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The International Monetary Fund and cooperative banks1
A review on the publications issued by the IMF

This working paper was realized for the International Co-operative Banking Association
members on an overview of the information available on the IMF website
(http://www.imf.org), based on the period 1997 - 2007.
In addition to several quotations of significant extracts from IMF literature, this paper
intends to show the vision of IMF about cooperative banks.

Summary and conclusions.
In opposition with some ideas one could have, IMF does not completely neglect cooperative
banks2, as far as it has some visibility on these institutions.
In its task of standardizing the compilation of statistics data, IMF reminds that figures, in
order to be reliable, have to reflect the economic reality of member countries. As a
consequence, IMF considers cooperative banks as a category of financial operators which
could be included by member countries in national accounting statistics.
In its task of analysing national financial systems, IMF talks about cooperative banks in
the geographic areas where they weigh economically (particularly in OECD countries). In
this case, we must say that IMF position is particularly clear: cooperative banks have not to
benefit from any preferential treatment in comparison with commercial banks regarding
the prudential or control rules. We should note from the analyzed documents that IMF
position is less insistent regarding cooperative banks than commercial banks.
This slight difference can be probably explained by the implicit idea that cooperative banks
are usually dedicated to limited transactions either in a geographic context or to specialized
customers and, also, that cooperative banks don’t present a range of services as diversified
and risky than commercial banks. However, it is interesting to note that a recent analysis
gives very favourable conclusions regarding the high stability of cooperative banks.
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The expression has to be generic and is not restricted to a legal status. Consequently, banks with a cooperative status are included in the study area, but also mutual banks (credit unions) and even saving banks.
As a first step, our aim is to identify IMF vision on cooperative banks and compare it with its vision on
commercial and public banks.
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However, they are proportionally not mentioned a lot in the IMF publications, and are several times outside
the scope of analysis, as if cooperative banks were not « real » banks deserving a proper consideration from
national prudential authorities and from IMF.
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Obviously, IMF publications show a global preference for the model of commercial banks,
because IMF does not know well enough cooperative banks, their assets and specificities.
This is clearly observed in the documents about the effects of the consolidation in the
banking sector, where cooperative banks are not seen as a possible solution to compensate
for the negative effects of the banking concentration on small and medium-sized
enterprises.
On the other hand, IMF gives very favourable elements about cooperative banks in the
field of micro-finance and the rural sector in developing countries.
To conclude, IMF does not have a bad prejudice against cooperative banks, as long as they
agree to be considered some day, in the control and prudential area, in the same way than
other standard banks.
Increasing the value of the co-operative banking model in the eyes of the Bretton Woods
institutions represents a very important ambition for ICBA.

Cooperative Banks are included in the IMF Analysis data
base.
1. In the IMF statistical mission
One of the first missions of the IMF is to contribute to the constitution of economical data
which are comparable and universal. In this field, IMF plays a key role in the constitution
of national accounting systems.
In its reference manual of national accounting systems3, IMF quotes cooperative banks as
a category of financial operators4 of its members states.
Quotation from chapter 3

« Commercial Banks5
3.80 Commercial banks are the most widespread other depository corporations, and
normally the only ones that accept transferable deposits. Depending on the country, they
account for about 80 to 100 percent of the deposits and loans of the system, and are
regularly covered by the monetary statistics. (…)
Other deposit-taking institutions
3.83 In addition to commercial banks, there is a long array of financial institutions that
also receive deposits (generally non-transferable) or issue instruments that are very close
substitute of deposits and should be included in the national definition of broad money.
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Monetary and financial statistics : compilation guide ( Draft 22August 2006)
Chapter 3. Institutional Units and Sectors
5
We added bold type to set off the key issues.
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These corporations compete for funds with commercial banks in financial markets, even if
they are unable, or unwilling, to incur liabilities in the form of transferable deposits.
3.84 These corporations receive different names in different countries, and also according
to the principal activity they pursue. As a result of financial innovation, improved
technology, and also financial deregulation in many countries, they take deposits that,
although not readily transferable by traditional methods, may increasingly be used for
payment purposes.
3.85 The list provided in this Guide is neither exhaustive nor prescriptive. The
compiler of monetary statistics should investigate the nature of the liabilities assumed by
these financial corporations to determine whether they should be included in the national
definition of broad money or not. Among the corporations and quasi-corporations that
may be included in the other depository corporations sector one finds:
• Merchant banks,
• Savings and loan associations, building societies, mortgage banks,
• Credit unions and credit cooperatives,
• Rural and agricultural banks,
• Discount houses,
• Money-market mutual funds,
• Travellers’ check companies that mainly engage in financial corporation activities,
• Post office giro institutions. (….)
3.87 Savings and loans associations, building societies, and mortgage banks specialize in
long-term lending to individuals to purchase or remortgage their homes. Traditionally,
building societies and savings and loans associations are mutually held, i.e., the depositors
and borrowers are members with voting rights and the ability to control the institutions.
However, changes in regulations have relaxed the rules governing these corporations:
building societies may raise funds on the commercial money markets; and savings and loans
associations may be stock-based and even publicly traded, making them look more like a
bank than a financial cooperative.
3.88 Credit unions are nonprofit financial institutions owned and controlled by their
members, who are the only persons that can use their services. To open an account at a
credit union, or to receive a loan from it, an individual must first become a member. Like
commercial banks, credit unions receive deposits and make loans, but because they are
cooperatives, credit unions do not strive for a profit. In some countries they are as closely
regulated as commercial banks and other financial institutions. In other countries, however,
they do not fall under the control of the central bank or other supervisory agency, and the
collection of their data may be difficult.
3.89 Rural and agricultural banks are small community banks that provide financial
services in rural areas. Due to the economic characteristics of their clients, they tend to
specialize in microfinancing of rural activities. Collecting data from rural banks can at times
be problematic: (1) in some countries, rural banks are not supervised by the central bank and
do not have a legal obligation to report their data; (2) an inadequate communication
3

infrastructure in remote areas of the country may hinder a regular reporting; and (3) they
often lack sufficient manpower to comply timely and accurately with the reporting
requirements. All these factors should be taken into account when devising a reporting
system for rural banks.
This analysis is completed by this comment:

2. Cooperative banks are mentioned in the politics on financial sector stability
2.1 In economical studies, particularly in developing countries
For a few years, in co-ordination with the World Bank, IMF has been charged by its
members states to evaluate the solidity of national financial systems in order to prevent
risks of systemic collapse6.
In this context, IMF and the World Bank have issued a handbook7 on this subject, in which
co-operative banks are mentioned twice8.
6

FASP. Resilient, well-regulated financial systems are essential for macroeconomic and financial stability in a
world of increased capital flows. The FSAP, a joint IMF and World Bank effort introduced in May 1999, aims to
increase the effectiveness of efforts to promote the soundness of financial sytems in member countries.
Supported by experts from a range of national agencies and standard-setting bodies, work under the program
seeks to identify the strengths and vulnerabilities of a country's financial system; to determine how key sources
of risk are being managed; to ascertain the sectors developmental and technical assistance needs; and to help
prioritize policy responses. Detailed assessments of observance of relevant financial sector standards and codes,
which give rise to Reports on Observance of Standards and Codes (ROSCs) as a by-product, are a key
component of the FSAP. The FSAP also forms the basis of Financial System Stability Assessments (FSSAs), in
which IMF staff address issues of relevance to IMF surveillance, including risks to macroeconomic stability
stemming from the financial sector and the capacity of the sector to absorb macroeconomic shocks.
7
Financial sector assessment : a hand book (IMF & world bank August 2005 published 2005 September 29)
8
Chapter 4 : Assessing financial structure and financial development

4

In the 4th chapter on financial institutions and financial development, co-operative banks
are mentioned by the following lines:
Extract
4.4.2 Near-banks9
While some nearbanks, such as finance companies, can be seen as an annex to the commercial
banking system, some smaller scale near-banks may have sufficient development importance
to call for special treatment. Such near-banks consist of specialized microfinance firms,
cooperative credit unions, specialized mortgage banks, and government sponsored
specialized development intermediaries. Because of their modest size or the fact that their
source of funding is stable and may come from stable external or wholesale sources, they do
not raise systemic stability concerns but do expand access to financial services. Some nearbanks provide a focused set of services to a broad clientele (e.g., postal savings banks and
mortgage banks); others specialize in serving a particular economic sector (e.g., specialized
microfinance institutions [MFIs] that may target microenterprises or the poor and near-poor).
Many categories of nearbanks are not operated on a for-profit basis (especially donor
promoted microfinance entities, government-owned development banks, and, to an extent,
cooperatively owned entities such as credit unions). This feature generally calls for a distinct
regulatory framework, and a review will be appropriate in many countries where those
institutions are sizable.
Among the major categories are non-depository finance companies, many of which specialize
in particular types of lending such as leasing and factoring. Many of them are captive
subsidiaries of banks that have been separately constituted for reasons of legal convenience or
in response to regulatory restrictions on banks. The funding of those institutions is typically
from the parent bank. Independent finance companies need to find funding in the wholesale
markets, typically through private placement of notes, though they may use an organized bond
market if one is present. The entities can be important in providing borrowing facilities for
SMEs, and obstacles to their effective operation should be monitored. Mortgage banks (see
box 4.3), savings banks, and cooperative credit unions typically concentrate on the needs
of households both in terms of deposits and for lending products.
However, some savings banks operate as narrow banks, lending their resources to
government. To the extent that they are locally or regionally based, their survival increasingly
depends on the effectiveness of national umbrella organizations. They also depend on not
suffering from tax discrimination (though they will often go further and argue for tax
privileges that are hard to rationalize from a welfare point of view). Interviews with those
entities will often reveal special environmental challenges that inhibit their effective
functioning. Because detailed prudential regulation of the institutions is not cost-effective,
they often operate under blanket restrictions that limit their expansion and activities.
Judgment must be exercised as to whether such restrictions can safely be relaxed.

Chapter 7: rural microfinance institutions: regulatory and supervisory issues
9
Note the classification and the coherent designation with supra in the statistics
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Cooperative banks are particularly present in the 7th chapter about the institutions of the
rural sector and microfinance10:
Cooperative banks are also quoted in chapter 7.3.3 page 193
« 7.3.3 Membership-Based CFIs
CFIs are (a) multipurpose cooperative associations (e.g., producers, services, marketing, and
rural cooperatives) that include savings and credit functions; and (b) single-purpose,
membership-based, financial cooperative organizations (e.g., credit unions and savings and
credit cooperative organizations [SACCOs]). CFIs, which have been in existence in many
countries much longer than non-bank, nonprofit NGO MFIs, are clearly distinguishable from
the NGO MFIs in that their financial transactions (deposit taking and credit giving) are
generally limited to registered members under a closed- or open-common bond, typically
defined by geography (residence), occupation, or place of employment.
The rights and privileges of ownership in CFIs are based on the one person–one vote
principle, and management is exercised by members–owners. In general, CFIs will
outnumber NGO MFIs in many countries, and their combined outreach will tend to be
larger as well. »

10

The creation of a appropriate category of institution has to be quoted : « membership-based cooperative
financial institutions (CFIs) »
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Extract from table 7.1 (page 191), see the third line where co-operatives are mentioned
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See also the commentaries in Box 7.1, particularly the examples of financial stability
indicators given here:
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The handbook also compares the differences between prudential regulations applicable to
microfinance institutions (table 7.2, page 196). Cooperative banks are mentioned in
category B.

9

Box 7.3 page 198 mentions a specific point on the regulation of co-operative banks
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Chapter 7.5 includes questions on the best way to adapt fiscal and prudential regulations to
the follow up of financial institutions from the rural sector and microfinance. In this field,
the handbook quotes (Box 7.6) the conclusions of the FASP report in favor of cooperative
banks.
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In conclusion, chapter 7.8 includes favorable dispositions for cooperative banks.
“7.8 Consensus Guidelines on Regulating and Supervising

Microfinance
CGAP published consensus guidelines approved by 29 international donor agencies that
support microfinance (Christen, Lyman, and Rosenberg 2003). Those guidelines were
approved by CGAP members in September 2002. The consensus guidelines list 21 key policy
recommendations on regulation and supervision of microfinance, which create a good
checklist of issues to focus on in the assessment of regulatory aspects that pertain to access to
financial services. The particular set of key policy recommendations in the checklist that may
be applicable to a given situation will vary from one country to another depending, among
other things, on the range and variety of institutional providers of rural finance and
microfinance services, on the size and relative importance of each type of rural finance and
microfinance institution category, and on the size of the rural finance and microfinance sector
relative to the formal commercial finance sector. Several of the key policy recommendations
are selected for emphasis and are highlighted next:
•

•

•
•

•
•

•

Problems that do not require the government to oversee and attest to the financial
soundness of regulated institutions should not be dealt with through prudential
regulation. Relevant forms of non-prudential regulation, including regulation under
the commercial or criminal codes, tend to be easier to enforce and less costly than
prudential regulation.
Before regulators decide on the timing and design of prudential regulation, they
should obtain a competent financial and institutional analysis of the leading MFIs, at
least if the existing MFIs are the main candidates for a new licensing window being
considered.
Minimum capital needs to be set high enough so that the supervisory authority is not
overwhelmed by more new institutions than it can supervise effectively.
Where possible, regulatory reform should include adjusting any regulations that
would preclude existing financial institutions (banks, finance companies, etc.) from
offering microfinance services, or that would make it unreasonably difficult for such
[regulated and licensed] institutions to lend to MFIs.
Prudential regulation should not be imposed on “credit-only” MFIs that merely lend
out their own capital, or whose only borrowing is from foreign commercial or noncommercial sources or from prudentially regulated local commercial banks.
As a corollary to the above principle and] depending on practical costs and benefits,
prudential regulation may not be necessary for MFIs taking cash collateral
(compulsory savings) only, especially if the MFI is not lending out (i.e., not able to
intermediate these funds).
Design of microfinance regulation should not proceed very far without estimating
supervision costs realistically and identifying a sustainable mechanism to pay for
them. Donors who encourage governments to take on supervision of new types of
(licensed) institution should be willing to help finance the start up costs of such
supervision.
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•
•

•

In developing countries, “self-supervision” by an entity under the control of those
supervised is not likely to be effective in protecting the soundness of the supervised
financial institutions.
A microlending institution should not receive a license to take deposits until it has
demonstrated that it can manage its lending profitably enough so that it can cover all
its costs, including the additional financial and administrative costs of mobilizing
the deposits it proposes to capture.
Financial cooperatives (credit unions and savings and credit cooperatives)—at
least large ones—should be prudentially supervised by a specialized financial
authority, rather than by an agency that is responsible for all types of
cooperatives (financial and non-financial).”

2.2
Cooperative banks are mentioned in empirical studies,
particularly in developed countries
2.2.1 In a January 2007 working paper11, an empirical study shows the
financial stability of co-operative banks
In a first part (pages 3 to 6), the justification given to this study is to evaluate
empirically the economical theory against cooperative banks

11

Cooperative banks and financial stability Heiko Hesse and Martin Cihak
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The study shows that in spite of this negative analysis against their model, cooperative
banks of developed countries show very good figures in the field of financial stability.
“III.

RESULTS

A. Decomposition of Z-Scores and Correlation Analysis
A preliminary analysis shows that the cooperative banks’ z-scores are on average
significantly higher than for commercial banks (and slightly, but insignificantly, higher
than for savings banks), suggesting that cooperative banks are more stable than
commercial banks.
Interestingly, this is not because of capitalization or profitability—those two are on average
weaker for cooperative banks than for commercial banks. The result is driven by the fact that
the cooperative banks’ standard deviation of returns is much lower, resulting in the high
zscore (Tables 2 and 3).
Why do we find the low volatility of returns over time in cooperative banks? A plausible
explanation is that the cooperative banks use the customer surplus as a first line of
defense in weaker times. Cooperative banks pass on an important part of their returns
to customers in the form of surplus. Indeed, their stated objective is not maximization of
profits, but rather maximization of the consumer surplus. This leaves the cooperative
banks with relatively low average return ratios in normal years. However, in weaker
years, they are able to extract some of the consumer surplus, thereby mitigating the
negative impact of stress on returns.
We are therefore observing a lower variability of returns in cooperative banks than in
commercial banks (and about the same as in savings banks).
In other words, our calculations suggest that the consumer surplus can be viewed as the
first line of defense for cooperative banks, in a similar way as profits are the first line of
defense for commercial banks. However, there are some important differences. First,
consumer surplus is a very complex concept to measure. We are not able to observe
consumers’ surplus on a consistent basis; even though we can make inferences about it from
the pattern of returns. Second, while undistributed profits can be relatively easily used to
replenish capital, extracting consumer surplus is one more step removed from capital and
requires time.
To address the idea that cooperative banks are less able to raise capital in situations of stress,
we have also examined volatility in cooperative banks’ capitalization compared with
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commercial banks’ capitalization (even though volatility in capitalization is not a part of the
z-score calculation). The results only confirm our findings about z-scores, because
cooperative banks also have a significantly lower volatility of capitalization.
The finding that cooperative banks have higher z-scores is novel, but not inconsistent with the
existing literature. The empirical papers on the subject note that cooperative banks have lower
reported returns, but they find no compelling evidence that the lower returns would be due to
a less effective management of revenues and costs than in commercial banks (e.g., Brunner
and others, 2004; and Altunbas, Evans, and Molyneux, 2001). If the lower returns were due to
inefficiencies in cooperative banks’ operation, then it would be difficult to argue that there are
cushions that can be used in weak times. However, the finding that cooperative banks have
lower returns with the same efficiency suggest that there are cushions that can be used in
situation of stress, an idea that is consistent with our finding.16 We also find no evidence for
our sample that cooperative banks are less efficient than commercial banks in terms of
the cost-income ratio (Table 1).
To assess the robustness of our findings, we have also tried some alternatives to the standard
definition of the z-score (Table 4). The underlying idea behind these alternative approaches
(which have to our knowledge not yet been discussed in the literature) is that the standard
14 An additional explanation of the lower volatility of returns can be the networks that cooperative banks form
to provide a safety net. However, these support mechanisms are typically triggered only in extreme stress, and
are therefore likely to explain only a small part of the observed difference in the volatility of returns.
15 The finding about lower returns is in contrast with previous observation by Valnek (1999), who finds that
mutual building societies in the United Kingdom have higher returns and risk-adjusted returns on assets than
commercial banks.
16 In a recent paper, Mercieca, Schaeck, and Wolfe (forthcoming) estimate an equation for z-scores in a sample
of small European banks, including small cooperative banks, but their estimated slope coefficient for
cooperative bank dummy is insignificant.”

The conclusions of this working paper are in favour of cooperative banks and the findings
open new research areas.

“IV. CONCLUSIONS AND TOPICS FOR FURTHER RESEARCH
The findings in this paper indicate that cooperative banks in advanced economies and merging
markets have higher z-scores than commercial banks and (to a smaller extent) savings banks,
suggesting that cooperative banks are more stable. This finding, perhaps somewhat surprising
at first, is due to much lower volatility of the cooperative banks’ returns, which more than
offsets their relatively lower profitability and capitalization. We suggest that this observed
lower variability of returns, and therefore the higher z-scores, may be caused by the fact that
cooperative banks in normal times pass on most of their returns to customers, but are able to
recoup that surplus in weaker periods. To some extent, this result can also reflect the mutual
support mechanisms that many cooperative banks have created.
The finding about the higher z-scores in cooperative banks is quite robust with respect to
modifications in the measurement of volatility and z-scores. It also remains valid if one distils
the “pure” impact of the cooperative nature of a bank, by using regression analysis and
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adjusting for differences in bank size, loan to asset ratios, income diversity, and other factors
with potential impact on individual bank’s stability.
Using the regression analysis, we also find that a higher share of cooperative banks
increases stability (measured by z-score) of an average bank in the same banking
system. The impacts differ by the groups of banks, however. High presence of cooperative
banks appears to weaken commercial banks, in particular those commercial banks that are
already weak to start with. This finding is consistent with Goodhart’s (2004) hypothesis that
the presence of non-profit-maximizing entities can pull down stability of other financial
institutions. This empirical result can be explained by the fact that a higher cooperative bank
presence means less space for weak commercial banks in the retail market and therefore their
greater reliance on less stable revenue sources such as corporate banking or investment
banking.
When interpreting the results, one needs to bear in mind some caveats relating to the z-score,
such as its reliance on accounting data and its focus on capital and profits rather than, say,
liquidity or asset quality. As a robustness test, we have therefore tried to include some
possible alternatives to the z-scores, such as ratings. The available data suggest that the
ratings of cooperative banks are not substantially worse than those for commercial banks;
however, the dominance of observations from one country (Germany) in the ratings database
does not allow for a full-fledged cross-country analysis.
Several issues not addressed in this paper could be analyzed in future research. One of
them is corporate governance issues. As discussed in Fonteyne (forthcoming) or Cuevas
and Fischer (2006), corporate governance issues in cooperatives are often more prominent
than in commercial banks. Among these issues is the presence of an owner-less endowment,
since members of cooperatives are only invested with the notional value of their shares and
have no right to the accumulated capital. Furthermore, there is a collective action problem that
might lead to empire-building by management. BankScope and similar databases do not
contain institution-specific data on the quality of the corporate governance, but with a more
detailed database, perhaps on a smaller sample, it may be possible to analyze this issue.
Another issue for further research is the impact of networks on cooperative banks’ stability.
Cooperative banks can realize important benefits by forming networks, as it allows the
pursuit of economies of scale and scope, and the provision of a safety net or mutual
support mechanism. However, a more complex structure can also create new challenges
for stability.
For example, Desrochers and Fischer (2005), in a cross-country survey on the level of
integration of cooperatives, note that lateral contracts between cooperatives involve risks that
counterparts will behave opportunistically to appropriate the rent generated by the alliance.
The analysis based on individual banks’ z-scores, presented in this paper, provides a baseline
assessment of systemic stability. To arrive at a more complex assessment, one should look
also at losses given default and correlation of losses across defaults (Čihák, 2007). This issue
goes beyond the scope of this paper, and is an important topic for further research.
Finally, we have treated the share of cooperative banks as an exogenous variable that impacts
the z-scores. When longer time series become available, it might be possible and useful to test
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whether the share of cooperative banks is in fact endogenous with respect to the z-scores, i.e.,
whether this measure of stability affects the share of cooperatives in a system.
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2.2.2 In previous studies about developed countries
In a study dated from December 8th, 1997 about the international capital market12, after
some paragraphs about the insolvency of some Japanese cooperative banks, IMF adds the
following commentary:
« The issue is not necessarily that government-owned or cooperative banks are less efficient than privately
owned banks, although that is often the case, but that official guarantees, subsidies, or regulatory advantages that
segregate markets—for example, by giving certain institutions exclusive rights to offer certain types of retail
deposit instruments or bonds, or certain types of loans—are inherently inefficient. By restricting the scope of
competition, such structures can end up supporting an inefficient allocation of capital in the financial system, and
worse, allow the accumulation of large losses that ultimately become a claim on the official sector. »
It is important to point out the confusion in this paragraph between governemnt-owned
banks and cooperative banks, and the necessity according to IMF to have a similar
regulatory and prudential treatment between commercial banks and cooperative banks.
12

Annexe 3 Developments in international banking page 149
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An analysis of the report on the financial sector consolidation13 shows some constant
criteria in the IMF approach.
In the first chapter of this study, which describes the situation of national banking systems,
the position of cooperative banks is not mentioned, even in the countries where they have a
significant position (Germany and France). Is it a lack of knowledge or a deliberate
omission?
In chapter IV, IMF14 doesn’t mention cooperative banks in its analysis of the differences
between retail and corporate banking in OECD countries, even though cooperative banks
could be a source of explanation.
« In empirical research, local markets are usually approximated by areas such as provinces, rural
counties, cantons or metropolitan areas.241 For the United States, this assumption is supported by
survey evidence indicating that both consumers and small businesses overwhelmingly procure banking
services from suppliers located within a few miles of the customer. It is still rare to bank with
institutions that can be reached only via the telephone or internet. In fact, some recent articles in the
popular press suggest that firms that have attempted to stress internet-based banking are retrenching.242
Thus, on the demand side, markets for some bank products appear to be local.243 Retail bank product
markets are also local in Europe.244 Despite the development of electronic banking and other advances,
“there are still high ‘transport costs’ in retail banking and this
means that entry into foreign markets must be based largely on the opening (or acquisition) of a
branch network.”245
Also, on the supply side there is evidence that some banking markets are local. The number of bank
branches in most countries continues to increase despite a consolidation process that has reduced the
number of independent banking organisations and legal changes that have largely removed legal
constraints on bank geographic expansion. This indicates that firms continue to feel the need for a
local presence.246 Continental Europe has a greater density of branches than English speaking
countries, an indication of local markets and that technology has not yet led to a reduction in the
number of branches.247 While cross-border banking is growing, it is still at a low level.248
For wholesale banking products, the introduction of the euro has increased the geographic scope of the
European market since it has eliminated foreign exchange risk. Bond markets have tended to be
national in scope, but have expanded with the adoption of the euro; cross-border competition should
also increase for services like correspondent banking. The geographic scope of the activities is national
or international also in the case of financial markets, and in particular money market trading, foreign
exchange trading, derivative trading and asset management.249
On the contrary, for other services in the corporate banking sector – especially those provided in
connection with exports – the Commission has found that the activity is predominantly national in
scope, since it usually requires a close relationship between a bank and its customers in order to meet
he particular needs of the clients.250 Investment banking services, which usually require a knowledge
of national corporate law and the company structure as well as of accounting principles and the local
market habits, are also considered to be national in scope.251 In general, while acknowledging that
many M&As are cross-border, the Commission has distinguished between the activity, which may be
13
14

Rapport du groupe des dix effectuée avec l’OCDE et la BRI (janvier 2001)
page 270
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international in scope, and the service provided, which is mainly national in scope and may require
that the principal advisor be physically established in the country where the target company is
situated.”
241 See

Egli and Rime (2000) for Switzerland; MacKay (1998) for Canada; Rhoades (1996) for the United States;
Sapienza (1998) for Italy; and the Wallas Committee (1997) for Australia.
242 See Costanzo (2000), Day (2000), Julavits (2000a and 2000b), Snel (2000) and Toonkel (2000).
243 See Kwast, McCluer and Wolken (1997).
244 See Dermine (1999).
245 See Gual (1999) and Vives (1999).
246 Local geographic markets for banking are not universally accepted. Hannan and Strahan (2000) find that
geographic markets for certain banking products under a certain size limit may be broader than the typically local
market. They find that, in most cases, markets that correspond to US states explain price variations better than
local markets.
247 See Barth, Nolle and Rice (1997) and European Central Bank (1999).
248 See White (1998).
249 See European Commission, case M. 597 - Swiss Bank Corporation/S.G. Warburg, OJ C 180, 14.7. 1995, and case
no IV/M 1043 - B.A.T./Zurich.
250 Case No IV/M. 596 - Mitsubishi Bank/Bank of Tokyo.

This omission does not only reflect the lack of knowledge of the IMF report writers but also
a lack of communication which is imputable to cooperative banks. This could probably be
explained by the context which prevailed ten years ago, when cooperative banks were very
discreet about their specificities and had a tendency to look and act like any other banks,
without putting their status forward.
In the same report15, in the paragraph about SMEs financing, cooperative banks are not
quoted at all, even though they have an important position in OECD countries on this
market.
“The importance of small business credit
Small and medium-sized enterprises (SMEs) make a substantial contribution to national output and job
creation. In 1996, on average, they accounted for 66% of total employment in Europe (Table V.5),
ranging from 57% in the United Kingdom to 80% in Italy. SMEs are also very important in the United
States and Canada, although slightly less than in Europe, as they still represent more than 50% of the
labour force. In Japan, SMEs appear to have the highest relative weight in all sectors of the economy
compared to the United States and the 15 nations of the European Union, but the data are distorted by
the fact that the national statistics are based on establishments rather than enterprises or enterprise
groups.

15

page 278 et suivantes
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Economic performance may benefit from the presence of SMEs because they tend to be more flexible
than larger firms, thus reducing the costs of organisational changes and innovation.
Moreover, SMEs are characterised by high rates of entry and exit: failing enterprises are more quickly
replaced in sectors where small businesses are widely represented. Thus, a sound small business
sector, especially during downturns, may contribute substantially to the process of job creation.
SMEs tend to rely more on debt financing relative to large firms (see Chart V.3) with the exception of
the United States, where firms face fewer difficulties in accessing equity markets and where the
venture capital industry is more developed.276 Another explanation could be that the aggregate data
reflect the sectoral composition of SMEs in each country, as different industries have different
financial needs in terms of the mix between equity and different kinds of debt financing.
Breaking down financial debt by source shows that SMEs are mainly financed by banks (Table
V.6) and hold a share of bank credit that is significantly higher than that of large enterprises.
The only countries that are exceptions to this rule are Japan, where large firms have strong ties with
credit institutions, and Belgium. Small firms are very highly dependent on banks in Germany and
Italy.
In conclusion, bank credit flows to SMEs appear to be very important in all G10 countries, particularly
in Europe. Currently, SMEs are highly dependent on banks but the total availability of funds for them
depends not just on consolidation but on all future developments of the financial sector. The costs of

27

accessing capital markets and the availability of other sources of financing might change in the future,
but demand for traditional forms of bank financing is likely to remain substantial.
276 For

example, in the European Union or Japan, the concept of stock markets specialising in SMEs is a rather new
phenomenon, whereas the American Nasdaq was created in the early 1970s.
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This biased analysis can also be found in the following paragraph16, when the report tries
to analyse the reaction of the banking offer to banking consolidation, co-operative banks
are not mentionned as a possible answer which could stimulate the market by creating new
banks.
“The reaction of competitors
Even if consolidation involves the interruption of some relationships, if the borrowers are able to find
other lenders at the same cost there would be no effect on total lending. Other banks or other providers
of financial services may pick up small-business loans dropped by merging banks, if these loans are
profitable.
Some evidence on a positive reaction by the competitors of consolidating banks that reduce smallbusiness loans has been found in US data.292 One study examined the effect of M&As on the smallbusiness lending of other banks in the same local markets and found that they tend to offset the
reduction in the supply of credit to small firms by the consolidating banks. Another study employing
market-level data finds that in markets where consolidation reduces smallbusiness ending other
institutions tend to increase it.293
Finally, de novo banks tend to lend more to small firms than other banks of similar size,294 so entry
may be another source of substitutes. However, de novo banks are generally small; therefore, their
effect is likely to be felt in the long term. Consolidation may be itself a determinant of entry in local
markets as the structure of the banking sector changes; lending to small firms may shift across
different categories of banks.295 One problem with the existing studies is that only the quantity of
credit issued is examined but no information is available on rates and other contract terms.”

16
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Conclusion
As often, what IMF doesn’t say is as interesting as what IMF says.
The very limited mentions to cooperative banks show either an assumed and
deliberate position or, and this is what we believe, the difficulty for cooperative
banks to put forward and communicate on their specificities and their
economical inputs.
Let us hope that this short study will contribute to change this situation by
fixing new ambitions for ICBA in relation Bretton woods institutions.
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