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Basel Committee on Banking Supervision
Microfinance activities and the Core principles for effective banking supervision


How to conciliate banking regulation, the savers and the borrower’s protection while keeping the microfinance core objective of economic and social development? 

On August 2010 the Basel Committee on Banking Supervision (BCBS) has made a try on tackling this issue with a report defining guidance for the application of Core Principles for effective banking supervision to microfinance activities conducted by depository institutions in their jurisdictions. 

The actual banking laws are often obstacles to the development of microfinance and are thus, in practice, regularly bypassed. 
In order to try to harmonize the existing (and non-existing) regulation, the BSBC realized a large scale survey on 33 counties among its members but also extended it to developing countries. 

Following this survey (which outcomes are summarized in the second part of the paper) and a consultative paper in February 2010, this report peruses one by one the 25 BCBS core principles for effective banking supervision intending to highlight the key differences between the application of each principle between conventional retail banking and microfinance in banks and non banks pointing out the necessary fittings.

The goal for the BCBS here was to try to lay the groundwork for a coherent, sound and shared regulation on microfinance activities which is today increasingly significant, even more in developing countries.

Throughout the BSBC analysis, four themes emerged with regard to the implementation of BCBS core principles for effective banking supervision to microfinance:
i) the need to allocate supervisory resources efficiently, especially where depository microfinance does not represent a large proportion of the financial system but compromises a large number of small institutions 
ii) to develop specialized knowledge within the supervisory team to effectively evaluate the risks of microfinance activities, particularly micro lending
iii) to recognize proven control and managerial practices, that may differ from conventional retail banking but may suit the microfinance banking business 
iv) to  achieve clarity in regulations with the regard to microfinance activities, particularly the definition of micro credit 
· The BSBC highlights the fact that real dedicated supervisors on microfinance must be appointed and that their role and their mandate should be the same than other financial supervisors 

· Concerning the capital requirements, it should be tailored for microfinance institutions regarded with the limited size and complexity of their structures. Nevertheless this requirement should exist (which is not the case in some countries now) and the threshold should be high enough to “discourage unviable candidates and yield a manageable number of institutions to supervise”
.
· The BCBS also recommends a clear cut definition of microfinance and of the permissible activities it  includes ( micro credit, micro saving, micro insurance) in laws and regulations and to tie the size of the institution and its ability to manage risks inherent with such products and clients 
Cooperative banks concerns: 

As major microfinance actors, cooperative financial institutions are quoted several times in this report. 
BSBC distinguishes two types of cooperative microfinance institutions:

- “Large cooperatives, those that do business with non members” (p.5) that are usually prudentially regulated and supervised. In the same way, cooperatives that lend to and take deposits only from their members in high-income countries are often subjected to banking regulations. 

- Low and middle income countries cooperatives and small cooperatives (i.e. that only lend to their members) where the regulatory and supervisory regime varies.
Overall, recognition of the need of a fitted framework to supervise and regulate other types of financial institutions, and thus cooperative banks, is positive. It shows a real willingness to recognize other banking models on the same playing field.
Nevertheless some points should call our attention.
· Concerning the capital requirements, the BCBS underlines the need of a tailored approach but challenge the financial stability of cooperative entities.
BSBC states that cooperative member shares “should not be considered as a part of high quality regulatory capital unless withdrawal of shares is restricted’ which can cause significant problems for some cooperatives. 
·  Governance in micro finance institutions is also pinpointed as an area that needs specific regulation. Concerning cooperative banks, “member-owned institutions that are widely held may warrant a more flexible treatment for loans to non-management members”. This particular aspect should be studied more closely by cooperative banks.
*******************************
Even if this paper only aims at giving overall guidelines for a better regulation of a growing activity in banking and finance, it is clearly a first step for the BCBS towards a marked willingness to regulate this sector.

The cooperative banks major role in this sector is widely recognised in this paper, but the specificities of our model and its added-value in the micro finance sector have to be soundly understood and promoted. 
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