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ABSTRACT

In the last two decades, a new form of organization has progressively
become predominant on many global markets: network$. Very few worker
co-operatives have adopted such a pattern though, despite the fact that, as
the theoretical literature shows, the advantages of network industrial

structures are numerous and networking can be consider~d a necessity in
the context of globalization. After introducing a new framework for
analyzing networks, we argue that combining several dimensions of
integration has been an important factor of efficiency in three case stud
ies: Mondragon Corporacion Cooperativa, the industrial districts of
Emilia-Romagna, and Scop Entreprises.

1. INTRODUCTION

In the last two decades, a new form of organization has progressively be
come predominant on many global markets: .~etworks. However, whereas
many conventional firms have rapidly shifted from vertical integration to a
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reticular structure, most co-operatives still have to take the next step. For
those co-ops which have tried it, networking has appeared as an efficient way
to deal with globalization and technical change, while introducing a new kind
of corporate governance and giving a chance to economic democracy.

According to Bernard Guillon, a network is an endogenous form of or
ganization enabling its members to coordinate their activities by creating an
environme:pt which generates dynamic externalities, complementarities, and
cumulative phenomena, notably in regard to competencies (Guillon, 1992).
Through globalization, this concept has actually taken very different forms
such as supply networks relying on subcontracting or vertical partnership
(Kinder, 2003; Kranton & Minehart, 2000), networks of firms derived from
strategic alliances or cooperation agreements (Mouline, 1999), industrial dis
tricts (Dei Ottati, 2003; Saba, 1998), clusters, global production networks
(Erst & Kim, 2002), and hollow corporations (Veltz, 20bo, p. 174). Theo
reticall¥ speaking, a network does not have to imply cooperation, i.e. carrying
out of a common activity, harmonization of practices, and mutualizing of
resources among its members. Coordination in a network could be limited to
a simple dialog and exchange of information about ends and means. But as it
happens, networks often rely on a vast number of cooperation agreements,
which can either have a vertical or horizontal dimension. Actually, the largest
networks combine supply chain coordination and horizontal alliances.

Reticular structures have numerous advantages and, in the global com
petition, networking has become a necessity for investors' enterprises as well
as co-operatives, as we will see in Section 2. But the new corporate gov
ernance established since the 1980s in investor-owned firms, along with the
short-termism and instability that were induced by financial globalization,
may forbid the cooperation and trust that ground network relationships. In
Section 3, we will explain why worker co-operatives appear to be better
equipped for building a network organization. In Section 4, we will intro
duce a framework for analyzing networks through all of their dimensions
and will use it in three case studies: Mondragon Corporacion Cooperativa
(MCC), the industrial districts of Emilia-Romagna, and Scop Entreprises.

2. WHY WORKER CO-OPERATIVES NEED A
NETWORK STRUCTURE

The celluiar pattern encompasses a multitude, of productive morphologies
among which one finds the large, integrated firm surrounded by a nebula of
suppliers, the network of small- and medium-sized enterprises forming a



2.1. The Advantages of Networking for both Conventional and
Co-operative Enterprises: Facing Innovations

value chain, the hollow corporation; which coordinates mainly external
manufacturing and commercial operations, the network resulting from
technological or commercial alliances between large rival corporations, the
economic interest group of small- and medium-sized businesses wishing to
share tools and resources, or even the network of independent professionals
pooling their supplies when bidding on large contracts (Veltz, 2000, p. 174).
These different forms interpenetrate in the industrial reality. The diversity of
the network phenomenon can be explained by the various advantages this
type of structure produces for any kind of business and for worker
co-operatives more specifically.

If its main function is to coordinate the activities of legally independent
businesses, the network also enables them to take benefits from diverse and

complementary competencies. Networking often follows devertical~ation or
technical disintegration in a context where informational integration is
possible and necessary (Guillon, 1992). Deverticalization with cooperation
allows sharing sunk costs, notably those concerning research and develop
ment, and mutualizing risks between firms, which have shortened their
learning process by refocusing their activities on core competencies. Given
the acceleration of products' evolution and the race for innovation, a single
enterprise - even when very large - cannot find in itself all the competencies
needed to produce and improve its products. Networking provides the firm
with an access to external knowledge and skills indispensable to keep up its
rank in the global competition. Moreover, the ongoing relationship between
different competencies within the network enables a reciprocal fertilization
that generates new competencies (Cohendet, Kern, Mehmanpazir, &
Munier, 1999; Antonelli, 1995).

In the last decades, innovation has accelerated, thus becoming a major
factor of uncertainty. A new product or process can be wiped out in only
several months by a new technical generation. Some products that had gone
through their development phase in the consumer electronics industry never
went to market. From an evolutionary point of view, one could assume that
at a given time in the industrial development, several technological paths are
-open. Therefore, a firm wishing to invest in a definite research path faces a
high risk that a solution developed by its competitor becomes a standard and
wins the market. Technological alliances have multiplied in the last two
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decades because they answer this problem quite well. They rally firms that are
either rivals on the same market segment or operate in different but con
verging industries. These alliances form networks that produce at least three
kinds of advantage. The first one deals with combining necessary knowledge
coming from various fields. The second one is the large number of businesses
involved and the "amount of resources they can gather, thus giving the new
product or process the viability and durability that is necessary in its take off
stage. The third relies on the ability of networked oligopolies to intervene
beforehand on the market in order to define its standards. This ex ante nor

malization "also establishes a set of rules on competition that bring stability
in a field that is still under construction and therefore shows a high level of
uncertainty" (Delapierre & Mytelka, 2003, p. 250).

Because of accelerating technical change, new products are more sophis
ticated, and their production implies more specific tangible and human
assets (Williamson, 1985; Coelho & Rastoin, 2002). This "radically changes
the nature of relationships between actors: the transaction can no longer be
anonymous nor purely instantaneous; a link of durable personal depend
ency is established between the parties" (Coriat & Weinstein, 1995, p. 57).
Networks rely on a chain of relationships that generate social benefits such
as the accumulation of tacit know1edge or informal know-how (Hakansson
& Johanson, 1993). The reticular pattern and the co-operative'linkage gen
erate a specific advantage that one can refer to as a relational surplus.
Networks must also be considered for their strategic goal; this kind of
organization is deliberately used by some firms in order to obtain a com
petitive advantage. But, according to Jarrillo (1988), this can be achieved
only with the impulse of a leading corporation, which is able to shape the
whole structure t9 its own advantage.

2.2. The Advantages of Networking: Facing Globalization

On financial markets, the tendency to short-termism is a characteristic fea
ture of investors' behavior and is passed on to firms' strategies through
corporate governance. Satisfying shareholders by respecting the interna
tional norm of return to equity requires a refocus on operations chosen
according to the firm's specific competencies and to externalize any other
task. Thus, the industrial fabric has gone through deep restructuring that
implies vertical disintegration and scattering of operative units. As a result,
the dispersed businesses resulting from this movement have been subjected
to a deeper uncertainty of outlets, for some of them, and" of supply of raw
products or components for others. A solution to this problem would be to



2.3. The ~dvantages of Networking for Worker Co-operatives

As Stephen Smith (2004a, p. 181) shows, "co-operatives may benefit from
being in a region with other cooperatives, or in a sector in which there are
many cooperatives, or within a supply chain (that is, having significant for
ward or backward linkages) in which cooperatives are common. In other
words there are network externalities or complementarities of organizational
type, at least when it comes to organizational form." On a territory where co
ops are numerous, banks and'market actors can ge( used to dealing with this
specific kind of organization, thus lowering transactions costs. This gives
grounds to believe that there are· strong externalities in regard to co-op struc
ture and that networking helps with internalizing some of these externalities.

In France, 25% of small- and medium-sized enterprises belonged to a
group in 1998 (INSEE, 2003), and this proportion .has strongly increased in
the last decade. This figure can be explained by two parallel evolutions. One

add informational integration to technical disintegration, which seems to be
the case when firms choose to establish co-operative linkages and to adopt a
reticular structure (Guillon, 1992).

Cooperation offers the possibility to deal efficiently with uncertainty because
this type of inter-firm relationship relies on an ongoing exchange of technical
and market information (Allegret & Dulbecco, 1998). For Richardson (1972),
firms should go as far as seeing that the volume of rival investments not be
higher than a critical limit, regarding the expected demand for a given product,
and that complementary investments reach the minimum necessary. Here ends
Richardson's idea of cooperation, but if firms expanded such a behavior at the
network scale, would they not stand closer to collective planning than to mar
ket economy?

For large multinational corporations, networking at a worldwide scale also
answers financial motives. In a global production network, the flagship may
be a brand leader such as Cisco, General Electric or IBM, or a contract
manufacturer such as Solectron of Flextronics. The latter supplies the former
so that the two networks are also interlinked. Such a structure at a global
scale enables brand leaders to keep out of low margin manufacturing oper
ations, thus increasing shareholder's return (Erst & Kim, 2002). This explains
the many divesting strategies recently pursued by large corporations that have·
sold out a large number of plants to contract manufacturers.

As we have seen, networking productive operations has many advantages
for any kind of enterprise, but co-operatives also have more specific reasons
for adopting a reticular structure ..
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is the growing integration of small and medium businesses in the groups
created by large firms that are widening their own networks. Another is the
constitution of micro-groups - that is to say, groups made of small and
medium businesses that established industrial and financial links among
themselves. More than 6,000 micro-groups of less than 500 employees were
created in France between 1990 and 1998. Facing this evolution, an isolated
co-operative has very few chances to survive.

The attitude of banks toward small- and medium-sized businesses in general
and toward co-operatives in particular still lacks optimism: "Banks do not
lend enough money to allow worker co-operatives development but the in
dustrial environment pushed us into creating a group," explains Jean-Michel
Graciet, technical director of the Cerna, a French co-operative that produces
tools for the aeronautic industry (Gazsi, 2004, p. 6). Networks could be an
answer to globalization; such a structure may help co-operatives in building
internal markets for intermediary goods, finance, arid technology, and help to
ease their internationalization.

Globalization has accelerated the merging of businesses, thus increasing
the size of rivals in the worldwide competition. Enterprises have been forced
to internationalize their operations and set -up plants abroad. Those that
succeeded in doing so have shown high profitable growth prospects and
therefore have increased their market value. Thus, they have efficiently at
tracted most of the available financial resources, which in turn has allow~d
them to develop. Internationalization is also an. answer to the expectations
of clients who themselves have invested on foreign' markets and looked for
global solutions and services.

The impact of all this on co-operatives can be very negative. Multina-
. tional groups have had huge resources allocated to communication, research

and development and, more generally, investment. Therefore, their noto
riety has increased to the detriment of co-operatives, whose clients may be
drawn away. Worker co-operatives must face tougher competition with
limited means, and the narrowness of their local or national market is a
weakness in such an environment. Therefore, they are threatened either by
decline or by the temptation to adopt a more conventional behavior that
would rely on external growth and market finance. Thus, the transformation
of co-operatives into joint-stock companies could be on its way (Fitoussi,
2001). Networking, though, could give co-operatives the possibility to target
larger markets, pool financial resources, and strengthen in regard to global
competition, without losing their specificity.

The acceleration of capital mobility has also increased competition between
workers of different geographic areas. Since co-operatives have high social

.,
!.
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3.1. 'What a Network Organization Requires

Cooperation is a relationship that firms build upon in the long term in order
to share a limited set of diverse resources (financial capital, equipment,

3. WHY WORKERS CO-OPERATIVES ARE BETTER
EQillPPED FOR NETWORKING

243Co-operatives in Globalization

goals, they tend to pay higher wages and social benefits to their worker
members, especially to the low-skilled ones, than conventional enterprises of
comparable size do. The increased competition between workforces is then a
real threat to co-operatives, which could be tempted either to give up their
social goals in their homeland or to establish affiliates in low-wage countries
without giving their new workers abroad the possibility to become co-oper
ative members. Networking here again is a solution: vertical cooperation
would help co-operatives to 'avoid working as subcontractors for large cor
porations and, as a group, start instead producing added-value products on a
large scale using high technology, which in turn would allow them both to be
competitive and maintain high social goals.

Knowing that investors' businesses are networking, there is an urgent
necessity for worker co-operatives to do so. In many industries, global pro
duction networks s~ructure the market. Multinational firms have established

well-known brands and distribution networks, thus securing their access to
well-paying customers. When they do not build a network among them
selves, workers' co-operatives have to enter in the supply network of large
investors' firms. But then their position is very weak, and they are dom
inated. In such a configuration, they cannot prevent their worker members
from being exploited by capitalist firms. There is no solution out of network
on the global market - it is either the capitalist network or the network of
co-operatives. As Jose-Maria Arizmendi-Arrieta said, "a co-operative can
not survive alone" (cited in Servy, 1981, p. 57).

Networks are increasingly popular, among both large corporations and
small businesses because they constitute flexible and efficient means of co
ordination when facing innovation and globalization. For co-operatives
more speCifically, networking has become an urgent necessity in global
competition. A reticular structure can strengthen them by giving them a
viable access to broader markets without questioning their co-operative
identity. Moreover, as we will see in the next section, worker co-operatives
foster all the values and competencies used in networking.
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technology, etc.) without questioning the autonomy of the firms involved. In
such co-operative arrangements, "the parties to them accept some degree of
obligation, and therefore give some degree of assurance, with respect to their
future conduct" (Richardson, 1972, p. 886).

This definition suggests that co-operating in a network involves behaviors
and competencies that are quite different from the ones that would be rel
evant in the case of market transactions. The network escapes both the logic
of personal interest dear to mainstream economics and opportunism, as
defined by transaction costs economists (Billand, 1998). Within a network,
trust and embeddedness are grounded on frequent and durable relation
ships, reciprocal obligations, the feeling to belong to a social group, all of
which being typical of well-established social links. This explains how net
works and cooperatjon stand at the exact opposite of market transactions,
which are supposed' 'to be anonymous and instantaneous.

The network structure relies on non-market interdependence that exists or
can be created between the individuals of a society or organization (trust,
social cohesion, and proximity reduce transaction costs), between businesses
in an industry (industrial clusters and new value chain), and between busi
nesses and their environment (innovative surroundings, industrial districts
which foster learning processes, and collective goods) (Levesque, 2001). This
non-market interdependence is the result of a social process. The new kind
of partnership involved in building networks is "a social procedure of
building and sharing that lie·within the framework of long term relation
ships" and that implies "setting up routines and procedures linking the
parties in forms of coordination and arbitration which are essentially non
market ones" (Coriat, 1997, p. 259).

These specific forms of coordination cannot .be set up unless the different
actors have some kind of common ground. Cooperating in a network does
not only mean coordinating in time the investments of different firms, but
also implies establishing within the network personal relationships based
upon trust, geographic or organizational proximity, common norms and
values, common goals, and shared representations that will ground the
quality of their ~ooperation. A network gathers a "set of actors linked by a
number of explicit or tacit relationships that go from simple mutual ac
quaintance to cooperation, through the regular exchange of products, rec
iprocity, mutual trust or loyalty, and which constitute a basis for the
collective learning of values, norms, behaviors or rules approved by con
sent" (Rizopoulos, 1997, p. 379). These rules, which are often informal,
determine the direction and nature of material or informational flows be
tween the actors.



3.2. Why Conventional Firms should Experience Difficulties in this Task

In order to succeed in supply specialization and cooperate in netwo~ks, firms
must gather in industrial communities. Their members must share common
norms and values; explicit rules must be adopted in order to reduce com
petition within the network, the goal being to eliminate all kinds of com
petition that do not favor innovation (piore & Sabel, 1984). However,
investor-owned enterprises have their own history; their culture is often due
to their founder's personality and, therefore, there is no reason why firms
that try to cooperate would have a common culture. The industrial reality is
full of examples of mergers failing notably because the managers of the two
firms did not share the same values. Of course, in any conventional business,
there are some common basic references such as market economy, liberal
iSJ;ll,and above all competition. But under competition, firms adopt an
aggressive behavior toward each other. Therefore, competition does not

This common culture is part of social capital, which according to Je~n-PieITe
Wonns (2001), encompasses the resources that individuals can Use to cooperate
in a common undertaking: networks of social relationships, common repre
sentations, common nonns, and common values. These values, representations,
and nonns ease the use of networks and give them efficiency. Among them, two
are of prime importance: trust and reciprocity. For Worms, co-operatives make
an intensive use of these resources. In an enterprise of the social economy,
people associate in order to do something that matters not only to themselves
or their members, but to the whole social body.

Finally, building up networks may not go along with strained relations.
The new forms of cooperation most often consist in contractual agreements
between enterprises or organizations in order to carry out common projects
while the parties keep their own identity and their autonomy. In this kind of
relationship, competition does not disappear but has to coexist with forms
of cooperation based on long-term commitment and reciprocity that might
go beyond what the initial contract prescribed. Since they rely on the co
operation of actors that may be rivals in the global competition, flexible
systems such as networks require that conflicts between employer and em
ployees be reduced to the minimum and that relationships between suppliers
and clients be steady in the long term (Hollingsworth & Boyer, 1997). The
flexibility and integration that the new technologies of information and
communication allow cannot be fully exploited without the cooperation of
workers and subcontractors.

245Co-operatives in Globalization
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qualify as a value they could gather on. Firms should reduce competition in
order to be able to cooperate. In the wake of globalization, competition has
been intensified and its culture has deeply impregnated businesses, making it
harder for them to take the first step and lay down their arms.

Along with financial globalization, a new corporate governance has been
set up. The pressure of investors and financial markets upon firms has been
stronger. Higher returns are demanded in short time. Acquisitions, restruc
turing, downsizing, and layoffs have been frequent, which can suddenly break
up the links and solidarities that have been built within a firm and between a
firm and its environment. Employees' and subcontractors' positions have
been more unstable and constantly jeopardized by competition. All this has
'created a tendency to short-termism and defensive selfishness that may pre
vent the right conditions for trust and cooperation from emerging.

Being more educated, and skilled in an economy that now relies on in
tangible resources and products, employees have tended to assert their au
tonomy, especially through productive cooperation. Then, as Carlo
Vercellone (2004) points out, the tension betwee,n knowledge and corpo
rate power has been so strong that it may help explain why management has
resorted to making employment unstable and individualizing the wage re
lation, despite the fact that such a policy is highly contradictory to the needs
of an economy based upon knowledge. This kind of economy requires a
fostering of cooperation and the building up of networks, which as we have
seen rely on long-term commitment, trust, collective thinking, and practices.

3.3. Why Co-operatives are Especially Well-Equipped
for Building up Networks

In a co-operative, cooperation is preferred to internal competition, sharing
knowledge is common practice, and values are more or less the same across
organizations because building a co-operative rather than an investor
owned enterprise is not a neutral choice in the first place. For all these
reasons, worker co-operatives have already got part of the common culture
that so many businesses lack when they try to operate together. The values
that usually guide the functioning of a co-operative are equality, solidarity,
dignity on the job, and participation (Romero & Perez, 2003).

Because of their legal status and their general or collective interest mission,
enterprises of the public, non-profit, and cooperative sectors may provide
sounder bases for partnership and cooperation than capitalist businesses
do (Levesque, 2001). In co-operatives, there has been a long tradition of



Stephen Smith (2004b) compared the Mondragon and La Lega networks with
respect to the way they address 10 issues, namely co-op entry, co-op exit,

4. NETWORKS OF CO-OPERATIVES: FIRST RESULTS
OF OBSERVATION

nation-wide and international inter-cooperation. The co-op is especiallywell
gifted to practice reciprocal arrangements. Because of t4e high level of trust
that exists within co-ops, the transaction costs resulting from contracting
among co-ops are much lower than those facing a conventional corporation.

1:0. joint-stock companies, business goals must conform to one criterion:
maximizing profits and increasing the firm's market value. Financial gain is
the only target. The goals of co-operative enterprises are different and
broader. If co-operatives must maintain financial viability, they also have
social ambitions such as: maintaining steady quality jobs with wages and
social benefits that allow a decent living; promoting their members by a fair
access to training, knowledge, and culture; producing only goods and serv
ices that are appropriate and safe; supporting long-term sustainability in the
communities in which they operate; promoting economic democracy and
participation; providing ordinary people with the means of empowerment
and protection against the domination of monopolies or financial power;
and offering marginalized populations opportunities for an equitable rein
tegration (World Sumri:1itfor Social Development, 1995). As a matter of
fact, co-operatives give shape to the ideals of several generations of citizens,
even though disagreements are frequent among co-operatives' members. To
the opposite, conventional firms try very hard to build up, quite artificially,
a "corporate culture," and whenever they succeed to do so, the values it
contains are rather meaningless to workers who have internalized 20 years
of social insecurity.

Worker co-operatives are not to be closed down very easily, nor t<!be sold
or relocated, since their investors are their workers. Their stability is a
competitive advantage in itself: one can depend on them and believe in long
lasting business relationships with them. And so can their workers, who
therefore'will be willing to invest their money, time, and efforts in building
cooperative networks.

Worker co-operatives' values, goals, practices, legal status, and ownership
make them natural network founders. We will see in the next section that some
co-ops, which have tried networking on a large scale, have succeededvery well.

247Co-operatives in Globalization,
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relations with government, decision making, second level co-ops, joint ven
tures and alliances, innovation, finance, risk~and employment. He finds that
co-op density and network externalities playa central role, and that net
working is the most efficient response co-ops can give to these externalities.
While these results are consistent with the arguments presented here, we take
a somewhat different approach to analyzing networks. Since the notion of
"network" encompasses many kinds of arrangements, we want to know what'
networking actually means. Therefore, the dimensions of this phenomenon
that we explore here derive more directly from industrial organization no
tions. We are interested in the nature bfthe linkages that were forged between
firms that belong to a network, in the way in which they are connected.
Studying Mondragon, the industrial districts of Emilia-Romagna, and Scop
Entreprises, our goal is to determine which dimensions of networking they
have actually been using and how much. We also want to examine which ones
they have not used yet and why, as far as at it is possible to know. We want to
explore the hypothesis that the use of different types of connections and how

. the different dimensions interact are critical for co-ops ..
We first have to introduce criteria that can be used in analyzing the

structure and assessing the reality of networks. This first stage will give us a
framework that we will use in three case studies: MCC, the industrial dis
tricts of Emilja-Romagna, and Scop Entreprises.

4.1. Three Criteria to Analyze Networks

When analyzing networks of co-operatives, researchers can use some of the
criteria' that have already been used with respect to networks of conven
tional firms. Their degree of connectivity, the dimensions of their integra
tion, and their degree of hierarchy or centralization are elements that can
help with understanding the nature of any network.

The degree of connectivity (Ricaboni & Pammoli, 2002) refers to the
number of ongoing relationships that exist between the members of a given
network, the frequency of the linkages, and the amounts involved in the
internal transactions relative to the outward transactions. Dealing with this
criterion is tantamount to answering the question of how important the
network organization is to the businesses that are part of it. Are the partners
strongly related? How much does the network affect their business and
behavior? Are the commitments between them strong and steady?

The dimensions of integration are diverse. A business relationship can
be horizontal in many ways, including: the pooling of resources, the
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4.2. A Strongly Integrated and Hierarchical Network: MCC

mutualizing of costs and risks, the pooling of supply in order to answer the
demand of very large clients, and the pooling of raw products purchase to
reduce costs. Technological alliances can be either horizontal or cross-in
dustries. The dimension of the network can also be vertical, as in the case of
global production networks or when a complete set of partnerships between
small and medium enterprises is established. Another dimension to take into
account is embeddednessin a territory, as in the case of industrial districts or
clusters. The network can also be financial when it includes inter-business
credit or an internal capital market. Then we might have to consider the
technical and physical nature of a network, when a computer network is set

.up to complement economic cooperation. Another dimension of this term is
the phenomenon of network externalities: the more people, firms, clients, use
a given technology, the more productive it becomes, which gives bases to
establish a standard. Thus, a network of firms can. use its own size and
connectivity to generate network externalities that will help it to force its
technology on the whole market, as it often happens in the electronics and
computing industries. Finally, a few organizations consider employment
solidarity as a social dimension of networks. In most studies, authors tend to
separate these different dimensions; those who do research on vertical co
operation do not focus their attention on technological alliances, for in
stance. On the contrary, we chose here to. analyze networks though all their
possible dimension~, assuming that combining several of them in the same
organization brings a higher degree of connectivity and, therefore, is more
efficient than using only one of them.

The third criterion we can take into account when analyzing networks is their
degree of hierarchy. Some networks are strongly centralized and dominated by
their leader, whereas others are more democratic. Guillon (1992) establishes a
distinction between networks of firms that designate horizontal agreements
between enterprises of comparable weight and network-firms where a leading
corporation coordinates the operations of a multitude of small and medium
businesses. In the former, the decision process can be rather democratic,
whereas in the latter, asymmetry and hierarchy are often important.

Taking these different criteria into account, we will now analyze three
types of network among co-operatives. A' table supplied in the appendix
synthesizes our results concerning the dimensions of integration.

Mondragon Corporacion Cooperativa (MCC) is a co-operative group 10

.cated in the Basque country in Spain. Organized in a network, it contains

. ( .
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over 150 industrial enterprises -(workers co-operatives and their affiliated
companies that can be conventional businesses). But MCC can also depend
on its powerful financial group made of two units: a very large bank, Caja
Laboral Popular, and a dedicated social security system, Lagun-Aro. The
MCC network is completed by a distribution group which notably holds the
Eroski consumer co-operative, where over 32,000 people work today. MCC
also operates three R&D centers and supports the Mondragon University,
where about 4,000 students are enrolled.

Mondragon is the first industrial group, of the Basque Country and sixth
industrial group of Spain, with total sales of € 9,232 millions and an op
erating profit of € 380 millions in 2002. MCC's workforce has impressively
increased in the last 10 years to reach 68,625 employees in 2003 against
25,317 in 1993, and still grew by 10.5% in 2002 despite the international
recession. But only half of this workforce is made of co-operative members,
although co-operatives keep on joining the group every year - three did so in
2002. Much of the recent growth in employment and reduction in mem
bership rates are due to the acquisitions abroad.

From the day its first co-operative was founded in 1956, Mondragon has
always been a very centralized and hierarchical business. Today, each co
operative belongs to its sector subgroup; several subgroups constitute a
division, and the seven industrial divisions, the financial group and distri
bution group are coordinated by corporate governing bodies, notably the
General Council and the Co-operative Congress (structure and figures are
available on http://www.mondragon.mcc.esj). According to many authors,
the main reason for this highly hierarchical structure is efficiency: "The
ceding of decision making ,power is made with the aim of obtaining an
efficient unification of direction and strategic control. Any co-operative be
coming a member of the MCC must accept the regulations of the Congress
and has to coordinate its development with the rest of the co-operatives
within the same sector sub-group. Some authority is shared with the cor
porate governing bodies; therefore, co-operatives are subject to strategic
plans decided by the corporate group" (Bakaikoa, Errasti, & Begiristain,
2004, p. 15).

MCC is also a highly integrated network. Nearly all the dimensions of
integration are functioning in this group. In the horizontal dimension,
MCC's co-operatives do share resources and services, such as a general
administration or technology. They mutua1ize costs and risks when they all
contribute to finance their research centers, their university, 'and even their
own social security system. Some of the co-operatives also form technical
alliances such as Modutek, a technology unit specializing in car module



251Co-operatives in Globalization

design and development created by Maier, Batz, and Cikautxo, three mem
. bers of the ,automobile division, with the help of Fundacion MCC (partic
ipation of 50%).

The network also includes very strong long-term vertical linkages, the entire
operations being coordinated by MCC's governing bodies. In the Compo
nents Division for instance, the co-operative Consonni produces heating el
ements for washing appliances such as dishwashers, washing machines, and
washer-dryers. Meanwhile, the co-operative Copreci manufactures controls
and electric drain pumps for washing machines, washer-dryers, and dish
washers and makes electric thermostats and electronic controls for electric

and gas cooking. Then, in the household division, the co-operative Fagor
manufactures electrical home products such as washing machines, dishwash
ers, and ovens. The same kind of backward and forward linkages have been
estab~shed between the electronics subgroup of the components division and
the co-operatives of the-automotive and machine tools divisions, for instance.

Very early, afinancial dimension was given to this network: a co-operative
/ bank, Caja Laboral Popular, was created in 1959, not only for carrying out

banking activities but also for the centralization of the co-operatives accounts,
and the financial and economic control of their activities (Servy, 1981). An
actual financial solidarity within this network also shows up when a co
operative experiences difficulties; inter-enterprise loans and cross participat
ions are part of the heavy commitments each new business signs up for when
it becomes a member of MCC. This network is also deeply embedded in its
territory: it shows a strong loyalty to the Basque Country. Until now it has
claimed that its goal is to create and protect quality jobs for the Basque
people who in return massively deposit their savings in Caja Laboral Popular.
Some of the classes in ·Mondragon University are taughtjn Basque language,
and the links between MCC co-operatives and the local population are
strong. The geographic proximity of the different businesses allows them to
share corporate services such as collective transportation or meals.

Technically speaking, the co-operatives are inter-linked through a com
puter network, and a corporate purchase portal called Ategi has been func
tioning for several years. This business-to-business web site has improved
the purchasing process of member co-operatives concerning varied products
such as communications, office equipment, hardware, tooling, translations,
graphic services, energy, steel, and so on. Finally, employment solidarity has
been an original dimension of MCC. It constitutes another of the strong
commitments of its co-operatives: when serious difficulties are experienced
by one of them, the other co-operatives within a reasonable distance have to
accept some of the redundant workers, who thus will be reallocated rather
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than dismissed. The only network dimension that seems·not to exist in MCC
concerns network externalities, as defined here above. If they do exist there,
at least we have had no element of verification hitherto.

The hierarchical nature and the high degree of integration of the Mondragon
network come from its history. Inspired by the philosophy and example of
Father Jose-Maria Arizmendi-Arrieta, five students of the Professional School
of Mondragon, an institution created by the priest, incorporated the first co
operative, U1gor, in 1956, at that time manufacturing paraffin stoves and
heaters. When Ulgor's operations developed impressively, its founders chose to
spin-off some of its units and use vertical cooperation rather than big size
integration as a means of coordination. Thus, U1gor's foundry was incorpo
rated·as Ederlan in 1963, its mechanic components unit became Copreci the
same year, its electronic components unit became Fagor Electronica in 1966,
and its hotel equipments unit was incorporated as Fagor Industrial in 1974
(Servy, 1981). The same idea of dissociation was applied concerning financial
services, engineering, or commercial services. Caja Laboral Popular was created
in 1959 and immediately played a leading role in the network. By the end of the
1960s, the total number of co-operatives had risen to 41. Some of these were
spin-offs from Fagor, others had their origins in the Business Division of Caja
Laboral, and yet others were fanned by autonomous groups or as a result of
the transfonnation of public limited companies (MCC, 2001). The strategy of
spin-offs and cooperation adopted by the group's founders as well as the initial
leading role of Caja Laboral can partly explain the high degree of integration
and hierarchical nature of the Mondragon network.

4.3. A Decentralized Network: The Industrial Districts of Emilia-Romagna

In the i~dustrial districts of Emilia-Romagna (Italy), co-operatives and
conventional small and medium enterprises cooperate with each other. In
this ,region, there are about 8,000 co-operatives that have built up their own
organizations and solidarities in such a way that one might say they have
fonned networks of co-operatives within the' Emilia-Romagna clusters.
Consequently, it is difficult to isolate the network of co-operatives from the
rest of the local reticular structures.

Small- and medium-sized enterprises, both co-operative and convention
al, have specialized and have fonned industrial districts. One can find a
knitwear district, a clothes district, and a ceramic tiles district in Modena; an
automatic machinery district, a packaging machinery district, and an ag
ricultural machinery one in Bologna; a wood-working machine tools district
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in Carpi; a tomato canning district, a ham district, and a food-processing
machinery one in Parma, etc. (Brusco, 1982).

Most of the co-:operatives in this region belong to one of the three national
co-operative movements: the "Lega" on the political left (40,000 employees in
Emilia-Romagna in 2003), the "Com Coop" on the catholic center-right
(1,858 co-ops and 40,000 employees), and the "Associazione" on the center
left (470 co-ops). In addition, 3,000 non-affiliated co-operatives operate in this
region (Thompson, 2003). The networking there involves all kinds of co
operatives: industrial worker co-operatives, as in the ceramic machinery in
dustry; retail co-operatives, such as IperCo-op stores (food superstores of the
Lega); or social co-operatives operating in health care, child care, senior care,
or providing support for the disabled.

This region has a long history of cooperation. The first co-operatives op
erating there were created in the 1860s. By 1921, there were 3,600 consumer
co-operatives and 2,700 production co-operatives in the region. Between 1922
and 1944, all of them were taken over by the fascists. At the liberation, the
Resistance movement took care of rebuilding a co-operative sector. Since
WWII, the region has been continuously governed by a coalition of leftist
parties. The regional government created policies and programs that favored
both co-operatives and small- and medium-sized enterprises (Thompson,
2003). Cooperation between firms has been a highly regarded factor in the
selection of projects to get local government support.

In the clusters of Emilia-Romagna, nearly all dimensions of networking
are us~d. Many horizontal linkages have been established in the industrial
districts. Small enterprises and co-operatives often pool their offers and
subcontract among themselves in order to bid on large projects or contracts
and then share the work among the members .of their industrial district.
Within many sectors, the co-ops developed specific secondary co-operative
some for instance has grouped the 700 co-ops that make Parmegiano
Cheese. Another meets the needs of co-operatives involved in the ceraIilics

industry (Thompson, 2003). The Lega has also created structures that help
the co-operatives with developing, financing, planning, and communicating.

The vertical dimension is also present in these networks. Initially, the sma~
firms of Emilia-Romagna were subcontractors of large enterprises and very
dependent on them. Therefore, the situation was not satisfactory (Herman,
1988). This is why, with the help of their region, they established co-operative
relations among themselves. in order to create value-added products, linking
many producers and creating local production systems that secure global mar
kets. In this system, small firms are highly specialized; only a small part of them
market finished goods. The others work as subcontractors (Brusco, 1982).
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Cooperation here clearly replaces vertical integration as a means of coordina
tion. Co-operatives have added other forms of vertical networking to this gen
eral regional organization. The IperCoop stores, for instance, which are part of
the Lega Coop consumer cooperative system, sell many of the co-operatives'
products such as the Parmesan Cheese. There is also a vertical solidarity among
co-operatives that consist in a strong ongoing commitment to purchasing
goods and services from within the co-operative sector or within the region
(Thompson, 2003).

A strong territorial dimension is a particularity of this decentralized or
ganization. The industrial districts of Emilia-Romagna are deeply rooted in
the local population. There have been both co-operative and craftsmanship
traditions in this region where many citizens are actively involved in local
associations and co-operatives of all sorts (putnam, 1993). ,For political
reasons, the regional government of Emilia- Romagna has set up structures
to help small businesses and co-operatives and encourage networking
among them. ERVET, for instance, is a public-private partnership created
by the regional government with the support of the banks and industrial
associations to promote economic development. This organization has set
up a network of industry-specific service centers located within the indus
trial districts in the various towns (Brusco, 1982). These agencies provide
small businesses and co-ops with R&D consultations, technical services,
business development, and marketing and training.

The network of co-operatives also gave itself a financial dimension
through the Co-op Fund, which supplies capital to co-operatives _and is
funded by 3% of all the profits in the sector. Besides, many secondary co
operatives formed lending circles guaranteeing each other loans (Brusco,
1982). The Lega consumer co-operatives, which gather over a million mem
bers, have also helped financing the sector by collecting its members' savings
on accounts opened at their stores. These savings accounts pay a higher
interest rate than the local banks do, and the co-ops use the capital for their
development (Thompson, 2003).

Employment solidarity is another dimension of this network; La Lega
co-ops have an informal commitment to hiring workers from other
co-operatives in a difficult situation, when it is possible for them to do so.

Again, the decentralized structure and high connectivity of these networks
largely result from regional history. A decentralized network model was
deliberately chosen because it could allow ownership diversity, which was
part of a local political compromise. Then, the high connectivity of the
network has been encouraged by the regional government because it was the
only way to make it work in a context of global competition.



The Scop Entreprises network gathers 1,577 worker co-operatives located
on the French territory. Over 35,000 people work there. Thirty percent of
the co-ops operate in the building industry, 50/0 in the graphic and printing
industry, 19% make goods, and 46% produce services (figures available on
http://www.Scop.co-op/chiffres.php). Between 1993 and 2003, the number
of French worker co-operatives has risen from 1,292 to 1,577, and the
number of workers enrolled there has increased by 20% since 1993. While
creating jobs, the co-ops have also improved their labor pr9ductivity; the
value added per worker has risen from € 34,000 to € 40,000 between 1992

and 2002. Economic and financial results of the French co-ops have im
proved in the last 10 years; the sales per worker ratio has grown from €
75,000 to € 92,000, and between 75% and 80% of the co-ops have shown
profits. In the year 2003, the cumulated profit of the network was € 110
millions, for sales of roughly 3 billion. The increase in jobs and units has not
weakened the financial structure of the businesses; the average equity per
worker ha~ risen from € 4,000 to € 6,000, and net assets per worker (assets
minus debts) have risen from € 18,000 to € 30,000 in the last decade.

A confederation, the CG Scop organization, is at the core of the Scop
Entreprises network. It provides a number of services and tools that help its
members and fosters co-operation among them. However, the co-operatives
remain very' independent from one another, and therefore, establishing
strong linkages between them mainly depends on their will to invest in this
direction.

The CG Scop confederation has willfully developed its network in two
dimensions: horizontally and financially. In the horizontal dimension, CG
Scop has established institutions in order to foster the exchange of infor
mation and co-operation between the co-ops on a territorial basis by way of
12 regional unions. Each of them provides advice and consulting services in
accounting, law, and finance to all 'co-ops of its territory. Auditing is com
pulsory once a year. One of the most helpful actions of the regional unions is
the support they provide in launching new co-ops, whether they are new
ventures or are derived from workers' buyout of conventional firms. In any
case, all legal and financial matters are handled by the relevant regional
union of CG Scop, which will provide some training in management as well
when necessary. CG Scop has also tried to foster co-operation within each
industry. Three federations were created: a building and civil engineering
federation, a communication federation, and an electronics and metallurgy
federation (Temis).

'.

Co-operatives in Globalization

4.4. The Scop Entreprises Network: Links but no Ties

255



256 ISABELLE HALAR Y

Purchase pooling is another interesting device that is present in this net
work. Two of the three federations, i.e. the communication federation and the
electronics and metallurgy federation, have set up groupings that buy ma
terials in bulk or equipment for their members. Grouping and purchase
pooling is present among the co-ops which operate in the business of building
up electric lines as welL CG Scop is also discussing a contract with Sage in
order to pool the co-ops' demand in computing services and products. At a
smaller level, horizontal linkages between co-ops can be established sponta
neously. In the Rhone-Alpes region for instance, 11 research consultancy co
ops have gathered and built up a second level co-operative called Quadnplus·
Groupe, whose main purpose is supply pooling. There are cross-capital par
ticipations between each consultant and Quadriplus groupe. A lot of supply
pooling has a]so been observed among the co-ops of the printing industry
(Dhoquois, 2002). An informal kind of co-operation has been in use in the
Temis federation (metallurgy) among co-ops, which make molds for foun
dries. Without any capital participation across them, Nor-Meca-Moul, Sgol,
and Olaberria share information, monitor technological and economic de
velopment for each other, subcontract for one another and show a high level
of solidarity in hard times, Which goes as far as lending machines after a fire
destroyed a plant (Merlant, 2002).

The financial dimension is also very strong in the Scop Entreprises net
work. CG Scop has set up three financial institutions to fund co-ops mainly
at their launching, but also in difficult times. Socoden provides business
loans to co-ops and individual loans to co-op founders or new members who
need help buying their shares. SofiScop brings its guarantee (sustained by
the reputation of the whole network) to co-ops that seek loans outside of the
network. SPOT issues equity to new co-op ventures or to established co-ops
that want to finance their growth. Besides its own funding institutions, the
network can rely on the support of the large co-operative banking group,
Credit Cooperatif, whose specialty is to back up the foundation of new co
ops as well as investment in the co-operative sector. Some foundations, such
as ESFIN-IDES or France Active, also help the third sector on a regular
basis and work with the Scop Entreprises network. Although not very fre
quent, there are some cases of capital participation across the co-ops. In the
East region for instance, Germat (Etablissements Fran<;ois) owns part of
Cussenot, Mader SA owns more than 660/0 of STPM and a small share of
SNBR, and La Fonderie de la Bruche owns parts of both Colibru and
Plastibru near Nancy.

With the new European co-operative statute that will come into effect by
2006, the prospect of opening divisions or affiliates in other European countries
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is also contemplated by some of the French co-operatives. More locally, we find
many cases of spontaneous financial solidarity in this network; at the launching
of a new co-op, or whenever it experiences difficulties, another member of the
network will lend some funds; as Mrs Marie-Madeleine Maucourt from the
regional union of Nancy explains: "Very often, the amount put forward is not
huge but is sufficient to send a positive signal to both the banks and the
commercial court in charge of the case" (interview with the author, March 4,
2005). Therefore, for example, Mader SA helped SNBR when they were facing
hard times, and 30 co-ops added their financial support to the funds coming
from Credit Cooperatif and several regional unions in order to save Le Travail
in Limoges.

In the vertical dimension, we find very few linkages that result solely
from the initiatives of the co-operatives involved. Those that forged such
links did so because they would rather spin-off their divisions than grow
endlessly; they chose to create affiliates with whom they maintain forward
and backward linkages. That has been the case for the co-op La Fonderie
de la Bruche in Schirmeck (Eastern Regional Union, Metallurgy Feder
ation), for instance, from which Colibru and Plastibru, two co-ops of the
same region and federation, were derived. La Fonderie designs and makes
component parts in aluminum and zinc for the automobile, domestic ap-·
pliance, and heating and tool industries. Colibru applies surface treatment

on aluminum, zinc, and other metal parts. Plastibru makes parts and tubes
out of plastic or PVC. We see here a case of vertical co-operation among
co-ops with financial links, but such a case is quite unusual in a network
whose members prefer to operate independently. What makes the vertical
dimension so weak in the Scop Entreprises network is first that the density
of co-ops in any of its regions is too low, and, second, that there is
absolutely no rule of priority toward inter-co-op transactions. If there is a
commitment to the co-operative movement, it shows in difficult times by
some kind of financial aid between the merribers of the network, but not
continuously in daily commercial and industrial decisions.

The territorial dimension of the network is a reality for co-ops of the
building industry and for those that operate in training. Otherwise, the
density of co-ops on any part of the French territory appears to be too
low for them to take advantage of geographic proximity. There is no
actual cluster of co-ops to speak of in any area of the country. In the
building industry though, co-ops that are located close enough to one
another know and help each other in getting new contracts; tend to work
together on large deals; choose their new workers and members locally;

participate in the training of local workforce;. and have established strong
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relationships with the regional political institutions. In this industry, some
co-ops of complementary activities operate together on a regular basis,
taking advantage of both their geographic and economic proximity, as do
Mader and STPM, two co-ops of the East region (Goebviller) - the former
in the building industry, the latter in civil engineering. Near Troyes, SNBR
Batiment Regional (building industry) often works with Aubelec (electric
ity) and Les Mayons· de Troyes (building industry).

These three co-ops belong to the East Regional Union and to the building
and civil engineering Federation. But as Michel Longere from SNBR ex
plains: "We work with them because we trust them and know they are good
at what they do, not because they are co-ops" (interview with the author,
January 27, 2005). In fact, SNBR, which restores listed historic buildings,
works regularly with a network of 14 businesses in different specialties, of
which only these two are co-ops. A critical advanta.ge in this line of business
is to be well connected with the local people and institutions. SNBR has had
good relationships with the public architect and the mayor of Troyes, the
chamber of commerce and industry as well as the guild house; they also
welcome students from the technical college for training periods, give the
town's foreign official guests a tour of the local historical buildings and so
on. In the training sector also, the links between co-ops and local institu
tions are strong, since most contracts involve public funding or official
accreditation to some extent.

A technical dimension will soon be given to this network. CG Scop is
working on its Agir project, which is going to establish both an internet
and intranet between its members in order to foster communication and
business-to-business transactions among co-ops. More locally, two co-ops,
Germat (Etablissements Franyois) and Cussenot, which both sell building
materials, have already set up their intranet which connects eight sites and
headquarters in order to manage and coordinate their operations.

Finally, no specific action in order to generate network externalities has
been undertaken in the network, and no employment solidarity has formally
been required from its members.

To sum up the first results from this research on the French co-operative
network, we may say that it is made up of a rather loose set of relation
ships. Very determined to remain independent, the French co-ops have
established institutions that do provide critical services but exert few con
straints and little influence on their economic behavior. To compare this
network with the two others previously described in this study, it is the
least centralized and hierarchical one, and also the least political one.



With globalization, competition has intensified. In the face of multinational
networked firms, isolated co-operatives have little chance to survive. For
them, the issue is not to choose between networking and facing competition
alone; nowadays, each worker co-operative has to take a stand between two
alternative strategies: one is to join the global production network of a large
corporation, and the other consists in building up a network with other co
operatives. If a co-op chooses to work with large investor-owned firms, it
may have to give up the social goals and values that are at the core of its
identity. Therefore, networking among co-operatives seems to be the only
viable solution.

Unlike investor-owned firms, co-operatives already have the common
culture, social skills and values necessary to build up networks. Further
more, their status preserves them from the pressure of financial markets.
This gives them the stability they need to establish long-lasting relationships.
When they do organize in networks, co-operatives are successful. MCC and
the industrial districts of Emilia-Romagna are good examples of co-oper
ative efficiency. Scop Entreprise has experienced· significant growth and
progress in the last decade, but the. network is still not dense nor large
enough to draw any persuasive conclusion in this respect. Hierarchical re
ticular structures and decentralized networks seem to succeed as well in the·
case of co-operatives.

On the other hand, the degree of connectivity and the dimensions of in-
..tegration must be taken into account when it comes to explain the efficiency
of a network. Both MCC and the industrial districts of Emilia-Romagna are
highly connected and use nearly all the possible dimensions of integration,
especially the vertical dimension that has seemed to be lacking in Scop Ent
reprises. This difference can be explained by the history of these three group
ings. The French one stems from the gathering of existing co-ops scattered on
a large territory. In the Basque and Italian cases, some kind of center, pur
suing a strong political goal, built up the network by creating. new co-ops.
Nowadays, there is another explanation for the lack of five dimensions in the
Scop Entreprises network: the low density of co-operatives in any given re
gion of the French territory has impeded co-ops from forging forward and
backward linkages as well "asfrom building up clusters locally. Consistently
with the results of Smith, (2004 a, b), the shortage of network relationships
has hampered co-op entry, which explains the low co-op density. Nonetheless,
there has been some progress regarding both co-op entry and networking in
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Scop Entreprises during the last decade, and it will be worth following this
grouping up in the near future.

Our examples show that networking co-operatives are efficient. In all three
cases, the networks have grown in terms of sales, exports, and jobs, making
value added products using high technology. But then, another debate could
be brought up: what sort of efficiency are we talking about? In networks of
joint-stock companies, what counts is only economic and financial efficiency.
In networks of worker co-operatives, seeking social efficiency and preserving
the co-operative nature of the group must also be considered.
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APPENDIX: THE DIMENSIONS OF INTEGRATION

Dimension

1. Horizontal

2. Vertical

3. Territorial

Mondragon

Sharing general administration
Purchase pooling
Social security system: Lagun-

Aro
Three R&D centers

Mondragon University
Technical alliances: e.g.

Modutek

Backward and forward linkages
Cooperation between the

components and household
divisions:

Copreci ~ Fagor
Consonni ~ Fagor
The Basque people is given first

priority (jobs, schools,
University ...

The Basque people deposit their

savings in Caja Laboral .
The co-ops pool services locally

Industrial districts of Emilia-Romagna

Supply pooling and work sharing
Purchase pooling
Secondary co-ops (Parmegiano cheese,

Ceramics industry)
Co-operative structures of the Lega

(financing, planning, communicating)

From manufacturing to distribution
(IperCo-op Stores)

Cooperation and subcontracting .
Purchasing policy: priority to co

operative sector products and local
products

Regional embeddedness
Regional co-operative and craftsmanship

traditions

Strong involvement of the regional
government: public service centers
within the industrial districts

Scop Entreprises .

Cooperative structures of
CO Scop

Unions, 3 federations
Secondary co-ops:

Quadriplus Supply
pooling and work sharing'
in some local groupings

Purchase pooling
Very few backward and

forward linkages

A little bit of local
embeddedness in the

building and training
industries



APPENDIX. (Continued)

4. Financial

5. Technical

6. Network
externalities

7. Employment
solidarity

Group Bank: Caja Laboral
Popular

Inter-enterprise loans
Cross participations

Computer network
B2B site: Ategi

Workers are relocated within
MCC rather than dismissed

Financial institution: Co-op Fond
Lending circles for loan guarantee
Savings accounts of the Lega consumer

co-ops

Informal commitment to hire workers

from other co-ops in a critical
situation when possible

Financial institutions:

Socoden, SofiScop and
SPOT

Support from Credi t
Cooperatif

Cases of cross participations
Voluntary financial

solidarity in hard times is
frequent among co-ops

Soon to come: a computer
network in project


