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Toimialan synnystä alkaen osuuskunta tai yhdistys olivat tyypillisimmät tavat järjestää
osakekaupankäynti. Organisaatiomuodon valintaan vaikuttivat vallalla olleet institutionaaliset,
taloudelliset ja teknologiset tekijät. Huolimatta ympäristön jatkuvasta muutoksesta, osuuskunta
arvopaperipörssien hallitsevana yhtiömuotona säilyi vuosisatojen ajan. Vuosituhannen vaihteessa
valtaosa pörsseistä kuitenkin yhtiöitettiin ja ne omaksuivat osakeyhtiömuotoisen liiketoiminnan
periaatteet. Aikaisemmat tutkimukset osoittavat, että keskeisimmät muutokseen johtaneet syyt olivat
kansainvälistyminen ja informaatioteknologian kehittyminen. Tästä huolimatta on epäselvää, miten
yhtiöittäminen tapahtuu ja mikä herkistää organisaation muutokselle. Tämä diplomityö pyrkii
täydentämään näitä puutteita aikaisemmassa kirjallisuudessa.
Tässä diplomityössä tutkitaan Helsingin Arvopaperipörssin yhtiöittämistä vuonna 1995. Paineet
muuttaa Pörssin organisaatiomuotoa alkoivat muodostua 1980-luvun alussa, kun muutokset
liiketoimintaympäristössä toivat esiin osuuskunnan heikkoudet. Paine muuttua kertyi kolmella eri
tasolla, jotka olivat kilpailu, puutteet rahoituksessa sekä mahdollisuus arvon realisoimiseksi. Ensinnäkin,
osuuskunta ei pysty suoriutumaan hyvin kilpailluilla markkinoilla. Kasvava kilpailu pörssien välillä
pakotti ne etsimään ratkaisuja kilpailukyvyn parantamiseksi. Eriävät intressit jäsenten välillä, hidas
päätöksenteko ja puutteelliset resurssit tekivät tästä hyvin vaikeata. Toiseksi, osuuskunnan
mahdollisuudet rahoittaa investointeja ovat rajatut. Kaupankäynnin sähköistyminen vaati suuria
investointeja, jotka rahoitettiin pääosin velalla. Korkea velkaantumisaste kasvatti riskiä ajautua
taloudelliseen ahdinkoon. Lisäksi osuuskunnan osuudella ei ole arvoa nimellisarvoa lukuun ottamatta.
Osuus ei oikeuta omistajaansa saamaan osinkoa eikä sen arvo kasva samaan tapaan kuin osakkeen
arvo. Kasvava liikevaihto ja mahdollisuus tehdä voittoa kasvattivat osuuteen liittyvää
vaihtoehtoiskustannusta. Osuuden muuttaminen osakkeeksi toisi jäsenille merkittävän voiton.
Vaikka muutospaine Pörssissä kertyi kahden vuosikymmenen ajan, organisatoriset voimat vastustivat
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ORGANIZATIONS
Organization (Finnish)
Arvopaperivälittäjien
yhdistys r.y.

Organization (English)
Finnish Association of
Securities Dealers (FASD)

Description
Association that drove
the interests of
brokerage companies.
Also managed the OTC
securities list.

APC-Keskus Oy

-

Temporarily established
clearing and settlement
company

Arvo-osuusyhdistys

-

Coordinator of paperless
book entry system

Suomen Pankki

Bank of Finland

Central bank

Helsingin Arvopaperipörssi

Helsinki Stock Exchange
(HSE)

Finnish stock exchange

Helsingin Optio- ja
Futuuripörssi Osuuskunta

Helsinki Options and
Futures Exchange cooperative (HOFE)

Options and futures
exchange that seized to
exist when SOM and
Suomen Pörssiclearing
merged.

Kansallis-Osake-Pankki Oy
(KOP)

-

Commercial bank

Suomen
Osakekeskusrekisteri
Osuuskunta (OKR)

Finnish Share Centre
Register Co-operative

Administrator of the
share register

Suomen Pörssiclearing Oy

-

Clearing and settlement
company for options and
futures

Helsingin
Rahamarkkinakeskus Oy

-

Clearing and settlement
company for money
market transactions

Suomen Optiomeklarit Oy
(SOM)

-

Finnish options and
futures exchange

Suomen Yhdyspankki Oy
(SYP)

-

Commercial bank

Säästöpankkien KeskusOsake-Pankki (SKOP)

-

Central bank for Finnish
savings bank.

1 INTRODUCTION
1.1 Background and motivation
Since the beginning of the industry until 1990s, stock exchanges were typically
organized as mutual associations. Rather than being businesses, they were considered
as clubs in which brokers gathered to trade various securities. For centuries these clubs
continued to facilitate the trading activities of their members and they enjoyed
monopolistic positions in their domestic markets with little threat from within or
outside their national borders. In the late 20th century the industry experienced a
dramatic change driven by globalization and advancements in information technology.
Increasing globalization meant that the Finnish financial markets became more
integrated with other countries and the competitive barriers between exchanges began
falling. Moreover the traditional way of trading with shares through callouts gave room
to computerized trading platforms. Finally, during the 1990s several stock exchanges
all over the world changed their operating principles towards those of a business
enterprise. This change was carried out by demutualizing, changing from a not-forprofit co-operative organization to a for-profit limited company.
Stockholm Stock Exchange was the first exchange to demutualize in 1993 and by 2012
69% of the stock exchanges who were members in the World Federation of Exchanges
had demutualized. The existing literature regarding stock exchange demutualization
exhaustively discusses the reasons and consequences related to this change. Most
authors seem to agree (e.g. Macey and O’Hara 1999, Aggarwal 2002) that
internationalization and advances in information technology were the key drivers of
demutualization. Although the environmental changes driving demutualizations were
global and they took place more or less simultaneously in different countries, the
demutualization of individual exchanges occurred gradually during the past three
decades and some exchanges are still in the process of doing so. There seems to be lack
of empirical research on why this was the case. Understanding how the transformation
process unfolds would provide valuable insight how exchanges become sensitive to
change, how they change their strategy under deregulated environment and finally why
some exchanges demutualize earlier than others. Performing a thorough process
analysis enables more accurate predictions on the future of other existing cooperatives.
Helsinki Stock Exchange (HSE) was the second exchange in the world to demutualize in
1995. The timing to carry out this research is favorable. As two decades have passed
since the events that led to the demutualization of the Exchange, several archives, such
as those of Bank of Finland, have been made public while it is still possible to conduct
valuable oral history interviews with individuals close to the process. The HSE case
provides unique opportunities to study organizational change. While this thesis was
primarily guided by gaps in existing research I decided to approach the case with a
more open-minded methodology. I performed an in-depth analysis of the
demutualization process without any theoretical preconceptions. Using inductive
1
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methodology allowed me to make several propositions which open new streams of
both qualitative and quantitative research. Moreover my findings will contribute the
existing literature in various domains.

1.2 Objectives and research questions
The objectives of this thesis can be divided into two parts. Firstly, the purpose is to
provide an in depth description of the strategy process that leads to an organizational
change in a co-operative. As Van de Ven (1990) points out, process studies are
fundamental in order to understand the dynamics of organizational life and they are an
important prerequisite for generating and testing new theories of organizational
change. Employing a process study will contribute existing literature that has mainly
focused on explaining the conditions under which stock exchanges demutualize. I will
elaborate how the change emerges, develops and terminates over time, and what are
the forces that catalyze the change. The second objective of the thesis is to make
inductive theoretical propositions that will open up new streams for further research
on organizational change.
Based on these objectives I have developed the following research questions that will
guide my study:
R1. How does the demutualization of a co-operative exchange unfold over time?
R2. How does a co-operative exchange become sensitive to demutualization?

1.3 Research design and scope
To address my research questions I studied a single case using qualitative methods. The
data from the case were obtained through oral interviews and by collecting material
from the archives of relevant organizations. I applied the incident coding methodology
as discussed by Van de Ven (2007). This allowed me to have a detailed description of
the incidents and events that led to the demutualization. Incident coding is a highly
useful methodology for process studies. In parallel the Gioia coding methodology was
used to analyze the interview data. The Gioia methodology was considered more
suitable to the data because it contained few incidents. This allowed me to elaborate
the process narrative with detailed description of the dynamics in the process.
The selected case is the demutualization of Helsinki Stock Exchange. Although the
actual demutualization of the Exchange took place in 1995, the events that contributed
to the demutualization date back to 1984. Moreover I assumed that the immediate
repercussions of the demutualization which should be taken into account in the process
extend to 1996. Thus, I have limited the observations to the period of 1984-1996. While
the focus is on the internal events in the Exchange, close attention is paid to the events
in the competitive environment and the conduct of important interest organizations.

1.4 Structure of the thesis
This thesis is structured as follows. First, in Chapter 2 I review existing literature. The
purpose is to have a thorough understanding of how stock exchanges operate, how they
are organized and how the business has developed over time. Existing research
2
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regarding stock exchange demutualization is also discussed. Covering these topics will
provide a solid foundation for making new insightful discoveries. Moreover, I will
present research on organizational change, focusing on literature that best fits with the
case setup. In Chapter 3 the research strategy used in this thesis is discussed in greater
detail. Moreover the chapter provides an overview of the data I have collected and the
methodology used for analyzing the data. Chapter 4 provides an overview of the case
setup. More specifically this chapter briefly introduces the history of Helsinki Stock
Exchange and its key characteristics. Chapter 5 presents the findings of my analyses.
First I present the findings in the form of a narrative. Then I continue to introduce my
modelling of the change process. Finally, I conclude the chapter by presenting
theoretical propositions. In Chapter 6 I reflect the findings against existing literature
and describe the implications of the findings to research and management. Finally,
Chapter 7 concludes the thesis by summarizing the key insight from the research.

3
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In this Chapter I review existing literature concerning stock exchanges,
demutualization and organizational change. In Section 2.1 I will look into the
operations of stock exchanges, how they have evolved over time and what is the role of
stock exchanges in financial markets. Moreover, I will review how the governance of
stock exchanges has been organized historically and what have been the antecedents
leading to these structures. In Section 2.2 I discuss stock exchange demutualization in a
more general level. I continue to elaborate what different steps demutualization consist
of and finally discuss the reasons and consequences of demutualization. In Section 2.3 I
introduce research that discusses organizational sensitivity to change. This section
covers multiple topics regarding organizational change, most importantly, the
organizational imprinting theory and the concept of environmental jolts.

2.1 Stock exchanges
In order to have a comprehensive understanding of the process through which an
exchange is demutualized, we must take an in depth look into how stock exchanges are
organized and how they operate. I have further divided this section into two subsections. First, I discuss how stock exchanges operate and how it has evolved over time.
Second, I elaborate the characteristics of the organizational form most stock exchanges
had adopted prior to demutualization, a co-operative. Moreover, I explain why this
form was selected in the first place. Understanding these characteristics of stock
exchanges provides a solid basis for continuing the research on organizational change
in this industry.
2.1.1

Stock exchange operations

A stock exchange performs an important function in financial markets by providing a
marketplace for securities trading and thus serving the interests of several
stakeholders. In his paper Di Noia (1998) describes stock exchange as a firm that offers
listing and trading services to companies seeking to list their shares for public trading
and members of the exchange who wish to trade with these shares. Typically the
members who trade on an exchange are brokers who also act as intermediaries
executing trades on behalf of other investors. Fleckner (2006) identified five distinct
roles stock exchanges perform: market organizer, information distributor, market
regulator, standard setter, and business enterprise. Next, these are discussed
individually.
Market organizer
The primary function of a stock exchange is to organize a market. Stock exchanges
bring together companies that demand capital and investors that supply it (Fleckner
2006). In other words, stock exchanges offer a marketplace where shares in company
equity can be bought or sold. More importantly from the perspective of issuers and
investors, stock exchanges provide liquidity. Wuyts (2007, p.284) provides the
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following definition for liquidity: “a market is liquid if traders can quickly buy or sell
large numbers of shares without large price effects”.
In providing a marketplace to public companies and intermediaries stock exchange
operates a two-sided platform1 which exhibits network externalities (Di Noia 1998). Di
Noia argues that on the one hand the number of companies listed on a certain stock
exchange attracts subsequent listings (direct network-effect) but it also attracts
investors (cross network-effects) who presumably wish to trade with a broader
selection of securities enabling them to diversify their portfolio. Large number of
intermediaries and investors on the other hand increases stock exchange liquidity
which is beneficial for both intermediaries and listed companies. High liquidity attracts
new entrants to trade in the exchange, further enhancing liquidity. Some of the benefits
associated with high liquidity include lower risk, lower cost of capital and ensuring that
traders can buy and sell their assets at a lower cost without affecting the share price
level, (Wuyts 2007).2
Information distributor
Stock exchanges also distribute pricing information. Fleckner (2006) listed two distinct
forms of information they distribute: information on executed trades, and quotes.
Executed trades include data regarding volume, price, and to some extent the parties
involved. This information has economic value to several other financial service
providers and other stakeholders. For example, it can be used to analyze a certain stock
to arrive at a conclusion whether to purchase or sell it. Quotes are the current price
levels at which market participants are willing to buy or sell a certain security. The
difference of “bid quotes” and “ask quotes” is called the spread. This information is
critical for traders making their own quotes and it can also be used to forecast share
price development.
Market regulator
Stock exchanges are rather unique entities in that they regulate the market they
organize.3 This mandate incorporates the full range of regulative power from making
the rules of market participant conduct to monitoring the compliance and enforcing in
the case of non-compliance (Fleckner 2006). Until recently, most stock exchanges were
considered as self-regulated organizations as the members of the exchanges not only
created the rules but they were also subject to compliance.
According to Karmel (2002) the purpose of self-regulation is to increase stock exchange
effectiveness and profitability. Elliot (2002) found that initially stock exchange
regulation was established in order to ensure the creditworthiness of stock acquirers.
Traders were forced to rely on the other party’s ability to service the obligation to
purchase an asset. This creditworthiness was ensured by setting certain access and
See e.g. Eisenmann, T. R., et al. (2006). "Strategies for Two-Sided Markets." Harvard Business
Review 84(10): 92-101.
1

Further discussion regarding the implications of liquidity found in Wuyts (2007).
It is worth noting that the market regulation functions of stock exchanges have to some extent
been transferred to third parties, most commonly governmental organizations. The extent to
which and the timing of this shift in regulative responsibilities varies between different
countries.
2
3
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operational standards that the traders had to comply. Today these standards have
evolved into increasingly complicated metrics and requirements that pertain to capital
adequacy, books and records keeping, segregation and custody standards, and other
credit controls. Moreover, stock exchanges also regulate market conduct to promote
fairness and transparency, which in turn attracts volume and enhances liquidity.
Market conduct rules include prohibitions on market manipulation, front running of
clients and insider trading as well as the accurate marking of trades to honor the
allocation method used on the exchange. In some cases stock exchanges have
developed rules governing the relationship between the client and the dealer.
Additionally, stock exchanges develop listing and corporate disclosure rules which are
applied to public companies. The purpose of these rules is to ensure the high quality of
securities that are listed on an exchange. Finally, within their regulative mandate,
several stock exchanges provide corporate governance rules for listed companies. The
purpose of these rules is to improve the corporate governance of these companies and
hence improve the quality of the shares that are traded. Investors are more likely to
purchase securities of well managed companies. (Fleckner 2006)
Aggarwal (2002) has separated the before mentioned regulative functions of stock
exchanges into three categories:
 Trading: Setting rules for trading, conducting surveillance, and enforcing the
rules.
 Market manipulation: Overseeing the trading system to prevent abuses.
 Membership: Establishing rules to govern the conduct of members and
monitoring compliance with and enforcement of rules.
Business enterprise
Finally, Fleckner (2006) characterizes stock exchanges as business enterprises. While
stock exchanges were typically organized as not-for-profit organizations, Fleckner
argues that they are, nonetheless, operating under the same principles as any other forprofit company. Stock exchanges need to respond to competitive threats and they pay
attention to their revenue and cost structure.
Domowitz (1996) summarizes the functions of a stock exchange by stating that a stock
exchange is a firm that must:
 provide trade execution facilities
 provide price information in the form of buy and sell quotations on a regular or
continuous basis
 engage in price discovery through its trading procedures, rules, or mechanism
 have either a formal market-maker structure or a consolidated limit order
book, or be a single price auction
 centralize trading for the purpose of trade execution
 have members
 exhibit the likelihood, through system rules and /or design, or creating liquidity
in the sense that there be entry of buy and sell quotations on a regular basis,
such that both buyers and sellers have a reasonable expectation that they can
regularly execute their orders at those quotes
6
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Developments in stock exchange services
Although the role of stock exchanges is undisputedly important, the focus of their
functions has narrowed during the past decades. At the turn of the 21st century,
liquidity has been recognized as the primary dimension in which stock exchanges
compete (Macey and O'Hara 1999, Aggarwal 2002). Still in the 1980s stock exchanges
offered a wide range of services in addition to liquidity, including monitoring of
exchange trading against manipulation and insider trading, standard-form, off-the-rack
rules to reduce transaction costs for investors, a signaling function to inform investors
that the issuing company’s stock is of high quality, and a clearing function to ensure
that secondary market participants receive cash for securities sold and timely delivery
for securities purchased. Macey and O'Hara (1999) argue that this specialization is due
to the technological and regulatory changes that eliminated the need for some of the
services previously provided by stock exchanges.
2.1.2

Co-operative stock exchanges

Prior to the radical structural transformation of the industry through a series of
demutualizations, mergers, and acquisitions that have occurred since the late 1990s,
stock exchanges were typically organized as member-owned cooperatives4. A memberowned co-operative is an organization ran by its managers on behalf of its members
(Bradley 2001). They do not have any outside owners and typically do not distribute
earnings to their members. Three reasons explain why stock exchanges preferred
mutual governance over outside ownership. First, the mutual governance structure of
stock exchanges reflected the historical characteristics of the industry. Steil (2002, p.2)
concludes that the mutual governance is a “remnant of the era before trading system
automation.” Trading with stocks previously required traders to physically meet on an
exchange floor and perform transactions there. Hence, the system stock exchanges
provided was merely an empty room which could be used for trading stocks. The
number of traders admitted to an exchange was naturally limited by the size of the
exchange hall. An exchange was hence founded to serve its members’ interests and a
mutual structure was suitable to fulfil this purpose. Moreover, historically stock
exchanges were formed as exclusive clubs where shares were traded. For example,
Bradley (2001) and Mendiola and O'Hara (2003) in studying the history of London
Stock Exchange discovered that its founding dates back to 1773 when 150 brokers,
expelled from the Royal Exchange, gathered in coffee houses in London to trade shares.
They began collecting an entrance fee for admission and in 1801 the Stock Exchange
was established as a member-organization and became a regulated exchange.
Secondly, the homogeneity of stock exchange members had an impact on the stock
exchange governance structure. Hart and Moore (1996) argue that although both
outside ownership and members’ co-operatives are inefficient, the homogeneity of the
members of a stock exchange limit the inefficiency justifying the mutual governing
structure. Decision making in a co-operative organization is inefficient because the
views of the decisive voter do not necessarily represent those of the membership as a
whole. This inefficiency effect is minimized among homogenous members.
From here on, member-owned co-operative is used interchangeably with mutual co-operative,
co-operative and mutual association
4
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Finally, the relationship between stock exchange members and listing firms
contributed to the dominance of mutual structures in the industry. Macey and O'Hara
(1999) argue that in this relationship both parties had made reciprocal, firm-specific
investments in one another. The business of a stock exchange depended on the
companies whose securities it traded and the listing companies on the other hand
relied on the wide range of services an exchange facilitated. It stands to reason that
both parties would want to protect their investments. A co-operative exchange, in
which all members had a governing power, protected both parties from the exploitative
strategic moves of the other party. The listing firms in particular had the potential
threat arising from the monopoly power of stock exchanges. Pirrong (1999) and Ramos
(2006) point out that mutual ownership protects the members from the monopoly
power of stock exchanges. An outside owned monopoly would likely have significantly
higher pricing.
Historically stock exchanges around the world enjoyed a monopolistic power within
their domestic markets. In addition to the regulatory barriers that protected the
national monopoly position of stock exchanges (Ramos 2006), Di Noia (1998) argues
that companies preferred to issue shares in domestic currency creating a bias towards
listing in domestic exchanges. The lack of competition can also be considered to have
influenced the adoption of mutual structure over outside ownership. Hart and Moore
(1996) conclude that only under increased competition is outside ownership more
efficient than mutual governance. Therefore, it can be argued that a monopolistic stock
exchange lacks the motivation to pursue outside ownership.

2.2 Stock exchange demutualization
During the 1990s the securities industry went through significant technological and
regulatory changes that put in motion a demutualization trend among stock exchanges
around the world. The Stockholm stock exchange was the first to demutualize in 1993,
followed by Helsinki stock exchange in 1995 and several others during the late 1990s
and early 2000s (see Table 1). Azzam (2010) found that in the mid-1990s, 90% of the
stock exchanges that were members of the World Federation of Exchanges were
organized as mutual companies and by 2002 63% of them had demutualized. In 2012
69% of the members of the federation were either publicly listed or demutualized
(World Federation of Exchanges 2013)5.

Although WFE has admitted several new members over the past two decades, the number of
total members has not increased in the same proportion since some of its members have
merged together. Hence, the percentage of demutualized/listed exchanges inadequately
illustrates the development in exchange legal statuses.
5
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Table 1 Stock Exchange Demutualizations (1993-2012)

Stock Exchange
Stockholm Stock Exchange
Helsinki Stock Exchange
Copenhagen Stock Exchange
Amsterdam Stock Exchange
Borsa Italiana
Australian Stock Exchange
Wiener Borse
Athens Stock Exchange
Iceland Stock Exchange
Liffe
Simex
Singapore Stock Exchange
Bolsas y Mercados Espanoles
CME
Hong Kong Stock Exchange
London Stock Exchange
NYMEX
Sydney Futures Exchange
Toronto Stock Exchange
Deutsche Börse
Euronext
Instinet
Nasdaq
Osaka Stock Exchange
Oslo Exchanges
Philippines Stock Exchange
Swiss Exchange
Tokyo Stock Exchange
Budapest Stock Exchange
International Stock Exchange
New Zealand Stock Exchange
Swiss Stock Exchange
Lima Stock Exchange
Bursa Malaysia
Pacific Exchange
Philadelphit Stock Exchange
Bombay Stock Exchange
CBOT
JSE
Korea Exchange
American Stock Exchange
Ljubljana Stock Exchange
Mexico Stock Exchange
NYBOT
NYSE

Year
1993
1995
1996
1997
1997
1998
1999
1999
1999
1999
1999
1999
2000
2000
2000
2001
2000
2000
2000
2001
2001
2001
2001
2001
2001
2001
2001
2001
2002
2002
2002
2002
2003
2004
2004
2004
2005
2005
2005
2005
2006
2006
2006
2006
2006
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Teheran Stock Exchange
BOVESPA (Brazil)
Boston Stock Exchange
Bolsa da Colômbia
Thai Exchange
Tokyo Commodity Exchange
Chicago Board Options Exchange
Warsaw Stock Exchange
Bucharest Stock Exchange
Islamabad Stock Exchange
Source: Angulo (2014)

2006
2007
2007
2007
2008
2008
2010
2010
2010
2012

Changes in the legal structure of stock exchanges have followed the radical
environmental changes that occurred in the industry during early 1990s. A clear
consensus seems to exist that the decision to demutualize has been primarily driven by
advancements in information technologies, and the globalization and
internationalization of financial markets, both of which have dramatically changed the
competitive landscape of the industry (Macey and O'Hara 1999, Aggarwal 2002, Ramos
2006, Jain and Jain 2009). These changes put pressure on the organization and
governance of stock exchanges. A demutualized governance structure provided new
opportunities which mitigated some of the pressures stock exchanges faced.
2.2.1

Demutualization process

As Steil (2002) suggests, demutualization is not unambiguously defined. Akhtar (2002,
p.4) defines demutualization as “the change in legal status from a mutual association
with one vote per member ... into a company limited by shares, with one vote per share”.
Other authors, including Aggarwal (2002) and Otchere and Abou-Zied (2008) further
elaborate this definition by adding that unlike mutual associations, demutualized
companies operate under for-profit principles. In their definition of demutualization
Jain and Jain (2009) along with Aggarwal (2002) emphasize the separation of trading
rights (membership) and cash flow ownership rights (shareholders).
Although demutualization is generally associated with the change from not-for-profit to
for-profit status, Steil (2002) suggests that the central question is whether and to what
extent the membership and ownership are separated. This is of great importance since,
as Steil (2002, p.6) points out, the primary purpose of a demutualization is to “reduce
the control of (particularly local) intermediaries over the strategic positioning of the
exchanges”.
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Table 2 Comparison of key characteristics of a stock exchange organized either as a co-operative or
a limited company

Co-operative

Limited company

Ownership

Members do not have ownership
rights in respect of the firm. Company
ownership is not subject for trading.

Shareholders have ownership rights
in respect of the firm. Ownership can
be transferred through selling/buying
shares.

Trading rights

Only exchange members are entitled
to trade with listed securities.

Only exchange members are entitled
to trade with listed securities.

Company does not typically
distribute earnings.

Shareholders have the right to share
in generated cash flow. Distributed as
dividends per share.

Governing
principles

Decision making equally distributed
among stock exchange members.

Decision making unequally
distributed among stock exchange
shareholders pro-rata with share
ownership.

Operating
principles

Ran by managers on behalf of
memebers. The goal is to serve
members' interests and collect
minimal trading fees from members.
Hence, a mutual association does not
pursue profit.

Ran by managers on behalf of
shareholders. The goal is to pursue
profit and maximize shareholder
value.

Investment
financing

Mainly financed through membership
and transaction fees.

Increased ability to accumulate
earnings for investment purposes.
Financing alternatives extended to
share issue.

Right to share in
revenue

Table 2 compares a stock exchange organized as a co-operative and as a limited
company. The most important distinction is the separation of ownership and trading
rights. In a co-operative stock exchange members are entitled to both trading rights
and vote in the organization’s decision making. In a demutualized stock exchange the
members only have the right to trade. The ownership together with the decision
making power is transferred to company shareholders. As a consequence the shares in
stock exchange ownership become subject for trading, which enables further dilution of
members’ power. Moreover, in contrast with a not-for-profit mutual association, shares
entitle their owners to a share in accumulated earnings.
Demutualization significantly changes the corporate governance of stock exchanges.
The decision making power becomes unequally distributed among shareholders prorata with their share ownership. Moreover, the decision making becomes more
streamlined, meaning that the governing bodies of the organization can act faster and
make more adequate decisions as the competitive environment changes. Key driver for
the streamlined decision making in a for-profit outside owned organization is its
operating principle to maximize shareholders’ value. Mutual association is governed so
that it benefits its members which might have differing interests causing conflicts of
interests. Lastly, demutualization increases stock exchange’s ability to finance
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investments. The for-profit operating principle will increase the ability to accumulate
earnings and demutualized stock exchanges can raise capital through shares issue.
Figure 1 illustrates the demutualization process. Aggarwal (2002) identified five
distinct stages of a firm undergoing demutualization. Ultimately a stock exchange can
assume any of these forms. Typically a demutualization process begins by converting
the “seats” of exchange members to shares. During or after this initial issuance of
shares outside investors are admitted. The seats are first monetized and valued, after
which the members have the option to either convert their membership to share
ownership or to sell their interest to outside investors (Akhtar 2002). Akhtar further
points out that quite often regulators restrict ownership by a single shareholder to noncontrolling stakes of 5-10%. The purpose of these restrictions is to prevent stock
exchanges from operating in special or limited interests.
After the initial conversion and share issuance, stock exchanges have the option to
become publicly listed and remove all restrictions on the trading of its shares. Drawing
from the conclusions made by Steil (2002), the demutualization process can be further
elaborated. A stock exchange can be categorized as a demutualized company after the
third stage (depicted as “Private Company”) in Figure 1.

Demutualization
LISTED COMPANY

LISTED COMPANY
PRIVATE COMPANY

FOR-PROFIT COMPANY
MUTUAL SOCIETY

Widely held shares
no restrictions

Restricted shares owned by members
and non-members

Private placement to members, listed
companies, and institutional investors

Member Owned

Member Controlled

Figure 1 Demutualization process (Aggarwal 2002)

2.2.2

External pressure

As already discussed, the competition in the stock exchange industry before 1990s was
close to non-existent and individual stock exchanges enjoyed monopoly power in their
local markets. Historically the monopoly power was protected by three factors. Firstly,
regulatory barriers prevented competition for emerging. As an example, in Finland a
company was permitted from listing its shares in more than one exchange. Moreover,
until the 1990s among the introduction of the International Service Directive, crossborder trading was not facilitated by legislation. Secondly, physical limitations of
trading with shares limited the competition. Brokers had to be present in the exchange
hall in order to conduct trading hence liquidity would not easily transfer to other
exchanges. Finally, the network externalities raised the barriers to entry.
The lack of competition supported the mutual governance structure of stock exchanges.
However, the environmental changes that took place in the 1980s and 1990s changed
the competitive landscape of the industry, creating significant external and internal
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pressure for stock exchanges to rethink their governance model. Ramos (2006)
empirically points out that increased competition drives demutualization of stock
exchanges. The key drivers for the external pressure and increasing competition were
the advancements in information technologies, the commoditization of stock exchange
services, and the internationalization and deregulation of financial markets. This
development in stock exchange business led to the competition to focus on liquidity.
The more liquid the marketplace, the more attractive it became for both brokers and
listing companies.
Technological advancements
For centuries the trading of shares was an event that was organized in the halls of stock
exchanges where traders physically met to acquire securities. Mendiola and O'Hara
(2003), and Jain and Jain (2009) imply that this “floor-based” trading required public
companies to be listed in their local exchanges creating geographical barriers between
stock exchanges and thus significantly limiting the cross border competition between
them. Furthermore, floor-trading system was expensive to operate. Jain and Jain
identified several costs uniquely associated with floor-trading, including acquiring
expensive real-estate, high labor costs of traders, runners, floor brokers, sales brokers,
clearing and settlement agents, and other administrative staff. The introduction of
computerized trading systems profoundly changed the competitive dynamics of the
industry. Firstly, Ramos (2006) and Jain and Jain (2009) argue that the new
computerized trading systems eliminated the geographical barriers that protected the
monopoly power of stock exchanges. The introduction of remote trading meant that the
members of stock exchanges could transact directly from their offices rather than being
physically present at the exchange hall. Steil (2002) further elaborates that one of the
key outcomes of the introduction of electronic communication technology was the
disintermediation of securities trading, as the need for traditional intermediation
conduit of brokers began decreasing. Aggarwal (2006) argues that the separation of the
physical location of a trade from the act of executing a trade has had a significant
impact especially for small regional exchanges. Due to the network externalities of the
business, the liquidity and trading have migrated towards the larger exchanges.
Secondly, technology has allowed new competitors to enter the industry (Ramos 2006).
Several electronic trading platforms commonly referred to as Electronic
Communication Networks (ECN) or Alternative Trading Systems (ATS) provide similar
services to traditional stock exchanges. Aggarwal (2006) points out that ECNs provide
alternative trading venues to investors by matching buyers and sellers together,
absorbing market share from stock exchanges. ECNs entering the market have forced
stock exchanges to make significant investments in computerizing their trading
platforms.
Finally, Steil (2002) studied that the costs associated with automated trading are
significantly lower compared to floor-trading. Domowitz and Steil (1999) argue that
the cost reductions were the key drivers for the rapid expansion of automated trading.
According to Steil, automated trading mainly decreased the trading costs to investors
and capital costs to listed companies. The key driver behind this cost reduction was the
diminishing role of intermediation. Domowitz and Steil (1999) estimated that the
trading costs through traditional broker members of NYSE and NASDAQ are 28-33
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percent higher compared to ECNs. Although the trading and capital costs have reduced
significantly, introducing an automated trading system requires high upfront
investment. The radically changed cost structure of administrating an electronic
trading platform has generated the opportunity to leverage significant economies of
scale. The marginal cost of facilitating additional transactions is close to zero so the cost
per transaction decreases as the volumes rise. These new revenue-cost-dynamics have
induced significant pressure to the fees stock exchanges collect and it has forced them
to develop their IT systems.
Commoditization of stock exchange services
The nature of the services stock exchanges provide changed dramatically from a highly
differentiated offering to a commodity product. Previously the trading services
included wider range of various trading and information services, while nowadays
stock exchanges merely offer access to liquidity. According to Macey and O'Hara
(1999), this specialization of stock exchanges was a result of the technological changes
and new regulations that eliminated the need for some of the services previously
offered by stock exchanges.
The commoditization of stock exchange services has certain implications to the
competitive dynamics of the industry. Firstly, it further increased competition as
liquidity became the only dimension in which stock exchanges compete. As discussed
earlier, the network externalities present in the business suggest that liquidity attracts
liquidity. According to Aggarwal (2006), the role of small regional exchanges became
marginal as they found it increasingly difficult to compete against large multinational
exchanges who are more liquid and thus absorbing their volumes. Macey and O'Hara
(1999) and Aggarwal (2002) agree that the exchanges that will be able to sustain or
grow their order flow are those that are able to offer the most liquid marketplace.
Secondly, increasing volumes generate economies of scale. Mendiola and O'Hara (2003)
argue that scale economies in the automated computerized era of stock trading began
playing an increasingly important role as a competitive advantage. Small and mid-sized
stock exchanges were struggling with their efficiency due to their limited size. These
two factors contributed to the rapid consolidation of the industry through mergers and
acquisitions (M&A), for which demutualization is a prerequisite.
Internationalization and deregulation
The deregulation of financial markets further opened up the competition between stock
exchanges. This phenomenon was particularly strong in Europe where the Single
European Market initiative promoted the cross-border competition (Serifsoy 2008).
The implementation of the Investment Service Directive (ISD) in 1993 allowed
authorized exchanges to offer remote access to intermediaries in other countries (Di
Noia 1998). Domowitz and Steil (1999) argue that the removal of legal barriers
pertaining to the direct cross-border trading, both between the states of the European
Union and between the European Union and the United States, contributed to the
widening network of automated markets and the internationalization of the entire
securities industry. Serifsoy and Tyrell (2006) point out that the abolishment of
geographical barriers led to a less-home biased investment behavior of stock exchange
customers. On the one hand companies seeking to go public no longer had to issue their
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shares in their local exchange and on the other hand traders had access to a wider
network of exchanges.
The increased competition that resulted in from the environmental changes accelerated
the demutualization of stock exchanges. In order to survive under the intensifying
competition, stock exchanges were forced to begin to operate as efficient and profitable
companies. This also meant that the governance of stock exchanges should be efficient
in order to increase their ability to adapt to the changing environment. A mutual
structure would not facilitate this.
2.2.3

Internal pressure

In addition to the external pressure from the intensifying competition, stock exchanges
faced internal pressure as well. The obsolescence of the mutual governance structure
began exhibiting symptoms that obstructed efficient decision-making and the ability to
address the emerging competitive threats. The key drivers for the internal pressure
were the reduced marginal cost of membership admission, the increased heterogeneity
and diverging interests among stock exchange members, and the diminishing
relationship between stock exchange and listing companies.
Marginal cost of membership
Steil (2002) points out that the electronic trading systems, which also enabled remote
trading, eliminated the physical limitations of stock exchange facilities that restricted
the number of members. It was no longer necessary for intermediaries to be physically
present at an exchange hall which meant that controlling the number of members in an
exchange became unjustifiable. Moreover Steil argues that the traditional concept of
membership became economically untenable as the economics of the business changed.
In an electronic trading platform the marginal cost of an additional member
approaches zero rendering the entrance fee infeasible. The purpose of the entrance fee
was to cover the fixed costs associated with administrating the platform. Steil continues
that only a variable transaction cost in this case was sustainable. Removing the
entrance fee altogether would have likely been undoable because it would have
required exchanges to return the entrance fees of existing members which were in the
balance sheets of stock exchanges. It is highly unlikely that a not-for-profit exchange
could make this kind of payment. Demutualization would solve this issue by separating
ownership and trading rights, and moreover, by converting the participation share to
shares in a company.
Increased heterogeneity of members
As discussed earlier, the purpose of a mutual association is for its managers to run the
organization on the behalf and for the benefit of its members. However, when the
interests of the members begin to diverge, it becomes problematic to serve everyone’s
interests and conflicts in decision-making emerge. Many authors agree (Di Noia 1998,
Mishkin and Strahan 1999, Allen, McAndrews et al. 2002) that the increased
competition and the technological advancements initiated the diverging of stock
exchange members’ interests. Most importantly these changes contributed to the
disintermediation of conducting stock trading. As the number of stock exchange
members began to rapidly increase, non-member traders were less and less dependent
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on the services the intermediaries provided. Domowitz and Steil (1999) suggest it is
natural to think that intermediaries would exercise their power to block
disintermediation by resisting the adoption of computerized trading systems. Although
computerization would benefit the exchange as a whole, it would reduce the demand
for services offered by intermediaries and thus affect their profits. These diverging
interests among members eliminated some of the advantages associated with
cooperative structures (Mendiola and O'Hara 2003). This argument is further
supported by Hart and Moore (1996) who developed a pricing model which
demonstrates that outside-owned governance is preferable under high level of
heterogeneity among members.
Diminishing relationship between stock exchanges and listing companies
Several authors have studied the changes in the relationship between stock exchange
and its members and how these changes have impacted governance (Macey and O'Hara
1999, Mendiola and O'Hara 2003, Treptow 2006). As discussed earlier, stock exchanges
and their members were dependent on each other and they had made reciprocal
investments on one another. However, over time this relationship lost its significance.
Most of the functions previously conducted by stock exchanges became the
responsibility of other specialist institutions; including analysts, rating agencies and
regulative bodies, leaving access to liquidity as the only dimension in which stock
exchanges compete. The disappearance of this relationship, which previously
supported the mutual structure of stock exchanges, rendered the old governance model
obsolete.
2.2.4

Opportunities

Although existing papers studying the reasons for demutualization put much emphasis
on the intensifying competition and other threats emerging from the changing
environment, demutualization provides important opportunities which are important
to consider. Most importantly demutualization provides additional financing
alternatives and new avenues for business development.
As discussed earlier, stock exchanges faced pressure to computerize their trading
platforms in order to enhance their efficiency and competitiveness. However, doing so
is highly capital intensive and it can be challenging for a cooperative exchange to
finance such an investment for two reasons. Firstly, cooperative stock exchanges
operated on a not-for-profit basis which limited their ability to accumulate profit.
Secondly, cooperative companies cannot raise capital by issuing new shares.
Demutualization eliminates both obstacles providing valid means to finance large
investments.
Demutualization also opens stock exchanges to mergers and acquisitions, and improves
their ability to pursue strategic partnerships. The M&A activity in the industry
intensified as stock exchanges became demutualized (see Table 3).
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Table 3: Stock Exchange mergers (1999-2010)

Date
1999

Acquirer
Singapore Exchange
CDNX (Canadian Venture Exchange)

2000

Nasdaq
CDNX (Canadian Venture Exchange)
Euronext

Hellenic Stock Exchange

Hong Kong Exchanges & Clearing

2001

TSX (Toronto)
BME Spanish Exchanges

2002

Euronext

2003
2004

OMX
TSX (Toronto)
Nasdaq

2005

NYSE
Nasdaq
OMX
2006
OMX
2007
OMX
Nasdaq
NYSE
Nasdaq OMX
LSE
TSX (Toronto)
2008
Nasdaq OMX
NYSE Euronext
2010
Intercontinental Exchange
Source: Reuters, Aggarwal (2006)

Target
Stock Exchange of Singapre
Singapore Intl Monetary Exchange (SIMEX)
Vancouver Stock Exchange
Alberta Stock Exchange
American Stock Exchange
Winnipeg Stock Exchange
Paris Stock Exchange
Amsterdam Stock Exchange
Brussels Stock Exchange
Athens Stock Exchange
Thessaloniki Stock Exchange
Athens Derivative Exchange
Stock Exchange of Hong Kong
Hong Kong Futures Exchange
Hong Kong Securities Clearing Company
CDNX (Canadian Venture Exchange)
Madrid Stock Exchange
Valencia Stock Exchange
Barcelona Stock Exchange
Bilboa Stock Exchange
LIFFE
Portugese Exchange
Helsinki Stock Exchange
Natural Gas Exchange
BRUT ECN
Vilnius Stock Exchange
Archipelago
Instinet
Copenhagen Exchange
Iceland Stock Exchange
Armenian Stock Exchange
OMX
Euronext
Boston Stock Exchange
Borsa Italiana
Montreal Stock Exchange
Nord Pool
American Stock Exchange
Climate Exchange

The rapid consolidation of the industry has mainly been driven by economies of scale,
importance of liquidity, and horizontal expansion, all of which can be addressed by
inorganic growth through M&A. Although demutualization has enabled the
consolidation of the industry, technological advances have been a major catalyst for it.
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Aggarwal (2006) argues that advances in technology have allowed the trading of
different securities; including stocks, bonds and derivatives; on a single trading system.
Moreover, the marginal cost of additional trades in an electronics system is close to
zero, which is an important motivator for stock exchanges to expand their service
offering. Aggarwal (2002) further elaborates that the increased competition between
different trading venues put pressure on the fees stock exchanges collect. To maintain
their revenue stream, many stock exchanges have merged or formed strategic alliances
with exchanges trading other securities. For example in the late 1990s soon after their
demutualization both Helsinki and Stockholm Stock Exchanges merged with local
options exchanges.

2.3 Sensitivity to change
In order to approach my second research question I reviewed existing literature
regarding organizational change. More specifically I focused on understanding factors
that sensitize organizations to change. I discovered two streams of literature which
address this topic, organizational imprinting and environmental jolts. These topics are
discussed in this section.
2.3.1

Organizational imprinting

Organizational sociologists study the existence of a wide variety of organizational
forms. Among the array of theories explaining this variety is the “organizational
imprinting theory”, which asserts that there exists variety between organizations
because organizations are created out of the specific technological, economic, political,
and cultural resources available in the founding context (Johnson 2007). Stinchcombe
(1965) discovered this mechanism through which organizations, at the time of their
inception, take on elements from their surrounding environment. Later this process
became known as “organizational imprinting hypothesis” (Johnson 2007).
In his essay Stinchcombe (1965) studied the effects of social structures on an
organization. He interpreted social structures as the environment organizations
operate in, which includes groups, institutions, laws, population characteristics, and
sets of social relations. Stinchcombe argues that the history of organizations has
implications to the present structure of organizations. In his essay he points out (1965,
p. 153),
The organizational inventions that can be made at a particular time in history
depend on the social technology available at the time. [--] Then, both because they
can function effectively with those organizational forms, and because the forms
tend to become institutionalized, the basic structure of the organization tends to
remain relatively stable.
Marquis and Tilcsik (2013) extend Stinchcomb’s idea to a multilevel theory. In their
paper they provide a more elaborate definition for the imprinting mechanism.
According to their definition, imprinting has three essential features. Firstly, there
exists a temporally restricted “sensitive period” during which an organization is more
susceptible to environmental influence. Secondly, during the sensitive period the
organization comes to reflect elements of the environment at that time. And finally, the
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characteristics developed during the sensitive period persist even though subsequent
environmental changes take place. Moreover, according to their multilevel elaboration
of the theory, organizational imprinting can occur on multiple levels. They identified
four levels in which the imprint can be established: organizational collectives,
organizations, organizational building blocks, and individuals. The relevant level in
which the imprint is born in the Helsinki Stock Exchange case is the organizational
level. Figure 2 illustrates the imprinting framework described by Marquis and Tilcsik.
Time
Persistence of
imprints

Sensitive period

Imprinting
mechanism

Founding

Economic and
technological conditions

Transition

Institutional factors

Persistence of
imprints

Individuals

Figure 2 Organizational imprinting framework (Marquis and Tilcsik 2013)

Marquis and Tilcsik (2013) highlight the temporary nature of the sensitive period.
According to the imprinting theory, an organization is open to imprints only over a
brief restricted period of time. When this window for ‘imprintability’ is shut, the
environment is less likely to have a lasting impact on an organization. Although the
literature regarding organizational imprinting is mainly focused around the founding of
an organization arguing that organizations are sensitive during a brief period of time at
their birth, Marquis and Tilcsik point out that sensitive periods can occur at later stages
as well. According to Carroll and Hannan (2000) sensitive periods can occur during key
developmental stages of organizations. Marquis and Tilcsik propose going public and
merging to another organization as examples of such developmental stages.
While imprinting is often considered as an agency-driven process, (e.g. Johnson 2007)
Marquis and Tilcsik (2013) propose multiple mechanisms through which the
imprinting takes place. Firstly, imprinting is influenced by individuals or agents.
Johnson (2007) draw conclusions from the founding of Paris Opera. She argues that it is
typically the entrepreneurs that have a crucial role in determining what characteristics
a new organization adopts. It stands to reason that this is more likely in the case of
founding a new organization. However, during a subsequent sensitive periods later in
an organization’s life cycle, other sources are more likely to provide the imprint. In
addition to the individual agent or entrepreneur, Marquis and Tilcsik identified
economic and technological conditions, and institutional factors (including regulative,
normative, and cultural-cognitive factors) as sources of imprint.
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Once the imprint has been established, it continues to persist regardless of the changes
in the environment. Stinchcombe (1965) suggests several reasons for the persistence of
imprints:
(a) they may still be the most efficient form of organization for a given purpose; (b)
traditionalizing forces, the vesting of interests, and the working out of ideologies
may tend to preserve the structure; and (c) the organization may not be in a
competitive structure in which it has to be better than alternative forms of
organization in order to survive
Organizational ecologists have further extended the research on persistence of
organizational forms. Hannan and Freeman (1977) studied structural inertia, which
limits an organization’s ability to adapt to its surrounding environment. They drew
conclusions from existing organization literature and extended the list of factors
increasing organizational inertia. They divided these factors to internal and external
pressures towards inertia. Firstly, certain organization’s assets such as plants,
equipment and specialized personnel cannot easily be transferred into other tasks.
These sunk costs generate inertia towards changing an organization to a direction that
renders these assets obsolete. Secondly, information asymmetries within organizations
generate contingencies making it difficult for an organization to adapt with the
environment. Thirdly, structural changes within organizations almost always include
redistribution of resources between organizational subunits. For this reason it is likely
that at least some subunits resist change. Finally, organizations tend to resist change
due to historical reasons. Some of the structures and practices have been highly
established and become subject to normative agreement. These normative agreements
provide justification and an organizing principle for those subunits that wish to resist
change. Moreover, they preclude the serious consideration of many alternative
responses.
In addition to the internal pressures, Hannan and Freeman (1977) identified multiple
external pressures towards structural inertia. Firstly, certain legal and fiscal barriers
can prevent an organization from exiting or entering a certain activity. Secondly, as
with the asymmetric information flows within organizations, in many cases
information from the environment fails to reach the decision making bodies within
organizations, increasing the inability to make adaptive changes. Thirdly, organizations
might have gained external legitimacy, that is the generalized perception or approval of
an organizational form by a certain socially constructed system of norms, values, and
beliefs (Suchman 1995). This legitimacy can be considered as a valuable asset to an
organization. Pursuing a structural change bares the risk of losing this asset as the
changed organization might not be as legitimate. Organizational legitimacy as a source
of inertia is particularly strong when the new organization is not yet well established.
However, when more organizations adopt the new form, the legitimacy increases
through the density effect. According to Hannan and Carrol (1992) the legitimacy of an
organizational form increases as the number of organizations increases. This means
that as more organizations adopt the new form, it becomes more legitimate. It stands to
reason that in the stock exchange industry the inertia related to legitimacy resisting
demutualization became weaker as more exchanges demutualized. Finally, although a
certain competitor to an organization finds an optimal strategy to serve its customers,
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the same strategy might not be optimal for another organization. For this reason,
organizations resist change although competing organizations innovate and operate a
‘better’ organization.
As Marquis and Tilcsik (2013) point out, most imprinting research relies on the very
basic assumption that imprinting occurs at the creation of a new organization. While
several authors recognize the possibility of multiple sensitive periods (Pennings 1980,
Carroll and Hannan 2000, Higgins 2005, Marquis and Tilcsik 2013), there is little
empirical work that provides insight how an existing organization again becomes
sensitive to change. However, the literature discussing environmental jolts provides
one avenue for elaborating the process through which an organization is sensitized to
change.
2.3.2

Environmental jolts

Many researchers in their papers have focused on studying organizations during
periods of stability, seeking attributes that many organizations have in common.
Similarly most researchers consider sudden environmental changes as threats to
organizations, due to which in many cases these changes have been labeled using such
terms as crises, threats, or disasters (Meyer 1982). Meyer on the other hand in his
paper suggests that sudden changes can also benefit organizations in the form of
adaptive change. He calls these changes as ‘environmental jolts’, providing the
following definition (p. 515):
[environmental jolts are] transient perturbations whose occurrences are difficult to
foresee and whose impacts on organizations are disruptive and potentially inimical.
Meyer (1982) argues that environmental jolts provide opportunities for organizational
learning, administrative drama, and introducing unrelated changes. Environmental
jolts have the potential to reveal weaknesses in existing structures and their
relationships with the environment (Strang and Bradburn 1994, Sine and David 2003).
Jolts can prompt crisis within an organization in which the performance of the
organization is not in line with expectations. Sine and David (2003) find that these new
discoveries made during a jolt also provide entrepreneurial opportunities. Jolts
consequently motivate managers to question their current institutional structures and
to search new ways of organizing their companies and operations, and to pursue new
strategies. An environmental jolt can thus delegitimate existing institutional
arrangements removing some of the organizational inertia resisting change. In their
example of how environmental jolts catalyze change and entrepreneurial action, Sine
and David introduce the case of US auto industry in which exogenous shocks revealed
the reliance of current product strategies on cheap oil. This dependency had remained
unnoticed and did not cause problems until the oil crisis in 1973. Although Sine and
David do not continue to elaborate the changes the US auto industry experienced, they
conclude that according to Oliver (1992) the result of environmental jolts is often a
change in institutionalized logics and practices and reorientation of organizational
strategies and processes with environmental demands.
As the name implies environmental jolts originate from the external environment.
However, Sine and David (2003) acknowledge that internal crises have similar effects
21

2 Literary review
and they can also catalyze change. Kuhn (1962) argues that discovery of new
innovations and change commences through the awareness of an anomaly that is
endogenous to the field in question. The process then continues with a further
exploration of the area of anomaly.
1935
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Technological Advancements
Decreasing Fuel Prices
Claims of Natural Monopoly

1978

Evironmental Jolts

Institutional Change
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regulatory, and popular
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embodied in the regulated
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Figure 3 Institutionalization and erosion of the regulated-monopoly industrial form in the US
electric power industry. (Sine and David 2003)

In studying the US electric industry Sine and David (2003) highlight the significance of
agency in reshaping existing organizational structures and arrangements once an
environmental jolt has taken place. Figure 3 summarizes the model created by Sine and
David. During the 1930s to 1970s the industry went through major changes while the
existing organizational forms remained mostly intact. In the 1970s an environmental
jolt prompted the weaknesses of existing organizational forms to become apparent.
This discovery of weaknesses in existing systems led to the institutional change
process.
The case Sine and David (2003) studied exhibits similarities with the case of Helsinki
Stock Exchange demutualization. Firstly, the environment exhibited similar trends,
most importantly increasing demand and advances in technology. Secondly, US electric
industry was a natural monopoly subject to little regulation and scrutiny. And finally,
its monopoly position and organizational form were not questioned prior to the
environmental jolts.
Sine and David (2003) empirically show that environmental jolts disrupt even wellestablished institutional logics and structures, motivating search for alternative
arrangements that provide relief to these disruptions. They argue that this search
process increases the awareness towards the problems in the existing institutional
arrangements mobilizing actors inside and outside the focus organization to engage in
entrepreneurial activities. This search process increases the scrutiny over the focus
organization and it becomes subject to increased questioning, eliminating its taken-forgranted assumptions.
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In this chapter I describe the methodologies used and the data that is collected and
analyzed. Section 3.1 provides an overview of a case study. While I cover the topic
briefly, it is important since the case was the starting point for this thesis. In Section 3.2
I provide a detailed explanation of the entire research process, strategy, design and
methodology used. Finally, in Section 3.3 I present the data and how it was collected.

3.1 Case study
Yin (1984) was one of the first authors to discuss case study methodology. Yin (1984,
p.23) describes case study as an empirical research that “investigates contemporary
phenomenon within its real-life context; when the boundaries between phenomenon and
context are not clearly evident; and in which multiple sources of evidence are used”.
Eisenhardt (1989, p.534) later defined case study as “a research strategy which focuses
on understanding the dynamics present within single settings”. Case studies are most
appropriate in an early phases of new theory formulation, when the key variables and
their relationships are explored (Gibbert, Ruigrok et al. 2008).A case study can involve
multiple cases, however my focus is in studying a single case – demutualization of
Helsinki Stock Exchange. Although the focus of this thesis is on a single setting, using a
case study will enable performing a multilevel analysis (Yin 1984) within a single
study. This means I can study the organizational activities in individual, organization
and industry level. Moreover, a case study facilitates the use of an iteratively evolving
research strategy (further discussed in the following section).
The decision towards a single case study was driven by three important factors. Firstly,
the demutualization of Helsinki Stock Exchange is a unique case in the sense that it was
one of the first stock exchanges in the world to demutualize. This provides a valuable
opportunity to study what sensitizes organizations to change when no precedent
changes exist and what factors catalyze this process. The environmental incidents
which the previous research has identified as drivers of demutualization impacted
stock exchanges more or less at the same time. A new technology that was introduced
became available for all stock exchanges simultaneously. Moreover EU, EEA and other
initiatives towards a more integrated Europe were international projects that were
carried out in parallel within multiple European nations. I concluded that while the
reasons for demutualization are agreed upon, there has to be unidentified catalysts that
resulted in different exchanges to demutualize at different times. Since Finland was the
second in the world, I expected the HSE case to exhibit strong evidence of such
sensitizing and catalyzing forces which would provide a valuable contribution to
existing literature in the domain of organizational change. Secondly, much of the
archival material had only recently become available to the public. As an example the
Bank of Finland releases material that is 25 years old to the general public. Moreover, it
was still possible to conduct fruitful interviews with key stakeholders that were
involved with the process. Finally, a single case study allowed a rich and thorough
analysis on the events that took place. Focusing on only one case enabled me to
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iteratively collect data as my analyses progressed. This was important as the purpose
was to perform inductive theorizing which required additional data collection and
analysis during the research.

3.1.1

Case confines

As a result of a preliminary review of the Helsinki Stock Exchange and its operating
environment, I concluded that the case should be limited to events covering the years
1984-1996. 1984 represents the year when the industry began opening up to
international trade. Moreover, the reorganization of the Exchange as a co-operative in
the same year establishes a natural starting point for my observations. The year 1996
was selected as the final year of observations since I assume that the immediate
repercussions of the demutualization had not all realized by the end of 1995.
Although the focus is in studying Helsinki Stock Exchange, the changes in the industry
were contributed by a multitude of organizations outside HSE. Moreover, as discussed
in the Methodology section of this thesis, I employ a contextualist analysis methodology
which incorporates a vertical component to the process study. This means that I take
into consideration the dynamics between various organizations besides HSE. For this
reason, I do not establish any boundaries for what organizations are used as data
sources or subjects to further studying.

3.2 Research frameworks
In order get organized from the beginning of this research, I used the process roadmap
presented by Eisenhardt (1989) to plan and structure the way I approach my research
questions. Eisenhardt’s roadmap synthesizes previous work on qualitative methods,
design of case study research and grounded theory building. The roadmap consists of
eight steps: (1) getting started, (2) selecting cases, (3) crafting instruments and
protocols, (4) entering the field, (5) analyzing data, (6) shaping hypotheses, (7)
enfolding literature, and (8) reaching closure. My research process is further
elaborated in Table 4.
As a starting point, I emphasized the key aspects of induction. I approached the studied
phenomenon by ignoring the literature of theory and focused on the facts that emerged
from studying the case at hand. By avoiding theoretical preconceptions I ensured that
the data and subsequent analyses emerge uncontaminated (Burgelman 2011). As I
pursued inductive theory building I relied on continuous comparison of data and
theory throughout the research process.
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Table 4 Research process (Eisenhardt 1989)
Step
Getting started

Activity
Literary review

Purpose
Focusing efforts and broadly defining the
research question

Key
chapter
2

The bounding of
the case

Confining the case setting:
Retaining theoretical flexibility. Helps in
demutualization of Helsinki Stock defining the limits for generalizing the
Exchange
findings

Crafting
instruments and
protocols

Selection of data collection
methods and research strategy

Ensuring the richness of data and analyses,
and robust theoretical contribution

3

Entering the field

Conducting semi-structured
interviews and collecting
archival material

Speeds analyses and reveals helpful
adjustments to data collection. Allowing
taking advantage of emerging themes

3

Analyzing data

Performed in parallel with data collection,
Coding and analyzing the results which increases familiarity with data and
preliminary theory generation

Iterative tabulation of evidence
Shaping hypotheses for process events, collecting
Sharpening theory formulation
evidence for causal relationships

3,4

3, 5

5

Enfolding literature

Comparison with conflicting
findings in existing literature

Building internal validity, raising theoretical
level, and sharpens generalizability

6

Reaching closure

Theoretical saturation when
possible

Ending the process when marginal
improvement becomes small

7

The first step in the research process consisted of the identification of key papers
discussing stock exchange demutualization. This was carried out through searches in
ISI Web of Science using “demutualization” as the key search term. A high portion of the
articles discovered focused on the demutualization of stock exchanges so at this point I
began exploring the articles in greater detail. As I reviewed the articles, I paid attention
to relevant citations within the articles that were not included in the original list of ISI
Web of Science search results. Once I had completed reviewing the first batch of
articles, I performed the same review process on the new list of references that was
created as a result of the “snowballing” effect. This process was performed several
times until no new articles were identified and I was confident that I had exhaustively
identified the key articles concerning stock exchange demutualization. During this
iterative literature review process I coded the articles based on their key contents.
These first order codes were further aggregated into second order themes and
constructs. I identified themes which were insufficiently covered in the collection of
literature I had collected yet relevant to have a comprehensive understanding of the
dynamics of demutualization. Therefore I extended my collection of literature to these
emerging themes again using the snowballing method. The most important themes
outside the demutualization domain were ‘corporate governance’ and ‘mutual
associations’6. Exploring these domains as well expanded my understanding of the

In several articles mutual association was used interchangeably with mutual co-operative,
member-owned co-operative and co-operative
6
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transformation from a mutual association to a limited liability company enabling
further iteration of my research strategy.
The literary review was conducted in parallel with the second step of my research
process – ‘selecting cases’. Since Helsinki Stock Exchange was preselected as the study
case already from the beginning, I proceeded with outlining and confining the case
setting. This was carried out by collecting both primary and secondary data.
Preliminary interviews were conducted firstly to highlight the key events that took
place in the Finnish stock exchange industry and secondly to identify the key
informants for the case. This primary data was supplemented with secondary data
which included Helsinki Stock Exchange annual reports from 1983 to 1997 and existing
literature discussing the development of Finnish financial markets in the 1980s and
1990s.
As a result from the first and second step, I prepared a preliminary narrative which
highlighted the key events regarding stock exchange demutualization and which
provided an overview of the Helsinki Stock Exchange case setting. The preparation of
the narrative was an important milestone which enabled me to perform a first iteration
of the research strategy, most importantly the research question, and to proceed to the
third step in the research process, ‘Crafting instruments and protocols’.
Although the process roadmap proposed by Eisenhardt (1989) implies that the
different steps are to greater extent performed chronologically, I determined that
pursuing a more iterative approach to the research strategy, in which different steps
are performed simultaneously, would be more suitable for my case study. I selected an
iteratively developing research strategy described by Van de Ven (2007). In his paper
Van de Ven presents a four-phase model of engaged scholarship. The key premise is
that the four elements of the model; research design, theory building, problem
formulation and problem solving evolve iteratively during the process of carrying out
the research. Figure 4 illustrates the research strategy I have assumed in this thesis. As
I proceeded according to the research process and had begun gathering data and
performing analyses, I continuously iterated the research problem, question, theory
building and research design. My research strategy employed a continuous interplay
between these four phases, driven by new data and information I obtained.
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Key activities

Formulating the
research problem

Iterate
& fit

Defining the research problem in key dimensions: context,
time, organizational level.
Gathering and diagnosing information to define
characteristics of the problem.

Problem solving
(research question)

Defining a question that solves the previously identified
problem.

Theory building

Involves three activities: creating a theory, elaborating
existing theory, justifying or evaluating a theory

Research design

Selecting sample and mode of inquiry, selecting methods
for analyses, defining process concepts

Figure 4 Research strategy framework (Van de Ven 2007)

Before proceeding to the next step in my research process, ‘Entering the field’, I
elaborated my research design. According to Van de Ven and Huber (1990) studies on
organizational change typically address two different types of research questions:
1) What are the antecedents or consequences of changes in organizational forms or
administrative practices?
2) How does an organizational change emerge, develop, grow or terminate over
time?
Research addressing the first question often involves an outcome driven variance
analysis in which the outcome (dependent variable) is explained by certain attributes
(independent variable). Statistical models are typically employed to test hypotheses
about relationships between independent and dependent variables. (Van de Ven 2007)
While the vast majority of research to date addresses the first question, the second
question has gained increasing interest. Research studying “how” questions typically
employ a process analysis, describing and explaining the temporal sequence of events
that unfold over time as an organizational change occurs. While variance analyses are
typically designed to identify correlations (and causality), process analyses are
fundamentally important to explaining the dynamics of change. Variance and process
analyses are highly complementary as process studies tend to explain the causality
between independent and dependent variables. (Van de Ven 2007)
The basis for my research design was to understand the process and sequence of
events that led to the demutualization of Helsinki Stock Exchange. As suggested by Van
de Ven (2007), I began the designing of my research by defining the meaning of
process. I explored existing literature regarding organizational change and draw
conclusions on what are the different phases that typically take place. In studying a
planned change processes Beyer and Trice (1978) synthesize multiple change models
into a single seven-step-framework which consists of the following stages: (1) sensing
of unsatisfied demands on the system; (2) the search for possible responses; (3) the
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evaluation of alternatives; (4) the decision to adopt a course of action; (5) the initiation
of action within the system; (6) the implementation of the change; and (7) the
institutionalization of the change. This framework was used to provide structure to my
data collection which was in line with my initial strategy to waive any theoretical
preconceptions to maintain data and analytical integrity.
Eisenhardt (1989) suggests that the typical data collection methods in case studies
include archives, interviews, questionnaires and observations. In this thesis I rely on
available archive material and oral history interviews. As already discussed, I
performed preliminary interviews already during the first two steps of my research
process. The interviews were semi-structured based on the key emerging themes from
existing literature which included the deregulation of financial markets and the
demutualization of Helsinki Stock Exchange. The first round interview structure is
presented in Appendix I. The most important objectives of the first two steps of my
research process was to firstly identify the key informants and data sources and
secondly to focus my efforts and reiterate my research questions.
Once I had reiterated my research strategy, I proceeded to the fourth step in my
research process: ‘Entering the field’. Based on my newly focused research question I
redesigned my interview structure using the change model suggested by Beyer and
Trice (1978). Using this model as a framework for my interviews ensured that I will
exhaustively cover the entire demutualization process, providing the prerequisites to
understand the sequence of events that unfold over time.
In designing the interviews I placed great emphasis in data reliability and integrity.
Foddy (1993) identified interviewee memory as one of the principal causes of errors in
collecting qualitative data. In my case, this is especially crucial since the studied events
took place nearly 20 years ago. To overcome this issue, DeBlasio, Ganzert et al. (2009)
propose multiple ‘Interview Memory-Joggers’ that will enhance interviewees’ memory
without affecting the integrity of their answers. Of these methods, providing historical
timelines to the interviewees was the most suitable in my case. Using the data collected
during the first two steps in my research process, I prepared a brief memo that
highlights the key events that took place between 1984 and 1997, and sent it to the
interviewees via email at least one week prior to the interview session. These events
were further divided under three categories: events in the external environment,
events in HSE operations and strategy, and events during the demutualization process.
Each category of events was illustrated on a separate timeline. The presented events
were limited to 1984-1997 for three reasons. Firstly, as I learned from my literary
review, the key reasons for demutualization relate to the radical development in
information technologies and the internationalization of financial markets. While most
of these developments in Finland, especially those in the IT, took place at the turn of
1990s, Vaihekoski (1997) argues that the beginning of the internationalization can be
traced to 1984 when the unrestricted shares were listed separately in HSE. Secondly,
HSE was organized as a co-operative in 1984, which acts as an intuitive starting point
for my observations. Lastly, I selected the end year to 1997, since as suggested in my
literary review, demutualization was not only driven by earlier events but
opportunities that it would enable, most importantly the ability to pursue M&A. Results
from my preliminary interviews suggest that the merger of HSE and SOM in 1997 was a
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foreseeable event that increased the pressure to demutualize. In addition to the key
events, the memo included a graph illustrating the development of stock exchange
turnover and the market capitalization of listed companies during 1980-1996. The
purpose of this graph was to provide a quantified illustration on how the stock
exchange industry developed over time.
Similarly to the first round, a semi-structured interview method was employed for the
second round as well. Gubrium and Holstein (2001) propose that during an interview,
there are three types of questions: main questions, probes, and follow-up questions.
The main questions, which begin and guide the conversation, were designed around a
custom framework which was developed using a combination of the contextualist
analysis process (Pettigrew 1990) and the change process by Beyer and Trice (1978). A
contextualist analysis draws on phenomena at both vertical and horizontal levels. The
vertical level refers to the interdependencies between different organizations,
individuals and institutional factors, such as interest organizations and socioeconomic
context. The horizontal level refers to the sequential interconnectedness of events and
how they unfold over time. For the horizontal level questions, I assumed the change
process suggested by Beyer and Trice to provide structure. The main questions are
presented in Appendix II. While the main questions drove the interview session, I used
probes to clarify answers or request further examples of identified events. Below is an
excerpt from a second round interview to illustrate how I used probes:
Main question: Describe the events that led to the intention to change.
Answer: [discussion regarding Stockholm Stock Exchange and SOM]
Probe: How did Stockholm Stock Exchange and SOM affect the decision to
demutualize?
Finally I used follow-up questions to pursue the implications of answers to main
questions. As I conducted the interviews it was paramount to maintain flexibility and to
be able to pay attention to the variety of meanings that emerged as the interviews
progressed (Gubrium and Holstein 2001).
After data collection I continued with coding the archival and interview data. Gibbs
(2007, p.38) broadly defines coding as a “way of indexing or categorizing the text in
order to establish a framework of thematic ideas about it”. The purpose of coding my
qualitative material was to organize my thinking and analysis of the data. I employed
two distinct qualitative data coding methods. For the archive material I used incident
coding and for the interview data the Gioia methodology. Since the focus of this thesis is
to elaborate the process through which HSE was demutualized, incident coding is the
primary tool to achieve this. However, Gioia methodology was more suitable for the
interview data as the data contained few incidents. The interviewees discussed the
events from a broader perspective and focused on elaborating the relationships
between certain events and the dynamics of the process. Employing the Gioia
methodology on the interview data was highly complementary to the results from my
incident coding.
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The incident coding method proposed by Van de Ven (2007) is particularly suitable for
process studies as its purpose is to capture information about a discrete incident or
occurrence that took place on a certain date. Each incident is unique and in aggregate
incidents generate a robust timeline of events that elaborates the sequence in which
these events unfold over time. The incident-event relationship is analogous to the
variable-construct relationship. Van de Ven describes events as a coded set of incidents.
While Van de Ven’s event concept is generally valid, I ended up categorizing my
incidents in two levels: project and incident track levels. A project has a beginning and
completion, consists of incidents that unfold in a specific order and together contribute
to the same end result. As an example the project ‘demutualization’ consisted of 17
independent and consecutive incidents that contributed to the same outcome:
demutualization of Helsinki Stock exchange. The incident tracks were conceptualized as
independent domains in which projects contribute in. As an example the incident track
‘internationalization’, consisted of two projects: the establishment of European
Economic Area and European Union, and the liberalization of capital flows across
national borders. This project and incident conceptualization was a result of an
abductive incident coding approach. While there are several methodologies for
identifying events from incidents (Van de Ven 2007), I used an abductive approach
which is closely related to the grounded theorizing methodology. Abductive approaches
begin with the data and categories of incidents emerge from the ground up. This
methodology ensures that the incident categories are not affected by theoretical
preconceptions.
We uploaded the archive material and the transcribed interviews in digital format to a
cloud based database. The material was enriched with metadata including source date,
authors, organizations and individuals involved and source criticism. The managing of
the documents and executing the incident coding was carried out using the Filemaker
Pro Advanced software. This software is highly customizable which enabled me to
tailor the incident coding to best meet with the demands of my unique case. Moreover,
as I had chosen to pursue an iteratively developing research strategy, the
customizability of the software facilitated modifying the coding functionalities as my
research design evolved. The collected material was analyzed and unique incidents
were identified. A multitude of custom parameters were available for each incident and
applied when applicable. These parameters included incident date, date uncertainty,
incident track, project, acting organizations and persons, recipient organizations and
persons, and source criticism. As an end result of the incident coding I obtained a
comprehensive and well organized timeline of the key incidents in the Finnish stock
exchange industry from early 1980s to late 1990s. In order to understand the dynamics
of these incidents and how they catalyzed the organizational change within HSE, I
performed an additional qualitative analysis using the Gioia methodology.
In his paper Gioia (2013) seeks to address some of the criticism and limitations that
qualitative research and inductive approaches in particular have been subject to by
proposing a methodology that brings rigor in qualitative analysis. Gioia builds his
methodology on grounded theorizing principles with the objective to avoid the limiting
effects of existing knowledge. The Gioia methodology includes a holistic approach for
inductive concept development that balances between the often conflicting need to
30

3 Methodology and data
develop new concepts inductively while maintaining a high level of rigor. Gioia
proposes a solution which engages both informant-centric terms and codes (1st order)
and the researcher-centric concepts, themes, and dimensions (2nd order). Gioia argues
that combining both the informant and researcher voices promotes a rigorous
qualitative demonstration of the concept elaboration and sensemaking.
We executed the Gioia methodology using the Atlas TI scientific software. I began by
generating new codes as they emerged in the material adhering to the informants’
terms and when I began identifying similarities in the codes, I applied existing codes to
new material. Once I had completed coding the material I reviewed the list of codes and
merged similar codes together. This 1st order analysis resulted in 150 codes. I
continued my analysis by further aggregating the 1st order codes into 2nd order
constructs. This analysis resulted in 12 categories (see Appendix III for further
elaboration of the 2nd order categories) and together with the 1st order analysis an
elaborate description of the dynamics between various incidents and incident tracks.
As a final step in the analysis phase of my research process (Table 4) I employed a
narrative sense making strategy (Langley 1999). Langley points out that narrative
strategy is used in almost all process studies. This strategy avoids committing to any
specific anchor point. The only driving element in a narrative is time as the strategy
aims to describe the process as a chronological sequence or a detailed story. The
purpose of employing a narrative however can vary. In many cases it is a preliminary
step to prepare for subsequent analyses. In this type of instance the narrative is used as
a data organization tool. On the other hand a narrative can also be the main product of
a research. In this instance the purpose of the research is to understand an
organizational phenomena through an elaborate description of the sequence of events
and how they unfold over time.
Narrative sense making strategy is typically suitable only for a single case. The degree
of accuracy is high and the variety and richness of incidents and linkages between them
are ideally described in great detail. One of the classic examples of employing narrative
strategy to a qualitative study is presented by Chandler (1964) who studied the history
of the evolution of American enterprise.
We used the coded data to construct a detailed story of how the various incidents and
incident tracks unfolded over time. Due to the broad timespan of my observations I
decided to complement the narrative strategy with the ‘Temporal Bracketing Strategy’
(Langley 1999). This strategy divides a process into temporal brackets that provide
structure to the description of events and assists in analyzing the process from broader
perspective. It is worth noting that these brackets are not ‘phases’ in the sense of a
predictable sequential process. I divided the narrative into four temporal sections.
While the purpose of the narrative was to describe the incidents chronologically, in
each section I narrated an individual incident track separately to maintain a coherent
flow in the story.
The findings from my analyses are presented in Chapter 5. The chapter is divided into
four sections. First, I present the findings from my incident coding using the narrative
sense making strategy. Second, I present my organizational change model that enriches
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the findings from the narrative by elaborating the relationships and dynamics within
the change process. Third, I synthesize the findings in a hybrid model that combines the
process elements from the organizational change model and the individual incidents
from the narrative. Finally, based on my findings I present theoretical propositions in
Section 5.4.

3.3 Data
While case studies can employ both quantitative and qualitative data (Eisenhardt
1989), I relied mainly on the latter. I employed two separate methods for gathering
data. Firstly, I conducted oral interviews with key individuals that were closely related
with the demutualization process and secondly, I collected a large amount of archive
material from relevant organizations.
3.3.1

Interviews

I conducted two separate interview rounds. For the first round, I interviewed
individuals from HSE and other organizations such as Bank of Finland, Finnish
Government and the media. The key motivation for selecting a first round informant
was on the one hand to gain understanding of the development of the stock exchange
industry and on the other to identify the individuals and organizations that contributed
in this process. The following criteria was used when selecting an informant: (1)
referred by another informant as a valuable informant, and/or (2) was a key decision
maker in an organization contributing to the industry development and/or (3) had
made relevant publications. The number of first round informants was limited to ten.
From HSE I interviewed a former Chief Executive Officer (CEO) who had a key role in
managing the demutualization process and another long-time employee who witnessed
the demutualization process from a close viewpoint. I also interviewed a member of the
Exchange co-operative who represented the brokers in the HSE board of directors.
Outside HSE I interviewed individuals who were either involved with the development
of stock exchange industry and its operating environment or otherwise closely
observed the industry development. These included representatives of the entrant
company Suomen Optiomeklarit Oy, Finnish media, Bank of Finland, the Finnish
Government and three other notable individuals whose key expertise is the
development of Finnish financial markets and economy during the 1980s and 1990s.
All the interviewees outside HSE were either senior employees (directors/executives)
within their organization or were recommended by other informants due to their
expertise in the case setting. One to two hours was scheduled for each interview and
the average duration of an interview was 1 hour 11 minutes. These interviews were
recorded and transcribed except for one interview, in which the interviewee declined
recording the interview. Table 5 provides a summary of the first round interviews.
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Table 5 Interview data – Round I

Industry field
Incumbent

Relevant organization
Helsinki Stock Exchange

Position
CEO
Demutualization working group
Board of directors (broker)
Entrant
Suomen Optiomeklarit
CEO
Media
Suomen Kuvalehti
Journalist
Educational
Turku School of Economics Finance professor
Regulatory process Bank of Finland
Director
Director
Finnish Government
Finance minister
Director
Other
Various securities related Various
Total number of interviewees
11

For the second round of interviews, I only interviewed the management and board
members of HSE. The main reason for the narrower industry representation of the
informants compared to the first round was the increased focus of my research
question. The interviewees included three members of HSE top management, three
board members representing the listing companies, and five board members
representing the brokers. The following criteria logic was used to arrive at the final
composition of round II informants: (1) was a member of the demutualization working
group, and/or (2) was a member of the board of directors in 1995, and/or (3) was a
member of the board of directors in 1994 with at least 4 years of experience, and/or
(4) was recommended by other informants due to their central role in the
demutualization process. Of the 17 individuals meeting this criteria logic, I was able to
organize an interview with 12. The purpose of applying this selection criteria was to
ensure that the selected informants represented the individuals with the most relevant
information regarding the demutualization process. Table 6 provides a summary of the
second round interviews.
Table 6 Interview data – Round II

Industry field
Incumbent

Relevant organization
Helsinki Stock Exchange

Total number of interviewees
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Position
CEO
Director
Demutualization working group
Demutualization working group
Board of directors (broker)
Board of directors (broker)
Board of directors (broker)
Board of directors (broker)
Board of directors (broker)
Board chairman (listing company)
Board chairman (listing company)
Board of directors (listing company)
12
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3.3.2

Archive material

I gathered an exhaustive set of archive material from organizations that had an
important role in the development of the stock exchange industry and financial
markets (see Table 7 for an overview of the archive data). These organizations were
gradually identified during the data collection and a filtering process was used to
identify and collect only the most relevant material. When references to other
organizations emerged from both collected archival material and oral interviews, I first
contacted the organization in question to obtain an overview of existing archive
material. Then, after evaluating the contents of the archive material I concluded
whether it was relevant to my study. When the archive was concluded valuable, I
manually browsed the material and identified individual records that were relevant to
my study. Most of the material was not digitalized, so the selected records were
photocopied and an optical character recognition process was performed to enable
more rapid data analysis. The material was uploaded to a cloud database with added
metadata including type of material, short and long description, date, acting
organizations and source archival deposit. Next, I will briefly describe individual
archive deposits.
Helsinki Stock Exchange
Due to confidentiality reasons the material I received from HSE was preselected by
their representative. However, I was assured that I received all existing records that
addressed the demutualization of the Exchange. This material included board minutes
from seven meetings held in 1995, including appendices. In addition I received original
copies of HSE annual reports from 1983 to 1997.
Suomen Optiomeklarit
We gained access to the a large collection of archive material that contained
information regarding the structural development of securities industry in Finland and
other strategy documents, board minutes, memos and documented communication
between individuals within the industry. I performed the previously described filtering
process to the material and selected a total of 71 records from the archives.
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Table 7 Archive data
Key records

Period of
coverage

Number of
records

Industry field

Organization

Incumbent

Helsinki Stock Exchange Annual reports, board minutes

1983-1997

23

Entrant

Suomen Optiomeklarit
Oy

1987-1999

72

Financial supervisor

Finnish Bank Inspection Annual reports

1984-

Interest organizations

Finnish Association of
Securities Dealers

Board minutes

1993-1995

56

Media

Kauppalehti

News articles

1988-

127

Regulatory process

Bank of Finland

Annual reports, minutes from bank
council, memos from various
monetary policy departments

1980-

20

Board minutes, strategy documents,
memos, communication

7

Bank of Finland and Finnish Bank Inspection
All existing archive material from Bank of Finland and Finnish Bank Inspection were
stored in the Bank of Finland archives. All material in the Bank of Finland archive that
is older than 25 years is available to the general public. The material I gained access to
was preselected by a Historian at Bank of Finland based on my instructions. I requested
the Historian to gather all records that concern demutualization of HSE or the
deregulation and internationalization of the financial markets. I arrived at these criteria
as I learned that the Bank of Finland was the key organization contributing to the
deregulation process during 1980s and 1990s.
We also received the annual reports of Finnish Bank Inspection from 1984. I was
advised that no additional material from the Bank Inspection exists.
Finnish Association of Securities Dealers (FASD)
FASD was closely involved with the development of the securities industry as a
representative of securities dealers. I gained access to all their existing archive
material. Due to the overwhelming amount of archive material, selected material was
limited to cover 1993 to 1995. The material filtering process was applied to this
selection of archive material. In total I collected 56 records from the FASD archive.
Kauppalehti
Kauppalehti is the largest business newspaper in Finland (ALMA Media 2014). All
articles published in Kauppalehti since 1988 are digitalized and stored in an online
database. Kauppalehti offers a tool for making filtered searches to their online
database. I used “Helsingin arvopaperipörssi” (Helsinki Stock Exchange) as the
keyword and limited the search to articles published between 1988 and 1997. My
search resulted a total of 881 articles. I skimmed each article and ended up with
collecting 103 articles from the database.
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4 CASE OVERVIEW – HELSINKI STOCK EXCHANGE
Helsinki Stock Exchange was founded in 1912. At that time its legal form was unclear,
however it had similarities with a co-operative organization. The exchange was
established to provide services to its members and the members had control over the
Exchange. Until mid-1980s stock exchange business in Finland was marginal. Finnish
companies typically financed their capital investments using debt. Equity issues were
relatively rare until the deregulation and internationalization of Finnish financial
markets commenced in the 1980s. In the early 1980s securities trading in Finland
began expanding rapidly and especially foreign investors became increasingly
interested in acquiring Finnish shares. Figure 5 illustrates the development of the
Finnish market from 1980 onwards. The increasing volumes and internationalization
put pressure on Helsinki Stock Exchange and it needed to review its capability to serve
the growing demand for securities and on the other hand its ability to exploit the
opportunities emerging from the changing environment. A working group set up by the
Exchange Committee to investigate the prerequisites for these new requirements
proposed mutual association as the new form of corporation for Helsinki Stock
Exchange. In October 1984 HSE cooperative began operating the exchange.
Shares
Bonds and debentures
Bonds and debentures (right)

Subscribtion rights and warrants
Shares (right)

Turnover
FIM (millions)
120 000

Market cap
FIM (billions)
300,0

100 000

250,0

80 000

200,0

60 000

150,0

40 000

100,0

20 000

50,0

0

-

Figure 5: Helsinki Stock Exchange annual turnover (Helsingin Arvopaperipörssi 1996)

When Helsinki Stock Exchange co-operative was founded, it had 19 members. 16 of
these were banks and brokerage companies and the remaining 3 were commercial and
industrial organizations. According to the new rules of the Exchange, in addition to
banks and brokerage companies engaged in the trading of securities, listing companies
and business organizations could be accepted as members to the Exchange.
Membership was mandatory only for brokerage companies and becoming a member
required to pay an entrance fee and buy a participation share for FIM 10 000. The cooperative had two separate governing bodies: the board of directors and supervisory
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board. Board of directors was accountable to the supervisory board and the
supervisory board on the other hand was accountable to the members who exerted
their power in the co-operative meeting. The board of directors and supervisory board
were represented by both brokers and banks, and listing companies. Typically the
chairman of the board was a representative of the listing companies and the vice
chairman was a representative of the banks and brokers.
Helsinki Stock Exchange co-operative operated on a not-for-profit basis. Its operating
principle was to provide services to its members at a minimal cost. Moreover,
according to the rules of the co-operative, its ability to accumulate surplus was limited.
The Exchange had reserve funds in which some surplus could be accumulated. Most of
the surplus from an accounting period however was returned to the members in the
form of lowered transaction fees during the next year.
The trading of shares in 1984 was carried out in call out sessions. When the trading day
began the share prices for the then 48 listed companies were fixed for the entire day. At
the time the shares were physical items which were transferred against money. This
clearing of transactions was the responsibility of the transacting parties, which meant
that individual shares had to be physically transported from one party to another.
Helsinki Stock Exchange only provided the marketplace in which securities were
traded.
Only members of the Exchange were allowed to trade in the exchange hall. Broker
members typically acted as intermediaries for other non-member investors. This meant
that brokers received buy and sell orders from their customers and then executed the
transaction on their behalf, collecting a commission for the intermediated transaction.
Brokers on the other hand paid a transaction fee to HSE. For this reason brokers were
more concerned about the transaction fees the Exchange charged compared to listing
companies, some of which were members as well.
When Helsinki Stock Exchange co-operative was established, stock exchange industry
was not subject to outside surveillance and there was no legislation governing stock
markets. However, the Exchange was considered as a self-regulated organization which
created rules of its own to which members had to comply. Prior to the establishment of
the co-operative, the rules remained mostly unchanged. Due to the limited monitoring
of the stock market activities and lack of proper legislation, such questionable
maneuvers as insider trading were relatively common.
1984 was a pivotal year which started the radical transformation of the entire
securities industry. The increasing domestic and foreign demand in Finnish equity
meant that the infrastructure should be developed to better facilitate the increased
trading. These radical changes would be done in multiple levels in the industry, from
the HSE trading systems and the entire trading infrastructure to legislation.
The transformation of the securities industry in the 1980s and 1990s led to the
demutualization of Helsinki Stock Exchange in 1995. HSE was the second exchange to
demutualize in the world after Stockholm Stock Exchange, which demutualized in 1993.
The co-operative form had dominated the industry since its inception, however, the
demutualization of these Nordic exchanges was the beginning of an industry wide
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transformation towards demutualized structures. During the next decade most stock
exchanges in the world followed and changed into limited companies and some went
public.
The following Chapter will analyze the process through which Helsinki Stock Exchange
was demutualized and explains why it was an early adopter of this new organizational
form.
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5.1 Narrative
It was a long process transforming the Exchange from what it was in the 1980s.
- Listing company 1, HSE
[--] it wasn’t just the last two years [--] but in the background there was this longer
process and the problems in the co-operative model and its financial structure that
became evident.
- Listing company 2, HSE
While the demutualization of Helsinki Stock Exchange took place in 1995, the pressure
to change started to accumulate already in the early 1980s. For this reason I will
observe the key developments in the stock exchange industry and Helsinki Stock
Exchange since 1984. I identified nearly 200 incidents from this observation period
that directly or indirectly catalyzed the organizational change process by affecting the
pressure to change. These incidents were aggregated into higher order projects and
incident tracks. Figure 6 highlights the projects and incident tracks that contributed to
the demutualization.
1984-1989
The establishment of Helsinki Stock Exchange co-operative
[--] the Exchange, which was founded in 1912, in juridical terms was nothing. It
was ‘Sui generis’ as the lawyers would put it and this was apparently not a problem
over the previous decades but in the 1980s it became problematic.
- External 1
Until the late 1984 the legal status of Helsinki Stock Exchange was unclear so in
September 1984 the exchange committee, which at the time was the highest governing
body of the Exchange, set up a working group to prepare for the necessary actions to
clarify the organizational form. Changing the legal form of the Exchange to a cooperative organization was a rapid process once the decision to investigate this option
was made.
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1988
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Competing technology development
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Exchange regulation

1991
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Financial recovery
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Internal technological development

1990

Benchmark incidents

1995
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17.2.1995 - 2.1.1996
Demutualization of HSE

12/1996
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Figure 6 Timeline of incident tracks

5 Findings
The need to clarify the organizational form was mainly driven by the increasing
exchange turnover and foreign interest towards Finnish shares. Foreign ownership at
the time was restricted to 20% of equity value which had resulted in two separate
share series: restricted and non-restricted. To better facilitate trading for foreign
investors, the non-restricted shares were quoted separately from the beginning of
1984. As a result the prices of the non-restricted shares immediately exceeded those of
the corresponding restricted shares and continued to do so until all shares were
converted to non-restricted in 1993.
In October 1984 the working group established to study the legal form of the Exchange
proposed to transform the Exchange to a co-operative. In part this proposal was
influenced by the recent revisions to the 1954 legislation governing co-operations and
by the fact that neither the number of the members nor the amount of capital were
restricted. In October 17th the founding meeting of the new co-operative Exchange was
held and five days later it began operating the exchange. For the brokers it became
mandatory to become a member in the Exchange with a participation share of FIM
10 000. For the listing companies on the other hand membership was voluntary and at
the beginning few companies exercised this option. Through the membership
participants received trading rights and a single vote in the organization’s decision
making. Moreover the governance structure of the new co-operative Exchange was
changed. The old exchange committee seized to exist and it was replaced with a two
tier governance structure in which the members were represented in the board of
directors and the supervisory board. The board of directors were liable to the
supervisory board and the supervisory board was liable to the general meeting of the
co-operative, in which all members had a single vote. While the listing companies were
not obligated to participate as members, they had representatives in the two governing
bodies from the inception of the co-operative exchange. This ensured that that the
listing companies also had decision making power over matters regarding the stock
exchange.

Increasing stock exchange regulation
The then chief director of Bank Inspection always said that Helsinki Stock Exchange
operates under the rules of a sailing club. Which was partly true.
- Manager, HSE
Prior to 1989 there was no legislation governing the conduct of stock exchanges in
Finland. Helsinki Stock Exchange was a self-regulated organization which created its
own rules. The first rules of the Exchange were approved during its inception in 1912,
however they had remained mostly unrevised for over 70 years rendering them
obsolete. The rapid expansion of securities trading in the early 1980s created the need
to modernize these rules. The working group set to investigate the legal form of the
organization also contributed in revising the rules and regulations of the Exchange.
Based on the working group’s proposal, the new rules of the Exchange were confirmed
in June 1985 and became effective from the beginning of 1986. The rules and
regulations of Helsinki Stock Exchange were modified on several occasions during the
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second half of the 1980s and the beginning of 1990s which increased transparency and
professionalism reducing the risks of securities trading originating from incompetent
brokerage conduct and limited information disclosure of listing companies. Most
importantly these revisions increased monitoring against insider trading, enhanced the
disclosure obligations of listing companies, and ensured professional conduct of
brokers when in September 1987 it became mandatory for all brokers to pass an
examination in order to conduct trading on the stock exchange. According to several
interviewees, prior to the increased regulation the trading of shares exhibited some
questionable practices especially in the form of insider trading. The development of the
stock exchange regulation was particularly important to ensure fair and equal trading
for all investors as the trading continued to soar until the economic recession struck
the industry in the early 1990s.
One of the most important events from regulatory perspective was the introduction of
the Securities Market Act. This first legislation governing the Exchange entered in force
in August 1989 based on the bill that was presented to the parliament the previous
year in October 1988. The legislation made the entire securities market and the
activities of the Exchange subject to official supervision. Banking Supervision became
responsible for supervising the activities of the market, the market participants and the
Stock Exchange. Banking Supervision provided several guidelines supplementing the
Act, among others guidelines to listed companies and brokerage firms as well as
guidelines on prospectuses and the information to be provided in issues of bonds and
debentures. In connection with the Securities Market Act the rules and regulations of
the Stock Exchange were revised and the market surveillance duties of the Stock
Exchange increased significantly.

Internationalization and deregulation of financial markets
And of course the removal of foreign restrictions, overall, had a great impact.
- Listing company 1, HSE
[--] in the beginning of the 1980s, we had a relatively small exchange whose
volumes then increased manifold thanks to the gradual deregulation [of financial
markets] from the mid-1980s onwards.
- Broker 1, HSE
[--]removal of stamp duty from exchange trading, Avoir Fiscal system, and
converting all shares to non-restricted fundamentally changed the dynamics of the
environment
- Broker 2, HSE
One incident track significantly shaped the stock exchange industry influencing
Helsinki Stock Exchange throughout the observation period: internationalization and
deregulation of financial markets. The most important events in the
internationalization and deregulation of financial markets included the liberalization of
capital flows across national borders and Finland’s membership in the European
Economic Area and European Union. Borrowing from foreign financial institutions
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previously required a permission from Bank of Finland. Foreign borrowing was first
freed for manufacturing and shipping companies in 1986 and for all companies later in
1987. This increased the financing opportunities of Finnish companies and promoted
growth, which in turn made Finnish companies and their shares more attractive.
Moreover capital flows from Finland were restricted as well. Investing abroad required
permission from the Bank of Finland until in the beginning of 1986 this restriction was
removed. More importantly from Helsinki Stock Exchange perspective foreign
ownership in Finnish companies was gradually liberalized. In May 1987 the upper limit
for non-restricted shares was lifted to 40% of equity value. As the foreign interest in
Finnish shares was at a rise, this gradual liberalization of inbound investments began
increasing the exchange turnover and volumes.
The process towards the European Economic Area commenced in 1985. While it was
clear that the key objective of the EEA was to increase the economic integration among
the member states, it was still unclear what this would mean for Finland. For Helsinki
Stock Exchange perspective it was likely that cross border trading would increase and
create new opportunities but also threats in the form of competition from foreign
exchanges.
In addition to the deregulatory measures that took place in the 1980s, several tax
reforms carried out during the decade made equity investments more advantageous.
The Finnish taxation previously favored debt financing, however to promote the
trading of shares the tax allowance for capital income was raised in 1986 from FIM
3800 to FIM 5200 and the valuation of listed company shares was lowered from 100%
to 70% in wealth taxation. This was followed by the reduction of stamp duty, which all
securities transactions were subject to, to 1% of transaction value. While these tax
reforms were important in increasing equity transaction volume, a more significant
capital market tax reform was carried out in two phases in 1989 and 1990. The first
phase of the reform was submitted to the Finnish Parliament in September 1988 and it
became effective from the beginning of 1989. The changes in taxation focused on e.g.
deductions for unearned income, the taxation of capital gains and gains on the transfer
of property and the tax-exemption of deposits. The second phase of the reform became
effective when the Avoir Fiscal system was introduced in the beginning of 1990. The
Avoir Fiscal system eliminated the double taxation of limited companies and their
shareholders through the imputation system. According to the system, a corporation
pays full income tax for the distributed dividends but the recipient of the dividend can
deduct the tax paid by the corporation from their own income. If the recipient’s tax rate
is lower than that of the corporation, he receives tax returns.
As a result of the deregulation of the financial markets and the favorable changes in
taxation, the exchange turnover on average grew 72% annually from 1984 to 1989.
This growth in shares trading had highly positive impact on HSE earnings, however, the
growing demand put pressure on the trading infrastructure.
Technological advancements
The increasing trading volumes influenced to the beginning of another important
development in the Finnish securities market: technological development. Trading of
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shares was organized in the exchange hall and the settling of the transactions was the
responsibility of the transacting parties. The increasing volumes put pressure on this
infrastructure and bottlenecks emerged especially in handling the physical shares.
Previously shares were physical items which, during the clearing and settlement phase
of a transaction, had to be transferred from the seller to the acquiring party. When the
volumes increased this logistical arrangement became difficult to organize.
Advancements in information technologies provided new opportunities and
applications which could mitigate these issues and increase the efficiency of stock
exchange trading platform. More efficient trading platforms could provide services
cheaper. While the technological advancements provided new opportunities, they also
opened a new and significant dimension in which exchanges began competing in –
efficiency and pricing of services.
Stockholm Stock Exchange began developing its digitalized exchange systems already
in 1984. In Denmark, Copenhagen Stock Exchange was the first of the Nordic exchanges
to establish a paperless book entry system in 1985, following with Oslo Exchange in
1987 and Stockholm Stock Exchange in 1990. In Finland, the computerization of
exchange trading systems began in 1986 when HSE entered into an agreement with a
technology vendor, Tietotehdas Oy, on delivering a new trading, office and internal
information system. At that time the system excluded external information
dissemination of stock exchange data. As stated in the company annual reports, from
1987 the main focus of the Exchange was in establishing the computerized trading
systems. The digital registering of stock exchange deals was completed during the year.
The computerization of Helsinki Stock Exchange progressed in 1988 when a
computerized trading system for bonds and debentures was introduced. This new
system enabled decentralized and continuous trading of bonds and debentures, which
meant that the trading could be carried out both in the Stock Exchange hall and in the
offices of brokerage firms. Simultaneously HSE introduced a new information system
and a statistical system for exchange data. Moreover, in 1988 HSE began the
computerization of shares trading.
Originally according to the disclosure obligations listing companies provided stock
exchange releases and information that affected share prices through intermediating
organizations, however, this did not ensure that the information reached the
shareholders. Moreover, the disclosure obligations of the listing companies and the
monitoring responsibilities of the Exchange had increased. In order to facilitate a
reliable information dissemination to investors and a sufficient market monitoring
functionality, a decision was made to integrate the information dissemination with the
trading system. In September 1988 HSE decided to establish an IT based trading and
information system for shares, which later became known as the Helsinki Stock
Exchange Automated Trading and Information system (HETI). This new system would
decentralize the trading of shares and continuous trading would commence. Under
continuous trading share prices can fluctuate throughout the trading day. Nokia Oy
Information Systems was selected as the supplier of this system. The HETI system was
introduced in phases during 1989. First, it started operating with 20 shares in February
1989. In May the system was modified to facilitate remote trading, which meant that
brokers no longer needed to be present at the exchange hall in order to trade shares.
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Later in September all the shares in HSE together with the OTC list were transferred
into the HETI system and finally at the end of March 1990 the computerization was
completed when the broker list was transferred to the system and the last calling out
was conducted.
Establishing of SOM – a competitive threat and a benchmark case
In the 1980s there were three separate projects pursuing the establishing of options
and futures trading in Finland. Suomen Optiopörssi Oy was founded in autumn 1987,
however, it never gained an established market position. In August 1986 HSE board of
directors set up a committee to determine the prerequisites for futures and options
trade. This decision was partially influenced by the founding of the Swedish
Optionsmarknaden (OM) who began trading derivatives in Sweden in 1985. In April
1987 the committee submitted its report which explained the technical arrangements
for trading in option and futures markets in different countries and the scope for
derivative market trading in Finnish conditions. Based on this report the board of
directors summoned the representatives of brokerage firms to a meeting in June to
discuss the founding of an option market in Finland. The topic was further discussed in
a follow-up meeting during which a working group of representatives of the brokerage
firms and HSE was appointed with the task to complete the planning of option market
trading. In October 1987 the working group finished their preparatory work and
proposed to set up a separate option exchange cooperative and a related clearing
company. This resulted in the founding of Helsinki Options and Futures Exchange Oy
(HOFE) and Suomen Pörssiclearing Oy.
[--] the Exchange had no idea what an option was [--] their ability to compete [in
this market] was non-existent.
- Broker 3, HSE
[They] figured out this thing that, hey, this is actually a good business and of course
it already happened in Stockholm, so let’s [do this on our own].
- Manager, SOM
In 1987 while HSE was preparing to establish an options market, a group of people
initiated by Björn Wahlroos put on a similar project. This group included key
individuals from largest Finnish financial institutions such as SKOP and SYP, and
interestingly several members from HSE board of directors and supervisory board.
Some interviewees characterized this decision made by HSE members as “a stood up”.
One might have assumed the members of the Exchange to be invested in and contribute
to HSE’s efforts to establish an option market. Nonetheless, they disregarded HSE’s
initiatives because they wanted to avoid a co-operative structure such as the Exchange.
Instead they pursued private ownership and in addition they wanted to maintain the
initiating role in developing the securities markets in Finland. Another important factor
influencing their decision was that they saw high business potential on this venture.
There was evidence that option exchange as a business was profitable and rapid
progression and development would lead to the best financial results. From
competitive viewpoint they considered the timing of establishing an option market to
be crucial. More specifically, they considered that there were significant benefits for
being the early pioneer of this new business. At the time it was clear that there would
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be one or multiple option exchanges in Finland, while in the long term it was likely that
only one would prevail. The future market shares and the winning exchanges were
considered to be dictated based on the success during the very early stages of the new
market.
Suomen Optiomeklarit Oy (SOM) was founded in September 1987. The future of the
option and future market in Finland started to become clear as the discussions
regarding merging SOM and Pörssiclearing began. In the beginning of 1988, a
consensus was reached that the two initiatives to establish option and future trading in
Finland were to be combined into a single company, SOM. As an outcome Pörssiclearing
was merged with SOM in January 1988 and HOFE was dissolved. When the legislation
governing the trading of standardized options and futures entered in force in May
1988, SOM was able to commence operations.

Since [SOM] was a limited company, it was easier for it to determine how its profits
and costs were generated, whereas in a co-operative everyone decides together.
SOM was so flexible and much more competitive than HSE.
- Broker 3, HSE
(About the first time demutualization was discussed) Probably in the beginning of
1990 if not earlier, because I remember the founding of SOM in 1987. At that point
there were discussions why does the Exchange have to be a co-operative.
- Broker 1, HSE
Since its inception SOM operated under the principles of a for-profit organization and
aggressively developed its business. It had acquired the trading system from its
Swedish counterpart OM Gruppen, who also had an equity stake at the new company.
The employees at SOM considered themselves as an IT service company who was
specialized in trading, settling and clearing of securities transactions. Their system was
very efficient and independent of the type of instrument that was traded. The founding
of SOM was an important event that highlighted the fundamental differences between
co-operation and a limited company, which was noted especially among the brokers in
HSE. Several interviewees pinpoint the founding of SOM as the time when
demutualizing the Exchange was first discussed. There are two reasons why the
founding of SOM raised these discussions. Firstly, SOM was efficient, competitive and
very profitable. It was considered as the aggressor in the marketplace due to its activity
in developing not only its own business but the entire industry. One of the most
important reasons for its operational superiority compared to HSE was the fact that it
was a limited company with greater access to financing and capable of rapid decision
making, which raised the question, should HSE become a limited company as well.
Secondly, the synergies of a single infrastructure within the market were evident. Many
interviewees believed that potential cooperation and merger discussions started to live
on soon after SOM was founded. It was clear however, that any attempt to merge the
two organizations would fail due to the fact that HSE was a co-operative. Merging a
limited company and a co-operative is technically undoable.
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Development of the trading infrastructure in Finland
With great concern I have observed the process which the founding of SOM in fact
started and which was continued by the founding of [APC Keskus] by KOP and SYP,
and [Suomen Rahamarkkinakeskus] by Bank of Finland, supplemented by the
paperless share system with the founding of [Share Center Register] and numerous
other organizations. As an end result, an internationally unique cluster of
organizations is emerging in Finland, performing similar tasks and in which the
final interest group is the same: investors.
- Manager, SOM
In parallel with HSE’s internal efforts to establish a computerized trading system, the
securities trading industry was going through a major infrastructural transformation.
In addition to the establishment of options market, the introduction of paperless book
entry system commenced.
The first discussions regarding introducing a paperless book entry system in Finland
took place in the early 1980s. The implementation of the paperless book entry system
began in the second half of the 1980s through legislative preparations and setting up
the necessary infrastructure and organizations. The shares were previously physical
items which were transferred from buyer to seller. A new infrastructure and
organizations that would take responsibility of the electronic transfer of the shares
were required.
The first steps were taken in 1986 when the Ministry of Justice proposed to introduce a
paperless share and bond system. This decision was driven by the assumption that a
paperless system would enhance the functioning of the securities market and facilitate
the publicity principles of listed companies. Two years later in December 1988 the
Ministry of Justice completed a new proposal for legislation governing the paperless
capital market. A year later in November 1989 the Finnish Share Center Register (OKR),
was founded. OKR became responsible for managing the book entry register and when
the new legislation governing the paperless book entry system became effective in
1989, all listed companies were obligated to become members in the OKR. In January
1990 Arvo-osuusyhdistys was founded to coordinate the entire book entry system. For
money market instruments, in 1989 Bank of Finland founded a separate clearing and
settlement organization, Rahamarkkinakeskus Oy, which started its operations in 1991.
In connection with the paperless book entry system infrastructure there was much
discussion regarding who should organize the clearing and settlement functions within
this new system. At the time the responsibility of HSE was only to bring the transacting
parties together and not to finalize the transaction by transferring money for physical
securities. This responsibility belonged to the transacting parties. However, as the
trading volumes increased in the 1980s this decentralized process became very difficult
to manage. The logistical challenges of moving physical shares between brokers
became unfeasible. It was evident that this clearing and settlement function should be
centralized. This problem was further complicated by the simultaneously progressing
project to introduce the paperless book entry system. The need for the clearing and
settlement function was acute, however, it was unclear how this function would be
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organized once the paperless book entry system became operational a few years later.
As an interim solution in October 1988 brokerage companies together with KansallisOsake-Pankki (KOP) and Suomen Yhdyspankki (SYP) founded APC-Keskus Oy, a
settling company which would assist in settling share trading before the transfer to
paperless book entry system became operational.
On another frontier, during its board meeting in May 1990 HSE made a decision to
establish its own clearing system alongside with the exchange. The system would
replace the existing APC-Keskus and, according to HSE management, reduce the
transferring of shares between brokers thus generating significant cost savings. The
project was delayed due to heavy conflicts within the Exchange as part of the brokers
thought that this system would, in contrast to the management’s view, increase
transactions costs. Ultimately, an agreement was reached and HSE decided to acquire
APC-Keskus in December 1990 and in March 1991 HSE clearing center began clearing
shares.
1990-1993
Financial distress
The situation was that when I [started to work for the Exchange], the Exchange had
probably one and a half million of equity and 30 million of debt when the new
trading system was acquired. At that point the interests went up and incomes down
due to the decreasing exchange turnover.
- Manager, HSE
The capitalization of Helsinki Stock Exchange had significantly deteriorated during the
1980s. While the new computerized trading system increased stock exchange efficiency
and enhanced the information dissemination, it created significant financial pressure
on HSE. The investments required to complete the computerization of the new IT
systems were significant and since the co-operative Exchange was unable to
accumulate profits or raise capital through share issue, these investments were mainly
financed through debt. Moreover, the acquisition of APC-Keskus and the establishment
of the Clearing Center consumed HSE’s financial resources. The situation turned
unsustainable in 1990 when the Finnish economy fell into a recession. The exchange
turnover of shares dropped 52% in 1990 and 59% in 1991. Since most of the financing
of the exchange originated from the transaction fees collected from brokers, the income
level of the Exchange deteriorated dramatically. Moreover, the interest began
increasing from the beginning of 1990 peaking in early 1991, which further
deteriorated the financial situation of the Exchange. For the first time in 1991 HSE cooperative operated at a loss (see Appendix IV). In connection with evaluating
alternative paths to solve the financing of its investments, HSE considered
demutualizing some of its functions.
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Financial restructuring of HSE
When the share capital was raised times were difficult and everyone was short in
cash and we fought tooth and nail to collect the required money. It was probably
such a painful experience. It was probably one driver towards wanting to separate
the ownership.
- Broker 2, HSE
Discussions regarding financial restructuring began at the end of 1990 when the
exchange turnover had begun to decline. In January 1991 the HSE management notified
its members the financial distress HSE was in and during an additional co-operative
meeting in February the board of directors suggested that the participation share of the
Exchange is raised from FIM 10 000 to FIM 150 000 and listing companies would begin
to pay an annual fee for being on the list. Brokers would participate with four shares
and listing companies with one. Previously membership was voluntary for listing
companies and at the end of 1990 54 of the 76 listing companies were members.
According to the proposal, it became mandatory for all listing companies to participate
as members. The proposal faced significant resistance especially because the
participation share was equal to all brokers regardless of their size and shares.
Previously the HSE operations were financed through fees collected from brokers
which were proportionate to their share of trading. The management of HSE defended
the solution by stating that maintaining equal participation shares is required to
maintain one vote per member. Listing companies on the other hand exhibited
resistance as they believed that brokers were the ones that should finance the
operations as they were the ones gaining profit through the exchange, whereas listing
companies did not, unless in the case of a share issue. Regardless of the resistance, the
motion was approved with a two thirds majority. According to the legislation, revision
in the rules of a co-operation requires either a unanimous decision or two consecutive
approvals. In March a second co-operative meeting was held during which the motion
was again approved with a majority and put into effect.
The financial restructuring was a painful experience within the Exchange which
widened the spread of interests between members. For listing companies the raising of
participation share was not that big of a concern firstly because their participation
share was still less compared to brokers and secondly because by default they were
large publicly listed companies who could afford the additional one-off cost. Small
brokerage companies on the other hand found it very difficult to pay the additional
participation share. Most importantly, the financial restructuring did not solve the
underlying problem, which was that the Exchange was unable to accumulate profit due
to the surplus redistribution mechanism. Any surplus accumulated during a fiscal year
was typically returned to the members through lower transaction fees the next year.
The purpose of the financial restructuring was to ensure the short term survival of the
Exchange. Most of the newly raised capital was used to pay down the debt that had
accumulated during the years of technological development. However, at the time of
the restructuring it was already clear that further investments were required in the
future. The development of the paperless book entry system and clearing functions
were incomplete and would require further financing during the upcoming years.
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The merging of HSE and SOM
Finland is a small country, we cannot have more than one exchange. And where, in
my opinion, all securities including bonds, shares and derivatives are traded.
- Broker 1, HSE
[--] it was seen that it doesn’t make sense to keep the two separated.
- Broker 2, HSE
Since its inception SOM had been very proactive in the development of the securities
industry in Finland. It acted as an important contributor in the planning and
development of the paperless book entry system. SOM continued its activism on
another front when in August 1991 the CEOs of SOM and HSE together with other
executives from the organizations met in an informal setup to discuss the potential
merger of the two exchanges. While, according to an interviewee, SOM was again the
more aggressive party pursuing this merger, HSE did not categorically reject this idea.
At the time these discussions did not result into any action, although it was an
important milestone to get the two organizations discussing this matter for the first
time.
Introduction of the complex paperless book entry system
The transfer to paperless book entry system began in May 1992. To facilitate this
transfer HSE clearing center introduced a new clearing system for book entry
transactions, which was called KATI. The infrastructure was organized so that OKR was
a centralized organization that maintained the shareholder lists. On the other hand the
book entry registers, which managed the book entry accounts, were decentralized and
maintained by banks and brokerage companies. Arvo-osuusyhdistys was the
organization that was founded to coordinate the entire system. The infrastructure was
complex. It consisted of a multitude of organizations, including HSE, SOM, OKR, HSE’s
clearing center (former APC Keskus) and Rahamarkkinakeskus. While these
organizations were serving the same interest group – investors – they performed
overlapping functions. According to an analysis made by SOM this infrastructure
resulted in excess founding costs of FIM 100-200 millions. As an example, in Norway
the corresponding infrastructure consisted of only two organizations: the Oslo
Exchange and the central share register. The complexities and overlapping functions of
the Finnish infrastructure yielded some problems and challenges. Firstly, the
infrastructure was expensive since each organization had their unique founding and
operating costs. Secondly, the monitoring and supervision of the decentralized system
and the transactions in it became increasingly difficult. Thirdly, this decentralized
model was against the recommendations of several international organizations such as
the World Federation of Exchanges, European Economic Community and the
International Securities Services Association, all of which had presented their
recommendations on the organizing of a paperless securities market. To address some
of the limitations of the infrastructure, a working group was established in October
1993 to clarify the structures of the paperless book entry system. The working group
consisted of representatives from banks, issuers, the Government, and Bank of Finland.
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1993-1995
Strategic initiatives in HSE
Regarding this strategy, it can be that these kind of wordings were added there, but
I don’t think it was genuinely the desire of the members or the owners.
- Broker 3, HSE
In September 1992 a new strategy for the years 1993-1995 was approved. According to
the strategy, the key focus areas in the Exchange operations were reliability, functional
user friendly systems and modern technology, cost efficiency and competitive
transaction costs, neutrality, efficient and versatile information services, and a Finnish
brand. Despite the fact that some of the limitations of a co-operative legal form had
already been recognized in various quarters of the Exchange, this topic gained little
attention in the new strategy. In contrast, the co-operative form of the Exchange was
the starting point for the strategic outlook described in the documentation.
While the co-operative organizational form was the starting point of the new strategy,
this did not reflect the preferences of all the members. My interviews suggest that there
are at least two possible reasons why demutualization was not considered as an
alternative way to move forward. Firstly, since the Exchange was both providing the
marketplace and regulating it, neutrality was identified as one of the key strategic
objectives for the upcoming years. For this reason it was considered unnecessary to
take this topic under further discussion. Secondly, the Exchange had recently gone
through a financial restructuring which caused significant tension among the members.
Pursuing a demutualization would have been very difficult or near to impossible given
the relatively strong decision making power of individual members.
Other strategic initiatives in the mid-1990s included the increasing cooperation
between HSE and SOM. In March 1993 the intention was first to enhance the trading by
enabling brokers to transact with both shares and options from a single station. In
December SOM became a clearing member in HSE and a connection from SOM
terminals to HSE was opened, which enabled trading of both options and shares from a
single station. Other non-specified plans to cooperate existed at the time as well.

Continuous deregulation of financial markets and HSE recovery
Then of course the greatest change that took place, which in the middle of the
recession took the exchange trading into a surge, was that from the beginning of
1993 the foreign restrictions were removed
- Manager, HSE
Crucial changes that accelerated the entire process and the development of
exchange operations were the two important changes in the beginning of 1993. The
other one was the change in corporate taxation, the decrease of tax rate to 25
percent [--] the other one was the liberalization of foreign ownership
- Member (listing company) 2, HSE
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In May 1992 countries of the European Community and European Free Trade
Association, including Finland, signed an agreement for European Economic Area
(EEA). The agreement entered in force from the beginning of 1994. Some of the major
implications of the EEA agreement to Finnish financial markets was the removal of
restrictions on ownership and trading of financial services. The agreement would make
it increasingly difficult to establish barriers to competition. From HSE perspective, the
most important change in connection with the agreement was the removal of
restrictions on foreign ownership which became effective from the beginning of 1993.
Shortly thereafter the foreign ownership in Finnish listed companies soared from 7% in
1993 to over 40% in 1995, quadrupling the exchange turnover in 1993 alone.
At the EU level, European Commission introduced the Investment Service Directive
(ISD) which became effective in the beginning of 1993 among EU member states. The
ISD provided all financial service companies within the EU a passport granting them to
conduct cross-border operations in other EU countries. With the Finland’s EU
membership on the horizon, in February 1993 the Ministry of Finance set up a working
group to make a proposal on bringing the ISD to Finnish legislation. The working group
presented its proposal in December 1994 and the new legislation became effective
from the beginning of 1996, year after Finland became a member in the EU. From HSE
perspective this meant that foreign brokerage firms were able to join the Exchange as
members. One interviewee argued that from governance perspective the co-operative
model would not have facilitated this. It might have been difficult to obligate foreign
brokers to become a member through the co-operative arrangement and pay a
significant participation share.
Revisions in taxation also favored stock exchange business. First, in May 1992 the
stamp duty for exchange transactions, which previously was 1% of the transaction
value, was removed. Another significant change in the industry that contributed to the
recovery of both HSE and listing companies was the revised income tax legislation that
entered in force from the beginning of 1993. According to this new legislation all capital
income was subject to a flat tax rate of 25%. Similarly the corporate tax rate was set at
25%. This new legislation had important implications to the Exchange. Firstly, it
removed the tax advantage of debt instruments increasing the interest in equity
transactions thus accelerating the recovery of the exchange turnover. Secondly, the
new corporate tax rate generated a new way for companies to accumulate capital
through profits. The lower corporate tax rate meant that pursuing high profit before tax
would accumulate more earnings in the balance sheet. During the 1980s the economy
was more debt driven and the companies’ financial structures were, in general, weak.
On the one hand this new tax revision enhanced the financial position of the listing
companies increasing their attractiveness, but it also increased the attractiveness of a
for-profit strategy and made profit accumulation a viable financing alternative.
Once HSE had recovered from the financial distress through restructuring its financial
position and the improved exchange turnover, at the turn of 1993-1994 the Exchange
together with the Finnish Association of Securities Dealers evaluated the financing
alternatives of the co-operative Exchange. Key questions included, to what extent could
a not-for-profit exchange accumulate earnings, how could a co-operative exchange
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finance its working capital based on legislation on co-operatives and the Exchange
rules, and finally, what alternatives were there to deal with accumulated surplus.
The crumbling monopoly position and domestic competition
The EEA agreement entering in force in 1994 called for revisions in the Securities
Market Act as well. In connection with the amendments in the Act, the rules and
regulations of HSE were revised during 1993 and became effective from the beginning
of 1994. While in legal terms HSE did not operate a monopoly, according to the 1989
Securities Market Act listing a share in multiple domestic stock exchanges was
prohibited. This restriction was removed in the revised Act in 1994 which meant that
from legal perspective, HSE operated in an open competition. According to the former
CEO of SOM, this amendment in the Securities Market Act was devised by them, another
exhibition of their activism. Not long before the amendment, SOM had applied for a
permit to operate a stock exchange, which it received in September 1993.

SOM was such, a potential competitor. If you think about this Stock Exchange then
SOM was close to it.
- Broker 4, HSE
[--] these [HSE and SOM] were different functions but so close to each other that we
were a bit concerned that in fact, why couldn’t the option exchange list regular
shares as well.
- Broker 2, HSE
(About SOM’s stock exchange permit) This was one of the greatest threats, that
now this efficient exchange takes over this all. They will break the monopoly by
receiving [the permit]. And now that they had this enormously efficient machine, it
was obvious that they had won the competition, which led us to the negotiation
table rather quickly. It was probably the last stitch to it. That we couldn’t continue
the old way.
- Broker 3, HSE
The aggressively expanding SOM was seen as a real competitive threat although certain
interviewees agreed that for Finnish companies HSE would always remain as the
natural place to list shares. Eventually, due to the competitive pressure it became the
interest of both organizations to merge. From efficiency perspective it was unfeasible to
maintain two separate infrastructures in such a small market as Finland. According to
the CEO of SOM, they were more aggressive in pushing the merger. Once SOM had
received the stock exchange permit, it was able to exert pressure on HSE management.
Should the two companies engage in a head-on competition, HSE was likely to fail due
to the inefficiencies and limitations of the co-operative. Moreover, it was clear that
consolidating all securities trading under the same system and infrastructure would
generate significant synergies.
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1995Demutualization
Continuing as a co-operative was not an option. It became clearer and clearer. It
felt so shocking that such a fast moving stock exchange was run by a bureaucratic
institution. Everyone who was in it wanted out.
- Broker 3, HSE
At the beginning of 1995 the Exchange share turnover had recovered and it had
reached an all-time high during 1994, nearly FIM 70 billion. Much of this recovery can
be attributed to the increasing demand in Nokia shares, which accounted for 32% of
shares trading in 1994. Once the financial situation of the Exchange had stabilized,
attention in the Exchange was again directed to the organizational form.
In February 1995 the supervisory board of the Exchange decided in its meeting to
assign the board of directors to investigate the option to change the organizational
form into a limited company. This investigation was conducted both internally and
using external services. In the board meeting held in April, the results of the internal
and external analyses were discussed. The internally conducted investigation had
focused on the key differences between the two organizational forms. Table 8 exhibits
the results of this analysis. In addition to the internal analysis, HSE’s auditor was
employed to perform a statement regarding implications of demutualization on
auditing and taxation, and HSE’s legal adviser was employed to provide legal statement
on the demutualization. As a result of the analyses, during the meeting the board of
directors decided to set up a working group to make preparations for the
demutualization. This working group included representatives from HSE management,
broker members and listing companies.
In September 1995 the HSE working group on demutualization completed its report. In
the report the working group proposed that the Exchange ought to be changed from a
co-operative to a limited company. In the report the proposal was built upon on a series
of analyses.

Helsinki Stock Exchange report – analysis on demutualization
First, the principles of an efficient, reliable and competitive marketplace were
identified. These include reliability of operations, functional and user friendly systems
and modern technology, cost efficiency and competitive transaction costs, equality and
neutrality, efficient and versatile information services, and a Finnish brand.
Second, the competitive environment and changes within it were analyzed. The most
important developmental trends identified in the report were the deregulation of
financial markets, the internationalization of securities trading, Finland’s EEA and EU
memberships, and advancements in information and network technologies. The report
further highlighted that the competition between exchanges had increased and would
continue to do so in the future. The Investment Service Directive (ISD) introduced in
1993 would remove barriers for providing cross-border services resulting increasing
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competition between stock exchanges within the EEA. Also, losing the monopolistic
position due to the revised Securities Market Act was identified. According to the
document, the increasingly important role of technological platforms provides
economies of scale. The technological advancements together with the ISD also
promoted disintermediation, which would decrease the intermediating role of
brokerage firms. The potential common currency within EU was considered to lead to
an increasing migration of trading between exchanges. Lastly, the relatively small
primary and secondary markets of HSE might lead to liquidity migration. There was an
increasing threat that large companies might seek to list in other exchanges.
Thirdly, the document analyzed the development of HSE’s peers in Europe. The key
trends identified were consolidation, increasingly network-based exchanges, the
separation of the trading and regulation of retail and wholesale markets, increasing
activity in the privatization and demutualization of exchanges, the development of
specific listing and trading systems, and the consolidation of derivative and money
markets. It was also identified that the various efforts to increase cooperation between
European exchanges have delayed due to the increasing competition and differing
principles and interests.
Fourthly, alternative strategic actions of HSE were evaluated. Two alternative
strategies were identified: a full service exchange, and a more IPO oriented exchange.
The key difference between these two strategies was that the latter would focus on
serving domestic interests whereas the former would pursue a more global presence.
Fifth, the changes required to address the changing competitive environment were
discussed. The most important dimension in which the Exchange was required to
continue its development efforts was the IT system. A competitive exchange would
require a reliable and high quality systems, products and services that best meet with
the customers’ demands. For this reason the exchange required sufficient financial
resources to cover the costs of continuous development.
Finally, the report compared the characteristics of a co-operative and a limited
company. Table 8 summarizes the analysis made by HSE. As a result of these analyses,
demutualization was proposed as the course of action. To supplement the proposal, the
working group provided a detailed description of the operating principles of the new
limited company and the necessary steps to establish this change. HSE’s legal advisor
provided a memo for execution and scheduling.
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Pros

Table 8 HSE analysis: comparison of co-operation and limited company

Co-operation
The connection between ownership
and membership can be flexible

Limited company
Ownership and using of services
separated

Neutrality requirements are easy to
attain

For-profit principles; increases
efficiency requirements

Supports the Finnish-nationalexchange image

Permanent equity capital and related
financial stability

Cost pricing for members using the
services

Real value in the shareholders'
balance sheet

Services are mainly directed to
members

Ownership of shares is tradeable

The quota principles for the
governing bodies are easy to fulfil

Ability to accumulate wealth through
profit and share issue

Cons

Flexibility in cooperation and M&A
arrangements
No permanent equity capital

Owner membership is not easy to
arrange

Slow decision making; through the
weakest link

Current redistribution of surplus may
have tax implications

Suffered decision making efficiency

Neutrality and equality of supervision
may suffer from outsider perspective

Obsolete legislation

Finnish-national-exchange image may
suffer
Challenge to competitors and a new
competitive setting

Demutualization process
(About the demutualization process) It was probably quite clear then. It was
mainly juridical things. When the decision was made [--] I don’t think there were
anyone acting against it anymore.
- Broker 1, HSE
As I recall the demutualization was relatively painless procedure. It was a good
process.
- Broker 4, HSE
But as a process I think it was surprisingly easy.
-

Broker 5, HSE

In September 1995 during a board meeting the board of directors decided to forward
the proposal to demutualize the Exchange to the supervisory board. Moreover, the
proposal to give 20 000 shares against every participation share was approved. Finally,
in accordance with the demutualization, the rules and regulations were decided to be
revised. The supervisory board gathered the following day and approved the proposed
demutualization and the details proposed by the working group and the board of
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directors. As required by the legislation on co-operatives, a co-operative meeting was
called out.
In October 1995 an extra HSE cooperative meeting was held. During this meeting the
demutualization along with the related changes were unanimously accepted by all
members. The demutualization was finalized during the turn of 1995-1996 when the
new Board of directors began to act and the new shares of the company were
transferred to the paperless book entry system.

5.2 Organizational change model
While the incident coding resulted in an elaborate description of the process through
which the demutualization occurred, it still lacks the explanatory power over the
dynamics between different incident tracks and events, and why they unfolded over
time in such a way. In this section I complement the narrative presented in the previous
section with the results from my coding using the Gioia methodology (Gioia 2013). In
Figure 7 I present a model for organizational change which combines the insights from
both the incident and Gioia coding. The change components which are described in the
narrative are highlighted with orange boxes. The Gioia methodology has resulted in the
other components and the dynamics between them illustrated with solid or dotted
lines and arrows. In the following sub-sections I will elaborate the model in a
sequential order.
Changing environment and drivers to change
The drivers of change is a subsection of the collection of environmental changes that
take place before the change. In the HSE case I identified numerous incidents or
environmental changes that drove the demutualization. I coded these drivers into
broader incident tracks which include technological development, competing
technology development, internationalization, exchange regulation, tax reforms, and
benchmark incidents. These incident tracks were elaborated in the previous section.
However, the dynamics between these driving incidents and the demutualization
became clear only after analyzing my interview data.

57

Environmental changes

Incidents

Temporal sequence

Catalyzing force

58

Diverging interests

Drivers increasing
pressure to change

Intermediation dynamics

Is associated with

Asymmetrically
accumulating pressure

Pressure to change

Symmetric threshold
pressure

Alternatives

Demutualization
process

Benchmark incidents

Sensitivity to change

Sensitizing incidents

Consequences of
demutualization

5 Findings

Figure 7 Organizational change model
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Pressure to change
The intermediating force between drivers of change and change itself is pressure. I
define pressure as a phenomenon that results either from an unsatisfactory situation at
a given time caused by limitations of existing structures or practices, or from an
identifiable opportunity which has a significant opportunity cost should it not be
pursued. In both cases the pressure increases the willingness to change the current
structures or practices. The drivers increase the pressure to change and the purpose of
change is to provide relief to the accumulating pressure. Hence I call the subsection of
environmental changes that ultimately drive the change as “Drivers increasing pressure
to change”. Moreover, there are intermediating dynamics between the incidents and
pressure. I conclude that pressure to change is subjective in the sense that the existence
of pressure is dependent on the interests of individual stakeholders. A certain incident
might increase the pressure to change on one interest group while there would be no
effect on another. Therefore it is difficult to measure or observe pressure objectively.
One would have to make inquiries to individual stakeholders within an organization
about the presence of pressure. I have identified three separate pressure tracks. These
include value realization potential, competition and lack of financing.

Value realization potential
The members of the Exchange were probably attracted by the increasing turnover
and profitability, and they saw that in a limited company there is the potential that
the shares become valuable, when the participation shares did not have value.
- Listing company 1, HSE
And of course the owners could realize the value in the exchange ownership. This
you cannot really do in a co-operative.
- Broker 1, HSE
Six of the twelve second round interviewees recognized that one of the reasons for
demutualization was the realization of the value in ownership. The participation share
of a co-operative does not yield any return and it cannot be sold, whereas shares in a
limited company are liquid and entitle its owner to collect dividends. Shares also
increase in value as the company performance enhances.
As the exchange turnover grew during 1980s and 1990s, the value realization potential
of the Exchange increased as well. The pressure to realize the value through
demutualization began to accumulate. The incident tracks that significantly increased
the value realization potential and thus accumulated the pressure to change include
internationalization and tax reforms. Other incident tracks, such as technological
development and exchange regulation, had an indirect impact to the development of
the Exchange value realization potential as well.
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Competition
The Exchange cannot defend its [competitive] position as a co-operation.
- Broker 1, HSE
The opening competition both from legal perspective and otherwise created the
fundamental pressure to change [the organizational form].
- Listing company 2, HSE
At the beginning of 1980s HSE operated a natural monopoly. However, several
incidents during the 1980s and 1990s gradually removed the barriers to competition.
When this happened, the limitations of the co-operative, those especially related to
competitiveness, started to generate pressure to change. The most important incident
tracks that increased competition between stock exchanges were the
internationalization, competing technology development and exchange regulation.
Efforts to increase the integration of European financial markets meant that stock
exchanges in different countries began to compete for the same customers. The brokers
of the Exchange were highly cost conscious as the transaction fees they paid
represented a high portion of their cost structure. One interviewee was clear that
brokers move to “wherever it is cheapest to trade. It doesn’t have to be the cheapest in
Finland.” The transaction fees then were highly dependent on the efficiency of the
trading system of the Exchange. The deregulation and internationalization of the
financial markets enabled traders to move more freely to foreign exchanges. For these
reasons the competing technological advancements and internationalization increased
the competitive pressure of HSE.
Increasing competition is a significant problem for co-operative organizational form
because it has several limitations that drag competitiveness, most important of which
are bureaucratic and inefficient governance, and limited alternatives to finance
investments. For HSE it was difficult to respond to the rapidly changing environment
and to pursue new business opportunities. Each member had one vote and even the
smallest member could have a significant impact in the decision making process.
Moreover, as the Exchange did not accumulate profit nor did it raise capital through
selling its shares, it was problematic to finance investments. As discussed earlier, much
of the investments in the 1980s were financed using debt, deteriorating the
capitalization of the Exchange. The competitive pressure and the significance of an
efficient trading system increased the risk of liquidity migration to more efficient
marketplaces and it became a concern that the exchange turnover would begin to
decrease and eventually wither.
Finally, the revised Securities Market Act of 1994 enabled listing companies to issue
their shares in multiple domestic exchanges. While HSE was considered as a natural
place to list shares, it became a plausible threat that public companies list their shares
in emerging competing exchanges as well which could drive liquidity migration from
HSE. SOM was considered as such a threat when in connection with the amendment to
the Act it acquired a stock exchange license in 1993.
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Lack of financing
The purpose of a co-operation such as [HSE] was to serve its members’ interests,
and it was never intended to generate profit or capital buffer which would help it
survive through difficult times and which could be used to make investments. And at
that time the economic recession was incredibly deep and the technological turning
point was at hand.
- Broker 5, HSE
During the 1980s the Finnish economy was growing and the Exchange turnover was on
a solid growth trajectory. However, especially during the second half of the decade the
Exchange actively developed its IT systems to meet with the new requirements of the
industry. Since the company did not pursue or accumulate profit, the investments were
mainly financed using debt. While the financial position of the Exchange continuously
deteriorated during the 1980s, the situation was not acute, until the economy went into
recession in the beginning of 1990s. The recession had dire consequences on the
Exchange which was close to bankruptcy in the early years of the decade. The high
leverage and plummeting earnings put the Exchange into a financial distress. While the
problems in financing became clearer and clearer during the 1980s, it was the events
that took place in the 1990s that made the situation acute requiring actions to be taken.
While the financial restructuring carried out in 1991 mitigated the financial distress
and the Exchange was able to pay down a high portion of its debt, the underlying
problem persisted. The pressure to change thus increased gradually throughout the
1980s and 1990s through the technological development and economic recession
incident tracks.
Asymmetric pressure
I would imagine that the co-operative model was more interesting to the listing
companies. They saw certain benefits in the co-operative exchange. Overall in the
beginning of 1990s the co-operative model was considered obsolete.
- Broker 1, HSE
For a typical listing company it is a rather small thing from cost structure
perspective, what exchange fee it pays. But for the business of a broker on the other
hand it is a fundamental issue how much it generates costs.
- Listing company 1, HSE
[--] but the brokers thought that this has to be done, and the ownership must have
economic value.
- Broker 2, HSE
While in aggregate terms the pressure to change accumulated gradually during the
observation period reaching its peak in the early 1990s during the economic recession,
within the Stock Exchange in different interest groups the pressure accumulated
asymmetrically. All the second round interviewees that represented the broker
members indicated that brokers were more willing to demutualize earlier, and that the
listing companies dragged the decision towards demutualization. Moreover, certain
interviewees argued that the management of the HSE also was a late adopter of the
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idea. I conclude that the pressure to change reached different interest groups; brokers,
listing companies, and management; asymmetrically.
The most important driver for the asymmetrically accumulating pressure was the
diverging interests. Brokers were highly cost conscious and driven by economic
rationale. The transaction fees they paid to the Exchange represented a high portion of
their cost structure and it was always a priority for them to maintain low costs. While
the purpose of the co-operative model was to provide services to its members as
cheaply as possible, which in practice meant at a cost price, the costs and therefore
transaction fees brokers paid were dependent on the efficiency of the trading system.
Therefore developing the system was in the interests of the brokers.
The pressure among brokers significantly increased during the financial restructuring
in 1991. Firstly, the increased participation share was the same regardless of the size of
the broker. Especially the smaller brokers felt that it was unfair that they contribute to
the restructuring with equal shares as the larger ones. This would mean that since the
larger brokerage firms had higher volumes, they received disproportionate benefit
from their contribution. Secondly, in general the financial restructuring was considered
questionable. One interviewee stated that “[--] We don’t want to subsidize the cooperative. We want it to be a company and the owners they can subsidize it [--]”.
In addition to high cost consciousness the brokers were concerned that stake in the cooperative through the participation share did not have any value. Demutualizing the
Exchange would realize the value in the form of liquid shares. Each of the broker
representatives interviewed recognized that value realization was an important driver
for the demutualization. As the earnings potential in the Exchange continued to
increase through the increasing turnover, the old co-operative principles were
overthrown by business economics and there was an increasing pressure to realize this
value. Moreover the participation share, which was FIM 600 000 for brokers after the
financial restructuring in 1991, was a significant working capital item in the balance
sheet especially for the smaller brokers. Demutualization enabled them to free tied
capital by removing this item from their balance sheet.

[--] issuing companies, the listed companies, they weren’t particularly interested in
this kind of question, [the demutualization].
- Listing company 1, HSE
[--] listing company is interested about [the exchange] only if there are
disturbances, or the exchange for some reason doesn’t work, or they are required to
invest more money.
- Broker 5, HSE
According to multiple interviewees, the listing companies were the last ones to adopt
the idea to demutualize. This suggests that the pressure to change accumulated later
compared to brokers. According to the interviews, the pressure to change only began to
accumulate during and after the economic recession.
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As one representative from the listing companies said, the listing companies were
interested on the Exchange only when there were disturbances or if they had to make
additional investments in it. Before the financial restructuring in 1991 membership
was voluntary for listing companies. Nonetheless, only 22 of the 76 listing companies
had not become a member. This is likely because the participation share at the time
was only FIM 10 000, which was a marginal cost for publicly listed companies.
Moreover, excluding the various fees paid during a shares issue listing companies were
not subject to any additional fees as they did not actively participate in the secondary
market. As one listing company representative said “Listing companies weren’t
particularly interested in this type of question. Like I said, this legal form of the exchange,
it is pretty far away from their normal day. To put it differently, the representatives of the
listing companies in the board of directors were pretty much the only ones interested by
this topic.” While the focus in the exchange during the 1980s was in developing the IT
systems, it was not in the interests of the listing companies. In connection with the
financial restructuring in 1991 listing companies were obligated to participate as
members and they were forced to pay the participation share of FIM 150 000. While
this was a major increase in relative terms it still represented a marginal portion in
their cost structure. However, the economic recession and the consequent financial
distress raised concerns about the viability of the co-operative model.

[For listing companies] it became a viable option to strengthen their capitalization
through foreign ownership. [The liberalization of foreign ownership] created a new
situation. And then, solving these financing arguments gradually matured them and
on the other hand the opening markets and having the remote brokers in Helsinki
was both the management’s and listing companies’ interest.
- Listing company 2, HSE
Two incidents contributed to the pressure to starting to accumulate among the listing
companies. Firstly, the liberalization of foreign ownership in 1993 allowed them to
improve their financial position through selling shares to foreign investors. Foreign
interest towards Finnish shares was high and at the time of the liberalization the share
prices of listed companies were very low due to the economic recession. Secondly,
attracting foreign brokers to the Exchange became important for them. It was unlikely
that foreign investors would be willing to make an upfront participation payment of
FIM 600 000 in order to become a member in the Exchange and to obtain trading
rights. As a limited company in which ownership and trading rights are separated, the
Exchange would be at a significantly better position to attract foreign brokers joining
the Exchange.

We found that, keeping in mind the future development projects, a limited company
would make more sense.
- Manager, HSE
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The conservative parties and management did not want to change anything until
they noticed that something has to be done.
- Broker 3, HSE
The interviews suggest that the pressure to change began to accumulate first at the
broker level in the early 1980s, then the HSE management at the turn of the decade,
and finally the listing companies later in the 1990s.
The CEO of HSE was changed in 1989, which was a record year for the Exchange in
terms of turnover. At that time the exchange was highly indebted and when the
economic recession began in 1990, it entered into a financial distress (Appendix IV
exhibits the key financials of HSE and highlights the key observations regarding HSE’s
financial position). At the turn of the decade the financing needs of the Exchange had
grown significantly. Firstly the technological developments and fulfilling the increased
information disclosure requirements required heavy investments. Secondly the
Exchange became subject to supervision fees by the Bank Inspection. In 1991 when the
Exchange operated at a loss for the first time, it became evident that a structure, in
which the financing came solely from the transaction fees collected from brokers, was
not sufficient. As an interim solution the participation shares were increased. This
however, did not remove the underlying problem. Moreover discussions regarding
setting up the infrastructure for the paperless book entry system and clearing and
settlement functions were ongoing. While there were no definite blueprints for the
infrastructure, it was obvious that it would require further investments from HSE. After
the financial restructuring the pressure to change rapidly began to accumulate at the
management level driven especially by the financial distress. Moreover, discussions
around various co-operations or mergers with other marketplaces were topical which
further increased the pressure to change. Ultimately, limited company was considered
as a more viable option for the Exchange to move forward. The most important factors
that tipped the Exchange to the decision to demutualize was the inability to finance its
operations and investments, the successful demutualization of Stockholm Stock
Exchange and increasing pressure from SOM as both a viable competitor and a
benchmark case of a highly efficient and profitable limited company.
The purpose of the Exchange was to serve its members’ interests. This said, the
management did not have any personal interest in developing the Exchange outside
certain requirements that the legislation had placed, most importantly concerning
supervision and information dissemination. Based on the interviews the topics the
management was more concerned about were financing and ensuring reliability and
daily functioning of the Exchange. To illustrate this, the key events that were raised
during the interviews with the management were the establishing of clearing and
settlement as a consequence of the emerging bottlenecks in the process, setting up the
new trading and information system, and the economic recession. For the management
then the most important incident tracks that contributed to the increasing pressure to
change were the ones that drove the financial distress. These include, technological
development and economic recession.
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Sensitivity to change
Keeping in mind that during the first half of the 1990s we were living the deepest
recession [--] It became necessary to consider alternative solutions.
- Manager, HSE
The problems of the co-operative escalated at the beginning of the 1990s.
- Listing company 2, HSE
The difficulties in obtaining financing in the beginning of the 1990s cooked up the
idea to dissolve the existing ownership and membership and dissolve the cooperation.
-

Listing company 2, HSE

At the turn of 1995 the pressure to change had reached all three interest groups within
the Exchange: brokers, listing companies and the management. Moreover, the pressure
had exceeded a threshold level which made the interest groups more susceptible to
change. I labeled this phase in the organizational change model as “Sensitivity to
change”. In this phase, an organization is susceptible to making a radical organizational
transformation. Figure 8 illustrates the mechanism through which a co-operative
organization becomes sensitive to change. The incidents changing the operating
environment cause some of the limitations of a co-operative to become more apparent.
This creates pressure to change on certain or multiple pressure tracks. Moreover, this
pressure typically accumulates asymmetrically. At a certain point the accumulating
pressure exceeds the threshold pressure. The competition pressure track exceeds
threshold pressure when the organization is at a risk of not being able to compete with
other organizations, creating a change or die -situation. Alternatively, threshold
pressure is exceeded when the organization falls into a financial distress, a financial
position which carries a great risk of default or bankruptcy. Finally, the threshold
pressure is reached when there is great potential to make a high positive return on
investment. Converting the participation share of a co-operative to shares in a limited
company will yield a significant profit. This makes demutualization economically
justifiable.

Environmental
incidents

Pressure to change

Threshold pressure

Competition

Inability to compete

Lack of financing

Financial distress

Value realization

Return on investment

Asymmetric pressure

Symmetric pressure

Sensitivity to change

Pressure to change

Interest group 1
Interest group 3

Interest group 2
Threshold pressure

Figure 8 Model elaboration: reaching sensitivity to change
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Prior to 1995 the pressure to change had accumulated asymmetrically. In most cases
the external and internal incidents that took place during the observation period had an
influence only to one or two of the interest groups within HSE. This resulted in an
asymmetrically accumulating pressure. When the pressure is asymmetrically
distributed, change is unlikely to take place because individual interest groups exert
power that resists change. The listing companies, which controlled most of the power
in the Exchange (see Figure 9), were the last ones to reach the threshold level of
pressure, after which the pressure was distributed symmetrically among the members
and the management. This said, I conclude that it is irrelevant how strong a pressure to
change is at an individual interest group level if the pressure to change at another level
is low.
100%
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20%

0%
1990

1991

1992

Listing companies

1993

1994

1995

Banks and brokers

Figure 9 HSE vote distribution between listing companies, and banks and brokers (excludes the
voting power of commercial and industrial organizations, which is estimated at 2% of the total
voting power)

Sensitizing incidents
The Helsinki Stock Exchange case exhibits an interesting type of incident which I have
labeled ‘Sensitizing incident’. I define a sensitizing incident as an incident that
symmetrically increases the pressure to change, that is, on all interest group levels and
so that relief to the pressure is provided by the same change. Based on the interviews,
such an incident in the HSE case was the economic recession in the early 1990s. The
subsequent financial distress threatened the survival of the Exchange and it was a
concern for both members and management.
Alternatively, a sensitizing incident lowers the threshold level of pressure required to
induce sensitivity to change. In these instances the sensitizing incidents are ‘benchmark
incidents’. Benchmark incidents are discussed in greater detail in the following
subsection.
A sensitizing incident thus has the potential to catalyze the progression of an
organization from the pressure accumulation phase to sensitivity to change. This is the
key dimension in which a sensitizing incident differs from other incident types. Other
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incident types can only sensitize a co-operative to change when they increase the
pressure of an interest group above the threshold level and the pressure of other
interest groups is already above the threshold level. However, change is likely to occur
only when the pressure is symmetrical also to the extent that the same change provides
relief to the pressure of all interest groups.

Benchmark incidents
[--] I observed Sweden quite a lot. [--] No one here invented to demutualize the
Exchange.
- Broker 4, HSE
[The management of Stockholm Stock Exchange] came here as well to sell the idea.
Stockholm Stock Exchange I think was a good benchmark and it was considered
positive in Sweden, that it is a better model than a co-operative.
- Broker 5, HSE
No absolutely, the demutualization of Stockholm Stock Exchange was a paragon
and it was said that if the Swedish are this smart, I have to do the same.
-

Broker 2, HSE

HSE was in a hurry to become a limited company so it can also acquire these
[exchanges], because as a co-operative you cannot easily acquire other limited
companies [--] Also, I had such a though in the Exchange that I will get ran over if
OM acquires these Nordic exchanges and Helsinki remains as a co-operative.
- Broker 3, HSE
[--] [the demutualization of Stockholm Stock Exchange] matured the idea when it
was seen that also elsewhere someone had turned into a limited company.
-

Listing company 1, HSE

In the Helsinki Stock Exchange case, the demutualization of SSE in 1993 and the
discussions concerning a more consolidated industry were important benchmark
incidents. While most of the interviewees recognized that these benchmark incidents
were important, the way they influenced the Exchange differ. On the one hand these
benchmark incidents acted as drivers for the pressure to change. Demutualization
enhances an organization’s competitive capabilities so when competitors demutualize,
it can be seen as a competitive threat. On the other hand the Exchange took influence
from these incidents. The demutualization of Stockholm Stock Exchange was
considered highly successful also within HSE. As stated by a listing company
representative, these incidents contributed to the mobilization of the idea to
demutualize. This suggests that in addition to increasing the pressure to change,
benchmark incidents can lower the threshold level required for a change to be initiated.
Any organizational change typically involves uncertainty and a risk. Previous
successfully executed changes can provide assurance to other organizations pursuing
the same change. My interviews suggest that the demutualization of SSE affected the
thinking of all interest groups within HSE. Although these benchmark incidents also
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increased the pressure to change, they can be considered sensitizing in the sense that
they symmetrically lowered the threshold level of pressure.

Change process
Once HSE had become sensitive to change the decision to demutualize and
implementing it were straight forward and did not require much effort. The success of
the process was a result of the symmetry of the pressure to change. Carrying out a
demutualization in a co-operative is a highly bureaucratic process and sensitive to
conflicts in decision making. The decision must first go through the board of directors
and supervisory board for approval, and then it is voted upon in a co-operative
meeting. In the HSE case, there were no opposing opinions in any of the decision
making points whatsoever. According to my model however, the existence of resistance
during the process is unlikely since the fundamental prerequisite for the process to
begin is symmetrical pressure and aligned interests. When the pressure is symmetrical
it is in everyone’s interest to pursue a solution that relieves this pressure. In the HSE
case, the pressure to change was symmetrical and the consequences of the
demutualization provided a symmetrical relief as well, resulting in an undisturbed
implementation process. For this reason there was no resistance during the process.

5.3 Organizational change model – HSE case
While my organizational change model captures the sequence and dynamics of
different elements in the model, it fails to elaborate an interesting finding: the temporal
scale of different steps. In Figure 10 I have combined the findings from Sections 5.1 and
5.2. I re-categorized the incidents described in Section 5.1 using the elements from my
organizational change model. I find that the pressure to change accumulated
asymmetrically throughout the observation period. However, the sensitizing incidents;
incidents which symmetrically increase the pressure to change; occurred over a
significantly narrower period of time. The evidence suggests that the sensitizing
incidents act as important catalyst for change. I conclude that there are three ways
through which an organization can proceed to the change process. First, an
organization can reach sensitivity to change through a strong sensitizing incident
which increases the pressure above a threshold pressure. Second, the asymmetrically
accumulating pressure can reach symmetry by chance. There are two prerequisites in
order for this to take place. Firstly, the pressure of all interest groups has to exceed the
threshold level which is determined by the organizational forces that resist change.
These forces include especially the vested interests of interest groups within the
members of a co-operative. Secondly, either the incidents have to affect the same
pressure track of individual interest groups or the consequences of the change have to
provide relief to the pressure of all interest groups.

68

1/1984

1985

1986

1987

Figure 10 Organizational change – case demutualization of Helsinki Stoc
1988

1989

69
1991

Benchmark incidents

1990

Drivers increasing pressure to change

Asymmetrically accumulating pressure

1992

1993

Sensitising incidents

Financial recovery

1994

1996

17.2.1995 - 2.1.1996
Demutualization process

1995

Symmetric threshold pressure

8/1996

5 Findings

5 Findings
In the HSE case there is an incident track labeled “Financial recovery” which is situated
in between the sensitive period and the demutualization process. According to the
interviewees, the demutualization would not have been possible during this period
because the focus and resources of the Exchange were allocated in surviving from the
financial distress. Only after the recovery it became viable to pursue an organizational
change.
Finally, as seen from the figure, the actual demutualization process was short compared
to the other elements. The symmetric pressure, the catalyst for the beginning of the
process, aligned the interests between the members and the management ensuring a
frictionless implementation.

5.4 Propositions
The findings presented in the previous sections allowed the making of inductive
theorizing to address the research question. Based on my findings I highlight three
propositions which are briefly discussed below.
P1. The limitations of a co-operative organizational form become apparent under:
a. competition
b. need for financing
c. value realization potential
During the formative years of Helsinki Stock Exchange, co-operative organizational
form was suitable with the prevailing business conditions. There was lack of
competition, little need to raise financing and there was little value in the business. I
found that changes in these three dimensions made the limitations of a co-operative
organizational form increasingly apparent, creating pressure to change. The existing
literature presents a wide range of reasons for demutualization, including technological
advancements, internationalization of financial markets, commoditization of stock
exchange services, increased heterogeneity of members, and enhanced business
opportunities demutualized form would provide (Di Noia 1998, Aggarwal 2006, Ramos
2006, Jain and Jain 2009). However, I argue that the relationship between these drivers
and demutualization is not direct. They are intermediated by the three pressure tracks.
P2. A co-operative organization becomes sensitive to a change when the pressure to
change is symmetrically distributed between members and the pressure exceeds a
certain threshold pressure
I found that while the pressure to change increased within HSE, the inertial forces
resisted change over a decade. In order for a change to be initiated, two preconditions
must be met. Firstly, the pressure to change must exceed a threshold level and it has to
be accumulated symmetrically among the members of a co-operative organization.
Secondly, the change must provide relief to all members. Existing literature fails to
elaborate this transition from stability to sensitivity.
P3. A co-operative organization is more susceptible to the influence of a single
incident that symmetrically increases the pressure to change on all members,
than to the influence of an incident that asymmetrically increases the pressure.
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While many of the environmental changes during the 1980s and 1990s had an impact
on HSE, in most cases they influenced only a single interest group within the Exchange.
Due to the asymmetry of the impact, the organization remained insensitive to change.
However, I found that the economic recession in 1990s and the demutualization of
Stockholm Stock Exchange increased the pressure on all interest groups within HSE,
sensitizing the organization to change. I drew conclusions from these events that if a
certain incident increases the pressure to change on all members, it is likely to have an
influence in the organization. However, if an incident, regardless of its severity, only
increases the pressure to change on a single interest group among members, any
influence is significantly less likely.
Literature regarding environmental jolts discusses the dynamics of environmental
perturbations which make previously unknown weaknesses and limitations within an
organization visible. These emerging weaknesses and limitations launch a search
process for more suitable organizational structures and practices which is likely to lead
to an organizational change (Meyer 1982, Sine and David 2003). I propose that in the
case of a co-operative, environmental jolts only lead to change when the emerging
weaknesses and limitations increase pressure on all interest groups.
The three propositions are further discussed and reflected against existing literature in
the following chapter.
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6.1 Stock exchange demutualization
Existing literature has identified several internal and external reasons for stock
exchange demutualization. The most widely accepted reasons include advancements in
information technologies and the internationalization of the markets (Macey and
O'Hara 1999, Aggarwal 2002, Ramos 2006, Jain and Jain 2009). While a multitude of
studies empirically support the argument that there exists a correlation between
demutualization and these drivers, existing literature fails to fully capture the dynamics
between the driving incidents and demutualization. This thesis contributes to the
existing literature in two ways. Firstly, my findings suggest that there are spurious
relationships between some of the drivers of demutualization identified in previous
studies. Most importantly, the existing literature fails to exhaustively identify the
intermediating forces between individual incidents and events, and demutualization. As
an example there is little discussion in existing literature how technological
advancements deteriorated the financial position of stock exchanges, increasing the
financial pressure. Secondly, my modelling of the change process provides a more
detailed elaboration of how various external and internal incidents influenced the
decision making within stock exchanges. My conceptualization of the asymmetrically
accumulating pressure to change, an intermediating force between the drivers of the
demutualization and demutualization itself, complements existing models which
typically lack this explanatory power. Existing literature regarding stock exchange
demutualization takes a more “binary” approach in explaining the change. Most authors
(Macey and O'Hara 1999, Ramos 2006, Jain and Jain 2009) only explain why certain
environmental conditions and incidents drive demutualization. The applicability of
their findings is limited to observing whether certain preconditions to demutualization
exist or not. When they exist, demutualization is more likely to take place. Moreover,
existing models of stock exchange demutualization do not explain how these conditions
affect individual interest groups within an exchange. My model elaborates how these
conditions affect an exchange over time and within individual interest groups, which is
fundamental in order to understand when and how a change takes place. While I agree
with most researchers about what the drivers of demutualization were, I provide a
more detailed description how they actually catalyzed the process. I identified three
separate pressure tracks that acted as the intermediating forces between driving
incidents and demutualization. These pressure tracks include competition, lack of
financing, and value realization potential. I argue, that ultimately all incidents that
drove the demutualization were intermediated by these pressure tracks.
In this section I compare the reasons for demutualization discovered in existing
literature to the findings from my empirical work. Moreover, I provide a more detailed
explanation on how these drivers contributed to the stock exchange demutualization.
One of the unique features of my model is that it allowed the linking of each driver to
one or multiple pressure tracks. This provides a more profound understanding of the
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dynamics between an organization and its environment. Secondly, I highlight new
complementing drivers which have not been discussed in previous research.
Technological advancements
Similarly to existing literature, I discovered that technological advancements had a
major influence to the decision to demutualize. The computerization of securities
trading had a profound global influence to the competitive dynamics of the industry. As
Jain and Jain (2009) and Ramos (2006) suggest, the computerized trading systems
eliminated the geographical barriers that protected the monopoly power of stock
exchanges. New competitors began to enter the markets with more efficient trading
platforms. In my model, external technological advancements increased the
competitive pressure on the focal organization. As the competition intensified, the
competitive limitations of a co-operation became more apparent. Traditional exchanges
were forced to make heavy investments to more efficient trading systems to match the
competitors’ pricing. A co-operative not-for-profit organization is not suitable for heavy
R&D expenses. Moreover, the governance of a co-operative is not suitable for a fast
moving environment. The decision making processes are bureaucratic and the vested
interests often cause significant friction, further deteriorating competitiveness.
While the existing literature is focused on the link between technological advancements
and competition, technological advancements also increased the pressure on the “lack
of financing” pressure track. Although technological advancements provided new ways
to increase stock exchange efficiency and competitiveness, the investments made in
new trading and information infrastructure were significant. Since exchanges were
typically organized as not-for-profit co-operatives, they were limited with financing
alternatives. A not-for-profit organization cannot easily accumulate earnings which
could be used either to finance investments or as financial buffer during years of poor
performance. Stock exchanges were often forced to rely on debt financing which
created strain in their balance sheet. Poor capitalization and lack of financial buffering
bore a significant risk of a major crisis that could erupt during an economic downturn,
which was the case in Finland during early 1990s. Once the competition had opened
and the technology would continue to evolve, stock exchanges were forced to make
continuous investments in their systems. This resulted in an increasing financial
pressure, which would not be easily fixed. A co-operative organization does however
have ways to improve their financial position. In 1991 Helsinki Stock Exchange
increased its participation shares to 15 times the original amount. Although this
provided relief in the financial pressure, it did not remove the underlying problem that
a co-operative organization cannot accumulate earnings to finance investments. As a
result, the financial pressure continued to increase until the Exchange was
demutualized.
Commoditization of stock exchange services
Macey and O'Hara (1999) argue that due to the technological advancements the
dimensions in which exchanges compete narrowed down to liquidity, which was
attracted by low transaction costs. I found evidence that prior to demutualization, stock
exchange efficiency and liquidity were increasingly important sources of
competitiveness which meant that competitors of HSE sought to improve their
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efficiency, increasing the competitive pressure of HSE. This on the other hand created
the pressure to develop HSE’s trading platform requiring further investments.
Moreover I found that certain functions of the Exchange were transferred to outside
organizations. However, I did not find any evidence that the commoditization, as in the
removal of other competitive dimensions, had an influence in building the pressure to
change. Based on my findings, pricing was the key dimension in which Exchanges
competed from the beginning. From the perspective of individual interest group, there
was little change in what they perceived the Exchange offered them. The brokers were
always highly cost conscious so from their perspective stock exchange efficiency was
the primary competitive factor. The listing companies on the other hand often lacked
interest towards the daily operations of the Exchange. They became interested about
the exchange only if there were disruptions or they were forced to invest more money
into it.
Internationalization and deregulation
Several researchers have identified internationalization and the deregulation of
financial markets as the key drivers for stock exchange demutualization. There seems
to exist a consensus that these measures opened the industry for cross-border
competition enabling stock exchange customers to freely select the marketplace they
transact in. Stock exchanges faced increasing competitive pressure which again
highlighted the limitations of co-operative organizations. Moreover, I found that from
the exchange perspective a co-operative arrangement made it difficult for attracting
foreign brokers to join as a member.
While the internationalization increased the competitive pressure of stock exchanges, I
also argue that in some cases it provided a significant business opportunity. As I
discussed in the findings section of this thesis, increasing value realization potential
increases the pressure to transform the participation share of a co-operative to shares
in a limited company. This demutualization realizes the value in ownership in the form
of shares which are then tradable. The liberalization of cross border trading opened
stock exchanges to global markets. In the Helsinki Stock Exchange case this had a
profound impact. Foreign interest towards Finnish shares was high and when the
ownership restrictions were eliminated and cross border trading was facilitated
through various legislative measures, the Exchange turnover soared rapidly when
foreign capital began flowing into Finnish companies. The Exchange earnings and
accumulated surplus continued to rise increasing the pressure to realize the value in
this business through demutualization.
Increased heterogeneity
Several authors agree (Di Noia 1998, Mishkin and Strahan 1999, Allen, McAndrews et
al. 2002) that the increased competition and the technological advancements
contributed to the diverging interests within stock exchange members. Moreover, they
argue that the diverging interests was a driver of the demutualization.
In my model, the diverging interests causes the pressure to change to accumulate
asymmetrically, thus creating significant organizational inertia resisting the change. It
is contradictory that the heterogeneity of members both catalyzed and resisted
demutualization. I propose, that in fact the heterogeneity of members always existed
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within exchanges and it only became apparent as a consequence of the changing
environment. The environmental incidents created pressure in co-operative exchanges
and very often this pressure was asymmetrical so that it affected only a certain interest
group. For example, advances in information technologies provided new opportunities
to increase exchange efficiency and thereby decrease transaction fees. This created a
pressure to broker-members for whom low fees were a high priority. For listing
companies who also represented members in exchanges this was irrelevant as
transacting with shares was not their core business. Ultimately advances in technology
created pressure among brokers but not in the listing companies, causing friction in
decision making.
We propose that while the interests of members diverged the fundamental business
principles of the members always remained intact. The changes in the environment
placed increased emphasis in certain features in an exchange which might or might not
be of relevance to an individual interest group. Heterogeneity in stock exchanges was a
concealed weakness which became apparent through external change, a dynamic often
discussed in literature regarding environmental jolts (see e.g. Strang and Bradburn
(1994), and Sine and David (2003)). More specifically, during the inception of Helsinki
Stock Exchange, the interests of different types of members within the exchange were
aligned. Brokers wanted to trade shares with lowest possible costs, listing companies
were more interested when they were involved with issuing new shares in the primary
market. However, when the environmental conditions changed, based on the
fundamental business principles of individual stakeholders within the Exchange their
interests changed and began to diverge. Only then it became apparent and more
importantly, a problem, that the members are heterogeneous.

6.2 Sensitizing a co-operative to change
The organizational imprinting theory proposes that during a brief sensitive period an
organization is susceptible to external influence. Often the literature regarding
imprinting focuses on the founding of an organization as the key sensitive period
(Carroll and Hannan 2000, Johnson 2007). Marquis and Tilcsik (2013) and many others
recognize that multiple sensitive periods can occur during an organization’s lifetime.
The demutualization of Helsinki Stock Exchange is an interesting case to be observed
through the organizational imprinting lens. Helsinki Stock Exchange was founded in
1912 after which it remained relatively unchanged until it was demutualized in 1995.
In 1984 it was organized as a co-operative, however, this was merely an effort to clarify
the organizational form of the Exchange. As the organizational imprinting theory
suggests, during the founding of the Exchange certain features from the environment
were imprinted in the new organization. At that time most stock exchanges were
organized as member owned clubs. As discussed in Subsection 2.1.2, several
environmental conditions historically supported organizing a stock exchange as a cooperative. While the environment changed, stock exchanges continued to exist as cooperatives due to these historical reasons. This period of stability represents the period
of “persistence of the imprints” (Marquis and Tilcsik 2013).
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While it is widely recognized in the organizational imprinting literature that multiple
sensitive periods can exist, the process through which organizations become again
sensitive for imprints remains unstudied. The demutualization of Helsinki Stock
Exchange provides interesting findings which complement this literature.
The basic assumption here is that the organizational form of HSE co-operative is the
key imprint adopted due to the historical environmental reasons. Although the
imprints in Helsinki Stock Exchange persisted for over 80 years, the changes in the
environment had an influence to the Exchange. The changing environment began to
accumulate pressure to change within the Exchange and while the organizational form
persisted, several development efforts were carried out to provide relief to these
pressures. According to my data, the limitations of the co-operative became clearer and
clearer during the 1980s and 1990s. Despite this, the organizational form remained
unchanged until 1995, due to the persistence of imprints.
Several reasons for the persistence of imprints have been provide in the existing
literature, of which many are applicable in the HSE case. As Stinchcombe (1965)
suggested, in some cases a certain organizational form may remain as the most efficient
for a given purpose. As an example the broker-members of HSE were highly cost
conscious and the co-operative organization, which operated under not-for-profit
principles, ensured that the fees the Exchange collected were cost-based. Of course
other limitations of the Exchange resulted in lower efficiency and consequently higher
transaction fees. Moreover, Stinchcombe proposes that traditionalizing forces, the
vesting of interests, and the working out of ideologies cause imprints to preserve. The
vesting of interests is a particularly strong phenomenon in co-operative organizations
in which the members are heterogeneous and represent themselves and their own
interests. Moreover, Hannan and Freeman (1977) argue that the persistence of
imprints can be explained by structural inertia, which limits an organization’s ability to
adapt to environmental changes. In the stock exchange case the most important
structural inertia restricting change was the heterogeneity of the members and vested
interests. Moreover, the legitimacy of the co-operative organizational form was high
which according to Hannan and Freeman creates additional structural inertia.
Based on my findings I argue that in order for an organization to experience a sensitive
period after the formative years, it has to overcome the structural inertia. In cooperative organizations this is achieved when two preconditions are fulfilled. Firstly,
there has to be pressure to change the organizational form. The pressure to change
originates when the limitations of the existing organization become apparent as a
result of the changing environment. When this happens, existing structures and
organizational arrangements are no longer suitable for the new conditions. This
mismatch with organizational form to its environment causes pressure. In order for a
new sensitive period to begin, the pressure has to exceed a certain threshold level
which is dictated by the structural inertia of an organization. Secondly, the pressure
must be symmetrically distributed among the members of a co-operative. In most cases
the pressure is accumulated asymmetrically so that individual incidents changing the
environment affect and generate pressure on only certain interest groups within an
organization. Moreover, the accumulated pressure has to be symmetric in the sense
that the same solution or imprint provides relief to all interest groups under pressure.
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Once the pressure to change is symmetrical, an organization is more susceptible to
accepting the new imprint.
Alternatively an organization can exceed the threshold pressure and become sensitive
to change by decreasing the organizational inertia which consequently lowers the
threshold level of pressure. In the HSE case we found that the organizational inertia
was decreased through the increasing legitimacy of the demutualized organizational
form. In global perspective demutualization has occurred gradually over three decades.
HSE was the second exchange to demutualize, followed by numerous others. Earlier in
the Findings section I discussed that benchmark incidents has the potential capacity to
lower the threshold level of pressure required for a change to be initiated. Moreover, I
drew conclusions from the HSE case that the levels of pressure have to be rather
extreme in order to exceed the threshold level. Either an organization has to be at risk
of not being able to compete, the organization has to fall into a financial distress in
which there is great risk of default or bankruptcy, or there has to be great potential to
make high positive return on investment in pursuing a change. These threshold levels,
however, applied in the case of HSE. Compared to subsequent demutualizations the key
difference was the lack of precedent benchmark incidents. If benchmark incidents are
likely to decrease the threshold pressure level, then it is likely that as organizations
demutualize, less pressure is required for other organizations to demutualize as well.
This is in line with the density theory of organizational legitimacy. According to Hannan
and Carrol (1992) the founding rate of a certain organizational form is proportional to
its legitimacy. Moreover, they argue that the founding rate of an organizational
population is inversely proportional to the level of competition. This dynamic would
result an inversed U-shaped founding curve. Plotting the annual number of
demutualizations on a graph indeed yields a moderately curved figure.
Number of
demutualizations
12
10

8
6
4
2
0

Figure 11 Number of stock exchange demutualizations per year (raw data obtained from Angulo
2014)

The HSE case leads to assume that when a certain organizational form is widely
established and is persistently imprinted into organizations’ DNA, the organizational
inertia and the threshold level of pressure to sensitivity are high, requiring a severe
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environmental perturbation in order to be exceeded. For this reason the organizational
inertia can resist change for decades, even centuries. However, when the threshold
level is exceeded for the first time, this level begins to gradually decline through the
increasing legitimacy, and consequently decreasing risks and uncertainty, of the new
organizational form encouraging others to follow. The stock exchange industry exhibits
a prime example of this type of industry evolution, in which Helsinki Stock Exchange
together with Stockholm Stock Exchange represent the pioneers of the change,
followed by many.
The case of Helsinki Stock Exchange demutualization leads me to believe that it is an
unlikely event that a co-operative organization becomes re-sensitized through
individual asymmetrically influencing external incidents. In the HSE case the pressure
accumulated asymmetrically for over ten years, after which the pressure reached
symmetry and the organization again experienced a sensitive period. However, in my
organizational change model I conceptualized a specific incident type, “sensitizing
incident”.
A sensitizing incident has the capacity to render an organization into a new sensitive
period. My conceptualization of a sensitizing incident has much resemblance with an
“environmental jolt”. As discussed in Section 0, environmental jolts are unpredictable
perturbations in the environment that reveal weaknesses in current organizational
forms, providing opportunities for organizational learning and entrepreneurial activity
(Meyer 1982, Sine and David 2003). Based on my conceptualization and drawing
conclusions from existing literature regarding environmental jolts, a sensitizing
incident can be defined as a special case environmental jolt in a co-operative
arrangement that creates symmetric pressure. Although a single environmental jolt can
mobilize search for alternative arrangements in a typical company, I argue that the
same environmental jolt would be ineffective for a co-operative organization if it
creates asymmetric pressure. I found evidence on the Helsinki Stock Exchange case that
although at one level the pressure to change has accumulated to a high level, a change is
difficult to mobilize without the pressure spreading to other levels as well. I conclude
that co-operative structures with heterogeneous interests creates protection against
environmental jolts as catalysts of change.
Another important consideration is the source of the imprint. While authors such as
Johnson (2007) emphasize the significance of agency and entrepreneurship in
organizational imprinting, Marquis and Tilcsik (2013) provide a more elaborate
conceptualization. In addition to individuals they identified economic and technological
conditions, and institutional factors as sources of imprint. During the founding of an
organization it is intuitive that the entrepreneur has a major influence to what form the
organization assumes. During subsequent sensitive periods, the interplay between the
focal organization and sources of imprints is more unclear.
The demutualization of Helsinki Stock Exchange exhibits a case in which the
organization was more reactive than proactive in developing itself. This is probably
more likely for a co-operative whose management runs the organization on behalf of its
members. Although the demutualization of the Exchange was a strategic move, it was a
reaction to the accumulating pressure which ultimately became symmetric, sensitizing
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the organization to this change. The source of the imprint, the new form, did not
originate from within the Exchange. Stockholm Stock Exchange which had
demutualized two years earlier was an important reference in close proximity. I found
that this reference case provided assurance within HSE, decreasing the threshold level
of pressure and thus contributing to the mobilizing of the idea to demutualize.
Moreover, the new competitive dynamics of the industry and the institutional context
dictated much of what the requirements for a successful organization were.
In the case of a co-operative organization I argue that the source of the imprint is
unlikely an individual. As I discussed earlier, the organizational inertia in co-operatives
is very strong due to the heterogeneity of members, vested interests and the legitimacy
of existing organizational form. Moreover, in order for a change to occur, pressure has
to be symmetrically distributed among members. I find it unlikely that an individual
would be able to mobilize an imprint in a co-operative organization. In contrast, an
individual with strong visions for change might represent another interest group with
diverging interests. Additional interest groups within a co-operative will make it even
more difficult to establish change, since there is another level at which the pressure
needs to become symmetrical in order for a change to occur. Rather I argue that the
economic and technological conditions and institutional factors have a higher influence
as sources of the imprint in the case of co-operatives.

6.3 Generalizability
Our selected research methodology exhibits certain limitations. Most importantly, the
generalizability of my study suffers due to the fact that I study only a single case.
Studying multiple cases would increase the reliability and generalizability of findings,
however, studying a single case allowed us to make rich and thorough analysis based
on large amount of detailed data.
The purpose of this thesis was to inductively provide new theories for organizational
change. The second dimension in which our generalizability suffers in addition to the
single case, is the characteristics of the case organization. The generalizability of the
findings is higher the closer we are at the case organization. Figure 12 illustrates the
three dimensions in which my case generalizability is limited. The closer the properties
of a control organization are to the center of the diagram, the more applicable my
findings are to this organization. Firstly, I study organizational change in a co-operative
organization which has certain fundamental differences compared to a limited
company for instance. For this reason the generalizability will suffer when I move away
from co-operatives. However, it is important to note that I have studied interest group
dynamics. Organizational form per se may not have implications to the applicability of
my findings. The asymmetrically accumulating pressure only assumes that there are
diverging interests within the decision making bodies of an organization. Moreover,
another key point to draw from this this thesis is that the pressure to change
accumulates due to the limitations of an organization and the mismatch between
environmental conditions and organizational structures and practices. When applying
these findings to organizations other than co-operatives it is important to carefully
determine, what are the limitations of that organizational form, and what are the
pressure tracks on which the pressure accumulates to.
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Secondly, the studied change in the case is demutualization. While the findings of this
thesis can be generalized to a wider spectrum of organizational events, moving further
away in this dimension will decrease generalizability.
Finally, the studied case concerns a stock exchange, which has certain unique
characteristics compared to other organizations.
Business

Stock exchange

HSE
Organizational
form

Co-operative

Demutualization

Figure 12 Generalizability diagram
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7 CONCLUSIONS
The purpose of this thesis was twofold. Firstly, the objective was to provide a detailed
elaboration of the process through which a co-operative stock exchange demutualizes
and how this transformation is catalyzed. Secondly, the thesis aimed to open up new
streams for future research on organizational change. I set up to pursue these
objectives by establishing the following research questions:
R1. How does the demutualization of a co-operative exchange unfold over time?
R2. How does a co-operative exchange become sensitive to demutualization?
The research questions were approached using a process study as the main research
design. I collected a comprehensive collection of archive material from the case
company and relevant interest organizations. Moreover, I performed two separate
rounds of oral interviews. During the first round I interviewed key informants from
various organizations within the financing industry or informants who had observed
the transformation of the securities industry from close distance. During the second
round I focused on interviewing the interest groups within the Exchange, including top
management and members of the co-operative exchange. After a thorough analysis, I
arrived at three propositions:
P1. The limitations of a co-operative organizational form become apparent under:
a. competition
b. need for financing
c. value realization potential
P2. A co-operative organization becomes sensitive to a change when the pressure to
change is symmetrically distributed between members and the pressure exceeds a
certain threshold pressure
P3. A co-operative organization is more susceptible to the influence of a single
incident that symmetrically increases the pressure to change on all members,
than to the influence of an incident that asymmetrically increases the pressure.
Firstly, I found that although the existing literature comprehensively lists the reasons
for demutualization, all these reasons can be attributed to three intermediating forces:
competition, lack of financing, and value realization. Changes in the environment cause
limitations of the co-operative to become apparent, generating pressure on these
intermediating pressure tracks. Co-operative organization is not well suited to operate
under heavy competition. When competition increases, a co-operative organization is
at a risk of failing due to its inability to efficiently compete. Moreover, if the
organization is forced to make heavy investments, due to competition or new
legislation, or it faces a period of poor performance, it is in danger to falling into a
financial distress caused by insufficient financing. Co-operative organizations typically
operate under not-for-profit principles which makes it difficult for them to accumulate
earnings during good years, and in contrast use these reserves as financial buffer
against bad years or to finance investments. Finally, the participation share of a cooperative organization does not yield any return to its owner, whereas shares in a
limited company are liquid and entitle its owner to collect dividends or gain profit
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through increase in share price. When the earnings potential of a co-operative
organization increases, so does the value realization potential from converting the
participation shares into stocks through demutualization.
Secondly, I found that a co-operative organization is unlikely to go through a radical
transformation if the pressure to change is not distributed symmetrically among the
members and management. The organizational inertia, originating most importantly
from the vested interests of the co-operative members and the legitimacy of the
existing organizational form, resists change. Two preconditions need to be met for a
change to take place. Firstly, the pressure to change must exceed a threshold level,
which is determined by the organizational inertia. This level can be exceeded through
increasing pressure or by lowering the threshold level be eliminating some of the
organizational inertia. The latter can occur for example when the legitimacy of the new
organizational form increases, decreasing some of the uncertainties and risks involved
with the change. Moreover, the pressure has to be accumulated symmetrically among
the members and management. Secondly, the change must provide relief to all interest
groups.
Finally, I conceptualized an incident type which increases the pressure to change on all
members which I labeled “sensitizing incident”. It is closely related to environmental
jolts which are unpredictable environmental perturbations which reveal weaknesses in
current organizational forms, providing opportunities for organizational learning and
entrepreneurial activity (Meyer 1982, Sine and David 2003). The key difference is that
an environmental jolt may not cause change in a co-operative organization because it
might not affect all interest groups, thus creating asymmetric pressure. A sensitizing
incident on the other hand affects all interest groups creating symmetric pressure, and
thus it has the potential to sensitize a co-operative to radical transformation.
These findings have interesting implications especially when evaluating the future of
existing co-operative organizations or when assessing alternative legal forms when
founding a new organization. In Finland for example there are several co-operative
organizations operating in various sectors. The findings discussed in this thesis would
be valuable in any consideration to demutualize these co-operatives.
Moreover, the findings of this thesis provide new tools for analyzing the development
and evolution of entire industries. More specifically, my conceptualization of sensitivity
to change and the related dynamics are highly valuable in analyzing and evaluating how
entire industries adopt certain organizational forms.
There are some limitations to the generalizability of my findings. Helsinki Stock
Exchange was a co-operative and extending the application of the findings to other
organizational forms such as limited companies may not be feasible because a cooperative organization often has different governance system and operating principles.
When applying the findings in organizations other than co-operatives it is important to
carefully identify the limitations of that organization and subsequently determine the
pressure tracks to which the pressure to change accumulates. Moreover the symmetric
pressure as a prerequisite to sensitivity is based on the assumption that the strong
organizational inertia of a co-operative prevents a change from occurring when only
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asymmetric pressure is present. In this dimension the organizational form may not be
of relevance. It is important to note that I have studied interest group dynamics, and
the key insight to draw from my findings is that the pressure accumulates
asymmetrically when there are separate interest groups within the decision making
bodies of an organization.
The two other dimensions in which generalizability may diminish as well are business
type and nature of the change. I observed a stock exchange organization which exhibits
some unique characteristics. The applicability of my findings may suffer when studying
organizations in other industries. Moreover, while the purpose of this thesis in more
general terms was to study organizational change, I studied demutualization. While
demutualization profoundly changes the operating and governance principles of an
organization, in the end it is not a complex procedure. Once the decision has been
made, the required steps to terminate the process are mainly juridical. Regardless of
the nature of the change, the key force resisting it is the organizational inertia. This
thesis provides an elaborate model which explains the process through which this
inertia is overcome, and how an organization can be catalyzed to becoming sensitive to
change.
Finally, as with most qualitative studies, this thesis has the limitation of being based on
a single case. The generalizability of findings from qualitative case studies has been
subject to criticism. However, qualitative studies are valuable and according to Fine and
Elsbach (2000), they can result in a more accurate description of real life settings
compared to quantitative data. Moreover, qualitative studies are complementary to
quantitative studies and they tend to explain the causality between independent and
dependent variables (Van de Ven 2007).
As mentioned earlier, the second purpose of this thesis was to open new streams for
future research. I propose that extending this study with additional qualitative and
quantitative research can result in a compelling new theoretical argumentation on how
organizational change occurs. More specifically, I propose the following topics that
could be subject for further research: (1) what is the relationship of competition, lack of
financing, and value realization potential to demutualization; (2) how does the
symmetry of pressure to change correlate with change; (3) what is the role of agency in
changes in organizations that have multiple interest groups; (4) how do environmental
jolts, sensitizing incidents and other major environmental events affect organizations
with multiple interest groups; (5) is there a difference between reactive and proactive
strategies in catalyzing change processes.
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APPENDICES
Appendix I - First round interview questions
First round interviews were semi-structured using the below structure as the basis for
discussion.
Interviewee profile – introduction
 Describe your background and how you became involved with the deregulation
of Finnish financial markets and the demutualization of Helsinki Stock
Exchange.
 Describe your role in these events.
Background and key events in the deregulation process
 What were the starting points of the deregulation?
 How did the deregulation process look like from your perspective?
 In your opinion, what are the key events that took place in the Finnish Financial
Markets in the 1980s and 1990s? In which direction was the Finnish economy
going?
 Describe the roles of different actors (individuals, organizations, communities)
in the deregulation process.
Deregulation of Helsinki Stock Exchange
 Describe the events that led to the demutualization of Helsinki Stock Exchange.
 Describe the strategy of Helsinki Stock Exchange during the time of
demutualization.
 Describe the preparation of the demutualization:
o Who participated in the process and what was their role?
o What did the preparatory work look like from your perspective?
 What was the role of Helsinki Stock Exchange in the deregulation process?
Epilogue
 In retrospective, how did the demutualization of Helsinki Stock Exchange go
and what were its implications? Could things have gone differently?
 Is there still something that I have not asked but should have?
 Who were the key individuals/organizations who contributed in the
deregulation process?

I

Appendix II – Second round interview questions
As with the first round interviews, the second interview round was semi-structured. As
the research focus was narrowed to the demutualization process, the change process
framework suggested by Beyer and Trice (1978) was used to provide structure to the
interview. Moreover, the interdependencies of different levels (vertical and horizontal)
were incorporated in the structure (Pettigrew 1990).
Horizontal questions
Environmental changes
 Describe the operative environment of HSE during the demutualization.
Search for possible responses
 Describe the events that led to the intention to change.
 How was this intention mobilized in HSE
The evaluation of alternatives
 When was the idea to demutualize the Exchange first discussed?
 Describe how the different alternatives to change were identified.
 How were the environmental factors addressed in the process of mapping
alternatives?
 How were the alternatives evaluated?
Decision to adopt a course of action
 How was the decision to demutualize HSE reached?
 How were the environmental factors addressed in the decision?
The initiation of action within the system and implementation
 How was the demutualization executed?
The institutionalization of the change
 How was the new corporate form established?
 What were the key differences between the old mutual association and the new
demutualized HSE?
Vertical questions
 Which persons/organizations were involved in the process?
 What institutional factors affected in the process?
 What economic/technological factors affected in the process?

II

III

12

4

Consequences of
demutualization

Deregulation

6

Comparing limited
company and cooperative

8

10

Business potential

Competition

2

"[--] then in spring 93 [turnover growth] was incredible, after all these changes
became effective, the way life changed, it was like night and day."
"91-92 when foreign investors became increasingly interested in Finnish shares"
"Firstly, as a limited company you can make mergers and other arrangements with
other companies."
"I think the key difference was that when the ownership and membership were
separated, the Exchange was able to develop its capital adequacy."
"SOM was flexible and so much more competitive than the Exchange"
"Nokia was listed in New York in the summer 94, which created a new marketplace
which began absorbing Nokia's trading volume."

"As a limited company the Exchange was able to begin developing its business"
"Then [after demutualization] brokers were able to free working capital from their
balance sheet."

Factors that increased the potential for
value realization.

Any discussion concerning the
differences between co-operative and
limited companies as legal forms of
organizations.
Discussion regarding changing
competitive landscape. E.g. monopoly
position, competitors and liquidity
migration.
Includes both positively and negatively
perceived consequences of
demutualization.

"The liberalization of shares to foreign ownership had a big impact."
Discussion regarding deregulation of the
"[--] afterwards there was lot of discussion whether the derugaltion was done
financial markets.
incorrectly."

"Continuing as a co-operative was not an option. It became clearer and clearer."
"Another option would have been to continue the same way. But I don't think it was
an option because investment needs were heavy and these banking firms were not
ready to invest more money [--]"

Example excerpts

Alternative strategies to the
demutualization which would relief the
accumulated pressure.

# of 1st
Definition of category
order codes

Alternatives to
demutualization

2nd order categories

Appendix III – Gioia coding categories

IV

4

8

Reference cases

Sensitizing factors

12

Pressure to change

18

9

Industry change

Demutualization
process

21

Example excerpts

"[An idea] that only one system would administrate all these countries, it was this
type of efficient vision [--]"
"[--] it was seen that systems will have an increasingly imporant role in the paperless
Exchange. It was also seen that it will lead to consolidation."

Incidents or events that were
considered pivotal in arriving at the
decision to demutualize the Exchange.

"[During the 90s recession], it became mandatory to look for alternative solutions."
"These difficulties in raising capital in the early 90s matured the idea that now me
have to dissolve this co-operative structure."

"Helsinki Stock Exchange was in a hurry to become a limited company so it can also
Actions of peer companies or
begin to acquire these."
competitors that were identified to have
"I think we watched Sweden quite a lot. [--] No one here invented to demutualize the
an impact on HSE as a reference.
Exchange."

"[After decision to demutualize] it was mainly juridical work."
Different phases in the demutualization "In the exchange there was the preparation, technical preparation and planning after
process. Focus in events in 1995.
which there was no question whether the Exchange wanted to become a for-profit
organization [--]."

"I think the main reason was that [--] it became apparent that this [Exchange] could
be a business and then it was decided to distribute the business to members of the coIndividual reasons for demutualization. operative."
"[--] the competitive situation at that point began to worry the Exchange
management."

Structural changes within the stock
exchange industry. Most importantly
consolidation and technological
advancements.

"Things that affected, there was a lot of talks about Sweden, Swedish
Discussion that indicates that a certain
demutualization"
incident or event increased the pressure
"The opening markets and competition between marketplaces created a natural basis
to change within HSE.
for [demutualization]."

# of 1st
Definition of category
order codes

Drivers of pressure

2nd order categories

1 761,3
1 255,3
1 888,4
0,0

Key balance sheet items (FIM 000's)
Financial assets
3 680,4
Fixed assets
1 138,0

3 584,3
530,0

440,0
240,0

34,1

Current liabilities
Interest bearing debt

Co-operative capital
Reserve fund

Accumulated surplus

V
117,3

117,7

800,0
677,4

13 390,5
7 578,8

232,1

930,0
824,8

14 040,4
13 520,8

5 087,9
24 469,2

1990

231,8

940,0
949,1

15 944,9
10 947,3

3 392,3
28 671,2

23 433,0
16 018,7
0,0
7 414,3
7 395,1
-880,3
24,1

1991

-1 356,2

23 230,0
1 903,2

12 485,4
0,0

20 403,1
19 359,9

27 705,8
10 403,4
7 890,0
9 412,4
9 403,5
390,6
-1 563,9

34 331,8
15 102,1
16 876,9
0,0

15 196,2
18 686,2
5 150,9
0,0

(5

-896,0

23 420,0
2 373,2

4 879,5

22 950,0
2 673,2

1993
35 387,0
14 457,4
7 345,0
13 584,6
12 354,5
6 068,4
5 775,5

1992
29 599,8
11 648,3
7 522,0
10 429,5
8 955,1
1 403,3
460,2

(4

730,0
556,6

6 620,5
5 000,0

3 324,0
19 240,4

1989
24 974,9
20 511,5
0,0
4 463,4
9 786,4
1 774,8
121,8
(3

4 778,1
8 249,4

1988
16 072,2
14 986,2
0,0
1 086,0
6 079,6
-129,3
37,0
(2

91,4

1987
12 004,2
12 004,2
0,0
0,0
2 435,6
110,5
38,7
(1 (2

620,0
426,8

1986
5 812,2
5 812,2
0,0
0,0
547,8
46,2
64,1

1985

4 222,3
4 222,3
0,0
0,0
931,6
476,4
34,1

Profit and loss (FIM 000's)
Earnings
Stock exchange fees
Annual fees
Other earnings
Operating margin
Net earnings from operations
Surplus for the period

1994

10 772,5

25 200,0
5 599,1

7 347,6
0,0

41 046,6
13 256,8

41 093,6
19 402,4
10 841,8
10 849,4
13 204,3
7 800,0
6 868,9

1995

16 211,3

32 800,0
122,9

8 328,8
0,0

51 556,0
11 270,1

44 710,5
19 940,7
11 145,3
13 624,5
11 462,5
6 804,6
6 812,6

1996

24 270,1

32 800,0
122,9

7 992,9
0,0

59 233,2
10 863,0

48 186,0
n.a.
n.a.
n.a.
18 794,5
14 252,8
11 338,8

Appendix IV – Helsinki Stock Exchange key financials

Key observations from the financials
1) During the economic recession the stock exchange fees collected from brokers
decreased dramatically during 1990 and 1991.
2) While the stock exchange fees lingered, in connection with the financial
restructuring, the Exchange began collecting annual fees from listing companies
which mitigated lackluster earnings from trading
3) For the first time in its history, in 1991 HSE operated at a deficit.
4) In 1990 the Exchange was heavily indebted. Through the financial restructuring
the Exchange was able to pay dawn all of its interest bearing debt.
5) As a result of the financial restructuring, the co-operative capital increased from
FIM 940 000 to over FIM 20 million.
Notes from the financials
Operating margin = earnings less operating expenses (excludes non-operative
earnings)
Net earnings from operations = earnings less depreciation and amortization
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