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DEMUTUALIZATION AND ITS IMPACT ON

COOPERATIVE SECTOR

Ever since globalization has spread across the world
and neo-liberal economic policies have become the main
approach of the governments, people’s organizations have
come under a great threat. The space for voluntary
initiatives such as cooperatives and non-profits has been
narrowed down whereas the private for-profit sector has
become a dominant market player. This has forced
business enterprises like cooperatives to embark on
innovations in all fronts. While these innovations have led
to many positive developments such as new modes of
mobilization of resources, partnership with private sector,
diversification into new lines of business etc., some
negative trends too have emerged. One such trend is the
Demutualization of cooperatives and mutuals widely seen
in USA and Canada and lately also in countries like Australia
and New Zealand. This trend has brought in new tensions
and has raised doubts about the basic intent of cooperative
members.

What is Demutualization?

Demutualization is the process by which a customer-
owned mutual organization (mutual) or co-operative
changes legal form to a joint stock company.
words, the cooperative members will decide to change the

In other

legal status of the cooperative into an investor owned
When a cooperative is demutualized, the
members shares get converted into equity of the new

company.

company and the shares become tradable in the stock
market. The new company may go for Initial Public Offer
and raise capital from the public. This means
demutualization is a process that makes cooperative loose
its basic cooperative identity and become a for-profit
enterprise.

A report on demutualization prepared in Canada during
2015 aptly summarizes demutualization in the following
lines. “Demutualizationis the conversion of a co-operative,
credit union or mutual into an alternative organizational
form (usually one owned by investors). Demutualization
can occur through the conversion of equity into investment
shares, or it can occur via a merger, takeover or buyout
involving companies that are not co-operatives or mutuals.

- Shri Yashavantha Dongre

Regardless of the form it takes, demutualization involves
the transfer to private investors of the capital that has
been built up over the years in the co-operative.

Reasons for Demutualization :

Demutualization may occur for a variety of reasons.
Some have their roots in the negative side of a cooperative
while others originate from positive aspects. Some others
are uncontrollable reasons emanating from sources
outside the cooperatives. Broadly any one or many of the
following reasons may be attributed to demutualization.

The key reasons what stem from outside the
cooperative include changing economic and political
climate that is hostile to cooperatives and facilitative of
investor owned enterprises, the increased competition
and the need for professionalization, government policies
that necessitate conversion of cooperatives into other
types of organizations and acquisition of a cooperative by
a non-cooperative buyer.

On the negative side of a cooperative, the reasons may
include the need for reorganization of a cooperative which
is under continuous loss, the need to infuse large amount
of capital that a cooperative cannot mobilize where as an
investor owned firm can, the inability of a cooperative to
expand and diversify either due to lack of professionalism
or due to restrictions on cooperatives, mismanagement by
the cooperative board or employees
liquidation or sell off etc.

necessitating

Sometimes the positive aspects of a cooperative may
also induce the members and the management to seek
demutualization.  For example, when a cooperative
becomes very popular, members may feel that if it is
converted into a company the value of their shareholding
multiplies many times. Members may be interested in
capitalizing on the brand value of the cooperative by
making shares tradable. Sometimes, the management of
the cooperative may feel that by converting into an
investor owned company they can compete better and run
the business activities with greater efficiency. In their
pursuit of becoming larger and stronger some successful
cooperatives may merge and create a new company.
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Demutualization in India :

At present there is no demutualization trend in Indian
cooperative sector. However, in 2015 a Higher Powered
Committed of Reserve Bank of India Chaired by Mr. R.
Gandhididrecommend that some ofthe large cooperatives,
the large urban cooperative banks may be converted into
joint stock companies. The report stated that these
cooperatives are too big to be cooperatives, if they remain
cooperatives RBI cannot control them properly because
their governance is controlled either by the Multi-State
Cooperative Act or by the respective State Cooperative
Acts and since large amount of public money is at stake it
is better for them to become similar to other commercial
banks. The report also argued that by demutualizing these
UCBs can grow much bigger, can become more professional
and it is in the best interest of the banking sector in the
country.

When the RBI called for public opinion on the report of
the Gandhi Committee, the National Federation of Urban
Cooperative Banks opposed the move and argued that
“the accumulated surplus of a co-operative is the
culmination of efforts of members of the co-operative
over the years and generations. Present members are
bound by co-operative values and principles to pass it on
to the next generation with some improvement. It is
commonly known as intergenerational capital. Unlike in
joint stock companies, the shares held by members of a
co-operative do not have a concept of book value or
market value as the reserves are not all distributable
among members nor are the shares of co-operatives
traded like shares of companies. Therefore, the envisaged
introduction of provision to convert a multistate co-
operative society into a joint stock company or any other
form of business entity is unethical and anti-co-operative.
It is antithesis of 97 Constitution Amendment that enjoins
upon state through a directive principle to endeavour to
promote co-operatives,”
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Effect of demutualization on cooperative sector :

Demutualization certainly goes against the idea of
cooperation and the values and principles of cooperative
movement. The key cooperative elements viz., voting
rights linked to member and not the shareholding and the
dividend distribution linked to usage of cooperative
services than amount invested, changes the moment
cooperatives are demutualized. Given the fact that
cooperatives are essentially constructive competitors and
never seek to become monopolies, there is no need for
them to outgrow the private sector nor create greater
shareholder value. Cooperatives do not seek to maximize
profit and basically try to meet the unmet demand.
Therefore, demutualization cannot be a solution and
cannot be a measure of improving the efficiency of the
cooperative sector.

The foundation of cooperative movement is the
cooperative identity. Demutualization defeats this very
identity. It makes members run after the market value of
the shares than seek to create values based on mutuality.
In other words, demutualization makes cooperatives
convert themselves into those structures which they have
been opposing all along. Therefore, demutualization is
detrimental to the interest of both cooperatives and the
cooperative members.

Innovations in the cooperative sector is certainly
required. Innovative measures of mobilizing financial
resources and attaining greater professionalism are very
much necessary. Therefore, many cooperatives in Europe
are moving towards hybridization but not demutualization.
Hybridization may include measures such as merger
among cooperatives, downsizing through technology
adaptation, C2C business expansion and diversification,
Partnering with private sector for funding as well as
marketing of goods and services and more importantly
allowing non-voting members who bring in larger capital
to the cooperatives etc. Cooperatives in India too need to
think in terms of similar innovations, of course based on
the ground realities of our cooperative sector.
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