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of Mondragon cooperative model.
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Streszczenie:

The article presents the motives and the development process of the co-operative enterprise Mon-
dragon. The historical overview accompanied by brief description of the co-operative movement
and its business activities has been mainly focused on cooperative response to societal and market
challenges affecting the enterprise resilience in turbulent environments. The applied methodology
is based on retrospective analysis of theoretical resources and annual reports of Mondragon. The
research centre MIK [Mondragon Innovation & Knowledge] specializing, inter alia, in cooperativism
and entrepreneurship analysis has coordinated the data collection, selection and final interpreta-
tion, additionally providing valuable historical facts and updated information. The case study has
unveiled the key cooperative actions throughout the Mondragon’s development stages, which can
be inspirational in the cross-country mutual learning process with reference to the policy objective
no 2 of the Social Business Initiative launched by European Commission to increase the visibility of
social economy entities and to identify good practices to be potentially reproduced, aligning social
economy development process across countries.
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cial aim [Gijselinckx, 2012, pp. 403-4041. It has
stimulated the development of varied forms
of social economy enterprises. However, fol-
lowing the findings of European Commission
research [Synthesis Report, 2015] there is rel-
atively little knowledge about the scale and
characteristics of the emerging social econo-
my entities activities and thus, the case study
from the single enterprise perspective might
gather importance in a form of good promo-
tion of social economy entities practices, to
support the knowledge gap fulfillment and
the current process of discovery of the char-
acteristics of entities activities across Europe
to create a future guide for social innovation
[European Commission, 2016].

The case study is divided into two parts.
The Case Study-Part | is a retrospective study
tracing back to the past of the Mondragon'’s
experience to identify its emerging path
and to detect the origins of the co-opera-
tive movement with a special focus on the
Mondragon cooperative response to local so-
cietal and market challenges. The Case Study-
Part Il, which will be released in the forthcom-
ing article, relates to the conceptualization of
the eco-systems of Mondragon on the basis of
the European Commission model' [Synthesis
Report, 2015] where its different dimensions
ranging from legal, social to entrepreneuri-
al are measured to reveal the Mondragon’s
framework aiming at discovering further fac-
tors of its resilience and high responsiveness
towards societal and economic challenges.

The study has been prepared as a re-
sponse to the main objectives of the Social
Business Initiative (SBI) launched by European
Commission? to obtain complete information

The model relates to the conceptualization of the eco-sys-
tems of social enterprises including and analysing the follo-
wing elements: legal framework, social [impact] investment
markets, impact measurements and reporting systems, ne-
tworks and mutual support mechanisms, specialist business
development and services and support, certification systems
marks & labels.

N}

Three main policy objectives: no 1. to improve the access to
funding for social businesses; no 2. to improve the visibility of

70

on the state and development of social econ-
omy entities in Europe and evidence for fur-
ther development of the policy framework
[European Commission, 2016]. However, the
analysis mainly refers to the objective no
2 aimed at improvement of the visibility of
social economy entities underlying addition-
ally Action 5 concerned with development of
comprehensive map to identify good prac-
tices which can be reproduced and Action
7zconcerned with mutual learning promo-
tion [Synthesis Report, 2015].

1. Social economy enterprises - the
European context

The origin of gradual development of so-
cial economy sector in Europe tends to be ex-
plained by old and emerging social problems
resulting in an increased demand for social
services, transformation of public manage-
ment mechanisms, re-orientation in the area
of employment and labour market and the
current (re)discovery of cooperative or entre-
preneurial initiatives aimed at common wel-
fare improvement [Anheier 2006, pp. 199-
211; OECD 1999; Gijselinckx, 2012, p. 403]. It
provides the theoretical framework for the
analysis of Mondragon by the general con-
cept of social entrepreneurship. The term ap-
peared in the literature in the 1990s [Brock,
Kim, 2011] and describes the activities of in-
dividuals, organizations as well as processes
involving manufacturing and perpetuation
of social values undertaken for the benefit of
society, focused on innovation and change,
and influenced by their external environment
[Brouard, Larivet, 2010].

The substantial diversity in economic and
welfare contexts, legal frameworks and cul-
tures associated with the emergence of so-
cial enterprise in nations and regions has
initiated the development of operational defi-

social businesses; no 3. to improve the legal environment of
social businesses [Synthesis Report, 2015].
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nition with reference to the European context
[Synthesis Report, 2016]. In Europe, social en-
trepreneurship is seen as part of social econ-
omy and is described using such terms as so-
cial enterprise or social economy enterprise.
Importantly, European Union highlights the
need of terminological and contextual dis-
tinction between social enterprises and so-
cial economy entities/enterprises where ac-
curate types of enterprises are categorized
either as social enterprises group or social
economy entities, taking into account that
some entities operating in the area of social
economy exceed the social enterprise scope
and the differentiation is substantial to avoid
further scientific confusions [Mapping Study,
Country Report: Spain, 2015, p. 21]. It gathers
high importance in the context of the con-
ducted case study and it will be further ex-
plained (see section 2).

The European Commission defines so-
cial economy initiatives as: 1) those for which
the social or societal objective of the com-
mon good is the reason for their commer-
cial activity, often in the form of a high lev-
el of social innovation, 2) those where profits
are mainly reinvested with a view to achiev-
ing this social objective, and 3) where the
method of organisation or ownership sys-
tem reflects their mission, using participatory
principles or focusing on social justice [COM
2011/682]. Social economy initiatives are dis-
tinguished by their democratic governance
structure, the involvement of a wide range
of shareholders [stakeholders] [CIRIEC 2000;
Moulaert, Nussbaumer, 2005] and their ethos
understood as a focus on mutual, common or
public interest [Smith, Teasdale, 2011]. Due to

3 The English-language literature also employs other terms to
describe activities of this kind, e.g.: social entrepreneurial ven-
ture [Austin et al., 2006], community enterprise [Nelson et al,,
2005; Nwankwo et al., 2007], social firms [Jeffrey, 2005], social
business [Yunus, 20071, green entrepreneurship, non-profit start-
-ups, environmental entrepreneurship, social justice, green entre-
preneurship, sustainable entrepreneurship [quoted from Neck
et al, 2009, p. 14], civic entrepreneur [Henton et al,, 1997], and
public entrepreneurship [Drayton, 1986].

the above, it is said that enterprises belong-
ing to the social economy sector operate at
the crossroads of market, public policies and
civil society [Nyssens, 2006].

The European Commission country report
of Spain [Mapping Study, Country Report:
Spain, 2015] unveils that Spain is one of the
EU countries with the widest recognition of
the concept of social economy. The concept
is regulated by Law 5/2011 and defined as
the designation for the set of economic and
entrepreneurial activities that are carried out
in the private scope by those that pursue the
collective interest of the members, wheth-
er the general economic or social interest
or both [ibidem, p. 2]. The decentralised na-
ture of the Spanish state builds a diverse so-
cial economy movements involving region-
al Autonomous Communities that have also
exclusive competences in some crucial issues
related to social economy. The concept of so-
cial economy in Spain is divided into two sub-
categories: (1) Market social economy, which
is set of private, formally-organised enterpris-
es, with autonomy of decision and freedom
of membership, created to meet their mem-
bers’ needs through the market, by produc-
ing goods and providing services, insurance
and finance, where decision-making and any
distribution of profits or surpluses among the
members are not directly linked to the capital
or fees contributed by each member, where
each member has one vote, and where demo-
cratic and participative decision-making pro-
cesses is implemented; (2) ‘Non Market’ social
economy which includes private, formally-or-
ganised organisations with autonomy of de-
cision and freedom of membership that pro-
duce non-market services for households and
whose surpluses, if any, cannot be appropriat-
ed by the economic agents who create, con-
trol or finance them [ibidem, p. 4].

While the social economy term is com-
monly used and broadly developed in Spain,
the social entrepreneurship is a term not fre-
quently used in public discourse, as only a few
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enterprises perceive themselves as social and
on the other hand, social initiative co-opera-
tives, work integration social enterprises, shel-
tered employment centres, associations and
foundations are categorized into social enter-
prises but placed within the “Non Market” so-
cial economy area (see above) [ibidem, p. 21].
The rest, in a form of mutualities, worker
owned companies, co-operatives (serving the
interest of members/users) and fishermen’s
guilds are categorized into social economy
entities and placed within‘Market social econ-
omy’ (see above) [ibidem, p. 21].

2. Mondragon - enabling the context
of cooperative enterprise

Spain has long tradition of social econo-
my with broad development of cooperative
movement. At the end of 2010, the number
of co-operatives in Spain stood at 22,595 em-
ploying 298,514 people. The biggest number
of co-operatives was reported in Catalufa ac-
counting for 21.62% of total [Alzola, 2014, pp.
341-342].

Although cooperatives are placed within
social economy sector it has become a source
of tension among scholars for much of the
history. While in broad perspective the coop-
eratives due to their social purpose match the
concept of social economy, the narrow per-
spective is rather questioned. Co-operative
enterprise has been rejected by mainstream
economics and business studies because its
strong social focus but it also does not fit to
not-for profit sector due to its strong com-
mercial and economic rationale. As a princi-
ple, the co-operatives should be viewed pri-
marily as having an economic purpose but
they also strongly contribute to the enhance-
ment of the economic well-being of their
members and local community [Mazzarol,
Limnios, Reboud, 2014, pp. 4-14].In fact, co-
operatives are the only form of corporate en-
tity with a clear entrepreneurial component
where the subordination of the economic to
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the social is inherent in the logic of the organ-
ization and is usually stipulated by law’ [Levi,
Pellegrin-Rescia, 1997, p. 160].

Therefore, cooperatives are unique busi-
ness models that are placed between the eco-
nomically focused companies and the social-
ly focused not-for profit enterprises [Mazzarol,
Limnios, Reboud, 2014, pp. 4-14]. According to
the European Commission report, in Spain, co-
operatives are placed within set of private, for-
mally-organised enterprises, created to meet
their members’ needs through the market by
producing goods and providing services, insur-
ance and finance, which distinguishing them
from ‘Non Market’ social enterprises providing
non-market services (see section 1) [Mapping
Study, Country Report: Spain, 2015, p. 21].

Relating to the Spanish law (Law 27/1999)
cooperatives are described as ‘constituted by
persons who decide to voluntarily join them,
and who are free to leave them at any mo-
ment. These societies aim at carrying out busi-
ness activities with the objective of satisfying
the social and economic needs and ambitions
of the members thereof. A cooperative shall
have a democratic structure and function-
ing, on the basis of the international princi-
ples and in conformity with this law’[Mapping
Study, Country Report: Spain, 2015, p. 16]. The
Spanish law recognizes 12 types of coopera-
tives: workers cooperatives, of consumers, of
housing, agricultural cooperatives, coopera-
tives of common exploitation of the land, co-
operatives of services, of fishermen, of trans-
port workers, of insurance, of health care, of
education and of credit. In Spain, there are
a number of cooperatives that lead in their
sector of activities or big cooperatives operat-
ing in various sectors such as the Mondragon
cooperative [ibidem, p. 16] founded in 1956,
headquartered in the city Mondragon (Basque
Country, northern Spain). With reference to
Basque law (Law 4/1993) the co-operatives
main objective is to promote the econom-
ic and social activities of its members, and to
satisfy their needs. To fulfil this objective the
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members must participate actively in the en-
terprise, observe the co-operative principles,
and attend to the community where the co-
operative is located [Alzola, 2009], which might
primarily explain the cooperatives responsive-
ness towards local issues. Additionally, cooper-
atives are business models that are able to es-
tablish strong strategic alliances and through
collaboration they present high resilience in
turbulent environments [Mazzarol, Limnios,
Reboud, 2014, p. 14].

3. Mondragon - cooperative
response to societal and market
challenges

Mondragon was originally a group of main-
ly industrial co-operatives which subsequent-
ly has grown to include firms in other areas. By
2008, the Mondragon group comprised about
250 co-operatives, subsidiaries and affiliated
organizations, including 73 manufacturing
plants [Arando et al,, 2010, p. 2]. In co-opera-
tives in Basque Country 54,608 people were
employed in 2010 and most of the employ-
ees (31,794) worked for companies belong-
ing to the Mondragon Group [Alzola, 2014,
pp. 341-342]. In 2011 the number of co-oper-
atives in the Basque Country increased by 125
[Alzola, 2014, p. 342] and according to the last
data from 2014 the number of workers em-
ployed in co-operatives in Basque Country
slightly increased to 54.954 [Ministerio de
Empleo y Seguridad Social, 2014]. The exam-
ple of Mondragon group is perceived as one
of the several factors contributing to the co-
operative model expansion in the Basque re-
gion [Alzola, 2014, p. 342].

The Mondragon’s project began by em-
phasizing employment, solidarity and educa-
tion. [Flecha, Santa Cruz, 2011]. The co-found-
er Jose Maria Arizmendiarrieta* has initiated

4 JM. Arizmendiarrieta - a priest that played a key role in the
origin, growth and consolidation of Mondragon companies,
both intellectually and practically. He was an advanced vi-
sionary as he imagined and developed economy that would

the new perception on the enterprise where
social and economic streams are efficient-
ly balanced making workers the leading fig-
ures in their own destiny in the econom-
ic and social management of the company
[Fernandez, 2014].

The Mondragon’s origins and the move-
ment phenomenon can be better under-
stood by quoting the words of the co-found-
er Arizmendiarrieta: ‘Nothing differentiates
people as much as their respective attitudes
to the circumstances in which they live.
Those who opt to make history and change
the course of events themselves have an ad-
vantage over those who decide to wait pas-
sively for the results of the change’[Flecha,
Santa Cruz, 2011, p. 158]. It perfectly de-
scribes the circumstances from which the
Mondragon has emerged underlying mem-
bers’willingness to cooperate and unite forc-
es overcoming tough times after the Spanish
civil war, showing a co-operative response
to external socio-economic regional issues.
The post-war time became an impulse for
the Mondragon’s emergence whose intense
economic activities were dedicated to the
strong social need of the local life condition
improvement.

3.1. Background - the need and source
of cooperation

The Basque region - the regional strength

The Basque region has been strongly in-
fluential on the enterprises values, culture
and further its advantages. Hence, it must
be said that Basque region and its local soci-
ety have pride in their equality and solidari-
ty, which accounts for the locals’ attributes.
Basques are very distinct in their culture,
cuisine or language from the rest of Spain
proving their autonomy and strong com-
mitment to tradition and its maintenance.
The Basques are very often characterised

serve people and thus, he contributed to Mondragon expe-
rience to be created [Flecha, Santa Cruz, 2011].
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as strongly rooted people with high sense
of belonging and self-reliance mentality
[Morris, 1992, pp. 3-5]. The unique Basques’
attitude and regionally evoked social capital
were facilitated into the formation of the co-
operative assuming that it was its very signif-
icant formation base.

The Basque region suffered for the role
it had played in the Civil War as the Valley of
Alto Deba was a battle field from September
1936 to April 1937. Military installations in
Mondragon were bombed as were other
parts of the Basque region. [Altuna, 2008].
The region suffered from scarcity and hun-
ger at the end of the war. Many basic goods
such as wheat, cooking oil, and coal were ra-
tioned. It was time of Francisco Franco dicta-
torial governance in Spain characterized e.g.
by prohibition of Basque language usage
and limited autonomy [Ormaechea, 1993].
There was virtually no schooling available for
children over 12 years old. Mondragon early
leaders sought to overcome these challeng-
es by rallying local people to build their own
alternative grounded in human-cantered val-
ues [Lafuente, Freundlich, 2012]. The post-
war period was seen as a new ‘dragon’ that
the Basques started to co-operatively ‘fight’
against [Flecha, Santa Cruz, 2011]. The un-
comfortable circumstances were the reason
to seek solutions but the local co-operative
movement was triggered by four issues back
in the 1940s: scarce opportunities for edu-
cation, large-scale unemployment and pov-
erty, socioeconomic inequality, and a com-
mitment to integrate humanist values into
business [Lafuente, Freundlich, 2012].

The priest Arizmendiarrieta - cooperation
starts through education and practice

Some scholars [Morris, 1992; Christiansen,
2014] agree that Arizmendiarrieta allowed the
co-operative spirit to be broadly developed
and further embraced into a physical form of
an enterprise as he was the one who was in-
structing locals to cooperate for the region
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improvement. The priest believed that while
ideas might bring people apart, the needs
might bring them together and he was en-
couraging locals to form co-operative move-
ment against the external obstacles to reach
common needs [Fernandez, 2014]. The three
values that the priest promoted were: coop-
eration, hard work and education and all of
them have been enforced into Mondragon’s
experience [Morris, 1992, p.8]. He was strong-
ly emphasising cooperation, however, in his
viewpoint: ‘One is not born a co-operator, be-
cause to be a co-operator requires social ma-
turity, a training in social coexistence’ [Morris,
1992, p. 9]. Moreover, he was convinced that
‘People do not normally become co-opera-
tors spontaneously, they have to be taught -
the soil may be fertile but it has to be cultivat-
ed’[Morris, 1992, p. 9].

Escuela Profesional Politecnica — where social
capital was developed and forced to act

According to Arizmendiarrieta: ‘knowl-
edge is power...socializing knowledge im-
plies the democratization power’ [Morris,
1992, p. 91. He believed that education com-
bined with cooperation and labour can bring
spectacular results. The priest’s greatest skill
was in challenging people to do more than
they thought they could while supporting
their current efforts. He engaged the com-
munity in an almost continuous personal di-
alogue. By 1956 he had conducted over 2000
small group discussions and study session,
in addition to his regular teaching schedule.
The Escuela Profesional Politecnica where
students were partially studying and work-
ing was a great stimulation of the locals’ self-
development and co-operative mindset cre-
ation [Morris, 1992, p.12]. The school itself
was a co-operative as workers were involved
in the school managing. Arizmendiarrieta be-
lieved that the contribution of workers in the
school management would influence the de-
mocracy development in the authoritarian
Spain of that time. Additionally, it became
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a place of research and innovation with de-
veloping research departments, which con-
tributed into development of new ‘co-oper-
ators’ that where further accounting for the
Mondragon’s know-how and workers. Today,
the spread of the co-operative spirit is still
cultivated on the Mondragon University that
was set up in 1997 in accordance with the co-
operative model [Ferndndez, 2014] and to-
day, it has many departments comprising
around 4 thousand students.

3.2. Overcoming socioeconomic
challenges - cooperation in action
ULGOR - the first ‘physical sign’
of co-operative spirit

The first visible sign of the real practice
of cooperation in action is noticed in the for-
mation of ULGOR® in 1956. Nevertheless, it
required enormous effort from the priest
Arizmendiarrieta to get approval for the in-
dustrial license during the time of Franco'’s
government where no licenses were given
[Ferndndez, 2014]. What is more, the five pi-
oneers, Usatorre, Larranaga, Gorronogoitia,
Ormaechea and Ortubay, created a ‘blind
pool’ of capital from the community resourc-
es and a hundred people in the community
responded with pledges, basically as an ex-
pression of faith in the five pioneers and the
guiding hand of José Maria. The pioneers pur-
chased a firm in Vitoria that gone bankrupt
but they did it for purpose: to avoid apply-
ing for permission for a new manufacturing
plant; to obtain the firm’s broad license au-
thorizing it to produce a line of electrical and
mechanical home appliances. The firm was
further renamed Ulgor and initially housed
in a Vitoria facility but on November 12, 1956,
the firm moved into Mondragon town. That
date is considered as the formal founding of
the Mondragon’s experience [Morris, 1992,
pp. 13-14].

5 ULGOR - a co-operative considered to be the beginning of
Mondragon’s experience. The co-operative name is an acro-
nym of the initials of the five funders [Morris, 1992].

Initially, the specific bylaws of co-oper-
ative form were not given as they were par-
tially created after several years after the en-
terprise formation. Originally, the enterprise
was operating as public limited company
[Fernandez, 2014] but with focus on demo-
cratic principles applying values of solidari-
ty, individual economic contributions, labour
contribution by all members, democrat-
ic government, progressive expansion to in-
corporate other workers. These have become
the base of the co-operative formal model
[Morris, 1992].

Ulgor manufactured a line of electri-
cal equipment under a foreign license, and
built a new factory to produce butane cook-
ers under the brand name, Fagor. Afterwards,
the set up Electronic Division became a sep-
arate company named Fagor Electronica
[Ferndandez, 2014]. Meanwhile, a new co-op-
erative Copreci was established to manufac-
ture taps and safety systems for the gas stoves
that Ulgor was producing [Rolland, 2006]. Just
a few years after the formation of Ulgor the
consumer co-operative today named Eroski
was created which is the biggest retailer of
Mondragon group [Ferndndez, 2014]. At that
time Fagor S. Coop was also established (to-
day Fagor Arrasate). The company initially fo-
cused on making dies for cutting and drawing,
expanded into manufacturing metal bodies
such as domestic appliances, becoming, to-
gether with Ulgor, a main driving force on the
market [ibidem]. The times were mainly char-
acterized by high rate of new co-operatives
establishment, influenced by the strong ded-
ication of the local people involved and their
enthusiasms in manufacturing and changing
their local socio-economic conditions [ibi-
dem]. By the late 1960s Ulgor was the leading
Spanish producer of refrigerators, by the mid-
1970s Ulgor had 3,500 worker-owners and it
became the ‘engine’ which drove the co-op-
erative’s economic development, both as an
internal market for the products of new co-
operatives, and as a source of capital for fur-
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ther economic expansion through its surplus
[Morris, 1992, p. 15].

Lagun Aro - a co-operative response to lack
of protection [Mondragon Corporation,
2016]

In 1958, the ‘Ministerio de Trabajo’ (The
Ministry of Labour) excluded all co-opera-
tives from all social security benefits includ-
ing the health benefit and retirement plan
[Rolland, 2006]. During the times of lack of
public protection, Lagun Aro - as a Voluntary
Mutual Benefit Organization became a co-
operative response to the current situation
[Ferndndez, 2014] providing its own health
insurance scheme, its own temporary and
long-term disability insurance programmes,
pension scheme and unemployment insur-
ance scheme [Kerans, Drover, Williams, 1988].
Lagun Aro applies to the solidarity principle
of co-operative venture, funding social se-
curity programmes of the venture members
by collecting fixed premiums on earnings. In
1981 the percentage of median wage paid on
premiums was 30.68 %. For example the pre-
mium for long term disability insurance was
0.85 %, for short term disability insurance
4.1 % and for pension fund 10 % [Kerans,
Drover, Williams, 1988]. Each year the General
Assembly of Lagun Aro assigns the premi-
ums to cover the offered social security pro-
grammes. Relating to the data from 2012, 26%
of every member’s gross salary goes to Lagun
Aro to ensure their social needs: 18 % goes to
their pension, 6 % to the health fund, and 2 %
to the Employment Fund. The Employment
Fund has played a significant role during the
crisis as it was used to help some co-opera-
tives in the Group to adjust their workforce to
the new situation [Alzola, 2014, pp. 353-354].

Caja Laboral - a worker credit co-operative

The Caja Laboral Popular (CLP) was the
hub for the Community, the glue that tied
it together, and the managerial engine that
drove its development - in 1966 it had 21,653
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savings accounts and by 1975 it had 190,000
savings accounts [Morris, 1992, p. 19]. The
Caja Laboral became the backbone of all the
coops. Arizmendiarrieta discovered thatanin-
stitution registered as a workers credit co-op-
erative could legally pay a higher interest rate
on deposits than other banks and thus, the
bank could attract local savings to finance co-
operative expansion. In the early years of the
co-operative, banking law in Spain allowed it
to have slightly higher interest rates but only
to invest in low interest bonds or the co-oper-
atives [Christiansen, 2014]. Arizmendiarrieta
was firmly convinced that a bank was essen-
tial for the Co-operative’s survival and for lo-
cal job creation. The bank supported two ma-
jor processes: raising capital by overcoming
the barrier to access large source of capital,
and bringing about economies of scale by in-
creased financial ability to produce and fund
other co-operatives [Christiansen, 2014].

Recession [1980-1986] - building
the strength of Mondragon

The time of the world oil crisis and oil price
hike influenced Basque region as it was high-
ly dependent on heavy industry [Morris, 1992,
p.22].Until 1983 the Basque economy lost 20%
of its manufacturing jobs. Unemployment
rose to 18% in 1983 from 6% in 1976. For the
first time in its history, the Mondragon had to
deal with contraction. Moreover, it had to act
without Don José Maria, and his instructions
as he died in 1976. What is worse, it had to do
so in the turbulent years after the death of
Franco in 1975 [Morris, 1992, p. 23]. However,
the period being considered as tough was
a turning point for the Mondragon’s experi-
ence as it has strengthened their cooperation
and empowered social cohesion, which influ-
enced the Basques'willingness to act together
leading to many structural changes and mak-
ing it prepared for the prospect issues in the
future. The co-operatives coped with reces-
sion by creating some financial structures and
community-wide governance arrangements.
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The significant changes were introduced dur-
ing the early 1980s including an unemploy-
ment insurance system, a community wide re-
serve fund, Inter-co-operative Solidarity Fund
(FISO) or changes in the internal profit distri-
bution formula to expand the amount of the
collective reserve [Morris, 1992, p. 25]. In 1980
the co-operative group established an unem-
ployment fund financed by a 0.5 percent pay-
roll tax on associated co-operatives. As the
economic recession worsened, this tax was
eventually raised to 2.35 percent by 1986.
The broad economic base of the network plus
their determination to think of themselves
as a one large community helped them to
keep the unemployment figures low [Kerans,
Drover, Williams, 1988]. With reference to job
security and willingness to keep experienced
workers they started work relocation process
among co-operatives, and, in 1986, 26 co-op-
eratives received unemployment assistance
[Morris, 1992, p. 23]. The crisis of the 1980’s
demonstrated to the co-ops that they need-
ed more flexible labour forces. Major chang-
es have taken place concerning the nature of
membership. One central change was the cre-
ation of the “temporary member” category
with most of the same rights as members but
without job security. A new type of contract
was created in 1993 for temporary members
and it was adopted by co-operatives in the fol-
lowing years. However, During the 1990s, the
group began to emphasize the importance
of minimizing the use of temporary workers
and set a goal that a minimum of 85% of the
co-ops’ internal work force should be made
up of worker-members [Arando et al., 2010,
p. 19, 32].

Global crisis - further impulse for restructur-
ing and strengthening

The global crisis that started in 2008 was
the time of Mondragon’s model further exam-
ination. Mondragon tackled a tough, compli-
cated year of international economic crisis in-
creasing focus on the characteristics of their

co-operative nature, innovation, internation-
alization, solidarity and commitment of eve-
ryone in their capacity as members and work-
ers. It was time of significant adjustment,
structural and strategic measures, taken to
improve the co-operatives’ competitiveness
to cope with the complicated economic situ-
ation and emerge even stronger from the tur-
bulent environment [Ferndndez, 2014].

The priority was to regain Mondragon’s
ability to generate employment, as the em-
ployment figures had fallen for the first time
[by 8.4%)] and the average number of jobs was
85,066. Faced with this situation, many co-op-
eratives were forced to adjust their capacity,
through labour force adjustment plans, mov-
ing schedules and managing relocations. The
global financial and economic crisis then took
a massive toll, and investment declined sig-
nificantly in 2009 [Arando et al., 2010, p. 15].
The investments made have totalled 325 mil-
lion euros, which means a 43% drop on those
arranged in 2008, due to shrinking demand
and the consequent underuse of existing
manufacturing capacity. In spite of the unfa-
vourable circumstances, the positive note has
been that the promotion of new businesses
has not been discouraged, and so 2009 has
seen the introduction of five new undertak-
ings [Annual Report, 2009]. Mondragon con-
tinued to focus on its worldwide presence,
setting up factories of its own. This was also
a basic tool for maintaining local employ-
ment and 8 new production plants were set
up abroad. In 2009 Eroski opened 74 new
stores, basically supermarkets of its own and
self-service stores operated on a franchise ba-
sis [Fernandez, 2014]. It seems safe to con-
clude that, compared with other firms, there
has been less shrinkage of employment in
the Mondragon co-ops during the current
crisis. The data also suggest a record that is
quite strong in terms of employment growth
and job retention, even during times of eco-
nomic crisis. In tandem with higher employ-
ment stability in Mondragon co-ops, there is
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also evidence of greater wage flexibility dur-
ing crises. Several interviewees reported ex-
amples of wage flexibility during the crisis -
for example, members at the FAGOR group
agreed to an 8% cut in wages for the period
April 2009-March 2010 [Arando et al.,, 2010,
p. 14].

In the Industrial Area, the slowdown in de-
mand had a big effect on construction, capi-
tal goods and consumer durables. However,
enterprise services and intermediate goods
performed well.

In 2008 the Industrial Area posted sales
figures of €6.3 million of which 58.2% were
from international sales, with not such a big
drop (2.2% down on 2007) [Fernandez, 2014].

Caja Laboral’s financial activity was also
complicated by the worsening of the glob-
al crisis, but indeed Mondragon ended 2010
with profits of €178 million, tripling those
posted the previous year and back on the
road to winning back industrial employment,
with 1,378 more jobs. Total sales accounted
for €13.9 bn (+1.2%) (Fernandez, 2014).

Compulsory contribution-raising capital
co-operatively

Legally, the financial contribution of work-
er-members is considered to be a part of the
co-operative capital increase. To join co-op-
erative, the member must make a compulso-
ry contribution which is equivalent to the an-
nual lowest compensation on Mondragon’s
compensation scale. From 1 April 2010 un-
til 31 March 2011 the monthly compensa-
tion at 1.0 on the scale was €956.24. There
are 14 annual pay periods in Spain and hence
the amount of money new member had to
invest was 13,387.36. From 1 April 2011 un-
til 31 March 2012 the monthly figure was
€1,041.67; thus, the total investment of mem-
bers was €14,583.38. Today the amount has
increased to €15,331.40. 20 % of the contribu-
tions is used to pay the entree fee, and its ob-
jective is to compensate the effort and work
done beforehand by the existing members
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and it is allocated to the compulsory reserve
fund. The rest 80% increases the amount of
capital [Alzola, 2014, pp. 345-347]. Apart from
raising enterprises capital through member’s
contribution, the model is mainly aimed at
raising members’ commitment, community
spirit [Rolland, 2006], sense of ownership and
consequently, responsibility for the entity.

Profit distribution - common wealth creation

Profit distribution from the early stag-
es was not aimed at members’ private profit
maximization but rather on community, fair
wealth distribution and common wealth cre-
ation. The co-operatives have to allocate 20%
of their benefits to the Compulsory Reserve
Fund (CRF) and 10% to the Contribution for
Education and Co-operative Promotion and
other purposes of public interest (COEP), for
specific purposes such us, the education of
the members and the workers of the co-op-
erative, the promotion of relations among
the co-operatives and the creation of new
co-operatives, the diffusion of the coopera-
tivism and the promotion of the Basque lan-
guage. Mondragon co-operatives use this re-
serve to carry out projects in training and in
education, to promote cultural activities, to
develop research projects, to carry out care
schemes (programs in support of the disa-
bled, caring for the elderly, etc.) The General
Assembly must allocate the rest 70 % of the
surplus among the members in proportion to
their transactions (work, etc.) for the co-oper-
ative (patronage refunds), to create new re-
serve fund (voluntary reserve fund) and the
reminder part (if any) to workers that are not
members [Alzola, 2014, p. 348].

Self-governance-responsibility for common
‘unit’

There is proven relation between organi-
zational structure and motivation factors in-
fluencing organizational behaviour [Frantz,
2007]. Organization structure is the initiator
of the workers’ willingness to perform accu-
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rately and workers’ effort is the variable in-
fluencing the organization performance. The
Mondragon’s organization culture based on
e.g. democracy, ownership, participatory
management, self-management and flat hi-
erarchy might be considered as influencing
workers'responsibility for their common ‘unit"
It might be further assumed that it results in
their motivation, commitment and effort,
which consequently affects the Mondragon’s
outcome. It might be supported by the
Rolland’s [2006] research® made in 2005 in
one of the Mondragon co-operatives. The re-
search has unveiled that workers appreci-
ate community and decision making capac-
ity more than earnings [ibidem], which can
indicate that workers’ motivation is not only
reward oriented. It can be assumed that sta-
ble motivation of human capital is the effect
of factors different than only financial ones,
which further affects company performance.

Networks and useful channels- strengthen-
ing through formal cooperation

In 1985 representatives of the various co-
operatives met to increase coordination, max-
imize business effectiveness, foster strategic
management and competitive strength and
eliminate tariff barriers in preparation to en-
ter the European Economic Community and
the globalisation of the economy, and the in-
tegration of Spain into the European common
market. As a result the Group Council known
as Grupo Cooperativo Mondragon was set up
comprising 70 co-operatives. In 1987, the 1st
Mondragon Co-operative Group Congress
was held approving the Basic Principles of
the Co-operative Experience and the require-
ments for setting up the Inter-co-operative

6 Research conducted by Rolland [2006] in 2005. The research
was including 10 questions for 176 adults and it was focused
on hypothesis that people that have major part in decision
making of the company are happier and work harder. The Q9
Having a say in decision making is more important to me than
the amount of money | earn (39-strongly agree/96-agree) and
Q101 wanted to work at the Mondragon Co-operatives becau-
se | value community at work (72-strongly agree/63-agree).

Solidarity Fund. The Group Council consti-
tuted the first step towards the subsequent
establishment of Mondragén Corporacion
Cooperativa (MCC) in 1991 [Fernédndez, 2014].
The new organisation became sectorial with
24 groups divided into divisions. Sectorial
groups of co-operatives were established in
order to improve the scope, efficiency and
technological level via sectorial R&D cen-
tres. It drastically changed the way that the
co-operatives did business and enhanced in-
ternationalization underlying some basic re-
quirements such as movement of staff be-
tween co-operatives, pooling of profits, fair
distribution of profit or no internal compe-
tition. The structural changes have prepared
Mondragon to face the challenge of ex-
pansion into European market [Fernandez,
2014].

As a result of the rapid growth the num-
ber of employees going from 25,322 in 1992
increased to 92,773 in 2008. In the years
between 2005-2007 as a result of facing
some challenges related to globalization,
Mondragon established some new strate-
gies placing emphasis on innovation and ed-
ucation fostering creation of new skilled local
employment and intensification of co-opera-
tive trainings for members plus adoption of
more participatory management [Fernandez,
2014].

One of the milestones in 2013 was the cri-
sis of Fagor Electrodomésticos and neither
the continued efforts of the partners of the
co-operative itself, nor the solidarity meas-
ures of support from the rest of the group of
co-operatives were enough to avoid the col-
lapse of the Fagor Electrodomésticos activ-
ity. Nevertheless it has shown strong coop-
erative approach and attempt to respond
cooperatively to the economic challenges.
Immediately, all corporate solidarity mecha-
nisms and relocation programmes were ac-
tivated to try to find a solution to the sur-
plus of employees created (around 2000 jobs)
[Fernandez, 2014].
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3.3. Mondragon today - the effect
of cooperation

Despite many obstacles throughout the
Mondragon development process, today,
it has 263 partners: 103 coops, 125 produc-
tion subsidiaries, 1 mutual assistance organ-
ization, 8 foundations, 13 international de-
partments and 13 coverage organizations
[Annual Report, 2014]. It is divided into four
business sectors: finance, retail, industry and
research/knowledge. The retail sector consist-
ing of Eroski Group is the leading sector em-
ploying 38.868 workers that accounts for 52%
of total employment of Mondragon and in
2014 the annual sales reached €6.231 million
[Annual Report, 2014].

The partners in different areas have re-
sulted in valuable networks and information
channels leading to specialization in differ-
ent sectors, 467 patent families and sales at
€628 million of new productsin 2013 [Annual
Report, 2013]. As a result of recent develop-
ments they established a new corporate in-
novation model based on interrelationship,
cooperation and knowledge sharing be-
tween professionals with different profiles.
Mondragon is a member of associations,
technological alliances, foundations, agen-
cies, technology platforms, research agents
and clusters in the areas of research and in-
novation creating a working network and
enhancing the concept of open innovation.
Mondragon has 15 technology centres and
12 R&D unites employing 1,676 full time re-
searchers [Annual Report, 2014].

Nevertheless, relating to the last coun-
try report [Mapping Study, Country Report:
Spain, 2015] and interviews, Mondragon fac-
es today a few critical risk factors mainly con-
nected with the negative effect of the global
crisis, which has affected the deterioration of
the market and difficulties in accessing cred-
it and/or other funds. Despite the unfavoura-
ble climate, Mondragon is known by its great
capacity to adjust to emerging challenges
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and even though the adjustments modify the
model away from the founders' ideal, the ca-
pacity of the group to innovate and to make
institutional changes is seen as necessary and
valuable [Arando et al., 2010].

Conclusion

The case study has elaborated on the con-
text of cooperative enterprise, on the basis of
Mondragon cooperative model with a strong
focus on the evaluation of the cooperative
model and its advantages in response to soci-
oeconomic challenges building its resilience
in turbulent environments. The conducted
study has drawn a lesson from international-
ly recognized Mondragon model, which can
effectively contribute to the Social Business
Initiative unveiling inside activities of cooper-
ative enterprise for mutual learning purpose.

With reference to the scholars’ frequent
fierce discussion on the cooperative mod-
el categorization within social economy sec-
tor, the presentation of the model evalua-
tion and its motives and scope of action on
the basis of Mondragon gathers scientific val-
ue. Regardless tough circumstances and tur-
bulent environment, Mondragon was able to
constantly pursue economic and social pur-
pose at time. Importantly, the institutional
changes, internationalization and intercoop-
eration process of Mondragon reveals the co-
operative model expansion but with high pur-
pose of socioeconomic value maintenance.

The described history of Mondragon, has
discovered crucial advantages of the coopera-
tive enterprise model needed to overcome ob-
stacles throughout its development process.
Initially, the lack of specific bylaws for coopera-
tive model was empowered by the cultural at-
tributes of Basque region and historical circum-
stances such as Spanish civil war or Franco’s
governance. The cultural and historical back-
ground have naturally evoked principles of co-
operatives (such as solidarity, individual eco-
nomic contributions, labour contribution by all
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members or democratic government) show-
ing strong social cohesion and significant base
for the formal creation of the cooperative en-
terprise (see section 3.1,; 3.2.).

Besides spontaneous incentives of co-
operative responsiveness towards external
challenges, there have appeared a few spe-
cific ones strongly related to the cooperative
model features. Self-governance, decision
making capacity and ownership influence
internal condition of human capital that is
a base of the enterprise strength to deal with
external issues. The features have built high
sense of belonging, loyalty and responsibili-
ty for common unit, which is a necessity while
facing challenges and it has been proven dur-
ing global crisis in 2008 where workers com-
monly agreed to freeze their wages aiming at
the common unit survival rather than individ-
ual needs (see section 3.2.).

Mondragon has range of mechanisms that
help solving dual, social and economic issues.
The financial contribution of worker-mem-
bers in a form of legally regulated compulso-
ry contribution is considered to be a part of
the co-operative capital increase. Apart from
raising enterprise capital per member, the
mechanism is strongly aimed at raising mem-
bers’ community spirit. The capitalized com-
pulsory contribution is also a part of the re-
tirement plan which at the initial stage of
Mondragon’s experience was a response to
lack of Spanish public support in social servic-
es delivery. Additionally, Mondragon'’s profit
distribution is regulated by law with respect
to payment solidarity among members prin-
ciple and common wealth creation, contrib-
uting to the community through investment
into e.g. education of members and workers
of the co-operative, promotion of relations
among the co-operatives, creation of new
co-operatives, diffusion of the cooperativism
and promotion of the Basque language. The
principle of fair wealth distribution affects
well-being of worker-members and workers
and increase resources to respond to the lo-

cal socio-economic needs improving local life
condition (see section 4.2.).

Relating to the past historical milestones
such us recession, global crisis or bankrupt-
cy of Fagor Electrodomésticos, Mondragon
has examined its resilience to turbulent en-
vironments, enhancing network and interco-
operation process. The significant steps were
made in the area of unemployment insur-
ance system (relocation of worker-members
among cooperatives), a community wide re-
serve fund, Inter-co-operative Solidarity Fund
(FISO) or changes in the internal profit distri-
bution formula to expand the amount of the
collective reserve (see section 3.2.).

The process of internationalization and
business association with many subsidiaries
and production departments abroad, has be-
come a necessity to unblock the enterprise
potential for further development. The pres-
ence abroad has influenced economies of
scale and provided new target markets in-
creasing Mondragon sales and broader rec-
ognition outside the Basque country (see sec-
tion 4.3.).

The analyses have unveiled Mondragon’s
high economic competence shaped by nu-
merous societal and market challenges show-
ing that the subordination of the economic
value into social is inherent to the logic of the
cooperative model. Taking into consideration
the Mondragon’s strong economic rationale,
it exceeds significantly typical not-for profit
social enterprises but on the contrary with its
high social purpose it also does not fit to the
model of typical profit-oriented enterprise.
Thus, relating to the European Commission
categorization (see section 1), cooperative
enterprise refers to the group of social econ-
omy entities that act within the market so-
cial economy (that is one of the subcatego-
ries of social economy in Spain) satisfying the
needs of its members and contributing to the
community by business activities and mar-
ket services balancing social and economic
purposes.
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Spétdzielnia odpowiedzia na wyzwania spoteczne i rynkowe - motywy i etapy rozwoju modelu

spotdzielni Mondragon. Studium przypadku

Streszczenie:

W artykule przedstawiono uwarunkowania i proces powstania spotdzielni Mondragon. Oméwiono

tlo historyczne oraz czynniki wptywajace na powstanie tej najwiekszej na $wiecie spétdzielni. Ponad-
to dokonano syntezy opisu dziatalnosci wspomnianego podmiotu.

Do realizacji celu wykorzystano metode analizy literatury przedmiotu. Cennym zrédtem informacji
byly raporty diagnostyczne spotdzielni Mondragon oraz dane uzyskane z centrum badawczego
MIK (Mondragon Innovation & Knowledge), specjalizujgcego sie miedzy innymi w monitorowaniu
i diagnozowaniu przedsiebiorczosci spotecznej. Dostarczyto ono danych na temat historycznych
aspektow dziatalnosci podmiotu oraz wspodtczesnie osiaganych rezultatow.

Przeprowadzona analiza case study pozwolita zidentyfikowa¢ specyficzne czynniki wptywajace na
sukces rozwoju niniejszej spétdzielni. Czynniki te moga stanowic inspiracje w obszarze wymiany
wiedzy i praktyk w sektorze ekonomii spotecznej, co nawiazuje wprost do zatozenia nr 2 inicjatywy
Komisji Europejskiej o przedsiebiorczosci spotecznej. Tym samym przyczynia sie do promogji do-
brych praktyk w obszarze przedsiebiorczosci spotecznej z mozliwoscia ich potencjalnego odtworze-
nia celem wyréwnania poziomu rozwoju ekonomii spotecznej w wymiarze miedzynarodowym.

Stowa kluczowe: ekonomia spoteczna, spétdzielczos¢, badania retrospektywne, Kraj Baskow, Mondragon.
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