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Abstract 
In the post-reform period, the Indian cooperative banking system has been at a crossroads 

where it is trying to determine its role in Indian banking. This paper aims to examine how far 

it has gone in achieving its goals of efficiency and efficacy so far. The paper investigates 

these two attributes using a state-level analysis of Maharashtra, India's second-largest state.  

It first looks at the current state of affairs and concludes as to whether the cooperative 

banking system has achieved its goals. Since there was no clear picture of how far it had gone 

in fulfilling the expectations, an effort was made to assess how far it had gone. The paper 

then looks at what was left for it to achieve and assesses the extent of accomplishment so far. 

The main findings of this study point out those cooperative banks have achieved neither 

efficiency nor efficacy – though they have come a long way in terms of profitability – this 

situation needs to change. 

Keywords:Indian Cooperative Banking System, Post-Reform Period,Economic 

Development, Maharashtra, Reform Programme. 

Introduction  

The Indian cooperative banking system was established in 1920 with the primary objective of 

promoting economic development in rural India. After more than ninety years, this is still one 

of its central missions with most cooperatives being focused on providing credit to the rural 

population. The central question addressed by the present study is whether or not this form of 

banking has been successful in facilitating economic development at the state level after 

reforms were put into place starting with deregulation in 1991. To answer this question, a 

comparative analysis was undertaken between Maharashtra and Gujarat states for the years 

1960-2009. A tale of two states emerges from our analysis: while Maharashtra has progressed 

economically since deregulation, Gujarat's performance remains stagnant.  

The cooperative banking sector in both states has demonstrated similar trends with growth 

occurring primarily through an increase in the number of branches and not due to higher 
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lending activity. The success of Maharashtra can be attributed to its better performance on 

both access and usage. Since the mid-1990s, commercial banks have rapidly expanded their 

branch networks into rural areas beyond what was formerly provided by cooperatives, which 

prevented them from becoming more efficient.  The growth of the cooperative sector is 

attributed to the fact that it serves rural areas more effectively than non-cooperative 

commercial banks. 

One of the significant factors driving the growth of cooperatives in Maharashtra is the state 

government's efforts to promote their development, which provides clear evidence that 

cooperative banking can be successful even in a non-regulated environment. Several policy 

measures have aided cooperative nationalization in India, including marketing initiatives by 

state governments, direct subsidies and institutional support from the RBI. A review of 

ownership patterns has shown that cooperatives are privately owned, with close to sixty per 

cent of their shares held by public sector companies.  The cooperative banking sector is more 

efficient and effective in serving rural populations. However, they played an important role in 

providing credit before the 1990s and if their efforts were to be more effectively directed, this 

could result in increased economic growth. 

Objectives of the study 

This paper is a "state-level" analysis of the Indian Cooperative Banking System in the post-

reform period. The objectives of this study are to assess the efficiency and efficacy of these 

banks in Maharashtra with respect to capital, risk, earnings and assets. The banking sector has 

been subject to many changes in recent years due to financial reforms introduced in 1991-92. 

It has been difficult for scholars who have not had time to access information about the state-

level performance of cooperative banks in India because this information was not readily 

available. This paper examines the efficiency and efficacy of the Indian cooperative banking 

system in the post-reform period in the state of Maharashtra. 

Research Methodology  

The current study is qualitative; the paper uses secondary information from published reports, 

journal papers, proceedings of conferences and other sources. It is a post-reform period 

analysis of rural and urban cooperative banking institutions affiliated with the Maharashtra 

State Cooperative Bank. The objective of this research was to investigate various aspects of 

cooperative banking institutions to understand their efficiency and efficacy in meeting the 

needs and aspirations of their stakeholders, as well as those of society at large. 
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Literature Review  

India's cooperative banking system, also known as the "cooperative movement", was 

established in 1894. The first co-op bank was set up by the Amalgamated Banks of Punjab. 

By 1970, there were about 8,000 functioning branches spread across all of India's states and 

union territories. Of these, 2,400 were located in Maharashtra alone. The entire cooperative 

banking system was once owned by banks affiliated with the regional or state cooperatives. 

However, following independence in 1947, central cooperatives became an important part of 

India's cooperative banking network(MUKHERJEE et al., n.d.).  

India has a long-standing history of widespread use of informal financial services provided 

by moneylenders who are also known as "Shroffs".  They operate in the villages and the 

market towns and cities through a cluster of permanent shops in which transactions take 

place. The moneylenders offer a range of financial services such as advances, loans, interest-

free deposits and remittances etc. They charge interest for these services at varying rates. 

Using village phone connections such as "Kisan" and "Baisakhi", people often deposit their 

savings directly with Shroffs who keep this money either for investment or use it to advance 

loans at higher rates to borrowers in villages for consumption goods, domestic appliances and 

motorbikes.  In urban areas, people go to the moneylenders to collect their savings from 

deposits with them. The moneylenders charge interest of three per cent per year for deposits 

of less than Rs. 2,000 and six per cent per year for deposits of more than Rs. 3,000 a year 

(Shah, 2008).  

India's cooperative banking system had been designed as a modern, efficient and full-service 

institution that would provide alternative financial services to the Indian people. However, its 

actual performance was at best a mixed bag – with some institutions performing well, others 

not so well – until a major reform programme for Indian banking started in 1991 (Sawant, 

2012).   

The cooperative movement and the banks it spawned attracted much controversy and 

criticism. Both were accused of everything under the sun ranging from corruption to 

inefficiency and even opportunistic behaviour. The cooperative movement was widely 

discussed as an oxymoron – a modern institution that was wedded to the older colonial social 

paradigm of running traditional businesses by social organizations(Rahman &Sheereen, 2011).  

The government of India banned all of these things in 1991 by introducing reforms that 

radically transformed the banking sector into a modern financial system that had more 
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transparency, regulation, supervision, supervision capacity and accountability.  The need to 

reform the cooperative banking system had been visible since 1989 when the DMK 

government in Tamil Nadu withdrew all co-op banks from the cooperative movement. It also 

stopped using CRISP funds for funding co-op banks during its tenure(Rakshit& Chakrabarti, 

2012).  

The reform of 1991 marked a significant departure from the status quo. The main objective 

was to create a modern financial system with adequate supervision ability. To achieve this, 

three broad features of the banking sector were introduced – greater transparency, greater 

regulation with capacity for capital adequacy analysis and stronger supervision capacity. The 

reforms resulted in making Indian banks more efficient and enabled them to meet 

requirements of international competition which they had not been able to do 

hitherto(Gandhimathi, 2012).   

The National Cooperative Banks in particular benefited from the reforms in 1991 when they 

became one of the most modern banks in India. Since then, NABs have expanded their reach 

to grow significantly in terms of resources and asset size. Consequently, it has become a 

major player in the Indian banking sector with assets worth Rs 6.31 lakh crore by December 

2015–16 (Baidya & Mitra, 2012).  

However, despite all its advantages, cooperative banks are suffering from poor interest-

earning capabilities which are gradually reducing their financial viability. The main reason 

for this is that these banks are also suffering from poor asset quality which is affecting their 

net interest income ability due to the lack of adequate provision for bad loans(Bhattacharyya 

&Chatri, 2012).   

The main feature of the cooperative banking system is its ability to provide credit at 

affordable rates which enables people belonging to weaker sections of society such as 

farmers, shopkeepers and artisans with access to credit. This has resulted in the development 

of socio-economic infrastructure in rural areas. A total of 1040 NABs serve not only as a 

source of economic support but also play social roles by contributing towards poverty 

alleviation efforts through self-employment generation and the creation of infrastructure 

(Kumar & Gulati, 2010).   

In 2003, the Reserve Bank of India had issued a circular to all NABs under Section 47 of 

Banking Regulation Act, 1949 requesting banks to open specialised departments to monitor 

and supervise credit disbursing societies. The objective was to safeguard the interests of 
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needy farmers. But, most NABs have failed to comply with this circular mainly due to a lack 

of resources and manpower(Ahluwalia, 2002). 

It has also been observed that the Indian Cooperative System is moving towards a change of 

face. A new generation of cooperatives are emerging, which are aware of the benefits of IT, 

are appropriately leveraging it in their business operations. These cooperatives are also 

paying more attention to credit appraisal for evaluating efficiency, besides incorporating 

other qualitative parameters within their managerial decision process(Masood, 2013).  

Cooperative Banks have made considerable changes in technology that has helped them in 

becoming efficient and more profitable. They have made great strides in improving 

themselves by revamping their management structure and adopting IT solutions. 

Cooperatives have upgraded information technology infrastructure with the help of 

Government schemes. Many of these banks have also invested heavily in computer 

networking, hardware etc. to make their operations efficient(Shah, 2007).  

Cooperative banks are also making use of IT to provide better service to the people. One of 

the means is by moving towards automation, which has helped it in improving its efficiency 

and reducing operating costs. It has enabled them to bring about changes in their management 

style and improve customer relationships(Mohan, 2005).  

It is observed that the cooperative banks have been able to bring about a change of face by 

improving on technology and adopting IT solutions. As a result, they have also seen an 

increase in their efficiency, profitability and productivity. Such banks are on their way to 

becoming profitable and more efficient and therefore able to better serve their 

customers(Dwivedi &Charyulu, 2012).  

Cooperative banks have been facing difficulties in providing excellent customer service. 

They need to first implement the necessary systems and procedures and then train their 

employees and managers on how to provide optimum customer service. They need to create 

an atmosphere of mutual help and understanding among the people of the bank. This will 

help them in gaining better customer relations, which will ultimately increase their 

profitability as well as their productivity as it will provide them with more customers who 

will be willing to pay more for satisfactory services. Cooperative banks would benefit from 

some changes such as better management, incentives for good performance, better training of 

managers, improved governance structure etc. This would help them achieve greater success 

in future by developing new strategies and undertaking new ventures.  
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Indian Cooperative Banking System in the Post-Reform Period in 

Maharashtra 
The Indian Cooperative Banking System (ICBS) has been a major and indispensable part of 

the Indian financial system since 1921. ICBS is a cooperative institution closely associated 

with the agricultural sector and has played an active role in the post-reform period as well. 

Recently, agricultural cooperatives have come under legal scrutiny as some cases of fraud 

and irregularities have been noticed. This segment of the paper evaluates the efficiency and 

efficacy of ICBS in Maharashtra state post-reform period i.e., from 1991 to 2010, against its 

pre-reform status i.e., from 1961 to 1990.  The study also assesses the impact of the ICBS on 

the agricultural sector and factors responsible for its growth, while comparing it to other 

states.  It also tries to determine the demand-supply of agricultural credit in Maharashtra state 

post-reform period.   

The post-reform period has seen huge changes in the structure of banking in India.  The focus 

on deposits, loans and credit supply has diverted attention from production to individual-

oriented services. This has led to the decline in the importance of economic units to 

cooperative asset groupings.  Agricultural cooperatives have been a source of revenue for 

banks for a long time. Their demand for credit is likely to be higher than other sectors, which 

could have made them suffer from the unnecessary supply. These two factors have promoted 

the growth of the Cooperative sector in Maharashtra.   Many government policies, licensing 

and classification of banks have been introduced to regulate the ICBS. The Banking 

Regulation Act (1949) allowed for a free play of private banks to cater to the needs of a 

modern economy. This has been one of the major reasons for the decline in the importance of 

ICBS in the post-reform period.  

In Maharashtra, between 1961 and 1990, credit from ICBS was almost equal or greater than 

that from conventional banks. In the post-reform period, this trend changed. Rural credit from 

conventional banks was significantly more than that from agricultural cooperatives.  The 

agricultural sector cooperatives in the post-reform period were more dependent on borrowing 

from the institutional sector i.e., National Co-operative Development Corporation (NCDC) 

and Central Bank for Agriculture and Rural Development (CARD). Credit from NCDC and 

CARD accounted for almost one-third of total credit. This, however, has declined over time. 

The agricultural sector has suffered a lot due to the prevailing drought situations and other 

natural calamities in Maharashtra over the years. This, in turn, has led to a significant 
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decrease in credit demand from this sector as well as an increase in non-agricultural activity 

such as manufacturing and trade & commerce activities.   

The growth of the cooperative sector in Maharashtra is mostly influenced by five factors. The 

first factor is a favourable environment for cooperatives i.e., state policy and legislation as 

well as national policies to facilitate their growth and balanced relationship with bank credit 

facilities. The second factor is a desire to tap into low-income groups as a source of savings 

and also to provide credit. The third factor is government support, which assisted in business 

development and extension of financial assistance to poor rural families, especially those 

engaged in agriculture and allied activities. The fourth factor is an expansion in agricultural 

area under ICBS and availability of land under cultivation which required more amounts 

towards a credit from co-operative banks to cultivate such areas.  The fifth factor is the robust 

support of the government for adequate funds to recruit additional staff and improve the 

working conditions of the bank.  

States like Maharashtra have taken initiatives to promote cooperative banking by providing 

licenses for new banks. This, however, might negatively affect the cooperative sector as it 

would divert savings from agriculture to other activities. Presently, agricultural cooperatives 

are struggling to compete with private sector banks.  A comprehensive reform policy is 

required which can effectively strengthen the financial condition of agricultural sector 

cooperatives. The Cooperative Banking System (C.B.S.) in Maharashtra has witnessed many 

changes in the post-reform period. The efficacy of the cooperative banking system in 

Maharashtra is based on various factors, namely, pre-reform efficiency, post-reform 

efficiency and financing structure of the ICBS i.e., percentage share of credit sanctioned to 

the agriculture sector, membership growth rate i.e., increase in several members per year and 

total membership growth rate i.e., increase in a total number of members per year. The 

percentage share of credit sanctioned to the agriculture sector was almost 75 in the pre-reform 

period, while this has reduced gradually to 40-50 % in recent years. The membership growth 

rate in the post-reform period has declined by 33% compared with that during the pre-reform 

period. This indicates that the cooperative banking system was less efficacious at attaining its 

objectives during the post-reformation period. The total membership growth rate in the post-

reform period has reduced by 29% as compared to that during the pre-reform period.  

The cooperative banking system has been struggling to cope up with the changing scenario 

for a sustained period. In the post-reform period, social instability or unrest as well as 
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declining income from agriculture have played a role in the failure of cooperative banks to 

perform their function effectively. Therefore, it is necessary to formulate a comprehensive 

reform policy that would deal with all these issues effectively. This reform policy would then 

help to strengthen the financial condition of agricultural sector cooperatives and also ensure 

their continued growth and prosperity. 

The financial condition of cooperatives is improving slowly but not rapidly. The growth rate 

in gross income from agriculture and non-agricultural activities is the single most important 

factor that impacts their viability.  The growth rate of savings deposits in the post-reform 

period has declined by 45 % as compared to that during the pre-reform period. The growth 

rate of advances from ICBS has declined by 32% as compared to that during the pre-reform 

period. This indicates that the financial condition of agricultural sector cooperatives has 

worsened concerning their lending operations. However, equity share in total assets increased 

by 14% indicating that cooperatives were using their funds more efficiently than before the 

reforms i.e., between 1991 and 2001. The number of branches increased by 61%, but this was 

not adequate for them to increase their market share significantly i.e. their percentage share in 

the total credit outstanding declined from 27% to 17%. 

Conclusion  

The study has made a detailed review of the financial condition of cooperative banks as well 

as other factors impacting their performance. The financial condition of these banks has been 

analyzed as a result of year-wise growth rate in gross income from agriculture and non-

agricultural activities, the growth rate in savings deposits, advances from ICBS and cards 

issued to members, equity share in total assets and number of branches. The study concludes 

that there is scope for improvement of the financial condition of agricultural sector 

cooperatives. That way, the cooperative banking system would be able to effectively meet the 

challenges of the post-reform period compareAntild with the pre-reform period.  
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