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Abstract

The ‘co-operative principles’ are a set of operating and aspirational guidelines for co-
operative businesses that originated in England in the 1840s and are used worldwide
today. We evaluate alternative explanations for their emergence and spread. One
hypothesis is that the co-operative principles constitute institutional adaptations helping
co-operatives survive and spread. Alternatively, the principles might be adaptively
neutral but spread fad-like between co-operatives, or they may spread even while
hampering co-operative survival, constituting a maladaptation. We use established
empirical rubrics to identify the preconditions and signatures of adaptive evolution in
the co-operative principles in their 170-year historical record. Historical analysis
provides compelling evidence of the variation, transmission and selection of the co-
operative principles in various periods and environments. We document that the
principles arose and have been modified via intentional innovation, that they sometimes
work to facilitate cooperation among the members of a co-operative, and that in some
cases they have spread due to their beneficial effects on the co-operatives which adopt
them. We also report macro-evolutionary patterns which suggest adaptive evolution
may have occurred, including patterns of descent with modification and the adaptive
radiation of the principles into worker co-operatives. The patchwork evidence is
consistent with a mix of evolutionary processes varying over time, and some principles
may have been selected against. We conclude that the co-operative principles likely
constituted institutional adaptations as a whole in 1840s England and 1950s Spain but
may have only been adaptive in a piecemeal fashion otherwise. We conclude by
proposing that the co-operative principles can be revised and improved scientifically.
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1 Introduction

Co-operative organizations are distinguished from traditional organizations such as
private enterprises in that they are owned and democratically controlled by their
members (ICA 2015). Co-operative members also have more stake in the organization
than profit dividends (Birchall 2012). A variety of types of co-operatives exist,
including worker co-operatives, consumer co-operatives, credit unions, and producer
co-operatives. All of these share a common idea that the business should be run by and
for the members rather than owners (Birchall 2012; Puusa et al. 2016).

Because of their distinct organizational structure, co-operatives face a special set of
additional survival challenges in comparison to traditional businesses or hierarchical
organizations. Primary among them is the challenge of group ownership and
leadership. Fulton (1990) argued that co-operatives must manage an internal social
dilemma that requires cooperation between members, which requires significant extra
effort. In this view, co-operatives require cooperation to function effectively while
hierarchical businesses do not. Not only must cooperation be maintained, but main-
taining democratic function likely comes with added costs as well (Pozzobon and
Zylbersztajn 2013). Co-operatives appear to incur still further costs in comparison to
traditional businesses, including the costs of ownership (Hansmann 1988), transaction
costs (Ménard 2007), and agency costs (Cadot 2015; Grashuis 2020a). These factors
may be why co-operatives are generally considered less efficient, less profitable
(Grashuis and Su 2019,; Nilsson 2001), less aggressive and less innovative than
traditional private firms (Hetherington 1991), and why co-operatives contribute only
4% to GDP globally (UN 2014). Along with the organizational hurdles of collective
ownership and democratic control, these additional costs seem to place extra burden on
co-operatives, leading to the question: how do co-operatives survive given the extra
challenges they face?

One answer that derives from organizational ecology (Hannan and Freeman 1993),
could be that co-operatives may occupy a special social and economic niche, thereby
avoiding competing directly with traditional firms. One aspect of such a niche might be
the profitability. There is evidence that co-operatives serve markets at rates of return
below those that proprietary firms choose (Hetherington 1991). Another aspect of a co-
operative niche may be social and community involvement. Co-operatives exhibit
multiple traits that might make their survival in such a niche possible. For example,
co-operatives often cultivate a sense of community that provides social benefits to their
members and their community (Birchall 1997; van Oorschot et al. 2013; Puusa et al.
2016). Co-operatives also sometimes behave differently than hierarchical firms. Craig
and Pencavel (1992) found that during an economic recession, hierarchical firms laid
off workers while co-operatives kept workers but lowered wages overall. Thus, co-
operatives appear to exhibit a set of traits oriented toward inclusive community
interaction which may help them inhabit a slightly different organizational niche than
tradition firms. This suggests that the most successful strategies for managing a co-op
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should differ from those for traditional businesses. We do not evaluate the separate
niche hypothesis in this paper. Instead, we explore the evolution of one potential trait
which might contribute to co-operative survival: the co-operative principles.

The co-operative principles are a set of operational guidelines for co-operative
businesses, which are extremely widespread and common among co-operatives of
many types. These principles include (1) voluntary and open membership, (2) demo-
cratic member control, (3) member economic participation, (4) autonomy and indepen-
dence, (5) education, training and information, (6) cooperation among co-operatives,
and (7) concern for community (International Cooperative Alliance 2015). Our basic
question is how the co-operative principles became so widespread. We develop an
evolutionary analysis of the global diffusion of the co-operative principles. We orga-
nize the available evidence on the evolution of the principles using standard empirical
rubrics common to organizational ecology and evolution, institutional evolution, cul-
tural evolution.

Our approach improves on prior case-driven research on cultural group selec-
tion. For example, while Richerson et al. (2016) provide broad evidence for the
operation of cultural group selection generally across social realms, they do not
explore a single case in depth and do not employ structured rubrics. And, while
Waring and colleagues (Hanes and Waring 2018; Waring and Acheson 2018) use
empirical rubrics to explore group-level cultural evolution in depth within specific
industries, they do not track the evolution of single well-defined trait. Our analysis
is also deeper than previous research on case-driven group-level cultural evolution
because it uses one well-articulated trait which can be tracked over 170 years of
historical evolution. Finally, our analysis also refines and integrates prior rubrics
on the evolution of group-level cultural traits.

2 Culture, cooperation and the evolution of Organizations

The human capacity to form and maintain culturally organized groups or ‘organiza-
tions’ is unique in the animal kingdom, and it relies directly upon two central human
traits: culture and cooperation. Human culture, composed of cultural traits (e.g. behav-
iors, beliefs, language, values, technology, institutions) can come to fit their social and
environmental conditions through a process of cultural adaptation (Boyd and Richerson
1985; Cavalli-Sforza and Feldman 1981). Cultural adaptation occurs when beneficial
cultural traits spread more than alternatives through teaching, imitation and learning
(Mesoudi 2017). For example, despite being superstitions, some food taboos may have
evolved to help individuals avoid toxic foods (Henrich and Henrich 2010). However,
not all culture is adaptive. Costly or maladaptive cultural traits can also spread even
though they impose a cost to the bearer, i.e. when highly educated people have fewer
offspring but are preferentially imitated (Boyd 2016). Cultural evolution provides a
general framework for studying the emergence and diffusion of cultural traits at any
level from individual behaviors, sports strategy and musical styles to corporate policy
and societal governance traits. Cultural evolution is consilient with institutional evolu-
tion (Hodgson and Knudsen 2010), organizational ecology (Hannan and Freeman
1993), and generalized Darwinian frameworks for understanding group-level human
cultural change.
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Cooperation' (aiding others) and altruistic behavior (aiding another at a cost to
oneself) have been explored at depth by evolutionary theory (Axelrod and Hamilton
1981; Rand 2016). The proclivity with which humans cooperate with non-kin is argued
to be one of our signature behavioral adaptations, and is a critical factor in explaining
the global success of the human species (Henrich 2015; Turchin 2007). Cooperative
behaviors can spread between individuals culturally via learning and imitation (Henrich
2015), and there is evidence to suggest we do so instinctually in time restricted
experiments (Rand 2016). The human ability to cooperate in groups and to develop systems
to nourish this ability is increasingly considered an important explanation for human social
systems, from markets (Henrich et al. 2010) and organized religion (Norenzayan and Shariff
2008) to systems of morality (Curry 2016). Consequently, cooperative human groups,
organized by word of mouth and maintained by oral tradition, have likely existed for
millennia. Today, modern organizations often have institutions and formal, written rules
which maintain cooperation and compliance of participants.

Institutions, such as formal rules, are group-level cultural traits, i.e. they are a
property of a group rather than an individual. Institutions are unique to human
evolution and integrating cultural prescriptions for cooperative and collaborative inter-
action in a group. Institutions are thought to evolve in the basic Darwinian sense,
varying and spreading between groups, and possibly impacting their success. However,
not all institutions are beneficial for the groups that adopt them. Some business
management ideas are virus-like fads, spreading rapidly and even carrying net costs,
while some have no effect at all but might spread by the random process of cultural drift
(Bikhchandani et al. 1992; Lansing and Cox 2011). Institutions with a favorable
influence on group outcomes that spread among groups as a result may be considered
institutional adaptations. However, economic efficiency is not the only criterion on
which selection operates, nor the only dimension of organizational fitness. This sets an
evolutionary approach to economic change apart from traditional economic theory.
Other factors constrain selection and expand the space of possible economic and social
design. For example, social factors (such as the maintenance of shared culture and
identity) and governance factors (such as mechanisms to ensure just allocations and
decisions) also influence organizational success and survival. Finally, organizational
survival and reproduction can be aided by both individual traits (such as cooperation)
and group-level traits (such as institutions) and their interactions.

The study of the evolution of co-operative organizations is far beyond the scope of
the present article. Instead, we analyze the evolution of the co-operative principles, a
codified group-level institutional trait, using available evidence from the global popu-
lation of English-speaking co-operatives.

3 Detecting institutional evolution
To understand how the co-operative principles emerged and became widespread we must

distinguish between three major modes of evolutionary change: neutral evolution, malad-
aptation, and adaptive evolution. A priori, the co-operative principles might have emerged

! We use terms such as “cooperation”, without a hyphen, to mean the behavioral act of assisting someone else.
We use terms such as “co-operative”, with a hyphen, to denote a specific type of organization: a “co-op.”
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via any of these processes. For example, as group-level traits, the co-operative principles
may have evolved as an adaptation among groups via group-level cultural selection
(Henrich 2004; Richerson et al. 2016). However, not all group-level traits are adaptations.
To avoid adaptationism, the assumption that a cultural trait has spread by adaptive processes
(Godfrey-Smith 2001), we must account for the basic components of adaptive evolution
individually: variation, selection and inheritance. While adaptive evolution requires all three
factors, other modes of evolution may still occur in the absence of selection, including, most
notably: cultural drift and the cultural equivalent of gene flow. Thus, we conduct a
transparent analysis of the available evidence pertaining to the evolution of the co-
operative principles using established empirical rubrics designed for this purpose.

In addition to the factors of Darwinian evolution (variation, selection and inheritance) we
utilize two empirical rubrics: Mesoudi et al. (2004) to highlight broad-scale evolutionary
patterns indicative of adaptive evolution, and Kline et al. (2017) to organize evidence on
group-level cultural evolution. The Kline rubric seen in Table 1 organizes evidence of (A)
the necessary preconditions for group-level cultural adaptation, and of (B) supplemental
indicators of group adaptation, helping to avoid adaptationist assumptions. Indicators are
characteristics, such as cooperation, which are difficult to explain without group-level forces
such as group selection. However, as Kline et al. (2017) point out, even when the force of
group-level cultural selection is in operation, it may still be overwhelmed by other evolu-
tionary forces such as cultural drift, or individual selection (e.g. see Waring et al. 2017).
Mesoudi et al. (2004) explored macro-evolutionary evidence on human cultural evolution
from the perspective of the Origin of Species. The authors argue that the same macro-
evolutionary patterns which Darwin observed are relevant to cultural evolution, including

Table 1 Two categories of evidence for group-level cultural selection include (A) the necessary and sufficient
preconditions of group-level cultural selection, and (B) indicators of group-level cultural adaptation. See Kline
et al. (2017) for further discussion of how to empirically detect group level cultural adaptations

(A) Conditions Evidence
Preconditions of (1) Group-structured Institutions, norms, and/or behavior vary by group. This
group-level variation in cultural may include variation in terms of presence, intensity, or
cultural selection trait frequency of the cultural trait.
(2) Group-structured Material outcomes vary by group.
outcomes

(3) Differential spread Selection mechanisms that account for trait proliferation,
including natural selection, cultural transmission, and/or

migration.
(B) Indicators Evidence
Indicators of Co-operative behavior ~ Behavior that benefits the group at the expense of the
group-level individual; especially in the context of a social dilemma

adaptation Enforcement behaviors ~ Observable individual behavior such as punishment, usage

and monitoring rules, and markers of social or resource
group membership.

Institutional Presence of institutions that support (but are not directly a
reinforcement part of) the focal cultural trait, such as social and resource
group boundaries and exclusive access, collective choice
procedures, dispute resolution mechanisms, or other
features facilitating self-governance.
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descent with modification, adaptive radiation, and convergent evolution. Structured account-
ing of this type will help distinguish which evolutionary processes are in evidence.

4 The co-operative principles as institutional traits

Assessing group-level cultural evolution requires a clearly defined group-level trait. In
their guidance notes on the co-operative principles, the International Co-operative
Alliance ( 2015) formally states that the principles should not be taken as doctrine,
but as a motivating framework for operation that is distinct from hierarchical firms.
While institutions are usually defined as formal rules, guidelines that outline rule
making processes are also institutions (Hodgson 2019). The co-operative principles
also provide a philosophical ethos that differentiate co-operatives from investor-owned
firms as owned, run, and for the benefit of their members (Novkovic 2008). In effect,
co-operatives should act as firms, but profit their members and their communities rather
than shareholders. In addition, the co-operative operates as a social institution
that should enhance its members socially by providing community (Puusa et al.
2016). The International Cooperative Alliance reflects this duality in their
guidance notes (ICA 2015).

The first incarnation of the co-operative principles acted both as operating guidelines
for the business of their originators, the Rochdale pioneers, and as a political statement.
The Rochdale pioneers emerged from labor movements such as Owenism and Char-
tism, which had developed in response to poverty and inequality created by industri-
alization and capitalism (Fairbairn 1994; Thompson 1994). These principles spread
across England and the world, helping those struggling during the industrial revolution
by advocating mutual self-help and community. Once codified by the international co-
operative alliance, the principles were presented as a unifying narrative, an ethos of
democracy and mutual self-help that presented an idea of enterprise and business that
stood for the political goals of social justice and the equitable enrichment of society,
rather than to benefit the capital class (Fairbairn 1994; ICA 2015).

In practice, co-operatives heterogeneously use the principles to guide their
decision making, though a thorough census of their use is still lacking. In general,
open membership, democratic member control, member economic participation,
education, training and information, and concern for community are seen as
central to maintaining a cooperative (Novkovic 2008; Oczkowski et al. 2013).
Oczkowski et al. (2013) found that these five principles played a central role in the
eyes of co-operative board members in Australia, and Novkovic (2006) found
complementary evidence in 3 co-operatives in Canada. However, Kleanthous
(2017) found that only 5 of the 30 credit union members interviewed had heard
of the principles. This suggests that the principles are not uniformly recognized
across the many types of co-operatives.

The co-operative principles provide an exemplary case study because they are
clearly defined as institutional trait, and one that has been transmitted between
many groups over almost two centuries. Therefore, we should ask if the co-
operative principles have spread because they are beneficial to co-operatives
(constituting an institutional adaptation), or merely because they are easy to
transmit (constituting a fad).
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5 Explicit evolutionary analysis

To assess the evolution of the co-operative principles, we apply empirical rubrics from
Mesoudi et al. (2004). and Kline et al. (2017) to the history of co-operatives in the
United States and Europe, a summary of which can be found in Appendix 1. We report
the evidence in each category whether it supports or detracts from the adaptive
hypothesis.

5.1 Environment, population and trait

Co-operatives appear to occupy a slightly different organizational niche than traditional
businesses, positioned further in the marketplace from high profits but with stronger
reciprocal relations with the local community. Co-operative organizations are those that
exhibit both shared ownership and shared control. All such organizations constitute the
study population. The co-operative principles are an institution (or group-level cultural trait)
and may be considered as either a single unitary trait (e.g. “the principles’”) when presence
or absence can be observed, or as a set of individual traits (e.g. “democratic control,” and
“education” etc.) when more detailed data are available.

5.2 Factors of Darwinian evolution
5.2.1 Variation

The co-operative principles have varied considerably over time and among groups
(Table 2). We do not have multiple samples of the principles from any singular time period
due to logistical constraints on research, but history reveals many variations over time.
These variations appear to have largely emerged from intentional innovation, rather than
through errors or chance alterations.

Innovation, intentional change, or ‘guided variation,” is not contrary to selection or
adaptation (Boyd and Richerson 1985), but generates variation on which selection can
act (Hodgson and Knudsen 2010). Birchall (1997) documents the intention of each
change made by the International Cooperative Alliance (ICA) to the principles, for
example: in 1966 ‘cash trading’ was eliminated to fit the growing trend of effective
credit and lending practices; ‘cooperation between co-operatives’ was added in 1966 to
help build a larger co-operative economy; ‘concern for community’ was included in
1995 as an attempt to make co-operatives a driver of economic prosperity. These
intentional changes emerge through accumulated experience from many co-
operatives on how the principles are faring in the current environment (Oczkowski
et al. 2013).

In a Dawinian process these variants “should be competing for differential repre-
sentations in the future (Mesoudi et al. 2004,).” For example, the in early co-operative
movement many of the Rochdale pioneers were members of the Owenite movement,
which influenced the first article of the statues of Rochdale pioneers (Fairbairn 1994).
However, this initial vision of the Rochdale Pioneers was gradually replaced by a
tendency towards political and religious neutrality, which the ICA defined as one of the
co-operative principles in 1937.
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Table 2 The four major iterations of the co-operative principles assigned a common functional categorization.
The number of principles varies between iterations. The ICA has not revised the principles since 1995. Drawn
from Fairbairn (1994), and Birchall (1997)

Rule Type

1860
Rochdale Pioneers (9)

1937
LC.A. (7)

1966
LC.A. (6)

1995
LC.A. (7)

Democracy

Economic
Participation

Education

Cash
Trading

Quality

Quantity
Openness
Interest

Neutrality

@ Springer

The principle of “one
member one vote”
should obtain in
government and the
equality of the sexes
in membership

Management should be
in the hands of
officers and
committee elected
periodically

Capital should be of
their own providing
and bear a fixed
rate of interest

Profits should be
divided pro rata upon
the amount
of purchases made by
each member

Frequent statements and
balance sheets should
be presented to
members

A definite percentage of
profits should be
allotted to education

Market prices should be
charged, and no
credit given nor
asked

Only the purest
provisions
procurable should be
supplied to members

Full weight and
measure should be
given

Distribution of the

surplus to the
members in
proportion to

their transactions

Promotion
of Education

Cash trading

Democratic Control Democracy

Equitable

return of
surpluses to
members

Provision of
education

Open Membership  Open &

Limited interest
on capital

Political and
religious
neutrality

Voluntary
Membership

Limited interest
on share
capital

(2) Democratic
Member Control

(3) Member
Economic
Participation

(5) Education,
training and
information

(1) Voluntary and
Open Membership
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Table 2 (continued)

Rule Type 1860 1937 1966 1995
Rochdale Pioneers (9) L.C.A. (7) L.C.A. (6) L.C.A. (7)
Cooperation Co-operation (6) Cooperation
Between between among
Coops coops co-operatives
Autonomy (4) Autonomy and
Independence
Community (7) Concem for
community

5.2.2 Transmission

Evidence for the transmission of the principles between co-operatives is significant.
Some examples of indirect evidence include the correspondence between early co-
operative thinkers Robert Owen and Charles Fournier, which developed both of their
views and influenced the societies that resulted from their work (Desroche 1971).
Additionally, the Pioneers expanded their operations to new co-operative stores that
appear to have been founded on the principles (Fairbairn 1994). Finally, Chambers
(1962) explains how the Cooperative League of the United States (CLUSA) worked to
spread the Rochdale model within the United States.

Direct evidence of transmission shows it occurring through two basic mechanisms,
imitative social learning and migration. Imitative learning between groups was important
for local transmission of the co-op principles. For example, when pre-existing co-operatives
in England came in contact with the Rochdale Pioneers, many came to adopt the principles
(Fairbairn 1994). Social learning can also occur over large distances with writing and
modern communication technology. For example, the originator of the successful
Mondragon co-operatives, Arizmendi, learned about Rochdale and the principles through
his seminary studies (Whyte 1995). Between-group social learning can also be facilitated by
network organizations such as the International Cooperative Alliance, which disseminate
the principles globally with via communication technology. One example of this is New
Generation Co-operatives, who included membership fees and requirements in their inter-
pretation of the open membership principle. This practice appears to have become codified
in the ICA’s ( 2015) guidelines for the co-operative principles, and now membership fees
and contracts have become common in co-ops across sectors.

Migration has also been an important mechanism of transmission, especially over
longer distances. The Rochdale principles were transmitted to the rest of Europe and
Scandinavia when people with co-operative experience migrated from England
(Fairbairn 1994), and migrants from Scandinavia used the principles when founding
new co-operatives in the American Midwest (Birchall 1997).

5.2.3 Selection
The general mechanism for institutional adaption is group-level cultural selection

(Henrich 2004). It occurs when a trait variant causes groups who possess it to
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outcompete those that do not in evolutionary terms. Selection on the co-operative
principles would be evident if they impacted the survival and performance of co-
operatives who hold to them when compared to other firm types or co-operatives who
do not. Research on co-operative survival touches on retention of members (Gray and
Kraenzle 1998; Nilsson et al. 2017) and operational longevity (Grashuis 2020b; Valette
et al. 2018), and measures of performance and market competition indicators such as
growth (Kyriakopoulos et al. 2004) and income (Grashuis and Su 2019)..

The broadest evidence for the selection of the co-operative principles is their special
role in the historical successes of the Co-op Group and the Mondragon Corporation,
two of the largest co-operatives in the world. Both organizations were founded using
specially modified versions of the principles and grew to multi-billion-dollar interna-
tional businesses. In both cases, the modified principles appear to have bolstered their
success by retaining membership and contributing to growth. In a smaller case study of
worker co-ops in Spain, Guzman et al. (2020) found that companies who adhere to the
principles in operation show significantly greater performance in terms of employee
and business growth. These results illustrate that the principles, as a collection of traits,
can have adaptive value to some co-operatives in some environments.

Selection pressure might also accrue for or against a single principle. One example is the
‘cash trading’ principle, which contributed to both the operational longevity of the Rochdale
pioneers and their performance. Accepting credit was a risky business choice in the 1800s,
and contributed to the fall of Rochdale Friendly Cooperative Society (Fairbairn 1994). The
Rochdale Pioneers learned from this and altered their practices (and written policy) to
stipulate that trading must be conducted with cash (Thompson 1994). ‘Cash trading’
remained an ICA principle until the 1966 revision when credit had become a more reliable
medium of exchange (Birchall 1997; ICA 1966). This shows that market competition
caused selection on co-operatives for business-relevant principles, and as the business
environment changed, so did the selection for working with credit. Similarly, the education
principle may also have been selected for by helping co-operatives retain members. Ferreira
et al. (2020) found that in Brazilian dairy co-operatives technical training programs
increased member satisfaction and loyalty.

The social and political environment may also select for or against certain principles
as they can influence member motivations and constrain a co-operative’s autonomy.
For example, engagement with the surrounding community was found to be highly
advantageous among a group of new generation co-operatives (Merrett and Walzer
2001). Something similar occurred when the CLUSA rejected a push to formally
endorse Marxism in 1928 and chose to keep the principle of political neutrality
(Chambers 1962). The selective retention of the political neutrality principle appears
to have allowed CLUSA co-ops to avoid the ire of anti-communist movements such as
McCarthyism, although we have no comparison case.

Importantly, some of the co-operative principles might work to breed cooperation among
members, helping co-operatives survive, and thus constituting an adaptation. Several co-
operative principles, most prominently member economic participation, cooperation among
co-operatives, and concern for community, establish descriptive norms that emphasize
cooperation as opposed to free riding. Other principles, such as membership rules can
further help to create an effective environment for cooperation. For example, Iliopoulos and
Theodorakopoulou show how mandatory membership rules can determine cooperation
outcomes and co-operative success (Iliopoulos and Theodorakopoulou 2014).
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The “new generation co-operatives” further illustrate how the principles have evolved to
support cooperation. Many agricultural co-operatives collapsed in the 1900s when farmer-
members sold their goods elsewhere for a higher price. Facing a similar pressure in the
1990s, new generation co-ops increasing investment costs through more structured rights,
requirements, and membership fees, increasing the cost of defecting in the social dilemma
and the benefit of cooperation, causing more members to cooperate (Merrett and Walzer
2001). This change also coincided with a ‘co-operative fever’ in the upper Midwest which
saw the creation of over 100 new co-operatives of this model (Grashuis and Cook 2018).
Grashuis and Cook (2018) explain how many NGCs eventually failed, likely due to
liquidity constraints and poor financial structure. We conclude that membership fees, which
are now quite common in many types of co-operatives, likely supported cooperation by
raising the stake of members in the co-operative venture. Furthermore, similar membership
fees and requirements have been institutionalized in co-operative principles guidelines
published by the ICA (ICA 2015), which stress that membership entails and rests on certain
responsibilities. More recently, membership fees were seen to be associated more with
surviving farmer co-operatives in Ghana than with inactive co-operatives (Grashuis and
Dary 2021), possibly as a result of group-level cultural selection.

A final piece of evidence shows that the principle of democratic operation appears to have
been selected for at least once. First, in early US co-op history, those with democratic
management survived longer than those with autocratic structure (Parker 1937). More
recently, Kyriakopoulos et al. (2004) showed that Dutch co-operatives which employ the
one-member-one-vote interpretation of the democratic control principle appear to have better
economic success than co-operatives with share-based voting, though this effect has not
replicated in other countries (Benos et al. 2016). Additionally, democratic member control
does not appear to impose overwhelming operating or control costs (Chaddad and Iliopoulos
2013), and the feeling of control given to members increases their loyalty and retention
(Figueiredo and Franco 2018; Laurett and Franco 2018). Given the evidence, it appears as
though democratic control results in a net benefit to co-operative organizations, both through
direct economic benefit in some circumstances, and in member retention. These patterns of
selection derive from the shared ownership and control of co-operatives and would not be
expected among hierarchical organizations. Therefore, the struggle for survival among co-
ops works to select the rules, operating principles, and the execution of those principles
which confer the best survival advantage to the groups which implement them.

5.3 Macroevolutionary patterns
5.3.1 Descent with modification

Descent with modification is hallmark historical pattern of adaptive evolution in which
the features inherited from one generation are modified in a subsequent generation and
carried forward to still future generations (Darwin 1859). In other words, descent with
modification occurs when the original function of a trait changes or when the trait does
not perform its original function anymore (Mesoudi et al. 2004). Descent with modi-
fication is readily observable in the history of the co-operative principles, both within
and between traditions or lineages (Fig. 1).

The education principle constitutes a prime example of how a trait has lost its
original functions and has been repurposed to serve other functions. Rochdale Pioneers’
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A 1844 1860 1936 1956 1966 19871995
1840) 1850 | 1870 1880 1890 1900 1910 1920 1930 ||940 1950 ||960 ||970 1980 | |2000

L1 I I JY TR Y T I YO I T T

FCS  RP ICA ICA ICA

Rochdale —o—> > > >0

Nﬂansmls&on
Mondragon Lo——>0
MC MC

B Democracy r

Participation ? |—mergers
Education S — 10dlifications
Trading ¢ J
Quality CE—— deleti
Quantity - — deletions
Neutrality CaEEE——

Interest N
Openm?ss L J additions

Networking S

Autonomy -

Community -

Fig. 1 A) Descent with modification between the Rochdale-ICA and Mondragon traditions. B) Descent with
modification within the Rochdale-ICA tradition, showing mergers, alterations, additions, and deletions.
Intentionality modifications are still subject to Darwinian processes

vision included “the intellectual improvement of the members” in every respect and in
all subjects touching their lives, from science to economics to accounting to co-
operative theory. Throughout the nineteenth century, the Rochdale-inspired British
co-operative movement emphasized this all-encompassing education training
(Fairbairn 1994). But the scope of this principle has narrowed over the time and the
current “education, training, and information” principle concentrates on the education
related only to the nature and benefits of co-operatives (ICA 2015).

Within the Rochdale-ICA tradition the principles were modified at least four times,
with numerous additions, deletions, mergers, and simplifications (Table 2). Even the
original principles codified by the Rochdale pioneers were themselves intentional
modifications of guiding principles used by the former “Friendly Cooperative Society”
(Fairbairn 1994). Other modifications included forbidding trade based on credit, which
had caused problems for previous groups. Later, the International Cooperative Alliance
altered the principles to make them more accessible across different industries and
sectors (Birchall 1997). Further updates in 1966 and 1995 modified the principles to fit
current social and economic contexts. Descent with modification can also be observed
between the Rochdale-ICA and the Mondragon traditions. The Mondragon version of
the principles were adopted from Rochdale-ICA, but were modified likely to suit the
different needs of a labor co-operative.

This reconstruction reveals a number of gaps in the historical record. Despite these
gaps, the result reveals a pattern of evolutionary descent with modification that conflicts
with non-evolutionary models of culture, such as evoked culture (e.g. Gangestad et al.
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2006) and cultural attractors (Sperber 1996). In all cases, the modifications were made
with clear intent. For example, the elimination of cash trading in 1966 fit the growing
trend of effective credit and lending, and the addition of concern for community in
1995 was an attempt to make co-operatives a driver of economic prosperity (Birchall
1997). However, the presence of intentionality does not change the pattern of descent
with modification, or the pattern of response to the environment.

5.3.2 Convergent evolution

A final indicator of adaptive evolution is the emergence of the same solution to a
similar problem in different lineages or populations. Convergent evolution is a strong
indicator of adaptive evolution because it offers an independent confirmation that the
evolved trait has adaptive value in a shared environment. The designs revealed by
convergent evolution indicate especially effective regions of design space. Examples of
convergent evolution abound in the natural world, e.g. wings for flight evolved
separately in mammals (bats) and birds, as did swimming flippers in birds (penguins),
mammals (dolphins) and fish, and eyes for vision have evolved independently in
numerous separate lineages. The institutional design principles derived by Ostrom
(1990) provide a probable case of convergent evolution with the co-operative princi-
ples. The principles Ostrom described are a distillation of the most important rules
observed in natural resource user groups. Thus, Ostrom’s rules are reasonably compa-
rable to the co-operative principles because of their origin in a population of groups
whose members are socially and economically interdependent.

To consider the possibility convergent cultural evolution with appropriate skepti-
cism, environments and traits must both be compared. First, the socio-economic
environments share a central feature: a cooperative dilemma critical to group success.
Natural resource user groups face a dilemma inherent in common pool resource (CPR)
management, while modern market-based co-operatives face a public goods (PG)
dilemma. In both CPR and PG contexts, individual cooperation is necessary for group
success, and institutions can bolster cooperation. Thus, both rule sets have evolved in
groups where cooperation determined collective success. The economic conditions are
not identical, however. In co-ops, free riding is the act of benefitting from but not
contributing to the common productive effort and is easily detected. In common pool
resource groups, by contrast, overconsumption of shared resources constitutes free
riding but can be difficult to observe. Such differences may influence the evolution
of each rule set.

The relationships between the functional prescriptions of both sets of principles is
categorized in Table 3. We find five one-to-one matches between the two rule sets. The
matches are in the domains of membership, participation, group decision-making,
group freedom, and between-group relations. Both rule sets contain a rule on member-
ship (CP1, IP1), a group decision-making rule (CP2, IP3), a rule describing appropriate
participation (CP3, IP2), an expression of group-level freedom (CP4, IP7), and a rule
concerning between group relationships (CP6, IP8). In addition, although voluntary
and open membership (CP1) stresses inclusivity, in practice co-ops keep a member list,
have membership fees, and behavioral requirements, matching the spirit of clear user-
group boundaries (IP1). The principles which were not directly matched are largely
explained by the differences between the CPR vs PG contexts, or differences between
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Table 3 Five of the seven modern co-operative principles have a 1-to-1 match with Ostrom’s institutional
design principles. The remaining two are missing in Ostrom either because the focus of Ostrom’s research
excluded consideration (CP5, education) or due to environmental differences between CPR groups and
market-based co-operatives. Three Ostrom principles are not found among co-operatives. Cooperation
maintenance rules (IP4 & IP5) may be absent in the co-op principles because free riding is more observable
in the public good contribution structure of co-ops than in the natural resource user groups of Ostrom’s
research. Paraphrased principles are presented in appendix Table 3

Rule Category Topic Match  Discussion

Membership 1-to-1 Open membership (CP1) and clear boundaries (IP1) both define partic-
ipation standards. Although IP1 is exclusive, and CP1 is inclusive,
standard practice and ICA guidelines both suggest CP1 is typically
implemented with membership status and fees, which create a clear list
of members, matching IP1.

Group decision  1-to-1 Democratic member control (CP2) is a specific type of collective choice
making arrangement (IP 3).
Participation 1-to-1 Member economic participation (CP3) is a general requirement of which
proportional costs and benefits (IP2) is a specific implementation.
Group freedom  1-to-1 Autonomy and independence (CP4) and recognition of rights to organize
(IP7) both stipulate group-level freedom.
Between-group  1-to-1 Cooperation among co-operatives (CP6) and coordination among rele-
relations vant groups (IP8) both stipulate positive between-group relationships.
Transmission co-ops (CP5)  While co-operatives promote education and training to spread and
only improve their practices, many of Ostrom’s groups were

resource-dependent and had a strong culture of resource use.

However, education and transmission is still required to maintain the
institutions Ostrom describes. Ostrom also sought to explain effective
resource use, not institutional longevity. The focus of Ostrom is more

narrow.
External co-ops CP7) While some evidence suggests that community outreach benefits
generosity only co-operatives (CITE), external generosity may have different impli-
cations among natural resource user groups.
Cooperation Ostrom (IP4,  Co-operatives may not require monitoring (IP4) because free riding may
maintenance IPS) only be more observable in public good scenarios than common pool
resources where users may extract resources clandestinely.
Governance Ostrom (IP6)  Possibly implicit in democratic member control (CP2).
only

the focus of Ostrom’s investigation and the co-operative context. A better comparison
could perhaps be made with rules in practice in CPR groups instead of a scientific
summary of them.

The comparison with Ostrom’s institutional principles reveals that the Rochdale-
ICA principles are not unique as group-level cultural traits. In fact, five of seven of the
principles have emerged in the natural resource context. Although the case for conver-
gent evolution is incomplete without evidence of isolation between populations, this
homology is yet further evidence that the co-operative principles are themselves a
group-level cultural adaptation.

Moreover, Ostrom and colleagues specifically argued that the institutional principles
constituted group-level cultural adaptations (Wilson et al. 2013).
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The congruence between the Ostrom principles and the co-operative principles has
been used by researchers to study co-operatives more effectively (Tschopp et al. 2018).
For example, Iliopoulos and Theodorakopoulou (2014) show that a mandatory mem-
bership policy (conflicts with the Ostrom principles in letter and the co-operative
principles in spirit) makes the free rider problem unbearable in a wine co-operative in
Greece (Iliopoulos and Theodorakopoulou 2014). Jelsma et al. (2017) found that highly
successful small scale palm oil co-operatives can be succinctly described and explained
with Ostrom’s CA principles (Jelsma et al. 2017). And most importantly, Grashuis and
Dary (2021) find that active farmer co-operatives in Ghana exhibit Ostrom’s design
principles differently than inactive co-operatives. Among other factors, active co-
operatives have clearer boundaries, more specific rules, more often pay membership
fees (Grashuis and Dary 2021). This literature suggests that Ostrom’s design principles
may even be superior to the co-operative principles in some regards.

5.4 Assessing group-level cultural adaptation

The evidence for group-level cultural adaptation is summarized in Table 4. As a whole,
the co-operative principles satisfy the logical criteria for group-level adaptations in
various times and places. The co-operative principles vary in content, interpretation and
even number between co-operatives. They have been transmitted between co-ops
numerous times and have impacted the success of co-operatives in multiple document-
ed cases. Moreover, the principles appear to promote and stabilize cooperation within
co-operatives in some cases, principles 1-3 bear directly on the maintenance of
cooperation among members, and five principles are close matches Ostrom’s principles
which are also known to support cooperation. Moreover, the principles exhibit three
hallmark evolutionary patterns, descent with modification (within Rochdale-ICA tra-
dition), adaptive radiation (to Spanish labor unions, United States), and convergent
evolution (with Ostrom’s design principles for CPR groups). The historical record,
therefore, bears a striking pattern of cumulative cultural evolutionary change, but rarely
is the evidence complete. We conclude that the principles have constituted cultural
adaptations for co-operatives as whole only in 1840’s England and 1950’s Spain.
Generally, the evidence is consistent with a mix of evolutionary processes varying
over time, and various principles may have been selected against. The evidence is
suggestive that certain portions of the principles (singly or in groups) have been
beneficial to co-operatives in a patchwork fashion, especially those which bolster
cooperation and enhance education.

6 Discussion

Our review of the historical evidence suggests that the spread of the co-operative
principles since the mid 1800’s may be partly explained by their beneficial effects on
the co-operatives that adopted them, thereby contributing to the adaptive evolution of
co-operatives. The evidence suggests that the principles are not entirely neutral, nor do
they appear to constitute a costly or maladaptive fad. This conclusion is further
supported by evidence for the indicators of group-level cultural adaptation, such as
mechanisms to support cooperation and reduce free-riding, as well as the discovery of
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Table 4 Evidence for group-level cultural selection includes information on (A) the requirements of group-
level selection, (B) the indicators of group-level cultural adaptation such as individual cooperation, and (C)
patterns common to adaptive evolution generally. Table adapted from Kline et al. (2017). The co-operative
principles have persisted among co-operatives for over 170 years, suggesting that overall, they may have a
slight positive effect on organizational success

(A) Requirements for group-level cultural selection

Requirements

Evidence

(1) Group-structured variation in cultural
trait

(2) Group-structured outcomes

(3) Differential spread (selection)

* As rules, each principle is logically a group-level cultural trait.

« Different requirements for investment in new-generation
co-ops (Birchall 1997)

* Voluntary membership principle differed between USSR and
ICA (Birchall 1997)

* Arizmendi altered the Rochdale model for labor and longevity
(Whyte 1995)

« Differential use of principles (Chambers 1962)

 Changes: disallow credit, build capital, include non-members
(Thompson 1994)

* Use of principles correlated with success (Fairbairn 1994)

* 1-member-1-vote rule correlated with profit, growth
(Kyriakopoulos et al. 2004)

* Open membership principle spurred growth (Fairbairn 1994)

» Use of principles correlates with success for Knights of Labor,
Sovereigns of Industry, Patrons of Husbandry (Parker 1956;
Parker 1937)

* Use of democratic principle correlated with survival (Parker
1937)

 Co-operative firms respond to recession by cutting wages but
keeping employees while hierarchical firms lay off em-
ployees (Craig and Pencavel 1992)

* Use of credit (principle) caused failure (Fairbairn 1994)

* Policy change led to business growth (Thompson 1994)

« Use hierarchical practices or political non-neutrality caused
failure (Parker 1937)

« Dissemination of principles with almanac (Fairbairn 1994)

* Rochdale principles spread to CLUSA (Chambers 1962)

* Rochdale principles spread (with modification) to Mondragon
(Whyte 1995,

» Whyte and Whyte 1991)

* Rochdale principles used to found new co-operatives
(Fairbairn 1994)

¢ Scandinavian immigrants opened co-operatives in US
(Merrett and Walzer 2001)

* Mondragon ideas (not principles) spread to US, UK, ICA
(Quigley 2013)

» Membership rules (akin to principles) may influence co-op
survival in Ghana (Grashuis and Dary 2021)

(B) Indicators of group-level cultural adaptation

Indicators

Cooperative behavior

@ Springer

Evidence

* Co-operatives require member cooperation and principles
highlight it.

* Decreasing price makes free-riding more attractive, therefore
“cooperation” is required in the game theoretic sense.
(Birchall 1997)
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Table 4 (continued)

(A) Requirements for group-level cultural selection

Requirements Evidence

* One member one vote constitutes cooperation in
decision-making.
* Members pay membership fees and work for the co-operative
(ICA ICA 2015)
* Similarity with Ostrom’s principles governing cooperation in
CPRs (Ostrom 1990)
Enforcement behaviors* * Peer pressure to contribute (Gupta, 2014).

Institutional reinforcement* * Membership, participation, decision-making principles sup-
port cooperation.
* Membership fees, responsibilities, etc.
(Oczkowski et al. 2013).

(C) Hallmark patterns of adaptive evolution
Hallmark patterns Evidence

Adaptive radiation Rochdale principles spread to labor unions in Mondragon,
Spain and were modified there. Mondragon became as
successful as the Co-op Group.

Descent with modification Modifications to the principles have been passed down over
time, creating a pattern of accumulated changes, or descent
with modification. Fig. 1.

Convergent evolution The co-op principles share 5 major functional similarities with
organizational principles that emerged among successful
common-pool resource groups.

hallmark patterns of adaptive evolution including adaptive radiation, descent with
modification, and convergent evolution.

It is important to contextualize and qualify this conclusion. We are not suggesting
that the co-operative principles are the primary driver of success among co-operatives.
Many factors determine the success of co-operatives, including business strategy
(Benos et al. 2016), the strength of local competition, and membership characteristics,
among others. Such factors may drive co-operative business outcomes far more than
the co-operative principles do. But adaptive evolution can occur when small effects
accumulate across a population, over long periods. The co-operative principles might
have spread via adaptive group-level cultural evolution even while only weakly
beneficial, and even though other factors are stronger determinants of the success of
individual co-operatives. In addition, because adaptive change depends on relative
fitness, the principles might have spread via adaptive evolution even as the global
population of co-operatives declines, so long as they enhance the survival and repro-
duction of co-operatives. Moreover, we are not suggesting that the principles have been
uniformly adaptive for all co-operatives, or in all contexts. Some principles may be
costly overall. The strongest case for the principles as adaptations comes from the 1844
codification, which appears to have been directly beneficial by clarifying solutions for
co-operative challenges, in facilitating their modification, and by helping co-operatives
multiply.
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As a qualitative evaluation of the literature, our approach is limited. First, the
literature may itself be biased, which would bias our evaluation, and there is also no
way to ensure that we have not missed relevant literature or evidence. Second,
qualitative analysis is prone to interpretive error. We have attempted to lessen this
problem by using established and transparent empirical rubrics, and by searching for
evidence against the adaptive hypothesis. However, future research is necessary to
overcome this limitation. We believe that sufficient data for a quantitative study of the
evolution of the co-operative principles do not currently exist. Collecting such data was
also beyond our capacity. However, we are hopeful that a more refined and quantitative
analysis can be made to test our conclusions with quantitative rigor. For example, with
sufficient data a phylogenetic analysis (e.g. Collard and Tehrani 2005; Tehrani 2013;
Youngblood et al. 2020), or survival analysis (Giot and Schwienbacher 2007; Grashuis
2020a; Iwasaki and Ko¢enda 2020; Tavassoli and Jienwatcharamongkhol 2016) might
become possible with respect to the co-operative principles.

7 Conclusion

This research adds to the literature on institutional evolution from an explicit, cultural
evolutionary perspective, in multiple regards. We contribute to applied cultural evolu-
tionary research by exploring a specific institutional trait in a well-defined class of
organization (co-operatives). Our approach advances case-driven research on group-
level cultural evolution with a complex and well-defined trait that allows for deeper
analysis. And, we have synthesized evolutionary rubrics for future applied
institutional evolutionary research. The proposition that institutions evolve is
itself quite basic, but an evolutionary framework can help make cause and
effect in institutional change more transparent.

We believe applied cultural evolutionary analysis can be valuable for society, and
specifically for co-operatives. We think that co-operatives can use this and similar
research to improve the institutional rules they employ. Our explorations suggest to us
that the co-operative principles are imperfect, and in some cases possibly even mal-
adaptive. Therefore, co-operative organizations such as the ICA would do well to
reconsider the principles in the light of the modern science of cooperation and Ostrom’s
institutional design principles especially.

APPENDIX

Institutional adaptation in the evolution of the ‘Co-operative Principles’.
Waring, Lange, & Chakraborty.

A History of Co-operative Principles.
A full history co-operative organizations is far beyond the scope of this paper, though
Birchall (1997) provides a fairly comprehensive history of co-operatives through the

twentieth century. We sketch a history of the co-operative principles, so to investigate
whether they have had any influence on the co-operative success.
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Rochdale Society of Equitable Pioneers.

The co-operative principles likely have multiple sources (Davidovic and Cooperative
Union of Canada 1966), and they contain echos of many co-operative style movements
within Europe. Prior to the formalization of any principles, socialist responses to
industrialization and capitalism fomented in many parts of Europe (Calhoun 1993).
Among the leaders of these were Robert Owen, an English socialist thinker who
corresponded with many others in Europe about industrialization and his versions of
socialist utopias (Thompson 1994). Though Owen’s vision of a social communitarian
was secular in nature, his correspondence (sometimes agonistic in nature) with religious
socialists including Charles Fournier in France, helped to influence his view of how
society should be organized (Desroche 1971).

The first iteration of the ICA’s co-operative principles appear to have first emerged
in 1844 with the “Rochdale Society of Equitable Pioneers” in the town of Rochdale,
England (International Cooperative Alliance 2015). Fairbairn (1994) and Thompson
(1994) describe their inception in detail. The town of Rochdale was a producer of hand-
woven flannel prior to the industrial revolution and a center of co-operative experi-
mentation and thought. But the mechanization of textile looms and American import
tariffs crippled the demand for handwoven flannel, and lead to a loss of wages and
employment for the majority of the town, resulting in poverty, hunger, unrest, and
violent protests in 1808 and 1829. These dismal conditions made the town of Rochdale
fertile for the Owenite and Chartist labor movements (Fairbairn 1994; Thompson
1994). In an effort to provide for the community, 60 weavers and Owenites opened a
co-operative store called the “Rochdale Friendly Cooperative Society” in 1830. This
store lasted for two years, but unsuccessful use of credit and overwhelming debt
eventually led to its demise (Fairbairn 1994).

Then in 1844, weavers and Owenites together founded a similar “mutual self-help
society” and wholesale goods store. This new “Rochdale Society of Equitable Pio-
neers” had the same goal as the “Cooperative Society” of improving economic
conditions for weavers, but also aimed to succeed where the prior venture had failed.
They conjectured that the “cooperative society” failed because it limited its transactions
to members, worked in credit, and did not focus on profit. The Pioneers decided to alter
these practices by allowing non-members to trade, dealing strictly in cash, and striving
to produce a capital surplus. These three policy changes brought increases in revenue
and allowed the pioneers to expand their business (Thompson 1994).

From 1845 to 1850, membership rose from 74 to 600, and sales from the store grew 18-
fold to £13,180. Fairbairn (1994) postulates that this substantial growth was due to the
society’s policy of openness and inclusion, which allowed them to absorb membership from
several of the towns collapsed educational, political, and economic organizations. This
growth continued after 1850, and with it came the opening of new stores in different
communities. In 1863, the pioneers joined with other retail-oriented co-operatives to form
the Cooperative Wholesale Society, to focus on the wholesale business. The Cooperative
Wholesale Society also saw immense growth, diversifying to retailers and manufacturers,
and expanding to 584 separate groups by 1878, and again to 1065 in 1940 (Fairbairn 1994).
The Society has since grown to become The Co-operative Group, a multibillion dollar
consumer co-operative with over 70,000 employees, and 4.6 million members which shares
organizational continuity with the Pioneers (Co-op Group 2017).
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The Pioneers had developed a founding set of bylaws which they disseminated to
other groups through the publication of an almanac of rules of practice. The 1860
edition of this almanac had the earliest version of what could be described as the co-
operative principles. These rules of conduct were later synthesized and codified by the
International Cooperative Alliance in 1937 (Fairbairn 1994). Since that time, co-
operative organizations have adopted and revised the principles that came from Roch-
dale, and the original Pioneers held in esteem (ICA 2015). Table 2 compares four
historical versions of the principles.

Co-operatives through the Great Depression.

The formation of consumer and producer co-operatives in the United States during the
1800’s and early 1900’s was slow relative to UK and the rest of Europe. Early co-
operative societies often failed. Birchall (1997) argues that these failures were attribut-
able to a lack of familiarity with co-operative organizations, the American culture of
individualism, and spread of exploitative enterprises that masqueraded as co-operatives.
These early co-ops were isolated from each other, and only a few followed Rochdale’s
ideals, such as the “one member, one vote” rule (Chambers 1962; Parker 1937). Two
successful co-operative organizations which did follow the Rochdale principles includ-
ed the Knights of Labor and the Sovereigns of Industry, two labor unions who opened
stores to give their members the benefits of wholesale priced goods (Parker 1956). By
1875 the Sovereigns of Industry had grown to over 300 separate groups many of which
ceased to be co-operatives because of their financial success (Parker 1937).

In 1916 co-operative enthusiasts James and Agnes Warbasse formed the Coopera-
tive League of the United States (CLUSA) to provide the co-operative community with
greater coordination and dialogue. The League was organized using the Rochdale
principles, and brought together many individual co-operatives and co-operative net-
works across the United States (Chambers 1962). Immigrants from Scandinavia
brought experience of consumer co-operatives from Europe and were important in
the early days of the CLUSA (Parker 1937). The League considered abandoning the
Rochdale model in favor of a top-down, autocratic structure similar to traditional
American firms (Parker 1937). However, the autocratically inclined co-operatives
eventually suffered bankruptcy (Parker 1937). The CLUSA also experienced political
pressure from communists whose effort to remove the Rochdale principle of political
neutrality was narrowly defeated in 1928 (Chambers 1962).

From the onset of the great depression through the early 1930’s, consumer co-
operatives and CLUSA membership saw a 35% increase in membership to 1500
societies and 750,000 members (Parker 1937), which was even exceeded by co-
operative growth in Europe (Hilson 2013). “Self-Help” co-operatives, reinforced by
federal grants from the Federal Emergency Relief Administration, supplied food and
work to over half a million families across 37 states, many of which made the transition
to consumer co-operatives (Parker 1956). These co-operatives accounted for some of
this slow but steady growth through the early thirties, and the growth was highest
where there was cohesion and cooperation between co-operatives (Parker 1956).
Agricultural purchasing co-operatives, formed to lower input costs by sharing supply
purchases also boomed during the depression (Parker 1956; Parker 1937), with pur-
chasing growing more than 3-fold to $250 million in a decade. New Deal legislation
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also expanded agricultural co-operative purchasing power, and aiding many farmers
during the depression (USDA 1999).

The Mondragon Corporation.

An important part of co-operative history comes from the worker co-operatives of the
town Mondragoén in Spain’s Basque country. In 1956 an industrial worker co-operative
was founded by the students of social organizer and priest José¢ Arizmendiarrieta
(Whyte and Whyte 1991). Arizmendiarrieta had earlier learned of Rochdale and the
co-operatives principles during his seminary studies. He was concerned that although
the Rochdale consumer co-operatives were successful, the Owenite worker co-
operatives (industrial textile firms) had reverted to private ownership (Whyte 1995).
Drawing on humanist and Catholic social thought (Herrera 2004), Arizmendiarrieta
sought to improve on the Owenite model so that new co-operatives could endure as co-
operatives (Whyte 1995). The successful co-operative sparked similar efforts in other
domains, which eventually grew into a flourishing confederation of co-operatives.

Mondragon worker co-operatives have a distinct structure and organizational cul-
ture. Although worker owned and democratically controlled, Mondragon co-operatives
use elected democratic leadership to govern businesses affairs (Whyte and
Whyte 1991). These differences extend to their guiding principles as well. In
1987 Mondragon formally approved a set of ten principles which Whyte and
Whyte (1991) argue were modified from those of Rochdale. They are: (1) Open
admission, (2) Democratic organization, (3) Sovereignty of Labor, (4) Instru-
mental and subordinate nature of capital, (5) Participatory management, (6)
Payment solidarity, (7) Inter-cooperation, (8) Social transformation, (9) Univer-
sality, (10) Education (Mondragon Corporation 2017a).

The Mondragon model was extremely successful (Whyte and Whyte 1991). Since
the 1950s, the Mondragon co-operatives have achieved remarkable success, rivaling or
exceeding that of the Co-operative Group. Today, the Mondragon Corporation is a
regional cluster of 98 co-operatives spread across the industrial, retail, finance and
knowledge industries. In 2017, the Mondragon Corporation generated revenue of more
than 12 billion EUR, had devoted 25 million EUR devoted to social action, and
employed 80,000 people (Mondragon Corporation 2017b). Some argue that
Mondragon innovations developed solutions to some of the major obstacles facing
co-operatives, which could be considered adaptations (Whyte and Whyte 1991). For
example, the limited worker-to-management pay ratios (which vary between 1:3 and
1:9) appears to build social solidarity (Herrera 2004), and limiting non-owner em-
ployees to 10% might help maintain collective ownership in a successful and growing
co-operative (Whyte and Whyte 1991).

More recently, Mondragon ideas and practices have spread to other worker
co-operatives in England, Pennsylvania (Quigley 2013), California (Arizmendi
Association 2016), and the Northeast United States (ICA Group 2017). The
International Co-operative Alliance (ICA) facilitated the adoption of certain
Mondragon features (Whyte 1995), and the US-based Industrial Cooperative
Association, or “ICA Group” adopted and promulgated the Mondragon ap-
proach, working Mondragon principles for worker co-operatives into their
ICA Model Bylaws, which were used to support the development of worker
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co-operatives in the United states (ICA Group 2017). In summary, the co-
operative principles were transmitted to Mondragon where they were intention-
ally modified for longevity and became a founding part of a very successful
cluster of worker co-operatives, from which they have been spread again.

New Generation Agricultural Co-operatives.

In the 1990’s technological changes and vertical integration in the agriculture industry
led to a substantial decrease in the value that farmers received from their crops
(Drabenstott 1994). From 1910 to 1990, a farmer’s share of their crops dropped from
41 cents on the dollar, to 9 cents. Agricultural producer co-operatives were unable to
cope with these changes. Low entrance costs and a lack of enforcement allowed free-
riding members to sell their crops elsewhere if the price was higher. Many agricultural
co-operatives folded (Birchall 1997).

To combat the these issues and increase the value the received from their
crops, farmers in North Dakota and Minnesota started “New Generation” co-
operatives (Harris et al. 1996; Merrett and Walzer 2001) which differed from
traditional co-operatives in three distinct ways. First, substantial membership
dues were instituted with the goals of raising capital and to provide a disin-
centive to free-riding behavior. Second, the co-operative would only accept a
number of fixed amounts of produce from their members called shares, which
were accompanied by voting rights. Third, community members were allowed
to purchase non-voting shares so that they could purchase produce at a
discounted rate. These new practices were not implemented as changes to the
co-operative principles, but as supplemental operating procedures (Birchall
1997; Merrett and Walzer 2001).

These new procedures were successful, and member farmer’s earnings improved
after their implementation (Birchall 1997). Additionally, the new co-operatives brought
$2 billion in investment and 5000 jobs to rural areas of North Dakota and Minnesota
(Birchall 1997).

Current Distribution.

Co-operatives are widespread today, with over 2.9 million co-operatives world-
wide, 1.2 billion members and over 279 million employees (Eum 2017). The
top 300 of these co-operatives gross $2.1 trillion USD annually (Bazzana et al.
2017). In 2017, over 39,000 co-operative organizations across the United States
employed over 636,000 people (Hueth 2017). The majority of these organiza-
tions were in the financial services sector, followed by commercial sales and
marketing, and social and public services. Although co-operatives are wide-
spread, no consistent data is available on the present distribution of the co-
operative principles. However, an informal survey demonstrates that the princi-
ples are at least displayed, promoted, or discussed by co-operatives in the
housing, insurance, utilities, food, financial, childcare, purchasing, art & craft,
and agriculture industries in the United States covering consumer, worker and
producer co-operatives. (See Appendix Table 7 for details.)
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Table 5 Evidence of Darwinian Factors among the Co-operative Principles

Principles Variation Inheritance Selection
Principles as a * Early co-operatives had no « Rochdale principles were ¢ The co-operatives with the
whole principles, some transmitted to many Rochdale or Mondragon
principles, or Rochdale different groups, principles persisted lon-
principles. including Mondragon ger.
* Mondragon intentionally (Whyte 1995) and * Autocratically inclined
changed some of the CLUSA (Chambers co-operatives eventually
Rochdale principles, 1962) suffered bankruptcy, and
creating variations. *Publication of almanacs of ~ CLUSA retained Roch-
» Few early American rules of practice. dale principles (Parker
co-operatives followed  * Mondragon ideas spread 1937).
Rochdale’s principles. to other co-operatives, * Policy change led to
* ICA documented the like the Philadelphia business growth
intention of each change Area Co-operative Alli- (Thompson 1994)
it has made to the ance in the United States, < Use of principles
principles. co-operative businesses correlates with success
* Arizmendi altered the in England, and the In- for KoL, Sol, PoH
Owen/Rochdale model ternational Co-operative (Parker 1956, Parker
for labor and for Alliance 1937).
longevity (Whyte 1995). Principles expanded to
* Differential use of new co-operatives when
principles (Chambers Pioneers expanded their
1962) operation.
* Intentional changes: * CLUSA worked to spread
Disallowing credit, the co-operative eco-
building capital, nomic model, including
including non-members the co-operative princi-
(Thompson 1994) ples.

» When pre-existing co--
operatives in England
came in contact with the
Rochdale Pioneers, many
adopted the principles.

* Originator of Mondragon
learned about Rochdale
and the principles
through his seminary
studies (Whyte 1995).

» Network organizations
such as the ICA
disseminate the
principles globally with
communication
technology.

* Rochdale principles
transmitted to the rest of
the Europe and
Scandinavia when people
with co-operative experi-
ence migrated from En-
gland.

* Later, migrants from
Scandinavia brought the
principles with them and
formed new
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Table 5 (continued)

Principles

Variation

Inheritance

Selection

1) OPEN:
Voluntary and
open
membership/
Open admission

2) DEMO:
Democratic
member control/
Democratic or-
ganization

@ Springer

* “New Generation” had
membership dues, only
accepted a fixed amount
of produce from their
members, and
community members
could purchase at a
discounted rate.

* Some had “one member
one vote” while others
had proportional voting.

co-operatives in the
American Midwest
(Birchall 1997)

* Mondragon ideas spread
to US, UK, ICA
(Arizmendi Association
2016; ICA Group 2017,
Quigley 2013; Whyte
1995)

* Dissemination of
principles with almanac
(Fairbairn 1994)

* Formation of Cooperative
Wholesale Society

* New Generation
interpretation of open
membership that
includes membership
fees and requirements
became codified in the
ICA’s ( 2015) principle
guidelines, and now
membership fees have
become pervasive in
co-operatives across sec-
tors.

* Membership fees
increased cost of
defecting in a social
dilemma, causing more
members to cooperate

* Open membership
principle caused growth
(Fairbairn 1994)

* co-ops with one member
one vote had higher eco-
nomic performance than
those with proportional
voting.

« In the US, those with

democratic management
survived longer than
those with autocratic
structure (Parker 1937)

* Dutch co-operatives which

employ the one-member
one-vote interpretation of
democratic control prin-
ciple appear to have bet-
ter economic success
than co-operatives with
share-based voting.
These patterns of selec-
tion derive from the
shared ownership and
control of co-operatives
and would not be ex-
pected among hierarchi-
cal organizations.
One-member-one-vote
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Table 5 (continued)

Principles Variation Inheritance Selection

rule correlated with
profit, growth
(Kyriakopoulos et al.

2004)

3) ECON: * Many agricultural
Member co-operatives folded
economic from 1910 to 1990, when
participation/ a farmer’s share of their
Participatory crops dropped from 41
management cents on the dollar to 9

cents, probably due to
free-riding members,
who sold their crops
elsewhere if the price
was higher.

* New Generation
procedures were
successful, and member
farmer’s earnings
improved after their
implementation.

* French Wine
Co-operatives that return
more of their surplus to
their members, in accor-
dance with the guidelines
to the co-operative
principles, have higher
success rates (Valette

et al. 2018)
4) BTWN: Inter-cooperation * Added by ICA in 1966
Cooperation designed to help build
among larger co-operative econ-
co-operatives/ omy.
5) COMM: * Added by ICA in 1995
Concern for intended to make
community/ So- co-operatives a driver of
cial economic prosperity,
transformation, particularly in rural areas.
Universality
6) CASH/ * NO: Rochdale Friendly * Rochdale Friendly
CREDIT Cooperative Society Cooperative Society did
* YES, from intentional not persist
change: Rochdale * Rochdale Society of
Society of Equitable Equitable Pioneers
Pioneers persisted longer, brought
* Elimination of cash increases in revenue, and
trading by ICA in 1966 expanded their business.
intended to fit the * Market competition
growing trend of caused selection on
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Table 5 (continued)

Principles Variation

Selection

effective credit and
lending practices.

7) NEUT:
Political
Neutrality

co-operatives for
business-reliant
principles, and as the
business environment
changed, so did the se-
lection for working with
credit.

« Use of credit (principle)
caused failure (Fairbairn
1994)

* Retention of political
neutrality may have
allowed CLUSA o-ops to
survive when groups that
embraced Marxism came
under attack, but we
don’t have direct evi-
dence.

Table 6 The Mondragon Principles. The Basic Principles of the MONDRAGON Co-operative Experience
were approved at our first Co-operative Congress held in October 1987. They include a set of ideas forged
over more than 30 years of operation as a co-operative and are set out below in a condensed version. From
https://www.mondragon-corporation.com/en/co-operative-experience/our-principles/

Title Description

Open admission The MONDRAGON co-operative experience is open to all men and women
who accept these Basic Principles without any type of discrimination.

Democratic organisation The basic equality of worker-members in terms of their rights to be, possess
and know, which implies acceptance of a democratically organised
company based on the sovereignty of the General Assembly, electing
governing bodies and collaborating with managerial bodies.

Sovereignty of labour Labour is the main factor for transforming nature, society and human beings
themselves. As a result, the systematic recruitment of salaried workers
has been abandoned, full sovereignty is attached to labour, the wealth
created is distributed in terms of the labour provided and there is a will to
extend the job options available to all members of society.

Instrumental and subordinate Capital is considered to be an instrument subordinate to labour, which is
nature of capital necessary for business development. Therefore, it is understood to be
worthy of fair and suitable remuneration, which is limited and not
directly linked to the profits obtained, and availability subordinate to the
continuity and development of the co-operative.

Participatory management
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Table 6 (continued)

Title

Description

Payment solidarity

Inter-cooperation

Social transformation

Universality

Education

The steady development of self-management and, consequently, of member
participation in the area of company management which, in turn, requires
the development of adequate mechanisms for participation, transparent
information, consultation and negotiation, the application of training
plans and internal promotion.

Sufficient and fair pay for work as a basic principle of its management,
based on the permanent vocation for sufficient collective social
promotion in accordance with the real possibilities the co-operative has,
and fair on an internal, external and MCC level.

As the specific application of solidarity and as a requirement for business
efficiency, the Principle of Inter-cooperation should be evident: between
individual co-operatives, between subgroups and between the
Mondragon co-operative experience and Basque co-operative
organisations, and co-operative movements in Spain, Europe and the rest
of the world.

The willingness to ensure fair social transformation with other peoples by
being involved in an expansion process that helps towards their
economic and social reconstruction and with the construction of a freer,
fairer and more caring Basque society.

Its solidarity with all those who work for economic democracy in the area of
the Social Economy by adopting the objectives of Peace, Justice and
Development which are inherent to the International Co-operative
Movement.

To promote the establishment of the principles stated above, it is essential to
set aside sufficient human and financial resources for co-operative,
professional and youth education.
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