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ABSTRACT

This paper examines the influence of local condgion banking activities focusing
on the case of 14 cooperative banks in Greecehfoperiod 1999-2007. These banks have
been chosen because of their local character amskeqaently they are more influenced by
local conditions in comparison to banks having @onmal and even international network.
Local conditions could be endogenous and exogetmuke bank. The endogenous to the
bank are the banking network developed locallyegianally, and the members of the banks
who are the main part of the banks’ clientele. Acrnaconomic and exogenous to the bank
condition is the amount of savings in the prefextir which the cooperative bank operates.
The banking activities which have been examinetudethe deposits and loans constituting

the main part of banking activities of cooperatdamks in Greece.

The growth of the banking network is the main factd growth of the bank’s
activities; growth of cooperatives’ members and gnewth of the local savings have a

positive but less important influence on coopermbanks’ activities.
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FACTORES FINANCIEROS LOCALES INFLUYEN LAS ACTIVIDAD ES DE LOS
BANCOS COOPERATIVOS GRIEGOS

RESUMEN

Este articulo examina la influencia de las condies locales de las actividades
bancarias centrandose en el caso de los 14 baoopsrativos en Grecia durante el periodo
1999-2007. Estos bancos han sido seleccionadosipaaracter local y en consecuencia,
estan mas influenciadas por las condiciones localeEomparacion con los bancos con red
nacional e incluso internacional. Las condiciormesles pueden ser endégenas y exogenas al
banco. Las enddgenas al banco es la red banca&riseqiesarrolla a nivel local o regional asi
como a los miembros de los bancos que son la pareipal de la clientela de estas. Una
macroecondémica y exégena condicion del banco eanéidad de ahorros en la localidad
donde opera. Las actividades bancarias que haregatinadas incluyen los depésitos y los
préstamos que constituyen la parte principal dealas/idades bancarias de los bancos

cooperativos en Grecia.

El crecimiento de la red bancaria es el principatdr de aumento de las actividades
del banco; el crecimiento de los miembros de |lapemtivas y el aumento de las economias
locales tienen una influencia positiva, pero mangsortante en las actividades de los bancos

cooperativos.

Palabras clave Bancos cooperativos, Estrategia del banco, GrEciayomia local

1. INTRODUCTION

The credit cooperative system has been introdutdidei Greek banking system at the
beginning of the 1990’s. According to the GreekwLthe credit cooperative system is
distinguished between cooperative banks and crembperatives. Cooperative banks are
banking institutions (JOURNAL OF GOVERNMENT OF HEENIC REPUBLIC; 1992).
Credit cooperatives are not banking institutionsd atannot offer banking services
(KARAFOLAS and KATARACHIA; 2009)

REVESCO N° 103 - Tercer Cuatrimestre 2010 - ISB385-8031 www.ucm.esfinfolrevesco



Local financial factors influencing activities oféek cooperative banks (p 59-74) 61

Since the creation of the Greek credit cooperasiystem little attention has been
given to its functioning. KARAFOLAS (1997, 2005 ag007) studied the creation, growth
and structure of the credit cooperative system; KOMANATOS (2001) offered a
presentation of the development of Greek cooperdianks; KARAFOLAS (2002) compared
the activities of the Greek cooperative banks &edGreek commercial banks on the basis of
balance sheet elements; the same author examieegutblic financing support to Greek
cooperative credit, (KARAFOLAS; 2002). The efficncost of Greek cooperative banks
has been examined by PASIOURAS et al. (2007).

The question whether local conditions, externainternal to the cooperative banks,
influence the banks’ growth has not been examimedhe Greek case. In the international
literature some studies examined the role of lgealables on the efficiency and profitability
of banks. In the case of cooperative banks, PASI@8Rt al. (2007) for the case of Greek
cooperative banks and BOS and KOOL (2005) for @memf Netherlands banks examined
the role of some local factors (internal and exdBrio the bank efficiency. CANNARI and
SIGNORINI (1997) examined the influence of localily bank’s performance especially with
regard to loans in the Italian case. They found kbeal cooperative banks can have better
information on local clients. That permits a betteedit policy and consequently less bad
loans in comparison to other banks. Additionalbgdl clients, who are cooperative banks’
stockholders, have a more responsible habitudeubecaooperative bank’s profits are
distributed to them and to local community. Theyicey however, that the positive results
appear only in the North and Centre of Italy but inahe South of the country. GUINNANE
(2001) for the case of Germany concluded that c@tipe banks were able to capitalize on
superior information and tailor loans more closyborrowers’ needs; that permitted their
development despite the existence of a well deeeldmnking system in this country. The
same author concluded for the Irish case, thatitccedperatives in Ireland did not have the
German success because they were not able totattramembers the prosperous locals and
could not establish a strong central auditing tpesuvise and impose sanctions on defaulters
(GUINNANE; 1994).

Other studies examined commercial and saving baDKSTSCH and LOZANO-

VIVAS (2000) examined the influence of the econoraivironment on the efficiency of
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French and Spanish commercial and savings banks vatiidn these conditions they
considered some local factors. Local conditionise (treation of new local branches), has
been examined for the banking competition in treeaat Spanish retail banking market, (DE
JUAN; 2008).

This paper investigates whether local financialiemment determines the growth of
banking activities. For that purpose we use a dabof 14 totally independent local
cooperative banks in Greece for the period of 1892007. These banks cover all Greek
regions (Greece is divided administratively to S2fectures, which form 13 regions). The
sample is very attractive because these banks ameodenous, they operate almost
exclusively within their local area and their ogemas are quite similar since they have to
obey to specific regulations which concern the fioming of the cooperative banks in
Greece, mainly on their clientele and capital restns. The homogeneity of banks, the
similarity of local conditions and the importancé local clientele on banks’ operations
distinguish this analysis among others which usé®mmogeneous banks of different size and

type, and have national or international netword elientele.

In our investigation we consider as banking ad#sitthe deposits and loans of the
cooperative banks. These are mainly deposits amukslavith cooperative bank’s customers
who are also members of the bank. As independeriables we use local variables
endogenous and exogenous to the bank. As endoganthesbank we consider for each bank
the number of branches and the number of membgrex@genous to the bank we consider
the amount of total savings in the prefecture whibee cooperative bank has a banking

network

The paper is organized as follows: Section 2 dsesighe evolution of cooperative
banks in Greece. In section 3 the methodology atd dsed in the study are presented. In
section 4 we discuss the results and we concludedtion 5.

2. THE EVOLUTION OF GREEK COOPERATIVE BANKS

The Greek legislation distinguishes two credit @rapive institutions, credit

cooperatives and cooperative banks. Credit codpesatre established and function under
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the Law 1667/1986 on Civil Cooperatives (KARAFOLASd KATARACHIA; 2009). They
are not banking institutions, they do not offer kiag services, including deposits and loans,
and for their establishment no minimum capitaleiguired. They are under the supervision of
the Ministry of Economy and Finance. Their printifzaget is to become a cooperative bank.
In 1998 all credit cooperatives participated inublly financed program for the support of
credit cooperative (supporting actions on inform@atiechnology, staff training, advertising,
building renovation), to become a cooperative b&8RRAFOLAS; 2002). Despite this
support only some of the credit cooperatives cdedeto cooperative banks. The main

obstacle to become a cooperative bank is to cdlectequired minimum cooperative capital.

The term of cooperative bank was introduced inGheek legislation only in 1992 by
the Law 2076/1992 on the credit institutions (KARBIEAS and KATARACHIA; 2009). A
cooperative bank is a banking institution that cdier all kinds of banking services. The
establishment and function of a cooperative bagkires a minimum capital that depends on
the bank’s network and the placement of the bah&adquarters. A cooperative bank may be
a prefectural, regional or national one. Each ekéhlevels demands a different cooperative
capital. The highest capital is required for a baskablished in Athens, (Greece’s capital)
Thessalonica, (the second biggest Greek town), lmrk which operates in two regions at
least. The lowest capital is required for a bankrapng only in one prefecture. Since the
beginning of 1990’s the amount of the required dpias changed several times. By the end
of 2008, a cooperative bank with a network in omefgrture (excluding Athens and
Thessalonica) must have a minimum cooperative &apft6 million euros; a bank with a
regional network must have a capital of 10 milleuros while a capital of 18 million euros is
required for a cooperative bank with a networkwm tregions at least or a bank having its
headquarters in Athens or Thessalonica, (KARAFOIlaA8 KATARACHIA; 2009).

Cooperative banks are subject to the same supanvasid regulation imposed by the
Bank of Greece on any other commercial bank. Catipver banks can offer their services
only to their members, to the Greek State and ¢oadtier financial institutions. Therefore
cooperative banks’ clientele was formed almost wsigkly by the banks’ members. Since
September 2006 the Greek State has provided trstblidg to the cooperative banks to have
customers who are non members of the bank, (KARAK®land KATARACHIA; 2009).

According to the Law 3483/2006, a cooperative beak do business with non members till
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the 50% of the bank’s loans or deposits. Cooperditanks did not developed this possibility,
till the end of 2007, since their main objectiveneens the support and strengthening of the

cooperative capital and only existing members aw members can offer it.

By the end of 2009 the Greek credit cooperativeéesyds formed by 16 cooperative
banks and 12 credit cooperatives extended to Zégitees through the country.

The growth rates of the Greek cooperative bankgjaite impressive considering the
number of these institutions, their assets and thanking network. Total assets grew by
646% in the time period 1999 - 2007, banking braschy 303% and number of members

rose by 150% in the same time period, (table 1).

Table 1 Consolidated elements of Greek cooperative bar839-2007

1999 2000 2001 2002 2003 2004 2005 2006 2007 Growth

1999-

2007

(%)
Assets * 441 548 735 926 1.254 1.573 2.048 2.568 3.291 646
Loans * 288 383 530 721 956  1.270 1.598 1.935 2.5483
Deposits* 253 325 491 682 976 1.272 1.677 2.134 2.6984
Branches 39 48 59 72 96 112 128 145 157 303

Members 74.993 88.475 101.370 114.670 129.577 144.176 360.175.541 187.347 150

* Million euros
Source Author’s calculations from “Association of Gre€ooperative Banks, financial data

in 2004”, and Annual Reports of Greek Cooperatiaals, diver years.

Despite this growth, cooperative banks are maiotal banks, with the exception of
Pagritia Cooperative Bank (having branches in Ashand the island of Crete). This local
character limits the share of cooperative bankshan Greek banking market; this share
amounted only to 0,8% of the consolidated assetsioks in Greece in 2006, (KARAFOLAS
and KATARACHIA; 2009) and only 4% of the total nuserbof bank branches in Greece, by
the end of 2007, (HELLENIC BANK ASSOCIATION; 2009pn the contrary, as a number,
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16 cooperative banks out of a total of 58 bankingtifutions in Greece is quite notable,
(HELLENIC BANK ASSOCIATION; 2009).

3. METHODOLOGY AND DATA

The analysis refers to the influence of local fextan the growth of deposits and loans
of the Greek cooperative banks. Deposits and leaaschosen because they constitute the
main part of consolidated liabilities and assetstltd Greek cooperative banks. In the
examined period, 1999 to 2007, loans were, on geerd5% of the consolidated assets and
deposits 74% of the consolidated liabilities, (cédtions from table 1). Three variables were
chosen as factors influencing these activities. Divthem are endogenous to the bank, the
number of branches and the number of banks’ membaesis exogenous to the bank, the
total amount of savings in the prefecture (or thefgrtures) where the cooperative bank has a
branch.These savings are deposited to all banks in thegitee, cooperatives or not. If the
cooperative bank has branches in several prefesttotal savings within these prefectures

has been considered.

Our hypothesis is that the growth of the numbebrainches had a positive influence
on the growth of deposits and loans of the Greealperative banks. We also considered that
the growth of the number of members had a positiffeence on the growth of deposits and
loans, since members of the cooperative banksharmain part of their clientele. It should be
noted at this point that the number of employeesdiso been included in the analysis to see
if it exerts any influence to banks’ developmemtsidering that employees could bring new
customers and therefore growth of banking servieesvever, the results obtained were not

satisfactory, as the coefficients estimated wetestatistically significant.

The growth of total savings in the prefecture woaldo influence positively the
growth of deposits and loans of the cooperativektsamce they are local in character and the
bank’s customers-members are habitants of the gitggeunder consideration. These savings
is the main source of the cooperative banks’ dépoBherefore it is a variable of high quality
to indicate the local influence on a bank’s acjiviContrary to nation-wide banks collecting
deposits from the whole of the country, and evemfother countries, the cooperative banks

attract deposits only from the prefecture in whtbley operate and especially from their
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members residing in the prefecture. Additionallymtist be noted that deposits from other
banks (within interbank market) are almost inexisia the case of the cooperative banks for
the period examined. By this variable we have aemttrect influence of local conditions on
banks services than other variables such as pgaéapome (GNP/Number of Inhabitants or
GDP/ number of inhabitants) indicated by DIETSCHI &rDZANO-VIVAS (2000) and
PASIOURAS et al. (2007) respectively. Additionaljeposits in the prefecture is a better
indicator in comparison to the variable relatedgtoss fixed capital formation used by
PASIOURAS et al. (2007), since it referred to theggion and not the prefecture (the
cooperative banks examined operate in the prefdcienvel and not in the regional which is

wider than the prefecture as it consists of maeygutures).

Since the paper is interested on local conditiomgh® cooperative banks’ growth,
those factors prevail by their importance and r@hee to any other factor that may be of a

national determination.

Cooperative banks since their establishment functo a professionalism basis
contrary to credit cooperatives that function oxmoduntarism basis (KARAFOLAS; 2005).
That concerns the management, the staff, the bafaditectors, the information technology
and the economic targets. Those factors have besarntined by the professional
organization of cooperative banks during the exaschiperiod. For all cooperative banks, staff
training and development programs were presentesiheir establishment and continued
during the examined period, usually under the amgdion of the Union of Cooperative
Banks of Greece, (KARAFOLAS; 2005). The existenta onodern information technology
system is a precondition for the establishment abaperative bank. During the examined
period, the information system of cooperative banks characterized by a double system; a/
a payment system interior to the cooperative bamkisconcerns money transfer and clearing
between cooperative banks; b/ the connection vighGreek Automated Clearing House for
inter-banking transactions concerning transactiafisa cooperative bank with other

commercial and investment banks.

All cooperative banks had faced a strong competifrom the commercial banks.
This competition appears on products diversifiegtimarketing, but especially on the market

position since cooperative banks have a limited ipathe examined period. This competition
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is reflected to the fact that members of coopeeabanks have also a second account to a
commercial bank (KATARACHIA; 2009). It is reflectezh the advertising since publicity is
concentrated to commercial and investment bankMAANOU; 2008). Interest rates do
not play any more the role they had when the apadf the credit cooperative system was
decided at the end of the 1980’s. That period waaracterized by high inflation and
consequently high interest rates that provokedogsrproblems to the financing of small
companies and professionals, (KARAFOLAS; 1997). @jiie to this environment
cooperative banks have a serious argument thadadaae resulting from bank’s activities

returns to the customer-member of the bank.

Cooperative banks development has been considarddr tthe specific frame of
competition and professionalism. In the beginnifgtlee examined period the banking
network was limited; the extension of the netwankl he increase of the number of members

could support the banks’ growth more than othetofac

The model we use utilizes a panel data set fordbperative banks over the period
1999 — 2007. Two cooperative banks are excludedPtgritia Cooperative Bank (Pagritia)
and the Cooperative Bank of Serres. The last osababeen considered because it begun its
function only in 2003. Pagritia has not been coeid because of its unusual size within the

Greek cooperative credit market.

The extraordinary growth of Pagritia in comparidonthe other cooperative banks

may be explained by the following reasons.

Pagritia followed an expansion policy for its barkinetwork in the island of Crete
and Athens since its conversion to cooperative bahks policy was accompanied by the
creation of peripheral councils, which had a douldie, to motivate the local population
where the bank created a network and the role wsadto the bank. No other cooperative
bank had this expansion policy with the establishinoé peripheral councils. Pagritia since its
establishment was considered as the bank of théewsland of Crete and not only of the
prefecture of Herakleion, the headquarters’ prefectPargritia has profited by the strong
feelings that people of Crete have for their homelaCooperative Bank of Chania has

profited by this attitude as well, and that is agp®y by its position as the second bigger
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cooperative bank. Additionally the island of Cretbaracterized a strong cooperative
movement that did not suffered by the problemscadjural cooperatives had in the other
Greek regions, (see on this point, KARAFOLAS andT®¥RACHIA; 2009, KAMENIDIS;
1991, KLIMIS; 1991).

Pagritia has more than half of the consolidateetassf cooperative banks in 2007
while during the time period 2000-2007 the bank hadaverage 44% of the consolidated
assets (table 2). Regarding cooperatives’ memistagritia had 40% of total number of
members in 2007 while in the time period 2000-2G0i& part was 38%. Thus, the
participation of Pagritia into our analysis coudult to non reliable conclusions considering
the hypothesis adopted for this model, particulahg necessity for homogeneity of the

banks.

Table 2 Share of Pagritia Cooperative Bank to the codatdd elements of Greek
Cooperative Banks, 2000-2007 (in %)

2000 2001 2002 2003 2004 2005 2006 2007  Average

Assets 32 37 43 43 45 47 50 51 43,5
Branches 35 37 42 36 38 38 35 33 36,8

Members 32 34 36 38 39 40 41 40 37,5

Source ldem Table 1

Indeed, the advantages of our sample are that we hadependent banks,
homogenous in their development and structure, gérgcipation of Pargitia could not offer
it); it covers all Greek regions; banks of the skemgperate mainly in their local area. Thus
we avoid competition with other cooperative bankee( on those advantages, BOS and
KOOL; 2006).

Sources of the data are the Bank of Greece fongaper prefecture and cooperative

banks’ data on branches, members, deposits ans.loan

Our model in general terms is (GREENE; 2003):
Yit = Bo + P1Xpit + P2Xojit + ... +PBiXk,it + €it (1)
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Where Y is the dependent variable (loans and de&g)osi

X is a matrix of k explanatory variables

i denotes the bank (i=1,2,...,14)

t denotes the time period (t=1,2,...,9)

¢ is the error term, also called the idiosyncratioe (WOOLDRIDGE; 2002), which

has a variance-covariance matfix

In matrix ® we have matrice®; in the main diagonal corresponding to variance-
covariance matrices of the error term for each paskif (1) consisted of 14 distinct time
series regression equations for which we wouldregt their coefficients separately. The off-
diagonal matrice®; combine the cross sectional elements with the 8erées. In eackd;
the elements in the main diagonal are covarian€e¢leocross sectional observations for a
certain time period, while the off-diagonal elenseate covariances of the cross sectional
observations for different time periods.

The estimator of vector b, is a fixed effects eaton (or within estimator since it uses
the time variation inY and X within each cross sectional observationj dns derived by
generalized least squares estimation as

b=XoX)'X 0ty 2)

Under the fixed effects assumption we have a diffecconstant term for each cross
sectional observation which does not have variaimhis independent of the error term in(1).
Moreover, it is assumed that the error term inigllomoskedastic and no autocorrelation is
present, ( WOOLDRIDGE; 2002).

4. RESULTS

We use two equations with dependent variables dispasd loans respectively. In
table 3 we have the results obtained for the dépesjuation. We have 125 observations for
the 14 cooperative banks for the time period 199972 The results show a positive influence
of the explanatory variables. We observe that fieniong of a new banking branch results in

the rise of deposits by 1,82 units. Every new marpeemits the growth of deposits by 0,013
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units while increase by 1 unit of savings in alhks& within the prefecture results in the

increase of deposits in the cooperative bank b§@ibhits.

Table 3. Deposits’ findings

Fixed effects estimator

Dependent variable = deposits No of observatioh25 No of groups = 14
Variable coefficient*
Branches 1,820609*** R*=0,93

(0,8023486)

Members 0,0127742** F(3,108) = 444,57

(0,0010648)

Deposits within Prefecture 0,0059161**

(0,0022692)

Constant term -47,83319**

(3,420011)

*Standard Errors in parenthesis
**gtatistically significant at 1%

*** statistically significant at 5%

Our results reveal an analogous picture for thendoaquation, (table 4). A new
banking branch results the growth of loans by lyd#s. Ever new member permits the
growth of loans by 0,013 units; the increase ofirggs/by 1 unit in the prefecture increases
loans by 0,005 units.
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Table 4. Loans’ findings

Fixed effects estimator

Dependent variable = crédits No of observatiol2% No of groups = 14
Variable coefficient*
Branches 1,241788**+ R*=0,94

(0,7019473)

Members 0,0130574** F(3,108) = 543,04
(0,0009316)
Deposits within Prefecture 0,0054719**

(0,0019853)

Constant term -46,12916**

(2,992051)

* Standard Errors in parenthesis

** Statistically significant at 1%

*** Statistically significant at 5%

5. CONCLUSIONS

This paper focused on the local conditions thatlcconfluence banking activities
offering empirical evidence for the case of coopeeabanks in Greece. The paper’s results
are significant for two reasons; first, to our knegge, no empirical studies investigated this
specific area, i.e. how local factors, endogenous eéxogenous to the bank, affect banking
activities; second, it offers an empirical study @feek cooperative banks for which not

enough empirical or theoretical attention has lggeen till now.

Banking activity is expressed by deposits and laghish are the main part of Greek
cooperative banks’ activities. The explanatory afales express banks’ strategy, (banking

network and members’ growth), and local conditiqfesgal savings). This last is closer to the
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banks’ activity than any other local factor becaitge the main source of banks’ liabilities,
since cooperative banks operate mainly with looat@mers who are the banks’ members.

The results show a positive influence of the factexamined, however to a different
degree. The largest effect is provided by the esxtenof the banking network. Network’s
growth seems to be the most important factor fowiéies’ growth. This was indeed a very
important reason for the impressive developmenhefPagritia Cooperative Bank; this bank
from its establishment (1993-94), has based it&cyah the extension of its network. The
other cooperative banks did not follow this netwestension policy immediately after their
establishment, because it is very costly. Howethay have started acting so in the decade of
2000. The banking presence to different localities withie prefecture may provoke the
interest of the local population by having the baekr to their home. A local full branch can
offer all services permitted by the banking lawhatlhe same quality of service as offered by
the central branch of the cooperative bank. Thevtiramf members and local savings has a

less significant effect on the growth of banking\aties.

This conclusion may be important for the banksigolThis empirical study may be
used as an example for other case studies. Arestieg investigation could pertain the case
of cooperative banks in other countries that havéocal character and furthermore a
comparative study between them. Additionally, thedg's results, especially on branches’
effects, may be considered as a good practice lmypor the new cooperative credit systems

as in the case of Balkan countries.
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