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This report demonstrates that financial cooperatives can be sus-
tainable providers of financial services in rural areas and devel-
opment assistance needs to consider supporting them as a
means to enhance access to rural finance. It does not suggest
that financial cooperatives are the only providers or the pre-
ferred channel in all circumstances. For financial cooperatives
to function as sustainable institutions, governments need to
provide an enabling environment, not exercise excessive control
that restricts growth and consolidation, and not use them as
channels to provide subsidized credit. Integration into net-
works has wide-ranging benefits for financial cooperatives,
ranging from improved governance to the ability to provide a
wide range of services.

BACKGROUND
In recent years, there has been a renewed understanding of the
vital role in rural economic growth that can be played by access
to financial services. In many countries, both developed and de-
veloping, financial cooperatives bring financial services to a
broad rural clientele. Financial cooperatives are private, locally-
based, member-owned organizations. The institutional and
business model of successful financial cooperatives has evolved
over the years.

Financial cooperatives in developing countries have not al-
ways been successful. There have been many failures: financial
cooperative systems in many countries are unsustainable, sub-
ject to political influence-taking and used by governments for
their own purposes.1 However, there are examples where they
provide access to financial services to large population groups,
especially in rural areas, with very little support from govern-
ments or donors. Hence, there is a renewed interest among rural
development stakeholders in financial cooperatives as a means
to enhance access to financial services in rural areas.

In order to assess prospects for supporting further outreach
by financial cooperatives to the rural poor and to identify deter-

Executive Summary

1 International Labour Office 1999.
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minants of success of such endeavors, the World
Bank’s Agriculture and Rural Development
Department (ARD) commissioned four country
case studies2 and organized four regional work-
shops in 2004 and 2005.3 The case study countries
were chosen purposively as countries with finan-
cial cooperatives that have: substantial operations
with a broad range of services and a relatively large
rural outreach; a mature federation or network
with a significant number of members in rural
areas; been functioning for relatively long time;
and were not being explicitly subsidized by the
government.4 The workshops and case studies
clearly suggested that financial cooperatives are a
major provider of rural finance in many countries,
and that some of them are already sustainable or
have high potential of becoming sustainable with
some external technical assistance.

This report “Providing Financial Services in Rural
Areas: A Fresh Look at Financial Cooperatives” is
based on the findings of these studies and work-
shops and international experience evidenced in the
literature.5 The target audiences of this report are
staff and management of international development
agencies, policy makers and regulators in develop-
ing countries, and the financial cooperative sector
and other rural finance practitioners both in devel-
oping countries and worldwide.

CASES AND THE LESSONS OF
EXPERIENCE
Burkina Faso is one of the poorest countries in the
world. In the difficult conditions this entails, finan-
cial cooperatives are the largest providers of rural
financial services. Reseau de Caisses Populaires du
Burkina (RCPB), the largest network of financial
cooperatives, offers several financial products and
reaches about one fifth of the nation’s households,
including many poor people. The cooperatives in
this network are extending their outreach through
innovative mechanisms, linking to women’s
groups and opening informal service points. The
cooperatives in the network, and the subset of
those situated in the rural areas, are profitable as a
group, however, more than half of the rural coop-
eratives are not profitable. This limits further ex-
pansion of outreach. The primary reason for the
losses appears to be the low uniform interest rates

applied on all loans, which are significantly lower
than that applied by microfinance institutions
(MFIs) in the region.

In Brazil, financial cooperatives serve over a
quarter of the rural population and their outreach
is growing fast among poorer Brazilians. The case
studied—Sistema de Cooperativa de Crédito (SI-
CREDI)—is a large and fast growing network, of-
fering a large range of financial and other products.
Low costs and lower profit expectations keep serv-
ices priced below those of competitors. The sound
financial situation has permitted rapid expansion
and should permit SICREDI to increase its outreach
further. Links to rotating savings and credit groups
are one entry point for expanding the membership
base as are the ability to offer a full range of finan-
cial products and services, and the strong balance
sheet is an excellent basis for further growth and
outreach.

In Sri Lanka, the Sanasa network has the largest
rural outreach of all financial institutions, serving
over 20 percent of the population, almost 90 per-
cent of them in rural areas and nearly 60 percent of
them women. However, most of the financial coop-
eratives remain very small and offer limited serv-
ices, and there is a growing problem of overdue
loans. A principal factor behind these problems ap-
pears to be lack of autonomy: the government re-
stricts the growth and consolidation that is
required to achieve sustainability. The supervision
responsibility, which is exclusively held by the co-
operative department, is also ineffective.

Kenya has a long history of cooperative devel-
opment. Financial cooperatives, backed by the co-
operative bank, reach 30 percent of the rural
population with a broad range of products. Recent
regulatory changes have allowed the financial 

2 Burkina Faso, Brazil, Kenya, Sri Lanka
3 Washington, March 2004; Brazil June 2004; Azerbaijan;

November 2004; Tanzania, June 2005.
4 Lessons from a study of some of the troubled systems of fi-

nancial cooperatives would certainly also provide valuable
lessons. However, it was not necessary for the scope of ARD’s
objectives and was left for future work.

5 A separate paper synthesizes lessons from the four case stud-
ies: Nair and Kloeppinger-Todd 2007. Cuevas and Fischer
2006; a recent World Bank Working Paper, discusses some of
the key issues in the legal, regulatory, and supervision frame-
work, and governance in financial cooperatives.
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cooperatives to open to a wider clientele and to
broaden the range of products offered. Outreach
has been further increased by links to informal sav-
ings groups, and by running mobile banking serv-
ices and “payment points.” Although the overall
financial position of the sector appears sound, the
regulatory framework and supervision by govern-
ment is not adequate.

BUILDING GOOD GOVERNANCE
IN SUPPORT OF SUSTAINABLE
GROWTH AND OUTREACH
A sound legal framework is key to sustainable
growth and expanded outreach of financial coop-
eratives. Whether laws are specifically drawn up
for financial cooperatives or not, or whether one
law or several apply does not appear to make a dif-
ference to the growth of financial cooperatives.
What is needed is clarity on the powers and duties
of financial cooperatives as member-owned finan-
cial institutions, on governance and supervisory re-
sponsibilities, and on protection of depositors. Also
important is the legal framework for the financial
sector as a whole: for example, the laws on collat-
eral, the judicial process, and enforcement mecha-
nisms. Legal frameworks can—and often
should—evolve with the growth of the financial co-
operative sector.

Regulation and supervision are essential to the
growth of a healthy and sustainable financial coop-
erative sector. The regulatory framework for finan-
cial cooperatives needs to address the unique
nature of financial cooperatives, as both financial
institutions and cooperatives. Initially, regulatory
requirements can be relatively light, but as finan-
cial cooperatives grow into broader financial insti-
tutions, they should progressively come under
financial sector regulations based on best practice
prudential norms and ratios. Two of the four case
study countries do not have a regulatory frame-
work adequate to enable the growth and develop-
ment of financial cooperatives.

Supervision of the implementation of these reg-
ulatory requirements varies enormously.
Supervision tends to be more effective for the
larger financial cooperatives, while in many coun-
tries smaller financial cooperatives are little super-
vised. Some regions, particularly Eastern Europe

and Central Asia, have a particularly large “super-
vision gap.” In general, indirect supervision (aux-
iliary or delegated) works best for smaller “closed”
financial cooperatives, but where financial cooper-
atives are large and open and essentially offer
banking services, they are best placed under bank-
ing authority supervision. Supervision by min-
istries of cooperatives may deal inexpertly with
prudential regulations, and also impose unneces-
sary administrative constraints on the growth of fi-
nancial cooperatives. Where financial cooperative
networks are made responsible for supervision,
they need to be empowered with a clear legal man-
date and capacity building.

Internal governance is a key challenge for finan-
cial cooperatives. The case studies for this report
suggest that there is significant room for improve-
ment in the governance of financial cooperatives in
at least three of the four countries. Acess to network
support can help to build governance structures
and capacity. Integration into a federated structure
necessarily strengthens governance further, espe-
cially where there is access to pooled funds. Strong
leadership is a great help and cooperatives do best
when they have such leadership. Developing, mo-
tivating, and training human resources is a massive
challenge. The networks play a big role here and
this is one area where public or external support
can certainly make a contribution.

DEVELOPING A STRONG
BUSINESS BASIS FOR EXPANDED
OUTREACH
As businesses, financial cooperatives meet a sig-
nificant gap in the market with a sustainable insti-
tutional and business model. This is based on a
member-owned service organization reaching an
unserved but bankable clientele with products de-
termined by demand, and with prudent financial
management based on members’ resources and a
“savings first” approach to credit discipline.

Successful financial cooperatives have followed
a cautious, step-by-step approach to expanding the
product range and the client base. Most financial
cooperatives continue to base their lending on
members’ resources, with some call on financing
from elsewhere within the cooperative network.
The virtues of financial self-reliance and savings
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first, that serve financial cooperatives well in their
early stages, do not appear to limit growth. Indeed,
they underwrite a strong financial discipline
within broader networks and help the financial co-
operative sector grow to a scale where it may even
compete with the banking sector. However, it is im-
portant that the common bond that is considered
one of the most important features of a successful
small primary financial cooperative be reinforced
or replaced by other mechanisms that encourage fi-
nancial discipline and good governance.

CROSS-CUTTING ISSUES
The cooperative sector has always drawn strength
from its capability to work upwards from grass
roots institutions towards network arrangements.
Through vertical integration and with an increas-
ing array of services and products over time, finan-
cial cooperatives can become as advanced as any
other type of financial institution. For financial co-
operatives, the benefits are strongest within feder-
ated models which help build governance at all
levels, improve financial capacity, often enable pri-
mary financial cooperatives to offer more sophisti-
cated products than they could on their own,
reduce risk, and open up many other important
economies of scale. Cooperative banks, too, have
been successful in many countries in spreading risk
and pooling liquidity and in linking financial coop-
eratives into the wider financial market. Many fi-
nancial cooperative sectors have also developed
other products such as insurance and leasing.

Political economy issues have great bearing on
the governance of financial cooperatives.
Governments have an essential role in setting up
the enabling environment for financial coopera-
tives, but they often go well beyond that. Although
the record is mixed, financial cooperative sectors
on balance grow faster and more sustainably by
handling their own promotion and supporting the
strengthening of their own governance as far as
possible and by keeping government intervention
to the minimum. Where governments do inter-
vene, a sustained open dialogue with an independ-
ent cooperative sector is essential. In any case,
safeguards have to be written into financial coop-
erative governance against inappropriate or cor-
rupt political interference.

Many financial cooperatives are very successful
in achieving a large rural outreach. However, the
historical pace of growth of financial cooperative
sectors has varied considerably. In the case of Sri
Lanka, it was a combination of institutional change
(from savings clubs to financial cooperatives) and
the growth of demand which triggered a rapid ex-
pansion. In the case of Brazil, a change in the law
triggered growth. In Kenya, it was the link to the
successful produce processing and marketing co-
operatives that set off early growth. A second wave
was triggered when the law changed to allow
broader membership.

There are three factors that suggest that in many
countries there is good market potential for finan-
cial cooperatives: a large population of poor rural
people unserved by other financial institutions; a
lack of fast growing alternatives; and a growing
rural economy. Many countries have particular po-
tential for increased outreach. In Sub-Saharan
Africa, the potential is high, because of the poverty
in rural areas and the lack of alternative providers.
In Eastern Europe and Central Asia, there has been
limited growth of financial cooperatives to date,
but there is considerable potential, including in
rural areas. In Latin America, financial coopera-
tives reach a significant number of households, but
there is enormous scope for expanding member-
ship and deepening financial outreach—and the
networks have the needed financial capacity.

Expanding outreach requires the will and the
endorsement of a growth strategy by the unions
and primary financial cooperatives and their mem-
bers. Failure to observe these conditions would un-
dermine the democratic foundation of the financial
cooperative sector.

TOWARDS AN AGENDA FOR
EXTENDING OUTREACH
SUSTAINABLY
There is a long track record of external interven-
tion, much of it positive in its impacts. Long-term
partnership approaches have brought sustainable
institutional growth in many countries, and sector-
to-sector partnerships have been particularly suc-
cessful. In several countries, external partners have
even helped to initiate a sustainable financial coop-
erative sector by supporting new central organiza-
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tions and financial cooperative networks. The most
successful external interventions have focussed on
developing institutions to the point where the sec-
tor can stand on its own feet. Donors have also pro-
moted innovation and helped develop new
products for financial cooperatives. There are risks,
however. No assistance should undermine the financial
profitability and savings-based business model of finan-
cial cooperatives.

Entry points for external support can be identi-
fied at three levels: in the enabling environment; at
the network level; and at the level of grass roots fi-
nancial cooperatives. Support to the enabling envi-
ronment can be a highly-geared area where
external agencies have a comparative advantage:
policy dialogue; support for the development of an
appropriate legal, regulatory and supervisory
framework; strengthening of regulation and super-
vision capacity; and the development of prudential
norms and standards. External partners can also
support development of new products, particu-
larly those of practical value to financial coopera-
tives.

External intervention is also highly geared at the
network level. Here activities are best implemented
through a long-term, technical assistance relation-
ship, notably sector-to-sector twinning, with the
agenda driven by demand from the national finan-
cial cooperative networks. Some possible exter-
nally financed activities could include helping with
design of programs to safeguard customers’ funds,
developing information technology, supporting
education and training programs, and helping to
set up apex institutions such as a cooperative bank
or insurance company.

Improving the outreach of the financial cooper-
atives is the final objective of external assistance.
Much of the strengthening needed at this level will
come through the network-level support provided.
This support could include help in conducting de-
mand assessments and preparing a strategy for
outreach, support for the establishment of new fi-
nancial cooperatives, support for expanded physi-
cal outreach of existing financial cooperatives,
underwriting the costs of outreach for poorer or
more dispersed clients, aiding informal groups to
grow into financial cooperatives, and supporting
the diversification and broadening of the product
offering.

Unless carefully designed, any external support
can undermine the very sustainability and out-
reach it is designed to support. Assistance has to be
crafted to avoid distortions and the possibility of
dependence. One area where external assistance is
usually not necessary—and may even be harm-
ful—is credit lines.

CONCLUSION: KEY LESSONS 
AND MOVING TO ACTION
Financial cooperatives are significant providers of
financial services in rural areas, in both developed
and developing countries. In the successful cases,
this success is based on a tried and tested institu-
tional and business model: democratic, bottom-up,
autonomous, self-financing, and savings-based.
Vertical integration has brought strength and effi-
ciency to most financial cooperative sectors.

Many financial cooperative sectors have driven
and financed their own growth. In some countries,
however, governments and donors have inter-
vened to promote, often using inappropriate in-
struments, and to control. In other cases, there have
also been heavy influence-taking by political ac-
tors. There has been a history of government and
donor interventions—largely unsuccessful and
sometimes fatal to the concerned financial cooper-
ative—of using these institutions to channel fund-
ing to specific target groups, without regard to the
sustainability of the financial institution in the long
run. Therefore, wherever possible, the sector
should depend on itself for its own institutional
strengthening and growth.

There is enormous growth potential for financial
cooperatives in rural areas in many countries.
However, expanding outreach spells risk, and sec-
tors have to build their growth strategies on solid
governance structures and a sound financial situa-
tion. Extending outreach has to be decided on by
the sovereign instance—the membership.

External agencies committed to rural develop-
ment and poverty reduction may explore ways to
help the financial cooperatives in developing coun-
tries to grow and increase their outreach, particu-
larly to the rural poor. Next steps might be to link to
the international financial cooperative sector to identify
particular windows of opportunity. Based on this,
partnerships could be set up to carry out regional
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and country analyses to pinpoint the areas for poten-
tial growth and the likely catalysts. Where external
support is indicated, areas and the catalytic inputs
could be identified in country action plans, and coun-
try agreements for sustained partnerships could be set
up. In all this, mechanisms for coordination between
external partners are critical.

A CALL FOR CAUTION
Reform or restructuring of such systems is very
complex and difficult and needs to be carefully

considered. Examples of systems of financial coop-
eratives and cooperative banks that are considered
for restructuring are found in India, China, and
Turkey,6 among others.

6 For example, the World Bank in May 2007 approved a $600
million loan to India for the purpose of restructuring its sys-
tem of financial cooperatives. Some of China’s districts are
considering reforming their systems of Rural Cooperative
Banks (RCBs) in order to make them sustainable and Turkey
is analyzing its financial cooperatives for possible reforms.
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OBJECTIVES OF THE REPORT
In recent years, there has been a renewed understanding of the vital
role in rural economic growth that can be played by accessible fi-
nancing. In many countries, financial cooperatives have provided this
accessible financing, bringing financial services to a broad rural clien-
tele, “breaking the market failure”, as a 2006 World Bank working
paper puts it.7

What is the scope for financial cooperatives to scale up and to fur-
ther expand their rural outreach without increasing risks or under-
mining their sustainability? What are the characteristics of financial
cooperatives that have such potential? What are the supporting con-
ditions that need to be in place? Finally, what can the World Bank and
other development agencies and countries do—or not do—to pro-
mote further outreach?

These are the questions which will be answered by this report. The
report complements the 2006 World Bank working paper cited above.
Where the working paper focused on the governance framework—
and in particular on the regulatory and supervisory framework and
on the rules regarding financial cooperative and federation manage-
ment—this report focuses on development potential of financial co-
operatives, particularly as sustainable providers of financial services
in rural areas. A separate Discussion Paper synthesizes lessons from
the four case studies commissioned as background papers for this re-
port.8 The full case studies are available on request.

The target audiences are management and staff of international
development agencies, policy makers and regulators in developing
countries, and the financial cooperative sector and other rural finance
practitioners both in developing countries and worldwide.

Introduction1

7 Cuevas and Fischer 2006.
8 Nair and Kloeppinger-Todd 2007. This report is available in French and Portuguese

also. All case studies are available in English. The Brazilian case is available in
Portuguese and the Burkina Faso case is available in French.

 



THE IMPORTANCE OF FINANCE
TO RURAL DEVELOPMENT
The vital role of rural finance derives from its con-
tribution to the three strategic goals of rural devel-
opment and rural poverty reduction: (i) rural
economic growth; (ii) inclusion and participation
of all rural people in development; and (iii) reduc-
tion of vulnerability to economic, physical, and
other shocks (World Bank 2005III).

Regarding rural economic growth, access to finan-
cial services helps small farmers to improve pro-
ductivity through investment in irrigation,
production equipment, inputs or hired labour, and
also to invest in post-harvest handling, processing,
and marketing. Substantial agricultural develop-
ment—and development of related processing and
marketing facilities in rural areas—and real in-
creases in the incomes of rural families have hap-
pened almost nowhere without access to financial
services. Rural finance can also help create oppor-
tunities for non-farm enterprises, in businesses
ranging from handicrafts to commerce and
telecommunications.

Where rural finance has been able to include the
rural poor, as with the “microfinance revolution” or
financial cooperatives, it has helped to resolve a
key constraint to poverty reduction by providing
resources that allow the poor to invest and so pur-
sue new economic opportunities.

Rural finance reduces vulnerability through sav-
ings and access to credit which help rural house-

holds manage seasonal liquidity shortages, and
meet planned life events such as marriage and
childbirth and unplanned life events such as a
health emergency and death. Access to insurance
services helps the poor directly mitigate some of
these risks. Well-functioning rural financial sys-
tems can also help poor families receive remit-
tances reliably and at low cost.

For most rural people, commercial banks do not
provide these services. As a result, most economi-
cally active rural people depend on family support
or on high-cost informal sources like traders or
money lenders. Financial cooperatives provide fi-
nancial services to a significant part of the rural
population, thus filling an important gap on the
continuum of financial service providers from
commercial banks to the informal providers such
as village moneylenders and friends and relatives.

WORLD BANK APPROACH TO
RURAL FINANCE
Until the early 1990s, World Bank support to rural
finance was largely through credit lines managed
by parastatal banks. Impacts on rural livelihoods
proved limited, largely restricted to the better off,
and low recovery rates, high costs, and a “credit
only” approach inhibited the development of these
banks as sustainable institutions.

Based on this disappointing experience, the
donor community and governments reassessed
their approach and developed a new market-based

2 Providing Financial Services in Rural Areas: A Fresh Look at Financial Cooperatives 

Table 1: Some Examples of Outreach by Cooperative Networks

Desjardins (Canada) 609 local cooperatives (985 service outlets) in 3 Canadian provinces serving 
5.6 million members 

RCPB (Burkina Faso) 108 local cooperatives providing national coverage 
Kenya Cooperatives mobilize 31 percent of domestic savings
People Credit Funds (Vietnam) 930 cooperatives serve over one million members 
RCC (China) Over 37,000 cooperatives throughout the country
Russia 1,200 cooperatives
ALKU (Lithuania) 56 cooperatives serving 55,000 individuals 
Mexico 1,800 entities serving over 2.5 million members
Cyprus Cooperatives deliver 30 percent of the country’s banking services
Rabobank (Holland) 288 local cooperatives (1,299 service outlets) serving 1.5 million members 
India 112,309 primary agricultural cooperatives reaching 120 million members 

Source: Gaboury and Quirion 2005.



paradigm characterised by a broad range of finan-
cial services (rather than just credit) offered to all
rural people (not just farmers) at market interest
rates. Institutionally, the emphasis shifted to an in-
sistence on operational efficiency and financial vi-
ability of rural financial institutions.

From these changes, the World Bank has
adopted five guiding principles in its approach to
rural finance:

• Demand responsive approach, serving rural peo-
ple with the products they need and includ-
ing savings, insurance, and payment and
remittance facilities, as well as credit.

• Priority to sustainable institutions, with em-
phasis on savings not only as a product de-
manded by rural people but as a key factor in
financial discipline and in the financial sus-
tainability of intermediaries.

• Clearly defined but limited role for government,
essentially in establishing good macroeco-
nomic policies and a conducive legal and reg-
ulatory framework.

• Financial support to rural finance institutions
to be restricted primarily to technical assistance
and capacity building; loanable funds to be
provided only when liquidity is the primary
constraint and are accompanied by actions
that address this market failure.

• Holistic approach, supporting improved access
to financial services within the whole range of
measures that promote rural economic devel-
opment.

Based on these principles, the Bank has invested
in analytic work in a number of countries and a
number of rural finance projects. In FY 2004, for ex-
ample, the Bank provided US$288 million under 20
projects, including both exclusively rural finance
projects and rural finance components in multisec-
tor projects. These projects variously financed im-
provements in service provision, demand
development, market facilitation, and the enabling
environment. Four of these projects directly sup-
ported the development of financial cooperatives,
and three supported the development of savings
and credit groups that could link into the financial
cooperative sector. Other types of service
providers supported by this rural finance lending
were microfinance institutions (five projects) and
banks and non-bank financial institutions (three
projects).

FINANCIAL COOPERATIVES 
AND OTHER PROVIDERS OF
RURAL FINANCIAL SERVICES
Financial cooperatives are among institutions with the
largest outreach in rural areas, both in the developed
world and the developing world.

Credit Agricole in France and Rabobank
Netherlands provide a major share of rural finan-
cial services in these countries and are among the
biggest banks in the world. In countries such as
India, China, Sri Lanka, Burkina Faso, and Kenya
financial cooperatives are among the largest
providers of rural financial services. However, in
many developing countries the high level of out-
reach has come at the expense of profitability.

Financial cooperatives are not the only financial insti-
tutions with important rural outreach. Other financial
institutions that provide services in rural areas in-
clude commercial banks, microfinance institutions
(MFIs), postal savings banks, agricultural develop-
ment banks, and community-based organizations.

MFIs have proved very successful in many countries
but their focus is typically urban and limited to a few
products. The origin of MFIs was the need to serve
people typically excluded by other financial insti-
tutions—i.e., the poor, women, and the handi-
capped. MFIs seek to build creditworthiness and
incomes among their clients through very small
loans, which may progressively increase in size
over time. Many of these MFIs have been success-
ful and some are now transforming themselves
into regulated, deposit-taking institutions. Up to
now, their main focus has been on the more con-
centrated—and therefore easier to manage—urban
clientele, but many are now seeking to expand their
outreach to rural areas. However, their focus on a
limited range of small-scale products and their in-
ability to reach remote rural areas leaves much of
the demand unmet.

Which form of organizations can play a leading rural
finance role depends on local economic, social, and his-
torical circumstances. MFIs can play an important
role in rural areas where they are present, and can
reach an otherwise neglected part of the popula-
tion. They can play a significant role in areas with
very large numbers of poor people, such as
Bangladesh, or in areas such as Afghanistan where
economic activity and mutual trust have eroded.

Financial cooperatives target a population that
is very much broader—and perhaps better off, hav-
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ing at least some liquidity and a capacity to save,
and a need for a relatively broad range of financial
services. Cooperatives do better in areas with well-
established market economies and a tradition of
mutual self-help.

Post offices can meet only a part of the demand for fi-
nancial services. Postal savings banks can be an effi-
cient way to provide savings, payment, and money
transfer facilities to rural populations but they do
not extend credit. Therefore, their role can at best
be complementary to other full-service financial in-
stitutions.

Agricultural development banks can transform into
broad-based rural financial institutions—but examples
are few and far between. For many years, govern-
ment-owned agricultural development banks were
the institution of choice for rural finance. Their
credit-only, subsidized approach, often acting as
agents for lines of credit, proved unsustainable: re-
payment rates were low and poorer people rarely
benefited. Many of these banks have been liqui-
dated, while others have been restructured to re-
spond to the new, liberalized market situation.

Some of these transformed banks have success-
fully turned themselves into broad-based rural fi-
nancial institutions. For example, the Agricultural
Bank of Mongolia privatized and renamed Khan
Bank provides services to rural populations
throughout Mongolia and indeed is the sole
provider in most cases.

Commercial banks reach significant rural population
only in very few countries. In the past, commercial
banks have been encouraged—or even obliged—to
open rural branches and to run smallholder lend-
ing programs. The encouragement has diminished
with liberalization, and many banks have closed
down smallholder lending and reduced their rural
branch network. Nonetheless, in some countries
such as India and Indonesia, public commercial
banks play a major role in providing rural financial
services.

Community-based financial organizations can reach
the poorest and can be complementary to financial coop-
eratives. Community-based financial organizations,
such as self-help groups in India and village sav-
ings and loan associations in Africa, are beginning
to demonstrate that they can provide viable finan-
cial services to large numbers of poor people who
live in sparsely populated rural areas. In India, ver-
tically integrated networks of self-help groups
linked to banks are now providing financial ser-

vices to hundreds of thousands of poor women
who previously had no access to financial services.
Essentially, these organizations practice a very
simple form of cooperative banking, and there is
clearly scope for synergy to improve financial co-
operative outreach and to scale up the groups’ ac-
cess to services.

Summary. None of the institutional types men-
tioned above should be ignored when promoting
increased access to financial services in rural areas.
Several of them can, under the right circumstances,
be complementary to the development of financial
cooperatives.

Since the unmet demand for financial services in
rural areas is large in most developing countries,
there is plenty of scope for expansion of all organi-
zations that have a mandate or interest in serving
rural areas and have products, processes, and sys-
tems that allow them to do so sustainably.

METHODOLOGY AND
ORGANIZATION OF THE REPORT
This report is based on a major review exercise or-
ganized by ARD in 2004–2006 that comprised four
regional conferences and four in-depth case studies.

The four regional conferences—on the theme
Strengthening Financial Cooperatives—were orga-
nized between March 2004 and June 2005 in:
Bagamoyo, Tanzania; Baku, Azerbaijan; Recife,
Brazil; and Washington DC. Over 200 rural finance
specialists took part. The objective was to create a
forum for key stakeholders of financial coopera-
tives and for resource persons from the interna-
tional network to share experiences and ideas
about how to sustainably expand the outreach of fi-
nancial cooperatives.9

In addition, ARD commissioned case studies on
well-established financial cooperative networks in
four countries. The selection criteria for the case
study countries (Box 1) were designed to ensure
that substantive lessons could be drawn. Based on
these criteria, Burkina Faso, Brazil, Sri Lanka, and
Kenya were purposively selected, field work was
carried out, and the cases were written up.10
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Drawing on the wealth of knowledge and in-
sights generated from these exercises, this report
first identifies the unique characteristics of coop-
eratives in general and financial cooperatives in
particular, as well as their histories (Chapter 2).
Chapter 3 summarizes the lessons from the case
studies. Chapter 4 focuses on legal and regulatory
issues and a supervision framework. Key issues
for building good governance and the business

basis in support of improved outreach and sus-
tainability are discussed in Chapter 5 and 6. The
final chapters first review cross-cutting issues and
the experience of external support for develop-
ment of financial cooperatives and then discuss
how and when to intervene, and entry points for
donor support. The report concludes with a sum-
mary of key lessons and a discussion of how to
move forward to action.

Introduction 5

Box 1: Criteria for the Selection of the Case Study Countries and Networks

• The scale of operations of financial cooperatives
had to be substantial, with a broad range of prod-
ucts and services, and with a large rural outreach.

• The country had to have a mature federated or
network structure with a substantial number of
member institutions in rural areas.

• The financial cooperatives have been function-
ing for a relatively long period of time.

• The financial cooperatives should be operating
without explicit government subsidies.

Source: Authors.
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COOPERATIVES: A BRIEF INTRODUCTION
Originating in Europe, the cooperative model has been successfully trans-
planted to many developing countries. Cooperatives originated in
Europe during the 19th century as mutual self-help organizations for
poor people. In England, the “Rochdale Pioneers” established con-
sumer cooperatives on principles that are still broadly adopted by co-
operatives today.

The cooperative model was first taken to the developing world
when Sir Frederick Nicholson, the “father of Indian cooperatives”,
adapted the model to the Indian situation. Many cooperative sectors
in developing countries followed.

Where governments tended to play a larger role. In contrast to the au-
tonomy and self-reliance that characterized the early cooperative sec-
tor in Europe, cooperatives in developing countries were often
promoted and closely regulated by governments which saw them as
instruments of both control and development. Many cooperative sys-
tems became dependent on monopoly situations: many were little
more than distribution channels for state-subsidized inputs or mo-
nopoly marketing agents for crops. Often they were dependent on
various forms of subsidies, and they were open to manipulation and
corruption.

The liberalization of the 1980s and 1990s forced a move back towards
more autonomy for cooperatives. In many countries, this controlling and
protectionist approach persisted after independence, and even inten-
sified where centralizing or socialist governments ruled. However,
the economic and political liberalization of the 1980s and 1990s cre-
ated serious challenges. Cooperatives in developing countries were
ill-prepared, and some failed. As a result, cooperative laws were
rewritten in many countries to recognize that cooperatives are pri-
vate, self-help organizations belonging to their members, and to re-
duce the power of the government to intervene. In many countries,
governments transferred their former support functions to the coop-
erative sector.

Cooperative law in most countries now reflects the basic cooperative prin-
ciples. In most countries where cooperatives operate, the law reflects
most or all of the principles codified by the International Cooperative
Alliance (Box 2). Laws also recognize cooperatives as businesses, 
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licensing them to act as commercial enterprises,
able to retain their surpluses and to build up their
capital base to a level that enables them to compete
in a market-oriented economy.

FINANCIAL COOPERATIVES:
THEIR ORIGINS AND
DEVELOPMENT
Financial cooperatives originated as local savings and
loan organizations in developed countries, where they
have matured into nationwide financial institutions.
The first financial cooperatives were agricultural
credit cooperatives set up in Germany under the
guidance of Friedrich Raiffeisen, initially in re-
sponse to the potato blight of 1848.11 Their original
purpose was to provide small loans to poor farm-
ers or small entrepreneurs. From these humble be-
ginnings, financial cooperatives in Europe and
parts of North America have progressed steadily
from village-based organizations to full-scale

banks. In most developed countries, these banks
are now under central bank supervision and are
full-fledged participants in financial markets, pro-
viding a wide range of financial services.
Cooperative banks are especially strong in collect-
ing savings, which are the principal source of their
funds for lending operations. In some countries
they manage 20–40 percent of the funds in the de-
posit market (i.e., Germany, Netherlands, Ireland,
and Finland).

Cooperative banks in developed countries are
nearly always federated under an apex bank such
as DZ Bank in Germany, Rabobank in the
Netherlands, Crédit Agricole in France, and
Desjardins in Canada. These mature cooperative
banks belong to the International Cooperative
Banking Association, based in Switzerland.
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11 For more about the origins and early history of financial 
cooperatives (and of cooperatives in general), see Annex II.

Box 2: Cooperative Principles

1. Voluntary and open membership. Cooperatives
are voluntary organizations, open to all persons
able to use their services and willing to accept
the responsibilities of membership, without dis-
crimination based on gender, social, racial, po-
litical, or religious affiliation.

2. Democratic member control. Cooperatives are
democratic organizations controlled by their
members, who actively participate in setting
their policies and making decisions. Elected rep-
resentatives are accountable to the membership.
Members have equal voting rights (one-member,
one-vote).

3. Member economic participation. Members con-
tribute equally to and democratically control the
capital of their cooperative.

4. Autonomy and independence. Cooperatives are
autonomous, self-help organizations controlled
by their members. If they enter into agreements
with other organizations, including govern-

ments, or raise capital from external sources,
they do so on terms that ensure democratic con-
trol by their members and maintain their cooper-
ative autonomy.

5. Education, training, and information.
Cooperatives provide education and training for
their members, elected representatives, man-
agers, and employees so they can contribute ef-
fectively to the development of their
cooperatives. They inform the general public—
particularly young people and opinion leaders—
about the nature and benefits of cooperation.

6. Cooperation among cooperatives. Cooperatives
serve their members and strengthen the coopera-
tive sector by working together through local,
national, regional, and international structures.

7. Concern for community. Cooperatives work for
the sustainable development of their communi-
ties through policies approved by their members.

Source: Authors.



In the developing world, the origins and development
path of financial cooperatives parallel those in developed
countries. Primary-level financial cooperatives typ-
ically start as small organizations, based in a village
or workplace. In the beginning, they are usually
managed by members on a voluntary, part-time
basis, and provide only savings and loan basic
products. Lending is financed by the pool of mem-
bers’ savings. The organization is registered as a
cooperative, is owned by its members, and follows
a one-member, one-vote principle. The members’
liability is limited to the value of their shares. The
financial cooperative may also be subject to a vol-
untary or statutory code regulating the governance
and management of financial cooperatives in the
country.

As membership expands and the business grows,
the financial cooperative may take on salaried man-
agers and staff. The financial cooperative at this
stage may follow several growth strategies:

• Enlarge the membership criteria beyond the
village or work place.

• Move away from “closed”, members-only
status, to open its services to non-members.

• Join a higher-level network—a union, federa-
tion, or a cooperative bank—in order to bene-
fit from common services and access to
additional financial resources.

• Extend the range of products and services,
with mature financial cooperatives often of-

fering a very wide range of products, both fi-
nancial and non-financial.

However, financial cooperatives in different countries
follow different paths and rates of development. Financial
cooperatives may range from informal village-based
savings and loan organizations to semi-formal 
financial cooperatives, right up to large credit
unions and formal cooperative banks. The path and
pace of growth varies across countries. For example,
India, Brazil, and Kenya have large financial coop-
erative sectors. While the growth in India and Kenya
was led primarily by the government, in Brazil
growth was primarily led by federations. The level
of integration of the sectors also varies. For example,
the Kenyan and Sri Lankan financial cooperative
sectors are much less integrated than those in Brazil
and Burkina Faso.

Credit unions are essentially financial cooperatives
that emerged from work places. A credit union is a
closed institution offering services only to its mem-
bers who have a common bond—typically a place
of employment or profession.

Financial cooperatives have national and global al-
liances. Financial cooperatives belong through
their national organizations to one or more inter-
national alliances. These international institutions
(Box 3) report membership of national organiza-
tions with over 950,000 financial cooperatives and
credit unions, and a staggering 636 million mem-
bers worldwide.
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Box 3: The International Financial Cooperative Sector and Support Structures

At the international level, there are two global organi-
zations with different functions which represent finan-
cial cooperatives: the International Cooperative
Banking Association (ICBA) and the International
Raiffeisen Union (IRU). ICBA provides and promotes
technical cooperation, whereas the IRU is an advo-
cacy organization dedicated to maintaining and
spreading the financial cooperative spirit and reputa-
tion. IRU has member organizations from 100 coun-
tries, nearly all of them national federations or banks,

and represents 900,000 financial cooperative societies
and 500 million individual members.

Credit unions subscribe to the World Council of
Credit Unions (WOCCU), which represents more than
43,000 credit unions and through them 136 million
individual members.

The international apex organization for all types of
cooperatives is the International Cooperative Alliance
(ICA), which has 226 member organizations from 91
countries, representing more than 800 million individ-
ual cooperative members.

Source: Authors.



SPECIAL RELEVANCE OF
FINANCIAL COOPERATIVES 
TO RURAL AREAS
Providing financial services in rural areas is chal-
lenging for several reasons. Costs are high, the
risks are great, and the overall returns low and un-
certain. Over the last 100 years, financial coopera-
tives in many countries have demonstrated the
ability to achieve a broad outreach in rural areas.
Three characteristics of financial cooperatives have
marked the growth of financial cooperatives as
rural finance providers in developed countries.
Although these characteristics are not applicable to
the history of financial cooperatives in many de-
veloping countries—where they were set up by
governments and used as channels to provide rural
credit—the characteristics remain relevant to ini-
tiatives that seek to revitalize and strengthen fi-
nancial cooperatives as rural finance providers.

Financial cooperatives grew in response to a felt need,
and their capacity developed along with their services.
Cooperatives are locally established by members
for members. By definition, their services corre-
spond to members’ expressed needs and the range
of services and financial volume expands as a di-
rect function of performance. Good performance
stimulates demand, deposits finance products,
management skills develop, and the cooperative
and its capacity grow step by step.

Financial cooperatives have a business model which
is anchored in their characteristics as locally-based,
member-owned organizations. Credit discipline
comes from the fact that their financial resources
depend, at least initially, on member savings. The
need for a savings first approach imposes disci-

pline on members to develop sound financial
habits. It also creates a culture of responsibility and
prudence throughout the institution, based on the
knowledge that resources belong to the members
and not, for example, to the government.

Costs are typically lower than those for com-
mercial banks. Salaries are modest and monitored
by members. Premises are simple. Profits are usu-
ally tax exempt. Deposit rates are usually low.
Margins reflect objectives of mutual self-help and
institutional sustainability rather than profit maxi-
mization.

Risks are also typically lower than for commer-
cial banks. Most or all borrowers are member
shareholders, whose financial history, enterprise,
and character are usually well known to the credit
committee. The savings first approach will usually
have established financial discipline, and a bal-
ancing deposit account, and the payment of re-
ceipts into the cooperative account, will usually be
required. In case of difficulty, mutual solidarity
and peer pressure will make repayment a social
obligation.

Financial cooperatives are private organizations es-
tablished by people for their own benefit and based on an
institutional model that has evolved over the years which
embodies long experience of success. The institutional
model is “bottom up”, based on grass roots initia-
tives. Rural people can acquire this model and
adapt it to their purposes at very low cost, and often
with support from a local, national, or international
agency that will help with institutional develop-
ment. This avoids costly trial and error. As financial
cooperatives grow, they usually federate at regional
and, ultimately, at national levels, and so represent
an important private sector economic force.
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This chapter gives a brief summary of the four case studies commis-
sioned as background studies for this report. As was mentioned in
section 1.3, these countries were selected because they had financial
cooperatives that: have been in operation for a relatively long time;
have substantial operations with a broad range of services; have a
large rural outreach; are part of mature network; and do not receive
explicit subsidies from the government. A caveat in drawing conclu-
sions from the cases: all data reported in the cases are self-reported.
Wherever some changes have been made to the data provided by the
institutions, they have been to correct for totaling. No adjustments
have been made to financial statements. Table 2 gives select economic
development indicators for these countries. Indicators for South
Korea and the United States (USA) are included for comparison with
more developed countries.

BURKINA FASO
One of the poorest countries in the world, with low and erratic rain-
fall and scant natural resources, Burkina Faso has almost half (46 per-
cent) of its population below the poverty line. Banking services are
very limited outside towns, and only half of the country’s provinces
(23 out of 45) have any bank branch at all.

Financial cooperative sector has achieved remarkable outreach in
a very difficult environment. The Réseau de Caisses Populaires du
Burkina (RCPB) is by far the most important financial intermediary
in the rural sector, especially for poor people (Box 4). There are four
regional unions, which have a network of 124 independent caisses
populaires in the country, spread over 32 of Burkina Faso’s 45
provinces. The total number of members and clients at the end of 2005
was 430,000, approximately one-fifth of Burkina Faso’s 2.3 million
families.

RCPB has developed women’s solidarity groups to increase its outreach.
Despite its substantial outreach, RCPB is still concerned that it has too
little penetration in rural areas—most of the country’s 8,000 villages
have no close access to a caisse populaire or to any other formal or
semi-formal financial institution. RCPB has therefore developed two
innovations to expand its outreach into less populated areas.

First since 1990, RCPB has been adding small, village-based
women’s solidarity groups. The groups are linked to the closest caisse
populaire, which also organizes education and training for the

Lessons from 
Four Cases3



women, especially in health care. Subsequently,
the caisse populaire provide small loans to these
solidarity groups, thus extending outreach sub-
stantially. Some 3,215 village solidarity groups
were granted loans in 2005.

A second popular innovation has been the establish-
ment in rural areas of small service points. In many
cases, a community has asked to get a caisse popu-
laire in its area but a feasibility study has shown
that this would not be financially viable. Instead,
RCPB helps the closest caisse populaire open a
“service point” in the interested community to pro-
vide basic savings and credit services. In this way,
RCPB reaches the widely-dispersed population
without the high cost and risk of setting up a new
caisse populaire.

A wide range of products and services are provided.
Despite the poverty of the country, a surprisingly
wide range of financial services are available in
typical caisses populaires, including a large number
of savings products (sight and term deposits, sav-
ings from salary, special savings accounts for edu-
cation, funerals, retirement, etc.). Loan products
are equally diverse, including salary advances and
social loans (for marriages, funerals, etc.); loans for
furniture, transport, and housing; agricultural
loans for farm inputs, equipment and labor; and
commercial credit including loans for inventory,
prefinancing of produce, and equipment pur-
chases. Other financial services offered include
salary transfers to home area and check cashing. In

addition, RCPB offers advisory services through
subsidiary firms, including evaluation of commer-
cial projects.

Low lending interest rates have left many rural finan-
cial cooperatives insolvent and make RCPB’s finances
vulnerable. As a network, the RCPB is profitable. Its
surplus grew from FCFA 659 million (US$1.3 mil-
lion) in 2002 to FCFA 1.2 billion (US$2.3 million) in
2005. Rural caisses populaires as a group have shown
an improving trend in profitability, reducing losses
from 2002 to 2004, and becoming profitable in 2005.
However, less than half of the rural caisses popu-
laires were solvent. The combined accumulated
deficit in the insolvent caisses in 2005 was FCFA 710
million ((US$1.4 million). Interest rates and yields
are too low—the interest rate for most types of loan
is only 10 percent on a declining basis and actual
gross yield is only 7 percent on the total portfolio—
to cover all risks and costs.

This constrains increases in rural outreach. Low
spreads and inadequate risk premia inevitably
make the cooperatives reluctant to expand out-
reach to a riskier clientele.

Summary. RCPB is a profitable network offering
a solid range of products and reaching a large rural
population, including many poor people. The co-
operatives are extending their outreach through in-
novative mechanisms, linking to women’s groups
and opening informal service points. However,
further outreach is constrained by losses in many
rural cooperatives, caused primarily by reluctance
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Table 2: Case Countries—Select Economic Development Indicators

Poverty 
Human Life Head-count Agriculture 

Estimated Development expectancy GDP Ratio Rural Value 
Population Index Rank (out at birth, per capita (% below Population Added 
(million) of 177 countries) total (years) (PPP, US$) US$1 PPP) (%) (% of GDP) 

Country 2005 2003 2004 2005 2004 2005 2005

Brazil 186.40 63 (0.792) 71 8,730 8 16 10
Sri Lanka 19.58 93 (0.751) 74 4,569 6 85 17
Kenya 34.26 154 (0.474) 48 1,165 23* 79 27
Burkina Faso 13.23 175 (0.317) 48 1,222 27 82 31
South Korea 48.29 28 (0.90) 77 21,868 19 4
USA 296.50 10 (0.94) 77 41,854 20 1

* 1997
Source: World Bank 2006, UNDP 2006.



to charge higher interest rates that cover all costs
and risks involved in rural lending.

BRAZIL
Brazil, the largest country in South America, is a
middle-income country but with very wide income
disparities. The banking sector is large and sophis-
ticated, yet outreach is limited: only one-third of
adult Brazilians have a bank account. Financial co-
operatives have only 6 percent of the rural financial
market in money terms but serve over a quarter of
the rural population and are growing fast among
poorer Brazilians who do not otherwise have ac-
cess to financial services.

Commercial banks and subsidized rural finance pro-
grams are major providers of credit in rural areas. The
main financial actors in rural areas are: the federal
bank Banco do Brasil; the private bank Bradesco; a
variety of regional development financial institu-
tions; and financial cooperatives. Government sub-
sidizes rural credit and channels it through public
financial institutions, either directly or by an on-
lending agreement with private entities. A separate
subsidized government program, Programa
Nacional de Fortalecimento da Agricultura Familia
(PRONAF), provides credit to small agricultural
producers.

More than a quarter of rural households access finan-
cial cooperative services. Financial cooperatives’ vol-
ume of rural lending accounts for only 6.2 percent of
total financing but is relatively important in terms of
outreach. Of the five financial cooperative networks,
the largest are the Sistema de Cooperativas de
Crédito do Brasil (SICOOB), with 1.2 million mem-
bers and SICREDI, with about 1 million members.
The three others have fewer than 200,000 members
together and limited rural outreach. The
Cooperative Bank estimates that about half of the
memberships in these cooperative networks are
rural. Thus, about 27 percent of the 4.1 million rural
households in Brazil benefit from cooperative finan-
cial services.

The case studied—SICREDI—is a large and fast
growing network. SICREDI was selected for the case
study because it is rapidly expanding its outreach
and about half of its members are from rural areas
(Box 5). One-third of its individual members are
women, and women are also often the joint owners
of savings and loan accounts. In the rural areas,
SICREDI’s main competitor is Banco do Brasil,
which is often the only other financial services
provider.

It is a highly integrated network. Financial cooper-
atives that are part of the SICREDI network are
horizontally and vertically integrated. The cooper-
atives are responsible for each other’s operating re-
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Box 4: Cooperative Financial Institutions in Burkina Faso

• There are three major networks of financial co-
operatives in Burkina Faso, with a total of 276
offices.

• The largest of the networks is the RCPB. It has a
federated structure, with the Féderation de
Caisses Populaires du Burkina (FCPB) at the na-
tional level, regional unions, and FCPB branches
(Antennes techniques) at the regional level, and
124 local financial cooperatives (caisses popu-
laires) at the local level.

• The caisses populaires have 430,000 individual
members, representing about one-fifth of the
country’s 2.3 million families. Membership is

open to all persons living within the area of a
caisse populaire.

• The RCPB network is profitable as a whole.
• Financial cooperatives are regulated under a law

called PARMEC that is common to most
Francophone countries in West Africa.

• By law, financial cooperatives within the West
African Monetary Union, which includes Burkina
Faso, are supervised by the Banque des Etats de
l’Afrique de l’Ouest and by the monitoring units
of the ministries of finance in each member coun-
try. In practice, the supervision in Burkina Faso
has been undertaken mostly by FCPB.

Source: Aeschliman 2007.



sults and must absorb losses in any cooperatives in
the network. Operational manuals are elaborated
by the apex institutions and enforced by the
Centrals. Administrative processes, credit policies,
auditing procedures, human resource and renu-
meration policies, and product offerings are stan-
dardized across the cooperatives. A key feature
that makes such standardization possible is the net-
worked Management Information System.

As a result, its range of products is very broad. SI-
CREDI offers a remarkably broad range of prod-
ucts and services, similar to that obtainable
through banks, including some 64 loan products,
11 savings products, and 22 insurance products. If
all the variations are counted, SICREDI has close to
160 products. Not all these products are available
everywhere but a typical primary savings and
credit society in the SICREDI network might offer:
a variety of savings products, including passbook
savings and time deposits; up to 28 forms of credit;
and many non-banking products, including basic
forms of life assurance, car and accident insurance,
property and equipment insurance, and several
forms of agriculture insurance (hail damage, crop
failure). Outreach is enhanced by offering deposit
facilities to informal rotating savings and credit
clubs. In addition, a primary cooperative could also
offer access to mutual investment funds through

the regional unions and the Cooperative Bank.
Other services include facilities for check cashing,
salary transfers to home area, access to credit cards,
and foreign exchange services.

The SICREDI cooperatives have maintained a very
satisfactory financial and operating performance over the
past five years. Savings interest rates are slightly
above the market rates and lending interest rates are
slightly less than those practiced by banks because
of the lower costs and risks and lower profit targets
that characterize financial cooperatives. However,
the network’s policy is not to emphasize low inter-
est rates or fees in order to gain new members but
rather to present this aspect as just one of the many
advantages of member-owned cooperatives.

The strong balance sheet is an excellent basis for fur-
ther growth and rural outreach. Profits for the global
network have grown steadily over the past five
years (Box 5).12 Profits are distributed inside the
system: 50 percent is added to the members’
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Box 5: The SICREDI Financial Cooperatives

The SICREDI financial cooperatives have a vertically
integrated structure that includes:

• At the base level, 130 primary savings and credit
cooperatives, with 890 branch offices and ser-
vice points.

• At the secondary level, five “Centrals” (regional
unions), owned by the primary cooperatives.
The Centrals have branches for groups of two or
more primary cooperatives.

• At the tertiary level, a Confederation and a
Cooperative Bank, owned by the Centrals and
primary cooperatives.

• Individual membership at the base level of more
than 1 million in 2006.

• A democratically constituted General Assembly
as the highest decision-making body at all levels.

• Since 2005, supervision of all financial coopera-
tives and all non-bank financial institutions by a
specialized department within the Central Bank—
Departamento de Supervisão de Cooperativas
(DESUC)—and in the case of primary coopera-
tives, auxiliary supervision by the Centrals.

The SICREDI cooperatives have maintained a very
satisfactory financial and operating performance over
the past five years. The profits for the network as a
whole have grown steadily from R$61.2 million (US$
29.9 million) in 2001 to R$149.4 million (US$ 72.9
million) in 2005.

Source: Brusky 2007.

12 SICREDI has been profitable despite PRONAF, the publicly
subsidized credit program, being the source for three-fourths
of rural credit provided by its member financial coopera-
tives. There seems to be adequate mark-up available on these
funds. SICREDI management estimates profitability on these
loans to be around 3–5 percent. No analysis was done of the
broader effect of these subsidies on the rural finance market.



shares; 45 percent goes to reserves; and 5 percent to
a technical assistance and educational fund. The
portfolio quality of the network as a whole is ex-
cellent, with default rates at less than 1 percent. The
network’s financial strength would allow it to fi-
nance further increased rural outreach.

Summary. Brazil’s financial cooperatives have
considerable outreach, serving over one-quarter of
rural households. Nearly half the financial coopera-
tives in the SICREDI network, with nearly half of the
total membership, are in rural areas. Yet the network
is fully profitable with a high quality portfolio, of-
fering a very large range of financial and other prod-
ucts. Low costs and risks and lower profit
expectations keep services priced below those of
competitors. The sound financial situation has per-
mitted rapid expansion in rural areas and should
permit SICREDI to increase its outreach further.
Links to rotating savings and credit groups are one
entry point for expanding the membership base.

SRI LANKA
Although incomes in Sri Lanka are the highest in
South Asia, almost one-quarter of the population
live below the poverty line. The country is densely
populated, with almost three-quarters of the pop-

ulation living in rural areas. Literacy rates are
very high.

Over three-quarters of Sri Lankans have access to
basic financial services, but the range of products is very
limited. State banks dominate the commercial bank-
ing sector and one—Ceylon Bank—has branched
out into rural lending using a Grameen Bank ap-
proach. There are many other institutions involved
in rural finance, including the multipurpose coop-
eratives, many of which have rural finance
branches. As a result of this extensive rural finan-
cial outreach, over three-quarters of Sri Lankan
households, excluding those in conflict-affected
areas, have access to some form of savings account
and short-term credit. However, the range of fi-
nancial services to which these households, espe-
cially poorer households, have access is limited.

The Sanasa network has the largest rural outreach
among all financial institutions. The Sanasa network of
financial cooperatives (Box 6), with its 8,840 primary
societies (PTCCS) located throughout Sri Lanka, has
the largest rural outreach of all financial institutions
in the country, serving about 20 percent of the pop-
ulation. The only financial service provider with a
larger outreach is Samurthi, the government’s social
welfare program that provides credit to households
that receive welfare payments.
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Box 6: Sanasa Cooperatives in Sri Lanka

• The Sanasa sector, an organization that dates
from 1906, is based on independent Primary
Thrift and Credit Cooperative Societies (PTCCS)
at the field level.

• The secondary- and tertiary-level structures con-
sist of 25 district unions, a national federation
and five companies, of which the Sanasa
Development Bank Ltd. (SDBL) and the Sanasa
Insurance Company are the most successful.

• The others are the Sanasa Educational Campus,
the Sanasa Engineering and Development
Company (SEDCO), and the Sanasa Producer
Consumer Alliance (SANEEPA).

• The Sanasa sector has 8,840 PTCCS and a total
individual membership of 855,000, of whom 58
percent are women.

• The PTCCS are supervised by the Ministry of
Cooperatives. Although the Sanasa structure is
nominally vertically integrated, the federation
and district unions are not permitted to supervise
the PTCCS due to their “independence” (This in-
dependence is doubtful, because the Ministry of
Cooperatives can intervene at any time).

• The cooperative bank, SDBL, is licensed and su-
pervised by the Sri Lankan Central Bank.

• There are no consolidated statistics available on
the financial performance of the PTCCS, but
consolidated past due loans total 23.5 percent of
the portfolio in 2004.

• The SDBL and the Sanasa Insurance Company
are profitable, whereas the other companies
owned by the sector make small losses.

Source: Owen 2007b.



The vast majority—an estimated 90 percent—of
PTCCS operate at the village level and they are pre-
sent in all of Sri Lanka’s 27 districts. Sanasa’s
855,000 members are largely middle- to low-in-
come entrepreneurs, farmers, workers, and civil
servants from all ethnic communities. Some 58 per-
cent of members are women.

The range of products available can be very broad.
The Sanasa cooperatives offer a range of banking
and other financial and non-financial services.
Financial services available in a typical PTCCS in-
clude: savings and fixed deposit accounts; con-
sumer loans; social loans (for marriage, funerals,
etc.); micro loans (for salary advances, furniture,
transport, etc.); and agricultural loans (credit for
equipment and labor). The PTCCS also offer loans
to community organizations for rural infrastruc-
ture, such as solar energy, biogas, and sanitation.
Non-financial services are available on an agency
basis, including life insurance, loan insurance, and
vehicle and property insurance. Some PTCCS also
offer other revenue-raising services such as post of-
fice and phone services.

But two-thirds of financial cooperatives remain very
small and offer very limited services. Despite this wide
range of potential offerings, two-thirds of the pri-
mary-level financial cooperatives are very small,
have no paid staff, and offer no financial products
other than the basic savings and credit accounts.

Beyond these services, Sanasa also functions as
a social institution. PTCCS are involved in com-
munity activities such as transportation; farm
input supply and marketing of produce;
preschools; welfare services; and children’s clubs.

Despite the success in extending rural outreach in a
competitive market, there are signs of major financial
problems in the network. A major weakness is the ab-
sence of a standardized accounting and reporting
framework, and a centralized system of collecting
and consolidating financial information. As a result,
it is not possible to correctly estimate the financial
health of the network. Nevertheless, even going by
the consolidation of the self-reported figures of
overdue loans, 23.5 percent overdue loans suggests
that many basic societies are in trouble. The prob-
lems are reflected at the level of the district unions,
where 7 of the 25 unions are dormant because of fi-
nancial problems. As a result, the PTCCS do not
have access to union services and may lose the cap-
ital invested in the unions. Some of the active

unions also have a problem with overdues on loans
they have made to the PTCCS. If the loans are not
repaid, the union—and its cooperative members—
will lose both principal and interest.

At the apex level, the Sanasa Federation, relying
on membership fees and charges for its services,
has been running at a small loss during each the
past five years—LKR163,000 in 2005 (US$1,680).

By contrast the Sanasa Development Bank Ltd.
(SDBL) has been regularly profitable. The bank,
owned by over 3700 Sanasa cooperatives, 25 dis-
trict unions, and the federation, recorded its high-
est-ever pretax profit in 2005—LKR58.6 million
(US$600,000). The bank declared a 12 percent divi-
dend for the year. SDBL is operated as a commer-
cial bank and does not use its funds to increase the
outreach of the Sanasa network or recapitalize po-
tentially failing PTCCS.

Regulation and supervision are weak and constrain
the network’s development. Under Sri Lankan coop-
erative law, government, through its departments
of cooperation, plays a predominant role in super-
vising and “assisting” the primary financial coop-
eratives. However, the cooperative department
staff do not have the financial regulation skills
needed.

In addition, government regulation does not
permit financial cooperatives to develop in line
with demand by expanding membership, merging,
or broadening their product range. As a result, the
financial cooperatives cannot grow and this is a key
reason that most primary financial cooperatives
have remained very small and offer few services.

Summary. The Sanasa network has achieved
very high rural outreach, serving over 20 percent of
the population, almost two-thirds of them women.
However, with one-quarter of loans overdue, some
unions failing, and with some financial coopera-
tives unable to repay loans they have received from
their union, there are problems of profitability and
viability that threaten outreach and sustainability.
The principal factors behind this vulnerability ap-
pear to be the regulations which constrain normal
growth of the financial cooperative sector, exces-
sive government control in supervising the pri-
mary financial cooperatives, and weak integration
of the system. The cooperative bank has proved
able to maintain its independence and profitability
despite the financial troubles of its owners.
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KENYA
Kenya’s population is predominantly (80 percent)
rural, and three-quarters of the country’s poor live
in rural areas. The country has a long history of co-
operative development, and in 2003 recreated its
Ministry of Cooperative Development and
Marketing (MoCDM), a sign of commitment to co-
operative development as a key mechanism in
wealth and employment creation. MFIs are also
growing fast, and now have 2 million savers,
largely in urban areas.

Kenya’s financial cooperatives have a very broad
rural outreach. The financial cooperatives (SACCOs
and the Cooperative Bank of Kenya) reach 2.3 mil-
lion clients and are important in both rural and
urban areas (Box 7). With membership of rural
SACCOs growing from 500,000 in 1975 to 1.2 mil-
lion in 2005, SACCOs have been an important fac-
tor in Kenya’s rural development, serving some 30
percent of the 4 million rural families.

Recent regulatory changes have allowed them to open
to a wider clientele. For about three decades, the
SACCOs were “closed” cooperatives, dealing only
with their members, who also had to be active
members of a marketing cooperative for a specific
crop or product. Many SACCOs still offer a limited
product range to members only, but larger
SACCOs have now opened their doors to non-
member clients and to families engaged in occupa-
tions other than farming.

SACCOs broaden the range of products offered.
These larger SACCOs have further increased out-
reach by establishing 45 Front Offices Service
Activities (FOSAs), which are licensed to provide a
broad range of financial services to members and
non-members alike. Larger SACCOs started to es-
tablish FOSAs during the economic liberalization
period in the 1990s at a time when formal banks
were withdrawing from less profitable towns and
villages. The FOSAs were able to attract local bank
customers left without financial services.

The smaller SACCOs do not have these FOSAs
with their broader services. They still deal essen-
tially with their traditional membership, calling
their offices BOSAs for Back-Office Service
Activities. The larger SACCOs maintains both
BOSAs, offering limited savings and loan services
to members only, and a FOSA offering a wider
product range to members and non-members.

Outreach has been further increased by links to in-
formal savings groups. A further innovation to in-
crease outreach has been that some SACCOs also
act as savings and loan centers for informal village
groups, thus reaching deeper into rural areas with-
out the high overhead costs of establishing full
branch offices. Thus, the SACCOs keep deposits
safe for various self-help groups (for example,
harambee groups) and community-based organi-
zations, such as rotating savings and credit associ-
ations (ROSCAs) and accumulating savings and
credit associations (ASCAs). As confidence grows,
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Box 7: Savings and Credit Cooperatives in Kenya

• Kenyan Savings and Credit Cooperative
Societies (SACCOs) comprise Raiffeisen-type
rural SACCOs and credit union-type urban
SACCOs.

• Both types of SACCOs are affiliated to the
Kenya Union of Savings and Credit
Cooperatives (KUSCCO), which has 1,766
member cooperatives.

• 45 rural SACCOs are members of Kenya Rural
Savings and Credit Cooperative Societies
Union (KERUSSU).

• Nearly 1,000 SACCOs are not affiliated to any
national union, but some of them may be cus-
tomers of the Cooperative Bank of Kenya Ltd.,
which is the fourth largest bank in Kenya.

• The total individual membership of SACCOs is
about 2.5 million.

• Financial cooperatives are regulated and su-
pervised by the MoCDM. The unions have no
delegated or auxiliary supervision role but see
themselves as service agencies for their
SACCO members.

Source: Owen 2007a.



loans are provided to groups for onlending to their
members and may also be granted to individual
group members.

The financial cooperatives offer a very wide range of at-
tractive products. Rural SACCOs that have FOSAs
provide most of the same products that banks do (or
more), often in collaboration with the Cooperative
Bank of Kenya, including a wide variety of savings
products and consumer loans, working capital
credit, salary and crop advances, development loans
(for business or farming activities, solar panels,
water tanks and biogas), investment loans, emer-
gency/express loans (for instance, for families with
HIV/AIDS patients), loans for school fees and sev-
eral other purposes. Some SACCOs also provide
housing loans to members through the KUSCCO
Housing Fund. Members can also apply through
their SACCO for project financing from the
Cooperative Bank.

Other special services provided include check
cashing and purchase of banker’s checks, money
transfer, and access to ATMs. Outreach is further
extended by bringing services closer to members,
both by mobile banking services in areas not cov-
ered by branches, and by setting up “payment
points”, usually at marketing cooperatives, where
members can receive their salaries and pensions
and farmers can receive their crop payments.

SACCOs have grown steadily and with good overall
financial performance. The growth of the SACCOs
has been impressive: during the period 2000–2004
the share capital and savings increased from the
equivalent of US$532 million to US$1.2 billion, and
outstanding loans from US$498 million to US$1.0
billion. In 2005, reserves totaled US$60.1 million,
equivalent to a 6 percent solvency ratio, suggesting
an overall satisfactory financial position.

The regulatory framework may not ensure prudent fi-
nancial management. The lack of a regulatory and su-
pervisory framework that is appropriate for
financial cooperatives is a concern, and makes diffi-
cult the accurate estimation of the financial health of
the sector. Provisions for non-performing loans may
be inadequate and the regulatory framework has
failed to prevent some large SACCOs from over-in-
vesting in non-liquid commercial property assets.

The Cooperative Bank of Kenya—which is ma-
jority-owned by the financial cooperatives and
their unions, and regulated and supervised by the
Central Bank—is profitable and has been able to
expand its network prudently during the past
years. It is now successfully expanding its services
beyond the SACCOs.

Many SACCOs can continue expansion, but some
are nearing the saturation point. The generally sound
finances and the growing range of products pro-
vide a sound base for further outreach. However,
some SACCOs may be constrained by a shaky bal-
ance sheet. Others may be near to the saturation
point in their areas.

Summary. Financial cooperatives, backed by the
cooperative bank, reach 40 percent of the rural pop-
ulation with a broad range of products. Financial
cooperatives have increased outreach by opening
up services to non-members, by linking to informal
savings groups, and by running mobile banking
services and “payment points”. Nevertheless, the
regulatory framework—which is sanctioned and
supervised by government—may be inadequate to
ensure sound balance sheets. Prospects for increas-
ing outreach are generally good, but some financial
cooperatives may be constrained by a weak finan-
cial situation, and some may find their market is
saturated.
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There is nothing that is ‘rural’ about the legal framework of financial coop-
eratives, and their regulations, and supervision.

Both urban and rural financial cooperatives need a clear legal
basis, appropriate regulations, and effective supervision to function
and grow sustainably. Appropriateness of regulations and supervi-
sory arrangements vary with size and volume of operations of finan-
cial cooperatives rather than with their geographic location. For
example, many rural financial cooperatives in Kenya are large orga-
nizations with several thousand members, providing services to non-
members, and transacting large volumes of funds. In contrast, some
have less than one hundred members and provide solely savings and
credit services to members. The former, larger cooperatives need to
adhere to more rigorous regulatory requirements than the latter,
smaller units even though both are rural. Regulatory requirements
and quality of supervision for urban and rural cooperatives of simi-
lar size have to be same.

LAWS GOVERNING FINANCIAL
COOPERATIVES: SEVERAL MODELS
The legal framework for financial cooperatives plays a double role. The legal
framework governing financial cooperatives should empower them,
enabling their development and encouraging outreach towards their
target population as cooperative development institutions. At the
same time, the law has to ensure that financial sector rules are ap-
propriately applied, particularly to protect owners and depositors
against poor financial management.

In many countries, this double role is recognized by bringing financial co-
operatives under more than one law. In Latin America, for example, fi-
nancial cooperatives often fall under both a cooperative societies law
and under banking law (for instance in Bolivia, Brazil, Uruguay, and
Argentina). In other countries of the region, governments have
passed special laws for financial cooperatives, and financial cooper-
atives come under both those statutes and the general cooperatives
law (for instance, in Mexico, Guatemala, Honduras, and Nicaragua).
Other countries have enacted just a single law for financial coopera-
tives (e.g., Chile, Colombia, Costa Rica, El Salvador, and Peru).

In the highly developed financial cooperative systems of devel-
oped countries, all three types of law may apply. In Finland, for ex-
ample, where all financial cooperatives are now banking institutions:

Legal, Regulatory 
and Supervision
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the banking law regulates the cooperative banks’
liquidity, solvency, and risk management; the gen-
eral cooperative law regulates the use of surpluses
and the constitution of reserves; and the financial
cooperative law regulates everything else, includ-
ing the governance and role of the apex organiza-
tions of the financial cooperatives.13

The legal framework may evolve over time and it has
an important role in promoting the growth of a cooper-
ative financial system. As the financial cooperative
sector has developed in Brazil in recent years, the
law has been progressively adjusted to allow fur-
ther growth and to amend the regulatory and su-
pervisory framework to reflect changing risk. The
adjustments have encouraged the development of
high standards of management and progressive
growth in the range and volume of services pro-
vided and in the number of customers served,
while promoting the security, professionalism, and
transparency required in a deposit-taking institu-
tion. Although modifying laws and regulations can
be cumbersome, the Brazilian approach offers an
example of step-by-step development that could be
followed also in other countries. At some stages of
the development of a financial cooperative sector,
lifting restrictive legislation appropriate for early
stages of development, but not for a full-fledged
sector, may be the most important step in promot-
ing growth.

Box 8 gives further examples from Mexico and
Colombia of how legal frameworks can be updated
to support rapid expansion of financial cooperatives
while protecting depositors and the public interest.

The legal framework may provide for a tiered set of
powers and duties. In Peru, Bolivia, and Ecuador, for
example, small credit unions with assets below a
ceiling are not supervised by the banking regulator
but they are restricted to lending and borrowing
among members. Only when they have achieved a
certain minimum level of assets are they autho-
rized to offer deposit services to the public, at
which time they come under the supervision of the
regulator.

Also important is the legal framework for the finan-
cial sector as a whole, for example, the legal framework
on collateral, the judicial process, and enforcement
mechanisms. An efficient financial sector, of which
financial cooperatives are a part, will require: laws
on property, especially regarding land, but also re-
garding other kinds of physical property, and their
use as collateral; and efficient bankruptcy laws.

Effective, accessible, and accountable institutions
and procedures to administer and enforce these
laws are also required, with both legal backing and
social legitimacy.

NEED FOR REGULATION AND
REGULATORY STANDARDS
Regulation and supervision are critical to the sustain-
ability and growth of financial cooperatives. In the case
of financial cooperatives, as for any other financial
institution, there is a public interest function to en-
sure solvency, to protect depositors’ funds, and to
ensure the stability of the financial system. In order
to ensure that the public interest is protected, and
that financial cooperatives carry out their fiduciary
responsibilities, regulation and supervision are
needed.

Regulation addresses the main risks. Regulation ad-
dresses financial risks by requiring maintenance of
prudential norms: at a minimum, ratios for liquid-
ity and equity to liabilities, and provisioning of
non-performing assets. Regulation will also cover
whether deposits may be accepted from the public
and the range of authorized products, and will set
up rules to prevent concentration of credit risks in
one sector, or concentration of shares, deposits, or
loans in the hands of a few members. Regulation
may also require deposit insurance. This is the case,
for example, for the larger financial cooperatives in
most Latin American countries, as these are effec-
tively providing banking services.

Regulation also typically addresses governance
risks by setting out the minimum qualifications for
board members, the fiduciary responsibilities of
the boards, and audit requirements.

In general, regulation should remain simple (at least
initially) and not so detailed as to prevent the develop-
ment and growth of cooperatives. Regulatory require-
ments and supervision arrangements may be very
simple for small cooperatives, especially when
these deal only with members’ funds. For example,
most countries in Latin America have very low or
no capital requirements for licensing simple
“closed” financial cooperatives that only lend mem-
bers’ savings. These simple regulations need to be
accessible to all and understood by all. In Tanzania,
for example, regulations have been simplified and
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translated into local languages to ensure that all
members and managers of financial cooperatives
understand them.

As financial cooperatives grow, regulatory require-
ments typically become more complex. In particular,
capital requirements and prudential norms are
higher when a financial cooperative is “open” and
is allowed to deal with non-members and to collect
savings from them. For example, in Argentina,
Bolivia, and Mexico financial cooperatives autho-
rized to receive deposits from non-members must
have capital above US$1 million before they can be
licensed. Most countries in Latin America require
financial cooperatives accepting third party de-
posits to maintain solvency ratios equal to or above
8 percent, the international standard for banks.14

There is still a large and risky gap in regulatory stan-
dards in many countries. If regulatory standards are
inadequate, financial cooperatives may fail unless
corrective action is taken (Box 9). For example, reg-
ulation and supervision of financial cooperatives in
Eastern Europe and Central Asia are still in an em-
bryonic stage, and no standardized approaches
have yet been developed. The risks are consider-
able. In some cases, federated networks may step
in and set their own prudential norms and regula-

tions instead of, or in addition to, those set by law.
In Ghana, for example, the Credit Union
Association of Ghana took the initiative to institute
prudential norms based on international standards
for financial cooperatives.15

SUPERVISION
In order to ensure that financial cooperatives are adher-
ing to the regulatory standards, virtually every country
provides for external supervision. There are four types
of supervision: direct, auxiliary, delegated, and
self-regulation (Box 10). Direct supervision is car-
ried out by a public regulatory authority, typically
a central bank or a ministry of cooperatives.
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14 For example, in the 1988 Basel Accord on credit risk, under
which the assets of banks are classified in five categories ac-
cording to the degree of credit risk, carrying risk weights
from zero (e.g., home country sovereign debt) to 100 percent
(e.g. most corporate debt). Banks with an international pres-
ence are required to hold capital equal to 8 percent of their
risk-weighted assets.

15 The Credit Union Association of Ghana adopted a set of stan-
dards and indicators developed by WOCCU, the international
credit union organization. For details see www.woccu.org/
pearls/pearls_tech.php.

Box 8: Modernizing Laws Promote Growth of Financial Cooperatives

Several Latin American countries are supporting the
growth of the financial cooperative sector by introduc-
ing new laws.

In 2001, two laws were introduced in Mexico to
strengthen the legal foundations of the financial coop-
erative sector: (a) the Savings and Credit Law desig-
nates the National Banking and Securities
Commission as the financial authority responsible for
authorizing formation of new savings and credit insti-
tutions and regulating the savings and credit sector;
and (b) the National Savings and Financial Services
Bank Organic Law sets up the National Savings and
Financial Services Bank (BANSEFI) to promote a sav-
ings culture, operate as the central bank of the savings
and credit sector, and to coordinate aid for develop-

ment of the financial cooperative sector. Together
these laws provide the foundation for a financially and
institutionally sound financial cooperative sector that
is integrated into the formal financial sector and regu-
lated by the Central Bank (CNBV).

A new law in Columbia establishes the legal frame-
work for financial cooperative activities by authorizing
three categories of institutions: (a) financial coopera-
tives, which are “open” to providing services to the
general public; (b) savings and credit cooperatives,
which are “closed”– i.e. deal with members only; and
(c) multipurpose cooperatives with a savings and coop-
erative section (also “closed”). Financial cooperatives,
as “open” organizations, are subject to a higher level of
regulation than the “closed” cooperatives.

Source: Unpublished proceedings of Regional Conference on Strengthening Financial Cooperatives in Latin America, held in Recife, Brazil
June 2004. 



Auxiliary supervision leaves supervisory responsi-
bility with the mandated government agency, but
allows a cooperative apex federation or an auditing
firm to carry out the supervision. In delegated su-
pervision, the central bank or a mandated agency
fully delegates supervision to a private agent, such
as the cooperative federation. Under self-regula-
tion, a federation of cooperatives performs certain
control functions based on a regulatory framework

and monitoring process voluntarily accepted by
the cooperatives.

Yet, in many cases, financial cooperatives go essen-
tially unregulated. In Latin America, the majority of
financial cooperatives are not supervised at all
(about 4,500 out of the total 7,500). So is the case in
Eastern Europe and Central Asia.

Although direct supervision is ideal, it is high cost
and often ineffective. Direct supervision of all finan-
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Box 9: Kenya—The Risks of an Inadequate Regulatory and Supervisory Framework

In Kenya, many of the larger financial cooperatives
offer a range of products and services little different
from those of banks but they are regulated under the
Cooperative Societies Act, which does not address the
specific regulatory needs of financial cooperatives.

As a result, financial cooperatives in Kenya have
been permitted to tie up large parts of their portfolios
in commercial real estate and other assets that are low
yielding and illiquid.

The Kenyan parliament is now considering a
Savings and Credit Societies Regulatory Act that will
establish new regulatory standards for financial coop-
eratives, including: requiring higher liquidity ratios;
limiting the concentration of investments; defining
new prudential norms and the means for their enforce-
ment; strengthening audit requirements; and setting up
a new, independent regulatory body for the larger fi-
nancial cooperatives.

Source: Owen 2007a.

Box 10: The Multiple Forms of Supervision: Latin America, Eastern Europe, and Central Asia Experience

Latin America
All four forms of supervision are used in Latin America
and, at least in principle, they all examine issues such
as auditing, good governance, accounting, payment
systems, deposit protection, and regulations on merg-
ers and acquisitions. Direct supervision is used in
Argentina, Bolivia, and Uruguay, where supervision of
financial cooperatives is carried out by the central
bank or by a designated public regulator. Auxiliary su-
pervision is practiced in Chile, Ecuador, El Salvador,
and Mexico. Delegated supervision is used in Peru,
where the federation of financial cooperatives (FE-
NACREP) is the delegated supervisory agent. Other
countries (El Salvador, Guatemala, Honduras,
Dominican Republic, and Colombia) use self-regula-
tion. In three countries (Venezuela, Nicaragua, and

Panama) there are no formal supervision arrangements
for financial cooperatives at all.

Eastern Europe and Central Asia
Each of the transitional economies in Eastern Europe
and Central Asia theoretically uses one of four types of
supervision systems. Direct supervision is by law per-
formed by the central banks in Albania, Azerbaijan,
Lithuania, and Uzbekistan; and by the ministry of fi-
nance or a special supervisory body in Moldova.
Auxiliary or delegated supervision is carried out by the
national or regional federation in Romania. In Russia,
the self-regulatory approach is used. In practice, how-
ever, most financial cooperatives in East European and
Central Asian countries are not yet subject to effective
supervision.

Source: Unpublished proceedings of regional conference in Latin America in June 2004, and Eastern Europe and Central Asia, November 2004.



cial cooperatives has proved difficult in most coun-
tries, both when supervision is the responsibility of
the central bank or ministry of finance or when it is
the responsibility of the ministry of cooperatives.
Both often lack the skills needed to supervise fi-
nancial cooperatives—the former have skills pri-
marily in supervising banks and other commercial
financial institutions, while the latter lack skills in
financial regulation. Less than 40 percent of finan-
cial cooperatives in Latin America are supervised
by the central bank or by government supervisory
bodies. Unable to cope, many governments have
agreed on delegated or auxiliary supervision
arrangements, or on self-regulation by the sector
(Box 10).

Where financial cooperatives are essentially banking
institutions, they are usually supervised by the central
bank. The main problems affecting supervision of
financial cooperatives by government agencies are
high cost and shortage of skilled personnel. In
some countries, there is a “graduation” process, by
which “closed” financial cooperatives will come
under central bank supervision once they “open”
and accept third-party business.

Cooperative banks are also usually supervised by the
central bank. If the cooperative financial institution
is a bank (such as the Cooperative Bank of Kenya),
then the supervising body is usually the central
bank, or both the ministry in charge of cooperatives
and the central bank. For example, in Sri Lanka, the
Sanasa Development Bank Ltd. is licensed and su-
pervised by the central bank.

Supervision may also be carried out in “cascade.” For
example, in Brazil, the central bank directly super-
vises the regional unions of the SICREDI network,
which must also undergo an annual audit by ex-
ternal auditors. The central bank then relies on the
regional unions for “auxiliary supervision” of the
primary financial cooperatives. Supervision qual-
ity by the different unions is said to vary with their
maturity and with the competency of the individ-
ual professionals.

Where financial cooperatives are supervised by the
government’s cooperative department, this may well go
beyond ensuring compliance with the regulatory
framework. In most English-speaking countries, fi-
nancial cooperatives are supervised by a ministry
in charge of cooperatives. For example, in Sri
Lanka, financial cooperatives at all levels from
primary cooperative to federation are regulated
and supervised by the Ministry of Cooperatives

under the Cooperative Law. In these cases, super-
vision typically covers not only aspects of the reg-
ulatory framework but aspects of governance and
business as well. In the Sri Lankan case, the min-
istry not only carries out yearly audits but also has
extensive powers to intervene in management. It
can, for instance, decide on any requests for geo-
graphical expansion or for merger, replace the
boards of troubled financial cooperatives with an
interim board, or even put the financial coopera-
tive into compulsory liquidation.

Cooperative departments may not apply best practice
audit standards to financial cooperatives. Cooperative
departments often lack financial expertise needed
to supervise financial sector regulations. In Sri
Lanka, for example, ministry auditors frequently
object to a financial cooperative writing off bad
loans, even where prudent banking practice would
require it. Similarly in Kenya, audit reports often
certify accounts of financial cooperatives that make
no provision against non-performing loans.

Self-regulation also presents several problems.
When financial cooperative federations or other
sector institutions take on this role simply by de-
fault, as in Burkina Faso (Box 11), they are un-
likely to be adequately staffed and equipped. If
cooperative federations or unions are to be effec-
tive in supervision, they need to be empowered—
i.e. they need a legal mandate, and they may need
capacity building. In Kenya, for example, super-
vision was delegated abruptly to the cooperative
sector, and subsequently taken back again into
government hands when the sector proved un-
ready for the challenge (Box 12). There is also a
risk of conflict of interest, especially when the su-
pervising federation is formally owned by the co-
operatives that it supervises.16

In some cases, there may be too much supervision.
Having multiple regulating authorities (e.g. both
the central bank and a line ministry, and possibly a
cooperative network as well) can cause confusion,
lead to multiple reporting requirements, and dilute
the impact of the supervision effort (Box 13).

Summary. Indirect supervision (auxiliary or 
delegated) works best for smaller “closed” finan-
cial cooperatives, while large and “open” financial
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Box 12: Back and Forth on Cooperative Supervision in Kenya

Under the Cooperative Societies Act, the Ministry of
Cooperatives was until 1997 responsible for supervi-
sion of financial cooperatives. Following adoption of
economic liberalization policies in the late 1990s, the
Ministry of Cooperatives was closed and the coopera-
tive sector was essentially left to regulate itself. The
Kenyan apex organizations, KUSCCO and KERUSSU,
saw themselves only as service agencies and had little
capacity or inclination to supervise the financial co-
operatives, so each cooperative had, in effect, to reg-
ulate itself.

It quickly emerged that the financial cooperatives
were ill-prepared for self-regulation. Many cases of
mismanagement and misuse of funds were reported,
endangering the reputation and solvency of the finan-
cial cooperatives. Partly in response, and partly be-
cause the government developed a more proactive
vision of the role of cooperatives in national growth,
the Ministry of Cooperative Development was reestab-
lished in 2003, and is once again responsible for regu-
lating financial cooperatives and providing audit
services, including approval of annual audits and pro-
vision of audit certificates.

Source: Owen 2007a.

Box 13: Over-regulation in Ghana

In Ghana, credit unions are registered with the
Department of Cooperatives, which supervises them.
However, the Bank of Ghana also has regulatory and
supervisory functions under the law on non-bank fi-
nancial institutions. In addition, the Credit Union

Association (CUA), a self-regulating apex body, also
registers and supervises the member institutions. A
new law is to streamline the situation, bringing the
CUA squarely under the supervision of the Bank of
Ghana.

Source: Authors.

Box 11: The Gap Between Law and Practice In Burkina Faso - And the Shortcomings of Self-Regulation

In Burkina Faso, the law requires direct supervision of
financial cooperatives by the Regional Central Bank
and by the Burkinabé Ministry of Finance. However,
neither of these agencies has resources to carry out the
task. None of the financial cooperatives visited during
preparation of the Burkina Faso case study had ever
been inspected by the formal supervisory agencies. As
a result of these shortcomings, the financial coopera-

tive federation RCPB has instituted extensive internal
supervision.

However, the quality of this supervision is inade-
quate. The federation’s Direction de l’Inspection
Générale (DIG) has good work plans but too few com-
petent inspectors to carry out professional inspections
and audits. The inspectors have too little time to eval-
uate the different types of risk faced by the financial
cooperatives, especially credit risk.

Source: Aeschliman 2007.



cooperatives are best placed under banking au-
thority supervision.17 Indirect supervision also cre-
ates a bridge for the subsequent progressive
integration of financial cooperatives into a super-
vision environment that uses general financial sec-
tor standards.

LESSONS
Clarity on the powers and duties of financial coopera-
tives, and on regulatory and supervisory responsibilities
is important—whether one law or several applies is im-
material. Legal frameworks should evolve with the
growth of the financial cooperative sector.

Regulatory requirements should reflect both the de-
gree of complexity and degree of risk, and should be ac-
companied by a supervisory arrangement that works
and is cost effective. A specialized regulatory framework
with a tiered supervisory regime appears to be a good
practice.

A good legal, regulatory, and supervisory
framework is a prerequisite for sustainable growth
and development of financial cooperatives, and
hence for sustainable rural outreach.
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Again, there is nothing inherently ‘rural’ about good internal governance
and management.

While it is true that in practice, rural financial cooperatives often
have weaker governance and managements than the urban ones, this
is often the function of how these cooperatives emerged. When rural
financial cooperatives emerge organically, based on felt need and vol-
untary leadership, and function in a regulatory and supervisory en-
vironment that is conducive to the development of good governance,
appropriate modes of governance and management emerge.
However, when cooperatives are created with external impetus, ei-
ther from governments or donors, and function in environments
where regulation and supervision is weak and governments exert ex-
cessive control, they often have weak governance and managements.
Brazil is a good example for the former and Kenya and Sri Lanka of
the latter situations.

STRENGTHS AND WEAKNESSES OF TYPICAL
GOVERNANCE STRUCTURES
Perhaps the most important factor that determines the success of financial co-
operatives is the quality of internal governance. The governance structures
of financial cooperatives typically have three tiers: the General
Assembly of all members; a board of directors elected by the General
Assembly; and management, appointed by the board. The General
Assembly is the supreme authority consisting of all member owners of
the cooperative, and it elects the board of directors. The board’s role is
to establish strategic direction, make policies, and hire, supervise and
fire managers. Management takes care of the day-to-day operations of
the cooperative within the powers delegated to it by the board.

This structure is characteristic of cooperation and provides—to-
gether with the one-member, one-vote cooperative principle—the
base for member control and accountability in cooperatives all over
the world. Control and accountability depend in turn on the aware-
ness and skills of members and directors. Thus education and train-
ing are essential, and as boards rotate frequently, the education and
training effort has to be continuous.

Among the case studies, Brazil’s SICREDI presents the case of in-
ternal governance arrangements that clearly allocate responsibilities

Internal Governance 
and Management5



and aligns incentives to responsibilities. Presidents
and vice presidents of cooperatives direct the
board of administration. To be elected, they are re-
quired to have a clean credit record and no politi-
cal affiliations, and their remuneration is tied to
performance of the cooperative.

Internal controls and checks also have to be properly in
place. Good accounting and high standards of finan-
cial management are essential features of good gov-
ernance. When part of an integrated network, these
are considerably aided by the standard accounting
packages, and by the training and supervision gen-
erally provided by the network. There needs also to
be provision for internal audits. Only large financial
cooperatives can afford a salaried internal auditor.
In smaller financial cooperatives, there is usually an
audit committee appointed by the board, or the
board itself may carry out internal audits. This is
common in the smallest cooperatives in Sri Lanka,
for example. This approach requires training, which
is often inadequate, and frequent rotation of board
members compounds the difficulty.

External support to governance and capacity build-
ing are also essential. External support is usually ob-
tainable from a network. In line with the principle
of “cooperation amongst cooperatives” (section
2.1), financial cooperatives typically have access
to—and are often promoted by—a network of fi-
nancial cooperatives. A good example is that of
Burkina Faso, where financial cooperatives grew
up with relatively little government support, but
are aided by strong regional unions and a national
federation.18

A network structure improves governance in
two ways. First, the network can provide templates
and training, for example, to establish good gover-
nance practices and capacity within the coopera-
tive. Second, if the financial cooperative formally
joins the network, this creates contractual obliga-
tions to participate in the norms, standards, and
operational procedures of the network. Mali and
Senegal are good examples of how the networks
have promoted good governance in member coop-
eratives through intensive support to the primary
financial cooperatives.

In contrast, external support by government that
goes beyond supervision of regulatory aspects can
be problematic. For example, the powers of the
government to intervene in governance of financial
cooperatives, which claims to be intended for as-
sisting the cooperatives, is at best ineffective, and

at worse prevents a more effective role that can be
played by the network organizations.

KEY ROLE OF LEADERSHIP AND
HUMAN RESOURCE ISSUES
Leadership is a key factor in development of financial co-
operatives. The financial cooperative networks in Sri
Lanka and Brazil grew as a result of visionary lead-
ers, and many other cooperative networks cele-
brate similar “cooperative parents”. Without the
confidence in the cooperative approach of vision-
aries in Germany, Finland, and India,19 for exam-
ple, the cooperative networks there would be much
less important, or perhaps nonexistent.

Visionaries are, however, not essential.
Competent leaders can do the job, and examples of
excellent leadership were found among the high-
level staff in all four countries that were the subject
of the case studies. Leaders are people who can
clearly articulate a long-term vision, motivate
members at all levels to share this vision, and en-
gage the whole organization in long-term plan-
ning. Financial cooperatives look for board
members and managers with leadership skills and
provide opportunities for them to advance.

Attracting, developing, and retaining capable staff is
essential to efficient management—but remains a major
challenge. Financial cooperatives that begin as small
community-based “closed” groups usually depend
on volunteers for most management and admin-
istation tasks. This keeps costs low. As they ex-
pand, financial cooperatives inevitably require
more and more highly skilled staff. They need to
have a human resources management system that
is capable of attracting good staff with appropriate
incentive packages, setting staff objectives, orga-
nizing performance reviews, and managing career
development plans. However, many primary co-
operatives have low profitability and operate in
areas where the pool of educated workers is small.
Staffing is thus often a problem and may be a con-
straint to outreach. Solutions may have to be
sought in the power of the network to deliver
staffing and career development solutions that are
beyond the scope of the individual cooperatives.
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Training is a massive and constant requirement. The
need for training of members, directors, and staff is
a key need. The financial cooperatives in the case
study countries invested a lot in training their staff,
their committee members, and their ordinary
members. This will be particularly true for financial
cooperatives functioning in environments where
literacy is poor. But training is expensive, and this
represents an area where public or external sup-
port is often forthcoming and justified. In addition
to the case studies, a good example of significant
investment on training is the World Bank project
that is supporting the rural banks in Ghana that are
modeled after the Rabobank Netherlands.

At the national or network level, cooperative colleges
and standardized training materials are effective. In
many countries, cooperative training institutions
are effective ways to improve human resource ca-

pabilities. At the national or network level, courses,
manuals, and training materials have been devel-
oped directed to the specific skills needed by fi-
nancial cooperatives: for example, risk assessment
and financial management skills.

LESSONS
The basic governance and management structures of fi-
nancial cooperatives are workable, both in rural and
urban financial cooperatives.

Access to external support from a network can
strengthen governance and management and is better
than having such support provided by government de-
partments in charge of supervision.

Ongoing training of human resources is a massive
challenge and is an area where public or external support
can certainly make a contribution.
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There is nothing ‘rural’ about the fundamental principles of good businesses,
but products and practices often can and should vary.

If financial cooperatives that provide financial services in rural
areas or rural financial cooperatives have something unique, it is in
the products and practices. Products demanded by members or cus-
tomers in rural areas reflect the nature of rural economies, character-
ized by predominance of agriculture. This in turn, means seasonality
of cash-flows, covariant risks, and low availability of assets that can
be used as collateral. Hence, savings and loan products that match
agricultural cash flows will have to be provided. Provision of finan-
cial and non-financial products on an agency basis also becomes more
relevant in rural areas than in urban areas.

THE BUSINESS MODEL
Financial cooperatives have four characteristics which distinguish their busi-
ness model from that of other financial institutions.

First, their clients are largely outside the ambit of most formal
banking services. Financial cooperatives effectively address a gap in
the market, reaching a clientele too high cost or high risk to interest
the formal banking system but who are nonetheless bankable—or can
be made bankable.

Second, financial cooperatives are member-owned service organi-
zations, based on the cooperative principles of mutual self-help, self-
governance, proximity, and local knowledge.

Third, the financial cooperative business model is driven by de-
mand. Financial cooperatives are set up because their members need
financial services. The product range develops in response to de-
mand, and becomes broader and richer as economic development
leads to demand for more sophisticated products and as the institu-
tion and its members gain management experience and financial
strength.

The fourth distinguishing characteristic of financial cooperatives
is their financial self-reliance, characterized by a “savings first” ap-
proach and by a reluctance to draw on financing from outside.

Financial 
Cooperatives as 

Businesses
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THE PRODUCT RANGE
The progressive development of what ultimately can be
a very broad range of products is one of the hallmarks of
the financial cooperative sector, and a key to its success.

A wide array of products and services facilitates
financial stability and efficiency. Networking and
standardization of products and systems produce
economies of scale, which have enabled coopera-
tives to compete with larger and better capitalized
commercial banks. However, this degree of devel-
opment comes only slowly through the step-by-
step growth of financial cooperative institutions
and their integration into broader networks.
Caution and risk sharing typical of cooperative in-
stitutions characterize the process.

Typically, financial cooperatives provide only a lim-
ited product range in their early years. In the early
years of a financial cooperative, resources are gen-
erally limited to members’ savings and the product
range is limited. For example, most of the small pri-
mary financial cooperatives found in Anglophone
Africa provide a very limited range of products:
one or two types of credit (for farm inputs and for
emergencies), and one savings product.

Development of the product range may come slowly.
Development of products comes progressively, as
demand and the economy grow, and as financial
cooperatives gather institutional and financial
strength. In developing countries, there is often lit-
tle competition to provide financial services to the
economically weaker sections of the population
and there is little incentive to develop an extensive
range of products and services. In addition, finan-
cial resources and institutional capacity of the fi-
nancial cooperatives increase only gradually. Thus,
developing a broader array of products and ser-
vices is operationally difficult and a cautious ap-
proach is usually followed.

This is particularly the case as long as financial
cooperatives remain small, “closed” organizations
self-financed through members’ savings and are
not vertically integrated within a federation. They
will be financially constrained and will not have ac-
cess to networks that can help develop the product
range. These “first stage” financial cooperatives are
also understandably risk averse, especially as they
usually do not have the support of regulation and
supervision.

Financial cooperatives may gradually come to offer a
wider range of products and services, usually when they
link in to a successful network of financial cooperatives
and cooperative banks.

In most countries, linking to federations and co-
operative banks allows the offer of a wider range of
products. The costs of developing and promoting
new products are spread across the whole network;
standardization of procedures and forms and access
to training further reduces costs and risks; and links
to a union or cooperative bank may make pooled re-
sources available to finance products.

In this way, for example, the larger financial co-
operatives in Kenya, through their links to the
Cooperative Bank of Kenya and KUSCCO have
been able to greatly expand their range of services.
Other good examples of this kind of expansion in
developing countries can be found in the
Philippines and South Korea. Ultimately, financial
cooperatives may come to offer a range of products
equivalent to that available from the banking sec-
tor (Box 14).

When financial cooperatives reach a high degree of ma-
turity, they may begin to offer life insurance and other
non-financial products, typically on an agency basis.

Individual life, health, and asset insurance poli-
cies are often in high demand among cooperative
members. They may also be required by the finan-
cial cooperative to protect against default. These and
other specialized financial products—like equip-
ment leasing or mortgage loans—are typically han-
dled by the financial cooperative on an agency basis,
on behalf of a firm within the cooperative network
or outside. For example, in Kenya, the financial co-
operatives sell insurance on behalf of the
Cooperative Insurance Company of Kenya, or hous-
ing loans for the KUSCCO Housing Fund.

Financial cooperatives have to assess the business
implications of each new product. Financial coopera-
tives need to make a profit on all their products
and services, and they need also to manage risk.
Feasibility studies are needed to review the costs
and risks of each new service and to price the
product accordingly.

The necessary risk aversion of financial coopera-
tives in their early stages of development is replaced
by prudent financial management made possible
within a network structure, where product devel-
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opment and testing are conducted by a federation or
by a cooperative bank on behalf of members.

The products that financial cooperatives can offer
may be restricted by law. Often regulatory authori-
ties, or even the law, may seek to protect members’
interest by restricting the range of products that
can be offered. For example, in Eastern Europe,
laws restrict the range of products that may be of-
fered. As a result, the financial cooperatives offer a
very limited range of services. In seven Eastern
European countries, financial cooperatives offer
only two to four types of loans.

This protection may be appropriate in the early stage
of development of financial cooperatives, but it may
later restrict growth and artificially segment financial
markets.

A flexible and iterative interaction between the
developing financial cooperative sector and regu-
latory authority can ensure the easing of restric-
tions as they become constraining or redundant.
This is the path being followed with success in
Brazil, for example.

THE QUESTION OF COLLATERAL
The mutualist business model of financial cooperatives
reduces—but does not eliminate—the problems of lack
of collateral.

A principal reason why commercial banks shy
away from rural lending is the problem of collat-
eral. Typically, rural customers have little collateral
other than some form of land title, and even land ti-
tles are viewed by banks with reservation. The call-
ing in of freehold land collateral is notoriously
difficult in law and often “socially” impossible, and
leaseholds and usufruct titles usually have little
value for third parties.

Financial cooperatives typically overcome this
problem by relying on their mutualist structure,
proximity to clients, and cautious lending policy to
make what are essentially unsecured loans.
Personal guarantees and rules about domiciliation
of salaries, crop sale proceeds, for example, help re-
duce risk. Local knowledge allows the financial co-
operative to reduce risk by aligning repayment
schedules with clients’ expected cash flow, for ex-
ample, in the months after harvest.
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The case studies demonstrate the range of products
that financial cooperatives have progressively devel-
oped. These can be classified as:

• A broad range of sight and term deposit 
accounts, special savings accounts (for funerals,
retirement etc.), and offset savings accounts
(against loans).

• A large variety of loan accounts, including 
consumer loans, furniture and equipment loans,
seasonal and term agricultural loans, and loans
for commercial projects.

• Commercial facilities, for working capital, 
warehousing and equipment.

• Other financial services like ATM banking,
check cashing, salary transfers, and foreign 
exchange services.

• Leasing services.
• Non-financial services, such as life assurance,

motor, property and household insurance, and
agricultural insurance.

Source: Case Studies.

Box 14: As the Economy Grows and Financial Cooperatives Gather Strength, Demand for a Broader 
Range of Products can be Met Step-by-Step



As the product range and client base expand,
risks increase and financial cooperatives seek more
innovative forms of collateral. In Kenya, ware-
house receipts for coffee deliveries are accepted
and often the proceeds of crop sales through an
agricultural cooperative (coffee, tea, pyrethrum
etc.) can be automatically transferred to the finan-
cial cooperative for loan repayment.

Leasing offers a promising form of automatic
collateral for equipment financing because the
leased asset serves as collateral. Leasing has been
introduced for small enterprises and farmers in
Uganda and Madagascar.

THE SAVINGS FIRST APPROACH
The savings and loan model is well adapted to a rela-
tively poor rural clientele.

Many financial cooperatives start with a small
and relatively poor client base, essentially com-
posed of people of no interest to the banking sys-
tem. The savings and loan model is an ideal one for
serving this poor clientele. It is based on the fact
that economically active poorer people may have a
high demand for credit, but they also have a high
propensity to save—i.e., for consumption smooth-
ing, risk management, and preparation for invest-
ment. There is extensive evidence that poor people
can and do save, and these savings increase their
economic security by enabling them to accumulate
funds slowly over time.20 This fact has allowed
start-up financial cooperatives to build a credit op-
eration based entirely on members’ savings de-
posits. In fact, many financial cooperatives do not
progress beyond this stage. See for example the
case of Sri Lanka (section 3.3), where two-thirds of
financial cooperatives remain “closed”, basing
their lending entirely on the savings of their own
members.

Basing lending on members’ own savings creates an
extraordinary financial discipline at the level of the fi-
nancial cooperative.

An operation based on lending members’ sav-
ings to other members creates a strong sense of
ownership and responsibility. This reliance on sav-
ings is usually translated into a “savings first” ap-
proach at the level of individual members.
Would-be borrowers are expected to save first, to
show their income generation capacity, and their
ability to manage money. Often savings must be

left as “collateral” in a blocked account when a loan
is given. All this strengthens financial discipline.
Even lending also aims at creating savings capacity
by providing small loans first.

Once financial cooperatives have established opera-
tions based on sound management of members’ re-
sources, they usually move only cautiously to drawing
on outside funds.

After years of cautious management of mem-
bers’ savings, financial cooperatives may begin to
access funds from their apex organizations or a co-
operative bank if they run into liquidity problems.
They may also draw on pooled funds to finance
particular lending products. The keynote is pru-
dence. The networks may also draw on funds from
outside the network, for example, from the banking
system or from government programs. In practice,
however, most financial cooperative federations re-
tain their reflex of caution and financial self-re-
liance. None of the networks reviewed in the four
case studies, for example, had drawn on funds from
outside the network.

EXPANDING THE CUSTOMER BASE
The saving and loans approach is a proven one, but risks
leaving financial cooperatives in a low equilibrium state.

Financial cooperatives, after an initial success,
may find themselves unable to expand because of
limited financial resources, and unable to attract
new customers because of lack of interesting prod-
ucts. There is a financial risk, too, in this low equi-
librium. For example, where all members are poor
farmers, they are all subject to the same risks of cli-
mate and crop failure. Dealing only with poorer
people has higher transaction costs too, as small sav-
ings balances and small loan accounts involve
higher costs in relation to revenues. There is a strong
business case for expanding the customer base.
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Membership can grow progressively, but risks
change. In many countries, membership expands
within the area as the economy grows and the fi-
nancial cooperative develops and is able to offer a
broader range of products. Options for expanding
the customer base require evaluation of costs, 
benefits, and risks, but it is likely that after the ini-
tial stage of development, financial cooperatives 
will try to attract a broader range of members.
Diversification of clientele, blending service to the
poor with services to a broader spectrum of the
local population, should improve financial viabil-
ity and sustainability. Where the financial cooper-
ative attracts some better off members, governance
procedures have to be adequate to prevent capture
and control of the cooperative by these “stronger”
members for their own ends.

Financial cooperatives may also decide to open ser-
vices to non-members. A critical moment for any fi-
nancial cooperative is the decision on whether to
remain “closed”, serving only members, or to
“open” to provide services to non-members. This
is a major step as it has legal and regulatory reper-
cussions (Chapter 4). An “open” cooperative ac-
cepting deposits from the general public has
higher public fiduciary obligations than a
“closed” financial cooperative handling only
members’ funds. Risk is increased too, and a fi-
nancial cooperative’s reliance on a mutualist rela-
tionship is replaced by a need for skills in
commercial risk appraisal.

Financial cooperatives may be able to play it
both ways, serving non-members on different
terms and with different risk management crite-
ria, as in the set-up in Kenya with its distinction
between FOSAs and BOSAs (section 3.4).
Ultimately, financial cooperatives may also de-
cide to open up their services to businesses and
corporate clients, by which stage their services
and skills will differ little from those of commer-
cial banks.

FINANCIAL MANAGEMENT
Prudent financial management is critical and needs
good information and monitoring.

As financial institutions, financial cooperatives
have to observe prudential norms that will protect
depositors and ensure the continuation of the busi-
ness on a sustainable and profitable basis (Chapter

4). Thus, they need the skills and tools to ensure
objective and monitorable measures of depositor
protection, financial structure, asset quality, prof-
itability, and liquidity. For this, a sophisticated
management information system (MIS) is re-
quired, often not feasible to be managed at the pri-
mary financial cooperative level. For example, in
Kenya, several financial cooperatives have at-
tempted to develop such systems without ade-
quate success. In contrast, well integrated
networks, such as SICREDI in Brazil, have good
MIS, which are managed centrally. The absence of
such a system in Kenya, Burkina Faso, and Sri
Lanka is one of the major weaknesses identified in
these cases. However, infrastructural constraints,
such as lack of regular availability of power and
absence of access to communication infrastruc-
ture, makes the development of such systems dif-
ficult in countries such as Burkina Faso.

Interest rate policy is a critical parameter—but
there may be significant differences from the banking
sector. Financial cooperatives have to charge in-
terest on their loans and fees for other services
and products that are adequate to cover all costs
and risks, to thereby ensure their profitability.
However, the factors determining interest rate
policy differ from those of banks. Cost of funds
may be different, as deposit rates are typically
lower than that in banks. Administration costs are
different, as financial cooperatives deal with nu-
merous very small deposits, but administrative
services are typically very low cost—or even pro-
vided on an unpaid, voluntary basis. Risk is dif-
ferent, as financial cooperatives operate much
more on local knowledge and trust. Finally, profit
margins will be different, as financial coopera-
tives are not profit maximizing, but mutualist ser-
vice organizations.

One key issue in many financial cooperatives is
that the low lending rates may be coming at the ex-
pense of low deposit interest rates, that sometimes
are not adequate to offset the level of inflation. This
can occur because of the domination in governance
of members who are net-borrowers and hence ben-
efit from low lending rates. It can also occur be-
cause of inadequate understanding of financial
management. Either way, this risks the sustain-
ability of financial cooperatives. The case of RCPB
in Burkina Faso is a good example of this situation
(section 3.1).
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As financial cooperatives become larger and
more mature, many of these factors will change
and interest rate policy will come much more
closely into line with the for-profit sector. The mu-
tualist advantages will diminish and commercial
factors will play a growing role. Spreads may
shrink as higher volume reduces costs, and as di-
versification of products and clients reduces risks.

LESSONS
The business basis for financial cooperatives in rural
areas or providing services in rural areas is the ability to
provide an unserved but bankable clientele, products and

services they demand, at costs that are typically less than
that for banks and other commercial financial institu-
tions.

The business basis is built on their proximity to
clients, knowledge of local circumstances, high loan-re-
covery rates, prudent financial management, and ability
to adapt their products and services to their customers’
needs.

Successful financial cooperatives have followed a cau-
tious, step-by-step approach to expanding the product
range and the client base.

Financial self-reliance and savings first approach
underwrites a strong financial discipline and does not
limit growth.
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Higher-level structures are more valuable to rural financial cooperatives
than to the urban cooperatives. On the other hand, rural financial coopera-
tives are more susceptible to factors related to political economy.

Access to higher-level structures, such as federations and cooper-
ative banks, generally improves the performance of financial cooper-
atives and makes it feasible for financial cooperatives to offer
products that they otherwise cannot offer. Since there is less presence
of banks and other commercial financial institutions in rural areas
than in urban areas, access to higher-level structures is more valuable
to rural financial cooperatives than to the urban ones.

Rural financial cooperatives are often more susceptible to interfer-
ence from governments and politics because of the large role gov-
ernment plays in rural development in many countries. Locally, rural
financial cooperatives are more susceptible to capture because they
are often the only significant rural economic organizations. Hence,
their control is seen as prestigious, powerful, and a potential source
of corruption.

THE ADVANTAGES OF NETWORKS
When there are a sufficient number of financial cooperatives in a
country, they often form a network. In this network, the primary co-
operatives provide financial services to individual members but are
linked to higher-level structures of which they are members in order
to benefit from common services and economies of scale.

In larger countries, unions for the primary cooperatives may be
formed at the regional level, and federations or confederations at the
national level. The primary cooperatives will typically be the owner
shareholders of the unions, and the unions will be the owner share-
holders of the federation. The ownership structure will determine
voting power. In smaller countries, primary cooperatives may di-
rectly join a national-level union or federation.

There are different levels of integration for financial cooperative networks.
The first level consists of a loose network, also sometimes called an
atomistic network. In this stage, each cooperative remains in princi-
ple a fully autonomous, stand-alone unit, but adheres to a network
simply in order to access some common services such as advocacy,
lobbying, and representation, as well as perhaps capacity building
services, such as training.

Cross-Cutting 
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At a more integrated stage, primary financial co-
operatives will agree to pool some of their re-
sources and to underwrite some pooled liabilities.
In this stage, the primary financial cooperatives
members would pool some funds at the level of a
union or federation, and perhaps access resources
and accept some degree of risk sharing. Depending
on the level of resource and risk pooling, two lev-
els of integration are usually identified—consen-
sual, when this is relatively low, and strategic,
when it is relatively high.21 This resource sharing
brings considerable benefits: it makes for more ef-
ficient use of funds; increases the resource avail-
ability to financial cooperatives; and obliges
members to accept common prudential standards,
monitoring, and supervision. Usually it will lead to
the standardization of operating systems, includ-
ing management information systems. Finally, it
will allow economies of scale, for example, in prod-
uct development, or maintenance of uniform tech-
nological systems. It will, of course, also increase
the risk for primary societies, which are at risk of fi-
nancial loss from decisions taken beyond the level
of their own boards. Box 15 illustrates some ad-
vantages of federation in Brazil and Mexico.

The setting up of a cooperative bank can occur
with different levels of integration. For example,
cooperative banks have been set up both in Brazil,
where the level of integration is high, and in Kenya
and Sri Lanka, where the level of integration is low.
Typically, a cooperative bank is collectively owned
by the member cooperatives, and acts as a central
bank to the sector, managing liquidity, recycling
deposits, accessing financial markets, and some-
times also providing retail financial services. There
may also be other network institutions for deposit
insurance, life assurance, and so forth. Network in-
stitutions may also help financial cooperative net-
works develop alliances and strategic partnerships
with a wide range of organizations, which can fur-
ther improve their ability to provide services and
increase outreach.22

Federations and apex institutions can also be set up
to instigate development of a financial cooperative sec-
tor. Federations or a cooperative bank can even be
established before there are any primary financial
cooperatives, to facilitate the promotion of primary
cooperatives. The cooperative financial network
was built in this way in Finland 100 years ago and
in Kenya from the late 1960s.

UNIONS AND FEDERATIONS
There are many benefits to be derived from unions and
federations. The advantages for a financial coopera-
tive of joining a union and federation structure are
essentially threefold:

• Improvements to governance through har-
monized internal procedures, standardized
operations, operational systems, policies,
norms, and products, and professional su-
pervision of the primary cooperatives, in-
cluding audits.

• Improved financial capacity and reduced risk
through pooled resources, a wide array of
products and services, and mutual solidarity
(underwriting of each others’ liabilities,
pooled insurance schemes etc.).

• Economies of scale at every level from shared
image and political representation, market in-
formation systems, and an integrated devel-
opment plan down to institutional templates
and off-the-peg accounting systems.

• Improvement in transparency through regu-
lar reporting of the performance data.

In growing systems, network services may be
set up step-by-step as demand arises. In Eastern
Europe and Central Asia, for example, demand is
driving a move from basic network services to-
wards a more integrated structure (Box 16).

Vertically integrated networks—in which the federa-
tions have supervisory roles, with the requisite legal
backing and the requisite capacity—seem to be an effec-
tive model. However, to be effective there needs to
be checks to prevent conflict of interest and pri-
macy of democratic control of federations by mem-
ber cooperatives.

COOPERATIVE BANKS AND
OTHER APEX INSTITUTIONS
The role of a cooperative bank is different from that of co-
operative unions or federations. The bank’s role is typ-
ically to link the financial cooperative sector to the
financial system of the country, and thereby help
the financial cooperatives and their members obtain
services they cannot otherwise obtain. Therefore,
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the creation of these banks has to be done within the
banking laws of the country.

A cooperative bank (typically owned by unions
and the federation) will act as a central bank for co-
operatives: holding excess and liquidity funds, and
also providing supplemental funds for coopera-
tives. It provides wholesale banking services to in-
dividual financial cooperatives, which then
provide individual retail banking services to their
members and customers. If there are no regional
unions, the central cooperative bank may establish
regional branch offices to expand its reach toward
financial and other cooperatives. In addition to
wholesale banking services to financial coopera-

tives, cooperative banks also provide retail bank-
ing services to financial cooperative members and
to the general public.

In the more advanced financial cooperative
systems, a cooperative bank may provide other
services, including deposit and loan insurance,
credit and debit cards, and centralized processing
of domestic and foreign transactions. This is par-
ticularly useful as incomes of financial coopera-
tive members/clients increase and they demand
more sophisticated financial products. In addi-
tion, in some countries, supervision of the pri-
mary financial cooperatives is delegated to the
cooperative bank.
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Box 16: In Eastern Europe and Central Asia, Demand is Driving the Move to More Integrated Network Services

As development of financial cooperatives in Eastern
Europe and Central Asia accelerates, the need is
growing for federations to provide centralized ser-
vices for financial cooperatives. Among the countries
participating in the Baku conference, all except
Uzbekistan have a national lobbying body, federa-
tion, or association.

Several of the financial cooperative networks also
have common facilities or services. For example,

Albania, Lithuania, Moldova, Russia, and Ukraine
have training centers for financial cooperatives.
Albania and Moldova have a central finance facility or
liquidity pool, and Lithuania and Ukraine have a
clearing center for their financial cooperatives.
Lithuania even has a deposit insurance fund to help
secure the members’ savings, and Ukraine has link-
ages with an insurance company for life assurance
and asset insurance services.

Source: Authors.

Box 15: The Advantages of Federations in Brazil and Mexico

About 80 percent of financial cooperatives in Brazil
are members of federations. There are 36 central, re-
gional, or state-level unions, and four confederations.
The central and national unions advise interested par-
ties on how to establish cooperatives, and provide
training to staff and members of new cooperatives. As
a result, new cooperatives almost automatically join
the network, although it is not obligatory.

In Mexico, the financial cooperatives are integrated
into state-level federations that handle representa-

tional responsibilities, provide technical assistance,
training, and auxiliary supervision services. The super-
vision system helps detect problems that may affect
the viability of each financial cooperative and which
may turn into a systemic risk for the federation. The
supervisors can require corrective programs to be im-
plemented. At the national level, the federations are
grouped into confederations which, by law, also carry
out representational responsibilities and manage sav-
ings protection funds for the sector.

Source: Brusky 2007; Kloeppinger-Todd and Esangga 2006.



Specific legislation may be needed to accommodate
the double nature of these institutions, at once commer-
cial bank and cooperative. In Brazil, for example, the
government issued a resolution in 1995 that en-
abled cooperative banks to be established and to
gain direct access to the financial market, to clear-
ing and settlement services, and to Central Bank re-
serve accounts. Two cooperative banks have now
been set up, BANCOOP and BANCREDI, owned
respectively by the financial cooperative sector.
They act as regular commercial banks, but special-
ize in products for the cooperative sector. For ex-
ample, they will offer their primary credit
cooperative members foreign exchange services,
leasing, or housing finance.

In addition to a cooperative bank, other central coop-
erative service organizations may be established. In ad-
dition to a cooperative bank, many financial
cooperative sectors have set up central deposit
guarantee schemes. Some have established a coop-
erative insurance company, housing mortgage fi-
nance companies, and leasing companies.

THE ROLE OF GOVERNMENTS
Governments have an essential role in setting up the en-
abling environment for financial cooperatives, but they
often go well beyond that. As with any analysis of the
role of government, there has to be a distinction be-
tween government’s essential roles and the elective
roles that governments may choose to fulfill in
order to guide and accelerate development, and
maintain control over institutions.

For financial cooperatives, government’s essen-
tial roles, in addition to ensuring the general fac-
tors required for the functioning of an efficient
financial sector, includes setting the legal frame-

work, and mandating the regulatory and supervi-
sory system. But many governments have gone
well beyond this: getting into operation of the reg-
ulatory and supervisory system through min-
istries, and taking a proactive role in encouraging
the creation of financial cooperatives and facilitat-
ing and controlling their development (see sec-
tions 4.3 and 5.1).

The history of government involvement in the devel-
opment of financial cooperatives is mixed. There are ex-
amples where a proactive government has helped
development: an example cited is that of Kenya
where the sector grew strongly over 30 years with
supervision and guidance from the government. In
other cases, government intervention has under-
mined cooperatives’ ability to develop normally.
India and Sri Lanka are good examples.
Government’s role in development of financial co-
operatives has gone through helpful and harmful
phases in Brazil.

On balance, financial cooperatives do better with less
government intervention rather than more. There are
many examples, particularly from Latin America,
where financial cooperatives thrive and there is no
ministry involvement at all. The private nature of
the financial cooperatives suggest that govern-
ments should allow the financial cooperatives to
grow and gather strength with little intervention
beyond the public interest of the legal, regulatory,
and supervisory framework. Where governments
remain more proactive, there is clearly a case for fi-
nancial cooperative sector institutions, such as fed-
erations, retaining the leadership and control.

A good example of both the challenge and the
options for rebalancing between government and
the financial cooperative sector is provided by the
Sri Lanka case study (Box 17).

40 Providing Financial Services in Rural Areas: A Fresh Look at Financial Cooperatives 

Box 17: In Sri Lanka, Growth of Financial Cooperatives Requires a Substantive Dialogue with Government

In Sri Lanka, most of the primary cooperatives are too
small and they have financial problems. The legal,
regulatory, and supervisory framework makes it hard
for them to consolidate and expand their membership
and product range. Many district unions are dormant.

Government involvement keeps the unions and feder-
ation weak and inhibits the natural process of vertical
integration. Government needs to reduce its interven-
tions and to allow the financial cooperative sector to
grow in strength.

Source: Owen 2007b.



POLITICAL SUPPORT AND
OPPOSITION
Political involvement in financial cooperatives has had
generally negative impacts. In developing countries
where institutions are frail, financial cooperatives
are exceptionally liable to political interference,
which may be well meaning (governments may
wish to use financial cooperatives as instruments of
development policy) or perverse (governments
may use financial cooperatives as instruments of
political and economic control) or corrupt (govern-
ments or corrupt politicians may siphon off money
of financial cooperatives, or take loans with no in-
tention of repaying).

Political support has also helped the development of
financial cooperatives in several countries. Clearly, po-
litical interest in cooperatives is a two-edged
sword. In many countries, interest and confidence
that some politicians have shown in financial co-
operatives has greatly helped the cooperatives to
flourish. Financial cooperatives in Brazil have par-
ticularly benefited from political support. The neg-
ative aspects of this political involvement seem to
have been avoided in Brazil, where financial coop-
eratives benefit from strong and widely accepted

safeguards against political interference—the
most important being the requirement that staff
and management at all levels of the financial co-
operatives and the network institutions do not
have any political affiliation. In Kenya and Sri
Lanka, politicians have also provided highly visi-
ble support, but there have also been attempts in
those countries to use cooperatives to achieve po-
litical objectives.

SUMMARY
Integration allows financial cooperatives to provide an
increasing array of services and products over time, and
thus to compete with other types of financial institutions.

Integration also helps improve governance, improve
financial capacity, and reduce risk.

Cooperative banks help link financial cooperatives to
the wider financial market, thereby helping to spread risk
and allow more efficient use of liquidity.

On balance, financial cooperatives grow faster and
more sustainably by handling their own development and
by keeping government intervention to the minimum.

Safeguards have to be written into financial coopera-
tive governance against inappropriate or corrupt politi-
cal interference.
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THE SUCCESS OF FINANCIAL COOPERATIVES
IN EXPANDING RURAL OUTREACH
Outreach is the penetration of a market in terms of customers, products, and
financial volume of business.

For financial cooperatives there are three basic indicators of out-
reach. The first indicator is the number of clients. The number of ac-
counts also indicates how the diversification of products is improving
outreach. The turnover and financial performance of financial coop-
eratives are also important indicators because they show the rate of
growth in business and the sustainability of current outreach as well
as the potential for additional outreach.

By these measures, many financial cooperatives are very successful in
their rural outreach. The case studies show that financial cooperatives
can be a major provider of rural financial services. In all but one case
they are the largest rural financial institutions in their respective
countries. On the other hand, all these countries also have significant
urban outreach. The overall outreach in all of the case study countries
is significant (Table 3). In fact, the four organizations studied reach
between 11 percent and 33 percent of the households in their areas of
operation. Financial cooperatives in Brazil serve almost a quarter of
the population in the areas where they operate (22 percent), and in
Kenya, fully one-half of households across the nation have an account
with a financial cooperative.

Other examples from around the world show that financial cooperatives can
grow fast. Between 1999 and 2003, Mali’s financial cooperatives gained
56,000 new members, while Senegal gained 98,000. Similarly fast
growth has taken place in Ecuador, where between 1996 and 2001,
membership in the 23 credit unions increased by almost 350,000.
Similar growth can be found in many other developing countries.

TRIGGERS FOR EXPANDING OUTREACH
The pace of growth of financial cooperative sectors varies considerably. The
oldest organizations reviewed in the case studies (Sanasa in Sri Lanka
and SICREDI in Brazil) go back more than 100 years. In both cases,
development was slow or very uneven for decades, and then a rapid
expansion took place. The financial cooperative networks in Burkina
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Faso and Kenya are substantially younger. The
Burkina network grew rather slowly until 2000, but
since then membership has nearly doubled. The
Kenya network grew rapidly in its early days in the
1970s, and then paused until a second wave of
growth in the 1990s. This section highlights events
or decisions which triggered significant growth in
outreach.

In the case of Sri Lanka, it was a combination of in-
stitutional change (from savings clubs to financial coop-
eratives) and the growth of demand which triggered a
rapid expansion.

The real growth of the Sanasa network started
only in 1978 when, under the impulse of new lead-
ership, societies were transformed from being ef-
fectively small savings clubs into financial
cooperatives. The new financial cooperatives ac-
cepted a wider membership, started to offer more
savings and loan products and became involved in
community projects and social services. Since 1978,
the number of Sanasa societies and members has
increased more than eightfold.

In the case of Brazil, a change in the law triggered a
rapid expansion. For SICREDI cooperatives, govern-
ment restrictions curbed growth until 1988, after
which gradual changes in financial laws and gov-
ernment regulations allowed the cooperatives to
enter new areas and to reach new customer groups.
The result was very fast growth.

In Kenya, it was the link to the successful produce
processing and marketing cooperatives that triggered
early growth. A second wave was triggered when the law
changed to allow broader membership.

In Kenya, the financial cooperatives had their
origin as the Union Banking Sections of regional
crop-specific unions of processing and marketing
cooperatives. Farmers’ crop sales proceeds were
passed through their accounts in the banking sec-
tions. In this way, they expanded very rapidly
early on, reaching half a million members by the
mid-1970s. Once the Union Banking Sections were
transformed into financial cooperatives, they had a
ready membership. A further wave of growth was
triggered in the early 1990s, when the rules were
changed to allow the financial cooperatives to take
in as members people other than agricultural pro-
ducers, thus allowing the membership and client
basis to continue to grow.

SPOTTING POTENTIAL FOR
INCREASED RURAL OUTREACH
There are three factors that suggest that in many countries
there is good market potential for financial cooperatives.

The first indicator is the presence of a large pop-
ulation of poor rural people unserved by other fi-
nancial institutions. In many countries, much of the
rural population is not served by any formal finan-
cial institution. In some countries like Kenya, this
population has actually increased in recent years as
governments have liberalized the banking sector
and commercial and parastatal banks have with-
drawn from less profitable rural business. This un-
served population is the natural market for further
outreach by financial cooperatives.
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Table 3: Outreach of Financial Cooperation in the Four Case Study Countries

Number of Number of 
Financial primary financial individual % of households 

Country cooperatives cooperatives members/clients in area covered Area covered

Burkina Faso RCPB 124 430,000 20% 32 of 45 provinces
Brazil SICREDI 130 1,000,000 11% Nationwide

All financial cooperatives n.a. 2,400,000 22% Nationwide
Sri Lanka Sanasa financial cooperatives 8,440 855,000 20% Nationwide
Kenya Rural SACCOs 115 1,200,000 33%* All rural areas

All SACCOs 2,700 2,500,000 50% Nationwide

* 33 percent of rural households.
Source: Case Studies.
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A second indicator is a lack of fast growing al-
ternatives. Other rural finance providers that might
provide a service equivalent to that of financial co-
operatives were discussed in section 1.4. In a few
countries, these alternative providers supply fi-
nancial services to a significant portion of rural
people. Examples include the Khan Bank in
Mongolia, BRI in Indonesia, and Grameen Bank in
Bangladesh. But in a large number of countries,
there is considerable potential demand that is un-
likely to be met by alternative providers.

A third indicator is rural economic growth.
Where there is a dynamic rural economy, there will
be a demand for not only basic services but also for
a broader range of products. This demand can
drive the rapid growth of financial cooperatives.

COUNTRIES AND REGIONS WITH
PARTICULAR POTENTIAL FOR
INCREASED RURAL OUTREACH
Some parts of the world probably have little poten-
tial for increasing the number of clients although
there may be scope for providing a wider range of
services, particularly in areas where the rural econ-
omy is growing fast. Most parts of the world have
high potential for increasing rural outreach. The fol-
lowing paragraphs discuss three regions of particu-
lar potential: Sub-Saharan Africa, Eastern Europe
and Central Asia, and Latin America.

In Sub-Saharan Africa, the potential is high, because
of the high percentage of populations in rural areas and
the lack of alternative providers.

Financial cooperatives have proved quite suc-
cessful in achieving rural outreach in several Sub-

Saharan Africa countries but their long-term sus-
tainability is not yet assured (Box 18). There are a
number of countries where financial cooperatives
could make an equivalent contribution, but where
the financial cooperative sector has not really taken
off or is in its infancy. In other countries, there are
institutional constraints to development and their
removal could trigger rapid expansion of outreach.
Sub-Saharan Africa is one key region where some
external support could help trigger rapid growth.

In Eastern Europe and Central Asia, there has been
limited growth of financial cooperatives to date, but there
is considerable potential, including in rural areas.

In Eastern Europe and Central Asia, financial co-
operatives have great potential for expansion.
Existing financial cooperatives generally have lim-
ited outreach. In the nine countries represented at
the Baku Conference, financial cooperatives serve
a very small percentage of the population: the max-
imum coverage is 6.5 percent in Romania. Apart
from Moldova, where coverage is 2.1 percent, fi-
nancial cooperatives reach less than 1 percent of the
population in the remaining seven countries.

The potential for further outreach is very great.
Financial cooperatives are often the only financial
institutions in rural areas and there is considerable
unmet demand for a range of products, including
safe savings, credit to form and expand enterprises,
working capital, and housing loans.

In Latin America, financial cooperatives reach a sig-
nificant number of households, but there is enormous
scope for expanding rural membership and deepening fi-
nancial outreach—and the networks have the needed fi-
nancial capacity.

Outreach in Latin America is clearly consider-
able. In Ecuador, financial cooperatives have 1.7
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Box 18: Outreach in Sub-Saharan Africa

• The 2,700 financial cooperatives in Kenya have
more than 2.5 million members, including 1.2
million who are members of rural financial co-
operatives.

• In Burkina Faso there are 276 financial coopera-
tives and three networks. The largest network
reaches one-fifth of the nation’s households.

• Uganda has 1,232 financial cooperatives.
• The Bauchi State Federation in Nigeria, which

has the most successful financial cooperatives
network in that country, has 300 registered co-
operatives as its members.

• Ghana has 261 credit unions, as well as an ex-
tensive network of rural and community banks.

Source: Case Studies.



million members out of the population of 13.3 mil-
lion. Thus, up to half of households nationwide
may have an account in a financial cooperative. In
Brazil, financial cooperatives provide services to
2.4 million members, reaching about 10 percent of
households in the nation. Yet the scope for ex-
panding membership and deepening financial out-
reach is considerable. Only one-third of the
Brazilian population has a bank account, and cer-
tainly a smaller proportion in the rural areas. There
is thus ample scope for increasing rural outreach.
In addition, as the economy expands there is grow-
ing demand for a broader range of products.

ASSESSING IF FINANCIAL
COOPERATIVES ARE READY TO
EXPAND THEIR OUTREACH
Financial cooperatives typically do appear to seek to ex-
pand their outreach. Expanding outreach requires
not only market potential and the correct gover-
nance and business conditions. It also requires that
a financial cooperative or a financial cooperative
sector be ready and willing to expand. Indicators
that show that the financial cooperative sector is in
an expansionary mode are: new financial coopera-
tives are being founded, membership is rising, new
accounts are being set up, and turnover and finan-
cial performance are increasing.

The assumption is that they can and should do so.
The simplest behavioral model suggests that finan-
cial cooperatives will seek to expand their mem-
bership base and their financial activities, as that is
what they are set up to do. In addition, outside
agencies will encourage an expansionary spirit as
financial cooperatives offer governments and
donor agencies the prospect of getting rural people
involved in their own development through build-
ing up their own institutions.

However, financial cooperatives are not necessarily
risk-taking maximizers. Financial cooperatives may
not necessarily wish to grow too much. They may
prefer to remain local and community-based, and
to work with known activities rather than risk in-
novative ones. They may prefer to remain closed
rather than open to new clients. One strength of fi-
nancial cooperatives in their early stages is the
common bond for their members, who may be un-
willing to see this local base diluted and the com-
mon bonds loosened. There are cases where
cooperatives have refused expansion. For example,

in the 1980s and 1990s, many American and
Canadian production and marketing cooperatives
decided not to expand. They refused to take new
members or established very high entry require-
ments for new members.

Expanding outreach may indeed be risky and expen-
sive. Most financial cooperatives in developing
countries are relatively weak financially. They
have been established for the economic advance-
ment of their members, not for reaching out to a
more risky or more expensive clientele. Current
members may well not find it to be in their interest
to use their limited resources to serve such groups.

Pushing for outreach may also create tensions within
the financial cooperatives between managers and mem-
bers. Managers may favor expanding their financial
cooperatives as fast as possible, for prestige and
better benefits, or for the financial benefit of the co-
operative. But the board and ordinary members
may see it differently—in terms of increased risk.
They may ask the manager: Who will pay for the ex-
pansion of outreach? Are you using the capital we have
accumulated to gain new and perhaps unprofitable
clients?

SUMMARY
Based on market potential, there is considerable poten-
tial in many countries for expanding rural outreach.

However, the decision to expand and the adoption of
a growth strategy has to be made by financial coopera-
tive sector institutions.
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THE CHARACTERISTICS OF “GOOD”
EXTERNAL INTERVENTION
Long-term partnership approaches bring sustainable institutional growth.
Evidence from many countries suggests that technical assistance can
bring sustainable institutional growth, and that long-term partner-
ships are the effective approach. See Box 19 for some cases. In Kenya,
for example, the Nordic countries teamed up to provide sustained
technical assistance to build up the rural financial cooperative sector
over a period of almost 20 years. The result was a financial coopera-
tive sector with a sound institutional structure, financial autonomy,
and very broad outreach.

Network-to-network partnerships have been particularly successful. The
rapid expansion of the Burkina financial cooperative sector (see sec-
tion 3.1) was considerably assisted by a 30-year partnership with the
Canadian financial cooperative network. Brazil’s SICREDI (section
3.2) has benefited from a decade-long partnership with the German
financial cooperative network.

External partners have helped to initiate a sustainable financial coopera-
tive sector in several countries by supporting new central organizations and
financial cooperative networks.

With the help of cooperative organizations from the developed
world, external partners have helped build up entirely new networks
of financial cooperatives in developing countries where they did not
exist. For example, German technical and financial aid were key to
setting up of financial cooperatives in the Volgograd region of Russia
and in Kyrgyzstan. World Bank support was instrumental in sup-
porting the creation of financial cooperatives in Moldova, Albania,
and Madagascar. The U.S. Agency for International Development
(USAID) has helped strengthen budding credit union structures in
East European and Central Asian countries. The Savings and Credit
Sector Strengthening Project in Mexico, supported by the World Bank
and the Inter-American Development Bank, is helping to develop a
central organization, BANSEFI, to promote a savings culture and to
operate as a bank for the savings and credit sector. In this case, the
project is intended as a one-time investment, to avoid creating de-
pendence on external aid.

Experience 
of External 

Intervention

9



Projects can help create the legal, regulatory, and su-
pervisory framework conditions for a sustainable finan-
cial cooperative sector and can help to scale up some of
the institutions.

Most of the East European and Central Asian
countries have received project technical assistance
to develop legislation and the regulatory and su-
pervisory frameworks to promote development of
their financial cooperative sectors.

Successful donor interventions have focused on de-
veloping sector institutions to the point where the fi-
nancial cooperatives are sustainable.

Numerous success stories point to the need for
external assistance to focus on institutional devel-
opment (rather than on capital investment or finan-
cial resource transfer). The support provided by the
Canadian financial cooperative network Desjardins
in Mali and Senegal, for example, was successful in
improving outreach and sustainability because it
targeted strengthened governance, good manage-
ment, and standardization of prudential norms and
operating rules. Similarly, WOCCU assistance to the
Ecuadorian sector was successful in promoting
growth because it focused on the enabling environ-
ment of regulation and supervision, and on human
resource development (Box 20).

Donors have also helped develop new products for fi-
nancial cooperatives and financed the creation of a tech-
nology platform.

Outside support can also be catalytic in promot-
ing innovation. For example, the World Bank’s
Commodity Risk Management Group (CRMG) has
worked in Tanzania to demonstrate how the use of
risk management instruments can mitigate the
price risk for both farmers and their cooperatives.
The CRMG then helped develop market-based
products for these risks, which a local bank now of-
fers for sale to its clients.

A World Bank project is supporting the creation
of a networked technology platform for financial
cooperatives in Mexico that is expected to allow the
development of an online MIS. This will allow fi-
nancial cooperatives to significantly improve their
financial management.

THE RISKS OF EXTERNAL
INVOLVEMENT
External involvement may undermine the savings-based
business model and the savings-first credit discipline
model by over-doing credit supply or by under-pricing
resources.

The development of rural finance has been
plagued by the perception that the problem is lack
of liquidity. Lines of credit at reduced interest
rates, sometimes on a “no responsibility” agency
basis have been mobilized. Usually these have
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Box 19: Long-term Technical Assistance Partnerships Bring Sustainable Institutional Growth

The Nordic countries assisted Kenya from the late
1960s to the mid 1980s to build up rural financial co-
operatives (as Union Banking Sections) and to develop
the Cooperative Bank of Kenya. Kenya also received
financial assistance for developing a training depart-
ment for financial cooperatives within the Cooperative
College and for constructing a very impressive build-
ing for the Cooperative Bank.

In Ecuador, WOCCU’s support resulted in the de-
velopment of effective regulations and supervision,
the training of personnel, and the drafting of a new
regulatory framework.

The Sri Lankan Sanasa network has benefited from
long-term technical and financial assistance from the
Canadian Cooperative Association (CCA),
Développement International Desjardins (DID),
Rabobank, and WOCCU.

Burkina Faso’s RCPB has received technical assis-
tance from DID for more than three decades.

The Brazilian SICREDI network of financial cooper-
atives has received technical assistance since 1996
from the German Confederations of Credit
Cooperatives.

Source: Authors.



missed the key problems—of absence of viable in-
stitutions and of financial markets—and have un-
dermined what frail institutions may have existed.
For example, a USAID-financed government pro-
gram in Sri Lanka used the Sanasa organization as
a channel for “delivering credit” to farmers and fi-
nanced expansion into new activities that proved
unsustainable once the external financial assistance
ended. This weakened the fragile savings-based
discipline of the financial cooperatives and re-
duced rather than increased the prospects for sus-
tainable growth and increased outreach.

Donors do not always know best. In the 1970s and
1980s, the Cooperative Bank of Kenya and the
Ministry of Cooperative Development had to turn
down several proposals from donors to use finan-
cial cooperatives as means to implement their pro-
jects, because the Kenyan sector saw, almost
certainly correctly, that the proffered aid could
overtax the system, promoting “over-reach” rather

than increasing outreach. Similarly, Brazil’s SI-
CREDI has correctly grasped Gresham’s Law—
that bad money drives out good—and has refused
foreign resource transfers.

SUMMARY
Successful development assistance has focused on
longer-term partnerships.

The best mechanism of support appears to be net-
work-to-network, twinning networks in countries with
weak financial cooperatives sectors with networks from
countries with advanced financial cooperative networks.

The focus of support in successful external assistance
has been on institutional development—both that of the
enabling environment and that of sector institutions.

Rural finance donors have made the mistake of pro-
viding assistance that undermined the financial prof-
itability and savings-based business model of financial
cooperatives by providing cheap credit.
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The Canadian cooperative development agency DID,
owned by Desjardins, has for years provided technical
support to federated networks of financial coopera-
tives in Mali and Senegal that has improved their out-
reach and financial sustainability. A strong emphasis
on good governance, internal discipline and control,
and harmonization of operational rules across the net-
works contributed to these achievements. As a result,
between 1999 and 2003, the cooperative customer
base in Mali grew by 56,000 and in Senegal by
98,000 new members. During the same period, the fi-
nancial self-sufficiency of cooperatives in Mali rose
from 75 percent to 111 percent and in Senegal from
80 percent to 140 percent.

In Ecuador, WOCCU has provided technical assis-
tance for the development of effective regulatory and
supervision systems for financial cooperatives, trained
personnel, and drafted a new regulatory framework.

Between 1996 and 2001, outreach in terms of mem-
bership has grown by almost 350,000 new members
in 23 credit unions. In the same period, the assets of
these credit unions increased from US$114 million to
US$293 million equivalent, and the rate of overdue
loans was reduced from 17.5 percent to 5.8 percent.

After Russia experienced a banking crisis in the
1990s, DGRV of Germany supported the rural savings
and credit cooperatives in the Volgograd region. The
objective was to develop a decentralized system, with
regional and national federations offering network ser-
vices. By 2003, the program had grown to 44 rural
savings and credit cooperatives with 23,400 members
and loans of approximately 415 million rubles, com-
pared with the approximately 30 million rubles pro-
vided to rural borrowers in the region by commercial
banks. From 2000 to 2003, the cooperative savings in-
creased from 20 million rubles to 204 million rubles.

Source: Case Studies at the Washington Conference

Box 20: How Sustained Technical Assistance Targeted at Sustainable Institutional Development Helped
Sustainability and Growth in Four Countries
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Based on the discussion in the previous chapter, the following gen-
eral principles of external intervention emerge: long-term partner-
ships, preferably sector-to-sector; focus on institutional development;
support for innovation; and avoidance of dependence on subsidies
and lines of credit. But what can donors and other external agencies
actually do to promote the sustainable growth and rural outreach of
financial cooperatives?

Essentially, external interventions may be helpful at three levels:
(i) in support of the enabling environment; (ii) in assisting higher-
level federated structures, networks, and apex institutions to de-
velop; and (iii) in support of the grass roots financial cooperatives to
increase their outreach sustainably. This chapter explores ways in
which areas of support might be selected and how support can best
be articulated.

SUPPORTING THE ENABLING ENVIRONMENT
Support to the enabling environment can be highly effective. The most
highly geared support that will have long-term beneficial results in
terms of outreach and sustainability of financial cooperatives will not
necessarily be addressed directly to the financial cooperatives them-
selves but to the development of an enabling environment that will
facilitate their growth, performance, and integrity. Apart from the
creation of core physical infrastructure—such as energy, transport,
and communications—these include creation of a macroeconomic,
legal, and regulatory environment that encourages financial sector
development.

Policy dialogue is an important component of this support, and here ex-
ternal organizations should have a comparative advantage.

This comparative advantage stems from global experience, long
and broad in-country knowledge, and the “convening power” that
knowledge and financial resources bestow. External agencies can en-
courage governments to maintain a sound macroeconomic policy
and to pursue policies that favor the development of a sound finan-
cial sector, including a legal system that protects property and land-
use rights and the autonomy of financial institutions and regulatory
authorities. The dialogue can support national cooperative sectors in
encouraging governments to make sure the overall policy framework
is conducive to the development of financial cooperatives.

Entry Points for 
External Support10



External agencies can support the development of an
appropriate legal framework. External agencies may
bring cross-country experience to help govern-
ments and cooperative sectors to develop a
straightforward legal framework empowering the
financial cooperative sector for growing outreach,
and providing for a supportive regulatory and su-
pervisory system with clear lines of responsibility.
Box 21 lists some of the legal changes that can ben-
efit financial cooperatives in Eastern Europe and
Central Asia.

External agencies can also support the development
of regulation and supervision capacity, and the develop-
ment of prudential norms and standards.

The weakness of many regulation and supervi-
sion systems undermines the healthy growth of fi-
nancial cooperatives in many countries (Chapter
5). External agencies, with their global experience,
can help build up the regulatory and supervisory
structures to carry out their functions effectively.
Support to regulatory systems could help develop
the prudential norms and standards to be applied
by the supervisory authority. Time-bound techni-
cal and material support to supervisory units could
help build permanent in-country capacity.23 Box 22
identifies some regulatory requirements that can
help ease financial cooperative start ups.

External partners can also support development of
new products, particularly those of practical value to fi-
nancial cooperatives.

With their cross-country experience and broad
perspective on the financial sector, external agencies
can help with the development of new products for

financial cooperatives and other financial institu-
tions. This type of support can be particularly valu-
able in countries where the financial sector is little
developed—for example in the transition economies
of Eastern Europe and Central Asia. In addition to
the examples given in previous chapters—for in-
stance, risk management instruments (see section
9.1)—examples of innovative products that could be
developed with external support include: creating a
warranty system for crops in warehouses to be used
as collateral for loans; supporting the establishment
of credit bureaus for risk evaluation and mitigation;
and using hypothecation registers to facilitate the
use of collateral.

NETWORK LEVEL INTERVENTIONS
External intervention is also highly geared at the net-
work level. It is most effective to build financial co-
operatives and extend their outreach through
national organizations, if they exist. If not, external
support could be a catalyst to setting up these
higher-level organizations and to the vertical inte-
gration of the local financial cooperatives. There
are several successful examples of external support
aiding this process (see section 9.1).

Activities are best planned and implemented through
a long-term, technical assistance relationship, notably
network-to-network twinning.
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Legal systems in Eastern European and Central Asian
countries show many similarities, including the need
for a set of common legal amendments that could help
sectors to grow fast.

• Amending laws to allow financial cooperatives
to integrate vertically within federations, diver-
sify their product range, and evolve into general
banking organizations.

• Developing a legal framework for insurance to
guarantee the safety of deposits.

• Modifying the legislation to allow both individu-
als and legal entities to become members of fi-
nancial cooperatives.

• Enabling laws that permit correspondent banking
and ease use of ICT for client transactions.

• Improving the legislation on collateral, including
movable property.

• Developing mortgage and leasing legislation.
• Preparing a comprehensive legal framework that

covers all forms of microfinance agencies.

Source: Regional conference in Eastern and Central Asia, November 2004.

Box 21: Legal Changes that Could Help Financial Cooperatives in Eastern Europe and Central Asia 
to Expand Outreach

23 World Bank 2003.



The most successful technical assistance part-
nerships have been long term (see Chapter 10). One
approach that has been notably successful is “twin-
ning,” where a financial cooperative sector in a de-
veloped country provides structured technical
assistance to a network in a developing country
over an extended period.

External support to networks needs to be driven by de-
mand from the national financial cooperative networks.

The range of possible external support is limit-
less, and any support program has to be driven by
the financial cooperative sector institutions.
Federations or unions have to make a clear case for
external support.

Based on past experience, the areas most indi-
cated for external support include: (i) strengthen-
ing network integration and consolidation; and (ii)
developing network services and common prod-
ucts. Some of the typical measures that might be

supported by external agencies in these areas are
listed as illustrations in Box 24.

In addition to the possible activities listed in Box
23, there are four areas where external agencies have
a particular advantage, either because the financial
and technical implications may be beyond the ca-
pacity of a national sector, or because innovation re-
quires the kind of political weight that an external
agency may be able to bring to bear. These four areas
are discussed in the following paragraphs.

Developing programs to safeguard customers’ funds.
In most developed countries, governments or the
financial cooperative sector have established de-
posit insurance programs. In some developing
countries, the financial cooperative sector has set
up risk sharing mechanisms. As financial coopera-
tive assets and risks grow, each sector needs to de-
velop more formal deposit insurance. Here
external partners can bring global experience to
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Box 22: Easing Financial Cooperative Start Ups

Entry requirements should be kept simple.
Some countries, such as Bolivia, now require feasi-

bility studies on sustainability before permitting new
financial cooperatives to be incorporated. This can be
helpful, but should not raise the bar too high. A few
countries have established high capital requirements;
these constitute an entry barrier and will reduce the
scope for improving outreach.

The particular character of financial cooperatives
should be taken into account.

Start up regulations for financial cooperatives
should emphasize the particular risks and fiduciary re-
sponsibilities of a deposit-taking institution, and en-
sure that internal governance and checks are
established from the very start.

Source: Authors.

Box 23: Possible Areas of External Support to Strengthen Financial Cooperative Systems

Strengthening network integration and consolidation
• Redefining the role of higher-level institutions

and helping them prepare medium- and long-
term plans

• Revamping the network constitution, improving
vertical integration, and facilitating supervision

• Supporting the merger of small or uneconomical
primary cooperatives

Developing network services and common products
• Helping develop and implement uniform ac-

counting and financial management systems
• Implementing prudential norms and monitoring

systems (e.g., WOCCU’s PEARLS system)
• Developing units for common services: auditing,

printing stationery, manuals, statistics, and M&E

Source: Authors.



bear and can help financial cooperative sectors to
agree with the regulatory authorities what is the
appropriate mechanism to safeguard depositors’
funds and minimize financial risk for the sector.

Developing information technology. There are
enormous efficiency gains from a well-functioning
information technology system, but the cost and
technical challenge of developing and implement-
ing a system are daunting. External partners have
a strong advantage in that they can bring cross-
country knowledge and systems, and could help
pay some of the set-up costs for hardware, soft-
ware, technical assistance, and training. There are
many technological innovations—such as mobile
banking—that are still in a pilot testing stage and
have the potential to significantly reduce transac-
tion costs, especially for rural areas, and to improve
the quality of credit portfolios.24

Financing training activities. The success of finan-
cial cooperatives worldwide has been based on
human resources—leaders, managers, staff, and
educated members. External support can bring ex-
pertise, models, and training materials not avail-
able locally, and can help support some of the
establishment and initial running costs of educa-
tion and training systems for national sectors. Box
24 gives some examples of this type of support.

Supporting apex organizations. External agencies
may have a comparative advantage in this area
since they can bring global experience, and can 

assist the financial cooperative sector with the 
dialogue with government and the regulatory au-
thorities. External agencies could also support es-
tablishment costs, provided that this does not
distort the financial evaluation.

Support could be provided to the policy dia-
logue, legal changes, and restructuring of the bal-
ance sheet.25 External agencies could also help
financial cooperative sectors to establish apex units
for other services, such as leasing or insurance.26

SUPPORT TO INCREASE RURAL
OUTREACH
Improving access to finance is the ultimate objective of ex-
ternal assistance. The objective of external support is
to strengthen financial cooperative sectors so that
they can sustainably increase their outreach. Thus
although assistance, to be efficient, has to be articu-
lated through higher-level structures—federations,
unions, apex institutions—the goal is to improve the
governance and financial viability of the primary 
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Box 24: Sample Areas for External Support of Cooperative Education and Training

There is a strong need for training of staff and commit-
tee members at federation and primary financial coop-
erative levels, and for education of ordinary members.
The need is particularly pressing in countries where
effective training facilities are not available or are in-
adequate. External support could help finance:

• Basic investments, such as construction of a 
cooperative college with a faculty for financial
cooperatives

• Technical assistance for developing educational
and training programs, developing curricula, and
putting on training of trainers courses

• Exchange programs (ideally under a twinning
arrangement)

• Specialist training to improve governance and fi-
nancial management (e.g., training of coopera-
tive auditors serving at apex or regional financial
cooperatives)

In the longer run, all education and training pro-
grams need to become self-sustaining, and support
should be targeted to this goal.

Source: Authors.

24 Ivatury 2006.
25 World Bank 2005; IFAD: “Decision Tools.” Undated:

Available on www.IFAO.org.
26 Good examples of leasing arrangements for the agriculture

sector are discussed in World Bank publications: Nair,
Kloeppinger-Todd, Mulder 2004; Nair and Kloeppinger-
Todd 2006; and World Bank 2003.



financial cooperatives, and so enable them to extend
their outreach. This section summarizes the key
areas where external assistance can make a differ-
ence to outreach at this grass roots level.

External assistance through the network should re-
sult in good governance and financial viability at the
level of the financial cooperatives.

Ways in which external support would help im-
prove governance and financial viability at grass
roots level were discussed above. For governance,
a financial cooperative might expect to benefit from
improvements in regulation and supervision, from
education and training to support sound internal
governance structures, and so forth.

For financial viability, a financial cooperative
should expect to benefit from support through the
network so that it has a set of sound prudential
norms; effective performance monitoring includ-
ing computerized accounting and MIS; and a well-
trained board and staff capable of sound financial
management to produce healthy profits, rising re-
serves, and lower bad debts.

Beyond this, external support could also help under-
write the increase in rural outreach at the financial co-
operative level.

Activities that would directly increase the rural
outreach of primary financial cooperatives could
also benefit from external support, which would
normally be articulated through the network. This
support could include:

• Help for the financial cooperatives in con-
ducting demand assessments and preparing a
strategy for outreach.

• Support for the establishment of new finan-
cial cooperatives: education, training, techni-
cal assistance, material support for office
equipment, computerization, refurbishing of
offices, and operating costs for a limited time.

• Support for expanded physical outreach of
existing financial cooperatives—for example,
helping with start-up costs of establishing
new branches or service points in rural areas,
particularly poorer areas that do not have fi-
nancial services.

• Underwriting the costs of outreach to poorer
or more dispersed clients—for example, by
helping develop or improve programs that
enable greater outreach. Examples are the
“extended outreach” programs in Burkina
Faso (women’s solidarity groups, informal
service points—see section 3.1) and Kenya’s

informal savings groups, mobile banking
units, and “payment points” at markets (see
section 3.4).

• Aiding informal groups to grow into financial
cooperatives—for example, by helping to up-
grade informal savings and credit groups into
a “pre-cooperative stage”27 or helping expand
the extended outreach programs until they
can become branches and ultimately financial
cooperatives.

• Supporting the diversification and broaden-
ing of the product offer, and so extending and
deepening outreach—for example, by under-
writing some of the initial offer costs and risks
of new products.

SUBSIDY AND LINES OF CREDIT
Any external support can undermine sustainability and
outreach and needs to be carefully justified.

The agenda outlined above makes a persuasive
case for external support to the development of an
autonomous financial cooperative sector charac-
terized by growing outreach and sustainable, self-
financed growth. Yet there is always the specter of
too much assistance, the fear of creating a depen-
dent sector, undermined by subsidies and crowd-
ing out market-based financial sector growth.

Assistance to the financial cooperative sector has to
avoid distortions and the possibility of dependence.

A subsidy can be justified where it corrects for
market failure and promotes a public interest ob-
jective, particularly growth and poverty reduction
(see Box 25 for the application of this principle to fi-
nancial markets).

In the case of financial cooperatives, there can be
an economic case made for external support that
promotes increased outreach, including that in
rural areas. Yet subsidy is inimical to the coopera-
tive spirit. The origins of the cooperative sector
were in robust self-help, and subsidies played no
role in the classic vision of cooperative develop-
ment, whether of financial cooperatives or of any
other. Hence, assistance has to be demand-driven
and designed to avoid distortions and the possibil-
ity of dependence. This suggests “rules of thumb”
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27 In many developing countries, cooperatives start as pre-co-
operatives for a certain trial period. If they prove to operate
according to the established rules, they will be registered as
cooperatives.



that can be applied to any program under consid-
eration. Programs of external support to financial
cooperative sectors should be:

• Driven by demand and requested democrati-
cally by the financial cooperative sector

• Focused on institutional development and ca-
pacity building

• Targeted towards defined outcomes, with a
sunset clause, and with any recurrent costs af-
fordable on the cooperative’s own resources

• Aimed at improving sustainability and out-
reach

• Promoting—not undermining—the savings-
based financial discipline of the sector

• Not directly subsidizing members or clients
through interest rate subsidies28

One area where external assistance is often not nec-
essary—and may even be harmful—is credit lines.

The World Bank’s experience has shown that
credit lines are a suitable instrument where: (i) liq-
uidity is the primary constraint on financial coop-
eratives’ ability to reach targeted groups; (ii) funds
can be provided at commercial wholesale rates
without distorting financial markets; or (iii) there
is, for example, a demand for medium- or longer-
term financing that a financial cooperative is un-
able to meet from its usually short-term deposit
base. In practice, credit lines are inconsistent with
the self-reliant, savings-first approach of financial
cooperatives. Credit lines could be justifiable using

the criteria above, and after exhausting every pos-
sible alternative.

However, there may also be other mechanisms for fi-
nancial support which are justifiable and which do not
undermine financial best practices.

It may be legitimate to provide seed risk capital
for new or expanding ventures. The International
Finance Corporation, International Fund for
Agricultural Development (IFAD), and donor
agencies have successfully provided additional liq-
uidity for rural financial institutions in the form of
equity participation in apex institutions, credit
guarantees,27 and start-up capital for credit risk
and savings insurance and for micro-leasing.

Summary. Whatever the structure and purpose
of the aid, two cardinal rules should be observed:
(i) assistance should not undermine incentives for
members to save; and (ii) assistance should not
support regular operational activities that should
be paid for through interest and fees. If these car-
dinal rules are violated, the impact of the assistance
will not be sustainable, and may even undermine
the institutions it is trying to support.
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Box 25: World Bank Guidelines on Subsidies in the Financial Sector

World Bank guidelines admit subsidies which help fi-
nancial institutions in developing countries develop
into efficient agencies that operate profitably on a
commercial basis and offer products and services de-
manded by a wide range of clients, including the
poor. Any support has to be designed in such a way
that it does not distort or inhibit the growth of other
participants in financial markets, but instead con-
tributes to development of these markets. In principle,
the World Bank applies this “financial systems ap-
proach” to all finance-sector projects and programs,
including rural finance.

Within these general guidelines, subsidies may be
warranted if they are transparent, of a specified quan-
tity, explicitly entered into government budgets, fis-
cally sustainable, and economically justified.

Where a resource transfer is proposed, this has to
foster a sustainable flow of financial services to un-
derserved groups (such as the poor, women, and
micro-entrepreneurs), and must be accompanied by
reforms that correct “market failure” by addressing
problems in institutional infrastructure and financial
markets.

Source: Adapted from World Bank Revised Operational Policy 8.30; World Bank 2005.

28 However, there may be circumstances where grants to very
poor people are justified to acquire income enhancing assets.
Nonetheless, provision of these grants should be fully inde-
pendent of any support to financial cooperatives. For addi-
tional discussion on use of such grants, see ARD Note
Number 26: Ritchie 2007.

29 Conditions for credit guarantees are given in World Bank II
2003, p.42.



57

Financial cooperatives are a significant provider of fi-
nancial services in rural areas in many countries. In
countries where the market potential and other favorable
conditions for the growth of financial cooperatives exist,
they should be considered as potential means to increase
access to rural finance.

The localized nature of financial cooperatives,
which keeps their costs and risks lower than many
other types of financial organizations, is the 
primary strength of financial cooperatives as
providers of rural financial services. Disadvantages
stemming from their localized nature—such as lim-
ited pool of financial and human resources to draw
upon and a history of excessive government control
in many developing countries—are their weak-
nesses. While in many developing countries the
weaknesses have trumped the strengths, in some
countries financial cooperatives have built on their
strengths, addressed their weaknesses innova-
tively, and have often become among the largest
providers of rural financial services.

Financial cooperatives in developed countries
have definitively demonstrated that outreach into
rural areas and profitability can go together.
However, in many developing countries political
considerations are at the forefront and in such cases
decision making of financial cooperatives is not
based on sound principles for sustainable institu-
tions. In many cases therefore, rural outreach has
been achieved at the expense of profitability and,
hence, sustainability. Large financial cooperative
networks in India and China are good examples.
However, financial cooperatives in countries such
as Brazil, Ecuador, Senegal, and Kenya demon-
strate that this does not necessarily have to be so.
These examples suggest that the financial coopera-
tive sector can increase rural outreach in a sustain-
able manner if they can function as successful
financial organizations.

Four key findings from the case studies and con-
ferences are listed below. These and other lessons
emerging from the analysis in the previous chap-
ters are discussed in the sections that follow.

• Availability of a legal and regulatory frame-
work that regulates financial cooperatives as
financial organizations (and not general 
cooperatives) and an indirect supervisory
system that uses financial cooperative feder-
ations/unions to supervise the cooperatives
contribute to the development and consolida-
tion of financial cooperative sectors.

• Diversification of clientele is key feature to
achieve rural outreach without sacrificing
profitability. Case studies commissioned for
this report show that geographic diversifica-
tion of clientele can come from networks hav-
ing a mix of urban and rural financial
cooperatives, and individual cooperatives
themselves having both urban and rural
clientele. Also important is a mix of mem-
bers/clients in terms of incomes and eco-
nomic activities. This is also true of all four
case studies.

• Integration has contributed to the develop-
ment of financial cooperatives. Federations or
network-owned banks and insurance compa-
nies—that provide services such as inspec-
tion, internal audit, training, and access to
banking and insurance services—improve the
functioning of financial cooperatives and
make available services to their members/
clients that would not be possible otherwise.

• External agencies can certainly help, partic-
ularly when structured as long-term partner-
ships between financial cooperatives in two
countries and focused at the policy and net-
work levels.

Conclusion and 
Way Forward11



CREATING AN ENABLING
ENVIRONMENT—THE CORE
GOVERNMENT DOMAIN
As in the case for any other private financial insti-
tution, the primary government role in supporting
the development of financial cooperatives is to cre-
ate an enabling environment. Much of this—such
as a stable and low-inflationary environment;
availability of good physical infrastructure; a legal
framework that protects property rights, allows
easy creation and execution of security; and allow-
ing the market to determine interest rates—is ap-
plicable to overall financial sector development.
Others that are more specific to financial coopera-
tives include legal clarity on obligations and powers of
financial cooperatives and a regulatory and supervisory
framework that addresses the special characteristics of fi-
nancial cooperatives as financial organizations.
Nothing is particularly unique to rural financial co-
operatives except that they are mostly small and,
hence, regulatory requirements that they have to
adhere to and supervisory systems used should be
in proportion to the risks they entail to their mem-
bers/clients. For example, small financial coopera-
tives that only accept deposits do not require the
same level of supervision as large ones that accept
deposits from the general public.

Whether laws are specifically drawn up for fi-
nancial cooperatives or not, or whether one law or
several applies, appear to be less important than
clarity on the powers and duties of financial cooperatives
and that of the supervisory agencies. Legal frameworks
should also evolve with the growth of the financial
cooperative sectors. As financial cooperatives
grow, restrictive legislation appropriate for early
stages of development may have to be changed to
allow the emergence of a more developed sector.

Appropriate regulation and supervision are es-
sential to the growth of a healthy and sustainable
financial cooperative sector but their level should
reflect the degree of complexity and risks that the
sector poses to the economy and to the users
(members and non-members). A good regulatory
framework for financial cooperatives takes into
account differences between financial coopera-
tives and commercial banks. Regulatory require-
ments should balance between prudential safeguards
and the risk of constraining growth—including rural
outreach. As financial cooperatives and other sec-

tor institutions grow into increasingly sophisti-
cated financial institutions, regulatory require-
ments applied to financial cooperatives should
progressively align with that for the commercial
banking sector.

While practices vary even among countries
where financial cooperatives have performed well,
good practice appears to be a tiered supervisory system.
Such a system involves indirect supervision for
smaller “closed” financial cooperatives (by an
agency other than the Central Bank, most often af-
filiated with a network but this is not a require-
ment), and direct supervision when financial
cooperatives are large and open and essentially
offer banking services. Supervision by ministries of
cooperatives, a case in many developing countries,
often deals inexpertly with prudential regulations,
and imposes unnecessary constraints on the
growth of financial cooperatives.

A key issue in the development and perfor-
mance of financial cooperatives in the developing
countries has been governments’ roles that have
gone beyond their core role of creating an enabling
environment—often by supporting expansion of
outreach through channeling of subsidized funds
to the end-customers and directives on who should
receive such funds. Financial cooperative networks
that have achieved significant outreach and prof-
itability show that, on balance, they grow in a sus-
tainable manner when government intervention is
kept to a minimum and is declining over time.
Where governments intervene more, a sustained
open dialogue with sector institutions is essential.
In any case, safeguards have to be written into fi-
nancial cooperative governance against inappro-
priate or corrupt political interference.

GOVERNANCE, MANAGEMENT,
CLIENTS, AND SERVICES—THE
CORE PRIVATE DOMAIN
All key factors in this domain are applicable to all
financial organizations: good governance; organi-
zational systems and processes that are effective
and evolve as the organization grows; a diversified
clientele; and a service mix that meets the demands
of clients and is competitively priced. However,
achieving these is a bigger challenge for financial
cooperatives in developing countries.
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The cooperative organizational structure creates
certain governance challenges that have been dis-
cussed in detail elsewhere.30 However, the ability
of most developed country financial cooperative
sectors to achieve a large and growing outreach
and profitability demonstrates that the basic gov-
ernance structure is workable. Financial coopera-
tives in developing countries face additional
governance and management challenges because
of top-down nature in which many cooperatives
were started, continuing excessive government in-
terference, and general resource constraints.

Nevertheless, some financial cooperative net-
works have achieved relatively high levels of per-
formance. Wherever they have been successful,
financial cooperatives have sustainable business models.
This involves providing products and services that
their members and other users demand at reason-
able costs. Their proximity to clients, knowledge of
local circumstances, a savings-first approach, and
prudent financial management of members’ re-
sources has often allowed them to do this. Most
well-functioning financial cooperatives continue to
depend primarily on members’ resources, with
some call on financing from elsewhere, primarily
within the cooperative network.

Integration into a federated structure appears to
strengthen governance, improve quality of management,
allow diversification of clientele, and make it feasible to
provide a broad array of services. The SICREDI case in
Brazil demonstrates the value of having well-de-
veloped and clearly articulated governance
processes and human resource policies and prac-
tices that are standardized across a network.
Federations (as in Brazil and Burkina Faso) or cre-
ation of banks owned by cooperatives or by coop-
erative members (as in Brazil, Kenya, and Sri
Lanka) have allowed financial cooperative sectors
to offer an increasing array of services and products
over time. The cooperative banks in Brazil, Kenya,
and Sri Lanka offer services as advanced as any
other type of retail financial institution. They have
also been successful in many countries in spreading
risk, pooling liquidity, and in linking financial co-
operatives into the wider financial market.

Lastly, successful financial cooperatives have fol-
lowed a cautious, step-by-step approach to outreach ex-
pansion, including rural outreach, and expanding
the product range and the client base.

THE WAY FORWARD
The unmet demand in rural finance is large and there is
considerable potential in many countries for financial
cooperatives to play a role in sustainably meeting this
demand. However, this requires that an enabling
environment be available and that the key factors
in the private domain are strong. Furthermore, it
also requires that the financial cooperatives and
their members are willing to take a significant por-
tion of the risks and costs associated with increas-
ing rural outreach.

Given the strengths of financial cooperatives as
providers of financial services in rural areas, de-
velopment assistance should consider them as a
key institution in their strategy to increase access to
financial services in rural areas. However, such as-
sistance should be conditional on key enabling con-
ditions being available or the willingness and
commitment of stakeholders to create such condi-
tions. When provided, support should primarily focus
on areas where it is likely to be most beneficial—sup-
porting the creation of an enabling environment and as-
sisting sector integration and development. Direct
support for increasing outreach, including rural
outreach, can be provided, but only subject to hav-
ing adequate safeguards that ensure that the ex-
pansion of outreach does not come at the expense
of sustainability. Such support should be for spe-
cific purposes, be for one-time expenditures or ca-
pacity building and institution-building—in fact,
should be regarded as kick-starting a potentially
profitable business line, and diminish over time.

Lines of credit often have a weakening effect and can
undermine the financial self-sufficiency and savings-first
approach. Therefore, they should only be considered
for specific purposes such as longer-term financing
that cannot be obtained from the usually short-term
deposits or in order to encourage and support ac-
tivities that initially a financial cooperative would
be reluctant to undertake out of its own funds but
that do have a high potential for the future. Direct
subsidies of members—for example, through sub-
sidy of interest rates—are detrimental to the devel-
opment of efficient rural financial markets.

The best mechanism for providing development sup-
port is from network-to-network, twinning financial co-
operative networks/sectors in countries with weak
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financial cooperatives with partners from countries with
advanced financial cooperative networks. Sustainability
should be a prime consideration before embarking
on assistance. No assistance should undermine the
financial profitability and savings-based business
model of financial cooperatives. Whatever the
structure and purpose of the assistance, two cardi-
nal rules should be observed: (i) assistance should
not undermine incentives for members to save; and
(ii) assistance should not support regular opera-
tional activities that should be paid for through in-
terest and fees. If these cardinal rules are violated,
not only would the impact of the assistance not be
sustainable, but it will undermine the institutions it
is trying to support.

NEXT STEPS
In addition to dissemination through World Bank’s
online and offline channels, this report will be dis-
seminated through presentations at workshops
and conferences, both organized by the World
Bank and by others.

Operational steps should be to identify particu-
lar windows of opportunity in collaboration with
international financial cooperative networks. Possible
actions could be:

• Set up partnerships to carry out regional and
country analyses to pinpoint the areas for po-
tential growth and the likely catalysts

• Develop country action plans where external
support is indicated

• Identify areas for interventions and the cat-
alytic inputs that would be most beneficial

• Set up country agreements for sustained part-
nerships

In all this, mechanisms for coordination be-
tween external partners and other stakeholders are
critical. Equally critical in all cases is that the re-
spective financial cooperatives and their networks
and federations remain “in the driver’s seat” and
that solid principals of good governance, financial
sustainability, and client orientation be respected.
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The key concepts and terms used in the context of
rural finance, financial cooperatives, and rural out-
reach are commonly understood, although there
appears some variation in different documents and
sometimes even attempts to introduce new terms
in this field acquired from other sources than co-
operative literature. The following paragraphs pre-
sent the concepts and terms as they are used in this
paper. They are essentially based on the most com-
mon usage at the World Bank and among the co-
operative practitioners. The following descriptions
also show how the financial cooperatives are
placed within the different concepts.

Rural finance. Rural finance deals with financial
intermediation outside of major urban areas. It cov-
ers a range of financial services to rural individu-
als, households, and enterprises—both for the
farming and nonfarming communities—on a sus-
tainable basis. The financial services offered may
include deposits, loans, payment and money trans-
fer systems, trade credit, and insurance.

Financial cooperatives. These are financial insti-
tutions providing financial services both in urban
and rural settings. Financial cooperatives are mem-
ber-based organizations.31 In general, they do not
focus on specific income groups, in contrast to spe-
cialized microfinance institutions (MFIs). However,
the cooperatives do provide microfinance services
as part of their general activities, not only lending
but also a variety of other services, always includ-
ing savings collection.

Microfinance. Microfinance refers to the provi-
sion of small loans to low-income households and
micro-enterprises, commonly using character-
based methodologies for selecting borrowers.
Microfinance lending is commonly based on NGO
or other external financing, and it is usually short-
term and rarely provides agricultural and term fi-
nance that are important in rural finance.

Microfinance institutions (MFIs). Especially in
the 1990s and after that period, large numbers of
specialized, NGO-initiated MFIs were founded in
developing countries, transition economies, and
even in developed countries. The majority of them
provide only short-term loans from their own funds.
Nearly all MFIs operate either in urban and peri-
urban areas, although some of them are gradually
extending their outreach to less densely populated
rural areas and agriculture-sector operations.

Microfinance institutions are evolving and the
industry is no longer dominated by NGO-operated
MFIs, nor do MFIs only provide short-term work-
ing capital loans. Product development has come
to the forefront, with many of the more mature and
larger MFIs diversifying their loan products,
adding savings products (if they are allowed), in-
surance, and payment services, including remit-
tances. Many MFIs are using new or modified laws
to transform into nonbank financial institutions in
order to be able to add some of these products, es-
pecially savings, to their service range.

FORMAL, SEMIFORMAL, AND
INFORMAL PROVIDERS OF RURAL
FINANCE32

Formal financial institutions. These organizations
are subject to general laws and regulations, and are
regulated and supervised by financial authorities
of the countries. Formal financial institutions 
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31 The World Bank’s “Assessment of Financial Sector: A
Handbook of 2005” separates microfinance institutions, “co-
operative financial institutions”, and “credit cooperative or-
ganizations” (pages 198 and 201, respectively) into different
groups.

32 “Meeting Development Challenges: Renewed Approaches to
Rural Finance.” World Bank 2005.



include public and private commercial banks,
state-owned agricultural and rural development
banks, cooperative banks, banks established to
support microfinance institutions, and special pur-
pose financial institutions such as leasing, housing,
and consumer finance companies, and providers of
payment services.

Semi-formal institutions. These organizations
are registered in an official registry and supervised
by some ministry of the countries (that is, by non-
financial authorities). They are subject to all rele-
vant general laws, including commercial laws, but,
with few exceptions, they are not under bank reg-
ulation and supervision. NGO-initiated and oper-
ated microfinance institutions, that grant only
small and short-term loans from their own funds,
and in some countries unregulated village banks,
are considered semi-formal institutions. Financial
cooperatives, whether savings and credit coopera-
tives or associations or credit unions, also belong to
this group, while a cooperative’s apex bank (if
there is one), usually belongs among the formal fi-
nancial institutions.

Informal providers of financial services. These
are generally not referred to as institutions and are
not regulated by the bank laws or general com-
mercial laws. Their operations are also informal in
the sense that disputes arising from contact with
them often cannot be settled by the legal system.
However, it can be said that the informal providers
of financial services are not uncontrolled, but they
are controlled by the customary laws and peer
pressure. Informal providers of financial services
include small groups that rotate internally-gener-
ated savings as loans to members, self-help groups,
money lenders, pawn shops, and businesses that
provide financing to their customers such as stock-
ists, traders, and input suppliers.

Outreach. Outreach or “coverage” measures the
scale and depth of penetration of services (the ex-
tent of services and number of clients in certain cat-
egories or areas) by formal and semi-formal
financial institutions, and informal providers to
targeted clientele—generally, the poor. Rural out-
reach measures the penetration of these services in
rural areas.

The recommended measurement of outreach is
relatively simple. It is the number of clients or ac-
counts that are active at a given point in time in the

portfolio of an institution or service provider.33

This indicator is more useful than the cumulative
number of loans granted or clients served during a
period of time. For instance, if the number the cu-
mulative loans were used as the indicator of out-
reach, the institutions offering short-term loans
would look better than those providing longer-
term loans that may be more suitable for clients in
certain circumstances.

In addition, because some members may be in-
active for long periods of time, it is better to mea-
sure the active clients rather than members (in
financial cooperatives) in order to reflect actual ser-
vice delivery. However, because the members are
the basis of financial cooperatives and their
longevity, their numbers should also be recorded
and reported.

Expanding the number of clients is an ultimate
goal for most financial institutions and providers of
financial services.

Sustainability. In the context of financial coop-
eratives, sustainability means that the financial co-
operative has the ability to survive over the long
term. Although the concept contains the perma-
nency or stability of ownership, governance, and
management, the critical aspect for sustainability is
the financial viability. That is, the cooperative must
be “adequately” profitable over a longer period.
However, because financial cooperatives are ser-
vice institutions, not aiming at maximizing profit,
some ratios used for other types of businesses—
such as return on assets (ROA) or return on equity
(ROE)—have little meaning in the context of finan-
cial cooperatives. The measurement of their per-
formance needs to be found from balancing the
cost of services to members and creating a profit
that allows maintaining the legally or otherwise
determined prudential ratios.

When considering cooperative service agencies
such as their apex organizations, one can talk
about institutional sustainability (commonly used
for universities and “public goods” agencies).
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Institutional sustainability does not necessarily
require that an institution makes a substantial net
profit (measurable as ROA or ROE) from its key
operations on the short run, but that somebody
(the government, donors, benefactors, etc.) appre-
ciate its services sufficiently to continue financing
its operations. Understanding this concept may

justify external interventions to help financial co-
operatives and request that they carry out special
assignments, such as expansion of outreach into
areas where they would not otherwise go. Even in
these cases, the long-term plans must indicate
how the activities can be made sustainable on the
longer run.
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START OF FINANCIAL
COOPERATIVES
As explained in Chapter IV, the earliest coopera-
tives had been established already in 1760 for ship-
wrights in Chatham and Woolwich in Great Britain
and in 1826 in Brighton, where Robert Owen, com-
monly acknowledged as the father of cooperatives,
had initiated establishment of cooperatives. Similar
institutions have appeared in other parts of the
world under different names. The most important
impact in the history of cooperatives was provided
by so-called Rochdale pioneers, who in the 1840s
established the first consumer cooperatives and es-
tablished the original principles and rules for co-
operatives.

Over the years following the first consumer co-
operatives, many other types of cooperatives were
founded. These included agricultural, housing,
workers, health, fishing, electricity, and insurance
cooperatives. Perhaps more popular than any other
types of cooperatives were the various types of fi-
nancial cooperatives.

The founder of rural credit banks, Friedrich
Wilhelm Raiffeisen, was the “buergermeister”
(mayor) of small groups of villages in Neuview,
Germany. In his work, he witnessed the great
farming distress in 1848, resulting from a nearly
total loss the year’s potato crop. Raiffeisen first re-
sponded by establishing a society for distributing
potatoes and bread to the poor. Subsequently,
with the support of rich philanthropist and fol-
lowing an example from towns—where another
inventor Hermann Schulze-Delitzsch had estab-
lished “friendly societies” for people helping each
other and even a loan society for town artisans—
Raiffeisen founded a loan society for small farm-

ers. It took several years for him to notice that the
philanthropic approach (rich persons proving
funds for loans) was not sufficient but that the
farmers had to rely on their own self-help. On this
basis in 1862, he founded in Anhausen a society in
which the farmers were the members. This society
in general followed cooperative principles codi-
fied on the basis of the principles from the
Rochdale cooperatives in England nearly two
decades earlier although by no means copiously.
The loan capital was made up from the members’
small savings and deposits. Originally, the mem-
bers were not required to buy shares in their soci-
ety, but this was changed under an 1889 law that
required all members to own a share in their soci-
ety. However, the value of a share was nominal
and it had no right to the dividend. The members
had unlimited responsibility for the society’s lia-
bilities. They were able to use their farms, stock,
and farm implements as the guarantee of their
commitments.

Raiffeisen’s strategy for developing loan soci-
eties was to rely on leadership of local priests, and
to limit each society to one village, thus stressing
the moral and communal character of the society.
On the financial side, the accumulation of reserves
was important and thus the profits were not dis-
tributed but were retained in the society. Because
the societies were small, only one salaried em-
ployee, an accountant, was needed.

Raiffeisen’s strategy worked well and by 1905
there were 13,000 “rural credit banks” in Germany
which was the new name for the loan societies.
However, by then many of the approaches and
rules had changed, and were to change even more
before the loan societies had developed into the
large Raiffeisen banks in Germany and elsewhere.

Annex II:
Origins of Financial

Cooperatives and
Cooperative Laws



COOPERATIVE LAWS
The first cooperative law was enacted in Germany
in 1867, initiated by the other great German coop-
erative founder, Hermann Schulze-Delitzsch. It
had a great influence on credit societies, both of the
artisans in the towns and of the farmers in the
countryside. The law required that all members
own a share in their society, the value of which was
fixed as high as the people could afford to provide
the society with working capital. Liability was un-
limited, and the profits, after payment of at least 20
percent into reserves, were to be distributed to
members as dividends to their share capital.

The German cooperative laws were enacted to
give legitimacy for financial cooperatives and their
self-governing structures that were built to facili-
tate conditions that allowed growth and expansion
much beyond the villages where the cooperatives
originated.34

The German laws on cooperatives had much in-
fluence on later laws covering cooperatives in
nearly all developed countries where credit and
savings cooperatives were established.35 However,
in developing countries it was the Cooperative
Societies Act of 1904 in India by the British
Colonial Government that was generally the
model for cooperative laws, especially within the
British Empire. In India, the colonial officers had
identified indebtedness to moneylenders as the
main reason holding back agricultural develop-
ment. The 1904 Act supported Raiffeisen-type
agricultural credit cooperatives.36 However, while
the German model was a self-help grassroots
movement, the British colonial system developed
completely differently.

Because there were very few indigenous coop-
eratives in India at that time—and the Colonial
Government strongly wanted credit cooperatives
to spread—the law authorized a special agency,
headed by a registrar, to promote cooperatives.
However, the registrar’s powers far exceeded the
task of registering cooperatives. The main reason
was a wish to protect “small people” from the po-
tential mismanagement of the cooperatives. This
fear resulted from a lack of confidence in the in-
tegrity of elected leaders and in the people’s ability
to control the finances of their cooperatives, since
most of the people were illiterate.37 Thus the law
authorized developing a system that was very
much a “top-down” approach, based on an im-
ported concept with no knowledge whether the

form of organization introduced would work in the
socioeconomic conditions prevailing in India at
that time.

In 1912, a second Act extended the same ap-
proach to all types of cooperatives. It also intro-
duced limited liability for members as a new
important feature (today it is hard to find coopera-
tives with unlimited liability), and allowed the for-
mation of secondary and tertiary societies to
support the primary cooperatives. All in all, the
promotion activities and the confidence provided
by the cooperative laws were successful: by 1915
there were 15,000 small rural credit societies in
India. However, they often were weak and seen by
their members more as stage agencies granting
loans rather than as the members’ own enterprises.
Indeed, nearly all governments in developing
countries (and most foreign development agencies)
saw the cooperative organizations as a means to
better the life of poor people and spent a lot of man-
power and funds to advance this approach. It was
felt that somebody had to accelerate cooperative
development by promoting these institutions, and
in the absence of others to do it, it was natural for
the governments to undertake this task. At the
same time, it was apparent that control and super-
vision were necessary and, in those circumstances,
there did not seem to be an alternative for the gov-
ernment involvement. While the government offi-
cers were not always fully competent to supervise
their subjects effectively, they were far more
knowledgeable and better trained in cooperatives
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Home and Abroad,” London 1938).
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than the layman committee members or even soci-
ety secretaries. On the positive side, it is necessary
to acknowledge that for decades hundreds of thou-
sands of cooperatives provided services to millions
of farm families in the developing countries and
these services were rarely available elsewhere at
the same cost.

During the past two decades, and in limited way
for even longer, there have been extensive discus-
sions, arguments, and criticisms about the value of
the Indian model for cooperative legislation and its
implications for cooperative development. In ret-
rospect, it is easy to criticize it, especially the fact
that it granted far too large powers to the govern-
ments’ cooperative departments and ministries of
cooperatives. However, in view of the very low
level of education in the farming areas—including
difficulties finding literate persons for the manage-
ment committees, and the gap in the professional
knowledge between the society secretaries (and
other staff) and the committee members on the one
hand,38 and between the committee members and
ordinary members on the other hand—the cooper-
ative laws based on the Indian model were not nec-
essarily bad, when they were implemented
reasonably. Apparently, besides promotion, some
control was needed over the cooperatives. One
problem was that the cooperative laws also al-
lowed the registrars and their staff the opportunity
for excessive use of their powers, and in practice to
take over the management of cooperatives.
Another related problem was that, once the regis-
trars had started using their powers to the maxi-
mum allowed under the law, they had great

difficulties in relaxing their grip on cooperatives
even when they performed well and needed little
supervision. Thus, in many developing countries it
was not possible to create autonomous and self-re-
liant cooperatives of the Rochdale or Raiffeisen
type. They did a lot of business, but because the
governments saw them as tools for economic and
social development, they were in a protected envi-
ronment, having in many cases a monopoly posi-
tion. Many cooperative systems became dependant
on this monopoly situation as well as various forms
of subsidies, and they were easy targets for politi-
cal manipulation and corruption by politicians,
their committee members, and sometimes even
their managers.

While serving their members, these problems
troubled the cooperative credit societies for 70-80
years until the 1980s and 1990s. As a result, when
the structural economic adjustment policies with
full exposure to market forces—especially deregu-
lation of trade, fiscal, and monetary policies, and
currency devaluations—“hit” the cooperatives in
developing countries, they were ill prepared to
deal with these changes. It became obvious that in
order for the cooperatives to survive and adapt, the
cooperative laws had to be rewritten and adjusted
for the demands of the new economies.39
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this report under Chapter IV.





69

The World Bank commissioned case studies in four
developing countries known to have financial co-
operative systems with extensive rural outreach to
learn how key elements of cooperative develop-
ment and outreach have been organized. The case
studies were carried out in Burkina Faso, Brazil, Sri
Lanka, and Kenya. A synthesis paper of the case
studies has been published separately.40 The case
study reports have been published as Agriculture
and Rural Development Internal Papers.41

This Annex expands the factual information
presented in the case studies.

CASE STUDY COUNTRIES
Burkina Faso

Burkina Faso is a landlocked country in West
Africa, with a population of almost 14 million.
More than 80 percent of the population is rural, but
this ratio is decreasing rapidly as young people
move to the cities. With a per capita income of
US$424 per year (2004), this is one of the poorest
countries in the world, ranking 175 among the 177
countries listed in the report of the United Nations
Development Program of 2002. Some 46.4 percent
of the population live under the poverty threshold,
most of them in agro-pastoral occupations. The cli-
mate is tropical but rainfall is very uneven and so
low that of the country’s 274,000 square kilometers,
only 90,000 can be cultivated. Only one-third of this
cultivated area is annually exploited. In addition,
some 2,300 square kilometers can be irrigated.
French is the official language.

The banking services in the country are very
limited outside the urban areas. All the formal fi-
nancial institutions are in cities and towns and only
23 of the country’s 45 provinces have at least one

branch of a bank or other formal financial institu-
tion. An interesting feature of the financial sector is
that the main commercial bank, “La Banque
Agricole et Commercial du Burkina” (BACB), has
developed a “linkage banking” system with com-
mercial companies, NGOs, and microfinance insti-
tutions, and it is among the leaders in using this
system in West Africa. Under the linkage banking
system, BACB operates as a wholesale bank for
NGOs and microfinance institutions, lending them
money and facilitating expanded onlending to
their individual clients or beneficiaries. Thus, the
outreach42 for loans is larger than the statistics of
formal banking would indicate. However, because
there are only 93 of these NGOs and microfinance
institutions, plus special externally-financed pro-
jects with credit components, many of these insti-
tutions operate in only 49 “communes,” leaving the
vast majority of the country’s 350 rural com-
munes—encompassing 8,000 villages—uncovered
or only partially covered by Burkina Faso’s exten-
sive network of financial cooperatives.

Brazil

Brazil, which has a population of 177 million, is the
largest country in South America. Its economic
growth has been slow and in 2005 the GDP per
capita increased only 0.8 percent. However, at
US$8,584, the per capita GDP in Brazil is the fourth
highest in Latin America—much higher than the
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GDP in the other case study countries. Yet Brazil is
ranked 63rd in the world by the United Nation’s
Human Development Report. This indicator im-
proved in 2002–2004, thanks to improvements in
health and education, but has subsequently stag-
nated. Socioeconomic inequality remains perva-
sive, with the richest 20 percent receiving 56.8
percent of national income. The Gini Index, used to
measure inequality, is 0.57 for Brazil (0.0 being per-
fect equality and 1.0 being maximum inequality),
which is one of the highest levels of inequality in
the world. The official language is Portuguese.

Brazil is organized on a federal model. The 26
Brazilian states and the one federal district enjoy
significant autonomy in government, lawmaking,
public security, and taxation. The country is di-
vided into five regions. Roughly 21 percent of the
population lives in rural areas. According to the
International Fund for Agricultural Development
(IFAD), almost 80 percent of rural Brazilians live in
poverty. The northeast region of the country is par-
ticularly disadvantaged, whereas only 5.2 percent
of inhabitants in the southeast region lived in ex-
treme poverty in 2002. The figure for the northeast
was 25.2 percent.

Brazil’s financial system is the largest in Latin
America. Heavy investments in the sector in the
1980s produced a large and sophisticated financial
structure, consisting of national private banks (39.4
percent of the deposits), foreign banks (19.9 per-
cent), federal banks “Banco do Brasil” (17.1 per-
cent), “Caixa Econ?mica Federal” (15.6 percent),
public banks (6.6 percent), and financial coopera-
tives (1.4 percent). Yet the outreach is limited and
the Central Bank estimates that only one-third of
the population has a bank account. Since the late
1990s, however, this financial landscape has been
changing, thanks to the government’s commitment
to improve the situation and private sector and
nongovernmental initiatives that have expanded
financial access through microfinance. These ef-
forts include regulatory changes to stimulate fi-
nancial institutions to help the poor, an increase in
budgetary funds earmarked for development of
microfinance, and simplified accounts to reach
people who lack banking services.

Financial cooperatives are more important than
their share of deposits indicates. An increasingly
favorable legal environment has enabled coopera-

tives to expand as financial service providers. They
already provide 2.3 percent of all credits, and their
influence is fast expanding in areas and for popu-
lations that are of little interest for the other insti-
tutions in the sector.

Sri Lanka

Sri Lanka is an island state of 65,610 square kilo-
meters, with a population of 19.4 million. It is very
densely populated, with about 295 persons per
square kilometer. Most of the country is still con-
sidered to be rural (72 percent), while 21.5 percent
is urban and 6.3 percent is made up of estates. The
per capita Gross National Income was US$1,010 in
2005. About 8 percent of the country’s GDP is agri-
culture-based. About 20 percent of Sri Lankans live
below the official poverty line.

Sri Lanka has nine provinces, of which the west-
ern province has the largest population (5.5 mil-
lion) and the highest population density at 1,583
persons per square kilometer. The eastern, Uva
northern, and north central provinces have the
lowest average population density (141) because
they are larger, rural, lack industries, have lower
populations, and are affected by the civil war (ex-
cept for Uva).

For a developing country, Sri Lanka has a high
literacy rate (92.5 percent) which is on par with
more prosperous countries such as the Philippines
and Thailand. The literacy rate for women is 90.6
percent. About 41 percent of the population has at-
tended secondary school, and 21.2 percent have
tertiary education. The official languages are
Sinhala, Tamil, and English.

Two state banks, Ceylon Bank and Peoples
Bank, dominate the commercial banking sector,
which is made up of 22 commercial banks. Ceylon
Bank has branched out to rural lending using a
Grameen approach, including mobile bank units.
Hatton National Bank has the largest microfinance
portfolio, with 125,500 borrowers in 2005. In addi-
tion to the commercial banks, there are 14 licensed
specialized development banks, including Sanasa
Development Bank, Ltd. (the cooperative central
bank), six regional development banks, and 28 reg-
istered finance companies.

Bank branches and finance companies are lo-
cated in all of the large regional cities and there is
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significant scope for financial deepening. Lending
to the private sector is very low: about 35 percent
of the total lending in 2004. As in many developing
countries, there is a net flow of funds from rural
areas into urban areas. The formal banking sector
has limited involvement in rural finance other than
through mobilizing deposits. In the cooperative
sector, the multipurpose cooperatives have 1,539
rural branches dealing with financial services.

Rural sector financing is characterized by sub-
stantial subsidized competition and direct govern-
ment interventions, including direct ownership of
development banks, interference in multipurpose
cooperatives (essentially quasi-government insti-
tutions), and setting up funding conditions for fi-
nancial institutions to access the government’s
credit lines.

Kenya

The Republic of Kenya, in East Africa, is bordered
by Ethiopia to the north, Somalia to the east,
Tanzania to the south, Uganda to the west, and
Sudan to the northwest. The Indian Ocean runs
along the southeastern border. Kenya enjoys a
tropical climate, hot and humid on the coast, tem-
perate inland, and very dry in the north and north-
east parts of the country. Kenya covers an area of
582,646 square kilometers. Inland water bodies,
dominated by Lakes Victoria and Turkana, cover
11,230 square kilometers. Kenya comprises eight
provinces, each headed by a centrally appointed
provincial commissioner, and 71 districts, subdi-
vided into 262 divisions.

Kenya has a population of 32.8 million, of which
nearly 80 percent live in the rural areas. The major-
ity of Kenyans depend on agriculture and forestry
as their principal means of livelihood. Kenya is
among the poorest countries in the world, with
GDP per capita of USD$497 in 2005. Although
poverty is found in both urban and rural areas, 75
percent of the poor are in rural areas. Poverty is
also higher outside the central and Nairobi
Provinces, which are economically the most im-
portant in Kenya.

Kenya has great ethnic diversity. The ethnic
groups are as follows: K?kuyu (22 percent); Luhya
(14 percent); Luo (13 percent); Kalenjin (12 per-
cent); Kamba (11 percent); Kisii (6 percent);

Ameru (6 percent); other Africans (15 percent);
and non-African (Asian, European, and Arab) (1
percent). The official languages are English and
Kiswahili. The religious affiliations are as follows:
various Protestant groups (35 percent); Roman
Catholics (33 percent); Seventh-Day Adventists
(10 percent); Muslims (10 percent); and traditional
religions (10 percent).

After several miserable agricultural years at the
beginning of the century, the economy began to
grow rapidly. Real GDP growth was 4.9 percent in
2004 and 5.8 percent in 2005. Since independence
in 1963, the cooperative sector has been very im-
portant for agricultural marketing and other rural
services. Recognizing that rural development is
the key to sustainable national economic growth,
the government is committed to cooperative de-
velopment as one of the key sectors in wealth and
employment creation, and in 2003 it recreated a
separate ministry for cooperative development,
which had been closed down in the late 1990s.

The banking sector, which is composed of 45
banks, is dominated by Barclay’s Bank of Kenya,
Ltd., Standard Chartered Bank, Ltd., and Kenya
Commercial Bank, Ltd. The Cooperative Bank of
Kenya is the fourth largest in Kenya. Gross domes-
tic savings have grown over the past seven years by
9.9 percent to 13.9 percent per year in nominal
prices, reaching US$5.15 billion equivalent in 2005.
Inflation varied from 2 percent to 11.6 percent dur-
ing the same period. Domestic credits were of
about the same magnitude as the savings.

The Kenyan formal banking sector has tradi-
tionally had a competitive advantage over cooper-
atives, because banks have been able to attract
savings at lower interest rates than the latter insti-
tutions due to the confidence people have had in
formal banking institutions. From the customers’
point of view, commercial banks’ interest rates on
savings have been negative in real terms in most re-
cent years, or only slightly positive. The banks’ in-
terest rates for loans, averaging 13 percent, have
generally been positive in real terms.

The microfinance sector has played a significant
role in outreach because it serves customers who
are different from those of commercial banks.
Specialized microfinance institutions (that is, not
including financial cooperatives) are a relatively
new phenomenon in Kenya, with a few agencies
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starting about 20 years ago. A new microfinance
law is being discussed in Parliament and may be
passed before the end of the year. The new law
would call for supervision of MFIs by the Central
Bank of Kenya. In turn, larger regional and na-
tional MFIs would be allowed to mobilize savings.
The Association of Microfinance Institutions
(AMFI) was registered in 1999 with funding from
U.S. Agency for International Development
(USAID). It currently has a membership of 31 insti-
tutions; by far the largest of them is the Post Bank.
The total number of savers in microfinance institu-
tions, not counting the financial cooperatives, ex-
ceeds 2 million, most of them with the Post Bank.
However, because the number of borrowers is as
high as 493,000 (and the amount of loans US$219
million equivalent) and the Post Bank is not a major
lending institution, the other MFIs, which operate
mainly in urban areas, are also important.

The financial cooperatives (SACCOs and 
the Cooperative Bank of Kenya)—which reach
even more clients and are important in both rural
and urban areas—have been discussed under
Chapter VII.

STRUCTURES OF FINANCIAL
COOPERATIVES IN THE CASE
STUDY COUNTRIES

Burkina Faso and FCPB

There are three networks of cooperative financial
institutions in Burkina Faso.43 The largest network
is formed by the “caisses populaires,” affiliated
under the Fédération des Caisses Populaires du
Burkina (FCPB). The others are the Mutuelles
d’Epargne et Crédit (MEC) and the Coopérative
d’Epargne et Crédit (COOPEC). In addition, there
are a number of independent, unaffiliated savings
and credit cooperatives. Altogether, the financial
cooperatives have 276 offices or service places, and
they represent more than 70 percent of the microfi-
nance market in the country.

All the financial cooperatives and their net-
works have been developed by using models im-
ported from Europe and Canada—typically,
savings and credit societies of the Raiffeisen type of
cooperatives.44 However, FCPB is not a member of
the international Raiffeisen organizations, such as

the International Cooperative Banking Association
and International Raiffeisen Union. The Canadian
cooperative apex organization, Desjardins, which
is a member of these organizations, has a current
assistance program with Burkina Faso, in particu-
lar with FCPB.

The World Bank commissioned a case study 
focused on FCPB. At the top of the structure is the
Federation, which has four regional unions as
members. These, in turn, have local financial coop-
eratives (“caisses populaires”) as their members.
Individual cooperators are members of the 
primary-level financial cooperatives, as are new,
village-level pre-cooperatives with named “caisses
villageoises” (these are explained in detail in the
“Outreach” section, Chapter VI). In regions where
there are too few primary financial cooperatives
that can pay for running a union (a substantial part
of union income comes from fees it charges to
member cooperatives), FCPB has established
branches (“antennes techniques”), which provide
the same type of services to the local financial co-
operatives as the regional unions. In these cases,
the primary-level financial cooperatives are direct
members of the Federation. In 14 of the country’s
45 regions, there are no “caisses populaires.”

The financial cooperatives in Burkina Faso fol-
low the general principles of cooperation, espe-
cially inasmuch as the member/client is a
co-owner of the “caisse populaire”. Therefore, the
cooperative is in business not to make a profit but
to provide service. Membership is open to all per-
sons, and joining the cooperative or leaving it is
voluntary, but governed by the rules of the coop-
erative. Voting in the organs of the cooperative is
on the basis of one person, one vote. The main ob-
jective is to make sure that the members’ savings
are secure, and typically only 50–70 percent of the
savings are used for loans.

Administrative and management structures are
essentially the same at every level of the network
(i.e., primary financial cooperatives, unions, and
the Federation). They consist of: a General
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Assembly as the highest decision-making body; a
seven-person Board of Administration; a Credit
Committee of three persons; and, theoretically, a
Supervisory Committee also of three persons. Most
supervisory committees are dormant, partly be-
cause inadequate attention paid to them.

As mentioned, the field-level financial coopera-
tives join regional unions and national federations to
get cheaper goods and services than what they
would get from the private and less specialized mar-
kets. They also expect direct support for their oper-
ations, including guidance and technical assistance.

Roles of higher-level cooperatives and agencies in
Burkina Faso. In general, the network of the finan-
cial cooperatives is strongly directed and con-
trolled by the national Federation, its branches
(“antennes techniques”), and the member unions.

The regional unions and branches of FCPB act as
the technical and financial support, supervision,
promotion, and representation organizations for
the “caisses populaires” that have affiliated with
them. The following activities and services are typ-
ically provided:

• Coordination of the activities of the “caisses
populaires” located within the area of the re-
gional union and FCPB branch

• Organization of new “caisses populaires” and
service points in the region

• Periodic supervision, inspection, and control
of the “caisses populaires” and service points
in the region

• Assistance to the FCPB inspectors in prepara-
tion of annual accounts and their inspection
of the “caisses populaires”

• Support to and advice in all activities of the
“caisses populaires”

• Negotiation and preparation of contracts with
partner agencies (see below)

• Provision of cooperative training and educa-
tion in the region and provision of materials
and information to the “caisses populaires”

• Carrying out of regional promotion and pub-
lic relations programs, and representation 
of the “caisses populaires” in the region and
nationally

• Management of liquidity on behalf of the
“caisses populaires” (movement of surplus
savings and supply of funds for loans exceed-
ing the liquidity limits of the individual
“caisses populaires”)

• Processing of staff salaries, advances, and re-
payments for the “caisses populaires” in the
region

At the national level, FCPB provides technical
and financial support, supervision, promotion, and
representation for the member organizations and
agencies affiliated with it. The activities and ser-
vices of the Federation resemble, to a large extent,
those of the unions and include the following tasks:

• Carry out research to identify the problems
and opportunities for the network and prepare
the policies and plans necessary to meet them

• Coordinate the activities of the member
unions, its branch offices (“antennes tech-
niques”), and the “caisses populaires”

• Periodically supervise, inspect, and control
unions, “antennes techniques,” and primary
financial cooperatives

• Assist the unions and “antennes techniques”
to prepare the annual accounts for the units
under them

• Print the accounting and administrative sta-
tionery and supply it to the network units

• Provide technical advice in all financial and
operational activities to all network units

• Negotiate and prepare contracts with partner
agencies

• Develop the national training, education, and
information programs for the activities of the
network units and deliver them to these units

• Develop and carry out national promotion
and public relations programs

• Manage the liquidity situation of the network
(place surplus savings and supply funds for
loans exceeding the liquidity limits of the net-
work units)

• Manage the statutory and contingency funds
of the network

• Manage the national service of transferring
funds between the network units

• Represent of the RCPB network nationally
and internationally

Auxiliary (partner) agencies. Along with five
similar organizations in West Africa, the
Federation partially owns an agency named
Centre d’Innovation Financiére, which re-
searches, develops, tests, and implements new
systems and services that individual member or-
ganizations would not be able to do on their own,
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such as clearing checks and issuing and managing
debit and credit cards. Another support agency is
the Centre Financiér aux Entrepreneurs (CFE). It
is expected to contribute to the development of
the private sector, particularly small- and
medium-size enterprises. The larger “caisses pop-
ulaires” which, along with the Federation, are the
shareholders of this company, can send to CFE the
larger loan requests (between FCFA10 million and
30 million) for review. During 2005, its first year
of activities, CFE handled 218 loans totaling to
FCFA1.7 billion. Yet another auxiliary agency is
the Centre Financiér aux Agriculteurs, also al-
ready mentioned, and intended to handle large
agriculture-sector loan requests. They both were
originally financed by donor contributions and
shares owned by financial cooperatives, but aim
at self-sufficiency through charging fees for their
operations.

Brazil and SICREDI

Brazil’s financial cooperatives have had a long and
checkered history. The Sistema de Cooperativa de
Crédito (SICREDI) network dates back to 1902 with
the founding of the first Brazilian credit coopera-
tive (Raiffeisen type) by a Jesuit priest, Theodor
Amstad. He has been credited with founding sev-
eral Raiffeisen credit cooperatives in Brazil. The set
up of financial cooperatives grew gradually, and in
1961 a total of 511 financial cooperatives of several
types were in the cooperative register, some of
them distributing profits to members. However,
when the military took power in 1964, it became il-
legal to distribute profits among members and only
two types of cooperatives became acceptable: those
with the objective of providing credit for rural pro-
duction (still essentially the Raiffeisen type) and
those composed solely of employees of a public or
private entity (typically, credit unions). The result
was a drastic reduction in the number of financial
cooperatives, especially in urban areas.

Following strong lobbying efforts by coopera-
tive leaders, the first regional union (actually cov-
ering several regions) for financial cooperatives,
called “Central”, was established in 1980. Despite
some setbacks, such as the closing of the National
Credit Cooperative Bank in 1990 by executive
order (for political reasons when the government
changed its attitude toward cooperative develop-
ment), rural credit cooperatives gained strength

and expanded their membership throughout 1980s
and 1990s. In 1995, again as a result of lobbying by
“cooperative fathers,” the Central Bank of Brazil
authorized the creation of private commercial co-
operative banks controlled by individual coopera-
tives. In 1992, the first Central and its affiliates took
an important step toward unification: all member
cooperatives adopted the name and logo for SI-
CREDI. This move was considered a way to
strengthen their position in the market, and it
began an intense standardization process that is
today one of SICREDI’s defining characteristics. At
the same time, legislation that had been moving
forward slowly since the 1988 constitution (mark-
ing the end of the military era) advanced rapidly,
producing a favorable regulatory environment for
financial cooperatives by the end of 2005.

The SICREDI network of financial cooperatives
now has a three-tier structure, administered by
8,000 technical staff and elected representatives. At
the base are the 130 financial cooperatives, which
serve members through 890 branches and service
points. At the secondary level, five regional
Centrals coordinate and supervise the activities of
the cooperatives, with an emphasis on controls and
institutional development. Their branches are
called “regional units,” and each regional unit
serves two or more cooperatives. A Confederation
of financial cooperatives and a Cooperative Bank
form the tertiary level (their roles are explained
below). In addition, the central organizations own
four auxiliary companies, operating in the fields of
insurance, credit cards, logistics, and computer
hardware, and administering rotating savings
funds. The total membership of the SICREDI coop-
eratives exceeded 1 million in early 2006.

The General Assemblies—at the cooperative,
Central, and Confederation levels—hold their
meetings each March. An important element in the
structure is the “deliberative committees,” which
are another name for boards of administration at
the cooperative and Central levels, and a separate
deliberative committee at the Confederation level.
They consider most corporate decisions, such as
changes to operations, structure, products, and in-
ternal policies. At the Central level there is also a
Technical Advisory Committee that is responsible
for testing the viability of any new ideas or pro-
posals before they are presented to the deliberative
committee at the Confederation. Rejected propos-
als must be returned to the lower level, but may be
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presented again. SICREDI concedes that the deci-
sion-making process for any new ideas is slow, as
proposals must go up and down the whole pyra-
mid in order to reach a two-thirds majority in vot-
ing before a proposal is approved.

Each primary cooperative has an elected presi-
dent and vice president who direct the board of
administration and supervise the day-to-day
management of the cooperative. Six elected “fiscal
advisers” sit on the fiscal committee, which meets
monthly and supervises the board of administra-
tion (which is elected by the membership using
the one-person, one-vote principle). Depending
on the size, a branch office of a primary coopera-
tive is composed of one manager, one or more
“business consultants,” or “relationship man-
ager,” and one or more tellers. Currently, 71 per-
cent of the branches have a staff of no more than
five. Each branch office has a credit committee—
composed of a manager, one or more of the busi-
ness consultants, and a teller—which meets at
least once a week.

Roles of higher-level cooperatives and agencies in
Brazil. As in Burkina Faso, the SICREDI network of
financial cooperatives is strongly directed and con-
trolled by the national federation (Confederation)
and its branches (Centrals). The authority for “aux-
iliary supervision” provided by the Central Bank
gives the higher-level cooperative organization ad-
ditional justification to enforce strict supervision
and controls over the primary cooperatives.

The Centrals are located in the capital city of one
of the two states where each of the five Centrals
oversees the activities of cooperatives in these
states. A special feature are the numerous regional
units, which, despite their rather grandiose names,
are small units or branch offices that support and
supervise two cooperatives each. They are often lo-
cated in the same premises as one of their coopera-
tives. The regional units are currently being
restructured to gain efficiency through a larger
scale. The new structure, to be called a regional su-
perintendency, will be managed by a regional su-
perintendent. This structure is practically the same
as the existing one, the main change being that one
regional superintendency will provide services to
an average of three cooperatives.

The Centrals and their regional units are fi-
nanced through charges issued on member cooper-
atives. In 2005, this charge was 20 percent of the net
income of the cooperative, but it was divided be-

tween the Cooperative Bank and the Central in the
ratio of 3:2. The Centrals carry out the following
functions in relation to their member cooperatives:

• Internal auditing
• Legal assistance
• Performance evaluation
• Advice in organizational matters
• Human resource management and recruitment
• Training

At the tertiary level, the SICREDI network has
two apex structures, the Confederation and the
Cooperative Bank. The Confederation was created
in 2000 to provide leadership and represent the SI-
CREDI network domestically and internationally. It
is responsible for developing corporate policies, de-
veloping technological tools to implement these
policies, and putting these policies into effect. The
Confederation finances its operations with: (a) con-
tributions from the cooperatives; (b) fees for its 
services; and (c) service agreements with other in-
stitutions for the supply of IT services. The opera-
tional expenses have increased dramatically since
2002 because an increasing number of services have
been centralized to the Confederation (accounting,
human resource services, paycheck processing).

More specifically, the Confederation performs
the following functions:

• Legal advisory services for entire network
and associated companies

• Elaboration of projects for initiating or re-
structuring new companies

• Performance evaluation of the Cooperative
Bank, Centrals, and other SICREDI-compa-
nies

• Auditing of the Cooperative Bank, Centrals,
and other SICREDI-companies

• Accounting for entire network
• Paycheck processing for entire network
• Administration of HR (benefits and incentive

packages)
• Operation of a Web site and intranet for the

network of cooperatives
• Operation of a help desk for the cooperatives

and Centrals
• Development of new software for the net-

work
• Organization of training (either directly or

through third parties) for staff of entire net-
work and associated companies
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The Cooperative Bank was founded in 1996 to
enable cooperatives to access financial markets and
credit lines and to administer the network’s re-
sources. It is responsible for: (a) financial planning
of the entire network; (b) marketing and commu-
nication policies for entire network; (c) defining
credit policies; (d) setting parameters for financial
management; (e) accessing credit lines from gov-
ernment and banks; and (f) making broker agree-
ments with government entities and private utility
companies for payment services.

The Cooperative Bank is controlled by the
Centrals, which have 52 percent of shares and the
right to vote. Interestingly, the primary coopera-
tives, which hold 48 percent of the shares, do not
possess the right to vote. The bank receives its in-
come as a share of the net income of the primary co-
operatives and the fees it charges on its various
services. It has been profitable for the past five
years. The profits were substantially up in 2005,
reaching R$11.1 million (US$5.4 million).
However, the bank has always had a low prof-
itability, primarily because it is not designed to be
a for-profit company.45

The SICREDI network also owns four auxiliary
institutions. They are for credit cards, administra-
tion of insurances, administration of a consortia,
and supply of computer hardware and software for
the units of the financial cooperatives’ network.

Sri Lanka and the Sanasa financial cooperatives. The
Primary Thrift and Credit Cooperative Societies
(PTCCSs) of the Sanasa cooperatives are located
throughout Sri Lanka. Sanasa—with its 8,440 pri-
mary societies—has the largest rural outreach of all
nonbank and bank financial institutions in the
country.

The Sanasa set up of financial cooperatives is
based on independent PTCCSs that own the sec-
ondary and tertiary structures, including Sanasa
businesses. There are 25 district unions, a national
Federation of Thrift and Credit Cooperatives
Societies, Ltd. of Sri Lanka (Sanasa Federation) and
five businesses, of which the Sanasa Development
Bank, Ltd. (SDBL) and the Sanasa Insurance
Company are the most successful. The others are
the Sanasa Educational Campus, the Sanasa
Engineering and Development Company
(SEDCO), and Sanasa Producer Consumer Alliance
(SANEEPA). SDBL is licensed and supervised by
the Sri Lankan Central Bank.

The Sanasa PTCCSs, an organization that dates
from 1906, is the oldest cooperative set up in Sri
Lanka. In 1978, the Sanasa cooperatives—having
received new leaders—began to transform its soci-
eties from small savings clubs for the rural elite into
financial cooperatives offering more savings and
microfinance products to a wider membership. The
number of Sanasa societies has subsequently in-
creased more than eight-fold.

Some of the societies have remained more as
small community organizations with very few ser-
vices than effective financial institutions, but the
top tier of Sanasa PTCCSs are viable financial co-
operatives providing a wide variety of products
and services to members and non-members. In ad-
dition, Sanasa premises and resources are used for
community activities.

As mentioned, the secondary level is composed
of district unions owned by their respective
PTCCSs. The Sanasa Federation—the tertiary
level—has traditionally has been owned by the dis-
trict unions, which have a strong representation on
the Federation board. In recent years, however,
PTCCSs have been allowed to purchase shares and
become directly members of the Federation. In con-
trast to the practice in some other countries, the dis-
trict unions and the national Federation provide
services to PTCCSs but have no authority to control
or regulate them.

Smaller PTCCSs—generally, those with fewer
than 100 members—are managed and governed by
their boards with special committees for internal
audit and credit. As the membership of PTCCSs in-
creases to more than 100, the organizations usually
hire their first staff and create special committees.
The top one-third of PTCCSs has the resources to
hire professional managers and bookkeepers with
degrees and experience in business and account-
ing. Each district union has a management board
made up of the chairmen of the member PTCCSs.
They also have a general manager and other man-
agers and staff. However, many district unions are
now dormant, as explained later.

The Sanasa Federation has a board consisting of
chairmen or chairwomen of the district unions. The
Federation has a small administrative staff. In 
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addition to his responsibilities at the Federation,
the Federation’s general manager has recently be-
come the chairman of the SDBL, which is governed
by an 11-member board. Eight board members are
representatives of Sanasa PTCCSs and the rest are
professionals with extensive experience in their re-
spective fields. All members of SDBL’s manage-
ment team have extensive banking experience.

Roles of higher-level cooperatives and agencies in Sri
Lanka. At the secondary level, there are 27 Sanasa
district unions. The traditional mission of Sanasa
district unions has been to mobilize equity and to
provide savings and credit services, training, man-
agerial services, and representation for their
PTCCSs at the district and national levels. They op-
erate almost like commercial banks since they also
mobilize nonmember deposits, and they can invest
their capital in business activities outside their core
financial activity. When the district unions ex-
panded their services in the 1980s, most of their ex-
penses were funded by external (technical
assistance) sources. When these sources were with-
drawn, the district unions had to learn to rely on
credit and savings margins and diverse sources of
income. Some succeeded in doing so, but several of
them are now having serious difficulty surviving.
As mentioned, seven of the district unions are dor-
mant. Some of the other reasons for their difficul-
ties are: poor performance in their core credit
activities; lack of uniform prudential standards;
weak internal controls and risk management sys-
tems, resulting in overdue loans and inadequate
follow up of the delinquents; and poor investments
in revenue-generating activities (such as hotels and
expensive office buildings). In addition, they suffer
increasingly from direct competition from the
SDBL and other auxiliary cooperative companies,
which have moved to their areas of operations.

Obviously, the Sanasa district unions are at a
crossroad and need to redefine their roles. While
the Sanasa network’s senior management and
board members are aware of the problem, no
global strategy has been developed to resolve the
problem and to address underlying weaknesses in
the system, partly because the district unions are
independent and do not need to listen to their
Federation.

The Sanasa Federation is the apex body of the
Sanasa cooperatives. The role of the Federation has
been to support its members by providing services,

resources, advice, and training, and even by mobi-
lizing external resources for the network.
However, it has never carried out the role that
many similar organizations have done—that is, su-
pervision, control, and audits of the member dis-
trict unions and PTCCSs.

More specifically, the key activities of the Sanasa
Federation have included the following:

• Refinancing district unions, including chan-
neling and sometimes managing the flow of
international financial resources for special
credit programs

• Acting as the national and international rep-
resentative for the Sanasa cooperatives, in-
teracting with the government of Sri Lanka
and being affiliated with different interna-
tional cooperative organizations and other
institutions

• Providing a forum for the cooperative net-
work to develop consensus on new strategies,
and to resolve issues and difficulties within
the network of financial cooperatives

• Formulating policies and procedures for
PTCCSs’ operations (which they are free to
implement or ignore)

• Training PTCCS staff and committee mem-
bers, operating the Sanasa Education
Campus, and participating in coordinating
training programs at the national level

• Publishing the “Sanasa” newsletter and pro-
ducing and distributing stationery and books
to the district unions and PTCCSs

• Collecting national statistics on the PTCCSs
• Initiating establishment of “auxiliary” com-

panies for the Sanasa network, organizing
their investments and governance, and en-
suring their financial sustainability

In recent years, there have been a number of
very important changes in the Federation’s role
and responsibilities, partly as a result of establish-
ment of new cooperative organizations and com-
panies, and partly because some district unions
and PTCCSs are becoming so strong that they do
not feel that they need the Federation’s services.
These changes include shifting the refinancing of
district unions to the SDBL; separating the Sanasa
Education Campus from the Federation and mak-
ing it an independent company; and transferring
the mobilization and coordination of international
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funds to the SDBL. With these changes, the
Federation faces a challenge to redefine its role and
key activities if it is to be relevant to the Sanasa co-
operatives, primarily because the Sanasa net-
work—or parts of it (district unions and the smaller
PTCCSs)—needs to focus on the sustainability and
increased integration of the main activities.

The “auxiliary” companies owned by the Sanasa
cooperatives are, as already mentioned, SDBL and
the Sanasa Education Campus. The other three are
the Sanasa Insurance Company, SEDCO, and SA-
NEEPA. Only SDBL and the Sanasa Insurance
Company are profitable.

Kenyan Financial Cooperatives and 
Their Apex Organizations

The financial cooperatives are structured as follow:

• At the national level there are two unions
(federations) for financial cooperatives—the
Kenya Union for Savings and Credit
Cooperatives (KUSCCO) and the Kenya
Rural Savings and Credit Cooperative
Societies Unions (KERUSSU)

• Also, at the national level there is the
Cooperative Bank of Kenya, Ltd., serving all
kinds of cooperatives, including financial co-
operatives (and, more recently, private indi-
viduals)

• At the primary level there are rural savings
and credit cooperatives and credit unions, both
called SACCOs, usually affiliated to the na-
tional-level federations and the Cooperative
Bank of Kenya

The larger network is the KUSCCO, which was
established in 1973 for the credit unions and assisted
by USAID at the time. It has 1,776 affiliated financial
cooperatives, mainly working-place or trade-based
credit union types (also today called SACCOs like
the rural savings and credit cooperatives). Since the
early 1990s, rural SACCOs—originally based on
marketing cooperatives dealing with major produce
such as coffee, milk, pyrethrum, cotton, and
sugar46—have joined KUSCCO. There are now
about 70 rural SACCO member cooperatives, with a
total membership of about 1.2 million.

The second national structure of financial coop-
eratives is the KERUSSU. It has 46 SACCOs as its
members, with a total individual membership of
1.2 million.

In addition, there are nearly 1,000 independent,
unaffiliated savings and credit cooperatives in
Kenya, almost entirely credit-union types.
Altogether 2,700 financial cooperatives operate in
Kenya, with a total individual membership of 2.5
million.

The Kenyan financial cooperatives and their net-
works have been based on models from other
countries. The rural SACCOs originally were de-
partments of the marketing unions and called
Union Banking Sections. The first ones were estab-
lished in 1970 (some credit activities started in
1969) and were based on the Raiffeisen approach.
The first credit unions, now also called SACCOs,
had been established a few years earlier. Their cen-
tral organization, KUSCCO, has been a member of
the World Council of Credit Unions (WOCCU)
since its establishment in 1973, but now that it has
rural SACCOs as members, it is also a member of
the international Raiffeisen organizations, such as
the International Cooperative Banking Association
and International Raiffeisen Union. KERUSSU is a
member of WOCCU and the International
Cooperative Banking Association.

KERUSSU is a relatively new national union for
rural financial cooperatives. It was established in
1998 and opened its office in 2001. The structure of
the network is simple: the union has one office with
two permanent staff in Nairobi and 46 member co-
operatives around the country. The membership
consists mainly of tea and other farmers’ financial
cooperatives, but also some older, produce-based
SACCOs. The member SACCOs have opened so-
called Front Office Service Activities (FOSAs) that
serve customers outside the membership of the re-
spective SACCO.

Throughout the network—that is, the primary
SACCOs and the national unions—the adminis-
trative and management structures are essentially
the same. They consist of an Annual General
Assembly or Meeting (AGM) as the highest deci-
sion-making body; a seven-person Board of
Management (or a Board of Directors); and a
Credit Committee. KUSCCO has a Board of
Directors consisting of 12 representatives of mem-
ber SACCOs, and KERUSSU has a board of 14
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members. In both organizations, the board mem-
bers are elected by the delegates during the AGM
to represent the provinces, and one board mem-
ber represents the Commissioner of Cooperative
Development. In addition, the larger SACCOs
may have a system of delegates to represent the
different parts of their area of operations and sec-
tions of membership.

Roles of higher-level cooperatives and agencies in
Kenya. In contrast to the situations in Burkina Faso
and Brazil, and similarly to Sri Lanka, the financial
cooperative network in Kenya is not strongly di-
rected and controlled by the national apex organi-
zations. The Kenyan apex organizations, KUSCCO
and KERUSSU, see their role as service agencies for
their member SACCOs, and they do not have re-
sponsibility for, or claim to supervise them. The
regulatory and supervisory agency for SACCOs is
the Ministry of Cooperative Development and
Marketing, in particular, its Cooperative Finance
and Banking Department (see below).

The larger apex organization for financial coop-
eratives, KUSCCO, provides the following services
to its member SACCOs, some of them for a fee,
some free of charge:

• Representing and advocacy for SACCO coop-
eratives

• Operating a Central Finance Program, in
which SACCOs can make savings and obtain
loans for onlending to their members (750
SACCOs participate, and the savings as 
of September 2006 were US$17.8 million
equivalent)

• Operating a Risk Management Program to
provide SACCOs with a fund that will protect
them against losses of loans and even savings
(especially for paying off the outstanding bal-
ance of a dead member’s loan or funeral costs)
and to provide support in the case of adver-
sity to KUSCCO committee members and
staff (675 SACCOs participate in the program)

• Carrying out research on SACCO issues,
particularly on management problems and
on how to integrate nonemployee-based
SACCOs, with no common bond, into the
SACCO family

• Providing education and training to conduct
national and regional conferences and in-
house programs for the delegates, committee
members, and staff of SACCOs

• Providing consultant services to SACCOs
under a Corporate Affairs and Marketing
Program

KERUSSU, the newer apex organization that
concentrates on rural SACCOs, aims at gradually
providing similar services to its member SACCOs,
including: advocacy and lobbying; training pro-
grams (25 seminars since 2002); advisory services;
and a revolving fund similar to KUSCCO’s Central
Finance Program. These services of KERUSSU, ex-
cept for the revolving fund, are provided largely
through outsourcing. In addition, KERUSSU has
started an inspection program with the endorse-
ment of the Ministry of Cooperative Development
and Marketing (five inspections done by date of
this report). KERUSSU is apparently hoping to
gain the position of a delegated or auxiliary super-
vision agency on behalf of the Ministry. However,
replacing the supervisory or other functions of the
Ministry is a great challenge for both KERUSSU
and KUSCCO because of their limited finances and
the huge size of the cooperative financial network
in Kenya. KERUSSU also collects savings from
member SACCOs into a revolving fund and lends
them back to member SACCOs.

The Cooperative Bank of Kenya, while serving
as the central banker for a large number of
SACCOs, has opted not to assume general respon-
sibility for the SACCOs. It chooses the SACCOs
that it accepts as its clients and reviews from time
to time whether its SACCO clients are viable and
continue to be creditworthy.

REGULATORY FRAMEWORK 
AND SUPERVISION MODELS
Burkina Faso

Since 1994, MFIs, including savings and credit co-
operatives, in Burkina Faso have been operating
in accordance with a law that applies to all coun-
tries within the West African Economic and
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Monetary Union. This law, called PARMEC,47

aims at establishing a high level of ethics and eth-
ical norms in microfinance systems.48 A comple-
mentary decree of application specifically for
financial cooperatives was issued in 1995. This
law and the accompanying decree provide clear
guidelines to help financial cooperatives integrate
their strategies with the financial and economic
activities, as follows:

• Bringing the sector under uniform formal
arrangements, allowing for harmonization of
the practices used in operations

• Bringing all the MFIs under the supervision
of the same ministry

• Establishing ethics and ethical norms in the
systems of microfinance, together with
norms and professional qualifications for
management

• Improving the protection of depositors and
security for the business operations

• Providing fiscal benefits for MFIs, including
cooperatives

The legal regulations are still deficient in some
aspects. For instance, they do not: require uniform
methods in accounting and combining the ac-
counts for the entire networks of cooperatives; pro-
vide clear explanations for the fiscal benefits
accorded to microfinance institutions; or explain
clearly enough that the limit on loans to a single
member—10 percent of the portfolio—does not in-
dicate a member’s right to that percentage. Also,
according to local opinions, there should be a limit
for the (usury) interest rates.

Some of the objectives of the PARMEC are to be
considered practical only in the long term, such as
having staff with professional qualifications in the
countryside. In addition, while bringing all the
MFIs under the same ministry for supervision
would be, in principle, a welcomed arrangement,
it may not be practical. The units supervising the
financial cooperatives are the Banque des états de
l’Afrique de l’Ouest and the Monitoring Unit of
the Système Financier Décentralisé of the Ministry
of Finance. The supervision system thus qualifies
as direct supervision, but none of these agencies
have the human and financial resources or all the
necessary equipment to carry out their tasks.
Their statistical data are scanty. For instance, they
cannot provide comprehensive information on

memberships, savings, and loans of the different
microfinance networks. None of the financial co-
operatives investigated by the consultant prepar-
ing the Burkina Faso case study had ever been
inspected by the formal supervisory agencies.
However, the internal control in the Reseau de
Caisses Populaires du Burkina (RCPB) apparently
compensates to some extent for the missing 
supervision, although it may not be under 
the arrangement of the regional unions and
branches of the Federation. (See section above on
the Roles of higher-level cooperatives and agencies in
Burkina Faso.)

Because government supervision is weak, the
cooperative network has organized an extensive
internal supervision system. At the Federation
level, the “Direction de l’Inspection Générale”
(DIG) has good work plans and competent 
inspectors, but they are not enough to carry out
inspections and audits of the different units of the
network with the regularity and thoroughness
needed. They also have little time to check and
control the different types of risk, especially those
in lending, that the financial cooperatives face.
Similarly, the unions and the Federation’s branch
offices have inspectors, but their skills and expe-
rience are often too limited for their broad tasks
and inadequate to evaluate the risks of the finan-
cial business. A computerized and integrated
management information system, with an appro-
priate ratio and rating system, for the network
would greatly facilitate inspection and risk 
management.

Brazil

Over the past 20 years, the atmosphere for expand-
ing the operations of financial cooperatives in
Brazil has improved greatly. For example, new 
legislation has authorized collecting “rural sav-
ings” by semiformal institutions and permitting 65
percent of them to be used for loans, reducing the
capital requirement for individual cooperatives in
line with the degree of the risk of the portfolio
structure, and allowing creation of “open admis-
sion” (to allow the serving nonmembers) financial
cooperatives in regions where there are up to
300,000 inhabitants.

Since 2005, financial cooperatives have been su-
pervised by a specialized department within the
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Central Bank, DESUC,49 which oversees coopera-
tives and other nonbank financial institutions and
takes action, at least in principle, whenever there
are complaints about their actions.50 DESUC is re-
sponsible for authorizing operations, evaluating
economic and financial capacity, and enforcing
sanctions if the norms are ignored by the financial
cooperatives. To be able to carry out its supervision
duties, DESUC examines, in the case of Centrals,
business plans, assesses the capacity of proposed
leaders, verifies documentation, and evaluates the
capacity to supervise. It also conducts field inspec-
tions via its regional offices and monitors liquidity
situations and credit risk. DESUC directly super-
vises the Centrals and, in theory, individual coop-
eratives that have not affiliated into the SICREDI
network. However, in practice, DESUC relies
largely on auxiliary supervision by the Centrals.
The Centrals are expected to audit their rural credit
affiliates yearly and the open admission and micro-
entrepreneur cooperatives twice a year. The qual-
ity of supervision by the different Centrals is said
to vary with the levels of maturity of the Centrals,
partly due to different level of professionals in each
of them. The Centrals themselves must be audited
by external auditors yearly.

Cooperative membership has grown dramati-
cally over the past decade, while irregularities have
decreased. This is as much the result of a maturing
cooperative sector as it is the increasing knowledge
and familiarity with cooperatives within the
Central Bank. The main problems detected by
DESUC have to do with poor management of
credit risk, inadequate competition in procurement
of goods, irregularities in distributing surpluses,
operations with non-members, and accounting
problems.

Sri Lanka

The Sanasa PTCCSs, district unions, and the
Federation fall under the Cooperative Law (enacted
in 1972 and amended in 1983 and 1992) and are reg-
ulated by the Ministry of Cooperatives, and, within
the Ministry, by the Cooperative Development
Department. This department has significant pow-
ers over all the cooperative societies. Its responsi-
bilities are as follows:

• Carrying out yearly audits of registered co-
operative societies

• As of 1992, replacing the board of a troubled
credit union with an interim board; the
Registrar may, under certain conditions, dis-
solve a credit union

• Approving any requests to expand PTCCSs’
activities geographically, including autho-
rization to merge

Several problems hamper the operations of the
Cooperative Development Department. Although
PTCCSs are private, member-owned financial co-
operatives with their own boards and by-laws, the
Cooperative Development Department intervenes
in much of their decision making. Moreover, the
department lacks the skills needed to carry out
proper audits for financial cooperatives. For exam-
ple, cooperative auditors may even object to
PTCCSs writing off bad loans. The requirement
that the Cooperative Development Department
must approve geographic expansion or consolida-
tion of PTCCSs has greatly impeded the natural
consolidation of Sri Lankan PTCCSs. It is apparent
that the Cooperative Development Department
continues to perceive Sanasa PTCCSs as village in-
stitutions that should not expand beyond the vil-
lage boundaries.

In medium-size and large PTCCSs, internal au-
dits are carried out by a board-selected audit com-
mittee. In smaller PTCCSs, internal audits are often
carried out by the board. The Department of
Revenue and Taxation has recently passed a regu-
lation stating that cooperative societies (including
the district unions and the Federation) with assets
valued at more than LKR5,000,000 (approximately
US$50,000) must be audited by Certified Public
Accountants. The new Microfinance and Coopera-
tive Law coming out in 2007 is expected to further
modify the external audit requirements.

The SDBL that belongs to the cooperative fam-
ily, but separate from the Federation, is licensed
and supervised by the Sri Lankan Central Bank as
a Specialized Development Bank. SDBL can make
loans and mobilize savings, including fixed de-
posits. Since 2005, all banks, including develop-
ment banks, have been required to increase their
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capital from US$200,000 to US$15 million. This reg-
ulation is being implemented over a two-year pe-
riod. Without a full banking license, SDBL would
not be able offer current accounts and foreign ex-
change services. However, with the support of the
cooperatives in Sri Lanka, SDBL is expected to be
able to raise the required capital to obtain the bank-
ing license.

Kenya

The Cooperative Bank of Kenya is supervised by
the Central Bank, but the SACCOs, as well as their
national unions, fall under the Cooperative
Societies Act (revised in 1997 and 2004) and are reg-
ulated by the Ministry of Cooperative
Development and Marketing. During implementa-
tion of economic liberalization policies in the late
1990s, the Ministry was closed and the budget of
the Cooperative Department—in the new ministry
it was placed in, the Ministry of Agriculture—was
slashed. SACCOs were left more or less to their
own devices with disastrous results. It soon be-
came evident that the cooperative members and
management were not ready for “auto-control.”
Many cases of mismanagement and misuse of
funds were reported, endangering the reputation
and even the future of the cooperatives. In 2003, the
Ministry of Cooperative Development and
Marketing was re-established and again given sub-
stantial powers over all cooperative societies, in-
cluding financial cooperatives. However, care was
taken to give the cooperatives operational freedom
(in contrast to the situation under the Cooperative
Societies Act of 1967). The Ministry’s current mis-
sion is “to provide a legal and policy framework to
accelerate the growth of a viable cooperative sector
for sustainable socioeconomic development in
Kenya.” The government gave the following pow-
ers to the Ministry of Cooperative Development
and Marketing:

• Formulation of cooperative policy
• Mainstreaming of corporate governance in

the cooperative societies
• Registration of cooperative societies
• Inspections and inquiries
• Regulation and provision of audit services,

including provision of audit certificates
• Promotion of cooperative ventures and value

addition

• Promotion of cooperative marketing and re-
search

• Settlement of cooperative disputes
• Regulation of cooperative institutions
• Provision of cooperative education and

training

The Ministry has tried to address some of the
weaknesses in the cooperative sector by enforcing
the rules and regulations established, but several
problems still confront the Ministry and coopera-
tive leaders:

• Inadequate legal, regulatory, and supervision
framework, considering that many SACCOs
offer near-banking products and services. The
Cooperative Societies Act does not address
the specific features of financial intermedi-
aries.

• Lack of adequate prudential norms for the
core business of SACCOs. For example,
SACCOs are permitted to tie large parts of
their portfolios to business buildings and
other poorly earning assets. These assets lack
control by SACCOs’ membership or any for-
mal supervision body and create liquidity
problems and a shortage of funds for member
loans.

• Although SACCOs are required to develop
strategic plans and to have yearly audits (by
the Ministry of Cooperatives or competent
audit firms), audit reports often are weak and,
in fact, certify financial results for SACCOs
that lack provisions for handling bad debts or
for writing off loans.

• Inadequate rules of governance (or ineffective
implementation) that: (a) allows persons who
lack knowledge of financial affairs or some-
times integrity but who have great popularity
(because they allow slack lending conditions)
to continue on the management boards from
election to election; or (b) fail to facilitate effi-
cient management because the division of
labor between the board and professional
management has not been established and the
lay board members and chairmen involve
themselves in daily operations of the SACCOs.

• Inability of many SACCOs to employ high-
caliber management staff and, especially in
smaller SACCOs, the practice of leaving im-
portant financial decisions to lay members
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who have too little education to understand
them fully.

A new Savings and Credit Societies Regulatory
Act is now being considered in the Parliament.
The act will respond to at least some of the prob-
lems, including: establishing higher liquidity re-
quirements for SACCOs and limits of investments;
defining new prudential norms and the means for
their enforcement; strengthening audit require-
ments; and perhaps also setting up a new, inde-
pendent regulatory body that would supervise at
least the larger SACCOs.

FINANCIAL AND OPERATING
PERFORMANCE
The cooperatives are service organizations, estab-
lished to improve members’ economic position by
providing reasonably priced services. As a result,
profit making cannot be a goal as such. However,
because the cooperatives need to survive and be
sustainable for long periods, they must make some
profits.

How much the profits must be depends on sev-
eral factors:

• Current financial position of the individual
cooperative and the potential need to im-
prove it

• Objectives set by the management committee
for the solvency51 of the cooperative for the se-
curity of depositors’ funds

• Insurance arrangements for insuring de-
posits (although governments do not insure
deposits as in many developed countries,
many federations of financial cooperatives
and central cooperative banks have created
internal insurance funds for this purpose
against a small annual fee charged to mem-
ber cooperatives)

• Laws that state the minimum prudential 
ratios (for cooperative banks)

• Prudential ratios recommended by their apex
organization in each country (for semiformal
financial cooperatives)

There are several sophisticated methods to as-
sess the financial performance of financial cooper-
atives (such as the Scores Aspects, Planet Rating,
and PEARLS,52 and they are useful in comparing fi-
nancial cooperatives in similar situations or in

identifying areas in which cooperatives should im-
prove their performance. Existing case studies
have not collected sufficient data for computing the
ratios used under these methods.53

Because it is difficult to generalize about the fi-
nancial performance requirements for all situations,
it is suggested for the purposes of this study that, at
minimum, the following conditions prevail:54

• The solvency of the cooperative (ratio of own
funds to primary liabilities)55 is more than re-
quired by the banking laws or the apex orga-
nization’s recommendation

• The financial cooperative makes a profit each
year

• The profits grow at least as fast as savings and
deposits each year

• Profits are sufficient to allow maintaining or
increasing the ratio “own funds/primary lia-
bilities” to the level required by the banking
laws or apex organization’s recommendation.

Burkina Faso

Network as a whole. When the profits and losses of all
the units in Burkina Faso’s largest financial cooper-
atives network—RCPB and its member organiza-
tions—are totaled, the structure, as a network, is
profitable. Its surplus grew from FCFA151 million
(US$0.3 million) in 2002 to FCFA1.224 billion in 2005
(US$2.4 million).56 In the RCPB network, the differ-
ent units (Federation, unions, “caisses populaires”)
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Asset Quality, Rates of Return and Costs, Liquidity and Signs
of Growth. PEARLS is a set of standards and indicators de-
veloped by WOCCU. For details see www.woccu.org/
pearls/pearls_tech.php.

53 Except for the case study on Burkina Faso, whose annexes
contain extensive computations using the summarized
“caisses populaires” data and the Scores Aspect method (see
the reference document in Internet).

54 The authors’ recommendation.
55 The composition of “own funds” may vary from country to

country, but usually these funds contain the share capital,
various reserves, and annual profit. “Primary liabilities” also
have different definitions, but they at least include savings
and deposits.

56 Unfortunately, the accounting system of the FCPB was not
able to produce the global accounts for the network, but they
were combined by the consultant preparing the case study
from individual accounts of the “caisses populaires.”



have responsibility for each other’s debts and fail-
ures. In individual cooperatives, such mutual re-
sponsibility between the members is now
considered outdated. In most cooperatives, mem-
bers are responsible only with their share capital.

Regional level. All the regional unions and FCPB
branch offices (“les antennes techniques”) were able
to cover their annual expenses and make a surplus
through their charges to the local “caisses popu-
laires.” However, their own capital (reserve funds,
other funds, and not-distributed profits) was rather
weak, varying from nearly zero to 4.18 percent of the
liabilities (actives). In one union, however, it was
16.5 percent. The consultant preparing the case
study was not able to find out the profitability or ef-
ficiency ratios for the FCPB, a fact that may indicate
that the Federation has: too few staff to respond to
queries; an inadequate management information
and accounting system; or is not well organized to
supply information and data on its own operations
or those of network units on short notice.

Primary financial cooperatives. Although the RCPB
network as a whole is profitable enough to cover its
expenses, most of the rural “caisses populaires” had
a loss in 2005. This situation, mainly caused by too
low interest rates for loans, is especially worrisome
when the aim is to expand outreach in rural areas.
The interest rate for most types of loans is only 10
percent (or actual interest income—which is only 7
percent on the total portfolio because of late pay-
ments and loan losses). This is substantially lower
than elsewhere in West Africa.

Brazil

Network as a whole. The SICREDI cooperatives
have maintained very satisfactory financial and
operating performance over the past five years.
Most profits are obtained from credit operations,
although the network seeks to keep fees lower
than those of the banks in order to show their ser-
vice nature and to differentiate the network from
the for-profit financial sector. However, the net-
work’s policy is not to emphasize low interest
rates or fees in order to gain new members but
rather tout this aspect as one of the many advan-
tages of member-owned cooperatives.

Primary financial cooperatives. The case study
did not look into the individual profitability of the
230 primary cooperatives, but profits for the
global network have grown steadily over the past

five years, from R$61.2 million (US$30 million) to
R$149.4 million (US$74 million), although in rela-
tion to the equity and assets they have slightly de-
creased.57 The profits are distributed inside the
system: 50 percent are added to the members’
shares, 45 percent go to reserves, and 5 percent to
a Technical Assistance and Educational Fund. The
portfolio quality is excellent, with default rates at
less than 1 percent.

Operational costs (including fixed, variable, and
promotional expenses) are around 11 percent of
total assets, slightly higher than the recommended
levels in WOCCU’s PEARLS system (which is less
than 10 percent). The network calculates a special
efficiency indicator based on administrative ex-
penses (operational income minus operational 
expenses). The objective is to stay below 0.60. Data
from April 2006 show that 73 percent are above
0.60 and 27 percent of the cooperatives maintain a
rate that is less than 0.59. The Centrals follow
closely those primary cooperatives that have not
met the targets.

SRI LANKA: FINANCIAL
PERFORMANCE OF THE SANASA
COOPERATIVES
National level. The Sanasa Federation has been run-
ning at a small loss during each of the past five
years (LKR163,000—US$1,680—in 2005), mainly
because of losing business to new cooperative
structures it has helped to establish. Of them, the
SDBL, has been regularly profitable, recording its
highest-ever pretax profit—LKR58.6 million
(US$600,000)—and declaring a 12 percent dividend
for the year 2005. SDBL’s largest source of revenue
is the interest income that it receives mainly from
its loans to district unions and PTCCSs. Also in
2005, SDBL reduced its nonperforming loan ratio
to 6.18 percent, down from 7.8 percent in 2004.
SDBL posted impressive returns—15.9 percent—
on average shareholders’ funds, an increase of 28.5
percent from 2004. Return on average assets in-
creased by 21.4 percent, to 1.4 percent in 2005.
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as such and without qualifiers. However, they have been cal-
culated for the SICREDI network. In 2005, ROE was 14.95
percent and ROA, 2.27 percent.



Of the companies owned by the Sanasa cooper-
atives, the Sanasa ALMOA Assurance Company is
profitable, but the Sanasa Education Campus and
the SANEEPA are not.

Regional level. Although some district unions are
well-managed and profitable, seven (28 percent) of
the 25 district unions are dormant. As a result, the
situation is disastrous for the PTCCSs of these dis-
trict unions. They stand to lose their deposits, their
ownership stake in their unions, and become as
dormant as are their district unions. Some other
district unions also face serious problems with
overdue loans by their PTCCSs, thus losing part of
the revenue and endangering their own financial
sustainability.

Primary financial cooperatives. There is no central-
ized information on the financial performance of
the 8,440 Sanasa PTCCSs at either the district union
or the Federation level. Because Sanasa primary-
and secondary-level units are independent, it has
not been possible to establish prudential targets or
a common rating system for either PTCCSs or dis-
trict unions.

The Federation annually collects from PTCCSs
only basic information on fixed assets, savings,
loans, and interest rates.

Fixed Assets. Between 2000 and 2004, the com-
posite Sanasa PTCCSs fixed assets fluctuated be-
tween Sri Lankan Rupees (LKR)727.99 million
(US$9.13 million) and LKR646.32 million (US$6.18
million). Fixed assets of a typical PTCCS averaged
LKR81,770 (US$878) during this period.58 The
tsunami that struck Sri Lanka at the end of 
2004 affected more than 200 PTCCSs and may 
be at least partly responsible for the decline in
fixed assets.

PTCCSs Savings and Loans. In 2004, the total
savings in Sanasa PTCCSs were LKR3.1 billion
(US$33.0 million) and the loans LKR3.730 million
(US$35.7 million). After a large increase in 2000,
total savings decreased, possibly because of com-
petition from formal banks and from operational
difficulties at the PTCCS level. The average loan
portfolio per PTCCS during the period was
LKR451,828 (US$4,839).

The total loans in the PTCCSs almost doubled
between 1998 and 2004, going from LKR1,362.5
million (US$14.4 million) in 1998 to LKR2,770.8
million (US$26.5 million) in 2004. In the years 2002,
2003, and 2004, the overdue loans (from three
months to multiple years) were 25.1 percent, 22.7

percent, and 23.5 percent, respectively. Because the
vast majority of the Sanasa PTCCSs do not have
provisions for bad debts, write off loans, or make
no reservations for deposits that they may not re-
cover from failed district unions, the profits and as-
sets in their books are overstated.

As for interest rates, between 1998 and 2004 the
interest rate on savings steadily declined from 14
percent to 6.5 percent, for a total decline of 7.5 per-
centage points. Interest rates for loans declined by
only 3 percentage points. Therefore, the interest
rate spread rose from 4 percent in 1998 to 8.5 per-
cent in 2004, providing a stronger basis for im-
provement of PTCCSs’ finances.

Because of the serious financial position of 27
percent of district unions, the government’s
Cooperative Department should take urgent action
to review their potential revival or, if necessary, to
close them down. Also, to obtain updated financial
situation, the Cooperative Department should en-
courage the financial cooperatives to correct their
accounts rather than to object to write-offs as they
have done in the past.

Kenya

Network as a whole. The total assets of all SACCOs
in Kenya increased 107 percent between 2000 and
2004, indicating better-than-average growth
among the financial institutions. The number of
SACCOs grew at the same time from 2,389 to 2,767,
and their combined membership nearly doubled
from 1.12 million to 2.11 million. The share capital
and savings increased from US$532 million to
US$1.2 billion, and outstanding loans from US$498
million to US$1.0 billion (more than doubling in
both cases).

National level. Of the two national unions,
KUSCCO has made an after-tax profit in each of the
past five years, reaching USD$137,990 in 2005.
KUSCCO’s turnover has increased by 39.4 percent
in the same period, while expenses have increased
at a slower rate. KUSCCO has issued yearly divi-
dends to its members, increasing the total amount
annually to US$126,000 in 2005. The two main rev-
enue sources are the Central Finance Program and
the Risk Management Program. The other central
union, KERUSSU, has had a minor loss in each of
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the years after its opening in 2001 (varying between
US$1,700 and US$376). Its main sources of income
have been revenue from conferences and subscrip-
tion fees from member SACCOs.

The Cooperative Bank of Kenya, Ltd. has grown
fast since it was renovated after the 1998 terrorist
attack that was aimed at the neighboring American
Embassy but which also nearly totally destroyed
the head office of the Cooperative Bank (the attack
did not affect the branch network). Customer de-
2001 to US$593 million in 2005. New loans grew at
the same rate, but only to US$399 million, leading
to a strong liquidity position for the bank. Because
of the terrorist attack, the bank with its subsidiaries
(Cooperative Investment Trust Services and
Cooperative Bank House) had a loss of US$8.3 mil-
lion in 2001, but fully recovered after that and has
shown sound profits every year, with a record high
US$6.1 million in 2005 (11% return on own capital
and 0.9% return on assets).

Primary financial cooperatives. The case study
did not examine the financial results or profitabil-
ity of individual SACCOs. However, as their re-
serves totaled US$60.1 million equivalent in 2005,
indicating a 6 percent solvency ratio, the financial
position for most of the SACCOs is likely to be sat-
isfactory. Because averages can be deceiving,
many SACCOs give cause for concern because the
Ministry of Cooperative Development and
Marketing accepts their annual audits even
though some do not contain provisions for han-
dling bad debts or write-offs, or even include in-
terest on them as income in the profit and loss
statement, thereby overstating revenues and as-
sets. To ensure the survival of even the weaker fi-
nancial cooperatives, the central unions KUSCCO
and KERUSSU offer SACCOs an opportunity to
join their Risk Management Programs to partially
share the lending risks. However, many of the
problem-plagued financial cooperatives—most of
them credit unions and many not even affiliated
to the central unions—are not members of these
two funds. The Ministry should take urgent action
to review the real financial positions of the finan-
cial cooperatives and use its powers to enforce
corrective actions.

PRODUCTS AND SERVICES
Although they may have problems and there are
gaps in their performance, all the cooperative net-
works in the four case studies are seasoned organi-
zations that have had time to adapt their services
and products to the needs of their clientele. Table 4
shows the extent of the financial services available
in typical financial cooperatives belonging to the
four cooperative networks included in the case
studies (but not necessarily available in branch of-
fices or through Service Points). Many services and
products are available through the regional and
central organizations.

The SICREDI network in Brazil provides all the
same products that banks do, including some 64
loan products, 11 types of savings products, and 22
insurance products. If all the variations are
counted, SICREDI has close to 160 products.

The Sanasa cooperative set up in Sri Lanka also
sees itself as a social institution. Various PTCCSs
are involved in activities such as transportation;
farm input supply, and marketing of produce;
preschools; agency services; welfare services; and
children’s clubs.

TECHNOLOGY AND PROCESSES
USED AT DIFFERENT LEVELS
RCPB in Burkina Faso

Computerized technology is broadly used at the
Federation, its branches, and member unions, as
well as in the larger “caisses populaires.” However,
the management information system at the
Federation is either not fully used or is incapable of
producing all the financial and statistical informa-
tion that the management (and external observers)
would benefit from.78 A new system is being de-
veloped and installed with the help of Canadian
expertise.
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Table 4. Financial Services Available in Typical Financial Cooperatives

RCPB
Burkina SICREDI SANASA SACCOS

Savings Products/Services Faso Brazil Sri Lanka59 Kenya

Voluntary savings
– Sight savings X X X
Term deposits X X X
Special savings accounts (for education, X X X
funerals, retirement, etc.)
Compulsory savings
Savings account as guarantee X60 X X
– Regular compulsory savings X61

Investment funds X X62

Loan services/products
Consumer loans X X
– Salary advances X63 X
– Social loans (for marriage, funeral, etc.) X64 X X
– Loans for furniture X65

– Loans for transport X66

– Loans for housing X67 X68

– Microloans X69

Agricultural loans
– Credit for farm inputs X X
Credit for equipment and labor X X X
Commercial credit
Loans for inventory/investments X X
Prefinancing of produce offered X
Loans for equipment X X
Community credit
– Group loans X70 X
Advances for the “Caisses Villageoises” X71

Advances to “Associations de Crédit 
Intermédiaire” (Service Points) X
Loans for rural infrastructure X72

Insurance products
Insurances For loan Basic forms of life, car and accident insurance, Agency ser-

repayment the overall property and equipment insurance, vices for for 
(in case of several forms of agriculture insurance, to life insur-
death) protect against hail, poor harvests73 ance, loan 

insurance, 
vehicle and 
property in-
surance (on 
behalf of
Sanasa Insur-
ance Com-
pany, Ltd.)

Other financial services
Salary transfers to domicile area X X X
Cashing of checks X X X
Withdrawal by checks X X X
Credit cards X X74

(continued)

Primary cooperatives offer a variety of savings
products, including passbook savings and
time deposits

Primary cooperatives may offer 28 forms of
credit, all financed with network resources.



SICREDI in Brazil

The network uses modern information technology.
All operations at the primary cooperative level are
registered online through the “Sistema de
Atividades de SICREDI” (SAS), an integrated sys-
tem developed by the Federation. Various network
programs are used (Linux, Oracle, Microsoft), de-
pending on the application. By the end of 2006, all
the cooperatives will be trained in using teleconfer-
encing technology, as the telecommunication struc-
ture in their region permits. All cooperatives and
branches also will be able to communicate using
Voice-over-Internet Protocol (VoIP), as the local in-
frastructure permits.

Credit policies for the SICREDI network are de-
fined by the Cooperative Bank and formalized in a
credit manual. Loans are individual and generally
require the same guarantees as those required by
banks. Most activities take place at the local branch
offices (each of the primary financial cooperatives
has on average eight branch offices.) The branch
offices’ credit committees can approve loans of up
to US$20,000. Beyond that, the loans must be ap-
proved by the regional unit of the respective
Centre. For risk management, no individual loan
can exceed 15 percent of the cooperative’s own
capital, and the total loan balance of the 10 largest
borrowers may not exceed 70 percent of the coop-
eratives’ own capital or 40 percent of the total loan
portfolio.
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Table 4. Continued

RCPB
Burkina SICREDI SANASA SACCOS

Savings Products/Services Faso Brazil Sri Lanka59 Kenya

Foreign exchange services X X75

Rotating savings and credit services X X
Nonfinancial services
Evaluation of commercial feasibility 
studies and loan applications X76

Evaluation of agricultural feasibility 
studies and loan applications X77

Preschool, post office and phone 
services, community projects X

59 The services mentioned here are provided by many of the PTCCSs that have permanent staff, about one-third of the 8,440 PTCCSs. The 
remaining two-thirds, which only have volunteers (nearly 57,000 of them), provide mainly the basic savings and credit services.

60 25 percent of the loan amount.
61 1 percent of monthly salaries (for members only).
62 Through the Cooperative Bank of Kenya Ltd.
63 Maximum 25 percent of the monthly salary.
64 Maximum FCFA5 million.
65 Maximum FCFA5 million.
66 Maximum FCFA5 million.
67 Maximum FCFA5 million.
68 Through KUSCCO’s Housing Fund.
69 Probably for the same purposes as consumer loans at RCPB.
70 Max. FCFA250,000 per group member, up to FCFA5 million per group.
71 For income-generating activities in agriculture; max. FCFA250,000.
72 For solar energy, biogas, sanitation.
73 Insurance policies are administered by SICREDI Insurance along with two major insurers, MAPFRE and Icatr Hartford.
74 Through the Cooperative Bank of Kenya.
75 Through the Cooperative Bank of Kenya.
76 In two Centres Financiers aux Entrepreneurs.
77 By several Centres Financiers aux Agriculteurs.



Sanasa in Sri Lanka

As mentioned, most of PTCCS are very small units,
with no staff. Only 60 of the larger ones have been
partially computerized, using an Access-based
loan management software created by the
Federation. The vast majority of PTCCSs (8,380)
use manual systems for their accounting and loan
management.

The Federation has been licensing software to
PTCCSs and assisting them with installation and
troubleshooting for a fee. The Federation has now
ended this program, because the cost of providing
support and troubleshooting on a national basis
proved to be too high. Whenever help with the sys-
tems was needed, the Federation had to send a staff
member from Colombo, which was not cost-effec-
tive. Now a private company of former Sanasa em-
ployees is offering a similar software package to
PTCCSs. This “outsourcing” approach may turn
out to be a viable solution. The key challenges still
remain, that is, that the number of those PTCCSs
that have portfolios large enough to justify a com-
puterized system is limited and, in general, the
computer equipment and software are difficult to
maintain in rural areas.

Kenya and SACCOS. The larger, produce-based
SACCOs started computerizing in the 1970s (as
Union Banking Sections). At that time there was no
standardized, off-the-shelf software or programs
available, and the programs had to be tailor-made
for each SACCO. The Cooperative Bank also began
to computerize its routine operations in the late
1970s and now has the software, equipment, and a
management information system that would be ex-
pected of the country’s fourth largest bank with
several branch offices. KUSCCO entered the infor-
mation technology age at about the same time, and
soon recommended to larger credit unions soft-
ware packages that were suitable for their savings
and credit operations. KERUSSU computerized its
activities when it began operations in 2001.

Much of the software developed earlier is now
outdated, and many of the larger and more pro-
gressive SACCOs have spent great sums of money
for information technology (IT) without finding re-

ally viable solutions. Some SACCOs are using off-
the-shelf software such as WOCCU’s Microbanker,
and a few SACCOs have hired IT engineers/con-
sultants to develop their own software. However,
the vast majority of SACCOs are using either a
manual paper system or IT systems limited to Excel
and similar common software. A couple of prob-
lems need to be resolved soon: (a) the flow of in-
formation and accounting between the front and
back offices and branches needs to be integrated;
and (b) SACCOs must find effective ways to deal
with the savings and loan accounts of a client base
that can range from several thousands to 100,000
clients, and with a wide variety of products and
services.

The simple savings system that was developed
in the rural SACCOs and later spread to urban
SACCOs was largely responsible for the success of
the rural financial cooperatives, and especially for
the great accumulation of savings. Under this sys-
tem that is still in use, members of the marketing
cooperatives agreed that the payments for their
produce, once it was sold, would be credited di-
rectly to their savings accounts from which they
could withdraw funds as needed, or they could
transfer funds to accounts that paid better interest.
The same approach was later employed with
salaried employees using a credit union, except
that sometimes only part of their salaries were de-
posited into members’ accounts, representing
shares that were required to obtain loans.

Rural and urban SACCOs took different ap-
proaches to lending. The former provided mem-
bers with automatic input advances up to a certain
percentage of their expected produce receipts, and
the management committees granted short-term
and later even medium-term loans against guar-
antors’ signatures and other types of guarantees.
Urban SACCOs used the traditional credit union
approach, granting loans that could be two or
three times the size of the same member’s share
deposits. Both of these systems have further
evolved over time, especially as the range of prod-
ucts and services and the size of the SACCOs has
expanded (see the previous section on products
and services).
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GENERAL
The World Bank recently organized four confer-
ences on four different continents to discuss prac-
tical cases of development financial cooperatives in
advanced and developing countries with the peo-
ple who are daily engaged in cooperative finance
or are dealing with financial and economic devel-
opment in developing countries. The conferences
took place in: Washington, D.C., (March 4, 2004),
Recife, Brazil (June 21, 2004); Baku, Azerbaijan
(November 10-11, 2004), and Bagamoyo, Tanzania
(June 8-9, 2005).79

This annex does not contain information about
conference topics covered extensively in the main
text, that is:

• Themes and objectives of the conferences
• Rural outreach of financial cooperatives
• Products and services provided by financial

cooperatives
• Sustainability of financial cooperatives

Instead, the annex concentrates on expanding
the following topics on which extensive materials
had been prepared for and discussed at the confer-
ences:

• Supervision models and regulatory frame-
works

• Institutional arrangements
• Role of higher level financial cooperatives
• Special topics prepared for the conferences

and related to financial cooperatives or rural
financial services

SUPERVISION MODELS 
AND REGULATORY
FRAMEWORKS
Washington, D.C. Conference 

The conference took it as a constant that financial
cooperatives must be supervised because they ac-
cept redeemable resources (shares or savings)
from members or from the public at large.
Depositors in these entities deserve the same pro-
tection as depositors in banks and other financial
institutions. However, supervision of financial co-
operatives often proves more difficult (and au-
thorities find it less important) than supervision
of banks because financial cooperatives often are
geographically dispersed, have small member-
ships, represent a small share of the financial mar-
kets, and have limited impact on the economy.

As for the regulation of financial cooperatives,
the conference concentrated on Latin American
countries, which have little or no capital require-
ments for licensing savings and credit cooperatives
(SCCs), the most common form of financial coop-
eratives. However, some countries specify capital
requirements for financial cooperatives while au-
thorizing a higher level of operation, such as the re-
ceipt of deposits from nonmembers. Several
countries require SCCs either to maintain solvency
ratios equal to or above the 8 percent required for
banks under the international “Basel I standards”
or to specify maximum leverage ratios (Mexico re-
quires 40:1 for some financial cooperatives and
Costa Rica 10:1).

Annex IV:
Summary of Selected

Findings at the 2004 and
2005 Regional Conferences

79 The full conference reports are available at the World Bank
Web sites.



Also in the legal framework and responsibili-
ties for supervision, the Latin American countries
have different requirements for financial cooper-
atives, often reflecting their different historical
and sometimes colonial backgrounds. For in-
stance, in Argentina, Chile, and Ecuador the line
ministry departments are responsible for supervi-
sion while in Colombia, Costa Rica, and
Venezuela independent cooperative institutes
have the responsibility. In both cases, there are too
few skilled personnel for financial supervision,
and conflicts exist between fostering development
of the sector and supervising it. Less than 40 per-
cent of financial cooperatives in Latin America are
supervised by a central bank or independent “su-
perintendencies” that have the required skills for
financial supervision.

All four forms of supervision are used in Latin
America and, at least in principle, they all exam-
ine issues such as auditing, good governance, ac-
counting, payment systems, deposit protection,
and regulations on mergers and acquisitions.
Direct supervision is used in Argentina, Bolivia,
and Uruguay, where supervision of financial co-
operatives is carried out by a central bank or a
specific superintendency. Although commonly
regarded as the best approach to supervision, it is
not economically viable in most countries.
Accordingly, auxiliary supervision—that retains
supervisory responsibility with the superinten-
dency or the central bank, but allows a coopera-
tive apex federation or an auditing firm to carry
out the supervision—is practiced in Chile,
Ecuador, El Salvador, and Mexico. Delegated su-
pervision—in which the superintendency or cen-
tral bank fully delegates supervision to a private
agent, such as the cooperative federation—is used
in Peru where the federation of financial coopera-
tives (FENACREP) is the delegated supervisory
agent. Numerous countries (El Salvador,
Guatemala, Honduras, the Dominican Republic,
and Colombia) use the fourth solution, self-regu-
lation, under which a federation of cooperatives
performs certain control functions of its members
based on a regulatory framework and monitoring
process voluntarily accepted by the cooperatives.
There are no formal supervision arrangements for
financial cooperatives in Venezuela, Nicaragua,
and Panama.

Recife, Brazil Conference

The resource persons for this conference prepared
extensive papers on the conference topics, most of
which were based on experiences in Latin America.
In addition, WOCCU described the supervision
systems recommended for credit unions in general.

A practical legal foundation for financial coop-
eratives has been found in a combination of laws
and acts. Financial cooperatives can be covered
under the cooperative societies acts and the bank-
ing acts (as in Bolivia, Brazil, Uruguay, and
Argentina) or the cooperative societies act and a
special act for financial cooperatives (as in Mexico,
Guatemala, Honduras, and Nicaragua). Many
countries have enacted sufficiently broad laws or
decrees for financial cooperatives that they do not
consider other acts necessary (e.g., Chile,
Colombia, Costa Rica, El Salvador, and Peru).
These acts prescribe the responsibility for supervi-
sion (described under the Washington conference
summary above).

An interesting feature in some laws or legal
bases is that they take a stand on the clientele that
the financial cooperatives are permitted to serve. In
some countries, all members of cooperatives must
share a common bond, such as being employees of
the same firm or members of the same profession.
In others, such as Costa Rica, there is no common
bond requirement but cooperatives can provide
services only to their members. Columbia and
Uruguay permit cooperatives to accept deposits
also from nonmembers. Brazil permitted the cre-
ation of similar “open cooperatives” in 2003.

Several Latin American countries have at-
tempted to support the modernization of the fi-
nancial cooperative sector by amending existing
cooperative laws or introducing new laws. For in-
stance in 2001, two laws were introduced in Mexico
to strengthen the legal foundations of the nonbank
savings and credit sector: (a) The Savings and
Credit Law designates the Banking and Securities
National Commission as the financial authority re-
sponsible for authorizing formation of new savings
and credit institutions and regulating the savings
and credit sector; and (b) the National Savings and
Financial Services Bank Organic Law sets up the
National Savings and Financial Services Bank
(BANSEFI), which promotes a savings culture, op-
erates as a bank of the savings and credit sector,
and coordinates temporary federal government aid
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for developing the savings and credit sector.
Together, these laws provide the foundation for a
financially and institutionally sound savings and
credit sector that is integrated into the formal fi-
nancial sector and regulated by Mexico’s Central
Bank (CNBV).

A new law in Columbia establishes the legal
framework for financial cooperative activities by
authorizing three categories of institutions: (a) fi-
nancial cooperatives; (b) savings and credit coop-
eratives; and (c) multi-activity cooperatives with a
savings and cooperative section. Financial cooper-
atives are open cooperatives and are subject to a
higher level of regulation than the latter two cate-
gories, which are closed cooperatives.

The experiences discussed at the Recife confer-
ence suggest that the legal framework governing
cooperatives should provide for regulation and su-
pervision of financial cooperatives by institutions
that have the requisite capacity to do this task
properly. Financial cooperatives are both coopera-
tives and financial institutions; hence, their regula-
tion within the overall regulatory framework of the
financial sector would help strengthen their capac-
ity to deliver financial services to their clientele.

Participants at the Recife conference agreed that
financial institutions, including financial coopera-
tives that collect deposits, need more regulation
than nonfinancial institutions and financial institu-
tions that do not collect such resources. Financial
cooperatives should be regulated and supervised
regardless of whether they are closed (accept de-
posits only from members) or open (accept de-
posits from nonmembers as well). All deposits
should be protected. In addition, many members of
cooperatives are small depositors who lack the in-
formation or the capacity to monitor the level of
risk taken on by their financial cooperatives.

The regulations should involve, in principle,
four key responsibilities:

• Authorizing the start up of activities of any fi-
nancial institution interested in doing busi-
ness in finance, including the right to suspend
or cancel its registration, legalize the merger
of institutions, and order the dissolution of
any of them.

• Establishing standards and general regula-
tions on the operations that financial institu-
tions are allowed to engage in, and the
interpretation of these arrangements.

• Inspecting and auditing activities related to the
safety of banking operations; observing the
laws, regulations, or policies; recommending
corrective measures; and ensuring the adop-
tion of corrective measures, if required.

• Protecting the stability of the banking system
and offering a certain degree of protection to
small savers by taking action, in the event of
an institution’s failure, to provide a maxi-
mum amount per saver.

Regulatory requirements for financial coopera-
tives should also specify, among other things, the
minimum qualifications for board members, mini-
mum responsibilities of the boards, capital ade-
quacy requirements, sources and uses of funds,
services, and audit requirements. These require-
ments aim to ensure prudent use of depositors’
funds and to minimize the risk associated with loss
of funds.

The Recife conference provided information in
addition to what was provided at the Washington
conference. Supervision involves enforcement of
the regulatory requirements, carried out through
on-site and off-site inspections, as well as examina-
tion of reports and financial statements. However,
in Latin America more than half of financial coop-
eratives are not supervised (about 4,500 of the total
7,500). In some countries, only certain types of fi-
nancial cooperatives (usually open cooperatives)
are supervised, while in others, only financial co-
operatives with assets over a particular threshold
are supervised. This is not a desirable situation be-
cause smaller financial cooperatives are more likely
to need supervision.

At the conference, there was a consensus that
financial cooperatives need to be regulated and
supervised as financial institutions, but the differ-
ences between formal banks and financial cooper-
atives need to be taken into account because these
two forms of institutions are unequally exposed to
risk. For example, the risk of a portfolio composed
primarily of personal loans is much lower than
that of a portfolio based on commercial loans.
Cooperatives affiliated with a network may bene-
fit from the network’s advisory and financial sup-
port, thereby limiting the risks facing depositors.
In addition, the profit orientation of banks com-
pared to the service orientation of financial coop-
eratives should make a difference in their
regulation.
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An element of risk arises from the key pruden-
tial requirements of initial capital and solvency ra-
tios. Most countries have very low capital
requirements for licensing financial cooperatives.
Some countries specify higher capital requirements
for financial cooperatives that are authorized to re-
ceive deposits from nonmembers, the highest re-
quirements being in Argentina, Bolivia, and
Mexico, where the cooperative banks must have
capital above US$1 million before they can be li-
censed. However, as mentioned in the report of the
Washington conference above, most countries in
Latin America require financial cooperatives to
maintain solvency ratios equal to or above the 8
percent required for banks in the Basel I standards.

Another key issue is whether there should be ex-
plicit insurance for deposits in financial coopera-
tives. In Latin America, deposit insurance systems
for financial cooperatives are the rule rather than
the exception, but there are a few countries where
no deposit protection is offered.80

Baku, Azerbaijan Conference

Participants at the Baku conference also expressed
a clear consensus that adequate regulation and su-
pervision of the financial cooperatives are essential
for ensuring the safety of poor people’s savings.
Yet regulation and supervision of financial cooper-
atives in Eastern Europe and Central Asia are still
in an embryonic stage, and standardized ap-
proaches are not available.

Each of the transitional economies of the Eastern
Europe and Central Asia theoretically uses one of
four types of supervision systems for financial co-
operatives:

• Direct supervision, in which a state supervi-
sion mechanism has been set up by law and
supervision is performed by the central/na-
tional bank (Albania, Azerbaijan, Lithuania,
and Uzbekistan)

• Direct supervision, in which a state supervi-
sion mechanism has been set up by law and is
performed by the finance ministry or a special
supervisory body (Moldova)

• Auxiliary or delegated supervision, in which
a state supervision mechanism has been set
up by law, but supervision is delegated to the
national or regional association/federation
(Romania)

• Self-regulatory approach, under which su-
pervision is performed by the national or re-
gional association/federation (Russia)

In practice, however, financial cooperatives in
many East European and Central Asian countries
are not yet subject to effective supervision.
Regulatory issues, including prudential standards,
have been widely discussed in regard to the tradi-
tional banking sector, but they are relatively new in
the microfinance debate and have only recently be-
come “hot topics” for financial cooperatives.
Obviously, adequate expertise and resources are
crucial for the regulatory body. Similarly, it is nec-
essary to build up supervisory capacity, organize
training, provide field exposure, construct ade-
quate organizational structures—and back up all of
these tasks with sufficient budgets. The following
questions must be answered: What are the costs of
regulation and supervision to the cooperative fi-
nancial institution and the supervisory authority?
Who pays? Is it possible to find a reasonable cost-
benefit ratio between different approaches to su-
pervision?

Most financial cooperatives in Eastern Europe
and Central Asia are credit unions and all of these
countries have their own legislation on credit
unions. In developing their legal frameworks, 
different countries used different approaches.
Nonetheless, the practices in the East European
and Central Asian countries show many similari-
ties, including a set of common challenges for 
the future:

• Amending credit union laws to eliminate im-
pediments to future development (for differ-
ent business models, including development
toward general banking organizations, verti-
cal integration, and product range, etc.)

• Developing a legal framework for insurance
to guarantee the safety of deposits

• Modifying the legislation to allow member-
ships of both individuals and legal entities

• Improving the legislation on collaterals, in-
cluding movable property
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• Developing mortgage and leasing legislation
• Preparing a comprehensive legal framework

that covers all forms of microfinance agencies

Bagamoyo, Tanzania Conference

In most English-speaking African countries, the
savings and credit cooperatives (SACCOs) are reg-
ulated by a ministry in charge of cooperatives. If
the cooperative financial institution is a bank (such
as the Cooperative Bank of Kenya), then the regu-
lating body is the central bank or both the ministry
in charge of cooperatives and the central bank.
Often a special law for cooperatives identifies min-
imum requirements for licensing, for by-laws (in-
cluding the establishment of governing bodies),
and for fiduciary reporting. In addition, the central
bank may be involved with larger SACCOs, issu-
ing prudential regulations for them as in Tanzania.

Having dual regulating authorities (i.e., both the
central bank and a line ministry) can cause confu-
sion and lead to multiple reporting requirements.
For instance, in Ghana, credit unions are registered
with the Department of Cooperatives, while the
Bank of Ghana (BoG) retains the regulatory and su-
pervisory functions as authorized in the law on
Nonbank Financial Institutions. The Credit Union
Association (CUA) is a self-regulatory apex body
that registers and supervises the member institu-
tions, but it also must report to the Department of
Cooperatives. A new legislative initiative attempts
to streamline the situation, bringing the CUA
under the full purview of the BoG.

Prudential regulations used in some countries
establish a maximum percentage of equity at risk
and regulate the types of permissible investments,
as well as of obligatory investments in a security
fund. Where federated networks exist, they often
set prudential norms and regulations to promote
sound management. A case in point is the CUA of
Ghana, which institutes the prudential norms by
using WOCCU’s PEARLS monitoring system for
its member organizations.

In general, regulations should remain simple
and not so detailed as to prevent the development
and growth of cooperatives. This is particularly im-
portant for new cooperatives, where prudential
regulations should address the main risks, includ-
ing capitalization, asset structure, concentration of
credit risk in one sector, and concentration of

shares and deposits to few members. In Tanzania,
the Ministry of Cooperatives has recognized the
need to simplify regulations and to translate them
into local languages to ensure that all members and
managers of SACCOs understand them.

Supervision includes both inspection and audit-
ing, in order to ensure compliance with the law,
evaluate the internal control system, ensure the re-
liability of financial records and statements, as well
as issue recommendations about the quality of in-
ternal control systems and soundness of manage-
ment. In English-speaking African countries, the
term external supervision is commonly used rather
than direct supervision. The term internal supervi-
sion is used for auxiliary and delegated supervi-
sion that also can be called or indirect supervision
(see Chapter VI). Where both external and internal
supervisions are linked, the result is called inte-
grated supervision. Parallel supervision occurs
where internal and external systems are not linked.

Like elsewhere in developing countries, super-
vision of rural financial cooperatives often proves
difficult for authorities such as the Central Bank or
the ministry responsible for cooperatives. The large
number of small entities to be supervised and their
geographical dispersion make them difficult to
reach; as a result, supervision costs are very high.
Most countries in the English-speaking African re-
gion report that inadequate staff, training, trans-
port facilities, and office equipment are major
obstacles for conducting both direct and indirect
supervision of cooperative structures in the partic-
ipating countries.

INSTITUTIONAL ARRANGEMENTS
Washington, D.C. Conference

Discussion on institutional structures at the
Washington conference centered on theoretical
studies about two conflict situations in credit
unions that are assumed to be applicable to other
financial cooperatives. These are the so-called prin-
cipal-agent and borrower-domination problems.
Members of a credit union are, simultaneously,
savers and borrowers, as well as clients and own-
ers. The governance structure of a credit union
comprises the general assembly and the board of
directors. The general assembly, which is made up
of all members (owners), elects the board of direc-
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tors, which establishes strategic direction, makes
policies, and monitors, hires, and fires managers.

A principal-agent problem occurs in a credit
union because owners (members) do not partici-
pate in managerial decisions, which may go
against the interests of the owners, while owners
also are required to monitor, and supervise man-
agement’s decision making.

The borrower-dominance problem occurs be-
cause a credit union has two groups of owners: net
savers (members who have savings in excess of
borrowings) and net borrowers (members who
have more borrowings than savings). The domi-
nant objectives of these two groups are often con-
tradictory. The borrower-dominance problem
arises when a credit union’s board of directors is
dominated by borrowers who support a policy of
easy loans, low interest rates, and lax discipline in
recovery of loans. Net savers, in contrast, would
prefer policies producing high returns, strict disci-
pline on loans, and high-interest savings. These
problem areas require governance rules and regu-
lations that deal with: conflicting objectives of man-
agement, borrowers and savers; control of
management decisions; and compromises between
borrowers and savers. The challenge is to educate
the general assemblies and boards, usually laymen,
become sufficiently interested in the matters of
their financial cooperative and help them become
competent so that they can develop appropriate
governance rules and regulations to control the
management of their cooperative.

The conference reviewed a special case of orga-
nizational arrangements in the West African coun-
tries of Mali and Senegal, where financial
cooperatives have used a federated system to
achieve sustainability and good governance
through economies of scale. The main features of
the arrangement are a sharing of resources and
partnership in the network, and highly integrated
supervision of the base units, the primary financial
cooperatives. A federation is an ascending model
of organization, in which the member cooperatives
are owners and, in principle, control the shared
unit of their union or federation. The more the pri-
mary financial cooperatives develop relations with
the second-tier or higher-level institution, the faster
the network will develop into an effective feder-
ated model.

The conference concluded that federated net-
works encourage integration of their member orga-

nizations through the creation of a shared image,
mutual solidarity associated with self-control and
discipline, standardized operations, and harmo-
nized internal governance. The wide array of prod-
ucts and services that the federated networks 
can provide help produce financial stability.
Standardization extends to operational systems,
policies, norms, products, and the institutional
image. Contractual solidarity brings control over the
opening of service outlets, rationalizing the size of
the base units, and providing internal security
mechanisms within a central agency. Corporate and
internal governance implies a democratic structure
with representation and centralization of power.

Recife, Brazil Conference

This conference did not concentrate on cooperative
structures although, in the context of dealing with
Brazilian and Mexican cases, some organizational
and structural aspects were discussed (the
Brazilian banking and financial cooperatives sys-
tem are covered in Annex III and will not be re-
peated here.)

In Mexico the government has promoted the fed-
eration, formalization, and institutional strengthen-
ing of nonbank savings and credit institutions in
accordance with two laws issued in June 2001: the
Savings and Credit Law and the National Savings
and the Financial Services Bank Organic Law.

The Savings and Credit Law maintains the tra-
ditional structure of the Mexican nonbank savings
and credit sector, with its vertical structure of sav-
ings and credit institutions that take deposits and
offer loans to the population. Some of these savings
and credit institutions have provided financial ser-
vices for more than 50 years. They are integrated
with federations—the government has authorized
12 of them—that carry out representational func-
tions and provide technical assistance, training,
and auxiliary supervision services. The federations
are secondary-level institutions and they are
grouped at the national level into confederations.
The confederations manage the savings protection
funds for the sector.

The Banking and Securities National Commis-
sion is the governmental authority responsible for
issuing secondary regulations under the Savings
and Credit Law. It also authorizes establishment of
new savings and credit institutions, federations,
and confederations.
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A Mexican government project—supported by
a loan from the World Bank and the Inter-
American Development Bank—finances the Banco
del Ahorro Nacional y Servicios Financieros
(BANSEFI or National Savings and Financial
Services Bank) to implement the project. BANSEFI
is a development bank that, under the project, has
three main tasks to: (a) promote a savings culture;
(b) operate as the central bank of the savings and
credit sector, and (c) coordinate temporary aid
provided by the federal government for develop-
ing the savings and credit sector. The project also
aims to strengthen the federations and confedera-
tions, by upgrading their supervisory capacity to
international standards and helping them adapt to
the new legal framework.81

Baku, Azerbaijan Conference

As mentioned, participants in the Baku conference
came from very disparate cooperative circum-
stances. The models were given from financial co-
operative organizations such as Desjardins of
Canada, Rabobank of the Netherlands, the
German Cooperative Confederation (DGRV)), the
Credit Union League of the Republic of Ireland,
and BANSEFI of Mexico. They all have vertically-
integrated, federated structures. The participants
from Eastern Europe and Central Asia represented
cooperative networks that are still very young.
Their financial cooperatives remain poorly feder-
alized and, although the assistance agencies pro-
mote vertical integration, the individual financial
cooperatives still often have relatively weak links,
limiting integration to representation, lobbying,
and public relations.

Financial cooperatives that begin at a small com-
munity or closed-group level often depend on 
volunteers for governance and representation of
membership. Using volunteers helps small finan-
cial cooperatives keep their initial operating costs
low before the institution has acquired enough
funds for getting enough income to employ staff.
Boards dominated by volunteer nonprofessionals
can be very responsive to local community social
issues, but they seldom have the financial and busi-
ness expertise required for a financial institution in
a later stage. However, evolution of the coopera-
tive network depends on the stakeholders’ ability
to strengthen their competence level and move to
more advanced cooperative structures.

As financial cooperatives become larger and en-
gage in more sophisticated operations, they need to
hire a full complement of professional staff.
However, hiring new staff does not necessarily en-
sure having the capacity to manage the new credit
technology (credit screening, ongoing credit mon-
itoring, and loan recovery methods).

As development in Eastern Europe and Central
Asia accelerates, the need for federations to pro-
vide centralized services for financial cooperatives
will increase. Among the countries participating in
the conference, all except Uzbekistan have a na-
tional lobbying body, federation, or association.
Several of the financial cooperative networks also
have other common facilities or services. For ex-
ample, Albania, Lithuania, Moldova, Russia, and
Ukraine have training centers for financial cooper-
atives. Albania and Moldova have a central finance
facility or liquidity pool, and Lithuania and
Ukraine have a clearing center for their financial
cooperatives. Lithuania even has a deposit insur-
ance fund to help secure the members’ savings and
Ukraine has linkages with an insurance company,
to ensure that members’ other assets and lives are
protected.

Bagamoya, Tanzania Conference

As was the case at the Baku conference, in
Bagamoyo advanced models or examples from ma-
ture financial cooperative networks were pre-
sented by Desjardins of Canada, Rabobank of the
Netherlands, and BANSEFI of Mexico (see the
Recife conference summary above). The presenta-
tions concentrated on analyzing alternative struc-
tural models for financial cooperatives.

There are two general institutional models for fi-
nancial cooperatives and their networks: (a) an at-
omized-competitive model and (b) a federated
model. The first model describes a network of co-
operatives where each cooperative is, in principle,
a stand-alone unit, sometimes with networks
formed for the purpose of advocacy, lobbying, and
representation, as well as perhaps capacity-build-
ing services, such as training. The second model
consists of a network in which member units share
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resources and, thereby, achieve a high level of in-
tegration. Resource sharing stimulates mutual
monitoring and leads to the provision of support
services that ensure the best use of shared re-
sources. The development of second- and third-tier
institutions of the network is a logical step in inte-
gration. In that model, the apex institutions are col-
lectively owned by the member cooperatives, and
provide support services, including oversight,
emergency liquidity funds, or deposit insurance
funds where individual financial cooperatives are
the shareholders. Resource sharing also leads to the
standardization of operating systems, including
management information systems, that enable
member units to share data as they monitor each
other. Further economies of scale can result re-
garding investments and maintenance of uniform
technological systems.

Except for Ethiopia, Ghana, Uganda,82 and a few
other countries, most of the English-speaking
countries in Africa have adhered to the atomized-
competitive model. Conference participants ob-
served that, given the challenges faced by financial
cooperatives in most African countries, the devel-
opment of strong federations could contribute to
their solution. Resource sharing among financial
cooperatives would allow smaller units to achieve
sustainability and realize economies of scale in of-
fering services. Resource sharing would also lead
to stringent monitoring and supervision by the fed-
eration, often in addition to government regula-
tion. This, in turn, would foster good management,
improve human resource development, and im-
prove operational performance through the estab-
lishment of uniform accounting and management
information systems.

ROLE OF HIGHER-LEVEL
COOPERATIVES AND AGENCIES
The main speakers, and other persons with exten-
sive cooperative experience, at the four conferences
were from apex organizations of the cooperative
networks in their own countries or from develop-
ment agencies closely associated with federated,
vertically-integrated cooperative networks.
Accordingly, the discussions emphasized the ben-
efits that such networks can bring to individual co-
operatives.

Washington, D.C. Conference

The conference concentrated on presenting a few
case studies and suggesting some key services that
the cooperative federations and other apex organi-
zations can provide to their member cooperatives.
As mentioned in the main report, the German co-
operative organization DGRV83 began to support
the rural savings and credit cooperatives (RSCC) in
the Volgograd region after the banking crisis in
Russia in the 1990s. The DGRV project also sup-
ported establishment of the Oblast Savings and
Credit Cooperative (OSCC) as an apex body, and
helped the regional federation provide audit and
other services. By 2003, there were 44 RSCCs with
113 commercial banks and 23,400 members in this
region of Russia.

The case study of the West African countries
Mali and Senegal, both of which have federated
structures for financial cooperatives, emphasized
that a federated network of financial cooperatives
contributes to sustainability through economies
of scale and better governance. The main benefits
are derived from sharing resources, organizing
partnerships, and organizing highly integrated
supervision of the primary cooperatives, includ-
ing audits. Furthermore, federated networks pro-
mote greater integration of the network of
financial cooperatives through the creation of a
shared image, mutual solidarity associated with
self control and discipline, harmonized internal
governance, and standardized operations.

A federated structure provides several other
benefits. Standardization extends to operational
systems, policies, norms, and products. Mutual sol-
idarity brings control over the opening of service
outlets and providing internal security mecha-
nisms for all units of organization, for instance,
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through various insurance schemes and undertak-
ing responsibility for financial and other problems
of each cooperative involved. Centralization of rep-
resentation brings more power for the network
from financial cooperatives than what the individ-
ual units can accomplish if they did not federate.
Financial stability and efficiency result from a wide
array of products and services, even new and in-
novated products (such as new types of loans and
automated teller machines), and these can be more
readily provided with the help of the federations.
Existence of federations is also a condition for ef-
fective self-regulation, under which a federation
performs certain control functions of its members
based on a regulatory framework and monitoring
process voluntarily accepted by the cooperatives.

Recife, Brazil Conference

As described earlier, most financial cooperatives in
Brazil (some 80 percent) follow the federated
model rather than the atomized (stand-alone)
model. There are 36 central, regional, or state-level
cooperatives and four confederations. The central
and national cooperatives advise interested parties
on how to establish cooperatives and provide train-
ing to staff and members of new cooperatives. As a
result, new cooperatives almost automatically join
the vertically integrated system, although it is not
obligatory. Affiliation with a federation allows new
cooperatives to take immediate advantage of the
federation’s brand identity and use its resources,
such as information technology systems and tech-
nical advice.

In Mexico, the savings and credit cooperatives
are integrated with state-level federations that
handle representational responsibilities, as well as
provide technical assistance, training, and auxil-
iary supervision services. The federations are
grouped on a third level into confederations
which, by law, also carry out representational re-
sponsibilities and manage the savings protection
funds for the sector.

Under the earlier mentioned BANSEFI pro-
gram—supported by the government, the Inter-
American Development Bank, and the World
Bank—a specialized consulting company will, for
two years, help each federation classify its financial
cooperatives into four categories (A, B, C, D) ac-
cording to criteria such as the size, performance
level, and supervision needs. The experts and their

federations help implement specific plans for each
financial cooperative, facilitating their transition
from a lower category to a higher one in compli-
ance with the Savings and Credit Law. In Mexico,
federations are permitted to manage preventive su-
pervision and early warning systems that protect
the financial cooperative sector against a systemic
risk such as insolvency, and to apply for corrective
programs.

In a discussion about the role of the federations
as supervising agencies and about appropriate su-
pervision methods, conference resource persons
noted that credit union leagues (federations) in
many countries have sought to remedy inade-
quate supervision by attempting to supervise
some or all of the credit unions that are members
of the league.

Because of the danger of slackness when the su-
pervising federation is formally owned by the co-
operatives that it supervises, it might be wise to
adopt the German model, under which supervi-
sion is delegated to two or more specialized re-
gional supervision federations that do nothing but
auditing and supervision. The board of directors of
each regional federation consists of representatives
of that region’s financial cooperatives. The advan-
tage of having at least two such federations is that
a regional federation never supervises the financial
cooperatives to which that particular federation’s
board members belong.

The Canadian (Desjardins) model favors a two-
tier cooperative structure (local cooperatives and a
federation) in which the federation has two sepa-
rate roles: supervision and technical assistance
(consulting) services. The consulting services
would make it possible to foresee and correct any
problems the supervisory and monitoring system
have detected.

Baku, Azerbaijan Conference

As mentioned, the cooperative networks in Eastern
Europe and Central Asia are still very new, and the
primary role for cooperative federations is seen as
that of supervision. Because the governments’ con-
trol over financial cooperatives is very limited or
partially unregulated, the role of the national fed-
erations as self-regulatory and internal control
bodies appear important. In addition, a well-func-
tioning representation of the cooperative network
would be beneficial in many areas, especially in
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setting up common standards and for lobbying in
favor of cooperative organizations and members.
Dissemination of the best practices to transform the
apex representation bodies into real self-financing
and sustainable institutions can be another step for
consideration by cooperative networks in different
countries.

Not only must the national federations become
self-financing and sustainable institutions, but also
the following actions need to be taken for financial
cooperatives:

• Provide a broader range of services and di-
versify the loan portfolios

• Incorporate both rural and urban areas into fi-
nancial cooperatives

• Transform the central finance facility into a
fully operational commercial (cooperative)
bank or establish cooperative banks in coun-
tries where they do not now exist

• Establish a cooperative insurance company
by financial cooperatives and other microfi-
nance institutions

• Establish savings insurance agencies to insure
savings of cooperative members

It is also important to establish specialized apex
institutions for selected support activities such as
liquidity pools, deposit guarantee schemes, and
central finance facilities. However, before these ac-
tivities begin, they should be analyzed with a view
toward developing them in such a way that they
could be replicated throughout Eastern Europe
and Central Asia.

Bagamoyo, Tanzania Conference

As in the other conferences, the resource persons
emphasized the need for a federated structure for fi-
nancial cooperatives in Africa, along the lines of
Desjardins in Canada, Rabobank in Holland, and
BANSEFI in Mexico. In addition to providing ad-
vocacy, lobbying, and representation, federations
can ensure sustainable development of the financial
cooperative sector and improvement of effective-
ness of financial operations, as well as train cooper-
ative staffs, committee members, and members.

In addition, federations or apex organizations
such as cooperative banks provide opportunities to
share resources. Thus, on the financial side the role
of apex organizations includes central bank func-

tions for cooperatives including holding excess and
liquidity funds, and providing supplemental funds
for loan-starving cooperatives, or organizing these
activities through other banks. The resource-shar-
ing role also allows the apex organizations to in-
fluence the policies and practices of member
cooperatives in areas such as standardization of the
operating systems and introducing uniform man-
agement information systems, enabling common
monitoring by the federation, and sharing data and
information within the federated network of finan-
cial cooperatives. Federations also facilitate com-
mon purchases and maintenance of uniform
technological systems, including uniform account-
ing practices.

Where federated networks exist, the apex orga-
nizations (federations and cooperative banks)
often set prudential norms and regulations in ad-
dition to government regulation in order to pro-
mote sound management. A case in point is the
CUA of Ghana, which institutes the prudential
norms of the PEARLS monitoring system for its
member organizations. Networks such as
Desjardins in Canada also set up their own secu-
rity fund, where there is no deposit insurance or
guarantee by the government. Such a security
fund can increase the public confidence in the sec-
tor, particularly if fraud has been found in some of
the financial cooperatives.

DISCUSSIONS AND
RECOMMENDATIONS ON 
OTHER TOPICS/ISSUES
Recife, Brazil Conference

Taxation of financial cooperatives. An important
topic at the conference, not directly linked to co-
operative outreach, was the question of whether
financial cooperatives should be exempt from
taxes. In most of Western Europe, including the
Scandinavian countries as well as Russia and sev-
eral countries of the previous Soviet bloc, the net
profit of the financial cooperatives is fully taxed.
The same applies to several African and Asian
countries such as Kenya, Rwanda, Uganda, South
Africa, Indonesia, Sri Lanka, and Uzbekistan.
Other countries—Great Britain, Zimbabwe, the
Philippines, South Korea, Trinidad & Tobago,
Guatemala, and Uruguay—tax financial coopera-
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tives at reduced rates. Financial cooperatives are
not taxed in the United States, Caribbean coun-
tries, Ireland, Poland, Romania, and Ukraine, or
in many countries of Africa, Asia, and Latin
America.84

In countries where cooperatives, including fi-
nancial cooperatives, are exempt from taxation, the
rationale is that they are nonprofit entities serving
a social purpose. They primarily serve a low- or
middle-income clientele, especially in rural areas,
and provide services that banks either do not pro-
vide or provide at a higher cost. Tax exemption al-
lows financial cooperatives to offer services at a
lower cost than the commercial banks do, and
strengthens their capital through higher retained
earnings. The argument against providing a tax ex-
emption in countries where it is not allowed is that
other financial institutions serve the same clientele
and that the same tax status should apply to all be-
cause competition is necessary to enhance the qual-
ity of services to all clients.

With respect to a decision about whether finan-
cial cooperatives should be taxed, implicit taxation
needs to be assessed. In many countries, financial
cooperatives pay an implicit tax not paid by other
financial institutions because they are subject to
certain regulations that are not applicable to other
financial institutions. These regulations often have
the effect of reducing the income of financial co-
operatives. The most common such regulation
concerns the requirement that financial coopera-
tives maintain higher levels of reserves or liquid-
ity than other financial institutions are required to
do, or cooperatives are not allowed to deal with
the general public.

Therefore, there are both advantages and disad-
vantages with providing tax exemption to financial
cooperatives. An advantage is that tax exemption
allows financial cooperatives to build capital,
thereby reducing their risk of failure. This may be
an important advantage, especially in the early
stages of building up the financial cooperative sec-
tor. A disadvantage is the lost tax revenue to the
state, although this is unlikely to be significant
when financial cooperatives are at an early stage of
development. The decision on whether to tax 
financial cooperatives, and, if so, how much, is es-
sentially a political question that needs to be ad-
dressed through consultation with all the
stakeholders.

Bagamoya, Tanzania Conference

New business models—Beyond cheap credit for agricul-
ture. In Kenya, an NGO, Kenya Rural Enterprise
Program (K-REP), has set up so-called Financial
Service Associations (FSAs).85 FSAs are not cooper-
atives but financial institutions that combine the
features of community organizations in which
members are shareholders who can access the ser-
vices of their organization. FSAs also possess fea-
tures of company models because they use risk
capital and aim at achieving profits to be shared
among capital owners. Voting rights are propor-
tional to the ownership of shares, unlike the prin-
ciple of one-member, one-vote in financial
cooperatives. Proportional voting rights are be-
lieved to ensure that major shareholders monitor
their FSAs intensively and thus contribute to im-
proved governance and financial management.

Because FSAs give poor people in rural areas ac-
cess to a range of financial services in a profitable
and thus sustainable manner, interest rates for
loans are higher than in the cooperatives, particu-
larly until the individual FSA has become prof-
itable. With initial rates of up to 10 percent per
month, the loans cannot be repaid by income from
agricultural activities alone. As is the case with fi-
nancial cooperatives, FSAs mobilize and reinvest
savings in rural areas to promote general economic
development of the region. Individual shares can
be purchased in installments, thus ensuring that
poor people are able to participate in the institu-
tions. At the same time, richer shareholders are mo-
bilized to invest in FSAs for the benefit of the local
economies.

FSAs share some of the problems faced by fi-
nancial cooperatives, including fraud by employ-
ees, managers, and board members, as well as
weak governance and management capacities. In
addition, in Kenya, FCAs seem to be less profitable
than financial cooperatives. Only 45 of the 70
Kenyan FCAs (64 percent) were profitable in 2005,
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and only 20 percent of them have been profitable
for five successive years. K-REP has responded to
the various problems, some of them certainly due
to the newness of these institutions, by establishing
companies that manage services and oversight for
FSAs.

Risk management for farmers. Smallholders
face a range of risks, particularly lower-than-ex-
pected sales prices for their produce and bad
weather, including too little or too much rainfall. In
Africa, farmers also fear health risks, particularly in
the wake of the HIV/AIDS pandemic, which has
increased demand for emergency loans for health
care and funeral expenses, as well as increasing
withdrawals of savings for such expenses. In de-
veloped countries, farmers have access to insur-
ance products to cover the health risk, but in
African countries such products are rarely avail-
able or used by smallholders, thus increasing de-
mand for emergency loans for health and funeral
expenses and putting strains on the liquidity of fi-
nancial cooperatives as the members need to with-
draw their savings. Because of these uncertainties,
financial institutions are unwilling to lend to farm-
ers, particularly smallholders, or agricultural co-
operatives, since their capacity to repay is
uncertain. Some NGOs and financial cooperatives
have started to offer health and life insurance prod-
ucts to their clients and members.

In developed countries, financial markets have
developed instruments to cover price risks, and
governments offer protection against weather or
yield risks. In developing countries, insurance
products are rarely available to farmers.

In the past, marketing boards, particularly in
African countries, set a guaranteed price for pro-
duce, mitigating the price risk to farmers. When the
guaranteed price was set above the international
price for a specific commodity, governments had to
cover the difference, with negative consequences
for the countries’ budgets. Since economic liberal-

ization in the 1990s, most of these boards have been
abolished, exposing farmers to the high volatility
of prices on international commodity markets. To
mitigate the price risk for farmers and lenders, the
World Bank’s Commodity Risk Management
Group (CRMG) has developed market-based in-
struments that can be purchased by farmer organi-
zations or lenders.86

In principle, two instruments are available on in-
ternational commodity markets to limit the price
risk: futures and options. Futures are forward con-
tracts that specify the sale of a commodity at a spe-
cific future date for a specified price. Futures
markets exist for only a few commodities and are
not easily accessible to cooperatives because they
require a credit line with a brokerage firm. Options
are contracts that give the right to sell or buy a fu-
tures contract within a specified time at a specified
price level.

Many traditional crop insurance schemes have
failed because of adverse beneficiary selection,
moral hazard problems, and inefficient insurance
companies. An index-based weather insurance
may be more practical. Such an index is based on
measuring rainfall in a certain region, comparing
the actual rainfall in a given period with historical
data, and establishing a relationship between rain
quantity and yield for a specific crop for different
phases of the crop cycle. The index would measure
the impact that bad weather can have on yield and
therefore on revenue. Indexed-based weather in-
surance can be designed as a stand-alone product
for farmers if a local insurance company is willing
to develop and offer the product.87
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86 CRMG currently works in Tanzania, Uganda, and Kenya
with price-risk instruments, and in Malawi and Ethiopia with
index-based weather insurance.

87 For more information and real-life examples, see the
Bagamoyo conference report at the World Bank Web site
(http://go.worldbank.org/MHPVIF5RX0)
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