThis is in part because the
Mondragon cooperatives point to a working alterggtiand in part because of the

! See, for example: The Independent (1999) 'Outl@igastrous to Demutualise John Lewis', 7th
August.



historically better relative performance of the Maoagon cooperatives during
previous recessions (Bradley and Gelb, 1983, 1983tris, 1992; Arando et al.,
2010; Basterretxea and Albizu, 2010). There was allw failure rate of businesses
in the group during previous decades (Ellerman 1%8#ith 2001; Arando et al.
2010). However, the vulnerability of the Mondragoooperatives to market forces
was made evident by the recent dramatic failureit®fdomestic white goods
manufacturer, Fagor Electrodomeésticos. In Octol@di32t announced it was forced
to default on payments. The Cooperative Group enUkK with businesses in retail,
banking, insurance, funerals and other businesaesdbon a consumer ownership
model has faced similar economic challenges.

Mondragon’s largest cooperative, the retailer Erroskof focal interest to us here
because it serves as a comparator for JLP. For aecgdes, the history of Eroski has
also been a history of success and growth, risinghf88 employees in 1969 to
52,711 in 2008. Nevertheless, Eroski’'s commeraaiggmance has been under strain
since 2008. This has been due to overall reducedutoer spending for the sector as
a whole, increased competition from the low-cosailers, and the weight of large
investments made by Eroski just prior to the crisigesponse, Eroski managers have
sought to ameliorate its financial difficulties lyseries of sometimes controversial
measures such as closing subsidiary stores, fimagy non members, increasing
working hours of members and reducing wages of beémbers and non members.
As a result its reputation has taken a hit.

Given these varied fortunes of two large co-ownethilers, it is all the more
necessary to understand how managers in the twotedl cases have steered their
respective paths through the divergent tendendiedegeneration and regeneration
which figure so prominently in the literature onpoyee owned businesses.

The degeneration thesis was advanced by the deticosoaialists, the Webbs, at the
end of the nineteenth century (Potter/Webb, 189ébkVand Webb, 1920). Analyzing

the evolution of different cooperative producti@tieties in Great Britain during the

nineteenth century, Beatrice Webb (nee Potter)daunecord of commercial disaster
and repeated failure. The few organizations thaviged, she argued, quickly

‘degenerated’ by moving away from their democraiats. This occurred in different

ways such as: employing a growing percentage ofideitlabour; concentrating

power in managers’ hands; selling parts of the @mpgo outside shareholders; and
disqualifying members from taking part in decisioraking and governing bodies.

This view that cooperatives are bound to fail odégenerate into capitalist forms of
business has remained prevalent in the literatareroployee owned firms for close
to a century (Meister, 1974, 1984; Ben-Ner, 1984;ddaki, 1984).

The cooperative degeneration process has beeraltacen Mondragon (Kasmir,

1996; Cheney, 1999; Errasti et al. 2003; Bakaikioal.2004; Luzarraga et al. 2007)
mainly because of the nature of the growth stratetigwed in recent years and the
consequent increase in non-members in the workfoidee level of member

participation in the Mondragon group as a wholeuoed sharply from 86% in 1991
(Moye, 1993) to 29.5% in 2007 (Altuna, 2008).

However, in line with authors who contend that degation is not inevitable and
who argue that cooperative ‘regeneration’ can falkee (Batstone, 1983; Estrin and



Jones, 1992; Stryjan, 1994; Cornforth et al. 198&nforth, 1995; Hernandez, 2006),
recent research on Mondragon highlights that a e@jve regenerationprocess
could be slowly reversing the degeneration (Azlgaraet al. 2012). While
degeneration via reduction of membership ratesokas more extreme in Eroski than
in other cooperatives of Mondragon, Eroski has gkyed a leading role in the
introduction of a number of innovative cooperatiggeneration programs which will
be described and explored below. Similarly, in Jibiere have been periods when the
democratic experiment lost momentum and episodesnwviihere has been concerted
effort to breathe new life into the representatidoems (Flanders, 1968; Bradley and
Taylor, 1992; Cox, 2010).

Our work seeks to add light to this degeneratiggeneration see-saw within the
contemporary context of an unusually prolonged enun recession with a slow
recovery, by examining the workings of the biggesbperative in the Mondragon
group alongside the largest employee-owned busindbge UK.

While recent widespread misgivings about investened firms (IOFs) provide the
trigger for renewed interest in employee ownersbiyy,prime purpose here is not to
make direct comparisons between them and employeeafirms (EOFs). Rather,
the focal objective of this paper is to shed lighbnhow managers in two major
EOFs in Spain and the UK handle the tensions betwemmercial viability and
employee interests.

The paper is organised as follows. The next seqgbi@sents a brief comparative
profile of the two organizations, following that,eweview literature relevant to
understanding the nature, tendencies and managgrabsiems in employee-owned
firms. This is followed by an outline of the resgamethods used in the project
reported here and that in turn is followed by asprgation of results. The final section
is devoted to discussion and conclusions.

John Lewis Partnership and Eroski — Summary
Profiles

The John Lewis Partnership (JLP) is a UK retailghwwo major business units:
John Lewis department stores and Waitrose supeatsaik the 1930s the founder,
John Spedan Lewis, took the highly unusual stegwvafig away a large portion of his
business to his employees by placing his sharadmust using an ‘irrevocable
settlement’ (Spedan Lewis, 1954). Article 7 of @enstitution states:

The Partnership’s ultimate purpose is the happioéal its members through
their worthwhile and satisfying employment in acegsful business. Because
the Partnership is owned in trust for its membleey share the responsibilities
of ownership as well as its rewards — profit, knesge and power. (JLP
Constitution, as printed in Spedan Lewis, 1952232)

The stock as a whole rests with the Trust; whettiisramounts to ‘ownership’ or
even ‘co-ownership’ in any strict sense is a mamihp Allocating responsibilities to
beneficiaries in this way represents a modifiednfaf Anglo-Saxon Trust law.



The founder also created a governance systemusgt a Constitution that was, and
remains, both commercial in orientation and, infthender’s own terms,
‘democratic’. Indeed he referred to JLP as ‘an expent in democracy’ (Spedan
Lewis 1948). The extent to which it can truly besch#ed as a vibrant democracy in
practice is another area for debate. In the fousdesrds:

In the John Lewis Partnership, democracy, the sbari power, has been
carried out as far as is practicable. If other peopn see how to do it better,
let them start another partnership and show houhty are right’ (Spedan
Lewis, 1954) p. 10.

Partner voice is based on a series of electionspiesentative bodies. There are three
governing authorities: the Partnership Councildidd representatives of workers),
the Partnership Board (includes appointed senioragers) and the Chairman. The
fact that the Partnership is not answerable toestuddiers or the City is seen as a key
feature which allows its senior managers to makesams free from short-term
constraints. The organisation summarises its ckaras follows:

The John Lewis Partnership's 91,000 Partners oefetiding UK retail
businesses - John Lewis and Waitrose. Our foundertn of a successful
business powered by its people and its principégses our unique company
today. The profits and benefits created by our esg@re shared by all our
Partners (JLP 2014)

As noted, such has been the commercial successms Df growth, quality of

service, customer and staff satisfaction and atieasures that it has become
fashionable to call for widespread emulation artked no less than the promotion of
a ‘John Lewis Economy’. This is a turnaround indeed

Eroski S.Coop was founded in 1969 as a resultehtarger of ten small consumer
cooperatives located in the Basque Country. Iretrey 1990s, Eroski began a
regional expansion to other parts of Spain, openew hypermarkets and acquiring
many supermarket chains. Sales in Mondragon’s R&tea grew at an average
annual rate of 14.4% annually from 1991 to 2008aAssult of this expansion,

Eroski Group became the biggest company in Mondragml the third largest food
retailer in Spain. This growth path has changedes#008 as a result of the economic
crisis. There have been difficulties in renegatigtilebt and this has resulted in high
financing costs. At the same time there have Ibestoric falls in consumer spending
and a decline in value of Eroski’s real estate.

Eroski is a consumer cooperative with special bysléhat give consumer-members
and worker-members equal representation on itsegle@overning bodies. There are
two governing authorities: the General Assembly tiredGoverning Council with
both consumer and worker members being representedch. The chairman’s
position is occupied by a consumer member. The imagmess of the Eroski Group
is concentrated in hypermarkets and supermarkétsugh the Group has diversified
into new businesses as can be seen in the Table 1:

Table 1: Descriptive Comparison of the Two Cases



John LewisPartnership | Eroski Group

Sales €11.4bn €6.6bn

Number of stores 39 department stores; | 103 hypermarkets; 983
288 supermarkets plus a | supermarkets, 197 Eroski
growing range of outlets in Travel agencies; 60 petro
petrol station forecourts | stations; 37 sport stores
and other settings plus | 274 drugstores (Plus 490

some international franchised supermarkets)
expansion.
Employment numbers 91,000 permanent staff| 43,496 (14,065 employee

(employee owners plus | owners)
some contracted staff)

Source: Authors’ analysis based on Company AnnegloRs (JLP 2013; Eroski 2011).

Definitions of ‘cooperatives’ and ‘worker-coopekads’ vary. Few commentators
regard JLP as a cooperative while accepting thaisktrand other Mondragon
enterprises fit this label. Yet, in a number ofpexds, JLP displays cooperative
features. The World Declaration on Worker Coopeesti provides an extensive
definition, the key features of which include: valary membership, democratic self-
management, work undertaken by these members isuipusf job creation and
maintenance, striving for quality of life of membeamnd for community development
(ICA 2005). Eroski and JLP share many of these asttaristics with the notable
exception of the community development aspect endhse of JLP which is in this
respect much more clearly described as a ‘parti@ralorking for collective self-
interest. Notably, in his writings about the parsingp, the founder talked about his
‘experiment in industrial democracy’ as a form pfdducer-cooperation’ (Spedan
Lewis 1954). Current JLP managers do not deschbeehterprise as a cooperative,
nor do we seek to do so; rather, the essentiakanolis are the core ideas of
representative structures, co-ownership and pstfaring. Or, as the Constitution
succinctly states: the sharing of knowledge, paiid power.

Literature on employee-owned businesses

As noted in the introduction, the literature on émgpe-owned firms has been
dominated for more than a century by the ‘degermrdhesis’ (Potter, 1891; Webbs
1920; Meister, 1974, 1984; Ben-Ner, 1984; Miyazaki84; Bonin, Jones et al. 1993).
According to this view, mutuality is always a treemg phase on a deterministic
trajectory either away from mutuality in order toigpitise commercial goals, or
towards further mutuality and accompanying comnagrailure. Such a view posits
an opposition between employee-owned firms anccéfie management, suggesting
that any constraint on managers’ ability or auttyai®o manage reduces management
efficiency, and thus the firm’s performance.



Degeneration may result from different dynarhicSome cooperatives start to deny
membership status to parts of the workforce. Thay wccur as cooperatives take on
temporary staff without membership rights, or treytsource certain activities, or
they acquire conventional capitalist firms (ovessear locally) with working
conditions and working arrangements very differenthat of an employee-owned
parent company (Defourny, 1999; Errasti et al., ¥0Bakaikoa et al., 2004). A
further type of erosion of the cooperative ideahst from what has been termed ‘goal
degeneration’. Cooperatives may increasingly piimi profits or growth as their
prime purpose. Additionally, there may be ‘orgatiaal degeneration’ when power
and control are increasingly concentrated in a dédgarchic hands (Cornforth, et al.
1988; Cornforth, 1995).

According to the degeneration literature, coopeesti and other democratic
associations often have a ‘life cycle’ in which degration takes place progressively.
Meister (1974, 1984) describes this process ofi@nags occurring in four stages. In
the first, idealism and commitment are high, decisiare made in the assembly, but
economic activity is poorly established; secondeaod of transition during which, if
the cooperative survives, conventional principlée®manization are adopted, initial
idealism slowly gives way to indifference and tloaver of management is reinforced;
third, degeneration signs are many, democracy besaestricted to a representative
board, cooperative values are subordinated to ecimnones; fourth, members and
their representatives lose all their power and marssassume total control.

Hence, managers of cooperative firms, it is argda@ce a distinct challenge unlike
that experienced by managers in conventional comparhey are expected to
submit to continuous and critical internal scrutiapd control by cooperative
members. This, together with controlled differeinBalaries between workers and
managers, may make recruitment into the manageaidde of worker cooperatives
problematic (Eccles, 1981; Morales 2004; Bastee®tnd Albizu, 2011a). It has also
been suggested that managers coming from investoed firms find it difficult to
adapt to the culture and values of the cooperatidssa consequence, they may
experience difficulties in their relations with eloyees and, perhaps most of all, with
the Governing Councils (Bataille-Chedotel and Hinger, 2004). Such external
managerial recruits have a greater tendency tovwsolt tenure (Chaves and Sajardo,
2004). Some authors suggest that such managershavaydifficulties with worker
participation and that they may undermine the mnflte of worker-owners and are an
impediment to cooperative success (Meek and Wodtiwd®90). Thus, managers
themselves may be a potent source of the degereedfect (Spear, 2004; Munkner,
2000; Davis, 2001).

The literature also points to a number of otherithtions and challenges facing
cooperatives including problems in accessing chffitavkovic 2007; Van der Krogt
et al 2007) and, risk aversion (Park et al 2004nf@r, 1966; Vanek, 1970; Spear,
2004). In other words, the literature tends to sstjga host of reasons why
commercial success might not be expected in cotipesa

2 Some types are not applicable to our cases. Rangbe, employee-owned firms can become victims
of their own success as members sell their shtkeyi are free to do so (Cornforth et al., 1988,
Rothschild and Whitt, 1989). In neither JLP nor $kias this possible.



But many authors (Batstone, 1983; Cornforth, etl8B8; Estrin and Jones, 1992;
Stryjan, 1994; Cornforth, 1995; Hernandez, 2006yehargued that cooperative
degeneration is not inevitable; cooperatives can ragenerate These authors stress
that regeneration takes place in cooperatives wittulture of open criticism and
discussion (Cornforth, 1995) and where there iadive and explicit commitment of
members to change their organization (Stryjan, 1.99dnding empirical support to
this optimistic view, Batstone (1983), using datanf French cooperatives, found
that besides surviving in market terms, these c@tppes maintained a high degree of
democracy. Batstone suggested that Meister’s ffdecmodel was too pessimistic
and he proposed a new life cycle model of thregestgorogressing from initial
enthusiasm, through a progressive decline of pumidemocracy and the recruitment
of non-members along with an increasing gap betweanagers and members; to a
third stage of ‘resurgence of democracy’ (Batstdrg83, 152). Similar results were
found by Estrin and Jones (1992), and Hernande26)2@rgued that cooperatives are
neither fully democratic nor oligarchic, and sholdd understood as ‘a site of
unresolvable contestation between oligarchic anthadeatic forces’. From this
literature, internal contradictions and tensionsctdeed by the degeneration and
regeneration literatures do not necessarily leadrdsolution, but rather are
everlasting.

Using our two comparative cases we seek to dig etegpio the actual processes
constituting this contestation in order to reveavhmanagers handle it and how they
themselves reflect upon it.

Research Methods

While recognising the nature of the forces ideatifin the literature on employee
owned enterprises of the kind discussed above, aré t0 pay close attention to how
the incumbent band of managers in Spain and théenté{preted their duties and their
objectives. Hence, our underlying orientation wadryy to gain advantage from a
methodological approach based on critical realigici{er 1995) and naturalistic
inquiry (Lincoln and Guba, 1995). We wanted to griee theinterdependencef
structure and agency. So, while to an extent we dngon a common framework of
issues constructed from the literature, we alsavdoe our extensive background
knowledge of both cases which extended over tersy&de gave weight to agents’
understandings in a manner not reliant upon pasitivnethods. The initial
comparative framework was iterated between theregearch teams in the UK and
Spain and then applied to JLP and Eroski. But,atteal conduct of the latest field
research phases in both Spain and the UK was plrByeboth research teams
seeking most keenly to understand in a comparaevspective how the managers in
these enterprises interpreted their situationshandthey acted.

In the most recent phase of our work with John Isewiterviews took place between
2010 and 2013. Interviews were conducted with membethe main board (known
as ‘The Partnership Board’), and also with memioéthie main management boards
of John Lewis (department stores) and Waitroseegsnarkets). Further interviews
took place with senior managers in finance, logisthuman resource management
and other central functions. A total of 25 manageese interviewed some of them
more than once. All interviews were recorded arahdcribed. Further, we were



allowed access to the archives and from theseyadetailed timeline was constructed
which revealed variations in business policy anchaleratic arrangements over time.
Additionally, we were able to observe manageria board meetings.

In Eroski, the research drew upon extensive knogdeaf the Mondragon enterprises
as they had been researched by the local team megy years (Albizu and
Basterretxea, 1998; Basterretxea and Albizu, 20Q01a, 2011b; Basterretxea, 2011,
Basterretxea and Martinez, 2012). Additionally, this specific comparative project
of these two retailers, a common framework was ldgeel and a common set of
interview topics explored. Interviews in Eroski koplace between November 2012
and February 2013. Eight interviews were conducidtth senior managers. We
placed a special focus on the human resource, i@gjeom and member’s
mobilization areas of management. In order to gamatching longitudinal view for
the case of Eroski we also interviewed the fornresident for the period 1995-2011
and used the data emerging from 3 conferenceshatlceen 2011 and 2012 with the
currently serving president, the chief executiviicef and the former president. Each
of these interviews and events were recorded, ¢rdoesl and used in the research.

In addition to the interviews, relevant company woents were consulted in both
enterprises and comparative data assembled.

Results

We analyse the cases in terms of two main criispects of these ‘alternative’ forms.
Both aspects will help shed new light on the notioh tendencies towards
‘degeneration/regeneration’. The first of thesenpwiof focus is on purpose. This
means examining what informants thought their oggions were ‘for’. The second
point of focus is upon the ways in which manageesitto achieve their objectives
with special attention paid to the implicationstbéir actions for the principles on
which these employee-owned businesses were based.

Making sense of organisational purpose

Cooperatives and related bodies are ‘alternatigaly if they pursue different goals,
maintain different structures and/or pursue goalslifferent ways (using different
procedures and modes of decision making. In thiiasge we focus on alternative
purposes in the sense of the struggle to find aepfar something other than, or
additional to, the pursuit of profit. A related aspis who this work is for: that is,
who is a member?

What is the ultimate purpose?

Central to the recent performance success of thie idLa clear sense of purpose
among executives and managers. The dominant coaliti senior managers refute
the opposition between the purposes and principleoperatives and commercial
success: indeed they insist that the principles wath good management, be the
meanstowards achieving commercial success. In termtbehistory of the JLP such
clarity may seem surprising — an achievement - rgittee founder’'s apparently



deliberate ambiguity. He defined the ‘ultimate gmse’ of JLP as ‘the happiness of
all its members through their worthwhile and sgtigj employment in a successful
business’ (Spedan Lewis, 1948). This could be pn&ted as a coherent statement of
purpose. But while some actors within the systewosk to emphasise the member-
benefits aspect, others give emphasis to the iiperaf a ‘successful business'.
Hence, there is, in practice, an ongoing debataitalwbether the right ‘balance’ is
being maintained.

That approach, as noted, is challenged by seniorages who seek to argue that
partner benefit (happiness) is inextricably tiedviith successful business. The
current Chairman asked the question of his colleagus the purpose of the
partnership to be ‘Nicer or Better?’ (than rivahis). The emergent consensus among
the senior team was to argue that it is both beibernicer and that each of these
gualities feeds-in to the other. The partnershipaathge has to be leveraged so that
committed and involved ‘co-owners’ make exceptiongfiforts and provide
exceptional service (which in the main they do).

Not all managers accept this formulation: someebelithereis an ongoing tension
between two principles (commercial success andneaitbenefit) and that part of
managers’ jobs as temporary custodians of the gaittip is to strike that balance
while facing constantly changing vicissitude in tharketplace. If that balance is not
struck then degeneration of the ideal will ensuaniters are paid to avoid that while
simultaneously operating a competitive business.h®a competitive should it be?
Reflecting the original constitution, current JLhpiples state that:

The Partnership should malsafficient profitto sustain our commercial
vitality and distinctive character, allow continugelvelopment and distribute a
share of profits each year consistent with partne@sonable expectations
(JLP Strategy 2014; and Spedan Lewis, 1948 p.222)

For some members this self-evidently means notiisgeto maximise. However,

some managers argued the necessity to keep pdteamiipetitive rivals or risk being

diminished. How the Partnership did business amatéd customers, staff, and
suppliers, was, and would remain, different andirtiive. Consider the following

reflections of a director:

| have to compete against Tesco, | have to comggaenst their prices. | can
have wonderful product and | can do all these thimgt of themselves they
will not be enough. Around the year 2000 we werd&ingaan operating profit
of 3%. On the basis of a 3% operating margin weddoualy open one or two
shops a year. So, on a yearly basis we were gawegwards in terms of
comparative space. Hence, | see absolutely noicoafl all between the JLP
model and the push for competitive success... it ydweomes back to: so
how do youuse the modeto gain some kind of competitive advantage?
(Senior Director 1 JLP)

This analysis is crucial: the JLP ‘model’ and itsrgponent elements (consultation,

guasi-democratic processes, representation, ssbaged values, shared profits) was
regarded as important in itself and important unstentally as a source of advantage.
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Current senior management argue that the componéthe model must be made to
work for the success of the business and it is g@mant’s job to ensure that the cost
of the various components of the model are recavén®ugh increased performance.
The engaged partner (employee) motivated and cdedriiecause of the JLP model,
would in consequence, treat the customer in wayshwenhanced profitability — this
was the Partner-Customer-Profit cycle in actionut, Bor the model to work, they
insist, requires skilful managerial practice.

In Eroski, management was defined by some informastindeed about managing
tensions. Some managers argued that the poterdidliot between social and
business goals was avoidable:

‘Everyone knows we are results-oriented, and soemple think you can’t be
aiming at two things at once. But, | think thatemtiation towards results and
people arecompatible, not contradictory think we have to keep looking for
results, because this is a business. The firsg tisithat we are a business. We
can have a great project, but if we don’t get dfpable, is worthless. But we
are not as capitalist firms. In a cooperative #wult is for us, things are done
by people for people... the result is for the coopeesamembers.’ (Eroski
Manager 1)

Of course there are risks, one of which is failinggive due weight to cooperative
principles:

There have been times in our history when the lessirside weighed more
than the social side. Then, you start to forgetryifierential elements based
on cooperative principles, and by the time youizeathis you find you are
acting like conventional firms. (Eroski Manager 2)

As in JLP, managers in Eroski identify their modslone that provides the potential
for gaining competitive advantages, but this paééns only converted into real
advantages if managers are able to manage spexjficements of the model:

Our model is a very powerful platform to gain ackeaye. We have consumers
and worker owners in our governing bodies, the tmost important
stakeholders for the sustainability of the compdrtys gives us more power,
but managers need to know how to handle it, becaaseaging this model is
arduous. Being a cooperative does not give byfissebmpetitive advantage,
it gives you on a platform to get this advantageogki Manager 3)

So, in key respects with regard to underlying pegyahe two organizations are
similar.

A related issue concerning purpose is who is, oo whaght to be, a member? Who
benefits?

Who is a member?

11



If everyone who works for the enterprise is a corewwith similar rights and
privileges then the idea of joint enterprise isatieely clear. Matters become more
complicated if some workers are members and otlrersiot. If tranches of work are
‘outsourced’ to non-members, this raises questatnmait identity and boundaries. Co-
owners begin to take on the character of employersrs who employ other workers
— thus re-inventing the capital-labour divide. Tlay in which this core issue is
raised and resolved reveals much about underlymgsvof strategic purpose.

Most of the cooperatively owned stores of Eroskour are in the Basque Country
and neighbouring provinces. In 2011, 80% of the legges in the cooperative parent
company were cooperative working members. But twsership pattern is not
replicated in other parts of Spain. According taarddo et al. (2010), in the early
1990s, Eroski felt it was too slow and complicatedexpand by using cooperative
legal structures. It expanded by developing othempleyment models in its
subsidiaries. One mode of expansion was throughatuogiisition of a number of
conventional firms with no employee ownership. @dditional model of expansion
was developed: a group of firms known as GESPA whave only partial employee
ownership. This GESPA model was created in 1991 thié intention of replicating
aspects of the cooperative model into some of thesidiaries of the group. This
employee ownership plan involved about 5,600 eng#eyin 2011 (16% of non
cooperative working members of the Eroski groughe®cooperatives of Mondragon
have considered imitating this approach. The Vih@ess of Mondragon in 2003
approved a new corporate expansion policy for deperatives, encouraging the
participation of employees in subsidiaries follogvithe Eroski-Gespa model (Altuna,
2008). However, the GESPA model wasn't capableotdbwing the growth path of
Eroski and now is considered as an incomplete model

The evolution in time of those different employmerddels can be seen in table 2.

Table 2: Evolution of different employment modelsin Eroski (2000-2011)

2000| 2001| 2002| 2003| 2004| 2005| 2006| 2007| 2008| 2009| 2010| 201
Cooperative working
member s 6,321 6,834 7,207 7,506, 7,835 8,053 8,062 8,177 8,426 8,935 8,229 8,4¢
Employeeswith partial
employee owner ship
(GESPA) n.d. n.d. n.d. n.d. nd.| 4,632 4,713] 5,154] 6,307 6,468 6,350/ 5,6C
Employees without
owner ship n.d n.d. n.d. n.d. n.d.| 18,609 19,877 37,227 37,972| 32,136 28,436 27,7¢
Total employment 18,188 22,067 23,837 28,351 30,455 31,294 32,652 50,558 52,705 47,539 43,015 41,87
% of cooperative
working members 34.8%| 31.0%| 30.2%| 26.5%| 25.7%| 25.7%| 24.7%| 16.2%| 16.0%| 18.8%| 19.1%)| 20.2

3In the 2005-2008 Strategic Plan of Eroski, the gronade a positive evaluation of the GESPA model,
but at the same time acknowledged that “it is azomplete model. It is as if it were a cooperatiuet,

is not.” According to Arando et al. (2011) GESPArst have lower membership rates (61%) than
stores of the cooperative parent company; averade&vidual owned stakes by GESPA members
(2,500€) are significantly lower than average st@ké cooperative worker members in supermarkets
(26,000€) and hypermarkets (33,295); and membe@ESPA have fewer opportunities to participate
in decision making.
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Source: Authors’ analysis based on Annual RepartisSocial Responsibility Reports of
Eroski (2002; 2007; 2010-2013; 2002-2013)

So, in 2011 just 20.2% were full members and 33l&8d partial ownership in
GESPA subsidiaries. Some informants argued thatltdw ratio indicated a move
away from founding principles.

This move to employing non-members was also founthinvthe John Lewis
Partnership even though by no means on the samle ssain Eroski. This
phenomenon has occurred in particular areas: 13oouting, diversification into new
smaller formats in deals which often entail workwgh other companies, contract
cleaning, and some parts of transport and logisit® move to e-commerce has
implications for the growing numbers of non-part@enployees: contract staff are
cheaper and more flexible. They may be broughtomsk for special short-term
projects or some operations may be outsourceddia lon account of cost. A similar
logic has operated with regard to the 3,500 clesaner JLP stores. These are
outsourced to specialist cleaning contractor congsaas is the norm in the industry -
a decision which has caused some soul-searchinpdgoartnership. But cost is not
the only factor. The logistics function with itsatrsport and distribution centres
employs many non-partners. This has been used t¢esscthe knowledge and
expertise which global logistics firms can bringddo take advantage of lower-cost
employment practices. Likewise, experimentationhwrhulti-channel and multi
format customer offers has led to opening JLP inomeay service areas and other
non-conventional settings. Overseas ventures casdted to this list. These varied
arrangements lead to mixed forms of partner-notnpamworking arrangements.

Besides going against cooperative principles, gngwvith different business models
has created some positioning problems for Eroskil&\John Lewis and Waitrose
stress in their communication that employees amn@s, and also other retail
cooperatives in Italy and Great Britain communidateadly their cooperative nature
to customers and try to build a competitive adwgataising the cooperative
difference, that didn’t happen in Eroski’s expansiés one informant acknowledged:

‘| believe that most Spanish customers don’t knbat tve are a cooperative,
and we haven't told it to customers neither. We'dsay to our customers that
we are a cooperative’ (Eroski Manager 1).

While some informants consider this lack of comnsation of the cooperative nature
to customers as a deficit, others justify this @plas a conscious decision, arguing
that the ‘coop’ image is not ‘modern’ and that poe coop failures in other sectors
as in the building industries is an obstacle tdnagmg a contemporary, commercial
and customer-oriented image. Conversely, in Britdne worker-owner notion
attached to JLP has market appeal.

The issue of non-member workers has become a wgpgriant issue in Eroski in
recent years and the company is now making a comsdarive to ‘re-cooperativise’.
It was argued:

We started our ‘cooperativization project’ becausee wanted our
management practices to be consistent with ourciptes... Among the
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considerations we made in Eroski, one had to dd wiir model: the
inconsistencies arising from having worker/own@rsme part of our business
and only workers elsewhere. We believe that a catipe is the best model to
develop a business and develop people. (Eroski §ar)

Both JLP and Eroski management display a vigorotesest not only in ensuring that
the mutual model delivers commercial advantageatsd in monitoring (and when
necessary modifying) the balance between commayciahd principles. Debate
about membership goes to the heart of the decismmsthe purpose of the
organisations — for whom, and for what, do theggoizations exist? It was evident
that managers in both enterprises were willingustify certain specific departures
from the member-only pathway.

In the next section we study how managers recormmpeting principles and
priorities.

Achieving purpose: Managing in a mutual

JLP senior management contend that not only areptineiples of the Partnership
compatible with commercial success, they actuatigticbute significantly to such
success -but only when management actively intervenes tarenthis linkage
Mutuality on its own does not assure success. Masgondents argued that an earlier
generation of managers had presided over complacand neglect: ‘Through the
1990s and into the early 2000s, the business lagthated under the leadership at the
time and we just kept turning the handle on one wfagoing things’ (JLP Manager
5). So, the business had to ‘go through an aatelérperiod of modernisation and
catch up with the best of the competition’.

Of what does this ‘modernisation’ consist? For soniermants it meant that ‘Now
we are very clear that management make the desis{@dbhP Manager 5). But, for
others that is too crude a statement. While masdggve certainly become far more
ambitious, informed, and assertive, they also wstdad managing in the partnership
context to be of a different order, it requiresadnility and indeed a desire to engage
with the workforce, to listen to their ideas andctmvince anaarry them through the
changes required

Over the past 15 years, JLP has undergone sigmificaange. Rigorous business
planning using performance metrics that are lidifferent from those used by
conventional retailers was introduced. An incregsproportion of middle/senior

management appointments are from outside the Psinipe These newcomers have
introduced challenging new ideas. Sometimes, thsiders were ahead of their time
and they were forced out. Occasionally, the idéay brought were ahead of their
time and they might be adopted at a later dateorrgous investment in refurbishing
stores and expansion has resulted in growth obsald of staff. E-commerce takes
an increasing share of sales.

This assertive management strategy is associatbddv@matic business performance.
Since 2008, JLP has consistently outperformed otapetitors. During this recent
period, some of the core institutions of the JLRIeldvave undergone change. Some
critics object that these changes represent a eegjrelilution’. Managers claim they
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represent ‘modernisation’ in the face of increassige and competitive (cost)
pressure. We found different interpretations alibatcurrent state of the democracy
in JLP. It is not too difficult to mount a case whiseems to show a dilution of the
democracy. The number of senior posts dedicatedth® ‘Critical Side’
(institutionalised checks and balances at dirdetegl) has been reduced over the past
decade from five to just one, and the critical edf¢he company magazines which
Spedan Lewis introduced has, in recent years, beged.

JLP and Eroski managers may differ on where theuldvalraw the line beyond
which employment model changes and which modesctbra would represent a
fundamental breach of the core principles. Buty thgree that there is a line and they
would agree that these issues require constanttiatteand debate: they see the
benefits and they see the risks. Soul-searchingandern was evident:

A Waitrose convenience store in a Shell petroli@tatun by partners? Yes, |
can get my mind around that. The Boots model [Waérgoods in a retail
chemists chain] is just product supply, really gaia no real problem for me.
We haven’t got any partners involved so | can bat &s well. But, | am not
so comfortable with the idea of a Shell petrolistatrun by a Sri Lankan
family working God knows how many hours and justighe minimum wage.

If you try to build the partnership model into thatjust doesn’t work. But |

can get my mind around the partner model beindntjiglifferent in different

environments. (JLP Manager 3)

The concession to a ‘slightly different’ version thie model is revealing. Equally
revealing is the evident mental struggle betweemtwilariations or stretch of the
model to accept or challenge.

In Eroski, as in other cooperatives of the Mondragroup, cooperative members
participate in equity, in results and in managemeatticipation in management takes
place at two levels: participation in governing aadVisory bodies, and day to day
participation at the level of shop operations. Tlist type of participation was,
according to our informants, severely reduced dutire growth and expansion period
between 1995 and 2008, with a rising grade of eénétion of decision making in
central offices to simplify growth and search adages of standardization, efficiency
and economies of scale. Reduction in participatias also caused by complacency
of partners :

‘When things were going well, in good times, pap#&tion was much lower.
Because business results were good, partners didgumestion business
decisions.’ (Eroski Manager 4)

Together with this lower involvement of membersmsoinformants mention that
participation and discussion became bitter becawsey members were dissatisfied
with the way that the balance between social gaal$ business goals was being
managed:

‘In 2008, we made a self-critical reflection weledl"social mobilization." In

this self-criticism we saw that in the boom yeand)ile we had record
financial results year after year, we also had magnflicts at the Annual
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General Assembly, where we received very fiercéicem from working
partners. In our reflection we concluded that we been very results-oriented
...Many partners didn’t attend meetings, they digtticipate much in day to
day decisions, and they didn't care too much ahiatarmation of the
cooperative, and then complained at the GeneratrAll.’ (Eroski Manager
1)

A key process of any self-managed organizationhés reproduction of an active
membership (Stryjan, 1994), something that wasicdiff in Eroski in its rapid
expansion phase. It was argued:

When we grow we have to incorporate people whdthooperatively and we
must couple them to a cooperative model and to e@bipe practices. When
Eroski grew too fast it was very difficult to inqgmrate all this. The current
crisis has given us a number of lessons on hovgmwth model has to be, on
how we must combine business growth with ideoldgacal corporate growth
(Eroski Manager 4)

Thus, we see managers from both JLP and Eroskirggék correct for past neglect
of democratic aspects and seeking to persuade éhasghat this form of renewal is
also good for business.

Initiatives directed at cooperative renewal

In both organizations the achievement of an apjaitgpbalance between commercial
success and maintenance of the core principlesaveambject of open discussion and
review. The result in both organisations was a @seof periodic readjustment and
‘renewal’. For example, in 2005, Eroski took partthe Mondragon corporate self-
reflection debate entitle®eflection on the Meaning and Future Directionstloé
Cooperative Experiencén this reflection, Mondragon concluded that éhbad been
a loss of an explicit ‘cooperative identity’. Itdded that it was necessary to update
and renew cooperative practices (Azkarraga, et2@l2, 84). According to our
informants, reflections at the Eroski Group leveheshed similar conclusions, and
many of the cooperative regeneration practices emphted in the 2005-2009 and
2009-2013 Strategic Plans of Eroski have theirsaothose reflections.

A program with the aim of bringing decision-makimpwer to the stores was
launched. Employees of each store began to orgahze work schedules in a
participatory way; they had more power to decides ho deal with complaints from

customers, and how to solve common logistic problatrthe shop level. The process
of ‘empowerment’ can be seen with regard to botmsomer members and
employees. For example, with regard to consumeesettwas the creation of
consumer participation forums in 2006. Then, forpkyees, there was the
conversion in 2012 of two subsidiaries in secongrele cooperatives and the
conversion of 4,142 employees to full cooperativeenbership. This

‘cooperativization project’ will be offered to othsubsidiaries. Crucially, this project
is seen not simply as renewing the principles efdboperative but also as a way of
achieving a differentiation strategy compared with competitors and gaining
competitive advantages.
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As with JLP, the Eroski case shows that cooperatiegeneration’ can be reversed.
In the next section we move from management to aree.

Developing and maintaining purpose: governance processes

A risk for cooperative democracy, as illustrateddmgh Eroski and JLP, is that the
greater complexity and size of the business makes garticipation of non-
management partners on the governing bodies mdiieutti Informants in Eroski
emphasized that any working member can stand éatieh and be elected as one of
the members of the governing council. But a clesx lat the profile of the working
members elected for the governing council durirgy ldst few years challenges this
optimistic point of view. Prior to reforms in 201flye of the six elected council
members were middle managers. In the renewed Ewskncil, all six working
members are managers (3 supermarket managers drygbeBmarket managers).
Informants mentioned as reasons a combination [6sskection and peer-selection
due to the complexity of the tasks. A similar beasurs in JLP.

Eroski is also a consumer cooperative and halfhef members of the governing
council are consumer members. According to infotsiafear of ‘enemies’ entering

the governing council of Eroski through the figufeconsumer members drives the
cooperative to closely monitor the nomination atect®on of consumer members.
This monitoring process has generated an inbreedihgconsumer members’

selection. Further, Eroski allocates some of tlaegd on the governing council which
in theory are reserved for consumer members ingtheerning council, for outside

non-executive directors (mainly managers of othentifagon cooperatives). If many
consumer members on the governing council of Eras&i senior managers from
other Mondragon cooperatives there is a risk tlm&ty tmay not be genuinely

independent. And yet on the other hand, informaniggested that those outside
directors are often the most critical and challaggi

Overall, the results suggest that the core thenfigavestigation which drove the
research — questions about ultimate purpose, alvbot was a member and who
should benefit, and how to counter degenerativedraes - were indeed all very live
issues in both case organizations. Senior managgnes alert to them and had taken
steps to handle them. In the next section we refipon the ways they had done this.

Discussion and conclusions

Economic crisis, revelations of unethical practieesl the broad negative socio-
economic impact of investor-owned businesses haneilsted a renewed interest in
‘alternative forms’ such as those represented Wy dhd Eroski. In the case of the
John Lewis Partnership most especially, continuabess growth and generally
positive news has been implicitly ‘explained’ byetfact that it is described as an
‘employee-owned’ firm. This has led to wide endonsat of the John Lewis model.
In the case of Eroski, its economic fortunes toakpain 2008 and it has struggled to
recover in the ensuing 5 years. In this contexs gaper has reported on research
which explored managerial perceptions and praciitésese employee-owned firms
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in order to reveal the extent to which and the wiayshich they have been able to
enact regeneration strategies so as to achievairsaisility.

As noted, attempted departures from the establisbeuas of the capitalist firm have
been regarded as prone to a range of problemsnatigg from their deliberate
deviance (Meister, 1974, 1984; Ben-Ner, 1984; Bodwnes et al. 1993). In that
context, we explored how the senior managers in ahdP Eroski were responding.
We found that many of the managers in the two argaions discussed in this paper
rejected the polarities of the degeneration litematinstead, they contended thaith
the right management'a way can be found to facilitate customer benafit
commercial success from the increased commitmethtegagement of employees
who can be persuaded that they are working for sebras. We revealed how both
retailers had learned how to articulate a compglloonviction that commercial
advantage could be gained from the democratic eltsnén the case of JLP the
managers had even learned how to leverage tharelife externally to create and
sustain a positive market image.

On the basis of this analysis it cannot of couselaimed that there are no tensions
between commerciality and the principles of mututkisre clearly are. But, what can
be claimed is that in these two co-owned businesisisstension has been managed so
that it is shifted from a zero-sum relationshipatanutually supportive relationship
with positive linkages between structures and meee of accountability and
commercial endeavour. The two cases also revebimmée the co-owned model can
be a source of competitive advantage it is by ncamsean automatic causal
connection.

An intricate picture emerges. Changes to some &spefc the mutual model
underpinning the two cases have occurred. And ith lmwganisations there are
internal as well as external critics who see therments as attacks on the mutual
principles and structures. In fact, many of theeobations made by interviewed
managers in Eroski over its expansion period (shedoiction of the percentage of
members; priority of economic goals; passivity éeb of interest by members; etc.)
are almost identical to the degeneration processédeister’s (1974, 1984) third
stage of the degeneration life cycle. Similarly, ago found signs of degeneration in
JLP, as the employment of a growing rate of non be¥s) and a growing
concentration of decision-making in management saand a weakening of the
power of the Council attest. But, it is by no meaftear that these changes in both
companies represent across-the-board dilution dabiahyrinciples. As shown, there
were periodic attempts at renewal.

Our study corroborates and deepens the findingghef regeneration literature
(Batstone, 1983; Cornforth, et al. 1988; Estrin alwhes, 1992; Stryjan, 1994;
Cornforth, 1995; Hernandez, 2006), showing thatglaerm survival can be
accompanied by a resurgence of democratic featpresjples and practices. In both
cases, it is evident from our data that managensernhgaged in healthy, explicit,
active and vigorous internal debate about the aehent of the appropriate interplay
between commercial success and the maintenanckeodistinctive underpinning
principles. In the case of Eroski, this debate lesto a significant retreat from
previous policies of centralisation and the emplegitrof non-members. In JLP, it has
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led to reforms in management and employment pesctiand in governance
structures.

The dilemma suggested by the degeneration thesiklvappear to be neither
inescapable nor insurmountable. Our cases sudgddghe equilibrium will be
dynamic and prone in an ongoing way to over-en#sis pressure from the
commercially focused, or from defensive salliesrfrine cooperative
fundamentalists. We suggest that this ongoing dynaetween the 'modern
managers' and the defenders of traditional terfetsaperative and co-owned ways
of organising and managing is healthy and prodactiv

The paper shows that managing these co-owned es&spis not easy. Many
cooperatives less favourably endowed have failbeérd are numerous dangers: over-
zealous modernising managers not fully steepetierptinciples of the mutual often
neglect to understand or respect them; a focusoamercial success could lead to
commercially sensible decisions which dilute thpeaciples; it is tempting to look
for ways to avoid the scrutiny and questioning emgcratic representatives. But
interestingly, JLP managers were adamant thatubeess of the organisation was not
at the expense of the model but was a result ofrtbdel In Eroski, managers said
that they expected that the model and the cooperadigeneration practices will help
in the economic recovery of the company.

A contribution of the present study to the coopeeatdegeneration-regeneration
literature is the finding in both enterprises afetation between sustained economic
success and member passivity. Long periods of esmn@uccess can generate
complacency among members who consider past su@®ess signal of good
management and reduce their control over businesssidns. In the opposite
direction, cooperative regeneration can be somstifoelled by poor economic
results as happened recently in the case of ErApkirt from active policies aimed to
regenerate cooperative life, informants considat the economic crisis in the post
2008 period played an important role breathing liéek into cooperative practices,
increasing the desire of members to be informedftend meetings and actively take
part in decision making committees and governingjdm

The main learning point from these cases is thianagers in both organizations
suggest not only that commerciality and mutualéy be mutually supportive but that
the real key to success resides in their insistemceiot being satisfied that this

balance has been achieved successfully. In fastbtance is dynamic and following

the paradoxical perspective proposed by Hernange@6}, we find that JLP and

Eroski are neither fully democratic nor oligarchhut sites of continuous and

unresolved contestation between oligarchic and destio tensions. JLP managers
worry that new business formats may stretch or dreach the core principles, and
they discuss this and worry about it. Eroski mamggebserving the increasing

centralisation and use of non-member employersee&ing to reverse these trends.
Recognition that these kinds of balance are kéwnently unstable, and requiring of
constant attention, is a fundamental lesson.
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