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Preface

The primary goal of the ILO is to contribute, wittember States, to achieve full and
productive employment and decent work for all, iiishg women and young people, a goal
embedded in the ILO Declaration 2008 8ocial Justice for a Fair Globalizatighand
which has now been widely adopted by the internaticommunity.

In order to support member States and the socréhgra to reach the goal, the ILO
pursues a Decent Work Agenda which comprises fatgrrielated areas: Respect for
fundamental worker’s rights and international labstandards, employment promotion,
social protection and social dialogue. Explanatiohthis integrated approach and related
challenges are contained in a number of key doctsnanthose explaining and elaborating
the concept of decent wofkn the Employment Policy Convention, 1964 (No. Y12thd in
the Global Employment Agenda.

The Global Employment Agenda was developed by th® through tripartite
consensus of its Governing Body’'s Employment andigdPolicy Committee. Since its
adoption in 2003 it has been further articulated avade more operational and today it
constitutes the basic framework through which th@ pursues the objective of placing
employment at the centre of economic and sociatipst

The Employment Sector is fully engaged in the impatation of the Global
Employment Agenda, and is doing so through a lasgge of technical support and
capacity building activities, advisory services gralicy research. As part of its research
and publications programme, the Employment Sectomptes knowledge-generation
around key policy issues and topics conforming tie tore elements of the Global
Employment Agenda and the Decent Work Agenda. TdwoBs publications consist of
books, monographs, working papers, employment tepmd policy brief§.

The Employment Working Papesegries is designed to disseminate the main firsding
of research initiatives undertaken by the varioepadtments and programmes of the
Sector. The working papers are intended to enceuexghange of ideas and to stimulate
debate. The views expressed are the responsibflitie author(s) and do not necessarily
represent those of the ILO.

José Manuel Salazar-Xirinachs
Executive Director
Employment Sector

! See http://www.ilo.org/public/english/bureau/dgmichload/dg_announce_en.pdf

2 See the successive Reports of the Director-Getethk International Labour Conferen@ecent
work (1999);Reducing the decent work deficit: A global challe@001); Working out of poverty
(2003).

3 See http://www.ilo.org/gea. And in particuldmplementing the Global Employment Agenda:
Employment strategies in support of decent worksitn” documentILO, 2006.

* See http://www.ilo.org/employment.



Foreword

ROKIN Bank: The story of Workers’' Organizations ttheiccessfully promoted
financial inclusionis a detailed analysis into the Japanese’s Ro&imklas a union-led
financial institution aimed at ensuring fair andrsparent inclusion of workers and their
families in the financial market. The paper is dad into three sections. The first part
offers a historical overview of the Rokin bank’sngiples and laws over the last 60 year,
the second section reviews the versatility of tio&iR bank model pre- and post-economic
and the last part discusses the challenges fac&tbhkiyn bank in adopting and promoting
banking with social conscience in the current fistinate.

Post-second World War Japan’s rushed attempt taldeits economy by investing in
its infrastructure and corporations left workerghwiittle or no access to secure financial
institutions. As a result, workers were subjectdnigh interest burdens, loan sharks and
liquidizing of assets. In 1950 the establishmenthef Rokin bank in Hyogo and Okayama
as a financial organization with the central gdgbmmoting sincerity and openness while
supplying fair and decent loans to workers was tpivim developing a more balanced and
inclusive banking system. The Rokin bank fundambntiffers in comparison to the so-
called ‘megabanks’ as it offers basic bank accqumith 99% of the money deposited by
its customers utilized to support living expensésndividual constituents. Although the
Rokin bank has been at the forefront in develogingpcially aware financial market, its
founders did not envision 50 years of almost corigdacline in the country’s unionization
rate. Following the collapse of Lehman Brothers2D08 and upon the request of the
Japanese government, Rokin bank restructured grahded its activities and devised the
“Special Financing Program to Support Workers” aseans to support workers struggling
with loan repayment conditions. In addition, thenlbdaunched awareness campaigns on
better personal financial management, created isedoan funds for the unemployed and
initiated education-led overseas development prejesuch as the “Hearty Soshina
Project”. The success of the Rokin bank model le@s l@lown to its longevity in innovating
flexible, accessible and responsive services amgiwv income households to constitute
small savings and obtain modest loans for everjidlayuses (car loans, housing loans,
education loans and so forth). With a fast grownegd for financial institutions to take on
more social responsibilities, Rokin bank with it8 gears of experience may serve as
inspiration to institutionalize social finance fworkers.

Craig Churchill Shigeru Wada
Social Finance Programme ACTRAV
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Origin

This paper is an analysis into how the workers’'kbd®okin banks’ responded to the
financial needs of workers post the economic criSisce 2008 many workers worldwide
have lost their jobs because of the credit crunuh the contraction of the economy and
demand for labor. This was aggravated by the fzat as taxpayers saw their governments
offer large bail-outs packages to rescue bankse mdrihese banks realistically qualified as
financial institutions geared to respond to the dleds of average households and small
enterprises. In turn Public opinion has come tosiar the large government bailouts as
unrepresentative and unfair economic policies. Lraweome groups have to been forced to
pay for the cost of the economic crisis while thimgple actors of the crisis have remained
untouched.

Since the collapse of Lehman Brothers in SepterBb88B the international community
has put into question the fundamental structurtheffinancial markets. The G 20, notably,
launched an initiative to commit governments to rgpalicies towards more financial
inclusion, consumer protection and financial empoment. A key element in financial
inclusion policies is that markets benefit from arigty of business models of banking
systems. It is generally considered unhealthy fdmancial market or real economy to
function under a single banking structure, sucthasof Goldman Sachs. It is probably safer
for a system to include cooperative banks, munic§awings banks, promotional banks,
postal banks — in short: financial institutionsttbperate generally in a responsible manner,
rooted in the local economy and set up to resportlde needs of the real economy.

Worker banks can be considered to belong to bankystems that operate much the
above mentioned, i.e. banking system with a samalscience, institutions with a double
bottom line. These forms of banking systems aredimect cohesion with the ILO’s
philosophies, illustrating services and advoca@édrade unions acting as methods to
indirectly bring social banking to its members a@othplementing its core belief in collective
bargaining on wages and working conditions. Thedné&r such services may not be
understood in a business upswing but every sinigdagial crisis produces protests and calls
for a greater say of worker organizations in thkcjes and regulations of financial markets.

The concept of a “Worker Bank” does not necessarian that the shares are held
primarily by workers or their representative orgations. Rokin banks, for example, is a
cooperative bank with a mixed institutional membgrs trade unions, NGOs, worker
welfare associations and so forth. What makes arkéfoBank” a bank for workers is the
flexibility, accessibility and responsiveness o§ iservices as to enable low income
households to constitute small savings and obtaidest loans for everyday life uses (car
loans, housing loans, education loans and so forth)

Worker organization are key in ensuring a fair gnasparent inclusion of workers and
their families in the financial market, be thisahigh referral services, individual counseling,
courses on financial education or negotiation dk lsonditions in the insurance field and so
on.

Rokin bank, stands out in this context. Not onlg ftaremained faithful to its mission
over 50 years, having carved itself a niche in fthencial market of Japan, but has also
withstood the repeated attacks of commercial “mdgaiiks (something which cannot be
said of other workers’ banks worldwide).

This working paper seeks to identify factors thgtlain Rokin banks success and share
the institutions good practices with other workegamizations in order to better prepare them
for the next financial crisis.



1.

Context

Since the Global economic downturn initiated by ktlednman Brothers’ bankruptcy in
2008, many countries have experienced economicveegonith persistent high rates of
unemployment. In response to the challenge of gsbgrowth, the ILO adopted a Global
Jobs Pact in 2009, inviting member states to premuire fair, balanced and sustainable job
creation. Nevertheless, the world’'s economy remainpredictable, and people are left
financially and economically excluded in many paftshe world.

Japan is no exception. Confronted with a recessihdeflation, many companies have
chosen to cut down on their personnel expendittoragithstand global competition during
the crisis. As a result, increasing numbers of-regular workers and laid-off contract
workers have suffered home loss, drawing attertidihe inadequate safety net for the poor.
Statistics show that the number of non-regular wigkcontinued to rise until 2008 but fell in
2009 from 17.6 million to 17.2 million, all the whias the number of regular workers
maintained a decreasing trend. Non-regular workemgesent 34.1% of all employees
excluding those in managerial positions. Accordiagthe Ministry of Health, Labor and
Welfare (MHLW), 300,737 identified cases of unenyph@nt were attributed to companies’
refusal to renew contracts during the period betw@etober 2008 and March 2011. Among
sixty percent (177,501) of the identified cases, &%he involved individuals who lost their
homes along with their employment, amounted to 3%&k%of foreclosure.

During the G20 summits on Financial Markets andWharld Economy, the Financial
Inclusion Experts Group (an initiative of the G20n8nit in Pittsburgh) developed a list of
nine principle§to promote better accessibility of financial seed to vulnerable peoples.

This report aims to promote an example of a subges®wdel of a financial institution
with a social conscience, which has withstood envaccrisis and supported the lives of
workers in Japan over the last 60 years. This mixldlased on union-led independent
financial cooperatives for workers, called “Rouddnko (Rokin banks).” This report will
explore the function of these Rokin banks on thsishaf extensive interviews conducted
with their representatives and their associated lneesnsuch as unions, cooperatives and the
Japanese government. Additional background infdonabas been supplemented by the
Rokin Banks publicly available information postetdtheir websité.

® Non-regular workers are employees who are notlagigthired by their employers.

® The statistics are based on the data collectad ®20 unemployment offices administered by
MHLW between October 2008 as of Decembef 2010 The survey intended to cover people who
were already unemployed or scheduled to be laicbgfthe end of March 2011. Unemployment
which resulted from companies’ refusal to renewt@mts for non-regular workers has surfaced as a
serious social issue, especially after the LehmasthBrs’ shock in Japan. Given the nature of
unemployment reporting, it is difficult to identithe exact figures of workers who were affected by
the economic downturn. Thus the actual number akers who lost their homes along with their
unemployment is unknown.
http://www.mhlw.go.jp/stf/houdou/2r9852000000z545gi2r9852000000z55m.pdf (accessed on
Feb. 23 2011) (available only in Japanese)

" G20 Toronto Summit on June™22010.
8 Principles for Innovative Financial Inclusion

° Rokin: English pageWeb. July 2011. <http:/all.rokin.or.jp/englisidiex. html>.



2.

Overview of Rokin Banks

2.1 History of Rokin Banks

The history of Rokin banks dates back to the pog#i\\era when a large number of
people lived in destitution and struggled to makdsemeet. Following the General Strike in
1949, the “Nine Principles for Economic StabilityWere introduced by the General
Headquarters of the Allied Forces overseen by GéméacArthur. A financial and monetary
contraction policy (Dodge Line) was rigorously irplented as to enable Japan’s economic
independence. Nevertheless, Japan plunged intoostgonturmoil with high levels of
unemployment and increased practices of non-payofamorkers.

Japan’s rushed attempt to rebuild its economy Iwedting in its infrastructure and
corporations left workers with no access to sedimancial institutions for loarl8 The
practice of usurious rates from loan sharks andidiging assets at pawn shops was
pervasive. As a result, workers experienced graaddhip being subjected to high interest
burdens and severe collection methods.

In reaction to the increasing neglect of workersiaqustice and working conditions the
Rokin bank in Hyogo and the Rokin bank in Okayansenestablished in 1950. The Rokin
bank in Hyogo acted as a financial institution dyimg fair and decent loans to workers,
while Rokin bank in Okayama prefecture was esthbtisas a financial branch to help
expand the operations of consumer-livelihood caoatpers which provided affordable
consumer goods. The Rokin banks started their riyistis the only specialized financial
institutions for workers in Japan with various sogpnechanisms including accessible funds
for labor unions and special emergency loans fewtbtims of natural disasters.

Currently, there are 13 Rokin banks and 665 brasfhes nationwide. Rokin bank
membership is limited to labor unions, consumeelhhood cooperatives and mutual aid
organizations that represent a total of 58,958 isgteld groups. There are some individual
members, however they account for less than 109Rakin banks' entire constituent
populatiort”. Nevertheless, Rokin banks are generally viewedirncial cooperatives
comprised primarily of institution membersThe number of workers affiliated under this
framework constitute of about 10 million individug¢positors and borrowers. Rokin banks’
deposit balance is 16 trillion yen ($192.4 bilfign which accounts for 2% of the total
deposit balance in Japan. This means that Rokitksbarould rank 12 in Japan if all

10 »A Guide To Labour Banks." National Association bfbour Banks, Dec. 2010. Web.
<http://all.rokin.or.jp/english/documents/2010Guieepdf>.

> Article 11 Section 2 of the Labor Bank Law stigekthat individual membership is limited to
those whose home address or workplace lies witl@ratiministered region of the bank. There were
116,041 solitary individual members and 9,913,0@4tifution-based individual constituents as of
March 2010.

129 USD = 83.16 JPY as of Feb. 20th 2011



13 Rokin banks were to be merged into one entigkifk Banks’ equity ratio is 11.15%,
which is about three times higher than the assesstrigeria for domestic operatiofis

The component percentages of deposit balances9at8% for members of unions of

private corporations, 29.34% for members of publizkers’ unions, 1.19% for cooperative
members and 15.94% for other aggregated non-uidmgroups as of March 2010.

Table 1. Overview of main indicators for the Rokin Banks

As central agencies, there are The
Federation of Labor Banks and the
National Association of Labor Banks (ah
industry associatiol

Number of Rokin Banks 13 Rokin Banks

Number of Office branchgs 665 branch offices

Labor unions, cooperatives, mutual aid
Number of members 58,958 groups orgs, individuals in the regions.
Constituents=9,910,000.

Union members and mutual aid groups

Number of individuals 116,041 individuals ~10,020,000.

¥16.362.400.000.000 $196,758,056,758.06 ($196.7 biIIion)

Deposit balance o
(16,362 bilion JPY) ¢ 143 687,192,286.89 (€ 143.6 bilion)

¥11.218.300.000.000 $134,900,192,400.19 ($ 134.9 biIIion)

Loan balance .
(11,218.3 bilion IPY)  |e 98 514,033,957.86 (€ 98.5 billion)

Equity Ratio 11.15%

(1 EUR =113.875 JPY, 1 USD = 83.16 JPY; as of 2éth 2011)

13 The criterion is seen to be 8% or under for finandnstitutions engaged in international
operations and 4% or under for those that only loraestic operations. Mizuho Financial Group,
Inc.: 15.40% as of March 2010; Sumitomo Mitsui BiagkCorporation: 16.68% as of March 2010;
Bank of Tokyo-Mitsubishi UFJ: 15.77% as of SeptemB@10; Osaka Commerce Association’s
Credit Union: 9.57% as of 2009; and Tokyo Creditdin 9.55% as of 2009. (Reported figures from
official websites)



2.2 Rokin banks’ organizational structure

Figure 1. Rokin Banks organizational structure
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2.3 Federation of Labor banks and National
Association of Labor banks

The Federation of Labor banks is a financial inith established as a central agency
for the purpose of streamlining efficiency and nging affairs that Rokin banks themselves
cannot perform on their own. Their assistance aamecin the form of arranging capital
transfers between Rokin banks, mediating finanggmrations of public annuity payments,
managing account transfers for public utility clemgas well as expanding credit capabilities
and adding trust to business conditions etc. Th@NR& Association of Labor Banks, on the
other hand, is an incorporated association of dostry groups affiliated to and represented
in the 13 Rokin banks. The National AssociationLabor Banks communicates with its
competent authorities (the Financial Services AgefitSA) and the MHLW) while also
providing direction to the 13 Rokin banks in faeiting liaison among each of them. There is
a mutual support system which is Rokin banks’ uaiguechanism of a safety-net to ensure
sound management and to protect deposits from thembers. This mechanism prevents
bad management in Rokin banks and gives finana@art for capital enhancement through
the Federation of Labor Banks to increase managecagacity.

Figure 3. Management structure of the Rokin Banks

4) Execution of Rokin’s
mutual support system

A B
13 Rokin banks <

1) Submission of Management materials

[

2) Analysis and consultations
on management, Audit and
advising

3) Submission of application to receive

support from other Rokin banks (mutual

\ 4

National Association Federation of Labor
of Labor Banks banks

Strategy meeting on operation of
Rokin’s mutual support system

2.4 Enactment of Labor Bank Law in 1953

When Rokin banks were first established in Hyogd @kayama, they were founded
under the Small and Medium-Sized Enterprise andp€atives Act. However, the act was
unsuited for the scope of Rokin banks operationsesithe law was intended to govern
finances in small and medium-sized businesses., Tthes National Association of Labor
Banks (Rokin Kyokai) was set up in 1951 and conted to the establishment of the Labor
Bank Law. After overcoming many challenges in dnaftthe law which required several
resubmissions to the Diet, the Act finally cameoirtfect in 1953. Attained through the
hands of labor union workers, the Act has servethedase of guidance of Rokin banks for
over half a century until present day.



Article 1 of the Labor Bank Law stipulates the goaf Labor Banks are to: 1) attempt to
provide more accessible financing for the welfamd enutual aid efforts of labor unions and
consumer-livelihood cooperatives; 2) promote sougrdwth; and 3) simultaneously
contribute to improving the financial status of wens.

Article 5 of the Labor Bank Law stipulates that balBanks: 1) are not permitted to
engage in enterprises for profit-making purposéandst not engage in enterprises that are
solely for the purpose of benefiting designated bens; and 3) must remain politically
neutral.

Rokin bank’s philosophy

. Rokin banks are financial cooperatives that culévihe dreams and ideals of
workers.
. Rokin banks consider their objectives to be twafgidbmote economic, welfare,

environmental and cultural activities by their merdy and create, through
collaboration, a society in which all people camlin happiness.

. Rokin banks are formed from worker-based orgaronstiand organizations that
keep their doors open to a wide range of citizértgs network of member
organizations is the essence of the Rokin banks.

. Members participate in the administration of Rokanks as equals, seeking to
improve the activities and projects of the bankec&ity, fairness, and openness
are key Labor Bank values. By their commitment daral management, Rokin
banks will try to keep faith with their members.

The founding features and philosophies of the Rblginks have been key in the banks
survival. While many commercial banks and otheaficial institutions went bankrupt during
the bursting of the Japanese asset bubble in thel®80s after having risked large amounts
in real-estate loans during the late 1980’s, thkifiRbanks adhered to the guidance of the law
and its founding principles as a financial inst@ntfor a workers rather than profit allowing
it to remain solvent while many other financialtingions suffered the serious devastating
impact of uncollectable debts.

2.5 Network between other social cooperatives
The figure below shows the network among other atocboperatives such as the

Council of Workers Welfare Associations of Japaof(lRRukyo), the National Federation of
Workers and Consumers Insurance Cooperatives (Zaijrand so on.



Figure 4. Network of social cooperatives
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To understand the social aspect of Rokin bankg, éissociation and institutionalization
with other cooperatives must be taken into accodiite diagram above shows the
relationships among the entities that were creiatéite process of strengthening the worker’s
welfare movement. Centered upon the Associatidmabbr’'s Welfare Council (Rofukukyo),
it reflects the principle of welfare that goes begosectional boundaries and calls for
solidarity regardless of political and ideologidéferences among workers.

Although Rofukukyo used to play a larger role amardinating and advisory institution
for the workers welfare movement, after the incaptiof the Japanese Trade Union
Confederation, overlapping activities caused iteposition itself as a general facilitator for
gathering and communicating information across eoaves and the general public.
Rofukukyo acts as a method to relay the voicesonsomers and workers to the government
while strengthening bridges amongst the coopemsitivéhe Rofukukyo network.

Rokin banks, position themselves as social finansétutions in close collaboration
with Rofukukyo. For example, the “Awareness-raisgagnpaign on debt problems” which
started in 2007 is one of the approaches takemdieg workers’ from over-indebtedness.
This initiative will be further explained in thelfowing section.



What's Zenrosai?

Zenrosai is an insurance institution for workerthéowise referred to as the National
Federation of Workers and Consumers Insurance Catipes). Both Rokin banks and
Zenrosai were established within the context ofviblentary welfare movemeint 1949
and view themselves as family members of coopera@iven their nature of both being
cooperatives and having a similar customer basg,rgcently made a joint announceme
to enhance their partnership. Together they orgaseminars and consultations on
various life related issues, provide services foldcen, challenged and aged people, an
financially support the activities of NPOs and locammunities. As an example of their
approach to realize this partnership enhanceméiry&ka Rokin Bank and Shizuoka
Zenrosai opened new offices next to each othdrarsame building.

3. What makes Rokin Banks a workers’ bank?

3.1 Rokin Banks’ mechanism

2Nt

What makes Rokin banks so unique and distinguishi@bin commercial banks is their
organizational structure established under the mawee of labor unions. As previously
mentioned, Rokin banks are comprised of 58,958 meenavganizations that include a
constituency of 10,020,000 people. In compliancth wirticle 11 of the Labor Bank Law,
unionized individual workers are called “constittgfnand “direct members” refer to the
organizations such as labor unions and cooperatites each designated region of the 13
Rokin banks.

The strong relationship between Rokin banks andrlalmions enables it respond
effectively to the financial needs of workers. Undlee arrangement, labor unions act as
intermediaries, expressing the needs and intecfstgorkers and at the same time act as
agents for Rokin banks.

As a large percentage of the deposit balances coomsunion members, Rokin banks
heavily rely on targeted advertising and promoticzenpaign activities. Member worker
organizations are given dividends in proportiortite volume of loans used by workers in
their constituency. This serves as an incentive darons to voluntarily disseminate
information and promote services of Rokin bankstledir worksites, contributing to a
reduction in personnel and advertising expensedfikin banks. Supported by the strong
relationship that has been built between the twaigs roughly 60,000 member worker
organizations assist Rokin banks’ activities thtoagumber of branch offices nationwide.

Case of Osaka City Office Workers’ Union

The Osaka City Office Workers’ Union, which hold2,d00 members, representing a
95% unionization rate, conducts a publicity campdigr Rokin banks’ products through
their labor press as part of their voluntary wedfactivities. Communication within the union
is not always top-down. Comprised of 42 branchceffi under 4 regional blocks, union
members’ voices and views are consolidated by dmahch office and block, and then



reflected in the marketing and management of Kitdkin bank*. As a capital investor, the
union is also involved in the Kinki Rokin bank’s neement through a board member who
serves as a full-time executive member at RokinkBamhus, Osaka City Office Workers'’
Union not only forms a bridge between Kinki Rokirank and its own members
(constituents), but is also actively committed e tmanagement of the Rokin bank as a
whole and the livelihoods of its other member usioimhis illustrates an example of a
business model founded on both vertical and hotatomutual aid between the worker
organization and the Rokin bank.

Models such as Osaka City Office Workers’ Union énaupported Rokin banks in
serving as financial institutions for workers owle last 60 years and have enabled them to
offer their constituents low interest rates on b&r housing, education, car purchases and
cash advances.

3.2 Comparison between Rokin banks and commercial b anks based on the
breakdown of their deposit balances and loans (Tota | of 13 Rokin banks and
Commercial banks)

Rokin banks offer basic bank accounts and offeradyrct line similar to those of
“megabanks”. However, 99% of the money depositethbyr customers is utilized to support
living expenses of individual constituents suchhassing and car purchases. Rokin banks’
dedication to workers lies in the principle of maltiid among workers and mirrors the
image of a financial institution committed to thelfare of workers.

14 Kinki Rokin bank is one of the 13 Rokin banks ihigh 5 Rokin banks were consolidated in 1998.
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Figure 5. Comparison between Rokin Banks and commercial banks according to deposits balances and

loans
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Table 2. Sales strategy on housing loans. Most targeted clients (Annual income) - Multiple answers possible

| Number of | More than Around Around Around
Sample size lid . . . .
vall \ 10million | | 8million [\ 6million | \ 4million
3 51 169 102
Total 328 315 1.00% 16.20% 53.70% 32.400
Commercial Bank 9 3 1 8 1 0
Trust Bank 12.50%| 100.00%  12.50% 0.00%
1 10 36 12
Regi | Bank 60 55
eglonai=an 180% | 1820% | 65500%  21.80°
The Second Associatign 40 40 0 5 24 11
of Regional Bank 0.00% 12.50% 60.00% 27.500
0 21 89 64
hinkin Bank 174 17
Shinkin Ban O | 00w | 1240%| 5240% 37.600
0 3 9 6
Credit ti 19 18
redit cooperative 0.00% | 16.70%| 50.00%|  33.309
_ 0 0 5 7
Rokin Bank 12 12
0.00% 0.00% | 41.70%| 58.30%
1 4 5 2
Mort bank/ Other$ 14 12
origage banks Liher 830% | 3330%| 41.70%| 16.709

Japan Housing Finance Agency (JHFA)“Trend RepofPowate Housing Loan Services for 2009”

JHFA conducted a survey on housing loan serviceghie year of 2009 targeted at financial institasiovhich
provide private housing loans. A total of 346 gimsiaires were distributed out of which 328 recdivesponses
(response rate of 94.8 %.) Commercial banks arsl branks includes those such as Mizuho Financiaurinc.,
and Bank of Tokyo-Mitsubishi UFJ; Shinkin bank &egorized as a credit union.

Above table shows that Rokin Banks offer housirankto lower income brackets in
comparison to other commercial and credit uniorkbaAbout 60% and 40% of total loans
from Rokin banks were provided to borrowers withnized incomes of approximately
4,000,000 yen and 6,000,000 yen respectively, wihige main target base for the rest of
banks is the population with annual income abov@0®O00 yen. Rokin banks have
remained committed to offering their loan servie@gh low interest rates to lower and
middle income workers.

Another distinguishing feature of Rokin Banks is i@tlose collaboration with labor
unions in responding to workers’ financial nedustghout their lives. Rokin banks provide
information and give concrete advice and propo#aisugh consultations with constituent
workers. Moreover, representatives of Rokin barngi workplaces of constituent workers to
build and maintain customer relationships.

Providing customer service at the workplace wastiquéarly advantageous for
customers prior to the emerging prevalence of AThthines in the 1990s. Up until then,
many workers struggled to access basic commeraidt bervices due to limited visiting time
available to bank offices during business hoursweier, the beneficial aspects of Rokin
bank visitations go well beyond addressing thestogal concerns of having easy access to
transaction services. Direct consultation has oeggfd the mutual trust between Rokin Banks

12



and labor unions such that marketing expenses aarcittumvented through active
facilitation of services to worker clients. Thidoa¥s for lower transaction costs as well as a
concerted feedback mechanism which allows RokinkBarprovide services that are much
more cohesive to their workers’ needs. Some example demonstrated through the
following interviews with Suzuki Union.

3.3 Case of Suzuki Union *®

Suzuki Union has been carrying out consultatiorsisas together with Rokin Bank on
repayment plans and multiple/excessive debt prableBuzuki Union designed its own
leaflets on consultation services based on thermdton provided by Shizuoka Rokin bank
and disseminates them to workers at their cantédtes. appointments are made through the
union, experts from Shizuoka Rokin Bank visit thenthe offices of Suzuki Union. Rokin
banks’ consultation is provided free of charge #mel union receives no remuneration for
advertising Rokin banks’ services and productsea$idm the dividends proportionate to
their investment and utilization volume drawn froneir operation surpluses. Suzuki Motor
Corporation does not intervene in the activity io€dating leaflets on their premises because
it recognizes the nature of the consultation arad ithwas in fact the union and the Rokin
bank that created them. Indeed, the company acletgek the positive value of the union’s
effort to tackle workers’ monetary issues and tab#ize their employees’ lives. The
company even requests seminars to be conductem¥oemployees by Rokin bank through
the union’s arrangements. Such financial semindfered by Rokin bank for Suzuki
employees are sometimes held on weekends wheren un@mbers actively participate
voluntarily to keep the seminars running smoottity; example, by providing childcare
support for participants.

3.4 Four distinguishing activities of Rokin banks
Consultation on revisiting payment plans

After the Lehman Brothers collapse in Septembe826@tany workers found themselves
in greater difficulty to repay their loans. A stagigg figure shows that the average incdme
in Japan has declined by 614,000 yen ($738Bom its peak in 1997. Consultation on
revisiting payment plans is based on an initiatteeurge workers with housing loan
repayment difficulties to come to Rokin banks aadksadvice from their financial experts.
To support these workers, Rokin banks have set§pacial Financing Program to Support

> Suzuki Union is a labor union for workers at SUZUKMOTOR CORPORATION and was

founded in 1950 in Shizuoka prefecture, Japan, iancurrently comprised of 15,334 members.
(92% of them are male and 8% are females of Juh@)20lies under the umbrella of the Federation
of Suzuki Automobile workers’ unions (25,550 men#)exiong with other 15 Suzuki related unions.

'® The latest available report from National Tax Ageshows that the average income of salaried
workers was \ 4.06 million in 2009. By gender, thdigures are \ 5 million (2.2% decline from
2008) for male and \2.63 million (2.9% of declimerh 2008) for female workers. The report also
says that there were 5.43 million male workers vatinual income between \3 million and \4
million, and 4.86 million female workers with anhiacome between \1 million and \2 million,
which together reflect the majority percentagehef whole workforce.

http://www.nta.go.jp/kohyo/tokei/kokuzeicho/minkd@@/pdf/000.pdf (accessed on Feb. 2011)

171 USD = 83.16 JPY as of Feb. 20th 2011
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Workers” which moderates loan repayment conditidMisitors at consultations benefit from

the program either by 1) reducing the installmemioants and extending the repayment
period; 2) limiting interest payments to a set @énvith the principal balance left unchanged
during unemployment; or 3) reducing the amountnstdllments to personally designated
amounts for a set period and extending the repalypeiod®. Consultation sessions are held
on weekends at 341 branch offices, and 365 braffote® open long hours during the

weekdays to provide customers added convenienctheliscal year of 2009, there were
7,240 consultation cases of all Rokin banks, outwbich 2,067 cases were guided to
repayment condition changes. Some cases involvdtpialexcessive debt problems that
were resolved during the course of consultations.

Awareness-Raising Campaign on multiple/excessivepteblems

Statistics® show that over the last 10 years, roughly 1 irp&dple in Japan have filed
for personal bankruptcies in Japan. More specificahere were 129,508 individuals that
filed for bankruptcy in 2009, and as of March 208&,)ghly 1.2 million people had been
over-indebted with 5 or more debt accounts fromsoomer finance companies (CFCs). Of
the 30,000 suicides committed on average each8;6a0 cases are attributed to economic
reasons. This has surfaced as a serious socideprdb recent years. Some of the factors
behind multiple/excessive debt problems includerysexcessive lending, the ease of
borrowing and a repayment system that overlooks bbheden of interest, as well as
insufficient knowledge of finance and planning myrrowers.

In response to this, working jointly with Rofukuk§jaand labor unions, Rokin banks
started taking measures against multiple/excessigbt problems by calling for an
amendment of the Money Lending Business Act (MLBH).addition, they set up new
administration headquarters to provide support ¢okers through counseling. With a task
force for multiple debt problems, they have beamiing awareness raising campaigns since
2006. Through their awareness raising campaignkinRmanks have promoted workers to
refinance their high interest rate loans to theex@cent, low-interest loans that they offered.
In total, 10,926 consultations were made handlisgra of 29.5 billion yen ($ 354.9 million)
for the resolution of multiple/excessive debts tigloout Japan in Fiscal Year 2009. Among
these cases, 4,235 cases, worth a total of 9.88nbylen ($120 million), were refinanced to

18 The difference between “1.)” and “3.)” is basedvamether or not borrowers decide the amount of
their payment. "1.)” is a total rescheduling of higaby reducing the amount of installments and
expanding the repayment period while "3.)” allonsrdower to choose the method of repayment
after a temporal adjustment. Typically, “1.)” invek a longer period of repayment.

19 Supreme Court of Japan (data available in Japanese

2 Rofukukyo and Mr. Utsunomiya (a lawyer) addrestedissue of excessively high interest rates in
credit cards cash advances and loans offered byuowgr finance companies. Volunteers from the
labor and legal communities, consumer organizatamsb victim support groups came together in
2005 to ask for an amendment of the “Money Lendhgsiness Act.” There was a difference

between the limits set on interest rates betweeniiestment Act (29.2%) and the Interest Rate
Restriction Act (15%~20% depending on the total amiof capital). The difference between the
two Acts was referred to as a “grey zone” becaus@ractice, no penalty was imposed when
financial institutions such as consumer finance ganfes violated the Interest Rate Restriction Act
unless the rates exceeded the limits of the InvestrAct as well. Rofukukyo and its network fought

against the companies which took advantage of petbpbugh this loophole. Their approaches to
the Diet and politicians yielded the result of loimg the interest rate limit in the Investment Act

from 29.2% to 20% effective as of June 2010. Thermment also imposed more responsibilities on
lenders and regulated easy and aggressive lending.
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Rokin Bank loans.
Employment Security Fund Loan Program

The Employment Security Fund Loan Program is aiaiive that was proposed in 2008
by the Government as a new safety-net for job geekko lost their homes as a consequence
of being laid off* Rokin banks were requested by the government ppasti this program
offering low-interest loans to the unemployed whad mo home. From the management
perspective of most financial institutions, prowigliloans to unemployed job seekers during a
global financial crisis goes against customary ficadecause a rise in their loan default rate
may jeopardize their business. However, bearingiimd their philosophy and conscious of
their roles as social finance institutions, RokenBs chose to take on the program.

Although Rokin banks were compensated by the gaowem with subsidies in the case
of default, they demonstrated their remarkable aij@mal capacity in providing social safety
nets. The outstanding balance of loans under tugram (for those who lost their jobs
together with their homes) amounted to 9,476 nmillieen for 11,822 cases at the end of
September 208 and 3,873 million yen for 15,731 cases for theaffling and Life Support
Fund Loan” program which still continues to suppott seekers today during vocational
training.

A special clause exists in the Employment Sectrityd Loan Program for borrowers to
exempt them from repayment obligations if they alde to acquire a new job from a
corporation that has subscribed to the governmemtiployment insurance program. 2,800
cases have been exempted from loan repayment thidenechanism. Including both those
exempted from repayment and those still seeking,jdtokin banks have succeeded to
protect peoples’ lives and support employment fsigaificant number of borrowers.

NPO project support loans to community organizagion

As financial institutions fulfilling social respoihdities, Rokin banks started providing
loan programs to support the livelihoods of workbysfinancially assisting community-
based nonprofit organizations (NPOs) in 2000 andasavelfare organizations in 2005.
Since March 2010, Rokin banks have approved 528catipns amounting to 3,473 million
yen ($41.8 million) in loans. NPOs authorized bg thonprofit Activities Promotion Law,
that have over two-years experience (includingaréod prior to obtaining corporate status),
can apply for these loans if their offices are tedawithin the Rokin serviced region.
Bounded by law, Rokin banks do not offer busines®i$ unless they are for the operational
expenses of cooperatives and NPOs

Rokin banks are prepared to meet the projectedtrowneed for NPO support loans.
Under the Democratic Party of Japan (DPJ) admatistt, a “New Public Commons"—
mutual assistance among citizens, NPOs, privategpaamas and the government—has been
proposed, and actions announced toward instituticateon. The roles delegated to “social
enterprises” are expected to be stipulated undemnttion of the “New Public Commons”

2l Many non-regular employees were forced to termeirmtsuspend their contracts due to the bad
economy and to leave their dormitories/condominiymms/ided by their companies, which created a
situation where they struggled to find their neti ithout basis of living.

2 The program was aborted in September 2010.

% Loan supports for small and medium sized entezprigre provided by cooperative financial
institutions such as Shinkin Bank (credit uniomjgd &redit cooperatives in Japan.

15



and Rokin banks are gearing up towards playing tlaéés as social financial institutions by
accepting more social responsibility.

“Hearty giveaway project” (Kokoro-no-soshina projgc

Kinki Rokin Bank started the “Hearty Soshina préje&s part a social collaboration
with their partnered non-profit organization ACQE2010. As common practice, Japanese
banks often donate small gifts (soshina) such aly dhousehold items to express their
gratitude to customers using their deposit servitbg projects objectives are based on the
idea that budget for the small soshina would beebetpent providing school meals for
underprivileged Filipino children. In the Philipgis, 17% of the population earn one dollar or
less per day, 40 yen can provide a well-balancddtious school meal for a child. The
project, designed through the contribution (survef)the banks constituents, aims to
maximize the use of its clients deposits to beatliydinked to aid in the Philippinés The
advantage of this process is that it empowers thienRBanks constituents and members as
decision makers and managers of the banks actions.

4. Challenges

4.1 Correlation between the declining
unionization rate and the members of
Rokin banks

However although the Labor Bank Law accords prigkeit also imposes restrictions. In
Article 11 of Labor Bank Law, stipulates that lalmions, consumer-livelihood cooperatives
and organizations or associations operated by w®rfrautual aid groups) are qualified to
become members of Rokin banks. A declining unididparate and a rise in non-regular
workers prevent Rokin banks from expanding their minerships since they are
predominantly union-led financial institutions amen-regular workers are usually not
unionized. The unionization rate in Japan has le@em downward trend since 1950. In 2008,
the nation’s unionization rate was 18.5% in whickré were 10,078,000 workers affiliated
to 26,696 uniorfs. A simple calculation based on these figtfregveals there are an
estimated 41.4 million non-unionized employees K{bgular and non-regular) who are
potential constituents, yet fail to be reachedhsy Rokin banks. Although Rokin banks and
its laws were established within the context ofunaliaiid cooperatives between labor unions,
at the time of establishment, the founders probalitly not envision 50 years of almost
constant decline in the country’s unionization raevertheless, this makes it challenging for
Rokin banks to reach out to non-unionized and mguar workers who tend to be the most
vulnerable, lacking financial access in times dcftietion.

%4 The purpose of this project is that customers ah® interested in the issue of poverty in the
world, but do not know how to take action, canizgilan approach to helping children by making
deposits to Kinki Rokin Bank.

% About 2.9 million were female members represen8fgp of all union members.
% The total workforce in Japan is approximately 5miflion. Subtracting the number of the total
union members and the Rokin banks’ individual membfeom the total workforce, there are

roughly 41.4 million employees regardless of thainployment status, who are currently not the
constituents of Rokin banks. (51.6 million — (1Qlimn + 0.1 million)=41.4 million)
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The Labor Bank Law, which gave Rokin banks the @ation for its spirited dedication
to workers for 60 years, is now encountering a s&ties for amendments as to better
respond to workers’ and the public’s needs in thirent social and economic climate. As
discussed above, Rokin banks’ program to financisllpport NPOs is an initiative based
upon the idea of creating socio-economic safetts ed enhancing community-based
welfare for the challenged and aging populationteAf10 years, however this once
recognized novel program now faces concerns. SRutén banks’ members are limited to
the rules and regulations stipulated in Japan’otL&ank Law, they technically cannot offer
loans to cooperative business associations. Alth@ogperative business associations do not
consider profit maximization as their primary oltjee, making an investment on assets for
the benefit of cooperative members is allowed. Thékes creates complications for Rokin
banks to fulfill their mission in responding to Wwers’ individual needs. Another challenge is
related to the categorization of workers underadape Labor Law in addition to the Labor
Bank Law itself; self-employed workers are countesi employers and not employees,
regardless of the size of their business. Thisdim&Rokin banks’ outreach in lending to self-
employed workers.

4.2 Competition with megabanks

Commercial banks are becoming more aggressivergeting individual customers for
loan lending, especially on housing since banksatditipate a stable source of profits from
the borrower’s repayment and collateral. These ®andtinly deal with wealthy clients and
focus on profit making from individual investmenintls and insurance products. The
“megabanks” have often their own affiliated Consummance Companies (CFCs), posing
yet another challenge to Rokin banks. It has beguea that multiple/excessive debt
problems are the individuals’ responsibility, howew the other hand, there are many TV
commercials hosted by celebrities advertising thievenience of CFC services alluding to
positive and easy repayment cycles after receiguigk cash. In fact, an overwhelming
percentage of people with multiple/excessive debblems answered that they had been
encouraged by these commercials to get money despiessive interest rates which have
been as high as 29.2% before the effective dat¢hefrecent law amendment. These
companies also practiced aggressive lending toomes that seemed to neglect
conventional notions of repayment capacity basethocome until an amendment was made
on total loan volume contrdlin 2010.

It would of course be ideal if workers and theimfes were more careful to avoid the
easy quick cash schemes with high interest ratekeeld many could be practicing better
spending habits or taking advantage of more matdge@tions such as the products offered
by Rokin banks. However, people who are on theevefgheir own personal financial crisis
often do not see other options for different reas@nd as a consequence, resort to risk-
taking behavior resulting in delinquencies and amdebtedness. Megabanks and other
financial institutions do not take risks to offemahs to customers with multiple debts. Then
people would go to the megabanks’ affiliated CFGwerg loan regulations are less strict
compared to other banks but with higher intereststa

" Lenders are not allowed to offer a new loan seréix applicants who have an outstanding loan
balance that is more than 1/3 of their annual ireom
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4.3 Challenges in the Rokin banks' path to the
nationwide merger

Originally Rokin banks were envisioned to be setragionally in each prefecture.
Subsequent developments resulted in a movementdewae consolidation of Rokin banks
into one entity, Japan Rokin Bank. According to Rdikanks' authorities, the idea of Rokin
bank serving as a single nationwide entity had lessidered from the very beginning, but
for various reasons, the banks went on to be faliatiéhe prefecture level. In the course of a
few decades of continued discussions with the Niyisf Labor and the FSA, 42 Rokin
banks were consolidated into 8 cross-prefecturad, rggional entities between 1998 and
2003. Currently, the remaining five are still basedheir individual prefectures.

For better services to workers nationwide, RokimKsabelieve that the nationwide
merge is essential as to become a financial itistitwvith the capacity to support more union
activities and enhance workers’ lives. The mergauld also resolve various issues
stemming from regional services and products wladke in cases involving a workers’
relocation. According to the newspafjerRokin banks’ nationwide merger plan was
postponed from April 2012 to after January 2014 whieey are scheduled to revamp their
entire computer systeth The postponement was due to the FSA's concegerding the
future image of the bank after the merge. The natide merge had not been envisioned at
the time of Labor Bank Law’s establishment, soehisralso a need for a revision of the law.
Rokin banks are financially powerful institutiorenking the 12 largest in Japan if counted
as a singular entit), However, if they do not remain focused on theigioal mission as
banks for workers, the nationwide merge might tesuthe creation of another megabank
which differs little from other existing banks cted through M&As, and they may succumb
to the unsuccessful outcome of labor banks fourtdidel of Japan. To avoid this potential
major problem, it is vital that they maintain theimderlying structure as a cooperative and
stay true to their identity. Rokin bank is deterednto continue these discussions with the
government and seek a way to better serve as al sirwance institution through the
anticipated nationwide merge.

5. Opportunities: Mutual aid is key

Rokin banks have always stood by workers, suppgpttiem throughout their lives, and
relied on each other based on mutual support. Rukitks remain committed to the value of
mutual aid gained through the persistent effortslenhy their member organizations and
individual workers. They do more than just offeribgsic loan services to their customers.
They hold consultations on workers’ financial peyhk at no cost together with labor unions’
assistance at their customers’ worksites. By ligkiimancial services to non-financial
services such as counseling, they developed steapgrtise which kept them resilient in
times of crisis. Mutual support between Rokin baals® played an important role in their
survival. If one Rokin bank were to go bankruptwiuld hurt the credibility of the rest of
Rokin banks. Their sustained credibility owes teitlteaseless mutual support based on this
insurance mechanism. Rokin banks managed to suoriges situations over six decades
through the spirit of mutual cooperation.

2 The Tokyo Shimbun (newspaper) dated on DecemB&p@a20.

% The Rokin banks are in the middle of developingealy integrated computer network system in
order to streamline their business activities e mationwide merger.

% Based on “The Japan Financial News Co., Ltd.” kilik Research , as of September 2010
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Rokin banks have remained independent social fmairsstitutions since their
establishment. Even though they receive a dedudaiforoughly 10% in tax preferential
treatment' they nevertheless maintained independence frongtivernment. With sound
management illustrated by a high equity ratio oft5% and long track record as a social
finance institution working in the public’s intetes Rokin banks were requested by the
government to support unemployed people with aitderest loan program in 2088Given
the shortcomings of social safety nets for the pdoring recent economic crisis, the
government in recognition of the banks’ importamtial role consulted and requested it to it
further expand its contributions to Japanese spa®social finance institutions.

With an increasing number of non-regular workerd anemployment figures rising,
there is a fast growing need for Rokin banks toaexptheir outreach. If a mechanism to
reduce risks of default for non-regular workersléseloped, perhaps with more aid from the
government, targeting them as a niche market noghpossible and would serve as another
good example of social finance businesses. Lookauk at their history, Rokin banks were
first established at a time when there were natirisgins or government agencies offering a
support to workers in need. Within the context adifierent sociopolitical and economic
society from 60 years ago, there are workers witbtable employment status who are
suffering for today’s survival. Reaching out to gbewvorkers would mean being faithful to
their founding philosophy, yet it would require areful assessment of the correct approach
to take. One of the challenges is the proposedmaitie merge of Rokin banks aimed at
offering better services for workers and at expagdthe network of mutual aid by
reinforcing their managing capacity. It is hopedttheaching out to the poor and vulnerable
workers who are in most need of financial suppait e included in the Rokin banks’
forthcoming management strategy.

6. Conclusions

This report has aimed to introduce the unique nmsha of Rokin banks, which has
withstood economic crisis and existed for more thafif a century. The report has also
attempted to discover and extract factors and iecislements for drawing lessons from
such an enduring business model for social finalmcehe course of interviews and research
on Rokin banks, it was surprising to learn that iRdkanks are not better recognized and
appreciated as much as they deserve consideringdbeitude of the role they have played
in Japan. Rokin banks view this low levels of ratitign as a serious challenge to overcome.
The rise of megabanks and the declining unionipatrate have resulted in fewer
opportunities for affiliate-based advertisement thas far has allowed them to cut down on
commercial budgets and provide lower interest rategheir loans. From an international
perspective, Rokin banks have faithfully servedkeos in Japan, it merits an examination to
see whether this track record can be replicatesivblsre given the risks and opportunities
following the global financial crisis.

There is a fast growing need around the world ifwairfcial institutions to take on more
social responsibilities. Given their 60 years gberence in the field, Rokin banks may serve
as inspiration to institutionalize social finance $vorkers, financial inclusion of the poor and
welfare. With the spirit of “Welfare is for all begd political and ideological boundaries,” it
would be ideal for Rokin banks to share their eigrmes and business model with the world.

31 Other public interest corporations and cooperatadso benefit from 10% less of corporation tax
compared to other private companies.

%2 Employment Security Fund Loan Program and Traiaing Life Support Fund Loan
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This could be achieved through the upcoming ILOafaid the Pacific Regional Meeting of
2011.
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Appendix

A case of Suzuki Union - examples of handouts viitformation on consulting
services and awareness-raising campaigns on nedétqgessive debt problems. (Translated
by the author)

An activity conducted by the Takatsuka branch
We distribute leaflets on consultation services

for members of our union every day

: E.IIW"..!"M‘_;; "
i
3

ARTEC
Consultations on revisiting repayment plans

and insurance coverage q
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Awareness-Raising Campaign on multiple/excessive debt problemts
A of Oct. 14 2009

Compare the

Interest rates with

Rokin's loans | Stopthe abusive

practices of GFGs
and credit card

\agencies J

18%]]}

19%
(14.58)

Rokin Rokin  CFGA  CFCB CFGC  CFCD  CFCE

1akUGChT pey conglizedens)  fee) e
Plan Plan
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