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FOREWORD


There’s a truism in the cooperative world: “If you’ve seen one cooperative … then you’ve seen one cooperative.” No two are identical. Each organization is shaped by the unique economic circumstances that led to its founding, as well as the relationships of its members and the structure of its governance. Furthermore, the cooperative model is often adapted to fit specific industries and may evolve over time.


The many different variations of the cooperative business structure can be understood to be like the branches on a tree; they may stretch in different directions, but they are a part of the same organism. To extend the metaphor, the trunk of the tree would be the unifying elements that characterize all cooperatives: principles like democratic member control and member economic participation. And to go a step further, cooperative values such as equality, honesty and solidarity would function as the roots of this tree.


How does a shared services cooperative relate to the tree model? A shared services cooperative is created to bring cooperatives or small businesses together to help them thrive. In this metaphor, it could be the rain, the sunshine, or the bees that nourish the tree so that the branches may flower and bear fruit. Shared services cooperatives are not integral to the tree itself, but they can help it flourish.


I co-founded a shared services cooperative in 1984 because I had a sense that it was a business model that could provide valuable services and support other cooperatives and small businesses. At the time, there was no roadmap to success and no library of research we could consult. Despite this, we managed to develop a successful formula for working with and supporting small businesses. In our first year, the number of companies we worked with doubled to 26 and we posted $25 million in retail sales. Our primary business interest and expertise was in floor coverings, but we soon realized that it didn’t matter what the industry or product was – the shared services model worked. We expanded to include new divisions, including lighting, interior design, sports retail, childcare centers and nonprofits. Our company, CCA Global Partners, has since grown into an international network of cooperatives; we work with thousands of small businesses and generate billions of dollars annually.


Over the years, I have become a passionate and vocal advocate for the cooperative business model. I believe in democratic cooperative values and in putting people before profit. Companies can empower their workers, subscribe to ethical practices and remain competitive. I have seen first-hand that,, by doing good, everyone can do well. Cooperatives can raise the standard of living for all. I believe that almost any business would work better as a cooperative.


Despite my best efforts as an advocate, surveys have shown that cooperatives are still very much a mystery to the general public. The average person struggles to define what one is, much less how it is organized or what makes it successful. And yet they are everywhere. Worldwide, more than a billion people are members of cooperatives. And cooperatives can be found in all sectors of the economy, from farming to banking to electricity to healthcare and beyond. The low awareness of cooperatives extends to the political realm. The cooperative movement has little political recognition or support because we don’t speak as one and there has never been a unified message. The individual branches have been speaking, when the message should come from the trunk.


While cooperatives have existed for centuries, there are numerous problems baked into the modern-day economy that create a new urgency for an increase in the number of cooperatives. Corporations are rapidly consolidating and income inequality is at historic highs; these conditions threaten the viability of small, independent businesses and the character and individuality of towns and cities everywhere. There is, however, a way for small businesses to stay competitive with major conglomerates, a way to level the playing field. I believe that shared services cooperatives like CCA Global are the answer. By pooling the resources of independent businesses, we create the scale that only multibillion-dollar companies have. We can provide scale for virtually every aspect of a business operation, from purchasing to marketing to training. Shared services cooperatives help family businesses stay competitive with big box stores. In fact, the home services cooperatives that we work with are so successful that they take market share away from home improvement giants like Lowe’s and Home Depot.


In addition to providing scale, shared services cooperatives can help small businesses run more efficiently. Instead of tasking a small staff with negotiating insurance rates or managing HR functions, the shared services cooperative has specialists to provide those functions, allowing the staff at the small business to focus on customer service and sales at their location.


The authors of this text provide an essential overview of the purpose, function and governance of shared service cooperatives in specific case studies. They offer valuable analysis of the success of these endeavors and consider internal dynamics and external forces when examining their limitations. The authors also reveal the complexity of studying this area of the economy, from the lack of a complete census of cooperatives in the US, to an inconsistency in nomenclature. Despite this, they identified excellent examples of shared services cooperatives in diverse industries and locations. This text can serve as a valuable resource for individuals and organizations weighing the option of starting or working with a shared services cooperative.


The authors also consider the related issue of the rise of the sharing economy and point out that it is often the platform creators and the venture capital investors that profit from the use of these markets, far more so than the people using them. While shared services cooperatives sometimes involve sharing physical resources like equipment or office space, it is always used as a measure to increase efficiency and scale, never to enrich investors. Shared services cooperatives instead aim for an inclusive economy, where everyone does well and there is shared equitable growth.


The old adage, “It’s not personal, it’s business,” speaks to a certain ruthlessness to which, unfortunately, we have become accustomed in our modern-day economy. It’s a phrase that excuses corporate greed and all kinds of decisions that negatively impact workers’ lives. Cooperatives, and shared services cooperatives in particular, manage to be both personal and good business. They are often forged through real relationships and sustained by trust. Even though CCA Global works with thousands of businesses, we frequently use the word ‘family’ to refer to our members. When one of them struggles or faces catastrophic circumstances, we rally to support them. Caring for each other is at the heart of the cooperative employee and member culture. The blueprint for this kind of success did not exist back in the early 1980s when I was a young entrepreneur. I am so pleased that this research is now available so that others may find this worthwhile, gratifying and rewarding work.


Howard Brodsky Manchester, NH October 2019









1: AN INTRODUCTION TO THE SHARED SERVICES COOPERATIVE MODEL


 


ABSTRACT


Whether organizations are seeking strategies for cost savings or to achieve greater scale and impact, shared services cooperatives are a versatile and effective model. Shared services cooperatives provide a variety of benefits, services and opportunities today in rural, suburban and urban communities throughout the United States. Shared services cooperatives are member associations formed to meet a variety of institutional needs for economies and efficiencies of scale through collaboration in areas such as purchasing, marketing, processing and distribution. They are organized and operate as for-profit or not-for-profit business entities and appear in a broad array of industry and public service sectors.


Applications of the shared services cooperative model in the US have emerged in the health care, insurance, restaurant, hardware, pharmacy, natural food and rural electric industries as solutions to growing issues that individual cooperatives, public entities and private businesses encounter. In rural communities across the country, cooperatives are confronted with lost jobs, lack of financial resources and the disappearance of human capital. These issues have hindered economic growth in small and rural communities (Crooks, Spatz & Warman, 1997). Addressing these issues would help provide sustainable services to cooperative members and so shared service cooperatives have been one of the solutions adopted. The authors contend that issues such as high cost, shortage of materials and information sharing among cooperative members could be addressed through the efficient establishment and implementation of a shared services cooperative model.


Many existing cooperatives facing various management issues are becoming members of shared service organizations. Doing so allows them to take advantage of the bargaining power of these organizations, to benefit from the economies and efficiencies of scale that they can secure and to develop new management models. For a successful implementation of the shared services model, it is essential to understand the way in which environmental factors affect individual cooperative activities and the subsequent steps cooperatives take to create the model.


While Crooks et al. (1997) are focused on the cooperative application of this model, it is also used extensively in the private and public sectors. The public sector shared services model is predicated on the private sector shared services model (Gospel & Sako, 2010), where shared services came about as a result of global corporations’ need to offshore and outsource business services such as information technology, human resources, finance and accounting. The success of this model – which is defined as “business processes which are shared across units within a company” (Gospel & Sako, 2010, p.2) – depends, however, on the individual organization’s internal capabilities. The conceptualization of shared services in the public sector is different from that of the private sector. Nonetheless, in both the public and the private sectors, the goal of the shared services model is to address the issue of inefficiency, cluttered competence and deficient capability (Elston, 2014).


The occurrence of benefits is predicated on a number of determinants that are important for the shared service model’s success. The objective of this study is to identify and describe the:


o Pre-conditions of shared service cooperatives;


o Characteristics of members’ cooperatives; and


o Potential benefits of the model for shared services cooperative members and the community.


The specific purpose of this research is to develop a clearer theoretical understanding of how the shared services cooperative form compares to related types of cooperatives and other forms of collaboration and also to document empirically how shared services are being used for economic and community development.


Cooperatives are different in structure as a result of the issues their members face and the services, products or benefits they require. An important question is whether shared services offer an attractive solution to the issues that cooperative members face today. In other words, is sharing services the solution to problems created by combinations of external and internal business factors? The cooperative community delineates agricultural cooperatives, purchasing cooperatives, and shared services cooperatives as distinct. Yet they overlap in their form and function. The research question is: what has been the experience of these shared services cooperatives? The study documents what benefits, if any, these cooperatives provide to their members, how they are structured and the impact they have on the local economies in which their members operate.


As a result of the information revolution made possible by Internet technologies, people and businesses alike are demonstrating increased inclinations toward sharing. Open source software development is a case in point, as is the fast rise of commercial shared services like eBay and, more recently, the Uber transport service. In the realm of cooperative business operations, there is a need for a deeper examination of this model and for inquiries into how it has been – and is being – used in different sectors. We address the distinction between the shared economy and shared services later in this chapter.


 


A PROBLEM OF NOMENCLATURE


Based on their name, shared services cooperatives seem like they should be self-explanatory. But they are not. Rosemary Mahoney, a consultant, has developed a number of shared services cooperatives. When asked about how she understands the shared services cooperative model, she replied:




If you think about it, all cooperatives are examples of shared services (Mahoney, 2015).





Therein lies the confusion. At a functional level, Rosemary is correct. All cooperatives are member associations created for the purpose of serving the interests and needs of their members – for sharing resources and services that would not be readily accessible without the benefit of the cooperative. For example, the most widely available cooperatives in the US are credit unions, which provide banking services for their members, and agricultural cooperatives, which typically provide shared purchasing of farm supplies and shared marketing of their produce. How then can we distinguish shared services cooperatives from other types of cooperatives?


The reason that shared services cooperatives are not well understood and not well documented in part is due to the ambiguity of our language for how we define types of cooperatives. Turn to any text in the cooperative studies literature and you will find that typically cooperatives are defined in terms of the characteristics of the members – workers, consumers, producers or multi-stakeholders – or in terms of their economic activities – food, credit, housing, utilities, agriculture, marketing and purchasing, etc. A further defining characteristic, particularly in agriculture, is whether the cooperative is single-purpose or multi-purpose, delivering only one business operation or more than one (Enriquez, 1986).


Purchasing and marketing cooperatives often do not see themselves as shared services. They are started for the intended purpose of attaining the benefits of a larger group through their cooperative. They start out with a focus on marketing and / or purchasing. In time, they may see other opportunities for collaboration that lead to additional shared services. For example, Unified Grocers, located in California, is a wholesale grocer cooperative that provides purchasing and marketing services for its members. It also provides other services and benefits, which should lead the members to think of themselves as a shared services cooperative – yet they do not.


The US Department of Agriculture defines shared services cooperatives as:




A business organization owned and controlled by private businesses or public entities that become members of the cooperative to more economically purchase services and / or products. Members of shared services cooperatives respond jointly to common problems (United States Department of Agriculture, 1995, p.2; Crooks et al., 1997, p.3).





Compare this to a definition of agricultural cooperatives from the California Center for Cooperative Development (n.d.):




Agricultural cooperatives are organized to help farmers gain market power by joining together to market their crops, increase their bargaining power by achieving economies of scale, processing their commodity to add value, and / or to purchase supplies and services. Benefits and profits gained from the cooperative are distributed equitably to member-farmers on the basis of use of the cooperative.





The elements of this definition could readily substitute ‘shared services’ for ‘agriculture’ and capture much of the field of shared services cooperatives.


According to Holzer & Isaacs, the creation of shared services is often driven by financial concerns, such as efforts to maintain, preserve or improve services. They can also enable better resourced communities to share services with lesser resourced communities. The sharing of costs can enable smaller communities to join together and provide services that would not be feasible otherwise (Holzer & Isaacs, 2002, p.54). Just as shared services cooperatives have extended or preserved services at a governmental level, they have also been an effective model for allowing small business owners to remain competitive with big box stores (Clamp & Alhamis, 2006). Regulated industries have also seen the value of shared services: the state of Wisconsin developed two wine cooperative distributorships to allow artisan wineries to be able to access markets beyond their farm-gate stand (Coren & Clamp, 2014). According to Bhuyan (1996):




The principal goal of shared services cooperatives is to capture savings through lower administrative costs, quantity purchasing discounts, sharing fixed costs, and assured levels of business with vendors and suppliers (p.3).





Shared services cooperatives are a simple and versatile way to organize around the shared needs of groups. They can be found in a wide range of sectors, as we will document in this ebook. The model is flexible in terms of who the members can be. Examples can be found with members who are independent consultants, small-to-medium-sized businesses, governments and parastatal entities, such as rural electric cooperatives, water districts and watershed authorities. In health care, a cooperative provides a means to share equipment, and staff and to lower the cost of supplies. As the USDA report noted, “A shared services cooperative can serve virtually any business enterprise” (Crooks et al., 1997, p.3). Crooks et al. describe the range of examples as encompassing employers who form alliances, school districts aiming to lower the cost of special education or the purchasing of janitorial supplies. Shared services cooperatives may serve the function of wholesaler to their members. They can serve any type of enterprise that has a need to secure services through a group.


Shared services cooperatives are typically incorporated as either a non-profit or a cooperative (Crooks et al., 1997, p.3). Since in the US incorporation is regulated at the state and not the federal level, laws of incorporation vary from state to state and so the determination of which form of incorporation to select varies. In some states, there is enabling legislation for incorporation as a cooperative; in others, the cooperative is not recognized as a form for legal incorporation. Some states have cooperative laws, but they are intended for agriculture or for consumers.


There is no centralized registry for cooperatives in the US. Different trade associations maintain directories of their members but there is not a complete census of cooperatives across sectors. This creates problems when researchers attempt to map where cooperatives are located, as occurred with the 2008 University of Wisconsin study to assess the impact of cooperatives in the US economy (Deller, Hoyt, Hueth & Sundaram-Stukel 2009).


In identifying the cooperatives that appear in this study, we utilized the Internet and key informants familiar with the sector to aid us in locating shared services cooperatives. Qualitative interviews were conducted with senior staff in the cooperatives. Additional information about the organizations was secured from their corporate websites and from information provided directly by the organizations.


The research sets out to describe the ways in which shared services cooperatives are organized, who are the members, how shared services cooperatives benefit their members and why the members formed a cooperative as opposed to other forms of collaboration (joint ventures, subsidiaries or collaborative agreements).


The fact that the shared services model can address a variety of needs makes it a very versatile tool for organizations that are concerned with how to maximize their resources to serve community needs or to preserve existing local businesses and services. The literature cites a rich array of applications of the shared services cooperative model to address community and business needs. The case study of Carpet One (Chapter 5) points to the value of the shared services model in preserving local businesses. The shared services model can preserve small ‘Main Street’ businesses, giving small business proprietors a competitive advantage by enabling them to match large corporate competitors with product exclusives and competitive prices while preserving members’ abilities to personalize services and respond to local demands and purchaser preferences (Clamp & Alhamis, 2006). In addition, shared services in municipal settings can operate as an agency of the affiliated governments or act in their place through powers that have been transferred to the agency (Hulst & van Montfort, 2011, p.124).


Based on the review of the literature, we can see that there are key characteristics that distinguish shared services cooperatives from other forms of shared services. They have a defined class of members who, as members, have voting rights and they serve two or more organizations. Shared service cooperative members may be institutional, institutional representatives or individual business proprietors. As cooperatives, they are formally constituted with established policies governing the organization and conforming to the principles of cooperative operation.


Another key element in determining whether these shared services firms are cooperatives is their adherence to the cooperative principles and values and their identification of themselves as cooperatives. Cooperatives are value-based organizations. They stress the importance of such values as self-help, self-responsibility, equality, equity, solidarity and democracy. The cooperative principles further elaborate on these values. The International Cooperative Alliance (2005-2015) identifies seven cooperative principles (see Figure 1.1) that provide us a meaningful way to assess the degree to which the organizations examined in this study are truly cooperatives.




Figure 1.1: The Cooperative Principles




The cooperative principles are guidelines by which cooperatives put their values into practice.


1. Voluntary and Open Membership: Cooperatives are voluntary organizations, open to all persons able to use their services and willing to accept the responsibilities of membership, without gender, social, racial, political or religious discrimination.


2. Democratic Member Control: Cooperatives are democratic organizations controlled by their members, who actively participate in setting their policies and making decisions. Men and women serving as elected representatives are accountable to the membership. In primary cooperatives members have equal voting rights (one member, one vote) and cooperatives at other levels are also organized in a democratic manner.


3. Member Economic Participation: Members contribute equitably to, and democratically control, the capital of their cooperative. At least part of that capital is usually the common property of the cooperative. Members usually receive limited compensation, if any, on capital subscribed as a condition of membership. Members allocate surpluses for any or all of the following purposes: developing their cooperative, possibly by setting up reserves, part of which at least would be indivisible; benefiting members in proportion to their transactions with the cooperative; and supporting other activities approved by the membership.


4. Autonomy and Independence: Cooperatives are autonomous, self-help organizations controlled by their members. If they enter into agreements with other organizations, including governments, or raise capital from external sources, they do so on terms that ensure democratic control by their members and maintain their cooperative autonomy.


5. Education, Training and Information: Cooperatives provide education and training for their members, elected representatives, managers, and employees so they can contribute effectively to the development of their cooperatives. They inform the general public - particularly young people and opinion leaders – about the nature and benefits of cooperation.


6. Cooperation among Cooperatives: Cooperatives serve their members most effectively and strengthen the cooperative movement by working together through local, national, regional and international structures.


7. Concern for Community: Cooperatives work for the sustainable development of their communities through policies approved by their members.


Source: International Cooperative Alliance (2005-2015).








 


SHARED SERVICES & THE SHARING ECONOMY


Nomenclature is also a challenge with regard to the explosive growth of the ‘sharing economy.’ The growth of Airbnb and Uber has made the sharing economy a familiar, if not well-understood, innovation in our communities. The sharing economy brings independent contractors together on a shared marketing platform. While this appears to be similar to what shared services cooperatives can do for independent contractors, there is a huge difference (Schor, 2014)]. In firms such as Uber and Airbnb, the contractors assume all the risks but the company takes a hefty fee for its role. Profits in these firms go to the shareholders. In a shared services cooperative, risks and benefits (including profits) are shared by the members.


Sharing economy activities fall into four broad categories, says Schor. The first is the recirculation of goods through companies like eBay and Craigslist. The second type facilitates the use of durable goods and assets and includes ride services such as Uber and lodging such as Airbnb. It also includes non-monetized sharing such as tool libraries. The third type of practice includes service exchanges such as time banks, which are not monetized, and Task Rabbit and Zaarly, which are monetized. These businesses pair users who need tasks done with those who perform them. The fourth type is focused on sharing assets or space for production purposes. Schor notes that cooperatives have been the historic form for this last type of activity.


The key difference here is the role of venture capital in the development and operation of many of these platforms. As a result, the financial benefits do not stay with the providers of services. Van Slyke & Morgan (2015) examined the financial performance of Uber, which is valued at more than $40 billion:




Uber drivers can receive as little as $1.21 per mile. As the IRS figures, operating a car is a 56¢ per mile expense, on top of which Uber collects 20% of the fare… Uber drivers can be making much less than minimum wage (p.3).





Critics see this as a massive wealth transfer from independent contractors to venture capitalists. It also shifts the burden of risk onto those providing the services.


Shared services cooperatives can also employ independent consultants. Two specific cases, New Seattle Massage and CDS Consulting, are examined in Chapter 5. Given the nature of cooperatives, the members of shared services cooperatives share the profits and risks equally. The co-op may charge fees to cover the operating costs but there is not the type of profit-taking that occurs in companies such as Uber.


 


SHARED SERVICES AS A FORM OF COLLABORATION NETWORKING


Organizational collaboration can take a range of structural forms, according to Mattessich & Monsey (1992):




Collaboration is a mutually beneficial and well-defined relationship entered into by two or more organizations to achieve common goals. The relationship includes a commitment to: a definition of mutual relationships and goals; a jointly developed structure and shared responsibility; mutual authority and accountability for success; and sharing of resources and rewards. (p.11)





Mattessich & Monsey compare collaboration with cooperation and coordination. Cooperation between organizations requires no comingling of resources nor sharing of resources and typically occurs at the level of individuals within the organizations. Coordination between organizations involves greater participation at the organizational level, including assessing the compatibility of the organizations to engage in a project. There is a need for greater communication between the organizations and some sharing of leadership, control and resources (Mattessich & Monsey, p.40).


Not all shared services take the form of a cooperative. Many are formalized in collaborative or inter-agency agreements. Miskon, Fielt, Bandara & Gable (2013) examine the range of structural arrangements in shared services and identify eight types of sharing arrangements in higher education settings that vary in terms of the use of a separate organizational entity, shared boundaries and use of a third party. The eight types are:


o Internal shared services centers;


o Shared services alliances or consortiums;


o Intra-organizational shared services;


o Inter-organizational shared services;


o Internal shared services center with a third party;


o Shared services center alliances / consortia (with third parties);


o Intra-organizational shared services (with third parties);


o Inter-organizational shared services (with third parties) (Miskon et al., 2013, p.153).


Shared services cooperatives are consistent with shared services alliances or consortia since they have a separate organizational entity, inter-organizational shared boundaries and requirements of a third-party involvement. Where they are formally structured as a cooperative, all members of the shared services cooperative participate in governance. Governance rights can operate either at the institutional level of membership or through elected representatives accountable to the level of community residents / household members.


Joint ventures are another form of collaboration used widely in business. They comprise separate legal entities which come together for a specific economic activity. Joint ventures are typically crafted by two or more parties for the purpose of pooling resources to achieve a common or shared economic activity and are used by non-cooperative and cooperative businesses. Joint ventures may be either short-term or longer in duration. Control of the venture is shared, but typically one of the partners has a greater financial stake and, therefore, a controlling interest in the venture. The venture is governed by a binding written agreement (Crooks et al., 1997, p.11). Joint ventures also can be incorporated as partnerships or corporations. Subsidiaries are not the same as joint ventures, although in both cases, a controlling interest may be held by a holding company as an investment.


Another structural alternative identified in the literature is a second degree cooperative. This form of collaboration has been used in successful large-scale cooperative groups. Dickstein (1986), in defining this type of organization, found that they provide:




… business, technical, and educational services to its member cooperatives. Second degree cooperatives have developed in the federated cooperative systems in France, Italy, Mondragon, and the kibbutzim in Israel. According to Handy (1984, p. 82), a federated organization grows out of pressures of "diversity, interdependence and external threat." Members "collaborate as equal partners, while preserving a high degree of autonomy” (p.5).
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