
HOUSE 301

SPECIAL REPORT OF THE DEPARTMENT OF
LABOR AND INDUSTRIES RELATIVE TO
THE RELATION OF EMPLOYER AND EM-
PLOYEE IN CO-OPERATIVE SHOE SHOPS
AND TO THE PURCHASE OF STOCK BY
EMPLOYEES.
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House, I

To the Honorable Senate and House of Representatives of Massachusetts
In compliance with the provisions of a resolve, chap

ter 30, Acts of 1930, the Department of Labor and In-
dustries submits herewith
of the general question of
employee in co-operative
resolve reads as follows:

a report of an investigation
the relation of employer and
shoe shops, so called. The

Acts of 1930, Chaf

Resolve providing for a Study and Investigation by the De-
partment of Labor and Industries of the General Question
of the Purchase of Stock by Employees in the ( ative

Cljc CommonUiealtf) of QUassacfjusetts

Shoe Shops, so-callei

Resolved, That the department of labor and industries is hereby
directed to study and investigate the general question of the relation
of employer and employee in the co-operative shoe shops, so-called.
Said department shall in the course of its study and investigation
consider the circumstances attending the purchase of stock by the
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employee as a condition precedent to his employment; the nature
and extent of the representations made by the employer to the em-
ployee; the remedies open to the employee where stock has no market
value; and the desirability of permitting this practice to continue.
Said department in the course of its study and investigation may call
upon such departments as it finds necessary for such information as
it shall need in the course of its investigation. It may expend for the
purposes of this resolve such sum, not exceeding twenty-five hundred
dollars, as may hereafter be appropriated. Said department shall
report to the general court the results of its study and investigation
and its recommendations, together with drafts of legislation neces-
sary to give effect to the same, by filing the same with the clerk of
the house of representatives on or before December first of the current
year. [Approved May 2, 1930.

In the course of the investigation there was secured
a large amount of information which is so voluminous
that it has not seemed advisable to publish it as a part
of this report, but such information has been assembled
in the form of “exhibits” (referred to in this report),
and these are on file and may be consulted. For illus-
trative purposes, facts with reference to the organiza-
tion and operations of certain companies are given in
this report, but in order that their identity may not be
disclosed, the names of these companies have been
omitted.

Scope of Investigation.

As required by the resolve, the following topics re-
ceived special consideration:

1. The circumstances attending the purchase of stock by the em
ployee as a condition precedent to his employment.

2. The nature and extent of the representations made by the em-
ployer to the employee

The remedies open to the employee where stock has no market
valui

4. The desirability of permitting this practice to continue

The investigation was begun May 12, 1930, and covered
75 shoe manufacturing companies located in Boston,
Lynn, Salem, Haverhill, Everett, Chelsea, Cambridge
and Brockton, in each of which cities shoe manufacturing
is an important industry. For a list of the establishments
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investigated, see Exhibit A. In each case a responsible
officer of the corporation was interviewed, and a uniform
questionnaire (Appendix I) was used in order that the
information obtained might be of like nature for all
establishments.

Any additional information obtained during the in-
terview was also recorded. The corporation by-laws were
inspected when available, and copies of stock certificates
were obtained and are on file in this Department. Lists
of stockholders were procured, together with amounts of
stock purchased by them. The latest financial state-
ments of the companies investigated, which are filed
with the Department of Public Utilities and the Divi-
sion of Corporations, were examined, and data contained
therein were transcribed for use in connection with this
investigation. In some cases information relative to
wages paid to employees and the selling prices of shoes
was also obtained.

In addition to the above information concerning co-
operative shoe shops which are still in operation, other
pertinent information relative to shops which had sold
stock, but which were no longer operating, was also
obtained. Of such shops there were more than 25, con-
cerning which there is a great deal of rumor but very
little evidence. There is reason to believe, however,
that the loss, by failure, of these shops during the past
five years probably amounted to nearly $1,000,000,
inasmuch as the total net liabilities of eleven of these
companies were $487,000. A list of losses through pur-
chase of stock by individual employees appears in Ex-
hibit B.

With special reference to the employees’ interests,
about 150 were personally interviewed. Approximately
1,500 questionnaires (Appendix II) were sent out to
employees, and 506 replies were received. (Exhibit C.)
These were classified by factories represented, and the
information was tabulated.

A third phase of the study was the securing of informa-
tion from the opinions of individuals and representatives
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of organizations who are conversant with the shoe
manufacturing industry and the question under present
consideration. A list of the persons and representatives
of organizations consulted appears in Exhibit D.

Results of Study.

The selling of stock to employees in the shoe industry
is no new practice, but it was not until 1924, when a
large company in Lynn was organized, that the public
became interested. Since 1924 a large number of co-
operative and stock selling corporations have been or-
ganized, but few of them have continued in operation
for more than a year or two. (Exhibit E.)

Immediately following the shoe strike in Boston in
April, 1929, several factories began to operate, and to
sell stock to employees. At the present time there are
more than 35 corporations in Massachusetts which
operate in accordance with this plan. The average num-
ber of employees working in these factories is about 7,000
when the factories are operating full time, and 80 per
cent of that number are employed at present. Of those
now employed, 70 to 80 per cent have purchased stock.
(Exhibit F.)

Plan and Organization of Corporations.

All of the co-operative or stock selling corporations
investigated were incorporated under the Massachusetts
laws. There are two types of such corporations. Of the
first type are those which have been organized under
chapter 157 of the General Laws, the co-operative
corporations. In shops of this type each employee is
presumed to contribute an equal amount of capital,
work is shared equally and profits likewise. The officers
and board of directors are employees elected by the
shop’s crew. Actually, however, such conditions do
not prevail, and in fact one man usually predominates,
or two or three are combined in the leadership. In most
instances the shoe salesman is the leader. He promotes
the idea and interests a group of workmen by making
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alluring promises, describing glowing prospects, and
assuring the operators of continuous work, which latter
assurance is the feature above all others which appeals.
It frequently happens that soon after the factory begins
to operate conditions change, and prices are cut in order
that the output may be sold. Work is not divided
equally, wages are paid only in part, while sales com-
missions are paid in full. Finally, when the capital be-
comes depleted, more shares are sold to the employees,
either with or without their consent.

A typical example follows: A company in Boston was
organized in July, 1929. (Exhibit G.) Capital stock
in the amount of $35,000 was authorized to be sold,
represented by 350 shares of common stock at $lOO a
share. The amount of capital has since been increased
to $50,000. Each employee was to purchase $5OO worth
of stock. A few employees paid cash; the others made
a deposit of $3OO, and the remainder was to be paid in
partial payments to be taken from wages. Five dollars
a week was the usual sum agreed on, but was never made
effective by the corporation. A half week’s pay was
the usual amount taken, and some weeks no wages at
all were paid. As soon as the $5OO was all paid in, em-
ployees were requested to subscribe for additional shares
to the value of $5OO. Although the by-laws prohibited
anyone from owning more than five shares, they were
afterwards amended so that not more than ten shares
could be purchased.

One employee bought five shares through payments
deducted from his wages. Although he refused to pur-
chase five more, money was taken from his wages until
$4BO had been credited to his account. He resigned and
asked for his pack pay. He was told that it had been
applied to the purchase of stock. The general manager
and salesman of this company admitted that there was
no agreement to purchase, and stated that the stock was
to be bought back in six months in accordance with the
by-laws, but that full value would not be paid. There
are at least ten similar cases of stock purchases by em-
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ployees of this company. (Exhibit H.) The company
has violated the act relative to the sale of securities by
selling stock without first securing authorization from the
Public Utilities Commission. 1 There are at present 48
stockholders. The manager claims great credit for hav-
ing provided work, a claim made by all managers of
such co-operative shops. In fact, however, no great
praise is due the managers, who are rendering no unusual
services while receiving as their compensation 3 per cent
on all sales.

According to a report of this company, the cost of
manufacturing shoes is $2.44 2 per pair. These are sold
at from $2.15 to $3.25 per pair, or an average of $2.70. 3

The gross profit is 26 cents per pair, or about 10 per cent.
The net profit on sales amounting to about $300,000 in
ten months was $4OO according to a statement filed by
the company with the Department of Public Utilities.
If lower prices are quoted in order to obtain orders, no
profit whatever is made, but commissions are paid, never-
theless. Hence new capital is constantly needed, and
failure means a loss of investment to a class of workers
who can ill afford it. The argument that they risk their
own money for personal gain is not altogether valid,
because their securing work in the shop is contingent
upon their subscribing for stock.

A co-operative company was organized in Boston by
a group of men. The organizer was made the general
manager of the company. All stock issued was common
stock. When organized the shop crew consisted of from
60 to 70 employees, and later 84 operatives were em-
ployed. After operating for six months, the company
became insolvent early in 1930, and failed, with liabili-
ties of $55,000. None of the stockholders’ money was
returned, and there were also about $5,000 in back wages
left unpaid.4

The second type, organized under chapter 156 of the

1 Statement verified September 22, 1930.
Financial report of company submitted to Public Utilities Department, 1930.
According to a statement by the manager.
Records of the Bankruptcy Court, Boston, Mass,
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General Laws, which come within the scope of this
inquiry, sell preferred stock, or both preferred and com-
mon stock, to their employees. While some corporations
of this type sell only preferred stock, others sell one or
two shares of preferred stock in a block and give with
each sale a share of common stock. In one case there
are three classes of stock, namely, Class A, Class B com-
mon, and preferred. No voting stock is sold to employees
in this instance.

The usual reason given by these manufacturers for sell-
ing stock is that it is hoped thereby to gain the co-opera-
tion and good-will of the employees. It is pointed out
to employees that as stockholders they will be part owners
in the corporation, and their interests are identical with
those of the management. It is expected that such
stockholders will do better work and be more loyal, that
strikes will be eliminated, and that in case of a labor
dispute they will be more reasonable in their demands
in the matter of wages and conditions. As evidence that
such practice is economically sound, and that the results
are favorable, these manufacturers cite cases of large
corporations in other industrial fields which sell stock
to their employees. The cases are, however, not com-
parable, for the reason that the companies referred to
have large financial resources, and the stock issued by
them has a recognized market value.

The securing of additional capital is another reason
for selling stock advanced by some manufacturers. While
this is not generally admitted to be the primary reason,
nevertheless it is true that, in a majority of the cases
investigated by this Department, stock was sold for the
sole purpose of securing capital to carry on the business.
A company having its headquarters in Boston, incor-
porated December 16, 1929, with a capitalization of
$1,000,000, proposed to issue 20,000 shares of preferred
stock at $5O per share, and 100,000 shares of common
stock without par value. On March 22, 1930, a cer-
tificate of issue of stock was filed for $lOO,OOO preferred
and 2,500 shares of common stock, to be paid for in
installments. In June, 1930, the corporation was oper-
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ating five factories employing 2,045 operatives. Stock
is being sold to employees in units of two shares pre-
ferred at $5O, and one share of common stock without
additional charge. More than 800 units have been sold.
Employees pay $2 per week per unit, or a total of $1,600
per week. In a single year, should no others subscribe,
$BO,OOO additional capital will have been paid in, and if
all employees subscribe, a sum in excess of $200,000 will
have been raised. Ninety thousand shares of common
stock have been issued to the present board of six direc-
tors, and 2,500 shares have been allotted for distribution
with the preferred stock. (Exhibit I.)

The corporation agrees to refund partial payments,
but will not refund for stock which has been paid for in
full. The employees feel that although they are not
required to buy stock, it is better for them to do so.
They are dissatisfied, however, because the piece-work
rates of wages have been reduced.

This group includes four other companies located,
respectively, in Lynn, Gloucester, Haverhill and Salem.
The company in Haverhill was organized October 9,
1929. Its capital stock was $50,000, and 500 shares of
preferred stock at $lOO and 1,500 shares of common
stock, no par value, were issued. The organizer of the
company, a shoe salesman, went to Haverhill in August,
1929, for the purpose of interesting workers and raising
capital. He addressed meetings of shoe workers, and
promised to invest $20,000 if the workers would invest
$30,000, agreed to charge nothing for his services in
organizing the company, and to serve as manager and
salesman without compensation other than 3 per cent
commission on shoe sales. He would furnish a factory,
rent free, provided that the company would pay for its
maintenance and pay the interest charges and taxes.
He gave assurances that the preferred stock would pay
8 per cent, that the workers would have representation
on the board of directors, and that wages in excess of
the union scale would be paid. He claimed that he had
orders on hand for 650 cases of shoes. The sum of
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$42,000 was subscribed by the employees. On October 9,
1929, the corporation was organized. He became presi-
dent and treasurer, and he and his wife and a bookkeeper
constituted the board of directors. The factory began
operations on December 20, 1929. Stock shoes only were
manufactured, as there were no orders on hand. When
pay day arrived the foreman asked the employees how
little money they would be willing to accept as wages,
and they were paid only $5 or $lO a week. The president
drew funds for traveling and other expenses, paid the
rental for the factory which was owned by his wife, and
issued to himself 1,100 shares of common stock in com-
pensation for his services. In a bill in equity brought by
the stockholders he was charged with fraudulent misuse
of the funds of the company. The company failed on
April 1, 1930, after about three and a half months in
operation, with liabilities of $55,000. There were 129
stockholders. (Exhibit J.)

A shoe company in Salem, organized January 24, 1930,
had a similar history. Alluring promises were made to
prospective employees, which promises were not kept.
The factory operated for only ten or twelve weeks and is
now closed. Nine of the employees invested a total of
$1,400 in this company. (Exhibit K.)

In Marblehead a company began operations in Oc-
tober, 1928, wdth a capitalization of $50,000 represented
by 16,000 shares of common stock. All of this stock
was sold to residents, business men of Marblehead, and
prospective employees. The factory closed on February,
1930, with liabilities of about $51,000. (Exhibit L.)

One company in Lynn failed in September, 1928, with
liabilities of $70,000, after having been in operation for
three years and nine months. (Exhibit M.)

A notable company in Lynn has obtained its capital
entirely from employees who have bought stock. An
outline of its organization and a description of its opera-
tions appear in Exhibit N.

There are various modifications of the co-operative
stock selling ideas. In one case stock is not sold, but
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employees are required to deposit $lOO for which a receipt
is given. An employee must pay an initial deposit of
-125 or $5O before he may be employed. If not employed
within thirty days, his deposit is returned to him, and
if he is employed, the remainder of the $lOO is deducted
from his wages. Interest at the rate of 7 per cent is paid
on paid-up units of $5O only, semi-annually on June 15
and December 15. The money paid in is returned to an
employee one year after the date of his leaving or dis-
charge. An individual contract is required in which
appears a clause providing that any money deposited
may be forfeited for breach of contract. (Exhibit 0.)
The money received from employees is deposited in a
bank to the credit of the corporation, but it is stated
that it was not used in the conduct of the business.

Opinions of Labor Organizations.

Trade unionists, as a rule, are strongly opposed to
stock selling to employees in the shoe industry. Replies
to the questionnaire were received from 550 employees.
(Exhibit C.) Of this number of employees, 150 were
personally interviewed. Their feeling generally is that
they are forced to purchase stock; that if they do not
do so their employment will be terminated, and that the
plan operates to restrict their freedom. Few, if any,
feel that the investment is one worth while, and many
of them suspect that the capital is being obtained from
them in order to bolster up an uncertain and risky ven-
ture, and that in the end they are “buying jobs” that
last for a time, and that eventually the company will
fail with a consequent lost of their invested capital.

Opinions op Representative Shoe Manufacturers.
A number of shoe manufacturers who do not maintain

employees’ stock purchasing plans were interviewed for
the purpose of obtaining the attitude of this class of
manufacturers towards the question under study.

In general, the feeling is that co-operative shoe fac-
tories do not have an injurious effect on the industry
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as a whole. If competent management is maintained,
as in any business, reasonable success is attained by
companies of this kind. However, it is generally agreed
that at the present time there appears to be consider-
able danger of financial loss to stockholders, that is, to
employees.

As far as the danger of unfair competition is concerned,
there is no indication that manufacturers believe that
it exists. The shoe manufacturing business is a highly
competitive one, and its problems are peculiar to itself.
The problem of price cutting has always been one that
this business has had to contend with.

In effect, it is agreed that any concern to stay in busi-
ness must obey the economic laws governing the business.
If this is done the concern can find a place in the business,
and competition from it need not be feared.

1. Purchase of Stock. The promoters of co-operative
shoe shops claim that the purchase of stock by em-
ployees is not a condition precedent to employment, and
point to the fact that some operatives who do not pur-
chase stock are employed. Investigation shows, however,
that many of these operatives were employed only tem-
porarily or were newly hired, and soon after their em-
ployment began were requested to buy stock. The
employees, on the other hand, are of the opinion that
they are “buying a job,” and although not told outright
that they must purchase stock are confident that if they
do not do so they will shortly be dismissed.

2. Representations Made by Employers. The em-
ployers claim that stock is sold to their employees in
order to create a bond of good-will, and the advantages
of co-operation are emphasized. They maintain that
ownership of stock by employees is a sound policy, and
that the interest rates on the investments are higher than
the rates of interest paid on savings bank deposits. The
financial strength of the company is set forth in glowing
terms.

Summary
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The employees on their part state that, on account of
the scarcity of work in the industry, they accept the
conditions and purchase the stock.

3. Remedies Open to the Employee when the Stock has
no Market Value. The stock of the corporations in-
vestigated is not listed on any exchange. There are,
therefore, only two classes of prospective purchasers to
whom stock may be sold by an employee stockholder,
namely, another shoe worker and the corporation which
issued the stock. Inquiry shows that there is no market
among shoe workers for stock owned by other shoe
workers. The concerns which originally sold the stock
furnish an uncertain market. For the most part, they
will repay partial payments, but there are provisions
in nearly all by-laws of the companies which permit of
deferred payments of from thirty days to six months.
Other concerns do not agree to repurchase any stock what-
ever. In those cases where there is a provision for de-
ferred payment the price to be paid is subject to arbi-
tration.

4. Desirability of Permitting this Practice to Continue.
It must not be inferred from this report that all co-

operative shoe shops and other shoe manufacturing cor-
porations that sell stock to their employees are not
successful. Some operating under good management
have paid and are paying dividends to their stockholders,
and there are others that can justly claim that the
business depression in the shoe industry is the reason
for their poor financial condition.

It appears to this Department that the practice should
not be allowed to continue where the sale of such stock
would result in fraud, and the Department has been
informed by the Attorney General’s office, and by the
Department of Public Utilities that the present law is
sufficient to prevent such sale when there is fraud, or
when such sale would result in fraud, and this appears to
be as far as the Commonwealth can go in the matter.
Chapter 56 of the Resolves of 1930 provides for a survey
and study by the Department of Public Utilities of the
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laws relating to the promotion and sale of securities.
This Department has placed at their disposal the report
of our investigation on that subject.

DEPARTMENT OF LABOR AND INDUSTRIES.

E. LEROY SWEETSER,
Commissioner.
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Are employees required to pay any money, or promise any, to obtain
work?

How is it paid?
If so, how much?

Do you sell stock to employees on any plan?
What is the plan? (Obtain a copy.)
How long has this plan been in operation?
How many people are employed?
Do all purchase stock? How many do?
Is the buying of stock required?
How long must employees work before they may begin to purchase

stock?
What is the par value of the stock?
May employees continue at work if they do not purchase?
Do you furnish stock certificates?

When?
May I have a copy?

Do you have any written agreement with the employees?
Are copies available? (Obtain a copy.)
Do you furnish a copy to employees?
What representations are made to the employee before he purchases

stock?
How much notice must be given before leaving?
What dividends has the stock paid?
When was last dividend declared?
Do you purchase stock back from employees?
What is its market value? Where?
May the stock record book be examined?
May a copy be had of the list of stockholders?
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How much stock has been sold to employees?
What was price paid?

Is the amount of stock that one person may own limited?
If so, how?

How often do stockholders meet?
(Obtain a copy of by-laws.)
(Obtain a copy of record book.)

Remarks
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Appendix 11.

The Commonwealth of Massachusetts,
Department of Labor and Industries,

State House, Boston, July 14, 1930.

Dear Sir: —This Department is making a study of the
selling of stock by corporations to their employees; that is,
the co-operative shoe factories. This study is undertaken by
order of the Legislature, chapter 30, Acts of 1930.

In order that we may have complete information on the
subject, it is requested that you fill out and return to this
Department the enclosed blank. Use the self-addressed
envelope herewith supplied.

If you desire to see me on this matter before filling out the
blank, or for any reason connected with this inquiry, just
make note to that effect on this letter and return same to me,
telling when you will see me.

Please have your reply in this office on or before Saturday,
July 26, 1930.

Very truly yours,

JAMES E. O’NEIL,
Special Agent.
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Department op Labor and Industries, State House, Boston

Addrei
Addrei

Name
Name of firm
How long have you worked there?
Are you employed there now?

Is this a co-operative firm?
If not, date and reason for leaving.
How much?Did you buy stock?

Who asked you to buy?
How long were you employed before being asked to buy?
Were you obliged to buy stock to obtain or keep your job?
What statements were made to you when you were asked to buy?
Were you required to sign an agreement to buy stock when you went

to work or at any time afterward?
Did you receive a copy of it? (If so, attach same to this blank.)
What did you pay for the stock?
Did you pay outright, or in weekly installments?
If weekly installments, what payments are made per week?
Is the money taken out of your pay envelope? Do you receive a

receipt?
Can you skip payment any week?
Will the corporation buy your stock when you leave?
Have you ever tried to sell your stock? To whom?
Did you sell any? If so, how much? Wliat price?
Did you receive a stock certificate?
If the concern that you worked for failed, state what was done about

your stock. (Use back of this blank if needed.)
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