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4. Comparative Advantage of Public Service Mutuals 

This section applies the concept of comparative advantage to demonstrate that PSMs are a viable 

alternative to the prevailing arrangements of government, market, and community service sector 

delivery of public services. It is argued that the inherent characteristics of PSMs address failures 

relating to the prevailing arrangements. First a definition of comparative advantage is given. This is 

followed by a summary of the failures of the prevailing arrangements, and discussion of how these 

can be addressed with PSMs. 

The term comparative advantage is generally associated with economics, which define it as the 

ability of an individual, firm or country to produce a particular good or service at a lower marginal 

and opportunity cost over another.88 In this paper, we use the concept of comparative advantage as 

defined by the social sciences relating to delivering public services and meeting individual and 

community needs:89,90 

The ‘inherent structural characteristics’ of an organisation such as structure, governance, 

resources and ownership lead to advantages which enable the organisation to be more 

competitive over its rivals not only in the short term but also the long term. 

Comparative advantage differs to competitive advantage. Competitive advantage, as first proposed 

by Michael Porter91, is the ability of an organisation to stay ahead of its competitors by succeeding 

in one key strategic area using non-inherent characteristics: cost leadership; differentiation; 

innovation; and operational effectiveness. It can be argued that comparative advantage may be an 

additional source of competitive advantage but not vice versa. 

4.1. Inherent characteristics of PSMs 

In terms of public services, the ‘inherent characteristics’ of PSMs may predispose them to respond 

more or less effectively to different states of ‘disadvantage’ experienced by their users and provide 

better outcomes.92 Inherent characteristics stem from organisational structures of ownership, 

stakeholders, and resources. Billis and Glennerster 93 propose that under different situations or 

types of system failure such as for-profit, government and community service organisation failure, 

one type of organisation will have a comparative advantage because of its inherent characteristics, 

and hence will be more effective in delivering on services. The structural elements of the different 

organising models are summarised in Table 5. These elements provide the basis for the inherent 

characteristics for each model, which in turn provide the basis for identifying comparative 

advantages. 

                                                           
88 D Ricardo, “On The Principles of Political Economy and Taxation,” vol. 1, 1817. 
89 Billis and Glennerster, 79–98. 
90 J Birchall, “The comparative advantage of member-owned businesses,” in Review of Social Economy, vol. 70, 2011, 263–294. 
91 M Porter, Competitive Advantage, New York, Free Press, 1985. 
92 Billis and Glennerster, 79–98. 
93 Billis and Glennerster, 79–98. 
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Table 5 - Comparison of the structural elements of mutual, government, for-profit, community 

service sector business models94˒95˒96 

Structural 

elements  

Mutuals  For-profit  Community 

service 

organisations 

Government  

Governance  Democratic / self-

determining 

Self-determining / 

regulated 

Self-determining  Dependent 

Ownership   Members Shareholders Charity trustees/ 

community 

directors 

Government 

Purpose  Profit and Social 

Long-term  

Profit  

Short-term 

Social 

Long-term  

Social 

Long-term  

Funding  Members 

Business operations 

Investors 

Business 

operations 

Debt 

Government, 

philanthropic 

Government 

Type of owner 

engagement 

Two-way One-way One-way One-way 

Workforce Paid Paid Paid / voluntary  Paid  

Profit  Re-invested  Shareholders 

Re-invested 

Re-invested  Government  

Re-invested 

Tax Taxed with tax- 

exempt exceptions 

Yes Tax exempt with 

exceptions 

Tax exempt with 

exceptions 

PSMs possess some characteristics which are common with businesses, government agencies and 

community service organisations, however it is the defining attributes that make PSMs distinctive.  

In Australia PSMs are self-determining organisations that seek to operate in a financially sustainable 

way, they have a concern for community, and are voluntary and open organisations that engage 

with communities through their membership.  

PSMs therefore have the autonomy of the private sector, a social purpose comparable to a public 

sector ethos, self-determination, and community empowerment often found in the community 

service sector.97 These characteristics enable PSMs to address some of the government, for-profit, 

and community service sector failures described earlier.  

                                                           
94 Birchall, 1–22. 
95 Salamon.  
96 Billis and Glennerster, 79–98. 
97 M Sesnan, “The evolution of social enterprise,” in The Guardian, , 2013, <http://www.theguardian.com/social-enterprise-

network/2013/aug/19/evolution-of-social-enterprise>. “ 
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Key finding 5: PSMs have the potential to address the failures which are sometimes evident when 

government, markets and community service sectors deliver public services. This potential is driven by the 

inherent characteristics of PSMs, specifically decision-making by members, autonomy and independence, 

member economic contribution, reinvestment of profits, and co-operation. 

Consultation question 5: To what extent can PSMs address government, market and community service 

sector failure? 

 

4.2. The nature of comparative advantage 

Birchall 98 proposes that PSMs have three types of comparative advantage based on the 

characteristics of: ownership; control; and benefit. Net Balance Research Institute99 adapted this 

model, suggesting that control and benefit are the result of member ownership, as depicted in 

Figure 3.  

 

Figure 3 - Comparative advantages that flow from member ownership of mutuals100˒101 

The overarching comparative advantage of PSMs is therefore ownership by its members which 

generates not only control but also the scale and nature of benefits. The ownership and control 

element is particularly important in terms of engagement where high levels of engagement 

between consumers and employees are associated with higher levels of benefit, including better 

specified services and higher levels of satisfaction. The higher levels of benefit may be also driven 

by the reinvestment of surpluses, which allows the organisation to offer either higher quality 

services or lower costs when compared to other providers. These aspects of comparative 

advantage are explored further in the following paragraphs. 

These comparative advantages can allow members to be independent from government, for-profit, 

or community service sector pressures and make decisions that meet their best interests. This 

                                                           
98 Birchall, 263–294.  
99 Net Balance Research Insititute. 
100 Birchall, 263–294.  
101 McKinsey & Company, International Summit of Cooperatives, Improving cooperatives’ agility, , 2012, pp. 1–29.  
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facilitates longer-term decision making beyond political cycles and associated perverse incentives, 

and supports a focus on efficiency of operations. As a result, PSMs are less likely to make risky 

short-term decision making, instead focusing on longer-term sustainable performance and 

investment.  

Engagement with members leads to a range of comparative advantages over other arrangements. 

This includes providing targeted and specialised services to meet members’ needs, supporting 

innovation of members, and increasing employee wellbeing. Through engagement with members, 

PSMs are able to develop more personalised engagement and increase the ability of the 

organisation to identify members’ specific needs.102 This also puts PSMs in a good position to take a 

holistic approach to addressing complex problems as described in Section 2.3.103 Where innovative 

solutions are needed to address these problems, the PSMs arrangement is able to support 

development and encourage member contribution. In particular, the learning from the UK is that 

PSMs which are spun out of constrained and structured government organisations are able to 

unleash the enterprising and entrepreneurial skills and energy of employees.104 

The re-investing of profit for the benefit of members is one of the strongest advantages of PSMs. 

Depending on the type of PSM, different benefits are generated. Profits from consumer-owned 

mutuals can be re-invested to improve the quality and competitiveness of products and services for 

members, including rebates, discounts and special offers.105 The reinvesting of profits can address 

failures of distributional inequity and missing markets that occur in for-profit models, and can also 

allow organisations to offer products and services that can compete with for-profit organisations. 

Similarly, reinvested surpluses can help address problems driven by perverse incentives in for-profit 

models and resource efficiency failures in the community service sector. In these arrangements 

profits can be re-invested to improve the efficiency of operational systems whilst ensuring quality 

of service. For mutuals and producer or employee co-operatives the reinvestment of surpluses can 

facilitate competitive salaries, improved working conditions, and investment in education and 

training.106  

The following attributes constitute the most significant characteristics and comparative advantage: 

���� Member owned for member benefit 

���� Democratic governance 

���� Autonomy and independence of operation 

���� Member economic contributions 

���� Re-invest profits 

���� Employee productivity and wellbeing 

���� Long-term value creation  

                                                           
102 McKinsey & Company, pp. 1–29.  
103 Muir and Parker.  
104 The Ownership Commission, Plurality , Stewardship & Engagement, Mutuo, 2012.  
105 Communities and Local Government Committee.  
106 Communities and Local Government Committee.  
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���� Co-operation  

These are further described in Table 6. 

Table 6 - Significant characteristics and comparative advantages of Public Sector Mutuals 

Characters and 

Comparative 

advantage  

Description  

Member owned for 

member benefit 

 

PSMs are member-owned businesses that exist to generate benefits for their members, 

rather than maximise profits for external shareholders.107 PSMs therefore have sustained 

higher levels of member engagement and satisfaction for consumers and/or employees. 

The ownership structure also enables them to specialise and to do so efficiently.108  

Democratic 

governance 

Two-way member ownership and the use of democratic governance processes are key 

differences between a PSM’s business and other structures. These elements offer 

members the ability to make decisions that represent the interests of the majority of the 

members, giving more control to the members.109˒110  

Autonomy and 

independence of 

operation 

Any partnerships or external agreements are entered into with the strict condition that 

the democratic control and interests of members are not infringed upon.111  

Member economic 

contributions 

Members make equitable economic contributions which give them control of the capital 

within the PSM.112 

Reinvest profits   PSMs reinvest profits back into the organisation rather than distributing a dividend to 

external shareholders. The surplus profit can be returned to the members and 

community in the form of higher quality services, and lower or subsidised services.113 The 

reinvested profit can also be used to strengthen the organisation in terms of providing 

education and training for staff, improving service delivery systems or improving financial 

sustainability by building the balance sheet.114˒115 

Employee 

productivity and 

wellbeing 

PSMs, especially producer co-operatives, may be able to achieve higher levels of 

productivity and promote the wellbeing of employees as a result of the reinvestment of 

profit and high levels of member engagement.116 

Long term value 

creation 

PSMs are owned by their members, who may be the customer, employee or producer, 

they are more predisposed to have a longer term view of success. This balances 

profitability with meeting the needs of members through the provision of quality 

products and services.117 

Co-operation PSMs are able to serve their members most effectively when they enter into external 

partnerships. This allows PSMs to share resources, operate collectively and strengthen 

the PSMs movement. 118  

                                                           
107 Birchall, 263–294.  
108 Business Council of Co-operatives and Mutuals, Submission to the Financial System Inquiry, , 2014, 

<http://fsi.gov.au/files/2014/04/Business_Council_of_Co-operatives_and_Mutuals.pdf>. 
109 RDA Mid North Coast, pp. 1–113. 
110 Office for Public Management, New models of public service ownership: A guide to commissioning, policy and practice, , 2010, 

<http://www.opm.co.uk/wp-content/uploads/2014/01/OPM-employee-ownership-report-Aug-2010.pdf>.  
111 RDA Mid North Coast, pp. 1–113.  
112 RDA Mid North Coast, pp. 1–113.  
113 Office for Public Management.  
114 Canada Co-operative Association, Child Care Co-operatives in Canada 2007, , 2007, 

<http://ccrnrcrc.files.wordpress.com/2012/03/child_care_cooperatives_a_research_report.pdf>.  
115 Baxi Partnership et al., How to become an employee owned mutual: An action checklist for the public sector, Baxi partnership; Field 

Fisher Waterhouse; OPM; Employee Onwership Association, 2011.,  
116 T Cooper, The Benefit Is Mutuals: Harnessing Old Models of Public Value in a New Age of Austerity, Accenture, 2012.  
117 C Seager, “Best bits: can co-operatives compete with big business?,” in The Guardian, , 14 March 2014, 

<http://www.theguardian.com/social-enterprise-network/2014/mar/14/co-operatives-compete-big-business>. 
118 RDA Mid North Coast, pp. 1–113.  
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4.3. Public Service Mutuals Failure  

As with all corporate structures, PSMs are subject to the risk of failure in certain circumstances. 

Failure occurs when the operation of the PSM is no-longer aligned with the intended approach of 

the members. This can cause either a failure to achieve comparative advantage or organisational 

failure. A literature review of failures and challenges is summarised below. 

Decision-making by and for members, a unique strength of PSMs, can also lead to instances of 

failure.119 Historically, the origin of PSM failure can be explained by a decline in member 

engagement and the erosion of member control. This also includes the difficulty posed for 

organisations with a small number of members, as a sudden call on capital poses a substantial risk. 

The inverse situation can also trigger failure. As an organisation grows and its member 

heterogeneity increases there is a risk of member disengagement, particularly as ownership, 

responsibilities and rewards becomes diluted.120˒121  

Birchall (2013) describes the problems PSMs can face, including, a lack of ability to raise funds from 

members, weak financial incentive for governance, and a lack of member loyalty due to low per 

capita investment.122 Birchall also proposes that sourcing capital through members will incentivise 

the PSMs to attempt to operate itself out of financial difficulty. This is in lieu of considering options 

that may be more suitable for the circumstances, including winding up, restructuring or business 

transformations. The issue is compounded if member engagement weakens and difficult decisions 

aren’t made. 123 

A McKinsey & Company study revealed a number of challenges associated with the unique 

structural characteristics of PSMs.124 The democratic structure was found to slow the decision 

making process, raising the challenge for PSMs to improve the process without losing the strong 

connection to individual members. The inclusion of current members in the decision making 

process was also found to predispose the organisation to prioritising the needs of current 

members. This reduces more innovative thinking that would be riskier for current members, but 

beneficial for future members.125   

Lender’s and investor’s relative lack of understanding of the nuances of PSM structures can pose 

difficulties for young organisations or start-ups seeking to access funding.126 The lack of mainstream 

understanding can also lead to challenges posed by legal, tax and regulatory complexities. There 

                                                           
119 McKinsey & Company, pp. 1–29.  
120 Birchall, 1–22. 
121 P Kramper, “Why Cooperatives Fail: case Studies from Europe, Japan and the United States, 1950-2010” in The Cooperative Business 

Movement, 1950 to the Present, Cambridge Univeristy Press, 2012, pp. 126–150.  
122 Birchall, 1–22., “The potential of co-operatives during the current recession: theorizing comparative advantage,” Journal of 

Entrepreneurial and Organizational Diversity, vol. 2, no. 1, pp. 1–22. 
123 Birchall, 1–22. 
124 McKinsey & Company, pp. 1–29.  
125 McKinsey & Company, pp. 1–29.  
126 Communities and Local Government Committee.  
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still remains room for the regulatory framework to be developed into a form more conducive to 

PSM arrangements.127. The inclusion of Co-operative Capital Units in the new national co-operative 

legislation acknowledges the challenges co-operatives may face in raising capital and provides a 

mechanism which is aligned with mainstream practice.  

NSW State Government research into failed NSW co-operatives found windups and de-registrations 

occurred “for a variety of reasons which would not be considered unique to the co-operative 

structure”128˒129. This refers to factors such as sector downturns, ageing members wishing to retire, 

mergers and legal challenges. An additional finding of the research is that a significant number of 

co-operatives failed due to a number of reasons, including an inability to attract members and 

hypothetical commercial opportunities didn’t eventuate. Factors which appear to be the result of a 

combination of over-enthusiasm and poor planning during formative stages.130   It should be noted 

that co-operatives and mutuals have a lower failure rate than all other forms of incorporation not 

withstanding these findings. 131 

These failures highlight the importance of ensuring robust planning during the formative stage and 

that a reflective process occurs within the ongoing operations to monitor whether organisational 

goals and member interests remain aligned. The following section discusses situations where PSMs 

are likely to result in the best outcomes through leveraging the PSMs inherent characteristics.  

4.4. When are PSMs the best option? 

Whilst PSMs may offer diversity to many public service markets, as with other approaches to public 

service delivery, PSMs are likely to be most successful under certain circumstances. Furthermore, 

the inherent characteristics and comparative advantage mean that for some circumstances PSMs 

may be the preferred organising model. The literature and engagement with a wide range of 

stakeholders as part of the preparation of this Green Paper identifies two circumstances where 

PSMs may be able to achieve comparative advantage:  

1. ‘Specialism’ – providing products and services to meet a specific need of the members 

which may include addressing geographic monopolies and/or limited profit opportunities. 

2. Market volatility – managing market volatility through improved management of cash flow 

and capital, and long-term decision-making.132  

                                                           
127 Communities and Local Government Committee. 
128 NSW Government Finance & Services, Components of successful co-operatives: An analysis of formations over a five year period, , 2010, 

<http://www.bankofideas.com.au/Downloads/BOI_Resource_A003.pdf>.  
129 NSW Office of Fair Trading, “State of the Sector: New South Wales Co-operatives,” , 2006.  
130Birchall, 1–22. 
131 NSW Office of Fair Trading, 2006, “State of the Sector: New South Wales Co-operatives,” NSW Office Of Fair Trading, pp. 23. 
132 Birchall, 1–22. 
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Specialism 

Historically many PSMs – especially consumer co-operatives – have been established to address a 

specific community need where there is government, for-profit and community service sector 

failure. Often this relates to a specific segment of the population defined either by geography or 

the specific need (product or service). On this basis the PSM will have a specific focus or 

membership, which will differentiate it from other organisations. This specific focus can be 

considered a specialism, which the PSM can use for both competitive and comparative advantage.  

Market specialism occurs where there is a geographically defined area where for-profit, 

government and community service sector failures may exist. The PSMs may then become a 

monopoly provider using member engagement and the investment of surplus to ensure the 

operational and financial sustainability of the organisation. This sustainability may also be achieved 

through cross-subsidisation to ensure equity of access in a locality.133˒134˒135 In the case of PSMs, by 

addressing for-profit and government failures, the PSM may be eligible for a government subsidy to 

supplement member or community contributions, which is commonly the model adopted by 

community service organisations. 

Enterprise-owned co-operatives enable self-employed people, businesses, community service 

organisations and PSMs to gain the strength in numbers so that they can survive and thrive in 

markets. Many organisations delivering public services are small and embedded in communities 

which suggests that the opportunities for enterprise-owned public service mutuals may be 

considerable.136 Small service providers and larger organisations that are embedded in communities 

may have comparative advantage through delivering specialist services which respond to local 

need, however they may not be able to achieve the economies of scale or market power of larger 

providers which may limit their potential and also expose them to risk if there is market 

competition.137 ˒138 These problems can be addressed by service providers working together as a 

collective, buying resources in bulk and achieving market power by positioning themselves as one 

larger entity. This can prevent market failure that result from a small number of large suppliers 

dominating.  

PSMs can address a range of market failures, which relate to some of Australia’s wicked social 

problems. The ownership and control characteristics of PSMs prevents external interests from 

exploiting the weaker position of individuals especially where there is information asymmetry, 

exclusion and missing markets.139˒140˒141 Financial exclusion is one of Australia’s wicked social 

                                                           
133 Bland.  
134 Birchall, 1–22. 
135 Co-operatives UK.  
136 Net Balance Research Insititute. 
137 Kramper, pp. 126–150. 
138 Birchall, 1–22. 
139 Birchall, 1–22. 
140 J Birchall & R Simmons, Co-operatives and Poverty Reduction: evidence from Sri Lanka and Tanzania, Co-operatives Council, 2009.  
141 J Birchall & R Simmons, Resilience in a Downturn: the power of financial co-operatives, , 2013. Resilience in a Downturn: the power of 

financial co-operatives, International Labour Office, Geneva, pp.1-65. 
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problems where there is a range of government welfare and philanthropic programs, some of 

which include significant involvement of for-profit mainstream banks, that focus on those which are 

most excluded. Customer owned banks and credit unions provide access to financial services for 

the general public and a range of specialist segments, which can be defined by location, profession 

and other shared interests. Through competitive products and pricing, and without the 

requirement to distribute profits to external shareholders, these customer owned banks are able to 

offer affordable and appropriate access to financial services. This helps those on low incomes to 

minimise the risk of having to use expensive short term credit options or other expensive longer- 

term arrangements. Some customer owned banks including bankmecu are also able to offer further 

support for those typically served by welfare and philanthropic programs.    

PSMs may also hold comparative advantage where product and service delivery costs are high with 

low profit margins – especially where a large proportion of the costs of production relate to fixed 

costs such as employment. This is often the case for delivering public services. On this basis, as 

profit is not a key driver for PSMs, the focus can be on quality sustained service delivery and not 

achieving margins on product costs. This comparative advantage holds for consumer, producer, 

enterprise and hybrid PSMs.  

Market volatility 

There are two aspects of PSMs which enable greater performance through periods of market 

volatility such as periods of recession - improved management of cash flow and capital, and long-

term decision-making.142 The reinvesting of surpluses provides an opportunity to accumulate 

capital, which supports the sustainability of the organisation as it is better able to manage peaks 

and troughs in the economic climate and demands.  

Market volatility is also managed in PSMs through a greater focus on long-term sustainability than 

is typically the case for the other arrangements.143 The focus on reinvesting surplus to maintain a 

stable flow of working capital and cash flow reflects the risk averse behaviour of PSMs.144 This 

approach leads to decision-making based on long-term considerations in order to reduce potential 

risks to the organisation’s ongoing operations.  

Key finding 6: The inherent characteristics of PSMs lead to the potential for them to have comparative 

advantage in terms of delivering public services. Whilst there is merit in PSMs contributing to 

organisational diversity there is also potential for PSMs to make distinctive contributions in public service 

markets. 

Consultation question 6: To what extent do you think PSMs have the potential to offer comparative 

advantage when delivering public services and contribute to the functioning of public service markets?   
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