MONDRAGÓN COOPERATIVE CORPORATION (MCC)

An Introduction

by Fred Freundlich, Partner 

Ownership Associates, Inc., Bilbao, Spain

Prepared for:

Shared Capitalism:  Mapping the Research Agenda

Washington, D.C., May 22-23, 1998

The Mondragón Cooperative Corporation, or MCC, is often considered the most successful example of worker-owned enterprise in the world.  Taking its name from the small town in the Basque Country of northern Spain where it was founded, the MCC's reach now extends across Spain, Europe and the globe.  A highly-integrated network of some 100 MCC cooperative enterprises and support organizations competes quite successfully with conventional corporate rivals both locally and word wide. 

This paper seeks to provide a brief introduction to the MCC.  It should serve as background for my presentation at the conference on institutional arrangements in Mondragón that contribute to the persistence of employee ownership there.  This paper is divided into four sections: the first offers some statistics on the size and scale of the cooperative group.  The second outlines the historical development and current structure of the MCC in very abbreviated terms.  Section 3.0 briefly discusses a number of reasons observers have given to help explain the Mondragón group's success and durability, and, finally, Section 4.0 concludes the paper by mentioning a number of important challenges that Mondragón faces today and in the future.  

1.0       CURRENT STATISTICS

What started as one firm and some 25 people in 1956 is now a major international business with a work force of over 34,000, employed in over 100 worker-owned enterprises and affiliated organizations, all of which are integrated into the Mondragón Cooperative Corporation (MCC).  In 1997, the MCC had total sales of approximately $5 billion, exported nearly half its industrial sales, and its Financial Group (bank and insurance company) had nearly $7.5 billion of various financial assets under management.1  MCC firms are the leading producers of domestic appliances and machine tools in Spain, the largest domestically-based supermarket chain in the country, and the third largest supplier of automotive components in Europe.  Among its other products and services, one finds automated manufacturing cells, satellite dishes, bus assembly, industrial presses, metal building structures, engineering consulting, and software development, to name a few. 

Valid comparative performance data on such measures as profitability and productivity are hard to come by, but, as a point of reference, MCC's operating margins in 1996 and 1997 were 8.8% and 11.5% respectively (years of slow growth in Spanish and European retail food and consumer durable goods markets where the MCC is heavily invested).2  The comparative research that is available generally indicates that the MCC equals or outperforms its conventionally-owned rivals on standard measures of business performance (Martin, forthcoming; Thomas & Logan, 1980). 

Equally important, the Mondragón group has an exceptional record of employment growth and maintenance, though a curious mix of factors explains this record.  First, the group has a strict no-layoff policy, and hence, individual enterprises which may not be in trouble but are facing a cyclical downturn, transfer workers to other businesses in the group which are in a growth phase3 (or these workers are paid 80% of their wages until a position is found).  Similarly, all the worker-members from the small number of firms that have been closed over the years also relocated to other cooperatives, took early retirement, or were re-trained.  Second, the survival rate of new ventures in the group has always been very high, well over 90%, compared to approximately 20% for start-ups of conventional businesses in the United States for example.  Start-ups, or new activities in existing firms, receive substantial business, technical and financial assistance from the group's central departments and allied cooperatives and support organizations.  Finally, a significant number of temporary workers create a buffer for companies operating in volatile markets.4  It should be said that employment of temporary workers is a controversial issue inside and outside the MCC,5 but still is a tactic the group believes to be a competitive necessity for the present.  In summary, Mondragón firms have managed to protect and expand employment remarkably well, especially in comparison to the larger Basque and Spanish economies which have experienced more or less severe restructuring for much of the last two decades that left 15% to 20% of their work forces unemployed.  

Overall, the Mondragón network has undoubtedly been an remarkable economic success.  The next section looks briefly at how it all began and how institutions evolved over the years into what is the present MCC structure. 

2.0       HISTORICAL DEVELOPMENT & CURRENT STRUCTURE

The historical roots of Mondragón, not surprisingly, make a complicated story in themselves (see Greenwood & Gonzalez Santos, 1992; and Whyte & Whyte, 1991), and I will just touch on them here.  The Basque Country has historically been a relatively poor region for agriculture, but one with substantial deposits of iron ore and coal within its borders and nearby.  An industrial tradition developed.  Iron and steel industries, metalworking of various kinds (some dating back to the 16th century), and shipbuilding all prospered in the late nineteenth and twentieth centuries.  The Basques engaged in substantial trade with other parts of Europe and England in particular.  The Mondragón area fits squarely in this tradition; it was home, in fact, to one of the largest metalworking companies in the region for a good part of the century prior to the creation of the cooperative group.

The Spanish Civil War (1936-1939) also played an important role in the history of the cooperative complex.  The Basques, in the main, sided with the Republicans, who had promised greater regional autonomy, and fought against Franco and his fascist-supported army.  The war destroyed much of the country and Franco's government singled it out for especially harsh treatment in the years following.  This environment of deprivation and repression left by the war, in combination with other factors, provided fertile ground-"cultivated" by a particular leader and particular institutions as we'll see below-for the germination of a certain kind of a local, undeclared social movement based on a capacity for sacrifice and solidarity. 

In 1941, into this environment, the Archbishop of the region sent a young priest, José María Arizmendiarrieta.  His quiet but forceful, charismatic, even visionary, leadership played a central part in the development of the cooperatives, another complex history that cannot be explored in this space.  I should note, however, that it was he who inspired and did much of the legwork in support of many of the group's early institutional innovations; indeed he is perhaps most responsible for making institutional adaptation a fundamental element of the culture of the Mondragón network.  In summary, from the beginning in the 1950s until his death in 1976, Arizmendiarrieta was the unquestioned, but unofficial, philosophical and policy guide of the Mondragón group and was, without a doubt, crucial to its long-term success.

Return, though, to the early years.  An eminently practical person, as well as something of a social science intellectual, Fr. Arizmendiarrieta quickly came to the conclusion that his duties lay as much in social and community development as in affairs more strictly of the spirit.  By 1943, he had established a technical school for young people with community help.  As the years passed, he organized local associations of all kinds under the protective auspices of the Church6 and, based on his reading in social science and Catholic Social Doctrine, he gradually introduced ideas that called into question conventional labor and social relations and traditional forms of business organization.  

Over the years, a nucleus of committed young people formed around Arizmendiarrieta, and eventually, five of that group, graduates of his technical school, earned degrees in engineering and went to work in Mondragón's principal business, the Union Cerrajera.  During their short tenure there, they offered suggestions to management about new forms of worker participation, growing out of their experience with Arizmendiarrieta, but management wanted no part of it.  These five soon left the Union Cerrajera and, in 1955-56 formed a business making simple paraffin stoves.  It was called Ulgor, an acronym based on the initials of their last names. 

As the economy recovered from the war, new businesses found relatively easy local and regional markets for their goods (sheltered as they were by Madrid's projectionist import policy).  Ulgor was no exception.  It experienced substantial success in its first years, as did several other businesses that had been formed in its wake.  Arizmendiarrieta soon convinced the group that they should have a direct source of capital-their own bank-and in 1959 helped them establish the Caja Laboral Popular, a pillar institution, which will be described below.  By the mid-1960s, Mondragón firms had become established.  Several had grown to be fairly large with some hundreds of worker-members, and the number of firms in the group surpassed 30. All had become legally affiliated with the Caja Laboral and adopted the same set of cooperative by-laws.  Business continued to be good and several other key Mondragón institutions took shape aside from the bank: engineering and business colleges in the 1960s; the precursor to the supermarket chain, Eroski, in 1969; an independent social security and insurance service, Lagun Aro, in 1973 (after 14 years of "incubation" in the Caja); and, in 1974, Ikerlan, the group's main R&D center (also after several years of "incubation" in the polytechnical college). 

A defining feature of the Mondragón cooperatives throughout their history, as I alluded to earlier, has been their ability to adapt overall institutional structures to changing circumstances.  In the early years, most of the cooperatives operated more or less independently from day to day, while all joined together by signing a "Contract of Association" with the Caja and sent representatives to the Caja's General Assembly to develop overall group policy.  As markets became more complex and competitive, the firms began to see advantages in joining forces.  Starting as early as the mid-1960s, and then to a much greater extent in the late 1970s and 1980s, the co-ops formed regional sub-groups to provide themselves more comprehensive strategic management and related joint services.  By the late 1980s, the group as a whole felt that this structure was no longer adequate.  Markets were increasingly global and the integration of Spain into the competitive environment of the European Union had already begun in earnest.7  

The Mondragón group responded to these pressures in several ways, the most significant response being a unique kind of legal-structural unification.  The new structure, created in 1991, gathered all the enterprises and support organizations under one corporate roof, the MCC.  The individual cooperative enterprises are distributed among the MCC's three main business groups (Financial, Industrial, and Retail/Distribution) and, within the Industrial Group, into seven divisions.  The MCC as a whole is now managed by a President and his General Council, which is comprised of nine vice-presidents (one per group or division) and the directors of six MCC Central Departments.  MCC officials emphasize that the purpose of the reorganization was most definitely not centralized operational control, but rather, closer coordination of activities within common business sectors, improved economies of scale, and greatly strengthened strategic planning.  The Caja Laboral remains a pillar institution, but now devotes itself to the banking business more strictly defined, and its development finance / venture capital functions have been transferred to the MCC and its Central Inter-cooperative Fund (FCI), financed by annual contributions of 10% of profits by member companies.8
The new MCC management bodies are accountable to two representative governance structures, the Cooperative Congress and its Standing Committee.  The Cooperative Congress is made up of representatives elected from each cooperative in the Corporation (in indirect proportion to each firm's size) and is the highest authority in the MCC.  It debates and establishes basic MCC policies.  The Standing Committee (essentially an internal board of directors) consists of 17 people elected from among the previously elected leadership of the sectoral groups and divisions.  The Standing Committee appoints the President of the MCC (the CEO) and must approve the President's choices for the General Council.  

While the MCC now appears at first glance to be much more like a conventional conglomerate, cooperative principles are still in place.  Each individual cooperative firm remains, legally and to a large degree functionally, an autonomous unit controlled ultimately by its General Assembly of worker-members.  Each firm joined (or rejected joining) the MCC by a vote of its General Assembly, and can leave at any time.  All but three or four of the group's cooperatives voted to join the MCC when the new structure was adopted in 1991.  Still, the new arrangements have generated a substantial amount of controversy within the group over issues such as the centralization of authority, the bureaucratic distancing of senior management from the membership, and others, which I'll mention below.  

This is where the MCC stands today.  It has become a multi-billion dollar international enterprise, with a unique and complicated internal structure, but one still based in large part on formal democratic procedures.  

3.0       KEY FACTORS IN MONDRAGÓN'S SUCCESS

That Mondragón is a remarkable success is beyond doubt.  The question that arises for many audiences is, naturally: why has it been so successful?  What factors have set Mondragón apart from many other, less successful experiences with worker ownership in other locations and other periods of history?  What might others interested in promoting worker ownership learn from what has happened in Mondragón?  

Before addressing these questions, I should say that the observations that follow are not original.  I have learned a great deal from several other authors who have written about Mondragón, and worker ownership more generally, who have come to similar conclusions (see References), as well as from MCC staff over the years.  I would urge people interested in Mondragón to seek out the literature on the topic. 

Consider first questions about Mondragón's success: It seems that the factors behind Mondragón's prosperity fit into two somewhat distinct sets.  The first set is composed of factors that are more or less unique to certain historical eras or to particular places, and, as a result, are not readily adapted for transfer to new situations (though these factors still provide important lessons).  The second set of factors consists of innovative notions that can be more easily "learned," so to speak, and then adapted to other circumstances.  Some of these are what William Foote Whyte has referred to as "social inventions" - ideas for institutional design or policy that have been put into practice in one context and that can inform initiatives in other contexts.  One heartening note in this regard: a cooperative group in Valencia on Spain's eastern coast has borrowed several of these ideas and implemented them with some success - the group now has ten cooperative firms, 4,200 worker-members and a financial institution based on the Caja Laboral model.9  

Turn now to the first set of factors, the historically and geographically unique grouping.  I see four factors here. 

(1)   A Charismatic Leader-Fr. Arizmendiarrieta: First and foremost of the factors unique to Mondragón is the figure of Jose Maria Arizmendiarrieta.  He clearly played an absolutely fundamental role in the development of the co-op group.  He was, as I've mentioned, responsible for the founding of the technical school from which the five founders, and other key leaders, eventually graduated, and for catalyzing the development of other important support institutions.  Though soft-spoken and a poor public speaker, he had tremendous presence, was a forceful and persuasive person, and commanded great respect, especially among the first generation of leaders and worker-members.  He was inspirational in his own peculiar way, and a corps of dedicated disciples, of sorts, emerged around him, small at first but larger as the years passed.  Many of these disciples became management and shop floor leaders in the first crucial decades.  In fact, I would argue, that this group developed a kind of "esprit-de-corps" that became widespread in the first generation and among their followers as well, though perhaps to a lesser degree.  This esprit-de-corps was more than a sense of unity; it also was characterized by strong norms of hard work, sacrifice and appreciation for technical competence that were not necessarily related to a belief in the cooperative idea.  In other words, whether or not a given group of managers or workers was especially concerned about upholding specific cooperative principles, that group still often seemed to demonstrate something of this spirit, this commitment to and pride in a broader project, this willingness to work hard and take the extra step for the good of the company or the network.  

In addition, Arizmendiarrieta was a very active, thinking person, and far-sighted, constantly asking himself and others what needed to be done or changed or added to address a particular problem or prevent one from arising in the future.  Perhaps the best example of his far-sightedness is his effort, back in 1959, to organize what became the Caja Laboral, Mondragón's bank (and formerly its development finance institution), which has been central to the group's success.  He was a rare combination of visionary and pragmatist; he was very focused on finding practical solutions to immediate problems, but, simultaneously, he had a number of broad firmly-held principles that not only informed his short-term problem-solving efforts but also spurred continuous efforts to think ahead in strategic ways.  This unusual combination of traits proved very useful throughout Arizmendiarrieta's association with the Mondragón group and its effects continue to be felt in the group to the present day.

Father Arizmendiarrieta also led by example, by making substantial personal sacrifices for the good of the whole, by being constantly ready to help others, by discipline and hard work, by being self-critical, but all the while with a positive, active, problem-solving outlook.  Some of these characteristics may have come in part from his vocation as a Catholic priest, but certainly many priests would have been lesser leaders in many of these respects.  

Arizmendiarrieta was a singular leader and, of course, such people cannot be "created" at will to be put to work building new institutions.  Still, leaders of employee ownership companies and associations would do well to learn from his example.  

(2)   A Protected, Growing Economy:  Another key factor in the success of Mondragón firms, again, one difficult to control or imitate on a significant scale, relates to the economic circumstances in which the firms became established.  The Spanish market was highly protected during the Franco regime; competition from more powerful and sophisticated foreign companies was not a serious issue in the early years.  The new Mondragón co-ops were able to establish themselves and grow to maturity or near maturity in a relatively very safe economic environment.  There was also plenty of "space" in the economy for new companies to be created in different markets without the almost immediate and cutthroat competition that exists in most new markets today.  The Mondragón group took advantage of this "roomy" market and quickly diversified from domestic appliances to forge and foundry products, electronics, industrial components and equipment, construction and machine tools.  This diversification helped enormously in later years, during troughs in the business cycle and when competition became more keen.  

In addition, by the late 1950s and early 1960s, the Spanish economy had recovered from the devastation and isolation of the Civil War and World War II.  The population had significant pent-up savings and growing disposable incomes.  Mondragón firms' had healthy profit margins and the group was able to finance a good portion of its growth out of earnings.  Substantial accumulated profits, which I'll talk more about below, were also available to finance new cooperative businesses.

(3)   An Industrial Tradition:  A third factor in this set is the existence of an industrial tradition in the Basque Country generally and in Mondragón in particular.  Historically the Basque Country has been the most industrialized in Spain, along with Catalonia.  As described above, there were nearby iron and coal deposits which fostered the development of iron and steel, metalworking and related industries.  Trade between Basque and English firms dates back a century or more.  The town of Mondragón itself had been home to the Union Cerrajera, a large lock manufacturing company, since early in the 20th century.  It was one of the most important industrial firms in the Basque Country for many years and, naturally, gave rise to a large number of metalworking and other allied businesses in and around Mondragón.  By the time the first Mondragón cooperative was founded, the population of the area had a large store of industrial skills and knowledge, and was accustomed to the rhythms and requirements of industrial life.  

(4)   A Micro-Reaction to the Franco Dictatorship: A fourth factor unique to the Basque situation concerns a certain kind of psychological and social reaction to living under the Franco government.  Virtually all avenues of public expression were, of course, closed to the general public during this period.  While it is difficult to demonstrate, several people from Mondragón and other places in the Basque Country have told me that certain individuals and small groups found a kind of outlet for expression in the formation of cooperatives.  Others chose different routes: they taught the Basque language, then legally forbidden, in underground schools or informal groups, or they formed Basque folk dance and music groups, or joined illegal political parties.  But, in and around Mondragón, and in other places as well, groups of skilled workers and managers or engineers with pro-active dispositions, found, through establishing co-ops, a way to express their activism, a way to take initiative on their own in a realm that would be more or less outside the direct control of a repressive political regime.  It was not direct political resistance, but, nevertheless, starting co-ops affiliated with Mondragón was a form of taking action, of active socioeconomic engagement in a context where many other avenues were closed.  

*   *   *   *   *

Those four, then, are the so-called unique factors that likely contributed to the Mondragón cooperatives' success-a unique and charismatic leader, a safe economic environment, an industrial tradition, and a reaction to the Franco dictatorship.  But what about other factors, the "social inventions" William Foote Whyte talks about, the elements of Mondragón's success related to institutional design and business practice that others can more easily learn and adapt to their own circumstances?  Four such factors come to mind. 

(1)   Support Institutions & Adaptability.  I think the most important social invention created by Mondragón relates to its ability to adapt, to design new institutions and new ways of organizing itself to meet changing needs.  From the very early years of its history, the Mondragón network established a number of institutions to support the activity of the industrial cooperatives, what, in Mondragón and other places, are called "second degree" cooperatives.  Each of these is a cooperative enterprise in its own right, but each was created in essence to serve the needs of the industrial firms in the group, and not so much to engage in independent activity in pursuit of its own objectives.  This is a critical point: several specific support organizations were formed almost exclusively to help ensure the success of the other firms in the group.  Today, as the cooperatives in the Mondragón network have become larger, more mature enterprises, each of these support organizations has evolved and has objectives far beyond that of simply supporting other firms.  Still these critical support functions are maintained in one form or another.  

There are five of these support institutions, or five kinds of institutions:

A.)  Finance & Technical Assistance-the Caja Laboral: Traditionally, worker-owned firms have had difficulty getting adequate financing.  Father Arizmendiarrieta, in part because of this problem, inspired the early leaders in Mondragón to create a finance organization.  Starting in a small room with a handful of people and funds, the Caja Laboral now has close to $6 billion in deposits and serves the co-ops, the conventional business community and the general public through some 250 branches around the Basque Country.  Without a doubt, the Caja Laboral played a fundamentally important role in supporting the development of the co-ops.  It did so by offering patient capital, and by understanding and catering to the financial needs of both new cooperative enterprises and other cooperatives experiencing difficulties.  The Caja fulfilled another key supporting role over the years through a unique internal organization called the "Business Division" (División Empresarial).  This division provided extensive management consulting and technical assistance to new and expanding ventures and to troubled firms in the network, assistance that was crucial to the long-term success of many enterprises in the group.  

The Caja's role has changed markedly in recent years, however.  As the co-ops financial needs changed and the market and regulatory environment evolved, the Caja came to focus more on traditional consumer and business banking and the Business Division was dissolved.  However, the centrally important functions of the former Caja have by no means been abandoned.  They simply have been moved to other institutional locations within the MCC.  An institution called the Central Inter-cooperative Fund (FCI--to which each co-op contributes a portion of profits every year), as well as other sources, provide patient venture capital, and technical assistance is provided by one or another of MCC Central Departments or its sectoral division staff.  In addition, a portion of the former staff of the entrepreneurial division created a new cooperative, LKS Consulting (and later another, LKS Engineering), which sells management consulting services to the co-ops and other organizations.

B.)  Mutual Business Support--Regional & Sectoral Sub-groups: Starting in the 1960s, the firms in the Mondragón network saw that they would likely gain significant advantages by joining together in subgroups for a variety of purposes, mainly to provide for joint employment planning (shifting workers from firm to firm to meet changes in demand) and other key services such as strategic planning, marketing, legal, human resources and training.  The initial set of subgroups were based on geographic region and grew to about 12 or 14 in number by the late 1980s.  By that time, Mondragón's Cooperative Congress had decided to undertake a major restructuring and create the MCC, which included shifting the basis for organizing the subgroups from geographic region to industrial sector.  The cooperatives felt that they could gain much greater business advantage by grouping themselves by industrial sector and thus strengthening strategic planning and the general coordination of firms in similar markets for economies of scale, technology-sharing and R&D, joint ventures, combined management expertise, and the like.  The "subgroup", then (first regional and then sectoral) is another institution that Mondragón has used over the years to provide essential support for the activities of individual cooperative firms.  

C.)  Social Security & Insurance--Lagun Aro: Early in the group's existence, new Spanish legislation defined co-op members as self-employed, which left them largely outside the national social security, unemployment and health care systems.  Mondragón created Lagun Aro to address these issues, which it has done, and at a substantial savings in comparison with the state system.  The existence of Lagun Aro, funded by workers' monthly paycheck deductions, also created another pool of patient capital, that is, a fund that needed to be available primarily to cover retirement and illness.  A portion of these patient funds, of course, were then available for financing cooperative enterprises-another helpful tool for the group as the years passed.

D.)  Technological Research & Development-Ikerlan, Ideko & Maier Technology Centre: The use of advanced technology is central to staying competitive for virtually all MCC firms.  The Mondragón group had always emphasized technical expertise, and the need to devote extra resources to R&D became apparent early on.  Since the 1960s , the group has sought to provide generic and project-based R&D services to its member co-ops, especially since many of the small and medium-sized companies did not have the resources to devote to long-term R&D.  Mondragón's polytechnical college offered this service in the early years, and later three separate R&D centers were established, the first and largest being Ikerlan, founded in 1974. 

E.)  Education: Educational institutions have perhaps been the bedrock on which Mondragón has been built.  Mondragón, in a sense, actually grew out of an educational initiative, the tiny technical high school established by Father Arizmendiarrieta in 1943.  That technical school remains, but the education project has expanded enormously, developing into what are now four university-level programs (engineering, business, humanities-enterprise, and a teachers college) joined within a private, cooperative university: Mondragón Univertsitatea.  The MCC also puts substantial emphasis on adult education and training, and has several organizations dedicated to these activities.

Educational institutions provided Mondragón with a crucial foundation, and one made up not only of technical skill and knowledge, but also of a certain habits of mind.  A great many workers and managers in Mondragón co-ops have not passed through its schools, but a core group of them has, and this roughly common experience, I think, contributes to the group's cohesiveness.  The school is not by any means or measure an ideological indoctrination center, quite the opposite in fact, but still, attendance at one of Mondragón's schools has, for a significant group, instilled a certain pragmatic, "applied" orientation, as well as an ethic of hard work and collaboration.  

In summary, then, the development and integration of support institutions, is one of the most ingenious social inventions of the Mondragón group and, many would argue, a principal reason for its success.  There are, though, other important contributing factors, as well.

(2)  Business and Technological Competence: Few people if any in Mondragón have ever seemed to suffer from any illusions about the nature of competitive markets and the ease of creating and maintaining successful businesses, even in the early years when competition was less intense.  The Mondragón group, starting with Father Arizmendiarrieta, has always been preoccupied with developing technological and business expertise.  Many members had, and continue to have, a serious commitment to the principles of joint ownership, but workers and managers alike have always taken the "business of doing business" very seriously.  As I've mentioned, the group has made very large investments in business and engineering education, and in research and development.  I should also emphasize the applied nature of the education and research activities.  All of these institutions and their participants (students included) work closely with the R&D departments or other divisions of the cooperative firms to develop and apply new technologies and business ideas.  

(3)  Internal Capital Accounts & Venture Capital: The co-ops have always been creative about addressing their financial needs.  Early on they adopted an inventive format for distributing profits, which was also very useful for financing new and existing cooperatives.  It begins with the "internal capital account."  Each worker-member has one such account in his or her cooperative, and the first deposit in that account is the person's membership investment, which currently amounts to about $11,000 and can be borrowed and paid over several years if necessary.  (Twenty-five percent of the membership fee becomes part of the cooperative's collective reserve and cannot be recovered by the worker.)  After that time, the deposits into the account consist of the worker-member's share of annual profits.  At the end of each fiscal year, the co-op divides its surplus into three categories:  (1) Collective Reserves, (2) Distribution to Worker-Members, and, (3) Community Projects.  The current policy of MCC co-ops is to assign 45% of surplus to collective reserves for business needs, another 45% to be distributed among members,10 and 10% for educational or social service needs in the community.  The law requires that a minimum of 20% go to collective reserves, and 10% to community projects, and a maximum of 70% be set aside for workers, and this 20-70-10 formula was used by many co-ops in the early years.  However, as economic times got more difficult and investment requirements stiffened, the firms changed their policy to the current 45-45-10 split.  

The inventiveness of this structure does not end here, however.  The worker-members' share of profits belongs to them, but they do not have immediate access to it.  Their share of profits accumulated over the years in internal capital accounts (and paid about 6% interest annually) is only available to them when they retire or leave the cooperative.  This policy has, in a sense, forced workers to contribute to financing cooperative start-up and expansion.  Since the firms were especially successful in the first generation and since the work force was relatively young, a large pool of capital accumulated in worker-members' internal accounts.  A portion of these funds could then be used-in combination with other sources of accumulated capital in Lagun Aro or the Caja Laboral-to finance new business activities.  In summary, then, these policies of internal capital accounts and delayed access to them served two key functions: they gave workers a share in their firms' profits and contributed to the group's ability to fund new businesses.  

(4)  Cooperative Structure and Policy: The structure of the individual firms is also crucially important in the history of the cooperatives.  The first firm, Ulgor, had no formal cooperative structures at first, but, again with the help of Arizmendiarrieta's research and negotiations with public institutions, a cooperative corporate structure was developed and formalized.  The General Assembly of worker-members is the highest authority in each company.  It must meet at least once a year to address company-wide concerns (though it often meets twice).  The General Assembly also elects the company's Board of Directors and a President of the Board for four-year terms, based on the principle of one-member-one vote.  The Board appoints the chief executive and must approve his or her choices for division directors.  A Social Council is elected by department to represent front line workers' interests and to help promote two-way communication between management and workers.  Pay solidarity11 and the distribution of profits to all worker-members, as described previously, are other important cooperative policies.   While the MCC has its share of workforce controversy and apathy-and perhaps more today than 30 years ago-these structures and policies have contributed to fairly high levels of commitment to the business and to the cooperative idea, which in turn, many believe, have provided Mondragón firms with a difficult to measure, but nonetheless real, competitive advantage over its conventional competitors.  

4.0       CHALLENGES

The restructuring of the MCC since 1991 has not been without controversy, as I have mentioned previously.  Many worker-members have feared the potential for bureaucracy and the centralization of authority in the MCC headquarters.  While a portion of these fears may have turned into reality, it is hard to say to what degree and equally hard to say whether worker-members feel the change has been worthwhile on the whole.  Time, and perhaps social science research, will tell.  Certainly the leadership of the MCC remains very explicit in public about its support for cooperative principles and structures.

In addition to the restructuring, the MCC has begun to make use of several other potentially controversial strategies aimed at increasing competitiveness.  It has acquired or carried out a number mergers or joint ventures with conventional firms and built several plants in developing countries.  The future membership status of employees in many of these enterprises has not been resolved, though the policy of the MCC is gradually to introduce participatory decision-making and employee ownership as time passes.12  In addition, as discussed above, many cooperatives in the MCC use temporary workers in periods of high demand and the proportion of temps is also a concern.13  Further, the MCC is considering the sale of non-voting securities on the public stock market through an intermediary institution, hence, at some level, mixing worker-members' voices with those of straight capital investors.  Finally, while pay solidarity is still a principle of the Corporation, the solidarity ratio has been altered in some parts of the Corporation from 4.5:1 to 6:1 or higher, and in some cases of senior management, to within 30% of market rates.  

This above is a sampling of challenging issues the MCC faces.  Other controversies exist, that cannot be detailed here, and new ones will undoubtedly develop.  

*   *   *   *   *

Change in the face of mounting global competition is, of course, inevitable.  Proponents of the new arrangements in the MCC argue that that these changes are absolutely necessary to survive in a hyper-competitive world.  But the next chapter on both economic and social questions in Mondragón is still to be written.  While, relatively speaking, the MCC is to this day an exemplar of democratic worker ownership, it remains to be seen whether its new and evolving structures and policies can both bring continued business success and maintain the group's and its members' commitment to the principles and practices of cooperative enterprise.
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ENDNOTES

1.  Describing MCC figures in dollar terms underestimates its performance since 1994, as the dollar has appreciated approximately 20% against the Spanish peseta since that time.
2.  MCC Annual Report, 1996.
3.  Mondragón's ability to implement this policy successfully since the late 1970s, when it first became necessary, is directly related to the opportunity it had in its early years to expand and diversify in a relatively protected environment.  See Section 3.0.
4.  Approximately 10%-12%of the 34,000 person work force are temporary workers and another 12%-15% are salaried employees who work in joint ventures or subsidiaries not structured as cooperative corporations, though the largest of MCC's subsidiaries (in the retail sector) is actively introducing a stock-based employee ownership plan whose goal is 50% employee-ownership.
5.  Recently, the MCC has tried to improve conditions of temporary employment.  The group has a new policy that gives its co-ops the opportunity to provide "temporary membership status" to temporary workers.  This status gives temporary workers the same rights as permanent members during their employment, essentially the right to vote on all questions put to the membership, to hold elective office, and to receive a portion of profits earned.
6.  The Church provided essentially the only "space" for social organizing and activism of any kind.  Still, Arizmendiarrieta's progressive thinking made him enemies in the Church hierarchy, though he managed to avoid serious trouble.
7.  A generation ago, Europe had over 25 manufacturers of domestic appliances.  Today there are six, and the MCC cooperative Fagor Electrodomesticos is one of them, though by far the smallest. 
8.  The Caja is required to contribute 18% of its annual profits to this fund.
9.  GECV:  Valentziako MCCa.  TU - Lankide, 422, Marzo, 1998.  "GECV" stands for Grup Empresarial Cooperatiu Valencia.
10. If a co-op suffers a loss, members must participate in losses as well, up to a limit.  Thirty percent of the funds in worker-members internal accounts may be used to cover a co-op's losses.
11. The policy governing pay differentials was for many years based on a ratio of 3:1; no member was allowed to earn more than three times the salary of the lowest paid member.  This ratio changed as time passed to 4.5:1 in the 1970s, 6:1 in the 1980s and currently, can be even higher, as senior managers are permitted to be paid within 30% of the market rate.  Even though a neutral, technical committee determines what the market rate for the salary is, and the cooperative's General Assembly must approve any pay raise of this kind, the new pay policy has been a contentious issue in the co-ops in recent years.
12. Worker stock ownership, for example, is in the process of being implemented in Eroski supermarkets that were established outside the Basque Country as conventionally-owned subsidiaries.
13. The MCC feels that the markets of many of its cooperatives are too volatile to take on all new workers as members; the cost during business downturns would be prohibitive.  But, as mentioned in note 5 it has begun to address a number of the problems of temporary workers.
