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DTRODUCCIAH

ToGgay there are over 85 industrial cooperatives in the lonuragon
Cooperative llovement with around 20,000 worker-rembers. The industrial
cooperatives are the core of the londragon group, but other cooperative
formis have also been developea. In addition to over

. 85 incustrial cooperatives, there are

. 6 agricultural cocoperatives,

. 2 service cooperatives,

. 43 cooperative schools using the Fasque language,

. 14 housing ccoperatives, ana

. 1 large consuner/worker cooperative with over torty stores.

There are also the second tier or super—structural cooperatives with both
cooperative anc indiviaual-worker menbers such as the

. Caja Laboral Popular with the Banking Division of 120 branch
offices anG the PEmpresarial Division,

. Ikerlan, a techinological rescarch institute,
. Leaque of Education and Culture (which includee not only a
Polytechnical College but a Business School anu a Professional

Collecge) , and

. Lagun-fro, a social security ana mecical cooperative.

A1l these cooperatives of the lioriragon Cooperative [iovement (located
throughout the Basque region of Northern Spain -— with a few now being
started in the Basqgue part of France) are associatet together by a Contract
of MAssociation with the Caja Laboral Popular as the center or hub of the
cooperative group.

William Foote Vhyte, who has himself written about the lonaragon systen
of co-ops [Gutierrez-Johnson anu Whyte 1977; thyte 1$82], has used the con-
cept of a "social invention." The process of invention and innovation
should not be confined to technology and engineering. There are also social
inventions, new social structures and institutions created to meet individ-
ual and collective needs. There are at least four important social invent-
ions embodied in the Hondragon Cooperative Movement:

1. the Hondragon legal structure based on the internal capital accounts,



2. the Caja Laboral Popular as a super-structural credit cooperative with
a nenbership of cooperatives, largely worker cooperatives,

3. the direct self-managing membership role of the staff members in all
the non-industrial cooperatives such as the consumer, agricultural,
educational, and superstructural cooperatives, and

4, the 1institutionalization of entrepreneurship in the Enpresarial
Division of the Caja Laboral Popular.

All four social inventions have contributed to the unprecedentec
dynamisin and perseverance of the liondragon cooperatives. In Part I, we will
briefly consicer the first three social inventions. In Part 1II, we
concentrate on the Empresarial Division of the CLP and particularly on the
specific area concerned with launching new cooperatives, the Industrial
Promotion Area of the Fmpresarial Division. The organizational structure of
the entire Empresarial Division is described in the Appenaix.

The Eupresarial Divisicn of the Caja Laboral Popular has a staff of
around 116. In the 1981 reorganization, the Impreserial Division was
organized into six areas, each of which is divided into cepartments:

1. Studies Area (Estudics):

. Research Department,
. Library and Documentaticn Center Department,

2. Agricultural/Food Promotion Area (Promocion Agroalimentaria) :
. Agricultural/Food Department,
3. Industrial Promotion Area (Promocicn Industrial) :

. Products Department,
. Promotion and Intervention Department,

4. Consulting Area (Asesoramiento):

. [Export Department,

. Marketing Department,

. Production Department,

. Personnel Department,

. Administrative-Financial Department,
. Legal Department,

5. Auditing and Information Area (Auditoria e Informacion) :

. Auditing Department,
. Information and Control Department,



6. Urban Planning Area (Urbanismo y Edificaciones) :

. Urban Planning Department,
. Incdustrial Building Department, and
. Housing Department.

The BEmpresarial Division has expertise in the full range of technical ana
managerial services relevant to starting and running businesses. It is
devoted to launching new cooperatives ana to developing the existing co-
operatives in the Fonciragon group.

The Empresarial Division of the CLP has, to our knowledge, no counter-
part or parallel in any small business sector (not to mention cooperative
sector) in the Viestern world. The closest type of organization which has a
similar technical role, but quite a cifferent social role, woula be the
corporate or group headcuarters in a conglonerate or multinational corp-
oration. However, due to the ownership structure and thus goals of the
major conventional capitalist corporations, the massive technical ana
financial resources at their command have not been appliec¢ to further the
social goals of net job creation and local economic development.

The task of net job creation has fallen to the small business sector.
The bulk of what little new euployment creation there has been in these
difficult times has been in the small business sector [see Birch in Friedman
and Schweke (eds) 1981]. There are a number of organizations, such as the
Entrepreneurhip Institute, Venture Founders, City Venture Corporation, and a
number of university-associated Small Business Development Centers, which
work to assist individual entrepreneurs and small businesses [see Zupnick
and FKatz 1980]. Yet there have heretofore been rio institutions which have
amasseC and organized technical, managerial, and financial resources coin-
parable to those of a major corporation, and then effectively applied those
resources to the social goals of community and regional economic develcoprent
with locally-based small and mediun-sized businesses. The Empresarial
Division in particular, and the Caja Laboral Popular as a whole, is thus &
social invention of substantial and far-reaching import.

: stituti izati t S

Few topics evoke more sentimentalism in the business press than the
topic of "entrepreneurship."” Yet an unromantic analysis of modern economic
tendencies gives little reason to doubt Schumpeter's prediction of the
eventual "obsolescence" of the heroic individual entrepreneur [Schumpeter
1950, Chap. XII]. Schunpeter uses an analogy with the evolution and devel-
opment of military combat, from the personalized combat of armored knights
to the impersonal collective mayhem of mechanized armies. But a more
promising analogy with the evolution of entrepreneurship is the closely
allied development in the methods of scientific and technological 1nno-
vation.

The analogue to the individual entrepreneur is the garage inventor or
basement tinkerer, those splendid individuals who, in times past, have
fueled the engines of technological cevelopment with a constant stream of
inventions. Those times are now largely gone. Technological innovation has



become a mediurn-to-large-scale undertaking. Depending on the field, techno-
logical research now reqguires a certain critical mass of intellectual,
financial, and organizational resources usually beyonc the reach of the
individual. 1In the mainstream of technological Geveloprient, the individual
inventor has been larcgely replaced by the technological research laboratory
or institute associated with industry or academia.

In Zmerica, the prototype of the industrial research laboratory was
Thomas Edison's laboratory in lMenlo Park, New Jersey, which Henry Forc later
reassembled as a museum in Greenfield Village of Dearborn, lichigan. Edisorn
hac made and sold a nuiber of inventions before he established the lenlo
Park Laboratory. He used his prior experience as an inventor to desicgn,
organize, and staff the laboratory so that it would help systematize and
institutionalize the process of technological innovation. Ecdison called his
lienlo Park Laboratory, an "invention factory."

The Empresarial Division is a "factory factory." 1It, together with the
Caja Laboral Popular as a whole, is the prototype of a new kind of economic
development organization which institutionalizes the function of the small
business entrepreneur —-- Jjust as Edison's lienlo Park Laboratory was the
prototype of the modern industrial research laboratory which systematized
the function of the individual inventor. Jose liaria Ormaechea and his
co-founders of the first (1956) cooperative in the Fondragon c¢roup, ULGOR,
were the Ecisons who used their entrepreneurial experience, in the founding
and expansion of ULGOR, Arrasate, Funcor, and the operations which became
Ederlan, Copreci, and Eroski -— to design, organize, and staff the Empre~
sarial Division of the CLP.

The Caja Laboral Popular is itself a cooperative ultimately responsible
to all the associated cooperatives, and cooperatives are the only form of
business organization promoted and launched by the Empresarial Division.
Hence entrepreneurship has not only been institutionalized in the Empre-
sarial Division: it has been socialized. This is of great import for pro-
gressives in America, Europe, and elsewhere. The industrial cooperative or
self-managed form of business organization, epitomized in Mondragon, is the
thiré way, the alternative to the capitalist and governmnental-socialist
forms of business ownership. The worker cooperative implements the struc-
tural franework for industrial democracy and econamic justice in the work-
place [Ellerman 1982, 1982al.

In spite of these attractions, it is wicely argued that entrepreneur-
ship would be curtailed and stifled by the cooperative ownership of seli-
managed firms —— not to mention, by the public ownership of state-socialist
or nationalized firms. The argument is that entrepreneurship cannot in any
sense be "socialized." While this entrepreneurship argument clearly has
some validity in the case of goverrment-run firms, the example of l'ondragon
is a clear-cut counter—-example in the case of industrial cooperatives.
Entrepreneurship has not only been successfully institutionalized and
socialized in Mondragon; it has been dramatically improved. Even allowing
for cultural and econamic differences, the record of starting over a hundred
firms, including some of the largest producers in Spain, in the last 25
years with only one failure must be seen as a guantum leap over the quality
and type of entrepreneurship represented in America where 80 to 90 percent
of all new small businesses fail within 5 years [Zupnick and Katz 1980, 3l.



PART I: THE MONDRAGON COOPERATIVE MOVEMENT

A.l. Father Arizmendi and the Technical Training School

In 1941, a young Basque priest, Father Jose llaria Arizmendi, came to
lioncragon, a small working-class town in the the Basque province of
CGuijuzcoa in Northern Spain. He began his cteaching work in the apprentice
school of the Union Cerrajera, the industrial company which dominated the
town of Mondragon. This school however was not large enough to provide
adequate training to the local youth. Failing to enlarge the school, Father
Arizmendi gathered the support of the townspeople and opened a technical
training school in 1943 with twenty students.

The first class graduated in 1547, and Father Arizmendi arranged for
eleven of them to continue their technical education at the Zaragoza School
of Engineering. By 1948, the school had been successful enough to establish
the League of Education and Culture (Liga de Ecucacion y Cultura). It was a
cooperative association of the townspeople, teachers, parents, and students
which gave official status to the school that eventually became the Escuela
Profesional Politecnica, the Polytechnical School.

A.2. The Founding of ULGOR

In 1952, the eleven had completed their engineering eaucation in
Zaragoza and had moved into 3jobs in conventional companies. There they
tried to put into practice not only their technical skills but the teachings
of Father Arizmenci based on Catholic Social Doctrine. Their efforts to
dignify the role of labor and to democratize the workplace met with little
success. In 1954, five of the eleven decided to form a new company to
implement 'the primacy of labour among factors of production' [see Thomas
and Logan 1982, p. 19]. To obtain the necessary manufacturing license,
they purchased the license of a small bankrupt company in Vitoria. After a
fund-raising drive amongst relatives and Mondragon townspeople, they con-
structed a factory and cormenced operations producing a small stove in
Mondragon in 1956 with 24 workers. The new company was called ULGOR, an
acronym formed from the initial letters of their names.

ULGOR rapidly diversified and grew so it had 143 workers by the end of
1958. 1In the period between 1956 and 1959, the entrepreneurial crive of the
founders of ULGOR led them to found or to assist in the formation of several
other cooperatives. These included a machine-tool factory, Arrasate (which
is the Basque name of lMondragon), an iron smelting operation, Funcor, a con—
sumer cooperative store in Mondragon which eventually expandecd to become
Eroski, and the segments of ULGOR which were eventually spun off as a found-
dry, Ederlan, and a producer of domestic appliance components, Copreci.



A.3. The Founding of the Caja Laboral Popular

The rapid growth in the londragon cooperatives had by 1959 outstripped
the credit sources e&vailable to them. Father Arizmendi had a solution;
start a bank as a credit cooperative. One of the founders of ULGOR recorcs
their initial reaction.

Wle told him, yestercay we were craftsmen, foremen, and engi-
neers. Today we are trying to learn how to be managers and
executives. Tamorrow you want us to become bankers. That is
impossible. [quoted in Oakeshott 1978, p. 175]

But Father Arizmendi had done the necessary research and he was, in the
end, persuasive. The bank, the Caja Laboral Popular (Rank of the People's
Labor), began operations in 1959 in liondragon. Two of the ULGOR foundiers,
Jose Maria Ormaechea and Alfonso Gorronogoita, emerged as the leaders of the
Caja Laboral Popular (CLP), Ormaechea as the chief executive, the Director,
and Gorronogoita as the President. They have held those offices to the
present day (1982).

One of the major innovations of the lMondragon Cooperative liovement is
the Empresarial Division of the Caja Laboral Popular. In the period between
the founding of ULGOR and the founding of the CLP, Ormaechea and his
colleagues haa exhibited extraorcinary entrepreneurial ability in the
formation of the cooperatives ULGOR, Arrasate, Funcor, and the operations
which eventually became Ecerlan, Copreci, and Eroski. When the bank was
formed, Ormaechea generalized and ingtitutionalized this entrepreneurial
experience in the Empresarial Division of the CLP.

The lending power of the Banking Division of the CLP and the
entrepreneurial drive of the Empresarial Division led to an unparalleled
burst in cooperative economic development in the following years. In the
first decade and a half of the CLP, the record of new industrial cooper—
atives started per year is indicated by the following graph.
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The lack of new co-ops i1 1270 was due to ULGOR's aadition of 900 new
mem—~ bers in the previous year. The co-op developrent experts of the CLP
were busy consolidating that growth.

A.4. The lMondragon Cooperatives Today
This growth has resulted in over 85 industrial cooperatives in the

lioncdragon Ilovement at the present time (1982) with eround 20,000
worker-members. The present five year plan of the CLP calls for the
Empresarial Division to launch about five new industrial cooperatives jper
year, including cooper— atives targeted for the Basque region of Frarce.
The industrial cooper- atives are the heart of the Mondragon Iliovement, but
other cooperatives have also been developed. In addition to over

. 85 industrial cooperctives, there are

. 6 agricultural cooperatives,

. 2 service cooperatives,

. 43 cooperative schools using the Basgue language,

. 14 housing cooperatives, and

. 1 large consumer/worker cooperative, Eroski, with over forty stores.

In addition, there are the second tier or super-structural cooperatives with
both cooperative and individual-worker rmembers. These include:

. Caja Laboral Popular with 120 branch offices,
. Ikerlan, a technolcgical research institute,

. League of Education and Culture (which now includes not only the
Polytechnical College but a Business School and a Professional
College) , andi

. Lagun-Aro, a social security and medical cooperative.

The Caja Laboral Popular is the center of the system which links all the
cooperatives to the CLP and to each other by the Contract of Association
[translated in Canpbell, et. al. 1977].

A.5. Father Arizmendi and Catholic Social Doctrine

From the formation of the technical training school in 1843 to his
cdeath in 1976, Father Arizmendi was the inspiration and quide for the
Mondragon cooperatives -— even though he never held any official position
with the cooperatives. He remained a parish priest all his 1life. The
polytechnical school has now been nared Instituto Politecnico Joce lMaria
Arizmendiarrieta. The center of the llondragon complex, a hillsice which



overlooks the school and which contains the Caja Laboral Popular, Ikerlan,
and Lagun—-Aro, has also be named after him. His bust appears in the lobby
of the CLP and on the grounds of the Polytechnical College. His writings
are being edited and published, and his quotations are sprinkled thrcoughout
tlie publications of the londragon group.

Father Arizmendi's work and writings were explicitly based on Catholic
Social Doctrine. Indeed, they are a striking anticipation of Pope John Paul
II's recent encyclical, Laboren Exercens. Catholic Social Doctrine is a
broag canvas, but the specific themes picked out and emphasized in Laboren
Exercens were also the themes which guided Father Arizmendi's work. There
is the "priority of labor over capital" [Laborem Exercens, section 12}, the
emphasis on the dignity of work [section 9], and the need for worker soli-
darity [section 8]. A quarter of a century after Father Arizmendi's vision
was put into practice with the founding of ULGOR, John Paul II called for
socializing the means of work so that,

on the basis of his work each person is fully entitled to
consider himself a part-owner of the great work-bench at which
he is working with every one else. [section 14]

John Paul II goes on to describe a "way towarcs that goal" which could
be taken as a general description of the londragon industrial cooperatives
and the associated complex of economic, technical, social, ana educational
cooperative institutions.

A way towarcs that goal could be found by associating labor with
the ownership of capital, as far as possible, and by procucing a
wide range of intermediate bodies with econamic, social and
cultural purposes; they would be bodies enjoying real automony
with regard to the public powers, pursuing their specific aims
in honest collaboration with each other and in subordination to
the demands of the common good, anc¢ they would be 1living
comunities both in form and in substance, in the sense that the
members of each body would be looked upon and treated as persons
and encouraged to take an active part in the life of the bLody.
[section 14]



B.l. The CGrowth of ULGOR, ULARCO, and the Other Industrial Co—-ops

Worker cooperatives have been traditionally stereotyped as small
("cwarfish"), labor-intensive, under-finenced, andc poorly-runaged. The
I"oncragon industrial cooperatives do not conform to these negative stereo-
types. The liondragon co-ops are sizable, capital-intensive, well-financed,
andg well-menaged. There are a number of factors which contribute to the
capital intensity of the cooperatives. liondragon has an old industrial and
metal-working tradition. But a critical iactor seems to have been the
technical engineering erphasis in Father Arizrendi's teaching. FEis school
had a technical orientation from tlie beginning, and after the cooperatives
got started, he strongly pushea them to stay abreast of modern technology.
The five founders of ULGOR were trainec as engineers, e.g., Ormaechea, now
the director of the CLP, was originally trained as an industrial chenist.
The aggressive technological posture oi the ionaragon cooperatives has been
maintained down to the present day and 1is currently spearheaded by the
Ikerlan research institiute (e.g., the first industrial robots ceveloped in
Spain were developed at Llondragon) .

After ULGOR began operations in 1856, its entrepreneurial founders
moved quickly to diversify anc vertically integrate the operations. A line
of electrical products was licensed from Germany, a foundry was audeG, and
an Italian license was obtained for the manufacture of butane cookers anc
heaters. A capitalist foundry was convertec to a cooperative that later
became Ederlan ('Good Viork'). The tool manuiacturing cooperative, Arresate,
was established in lloncragon. Another cooperative, Funcor, making founcry
products was establishec in Elorrio. A consuner cooperative store, San
Jose, was set-up in londragon (which was later to be integrated into
Croski) .

The Caja Laboral Pcpular was foundced in 1958 by the cooperatives ULCOR,
Arrasate, Funcor, and San Jose. With sound financing, ULGOR continued to
expand and added product lines in water heaters and institutional and comes-
tic stoves and ovens. Arrasate moved into production of larcge industrial
presses, shears, and cutters. A new cooperative, Copreci, was hivea off
from ULGOR to produce electronic components for both ULGOR and the external
market. The foundry and casting operations from within ULGOR were
integrated into Ederlan.

In 1965, ULGOR, Arrasate, Ederlan, and Copreci took the new step of
forming the first cooperative federation or group, ULARCO. A cooperative
group, such as ULARCO, is an attempt to reap some of the advantages of both
large-scale anc small-scale operations. The federation allows small or
mediun-sized co—-ops to have cormmon sales and marketing arrangements, cormon
planning of product development and market strategies, and risk-sharing by a
degree of income pooling anc job pooling between the cooperatives within the
group. The best upper limit per cooperative is considerec to be around 400
or 500 members.

ULGOR continued to grow in spite of hiving off two rniore cooperatives
within the ULARCO group, Fagor Electrotecnica (1966) and Fagor Industrial
(1973) . Fagor Electrotecnica itself further illustratec this principle of
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growth by cellular division by spinning off a cooperative, Aurki (198l),
which produces numerical control systems for machine tools. ULGOR now has
around 3000 members, and ULPRCO as a whole has over 6000 members. ULGOR is
the leading Spanish producer of consumer curables, such as refrigerators,
stoves, washing machines, and dishwashers, under the brand name of "Fagor."
ULZRCO has also excelled in technology transfer deals (19 so far), such as
the construction of turn-key factories, in countries around the Hediter-
ranean, in Eastern Europe, and in Latin Zmerica.

ULGOR and its group ULARCO have always been the flagships of the Hon-
Gragon Movement. However, cooperative develcopment outside of the ULARCO
group continued unabated after the formation of the Caja Laboral Popular.
Ten groupings, mostly on an area basis, have now been formed with the group
sizes (aside from ULARCO) ranging from around 400 to 1000 menbers per group.

In this growth from one to over 85 industrial cooperatives in a 25 year
period, there have been no failures (although a failure amongst the
agricultural/food cooperatives will be consicered below). In the current
recession, Spain has been hard hit and the liondragon cooperatives have lost
some sales [Gardner 19821, but there have been no large-scale layoffs. DMNew
adnissions have been reduced or halted, some workers have been sent back to
school to be upgraded in technical skills, work hours have been changed, and
some workers have been shifted around within the groups. When layofis have
been necessary, the workers have continued to receive 80% of their pay.

B.2. The Governance System of the Industrial Cooperatives

In a worker cooperative, the membership rights (voting rights and
rights to share in the proceeds) are attached to the functional role of
working in the fim [see ICA literature such as Ellerman 1962]. Each worker
qualifies for membership "on the basis of his work"; membership is not &
property right which may be bought or sold. Hence in a Mondragon worker
cooperative, the principle is that all and only the workers in the fim are
the members. The only exception is that, under unusual circumstances, up to
5% of the workforce may be individuals with special skills contracted from
the outside. Rights come together with responsibilities, and one of the
responsibilities of membership is the membership fee. At present, the fee
is around $5000, with about 25% down and the remainder being paid by payroll
deductions over a two year period. On average, the entry fee covers about
103 of the costs of creating the job.

The ultimate authority in the cooperative is the General Assenbly of
members (Asamblea General). It meets at least once a year and periodically
elects, on a one-member/one-vote basis, the Board of Directors (Junta
Rectora) . The terms are for four years; every two years half of the direc-
tors are elected. The Boaré of Directors appoints the chief executive
officer, the President, and the different cepartnent heads. Governing
powers not delegated to the President or reserved for the General Assenbly
will devolve to the Board.
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Basic Organizationsl Chart for a Mondragon Cooperative

There are thiree other councils in the basic Hondragon governance
structure, the Management Council (Consejo de Direccion), the Vatchdog
Couricil (Consejo de Vigilencia), and the Social Council (Consejo Social).
The Hanagement Council 1is an advisory body which serves as an interface
between the Boarc and managamnent. It consists of the President and the
department heads, and it meets at least once a month to coordinate
management plans.

The Watchdog Council consists of three nembers directly elected by the
Ceneral Assembly with four year terms. Their function is to obtain, roni-
tor, and verify financial information and any other information requested by
the Ceneral Assembly. In the Caja Laboral Popular they have an internal au-
aiting role, but in the other cooperatives their role is more general. In
large U.S. corporations with internal auditors, there is little independ-
ence of Management since the internal auditors are appointed by [Hanagment
and are answerable to Management or the Boarc. In the liondragon cooper—
atives, the direct election of the members of the Watchdog Council by the
General Assembly helps to provide a measure of independence.

The Social Council is directly elected but not at the General Assenbly
meetings. Sections of 10 to 20 workers elect a representative for a three
year term. Vorkers nieet once a week with their representative anc all the
Social Council representatives meet at least once every three months. The
Social Council has advisory powers over a wide range of personnel affairs
and its decisions are binding on safety, pay-scale, and social welfare
issues.

A sensitive issue in any workplace is the determination of the pay
rates. The contours of the pay system are guided by principles of external
solidarity and internal solidarity. In a worker cooperative, there are no
wages per se since the workers are the members, not the employees, of the
cooperative. The net value accruing to the workers is the value of their
product minus the non-labor costs. Sane of that value is paid out during
the year (the closest analogy to 'wages'), some is paid out at the year's
end (bonuses), and some 1s retained in the cooperative. S&ince the net
amount is not known until the end of the fiscal year, the amount paid out
during the year is an advance or an anticipation (anticipos) of the workers'
income.
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The principle of external solidarity means that the anticipos (advan-
ces) for the lower pay rates will be geareda only slightly above the wages of
comparable work in the capitalist firms in the vicinity. Accorcing to the
Spanish custon, the annual pay is given in 14 wonthly installments, one
extra month's pay in the sunmer (to finance an August vacation) with the
other at Christmas time.

The principle of internal solidarity means that the top to bottom pay
ratio in a cooperative will not exceed 3 to 1. Under certain circumstences,
there can be special bonuses up to 50% of pay so such a bonus added onto an
index 3 job would give an effective ratio of 4.5 to1l. In any case, the
comparable chief executives in capitalist firms may receive two or niore
times as much as their cooperative counterparts. The non—economic benefits
of the cooperative moverent have been appreciated mostly by the executives
who have developed inside the movement. The pay ratios have made it cdiffi-
cult to recruit experienceci executives from outside the movement. 2A 5 to 1l
ratio is being presently discussed.

Individual pay rates are cetermined by the labor index attached to the
various jobs, from the bottom to the top. Each job 1is evaluated on the
basis of many characteristics such as necessary training and experience,
decision—making reponsibility, social relational skills, physical and nental
demands, and special hardship factors (danger, noise, etc.). On the basis
of these characteristics, each job is assigned a labor index on the 1 to 3
scale. The labor indices are published in a single manual that covers &ll
blue and white collar workers from operatives to executives. The Social
Council oversees the whole complex process of determining the labor indices.

The role of the Social Council has grown following a (non—syrnbolic)
strike at ULGOR. By 1974, ULCGOR had grown quite rapialy to 3250 members
(e.g., 900 new rembers in 1969 alore). Channels of communication were not
well-established and there was some worker cdisaffection. A particular
dispute arose over a revaluation of job pay rates which downgracded certain
tasks. It was made clear that the revaluation would not affect the labor
indices of current members and would only be applied to new entrants. In
any case, some dissidents went outside of the established channels for
dissent and called a strike. The strike lasted for eight days and involved
414 of the 3250 members. The Board responded by dismissing the 17 strike
leaders and by adopting disciplinary rmeasures against the other 397 stri-
kers. The strikers challenged this decision at an Extraorcinary General
Assembly meeting. After mnwuch heated discussion, the Geheral Assembly
ratified the Doard's decision by a 60 per cent majority vote. The reason
was not that the dissidents disagreed with Hanagement, but that they ignorec
the democratically agreed-upon procedures for expressing dissent such &s
through the Social Council.

The Social Council and the Vatchdog Council form a legitimate oppo-
sitional structure, an independent organizational basis for the members to
monitor, question, and dissent from managerial activities ana policies. The
functions of the Social Council closely resembles many of the functions of &
trade union in a capitalist enterprise. Free trade unions were ocutlawec
under Franco's fascist covernment. After Franco's death in 1975, the subse-
quent liberalization fostered a burst in the cevelopment of trade unions and
political parties.



There have been discussions between the cooperative group and trace
unions to see if an appropriate form of affiliation could be worked out.
liany unions have been formed, and, as is often the case in Eurcpe, most
unicne are affiliated with political parties. 1In addition to normal trace
union functions, the unions try to recruit the workers for thie associatec
political party. With so many unicns and parties (about six in the Basque
country alone), it is considered inappropriate and unwise for the londragon
cooperatives to exclusively associate with one union and one political
party. It is also considered inappropriate to have cifferent unions anc
parties vying against one another within the londragon complex.  Hernce,
under present circunstances, tlie cooperative-union relationship has not
gotten beyond the discussion stage.

B.3. The liondragon Legal Structure for the Industrial Cooperatives

At the beginning of the BBC documentary  film, The HHondrag

i , the narretor caments that the roads into {londregon were bad.
This could be taken as being symbolic of FMondragon's (voluntary or involun-—
tary) isolation froa the traditional cooperative novement. Traditional
cooperatives in Burope ancG America contain a numnber of 'standarc ilaws'
which can be understooc and corrected, but which, for various reasons, are
usually reproduced. The autonomous development of the Hondragon co—oper—
atives helped them to think through intelligent and creative answers to the
problems of cooperative structure —— instead of just copying the mistakec of
the past.

The Mondragon Cooperative liovement as a whole 1s so unprececen <G that
we cannot pretend to exhaustively list its unigue contributions. Four najor
social inventions are of particular note:

l. the system of interrial capital accounts, which gives the menbers a
recoupable claim on their retained earnings anc which partitions that
claim off from their membership rights,

2. the Caja Laboral Popular as a crecit cooperative with the manbers belng
worker cooperatives and other cooperatives (not individual depositors),

3. the inclusion of the workers in a special category of nenbership in the
non-worker cooperatives such as the agricultural, consumer, anc second-
tier cooperatives, and the resulting principle of staff seli-manage-
ment in those cooperatives, anc

4. the socialization of entrepreneurship embodied in the Enpresarial
Division of the Caja Laboral Popular.

In this section, we consider the first of these innovations, the inter-
nal capital accounts. The second and thirc innovations are discussed later
in Part I, and the Empresarial Division is consicered in Part II.

In a conventional corporation, the bundle of ownership richts consists
essentially of the following three rights [Ellerman 1982, 198Zal:
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. the voting rights,
. the riohte to the net incone, and
. the rights to the net worth or ecuity of the corporation.

The first two rights, the voting and the net income rights, will be
called the "mebership rights" and the remaining rights to the net worth
wvi11 be called the "capital rights."

A vorker cooperative could be theoretically defined as & fimu wherc the
menbership richts are personal richts attached to the functional role of
working in the fimm. Then the fimm is an industrial denocracy in analogy
with a political denocracy where the voting ana other citizenship rights are
personal rights attached to the functional role of residing in the con—
munity. The assignment of the menbership rights to labor follows from tlie
primacy of labor among the factors of procduction. The primacy of labor
inplies that labor shall not have the role of a hired factor; labor shall
hire capital. Workers should always be the menbers of the {imi, not the
employees of the firm, and the net return (after a payment for the other
factors) should be a return to labor.

The net labor income is the revenue ninus the non-labor costs, which,
in conventional terns, equals the wages plus the proifits. Part will be
agistributed during the fiscal year as anticipated labor income (anticipos),
and the amount of labor income left at the year's end can either be distri-
buted or retained in the firm: to increase its capitalization. In either
case, the labor income represents the value of the fruits of the workers'
labor and it should belong to them regardless of whethier it is distributec
or retainec¢ in the firm.

It is the treatment of the retained labor income which has always
caused problems in traditional worker cooperatives. There are two ciamet-
rically opposite flawed treatments: (a) the non-profit treatment of
forcing the workers to forfeit any recoupable claim on the retained incone,
i.e., to forfeit the capital rights, and (b) the capitalist treatment of
combining the capital rights with the membership rights. Traditional worker
cooperatives or self-nanaged firms tend to make one mistake or the other.

Many worker co-ops or self-nanaged firmms, such as the Conmon Ownership
firms in England and the self-managed enterprises in Yugoslavia, are
structured like an American non-profit corporation in the sense that there
is no recoupable claim on the net worth of the fimm. This eliminates any
incentive to finance capital investment Ly retained earnings as opposecé to
borrowing, and it introduces nunierous other cistortions which have been
analyzed in the econonic literature [e.g., Vanek 1977; Furubotn and Pejovich
1974] The principal flaw, however, is that there is no reason (risplaceu
idealism or Marxist iaeology aside) to deny workers the value of the fruits
of their labor if that value is reinvested in the firm.

The opposite flaw is to attach the capital rights to the mneanbership
rights so that in orcder for an entering worker to cualify for the membership
rights, the worker has to additionally purchase the capital rights due a
retiring member. The non—cooperative corporations which are employee-owneu
either directly or indirectly through an Employee Stock Ownership Plan
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(ESOP) have this type of capitalist structure. The traditional worker
cooperatives in the U.S. such as the plywood cooperatives have a hybria
co-op/capitalist structure. To become & co-op menber, a worker has to buy a
share where the value of the share represents the capital value accuniulated
by a retiring menber. In the better plywood co-ops, a share can be priced
in the $60,000 to $80,000 range. In theoretical termms, this structure
violates the principle that a worker is supposed to qualify for membership
"on the basis of his work" and should not have to 'buy' the membership
rights. In practical terms, many workers cannot afford to purchase the
shares so they are hired as non—member workers. Over a period of timne,
these firms become more and niore conventional with a small number of owners
and a large nunber of hired workers. Eventually the reamnaining owners uay
have to sell the whole company to @ capitalist firm in order to recoup their
accunulated capital.

The lMondragon cooperatives solved this problem of having the membershiy:
rights attached to work without forcing the workers to forfeit their capital
rights. To understand the solution, suppose that @ll net earnindgs were
distributed to the maibers, deposited in a savings bkank, and then loared
back to the cooperative. Then the nenbers could recoup their claim on that
capital value through their savings accounts, and yet the cooperative could
self~-finance 1its own capital investment (incirectly throuch the external
savings bank). That arrancement 1s impractical, but recoupable seli-
financed investment can be obtained by the alterrative arranganent of moving
the savings accounts directly into the fim itself. That is the colution
worked out by the londracgon cooreratives.

Each member has an internal capital account representing the cepitel
value eventually due back to the member (usually upon retirasent). The
account is quite separate from the membership richts. VWorkers, depending on
their seniority and pay-rate, might have quite differing amounts in their
accounts and yet they have the same menbership rights, e.g., equal voting
rights. An entering worker coes not have to individually finance the jayout
to a retiring worker; the cooperative pays off the accounts of retiring
members.

In addition to the individual capital accounts of the members, there is
a collective account that is unindividuated. The suni of the balances in the
individual accounts and the collective account is the net book value or net
worth of the cooperative. There are several reasons for the collective ac-
count. One practical reason for the londragon cooperatives is that Epanish
cooperative law requires that at least 10% of the ret earnings be reserved
for a social and educational fund. The londragon cooperatives expend these
funds on such matters as Basque community schools, local conmunity projects,
and unemployment benefits. At least an additional 20% of the net surplus is
allocated to the collective account, and, unlike the 10% social dividend,
this amount stays in the firm. The remainder, up to 70% of the net surplus,
is allocated amongst the individual capital accounts.
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This collective account allocation cern: be rationalized on the basis of
uncertainty. In the long run, there are unavoiuable costs attached to un-~
certainty. In an uncertain vorld, a cooperative could not always try to pay
back 100% of the retained earnings to the members. The collective account
allocation can be seen as a form of self-insurance, a cost incurrea to re-
duce the uncertainty of the payback. By only promising to payback 70% or
5023 of the retained carnings (rather than 100%), the cooperative can sub-
stantially increase the likelihood of keeping its promise.

When a new nember pays in the membership fee, not rore than 25% and
typically 15% is committed to the collective account with the remainder
being creditea to the member's capital account. The individual capital
accounts accrue interest at the rate of 6%, and that interest is usually
paid out. Periodically, the effect of inflation is taken into account by
revaluing the assets of the cooperative according to CLP-computed price
indices. The carpital accounts are then adjusted accordingly to maintain the
balance of the balance sheet. Hence the 6% interest rate 1is nore like &
real interest rate than a nominal interest rate (real rate + inflation rate
= nominal rate).

The capital account interest 1is subtracted out of the net surplus
computed at the end of each fiscal year. At least 30% of the net surplus is
credited to the collective account (with 10% slated for social purposes).
The remainder is credited to the individual capital accounts in proportion
to the sum of each member's anticipated labor income and the interest
payment on the member's account. There seems to be no theoretical reason
for the inclusion of the interest payment in the determination of that
proportion. If the proportion was based solely on the member's anticipated
labor income (anticipos), then each member's capital income (interest plus
any inflation adjustment) would be fixed and independent of the fimm's
surplus for the year. That is what one would expect on the basis of the
precept that labor is hiring capital so capital could get a fixed return
with labor bearing the residual. By including the interest payment in the
determination of each member's proportion, the members with the larger
capital accounts are getting a larger proportion. Hence the interest-
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inclusion amounits to a form of ‘'reverse profit-sharing', i.e., surplus
sharing with capital.

The allocation of the retained surplus between the indiviaual and
collective accounts also holds when that surplus is negative, 1.e., when
there are net losses. Then not more than 30% can be debited to the
collective account with the remainder being cebited from the individual
accounts. These formulas are further conplicated when a cooperative is &
nember of a federation or group suchi as ULARCO. Then as a risk—-sharing
Gevice, a percentage of the positive or negative surpluses is sharec anongst
the cooperatives in the federation.

Wheni a worker leaves a cooperative, then the individuel's mebership
rights are terminated since the menbership wes based on work. 211 or nost
of the person's individual capitel account 1is paia out under financial
arrangements which may vary frcm case to case. The percentage of the
account paid out will depend on the circumstances of termniination. If the
rerson has reached norrial retirement or is leaving for circumstances beyond
their control, then the full amount is paid out. If, however, the worker is
leaving to work for a corjpetitor or for similar reasons, then at the Foarc's
decision up to 30% of the individual's account is forfeited and credited to
the collective account.

There 1is no theoretical reason why the payout on the capital accounts
must be postjoned to termination or retirement. That allows for maxirmal
capital accumulation during the first c¢eneration of co-op nembers. lHowever,
it also puts a premium on leaving the cooperative which the Mondragon co—-ops
have tried to counteract with the pre-retiresent penalty. A nore important
problen is that it makes size and timing of the capital payout depencent on
the denographic configuration of the workforce. The loncragon cooperatives
have yet to retire a generation of members, and, indeed, they will be facing
a large demographic bunching of retirees in two or three decades [see Saive
16601].

An alternative to the retirement payout plan is a fixed multi-year
rollover plan; pay out each surplus allocation to an inaivicdual's account
after a fixed nuwber of years (say, five or seven years) 1if the entry has
not been debiited by that time. This revolving of the interral accounts will
tend to equalize the accounts (and risk-sharing) so there will not be large
aifferentials in the account balances between the older and younger nembers.
It zlso smooths the payout process by making it nore indepencent of the
democraphic composition of the workforce. All members would have to have
less anticipated 1labor income paid out (to finance the account rollovers),
but that is counteractec by the 'second income' of account payouts {for the
workers who have been meabers for longer than the five or seven year
'waiting period'. The main pinch is for the new members who have less
anticipated labor income paid out, but no account payoute as yet. In any
case, the choice between the termination payout plan and the fixed rollover
plan is a pragmatic financial decision.
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C.l. The Consumer/Viorker Cooperative

L consumer cooperative store in liondragon, San Jose, was one of the
four cooperatives founding the Caja Laboral Popular (the other three being
the worker cooperatives ULGOR, Arrasate, and Funcor). In 1969, the San Jose
store and eight other consumer cooperative stores in the province of Gui-
puzcoa (which contains Hondragon) were consolidated together in the new
cooperative, Eroski. Today Lroski has grown to over 45 stores throughout
the Basque country with over 70,000 consuner-neibers and over 800 worker-
nexbers.

The cooperative movements in England and Scandinavia are dominated by
the consumer cooperatives. The menbers of the cooperatives are the consumer
patrons. The net proceeds are partially allocated to the consumer members
in proportion to the patronage, their purchases through the stores. The
workers 1n the consuner cooperatives have a normal enployer—employee
relationship with the company. The workers can, of course, be menbers of
the cooperatives as consumers. The coverning role of the consumer-nenbers
is typically minimal, and the cooperatives are usually run by hired pro-
fessional managers.

The customary consumer co-op ideology takes an instrumental view of
labor and the firm as a whole. Instead of being employed for private
profit, the labor and other resources will be employed for the social good
(i.e., consumers). When the sellers want & higher price, that is private
greed; when the buyers want a lower price, that is the social good.

The Mondragon cooperators did not copy the traditional consuner cooper-—
ative structure used elsewhere. The Mondragon cooperatives, all of then,
are founded on the principle of the primacy of labor. The primacy of labor
implies that labor shall not be treated as a hired factor, i.e., the cenial
of the employer-employee relationship. In all the co-ops, the workers form
a special category of membership endowed with substantial overall governing
power in addition to the principle of staff self-mancgement. There is no
patronage dividend for the consumer-rembers; instead the prices, selection,
and facilities are guite competitive and the worker-members share in the net
proceeds as in the worker cooperatives. The 'consumer cooperative' Eroski
would be more aptly characterized as a hybrid consumer/worker cooperative.

C.2. The Agricultural/Food Cooperatives

The strongest segment of the U.S. cooperative movement consists of the
agricultural or farmer cooperatives. The farmer cooperatives ana worker
cooperatives are sometimes both classified as "producer cooperatives,” but
the two types of cooperatives are quite different in structure. The farmer
cooperatives are usually rarketing cooperatives. In & supply co-op, Sup-
plies such as fertilizer, seed, gasoline, and electrical power, are bulk
purchased or produced by the farmer co-op and then sold at & discount to the
farmers. In a selling co-op, famers and agri-businegs corporations as
independent producers sell their output to the agricultural co-op which may
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then process the food (e.g., milk into butter and cheese) and sell it on the
market. Some farmer co-ops have ¢grown to enormous size and are not too
different from larce capitalist agri-business corporations (except for the
Federal tax break for co-ops). Any workers in the production, processing,
and distribution parts of a U.S. agricultural co-op are nornal enployees.

At present, there are six agriculturel cooperatives in the liondracgon
coniplex. Here again, the lioncragon cooperators Gia not copy the agricul-
tural co-op structure usec elsewhere, but worked out a new structure consis-
tent with the primacy of labor. The farmers as incependent procducers and
the workers in the processing plants and distribution networks are both
menbers in different categories of menbership; the farmers a&s "socios pro—
ductores" anc the workers as "socios transformacores." Hence the [ondragon
agricultural cooperatives are not tracitional farmer cooperctives; they are
hybria farner/worker cooperatives.

In the whole lioncragon Cooperative liovement, there has been one failed
cooperative, anda it was in the agricultural/food category. It was a fishing
cooperative, Copesca, started in 1865 anc finally wound up in 1973. It
was a seconc—degree support cooperative consisting of 24 small fishing
co-ops each with a fishing boat. In all the job—creating cooperatives in
Spain, the liinistry of Labor will cover 20% of the job costs in the forn of
a low interest Ilong-term loan. However, in the nié-1860s, the Spenish
Goverrment wanted to particularly promote the fishing industry, ané nmade
generous loans available to finance fishing boats. Hence this fisliing co-op
was the one project in which the goverrment played a lead role in the
financing., The goverrment advanced 71% of the funas, the CLP 24%, and the
fishermen advanced only the remeining 5% from their own funds.

The fishernien did not adapt well to participating in & cooperative
business venture. Instead of retaining most of their net proceeds so they
could eventually pay off their long-term debt, the fishermien increased their
personal incore and neglected the long term. In 1973, the CLP nade an
attempt to reconsolidate the boats in the worse financial shepe. That would
require another financial contribution from the fishermen -- which was n».
forthcoming. Hence in order to protect their depositors' rnioney, the CLP
initiated proceedings to wina-up the fishing cooperative.

C.3. The Housing Coopereatives

Housing cooperatives were added to the londragon complex in the middle
70s. The financing of the construction or purchase of apartient buildings
supplies a welcome outlet for the bulging funds of the CLP. Nfter con-
struction or purchase, the CLP can then make loans to individual cooperctors
to finance their apartments. Today, there are 14 housing coopecratives asso—
ciated with the lioncragon group, with over 1200 apartments.

C.4. The Educational Cooperatives
There are, at present, 43 cooperative Basque schools with about 31,000

students and with over 1000 staff members. They offer bilingual (Basque anc
Spanish) instruction at the preschool, prinary, and lower seconcary levels.
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These co-ops are separate from the educational programs under the auspices
of the League for Education and Culture. The membership of these co-ops is
drawn from the staff, parentg, ana students, and they are financially sup-
ported in part from the social funds of the CLP and other londragon cooper—
atives.

C.5. The Service Cooperatives

There are two cooperatives which are usually put into this category,
Auzo-Lagun and Club  Arkitze. Auzc-Lagun has around 450 naibers (nogstly
women) . It is specifically designed to provide enploynent for people wiho,
usually cdue to fauily coanitiments, want part-time and flexible time work
arrangenents. It specializes in the preparation of canteen neals, laundry,
general cleaning, and sub-contract work.

Club Arkitze is & cooperative sports and social club with & swinming
pool and other recreational facilities. It has over 500 menbers and is
located in central Bilbao.



D.1l. The Caja Laboral Popular

Fron the initial two offices in 1$59, the (¢ ;
has shown remarkable growthi. In the 23 intervening years, it has grown to
be the 26th largest bank in Spain with 120 branches throughiout the Dasgue
region, over 1000 workers, and around one-half million custamerc.

HIUMBER 0OF CLP WORKER
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As & creuit cooperative of thie associated cooperetives, its primery loan
activity nwust ke with those cooperatives. lowever, it has becone such an
efficient mechanisin for accunwulating the savings of tlie bBascue country tnat
its lending powers are beginning to outstrip the funding needs of the asso-
ciated cooperatives. Hence the CLP has applied to the central Spenish
goverrizent for permission to change its bylaws so that up to 15% of its
loans can be to non-cooperative firms in the Bascgue country.

The Caja Leboral Popular (CLP) 1is the croup headquarters of the
lMondragon Cooperative Movement. The lloncragon c¢roup 1is defined as the
cooperatives which have signed the Contract of Association with the CLP.
There are other cooperatives in the Basque region with are not associated
with the CLP and which are not taken as part of the londragon ligvement [see
Thomas and Logan 1982, pp. 40-41, fn. 141. The Contract of I.ssociation
[see Appendix B in Campbell, et. al. 19771 specifies the relationchip
between the associated co-op and the CLP such as the co—cp capital contri-
butions to the CLP, deposit of surpluses in the CLP, provision of reporte to
the CLP, and auditing of the co—op by the CLP. The Contract clso specifies
the contours of the 'londragon legal structure' for the associatea cooper=
ative such as the denocratic governance principle, the limited returr on
capital, the attachment of the membership rights to work in the fim (i.e.,
members = workers), the membership fee, the indivicdual internal accounts,
the collective account (reserve fund and social fund), ana the allocation of
the positive and negative retained surpluses to thc interral accounts.

In the U.S. and elsewhere, there are secona-Gegree cooperatives,
b 1
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cooperatives of cooperatives. The members are not individuals but other
co-ops, usually represented in proportion to their sales as in a seconc
Gegree marketing cooperative. The CLP and other support cooperctives are
not second~degree co-ops in that standarc sense. The principle of the
primacy of labor entails that the workers in the CLP or other support co-ops
riust also be members in addition to the instituticnal or collective menbers.
Herice these co-ops are hybrids between first cegree worker co—ops and second
degree co-ops of co-ops. They are called second tier cooperatives or super-
structural cooperatives. The CLP is also unlike the credit unions and co-
operative or mutual savings banks in the U.S. since the mewers are not the
depositors but the associated cooperatives and the workers in the bark.

In its internal governance structure, the CLP has a General Assenbly, a
Foar¢ of Directors, a Social Council, a Watchdog Council (of three internal
auditors), a lManagenment Courcil, and several other committees. The General
Assenbly includes the CLP workers plus proportionczl representation from the
associated cooperatives. The balance between the representetion of the
associated co-ops and the CLP workers on the Boarc of Directors is 2 to 1.
Of the 12 directors, 8 are elected by the co-op representatives in the CLP
gereral assenbly and 4 are elected directly by the CLP workers. Half are
electeG biennially, i.e., 4 co—op and 2 CLP representatives every two years.
The distribution of the & co-op representatives is usually 5 or 6 from the
industrial co-ops, 1 from the consumer co-op, and 1 or 2 from the other
super-structural cooperatives. The CLP also holas annucl regicnal assen-
blies for the cepositors. The llanegement and the Boarc of Directors outline
the CLP's activities during the year, and open & dialocue with the custamers
about their concerns.

In so far as possible, the CLP has the same type of interral structure
as the associated cooperatives. The CLP workers pay an entry or mnemnbership
fee and each has an individual cepital account in the CLP. Insteaa of
basing the surplus allocations to the individual accounts on the consider—
able surpluses of the CLP, they are basea on the average level of surpluses
in the associated cooperatives. The CLP has & Social Council with & repre—
sertative from every 20 workers, and, as usual, it oversees job evaluation,
pay, and social welfare issues.

The departmental structure of the CLP has evolved over its history.
The principal division has always been the Banking Division (Division
Economica). In 1969, the non-banking functions related to prasoting and
launching new co-ops and consulting with the associated co-ops were
organizeG together in the Empresarial Division. There once was a Social
Security Division, but in the early 70s it was split off as a separate
cooperative, Lagun—Aro.

Today, there are two principal divisions, the Banking Division anc the
Empresarial Division, plus a smaller General Services Division concerned
with building maintenance and land acquisition for the CLP. The bulk of the
CLP workers (around 900) are in the Banking Division. The Danking Divison
performs all the usual functions of a modern savings barik, computerized
servicing of the depositors' accounts, managing the bank's portfolio of
investments in short and long term securities, making new loan decisions,
and ronitoring the existent loans. The CLP computer center 1s 1n & modern—
istic building balanced on the hillside beside the CLP headguarters. It



contains the Series 1100 Univac computer that is in contact with terminals
in the 120 branch offices throughout the Basgue country.

The Inpresarial Division (in addition to the CLP structure) makes the
CLP unigue in the world of develcpment banking. The entrepreneurial cxper—
ience of thie ULGOR founders (particularly thie CLF Director, Omuaechea) was
institutionalized and socialized in the Inpresarial Division (whicl: will be
considered in Part II). It hes systematizea the process of creating ncw
finus so that, with the esxception of the fishing coopereative, there have
been no failures in the development of well over a hundred cooperatives.
Just as the systematized innovation of the modern scientific research labo-
ratory represented a rajor advance over the garage inventors, s¢ the insti-
tutionalization of entrepreneurship in tlie Ingresarial Division of the CLP
reprecents a quantum leap over the isolated and unorganized orall business
entregpreneurs of the capitalist world.

D.2. Ikerlan

On the hillside overlooking Londregon, beneath the CLP headqguarters,
lies the technological rescarch and ceveloment institute, Ikerlan. — Frow
the Leginning of Father Arizmendi's technical treaining school, the lionaragon
Cooperative lovement has emphasized the inportance of staying abreast of
modern teclinology. Today, Ikerlan is the synbol of that aggressive tech-
rological stance.

Up to the miG-70s, research anG development was perfored either in the
cooperatives or in the Polytechnical College. However, this provea inace-
Guate to absorb the explosive developents 1n eleCtronice anc computer
science of the 70s. In 1977, Ikerlan was hived off fron thie FPolytechnicel
College as an advanceG appliec research institute with over 60 research
workers anda in association withh 32 'base' cooperatives anc the super-—
structural cooperatives. It works in closc collaboration with the Poly-—
technical College. Engineering stucents can purticipate in Jkerlan in their
final year. As in the other super-structural cooperatives, the IKkerlan
workers elect a portion of ite Doarc of Directors along with the associatec
cooperatives and the other support cooperatives. The workers elect four
boarc members with the other eight menbers being elected by the inaustrial
cooperatives agsociatec with Ikerlan and by the super-structirel co-cps.

Ikerlan is organized to perfcrm research in the areas of e¢lectronics,
mechanical  engineering, therriodynamics (incluuing solar energy), and com—
puter science (or 'informatics' as it is called in Lurope). In addition to
computing and other scientific facilities, it has a large rmachine shop so
that models and working proto-types of new rachinery or procucts can be
constructed. Ikerlan has established contects with over 20 other research
institutes in Europe. It is part of Ikerlan's mission to keel: abreast of
new technological developments which may be relevant for rew proaucts or to
apply in the production processes of the lioncragon cooperatives. — For
example, 1t 1is presently engaged in the study of microprocessor teclinology
which can be applied both in new products (numerically controlled machinery
and automatic control devices) and in automating aspects of production in
the co-ops.
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Ikerlan also practices the 'Japanese' process of first copying a new
cevelopment and then innovating. i good example 1s the cevelcpment of
robots in Ikerlan, the first such development in Spain. ZAmerican Uninate
robots were purchasced to hanale hot castings in the foundry, Uderlar.
Tkerlan built its own first robot, Gizamat I, based on the Unimate desian
(which has no elbow in its arm). Then Ikerlan innovated by building a robot
of ite own design (with an elbow anmn), Gizemat II. There are no plans at
rresent to produce these robots as a comrsercial product. The purpose is o
use the robots in production to replace people in certain hot anc/or can-
gerous jobs, e.a., in the foundries. An auxiliary jurpose is to stay
ebreast of the technology involved in robot construction which night £ind
applications elsewhere in the liondragon cooperatives.

Another rew technology being currently explored by Ikerlan is computer-—
alded design and computer—aided nanufacture or CAD/CZli. This involves
building an electronic model or Dblueprint of the desired entity using
extensive computer graphics routines, and then producing the entity using
computer-controlled marufacturing techniques. Ikerlan Las used these tech-
niques to design and produce printed circuits. The conputer ¢raphics or CAD
riethods have also been applied to produce architectural drawings.

Ikerlan was initially fincnced largely from the social funas generated
by the Caja Laboral Popular. Its annual budget comes from self-financing,
fron the CLP, and from thie associated industrial cooperatives which recuest
research projects. As the work of Ikerlan progresses, the technological
knowledge 1s fed back to the cooperatives for product development, to the
Bopresarial Division of the CLP to suggest new co-ops, anc to the Poly-
technical College to suggest new curricula for the future.

D.3. The League for Education and Culture

Ecucation has, from the beginning, played & crucial role in the Lon-
dgragon Cooperative Movemient. Father Arizmendi often emphasized that "Know-
ledge is power; socialising knowledge implies the democratisation of power"
[quoted in Thomas and Logan 1982, p. 62]. The princijal organization co—
ordinating the educational effort is the ' U ] and 1ltu
formed in 1948. At present, the Leacue has four permanent staif nembers ana
is housed in the Ikerlan building. The League is itself a super-structural
cooperative withi a General Assembly and Boarc of Directors. Its Ceneral
Assembly has representation from the educational cooperatives (e.g., the
Polytechnical College), associated industrial cooperatives, public author-
ities, co-op members, and, of course, the staff.

The League monitors 18 educational centers: 4 preschool, 5 in primary
and secondary education, 5 in professiocnal and technical education, 2 in the
permanent (adult) education department, and 2 in the new Center for Language
Studies. In all, there are over 200 classrooms, over 8000 students, and
around 240 teachers and professors.

Father Arizmendi believed that social progress went hand-in-hand with
technological progress; "through mastering technology it would be possible
to develop and generate processes that would permit a more human anc social



dgevelopment" [quoted in Thomas and Logen 1282, p. 551. The lineal desceli~
dent of Father Arizrnendi's technical training school is the Instituto Poli-
tecnico Jose liaria Arizmendiarrieta, the Polytechnical College (which was
previously thie Escuela Profesional Politecnica).

The Polytechnic now offers to around 2000 students courses up through
professicnal encireering training with engineering degrees. It is itself a
super-structural cooperative with a General Assenbly and a Boarc of Lirec-
tors. The representatives in thie Ceneral Assenbly come from three cates
gories, teachers and staff, students and parents, and supporting institu-
tions. The supporting institutions include not only the cooperatives ut
sonie small capitalist enterprises which contribute financial support. The
seats on the Doarc are allocated in a narner epproved by the Cenceral Assenr
bly. The bucdget is coverec by state subeidies, student tuition, and contri-
butions fron: enterprises, particularly the social funds from the large
cooperatives. There are two Social Councils, one for the teachers ana one
for the students and parents.

In 1966, Father Arizrmendi inaugurated another innovative ecucational
project, a cooperative factory where students could work to finance their
education andé to learnn first-hand about cooperative work. It is called

ividad : 1SCOL¢ C ztive or Alecoop. The participeting
students work in two five hour shifts; when one shift works, the other takes
courses. Alecoop was not en inmediate financial success. in 1S7C, its
prospects were cuestioned, but the students rallied anc helped turn it
arounc. In 1970, it becae an indepencgent coopereative, insteaa of a cepart-
ment of the Escuela Profesional Politecnica. It has been profitable every
year since 1971. 1Its financial success in procucing teachind equipirent ror
technical ecucation has increased the nunber of positions upwarcs to around
800 stucents.

As & cooperative, »lecoop has its own Gelierel Asscarbly anc Doard of
Cirectors drawn from three categories:  students, stafi, ana supporting
institutions.  The students, as co-op workers, have entry fees and interial
capital accounts. To allow for the demands of the payouts to g¢reduating
students, two-thirds of the net surplus is collectivizec ana only one-thirc
is allocated to the irndividual accounts.

Anothier educational innovation of note is the student hostel, Colegio
Henor Viteri. It is also run as a cooperative, and it serves about 350
students. It often admits & large group of students from a single Basque
town so that they will gain more experierice in working together. — Together
with: tlie hostel staff, they can organize seminars back in their towng to
tell the people about the lionaragon cooperatives. Upon crecuation, tihey may
be able to return hoge to start a new cooperative.

D.4. Legun—-Aro

Since the liondragon cooperators are not employees, they dc not fall
under the main Spanish social security systemi.  Insteada they join the
Association of the Self-euployec (Iutualidad de Zutonomos).  Since its
benefits are rather inadequate, the liondregon cooperetives have establishec
Lagun-Aro to provide substantial additicnal benefits. Lacun-Aro started
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as a division of the CLP, but in the early 70's it was established as a
separate super-structural cooperative. In 1977, it moveu into a separate
building down the hillside from the CLP headquarters. As a super—structural
cooperative, the associated cooperatives and the Lagun-Aro staff are repre-
sented  in its General Assermbly and on its Board of Directors. The staff
rasbers make a capital contribution as usual, and their internal account
allocations are based on the average net surpluses in the associated base
cooperatives.

Lt the enc of 1981, there were 119 associated cooperatives, with 18,721
covered cooperators, and 47,768 covered beneficiaries [CLP Znnual Report
19811. 1In addition to the pension benefits cbtained from the Asgociation of
the Self-Enployed, Lagun-Aro additionally provides sickness benefits, hospi-
talizetion, disablesent compensation, and unemployment insurance (should
that be needed). ‘lere are, however, no benefits for the first three «days
of any illness. Laqun—Aro also has programs for preventive mecicine anc
industrial hygiene. then economic concitions force workers to be receployed
between jobs, this is ustelly done within the federations such as ULARCO.
However, when 10% of the workforce is involved, Lagun-Aro moves in to help.
During the last year, 400 workers were redeployed with the help of Lagun—
Kro.

The associated cooperatives are diviced into 13 communities, the tvwo
larcest being ULARCO and the conmunity contzining the CLP. DRecorcs are kept
for each community concerning the receipts and paylwents on fenily and weci-
cal assistance anG earnings compensations. If the receipts are in excess of
the payuents, 50% 1is refunded to the menbers. If there is & ceficit, thie
comunity is charced for the difference. This encourages ¢roup scolidarity
and the responsible use of the benefites.

The pensicn benefite were originally rather generous.  Vith 30 vears
service, the cooperator was entitled, at age €5, to receive 100% of the
average pay over the previous 10 years. lHowever, the repid inflation of the
70s end the impending demographic bulge around the turn of the century
forced & reconsideration. In 1976, the pension benciits were recucea to &
system where after 10 years service, the cooperator would receive 36% of the
last 1C year average. For each adcitional ycar, 1.2% is added co  aiter 30
years service, 60% of the average pay over the last 10 yearc would be the
pension. This pension is in addition to the payout of the cooperator's
individual capital account end it is not subject to the saue risk factors.
The pension assets are invested elsewhere under tight <¢overmment centrol,
whereas the value representec by the individuel capital accounts is invested
in the cooperative itself.



27

PART II: THE EMPRESARIAL DIVISION OF THE CAJA LABORAL POPULAR

The entrepreneurial function involves more than the decign and
launching of new enterprises. Entrepreneurship is also involved in any
major departure from 'routine' management in an existing enterprise such as
entering new markets, launching new products, major expansions, changeovers
in equipment and technology, and in corporate reorganizations and turn-
arounds. The Impresarial Division institutionalizes entrepreneurship in the
broad anc¢ rich sense which includes both launching of new cooperatives and
najor non-routine changes in existing cooperatives. 1Its objectives must
include this type of business assistance to the existing the new cooper-
atives because the Caja Laboral Popular is not only the financial center but
the group headquarters for the liondragon Cooperative liovement.

Some writers translate "Empresarial Division" as "Entrepreneurial
Division" which, however, might connote only the mnarrower launching
function. Others have translated it as "Management Services Division"
[Thomas and Logan 19821 to emphasize the broacer role. Ve have left
"Empresarial Division," like "Caja Laboral Popular," as a uniquely proper
nane.

In the 1981 reorganization, the Empresarial Division was organized into
six areas, each of which is divided into departments:

1. Studies Area (Estudios):

. Research Department,
. Library and Documentation Center Department,

2. Agricultural/Food Promotion Area (Promocion Agroalimentaria) :
. Agricultural/Food Department,
3. Industrial Promotion Area (Promocion Incustrial) :

. Products Department,
. Promotion and Intervention Department,

4. Consulting Area (Asesoramiento) :

. Export Department,

. Marketing Department,

. Production Department,

. Personnel Department,

. Administrative-Financial Department,
. Legal Department,
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5. Auditing and Information Area (Auditoria e Informacion):

. Auditing Department,
. Information and Control Department,

6. Urban Planning Area (Urbanisno y Edificaciones):

. Urban Planning Departrient,
. Industrial Building Department, and
. Housing Department.

The work of the Empresarial Division is directed by its lManagement Council
(Consejo de Direccion) which includes the director of the entire division
and the six directors of the areas. There are currently about 116 staff
mebers in the Empresarial Division as a whole.

In this Part II of the study, we will focus on the area concerned with
the archtypical entrepreneurial function of launching new enterprises, the
Industrial Promotion area. The description is based on interviews with the
heads of the two departments in the area, the Products department and the
Promotion and Intervention department.

The Appendix deals with the functions and principal activities of the
Empresarial Division as a whole. The description 1is largely based on a
rough and partial translation of an internal CLP document [Caja Laboral
Popular 198lal outlining the organizational structure of the Enipresarial
Division after the major reorganization of the division in 198l.

The Empresarial Division is organized for the coordinated and unified
delivery of technical-entrepreneurial services to the associated cooper-
atives and the CLP. It has the two broad objectives of increasing the
reliability of the CLP loans to the associated cooperatives and to contri-
bute to the development and consolidation of the cooperative movement in the
Basque Nation (Pais Vasco).
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Section B: Products Department

The principal work of the Products Department is to explore market and
product possibilities, and to write "prefeasibility studies" on certain
praaising markets and product ranges. These prefeasibility studies cover a
product range (while a feasibility study for a prospective cooperative will
focus on specific products), and contain initial cost data over a five year
period. The prefeasibility studies are carried almost to the same level of
cetail as the actual feasibility studies, but they cover various product
options within a market area. The prefeasibility studies are gathered
together in a "product bank" which can be used by the prospective manager of
a new cooperative. The staff of the Products Department annually updates
the information in the prefeasibility studies to keep them fairly current.

When a group of workers and a potential manager comes to the CLP with
the intention of launching a new cooperative, the group will very often have
their owvn procuct idea. The launching process involves the proposed manager
working with the godfather (padrino), or, as some prefer to say, the advisor
or counselor, to conduct a feasibility study for a period of 18 months to
two years, called the "promotion period,"” before the cooperative is actually
launched. The CLP will loan the money to the group to finance the manager's
salary for this time period if the group can provide sufficient collateral.
This could be provided by personal signatures of the group members (based on
their personal assets) or the security could be provided by the assets or
credit of co-signers. Often the group of workers will emerge from an
existent cooperative or federation in which case that organization might be
the sponsor.

If the loan to cover the manager's salary during the promotion period
is arranged with the CLP and if the group seems to have the proper spirit,
skills, and commitment, then the group is assigned a godfather and the
feasibility investigation begins. If the group's initial product idea does
not prove to be promising or if the group did not have specific product
ideas, then they are allowed to choose a product or product range from the
product bank of prefeasibility studies.

After initial investigations, the manager selects a specific product
from the product range, and then focuses the feasibility study on that
product. The prefeasibility study contains much of the initial spadework so
the manager can develop a polished feasibility study in much less time than
if the manager had to start from scratch. The manager must go over the
relevant parts of the prefeasibility study by rechecking and thus updating
all the market and cost information. By focusing and updating the relevant
parts of the prefeasibility study, and by developing new information as

This description of the work of the Products Department is based on an
interview with Francisco Montero, the Director of the department, and Jose
Antonio Azpeitia, Industrial Development Advisor in the Department.
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required, the manager, with the assistance of the godfather, can usually
have a final polished and completed feasibility study and business plan
prepared by the end of the 18 month period. At that time, the CLP makes the
cdecision whether or not to fund the cooperative.

The Products Department divides the markets faced by the cooperatives
into three types:

A. saturated or fairly saturated markets,
B. uninteresting markets, and
C. potential new product markets.

Saturated or fairly saturated markets include machine tools, furniture,
forging and foundry products, and home appliances. The cooperatives in the
Mondragon liovement are divided into ten groups or federations on a geo-
graphical and/or product basis, the first and largest federation being the
ULARCO group. The cooperatives producing these products for fairly satu-
rated markets would already belong to an existing group. Many of the
functions of the Empresarial Division of the CLP are decentralized to the
group headquarters. In particular, the product/market research for these
saturated product lines would be conducted in the group headguarters, not in
the Products Department of the Empresarial Division of the CLP.

Uninteresting markets include ship building, truck production, and
printing. For a variety of reasons, the CLP does not consider it
appropriate to concentrate product research efforts on these markets.

Promising new products are the Products Department's primary concern.
Products are grouped together into product lines which could yield several
new firmms. There may already be some cooperatives producing related pro-
ducts, but they might not be organized together as a group. By starting
some new cooperatives producing related products, the basis can be created
for the formation of a new grouping or federation. The specific technology
used by the firms in a group may differ, but there is a commercial synerqy
obtained by joint marketing efforts.

For example, there is the product line of products relating to piping.
There already are cooperatives producing centrifugal pumps, small ball
valves made by forging, and other specialized valves. The Products Depart-
ment is preparing a prefeasibility study on other products relating to
piping such as butterfly values, control valves, and other ball valves.

Other potential new product lines include:

1. materials transporters (e.g., conveyors and forklifts),

2. tooling (e.g., drills and reamers),

3. bath products (e.g., toilet paper holders, soap dishes, etc.),
4, electromedical and disposal equipment,

5. agricultural machinery (farm implements), and

6. public works machinery (e.g., smaller cumpers and excavators) .
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Section C: Promotion and Intervention Department”

Sr. Hidelgo, the head of the Promotion anc Intervention Department,
pointed out that one had to be a little crazy ("poco loco") to try to launch
new cooperatives under the present economic circumstances. In addition to
preserving and stabilizing the jobs of the current cooperative members, the
formal objective in the CLP five year plan is to launch five new cooper—
atives per year.

The Basqgue UMNation 1is divided up into regions, and the existent
cooperatives are grouped accorcing to their region. Then the cooperative
initiatives can be classified into the following three categories:

1. initiatives from within a regional group of cooperatives,
2. initiatives from a region but outside the regional group, and
3. conversions: owner—ingpired, or worker—inspired.

In the case of new cooperatives, a croup of workers usually comes to
the CLP. They select a promoter/manager who will work with the Caja's
backing. They have an idea for a product but the Enpresarial TCivision may
have doubts about:

a. the product idea, or
b. the promoter who
1. may be technically competent but morally not a good leader (e.g.,
have dictatorial tendencies), or
2. may be a good leader and a balanced indiviaual but not technical-
ly competent to carry out the project.

The promoter/manager rmust almost be a super-meanager; like an orchestra
conductor, he must be able to wave the baton calmly and confidently, and
then occasionally run over, grab, and play a fallen instrument, and then run
back to continue conducting — all without the audience noticing, because
otherwise people micht lose confidence in himn.

If the group seems to have the right spirit, a good promoter/manager,
and a plausible product idea, then the CLP will draw up a contract with the
group. Vith adequate security, the CLP will make a deferred-interest loan
to the group to finance the manager's salary during the promotion period,
roughly the period of 18 months to two years from the time when the group
signs the contract with the Caja to the cooperative's first invoice.  There
are several ways to secure the loan. Usually the group will emerge from an
existent cooperative, and that cooperative will guarantee the loan. If the
group is coming from outside an existing cooperative, the group must provide
their own security. The CLP might accept the cguarantee or collateral of a
third party such as a well-to-do relative. Otherwise, the members of the
group must personally sign, using their own assets as collateral.

This description of the work of the Promotion and Intervention Depart-—
ment 1is based largely on an interview with Rafael Hidalgo Sequrola, Direc-
tor of the department. Sr. Hidalgo has a delightful flair for concrete and
colorful expressions =-- which we will try to preserve in the description.
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The group registers as a cooperative society uncer Spanish law so that
an entity will exist to receive the promotion loan and to pay the manager's
salary during the promotion/launching period. The manager 1is assigned a
godfather, a secretary, and an office in the CLP. The godfather will over-
see the promotion and launching of the cooperative, and will continue in
that oversight role until a little after the breakeven point, until "he can
sleep at night."

The group will often have their own product idea, but that is not
always a good idea. They must be able to fall out of love with "their
product" — there are usually more flaws than appear on the surface. The
godfather and manager perform an initial screening of the product using
quite conventional criteria: market trends, sales per worker, capital per
worker, and so forth. If the group's idea uoes not hold up, the group goes
to the product bank of prefeasibility studies prepared by the Procducts
Department of the Industrial Promotion Area. Often the group ends up using
a prefeasibility study.

The promoter/manager applies a "bastard file" (a fairly coarse rasp) to
the prefeasibility study to take off the rough edges and to try to single
out a specific product from the product line (prefeasibility studies cover
product 1lines). The manager must recheck and update all the relevant data,
and search out any necessary new data. The rnanager will thus hone, polish,
and finally put a finish on the study wiih a fine cloth. That is the pro-
cess of turning the prefeasibility study into a feasibility study for a
specific product. The final study must be in such detail that a thirc party
could read it, and have all relevant questions answered. The pronotion
period, the period of time used by the promoter/manager to develop the
feasibility study, used to be about two years. The use of the prefeasi-
bility studies has helped to shorten the time from two years to 18 nonths.

The promoter/manager has access to the array of technical expertise in
the FEmpresarial Division in the preparation of the feasibility study. In
addition to the prefeasibility study and the seasoned advice of the god-
father, the promoter/manager can call on the other departments. For details
about the marketing part of the study, the promoter can consult the liarket-
ing Department. To explore export opportunities, there 1is the Export
Department. To plan out the production process, there is the Production
Department, and to design an appropriate factory for the manufacturing
process, there is the Industrial Building Department. For information about
the personnel system and member payment arrangements, there is the Personnel
Department. The Legal Department would handle the incorporation procedure,
obtaining the necessary licenses and patents, and drafting the necessary
contracts. The Auditing Department and the Information and Control Depart-
ment will help to set up the accounting and management control systems so
that the progress of the cooperative can be monitored by the manager and by
the CLP. And so forth.

Given the preparation time and these technical support services anc
other resources of the Empresarial Division, it is not surprising that the
londragon feasibility studies are considerably more sophisticated and
reliable than even the better ones produced by, say, American !BAs. The
principal activities and services of the departments in the six areas of the
Empresarial Division are described in the Appendix.
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Ithen the feasibility study is complete, that is the moment of trutli.
The Operations Committee of the Banking Division of the CLP must make the
decision to back the cooperative or not. Given that the promotion effort
has reache¢ this stage, rarely is the decision negative, especially if the
group used one of the CLP's prefeasibilty studies.

The general operational philosophy is to "travel light," to be able to
change direction and tack, if one runs into difficulties.

EXMMPLE:  Some of these points are illustrate¢ by a recent
faucet factory which should create 45 jobs within five years.
In five years, the projected annual sales are 260 rillion
pesetas (ptas) in a total market of 10,000 million ptas, so they
project a 2.6% market share. There are some major suppliers who
hold 20% and 10% market shares. Their projected 2.6% share
should be small enough so that it will not provoke any reaction
from the existing suppliers.

The test marketing scheme used with this faucet <£factory
illustrates how the CLP was able to substantially reduce its
risks 1in this instance. The company was using a new faucet
system patented by a multi-national. 2 technology transfer anc
test marketing arrangement was worked out with a German fimm
which woulc manufacture the proauct, sell it to the cooperative
which, in turn, would resell it at a budgeted loss of 15 million
ptas for a year in the Spanish market. !ost of the losses were
for the one-time costs of setting up the cistribution network.
They had established 40-50 outlets for the faucets. After the
test marketing, the feasibility study 1is to be revised as
necessary, and then the CLP makes a final cecision to fund the
enterprise or not. Assuming a positive decision, the CLP
finishes the 1loan, and the construction of the factory to
manufacture the faucets will begin.

The test marketing scheme is an example of the "travel light" philos-
ophy. Any bugs in the marketing plan could be discovered anc correctec
prior to the major capital commitment to build the factory. In the enc, it
is the market that gives and that takes away. The test narketing 1s &
simulation of as much reality as possible to see how the enterprise would
operate under fire.

There is usually a projected three year perioc between the launching of
the cooperative and the breakeven point when net income finally switches
from negative to positive. This can be illustrated in the following graph.
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The start-up costs are divided into two parts:

a. the promotion costs from the day the group comes to the CLP
to the first invoice, and

b. the consolidation costs from the first invoice to the breakeven
point.

Moout 10% of the Jjob creation costs are to be net by worker equity.
The worker's membership equity has usually been around $5,000 payable over 2
years, but current trends (given rising job creation costs) are towarcs a
$10,000 membership fee payable over 4 years. About 15% of the total value
of the cooperative's assets is usually supplied by the workers' equity ana
20% from a low-interest loan from the Spanish liinistry of Labor to finance
new job creation, with the remainder bein¢ financed by a loan from the CLP.

After a cooperative has been launched and consolidated (i.e., after
breakeven), the net income is given the usual liondragon treatment, e.g.,
about 70% of the retained net income is credited to the members' internal
capital accounts. However, if this was the practice during the launching
and consolidation period, then the rnegative net income would simply wipe out
the founders' equity. The founders would unfairly bear the start-up costs,
and any new members joining after the breakeven point would only share in
the profits. In order to spread out the start-up costs, the CLP has
developed a scheme to capitalize most of the start-up costs as an asset
which 1is then depreciated over a period of years. Of the total start-up
costs (promotion + consolidation costs), 30% is currently expensed anc the
remaining 70% is capitalized as an asset to be depreciated over a severn year
period.

There 1is always the possibility of erroneous predictions in the feasi-
bility study — especially due to unforeseen external occurences. The co-
operative might not then obtain the projected breakeven point. The CLP rust
then re—evaluate the situation to see if postponed interest or principal
paynents or a renewed capital injection and reconsolidation of the effort
would eventually pull the cooperative through to a breakeven point.
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It may be that the unforeseen events have so changed the situation that
the new projected point will just trail off downwarc without even pulling up
to breakeven. In such cases of projected failure, the CLP has no choice but
to wind-up the enterprise.
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In the cases where a reconsolidation looks promising, that will recuire
new equity injections from the workers and a new loan from the bank. In all
the cooperatives of the lMondragon group, there have been no failures —-- save
one example of a fishermen's cooperative which was rather different from the
industrial cooperatives typical of the liondragon complex. The failure was
also the one case where the goverrment took the leaa (71%) 1in the loan
package. The CLP has a small portion (24%) and the workers had a minor
financia.. ccomittment (5%). The loans had been used to purchase boats ana
partly for working capital. The fishermen had squandered their working
capital, and the cooperative was soon in a distressed state. After some
study, the CLP thought that a successful reconsolidation loan would be
possible if the fishermen would make new capital injections anad mend their
ways. The fishermen refused, so to protect the depositors' money, tiw: Casn
ceid "See you in court" and initiated proceecings to wind-up the company.

The godfathers are usually managers first, good managers who can then
be groomed as godfathers. It is considered important that they come from
the cooperative world so that they are already familiar with the problems of
managing cooperative enterprises. The technological orientation of the
londragon cooperatives is evidenced by the fact the all the present eight
godfathers have an engineering background [Oakeshott 1981, £l11].

Some of the godfathers work as interventionists in troubled cooper-—
atives rather than with new launchings. There was one example in the past
of a near-failure where the Empresarial Division intervened and conpletely
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changeG the procduct line. The workers were sent home for a 'furlough' while
the old machines were torn out and the new nachines installed for the new
product line. The intervention and turnaround was successful.

In addition to start-ups and interventions, the department might work
vith potential conversions. The liondragon complex of cooperatives is so
well-known in the LDasque region that no education work 1is needed to tell
workers or owners of the cooperative option. Those coming to the Caja are
usually the owners. In the case of owner—inspired conversions, their first
thought is that the owner "must be in a bad way." If "the LCoss says he
wants to get nearer Goa" by selling to the workers, the Caja looks closely
at the ratios. In general, Sr. Ilidalgo was skeptical about the possi-
bilities for good conversions.

The Caja usually does a first-cut feasibility study, "swmells a rat,”
and does not proceed. Is the fim: a conpetitor of existing cooperatives?
Is the market good? The CLP would not finance a conversion and still have
the firm compete. The CLP would go to the cooperative in that area and ask
about the firm. If the existing cooperative and the potential conversion
are complementary, then the whole market position of the group might be
strengthened by adding the new {imm to the group.

Of all the Hondragon cooperatives, about five could be consicered
conversions. [lany come, but few are chosen.

Aavantages of Conversicns:

1. It is an existing business.

2. The people are already trained in the business.

3. In these recessionary times, the assets can usually be acquired for
very little, especially when "Florida beckons to the owner."

Disadvantages of Conversions: One of the principal difficulties is the
staff question. Are the middle level staff and the workers going to work
together, going to become cooperators? "If conCrete sets harc in 28 days,
people are set in their ways in about 18 years." It is difficult to chance
people from salaried workers to managers. The personnel questions are the
often main problenm in a potential conversion situation. "If that is OFK,
faith can work miracles."

In all of this work, Sr. Hidalgo pointed out that it is the cultural
and social rewards which are important. "There are rules and contracts and
the like, but ultimately you rust work and live with each other."
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D: iclusio

In a moderrn: industrialized econony, the individual entrepreneur faces
formidable obstacles in any attenpt to start a small business of any size
and/or potential. Beyond the sector of shops, stores, anG other service-
oriented micro-businesses, entrepreneurship reguires an array of technical
and business skills, as well as old-fashioned business experience and
seasonec¢ judgment, which are rarely available to individual entrepreneurs.

Detween €0 and 90 percent of all small business startups fail within
five years [Zupnick and Katz 1980, p. 31. These statistics indicate that
small business entrepreneurs are being used as 'cannon fodder' in a social
darwinistic process that is far too costly for the meager return. To start
ten firmms in order to get one or two surviving beyond five years 1is surely
an creessively wasteful social mechanism for net job creation and eccnomic
development. There should be a better way.

The larger corporations and conglcmerates can amass the technical and
business skills and the financial resources necessary to dramatically
inprove, 1if not reverse, the odds faced in new business startups or other
job creation efforts. But the major corporations, by ana large, choose not
to use their resources for the purposes of job creation or local economic
developnent. There are at least two najor reasons:

1. there are other less risky and non-entrepreneurial ways for the big
corporations to enter new product markets, and

2. corporations are not structured to pursue such social goals as the
econonic development of a particular region or locality.

Large corporations use their power and resources to avoid risks, not to
teke risks. Instead of directly launching new ventures, the major fimis
tend to enter rew product markets by purchasing successful small businesses
in the new area. The war of all against all among small businesses serves
as a filter to select the 'fittest' businesses that have pioneered & new
narket. The enormous waste of that selection mechanism is a cost borne by
the would-be entrepreneurs, their families, the employees, and by society as
a whole; it is not a cost directly borne by the large risk-averse finus.
The major firms can remain aloof from the struggle and then buy-up the
winners (or survivors). Hence large corporations find little reason to use
their wvast resources in a vigorously entrepreneurial fashion. 2And, in a
recession, if the supply of buyable small businesses dwindles, the big

corporations can use their massive resources —— not to takeover the entre-
preneurial function —— but to play the game of trying to take over ecach
other.

Conventional corporations are also not structured to pursue goals such
as job creation or econcnic development in any specific locality. Their
structure is capital-based; not labor-based I[see Ellerman 1982, 1982al.
Their goal 1is thus to maximize the present value of the equity capital
invested in the corporation. That precludes and overrides any ultimate
comiitment to any specific people (such as the people presently working in
the firm) or to any specific locality. A large firm might well contribute
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to the economic deveiomment of a city, state, or region, but only for in-
strunental reasons, only as a means, not as an end. Vhen capital is in com—
mand and market forces shift, then capital will tend to pursue its highest
return wherever that might be.

That 1is a brief and, of course, over-simplified description of the
present crisis of entrepreneurship. The people who want to be entrepre-
neurial do not have access to the requisite technical/economic resources,
and the business institutions which do have the required resources are not
structured to be entrepreneurial or =ccially accountable.

Against this background, the exemple of the Empresarial Division of the
Caja Leboral Popular is particularly striking. The CLP shows how the needed
technical expertise, business experience, and finencial capital can be amas-
sed, organized, anc used in an institution which performs an entrepreneurial
function in the swall business sector. Unlike isolated entrepreneurs, the
nanagers  and  voriers  soristec by the Dmpresarial Division can create new
conpanies with & high success rate in a complexr and competitive economic
enviromnment. And unlike the large conventional corporations, the Caja
Laboral Popular is structured in a scocially accountable manner to pursue
cooperative economic development in the Bascue country regarcless of the
shifting rates of return to capital. It is not a capital-based company; it
is a labor-based democratic social institution.

Fondragon is a reality, but it is also a question. The success of the
Caja Laboral Popular and the liondragon Cooperative llovement is not the
cuestion; the question is the possibility of replicating that success else-
where. In a different social context, what would replace Basgue nationalism
as the foungation of social solidarity — or is such & social bonc neces—
sary? To what extent is the Polytechnical Institute a necessary part of the
system? Or can the econonic part of the system be replicated without the
long leadtime necessary to create such an adjoining educational systen? To
what extent is it necessary for the firms to be cooperatives? Can entrepre-
neurship be institutionalized in & private development bank and used to
startup privately owned small businesses? Can a local, regional, or
national goverrment set up and operate a Caja-like development bank with an
entrepreneurial division? Or will the political enviromment of any govern-—
mental agency always prevent it from being entreprencurial?

Our study of liondragon and the experience of the Industrial Cooperztive
Association in Pmerica indicate some preliminary answers to several of these
guestions. Solidarity is incdeed a crucial factor, especially given the lack
of support for cooperative enterprises in a capitalist enviromment. FEthnic
or national solidarity is not the only possibility however, solidarity might
also be based on union or church affiliation, or simply the conmonality of
the vision of a democratic workplace.

As to the relative necessity of a Polytechnic-like educational insti-
tution in other settings, it is difficult to judge. In the technologically
advanced countries, there is not the same shortage of high-level technical
training. Yet there is little or no ethical or social education woven into
the technical and scientific curricula which would emphasize "the priority
of labor over capital."
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There 1is reason to doubt that entrepreneurship can be successfully
institutionalized in a private enterprise having a market relationship with
potential privately owned startups. It is a straightforwarc market failure
arguent. Private ownership gets in the way of social association. It
would interpose a market relationship between a private entrepreneurial
development bank and the potential new firmms. Yet the entrepreneurial
function is too developmental, too fraught with risk, and too long-term to
be viable as a financially self-supporting contractual market relationship.
WWhen the uncertainty and transactions costs are so high, the market fails.

The experience of l.ondragon indicates that the institutionalization of
entrepreneurship should be internalized in a whole social complex that is
self-supporting in its entirety. The Empresarial Division, for example,
does not stand alone. It together with the whole Caja Laboral Popular and
the associated cooperatives form a self-sufficient social conmplex. It 1is
self-supporting not only in the financial sense but in the development of
human potential. The technical and managerial expertise built up 1in the
cooperatives is fed back into the system (e.g., through the godfathers) to
support the development of new enterprises. The cooperative form of
economic enterprise encourages that type of social association, while
conventional private ownership tends to atomize society and to reduce all
social association to the level of market relationships. And when the
market fails, all but a lucky few are impoverished by it.

Some scepticism seems in orcer concerning the entrepreneurial potential
of a govermmental Caja-like development bank with an entrepreneurial divi-
sion. Governmental sponsorship is sometimes seen as a source of social
accountability. But, in fact, it could tend to make a development bank more
responsive to the political anc bureaucratic envirorment —— with less entre-
preneurial initiative to meet felt social needs. Goverrment enterprise in
the West, not to mention the East, does not hold out much hope of capturing
the entrepreneurial function. The government can provide seed capital for
an entrepreneurial development bank established in response to initiatives
from below, but such a bank should be eventually spun—-off as a democratic
social institution.

To be institutionalized, entrepreneurship should be socialized. Ve
have seen reason to doubt that either a private enterprise or a governmental
enterprise can do the job. The conventional public/private alternatives
form a false dichotomy. The initial seed capital could come from either
above (the government) or below (private savings). The point is that an
entrepreneurial development bank should be organized in the realm of inter-
mediate social institutions, such as the Caja Laboral Popular and the other
super-structural cooperatives of the Mondragon liovement, which combine
social accountability with autonamy from the government. To get beyond the
poverty of the traditional public/private debate, there needs to be much
more experimentation with what Pope John Paul II outlined in his encyclical,

Laboren EXercens, as:
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a wide range of interniediate bodies with economic, social and
cultural purposes; they would be bodies enjoying real autonony
with regard to the public powers, pursuing their specific aims
in honest collaboration with each other and in subordination to
the demands of the common good, and they would be living comr
rmunities both in form and in substance, in the sense that the
members of each body would be looked upon and treated as persons
and encouraged to take an active part in the 1life of the body.
[section 14]

These cuestions and the preliminary answers can be elucidated and
clarified by further research and public discussion. But research and
discussion cannot alone provide definitive answers. They are practical
guestions which can best be investigated by real-world efforts to produce
comparable institutions in diverse economic and cultural settings.  Such
experimentation requires breaking the logjam of the bipolar worldview which
sees the only choice as a variation on the two paradigms of private enter-
prise capitalism and government enterprise socialism. HHondragon shows that
a cooperative third way is possible, not just as an idle speculation, but as
a tangible reality. A cooperative system offers not only more democracy and
more justice in the workplace; it can also offer more entrepreneurship.
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APPENDIX: ORGANIZATIONAL STRUCIURE OF THE HMPRESARIAL DIVISION

The following description is based on a partial and condensed (rough)
translation of an internal CLP cdocument [CLP 198lal cetailing the
organizational structure of the Empresarial Division after the 1981
reorganization.

The Empresarial Division is organized for the coordinated and unified
dgelivery of technical-entrepreneurial services to the associated
cooperatives and the CLP. It has the two broad objectives of increasing the
reliability of the CLP loans to the associated cooperatives and to
contribute to the development and consolidation of the cooperative movement
in the Basque Nation (Pais Vasco).

a nc N2

The Research Department conducte economic studies of tlie realities
facing the cooperative movement, the Bascue economy, the Spanish econony,
and the international econony. The studies are for the CLP and the
cooperative groups, and also to help other people and institutions in the
Basque llation to rwke better political and econamic decisions for
cgevelopment and integration into the world economy.

The principal activities of the Research Department are:

. the undertaking of research and publication of information on the
following topics:

. annual inforration yearbooks about the Dasgue econoniy,

. studies on general problems such as unemployment, public sector
of the econony, integration into the European Economic Conmwunity,
and so forth,

. economic and incdustrial policy,

. economic sectors,

. the present circumstances and future evolution of the lHondragon
Cooperative Group,

. the socio—economic structure of the region, and

. the European Conmon Harket, and

. the publication of studies on these problems and consultancy for the
CLP, the Cooperative Group, and the Bascue liation in general with
regarC to the preparation of practical plans on such matters as
urban planning, commerce, industry, health, transportation,
education, and so forth.

- and > ' 3

The principal activities of the Library and Docunentation Center
Department are:
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. the organization of the Documentation Center, the classification of
the books, yearbooks, etc., providing information to the Impresarial
Division and the associated cooperatives, organizing archives,
registers, and so forth,

. buying materials for the Center and as requirea by the purchasing
department of the CLP, anc controlling the budgetary expenditures of
the Center,

. the receipt, classification, and registration in the library of the
materials such as books, reviews, information bulletins which are
received in the Center,

. the notification of all interested parties when eny relevant
information of value is received, and

. 1in addition, adninistering the library of general books for the
workers of the Caja Leaboral Popular.

j F 1QTION ARER
Agricult Food Det e

The Agricultural/Food Department is established to consolidate the
agricultural and food processing enterprises already associated with the CLP
and to further the development of similar enterprises.

The principal activities of the department are:

. the study of the feasibility of launching new enterprises in this
area, i.e., agriculture, livestock, forestry, and the processing and
marketing food products,

. ald and assistance to groups promoting the cevelopuent of existing
cooperatives anc the launching of new cooperatives,

. consultancy in the establishment of new enterprises or new sections
of enterprises or inter-cooperative structures which will serve to
further cevelop the sector of agricultural/food cooperatives, anc

. undertaking socic—economic research to determine the best
development strategies for the sector.

The Products Department is established to search for and locate new
products and industrial activities fit to be undertaken by existing or new
industrial cooperatives. It also consults with existing cooperatives on
their industrial development plans.
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The principal activities of the department are:

. the search for and preselection of products suitable for manufacture
by new or existing cooperatives,

. the drafting of prefeasibility studies for the launching of new
industrial activities,

. consultancy on the industrial development plans of the cooperatives
anc federations of cooperatives,

. consultancy on the search for and the negotiation of licensing
agreements and technical assistance contracts, and

. support for the middle-level intrastructure of the cooperatives and
cooperative federations to improve the product marketing functicn
through:

. Sectorial structures,

. comon industrial development services,

. development comittees,

. technical offices,

« Ppersonnel training, and

. service cooperatives or contractual arrangements with external
organizations to strengthen product marketing.

terv i [

The Promotion and Intervention Department provides consultancy in the
promotion and launching of new cooperatives supported by the CLP, in the
planning and managerient of the existing associated cooperatives, and in
orcer to intervene and/or provide assistance for the turnaround and recovery
of cooperatives in crisis situations.

The principal activities of Promotion and Intervention Department are:

. consultancy with the boards, management, and middle management of
the associated cooperatives to help establish managerial projects
and activities such as:

. 1nternal and external cdiagnoses,

. business policy,

. long-term goals,

. organization of social organs and managerial bodies, and

. specific projects such as management training and the launching
of new activities.

. ongoing study and diagnosis of the general situation of the
cooperatives and the federations and of the development of their
capacity for self-management, as well as helping to design the
general policies of the CLP,

. improvement of the methods and techniques for the development of the
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capacity of government and management of the cooperatives,

. intervention in high-risk cooperatives on behalf of the CLP and
giving precise instructions or cetailed assistance, in the
turnzround and recovery of normal business health, such as:

. diagnosis of the situation,

. turnaround strategies,

. organization of the means of recovery (structure, personnel, anc
so forth),

. management of the changes and activities required to make
recovery possible,

. coordination with the other cdepartments of the Impresarial
Division, and

. follow-up activities.

. support for the establishment and organization of cooperative
federations and in the formation of an appropriate superstructure
for these cooperatives,

. study of credit applications make by the cooperatives and informing
the department about their urgency, importance, and so forth, and

. ongoing guidance and assistance, integrated with that of any
promoting group, through the successive stages in the formation of
new cooperatives, and coorcination of the involvement of other
cdepartments of the Empresarial Division.

Export Department

The Consulting Area as a whole is established to provide specialized
functional aid to the associated cooperatives so they will be able to insure
the quality of their organizations and to meet the demands of cevelopuent
and international competition. The Export Department in particular is
concerned with the interface with the international marketplace.

The principal activities of the Dxport Department are:

. creation and coorcination of sectorial and inter-sectorial
committees which decide orn common policies and actions in the export
field,

. direct sale of products of the cooperative groups in those countries
where the cost of access for individual cooperatives would be
prohibitive,

. operation of international sales of technology and the establishment
of mixed manufacturing enterprises and joint investment projects,

. establishment of international commercial networks on behalf of the
cooperatives for the selection and appointment of foreign salesmen,
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agents and commercial enterprises, and

. consultancy to the associated cooperatives in handling export
procedures and the management of the administrative procedures
involved in the export process.

The principal activities of the liarket Department are:

. consultancy on the commercial viability of the associated
cooperatives which involves:

. market studies,

. determining the adequacy of demand for the product,

. judging the adequacy of commercial strategy: prices, market
areas, sales conditions, and advertising,

. Jjudaing the adequacy of commercial sales arrangements: traveling
salesmen, agents, anc so forth, and

. the organization of commercial departments and the like,

. consultancy in the creation of inter—cooperative infrastraucture:
central services, commercial links, and other conmercial activities,

. organization and commercial launching of new cooperatives promoted
by tac CLiy,

. market audits at a ccoperative's request or in those situations
where the risk to the CLPF makeg it advisable,

. collaboration in the search for, the selection of, and the launching
of new procucts,

. training of techrnicians and sales managers in marketing techniques,

. special consultancy, intervention, and sales management for
cooperatives in gpecial circumstances, anc

. commercial diagnosis for the group, research on future markets, and
links between the associated cooperatives.

The Production Department is established to consult with the associated
cooperatives on the adaptation of their production technology and
organization to the level of international competition in coste, quality,
and service.

The principal activities of the Production Department are:

. consultarncy concerning the orcanization of manufacturing units
(equipment, personnel, tasks) which involves:
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. structure of the technical productive units: management and
operational systens,

. location of the equipment in the plant and the design of the
groups,

. specifications of the processes, operations, and material flows,

. Job design,

. organization of the maintenance, heating, anc supply systems, and

. production programs and information systems.

. consulting anc collaboration on the improvement of the technology
(procduction equipment and so forth) which involves:

. coordination with the technological research institute, Ikerlan,
. selection of and investment in equipment, and
. maintenance and warehouse equipment,

. assistance in the newly promotea cooperatives, in the transfer of
technology to the new production units, and in the engineering of
the plant,

. nanagement anGg organization of the auxiliary activities of
production at the inter—cooperative level (common services,
management of materials, and so forth), and

. assessment of the degree of modernization of the equipment and the
organization, and, consequently, of the level of productivity,
guality, and costs.

The Personnel Departrent is established to service and consult with the
associated cooperatives on all aspects relating to personnel procedures and
systems.

The principal activities of this department are:

. consultancy conerning paynent systems in the associated cooperatives
to insure the appropriateness of the systems to the enterprises and
to insure fidelity to the intercooperative principles particularly
with respect to determination of the labor indices,

. recruitment, selection, placement, and follow-up on the promotion of
personnel,

. management of movements and transfers of personnel between
cooperatives based on the intercooperative unemployment agreement,

. organization and development of business and hunian relations
training courses for the BEmpresarial Division and other bodies,

. social auditing and diagnosis for those cooperatives which recuest
it to help overcome difficult times, and consultancy in setting-up
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plans ana policies for Personnel Areas in the cooperatives,

. assistance to newly promoted cooperatives in the design of their
organizational structure and the regulation of their social life,
and

. service, assistance, and consultancy to the other departments of the
Empresarial Division in matters of personnel management, selection,
training, retraining, and remuneration.

The Administrative~Financial Department is established to consult with
the associated cooperatives on their accounting anc financial control
systens for their operations and business activities and for the management
of their economic—-financial resourcec.

The principal activities of this department are:

. conpiling anG circulating new and/or improved documents concerning
the following matters:

. aeneral accounting and physical controcls,

. perpetual inventory methods,

. cost and anelytical accounting,

. management plans and the supervision of managenment plans, and
. Techanization of administrative processes,

. consultancy in the improved management of economic-financial
resources which involves:

. financial plans,

. analysis and selection of investments,
. Ccash management, and

. credit recuests,

. training tliose responsible for financial and economic matters to
insure a constantly rising level of efficiency,

. consultancy to newly promoted cooperatives in the organization of
their systems and processes of administration and accounting, and in
the accuisition of financial resources, and

. loan of services and personnel to other areas of the Empresarial
Division (Auditing and Information, and Incustrial Promotion) for
the purposes of:

. linsuring uniformity in the planning and control instruments,
. audits,

. requests for credit, and

. substitute administrators.
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The Legal Department is established to assist the associated
cooperatives in legal matters particularly relative to commercial, fiscal,
ond cooperative affairs, and to direct or indirectly defend the cooperatives
in all their juridical problems.

The principal activities of the department are:

. consultancy with thie organs of management and government 1in
conmercial, fiscal, and cooperative matters that affect the
orcanization and its relations with the external world such as:

. Commercial: contracts, industrial properties, incorporation of
societies, guaranties, and letters of camuitment,

. Fiscal: administrative-fiscal problems, declaration and payment
of taxes, anc¢ so forth, and

. Cooperative: rules anc statutes, contracts of cooperative
societies, agreements, and mergers of cooperatives,

. circulation to directors andc other interested parties of the details
of new lecislation by means of circulars, cormentaries, studies, ana
Semincars,

. ald to cooperatives and federetions in negotiation for other legal
services, and consultaricy to these and the cooperatives on their
functions and mutual relations, and

. legal audite of the cooperatives on various matters: statutes, labor
relations, contracts of representation, industrial property, fixed
assets, and so forth.

.

The Auditing and Information Area is in charge of keeping track of the
business situation, the results of management efforts, and the overall
perspectives of the cooperatives and the federations. The Danking Division
of the CLP monitors specific loans, but any associated cooperative agreed in
the Contract of Association witl: the C.2 (siicens 4.1 anc 4.2) to provice
monthly andé annual reports on various aspects of its operations and to have
an audit at least once every four years. These audits and reports are
handled in the Auditing and Information Area of the Empresarial Division of
the CLP.

The principal activities of the Auditing Department are:
. establishment of manuals and rules which define uniform procedures
anG criteria for accounting, and the implementation of the saie in

the cooperatives,

. alG to the accounting staff in specific cooperatives to insure that
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the accounting principles are properly applied,

. auditing of &ll or part of the accounts of the associated
cooperatives,

. aid to the managing board of enterprises which might be convertec
into cooperatives in the evaluation of the net worth involved in the
trensaction, and

. auditing the operations and assessing the quality of management of
the associated cooperatives, analysis of their current accounts,
commercial strategies, inventory policies, and comparing these with
what are considered optimal levels.

. . 1 C 1T l

The principal activities of the Information and Control Departnent are:

. definition of the uniform administrative control systems for
prescriptive application in the cooperative groups,

. periodic analysis and information reports on the business situation
and the results of management efforts for the associatied
cooperatives wliich involves:

. balance sheets and capital accounts,
. productivity analysis,

. supervision of the rnanagement plan,
. follow-up analysis on investments,

. finencial ratios, and

. analysis of the current accounts,

. study of the development prospects for the cooperatives in the
short, medium, and long term through examination of the marnagement
plans and the long-range plans, and an analysis of the compatibility
of these plans with the income potential of the cooperatives,

. examination and reports on the degree of fulfillment of existing
obligations of the cooperatives in relation to the CLP,

. comparison of the cooperative enterprises with other forms of
enterprise that have international potential in regard to
organization, technology, production, and commercial financial
backing, and

. study of the credit applications from the associated coogeratives.



The Urban Planning Departrnent is establishecd to develop the activities
&G urban public works needed to ecuip the associated cooperatives and the
new undertakings with land that is urbanized and complete with all the
services each specific enterprise needs.

The principal activities of the Urban Planning Department are:

. technical-urban studies for the selection of zores for siting
industrial lana,

. topographical, altitude, anc planimetric surveys,

. development of partial plans and consultancy in setting up
compensation councils,

. urbanization projects, total or partial, and projecte for
redevelopnient (urban renewal),

. specific projects to improve the urban infrastructure,

. establishment and follow-up of procecures for the official approval
of projects,

. assesgment of real estate in the review of bids and the
subcontracting of work,

. direction and control of construction work,

. consultancy with cooperatives in ¢eneral technical-urban and
managerial matters, and

. collaboration in the development of general runicipal plans in
connection with specific work for institutions or centers of cocial
interest.

The Industrial Building Department is established for the development
of civil engineering activities to equip the associated cooperatives and new
undertakings with buildings and installations adequate for their specific
needs.

The principal activities of the Industrial Building Department are:
. general study and planning of buildings and installations of
industrial space and offices for new plants and renewal of existing

ones,

. management and follow-op of the precise procedures for approval ana



51

authorization of the projects,
. assessment of real estate in reviewing bids and subcontracting work,
. direction and contrel of the construction work,

. planning, contrecting, and direction of works of renovation for the
installation of pollution-abatement equipment, and

. planning for incustrial plants in techrology transfer operations.

The Housing Departrent is established for the promotion and
construction of housing cooperatives by means of technical services,
consulting, ana coordination of technical, legal, econamic, anc
organizational aspects.

The principal activities of the Housinc Department are:

. technical-econonic urban planning studies and market research for
the selection of residential land use zones,

. establishment of new housing cooperatives, election of the
promotional group, drafting statutes, and articles of association
with the CLP,

. development of an urban plan, establishment of compensation
councils, ana administrative direction,

. develomment of construction projects for the preliminary design, the
design, and the construction of housing units,

. contracte for the construction work and real estate development for
the cooperatives,

. direction of the construction work, anc coorcination and follow—-up
on the relatec real estate development work,

. economic studies, planning, and financial consulting with the
cooperatives during the process of promotion, and

. general consulting with the cooperatives during the promotion period
concerning construction, administrative actions, technical anc
econoniic aspects.
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