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ne of the common priorities identi-

fied by both private and public sec-
tor leaders is the importance of finding
effective ways and means of supplying
capital to small and medium-sized com-
pani&c.1 Parallel to that, the lack of capi-
tal accessibleto underdevel oped regions
and marginalized communities remains
an important preoccupation for both
CED practitioners and policy makers.?
On the policy front, this preoccupation
has trandlated into a number of govern-
ment financing vehicles such as Sas-
katchewan's Community Bonds, Jobs
Ontario’s Community Investment
Funds, and the Business Devel opment
Centres funded by the Community Fu-
tures Program. Severa nonprofit and
community-based organizations also
provide innovative solutionsto commu-
nity financing probl ems.®

In spite of the existence of financial
mechanisms specifically targeted at
communities and small businesses, an-
ecdotal evidence® and arecent report of
the Standing Committee on Industry
(1994) suggest that access to capital re-
mains an important obstacle to commu-
nity and small business development. It
isin this context that labour-sponsored
venture capital corporations (LSVCCs)
deserve closer scrutiny.

These funds represent a unique in-
vestment concept and they were primar-
ily conceived as avehicle for collective
capital formation. However, some of the
characteristics of several labour
funds—especially with respect to the
promotion of workplace education,
worker ownership, rescue operations,
and CED groups—suggest that they
should be assessed more thoroughly
from a CED perspective.

SALIENT FEATURES OF LSVCCs

At the end of this year's RRSP sea-
son, Canada’'s 16 LSVCCs reported
nearly $2 billioninassetsunder manage-
ment. While aggregate assets of the mu-
tual funds industry are still 100 times
larger than those of the labour funds,
LSVCCshavemobilized by far thelarg-
est pool of new venture capital available
to small and medium-sized enterprises
(SMEs) across the country.

Some recent initiatives and
trendsindicate that LSVCCs
could become significant allies
of Canada’s community
economic devel opment
movement.

The rapid expansion in the number
and size of LSVCCs—in 1984, there
were only six such funds with $1.3 hil-
lionin assets—isexplained primarily by
the generous tax treatment they receive
from federal and provincia govern-
ments. Each level of government pro-
vides a 20% tax credit on shares of the
funds purchased by individual Canadi-
ans. LSV CCs units are also eligible for
RRSP deductions. These tax breaks
have caused controversy in certain in-
vestment circles, particularly amongst
some venture capitalists who do not re-
celve similar tax treatment. However,
some of Canada's largest brokerage
houses, such as Midland Walwyn and
Wood Gundy, are aggressively selling
LSVCC sharesto their customers, while
major financia ingtitutions like Royal
Trust provide custodial and other serv-

ices to the funds. LSV CCs have gone
big time.

In return for the tax breaks they re-
ceive, thelabour funds must createjobs
and invest most of their assetsin SMEs
in regions or sectors designated as pri-
orities by their sponsors. The Solidarity
Fund of Québec, the oldest and largest
labour fund (and one sponsored by the
Québec Federation of Labour), focuses
on Québec-based resource and manu-
facturing businesses that require re-
structuring or have the potential to
expand. Funds established by the Man-
itoba Federation of Labour and the
United Steelworkersof Americaseek to
promote worker-owned conversions
and buyouts. The B.C. Federation of
Labour, the Canadian Federation of La-
bour, and the Professional Association
of Foreign Service Officers have set up
LSVCCs that target technology-inten-
sive SMEs.

ASSESSING LSVCCs FOR CED

Can LSV CCsbecomealliesof Can-
ada’'s community economic develop-
ment movement? Some recent LSVCC
initiatives and trends suggest they
might. In 1992, for example, the Soli-
darity Fund of Québec created a net-
work of regional and local funds. By
October 1993, these funds had invested
a total of $7.7 million in businesses
located in four non-metropolitan areas
of Québec. While this amount is not
very large, it isgrowing and may repre-
sent asignificant trend.

In addition, research has shown that
theseregional and local fundsarepotent
levers of investments into these areas.
On average, every one dollar supplied
by the Solidarity Fund has leveraged
approximately $4.50 in additional in-
vestment.® The creation of these funds
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represents an attempt to decentralize in-
vestment decision-making and to chan-
nel capital into non-metropolitan areas.

In the west, the proponents of both
the British Columbia and Manitoba
L SVCCs have played important rolesin
promoting locally-owned and socially
progressive co-operatives and credit un-
ions in those provinces. The CEO of
B.C."’s Working Opportunity Fund,
David Levi, helped to expand and diver-
sify the services of VanCity Credit Un-
ion, the nation’s largest credit union.
Among Vancity’ sofferings arethe Ethi-
cal Growth Fund (an ethically-screened
mutual fund) and lending programs for
small business and socia housing. In
addition, the emphasis of Manitoba's
Crocus Fund on employee-ownership
led it recently to make its first invest-
ment in a local technology-intensive
worker-owned firm.

In Ontario, the LSVCC with the
greatest community orientation seemsto
be the new First Ontario Fund. Two of
its sponsors—the United Steelworkers
and the Ontario Worker Co-operative
Federation—are well-known advocates
of worker ownership. The Steelworkers
are notable for their employee buyout of
Algoma Stedl in Sault St. Marie, an in-
tervention that saved thousands of jobs
and created a viable company. In the
east, the recently established Worker In-
vestment Fund of the New Brunswick
Federation of Labour is aso likely to
take a more community-oriented ap-
proach to its work.

Of moredirect relevanceisthe expe-
rience of the Solidarity Fund of Québec
which, in the late 1980s, injected
$337,000 into the Montréal Employ-
ment Development Fund, a$1.3 million
small business development fund spon-
sored by three prominent Montréal CED
groups. A mgjor financial institution is
alsoinvolved in the venture. Thisinitia-
tive is remarkable because it represents
adirect form of LSV CC support to CED,
as well as a partnership involving gov-
ernment, a private-sector financial insti-
tution, CED organizations, and a labour
fund.

A recent study of two labour
funds—the Solidarity Fund of Québec
and B.C.’s Working Opportunity
Fund—provides important insights on
the impact of LSvCCs® The study
found that LSV CCs demonstrated sig-
nificant downstream effects at the firm

level in terms of employment retention,
spin-offs for economic development in
the area, improved labour relations and
employee involvement, and reported
gainsin productivity.

Nevertheless, LSVCCsare not
specifically designed to func-
tion as community investment
vehicles. Their main focusre-
mains the promotion of capital
formation and investment by
organized labour.

In addition, LSVCCs can provide
SMEs with significant non-financia
benefits. In particular, the Solidarity
Fund experience shows that LSV CC-
sponsored economic education in the
workplace can help to increasetranspar-
ency in management practices, improve
labour-management relations and com-
munication, enhance the collective bar-
gaining process, and promote greater
worker involvement in work scheduling
and personnel decisions. These findings
suggest that LSV CCs can encourage a
certain democratization of the work-
place, which is compatible with CED’s
local control and human resource devel-
opment focus.

It would seem, then, that there are
several waysinwhich LSV CCs can sup-
port community development. While
not all 1abour funds value the initiatives
discussed above highly, afew LSV CCs,
including some of the country’ slargest,
are already engaged in these areas of
work.

LIMITATIONS OF LSVCCs

In spite of thisrelatively positive as-
sessment, LSV CCs are limited in how
effectively they can meet the capital re-
quirements of impoverished areas and
remote communities. One of the reasons
for this is that the labour funds them-
selves are markedly different in their
own policies and approaches. Some
funds, such as the Solidarity Fund of
Québec, the Crocus Fund, and Working
Opportunity Fund, are somewhat sensi-
tiveto the needs of SMEs, small regions
and workers. They often use acombina-

tion of social, economic, and financia
criteria to assess business proposals.
Others operate as very conventional
venture capital firms with only their
sponsors distinguishing them from the
mainstream. For the latter, the criteria
by which to judge business ventures do
not differ markedly from that of “main-
stream” venture capitalists.

Another limitation is that LSVCCs
arenot specifically designed to function
as community investment vehicles.
While several LSVCCs meet some of
the requirements of CED financing,
their main focus remains the promotion
of capital formation and investment by
organized labour. (Even thisfocus does
not find universal acceptance. Some la-
bour groups, such as the CAW-Canada
and many large public-sector unions, do
not support LSVCCs.) Furthermore,
even the LSV CCsthat are committed to
community and regional development
are necessarily pre-occupied with the
formal, often technol ogically-advanced
segment of SMEs, particularly those
with export potential. For their part,
most CED strategiesfocusonlabour-in-
tensive businessesin the service sectors
or manufacturers serving local markets.

A more fundamental issue is
whether the investment decision-mak-
ing process of LSVCCs sits well with
local priorities and needs. Most of the
labour funds—a notable exception be-
ing the regional and local funds set up
by the Solidarity Fund of Québec—pos-
sess relatively centralized decision-
making structures. In this context, the
control and ownership of the decision-
making process, aswell asthe setting of
priorities regarding the funds invest-
ment strategy, are out of the control of
communities. An immediate conse-
guenceof thissituationisthe bureaucra-
tization of some of the larger funds and
the creation of delaysin the processing
and acceptanceof investment proposals.
For the many communities and entre-
preneurs faced with a dearth of invest-
ment capital alternatives, it also means
little local control over an essential de-
velopment lever.

CONCLUSION

Overdl, there are many areas of com-
patibility betweenwhat L SV CCscan of -
ferandwhatcommunitiesand SM Esneed
for their long-term devel opment. How-
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ever, the review also suggests that 1abour
funds are not the universal answer to the
financial problemsof remoteor underde-
velopedregions.

Before one can be more enthusiastic
about the value and significance of
LSVCCs for CED, more research must
be carried out. One obvious research
area is the assessment of the impact on
local and regional employment, income,
and quality of life when LSV CCs have
decentralized some of their investment
activity. In this context, a simplified set
of development indicators might be used
as benchmark data.” Another areato in-
vestigate would be the examination of
the effects of decentralization on risk
and cost reduction, leveraging effect,
and generation and use of local savings.

In the final analysis, Canada’s eco-
nomic renewal demands positive action
on severa fronts. Perhaps CED groups
and labour-sponsored venture capital
corporations can benefit from closer and
deeper linkswhilethey each pursuetheir
own objectives. CED practitioners and

policy-makers would benefit from a

clearer understanding of both the limits
and the possibilities proffered by
LSVCCs.#”

For more information, contact Francois

Lamontagne, New Economy Development

Group, 109A-858 Bank Street, Ottawa,

Ontario K15 3W3 Tel (613) 238-5353
Fax (613) 238-1495 or Ted Jackson,
Centre for the Study of Training, Investment
and Economic Restructuring, Carleton
University, 1125 Colonel By Drive,
Ottawa, Ontario KI1S 5B6 Tel (613)
788-2600 Fax (613) 788-3561.
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