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EUGENIUSZ LASZKIEWICZ

He initiated his professional career in a co-operative banking society in
1977. Then from 1979 to 1992 he was Chair of the Supervisory Board of
Co-operative Bank in Legnica (Poland). Professionally active in farming,
his past professional experience has also included social and agricultural
organisations as well as national administration. He has been a member
of the Management Board of National Association of Co-operative Banks
since 1992. He was elected in 1994 a Chair of the National Association.
During this period, he participated actively in meetings of Presidium
Groupement and European Committee ICBA. He has also been personally
engaged in co-operative banking legislative in the Polish Parliament and
been instrumental in establishing collaborative arrangements between
Polish, Hungarian, Finnish, Portuguese, lItalian, French and Indian co-
operative banks. Mr. Laszkiewicz is also an author of numerous
publications and dissertations concerning co-operative banks. In 2002 he
was elected a President of International Cooperative Banking Association.

Threats, challenges and prospects for development of cooperative
banks in Central and Eastern Europe

Cooperative banks in highly develo-
ped countries are part of banking sys-
tems. They are integrated with natio-
nal and international financial markets
and respect rules of safety. Cooperative
banks are active participants of all pro-
cesses taking place in national banking
systems.

In order to win competition and sa-
tisfy needs of their customers, many
of them reorganize their structures
and forms of management. The aim of
changes implemented in the structures
of European cooperative banking gro-
ups, similarly to the majority of coope-
rative structures in the world, is to create



a potential which will help to achieve a
high level of performance. Increasing
the scope of activities results in diversi-
fication of products and services and di-
minishing the risk.

Although cooperative movement has
become stronger, there are still many
threats. So far we have succeeded in
dealing with all challenges. We ma-
naged to overcome all perturbations
owing to our solidarity, self-help and
cooperation. We also have many part-
ners who are customers of our banks:
small entrepreneurs, farmers and arti-
sans. Cooperative banks are very often
the only form of contact with the finan-
cial market for those customers. They
take care of their clients and sharehol-
ders and thus contribute to the develop-
ment of the so-called ”small countries”
or “small societies”. This mission has
always been our priority regardless of
time, problems and conditions.

The cooperative banking sector star-
ted gaining strength in the X1Xth centu-
ry. The fact had not only economic but
also political influence on this region of
Europe. Cooperative movement was the
platform for economic emancipation.
The Second World War had a tremen-
dous impact on cooperative banking
sector in Central and Eastern Europe.
After the war communism suppressed
the market. It was a denial of econo-
mic freedom.

As the Socialist’s idea was to de-
prive people of freedom, it is obvious
that there was no room for cooperati-
ves. Real cooperative movement re-
quires freedom and that interfered with
the socialist system. It is worth mentio-

ning that all managers, directors or pre-
sidents of renown institutions or orga-
nizations were appointed by the socia-
list party.

Despite all these problems coopera-
tive banks survived and started gaining
strength again. The phenomenon was
not the case in every post-socialist co-
untry. One could talk about the real suc-
cess of transformation only in those
post-socialist countries where coopera-
tives revived.

There have been many changes for
better in Polish cooperative banking
sector. Their aim was to create a lar-
ge group of cooperative banks which
would be strong enough to face chan-
ging economic conditions in Poland.
Nowadays in order to achieve positi-
ve results, some other problems have to
be solved. Current threats and challen-
ges are much different. The most serious
problems are: competition, need to com-
ply to IT systems in the EU, necessity to
diversify services or introduce such so-
lutions to banking law which interfere
with the specific character of cooperati-
ve banking.

Current situation on the Polish mar-
ket is very difficult. It influences finan-
cial institutions, especially those smal-
ler ones. Cooperative banks have to face
a new reality: different needs of custo-
mers, changes in international law, ne-
cessity to implement modern IT sys-
tems and what is most challenging —
strong competition.

Competition between commercial
and cooperative banks is tremendous.
It results from diminished importance
of location due to development of elec-



tronic technology and huge differences
among competitors as far as capital is
concerned.

One of the most important aspects of
relatively fast development of coopera-
tive banking sector is model purity and
support for our presence in the life of
small societies. Cooperative banks can-
not get involved in competition but, first
and foremost, should avoid such chal-
lenges as:

* t00 big costs of introducing new

offers

* loss of customers as their needs

and requirements cannot be met
in cooperative banks any longer

* loss of position in some seg-

ments of the market

» lack of credible and efficient

strategies for management of ab-
sorption of financial means

Another threat is their changing na-
ture. Unfortunately more and more co-
operative banks are similar to commer-
cial ones. We should cherish our 150-
year-old tradition. It is essential for
cooperative banks to have national ca-
pital — it is the last hope for national
banking system. However, without su-
stainable support of the government and
National Central Bank we might face
serious problems. The question of sup-
port requires deep analysis of the situ-
ation in which cooperative banks are in
at present. It has to be stressed at this
point that all Western European coope-
rative banking systems were supported
by the government. In Poland, however,
the case is opposite. The project of co-
operative banking law has just been re-
jected.

One of the forms of dealing with
problems should be to specify crite-
ria of scope of activities for cooperative
banks. Each cooperative bank is a local
bank. Its mission should not be maximi-
zation of capital but activities underta-
ken for the sake of local society. First of
all they should aim at maximization of
effectiveness and usefulness.

The aim of cooperative banks should
be to satisfy needs of individual custo-
mers in a local community. There sho-
uld be one rule operating: local mo-
ney for local development. Cooperative
banks should focus on customers who
are farmers, small entrepreneurs and
locals.

The legal form of organization of
banks, cooperative form of proper-
ty and strong links to rural economy
make banks pay their special attention
to financial ambitions of local commu-
nities.

Rural economy and first and fore-
most farming are a natural base for co-
operative banks. It is particularly impor-
tant as rural areas remain outside the in-
terest sphere of commercial banks.

What is most important is to com-
bine cooperative values with effective-
ness. If a bank’s aim is profit, the bank
should become a commercial one. The
aim of cooperative banks should be to
correct faults of the market and serve its
members. The aim of cooperatives is to
serve their members and focus on needs
of local societies. Therefore cooperati-
ve ideology should be combined with
economics. All problems should be de-
alt with from economic and ideological
point of view. The problem is to com-



bine the method of economic effective-
ness with promoting activities of mem-
bers. It is hardly possible for a bank to
survive on the globalized market.

We should also consider implemen-
tation of New Methodlogy of Capital
Adequacy as threat. As long as conside-
rable changes are not introduced to the
project and transition solutions are not
found, cooperative banks may face a se-
rious menace.

Another threat is globalization. It le-
ads to consolidation, however, it does
not mean that local banks should cease
to exist. Diversification is necessary.

A few years ago the Internet was first
used in a relation bank — client. The fact
translates into diminishing transaction
costs but, on the other hand, high co-
sts of implementation of modern IT sys-
tems. In this respect commercial banks
have advantage over cooperative ones.
E-banking can be a strategic weapon
against smaller banks. There are many
institutions offering services of e-ban-
king threatening the existence of co-
operative banking.

Banks and financial institutions are
becoming more and more aggressive
as far as promotion of access to such
systems is concerned. E-banking po-
ses a serious problem for our banks.
However, as demand for tailored fi-
nancial products is growing, the cost
of e-banking is becoming lower and
lower.

One of the threats for Polish coope-
rative banks is financial consolidation.
Trying to achieve high capital threshold
deformed the right division between
credits and deposits. Profits made at the

beginning of the process, have been di-
minishing whereas costs of bank’s acti-
vities are growing.

However, some good changes have
to be emphasized . For the good changes
to bring positive effects, we have to spe-
cify rules of cooperation within the co-
operative banking sector. Analyzing the
whole cooperative banking sector, it can
be concluded that consolidation is sen-
sible only when some balance is achie-
ved between the level of remuneration
and the level of its relation with the lo-
cal community. Otherwise, it may beco-
me a profitable commercial bank and
non-profitable cooperative bank.

Financial consolidation then should
be based on balance otherwise a coope-
rative bank may become a cooperative
bank with no prospect to survive on the
market or a profitable commercial one.

Cooperative banking sector should
undergo the process of control and spe-
cial attention should be paid to person-
nel and ethics in the workplace.

We should concentrate on:

» effectiveness of cooperative banks

going hand in hand with strengthe-
ning of capital

* better service for members

* getting help from the govern-

ment

I hope that by realizing threats, we
will be able to face all challenges and
use all chances to strengthen our posi-
tion and develop fast. Let me refer to the
proverb of our friends from India: one
has to be as fast as a gazelle to run away
on time before the threat comes and as
strong as a tiger to catch up and satis-
fy needs.
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Africa for the ICBA.

GIDEON MURIUKI

Gideon Muriuki (East, Central & South Africa)
started his career at the Barclays Bank of Kenya and moved thereafter to the
Standard Chartered Bank as Manager for Global Corporate Banking. Mr. Muriuki
joined the Co-operative Bank of Kenya in 1996 as Senior Manager responsible
for Corporate and Commercial Banking. He was promoted to General Manager
in 1999 and subsequently to Managing Director of the Bank. He now also acts as
Vice-President and regional Chairman of the region of East, Central and South

“CURRENT SITUATION AND PROSPECTS for further
development of co-operative banks in Africa”

| am greatly pleased and honoured to
have this very rare opportunity of addres-
sing you here in Cartagena, Colombia. |
also wish to thank you and the ICA Board
most sincerely for the rare honour and pri-
vilege accorded to the Co-operative Bank
of Kenya, our associates, friends and the
co-operative movement in Kenya for ho-
sting the last ICBA/ICA Board meeting in
Nairobi. That was a great honour to us all.

Mr. President, | wish to reiterate at
the onset that co-operative banking ac-
tivity in the Region is indeed still be-
set by a sluggish growth occasioned by
the prevailing poor economic condi-
tions in some countries such as Zambia,

Uganda, Malawi, Ethiopia, Tanzania and
Zimbabwe. However, with the onset of
democratic governance coupled with the
revival of agriculture and increased tra-
de, co-operative organizations are being
strengthened which may lead to a revi-
val of stronger co-operative banking.
The co-operative movement in Kenya
and in particular the Co-operative Bank
of Kenya to-date remain the strongest
respective movement and co-operative
bank in the Region.

The prevailing situation in selected
countries is as follows;

In Tanzania — The Kilimanjaro Co-ope-
rative Bank (KCB) in Moshi and Co-opera-



tive Bank in Kagera (Kagera Co-operative
Bank) are the two major regional co-opera-
tive banking institutions in the country.

I am delighted to mention that in
January 2005 the Co-operative Bank of
Kenya hosted 4 officers from Kilimanjaro
Co-operative Bank who visited us on a
study tour. This is an example of regional
co-operation which may strengthen both
the partnership and expansion of co-ope-
rative banking in the Region.

In Uganda the National apex organiza-
tion for all Savings and Credit Co-opera-
tive Societies (Saccos) is still leading in
the mobilization of financial resources.

In Zimbabwe the polarizing political
and economic situation has created a slow
paced co-operative development; commer-
cial banks that cater to the rural areas have
pulled out leaving gaps now being filled by
savings and credit organizations under the
umbrella of the National Association of
Co-operative Savings and Credit Unions
of Zimbabwe (NACSCUZ).

The Zambian government has of late
enjoyed some very cordial relations with
donor partners — and the economy is reco-
vering slowly. The co-operative bank clo-
sed 10 years ago amid liquidity problems
and has not to-date been recapitalized to
facilitate re-opening.

Malawi has lately suffered a drought
that has drastically reduced food produc-
tion in the agriculture sector. The Malawi
Union of Savings and Credit Co-operati-
ve (MUSCCO) continues to provide logi-
stical support to Saccos in terms of audit
inspection.

There is no co-operative banking in
Botswana. Saccos and consumer co-ope-
ratives are operating along the Post Office

Savings Bank which caters for the rural
communities who require savings facilities.
The movement in Lesotho is weak, but
the Central Bank is developing a policy to
strengthen the micro-finance sector. The
African Co-operatives Ministerial confe-
rence to be held there in early September
under the auspices of ICA may promote
co-operative development in Lesotho.

Despite a lot of advocacy by poli-
tical groups for the formation of a co-
operative bank in South Africa, none
has been established to-date.

In Ethiopia, Oromia Co-operative
Bank has been set up in Oramia Region of
Ethiopia. A group of 12 officers are plan-
ning to visit Co-operative Bank of Kenya
for a study tour.

The Kenya Union of Savings and Credit
Co-operative Organization (KUSCCO)
mobilizes financial resources to its affi-
liate members within the over 4,000 ac-
tive Saccos countrywide and members in
excess of 1.5 million. Saccos based in
both urban and rural areas which have a
capitalization/deposit in excess of Kshs.80
billion (US$ 1 billion) have become cen-
tres of financial mobilization through
Front Office Activities (FOSAS) which
also have a closer linkage and partnership
to the Co-operative Bank.

Mr. President, fellow Vice-Presidents,
ladies and gentlemen, I wish now to com-
ment on matters pertaining to the Co-ope-
rative Bank of Kenya and of which | am
privileged to be its CEO since year 2001.

Co-operative Bank of Kenya presently
has 38 branches country-wide, 4 agencies
and several Mobile Units based in the ru-
ral areas. There are about 1200 fully en-
gaged employees. The Bank is today the



only surviving and growing co-operative
Bank in the Region.

The Bank in year 2004 registered im-
pressive results with a profit before tax of
Kshs.356 million; a 97% growth over the
performance of Kshs.180 million for the
entire year 2003. The Bank declared for
the second year running a dividend of 4%
pay out from 3% in the previous year.

On 30" June 2005, the Bank registered
a profit before tax of Kshs.380 million
being the highest six months profitabili-
ty since the Bank was founded in 1968.
This is a remarkable 108% improvement
over Kshs.182 million achieved in the six
months of year 2004. Customer deposits
grew from Kshs.35 billion achieved in
December 2004 to Kshs.43 billion.

The Bank recorded a retail custo-
mer base of 450,000 up from 120,000
recorded 3 years ago. The Bank has 76
Automated Teller Machines (ATMs) in
operation and 30 more are expected befo-
re the end of the year. Key investment in
information technology and better custo-
mer care has given tremendous boost to
the Bank’s competitiveness.

The Bank’s Subsidiaries namely Co-
op Consultancy Services and Co-optrust
Investment Services continued to provi-
de corporate finance and fund manage-
ment services respectively. Co-optrust
Investment Services Ltd has increased
its fund to Kshs.6.5 billion making it the
leading locally owned fund management
company in the country.

Notably, Mr. President many countries
in the Region are capable of developing
co-operative banking only if the leaders
are motivated, guided and given adequ-
ate local and donor support. Lobbying

and persuading respective governments
to recognize the crucial role of the co-
operative movement as an engine of po-
verty alleviation and wealth creation will
be necessary. For example, the previous
Government in Kenya had relegated the
co-operative movement as a department
in the Ministry of Agriculture but on ta-
king over in 2002 the new Government
has re-established the Ministry of Co-ope-
rative Development and Marketing which
has successfully enacted a new legisla-
tion, revived the dairy co-operative sec-
tor, coffee growing and marketing and en-
hanced mergers for co-operatives that had
previously split rendering them unprofita-
ble. These societies are now slowly reco-
vering and increasing their production in-
cluding paying their members adequately.
In summary, ladies and gentlemen,
there is great potential for the revival of
co-operative banking in East, Central
and Southern Africa Region but which
calls for concerted efforts as noted. We
do still need support of ICBA and in par-
ticular ICA in order to establish a key
forum that can trigger activities in key
co-operative banking countries such as
Zambia, Tanzania and Uganda. If this ul-
timate goal is achieved ICBA will bene-
fit through renewed membership and re-
spective countries by financial mobiliza-
tion and wealth creation for the ordinary

members.
Thank you.
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BHAGWATI PRASAD
Brief Biographical Note of Mr. Bhagwati Prasad, Chief Executive,
National Cooperative Union of India (NCUI) and Director General
of National Council for Cooperative Training (NCCT) and Director,
VAMNICOM, Pune, India.

Mr. Bhagwati Prasad holds a Post-Graduate Degree in Public Administration and
MBA. He has undergone international training on Management of Agricultural
Cooperatives in Institute for Development of Agricultural Cooperatives in Asia
(IDACA), Japan. He has vast experience on various aspects of “Cooperation” exten-
ding a period of about 32 years.

In the field of cooperative sector he has been the Deputy Registrar of Cooperative
Societies in the Provincial Government of Uttar Pradesh (U.P.) and subsequently
held the position of Additional Registrar of Cooperative Societies. He also served
as Managing Director of Agriculture & Rural Development Banks’ Federation, State
Cooperative Union of U.P. province. He has been member of Jury for award for
Best Performing Cooperative Banks constituted by National Bank for Agriculture
and Rural Development (NABARD), member of Cooperative Act Amendment
Committee in U.P. state etc.

In August 2000, Mr. Bhagwati Prasad assumed the position of Chief Executive,
NCUI and Director General, NCCT and also holding additional charge of Director,
Vaikunth Mehta National Institute of Cooperative Management (VAMNICOM) sin-
ce September 2002. He is the member of Governing Council of NCUI. He has
also been holding the position of Vice-President, ICA Committee for HRD for Asia
Pacific and the Executive Member of ICA Global HRD Committee and recently be-
come Member of CLC Board (Cooperative Learning Centre). He has widely trave-
led abroad in countries like Australia, Austria, China, Colombia, Denmark, France,
Indonesia, Japan, Korea, Kuwait, Malaysia, Norway, Philippines, Sri Lanka, South
Africa, Singapore, Switzerland, Thailand, USA, Vietnam etc.

He has participated in various national level seminars on Cooperative Management




nals and magazines.

and Human Resource Management and also as resource person in conferences on
Cooperative Banking Sector. He has been actively participating in various interna-
tional conferences, seminars, workshops organised by ICA, ILO, FAO, NEDAC and
other international organisations for development and promotion of cooperatives all
over the world. He has also contributed a large number of articles in various jour-

Recently he has received award for outstanding contribution to the Rural Cooperative
Credit Sector and also for Cooperative Education Excellence.

THE PRESENT SITUATION AND
PROSPECTS FOR FURTHER DE-
VELOPMENT OF CO-OPERATIVE
BANKS IN ASIA

The developmental outlook is volatile
across developing Asia. While export per-
formance has generally improved, the im-
pact has been offset by adverse weather
conditions in South Asia, reinforced by
strong investment growth in central Asia
and strengthened by relatively robust con-
sumption in East Asia and South East Asia.

The success stories of Rochdale pione-
ers and Raiffeisen Credit movement did
create keen interest in many of the Asian
Countries.

The Asian Co-operative Movement
was greatly influenced by Co-operative
Development in Europe. While there were
considerable similarities in socio-econo-
mic situation between Asia and Europe
during the 18" & 19" Century; to certain
extent agricultural and rural economy in
many parts of Asia was better than many
countries in Europe.

The Co-operative Banks are the organi-
zations of and for the people. Their central
objectives are to improve the economic
position to members whether individuals
or enterprises, who denied access by other
banking institutions, due to their inability

to offer sufficient sound collateral to facili-
tate the continual recycling of Co-operati-
ve Capital into cooperative enterprise.
Among the emerging economies, Asian
banking is the most energetic and expan-
ding one. In the aftermath of the Asian
economic crisis, banks in South East Asia
were the worst hit but they are improving
back with normalcy with aggressive pace,
quite often strongly supported by their go-
vernance, despite impressive growth of ca-
pital markets in the Asian region, banking
remains strong angle supporting economic
growth.
Asia is the continent of enormous hete-
rogeneous countries with vast differences
in income levels, living standards and ove-
rall socio-economic conditions.
In most of the developing countries of
Asia co-operative banks play a key role in
providing rural credit to cater to the needs
of agricultural sector for increasing pro-
ductivity.
The Developing Asia refers to 42 co-
untries :
- East Asia : China, Hong Kong, Japan,
Korea, Mongolia and Taipei

- South East Asia: Cambodia, Indo-
nesia, Lao People’s, Democratic Re-
public, Myanmar, Philippines, Sin-
gapore, Thailand and Vietnam.



- South Asia: Afghanistan, Bangladesh,
Bhutan, India Maldives, Nepal, Paki-
stan and Sri Lanka.

- Central Asia: Azerbaijan, Kazak-
hstan,KyrgyzRepublic, Tajikistan, Tur-
kmenistan, and Uzbekistan.

- The Asia Pacific : Cook Islands, East
Timer, Fiji Islands, Kiribati, Marshall
Islands, Micronesia, Papua New
Guinea, Samoa, Solomon, Islands,
Tonga, Tuvalu, and Nanuatu.

It is useful to distinguish countries

among four sets in the region for analy-
zing their economic conditions.

1) The North- East Asia

Japan and Korea had major Structural
Problems especially in their financial
systems for several years and Japanese
growth has been modest since 1990s.

2) The South-East Asia

Thailand, Indonesia, Philippines and
Malaysia enjoyed rapid economic growth
but had developed large external deficit
and also suffered from extremely fragile
financial sectors.

3) The strong Centre Asia

China, Hong Kong, Taiwan and Singapore
have been enjoying rapid growth and very
strong external positions that including
large trade services and very sizeable le-
vels of foreign exchange reserves.

4) The Developing South Asia
Bangladesh, India and Sri Lanka and
Pakistan have shown competitiveness in
facing challenges due to globalization.

COMMON CHARACTERISTICS
OF COOPERATIVE BANKS IN ASIA

- The cooperative banks were promoted by
Government as intermediaries to help the

farmers and the poor.

- The financial cooperatives are often in-
fected in their ‘Comfort-protective zones’
and do not gear up to meet challenges.

- Subsidized and directed credit on regulated

terms to the target group has been the main

focus of Government, wherein Co-ope-
rative Banks in several countries in Asia
are dependent on Government Support
for concessional fund flow, subsidy, equ-
ity participation etc. This forced situation
has resulted in undue interference from

Government in the day to day operations.
The family of financial cooperatives

comprise credit unions, Credit coopera-

tives, thrift and loan societies, and co-
operative banks. They are embodied un-
der various world council of credit unions

(WUCCU), International  Raiffeisan

Union and the International cooperative

Banking Association Insurance Co-ope-

ratives (ICBA) are also part of financial

cooperatives.

Financial Co-operatives have a network

composed of primaries that have simi-

lar ownership structures, governance and
community orientation like :

* Federated Network Structure
» Two/Three tier structure under the
principle of solidarity.
* Representative Structures
« Business Structure
« Monitoring Structure
- The cooperative banks with long stan-
ding reputation have involved in major
transformations in banking operations,
in order to equip themselves to face a
tougher competitive environment.
- Some cooperative banks have made
acquisitions to increase their volume,
and through lowering costs, computeri-



zing routine operations and training em-
ployees to become more mature financial
controllers and advisers.

- Cooperative credit societies entered
into micro credit as formal institutions
especially in India, Sri Lanka, Vietnam,
Philippines and Thailand.

PRESENT SITUATION
OF COOPERATIVE BANKS IN ASIA

The Cooperative Banks in Asia have
been considered as instrument of bringing
socio—economic development and particu-
larly agriculture production and rural de-
velopment.

In majority of Asian countries, coope-
rative banks have become a State agen-
cy except in China, Japan, Taiwan, Korea,
Hong Kong and Indonesia.

The Governments provided liberal fi-
nancial assistance and supports both pri-
maries as well as apex Cooperative Banks.
In the Process Cooperative Banks have
grown quantitatively but suffered in qu-
ality. At the same time, the position of
cooperative banks further deteriorated by
using administrative powers for the benefit
of politicians and bureaucrats.

The Royal Commission on the
Cooperative movement in Ceylon (Sri
Lanka) expressed :

“It is notorious and scandalous that
Cooperative Societies and the Cooperative
Movement generally in Ceylon have been
out rigorously misused by certain politi-
cians to serve their own ends. In same pla-
ce their machination have gone for under-
mine two levels of organization. In many
societies the politicians are in almost con-
trol of the movement with the result that
non-political initiative and leadership have
been pushed into the background and silen-

ced. In such situation, neither cooperators
nor government play their respective roles
properly and the whole system suffers”.

In short, the problem in developing co-
untries has been the over involvement of
Governments with Cooperatives, while the
developed centuries, it is the excess domi-
nation of professionals; the effect of both
being members loosing their involvement
and interest.

In Asia, at present, there are two ty-
pes of cooperative laws prevailing in re-
gulating the cooperatives and cooperati-
ve banks viz;

i) A common law for all types of coope-
ratives and

ii) Sectoral laws for specific or special
cooperatives

In all countries in Asia, there is one
common law for all types of cooperatives
except in Japan and South Korea, where,
there are different cooperative laws for dif-
ferent types of cooperatives and regulated
by different ministries.

In India, all cooperative banks are go-
verned by Cooperative Societies Act of re-
spective State / Multi-state Cooperative
Act and Reserve Bank of India as per
Banking Regulation Act, 1949.

The status of few cooperative banks in
Asia in each zone is analysed.

(1) THE NORTH - EAST ASIA

This zone is considered as strong base
of Asia consisting of Japan, Korea, etc.

JAPAN :

- The Norinchukin Bank is a private
Cooperative Organisation :

- The Norinchukin Bank wants to give
fishermen and farmers a helping hand.

- The bank is one of the largest institu-



tional lenders in Japan, specializingin - NACF has 3 departments in charge
loans to Japanese agricultural, fishery ~ of cooperative Banking business, viz,
and forestry cooperatives. Regional Members Cooperatives, li-

- Norinchukin acts as de facto central ~ vestock Cooperatives and Horticulture
bank for more than 1,100 farm banks  Cooperatives.

nationwide. - NACEF concentrates on agricultural de-
- Most of the bank’s deposits come from velopment by accepting deposits and
agricultural and fishery cooperatives. provide loans to member cooperatives.
- Through foreign offices in Beijing, In addition, they are engaged in money
London, New York and Singapore, the transfers within and out of the agricultu-
bank also serves central banks and fo- ral cooperative system via on-line sys-
reign governments. tem. However, they are not involved in
- Formed in 1923 as a quasi-govern- international banking activities except
mental institution. for foreign exchange transaction.
Norinchukin is now private but reta- - Banking business has become the main
ins close ties to the government. The bank  income source of agriculture coopera-
owns almost 35 branches in Japan. tives.
KOREA - The Credit to Deposit ratio(CD Ratio)

- The National Agricultural Cooperative  reduced from 111% in 1970 to 64% in
Federation (NACF) is the apex orga-  2000.
nization for 1387 farmer owned agri- - The NPA of NACF (Functioning as apex
cultural cooperatives with 2 million  cooperative banks is 3.43% of which bad

members, operating as multi purpo-  loan ratio is 2.08% and capital adequacy
se cooperative at national level, fo-  ratio is 10.20%, indicating financial via-
cusing in ; bility and stability.

* Provision of banking, credit services

and cooperative insurance. (2) SOUTH EAST ASIA

* Marketing of agricultural products This zone consists of Indonesia, Phi-
* Supply of farm inputs and consumer lippines, Thailand and Malaysia etc.
goods INDONESIA
* Extension and education services - The cooperative sector is regulated by
- Cooperative Banking business was in-  Government Regulations of 1995, which
troduced as a pilot scheme by 150 mul-  restricts credit and savings activities of
ti-purpose agricultural cooperatives in  financial cooperatives or multipurpose
1969 under the initiative of NACF. cooperatives.

- A leading Cooperative Bank in the 21 - The Government has played a key role
Century, NACF introduced its plan in the development of cooperatives in
to become “The NACF Super Bank  Indonesia, operating under coordina-
Trustworthy and Safe” while remaining  tion of the State Minister of Cooperation,
Competitive in the wake of restructuring ~ Small and Medium Enterprises.
in the banking industry. - The Cooperative Bank of Indonesia is in



private sector, since the share of coopera-
tive is less that 20%.

- The growth of Credit Cooperatives in
Indonesia has been quite slow due to lack
of professionals and support from coope-
rative members.

- At primary level, “Village Credit Board”
operates by accepting deposits for the
purpose of providing credit.

PHILIPPINES

- There are 29 Cooperative Banks and
1095 Credit Unions operating in the co-
untry, of which few are state initiated and
remaining few are private initiated.

- Weaknesses in private initiated Coope-
rative Banks;

* Poor technology and management

* Fragmented

* Poor in monitoring, evaluation and
audit

* Poor networking

- Problems faced by State

Cooperative Banks :
» Too much government intervention
* Obsessed with top-down system
» Withdrawal of subsidies by Gove-
rnment

- As per evaluation made by National Co-
operative Bank, private initiated Co-
operative Banks have made success on
account of professionalisation in the day
today functioning, while state initiated
cooperative banks have failed.

THAILAND

- The Federation of Savings and Credit
Cooperative of Thailand Limited (FSCT)
iS an apex organization, where credit
unions across the country are the sha-
reholders. (Similar to apex Cooperative
Bank at national level.)

- There are 790 credit unions with

initiated

1,936,590 individual members (1.93 mil-
lion).

- The Credit Union League of Thailand
(CULI) consists of 854 Credit Union
with 419,991 individual members (0.41
million).

- Members are allowed to have greater
shareholding but not exceeding 1/5 of
the total share capital. But members
must purchase minimum one share of
500 baht and must increase shareholding
to 2 shares.

- Interest rates on deposits in the range of
1.25% to 2.25 % p.a. and interest on lo-
ans on average 4% p.a.

- 6% Dividend constantly declared.

- FSCT Conventional Banking (Prudential
Norms are not adopted).

MALAYSIA

- There are 510 Credit Unions with 37,930
individual members.

- The Cooperative Credit Unions are not
observing maintenance of minimum re-
serve.

- Supervision of Credit Policies is poor,
leading to increased exposure to Non-
Performing assets.

(3) THE STRONG CENTRE ASIA
CHINA

- Chinese rural credit cooperatives with
50 years of history have gained momen-
tum in developing the rural economy and
became an important link in connecting
with farmers. These cooperatives are
working under direction of Agricultural
Bank, facing the problem of insufficient
capital.

- A range of small local semi-incorpora-
ted cooperative banks or loans associa-
tion such as credit unions operate in the



country, having regional significance but
overall impact is marginal.

- China Cooperative Credit Association
consisting of members from vario-
us Rural Credit Cooperatives as well
as Urban Credit Cooperatives, where
members of each business group meet
regularly once in two months, review
business status and find situation to re-
curring problems and develop social
connections.

- There are 1100 Urban Cooperatives ope-
rating with a share capital of 41.9 billion
keeping in view standard interest rates
among the cooperatives.

(4) THE DEVELOPING ASIA
(SOUTH ASIA):

- This zone consists of Bangladesh, Nepal,
India, and Sri Lanka etc.

BANGLADESH

- The Cooperative Credit Union League
of Bangladesh (CCULB) has 408 credit
union members of which 66 are Urban
Credit Unions and 342 are Rural Credit
Unions with 1,18, 324 individual mem-
bers.

- Interestingly, as worldwide well known
NGO “Grameen Bank™ provides micro
credit to rural masses, having extended
collateral free loan to 2,00,000 landless
people. It has achieved remarkable re-
covery where only 4% were overdue. It
operates like Cooperative Bank but esta-
blished as well known NGO.

NEPAL

- Nepal Rashtriya Bank (Central Bank)
Promoted Agricultural Development
Bank of Nepal (ADBN), which in turn
promoted small Farmer Development
Project(SFDP).

- SFDP works as branch of ADBN So-
cieties.

- SFDP promotes Small Farmers Coope-
rative Societies for agricultural credit to

farmers.

- Recently, ADBN has floated subsidia-
ry called ‘Small Farmers Development
Bank (SFDB) with a view to provide ge-
neral banking to members.

- National Federation of Savings and Credit
Cooperative has 382 Credit Unions with
7,445 individual members.

INDIA

- There are 32 State Cooperative Banks
(SCBs), 371 District Cooperative Banks
(DCBs) and 1,00,000 Primary Agricu-
Itural Cooperative Credit Societies in the

country under three tier system, focusing
on short term credit (production credit).

- There are 20 state Cooperative Agri-
cultural and Rural Developments
(SCARDBs) and 768 Primary Coope-
rative Agricultural and Rural Deve-
lopment Banks (PCARDBS) under two
tier system, focusing on Long Term
Credit (Investment Credit.)

- There are 1,22,694 outlets providing
short term and long credit to farmers in
the country.

- The Urban Cooperative Banks play a key
role in providing banking services to pe-
ople as per needs in their respective pla-
ces. There are 2050 Urban Cooperative
Banks, regulated by Reserve Bank of
India.

SRI LANKA

- There are two parallel systems of
Cooperative Banking prevailing :

a) Rural Banks Operate like multipur-
pose Cooperative Society, obtaining funds
from People’s Bank and providing fund to



District Union, who in turn provides credit
to members of union.

On account of poor recovery, People’s
Bank have withdrawn support to rural
banks. Interestingly, People’s Bank opera-
te like Cooperative Banks keeping private
sector identity.

b)National Federation of Thrift and
Credit Cooperative Societies Limited
(FTCCS) is popularly called SANASA,
has 8,440 Credit Unions as shareholders
with 856,664 individual members, cove-
ring urban and rural areas.

SANASA finance to  Regional
Cooperatives who in turn provide credit to
members at grass level cooperatives.

SANASA operates like cooperative sys-
tem but registered under Companies Act.

SANASA has floated ‘Agricultural
Cooperative Development Bank’ in the
country registered under Companies Act.

PROSPECTS FOR FURTHER
DEVELOPMENT OF
COOPERATIVE BANKS IN ASIA

- In the wake of globalization, liberalisa-
tion and WTO the Cooperative Banks in
Asia with strong historical, cultural and
geographical background, have the abi-
lity to stand as need based financial in-
termediaries in bringing socio-economic
growth in rural and urban areas.

- The Cooperative Banks are faithful and
committed to the mission adopted by the-
ir predecessors over a Long period of
time, reflecting rapid development espe-
cially in agricultural, rural and commu-
nity development by providing credit at
micro levels.

- By expanding its role and improving
systems and mechanisms along with

public image, cooperative Banks can
become reliable and Sustainable com-
munity based financial institutions pro-
viding needbased financial services to
people not generally supported by the
formal sector.

- In order to develop a pragmatic design
for Cooperative Banks in the world, the-
re is a need for solidarism among mem-
bers and also exchange of work experien-
ce like success and failure stories.

- The Cooperative Banks in Asia have mi-
xed proportions indicating strong, weak
and medium institutions, who have bet-
ter skills in meeting customers needs can
become competitive edge over private
and foreign banks by adopting pragma-
tic approach to transform them into via-
ble and sustainable financial institutions
through following strategies :

* Need based and competitively packa-

ged products.

* Customer Relationship Management

» Market Segment Targeting

 Monitoring Standardisation

* Changing Leadership Competency

* Branding

In order to reach to different segments
of population that too, poor and rural ba-
sed, the only alternative mechanism is co-
operative banks, who have the structural
and wide network advantage to reach to
the masses by supporting economic activi-
ties in Asian Countries. In short, coopera-
tive banks, in Asia have enough prospects
for further development, considering the
vast area, population and environmen-
tal  background, provided these banks
are groomed through qualitative, commit-
ted leadership and self reliance backed by
standardization of systems and procedu-



res along with effective cooperative go-
vernance.

KEY ISSUES TO BE ADDRESSED

A) FINANCIAL :
» Revitalisation

« Recapitalisation

* Prudential Norms
» Securitisation

* Risk Management

B) STRUCTURAL

* Delayering of Tier system

* Effective Mergers
Amalgamation or Liquidation

C) OPERATIONS

* Human Resource Development

* Professionalism

» Technology Upgradation

* Cost reduction

« Simplification of Systems
and procedures

« Diversification of Activities

« MIS

* Brand Image

* Good Corporate Governance

D) LEGAL

* Unified Law

« Autonomy and Independence

« Restoring Democratic
Management

CONCLUDING OBSERVATIONS

In the current scenario, cooperative
banks are constantly facing ups and downs
due to massive changes in banking industry
at international level. Compulsion arising
out of increasing competition, only induce
cooperative banks to look at refined avenu-
es to augment revenues, through trimming

costs, consolidation, adoption of risk ma-
nagement systems and cooperative gover-
nance.

Ultimately, cooperative banks have an
edge to contribute at macro and micro le-
vel in economic development process of
any country in the world on account of
uniqueness in their identity.
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PRESENT CONDITION AND OUT-
LOOK OF EUROPEAN COOPE-
RATIVE BANKS

Contents:

Introduction: How to find a new
impetus inspired by Asian banks’ dy-
namism.

1) Overall, a significant weight, with dif-
ferences among European countries:
A) Cooperative banks play a major role
in Europe

B) Cooperative banking groups are even
leaders on their domestic market (list of
the countries concerned, etc.)

C) Since the fall of the Berlin Wall, cer-
tain Western and Eastern European coun-
tries are experiencing a vibrant coopera-
tive revival

D) Although we may take satisfaction
in these successes, the map of Europe
also shows areas where cooperative
banks are receding, or even where they
are absent.



1) Regulatory threats and efforts to be

recognised: a Sisyphus-like ordeal for

European cooperative banks

* Thick layers of legislation that tend to
give cooperative banks a mainstream
status

* Need to make domestic and European
authorities aware of cooperative banks’
specific features and issues (EACB’s
key role)

» Two examples of regulatory threats:
IAS 32 / Basle II-CRD

» Stabilising the cooperative framework
in Europe: ECS, active presence in the
EP and in consultative bodies, etc.

111) Outlook: what European strategy

or strategies for European banks?

* New background (first cross-border
mergers) / need for fresh thinking

* Internationalisation of cooperatives
banks: in order to respond to clients’
changing requirements, it is necessary
to offer new services to them, or even
to support the cooperative renewal in
Eastern Europe

» New strategies justified by the need to
find new European growth drivers...

e ... and join the M&A mating ritual?
(Crédit Agricole’s dilemma)

Conclusion: at a turning point of their hi-

story, cooperative banks must avoid gi-

ving in to the temptation of size or exces-

sive centralisation. Members must rema-

in the central reference as regards the

strategy of cooperative banks.

Introduction

Asian cooperative banks are in a buoy-

ant mood, and performance is satisfacto-

ry. Each of us is happy about this achieve-

ment. European cooperative banks, which

| represent today, have been in existen-

ce for more than 150 years. However, we

shall see that they have maintained — or
gotten back into — fine athletic condition.
This will be useful in order to meet forth-
coming challenges.

I. OVERALL, A SIGNIFICANT
WEIGHT, WITH DIFFERENCES
AMONG EUROPEAN COUNTRIES:

A) Cooperative banks play a major
role in Europe

First, a methodological clarification:
this applies to cooperative banks, broadly
defined, including certain forms of cre-
dit unions as well as genuine building so-
cieties active in Ireland and in the United
Kingdom. It is necessary to note that,
while European cooperative banks are ba-
sed on common principles, which I would
characterise as philosophical principles,
they form an extremely diverse group.
This is due to the fact that their traditions,
history and cultures are different.

According to the estimates prepa-
red by the European Association of
Cooperative Banks (EACB, including
the Savings Banks Group), within the
EU-25, cooperative banks had, at the end
of 2004, more than 150 millions clients
(= one third of the EU-25 population),
60,000 banking desks, and 50 million
members. Cooperative banks play a pivo-
tal role in local and regional economies,
finance 32% of European SMEs and se-
rve as a reference bank for farmers.

These figures reflect two centuries of
history and development, from small ru-
ral banks to leading universal banks. For
certain of these banks, the world as a
whole has become a new frontier.
B) Cooperative banking groups are even
leaders on their domestic market in the
following countries:



* France: with 60% of the market sha-
re for deposits, substantially all of the
French population holding an account
or passbook with a cooperative bank;

» Germany: with 21% of deposits and 30
million clients;

* [taly: with 21% of deposits and nearly 8
million clients;

* the Netherlands: 38% of deposits and 9
million clients;

* Austria: 33% of deposits and 4.3 mil-
lion clients;

* Finland: 32% of deposits and more than
3 million client;

* Switzerland: 17.5% of deposits and 2.5
million clients;

» Cyprus: 22% of deposits and 600,000
clients.

These historical trading areas corre-
spond to the most ancient areas of ope-
ration for European cooperative banks.
European cooperative banks are exposed
to the competition of commercial banks
and savings banks. They have been able
to find the proper operating modes in or-
der to respond to the expectations of the-
ir members and local and regional econo-
mies, in compliance with their principles:
non-centralisation, freedom, responsibili-
ty, solidarity.

The proper operating modes consist in
the combination of a unique meshed or-
ganisation providing territorial coverage
through networks of banks and banking
desks, maintenance of proximity to clients,
and productive effectiveness: information
systems, product “factories,” the entire
“machinery” that clients do not see. All of
this can be optimised and mutualised in or-
der to release scale and range economies
and offer the best value to clients. It is po-
ssible to remain “non-centralised” at the

democratic level, while reaching the hi-
ghest level of technical efficiency, as pro-
ved in recent years by European coopera-
tive banks.

European cooperative banks’ close-
ness to their customers is also a strength
making it possible to capture and ma-
nage a sizeable proportion of payment
flows, whether in cash, by cheque or by
electronic means. Cooperative banks’
expertise in electronic payments is re-
cognised: in France, Crédit Agricole
and Crédit Mutuel are leaders. At Crédit
Mutuel, we are even exporting out elec-
tronic payment systems expertise. In the
Netherlands, Rabobank executes appro-
ximately one third of all payments.

These strengths are recognised by ma-

jor international rating agencies, such as
Moody’s or Standard & Poor’s, which ide-
ologically are not favourable to cooperative
banks. Eventually these agencies were sur-
prised by these successes and attempted to
analyse them and concluded that a coope-
rative bank, when well managed and well
controlled, can reach an outstanding perfor-
mance level. | would like to cite Moody’s
report: “Cooperative banking groups’ in-
stitutional framework, measure of mana-
gerial cohesion and robustness of internal
support mechanisms are key factors of their
excellent rating.” Let us recall here that, in
the Netherlands, Rabobank has the famed
AAA rating, the highest note of the rating
system, granted by international agencies
which, | would like to emphasise, do not
indulge in emotional statements, but produ-
ce critical and objective studies.
C) Since the fall of the Berlin Wall, cer-
tain Western and Eastern European coun-
tries are experiencing a vibrant coopera-
tive revival



Thus, as Eugeniusz Laszkiewicz en-
thusiastically recalled a few minutes ago,
Polish cooperative banks have regained a
significant position on the domestic bank
market, with more than 10 million clients
and a share of nearly 9% of the deposits
market. In Hungary, cooperative banks
claim 3 million clients and a share of
15% of the deposits market.

At the same time, cooperative banking

movements emerge or are resuscitated in
Bulgaria, Rumania and Russia, etc.
D) Although we may take satisfaction in
these successes, the map of Europe also
shows areas where cooperative banks are
receding, or even where they are absent.

While most European countries bene-
fit from cooperative banks’ strong pre-
sence, with often more than 20% of the
market, the European average decre-
ases to 17% or even 10% in Central and
Eastern Europe. Roughly, we can distin-
guish among three possible cases.

Cooperative banks only have a limited
presence in certain countries, often for
historical or regulatory reasons (e.g. the-
ir scope is restricted to agriculture): this
is the case of Spain, Portugal, Sweden,
Denmark, Ireland and Greece.

Also, in certain other countries, coope-
ratives have seen their influence decrease
markedly, with the demutualization mo-
vement, which is often followed by an
IPO. Such actions are generally regret-
ted by the public authorities that initiated
them. The most famous example is that of
UK building societies but the conversion
of Swedish bank Foreningsparbanken, or
CERA in Belgium, into companies limi-
ted by shares may be referred to. In this re-
spect, it is necessary to note that genuine
building societies are not extinguished, and

that the mutual movement is even being re-
invented in the United Kingdom, which
now has 63 building societies totalling 15
million clients in the country, with total as-
sets of £ 250 billion and vibrant growth.

Finally, there still remain blank areas on
the map, where, for regulatory reasons, the
cooperative movement is not authorised
to create any banks or where cooperative
banks never took hold. This is the case of
certain Central European countries, such
as the Czech Republic, Slovakia, Slovenia,
Croatia or the Baltic countries.

Il. REGULATORY THREATS AND
EFFORTS TO BE RECOGNISED:
A SISYPHUS-LIKE ORDEAL FOR
EUROPEAN COOPERATIVE BA-
NKS

It is quite paradoxical to note that, as
the world becomes more open, there is a
greater proliferation of regulations. And
these regulations tend to favour mainstre-
am organisations and create a trend to-
wards a single mode, i.e. that of the li-
sted company.

Because of the accumulation of such na-
tional and European regulations, we must
ensure that the specific features of coope-
rative banks benefit from a proper level of
advocacy in Paris, Frankfurt, London and
Brussels. While we are sometimes attacked
(by “commercial” banks), in most cases,
European provisions are becoming a threat
to our survival because our specific features
are overlooked. More specifically, certain
studies (IMF, PA Consulting Group) fail to
distinguish between cooperative banks and
public-sector banks or disregard the cha-
racteristics of our interest shares.

We have therefore an ongoing task, i.e.
to make Government authorities aware of



our distinguishing features. This is a true
Sisyphus-like boulder, that cooperative
banks must toil to roll up and over the
mountainside, in their country. This task
must also be pursued by the organisa-
tions that represent us with European po-
litical bodies: the European Association
of Cooperative Banks (EACB) and
Cooperatives Europe (resulting from the
merger of ICA Europe and CCACE) are
the most powerful of these advocates.

EACB is an organisation that is unique
worldwide. EACB is a Brussels-based
expertise centre, that engages, on behalf
of European cooperative banks, in an acti-
ve lobbying effort on European regulatory
matters. EACB is also a forum furthering
the exchange of experience and emergen-
ce of best practice through common re-
flection themes, and in particular coopera-
tive banks’ values, governance, CSR and
social dialogue. For those who might be
interested in this work, reports in English
may be freely obtained on EACB’s site:
http://www.eurocoopbanks.coop.

I would like to introduce below two
landmark cases in which we have had to
defend our values:

The new IAS 32 standard, defining in
particular corporate capital. This issue cre-
ated a high risk for cooperative banks and,
beyond, for the cooperative community as
a whole. Indeed, the accounting treatment
of interest shares — which are of the essen-
ce of cooperative banks’ equity — was to
be deeply affected by this new standard.
Even though, for more than a century, in-
terest shares have been classified as capi-
tal, interest shares risked in January 2005
being considered as debt. It was therefo-
re urgent to clarify criteria making it po-
ssible to continue to classify them as ca-

pital. Without such a mechanism, existing
cooperative banks would have lost several
million euro in capital, and it would have
been impossible to create new cooperati-
ves, because the issuance of interest shares
would no longer have made it possible to
reach the capital threshold. EACB thus un-
dertook an intense lobbying effort in order
to convince the body in charge of interpre-
ting accounting standards (IFRIC) to adopt
a memorandum taking note of the specific
nature of interest shares issued by coope-
ratives and in particular the fact that the-
se instruments are redeemable. Following
close consultation between the experts of
IFRIC and EACB and with the unflinching
support of the European Commission, a
balanced solution was finally identified.
Subject to certain provisos, this outcome
maintains the accounting treatment of co-
operatives’ interest shares which rema-
in a component of capital (publication of
8 July 2005 in the official Journal of the
European Communities). However, enter-
prises’ articles of association or, even in
certain countries, legislative provisions
must be amended in order to comply with
the terms of the interpretative memoran-
dum. Such a battle was all the more impor-
tant because it was fought on behalf of all
cooperatives.

Capital regulations have undergo-
ne a major change with the introduc-
tion of the Basle 11 rules and their im-
mediate implementation into EU legi-
slation (CRD). However, for a long time,
cooperative banks have been threatened by
this provision which initially introduced
competitive distortions between coopera-
tive and commercial banks. The main di-
stortions stemmed from the weighting of
transactions within the Group, with a coef-



ficient equal to 0% for commercial banks,
which was not the case for banks having
decentralised networks, including coope-
rative banks. We shall know the final out-
come of this issue at the end of this month,
as the European Parliament is currently re-
viewing this text. However, as a prelimi-
nary announcement, | can tell you that co-
operative banks should obtain equal treat-
ment with other banks. In any event, Basle
Il shall have strong repercussions on co-
operative banks, as regards their tools,
standards and procedures. This reform ap-
plies to each group and to each subsidiary.
It also applies to the entire banking organi-
sation, and this will alter the internal power
balance within our decentralised groups.

In view of regulatory threats, it is tru-
ly necessary to pursue an active policy for
defending and defining cooperative banks’
positions. This is why we are conducting
educational work with all European bo-
dies, the European Parliament, European
Commission, European Economic and
Social Council and European Central
Bank.

More broadly, as cooperatives, we are
fighting for the creation of a stable co-
operative framework in Europe, in order
to enable entrepreneurs of all European
countries to create a cooperative, if they
like. We thus obtained the adoption of the
European Cooperative Society (2003),
whose status remains to be implemented
in the laws of the Member States. This
Status is a decisive step, as it gives co-
operatives adequate legal instruments, li-
kely to facilitate the development of the-
ir cross-border operations in Europe. In
other words, it makes it possible to create
a level playing field for all forms of cor-
porate organisation in Europe.

Europe, whether current or future, cle-
arly creates an opportunity for cooperative
banks, provided that consultation with EU
bodies increases and that we are able to
develop our organisations without losing
our identity. To that end, we must organise
effectively and develop alliances and part-
nerships that extend beyond borders.

I11. OUTLOOK: WHAT EUROPEAN
STRATEGY OR STRATEGIES FOR
EUROPEAN BANKS?

Cooperative banks are deeply rooted
in a given territory and are not in general
global players. However, Europe is gra-
dually becoming our domestic market,
and the banking industry’s consolidation
is just getting underway. In the past, all
mergers remained national, and the best
strategy consisted in first reaching the
critical mass required on the domestic
market, in order to thereafter enter into
alliance with European partners. This is
exactly what was done by French coope-
rative banks which acquired or grouped
other banks, whether cooperative or not.
Today, such major corporate battles are
taking place in Germany and Italy.

This being said, we clearly feel that
the environment has changed, as shown
by the acquisition of Abbey National
by Santander, the announcement of the
acquisition of Antonveneta and BNL by
ABN Amro and BBVA, respectively,
and, last but not least, the takeover-bid
of Unicredito for HVB (the third German
bank).

In this context, almost every co-
operative bank is now pondering its
European strategy. This relies on re-
flecting on the role that they would like
to play in Europe, whether individually or



collectively, the means that they must de-

ploy in view of their size, and in particu-

lar the use (or non-use) of external capi-
tal through a stock market listing. The de-
bate on this topic is slightly philosophical
in nature: by being listed, do we gradually
risk being absorbed by capitalist logic and
financial market’s pressure, or can we ma-
nage such a listing in a balanced manner
by maintaining the identity and strategic
objectives of a cooperative bank?

Of course, cooperative banks have, for

a long time, built networks in Europe, at

least in order to follow their clients abro-

ad, offer services internationally or sup-
port the revival of cooperative banks
in Eastern Europe:

* Presence in the main financial hubs in
Europe (Frankfort, London, Milan, etc.)
and worldwide (NY, Tokyo, etc.) as re-
gards wholesale banking (treasury ma-
nagement, standard or structured syndi-
cated loans, asset management, custo-
dian services, etc.);

 European technical cooperation agre-
ements created in order to propose to cor-
porate clients a joint offer of European
means of payment: well before the
Commission spoke about the “Europe of
Payments,” cooperative banks were alre-
ady equipped with products such as Tipa
or Unicopay which made it possible to
accelerate payments in Europe at a lo-
wer cost. UNICO, which was created in
1977, is managing this infrastructure and
is a cooperative organisation pooling re-
sources and based in Brussels. UNICO
also acts as a pooling institution in other
areas: leasing, syndication structure on
financial markets;

* Bilateral partnerships between co-
operative banks, in order to meet the-

ir clients’ requirements in relation to
exports;

» Capitalist and technical support to
Eastern European cooperative ban-
king networks: Crédit Mutuel has, in
the past, supported Polish and Albanian
cooperative banks.

However, certain institutions now go far-

ther and are seeking genuine growth dri-

vers in Europe:

* Development of European retail banking

facilities through the acquisition of lo-

cal institutions: RZB (an Austrian bank)
and to a lesser extent Crédit Agricole
and Banques Populaires want to develop
their retail banking operations in Central
and Eastern European Countries. Crédit

Mutuel Nord Europe “backed” the last

Belgian cooperative network, i.e. Crédit

Professionnel. Of course, such a retail

banking strategy may only be conside-

red in the “blank areas” where coopera-
tive banks are less present;

Bilateral technical partnerships in or-

der to export know-how: Crédit Mutuel

contributes its banking/insurance or
electronic payments know-how to

German cooperative banks and to

Banca Popolare di Milano (ltaly);

European development as regards spe-

cialised / specific operations: Sofinco

and Finaref (CASA) are acquiring
consumer credit companies througho-
ut Europe; Rabobank is extending its
asset management network through

Robeco, etc.

Joint development of operations requ-

iring a European scale: such an appro-

ach is rarer, since it is more difficult to
implement over the long term. To give

a balanced assessment, | would like to

cite one success and one failure:



= Failure: the announcement, at the be-
ginning of this century, of the jo-
int venture between DG Bank (a
German bank, now renamed DZ)
and Rabobank International (a
Dutch bank which is a wholesa-
le subsidiary of Rabobank), which
was aimed at combining teams and
know-how in order to develop these
banks’ international operations. The
project was delayed and thereafter
cancelled. The main reasons are due
to the project’s complexity, the dif-
ferent corporate governance modes
and the different ratings of both in-
stitutions. However, at present, the-
se two institutions are reviving the-
ir discussions in order to coopera-
te in other areas, in a much more
pragmatic and targeted manner (the
partners target cross-border proper-
ty lending between Germany and the
Netherlands, payments, etc.);
®  Success: the DZ Bank/Banques Po-
pulaires equity research partnership
(financial analysts covering jointly
several hundred stocks), consolida-
ted by cross interests;
®  Why not envisage over time a joint
trading room for European coope-
rative banks? This would make
sense.
As we see, European cooperative banks
have created a broad array of develop-
ment strategies in Europe, albeit in a less
aggressive manner than certain commer-
cial banks. This being said, the largest co-
operative banks, such as Crédit Agricole
in France, have started thinking about a
more far-reaching internationalisation
process that might lead to sizeable acqu-
isitions abroad.

Cooperative banks will soon be involved
in this trend which might become irresi-
stible. They must retain their conservati-
ve approach by avoiding the temptation
of a headlong rush towards size, because
they would risk losing their ties with the-
ir members, who are their rationale, the-
ir compass.
Conclusion
It is now time to conclude. European co-
operative banks are at a historical tur-
ning-point. Their history has a “future”
— first because these banks are respon-
ding to current requirements that are be-
coming ever more stringent in terms of
proximity, responsibility and solidarity,
but also in terms of honesty, clarity and
morality. Cooperative banks have a bri-
ght future, provided that three conditions
are met;

« first, cooperative banks must be able to
increase their strength, while retaining
their identity and continuing their com-
munity work. | would like to insist that
centralisation processes can Kill the co-
operative spirit and its legitimacy with
Government authorities;

« second, cooperative banks must be able
to build original and fruitful European
alliances. Our creativity is strong, and |
think that we are able to meet this chal-
lenge. But of course we must avoid the
pitfall of becoming behemoth organisa-
tions;

« finally, and of course, cooperative
banks must retain their roots as a refe-
rence and objective for their members.
According to Raiffeisen’s founding
principles, our cooperative institutions
were created and will survive and grow
only if they remain true to their motto:
to support and serve.
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THE WORLD SAVINGS BANKS
INSTITUTE,

THE GLOBAL VOICE OF SAVINGS
AND RETAIL BANKING

What is WSBI?

An international banking association
Representative of savings and retail
banks, from «developing» countries and
«mature» markets

Bringing together individual banks and
banking associations.

About our Members: “3 Rs”

Efficiently operated, competitive insti-

tutions :

- Retail: active in providing retail finan-
cial services for SMEs, local authorities
and individual consumers;

- Regional: broad decentralised distribu-
tion network, providing local and re-
gional outreach;

- Responsible: socially responsible ap-
proach to business and bringing a re-
turn to society.

WSBI Membership

Europe: 34 Members from 29 countries;
Asia-Pacific: 21 Members from 17 coun-

tries;

Americas: 19 Members from 12 coun-
tries;

Africa: 30 Members from 28 coun-
tries;

Total: 104 members from 86 countries
(as of September 2005).

- # Banks represented: 1,048

- Branches: 196,334

- Total assets: €7,340 billion

- Non-bank deposits: €4,526 billion

- Non-bank loans: €3,803 billion

- Employees: 2,316,944
(as of January 2004)

WSBI Mission

To be the global voice of savings and

retail banking:

- To raise the profile and to promote
savings and retail banks;

- To be a platform for joint initiatives
and messages;

- To facilitate cross-border projects.

WSBI Pillar activities

- Interest representation:

to promote and substantiate Members’
views and interests with policymakers
and stakeholders;

- Business cooperation:

to facilitate the creation of platforms for
Members’ exchange of experience and
best practice;

- Financial sector development:

to foster institution building and
Members’ organisational development
through the provision of technical
assistance, consultancy and training
services.

WSBI challenges

- To promote pluralistic retail banking
markets, and profile savings banks’
specific stakeholders return model;

- To improve access to finance in all
markets and evidence the key role
played by Members;

- To position WSBI and its Members
as a specific benchmark in the field
of socially responsible activities and
practices.



WSBI key ongoing initiatives

- Access to Finance:

* Initiatives developed with the
support of World Bank/CGAP (joint
Conference, publications);

» Demonstrate the key role played by
savings banks to foster sustainable
access to financial services: pro-
ximity banking/geographic out-
reach, focus on mobilisation of sa-
vings/tailored products, srtong sy-
nergies with microfinance insti-
tutions;

« Call for public interventions that
incentivise, rather than mandate,
greater access.

- Microfinance:

* Partners of the « United Nations
Year of Microcredit » (Blue Book
project) and cooperation with the
World Bank (Data project);

e Savings banks well positioned
to support the development of
microfinance operations: Experts
in re-investing savings in local
economy, in the form of loans
and credit to people and to small
businesses;

* Call for an enabling environment
for the increased involvement of
formal financial institutions in the
provision of microfinance;

- Remittances:

» Collaboration with Inter-Ame-
rican Development Bank (Lima
Declaration, joint conference),
BIS and World Bank for policy
formulation;

* Contribution to the development
of a “Fair value remittances sy-
stems” to encourage migrants’ mo-
ney transfers via the formal financial
system, with transparent and low
costs and low risks.

Focus on the European Savings Banks
Group

25 Members from 25 European countries
(incl. 20 EU countries)

- Banks represented: 902

- Branches: 62,643

- Total assets: €4,344 billion
- Non-bank deposits: €2,106 bhillion
- Non-bank loans: €2,204 billion
- Employees: 690,278

Core activity is Interest representation

and lobbying of EU institutions on

financial services-related regulatory

initiatives and policy.

Current issues of interest include:

- Integration/consolidation of banking
markets;

- EU/US retail banking markets;

- Capital Requirements Directive;

- Single Euro Payment Area (SEPA);

ESBG Policy objectives:

- An EU framework for financial services
respectful of national specificities and
market practices;

- Pluralism of the European banking
industry;

- Level regulatory playing field: “same
business, same risks, same rules”.
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THE URUGUAYAN CO-OPERATIVE
BANKS WAY TO OBTAIN CAPITAL
COFAC’S EXPERIENCE

Capitalization has always been one
of the most frequently debated topics
in co-operative forums. Capital has
always represented a challenge for co-
operatives, the focus of attention for
many of our institutions around the world
and, in general, an issue successfully
addressed. However You all might
know about opposite experiences, co-
operatives that have been unable to
obtain the required capitalization by
using standard procedures, i.e.:

1. Member contributions or,

2. Surpluses.

In addition, more strict levels of
capitalization have aggravated a problem
already difficult to solve. At the same
time, | think these two factors make the
problem worse and worrying:

a) Regulations, enforced by central
bank bodies, that do not recognize
co-operatives as distinct entities;

b) Aforementioned regulations be-
ing enforced in regional and/or
local economies exposed during
many decades to policies highly
dependent on developed countries,
to unfair trade practices and to
resource transfers, through foreign
debt and patents, making co-
operative business management a
more complex task in the growing
dynamism and complexity of the
economic globalization framework.

The Capital in Co-operatives of the

Region
The ICA statement adopted in
Manchester in September 23, 1995,

defines the capital of the co-operatives
not only based on its nature, source or
functions but laying special emphasis
on members economic participation:
“Members contribute equitably to, and
democratically control, the capital of
their co-operative. At least part of that
capital is usually the common property
of the co-operative. Members usually
receive limited compensation, if any,
on capital subscribed as a condition of
membership”.

It is clearly pointed out that members
must contribute to the capital of their
co-operative; however, no minimum
contribution is settled, and that seems
reasonable since it is a universal
principle.

Even though this is not the complete
definition this matter requires, it is a great
step forward from the previous definition
that only mentioned “limited interest”
to the capital and established members
surplus return proportionally to the
operations they made.

However, the capital plays a key role
in the development of any economic
activity and when it comes to co-
operatives it is their main source of
funds, representing, as well, a guarantee
for third parties that work with them.

Moreover, the socio-economic profile
of the great majority of members,
with low or middle income, prevents
individual contributions from being an
efficient way to raise capital.

Hence, our businesses are limited to
raise capital from the slow accumulation
of member contributions and to save
reserves from the portion of surpluses
that they managed to rescue from
generalized co-operative return.



This represents a vital obstacle,
extremely aggravated by the enforcement
of prudential regulations established
by the Basel Accord as defined for big
banks, without taking into consideration
the particular characteristics of the co-
operative movement.

COFAC has to meet central bank
regulations that require a capital re-
presenting 10% of the risk assets.

Member contributions and surpluses
accumulated in the course of the years
have been the traditional ways to obtain
capital. Currently the minimum required
member contribution is 1,200 pesos
(equivalent to USD 40).

Members can also contribute by
reciprocity through credit operations: in
consumer loans up to 10% of the loan
and in business loans from 2% to 5% of
the loan.

Another way to achieve capitalization
is through co-operative shares with fixed
interest and share redemption in 7 to
10 years; in 2003 COFAC has placed 4
million dollars of its co-operative shares.

In addition, subordinated loans are

used to meet the equity/risk assets ratio:
to date, COFAC has 9 million dollars
placed in subordinated loans.

A dramatic way of capitalization

The 4 of March 2005 the Central
Bank of Uruguay suspended the COFAC
activities. This banking cooperative had
suffered, as a result of the tremendous
economic crisis of year 2002, a significant
loss of capital by application of norms of
the Central Bank of Uruguay.

The Uruguayan government unani-
mously caused a law, voted at the
parliament that allowed COFAC to
make an agreement with their savers by
which these members, capitalized the co-
operative, in some cases 10% and others
26% of its deposits in the cooperative.

This measurement allowed reopening
the activity of COFAC with enough ca-
pital to fulfill the norms of the Central
Bank of Uruguay. This agreement with
the 70% of the partners, became very
soon, only a weekend of three days and
allowed to reopen the co-operative and
the continuity of the activities.



