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Abstract
Our research explores the Italian banking sector. It’s focus on the world of Credit Cooperative
Banks (BCCs). The reality of the mutual banks in Italy is very important: they are 364 BCCs in
2015 for a total of over 4,400 branches throughout the Italian territory. The employees are over
37,000.
This study can help us understand the context and the main business in which banks operate.
Data were extracted from Bankscope, which is a database containing comprehensive
information on financial companies (banks and insurance companies) in Italy. Our sample
represents 264 Italian BCCs.
In our research we want to show that the BCCs are relevant in the Italian banking sector and
then the sample data are particularly significant also as an indicator of the Italian banking
sector, then we have appropriately calculated the two indicators: the Profit Margin and ROE,
and we put them in comparison to see how they have changed over the years.
At the end we calculate the Pearson correlation ratio between Profit/Loss and Net Banking
Income of each year. Thanks to this relationship, we are able to analyze the possible
correlation of Net Banking Income on the profitability of the banks, in order to assess the
effects of a policy that is carried out by governance to face the difficulties that the banking
world is going through.
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Introduction
The banking system of the Credit Cooperative in Italy finds its origins in the last quarter of
1800. Since their inception these credit cooperative phenomena were closely linked to the local
communities in which they were establish, in fact thanks to the deep knowledge and mutual
members of the community, their family situation, their personal reputation were singled out to
creditworthy people.

The earliest forms of cooperative credit in Italy were the rurals and artisans who, inspired by
Christian values, played a key role in stimulating the humble groups of rural people, especially
farmers and craftsmen to obtain loans on terms more favourable than those applied to
traditional banks.
Since then, Rural and Artisan banks have maintained a very close relationship with the
territory of reference, weaving their own story with that of the communities, as to be “local
banks call”.
The rural banks were also called upon to fulfil a social function, as well as financial income. In
other words, the aim was not to maximize profits, but rather support the local economy. Their
role was, in fact, to carry out lending activities against people belonging to certain occupational
groups such as farmers and artisans, themselves members of the cooperative bank, within a
given territory in order to promote social and economic development of community.
The rural banks were able to grow in number and spread over time, supporting the socioeconomic development of their local areas.
In 1993, the Banking Act lays down a radical change since the naming ranging from "Rural
and Artisan banks "to the current "mutual banks". By means of this decree are not operating
limitations of BCCs that can offer so all the products and services of other banks.
The system of mutual banks in Italy today includes 364 banks for a total of over 4,400
branches throughout the Italian territory. The employees of the banks are over 37,000.
In total there are more than one million and two hundred thousand members of the mutual
banks and mutual banks are more than 6 million customers.
The remainder of this study is organized as follows. In Paragraph 1, we provide the Literature
Review. In Paragraph 2 we define the methodology. In Paragraph 3 we show the findings of
our study. Discussions are presented in Paragraph 4 and conclusions in the last part of the
research.

1. Literature Review
The structure and functioning of the banking company has been studied in its entirety by many
scholars (Koch and MacDonald, 2007; Ossola, 2005; Giovando and Gianoglio, 1999;
Giovando, 1996). Many scholars have studied the bank account (Bocchino et al., 2013; Ossola,
2005), its performance (Barros et al., 2007; Berger and Allen, 2005; Boubakri et al., 2005) and
its financial analysis (Hartvigsen, 1992). Recent studies concentrated on the accounting policy
of banks, focusing on the application of the International Accounting Standards (Dezzani et al.,

2014) and other specific studies focused on the analysis of the assets and liabilities of the
balance sheets (Ossola, 2000).
In addition other researchers have recently analysed the impact of the new capital requirements
under Basel III on bank lending rates and loan growth (Khalert and Wagner, 2015). As a result
higher capital requirements, raising the marginal cost of bank funding, have led to higher rates
(Cosimano, et al., 2011; Elliott, 2009; Laeven and Valencia, 2008).
Some studies focused on the way some financial entities have addressed this moment of global
crisis (Crowley, 2015; Costa and Thegeia, 2013; Avdjie et al. 2012; Caprio et al., 2011). Many
researchers concentrated on this period of financial crisis (Kapan and Minoiu, 2015; Calvo,
2012), highlighting the crucial role played by the liquidity risk in the stability of a bank, and,
more generally, in the financial system (Borio, 2008; Dell'Ariccia et al., 2008). Some have
tried to locate the perimeter within which identify the financial risk and study methods for
good management, in accordance with the requirements of Basel (Álvarez and Rossignolo
2015; Angelini, et al. 2011).
An important study analyses, by means of alternative techniques, both cost and profit
efficiency in a sample of ten countries of the European Union for the period 1993–1996, again
obtaining profit efficiency levels lower than cost efficiency levels (Maudos, 2002).
For many years, a comparison of accounting ratios in the banking sector has shown the
existence of remarkable differences in average costs. Wide ranges of return on equity (ROE)
are found, although these results are more difficult to evaluate due to their greater instability.
Other studies have focused on these issues in particular the effect of banks’ capitalization on
banks’ Return on Equity (ROE) (Blaga, 2015). A debate has emerged on the costs for banks of
the increase in capital requirements under Basel III (Camara, 2014) .
Some researchers analysed the performance of banks belonging to individual countries (Faisal
et al., 2015; Raus and Fu, 2014; Iqbal and Raza, 2009; Ali and Ansari, 2007; Barros Ferreira
and Williams, 2007).
Iannotta, Nocera and Sironi (2007) as well as Illueca, Norden and Udell (2008) documented
that bank ownership is an important determinant of lending behaviour, risk taking and
performance.
With reference to the Italian context the importance of local small banks, such as BCCs, was
emphasized in few studies (Usai and Vannini, 2005; Ferri and Messori, 2000), several
researchers concentrated on this kind of banks, in terms of characteristics and role within the
Italian banking sector (Bonfante, 2010; Agostini, 2009; Costa, 2007; Capriglione 2005;
Bonfante, 2004; Vella, 2004; Appio, 1996). Zago and Dongili (2014) examined in depth the

impact of the financial crisis on the Italian credit cooperative banks and the technical efficiency
of the Italian BCCs for the period 2003 to 2012. They also discussed and tested different
specifications and objective functions for BCCs.
The importance of local small banks, such as BCCs, was emphasized in few studies.
Our research fits into this theme by analyzing the banking world of Italian BCCs. We
considered, a sample of 264 Italian BCCs banks, which represent more than 72% of the all
Italian BCC. In addition, we covers the period between 2009 and 2014. Moreover, we did not
implement a sophisticated statistical model in order to pursue the effectiveness of the results
and to concentrate on the real relationship between the items considered. However, thanks to
our analysis, we tried to find a relation between net assets and net banking income and
profit/loss of the banks of the sample.
Our approach is balance-sheet and income statement based, consequently we started from the
data extracted from Bankscope database and consequently from the financial statements of
banks. However, despite the limits of the research, thanks to this analysis and the results
obtained, we may consider the opportunities of growth and development of our analysis.
In conclusion, one of the aims of this research is to improve the existing literature by using an
empirical approach.

2. Methodology
The following paragraphs describe the sample and the methodology followed to conduct our
research.
2.1 The sample and the data
This analysis focuses on the Italian BCCs banks. Our sample represents 264 Italian BCCs total
of 364 BCCs on the Italian territory, between period 2009- 2014. We decided to exclude the
banks of which had not for all the years considered its financial statements. To homogenize the
sample analyzed by the totality of the BCCs were excluded those that did not had the balance
sheet data of a few years taken into consideration.
This study can help us understand the context and the main business in which banks operate.
Data were extracted from Bankscope, which is a database containing comprehensive
information on financial companies (banks and insurance companies) in Italy. In the first part
of Phase 2, we focused on information about Net Assets, Net banking Income and Profit/Loss.
We want to specify that data provided in our figures all refer to the mean of the single element
analysed.

In the second part, we concentrated on some ratios, such as Profit/Loss on Equity to total
Assets and Net Banking Income on Profit/Loss on, provided by Bankscope.
2.2 Research questions and phases of analysis
The present research is based on the following hypotheses:
- H1: The BCCs represent a significant banking institution in the Italian territory;
- H2: The Net banking Income is the profitability linked to the core business of banking. In the
sample of BCCs examined the Net banking Income is preponderant.
To reach the goals of this study, we need to formulate three research questions:
- RQ1: What is the trend during the period monitored between the Net banking Income and the
Profit/loss?
- RQ2: What is the trend in the period between 2009 and 2014 between the Profit Margin and
ROE ?
- RQ3: Is there a correlation between the Net banking Income and the Profit/loss ?
The research methodology follows three phases:
a) Phase 1: Analysis of the BCCs world and its characteristic features.
b) Phase 2: Empirical analysis and findings. It involves an analysis of the information derived
from the sample. The research methodology only uses the information provided in the
financial statements because it is sufficient to answer the research questions.
With reference to RQ1, we want to show that the BCCs are relevant in the Italian banking
sector and then the sample data are particularly significant also as an indicator of the Italian
banking sector.
Referring to RQ2, we have appropriately calculated the two indicators: the Profit Margin and
ROE, and we put them in comparison to see how they have changed over the years.
We concentrated on the analysis of the Profit Margin Ratio and ROE because we based our
research on the Dupont analysis. It also called the Dupont model and it is a financial ratio
based on the return on equity ratio that is used to analyze a company's ability to increase its
return on equity. In other words, this model breaks down the return on equity ratio to explain
how companies can increase their return for investors.
The Dupont analysis looks at three main components of the ROE ratio:


Profit Margin;



Total Asset Turnover;



Financial Leverage.

Based on these three performances measures the model concludes that a company can raise its
ROE by maintaining a high profit margin, increasing asset turnover, or leveraging assets more
effectively. The Dupont Corporation developed this analysis in the 1920s. The name has stuck
with it ever since.
With reference to RQ3, we calculate the Pearson correlation ratio between Profit/Loss and Net
Banking Income of each year. Thanks to this relationship, we are able to analyze the possible
correlation of Net Banking Income on the profitability of the banks, in order to assess the
effects of a policy that is carried out by governance to face the difficulties that the banking
world is going through.
As mentioned above, the correlation ratio of Pearson (p) is used to identify a positive or
negative correlation between the Profit / Loss and Net Banking Income. For this, it is necessary
to emphasize the following conditions:
- if p > 0 there is a direct correlation;
- if p = 0 there is no correlation;
- if p < 0 there is a indirect correlation;
- if 0 < p < 0.3 the correlation is weak;
- if 0.3 < p < 0.7 the correlation is moderate;
- if p > 0.7 the correlation is strong.
c) Phase 3: Conclusions and limitations of the research.

3. Findings
First of all, before analysing the data obtained, we want to give further details and definitions.
The Profit Margin Ratio is an index that is created as the ratio of Profit/loss and Net banking
Income. This index shows the impact of different management from the Net banking Income
on the operating result. ROE (Return on Equity) is calculated as the ratio between net income
and shareholders' equity. It represents the net return for the shareholder.
Phase 1 concerns the stages of our research and the related comments.
Starting with HP1, BCC is a structured system on a network of approximately 364 Cooperative
Banks. The main feature of the BCC is to be widely spread in our country, for over 130 years
played their role of local banks, performing a specific function, to promote development and to
address the economic and social needs of local communities. On Italian territory have 4,414
branches 14.8% of the Italian bank branches, with 1,248,724 members and 36,500 employees
(including those of the Company's system). The total funding (deposits from banks + customer

deposits + bonds) amounted to EUR 196.7 billion and a Customer deposits + bonds: 161.8
billion euro.
The market share of customer deposits including bonds is 7.7%. Economic Loans totaled 134
billion euro. The market share of lending for mutual banks is 7.2%.
Including loans granted by banks of the second level of the Cooperative Credit, loans
amounted to 149 billion euro, for a 8% market share. On the basis of the data and the
considerations it can be argued that HP1 is confirmed and BCCs are important banking
institutions in Italy. In order to proceed in our analysis we present in Table 1 the data collected
referred to our sample in the period 2009-2014.

Table 1
Net
Assets

Net
banking
Income

Profit/
Loss

Profit
Margin
Ratio

ROE

Mean
Median
Max
Min
Std.
Dev.
Mean
Median
Max
Min
Std.
Dev.
Mean
Median
Max
Min
Std.
Dev.
Mean
Median
Max
Min
Std.
Dev.
Mean
Median
Max
Min
Std.
Dev.

2009
€53.248.775
€38.887.792

Main items considered in the financial statement analysis
2010
2011
2012
2013
€54.146.355
€51.875.244
€58.385.757
€59.852.789
€37.894.855 € 36.578.651
€42.534.866
€ 42.651.894

574.282.677
€ 2.806.597

581.983.976
€ 2.310.158

€563.434.911
€ 2.102.883

€644.165.552
€ 3.071.128

€706.866.923
€2.608.013

€747.322.795
€1.234.285

€ 58.023.361
€15.271.042
€11.032.347
€219.821.974
€302.681

€59.627.273
€14.654.857
€10.384.311
€96.943.712
€902.261

€ 58.253.290
€15.829.806
€11.501.707
€190.368.842
€ 1.148.809

€64.450.364
€18.808.016
€13.211.618
€250.573.032
€1.248.021

€ 67.170.376
€19.202.108
€14.155.574
€217.946.906
€1.353.727

€71.058.513
€22.360.217
€16.069.505
€248.110.914
€1.715.234

€18.024.387
€2.159.771
€1.302.454
€33.638.627
-€3.511.339

€16.826.969
€1.370.879
€894.464
€30.257.871
€13.770.862

€17.151.888
€ 1.323.646
€ 916.636
€ 18.106.653
-€14.483.137

€21.322.259
€1.428.378
€1.115.313
€20.144.982
-€23.517.128

€21.372.301
€512.429
€767.636
€ 21.140.332
-€25.747.756

€25.148.830
€1.203.610
€917.666
€25.913.278
-€13.979.750

€3.202.692
13,98%
13,58%
191,02%
-52,64%

€3.309.409
7,18%
9,48%
40,95%
-87,98%

€2.536.456,97
8,83%
9,20%
38,56%
-63,03%

€3.437.043
8,61%
9,49%
44,74%
-93,18%

€ 3.979.242
0,67%
2,17%
12,32%
-36,10%

€3.795.589
5,23%
6,23%
42,04%
-110,23%

14,70%
3,96%
3,90%
13,38%
-11,64%

15,74%
2,00%
2,69%
14,56%
-36,91%

10,79%
2,76%
2,92%
14,25%
-19,77%

14,70%
2,57%
3,10%
16,93%
-76,27%

6,62%
0,67%
2,17%
12,32%
-36,10%

16,42%
1,60%
2,32%
27,51%
-52,20%

2,94%

4,54%

3,78%

6,62%

6,62%

6,42%

Table 1.

2014
€62.900.690
€44.934.293

Main Items considered in the financial statement analysis

With reference to RQ 1, Figure 1 shows the trend of Net Banking Income and Profit Loss in
the period between 2009 and 2014. The data refer to the mean of the sample for each year.

By analysing Table 1, we can affirm that HP2 cannot be confirmed in all the years considered.

Net banking income

Profit/loss

€ 25.000.000,00

Euros (€)

€ 20.000.000,00

€ 15.000.000,00
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€ 5.000.000,00

€2009

2010

2011

2012

2013

2014

Years

Figure 1.

The trend of Net Banking Income and Profit/Loss of BCCs in the period between 2009 and 2014

The figure confirms our first hypothesis. Therefore, in the sample of banking firms considered,
it can be noted that the Net Banking Income substantially in the years follow the Profit / Loss.
Continuing our analysis in order to answer RQ2, we analyze the second figure.
The Profit Margin Ratio is an index that is created as the ratio of Profit/loss and Net banking
Income, instead, ROE (Return on Equity) is calculated as the ratio between net income and
shareholders' equity.

ROE

Profit Margin

16,00%
14,00%
12,00%

%

10,00%
8,00%
6,00%
4,00%
2,00%
0,00%
2009

2010
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2013

2014
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Figure 2.

The trend of ROE and the Profit Margin Ratio of BCCs in the period between 2009 and 2014

In this figure it can be noted how the two indices do not comply with the same deviations.
This shows that in the sample analyzed ROE is almost stable over the years analyzed but its
composition is different.
The two figures demonstrate that the initial first hypothesis is true. In fact, as can be seen from
2009 to 2012 the Profit Margin is at higher levels of ROE while in 2013 the Profit Margin goes
down is the same level of ROE and then climbs slightly up in 2014.
In order to answer RQ3, we calculated the Pearson correlation ratio between Profit/Loss and
Net Banking Income of each year between 2009 to 2014.
Table 2 shows the results deriving from the Pearson correlation ratio calculated.

Table 2

The Pearson correlation ratio between Profit/loss and Net banking income
Profit/Loss
2009
2009

Net
Banking
Income

2010

2011

2012

2013

0.87

2010
2011

0.70
0.56

2012
2013

0.48
0.29

2014

Table 2.

2014

0.55

The Pearson correlation ratio between Profit/Loss and Net Banking income

The current table confirms that there is a strong correlation between the Profit / Loss and the
Net Banking Income in 2009 and 2010. Instead, the correlation started decreasing from 2011
to 2013. In fact in 2013, the Pearson ratio is 0.29. In 2014, the ratio recovered.
Therefore, we can affirm that RQ3 can’t be confirmed for all the years considered. And
especially in recent years it is not confirmed.
In more recent years the correlation is very low.

4. Discussions
Our research and its results confirm what many previous studies stated before: the mutual
banking system in Italy is important. In the world of Italian banking group BCCs are
definitely relevant. Our HP1 was confirmed by the analysis of data and numbers of the whole
Italian BCC system giving ample confirmation initial hypothesis.
As mentioned above, the system of mutual banks in Italy today includes 364 banks for a total
of over 4,400 branches throughout the Italian territory, 14.8% of the Italian bank branches.
The employees of the banks are over 37,000. Italian BCC system have 1,248,724 members
and 36,500 employees (including those of the Company's system). The total funding (deposits
from banks + customer deposits + bonds) amounted to EUR 196.7 billion and a Customer
deposits + bonds: 161.8 billion euro.

The market share of customer deposits including bonds is 7.7%. Economic Loans totaled 134
billion euro. The market share of lending for mutual banks is 7.2%. Including loans granted
by banks of the second level of the Cooperative Credit, loans amounted to 149 billion euro,
for a 8% market share.
As regards HP2 and RQ1 we can affirm that the Net Banking Income trend was positive.
But the value of the Net Banking Income between 2009-2011 was not as significant, while the
Profit Loss trend declined significantly between 2009 and 2010 and remained constant until
2012 and then, again, decrease in 2013. In 2014, instead the Profit, it returned to grow.
Surely the financial and economic crisis has had a negative effect both on the Net Banking
Income is the profit. The decrease in 2013, the profit is linked to a negative impact of the
extra-ordinary management.
As regards RQ2 the answer is less convincing. From the analysis we have carried on our
sample indicates that if in the early years (2009 and 2010) there is a substantial correlation is
not the case in recent years.
So we can argue that in the years 2009 and 2010, the Profit / Loss was influenced by the Net
Banking Income. In the following years this correlation is lower, in fact, in 2013 the Pearson
index is around 0.29.
This may mean that in the following years the crisis and the persistence of the banking crisis
of the BCCs has diversified its activities. Those activities that affect our income statement
therefore do not always represent the core business of banking.
So RQ2 is not verified and we can deduce that the banking business over the years has
evolved in areas not always the bank's core. All this can also be explained by the crisis of the
banking business and then accordingly also in bank intermediation which led the bank's
governance to change their business objectives.

5. Conclusions
This study focused on the world of Italian BCCs. We could analyze their size with a very
significant sample. From this study we were able to note the relevance of the BCCs in Italy.
Later we have tested the sample the possible relevance of Net Banking Income on Profit /
Loss.
Afterwards we analyzed the Profit Margin Ratio (index that is created as the ratio of Profit/loss
and Net banking Income) and ROE (Return on Equity) during the period 2009 to 2014.

Finally we concentrated on the relationship between Net Banking Income and the Profit /Loss
of the data Italian BCCs banks between the period 2009 and 2014. We have noticed that the
correlation in recent years appears weak.
We noted that such importance was low especially in recent years. The study thus points out
that the banking business especially during the crisis years has moved away of the core to
explore and develop other activities.
Data were extracted from a database, called Bankscope, which is a database containing
comprehensive information on financial companies (banks and insurance companies) in Italy.
Our research raises important questions regarding the BCCs field of the resonance in Italy and
the evolution of their business in recent years.
What we have also analyzed possible to introduce all the limitations of this research. First,
this study represents the first step of a much deeper analysis that can take into account other
variables, financial indicators and margins. We decided not to use an extremely complex
model because we aimed to achieve effective results and focusing on the true relationship
between the factors taken into account.
One of the future developments is to extend both the years under consideration in the same
analysis to other banks that do not belong to the world BCCs in order to compare and contrast
the situation between different realities.
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