CHAPTER 1

CONCEPT OF CO-OPERATION |
Meaning of the Concept

The concept of co-operation, like religion and faith coniains a dis-
tinctive philosophy. The literal meaning of this concept is ‘working to-
gether’ or ‘joint operation’. But in every organisation and business there
is some form of ‘working together’ and, of course, no civilisation can exist
without it. It is, therefore, not very proper to definc co-operation as
‘working together’. What distingnishes co-operation from other organisations
is the application of this principle of ‘working together’. The principle
of ‘working together’, which is the basis of co-operative organisation, and
the practice of thrift, and self-help which sustain it, generate a strong
feeling of self-reliance which is of basic importance in a democratic way
of life. : '

The concept of co-operation has been defined from time to time.
But a severe comtroversy rages round it. C.R. Fay has defined co-opera-
tion as “an association for the purposes of joint trading, originating among
the weak and conducted always in an unsefish spirit, on such terms that
all who are prepared to assume the duties of membership share in its
rewards in proportion fto the degree in which they make use of their asso-
ciation”* This definition indicates that co-operation refers to the associa-
tion of the weak, the powerless and the poor to achieve the joint purposes.
But it 1s absolutely wrong to accept that co-operation is meant for the
weak and the poor who lack resources. Margaret Dighy says : “Trading
is too narrow a ferm to cover, in fact, all the multifarious activities which
are carried on by co-operatives, and the ‘weak’ is again to be accepted
comparatively. Co-operation in modern times is as much needed by the
poor as perhaps by the rich”.2 Thus it is evident that to limit the co-
operative organisation for the weak and the poor is to degenerate the basic
philosophy of co-operation which stands for something higher and noblex

in hfe.

As a matter of fact, the beginnings of co-operation were made by
those who were very poor and lacked resources. The case of the weavers -

1. Tay, C. R., Co-vperation At Home And Abroad, London, 1948, Vol. 1, p. 5.
2. Digby, Margaret., The World Co-operative Movement, London 1960, p. 8,




2 CO-OPERATIVE BANKING IN BIHAR

of Rochdale bears ample testimony to this fact. Then, again, the co-opera-
tive activity entered into the sphere of credit to relieve the farmers of Ger-
many and Italy who were in deep debts and poverty. It is on account
of this historical fact that the pioneers of co-operative thought considered
co-operation as an instrument for lifting the people from poverty to pros-
perity and progress? The Committee on  Co-operation pointed out:
““The theory of co-operation is very briefly that an isolated and powerless
individual can by association with others and by moral development
and mutual support obtain in. his own degree the material advantages
available to wealtby or powerful persons, and thereby develop himself
to the fullest extent of his natural abilitics. By the union of forccs
material advancement is secured, and by united action self-reliance is foster-
ed, and it is from the interaction of these forces that it is hoped to attain
the effective realisation of the higher and more prosperous standard of life
which has been characterised as ‘better business, better farming and better
living’t The Committee on Co-operation has also confined the scope of
co-operation to weak and isolated persons. But the fact is that even more
prosperous and wealthy persons can also, by their joint and concerted efforts,
attain a very prosperous standard of life.

Dr. . Mladenatz, secking the common element in all co-operative
enterprises, has rightly expresced the view that “‘they are associations of per-
sons, small producers or consumers, who have come together voluntarily
to achieve some common purpose by a reciprocal exchange of services through
a collective economic enterprise at their common risk and with resources
to which all contribute”.s This definition contains a number of ideas—the
ideas of freedom, of democracy, of mutual responsibility in economic life,
and the idea of an ethical approach to that life.

Co-operation : An Economic Enterprise _

_ In economic sense, co-operation stands for certain methods and
techniques for the conduct of ordinary business of life and for achieving the
common economic objectives of the participants who are keen to observe these
principles. As an aspect of business life, it is concerned with iree men in
self-regulated action.® It (co-operation) is thus a form of an economic
cnterprise, the structure and objectives of which are somewhere between those
of a private buginess and of a public undertaking. Bakken has expressed
the view that “co-operation is a resultant system of economy. It is a syn-
thesis combining the desirable qualities of the laissez-faire economy and the
planncd economy. The undesirable features inherent in the two older systems

3. - Saxena, K. K., Euolution of Co-operative Thought, Somaiya Publications Pvi. Ltd.
Bombay, 1974, p. 36. - _ 7

4. Commitize on Co-operation { Maclegan Cemmitter ) in India, 1915, Reprinted in Bombay,

1957, p. 2. !

Quoted by Dighy, Margaret., Op. Cit,, p. 8.

Fay, C. R., Co-operation ai Home and Abroad, London, 1948, Vol. T, p. 1.
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CONGEPT OF GO-OPERATION 3

are not transmitted to the new system of co-operation. It is a direct
challenge to the private profit system on the one hand, and to totalitarian
rule on the other™? A laissez-fairc economy 1s characteriscd by lack of
organisation, and the invisible forces of demand and supply control the entirc
economic system. In 2 planned economy, the authority is centred in some
individual o1 2 group of individuals to draft, direct and control the activities
of the masscs towards definite geals so as to attain the greatest social good.
Co-operation is a third system which seeks to eradicate the evils of capita-
lism by amalgamaling the interests of the exploiter and the exploited and
works in sharp contrast o the theory of communism where the principle of
“Each for all and all for all” is adopted. Its motto is usually expressed in
these words: ““Each lor all and all for each”. A similar note of definition
has also been given by H. Calvert. According to him, co-operation seeks
to make the best of the existing cconomic system by removing the more
glaring evils of capitalism. As Prof. Gide points out, unlike socialism it
takes its stand on, and works within the existing cconomic framework; itis
already carrying into practice some of the most important desiderata of
socialism; and it is biinging about an immediate and very real amecliora-
tion in the conditions of those who practise it. Co-operative associations
aim not at doing away with capital, but at depriving it of its preponderant
role of management in production, as also of the attribute it levies in .the
form of profit.8

Holyoke defines co-operation as “‘a voluntary concert, with equitable
participation and control among all concerned in any enterprise”. It is
based on a clear exposition of the evils of capitalism.” Herrick defines co-
operation as the act of persons voluntarily united, of utilising reciprocally
their own forces, resources or both, under their mutual management to
their common profit or loss™® F. Hall defines a co-operative society as
“an association of share-holders, usually described as members, ‘'who have
contributed a fund of capital to be employed under their collective direc-
tion for trading purposes in providing for their needs as producers or as
consumers”®  This definition includes all types of co-operatives. Accord-
ing to the recent publication of the I.L.O., a co-operative is an association
of persons, usually of limited means, who have voluntarily joined together to
achieve a common economic end through the formation of a democratically
controlled business organization, making cquitable contributions to the capital
required and accepting a fair share of the risks and benefits of the under-

7. Bakken, Henry H., Basic Consefits, Principles and Practices of Co-operation, Wisconsin; 1943,
pp. 1-2.

8. Calvert, ., Tie Law and Practice of Co-operation, Calcutta, 1959, p, 3. .

9, Kulkarni, K. R., Theory ‘and Practice of Co-operation in India and Abroad, Bombay, Vol. 1,
1955, p. 11 . :

10. Hall, F., Hond book for Members of Co-operative Mozement, Manchester, 1923, p. 1,
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taking.® Thus it is apparent that co-operation is a form of business
organisation suitable not only for poor people but for all those who are
prepared to practise it in accordance with co-operative pripciples, and a
co-operalive society, in the words of Calvert, may be described as a form
of organisation wherein persons voluntarily associate together as human beings
on a basis of equality for the promotion of economic interests of members’®

The aforesaid definitions cmphasize the different  aspects of co-
operation—some on voluntary aspect of co-operation and mutual help and
others on its cconomic advantage to the poor people of the society. Dut
all lay stress on the democratic nature of a co-opcrative erganisation. Service
is the philosophv of co-operation. Capital occupies a secondary place in
its organisation and the profit motive is not its concern. The Third Five
Year Plan, recognising the significance of co-operation, has clearly stated .
In a planned economy pledged to the values of socialism and democracy,
co-operation should become progressively the principal basis of organisation
in many branches of economic life, notably in agriculture and minor irriga-
tion, small industry and processing, marketing, distribution, supplies, rural
electrirfication, housing and construction, the and provision of essential ancenitics
for local communities. Even in medium and large indusiries -and in trans-
port, an increasing range of activities can be undertaken on co-operative
lines. The Third Five Year Plan stresses that the socialist paitern of society
implies the creation of large numbers of decentralised units in agriculiure,
industry, and the services. Co-operation has the merit of combining freedom
and opportunity for he small man with benefits of large-scale mavagement
and organisation as well as good will and support from the community.
Thus, a rapidly growing co-operative sector, with special cmphasis on the
needs of the peasant, the worker and the consumer becomes a vital factor
for social stability, for expansion of employment opportunitics and for rapid
economic development. Along with a growing public sector and a private
gector which functions with responsibility to the community as a whole, the
influence of co-aperation extends far beyond the particular activities organised
on co-operative lines, and gives to the social structure and the national
economy, balance, direction and a sense of valuesls

However, the real meaning of co-operation does not lie so much in
its theory as in its practice. In fact, co-operation is a harmonious combina-
tion of theory and practice. The ecducation of the mass of members in
co-operation ‘and: the general education of co-operators result in the correct

11. Developments And Trends in the Werld Co-aperative AMuovcment, Revised Working Paper,
Meeting of Panel of Experts on Co-operation, I. L. O. Geneva, 1962, p. 1.

12.. Kulkarni, K. R., Theory & Praviice of Co-cperation i India and . Abroad, Bombay,
Vol. I, 1955, p. 13.

13. Government of India, Planning Commission, Third Five Year Plan, 1961, p. 200.
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practice of co-operation. As observed by R.G. Saraiya, “Co-operation is
both a system and a spirit; it is both a method of working and a moral
force; 1t 18 a form of organization with legislative sanction and a method
of cconomic working which cnables small units to pool their resources
together for their common good. At the samc time, it has an inspiring
motlo, ‘Each for all and all for each’. This association and working together
of human beings lor the common end gives it a moral value above and
beyond purely cconomic cousiderations of individual gain. It is for this
reason that it has found acceptance in all countrics and has been approved
by all parties. In fact, in India every political party has invoked the co-
operative method and co-operative organization for the betterment of the
standard of living of the masses. This very universality of its appeal makes
it necessary to ensure that co-operation docs not align itself with any single
political party, whether it is the party in power or mot. Co-operative or-
ganisation deserves assistance and encouragement from the State, but its
aim should be to become self-reliant. It should not in any case be ﬁbsorbed
by the State. It should cover a wide section of the field of economic ac-
tivity and, in its tarn, help the State to carry out some of its economic
policics, but it should maintain its own power of initiative, its individuality
and its independence.®(a)

Banking

Just as the literature is the mirror of the society’s culture and civi-
lisation, the banking system of the country offers an index to its economic
advancement. The economy of the country is welded by the system of its
banking. Its development not only establishes trade, mdustry and commerce
but aids economic prosperity of the nation also.

The term bank or banking institution, of which the main functions
are borrowing and lending, is defined under the purview of their operations.
The bank is an intermediary between borrower and lender, who borrows
" from one party and lends to another. The very essence and nature of a
bank and banker is to crcate and issue credit payable on demand and
the “credit is intended to circulate and perform all the functions of money.
A bank, therefore, is not only an office for borrowing and lending but it is
manufactory .of credit. Banking is defined in the Indian Banking Companies
Act, 1949, as accepting, for the purpose of lending or investment, of deposits
of money from the public, repayable on demand or otherwise and with-
drawable by cheque, draft, order or otherwise.

In brief, a bankis an institution which creates and issues credit.
In other words it is a lender and borrower of money. There are various

13(a) Saratya, R. G., ‘Co-operation and the State,” A paper submitted to the Commeon-
wealth Conference on Agricultural Co-operation, Oxford, 1951, pp. 9--10,
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types of institutions performing the funciions of a bank under different
types of managements and serving different classes of people. Hence for
its classification thc functions ol a -bank are to be taken into consideration
because “‘just as a tree is known by its [ruits so Is a baok by the functions

it discharges.”’t4
There are the following main types of the banking institutions :—

I. Commercial or Joint Stock Banks.
Industrial Banks. -

Exchange Banks,

Land Morigage Banks,

Saving Banks.

Co-operative Banks,

D o

1. Commercial or Joint Stock Banks

These institutions are those banks which are organised by the in-
dividual share-holders on the basis of the limited liability under the ordinary
Banking Company Acts. 'Their main objective, with which they are be-
set, is to facilitate internal trade and commerce by extending short-term
loans against the security of material assets of the borrowers. The pattern
of their working is almost the samec as that of co-operative bank, with
the exceptions that ‘co-operative banks are organised for rendering service
to the people’ while ‘commercial banks aim at earning profit for their share-
holders.” Mr. R. C. Rao remarked that ‘‘co-operative bank is near and
familiar, while commercial bank is distant and unfamiliar 15

2. Industrial Banks

This tvpe of banking institution is established for the purpose of
meeting long-term financial rcquircments of industries. Commercial banks
or joint stock banks, though, finance certain aspects of industry to a limited
extent but they are not in a position to lock up their funds for such a
long time. Owing to -their meagre resources, they always invest thejr
funds for "short periods and keep their assets as liquid as far as possible.
The industries also require long-tetm finance to cater to the needs of float-
ing or working capital and as well as stock capital or fixed capital. To
meet these types of capital needs, special banking institutions are evolved
which are known as industrial banks. These banks build up their finance
by raising share-capital and debentures and by mobilising the fixed deposits.

14. Basu, A. K., Fundamentals of Banking Theory and  Practice, Calcutta, Fourth Edition.
1962, p. 1. .
15. Rao, R.C., Present day Banking in India, Calcutta, University of Calcutia. 1930, p. 190.
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3. Exchange Banks

As the commercial banks facilitate internal trade of the country,
exchange banks are organised for facilitating international trade, whose
main function is to help in repayment of the foreign debts.
These banks help the client in making payments to foreign creditors and
exporters, They not only accept the foreign bills on behalf of the client
but also purchase and sell bills of exchange. The overall functions of the
exchange banks are the same as those of commercial banks, '

4, Land Development Banks

Land development banks are thogse institutions whick advance long-
term loans to agriculturists for the repayment of the old debts and for
introducing permanent developments in the productive pctentialities of agri-
cultural land, The loans are advanced against the mortgage of unencum-
bered land of the borrower for the pericds ranging between five to twenty
vears. Such institutions are of three types :

1. Joint Stock or Commercial Land Development Bank.
2. Quasi-Co-operative Land Development Bank.
3. Co-operative Land Development Bank.

The Joint stock land mortgage banks are organised on the pattern
of commercial banks, not only for rendering the service hut for making
profit out of the business transaction. Quasi-land mortgage co-operative
institutions are those which have mixed type of membership of both borrowers
and non-borrowers with share capital. The co-operative land mortgage
banks are organised on the edifice of co-operative principle.

5. Saving Banks

* The saving banks are designed under the variety of mwanagements,
Commercial banks, co-operative banks and postal departments—all maintain
a saving bank .section—in their organisations in order to mobilise and secure
small savings of the people on the one hand and direct those savings in
the suitable channels of investment on the other. The primary objective
with which they are beset is to inculcate among lower and middle class
people the habit of thrift and prudence. The methods of their operations
differ from country to country. These banks provide to the depositor the
facility of depositing any meagre sum, amounting to the multiple of one
rupee at any number of times in a week, but he can withdraw money
only once a week.” In postal savings bank we find that they do not indulge
in lending money. '
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6. Co~operative Banks

The philosophy of co-operation and the principles of banking have |
already been discussed. When co-operative mcthods and tcchniques are
applied in the province of the banking institutions, it makes it co-operative,
i.e., called co-operative bank. The co-operative devices have not only been
applied to any one branch of economic activity but they have been tried
successfully in such a wide range as production, consumption, marketing,
housing, and insurance etc. It has been observed that therc are many more
provinces of human activity to which co-operation might, with advantage,
be introduced in the same way as renting of land, erection of houses, use
of machinery etc.

No country has, however, attempted co-operation as a panacea for
economic maladies but has shaped co-operative business to suit its particular
needs. In England, distributive co-operation was evolved to sccure the fair
distribution of the commodities. Germany and Italy devised credit co-opera-
tion. In India also credit co-operation was started to remedy the ruial
indebtedness. The seeds of credit co-operation, i.e., co-operative banking lay
in excrbitant rates of interest, charged on loans and other mal-practices
of wvillage money-lenders. The people, specially poor and ignorant, were
groaning under the iron grip of the money-lenders. They found their way
of escape in organising banking institutions cn the principles of co-operation,

Definition of Co-operative Banking

Co-operative bank refers to a special type of credit institution in
which loans are given to its members on the basis of co-operative princtples,
Many a definition on this subject has been given but the task of defining
the term co-operative bank is not a simple one. It is not ecasy to bring
all the co-operative credit ipstitutions working at different levels—hprimary,
district and state-under the caption of a single definition because the nature
of the operations of these institutions differs in many respects. However,
it is for the purpose of the study that various definitions on co-operative
banking have been provided.

Co-operative banking is an agency which, in the words of Henry
Wolff, .%“is in a position .to deal with the small man on his own terms,
accepting the security he has and without drawing on the protection of
the rich. That agency must not be a channel for pouring charity. or suh-
sidising the small man out of the public funds; instead, the material help
must be backed by moral improvement and a strengthening of the fibre”,
Devine defines co-operative bank as “a mutval society formed, composed
and governed by working people themselves for encouraging regular savings
and granting small loans on easy terms of interest and repayment’ i

16. Onoted by Laud, G.M., Co-eperativg Banking in India, the Co-operators’ Book Depot,
Bombay, First Edition, 1956, p. 6,
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Another author on co-operation observed that the co-operative bank
consists of a number of individuals who join to pool their surplus savings
with the purpose of eleminating the profit of the banker or money-lender.

According to N. Barou, a co-operative bank is a bank formed for
the purpose of augmenting their collective funds and the savings of their
individnal members, managing their financial interests, granting credits to
co-operative cnterprises and helping to satislv the needs for personal credit
of their individual members as well as for distributing the surpluses betwecen
the share-holders, depositors and borrowers or placing them to reserves.l?

Thus, it has been pointed out that co-operative banking implies a
voluntary association of persons which deals with the smallest unit of sav-
ing and equally small questions of credit for the benefit of its members.

R. C. Rao understands by thc term co-operative bank that it is a
poor man’s bank or people’s bank. Its main duty is to democratise credit
and place it in the hands of the poor who, though they may be entitled,
scarcely get a recognition in the hands of commercial banks'®,

G.R. Fay refers that the “‘joint stock company isaunion of capitals,
the co-operative society is a union of persons—it is a channel of one kind
only: it conveys to the producer the money which be requires as produc-
tive capital”®®

All these aforesaid definitions do not take in their purview all grades
of co-operative credit ciganisations. From the above discussion it seems. that
the attention of every author is focussed on defining only primary credit
co-operative societies. Besides, all the principles of the co-operative banking
have not been boxed into any one of them. However, N. Barou gives the
real picture of co-operative banking; but Mr. Rao lays too much stress on
the democratic spirit of the organisations, In nut-shell it can be said that
all these definitions indicate the following basic principles on which a suiiable
definition can be given :—

1. Voluntary Organisation

The first essential trait of the co-operative banking institutions like
other forms of co-operatives, is its voluntary character. In co-operative
organisation fnll freedom to members to join or leave the society is allowed.
The desire to join the association should be the spontancous out-burst from

17. hid., p. 7
18. Rau, R.C., Present day Banking in India, Calcutta, 1930, p. 187,
19. Fay, G.R., Co-operation at HHomeand Abread, London, 1948, Vol. I, pp. 4-€.
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the hearts of the individuals. Any type of compulsion or coercion and sel-
fish allurement to join the co-operative credit association defeat the very
purpose of voluntarism. Hence, such an organisation cannot be accepted
as co-operative.

Experience has shown that in undeveloped and underdeveloped
countrics with illiterate and ignorant masscs, voluntary- principle cannot.
come into effective force. And in such circumstances a certain measure of
compulsion or state-interference becomes inevitable, as was done in Bulgaria,
Burma and alko in India. It was advocated that Government assistance
to foster co-operative spirit among the people in initial stages is essential
with a view to creatc a favourable climate for the growth of voluntary
co-operation. Under such circumstances the Government should, there-
fore, help co-operatives so that they may grow by public appreciation, public
opinion and public co-overation. -

2. Self-Help Through Mutual Help

Horrace Plunkett opined that co-operation is ‘self help made effective
by organisation’. The voluntary association of persons cannot make - the
organisation co-operative -unless the motto of selfhelp with which credit
associations are beset is not observed. Charles Gide has pointed out that
co-operative associations adopt the double-motto’ of self-help and each for
all2® The term self-helpTconnotes that the member should fecl a sense of
self-respect in providing his own neceds by his own means, ie.; by being
his own banker and money-lender. At the same time the principle of each
for all, i.e., the sense of mutnal help cultivates among the members a
desire to seek freedom and salvation not for themselves but for and through
others. '

It was, therefore, acknowledged that in co-operative credit organisation
also ‘mutual help, mutual trust and mutval dependence are the recognised
principles’. The members in such an organisation continue to promote
their economic interests by finding out their mcans of improving their own |
economic stature and means of satisfying their own financial needs for pro-
ductive activities by strict adherence to this principle.

It is often suspected that the interests of both, i.e., the lender and
the horrower may collide but the case is otherwise. With observance of the
principle of ‘Bach for all and all for each’ the former provides assistance
to the latter on the ground that he is to receive the same response fiom
the latter. '

90. Reiteraied by V. T. Krishnamachari in his article “The Role of Co-aperatives in
Community Development’  published in Indian Co-operative Review, October, 1963,

p- b
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3. Democratic Character

It has been observed that co-opcrative credit societies democratise
credit, relieve distress by creating wealth and by turning the same to good
industrial and agricultmial account. The affairs of co-operative banks like
other forms of co-operative credit are managed democratically. The prin-
ciple of ‘ONE MEMBER ONE VOTE’ is strictly obscived in credit co-
operatives, The members joining the co-operative credit socicties meet on
equal footing. Every sharcholder of the credit socictics has been vested
with the power of casting only one vote, irrespective ol shares he possesses.
Thus the democratisation of power in this way averts the danger of the
dominance of the individnal interest over the collective onc.

The feelings of caste, creed and colour, which are incompatible
with democracy, find no place in credit co-opeiatives. 'the rights, datics
and privileges of every member are identical. On  the same basis mem-
bership is open to all. They mect in the organisation as human beings
and enjoy the advantages of the organisation equally. Planning Commis-
sion in this respect has remarked that co-operative banks are mere
democratic and amenable to local control than even a small-sized joint
stock bank.® G.M. Laud has observed that the key-note to the successful
working of co-cperative banks is their democratic character and thoroughly
representative management. The geneial body is the supreme authority
and its members have an equal voice. Co-operation thus provides a testing
ground to decide whether or not people have the maturity to handle their
own business.  From this point, as well as in the context of the desira
bility for maintaining the solidarity, every issue is discussed threadbare and
an effort is made to reach an unanimous decision. 2

4, Element of Character

The character of the members of the co-operative organisation
exercises a greater influence in its working. The character of high values
implies unselfish spirit, selfreliance and sclf-respect. The realisation of
commeon spirit and willingness to seck by joint action is nothing more
than a skeleton frame work by which needs may be satisfied. What is
more esscutial is the integrity of the members of the organisation. There-
fore, personal element,i.c., the character of the member plays a very im-
portant role and can secure a smooth running of the business of the orga-

nisation.

The objective of a credit co-operative is to make available the cheap
finance on easy terms. Hence unselfish attitude of mind, unselfish interest

91. Government of India, Planning Commission, First Five Year Plan, New Delhi, 1952, p. 170,
22. Taud, G. M,, Op. Cit., pp. 16-18
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and broader outlook are attained and they lead not only to the material
advantages but also strengthen and stabilise them. The practice of honesty
and unsellishness makes the credit organisations not only a business-under- -
taking but an article of faith and rcligion also. Rao Bahadur S.S. Talmali
has lucidly explained the implications in his note on personal credit to the
Bombay Provincial Co-operative Conference, 1914: “An  cstimate . of such
character is made by a process of reasoning depending upon certain con-
siderations as, for instance, whether the borrower has a general reputation
for fair dealing, whether he is free from such views as mught divert all or
a large portion of his carnings, whether he shows dcligence and earnestness
in his work, and so on; in other words, whether the person is endowed
with those qualities which make for honesty, thrift and providence™.2

Under the purview of the aforesaid essentials of a co-operative baak,
a co-operative credit organisations is, it has been observed, a mutual society
formed, composed and governed by working people on the principle of
equality. The principle of mutual service is rendered by accumulating the
savings of members on casy terms of interest and payment. The surplus
of the business is either placed to reserves or distributed amongst the de-
positors, borrowers, sharcholders or spent on cultural or co-operative endea-
-vours for the bhenefit of the working people.

In brief, a co-operative bank is a voluntary association of financially
weak people who, realising their common financial needs, organise them-
selves on the basis of equality, by pooling their surplus saviugs on the one
hand and by granting credit to colleague members on easy terms of interest
and repayment on the other. '

NEED OF CO-OPERATIVE BANKING IN BIIIAR

Physical background of the State

Physically Bihar is a land-locked territory lying between 921058°1(7
and 2703115 N, Latitude and 83°19°50” and 88°17°40”" E. Longitude and
has an area of 1,738,876 square kilometres® out of which 16.84 percent is
covered by forest. It is bounded by Nepal on the North, West Bengal on
the East’and North-East, U.P. and M. P. on the West and Orissa on the
South. It also consists of three distinct physical divisions, viz. (1) The
Himalayan foot hills, (2) The Ganga plain and (3) The high-lands of
Chotanagpur. There is a small hilly area in the North-Western corner
of Bihar which is a part of the well known extensive Siwalik Range of
the Iimalayan foot hills. The North Bihar Ganga plain is composed of
the alluvial soil which has a gentle slope towards the south and is traversed

23. Quoted by Laud, G. M., Op. Cit.,, p. 12.
24. Bikar Threugh Figures 1975, pp. 1-2.
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by a large number of rivers starting from the Himalayas and flowing dewn
into the Ganga orsome of its tributarics. The highlands of Chotanagpur are
intersperscd by the numerous hill streams which flow rapidly thiough narrow
gorges and beds during the rains but completelv dry upin summer.  Average
anuval rainfall in the Statec which is the basic source for replenishing all
water resources, surface as well as underground, is of the order of 1016.0
m.m. About 80% of this rainfall is received during June-September,
The ailuviality of the plain and thc character of the rainfall is very con-
ducive to the agricultural industry and so it has become the main occupa-
tion of the people of the Siate. The porcentage of the workers dependent
upon agriculturc has heen considerably higher for the State than that for
the country as a whele, and while for the country the percentage has
increased only marginally from 69.57 pereent to 69.67 percent during 1961-
71 dceade, i Bihar it has increased from 76.84 percent to 82.27 percent
during this decade.®

Economy of the State

Bihar is one of the backward and under-developed pockets in India.
Laspite of the rapid growth of industries, trade, transport and communica-
tions, the risc in per capita income in the last two dccades has been only
[7.6%, or about 0.8% a year. At constant prices (1960-°61) the per capita
income of the State was about 35%, below all India average in 1968-69
and still lower m the following year (1969-°70). The pér capita income
of Bihar at constant 1960-61 prices wag only Rs. 216/- in 1968-69 whick
fell to Rs. 206/- oanly in 1969-70.% Taking person having monthly income
of less than Rs. 20/- at 1960-’61 prices as below the poverty line, it would
appear that the vast majority of the population of the State are living
below the poverty linc. At 1960-’61 prices the per canita income increased
to Rs. 229.90 during the year 1972-73 and at the current prices, it went
up to Rs. 489.00 during the same year.’

Agriculture —The Main Occupation

The reason for such a poor state ol affairs lies in the unbalanced
economic growth of the State. The uabalanced character of economy is evident
from the fact that more than cighty percentof population of the State depends
for its livelibdod on agriculture out of the total population of 56.35 miilions.
Out of 100 workers in Bihar, the number of ecmployees in manufactaring
industries was only 2.6 in 1971 which is much below the national® average.

25. Govt. ol Bihar, Report on Agricullural census, 1970.71, p. 19,

26. Ibid., p. 34.

27. Bihar Siate Planning Board, Bihar’s Economic Problems (A bird’s eye view}, 1974, P-4
28. Govi. of Bihar, Bihar Siate Planning Board, Selected Plan Statistics Bihar, 1976, p. 105,
29. Government of Bihar, Report on Agricutiural Census, 1970-71, p. 85,
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The majority of the population of the State derives their income from
cultivation of the lands while the rest of them make out their living
from handicrafts, manufacturing, processing and other allied activities,
Agriculture to the bulk of population has become not only occupa-
tioh but traditional mode of living, More than half of the State’s
incame is derived from agriculture, animal husbandry and other allied
industries. The State is, it has becn observed, virtually of cultivators, village
craftsmen and agricultural lahourers.

State of Agricultural Industry

Agriculture being the important source of the State income, the
sole occupation of the people of the Statc and to some extent the deter-
mining clement of the destiny of the State’s cconomy is”a deficit agricul--
turzl industry subject to precarious rainfall and other aatural uncertaintics.
It has not only made the life of the people very hard but has made the
cconomy of the State stagnant, The stagnation of this industry in Bibar
like the whole of India, is due to the common problems of low productivity,
cxcessive pressure on land due to the increase m the population and exist-
ing laws of inheritance ete,

Apart from agricultural industry, thc other small scale and cottage
industry of the State received a death-blow at the hands of the industrial
revolution. The hand-made products could not compete with the cheap
machine made articles of large scale industrics. This not only reduced the
income of the people but drove thousands of people out of cmployment.
These unemployed traders and craftsmen had also to take recourse to agri-
culture resulting in acquisition of even marginal lands, which also led to
the further sub-division and fragmentation of holdings.

Indebtedness

The stagnation of the agriculture and the down-fall of cottage indus-
tries resulted in lowering the level of income in both the sectors. Cons-
equently agriculturists and artisans were thrown to utter suffering. It not
only became difficult for them to carry on their business operations but
even to satisfy the bare necessities of life because their scanty income left
almost 1o margin for savings. Consequently they nceded finance for pro-
ductive as well as for consumption purposes. Their pressing necds led them
to excessive borrowings and indebtedaess increased which reduced them to

sheer poverty.

The Central Banking Inquiry Committee estimated the agricultural
indebtedness of the people in 1929,  According to the calculation, the agri-
cultural indebtedness of landlords, peasants and tenants proprietors amounted
to- Rs. 900 crores. The latest survey made concerning rural indebtedness
is the All-India Debt and Investment Survey, 197172, sponsored by the
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Reserve Bank of India. The table—1 gives the Statewise information
regarding the volume of indebtedness. It is found that the State
of Uttar Pradesh tops the list, the total awmount of debt being Rs. 476
crores in 1971-72 and Manipur ranks lowest with Rs. 2 crores for the
same year. Table—2 shows the cxtent of indebtedness of the  classi-
fied groups of cultivators, agricultural labourers and village artisans and also
all rural households. Moic specifically, the table—2 gives proportion of
houscholds acd average value per houschold liabilities as on June 30, 1971,
for each of thc Siates and Union Territories and All-India. This table
reveals that the average amount of debt per houschold of cultivater, agri-
cultural labour, village artisans and for all rural houscholds stood at Rs,
612, Rs. 162, Rs. 261 and Rs. 503 respectively in 1971-72,

Tarre—I1

Liahility of Rural Households, 1971.72

State © Amount of Liabilities (In croves)
Andbkra Pradesh .. .. 445
Assam .. .. 26
Bihar .. .. 262
Gujarat .. . 350
Haryana .. .. 98
Himachal Pradesh .. .. 26
Jammu & Kashmir .. .. .20
Karnatak .. .. 401
Kerala .. .. 96
Madhya Pradesh .. . 243
Maharashtra .. - 359
Manipur - .. 2
Maghalaya .o - 3
Orissa .. .. 74
Punjab .. .. 169
Rajasthan . . 281
"T'amil Nadu s .. 448
Tripura I . 4
Uttar Pradesh .. .. 476
West Bengal . . 123
Delhi .. .. 4
All-India .. .. 3,920

30, Réserve Bank of India: ATl India Debt and Invesiment Survey, 1971.72
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TapLE—2

Proportion of Households Reporting and Average Value Ter Houschold
of Liabilitics as on 30th Juue, 1971%(a)

States and All-India

All House-

State Cultiva- Agricul-  Artisans Other Non- -

holds {ors tural La- culiiva-

bourers fors
1 2 3 4 5 6

Andhra Pradesh P. 47.97 . 54.09 37.26 41,70 38.90
A. 663.09 925,62 159.36 240.51 401.28
Asgam P. 27.18 9852 1788 17.39 93 .44
A. 187.53 205.97 33.73 51.52 149,33
Bihar P, 42,13 42.38 45.31 38.06 30.96
A, 530249 34.2.69 124.14 189.53' 160.44
Gujarat P. 47 41 53.37 39.58 - 35.32 33.66
A, 928.04 1238.72 . 240.03 396.42 548.44
Haryana P. 3510 34.74 39.84 36.00 32.55
A 92473 1190.28 506.04 603.83 523.57
Himachal Pradesh P. 36.98 38.67 21.44 15.15 15.983
A, 56243 577.57 741.76 117.40 376.13
Jammu & Kashmir P.  47.86 49.35 27.39 33.50 23.57
A, 3h57.89 371.15 72,74 191.09 163.02
Karnatak P. 50.08 57.15 34.87 36.98 34.69
A. 788.57 1044.38 228,73 173.82 311.52
Kerala o P. 34.16 3571 1942 33.03 20.26
A. 86942 400,82 30.25 104.28 137.24

I\/Iadhyri Pradesh P. 42,48 44,82 34.79 39.96 25292
A, 409.67 461,72  165.51 211.06 175.43
Maharashtra P, 46.09 55.95 2269 37.34 24.54
. A, 597.78 812.99 68.34 151.99 252.89

30(a) Ibid.
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Table 2—(Contd.)

State All House-  Cultivo- Agricul- Artisans  Other Non-
holds tors tural La- cultipa-
bourers fors
1 | 2 3 4 5 6
Manipur P. 16.42 16.58 28.21 33.08 13.46
A, 102,60 106.61 294.50 12.33 45.77
Meghalaya P. 7.61° 7.45 3.20 — 2.87
A, 14,78 15.58 7.62 — 7.46
Orissa P, 3711 41.42 © 20.50 28.48 24.25
A, 201.88 234.98 45.70 51,96 156.53
Punjab P. 54.28 58.50 62.17 46.32 41.13
A, 1085.95 1913.40 561.58 456,08 361.40
Rajasthan P.  56.65 58,26 49 97 54.98 42.91
A, 895.16 949.88  507.25 681.08 520.70
Tamil Nadu P. 4877 59.09 35.47 38.50 33.89
A, B695.00 1106.36 128.30 225.31 279.07
Tripura P, 39.82 42.11 20.33 37.15 20.49
A, 241.09 258.00  215.18 85.67 61.01
Uttar Pradesh P. 3787  38.76 37.98 40.18 31.54
A, 346,77 371.64  205.05 305.27 287.49
West Bengal P.  37.35 42.08 29.30 31.27 26.84
A, 201.03 262.03 45.05 109.56 125.70
Delhi N P, 2992 28.03  23.80 41.03 27.61
A. 629.64 824.65 280.55 836.88 417.80
All-India P 4287 46.22 35.33 38.57 31.48
A.

503.07 611.96  161.96 260.80 238.44

Note : P =Proportion of households reporting.

A =Avecrage value per houschold in rupees.
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From the two tables, it is evident that both in fotal amount of
rural credit and average wvalue of liabtlities per houschold, the
Statc of Bihar stands n the middle pogition in relation to other
States. . In other words, the respoctive figures for the State were
Rs. 262 crores and Rs. 302/- according o the All-India Debt end
Investment Survey, 1971-72.

Therefore, the problem of agricultural finance and indebtedness
has always been the crux of the whole economic problems of the masses.
This is not only a special feature of Bihar or India but of every country
having predominantly agricultural cconomy.

Causes of Indebtedness

Indebtedness is one of the most disquicting aspects of the economy.
There are many and varied causes to which indebtedness “can be atiri-
buted. Some arguc that the chief cause of increasing indebtedness has
been the increasing poverty, but this increase has not been solely or in-
variably due to increasing poverty because it has been noticed that poverty
and indebtedness arc chasing each other. Hence the following causes may
bhe attributed to the accumulation of indebtedness which has increased

the occasions for borrowing :

1. Uneconomic & Fragmented Holdings

The chief cause of low agricultural productivity is the smaliness
and excessive [ragmentation of cultivable lands. The high density of-
population and the downfall of the small scale industries have
increased the pressure on land which led to the further sub-division and
fragmentation. The population of the State increased from 46.45 million
in 1960-61 to 56.35 million® in 1971. Owing to the absence of other
avenues of employment, the increasing population would naturally seek its-
livelihood in agriculture. The position in the districts of North Bihar 1s
even wotse. As a result of the increase in population, about 30 percent
‘of the holding in the State are less than 5 acres in size. 'L'he vast majority
of farmers in Bihar are, therefore, small and marginal farmers subsisting on
very low earnings and with little or nc resource of thelr own for either
land development or provision of the high-cost inputs needed for raising

productivity or yield per acre.

A large proportion of land owned by large landholders is actually
cultivated by share-croppets who have neither the necessary motivation nor
the resources needed for land development and modernisation of agricul-
ture. Owing to the scarcity of the food-grains, arising out of low produc-
tivity, a culiivator has to borrow even for consumption purposes.

31. Bikgr through figures 1975, p. 1.
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2. Illiteracy & Litigation

The level of literacy standing at 19.9 perceni® has also been a major
reason for this present problem. Indian cultivators and wage-earners are
iliiteratc and ignorant which had made them impertinent. Even a dispute
of trivial importance assumes a scrious twn. Mutual understanding  fails
to resolve them. Owing tw lack of spirit of social integration, education,
and also on account ol the pressure of some instigaling party in villages,
the villagers quarrel among themselves and it develops litigation of costly
nature. Gonsequently the parties concerned have to borrow money. Legal
expenses are, therctore, lnportant items of expenditure which generally involve
the cultivator into debt.

3. High Cattle Mortality

There is an acute shortage of lodder specially during the period of
droughts and floods. This problem is very common in whole of the State,
specially in North Bihar on account of which cattle are generally mere
skelctons.  They succumb to discases very soon, resulting in great loss of
cattle to cultivators. The cultivators have to purchase them more often
than their méans allow. As they do not maintain any depreciation fund
to replace them, they have to resort to borrowings whencver such occasions
arise.

4, Uncertainty of Agriculture

The agriculture is a deficit industry and a subject to various un-
certain natural calamities. The prosperity of agricultural industry is tied
up with the vagaries of nature which itself is uncertain. The agricultural
prosperity is, therefore, also uncertain duec to sudder occurrence of floods
and droughts. In North Bihar particularly in Madhubani, Darbbanga,
Samastipur, Szharsa, Sitamarhi, Champaran etc. floods occur, and droughts
are the recurring features in South Bihar leading to the failure of crops.
IHence the occasions for borrowing increase.

.

5. Fixity and rigidity in Collection of Revenues

This"is another causc of rural indebtedness. The cultivators are not
only unable to evade the payment of land rent, but on the other hand
there are no adequate provisions for remissions in amount of rent in case
of failure of harvest. Moreover, the full benefits of the remissions are not
reaped by the cultivators. A good deal of these rcmissions go in the pockets
of the people other than agriculturists, Thus cultivators fall into debt for
payment of land rent and irrigation charges, the collection of which is rigid.

32. Ibid., p. L.




20 CO-OPERATIVE BANKING 1N BIHAR

6, Increase in the Value of Lands.

The increased value of land duc to stability of the Government and
the improved methods of wansport and communications have raised the
credit need of cultivators. Conscquently they are encouraged to borrow
money from private money-lenders, They grant them loans on very easy
terms and conditions. Thus it has, so to say, a premium on Dborrowings.

7. Social & Religious Customs.

The social and religious expenses arc also responsible for this high
magnitude of indebtcdness. Influenced by the powerful social customs,
traditions and their sensc of conservatism, they spent money to exiravagant
limit on social occasions, like birth, death, marriage and on such other
pleasant and sorrowful events.

P.J. Thomas has remarked that ‘many a Brahmin will encumbex
their whole property and exhaust their personal credit for cclebrating marri-
ages and for dowries’. Their scanty incomes do not permit to afford such
a heavy expenditure on these cercmonics. Falling short of their own funds
to meet expenditures, they borrow money.

8. Amncestral Dehe.

The bulk of the cultivator’s indebtedness, it has been observed, is
his old debt, It is somc of his own makings, but is often the legacy he
has inherited from his predeccssors, The ancestral debt 1s an important
cause of the existing agricultural indebtedness in Bihar. Its repayment is
regarded to be a moral and religious obligation, although old it might
have become, irrcspective of the amount which he or his ancestors might
have paid for interest. Generally new debt is incurred to pay the old one
which he passes on to his successors.

To sam up, the above description reveals the helplessness of culti-
vators who form the bulk of the population. The sad economic plight
compels them to borrow. Their demand for money is quite elastic. It is
always present and is very keen. Moaey is demanded not only for productive
purposes” but for many other purposes. Failing to meect their needs with
their scanty incomes they have to depend on the alternative sources of

supply of money, i.c., borrowings.

Agencies for Supply of Credit

Cloming to the agencies supplying financial needs of the poor section of
the community, it can be said without any fear or any contradiction that they
are very defective and aggravate the problem of indebtedness. In general credit
supplv system should solve the problem of indebtedness by providing credit
facilities at a cheap rate of interest and by making repayment convenient.
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The existing agencies which cater 1o the needs of agriculturists and
artisans can be classificd into two Deads '—- '

Agencies
f
Private Agencies Public or Semi-Public Agency.
j
— State Loans.
Money-lenders, landlords Commercial banks or
and tenants. Joint stock banks.

Money-lenders

The money-lenders, landlords and big tenants occupy an impor-
tant place in banking business. The report of the Rural Credit Survey
Committee indicated their relative importance in financing the credit
needs of the borrowers, “More than 90 percent of the total borrowings
of cultivators is met from non-institutional private agencies of which the
most important are money-lenders who account for nearly 70 percent;
this consists of about. 45 percent from the professional money-lender and
about 25 percent from the agriculturist money-lender’®. These figures
indicate that they are solely and invariably dependent on money-lenders
whose interests have never been to reduce the load of indebtedness, but
on the other hand they have worsened the problem. Being the sole: supp-
liers of the credit needs of the peasantry, they take undue advantage of
the helplesness of the cultivators and tiy to get as much for their ser-
vices as possible. They are interested to load them with heavy magni-
tude of debt because, unless they are under the beavy burden of
indebtedness, they cannot remain a source of their undue income. Therc has
been a tendency of these unscrupulovs money-lenders to allure these people
—agriculturists and artisans—to purchase goods on credit which offered them
oppartunity to charge a high rate of interest from them. According to
the findings of Rural Credit Survey Committee, ‘““the proportion (o the
total borrowings of cultivators from private credit agencies (other than
commercial banks) of such of those borrowings as bear a ratc of interest
of 25 percent or more is as high as 70 percent in Orissa, 49 percent
in Tripura, 40 percent in West Bengal and in Himachal Pradesh, 29 per-
cent in Uttar Pradesh and 27 percent in Bihar.”#

In some urban areas kisti system is prevalent under which the loan
is payable in 12 monthly instalments. Hence the finance provided by these

33, R.B. L, All India Rural Credit Survey, the General Report, Vol. 11, 1954, Bombay, p. 326
34, Ibid,, p. 173, ‘
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money-lenders is in no way conducive for the betterment of the community
and the State. Though the recent Debt Relief and Licensing of money-
lenders legislation has put restriction on the use and transfer of lands as
security, 1t has not resulted in a considerable decline as was expected.
The abolition of all the privileged tepures and reforms in Zamindari
system have discouraged the landlords and big cultivators for this type
of investment, i.c., lending to agriculturists.

Commercial Banks or Joint Stock Banks

The commercial banks are also reluctant to supply credit to agri-
culturists and artisans because of the following reasons ;—

(1) 'The commercial banks are situated at the considerable distance
from villages which renders communications difficult and -~ ‘ncgotiations
are unnecessarily cxpensive and dilatory. QOn the other hand they can also
not open branches i small towns and the villages where they can not
find sufficient business. Recently, their branches are being opened in blocks.

{2) Commercial banks ‘cannot advance loans to these people against
the kind of the security they offer. Personal security on which money-
lenders usually supply finance to these people is out of question in case
of these joint stock banks, as the creditor is not in the close contact of
the bank.

(3) Lack of educative influence and ‘lack of exact business account,’
it has been observed, make joint stock banks chary of dealing with farmers
and make it difficult for farmers to satisfy the formalities required in deal-
ing with bank.

(4} Joint stock bank does not advance loans for long periods
whereas the agriculturists and artisans need long-termn finance. Under
the aforesaid grounds these joint stock banks make a very little contribu-
“tion with regard to rural finance. -

State loans

As the finance provided by the aforesaid credit agencies is neither
adequate nor compatible, the State Government has been rendering assis-
tance in the form of Taccavi loans during the last many vears. The State
which formerly extended loans for relieving distress or meeting the needs
of a few indigent cultivators has now assumed the responsibility for - deve-
lopment of the economy as a result of ‘GROW MORE FOOD’ but active
disbursement of these loans involves considerable delay.
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The Way Out

The stagnation of the poor section of the population, particularly
of agriculturists in greater part of the country has for many  years attracted
the attention of the Government, and = various remedies have been tried
for improving the cconomic condition of the people. Corresponding to the
programmes of the Indian Government, the Government of Bihar also made
effective efforts to control the problems of rural indebtedness. A series
of the civil laws inclading the Bihar Money-lenders’ Bill of 1938 were
enacted by the Government of Bihar to check, control and conciliate the
debt and thc rates of interest in the State. These measures could not
bring forth the desired result. Evasions were common. The creditor was
at every opportunity to discover new methods and ways to evade the law.
Thus the ecllforts of the Government could not be successful in providing
cheap and better mcans of credit facilities.

A complete solution of the problem of indebtedness and credit needs
of the people is not possible only by making provisions of chcap credit
so long as it does not avoid indebtedness. The kind of cheap credit which
may prove beneficial, it has been observed, is a blessing to rural popula-
tion only where the average cultivator is in possession of strength and
character on the onc hand to limit lis borrowings within the range of
his capacity to pay and on the other hand to apply greater part of the
borrowed money to sound productive purposes. '

Co-operative Banking—The Only Solution

The most sunitable type of the cheap credit as suggested by the
Royal Commission on Agriculture is possible only by organising voluntary
credit associations of producers, agriculturists and non-agriculturists. Such
an organisation will teach the people to borrow at the right time and in
the right amounts and for right ends and to repay on the right dates.®

Being attracted by the co-operative methods of dealing with the
problem of credit, the Government of India twmed its attention to the
methods and techniques of co-operative banking, The echoes of the success
of co-operative credit organisation in Furopcan countries particularly Ger-
many and Italy sounded all over the world. The Government of India
looked for gmidance when it turned its attention to transplant the system
of the co-operative banking in our country, because it was realised that
‘the expansion of co-operative movement would provide the bestand lasting
solution of problem of agricultural feredit.’® Madras Government was

35. ‘Punjab C‘ommittee Report’ reitrated by Thakur, B. T., in his bock entitled Qrganisa-
- tion of Indian Bunking, Lalchand and Sons Caleutta, 1927, p. 38.

36, Report of - the Co-pperative Plamming Commiltes, 1946, Printed in 1951, Delbi, p. 70
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first to grasp the possibility of the co-operative banking in India. In 1892
Sir Frederick Nicholson was sent to study the theory and practice of agri-
caltural and other co-operative banks in Europe. Alfter studying the system
of Raiffeisen and SCHULZE DELITZCH IN GERMANY—and Luggi
Luzzatti in Italy, he appealed to the Government of India to *“find Rai-

Teisen®’,

The policies laid down by thcse pioneers more than a century ago
have undcrgone a change and India has been obliged to adopt and deve-
lop its own technique to suit its own needs and conditions; but the basic
principles have almost remained unchanged.

Structure of Co-operative Credit Organisation in Bihar

_ The organisation of the credit co-operative at all levels has been
designed to cater to all types of nceds of the people. It is, therefore, essen-—
tial to discuss the types of need for which the finance is required.

Credit needs of the people

The credit neceds of ‘the  -agriculturists and non-agriculturists fall
into the following three heads: "~

(a) Short-term Needs,
(b) Medium-term Needs,
{c) Long-term Needs,

() Short-term needs :—The most important and pressing needs of
the cultivator are for short-term finance both for production and consump-
tion purposes, Money for purchase of seeds and manures for productive pur-
poses on the one hand and for foed-grains and other articles for consump-
tive purpose on the other hand is required. The money so borrowed is
to be repaid at the time of harvest. Co-operative credit societies have to
finance this short-term nced for a period about twelve to fifteen months.

(b) Medium-term needs :—While short-term loans fulfil pressing needs
of the cultivator, mediwm-term loans enable him to raise the standard of
tillage and bring about improvements in the productive potentialities of the
lands. Greater emphasis is, therefore, laid on the disbursement of the me-
dium-term loans. They provide the farmer with the working capital for
the purchase of cattle, implements, sinking of wells and pump-sets. The
period of repayment of such loans ranges between 2 to 5 years.

(¢} Long-term needs :—Long-term loans are required for the purchase
of land, agricultural machinery and to effect permanent improvement in
land or provide drainage or irrigation facilities. As this sort of investment
gives very slow return, its repayment is also varying from 10 to 30 years,
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Credit Structure

The organisation of the co-operatives and their classifications is based
on type of needs for which they provide finance. These are two types of
credit institutions:

1. Credit co-operatives for supplying short-term and medium-term

loans.

2. Uredit co-operatives for supplying long-term loans.

The area of operation of a co-operative credit socicty may also be
taken into consideration as the basis of their classification, but for facilitat-
ing the study of the different types of credit co-operatives a more scienti-
fic clagsification may he made by the adoption of both the types of needs
and the area of operation as the 'basis of classification. ‘Thus there are the
following types of credit co-operative organisations :— '

Primary Credit Co-operatives

There are the following types of credit co-operatives in agricultural
and non-agricultural sector. The agricultural sector includes small-sized
credit socleties, service co-operatives and large-sized societies while non- -
agricultural sector includes salary earners’ credit societics, and societies for
artisans and traders. All the aloresaid societies extend short-term and me-
dinm-term loans to their members.

Central Co-operative Bank

All the primary credit co-operative societies of a district are affiliated
to an organisation, known as the central co-operative bank. However, in
Bihar central co-operative banks are working in the State on the pattern
and principles of the district co-operative banks.

State Co-operative Bank

Bihar State Co-operative Bank Ltd., Patna is the apex credit orga-
nisation to Which all the central co-operative banks are affiliated. Besides
them, a few individuals and a few societies are also the members of the
Bank.

All the aforesaid co-operative. credit institutions . supply short-term
- finance to their respective members, The current flows from State Co-
operative Bank to central co-operative banks and from the central banks
to the primary socicties and these primary socictics advance loans to the
individuals,
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Credit Co-operatives for long-term Finance

The pattern of long-term co-operative f[inancial organisation is the
same as that of the previous ome. But at present there is a Bihar State
Co-operative Land Development Bank Ltd., Patma which supplies long-
term finance to cultivators through its branches situated in almost all the
districts of the state. The loans are advanced against the mortgage or un-
encumbered land for a period of 10 to 12 years.

The following chart gives an idea of the structure of the credit
co-operative in Bihar,

Co-operative Banking In Bihar
|
i

l
Short & Medinm-Term Long-Term

Bihar State Apex Co-operative Bank Bihar State Co-operative Land
' Development Bank

|

Central Co-operative Banks ' | _

] -
. |

~ Agricultural Non-Agriéultﬁral Primary Land Branches in
_ Development Society Every distri-
' ct.
Limited ‘ ‘ :
!
Salary Earners’ Credit Artisans & Traders Credit.
Co-operatives Co-operatives
| |
Service Co- Small-Sized Co- Large-Sized Co-

operatives operatives operatives
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Importance of Co-operative Banking in Bihar

Co-operative banks play a very important role in establishing in-
dustry, trade and commerce by providing cheap and controlled credit
facilities on the one hand and by mobilising and sccuring idle moncy of the
working population on the other, which in the absence of such a machinery
are out of reach. It is argued that the agriculturists and artisans do not
possess any surplus because of the scanty means of income, but this con-
ception ignores the very important fact that apart from poor agriculturists
of small holdings, there are big and thrifty cultivators who have means to
save. Rural Banking Enquiry Committee pointed out that ‘except in the
periods of abnormality, big.landlords, cultivators of economic heldings and
tenants posscss a margin for saving”®  Thus this surplus money lying
with these cultivators, if it is secured by co-operative institutions, can be
utiliscd in other gainful avenues of investment, i.e., extension of irrigation
facilities etc. ‘

Apart from the material hencfits flowing from co-operative baaks,
their working has a moral effect on. their members. de foe says : “Drunk-
ards are made to take care of wife and children; spend-thrifts lay up
for a wet day; lazy fellows become diligent and thoughtless scottish-men
careful and provident”.3 It teaches its members the lesson of thrift and
economy and protects the humanity fiom the disastrous apathy of commer-
cial and indigenous banks. The thrifty and thoughtful persons unite together
with less careful and heedful persons and by the influence of association
induce them to the ideas and habit of thrift and heedfulness, Money is
carclully saved and still more carefully spent. :

It is no exagperation to say that the co-operative banks are most
suitable agency for catering to the needs of the cultivators and small in-
dustrialists. They would not only make the small folk wage-earners and
middle-class people free from the cruel grip of the money—lenders but also
assist trade, industry and commerce. As H. 'W. Wolfl pointed out: ‘Usury
flecs away at the approach of co-operative bank -as mist does before the
rising sun’ because it resembles ‘a piece of active machinery in which every
wire is alive and knows and conscientiously performs its duty, being en-
dowed with the duty of rendering indiscriminately services according to the
merits of edch case, watching and checking each other.’®

At present when the emancipation of the country from the foreign
rule has left us to strive and plan for the building of the national eco-
nomy, every programme of national and state development contains schemes

37. Rural Banking Enquiry Commiltee Report, 1929---30, p. 29.
38. Quoted by Laud, G. M., Op. Cit,, p. 10. .
39. Bau, R. C., Present Day Banking in India, Caleutta, 1930, p.} 199,
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for wvillage-uplift. For raising up the agricultural cconomy lke ours, , agri~
caltural production has to be stcpped up., The TFirst, Second, Third, Fourth
and Fifth Five Year plans have cmphasised on the increase of agricultural
producticn to meet the demand of the growing population of the country.
As such the dynamic programme for organising agricultural credit will be
needed to collaborate with the schemes of agricultural development.

In mnon-agricultural sector too, co-operatives have to play a vital
role. With a view to step up industrial ~production and to reorganise
cottage and small scale industrics, the co-operative societies will, therefore,
not only provide loans to artisans and traders but will imbue the indusirial
population with the habit of thrift and self-reliance. ““The urban sector of
the co-sperative movement has also to develop on the systematic lines if
in due course it has to make its contribution to the planned development’ 4
Urban banking conducted on co-operative lines has a very important role
to play.

Summing up

Hence under the present set-up of the economiy, co-operative banks
arc to be encouraged because, whercver the credit unions have heen pro-
perly established and encouraged, they have regenerated and accelerated
agriculture, commerce, industry and other departiments: of human activity
to which these principles have been applied. They have stamped out
usury and raised millions of people out of the depth of despair to the lives
of hopefulness. There are millions of agriculturists and artisans who have
industry, honesty, determination, skill and capacity to work, but they lack
means, education and organisation for applying these qualities to their best
advantage. They have no credit because they are poor and remain poor
because they have no credit. It is the agency of co-operative banking which
steps in as a saviour by diffusing personal "credit, educating the members
in its use and making it widely understood and thus making it more
sccure.  Credit through co-operative banks is now  widely accepted as the
only panacea for ending the poverty of a nation and raising the living
standards of its masses.

-+

40. Government of India, Planning Commission, First Five Year Plan, New Dc}hi,' 1952,
p. 169, ‘




CHAPTER 111

CO-OPERATIVE BANKING IN BIHAR : A HISTORICAL
PERSPECTIVE

The origin of co-operative banking system is to be traced to the
plight of the masses in Germany and Ttaly in the middle of the 19th
century, Herr Schulze and Herr L. W. Raiffeisen of Germany started social
work in their native places. Schulze found that the greatest need of the
poor people was the provision of credit. But at the same time he came
to the conclusion that no one could help them unless they tried to stand
on their own legs and by self-help organise themselves to obtain it. So in
1860 he founded his first loan society in his own native town. Raiffeisen
founded at Anhansen a co-operative credit society for the benefit of farmers
in 1862. M. Luzzati, moved by the exodus of the poverty-stricken Italians
to Argentina, started the people’s banks, Each country bhas tried teo follow
the policies laid down by thesc pioneers and has adopted and devcloped
its own technique to suit its own needs and conditions. Barring a few small
and underdeveloped countries, co-opcrative banking system has been found
f‘go be an ideal agency all over the world for canalising agricultural
marncc. :

In India, the Madras Government was the first to grasp the possi-
bilities of a co-operative credit system, and in 1892 the Government of
Lord Wenlock placed Mr. Nicholson on special duty to study the theory
and practice of agricultural and other land banks in Europe and to suggest
means by which a similar movement might be popularised in India, In
his: report, he observed: **It is not merely cheap and facile credit that is
reguired; it is a credit which must indeed be cheap and facile in that
it=shall ever be at hand but it must be credit which -shall only be so
obtainable that the act and effort of obtaining it shall educate, discipline
and guide -borrowers........ not joint stock banks merely, still less State
banks or banks financed by the State for the mere issue of capital but
mutual credit unions are the only desideratam”. His plea to “Find Rai-
ffeisen” was endorsed in 1901 by the Finance Gommission which expressed
the view that “in the establishment of mutual crcdit associations lies a large
hope for the future of agiiculture in India”, and “the probability of lasting
success will be greatly strengthened if moutual credit associations take root
and flourish in the country”,

1. Quoted by Land, G. M., C'a-opemtive Banking in India, First Edition, 1956, pp. 36-37.
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Armed with these ideas, the Government of India introduced the
co-operative credit agency thmugh the Co-operative Credit Societies Act,
19504. However, credit CO—DIJLI‘ﬂthIl inthe different parts of the couniry
like °© Punjuwa.rb Society” in Punjab, “Nidhis” in Madras, ‘the Bunda’ system-
in Vidarbha, the ‘Phad’ system in Kolhapur and ‘Gonchi’ system in Andhra,
devoid of legal recognition, were already functioning. In order to extend
legal status to them, Co-operative Socicties Act in 1904 was passed.

Thus in other countries co-operation has becn a spontaneous move-
ment arising directly from the people but in India it was nourished by
Government participation. In Bihar the co-operative movement has been
an official movement from its very inception and the evolution of the co-
opcrative banking in this State has been behind a history of peasants’ finan-
cial distress, agrarian discontentment and turmoil, the pathetic pictare of
the agriculturlsts groaning under the surmounting magunitude of indebted-
ness and usurious rates of interest charged by unscrupulous and cruel village-
money-lenders, ‘Banias’ and *Sowcars’.

The Tirst Stage of Development (1804-°12)

Prior to the Act of 1904, the first co-operative society in Bihar was
organised by Mr. Lyon in Purnea in 1902. 'The Maharaja of Darbhanga
and Hathwa supported the movement and encouraged it in their estates.?
However, it gained momentum after the passing ol the First Co-operative
Act in 1904. The object of this Act as expresscd by Sir Frederick Nichol-
son, was to substitute for a number of individual credits, which are weak
becausc they are isolated, a combined credit which 13 strong because it is
united.® The Maclagan Commiitee also pointed out, ““The cardinal object
of the Act was, by the simplicity and eclasticity of its provisicns, to permit
a genuine Indian movement to spring up based on those general principles
which. necessarily underlie any. organisation claiming te he called co-opera- .
tive. Experiments were frecly allowed and more particularly for the fur-
therance of agricultural rather than industrial credit.4 'This measure was
hailed by Henry Wolff as “a turning point in economic and social history”,
and by Daniel Hamilton as the way from poverty to plenty”.s

Sir Adamson cherlshed the hope for the future of the societies under
the Act of 1904 in these words: “Our co-operative credit somety is but
a frail barque launched upon. a treacherous ocean but if it can escape

2. Prasad, K. N.; The Economics of a Backward Region in a Backward Economy, Scientific Book'
Agency, Galcutta, Vol. I, p. 298,

3,. Charlie, Macdonald, Co-operative Credit in Bihar, ]911 P 2

4, Report of the Commitiee On Co-operation (Maclagan Committee) in India, 1915, Re-
printed in 1957, Bombay, p. 4.

5. Mamaoria, C. B., Agricultural problems of India, Kitab Mahal, Allahabad, 1973 p. 645.
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from being wrecked -by the opposition of the money-lender, il it can
avoid being stranded on the shoals of mutual distrust among - its -members;
it can carry sale to the port a portion of its cargo of self-help and co-
operation, It will some day rank as the most important bill ever passed
by the Government for the betterment of the Indian agriculturists.”® The.
chiel provisions of the Act of 1904 were:

(1) Any ten persons living in the same village or town or be-
longing to thc same class or tribe might be registered as a co-operative
credit society for the encouragement of thrift and self-help among the
members. :

(2) The main objects of the society were to raise funds by deposits
from members and loans from non-members. Government and other co-
operative societies, and to distribute the moncy thus obtained in loans to
members, or with the special permission of the Registrar, to other co-opera-
tive societies.

(3) The organisation and control of co-operative credit societies in
each province was put under the charge of the special Government officer
called the Registrar of co-operative credit societies.

(4) The accounts of every society were 1o be audited by the Re-
gistrar or by a member of his staff free of charge.

- (5) Rural societies were to have four-fifths of their members agri-
culturists; urban four-fifths of non-agriculturists. : :

(6) The lability of the members of a rural society was to be
unlimited except with special sanction by the local Government; lability
of the urban society members might be either limited or unlimited. '

(7 No dividends were to be paid from the profits of a’ rural
society but the profits were to be carried at the end of the year to the..
reserve fund, although when this fund had grown beyond certain limits
fixed under the bye-laws, a bonus might be distributed to the members.

B
- (8) In urban societies no dividend was payable until one quarter
of the profits in a given year were carried to the reserve fund.

(9) Loans could be given only to members, and usually only on
personal or 1eal but not ordinarily on chattel security, although ornaments,
the common form of savings of many peasants, might legally be accepted
as security.

6. 1Ibid., pp. 646-47.
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(10) The interest of any one member in the socicty’s sharc capital
was strictly restricted. ' '

(11) Societies formed under the Act were exempted from fees
payable under the stamp, registration and income-tax.’

Thus the object was to encourage thrift, sclf-help and co-operation
among agriculturists, artisans and pcrsons of limited means.

The movement did not take long to outgrow the dreams of its
founders and made significant progress during the initial vyears. There
were 508 primary agricultural co-operative credit societies with unlimited
liability, 22 wrban credit societies with limited liability and 8 central
co-operative banking unions in Bihar up to 1912. As on 3lst March,
1912, the total number of members belonging to all types of socicties was
26,739 with Rs. 8,74,201.00 as working capitalin this State. The Co-operative
Department consisted of one Registrar of Co-operative Societies, three Au-
ditors and one Personal Assistant. The above stafl was not at all adequate
and, therefore, honorary co-operative workers were encouraged to support
and develop the movement.?

However, the experience of 7 or 8 years’ working showed that much
progress could not be made in the supply of credit under the Act of 1904
to the rwal areas, for it made no provision for purposes other than credit;
the total prohibition of distribution of profits was found to cause some hard-
ship ‘to rural members and the classification of societies into rural and urban
was found to be extremely unscientific and inconvenient.

The Second Stage of Development (1912-°28)

.~ The Government, therefore, passed another Co-operative Societies
Act in 1912, which helped to make the movement more comprehensive and
broad-based. Its immediate effect was to give a great stimulus to the growth
of the movement in Bihar and other provinces in India. The Bihar Pro-
vince Co-operative Bank was registered in 1914 and central co-operative
banks began to be organised as financiag banks.?

In the meantime the Government of India appointed a Committee
on Co-operation under Sir Edward Maclagan to ‘“‘examine whether the
movement especially in its higher stages and fimancial aspects was progress-
ing on sound lines and to suggest measures for improvement which seemed

7. Ibid., pp. 645-46
8. Prasad K. N, Op. Cit., p. 298,
9. 1Ibid., P. 298,




G0-0PERATIVE BANKING IN BIHAR : A HISIORIGAT DPERSPECTIVE 33

to be required”’, and the Report appeared in 1915. It is considered as a
document in the annals of co-opcrative history.t? .

The Maclagan Committee brought to light a number of glaring
defects that hampered the movement in its further devclopment. It pointed
out that the very notion that co-operation is a Government-born activity
or the societies are ‘‘Sarkar’s Banks” militated against the success of the
movement. ‘““When we think of co-operation in India we do not call to
memory the” humanitarian and philanthropic Raiffeisen but the mercenary
Registrar of the co-operative societies”’. ‘the Committee warned against the
starting of mew gocieties by remarking that the pace of movement should
not be unduly quickencd from outside. It stressed that the area of a pri-
mary society should be restricted to a village and it should build it
own capital by compelling members to purchase shares and by persuad-
ing them to offer deposits.. It further emphasised the need for thorough
audit and supervision m ordcr to prevent bad management and embezzlement
and to inspire confidence in the investing public. The struutural picture as
recommended: by the Committee was to consist of three precisely defined
classes of societies—primary, meant for individuals; unions, that 1s federa-
tion of societies for purposes of supervision; central banks at the district
level doing banking business, and provincial banks at the province level to
serve as apex banks. It recommended for setting up of Provincial Co-opera~
tive Banks in large provinces with a view to co-ordinating provincial co-
operative finance.! '

The period between 1904 and the publication of the Maclagan
Commgittee Report in 1915 may be considered as the period of initial effort
and planning. On the passing of the Government of India Act of 1919,
co-operation became a provincial subject and was adminisiered by provincial
Governments. The Act gave the option of retaining or meodifying the exist-
ing Act of 1912 to the provincial governments. Consequently the Bihar
and Orissa Co-operative Societies Act of 1935 was passed.

The co-operative movement advanced rapidly till 1931 in Bihar. A
Clommittee under the Chairmanship of Mr. Lyall was set up in 1923. The
Committee fook an optimistic view of the co-operative movement. In 1920-21
the number” of co-operative societies was 2,603 and that of members
was 89,339 and working capital amounted to Rs. 2,20,89 lakhs. ‘The general
economic prosperity of Bihar between 1917 and 1928 helped in the expan-
sion of the movement. The central co-operative banks began to receive
lazge sums of deposits from the urban people as the banks paid 8 to 9
per cent interest on them. All the experts have admitted it that soundness

10. Mamoria, C. B., Op. Cit., p. 649.
11. Committes an’*“Cooperation in India (Maclagan), 1915, p. XXVIII) and Mamoria,, C. B.,
Agricyliural Problems of India, 1973, pp.—647-48.
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in the organisation of the primary agricultural co-operative credit societies
was found to be lacking. The organisation of these societies was hasty from
the very start of the movement in Bihar'?

The position of co-operative financing agencies from 1919-’20 to
1929-°30 is summed up below :18{(#) . :

TaBLE—]

Co-operative Financing Agencies in Bihar (Rs. in lakhs)

Provincial Bank Central Banks

1919-20 - 1929-30 191920 192930

No. of Member Societics 28 79 2,687 9,077
Owned Funds 1.56 9.33 6.57  36.30
Loans and Deposits 7.40 64.18 29.87 192 47
Working Capital ~ 8.95 7351 3644 228.98
Loans Made 27.70 19.41 2036 -49.40
To Individuals — 1.30 . 0.05  0.02
To Sodieties 97.70 18.11 20.25  40.38
Loans Duc 6.46 - 43.33 30.10°  204.88
By Individuals — 0.68 0.02 ~ 009
By Societies 646  42.65  30.08  204.79 .
Profit ‘ 022 0.68 095 | 590

The Third Sta.ge of Development (1929-°38)

The great depression of 1929 gave a  serious set-back to co- opera-
tive activity in Bihar. It created grave difficultics for the existing "institu-
tions. Apricuitural - prices slumped as did the incomes of the peasantry
classes and this catastrophic tall in  prices threatened the very existence
of some societies and violently disturbed the economic stability of others.
Rec:overy of loans became extremely chfﬁcult and there were heavy accumula—
tions of over-dues and freezing of society’s assects.

12. Prasad, K. N., The Economics of a Backward Region in a Backward Econom_v, i967,
Vol. I, pp. 29899,

13(a) Laudh G. M., Co-operative Barzkmg in Indiz, First Edition, ]955, P 271,

Py — T
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The Bihar and Orissa Committee on Co-operation gave its report
m 1932 and this Committee did not worry over the increase in the amount
of overducs of the co-opcrative credit socicties and could not envisage that
the fall in the prices of agricultural goods would bring down the whole
of the co-operative movement in Bihar into dispair and disappointment,
However, this Gommittee had recommended the set-up of land mortgage
banks and thc idea of the GCommittee was that land mortgage banks
should take over the long-term: commitments of the existing central co-
operative banks. But this being unacceptable to the Government, one of

the chief remedies suggested by the Bihar and Orissa Committee on Co-

operation could not be of any use to the co-operative movement.13(b)

The Government desiréd to strengthen the co-operaiive movement
in Bihar by legislation and the aforesaid Bihar and Orissa Act VI of 1935
was enacted. 'The Registrar was empowered to direct amendment of the

bye-laws of a registercd co-operative society. He was also empowered to-

surcharge any person, who had participated in the organisation or manage-
ment of a co-operative society, or any past or present officer of the society.
Section' 40 of the Bihar and Orissa Co-operative Societies Act of 1935 Iaid

down that the Registrar of co-operative societies cculd make an order re--

 quiring such person or officer to contribute to the assets of the society for

having made any payment, which was contrary to law or to the rules
or bye-laws of the society due to his culpable negligence or misconduct,
or for having failed to bring into account and having misappropriated or
fraudulently retained any property of the society.t '

However, experts hold the view that the co-operative movement in
Bihar could not make any progress or improvement with the enactment of
the Binar and Orissa Co-operative Societies Act of 1935, for the funda-

mental ‘cause of progressive deterioration could not be properly tackled and’

that fundamental cause lay-in the progressive decline in the repaying capa-
cities of the members of the agricultural credit societiecs. The Government
of Bihar .also. neglected the educational aim of training in the principles
and practices of co-operation. The loyalty of the members of the co-opera-
tive 'societies to co-operative ideology could pot be encouraged owing to
lack of adeguate arrangements for co-operative training. There was also
acute shortage- of trained personnel. By the end of the year 1937, the
credit structure of the co-operative movement had completely collapsed.s

The disastrous earth quake of 1934 and the great .depfession had
weakened the credit structure of the movement. The Provincial Co-operative

13(b) ' Prasad, K.N., op. cit., pp. 299-300.
14. Tbid., p. 300.
15. Thid., 302-304,
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Bank lost the confidence of the public and they began to withdraw their
deposits  from it. However, the Government of Bihar helped it in
different ways and declared that they were ready to protect the Bank,
The following declaration at the 20th session of the Bihar Co-operative
Federation held on the 6th of April, 1938 was madc by the then Minister
of Education and Development :—

“On behalf of Government, 1 would reiterate our confidence in the
future potentialitics of the movement and would declare that Government
have decided to rchabilitate the co-operative movement as early as possible
and to take adequatec steps to ensure its future expansion on sound lines
so that it may, in time, develop into a true national organisation capable
of making rural life richer and fuller in every way”. He also assured that
intensive enquiries into the assets, liabilitics and repaying eapacitics of the
members of the agricultural co-operative credit societies would be undertaken.
He held the view that after the completion of the enquiries undesirable
members of the agricultural co-operative credit societies and the “cemtral
co-operative banks would be eliminated and the co-operative movement in

Bihar would be rchabilitated and sirengthened by the organisation of new
societies on sound lines,!®

The Fourth Stage of Development {1939-46)

During. the period of Second World War the Provincial Government
of Bihar laid down the following gcneral policy for the rehabilitation of
the co-operative movement :—

(1) As against the rate of annnal interest on the outstanding
loans of the members of the agricultural co-operative credit societies rang-
ing from 9 to 15 per cent therc should be only a 7 per cent rate.

(2) The recoverable asscts of a central co-operative would be broadly
-classified under two heads, viz., (a) interest-bearing, and (b) non-interest
bearing.

. (8) The central co-operative banks would be classified into three
classes according to the incidence of loss:—A-class banks would be com-
paratively good banks in which the percentage of net deficit to gross liabi-
lities was below 25 per cent.  B--class banks weould be those in which the
percentage of deficit to gross liabilities was between 25 and 50 per cent.
C—class or bad banks would be those in which the percentage or net
deficit to gross liabilities. was over 50 per cent.

16. Ihid., pp. 304-5.
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(4) An annual subsidy equivalent to the difference between the
costs of management according to a prescribed scale and thé available
annual recurring income would be given to the reconstructed central co-
operative banks for a period of five vears.

{5} The Government would meet the cost of audit of the recons-
tructed primary credit socicties and the central co-operative banks for a
period of five years.

(6) There would be a separate staff for the collection of dues from
liguidated societies. The cost of the staff would in the first instance be
advanced by the Government but would be recouped from collection.

But the Co-operative Rehabilitation Enqnirics in Bihar beld the view
that the credit side of the co-operative movement could not be encouraged
at the cost of the non-credit side of the movement.,?

Again, the rehabilitation scheme based on the Burma Plan contemp-
lated its uniform application to central banks all over the province; but
the difficulties in conmection with the sale of lands in Chotanagpur and
Santhal Parganas for co-operative debts restricted its application to Bihar pro-
per. By 1945, 27 central banks in Bihar were reconstructed, Under the
modified scheme sanctioned for Chotanagpur, the reconstruction work of
all the nine banks was completed by March, 1945. Another scheme was
introduced in Santhal Parganas in that year. For expandiug the business
of the Provincial Bank and of the reconstructed central banks, a scheme
on the lines of the Credit Agricole I’Egypte was introduced in 1944 and
the Provincial Bank was appointed sole distributor of fertilisers for the Pro-
vince. The process of rehabilitation was so intensive that the number of
central banks dropped from 53 in 1937-38 to 42 in 1945-46 and of aff-
liated societies from 6,640 in 1938-39 to 5,172 in 1944-45. Owned funds
were reduced from Rs. 30.32 lakhs in 1939-40 to Rs. 8.70 lakhs in 1945-46;
and the working capital was cut to a third by 194445 and amounted
to Rs. 30.09 lakhs in 1943-46 compared to Rs. 166.84 lakhs in 1937-38.
Loans made represented only . a fraction of repayments; but this policy
resulted in reducing the outstandings from Rs. 121.35 Jakhs in 1937-38 to
Rs. 14.15 lakhs in 1945-46. The Provincial Bank had io reduce its owned
funds from Rs. 14,22 lakhs in- 1940-41 to Rs. 10.89 lakhs in the following
year at which level they were maintained thereafter. Its working capital
also declined from Rs. 106.92 lakhs in 1936-37 to Rs. 84.85 lakhs in 1949-43
but improved thercafter to Rs. 113.99 Iakhs by 1945-46. Roughly a
third of the rise was atiributed to the increase in the funds provided by
the Government for enabling the Bank to repay its deposits. The emphasis
in regard to thc loan operations was on recovery. Consequently loans

17, Thid., pp. 3056
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made were progressively reduced inspite of improved recoveries and out-
standings were rcduced from Rs. 64.06 lakhs in 1937-°38 to Rs. 18.48 lakhs
in 1945-46. 12(a) ' '

. .. Thus during the pre-independence cra, we find the following features
ot the co-operative development in Bihar :—

(1) The development of co-operative credit was initiated by the
Government resolution for solving the problem of rural indebtedness and
Government-sponsored movement could not evoke the ready response and
services of thc public who locked with suspicion upon every movement
so started. The distinction between co-operation imposed by the Govern-
ment and necessarily supervised, regulated, restricted and controlled on the
one hand and co-operation promoted by voluntary initiative and sustained
by the co-operative spirit, which ensures the loyalty of the members, on
the other hand, canunot be over-emphasised.1

Secondly, the Government did not make efforts to promote the
co-operative spirit through efficient training and only expressed  pious hopes -
and meaningless words of encouragement.

The important development during this period in India was the
appointment of the Co-operative Planning Committee under the Chairman-
ship of R. G. Saraiya which gave its report in 1946 and suggested that as
the supply of credit touched only one aspect of the life of a cultivator,
the activities of the primary societies should be so extended as to cover
the whole of his life because the main causes of the limited progress of the
movement wag the fact that it did not, especially in its initial stages, take
the life of the individual as a whole. The primary credit societies should
be so reformed and reorganised as to serve as centres for the general
economic development of their members. An attempt should be made to
bring 50 per cent of the villages and 30 per cent of the ‘rural population
within the ambit of the reorganised primary societies within a period of
.10 years, and 25 percent of the tolal marketable surplus of agricultural pro-
duce of the country should come under co-operation.t?

Post-independence Period ‘
After independence, the Co-operative Committee of the Rural Deve-

-lopment Board of 1948 reviewed the work of the movement in Bihar and
laid down a Five Year Plan of the co-operative development in Bihar by

17 (a). Laud, G.M.,, Op. Cit, pp. 315—6. :
18. Horace Plunket Foundation, Ycar Book of Agricultural Ce-operation, 1950, p. 20.

19, Co-operative Planning Committee ( Saraiya Commitice ), 1946, Printed in 1951,
Delhi, pp. 18-19 and 62. -
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the organisation of the multi-purpose co-operative societies in 100 thanas.
The major change in policy included—(i) the transformation of the credit
socicties with unlimited liability into the multi-purpose co-operative societies
with limited liability, and (ii) organisation of the new mulii-purpose co-
operative socictics. The objective of these multi-purpose co-operative socie-
ties was the satisfaction of the diverse needs of rural life. In 1948 there
were in Bihar 869 Multipurpose co-operative societics whose number shot
up to 4,717 in 1951. In 1948 the number of central societics, credit so-
cieties with limited liability, primary credit societies with unlimited liability,
co-operative stores, Harijan co-operative societies, cane - development and
cane marketing unions and cane growers co-operative societies was 52,94,
5782, 188, 8, 59 and 4,913 respectively and their number rosc to 68,106,
3468, 284, 33, 61, and 5,486 respectively in 1951,% '

Development of co-operative banking during the four Five-Year
Plan periods (1951-52 to 1973-74)

The co-operative credit system in Bihar mainly comprises : (a) the
short-term agricultural credit institutions; (b} the long-term agricultural
credit instituticns, and (¢) the non-agricultural credit co-operatives. The
short-term agricultural credit institutioas consist of three categories :—

(i) primary credit societies—agricultural and non-agricultural at the
village level, (ii) central co-operative banks at the district level, and (iii)
State Co-operative Bank at the State level. The apex of the co-operative
organisation in the State is the State Co-operative Bank to which central
bavks are affiliated. The primary societies are affiliated to the central banks,

The long-term agricultural credit organisation is constituted * by :
(a) branches of State Co-operative Land Development Bank and
(b) State Co-operative Land Development Bank at the apex.

Primary Agricultural Credit Societies ,

The primary agricultural credit society is the foundation stone on
which the entire edifice of co-operative credit is built up. It is the primary
credit society which comes into direct contact with the agriculturist.

Trend of progress of primary agricultural societies from 1951-52 to
1973-74 is evident from the folliwing table® :

20, Prasad, K. N., Op. Git., p. 307.

21. Sources: Hand book of Co-operation Siatistics, Bihar, 1968, pp.—89-90; Department of-

- Co-operation, Government of Bihar, cc-operative Development in Bihar,
1970 p. 88; ““Co-operative Movement gains Momentum’ by Azad, Md. Hussain,
in ‘Wheel in motion, Patna, 1976. p. 33; Statistical Statements relating to the
Co-aperative Movement in India, Part [ Credit Societies, 1969-70, pp-—92-95 and
1973-74, pp. 112-19: Government of Bihar, Bihar State Planning Roard,
Selected Plan Statistics Bihar, Patna, 1976, pp.—I57-58, and Selected
Statistics relaling to Co-operative Credit in India, Fourth Fdition, 1974, p- 13,
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It can he seen from table no. 2 that there have been increasing trends
in average membership per society, average share capital per member, aver-
age deposiis per member and average loans advanced per borrowing member
during the four Five-Year Plan periods in Bihar. Howcver, these averages
are still lower in comparison to All-India averages after the completion of
four Five-Year Plan periods. It is evident from the following table?2 —

TasLE—3

Primary Agricultural Credit Societies (Bihar & India)

- 1973.74
Bikar India
Average membership per society 171 -, 227
Average sharc capital per member _i(in Rs.) - 225 ' ﬁ-77;.5
f'—\vcrage= d.eposits per member (in Rs.) 5.6 25.5
Average loans advanced per borrowing =~ SR
member (in Rs.) ' ' 134 - 381

Table no. 3 indicates that average share capital, average deposits per
member and average loans advanced per borrowing member during 1973-74
are much lower in comparison to All-India "averages in the corres-
ponding year. There is urgent need to augment these averages at par
with All-India averages. Bihar is an agricultural State and admittedly,
these co-operatives are mecting at present only a fraction of the farmers’
needs for short-ferm and medium-term loans, They should be developed
in such a way as would be able to cater to the bulk of the credit needs
of the farmers in this State. ' ‘

The primary agricultural credit societies in this State suffer from
inability to attract deposits. Percentage of overdues has gone up consi-
derably *from 49 in 1955-56 to 61 in 1973-74. There is not much pro-
gress in recovery of loans also. The Maclagan Committee observed :

“Unless loans are repaid punctually, co-operation is both financially
and educationally an illusion®.28 ’

22. Calculations based on the data in Stalistical Statements relating lo the Co-operative Move-
ment in Indiz, Part I credit societies, 1973-74, pp. 112-19.

23 Report of the Committee on co-operation (Maclagan) in India, 19|15, Reprinted in
1957, Bombay, p. 45. - : : , .
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According to the Reserve Bank’s Review, “the accumulation of
heavy overdues and freezing of the assets of the societies naturally result
in clogging their business and paralyse the working of the co-operative
movement over large parts of ‘the country. QCoercive action against the
defaulters should be taken provided no effective remedy for this state of
aflairs is found sincc it only saddles the societies with lands which are
difficult to dispose of and the management of which gives rise to compli-
cated problems’ .2 :

Central Co-operative Banks

Central co-operative banks serve as connecting links between the
State Co-operative Bank and the primary credit societies, They finance the
primary credit societies and- balance the excess and deficiency in thein re-
sources. ‘Irend of progress of central co-operative banks during the four
Five-Ycar Plan periodsin this Statc can be seen from the following table® —

?4. Ouoted by Mamorial Q. B., op. cit., p. 693
25, Sources : Handbook of Co-operaticn Statisties, Bihar, 1968, pp. 86-88; Department of
" Co-operation, Government of Bihar, Co-operative Development in Bibar, 1970,
p. 34; Government of Bikar, Bihar State Planning Board, Sele_cted Plon S!afz:trrl;s,
1976, p. 160; Statistical Statements relating to tlLe Co-operative Movement in
India, Part T Credit Societies, 1969-70, pp. 19-22; and 1973-74, pp. 21--24;
‘and Sclected Statistics relating to Co-operative Credit in Tndia, 1974, p. 13,
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The table no. 4 indicates that the percentage of overducs to outstanding
loans has shot up from 36 in 1955-56 to 66 in 1973-74. The over-
dues situation constitutes a Jarge proportion of the outstandings. The main
causes of overdues are the lack of proper security of the objects of loans
and the repaying capacity of the borrowers, ineffective supervision over the
utilisaticn of loan and leniency in demanding punctual payment of the loan
cancelling them by fictitions repayment and automatic renewals.

‘T'he outstanding loans have also gone up from Rs. 1.02 lakhs in 1955-56

to Rs. 2874.61 lakhs in 1973-74. From the rising trend in the out-

standing loans, it becomes obvious to introduce seasonality in the matter of
grant and recovery of Ioans for various crops. Thé loans should be given
during the sowing season and the datc of recovery should be fixed near
the period when the marketable crop of a bulk of cultivators in the area is
likely to be marketed. . For reducing overdues, it is necessary to- adopt the
conversion of short-term loans into medium-term loans in areas affected by
natural calamities by having recourse to agricultural credit stabilization funds
and there should he the organised drives for collection of past overdues.

The percentage of deposits to working capital has been uneven during
the four Five-Year Plan periods. However, there has been downward trend.
The precentage of deposits to working capital thas come down from 27.75
in 1955-56 to 25.56 in 1973-74. Deposits of the .central banks may be
cnhanced by promoting thrift among members. .

From table no. 4 it can also be seen that average share capifal, average
deposits and average loans advanced per central bank have gone up, The
average share capital per central baak has increased from Rs, 0.21 lakhs
in 1955-56 te Rs. 19,26 lakhs in 1973-74; average . deposits per bank has
gone up from Rs. 0.75 lakhs in 1955-36 to Rs. 36.84 lakhs in 1978-74 and
average loans advanced per bank has shot up from Rs. 1.52 lakhs in
1955-56 to RS, 49.69 lakhs in 1973-74. However, these averages are still
below the All-India averages at the end of the Fourth Five Year Plan.
It is evident from the following table® :—

. “TABLE—5 ‘
Central Co-operative Banks (Bihar and India) (Rs. in lakhs) 1973-74

-\ Per Central Bank. Bihar India.

Average share capital 19.26 - 56.50

Average deposits. 36.84 2,10.73

) Average loan advanced. _ 49.69 2,46.12

ﬁéé_ Calculations- based on the data in Statistical Statements relating to the Comoperative Move-

ment in India, Part I, Credit Societies, 1973-74, pp. 21-25 and Selected Plan Statistics,
Bihar, 1976, p. 160. _ :
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Therefore, the encouragement of subscription to share capital, mobi-
lisation of deposits, the reduction of overdues, effective linking of credit
with marketing, better supervision of the use of loans at all levels . are
urgently required to make thé central co-operative banks as effective bank-
ing agencies for catering to the cause of agricultural production.

Bihar State Co-operative Bank Limited

. The Bihar Statc Co-operative Bank Ltd. is:the apex co-operative credit
institution of the State and has been meeting the demands of all the cen-
tral co-operative banks for financing agricultural needs. This apex bank
constitutes an indispensable link .in the chain of co-pperative credit; All ad-
vances from the Reserve Bank of India are channelled through the State
Go-operative Bank., This structure operates in -respect of shortuﬁerm' and
medium-term  credit. | Trend of progress of the Bihar State. Co-operative
Bank during the four Five-Year Plan periods may bel seen from the ‘following
table?? — ' ' ‘ P

27, Sources: Hand Book of Co-operation ~ Statistics, Bihar, 1968, pp. 63-66; Government of

: Bihar, Department of . Coroperation, Co-operative Development in  DBihar, 1970,
" p- 32; Statistical Statements relating to the, Co-cperative Movement in India,
Part5I,130redit, Societies, 1968-69, pp~ 5-10; 1969-70, pp. 3-11, and 1973-74,
CpPp. 9-lo. : Co : .
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From the table no. 6, it is evident that the percentage of overdues to
outstanding loans has increased from 36,95 in 1935-56 to 41.84 in 1973-74,
whereas the percentage of overdues to outstanding loans of the State
Co-opcrative banks of India is 12.64 during the year 1973-74. Again
the percentage of deposits to working capital of the State Co-cperative Bank
in Bihar is 40.11 in 1973-74 whereas deposits constitute 51.88 per cent of the
total working capital of the State Co-opeirative Banks of India in the cor-
responding ycars®® The percentage of deposits to working capital of the
Bihar State Co-operative Bank has been uneven during four Five-Year Plan
periods. However, it has slightly increased from 43.35 per cent in 1955-56
to 45.95 per cent in 1973-74, Profit of the State Co-operative Bank has
gone up from Rs. 3.43 lakhs in 1935-36 to Rs. 14.01 lakhs in 1973-74.
However, this increase also cannot be regarded as a happy sign because
profit of the Bank during the year 1973-74 constitutes 2.21 per cent of the
total profits of all the State Co-operative Banks of India.

The proportions of ‘deposits’, ‘working capital’, ‘loans advanced’ and
‘loans recovered’ also constitute very small proportions of the total ‘deposits’,
working capital, ‘loans advanced’ and ‘loans recovered’ of the State Co-.
operative Banks of India during the year 1973-74. It becomcs obvious from,
the following table?.

_ TapLE—7

State Go-operative Banks (Bihar and India) 1973-74 (Rs, in lakhs)

Loans

Deposits Working
Capital Advanced Recovered  Quistanding

. Bihar 13,83.95 80,1175  24,60.14 23,1612  16,53.81
- (2.83) (3.20) (2.90) (2.87) (3.30)

India 488,67.48  941,99.79  848,89.74  806,49.81  501,24.01
(100} (100) (100} (100) (100)

28 & 29-Calculations based on the data in Statistical Statements relating lo the C‘a-bp&mf:’w
Movement in India, Part 1 Credit Societies, Bombay, 1973-74, pp. 5-13.
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However, for improving the efficiency and working of the State Co-
operative Bank of Bihar, the Reserve Bank’s control over the affairs of this
Bank becomes essential as it has been rendering financial assistance to the
State Go-operative Bank on-an increasing scale since the publication of the
report of the Rural credit Survey in 1954. Reserve Bank’s role is only ad-
visory and the inspection of the State and central co-operative banks by
the Reserve Bank 1s voluntary, As the Reserve Bank lends huge funds to
the State Co-operative Bank, it should have statutory control over the affairs
of these banks.

Bihar State Co-operative Land Development Bank Ltd.

The State Co-operative Land Mortgage Bank now called State Co-
operative Land Development Bank was orgawvised in this State during the
Second Five-Year Plan in pursuance of the recommendation of Rural €redit
Survey Committee, Although registered on the 18th Dccember, 1957, the
Bank started functioning only in 1959-60. The long-term credit is provided
by the Bihar .State Co-operative Land Development Bank for long-term
improvement of land and for acquisition of capital assets, such as pumping
sets, tractors, power-tillers, tractors and other improved farm machinery,

The trend of progress of the Bihar State Co-operative Land Development
Bank from 1960-61 to 1973-74 may be seen frcm the following table :—

30. Sources : Reserve Bank of India-Statistical Statements relating to the Comoperative Movement
w India, Part T Credit Societies, 196061, pp. 162.64; 1965.66, pp. 89=93
1969-70, pp. 140-52, and 1973-74, pp, 170-87; Department of Co-operation
Government of Bihar, Comopierative Development in Bifar, 1970, p. 39; dnnual,
Report, Bihar Co=operative Land Development Bapk, 1973-74. Appendix(A)
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The table no. 8 indicates that the percentage ol deposits to work-
ing capital has increased slightly from 2,62 in 1965-66 to 3.08 in 1973-74,
The percentage of overdues to outstanding loans has also gone up from
0.50 in 1965-66 to 4.91 in 1973-74.

Again, after cxamining the operation of Central Land Developmentbanks
of India and Bihar, onc may find the disappointing proportions of paid-up
capital, working capital and investments of the Bihar Land Development Bank
to the total paid-up capital, working capital and investment of all the Gentral
Development banks of India. It is evident from the following table® :—

TapLE—9

Central Land Development Banks (Bihar & India)
30th June, 1974. (Rs. in lakhs)

Paid-up share capital Working capital Inyestments
Bihar 421.52 54,15.93 2.51
LSy (4.0) (0.09)
India © 93,58.78 13,68,10.88 27,96.55
(100.0} (100.0) (100.0)

Though the Anoual Report of the Bihar State Co-operative Land
Development Bank, 1973-74, shows the satisfactory trend of progress, it may
not be said t be satisfactory in comparison to the average trend of pro-
gress of Central Land development banks on all India level. There are
some vested interests which are hampering the progress of Land Develop-
ment Bank in Bihar and do not allow it to expand its activities. So long
as they remain in the administration of the Bank, it will not have satis-
factory progress and not bring itsef at par with the average progress of
the Central Land Development banks of India. As reported by some peo-
ple, the benefit of long-term loans granted on security of land is being
monopolised solely by the big farmers and owing to this tendency, there is-
.a distinct falling off in the amount of credit taken per borrowing member
along with the reduction in the size of holding. ‘

However, it is gratifying to note that the Central Land Development
Bank of Bihar has been conducting a World Bank’s Scheme named ‘Bihar
Agricultural Credit Project’ of Rs. 24.19 crores since December, 1973. Again,
during the period of Fifth Five Year Plan, it aims at distributing Rs. 105
crores as loans for general schemes and Rs. 20 crores for special schemes.®

31. Calculation based on the data in Statistical Statements relating fo the Comgperative Moye=
ment in Indig, Part 1 Credit Societies, 1973.74, pp. 170-87 and the Annual Re-
port, Bihar State co-operative Land Development Bank 1973-74, Appendix (A)

39. Annpal Report, Bihar State Co-operative Lard Development Bank Ltd., Patna, 197874, p. 1
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Non-agricultural Credit Societies

We have scen that agricultural credit societics, central co-operative
banks, State Co-operative Bank and Co-operative Land Development Bank are
engaged in pooling their resources from varicus agencies and providing short,
medium and long-term credit to the agriculturists. In their efforts these
agricultural banks are also immensely helped by the Government, Bank of
India and the State Bank of India. But there arc a large number of urban
people of small means and limited resources who are left out without any
institational agency to provide them cheaper and facile credit. But they
require credit for various purposes. Non-agricultural credit societies are
the agencies which provide them credit. These societies comprise urban
co-operative banks, salary earners’ societies and other credit societies.

The number of non-agricultural credit co-operative societies in Bihar
mainly comprise of employees co-operative societies. These societies provide
credit facilities to their members who are employees of Government offices
and commercial firms etc. to meet their domestic and social expenses. The
trend of progress of these non-agricultural credit societies {employees’ credit
societies) during the four Five-Year Plan periods is indicated in the table
given below % : '

33. Hamfbéak qf Compperation Statistics, Bihar 1068, pp. 92-93 and Siatistical Stalements relating
to the Comoperative Movemant in India, Part T Credit Societies, 1969-70, pp. 125-27 and
1973.74, pp. 145-54, '
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From the table no. 10,1t may be scen that the number of societies
has shot up from 114 at the end of First Five Year Plan to 264 at the
end of Fourth Five Year Plan and the average membership per society has
gone up from 456 to 701 during the same periods. Average deposits and
average share capital per member have also gome up Irom Rs. 4.83 and
Rs. 108 respectively in  1955-56 to Rs. 48345 and Rs. 121 in  1973-74.
At the end of Fourth Five Year Plan, the number of socicties in profit is
greater than the number of societies in loss. Thus the performance of the
non-agricultural credit societies may be said to be satisfactory.

After the study of the progress of agricultural and non-agricultural
credit societies, we fully agree with the views expressed in the Fifth Five
Year Plan of the State, that for making co-operatives viable entitics res-
ponsive to the needs of the farmers, the workers and the consumers, it is
essential to consolidate and activise the co-operative societies of the State.
The objective of the plan is to make these basic institutions alive to meet
the specific needs of the weaker sections of the society. Special stress is
also being given to rejuvination of co-operative societics of economically
backward areas and tribal areas®

Summing up

After going through the development of co-operative credit societies
of Bihar, we find that ia order to ensure soundness of the operation of
supervised credit programme, the co-operative credit societies should be well-
organised to give loans and technical advice to sub-marginal, marginal and
medium farmers in areas where opportunities and desire to angment agri-
cultural production exist. They should involve the elements of local leader-
ship, grass-root support, and democratic control for making themselves effec-
tive. A co-ordination between the short-term and medium-term credit
structure, and long-term credit structure is urgently needed. For having a
close and intimate co-ordination between these two agencies, inter-representa-
tion between the committees of management is suggested. The loaning
policies and procedures of Land Development Bank and its branches should
be rationalised so as to assign top priority to agricultural production require-
ments and the determination of the eligibility of loans should be. re-aligned
to assessment of incremental income rather than the security offered for loans.
At the same time non-agricultural credit societies should be encouraged to
assist the urban and semi-urban people. -

34, Govt. of Bihar, Planning Deptt, Droft Fifth Five Year Plan, i974-79, p. 107,




CHAPTER III

CO-OPERATIVE BANKING INSTITUTIONS IN INDIAN STATES :
A COMPARATIVE STUDY :

In independent India, co-operative banking system has been considered
as_a suitable instrument for ensuring a dynamic development of co-operative
effort. Personalization of credit is the special feature of the co-operative
banks. The ever-increasing role of the co-operative banks in the rural
economy imparts a lesson to the commercial banks and dispels from their
mind the age-old inertia and the gloom of conservatism by shifting emphasis
from credit-worthiness of the persons to the credit-worthiness of the purpose
and from tangible security to the character of the borrower and then paves
the way for further devtlopment of banking in the hitherto neglected rural
areag!, . - :

Co-operative Banking Institutions in States

The entire co-operative banking eystem in different States of India
consists of two parts—one engaged in short-term and medivm-term credit and
the other in long-term credit. The former in each State is a three-tier
federal one with a State Co-operative Bank at the apex level, the central
co-operative banks at the district level and the primary credit societies at
the base-agricultural credit socicties in the villages and urban banks and
other non-agricultural credit societies mainly in towns and cities. In addition
to these, there are active grain banks functioning as primary societics.

The long-term credit needs of the agricultural sector are met by Land
Development banks. Originally they were established to relieve the agriculturist
of ‘the burden of indebredness. They now give priority to development needs,
e.g,, provision of equipment like pump-sets, tractors and machinery and land
improvement in the form of levelling, bunding, reclamation of land, fencing,
digging up new wells and repairs to old wells. The structure is a two-tier one,
with Central Land DeveJopment Bank at the State level and primary banks at
taluka levels (as in Tamil Nadu and Andhra Pradesh) or district levels- (as in
Maharashtra and Karnatak). In Bihar, Gujarat, Jammu and Kashmir and Uttar
Pradesh, the structure is unitary, the apex Land Development Bank operating
directly through its branches.. The central land development banks raise

I. Choubey, B. N., Principles and Practice of Co-operative Banking in India, Asia Publishipg
House, 1968, p. 9.
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their resonrces by floating debentures guaranteed by Government. These
debentures are declared as trustee securities. With the interim finance
(short-term accommodation) from the State Government or the State Bank
of India and other commercial banks or the State co-operative bank, they
grant loans to cultivators against the security of mortgage of immovable
property. After sufficient mortgages are accumulated they float debentures
which are secured by mortgagese.

Urban co-operative banks are more akin to commercial banks in their

operations, The term ‘urban co-operative bank’ has been not uniformly
defined. In most States, no clear definition of an urban co-operative
bank has been made. In Maharashtra, however, only those urban credit
socicties are allowed to wse the word ‘bank’ in their names which do bank-
ing-business, as defined in Section 277F of the Indian Companies Act, 1913,
or Section 5(b) of the Banking Regulation Act, 1949, and have a paid-up
share capital of not less than Rs. 20,000/-. An urban co-operative bank is
normally restricted under its bye-laws to confine its operations to the muni-
cipal arca or a town. More than one urban co-operative bank may func-
tion in the same town or arca, because no clear demarcation of the area .
of operation is made within the town. Normally persons living in urban
areas, drawn from ceriain clagses like traders, merchants, professional and
salaried class are members of urban co-operative banks. Some urban co-
operative banks also admit firms and local authorities as members to a li-
mited extent. In some banks, there is a provision for admitting, only in-
dividuals as members; in practice; these banks generally mcet the needs of
-particular types or groups of members depending on their particular trade,
profession, locality and community, These banks generally accept current
savings and fixed deposits although fixed deposits form the major portion of
their total deposits. In a few States there exist industrial co-operative bauks
operating at the State or district levels which cater to the credit needs of
industrial co-operatives. Their resources are very meagre and with the
exception of a few banks they have generally not been able to make a
significant  impact,
Practically there is no organisational and administrative difference in
the system of co-operative banking in the States. But owing to disparity
in the réquisite essentials of co-operative banking, like standard of literacy,
and. social and economic environment, the development of co-operative banking
has not been uniform in all the States, In States like Tamil Nadu and
- Maharashtra, it has made very remarkable progress; while in other States,
particularly in-Rajasthan, it is still in the stagnant stage.

2. Government of India @ Report of Benking Commissien, Delhi, 1972, p- 33
3. TIbid,, pp. 53—55.
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Taking into consideration the first part of the credit institutions,
agricultural and noa-agricultural credit societies forming the base, have
varied forms, such as service co-operatives, large-sized and small-sized co-
operative credit socicties and rural banks of Punjab and grain bhanks of
Madhya Pradesh, Tamil Nadu, Maharashtra and Rajasthan, Salary carners,
credit societies, urban banks, thrift societies and credit co-operatives of arti-
sans and traders constitute non-agricultural credit co-operatives in all the
States.

In order to assess the actual progress of co-operative banking institutions
in Indian States, their comparative study becomes imperativc.

Number of Primary Agricultural Credit Societies and their mem-
bership

The programmes for the rc-organization of primary agriculfural credit
societies, which was originally scheduled to be. completed in 1966-67, is still
far from complete, although therec was further decline in the number of
agricultural credit socicties during the period under review. Of the 1,53,808
primary agricultural credit societies as at the end of June, 1974, as many
as 18,101 societies were dormant. The proportion of dormant societies to
lotal societies was highest in Assam (75.17), followed by Rajasthan (28.39)
and West Bengal (20.34). The percentage of dormant socicties was lowest
in Ponjab {1.72).

The State-wise position in this regard is indicated in the tablet given
below :—-

TAarLE—]
Dormant Societies (The State-wise position) on 30.6.1974.

Number of Percentage of  Number of
State/Union Territory societies as  Of which dormant active
. on 30.6,74 dormant societies lo {atal  societies
1 2 3 4 5
Andhra Pradesh 14,877 3,111 920.91 11,766
Assam 3,069 2,307 75.17 762
Bihar _ 16,500 930 5,64 15,570

4, Stastsiical Statements relating 1o the Co-operative Movement in India, Part I Credit Societies -
1973-74, Bombay, p. 112,
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TasLe 1--(Conid.)

Numbgr of Cf which Percentuge of Number

Staie/ Union  Teyritory societies as dormgnt.  dormant societies of active
on 30-6-1974 ’ o total sociclies
1 2 3 4 3

Gujarat 8,419 691 7.38 7,798
Haryana 6,266 260 4,15 6,006
Himachal Pradesh 2,490 148 5.74 2,347
Jammu & Kashmir 1,084 69 6.37 1,015
Karnatak 8,309 896 10.78 7,413
Kerala | 2,019 247 12.05 1,802
Madhya Pradesh 9,812 164 1.67 9,648
Maharashtra. 19,975 9269 1.35 19,706
Manipur 607 158 26.03 449
Nagaland 16 1 6.25 15
Orissa 3,342 289 8.65 3,053
Punjab 10,192 175 1.72 10,017
Rajasthan 7,740 2,236 28.89 5,504
Tamil Nadu 5,301 744 14.04 4,557
Tripura 430 138 32.09 292
Uttar Pradesh 23,002 3,297 14.33 19,705
West Bengal 9,611 1,955 20.34 7,656
Union Territories 717 9] : 12.69 626
All-Tndia » 1,53,808 18,101 11.77 1,35,707

'The all India coverage of villages by active socicties as at the e
June, 1972, was nearly 89.8 per cent of the total villages covered. nc’lTl?i
coverage was more thar 90 per cent in Bihar, Gujarat, Haryana, Himachal
Pradesh, Jammu & Kashmir, Madhya Pradesh, Maharashtra,’ Nagaland
Origsa, Punjab and Utter Pradesh, while it was lowest in Rajasthan (68 40/ )’
followed by Assam (64.79). e

LA
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The State-wise coverage of villages and rural population by active
societies 15 indicated in the table’ below :— -

TaBLe—2

Coverage of Villages and Rural Population on 30.6.1972

Percentage of
villages served Coverage of rural

Numnber of active by active fopulation by
State/Union  Territory societies as on socteties to active socteties
30.6.1974 total villages as on 30.6,1972
covered as on (Per cent)
JO.6.1972
1 1 3 4
Andhra Pradesh 11,766 80,8 22.6
Assam 762 64.7 5.1
Bihar 15,570 94.1 27.3
Gujarat 7,798 95.2 33.9
Haryana 6,006 97.1 , 41.7
Himacha! Pradesh 2,347 97.5 69.9
Jammu & Kashmir 1,015 2.1 © 35.6
Kamatak (Mysore) 7,413 83.3 33.2
Kerala ‘ 1,802 86.4 48.4
Madhya Pradesh 9,648 98.7 3007
Maharashtra 19,706 98.4 45,7
Nagaland 13 96.6
Orissa 3,053 93.1 31.9
Punjab 10,017 99.4 71.3
Rajasthan - 5,504 64.4 204
Tamil Nadu 4,557 83.4 46.9
Uttar Pradesh 19,705 93.1 41.7
West Bengal 7,656 76.5 o149
Union. Territories 7,656 o 88.8 5.9
All-India 1,35,707 89.8 34.8

5._ Statistical Statements relating to the Co-operative Movement in India, Part I Credit Societies,
197374, Bombay, p, 112 and Review of the Co-operative Movement in India, 1970-72,
Bombay, pp. 75-76. 7 g
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Membership

The total membership of primary agricultural credit societies increased
from 29.7 as at the end of June, 1970 to 35 million as at the end of June,
1974, the increase being only about 17 per cent over the four years. The
average membership per society increased from 183 as on 30 June, 1970 to
297 as on 30 June, 1974. The maximum increase in membcrship has been
in Utlar Pradesh (9,33 thousands) followed by Kerala (1,99 thousands} and
Orissa (2,14 thousands) during the period under review.S

However, the effective coverage can be judged by the number of bor-
rowing members, The position in this regard was still far from satisfactory.

The proportion of borrowing members to total membership is indicated in
the table? given below :—

Tasrr—3

Membership at the end of June, 1974

Percentage of

Total membershap ~ Borrowing mem- . borrowing mem-
State/Union  Territory. bers : bers to toial

{In thousands) (In thousands) -membership

1 i 2 3 4

Andhra Pradesh 24,54 10,27 41.85
Assam _ 3,89 24 6.17
Bihar 28,20 10,09 35.78
Gujarat 16,59 7,30 44.00
Haryana 7,41 3,71 50.07
Himachal Pradesh 4,91 1,41 28.72
Jammu & Kashmir 2,84 1,15 40.49
Karnatak » 21,68 6,99 32.24
Madhya Pradesh 22,73 7,61 33.48

6. Review of the Co-operative Movement in India, Bombay, 1970-72, p. 76 and Statistical
statements relating to the Co-operative movement in India, Part I credit Societies,
1973-74, Bombay, p. 113,

7. Statistical Stiteinents relating to the Co-operative Movement in India, Part I Credit
Societics, 1973-74, Bombay, pp. 112-13.
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TasLe 3 —(Contd.)

Total membership Borrowing Percentage of

State/ Union Territory (in thousands) members borrowing mempers

(tn thousands) o tolal membership
Kerala 18,94 9,10 48.05
Maharashtra 36,65 15,86 43.27
Manipur 78 15 19.23
Nagaland — — —
Orissa ‘ 16,24 3,65 ' 22.48
Punjab 15,07 9,41 6244
Rajasthan 15,00 7,22 - 48.13
Tamil Nadu 36,03 8,08 22.43
Tripura 89 i1 12.36
Uttar Pradesh 64,60 22,49 34.81
West Bengal 11,25 5,18 46,04
Union Territories 1,32 36 A 27.27
All-India ' 3,49,56 1,30,38 37.30

From the table-3, it can be scen that the effective coverage was 50
per cent or more in Haryana (50.07) and Punjab (62.44). It was extremely
low in Assam (6.17 per cent) and Tripura (12.36 per cent).

Liability

At the initial stage of the expansion of credit co-operative at the
primary level, the societics adopted .the principle of unlimited liability;
but at the closc of pre-independence era, a shift from' unlimited to limited -
liability was noticed and limited liability became a rule and ‘unlimited’ an
exception. Even then Andhra Pradesh, Haryana, Himachal Pradesh, Punjab,
Tanil Nadu, and West Bengal continued to favour the principle of unlimited
liability. And in Bibar all societies are now based on limited lability. The
adherence to the principle of limited and unlimited liability is evident from
the following data® which show that members of Tamil Nadu, Maharashtra
and Punjab are much watchful and vigilant to maintain the spirit of un-
limited liability.

8. Ibid., pp. 112-13.
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TaBLE—4
At theend of June, 1974

Limited and Unlimited Primary Agricultaral Credit Societies

No. of agricultural Total
States credit socigties  Limited Unlimiied membership
(In thousands)
Andhra Pradesh 14,877 1,095 13,782 24,54
Haryana 6,266 2,632 3,634 7,41
Himachal Pradesh 2,490 1,239 1,251 4,91
Punjab 10,192 2,482 7,710 15,07
Tamil Nadu 5,301 1,487 3,814 36,03
Uttar Pradesh 23,002 22,338 144 64,60
West Bengal _ 9,611 7,803 1,808 11,25

Bihar 16,500 16,500 28,20

Resources of Primary Agricultural Credit Societies.
Working Capital

Strictly speaking, it is not the number of societies or membership or
even the population covered by them on which actual assessment of the
financial soundness of any banking institution is made, but it is on the
stable financial resources, building up a fair amount of working capital and
volume of credit facilities provided by them to the members which speak
of the net development of a particular banking institution.

From this point of view, the resources of raising working capital also
congtitute the important base on which primary agricultural credit societies
rely. There has been a sharp rise in the volume of the working capital in
primary agricultural credit societies in all the States. Statistics at the end
of June, 1974 indicated that Maharashtra shared the largest amount of work-
ing capital among all the States under review. When the assessment is made
from the average amount of working capital per society, the fallacy of the
largeness is exposed in case of Bihar as the average amount of working capi-
tal per society in Bihar was only Rs. 24,667.21 in 1973-74 as against the
averages of Rs. 1,41,122,65 in Maharashtra, Rs. 2,26,523,67 in Tamil Nadu,
Rs. 1,53,316.65 in Madhya Pradesh and Rs. 91,664.34 in Punjab, and Rs,
Rs. 1,02,743.46 as ’All-India, average® The voluminous increase in working

9. Calculations based on the data shown in Statistical Statements refating to the Co-
operative Movement in India, Part I Credit Societies, 1973-74, Bombay, pp. 112-14.
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capital of agricultural credit societies in Tamil Nadu, Madhya Pradesh and
Maharashtra has not been only because of the fact that borrowings have
iicreased but equally because of the substantial increase in the volume of
owned funds., The State-wise progress of societies in building up working
capital is indicated in the table’® given below:—

TABLE—D
Working Capital

(Amount in rupees)
(1969-70 and 1973-74)

Average Working Capital per society

State.
1969—70 197874

Andhra Pradesh 31,115.31 52,499.56

Assam 22,081.05 32,217.66

Bihar 14,870.30 24,667.21

Gujarat 1,34,567.81 2,61,182.80

Haryana 33,964.55 - 58,716.88

Himachal. Pradesh 31,732,11 62,605.22
“Jammu & Kashmir- 68,194.73 96,257.38

Kerala ~1,93,308.80 4,26,782.33
Madhya Pradesh 90,837.77 1,53,316.65
Maharashtra 92,094.32 1,41,122.65
Mysore (Karnatak) 68,431.44 - 1,25,985.92
Nagaland 6,857.14 10,250.00
Orissa 58,120.01 1,69,016.46
Punjab 64,893.71 91,664.34
Rajasthan 36,334.25 69,577.26

Tamil Nadu 1,09,585.57 2,26,523.67
Uttar .Pradesh 37,078.01 78,424.62
West Bengal 17,590.87 33,398.40
All-India 56,646.77 1,02,743.46

{States + Union- Territories)

10. Calculations based on the data shown in Statistical Statements relating to the Co

-gperative

Movement in India, Part I Credit Societies, 1969-70, pp. 92-83 and 1973-74, pp. 112-114
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Owned Funds
In general the increase in volume of owned funds in agricultural
“credit societies may be attributed to the corresponding increase in the
. dmount of ‘their paid-up capital and resources. In this respect credit
"coloperatives in Maharashira have made substantial growth where the
" average owned capital per member stood at Rs. 201.28 as against Rs. 25.91
in Bihar, Rs. 80.91 m Tamil Nadu, Rs, 138.32 in Madhya Pradesh,
Rs. 11446 in Punjab and Rs. 101.01 as ‘All-India average’ at the end of
June, 1974, The reason for large subscription of share capital in Ma-
harashira is not only the increase in the volume of membership or increased
contribution from the State Govermment in their share capital but also due
to the enhanced amount of contributions from the existing members of these
co-operatives by way of share capital. The measure of coafidence, which
these co-opecratives enjoy in Maharaghtra, is non-existent in Bihar.

Share money is not refundable so long as one continues to be a mem-
ber. Therefore, this is the most certain amount at the disposal of the society
and, as it is also interest free, it enables advances to be made to members
on a lower rate of interest than it would otherwise be possible. When
share capital is called in instalments, it encourages thrift. When a substantial
amount is accumulated, the financial stability of the society is increased,
It, then, attracts greater deposits and inspires greater confidence among
investors, Funds flow in, and-at cheaper rates too. Moreover, a large
owned capital helps to weather financial difficnlties especiaily during depres-
sion when deposits are withdrawn greatly and outside help is negligible,

Deposits

The position of deposits in primary agricaltural credit societies of India
as a whole has been very unsatisfactory. In the year 1973-74, the ‘All-India’
average deposits with regard to per society and per member stood at Rs: 5,804.57
and Rs. 25.54 respectively and ‘the aggregate amount of deposits constituted
only 32.94 per.cent of the working capital in the corresponding -year.

The same trends have becn observed in all States with the exception
of credit co-operatives of Tamil Nadu and Punjab where the -average de-
- posits per soctety figured at Rs. 12,800.42 and Rs. 20,360.09 respectively at
the end:of June, 1974. The position of agricultural credit co-operatives of
Bihar ig quite discouraging. The average deposits per society in Bihar. stood
at Rs. 958.36 only. Plainly speaking these societies have not heen .able to
inculcate the habit of self-help and thrift in any appreciable measure among
their menibers. The State-wise position with regard to desposits is given
in the table!? below ' —

11, Stgiistical Statemenis velating to the Co-operative Mevement in India, Part1 Credit Societies
1973-74, pp. 112-114, .

12. Reserve Bank of India : Review of the Co-operative Movement in India, 1970-72, Bombay,
pp. 79-80 and Statistical Statements relating lo Comoperative Movement in India, Part I Credit
Societies, 1973-74. Bombay, pp. 112-14,
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TapLE—H
Deposits
(Amount in rupees) (1969-7G and 1973-74)

e ' o Average  deposits Average deposits
L per  society per member
- State
1969—70  1973--74 1969—70 1973—74
Andhra Pradesh 2,260 3,093 18.0 18,7
Assam 1,663 2,075 14,3 16.3
Bihar - 1,776 058 10.9 5.6
Gujarat 5,494 8,677 35.8 44,0
Haryana 1,240 1,437 129 12,1
Himachal Pradesh - 14,316 26,409 86.1 133.9
%{ammu & Kashmir : 729 1,522 2.9 5.8
crala 40,681 62,037 57.2 145.5
Madhya Pradesh 3733 5,981 18.4 25.8
Maharashtra 2,016 3,018 13,1 16.4
Mysore (Karnatak) 3,638 5,453 17.9 2009
Orissa 3,840 5,712 113 - 11,7 -
Punjab 13,962 20,360 104.4 137.7
Rajasthan 1,511 2,593 9.8 13.3
Tamil Nadu 5,954 12,800 12.0 18.8 -
Uttar Pradesh 1,788 2,525 8.9 8.9
West Bengal 611 757 7.1 6.4
All-India : 3,852 - 5,805 21.1 25.5

(States +Union Territories)

Reserves : ‘ :

Reserves in primary agricultural credit co-operatives comprise ‘statutory
reserve’, ‘special bad debt reserve’ and ‘other reserves’. The aggregate
amount of reserves in primary agricultaral co-operative societies in Bihar is
impressive and stood at Rs, 94,07 (in thousands) by the end of June, 1974,
But from the point of view of averige reserves per society, its hollowness
comes to light. The low volume of rcserves per society in Bihar reflects
upon the high cost of management leaving a very narrow margin in the
profits to be carried over to reserve funds. A strong reserve fund is very
important from the point of view of the members’ society, The State-wise
position with regard to total reserves and their percentage to working capital
are indicated in the table given below 18 :—

13. Calculations based on the data in Siatistical Statements relat.ing to the Co-operative Mopement in
India, Part I Credit Societics, 1973-74, Bombay, pp. 112-114.
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TABLE~~7

RESERVES

At the end of June, 1974 (Rs. in thousands)

Percentage of

Average Working . reserbes lo
State Reserves reserves capital - working
_ per society cagaial
1 2 3 4

Andhra Pradesh 4,80,73 3,231.36 78,10,36 6.16
Assam 14,27 464.97 7,88,76 = 1.81
Bihar 94,07 570,12 40,70,09 2.31
Gujarat 14,33,58 17,027,991 219,88,98 ©  6.52
Haryana 37.57 599.59 36,78,20 1.02
Himachal Pradesh 62,86 2,524.50 15,58,87 - 4.03
Jammu & Kashmir 12,00 1,107.01 10,43,43 1.15
Karnatak ' 7,25,03 8,725.84 104,68,17 = 6.93
Kerala 4.59,80 22,440.21 87,44,77 5.26
Madhya Pradesh 8,44,91 8,603.85 150,43,43 5.61
Maharashtra 13.66.98 6.843.45  281,89.25 4.85
Manipur 99 163.10 93.44 - 1.06
Nagaland _ - 1 62.50 1,64 0.61
Orissa , 3,74,05 11,192.40 56,48,53 .  6.62
Punjab 295,81 2,902.37 93,42,43 3.17
Rajasthan 52,86 682.95 53,85,28 - 0.98
Tamil Nadu 10,76,42 20,305.98  1,20,08,02 8.96
Tripura 15,07 3,504.65 22454 © 671 .
Uttar Pradesh 6,87,01 2,986.74  1,80,39,23 3.8l

. West Beagal 1,28,14 1,333.26 32,09,92 3.99
All-India (States 82,02,07 5,332.67 15,80,27,66 5.19

+Union Territories)

From the table no. 7, it can be seen that the average reserves per society
in Kerala was the highest at Rs. 22,440.21, followed by Tamijl Nadu
(Rs. 20,305.98) and Gujarat (Rs. 17,027.91). Reserves constituted 8.96
per cent of the working capital in Tamil Nadu, followed by Karnatak at
6.13 per cent, Tripura at 6,71 per cent and Orissa at 6,62 per cent. Butin
Bihar the pioportion of reserves to working capital was 2.31 per cent, followed
by Assam (1.81)9), Haryana (1.02%), Jammu and Kashmir (1.15%,),
Manipur (1.06%), Rajasthan (0.98%) and Nagaland (0.61%).
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Borrowings

In - co-operative credit socreties, the amount of borrowings depends upon
the financial stability of the borrowing socicty and the increased volumc of
production nceds. The Statc-wise position in case of borrowing is given in
the table below — :

Tapre—38

Borrowings at the end of June, 1974
(Rs. in  thousands)

State Borrowings Percentage of borrow-
ings to working capital

Andhra Pradesh 38,79,91 49,68
Assam 7,71,28 78.00
Bihar 24,35,39 59.84
Gujarat 1,38,30,50 62.90
Haryana 25,07,53 68.17
Himachal Pradesh 3,18,77 20.13
Jammu & Kashmir 7,21,37 69,13
Karpatak 62,69,49 59.89
Kerala 37,03,03 42.35
Madhya Pradesh 95,18,23 63.27
Maharashira 1,82,92 87 64.89
Manipur 69,39 74.26
Nagaland 27 16,46
Orissa 21,15,63 37.45
Punjab 44,2703 47.39
Rajasthan 33,29,56 61.83
Tamil Nadu 65,93,67 54,91
Tripura 1,45,75 64.91
Uttar Pradesh 1,06,19,46 58.87
West Bengal 20,45,60 63.73
AlIndia (States+ Union

Territories) : 9,18,19,94 58,10

From the table no. 8, itis evident that borrowings constituted 74.269
of the working capital in Manipur, followed by Jammu & Kashmir (69.13%,),
Haryana (68.17%,) Tripura {64.91%,) and Maharashtra (64.899,), But in Hima-
chal Pradesh, the proportion of borrowings to working capital was 20.13%,
followed by Nagaland at 16.46%. Among the various sources of borrowings
such as Government, central co-operative banks and others, the weight upon
central co-operative banks has been larger in all the States,

14, Thid., pp. 112-15.
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Loans and Advances : '

Loans and advances issucd by the primary agricultural ¢redit societies

increased from Rs, 540.1 crores in 1969-70 to Rs., 704.6 crores in 1973-74. -
Of the total loans issued by the primary agricultural credit societies aggregat-
- ing Rs. 762.0 crores during 1973-74, loans for short-term agricultural pur-
poses amounted to Rs. 650.5 crores. Short-term loans issued showed an
increase of Rs, 202.7 crores over the 1969-70 level. The medium-term loans
issued during 1973-74 at Rs. 71.5 crores showed an increase of Rs. 19.2
crores over the 1969-70 level, The increase in the issue of medinm-term
loans was mainly due to Inrge-scale conversion of short-term loans into me-
dium-term loans due to drought obtaining in scveral parts of the country,
Loans for scasonal agricultural operations continued to form the bulk of the
loans issued by the primary agricultural credit socicticss The purpose-wise
distribation of loans issued during 1969-70 and 1973-74 is indicated in
the tablef given below :1

TaBLe—9

Loans Issued by Purpose
' (Rs. in crores) (1969-70 & 1973-74)

Purpose Loans issued during
1969-70 1973-74
Short-Term
Seasonal agricultural operations 4424 643.5
Purchase of agricultural implements 3.9 2.5
Marketing crops 13.5 15.1
Processing of Agricultural produce 1.3 1.9
Industrial 1.6 0.4
Consumption 8.9 5.7
Other purposes 14.2 21.4
TOTAL 487.8 690.5
Mediom-Term
Sinking of/repairs of wells 7.5 6.9
Purchase of agricultural machinery 9.5 10,4
" (Pump-sets, oil engines, etc,)
Purchase of cattle 13.1 10.0
Land improvement 5.0 6.0
Conversion loans 11,7
Qther agricultural purposes 10.2 10.8
Other purposes 7.0 15.7
TOTAL 52.3 71.5
Grand Total 540.1 762.0

15. Review af the Co-cperative Movement in India, 1970-72, Bombay, pp. 8C-81 and Statistical
Statements relating to the Co-operative Movement in Indie, Part I Credit Socielics 1973-74,
Bombay pp. 126-27, :
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The State-wise data relating (o issue of loans during 1969-70 and
1973-74 are given in the following table:®

TarLe—I10

Loans Issued

State| Union Territory 1969-70  1973-74 Average loans Average
(Rs. in crores) issued per society  loans per
(1973-74) borrowing
member
(1973-74)
(In Rs.) (In Rs.)
Andhra Pradesh 26.5 314 21,106.00 306.00
Assam 1.8 1.2 3,910.00 500.00
Bihar 11.6 13.6 8,242.00 135.00
Gujarat 78.4 127.2 1,51,087.00 1,742.00
Haryana 15.0 - 29.8 47,558.00 803.00
Himachal Pradesh 4.0 5.2 20,884.00 369.00
Jammu & Kashmir 1.8 0.9 8,303.00 78.00
Karnatak (Mysore) 31.0 50.1 60,296.00 717.00 -
Kerala ‘ 25.8 40.9 1,99,610.00 449,00
Madhya Pradesh 46.5 55.6 56,665.00 731.00
Maharashtra 103.7 136.5 68,335.00 . 861.00
Manipur — 0.3 4,942 .00 200.06
Nagaiand — — — —
QOrissa 9.5 13.4 40,096.00 367.00
Punjab 52.8 59.0 57.,889.00 627.00
Rajasthan 13.9 26.0 33,592.00 360,00
Tamil Nadu 44.8 78.0 1,47,142.00 965.00
“Tripura — 0.3 6,977.00 273.00
Uttar Pradesh 62.0 -T2 31,606.00 323,00
West Bengal 9.4 4.5 15,087.00 280.00 .
Union Terfitories 1.6 1.9 26,499.00 528,00
*All-India 540.1 7585 49,315.00 382,00

*Totalling may not tally due to rounding of figures

16, Review of the Co-operative Movement in India, 197C-72, Boambay, p. 8] our Statistical
statements rclating to the Co-operative Movement in Ind1a., Part 1 socielies, 1973-74,
Bombay, p. 128,
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Some of the important features observed in the loan operations of
primary - agricultural credit societies during the period under review are
poted below @ (a) loans issued continued to rise in most of the States dur-
ing- the period under review. However, during 1973-74, primary agricul-
tural credit societies showed a decline in the issue of loans. The maximum
increase in the loans issued was in Gujarat (Rs. 48.8 crores), followed by
Tamil Nadu (Rs. 33.2 crores), Karnatak (Rs. 19.1 crores), Kerala (Rs. 15.1
crores) and Haryana (Rs, 14.8 crores). Bihar showed an increase of Rs. 2
crores in loans and advances during 1973-74. o C

(b) The average loan issued per society was highest in Gujarat
(Rs. 1,51,087), followed by Tamil Nadu (Rs. 1,47,142), Maharashtra (Rs.
(Rs. 68,335), Karnatak (Rs.60,296), Punjab (Rs. 57,889), Madhya Pradesh
(Rs. 56,665}, and Haryana (Rs. 47,558). ILoans issued per society was less -
than Rs. 10,000/- in Assam {Rs. 3,910}, Bihar (Rs, 8,242) and Jammu and
Kashmir (Rs. 6,977). o ) _

{¢) The averagc loan per member was highest in Gujarat (Rs.,
1,742), followed by Tamil Nadu (Rs. 965), Maharashtra (Rs. 861), Haryana
{Rs. 803), Madhya Pradesh (Rs. 731), Karnatak (Rs. 717), and Punjab
{Rs. 627) and was lcss than Rs. 500 in Andhra Pradesh (Rs. 306), Jammu
& Kashmir (Rs. 78), Manipur (Rs. 200), Rajasthan (Rs. 360), Tripura
(Rs. 273), Uttar Pradesh (Rs. 323) and West Bengal (Rs. 280).

The purpose-wise analysis of loans in primary agricultural credit
societies reveals that the bulk of loans (short-term) in all the States is for
seasonal agricultural opecrations. Loans advanced for the purchase of cattle
constitute more than the proportionate amount of the aggregate medium-
term loans. ' ‘

The data regarding loans issued according to the size of the amount
during 1973-74 is indicated in the table given below :*? '

TaBLE—11
Term Loans Issmed According to Amount
. (Rs. in crores)

Loans issued 1869-70 1973-74
Amount  Percentqge  Amount Percentage
‘Rs. 100 apd less 35.5 6.0 19.9 27 -
Between Rs. 101 and Rs. 300 86.1 15.9 89.8 11.8
Between Rs. 301 & Rs. 500 109.0 20.2 126.6 16.7
Between Rs. 501 & Rs, 1000 129.6 24,0 183.7 24.30
Between Rs. 1001 & Rs. 5000 140.6  26.0 2514 33.1
Above Rs. 5000 39.3 7.3 86.5 11.4
540.1 100.0 757.9 100.0

V7. Review of the Co-operaiive Movement i India, 197072, Bombay, pp.i80-81 and Staiistical
Statements relaling to the Co-operative Movement in India, Part I Credit Societies, 1973-74,

Bombay pp. 128-29,
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It will 'be seen from the above table that the loans for amounts
above Rs. 1,000/- formed 44.5 per cent of the total loans issued during
1973-74 as against 33.3 in 1969-70, indicating that the number -of loans for
larger amounts were steadilv increasing, :

Financing of weaker sections

The State-wisc data regarding the loans issued according to the size
of the land holdings during 1973-74 is indicated in the following table:1s

TaBLE—12

Classification of Loans Issued According to the size of Holdings
During 1973-74 ' o .
(Rs..in crores)

State/Union Territory Total Of which loans issued to farmers ~ Loans issued
loans holding land to ' tenant
issued cultivators,

up to 2 Between Above 4 agricuitural
kectgres  2-4 hectares  hectares labourers
and others

Andhra Pradesh 31.50 10.04 8.85 11.20 1.41

Assam - 1.20 1.02 0.16 0.01

Bihar 15.29 7.44 2,16 2.40 3.28

Grajarat 127.24 — — — —

Haryana 29.83 8.58 8.39 7.66 5.19

Himachal Pradesh 5.16 2.81 0.86 0.80 0.67

Jammu & Kashmir 2.15 — — — —

Kamatak 30.76 18.57 13.39 16.94 1.84

Kerala 40.90. 23.90 6.58 6.09 4.88

Madhya Pradesh 55.62 6.49 12.00 36.96 0,14

Maharashtra 136.53 30.66 51.20 72.84 1.82

Manipur 0.27 0.16 — e 0.10

Nagaland — - — — —

- Orissa 13.40 5.95 4.35 3.08 0.02
Punjab 58.96 12.35 15.43 23.16 8.00
Rajasthan 25.49 7.65 7.72 10.06 0.05
Tamil Nadu 78.00 19.34 30.27 25.00 3.37
Tripura 0.31 0.21 0.06 0.03
Uttar Pradesh 72,68 27.65 28.82 16.21 —
West-Bengal 14.46 3.63 5.60 5.21 —
Union Territories 1.82 0.32 0.17 0.12 0.38

FTOTAL - 76157 186.18 17599  237.85 3LI5 —

*Totalling may not tally due to rounding of figures.

18. - Statistical Statements relating to the Co-operative Movement in India, Paxt T Credit Socicties,
1973-74, Bombay, p- 130. _ :
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- An. analysis of the loans disbursed by primary agricultural credit
societies. during 1973-74 - indicated that out of ‘the total loans issued at
Rs. 761.57 crores, the loans to Jand-holders upto 2 hectares each, accounted for
about Rs. 186.18 crores or 24.43 per cent of the total loans issued. In
Madhya Pradesh and Maharashtra, more than 50 per cent of the loans issued
during 1973-74, have gone to those having landholdings. above 4 ‘hectares,
while in Kerala, loans to farmers holding land upto 2 hectares accounted
for 56.97 per cent of the total loans issued. Loans issued to tenant cultivators
and agricultural labourers and others aggregated Rs. 31.15 crores during
1973.74.

Overdues Lo

_ The overdues of primary agricultural credit societies continued
to rise during the period under review. The level of overdues increased -
from Rs, 268.25 crores in 1969-70 to Rs. 443.24 crores in 1973-74, showing
an increasc of Rs. 174,99 crores over the period. The percentage of overdues
to outstanding loans increased from 38 in 1969-70 to 42 in 1973-74.
The State-wise position of overdues during 1969-70 and 1973-74 is given
below; 19 . : . :

'TABLE~—13
Overdues _
- {Rs. in crores)
30.6.1970 30.6.1974
State/ Union Territory Toial % to loans Total % to loans
= overdues outstanding  overdues outstanding
Andhra Pradesh 15.06 43 19.78 39
Assam 4.52 - 82 5.52 81
Bihar 9.65 50 14.02 56
Gujarat 18.42 21 37.05 24
- Haryana 5.75 33 11.75 44
Himachal Pradesh 1.23 19 3.41 34
Jammu & Kashmir 1.86 60 1.11 55
Karnatak ~(Mysore) 20.54 47 30.82 44
Kerala 7,14 24 16.44 36
Madhya Pradesh 28.96 AQ 54.66 53
Maharashtra 56.39 40 - 79.90 39

— 0.54 82

Manipur

19, Review of the Co-operative Movement in India, 1970-72, p. 84 and Statistical Statements relating
to the Co-operative Movement in India, Part 1T Credit Societies, 1973-74, Bombay, p. 117,




CO-OPERATIVE BANEKING INSTTTUTIONS IN TNDIAN STATES: A COMPARATIVE STUDY 77

TaBLE 13—(Conid.)

30-6-1970 30-6-1974

- StatefUnion Terridory Total % to loans Total % to loans
: over dugs outstanding  cverdues outstanding
Nagaland — — — —
Orissa 12.38 63 21.16 68
Punjab 19.73 39 35.78 58
Rajasthan 7.65 36 12.61 38 ..
Tamil Nadu 20.82 37 22.87 - 28
Tripura — C— 0.83 67
Uttar Pradesh 27.71 3 64.57 55
West Bengal 9.50 56 9.54 42
Union Territorics 0.92 34 0.93 34
All-India 268.25 38 443.24 42

In can be seen from the table that overdues showed a continuous
increase year after year in aimost all the States, they being the highest in
Mapipur {82%,), and Assam (819%). The rise 1 overdues during 1973.74
may be assigned to some extent to condition of drought prevailing in several
parts of the country, although the basic causes are relatable to factors such
as slackness on the part of managements of the societies, absence of full-time
secretaries in several socicties, ineffective supervision, fixing  of unrealistic scales
of finance and Government attitude in_matters such as financing of defaulters.
The percentage of overdues to outstandings in Bihar, Jammu & Kashmir, Madhya
Pradesh, Orissa, Tripura and Uttar Pradesh was above 50. The percentage of
overdues to outstandings in Andhra Pradesh, Gujarat, Haryana, Karnatak,
Kerala, Maharashtra, Rajasthan, Tamil Nadu and West Bengal was below 50,

Most of the primary agricultural credit societics of Bihar have come'
to grief becausc of heavy overdues in the recent years, This has bogged’
down the entire co-operative machinery of this. State and vet no concern’
cf requisite degree is shown in tackling this problem. Overdues have accu-
mulated as a result of various forces. The State is frequently visited by
floods, droughts, hailstorms and other mnatural calamities in some parts or
the other. Farmers find it difficult to repay loans. Under such circums-
tances either the State must help or institutional arrangement must be made
for deferring payment of loan. Perhaps some overdues with members hap--
_pen, for they are too poor to share resources for the repayment of loan.
This is a case of public assistance and public welfare. However, the real
cause for overdues in many places has been found to be wilful . neglect . by
the well-off sections of members. This must be curbed and eliminated by
resorting to strong legal actionm: , o
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Security

The ideal security is the honesty and good character of the borrower.
In most of the States of India, emphasis has been laid on linking credit
with production programmes of members. The object is to provide loan
exclusively for financing production so that non-availability of loan should
not be a factor in the decline of production. '

Rate of Interest—The most usual rates of interest charged by primary
agricultural credit societies in different States vary in accordance with the
variation in purpose and sccurity offered. The usnal rates of interest for
short-term and medium-term loans are indicated in the table given below:20

TABLE—14

Inierest Rates on Advances During 1973-74
(Per cent per annum)

States Small-sized Agricultural
: Credit Societtes Usual

Large-sized Agricultural
Credit Societies Usual

Short-Term  Medium-term  Short-term Medium-Term:

Andhra Pradesh 103 103 103 10§
Assam 10} 103 10% 104

Bihar 01 Oz 93 0z
Gujarat : 10% 10 10 10
Haryana 9% 93 9 93
Himachal Pradesh 9% 93 92 93
Jammu & Kashmir — - — —
Karmatak Y 11 73 11
Kerala 113 14 113 : 15
Madhya Pradesh 11 12 114 12
Maharashtra 10 104 © 10 104
Manipur — —_ — —
Orissa 13 13 13 13 -
Punjab = 9-37/100 9-37/100 8-37/100 9-37/100
Rajasthan 9 9 9 -9
Tamil Nadu 9- 7/ 10 10-6/10 9-7/ 10 10-6/ 10
Tripura — — -

Uttar Pardesh

West Bengal

nm

8%

11}

gl

20  Statistical Statements relating io the Co-operative Movement in India, Part T Credit Societies,

[973.74, Bombay p. 194,
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It will be seen from the table that the rate of interest on short-
term and medium-term loans in Gujarat, Assam, Maharashtra, Madhya:
Pradesh, Kerala and Punjab was 10 per cent or above ten per cent per
annum. But the rate of interest in Bihar, Haryana, Himuchal Pradesh and
Punjab was below 10 per cent per annum, -

The policy of charging reasonable rates of interest on loans is of
very great importance. A very high rate defeats the very purpose of co-
operatives. A very low interest rateis cqually dangerous. It may lead to
re-loaning of borrowed money for making profits and it may be uneconomic.
A sound policy of co-operative finance is to charge neither too high nor
too low a rate of interest. :

Nomn-agricultural Credit Societies

With the inception of co-opcrative credit movement in India, non-
agricultural credit societies have been organised in various forms like salary
earners’ credit societics, thrift societies, urban banks, and ertisans and tra-
ders credit societies etc., with membership of a particular community, or
persons following a particular vocation. Pre-occupicd with the objective of
rebuilding agricultural economy, these credit institutions remained devoid of
Government assistance. [ven then they have made a pralse-worthy progress
in respect of number of societies, volume of membership and in providing
credit facilities to their members.

_ These non-agricultural credit societies comprising urban co-operative
banks, salary earners’ societies and other credit societies numbered 17,536 as
on 30 June, 1974, as against 14,816 on 30 June, 1970. Theincrease was largely
due to the rise in the number of salary earners’ socicties from 10,264 as on
30 June, 1970 to 12,522 as on 30 June, 1974. Of the 17,536 non-agricultural
credit socicties as on 30 June, 1974, 1,286 were urban co-operative banks,
12,522 salary carners’ societies and 3,728 other non-agricultural credit socie-
ties. These societies operated in urban and semi-urban areas and generally
worked with deposits collected frem individuals. The total membership of
non-agricultural credit societies increased from 79 lakhs as on 30 June, 1970
to 95 lakhs as on 30 June, 1974. These societies had deposits aggregating
Rs..477.24 crores as on 30 June, 1974, as against Rs. 253.9 crores as on
30 June, 1970. The bulk of these deposits was collected by urban banks
(Rs. 321.30 crores) .and salary earners’ societics {Rs. 147.97 crores). As
against the ttal deposits of Rs. 477.24 crores as on 30 June, 1974 held by
non-agricultural credit societies, their loan outstandings amounted to Rs. 516.8
crores. The outside borrowings of these socicties amounted to Rs. 55.8
crores as on 30 June, 1974, forming about 7.1 per cent of their working
capital. Out of the total loan outstandings of Rs, 516.8 crores, a sum of-
Rs. 30.7 crores or 5.9 per cent was overdue. The number, membership, and assets
of primary non-agricultural societies are indicated in the following table: 2

21. Statistical Statements relating to the Co-operative Movement in India, Part T Credit
Societies, 1973.74, pp. 14144,
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TABLE 15
Primary Non-agricultural Credit Societies at the end of Juune, 1973-74

{Rs. in crores)

No. of Member- Werking  Pard-up Reserves

State/ Union Territory sociglies ship capital capital (Statutory
(in thousands) _ .+ others)

1 2 3 4 5 6
Andhra Pradesh 1,427 4,82 24.41 3.50 - 1.63
Assar 394 30 7.06 0.39 0.29
Bihar 264 1,85 14.54 2.24 0.81
Gujarat - 1,750 9,78 164.57 21.03 - 7.97
Haryana _ 288 1,51 1.41 0.27 0.06
Himachal Pradesh 150 . 14 L.19 0.22 0.06
Jammu & Kashmir 37 3 0.26 0.03 —
Karnatak 1,524 15,52 52.83 - 7.88 4.83
Kerala 447 4,04 20.00 2.47 0.95
Madhya Pradesh 692 2,15 12.41 2.60 0.78
Maharashtra 3,416 28,68 257.89 53.64 15.51
Manipuar 00 3 0.05 0.01 —
Nagaland , 40 1 0.16 0.04 —
Origsa - 179 71 4,18 0.51 (.33
Punjab 1,097 73 2,47 0.56 0.15
Rajasthan ' 1,013 1,14 7.75 1.33 0.30
Tamil Nadu 1,243 15,58 82.87 12.78 5.25
Tripura 11 16,48 0.03 — —
Uttar Pradesh 1,327 4,12 13.34 3.22 0,96
West Bengal 1,265 12,85 08.57 19.18 11,78
Union Territories - 912 2,85 21.24 3.39 0.81
*TOTAL 17,536 . 1,23,32 7,87.17 135.29 52.47
1973-74 o

* Totalling may not tally due to rounding of figures.
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TasLe 15-~{Conid.)

Loans Yo of overdues %, of deposits  Percentage of

Deposits Borrowings ———————— to loons  to working  borrowings o

Ouistanding Overduz  oulstanding cagital working capilal

7 8 9 10 11 12 13

10,41 5.14 16.57 2.02 12.19 42.65 21.06
3.05 2,43 4.34 [.21 27.88 43.57 34.71
8.95 0.90 9.57 0.24 2.51 61.60 6.19
109.52 15.21 100.31 3.60 3.59 66,55 9.24
0.62 0.4 1.02 034 33.33 48.97 24,11
0.50 0.24 0.73 0.11 15.07 42,02 20.17
— 0.19 0.21 0.12 57.14 — 73.08
28,75 4.83 34.10 3.09 14.93 54.42 8.14
8.63 2.51 10.83 1.65 15.24 43.15 12.55
7.27 0.58 8.1 0.87  10.34 58,58 4,67
161.80 9.22 158.39 7.34 4,63 62.74 3.58
0.01 0.03 0.04 — — 20,00 60.00
0,01 0.04 0.03 0-01 33.33 625 25.00
2.61- 0.21 2,62 0.65 24,81 62.44 5.02
(.67 0.67 1.77 0.83 46.89 27.13 21.13
3.87 1.13 5.19 0.83 15.99 49.94 14.58
52.28 - 8.21 65.07 2.93 4.50 63.09 9.91
0.01 0.01 6.01 — — 33.33 33.33
6.54 1.14 11.50 0.40 348 49.03 8.55
57.35 1.41 68.38 2,25 3.28 58.18 1.43
14.99 141 17,53 0.24 1.37 67.75 6.6

477.24 35.85 516.82 30.73 - 5.9 60.63 7.10

The urban co-operative banks have not made much progress out-
side Maharashtra (314), Gujarat (229), Karnatak (199,) Tamil Nadu (135),
Andhra Pradesh (125) and West Bengal (116).. The urban banks in Maha-
vashtra had deposits totalling Rs. 137.86 crores and loan outstandings of
Rs. 105.77 crores. Besides Maharashtra, urban co-operative banks in two
States, namely; Gujarat and Karnatak had deposits as well as loan outstand-
ings of Rs. 174.19 crores and Rs. 52.94 cores respectively. The. total loan
outstandings of all the urban co-operative banks rose from Rs. 114.9 crores
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at the end of June, 1970 to Rs. 257.8 crores at the end of June, 1974.
The overdues increased from Rs. 11.5 crores to Rs. 19.5 crores during the
same period, forming about 8 per cent of the total loans outstanding as on
30 June, 1974.22 '

Except in a large city, one urban bank to a town is preferable,
not only from the point of view of financial strength and stability, large
transaction and adequatc staff, but, as also pointed out by the Madras
Committee in 1940, because it avoids the problems of overlapping jurisdic-
tions and undesirable competition for securing deposits or business. That
Committee also stressed the desirability of members, not joining and borrow-
ing from more than one credit society, even of limited type, except a land
mortgage bank or a house-building society.?® The Co-operative Planning
Committee recommended that urban banks should be organised in all towns.
It should, however, be ensured that they function on proper co-operative

fines.24

When urban banks receive deposits on current account they should
(a) have a paid-up share capital of at lcast Rs. 20,000/-, (b) maintain
fluid resources on the scale prescribed by the Registrar of Co-operative So-
cieties, (c) carry to the rescrve fund at least 1/3rd of their net profits till
it equals the paid-up share capital, and thereafter at least 1/4th of the net
profits, and (d) invest the Reserve Fund in gilt-cdged securitics or deposit
it in banks approved by the Registrar instead of using it in the business
of the bank.

The number of salary earners, societies increased from 10,264 as on
30 June, 1970 to 12,522 as on 30 June, 1974. Their number was largest
in Maharashtra (2,558), followed by Gujrat (1,244), Andhra Pradesh (1,238),
West Bengal (1,149), Uttar Pradesh (1,088), Tamil Nadu (996) and Karnatak
(896). The societies in the above States formed 63.13 per cent of the total
number of socicties, and hold 82.89 per cent of the deposits and 84.89 per
cent of the total working capital. The paid-up share capital and reserves
of the societies stood at Rs. 91.35 crores and 26.23 crores respectively. The
working capital of these societies went up from Rs, 225.6 crores as on 30
June, 1970 to Rs. 324.8 crores as on 30 June, 1974. " The deposits of these
societies amounted to Rs. 147.98 crores at the end of June, 1974, The
iotal loans outstanding amounted to Rs. 450.53 crores as on 30 June, 1974
as against Rs, 167.1 crores as on 30 June, 1970, The overdues rose from
Rs. 4.7 crores as on 30 June, 1970 to Rs. 27.7 crores as on 30 June, 1974,

22.  Review of the Co-operative Movement in Indin, 1970-72, Bombay, p. 90 and Statistical Statements
relating to the Co-operative Movement in India, Part I Credit Societies, 1973-74, Bembay,
pp. 143-44. . )

23. Hough, E. M. The Co-operative Movement in India, Oxford University Press, Fifth Edition,
1966, p. 123. |

24.  Report of the Co-operative Planning Committes, 1946, Pr_jnted in 1951, Delhi, p. 224,

25. [Ibid., p.224.
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showing an increase of Rs. 23 crores. Although the largest number of
employees’ credit societics were in Maharashtra (2,558), the socicties in West
Bengal had the Jargest deposits (Rs. 30.70 crores) and also the maximum
working capital (Rs. 89.41 crores).®®

Besides the urban co-operative banks and employees’ credit societies,
there were other non-agricultural socleties which exist generally in urban
and semi-urban areas for the promotion of thrift and saving among the
members of a particular community or profession, and include womens'
co-operatives, co-operative credit societies formed for fishermen, gold-smiths,
taxi-diivers, rickshaw~pullers, etc. They were 3,728 in number at the end
of June, 1974 as against 3,423 as on 30 June, 1970. The total membership
of those societies totalled 20.36 lakhs, giving an average membership of
546 only. The Jargest number of societies were in Punjab' (927), followed
by Maharashtra (544), Karnatak (449) and Delhi (298). Though the num-
ber of societies was largest in Punjab, their working capital was only Rs.
1.5 crores, whereas the working capital of these societies in Gujarat was
Rs. 5.06 crores, in Maharashtra Rs. 4.98 crores, in Assam Rs. 3.23  croves,
in Karnatak Rs. 3.10 crores, in Tamil Nadu Rs. 2.31 crores, in Delhi Rs.
2.13 crores and in Kerala Rs. 2.16 crores. 'T'he societies in Assam mainly
depended upon outside borrowing- for their working capital. At the end
of June, 1974, their outside borrowings constituted 73.37 per cent of their
working capital in Agsam, whereas in other States, their outside borrowings
were comparatively less, : '

The deposits of these societies increased from Rs. 5.4 crores at the
end of June, 1970 to Rs. 7.9 crores as on 30 June, 1974, whereas their
other borrowings increased from Rs. 5.1 crores to Rs. 6.5 crores, Loans
(short-term and medium-term) by thesec socicties showed a rise from
-Rs. 9.7 crores in 1969-70 to Rs. 15.8 crores in 1973-74, The overdues aggre-
gated Rs. 3.9 crores at the end of June, 1974.%

The Maclagan Committee observed, “The difficulties which beset
co-operative socicties for employees are firstly the transfer of members from
place to place in a big business or department, and secondly the fact that
even on the committee the members are unable to meet on an equality,
It is imposgible for them, since they all belong to one service, to forget
in conducting the business of the society their relative official positions outside
it, and in this way influential or highly placed members are able to
secure excessive loans for themselves or their friends, and by reemsancy in

26. Review of the Co-operative Movement in India, 1970-72, Bombay, pp. 93-94 and Statistical
Statements relating to the Ce-operative Movement in India, Part I Credit Societies, 1973-74,
Bombay, pp. 144-46.

27. Ibid., p. 94 and pp. 145-58.
28. 1Ibid., p. 94 and pp. 145-58.
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the matter of repayment may seriously embarrass a committee composed
largely of their subordinates™. The Commiltee, therefore, recommended
that “employees” societies shculd not be started unless really  satigfactory
arrangements can be made for their regular management and control®se,

However, the ‘Co-operative Planning Committee’ has recommended
that “all oflices employing fifty persons and more should organise employees’
" co-operative societies. ... ..., where separate societies for menials or low
paid employees are organized, the employers should assist such socictics by
providing the stafl’ required for their management, and by the grant of in-
terest-free. loans®”.

Central Co-operative Banks

There has been the process of rationalisation of the credit structure
at the intermediatc level with an objective to have one central financing
agency for each district.  While pursuing the above policy, it has been agreed
that more than one bank in the same district may be allowed to function
provided such banks have cither attained or nearly attained viability.

The central banks have continued their efforts in extending more
and more banking facilities to rural and semi-urban areas. It is evident
from the increagse in the number of their offices. The total number of
their branches and offices increased from 3,438 in June, 1970 to 4,832 in
June, 1974, Maharashtra continued to lead with 1,062 branches/offices at
an average of over 42 oflices per bank. It was followed by Madhya Pradesh
(628), Uttar Pradesh (631), Gujarat (536), Karnatak (374) and Tamil Nadu
{351}, In the remaining States, except perhaps in Punjab and Haryana,
the progress of branch expansion was rather slow inspite of managerial sub-
sidies provided by the State Governments for opening new branches®,

Membership

The total membership of all the central banks at the end of June,
1974 as compared to that on 30 June, 1970, was as under:

30-6-1970 30-6-1974
Co-operative Societies 2,354,902 2,38,051
Individuals and others _
(including State Governments) 76,603 68,280
Total 3,11,505 3,006,331

29, Repori of ihe Committee on Go-eperation \Maclagan Commistee) in India, 1915 Reprinted in  1957;
Bombay, pp. 13-14.

30, Ibid., p. 14,

31. "Report of the Co-operative Planning Commitiee, 1946, Printed in 1951, Delhi, p. 224,

32. Review of the Co-operative Movement in India, 1970-72, Bombay, p. 54 and Statistical State-
menis relating to lkhe Cospperative Movement in India, Part 1 . Credit Societies, 1973-74,
Bombay, p. 21. : '
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- It will be seen from the above table that the membership of societies
increased by 3,149 during the period under review. But the individual
membership declined by 8,323, thus indicating a trend in conformity with
the federal character of these banks®,

Quned funds—The total owned funds of the centeal banks, comprising
paid-up sharc capital and reserves has registered a sizeable increase during
the pericd under review,

The total paid-up capital of the central banks has recorded a sub-
stantial increase during the period under review as indicated below® (—

Tagre—16

Ownership of Share Capital (Central banks)
(Rs. in crores)

30-6-1970 30-6-1974

Government (increasc over 30-6-1970) 33.2 54.1
Co-operative Societies {(increase 93.7 _ 137.6
over 30-6-70) (43.9)
Individuals and others (decrease 1.0 0.9
over 30-6-1870) { 0.1)
Total * 127.9 192.6

* Total may not tally owing to rounding of figures,

Of the net increase of Rs. 64.7 crores during the two years, an
increase of Rs. 20.9 crores was accounted for by Government contribution

and of Rs. 43.9 crores by co-operative societies as agajnstjwhich there was-

a decline of Rs, 0.1 crore in the share capita) held by individuals and
others, At the cund of June, 1974, the share capital contributed by Govern-
ment and socicties constituted 28.09 per cent and 71.44 per cent respectively,
while the share capital of individuals was negligible,

The average share capital per central bank was highest in Gujarat
at Rs. 128.76 lakhs, followed by Maharashtra (Rs. 117.30 lakhs), Tamil
Nadu (Rs. 102.98 lakhs) and Punjab (Rs. 90.12 lakhs). The other States

33. Ibid., p. 54 and p. 21.
34, Ibid., p. 54 and p. 21,
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in which the central banks have built up strong or fairly strong share
capital base were Kerala (Rs. 76.04 lakhs), Karnatak (Rs. 75.35 lakhs},
Haryana (Rs, 50.87 lakhs), Uttar Pradesh {Rs. 45,76 lakhs) and Madhya
Pradesh (Rs. 40.49 Jakhs)as

An _important factor, apart from the Government share capital con-
tribution that has contributed to the growth of sharc capital of central
banks was the linking of borrowings by societies to their share holdings in
central bank, The Action Programme suggested by the Government of India
in March, 1964, had recommended the ratio of share-holdings to borrowings
to be 1:10 which had been accepted by most of the Statcs. In Maharash-
tra and Gujarat, this ratio has been raised to 1:5 which contributed to the
rapid growth of share capital held by co-operative socicites in central banks
in these two States®. In Gujarat and Maharashira, the share capital held by
co-opcrative socteties in the central banks censtituted 87.67 per cent and 73.33
per cent respectively, of the total share capital at the end of June, 197437

The statutory reserve fund and other reserves of central banks re-
corded an increase of Rs. 417 crores, rom Rs. 46.2 croves in June, 1970
to Rs. 87.9 crores in June, 1974. Of the total rescrves, 27.2 crores were
accounted for by the statutory reserve fund at the end of Junc, 1974, which
is to be provided for under the co-operative societies Acts of all States.
As regards Agricultural Credit Stabilization Funds, the amounts to the credit
of these funds registered an increase of Rs. 6,01 crores from June, 1970 to
June, 1974 aud amounted to Rs. 11,55 crores as on 30 June, 1974. Similarly,
the bad debt reserves, including the special bad debt rescrves, registered an
increase of Rs. 10.09 crores during the period under review and amounted
to Rs. 2245 crores at the end of June, 1974, The accrual to other
reserves of the central banks was Rs, 26.69 crores on the 30th June, 1974.

Deposits

Like the growth in owned funds, the growth in deposits was also
encouraging. The total deposits of the central banks registered an increase
of Rs, 336.89 crores, from Rs. 381,71 crores on the 30th June, 1970 to
Rs. 718.60 crores at the end of June, 1974, The progress made by the
central bhnks in the mobilisation of deposits in each State is indicated in
the table below:®

35. Calculations based on the data in Statistical Statements velating fo the Co-aperative Movement
in Indig, Part T Credit Societies, 1973-74, Bombay, p. 21.

36. Review of the Co-cperative Movement in India, 1970-72, p. 55.

37. Qalculations based on the data in Stasistical Statements relating o the Comoperative Movement
in Indig, Part 1 Credit Societies, 1973-74, Bombay, p. 21.

38. Siatisiical Siatements relating o the Co-operative Movement in India, Part 1 Credil Socicties,
1973—74-? p. 21, .
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TaBLE—17
Deposits as on 30th June, 1974 (Central banks)
(Rs. in lakhs)

State and No. of No. of Total Co-operative  Individuals
Banks (in Brackets) Offices  Deposits Societies and others
Andhra Pradesh  (25) 147 989940  17,60.38 10,62,07
Assam {7y 38 1,77.78  1,26.70 51.08
Bihar 28y 173 103158 476,92 5,54.66
Gujarat (18) 536 127.89.95  47,56.80 80,33.15
Haryana (12) 132 178078 3,43.92  14,37.56
Himachal Pradesh (2) 87 108972  1,78.11 9,11.61
Jammu & Keshmir  ( 3) 32 9,84.78 8115 2,03.63
Karnatak (19) 374 44,9190 23,0231 21,89.59
Kerala (11) 115 28,6280  13,48.14 15,14.75
Madhya Pradesh . (43) 628  37,30.26  14,88.11 99,51.15
Maharashira (25) 1,063  177,19.23 56,2442  120,94.81
Orissa (17) 98 11,4740  6,63.70 4,83.70
Punjab (I7) 220 57,79.36 14,1801 43,61.35
| Rajasthan (25) 173 15,59.54 5,28.23 10,31.31
Tamil Nada (16) 351 62,7222  35,64.28 97,07.94
Uttar Pradesh (56) 631  69,82.41  20,87.97 48,9444
West Bengal 17 84 13,9876 2,23.29 11,05.54

) 4,832  718,59.96  269,71.62 448,88.34

Total 197374 (341
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The central co-operative banks in Gujarat and Maharashtra conti-
nucd to show appreciable progress in their efforts in deposit mobilisation,
followed by Uttar Pradesh, Tamil Nadu and Punjab. While the average
deposits per bank in the country as on 30th June, 1974 worked out to
Rs. 210.73 lakbs, the average was as high as Rs. 710.55 lakhs in Gujarat
and Rs. 708.77 lakhs in Maharashtra. The average deposits per bank in
Tamil Nadu, Punjab and Uttar Pradesh at the cnd of June, 1974, were
Rs. 392,01  lakhs, Rs, 339.96 laklis and Rs. 124.69 lakhs as against
Rs. 176.60 lakhs, Rs. 156.75 lakhs and Rs. 56.23 lakhs respectively on the 30th
June, 1670, "The disparities in performance could be atributed to the varying
degrees of deposit potential from area to area and the extent to which the
central banks themsclves made cfforts or were organisationally equipped to
attract deposits.®

Keeping in view the tight money market conditions and keen com-
petition with commercial banks and central Government in the matter of
tapping the surplus money of the people by way of deposits and cash cer-
tificates and bends, the growth registered by central co-operative banks in
this respect is very encouraging. However, in Bihar thc average deposits
per bank amounting to Rs. 36.84 lakhs on 30th June, 1974 was discourag-
mg. The rates of interest in Bihar on fixed deposits are comparatively
low. This 1s one of the recasons for low volume of fixed deposits in. the
banks,

Borrowings

The agencies for raising borrowings at the disposal of central co-
operative banks of all the States are almost common, The difference is of
the degree and extent in the utilisation of these resources.

The borrowings of the central banks from sources such as the State
co-operative banks, State Governmwents, commercial banks including the
State Bank of India and its subsidiaries increased from Rs. 372 crores on
30th June, 1970 to Rs. 509 crores on 30th Juve, 1974, Of the total bor-
rowings of Rs. 509 crores, borrowings to the extent of Rs. 448 croves or
88 per cent were from the State co-operative banks, The comparative posi-
tion of pwned funds, deposits and borrowings and their percentages to work-
ing capital as on 30th Jume, 1971 and 30th June, 1974 may be seen from
the table® below :—

39. Review of the Co~sperative Movement in India, 1970-72, pp. 56-57 and Statistical Siaiements
rélating Io the Co-operative Movement in India, Part 1 Credit Societies, 1869-70, p. 19 and
1973-74, p. -2%.- = -

40, Review of the Co-operative Movement in Tadia, 1970279, Bombay, p. 59 and Statistical
Statements - relating 1o the Co-operative Movement in Indiz, Part I Credit Societies 1969.
70, p. 20 and 197374, pp. 22.25,




GO-OPERATIVE BANKING INSTITUTIONS 1IN INDIAN STATES | A COMPARATIVE STUDY i 89
TasLe—18
Composition of Working Capital

(Rs. in crores)

1969-70 1973-74
Working capital . 927.8 1,508
Owned funds 174.1 280.6
(Percentage) (18.8) {17.6)
Deposits 381.7 718.6
(Percentage) (41.1) (45.0)
Borrowings 3720 © 509.0
(Percentage) (40.1) (31.9)

From the table it may be seen that the period under review saw a
welcome reversal of the trend in as much as the percentage ' of borrow-
ings to working capital declined from 40.1 in June, 1970 to 31.9 in June,
1974, 'T'his was, however, an overall position and did not reflect the inter-
state disparities which were fairly wide in a number of States. While in
States Jike Gujarat, Punjab and Maharashtra, the deposits constituted a
major compcnent of the banks’ working capital, banks in States like Assam,
Bihar, Jammu & Kashmir, Madhya Pradesh and Rajasthan continued to
rely heavily on borrowings in the matter of resources required for provid-
ing finance to their constituents. Tt may be scen from the following table
that the propertion of borrowings to working capital was more than 40
per cent in Assam, Bihar, Jammu & Kashmir, Madhya Pradesh and Rajas-
than, "
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Investments _

The investinents of all the central co-operative banks, excluding
those in fixed deposits with other banks, incteased from Rs. 81.6 crores
on the 30th of June, 1970 to Rs. 91.6 crores on 30th June, 1974, consti-
tuting 5.7 per cent of the total working capital and 12.7 per cent of the total
deposits, Of the total investments of Rs. 91.6 crores as much as Rs. 26.1
crores or 28.5 per cent represented investments in Government Securities,
while Rs. 32.6 crores or 33.6 per cent represented investments in the deben-
tures of land development banks and other trustee securities.

The proportion of various investments to total is shown in the table
given below :42

TaARLE—20

Investments (Ceniral banks)
(Rs. in crores)

Type of investment Amount Percentage to total
. moestments
Government Securities 26.1 28.5
Debentures of land Development - 32.6 ‘ 35.6
banks and other trustee securities
Other investments 32.9 35.9
91.6 100.0

Loans and Advances

The central co-operative banks advance loans for short and medium
periods to credit societies and also to individuals. The volume of total loans -
issued by the central banks increased from Rs. 8,72.5 crores at the end of
June, 1970 to Rs. 12,15.3 crores at the end of June, 1974, Short-term loans
outstanding as on 30th June, 1974 at Rs. 900.76 crores were higher by
Rs. 286.62 crores over the level obtaining on 30th June, 1970. Medium-term
loans outstanding which amounted to Rs.262.04 crores on 30th June, 1974
were higher by Rs. 136.40 crores over the level obtaining on 30th June, 1970,

The large increase in short-term Joans can be mainly assigned to
the increasing coverage of high yielding varieties programmes and the use
of hybrid seeds and fertilisers which involved larger outlays on cultivation.

42. Review of the Co-operative Movement in India, 1970-72 Bombay, p. 60 and Slatistical State- =
ments reéc%ting to the Co-nperative Movement in Indie, Part 1T Credit Societies, 1973-74
pp. 22-23,
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In Maharashtra, where the expansion was very significant, the total loans
issued by central banks increased from R 232.6 crores in 1969-70 to
Rs. 3604 crores in 1973-74, followed by Gujarat from Rs. 134.1 crores to
Rs. 227.6 crores and Tamil Nadu from Rs. 96.3 crores to Rs. 147.2 crores.
In Bihar, the total loans issued as on 30th Jume, 1974 at Rs. 16.1 crores
were higher by Rs. 4.1 crores over the level obtaining on 30th June, 1970,
However, the expansion of credit was not uniform in all the States. Apart
from the difference in the rate of expansion of credit in various States,
the only State in which the volume of credit made available registered a
fall was Assam. It is evident from the following table:#

Tasre—21
Loans Issued & QOutstanding {Cerntral banks)

(Rs. in crores) '

Loans issued during the year Loans ouistanding as
State ended Fune on 30th Fune
1970 - 1974 1970 1974
Andhra Pradesh 34.3 48.0 39.4 54.8
Assam .- 2.8 1.5 7.5 9.7
Bihar o 12.0 16.1 18.9 30.2
Gujarat 134.1 927.6 93.2 201.9
Haryana 17.3 - 379 17.9 30.8
Himachal Pradesh 1.1 1.7 1.0 1.2
Jammu & Kashmir 3.9 8.8 2.6 7.9
Karnatak 71.7 88.2 64.1 83.5
Kerala 28.3 44.0 27.9 47.9
Madhya Pradesh 58.0 71.8 711 - 98.3
Maharashtra 232.6 360.4 153.2 238.6
Orissa ' 9.6 15.7 15.9 22.6
~Punjab 72,7 76.3 48.9 55.1
Rajasthan 17.5 33.1 22.5 36.7.
Tamil Nadu 86.3 147.2 64.5 106.4
Uttar Pradesh 69.0 92.6 71.2 115.5
West Bengal 11.3 174 18. 21.5
All-India * 872.5 1288.3 739.8 1162.5

*Total may not tally due to rounding of figures.

43, Review of the Co-operative Movement in India, 1970-72,Bombay, p. 62 and Siatistical State-
ments velating to the Comoperativs Movemsnt in India, Part 1 Credit Societies, 1973-74,13. 23,
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The relative disparities in the performance of the central banks can
be seen with reference to the dverage loans issued per capita of rural
population in different States. It is cvident from the following table ;11

TaBLE—22
Average Loans per Bank and per Capita of Rural Population on
30-6-1974
State Average loans  Average loans Average logns
Issued per  outsinding per dssued per capital
bank bank of rural papulation

Andhra Pradesh 191,89 219.08 13.71
Assam 21.73 138.29 1.14
Bibar 57.59 107.65 3.13
Gujarat 1264.55 1121.89 110.49
Haryana 316.03 256.51 39.89
Himachal Pradesh 34.25 97.88 5.30
Jammu & Kashmir 291.48 263.61 22.81
Karnatak 464.06 439.11 36.59
Keralu 399.17 435.68 23.65
Madliya Pradesh 167.03 228.52. 19.76
Maharashtra 1441.55 954.07 103.86
Orissa 92.45 132.76 710
Punjab 448.96 324.11 73.85
Rajasthan 132.54 146.66 15.63
Tamil Nadu 919.88 664.99 49.86
Uttar Pradesh 165.40 206.13 18.75
West Bengal 102.16 125.53 5.21
All-India 377.80 341.00 29.70

It will be seen from

the above table that the central banks in Gujarat,
Maharashtra, Tamil Nadu and Punjab and to some extent in Haryana,
Kerala, Madhya Pradesh and Karnatak have been successful in stepping up
their loans and advances. In the remaining States, the position may not
be said to be satisfactory. The average loans issucd per capita of “tural
population was the highest in Gujacat (Rs. 110.49), followed by Maha-
rashtra (Rs, 103.86), Punjab (Rs. 73.85) and Tamil Nadu {Rs. 49.86),
whereas the average loans issued per capita of rural population was the
lowest in Assam (Rs. 1.14), followed by Bihar (Rs. 3,18), Orissa (Rs. 7.10)
and Uttar Pradesh (Rs. 13.75) at the end of June, 1974.

44. Calculations based on the data in Statistical Statements relating 1o the Clo=aperalive
Movement in India, Part T Credit Societies, 1973.74, Bombay, pp. 23-27 and 113,
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The purposc-wise classification of short-term and medium-term Joans
issued during 1969-70 and 1973-74 is indicated in the following table :%

TarrLe—23
Purpose-wise Classification of Loans issued (Ceniral banks)

(Rs. in croves)

Purpose 569-70 1973-74
Short-term (Total) B 813.2 1206.5
Seagonal agricultural operations 457.7 657,3
Purchase of agricultural implements 3.2 205.7

Marketing of crops 76.2 103.1
Processing of agricultural produce 35.4 63.7
Industrial purposes 20.4 34.3
Consumption loans 14,2 492.9
Other purposes _ 190.5 274.2
Mecdium-term (Total) 59.3 81.8
Sinking of or vepair to wells 7.3 3.4
Purchase of Machinery (Oil engines,

pump-sets for irrigation etc.) 8.8 6.9
Purchase of caitle 10.7 8.2

Minor infprovements to land 24 0.8

Other agricultural purposes 15.2 5.8

Other purpoées (including industrial) 14.8 27.3

45, Review of the Comoperative Movement in India, 1970-72,~p. 65 and Statistical Statements
relating to ihe Co-operative Movement in India, Part 1 Credit Societies, 1973-74, Bombay, p. 26,
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It will be secn from the above table that the major portion of the
loans and advances made by the central banks was for seesonal agricultural
operations and marketing of crops as these two purposes accounted for
Rs, 533.9 crores or 65.65 per cent of the total short-term loans in 1969-70
and Rs, 760.4 crores or 63.03 per cent of the total short-term loans in 1973-
74, The loans for marketing of crops and processing of agricultural produce
were large only in the States of Gujarat, Mabarashira, Karnatak and Pun-
jab. Loans and advabces for industrial purposes were the largest in Tamil
Nadu (Rs. 11.6 crores), followed by Maharashtra (Rs. 6.6 crores), Andhra
Pradesh (Rs. 4.2 crores), Gujarat (Rs. 3.8 crores) and Karnatak (Rs. 2.9
crores), whereas the lowest amount for industrial purposes was in Himachal
Pradesh, lollowed by Jammu & Kashmir, Assam, Rajasthan, West Bengal
and Bihar.

Ifforts were also being made to bring about rationalisation of me-
dium-term loan policies of central banks based on the guidelines issued by
the Reserve Bank in August, 1968 for a switch over from sceurity-oriented
to production-oricnted system of iavestment lending. All the States had
accepted the approach in principle but the desired change in thelr policies
continued to be slow during the period under review. Apart from splitting
up the medium-term credit limits into 3 year and 5 vear portions, and
specifying the use of 5 year portion for specific purposes, the Reserve Bank
further advised that for a central bank to be eligible for a medium-term
credit limit from the Reserve Bank, it should have disbursed 40 per cent of
its medium-term loans for one or more of the spcified productive purposes.
These induced purposes such as minor wrrigation (wells, pump-sets, etc.)
and purchase of agricultural machinery and implements,®8 There was con-
siderable increase in the loans for the agricultural purposes from Rs. 15,2
crores in 1969-70 to Rs. 394 crores in 1971-72, which included loans for
purchase of milch cattle, poultry, aricultural implements, construction of
cattle sheds, farm houses, etc.”” However, the amount for other agricul-
tural purposes came down to Rs. 5.8 crores in 1973-74. The loans for
other purposes including industrial purposes and for purchase of shares
in co-operatives amounted to Rs. 27.3 crores or 33,37 per cent of the total
medium-term loans issued. ' '

Overdues °

The recovery performance of the central co-operative banks may not
‘be said to be satisfactory. The total overdues of the central banks increased
from Rs.215.2 crores or 29.1 per cent as on 30th June, 1970 to Rs. 360.8
crores or 31.0 per cent of the total outstandings at the end of June, 1974,

46, Review of the Co-operative Movement in India, 1970-72, Bombay, pp. 65-66.
47. Thid., p. 66.




96 Co-0PERATIVE BANKING IN BRIHAR

The increasing overdues appears to be a general phenomenon and not con-
fined to only weak States or Stales susceptible to natoral calamities. It
may be indicated in the table given below :%

TasrLs—24

Overdues {Central banks)
(Rs, in crores)

30-6-1970 30-6-1970

State
Quverdues Percentage Quverdues  Percenlage lo
to outstandings outstandings

Andhra Pradesh 13.5 34.2 158.7 28.5
Assam 5.7 75.8 8.6 88.7
Bihar 114 60.4 18.8 62.5
Gujarat 13.2 14.1 354 17.5
Haryana - 5.6 31.5 12.0 39.0
Himachal Pradesh 0.2 22.1 0.6 30.0
Jammu & Kashmir 1.0. 38.1 1.5 19.0
Karnatak 17.4 27.1 21.4 25.7
Kerala 44 15.9 11.9 24.8
Madhya Pradesh 22.0 30.9 420 42.7
Maharashtra 16.8 30.2 34.0 22.6
Orissa 743 46.0 10.9 48.2
Punjab 17.9 36.6 40.4 734
Rajasthan 8.7 38.4 12.8 34.9
Tamil Nadu 9.9 154 6.0 3.6
Uttar Pradesh 21.8 30.7 62.6 54,2
West Bengal 8.4 46.3 0.2 29.1
All-India : 215.2 29.1 360.8 31.0

It will be scen from the table that the States where the percentage

. of overdues io loans outstanding had declined during the period under

review were Andhra Pradesh, Jammum & Kashmir, Karnatak, Maharashtra,
Rajasthar, West Bengal and Tamil Nadu. In Tamil Nadu, the overdues
have progressively declined and were 5.6 per cent of the toial loans out-
standing at the end of June, 1974. Except Gujarat and Jammu & Kashmir, in
all other States the overdues were above 20 per cent. The largest percentage
of overdues to outstandings was 88.7 in Assam, followed by Punjab (734),
Bihar (62.5), Uttar Pradesh (54.2), Orissa (48.2) and Madhya Fradesh (42.7).

48, Review af the Co-operative Movement in India, 1970-72, Bombay, p. 66 and Sialistical Slate-
ments relating to the Coesperative Movement in India, Part 1 Credit Societies, 1973-74,
Bombay, p. 23. . : .
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Besides natural calamitics such as floods, droughts, etc., afleciing
the repaying capacity of the borrowcrs, the poor recovery performance can
be atiributcd mainly to the tolerance often shown by the Government in
regard fo the recovery of loans and taking coerceive steps, inadequate and
ineflicicnt supervision provided by the banks and reluctance on’ the part
of the mauagement of the societies to take cffective and prompt action for
recovery dues from the wilful defaulters. The absence of linking of credit
with marketing in most of the States have added to the difficulties of banks
in the recovery  of dues. '

Consequent on the increasing trend in overdues of the central co-
operative banks in the country, the Reserve Dank of India appointed a
‘Study Team on Overduoes of Co-operative Credit Institutions’ on 9th De-
cember, 1972, under the Chairmanship of Dr. C.D. Datey, Executive Direc-
tor of the Rescrve Bank of India, to analyse the causes of such overducs
and to recommend remedies for not only containing them within the reason-
able Hmits but also for cnsuring that the problem does not aggravate. The
Team was also asked 1o examine the adequacy of stabilization arrangements,
including the need for streamlining the policics and procedures for grant of
conversion/rephasement facilities and for augmentation of various funds of
the purposc.® )

Alter a comparative study of the working of the central co-opera-
tive banks in Indian States, we fnd that the central banks in some States
have not made satisfactory progress in several respects such as raising ad-
equate share capital, mobilization of deposits, implementation of production-
oriented system of lending for agriculture and recovery of their dues. So
there is the need of rehabilitation of weak central eo-operative banks,

In this conncction, the seminar of the Chief Executive Officers of
the apex co-operative banks held at Poona in September, 1970, had fixed
norms for identification of weak central banks and recommended that
such of the central banks whose bad and doubtful debts, accumulated losses
and other overdues over 3 years exceeded 50 per cent of their owned funds,
should be considered as weak and taken up for rehabilitation. According
to this criteria, these were 69 weak central banks in 12 States requiring
rehabilitation, as on 30th Jure, 19715

‘The Government of India ‘in consultation with the Planning Com-.
mission and the Reserve Bank of India, formulated a scheme in January,
1972, called the “New Central Sector Plan Scheme for Rehabilitation of
Selected Weak Central Co-operative Banks™”. For the purpose of selecting

49. Review of the Co-operative Movement in India, 1970-72, Bombay, p. 67.
50. Tbid., p. 67.
51, Ihid., p. 68
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the weak banks for assistance under the scheme, the criteria recommended
at the seminar of the Chief Executives of the apex banks reférred to ahove.
was accepted by the Goveroment of India with further stipulation that the
uneroded owned funds of the bank should he less than Rs, 25 lakhs and
the bank should have scope for becoming, after rchabilitation, a viable unit
within a reasonable period by raising its loan business to about Rs. 1 crore.
The objective of the Central Scheme was to write off the accumulated had
debts, losses and iirecoverable overdues over 3 years as ascertained after
due investigation at the socicties’ level. The total write off, however,
should not excecd 30 per cent of the amount of bad/doubtful debts, losses
and other overdues over 3 years as on 30th, June, 1971 at the central bank
level. Turther, the loans due from only small fa 'mers, artisans etc, were to
be considered for write off under the scheme and those” due from medium
and large farmers were not to be written off. The total amount of irre-
coverable dues eligible for write off was to be shared by the primary credit
socicties, the central banks and the apex co-operative bank at the rate of
20 per cent of the amount to be written off at each level and the balance
was to be shared equally by the State and the Central Governments, The
share of write off from the primary societies and the central banks could
be lower in suitable cases where rcserves were inadequate, but it would
not in any case be less than 5 per cent of the amount of loans written off
‘at each level. In cases where there were no rescrves even to meet this
5 per cent, the higher financing agency was expected to bear the deficite,

The Reserve Bank had agreed to treat the overdues of the central
banks with overdues over 60 per cent of demand atthe end of Jure, 1972
selected for assistance under thc New Central Sector Plan Scheme, as no-
tionally reduced to the extent of assistance actually received by them wunder
the scheme and appearing to the credit of the ‘Rehabilitation Fund®’, for
the purpose of sanction of short-term credit limits from the Reserve Bank,
if after such notional reduaction, the overdues worked out to less than
60 per cent of the demand®.

§ At the end of June, 1972, there were, in all, 125 central banks
under the programme of rehabilitation comprising (a} banks covered by the
central scheme (74); (b) the banks in whose areas the scheme of financing of
primary~agriculiural credit societies by commercial banks was in operation;
{c) the banks identified as ‘weak’ on the basis of criteria laid down in the
seminar of Chief Executive Officers of apex banks held at Poona in September,
1970 and (d) the banks taken under the programme of rehabilitation on
ad hoc basis on account of operational incfliciencies in their workings,

52, Ibid,, pp. 68-69
53. Tbid., p. 69.
54, Ibid., p. 69.
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State Co-operative Banks

The State co-operative banks are the federations of ceniral or- district
co-operative banks and banking unions, at the state levels. At the end of
June, 1974, 21 States and 5 Union territories were served by a state co-
operative bank each, raising the total number of State co-operative banks
to 26 from 25 in 1969-70,

The State co-operative banks in States having the three tier system
continued the policy of opening branches in metropolis centres where they
were registered and only in cxceptional cases at other centres in the dis-
tricts. The banks have opened new offices, taking the total number of
offices, including head offices, to 251 at the end of Juze, 1974, The mem-
bership of the banks consisted of 13,036 co-operative societies, 7,212 indivi-
duals and others including the State Governments and 10,791 nominal mem-
bers. Maharashtra had the Jargest number of members including nominal,
at 12,848 followed by Goa, Daman and Diu (3,738) and Assam (2,956),
The Stale co-operative banks of Maharashtra and Himachal Pradesh had
the maximum number of branches including head oflice at 33 each, follow-
ed by Assam (27), Tamil Nadu (21), West Bengal (17), Tripura and Ugar
Pradesh (14 each), Delhi (13), Goa, Daman and Diu (11), Bihar {9) and
Madhya Pradesh (8).5 SR

Every care has been taken to maintain the democratic spirit in the
management and administration of State co-operative banks by providing
opportunity for the represeniation of the central co-operative banks on the
board and their management. In this context, the management of Maha-
rashtra State co-operative bank is completely based on the principle of’
democracy as the entire board of management is constituted with the dele-
gates of the affiliated district co-operative banks and the State Government
nominces. On the contrary there are only a few representatives from Cen-
tral co-operative banks on the board of management of Bihar Co-operative
Bank Limited, ‘

* %

Owned funds

The following tabless indicates the position of owned funds of State
co-operative banks during the two years under review : — :

55, Staiistical Siatements relating to the Co-operative  Movement in Fadia, Part I Credit Secieties
1973-74, Bombay, p. 5. | _
56. Review of the Co-sperative Movemeni in India, 1970.72, Bombay, pp. 37-38 and Seatistical

Statements relaling to the Comoperative Movement in India. Part 1’ Credit Societies, 1973-74,
Bombay, pp. 5-6. _ T
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TaBLE—25
Progress in Owned Funds (State Cao-operative Banks)

(Rs. in crores)

' Increase over 1969-70
Owned Funds 1969-70 1973-74 —

Ameount Per cent

Share capital 39.6 54.5 14.9 38
Of which from Government (11.8) (19.7) {7.9) (67)
Statutory Reserve 9.4 13.6 4.2 43
Agricultural Credit Stabilization = 22.3 38.7 16.4 74

Fund _ '
Other Reserves (Bad debt reserve

-special bad debt/reserve -

other reserves) 11.5 21.7 10.2 89
Total * 82.8 128.5 45,7

* Totalling may not tally duc to rounding of figures.

: It will be seen from the ahove table ‘that the total owned fands
of the banks increased by Rs. 45.7 crores to Rs, 128.5 crores at the end
of June, 1974, About one-third of this increase was accounted for by the
increase in the statutory and other reserves, The amount to the credit of
the agricultural credit stabilization fund increased by as much as Rs. 16.4
crores mainly on account of the loans and grants made available by the
Government of India. The paid-up share capital of all the State co-opera-
tive banks increased from Rs. 39.6 crores at the end of June, 1970 to
Rs, 54.5 crores as on 30th June, 1974, Of the total paid-up capital, a sum of
Rs. 34.6 crores or 63.5 per cent was from the affiliated cb-operative societics
including central co-operative banks, The State Governments’ contribution
amounted to Rs. 19.7 crorcs. The State co-operative banks also continued
their efforts to strengthen their capital base by linking shareholding of affi-
liated institutions with their borrowings, The State co-operative bapks had
been also attempting to bring about linking to the extent of 5 per cent of
the borrowings by central banks, while in the case of borrowings by insti-
tutions other than central banks, they have been adopting different stadards
of share linking. The proportion of Government share capital = contribu-
tion to the total share capital of all the State co-operative banks increas-
ed from 29.8 per cent to 36.2 per cent during the two years under review.
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The Madhya Pradesh and Bihar State co-operative banks received shrae
capital contribution from the respective state Governments to “the extent
of Rs. 1,65.60 lakhs and Rs. 66.00 lakhs respectively, during the year
1073.74.58

Deposits

The efforts of the State co-operative bhanks towards deposit mobi-
lization bave shown good progress during the period under review. The
deposits increased from Rs. 234.3 crores at the end of June, 1970 to
Rs. 488.7 crores as on 30th june, 1974, showing an overall increase of
Rs. 254.4 crores during the period under review. The comparative position
of deposits in the various State co-operative banks according to their owner-
ship as on 30 June, 1970 and 1974 is given in the table’ below:

56A.  Statistical Statements relating to the Co-operative Movement in India, Part T Credijt
Sccietics, 1973-74, p. 5.

37. Review of the Co-operative Morvement in Indm, 1970-72, Bombay, p. 40 and Staistical State-
menis relating to the Co-operatiye Mavemezzt in India, Part I Credit BSocietjes, 1973-74,
Bombay, p. 5.
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TasLE—26

Ownership of Deposits (State Co-operative Banks)

(Rs. in lakhs)

1969-70

1,65,32.82

State Go-operative Bank Co-operative Individuals Total
Societies and others
Andhra Pradesh 9,27.91 1,95.73 10,83.64
Assam 1,95.76 10,28.47 12,24.23
Bihar 3,64.42 3,05.68 6,70.10
Gujarat 24,06.02 1,32.33 25,38.35
Haryana 1,50.02 2,42.08 3,92.10
Himachal Pradesh 60.86 2,12.56 2,73.42
Jammu & Kashmir 75,92 10.94 86.86
Karnatak 9,37.31 83.63 10,20.94
Kerala 3,30.24 72.14 4,02.38
Madhya Pradesh 606.59 446,03 10,52.62
Maharashtra 6,100.65 20,14.83 81,15.48
Manipur 14.70 17.45 32.13
Meghalaya — — —
Nagaland 0.97 7.45 8.42
Orissa 2,66.22 56.70 3,22.92
Panjab 8,84,43 2,63.78 11,48.21
Rajasthan 1,95.00 67.66 2,62.66
Tamil Nada 6,93.03 6,04.72 - 12,97.75
.Tripura 16.60 21.54 38.14
Uttar Pradesh 13,40.71 8,37.59 21,78.30
‘West Bengal 6,88.86 1,18.41 8,07.27
Andaman & Nicobar 0.90 2.14 3.04
Chandigarh 7.95 7.25 15.20
Delhi 1,84.47 1,38.,81 3,23.28
Goa, Daman & Diu 51,84 42,29 94.13
Pondicherry 31.44 744 38.88
Total 68,97.65

2,34,30.47
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TaBLE—26 (Conid.)

1573-74
Co-operative  Individuals &  Total
Co-operative Indroiduals Total Societies others
Societies & others {(4-1) (5-2) (6-3)
21,45.17 1,83.44 23,28.61 +12,19.26 4 2771 +1244.97
3,35.34  12,50.86 15,86.20 41,3958+ 222.39 4 3,61,97
7,34.35 6,49.60 13,83.95 + 3,69.93 + 34392 + 7,13.85
53,99.85 1,04.39 55,04.24  --29,93.83 — 27.94 +29,65.89
7,15.08 6,15.47 13,30,55 -+ 36506 -+ 373.39 + 9,38.45
3,04.71 3,57.92 6,62.63 + 24385 + 14536 + 3,89.21
1,06.94 12.57 1,19.51 + 3102+ .63 + 32.65
21,20.94 1,36.70 22,57.64  +11,83.63 L 53,07 +12,36,70
:7,83.17 85.87 8,69.04 - 45293 + 1373 + 4,66.66
10(:,90.08 4,24.64 15,14.72 + 4,8349 — 2L.39 + 4,62,10
1,27,21.71 24,24.16 1,51,45.87 +66,21.06 + 933 -+70,30.39
40.67 50.23 90,90 + 2597 4+ 3278 + 58,75
29.59 1,85.19 2,14.78  + 29,59 + 185.19 + 2,14.78
6.65 1,09.69 1,16.34 + 568 + 1,02.24 + 1,07.92
6,26.58 55.13 6,81.71 _ + 36036 — 057 + 3,58.79
97.02.82  6,53.53 33,56.35  +18,18.30 + 3,80.75 +22,08.14
4,82.23 1,08.21 5,85.44 + 2,87.23 + 35,55 + 3,22.88
17,66.70  19.61.14 37,27.84 +10,73.67  +13,56.42  +24,30.09
37.72 62.92 1,00.64 + 21.12 4+ 41.38 + 62,50
34.53.69  14,51.10 49.04.79 +21,12.98  + 6,13.51 + 27,2649
13,59.07 2,12.83 15,71.90  + 6,70.11  + 9442 + 7,64.63
3.61 7.99 11.60 + 271 + 585 + 8.56
3.41 42.66 46,07 — 384 + 3541 + 30.87
2,66,94 * 1,70.88 437.82 -+ 8247 - 3207 + 7,14.54
1,32.46 1,10,25 24271 + 80,62 + €796 + 1,48.58
45.95 29.68 75.63 + 1451 + 2224 4 36,85
3,74,15,43 1,14,52.05 488,67.48  2,08,82.61 +45,54.40 +2,54,37.01
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It will be scen from the above table that there has been very
little variation in the composition of deposits. The proportion of deposits
of co-operative societies to total deposits as on 30th June, 1974 was 76,57
per cent as compared with 70.56 per cent at the end of June, 1974. While
this was the position of all the State co-operative banks taken together, the
proportion of deposits from co-operative socieites to total deposits was re-
latively higher in 17 banks as at the end of 1973.74, In 8 other banks the
deposits from individuals and others were comparatively more than the
deposits from co-operative socicties,

The ecfforts of the individual banks in mobilizing deposits yielded
good results as the total deposits were morc than doubled during the period
under review. The increase in deposits was all-round, i.e., both from with-
in and outside the movement in the case of 25 banks. The highcst amount
ol dcpoesits was recorded by Maharashtra (Rs. 151,45.87 lakhs), followed by -
Gujarat (Rs. 55,04.24 lakhs), Uttar Pradesh (Rs. 4,904.79 lakhs), Tamil
Nadu (Rs. 37,27.84 lakhs) and Punjab (Rs. 33,56.35 lakhs). In comparison
to these State banks, the State co-operative bank’s deposits, in Bihar were
disappointing as it recorded Rs. 13,83.95 lakhs and constituted 2,83 per cent
of the total deposits at the end of June, 1974,

Other Borrowings

State co-operative banks borrow from the Reserve Bank of India,
the State Bank of India and its subsidiaries, the State Governments, the
Industrial Development Bank of India and the Agricultural Refinance Cor-
poration. The Reserve Bank of India has been pursuing action to ensure
the adoption of productjion-oriented loaning policies, purposive measures
designed to channel a larger flow of credit to small farmers, programme
of re-organization of the primary socicties with the objective of retaining
only viable unit, steps to promote greater degree of self-reliance among
co-operative credit institutions and action to identify the credit inadequacies
in the co-operatively weak States etc. Therefore, it continues to be the
main source of funds for the State co-operative banks and accounts for
the largest percentage of their total borrowings.

Borrowings from the State Bank of India and its subsidiaries are
mainly for financing procurement, marketing activities, distribution of ferti-
lizers, consumers’ busincss and for general banking purposes. The boriow-
ings from the State Governments are mainly for agricultural purposes (i.e.,
taccavi loans, which are routed through the co-operatives), for financing
industrial societies, consumers’ stores, ctc.

Borrowings of the State co-operative banks declined from Rs. 302.3 crores
at the end of June, 1969-70 to Rs., 2904 crores as on 30th June, 1974,
showing a fall of Rs, 11,9 crores. The comparative position of owned fands,
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deposits and horrowings and their porcenlages to working capital as on 30th
Junc, 1970 and -30th June, 1974 may be seen from the following table® :—

Tapre—27
Composition of Werking Capital (State Co-operative Banks)

(Rs. in crores)

1969-70 1973-74

Working capital .. 6194 942.0
Owned funds - . 82.8 128.6
(Percentage) . {15.4) {13.6)
Deposits . 234.3 488.7
{(Percentage) . (37.8) (51.9)
Borrowings .. ' 302.3 290.3
(Percentage) . {48.8) {30.8)

It will be seen from the table that the proportion of owned funds to
working capital slightly went up from 13.4 per cent at the end of June,
1970 to 13.6 per cent on 30th June, 1974. The proportion of deposits to
working capital showed a rising trend and constituted 51.9 per cent of the
working capital at the end of June, 1974. However, the proportion of borrow-
ing to working capital showed a downward trend and declined from 48.8 per
cent at the end of June, 1970 to 30.8 per cent on 30th June, 1974, The Statewise
position of owned funds, deposiis and borrowings and their percentages to
working capital as on 30th June, 1974 is evident from the following table : 5

%

58. Statisticol Slatements relating te the Co-operative Movement tn  India, Part 1 Credit Societies,
1969-70, pp. 6-7 and 1973 74, pp. 6-7.

59,  Statistical Statements relating to the Co-operative Movement in India, Part 1 Credit Socielies,
1973-74, Bombay, pp. 6-7,
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An analysis of the owned funds, deposits and borrowings in relation
to working capital bank-wise revcaled that b State co-operative banks in
Manipur, Orissa, West Bengal, Andaman and Nicobar and Pondicherry had
owned funds exceeding 20 per cent of their working capital during 1973-74.
In 18 State co-operative banks, deposits constitutced more than 50 per cent
of their working capital, while 8 State co-operative banks had deposits below
50 per cent of their working capital.

The preportion of borrowings to total working capital was also 50
per cent or more in the case of threce State co-operative banks during the
year 1973-74. The highest was in the case of Madhya Pradesh State Co-
operative Bank, which stood at 58.07 per cent. The lowest percentage of
borrowings in relation to the working capital (3.419%) was in the case of
the Himachal Pradesh State Go-operative bank in 1973-74.

Investments

The total investments of all the State co-operative banks excluding
their investment in fixed deposits with other banks which have been treated
as balance with banks, stood at Rs. 146.3 crores as on 30th June, 1974
as compared with Rs. 78.5 crores at the end of 1969-70. The following
tables® gives the comparative position -of their investments as at the end

of 1969-70 and 1973-74 —
7 TarLE—29

Investments (State Co-operative Banks) -
(1969-70 and 1973-74)
(Rs. in crores)

Tnvestments 1965-70 19758-74

Govemfnent securities .. 45.8 81.1

Other trustee securities (including
debentures of land development banks) 32.0 62.9

2]

* Figed deposits .. — —

Others 07 23

Total .. 78.5 146.3

60. Reiew of the Comoperative Movement in India, 1970 72, Bombay, p. 44 and  Statistical Slae-
ments rvelating to the Co-cperative Movement in Indie, Part T Credit Societies, 1973-74, Bom-
bay, p- 8
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‘The increase in investment was of the order of Rs. 67.8 crores over
the level obtaining in 1969-70. The investment was the highest in Maba-
rashtra (Rs. 23.6 crores), followed by Tamil Nadu (Rs. 10.8 crores), Gujarat
(Rs. 9.6 crores), Uttar Pradesh (Rs. 9.5 crores), Madhya Pradesh (Rs. 8.2
crores) and Punjab (Rs. 6.1 crores). The investment made by the Bihar
State Co-operative Bank was disappointing as it stood at Rs. 1.2 crores in
1973-74.

Loans and Advances

The State co-operative banks in all the States assume the key posi-
tion in the co-operative credit structure. They not only mobiiise but also
deploy the required financial vesources appropriately among the various
sectors. Thus, their significance lies in the fact that only through the medium
of State co-operative banks caa Reserve Bank finance reach the hands of -
the cultivators.

The purpose-wise analysis of the short-term loans issued by the State
co-operative bhanks during the years 1969-70 and 1973-74 may be indicated
in the tableft below:—

TABLE—30

Short-Term Advances (State Co-operative Banks)

(Rs. in lakhs)

1969-70 1973-74

Seasonal agricultaral operations including

seeds and fertilizers . 358,20.77 554,04.94
Purchase of agricultural implements .. (.42 1,04.50
Marketing of crops including procurement 77,65 .40 85,34.00
Processing of agricultural produce . 55,11.94 127,83.54
Other agricultural purposes inclnding

distrihution of inputs .. 17,30.16 . 20,23.04
Industrial purposes _ _ . 14,40.61 - 49,36.93
Consumption loans .. 1,10.06 5,50.39
Other purposes including supply of consumer

goods - 110,72.89 182,34.15

Total . 673,09.59 1114,79.00

81. Statistical siatemenis reluting fo ihe Compperaiive movement in India, Part T Credit Societies,
1968-70, P 12 and 1973-74,_Bombay, p- 14, '
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It may be seen from the above table that advances for scasonal
agriculiural operations increased from Rs. 358,20.77 lakhs as on 30th June,
1970 to Rs. 554,04.94 lakhs at the cnd of Junc, 1974, showing an increase
of Rs. 195,84.17 lakhs during the pericd under review. The advances for
processing  agricultural produce also increased from Rs. 55,11.94 lakhs as
on 30th June, 1970 to Rs. 127,83.54 lakhs at the end of Junc, 1974, Other
purposes of a short-termo nature roughly covered dishbursement of loans for
consumption purposes, distribution and supply of consumers’ goods I somc
of the States. Bank-wise analysis showed that the highest amount of short-
term loans and advances was made by the Maharashtra Seate Co-operative
Bank at Rs.161,61.54 lakhs, followed by Gujarat (Rs. 78,35.60 lakhs), Uttar
Pradesh (Rs. 69,03.78 lakhs), Punjab (Rs, 68,40.05 lakhs) and Madhya
Pradesh (Rs. 54,90.33 lakhs). Loans and advances made I»y the Bihar State
Co-operative Bank amounted (o Rs. 12,29.39 lakhs which constituted 1.83
per cent of the total short-term loans and advances 2t the end of Junc,
1974, ;

The purpose-wise analysis of the medium-term advances by the State
co-operative banks is indicated in the table®® given below:—

TapLe—31
Medium-Term Advances (State Co-operative Banks)

(Rs. in lakhs)

' 1969-70 197374

Sinking of or repairs to wells .. 4.47.48 o 2,74.34 -
Purchase of machinery . 30344 8,70.62
Purchase of cattle .. 62,32 60.48
Minor improvements to lands . 61.65 12.94
Conversion loans .. — 49,83.64
Other agricultural purposes .. 7,27.81 7.23.62
Industrial purposes . 22,40 1,89.60
Others .. 6,26.4] 18,46.52

Total .. 33,98.36 88,88.61

62. Statistical stalements velating 1o tle Co-cperative Maovement in  India, Part T Credit Societics,

1969-70, p. 13 and 1973-74, Bombay, p. 15
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A number of Statc co-operative banks have not given the purpose-
wise break-up of medium-term advances in the years 1969-70 -and 1973-74
and as such the figures in the table may be taken to rcpresent only the
broad pattern of medium-term advances made by the State co-operative
banks. Loans for productive purposcs, particularly for minor irrigation and
purchase of machinery, have incrcased during the two year period under
review. While loans for sinking of or repair to wells declined from
Rs. 4,47.48 lakhs as on 30th June, 1970 to Rs. 2,74.34 lakhs at the end of
June, 1974, thosefor purchase of machinery showed an increase of Rs. 67.18
lakhs over the level obtaining in 1969-70. Loans for minor improvements
to land which may not be easily identifiable had declined in 1973-74 to
almost a fifth of the level in 1969-70. ‘The medinm-term loans made by
the Bihar State Co-operative Bank was Rs. 1,82.29 lakhs which constituted
2.05 per cent of the total medium-term loans issued at the end of June,
1974. :

Overdues

The overdues of the State co-operative banks rose from Rs. 358.3
crores in 1971-72 to Rs. 40.9 crores in 1973-74, but the percentage of over-
dues to loans outstanding declined (rom 6.93 in 1971-72 to 5.79 at the end
of June, 1974, The State co-operative banks of Assam, Bihar, Maharashtra,
Rajasthan, Uttar Pradesh and West Bengal accounted for 79.44 per cent of
the total overdues of the state co-operative banks as on 30th June, 1974,
The proportion of overdues to loans outstanding continued to be high in
the State co-operative banks of Meghalaya (75.40%), Manipur (66.989%,),
Tripura (52.319}), Assam (42.669,), Bihar (35.29%,), Andaman and Nicobar
(30.80%,), Himachal Pradesh (29.319), and = Chandigarh (24.24%). There
was, however, a decline in the proportion of overdues to loans outstanding
o the case of State co-operative banks of Haryana (0.049), Karnatak
(0.45 %), Kerala (0.05%), Tamil Nadu {0.269,), Rajasthan (1.459,), Uttar
Pradesh (3.18%,), Madhya Pradesh (3.319%,), and Orissa (4.74%,). The Siate-
wise position of overdues to loans outstanding at thc end of June, 1974 is
evident from the following table®®:—

63. Statistical Statements relating to the Co-operalive Movement in India, Part T Credit Societies
1973~74, Bombay, p. 9.
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TaBLE—32

Overdues at the end of June, 1974 (State Co-operative Banks)

(Rs. in lakhs)

State Loans vutstanding  Quverdues  Percentage of over-

dues to outstanding

loans

Andhra-Pradesh 29.65.03 60.29 2.03
Assam 17,36.71 7,40.83 42 .66
Bihar 19,27.75 6,80.21 35.29
Gujarat 1,00,86.52 — —
Haryana 17,49.15 0.70 0.04
Himachal Pradesh 3,53.62 1,03.64 29.31
Jammu & Kashmir 3,11.35 51.80 16.64
Karnatak 45,94.87 20.57 0.45
Kerala 24,56.39 1.24 0.05
Madhya Pradeésh 57,02.88 1,88.67 3.31
Maharashtra 1,69,19.78 12,67.29 7.49
Manipur 83.50 59.28 66.98
Maghalaya 1,10.18 83.08 75.40
Nagaland 58.48 9.33 15.95
Orissa 8,88.33 49.07 4,74
Punjab 35,60.30 1.37 0.04
Rajasthan 23,00.77 33.26 1.45
Tamil Nadu 43,77.11 12.46 0.26
Tripura 1,72.52 90.24 52.51
Uttar Pradesh 73,24.38 2,32.90 3.18
West Bengal 16,41.22 2,93.99 17.91
Andaman & Nicobar 5.68 1.92 33.80
Chandigarh 26.20 6.35 24.24
Delhi _ 4,30.47 76.24 17.71
Goa, Daman & Diu 2,21.92 16.41 7.39
Pondicherry 1,12.55 15.45 13.73
All-India 7,06,22 66 40,90.59

5.79
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During the period under review, drought and scarcity conditions in
several parts of the country were witnessed and many banks had to provide
facilities for convertion in respect of the leans given for scasonal agricyltural
opecrations., '

Thus the funds of -the Siate banks consists of share capital, reserve
fund, various kinds of deposits similar to those of the central banks, short-term
loans, cash credits and overdrafts from the State Bank of India and some
of the joint-stock banks, and the deposit of the surplus funds of the
central banks affibated to them. :

The State co-operative banks have also formed the Indian State
Co-operative Bank’s Association to co-ordinate their work, to promote com-
mon interests, and to supply information regarding each other’s financial
nceds. As the Reserve Bank has siated that it can help them only to tide
over & temporary shortage of funds and cannot supply them with normal
finance, they will have to consider the question of starting a separate apex
bank, when their present surplus of funds disappears, In addition to this
association, there is the All-India Co-operative Institutes’ Association, which
promotes co-operation through member institutes, that have been established
in different parts of the country, by supplying them with advice and assis-
tance on all co-operative problems.®

Central Land Development Banks

Central land mortgage banks, now called central land development
banks grant long-term credit generally for a period of 5 to 20 years, against
the conveyance of land as security. The first land mortgage bank was es-
tablished in Jhind in Punjab in 1920. But the real beginning was made
by the openming of the central land mortgage bank in Tamil Nadu in 1929,
which was followed by similar moves by many other States.

Land Development banks have no uniform pattern. They have the
following structures :

(a) =2 central land development hank at the top and primary land
development banks at the base;

(B) a central land development bank making direct deals with fthe-

peasants;

(c) a central land development bank also operating through branches
and 7

(d) a central Jand development bank serving as a department of
the *State co-operative bank.

64, Panandikar, 5. G., Banking in India, 12th Edition, 1975, Orient Longman, Bombay,
pp- 115-16. '
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The number of central co-operative land development barks in the
country functioning through their branches and primary land development
banks stood at 19 at the end of june, 1974, All the States except Manipur
Maghalaya and Nagaland; had central land development banks. One union
territory namely Pondicherry also had a central Jand development bank. In
the union territories of Delhi and Goa, Daman and Diu, the state co-opera-
tive banks catered to the long-term credit needs of cultivators through their
land development banking sections. While in the states of Bihar, Gujarat,
Himachal Pradesh, Jammu & Kashmir, Tripura, Uttar Pradesh and also
in the unlon territory of Pondicherry, the central land development banks
operated through their branches, in the remaining states, the two tier struc-
ture continued; i.e., the central land development banks functioning through
primary land development banks.*®

The progress made by the 19 central land development banks during
the years 1969-70 and 1973-74 may be indicated in the following® table :

TanLe—33
Progress in Operations of the Central Land Development Banks

(1969-70 and 1973-74)
(Rs. in crores)

1969-70 1973-74
1. Membership '
(a) Primary land development banks 799 847
(b) Other co-operative banks & societies 193 1,859
(¢) Individuals {regular) 7,94.888 20,11,327
i Individuals (nominal) 4,35,453 9,22.596 .

»Note :—Till the end of June, 1972, the number of primary land development banks of
Maharashtra stands at 27. (Statistical Statements relating' to the Co operative
Movement in Indig, Part I Credit societies, 1971-72, Bombay, p. 141). Buit in
the statistical Staternents relating to the Co-operative Movernent in India, Part I
Credit Sdcieties, 1973-74, 27 primaty Jand development banks have been shown
as branches including Head office of the Central land development bahk of Maha-
rashtra on p. 170. '

65. Raiew of the Co-operative Movement in India, 1970-72, pp. 96-97 and Statistical Statements |
relating to the Co-operative Movément in India, Part 1 Credit Societies, Bombay, 1973-74,
pp. 170-84.
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TasLs—33 (Contd.)

2. Paid-up capital 38.9 - 93.6

Of which Government contribution (8.0) (21.9)
3. Reserves 6.7 24.2
4. Deposits ' 9.5 19.0
5. Dcbentures outstanding 5,70.8 11,43.3
6. Other borrowings 12.5 ‘ 13.7
7. Working capital : 6,68.7 13,68.1
8. Investments '

(a) Sinking fund 118.0 3,249

{b) Other investments 7.8 28.0
9. Loans

(a) Issued 153.3 146.7

(b) Outstanding . 509.7 914.0

(¢) Overdue 5.4 41.7

10. Profit 4.0 9.5

It will be seen from the table that there has been considerable pro-
gress in the working of central land development banks during the period
under review. The paid-up share capital of the banks increased from
Rs. 38.9 crores in 1969-70 to Rs. 93.6 croresin 1973-74. The State Governments®
contribution to their share capital stood at Rs. 21.9 crores as on 30th June,
1974 as against Rs. 8.0 crores as on 30th June, 1970, The amount borrow-
ed through floating of debentures increased from Rs. 570.8 crores as on 30th
June, 1970 to Rs. 11,43.3 crores at the end of June, 1974. The working
capital of all the central land devclopment banks stood at Rs. 13,68.1 crores
as on 30th June, 1974 as against Rs. 668.7 crores as on 30th June, 1970.

Hpwever, there was a decline in the quantum of loans issued by:
the central land development banks from Rs. 153.3 crores in 1969-7¢ to:
Rs. 146.7 crores in 1973-74. The total loans outstanding rose from Rs. 509.7
crores as on 30th June, 1970 to Rs. 914.0 crores at the end of June, 1974.:
The profits of the banks increased from Rs. 4.0 crores for the year 1969-:
70 to Rs. 9.5 crores for the year 1973-74. The purpose-wise loans issued :
by central land development banks may be seen from the following table® :— |

66. Review of the Co-operative Movement in India, 1970-72 pp. 97-98 and Statistical Staiemmts%
relating to the Co-operative Movemeni in Indiu, Part I Credit Societies, 1973 74, Bombay,;
p. 185
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TasLe—34
Purpose-wise Loans Issued by Central Land Development Banks'

{Rs. in crores)

Purpose | | | 1969-70  1973-74

1. Land improvement (classification of loans issued : :
colms. 9410411 412 4-13) ' : 13.4 15.8
2. Sinking of and repairs to wells _ )
(Classification of Joans issued : colms. 2 4-3) 59.1 51.3
3. Purchase of machinery (Classification of loans issued: ‘
colms. 4 +5 +6 +7 +8) ' 57.3 72.9
4. Redemption of debts ’ 1.2 1.5
5. Others B ' 22.1 4.5
153.3 146.7
Percentage of (1), (2) & (3) to Total 84.6 054

: From the above table it is evident that during the year 1973-74;
~ Joans. for sinking of and repairs to wells {(Rs. 51.3 crores), purchase of ma-
chinery etc. (Rs. 72.9 crores) and land improvement (Rs. 15.8 crores) taken
together, accounted for 95.43 per cent of the total loans issued as compared
 with 84.67 per cent in 1969-70. A substantial decline was recorded under
loans for other purposes from Rs. 22.1 crores in 1969-70 to Rs. 4.5 crores

in 1973-74.

The State-wisc loans issued, outstanding and overdue at the-close of
the year 1973-74 may be indicated in the following tables? :—

67. Statistical Jtatme;n!.r telating o the Co-pperative Movement in Indin, Part T Credit Socie_ties;:
© 1973-74, Bombay, pp. 183-84. - : . Lo
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Taers—35

State.wise Loans Issued, Ouistanding and Overdue at the end of June,
1973-74. {Central Land Development Banks)

(Rs. in lakhs)

State| Union Loans out- Loans  Percentage of
Territory Loans issued  standing averdue overdues to
outstanding
Andhra Pradesh 11,75.15 96,2222 - 1,53.28 ° 1.59
Asgsam 9.02 67.69 5.65 8.35
Bibhar 11,33.81 42,06.84 2,0640 491
Gujarat 9,97.34  109,30.73 9,87.77 9.04
Haryana 78761 358951 _ —
Himachal Pradesh 8.87 1,67.68 22.97 13.70
Jammu & Kashmir 22,92 2,94.10 8.68 2.55
Karnatak . 14,1572 70,57.71 1,53.04 9.17
Kerala 3,30.61 14,39.84 36.38 2.53
Madhya Pradesh o 11,77.07 43,72.81 1,81.00 4.14
Maharashtra 14,95.72 149,72.24 16,97.65 11.34
Orissa 3,03.35 17,60.61 - 14736 8.37
Punjab 10,69.02 61,10.20 71.82 1.18
Rajasthan 4,62.11 18,70.80 1,73.37. 9.27
Tamil Nadu : 16,14.96 106,52.36 42.62 0.40
Tripura 1.52 5.14 0.62 12.06
Uttar Pradesh 25,50.92 136,45.72 2,56.89 1.88
‘West Bengal 1,04.93 5,72.65 22.11 3.86
Pondicherry 7.78 - 6771 3.26 4.81
All-India 146,68.38  014,06.56  41,70.87 4.56

Tt will be scen from the table that the highest amount of loang
was advanced by the Uttar Pradesh Land development bank (Rs. 25,50.92
‘lakhs), followed by Tamil Nadu (Rs. -16,14.96 lakhs), Maharashtra
(Rs. 14.95.72 lakhs), Karnatak (Rs. 14,15.72 Jakhs), Andhra Pradesh
(Rs. 11,75.15 lakhs) and Bihar (Rs. 11,33.81 lakhs). The low amount of -
loans issued was recorded by the land development banks of Tripura
(Rs, 1.52 lakhs), Pondicherry (Rs. 7.73 lakhs), Himachal Pradesh {(Rs. 8.87
lakhs), and Assam (Rs. 9.02 lakhs). : _
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The highest percentage of overdues to loang outstanding was recorded
by the land development banks of Himachal Pradesh (13.70), followed by
Tripura (Rs. 12.06), Maharashtra (11.34), Gujarat (9.04) and Assam (8.35).
The percentage of overdues to loans outstanding was found to be very low
in case of the banks of Tamil Nadu (0.40) and Punjab (1.18). There was
no overdues in the Haryana land development bank. The Bihar land deve-
lopment bank constituted 4.9 per cent of the total loans outstanding at the
end of 1973-74.

The co-operative land development banks raise resources mainly by
floatation of ordinary debentures. The programme for each year is determined
at a meeting of the representatives of the land development banks and the
major investors convened by the Reserve Bank of India before the commence-
ment of the financial year. The allocation of support 1o be provided to
the ordinary debentures by different investors is decided npon at this meet-
ing,

Primary land mortgage/development banks, on the other band,
constitute the base of long-term agricultural credit. They derive their work-
ing capital from share capital and reserves, deposits, borrowings and deben-
tures. -

After the perusal of the performance of the 19 central land development
banks, we find that in the field of long-term credit Tamil Nadu and
Maharashtra have established a glorious record. In comparison to these
States, the performance of the Bihar land development bank may not be
said to be satisfactory. -

However, of the over all working of land mortgage banks, the
Rural Credit Survey Committee observed: “‘at its best, it raises inadequate
funds in a manner ill-related to demand and usually lends them in a man-
ner unco-ordinated with development, acts as if prior debts and not produc-
tion had a prior claim on its attention, reaches mainly the large cultivator
and reaches him late’”.® This observation held good till the proclamation
of emergency and the declaration of 20-Point Economic Programme in the
country. Since July 1, 1975 the situation has been favourable for all kinds
of agriculturists—submarginal, marginal, middle and well-off.

68, Report of the Al India Rural Credit Survey, Vol. II, the General Report, 1954, ;Bombay, Pp- 228,




L, BT L TR

118 ‘ CO-CPERATIVE BANKING IN BIHAR
Summing up

: After a comparative study of co-operative banking institutions in
Indian States, we find that Maharashtra, Tamil Nadu, Punjab and Gujarat
have made significant progress in the field of co-operative credit. The per-
formance of co-operative banking in the remaining states may not be said
to be satisfactory, The study also reveals that the primary agricultural credit
societies have never been economically viable units in most of the States,
They are weak and lack the co-operative spirit, Efforts have to be made
to provide adequate, timely and cheap credit so that they may meet the
total needs of the cultivators. The apex co-operative banks in most of the
States . have poor deposits and poor working capital. The co-operative
banking agencies thus require reorganisation and restructuring, "The co- .
operative movement in Bihar hasbeen languishing despite its long history.

The Stdte of Bihar has not been able to get adequate finance from
the Reserve Bank of India owing to the weak capital base of the co-opera-
tive credit structure. Therefore, there is the nced for Government partici-
pation. in share capital on a massive scale to strengthen the capital base
of the primary co-operative society, central co-operative banks and apex
banks. Since the declaration of the 20.Point Economic Programme, the Govern-
ment of Bihar has been very much anxious for revitalising and restructuring
the co-operative banking agencies in this State.




CHAPTER IV

AGRICULTURAL CO-OPERATIVE CREDIT SOCIETIES:
A STRUCTURAL ANALYSIS

Primary Agricultural Credit Societies

. The peasantry compelled by the economic stringency, has fallen an
casy prey to the clatches of relentless money-lenders, village ‘baniyas’ and
‘mahajans’. To relieve them from the crushing burden of their indebted-
ness and their attendant evils, primary co-operative credit institutions are
the most suitable agencies for enhancing agricultural production, for provid-
ing them with cheaper credit and for facilitating the mobilisation of small
savings. - In general these societies attempt to compete with indigenous bank-
ers in their banking business. Theé organisation, revitalisation, and rehabi-
litation of the societies also discourage the concentration of wealth in the
hands of a few townsmen and the ceaseless financial current begins to flow
smoothly from town to country and from country to town and city with
development of these credit socicties,

With this end in view the expansion of these credit co-operatives
has been included in the development policy of the State and a fairly good
amount is allocated for this purpose annually in the budget of the Govern-
ment of Bihar. '

- The primary agricultural co-operative credit societics may be defined
as an association of agriculturists, organised with the purpose of dealing with
small questions of credit and accumulating their small savings, on the basis
of équality and mutual service.

This+includes both the types of primary credit institutions, i.e.,
(1) societies dealing with short and medinm-term credit operations, and
(2) primary land mortgage societies or banks engaged in long-term loan
operations. Both these primaries financing the needs of the agriculturists,
form the base of the co-operative credit structure in rural sphere and occupy
a place of vital importance in banking business. : _

" The first type‘ of primary credit instifutions advances - loans to
their members .for:— : - o S
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(1) Short-term

(a) Scasonal agricultural operations (seeds and fertilizers etc.)
(b) Purchase of agricultural implements and marketing of crops.
(c) Consumption needs.

(d) Miscellaneous.

{2) Medinm-term

(a) Sinkihg and repairs of wells and purchasc of machinery. -
(b) Purchase of cattle and minor improvement in land.
(c) ~Other purposes.

 The second type of credit institutions, i.e., primary
societies advance loans with a view to enable their members
manent development in cultivable land, purchase of cattle an
tion of old debts. The main objective is to increase the pro
tialities of the cultivators and their land and on the other,
from cruel clutches of the money-lenders.

land mortgage
to make per-
d for redemp-
ductive ‘poten-
to relieve them

TYPES \OF PRIMARY CREDIT SOCIETIES
AND
THEIR OBJECTIVES AND FUNCTIONS

The Co-operative Societies Act 1904 permitted the organjisation of
credit co-operatives undertaking only for credit business. But the pattern
and forms of credit co-operatives remained changing from time to time, At
present the following types of primary credit societies are functioning in the
- State : _

1. Agricultural Credit Societies (Limited)
- 2. Multipurpose Secieties,

3. Large-sized Societies,

4. Service CGo-operatives,

5. Gredit Unions.

(1) Agricultural Credit Societies

The basic objectives of ‘these eredit co-pperatives as mentioned in
the Manual of Co-operative Societies, Bihar may be explained as undert ; -

(i) Relieving the members from the debt of money.

-lenders and arrang-
ing for them the loans at low rate of interest.

1. iy GOVt of _ﬁiii;ir;="Tﬁe Bikar Co-nperative Socielies Mannual Vol, HIE, 1967, p. 252,
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{ii)
(i)
(iv)

(v)
(vi)
(vii)

(viii)
(ix)

(=)

Advancing money to members for short and medium period pre-
ferably for productive purposes.

Fostering the habit of thrift and economy among the members and
train them to deposit their surplus money with socicties.

Becoming the saving banks of the poor, by lending to the poor so
that members may ultimately become their own lenders. '

Building up its own capital for satisfying the neceds of the members.
Creating unify and a sense of mutual help among the members,

Fostering among the members the habit of doing their work honestly,
punctually and methodically.

Teaching the principle of self-help through mutual help to the mem-
bers.

Enabling the cultivators to discharge their legal liabilities viz.; pay-
ment of rent and revenue more easily.

Improving generally the economic condition of the members.

2, Multipurpose Societies in the State

In pursnauce of the recommendations of the Reserve Bank of India

to adopt 2 new pattera of co-operative organisation, multipurpose soeieties
came 1nto existence in the country. In these institutions eredit and non-
credit activities have been merged together with a view to form viable unit.
Bihar has been a pioneer State in formation of multipurpose societies, known
as village banks. The new development plan in the State gave mueh impetus
to the organisation of these institutions. Consequently old credit socicties
were converted into new ones.

These multipurpese societies have a variety of functions. Apart from

thefunctions of a ‘credit society’ it undertakes the following more functions:

()
(i)

i)

To arrange for education of members and their children.

To improve the health and sanitary housing condition and eommuni-
cations in the village and thus to combat diseases and epidemics etc.

To induce members to adopt imp:l:ovéd method of cultvation by
supplying good seeds, improved agricultural implements, and useful
manures, adequate irrigational facilities and labour saving devices,
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(iv) To try to improve the conditions of the cattle of the members.
{v) To improve the cottage industries of the area of its operation.

{vi) To p'urchase and store the produce of the members and arrange for
its joint or collective sale,

3. Large-sized Co-operative Societies

In response to the recommendations of the Rural Qredlt Survey
Committee, 1954 for the formation of large-sized societies covering, ‘‘accord-
ing to local conditions, groups of villages with a reasonably large member-
ship and reasonably adequate share capital”, with a view to co-ordinate
marketing and credit activities of a number of societies either by organisa-
tion or by conversion came inte being in the State during the first three
years of the Sccond Plan,- These societies were organised round about the -
‘Mandies’ and are affiiated to the marketing co-operative societies at the
Mandi headquarters to ensure effective link between marketing and credit.

4, Service Co-operatives

With the crganisation of the large-sized credit societies, the question
of the size of the primary unit at the village level attracted the attention
of the entire country and it was on the recommendations of the National
Development Council that further organisation of large-sized credit societies
was stayed before the end of the Second Plan. In accordance with the
resolution adopted by the aforesaid council together with the recommenda-
tions of Mysore Conference, the service co-operatives came into being, which,
in addition to supply of credit, would undertake the function of supply and
service for promoting agrmultural production,

The basic objectives of the service co-operatives are almost similar

‘to those of multipurpose societies. The model bye-laws of the service co-

operatives in Bihar lay down the following objectives® :

* (i) To inculcate among the members the habit of thrift and sense of
mutuzl help and to frame the requisite plan and to implement them

(it) To advance short and medn_lm-term loans in cash and kind.
(iii) To acquire for and distributc among the members things needed

for agricultural and cottage industries, such as seeds manures and
implements ete.

2. ' Reserve Bank of India : All India Rural Credit Survey Committes Repori, Vol. II, The Gensral
" Report, 1954, Bombay, p. 555.

3 The qucrnmcnt of Bihar, T ﬁg Bihkar Co- apamtwe Societies Manval; Vol III 1967 p. 423,
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(iv) To prepare and execute the plans for raising agricultural produce '
and development of the cottage industries.

(v) To store and sell the produce of agriculture and cottage industries.
{vi) To improve the breed of the caitle,

(vii) To function as the sub-agent of any co-operative institution with
view to distribute seeds, manures and implements.

(viii) In special circumstances to make provision for better means of irriga-
tion facilities. '

(ix) To raise funds from members, non-members and other institutions.

5. Credit Unions

Besides these institutions, credit unions are also organised for a
group of villages in such areas where co-operative societies for various reasons
have been chronically stagnant and fail to render even the minimum possible
service. ’

Organisation of Primary Agricultural Credit Societies
In the words of the Bihar Co-operative Societies Manual —

“1, The Society, which "is registered under B & D Co-operative
Societics Act VI of 1935, skall be called primary agricultural co-operative
credit society limited. _

2. The membership of the Society shall be open to the individuals
ahove the age of 18 years residing in 2 village who have subscribed to the
application for registration according to the rules®”.

The procedure adopted for the registration of the societies is that
when the members of the village community decide to form a society, a
meeting of the members is convened in the presence of the co-operative,
Inspector of the area to pass the byc-laws for the working of the society.
The registration forms duly filled and completed by the members, alongwith
two copies of the bye-laws and the proceedings of the meeting together with
the report of the co-operative Inspector are sent to the Registrar, Co-opera-
tive societies for necessary action, . :

4. Thid., p. 252,
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In accordance with the rules the minimum number of members for
the registration of the society is ten. The Government with a view to cap-
ture more and more membership, is endeavouring to bring atleast 609,

house-holds. of the village community within its fold to ensure the organisa-

“tignal viability and economy of the unit,
Area of Operation of the Credit Society

The area of operation of the primary agricultural Co-operative credit
society has been confined to ‘one village’ having the population of at least
100. “One village one Society” has been the accepted rule. In case where
the village unit is small, two or three villages are to be covered by the
society.

Area of Operation and Size of the Credit Society

Co-operative opinion is not uite unanimous on the area of opera-
tion and size of the primary credit society. '

The Maclagan Committee was of the view that “it is a good general
rule that there should be one socicty to one village and one village to
one society. We would lay stress on the importance of small beginnings.
The members of a society should befew tostart with, and increases should
be gradual and the ultimate total inoderate. The main advantage claimed
for large societies is economy of management, but this consideration scarcely
_affects rural societies. On the other hand, small societies are more easily
supervised and trained in co-operative principles, just as small classes are
mere easily taught in schools. If a society is small, it affords a better
opening for local talent. It brings more men to the front, trains them to.
undertake tesponsibilities, and by carrying ona business not exceeding the
capacity of the committee, prevents the domination of one man. Societies
should, in our opinion, be small at the commencement, not only when the
members are poor and backward, but in al] cases. When a sound beginn-
ing has once been made, gradual increases should be allowed, care being
taken that the men of best character are admitted first and that subsequent
admission is treated as a favour to be earned by the candidate rather than
as a benefit conferred by him on the society. We have some hesitation in
suggesting a definite numerical maximum, but as 2 rule we think 13ata
society is apt to become unmanageable if its members exceed a total. that
might vary from 50 to 100°”. G

The Co-perative Planning Committee recommended in 1945{ .‘ that
“the membership of the society should be open to all persons in its:area

5. Report of the Committee (Maclagan Committee) On Co-operation in India, 1915 Reprinted
on behalf of the Govt. of India? Bombay, 1957, pp. 18-19. AR
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of operation. The society should be so organised as to have at least 50
members, and its area of operation should be such as would permit adequate
business and, at the same time efficient supervision and effective control.””s -

The contrary view has bcen illustrated by the following observations
which Capt. Dalip Man Singh from Uttar Pradesh made at the Fifteenth
Conference of Regilstrars of Co-operative societics {1947) -

“1 think one of the reasons why the co-operative movement has not
made any great progress in this country uvp to this time is that the primary
credit socicties generally confine their activities to one village only. One of
the chief difficulties in India 1s to find out suitable local mien to run co-
poperative societies. There are a large number of villages where we cannot
find any suitable men to run a society properly. Unless we have some local
people really interested in co-operation, our societics can never work effi-
ciently without outside stimulus. So, if we have rural bapks of the type
suggested for two or three villages put together within a limited area, we
can have a much greater possibility of finding out suitable men to guide
and run the societies properly. Besides that, generally small credit societies
are not able to attract local deposits. If we have rural banks, a number
of cultivators who have surplus money will, instead of burying their money

underground, deposit it in these banks. And then the cost of management

will also be greatly reduced.”? But the late Sri T.A. Ramalingam Chettiar,
however, feared that ‘“‘the advantage we have got in having the village
societies where there is mutual knowledge, mutual contact and mutunal
supervision”,® would be lost. The conference, therefore, adopted a com-
promise formula whereby it recommended; (a) that the area of operations
of a primary multi-purpose society should ordinarily be the village, (b} that
in tracts where villages are very small theie may be one primary society
for more than one village, and {c} that the arca of operations of a mandi-
trading society should cover all the villages from which produce is brought
to the mandi.?

. The All India Rural Credit Survey Committee in its report submitted
in 1954 observed the following and recommended the organisation of large-
sized societies :

1

It is our considered view that the formula ‘onc society te one village .

and one village to one society’ has fajled in India as the basis for the or-
ganisation of co-operative rural credit. It has failed because its underlying

6. Report of the Co-operative Planning Committee, 1946, Printed by the Managers, Govt. of
India Press, Delhi, 1951, p. 19. o :

7. Proceedings of the Fifteenth Conference of Regisirars of Co-operotive Societios, 1947, p. 148.
8. Thbid.,, p. 148-49 '
9. 1Ibid., p. 150,
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assumptions have proved incorrect, Those assumptions were that mutual
knowledge would help to determine, and honorary service help to operate,
credit; that the lirst would be most effectively present, and the second most

effectively developed, within the confines of one village. In actual fact, the =

compactness of size has not been accompanied by any of these other fea-
tures. Their presence would have invested it with real significance; but,
divorced from them, it has only served to come in the way of alternative
courses of reorganisation such as the replacement at the primary base of
‘honorary services’ by competent paid staff and of small uneconomic turn-
over by larger units of business. For these rcasons we recommend that the
future line of development of co-operative credit at the level of the village
should be unhesitatingly in the direction of bigger socicties covering larger
areas. In other words, primary agricultural credit societies should hereafter
be established (and wherever necessary, and as and when suitable, exist-
ing ones reorganised) so as to cover, according to local conditions, groups
of villages with a reasonably large membership and a reasonably adequate
share capital”.® Tt further recommended : “As a rule, the area of opera-
tion of the society should be such as to provide it with adequate business.
Among exceptions to the rule would be villages in sparsely populated tracts
where an adequate area from the point of view of business would imply
too large a jurisdiction for the paid secretary or others in-charge of the
executive duties of the society. In such cases a compromise would have to
be struck between the two. considerations”.! '

Thus the two schools of thought emphasize the two different aspects,
of co-operation—one lays emphasis on moral and ethical aspect, the other
on the business aspect, the ‘viability’. But any one of them is meaningless
without the other. So what is required is a synthesis, a via-media. In

fact the best size will be one which works best.12

In Bihar, according to the recent utterances of the Chief Minister
of Bihar more than 50 per cent of Bihar’s 16,500 primary agricultural credit
socierics Ntas oeoume defunct wnd fhe ot ate fumchoning weyely on papers:
and have turned into a ‘house of bungling’, and are fit to be dissolved.
According to him, it is really a pity that a big State like Bihar having
a population of six crores advances only Rs. 20 crores annually through
co-operative socicties. He has, therefore, said that the Government is soon
going - to reorganise and change the structure of the co-operative societies
after dissolving the old ones and there would be one co-operative society
each for.a population of 10 to 12 thousands. Free membership would be
allowed. to the Harijans and the Adivasis and other weaker sections of the

10. Reserve Bank of India : All Indic Rural Credit Survey Committee Report, Vol. II, Bombay,
1954, p. 450. _

11. Thid., p. 450 . : _ ‘

12. Choubey, B. N., Principle and Practice of Co-operative Banking n India, Asia Publishibg
Houyse, 1968, p. 4_1. :
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the society and Government would contribute their membership from its
fund, The Chicf Minister said that the reorganisation would be completed
before June, 1977 and each co-operative society would have an official
“(Government servant) as administrator™. AR

Liability : A Controversy

The question of Hability, limited or unlimited, has been a subject
of controversy. Even amidst the current of controversy, the co-operative
banking in Bihar has also been marching ahead with the development of
co-operative credit in India as a whole. The question of Liability has several
times been discussed at national and international confcrences of the eminent
co-operators and economists as to which types of liability, limited or unlimi-
ted, can be a success in operating banking business on co-operative lines.

Unlimited Liability

By the term unlimited liability, we mean that every rich and poor
is jointly and collectively responsible for the debts of the societies to the
full extent of the property the member holds. Maclagan Committce has
defined it as “‘contributory liability’”’ that is to say that where there isa
deficit in the engagements of a society to its creditors, this deficit should,
after the full payment of shares (if any ) be recoverable by a series of per
capita levies upon the members upto the full extent of their property’2

The co-operators who favour such type of liability, have pointed out.
the advantages as under :—

I. Sense of collective responsibility and mutual watchfulness

The basic requisite of the co-operation is to inculcate among the
members the sense of collective responsibility and mutual watchfulness. The
Co-operative Planning Committee has observed that the credit societies
should, as -a rule continue to be organised on unlimited - liability, as un-
limited liability “‘creates among co-operators a sense of collective responsibility
and mutual watchfulness’ 15  This type of liability also cultivates the sense
of each for all and all for each. :

9. Increase in the borrowing capacity of the members

_ In agricultural sector of our State, credit societies are organised: by
the persons of small means, They possess no substantial security except
their honesty and potential earning capacity, which cannot command much
credit. When they offer joint and collective unlimited hability for  credit,
borrowing power increases.

13. The Sunday Indian Nation, Patna, 6th June, 1976, p. 1. _

14.  Report of the Committee {Maclagan Commitiee) on Co-operation in India, 1815, Re-printed in
1957, Bombay, p. 27. .

15. Repori of the Co-operative Planning Commiltes, 1946, Printed in 1951, Delhi, p. 22.°
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3. Efficient Management

This type of liability implies strict watchfulness on the activities of
the members, resulting in improvement in the efficiency of the management.

- . The Co-operative Planning Committce points out, “in most c¢ases good mana-

gement has been the result of the existence of unlimited liahility’ 16 This
Liability constantly reminds the members of careful borrowings and thought-
* ful lendings, leading to the proper utilisation of loans.

4. Moral Development

Unlimited lability encourages caution and mutual watchfulness,
because only such persons are elecied to the Board of Management who
are honest, able, diligent and loyal. And men of good character are given
admission in the society. Hence unlimited liability exercises moral influence.
It has been found that persous of bad character have been reformed.

5. Confidence

Unlimited liability has been accepted by all the committees and co-
operators as 2 rule. This creates among the members a sense of confidence
because the imvestors very well recognise the advantages of such liability.

6. Strong Reserve Fund

It is also advocated by the supporters of unlimited liability that
ado]ptiOn of such type of liability builds up strong funds. Under this prin-
ciple a major portion of the profits is credited to reserve funds and the
dividend hunting tendencies are discouraged.

Limited Liability _ _
Inspite of the staunch support cxtended by the co-operators to

unlimited liability, there are co-operators who have emphatically advanced
limited liability as the key to the success of co-operative banking. As defined,
the term limited liability means that the Hability of the menibers is limited
o the value of share or some multiple thereof. The following advantages
have been pointed out by the supporters of limited liability :

Practical Difficulties of the Unlimited Liability _

The so-called merits of the unlimited liability stand far away from
hard realities of the world. The laws or bye-laws of the co-operative de-
partment have failed to soften its rigours. Schulze Delitzeh who for long
stood out steadily for it also gave way to the limitation of liability before
his death. The co-operators of Italy also, in transplantations of co-operative
credit from Germany did not accept this uneconomic tradition or unlimited
liability. The points in favour of limited liability are :

16. Ihid., p. 93.
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- Encouragement to well-to-do persons to join co-operative societies

Unlimited lability keeps away the rich people as well as the big
cultivators and traders, landlords and artisans from the co-operative fold
-whose help has been indispensable. They sorely resent that for fault of
others they, with their substantial property, would be made lable and be
ruined. lhe societies in which the liability of the membersis limited, atiract
morc and more membership.

Strong share capital

More and more working capital is needed for the successful working
of co-operative credit societies. The adoption of limited liability facilitates
larger accumnlation of share capita] by attracting more and more members
or share-holders.

Mutual Jealousy and Unpunctual Repayments under Unlimited Liability

This type of liability instead of awakening among the members the
sense of collective responsibility and co-operative spirit, has resulted in mutual
jealousy and unpunctual repayments. Hence limited liability is advocated
for adoption as the hase of the socicty.

Encouragement to the growth of Co-operative banks

The main factor responsible for the unpopularity of the co-operative
banking and its slow and chequercd growth is the rigid adherence to the
principle of unlimited liability. This type of liability instcad of breeding a
sense of mutual trust und confidence inculcates 2 sense of mutual jealousy
and distrust which hinders the entrance of well-to-do persons in the co-
operative fold. - So limited liability should be adopted.

Encouragement to thoughtful lending

The adoption of wnlimited liability encourages unthoughtful over
lending by the central and district co-operative banks to the credit societies
which, in tdrn, grant loans to their individual members recklessly. Limited
liability may prove a check in this respect and may encourage thoughtful
‘lendings.

Rigours of Unlimited liability during Depression
During depression period when the value of currency goes up, the

creditors take unduc advantage of the members by getting property attached
to their loans, because of unlimited liability as the base of society. '
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The above discussion gives rise to the question as to which type of
liability would suit the soil of our State. The early {co-operative committees
have been organising co-operative credit societies with unlimited liability
as a rule and limited liability as an exception. Later on Gadgil Committee
and Co-operative Planning Committee etc. have given their own observa-
tions regarding the case of limited and unlimited liability.

The Co-opérative Planning Committee observes :

“In most provinces the trend of thought 15 in favour of limited
liability. We recommend, therefore, that, except where unlimited Lability
has produced good results, the liability of the reformed and reorganised
primay society should be limited. This Hability should, however, be limited
either to the walue of shares held by a member or to a multiple thereof
provided that a substantial part of the funds required by the society can
be raised through share capital. There may, however, be cases in which
unlimited liability is more appropriate. For instance, the adoption of limited
liability may prevent the benefit of co-operative credit being derived by
persons of small means who have no tangible security (which the limited .
liability society will usually demand) to offer for loans. Similarly for socicties
which cover only one village and do not contain multiple functions, unlimit-
ed liability may be more suitable. 'We suggest that such cases shounld be
treated by the Registrars on their own merits and with regard to local
opinion and circumstances'’’,

Agricultural Credit Organisation Gommittee -observes :

“A free hand should be allowed to the agriculturists to form their
societies either on limited or unlimited liability basis. If the large land-
holders want to have a limited liability socicty, they should be free to do
s0, but in such cases the requirements of the poorer classes should not be
ignored”*®* The All India Rural Credit Survey Committee has recommend-
ed that “the larger-sized primary agricultural credit society should be estab-
Jished on the basis of limited lability which may be confined to the value
of shares held by them or preferably, to a certain multiple thereof”.1

According to B. & O. Co-operative Socteties Act (Act VI of 1935)
limited liability has been adopted. In large and small-sized societies and
service co-operatives in the State, ‘limitecl liability has become a rule with
an exception of a few credit societies based on unlimited liability.

17. Report of ihe Co-operative Flanning Commiltee, 1946, Printed in [951, Delhi, p. 23.

18.  Report of the Agricultural Credit Ovganisation Conmmittee, 1947, pp. 16-17.

19, Report of All India Rural Credit Survey Committee, Vol. II, 1951, Bombay, p. 556.

90. The Government of Bihar : The Bihar Co-nperative Societies Manuai, Vel. IlI, 1967, p. 437.
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According to the bye-laws the lability of a member for the debis
of the multipurpose societics and large-sized societics is limited to twice the
nominal value of the sharc hcld by him.™

Membership

The membership in every type of primary co-operative credit insti-
tutions whether multipurpose, large-sized or scrvice co-operatives is open to
any person above the age of 18 years or who possesses sound mind and
unimpeachable moral character and who' cither owns or cultivates land in
the area of operation of the socicty. Hence no person who has become
insolvent or been convicted for criminal offence, including moral turpitude
can become the member of the society. Minor heirs of the deceased member
may also be granted membership but loans to them may only be allowed
throngh guardians. No member who has been expelled from the society
or by any other society shall be eligible for re-admission as a member of
the society for a period of two years fromn the date of such expulsion pro- .
vided that the Registrar may in special circnmstances, sanction the re-admis-
'sion of any such member within the said period.2

Present position of Primary Agricultural Credit Societies

At present the primary co-operative credit structure in agricultural
sector is constituted by small-sized societies (limited), large-sized co-opera-
tive credit societies and service co-operatives. These credit co-operatives
have registered comparatively a larger growth both in their number and
the volume of membership during plan period. In the programme of na-
tional development it was realised that these primary credit societies might
prove to be the best means to step unp agricultural production. With this
view the Bihar Government envisaged that the whole State should be
saturated with these co-operatives; the result being that their cxpansion
gathcred momentum and by the end of 1973-74, 97 per cent of the villages
of the State and 36 per cent of its rural population have been brought
under the fold of co-operative credit at the end of June, 1974 (already
referred in Chapter—II and Chapter—III).

The number of these socicties and their membership is at constant in-
crease cxcept during the last seven years when the number of these societics has
remained constant due to cither amalgamation or liquidation of weaker units,

The increase in the volume of membership from 4.18 lakhs in 1955-
56 to 28.20 lakhs in 1973-74 reflects that these socictics have earned suffi-
cient popularity among the rural masses. The average membcership per
socicty has also increased considerably. The targetof 50 members per society
recommended by the Co-operative Planning Gommitiee has been achieved
in all divisions of the State.

21, Thid., p. 435.
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But from the point of view of the percentage of rural tamilies served
in the State the percentage is very low as il constitutes 36 per cent of the
rural familics on the 30th jJune, 1974. - The targets recommended by Rural
Credit Survey Committee could not be altained. The slow raie of increase
in the volume of membership may be attributed to the illiteracy and poverty
of rural people. But the hweaucracy and the partiality ol the officials and
office bearers have also been a major cause for its low volume.

The distribution of co-operative credit societies and thcir member-
ship in different divisions of the State is quite uneven. Although the old
Darbhanga and Saran districts of Bihar have the largest number of primary
credit co-operatives, but so far as the average volume of membership is
concerned it is comparatively low to other districts of Bihar. This disparity
in the volume of membership is due to disparity in economiec conditions of
the inhabitants. Besides the low percentage of literacy and distrust of the
people in efficacy of co-operative credit, other factors may also be attribut-
ed o this phenomenon. The following table presents a clear assessment of
the situation in regard to number of socicties and membership: '

- TABLE"“_*-I

Primary Agricultural Co-operative Credit Societies?
(District-wise, Bihar) as on 30-6-1968

Volume of member- Percentage of rural
Drstricts No. of Socielies ship (In lakhs) population covered

Patna 1027 0.96 26
Gaya ' 1336 1.53 27
Shahabad , 1174 2.22 47
Muzaffarpur 1343 1.81 25
Champaran 984 1.28 24
Darbhanga 1460 2.22 27
Saran 1409 1.65 28
Bhagalpur 545 0.88 31
- Monghyr 965 1.41 25
Santhal Pargana 1175 - 1.78 36
Purnea - 756 (.99 18
Saharsa 563 0.55 18
Ranchi 1145 1.17 32
Hazaribagh g91 0.98 24
Dhanbad - 241 0.32 19
Singhbhum 720 0.60 18
Palamau 664 1.13 59
16,500 21.50 28

99, Hand Book of Co-operation Siatistics, Bihar, Ycar cnding 30th June, 1968, issued by
Registrar, Co-operative Socicties Bihar, Patna, pp. 143-44.
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The Fifth Five-Yoar Plan of the State of Bihar points ocut the posi-
tion of primary agricultural societics at the end of fourth plan and lays
down the targets in the table given below ;224

TasLE—2

Physical Targets and Achievements (Primary agricultural
credit societies, Bihar)

Fourth Plan  Fifth Plan

S1. ' : (Anticipated  Target
Nao. - Itgm Unit  achievements) (1978-79)
(1973-74)
1 2 | 3 45

1. Nuomber of Primary Agricultural Credit
Societies at the end of the vear Number 16,500 16,500

2. Number of wviable Primary Agricultural

Credit Societies at the end of the year Number 372 16,500
3. Membership of Primary Agricultural -

Credit Societies at the end of the year Thousand 3,200 6,000
4. Coverage of agricultural families

at the end of the year Per cent 37 73
5. Percentage of borrowing members Per cent 40 ' 75

Administration and Management

The administration and management of all the agricultural credit
socicties is carried democratically through the following components :

General Meeting

- The supreme authority of the society shall be vested in the Gencral
Meeting. Every member shall have one vote only, irrcspective of the
number of shares held by him. On all questions the opinion of the majority
shall prevail and the Chairman shall have a casting vote. One fifth of the
registered members shall constitute a quorum. No proxies shall be allowed.2

92A. Government of Bihar, Planning Department, Draft Fifth Five Year Plan, 1974-79,
p. 115,

23, Government of Bihar, The Bikar (f;a-aperaﬁve Socteties Manual Vol. IIT, 1967, Pp- 253,
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The General Meeting shall be of three kinds—Ordinary, Extraor-
dinary and Special : : :

An Ordinary General Meeting shall be convencd by the Secrctary
annually within six months-from the close of the society’s working year.
The Committee of Management may, whenever it thinks fit and shall,
upon the requisition in writing, signed by ten or more members and pre-
sented to thc Secretary by any one of the signatories, convene an Extra--
ordinary General Meeting within a month from the date of such requisition.
Special General Meeting shall be called at the requisition of the Registrar, -
co-operative societics, or other officers authorised by him at such time and
place at the headquarters of the socicty as specified in such requisition.®

Functions of -the General Meeting

As laid down in the Manual of Co-operative Sccietics, Bihar, the
following shall be the functions® of the General Meeting of the agricultural
societies and service Co-operatives :

1. to receive and consider the report and statement of accounts of
the Managing Committee and to review the work of the socicty during the
past year,

2. to determine the disposal of profits in accordance with Act,
Rules and these bye-laws;

3. to elect for the ensuing year a Committee of Management includ-
ing Chairman, Sccretary and Treasurer who shall hold office till the next
election

4, to elect not less than three auditors who shall not be members
of the Committec of Management;

5. to hear and consider any appeal from the decision of the Com-
mittec of Management; '

6., to take notice of any subjects which affect the financial position
of the socicty and to pass resolution with regard to them;

7. to decide the maximum amount which any member may borrow at
one time and to fix the maximum period for which loans shall be granted;

‘8. to fix the rate of interest on loans to be advanced to member;

24, Ibid., pp. 256-57.
95, Thid., pp. 256-57,
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9. to decide the maximum amount of liability to be incurred during
the year;

10. to fix the rate of interest on deposits and to give general direc-
tion to the Committee of Management regarding rules for deposits;

11. to empower the Committee of Management, if it considers it
necessary, to levy penal interest for default and fines payable by such mem-
bers as fail without good cause to attend General Meeting; to fix the rate
of a penal interest; and fines to remit, if considered desirable, penal interest
and fines levied by the Committee of Management;

12. to consider amendment of bye-laws;
13. to constitute sub-committees for different activities;

J4, 1p trapsact apy pther business with permission of Chairman of
the meeting. '

Managing Committee

The Managing Committee, which is known sometimes as the Board
of Directors, looks after the day to day affairs and conducts routine-adminis-
tration of the society. It is elected by the General Meeting. 'The policies
and decisions taken by the Gencral Meeting are implemented by this Gom-
mittee of Management. According to the Manual

1. The Managing Committee shall consist of not more than eleven
members including the Chairman, Secretary and Treasurer.

9. The mecmbers of the Committee of Management shall be elected
annually at the general meeting.

3, The Committee shall meet as often as may bhe required forikthe
transaction of business at a time and place to be fixed.

4. -All matters in the Managing Committee shall be decided by
majority of votes.? .

The Functions of the Committee of Management

The functions?” laid down by the Manual of Co-operative Societies
in Bihar are as under :

26. Thid., p. 258.
27. 1hid., pp. 259-60,
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10.

11.

12.

13.
14,

15,

-t

16.

Treasurer

¢
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to elect new members, consider applications for membership
and allot shares; |

to consider the expulsion of undesirable or defaulting members
to consider the resignation of members;

to allow refund of share money of ex-members consistent with
Act, Rules and these byc-laws;

to raise funds subject to the provisions of bye-law 16;
to fix the normal credit limit of the members;

to deal with applications for loans and to determine the security
to be taken;

to receive and disburse moneys as may be required;

to prepare statcment of accounts which shall include an abstract
of receipts and expenditure classified under different heads, a
balance-sheet, setting forth the assets and liabilities and profit
and loss statement and an annual report for the Ordinary Gene-
ra]l Mecting;

to check the security of each Joan outstanding and deal with
cases of arrears and failure to observe obligations undertaken 5

to appoint, suspend, punish or dismiss salaried staff and to fix
their remuneration, as may be necessary in accordance with
mstructions issued by Registrar, Co-operative Societies, from time
to time;

to institute, conduct, compromise or abandon lcgal proceedings
or claims by or against the society or the officers of the society
concerning the business of the society;

to determine the maximum amount of cash balance that may
be kept by the Treasurers;

to consider the inspection and audit notes of the officers of Co-
operative Department and Financing Bank;

to frame rules of business according to instructions issued by the
Registrar, Co-operative Socicties and in accordance with bye-law
49;

to transact all other business not expressly asigned to the General
Meeting, incidental to the management of the Society. '

The treasurer keeps all the money of the society in his hand and
spends it with the sanction of the Committee of Management.. All the cash,
transactions of the socicty are conducted through him,
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Land Mortgage Banks in Bihar

The Land mortgage banks, the base of the long-term co-operative
credit structure, serve long-term credit needs of the cultivators, who not only
requirc money lor current capital expenditure on agriculture buf alse need
‘money for permanent land improvement and redemption of old debts ctc.
These long-term credit nceds of the cultivators have fo be met mainly by
these institutions. These institutions function on the pattern of National
Farm Toans Associations of the U.S.A.

The need for land mortgage banks has long becen feit in Bihar. Be-
fore the existence of these institutions in the country, the State Government
introduced various schemes to facilitate long-term credit for poor cultivators.
‘The land Improvement Act, 1883, was enacted with a view to enable the
lending of long-term loans for agricultural needs, but these schemes could not
prove of much help to the cultivators, Hence the need of land development
banks was persistently felt. These land development hanks can play a
vital role in the plan of the re-orientation of the State’s economy because :

1. The planning in the couniry envisgaes, along with other aspects,
the development of agricultural industry. Hence productive capacity of land
has to be enhanced. The only way to increase the agricultural production
is to raise the productive capacity of land and man, which calls for capital
expenditure on land improvement schemes including reclamation of land,
bunding and terracing and sinking or repairing of wells, construction of farm
houses, barns, and catde sheds ctc. So the land morigage banks are the
only way out to attain the aforesaid objectives.

2. The shoulders of the cultivators are over-burdened with heavy
magnitude of debt which, of course, they ipherit from their fore-fathers,
together with the debt they used to borrow for agricultural as well as
domestic needs. This load of debt shifts from father to son and thus assumes
the shape of chronic indebtedness. So for the redemption of this debt, no
other institution than the land mortgage hanks can help in atlaining the
objective. '

3. The co-operative credit socicties and commercial banks cannot
possibly grant loans for long period to the cultivators because these
institutions themselves draw their funds for short and medium-term in the
shape of deposits. On the other hand, land mortgage banks raise their
funds by way of the issue of debenturcs or mortgage bonds, which are secur-
ed by mortgage obtained by the Government or the central bank.

4. To save the cultivators from the cruel grip of the village money-
lenders who are the basic cause of their poverty and indebieducss, land
mortgage banks are nceded. ' -
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The Registrar’s Conference, 1926, considered the problem of long-
term credit of the country and recommended the organisation of such ins-
titutions. The Central Banking Enquiry Committee and the Royal Com-
mission on Agriculture—all endoised the recommendations of the Conference.

In pursuance of the recommendations of the Rural Credit Survey
Committee, the Land Mortgage Bank in Bihar was organised during the
sSecond Five-Year Plan.  Although registered on the 19th December, 1957,
the Bank started functioning only in 1959-60. In that year, its loan opera-
tions were of the order of Rs. 1.48 lakhs only., The annual loan operations
could be stepped up to Rs. 6.38 lakhs in 1961-62.28  Since November, 1967,
the State Government stopped giving Government loans for irrigational pur-
poscs and recognised the Bihar State Go-operative Land Mortgage Bank as

the sole agency for giving long-terin credit to farmers for mstallation of
tube-wells.

Summing up

The structural analysis and the present position of agricaltural credit
co-operatives in respect of their expansion in the State and their wvolume
of membership, leads us to conclude that these co-operatives have attaind
fair progress during the plan period. There has been an alround increase
both in their number and volume of membership. But keeping in view

the proportion of aggregate membership to the total rural population,
the percentage is very low. The reasons on account of which potentia]
members could not be attracted to join the societies of their area are
illiteracy, lack of co-operative education and banking habit and in general
the absence of confidence in their management and working of these so-
cieties. Hence vast scope has still remained for these co-operatives to mo-
tivate prospective members to join these institutions. '

The management and administration of these co-operatives is carried
out- through the democratic componenis and the democratic spirit is held
high. However, some undesirable features, like party faction, partiality of
office-bearers and in general the dirty politics have crept in, which have
made these organisations a close preserve of particular group which is in
power. This impairs the democratic spirit’ of management of co-opcrative
societies, :

28. Hand Book of Co-operation Statistics, Bihar, 1968, p. 1L




CHAPTER V

NON-AGRICULTURAL CO-OPERATIVE CREDIT SOCIETIES :
A STRUCTURAL ANALYSIS

Agricultural credit societies pool their resources from various agen-
cies and provide credit to the agriculturists. But there are, in urban
areas, numerous persons of small means, like traders and merchants,
or artisans, factory workers, street hawkers, motor and gharry drivers who
resort to money-lenders and similar agencies for small loans and obtain them
at high rates of interest. Ex-service men like technicians, and skilled work-
men like carpenters, black-smiths, mechanics, etc. will also require credit
for setting up their own business in small workshops. Non-agricultural
credit societies serve as the most suitable agencies for catering to their credit
needs. The Committee which drafted the bill ip 1901 emphasised that the
efforts of the Government should not be limited to the establishment of
purely agricultural credit societies. The endeavours should be made to
encourage the formation of Urban Societies on co-operative lines. True to
the spirit underlying the findings of Maclagan Committee Report 1915,
which pointed out that “the wbau credit societies might serve a useful
purposc in training the upper and middle non-agricultural classes to under-
stand ordinary banking principles ,”* the provision was made to accelerate
the process of extending co-operative credit. facilities to the non-agricultural
classes. :

The credit societics organised for pcople other than agriculinrists
to cater to their financial requirements have becn described as non-agricul-
fural credit societies. These societies are mostly located in towns and cities
and supply the credit needs of urban clientele. These are composed of urban
banks, salary-carners’ societies and various special types of societies, some
times confingd to the particular community or to those following particular

vocation.

The persons belonging to the non-agricultural classes of people are
mostly employees and wage-earners of Government, Semi-Government, public
and private institutions, firms and factories, small traders and aitisans.
According to Mr. F. W. Wace this class of people consists largely of menials

1. - Repori of the commitiee on co-operation n India (Maclagan Committee), 1913. Reprinted
in 1957, Bombay, p. 13, : :
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of very small assets and of low and uncerfain incomc.? These people of
small and scanty means living in towns and villages require short, medium
and long-term financial accommodation for preductive —and consumptive
purposes because of their uncertain and low level of income. The high
prices of productive-consumable articles and their low income leave almost
no margin for saving on their part. Consequently they hecome viciims
to ‘sarrafy’, ‘Pathans’ and town moncy-lenders who charge high rates of

interest.
The eredit needs of these people are classified into two heads :
1. Productive necds.
2. Consumption needs.

For production purposes, only artisans and traders require money,
as pointed” out by Rural credit Survey Report. For non-farm business
expenditurc on current account,i.c., for short period thesc loans are requir-
ed for the purchase of raw materials, machinery and implements and other
contingent expenditure to be incurred on production purposes. They also
require loans for long period, .ie., for non-farm business expenditure on

capital account.

The consumptive nceds of the salary earncrs, artisans and traders
involve loans for :

1. Purchase of house utcnsils, furniture ete.
2. Medical cxpenses and educational expenses.
3, Purchase of clothes, shoes, beddings etc.
4. Other occesional family expenditure,

They also need loans for long periods for :

1. Construction and repairs of residential houses and buildings.

hl

2. Death ceremonies, marriages and other ceremonies.
3. Litigation expenditure and repayment of loans and other expenses.

To finance the aforesaid credit needs, a financing agency is required
which may extend loans on the basis of personal security of the borrowers,

9. Uough, E. M., The Co-operaitve Mpmement in Indiz, Oxford University Press, Ely House,
London W, 1., Fifth cdition, 1966, p. 120, ' '
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ORGANISATION OF NON-AGRICULTURAL CREDIT CO-.OPERATIVES
The wiay out

The importande of non-agricaltural credit societics in meeting the
credit requirements of a certain section of population-urban and rural —has
generally been recognised and emphasised by various co-operative committees.

The need for finance of the bumbler classes of society living in
towns and urban areas is not, however, considered to he any way less
important.

'The genuincness of needs and the suitability of the non-agricultural
co-operative credit socicties for relieving financially distressed classes of people
were recognised in Bihar since the very inception of the co-operative move-
ment in the State. The incapability of the joint stock banks to extend loans
to these people was natural, as they could not undertake the transaction of
loans to the people who had nothing tangible to offer as security except
their integrity and character. The Co-operative Planning Committee 1946
has pointed out, “Joint stock banks are mnot interested 1n developing ' the
business of small loans because the cost of advancing and recovering them
is high. Further as. joint stock banks are not likely to have under ordinary
circumstances fill and intimate knowledge of the standing and resources of
persons of moderate means, they will not advance loans on personal Security
Co-operative urban banks gualify themselves by ostablishing personal and
intimate relationship with the people of this class as the most suitable agen-
cies for serving their needs.

As has been discussed earlier, the importance and nccessity of these
credit organisations have been acknowledged at the very introduction of
co-operative movement in our State. The legal protection was assigned to
them by the first Co-operative Socictics Act, 1904, Since then, various
socicties such as societies of silk wcavers, shoc-inakers and moderate artisans,
petty traders and cmployces were organised accordingly. The organisation
of these societies was based on local and occupational grounds in which
membership was granted only to the persons of the same trade or uccupa-
tion. » :

Definition of Non-agricultural Credit Societies

It is difficult, rather impossible to caption all non-agricultural credit
Institutions with varied form into a single definition. Various definitions
have been put forth by the economic thinkers but controversy revolves around
them. “In Bombay all urban credit societics having a paid-up share capital

3. Rebort of the Co-operative Planning Commitiee, 1946, printed in 1951, Delhi, p- 112,
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of Rs. 20,000/- and over, and accepting any type of deposits and cuwrent
account,”® were defined as banks. In Tamil Nadu “all urban credit societies .
accepting deposits on current account and maintalning Huid resources, accord-
ing to the standard prescribed by the Registrar, co-operative socictics” were
defined as urban banks.® y ' :

.~ Besides, salary earners’ socictics and mill-hand societies, etc. werc
classified as urban banks.® The definition adopted by the Reserve Bank of
India for the purpose of the survey includes ““all urban socicties which under-
take different kinds of banking business including acceptance of current
deposits, issue of drafts, discounting and collection of bills, etc.”

Out of all the aforesaid defmitions, the delinition given by the
Reserve Bank of India, to some extent, is sultable and consistent because it
includes all standard banking principles, but it lacks the principles of co-
operation which form the back-bone of any co-operative enterprise. In the
light of the above discussion, non-agricultural co-operative credit socicties
may be defined as societies organised by non-agricultural classes of pcople
whether rural or urban, for mutual economic benefit on the basis of equality,
undertaking a function of advancing loans, accepting deposits and discount-
ing bills.

Hence any type of nen-agricultural co-operative organisation which
strictly adhercs to the aforesaid definition, comes under the caption of non-
agricultural credit societies,

Classification of Non-Agriculiural Credit Co-operatives

Non-agricultural credit societies have taken different forms in the
country chiefly in search of common bond for the formation of the society.

. The Provincial Banking Enquiry Committee of Bombay, where this
class of banking is highly developed, has classified these societies into five
different groups. The same classification has been incorporated by Mr.
E. M. Hough® According to him these are the following types of non-
agricultural credit co-operatives : ‘

1. Salary earners’ co-operative societies.

4. Report on the Swvey of Urben Co-operative Banks 1957-58, p. 1L.
5. Ibid., p. 6. :

6. Ibid., p. 6.

7. Ibia., p. 7.

8. Hough, E. M.,OP. Cit., p. 121,
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2. Credit societies’ for artisans, traders and entrepreneurs.

3. Pcople’s Bank. |

4, Communal socictics.

5. Factory cmployees’ societies.’

No scientific basis has becn adopted regarding pthe classification of
non-agricultaral credit societies in Bihar, nor has there been any serious
attempt to classify credit societies, into agriculturz! and non-agricultural
ones on the basis of a universally accepted definition of the two. The
definition of a subject is vital for its classification. The Act of 1935, which
governs the co-operative movement of the State simply provides that in a
co-operative credit organisation where 4/5th’ of the membership consists of
agriculturists shall be an agricultmal credit society and il the membersh;
consists of 4/5th of non-agriculturists, shall be called non-agricultural society. This
ambiguous state of aflairs does not lead to any definite conclusion, I[n the
same manner there has never been any atiempt to classify non-agricultural
credit societies into different groups. Mr, K. G, Sarkar, the pioneer in- this
direction has classified non-agricultural credit societies into three different
forms :

1. Salary earners’ co-operative credit socicties.
2. Societies for artisans and traders {Unlimited)
3, Labour co-operatives.

At present there are the following types of non-agricultural credit
societies in this Siate’ :

1. Employees’ co-operative societies,
. 2, Credit socicties organised for artisans and traders.
Salary Earners’ Co-operative Credit Societies
4

Almost 21l the non-agricultural credit societies in this State, are
salary earners’ credit co-operative societies. Salary earners are an umportant
class of urban population. Their societies mostly’ are located in important
towns and cities of the State. A salary earner is usually in a difficult
financial position. So the organisation of such societies for the common
economic benefit is a hoon and cfforts in this direction may lead to a good
result. As has been discussed earlier, these societics have been organised
among the employees of Government and semi~Government concerns, schools
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and celleges, municipal and district boards and also industrial and commer-
cial concerns. This class of people is iatclligent, literate and well-disciplined
and forms a group of persons of similar occupation and status in life. These
people vequire financial assistance for consmmption purposes. Though E.
M. Hough has remarked that “‘credit for consumption is a risky business
at best and controlled credit is specially necessary in salary carpers’ and
mill-hands’ societies where loans are sought as a rule for purposes which,
however necessary, cannot be called productive®”.  From the above remark
we may conclude that the credit nceds of this class of people are usual
and genuine and tbeir fulfilment is necessary.

Az these people have no security fo offer cxcept their honesty and
their ability to save and rcpay the loan, no other agency cxcept professional
monev-lender responds to their needs. But to protect them from their mal-
practices and the high rate of nterest charged by them, the salary carners’
co-operative credit socictics have been organised. The pattern adopted in
the state regarding these societies is Schulze Delitch socicties, based on
limited Hability. However, in the early years a few socicties were organised
on unlimited hability. hasis but later on they were also converted into limited
ones.

: These societies are also organised uunder the Co-operative Societics
Act. At present the salary carners’ co-operative societies of Jamshedpur,
whose number was 48°, deserve special mention. Besides these, the Telco
Credit Co-operative Society Ltd., the Tin plate Friends Credit Co-operative
Society Lid., the Tisco General Credit Co-operative Society Ltd., The Tisco
Mill Credit Co-operative Society Ltd., and other Tisco Credit Socicties
made notable progress. :

Objective

Besides granting short and medium-term loans to its members, the
other objectives and functions of salary earners’ credit co-opcrative as laid
down in its model bye-laws are as under :

1. To create unity and develop the spirit of mutual self-help among
» . its members. -

9. To provide suitable avenues for investmentof funds to its members.

3. To raise funds for granting loans to its members for domestic,
religious and social needs on reasonable rates of interest.
a 9 Hough, E. M., p. 128
. 10. Hand book of Co-operative Siatistics, Bikar, 30th June, 1968, issued by Registrar Co-opera
tive Societies, Bihar, Patna pp. 10-11. _ .























































































































































































































































































































































