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INDRODUCTION

In Mondragon a rapidly growing movement 'of ‘co-operators has

. managed to survive economically, and to create and develop an impres-

..

- sive number of enterprises which are self-governing to a considerable

- degree!. An ovenview of the' Mondragon co-operatives .in Decemnber 1978
- is given in Diagram 1. Most of the co-operators are employed in the

- secondary sector — 14,676 in 66 factories — while there is some em-

- ployment in agrioultural co-operatives and in sewvice orgamizations. The-

re is also a comsumers’ co-operative with 35 metail outlets which has

. developed rapidly in recent years, and the new phenomenon of hous-
" ing co-operatives which coordinate the financing of purchases of new
. apartments. A unique feature of the Mondragon group is its supporting

stoucture, consisting of a credit co-operative, Caja Laboral Popular
(CLP), with 300,000 account holders, a Social security co-operative and
a- Research and Development organization, as well as numerous edu-
cation co-operatives which cateér for a wide range of educational and
training activities. Economic growth reconds have been most impres-
sive since the first industrial svorkshop avas stanted sn 1956 and the ope-
ning of a small office in 1959 marked the begimning of swhat would la-
ter develop into this dmpressive co-operative bank. We have elsewhere
shown that the Mondragon group has been considerably more efficient
than "non-co-operative” factories? Could dt be that the high degree .of
efficiency has been reached at "the price” of considerable inequalities
in earnings? Or might it be true that efficiency and equity can go
together? ‘

Rather than hlmuhmg the benefits of the co-operative venture to a
small glnowp, bhere has been :an open door policy, by offering employ-

* Dr. Henk .Thomas is Senior Leotmer in Economics at the Institute :
-of Sodial Studies, The Hague, The Netherlands. This article is based on a

chapter of Mondragon Producer Co-operatives by Henk Thomas and Chris
Logan (forthcoming). The author gratefully acknowledges editing of the pa-
per by Jean Sanders. -
¥ Mondragon is a smail Lown located in the Basque Provinces of Spain. .
* Thomas and Logan, op. dit., Chapter 7, deals with the economic per- .
formance of the co-operatives. :
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Housing co-operatives (14)

Consumers’ co-operative (1) 35 outlets.
70 000 (consumers)

— > | membership: 571 (employment)

125 (full—time)

1 300 {fanners)

———>

Industsial /producer co-operatives (66)

membership: 213 gemplnyment)
Employment: 14 676

Agricultural /eo-operatives (3)
Service—producer—co-operatives (2)
Employment: 428 (part—time)

_

1. Mondragon group — an overview (Décermber 1978)%
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*XEducation co-operatives, assodiated with Caja Laboral Popular while not being monitored by the foundation for education and culture,
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ment’ to new members, and by associating entenprises which wish to
join and thereby share in_the benefits. Tt does mot come as a major
surprise, therefore, to find that the equity aspect, in the narrower
sence of studying earnings differentials, takes a dominant place. This
is the topic of this article. First, 2 brief survey of the key rules from
the official doouments — statutes, internal mules, and the so-called con-
tract of assooiation? — is presented. Next follows a description of the
issues raised in annual disoussions concerning distribution of earnings
and surpluses. The actual monthly payroll statement of Ulgor, the oldest
and largest enterprise, where the greatest inequalities would arise if
here were.a tendency for them to develop, is ithen amalyzed in detail.

Following this amalysis of wage and salary differentials, some com-
parative observations are made before the co-operators’ own sooial
seourity system, Lagun-Aro, is discussed. Having studied the two com-
ponents of annual earnings — the amounts paid out for consumption
and deductions for social security — the incomes from the acoumulated
capital accounts will be discussed.* The mechanism of allocating sur-
plus funds is discussed in Section 5, followed by an analysis of indi-
vidual capital accounts.

1. STATUTES AND INTERNAL RULES

A first methodological point concerns definitions. Gross value ad-
ded (sales revenue minus all purchases from third parties) is allocated
in tepms of deprecidtion and interest on own capital, an advance on
eannings for purnpose of consumption, and the "pure sunplus’ correctly
termed - Remanentes in the acoounts of the co-operatives’ The last tvo
items stand at the disposal of the mémbers, and balanced decisions
need to be taken om the pants that are to be eammaked for private con-
sumption, for collective resemves, for social purposes, and -for indivi-
duallyheld capital accounts. Here, one clearly sees the meaning of
"true labour income” in which appropriation of sumplus-value by others
than oo-operators is mo longer to be seen. The community of worker
meribers is the risk bearer in self-governed enterprises.

* Each ¢ ative is linked to the co-operative network by way of a
contract with the credit co-operative bank, CLP. A

¢ The sources used for the study of problems of distribution consist of
three categories, Firstly, there are the official documents such as the statu-
tes, internal rules” and the confraot of association; these form the "mini-
~<omstitution” of the .-Mondragon group. Secondly, there are ithe "internal
documents” which include the annual plans. of management and the annual
doouments on_work norms and studies, mainly by research departments of
Caja Laboral Popular and Ularco, which is a sub-group of six large co-opera-
tives. Thirdly, and of course most impontantly, access was given to primary
data whenever specific information was asked for. Because of the confiden-
tial character of most sources, reference can only therefore be made to
"internal documents” or "data made available”.

5 Tt is interesfimg to noté that in Yugoslavia also worker-managed en-
tenpiiises pay out "advances” which are consolidated as eamings every three
months.
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sociated enterprises follow the same system with a permitted deviat-
 theory, but so far not

jon of ten per cent wpwards or downwards. In

in practice, lower hourly wage rates are required 1o compensate for
forecast major l0sses; it is reported that orly once has there been 2
major conflict involving an enterprise that wished o increase Wages
beyond the permitted 10 per cent.

Solidarity within cach of the co-operative enterprises is established
throngh the famous "gne to three” wage and salary differentials of the
Mondragon co-operatives. Tt should be noted, however, that the con-
tract of association stipulates that a 50 per cent increase js permitted
under special conditions over this:. 1:90%3 xate, although the
incidence of the privileged status is Jow. Such differentials relate to
gross and not to net amounts.

Farnings provide for the progressive satisfaction of human aspi-
rations and must reflect cooperation with other members of the com-
munity for the common good. So that it whould be given freely, in a
worthwhile and useful manner as a joint effort, the members will o1
ganize thermselves acoording o their pavhicular profession, its divi-
dion of responsibility and remunerafion, which will be given anitary
rates for each job as evaluated by worlkplace at 2 maximum different-
ial of one to three, {Amticle IV of Ulgor’s statutes.)

These rates (indices) are the base for earmings differentials.’

2. DEBATES ON EARNINGS?

Each year, general riles and principles need to be worked ot in
terms of the total rumber of working hours per year, holiday periods,
travel allowances, and, of course, the tables giving Wages and salary
levels corresponding 1o all the indices from one 4o three. Rather than
preisenting only an analysis of series of statistics, nwhich represent the de-

velopment of- gross and net earnings, OF the development Over time

of real purchasing power, 4t s worthwile following the annual debates
on ° earnings differentials and conditions of work. The available data
penmit an analysis of debates which have taken place from 1968 on-

wards.

In- 1968 it was decided to set the
ing the total number of hours to be worked 2,376 a year (down from
2,769 in 1960); and to set Index 1 earnings at such an hourly rate that

the annual wage would be 84,600 pesetas, with 135 hours paid 2s holiday

time (compared o 105 hours in 1960}.

working week at 48 hours, mak-

—
1 The internal arganization of jobs accordin
each work place has a major

more or less” out of the system in

nal outoomes.

anrd the amalysis of earniBgs focuses on the fit
i is the Work Norms, 2 document

' The main source -used for. this section is

which is produced each year after details of work conditions and remune-
d upon. From 1968 onwards, twelve such documents

ration have been agread |
analysis. Im 1979 the rate wof exdhange of peseta to U.S.

were available for
dollar was about sixty o one.

to imdices aflocated to
ior impact on (the distribution of earnmgs. A for-
mal system of organizattion gives opportunities to individual persoms to "get

in terms of mdividual monetary Tewands,
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- In 1969 the norm for the workweek remained at 48 hours and In-
dex 1, following considerable increases in wages paid by the two com-
peting capitalist firms, was increased to 90,170 pesetas per year. Much
fime was spent on detemmining the exact working hours which were
set from Monday till Friday at 09.00 to 13.00 and from 15.00 to 19.00,
leaving Saturday as ‘half-a-working day. It was furthermore agreed
that in case of overtime, no social seourity deductions would be made
and that the pay for such hours would at most be 10 per cent higher
than the nomnmal rates, thus penmitting a considerable increase in net
earnings for overtime.

In 1969 a remarkable decision was made with respect to social
security deduations. For all members, irrespective of rank, the amount
to be deducted would be the same flat rate, set at 2,130 pesetas. This
immediately contnibuted to a widening of differentials in consumpt-
ion, of course, as it affected the met amounts received. Differentials
actually increased from one to three in gross temms to almost one in
four in tenms of takehome pay. People of higher rank were encouraged
to increase their deductions, particularly the premium for temporary
incapacity of wortk, in order to seoure higher pay-outs during such ab-
sences; higher, namely, than the monthly amont of 6,630 pesetas which
minimally would be paid out irrespective of the index assigned in the
one to three range. '

An interesting study was made in that year on-the need to intro-
duce criteria whiich would penmit a inore "balanced” comparison of the
enterprises of the Mondragon mnovement. Since 1956 Ulgor's situation
had changed dramatically and some of the other co-operatives had be-
come giants in their market while others were in the initial stage of
establishing themselves. A proposal was made to distinguish all enter-
prises by a weighted point system of four crniteria: number of jobs of
fered; size of sales; amount of fixed assets; and the degree of techno-
logical advance. The result would have been to establish three major
categories of enterprises, in each of which differentials would be dif-
ferent: one to five dn the highest category (only Ulgor would qualify
for this class); one to four in the next category (six co-operatives would
have qualified); and all other entenprises were to fall in the usual one
to three range of penmitied differentials. This proposal was not adopted
for implementation, but is of interest as it reflects tensions transmit-
ted from the "labour market”.

In 1970 aproposal by the supenvisory boand of CLP to reduce the
working week to 45 hours was rejected by its workers' council?, Heavy
emphasis was placed on the solidarity aspect with other non-co-opera-
tive wortkens who would still continue to work 48 thours. Amother obje-
otion was that adopting this proposal wwould dmply forfeiting income
and growth potential. The policy document in that year also confirmed
that a 13th-month's pay would be pant of the "income contract”, and

v 2’ A.general assembly and a supervisory boand exercise control and
ultimate authority with respect to the management of the co-operatives;
the workers’ council serves as a platform to discuss day-<today problems and

has an important advisory role with respect to issues of distribution and
work conditions, .
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that in special ciroumstances a 1 to 4.5 differential rule might apply.
Under a system whereby fiat rate social security deductions are made,
this could result in a one to six net eamnings (take-home pay) different-
jal. Take, for example, gross amounts of 96,000 to 293,000 in 1970; the
latter then may increase maximally to 439,500, leaving, after. a fixed
deduction of about 25,000, a difference of 71,000 to 412,500. pesetas. A
one to six range is almost reached. . ]

Tn 1971 the working week was kept at 48 hours, and the annual
number of paid hours thus stayed at 2,376. Important discussions be-
gan to. take. place about the considerable increases in payroll costs,
leading mltimately, to a discussion in the general assembly of ‘Ularco on
whether the basis of comparison with the two local capitalist enterpri-
ses-was sound according to econoanic. principles. This assembly ended
with the formal adoption of a specific set of fonmulae to be used from
that time onwards. A discussion took place on whether, as a general
guideline, the -average level of earnings should be linked very closely
6. Union Cerrajera and Elma, adding also a small percentage to anti-
oipate dynamic developments duving the current year, or whether
earnings should be linked to the cost of living index, to which one
per cent would be added by way of standard practice. Preference was
exprossed for the first alternative.

Tn 1972 the annual pumber of hours to be worked was reduced
from 2,376 to 2,218 hours, while it was also decided to add another
1/3 months; this made a 15 per cent increase over the previous year
in ammual wages and salaries. This increase was more than sould have
resulted from the application of the second prninciple — cost of living
plus one per cent — which ‘would have tesulted dn a 8.3 per cent ad-
dition to the total payroll. . S

Tn 1973 discussions were held at Caja Laboral Popular, the co-ope-
rative bank, on whether the example of Ularco — the core of the
movement — could be imposed on the entire group. For several rea--
sons, it was decided that the practice should continue for the time
being. Firstly, there was a lot tg be said for one standard and umi-
vensal method of caloulating wages per hour and social security con-
tributions. In short, all the details of distribution* which were discussed
each year. Secc}h-_d:ly, Ularco already oovered 50 per cemt of all the
co-operators, Thirdly, {Ularco's performance was ithe best of the as
sociated co-operatives and thus should set a standard for the entire mo-
wvement. Finally, no better system could be devised which incorporated
the various principles of the movemerntt. ‘

“In 1973 :annual Wage increase was set at 15.4 per cent, just in
excess of the cost of living duning that year. Social security deductions
amounted to a flat mate of 3,238 pesetas monthly. Voluntary additional
deductions were encouraged, however, in order to guarantee that on
temporary absence everyone would be paid 80 per cent of the usual
wage.

Yo 1974, after mwch trial and ervor particularly with the social
security deductions, it was agreed that a stable system should be wor-
ked out to provide a standand system for determining deductions from
gross income and the: full range of differentials. This included the pos-



170 HENK THOMAS

sibility of a 50 per cent increase above the 1:3 rule for individual
earnings in exceptional cases, and a 10 per cent rule for overtime. In
this year, also, a new procedure for social security deduction was de-
cdided upon which did away with the system of flat rate deductions
which had been in fiorce since 1968. A fixed amount was set for part of
the social security coverage and a percentage to cover temporary ab-
sence from worlk, disablement and retirement pensions.l? Its effect was
to reduce by one decision the net earnings ratio to 1 in 3.5 (see
Table 3).

In 1974, also, a study was made of labour market conditions for
higher positions. The top salaries, including social security, in the Mon-
dragon movement reached an annual amount of about 550,000 compared
to levels in Spain which were at least 100 per cent higher, For instance,
a managing director of a small company would elsewhere earn over
one million pesetas, and his equivalent in a company with sales in the
neighbourhood of Ulgor's 5000 million pesetas per anmum would earn
in excess of 1! million pesetas annually. This tendency to lower rewards
for leading positioms has been well accepted, thus defying the working
of expected labour market mnechanisms.

By 1975 considerable concern was being expressed about the fact
that imsufficient mew worlkplaces had been created. Furthermore, there
were some misgivings about whether sufficient amounts, were being
set aside for technological innovation. "We live in a market economy
and that situation dictates what needs to be done”. Apparently, the pace
at which innovation was taking place was slower than in earlier years.
The increase in consumption levels was tending to become excessive
and appeared to be the result of a mini-inflationary spiral: good future
prospects in the co-operatives and the higher level of consumption pos-
sibilities, due to high internal mobility for reasons of training and edu-
cation, exercised upward pressure in the local labour market. The two
major capitalist enterprises were being forced to increase their salary
levels to attract workers in competition with the co-operatives, thus
resulting in a wvicious cincle. The co-‘operative movement's payroll, in
turn, followed that of the enterprises because of the solidarity principle.
"The fish eats its tail”, said an ecomomist, It was moted that the con-
fidence which the account-holders had shown dn OLP by making their
savings available was at stake, and that such a miniinflationary spiral
should not be allowed to endanger the movement.

In 1976 ‘the “bankes” were applied. Strong emphasis was laid on
increased productivity, more efficient purchasing, increasing the prices
of final products "even at the nisk of damaging the competive posi-
tion somewhat and adding to new inflationary pressures”, The co-opera-

" The formula adoped was the following:

A—k
Ac =

L “I+e
in which A. is advance for consumption
. A. is total advance
k is the flat rate for sodial secumity
¢ is the percentage deduced for social security.
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tives had by now gained absolute dominance in a wide area, and new
tensions had arisen in the co-operative group due to the economic de-
mands of the time. Discussions even took place at CLP on whether to
let Ularco go its own way. Through independent studies, an earnings pat-
tern for CLP and the new associated enmterprises, and for those with
heavy financial obligations to CLP, might be determined. Owing to the
significance of this discussion and to the unique information which
is awvailable on the actual pattern of wape setting in a cooperative sy-
stem operating within a capitalist environment, we shall report in some
detail on the situation in 1876.

In Table 1 the first column gives the ocoupational structure in
terms of indices that are equivalent to job descriptions used in the
two enterprises, Umion Cerrajere and Elma. The second and fourth
columns indicate the percentages of the total number (5,128) of mem-
bers who make up Ularco and of employees (1,963) in the other two
firms. In the third column, the gross earnings of Ularco are reported.
The gross eamnings of each of the five categories in the two competing
entenprises are given in Column 5, and in Colummn 6 it can be seen how,
on average, gross earnings in Ularco are about 8 per cent below those
of the competing enterprises. The difference is small for less skilied
workens, skilled workers and supervisors, but from then on the gap
widens t¢ 39 per cent for managing directors! The structure of the
labour force in the two competitive entemprises il also given, showing
that in Ularco more people have had an opportunity to "move upward”,
although at salaries far below the equivalent gross rates paid by the
competing enterprises. '

The picture changes when we move to the night side of the Table,
which shows net earnings — after deducting provisions for state social
security in the two competing enterpnises and for co-operative social
security in Ularco. Average eamnings elsewhere are just below the avera-
ge salary bill in Ularco, but there are still considerable differemces per
job category. The great majority of Ularco members enjoy higher take-
-home pay tham workers in Union Cerrajera and Elma, whereas the top
managenial levels earn considerably less, mamely, 39.5 per cent.2? De-
ductions for social security are reported in Colurmns 7 and 9. It is
immediately clear — asswming that social security services are the
same, though actually there is evidence that Lagun Aro provides a bet-
ter service — that on average the “own provisions” are more efficient
than the state system in that they cost less but also that the burden

N Ularce, as mentioned before, is a sub-group of co-operatives which
pool some of their resources in onder o gain ecomomies of scale miithout
jeopardizing the independence of the factories concerned.

2 From Table 1 we canmot draw any conclusions about the ratio of
extreme earnings in Union Cerrajera amd Elma since the five catogories
report average earnings of the classes concerned. Gutierrez-Johnson, "Com-
pensation, Equity and Industnial Democracy in the Mondragon Cooperati-
ves”, Economic. Analysis and Workers' Management, Vol. XII (1978), pp. 274,
275, has interesting figures for 1973, 1974 and 1975 which indicate that the
difference at the management levels has become less, while also at the lo-
wer levels a relative rise has been noticed with respect to similar ranks in
the two capitalist enterprises. '
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. TABLE 1.
NINGS IN SELF-MANAGED AND CAPITALIST ENTERPISES (1976)

E

Union Cerrajera and

Ularco

Union Cerrajera and

Ularco

Elma

Elma

11

10

HENK THOMAS

oy ST
Isueyzdes
01 oadsexs

Ynim 0o

(seyosad ggp)
sSurties

pradi]

[enuuy

£Fmoss
[RIO0S x0§
poronpep
35 BIURAIJ

(sey9sad 0pg)
sEuuIes
JPW [enuuy

Apmoas
[B0S 10y
pajonpap
sefejusaing

x*mmg

s eides
0} 3oadsax
AL 0dlef))

(swjased 00p)
sSuruaes
ss018

[enuuy

waum‘oldws Jo
98r)uaomeJ

(serasad (oo}
s3uruIes

SSOXT penuRry

SI3qiuaur
danerado-0o Jo
. » 98wyueorag

XOpUJ

+ 3.3
+11.6

— 4.0
—14.6
—39.5

333
370
501
697
1197

30.0
29.1
26.0
223
16.0

Fen A
0 O (N
M o< <+ N~
g
NO I~
NN —f v =
N QUM
vedag
[T

476
522
677
897
1425

-
—t
ORY—o
ISRSB
<+ 1NN~ o
N SN
RS

1.53
179

205
249
2.98

100%

100%
(5,128 members) (1,963 employees)

Carrajera and Elma

petitors
etitors

u ] below com
arnings in Ularco 3% -above compet:

gories of Union

quivalent to job catp,
eannings in Ularco 8%

ge dndex of Ularco e
ge amount of gross

- *** Average amount of met e

* Avera
** Avera

internal dooument of C,L.P, 1976.

cal positions

ts
ervisory jobs

3 an per
technical positions at intermediate level

3 workmen and assistan
senior executive and technical positions
98 most senior exeoutive and techni
ource: Normas Laborales 1976 amd

9 professional and sy

5
49

1
1
2
2
2
S

EARNINGS AND CAPITAL IN THE MONDRAGON CO-OPERATIVES 373

is distribuled more equally. In the capitalist. enterprises, 94 per cent
of the workers pay at least 29 per cent of gross earnings on social
seounity; in'the Mondragon movement mobody pays over 23 per cent,
while at the top levels the percentages are equal, namely about 16 per
cent. ’

Ularco's decision to adhere to this method of wage detenmination,
i.e., of taking the equivalent amounts of net earnings, has important
implications. By keeping some approximate parity with levels of take-
-home pay existing in local engineering finms™ for the majority of wor-
kers, "wage «nift"” has been avoided amd more of the pure sunplus could
be-allocated to other punposes. The prospects for increasing employ-
ment through investiment and expansion, a primary aim of the foun-
ders, were thus guaranteed.

During 1976 it awas reported that 95 per cent of the co-operatives
followed the Ularco proposals in determining the average level of gross
earnings as well as of differentials. Less than onehalf per cent set a
slightly higher average scale, and 4.5 per cent operated at slightly be-
low average. ‘

In 1977 the issue of rapidly increasing levels of earnings was again
taken very seriously by the bamk's economic department. It was felt
that the specific nature of ‘banking as an ocoupation could be conside-
red as being very different from that of the engineering sector. An
alternative productivity nonm could be considered for bank employment
against which the trend in earnings over the; past years -was to-be com-
pared. Consideration-was given to' the trend in. the number of bank
creditors (met deposits), which dncrease the bank’s lending power, to-
gether wwith the increase in the pure sumplus ("net profit”) over sales
of the entire co-operative movement. Table 2 sets out this alternative
approach to settling avage levels. - . .

Many outcomes are possible but-the lmportant point is that the
productivity- supplement (Column.D. in Table 2), to be added to the
cost-ofliving index, should reflect an underlying trend in bank produ-
ctivity. This fornmula therefore indicates the imputed productivity of
bank workers for the two principal facets of their activity as a support-
ing co-operative: the channelling of savings to associated producer
co-operatives and the provision of ‘management and auditing services to-

these co-operatives in the dnterest of increasing their productivity. Hen-
ce, the use~of a value reflecting: profits as a ratio of the co-operative sa-
les revenue for which the bank and -its workers could claim to have
made. a contribuiion. - The exercise ended with the suggestion that on
this postulated productivity basis the ideal wage trend would lead to
a base hourly wage {Index 1) in the bank of 114.86 pesetas in 1977,
whereas 'the yeal trend had led to 23.8 per cent in excess of this rate.

Turning from CLP's major wage determination problem to the mo-
vement as a whole, Graph 1 indicates the trend in real earnings mea-
sured as takehome pay. This graph shows that duning what might be
called ithe period of expasion (1965 — 71) of the Mondragon group, real
wages (takeshome pay) of wonkers vose only slowly; purchasing power
rose by 1.5 per cent over this period. During the same period there was
rapid gnowth in both the net deposits of savings with CLP and in the
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TABLE 2.
POSTULATED ALTERNATIVE BASIS FOR COMPUTING THE

CO-OPERATIVE SAVINGS BANK'S WAGE LEVELS
(PER HOUR, INCL. HOLIDAY. PAYMENT)

. IO =
=y nh, SE ® gvu-a g Ho
s & xF o BBy oS -pad B
3 % 4% o WESE BEE  ElfEa piag
- 2wi 2 = A7 E Fhow ELESE EEES.
i ogy Y% %EE%%« @8y A835% Eﬁégé
S <EE  WE CRAS3E 888 mBgE8 wiied
1970 — — 35 — — —
1971 9.7 5.0 20 — 42.60 42.60
1972 73 5.0 4.0 4.25 48.54 51.00
1973 14.2 5.0 5.0 3.50 53.78 59.10
1974 17.9 5.0 4.0 4.50 63.73 72582
1975 14.1 4.7 3.0 5.00 78.33 92.80
1976 19.8 3.0 — 4.35 92.78 110.20
1977 — — — 4.00 114.86 14220

* The method of calculating a value for the productivity of C. L. P.

(Column B) is to divide the increment in net deposits by 6, with a cutoff

A met deposits

or maximum wvalue of 5, d.e, & 5. D can be caloulated,

. . . . By + Cuy
in various ways, depending on the lags imntroduced. e. g, AD{ = ————u——

2
to fall in between specific narrow limfts, e. g., in between 2 and 5, Here t is
the ourrent year, t—1 the previous year and so on; B, C and D refer to
the columms of this fable. .
*x E: = El—l ‘(l + A + Dl)
Source: Internal document of C. L, P. 1977.

number of jobs created. Wages were therefore not being paid out at a
rate swhich would create diffioulties for the wnovement's aim of ac-
celerating investment to create mew jobs. The net asset wvalue of each
capital account held by a worker naturally rose during the period, and
the monetary threshold of entry rose for newcomers to the niovement./?
The overall rate of inflation which had been high in Spain since 1973
did not erode the real purchasing power of the wages. On the contrary,
the real wage rose by 50 per cent in six years, a far greater increase
than had been the case in eanlier yeans.

The attention being paid to the level of earnings by the bank’s eco-
nomic and management services departments can be characterized as

, " Bach new cooperators has to pay a large "entry fee’ as a contri-
bution’ to collective capital and for the opeping of the own individual capi-
tal account; further deftails are given in Sections 5. and 6.
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Graph 1. Net-annual earnings in real terms (1963 = 100)
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a search for an intémmal "incomes policy” and s better understood

when viewed from this perspective. Such a policy could be a means to
ensure that new co-operatives are created and that the savings of the-
community are used productively: ,

At the same time, the issue of a national earnings policy demanded
much attention in .an,attempt by the national government to reduce
inflation, to restore the balance of payments position, and to prevent
the employment situation from worsening. The so-called Pact of Mon-
cloa, dated-November 1977, contained details of a wage settlex.nen‘t for
the public sector and for those private enterpnises which wished to
benefit from available subsidies and supporting policies such as tax
concessions and credit facilities. The work nonms of 1978 stated expli-
oi'oly' that the Mondragon co-operatives would adhere to such guidelines
on grounds of "our principles of solidarity with other workers”,

Tabie 3 gives a comprehensive picture from 1964 4o 1979 of ennual
amounts of gross and net earnings for Index 1 and 3. Jt can be seen
how the differential of one to three is maintained. with mathematical
precision for grods earnings but fluctuates for net earnings, dependent
upon-the system of paying premiums for social seourity. It can clearly
be seen how the period'-1964—69 reveals a disequalizing trend which
narrows again in later years.

Finally, in Table 4;.the pay. stoucture for each level-within Ularco
in 1979 is shown as represértative of the broad picture within the as-
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sociated co-operatives. The first column din Table 4 gives the index at
five job desaription levels, firom which, of course, all intenmediate in-
dex values can easily be caloulated. The second column gives eamings
per hour: the base of the entire eamnings system. In Colummn 3, mon-
thly gross earnings at each of the five levels are given and show that
the mule "one to three” stmictly applies. Next we have two Columms, 4a
and 4b, for social security deductions, the first for the flat rate apply-
ing to all, the other for a fixed percentage yielding different absolute
amoumnts meeded to meet the requirements of the vaniable elements in
the social seourity system: widows' and onphans’ pensions and 80 per
cent of salary during temporary absence from work.

TABLE 3.
Annual gross and nei earnings for index levels I and 3* (1964—1979)

Index 1 . Index 3

1 2 3 4 5

Year Gross Net Gross Net
earmings eannings eannings eannings A/2)

11964 54.8 42.9 164.5 1288 3.0
1969 90.2 64.6 274.8 249.2 386
1974 182.7 1373 558.0 481.9 3.51
1979%* 584.5 430.5 17535 1460.9 3.39

* The figures in Colummns 1, 2, 3 and 4 are in 000 pesetas
** The figures of Columns 5 and 4 amount to 4004 and 12572 after tax

deduction; this Teduces the ratio of inequality to 3.14
Source: Internal document C. L. P. 1979.

Table 4.

The structure of earnings in the Mondragon co-operatives (1979).

% &
" | »gﬁfgg S8,0 8 .o
BF 8f £ p2s » gE.e §ESE ZBEa7
g SES m)é “'“g * ggg anga 532 432
5 5 QB §E0 HEBD YL ngg g 358
g 838 S§L =38 SE3Y =388 2888 18%lse
1 2 3 4@  4(b) 5 5

7
(={5)x 14y
T 22550 41750 7000 4000 30750 28600 400 400
15 33825 62650 7000 6500 49150 43750 612500
2 45100 83500 7000 9000 67500 59500 833000
2.5 56375 104400 7000 11500 85900 74800 1047 200
3° 67650 125250 7000 13900 104350 89800 1257200

* In previous years ithe deduction for tax is mot indluded in the work
norms document. In 1979, for the first time a — moderately progressive —
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The next column gives met earnings {take home pay), imploing a
ratio of 1 to 3.4. From 1979 onwards, the deduction for tax is included
in the work nonms document and the monthly take-home pay after tax
deduction ds given in Columm 6. The last column, 7, giving annual take-
-home pay after tax deduction further weduces the inequality ratio to
11n 3.14. The change in the tax systam was introduced by decree on
1 September 1978, and on 1 December of the same year: the result had

‘been a personal income tax of a moderately progressive nature.

The work nomms dooument for the year 1979 has taken both the
fiscal chamges and the mational guidelines on earnings into account,
mather than the earnings levels.of Union Cerrajera and Elma, which are
no loriger judged to be representative of the "environment”. It would
be going too far to show all the .details of caloulation of earnings per
hour, gross and net, as well as the social security provisions. The in-
olusion of tliese new policy variables signals a new phase in the an-
nual debates on earnings, avhich will concentrate less on equivalesce in
take-home pay with local entenprises than on the regional and even
national scene.

It is worthwhile noting that there are all indications that, while the
average earnings Jevel compares avell nwith regional amd mational de-
velopment, in the case of internal income differentials the ranges are
not only kept very narrow, but even after twenty years there is consi-
derable concern to keep the met-eamnings ratio very close to one in
three. Little is kknown about wages and salary differentials in Spain.
In 1969, J. Jamé Sole studied this topic in some 20 enterprises and found
that, at that level of development in Spain, maximum individual dif-
ferentials of one to fifteen were apparently the mormal pattern.* In
this perspective, the findings in the Mondragon co-operatives are im-
pressive, accounting for the fact that some of the enterpnises can com-
pare with the most modern, including their large scale. .

3. PAY DIFFERENTIALS IN REALITY

One likes to know how official morms work out in actual practice.
For that purpose, we shall present a picture of the largest and oldest
entenprise, Ulgor, so that we have a chance to investigate a situation
in which the. largest differences and greatest dnequalities would be
found. We wefer here, for example, to the study made in 1969, in which
it was concluded ithat, because of ibs huge size, Ulgor oould make a
case for differences of one to five.s

Table 4: Contd. .

income tax has been ofﬁloml‘ly infroduced and thus it is to be expected that
from 1979 omwvards the tables of emm‘mgs will have ithe format as shown in
Table V. CLIP. follows exactly the Ularco tables.

Source: Internal Document of C. L. P.; Work Norms 1979.

" T, Jané Sola, E! Problema de los Salarios en Espana Oikos-tau (S. A.
ediciones, Barcdlona, 1969), 124—125.-

s The analysis, in Section 3 is based on the study of the payroll sta-
tement of 2,500 co-operativists duning May 1977. This firm, including 211 "in-
ternal” co-opcmfﬁmsts has been seleated for detafled a:na.l)ms a large num-
ber of "external” members, atc. — have not been indluded.
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Inspection of a normal monthly earnings statement in which ear-
nings of all ranks, including. the managing director, are recorded, sho-
wed that of about 2,500 members only 25 per cent worked the official
number of hours, 181.33, agreed upon for that smmonth. Due to absence
for vamious Teasons — idllness, training, military services, etc. — many
workers work less hours while others work more than the official num-
ber.

To obtain a good idea of the eamning differentials, therefore, a
subset of members who had worked exactly 181.33 hours duning the
month selected (May 1977) was chosen for investigation. The earnings
of the entire workforce are shown in Graph 2 and iin Table 5.

Graph 2 shows that there is a wvery heavy concentration of net mon-
thly eamnings between 22,000 and 29,000 pesetas. Actuaily, all earnings
below 17,700 pesetas are compensated for by social seourity payments.
Itis an inieresting fact that, in general, opportunities for promotion are
highly praised. Still, it is worth noting that differences are modest by
any standards, as indicated by @ high concentration of earnings. There
is little point in making exact calculations for comparison svith the ear-
nings differences in other companies because the required data are
not available elsewhere. Thus, the only type of comparison possible is
that between extreme categornies, as was shown, for instance (see Table
1), in the study of earnings in Ularco and two capitalist entenprises.

The picture differs slightly for el members. The earnings profile
is shown in Graph 2 and spreads off markedly to the right: obviously
a result of the considerable overtime that is being worked. Now 37 per
cent of the aworkers earn between 22,000 and 29,000 pesetas monthly,
39 pper cent between 29,000 and 39,000, whereas among the smaller subset
27 per cent were found in the highes bradket and 58 per cent bebween
22,000 and 29,000.

For an exact insight into the differences between the top incomes
and the one at the bottom in Graph I, ave present in Table 5 precise va-
lues of the highest and lowest paid snembers. Usually in earnings stu-
dies, such values are "estimated” from regression analysis, in which the
highest salaries are put together dn the top one or top five per cent,
or in an open-ended category, leaving the reader to guess the preoise de-
gree of inequality.

In Table 5a values are presented for the subset; and in Table Sb for
all membens. Four memberns with monthly earnings of only 17,725 pese-
tas are the most junior woikers who are Jearning the trade and who
relate to the very highest co-operators with 89,229 per month at one do
five. When the next two are inclhided, the differential falls to one in
four-and-a-half and becomes less as we continue. For instance, if we
compare the bottom one per cent with the top one per cent, we obta-
in a differemce of met annual earnings of one ito 4.1; the bottom fiive per
cent to dhe top five pexr cent relates as one to 2.8 only; and for the lowest
and highest deqile, the ratio is 2.2.

When considening the entire wor-k.force, it ¢s striking that no differe-
ce is' found with respect to top incomes. In other words, their salaries
aheady compensate for extra hours wornked and no further compensa-
‘Hon is granted This reinforces the dmpression gained from the subset.

NET MONTHLY EARNINGS OF SUBSET (640) OF SAMPLEY

NET MONTHLY EARNINGS OF ALL (2 300) WORKERS OF SAMPLE
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¢ Source: Ularco data,
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TABLE S. Earnings differentials (May 1977)

a, Net annual earnings of 640 members (excl. allowances) in (000 pesetas)

Highest 5% Highest 10%

Highest 1%

Maximum individual earnings

48,3
Lowest 10%

55.5

Lowest 5%

73.5
Lowest 1%

89.2 )
Minimum individual earnings

220
2.2

28

20.0

18.0
41

A/B

b. Net annual earnings -of 2500 members (excl. allowances) in (000 pesetas)

HENK THOMAS

Highest 10%

Highest 5%

Highest 1%

Maximum individual earnings

48.6
Lowest 10%

54.1

Lowest 5%

63.6
Lowest 1%

89.2
Minimum individual earnings

.

22.5

21.0

177

22

2.6

5.0

A/B

c. Net annual earnings before taxes of 640 members (incl. allowances)

Highest 10%

Highest 5%

Highest 1%

Maximum individual earnings

49.0
Lowest 10%

52.9

Lowest 5%

734
Lowest 1%

922
Mintmum individual earnings

220

200

18.0

22

2.6

4.1

A/B

Source: Own calculations
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Lowest earnings are far below 17,725 pesetas in cases of absence, jliness,
training etc., and thus 17,725 is taken as fower dimit of individual
earnings. :

Next we wish to study whether the incomes earned are modified
due to vamious kinds of allowances, by way of extra payments, from
social security semvices, and so on. To that purpose, Table 5c again pre-
sents the incomes of the smaller subset, and shows that the differences
are slightly afifected.

The ‘empinical findings show that actual practice yields no surpri-
ses in the sense of violation of the norms set. Actual outcomes are lar-
gely in accordance with the analysis of the earnings system outlined
in earlier sections of this chapter. In partioular, earnings dififerentials
in absolute temmns prove to be small, and only in a few exceptional ca-
ses is the ratio of one to four for net monthly earnings surpassed. It
goes without saying that differentials are ‘much smaller when compa-
risons are made for the same age categories: in the above, we have
compared the most senjor positions with those of young newcomers.

A fiinal comment concerns the inequalities in "Mondragon” as com-
pared to participatory situations” elsewhere. It is well known that
earnings differentials in Yugoslavia compare favourably — in the sense
of ‘being smaller — to differentials found in “capitalist countries”. In
1969, for example, it was found that the'top one, five and ten per cent
of Yugoslav earnings relate to the median value as 2.9, 2.5 and 2.3.1¢
The situation in Mondragon-in this perspective shows clearly that its
principles of solidarity have been successfully translated into real practi-
ce: Here, the ratios of the top-one; five and ten per cent telate to the
median values as 2.7, 2.1 and 1.8 in the subset of 640 lmembers and as
2.1, 1.8, and 1.6 in'the sample of 2,500 members.”

4. THE SOCIAL SECURITY SYSTEM!

A necessary element in the study of distributional aspects is the
soctal secupity system. The study of work nomms showed that much
attention is given to soaial seourity payments, a necessity in view of the
fact that members are "self-employed” and thus do not fall under_the
state social seounity system. Lagun-Avo hived-off from Caja Laboral
Popular in 1968 as en independent social security co-operative. Prior to
1968 a percentage had been deducted; from 1969 until 1973 a flat amo-

¥ See Harold Lydall, The Structure of Earnings (Clarendon Press, Ox-
ford, 1968), for a comparative study on earning differentials. Thomas's srtudy
01 Personal Income Distribution in Yugoslavia (Ph.D. thesis, Cornell Uni-
vensmy, 1973) gives com:p'rehcnmve information on the dlshrﬁbutlon of ear-
nings in a "self-managed economy’.

7 Such compa:msons only indicate the distributive pevformamce, the ca-
ses compared are so different that no exact conclusions can be drawn. The
differentials would be still loss if lifetime earnings were to be measured by
way of net present value of the discounted cammings stream.

* The sources used are the anmual reports of Lagun-Aro for the years
1975, 1976 and 1978, as well as the intemal rules of Lagum-Aro which were ap-
pnoved in Septembar 1977.
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unt was charged for al] Tanks, thereby contributing to larger inequaiti.
es in amounts available for consumption, In 1974 » vaniable deduction
depending o ithe leve] of €arnings was again introduced. Percentages of
provisions for. socia] seaurity have changed gradually, with 4 modest
drop for the Jowest index and 5 considerable increage for the higher
ranks.1? :

Increases in the annual premijum are <Of great importance a5 the
Co-Operative movement has tg finance iitg own socia) Security Provisions;
in 1979 the fixed preminggm amounted to 7,000 Pesetas plus a wvarighle

€r month, Although the aggregate percenta-

S enjoying state social seourity, the trend is
i i Over some years wil reach
ial security system. At the end of 1978, the
075 co-oparators balonging to

Annual allocations have risen to a huge amount, namely, 1,705 il
lion pesetas, of wvhich 990 million-fall dnto three major Programmes: fa-
mity assistance, health Programmes amq compensation for temporary
absence,

Interesting is the implementation of the solidanity aspect, on which
We shall elaborate dn Some detail, The it

quota are unifonm for the entire
movement, Al] the coopera bi i

Co-operatives-of Second degree,, are divided into 13 communities of ¢q.
-Operatives, ithe largest of ‘wvhich is the Ularco §roup; ithe second lamgest
consists of Caja Laboral Popular, Alecoop, and = few ofhers, At the end

of 1978 there nvere only a few retired 'People with pensions Who also-form
a separate Category. ) :

For each of the 13 communities gz record ds held of total receipts
and payments for all members registered in that group of Companies,
specified with Tespect to the main headings: medical assistance, family
assfistance, earnings ‘compensation. Each community must balance its
receipts ang Payments! If there js 5 favourable difference for any of

‘the headings, then 50 Per cent of that difference ig refunded to” the
members, N

In 1978, for example, 11 communities received a bonus for medical
assistance While .two~exacﬂy Mmatched payments and receipts. Quite
ifferent is the picture . with respect to compensatory earnings: five
Sommunities receiveq a.refund, and six were fined in tenms of extra
Payments to pe made

5. " Soaiul security provisions (n_percentage of gross earnings):

year: * 1948 1969 1970 19714972 "1973 1974 1975 1976 1977 1978 1979
<1 283 78 D 284 274 273 248 245 25.1 269 28.8 263"

Index 3 95 93 79 93 93 89 136 129 149 163 18.0 16.7

_ ™ The precise ﬁozml_lla is: - :

Inicase ofa bonus: .50 {A—B);

T case of a fine; . (B—110 A),

in which A'ds total payments for social securiity

and is receipts firom jthe soqial security system,

.
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ial se-
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; ‘ ntitled. A very impor Until that year a
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ves, social fund, and the capital accounts of individual members of a
cooperative, the following formula is used:%

S
a=—~x100
S+C

where g = the percentage of pure sunplus to be allocated to collective
reserves and social fund (called "the alpha-coefficient) —

S = pure surplus or net profits.

C = the sum total of payroll costs, and dnterest payments on own
resources (called the "computable base')

In practice, the distribution of the pure sunplus is subject to fur-
ther constraints. Finstly, more than 60 per cent of ithe sum total of the
computable base (C) can never be paid out to individual members' ac-
counts; secondly, at least 30 per cent must be made available for allo-
cation to the social fund and collective reserves?2 The social fund is
always allotted a flat 10 per cent of the pure sumplus. As pure sunplus
increases in absolute tenms, the proportion allocated to reserves thus
rises from a minimum of 20 per cent to a high proportion of the total
available. This happens when S is a multiple of C; in other words, when
the pure surplus is very high, the claims of the coliective reserve for a
share in the sunplus take precedence over individual interests?

To obtain a wealistic appreciation of thow the mechanism works,
we show in Table 6 the resultant allocation for a wide range of theo-
retical values of pure sunplus.

The formula is seen to apply to a range of values where pure
surplus js high dn relationship to payroll costs. In the majority of pro-
ducer co-operatives, the pure susplus has been less than 43 per cent of
payroll costs from 1975 onrwards, and the allocation has therefore been

" '.Sl.“he soé:edlad élpha coefficient is derived from the following equation:
= -3 + o C.

The idea is that « is chosen in such a manmer as o exhaust the pure sur-
plus when a percentage — a — allooated of sunplus to collective reserves amd
social fund is equal to that percentage of C — the computable base — which
is allocated ‘to individual accounts. Gutierrez-Johnson, din ""Compensation,
Equity and Industrial Democracy in the Mondragon Cooperafives”, Econo-
mic Analysis and Workers' Management, Volume 3—4, (1978), (267—279, er-
roneously argues that first there is a 30—70 allocation of sumplus between
colective and co-operative returns, afiter which the o — coefficient needs to
be caloulated. The innovative glement of the Mondragon coefficient, however,
is that given a certain computable base — wage payroll and dnterest — dif
ferent levels of profit lead to different percentages of allocation to the col-
lective reserves, of which 30—70 is onﬂy one specific outcome.

2 The text of this section, including the graphs, diagram and hypothe-
tical example, provides onr interpretation of the ofificial rules.

» While it is generaly true that 30 per cent of pure surplus has been
allocated to social and collective objectives, the distnibution has been 10—20,
during centain years a ratio 15—15 has been adopted and sometimes even
8—22. Amother ocomplicating factor is the possibility of experiencing losses
that are temporarily compensated by other co-operatives. If, after some
yeams have passed, the situation improves, then the rules of distribution
change somewhat in order to undo the negative balance in the Fund for
losses of the community of co-operatives.
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er cent to the social fund, 20 per cenpbo‘the: reserves for job cr'eat~
;‘(?npa;d contingenoies, and 70 per cent for distnibution to memz;i)gs c:(;
ppital accounts. For instance, in 1976, 70_ per cent of the aggreg mﬁ?uof
surplus — the- result of adding the positive and negative %ﬂ?t‘g; B csa f
63 co-operatives, excluding ULGOR — was allocated to an Itumt:u- rtsew;; -
tal accounts, 10 per cent to social f?unds, and 20 per Cg‘lxa Ob]e orves
for various purposes. Individual differences were Om&dml;ai[t ed,bo v
ever. Some enterprnises had experienced losses that were : :1 o e
dividual capital-accounts and reserves; others (}x;perleléce % o
were shared entirely by hl"l;i f)u?i for =lotssiso %?;tlﬁgg ;111 ucz):{e.c a,;i  others

i negative record debited . par !
.(\:A(I;lltnlr}lt: ;:1?:\1111\; received a refund from the fund :for‘]osses.’A'fi »:‘Eo% co-lqlzi:
ratives that made profits, many. alvlocafred.70 per cent t?; ﬁm ivi -ujtafble
counts, but those that made high profiits in relation to the }(J:o;n};m zble
base (C) were able to allocate higher absolute ~amoum's —-]eu_seven ler
percen”nages';-— to individual members. In 197§, fgr.‘ ;x:lmp , oven &
operatives allocated Jes har %5 PO X7 shtburion beteen e fhe
gram 2 and Graph 3 indicate the overall cisti e e e
i ure sumplus and the effect of the different hyp

ﬁiinilg:lsor;ftﬁgugunplﬂz (S) on the accounts of mermbers, given a
specific level of C.

TABLE 6

Distribution of pure surplus according to Mondragon formula: an
hypothetical example*

f 2 2.0 5
ggo 2 E © 3 5 8 g8
ST B AN TR |
SET IR T - L O
SFE g fE8 gl TN
Sl 5 ik REC 5 38
P g & A~ o Mo 3 6)

W @) 3) (32) @) (4a) (5) (
Pesetas Pesetas Percentages Percentages Pesetas  Pesetas
' 0
100 0 0
100 10 9 (30) 91 (70) 13 1175.
100 20 17(30) 83 (70) i i
100 30 23 (30) 77 (70) B 1
100 % 2309 2(7) g% ' 333 333
00 50 33.(33) . .
ioo 15, 43 .(43) % ((‘518 2%.9 269
0 150 60 (60)
1180 200 67 (70) 33(30) 675.9 %%
100 300 75 (80) - 25 (20) 7

* Within parentheses the néonstrained” percentages are given (column
3a and 4a) o
Source: Own calculations.
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In the diagram, the y-axis gives the pure sunplus in pesetas, while
the x-axis indicates the percentages of the hypothetical example of
Table 6. At each level of pure surplus the allocative decisions can be
read off: A for the social fund, B for the reserve fund, and Cl and C2
for individual capital accounts. Here a distinction is made between Cl,
the amount that under no circumstances can be monetized, and C2, the
amount which under certain conditions can be monetized. The effect of
this system of distribution of the surplus in terms of amounts alloca-
ted to the collective of worker members is shown in Graph 3. In Zone
1 the members veceive up to 30 pesetas of the pure sunplus of each
additional 100 pesetas. In Zone II this amount rises more slowly from
30 pesetas to 60 pesetas, and in Zone III mo further additioms are
given (Assuming a "computable base” of 100 pesetas) The distance bet-
ween 00’ and 00" (the 45 degrees line) indicates the amounts which
are not distributed to individurally-held accounts.

The co-operatives assodlated with CLP thus wview the distribution
of sunpluses in the context of the self-financing of their enterprises and
the creation of more jobs. The individual co-operative capital hioldings
cannot be bought and soid but used only as collateral for borrowing
from CLP. . :

10 70 15 5 =100
DIAGRAM 2. |3°°
re surplus
Distribution of pure E?:;dn)l, 5
surplus (net profit), F’wn
2 computable base of —c—
100 (pesctas) A B q o
10 50 30 10
150 . 100
A B 1 G
5l 10 20 521p 17122 | g0
. A B Cy G
10 20 5241 174
N : : ' 1 N : =100
0 10 20 N0 50 60 70 80 90 100% .
Sources see text {Percentages) ™

The operatidh of the distributive formula normally has meant that
. the greater part of the pure surplus — with the exception of that 10
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GRAPH 3

" Pure surplus' capitalized in individual accounts, given a computahle base of 100
. QN

Alocation of pure
surplus (pesetas)

(1%

60 f=——

30 b=——

1 1I I P .
0 43 150 300 Pure surplus (pesetss)

LI
*00" = pure snrplus aliocated fo individual accounts
Sources see text

per cent which is allocated to the social fund — is retaxin.eii within the
co-operative. Rigorous adherence to this practice of capital accumula-
tion, through what can be termed "forced savings”, ensures the co-ope-

rativists’ job security, the finandial viability of their enterprises, and -

long-run growth and profitability: Should losses ocaur, the formula's
constraints are reversed and not more than 30 per cent of the losses
can be written off from the collective resemves: The capital accounts
of the members are then used to meke up the differences. -

- Preventing "leakages” from the system is, of course, a very mpor-
tant precondition for the steady creation of new jobs.

6. INDIVIDUAL CAPITAL HOLDINGS AND THE
DISTRIBUTEON OF WEALTH

Spanish general law on co-operatives penmits the revaluation of a
co-operative’s fixed assets and, as a counterpart, a similar revaluation
of the member’s capital share in the co-operative in onder to take in-
flation into account. This adjustment upwards of the face value of
assets and of individual capital contributions is intended to compen-
sate for the Joss of value caused. by inflation. By adjusting the value of
capital holdings, co-operative workers not only maintain the }ralue of
their money, deposited within their entenprise throughout dheir wm‘ﬁ&
king life, but any new member who enters the movement has to make
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a greater sacnifice as the capital threshold also rises. In a co-operative
movement based on principles of equity, this is an obvious require-
ment; otherwise, the newest entrant would benefit disproportionately
from past efforts and risks taken by his workmates.

The "entry fee” to be paid by new members in Ulgor, for instance,
has increased from a monthly payment of 3,350 pesetas in 1974 to
4,750 pesetas in 1975, on to 5,450 pesetas in 1976 amd 6,900 pesetas in
1977. In 1977, a mew member who did mot meed to put up all inital ca-
pital in cash on the day of joining the movement faced a financial ob-
ligation of 174,000 pesetas, of which 29,000 (16.6 per cent) goes to re-
serves and the remainder is debited to the individual member's capi-
tal account. The minimum down payment amounts to 8,400 pesetas and
the rest is then payable in 24 monthly instalments of 6,900 pesetas if a
loan is granted for the entire amount (except the down payment). This
is nonmal practice in solvent co-operatives,

Adjustments dn "threshold payments” which take place each year
are made according fo the following formmula:

Res., [ Cap., Price,
Ch=Chx x
Res.,_; / Cap.,_,; Price,,_,

in which C, dis the new capital contnibution; C,_; is the contribution
of the previous year; Res., and Res.,_, stand for the collectively-owned
reserves of a co-operative in the ourrent and the past year; Cap., and
Cap.,_, stand for the total amount of individually held capital acoounts;
and the Jast tenm indicates the percentages of inflation or deflation in
the current year as compared to the past one.

The adjustment thus consists of two parts:

{a) a factor which reflects changes in the weight ©of collectively-
-owned reserves versus individually-owned capital accounts;

(b) a factor which reflects changes in pnice levels duning the our-
rent year.

The first factor has been explained by one of the founders as fol-
lows:

If the relationship reserves: share capital (that is to say, commu-
nity property versus individuallytowned property) increases ... [there-
fore] the new member will have to pay wmore. If, on the other hand,
the relative position of the community property compared to indivi-
dually-owned holdings declines, hie will have to pay an amount which
is also less tthan the year before. This basis of small individual sacwifices,
ina spinit of mutual solidarity, is the means by which the "open door”
concept is turned into a reality in this co-operative.

o Jose Maria Riaza Ballesteros, Cooperativas de Producion (2nd edi-
cion, Ediciones Deusto, Bilbao, 1967), pp. 174—175. '
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As we said earlier, updating the value of the capital accounts of
all members to account for inflation s a pemmanent characteristic of
the nules of the co-operative movement. .

Each individual account ds annually re«valued but is also credited
with the amount which is allocated from the "net profit” in that year.
"Net profits” are distributed according to the total earnings of each
member and the interest received, @ remankable characteristic of Ehe
Mondragon movement. Rather than distributing pure sunplus according
to the capital stakes of each member, as would be the case un"der
capitalist “rules”, the co-operators allocate the pure surplus mainly
in accondance with the labour contribution of each member. If, for
example, profits of 100 pesetas would be distributed equally among
two members; of which one is on Index 1 and the other on Index 3,
then each would receive 50 pesetas; if a weighted system were to be
applied accorxding to index, the first would receive 25., the second 75
pesetas. Assuming, furthermore, that the first has recived a S':xla:ry of
150 and 20 interest, whereas the latter receives 450 and 150 interest,
then the distnibution would be 22 against 78 pesetas.

In algebraic tenms:
]

% (B + 1)

(l—g)S=¢gC=—--——"qaC
E41
in which ‘
a = alpha-coefficient
S = pure surplus
C = computable base
E = Total payroll costs
I ~= Total interest paid out
j = 1,...,k number of co-operativists.

Wealth is generally distributed more unevenly than earnings, ;but
in the Mondragon. co-operatives, due to this system, wealth is dust}'dbl{—
ted very evenly. The outstanding feature is not the fact that a highly
mobile woiker has acoumulated a considerable amount of capital, but
that huge amounts are acoumulated through forced savings by the "ty-
pical average” co-operativist.

The co-operative members’ earnings and wealth position is far mo-
re favourable than that of employees in capitalist entenprises. Their
earning position is more secure because of the high priority which em-
ployment creation has in the co-operative movement. Their receipt of
interest on capital — six per cent on considerable amounts of capital
accumulated — are influenced positively by the very favourable per-
centages by which the accounts acoummlate; while the accumulated
"forced savings” themselves, which add to pension rights wunder the
social security arrangemennts of the co-operative Lagun-Aro, after 40
years of co-operative membership form a huge fund at the disposal of
the person concerned.
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7. CONCLUDING COMMENTS

In this study of the manner in which problems of distribution have
been solved by the co-operativists, we have atternpted to follow the
actual record of events as closely as possible. The objective has been to
gain insight into those aspects of distribution which have been of ma-
jor concern to the co-operative movement while yet not losing the
perspective on the general issues involved. Earnings data which inclu-
de precise details for all ranks, including senior executives, are generally
not available for research; it has thus been a challenge to do justice to
the excellent data which were made available for research in such a
co-operative manner.

We have found that the distribution of earnings is remarkably nar-
row, as measured by the various percentile ratios and distances with
respect to median earnings. Even more impressive has been the fact
that amounts of capital acoumulated by individual co-operativists over
a long period of time fall into a very narrow range of values,

The conclusion can be quickly drawn that this co-operative move-
ment has successfully practiced its principle of solidarity in a manner
which in no way has jeopardized its overall economic perfonmance. On
the contrary, both in terms of economic performance and in terms of
equity, the co-operative movenment seems to have done far “better”
than the "capitalist environment”, either in its own area, in Basque
country, or in Spain at large.

This impressive record, however, is not so much the resuit of the
specific "Mondragon formulae”. We have seen that it would have been
very easy, in agreement with approved rules and work norms, to incre-
ase earnings differentials sixfold instead of adhening strictly to a three
to one maximum differential, It has also become clear that practicing
solidarity with the two “capitalist” enterprises becomes very difficult
once the "socialist solution” has a position of strength which begins
to compete for resources, e. g., for workers who are invited to join the
movement.

A miniinflationary spiral resulted and temporary solutions only
could be found. Even then solidarity has only a restricted meaning, sin-
¢e the co-operatars are in a more favourable position than their col-
leagues in “capitalist entenprises”. Firstly, co-operative workers have
greater job seourity. Secondly, their take-home pay is slightly higher,
their social senvices are better, and their opportunities for promotion
are greater. It is impressive how successful the movement has been in
subondinating "today to tomorrow”, and in practicing solidanity, as
has been indicated by the very low salaries paid to the top ramks,
defying the workings of traditional labour market mechanisms.

It is not sure, however, whether it will be possible to find pragma-
tic solutions to inareasing problems, for instance, when the movement
spreads into major urban concentrations. Analysis of distnibution prob-
lems shows that time and again new solutions have to be found to make
solidamity a wealistic concept We cam be confident that in the future
such solutions will also be found, were it not that increasing size as
well as the age composition may cause major banniers. We refer here 1o
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the "capital issue". The movement has been praised for its introduction

of a »threshold capital payment” for new members, In _bh[is way the
phenomenon of "second-class citizens” would not ocour since all nvor-
kers have an equal stake in their entenprise. What will hap.l?en, howe-
ver, on the day that huge mumbers of co-operators will retire, a imo-
ment that has been postponed for at least soame 20 yeans due to rapid
expansion? In 1977 the average age of 15,000 co-operativists was about
33 years, but the expansion-will slow down and eventually come 1o
an halt, e.g., in the extreme {sii!tuauion when the w-holf: of the Guipuo-
coan economy, or Basque contry, has turnned "co-operative”.

If, upon retiring, co-operators were to dlaim ithe total :Eiool.mm.}{la—
ted capital-in their individual accounts, a process of de-capitalization
would begin. Under Spanish co-operative law there is a degal obligation
to monetize this amount within five years of retirement. It seems, the-
refore,that the Mondragon formulae have been successful in postpon-
ihg for at'least one generation the day at which, all through the 19th and
20th centuries, co-operatives have been forced o face problems that
threatened their survival® The onitical question will be the extent to
which the co:operatons will adopt changes to the -ﬁ)mm.ﬂa_qf distri-
bution of pure surplus between collective reserves and individual ca-
pital accounts. In one education co-operative, for instance, the co-opera-
tors have always maintained a ratio of twodthirds towards Pdl-lechwe
reserves as against only one-third to individual accounts; and in one of
the co-operative factonies the general essembly decided that all the
pure surplus would be added to the collective reserves. The reasoning
here was that they owed employment and economic strength to other
co-operatives, in pantioular to CUP, and that therefore 11: ould be pro-
per to leave the acowmulated pure surplus as a collective resexve. It
seems clear that whether or not the Mondragon co-operatives \wll'one
day be faced with the problem of de-capitalization will be determined
by the degree of conscientization ‘among the co-operators.
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RASPODELA ZARADA I KAPITALA U MONDRAGONSKIM
. ' KOOPERATIVAMA

v

Henk THOMAS

, Rezime

Mondragon, gradié u $panskoj pokrajini Baskiji, predstavlja centar
impresivne mreZe kooperativa, Ovaj sistem sastoji se danas od preko
130 kooperativa ‘od kojih su polovina zadruine tvornice, dok ostatak
pokazuje veliku raznovrsnost, pri emu dominiraju obrazovne i finansij-

s In 1979, a series of in«depth studies began to project flows of capital
il itvhg year 2000. In addition, major changes in fiscal law and the co-ope-
rative legal rules need to be taken into account.
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ske (krediine) institucije. Poletak seie u 1943. godinu kada je osnovana
mala tehnidka Skola i u 1956. godinu kada je prva vradionica podela da
proizvodi peéi i grejalice. Otada, rast mondragonskih kooperativa bio
je zaista upecatljiv, a { mjihova efikasnost pokazala je izuzetno visok
stepen u poredenju sa.kapitalistiékim preduzecima.

U ovom ¢&lanku, autor podrobno analizira raspodelu zarada i ka-
pitala u mondragonskim zadrugama. Najpre se razmatraju osnovna
pravila koja reguli§u nivo i razlike u zaradama. Zatim sledi istorijska
analiza koja prua uvid u mnoge probleme raspodele kao i razlidite
opcije 0 kojima treba odludivati tokom vremena. Sto se pokret vise
Sirio to se javljala veda potreba za -politikom zarada i dohodaka, tako
da je ova politika na kraju poprimila regionalni ako ne cak i macional-
ni karakier. Pokazalo se da polilika dohotka ima kljuéni znacaj bududci
da se njome odluduje koliko ée od éistog viSka biti raspoloZivo za nove
investicije. Prihwvacena politika dohotka dosad je bila primenjivana na
sve kooperative bez obzira da li su one angaZovane u industrijskim
aktivnostima, ili se bave kreditiranjem, istraZivanjem i razvojem, obra-
zovanjem, itd. Ovo pokazuje jasno odstupanje od obrasca razlika u
zaradama koji viada na trZiftu rada posmatranom u celini. Jednako waZi
i za uzZe raspone izmedu eksirema — najvi§ih i majniZih zarada: u ko-
operativima se odriava raspon od jedan prema tri, dok je u mekoopera-
tivnim organizacijama raspon znatno veéi. Na taj nadin, glavne razlike
koje postoje u zaradama za sliéna radna mesta (poslove) u istom regio-
nu zavise od toga da li neko radi u kooperativi ili kapitalistickoj 1vor-
nici.

Podaci ubedljivo pokazuju da je jednakost u Mondragonu ¢ak mno-
go veda nego u nekim drugim samoupravnim slulajevima, ewpr., u ju-
goslovenskim ivornicama. Razlog za ovo izinedu ostalog leZi, i u potrebi
kooperativa da razvijaju sopstveni sislem socijalnog osiguranja, U
Mondragonu se ovom pitanju daje prioritet; osnovana je posebna ko-
operativa sa ciljem pruZanja usluga socijalnog osiguranja zadrugarima
i njihovim rodacima,

Autor na kraju istrazuje raspodelu svojine, tj. strukiwru kapitala.
Mondragon u tom pogledu karakteriSe kombinacija individualne i ko-
lektivne svojine: svaki zadrugar ima sopsiveni radun ma kome se poste-
peno akumuliSu kapitalna potraZivanja, ali postoji i kolektivni sistem
rezervi, koje se wi u kom sluéaju (izuzev ako tvornica me istupi iz za-
drufne grupe) ne mogu monetizovati. Posle penzionisanja, gadrugar
moge zahtevati svoje vremenom kumulisano uceSée (akcije), koje se
tada pridaje penzionim pravima. Ovo, na dugi rok, predstavija jedan
od najslabijih aspekata mondragonske ekonomske "formule” s obzi-
rom da mofe da vodi, u izvesnoj meri, do dekapitalizacije. Opstajuci
veé vife od Eetvrt veka kao sistem proizvodadkih kooperativa, zadrugari
su bili u stanju da rele probleme sa kojima su bili suoleni i da veoma
brzo ekspandiraju. Vremenom oni e se morali suoéiti sa znalajnijinm
ekonomskim problemima, tako da de u narednoj dekadi biti veoma
zanimljivo i korisno pratiti kako se reSavaju pitanja politike dohotka
i svojine nad kapitalom.

ECONOMIC ANALYSIS AND VORKERS'
MANAGEMENT 3, XIV (i980), 393—416

PLYWQOOD CO-Q_O_;’EiA’I‘IVES OF THE PACIFIC NORTHWEST:
LESSONS FOR?VORKERS’ SELF-MANAGEMENT IN THE UNITED

E STATES
et .Bé- .
e Bt~ Christopher E. GUNN*

R

The plywood co-operatives of the Pacific Northwest are the largest
group of workers’ co-ops in the'U. S. Their role in producing a signifi-
cant portion of the nation’s softwood plywood and their continued
existence in varying numbers for almost 60 years make them an im-
portant source of information on this form of production. This case
study will inwestigate their very real contribution to our present-day -
understanding of workers' co-ops, and it will also seek to clarify why
they should mot be considered a complete model for other co-ops to
follow.

Sizeable fiterature exists on the plywood co-ops) This case study
will briefly suinmarize their history and overall penfonmance in order
to concentrate on cnitical aspects of their organizational, decisionina-
king, and finanaial structures. It will then evaluate these co-ops in light
of fundamental conditions for workers' self<management adapted firom
Vanek (1975) and Bernstein (1976). .

The plywood co-ops are distinguished from ihe conventional. out-
side dnvestor-owned contenparts dn their industry by the fact that their
owners also work in them. Cowop ownerdmembers adhere to co-operati-
ve prinaiples such as equality of vote in decisionimaking and equality
of pay based on hours of work.

Oo-0p ownermembers own a share, or a block of shares, in their
finm. Members are generally required to work dn the co-op, and their
remuneration is based on work; their business done with the co-op?
Dividends are rarely paid so that there ds little incentive for owner-
ship by non-working owners, even when co-op bylaws allow it.

* Asslistant Professor of Economics, Hobant and William Smith Oolleges,
Geneva, NY, U.SA. The author wishes to thank Jaroslav Vanek and Hazel
Dayton Gunn for their helpful comments and support in this research.

! See Bellas, 1972; Barman, 1967, 1975, 1979; Bennstein, 1974, 1976; Green-
berg, 1978, 1979; Rhodes, 1978; Zwerdling, 1978.

* In legal terms, the owners of a co-operative must be its patrons in
the U.S. Cooperative ownership is defined in terms of participation in ithe
business, which in workers' (producers’) co-ops means participation in the
work (production). A “workens’ co-op is jointly owned by a group of workers
who pafronize the business and who are classified as its members (Alvarado-
-Greenwood et al,, 1978, pp. 78—79).



