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Abstract: One of the most important features of cooperative banks is locality which 
means concentrating financial activity on a specific area. The consequence of locating 
the banking activity locally is the use of funds raised from the local market for cred-
it needs of the community. The barrier in this area may be an imbalance between the 
loans and deposits when the co-operative principle (the local money for local needs) is 
not met.

The paper aims to examine the scope of the principle of locality by the cooperative 
banks in Poland. The study uses quarterly financial data from the years 2009–2016 the 
selected group of 75 cooperative banks in Poland. The differentiation of the group of 
banks is assessed by means of descriptive statistics measurement tools and also in re-
search it is used the econometric regression model.

Most cooperative banks are net lenders for money market in Poland. The average 
value of the loans to deposits ratio is 0.7, and the scope of imbalance deepens in recent 
years. The reasons for such a situation are the regulations of the cooperative banking 
sector but also the individual policies of the institutions.
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 Introduction

The attribute of cooperative banks that is most frequently brought out in sci-
entific works, book titles, bank documents or banking sector reports is locality. 
Close relationship of credit unions with local communities may be a condition 
for credit cooperatives’ survival and development (Siudek, 2011, p. 277).

A certain phenomenon is of local character only if it exists in a specific 
area/ place (Latin: lokalis, lokus – place/location). As early as the 19th century 
credits cooperatives’ membership was formally limited to those among whom 
there were mutual relationships – common bonds. In case there are not any so-
cial bonds among the members of a territorially limited area, the criterion that is 
often established for defining local communities is territory. Locality understood 
in this way becomes the basis for introducing formal limitations for credit cooper-
atives’ activities (territory principle) (Szambelańczyk, 2006, p. 108). Barriers to 
the banks’ development in the area of banking activities are treated as a kind of 
prudential norm. It is so because knowing the clients, their economic standing 
and limitations of the local environment decreases the credit risk, and, most of 
all, makes it possible to assess an actual economic standing of a prospective cli-
ent. According to the Polish legal regulations the territory where a cooperative 
bank can perform its activities is dependent on the volume of its own funds. If 
the bank owns funds equal to or greater than EUR 5m it can provide banking 
services all over the country. An affiliated cooperative bank with own funds 
greater than EUR 1m (but less than EUR 5m) may operate in the province (Pol-
ish: województwo) where its headquarters are based. In case the bank has low-
er own funds, it can operate in the district (Polish: powiat). The cooperative 
banks’ charters mention several districts rather than one for their operations 
(Zalcewicz, 2010, pp. 181–182). In Poland 75% of cooperative banks have own 
funds large enough to be able to operate in the province, 1/5 of the cooperative 
banks can operate all over the country (Kozłowski, 2016, pp. 72–73). In prac-
tice, however, the banks themselves restrict the territory of their operations, 
as many as 42% of them have their branches only on the territory of one dis-
trict (13% in one commune [Polish: gmina] only) (Kozłowski, 2016, pp. 72–74).

The international cooperative principles adopted in 1995 and found in 
the Statement on the Co-operative Identity obligate the cooperative banks to, 
among others, “care about local community”. Principle 7, being a novelty in 
comparison to the previous codifications, stipulates that cooperatives work for 
the sustainable development of their communities. It is worth mentioning that 
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locality can be interpreted in wider terms as the realization of essential needs 
of specific communities by means of the banks’ financial instruments, e.g. pro-
viding service for less affluent clients or financing investments important for 
specific communities (Alińska, 2008, p. 248; Giagnocavo & Gerez, 2012, p. 284; 
Kata, 2011, p. 128; Golec, 2010, p. 72; Gostomski, 2010, p. 246).

Cooperative banks being legal entities whose purpose is to meet their mem-
bers’ and clients’ financial needs perform these tasks by primarily providing 
access to financial resources in the form of loans. The positive impact of cred-
it cooperatives activities on the economic growth of a local community occurs 
when the bank increases the scope of availability of the financial resources in 
the region. However, long-term exports of funds raised in the form of deposits, 
especially if the bank plays the role of the only financial institution in the re-
gion, may lead to its economic downgrading (Szambelańczyk & Ławrynowicz, 
2003, p. 393). From the point of view of a single institution, the more needs 
the cooperative bank will satisfy, the greater the degree to which it will real-
ize the principle of locality (Kozłowski, 2016, p. 68; Rzerzycka & Golanowska-
Witkowska, 2015, p. 105). Although many market institutions may support in-
itiatives important for local communities (e.g. by financing different kinds of 
needs), it is the cooperatives that can combine the social dimension and the 
economic dimension. The cooperatives banks through activities in the econom-
ic area (lending activities) may satisfy the local community’s needs.

That is why the subject matter of this paper is the amounts of deposits 
raised by the cooperative banks and provided in the form of loans on the local 
market. Their offsetting or the prevalence of lending activities will signal the 
principle of locality at an appropriate level.

The aim of this paper is to examine the scope of the principle of locality by 
the cooperative banks in Poland, and to diagnose the causes of net transfers in 
the sector. The author used quarterly financial data for the years 2009–2016 
encompassing a selected group of over 75 cooperative banks in Poland.

Transfers of funds in the cooperative banking sector  
in literature and research

Cooperative banks like any other lending institutions are financial intermedi-
aries that raise monetary funds from surplus spending units and satisfy the 
financial needs of deficit spending units (Boscia & Di Salvio, 2009, p. 16; Bec-
chetti, Ciciretti & Paolantonio, 2016, p. 226). For the cooperative banks the de-
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posits are a basic method of financing loan activities because the availability of 
other sources of financing their activities is limited (Fonteyne, 2007, p. 11). The 
significance of deposit base results from the fact that there is no possibility for 
the cooperative banks to use directly monetary funds from the interbank mar-
ket. Affiliating banks make a secondary source of financing these institutions. 
Affiliation with the cooperative structures and limited connections of the co-
operative banks with the wholesale money market play also an essential role 
for these institutions’ investment policies. For example, the cooperative banks 
in Poland having free funds are obliged by association agreements to deposit 
them in affiliating banks. On the other hand the intercooperative deposit mar-
ket or deposits in commercial banks are of lesser importance (Czopur, 2012, 
p. 162).

The functioning of cooperative banks in a specific setting and regulatory 
limitations of the territorial activities cause traditional cooperative bank finan-
cial brokerage to be important for a specific community. This makes it possible 
for funds to flow within a specific area of activity. Unlike international com-
mercial banks that make spatial transformations of the raised funds (Golec, 
2016, p. 18), the cooperative banks can follow the historical cooperative prin-
ciple “local money for local needs”, thus offsetting deposit streams and loan 
volume (Szambelańczyk & Ławrynowicz, 2003, p. 393; Szambelańczyk, 2006, 
pp. 111–113). If, however, the cooperative bank does not offset the streams of 
funds, then we deal with its: surplus (when the volume of customers’ funds col-
lected as deposits exceeds the value of amounts receivable of nonfinancial en-
tities) or deficit (if the difference between deposits and loans is negative, the 
bank must borrow funds from other institutions, the institution is an “import-
er” of money capitals). In case of surplus of the cooperative bank, the “exports” 
of deposits lie in making deposits at an affiliating bank and through the affili-
ating bank in the wholesale money market. The optimal situation occurs when 
the cooperative bank offsets the streams of deposits and loans by only cor-
recting surplus/deficit that result from temporary states. Among cooperative 
banks there may appear institutions that are “typically loan-oriented” or “typi-
cally deposit-oriented” (Siudek, 2011, p. 171).

The scope of money transfers among Polish cooperative banks was re-
searched by Szambelańczyk and Ławrynowicz (2003). With the use of full 
quarterly financial data from 5 periods in the years 2000–2001 and with the 
use of two indicators, they established the differences between the values of 
clients’ deposits and loans. They also identified relationships between the di-
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rection and scope of transfers and the profile of a bank’s activity. Nearly half 
of the cooperative banks (49%) demonstrated a balanced account of transfers, 
13% of them were diagnosed as deficit-like, and the remaining were of sur-
plus character (Szambelańczyk & Ławrynowicz, 2003, pp. 400–402). The most 
deficit-like banks were based in small towns or villages. The surplus spend-
ing institutions were based in big agglomerations or close to them. In terms of 
the profile of activity the more surplus-like institutions were those of business 
character dealing mostly with businesses that provided lending services for 
farmers and households (Szambelańczyk, 2006, pp. 118). 

The European cooperative banking sector’s data do not corroborate the 
phenomena observed in Poland. According to the European Association of Co-
operative Banks (EACB) representing 27 groups of cooperative banks with al-
most 80 million of members, 210 million of clients and 4050 cooperative banks, 
the 2015 loan-deposit ratio stood at 1.12, in the previous year’s being pretty 
similar (Groeneveld, 2017, p. 5).

Assumptions of the research

The above-mentioned overview of the transfers of funds in the cooperative 
banking sector will be subjected to analysis with regard to the diversity of 
credit unions. The picture of the cooperative banking sector presented through 
value reports may be determined by merely a few very big market entities. That 
is why the author conducted a study of the scope of cooperative institutions’ 
transfers with the use of financial data from 75 cooperative banks in Poland. 
The data used for the study encompassed the quarterly data for the period 
from December 2009 to March 2016. The data were provided by the Audit As-
sociation of Cooperative Banks in Poznań, one of the three audit associations of 
cooperative banks in Poland.

The differentiation of groups of banks will be assessed by means of descrip-
tive statistics measurement tools. The categories taken into consideration are 
as follows: sum of assets, employment, sum of deposits, capitals, capital ade-
quacy ratio, ROA.

For the diagnostic purpose of the scope of transfers in the researched group 
of banks three ratios were used:
 ■ Loan-to-Deposit_1 (LtD) – ratio of gross loans of the nonfinancial sector 

to deposits of the nonfinancial sector;
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 ■ Loan-to-Deposit_2 (LtD_2) – ratio of loans of the nonfinancial sector, 
government and self-government institutions’ sector to the total sum of 
deposits (all groups of entities, i.e. financial, nonfinancial and public sec-
tors);

 ■ Gap – difference between the value of deposits of the nonfinancial sector 
and loans for the nonfinancial sector.

The first ratio (LtD) does not include the value of deposits and loans of the 
government and self-government institutions’ sector. It refers only to the key 
data relevant for the nonfinancial sector. The public sector rarely plays a sig-
nificant role for a loan-deposit activity of the credit cooperative. Additionally 
the cooperative banks are mostly depositors for communes (Polish: gminy) and 
districts (Polish: powiaty) rather than lending institutions. However, in case of 
the second ratio (LtD_2) this limitation was removed. The LtD_2 ratio reflects 
the loan and deposit data for the public sector as well. Moreover, the value of de-
posits raised form the financial sector was included. The ratio does not include 
the financial sector’s loans which were treated as secondary investments com-
plimentary to the banks’ activities. The ratios reflecting levels of surplus (both 
LtD and LtD_2) are relative measures that were not standardized. Their values 
so much different from one will prove imbalance in net transfers. If the LtD ra-
tio (and LtD_2) is in the range of:
 ■ (0–0,9> – then it proves the bank’s surplus orientation,
 ■ (0,9–1,1> – then the bank offsets the structure of financing,
 ■ more than 1,1 – then the bank is deficit-like. 

In the course of the study the author established a gap reflecting in value 
terms the scope of imbalance in the researched group of entities.

Next the assessment of conditions for surplus was performed in the re-
searched group of banks. The assessment was performed by means of math-
ematical models. The LtD ratio was adopted as an endogenous variable of the 
model. By contrast the exogenous variables were as follows:
 ■ variables describing the scope of the banks’ activities, i.e. value of assets 

(Assets), number of employees (Employment), total sum of deposits (De-
posit_sum), value of capitals according to balance sheet (Capitals);

 ■ profitability measured by: net financial result (Result) or returns on as-
sets (ROA);

 ■ safety of activity: capital adequacy ratio (CAR), share of loans with recog-
nized value loss in the loan portfolio of the non –financial sector (Qual_
port);
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 ■ profile of activity; for the research purposes it was essential to identify 
if the bank’s profile of activity is of traditional character, i.e. based on 
deposit-loan operations. The variables adopted for that purpose are as 
follows: significance of loans in total assets (Sig_loan), significane of de-
posits in total assets (Sig_dep), significance of interest results from the 
bank’s activity (Sig_int_res).

The following hypotheses were formulated:
 1) The greater the scope of the banks’ activities, the lesser the misfit gap 

in terms of transfers of funds. Larger banks have more possibilities as 
it comes to granting loans (one should take into consideration limits re-
garding loan involvement). They also have a larger territory of activity, 
which may lead to more effective investing in a specific area.

 2) There is a negative correlation between the LtD ratio and the safety of 
a bank’s activity. A deficit-like bank (with a low LtD ratio) limits its lend-
ing operations by not granting finances to the riskiest prospective cli-
ents, which increases its safety.

 3) A traditional profile of a bank’s activity is related to locality principle. 
Yet an increase in significance of a bank’s deposit activity in the struc-
ture of financing a bank leads to a greater misfit of the financing struc-
ture. And vice versa, an increase in significance of lending activities in 
the structure of assets may contribute to surplus limitations.

The outcome of the research process

In the course of the analysis of data encompassing 1950 observations for each 
variable, the author established basic descriptive features for the samplings 
of the groups of banks, both measures of central tendency and dispersion (ta-
ble 1).

Table 1. Variables describing the researched group of cooperative banks

Variable
Assets  
[thous.  

PLN]
Employment

Deposits 
[thous.  

PLN]

Capitals 
[thous.  

PLN

Financial 
result  

[thous.  
PLN]

ROA 
[%]

Capital 
adequacy 

ratio
[%]

Mean 181 674.0 70.2 155 483.0 18 194.5 1 114.4 0.66 15.4

Median 134 756.0 54.0 116 793.0 13 507.6 706.3 0.56 14.2
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Variable
Assets  
[thous.  

PLN]
Employment

Deposits 
[thous.  

PLN]

Capitals 
[thous.  

PLN

Financial 
result  

[thous.  
PLN]

ROA 
[%]

Capital 
adequacy 

ratio
[%]

Standard 
deviation

162 323.0 49.8 140 148.0 13 461.0 1 241.2 0.46 4.7

Coefficient of 
variation

0.9 0.7 0.9 0.7 1.1 0.69 0.3

Skewness 2.4 2.2 2.4 1.9 2.8 1.31 1.6

Kurtosis 6.5 6.2 6.3 4.5 10.3 2.26 3.8

Percentile 5% 47 954.0 23.0 38 478.0 6 305.5 150.4 0.14 10.3

Percentile 95% 561 195.0 169.5 489 349.0 47 649.1 3 670.5 1.53 24.4

Range Q3-Q1 131 922.0 49.0 116 117.0 13 644.4 994.7 0.60 5.1

S o u r c e : own calculations.

By looking at the arithmetic mean and median one can notice that the group 
of banks in the study is made up of cooperative institutions of average size with 
assets up to PLN 200m and with several dozen employees. However, it is worth 
noticing that there is a significant variation of the banks under examination. 
The variation ratios for balance values and financial result values range from 
70% to 110% (a lower value of the variation ratio applies only to the capital ad-
equacy ratio). Moreover, the skewness ratios indicate a right-tailed asymmetry 
of distribution, thus significant value dispersion above the mean and concen-
tration of the small ones, the proof of which also lies in the means being higher 
than the medians.

Table 2. Surplus characteristics in the researched group of cooperative banks

Variable LtD LtD_2 Gap [thous. PLN]

Mean 0.73 0.71 36 719.1

Median 0.72 0.70 27 506.0

Standard deviation 0.23 0.20 38 880.5

Coefficient of variation 0.31 0.28 1.06

Skewness 1.59 1.99 1.90

Percentile 5% 0.43 0.47 -6 831.6

Table 1. Variables describing the researched group of cooperative banks
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Variable LtD LtD_2 Gap [thous. PLN]

Percentile 95% 1.08 1.00 104 156.0

Range Q3-Q1 0.27 0.23 41 485.8

S o u r c e : own calculations.

Both of the surplus ratios (LtD and LtD_2), illustrate surplus tendency of the 
researched banks. Their means are quite approximate and stand at 0.7. A bit 
lower LtD_2 ratios are justified because of the very construction of the ratio. It is 
also worth emphasizing that there is much lower variation in the specified cat-
egories as compared to the balance characteristics. For the LtD ratio the values 
on the average deviate from the variable by 0.23, whereas the variation is aver-
age (around 30%). The skewness of dispersion is also lower, yet it is still there. 
In terms of the quarters of distribution, only 5% institutions have a 1.08 LtD 
ratio or higher. Thus 95% institutions are surplus-like or offset the structure 
of raised or invested funds. In terms of mean absolute values of money trans-
fers there is significant dispersion in the researched group of banks. For more 
than 5% institutions the gap ratio is negative. It is worth noticing, though, that 
the positive gap ratio for 0.95 percentile is as high as a dozen times or so. It also 
proves the advantage of the institution and values with positive features.

An econometric regression model was applied to test the research hypothe-
ses. In the first stage the method of least squares was used for the panel model. 
Yet after the Breusch-Pagan test was applied it turned out that a more appro-
priate model to be used was generalized least squares. On the other hand the 
Hausman test made it possible to find out that the most appropriate model for 
the research was a fixed effects model (Dańska-Borsiak, 2011, p. 44).

The above-mentioned independent variables were compiled in data tables. 
The Gretl statistical software package was used to test the models. Not all of 
the variables were significant, hence eventually the panel model explaining the 
LtD ratio value emerged as follows (table 3).

Table 2. Surplus characteristics in the researched group of cooperative banks
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Table 3. Model for variable Y: LtD

Indepenedent variable Coefficient Stand. Error t-Student Value p Significance

const 2.4516100 0.092907 26.3878 <0.0001 ***

CAR -0.0032189 0.000744 -4.324 <0.0001 ***

Sig_loan 0.5382610 0.021188 25.4038 <0.0001 ***

Sig_dep -2.1100500 0.091802 -22.9847 <0.0001 ***

Sig_int_res -0.2572830 0.055387 -4.6452 <0.0001 ***

Assets -1.554E-09 3.517E-10 -4.4169 <0.0001 ***

Deposit_sum 1.514E-09 4.053E-10 3.7356 0.0002 ***

Qual_port -0.3098580 0.097057 -3.1925 0.0014 ***

Result 3.981E-09 1.858E-09 2.1423 0.0323 **

LSDV R2 = 0.93

S o u r c e : own calculations.

In the course of the computation of the model the variables that were statis-
tically insignificant were removed from the set of independent variables. LtD 
in the model signifies 9 exogenous variables, however it is worth mentioning 
that the impact of assets, sum of deposits and financial result is marginal due 
to a low coefficient value. Share of deposits in the bank’s total assets is the most 
significant factor for explaining an LtD ratio level. An increase in this share 
makes the value of the coefficient go down. On the other hand, an increase in 
the significance of loans in total assets makes LtD go up, thus banks use the 
raised funds for lending.

In terms of the research hypotheses. 
 1) One cannot confirm the hypothesis regarding the relationship between 

the scope of a bank’s activity and the level of financing misfit in the co-
operative banks. Although the sum of deposits and the value of assets 
were included in the model the direction of impact on the ratio value is 
reverse.

 2) The hypothesis about negative correlation of surplus with the safety of 
a bank’s activity was confirmed. The lower the LtD ratio, the higher the 
safety of a bank’s activity (measured by capital adequacy ratio and qual-
ity of loan portfolio).
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 3) The hypothesis about negative direction of the impact of share of depos-
its on the surplus ratio and positive impact of the share of loans in total 
asset was confirmed.

Additionally the following regularity was observed: the higher the signifi-
cance of the result from interest, the Lower the LtD ratio (higher surplus).

 Conclusions

The principle of locality within the traditional function of cooperative banks in 
a specific setting is followed to the extent the bank offsets transfers of funds. 
Nowadays in Poland there is surplus, which leads to the conclusion that the 
principle of locality is realized only partially. The scope of the diagnosed misfit 
of streams of funds measured by the LtD ratio also demonstrates the scope of 
the utilization of funds beyond local environment, i.e. transferring surplus to 
other participants of the money market. The research revealed relative stabil-
ity of the selected group of banks in terms of surplus, gradual deepening of the 
phenomenon and an increase in the number of banks with a significant misfit 
of financing structure.

The diagnosed phenomenon should become a point of discussion for the co-
operative environment. When it comes to decision-making what may be essen-
tial from a point of view of particular entities is the relationship between the 
structure of financing and the scope of activity. More significant lending activi-
ty should contribute to a decrease in non-offsetting of streams of funding. How-
ever it may occur at the expense of lower safety of the institution’s functioning. 
From the perspective of the cooperative principle (caring about the local envi-
ronment) a growth in share of deposits in total liabilities does not lead to the 
realization of the key objective of the cooperative bank’s activity because the 
raised funds can be transferred to other environments.
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