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CO-OPERATIVE BANKS
POLICY MESSAGES
ON REGULATION AND SUPERVISION

The Co-operative Banking Difference

The EACB represents, defends and promotes co-
operative banks at European and international level.

Co-operative banks account for about 20% of the
market share of EU banks deposits and loans and
so are a major feature of the sector. They are a
main lender to Europeans SMEs and their pre-
sence is especially relevant in less urbanized
areas.

Co-operative banks are private institutions. They
are owned by their members, who are also their
customers, e.g. local entrepreneurs, craftsmen,
farmers and households. They facilitate the chan-
neling of funds to support local investment and
development and are an anchor to prudential and
financial stability.

The co-operative banks’ form of enterprise is
enshrined in the European Treaties and is re-
flected in the Statute for a European Co-
operative Society.

Evidence shows that co-operative banks are less
fragile than other banks as they have :

> A stable deposit and customer basis focus;

> High capital and restricted conditions for pro-
fit distribution;

> A prudent risk policy because they do not
maximise profits but customer surplus;

> A governance based on the principle ‘one
person — one vote’. Diversity brought through
member ownership entails a consensus-
driven approach and prevents block holder in
the decision process.

Thanks to the above characteristics, co-
operative banks have provided a liquidity and
stability anchor to the market and in particular
to SMEs throughout the financial crisis.

Their key values are: trust between the bank
and its members/clients; democratic and pru-
dent governance; resilience to adverse market
developments; close proximity to customers;
social commitment; solidarity and reliance on
joint liability systems.




Views and Expectations

The EU regulatory framework: where do we stand ?

The consequences of the crisis and the responses of policy makers led to a massive overhaul of the regula-
tory landscape. The financial system is today more stable and its institutions more solid than 10 years ago.
Despite the development of wide supervisory and resolution toolboxes and the build up of high quality ca-
pital and liquidity buffers, the regulatory wave has not seen a halt. It rather seems that regulation has
become an objective and a purpose per se, without considering the cumulated impact of different reforms

and the way those interact and interlink.

Instead, we take the occasion to stress again that proportionality should be considered across various di-
mensions: i.e. suitability of measures (the ability to address the risk), subsidiarity and necessity (meaning a
lack of a viable alternative instrument), proportionality strictu sensu (meaning that the benefits should

outweigh the costs).

The complexity of regulation and the pro-
blem of Perpetuum Mobile:

Regulation is increasingly seen as a success by the
simple fact that it is finalised. This is also due to the
increased number of regulatory products/topics
that now go from Basel standards, to the EU level 1
legislation, to regulatory and implementing techni-
cal standards, EBA guidelines and supervisors’ gui-
delines/guidance or expectations.

This leads to an ever more intricate regulatory fra-
mework for which it becomes increasingly difficult
to evaluate consequences and interactions and
where especially guideline products are finalised
within very short timeframes and without a clear
evaluation of the impacts.

Diversity: why is it important?

Diversity remains an insurance against systemic
risk and an essential element for increased re-
silience of the financial sector. In this context co-
operative banks have always played a role of stabili-
ty anchor, particularly for the continued financing of
the real economy and for the smooth functioning
of liquidity and funding markets.

What has already been achieved?

In this context we would highlight that co-
operative specificities have been recognised in
many instances, co-operative shares fully qualify
as CET1 capital in the Basel framework, in the CRR
and in EBA delegated acts with dedicated provi-
sions ruling their redemption mechanisms; the
various solidarity mechanisms (IPSs, groups, cross
guarantee systems) are consistently taken into
account from a prudential and supervisory stand-
point; the specificities of co-operative liquidity sys-
tems are reflected in the EU LCR framework and in
the Basel liquidity framework.

What still need to be addressed ?

This should not, however, induce complacency
when looking at the challenges ahead especially as
the regulatory framework undergoes continued
revision:

e Governance rules, and in particular supervisory
expectations towards governance arrange-
ments, could constitute an increasing problem
for the diversity of the banking sector. Co-
operative banks take strenght in the values of
trust, proximity and participation of the mem-
bers that could be endangered by formalistic
and administrative approaches to concept
such as independence;




To preserve the diversity the recovery and re-
solution toolbox should reflect essential as-
pects, for instance in the context of the BRRD/
SRMR review:

= Co-operative groups should be able to
fulfil MREL/TLAC requirements as one wi-
thout a need to pre-position internal
MREL, as the existing solidarity me-
chanisms already play an insurance role
which is even wider than the loss absorp-
tion that could be provided by internal
MREL/TLAC.

The MREL should be appropriately cali-
brated, i.e. banks that would be liquidated
under normal insolvency proceedings
should only satisfy the loss absorption
amount.

Reporting obligations should be in line
with the complexity of the institution and
its actual MREL requirement.

The finalisation of the Basel reforms:

The finalisation of the Basel lll reforms in Decem-
ber 2017 produced a new major source of pressure
for the banking sector. Particularly, the revisions to
the credit risk approaches (both standardised and
internal models) will have important consequences
for a bank relying financial system like the EU one.
What is striking is that capital requirements for
loans with demonstrated low risk and strong colla-
teral are increasing.

Why is this an issue for co-operative
banks ?

It is paramount in this context that the implementa-
tion avoids negative consequences and disruptions
for the EU economy. It is essential to reflect specific
market characteristics (e.g. mortgages, equity hol-
dings) that are peculiar to EU Member States, and to
leverage on the good work being done by EU super-
visors (EBA and the SSM) to restore trust and re-
liance in internal models.

The dialogue with supervisory and resolu-
tion authorities: need for adaptation?

The continued exchange with supervisors and reso-
lution authorities is an essential element for an
effective and tailor made supervisory and resolution
action. Only a close understanding of institutions’
specificities allows an effective targeting of potential
issues before those erupt with negative conse-
quences.

This however requires that the supervisory ap-
proach and requests are tailored to the complexity,
risk and size of institutions. The SREP framework
should be carefully adjusted and calibrated. And the
same applies to the recovery and resolution obliga-
tions, for which not enough has been achieved yet.

Similarly, the approach to the resolution strategy
should be flexible and reflective of specific institu-
tional arrangements.

A regulatory framework that takes the diversity of the European banking landscape sufficiently into account
also promotes competition, innovation and productivity. It also supports the provision of a wider range of
banking products for customers, helping to preserve the diversity, and thus the stability, of the financial sys-

tem.
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