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Overview

We are at a critical moment in history.
Wealth disparities across the country are at an
all-time high, and in Minnesota growing racial
and economic inequalities threaten our econom-
ic vitality. The Twin Cities has the third highest
employment gap between whites and people

of color among the large metropolitan areas.!

In 2015, the overall poverty rate in Minnesota
was 10.2%, but it was 16.4% for Asians, 20.8% for
Latinos, 32.4% for blacks, and 25.1% for American
Indians.? According to a recent Corporation for
Enterprise Development (CFED) report, it will take
the average African American family 228 years

to amass the same level of wealth as the average
European American family.®

At the same time the trend in disparities threatens
our economic vitality, the unprecedented wave of
baby boomer retirements could further entrench
the wealth gap. Nationally, approximately 50%

of privately held businesses are owned by baby
boomers, with 85% of owners having no succes-
sion plan.* One-third of business owners over the
age of 50 report having difficulty finding some-
one to purchase their business.® This could result
in the loss of millions of jobs, billions in tax reve-
nue; leading to significant economic instability.

But the ‘silver tsunami’ doesn't have to be an eco-
nomic disaster. The trend could actually provide
opportunities to mitigate wealth disparities and
root ownership in communities of color. Across
the country, the strategy of converting business-
es to worker cooperatives is gaining traction as

a means to redefine the traditional notion of
ownership and build community wealth. In the
worker cooperative business model, employees
become the new owners; sharing the profits, ac-
cumulating wealth, and participating in decision
making through a one worker, one vote structure.
Worker cooperatives offer a way to promote local
and broad-based ownership, provide dignified
employment and eliminate racial and economic
disparities.

In 2016, Nexus Community Partners and the
Center for Urban and Regional Affairs (CURA) at
the University of Minnesota began conducting a

CONVERTING TO
WORKER OWNERSHIP

According to Nexus' national partner
Project Equity, a business conversion
to worker ownership is essentially
three things:®

@

“The creation of a new business entity
that is a worker-owned cooperative;

©,

A sales transaction executed be-
tween the current owner(s) and the

new worker cooperative to sell the
existing business to the worker coop,
typically financed by a lender such
as a bank, a Community Develop-
ment Financial Institution (CDFI), or
other, by selling non-voting equity
shares, or by the selling owner; and

®

A transition of roles and culture
among the new worker-owners to
take on the ownership responsibility
of the new entity and run it under
some form of democratic gover-
nance.”

landscape analysis to assess the potential impact
on our local economy and to identify potential
opportunities for conversions to worker coop-
eratives. What follows are the results, a case for
worker cooperatives and a set of recommenda-
tions for how the Twin Cities region can support
the growth of the cooperative sector in commu-
nities of color.



The Methodology and Results

Estimating the impact of the ‘silver tsunami’ on
Minnesota’s industries and employees required an
examination of both national trends on busi-

ness ownership and a local analysis of the labor
market. First, data compiled by Project Equity is
used to highlight the scale of the problem, then
we turn our focus to the industries and individual
businesses who may seek to benefit from conver-
sion to a worker ownership model.

Nationally, data on the average age of business
owners were used to estimate the number of
boomer-owned businesses by industry. In order
to do this an assumption must be made that
national patterns on the age of business owners
are similar in our area. The results of this analy-
sis show that there are likely more than 26,000

businesses owned by baby boomers in the

Twin Cities region alone, employing more than
320,000 workers.” If the estimated 6 in 10 of these
business owners plan to sell their business or
retire in the next decade, a dramatic shift in the
business climate is about to occur, bringing with
it a once in a lifetime opportunity to build local
and broad-based ownership.

After identifying the numbers and industries likely
to experience the biggest turnover, we use a
multi-step process to narrow the focus to Hen-
nepin and Ramsey counties, where we analyze
which businesses provide the greatest opportu-
nity for conversion to worker-owned establish-
ments.

Using statewide data from the Department of Employment and Economic Development, we have
identified five industry sectors that meet the first two criteria: low to moderate income industries
(< $15/hr) and those with a projected growth in employment over the next decade.?
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As illustrated below, we further narrow down the list to those most suitable for conversion. Namely, those
that are medium sized (10-200 employees), privately owned, single location businesses that are designated
as a low credit risk and have been open at least 10 years.
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10-200 Employees

The analysis generated a list of 3,351 Twin Cities businesses that are candidates for worker cooper-
ative conversion. The average business on the list is 31 years old, and employs 27.6 people. Together
those businesses represent over 92,000 people, including both employees and owners, and have

an aggregate annual fiscal impact of over $6.8 billion dollars in annual revenue. At 3% of the gross
domestic product of the Twin Cities, these businesses clearly make an important impact on the local
economy. There is also a large governmental impact, as the sales tax generated by these businesses
amounts to over $517 million dollars per year.
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Using data that breaks out employment by industry and race®, the analysis generated a picture on the
impact on the lives of people of color. Based upon trends identified for Hennepin and Ramsey Coun-
ties in the industries examined in this study, approximately 22,990 (25%) of the individuals employed
by these businesses are people of color, however, only 62 (1.8%) of the businesses are owned by peo-
ple of color, and of those, 36 (1.1%) are owned by women of color. An effort to support conversions
to worker cooperatives could dramatically increase the number of business owners of color, as
employees would become the worker owners.




The analysis then looks to determine both the number of workers employed in each industry category,
as well as information about their demographics at very specific levels of geography.'® For this analysis
we are using the neighborhoods that are a best fit to Nexus' target areas (see map) located in North Minne-
apolis, a portion of South Minneapolis, and a portion of the Eastside of St. Paul.

Census 2010-2014
Percent People of Color
- More than 75%
B 55%-75%
B 35%-54%

18%-34%

Less than 18%
D Nexus Target Neighborhoods

Nexus Target Areas and People of Color

As the following graphic shows, 39% of employed residents in these three neighborhoods work in
three of the five industries identified earlier as good candidates for conversion to worker owned co-
operatives.!! In total, this represents over 19,000 workers residing in low-moderate income neighbor-
hoods whose jobs are at risk. The data also show that 2/3 of these workers earn less than $40,000/yr.
and almost 50% are people of color. As the Twin Cities region already has the worst racial and ethnic
employment gap in the country, a job loss of this proportion will impact the region’'s economic viabil-
ity.!? Building an infrastructure to support conversions to worker cooperatives alongside of other
workforce development strategies can serve to mitigate the potential damage while keeping the
region's economy stable.
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Worker-owned businesses offer economic security,
income and wealth generation, economic participa-
tion to employees, as well as providing communities
with meaningful and decent jobs.

)

The Case for Conversions to Worker Cooperatives

Cooperative business models, where the entity
is owned and controlled by its members, hold a
significant place in the United States economy.
According to research conducted by the Uni-
versity of Wisconsin, there are roughly 30,000
cooperative businesses in the United States that
collectively hold more than $3 trillion in assets,
$652 billion in revenues and employ nearly one

million people.®

While worker cooperatives comprise a small
percentage of the cooperative sector, approxi-
mately 300-400 across the country,** the model
is gaining traction as a means to provide stable
employment and wealth building opportunities
for people of color and other underrepresented
groups. Recent research shows that since 2010, a
large percentage (60%) of new worker owners are
people of color.?® Dr. Jessica Gordon Nembhard,
an expert on cooperative economics, states,
“Worker-owned businesses offer economic se-
curity, income and wealth generation, economic

participation to employees, as well as providing

communities with meaningful and decent jobs."¢
The model also creates stronger businesses. Ac-
cording to Alison Lingane, Co-founder of Project
Equity, conversions to worker-owned coopera-
tives are a way for businesses to retain talented
employees and increase a business' efficiency
and financial performance.’” Further, conversions
to worker cooperatives offer significant cost sav-
ings as a job retention and creation strategy ver-
sus traditional economic development models.
The Ohio Employee Ownership Center at Kent
State University has helped create 15,000 em-
ployee owners at a cost of $722 per job retained

or created.!®

Beyond the economic benefits of worker coop-
eratives, the model offers a means for people to
exercise agency over their lives and the com-
munities in which they live. Cooperation creates
opportunities to build collective power and to
transform economies through local ownership
and broadly held wealth.*



Our Recommendations

To create an infrastructure locally, a tangible number of steps can be taken in the near term:

INVEST public resources to support conversions
and start —up worker cooperatives. Example: The
City of New York made a $1.2 million investment
during 2015 in worker cooperatives and has
since seen the number of worker cooperatives
double.®®

BUILD cross sector partnerships between com-
munity and economic development organiza-
tions, cooperative practitioners, CDFI's and others
to support the growth of a cooperative eco-
system. Example: The City of Madison recently
awarded funds to a cross sector collaborative of
partners working to scale the model as a means
to reduce racial and economic disparities, pro-
mote cooperative development and expand eco-
nomic opportunities in communities of color.?

Final Thoughts

As the analysis highlights, the potential wave of
business closures could change the landscape of
small business ownership in the Twin Cities. The
3,351 businesses in Hennepin and Ramsey Coun-
ties and their 92,000 employees across all sectors
face an uncertain future, with the roughly 23,000
workers of color facing additional challenges. The

TARGET philanthropic resources to increase op-
portunities for education, training and technical
assistance for the creation of worker coopera-
tives. Example: The Surdna Foundation explicitly
supports the growth of worker cooperatives
through its grant making as a means to build
strong local economies.??

PASS local and state policies that promote work-
er cooperatives and tailor publicly supported
business development services to support the
cooperative model. Example: the City of Oak-
land California passed a resolution in support of
worker cooperatives and is providing technical
assistance through its Business Service Center.?®

Participants at Nexus
Community Partners’
Worker Cooperative
Learning Series.

trend could either devastate or bolster local and
regional economies. Nexus believes conversions
to worker cooperatives provide one solution to
reverse the rising tide of racial disparities, build
community wealth and create pathways to strong
local economies.
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