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Introduction

The literature on workplace democracy takes as its starting point that the management and
governance structure of a firm greatly influences economic performance of the firm either by
unlocking or thwarting the release of knowledge and effort of firm members that could lead to
everything from productivity enhancing innovations or the increase in social capital within the
enterprise, to a greater sense of group and personal identity. Indeed, the potential for positive
social, political, and psychological effects of workplace democracy motivate rich swaths of the
literature written on the topic. The present review hints at some of these dimensions, though we
focus on presenting the literature on outcome variables traditionally considered and studied by
economists. In the following chapter, we first discuss the varied definitions of workplace
democracy used by researchers in this field, we then turn to the more recent theoretical literature
on workplace democracy, followed by the empirical literature which both derives from and
motivates the theoretical work. We conclude with a discussion of the limitations of the existing

research and what can be done to start to fill these gaps.
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1. Concept and Complications in Definition

Workplace democracy is a mode of governance where the firm is governed by all individuals
that hold a stake in the performance of the firm. Though the basic principle is relatively
straightforward, there are substantive differences in the interpretation of what is meant by
‘stakeholders’ and also ‘sharing in the decision-making process’ that determine the form,

function, and consequences of workplace democracy.

1.1 Stakeholders, Decision Making, and Accountability
Stakeholders are, in a sense, all individuals whose well-being is directly affected in some way by
an enterprise. This list could include capital investors, managers, and workers, but also extend to
suppliers, customers, states polities, and community members. Widely varying examples of who
the stakeholders are and their respective degree of inclusion can be found in practice. For
example, the standard U.S. corporate model identifies capital shareholders as primary
stakeholders, and are democratic in the sense that they follow a ‘one-share, one-vote’ principle.
At the other end of the spectrum, many worker cooperatives identify all firm members as
stakeholders, distributing decision-making power in a one-member, one-vote manner.
Somewhere in the middle are hybrid “employee owned” firms that distribute share ownership
and thus voting rights to employees. This would include Employee Stock Ownership Plan
(ESOP) firms, where some or all workers own shares in the company, and firms based on
partnerships such as law firms or accounting firms, where a subset of employees (the partners)
own a share of the firm’s revenue.

Similarly, the concept of sharing in the decision-making process is equally complex, and
can be manifested in a number of different ways, some of which are formalized in the by-laws of

a firm, and others that form part of the specific culture within a firm. For example, workers that



directly participate in decision-making with or define production procedures are fully in line with
broad definitions of democracy, even if no formal voting procedures are followed.

One element that helps distinguish and organize some of these complexities that has been
used in the literature is the concept of accountability. While managers in corporations are held
accountable by shareholders, democratic firms share the burden of accountability across all
members of the firm. Again, this could be manifested in many different ways, from including
systems of accountability with periodic election of decision-makers (managers), or through
mechanisms (formal and informal) that give voice to firm members over their employment. The
specific accountability mechanisms are, once again, extremely diverse, ranging from the
adoption of workers councils or unions that hold management accountable in either consultative
or direct capacities, to suggestion boxes, to enterprise meetings where decisions are taken

collectively and with full participation of all members.’

1.2 Definition and Motivation

Because of these complications, we maintain a broad and flexible understanding of workplace
democracy, where any firm that has broad based participation in either financial or production
issues lies on the continuum of democratic workplaces. This choice reflects both our
understanding of workplace democracy as a concept covering a wide continuum of possible
decision, ownership, and financial structures, and because the literature that claims to examine
workplace democracy does not itself analyze a single structure. The wide range of possible
ownership and decision-making structures that advance democratic principles within the firm

create difficult challenges for research, but also has the advantage of allowing researchers to

? Ben-Ner and Jones (1995) provide a useful taxonomy of ownership and decision-making structures. They
categorize structures by the interaction between variation along control rights held by employees and return rights
held by employees.



evaluate the effects of the intensity or trajectory of workplace democracy. As will be seen, of
particular importance in the literature are the complementary relationships between different
aspects of workplace democracy.

The theoretical benefits that have been posited to arise from the democratization of the
firm are as numerous and varied as the concept itself. For example, workplace democracy has
been theorized as a potential vehicle for everything from fostering human empowerment
(Dahl,1986), to increasing community participation (Mill, 1962), inequality reduction (Sen,
1966). Greater workplace democracy has also been posited to contribute to employment stability
(Svejnar et al., 1982), higher productivity (Ben-Ner and Jones 1995), cost saving on monitoring
inputs (Bowles and Gintis 1993), greater possibilities for innovation (Hoskisson et al., 2002), and
more ethical business practices (Schumpeter 2012).

These claims, however promising, ultimately require empirical substantiation. In the
following sections, we first summarize the theoretical literature on the effects of workplace
democracy, followed by a brief summary of the regularities arising from the empirical record of

three broad democratic constructs.

2. Theory

In his seminal essay, Ronald Coase (1937) described firms as “islands of conscious power in [an]
ocean of unconscious cooperation,” to underscore his view that firms are planned economies
based on the managed coordination of resources. For Coase, firms derive their power from their
ability to skip the market to organize production. For most economists, however, the primary
lesson taken away from Coase is that all coordinating mechanisms have positive transactions

costs which, once considered, give rise to the large class of “make, buy, or integrate” problems at



the heart of so much post-war economic theory of the firm. But the issue over ~ow exactly
management/control works, and whether there are systematic economic benefits that are
endogenous to managerial procedure, democratic or otherwise, has largely been lost among
economists. As Demsetz (1997, p. 426) notes “[n]eoclassical theory’s objective is to understand
price-guided, not management guided, resource allocation. The firm ... is that well known ‘black-
box’ into which resources go and out of which goods come, with little attention paid to how this
transformation is accomplished.”

The adherence to strict neoclassical methodological conventions (e.g. utilitarian
framework, rational economic agents, and optimization) creates some challenges for the
development of theory germane to workplace democracy, but it also produced a rich and
influential tradition of formal theory that put topics such as participation, labor management, and
asset re-distribution, squarely in the economics mainstream journal outlets. The importance of
formal theory in keeping a political topic like Workplace Democracy relevant within economics
cannot be understated. We lamentingly agree with Oliver Hart (1989, p. 1757) who notes that,
“theories [of the firm] that attempt to incorporate real world features ... often lack precision and
rigor, and have therefore failed, by and large, to be accepted by the theoretical mainstream.” It is
partly for this reason that our summary of recent theoretical work on workplace democracy is
largely intuitive and non-technical. We divide the theoretical issues that have been grappled
with into three main categories: 1) incentive and personnel issues, 2) types of workers, and 3)

capital investment and credit constraints.

2.1 Incentive effects
The more recent theoretical literature on workplace democracy has focused largely on the

incentive effects of workplace democracy, in particular in the context of team production. Team



production presents a unique challenge because neither individual absolute nor relative output is
verifiable, implying that firms must either pay a flat wage to workers or reward groups based on
team output, but cannot reward individuals based on individual effort or output. But, paying a
flat-wage will result in free-riding if workers are self-interested. Financial participation that ties
effort to pay is argued to solve this problem by making the residual claimants of the surplus (the
owners) the same as the producers of the surplus (the workers) (Bowles 1985, Holmstrom 1982).
This is precisely the goal of worker cooperatives, ESOPs, partnerships and other worker
ownership schemes. Because the workers and the owners are now the same people, it is said that
these payment schemes align the incentives of the workers and the firm.*

Simply making workers the owners of the surplus they produce may not be sufficient to
overcome the incentive problems inherent in paying a flat wage if workers are self-interested.
The primary issue is the 1/N problem: if a group of N workers are all residual claimants to the
same surplus, then a given worker only earns 1/N of the total surplus, blunting the incentive
effect of being residual claimant. The 1/N problem is largely insurmountable absent some
method for workers to enforce work norms on their fellow workers, or a method to select for
workers who are not self-interested.” The problem is that, as Alchian and Demsetz (1972) argue,

monitoring suffers from exactly the same free-riding problem that effort provision suffers from

* Although there exist a number of ways that the complications generated by team production can be theorized,
perhaps the most straight forward and familiar is in the context of a principal agent framework (Shapiro and Stiglitz
(1984), Bowles and Gintis (1985, 1993), Akerlof and Yellen (1990), Alchian and Demsetz (1972), Holmstrom
(1982))." In these models, the goal of the owner(s) of a firm is to extract the optimal amount of effort from the
workers in the firm. However, because effort is fundamentally unknowable and unenforceable, the owners must
resort to some combination of indirect monitoring and wage premiums to ensure optimal effort. Assuming self-
interested utility maximizing workers, if individual output is verifiable, then firms can pay a piece-rate and
participatory workplaces are unlikely to arise.

> There have been a couple of theoretical solutions to the 1/N problem that do not require monitoring, however, in
practice all they really do is utilize an algebraic trick whereby individual income is no longer divided by N (Bowles
(1985, 2009), Holmstrom (1982)). The models assume that rather than paying workers a fraction of the surplus,
each worker is paid the entire surplus minus the amount necessary to pay all other workers the same amount. So,
although mathematically it appears as if every extra dollar a given worker contributes to the surplus passes fully into
his or her earnings, in reality it does not. One might call this the 1-N problem.



because the benefit to monitoring is a public good whose reward is spread across all members of
the group. Alchian and Demsetz (1972) argue that in all firms, regardless of how the surplus is
divided, monitoring should be centralized because the monitor can always be rewarded based on
the performance of the group she or he is monitoring. The implication is that free-riding is
inherent to democratic workplaces with financial participation, or any other scheme that relies on
mutual monitoring.

In addition to the incentive problems inherent to firms where self-interested workers are
the residual claimants, there is a second set of problems that results broadly from self-selection
issues. If the surplus is distributed equally among a group, then the high productivity workers
will be underpaid and the low productivity workers will be overpaid. This results in high
productivity workers leaving the firm and low productivity workers self-selecting into the firm
(i.e. adverse selection) (Ben-Ner and Ellman 2013). In addition, when workers are paid a share
of the surplus generated by the firm, their pay fluctuates with the firm’s surplus. Importantly,
surplus can decrease due shocks that are entirely outside the control of the worker, an issue
discussed in more detail below. Although this risk exists to a certain extent in firms where
workers are paid a flat wage, income has the potential to be substantially more volatile when
worker pay depends directly on the surplus.® Thus, ESOPs and other profit sharing schemes may

inadvertently also select for risk preferences of the workers.

% Pencavel (2013) finds that income is more volatile in worker cooperatives, however, cooperatives adjust wages in
response to shocks in a manner which reduces employment volatility. Thus,



2.2 Types of Workers

The above discussion was in the context of self-interested workers who, although they may vary
by risk preferences, are otherwise identical.” A large body of research in Experimental and
Behavioral Economics suggests that it is unreasonable to assume that the typical individual is
purely self-interested; instead the population consists of a wide range of preferences over
distribution, of which self-interest is only one case (Camerer 2003; Fehr and Schmidt 1999,
2006). Specifically, the population consists of broadly three categories of preferences: self-
interested, reciprocal (or conditional cooperators), and altruistic. A self-interested individual
considers only his or her own payoff. At the other extreme is a purely altruistic person, who
considers both his or her own payoff and the payoffs of others, regardless of how he or she is
treated by others. In the middle are conditional cooperators (Fischbacher, Gachter, and Fehr
2001). These individuals behave selfishly if others behave selfishly, and behave altruistically if
others behavior altruistically.

The effect of altruism on a democratic workplace is straightforward. As Ben-Ner and
Ellman (2013) argue, all else equal, an increase in altruism increases the surplus by blunting the
effect of the 1/N problem. With conditional cooperators there are a wide range of potential
outcomes because conditional cooperators simply reflect the choices made by coworkers. A
conditional cooperator in a workplace of altruistic workers will behave as if altruistic, while a
conditional cooperator in a workplace of self-interested workers will behave as if self-interested.
The ability of a firm with a surplus sharing arrangement to maintain high levels of effort thus
hinges on the distribution of preferences among its workers. As conditional cooperators will

change strategies based on the choices of others, the success of the firm hinges on the relative

7 For an excellent in depth review of the implications of heterogenous preferences for participatory workplaces see
Ben-Ner and Ellman (2013).



shares of altruistic and self-interested workers. This argument applies to both effort provision in
production and effort provision in monitoring; because both suffer from free-riding, both are
determined by the distribution of preferences within the firm.

The theoretical arguments presented above suggest that the success of a participatory
workplace hinges on (a) its ability to select for and retain high productivity workers, (b) its
ability to select for and retain an altruistic and/or reciprocal workforce, and (c) its ability to
manage the risk preferences of its workforce. The empirical literature on, in particular, surplus
sharing schemes suggests a forth condition of success, namely, that surplus sharing schemes do
not work without power sharing schemes (Dube and Freeman, 2010). Surplus sharing schemes
shift a considerable amount of risk on to workers. It seems quite reasonable to think that workers
will not respond positively to this shift in risk if they have no control over the workplace, which
is precisely what is found in the empirical literature discussed next. That is, holding the
distribution of preferences fixed, the ability for financial participation to solve the 1/N problem,
and free-riding more generally, depends on the presence of other institutions that promote
participation in production.

What is less clear is why this is the case. Some unknown combination of two things
likely happen when firms simultaneously engage in financial and production participation. First,
the surplus-sharing scheme is perceived differently by the current workers when it comes with
participatory management, and vice versa. Second, a firm that simultaneously employs both
practices attracts a different set of workers than firms that use only surplus sharing. Reasons for
the existence of either one, or both, are numerous and not well understood. One likely
possibility is that the extension of both surplus sharing and participatory management is seen as

the current owners attempting to cooperate with the current workers, while the extension of



surplus sharing alone is not. The extension of both will cause the conditional cooperators to
change their behavior, increasing the surplus generated by the firm, while the extension of one or
the other does not trigger this response. Another likely possibility is that high productivity
workers self-select into firms where they both have control over the production process and
receive a share of the surplus they generate. A third possibility is reverse causation, meaning, it
is more likely for high surplus firms to extend participatory management systems than low
surplus firms. We return to this in the empirical section, though, we see this as one of the open

questions in this literature that deserves considerable attention.

2.3 Capital Investment and Firm Survival

Aside from incentive issues, the other most discussed theoretical issues surrounding democratic
firms are capital investment decisions and the role of credit constraints. Dow (2003) provides a
more complete review of the literature, from which we borrow. For the present purposes, it is
sufficient to highlight three basic issues: maintenance and depreciation, the role of quasi-rents
generated from specialized high fixed cost inputs, and credit constraints.

In the early literature on firm management, it was commonly argued that depreciation
will be greater when the asset is used without the owner present (Alchian and Demsetz 1972). If
the owner of the asset is a group, then the problem can be even more severe again because of the
I/N problem. A given individual only receives 1/N share of the benefit from limiting
depreciation of a physical asset, and thus may free-ride on others’ willingness to limit
depreciation.

The more complicated issues arise from the financing of high fixed cost capital
investments, and who receives the resulting quasi-rents. These issues have implications for both

the long-term survival of democratic firms, and for the likelihood of the establishment of a



democratic firm. Williamson (1975, 1979, 1985) argues that information asymmetries can result
in potentially costly attempts to appropriate quasi-rents following an investment. Although
Williamson’s arguments are not directly aimed at worker-owned firms, Dow (2003) argues that
if workers are the ones with the specialized, high fixed cost (human) capital, then this problem
can be eliminated by making the workers the owners of the firm because they generate the quasi-
rents in the first place. If both capital and labor are specific, then the workers with the
specialized skills should jointly own the specialized capital. Later work in this tradition, most
notably that of Grossman and Hart (1986) and Hart and Moore (1990), focus on whether the
owners of a particular asset have adequate incentive to invest in related assets, in particular
human capital investments. Similar to Williamson, namely, this literature argues that the group
whose investments have the largest effect on the surplus generated by the firm should own the
firm. If worker investment in complementary human capital has a larger impact on the surplus
than investments in physical capital, then the firm should be worker owned, and vice versa.

The above analyses assume perfect capital markets. In the absence of perfect capital
markets, an individual or group of individuals who want to start a firm must either (1) fund the
initial fixed costs of the firm through personal wealth, (2) borrow the fixed costs from a bank, or
(3) acquire funds from investors who would then be owners of the firm but not workers in the
firm. Limited wealth of most individuals makes (1) difficult even for comparatively small firms,
and (2) difficult with larger firms because of collateral requirements in borrowing.® Additional
problems that arise with debt financing are the familiar moral hazard and adverse selection
problems. Of particular importance are the fact that workers can leave a failing firm or declare

bankruptcy, thus avoiding full responsibility for debt repayment. The result is a high prevalence

¥ The notable exception to this are the plywood firms studied in Craig and Pencavel (1992). These firms were
funded via worker buy-ins.



of firms financed by investor-owners, who theoretically have the proper incentive to make
efficient levels of investments in the firm and/or firms with a single or small number of owners
that are uniquely responsible for decision-making in the firm. That is, credit constraints make

decrease the likelihood of the establishment of a democratic firm with a large number of owners.

3. Basic Empirical Findings

The empirical literature in economics on democratic workplaces is more narrowly focused than
the theoretical literature. This is due in part to data limitations that make the kind of large scale
analyses familiar to economists impossible. Data availability also limits the ability of
researchers to directly test the implications of the theoretical work, so the relationship between
the two is not as direct as is ideal. The latter problem is only recently being addressed with a

combination of new and better data, and controlled laboratory experiments.

2.1 Employee Participation

Ben-Ner and Jones (1995) and Levine and Tyson (1990) provide excellent reviews of the early
empirical literature on the effects of participation in decision-making on firm performance. This
literature is based largely on case studies and other small-scale surveys. It suggests that
participatory decision-making can increase firm performance, but is not universally beneficial.
Levine and Tyson (1990) identify four general characteristics of a firm’s management system
that should be present for both employee support of participatory decision making and increased
firm performance: profit or gain sharing, job security, support of group cohesiveness, and
guaranteed individual rights. This is consistent with the empirical literature reviewed in Ben-Ner
and Jones (1995), which routinely finds that profit/gain sharing schemes only boost firm

performance if accompanied by participatory management structures and vice versa. Although



there is general agreement on the importance of each of these four institutions, the connection
between these specific institutions and the three necessary conditions implied by the theoretical
literature remains an open question. Profit/gain sharing is a form of financial participation, and
job security and group cohesiveness may both help firms select workers with the right
preferences and promote participation in production, but to our knowledge there has been little
systematic research in this area.

Recently, there has been a promising move towards alternative methodologies and
improved data. Mellizo et al (2014) use a controlled lab experiment to evaluate the effects of
employee determination of their group’s compensation scheme on effort provided on an onerous
production task. Groups of workers that voted to determine their compensation scheme provided
more effort than groups that had no say over how they would be compensated, conditional on
compensation scheme. This result suggests that employee control over decisions that affect their
conditions of work may increase motivation regardless of the actual decision taken. Why this
might be the case remains an open, and important, question.

Despite the increase in productivity, it is not immediately obvious that employees enjoy
participating in decision-making. Research investigating the effects of employee participation on
subjective well-being is extensive, and while the direction of causation is contested, a wide range
of studies find that the subjective well-being of workers is higher in participatory firms (Godard
(2001); Knudsen, Busck, and Lind (2011); Spector (1997); Wood (2008)). One study by Carr
and Mellizo (2013), drawing on data from an extensive survey on employee attitudes, finds that
measures of worker participation in firm decision making are equally if not more important in

determining subjective well-being as worker pay.



2.2 Financial Participation

As discussed above, many proponents of workplace democracy advocate for greater alignment of
the ‘product and producer’ so that the flow of benefits and costs attribute to those responsible for
their production. However, the theoretical literature highlights the difficulties inherent in
overcoming group free-rider problems via financial incentives alone. Group incentives schemes
such as gain sharing, profit sharing, and share ownership are ubiquitous in the U.S. economy and
have been shown to be, on average, positively associated with firm performance (e.g. Weitzman
and Kruse (1990); Blasi, Conte, and Kruse, (1996); Kruse, (2002); Freeman and Dube, (2000)),
consistent with theoretical arguments about the likelihood of free-riding with heterogeneous
workers. Identifying whether a causal relationship exists has proven to be extremely difficult.
The literature suggests that firms that provide group financial incentives also tend to employ
progressive management practices that encourage workers to become more involved in both
firm-level and shop-floor decision-making and planning, thus making it impossible to
disentangle the effect of financial participation per se from the effect of participation in general
(e.g. Freeman and Dube, (2000); Conyon and Freeman (2002)). Though, as noted, in situations
where some firms have both forms of participation and some firms have only financial
participation, the firms with both perform better (Dube and Freeman 2010).

In an effort to mitigate some of the confounds that complicate identification of causality,
Mellizo (2013) uses a controlled laboratory experiment that randomly assigns subjects to one of
three compensation contracts used to incentivize an onerous effort task. Two of the
compensation contracts are group-incentive schemes where subjects have an incentive to free-
ride on the efforts of their co-workers, and the third (control) is a flat-wage contract. The

findings show that both group incentive schemes resulted in sustained, higher performance



relative to the flat-wage compensation contract. Further, the data show an absence of free-riding
behavior under the two group-incentive schemes over the duration of study.

The empirical work that investigates the effect of financial participation on job
satisfaction, however, is ambiguous. Several studies show higher satisfaction, while others show
no relationship or even lower satisfaction (Kruse, Blasi, and Freeman (2010)). Kruse, Blasi, and
Freeman (2010) draws from two extremely rich data sets (the General Social Survey and
National Bureau of Economic Research company data), and find that job satisfaction is
positively linked to financial participation, but that it is only statistically significant in the NBER
data. This effect, however, disappears when controlling for the presence of other progressive HR
policies suggesting important complementarities, and meaningful differences in effect across

firms.

2.3 Research on Worker Cooperatives

As opposed to firms with only financial participation, a worker cooperative is both owned and
operated by the workers. Pencavel’s (2013) review of the literature on worker cooperatives
underscores that evidence regarding the relative performance of cooperative firms versus
traditional firms is mixed.” A subset of the literature finds robust evidence that cooperative firms
are more efficient than non-cooperative firms, while others have been unable to find any
measureable differences.'’ The mixed results are not surprising, as the theoretical literature

discussed above highlights the fact that the success of a cooperative firm will depend more

? See also Dow (2003) and Bonin, Jones, and Putterman (1993) for reviews of the literature.

' Craig and Pencavel (1992) find, in a study of plywood manufacturing firms in the Northeast United States, that
coop firms can produce the same output with less input. Fakhfakh, Perotin, and Gago (2010), using data on a large
sample of French firms, also find that coop firms can produce the same amount of output with fewer inputs.
Defourny, Lovell, and N’gbo (1992) also use French data, but report no measurable differences between traditional
and coop firms, though interestingly they do find considerable productivity differences within coop firms. Jones
(2007), using data on a set of Italian firms, finds no consistent productivity differences between coop and traditional
firms.



heavily on both the structure of production and the composition of the workforce than a
traditional firm, in addition to significant impediments to estimating the relationship including
both data quality and difficulties in identifying cooperatives.

As for well-being, there is little systematic research on subjective well-being, however
Pencavel (2002) and Pencavel and Craig (1994) find that employment is more volatile in
traditional firms, while wages (though not necessarily earnings) are more volatile in coops. This
is due to differences in how firms adjust to shocks: traditional firms cut workers and/or work
hours while coops cut wages, holding employment and work hours relatively fixed. Thus, the
traditional firm may have a welfare advantage for workers who are able to hold on to their job,
but the coop may provide a higher level of overall social welfare because workers maintain a

positive income due to employment stability.

2.4 Limitations and Challenges

As hinted at above, the study of the effects of democratic principles in the workplace
presents several empirical challenges. First is the difficulty in measuring the individual
contribution of a given worker to firm output from period to period an issue discussed in detail
above. Furthermore, the well functioning of any workplace relies on the willingness of workers
to engage in other activities that may not reflect their own private contribution to firm output,
such as providing mentorship to new employees, helping other workers with their own work
tasks, or providing important information and feedback to management. Not every human input
can be evaluated, which can make it difficult to evaluate how incentive contracts effect
individual output and effort across firms.

Second, although the 1/N problem focuses only on how the surplus is divided, there exist

many other factors that further weakens the link between an individual’s effort and the return to



the individual’s effort. That is, there are other factors that will determine both the size of total
output and thus an individual’s share of the output aside from worker effort including: (1) the
firm’s production methods and access to capital technologies, (2) its investment strategy, (3) its
market position, (4) consumer demand for the service or product, (5) the human capital hired into
the firm, (6) the social capital that exists among labor and between labor and management, (7)
the firm’s access to government subsidies or protections, and (8) the market conditions facing the
firm. This makes it difficult to empirically separate successful firms that happen to use group-
incentive schemes from firms that are successful because they use group-incentive schemes.

Third, there are many firm-specific factors that could contribute to increases in worker
motivation in firms that use group-level incentives that could be independent from the material
incentives. For example, the literature suggests that firms that provide group financial incentives
also tend to employ progressive management practices that encourage workers to become more
involved in both firm-level and shopfloor decision-making and planning (e.g. Freeman and
Dube, (2000); Conyon and Freeman (2004)). It has been argued that the combination of group
incentives along with participatory management policies may help create a “cooperative culture”
that supports mutual monitoring, information sharing, and commitment that all offset free-riding
behavior (e.g. Kruse et al (2004)).

There does exist some new and innovative data that hold promise for current and future
research, and with time we expect the panorama to improve significantly. Notable data include
the Workplace Employment Relations Survey in the UK; NBER Shared Capitalism Data; a
number of excellent data sources collected and managed by the National Center for Employee
Ownership including sets on Majority and Minority Employee Owned Firms; and a number of

employee surveys linked to employee owned firms. Further, the most recent rounds of the



General Social Survey have included a few questions about employee ownership, and the
Democracy at Work Institute is currently advancing data collected by the US Federation of
Worker Cooperatives that will support questions covering organizational longevity, productivity,
individual job quality, and satisfaction. The maintenance of these types of data, in combination
with excellent work from academics such as the panel set matching individuals to cooperatives
compiled and used in Pencaval, Pistaferri, and Schivardi (2006), the comparative study
evaluating the quality of home health care in for-profit, nonprofit, and cooperative firms (Berry
2011), or Erdal’s (2001) survey of residents from neighboring towns in Italy, should begin to
help answer some longstanding qualitative and quantitative questions.

In our estimation, however, the single biggest hurdle in the study of the effects of
workplace democracy from an empirical standpoint remains overcoming the self-selection
problem. We see an individual in a participatory firm either because the worker established the
democratic firm, or because the worker chose to work in a democratic firm. In either case, the
preferences of the workforce in a given firm towards democratic engagement are an omitted
variable in any analysis of the effect of workplace democracy. Absent the ability to control for
the underlying characteristics of the workforce, it is impossible to differentiate between
workplace democracy having a positive effect because it as seen as a benefit to the average
worker, or because it changes the composition of the workforce. This issue is critical to
understanding whether democratic workplaces can work in general, or must be accompanied by
recruitment and retention of a worker with a particular set of preferences. The only solution to
this are empirical approaches that control for the effects of individual heterogeneity.

The best way, however, to overcome self-selection issues would be to randomly assign

workers to real enterprises that vary only in firm organization. Because no such natural



experiments exist, an alternative could be randomized and controlled lab experiments, especially
ones in which the external validity is emphasized by requiring real effort, which can prove a
valuable resource, especially in situations where data is otherwise scarce (e.g., Falk and Fehr
(2003) or Charness and Kuhn, (2011)). The use of controlled environments can improve our
understanding of the behavioral responses to firm organization, and complements the
contextually rich case studies traditionally used to study the effects of workplace democracy.
Put succinctly, our reading of the literature on workplace democracy echoes Pencavel’s (2013)
assessment of the literature on worker cooperatives insofar that “repeated claims ... have not

been thoroughly examined” and also that the experimental method offers “a propitious direction’

of research that complements other forms of empirical work.

4. Conclusions and Future Directions

Despite the relatively long-lived and large literature on the effects of participatory
workplaces, we believe this literature is still very much in its infancy, lacking solid answers to
some of the most basic and fundamental questions. As we have suggested already, the literature
provides only vague and/or suggestive answers for (1) why workplace participation should have
any effect at all on firm productivity or worker well-being, (2) whether its effects are universally
positive or require a particular set of circumstances, and (3) what types of workers are necessary
for workplace democracy to function. The two tentative conclusions that can be drawn from the
literature are, first, that it is reasonable to conclude workplace democracy can benefit a firm if
the organization of production allows it and the firm either currently employs or can recruit the

right workers. Second, financial participation does not appear to work well without participation



in decision-making and vice versa, though this pattern could be the result of self-selection into
the firm.

Going forward, we advocate a triangulation method that combines the results of empirical
exercises using existing large-scale survey data with case studies, experiments, and new data
collection efforts. New data collection efforts are underway in the US and the UK, which will
greatly improve panel analyses of participatory workplaces. Experiments provide a unique
opportunity to avoid the selection problem entirely by randomly assigning regimes to subjects.
Discussed above, there is considerable experimental research that can help indirectly guide
theory, but there is limited direct experimental evidence on participation per se. In short, data
limitations will likely always present difficulties for making causal inferences about the effect of
workplace democracy because bias due to self-selection could be large. Identifying relationships
that all point to the same conclusion from a variety of methodologies, at least some of which are

not subject to selection issues, is the most convincing way forward.

References

Addison, John T., Alex Bryson, Paulino Teixeira, André Pahnke, and Lutz Bellmann. 2013. "The
Extent of Collective Bargaining and Workplace Representation: Transitions between
States and their Determinants. A Comparative Analysis of Germany and Great Britain"
Scottish journal of political economy, 60(2): 182-209.

Akerlof, George A. and Rachel E. Kranton. 2000. "Economics and Identity" Quarterly Journal
of Economics, 115(3): 715-753.

------ . 2005. "Identity and the Economics of Organizations" Journal of Economic Perspectives,
19(1): 9-32.

Akerlof, George A. and Janet L. Yellen. 1990. "The Fair Wage-Effort Hypothesis and
Unemployment" The Quarterly Journal of Economics, 105(2): 255-283.



Alchian, Armen A. and Harold Demsetz. 1972. "Production, Information Costs, and Economic
Organization" The American Economic Review, 62(5): 777-795.

Aoki, Masahiko. 1986. "Horizontal Vs. Vertical Information Structure of the Firm" The
American Economic Review, 76(5): 971-983.

Ben-Ner, Avner. 2013. "Preferences and Organization Structure: Toward Behavioral Economics
Micro-Foundations of Organizational Analysis" The Journal of Socio-Economics, 46: 87-
96.

Ben-Ner, Avner and Matthew Ellman. 2013. "The Contributions of Behavioural Economics to
Understanding and Advancing the Sustainability of Worker Cooperatives" Journal of
Entrepreneurial and Organizational Diversity, 2(1): 75-100.

Ben-Ner, Avner and Derek C. Jones. 1995. "Employee Participation, Wwnership, and

Productivity: A Theoretical Framework" Industrial Relations: A Journal of Economy and
Society, 34(4): 532-554.

Berry, Daphne P. 2011. "Organizational Form and Quality of Care in the Home Health Aide
Industry" Ph.D. Dissertation, University of Massachusetts-Amherst.

Blasi, Joseph R., Douglas Kruse, and Aaron Bernstein. 2003. In the Company of Owners: The
Truth about Stock Options (and Why Every Employee should have them). New York, NY:
Basic Books.

Blasi, Joseph, Michael Conte, and Douglas Kruse. 1996. "Employee Stock Ownership and
Corporate Performance among Public Companies" Industrial and Labor Relations
Review, 50(1): 60-79.

Bonin, John P., Derek C. Jones, and Louis Putterman. 1993. "Theoretical and Empirical Studies
of Producer Cooperatives: Will Ever the Twain Meet?" Journal of Economic Literature,
31(3): 1290-1290.

Bowles, Samuel and Herbert Gintis. 1993. "The Revenge of Homo Economicus: Contested
Exchange and the Revival of Political Economy" Journal of Economic Perspectives,
7(1): 83-83.

Bowles, Samuel. 2004. Microeconomics: Behavior, Institutions, and Evolution. Princeton, NJ:
Princeton University Press.

------ . 2008. "Policies Designed for Self-Interested Citizens may Undermine " The Moral
Sentiments": Evidence from Economic Experiments" Science, 20(320): 1605-1609.

------ . 1985. "The Production Process in a Competitive Economy: Walrasian, Neo-Hobbesian,
and Marxian" The American Economic Review, 75(1): 83-102.



Bowles, Samuel and Sandra Polania-Reyes. 2012. "Economic Incentives and Social Preferences:
Substitutes Or Complements?" Journal of Economic Literature, 50(2): 368-425.

Brown, Andrew, Chris Forde, David Spencer, and Andy Charlwood. 2008. "Changes in HRM
and Job Satisfaction, 1998-2004: Evidence from the Workplace Employment Relations
Survey" Human Resource Management Journal, 18(3): 237-256.

Bryson, Alex, John Forth, and Simon Kirby. 2005. "High-Involvement Management Practices,
Trade Union Representation, and Workplace Performance in Britain" Scottish Journal of
Political Economy, 52(3): 451-491.

Camerer, Colin. 2003. Behavioral Game Theory: Experiments in Strategic Interaction.
Princeton, NJ: Princeton University Press.

Carr, Michael D. and Phil Mellizo. 2013. "The Relative Effect of Voice, Autonomy, and the
Wage on Satisfaction with Work" The International Journal of Human Resource
Management, 24(6): 1186-1201.

Charlwood, Andy and Mike Terry. 2007. "21st-Century Models of Employee Representation:
Structures, Processes and Outcomes" Industrial Relations Journal, 38(4): 320-337.

Charness, Gary and Peter Kuhn. 2011. "Lab Labor: What can Labor Economists Learn from the
Lab?" In Handbook of Labor Economics, ed. Orley Ashenfelter and David Card, 229-
330. Vol. 4. Amsterdam: Elsevier.

Coase, Ronald H. 1937. "The Nature of the Firm" Economica, 4(16): 386-405.

Conyon, Martin and Richard B. Freeman. 2004. "Shared Modes of Compensation and Firm
Performance UK Evidence." In Seeking a Premier Economy: The Economic Effects of
British Economic Reforms, 1980-2000Anonymous , 109-146. Chicago, IL: University of
Chicago Press.

Craig, Ben and John Pencavel. 1992. "The Behavior of Worker Cooperatives: The Plywood
Companies of the Pacific Northwest" The American Economic Review, 82(5): 1083-1105.

------ . 1992. "The Behavior of Worker Cooperatives: The Plywood Companies of the Pacific
Northwest" The American Economic Review: 1083-1105.

Dahl, Robert A. 1986. A Preface to Economic Democracy. Berkeley, CA: Univ of California
Press.

Defourny, Jacques, CA K. Lovell, and Ake G. N'Gbo. 1992. "Variation in Productive Efficiency
in French Workers' Cooperatives" Journal of Productivity Analysis, 3: 103-117.

Deller, Steven, Ann Hoyt, Brent Hueth, and Reka Sundaram-Stukel. 2009. Research on the
Economic Impact of Cooperatives: University of Wisconsin Center for Cooperatives.



Demsetz, Harold. 1997. The Economics of the Business Firm: Seven Critical Commentaries.
Cambridge: Cambridge University Press.

DeVaro, Jed. 2006. "Teams, Autonomy, and the Financial Performance of Firms" Industrial
Relations: A Journal of Economy and Society, 45(2): 217-269.

DeVaro, Jed and Fidan A. Kurtulus. 2010. "An Empirical Analysis of Risk, Incentives and the
Delegation of Worker Authority" Industrial and Labor Relations Review, 63(4): 641-661.

Dow, Gregory K. 2003. Governing the Firm: Workers' Control in Theory and Practice.
Cambridge, U.K.: Cambridge University Press.

Dube, Arindrajit and Richard B. Freeman. 2010. "Complementarity of Shared Compensation and
Decision-Making Systems: Evidence from the American Labor Market." In Shared
Capitalism at Work: Employee Ownership, Profit and Gain Sharing, and Broad-Based
Stock Options, ed. Douglas L. Kruse, Joseph R. Blasi, and Richard B. Freeman, 167-199:
University of Chicago Press.

Fakhfakh, Fathi, Virginie Pérotin, and Moénica Gago. 2012. "Productivity, Capital, and Labor in
Labor-Managed and Conventional Firms: An Investigation on French Data" Industrial
and Labor Relations Review, 65(4): 847.

Falk, Armin and Ernst Fehr. 2003. "Why Labour Market Experiments?" Labour Economics,
10(4): 399-406.

Fehr, Ernst and Simon Géchter. 2000. "Fairness and Retaliation: The Economics of Reciprocity"
Journal of Economic Perspectives, 14(3): 159-181.

Fehr, Ernst and Klaus M. Schmidt. 2006. "The Economics of Fairness, Reciprocity, and Altruism
-- Experimental Evidence and New Theories." In Handbook of the Economics of Giving,
Altruism, and Reciprocity, ed. Serge-Christophe Kolm and Jean Mercier Ythier. Vol. 23.
Amsterdam: North-Holland.

------ . 1999. "A Theory of Fairness, Competition, and Cooperation" Quarterly Journal of
Economics, 114(3): 817-868.

Fischbacher, Urs, Simon Géchter, and Ernst Fehr. 2001. "Are People Conditionally Cooperative?
Evidence from a Public Goods Experiment" Economics Letters, 71(3): 397-404.

Freeman, Richard and Arin Dube. 2000. "Shared Compensation Systems and Decision Making
in the US Job Market" Draft, Harvard University Department of Economics.

Godard, John. 2001. "High Performance and the Transformation of Work? the Implications of
Alternative Work Practices for the Experience and Outcomes of Work" Industrial and
Labor Relations Review, 54(4): 776-805.



Grossman, Sanford J. and Oliver D. Hart. 1986. "The Costs and Benefits of Ownership: A
Theory of Vertical and Lateral Integration" The Journal of Political Economy, 94(4):
691-719.

Hart, Oliver. 1989. "An Economist's Perspective on the Theory of the Firm" Columbia law
review, 89(7): 1757-1774.

Hart, Oliver and John Moore. 1990. "Property Rights and the Nature of the Firm" Journal of
Political Economy, 98(6): 1119-1158.

Holmstrom, Bengt. 1982. "Moral Hazard in Teams" The Bell Journal of Economics, 13(2): 324-
340.

Hoskisson, Robert E., Michael A. Hitt, Richard A. Johnson, and Wayne Grossman. 2002.
"Conflicting Voices: The Effects of Institutional Ownership Heterogeneity and Internal
Governance on Corporate Innovation Strategies" Academy of Management journal,
45(4): 697-716.

Jensen, Michael C. and William H. Meckling. 1979. "Rights and Production Functions: An
Application to Labor-Managed Firms and Codetermination" Journal of Business, 52(4):
469-506.

------ . 1979. "Rights and Production Functions: An Application to Labor-Managed Firms and
Codetermination" Journal of business: 469-506.

Jones, Derek C. 2007. "The Productive Efficiency of Italian Producer Cooperatives: Evidence
from Conventional and Cooperative Firms." In Cooperative Firms in Global Markets
(Advances in the Economic Analysis of Participatory & Labor-Managed Firms, Vol. 10),
ed. Sonja Novkovic and Vania Sena, 3-28. Vol. 10: Emerald Group Publishing Limited.

------ . 1987. "Productivity Effects of Worker Directors and Financial Participation by Employees
in the Firm: The Case of British Retail Cooperatives" Industrial and Labor Relations
Review, 41(1): 79.

Klein, Katherine J. 1987. "Employee Stock Ownership and Employee Attitudes: A Test of Three
Models." Journal of Applied Psychology, 72(2): 319.

Knudsen, Herman, Ole Busck, and Jens Lind. “Work Environment Quality: the Role of
Workplace Participation and Democracy.” Work, Employment, and Society, 25(3): 379-
396.

Kruse, Douglas. 2002. "Research Evidence on Prevalence and Effects of Employee Ownership"
Journal of Employee Ownership Law and Finance, 14(4): 65-90.

Kruse, Douglas L., Richard B. Freeman, and Joseph R. Blasi. 2010. "Shared Capitalism in the
U.S. Economy: Prevalence, Characteristics, and Employee Views of Financial



Participation in Enterprises." In Shared Capitalism at Work: Employee Ownership, Profit
and Gain Sharing, and Broad-Based Stock Options, ed. Douglas L. Kruse, Joseph R.
Blasi, and Richard B. Freeman. Chicago, IL: The University of Chicago Press.

Kruse, Douglas L., Richard B. Freeman, Joseph Blasi, Robert Buchele, Adria Scharf, Loren
Rodgers, and Chris Mackin. 2003. "Motivating Employee-Owners in ESOP Firms:
Human Resource Policies and Company Performance" NBER Working Paper(w10177).

Kruse, Douglas, Richard Freeman, Joseph Blasi, Robert Buchele, Adria Scharf, Loren Rodgers,
and Chris Mackin. 2004. "Motivating Employee-Owners in ESOP Firms: Human
Resource Policies and Company Performance." In Employee Participation, Firm
Performance and Survival (Advances in the Economic Analysis of Participatory &
Labor-Managed Firms, Volume 8), ed. Virginie Perotin and Andrew Robinson. Vol. 8:
Emerald Group Publishing Limited.

Lazear, Edward P. and Sherwin Rosen. 1981. "Rank-Order Tournaments as Optimum Labor
Contracts" Journal of Political Economy, 89(5): 841-864.

Levine, David I. and Laura D. Tyson. 1990. "Participation, Productivity, and the Firm's
Environment." In Paying for Productivity--A Look at the Evidence, ed. Alan S. Blinder,
183-237. Washington, D.C.: The Brookings Institution Press.

Mellizo, Philip. 2013. "Can Group-Incentives without Participation Survive the Free-Rider
Problem? A View from the Lab." In Sharing Ownership, Profits, and Decision-Making in
the 21st Century (Advances in the Economic Analysis of Participatory & Labor-Managed
Firms, Volume 14), ed. Douglas Kruse, 27-59. Vol. 14: Emerald Group Publishing
Limited.

Mellizo, Philip, Jeffrey Carpenter, and Peter H. Matthews. 2014. "Workplace Democracy in the
Lab" Industrial Relations Journal.

Michael, Kremer. 1997. "Why are Worker Cooperatives so Rare?" NBER Working Paper, 6118.
Mill, John S. 1962. Essays on Politics and Culture. New York, NY: Doubleday.

Pencavel, John. 2013. "Worker Cooperatives and Democratic Governance" Handbook of
Economic Organization: Integrating Economic and Organization Theory: 462-480.

------ . 2002. Worker Participation: Lessons from Worker Co-Ops of the Pacific Northwest. New
York, NY: Russell Sage Foundation.

Pencavel, John and Ben Craig. 1994. "The Empirical Performance of Orthodox Models of the
Firm: Conventional Firms and Worker Cooperatives" Journal of Political Economy,
102(4): 718-744.



Pencavel, John, Luigi Pistaferri, and Fabiano Schivardi. 2006. "Wages, Employment, and Capital
in Capitalist and Worker-Owned Firms" Industrial and Labor Relations Review, 60(1):
23-44.

Pendleton, Andrew. 2006. "Incentives, Monitoring, and Employee Stock Ownership Plans: New
Evidence and Interpretations" Industrial Relations: A Journal of Economy and Society,
45(4): 753-7717.

Pendleton, Andrew and Andrew Robinson. 2011. "Employee Share Ownership and Human
Capital Development: Complementarity in Theory and Practice" Economic and Industrial
Democracy, 32(3): 439-457.

------ .2010. "Employee Stock Ownership, Involvement, and Productivity: An Interaction-Based
Approach" Industrial and Labor Relations Review, 64(1): 3-29.

Petrescu, Alina I. and Rob Simmons. 2008. "Human Resource Management Practices and
Workers' Job Satisfaction" International Journal of Manpower, 29(7): 651-667.

Pierce, Jon L., Stephen A. Rubenfeld, and Susan Morgan. 1991. "Employee Ownership: A
Conceptual Model of Process and Effects" Academy of Management review, 16(1): 121-
144,

Rosen, Corey M., Katherine J. Klein, and Karen M. Young. 1986. Employee Ownership in
America: The Equity Solution. Lexington: Lexington Books/DC Heath and Com.

Schumpeter, Joseph. 2012. Capitalism, Socialism, and Democracy. New York, NY: Start
Publishing LLC.

Sen, Amartya K. 1966. "Labour Allocation in a Cooperative Enterprise" Review of Economic
Studies, 33(4): 361-371.

Sengupta, Sukanya. 2008. "The Impact of Employee-Share-Ownership Schemes on Performance

in Unionised and Non-Unionised Workplaces" Industrial Relations Journal, 39(3): 170-
190.

Shapiro, Carl and Joseph E. Stiglitz. 1984. "Equilibrium Unemployment as a Worker Discipline
Device" The American Economic Review, 74(3): 433-444.

Spector, Paul E. 1997. Job Satisfaction: Application, Assessment, and Consequences. Thousand
Oaks: Sage Publications.

Svejnar, Jan. 1982. "On the Theory of a Participatory Firm" Journal of Economic Theory, 27(2):
313-330.



------ . 1982. "On the Theory of a Participatory Firm" Journal of Economic Theory, 27(2): 313-
330.

Timming, Andrew R. 2012. "Tracing the Effects of Employee Involvement and Participation on
Trust in Managers: An Analysis of Covariance Structures" International Journal of
Human Resource Management, 23(15): 3243-3257.

Wanrooy, Brigid v., Helen Bewley, Alex Bryson, John Forth, Stephanie Freeth, Lucy Stokes,
and Stephen Wood. 2013. "The 2011 Workplace Employment Relations Study: First
Findings" Department for Business Innovation and Skills.

Webb, Sidney and Beatrice Webb. 1920. The History of Trade Unionism. New Y ork: Longmans,
Green, and Co.

Weitzman, Martin and Douglas Kruse. 1996. "Profit Sharing and Productivity." In The Economic
Nature of the Firm: A Reader, 2nd ed., ed. Louis Putterman and Randall S. Kroszner,
288-298. Cambridge: Cambridge University Press.

Williamson, Oliver E. 1973. "Markets and Hierarchies: Some Elementary Considerations"
American Economic Review, 63(2): 316-325.

------ . 1980. "The Organization of Work: A Comparative Institutional Assessment" Journal of
Economic Behavior & Organization, 1(1): 5-38.

------ . 1979. "Transaction-Cost Economics: The Governance of Contractual Relations" Journal of
Law and Economics, 22(2): 233-261.

Williamson, Oliver E. 1985. The Economic Institutions of Capitalism. New York: Free Press.

Wood, Stephen. 2008. "Job Characteristics, Employee Voice and Well-Being in Britain"
Industrial Relations Journal, 39(2): 153-168.

Wood, Stephen and Lilian M. de Menezes. 2011. "High Involvement Management, High-
Performance Work Systems and Well-being" The International Journal of Human
Resource Management, 22(07): 1586-1610.

Wu, Ning, Nick Bacon, and Kim Hoque. 2014. "The Adoption of High Performance Work
Practices in Small Businesses: The Influence of Markets, Business Characteristics and
HR Expertise" The International Journal of Human Resource Management, 25(8): 1-21.






