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Abstract.

A frequent characteristic of worker cooperativethis tendency to reinvest a large share of profits
into asset locks: a common fund, indivisible and appropriable by members, neither upon
quitting, nor at the end of the firm’s life. To dam this behaviour, | introduce the hypothesid tha
asset locks play a significant role in employmeéab#ization. This can be obtained in two ways: by
letting wages fluctuate, or by accumulating reingdsrofits into an income stabilizing fund that
allows to face downturns without firing and withaatlucing wages. In this second case, asset locks
play a wage smoothing role. | provide evidencetlfis function by means of original data at the
firm level and by first-hand collected survey datathe individual level on risk perception in a
sample of Italian cooperatives.
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1. Introduction

Cooperatives play a more important role than ugualhsidered: this is clear if we look to some
sectors or to some geographical contexts. A reegart on Italy (Censis, 2012) shows that
cooperative firms are almost 80.000 and employ &ba®0.000 workers, that is 7,4% of total
employment in Italy; in Emilia-Romagna, the regiehere this empirical analysis is carried on,
13,4% of workers are employed in a cooperative. &seattors are leading: in tertiary social
activities, cooperatives employ 23,7% of total weygk 24% in transport sector, just to give some
examples. In the last decade, the number of cobpesagrew by 14,2%, while the growth rate of
the whole set of Italian firms was lower than 8¥%has to be remarked that Italian cooperatives



showed a greater resistance to the recent cr@rary to the national trend, cooperative firms
increased employment by 8% between 2007 and 2011.

The study of the behaviour of worker cooperativesyrahed light on how different governance
structure influence firms’ decisions. In this pagelook more specifically at the decision of
allocation of the cooperative’s proceeds: whendhsw® accumulated into locked collective funds,
this is supposed to violate the incentive-baseesrof output distribution in teams and therefore to
discourage investment and effort. Nevertheleskgast in the Italian case, asset locks accumulation
is a widespread practice in worker cooperatives aogsn’t seem harmful to economic
performance. | argue that this fund has an ins@dmaction: in such a way, | enter into the fiefd o
workers’ behaviour towards risk under differentamgational structures of the firm, showing that
cooperatives may modify it both with respect to &yment and to wage fluctuations.

A distinguishing feature of Italian worker coopévas is indeed that members, though owners of
the firm, cannot be properly seen as residual @ais1 profit distribution is limited both in therfo

of dividends on capital stakes, andistorno (distribution of part of the net residual to memsben

the basis of the work relationship), while mospadffits are accumulated into asset locks (from this
point onwards AL), a completely collective fund,nndivisible and non appropriable by individual
membersiiserve indivisibil). The peculiarity of this fund is that it is nqgi@opriable by members
neither upon quitting or retiring, nor at the eridne life of the cooperative.

A study of the Centro Studi Legacoop (2006) sholat,tin worker cooperatives, on average,
86,8% of net profits is reinvested in the firm byans of an increase of asset locks, and 10,2% is
distributed to members.

As a consequence, upon leaving the firm, a membeally receives an amount of money that is
somehow independent from the flow of earnings @& tloop. The limited application of profit
sharing, moreover, implies that there is littlefeliénce between in the overall pay between
members and non-members (Tortia 2002b, Zevi 2086¢&vel et al. 2006).

What is striking from the economist’s perspectigeghat huge accumulation in an indivisible and
non-appropriable pool seems to violate the needafproper incentive scheme, both concerning
work effort and investmehtTheory tells us that a potential problem of mdratard exists, since
the absence of residual claimancy implies the ieddpnce of work remuneration from the
outcome of production. Nonetheless, this behavitngsn’'t seem to be coupled with the evidence

that cooperatives are underperforming: empiricabists don’t identify a lower productivity in

! Moreover, from the point of view of the Incompl&@entract theory (Grossman and Hart 1986, HartNdadre 1990),
indeed, the owner of the firm is the individual wheas the residual right of control, that implieattthe owner has to be
the one who appropriates the residual and non gestibenefits of the firm too. This definition lebg applies to
worker members, that nevertheless are owners afabperative enterprise.



worker cooperatives if compared to capitalistionf;, e.g. the works by Estrin (1991) and Bartlett et
al. (1992) on a matched sample of cooperativesapial-managed firms in the manufacturing and
construction sectors in Toscana and Emilia Romatlad,show an upward shift of the production
function in worker cooperatives due to a higheplaiproductivity.

Moreover, Furubotn and Pejovich (1970) argue tlaperatives will underinvest because of the
truncated time horizon of worker members. | find, tbe contrary, a strong tendency to reinvest
profits, much higher that what imposed by the ldfinthe argument of Furubotn and Pejovich
implies that worker members would not be willingitvest in the firm because they will not
appropriate of the returns if these will occur aftee end of their employment relationship, this is
supposed to be even more true in case of an imgiand non-appropriable form of capitalization.
Empirical evidence, nevertheless, doesn’t confiiia prediction.

Our research question is how to explain this choic@uge asset locks accumulation in worker
cooperatives: despite the literature predicts waggtalization of labour-managed firms, we find
high profit reinvestment into a fund that, in adut is not appropriable neither upon dissolutién o
the firm. Why is it so?

| propose an interpretation of AL that is groundedhe insurance purpose of worker cooperatives:
AL can be seen as a possible tool for worker memberinsure themselves against the risk of
losing their jobs and at the same time to stabiiage earnings.

We have a strong background literature, both thmale and empirical, highlighting the
employment protection function of worker cooperasiv

Following Gregory Dow (2003), the main differencetweeen worker cooperatives and capitalistic
firms consists in the asymmetries between labour @apital: labour is “non-alienable” to the
person who carries it, that means that it canndtdresferred from one person to another, cannot be
in more than one place at a time, has natural mueid. As a consequence of non-alienability,
labour suppliers cannot differentiate risk as @piwners can do: capital owners, indeed, can
spread risk by differentiating the concerns wherénvest, while workers cannot (Meade 1972)
moreover, the risk embodied in human capital isigmethan the one embodied in physical capital,
that can be transferred simply by outright salee@@r1976). Dow (2003) criticizes the widespread
idea that the need for risk differentiation can lexpthe rarity of labour managed firms, but he
argues for the possibility that labour-managed feam be itself a form of insurance against the
possibility that investors take decisions againsrkers’ interests (such as layoffs). Our work

follows this intuition.

2 “While property owners can spread their risks bitipg small bits of their property into a largenmoer of concerns, a
worker cannot easily put small bits of his effarto a large number of different jobs. This presuin#ba main reason
why we find risk-bearing capital hiring labour rattthan risk-bearing labour hiring capital.” (Mead@72, p.426)



There is indeed evidence of very limited fluctuatmf employment in worker cooperatives; this is
for example found by Craig and Pencavel (1992ha d¢ase of plywood enterprises. Bradley and
Gelb (1983), who analyse the case of the coopergtisup of Mondragon in the Basque Country,
in Spain, argue that it is generally accepted #djtistments to market changes will not occur
through variations in employment; transfer betweeaps is usual and the firm’s cost of firing is
very high. Concerning the Italian case, Estrin ()98nd Bartlett et al. (1992), in analysing a
matched sample of worker coops and capitalistdirfind out a greater stability of employment in
the former. More recently, Pencavel and co-aut@086) find evidence that, while in capitalistic
firm employment is a negative function of wagescaoperatives it is generally insensitive to any
variable. Burdin and Dean (2009), analyzing a adtasvering the entire population of Uruguayan
firms, find that capitalistic firms display a newyat relationship between changes in employment
and (lagged) changes in wages, and that these &djust employment to output price changes.
These results don’t hold for worker cooperativeberg the authors find a positive relationship
between wage changes and employment changes agffenbof output prices on employment. In
this study, a disaggregation between members amdogaes of worker cooperatives is made: on
the subsample of non-member employees, | see lpartidferent results, since the wage-
employment relationship turns to be negative asapitalistic firms, but the effect of output prices
is not significantly different from zero, as foraperative members.

Moreover, we know from the historical literaturethhe worker cooperative movement was born
and was driven for a long time by the priority toagantee jobs to the weakest classes of the
economic Italian structure (Mazzoli 2005).This amely true in the case of Ravenna cooperative
movement (Sapelli and Zan 1971, Nardi 1998) arabrdgirmed in a study carried out in the ‘80s in
Emilia Romagna by an anthropologist, Mark Holmstr@®85), whose main conclusion is that “the
co-ops were set up first of all to create or sabs|[...]. In decision making, security always comes
before profits.” (M Holmstrém 1985, p.10)

This micro and historical evidence can moreovemizched with the macroeconomic one, that
shows the countercyclical behaviour of worker caapees (Ben-Ner 1988): while this conclusion
is not unambiguous in terms of firms’ exit from tharket, it seems robust when looking at entry
behaviour. Pérotin (2006) shows that cooperatieatan increases as the risk of unemployment in
capital-managed firms increases and thus that cabpes’ response to business cycle is
significantly different from the capitalistic oner avhat concerns enterprise creation. The same
difference on what concerns exit behaviour is rtatigically significant, but a great effect of

cooperative density and cooperative infrastrucisigso found.



| formulate two hypothesis on how this employmersturance is obtained. One, the “flexible wage
contract” is quite common in the literature: in ddwns, cooperatives don’t adjust employment,
but adjust wages. The other, the “income stabijzcontract” relies on asset locks: profits are
accumulated in good times into asset locks, inrorae to reduce employment neither wages in
hardships.

| will test this two hypothesis by means of a quative case study carried out in the workers’
cooperatives associated with the Lega delle Cotipera Mutue in the province of Ravenna (ltaly).

| have two datasets: first of all, a panel dat&¥10-2005 collecting firm-level data from all the
Legacoop worker cooperatives of the province. Témsd dataset is constructed by means of an
survey of a sample of workers of 18 out of the @vapves that form the first dataset: through this
second one, | will look at the subjective perspecton risk, employment and tools to face
cooperative’s downturns.

| will first of all present the data, descriptiviasstics, and the context of Legacoop Ravennaeas
will see, our data will confirm the evidence of @ Ishare of reinvested profits. | will then go
through different possible explanations of the chaf profit reinvestment into asset locks: | will
mainly concentrate on the most widespread explamathat is a reduced corporate tax for asset
locks, and will argue that it doesn’t explain th®ice so reinvest such big amount of profits. I wil
then formulate our hypothesis on employment praiecind the twofold strategy to pursue it, and,
in the final chapter, | will test it by means oftbalatasets, the firm-level and the individual-leve

one.

2. The data and the context: The Lega delle Coopetrge e Mutue of Ravenna

Our analysis relies on two datasets:

- A panel dataset including 6 consecutive years fewel data on the 60 worker cooperatives
that are members of the provincial Lega from 209@@05. This data are obtained from
balance sheets, reports of the end-of-the yearrgeassemblies, and general informations
on the firms, gathered by the local federation.

- Survey data at the individual level carried throggiestionnaires submitted to workers, both
members and non members, in 18 out of the aforeammut population of Lega
cooperatives (415 collected questionnaires). Thivey data have been collected by the
author during a fieldwork between October 2007 Zaxtiary 2008.

® lincluded all the worker cooperatives affiliatedthe Lega that has been active between 2000 @8, 2ven if they
are not active today, while | eliminated those whighly incomplete data. | don’t include social peoatives in the
sample, even when they can be considered as wmdeaged firms, because of sample homogeneity reason



The interpretation of the quantitative data is supga by 20 qualitative interviews to board

members of a sample of cooperatives.

The 60 cooperatives that compose the panel datasetivided by sector as follows: 12 in

agriculture, 4 in construction, 3 in manufacturi®gin transport, 11 in porters’ sector, and 21 in

other services. See Table 1 for an overview ord#seriptive statistics for the whole sample and

for firms with more than 100 workers (in order iy that our observations aren’t driven by very

small cooperatives).

Tablel. Panel data: descriptive statistics (stahdaviations in parenthesis)

Whole sample

Only firms with more tha

100 workers

AN

Number of workers

104.25 (153.4)

271.44 (195.48)

Number of members

134.87 (227.34)

365.1 (308.54)

Number of worker members

78.8 (129.87)

208.3 (15)7.5

Worker members/workers ratio

0.74 (0.21)

0.77 (D.16

Yearly profits (in euros)

209 032 (654 839)

621 466 (1 104 845)

Total revenues per worker (in euros)

109 287 {60 402)

150 511 (203 897)

Value added per worker (in euros)

29 963 (23 644)

30 568 (33 839)

Average wage (in euros)

21 705 (16 390)

21 472 (20 980)

Average share of profits accumulated i
AL

"&7.98 (16.36)

88.97 (13.88)

Average share of profits distributed
members

19.27 (16.27)

8.06 (14)

The analysed sample provides data on profit digioh and accumulation that are consistent with

the evidence shown in the literature, that is amgfrtendency to accumulate: the average share of
yearly profits accumulated into asset locks is 8%for the share of profits allocated to AL by
sector, see Table 8 column (e)) and more than G0¥ewmbserved firms reinvest between 90% and

100% of profits into the indivisible fund, as wencgee from Graph. 1.

Graph. 1. Share of yearly profits (mean over tine@)vested into asset locks.
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The individual survey has been carried by the autebwveen September and December 2007 in 18
worker cooperatives out of the previous 60. Thestjaenaire covers 3 sections: individual working
and associative trajectory, perceived role of tleperative and worker’'s protection, income
distribution and reserves’ indivisibility. On avgm around 30% of the workforce of each firm has
been subjected to the anonymous questionnaire. ddilected questionnaires are 415: 87
guestionnaires from agriculture, 95 from constiutti52 from manufacturing, 52 from porters’,

and 129 from other services.

Table 2. Individual survey: descriptive statistiseandard deviations in parenthesis)

Percentage of worker-members 79.8%
Percentage of non-member employees 20.2%
Percentage of women 39.4%
Percentage of blue collar 65.6%
Percentage of workers who always worked in the emdjve| 28.7%
Age 42.6 (8.81)
Number of years spent in the cooperative 13 (10

The worker cooperative movement in Romagna bedgitiseaend of the T®century with the first
cooperatives of day landworkers that emerged from ieed to hinder the spread of agrarian
unemployment and the consequent pressure to lowagesy that was exploited by the
intermediaries in public works (Zangheri, Galas€astronovo 1987) At the beginning of 20
century, it's the turn of construction cooperativédsat aim to break up with the monopolistic

* In 1883 theAssociazione Generale dei Braccianti di Ravemss found: it enabled the day-worker of the area of
Ravenna to avoid the intermediation that was hgdeivering the wages, by taking directly in charpe works,
mainly the public ones; the most famous case had lige reclamation of the marshy areaAgfo Romanpclose to
Rome. It was 1884 and the President of the coaperatas Nullo Baldini.



market of construction that manage to hire unskilerkers at extremely low wages (Landi 1999):
at the beginning those cooperatives worked as-tsaliaged employment agencies”, their main
purpose was to guarantee a job to everybody. Tthesgcooperative movement developed first in
sectors characterized by high unemployment. Oue casdy is concentrated on the worker
cooperatives affiliated to the LegaCoop, whoseupectoday is quite articulated. Besides the oldest
agriculture and construction cooperatives, coopastwere born in the second half of"agentury

in manufacturing and service sectors. The formerewaten the case of buy-ups of capitalist
enterprises that were facing difficulties, while time latter the picture is more varied: porters’
cooperatives generally started around the ‘70gjivwe a structure to previously existing informal
groups, but there are also many newly born smabipematives, mainly in advanced services,
tourism and culture. In December 2005, the Ravenb@ga gathers 63 worker coops, that are 36 in

the Ravenna area and the others in the surroumalimgcipalities.
3. Profit reinvestment into asset locks: possiblexplanations

| start by discussing the existing explanationstifi@ choice of cooperatives to reinvest a big share
of profits into asset locks.

Sacconi and Seppi (2006) formulate the hypothésisadsset locks work as a discipline devida
Holmstrom. Following Holmstrom (1982), to avoid g in team work, one possible solution is
a “budget breaker”, that is a third party that ayppiates the product when this falls below a
threshold level. Sacconi and Seppi argue that dss&s may serve this function in worker
cooperatives. For this to be true, | expect assris|to be negatively correlated to productivityt b
we will see that this is not what | find.

The more widespread explanation is neverthelesssaalfone, that is the advantage of AL
accumulation from the point of view of corporatecame tax: asset locks were absolved by
corporate tax in 1977, but this tax advantage s$hateclined since the financial year 2002 (the
share of profit that is free from corporate incotag, if assigned to AL, decreased from 100% to
about 53%). A second reform (in 2004) increasedk liae share of profits that is tax free, but stated
that 30% of coop’s profits shall be taxed regasligeeir destination. If the tax advantage is the
main reason for AL accumulation, | therefore expgbd to decline since 2002, and to be anyway
lower than 70% of yearly profits since 2004. Tlsisot the case: if | split our observation follogin
the different tax regimes, | see that the aver&geesof profits allocated to AL is 84,4% under the
first, 88,3% under the second, and 86,5% undertliirel, thus | don't see a decrease in the

accumulation of asset locks; this is confirmed pdrform a t test on the difference of means



between the first group and the two others, thdtefre and after the huge decrease in fiscal
advantages for AL. This seems to be reinforcedheyinterviews with board members of coops,
who only in a single case over 20 stated the inanae of the tax exemption to explain their profit
allocation.

If | perform a regression to find the determinaoitshe share of profits that a single firm decites
reinvest each year (fixed effect), | thus expeat the year of observation doesn’t have any effect.

In the equation

at =B Yi +y Wit +3 Vit +{ it +1 Lt it

Where the dependent variable is the share of pradinvested into asset locks, regressed on the
years dummies (y), the average wage paid by thperatve (w), the value added per worker (V),
as a measure of labour productivity, revenues ppita (r) and size of the firm, measured by the
number of workers (L).

If fiscal reforms had an impact on profit reinvestrty we would exped<0 (at least in 2002 and

2003). Moreover, if the “budget breaker” hypothasigue, we exped@ to be negative.

Table 3. Specification of the share of profits veisted into asset locks (fixed effect). Standard
deviations in parenthesis

share of profits reinvested into asset locks Gaefit
Year dummy 2001 2.719 (3.23)
Year dummy 2002 5.437 (3.20) *
Year dummy 2003 5.560 (3.23) *
Year dummy 2004 4.826 (3.31)
Year dummy 2005 3.879 (3.39)
Average wagéhousands of euro) -0.407 (0.21) *
Value added per capifdhousands of euro) 0.287 (0.13) **
Revenues per capitdnousands of euro) 0.013 (0.02)
Workers 0.045 (0.05)
Const 75.463
Within R? 0.0504

* = significant at the 10% level, ** = significaat the 5% level, *** = significant at the 1% level

Although R is very low and little variance is explained bystliegression, | obtain an important
result: no year dummy displays a negative coefficidhis rules out the argument of the fiscal
advantage of asset locks. Moreover, the produgtiegefficient is positive, contrary to what



expected by the “budget breaker” hypothesis: itreeéhat asset locks tend to be accumulated in
good times instead of being a discipline device itit@rvenes when productivity falls.

To explain why cooperatives choose asset lockerdktan other tools, a common idea is that asset
locks are the only tool to capitalize that workewoperatives have. The most recent law (d.Igs.
6/2003) states that 3% of profits must be devoteddtional solidarity funds, managed by the
cooperative federations, in order to promote thepeoative movement, and 30% has to be allocated
to legal reservésthat is non-appropriable and non-divisible. Netenues in excess on that paid
into solidarity funds and into legal reserves maydistributed to membeérén proportion to their
work within the coopristorno)’. Since the law on the position of worker member&42/2001), it

is possible to provide extra labour remunerationewtistributing the net profits of the year alsp b
increase of capital quotas and issuing of sharesyder to favour the capitalization of the firm,
while providing extra incentives to the membersisTimnovation thus gives the possibility to
worker cooperatives to keep thstorno inside the firm as increase of capital stakes, waHiscal
pressure but on the individual member at the moroktite withdrawal. Moreover, the 2003 reform
allows the possibility of introducing divisible mses, but only for those members who only have a
financial stake in the firm: the aim is that th@seuliar category of members may use a part of the
reserves in order to increase the value of thertial tools. It's widely recognized (Bonfante
2008, Zevi 2005) that these tools have a very échapplication.

Until some years ago, therefore, it could have bed that AL were the only tool a cooperative
had to accumulate capital; this, nowadays, is ncenroie because of the enlargement of the range
of possibilities to accumulate in divisible and egpiable funds.

One possible alternative explanation is to assuewlateral function of asset locks, that guarantee
the firm’s capital stock from being exposed to talpvariability. In the work by Tortia (2002a), a
survey is conducted among cooperative board mentbatsndicates that AL accumulation is still
preferred to the new alternative divisible toolsimhain order to preserve the firms against an
excessive variability of capital (that means insggwof the possibility to invest) and to allow the
possibility of loss sharing. This may explain whgaker firms choose to reinvest a higher share of
profits into AL (Jones and Svejnar, 1885and why the same is done by smaller firms (@entr
Studi Legacoop, 2006). A subsequent conclusiohasdapitalization by increase in share capital is

seldom applied because of the risk that membeesrige on the investment of their share of profits

® Before the reform, the margin of legal reserve 2@%.

® Within the limitation of 30% of the salary (law 2/2001).

" Cooperatives can also distribute dividends orctpgtal stakes only if the owned capital/debt rigigreater that ¥z,
and however these dividends cannot be greatertiiearate on postal bongtus 2,5 points.

8 In the authors’ argument, the causality runs éndpposite direction: firms’ performance is negalthaffected by
profit reinvestment into AL; here, | claim that tberrelation has to be seen the other way round.



into the firm (Tortia 2002a). AL become the tool fmembers to “tie their hand” in order not to
have the incentive to behave opportunisticallyh@ tuture (a similar argument, in a game theoretic
perspective is provided by Sacconi and Seppi, 2806, claim that AL can work as a tool to create
the framework of indefinitely iterated game). Ougwanent is not in conflict with this one and

enters more into details of the insurance and Istady function of asset locks.

4. Employment insurance in worker cooperatives: fleible wage or “income stabilizing

contract”?

In studying how employment stability is obtainets guite straightforward that cooperatives can
use profit-sharing practices, that are assume@doae downward fluctuations of employment in
hard times by quick adjustments in labour remumanatKruse 1991, for a review Jones, Kato,
Pliskin 1994). Our alternative hypothesis is theyt use asset locks as an income smoothing tool.
The two mechanisms that | assume to be potentdllyork are the following: on the one hand,
what can be called “flexible wage contract”, whdre cooperative reduces the risk of employment
fluctuation by increasing the risk of wage flucioat on the other hand, a sort of “income
stabilizing contract”, where coop members “tax”rtselves in each period, by accumulating into
asset locks, in order to face downturns by mearthisfcommon pool (that is, without firing, but
also without reducing wages- if not in extremeaiins).

If flexible-wage contract is applied, we can thiokit as a sort of reversal of what argued in the
Implicit Contract literature about capital-manadeds (Baily, 1974, Azariadis, 1975, Azariadis
and Stiglitz, 1983): starting by the observatioattbusiness cycles are more likely to produce
changes in employment rather than fluctuations agee, this approach maintains that labour
contracts involve an insurance component betweaekaneutral firm and a risk-averse worker, that
guarantees to the latter the wage to be more sthbfethe marginal productivity of labour. Baily
(1974), in fact, proofs that it's profitable to then to adopt an asymmetric strategy toward wages
and employment, that is to pay a preannounced tomhastic wage, but to be free to change the
size of the employed workforce.

Meade (1972) claims that worker cooperatives afe &b modify the risk structure faced by
workers: by allowing for greater fluctuations of ges, it may be able to prevent workers from the
risk of unemploymerit Another study that goes in the same directiothés one by Miceli and

Minkler (1995), who claim that worker cooperativag not necessarily worse than capitalistic firm

° He claims also that this effect may countervasl Ward’s (1958) theory that coops will be restvietin labour.



in insurance provision to workers. On one hand wglare residual claimants and therefore there is
no other agent that is able to specialize in ris&rlng, thus producing uncertainty on revenues. On
the other hand, in capital-managed firms, what taly“transfer uncertainty” exists, that is thekri
that the capitalist owner decides to delocalizeitahpvhere labour costs are lower (in order to
favour capital asset specificity), that would produayoffs in the workforce. Worker cooperatives
increases the former kind of uncertainty, but widelduces the latter.

There is empirical evidence of greater stabilityeofiployment and greater volatility of wages in
cooperatives: in Craig and Pencavel (1992), whd fingreater effect of product price on wage
fluctuations, rather than on employment (plywoodmeratives in the US), in Pencavel et al.
(2006), on the Italian case, and in Burdin and D@&99) on Uruguayan firms. In this last study,
the authors show that in both capitalistic and eoafive firms wages are positively related to
output prices, but that this relationship is stemig cooperatives; it is nevertheless noticed tihiat
only apply to members, while employees’ remuneratioesn’t fluctuate with output prices, as for
workers of capitalistic firms.

While the “flexible wage contract” hypothesis seeim$iave quite a wide background literature, at
least in the Italian case it has some limitatidirst of all, Italian worker members are not to be
considered as full residual claimants, while in khieeli and Minkler's model this is a key aspect.
As we have seen, profit sharing is weakly applitere is, on the other hand, strong evidence that
coops provide a higher employment stability, anat ttiney pay lower wages, on average, with
respect to capital-managed firms: both these atedies provide evidence of lower wages paid by
cooperatives with respect to their capitalisticrdewpart. Pencavel et al (2006) find out an average
difference of about 15%. Moreover, there is eviderfEstrin, 1991) that the higher labour
productivity of worker cooperatives doesn’t tramslito higher wages

| therefore formulate a second hypothesis, thait@lapccumulation in worker cooperatives allows
for the application of an “income stabilizing catt”: each member accepts a wage that is lower
than the market wage, in order to accumulate dapt@the firm, so that it will not face downturns
neither by reducing employment nor by reducing sadiethis is true, asset locks are the tool to
implement this mechanism to smooth income. It ismwe a matter of insurance between a risk-
neutral principal and a risk-averse agent, butestit's a self insurance mechanism obtained by

income smoothing devices, within “group of prindgid: worker members prefer to fix a lower,

19 This is confirmed, in the case | are analyzingthsy comparison between the sample’s average vimgssctor and
the average wages of the corresponding sectoheiwhole region (North-East Italy) provided by Ested: besides the
construction sector, the other sectors display tayress wages than the average. Source: EuroS@d, ¥ worker per
employee per year, total labour costs (Navarra8p00
| borrow this expression to Elinor Ostrom (1990).



but certain wage and incorporate the residualiéncollective funtf, that allows both to ensure
employment and to smooth incotie

The historical evidence on asset locks seems térgothe role that these have been playing in
building up the strength of the Italian cooperativens, and therefore allowing them to play the
role of stabilizing employmentyis-a-vis a context of chronically high unemployment. The
reinvestment of profits into asset locks has beenaf the key factors of the growing in size of the
Italian cooperatives. These had, in the last des;am@reater tendency to size growth compared to
their capitalistic counterparts (Zevi, 2005); folimg Zevi (2003), this has been a choice directed t
the stabilization of employment. The use of collechon-divisible asset locks as a means to grow
in size seems to be confirmed by the evidence deavby the Centro Studi Legacoop (2006), that
tells us that, on average, small and medium firensl to reinvest into asset locks a greater share of
profits than the bigger ones. This leads us tordriguing remark: if size can be reasonably
considered as a proxy for the degree of “manageaiadn”, in smaller coops, when members
directly decide on the rate of profit reinvestmeahgy will not have a strong preference for today
earnings at the expenses of the growth rate. Théeroation seems to contradict what usually
expected, that is the managers to be in favoueiafzestment and members not (Atkinson, 1973).

A guestion that may arise is why some workers prefesmooth income rather than incorporate
wage fluctuations and individually smooth consumptiEven though it is not our focus, it is worth
to put forward some possible hypothesis.

The literature in Development Economics has tacklsdnilar issue even though in a very different
setting, that is the case of rotating saving aeditassociations in many African contexts: thase a
groups that meet on a regular basis and, at evesting, each member gives a contribution to a
common “pot”, that is then taken by one member. eetings are repeated until every members
gets the “pot” once. No interest is paid, so thatquestion is why do members choose this way of
saving instead an individual one. Besley, Coatelanay (1993) claim that this allows members to
reach the desired amount earlier than through iddal savings; Anderson and Baland (2002)
propose a different interpretation driven by theaation of a case where mostly married women
participate in these associations: in the case ifierent preferences between savings and

consumption with their husbands, saving throughassociation allows women to increase their

12 Despite what claimed by the incomplete contraebtl, that those who have control rights will beling to be

remunerated residually.

13 |t's interesting to remember that the implicit taut literature has been criticized by Akerlof aviyazaki (1980),
who claim that both the firm and the worker preddower wage with guaranteed employment, to a achtn which a
worker gambles on being employed only with probgbiless than one, albeit at a higher wage rate. Wéeald

nevertheless add that this is hardly enforceabtedapital-managed firm because the firm has @ dinvay to credibly
commit not to fire workers after having provideceitin low salaries, reminding that the firm keeps hgwrivate
information on product market conditions. It may fmessible, on the contrary, that a worker coopegathakes this
kind of agreement binding.



bargaining power within the household and impos$egher saving rate. Gugerty (2007) proposes
that such saving associations provide a colleatexhanism to discipline members to save in
presence of time-inconsistent preferences. “Youtcave alone” is the way this is stated by the
members of the Kenyan associations that are thecobjf the study. This is a similar argument to
the one proposed —in a context closer to ours- ller and Benartzi (2004): they tackle, from a
behavioural point of view, the issue of suboptirsaving rate of households with respect to
lifecycle rate. Possible explanations of under4sgyvbesides the difficulty to compute the optimal
savings rate, are linked to self-control problenmnsl @nconsistent time preferences that weight
heavily present consumption with respect to futome. The authors study some companies that
implemented plans for employees to commit to atl®e@apart of their future wages to a saving fund
for their retirement. These plans proved to beaetitve for those who were proposed to join and
indeed increased savings.

A possible additional reason, in our case, to prefeome smoothing through profit reinvestment
into the firm to fluctuating wages with individuabnsumption smoothing is also that the first
option may provide greater returns, since it ioasded with a financial strengthening of the firm.
In another work Navarra (2011), | have analyzeddtiamon good nature of asset locks and the
factors that increase the workers’ willingnessdaatdbute to it, such the long-term interactiontwit
the firm and the feeling of belonging that is somet perceived, that can shape workers’

preferences.

5. Employment insurance and the income smoothing e of asset locks: empirical evidence

5.1 Determinants of employment and wage variability

| first of all look at the determinants of the \aility of employment, that is measured by its
coefficient of variation, that is/p for every observation across time (as a conse@ydngse a
between estimation). If the employment insuranagction of the cooperative is confirmed, we

shall not find any effect of variations in firm’ssgformance on the variation of the size of the

workforce.

ALi:ai+BARi+ys-+6(m/L)i+§mi+nAi+O Ki +Ali +g



Where the dependent variable is the coefficientasfation of the number of employed workers,
including worker membergR is the coefficient of variation of total reventigsn is the number of
members of the cooperative, as a proxy of its sind, m/L is the share of worker members on the
total workforce. A is the value of cumulated adseks per worker; K is whole amount of share
capital of the cooperative held by members, asdalvierage per capita investments of the firm.

We expec} = 0 (no impact of the variation of revenues onvhgation of employment); the only
effect | expect to be significant is the one of kesrmembers/total workers ratio: from qualitative
observations, | know that the rare case of firingcooperatives are more likely to concern
employees that aren’'t members. We thus expecathaher proportion of worker members on the

total workforce reduces employment variabilidy<{ 0).

Table 4. Between regression: y = Coefficient ofiatewzn of employment. Standard deviations in
parenthesis.

Coeff of variation of employment

Coeff of variation of total revenues 0.101 (0.161)
Sector dummy construction -0.247 (0.07) ***
Sector dummy manufacturing -0.1176 (0.112)
Sector dummy services -0.093 (0.051) *
Sector dummy transports -0.170 (0.066) **
Sector dummy porters -0.180 (0.06) ***
Members/L -0.236 (0.106) **
Members (in hundreds) -0.006 (0.005)
Cumulated AL/L(in millions euro) -1.119 (0.797)
Average share of members’ share capitemillions euro) 2.007 (5.54)
Investments/I{in millions euro) -0.184 (1.453)
Const 0.500

R 0.40

* = significant at the 10% level, ** = significaat the 5% level, *** = significant at the 1% level.

Interestingly, the variability of employment seetase rigid to most of the independent variables
and, what is more important to our argument, | tdimd a significantly positive effect of the

variation of firm revenues. Besides some differaniog sector, the only explanatory variable that
displays a coefficient significantly different fromero is the ratio between worker members and

total workers. This is consistent with what emerfyem interviews: variations of employment in

14 Total revenues instead of profits are used becafisiee inherent problem of the profit indicatdnat is a balance
sheet entry that strongly depends on accountingcebpthe two variables are nevertheless positiaely significantly
correlated.



the sample are very limited and are mainly duecito-members’ quitS. On what concerns sectors,
the fact that most sectors display a negative mefit compared to agriculture may be due to the
seasonal characteristic of the latter.
| now look at the determinants of the coefficiehvariation of the wage mass of thedooperative.
| use the whole mass of wages in order to detedthven there is an effect of the fluctuation of
revenues on the capacity of the firm to pay its amaf labour costs; a possible effect on the
variation of the size of the workforce has alrebdgn ruled out.
| are interested in looking whether

a) the amount of wages fluctuates tracking the firre\®enue fluctuations;

b) the asset locks the firm cumulated in his life wak an insurance pool, that limit wage

fluctuations.
AW; =i + BAR +y Ai +d my + L (M*A)i+n | + ¢

WhereAW is the coefficient of variation of the wage mé#és§), AR is the coefficient of variation
of total revenues, A is the amount of cumulatectaksks per worker at the initial t of our panel
dataséf’; | choose to use the cumulated asset locks instdathe current share of profits
accumulated in order to measure the insurance tapddhe cooperative; the reason of it to be a
per capita measure is to capture the effect of tawed asset locks as a “potential wage” for
workers that has been accumulated in good timesassurance pool for bad times. The value in
the first period is used in order to avoid endoggngroblems. The number of members at the
beginning of our time span (m) is introduced, apraxy of its size; it is also considered in
interaction with the initial amount of cumulated Am*A), in order to capture the role of asset
locks in big cooperatives. Finally, | is the avexgmer capita investments of the firm.

We expectp to be positive, since the literature tells us thabperatives apply flexible-wage
contracts, but we expegtto be negative: as cumulated asset locks increaseexpect wage
variability to decrease. | control for firm sizetb@lone and interacted with asset locks.

Table 5. Between regression: y = Coefficient ofiatesn of wage mass. Standard deviations in
parenthesis.

Coeff of variation of wage mass Coefficient Eleisyi
Coeff of variation of total revenues 0.555 (0.1%*) 0.672 (0.122) ***
Cumulated AL/L (in millions euros) -0.587 (0.192* -0.129 (0.04) ***

15 Although this is not unambiguous in the literat(see Burdin and Dean, 2009).
181t is usually year 2000, but it may be later & &toop was born in one of the years included irdatgset.



Members (irthousands) -0.006 (0.008) -0.068 (0.081)
Interaction members*AL (in thousands per milligns 0.421 (0.111)*** 0.179 (0.005) ***
euros)

Average share of members’ share capital | (in 0.281 (2.154) 0.008 (0.063)
millions euros)

Const 0.043

R’ 0.55

* = significant at the 10% level, ** = significaat the 5% level, *** = significant at the 1% level.

This regression is run with standard errors robogteteroskedasticity and giving a zero weight to
observations identified as outliéfs

These results confirm the intuition that wage flations track the revenue fluctuations, with a
highly significant positivg coefficient: the more revenue fluctuates, the ntbeawages do.

It is important to remark that our dependent vdeahcludes both the number of worked hours and
the hourly wage: | cannot disentangle which of thve component fluctuates. By the qualitative
information gathered and the individual survey datad by the legal constraints on minimum
sector wages, | know that it's more likely to be fhrmer.

The second interesting result is that the morectimperative has cumulated asset locks relative to
its workforce, the less the wages fluctuateQ). | therefore argue for a wage smoothing role of
asset locks: wages normally fluctuate following fiven’'s performance, but, the more the firm
cumulated asset locks, the less this happens. Gimauhsset locks work as an insurance fund that
fills in the wage reductions that would have othiseshappened in hard times. As asset locks are
cumulated mainly in good times, also the positilkecthiation are smoothed: the mechanism is
therefore a stabilizing fund in order to smoothoime over time.

From the computation of the elasticities, we caa &t a doubling of the stock of asset locks
produces a 13% reduction in the wage fluctuations

If we recall the result obtained in Table 3, we $lkat asset locks accumulation happens in
exchange with lower wages. This may confirm ourdilgpsis that members exchange lower wages
with higher wage stability trough asset locks.

While size in itself doesn’t seem to play a radeign’t significantly different from 0), the wage
smoothing effect of asset locks is cancelled odaige cooperatives. This can be due to different
reasons: it can reveal a collective action probilemooling risk in larger groups, or it can be dae

" This is obtained by running the same regressighimvian outlier-robust model, that gives less weittan the
classical linear model to observations that arefrfan the mean, by taking the absolute value imst&asquaring the
residuals. | then exclude the observations wheresthindardised residual éssfd| >2,5.

18 |f | test the same model using the average wagkepsndent variable, | obtain the same signs otdledficients, but
with lower significance and with a lower”ROn the other hand, performing the same regressitm mean values
(averages for each observation across time) doelsafige anything, but that | obtain a little louRér



the existence of alternative risk-coping strategiesh as external income support mecharfi$rts
may also be ascribed to a greater internal wagersliication, that allows for the possibility to
make some wages vary while others not.

Last, members’ share capital doesn’'t have any tffBlce capital stock of the cooperative is
composed by members’ share capital and reinvestefltsp that in our case are entirely
accumulated into asset locks. We can say that slagiéal is the divisible part of the capital stpck
while reinvested profits are the indivisible oneh&/ we see here is that only the indivisible

component of the cooperative capital stock playsamrance role.

5.2 Interquartile regression of average wage

To verify the robustness of my findings, | checki¢ “income stabilizing contract” hypothesis

holds true also when using the current share ditpn@invested into AL and the average wage. |
thus run an interquantile regression of averageevaagthe share of profits reinvested into asset
locks each year.

Instead of looking for the expected value of Y dtindal on X, I look for the [@(y) — Qs(y)]/X: |
thus express the interquartile range of the camdhii distribution of Y as function of a number of
covariates (Koenker and Hallock 2001).

Here, our dependent variable is the conditionagrouiartile range of average wage, that is the
difference between Qw) — Qs(w), that is a measure of the conditional spreathefdistribution

of average wages:

[Q7s(W) — Qs(W)]it = 0 + (B75-P2s) @ +v Y + it

Where @ is the share of profits allocated to asset logkis average wage, y is the year dummy.
Each coefficient is the difference of the correspog ones in the following quartile regressions:
Qrs(W)it = ai + Brsat+ y7s Y + &it

And

Qas(W) it = 0 + Pasae + ya5 Y + &it

That is, thaP =75 - B2s.

The two quartile regressions are estimated on vhsens that belong to thé'and 4" quartiles of

the dependent variable. While the coefficients dépen the quartiley is a pure location shift and

¥ They may for example use tlassa integrazione guadag(CIG), as often declared in large construction and
manufacturing cooperatives.



depends only on the individual: it is estimateccbytrolling for individual dummies and makes this
model similar to a fixed effect model (Koenker 2Ry looking at the effect of the current share
of profits allocated to AL on the spread in therimition of the average wage, we obtain a negative

coefficient that confirms our previous result. (Sedble 6).

Table 6. Interquartile regression of average wamehare of profits allocated to AL Bootstrap
standard deviations in parenthesis.

Interquartile range of average wage

Share of profits to AL -1083.2 (25) ***
Year dummy 2001 -24.9 (1347.1)
Year dummy 2002 -473.3 (1320.2)
Year dummy 2003 41033.2 (1345.5) ***
Year dummy 2004 -493.6 (1259.7)
Year dummy 2005 -373.5 (1322.6)
Const 106 742

0,25 pseudo-R 0.7457

0,75 pseudo- R 0.7253

Firm dummies not reported.

5.3 Individual perception of risk and of the rolietloe cooperative

| now look at the second dataset, constructed égtinvey data among workers. This dataset adds a
piece of evidence that is missing in the previoatadhow workers’ perception of risks differs
across firms that make different choices on whatems profit allocation.

Workers are asked how the cooperative dealt witisgithe case occurring. By looking at table 7
column (a), | see that only 3% indicate employnanthe adjusted variable.

| now split the observations in two groups (Tableolumn (b) and (c)), one that includes the
cooperatives that reinvest into AL a share of psdfielow the median, and the other that includes
the coops that reinvest an above-the-median stigmefits.

While both groups almost don’t fire workers in daumms, they differ because in the first group
more than 35% of respondents indicated the wagectesh as a tool, while this share reduces to
14% in the second group. The cooperative usingwts funds to recover is a frequent option in
both groups, but quite higher in the second. Als ittervention of the cooperative federation is
higher in firms that have a larger asset lock stbcit there may be the omitted factor of the age of

the coop that can imply a stronger relationshighlie local federation. The more striking result is

20 The variance-covariance matrix is estimated bytdrapping.



nevertheless the sharp decline in the use of thgewaduction strategy, that goes in the same

direction of our preceding argument.

Table 7. Frequency table of the answers to thetqueshow did the cooperative face a downturn,

if the case occurred, to your knowledge?”.

Tool to face crisis Relative Relative frequency in theRelative frequency in the
frequency in the coops that reinvest intocoops that reinvest into
whole sample AL a share of profits < AL a share of profits >
(@) the median (b) the median (c)

workers have been fired3,03% 1,43% 4,21%

including members

workers have been fired1,82% 2,86% 1,05%

but only among non

members

wages have been23,03% 35,71% 13,68%

reduced

the cooperative 17,58% 10% 23,16%

federation has been

involved

The cooperative hasb54,55% 50% 57,98%

dealt with crises by

using the accumulated

asset locks

The questionnaire includes a section on risk péi@eprespondents are asked to evaluate —in a
range between 0 and 5- a number of risks, amonghathe risk of losing their jobs and the risk of
having their wage reduced when facing downturns6%of respondents judge “loW"the risk of
being fired: 27,2 % don’t consider of being exposedhe unemployment risk, but consider high
the risk of wage fluctuations, while 50,4% feelured from both risks. This is an argument in
favour of the idea that wage fluctuations can beohto face hard times, but that, more frequently,
the cooperative provides, together with employnstabilization, also income smoothing over time,
as | will discuss in the next section.

This pattern of risk perception displays some edéng differences by sector, that is summarized
by table 8.

Table 8. Share of respondents that display diftepatterns of risk perception.

21| consider to be “low” an evaluation that is < 3.



Fully Insured on Insured on Not Share of Cumulated
insured | employment,| wages, not oninsured profits to| AL per
€)) not on wages employment (c)| (d) AL (e) capita (in
(b) euro) (f)
Agriculture 57,47%| 22,99% 6,90% 12,64% 91,36% a4a.3
Construction 52,63% 25,26% 6,32% 15,79% 73,8% 6106.3
Manufacturing | 51,92%| 15,38% 9,62% 23,08% 93,4% o3,
Services 51,94% 25,58% 6,20% 16,28% 92,1% 13.540
Porters 28,85% 53,85% 1,92% 15,38% 68,1% 397

Agriculture, construction and services show a patteat is similar to the average one mentioned
above. The main deviations from this pattern ath@manufacturing sector and in the porters’ one.
In the former, the proportion of workers who doig’¢l safe, neither from the employment point of
view, nor form the wage stability, is greater thanthe other sectors. Even if board members
declared that they never fired workers for reducgareasons, this can mean that the internal
working relationships keep being similar to a calfstic firm?, at least on what is perceived by
workers. The case of porters’ cooperatives is eweme interesting: the proportion of workers
feeling insured on both hands is remarkably lointelsewhere, while the proportion of those
perceiving a low risk of losing their job, but ahirisk of having their wage reduced in case of a
downturn is sharply higher. Indeed, the porterst@eclearly displays a “flexible wage contract”:
when facing downturns, they tend to reduce theallvpay, not by reducing the hourly wage, but
by reducing the number of hours worked (“if theseless work, we distribute less work to our
members”). Interestingly, porters’ cooperatives #ue overall less inclined to accumulate profits
into asset locks, that suggests that these plalearrincome stabilization.

If we plot the perception of the “employment ris&hd the “wage-reduction risk” in firms that
reinvest a high proportion of profits into AL anidnis that reinvest a low share of profits, we see
that the former isn’t influenced by the amount afmulated asset locks, while the second is (see
Graph 2 and 3).

Graph 2. Risk perception of loosing job, by cumediasset locks per worker (O=below the median;
1= above the median)

% These cooperatives usually are the outcome ofevetkbuy-ups of previous capitalistic firms.
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Graph 3. Risk perception of wage reductions, by dated asset locks per worker (O=below the
median; 1= above the median)
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We see that in the first group around 50% of redpats evaluate the risk lower (or equal) than 2,
while in the second the percentage rises to 67%driirst, only 17% of people give zero weight to
it, while in the second they are about 35%.

The fact that cumulated asset locks seems to imfki¢he perception of wage fluctuation risk and
not the perception of unemployment risk can reitdothe claim that all cooperatives insure
employment, but those of them who opt for a stré&thgaccumulation, are also able to smooth
income.

| try now to better understand the determinantshef probability for the workers to feel fully
insured, by including both firm and individual chateristics as independent variables.

| therefore construct a PROBIT model, where theeddpnt variable is the dummy “insured” (1=

low evaluation both of the employment risk andha tvage reduction risk):

H=o+Bs+yA +da+{L +nV 40 X +g



Where H is the dummy “insured”, s is the sector chymA; the cumulated AL per capitg,ia the
share of profits reinvested into asset locks value added per capita; X a vector of regressors at
the individual level, that include age and sexeaspondent, whether he/she is worker member and

whether she/he is blue collar.

Table 9. Probit estimates, marginal effects. Y suned. Standard deviations in parenthesis.

Dummy “insured” Marginal effects
Sector dummy construction 0.29 (0.32)
Sector dummy manufacturing 0.029 (0.18)
Sector dummy services 0.092 (0.28)
Sector dummy porters - 0.126 (0.37)
Workers (mean over t) (in hundreds) -0.20 (0.03)
Cumulated AL per capita (mean over t) (in milliago) 0.089 (4.05)
Share of profits to AL (mean over t) 0.007 (0.003)**
Value added per capita (mean over t) (in thousands) -0.0004 (0.002)
Age of respondent -0.001 (0.004)
Is the respondent worker member? (dummy) -0.10a%7§0.
Education of respondent -0.113 (0.032) ***
Is the respondent a woman? (dummy) -0.085 (0.07)
Is the respondent a blue collar? (dummy) -0.019@3(0.

If we compute the marginal effects, the first elam® notice is the positive and significant effect
of the share of profits currently allocated to Ahe perception workers have of the insurance
function of the firm depends more on the its curtehaviour that on its cumulated stock of asset
locks. Interestingly, the introduction of the ALnable erases the effect of sector 6 (porters), tha
showed a sharply lower proportion of fully insunedrkers: this can mean that risk perception isn’t
affected by the fact of being in a porter coopgeapier se¢ and instead is affected by the fact that
porters’ cooperative are used to accumulate a gmahortion of profits into firm’s asset locks.
Another striking aspect is the negative effectaii@ation: the more a worker is educated (measured
by schooling level), the less likely he is to feafe both with respect to employment and to wage
stability. It might be a consequence of the facit tbooperatives — for an historical legacy- are
mainly concerned with the protection of unskilledrigers, but there is no evidence of an effect of
the “blue collar” dummy. Another reason can be gketor bias: a lot of highly educated workers

concentrate in the service sector (culture, tourisew technologies, environment, ...), where there



are the youngest cooperatives, that are more lioehe weaker from the point of view of insurance

capacity”.

6. Conclusions

Our starting point is the remark that in Italianrker cooperatives, members, though owners of the
firm, cannot be fully seen as residual claimantgofevenues, since they show a huge propensity
to reinvest firm’s yearly profits into asset locksgollective fund they will not appropriate, neith
upon quitting or retiring. The explanation of tlaisoice is the core of this work, since it seems to
violate the need for a proper incentive scheme amateover, seems to contradict the prediction
that cooperative members will underinvest in then fi

| have first of all discussed some possible intetigirons of this choice and ruled out the possybili
that, in our data, this is due to a differencesadl pressure.

| interpret asset locks as an instrument for warkerinsure from the risk of losing their job and t
smooth income over time. | rely on a strong evigeata greater employment stability in worker
cooperatives and | argue that this can be providéd/o ways. One possible way, that has quite a
strong background literature, is that cooperatsesch the stabilization of employment by making
the wages fluctuate (“flexible wage contract”). Togher is that members choose to earn lower
wages, to allow the firm to accumulate capitalpider to face downturns without reducing neither
workforce, neither wages; this, a sort of stalmligifund, works through AL used as an income
smoothing device.

When turning to the data, we first of all confirimetindependence of employment from the firm
performance, then | provide evidence of a flexivigge contract, that disappears in cooperatives
that have higher cumulated asset locks per wokiercan thus be interpreted as a common pool
where profits are cumulated in good times anddhatvs to smooth wages over time. This suggests
that the insurance capacity is exchanged with lomages.

The insurance and income smoothing effect duegh AL accumulation is also confirmed by the
survey data on workers’ risk perception: workergaops that follow a policy of high asset locks
accumulation feel more insured with respect to wégetuations. On the contrary, workers
generally feel insured against the unemploymert mregyardless the accumulation pattern of the

firm.

% Another possibility is that it captures some sirhigher expectations of more educated workers. @frzaga and
Depedri 2005 find a negative correlation betwedngatisfaction and education).



With this work | aim to add evidence to the exptamas on how different governance structure
affect risk allocation within firms. | find evideacthat is coherent with the shift of risk from
employment to wage fluctuations in cooperatived, Ibfind that in some cases also wages are

smoothed over time.
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