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Labour costs and the decline of the MZA
railway in Spain, 1912—-1935

Tomas Martinez Vara Universidad Complutense de Madrid

abour costs on Spanish railways have been insufficiently studied in the

literature, which is surprising considering that railway companies were the
largest employers in Spain. Most studies are concerned with company organ-
isation, plant, capital issues or the contribution of railways to economic growth
before 1913. Labour policy tends to be overlooked or, when it appears, the
emphasis is on railway workers’ role in the various political or labour conflicts
of the early twentieth century. This article studies operating labour costs in
Spain between 1914 and 1935. The company studied is the Madrid Zaragoza
& Alicante Railway (MZA), the tenth largest company in Europe and the sec-
ond largest private company in Spain at the time.' (The largest Spanish under-
taking was also a railway company, the Compaiia de los Caminos de Hierro
del Norte de Espafia.)? The period analysed looks at the years in which the via-
bility of Spanish railways as private companies came into question.

The main conclusion is that the decline of the railway companies cannot
be principally attributed to labour costs. This conclusion was also reached by
Tedde and confirmed by Ortifiez.* A policy of wage moderation combined
with lower welfare expenditure would undoubtedly have lessened the oper-
ating difficulties of the MZA, but it would not have enabled the company to
survive in the long term, given the degree of economic development of the
country and the financial situation inherited from the past. The company was
struggling on many fronts — labour costs were only one of them.

Railways underwent a profound crisis as a consequence of the First World
War.* In combatant countries whose railways were under private or mixed
ownership, such as Britain or France, the State intervened to guarantee the
transport of troops, arms and provisions. The destruction caused by the war
and the need to use railways intensively had serious consequences: the net-
work and the rolling stock suffered, operating costs increased, and govern-
ments took over management to the detriment of private capital. This sowed
the seeds of the nationalisations that took place in the 1940s.° Besides all this,
the war was a turning point in the history of labour markets.*
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Until 1914 the French State had taken a leading role in the development
of the railway network: it regulated the building of lines and took an interest
in the concessions awarded to private companies. Once the war had started,
the French War Ministry assumed responsibility for transport by railway, and
was granted full powers over the network.” Operating costs exceeded rev-
enue, resulting in a fall in net income. According to Giuntini, much the same
thing happened in Italy, where the network had been nationalised in 1905 to
address the technical and financial problems that private companies had been
unable to solve.® In Britain the government, making use of legislation passed
in 1871, took control of the networks, although the companies retained
autonomy over their administration. Gourvish has drawn attention to the
increasingly regulatory role that British governments took before the First
World War.’ In Britain, as in Italy and France, operating costs rose and inten-
sive use resulted in widespread deterioration of the infrastructure.

When the Treaty of Versailles was signed in 1919 railway networks were
everywhere in a sorry physical state, company finances were poor and labour
conditions had worsened. States reacted by increasing their control over the
running of the networks. Urgent solutions were implemented and these went
beyond fare increases. In France the State agreed in June 1921 to take over
all expenses and debts that had been incurred during the First World War.
French railway companies were to keep their own administrative structure,
but lost autonomy under new arrangements. A new era of financial solidar-
ity between the networks was ushered in with the setting up of a central fund
underwritten by the State; the companies were to pay a high price for their
indebtedness.” The limitations of the new system were soon to become
apparent under the inflationary pressures of the 1920s and the world
economic crisis of the 1930s. The failure of the post-war system led to the
creation in 1937 of the Société nationale des chemins de fer (SNCF). The
post-war period was particularly difficult for railway companies in Italy and
Germany.!" Governments in both countries made great efforts to curtail
expenditure by dismissing workers. This resulted in an improvement in the
finances of the companies but not to any improvement in the system. In
Britain the government declined to nationalise the network in 1918 but
passed the Railways Act of 1921 in order to improve its efficiency and
introduce a more rational system that reduced rivalry between companies.*
Under the 1921 Act, over 100 companies were merged to form four large
networks.” Company ownership did not change, but the State took an inter-
ventionist role. The Act did not solve the problems, however: companies lost
market share, their financial situation became complicated and they were dis-
satisfied with the regulatory system.' The sorry state of British railways’
assets after the Second World War facilitated nationalisation in 1947.

Although Spain did not take part in the First World War, it experienced
the same problems as other European countries, and with similar results.”
And the end of the process was also the nationalisation of the network. This
occurred four years later than in France and six years earlier than in Britain.
Both the State and the railway companies knew full well what was going on
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in other countries, particularly in France and Britain, and that the experience
of those two countries was a source of inspiration for Spanish policy deci-
sions. However, the greater instability of the Spanish political framework
accounts for the delays and lack of resolution in addressing the problems.
Between 1913 and 1941 Spain underwent the end of the Restoration system
(1913-23), then the Primo de Rivera dictatorship (1923-30), then the Civil
War (1936-39) and finally the Franco dictatorship (1939-75).

The political aspects of this period were first analysed by Artola in 1978.16
Until 1914 the Spanish State had limited itself to regulating the railway net-
work in order to ensure that the licensed private companies offered the best
possible service to users. Tedde studied the economic trajectory and financial
problems of the two large Franco-Spanish companies: the Norte and the
MZA. Financial problems reduced profitability and led to the final crisis."”
Both Artola and Tedde concluded, albeit on different grounds, that railways
ceased to be viable as privately owned businesses because of the acute struc-
tural problems they faced. Labour relations, the strength of trade union mem-
bership and social conflict were studied later by Juez." Ballesteros and
Martinez Vara traced the evolution of permanent employment in the railway
service during the period 1893-1935." The only monograph to deal with
these matters during this particular period is a recent one by Orttfiez, which
studies the reasons for the collapse of the railways during the First World
War and analyses the continuing increases in operating costs thereafter.” He
concluded, very much in line with Artola and Tedde, that the expansionary
process generated by the war revealed the various contradictions and failures
to adjust that had remained latent in the railway industry.

As was the case in other countries, the problems the Spanish railway com-
panies faced were not solved by the end of the war. Railway companies found
themselves without resources and immersed in the deepest crisis. What, at
the time, was described as ‘the Railway Problem’ was simply an imbalance
between revenue and expenditure. In Spain the State, in order to guarantee
the continuation of an essential service, had no choice but to allow fare
increases and, if that was not enough, to temporarily subsidise railway com-
panies. This was duly done. A 15 per cent fare increase was authorised in
1918;in 1920 money was lent to companies in what was described as ‘return-
able advances’; and in 1926 the government invested directly in railway
infrastructure. Only in this way were companies capable of addressing labour
costs, renewing plant and improving the infrastructure. The other side of the
balance was greater State involvement in the running of private companies.
This interfered with their management and meant a redefinition of the insti-
tutional framework.”'

The 1930s were as gloomy for the railway companies as for the rest of the
Spanish economy. They found themselves in no position to invest in plant
and suspended investment. The problems became overwhelming and,
according to Tedde and Ortidfez, the crisis deepened with the fall in income
resulting from the international economic crisis and with road competition.
Herndndez Marco adds that operating cost increases were less to blame.?
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Comin et al. argue that the damage inflicted by the Civil War made nation-
alisation unavoidable in 1941, since the railway companies had long been
technically bankrupt.? Railway managers, including the managers of the
MZA, were aware of the factors behind the crisis but emphasised cost
increases, particularly increases in wages and salaries.” They considered that
concessions to workers had gone too far, in particular as far as two trade
union demands were concerned: the calls for salary increases, justified in
terms of rises in the cost of living brought about by wartime inflation, and
the strict implementation of the eight-hour working day. Managers also com-
plained about other social welfare benefits the cost of which fell on the
companies. Thus it was argued that the crisis had two consequences: the birth
of a privileged segment in the labour force, and an exceptional increase in
labour costs. This increase in labour costs, it was further argued, could not
be accommodated given that the companies were not generating enough
income from operations. This will be explored in what follows, using origi-
nal sources from the MZA.»

The MZA company started well in the nineteenth century and finances were
booming. In 1899 it took over the Catalan network, which resulted in an
increase in revenue that has been estimated as more than 35 per cent from
1901 to 1914. Operating costs remained low and under control during this
period, although with a slight tendency to increase. But increased income did
not result in increased profits. This was due to the heavy burden of financial
charges, further aggravated by the devaluation of the Spanish peseta against
the French franc, which reached 23 per cent in the 1890s. About 72.4 per
cent of the capital of the MZA was in the form of fixed-interest bonds issued
on the French market.” Bond dividends had to be paid in francs, and bonds
had to be redeemed in francs. With the new century the stabilisation policies
of the Minister of the Treasury, Fernandez Villaverde, succeeded in control-
ling this problem, which was no longer important by the onset of the First
World War.?® Financial costs remained above operating costs until 1908.
After that date they continued to be high but were of lesser magnitude than
operating costs. Nevertheless, financial costs had an important bearing on the
crisis of the company.

The First World War changed things drastically. Revenue increased 42 per
cent between 1913 and 1918. This was due to an increase in traffic: the num-
ber of persons per kilometre increased by 29.7 per cent and the number of
tonnes per kilometre by 33.9 per cent. Destinations also changed. But the
most important change was the increase in operating costs at 117.7 per cent.
Inflation reduced the share of total expenditure accounted for by financial
charges. Financial charges did not decline, but, with the increase in other
costs, their share of the total became smaller.

The First World War spelt the end for the two pillars that supported the
success of Spanish railways: low operating costs and a demand for railway

o

uredg ul Aem|ied yyZ |\ Y3 JO SUIPSP Y3 pUE SISOD UNOqeET]

63



chap 4 22/8/05 15:21 pm Page 64 $

The Journal of Transport History 26/2

64

P Tt
o i, s
: e —xalt” —] weEAE "
- T T, ;;’_;.,t:_ =
T i F gt
'R i i = [
3 " =
e P
4 — R e e
PEATRLE e - o = R
[ VH Sk 1= g -
" i bl TR ks
(P N i |

[

.-.,- Timn=fiis
=

TIRLEL i

feasTrpn i

fo] III.-' LN RN

{ (YR RS Y

, (,fC i —

- # T !
. e '1.-"'1
.)\ i__,.-":.l-\.-.-\._ A

o P

Figure | Standard-gauge railway companies in Spain, 1913

services reflecting a low level of economic development.” But the compo-
nents of operating cost did not all increase at the same rate, and this altered
the cost structure inherited from earlier times. Between 1915 and 1918 the
price of coal rose over 50 per cent. The war meant that coal could not be
imported at the very time when demand for railway services increased.
Between 1914 and 1918 MZA coal consumption increased by 40.7 per cent,
and the average price the company had to pay rose by a factor of 3.4.° The
quality of coal also deteriorated, resulting in higher consumption per unit
carried. As a result, the share of coal in total operating costs increased from
20.66 per cent in 1913 to 47.04 per cent in 1918. The share of coal in total
operating cost fell after the war, but not for long, and not by a very large
amount, since coal consumption remained high and prices decreased less
than had been hoped. In fact coal prices after the war remained at double
their pre-war level. This was due to the protectionist attitude of the Spanish
government, that forced companies to buy Spanish coal, which was both
more expensive and of lower quality than imported coal. High consumption
and nationalism explain the high level of expenditure under this item until
the end of the period.

The price of raw materials used in rolling stock also increased by 20 per
cent during the years of hostilities. Moreover peace did not bring a decrease
in this item, and the company, facing an increase in claims for compensation
owing to damage and delays, was forced to invest on a large scale. It had to
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increase and renew rolling stock, plant and premises, since the large increases
in goods traffic from the end of 1914 and in passenger traffic from 1915 had
revealed their unsuitability and poor condition. The company was able to
carry out such investment thanks to advance payments from the State which
were redeemable with interest. These payments intended for the purchase of
rolling stock started in October 1920.*' The loans solved some managerial
problems, but had an impact on financial costs, the increase in which can be
traced to this time. Plant shortages were particularly pronounced in passen-
ger traffic, and the number of coaches in use declined, not regaining its
pre-war level until 1928. This suggests a minimalist replacement policy.
Goods carried also increased, but so did the number of goods wagons. Table
1 shows indices for passengers per kilometre for coaches and tonnes for
goods wagons; clearly assets were well utilised until the crisis after 1930.

Table | MZA capacity utilisation, 1913-1935 (1913 = 100)

Year Goods Passengers
1913 100.00 100.00
1914 81.31 101.88
1915 87.52 100.24
1916 97.42 112.71
1917 106.61 126.48
1918 111.80 135.98
1919 104.11 160.35
1920 103.63 173.45
1921 98.51 179.23
1922 94.63 196.56
1923 99.93 202.93
1924 103.25 208.83
1925 103.42 195.02
1926 107.28 192.66
1927 107.62 186.51
1928 107.81 183.66
1929 103.34 191.82
1930 96.28 176.61
1931 87.64 159.47
1932 86.76 162.06
1933 88.53 167.48
1934 85.43 161.51
1935 75.25 160.06

Source Memorias (1913-35).

Staff costs rose less than coal prices, but were longer-lasting. The largest com-
ponent of personnel expenditure was accounted for by the wages and salaries
of permanent staff (see Table 2, column 1). To quantify the changes that took
place here it is necessary to know the number of permanent employees — the
only group of employees for whom we have reliable figures — and their level
of earnings for each year.” Payroll employees received many supplements to
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their basic income: overtime payments, piecework or charitable benefit pay-
ments. To this must be added a series, bonuses that the firm implanted in
order to motivate workers and compensation payments for a variety of rea-
sons. In the case of permanent staff, the total sum of these payments
amounted to between 23 per cent and 27 per cent of basic pay (Table 2,
column 2). The evolution of these payments was very similar to that of basic

pay.”

Table 2 Earnings of MZA personnel, 1915-1935 (000s peseta)

Year Basic pay Extra pay Pensions
1915 30,825 7,413 1,155
1916 30,393 7,855 1,308
1917 33,225 8,526 1,435
1918 36,631 9,355 1,536
1919 45,415 9,560 1,639
1920 65,711 13,182 1,706
1921 76,249 17,030 1,818
1922 78,787 18,836 2,003
1923 80,704 20,080 2,242
1924 80,551 20,355 2,586
1925 82,233 20,766 3,146
1926 87,288 21,676 3,770
1927 87,917 22,804 4,204
1928 90,354 23,092 4,660
1929 93,400 23,889 5,052
1930 95,051 24,123 5,557
1931 96,843 24,307 5,974
1932 96,383 23,823 6,433
1933 95,972 25,886 6,867
1934 96,460 25,951 7,318
1935 94,309 25,935 8,151

Source AHF, C/53/33, C/54/34, C/55/45; MZA, Ventajas diversas disfrutadas por el personal de los
diferentes servicios en el ejercicio (1935).

In 1912, as a direct consequence of the first general railway strike in Spain,
the MZA was forced to increase wages, improve working conditions and
introduce changes in the pension system.** Pension expenditure was by far
the most important item under social and charitable expenditure (Table 2,
column 3). However, the most significant change during this period took
place not in staff wages but in industrial relations, which ceased to be based
on a paternalistic and conciliatory model. Until then, the voice of the workers
had been divided between the various companies and between the various
craft trades. Whereas hitherto workers had not spoken with a single voice on
subjects that concerned them all, now a single voice emerged in the era of
increasing unionisation.

As can be seen in Table 2, the take-off in employee earnings can be traced
to 1916. That was the year when the MZA, in order to compensate workers
for price increases and acknowledging their work in 1916, awarded perma-
nent staff an extra month’s pay. The payment was based on basic pay only.
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Senior staff were excluded from this special payment, since they were already
enjoying another one granted earlier. This one-off payment which was to
become a permanent feature amounted to a salary increase of 8.3 per cent
with respect to 1914 pay rates.”

The increase in the amount of goods carried and the longer train journeys
forced the company to hire more workers. The company followed a policy
of employing temporary or contract workers, since it was cheaper and
allowed greater flexibility than employing more permanent staff. This flexi-
ble employment strategy explains why traffic and personnel expenditure
increased but the size of the permanent work force remained relatively stable.
As inflation continued to spiral and real wages continued to fall, leading
workers were obliged to campaign more actively for higher nominal wages.
The increased labour unrest resulted in wide support for the 1917 general
strike, a strike that both companies and government, remembering their
success when faced with a similar situation in 1912, tried to suppress. The
company was forced to award permanent staff, in 1917 and 1918, two other
extra payments on top of the one awarded in 1916. As far as the workers
were concerned, this represented an approximate pay rise of 25 per cent on
the 1913 level, well below the increase in consumer prices, which was 48.87
per cent.’ These wage increases coincided with the maximum increase in fuel
costs. The net income of the MZA in 1918, however, was only 11.7 per cent
of what it had been in 1913. Dividend payments declined from twenty-five
pesetas per share in 1913 to five pesetas per share in 1918; the economic
situation of the company was becoming worrying.

The only solution for the management of the MZA (indeed, the only solu-
tion for the management of all Spanish railway companies) was to increase
fares. The railways put pressure on the State to allow an increase so as to meet
operating costs, financial charges and reward capital ‘appropriately’. It was
argued that, without fare increases, the company would not have the
resources to renew plant. But fare increases were always unpopular. Cham-
bers of commerce, trade associations, agricultural and farmers’ unions were
all opposed. They wanted a cheaper service, and this view was shared by the
government in office, which distrusted the financial statements submitted by
the railway companies.”” Despite all the opposition, however, a maximum
increase on existing fares of 15 per cent was authorised. This was far less than
the railways had been asking for, but it was enough to avoid a financial cri-
sis and to allow them to grant new wage increases.” These took the form of
the award, for all permanent staff in 1919, of an extra payment equivalent
to two months’ wages, to which a bonus pay of between 20 per cent and 35
per cent of wages was added in inverse proportion to their amount, so that
lower-paid workers received the highest bonus payments.* Workers’
demands continued, as wages continued to lag behind prices.

Moreover the ‘policy of economising’, that railway managers attempted to
introduce, met yet another hurdle: the implementation of the eight-hour day
in April 1919. (Before that date the working day had been on average ten
hours.) The new working day came into effect on 1 October 1919 in certain
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cases and as from 1920 in the others.® The consequence of this change was
an increase in hourly wages in those areas where it was implemented and it
forced companies to hire more workers and to increase overtime. The change
in earnings between 1919 and 1920 that can be observed in Table 2, column
1, can be attributed to wage increases, but in later years to the eight-hour day,
as no special wage changes took place from 1919 on. Workers undertook a
lot of overtime, but companies delayed acknowledging it and took their time
in paying. In 1927, indeed, the State had to intervene by lending money to
the railways so that they could honour pay arrears that had accumulated
between 1921 and 1927.+

Railway companies understood that it was impossible to cover the costs of
the new statutory working day and to meet the new claims of the workers
with just the 1918 fare increases. This is why the four largest companies, the
Norte, the MZA, the Andaluces and the MCP, lobbied the government for a
new 35 per cent fare increase starting on 1 January 1920.” The request fell
on receptive ears, and the government duly submitted to the Cortes (the
Spanish parliament) the proposed text of a decree on the subject. While it
was being debated, the workers demanded that the companies should decide
on the pay scales and benefits that would apply if the decree was to be issued.
The MZA resisted as far as it could, but was forced to give way under the
joint pressure of the workers and the government.” But when the decree
stalled in the upper House, the workers could wait no longer. They
demanded that the pay benefits that should follow from any hypothetical fare
increase should be immediately be implemented. The State solved the prob-
lem by advancing money to the companies and the government decided to
make the companies an ‘advance payment’ equal to one month’s pay
improvements.* The government argued that the increase in fares with
respect to 1913 was to bring extra cash for the company and that the repay-
ments were to be charged to this extra revenue. With the money advanced
by the government, and starting in March 1920, workers were granted a pro-
visional second supplement to the old basic wage. This was additional to the
1919 supplement. The extra month of pay granted earlier, which applied to
all workers, was to be upheld, but was to be computed on the basis of the
new wages.” If all these items are added and compared with 1913, the
increases ranged from a maximum of 133 per cent to a minimum of 60 per
cent. Having obtained the increases, workers now fought for them to be con-
solidated as basic income, and as the basis for the calculation of benefits. They
achieved their aim in April 1921, and this explains the increase that set in
from then on in pension expenditure, multiplying four and a half times
between 1921 and 1935. The highest rate of increase in personnel expendi-
ture can be found during the years 1919-21.

The advances were a provisional solution and were accepted reluctantly by
the railway companies because they opened the door to State interference in
management. The aim was to keep workers satisfied while a solution to the
financial problems was found, or an increase in fares was allowed. But the
fares Bill never became a decree and no other solution was found. Provisional
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government advances were renewed month after month until they were sup-
pressed in 1926.% Had it not been for these additional payments, the MZA
would have made losses between 1920 and 1923. As far as workers were con-
cerned, it was thanks to government advances that they were able to catch
up with rises in the cost of living during the war, and even improve on them
in subsequent years, as can be seen in Table 3. Maluquer observed similar
developments in other industries, such as iron ore extraction and textiles.*

Table 3 Real wages of MZA workers and other industries 1913-1933 (1913=100).

Year MZA Iron ore mining Textiles
1913 100.00 100.00 100.00
1914 93.38 93.38 95.25
1915 86.86 86.85 89.45
1916 83.48 89.82 85.73
1917 88.40 96.02 91.18
1918 79.33 92.70 84.63
1919 80.40 99.76 81.46
1920 96.78 110.99 111.51
1921 119.22 122.67 122.09
1922 115.20 101.76 123.81
1923 128.73 107.92 131.91
1924 114.98 107.41 116.01
1925 111.94 111.95 114.03
1926 118.42 117.84 120.58
1927 110.22 108.42 109.43
1928 116.44 113.60 114.13
1929 112.32 108.52 111.54
1930 118.55 122.84 124.44
1931 109.95 113.10 119.46
1932 107.73 117.18 123.78
1933 116.51 123.45 130.28

Source Col. 1, figures drawn up by the author. Cols. 2 and 3, J. Maluquer, ‘Precios, salarios y beneficios’,
p. 520.

A different issue is whether pay rises were justified in terms of productiv-
ity increases. Table 4 shows the evolution of physical productivity and the
trend of operating costs per worker. Physical productivity has been calculated
as it was by the MZA: each passenger was allocated 70 kg of weight; the
weight of passengers was added to the weight of goods, and the total was
divided by the number of employees with permanent contracts. One may
argue that other ways of measuring productivity are possible and might even
be preferable, but this one gives a good impression. It is immediately notice-
able that the two columns in Table 4 move together at the beginning, but sep-
arate in 1919/20 and thereafter the disparity between the two columns
increases. It is apparent that salary increases were not justified on grounds of
productivity. Productivity remained stagnant until 1929. However, the share
of personnel costs in the total operating costs changed very little during the
twenty-five years shown in Table 4: personnel costs started by accounting for
47.88 per cent of the total in 1913, declined to 31.45 per cent during the
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war, recovered their pre-war level in 1924 and ended by accounting for
50.95 per cent in 1935.

Table 4 Average productivity and staff costs, 1913-1935 (1913=100)

Average
Year productivity Staff wages per worker
1913 100.08 100.00
1914 88.45 95.16
1915 97.60 93.22
1916 111.61 106.04
1917 118.56 117.66
1918 123.52 137.40
1919 110.53 158.84
1920 104.04 211.91
1921 95.54 241.93
1922 90.80 243.20
1923 98.08 256.16
1924 104.36 257.13
1925 104.18 263.79
1926 103.98 255.54
1927 109.83 257.97
1928 113.38 262.15
1929 110.22 260.29
1930 107.05 261.98
1931 98.49 262.40
1932 92.78 250.46
1933 93.28 253.19
1934 87.40 252.20
1935 76.39 247.10

Source Figures drawn up by the author.

v

The solution should have arrived with the passing of the Railway Act of July
1924, during the time of the Military Directorate, which created a State Rail-
way Fund (Caja Ferroviaria del Estado) to invest in rolling stock and finance
new track.” Fares were to be revised periodically, so that revenue could cover
operating costs, including the opportunity cost of capital invested, financial
charges and pensions. The new arrangements meant a managerial association
between the companies and the State, which became both partner and regu-
lator.”® While waiting for the full implementation of the new system, com-
panies were granted new State credit facilities so that they could meet cost
increases, particularly those that derived from new labour policies. But events
did not turn out as intended: the Act was not fully implemented and credits
were less than planned. The railway companies added to the crisis, since they
could not face the new personnel costs and the unavoidable purchase of
rolling stock alone.’! The MZA spent 44.6 per cent of the funds received
from the State Railway Fund (373.1 million pesetas) on the purchase of
rolling stock and 55.9 per cent on the renewal of infrastructure.
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Fares had remained unchanged since 1918, but in August 1926 State
advances intended to cover staff costs came to an end. They had been reduced
by half in July 1924. In this way the whole burden of labour costs fell on the
companies while the State did not put in place the supporting mechanisms
planned under the 1924 Railway Act. The number of MZA employees
increased by 45 per cent between 1913 and 1929; revenue increased by
141.1 per cent but operating costs increased much faster (246.7 per cent).
Staff costs showed the largest increases — 279.4 per cent if pensions are
excluded — followed by expenditure on coal (266.5 per cent). Financial
charges increased by 63.1 per cent. The exploitation coefficient changed
from 47.3 in 1913 to 67.0 in 1929. This coefficient would have decreased
had income risen or operating costs fallen, but neither happened. The situa-
tion worsened owing to the 1929 economic crisis and, to a lesser extent, the
competition of road transport.”> The lack of confidence in an economic
revival and social unrest also had a part to play in the 19 per cent fall in
revenue between 1929 and 1935.

Under the circumstances it was very difficult to increase revenue, although
the company did its best. Operating cost reduction was possible, however,
and that is what the general manager, Maristany, set out to do. In March
1931 he adopted what he himself described as radical measures: the number
of trains was to be reduced, leaving only the minimum necessary, empty stock
working was to be minimised, as was the consumption of fuel and materials.
The object was to avoid operating income not covering costs, pensions and
mortgage payments.” But costs were more rigid than expected. This was true
not only of labour costs, but also of the cost of fuel, materials and lubricants.*
The problem was that most such costs were constant and the end result was
that the reduction in variable costs, brought about by a reduction in traffic,
had little impact on production costs. The evolution of production costs
during the last few years will now be explored.

In 1930, in an atmosphere of political change and excitement after the fall
of the Primo de Rivera dictatorship, railway workers, now organised in the
socialist trade union the Sindicato Nacional Ferroviario, called on the gov-
ernment for wage increases. The companies described the workers’ demands
as excessive. To study the workers’ demands, the Ministry of Public Works
(Fomento) set up a committee of inquiry with the participation of the com-
panies, employees and the government.” The committee did not reach any
agreement, but produced three reports, one from each representative group,
that were submitted to the Minister. The companies, in their report, devised
a radical change in policy towards the State. Earlier they had argued that
workers’ claims were reasonable and that fare increases were needed to meet
them; by supporting workers’ claims, the companies were trying to gain their
support in the fight for fare increases. Now, however, in their report, the
companies started by asserting their inability to face any salary claim, con-
tinuing with the denial that wage increases were necessary. Furthermore,
they argued, if wages should increase, the increase was not to result in higher
fares. The companies were by now worried that any increase in fares would
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divert traffic to road transport. They now supported direct subsidies. In
February 1931 the government agreed to some of the improvements that
workers had asked for, for example a minimum wage of five pesetas. It was
also accepted that companies could not afford pay rises. Wage increases, the
government decided, would have to be subsidised. The subsidies would be
financed by a 33 per cent surcharge on the compulsory insurance that trav-
ellers had to pay.*

With the advent of the Second Republic in April 1931 workers saw the
opportunity to realise their claims. Soon after the proclamation of the repub-
lic, in what was a bad omen for the railway companies, several decrees were
issued that became law in November 1931. These decrees forced companies
to rehire or retire all those workers who had been sacked as a result of strikes
or industrial action in the railway industry. The time these workers had spent
out of employment was to be counted, for benefit purposes, as if they had
been employed. This legislation upset the companies as much by its symbol-
ism as its cost.”” Worker representatives, in turn, wasted little time in asking
for new wage increases. Indeed, claiming that the rises obtained in February
were not sufficient, they approached the new government demanding further
increases. The answer was the same as the year before: a new committee of
inquiry was set up in September 1931 with the participation of workers,
companies, consumers and the State. This committee had to advise on three
burning issues: whether wage increases were justified, how they would be
financed if they were justified, and the design of a rational plan for redun-
dancies in the industry. Unsurprisingly, the representatives of train users and
the companies did not consider that wage increases were necessary. Three
reasons were given:

1 Taking 1913 as a starting point, wages had increased more than the cost
of living and more than in other industries (something that was only partly
true — see Table 3).

2 Besides their take-home pay, railway workers received benefits whose
value was equivalent to nearly 50 per cent of the wage. (The benefits were
important but not that important.)

3 The increases demanded were unfeasible given the precarious financial
situation of the companies and were not justified in terms of productivity*
(see Table 4).

The representative of the users did acknowledge, however, that, in order to
avoid confrontation, some improvements ought to be granted. On the issue
of how to finance improvements, the committee concluded that:

1 The companies were unable to generate the necessary resources to finance
wage improvements.

2 Fares should stay as they were in order not to depress demand for railway
services further.

3 Any extra resources had to come from the State.
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As far as the redundancy plan was concerned, the committee approved, by
six votes to four, that any redundant jobs ought to be abolished.

On 1 December 1931 the government increased the minimum wage to six
pesetas a day. This the Sindicato Nacional Ferroviario trade union described
as insufficient. The State further concluded that the only way to generate the
means to improve wages was by taxing freight income. A 3 per cent tax on
goods rates was to be introduced. The money collected was to be paid into a
fund managed by the Ministry of Public Works. Money from this fund would
be distributed among the companies that paid the workers the increase.” In
any case, these wage increases were very small and applied mostly to the low-
est-paid workers in the industry. This explains why Table 2, column 1, for
permanent employees’ cost, shows almost no change, and very little change
is apparent in the real wages (Table 3). Perhaps something would come to
light if we were to include temporary workers in the total wage bill, but dur-
ing this period the size of the work force changed, offsetting any improve-
ment that might have been achieved. These were, in fact, the last wage
improvements granted in the period.

The new government also introduced various social welfare improvements
that companies reluctantly accepted: compulsory maternity insurance, exten-
sion of the eight-hour working day to workers on intermittent contracts, com-
pulsory retirement arrangements for temporary workers, the incorporation
into Spanish legislation of the international agreement on accidents at work
that Spain had recently signed, and the transformation into a lifetime pension
of the compensation paid to workers who had been physically disabled. Taken
together, these social welfare provisions meant an increase in labour costs, but
not as large as the MZA claimed. Managers pointed out that the cost of such
measures did not show in the accounts because of the austerity policy followed
by the company.® The above-mentioned plan to reduce costs, implemented in
1931, required that no senior staff should be replaced when they died or
reached retirement age, that no vacancies should be covered without express
management approval, that no overtime should be authorised unless it had
been shown that workers had been at work during the eight hours. No tem-
porary workers were to be hired, and those already at work were to be let go
if a rigorous assessment found that they were not required.

The number of workers on permanent contracts increased by 6.3 per cent
between 1930 and 1935, but it was hardly noticeable in terms of total
operating costs. This could be explained by the fact that many of these
employees were women in charge of level crossings and they were paid a very
low wage in return for free accommodation.® The MZA, in order to offset
the extra expenditure brought about by the eight-hour day legislation in
medium and low-traffic railway stations, asked the Ministry of Public Works
for permission to close some sidings, certain stations for part of the day, and
to restrict service in others. The austerity plan did little for the company,
however, as during 1933 and 1934 the situation grew worse.® Despite these
and other measures taken to contain it, expenditure continued to grow. The
increase was due this time not to social welfare policies introduced by the
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government but to expenditure on plant.”® After a long period of neglect
(since in 1930 the State had stopped investing directly), the company had
been obliged to raise expenditure on track maintenance, as well as the main-
tenance and repair of locomotives, wagons and coaches. It was an attempt to
try and stop the deterioration of the service in order to be able to compete
with buses and lorries. The consequences of the neglect were increased com-
pensation expenditure for losses and failures observed during this period.
These the company attributed to workers’ indiscipline or lack of interest in
their work.® In 1935 the company succeeded in reducing operating expenses
below those of the previous year but, despite a 15 per cent increase in fares
in 1934, the extraordinary reduction in traffic that took place during that
year rendered the sacrifice meaningless.” Under the circumstances, bond
repayments, which had amounted to 62.4 million pesetas in 1933, had to be
reduced to 46.1 million pesetas in 1935.% It was an acknowledgement that
the company was unable to honour its responsibilities.

By 1936 the MZA was unable to conduct its operations in a normal man-
ner. The future looked bleak. After the Civil War (1936-39) it was in no
condition to make up the disinvestment of the 1930s and repair the damage
caused by the conflict. In 1941 the MZA, in common with other Spanish
railways, was taken over by the Franco State in 1941.

\

It may be asked whether staff costs could have been reduced further. The
firm, at the same time as it complained about the non-wage benefits enjoyed
by its workers, also boasted about their existence. The company believed it
fair that its own workers should enjoy the benefits,”” and accepted that
its workers — including subcontracted and temporary staff — were at least
as efficiently employed as workers on foreign railways such as the French
railways.® It could also be argued that railway workers, besides having per-
manent contracts and therefore an obstacle when the firm wanted to reduce
its pay bill, were well paid and enjoyed non-pay benefits. In short, staff
expenditure, added to high financial charges, could be seen as suffocating the
company. This is what the MZA argued, but it was not the whole truth. It is
true that jobs were for life, but they were not for everybody. The firm used
contract and temporary workers. These non-permanent staff almost never
enjoyed the ‘fringe benefits’ offered by the company, and the social policy of
the government took a long time to make an impact; when it did, the effect
was hardly noticed.®” The fact that wage increases outstripped productivity
increases does not mean that wages increased faster than prices, or that they
increased faster than in other industries. In fact, wage increases tried to catch
up with price increases in a race to recover the purchasing power lost during
the First World War. The same thing happened in other industries such as
textiles.

The problem went beyond labour costs. When, after 19135, all operating
costs rocketed, the slowest rate of increase was associated with labour costs.
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Cost structures were substantially altered during the conflict. Only in
1919-20 did the rate of increase of staff costs catch up with other rates of
increase, and it was during this period that the percentage of labour costs to
total operating costs recovered its original value. But by that date the ‘rail-
way problem’ was present in all its acrimonious forms. And this is because
beyond the cost of wages we need to remember: (1) the heavy financial
charges — interest and bond redemption — that always fell on the company
and that increased in the last years of the period; (2) the burden imposed on
the company by the nationalist and protectionist policy of the government,
which meant that the company was forced to buy its inputs in the national
market; and, above all, (3) the fall in revenue, which was due partly to the
emergence of alternative means of transport, and partly to the impact on a
backward country of the crisis of ‘production and consumption’ which
started in 1929. Given these circumstances, it was almost impossible for the
exploitation coefficient to improve, whatever plans had been made to con-
tain costs, and the MZA’s ability to generate profits was limited.
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