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FOREWORD

A DYNAMIC STRATEGY BASED
ON A STRONG IDENTITY

The essence and the strength of retail banking is a close and lasting link
to the private customer and the small entrepreneur as well as a thorough
understanding of the region a financial institution is active in. Savings banks
have been aware of this since their creation in the 18th century. Their retail
activities have always been the core of their business processes and they
have become pillars of the economic and social structures of their region.

Such a strong and vivid identity is a guarantee for the future. Today’s savings
banks are aware of this strong heritage and want to preserve it for the
future generations. That is one of the reasons why WSBI/ESBG organises
every two years a symposium on savings banks history.

The 2004 symposium was organised in Paris and focused on the corporate
identity of savings banks in a world that changes at an ever faster pace.
After a study of corporate history and corporate culture, the symposium
investigates what makes savings banks unique and what challenges lie
ahead for their identity.

This Perspectives offers you the result of two days of presentations by
experts on the topic, specialists that come from various horizons. It is
also the reflection of the lively discussions that were held with the
participants. We hope it will contribute to highlight the important role
savings banks have always played — and will continue to play — in the
economic and social structures of Europe’s regions.

Chris De Noose
Chairman of the Management Committee

PREFACE

SAVINGS BANKS:
A DYNAMIC STRATEGY BASED
ON A STRONG IDENTITY

Charles Milhaud
Chairman of the Management Board of the Caisse Nationale des Caisses
d’Epargne

It gives me great pleasure to open the eighth European Symposium on
Savings Banks History.

Having devoted all my working life to savings banks, | know just how
much their history is a key component of their identity. The number,
quality and diversity of participants here today is a sign that this is a
shared conviction, and | would like to particularly thank the academic
speakers and managers who accepted to join us to give us their views
and run the discussions.

As the Chairman of the Caisse Nationale des Caisses d’Epargne, | am
proud to welcome you here at a historic time in the development of our
Savings Banks Group.

In your programme, | can see questions that we are looking at in greater
depth as we work on our 2004-2007 strategic plan, about which | would
like to say a few words. | am particularly well aware of the importance of
cultural and identity issues in regards to the development being carried
out by the French savings banks — sometimes as a forced march — to
become a large full-service bank. Our group is now ready for the challenge.
The foundation has been laid, but most of the work still lies ahead. In view
of the singular development of the French savings banks, issues relating
to cultural adaptations to support change will be one of our key concerns
over the next few years.




The process concerning the history of the French
and European savings banks

The first regional initiatives to encourage work on the history of savings
banks were started in the late 1980s in Strasbourg and Marseilles, where
I was chairman of the Savings Bank at the time.

The first European symposium on savings banks history in 1989 supported
the process of producing a historiography of the institution. A glimpse at
the history tells us that this event took place a fortnight before the fall of
the Berlin Wall. At the time, the network — it was not yet a group —
consisted of nearly 200 savings banks. (There were 470 in 1983 with 2000:1
size ratio between the largest and smallest members). We had only just
entered the business market in 1987, and it was hard to imagine us
becoming what we are today. Many of you present today were in the
front line with us and know what | mean. As a Chief Executive Officer,
the words of Mikhail Gorbachev to Erik Honecker in mid-October 1989
still remain with me, ‘Those who come too late will be punished by history’.

The first historical colloquia were naturally focused on the savings banks’
origins. Since then, the initial plan which was to work with historians on
our whole shared history has largely been completed.

After the 2001 Bonn symposium, devoted to the savings banks’ relationship
with the state and the market, it was decided to broaden the scope and
open up the work to other disciplines.

| strongly urge you to continue on this path, and work with sociologists,
linguists and management researchers.

Fifteen years later, our meeting is also being held at a special time, between
the European enlargement to 25 nations, the European elections, and the
European Council devoted to the constitutional treaty.

When | was first appointed to head the French savings banks network
in 1999, | initiated the main body of work on the savings banks history
and allocated the necessary resources:

m continued support for university research

m safeguarding our historic heritage
B communicating internally and externally.

I would particularly like to draw the attention of the savings banks and
all the companies in the group to the value of our heritage and the
absolute necessity of ‘managing’ our historic archives.

A dedicated body, the Association for the History of the Savings Banks,
whose members are executives, academics, and specialists in corporate
history, are working along these lines.

The exhibitions already carried out demonstrate this wealth of history.
| invite you to visit the exhibition devoted to public interest currently set
up in the lobby of one of our buildings just 300 metres from here.

I have identified two flagship projects for the period up to 2006:

m The publication of a History of the Savings Banks Group from the post-war
era to 2004. This is an ambitious project that is essential in a fast-changing
group. This work, which fills a gap felt by everyone, will highlight the
changes that have affected our group: from mere collectors of savings
to full-service banks. Unknown to many people, and underestimated
for many years, the ‘Saga of the Squirrel” will recount economic and
social upheavals in France and Europe as well as the responses by our
group. Like any organisation, our development has been marked by
uncertainties, challenges, dreams, and choices.

m The establishment at a later stage of the Museum of the Savings Banks
brand on the future Caisse Nationale premises. | want this place to
become a showcase for our group, using the very latest technologies.
This innovative area will reflect our own image and should be
characterised by one of our core values, openness: openness of mind,
openness to all users, openness to the future... Similar to large US,
British and European companies which are proud of their heritage and
have created public brand museums, this project fits in with our
intention to use history as a dynamic form of communication and
promotion for our rapidly evolving group. Moreover, as the President
of the European Savings Banks Group, | wish to pay tribute to the
perseverance and tenacious commitment of the European savings
banks, which have been pushing on the historical work forward,
under the direction of the European Savings Banks Group (ESBG). | am
pleased to see the official launch of the first European Savings Banks
Academic Award. This ESBG initiative, based on our shared culture,
will contribute to upholding our interests and enhance our image.




This is even more desirable with the addition of ten new countries to
the European Union. Each country has savings banks whose history was
disrupted by political and economic systems that did not respect their
original identities or encourage adaptability essential to our constantly
changing world. These savings banks were mostly subject to privatisation in
which fortunately some groups of savings banks acquired a decisive stake.

All these upheavals certainly imply a return to the past and accelerated
modernisation.

History: a record of the past and a guide for the future.
What does the future hold for the French savings banks?

On the strength of a rich history and a strong identity, the savings banks
now need to think of their future and take up a number of challenges
bearing in mind European integration and its advantages and constraints.
As you know, the French savings banks are continuing their development
and embarking on a new direction without losing sight of the three core
elements of their identity: their know-how, their roots in their own regions,
and their social responsibility.

Following acquisitions, which enabled us to become a major player in
the real estate sector based on the Crédit Foncier de France and
supplementing our product range for small and medium-sized
enterprises, the forthcoming take-over of IXIS, the investment banking
subsidiary of the Caisse des Dépéts et Consignations, will give us control
of all banking business lines, and enable us to establish a large full-service
bank at the European level.

But, and this is one of the main challenges in the strategic plan we just
launched, this only makes sense if we are able to convert all these assets
and business lines into a total offering for every type of clientele.

Our strategic plan is a response to a requirement for viability in an
increasingly competitive global market. We should not hold a false
debate. No business in the world can fail to address its development and
profitability in the long term.

After the changes that are now being completed, the French Savings
Banks Group will be:

® a multi-business line group: one of the leading banks for private
customers, local authorities, associations and mortgages, a bank well
positioned for business, SMEs, an investment bank involved in the
markets and a partner for large industrial and commercial groups,
the reference bank for all housing requirements (mortgages, tenant’s
guarantee, real estate management);

B a multi-brand group: the savings banks are the main brand, but the
group will also market its activities under other brand names including
Crédit Foncier (real estate credit), specialist divisions, IXIS;

m a multi-channel group: besides a dense network of over 4,500 branches,
we are developing telephone and Internet banking.

What challenges does the future hold for the European
savings banks?

Among the major challenges facing all savings banks, | would like to
emphasise the following points, of course without pre-empting the
discussions in your symposium:

How can we remain local banks in the face of the ‘concentration’ trend
which is already well under way and far from being finished and which
the savings banks will not be able to opt out of in some way?

How can we adapt to a broader and broader market, which is becoming
international, while meeting the needs of an increasingly mobile and
demanding clientele?

How can we offer customers the same financial and technical quality as
the other banks, while remaining competitive and retaining our original
identity?

In each country, we need to be stronger to retain and develop our
business activities for a diversified clientele, while maintaining our identity.
This implies that in ever-fiercer competition with powerful commercial banks,
we are deploying all the means at our disposal to increase our profitability.




It is certainly necessary for savings banks to group together, or at least
pool resources to achieve economies of scale, introduce diversified products,
and provide genuine quality and continuity of service.

As far as concentration of resources is concerned, | can quote an example
from our own experience, besides the grouping of savings banks mentioned
earlier. This concerns the IT rationalisation that we carried out successfully
in our group. From a very disparate IT system in 1999, we managed to
converge around three platforms. The project was completed at the end
of 2003 for the whole group.

Likewise, we are pooling back offices between our regional savings
banks, particularly by developing telephone platforms or banking
production centres to achieve economies of scale and benefit with more
rapid response to change thanks to new technologies, and without
compromising the individual customer relationship. The experiment that
we are currently carrying out shows that such pooling trends do not harm
the independence of the various establishments in any way.

We must also ensure that our customers are able to find service wherever
they travel in France or abroad. That implies in France that the products
and processes need to be identical for continuity of service to be guaranteed
between one savings bank and another.

We also need to be real full-service banks offering our customers all
financial products and services on an equally competitive footing with
commercial banks. It goes without saying that the alliance between the
retail bank and the investment bank is a major advantage from this
viewpoint. We need to work towards a financial Europe that respects our
values of local service, listening to customers, meeting their aspirations,
and providing quality service. An excellent study by the ESBG on the
future of retail banking shows this. A bank that is close to its customers,
knows their aspirations and continually adapts to them is at an advantage.
The savings banks are a good match for this approach in a globalising
world where individuals and local institutions may be relegated to the
background. In the absence of real competition in business co-operation,
we need to preserve our approach and our shared savings bank identity
that sets us apart. That is why we can talk about a Europe of savings banks,
and | pay tribute to Chris De Noose and his teams for their effective
action towards this end.

This action can grow in size with the advent of the new 25-member EU,
which is being born before our very eyes, and which is home to large
savings banks which have had a turbulent history. Speaking more generally,
the European savings banks, just like all banks, will have to contend with
regulatory constraints in a Europe that is seeking ever-greater cohesion.
I am thinking in particular of the consequences of the Basel Il project
implementation or the forthcoming application of IFRS standards.

The savings banks are signing up to increasing numbers of codes of
conduct, particularly for mortgages. They will also have to consider the
European code of conduct between banks and small businesses, and will
have an important role to play in facilitating financing for these small
businesses. | do not wish to pre-empt the discussions that you will
have over the next two days as Professor Comin will present in the
introduction. But you may rest assured that | shall be taking a keen
interest in the discussions and the conclusions, and | have no doubt
that the reaffirmed and modernised identity of the savings banks will
contribute to their dynamism.




INTRODUCTION

Francisco Comin
Professor at the University of Alcala

In this introduction, | shall endeavour to present the major issues that will
be discussed during the various sessions relating to savings banks. | shall
concentrate on the aspects that make these institutions different, both in
their cultural roots and the strategies adopted to achieve success.
My comments will be inspired by my historic vision and | shall place the
emphasis on the Spanish situation, which is the one | know best.

First of all, I shall analyse the historic dimension of the savings banks with
a view to showing how their identity is rooted in their home territory as
well as their deep social roots, which have always been compatible with
financial activities whose scale depended on government legislation. In the
context of obvious national and even regional diversity, it is possible to
find some common historic traits among European savings banks, albeit
elementary and general traits. The common characteristics of savings banks
during the 19th and 20th centuries relate basically to the following aspects.

First of all, due to the philanthropic ideals which led to their foundation,
the savings banks were created as non-profit organisations, both with
regard to the banks and their founders. They also focused on collecting
savings from the working class.

Secondly, there are also a number of similarities with regard to the process
of their foundation and their private backers. The earliest initiatives to
set up savings banks were launched by private founders, but in some
German states, municipal public savings banks also emerged at a very
early stage. After a while, governments started regulating the foundation
of savings banks in Germany, Italy, Spain and France, which explains why
these banks were created with a combination of public backing and
private initiatives.

Throughout the 19th century, other promoters, whose size varied depending
on the country and the period, joined this movement to set up savings banks.
This included local authorities, banks, trade unions, states, co-operatives
and the various churches that predominated in the various countries.

Thirdly, and as far as the legal entity adopted by the savings banks is
concerned, the “foundation” was one of the first forms and one way of
giving the savings banks legal independence. In the United Kingdom, the
preferred legal framework was that of governing trustees — which made
the ownership of the savings banks rather unclear. In Germany, on the
other hand, municipal savings banks were particularly widespread, but
there were also private foundations, depending on the states concerned.
In other countries, co-operatives were the preferred option, while in some
areas, the savings banks adopted the form of public limited companies.

Beyond their legal configuration, the fact that savings banks were subject
to a legal standard which regulated and oversaw their activities, as in France,
Germany, Italy, Greece, Portugal, and Spain was almost universal in Europe.

Fourthly, the similarities between European savings banks also concern
their transactions, their type of clientele, i.e. the less well-off classes, and
the geographical area in which they operated. As far as the transactions
are concerned, it should be stressed that the savings banks represented
a genuine technical invention and their spread was a real financial
innovation; indeed, they started carrying out transactions which no
financial institution had carried out until then. And the key to this
innovation was the ‘interest-bearing deposit’ a financial product which
was not offered by any bank. The funds deposited were available on
sight, or within a short notice period; moreover, they were embodied by
a tangible representation in the ‘savings book’, the symbol of this new
banking product. From the asset viewpoint, the diversity between savings
banks was much greater, even within the same country. The largest
investment was the subscription of public debt. In some countries, the
savings banks were associated with a pawnbroker’s shop; the function of
the savings bank was limited to the provision of this kind of secured loan
intended to combat usury.

A fifth trait common to European savings banks was a parallel evolution
in their association strategies. At the outset, all the savings banks operated
individually due to their self-sufficiency and the fact that they were
operating in a limited local market. From 1880 onward, they started to
found savings banks associations, first in Germany, Denmark and the
United Kingdom.




These groups were regional or national; where both types existed, a
confederation eventually emerged. The reasons for setting up these
groups vary from one country to another, but most often, they were a
defensive reaction thanks to government measures or plans that would
harm the interests of the savings banks.

During the 20th century, the association strategies of the savings banks
were very important in their success. At least in the case of Spain, the
collective strategy of the savings banks via the foundation and development
of the Spanish Confederation of Savings Banks was fundamental to
successfully resisting the competition from the large banks. In my opinion,
this was the key to the success of the Spanish banks. Since 1928, they
were able to co-operate with each other and always put the collective
interests of the sector ahead of the interests of individual savings banks.

Collaboration between savings banks in Spain started, basically, because
it was the only way of eliminating the legal barriers to entry imposed by
the state at the instigation of the banks. It continued at a financial level
with co-operation on capital mobility between different areas as well as
improving the negotiating capacity on the capital markets. And finally,
de facto, it resulted in collaboration on products and services and
technological innovation. My studies show that the savings banks sector
in Spain would not be as large and important as it is today if this
confederation had not existed. | would go further and say that the savings
banks would not have survived the competition from the banks without
the collaboration organised through the confederation since 1928.

This being said, comparative history shows that the strong identity of the
savings banks is determined by their deep historic roots and by the
conviction among their managers that they need to continue to pursue
the objectives that were set when they were founded. They had to fulfil
missions of social and public interest. Two should be emphasised particularly.
First of all, to avoid financial exclusion by encouraging savings in the
poorer strata of society and by facilitating lending against collateral to the
most needy social groups who previously were forced to turn to usurers.
The second objective was to finance social projects. The function of
encouragement of savings has been maintained until the present day;
lending against collateral has reduced and been replaced by home loans
and loans to small and medium-sized enterprises.

The allocation of part of the profits to financing social projects is always
one of the most characteristic identifying signs of the savings banks.
Given that they do not have shareholders, their profits are returned to the
company in the form of ‘social dividends'.

However, the history of the savings banks shows that their devotion to
achieving social objectives has not prevented them from adapting to
changing social, historic, political and economic circumstances. The savings
banks’ ability to adapt easily to a changing and sometimes hostile
environment, is what explains their ability to survive, which has been
much greater than that of other financial institutions, such as commercial
banks for example. Savings banks have weathered many recessions
successfully, and in comparison with the numerous failures of commercial
banks, cases where savings banks have gone bankrupt are very rare
indeed. In Spain, only one savings bank has ever gone bankrupt and the
explanation for that is very simple: its management was handed over to
a commercial bank, which bankrupted it.

The savings banks’ historic ability to adapt to new challenges has been
highlighted once again and in a more dramatic way during the recent
processes of globalisation and European integration, which have
intensified since the 1980s. The consequence of these processes has been
fiercer competition on national and international financial markets, which
has compelled savings banks to opt for new, dynamic and flexible
strategies, with a view to adapting to continual market changes, which
has enabled them to score notable successes. These profound changes in
markets have been accompanied by rapid innovations in information and
communication technologies. Advances in Internet and IT have forced the
savings banks, like other financial intermediaries, to transform radically
and set up new business, commercial, technological and association
strategies. Savings banks have had to make enormous efforts to adopt
new competitive strategies and technological innovations. And the
far-reaching changes undergone by the savings banks as financial
institutions have taken place without abandoning their social roots or
altruistic conduct. So the savings banks have never stopped fulfilling their
social role.




To conclude on this issue of social responsibility, the savings banks have a
lead of perhaps two centuries over other financial institutions. Today, large
private companies are very concerned about the company reputation and
want to exercise greater social responsibility. That is a fashion in the
business world, and we do not know if it will last at least where public
limited companies are concerned.

The recorded historic experience of the savings banks in this field enables
them to claim that they have been practising social responsibility since the
beginning of the 19th century. The modernity of the savings banks in
this regard is well established and they will continue to be institutions
working in the public interest, on the condition that governments do not
change their statute, or decide to turn them into public limited companies
or privatise them.

1. CORPORATE HISTORY
AND CORPORATE CULTURE

Session chairman: Thorsten Wehber
Head of Documentation Center, Wissenschaftsférderung
der Sparkassen-Finanzgruppe e.V.

WHEN IT COMES DOWN TO MONEY:
HISTORY AND CORPORATE CULTURE
OF THE SAVINGS BANKS IN GERMANY

Wilfried Feldenkirchen
Professor at the University of Erlangen-Ndrnberg

“If we want everything to stay as it is, then everything will need
to change”.

Giuseppe Tomasi di Lampedusa (1896-1957), The Leopard.

Current situation and structure of lending in Germany

At present, important changes are taking place in German banking.
Faced with constant pressure on margins and costs, growing requirements
of competition law, and ever fiercer competition and the pressure of
structural changes, the banks are being compelled to reconsider their
market strategies. The three pillars of the German banking system — i.e.
the private lending banks, the public lending establishments, and the
co-operative banks, are all affected by the ongoing changes.




Taking into account the criteria ‘balance sheet’, ‘lending” and ‘'number of
branches’, the savings banks financial group is now one of the most
important pillars of the German banking system. At the end of 2002,
it had a 37% market share. Some 390,000 staff, consisting of nearly
700 businesses, of which 489 are saving banks and 11 regional banks
(Landesbanken) handle the accounts of over 50 million customers.
The savings banks financial group has a business relationship with three-
quarters of the small and medium-sized enterprises. Over 60% of German
citizens have been in contact at least once in their lifetime with this
group, which is the leader in financial services in Germany, but this
position was not always undisputed!

As long ago as the mid-1990s, lending establishments subject to public
law were the subject of numerous discussions at the European, federal
and regional level. In view of globalisation and Europeanisation of the
banking business, the controversy mainly concerned the legal form of
institutions subject to public law and the guarantee obligation
(Gewdhrtrdgerhaftung) of the regions for the savings banks and regional
banks. A first step towards denationalisation of the German lending
institutions took place in July 2005, when the guarantee obligation and
the maintenance obligation (Anstaltslast) will be abolished as a result of
a decision by the European Commission.

In order to be able to understand the current debate and the challenges
arising from it, it is necessary to take in account the historic development
of the German savings banks system. Despite all the criticism, the
question of the lasting success of the German savings banks also arises.
What are the fundamental principles and success factors that have
enabled these banks subject to public law to survive in competition with
the other lending establishments?

Milestones of the History of the German savings banks

The history of the savings banks — which is far from a recent history — is
particularly characterised by the concept underlying their foundation.
In other words, the idea of a savings bank remains the key feature in
the creation of the identity and a crucial success factor of the savings
banks in Germany. Other fundamental elements of the corporate culture
are traditionally the commitment to serving the public interest, the public
service mission, and the strong regional involvement combined with the
principal of ‘regionality’.

The commercial policy is strongly determined by factors like ‘closeness to
the people’ and ‘fostering customer loyalty’. Another factor that should
not be underestimated when analysing key factors of the lasting success
is the importance of the savings banks brand which has grown over the
course of time.

Creation and consolidation phase

Since 1778, several savings banks have been founded in Germany, usually
based on private initiative. This commitment by the upper middle class
was consistent with an Enlightenment tradition and reflected a strong
moral attitude. The poor were the main target group. They needed to have
a certain ability to save because the minimum deposit often represented
several days’ wages.

The first wave of savings banks was set up at the beginning of the
Napoleonic Wars. From 1816 onward, a second wave started, during which
many local authority savings banks were founded in the various German
federation states. In 1836, 280 savings banks existed in Germany, almost
two-thirds of them owned by local authorities.

The poverty of a large proportion of the population, caused by radical
changes in the economic and social system, was one of the factors that
triggered the creation of many savings banks at the beginning of the
20th century. At a time when there was no unemployment, medical or
accident insurance, or retirement entitlements or pension plans set by
law, the savings bank concept corresponded to the Enlightenment idea
of 'helping people to help themselves’. At this time, the savings banks
were an instrument capable of enabling the lower social classes to support
themselves in the event of recession or poverty. Due to their alleged
tendency to ‘exuberance and extravagance’, people such as servants,
manual workers, and labourers were often at risk of losing their jobs
— which used to be secure — and depending on assistance to the poor.
In their function as self-help institutions to assist people on low incomes,
the savings banks contributed to reducing substantial spending on aid to
the poor, thus reducing the burden on local authorities.

In the context of these considerations, which are part of the social reform
concept, profit generation was not the key commercial policy of the
savings banks. The focus was rather on the public good.




Another traditional element in the concept of the savings bank — and
thereby, its corporate culture — is the close link that savings banks have
with local authorities. The majority of savings banks were either founded
by a local authority or an association of local authorities, or had been
taken over by them shortly after being founded. With their statute, the
local authority, municipal, and since 1830, increasingly regional savings
banks took account of the specific characteristics of their respective
regions. Still today, their sphere of activity is limited to their home region
(principle of ‘regionality’).

In accordance with the principle of the public interest, local authorities
guaranteed the deposits — the savings banks did not have any capital of
their own — and the savings banks were attached to the local authority
administrations in terms of staff, geographical coverage, and organisation.
They were only separated in 1931 during the banking crisis.

Despite high growth rates, the savings banks, which were often created
on by state initiative, did not succeed in making a market breakthrough
before the 1850s. This is explained by a policy which was less focused on
customers, and saving and interest regulations that were considered too
restrictive or unattractive as well as the overestimated saving capacity of
target customers, who often worked for payment in kind.

Towards a full-service bank

During German industrialisation, the number of savings banks continued
to increase. However, the public was more interested in the new limited-
share commercial banks, founded mainly after 1870, with their activities
of funding new businesses and industries. The savings banks were
characterised on the one hand by political, economic and social constraints,
and regulated on the other hand by the limitations of their customer
profile, size of deposits, the principle of ‘regionality’ found in their articles
of association. The active business of the savings banks was mainly restricted
to mortgages and investments in gilts and letters of hypothecary.

At the end of the 19th century, the saving bank organisation, which was
gradually taking shape, acknowledged that it could no longer neglect
personal loans.

In the face of the close ties between the banks and large manufacturing
industry that characterised the German economy for decades, the importance
of savings banks to the national economy as regional establishments for
collecting capital is often underestimated. The capital collected through
deposits by small businesses and individuals belonging to the lower and
middle classes was 13.3 billion Deutschmark (6.8 billion Euro) between
1851 and 1910. Compared with other lending establishments, the savings
banks, which were increasingly working with branches, generated the
largest contribution to financing the overall economy at 26.6%.

Figure 1. Deposit pattern in German savings banks, 1838-1913,
1923-1938

(in millions of Marks/Reichsmarks)
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While major banks were being talked about because of their financial
relationships with industry — which were often spectacular, the infrastructure
measures necessary for the regional and local industrialisation were
mainly financed by loans share sales by the savings banks. That is still the
case today.

The markets of the various groups were segmented to a large extent.
The credit co-operatives perhaps represented competition for the savings
banks. Due to restrictive regulation imposed by law or the guarantors,
the savings banks could not exploit their full market potential.




The development of savings banks subject to public law into full-service
financial institutions was encouraged until the 1920s by the following
events:

| In 1908, the new Reich law on cheques (Reichsscheckgesetz) authorised
the savings banks to issue cheques.

W Just one year later, Johann Christian Eberle (1869-1937) initiated
the introduction of non-cash payments by savings banks. This enabled
the savings banks to overcome their ‘dispersion’ (a term borrowed
from J. Eberle) and connect via central clearing banks (Girozentrale).

| In 1921, the restrictive regulations on deposit and transfer transactions
were abolished. The savings banks were explicitly authorised to use bills
of exchange, buy securities for their customers, and carry out — until
further notice — any other type of banking transaction. This is how
savings banks came into direct competition with the full-service banks.

Once they were allowed to be full-service banks, the savings banks
maintained their dominant position in savings accounts management.
In parallel, they penetrated increasingly into the market segments
previously considered as the territory of the credit banks. The fact that the
latter started to offer savings products in 1926 did not prevent the
savings banks from retaining their initial role of collecting savings from
customers with low incomes, despite the broadening scope of their
activities. At the end of 1930, savings banks held approximately 77% of
the total savings, which made them undeniably the most important
institution in private capital formation in the form of savings deposits.

The active advertising policy of the savings banks probably contributed
greatly to this positive development. Measures were aimed at regaining
the savers’ trust necessary for capital formation, but which had been
shaken by the First World War and hyper-inflation that reigned until
1924. In this context, we should mention the introduction in 1925 of
World Thrift Day, which would become an annual event, and expressed
a change in the advertising tone of the savings banks. The moral and
pedagogical character of saving — which was previously the main source
for the motivation to save — gradually disappeared from advertising to
make way for adverts highlighting standard of living improvements.

Figure 2. World Thrift Day
The savings banks’ most effective advertising instrument since 1925
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The first world thrift day in Germany in 1925

Announcement by the government of the Reich

The present critical situation requires rigorous and frugal economic
management by everyone. Not a cent must be wasted!

Young people in particular must learn the simplicity of saving; it is
the most important duty of parents, schools and the church.

We must pool all our efforts to guarantee the German people a
better future through hard work and saving. Those who save are
helping the people.

Berlin, 28 October 1925 signed Dr Luther — Reich Chancellor




In 1931, during the banking crisis, the government of the German Reich
intervened directly for the first time in the law on savings banks which had
been until then the responsibility of the regions (Ldnder). As institutions
subject to public law, savings banks and clearing banks became independent
establishments, but local authorities retained their guarantee obligation
for local establishments. The definitive incorporation of the savings banks
in the German banking system occurred in 1934 with the adoption of the
new law on credit (Reichsgesetz fiir das Kreditwesen).

The next phase of the development of the savings banks was marked by
National Socialism and the Second World War. Although the principle of
independence continued in theory after the National Socialists took
power, the savings banks were actually incorporated into the system of
the National Socialist centralised economy. The Savings Banks Supervisory
Board was brought under Reich control.

Renewal, reconstruction and market focus

After the collapse of the German Reich in the spring of 1945, the Allies
provisionally maintained the centralised economy. For the German banking
economy, zero hour (Stunde Null) only came on 20 June 1948 with the
monetary reform. During the immediate post-war years, not only the day-
to-day activities of the savings banks, but the whole political and economic
life of the Federal Republic were considered part of the reconstruction.

The savings banks, clearing banks (Girozentralen), and regional housing
savings banks (Landesbausparkassen) made a considerable contribution
to the economic miracle thanks to attractive offers for traditional clientele
and funding of local authority loans. The introduction in 1952 of purchase
credit and loan incentives for home construction, subsidised by the state,
enabled traditional small savers to invest in consumer goods and assets.
In addition to personal customers, lending products for small businesses
also became more important. Moreover, the incentive to save as well as
the saving capacity of broad segments of the population was facilitated
by measures, such as the '‘PS-Sparen’ product, a combination of savings
and lottery, in order to contribute to household capital formation.

The net outflow of funds which occurred immediately after the monetary
reform were compensated by the end of 1949. During the following ten years,
deposits at savings banks multiplied by ten, rising from 2.1 billion Deutschmarks
(1.07 billion Euro) to 28.5 billion Deutschmarks (14.57 billion Euro).

Figure 3. Deposits patterns at German savings banks between
1949 and 1989
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The number of savings banks and branches stagnated until the court
ruling known as the “Apothekenurteil” made the requirement analyses
for setting up savings banks obsolete.

Following the court ruling by the Federal Administrative Tribunal, almost
as many savings banks were set up in 1959 as in the previous ten years.
This was preceded by a law adopted on 24 December 1956 abolishing the
limit on bank premises. This law enabled large banks, which had previously
been divided into three establishments per region, to merge again.

Following the elimination of the requirement analyses, the competitive
situation between the various groups of lending institutions changed
fundamentally but gradually. Previously, all the groups had kept to their
traditional field of activity, avoiding fierce competition for potential customers.

In 1959, the major banks moved into the volume banking business, thus
becoming active in the market dominated by savings banks. The introduction
of salary payment by bank transfer in 1957 and a substantial increase
in incomes led to a sizeable expansion in personal customer market.
This resulted in a large number of transfer accounts being opened.
The savings banks were aware before all the other banking groups of
how to build their ties with customers through these accounts.




During the 1960s, the market for financial institutions changed from a
seller's market to a buyer’s market; this change had an impact on the
range of products offered by financial institutions. In the savings banks,
these changes were taken into account by a targeted approach to the
market. The intensified competition was accompanied by a heated discussion
about privileges granted to savings banks, particularly concerning tax
breaks, the guarantee obligation, and the legal entity subject to public
law. This discussion came to an end with the confirmation of these
privileges. Only the tax breaks were gradually limited and the interest rate
policy was liberalised until 1967.

Continuing state encouragement of saving (second law on capital
formation, 1965), increase in the savings potential of the population as
well as product diversification such as bonds and savings certificates,
have contributed considerably to stabilising market share.

The market focus is often summarised by quoting Ludwig Poullain,
President of the German Savings and Clearing Banks Association (Deutscher
Sparkassen- und Giroverband, DSGV) who said, “The savings bank of
grandpa’s day is dead”. This is also reflected in the reduction in the number
of savings banks from 866 in 1960 to 489 today, which goes hand in
hand with an increase in the number of branches (from 11,093 to
17,065). These two trends are an indication of the many mergers which
have contributed considerably to the formation of large entities.

Savings banks, partners in and of the region

A strong corporate culture is a basic characteristic of the traditional firm.
They know who they are and they hold values in common. Shared
corporate values and standards are important factors for the long-term
sustainability of a business.

This overview of the roots and development of the German savings banks
was intended to show the extent to which the traditional components of
the savings bank concept influenced not only corporate policy, but also
the corporate culture of financial institutions subject to public law in their
evolution into the financial group that the savings banks form today.

Traditionally, the savings bank is the local financial institution. As a financial
partner for broad sections of the population, small businesses, and local
authorities, the savings banks have years of experience with these target
groups, thanks to their principle of ‘regionality’ and their proximity to
their customers. In the form of local authority loans, they have supported
considerably — and are still doing so today — people and the economy in
their respective home regions. The success of the savings banks is not
measured in terms of market capitalisation, but by looking at the
economic, social and cultural results that the establishments have
achieved in these regions.

Figure 4. Number of German Savings Banks 1900-2004
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Although it has continued to shrink over the decades, the savings banks
organisation still has the highest number of branches in Germany
compared with other banking institutions.

Even and especially in the age of globalisation and digitalisation of
financial services, trust is the keyword in any relationship between a bank
and its customer. Due to their deep regional roots and strong local
presence, the savings banks enjoy great trust among the population.
The continuing co-operation — sometimes across several generations —
between the savings bank and its customers is one of its traditional
advantages. For many customers, the fact that their parents trusted the
savings bank and that they have had an account there since they were
children is decisive in choosing the savings bank as their main bank.




Loyalty to the brand requires confidence in that brand: strong brands
develop through history and are, above all, credible and convincing when
they act in accordance with their traditional corporate values. In a market of
financial service providers offering practically the same products, the idea
of the savings banks, rooted in tradition, is a sizeable competitive advantage.

In order for the savings bank brand to exist in the future, the savings
banks are continuing to invest regularly in the development of brand
awareness. The fact that savings banks are — like Siemens, BMW or
DaimlerChrysler — counted among the ten best corporate brands in
the 2004 best brands ranking confirms that these efforts are worthwhile.
The ranking of brands was part of an overall study carried out by the
Institute GfK Marktforschung, a consumer research company. Best brands
is the leading brand ranking, taking account of current performance and
the future success of the brand.

Figure 5. Best Brands 2004, GfK Marktforschung

3 Unternehmensmarke

SIEMENS

BRI Growp

Al

Wi
gdidas-5&lomon
DarmberChrystar
Baywr

Deutsche Telekom
Sparkasse

Allanr

A corporate culture is created and stabilised via a series of successes.
At the same time, it can be jeopardised by internalisation of recipes for
success, i.e. when changes in the environment are not perceived due to
a vision deformed by the corporate culture, and behaviour patterns that
have been rewarded with success in the past are no longer appropriate
to current circumstances.

In the face of the multiple challenges at the start of this third millennium,
the savings banks can rely on elements of their corporate culture which
are already tried and tested. However, they must also develop new
business strategies which are adapted to the new prevailing conditions.

By facing up to such change processes, the following characteristics emerge
as key skills: an enormous determination to learn, speed, openness of
mind, tolerance, openness in dealing with new situations and flexibility.
They are the basis for long-term success. The tradition and continuity
formula — already presented in 1931 by Alfred Muller-Armack (1901-1978),
the father of the social market economy — remains valid for the evolution
of the savings banks.

Taking up the challenges of today and finding solutions for tomorrow’s
world based on a transparent corporate identity is what characterises
visionary companies compared to other companies. The forever young
motto not only applies to people — it can also apply to companies.
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THE REFORMULATION OF RENAULT’S
IDENTITY SINCE 1975

Patrick Fridenson
Professor at the Ecole des hautes études en sciences sociales

Please forgive me for not talking about the history of the savings banks.
You asked me to ask questions about the history of companies, their
identity, and their culture, and deal with them via the case study of a car
company, which | have been studying for some time. So here is the
question that | want to talk about, and that | would like to discuss with
you. Today, we are in an age of large mergers, major take-overs and, as
you know, the savings banks are involved in this trend. We are also in a
period where joint ventures of every kind between large companies are
proliferating to the point that an American historian coined the
expression ‘collaborative capitalism’!. Via these mergers, acquisitions,
and joint ventures, the question arises of whether there is still a place for
a strong corporate or group identity.

To apply this questioning, | shall be looking at a French vehicle manufacturer,
now a global company: Renault. Renault is a long-established company,
although certainly not as old as the savings banks, but nevertheless it
dates back over more than a century. It was founded in 18982, and since
then, it has undergone changes as spectacular as the crisis that it has
come through. The two most notable changes were in 1944 after France
was liberated from the German occupation, a period that led the
Liberation authorities to ‘requisition the use’ and then nationalise this
large private company, and then exactly forty years later, in 1984, when
the company, following many years of success, was on the brink of
bankruptcy, and its shareholder, the state, encouraged it to make radical
changes to its strategy. The changes made gradually since 1985 created
conditions that were favourable to gradual privatisation, and resulted in
its return to the private sector.

1 C.F SABEL and J. ZEITLIN,
“Neither modularity nor relational contracting: inter-firm collaboration in the new economy”,
Enterprise and Society, September 2004, p. 388-403.

2 P. FRIDENSON, Histoire des usines Renault, t. I: Naissance de la grande entreprise (1898-1939),
2e éd., Paris, Le Seuil, 1998

Therefore, you can see where | am heading. Identity is important for the
history of a company. An identity is something that decision makers,
owners, and the national or European political authorities cannot ignore.
Identity is not an inevitably inflexible problem, but on the other hand,
a malleable material. An identity can change. Yet | stress that it has a
hard core — other researchers call it a founding pact — which is played out
originally and over the course of time between the members of the
company at every hierarchical level and the owners. The founding pact,
the hard core, is expected to assume successive dimensions as and when
new teams are introduced. That is my argument3, and now here are four
points to illustrate it:

m the change in the Renault structure in 1975 and its consequences;

m the themes of Renault advertising from 1985 onward and their
relationships with the corporate identity;

B a photo story in 1992;

m and finally, the most recent period, since 1990, the period of mergers
and acquisitions.

The new structure of 1975 and its consequences

Since its foundation in 1898, Renault was a very centralised family firm,
run by family members. The nationalisation ordered by General de Gaulle
and his provisional government on 16 January 1945 deprived the family
of ownership, but did not change the management arrangements.
Once again, it was a group built around an extremely powerful central
authority with a hierarchical structure.

Essentially, the family was replaced by engineers who, as pointed out by
one of them, Pierre Lefaucheux, formed ‘a technocracy'4.

The vehicles made no longer have the same positioning on the car market
and the owner is totally different, but Renault succeeded in remaining
Renault.

3 Cf. P FRIDENSON, « Les apports de I'histoire des entreprises », in A. POUCHET (dir.),
Sociologies du travail: 40 ans apres, Paris, Elsevier, 2001, p. 275-284.

4 P FRIDENSON, « Renault: une Régie a la conquéte de I'autonomie », in C. ANDRIEU, L. LE
VAN et A. PROST (dir.), Les nationalisations de la Libération, Paris, Presses de Sciences Po,
1987, p. 279-293.




The identity of the company came from the strength of its power, its
continuity over a long period as both a private firm and a nationalised
company, the quality of the engineers, the sales force activity and product
robustness.

In 1975, a major change of guard — the last hand-over of the Resistance
generation among the management — took place at the head of Renault.
The successor of Pierre Lefaucheux, Pierre Dreyfus, was replaced by another
former resistance fighter, Bernard Vernier-Palliez. The context was not
really conducive to continuity due to the 1974 termination of the
Peugeot-Renault alliance dating from 19665 and, on the other hand, the
first oil shock. Like many other bosses of large French and European
firms, the new management of Renault fell for the charm and impact of
the multinational consultancies. Therefore, the centralised structure was
considered obsolete and inadequate, and a consultancy firm was hired to
introduce the American “M-shaped” management model, a multi-divisional
company structure to manage the multinational and multi-product
activitiesé. So Renault, despite an unchanged strategy and mainly
operating in the car industry, was a structure characterised by a planning
and controlling headquarters with independent, decentralised divisions.
This structure was adopted (probably at the instigation of General Manager
Bernard Hanon’) to look European and global — with major effects.
It contributed to isolating the headquarters from markets and the
workforce, and therefore from the company identity. As a result, to reach
major as well as day-to-day decisions, it was necessary to go through
many more hierarchical levels. Information, management and the car
strategy were at least duplicated and sometimes completely entangled8.

5 J.-L. LOUBET, Automobiles Peugeot. Une aventure industrielle 1945-1974, Paris,
Economica, 1990.

6 R. WHITTINGTON and M. MAYER, The European corporation. Strategy, structure, and social
science, Oxford, Oxford University Press, 2000, and M. MAYER and R. WHITTINGTON,
« Apres le défi américain: la structure multidivisionnelle dans I'Europe post-McKinsey »,
Entreprises et Histoire, décembre 2003, p. 41-56. M. KIPPING (dir.), Les consultants,
Entreprises et Histoire, October 2000.

7 J.-L. LOUBET, Renault. Histoire d’une entreprise, Boulogne-Billancourt, E.T.A.l, 2000,
p.289, writes that B. Vernier-Palliez, “who always had General Motors as his model” was
responsible.

8 This is not a theleological assessment based on the decisions by Georges Besse in 1985,
but the concurring accounts by many Renault executives collected by the author.

This structure9 left Renault with less clarity and agility to find its way in a
world of multiple competitors. Without protective customs barriers, Renault
products started to become run-of-the-mill. Product quality was no longer
controlled and they were no longer directly linked to design and sales, so
the corporate identity started to lose its customer impact. The result was
an enormous crisis in 1984, two vyears after the massive financial
downturn of the other French manufacturer, Peugeot-Citroén. This crisis
nearly wiped out the Renault company with a 12.5 billion franc deficit at
the end of the year and 60 billion in debt. There ensued a major upheaval
in the company story from January 1985 onwards, when the state as the
shareholder replaced Chairman and Chief Executive Officer Bernard Hanon
by Georges Besse. One of the first things that the new management
did was to abolish the American-style structure and return to a more
centralised structure, which might have been less fashionable, but more
in tune with the markets, and therefore better able to rely on the car
manufacturer’s identity, although changing it somewhat10

Changes in advertising from 1985

In 1985, after this major crisis which followed structured changes, Renault
was once again operational and able to link profitability, structure,
identity, products and above all, customers, so it was necessary to change
the advertising!. The change in advertising was particularly interesting
because Georges Besse tried to return to what seemed to him to be
the identity of the brand by reformulating it. The theme he chose has
changed again in recent years.

9 An American sociologist, in a sensational book devoted to the history of General Motors,
recently challenged the effectiveness of the M-structure: R. FREELAND, The struggle for
control of the modern corporation. Organisational change at General Motors, 1924-1970,
Cambridge, Cambridge University Press, 2001.

10 P FRIDENSON, « Georges Besse et le redressement de Renault », in G.-H. SOUTOU (dir.),
Georges Besse. Des grands projects aux restructurations industrielles, Paris, Editions Rive
Droite, 1998, p. 113-118.

11 For two overall views, cf. C. ZAGRODZKY, Automobile et publicité, Paris, Musée de la Publicité,
1984 , and A. MONTANDON (dir.), Roule la pub! Essais sur la publicité de I'automobile,
Paris, Ophrys, 1988. About Renault : C. ZAGRODZKI, L'automobile..., op. cit., p. 24-31;
E. DEMEY, Une marque en haut de I'affiche.90 années de publicités Renault, Paris, Mad-Cap
Publications, 1987 ; V. SACRISTE, Société et publicité. Enquéte sur I'imaginaire social de
I'automobile de 1899 a 1999 a travers la publicité Renault, doctoral thesis in sociology,
University Paris V, 2000 and (despite the errors that this site contains)
www.museedelapub.org/vrt/mp// renault/.




There are three moments that | would like to mention:

m 1985. After the crisis, the change of management, and the company
re-capitalisation by its shareholder, the state, Renault adopted a new
slogan. This was not proposed by the advertising executives at the
Publicis agency, which has been Renault’s partner since 196312, but
resulted in the contract termination by Georges Besse. It reflects requests
made by the Renault management to the advertising executives and
negotiated with the Publicis. The slogan adopted was: Renault, des
voitures a vivre (Renault, cars for life). This is a slogan where what
matters is not a particular product, nor the brand, but rather the
concept of the car as a place to live. The link is made between the
brand and the many uses that customers make of the vehicles, i.e.
what has been the core of the brand since at least 1945, but actually
for a longer period with the implicit promise of better product quality.
The Renault Espace, although it was launched by Georges Besse’s
predecessor and in co-operation with another company, Matra, would
embody this new slogan. Everyone knows how successful it was.

m 1998, the company’s centenary. The company centenary may be an
inevitable event, which has no consequences, a mere episode in the
rash of commemorations that has been seen in France since the
1960s13. The Renault centenary occurred at a time when the world
was again changing, as | will mention later, and involved a company
whose chairman, Louis Schweitzer, had just reached a turning point in
1996 by appointing Carlos Ghosn as his deputy. This caused a lengthy
and complicated process of reflection. Since they were planning
exhibitions, magazine issues, books, audiovisuals and brainstorming
about what the company could draw today from its history, | was
invited to a meeting to discuss with the executives in charge of preparing
the centenary as a corporate historian. At the end of my presentation,
| was asked, “What stands out about the past of this company?”

So the people | was talking to were wondering about a variety of
components of that past. | replied on the spur of the moment, “What made
this small company into a large company? It was its continued ability
to innovate.”

12 Which was the reason for this research document for Publicis by Roland Barthes:
R. BARTHES, Image publicitaire de I'automobile, analyse sémiologique, Paris, Publicis,
1966, roneotyped. My thanks to Frédéric Abécassis (Ecole Normale Supérieure LSH de
Lyon) for having sent me this information.

13 Cf. P. NORA (dir.), Les lieux de mémoire, 2e éd., Paris, Gallimard, 1997.

Ultimately, the slogan adopted for the Renault advertising campaign
celebrating the centenary and used throughout the year was ‘Renault, a
driving force for innovation for the last 100 years’, with radio spots telling
short stories about innovation interspersed with the ironic phrase: "It will
never work”. In other words, the idea that innovation was the company trade
mark of the company and, despite the acknowledged creativity of its
workforce, initially received with enormous scepticism throughout the world.

m The centennial slogan may seem exasperating at first sight because it
is so trite, but at the same time it contributed in its own way to an
intense process of reflection about the company strategy at a time
when it was changing. This led to the latest brand advertising slogan
since 1999, Renault, créateur d’automobiles. There is no longer any
mention of voitures a vivre. The company has adapted to the new
context since the end of the 1980s. For saturated car markets in the
industrialised countries, the response is product differentiation (instead
of imitation that dominated Renault models from 1975 to 1985),
focusing on innovation and flexibility leading to the message of the new
slogan, which has innovation at its core’4. According to the management,
“the development of the brand [...] implies the construction of a
strong image based on innovation” to compete with models
“designed and manufactured in Germany”. The slogan “shows that the
car is a cultural product, an aesthetic object, a civilised thing, and for
many motorists, a projection not only of their status, but also their
personality. Renault, by asserting its French cultural identity and at the
same time its ability to innovate, is setting itself apart in a world where
consumers are seeking to express their identity and refusing, to various
degrees, any imposed conformism.”15 The press and the markets
welcomed this policy and the models that it supports, with one
exception: the top-of-the-range cars, where the brand experimented
with some exercises in style that had more critics than admirers.16

B So we can see clearly how in the space of fifteen years, through these
three successive advertisements, with two of them lasting and one
being a temporary advert for the centenary, the change of identity yet
lives on.

14 S. BEN MAHMOUD-JOUINI and C. MIDLER, « Compétition par I'innovation et dynamique
des systemes de conception dans les entreprises frangaises. Réflexions & partir de la
confrontation de trois secteurs », Entreprises et Histoire, décembre 1999, p. 36-62.

15 L. SCHWEITZER, « Le cas Renault », paper for the Académie des Sciences Morales et
Politiques, 12 February 2001. Accessible on www.asmp.fr/travaux/communications/2001/
sch weitzer.htm.

16 J.-R. MACCHIA, « Les marques sont-elles bien gérées? », L’Auto-Journal, 23 December 2004,
p. 78-81.




The history of a photo in 1992

The Société Anonyme des Usines Renault, a family firm that was so
family-owned that they owned between 80 and 98% of the capital
depending on the period, was nationalised by the state in 1945 and
turned into the Régie nationale des usines Renault. As | have already said,
it was largely for reasons linked with the tragically shared experience with
Nazi Germany which occupied France (but also partly, as | have shown
elsewhere, for a completely different reason: the determination of those
behind it to revive the French car industry, where production had fallen
since 1930, and guide its development). So the company kept the name
of the Renault family, but lost the first name of its main founder, Louis
Renault, in everyday life, who was still chairman until the company was
requisitioned by the state at the end of September 1944. From 1945
onward, Louis Renault as an individual was sidelined. With this deliberate
absence, a whole section of the tradition disappeared, engulfed in the
turmoil of the Second World War and the changes in society, politics, and
the culture imposed in France by the Resistance and the Liberation.
The Renault management teams could remain virtually identical while
the change in personnel at the head of the new Régie nationale could be
limited. There would always be, on the one hand, the subconscious of
a company that remained tied to the founder, and on the other hand,
the conscious awareness of a break with the past”.

In 1992, the current chairman of Renault, Louis Schweitzer, was appointed
to head the company.'® At company headquarters in Boulogne-
Billancourt, there was a photo exhibition of all the chairmen who had
preceded him since the Liberation. Louis Schweitzer made the decision to
display the photo of Louis Renault alongside them. Strengthening the
identity in an intensely changing world involved the official and symbolic
recognition of the founder’s role, and the acknowledgement in this
company, which was still mainly state-owned, of a totally private
entrepreneur, regardless of the problems he had during the war.
This reinstatement of that history covered both the highs and lows of the
first forty-six years. The photo is there, and Louis Renault has once again
become part of the company’s history.

17 D. TOUSSAINT, Renault ou I'inconscient d'une entreprise, Paris, L'Harmattan, 2004.

18 Cf. L. SCHWEITZER, « L'intérét social de I'entreprise va au-dela de la somme des intéréts
liés a chaque action », Revue Francaise de Gestion, November/December 1996, p. 102-104
(remarks recorded by P. Fridenson).

A period of mergers and acquisitions since 1990

In this new post-1985 world, the company based its identity once again
on its most classical foundations without overlooking what happened
since Liberation, trying to look its strengths in the saturated European
markets. These are highly competitive markets, where being French or
being European is both an asset and a restriction since manufacturers
need to be global. The Renault management decided to consider mergers
and acquisitions on a global scale.

Their predecessors had taken this path previously on a national level with
the acquisition of truck manufacturers, the foundation of SAVIEM in 1955,
and the 1974 acquisition of Berliet. They were mergers and acquisitions
just like the ones that the savings banks carry out nowadays here or
elsewhere.

At the international level, they only attempted co-operation. From 1990
onward, under the Chairman Raymond H. Lévy, the reasoning changed.
It was a time for friendly foreign take-overs. His successor Louis Schweitzer
explains this strategy in the following way, “Renault is too small, too
alone and too French”19. Today, he quotes politician and academic Edgar
Faure, “There is no policy without risks, only policies without opportunities”
or, “The outcome of inaction is death, and choosing inaction is to choose
failure”20. However, adopting this position, which implies changing the
corporate identity quickly, is no guarantee of success.

Stage one: Sweden, Volvo2!. The connection with Volvo (1990-1993) was
initially presented as an alliance, then in 1991, the management of the two
companies “agreed that this connection should evolve towards a merger”,
which was largely a take-over of a partner one-third of Renault’s size.
The result was, on the contrary, a massive rejection by the Swedes, most
of whom perceived a colonial relationship regarding the French
entrepreneurs, the French management, the French workers and the French
government (which took two years to agree in principle to the merger
and imposed a number of conditions that led to it being called off).

19 Déclaration a L’Expansion, 12 September 1994,

20 aux mardis de I'ESSEC, 17 février 2004, reproduced in Le Point, 26 February 2004.

21 P. D'IRIBARNE, « Comment s'accorder. Une rencontre francosuédoise », in ID. (dir.),
Cultures et mondialisation. Gérer par-dela les frontiéres, Paris, Le Seuil, 1998, p. 89-115.
J.-F. DE ANDRIA, « Renault-Volvo. Des fiancailles rompues », Renault-Histoire, June 2004,
p. 31-50.




They interpreted this transaction as a threat to the identity and independence
of Volvo and feared that the extremely strong culture of the Volvo
company, founded in 1926, would be destroyed, or even nationalised by
the back door. At the same time, it cannot be said that nothing came of
that period: the current generation of high-end Renault cars is based on
the evolution of the P4 Renault-Volvo platform, and the product-process
grouping acquired from Volvo has become established in Renault’s
engineering. To be able to co-operate with Volvo and ultimately merge
for the first time since the Liberation, Renault had to obtain agreement
from the state to sell a stake in the company to private shareholders, the
Swedes, and the identity of the company started moving again. The failure
of the Volvo alliance was a lesson for the future. If ever there were other
mergers or acquisitions, they could not be carried out in such a hierarchical
or hegemonic way.

Stage two, the world from 1999-2004. Renault started again with a
policy of partial or total acquisition and, as we know, the first one complete
was Nissan in Japan. This was a very high-risk event. You only have to
compare it with what happened at almost the same time when Daimler-
Benz acquired Chrysler, then when Daimler-Benz acquired Mitsubishi
Motors, and point out that in 2004 DaimlerChrysler had to pull out of
Mitsubishi. The fact that Renault was successful with the Japanese was
because this transaction was not handled in the same way as with the
Swedes. On the contrary, it respected their mutual identities and both
their cultures, even if many things needed to be put right at Nissan or
shared between Nissan and Renault to increase viability22.

At this point, we can assume that there was an attempt to create a
bi-national company and co-operation between the two cultures (which
Air France then adopted as a model for its partnership with the Dutch
airline KLM)23. Nevertheless, | am only a historian — so | am not in a
position to say that it will last forever.

22 D. MAGEE, Comment Carlos Ghosn a sauvé Nissan, Paris, Dunod, 2003. C. GHOSN and
P. RIES, Citoyen du monde, Paris, Grasset, 2003.P. PELATA, « Nissan: le nouveau et le
renouveau », Journal de I'Ecole de Paris du management, Septembre-October 2003.

23 P. FRIDENSON, « Etendue et limites de I'Europe de I'automobile », Entreprises et Histoire,
December 2003, p. 91-100.

Conclusion

We have only been looking at the period since 1975. Of course, we
would have to go further back to highlight the tremendous changes
during the 106-year history of Renault?4. In 1898, there were six people
working with founder Louis Renault — just six people! In 1985, at the time
of the major crisis in the nationalised company which | mentioned earlier,
the group had a world-wide workforce of 220,000 people. Today, with
slightly higher production (especially since the stake in Nissan has been
followed by Samsung Motors in Korea and Dacia in Romania), it employs
approximately 140,000 people. There have been changes in the
geographical locations of the dealer network, and this is a point that
could be of interest to the savings banks. In 1984, at the time of the
major crisis, Renault had 9539 sales outlets on French territory2>.
The network had been expanded over the period of 1945-1975, based
on the model of ... religious sociology put forward by Gabriel Le Bras,
“There can be as many dealers as there are churches in France,” said
Sales Director Philippe Lamirault in the late 1960s26. In 2003, there were
only 5166 dealers, but sales and production were higher27. The large
industrial company also became a real financial company, due to the
modern car business. It grants loans to consumers and its dealer network,
borrows capital, finances new premises and carries out operations on the
financial markets through specialist subsidiaries with offices in France,
Switzerland and The Netherlands. The figurehead of this activity is RCI
Banque, which now “provides a comprehensive range of finance and
services to three customer groups: the general public, businesses and
dealer networks of Renault, Nissan and Dacia”28.

24 Cf. M. FREYSSENET, « Renault : une stratégie “innovation et flexibilité” a confirmer », in
M. FREYSSENET, A. MAIR, K. SHIMIZU, G. VOLPATO (dir.), Quel modeéle productif? Trajectoires
et modeéles industriels des constructeurs automobiles mondiaux, Paris, La Découverte, 2000,
p. 405-440 and « Renault: globalisation, but for what purpose? », in M. FREYSSENET,
K. SHIMIZU and G. VOLPATO (eds.), Globalisation or regionalization of the European car
industry, Houndmills, Palgrave Macmillan, 2003, p. 103-131 also in J.-L. LOUBET, Renault...,
op. cit.

25 J.-L. LOUBET, Renault..., op. cit., p. 312.

26 Account recorded by the author.

27 Direction de la Communication Renault, Atlas Renault, 2e éd., Boulogne-Billancourt,
Renault, 2004, p. 54.

28 P. FRIDENSON, « Renault face au probleme du franc et du risque devises (1957-1981) », in
M. AGLIETTA, C. DE BOISSIEU, M. LEVY-LEBOYER, A. PLESSIS (dir.), Du franc Poincaré a I'écu,
Paris, Comité pour I'histoire économique et financiére de la France, 1993, p. 583-592.
Direction de la Communication, Atlas Renault, op. cit., p. 56.




Despite all of that, and despite all the variations in the company
configuration (including sell-offs, the most spectacular of which was the
sale of the industrial vehicles business in 2001), my fundamental
argument is that, the company is not a transceiver which is only subject
to the various whims, managerial fads, and strategies of consultants,
management teams, owners or the state. The current Renault chairman
stated in February 2001 that “the ambition of Renault” was based not
only on “a persevering effort, although sometimes difficult, to adapt [...]
to globalisation”, as well as “a recognition of the company’s specific
values, cherished throughout its history: technical invention, will to win,
teamwork and French roots”29 and he was not just trying to flatter his
audience. Over time, a brand or a group develops a specific identity made
up of plans, know-how, patents and management systems30 as well as
subconsciously established memories and “social and non-rational”
relationships, between groups inside and outside the company. To borrow
the analysis of the management lecturer Claude Riveline, it has myths and
rituals31. Therefore, | say that for this company operating in a world of
intensified competition and inevitable changing management philosophies,
everything is happening as if the founding pact had been renewed.

29 L. SCHWEITZER, « Le cas Renault », art. cit.

30 P. FRIDENSON, « Le changement par le calcul économique: le cas de Renault (1956-1980) »,
Revue Francaise de Gestion, September/October 1998, p. 60-69.

31 C.RIVELINE, « La gestion et les rites », Gérer et Comprendre, December 1993. R. Freeland,
The struggle..., op. cit., p. 323.

THE EVOLUTION OF THE IDENTITY
OF THE SAVINGS BANKS IN BELGIUM*

Piet Van Bellingen
Fortis Bank

Retracing the history and the evolution of the identity of the savings banks
in Belgium is at the same time an easy and a difficult task. Easy, because
in Belgium, we no longer have savings banks in the traditional form
with the traditional purpose that we normally define it in the business.
Difficult, because for pedagogical purposes and to be clear and
comprehensible, we should take as our example the development of the
complex cultural identity of the CGER, or the Caisse générale d’épargne
et de retraite de Belgique. This was initially a public savings bank founded
in 1865. It then became a public bank in the early 1980s before being
privatised and sold to the international Fortis group in 1993. It finally
merged with the Générale de Banque in 1999. The result of this merger
was Fortis Bank.

The choice of the CGER as being representative of the Belgian cultural
identity evolution in the savings bank business is easy to justify, since
the other organisations had a purely profit-making purpose which was
rather different from the social mission of the CGER. Furthermore, the
volume of transactions both on the assets and liabilities side of the CGER
was another argument for choosing this institution as an example in
our presentation.

Historic context

In 1865, at the request of Finance Minister Walthére Frere Orban, the CGER
was set up to stimulate saving among the working class. The institution
expanded fast and in 1889, legislation allowed it to grant mortgages
which would lay the foundations for social housing. With its retirement
fund and insurance fund, it also stimulated the development of the social
security system.

32 The book Alignment, Cultuurverandering by Pol VANAERDE and Marc JOURNEE, 2003,
éditions De Boeck NV, Antwerp, was extremely helpful in producing this presentation.




By the end of the 1960s, the CGER stood out as the ‘largest savings bank
in the world’, and in the early 1970s, the CGER became a full-service
retail bank that profiled itself as the family bank.

After many years of uncertainty concerning a possible privatisation, the
government decided to sell its public bank in 1993 to reduce public
spending and apply Maastricht criteria. A Fortis subsidiary, CGER was
given a new lease on life as a ‘'modern bank insurer’. Stimulated by a
dynamic sales policy, combined with exemplary industrial relations,
between 1993 and 1998, it became one of the most profitable banks in
the Belgian financial market.

During those years, a new corporate culture developed, based on a
balanced three-way relationship between shareholders, customers and
staff. Gradually, the pride in belonging to a fast-growing international
group emerged. CGER employees felt very close to their company.

With the take-over of the CGER for 34 billion Belgian francs, the Belgo-
Dutch group Fortis acquired 49.9% of the shares in November 1993.
Later, the Belgian state sold it all the remaining shares in its possession.
The acquisition of a respectable company like the CGER was a godsend
for this large financial group. The main reason was the existence of
circumstances that were favourable to change. A change and rationalisation
process had been under way for some years. After months of inaction at
the head of the company, the staff was well aware that something was
about to happen. Although they were worried about their future, they
welcomed the confidence shown by the new shareholder. There was no
aversion to the voluntarist approach of the new management.

Between 1993 and 1998, a wave of optimism blew through the company,
resulting directly in an increase in profits and very strict cost control.
The tremendous change in the company was unique in the privatisation
process in Belgium. In fact, it was a change in culture, combining the
achievements of the past and a new impetus for the future. This new
approach was known as “change within continuity” in the business plan.
In this way, over the next few years, a new corporate culture was born,
which inspired pride and commercial combativeness on the part of more
than 8,000 employees. Moreover, an optimistic stock market climate and
favourable interest rate trends reinforced the effect of internal control.

Evolution of the CGER strengths and weaknesses

For a long time up to the 1950s, the CGER had a virtual monopoly on
collection of funds from small savers, which made it one of the largest
financial institutions in the country. With the financial sector becoming
less specialised, its market share eroded slowly but surely. Its internal
structures, which were very hierarchical and initially even based on the
military model due to its first managers being retired senior officers, were
no longer suited to modern business practices. Nevertheless, despite very
strict discipline, the staff identified with the company, because pay was
higher than prevailing sector levels, and a benevolent paternalism meant
that staff felt at home there.

However, questions could be asked about company efficiency. A large
number of arguments show that before privatisation, not everything was
gloomy, and that in a number of business areas, the CGER excelled. That was
particularly the case on the following points:

m With its very dense branch network, it guaranteed full and excellent
service to customers that matched and even surpassed its competitors,
who were more remote from their customers. The social dimension of
the company forced employees to show understanding in their various
sales and financial contacts with the public.

m As a public body, it could not be compared to a ministry because
the bank had established quality, effectiveness and efficiency as its
trademark.

m Over the years, it showed itself to be rather innovative. From an IT
viewpoint, it was in the vanguard. In 1973, it was the first bank in
Belgium to have on-line terminals in branches that were in direct
communication with the computer at head office. In the mid-1980s,
it scored a world first with a bank statement printer that customers
could use at a hole-in-the-wall terminal to check the situation of their
account.

m From 1980, it started to broaden its product range and very often,
it played a pioneering role.

m At the same time, it was the first bank insurer: the customer could
take out insurance at the bank counter. This was due to the fact that
a mortgage was tied to life insurance.




m The prime asset of the CGER was the quality of its staff. It was an open
secret that the employer paid well, which made it attractive on the
labour market. There was a very attractive fringe benefit system with
a deferred salary in the form of a group insurance where many
generations had contributed collectively as well as the employer who
paid considerable lump sums.

As we have already mentioned, the bank had many weaknesses, which
we shall examine now.

A giant with feet of clay

In 1990, CGER chose TELESIS as an external consultant. The report talked
of a “colossus with feet of clay”. On one side, the company was
powerful: its commercial and financial portfolio reached 1.75 billion Euro,
and annually, a net inflow of savings of 350 million Euro, largely from
compounded interest added to that stock.

It could also rely on a very homogenous clientele, consisting of a very broad
base of the population, ranging from manual workers to white-collar
workers, and including the middle class.

On the other side, it was fragile because 83% of its financial profitability
relied on just two activities: ordinary savings and ALM (Asset & Liability
Management). The profitability of these two activities was very heavily
dependent on non-lasting factors. These were factors over which the bank
had no control, particularly tax relief on ordinary savings and interest
rates. Other activities were actually unprofitable.

TELESIS emphasised the need to focus on the core business: financial trans-
actions of households while steering clear of high-risk foreign transactions.
Other weaknesses

There were other warning signs. In the home loans sector, the pricing was
wrong, and it often lost money on long-term and fixed-rate loans.

A comparable development could be seen in the payment and card services,
which were a heavy drain on operating costs, but which were charged
below market average. To have an idea of the scale of the problem, we have
to mention the more than 1.2 million current accounts active in 1990.

This all resulted in a rise in costs which grew by an annual rate of 10 to 12%,
while the commercial banks were successfully containing their costs.

In the insurance sector, the company occupied first place for life insurance
combined with home loans, and at the same time, for identical reasons, it
had a profitable fire and family insurance portfolio. In 1987, it started offering
car insurance, but too hastily. Very soon, this branch became a loss-maker.

Another unfortunate story was the purchase of an insurance company
specialising in damage insurance — at a price well above its value.
Inadequate supervision caused a situation of continuing losses. A few years
later, the company was sold off at a price well below the purchase price.
This unfortunate purchase was a heavy drain on the CGER-ASSURANCES
results until 1993.

As far as corporate activities are concerned, these were insignificant and
far from successful. In the second half of the 1980s, the institution
was developing its international activities. It opened branches in London,
New York, Singapore, and Paris. Apart from New York, they all proved
insufficiently profitable.

In 1986, a highly-prestigious audio-visual centre opened its doors, but
had to close in 1993.

In relation to the outside world, the marketing department was not
particularly active, and only followed market trends, paying too little
attention to monitoring customer profiles.

Finally, the TELESIS report pointed out the absence of profiles, and the
failure, despite all its endeavours, to be considered as a full-service bank.

Another fact that needs to be highlighted is that the state considered the
CGER a cash cow with funds available at any time. When it was founded,
the institution received 145,000 gold francs as its initial capital. This capital
was repaid in full in 1873. After that, it did not receive a franc in capital.
Furthermore, from its foundation, the CGER fulfilled many social missions for
the state, which represented a loss that had to be recovered elsewhere.

In this respect, the CGER financed social housing from the end of the
19th century, and was the main developer of social housing, mainly to
prevent revolutionary unrest. In addition, each year, considerable amounts
were paid to the Treasury. As an example, we can quote the year 1986,
when 120 million Euro were contributed either directly or indirectly.




Failure to act at the top

From 1974, the company was headed by the same chairman. At the end
of the 1980s, he became ill, and this was reflected in the company
management. Furthermore, there was no sense of common purpose on
the board.

The majority of its members were political appointees. These directors
played the political games of their parties and were pursuing their
personal agenda. Even decisions adopted by unanimous vote were not
carried out due to various obstructions. In 1991, the chairman, who was
tired and weary of these battles, resigned. From then on, until the partial
sale of the company in November 1993, the company drifted, which was
reflected in its loss of market share.

The first change project

After the alarming report by TELESIS, it appeared that a change of
direction was necessary. First of all, the operating costs needed to be
curbed. The cost/income ratio which indicated the health of a company
in the financial sector needed to improve urgently. In 1991, the score was
75%, the worst of all the large financial institutions. The obvious
conclusion was that revenue needed to be increased while maintaining
the same costs.

Secondly, in 1991, the old personnel department was converted into a
modern HR (Human Resources) division. The arrival of a new director was
the starting point for a more appropriate and dynamic approach.

After negotiations with the trade unions, an agreement was signed
concerning a redundancy plan. This provided savings through early
retirement options. At the end of 1993, the aim was to cut the workforce
by 10% as well as optimising human resources.

The company still guaranteed stable employment, but at the same time
expected more flexibility and productivity from its workforce. In the context
of the same redundancy plan, a number of people who were not working
satisfactorily left the company humanely with attractive financial terms.

Privatisation

The announcement of the CGER privatisation caused considerable
anxiety in the company. Many feared an industrial relations bloodbath.
The negotiations progressed rather quickly, and only lasted six months.
However, because the rate of unionisation was over 80%, the unions
were very strong. There was no industrial relations unrest, and except for
one day, no strikes. All 9,000 employees agreed to exchange their
statutory employment conditions for an open-ended contract. The single
personnel system for both banking and insurance was accepted and job
security was guaranteed by a collective labour agreement.

The condition was that the return on equity needed to be at the same
level as in other financial institutions and reach 12% within three years.

New management

In recognition of the fact that a change of corporate culture starts at the
top, the whole board of directors was replaced, and came under the
direct control of the shareholder. The mandate that it received was for a
limited period of time. This drastic change was motivated by the need to
bring about real change, making everyone accountable and in the right
place to create a new team spirit. There were two boards of directors,
one for the bank and another for the insurance business. The new
chairman of the board created a climate of homogeneity and unanimity,
which had rarely been the case previously.

A clear business plan

The new management showed itself to be determined to avoid two fatal
pitfalls for the business: political interference and competition between
the Belgian regions.

The new plan developed the strategic and historic business assets by
developing bank insurance among its loyal customers through a highly
structured sales network.

By using its very advanced IT infrastructure, it was intended to automate
routine banking operations that were very expensive for the bank by
equipping the branch network with ATMs. This would free up time for
providing individual financial advice.




As part of these rationalisations and to put an end to certain legacy projects,
the branches in New York, Paris, London and Singapore were closed.
The bank focused on its domestic market.

In addition, operational business lines were asked to devise business plans
in line with the management’s new vision. These plans became real
landmarks for the company. First of all, the sales network had to put the
customer first by developing segmentation, whereby they could place
the emphasis on the most profitable customers, knowing that 20% of
the clientele bring in 80% of the revenue.

Secondly, emphasis was placed on an increase in revenue and very strict
cost controls.

Thirdly, in the insurance business, bank insurance was to be stimulated as
this was still an area that was under exploited in Belgium.

Finally, human resources received a mandate for launching a new system.

Appropriate structures

The new team introduced a new organisation structure. Only four months
after the acquisition, four large operational units were defined, together
with a number of support functions. In this way, the organisation was
greatly simplified.

Likewise, each function two levels below the board of directors was
declared vacant. Senior and middle management had to apply again.
Based on a screening, it was decided to dismiss around twenty executives.
They received a ‘golden handshake’. This way the management was able
to ensure that key functions and immediately underneath were filled by
the best people in their field.

At the lower level, the ‘Potential + project was launched to give
employees in lower grades the possibility of improving their level of
know-how and skills. Over 5,500 members of staff were covered by this
plan based on the principle: job security yes, same job no.

With absolute transparency and openness regarding job applications, a
new dynamic was created at every level as well as a concept of functional
mobility, which contradicted the past record of standardised and
hierarchised reflex actions. This caused a major culture shock, but breathed
new life into the company.

The key function of human resources

In 1991, human resources was reorganised under the impetus of a new
director, clearly a man with an open vision, who played a crucial role in
bringing about the change process. These plans, with strong support
from the board, were called ‘change within continuity’, and formed the
basis for new structures where everyone had a role.

The human resources policy consisted of demanding better performance
from employees, but at the same time, employees could rely on humane
and socially-acceptable working conditions, which did not affect what
they had enjoyed in the past. In this way, a business model based on
stakeholdership was developed. It took the form of a three-way relationship
between the clientele, the shareholder and the company employees.
It could be formulated as follows: everyone has their role and their share.

At the same time, the human resources policy was based on a social
consultation model that involved staff representatives from the outset
deciding on strategic options and their implications. In the period
1993-1998, human resources launched a number of projects. These had
the clear aim of improving employee behaviour and performance within
the company.

m Off-site meetings
Senior managers who were re-appointed to their jobs met on a
predefined day with the top management at the company’s training
centre. This created informal links and a climate of trust. Executives
had to act as role models and received a clear roadmap. The others
were supposed to follow spontaneously.

H Flexiplan
This was a project where 250 head office employees were encouraged
to switch from an administrative function to a sales function.




Potential +
With a view to optimising personnel, 390 employees with a 'weak’
profile received appropriate training.

Reengineering projects
Human resources supported the reorganisation whereby employees
were guided into different jobs.

Open Job Market
A transparent, electronic system was set up to stimulate mobility within
the company.

Evaluation interview

Before privatisation, there was no question of this. The hierarchical
superior monitors the employee and gives encouragement. If the
employee under performs, the superior gives him or her a warning.
This is followed by the evaluation. In the event of disagreement, an
appeal is always possible.

Dismissals due to non-performance

Employees who had difficulty fulfilling requirements for more flexibility
and changing their behaviour had to leave, but on favourable terms.
The quality of this dynamic human resources policy was recognised
in 1996 at national level by the award of the Securex Award Human
Resources. Two years later, the Human Resources Director was voted
manager of the year.

Strong internal communication

Internal communication very strongly identified with the change process
which was communicated in an integrated way. A crucial advantage
in this regard was that it was part of the human resources department.

Via appropriate communication, human resources helped to achieve
transparency in the organisation. The main thrust of strategy was given
considerable attention and the objectives pursued were constantly
repeated. A writer attended the board and published a summary,
which was a rare occurrence in the business world.

The final result

Without exaggerating, one could describe this as the most successful
privatisation in recent Belgian history. In just a few years, a new corporate
culture was born, which inspired the 8,000 employees to acquire a healthy
dose of fighting spirit and pride in their company. The four causes of
the change in the culture were:

m controlling costs

B soft management focusing on performance

B a human dimension combined with respectful people management
| putting the customer first.

When we look at the pattern of return on CGER equity compared with
other banks for the period 1993-1998, for the former, we note an increase
from 4.22% to 8.79%, and for the latter a reduction from 8.29% to
8.54%. When we compare the ratio between costs and revenue for the
same period, there is a reduction for the CGER from 69.9 % to 53.4 %
and for the banks from 71.4 % to 63.3 %. These trends confirm that
the CGER was transforming from a medium-sized player to a financial
institution that was setting the tone in bank insurance.

Internal rational development, a more pronounced profile combined with
increased profitability and a change in the corporate culture were certainly
having the desired effect.

Founding of Fortis Bank

On 23 June 1999, there was a mega-merger between Générale de Banque
and the CGER in Belgium, Générale de Banque Netherlands, VSB Bank
and Mees Pierson in the Netherlands. The Fortis brand was launched on
21 March 2000.

Fortis Bank certainly achieved a feat by carrying out the merger very
quickly. The integration of services, IT, the product range and the
branches followed in a very short space of time. Quite understandably
this policy produced a certain number of points of operational friction
and inconvenience for customers. They felt that the service provided
had deteriorated sharply in comparison with the old banks, while new
decisions, measures and changes caused resistance among employees.




Confidence in the new bank was seriously damaged. In addition, the stock
market climate was changing in a very volatile way from autumn 2001
onward, and Fortis shares, like others, were having a rocky ride. The bank
was looking for new successes. It was accused of placing too much
emphasis on shareholders and too little on customers and staff.

To counter this negative trend, Fortis formulated shared values that
formed the core of the Fortis corporate culture. These values were:

soundness: we are trustworthy, today and in the future
understanding: we listen, understand and react
innovation: we aim to provide better solutions

clarity: we speak in plain language and do what we say.

In fact, after many trials and tribulations, one is compelled to conclude
that a real corporate culture at Fortis can only be envisaged via various
stages and through the commitment of each employee in his own
business line.

Conclusion

When we monitor the change in the CGER cultural identity, we observe
the existence of a strong identity up to the merger with Générale de
Banque, when that identity disappeared totally. A new one is in the process
of being created very slowly.

The best period in terms of CGER company pride, except for the period
when it enjoyed a virtual monopoly for collecting savings, was after
privatisation in 1993 and until the merger with the other components of
Fortis in 1999. This merger was too heterogeneous to bring immediate
success in creating a strong cultural identity.

The most important conclusion one can draw is about the paramount
role of human resources and internal communication in the creation of real
company pride. To be credible, this process must go hand in hand in any
business with a more extrovert working atmosphere and communication,
very deep-rooted dialogue, and more accessible /eadership, acting as an
inspiration to all. In any case, this is what happened at the CGER, which
was a successful experiment, unfortunately cut short too soon according
to many observers.

DISCUSSION

From the floor

My name is Dirninger and | come from the University of Salzburg in Austria.
| think that the question of the definition of the culture is a key question
that highlights the overall subject of this symposium. But | think that we
should not be looking to find a final definition in the strict sense of the
term. | would advocate an open concept based on the idea that change
and transformation processes are part of the culture. We have seen
examples, such as the Belgian case study. We could also cite the Austrian
example. | would just like to say that here we are looking at a specific
form of transformation. | think that we should associate the term culture
with that of transformation, and try to develop that idea while retaining
an open concept.

A speaker

| do not have an answer concerning the definition of culture, but | am
completely in agreement with you: one cannot define culture once and
for all. That means that you need to define it depending on the way you
use it, and the time when you use it. Listening to this discussion, | realised
that there are at least two approaches to corporate culture. One is a sort
of functionalist definition where culture is almost a tool for managers.
You have the culture. It is there. It is real. You manipulate it and cause it to
take a particular direction. This is a very realist approach to culture, which,
in my opinion, does not hold water.

If you want to understand culture, as the manager of a savings bank or
as a university professor, you need to adopt a more anthropological or
constructivist approach, whatever you think of it. If | have time, | would
like to read you the most striking anthropological definition ever — it will
only take thirty seconds. It was written by the very famous anthropologist
Clifford Geertz. He stated that man is an animal, trapped in webs of
meaning that he has woven himself. In my opinion, culture represents these
webs and its analysis therefore would not be an experimental science
looking for a law, but rather an interpretative science looking for meaning.




He says that culture is nothing more than the meaning that we ascribe to
things, the way in which we understand them, and the way in which we
interpret them. Of course, that applies to a savings bank at every level.
Of course, there are various meanings within a savings bank depending
on whether you are a manager, an employee or a security guard within a
savings bank.

From the floor

In my opinion, corporate culture is not something that comes from the
top, which is imposed by owners or managers. This is a definition that
you find very often among practitioners and academics. Neither is it just
a technical culture linked to the sector, products, or services. What | mean
is that it is partly a mutual construction where customers, employees,
distributors, and the regional environment are factors in the creation, and
not just incidental factors.

From the floor

Professor Schulz from the University of Bonn. In my opinion, there are as
many definitions of culture as there are people in this room. | think that
a definition should be provided. We must define culture. There is not a
single culture, there are several, and | am astonished that although there
are different countries and different nations, there are cultural models in
existence that are maintained in each of these countries: the commercial
model and the non-profit model. At present, we are witnessing a dramatic
change in the times. There is a famous quotation from Chandler, “Form
follows function”. What I would like to ask is whether it is possible to say,
“Culture follows function”.

That would mean that in the process of liberalisation that we are undergoing
at the present time, a liberal culture would remain. Non-profit culture is
perhaps not capable of lasting, and will therefore be eclipsed by the
liberalised culture. Is it true that liberalised culture follows function?

A speaker

First of all, we all agree about the fact that culture is not a stable, but a
dynamic concept, and | think that this concept is important. What is also
important about culture — as Prof. Schulz emphasised — is that something
is shared and something else is not — in this room, within a nation, or
within an organisation. What is shared and what is not is liable to evolve
and will certainly change over the course of time. This is the case for
savings banks. Of course, culture follows function in a way, but function
also follows culture. ‘In the end’ is an expression that | would never use
because there never will be an end. Once again, it is a dynamic concept,
but of course, at present, it is a discourse about the global free-trade
markets that predominates.

Thorsten Wehber

We have one or two questions.

From the floor

| am Hartmut Forndran from the Sparkassen-Finanzgruppe academic
sponsorship association (Wissenschaftstérderung). | would like to establish
a rather bolder connection. In Germany, two types of banks are competing:
groups of small banks, including the savings banks sector and the
co-operatives, and the large private banks. And this is the rather surprising
connection that | would like to make: from the political viewpoint, one
may more or less regard the savings banks and co-operatives (here | take
the liberty of speaking for the co-operatives, too) as prosperous institutions,
working in the public interest, and combining economic success with the
public good. They consider themselves as institutions rooted in their
region, but they are connected together by an association in which many
small firms join forces to compete with a few large firms. My idea is that
the small banks reflect the idea of democracy, a democracy in which the
individual alone does not have a great influence, but where together,
all form a democracy within a state. The large private banks, on the other
hand, perhaps correspond more to a system of power that is only
represented by a minority. | accept that this is a surprising political
connection, but | wonder if it does not also have a link with the political
culture.




Thorsten Wehber

Would someone like to respond?

A speaker

In the savings banks, which benefited from a certain democracy, people
voted for the banks to become limited companies, and therefore one
cannot say that it was a democratic decision. The law on savings banks
was adopted by Parliament, and therefore, | think it is more complicated
than that. According to that law, culture follows function and, where
the free market is concerned, culture creates a reality in its own right.
The management of the savings banks wanted them to become commercial
banks so that they could compete with other commercial banks.

From the floor

I am Mr. Pohl of the University of Bonn. You have all stated that the
savings banks do not seek to make profits. So you want to work without
profits. In that case, you are not businesses. However, savings banks are
businesses, and therefore they must generate profits. But that is not the
question. What is important is knowing for what purpose profits are
generated. For what purpose will they be used? Are the savings banks
fulfilling the social mission that they set for themselves originally? So you
are businesses, and that being the case, and that is the subject of the
discussion today, you must pursue a dynamic strategy, a term that none of
the speakers today has used, which | find rather surprising. Obviously, we
wondered why we are discussing a dynamic strategy for the savings banks,
even if | have the impression that it was not very dynamic in Denmark
— but in that case, it is necessary to say it, too. | think that the second
keyword is identity. Mr. Fridenson raised this subject when talking about
Renault, but | think that Renault is not comparable to the savings banks.
It has to be said that it is easier to preserve the same identity in a family
firm than in a hotchpotch of different financial institutions that make up
the savings banks, whether that pleases us or not. It is a fact, and the
question that we need to ask ourselves ultimately is the following one:
does a common dynamic strategy exist among the savings banks in
Europe or not?

Does a common identity exist between the savings banks in Europe or not?
Or, on the other hand, is the system mixed? These are the questions on
which we should concentrate. | do not want to develop the subject
further, since we shall be discussing it later. But right now, | would like to
ask the speakers who will be with me later not to forget these questions
because | think that they are the key questions that we need to talk about
and to which we may find answers tomorrow. Currently, as you might
expect, | don't think that a European identity exists for the savings banks,
or that all the savings banks are pursuing a dynamic strategy.
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THE HISTORY OF THE SAVINGS BANKS
IN THE CZECH REPUBLIC AND
SLOVAKIA

Reinhard Ortner
Member of the Management Board Erste Bank AG

The Czech Republic

Savings banks have a great tradition where today’s Czech Republic lies,
a tradition based on more than 150 years of development. Although the
savings bank market was established somewhat later than in neighbouring
Germany or Austria, it experienced an enormous upsurge in the late
19th century.

In the century and a half they have existed, savings banks have contributed
significantly to bolstering the thriftiness of all classes instilling in them
frugality, assiduousness and a more cultural way of managing income.
There is absolutely no doubt that savings banks have thus contributed to
the country’s overall economic and cultural advancement.

One drawback to the stormy and unrestrained boom was that savings
banks spread like wildfire in all kinds of organisational forms. The process
of natural centralisation in market economy conditions could not be
developed due to extraneous influences, particularly political ones.
The progress of the savings bank market culminated before World War |1

The era of economic socialisation and central planning that arose shortly
after World War Il affected the position and evolution of savings banks
the most. Transfer of ownership to the state, absolute centralisation,
network reduction and the command economy in effect lessened the
significance and station of savings banks.

Not until the early 1990s did savings banks again begin to gradually
develop their operations under market economy conditions. How long
will it take for the savings bank market in the Czech Republic to achieve
the level of countries with which it was comparable prior to World War Il
is a frequently discussed question.

Slovakia

The first financial institutions founded in Slovakia as early as the first
half of the 19th century were branches of Austrian savings banks (Erste
Osterreichische Sparkasse). In 1824, they were founded in Bratislava and
then in three other cities. Though they operated only until 1841, they gave
rise to independent saving banks later. The first self-aid credit co-operative,
the Agricultural Association, was founded in 1845 in western Slovakia.
It was the first bank co-operative of this kind not only in Slovakia, but also
in Europe.

At the beginning of the 1920s, from a legal point of view, the savings
banks were defined as independent, open financial institutions executing
credit business and using their profit for ‘general’ purpose. At the end
of the 1930s, the Union of Slovak Savings Banks was founded as a
co-ordination centre for all savings banks in Slovakia. There were 15
independent savings banks with 8 branches in Slovakia.

Apart from collecting deposits, the savings banks also concentrated on
lending money in the form of mortgage loans, state loans, loans for
securities, etc.

After the World War I, the whole monetary and banking system was
nationalised in accordance with the Decree of the President of the Repubilic.
However, the ‘folk” banks existed in the original form up to 1948 (until
the entry of the communist system). The state took over the guarantee
for all deposits and for all obligations of ‘folk’ banks.




A fundamental change in savings banks development was the establishment
of the Czech State Savings Bank in Prague and the Slovak State Savings
in Bratislava. After 1968, the most important activities of the savings
banks were represented by accumulation of savings, loans, and credit
services. Gradually, the savings banks extended their activities to a broad
range of other banking operations.

The political changes that took place in 1989, particularly the transition
from directive management to a market economy as well as the later split
of Czechoslovakia all brought about big changes in the Slovak banking
sector. Hand in hand with the formation of the Slovak Republic, the
National Bank of Slovakia (NBS) was founded. Stabilisation of the Slovak
currency became its fundamental function. The Slovak Republic took over
the Banking Act passed by the National Assembly of Czechoslovak
Federative Republic in 1992. The Act reflected existing level of knowledge
as well as the legislation of the European Union.

From 1993, a fundamental modernisation of banking sector has been
taking place. In order to keep the position in the market or build the
position in the developing areas, the banks are forced to invest both in
information technology as well as in modern technological equipment.

In 2001, a new banking act was passed to reflect OECD requirements,
EU regulations and the Basel directives to govern bank supervision.
Bank supervision was enacted on a consolidated basis, personal responsibility
of the bank management and other statutory bodies increased, and
changes were introduced in the field of mortgage banking.

THE SUCCESS STORY OF THE SPANISH
SAVINGS BANKS

Inés Garcia-Pintos Balbas
Coordinator International Relations
Confederacion Espaniola de Cajas de Ahorros

I would like to explain what makes the savings banks unique in Spain.
Unlike what was explained during the previous session concerning the
virtual disappearance of savings banks in Belgium, | would like to tell you
a success story. The unique character of the savings banks in Spain is a
success story.

In order to highlight the difference between the savings banks and the
commercial banks, | shall start by explaining the similarities between
the two groups. The main similarity is that we have the same products
and services, we are subject to the same market conditions, and we have
equivalent relevance in terms of market share. | will explain each of these
points separately and in depth.

The performance of the Spanish savings banks
in the marketplace

As | explained, we have the same products and services, we have the
same sophistication, and we are subject to the same conditions for setting
prices. We can also open branches throughout the country and even
abroad in the same way as the commercial banks. We are also subject to
the same market conditions and we have the same supervisory body, the
Spanish Central Bank and therefore are subject to the same market rules.
As | told you, we have equivalent relevance in terms of market share as
shown by the following table.




Figure 1: Results of the top ten institutions
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As you can see, we start with the two main commercial banks in Spain,
and then we have the two largest savings banks, followed by the
commercial banks and the savings banks. This is an example of how
relevant the savings banks are to the Spanish market.

Figure 2: Market Shares

OTHERS
i

TOTAL
ASSETS

DOMES TIC
DEFGSITS

il
LLI
o
o,
T
7
'—
LLl
o
=
=

Here are two graphs: one shows the total assets and the other represents
national deposits. You can see that as far as total assets are concerned,
we have 43% of the market, and more surprisingly, we are the leaders in
terms of national deposits.

The special characteristics of Spanish savings banks

The purpose of this session is to explain how the savings banks are different
in Spain. | will pick out a few special characteristics: our commitment to
combat geographical, social and financial exclusion; the legal structure;
the strong local involvement of savings banks; and the social objectives
of the savings banks, which we refer to as Obra Social. | will explain these
four elements to you in greater depth.

The first concerns the battle against geographical exclusion. As the figures
show, we have an extensive network of branches and cash machines.
You will notice that we have more branches per head, many more, and
we have more cash machines per head, as well as having issued more
cards per head than the commercial banks.




Figure 3: Wide net of branches and ATMs

Commercial banks  Savings banks Total
N° branch / 10,000 hab. 3.38 4.86 9.26
N° ATMs / 10,000 hab. 4.80 6.69 12.37
N° cards / 10,000 hab. 5.78 6.74 13.37

As far as the battle against social and financial exclusion is concerned,
we are proud to be the players who encouraged small savers in Spain,
and we succeeded in doing that by offering appropriate transactions and
financial products to society. The savings banks enabled more people to
have a bank account in Spain. The term ‘bank account users’ is not
appropriate, but what | mean is that we offered Spaniards the means to
join the banking system.

The other difference is our legal structure. We are not limited-share
companies, but foundations. As private foundations, we have a company
purpose, and we do not have shareholders. This is very characteristic
of savings banks. We have very substantial involvement in the local
community: we have a local structure; our customers and our projects
are local; and we are involved in regional products. Our structure and
our branch network are very decentralised and we are very close to
customers. The decisions are taken at regional level, which is very
important in the Spanish culture as well as the rest of Europe. The people
feel that decisions are not taken in the offices of a multinational bank or
a company, but very close to home — in their town or regional capital.

The Obra Social is a key characteristic: that is what we do with our profits.
We do not have shareholders, so what do we do with our profits?
After having paid taxes and met our obligations — we pay the same rates
of tax as commercial banks — what do we do with our profits? As you can
see, over 27% is used as reserve, but over 70% is devoted to Obra Social
or social projects. That is what we call the ‘social dividend'.

Figure 4: Return to Society

Return to society
2T, 7 % to SocidhWorks

Soundness
T23 % Lo reserves

You must be wondering what Obra Social is? Obra Social corresponds to
the allocation of these funds which will serve to finance, subsidise and in
most cases, manage projects in the field of social and health assistance,
education, research, culture and leisure, and historic and natural heritage.

Figure 5: Breakdown of fund allocation in 2003
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Here is the breakdown of the fund allocation last year. You will see that
nearly half is allocated to culture and leisure because we consider that to
be more universal and concerning more people. We allocate substantial
funds to the rest, and | have added a few examples of the number of
centres and activities financed last year. In the last column, you will notice
the total. Last year, we allocated over a billion Euro to this type of project.

In the last five years, we noticed an increase over time, which would also
be perceptible on a larger scale.

This is why we believe that we are different from commercial banks.
But does society consider us to be different? Last year, we carried out a
survey to know whether they noticed differences between commercial
banks and savings banks. Here is their answer: yes according to 82% of
people interviewed. The following graph shows some of the main
differences between the commercial banks and the savings banks
according to the survey.

It can be stated that as far as the economic terms, the charges, and
investment advice are concerned, people did not notice differences
between commercial banks and savings banks. They think that the
charges are more or less the same, that the investment advice is more or
less similar, and that the economic terms are identical. Where they do see
a real difference is, for example, in the proximity of the branches. You will
notice that 56% think that the savings banks are closer to them. As far
as the best use of profits is concerned, 93% realised that we make better
use of profits, and they believe in the existence of non-profit making
branches in order to bring services closer to the customers.

Figure 6: Change in Funding
(by amount and by projects) from 1998 to 2003
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To conclude, the commercial banks and the savings banks in Spain have
very many similarities, but they also display many differences, and society
notices that.

Figure 7: Differences between the commercial banks
and the savings banks
(survey carried out in 2003)
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WHAT MAKES SAVINGS BANKS
UNIQUE IN GERMANY?

Jurgen Hilse
President of the Management Board of the Savings Bank of Géppingen

It is a great pleasure for me to present the situation of the German savings
banks, and | would like to start by giving you a brief presentation of the
financial institution sector in Germany, which is changing fast. Even though
our situation improved slightly in 2003, some fundamental questions
remain unanswered.

Is our model, based on the three pillars of private banks, co-operative
banks and savings banks still suited to today’s market? Is the operating
model within these three pillars still relevant? Are direct banks, the banks
that are growing fast today not turning everything that has been applied
until now on its head? Which banking services does the customer still need?
Who will finance family businesses in the future? When will the next
large group open up its own bank to present ‘a new form of marketing’
to our sector? | am particularly concerned by this last question because
Daimler Chrysler AG founded its own bank a few months ago and then
converted it into a popular bank. So we are facing a new competitor who
just a short while ago was only manufacturing cars.

How can the savings banks overcome these new challenges? There must be
reasons that explain this success. And they do actually exist. | will attempt
to present them in three stages.

What are the requirements of the German market
and for which services do customers pay us?

Customers pay us because we offer a wide range of financial services
including savings products and conventional credit offerings for private
individuals and family firms as well as housing savings, insurance, investment
funds, and leasing products. The art consists of setting a limit on diversity
in order to remain profitable.

Customers also pay us for the security that we provide to them, and the
trust that we are able to inspire in them. 2005 will mark a turning point
for us because the guarantee obligation of the public institutions, the local
authorities, will come to an end in 2005. It will be replaced by a shared-
liability association whose main purpose will be to insure the institutions
in the event of a crisis.

Finally, customers also pay for an operating model which acts with a
long-term objective not only in terms of sustainability, but also in a
combination of the following three elements: economy, ecology, and
social behaviour.

Another explanation for the success of the savings banks may lie in the
personalised relationship that our staff have with our customers — as well as
our dense branch network, but | will come to that later — and which is not
found to the same extent in private or large banks. This relationship is built
on dependability, continuity, and solidarity. Fortunately, we have been able
to avoid dismissals on economic grounds. We would find it unimaginable
to dismiss thousands like the large banks only to recruit them a few years
later because we have suddenly decided to change our strategy.

What do we do better and what are our strengths?

We think that our dense branch network enables us to offer a personalised
service to as many customers as possible — like the Austrian savings banks.
In particular:

m we know our customers and call them by their name. That may appear
banal, but it is not at all in everyday life

m we show the same respect to all our customers. We do not classify our
customers into groups A, B, or C which would reflect a judgement about
the person, their wealth, or income as is the case at Deutsche Bank

m we offer financial investments as well as loans, and we grant loans to
family firms whether to set up a business or finance them in the event
of a crisis.

In financial investments or loans, we endeavour to take account of the
customer’s personal circumstances. A person starting his working life
requires different products than a retired person. Likewise for family
firms: financing an expansion of the business is fundamentally different
from a re-financing loan.




We also insist that the size of the transactions, such as investment of
funds and granting of loans, should suit the situation of our customer.
This point should not be underestimated: if our federal government had
made sure that it found the right size for the federal budget, our dear
Mr. Eichel33 would not have the problems he is now facing.

With our customer, we must continually estimate what is too much or too
little. In fact, we have to find an internal balance for an investment or a loan.
That is rather difficult, but it may play a decisive role.

Where does our strength come from and what do
we believe in?

We believe in the savings banks brand, built over several generations.
The people like and trust it. Our savings banks are acting here in a
‘genetically’ pre-defined environment, and we exploit freedom and
creativity in this framework to its fullest. We also have to recognise and
respect the limitations of this framework. A short while back, when the
university professors were talking about the subject of culture, | said to
myself that respect of limits is extremely important in this field. Let us take
the example of a topic currently under discussion: the foundation of a direct
bank by the savings banks organisation in Germany. Personally, | think
this goes beyond a limit that should not be exceeded, and the limits even
for a brand are becoming obvious.

Our savings banks brand represents: proximity to customers, personalised
advice, the local authority as the carrier organisation as well as the
manageable size of the region. Another important aspect of our brand is
our system of co-operation with the Landesbanken (regional banks) on
international loans, and the Landesbausparkassen (regional housing
savings banks) for financing the home construction.

Finally, we also believe in a public legal entity as a distinctive characteristic
compared with co-operatives and private banks. The public legal entity
guarantees our independence and our autonomy and makes take-overs
impossible. It is precisely this that protects us from the large groups and
their policy.

33 German Finance Minister.

We also draw our strength from the symbiotic relationship between the
savings banks and the population in their respective regions. This relationship
is based on the principle of reciprocity. In concrete terms, this means that
the savings bank returns part of its profits to the population — rather like
the Spanish savings banks — in the form of foundations, donations,
sponsorship or by paying for missions for the regional economy.

To summarise, we can say that the savings banks are a model of success
and for good reasons. Indeed, they offer customers what they need:
a wide range of products, security and trust as well as a commercial
policy that is designed for the long term. They perform better in terms of
personalised advice due to a dense branch network and help customers
find the right financial products for each phase of their life. In addition,
they draw their strength from a likeable brand, an effective system of
co-operation, a public form of legal entity, and a symbiotic relationship
with the people of the region where they operate.




DISCUSSION

From the floor

| have a question to ask Mr. Ortner after having listened to his brilliant
presentation. What remains of the mission of the savings banks in the Czech
Republic and Slovakia concerning the educational work on encouraging
the least-privileged classes to use bank accounts?

Reinhard Ortner

| believe that a large number of points raised by my colleague are, to
a comparable extent, also valid for the Czech Republic and Slovakia.
Proximity to customers is also a characteristic phenomenon. With 663
branches in the Czech Republic and 348 in Slovakia, we have by far the
most dense branch network. Our closest competitors have at least 50%
fewer branches. We have budgets from very generous patrons in these
countries. We are the bank that undoubtedly deals with the most people
with low incomes and which is not only interested in reeling in the big
fish in the private banking sector. And as you can see, this policy can be
effective if properly implemented. On this occasion, | would like to add
one thing: the largest shareholder in the Erste Bank since 1819 has always
been a private savings bank. At present, it distributes annual dividends to
the foundation in question amounting to about 30 million Euro, which are
then paid to charities. Thanks to its money, the foundation guarantees
the obligations of the Erste Bank, which means that it has an interest in
the bank doing well. This interest is manifested in the form of social and
cultural activities.

From the floor

Mr. Ortner, | would like to ask you a question. You are the person who is
managing the transformation in our neighbouring countries, or as we still
sometimes call them in Austria, the successor states (Nachfolgestaaten)
of the monarchy. You brought up this nationalist problem rather well,
and it has had important effects. There were associations such as the
German association or the Czech association, which have fought quite a
lot or at least been rivals. What is the situation today?

Do you still see phenomena showing nationalist remoteness, perhaps in
a more implicit form, or is the fact that there was once nationalist
remoteness no longer important? One could believe, or public opinion
might believe, that those Viennese are coming to dominate us again.

Reinhard Ortner

To start with, | would say our relations with these two countries, which still
form an entity on our geographical map (our organisers have re-unified
Czechoslovakia), we have fewer problems with Slovakia. That is due to
historic and cultural reasons and maybe also to questions of mentality.
In any case, everything is working wonderfully in the Czech Republic.
If we had won, we would certainly have lost market share. But | think that
this type of rivalry also exists in other countries.

From the floor

A question concerning the specific features of savings banks in a former
planned economy. We have the same problems in the German Democratic
Republic, where after reunification, the situation was characterised by a
kind of development aid from West Germany, by the forming of a savings
banks system thanks to co-operation with West German associations.
What happened in the countries that you were talking about? Why are
old organisational structures that were buried for a certain time reappearing?
What are the specific features of a savings bank system in a former
planned economy? That takes us back to the question of tradition, culture
and interruption by centralist systems. With your permission, | would like
to take the opportunity to ask a question to Mr. Hilse.

Your argument, at the end of your speech, for the symbiosis between
savings banks and customers is extremely appealing, and in my opinion
relevant for the most part regarding symbiotic relationships, respect of
borders, etc. | believe that the foundation of the savings bank lies in
the concept of a region. | think that our association with the promotion
of culture, recognition of the region, the locality, and knowing our
customers is a paramount asset which often tends to be overlooked.
However, | would like to ask you, and perhaps this is rather provocative:
is it possible that the questions that we no longer ask ourselves concerning
the difference between commercial banks and savings banks are not the
right ones? Should we not be more interested in customer profiles?




Should we not ask ourselves: are the savings banks targeting a particular
customer profile, or a specific segment, or a certain type of saver?
Because, you see, that is all changing. The savers who go to direct banks
are different types of investors from those who go to a local savings bank.
And the people who go to Deutsche Bank may be different again. In other
words: it may be that we are just not asking the right questions about the
competition between rural (Raiffeisen) co-operatives, savings banks, and
the large banks. Perhaps we should consider the social profile of customers,
their economic potential, their culture, and their mentality in some way.
Then, we have those who are rooted in the region and who say, “Here is
my money, see what you can do with it, but leave me out of all that”.
And we have what we call ‘hoppers’, those who hop from one opportunity
to another and want to manage everything themselves. | repeat: the bedrock
of the savings banks is perhaps the customers who are rooted in the
region, rather pragmatic, and who prefer a relationship of trust, wanting
to have to exercise as little direct control as possible. And this is perhaps
the segment of the population which constitutes the specific foundation
and the target group of the savings banks. In this case, it is not a question
of different institutions, but of the composition of customer groups.

From the floor

I would like to ask a collective question to whoever is prepared to answer it.
My name is Duqueroix. | come from the Caisse d'Epargne Aquitaine Nord
where we take as much care of our vines as we do our customers, and
the question is as follows. It seems to me from all the presentations that
| have heard since this morning from Mr. Milhaud to Mr. Hilse that there
are two types of savings banks in Europe. There are what | would call the
Mediterranean savings banks in Spain, France and lItaly, which have
retained the founding message of 18th century Enlightenment, which
says that wealth creation is a necessity in an organised society. There is a
second necessity which is to wonder about how that wealth is shared.
We see this in the Obras Sociales in Spain. We see it in the public interest
and the local economic and social projects in France. We see it in Italy.
[t seems to me that in northern Europe, people are much more keen to
preserve the whole of the created wealth, because the original message
has become diluted. | am not saying that it has been forgotten, but it
seems to me that it has been rather diluted by the wish to create wealth
because it is a market economy, a liberal economy, and wealth comes
before the individual. That is my personal analysis. | would like to know if,
as Montesquieu explained it in another era, climate can have an influence
on the governance of savings banks.

Reinhard Ortner

I would like to talk about questions relating to the change from communism
and the needs of savings banks: | feel that one of the greatest needs of
these banks is that of guidance. They need someone to help them to find
their way in the new world of competition. Neither their management
nor their employees were prepared to provide the assistance necessary
for them to survive in the new market. | remember the heated discussions
that we had because the Czech National Bank lowered its base rate
quickly — almost or actually to the level of the Euro. The question raised
was the following one: how quickly should falls in base rate be passed on
to deposits? Our Czech colleagues were extremely worried about losing
money. The question is: if we do not offer the lowest price on the market
for private deposit transactions, who will? And the so-called ‘loss’ of money
is compensated by increased market share. Before that, changes are
necessary. | think that the question of quality raised earlier is one of our
main challenges. Employees usually follow voluntarily as they want to
change, but it is much easier to change something in the Czech Republic
or Slovakia than in Austria, where that takes Herculean efforts.

In the Czech Republic and Slovakia, much more effort has to be put into
‘expectation management’ because people say, “Yesterday, you became
shareholders, so everything needs to be better today.” We have introduced
many novelties in the Czech Republic from an ombudsman to customer
surveys. An employee in a branch does not receive a bonus unless a
minimum level of customer satisfaction has been attained in that branch
—even if all the branch’s targets have been achieved.

Why do customers choose the savings bank? In my opinion, it is due to
the fundamental requirement that an institution should look after people
with modest incomes. It must not be disdainful and should at least try
to solve any kind of financial problem that an ordinary person may
encounter. Whether the savings bank actually succeeds in solving all
these problems is another matter. We have 5.5 million customers, a figure
that by far surpasses our competitors in this region. Only the mission was
different. In the communist era, the mission was to cover the whole country.
A classic example in Slovakia: we bought the bank. It had 633 branches,
only 18 of them in Bratislava, while over 30% of the country’s GDP came
from that region. The ultimate aim was that customers could reach a
branch in at most 30 minutes. That was merely the mission that had to
be fulfilled at the time. Now we have reduced the total number of
branches from 633 to 360. In parallel, we have more than doubled the
number of branches in Bratislava since that is where everything happens,
and we want to be present there.




The Erste osterreichische Sparkasse is now 185 years old, and for 178 years,
it was not a limited company. That is why it was able to remain independent
and why it remained an Austrian savings bank even when from 1938 to
1945 the name Austria no longer existed for political reasons. It achieved
that because it was able to be independent from the economic viewpoint.
That is only possible by generating profits. Otherwise, where would it get
the equity to enable it to handle a growing volume of business, without
having shareholders? That means that profits in one form or another are
indispensable. The only question is: how are they distributed and what is
their importance in the bank’s priorities?

Hans Pohl

We now turn to Inés Garcia to answer the Spanish questions.

Inés Garcia Pintos

| will try to combine all my remarks in a single reply to each of you because
it seems that there are many common points between your questions.
As far as the differences between the savings banks in northern and
southern Europe are concerned, if | had to choose between yes or no,
| would say no. There are no differences in terms of the groups. Our French
friend says that he has observed that the savings banks in southern Europe
were less concerned by economic efficiency than by social responsibility.
| have to say that as far as the Spanish savings banks are concerned that
is not true. Economically and socially speaking, we are all just as efficient
and responsible. We consider that you cannot have one without the other.
Being socially responsible does not mean that one is economically less
efficient. We are on all fronts. We can be both at one time. As far as your
remarks are concerned, you should be aware that we pay the same taxes
as commercial banks and as we represent 50% of the financial system.
| leave you to imagine how much tax we pay. The government treats us
equally in every field. We do not have any public guarantees. There is no
difference in the way we are treated by the state. Of course, the welfare
state in Spain is not as highly developed as in Denmark, but it does not
need to be directly linked with the Spanish savings banks. We try to play
an auxiliary role to that of the state. For example, when the savings banks
were originally set up, and until the end of the Spanish civil war, savings
banks were more concerned with charitable actions, giving food to the poor
and helping house them because the economic situation was different
and the state could not do everything.

Once the state started managing the situation, we started to do things
differently and we tried to anticipate the needs of the population. If, by
your remark, you mean that we have been more successful because we are
more protected by the government, the answer is no. We are not protected
more than the commercial banks.

You must be wondering why we have been so successful. It is difficult to
sum it up in a few words. To give you a number, in the last thirty years,
we have doubled our market share. That means that we doubled it when
conditions were similar to those that we are experiencing now. We have
doubled our market share since the 1970s, a period in which the Spanish
system was liberalised. When the law was examined in 1970, it was
thought that if the savings banks were allowed to do the same things as
the commercial banks, they would become competitors and the savings
banks would be doomed to disappear. Not only did nothing of the kind
happen, but on the contrary, we doubled our market share. That means
that freedom of action enables savings banks to develop if they have a
firm foundation and the right strategy. | don’t know why savings banks
in other countries have not developed, and are not adapted to the new
circumstances. | can only talk about the Spanish savings banks.

In Spain, being a savings bank is a trade mark; we do not want to be
treated like commercial banks.

Why are the savings banks so successful? Why do people like savings banks?
Why do we have a 50% market share? There are many explanations.
One is that we have an appropriate strategy. We had very close ties to
the lower and middle classes, who benefited most from economic
development. Our commercial gamble was that these people were our
customers and they were the ones who changed most following the
economic boom in Spain. We had ties to these people. It is also true
that during the last thirty years, the Spanish economy developed so much
that everyone benefited. Our organisational structures are flexible, much
more flexible than those of the commercial banks. We have fewer employees
per branch and our technological investment is higher. The other important
factor is the user-friendly identity that we convey. People consider us to
be closer to them, and realise that the profits are returned to them.
We also have a corporate identity. People think that the savings banks
belong to a sector that gives them greater dependability and quality than
the commercial banks.




As far as small and large institutions are concerned, | agree on certain points.
I think that the difference lies in the large multinational banks or the retail
banks. In the case of Spain, there is a savings bank identity. In the case of
a savings bank, there is a dual factor because in Spain, we have large savings
banks as well as very small ones. If you went into a branch, and you did
not know if it was a commercial bank or a savings banks, you would not
see the difference: they would offer you the same types of products and
services. In appearance, we could see that it is the same thing. However, if
you ask a Spaniard if there is a difference between La Caixa, which is the
largest savings bank, or the BBVA, which is the largest commercial bank,
they will tell you that there is a difference. | agree concerning large and
small institutions, but | also think that the mere fact of being a savings
bank is a distinctive factor, in Spain at any rate. That is what | wanted to
add to the discussion.

Hans Pohl

Now we can move on to a second series of questions.

From the floor

Let us talk about the question of the social profile of customers. Initially, |
would not consider answering this question in quantitative terms: about
20% of our customers are receptive to the offering by direct banks. They give
priority to the terms, like interest rates, and do not particularly expect to
receive advice and even less to have a personalised relationship with one
of our staff. This sort of ‘do-it-yourself’ customer, who we are seeing
increasingly, responds to this type of direct offer.

The rest of our clientele is highly diversified. Of course, we have people who
also deposit lesser amounts of money. We then pool that money to make
larger amounts which are then used to grant loans. However, we mainly
have customers who are seeking to have a business relationship — fortunately,
there are many of them, and they come to us on a regular basis.

These customers start with an account where they pay their ten Euro of
pocket money, stay loyal to us for a lifetime, take out a home loan or set
up a family business with our assistance. These people constitute, in terms
of social profile, a very important target group for us. And this group
remains relatively loyal to us.

The second question was raised by our colleague from the Bordeaux
region. | found it very interesting that the basic factor for customers was
not only to maintain their capital, but also to increase it. Through the
generations, maintaining capital was always the most important thing in
Germany. And only the current generation — or perhaps already the previous
generation, but certainly today’s generation — expresses this desire to have
‘more’. That can be seen from advertising among other things. In the retail
trade, we have ‘envy strategies’ that can be seen in advertising. This latest
craze — which is already waning — is not healthy for our society and also
affects the savings banks. Seen from this angle, what we are experiencing
at present, moving increasingly away from maintaining and safeguarding
value towards increasing value is perhaps a sort of paradigm change.
Personally, | see it as a paradigm change, and your question made me think
about this subject. Thank you very much.

You asked the third question, Mr. Pohl: is our strategy dynamic? | think that
our strategy in Germany is. You said yourself that it was mainly a difference
between large and small institutions. On this subject, | can but share your
opinion. In our region, there is a small private bank, and when I look at
its commercial policy, | see that it is closer to our own than that of Deutsche
Bank or Dresdner Bank. | think that in this respect, your theory is correct.

From the floor

| have a question for Mrs. Garcia Pintos: can the Spanish savings banks
compete among themselves? In other words, is there national governance?
Is there a national strategy?

Inés Garcia Pintos

Yes, the Spanish savings banks are competing against each other. | don’t
know if you have been to Spain, but if you stroll around the streets of
Madrid, Barcelona, Avila or elsewhere, you will see that there are branches
of the various savings banks and that they are in competition. Because they
have the same models and rules as the commercial banks, they can open
branches elsewhere outside their region. It is also true that some have
opened branches elsewhere because some of them are small and prefer
to have a regional strategy, but the big ones have opened branches
everywhere. Mainly the two largest ones, Caja Madrid and La Caixa, have
branches in every autonomous community in Spain.




I am convinced that if you asked someone working in a savings bank who
their biggest competitor is, they would answer that it is another savings
bank in the same region. At CECA, we try to reconcile the co-operation
between savings banks and the competition within the savings banks.
We are trying to reconcile both, which is not easy sometimes, but we
think that co-operation at pre-commercial level is easier. For example, at
CECA, we are trying to be a platform for co-operation. We propose that
savings banks co-operate at pre-commercial level, but once they reach the
commercial stage, they are once again in competition with each other.

From the floor

I would like to raise two subjects. Are there differences in identity between
large and small institutions? Of course they exist, but | think that we
cannot bring up this argument forever. In Germany and in other countries,
we are seeing an interesting development in this respect: the association
of small or relatively small businesses (It should be pointed out that the
size of savings banks can vary considerably between 40 billion Euro and,
perhaps, one billion Euro. The differences are really enormous), and this
has been scientifically proven with the reports to back it up, can be more
efficient (in terms of transaction costs, analyses, etc.) than large companies.
Efficiency is not necessarily a question of size. The association of small
businesses has proven very useful and profitable.

The second point that | would like to raise is very important to me;
| understand the arguments or the question concerning possible cultural
differences which determine if the public interest is more important in
southern Europe whereas in northern Europe, profits are most important.
| think that a difference between north and south is not relevant. In Norway,
for example — nobody has mentioned this today — there are savings banks,
small savings banks which are scoring notable successes and have carved
out sizeable market share. | do not believe you can say that there is a
north-south divide in terms of the public interest. On the other hand, one
thing is very important: the savings banks seem to have taken advantage
for a very long time of a sort of preserve: no real market economy, no real
competition, but a ‘preserve’. The savings banks enjoyed advantages.
The situation in France was similar. They had certain advantages in the
marketplace. And now, | would like to praise the principle of competition,
and on this point, | am with Mrs. Garcia Pintos.

The savings banks and their organisations in Europe which had to face
competition at an early stage and which did not enjoy any special
protection have had so much success that they are able to invest heavily
in projects in the public interest thanks to their profits. And that is not
necessarily linked to a north-south divide.

From the floor

| would like to ask our German friends. | understood that the guarantee
by the local authorities would not be provided in future, and | believe there
are still 500 savings banks today. Is this concentration of your savings
banks not inevitable or desirable? | think | read at Stralsund that there
was a savings bank which nearly put itself up for sale or was nearly sold
to a large commercial bank. Will that change fast today since there are
very small banks and very large banks in Germany? In France, there are
31 large banks. Of course, we are much smaller than the German savings
banks as a whole, but there is still a difference between 30 and 500.

From the floor

| would like to ask a question and draw attention to one of the factors
that has sometimes been raised, albeit implicitly. In fact, it seems to me
that we have a complex relationship — which is connected with the strategy.
Finally, and we can see this clearly in national cultures, and national history,
concerning the business lines. So, concerning the business lines, these
have become increasingly ‘the same’. In some cases, this sameness has
been applied for a long time, and it has just been said that where savings
banks are exposed to competition, perhaps they have been stronger in
maintaining their personality. Then we have our ultimate purposes, and
in the case of Spain, you have repeated that there can be a strategic will
to maintain different ultimate purposes, to maintain a different offering.
And then, an element which has also been raised is the system of ownership.
Patrick Fridenson talked about that earlier. So it is not a matter of seeing
things in black and white. In Germany, there is a public legal entity.
In Spain, it is a specific legal form.

Sometimes, as in France, there are co-operatives, but | just wanted to
point out its importance. | recently read an economic article which was
not about identity at all, but which compared the economic results of
capitalist private commercial banks in France and the co-operative banks
and savings banks.




In both cases, we are seeking profitability because in both cases, we have
businesses. Prof. Pohl pointed that out. But the differences may come
into play, and my remarks are intended to warn against excessive
sameness. Not everything is the same; there are very different ways of
doing business in terms of identity, but also in economic terms, although
traditional capitalist banks or co-operative banks and the savings banks
are all seeking profitability. We have great differences in the allocation of
profits, which has been discussed at length in the case of the Spanish
savings banks. The second factor to which | want to draw your attention
is that there is also a great difference in the way of steering and
managing that quest for profitability. The economic study that | saw,
showed very clearly that conventional capitalist commercial banks have a
high quest for profitability in the short term, which has a strong impact
on the orientation of business lines. In the case of co-operative banks and
savings banks, the management of profitability is focused much more
on the long term.

We do not have the stock market pressure of a private owner, | think that
that is the reason. Yet they will invest in Southeast Asia. They will invest
in high-risk sectors and it is probably necessary. On the other hand, there
must be pluralism in the offering because co-operatives or savings banks
will seek profits in the long term, and will concentrate on satisfying the
people’s basic needs. There is a coherence between seeking profitability
in the long term, searching for lower short-term profits, and at the same
time | would say, attention to social needs which will probably be covered
much less (investment in housing, infrastructure, associations or SMESs).
Of course, there are sectors where sameness does exist, but there are
probably sectors where it is necessary to maintain strong differentiation
including in purely economic terms, the way in which a bank seeks its
financial results.

From the floor
My question is for Mrs. Garcia Pintos. You are spending a considerable

sum on what you call Obras Sociales. According to what principles or rules
do you calculate the amount of money devoted to these social projects?

Hans Pohl

Any more questions?

From the floor

It is clear that we have two kinds of audience here. People who work for
savings banks want to defend their strategies and it is a very good thing
to be part of a savings bank and continue to be so. | do not intend to
debate that, but my viewpoint is different and | think it is important to
point it out. Take the Danish example: the questions and comments imply
that the Danish savings banks had ineffective strategies. That depends on
the way that you look at them. As commercial banks, they were very
successful and most of them are very efficient in the marketplace. A strategy
is poor if it is based on an abstract theory. Do you see what | mean?
We need commercial banks and what we need from a macroeconomic
viewpoint is a financial market that meets all the requirements for loans and
savings. As far as | know, there are no indicators concerning the Danish,
Swedish or Finnish economies, which have undergone substantial structural
development, that there are inefficiencies in the financial markets because
there are no longer any savings banks. We have different viewpoints.

I would also like to add that we have a very similar history from 1800 until
the economies developed in the years 1950 and 1960. It was then that
the situations diverged. Why did they diverge? Was it the role of the state?
Was it because of the culture of the savings banks or national cultures?
Was it because of the different phases of development and industrialisation
and the services sector? In my opinion, the important question is should they
remain savings banks or become commercial banks. | understand what
interests you, but | have a different viewpoint.

| think someone made a very important point that protection means that
the Danish savings banks were less efficient. In my opinion, deregulation
and liberalisation of the financial sector more or less happened at the same
time throughout Europe, and our Spanish colleague also pointed it out,
so | am not sure that it is really the reason.

A comment about Norway: Norway has always been different. The Norwegian
financial sector is very decentralised and has always been for historic
and cultural reasons. Norway also has a very decentralised commercial
banking sector.




Hans Pohl

Any more questions?

From the floor

Yes, one of the special features of the French savings banks, compared
with the French banking system, is that they have a special product, the
savings book. | believe that in other European savings banks, this product
does not exist or nor longer exists. So | would like to ask our German or
Spanish friends how they managed the transition from this savings book
and how they managed to continue and uphold their specific character.

Inés Garcia Pintos

| am going to talk about the Norwegian situation although Norway is
different. If | had to choose a European country in which the savings
banks are similar to the Spanish savings banks, it would be Norway over
any other European country. They are private, very decentralised, and they
have a large market share. This also highlights my own remarks because
| don’t think the difference lies in a north/south divide. In Spain, we have
special links with the Norwegian savings banks, mainly for these reasons.

| think that pluralism and diversity are very healthy, not only in biological
terms but also in economic terms. If the structures work well and are
efficient, why not have just one structure? | agree with that. | agree with
you, the difference is not that we do not maximise our profits because
we manage our institutions by trying to maximise profits. The difference
is what the profits are used for.

Of course, | was only answering your question. | am not trying to say that
a savings bank is better; what | want to say is that the savings bank model
in Spain has been very successful. | am talking about the reality: | am not
an academic. | rely on figures and reality. Once again, | am not saying that
it is preferable to be a savings bank. | am just saying that the Spanish model
has been successful.

Someone said — | think it may have been you — that if the savings banks
are disappearing, it may be that people no longer feel a need for savings
banks as such. | cant remember the details of the study any more, but | do
remember reading that in these countries, particularly the United Kingdom,
where savings banks have disappeared, there is a high risk of financial
exclusion, and that people living in small villages, belonging to the lower
classes are no longer able to open an account, etc. In Spain, we are present
in the villages and small towns. What would happen if the savings banks
disappeared? | don’t know. Perhaps in some of these towns, there would
not be a branch because the large banks have a different strategy. | don't
say it is bad, just different. They are a different size, and perhaps that affects
their vision of the world. I think that the risk of financial exclusion is high.

As far as the deposit or savings book is concerned, we do not have an
equivalent of the ‘livret A’. We do not have savings accounts that are
subsidised by the state. We have a savings book that corresponds to the
way we started to take deposits from our customers — a system that was
copied by the commercial banks.

What about the rules for the Obra Social? | am not sure | understood
the question properly. The Obra Social is decided by each savings bank.
In Spain, the savings banks are completely independent because as they
are in competition with each other, they take their decisions concerning
the Obra Social in accordance with their principles and objectives.
After profits, they pay their taxes and then decide about the types of
projects and the amount to allocate to the Obra Social. The plan for the
Obra Social must be approved by the Bank of Spain, which is often the case.
Then they are in charge of the projects, managed jointly with organisations
such as NGOs, local authorities, or associations. About 70% of them are
managed by the savings bank itself. | don’t know if this answers your
question.

From the floor

A question was asked about the concentration of savings banks in
Germany, in order to allow a new structure to form at the level of the size
of individual savings banks. You also talked about Stralsund — it was
actually a very special case. The Stralsund savings bank was incapable of
surviving alone and refused to merge with neighbouring savings banks.
Then, an unwise mayor speculated on a surplus, offering this bank for sale
to the large banks. It was his rescue attempt.




Now it has failed because the regional legislator blocked the transaction
before it could happen. Finally, the Stralsund savings bank will merge with
the neighbouring savings banks, and it is good that the problem was
solved within our group. The structure of the savings banks will probably
be subject to other slight changes. There are still very small savings banks,
which Mr. Forndran already mentioned. In some regions, there are still
several savings banks which cannot survive on their own. Our Land of
Baden-Wirttemberg is the best example. In Wirttemberg, we have relatively
large savings banks in a single ‘region’ (in Germany, we refer to this as a
“Landkreis”). In Baden, the other part of Baden-Wurttemberg, there are
still very small local authority savings banks, and savings banks that are
associated together, resulting in three to four small savings banks in a
Landkreis. Now, these savings banks are also merging to form a regional
savings bank (Regionalsparkasse), and district savings banks (Kreissparkasse).
This process is on-going, and it is sensible if we wish to guarantee quality
in all our fields of activity.

The second question was whether there are also differences in economic
terms in the commercial policy of savings banks. On this subject, we have
mainly highlighted the difference between the short-term commercial
policy of the large banks and the long-term commercial policy of the
savings banks. | can confirm this theory for Germany. The large banks
concentrate first and foremost on shareholder value, such as the interests
of shareholders, and are looking at the very short term. On the other
hand, the savings banks concentrate on customer value. In fact, we aim
to maintain customer value and plan in the long term. We believe that
this principle is more rewarding for us in the long term. Moreover, we
have not had any chaotic changes in strategy like those carried out,
without great success, by the large banks in Germany over the last five to
ten years. The third question that | would like to answer is the importance
of the savings book. In Germany, the savings book or ‘Sparkassenbuch’
is very important. Perhaps we rather neglected it from the marketing
viewpoint, but we have just rediscovered it.

On the one hand, the German name of this product contains the term
savings bank (Sparkasse), and we absolutely need this deposit product to
refinance our loans. We need to breathe new life into the savings book,
and make it a successful product again.

3. PRESENT CULTURE AND
CURRENT STRATEGY: WHAT
CHALLENGES LIE AHEAD?

Session Chairman: Jean-Louis Hébert
Director at Caisse Nationale des Caisses d’Epargne

THE EVOLUTION OF THE FRENCH
SAVINGS BANKS

Jean-Louis Hébert
Director at the Caisse Nationale des Caisses d’Epargne

I am struck by the diversity of situations of the savings banks, whose
original identity and culture dating from the 18th and 19th centuries
were relatively similar. We have examined the example of a powerful
savings bank, taken over by a large financial group resulting in a virtual
loss of its identity within that group. We have also considered the case of
mergers between savings banks and commercial banks without it being
possible for us to know precisely what proportion of the savings bank
culture was introduced into the new entity that arose from the merger.
We have also been informed about a number of savings banks which
maintained the stability of their organisation, despite very substantial
business expansion. A relative stability in the organisation avoided having
to reconsider the question of their culture and identity, except to update
it to reflect the modern world, greater competition, increasing demands
from customers, and the fact that we are in Europe. Some values like
proximity to clients no longer have the same meaning that they had at a
time when customers in the canton of Limoges had a relationship with
the Caisse d'Epargne de Limoges and not with a savings bank in Hamburg
or Marseilles. We shall also see that there are savings banks which have
undergone genuine internal revolutions while remaining savings banks.
It was said yesterday by our chairman Charles Milhaud: to adhere to an
identity that was wanted and has been lived by the founders and today’s
employees and customers.
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Adhering to that identity, while giving it a modern meaning, and relying
on this culture and this identity to promote the internal revolution is what
the savings banks are experiencing.

So we can see that from the relatively similar situations of the 19th century,
there are divergences in organisation, situation, and culture between our
European savings banks.

First of all, we will talk about the case of the French savings banks,
particularly their values and the way that they and their identity have
evolved. As the session Chairman, | would like to remind you very briefly
of the major steps in the evolution of the French savings banks since
their foundation. | believe this recap is necessary since, in view of the
presentations that took place yesterday, it is not possible to understand
problems of culture, identity, and their impact on the dynamism of the
savings banks without retracing that evolution.

The ownership of equity

The French savings banks were founded in the early 19th century. The first
savings bank, the Caisse d’Epargne de Paris was founded in 1818. During
the 19th century, there was a dual movement in the creation of savings
banks: private initiatives, and initiatives by local authorities. By the 1940s,
there were around 500 savings banks in France, half of which were
private savings banks, managed by what were referred to at the time as
the philanthropic middle class, and municipal savings banks, whose board
of directors was the municipal council with the local mayor as the chairman.
In 1942, this municipal regime was brought to an end, and all savings
banks became independent from the public authorities and private
establishments operating in the public interest. They did have this special
feature, mentioned yesterday by Mr. Fridenson who talked about Renault.
Although they were private establishments operating in the public interest,
the savings banks did not have an owner; they were establishments
operating in the public interest, but without any members, rather like
foundations, which are private in France.

This changed recently, particularly with pressure from our competitors as
well as from Brussels, which was starting to become concerned about our
status, arguing that since we did not have any owners we were in a
situation that distorted competition with other commercial banks.

In fact, it was claimed that, without any capital to be rewarded, we had
a competitive advantage compared to commercial banks as well as with
the co-operatives, which reward the capital in their establishments but in
a different way.

As far as the business activities were concerned, the French savings banks
have also undergone major changes. Unlike the German savings banks,
which have a status and great maturity in terms of business, the French
savings banks, until the 1950s, earned their living from a single product
which was the ‘livret A" underwritten by the state, and whose funds were
centralised in a public institution, the Caisse des Dépéts et Consignations.

This institution used the funds mainly for investment in local authorities
and social housing. There have been many changes since then. First of all,
during the second half of the 1960s, there was a gradual diversification
of the French savings banks, with an increase in savings products and
opening of loans to private individuals. They were allowed to open cheque
accounts in 1978, when following the Debré laws of 1964-65, the majority
of French people already had banking facilities with cheque accounts.
In 1987, the French savings banks were also allowed to work with
business customers.

In 1983-1984, a major step was taken with two laws. The law reforming
the savings banks of 1983, and the banking law of January 1984, which
gave the savings banks, like other networks, the status of credit
establishments, as defined by the Second European Directive. With the
ability to offer all banking products and services, both in terms of saving
and loans, the doors were now open, at least virtually, for the French
savings banks to become like other banks.

The third aspect that needs to be highlighted is a situation that is a bit
different from the one we saw yesterday. In 1983, there were 473 savings
banks spread around France, but the ratio of their size, in terms of
balance sheet total and/or equity, was 2000:1. So there were very large
savings banks, like the ones in Paris, Lyon, Marseilles or Bordeaux, and then
there were ‘toddlers’ like the one in Belle-lle-en-Mer — which | recommend
visiting — or Pézenas.




The network of the French savings banks voluntarily embarked on a
tremendous process of concentration — rather than having it imposed by
the legislation. Between 1983 and 1991, their numbers fell from 473 to
180 savings banks. And in 1991, we carried out a rather spectacular
merger operation: in a single operation, these 180 establishments were
concentrated into 31 savings banks in France itself, given that we had
three savings banks in the French overseas départements.

Today, the network in France consists of 29 savings banks. Since last year
there were two mergers and we are now regional banks. In practice, each
one covers a French region without any alteration in the proximity, the
decentralisation of the decision-making, and the responsibility for close
customer relationships. A fourth phenomenon was the strengthening of
ties with our customers, who became our members. As | said earlier, we had
the problem of ownership, since we resemble foundations. We considered
that, in a competitive world, we needed to evolve towards a similar
statute to our main competitors. Moreover, there was no question of
converting into a conventional limited company in view of our traditions
and values. The network took the decision, backed by the necessary
legislation, to convert into a co-operative bank. Since the emergence of this
co-operative structure in 2000, we now have three million members who
own their savings bank. So we went back to our customers to tell them,
“Come to us to take a stake in our capital, which will bring a return”.

The fifth phenomenon: the creation of a group. Until 1983, the savings
banks remained independent, particularly the 473 savings banks that |
mentioned earlier. They were somewhat subject to distant supervision
from the Treasury in Paris and the Caisse des Depots which centralised all
the funds. At this time, a national savings banks centre, the Centre
National des Caisses d’Epargne was set up. It played the role of central
body at the head of the network with the power of authority to order a
number of common arrangements, in particular the definition of
products and services offered by French savings banks. This means that in
all the French savings banks you will find the same products and services.
In France there is the territorial continuity and territorial continuity from
one savings bank to another, which is so important in a world of mobility.
We took an additional step in 1999, raised yesterday by Charles Milhaud,
with the creation of a Caisse Nationale des Caisses d’Epargne which is
65%-owned by the savings banks. It is a conventional limited company
with the Caisse de Depots et Consignations, our historic partner, holding
a 35% stake.

This Caisse Nationale des Caisses d’Epargne is both the central body of
the savings banks group, the holding company for all the subsidiaries,
and its central bank. Besides that, and | think this will be mentioned
shortly, a national federation of savings banks, the Fédération Nationale
des Caisses d’Epargne was set up, which represents our three million
members and the interest of savings banks themselves.

You are no doubt aware that this evolution is still accelerating since we
are in the concluding phase. Over the next few days, we will take control
of the investment banking arm of the Caisse des Dépéts, IXIS, with a
number of its offshoots: Capital Market, Asset Management. The Caisse
d’Epargne group will also become a full-service bank in the next few
days, making it a bank for personal customers, a regional bank, a bank
for local authorities as well as an investment bank with locations in the
United States, where IXIS already has 5000 people.

In 1983, the French savings banks took control of their own destiny, at a
time when the authorities had a general tendency to consider that this
very rich network was bound to disappear because it was rather marginal
in terms of internal rate of return, and because in view of the competition,
the large banks would wipe out the small ones. Faced with this situation
of relative marginalisation, we succeeded, without joining forces with
other commercial banks, to become the third-largest French bank both
for personal customers and full-service banking. We did this while retaining
the savings bank name, even if, as | said yesterday morning, we are now
working under several brand names: the savings bank brand name (which
is an umbrella for 29 savings banks in France and the 4500 branches in
the country), as well as 'Crédit Foncier’, specialising in real estate, and
‘San Paolo’, a bank specialising in SMEs/SMIs, and other organisations.

To conclude, | believe that we, as the French savings banks, draw our
strength from being able to reconcile local roots which already existed
(strengthened by the three million members who joined our Caisse
d’Epargne company, and now own a portion of the capital) with a very
powerful national organisation. It is necessary to know that in the next
few days, nearly half the equity of the group will be split between the
savings banks and the Caisse Nationale. Irrespective of the power of the
local and regional savings banks, with their ability to listen and their local
service, there is also, without this being a contradiction, genuine power
held by the Caisse Nationale.




This is driving the development of the group, setting targets for all
managers while being the driving force for diversification both in terms
of products and geography, since we are now looking towards Europe
and beyond. | think that this reconciliation has enabled the French savings
banks group to retain its identity while becoming a banking player whose
structure bears little resemblance to what it was just twenty years ago.

In the face of these necessarily rapid changes, what has happened to our
culture and our values? Have these upheavals that | have just described
threatened and hindered these values? Have they been purely and simply
abandoned? Have we turned our backs on the past? We have seen that
this is possible because others have done it. We heard presentations about
that yesterday. Or have we instead opted to update them? Another question:
what strength and what dynamism do we derive from our culture and
our values for our future developments? Are they a source of dynamism
in relation to the dazzling pace of change that we are experiencing?

FROM IDENTITY TO STRATEGY:
THE FRENCH SAVINGS BANKS GROUP
APPROACH TO ITS VALUES

Jean Borenstein
Secretary General of the Association pour I’Histoire des Caisses d’Epargne

and Daniel Duet
Director of Economic Affairs — Caisse d’Epargne des Alpes

Made this presentation jointly during the symposium.

The text of their speeches as presented here reflects their presentation.

Daniel Duet

Our presentation aims to reflect the loyalty and development of the French
savings banks with regard to organisational values. It is this dynamic that
the group tried to retain and improve in its approach to values, which |
shall be reporting on with Jean Borenstein during this speech.

From February 2001 to May 2002, the Savings Banks Group has conducted
in-depth, detailed work into its values; these results were announced in
October 2002 at its national congress. Jean Borenstein and | participated
in all this work and we shall try to report on it, even though this is a
process that is still on-going. It will be for a long time to come since
relying on our values is synonymous with the long-term commitment of
the savings banks.

To try to put matters in context, | will refer to Pascal to explain an essential
reality: values rely as much as possible on intuition rather than vertical
thinking. In this field, it is necessary to avoid a pitfall criticised
peremptorily but nevertheless quite correctly by Claude Martinand who,
having attended the Inspection générale des Ponts et Chaussées and the
Ecole Polytechnique, knows what he is talking about, “The more you
count, the more you count incorrectly, because you don't count everything,
and what matters most is what is left out.” Nowhere does this saying
apply more than in the field of values. The duty to use intuitive thinking
would not hinder the commitment to act.




We insist on a key point, which is, of course, the relationship to action:
as a tree is judged by the fruit it bears, so values are judged by their
conversion into actions. Before getting to the point, it is useful to try to
cite the method context and the situation which led to this work. | will
do this in three steps.

Figure 1: The organisation and its levels of reality
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The first concerns the necessity of taking stock. When examining the
relationship between a company and its values, we are dealing with a
complex evolution, something that is diverse and needs to be managed
in a diverse way. Just as man does not live on bread alone, a company is
more than just its products, and of course, there are different realities. If
we try to distinguish the levels of reality, we should not do so in terms of
hierarchy but rather of interaction. We know that we have a first level,
consisting of very concrete things, techniques, products, processes, and
procedures. This is a level where things are put into practice. Then we find
a second level with elements that are just as tangible, but already much
less visible such as business lines, strategies, and organisational structures.
It is this second level of reality that | will describe as ‘incarnation’.

Why? What can this level of reality incarnate or create? In essence, things
that are at a further level: the company’s vision of the world, its mission,
its culture, and its values, and there we are dealing with inspiration. It is
something that gives new life that gives opportunities in the long term.

Patrick Fridenson talked about a founding pact. This is what we are
looking at. Louis Pasteur said that “the greatness of human ventures
could be drawn from the inspiration that gave birth to them”. So it is at
this level that the very intangible elements at work in a company are
visible. The key point in this field is simply to say that any company, and
even more so companies that are changing fast like the French savings
banks, must manage the congruence between these levels of reality.
Congruence is a word that is not often used, but which conveys the idea of
synergy, quite the opposite of what the concept of mechanical alignment
would be. In reality, the dialectic between these levels must act — the current
has to flow. Of course, there may be delays, adaptation is not necessarily
immediate, but there may be a time when it is too late if it does not
happen. Just think of companies with an important historic heritage like
Manufrance, which disappeared because they went on to the point of
collapse, until the different levels of reality finally tore them apart.

Figure 2: Twenty years that changed everything
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The second important element is the context of the situation. Between 1970
and 2000, and singularly over the course of the last 20 years, the vivacity
of the French savings banks has been quite exceptional. They have never
undergone a period of so much change, and few companies ever undergo
such far-reaching changes. The fact that the products and services offered
by savings banks mushroomed, the size of its staff increased, the variety
of its clientele completely changed had a considerable impact on its
operations. The savings banks went from a single product in 1965 — the
‘livret A” — to almost 400 in the year 2000. And then, in parallel
with that, a process of organisational change was launched, which was
just as fundamental, involving a transition from 600 disparate savings
banks to around 30 entities organised, focused and structured around a
common strategy.

If we return to the previous point and the different levels of reality within
the company, we can certainly understand that from the time, when such
serious and fundamental steps have been taken, the group has actually
become aware of a risk of hiatus. The hiatus risk that | mentioned between
the values that had never been re-examined were mentioned a lot within
the group because it has a strong identity. However, this could be used
in a rather random way and could also change into a risk of deadlock.
Some people could point to the values as an excuse not to change, and that
does happen — particularly in companies with a long history. So, between
this evolution and the collection of unchanged values, it was necessary,
and | shall use a musical metaphor, to get the values back in rhythm with
the changes that had occurred in the company.

For the third element, we should mention the method. To carry out this
procedure, and Jean Borenstein will return to this later, the savings banks
went through an assessment process via surveys, and interview processes,
but they also went back to history. Starting from the realities, there is a
return to a core that | would qualify as historic legitimacy. This attempts to
find an open procedure to draw on the core to make it dynamic. This means
neither seeking to keep it unchanged nor seeking to free oneself from it
on principle — the objective being to achieve a modernised framework of
values. Going back to history in a way, so as not to build on just anything
or a catalogue-style procedure, which many rather botched studies about
values present, but instead a renewal of the dynamism of those values.
We see any number of companies claiming to perform better, be more
dynamic and welcoming without having any real awareness of their
own culture.

So we have to start from the historic base, re-identify a number of values
that are undeniably founding values, and then open up the scope.
That is the point at which we tried to give expression to an ambition of
intuition, subtlety, and a qualified approach instead of pure vertical
thinking. That is the ambition that | mentioned earlier, hoping that we
were successful because that is what any work in this field requires.
We know that very well: in terms of values, imagination, and symbolism,
the slightest shift of meaning may have major effects in a positive or
negative way. So we wanted to carry out affinity management, opening
up the scope, starting from the founding values to a number of other
closely-related values, either in semantic terms or cultural terms. The goal
set in motion a genuine ability to update the values, if possible rich and
fertile, but which does not consist of doing just anything, and heading in
any direction which is not consistent with the history and culture of the
company. Was it not Valéry who said, “History is what prevents the future
from being nonsense”? If updating has occurred, it was intended to be
consistent with the cultural and semantic field of the founding values: open,
open wide, but do not betray. Unlike catalogue values that | mentioned
earlier and which we see so often on brochures printed on expensive
paper, our approach was guided by th