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Proposal to Anchor and Expand Industrial Business in Detroit and Southeast Michigan
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I.
Mondragon Models

A.
Mondragon Cooperative Corporation Model

The Mondragon example from the Basque region of Spain may also be instructive.   There are cultural and social differences between Mondragon and Detroit that may limit our ability to apply the all the Mondragon solutions here, but many are translatable.

The Mondragon story begins with a priest who promoted the creation of an industrial school in an economically distressed agricultural region the 1930s. The first of the Mondragon co-operative businesses arose when five students from the community technical school decided to create a factory for making stoves.  From the first such co-operative business, a second was born, and a third. These same co‑operators created the Mondragon Bank, the Caja Laboral (hereinafter “Caja” or “Mondragon Bank”). The Mondragon Bank was initially capitalized by the deposits of all community members and provided funds for the first Mondragon co-operative. Since then, it has been the lender to each of the other 120 industrial co-operative businesses (employing 78,000 in 2005, with sales of $10 billion), as well as the secondary service co-operatives, created in the Mondragon region and abroad. But it has been more than just a lender. Its Entrepreneurial Division (ED), until the 1991 reorganization, performed all of the co‑operative community’s market research, generally determining what new businesses should be started when existing businesses had redundancies. Every commercial loan made by the Mondragon Bank included a mentor from the Caja, called a “godfather”, who closely oversaw the loan for at least the first two years of the new company’s life.

In 1991 the Mondragon co-operatives formed a conglomerate called the Mondragon Co-operative Corporation (MCC), http://www.mcc.es/ing/index.asp changing these structures.
 Part of the structural change involved moving member co‑ops out of regionally‑based subgroups into divisions and subdivisions based, instead, on industrial sector and giving each subdivision a management staff. The whole corporation now has a President, a General Council and a (lean) management staff; it is governed by a Standing Committee, elected by the member co-ops. The MCC has three main divisions: financial, industrial and retail/distribution. The industrial division is divided into seven sub‑divisions.

The Caja is now the principal organization in the MCC’s financial division. It currently plays little or no role in enterprise creation or restructuring beyond that which a conventional bank might play. The functions of the former ED now reside in other places within the MCC, including the MCC Central Department, or the Technical Secretariat, which has primary responsibility for strategic planning and new projects/business development. Each MCC sub‑division also has a staff working on developing new enterprises. The sub‑divisions now perform most of the work consulting with troubled companies.

I believe these 1991 developments arose out of MCC’s increasing complexity as it grew.  Therefore, it is primarily to the earlier ED that I look as a potential model. If this project is pursued, we will need to develop a much deeper understanding of the process MCC went through to reach its current configuration and to learn from its substantial experience.

The Mondragon model cannot be adopted wholesale for many reasons. It presents potential anti-trust and lender liability problems and promotes cultural and economic assumptions that may not fit Detroit. Some of the concepts and methods it has used successfully are, however, definitely worth studying for adaptation.

B.
The Mondragon Bank Model

Following is a summary of how the Mondragon Bank was involved in the co-operative system of Mondragon as described in William Foote Whyte’s 1988 book Making Mondragon: The Growth and Dynamics of the Worker Co-operative Complex.

There is a contract of association between the Caja and the individual co-operatives that requires each member co‑operative to make an initial contribution to the bank’s capital and to conduct all of its banking with the Caja. Each member must pay an entry fee.

There are numerous policies to which the co‑operatives must adhere. They must operate within norms and structures specified by the contract of association. “In other words, workers who want to form a co-operative and contract with the Bank are not free to organize in any form they wish.” For example, non‑members cannot exceed 10% of the co‑operative’s workforce. Each member gets one vote. There are policies regarding allocating income to social work projects, the reserve fund and members’ shares of profits. The policy for paying interest is weighted to favor the accumulation of capital over personal income. The object of each co‑operative is to create jobs. A lack of capital will not limit the entry of new members who might otherwise be employable. There is a maximum ratio for salaries and the co‑operatives must agree to a pay scale between 90% and 110% of the prevailing rate in the Caja. The overall policy is a commitment to the Mondragon complex.

The Caja plays a central role in the Mondragon complex because of the services it performs and, thus, has substantial influence over the co-operatives.

The Caja has an active program to reach out into co‑operatives and into communities to locate potential groups of entrepreneurs. Its Entrepreneurial Division, constantly engaged in research on products, technologies, markets and urban and regional development, is made of seven study and action areas:

1.  Research;

2.  Agricultural/food promotion;

3.  Industrial promotion—divided into a producers area and a promotion area; this area is the most involved in the creation of new firms;

4.  Consulting—including consultants in exports, marketing, production, administration and financial affairs, personnel and legal affairs;

5.  Auditing and information;

6.  Urban planning, including areas of urban planning, industrial buildings and housing; and

7.  Intervention to assist co-operatives in serious financial difficulties.

The following is a summary of the process the Caja goes through in starting a new co-operative:

1.  A pre-formed group of potential entrepreneurs approach the Caja or respond to the Caja’s informational and promotional activities.

2.  The group proposes one of themselves to be the future manager. Sometimes (if not all times) those of the group who are serious about working for the new co‑operative are sent to the Caja for psychological testing. Also, a marketing director from another co‑operative may be transferred to the new firm to help them begin their marketing strategy.

3.  The future manager is responsible for a feasibility study.

4.  If the products area of the ED is satisfied with the qualifications of the manager and the commitment of the founding group, the Caja will cover the salary of the future manager for 18 months to 2 years, provided the group agrees to consider the salary a loan to the members of the group personally or to the future firm (personal assets of the members of the founding group or their co‑signers serve as collateral).

5.  The products department assigns a staff member to serve as a mentor or “godfather” to work with the prospective manager to do a feasibility study and develop a business plan.

6.  The Caja tries to establish the market before investing in buildings and manufacturing equipment.

7.  The Caja finances a new co-operative only if its officials are satisfied with the conclusions of a systematic feasibility study and have confidence in the business plan prepared by the leaders of the potential co-operative. The Caja must also have confidence in the proposed managerial leadership, particularly the CEO.

8.  The Godfather remains with the firm in an advisory role during the startup of the co‑operative until shortly after the firm reaches the break‑even point. They often sit on the new co-operative’s governing council. (The Caja finds that it takes at least three years for a firm to become established, pass the break‑even point and begin to earn profits.)

9.  The Caja covers losses during the startup period but they must be paid out of future profits. If the losses of the first two to three years were charged against the balance sheet for the new firm each year, the startup burden could wipe out the equity provided by the founders. To avoid this, the Caja has a policy of charging only 30% of losses to current expenses during startup years and of capitalizing the remaining 70%, to be paid off over a subsequent seven‑year period.

10.  If a firm is unable to reach a break‑even point and current operations are not promising, the Caja has “imposed” drastic changes, such as reorganizing management and developing new business plans. In one case, the ED completely changed the product line.

The Caja’s leaders prefer to concentrate on new firms instead of converting private firms.  However, conversions occur from time to time. The following are the Caja’s considerations in deciding whether to do a conversion:

1.  Size: The larger the private firm, the more difficult and complex the conversion is.

2.  Location: The preference is to do conversions in areas where a co‑operative group already exists or that are near Mondragon co-operatives.

3.  Complimentary: The Caja will not support the conversion of a firm that will compete with an existing co-operative.

4.  Social adaptability: The Caja will not do the conversion if the prospect of resocializing the managers and workers appears to be poor.

The Mondragon movement is based on a principal of solidarity in all relationships. One relationship is solidarity with the Basque community, a tightly‑knit ethnic community. (Detroit’s recent history is one of similar solidarity as a struggling community, although our ethnic diversity clearly distinguishes us from the Basques, one of many issues we will need to explore.) Another is inter‑cooperative solidarity, accomplished by a strategy to create co-operatives that can buy from and sell to each other and perform services for each other and by grouping co‑operatives under a common general manager to provide for economies of scale without building large bureaucracies.

Mondragon’s philosophical tenets may make it an impractical or difficult model to replicate. Its technical approaches to market development and creation of new businesses are, however, worthy of study.

II.
Likely Local Collaborators as of 1996

Following is a brief overview of some of the local resources that should be brought together as collaborators in this Study and Project.  There are many others who will be contacted and brought to the table as part of this feasibility Study. It is quite likely that, as the parties named below are contacted, they will suggest others who might also be collaborators.

A.
Technology and Business Assessment Resources

The Industrial Technology Institute (ITI) (now the Michigan Manufacturing Technology Center – MMTC) in Ann Arbor runs several programs, including one in which it provides benchmarking analysis of industrial companies and another, funded by NIST, the goal of which is to help existing companies in the tool and die industry to become globally competitive technologically. My experience working with the staff of that particular program was a major impetus in developing this idea. Here we have a resource in southeastern Michigan with substantial knowledge about re-engineering, reinventing or reinvigorating existing auto and aerospace parts suppliers. If we combine that with knowledgeable new management and financing, we should be able to revitalize industrial businesses in Detroit.

The Center for Advanced Technology at Focus Hope (CAT) provides training for machinists and provides degree programs through the MS in Engineering from six different universities in a program combining study with hands‑on production. Students generally come from Detroit and most have minority backgrounds.  At CAT they learn to work with the latest technology in the auto and auto parts supply business. They have production contracts, some single source, with major automakers and also have agreements with manufacturers of high tech production equipment to use CAT as a sales/demonstration site for the latest and greatest equipment. (This program may have changed substantially since the author had contact with it in 1996.)

B.
Management and Entrepreneurial Resources

The graduates of CAT are in great demand in industry and are highly skilled with the latest technology. They are not in debt for their education as the work program at CAT covers the educational costs. It is a considerable financial sacrifice to continue to work at production wages during the entire six years of the MS course. The CAT graduates are unlikely to have the funds necessary to buy a business initially. However, they are likely to have the skills to be a chief engineer and possibly a CEO. Additionally, those who have graduated from CAT and worked in industry for several years may be very well positioned to become CEOs in the new firms targeted herein. Furthermore, Focus Hope’s civil rights and community‑centered approach is likely to create a number of highly‑skilled engineers wishing to give back something to the community by way of personal commitment. (This program may have changed substantially since the author had contact with it in 1996.)

The CAT graduates are less likely to have skills in financial analysis and marketing. This is another place where a financial body modeled on the Caja’s ED is likely to prove invaluable. Other possible resources for management expertise may include the Detroit Eastside Industrial Forum, Detroit Renaissance, Detroit Chamber of Commerce, SCORE, etc.

C.
Workforce Development

Most Empowerment Zone programs focus on workforce development.  Additionally, Focus Hope has a machinists training institute, an 18‑month program training inner city youth as machinists. Warren Conner Development Corporation has a major workforce development program as well.

D.
Organizations Involved in Industrial Retention in Detroit

· Industrial Business Associations in Detroit neighborhoods

· Center for Advanced Technology – Focus Hope

· Detroit Development Bank

· East Side Industrial Forum

· Empowerment Zone, its One Stop Capital Shop and other links suggested by its board (I don’t know if this still exists or if it was a successful venture.)
· Detroit East Side Community Collaborative

· Midwest Manufacturing Technology Institute/ Industrial Technology Institute

· Warren/Conner Development Coalition

· Detroit Economic Growth Corporation

· Detroit City Planning Department

· McGee Economic Justice Fund

· Detroit Renaissance

· Detroit (Neighborhood Family Initiative) NFI, Inc.

· Business Brokers

· Michigan Minority Business Development Center

· Minority Business Development Center

· National Black MBA Association, Detroit Chapter

· SCOPE

· Small Business Administration
· Several Detroit foundations may also be interested in this project, including Skillman, Hudson‑Webber and the Community Foundation of SE Michigan

� The next section provides a summary of how the Caja was involved in Mondragon’s co-operative system as described in William Foote Whyte’s Making Mondragon: The Growth and Dynamics of the Worker Co-operative Complex, ILR Press 1988.


� A more recent study of Mondragon after its change to corporate form is by Race Mathews, Jobs of Our Own, Building a Stakeholder Society, Pluto Press 1999.
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