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Abstract

Over the last three decades cooperatives expedaumeleration of institutional innovation with
the introduction of many variations to the referemeodel. It is certainly not surprising that coops
changed their organizational structure over timiate the challenges of world. In the United States
and in Canada they are commonly referred thNe@s generation cooperatives Italy and Spain as
cooperativegroups or network of cooperative®ne of the main feature of these new organizationa
structures is their attempt to take some advantafigbe investor oriented firms (above all in
capital raising activities) while retaining the mal/cooperative status. Many of these changes have
been undertaken to facilitate the growth of themnrises both in domestic market and abroad. Due
to the wideness of the phenomenon we could namtashéhree decades the age of hybridization.
However in some cases the search for new structuesd further and assumed the aspect of
conversion of mutuals into stock firms. Our papell weal with this latter part of the story,
focusing on cooperatives that preferred conversiodemutualization to hybridization. The paper
describes the chronology and the geography of deathmétion and analyses the forces that drove it
over the last decades. The main conclusion is dieatutualization provided solutions for real
problems, as hybridization did, however the chdieaveen these two options seems to have been
more a matter of ideology than of efficiency.

Keywords: cooperatives, demutualization, hybridization
Jel classification: N80

1. Introduction

Over the last decades the world economy has underd@r-reaching changes which have
shaped the current framework of international edigiin. Gerald Epstein summarized them in three
words, neoliberalism, globalization and financiatien! These processes deeply affected not only
the firms’ strategies but also their governance féddms of enterprises facing these new challenges
have changed in some way their organizational &tres as well as their financial strategies. Even
cooperatives tried to do it experiencing a wavenabvations such as new forms of cooperative
enterprises have emerged. In the United StatesaBdnada they are commonly referred tiNasv
generation cooperativesn Italy and Spain asooperativegroups or network of cooperative®ne
of the main feature of these new organizationaicsiires is their attempt to take some advantages
of the investor oriented firms (above all in capitaising activities) while retaining the
mutual/cooperative status. According to some ecasisnthey can be considered an hybrid, the
publicly listed cooperative (Nilsson 2001, Chaddawl Cook 2004; Bekkum, O.F. van and J.
Bijman, 2006). No doubts that this innovation irustures and organizational models has been the
salient feature of coops at the turn of XXI centuviany of these changes have been undertaken to

1 Gerald Epsteirfrinancialization and the World Econonglward Elgar Publishing, 2005



facilitate the growth of the enterprises both inm@stic market and abroad. As historians we are
not in a position to say what is now emerging wid the cooperation of the XXI century, but
certainly we could name the last three decadesgleeof hybridization. Besides at the end of this
transformation a new paradigm with a new set afi@sland reference models could emerge.

However in some cases the search for new structuwees further and assumed the aspect of
conversion of mutuals into stock firms. Our papell weal with this latter part of the story,
focusing on cooperatives that preferred conversratlemutualization to hybridization.

Historically demutualization is primarily a probleofi the time after the Second World War, or
to be more precise, one of the last few decadesd@bnition see § 2). It started earlier in some
countries and was taken over in others later. g flmesis of ours is, that this forging ahead byieso
and falling behind by others, was not a processoaicidence. Fabio Chaddad observed: “...most
notably Australia, Great Britain, South Africa atih@ USA” were engaged in this process (Chaddad
2004, 576). Alfred Chandler suggested the USA bemye tuned to a competitive oriented
economy than other major countries (Chandler 19R0)as in the USA where the competitive
oriented “Chicago-School” of economists flourishead later was able of influencing the whole
world. Also privatization and deregulation stariedthis country. Therefore it was not by chance
that the United States acted a path-breaker al#weicase of demutualization. On a broad scale the
movement started in the USA, spread first to thegléeSaxon countries by a process called
Americanization, and later influenced decision-magkin all parts of the world. Only in few
countries demutualization was not put on the ageusiaally where legislation placed restrictions
on conversion. France as the sole opted for arditepath. Indeed, in the same years in which
coops demutualized worldwide, the French governmeauualised the 34 regional savings banks
with a new law on financial securityWe could say that also the map of countries thdtndt
follow the US model was not a process of coincigenc

Most persons engaged in demutualization were cardito do the right thing, especially to ease
capital constraints of the respective firm, anddioyng so, enrich the old and new owners. Not so
much by exploiting customers but through a betteganization, an improved management,
decision-making and so on. Many persons involvatsicered coops a more or less outdated form
of enterprise. Though in 2010 demutualization cargbestioned, decision-makers in the previous
two decades usually had the best intentions andekieconscious when demutualizing their coop.

The aim of this essay is to address the demuttigiiz@rocess in an historical perspective and
provide some explanations for its acceleration akerlast two decades and its slowdown after the
2008 financial crisis.

Among others, four questions deserve an answer:

® Why demutualization was a worldwide process?

® What has been driving demutualization?

® Did demutualization take place in public interest?

® \What is the relationship between demutualizatiaoh laybridization?

An answer to all these questions will be providethie following paragraphs

2 Over the 1990s the 186 French Saving Banks wergaaized into 34 regional-based banks and onerralti
bank which operated as one group (the market stasearound 10%). After this reorganization theaggl savings
banks were mutualised with the Law R6 of June 1999 A pyramid scheme was set up. At the basis wielocal
savings societies which hold all the shares ofthengs banks to which they were attached. Amdhgrdhings, the
mutualization made it possible to project the metmgween the Savings bank group and the Credibrti$niSo in
2006, the Banques Populaires and the Caisses dipaiegan the process with the creation of theit gubsidiary,
Natixis and in 2009 the two groups merged theitredinstitutions, giving birth to the second lasg&rench banking
group.
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2.  Why demutualization was a worldwide process?

A. A problem of definition

Before addressing these issues is important togecy definition of demutualization, because it
has been defined in at least three different waipe. first one that dates back to nineties and has
been clearly restated by Chaddad and Cook in 20042807

it is a change in the ownership structure of usemnexdl and controlled organizations from a mutuah tr-profit,
proprietary organization. As a result of demutwslian, residual claim and control rights are regssil among
stakeholders with implications to firm behavioudaperformance. In particular, cooperative membersights are
converted to unrestricted common stock ownerskiptsiin a corporate organization...

Following this definition the mergers of coops irder to create a new one, the purchases of
companies by coops, the creation of companies owmnedcooperatives, the creation of a
cooperative group are not examples of demutuatimatThat means that the deep changes in
structure and organization experienced by many e@dpye movements over the last thirty years
all over the world cannot be considered a sorteofdtualization. Instead they are to be classifeed a
institutional innovation aimed to face increasimgnpetition and globalization.

Very clear as well as very deep is the differenesvben the definition described above and the
following offered by Zvi Galor in 2007 which is samarised in figure 1. According to this scholar
the great part of new form of cooperatives like M@C in USA and Canada or the Cooperative

Model of demutualizations
|Demutua|ization of cooperatives

Cooperatives
cease to exist

Into a stock company
belonging to the same members

cooperatives Changes in the cooperative
merged identity

/ \ Into a stock company \
Into another  Into private owned by stock holders
cooperative company

Cwnership divided Cooperative
between existing members purchases private
and new non-members companies

group in Italy risk to be classified as examplesl@hutualization.

In other words the definition of demutualizationimimately connected with the debate on
traditional versus new coops. We will come bacthmissue later.

A partially different view is that taken by Griffis 2004 who claims that "the origin of
demutualization is when the cooperative has lgstdoperative identity and what distinguishes it
from investor-oriented companies.” In other wordsidentified two stages of demutualization: a
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first-one in which cooperatives loose their valaesl the second one, characterised by the formal
conversion in investor oriented enterprises. Tiesv was shared also by the ICA president of that
time, lvano Barberini, a former manager of theidtalconsumer cooperation, who in 2007 claimed:

"The economic value of cooperation is the resulthef implementation of its social values for
the benefit of members and of the community in White cooperatives operate. Nevertheless, on
occasion this has not been the case, and changesak&n a direction that is anything but the right
one. In diverse parts of the world, certain mapoperative groups have favoured the logic of pure
financial gain and market dynamics, to the detrintdrihe characteristic identity of cooperation. In
certain situations, decisions of this kind havetledhe complete “demutualization” of cooperative
enterprises."(Barberini 2007)

To sum up we can say that at least three kind fofitlens of demutualization has been used by
scholars and practitioners: the first one focusomg ownership structure (Chaddad 2004 and
Birchall 1998), the second taking into consideratioe deviation from traditional cooperatives (Zvi
Galor 2007) and the third one based on the coagesd|Griffith 2004 and Barberini 2007).

To end this part it is worth remembering the pahtview of the private sector, quoting the
demutualization definition proposed by the finahdi&tionary of the Australia and New Zealand
Banking Group Limited: Demutualization is "the pess of changing a mutual or cooperative
association into a public company by convertingititerests of members into shareholdings, which
can then be traded through a stock exchange. Exangdl mutuals in Australia are building
societies, credit unions and some large insuramsté@utions. Their structure limits their activii¢éo
servicing their members and inhibits their abilibypursue profits and diversification as freely as
companies."(www.anz.com)

As you can see this view not only defines, but &splains why demutualization happens. The
definition permits us to understand how demutusibrahas been considered by the private sector,
at least in one of the countries that led the Witaglso offers a different explanation based on the
rhetoric of efficiency and competition.

B) Phases of demutualization

Conversion of coops or mutuals into investor oeenénterprises and vice versa dates back to
the origin of the cooperative moveme(itlayers and Smith 1986; Carson J.M., Forster M1l a
McNamara, M.J., 1998; De Bonis, Manzone and Tretf#®4). Nevertheless it is possible to
identify decades in which demutualization trendseag as well as periods characterised by an
opposite trend.

Unfortunately there is a considerable lack of datademutualization. The issue has been
researched only for the USA. Fitzgerald listed t@Ses up to 1968, counted from 1900 or even
earlier. Covering 1968-1987 he listed another &®sahowever without providing the exact years
in all cases. From this information and from taldlewe can gather two impressions. First
demutualization took place in the USA during ak ttime, and second their numbers went up
during the last decades. Though we have no spatiaimation we can presume that the
phenomenon was not unknown to European or othertiies. However, the lack of interest in such
a move in other countries may be a hint that it was of particular significance elsewhere.
However, demutualization became a significant issueng the last two decades. Though further
investigation is needed, available data suggesbédh, the USA and Europe that since the late
1980s demutualization has entered a new phasegatbared by a substantial intensification. There
is also indication of its spread to South Africadalapan until the outbreak of financial crisis in
2008. According to economic branches demutualinatvas unevenly spread involving especially
insurance/banking as well as agricultural coopeeatiand occasionally other sectors. The largest
wave of demutualization, involving more than 100liom persons, was, of course, the dismantling
of agricultural coops in the socialist world. Algos took place mainly during the 1990s (though in

3 The XIX century debate, known in Sweden as liigebattle about principles”, provides an example.
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some cases it is still not carried out yet), itsitig is another proof for the thesis of a new phase
since about two decades.

Table 1. The conversion of mutuals in investor orieted firms in USA, 1900-2000

Years Carson-Foster- J}John F] Viswanathan anfiMayers and Smith 2002
McNamara  1998Fitzgerald 1987Cummins 2003 datedata (propriety-casualfy
data (life insurers) | data (insurancp(propriety liability, life| company insurance)

companies) health insurers)

1900-1910 5

1911-1920 2

1921-1930 8 12

1931-1940 2 3

1941-1950 3

1951-1960 2 7

1961-1970 3 5 29

1971-1980 3 10 14

1981-1990 - 3 21 22

1991-2000 - 51 -

Source: Viswanathan, K. S., and J. D. Cummins, 2@@&ership Structure Changes in the InsurancestngtuAn
Analysis of DemutualizationJournal of Risk and Insuranc&0: 401-432; Mayers, D., and C. W. Smith, 2002;
Ownership Structure and Control: Property-Casustityurer Conversions to Stock Chartdgurnal of Financial
Services Resear@il: 117-144; Carson J.M., Forster M.D. and McNamavl.J., 1998, ‘Changes in ownership
structure: theory and evidence from life-insuremdéualizations’, Journal of Insurance Issues, 2221 Fitzgerald,
John F., Demutualization case studies: a 20 yaatsri, in: Journal of insurance regulation, Vol.Nb. 2, Dec. 1990,
pp. 287-310.

Table 2 Demutualization in some countries during 180-2010

Country First demutualization Other demutualization

United Kingdom 1989 Abbey National (building995-1999: 18 building societies and 4
society) farmer coops

Australia 1970s generalized phenoment®00-1999: 10 building societies and
(farmer’s coops) 60 general cooperatives (agriculture,

taxi, stock exchange)

Canada 1999

South Africa 1998 Sanlam (mutual life insurance)

Japan 2000 Daido Life (life insurance) 2000-201®lif¢ insurance

Former socialist countries 1990s agricultural coops

Source: Cummins and Venard 2007, Cronan 1995 a@8; Birchall 1998; Reserve Bank of Australia, BtifieJanuary
1999

At the turn of the 2% century, after many years of demutualization esfigan the insurance
sector in USA, UK and Australia, the phenomenomtatiato spread also in other countries like
Canada, South Africa, Japan, Ireland, and so aten i conversions seemed to be restricted to two
sectors, agriculture and finance, neverthelessntieenational cooperative movement started to be
more and more worried. ICA organized a web pagdhis issue and in 2007 made a call for
creating a committee of scholars for deeper ingastn.

It was only with the outbreak of the financial eign 2008 that interest on demutualization came
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to and end. Above all the financial crisis put ba agenda new issues. In some country like UK the
failures of demutualized societies, namely Northeotk and Bradford & Bingley, led consumers
to transfer their business back to the mutual Ingldiocieties. In other words a new interest on
mutualization emerged. However, in other countiiesdemutualizing process went on. Last April
the Japanese Dai-ichi Life converted into an inMestiented company. Anyway until now the
other three major Japanese life insurance compédmaes not showed any interest to demutualize
into stock companies.

In the last phase of demutualization an even arsewg tendency started: re-mutualization. In
September 2009 Building Societies Association hield a report from The Oxford Centre for
Mutual & Employee-owned Business Kellogg Collegkedi Converting failed financial institutions
into mutual organizationsOn this occasion the very innovative proposal wasched: the
conversion of Northern Rock into a mutual. Why wlais proposal so innovative? Northern Rock
was a cooperative British building society whichsveanverted into a company in 1992. During the
financial crisis government saved it from bankrypad later turned it into public ownership again.
According to the report, re-mutualization shoulddoasidered a way to dispose of Northern Rock
(and of state-owned enterprises in general), guitew sort of privatization.

The main goal of Northern Rock’s conversion wasgjgay taxpayersstrengthen competition in
the financial market, and create a more diversifi@ancial sectorby the diffusion of low risk
enterprises like mutuals (All-Party Parliamentaryo@ for Building Societies and Financial
Mutuals 2006).

It is not an issue of historians to predict a reaepf the de-mutualization-trend, but we think it
is important to witness the emergence of this n#itude to mutuals and cooperatives. It is also
important that demutualization is no longer peredito be a one-way road. Re-mutualization of a
previously demutualized coop is an option sincethe

Still one issue remains unexplained: why was desaiiztation first wide-spread in the USA and
the Anglo-Saxon world and only later spread inrgda scale to other countries? Here the concept
of Americanization may help: Demutualization fitteery well into the basic concept of American
competitive capitalism (Chandler 1990), thus ih@ssurprise that it mushroomed especially in the
USA during the last decades. At the same time ithiexactly the period of the third wave of
Americanization in the economy (Schroter 2005). Walzation took on the form of
Americanization. During this phase enterprises frabmoad looked to the USA for new and
improved forms above all in the fields of finanoeganization and government. However, with the
2008-collaps this model has lost its attractiofac which surely has repercussions on the question
of demutualization.

3 What drove demutualization?

Many reasons have been advanced to explain thetdelaation process of the last decades.
We can collect them into five groups. Except tH#hfiall approaches can boast of a long standing
tradition in economic and sociological literatuvée will deal with all, one after the other.

1) Organizational isomorphism. According to thispegach conversion in investor oriented
enterprises would be the final stage of a non asegrisomorphic trend aimed to get legitimacy
from society, from market or from financial institns. (Hawley 1968, Meyer 1979 and Fennell
1980).

2) Cultural reasons. The same cultural environntiegit supported privatization from the 1980s

onwards created a sympathetic attitude to the ppooedemutualization. (Birchall 1998).

3) Expropriation by managers (Hind 1997; Mayers &ndth 1986)

4) Political reasons. The dismantling of the sastiadystem in Europe entailed a wide-spread
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demutualization, simply because people perceivepe@tives as part of socialism and wanted to
do away with it. During the anti-socialist wave wiiswept through the respective countries during
the 1990s people in many quarters thought dematatan to be in public interest in order to
liquidate possible pockets of socialist resistafWgegren 2009, Ameline 2002).

5) Inefficiency or lack of growth perspectives. Thtarting point of this approach is the
conviction that for some reasons (vaguely definegperty rights, financial constraints, limited
horizon of cooperative members) cooperative streclimits or even inhibits growth and viability
of enterprise (Schrader 1989, Collins 1991; Fult8a5, Cook 1995, Holmstrom 1999).

C.1 IsomorphismThe convergence of the organizational forms,amdy of enterprises but also
of political and social institutions, is the maioncern of the isomorphic approach. In 1968
Hawley's defined isomorphism as a process thaefoome unit in a population to resemble other
units that face the same set of environmental ¢immd$i. As a consequence of this attitude the
organizational structure would stepwise modify le direction of increasing comparability with
environmental characteristics. Since his pione@epa lot of research was undertaken to identify
forces behind the isomorphic processes. A decddeNeéeyer (1979) and Fennell (1980) identified
two types of isomorphism: competitive and instiagal. According to the former the need for
efficiency and competition would be the drivingderof the organizational innovation and would
explain the growing homogeneity of organizationkisTis the view usually taken by economists,
even those following the property right approacbwidver "highly structured organizational fields
provide a context in which individual efforts toadeationally with uncertainty and constraint often
lead, in the aggregate, to homogeneity in structaudture, and output” (Di Maggio and Powel
1983, p. 147). In other words organizations competiejust for resources and customers, but for
political power and institutional legitimacy, besauthe latter can be the way for social as well as
economic success. Thus, institutional isomorphikat tan proceed without increasing internal
organizational efficiency.

Further deepening by Paul J. Di Maggio and Walter Rgwell permitted to identify three
mechanisms by which institutional isomorphic chaageurs: coercive, mimetic and normative.

Coercive isomorphism results from the enforcemeihtaws and regulations or from the
compulsory adoption of standard operating proceduvemetic isomorphism occurs in absence of
any coercive authority, but when uncertainty anel tdck of appropriate human capital suggest
imitation as the most viable solution. The last,am@mative isomorphism, is driven by the formal
education in institutions, both general and vocstipthe networks of professionals and the filtgrin
of personnel.

Even if similarity can make it easier for organiaatto transact with each other, to attract staff
with a better curriculum, to be acknowledged astitegte and reputable, nothing can insure that
these characteristics create conformist organizatimore efficient than their deviant peers. This
conclusion explains us why institutional isomorphis so different from the competitive one.

The isomorphic approach has been applied to cotperstudies since the beginning of the
1990s. The first important contribution came fromgBr in 1994. By usingopulation ecologyhe
tried to explain why cooperatives may graduallyeldkeir identity. Bager distinguishes between
"congruent isomorphism as the one which homogenihespopulation (or subpopulation) of
cooperatives and non-congruent isomorphism whichmdgenizes cooperatives with non-
cooperatives” (1994:43). In his view cooperativesstitute one group of population of formal
organizations within an economy and an industryriigu the movement’s initial decades, the
number of cooperatives was so large that they fdrenéightly connected group, and hence there
was “congruent isomorphism”. During the last desaddechnological and economic
transformations drove cooperatives to imitate theciices of private-owned enterprise, therefore
non-congruent isomorphism has become dominamtsum up when tempting to improve their
competitiveness by assimilating routines or eveatesgies of successful private owned enterprises,
cooperatives take the risk of losing their identityother words in an international economy which
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strongly focuses on capital, we can expect conwerf cooperatives into private owned
enterprises.

Over the last twenty years many researchers haweected the organizational transformation of
coops to the institutional isomorphism, above &the mimetic and normative kind. The increasing
competition and globalization as well as the sdviesditutional changes that characterised the last
decades would have been creating an external emwent dominated by uncertainty. Several
cooperatives all over the world answered to thig/ ballenge by copying private enterprises
procedure and strategies. A new generation of ne@eagsometime coming from private
enterprises, but always with a formal educatiomgiated the adoption of more market oriented
operating routines and procedures, while toningrdeulidarity values (Battilani 2009 and Battilani
and Bertagnoni 2010). Finally the emerging of lasgale cooperatives re-shaped the relationship
between members and managers, strengthening thefribie latter (Cazzuffi and Hunt 2009).

Given for granted that isomorphism can explainitasonal change that characterised coops
over the last decades, the question if it also egplain demutualizationdoes not find a final
answer. Above all because demutualization remanestficted to some sectors and countries,
whereas the convergence between coops and invesih@d enterprises seems to be a more general
trend. So it remains for scholars to explain whgame countries isomorphism reached its highest
stage by conversion but not in all; or in other dgrwhy in some sectors or in some countries
social or economic legitimacy apparently requirechdtualization while in others it did not.

C.2 Cultural reasonsStrictly connected to institutional isomorphismaiscultural hypothesis,
according to which demutualization would be a sbiy-product of privatization of public-owned
enterprise. In analysing the UK experience, Bircblaimed 1998 that the same cultural values and
beliefs supporting privatization asked for the damlization of coops. So when privatization came
to an end, demutualization began. At the time madhyolars and professionals in the media
predicted mutual organizations to be soon extinetause ownership structure of mutuals is too
inflexible for a rapidly changing financial world.

Trying to apply this model to the Australian caie]1999 Garry Cronan came to the conclusion
that even if in that country the conversion trermkxasts with privatization, rather the latter
followed the former. In any case, several argumantsupport of privatization have been used in
support of demutualization too. Connecting the walt transformation that accompanied and
supported privatization with the institutional isorphism, we could conclude that demutualization
occurred where the new ideas of increased compespread both quick and deeply.

C.3 Expropriation by managersfhe focus on management permits us to introduee th
expropriation hypothesis. It contends that demigzatbn may be motivated by the chance of
transferring wealth to management at the expenseeofibers. The starting point is the entrance of
a new generation of managers with formal educati@my similar to the one received by the
executives of the investor oriented enterprisesnlining these changes with the principle-agent
theory some scholars drove the attention to thdlicobetween managers and members. Mayers
and Smith (1986) analysing the conversion (in ttase amutualization of the USA insurers
suggested that wealth expropriation provides aiplesexplanation for conversion and identified a
number of potential wealth-transfers that couldungn both direction: from members to managers
and vice versa. However, in 1969 Hetherington Haghdy suggested this kind of interpretation
claiming that demutualization could be motivatedtbg self-interest of managers. Finally, Hind
claimed in 1999 that in the later stages of the dijcle, agricultural cooperatives, now being large
and more market oriented, were stimulated to redlwe aspirations of the managers, rather than
those of the farmers. In 2003 Tayler in his redeavo the demutualization of UK building
societies, concluded that in many cases managepheygd an active role in demutualizing their
societies. Based on this evidence, he suggestedtdalization to be inevitable when management
does not defend mutuality.




Cook et al (2001) gave several examples of senaragers of financial mutuals making large short
term financial gains as a result of a demutualiratincluding payouts, increased salaries in the ne
enterprise and a disproportionate number of shtras had been set aside for the managers and
directors from those issued to the members. Steph@001) cites several examples where
demutualizations have created huge wealth for gire@and limited benefit for the members (espegiall
those members who at the time of the demutualizatiere unable to afford their entitlement of shares
and effectively received nothing).

There are indeed several cases were managemeptirflying its own interest, led coops into
demutualization. One is the famous case of AbbetyoNal Building Society; famous because it
was the first (1989) as well as one of the largésiK demutualizations in this sectbA large part
of its membership actively fought management okiexr question. Afterwards a court ruled against
the proceedings of management, but it was too(Reeks 1991, 487). Intended fraud was carried
out by five directors of Madison Mutual Fire Insace Company already in 1951. The
demutualized, enriched themselves and let the rewmpany go bust. Because there was no law
against it, they went away with it! (Fitzgerald 099he impact of another fraud was much larger:
Neue Heimat, at its time the largest building stycie Europe, owning more than 300,000 flats and
houses, was forced to demutualize in 1986, bectysenanagement had enriched itself on the
expense of the cooperative.

C.4 Political reasons.

If we think of people, the most important wave @nditualization took place in the former
socialist countries. Though hardly taken into actaon western publications dealing with research
on coops, this wave affected more than 100 milpeople. Of course, it can be argued that the
coops in socialism were not “real” coops, but astethey had the potential for it. In fact great
efforts were made from various western institutiomsntroducing western style coops. Why did
these attempts fail to a large extent, why did soap Central and Eastern Europe (CEE)
demutualize?

Prior to 1990 only 4% of cultivated land was prevdarmland in the CEE countries. Except
Poland, Rumania and parts of Slovakia coops ani-&eans dominated (Millns, 4). To the
agricultural coops others have to be added, fdmrfgg forestry as well as on all sorts of craft.
Theoretically such structures were better prepémedransition to capitalism than the rest of the
economy. Also politicians should have been intexsbecause self-aid (and learning it) is a
necessary means to construct a middle-class, witiwbich a market economy cannot survive
(Steding & Kramer, 16, 86). But demutualizationkgace: the number of coops fell sharply. This
was due to two factors: Governments wanted to egmte agriculture into mainstream western
market development and thought privatization téHeebest way to do so. Farmers themselves were
extremely sceptical towards coops, they could magine their functioning in a different than the
traditional way without democracy: “attitude stuslecross the region in the mid 1990s showed that
almost 60% of farmers saw voluntary cooperatiorasunnecessary variant of former socialist
structures” (FAO 2006, 10). In spite of massiveemipts by International Cooperative Alliance
(ICA) and International Labour Organization (ILQ) teach farmers otherwise, they preferred to
split up the land. Even attempts with substantiahgfer of know-how and human power like in
Kosovo failed, because farmers co-notated coogssuitialism (Egger & Tomanek).

There are, however, variations. Privatization leadiny private plots, for instance 1.3 hectares
in Albania or 1.6 ha in Moldova (FAO 2006, 4). Irany cases the owners leased such plots to
others who formed large or very large agrarian girin Russia the situation is — still after 20 gear
of transition — unclear and complicated. Officiaflyivatization was carried through, but property

4 The second reason is a curiosity: Abbey headersantas set up in 219-229 Baker Street, Londors Thi
comprehended 221 B Baker Street, the fictive hohi&herlock Holmes. Abbey used to answer lettersesiebd to
him!



rights remained unclear until today (2011). The hamof private farms increased tremendously,
from only 4,400 in 1991 to 267,000 in 2007, but ¢hentity of land only doubled (from 3.2 to7.0
Million ha — Wegren 2009, 21). Their share of alhdl was only 0.4 per cent in 2008. Today many
forms of agrarian enterprise exist in Russia witidefined and varying characteristics between
coops and private farms. However, those who aramzgd as a western-style coop, including
democracy, responsibility of management, and ddfm&nership, probably are very few — in fact
we have no information on their existence. Persoiadl quarters agree that demutualization did not
generally achieve its goals (Amelina 2002). Somenties took a different path, however.
Slovakia and Eastern Germany (former. GDR) prowatieexception to the large past-socialist
demutualization-wave. There most of the land stayéd coops, which transformed themselves
into western-style ones. These large enterprisgsgbetween 1,000 and 6,000 hectares, today are
highly competitive. They avoided demutualizationl di@came profitable.

C.5 Inefficiency or lack of growth perspectives:

All previous approaches are united by the constaerahat the key driver of demutualization is
not the search for a more efficient organizatioowdver the efficiency hypothesis has been tested
more than any other, especially in the sector sfitance. The rational behind this hypothesis is tha
insurers change their organizational structure nne#fort to improve financial and operational
performance given the costs and benefits inhereeach type of organizational structure.

During the seventies and the eighties many of esestional studies of mutual and stock
financial institutions pointed out the inefficienof the mutual enterprises. For example, Spiller
(1972) and Verbrugge and Goldstein (1981) showealt the rate of asset growth was higher for
stock organizations than for mutual organizati@ms] Frech (1980) and O'Hara (1981) found that
mutual organizations had higher expenses than st@znizations.

Two sources of inefficiency have been usually recoed. The first one is capital constraints
that inhibit growth and the possibility to developw products or to expand into new geographical
markets. John F. Fitzgerald (1990, 297) suggesieinutualization is the only practible way for
raising additional capital.” Viswanathan, K. S.,dad. D. Cummins (2003), analysing 72
conversions that occurred during 1981-1999, coredutieir research by writing: "converting firms
form a unique subset of mutuals that require aolibii capital to sustain their current activities."
However, it is worth noticing that also various e of hybridization obtained the same result
without giving up the cooperative status.

The second feature penalizing mutuals in respestack companies would be the absence or an
inferior control of managers. The rationale behimd claim is that various control mechanisms are
present for stock-owned firms but not in their nalitaounterparts. Oliver Hart and John More
(1996) demonstrated that cooperative ownershipaseto inefficiencies.

Therefore in the initial years of the demutuali@gatiwave, many economists advocated
demutualization, especially for financial instituits. For the same reason, to compare efficiency
before and after demutualization has been the maipose of several papers published between
1986 and 2007. Nilsson Kihlén and Norell 2009 gathe most important of them in the following
figure:




Table 1. A selection of theoretical approaches to explaimn why large and complex traditional co-
operatives may face problems.

Author Core concept Driving forces Ends
Cook, Vaguely defined Large size of operations is necessary but  Exit, conversions to I0Fs,
19935 property rights then members will free-ride, become or recrientation to
uninterested, etc. individualized sTuchres
Fulton, 1993 Property rights Technological advancements change the  The cooperatives’ power 1s
theary locus of power in the value chain raduced
Bager, 1996 Population ecology  Techno-econcinic and instimtional Conversions, of at least the
cheamnges induce the cooperatives to loss of a specific co-
imitate other businesses cperative 1dentity
Harte, Transaction cost Markets are becoming mere open, more  Conversions mio [OFs or
1997 and agency theary  transparent, and larger. hybrid forms
Holmstrém, Corporate As the capital markets fimetion better, Traditional cooperative are
1999 governance, capital  the cooperatives” investment portfolios  increasingly inefficient
markets become suboptimal.
Hogeland, 2006  The economic Industriahzation of agriculture, Traditional cooperatives
culrs processing becomes large scale and face difficulties due to
capital mtensive. ignorant members

Source: Jerker Nilsson, Anna Kihlén and LennartdN&009

In 1991 John Kay, a leading British economists testlia special volume of “Annales de
I'économie publique, sociale et cooperative” on diemlization of financial institutiond/Vithout
taking into consideration the special social chiarstics of cooperatives, he concentrated on the
economic dimension only: “It (the article — P.B..S.) argues that mutual organizations in a
commercial environment have the same objectivent-aeation — as other firms; they differ in the
rule which govern the distribution of the rents @hithey establish.” (p. 479) Of course, what he
writes is correct, but it does not provide the vehpicture. Kay claimed the whole question of to
demutualize or not to be focused on efficiencysTgoint of view misses the core characteristics of
coops: social commitment (besides profits).

In conclusion we can say that demutualization mtesi solutions for real problems, as
hybridization does. The choice between these twmp seems to be more a matter of ideology
than of efficiency.

So what was - and still is - driving demutualizaffdn generalizing some suggestions by Roger
Buckland and Bernard Thion (1991), we identifiedeth sources which can, but need not, work
together: Demutualization is imminent 1) when ttaglitional incentives for mutual aid on the basis
of membership becomes watered down (when the caspldst its characteristics), 2) when
governments provides incentives to demutualize,3mihen alternative visions of how to improve
future prospects become more attractive than Hubtional ones. All of that happened especially in
the last two decades.

4 Therole of the legal framework

The institutional contest played a crucial roledinawing the map of demutualization as well as
hybridization. As a matter of fact, in many couedrithe conversion of coops into investor-owned
enterprises is not legal. In the EU more that bélfhe states make it possible for cooperatives to
abandon their cooperative status by convertingantommercial company. The countries in which
this is possible are: UK, Netherlands, France,dfid] Germany, Spain, and Belgium, and in certain
cases also Luxemburg and Denmark. However, in athentries such a move is illegal.

Still a substantial hesitation can be observed:I®hie UK with 8§ 84 of its “Friendly Societies
Act 1974” theoretically enabled de-mutualizatiohtdok 15 more years until the first friendly
society set its foot on this path. “Time Assuraoeiety” thus became “Templeton Life” in 1990
but not during the 1970s (McLean, 1991). A thessld be that in the UK during the 1970s
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cooperative values were still vivid, but were watedown during the 1980s. Though this thesis
need substantiation, the periodization is in tinign wimilar observations presented above, and with
the thesis of Americanization in general.

In the USA demutualization provisions vary by stéd®me states require approval by state
regulatory authorities and the majority of coop-rbens (in some case the simple majority, in other
states the two thirds or the three fourths of tbies), while other states place additional resbimst
on the process or expressly prohibit conversionl988, New York ended a 66-year prohibition
against demutualization. The Equitable Life AssaeaBociety, a New York-based mutual and one
of the nation's largest life insurers, announcezhglin late 1990 to begin the demutualization-
process. The 1988 New York Statute served as alfmd#emutualization statutes in other states.

Table 3 Statutory authority for property-casualty insurance company conversions to stock
charter

States that have adopted conversion statutes

Alabama Arizona Arkansas
California Delaware Florida
Georgia Indiana Kansas
Kentucky Louisiana Maine
Maryland Michigan Minne sota
Montana Nebraska Nevada
New Jersey® New Mexico New York
Ohio Oklahoma Pennsylvama
South Carolina® South Dakota Tennessee
Utah Vermont Virginia
Washington West Virginia Wisconsin

Wyoming

States with no conversion statutes

Colorado Connecticut Disirict of Columbia
Illinois Towa Massachusetts
Mississippi Missouri New Hampshire
North Carolina North Dakota Oregon

Ehode Island Texas

States prohibiting conversions

Alaska Hawan Idaho

Source:Mayer and Smith, 2002

In 1999 Canada encouraged and regulated demutiiahiZay the approval of the Act which
permits conversion of mutuals selling their shaweshe public. Following this Act, four of the
largest mutuals of Canada demutualized. At the gaenied, Canadian government enacted a law
putting many limitations on demutualization.

In 1995 Japan enabled the process of demutualz#tiough the Insurance Business Law and
the subsequent amendment of 2000, which furtherifraddhe articles in order to solve practical
issues associated with the demutualization. It eradg after the approval of that amendment that
the first demutualization was completed.

However the legal framework played a crucial rolet only in allowing or interdicting
demutualization, but also by creating an environntieat makes demutualization appealing where
it is already permitted. Almost everywhere convansiwhere preceded by institutional innovation,
namely the approval of laws reshaping a more coithgetframework of the financial or other
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sectors. As Chaddad and Cook claimed in their 2@@ribution, demutualization occurred "after
disruptive institutional changes which increaseustdy rivalry and negatively affect profits.” In
many cases the same law, which allow mutuals to utiesize, reshaped the competitive
environmentThe UK Building societies were deregulated in 1886 response to a wish for increased
competition in the financial services sector. THé8 equivalent, the Savings and Loans Associations
were deregulated earlier in 1980 after a fall ireiest rates left them unable to attract funds riBai&
Ward, 1999)In Australia this kind of law was approved in 1982Japan in 1995.

In conclusion we could say that de-mutualizatiomally not only needed a suitable legal
framework but was stimulated by it.

5 Some conclusions

At the end of the essay two questions remain uesolOne of our questions asked if
demutualization took place in public interest. Thisngs us back to the topics of efficiency and a
proper functioning of the market.

In general, enterprise uses institutional changetasl of improving efficiency. So we can ask if
at the end converted enterprises show a betteitadsidity, higher return for investors and better
prices for customers, whatever reasons had drikkem demutualizationUntil now, the answers
have been multifacetett.is worth quoting some results.

The first affirmative answer was proposed by Masd®87, who, afteanalyzing 205 completed
conversions of Saving and Loans Associations betwlé&¥4 and 1983, claimed that conversion
improved organizational efficiency due to the itij@e of new equity capital, distribution of
managerial stock options, and decreased risk ofueacy.

The 2004 Chaddad and Cook survey of the empiritadies on demutualization in USA
suggested ownership structure changed the US msaiiadustry and was in general efficiency-
enhancing. Someewrs later Lai, McNamara and Tong Yu investigatimgler-pricing and post-
conversion long-run stock performance of US-coragrutuals suggested that "there is more “money
left on the table” for demutualized insurers thanrfon-demutualized insurers” (p.1).

In contrast, in 2007 Vivian Jeng, Gene C. Lai anéchdel J. McNamara suggested that
demutualized US-insurers in the 1980s and 1990¢edfato improve efficiency after
demutualization, when a value-added approach id. 8eme months before, in November 2006,
Lal C. Chugh and Joseph W. Meador after examinidgfudlly converted former mutuals
summarized their study by claiming that long-rurrkeé returns of demutualized companies have
outperformed various market indexes, includingR#&DAQ Insurance Company Index, and had
indeed created economic value. According to thénast management in these companies had
successfully implemented a strategy based on higlewth, greater profitability, improved cost-
efficiency, and innovations in product offerings.

Nevertheless this kind of more sophisticated amalgsnained confined to USA and Canada and
therefore it is difficult to generalize the resukdove all, the evolution of demutualized companie
has varied to a great extent in different countridse worst results have been recorded in the UK
where ina decade all the converted building societiestlsit independent status either because they
were purchased by other banks (Abbey National alidnte & Leicester by Bank Santander) or
because they failed and were taken into public egimp (Northern Rock and Bradford & Bingley,
Converted 2009).

On the other hand, other authors have challengadtlgxsuch views: Baris Serifsoy, basing his
research on 28 stock exchanges, found nothing Gfmp@t the view that an outsider-owned
exchange enhances the efficiency of the exchange.329) He explicitly challenged Hart and
More, suggesting that the advantages of an IPOstbek exchange lies mainly with the directly
involved personnel of the institution and with avfarge financial enterprises to the detriment of
the majority of membership, the small local brokéie thus gave a hint to the role of interests
involved (see point C.3). Already in 1991 maintainBavid Llewellyn and Mark Holmes:

1



“...mutuals need not necessarily be any more comgdaithan public limited companies in
achieving objectives related to growth and divération.”(p. 481).

We can observe there is a mainstream view of ec@t®suggesting indeed inefficiency or lack
of growth perspectives of coops, especially in financial sector. On the other side there is a
handful of “diehards” who deny exactly this. Foe tbase of stock exchanges, both sides recently
came up with quantitative practical evidence. Tihars of this contribution are not in the position
to declare one side as winner. Rather we wouldtbkeave more practical evidence, also from non-
stock exchange financial institutions. How fareé tinany demutualized insurance and housing
societies? One may guess, as with privatizatiqoubfic ownership, a much better researched topic,
the economic results to be mixed.

Several authors, looking for practical evidence ttoe thesis that demutualization leads to a
better performance, presented disappointing resthtsir findings were at best mixed or the
expected improvement simply did not take place.géquoently the few definite winners of such a
move were the economic advisers and banks involaed, managers which, now in private
business, could ask for higher pay. We concludéheabusiness level there are no clear and general
advantages from demutualization, beyond the tawhli one of shake-ups of any commercial
organization.

Besides, in general support of mutuality Llewellymd Holmes predicted any national sector of
finance to be much more stable, when includingbestsuntial part of mutuals: Coops are more tuned
to long-term planning and much less risk orient&d9(Q, 346). Practical evidence during the
financial crisis of 2008 showed their predictionctime true in the case of Germany’s cooperative
Volksbanken The same is true for savings banks in Germany, wirough their ties to local
authorities are also obliged to public welfare. loer, theLandesbankenalso obligated, turned
out to have been the worst risk-takers or speadatothe whole financial sector. The same applies
to the majority of Spanish savings banks. Thusy dimlancial institutions under tight member-
owner control were able to stabilize financial nedsk For politicians this provides an argument for
not demutualizing financial institutions. So neanl picture emerges that a global demutualization
has been efficiency improving and consequentlyuiblip interest.

To complete our answer about public interest it Mohave been useful to take into
consideration the impact of demutualization on aociapital. Quite surprisingly not a single
contribution in our survey has addressed the isgusocial capital. We think this should be a
necessary part of such accounts, and suggestchdeare directed towards this issue.

The last of our questions was about the connettgiween hybridization and de-mutualization.
As we have already mentioned at the beginning aof essay, over the last three decades
cooperatives experienced acceleration of instimatiannovation with the introduction of many
variations to the reference model. It is certaimgt surprising that coops changed their
organizational structure over time to face the leimgles of world economy, as other forms of
enterprise did. Therefore hybridization can be mered the coops' answer to the financialization
and the globalization processes that had charaetethe end of the twentieth century. In spite of
the fact that the latter have been a worldwide @secin each country hybridization took on special
connotations. In France, Spain and ltaly it proeeeguite slowly and was usually accompanied by
the definition of new concepts as "social economigkternal mutuality propension”, and so on. In
other countries, for instances UK and Australiapridization took on the appearance of
deregulation aiming to mimic key aspects of invesitented enterprise and consequently often
followed by a complete demutualization of many cdptill in other countries like Germany the
cooperative movement remained tied to past modelsteere was a different kind of failure that is
bankruptcy. Some coops changed too little and pastitions or exit the market, some others
changed too much and demutualized. Hybridizatiariccbe placed in between these two extremes.
In conclusion we could say that demutualizationlbeen the dark side of hybridization.
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