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Abstract

In the aftermath of the financial crisis of 2008amg European local governments faced
difficulties in financing their investments due ltoth a partial bank withdrawal from the local
government borrowing market and money transfer frata the central state to the local public
sector. Additionally, the new Basel Il regulaticam® likely to negatively affect the low interest
borrowing of local authorities and the current Eagan sovereign debt crisis raises questions
about the low-risk qualifications of the local pgldector. This study examines to what extend
the Swedish local government funding agency Kommuest can serve as a model for cost-
efficient and diversified funding for local goverents from the perspective of the social and
public economy. Kommuninvest, a cooperative of rfitial services regulated under private
law, which is 100% owned and governed by Swedishllgovernments, procures funds from
the capital markets through the issuance of bomdsallocates them through loans to their
members. | have used qualitative empirical methmzded on ad-hoc questionnaires. The results
are divided into two groups. The first group deaith social economy concepts: | argue that
Kommuninvest can be considered as, firstly, artyemthich lies at the boundaries of the social
economy concept, and secondly, aggie coopérativea public cooperative. The second result
group suggests that Kommuninvest can actually sesve model tool for diversified and cost-
efficient funding for other local governmentShe Swedish agency benefits from a unique
institutional framework of internal and externalabling conditions.However, this unique
framework constitutes a limit for a successful klstament of the Kommuninvest model as

other countries have their own specific culturaljtical and legal contexts.

Keywords: Kommuninvest, social economy, local governmentdfng agency, cooperative
society, régie coopérative, pooled finance mechanifocal finance, local government,

cooperation
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1. Introduction

Subnational governmentglay a key role in public investment. In OECD cbigs,
72% of the direct public investments were carrietl lmy the local and regional authorities in
2012 (OECD, 2013). The local level constitutesdhtual space where citizens experience and
develop their cultural, social, economic and paditicommunity. The community’s welfare is
based to a large extent on the public servicesimfnastructure which are facilitated by the
public authorities. Subnational governments’ resgality to promote and ensure this space is
pivotal and depends on the degree of decentralisatneaning the distribution of competences

between the central, regional and local levels.

Important changes in funding of European subnatiggovernments occurred in the
aftermath of the financial crisis of 2008. The isrisad an impact on the traditional forms of the
funding of local authorities in many European coi@st central governments reduced their
money transfer to subnational governments and baviksdrew partially from the local
authorities borrowing markets creating, for inseicFrance, a veritable credit crunch. Spanish
regional governmentcdmunidades auténomjakost virtually all their access to the financial

market from 2011 onwards in order to finance théwesethrough the issuance of bonds.

Central governments tried to remedy the diffi@dtiof subnational authorities by
financing their investment through existing or ngwteated public institutions. In Spain, the
Instituto de Crédito Oficia(ICO)created a business line for the local autlesriand in France,
the government decided in 2011 to create a soecalléblic pole for the finance of local
authorities péle public de financement des territoredt took form in 2013 through the
foundation of a new public bank for the fundingdafal authorities, th&ociété de financement
local (SFIL) (Bouvier, 2013).

In response to the changes, sub-sovereign furatimgpital markets and collaborative
funding mechanism of local authorities are on ke m Europe (FMDV, 2015; Vetteet al.
2014).

In various European countries, local authoritiearshed, partly in reaction to the
changing market conditions, to ensure direct actesthe financial markets to overcome

dependency on bank finance:

! In this study | use the term subnational goverrimias define by the OECDStibnational governments
are defined as the sum of states (relevant onlcéomtries having a federal or quasi-federal systdm
government) and local (regional and local) govermitsé OECD, 2013:93.



- Various German cities issued bonds on their owm(daer in 2009, Mainz in
2013, and Ludwigshafen in 2014) or pooled theirt digltmand to issue a so-calledub
-deal; where the participating entity is responsible itsrshare; the two Bavarian cities
Wirzburg and Nirnberg collaborated in a joint basgliance of EUR 100 million in
2013 and the six cities of theand North Rhine-Westphalia issued together a bond of
EUR 150 million in 2014.

- 44 French local authorities issued together a sibghd of EUR 600 million in
2012.

- In 2013, eleven French local authorities founédg@nce France Locale local
government funding agency, whose shareholdershardotal authorities and which

provides loans only to their members.

- In the United Kingdom, th&unicipal Bonds Agencyas founded in 2014 and

the first bond issuance is expected in autumn 2015.

Additionally, the new Basel Ill regulatichare likely to negatively affect the current
low interest borrowing of local authorities. Bankay heighten their margin due to raising their
own funds requirements and higher refinancing ¢ceghtich will be reflected in a higher pricing
of municipal loans (Deutscher Stadtetag, 2015; 8r2013 and 2015; Herrmann, 2012; FMDV
2014). Moreover, the European sovereign debt créges questions in banks of the low risk
qualifications of the public sector and the riskl gmofitability of the present rather low margin

business sector for banks (Brand, 2014).

In the context of the described present and erpechanges, the creation of a local
government finance agency based on the Swedishecatnge model Kommuninvest could be a
solution, firstly, to ease the access to costeffic funding and, secondly, to diversify the

funding resources of local authorities.

Kommuninvest was founded in 1986 as a memberstgpnésation, which is 100 %

owned and governed by the Swedish member munitggmind member county councils. The

2 Basel IIl requirements were presented by the B@eeimittee in December 2010 in the aftermath of the
financial crises of 2007-2008 to create stabilitythe banking system through the increment of aim
quality of the capital bases of credit institutiofite European Commission adapted this proposaligr
two directives “of an updated capital coverage dive” (CRD 1V) and a new supervisory ordinance
(CRR). ‘These two new sets of regulations were adoptetidbfztiropean Parliament and the Council of
the European Union on 26 June 2013 and took effedt January 204 Kommuninvest, 2015a:28).
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agency raises funds in the domestic and interratiomancial markets and assigns them to their
members through loans and, in addition to this,vides financial advisory services.

Kommuninvest has served as a model to the newbtedeocal government funding agencies
in France and United Kingdom, which were developét the advice of the Swedish agency’s

founder.

Yet, in the academic field, Kommuninvest has resed much interest. Apart from
Schnitzler (2013), who argues that the credit offerof Kommuninvest is 10-20bp cheaper
compared to commercial banks and suggests expandengax exempt status to them, no
further research had been conducted regarding Konmwest. An approach from the social and

public economy is still missing.

This lack of investigation from the social econoisysurprising, as the first local
government funding agency, the Belgiarédit Communal de Belgigy€CB), arose important
interest between scholars contributing to sociahemy research in the 50s and 60s of tH& 20
century (Lavergne, 1926, 1955; Denuce, 1950; Vadefhove, 1958a and 1958c; Milhaud,
1961; Lambert, 1962 and 1963). Lavergne designed GICB as the very firstégie
coopérativé, a term which he coined to designate a publicrprige which is governed by
cooperative principles, and assigned to the creatibCCB as much importance as to the
famous Rochdale Principledrom the cooperative set up in Rochdale in 1844 fa the
cooperative movement (Van Audenhove; 1958a). Taigtribution from scholars about local

government funding agencies from more than 50 yagosseems to have sunk into oblivion.

Additionally, interest of scholars of social angbpic economy in public enterprises is
reemerging as the recent publication form CIRIEBout public enterprises (CIRIEC /Bernier;
2015) and the study of the Uruguayan public codper&onaprole(Marti, 2014) show. With
the end of Fordism and the beginning of neolibpddicies, the public sector reduced its scope
in entrepreneurial activities through the privatima of a wider number of public companies.
However, in recent years, the public enterprised e role of the state in economic and
entrepreneurial activities and policies also expared a new interest from different actors and
scholars (CIRIEC/Bernier, 2015). Municipal bond kemaised interests, mainly from North

American-scholars, who studied the regional muaiclpond banks of the USA and Canada

% Lavergne, 1912; Lambert, 1962, 1963. For morerinéiion see chapter 3.2.

* CIRIEC stands forCentre International de Recherches et d'Informatgm I'Economie Publique,
Sociale et Coopérative= International Center of Research and Informationtbe Public, Social and
Cooperative Economyan international, non-governmental scientifigamisation which promotes the
international exchanges between and within therprige serving the collective or general interesd a
scholars.



(Cole and Millar, 1982; Gilbert and Pike, 1998) eTiesearch department of theutsche Bank
recently published abstracts about the creatioa Glerman local government finance agency
concerning the advantages and disadvantages fiftmarecial point of view (Zipfel and Mann,
2012; Zipfel, 2013).

Therefore, | argue that the study on Kommuninvégs the Zeitgeist’ and will
contribute to a deeper understanding of local gawents funding agencies. The Swedish
agency is of special interest as it seems to bendity of the social and the public economic
sector due to its hybrid nature; it is both a ceafive society and owned by public authorities,

which is traditionally considered to be an exclgdaniterion by the social economy doctrine.

1.1.Research questions and objectives

The general research question of this study iswiiat extent can a local government
funding agency be considered as a model for costfloéal and diversified access to funding
for European subnational governments in the presentext of increasing costs and lack of
diversification in the offering of the subnatiortbt market from the perspective of the social

and public economy?

In order to answer this question, | conducted secstudy on the Swedish local

government funding agency Kommuninvest. The follmvsubquestions are introduced:

1. What is the business model of the Swedish locaégowent funding agency

Kommuninvest?

2. What are the foundations of Kommuninvest's success?
3. Is Kommuninvest an entity of the social economy?
4, Is Kommuninvest aégie coopérativas defined by Lambert?

The research objectives pursued in order to anweayuestions are as follows.

The general purpose is to analyse a model of adcesost beneficial and diversified
funding for subnational governments in Europe i ¢bntext of increasing costs and a lack of
diversified offers on the subnational debt markéie general purpose shall be pursued from the

perspective of the social and public economy.
Therefore, the specific purposes are:

1. Examine the business model of the Swedish locatigoeent funding agency

Kommuninvest.

2. Examine the foundations of Kommuninvest's success.



3. Discuss whether Kommuninvest forms part of theadatonomy or not.

4. Scrutinise whether Kommuninvest constituteggie coopérativas developed by Lambert.

1.2.Methodology and methods

To answer the research questions, | will use detbezi and analytic methodology and
will apply qualitative empirical methods. | will oduct a case study on the Swedish cooperative
and local government funding agency Kommuninves$te Work is based on both primary
sources and secondary sources. To examine the ratiopesociety Kommuninvest, | used
mainly primary sources such as legislative soursidute of the organisation, annual business
reports and the company’s web page. Furthermodeyvéloped an empirical study based on
fieldwork with an ad hoc questionnaire addressethéfounder of Kommuninvest, a Board
Member of the co-operative Society, the Head ofchiee Functions and Director of the
subsidiary companitommuninvest i Sverige ABmployees of the Research, Legal, Credit and
Funding departments and a Chief Financial Officdr @ member municipality of
Kommuninvest. Moreover, ad hoc questionnaires warded out with two actors in Spain and
Germany concerning local governments’ finance. Tuestionnaires have been executed

through e-mails, face-to-face interviews and pheaiks in the period of May to July 2015.



The following table gives an overview of the intews:

Table 1: Interviewees

Number | Type
1 Founder of Kommuninvest
2 Board Member of the cooperative sociktmmuninvesfowner organisation)
3 Secretary of the Board of the cooperative sod{etymuninvestowner organisation)
4 Employee oKommuninvest | SverigeB (daughter company), Risk Evaluation department
5 Employee oKommuninvest | Sverige ABaughter company), Research department
6 Employee of th&ommuninvest | Sverige ABaughter company),egal department
7 Employee of th&ommuninvest | Sverige ABaughter company), Credit department
8 Chief Financial Officer of a member municipalitySweden
9 Employee of the public Valencian Institute of&ce (Institut Valencia de Finances), Spain,
Legal department
10 Lord Mayor of a German municipality

Source: Own elaboration

The secondary literature includes academic liteeatarticles of think tanks and
institutions World Bank Swedish Bankers Associatipn®rganization for Economic Co-

operation and Development gtand press articles.

This work contributes to the investigation field sfcial and public economics. To
theoretically support my analysis of Kommuninvdstyill rely on various concepts. These
include the concept of a local government fundiggreey, a local credit bank, social economy,
a consumer cooperative for financial services dral doncept of theégie coopérativeby
Lambert (1962, 1963).



1.3. Structure

The work is divided into seven parts. In chapteo,tiwill justify why it matters to
study Kommuninvest. Before the outline of the tle#ionl framework, a brief literature
overview is provided in chapter three. Chapter foavides an introduction about the Swedish
social economy and the cooperative law, the logdlragional governments and the funding of
welfare. The fifth chapter is dedicated to Kommuweist's study. | will examine the reason for
its creation, the mission, vision and values, iisibess model as well as the foundations of
success of Kommuninvest. Thereby, | will especialbnsider enabling internal and external
factors of the agency’s institutional framework. apter six draws on whether the local
government funding agency forms part of the saaiainomy and whether it can be qualified as

arégie coopérativer not.Finally, | will present the summary and conclusions



2. Why it matters to study Kommuninvest: A short oveniew of the

European subnational finance and borrowing market

Across OECD countries, local and regional govemselay a key role in public
investment as is reflected by the figure of 2011-sovereigns accounted for 72% of the direct
public investment (OECD, 2013).

The political responsibility of subnational goverants to promote and ensure this
space depends on the degree of decentralisationelyaon the distribution of competences
between the central, regional and local levels. fi$wal competences and financial autonomy
of subnational governmentsly upon the design of fiscal institutional franww between the
national and subnational level. In federal staseanational governments tend to have higher
public investment shares than in unitary count@esexception of the latter being present Japan
and France (OECD, 2013).

Subnational governments’ revenues derive from ousri sources with changing
proportions between the four sources: taxes, teansff the central state, user fees and property
income. Two categories of predominant funding sesirare presented: a dominant tax income
model as the main source of income, such as innSi6di.4% of tax revenues in 2012) and
Sweden (60.6%) or a transfer-based revenue maudieh, as in the United Kingdom (71.4%),
the Netherlands (71.2%) and Greece (65.3%). Italy do mixed revenue system based mainly
on both cited funding sources: taxes (45.3%) ared tthnsfer of the central state (44.8%)
(OECD, 2013).

The need of European subnational governmentsefarinvestment can be considered
as important from various perspectives. Firstlye da the financial crisis in 2008 and the
current sovereign debt crisis, public direct inwest per capita has significantly dropped
down. On average, the public investment of subnatigovernments has dropped down -7%
for the period of 2007-2012 and -15 % between 2@0Q2 in OECD-countries (OECD, 2013).
In Europe, Ireland, Iceland and the Mediterraneaumtries (Spain, Italy, and Portugal) were
particularly concerned by these developments. Atingr to the OCED, the majority of
countries sought toréduce subnational government’s budget deficits preserve welfare,
health or educatioh(OECD, 2013:100). The lack of subnational pubtigestment may have
long-term negative consequences for the societddb@eng and economic development as well

as of a deterioration of assets of subnational gowents (OECD, 2013).

Secondly, investment needs of subnational goventsnare crucial in those countries

where significant differences in the quality of pabamenities and infrastructure between



regions or municipalities exist. These disparite® either politically not wanted and/or

sanctioned by the constitution and legal framework.

For instance, in Germany, the doctrine D&seinsvorsorge(services of general
interests) coined by E. Forsthoff (1938) descriites all public services, which are considered
as “public interests,” should be provided by logavernments to their citizens. The Federal
Constitutional Court (Bundesverfassungsgericht (B&E)) described it in its verdict from
10th September 2008 (BVerfGE 66, 248, 258) as\acgeiwhich the citizens unavoidable need
to secure a decent existeh¢BVerfGE, 2008, paragraph12).

However, disparity between German local authariitiethe provision of public services
and infrastructure grew and are increasing unetjuelg conditions for citizens. German
subnational governments deplore a massive investrgacklog (Investitionsstal)
accumulated during the last two decades due tangi$snds for investment. 118 billion euros
is the actual amount of lacking investments in roipailities, as calculated by the German
public bank KW (DStGB, 2014). Half of the missing investments @nc the traffic
infrastructure. The second position in the rankaigacking infrastructure concerns mostly
schools and child care facilities, due to growieguirements and increasing demand over the
last years (Maly, 2015 and DStGB, 2014). The curkinister of Economics, Sigmar Gabriel,
set up a commission of experts, whose mandate dewelop public investment strategies,

including a specific municipal investment programfifederal Ministry of Economics, 2015).

Thirdly, the ageing of the population of the Eugap Union will bring deep changes in
age structure for the upcoming decades (Europeann@gsion, 2014). It will require public
investment to cover the increasing needs in hegdtte and nursing services of the aged
population. Moreover, following the European Consiug’s studies, investing in research and
development in order to foster the industries’ aservices’ productivity through the
introduction of new technologies is pivotal to canpate for the shrinking labour force
(European Comission, 2012, 2014).

For their long-term financing for larger investrhgmojects, subnational governments
may procure additional external funds. Borrowingnestly done by financial institution; the
access to direct borrowing schemes from the camtalket is costly for smaller authorities
(FMDV, 2014). The European local and regional baing market differs from country to
country, so the borrowers are commercial bankslipbianks, saving banks and cooperative
banks. But, as described in chapter one, duringfahowing the financial crisis of 2008,
financial institutions reduced their borrowing attes, so that often European municipalities
and regions had difficulties to carry out loan-fioad investments, especially longer
investments (FMDV, 2014; Deutscher Stadtetag, 2015)



Additionally, the European banking sector is catlseundergoing substantial changes
due to the implementation of the Basel Il requiestn The higher requirements for banks’
equity capital are expected to turn municipal loem@e expensive, despite its generally low-
risk character (Deutscher Stadtetag, 2015; Fritsgitk Vetter, 2013, Brand, 2014). Municipal
loans are, under commercial aspects, a less ititegaparket due to relatively low margins.
According to the association of German citiésutsche Stadtetagserman banks have already
heightened their margin for long term loans for i@&n municipalities (Deutscher Stadtetag,
2015).

Therefore, in a context of increasing demand farrofean sub-sovereign public
investment by simultaneously expected decreasisgeafticient loan offerings, securing cost-
efficient short and long term finances as well agmifying funding sources for subnational

governments are fundamental challenges.

10



3. Literature Review and Theoretical Framework
3.1. Literature Review

The Swedish local government funding agency hais today not raised much interest
in the academic field. Apart from Schnitzler (2018p further research has been conducted
about Kommuninvest. Based on a sample of 26 membeicipalities for the period of 2005-
2010, empirical evidence suggested 10-20bp chelmaers from the agency compared to
commercial banks. Schnitzler argues that this effegartly due to tax-exemptions which
favour Kommuninvest over commercial banks and, efoge, suggests expanding the tax
exempt status to the latter. An approach on Komnuast from social and public economics is

still missing.

This lack of investigation from the social econopgrspective is surprising as the first
local government funding agency, the Belgfarédit Communal de Belgiqu€CB), aroused
important interest between scholars contributingdoial economy research in the 50s and 60s
of the 20th century (Lavergne, 1926, 1955; Barti®60; Milhaud, 1961; Lambert, 1962 and
1963). The Annals of Collective Economy (today: Alsn of Public and Cooperative
Economics) published several articles from the Q@&aging director (Denuce, 1950) and
secretary (Van Audenhove, 1958a and 1958c). The @&Bset up in 1860 by a Royal Order as
a limited liability company to raise funds on the capital market by issuingdsoand to use the
funds so raise to provide credit for municipal apibvincial authorities (which formed the
membership of the society) and intermunicipal assions’ (Lambert, 1962:4). Denuce (1950)
described the history of CCB’s creation in 1860n&$ as social and economic aspects. This
was enriched by Bartier (1960) through a deepenimdghe creators and founders from CBB.
Milhaud (1960) rewarded theaStounding achievements of the Municipal Crediti€&pcof
Belgiuni (1960) after a hundred years of its existenceictviine identified with: a successful
adoption of the local governments’ principle offggvernment to the institution, a provision of
credit on very favourable terms all over the desaside from the two world wars), a
successful cooperation between local governmemtsaazontinuous ability of the institution to

adopt to changing circumstances.

A profound study on CCB'’s legal and financial agphowed thatits peculiar nature
has enabled it to combine the advantages of a figaterprise with those of an institution run
with the general interest alone in vievthis type of combinationrhust seem revolutiondrat
its time of creation (Van Audenhove, 1958a:321)n\&udenhove (1958c) stressed that the
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CCB was Belgium’s first inter-municipal cooperatiand set a tremendous development of
cooperation between local authoritteand lead subsequently to a veritable movement of

cooperation which counted with 144 inter-municigs$ociations in 1958.

Lavergne designed the CCB as the very fiégfie coopérativeand assigned as much
importance to the creation of CCB as to the fanfeashdale Principlesrom the cooperative
set up in Rochdale in 1844 for the cooperative mmm (Van Audenhove; 1958a). Lavergne
coined the ternrégie coopérativeat the beginning of the 20th century to designafrulalic
enterprise which is governed by cooperative priesip- he developed this namely on the
analysis of Belgian public cooperatives. Lavergrimsk “L’'ordre coopératif (1926) devotes
one chapter to the CCB. Also, Lambert (1962, 1%3jlied the Belgian experiences of public
cooperatives and refined Lavergne’s concept tdgie coopérativeThese contributions from
scholars about a local government funding agenasn fmore than 50 years ago, seem to be

sunk into oblivion.

Marti stressed that femégie coopérativesxist around the world (Marti, 2014). This is
perhaps the reason why few publications (apart froavergne's huge work on régie
coopératives: Lavergne, 1925a, 1925b, 1926, 1985)lhave been made. Recently, a study on
the Uruguayan national milk producer’s public caagige Conaprolewas published (Marti,
2014). Other experiences with public cooperativagehbeen documented for Canada (Fay,
1937), Colombia (Zabala Salazar, 2004) and Port¢§alazar Leite, 2011). Since 1939,
Colombia is affiliated with numerougie coopérativesvhich offer public services (Marti,
2014). In Portugal, the public cooperative is ahlleooperativas de interesse publit=
cooperative of public interest), which is regulabgda decree of 1984 and the cooperative law
of 1996 (Marti, 2014). Yet, according to the Pouese legislation, apart from public
authorities, public companies, cooperatives, aatiooi and even users of the services or

products may be members of such a public cooperativ

Moreover, the interest of scholars of social andlip economy in public enterprises is
reemerging as shows in the recent publication fGIRIEC about European public enterprises
which analyses 15 different cases (CIRIEC /Berr2éx5). With the end of Fordism and the
beginning of neoliberal policies, the public seatduced its scope in entrepreneurial activities
through privatisation of a wider number of publiongpanies. In recent years, the public
enterprises and the role of the state in economicestrepreneurial activities and policies also

experienced new interest from different actors satiblars (CIRIEC/Bernier, 2015).
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North-American scholars studied the throughoutlt®@0s established agencies (in US-
terminology so called: municipal bond banks), whichve a regional scope within the
respective state (US) or province (Canada). Englistudies were carried out on the impact of
municipal bond banks on borrowing costs of partitipg municipalities: Cole and Millar
(1982) show evidence for lower interest costs mme8 of market turbulence; Katzman (1982)
indicates increasing benefits in cost-efficientdieg offering of municipalities — inversely
varying to the size and the rating of the authoi@jtbert and Pike (1998) compare standalone
issuances with pooled finance through municipaldbbanks of Canadian municipalities. The
results showed similarities with previous Americstndies which showed evidence of cost-
savings for municipal borrowers — especially whaeytwere small, unrated and used long term

borrowing.

In Europe, the research on local government fundigencies seems to be yet in its
infancy. Zigiene and Grigaitis (2003) published ase study about the Danish agency
Kommune Kredit. Perhaps, no further publicationdeomopean agencies were found as firstly,
the interest for local government finance only #igantly aroused in the last decade and
secondly, as local government funding agencies sterbe a niche theme within local

government finance research.

However, we find papers from practitioners of logavernment’s pooled finance
(Anderson and Andersson, 2005) as well as institati papers on European pooled finance
mechanisms for local and regional governments.ifgiance, the publications from the Global
fund for cities’ development (FMDV) (2014, 2013)etEuropean Association of Public Banks
(2011), the World Bank (ElI Daher, 2000; 2009), Beutsche Bank (Zipfel and Mann 2012,
Zipfel 2013), the Norddeutsche Landesbank (Nord/(Z8)15) and the United Cities and Local
Governments (UCLG) (2009).

The Global fund for cities and development (FMDWlblished in July 2015, a policy
paper which benefits lie in categorising and charéging three types of subnational pooled
financing mechanisms: a) the local governmentstiitgp agencies which are used mainly in
Europe and owned mostly by local government memb®rsnunicipal bond banks used as
dominant finance sources in the USA and Mexico @mded by the public sector entity, and c)
modified pooled financing funds found in developit@untries owned by the public sector, or
based on Private-Public-Partnership, or a privatityg(FMDV, 2015:13-14).
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Anderson and Andersson (2005) contribute with @ereew on the local government
agencies with a focus on Nordic countries in Eurape evaluating factors of success as well as
internal and external enabling conditions. Theyssrthat successful implementation of an
agency requires the highest standard of accourgimd) risk management and transparency
policies of the agency and the local government be¥m Trust between the agency and the
local government as well as between the local gowents themselves arenaybe the most
important factor(s) and the enhancement of pdsitive peer-pressure in questions related to

local creditworthiness(Anderson and Andersson, 2005:51).

The global report on decentralisation and locahaderacy (UCGL and the World Bank,
2009) mentions local governments funding agencidbe context of new funding methods of
local governments. Due to the limitations of presgublic partnerships (PPP) for public
finance, local governments funding agencies armeeging. Bond issuance for a city seems to
be limited: ‘bond finance can be feasible for a handful of wedlhaged local governmehits
(UCGL and World Bank, 2009:297), but no furthercdission or evaluation concerning the

bundling of debts for the emission of municipal &sis outlined.

Finally, the research department of the DeutschaekBrecently published abstracts
about sob-sovereign bond issuance in Europe, ymagrthat municipal bond issuance is a
more recent phenomenon, especially for Germanytévet al., 2014). Additionally, other
publications focus on the creation of a Germanllgoaernment finance agency discussing its
advantages and disadvantages from a financial pbiatew (Zipfel and Mann, 2012; Zipfel,
2013). Zipfel (2013) takes a stand which stresdes apportunities for German local
governments — but argues that such an agency caolvetgeneral structural financial problems

which many municipalities encounter.

3.2. Theoretical Framework

In the following part, | will develop the theoredi framework that provides the basis
for the analysis of the cooperative model Kommuesty The concepts of local government
funding agency (LGFA), the local credit bank, sb@aonomy, the co-operative society of

financial services ancégie coopérativewill be presented.

3.2.1. Concept of local government funding agency
A local government funding agency (LGFA) is a foal institution created for and

often by local public authorities. Mann and ZipfeD12) stress the bundling of subnational

governments’ demand for capital as the main agtieit LGFA. Andersson and Anderson
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(2005) define it as follows: A Local Government Funding Agency (LGFA) is ba$rcah
organisation for channelling borrowed funds frone tbapital markets to local authorities for

the financing of local public projectqAndersson and Anderson, 2005:4).

After Gerlich (2015), there is no standard deiomit for an issuing agencyKey
characteristics that are typical of agencies (eag.guarantee/liability mechanism from a
regional or local authority), mean that distinct®nare blurred, hampering a precise
classification.” (Gerlich, 2015:8)The author therefore proposes a definition of agéased on
three criteria: 1) a public mandate such as egettonomic development, 2) strong links with
the public sector and 3) very high importance fog finance of the public sector (Gerlich,
2015).

To sum up, an LGFA seeks financial funds by isguonds on the domestic and/or
international capital markets. These funds arellysakocated to local authorities through short
or long term loans at cost effective conditionsrirthe perspective of an investor of the issued
bonds, an LGFA operates in the so-called SSA-segroérthe capital markets, the sub-

sovereigns, supranationals and agencies segment.

In United Kingdom and United States, the terms icipal bonds agency or municipal
bond bank are often used to refer to LGFA. Schavitzlefine a municipal bond bank as “
financial intermediary that solely functions as ddge between municipalities and capital
market$ (Schnitzler, 2013:1).

TheCrédit Communal de Belgig€CB) was the first LGFA to be created in Belgium
in 1860 from the initiative of the minister of finee Frére-Orban. The objective was to ease the
access of local and regional governments to castflmgal funding. Its creation represented a
political and economic innovation of major importan as the idea of a co-operative and
institutionalised project to procure funding whislas governed by and for local governments
was not known in Europe up to this date (Van Audeeh 1958c). CCB lent to municipalities
and counties, but also to inter-municipal assomigti(Lambert, 1962). CCB existed until its

merger in 1996 with th€rédit Locale de France form the banexia

3.2.2. Concept of local credit bank
The concept of local credit bamescribes a financial institution, whose missionois

provide loans to local and regional governments$iwitost efficient conditions. This financial
institution is created on the initiative of locadwggrnments, of the central government or by a
joint action. A great diversity characterises thevjsion of funds. They may stem from
transfers of the central government (as a loan ®raanon-repayable grant), of local

governments, from the issuance of bonds on the etgrisavings of citizens and/or from
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income generated by non-profit orientation (Garriglg, 1987). Juridical status is defined by
private, public or "mixed" law (Garrido Buj, 198 According Buj Garrido (1987), institutions

based on private law had a tradition mainly in Slix@@vian countries.
A local government funding agency is one formubcategory of the local credit bank.

TheLocal Credit Bank of Spain (Banco de Crédito Logal Espafiawas established
by public authorities and private institutions abnaited company to finance local entities in
1925. It was nationalised in 1962 on the basithefBanking Act. Later, in 1971, on behalf of
the Ley de Organizacion y Régimen de Crédito Ofi¢ladw of Organisation and Status of
Official Credif), the Local Credit Bank of Spaibhecame an official credit institution under the
legal form of a limited company. In 1991, the cehtgovernment created the public bank
holding Argentarig where all public banks where gathered togethetwBen 1993 and 1998,
Argentariawas privatised under the social democratic goverirof the Prime Minister Calvo-
Sotelo. Later on, the commercial baBBV merged withArgentariato form the baniBBVA
Finally, in 2009, theBanco de Crédito Local de Espafa (S.Awvhich had persisted as a
subsidiary inArgentarig was merged through absorption by BBRVA

3.2.3. Concept and entities of the social economy
The first European experiences of social economagevihad in the late eighteenth and

nineteenth century as a self-help response by tbekimg class to their difficult living
conditions in the emerging industrial age. Howeverook many decades before the first
modern social economy concept was developed b¥tdech economist Charles Gide. Social
economy agents identified themselves as such éofir$t time in France in 1980 on the basis of
common principles formulated in tl@gharte de I'économie socialét the European level, the
CEP-CMAF (Conference Permanent European Cooperative, mutals, associations and
foundations since 2008Social Economy Europdprmulated theCharter of Principles of the
Social Economyn 2002 (Chaves and Monzén, 2012).

The Principles are the following:

. The primacy of the individual and the social objezbver capital
. Voluntary and open membership
. Democratic control by membership (does not contmundations as they have

no members)

. Combination of the interests of members/users arldéogeneral interest
. Defence and application of the principle of solifeand responsibility
. Autonomous management and independence from paltihorities
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. Use of most of the surpluses to pursue sustairs@elopment objectives,

services of interest to members or the generatdst

From the academic field, an operational definitioh social economy has been
developed reflecting the principles of tl@harter of Social Economy Principlesnd the

theoretical advance, as presented in the following:

“The set of private, formally-organised enterprisegth autonomy of decision and

freedom of membership, created to meet their meshbeeds through the market by
producing goods and providing services, insuranoe Bnance, where decision-making
and any distribution of profits or surpluses amadahg members are not directly linked
to the capital or fees contributed by each membach of whom has one vote, or at all
events take place through democratic and particygatiecision-making processes. The
social economy also includes private, formally arigad organisations with autonomy
of decision and freedom of membership that produoa-market services for

households and whose surpluses, if any, cannoppeopriated by the economic agents

that create, control or finance them(Chaves and Monzén, 2012:23).

The principal entities of the social economy apeperatives, mutual societies, non-
profit associations, foundations and social enisegr

Within the socio-economic and political system, siteiate the social economy as the
sector between the private capitalist economic oséuisiness sector and the public
sector/government sector. The social economy, whazhgrown considerably at the beginning
of the twentieth century, redressed during the y@arthe mixed economic system in Western
countries between 1945 - 1975. The mixed economyétesn combined private economic
freedom with public interference in economic adkdd to correct market failures. This
Keynesian model implied social policies such a®me redistribution and resource allocation
as well as anti-cyclical policies (Chaves and Manz#012). With the end of Fordism, the
European and North American states introduced ig®liof retrenchment that reduced the
welfare state (Pierson, 1994). The social econcgrgmerged and experienced a considerable
growth in the last decades, contributing to resotesv social problems such as long term

unemployment, young unemployment, education anidisexclusion.

3.2.4. Concept of consumer cooperative of financial serves

A co-operative society is a member-based orgaarsavhich carries on economic
activities to satisfy their members’ social, ecomowr cultural needs based on certain values
and principles. In the academic field, there iansensus on the cooperative society definition.

Nachar (2013) gives an overview about the diffel@rcepts. Monzén (2010) highlights the
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double condition as a member and user of the catiper That means that the users of the
cooperative’s services or goods are usually the ineesd The development of the cooperative
business requirements is an instrumental activityckv involves activity in the market with
non-member third parties (Monzén, 2010).

Mostly, authors when defining a cooperative sgciatso refer to the Statement of the
International Cooperative Alliance (ICA)In 1995, ICA approved thé&tatement on the

Cooperative Identityvhich is represented in a resumed form in the¥dglhg table:

® For cooperative societies the term member andmshareholder is used. Shareholder is usually the
term to refer to non-cooperative companies.

® |CA was established in 1895 as an independentgeeernmental organisation to represent and serve

cooperatives worldwide (Bjtoft and Gjems-Onstad, 2013). The organisatiomtowith 283 member
organisations across 94 countries representindpitine of individuals (August 2015 and ICA, 2015).
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Table 2: Statement of the International CooperativeAlliance on the cooperative identity of

o

[1%)
=

ser

e

1995

Definition A cooperative is an autonomous association of persmited voluntarily to meet thei
common economic, social, and cultural needs andtaigms through a jointly owne
and democratically-controlled enterprise

Values Self-help, self-responsibility, democracy, equaléguity and solidarity

Principles | Are guidelines by which cooperatives put their ealinto practice

Principle 1 | Voluntary and open membership to all persons ableige their services witho
discrimination (open door: double status of shalagroand user)

Principle 2 | Democratic management by members with equal vetgigs (one member, one vote)
in primary cooperatives and democratic organisatiorooperatives of other level

Principle 3 | Economic participation of the partners inspired thg cooperative values: Retu
surplus to members in proportion to the transastioh these with the cooperative;
creation of a cooperative indivisible heritageithere is any retribution compulsg
retribution relating to the contributions of soaialpital, it will consist of limited intereg

Principle 4 | Autonomy and independence of the cooperative. Tdvrgy of agreements with oth
organisations and external investors shall notgmethe democratic control of the us
members on the cooperative

Principle 5 | Education, training and information

Principle 6 | Cooperation among cooperatives, strengthening twperative movement by th
development of local, national, regional and inéional structures

Principle 7 | Concern for community. Cooperatives work for thetainable development of the
communities

r

Source: Monzon, 2012:15 and ACI, 2015

In regards to the definition about the cooperaitimtity of the ICA, cooperatives have

a common identity based on values and principles, & threefold classification of cooperatives
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differentiates three types of cooperatives baseth@mature of activities and the relationship of
the members to their cooperative: consumer coagergproducer cooperative and workers
cooperative (Fici, 2013). The consumer cooperatsvg@erhaps the most classical form of
cooperatives. Th&ochdale Society of Equitable Pioneavas the first famous cooperative,
which was established in England in 1844. 28 warleame together to provide themselves
with elemental daily products at cost efficient dions. Thus, they founded a consumer
cooperative which eliminated the retailer and tfwree produced cost effectiveness in the

procurement chain. The workers then bought theidycets in the cooperative’s own shop.

The consumer cooperative aims, therefore, tofgahe consumption need of goods or
services of its members at cost beneficial prigepreviously manufacturing or buying them.

The objective is thus to achieve savings in the besi income through less spending.

A producer cooperative aims at increasing the negsilincome. In order to do so, the
members contribute their goods or services to taperative. The processing, transforming,
marketing and/or selling of goods and services rigamised by the cooperative aiming at

bargaining faire prices to obtain a decent incoomnet§ members (Lambert, 1963).

The workers’ cooperative’s objective is to meat émployment needs of its members.
Therefore, the cooperative activity is the work teimution of its members or, in other words,
the activity of the cooperative is the employmehit® members. These cooperatives are active

in any economic field and produce or provide a dreariety of goods and services (Fici, 2013).

Summarising the above and adopting it to a consam@perative of financial services,
the objective of such a cooperative is providingaficial services to its members (sometimes
also to third parties) at cost beneficial condigiofihe objective is not profit optimisation, which
shall be distributed to the members, but an opétina of need satisfaction. The members of
the cooperative are responsible for the economanftial activities and take all important
decisions democratically as anchored in its byldghe General Assembly, the members, who
are at the same time the users, exercise theit tighvote regardless of their social capital
contribution, but instead, based on the cooperagisiaciple of ‘one member, one vdte
(Sanchis, 2013). Generated profits are subjectedetovestment in the cooperative in
accordance with legal requirements. Additionallye tenefits can be used for redistribution
among members in the form of a cooperative inconwraing to the cooperative activities

(instead of according to the capital contributi¢®anchis, 2013).

Therefore, a cooperative of financial servicesaignutual organisation, where the
members of the entity are also the users of firsarvices. These financial services were later

extended to non-members as well. Thson d'étreof the cooperative is thus their non-profit
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end, the satisfaction of the financial servicesdseef its members and not actually the profit

earning itself.

3.2.5. Concept of régie coopérative by Lambert
Lambert, a Belgian economist and former preside#hiCIRIEC, favoured that all

economic activities should be organised accordmght co-operative principles (Lambert,
1962). He also refined the concept ofémie coopérativea public company inspired and
governed by co-operative principles. His predeaessts Lavergne (1926, 1956), who had,
since the very beginning of its academic dedicatidaveloped the theory of eggie
coopérative A régie cooperatives a cooperative that is regulated under public (Annals of
Public an Cooperative Economics, 1973). Lavergrieacher was the famous economist
Charles Gide to whom he dedicates as well the gatindinL'orde coopératif(1926), where he

exposed its concept aboutégjie coopérative

Lambert’s concept is based mainly on the analysBelgian public co-operatives such
as Lavergne’'s theory. Aégie coopérativeis an association whose members are public
authorities such as local, regional and/or cerattdhorities which execute economic activities
like the production of goods or the provision ofviees, covering the costs by selling them
(Lambert, 1962). Therefore, when Lamberts referartegie coopérativehe does not refer to a
certain legal form, but to an inter-municipal sdgier association of public authorities which

fulfil the following criteria:

1. “A public co-operative owes its creation essenyiath a decision by a public

authority; it is a decentralised public service.

2. As it is an association of democratic institutioisiecessarily applies the

principles of democracy.

3. As its aim is to cover its costs from the saleanfd$ or services it provides, it is

an undertaking.

4, It enjoys a considerable measure of administratbeenmercial and financial
autonomy.
5. It applies the principle of the open door excepéerettechnical considerations

make it impossible.

6. Its aim is not to earn a profit, but to provideergce. The consequence is that,
if it makes a profit and distributes it among palduuthorities, this can only be a
secondary aspect of its activity — but neverthedgsaspect which renders it
imperfect.”(Lambert, 1962:12,13).
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Lambert gives th€rédit Communal de Belgique (CCB3$ an example per excellence
for arégie coopérativg1963) (see chapter 3.2.). The CCB was ruled updeate law as a
limited liability company whose shareholders wdre tocal and regional governments. It was
democratically governed by its shareholders anabéshed as a voluntary cooperation project
between local authorities. As a local governmentling agency, the CCB'’s aim was to procure

funding on the capital market to lend the funddéganembers and inter-municipal associations.

Lavergne denotes th€rédit Communal de Belgiquevas the world’s firstrégie
coopérative(Freitag and Pohl, 1994). Following Van Audenh6kavergne attaches as much
historical significance to the founding of the C&8he does to that of the Co-operative Society
of the Equitable Pioneers of Rochdale in the field consumers’ co-operation’(Van
Audenhove; 1958a, 322).

Lambert favours the integration of thégie coopérativewithin the doctrine of
cooperativism. The co-operative movement traditigrexcluded a public cooperative as it was
considered contradicting the fourth Co-operativimddle: the autonomy and independence of
public powers (ICA, 1995).

Both Lavergne and Lambert assume that the teggie coopérativeis not too
appropriate as the termégie is connected with a public company concept witharyer
dependency of the State or with a direct managententigh the State by a minister or a
deputy-major; whereas r@gie coopérativeenjoys larger independency of the state (Lambert,
1963). Lambert suggests the use of the teutnlic services co-operative$actually, the term
[régie coopérative] is not too satisfactory, and wtould be better to speak, as André
Buttgenbach does, of “public services co-operative@d.ambert, 1963:207).

However, Lambert kept using the term which Lavergmwined: Lavergne readily
admits that the phrase is not perfect, but he egtithat it has been quite commonly used, at

least in co-operative literature. For the same m@asl also use it'(Lambert, 1963:208).

Therefore, | will use the term public service qmemtive as a synonym for régie
coopérative in this work.

22



4. Swedish social economy, local governments and théndnce of

welfare

This chapter outlines characteristics of Swedeichviare important to contextualise
Kommuninvest. First, we will look at the developrhand definition of the social economy and
the national cooperative law. Second, a brief shidion to the role of local and regional
governments will be given. Third, the charactessstof the subsovereign debt market are

illustrated.

4.1. The social economy

4.1.1. Development and definition of the social emomy

It is not easy to translate the term social econamo the Swedish context (Pestoff,

2004). This is due to its historical developmentchithas led to an unique institutional pattern:

“Sweden is the sole example of a country with aecus@d welfare state and a Social
Democratic welfare state regime included in theHerts. As such it presents some
unique features of the European social economyudittg a large public sector, a
strong etatist tradition and a weak but growingedlor third sector providers of

personal social servicé¢Pestoff, 2004:63).

There are profound links between the cooperatiwvekthe third sector on the one side
and the welfare state on the other side. As Strgjah Wijstrom (1996) and Lohrendahl (1997)
highlighted, in the first part of the twentieth tany, the organisations of the third sector laie th
groundwork for the establishment of the Swedishfavel society. However, as Pestoff states,
when Scandinavian countries try to link their histal development to the originally French
concept of social economy, they refer less to nafitporganisation or voluntary organisation

as in continental Europe, but rathefatkrorelser, the popular movements (Pestoff, 2004).

Popular movements emerged in the nineteenth anbeirbeginning of the twentieth
century in urban and rural areas. People camehegé&d enhance the living conditions of the
entire society through social change. In many catesse movements lacked a legal form.

Instead, some became registeredlasll forening(Pestoff, 2004).
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Popular movements were member-based and demadiyagoverned social
movements, which differ in various aspects fromuntdry or non-profit organisations in other
parts of Europe or North America. They were movetsiéor ordinary citizens who understood
the movement as a protest against the clericaitatisp and bureaucratic dominating groups of
the society (Pestoff, 2004). These movements ogeriat networks; for instance, with trade
unions, political parties, association of adult @tion, consumer cooperatives and so on
(Pestoff, 2004). They strived to enhance the livingditions based on self-help — an approach
that opposed the middle and upper class charitaglenisations. Furthermore, representatives
of major popular movements had been incorporatetthénpublic administrative bodies at the
beginning of the twentieth century. From this, acal relationship based on collaboration and
cooperation rather than on competition betweerptplar movements and the state developed
and became known as th&Wedish mod&(Lorendahl, 1997). These corporatist arrangements
developed within the social-political system, pstesii until the 1990s in Sweden (Pestoff,

2004). Popular movements let to a very unique théctor.

The cooperative sector is also closely linkedh® $wedish popular movements. The
first cooperative, a consumer cooperative, was dednin 1850 (Fjgrtoft and Gjems-Onstad,
2013). Swedish cooperativism, as in other Scandinagountries, developed mainly within
three sectors: consumer, housing and agricultyeet(ft and Gjems-Onstad, 2013). Recently, a
second wave of creation of cooperatives in the asofield was observed. In 1991, the
conservative party broke the continuity of sociahgcrats ruling at the general elections. The
party adopted policies afystemskiftgtransformation of the system) which resulted irddpet
cuts for the provision of public services to them tbansferred to firms or the third sector
(Stryjan and Wijkstrom, 1996). Because of this, stete broke with its almost monopole on the
provision and distribution of social services, whiepresented the core element of the welfare
state from the 1950s onwards (Stryjan and Wijkstrt@®6). These had been the entities of the
social economy, which paved the way for the unakenrselfare state. However, with the
establishment of a strong public sector, thesdiestvithdrew from the sector. The result of the
systemskiftevas a hew Swedish modéh welfare state where public provision is repthte a
large extent by cooperatives and non-profit orggioss. In particular, many small scale so-
called social service cooperatives were createdttaens to provide child care, elderly care and
other social and medical services to their membadsthird parties (Pestoff, 2004). Lorendahl
characterises this transformation process @sogerativisatiori, as it is based mainly on
cooperatives, rather than privatisation, which asddl on corporate firms (Lorendahl, 1997).
The withdrawal of the state led to a growing sharthe third sector — a phenomenon which is

well-known in the theory of social economy (seeptbn3.2.3.).
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After Sweden joined the European Union in 199% 8wedish government gave a
mandate to a parliamentary committee to condutidyson the Swedish definition of the term
social economy. The Swedish perception of soci@nemy is slightly different from the

European Union definition, as Pestoff states:

“However, the definition proposed is more akin tontgovernmental organisations’
or NGOs than to ‘non-profit organizations’ or NPQdnfortunately, it fails to include

the more specifically economic aspects of thevisiets of such organizations. But the
term ‘social economy’ is often understood in Sweds the economic and/or social

activities of popular movemertgPestoff, 2004:65).

Unlike some European countries such as Spain eartt€, Sweden does not have a law

on social economy.

Despite the differences between the countrieshef European Union regarding the
historical development of the social economy seetad its concept, the last report of the
European Economic Social Commit{&haves and Monzoén, 2012) tried, on basis of a comm
definition (see chapter 3.2.3.), to quantify thatdbution of the social economy to the whole
economic sector. In Sweden, the social economyisetiys an important role as an employer:
it accounts for 507,210 workplaces for 11.16% (2RQ020) of the total paid employment;
because of this, Sweden leads the European Unranigng of the social economy sectors’
working population (average of EU-27: 6.53%) (Cleaaad Monzén, 2012).

4.1.2. Cooperatives and the Law on Economic Assotians

Cooperativism has a tradition in Sweden whichesaback to the middle of the 19
century. Cooperatives are not constitutionally gusred, but the right of freedom of
association is traditionally strongly protected dystomary law (Fjgrtoft and Gjems-Onstad,
2013). In 1985, the first act on cooperatives waabted; right now the fourth generation is in
vigour and the fifth is forthcoming — since the gaovment established a law commission to
revise the latest cooperative law which presenteceport in 2010 (Fjgrtoft and Gjems-Onstad,
2013). However, Sweden does not have a cooperativin a strict sense and a cooperative is
not a particular legal form in Swedish law; mostmpanies which could be calcified as
cooperatives, as they apply to a wide extent @frirational cooperative principles, are regulated
under the Act on Economic Associations from 198g (1987:667 om ekonomiska fo reningar)

(Stryjan, 2015; Fjgrtoft and Gjems-Onstad, 2013jdiionally, Sweden also implemented the

25



European Unions’ regulation 1435/2003 on the $tafor European Cooperative
Society (SCE) through a separate act: the law Z@@6om europakooperativ of June 1st, 2006
(amendments 2008:10; 2009:17). Until today, theredt for the legal form of a European
Cooperative Society seems to be rather low. Morgaualy one co-operative was created in
Sweden on the basis of this legal form (Stryjar,3)0The following section involves the Act

on Economic Associations.

The Act on Economic Associations was written wikéeping co-operatives in mind,
but regulates a broader range of entities whictyaart economic activities — this differs from a

corporate firm éktiebolag. After Stryjan, the act:

“(...) defines an incorporation form in terms that dbeoader than the strictly
cooperative, that is terms that are applicable fand resorted to by a broad range of
actors—from purely commercial ventures (e. g. fiempmpanies, industrial parks and
retail chains) to voluntary associations (that ametirely unregulated in Swedish law).
Consequently, central cooperative features arendiéét unregulated or proposed as a
mainstream rule with the qualifier "unless the hy$acontain a different provision®.”
(Stryjan, 2015:4).

The act gives a detailed regulation, but safeguatdthe same time a wide extent of
freedoms for cooperatives to act upon. As in madt dountries, housing, tenant, mutual
assistance for unemployment and bank and insuraoogeratives are subjected to special acts
(Stryjan, 2015).

The purpose of an economic association is to ptenezonomic interests through
economic activities based on members’ participatichapter 1, 18). Members can be
consumers or other types of users, suppliers okeverwho participate through their own work
or in other manners (chapter 1, 18). Unlike theperative doctrine, which highlights theeds
of its memberof cooperatives (instead of theterests of the membégrand are therefore
considered aswot for profit organisationsthe Act on Economic Associations defines the
economic entities afr profit organisations Hence, specific co-operative features have to be

introduced by the members in the cooperative’'svyla

The economic associations are free to carry oeit thusiness activities in any field
(Fjertoft and Gjems-Onstad, 2013). The field ofivaist has to be exposed in the bylaws. A
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particularity is that economic associations aresutjected to official branch classification as in
several other countries; for instance, Spain. Hmescan be noticed when it comes to economic
interactions with non-members concerning the sesvar goods which the cooperative provides
or produces. The law does not stipulate any linoitest even patronage dividends can be handed

out to non-members. Yet, there might be restristifm certain branches (Stryjan, 2015).

A minimum of three persons of natural or legalrelster are required to set up an
economic association. It is not necessary thdbatiding members are users of the cooperative.
According to Stryjan: The definition in 18 of the law suggests that nfoahder members
should be realistically expected to participatetie association’s envisaged economic activity
for the association to be entered on the registeeamnomic associations(Stryjan, 2015:6).
The membership has to be based on the principleointary and open membership. No
minimum amount of capital is required for the sptaf the economic association. The newly
created association’s bylaws have to be approveitshmembers. The association has to then
apply to be registered at tigolagsverke the Swedish Companies Registration Office in a

separate register; once registered, economic apasadre protected through a limited liability.

Economic associations are democratically govermedess the bylaws indicate
differently. Hence, the cooperative principle @nt member, one vétes applied. Members
have the right to decide upon the associationairaffat the General Assembly, which must be
held yearly (7 chapt. 48). Members elect the membéithe Director Board from themselves
(unless the bylaws state it differently). The DioedBoard has executive functions to carry out
the guidelines of the economic activities and #yresentation of the organisation. A CEO may
be appointed by the Board (in companies with ov@ @mployees this must happen). CEOs
and managers are usually not members (Stryjan,)26L8thermore, the members approve the
yearly income statement and financial statementiddd whether to discharge liability of the
board, decide about the allocation of surplusetsses and decide upon matters which the
bylaws provide. The General Assembly elects, urtlesdylaws stipulate it differently, external
auditors which control and audit the activitiestioé company. No other supervisory organ is

stipulated in the act.

The share capital of the economic association istn®f the total amount of the
member shares, whose value is determined by thebemsnin the bylaws. Regarding other
financial aspects, the lawdtes not set binding rules, beyond the requirerttgatt such rules
should be approved by the assembly and includéakimylaws, and defining the procedure for

changing once-approved rules(Stryjan, 2015:7). The law suggests that membens ca
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contribute through yearly membership fees and page dividends for members and no-

members, if so decided by the assembly.

Unlike in some EU countries such as Belgium oly]tashere the legislation awards
special tax treatment to cooperatives, and takesaiccount the special identity of cooperatives
(Fici, 2013), the Swedish legislation does not mievax benefits for economic association with
cooperative character. The Italian law distingusshetween “mutual cooperative societies” and
“other” or “not mainly mutual cooperative societiesThe former ascribes the typical
characteristics of cooperatives, which must beilledf by the cooperative in order to benefit
from special tax treatment — this meansstrictions on activity with non-members and oa th
distribution to members of dividends on the paideapital, of reserves, and of residual assets
in the case of dissolutidbn(Fici, 2013:59). The Swedish Law on Taxation aspito treat
economic associations the same way as joint stackpanies (aktiebolag), therefore, no

significant differences persist among them (Stry015).

4.2. Local and regional governments and their role in poviding welfare

Sweden is a decentralised unitary state, whereatiomal governments have strong
political weight within the political system. Locahd regional governments traditionally have
their own administration and enjoy broad autonoifiye legal framework, which determines
the grade of autonomy and the competences of Sobhahfgjovernments, is established by the
constitution and the national parliament (Riksdtgpugh legislation (Ministry of Finance:
2005). The Swedish constitution grants in articlen® 7 local self-government and the right of
local governments to levy taxes which provides tlzeoertain financial independency from the

State.

Article 2
(2) Swedish democracy is founded on freedom afarpand on universal and equal
suffrage. It shall be realised through a represéine and parliamentary polity and

through local self-government.

Article 7

(1) There are primary and regional local governmeommunes in Sweden. The
decision-making power in the communes is exerdigezlected assemblies.

(2) The communes may levy taxes in order to parfoeir tasks.

(Monday Morning, 2012:26)
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The Local Government Act (LGA) (1991:900), whicinte into force in 1992 and has
undergone several amendments, regulates the campsteof municipalities and county
councils. It stipulates that local governments frthva primary and regional level may attend to
matters of general concern which are related tdr theographical area and may not be
undertake activities which enter into the state pet@nces (see chapter 2 of the LGA). The
subnational level consists of the local level idahg the municipalities kommup and the

regional level including the county councilar{dstig (chapter 1 of the LGA).

The 290 municipalitieskommun differ substantially in size and population (Sichler,
2013). Swedish municipalities have 32,478 (201hpbitants on average, which makes them
large communities compared with the European aeer@donday Morning, 2012). The
competences of municipalities include the provisafha wide range of public goods and
infrastructure: primary and secondary educatioiigd dare, assistance for elderly, aid for people
with disabilities, public housing, local infrasttuce and technical services (water and sewage,
gas and electricity, local and regional transpodllection and disposal of garbage). The
Swedish municipalities have a high proportion oé ttotal public spending with 47.5%
compared to the OECD average which accounts f@23Monday Morning, 2012).

The twenty county councils are responsible foltheservices, which account for 90%
of their budget. Additionally, they take care obfia transport, culture, certain kinds of middle-

level education and regional development.

Two thirds of the activities of local and regiomgmivernments are funded by the income
tax of the local community’s residents. The consitin guarantees Swedish local governments
to levy their own taxes and fix the rates. Otharrses of income are the budgetary allocations
from the central government, fees on social andicaégervices as well as financial income,
which derives from interests and the sale of publiterprises shares (Ministry of Finance,
2005).

The budget of a municipality or county councilaikey element of the government's
policy. On the basis of this budget, priorities anarked, resources are allocated and the
political agenda for the upcoming year is definad,ailtimately, the specific action programme

for the upcoming year will be set up.
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4.3. Financing welfare and the subnational debt market

The Swedish Local Government Act regulates in aapt the borrowing from local and
regional local governments. No superior state bbdg the competence to supervise or to
approve the borrowing and financial activities loé sub-sovereigns (Akelit al, 2000). For
larger investment projects such as infrastructomblic sector housing and energy supply, local
governments procure external funding on the subnatidebt markets. Municipalities are not
restricted to use any financial instrument avadabl the national or international markets
(Akelius et al.,2000).

However, chapter 8 of this act limits the scopéraincial actions of municipalities and
county councils by requiring balanced finance (atbed “golden rule” of public finance).
According to Akeliuset al, this has two main objective&the aim of the balance requirement
is that each generation must bear the costs oficeswvhich they themselves vote for. Another
aim is to create confidence among lenders in thiditgtof the municipalities and county
councils to fulfil their financial obligations’(Akelius et al, 2000:374). Long-term financial
stability is also the objective of the prohibitiof raising loans by municipalities and county
councils for operational purposes. It also limite tborrowing of local authorities regarding

speculation or profit generation on the basis bitarge (Akeliuset al, 2000).

Three main sources of funding exist for Swedistaloand regional authorities to
borrow: from commercial banks, to take out a loaimce its creation in 1986 - from
Kommuninvest and to issue bonds. However, onlyelanities like Stockholm, Gothenburg and
Uppsala issue bonds regularly (Schnitzler, 2013ne©Omunicipalities do not issue bonds, as
they are too small to finance the bond placemedttharefore rely on banks or other financial
institutions such as life insurance companies (fisadt al.,2000). The local authorities and the
companies owned by them normally approach diffeleamders to obtain the best price for their
borrowing programme; so they act totally commetgiah the procurement of funding.

Thereby, municipalitiestforrow without a special securityAkelius et al, 2000:376).

As displayed in the following table, we find fotettegories of banks in Sweden and the

respective number of them:
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Table 3: The Swedish banking system

Bank type 2000 2014
Swedish commercial banks 22 38
Foreign commercial banks 21 29
Savings banks 79 48
Co-operative banks 2 2
Total number 124 117

Source: Own elaboration on the basis of Swedistk&ahAssociation; 2015b.

When looking at the numbers of entities preseimethble 1, commercial banks have
the biggest weight in the Swedish banking systeimeyTare the main financier of local
authorities (Schnitzler, 2013). The “big four* dderdea, Handelsbanken, SEB and Swedbank.
The second pillar of the banking system consistsagings banks, which are characterised by a
large number of small size entities. The numbeinstitutions has decreased due to mergers in
the period of 2000 to 2014 from 79 to 48 entit®wédish Bankers' Association, 2015). Despite
a long tradition of cooperatives in Sweden, only ¥ them are co-operative banks according
to the information of the Swedish Bankers’ Assaoraie.g. JAK Members 38,000 members in
2011), but the European Report on social econontlgdrEuropean Union states that there are
55 entities (Chaves and Monzén, 2012). The weifl8veedish co-operatives definitely lies in

the consumption, housing and social services s@gjartoft and Gjems-Onstad, 2013).

Moreover, there are institutions which the SwedBdnking Association accounts
separately as theother credit market companiegSwedish Bankers Associations, 2015).
Within this category, there are 35 finance comp@nithe corporate institutions and
Kommuninvest as a local government finance institutAll corporate and local government

finance institutions share in common their procwetfunding by issuing bonds or certificates.
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5. The local government funding agency Kommuninvest

This chapter presents the Swedish local governmenting agency Kommuninvest.
The focus will be set on the reasons and the coofekommuninvest’s creation, the legal and

organisational structure, its governance modelisngconomic activities.

5.1. Context and creation

In the 1970s and 1980s, the Swedish governmerdarhegjter a phase of economic
recession, to introduce austerity policies. Agatms$ background, the need was born for a
secure source of financing for local governmentiependently from the central state or banks
(Kommuninvest, 2015). The initiator of Kommuninvdsars M. Andersson, was Head of
Finance of a local authority in the neighbouringumty of Orebro. He describes the

circumstances as follows:

“When we did financing of the cities, | could ses th was very difficult to make the

different providers of credits to compete. At thiate, it was mostly banks that gave
credit to local authorities. | thought that the pei of these were fare to high, because
they had margins of about 250bn for a loan. Sormetjnrvhen you get the same price

from every one you would think this is normdlriterviewee 1, 29/05/2015).

Andersson formed a steering group together withllpoliticians to evaluate the idea of
a financing vehicle which would allow small muniaipies to procure funds directly from the
capital markets. New rules deregulated the findntiarkets and now permitted access to
financial markets (Interviewee 1, 29/05/2015). HinaKommuninvest was founded in
November 1986 as a co-operative project betweea mnnicipalities and the Orebro County
Council in the province of Orebro. The objectivesvia pool the debt demand and procure joint
funds from the capital market through the issuarid=onds.

Kommuninvest was developed from scratch, as thedimg members did not know
their Danish, Dutch and Belgian counterpartehich were founded many years before
(Interviewee 1, 29/05/2015). Van Audenhove (1958xjced that the foundation of ti@rédit
Communal de Belgiquéwas established as a practical expedient to sa@v®actical problem;
its founding was not governed by any doctrinal adersitions” (Van Audenhove, 1958c:464). |

make the same conclusion regarding Kommuninvestation.

" The Crédit Communal de Belgiqueas founded in 186&ommuneKredi{Denmark) in 1898BNG in
1914 andNWB Bankin 1954 (both Netherlands).
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During the start-up phase of Kommuninvest, thenétars faced various obstacles.
Andersson (29/05/2015) highlighted different markatriers such as those of administrative
and regularity character and those of resistanceoafipetitors. Moreover, to build up the
necessary trust between the members was also a ahmgitenge. The following table presents
the obstacles related to the internal and extestedeholders, which Kommuninvest had to

overcome.

Table 4: Stakeholders and the obstacles in Kommunuest's foundation process

Stakeholders Obstacle

I nternal stakeholders

Members Lack of trust, lack of experience in coagien, rivalry between
neighbouring local authorities

External stakeholders

Central government Worried about its own projedbeal authorities, doubting the
feasibility of such a project

Financial supervising authorityResistance to give regulatory permission, quesigptégitimacy

Civil servants of the Ministry | Resistance, believe that local authorities canhage their own
of Finance financial institution, fears of loss of control

Banks Resistance, fearing the loss of market straading market barriers

Source: Own elaboration based on the interview imittrviewee 1, 29/05/2015.

5.2. Objectives, mission, vision and values

Section 1 of the bylaws of the co-operative sg@cistates the objective of
Kommuninvest, which is the fulfilment of a commasign and business concept. The objective
is the promotion of the members’ financial inteseirough the best possible borrowing

conditions and financial advice.

The mission is, as indicated by the bylaws, tarite the development of the local and
regional sectors in Sweden for a sustainable andftogal society. Kommuninvest’s vision is to

become the best organisation in financing locakgoments world-wide.
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The co-operative values democracy, self-help,-resiponsibility, solidarity, equality
and equity as defined by the International Co-opexailliance (see chapter 3.2), are reflected
in Kommuninvest’s value system. Kommuninvest ig@ert which is fundamentally grounded

on the idea of self-help and solidarity:

“1 think the most important value is solidarity. Tlbole beginning of Kommuninvest is
based on solidarity between local authorities tokea possible to lend money for
investment”(Interviewee 2, 09/06/2015).

The member of the Director Board of the coopeeasigciety Kommuninvest, who is a
politician of the Municipality of Vindeln, considerthe values of solidarity and self-
responsibility as Very important, followed directly by democracy and equity. Self-
responsibility is a core element of the instituibrframework in which the Swedish
municipalities are embedded. This value could hesidered the other side of the coin of the
large, constitutionally-granted autonomy of locavgrnments. Kommuninvest is governed by
local authorities who are responsible for the eatinoactivities and grant needed for the

companies liabilities.

Moreover, the Director Board’ member stresses Kominvest's particular
understanding of democracy and equity (Intervie®e@9/06/2015). Despite the differences in
size and capital contribution of the municipalitieach member has the same voting right in the

General Assembly:

“It shows that everyone has the same value. (...p@8&e it has been discussed. But we
felt that is a good ruleWe think that is a good type of democradinterviewee 2,
09/06/2015).

According to its internet site presentation, Konmmnwest feels committed to the

following values: democracy, equality, innovatieffjciency and professionalism.

5.3. Legal and organisational structure

Kommuninvest is arranged into a particular legal arganisational structure which is
composed of two core entities, the cooperativeetp&iommuninvesand the limited company
Kommuninvest | Sverige ABwhich together form the Kommuninvest Group. This
organisational structure facilitates the separatbrihe political from the business level. It
thereby prevents or at least reduces the politiflalence of granting loans to municipalities, so

only socio-economic and financial aspects will e ¢riteria for lending to local authorities.

Kommuninvest's legal and organisational structsrdisplayed in the following table:
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Table 5: The legal and organisational structure oKommuninvest

/ Kommuninvest Group \

Members Co-operative Society
own

Y

272 municipalities Kommuninvest
8 county councils

owns

l

Limited liability Company

Kommuninvest I Sverige AB

owns

l

Limited liability Company

Kommuninvest Fastighets AB

- /

Source: Own elaboration.

The co-operative society (Kommunirivesonomisk forening) is the parent company
and is 100% owned by its members, the local anébmefj governments. The co-operative
society is responsible for managing the joint aedesal guarantees, which constitutes a key
element of Kommuninvest's high creditworthiness. rbtiver, the members decide on
Kommuninvest's objectives as well as the businesdelines which will be carried out by the

daughter compankommuninvest | Sverige AB

Kommuninvest is a consumer cooperative of findnservices whose members
(=owners) are also the users of the society. Aatioois or companies owned by the members

or which are closely linked to them can also také ans from Kommuninvest. The
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cooperative society is regulated under the Law ajrbmic Association of June 11, 1987, n.
667, (in Swedish: Lag (1987) om ekonomiska férearpgwhich regulates most Swedish
cooperatives. The co-operative society was foundeiP93 as the ownership organisation for
the limited liability company which existed prevgiy. Opting for the legal form of a co-

operative society was a pragmatic decision, in rotdeadjust more easily to the growing

number of new members (Interviewee 1, 29/05/2015).

The daughter compartfgommuninvest | Sverige AB held 100% by the cooperative
society. The company carries out the economic iievof Kommuninvest Group. It deals with
the issuance of bonds and the granting of loandiaadcial advice for the local authorities. At
the end of 2014, the company had 77 employees,eabhethe co-operative society does not

have any employees (Kommuninvest, 2015a).

Kommuninvest was established as a limited compendyadopted the status of a credit
market company (and not that of a bank) in Junes189 activities are regulated under the
Swedish Banking and Financing Business Act (200#) are supervised by the Swedish
Financial Supervisory Authoritifinansinspektione(Fl) (Swedish Central Bank, 2014).

The corporation owns 100% &fommuninvest Fastighets AR/hich is areal estate group
company.lts main task is to manage the property of Kommuest Group (Kommuninvest:
2015a).

Kommuninvest's legal structure is regulated byate law. In Sweden, no public law
company status is available for the public sec¢tbe nature of a private company guarantees a
lot of independency from the central state. At gagne time, as Kommuninvest is publicly

governed by the public sector, the company is aurttfe general interest purpose.

5.4. Governance model

This chapter presents the governance model of Kiammaest. The presentation is set
on the co-operative society as a) an entity ofstt@al economy and b) the subordination of the

limited company to the co-operative society.

5.4.1. Members
According to section 3 of the cooperative’s bylamembers of the co-operative society

can only be Swedish municipalitiekofnmui and county councilslgndsting. At the end of

2014, Kommuninvest accounted for 272 municipalifiest of 290) and eight county councils
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(out of twenty). They currently represent 94% ofeSi8h municipalities and 40% of the county

councils.

Kommuninvest’'s members are quite diversified ke of size, number of inhabitants
and wealth. The smallest municipality Bjurholm &l4nhabitants in 2014) is also a member of
the second largest Swedish city Goteborg (541.4H&kitants).

5.4.2. Governance bodies

The decision-making and supervisory bodies of tleoperative society are: the
General Assembly, Director Board, Managing Directédwditors and the Nominating

Committee (section 9 of the bylaws).

The policy-making body of the co-operative socistyhe General Assembly, which is
composed of all its members. A session is heldeastl once a year (section 10, bylaws).
Members are represented in the General Assemldyghra politician of the respective local or
regional government. Therefore, one can find eyatical colour in the General Assembly,

reflecting the political landscape of the local aedional level.

Each member has one vote in the General Assembbpendent of its size, lending
volume and capital contribution (section 10 of byaws). The members decide the society’s
affaires. For instance, they adopt tlewher’s directive$, which give the guidelines for the
economic activities of the daughter company, thégpa the financial statement and balance
sheet of the cooperative, decide on the allocadfosurpluses, elect the Board Members and
determine the fees of the Board Directors, Auditord members of the Nominating Committee

(section 10 of the bylaws).

A Nominating Committee is responsible for the pmepion of the meeting of the
General Assembly. The Board is responsible for the organisation of thociety and the
management of the Society's affdiess developed in section 11. The appointment ef8bard
Directors is proposed by the Nominating Committeéeshall consider the actual political

landscape of the member municipalities.

The Board shall appoint the managing director i to-operative Society. He is

responsible for the day-to-day management of thiego
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The General Assembly appoints one authorised @ubaticountant or registered
accounting firm and two lay auditors. The Auditti@ve to &xamine whether the activities
have been conducted in an expedient and, fromaadial perspective, satisfactory manner and
whether the activities have been conducted in atanwre with rules and principles of municipal

law relating to municipal activities conducted thgh companies(section 13 of the bylaws).

5.4.3. Incompatibility

Employees of the limited company are not eligitaulfil a position at the Director
Board, the Nominating Committee or as Auditorshe to-operative society (section 9 of the
bylaws). Because of this, Kommuninvest aims to ma@mnits dual organisational structure
which shall ensure the independency of the operaltitusiness activities (especially the
lending) of Kommuninvest from the political sphess,well as the members’ local and regional

governments.

5.5. Areas of activities

The business operations are carried out by thditarerket companiKommuninvest |
Sverige ABbased on thedwner’s directiveswhich adopt the cooperative’'s General Assembly.
The business model of Kommuninvest is based omasimple idea as shown in the following

chart:

Table 6: The business model of Kommuninvest

Co-operative Society [«

Members

Funding Lending
Limited Liability
Company

Investors >

Source: Own elaboration.
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The limited liability company borrows funds fortnet financial market mainly through
the issuance of bonds. The funds are granted asasilong term loans to the members or the

companies and associations owned by the members.

5.5.1. Funding

Kommuninvest procures funds through issuancesoofl® and commercial papers in
the domestic and international financial marketsmiuninvest’'s borrowing schemes benefit
Kommuninest | Sverige ARith the highest credit rating of AAA/Aaa alongtlvia stable
outlook from Moody’s and Standard & Poor’'s and gofarable demand for low-risk issuers
(Kommuninvest: 2015c¢). The total borrowing amountedSEK was 297.1 billion (EUR: 31
billion) in 2014 which presents a growth of 14.0t®&mpared to 2013. This demonstrates that
Kommuninvest is a significant issuer of securifieshe international investment market in the
category: Sovereigns, Supranationals and Agerci&mmuninvest lies in the range of its
Nordic counterparts which have a total funding watuof between EUR 10-45 billion in 2014.

The funding objective is to procure financial meat favourable terms in order to

transform them into cost-efficient lending for it@mbers:

“Kommuninvest’s task is to borrow money in the Selednd international capital
markets with the lowest possible risk and on thetrfavourable terms and, at the next
stage, to offer the Swedish local government sditancing that is as stable and cost

efficient as possible(Kommuninvest, 2015a:6).

The borrowing strategy is based on two pillarsassess the demand based on regular
revisions of lending forecasts and to focus on dheersification of the funding sources.
Diversification is created by markets, currenciestruments and maturities (long and short
term). Kommuninvest seeks from this diversificatiorbroaden the investor’'s base to overcome
dependency from few investors and to spread tkeofi€urrency changes and development of

markets.

Bond issuances were executed in Swedish KronofDblfars, JPY, Euro, Canadian
Dollars (CAD), Australian and New Zealand DollasUD and NZD). The instruments to
borrow through are the Swedish benchmark progranotiesr benchmark programmes (US
benchmark program fixed and floated, Australiaredix private placement, public bonds and

uridashi bonds.
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Table 7: Kommuninvest's borrowing by currencies in2014

m SEK 53 (40) %
= USD 39 (52) %
mEUR 3 (0) %
mJPY 2.5 (7) %
AUD 2 (1) %
MXN, NZD 0.5 (0.3) %

Source: Kommuninvest, 2015:12.

By the end of 2015, the issuance of an inauguna@e® Bond is expected to be
launched. Green Bonds procure funding which willgbigible for renewable energy, energy
efficiency, green buildings, public transportatiomaste and water management, adaptation
measures in buildings and infrastructure and enwmental management (Kommuninvest,
2015d). A new green loan is to be offered to thenbers starting 1 June, 2015. With the
issuance of a Green Bond, Kommuninvest followstthads of various issuers to answer an

increasing worldwide demand for sustainable anpamsible investment.

The trend of the issuance of Green Bonds stadedntly; often, each issuer defines
their own programme. However, as Gerlich (2015) enlnges, in recent times, different
organisations such as the organisations such a<liheate Bonds Initiative (CBIpr the

International Capital Market Association (ICMAgveloped guidelines for green bonds.

Regarding the first local governments funding @geto issue Green Bonds, KBN
Kommunalbanken Norway and the Dutch BNG must bedciboth had their inaugural issuance
of these bonds in 2014.
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5.5.2. Lending

Kommuninvest not only provides loans to its merapbut also to companies under the
member’s control. These companies have to be helddomembers with a minimum of 50% of
the companies’ shares. In addition, the concernechimer must also guarantee the loan for the
respective company. However, foundations or assoogof the members are only required a
“close relationship” with a member and a membetargntee for the loan (Kommuninvest,
2015c).

The portfolio of Kommuninvest consists of shorateand long-term loans with
variable and fixed interest rates. In 2014, Kommuast borrowed a volume of SEK 222.8
billion (= EUR 23.3 bn at the exchange rates frongést 2015) which had been distributed
between 791 customers, of which 280 were membek®ofmuninvest. 40% of all loans were
allocated to municipalities, 29% to municipal hagsicompanies, 8% to municipal energy
companies and 1% to the counties (Source). Thetebging volume grew by 6.8% in 2014

compared to the year before (Kommuninvest, 2015a).

Marginal differences exist for the pricing of Igafor the municipal borrowers: the
spread is from 6bd between the highest and thesloimgerest rate for the same type of loan
(Interviewee 5, 31/08/2015). According to Kommurdat/s solidarity understanding, there big

differences could not persist (Interviewee 5, 280%5).
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Table 8: Lending portfolio by type of borrower in 2014

® Municipalities 40 (40)
%

Municipal housing
companies 29 (30) %

m Other municipal
companies 22 (21) %

® Municipal energy
companies 8 (8) %

m County councils /
regions 1 (1) %

SourE®@mmuninvest, 2015a:11.

Table 9: Lending portfolio by loan product in 2014

m Capital tied up, fixed
interest (incl. Lending
against Swedish
Benchmark
Programme) 50 (46) 9

Capital tied up,
STIBOR 43 (37) %

[=)

m Kl interest 4 (11) %

uBoe: Kommuninvest, 2015a:11.

Pricing policies are orientated by market condsioAs Schnitzler (2013) estimated for
the analysed period from 2005-2010, Kommuninvess &hle to offer 10-20bd below the
offering of its competitors (Schnitzler, 2013). Hawer, prices of Kommuninvest’s loans rose in
the last years. The objective of this price polisgs to obtain benefits for the agency’'s

capitalisation in order to meet the Basel Il regquoients. Kommuninvest's loans were less
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attractive to the members as the competitors pealvithore cost-efficient borrowing schemes
(Interviewee 5, 28/05/2015).

5.5.3. Services

Recently, Kommuninvest also provides financial extpe to the municipalities.
Employees of the risk department are availablealio to the municipalities to improve their
financial management (Interviewee 5, 28/05/201%)mkhuninvest provides policy documents
to the politicians to be able to better control dedbt management of their respective community
(Interviewee 5, 28/05/2015).

Moreover, in 2014, Kommuninvest developed a neis deanagement system for the
municipal sector which offers competitive featuresd lower prices compared to that of
competitors (information of Kommuninvest). By thedeof 2014, 82 out of 280 members had

subscribed to this new debt management system (Kmimvest: 2015b).

5.6. Overview about the economic and financial situation

The Kommuninvest Group’s economic and financialuation shows a stable
development when comparing the economic resultsfiaadcial ratios of the years 2010 and
2014. First of all, Kommuninvest's offering was ratitive for local authorities, as
Kommuninvest gained 20 new members between 2010 (@&mbers) and 2014 (280
members). Consequently, Kommuninvest’'s balancet bt increased in the very same time
frame by SEK 121.9 billion from SEK 190.2 billon0@0) to SEK 312.1 billion in 2014 (=
EUR 32.8 billion). Thanks to this, Kommuninvestsituated between its Nordic counterparts
which have a balance sheet total of EUR 48.8 bilflkiommunalbanken, Norway), EUR 30.0
billion (MuniFin, Finland) and EUR 27.0 billion (KomuneKredit, Denmark).
Kommuninvest's total assets increased due to isvigig lending volume. It increased 66.6%
between 2010 and 2014: Kommuninvest's lending velamounted to SEK 133.7 billion in
2010, whereas it was SEK 222.8 billion in 2014. Tgweup held a share of 44.0% in the
Swedish local government borrowing market in 20Nt profit rose 275.0% for the same time
period (2010: SEK 191.6 million and 2014: SEK 718ilion), which indicates a significant
gain in profitability. Comparing the cost/incoméioa= total expenses in relation to net interest
and other operating income) of 2010 and 2014 amsfithe assumption of Kommuninvest's
improvement in cost efficiency as the ratio was doxd from 43% (2010) to 32% (2014)
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(Kommuninvest, 2015a). Administration expenses|(gkng the stability charge) amounted to

as low as 8 basis points (0.08%) as a proportidarafing (whereas to 0.10% in 2010).

The Kommuninvest Group pursues a&ofiservative asset-liability managenient
(Standard & Poor’s, 2014), which ensures that tléunty and amount of borrowing exceeds
that of lending. The group’s funding amounted t&K&97.1 billion (EUR 31.0 billion) in 2014
and its total lending amounted to SEK 222.8 billl@UR 23.2 billion) that same year. The
annual borrowing with a maturity longer than onary@as SEK 81.2 billion. Kommuninvest's
prudent asset-liability management is reflectec tiguidity and maturity transformation which
relies on long-term borrowing used for short-teoaris. The average period for which capital
was tied up in lending was 2.2 years, whereasdhébrrowing was 5.7 years in 2014. The
average maturity transformation rate is -3.5 yeatsch reflects a prudent risk strategy. This is
particularly noteworthy since it demonstrates tKammuninvest has remained profitable
despite the negative transformation (normally bamiksow at short maturities in the form of

deposits and lend at long maturities to earn ttsitige transformation spread).

Kommuninvest's robust capital position was re#ecin a core Tier 1 ratio of 35.6% in
2014 (and 40.0% in 2010), a Tier 1 capital ratid36f6% in 2014 (and 40.0% in 2010) and a
total capital ratio of 47.4% in 2014 (and 60.092010) (Kommuninvest, 2015a:2). However, a
weak point of Kommuninvest's balance sheet ishis equity-to-assets ratio. It is measured
with the so-called leverage ratio and was 0.79%2014 and shows the necessity for
Kommuninvest to increase its equity in order to trthe new requirements of Basel Il for
20182 A capitalisation strategy has been adopted bytheperative society’s Annual General
Meetings in 2014 and 2015. It has been decide@é-toject the members’ surplus of the years
2014 and 2015, to raise the capital contributioeaxfh member based on the inhabitants of the
respective local authority and to introduce sepatapital contributions, the so-called debenture
shares also open for non-members of the co-operaticiety to increase the group’s capital

(see chapter 5.2.1.).

® The requirements of Basel Ill concerning the lager ratio for 2018 are not yet fixed, but are to be
expected between 1,5% to 3% for the Kommuninvesuffollowing the information of Kommuninvest
(Interviewee 5, 31/08/2015).
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Table 10: Facts and figures of the Kommuninvest Grap in 2014 (2013)

Figure/Ratio Description

Foundation 1986

Legal form Double structure: the owner organisafimnmother company) is the
cooperative societf)Kommuninvestthe operations are conducted
through the credit market compamommuninvest | Sverige AB
together they forniKommuninvest Group

Members 280 (278)

Of with municipalities

272 (270), 94% of the mupialities

Of with county councils

8 (8), 40% of the countyaails

Guarantee

explicit, irrevocable, unlimited, joinhdaseveral guarantee from
members

Credit Rating

AAA/Aaa with stable outlook (Stand&dPoor's/Moody’s)

New borrowing in long term del
instruments

HSEK 81.2 (96.2) billion

Total borrowing

SEK 297.1 (260.6) billion

Lending volume

SEK 222.8 (208.6) billion

Employees

77 (70)

Balance sheet total

SEK 312.1 (277.5) billion

Net profit SEK 718.6 (745.6) million / 568.4 (599.7
Core Tier 1 capital ratio in % 35.6 (37.6)
Tier 1 capital ratio in % 35.6 (37.6)
Total capital ratio in % 47.4 (56.4)
Leverage ratio 0.79 (0.58)

Source: Own elaboration based on Kommuninvest, 2015
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5.7. The success of Kommuninvest

5.7.1. Bases of evaluation: Purpose and impact on the sety’s welfare
Evaluating Kommuninvest shall be based on thealfudint of its general purpose as

defined in section 1 in the bylaws of the co-opeeasociety: to put into practice a common
business concept and vision in its activities cstirgj of the promotion of the financial interests
of its members by creating the best possible camditin the long term for the members’
borrowing and the creation of optimal conditions foembers’ activities in the financial area
by providing support to the member&ommuninvest, 2015c). Furthermore, we will takioin

account Kommuninvest’s impact on the society.

a. Purpose’s fulfilment

Concerning the purpose’s fulfilment, | consider utility for its members, which shall
be reflected in the lending volume, the relativanlgprices and the market share and the
development of members’ number.

Kommuninvest was created as a regional fundingh@gen the County Orebro.
However, in 1993, it transformed into a nationatleviagency due to the increased demand of
Swedish local and regional governments. Within 88rg, a small initiative of 10 subnational
governments developed into a project which make28{p(90%) of the Swedish regional and

local governments in 2014 (Kommuninvest, 2015a).
Kommuninvest is the sector’s principal lendertasfbllowing table shows:

Table 11: Market shares of local government borrowes

m Borrowing via Kommuninvest 44
(44)%

Bank funding
30 (32)%

® Proprietary funding programs 26
(24)%

Source: Kommuninvest, 2015a:2.
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The agency occupies a market share of 44% (20446 & 2013) in the local
government borrowing market in 2014. The other égadare banks (30 % in 2014/32% in
2013) and proprietary funding programs (26%/24%).

The shares increased in the aftermath of the diabrises: in 2006, Kommuninvest
held around 20% of the market, whereas it held #12014.

Table 12: Development of lending and members 198024

300 300
250 250
200 200
150 150
100 100
50 50
0 - I At At o L B e S L 0
F T P P S T T S S SR
e Number of members Lending (SEK bn)

Source: Kommuninvest, 2015a:11.

The lending volume has especially increased si@®. The primary reason for this
development is the continuously high number of megmbers. Also, the banks reduced their
lending volumes in the wake of the new regulatiohghe financial crisis (Kommuninvest,
2014). My analysis of the market shares’ develognoériEuropean local government funding
agencies of the recent years shows that most Eamopgencies increased their market shares
between 2006/2007 and 2013. This development s&etrs the consequence of the change in
business strategy of the banks following the fim@narisis: many reduced their activities in the

subnational debt market.

Moreover, Schnitzler (2013) estimates that Kommuest's loans had been 10-20 bd
below the alternative offerings of commercial bamkthe period of 2005 to 2010. He based the
empirical study on a sample of 26 member munidieali A fundamental part of the agency’s

general purpose is to provide cost-efficient legdor its members.

Kommuninvest's utility for its member is also exfted by this fact: To date, no
member has left the partnership, which we see alear evidence of the perceived business

benefit (Kommuninvest, 2015a:6).
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Moreover, the well-accepted, newly-introduced delfsinagement program service in
2014 (one-third subscribed in the first year) iadés the utility of Kommuninvest's services for
its members. At the same time, it is not surprising Kommuninvest is a membership
organisation where the members are the clientseaséame time and decide upon new services

and thereby contribute to Kommuninvest's need-tadmffering.

b. Impact on society’s welfare

The municipalities and county councils serve thblig interest as they carry out public
functions prescribed by the constitution and legish. Representatives, who are legitimated
through general elections, adopt policies for thespective communities. Kommuninvest has a
public sector mandate which instructs it to provideding solely to its members, who are the
local and regional governments as well as compaaies associations under their control.
Therefore, Kommuninvest's impact on the welfarehsd society is given through investment
loans in public infrastructure and services whiehdfits the whole community and enables the
society’s welfare. Moreover, loans are investedeal economy and subsequently stimulate the

local economy and support the endogen development.

To conclude, Kommuninvest is successful in attejrnihe cooperative’s purpose and

contributing for the collective good.

5.7.2. The foundations of Kommuninvest's success

The key to Kommuninvest's positive outcome liesthie sound implementation of a
business model which makes it attractive and beiaéffor its members. Additionally, the
agency is embedded in a specific institutionalirsgtof enabling conditions (Anderson and
Andersson, 2005).

Kommuninvest is comprised of good governancefangtfinancial risk management
and its quality of assets (Standard & Poor’'s, 20B&)ditionally, a low cost/income ratio of
32% (2014) reflects an efficient management. Moeegthe financial disintermediation and the
possibility of the agency to procure low intereatierfunds from the capital market due to the
high creditworthiness oKommuninvest | Sverige ABs a low risk issuer and a favourable
demand for subsovereign bonds are at the heartsofuiccessful business model. Cheaper
funding permits in turn transfer the cost reductiorthe subnational governments through their
cost efficient lending program&ommuninvest i Sverige AB&editworthiness is assessed as
AAA |/ A-1+ with a stable outlook (June 2015) fromtaBdard & Poor’'s and with Aaa from
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Moody’s (June 2015). This means that Kommuninveaties the same notes as the sovereign
state who usually presents the maximum rating whigbossible for local government funding
agencies as local governments are linked, albeihgér or weaker, to the central state they

belong to’

A specific institutional framework of internal dsieng and external enabling factors
permits Kommuninvest to develop this co-operativejgrt of subnational governments. |
differentiate between internal enabling conditionkich describe the internal setting of
Kommuninvest and the external enabling conditiotsctyv are provided by the political and

legal system as presented in the following table:

° Creditworthiness is usually assed by rating agensuch as Standard & Poor’s, Moody’s and Fitch
and/or by the investors themselves based on simmilgaria. The solvability of the financial instttans
compromises the following aspects: the asset guaiguidity sources, and guarantee for the finahci
liabilities, the access to central bank financingik management, capitalisation, shareholder sugat
the broader institutional framework in which th@anisation is embedded. The risk of the loan bsok i
assessed, which, in the case of local funding agenis comprised of lending from only the low risk
public sector. Moreover, the financial and econosiigation of the company is scrutinised (Standgard
Poor’s, 2015a). The rating agencies use simildesdar credit rating. For instance, Standard & 0o
applies for the evaluation of the issuer as wefioaghe issuance of long term obligation: a crediing

in a scale in ten major steps from the highest A#tA to the lowest note D. “AAA” note suggests that
“The obligator's capacity to meet its financial coitment on the obligation is extremely strong.,”
whereas “D” suggests that the issuer or the issuenio default (Standard & Poor’s, 2015b).
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Table 13: A unique institutional framework

Internal enabling conditions

Trust and cooperation
Governance model
Ownership structure

Joint and several guarantee from the member foenterprise’s liability

External enabling conditions

Decentralisation — autonomy of subnational govemse

Implicit state guarantee for no defaulting of sufmal governments
Right of subnational governments to levy taxes

Tax-exemption for subnational governments revenue

Access to central bank financing

Culture of consensus

Source: Own elaboration.

a. Internal enabling factors

The most important internal enabling factors awsttand cooperation, the choice of

governance, the ownership structure and a jointsendral guarantee.
Trust and cooperation

Kommuninvest would not have been possible withbattrust and willingness of the
local governments to cooperate. One could thinkttha is a factor of minor importance. As a
matter of fact, | argue that the contrary is theecdNo larger co-operation project between local
governments existed in Sweden before. Kommuninwestitiator and first president,
Andersson, stressed the difficulty to overcomeldieal politicians’ mind-set of rivalry between
neighbouring communities in order to set up a comfiiwancial cooperation (Interviewee 1,
29/05/2015).

50



As the prisoner's dilemm&suggests, rational individuals might not cooperaten
though it seems to be in their best interests &g Would gain important benefits from it which
they otherwise would not receive. Yet, mistrusbtirer considerations may cause the individual
to not choose the optimal strategy. Regarding Kominuest's foundation, this means that the
local governments of the county of Orebro mightngaccess to more cost efficient and
diversified funding by bundling their borrowing mse Thanks to this, they would obtain a
sufficient volume to borrow on the capital markedacommonly bear the costs of the bond

placement. Only larger cities had and have direcgéss to the funds of capital markets.

Therefore, trust-building between participantscofoperative projects was therefore a
key element in the Kommuninvest foundation procdssthe case of mutual distrust, no
transaction takes place; thereby, there is thepasgibility of gaining benefits (Hillman, 2003).
According to Hillman, the following aspects are @al to establish and sustain trust between
individuals (Hillman, 2003:595-597):

* a history of transaction with honest behaviour

e (regular) transactions between the individuals

» small group

» individuals value their reputations for furtherrtsactions with the same individuals

« disciplining can take place.

In larger groups, where interactions betweentsdl individuals are not possible, as is
the case in large anonymous populatiossgial normsof trust and cooperatiorenable

cooperative behaviour (Hillman, 2003).

Kommuninvest started with nine neighbouring mypadities and one county council;
therefore, it was a small group where regular &atiens could take place. Clear mechanisms
and peer review were introduced in the very eatdges of Kommuninvest's creation to
enhance trust between local authorities as wdlledween the agency and the local authorities.

Kommuninvest’s initiator Andersson states:

1% The game theory’s prisoner’s dilemma was developgd-lood and Dresher in 1950. This large
application applies to real world situations wheoeoperative behaviour is involved.
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“We had to work a lot with getting this type of$tuWe had to build very clear routines
how to supervise local authorities, how to makevaty transparent, how to make
everyone really clear about the rules of the conypan that they were convinced that if
somebody would not have the same credit qualitynaone than they would be dealt in
a different way. (...) This check of financial sitaatwas partly done by them [local
authorities]. We had the credit committee compramisfive or six chief financial
officers from different local authority. They wei® study each new application of
membership before it was grantefiterviewee 1, 29/05/2015).

The founding members decided to equip Kommuninweish a several and joint
guarantee of the members for the company’s finahalalities. This is a crucial element where
trust and cooperation are virtually materialised.opt for this guarantee was extremely difficult
according to Andersson, as the local authorities rait have the confidence in the financial
management of the other members (Interviewee 10528015). This is not a singular
phenomenon, as the following interview sequencenfedo German newspaper suggests. The

head of treasurer from the German city Essen weadaabout the creation of a LGFA:

"That would be disastrous,” he said. "Then citeesd municipalities had to bear
liability for others, without being able to inflnee their financial management. That
cannot work.”

(Original: ,Das ware katastrophal“, sagte er. ,Dam wiirden Stadte und Gemeinden

fur andere haften, ohne auf deren Finanzgebareflilss nehmen zu kdnnen. Das kann

nicht funktionieren®, so Klieve." (HandelsblattD22))

In many cases, lack of experience in co-operatoreven existence of particularism
and rivalry between local governments may hinder éimergence of voluntary co-operative
projects between local governments. This especedlgms to be the case for financial co-
operation; moreover, if this includes bearing theficial liability of a commonly governed

company.

Governance model

Kommuninvest adopted a governance model whichegebn a double structure
separating the political and professional levek Thoice for this governance model reduces the
risk of political intrusion in the accommodation dbans and the misuse of funds.
Kommuninvest's double structure consists on one 3l the owner organisation, or the

cooperative society, which develops the generadaimes of Kommuninvest and decides on
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the applications of new members. On the other sk daughter company with the juridical
form of a limited company carries on the operatidnssiness activities. The limited company

solely decides upon professional criteria regardirgloan granting to members.

Political entanglement in the lending programs fiofancial institutions present a
possible risk. For instance, in Spain, the saviagkb €ajas de ahorrgsare regulated as
foundations under private law. They have resern@ %in the region of Valencia and Madrid,
the percentage was higher) of the seats of thescuiry for local politicians. In some cases,
such as in the region of Valencia, grants werergive political considerations to finance huge

public works, which led to the financial ruin oktBaving bank (Sanchis, 2013).

Ownership structure

| consider the ownership structure of Kommuninassan enabling factor to sustainably
meet the funding needs of local authorities. Thaera of Kommuninvest are the subnational
governments on a voluntary basis. This model standsontrast to the Norwegian LGFA
Kommunalbanken, where the central government isthe shareholder; or to the Netherlands,
where the two LGFAs are held in mixed ownershiguding the state, water boards and local
governments. In these cases, the users or cliénk® dinancial services are not the owners or
only partially owners even. However, all sharehdddect in the public interest. This
commitment to the common good cannot be ensured wieelL GFA is based on private capital
where private shareholders pursue their interests the distribution of dividends makes it
necessary to raise the margin of loans (Van Audemhd958a). In Belgium, the liberal
financial minister Frére-Orban rejected the profséthe two financial experts appointed by
him who suggested basing the establishment of aAL@# private ownership as he wanted to

insure the LGFA'’s public interest commitment (Vaud&nhove, 1958a).

Joint and several guarantee of the members

Kommuninvest’'s borrowing is guaranteed jointly asaVerally by the members of the
cooperative society. The choice of adopting thismfaof member’'s guarantee ensures the
foundation for the agencies’ strong creditworthinas the guarantee type is fundamental for an

agency rating (Vettest al, 2014). A joint and several guarantee is as fatow

“entails that the creditor, in the event of a paymeéefault, may immediately demand
payment form either Kommuninvest or from one ofgthrantors [= members, E.S]. The
creditor need not first attempt to secure paymeshfKommuninvest but may demand the

amount in full from one or more of the membékoommuninvest, 2015b).
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Without the idea of solidarity between membermi@t and several guarantee is hardly
able to be put into place. Solidarity is a basilueaf the Statement of the co-operative identity

adopted by International Co-operative Alliances)¢!

b. External enabling factors

Kommuninvest benefits from an institutional sejtirom the Swedish cultural, political
and legal system. We will outline the factors ofelgtralisation, which include: the right to levy
taxes, the implicit state guarantee for local arities in case of extreme budget crisis, tax
exemption for municipal revenues, the access toralebank finance as well as a culture of

consensus.

Decentralisation

Sweden’s political system grants subnational gawents a high degree of political
autonomy and the right of self-government. Theti@ship between the State and the local
authorities and the legal status of local authesitidiffers significantly from centralised
countries. Decentralisation in a political systesnai process which concerns the political,
administrative and fiscal levels and implies thansfer of authority, responsibility and
resources from the state to the local authoritBssides the capacity of policy-making
(legislative power) and the implementation of piekc(executive power), the capacity to raise
taxes in order to allocate funds for the implemeémtaof policies is essential. As we saw in
chapter four, the Swedish constitution grants greatitonomy to local government. Article two
grants the right of local self-government and idesrto be able to respond financially, the right
to levy taxes is also given as a political respuaitigi. The Local Government Act (1991:900)
specifies in its provisions the empowerment of loaathorities. The act empowers the

establishment of cooperation between local autiksrih chapter 3.

Since in decentralised states the local goverrsnenjoy the necessary degree of
autonomy, they are more likely to develop an agdocyocal finance as a co-operative project
of and for local governments such as KommuninvEserefore, it may not be surprising that

the first local government agencgrédit Communal de Belgiqu&€CB), was founded three

1 The first credit unions, founded in Germany in théddle of the nineteenth century by Schulze-
Delitzsch and Raiffeisen, also adopted a joint senkral guarante&élidarhaftung from its members.
Later, this form of guarantee had been softenech(fld and Lutz, 2011).
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decades after the constitution of the Belgian faldeiate which favoured a greater autonomy of

provinces and municipalities:

“Belgian public law, which in many respects brokenptetely new ground, allowed a
considerable measure of autonomy. To-day many efsthcalled powers of local
authorities are devoid of all substance; but attttime they extended into some of the
most important fields of governmental activity. particular, the finances of the
provincial and municipal authorities were kept cdetply separate from those of the
central government(Van Audenhove, 1958c:461).

Agencies of local finance may otherwise be goweraed owned by the state —
especially in centralised statdsommunalbankenthe Norwegian local government funding
agency, is governed by the State, even thoughmndesfisimilar political system in Sweden. The
Japanese agency for local finance transformed fmostate-owned project to a co-operative
project between local and regional governmentsOi@82 Japan is a centralised country which

recently started decentralised policies.

To sum up, decentralisation is enabling exteraaldrs to establish a local government
funding agency whose shareholder are local autberiOrganising funding to a larger extent

independently from the central government boossptiinciple of subsidiarity and strengthens
local democracy.

Implicit state guarantee for local authorities

A further institutional enabling condition of Komminvest's particular institutional
framework is the fact that Swedish municipalitiesd acounty councils cannot be declared
bankrupt as they benefit from an implicit statergnéee (Standard and Poor’s, 2011). Over the
past hundred years, no Swedish municipality wetat bankruptcy. The Swedish court declared
in its verdict, that the national law would not waart bankruptcy of Swedish municipalities
(Monday Morning, 2012:24).

The consequences of a missing state guarantéler enplicit or explicit — in case of a
severe budget crisis of a subnational governmentsignify that the city has to declare its

default as was the case for the municipality ofrdiet(USA) in 2014 and of Leukerbad
(Switzerland) in 1998.

The case of Swiss municipality deserves additiati@ntion as the municipality was a

member of the Swiss local government funding agemlayissionszentrale Schweizer
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Gemeinden(ESG)*? In 1998, the ESG was confronted with the bankmupmit one of its
members, the municipality Leukerbad from the Kanféallis. The issuance of new bonds was
nearly impossible as the ESG had lost their goeditworthiness (Rehm and Tholen, 2008).
Even though ESG introduced new regulations to retf@ investors’ trust, it could not totally
recover from this image loss (Zoller, 2010). In 20the General Assembly decided on the
ESG's liquidation and this came into effect in Dmber 2013.

However, following Vetteret al. (2014), a state guarantee for subnational autésrit
also bears the potential risk of excessive indetsesl of the sub-sovereign entities as the
entities do not have to carry the ultimate respulisi as they will be bailed out by the state in
case of default. Therefore, balanced-budget for-sawereigns is important. The Swedish
Municipal Act incorporates the requirement of aamaked budget for the authorities, but

compliances are not effectively pursued:

“For example, there is a balanced-budget requiretrtbat obliges an LRG [= Local

and Regional Governments] to present a budget dentifor the coming three years
that establishes that an LRG's revenues are grahtar its expenditures. If the actual
result shows a deficit, however, the Municipal giges the LRG three years to make up
the deficit.

However, we note that, although awareness has asex@ over the past few years,
throughout the sector there are still numerous atwis from the balanced-budget
requirement. Moreover, as there are no sanctionsémcompliance, LRGs are left on

their own to balance their account¢Standard and Poor’s, 2011).

Right of local and regional authorities to levy taxes

Local government’s right to raise taxes is guaradtin the Swedish constitution in art.
7: “The municipalities may levy taxes in order to perfeheir tasks (Monday Morning,et al,
2012:23). Both the guarantee based on common lawhenconstitutionally guaranteed right to
levy taxes leads many to consider Kommuninvest &snarisk issuer for investors (BaFin,
2003, Standard and Poor’s, 2011). The right to leaxes ensures the local authorities a

financial independency from the central state asiges them with the access to liquidity.

2 The ESG was founded in 1971 as a cooperative tycaiel as a voluntary inter-municipal project. In
2008, it was made up of almost 1.000 out of 2.9QMinipalities from all parts of Switzerland. The
agency acted as an intermediary for the poolingmaficipal debt. Two thirds of the members
participated regularly in the pooling of debts tie tlomestic capital market. The average bond igsuin
had a volume of 120.000 Swiss francs (Rehm anderh@008). It reached a market share of 2% and
issued a total of almost 4 billion Swiss francsl(&p 2010).
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Tax-exemption for subnational governments revenue

Kommuninvest has to contribute taxes on their biesnas does any other company. In
contrast to other countries, Swedish taxation I@ats a cooperative society in general the same
way as a joint stock company (Stryjan, 2015). tee members of Kommuninvest, the
subnational governments, are tax-exempted for ttesienues (Swedish Association of Local
Authorities and Regions, 2015). As they serve thblip interest, the revenues benefit the
citizens as a whole. According to information frédfommuninvest, the decision to distribute
surpluses to members was taken in 2012 and applidd13 for the first time. All distributed
dividends had been re-injected into the companyhbymembers (Interviewee 5, 31/08/2015).
Schnitzler's assumption ofKbommuninvest's complete tax exempgtig8chnitzler, 2013:3)

cannot be confirmed.

Access to central bank financing

For financial institutions, access to finance searof the central bank is a further
element of the institutional framework of Kommunést, which could be especially important

when interbank lending or liquidity shortage magurc

Culture of consensus

As Kommuninvest is a voluntary cooperation projéstween local authorities,
politicians from the municipal and the county catnommittee from all political colours have
to work together. The elected politicians represtair respective community in the co-
operative society — as members of the General Asgeftegislative organ) or of the Board of
Directors (executive organ). They adopt the comignoidelines of Kommuninvest (see chapter
five). Despite their different political backgrowsjch pragmatic and purpose-oriented approach
characterise the interaction between the membekooimuninvest. The local politician of the
municipality of Vindeln, who is one of the actu@ fnembers of the Board of Directors, states

this in an interview:

“It is not like in the Rikdsag (parliament), becauseerybody is a member of
Kommuninvest. We are in Kommuninvest for one reagerwant the best possibilities
for the members to lend money. So we have the gaahelt has never been a problem,

every party work together(interviewee 2, 09/06/2015).
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Kommuninvest is embedded in a political system seholitical decision-making
process is known for its culture of consensus. BEheungh this culture has undergone change
towards stronger polarisation, these charactesisidl exist (Petersson, 1991). As Petersson

underlines, the political decision-making process i

“The concept of a culture of consensus does notjppese a total absence of conflicts
and disagreements. Instead implies a special methioceaching collective decisions.
A central element of this method is the sounding afuaffected interests, i.e., that
different groups are given the opportunity to stteir views and be heard, and that
decisions emerge through processes of deliberatind consultatioh (Petersson,
1991:176).

This political culture eases the implementationaojoint governed enterprise where
major decisions have to be taken by the local ip@its regardless of their ideological

background.
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6. Debate

6.1.

Is Kommuninvest an entity of the social economy?

Since Kommuninvest is a co-operative society whosenbers are local and regional

authorities, one can ask whether Kommuninvest ierdity of the social economy. The social

economy is understood as the area between thelstpmarket and the public sector (Chaves

and Monzén, 2012). Therefore, the independenceiloligauthorities is a basic principle.

| refer to the definition of Chaves and Monzon X2)) outlined in chapter three, to

discuss whether Kommuninvest could be considereshéity of the social economy or not. The

analysis of these factors is based on the coopeistibylaws and the practice of the

cooperative.

An analysis is schematically presented in theofailhg table:

Table 14: Analysis of Kommuninvest as an entity afhe social economy

provisions of the
statutes

principle of open doors for Swedish municipalitesd
counties (Kommuninvest: 2015a).

Criterion Characteristics Evaluation Fulfilled
Private . Kommuninvest is a company with the legal form of a
Companies that are : . . s
company co-operative society regulated by private law; tbé
regulated under . . _|.Yes
formally fivate law June 11, 1987, n. 667, regarding economic assongiti
organised P (in Swedish: Lag (1987) om ekonomiska foreningar),
Member Created to satisfy thel Accor_dlng to section 1 of the bylaws, it is a mensh@
N . organisation whose members have come together [fofrea
Organisation needs of its memberg .”. L o .
joint project in order to promote their financiaterests.
Economic Produces goods and  Kommuninvest provides financial advice, offers lg a,
Coae . . . . es
activities or provides services | and procures funding through the issuance of bonds
Accession is According to section 3 of the bylaws, municipasti@nd
voluntary and new ils of d bmit the: bt
Freedom of members are admittedcm.mty counctis o Swe jen can submit their app
. . which fulfills the requirements. Application of th&es
accession on basis of the

Organisation of
people

Primacy of people an
social objective over
capital

Kommuninvest does not pursue profit maximisat
ditself, it is therefore aot for profit organisatior{section
1 of the bylaws), but seeks to meet the economicis
of its members through better credit conditi
(Kommuninvest: 2015a).

ion

eres
NS

59




According to section 10 of the bylaws, each mentizesy
] one vote in the General Assembly. This right toevist
Democratic control of jngependent of the size, turnover or capital contion

Democratic the company (Kommuninvest: 2015a). Yes
entity exercised by its . )
members "The same members determine the focus of operations

and have the ultimate responsibility for the
organisation” (Kommuninvest: 2015a, 4)

Section 18 of the bylaws states that surpluseslyfirs
have to be allocated to thegal reserve After fulfilling
this, the General Assembly may decide to distribute

1. adividend on a debenture contribution

Eventual distribution

of benefits or and wh{it r_emains shall be aIIocgted in combination
Distribution of surpluses among the by election in one out of three options:
benefits members are not Partially
directly linked to the _ . _
capital contributions 2. as interest on members’ paid up capital
of the member contributions
3. as a bonus based on each member’s volume
of business
4. as a capital contribution issueallocated pro
rata to the total amount on the members' paid
up capital contribution
management The members have the full capacity to elect anthidis
autonomy and the governing bodies, to manage and control their
Autonomy of independence of activities. They are independent from external tepi
decision control from external | -ontributors. Partially

capital contributors, )
associations or the | However, the members are as well in the local

public authorities authorities part of the public sector

Source: Own elaboration on the basis of the desmiof Chaves and Monzon, 2012.

The analysis shows that Kommuninvest completdljidiseven out of eight criteria of
a social economy’s entity. We will develop eachtlvése points, but go further into detail
concerning especially the criterion of the autonoafydecisions, as it was indicated that
Kommuninvest only partially meets this criterionhieh deserves a deeper discussion in the

following section.

a. Private company formally organised

Concerning the criterion of a “private company ethiis formally organised,”
Kommuninvest fulfils it completely, as it is a coany regulated under private law. As the vast
majority of Swedish cooperatives (Pestoff, 2004 nmtuninvest is regulated under the Law of
Economic Associations of June 11, 1987, n. 667,Slivedish: Lag (1987) om ekonomiska

féreningar), which regulates cooperatives and aiyys of economic associations.
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b. Member organisation

Being a member organisation, Kommuninvegtison d'étreare the members and their
needs. Services are directed to the member antbthpanies hold by them. Kommuninvest is,
according to section 1 of the bylaws, an associatibose members have come together for a
joint project in order to promote their financiatérests, but not solely for the purpose of profit
maximisation. Unlike the cooperative doctrine (Larb1963), the Swedish cooperative law
does not refer to “members’ needs,” but to “membiterests”. As Stryjan highlights, this
classifies Swedish cooperatives per definition tdoa profit enterprise (Stryjan, 2015).
However, Kommuninvest underlines in the bylawsnitg for profit orientation: The Society

shall not be managed for the purpose of makingaditptKommuninvest, 2015c, section 1).

c. Economic activities

Kommuninvest carries out economic activities tlglouthe provision of financial

services to its members and companies owned by.them

d. Freedom of accession

All Swedish ‘primary municipalities and county councils, or amat equivalent body
or region which may be formed either in accordamaén the Changes to the Division of
Sweden into Municipalities and County Councils A&79:411)" (section 3 of the bylaws) are
free to join the co-operative if they fulfil theqa@rements. These include sharing the Society's
interests, exercising proper financial managemerr dheir activities and conducting the

activities as defined in the Municipality Act (sect 3 of the bylaws).

e. Organisation of people

Kommuninvest is a people organisation underst@draassociation where the person
and the social objective rule over the capital. @@pple, | refer to natural and legal persons,
whose characteristics are not those of shareholadre areinvestorsbut notusersof the
company’s services and seek primary profit throdghdends. Kommuninvest is not far-
profit enterprise and seeks to meet the economic intevé#ts members who are at the same

time owner and user:

“Activities shall be conducted based on well-found®dnomic and commercial
principles, taking into account the fact that t8eciety shall not be managed for the

purpose of making a profit'section 1 of the bylaws).
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f. Demaocratic entity

There is no doubt that Kommuninvest is a demacratitity, in the sense that the
control over the co-operative society is exerted thg members and implies democratic
governance based on the principle ohé member, one vaot&he current trend in cooperative
legislations derogates from this principle andwai@roportional voting rights according to the
volume of business (Fici, 2013). The shares of Komimvest are held only by the members,
which allow them to exercise full control over thebompany. Every member has one vote in the
General Assembly independently of its size, businedume and capital contribution (section
10 of the bylaws). Because of this, financiallyoegger municipalities or county councils cannot

dominate financially weaker ones.

The Pioneers of the famous Rochdale consumer catbpe of 1844 elaborated the
Cooperatives Principles on which the co-operativement is based (see chapter 3.2.). Fici
(2013:49) recalls that the Rochdale cooperativehramsd the democratic principle obtie
member, one votdogether with the équality of sexes in membershiplowever, barriers for

women’s active participation in cooperatives gtélsist:

“Since cooperatives, like other forms of enterpyrisslect the broader society in which
they operate, it is not surprising that gender imslpges do exist, despite the
cooperative principles and values that proclaim &gy and equity. Among the most
important gender issues in cooperatives today a@men's low level of active
participation and their under-representation in d@oen-making and leadership”
(Nippierd, 1999:176).

| argue that gender equality and active particgpashould be a major concern for
cooperatives if we want to considerate cooperata®slemocratic entities. Therefore, | will

deepen the gender equality within Kommuninveshafollowing section.

The Kommuninvest Board of Directors consists ofni&mbers; out of which, five are
women. This figure reflects a certain active pgvaton of women in co-operative society.
Kommuninvest is not a workers cooperative, whosepleyees are the members of the
cooperative. So one could say, employment prastiedl not be considered concerning gender
equity. As put forward by the author, the coopeeas identity is not fully credible if the
principles and values are not extended also teethployees. Therefore, the gender equity is
also considered when it comes to the staff of Komimeest. Out of 77 employees of
Kommuninvest, 44% are women and among the seniecutives, this proportion is even
higher as 50% are women (Kommuninvest, 2015a). Konminvest peruses a diversity policy

considering its annual reportthe ambition is to be able to attract, retain arngvdlop skilled
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employees, regardless of gender, ethnic backgroteidjion or faith, age, disability, sexual
orientation or transgender identittKommuninvest, 2015a:14).

To sum up, Kommuninvest fulfils even the broadederstanding of democratic entity.

g. Distribution of benefits

The question of benefits distribution of a soei@nomy entity is a core criterion which
differentiates such an entity form a private cdigtacompany: the eventual distribution of
benefits among the members is not directly linketheir capital contributions. Distribution of
benefits is not theaison d’étreof an entity of social economy. Fici translateis theaning to a

cooperative society:

“Since cooperatives are entities running an entsgmwith and in the interest of their
members, they do not seek to maximize profitsheut members’ aggregate welfare as
consumers, providers or workers of the cooperagwerprise. This means that a
cooperative’s annual profits should in principlgual zero in order for a cooperative to
demonstrate that it effectively acted in favourt®members’{Fici, 2013:39).

Nevertheless, if any surplus is generated, thepsative doctrine states that the mode
of surplus allocation has to be carried out onlthsis of the members’ volume of transactions
with the cooperative during the financial year aotlbased on subscribed capital or held shares
(Fici, 2013). | want to stress the difference afrtimology related to benefits of cooperatives:
those benefits which are generated by cooperataresactions are called surpluses - whereas
benefits which derived from transactions with noermbbers are known as profits. The
distribution related to subscribed capital is ulyulihnited, but if allowed, it shall be connected
to the condition of membership following the Intational Co-operative Alliance:niembers
usually receive limited compensation, if any, orpited subscribed as a condition of
membership(ICA, 2015). Yet, it should be considered thaintmeration of subscribed capital
of the members may invite members to subscribe mamtal contribution which helps to
counterweight the weak point of cooperatives; atliee known as obtaining equity capital
(Fici, 2013).

Kommuninvest's bylaws foresee a hierarchy in thecation of surpluses. Following
section 18 of the bylaws, surplus has to be alemtéitstly to the statutory reserve as the law
requires it. The General Assembly may then decidehe distribution of a dividend on a
debenture contribution subscribed by members or-members. The remains may be

distributed among the members according to thriéerdnt options:
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Table 15: The distribution of surpluses

Section 18 of the bylaws: Distribution of surpluse

Once the statutory allocation has been made tsthtitory reserve, unrestricted equity m
be appropriated by the general meeting of the $pais follows:

1. distributed as a dividend on a debenture contribithccording to Section 7;

What remains thereafter shall be:

2. distributed as interest on members’ paid up cagitaitributions according to Section 15;
and/or
3. allocated among the members in the form of a bbaised on each member's volume of
business according to Section 15; and/or
4. allocated among the members as a capital contrisuissue according to Section 5.8.
Any surplus which is not allocated by the generaétimg in accordance with 1-4 above sk

be brought forward to the following year's accounts

Source: Kommuninvest, 2015c.

The options of surplus allocation of section 18.28.4 are considered part of the co-
operative practice. Option threen“the form of a bonus based on each member's eolim
business (section 18.3), refers to the classical way ofo@dtion of surpluses within
cooperatives, the so-called “cooperative return“patronage refund” (Fici, 2013). The volume

of transactions with the co-operative society indel by Kommuninvest as follows:

“Volume of business” means an economic measureraflatting the extent to which
the members have used services and other resoducies the financial year, based on
loan volume, interest paid, compensation and simgeounds (section 15 of the
bylaws).

Those members, who participated to a larger extetite fulfilment of the purpose of

the cooperative through their transaction withdbeperative, are rewarded.

Option two (section 18.2) refers to the remuneratf the members’ contribution to the

equity of the co-operative through interests.

Option four (section 18.4) is a form of enhancithg amount of the equity of the
company through “reinvesting” the surplus as anitaméhl members’ capital contribution. As
stated in section 5, to which section 18.4 refershe capital contribution issue is allocaped

rata to the total amount of the members' paid up chpiatribution.

Considering the practice of Kommuninvest's allamatof surpluses of the financial

year of 2014, the following results are presented:
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Table 16: Allocation of surpluses in 2014

Type of allocation SEK In percentage
Statutory reserve 35,760,540 4,998 %
Bonuses distributed to members in proportion to ben's 634,641,649 88,706%

share of the total volume of business volume ird201

Interest of 2.5 per cent on members’ contributions 44,808,351 6,026%
Brought forward to the new account 229,142 0,032%
Total SEK 715,439,684 100,000%

Source: Own elaboration on behalf of the Kommunstv2015a:38.

The chart represents the proposal of the Boaibiraictors of the co-operative society,
which was submitted to the Annual General MeetingApril 2015 to decide upon. The
distribution was made on the provision of the byabefore its amendments, which were
adopted from the members of the General Assemldlynaame registered on June 11, 2015 in the
respective registration. The amendments signifigarfitanged the mode of surplus allocation as
will be explained in the following — through theweequirement of section 18.1 - to distribute

on debenture capital contribution.

On the basis of the old bylaws, the following disition was performed.
Kommuninvest followed the legal obligation of assigy a part (5% of the surpluses) to the
legally mandatory reserve fund (chapter 10 of thgvlon Economic association), resulting in

incrementing the equity of the cooperative.

The rest was distributed according to two optiomisich are described in the bylaws.
The major part, 88.7% of the total amount of susphy) was distributed after section 18.3 of the
bylaws as a bonus on the volume of lending decii#dieen the member and the co-operative
society. This kind of surplus allocation is thessliaal way of cooperatives, as it is based on the

transaction, which the member carried out withdbe@perative society.

“That volume of business refers to the sum ofitkerest expenses on each member’s
loans from Kommuninvest i Sverige AB for 2014. Voleime of business for each
member also includes interest charged to the membempanies, etc. in the manner

stated in Section (...XKommuninvest, 2015a:38).

Finally, a minor part, 6%, was allocated afteicét16.2. It was distributed as interests

on the basis of the members’ capital contributions.
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The proposed practice on the distribution of atmn of surpluses for the financial year

of 2014 fulfils the distribution’s criterion of asial economy entity.

Additionally, it should be mentioned that Kommuwrest's surplus distribution model
aims at using the refunds for capitalisation of Kamminvest (Kommuninvest, 2015e). If the
daughter companiKommuninvest | Sverige Ad&nerates profits, the co-operative society then
decides in the General Assembly the allocatiorugblsses and the distribution to its members.
In a second step, the members of the General Adgerote new member capital contributions
which will be transferred as a capital injectiontihe daughter company if the members decide
this.

In 2014, the General Assembly decided new capdatributions at the same amount as
the distribution of surpluses to members were S&K( 696,5) (Kommuninvest, 2015e). The

same procedure was to be applied for the GenesadrAlsly which came together in April 2015:

“The estimated but not yet approved capital injectielating to the results for 2014
amounts to SEK 680.0 (696.5) millioKommuninvest, 2015a:16).

The amendments of the bylaws suggest in sectioh thét after having satisfied the
statutory reserve, the General Assembly may defidéer distribution of surpluses, but it

must, therefore, be considered before the dividendiebenture capital contributions.

This amendment was adopted due to the so-callsdl Barequirementshich make it
necessary for Kommuninvest to meet the leverage raguirement. Kommuninvest leverage
ratio was below 0.5% and it has to raise likel\L 8% or even 3,0% to meet the requirements of
the new regulation by 2018.Therefore, capitalisation of the co-operative basn built up
through profit accumulation andt ‘may in the future involve direct capital conuiiibns from

members of Society and other form of capidbmmuninvest, 2015a:30).

The newly-introduced debenture capital contributisay be subscribed by members or
“members may transfer the rights which are assodiafieh the debenture capital contributions
(debenture shares) to non-members following apprbydhe board of directors{section 7 of
the bylaws). Debenture capital is a form of isseaofobligation in order to gain more equity
for the company. Holders of debenture do not gaiting rights nor do they become members
of the society. However, in order to give an inoanto investors, they must receive a dividend,
which is why this form of surplus allocation get®ferential treatment in the bylaws. Three
mechanisms ensure that this form of the societgfstalisation does not affect the autonomy of

the co-operative society: a) the Board of Directdecides what persons may subscribe

13 According to information from Kommuninvest, the quired leverage ratio minimum for
Kommuninvest is not yet known (Interviewee 5, 312085).
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debenture capital contributions, b) the Board akBlors decides on the amount which will be
subscribed c) the General Assembly decides if aflons are possible and the amount of

allocations of surpluses.

“The board of directors shall be entitled to decideat persons may make debenture
capital contributions, the amount in which suchteibbutions may be made, and the
terms and conditions which, in addition to theefgoing, are to apply in each individual

casé (section 7 of the bylaws).

This new form of distribution is not fully in lineith the co-operative doctrine as the
distribution now becomes possible for capital, Whioes not require membership. At the same
time, this very same fact of not admitting membigrstafeguards the full control over the
society by the user and members of the co-operativeiety. Therefore, | argue that

Kommuninvest partially fulfils the criterion of digoution of benefits.

h. Autonomy of decision

The criterion of the autonomy of decision and petedence of public authorities is
understood by Chaves and Monzon (2012) as manageaueonomy and independence from
the public authorities, external capital contribatdndividuals or organisations. | will use the
following determining indicators inspired by Fajarq2014, 2015) to discuss whether the

criterion is fulfilled or not:
* the nature of the members
» the purpose and function of the co-operative dtivi
» under which law the company is regulated

» the mode of governance (the influence of otherraadpublic character or external

capital contributors or through agreements froneotrganisations).

By the nature of members, | refer to either thdlipuor private character of the
member. By the purpose and function of the co-dperaactivities, | consider whether the
activities are a private undertaking based on wvalumess or entered into the legally and/or
constitutionally prescribed functions of public lantities. Concerning the law of the company, |
refer to whether it is regulated under public avaie law; this indicator is closely linked to the
indicator just previously mentioned. Finally, réhgt to the mode of governance, | want to
highlight whether there is a possibility or notinfluencing other actors of public characters,

external capital contributors or others.
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The following table presents the analysis accgrtiinthese indicators:

Table 17: Analysis of the autonomy of decision-makp and independence

Indicator Description Character

Nature of the

Subnational authorities Public
members

Purpose of the | Satisfy the collective interest and also indire¢tig general intere ;tM
. ; : utual
cooperative of the whole Swedish society

Satisfaction of the members’ neetb$t beneficial access to loans
etc.) which does not enter in the functionality, tasksservices
which are legally or constitutionally prescribed ttocal| Private
governments. The local governments develop thenbasiactivities
in the private sphere.

Function of the
activities

The cooperative is regulated under the privatedédune 11, 1987,
Legal form n. 667, regarding economic associations (in Swedisly (1987 Private
667) om ekonomiska féreningar).

Governance is exerted by the members; there isnfloence by
other public authorities such as the central statd the newly Member
introduced possibility of debenture capital conitibns through based

non-members (section 7 of the bylaws).

Governance

Source: Own elaboration based partly on Fajardd®520

The nature of the members is obviously of publ@aracter, as the members are
subnational authorities. Kommuninvest was foundedrder to meet the collective interest of
its members (section 1 of the bylaws), therefohe, purpose possesses mutual character.
Indirectly, Kommuninvest contributes to the objeetiof its members who act in the name of
the general interests of the respective Swedishulppn of their municipality or county
council. Hence, Kommuninvest's corporate statenweritVe finance welfarg Kommuninvest,
2015b).

Although, this mutual purpose of Kommuninvest doesenter in the functionality, it is
neither a task nor a public service which was pilesd to the Kommuninvest on the basis of a
legislative act or the Swedish constitution. Herities a voluntary cooperation project between
the associated members which develop business it@stivwithin the private sphere.
Kommuninvest is regulated under private law, namtig Law of economic associations of
June 11, 1987, n. 667 (in Swedish: Lag (1987) cam@kiska foreningar)When it comes to
the governance of Kommuninvest, the members aeeffoam any public influence such as the

central state. No state representative or commissdhere to exercise influence over the
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governance of Kommuninvest. Furthermore, the nemnfof external capital contributions,
which have been introduced in the bylaws in sectiodo not provide voting rights to creditors
in the General Assembly as they are a form of alibbgp and not an acquirement of cooperative

shares.

One may conclude that, since Kommuninvest's basiaetivities are developed in the
private sector and its purpose is mutual and tvemg@ance is based solely on the members, that
autonomy of decision-making and independence frémeropublic influence is almost totally
achieved. Nonetheless, the nature of the membenssitlves stays public as they are local and
regional authorities. Consequently, the co-opeeasiociety cannot be defined as a free sphere

of political influence. But besides this fact, lutt not detect further influence.

To sum up, Kommuninvest fully meets six out ofheigriteria of the social economy
concept. Regarding the critemstribution of benefitandautonomy Kommuninvest partially
matches the criteria. Therefore, Kommuninvest dhaliegarded as an entity that is situated on

the boundaries of the concept of social economy.

Further, it shall be readdressed that the dedaraf the agents of the European social
economy, theCharter of Principles of the Social Econort8002) and also scholars include
entities of the concept of social economy whiclndomeet all of the social economy’s criteria.
This is the case of foundations, which do not nthet criteria of democratic governance.
Moreover, in Spain, the catalogue of the law ofi@oeconomy (Law 5/2011) (in Spanish: Ley
de la Economia Social (Ley 5/2011)) includes antyerguch as fishermen's associations
[cofradias de pescadofesvhich is part of Public Law Corporation. Theseshigrmen’s
associations are not for profit organisations wHistt only carry out public functions but also
engage in economic/business activities in the peigphere to benefit their membefBajardo,
2015:2).

Social economy shall be identified rathewith activities conducted in the private
sphere by organisation that pursue specific aims act in accordance with certain principles
(Fajardo, 2015:2) than with a legal form. A defimit of entities of the social economy on the
basis of the legal form may make it easier to thielip administration and perhaps to scholars
as well, but this kind of definition carries alsskss blurring the practice of social economy — the
focus shall be set on the actual fulflment of piotes for the actions of social economy
enterprises as a legal form does not guaranteepithetice of social economy principles
(Fajardo, 2014). | adhere to Fajardo’s suggestiiii4) to focus on the pursued aims, the
application of certain guidelines of actions anel tlature of the economic activities, rather than
on the legal form of the entity and thature of itsmembersto determine the belonging of an

entity to the social economy.
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6.2.

Is Kommuninvest a régie coopérative?

We will examine whether Kommuninvest ispablic service cooperativéor régie
coopérativg as defined by Lambert (Lambert, 1959, 1962). Tdwmalysis is based on

information of the bylaws, the Annual Report of 20ihterviews and secondary sources.

The following chart shows the analysis in a sch@mBorm focusing on the key

elements of Lambert's concept.

Table 18: Analysis of Kommuninvest as a régie coopative

indirect public services, as the citizens w|
profit from this indirectly, through the
services which the municipalities will
provide based on the investments made
possible through Kommuninvest.

Factors Description Evaluation Fulfilled
Creation Public cooperative that Kommuninvest was created by ten Swedidtes
essentially owes its creation to | local governments. However, it was a
the decision of a public authority‘private” decision by public authorities in
the sense that no law prescribed it.
Membership | It is not the nature of law under| Kommuninvest is 100% owned by local | Yes
which the cooperative is governments. Therefore, its character is
constituted; it is membership | public according to Lambert.
which is decisive for
determining if it is a private or
public co-operative.
Functionality | The activities carried out by the Kommuninvest's services are directed to|i¥es
régie coopérativare a members, the local authorities. Therefore,
decentralised public service. | its services are considered after Lamber{ as

undertaking

the objective is to cover the cog
of the sale of goods or services
which it provides.

te/ell-founded economic and commercial
principles, taking into account the fact th
the Society shall not be managed for the
purpose of making a profit(section 1
bylaws)

Democratic Democratic principles are Kommuninvest’'s governance is democratiges
entity necessary to be applied, which| as it applies the principle obhe member,
concerns the democratic electiopone vote. The Board of Director is elected
of the directors. by the General Assembly
Economic It is an economic undertaking as‘Activities shall be conducted based on | Yes

at
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Autonomy The company has considerablg Kommuninvest is autonomous from the | Yes
administrative, commercial and| central government in financial,

financial autonomy. administrative and commercial terms. It
does not receive, for instance, any finang
transfer.

al

Open and Principle of voluntary and open| Kommuninvest is open to all Swedish logaYes
voluntary membership, except when governments (section 3 of bylaws). The
membership | technical considerations make |tapplication for membership must be
impossible to apply submitted to the board of the Society,
which decides upon the election of new
members.

Not for profit | Goal is not profit-orientated but| As stated in the bylaws in section 1, Yes
enterprise rather to provide a service. The Kommuninvest is aot for profit
consequence is that, if profits arenterprise:

generated and distributed to the“the Society shall not be managed for thg
public authorities, this can only| purpose of making a profit

be a secondary aspect of its
activity.

%

Source: Own elaboration on the basis of Lambe$Z19

Kommuninvest fulfils all criteria which we extrad from the concept of Lambert and

is therefore consideredpaublic service cooperative.

The creation of Kommuninvest is based on the detief public authorities: of nine
municipalities and the county council of Orebro.n@ary to Lamberts’ example, the LGFA
Crédit Communal de Belgiqgugshich was established by special legislation, gaR®ecree,
Kommuninvest is constituted on general legislatittme Law of Economic Associations.
However, according to Lambert, legal terms and #@mnms do not determine the public
character of the enterprise; but rather the owigidbes. Therefore, it is the legal nature of the

members which assign a public character to themide (Lambert, 1962).

When it comes to the criteria of a voluntary amp@ro membership, there is no doubt
that Kommuninvest fulfils these criteria as showrtable 16 and in the analysis developed in

chapter 5.2.

Lambert defines the economic activities of theljpubo-operative as a decentralised
public service. It is an emanation of the statgsm@mcting as a provider of services as opposed to

its acting as a power when enacting, for instaageiinal law (Lambert, 1962):

“(...), it [the State] may set up a special institotigrant it a considerable degree of

administrative autonomy and assign it some of ke assets, in such cases, we have
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decentralised public services, of which publicoperatives are one particular type
(Lambert, 1962:6).

According to him, public services for citizens grevided either through a public
agency (an administrative body) at free or nomahelrge (such as public schools), or a public
undertaking, an entity very closely connected with the Statéh wisystem of management in
which capitalist influences are present (.(Dambert, 1962:8). As Lamberts highlights, thexe
a “fundamental distinctiodhbetween the two governance forms. Kommuninves¢s/ices are
directed to its members; the local authorities vimdurn provide public services for their
respective communities. Following Lamberts approdtmmuninvest provides an indirectly

public service.

Considering the democratic criterion, Kommuninvegbes beyond Lambert's
democratic requirements forrégie coopérativeAccording to Lambert, aublic co-operative
shall not be governed by the State (for instanbegugh the appointment of company’s
manager), but shall be managed by the public atite®who were democratically elected: “[the
State]place the management of the decentralised ingiuith the hands of an association of
democratic institutioh (Lambert, 1962:8). Hence, Lambert's democratidecion does not

imply the fulfilment of the co-operative principbé “one member, on vdte

“The principle of democracy is applied in public-operatives just as in other co-

operatives. Admittedly, the system is one of @alidemocracy, just an in a wholesale
store formed form a federation of private law cexagtives. For instance, the members
of the general meetings of the Belgian Communaldi€rSociety are mayors, deputy
mayors, municipal councillors, and life aldermehat is to say, men who have been
elected to their positions by a two-stage-electi@tviously, if these persons were
appointed by an autocratic central authority, timstitution in question would not be

co-operative in charactéLambert, 1962:7-8).

Kommuninvest members are democratically electedhbycitizens of their respective
communities. Furthermore, Kommuninvest applies iwitlis organisation the co-operative
principles of ‘one member, one vétas every member has one vote independent oizés s
capital contribution and the volume of its trangatt with the enterprise. But, as previously

stated, Kommuninvest goes beyond Lambert's undedstg of the democratic criterion.
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Following Lambert, an economic undertaking produg®ods or provides services
which are sold to cover costs oslightly below costs (Lambert, 1962:8). Effectively,
Kommuninvest carry out economic activities in atams/ering way; this even goes beyond the
criterion of Lambert offering its products in a qoatitive market situation - whereas Lambert
suggests that some public co-operatives might beotily provider of services or goods as
regulated by the State (e.g. post or water prowisichis context of the 1960is). Kommuninvest
does not receive subsidies from the public autiesrito carry out its undertaking nor are the
cooperatives’ benefits tax exempted. However, Sstettical governments do not have to pay
income taxes, such as received dividends (Swedissodation of Local Authorities and
Regions, 2015).

Furthermore, Kommuninvest's autonomy goes mucthéurthan Lambert suggests. By
a certain degree of administrative, commercial famahcial autonomy from the central public
authorities, Lamberts refers to two factors: a) iiethods by which director and managers are
appointed (which | explained before when discussa@mocratic aspects) and b) the
administrative rules within theublic service cooperativeRelating to the latter, Lambert
considers that the following rules and practicedctvhhe observes in the Belgiagies
coopérativesare implied in apublic service cooperativethe reservation of a seat for a
government commissioner, the government commiss®mégghts to supervise, attend and
speak at all organs’ meetings and the obligatiosufomit regularly the balance sheets to the
commissioner. This interference from the centralegoment authorities is acceptable and even

necessary according to Lambert:

“Thus the autonomy of a public cooperative is ndimited. In any case, it could not
be so. A public co-operative is a public serviaed if there were given full autonomy,
the consequences might run counter to the genetexrests of the State and chaos and
wastage might restl{Lambert: 1962,10).

Kommuninvest disposes a fully commercial, finahaiad administrative independency
of the State. The members develop the economicelings and carry out the economic
activities autonomous from external State interieee The sole owners of the Kommuninvest
Group are the members’ local authorities. Lambertsiders ixed associatiot,which we
call today Private Public Partnershipsncompatible with the character of a co-operative
society (Lambert, 1962:5). Kommuninvest's autonomous goaace is not harmed through its

subjection to the supervision &inansinspektionen (f| the central administrative authority,
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which supervises banks, credit market companissyramces and other financial organizations

in Sweden.

Kommuninvest is aot for profitorganisation as stated in section 1 of the bylasre

is no doubt that profit is only a secondary aspétihe economic activities as Lambert suggests.

To sum up, | consider Kommuninvestégie coopérativas defined by Lambert.

Yet, Lambert’'s concept contains certain limits.miidedly, it helps to identify if a
public enterprise is governed by a basic intergimtaof the cooperative principles. However,
there exist significant differences betwesdygie coopérativeqsee table 19; Marti, 2014;
Lavergne, 1926). Therefore, | suggest, along withié and Fecher (2011), to develop a richer
conceptual fond and thereby to gain a more diffiated image of the entrepreneurial and

economic activities of the public and social ecop@®ctors.
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7. Conclusions

The aim of this study was to examine to which eixtbe Swedish local government
funding agency Kommuninvest could be considereddenfor cost-beneficial and diversified
access to funding for European subnational goventsni@ the present context of increasing

costs and lack of diversification in the subnatlaebt market.

| used descriptive and analytic methodology arglieg qualitative empirical methods.
The empirical study was based on field work with fe@t questionnaires addressed to the
founder, a board member and employees of Kommusines well as to a financial chief
officer of a member community to gain understandibgut the Swedish agency. Moreover, |
carried out ad hoc questionnaires with up to tworacon local government finance from Spain
and Germany to gain a better understanding if succhgency could serve as a model in other

European countries.

The results can be divided into two main grouplke Tirst part presents the results
concerning Kommuninvest's model and the foundatimihsuccess. The second part of results

deals with social economy concepts.

The model Kommuninvest was born in a context tifelicompetition in the local
government’s borrowing market. Swedish local argiomal authorities had to pay high margins
on granted loans from commercial banks and othemfiial institutions. Following this, ten
local and regional governments created a local mowent funding agency from scratch in 1986
with a regional scope. This voluntary co-operationdel soon raised the interest of other
Swedish subnational governments, so that Kommustrivansformed from 1993 onwards into
an agency with a national scope admitting new mesntvtem all over Sweden. Kommuninvest
functions as a member organisation which is ownetl governed 100% by its members, the
local and regional authorities and directs serviorly for its members and the municipal

companies owned by them.

Kommuninvest consists of two core legal entitiasdal on private law: the cooperative
society Kommuninvestind the limited liability companiKommuninvest | Sverige ABhich
together form the Kommuninvest Group. In Swedencoaperative law in a strict sense exists,
but virtually all cooperatives are regulated untlex law of economic association (Stryjan,
2015). Kommuninvest is a cooperative society odfficial services whose purpose is to satisfy
the financial needs of its members through thegagssent of loans and provision of financial

advice.
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| argue that Kommuninvest could be considered esgfal in attaining its own target,
demonstrating its utility for its members and cimiting indirectly to the society’s welfare. |
indicated that Kommuninvest was founded by ten ll@edhorities and in only 25 years, it
developed and stabilised a successful business|m@@is of Swedish local authorities are
members and Kommuninvest is the sector leader witmarket share of 44% in 2014.
Kommuninvest has increased competition in the l@a regional debt market. Its lending
volume accounted to SEK 222.8 billion in the sarmaaryand offered a cheaper offering on an
estimated range of 10-20bd than commercial bankiseitime period of 2005-2010 (Schnitzler,
2013). However, in the last years Kommuninvest ligightened its margin to capitalise with

the expected benefits from the enterprise in amerepare for Basel Ill requirements.

Besides providing cheaper funding, the agencyita®ased the financial expertise of
the members and enhanced the transparency ofridrecfal and economic situation and actions
of local and regional governments. The membereapesed to peer pressure to improve their
own creditworthiness through professionalised foi@nmanagement as, firstly, the agency’'s
high rating is based on the mercy of the membernmd financial and economic situation and,
secondly, all members assure through the jointssaveral guarantee complete commitment to
Kommuninvest. The agency is especially precioussimaller member communities, which
besides having no direct access to the capital ehahlke to the small volume of debt demand,
are also more likely to be cut off from financiabpertise concerning the capital markets, along

with expertise of debt management and enhancemenéditworthiness.

| argue that Kommuninvest's positive outcome ftw inembers is due to different
factors along with its unique institutional framewioIn comparison to commercial banks,
Kommuninvest benefits from factors which influerececompetitive offering. First of all, the
possibility exists for Kommuninvest to procure fgnflom the capital market at low interest
rates due to the highest credit ratindkeinmuninvest | Sverige Aihd a favourable demand for
subsovereign bonds. Additionally, a low cost/incorago of 32% (2014) reflects an efficient
management. Apart from Kommuninvest’'esot for profit orientation, its financial
disintermediation and the tax-exemption for sulmrati governments’ revenues (which enables
a tax-free re-injection of surplus distribution the capitalisation of the company) permits the

offering of cost-efficient loans.

Moreover, the Kommuninvest is embedded in a uniggétutional setting which is
reflected in internal and external enabling cooditi. As far as internal factors of the agency, |
qualify those which form part of the inner orgatima of Kommuninvest. | identified the

following as internal factors: the trust and cogpen between the agents, the choice of the
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ownership structure and the governance model, badapplication of a joint and several

guarantee towards the investors for the entergrigilities.

Besides regulatory obstacle, a main challengeKimmmuninvest's creation was to
insert trust between agents of local authorities @sndition for the inter-cooperation. As the
prisoner dilemma suggests, the challenge considtew to overcome mistrust between two or
more involved parties in order to cooperate to danefits, which they otherwise could not
achieve on their own. In the case of Kommuninvésiugh the bundling of common debt
demand, local authorities obtain direct accessindg of the capital markets, which would have
been otherwise too costly and/or not possible a& themanded volume is not significant
enough — especially for small and medium size comti@s. Therefore, at the very beginning
of Kommuninvest's existence, mechanisms were astadd which enhanced mutual trust and
cooperation such as lending between municipaléied a common financial committee of
financial chief officer of all participating munijmlities which evaluated the credit worthiness

and decided about granting loans (Interviewee 0522015).

Furthermore, the governance model based on a eléedrl and organisational structure
separates the political and professional level.nkkao that, it reduces the risk of political
intrusion in the granting of loans and the misuséinds through local politicians. Moreover,
the governance model reflects Kommuninvest's undeding of equity and democracy, as
every member of government has one vote in the @eAssembly of the co-operative society
independently from its size, its capital contributiand the transaction volume within the

cooperative.

The ownership structure of Kommuninvest securesstistainability of public mandate,
the persecution of the local and regional authesitiinterest and their empowerment.
Kommuninvest is 100% held by local authorities - dantrast to the Norwegian agency
Kommunalbankenwhere the state is the sole shareholder or tagemcy which is based on
private shareholders, as for instance, the inigatif the GermaKommunale Finanzagentof
theKandler GruppgKandler Gruppe, 2015).

The choice to opt for a joint and several guamiofethe members for Kommuninvest’'s
liabilities allows for the transport of the highlated Swedish municipal creditworthiness
through this guarantee to the agency (Anderson Asmakrsson, 2005) - as it is the central
element for Kommuninvest' triple A rating, allowirthe agency to fund itself at favourable

terms and positively impacts the costs of memidasse'owing from Kommuninvest.
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Furthermore, Kommuninvest benefits from extermalding conditions: the Swedish
constitution attributes a high degree of local aotay and the right of self-government of local
governments to the local and regional. They haveoasiderable political and financial
responsibility in the provision of public servicasd infrastructure for their citizens. Without a
high degree of decentralisation, an agency as gecaton project between subnational

governments hardly exists.

The subnational authorities have the right to leaxes and furthermore, they benefit
from an implicit state guarantee that no localegional government may be declared bankrupt
(Monday Morning, 2012). Both aspects contributéhi® evaluation of Kommuninvest as a low

risk issuer.

The agency has to tribute its taxes to its praft any other company; however,
municipalities and county councils are tax-exempidtht concern their dividends. The latter
helps to contribute to Kommuninvest capitalisates the members decided to re-inject the

dividends in the company.

Moreover, the culture of consensus of the Swedgstiety is another enabling factor.
The agency is established as a voluntary cooperatioject between subnational authorities
and politicians from all political colours and afl Sweden’ regions have to collaborate; namely
in the General Assembly and the Board of Directufrshe co-operative society in order to
elaborate on the “owner directives,” the generaidgiines of the Kommuninvest Group.
Swedish culture of consensus implies a speciakbctiVe decision based on deliberation and
consultation (Petersson, 1991). A pragmatic appraddhe participating members makes the
common project possible (Interviewee 2, 09/06/20Fa)ally, Kommuninvest profits from a
direct access to central bank financing, which &iéelpgo encounter possible market liquidity

risks.

The second part of our results shows deals doesni{minvest is an entity which can
be situated on the boundaries of the social econmmmgept, as the agency completely fulfils
six out of eight criteria? Yet, the criteria of thdenefits’ distributionand decision autonomy
were partially met. With the amendment of the byawthe General Meeting in April 2015, the
co-operative society introduced debenture capualkrioution which can be transferred from

members to non-members and gives the holdersghetd preferential surplus distribution (but

1 The criteria were extracted from the social ecopaoncept from Chaves and Monzén (2012) and are
the following: 1) private company formally orgards®) member organisation, 3) economic activitgs,
freedom of accession, 5) people organization, Gh)atgatic entity, 7) distribution of benefits, an)l 8
autonomy of decision.
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no voting rights) — surplus distribution to non-mmars is considered an excluding criterion by
the social economy’s doctrine. Concerning the gdte of autonomy of decisign
Kommuninvest has full autonomy as no interferenoemf the state or external capital
contributors affect the decision process. Of cquits® members of the co-operative society are
themselves public authorities. | adhere to Fajardoiggestion (2014, 2015) that, to determine
the belonging of an entity to the social econorhg, focus shall be rather set on the pursued
aims, the fulfilment of the action’s principles tfe social economy and the nature of the
economic activities. Kommuninvest pursues a mutaiah based on solidarity and on a
democratic governance model - which are charatitefeatures of cooperatives and entities of
the social economy sector (Chaves and Monzon, 20IB¢ nature of Kommuninvest's
economic activities is not public as they are regjally or constitutionally prescribed public
functions. The business activities result from dumtary cooperation project between the

associated members and are developed in the plawatsphere.

My analysis showed that Kommuninvest exceeds Larsbeequirements for aégie
coopérative(1962, 1963) in many aspects; according to himtlieership turns the enterprise
into a public enterprise (1962). | indicated thatnknuninvest provides an indirect public
service for the Swedish citizens; it iat for profit organisation which carries out economic
activities and is democratically governed and disaefits from the autonomy of the central
government. Lambert’s concept helps to identifa ipublic enterprise is governed by a basic
interpretation of the cooperative principles. Farthore, there exist significant differences
betweenrégie coopérativesTherefore, | suggest, along with Florio and Fectg011), to
develop a richer conceptual fond and to gain a rddferentiated image of the entrepreneurial

and economic activities of the public and socialreemy sectors.

I conclude that Kommuninvest is valuable to seagea model for other European
countries for cost efficient and diversified funglir- to the extent that the Swedish model
benefits from an institutional framework, whichusique. An establishment of such an agency
in another country would, therefore, has to consated to adapt to the cultural and political
system of the respective country. Also, the creatad such an agency should not be
misunderstood as an encouragement for excessiebtedhess of subnational governments.
Such an agency should only secure loan grantingirfeestments and not for the daily

operations of the local authority.
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The limits of this study are firstly, that one oah draw general conclusions since the
analysis is limited on a case study and secorifitynmuninvest was not compared with
other financing instruments concerning price edinay.

Further research projects could examine and séar@mpirical evidence the following
assumption that the pooled debt demands of sulm@tmuthorities based on a lasting and
institutionalised cooperation (in contrast to spzaclub-deals) effectively boosts the principle
of subsidiarity and strengthens local democracy aticipation, cooperation and
institutionalised interactions between agents atdcal and regional level. Moreover, the study
and comparison of the institutional design of dif@ local government agencies is
recommendable. To develop as well a broader thealainderstanding of the institutional

diversity in the public and social economic sectmuld be explored.
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Table 19: Comparison of European local governmentunding agencies

Country Sweden Belgium Denmark Netherlands Netherlands Norway
Name Kommuninvest Crédit Communal de | KommuneKredit Bank Nederlandse Nederlandse Kommunalbanken
Belgique (CCB) Gemeenten (BNG) Waterschapsbank (NWE
Bank)
Establishment 1986 1860 (-1996) 1898 1914 1954 1926

Created through the

By whom? initiati £10 local Established by a Established by a Founded by 37 The water boards A bill established the
initiative o t oca special act: the Royal | special act municipalities. The impulse to creation LGFA as a state
governments Order dated 8 Crédit Communal de administrative body

December 1860 Belguique serves as a
model.

Legal form Cooperative society | Limited liability Association Limited liability Limited liability Limited company
(mother company), | company company company
limited liability
company (daughter)

Issuer Rating Aaa/AAA n.a. Aaa/AAA Aaa/AA+ Aaa (cr)/AA+ Aaa/AAA

(Moody’'s/S&P)

Sovereign Rating | Aaa/AAA n.a. Aaa/AAA Aaa/AA+ Aaal/AA+ Aaa/AAA

94



50% are held by the Sta\t«Sl% of the shares are

Ownership Local and regional | Local and regional Owned by its Since 1999, it has bee’i‘y
governments governments members which are | 46.4% by 406 held by Dutch water owned by the Kingdo
all the municipalities | municipalities and 3.6% | authorities, while 17% | of Norway after a
and regions of by 11 out of 12 provincesby the State 2% by conversion to a state
Denmark and a water board provinces. company.
Guarantee Joint and several Municipal loans Joint and several Implicit support form Funds are lent under the Explicit state

guarantee from the | municipalities were guarantee Dutch Ministry of guarantee of funds that | guarantee, afterwards
members guaranteed by the Finance are ultimately backed by the guarantee was
central governments the Dutch government. | substituted by a
maintenance
obligation.
Total lending (€) in | 24.2 billion n.a. 19.8 billion 83.5 billion 49.4llbon 28.0 billion
2014
Loan production in | 10.9 billion n.a. 2.3 billion 9.2 billion 6.0 bidin 4.8 billion
2014 (€)
New funding in 2014 4.5 billion n.a. 235 million 14.9 billion 13.3 Lin 13.25 billion

95



Country Switzerland Finland Italy France United Kingdom

Name Emissionszentrale Schweizer | MuniFin Cassa del Trentino Agence France Locale Municipal Bonds Agency
Gemeinden

Establishment 1971(-2013) 1989/1993 2005 2013 2014

By the Province of

By whom? By the suggestion of the Swiss By the Keva (Local . 11 founding members (region, Impulse by the English
o ST : Trentino o ;
Association of Municipalities | Government Pensions departments, cities and inter-| Local Government
(Schweizerischer Institution) with the full municipal entities) on the basjsAssociation and the Welch
Gemeindeverband) support of the member of the Law of separation and | Local Government
bodies. regulation of bank activities | Association (WLGA)
Legal form Cooperative society based on | ILmited liability company | Limited liability Dual structure: limited Current t.ranslfor.r;n?jtllc.) nb'l't
private law company company (mother company) process in a imited fiability
and limited company (daughtelcompany
company)
Issuer Rating n.a. Aaa/AA+ n.a. Aa2/- n.a.
Sovereign Rating | n.a. Aaa/AA+ Baa2/BBB- Aal/AA+ AAL/AAA

Ownership Local governments Local and regional Autonomous Province | 100% local and regional 60 councils joined the
governments’ members. | of Trentino authorities. LFGA as investors
Guarantee guarantee from local Joint guarantee from local| Guarantee of the Pro rata guarantee from the | n.a.

governments

govts through Municipal
Guarantee Board

Province of Trentino

local and regional governmen

ts
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n.a.

19.2 billion

Total lending (€) in n.a. n.a. n.a.

2014

Loan production in | M 2.8 billion n.a. n.a. n.a.

2014 (€)

Few funding in n.a. 7.4 billion n.a. Not issued in 2014 Not ysuisd

2014

Source: Own elaboration on behalf of webpagelsamnual reports of the agencies, direct exchandesecondary literature.
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Questionnaire for a master thesis. Interviewee 1:dunder of Kommuninvest

(29" May 2015)

Structure of the interview:

A ADOUL YOUISEIT ... 98
B. About local governments and the municipal de@tk@t ... 98
C. Historical context of KOmMMUNINVESE'S CreatiON..........ccoiiiiiiiiiiiiiieee e esee e e e 99
D. Kommuninvest's creation: causes, aims, actorggss and challenges .........cccceeeeiicomceee. 99
E. Kommuninvest: legal form, regulation and SUBEON .................cccoevvveeviiiiiieeeeeseeeeereeieennns 100
F. Outlook on the creation of NEW LGFA......coriiiiiicc e 100
G. Kommuninvest: challenges NOW and tOMOIMOW....ce..vvvvviiieeerereiieeiiieeieeeeeersneereeeeereeeeeeeeee. 100

About yourself

What is your professional background?
What was your position at the time when you ingthKommuninvest?

3. Do you know the cooperative principles of the Intgional Cooperative Alliances
(ICA)?

About local governments and the municipal debt markt

1. According to you, how are the competences dividetdvben the central state and
the local government in Sweden?

Which role do local governments play in providinglfare to Swedish citizens?
Which public services have the local governmenizrtwide to their citizens?

What are the financial resources of local goverrnsin

Does the central state provide financial resoutecéscal governments?

How do local governments procure funding?

Who are the credit lenders of local governments?

o o~ 00k WD

Are Swedish municipalities generally entitled tornfio associations between

themselves?
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7.
8.

Can you give some examples for associations betwesncipalities?
Does inter-municipal (and inter-county) co-openati@ly on special legislations

like acts/ royal order?

Historical context of Kommuninvest's creation

Which internal and external economic and politi@adtors lead to the creation of
Kommuninvest in 19867

Did the deregulation of financial markets in thes8tinder the access of local
governments to funding on the markets? If yes, amny to which extent?

Did the central government ‘policies affect the ¢peis of local governments?

Did the economic recession has an impact on locgémments and if so, how

exactly?

Kommuninvest’s creation: causes, aims, actors, press and challenges

P w DN PRF

10.
11.
12.
13.
14.
15.

Why was Kommuninvest founded?

What is the “story” behind the name “Kommuninvest™?

What was your role in the creation process of Komimuest?

Did you have a model of a LGFA in mind for Kommuvest's creation, if so,
which and why?

What objectives did you pursue with the creatioKofnmuninvest?

Which were the short term and long term objectisésKommuninvest at its
beginning (aims, expected scope)?

Did any similar financial institution exist previsly in Sweden?

Was the creation based on any special government &oyal Order?

Which actors participated in the creation of Komimwast?

Did the central state contribute to the foundaporcess?

Did citizens of municipalities or of counties paipiated in the process?

What role did every type of actor have in the doeaprocess?

Which legal and political obstacles did you facemythe creation process?

Did you face (any) economic challenges while crepommuninvest?

When did Kommuninvest decide to admit new membedsvehy?
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Kommuninvest: legal form, regulation and supervisio

1. Why did you choose as the legal forms the limitedhpany and later that of a
credit market company?

Why did you choose the legal form of a cooperative?

Which advantages are there in choosing these egat?

Which alternative legal forms were available?

Why did you form a group - or in other words whyotgeparate organizations?
Which legal framework regulates the activitiests# tredit market company?

Is the credit market company regulated by a Sweabsik regulation act?

© N o g s~ w DN

Is Kommuninvest supervised by public bodies?

Outlook on the creation of new LGFA

1. Which factors should be taken into account for @pr evaluation of a successful
LGFA creation?

2. Which factors shall be considered to in the proadssnplementation of a newly

created LGFA?

Which are the factors for a successful LGFA busimesdel?

Do you favour the creation of new LFGA in the weoifdso, why?

How would you assess the creation of a LFGA in Gayf?

o ok~ w

How do you evaluate the creation of a LFGA in Spain

Kommuninvest: challenges now and tomorrow

1. How does Kommuninvest prepare for the Basaggjulations?

2. What impact does the Swedish Parliament Act abmal government financing
have on Kommuninvest?

3. Do you expect that demographic changes in Swedi#nrhave an effect at the
activities of Kommuninvest?

4. How a low interest rate on the market does affear activities?

5. What do you expect how local governments’ daborwill affect your activities in
the next 20 years?

Thank you very much for your time and effort!
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Interviewee 2. Questionnaire for a master thesis.

Board Member of the Co-operative Society Kommuninvst

(9" June 2015)

1. Please present yourselfyour background, political party, position in theinicipality

and mandate time in the board of the co-operatieeety).

2. Why did you stand as a candidate for the Board hi to-operative society
Kommuninvest? Please make reference to a) youppalrrsnotivation and b) the main

challenges which you associated with the function.

3. Please evaluate the following values concerningirtipportance they have for the co-
operative society. A) Choose two values which may dither qualified as “very

important”, “important” or “less important”.

e democracy

* self-help

« self-responsibility
e solidarity

e equality

e equity
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Group Degree of importance values

very important

A
important
B
Less important
C

B) Please give an example for each value how iapplied and practised within

Kommuninvest.

In Europe the International Co-operative Alliant€A) is very important for the co-
operative movement to express a common identitgdas values and principles. In

your opinion, in which ideology is Kommuninvest bd8

Could you describe possible areas of conflicts betwa) the Board of the Co-operative
Society and the members and b) the Co-operativeéetyoKommuninvest and the

Administration staff of the member municipalitiegy( Chief Financial Officer)?

How (was and) is it possible that the member mpaities accept to participate in a

joint and several guarantee for Kommuninvest?

Which measures are taken to a) enhance trust betmwember municipalities and b) to

foster co-operation between them?
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Interviewee 2. Questionnaire for a master thesis.

Secretary of the cooperative society Kommuninvest

(28" May 2015)

About yourself

Please present yourself.

About Kommuninvest: legal form, values, structure business model

Legal form

1. Why did you adopt the legal form of a limited compaand that of a cooperative
society for Kommuninvest?
Which advantages are there in choosing these egat?

3. Which alternative legal forms were/are available?

Il. Cooperative society

1. What are the values of the cooperative society?

1. Do you know the cooperative’s values from Interoradil Alliance of Cooperatives
(ICA)?

Do you apply the cooperative’s values from ICA iardmuninvest?

On which criteria do the cooperative admit new mersB

What are the benefits of a membership for the nember?

What are the benefits of new members for Kommurst®re

o v s~ W N

Are there any disadvantages or restrains which rfigte members due to their
membership of Kommuninvest?

7. Which local government is not part of Kommuninvastl according to you, why
not?

8. Can you give an example how you calculate the abgintribution of a member?
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10.
11.
12.
13.
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11.
12.

13.
14.

15.
16.
17.
18.
19.

20.

Does the cooperative have other organs does besfdibe general meeting, the
board, the managing director, the nominating cotemiand the auditors?

How is the election procedure of the board members?

Who are the board members (position in the locaéguments?)?

Does Kommuninvest have fiscal advantages becausesihtus as a cooperative?
Does Kommuninvest have fiscal advantages becausasthef reasons than the

before mentioned?

Cooperative Principles

Which types of capital contributions from the memnsbexits?

Do members have democratic control on the capitddeocooperative?

Is the capital of Kommuninvest totally owned by Kmmminvest cooperative
society?

Do members receive compensation for subscribedtatafas a condition of
membership), if so, on basis of which criteria?

Did the cooperative generate surpluses, if so hithvyears and how much?

How does the cooperative distribute generated ssegP

Are surpluses allocated in cooperative societysemees?

Do legal requirements exist for constituting ressf/

In case of the existence of reserves, is it indla®

. Did surpluses have been already distributed to neesnin proportion to their

transactions with the cooperative (see art. 16 e@tjye society statute)?

Are surpluses used to support other activities @t by the members?

Is there any other influence on the decision makihthe cooperative besides that
of the members?

Is the cooperative an autonomous from the certated ®r other public body?

Is the cooperative’s activity (rising of funds) paf the by law or by constitution
prescribed public functionalities of local govermits?

Do providers of external capital exert controlhie ommuninvest group?

Who are the providers of external capital?

Did the society take loans to finance themselves?

Do you provide education and training for your caxgbive members?

Do you provide education and training for your &dec representatives and
managers and employees?

What kind of training is it?
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21.
22.
23.

24.
25.

26.
27.
28.
29.
30.
31.
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Why do you provide training?

Do you inform the general public about Kommunin@est

Do you inform the general public about the nature benefits of co-operation and
co-operatives?

Which groups are you targeting with the informaticansfer?

Is Kommuninvest part of any association at the llocetional, regional or

international level?

Is Kommuninvest part of any co-operative assoai&tio

Does Kommuninvest work together with other actors?

Does Kommuninvest work for sustainable developroétiteir communities?

Are the policies of sustainable development appitdoyethe members?

Does Kommuninvest donate for charitable actionsvents?

Do you have partnerships with other institutions asganizations in order to

promote sustainability?

Principles of social economy

Which importance has solidarity among the membéttsmiKommuninvest?

Which consequences does the several guaranteeftiatiee members — which
advantages and disadvantages does it provide?

Please explain what it means to you: “The sociéilanot be managed for the

purpose of making a profit...” (art. 1 statute of pemative society).

Credit Market Company

Why did you change the legal form of the credit keicompany?

Which legal framework regulates the activitiestdd tredit market company?

Is the credit market company regulated by a Swddhsik regulation act?

How do you describe the business model of Kommuest#/

Which are the factors of success of the businesteifo

Which importance does the several and joint guagaritave for the economic
activities of the credit market company?

What are the characteristics of Kommuninvest'’s lsénd

At which terms do you reward bonds?
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11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.

Does the credit market company or one of its dargbbmpanies raise funds in
another way than by the emission of bonds?

Which risks might occur from the emission of bofaisthe financial stability of the

credit market company?

Who are the investors of your bonds?

Do you select investors, if so, based on whicledaf

What types of loans do you offer?

Who can borrow a loan?

Do you apply different lending conditions on themfiers?

Which interest rate do you apply?

Which interest rate do your competitors apply?

Which are your competitors on the Swedish muniailedit market?

In which activities of the local governments do youvest?

Which other products or services do you offer tarymembers?

Please explain the new debt management system wbicintroduced in 2014 for

the members.
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VI. Daughter companies

1. Which daughter companies does Kommuninvest have?

2. Which activities do they pursue?

VII. Challenges for Kommuninvest

1. In your opinion, which impact will have the new/process being Swedish
Parliament Act about local government financialmaration on Kommuninvest?

2. Do you expect that demographic changes in Sweddnhawe an effect on the
activities of Kommuninvest?
How does low interest rate on the market affect ymtivities?
What do you expect how Swedish local governmengbit datio will affect your

activities in the next 20 years?

Thank you very much for your time and efforts!
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Interviewee 4. Questionnaire for a master thesis

(28" May 2015)

Please present yourself.

How does Kommuninvest prepare for Basel Il regulaions concerning capitalisation?

Thank you very much for your time and efforts!

108



Interviewee 6. Questionnaire for a master thesis

(28" May 2015)

About yourself

Please present yourself.

General questions about Swedish municipalities

1. According to you, how are the competences dividetdvben the central state and
the local governments?

Which role do local governments play in providinglfare to Swedish citizens?
Which public services have the local governmenizrtwide to their citizens?

What are the financial resources of local goverrsten

What kind of taxes do local governments raise?

Which is the most important financial resourceasfdl governments?

Does the central state provide financial resoutcéscal governments?

How do local government procure funding?

© © N o 0 bk~ 0N

How is the budget situation of local governments?

=
o

.Are Swedish municipalities generally entitled tornfio associations between
themselves?

[EEN
[EEN

. Does inter-municipal (and inter-county) co-openatiely on special legislation like

acts, royal orders...?
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10.

11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.

Interviewee 5 and 7. Questionnaire for a master ttes.

Credit Market Company

Why did you change the legal form of the credit keicompany?

Which legal framework regulates the activitieshrad tredit market company?

Is the credit market company regulated by a Swddhstk regulation act?

How do you describe the business model of Kommuast®/

Which are the factors of success of the businestefo

Which importance does the several and joint guagatitave for the economic
activities of the credit market company?

What are the characteristics of Kommuninvest’s IsGnd

At which terms do you reward bonds?

Does the credit market company or one of its dargbbmpanies raise funds in
another way than by the emission of bonds?

Which risks might occur from the emission of bofaisthe financial stability of the
credit market company?

Who are the investors of your bonds?

Do you select investors, if so, based on whicledaf

What types of loans do you offer?

Who can borrow a loan?

Do you apply different lending conditions on themtiers?

Which interest rate do you apply?

Which interest rate do your competitors apply?

Which are your competitors on the Swedish muniailedit market?

In which activities of the local governments do youvest?

Which other products or services do you offer tarymembers?

Please explain the new debt management system wbicintroduced in 2014 for

the members.
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Interviewee 8. Questionnaire for a master thesis.

Chief Financial Officer of a Swedish Municipality

(8" June 2015)

Please present yourself.

About the municipality

1.
2.

How is the social and economic situation of theytafon?
Which mayor challenges faces the municipality atrtitoment and in the upcoming

years?

About the municipal budget situation and borrowing

L 0 N o A W
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11.
12.
13.

Which types of financial sources did the municityatiave in 20147
What is the share of the local tax income in 20147

What is the share of local charges and fees in2014

What is the share of loans as a form of finan@aburces in 20147
Who are the lenders of the municipality?

What was the expenditure of the town in 20147

For what was the expenditure of the town used?

What is the share of investment of the municipaibudget?

Which type of credit does the municipality havesftanvestment credit etc.)?

. Which are the mayor investment projects of the mipality a and how are the

financed?

How is the municipality’s actual investment rate jpdabitant?

How is the municipality’s actual debt ratio per étitant?

To sum up, how do you evaluate the municipal budigeh a financial officer’s

point of view?
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About Kommuninvest's membership

1. Since when is the municipality member of Kommunst?e
Please describe the reasons why the municipalitggoKommuninvest.
Kommuninvest members signed a joint and severalragitee covering the
liabilities of Kommuninvest. In your opinion, whigtthe direct consequence of this
mechanism for the municipality?

4. Do you make voluntary capital contributions to tlw®-operative society
Kommuninvest, if so, why?

5. Does the membership of the municipality has adem#dor the municipality, if so,
how?

6. Do you see any inconvenient for the municipalipnirmembership?

7. On which decisions or policies adopted by the Gansssembly of Kommuninvest
did/do you disagree and why?

8. Do you get informed about the decisions and pdli¢eken by the co-operative
society Kommuninvest? If so, how?

9. How do you consider the information about decisiand policies form 1 upto 5 (1
= "very sufficient” to 5 = “not at all sufficient?

10. Do you express your opinion about the financialdsemwards Kommuninvest, if

so, how?

About the use of Kommuninvest’s products and servis

Which products and services of Kommuninvest did émgou use?
What type of credit does the municipality borrownfr Kommuninvest?

3. Did the general lending conditions improved for tmeinicipality since being
member of Kommuninvest?

4. How do you validate the lending conditions of Kommmyest in comparison to
other lending institutions on which the municipaliely?

5. Did the lending conditions of Kommuninvest changedr the time?
Where do you invest the loans from Kommuninvest?

7. Are you interested in the new green loans of Komimeest, if so why?
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Proposals

What do you suggest how could Kommuninvest betegtrgour needs?

Thank you very much for your time and effort!
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Interviewee 9. Head of legal department, Financidhstitute of the region Valencia (Spain)

Cuestionario de una tesis de master

(23 de Junio de 2015)

1. ¢De donde provienen y en qué porcentajes, lossagriinancieros de los municipios

de la Comunidad Valenciana?

2. ¢De donde provienen y en qué porcentajes, lossagoefinancieros de la Generalitat

Valenciana?

3. ¢Cuales son las instituciones financieras que girestréditos a los municipios

valencianos y a la Generalitat Valenciana?

4. ¢Segun su opinién, como se puede calificar la afdet crédito para los gobiernos

locales y el gobierno regional en términos de cpstiwersificacién?

5. Kommuninvest es una Agencia de Financiamiento ddli€eno Local, creada por y
para los municipios suecos para proveerles conitwéda un coste de mercado mas
favorable. Kommuninvest procura financiacion methala emision de bonos en los
mercados financieros.
¢Usted, considera que la creacion de tal instituiidanciera seria deseable para el

ambito de la Comunidad Valenciana y/o de EspafiaP@®?

6. ¢Qué ventajas y desventajas tendria la creaciamalé@gencia de Financiamiento del

Gobierno Local para los municipios en la Comunidaténciana y/o en Espafia?

7. ¢Qué trabas legales usted identifica para la d¢oogth de una Agencia de

Financiamiento del Gobierno Local para la Comunidabbnciana y/o Espafia?

8. ¢Qué otros posibles desafios de caracter pol@mcial, econdmico usted identifica

para la creacién de una Agencia de Financiamiegit&dbierno Local?
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9. ¢Hubo ya intentos en la Comunidad Valenciana yspaifia de crear una Agencia del
Financiamiento del Gobierno Local?¢, En caso desquaor parte de quién, por qué y
cuando?

iMuchas gracias por su tiempo y esfuerzo!

115



10.

11.

12.

Interviewee 10. Questionnaire for a master thesisith a German mayor

(version of 8th July, 2015)

Please present yourself.
How would you describe the City of Wiirzburg's fingh situation?

What types of financial income constitute City ofik¥burg's 2014 financial year?
What is the percentage of each type of financiebine?

Who are the lending institutions providing loangte City of Wirzburg?

How would you describe the changes which occumetie City of Wirzburg's loan
offering in terms of costs and diversification awgrithe last 5-10 years?

Please explain the bond program which you initid¢g@ther with the City of
Nurnberg: the actors who participated in develoging issuing the bond, the
characteristics of the bond (volume, coupon, matuspread), who was the financial
intermediary who allocated the bond, in which méskeas it issued, its market
acceptance, and who bought the bond.

What were the reasons to launch the bond prograimvhat did you expected from it?

How do you evaluate the bond program (see que6jias a mean to procure funding
for the City of Wirzburg? Would you recommend ibtber cities, and why?

Recently, German cities emitted bonds togethecéled: club-deal) to procure
funding. How do you interpret this evolution?

The Swedish financial institution Kommuninvest isaal Government Funding
Agency created by and for Swedish local governmioisimuninvest is a voluntary
member organization and 100% owned by its locabguwments’ members. The
objective is to provide its members with credits@st beneficial conditions.
Kommuninvest procure funding through the issuinigarfds in the financial markets.

Do you favour the creation of such a financial itngbn for German and/or Bavarian
local governments? Please explain why?

In your opinion, which advantages and disadvantdgebe creation of a German
and/or Bavarian Local Government Funding Agency’has

Which legal obstacles do you identify for the cantibn of a Local Government
Funding Agency in Bavaria or/and Germany?
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13. Which other political, social, economic challengesyou identify for the creation of a
Local Government Funding Agency in Bavaria or/arr@any?

14. Has there been any attempt or debate about thiéocred such a Local Government

Funding Agency? If so, who patrticipated in it, waryd when?

Thank you a very much for your time and effort!
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