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Background ~ Pakistan

A Conference on Coopgrative Credit was jointly organised at Lahore in
December 1961 by the ICA Education Centre' and ‘the West Pakistan Cooperative Uhion.
After publieation of the Credit Enquiry Commidsion’s Report in 1959, certain
problems facing the Cooperdiive Movement in Pakistan had come to the forefront
and the Cooperators in Pakistan desired to compare their experience with Codperative
Movements of other gountries which alse-faged ‘simllar problems. Hence, at the
request of the West Pakistan Gooperative Union a Conference consisting of repre-
sentatives from Pakistan, India and Japan was organised to explore the possibility
of evolving a coordinated striicture, and devising methods for the speedy develop-
ment of, Cooperative Credit M6vement in Pakistan,

Before partition of thé Indian Sub~continent, monmey-lending, credit
agencles, banks and industries were in the hande of minority communities in areas
which pomprisq present<day Pakistan and which migrated to India after partition.
As a result of this exodus tréde and industry in Pakistan were almost paralysed.
Hence, thé burden_ fell on the Cooperatives to finance part of the trade and
indgstry. to avert the ¢risis, In this process the Cooperative Banks were involved
in finanéing traders and individuals, As conditions have now returned to normal,.
the question of withdriiwing the operations of Cooperative Gemtral Banks from the

* gommepdial field is belng donsidered, A second problem facing the Cooperative
Movement in Pekistan is the question of reorganising the Cooperative Credit
Structure §s a wholes The provirges of Punjab, Sind, and North West Frontier have
different #redit structuresi In Punjab there is a three-tier structure with the
Apex Bank at the fop, Central Cooperative Banks at diétfict;level and Primary
Societles at the basei In other Provinces the two-tier system prevailsi The
Credit Enquiry Commission recommended aboliticn of the Central Cooperative Banks
to maintain a twostier structure all over the country, but the Government of
‘Pakistan did not agree with this recommendation and planned to retain the Central
Banks at the district leyvel, The deeision of the Government to organise Central
Cooperative Banks at the district:levels raised a number of problems- relating to
management, mutual supervision, lgnding to the farmers, medium and long term
finanges, ete, co '

Another problem was the quéstion of membership of Central Cooperative Banks.
Should it be open only to the Societies or should it consist of individuals as
well as societies? The Credit Enquiry Commission recommended complete elimination
of individual membership from Cooperative Banks, The problem of fixing the rate
of interest alsc came to the forefront as tht Commission had: recommended 7% as
the maximum rate at which the wltimate borrowers should receive loans from the
Primary Cooperative Societlesy

_ A very important question put before the Conference was the problem of
recovery of loans from membersa Recoveries were poor in Punjab as transfer of
land for discharging financial obligations was prohibited. In Sind, recoveries
were higher as land could be sold and loans could also be recovered as arrears
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of land revenue, The problem before the Conference was: should coercmve meagures
be used to recover loans or should the recovery be made deperiden % on t e streng~ !
thening of a sense of mutual knowledge and responsibility among members?  Should
the Cooperative, Department have any role in respect of recovery of loans from
members?

In the field of-agricultural credit, besides the Cooperatives, there are
other agencies like the Agricultural Development Bank which was established in
1959. This Bank was originally started with a view to provide short. term and
medium term credit for agricultural purposes. It also prov1des crédit in aréas
in which cooperatives were net develeped, The. Agrlcultural Development Bank
and the Cooperatives” almost wark ae competltlve .agencies in the field of rural
credit,. The problem before.the Confergnpee, yas of evolving a functional relation-
ship between the Cooperatlve 8001°t10§ and the Agricultural Development. Bank,
As both:the agencies fogether provided: only 15% of+the total ‘requirements in.
respect of agrlcultural gredit, bogh o£ them,have vast ggope for expansion, of
,:thelr credlt agtivitiess

The Urban Gooperatlve Banks\wore<functlon1ng in’ c;tles 11ke Kanachl and
Hyderabad. These banks are f;nanclng big “industries and also have opened Jbranches
at far away places. The State Bank of Pakistan wants these banks to be brought
w1th1n its Jurlsdlctlon a8, .1n ;the opinion of the State. Bank.of Pakistan, they
were 1ndulg1ng in commeralal.lendlng. The-Credil CommxSS1on.on the other, hand
recoqmendéd. that these. organlsatlons should : not.be perm;ited to use the, word

 UBank" at all. The managements of- the Urban Ceoperatlve Banks feared, bhat if
the recommendations of, the Credit Commission weré accepted,. it would have: an
padverse effect on the depos1ts of. 211 the Urban Cooperatlve Banks in Bakmstan.

‘ The las£ questlen put before the Conference was of Reprsopnel Management.
The. Prlmary Gredlt Societies, were not able to employ paid-gtaffs Alsorchances
or -promotion were not Very oright within the, Movement., The question:of forming
a cadre .or’ integrating the staff of the Cooperatlve Societieswas tperefore

1ntroduced at the conferenoe. )

Japgg“;

k)

Average family borrow1ng in. Japan 1s much 1ess than bhe average aavings.

V,15O% of the credit reQulremenxs of the. farmers are .met by Agrlcultural Goaperative

"Societies. Linking' of’ Q“let with, market;ng, purchas1nd’end :processing had:a
. healthy effget.on credlt expansion;. .Since the.land ;reforms . in 1947=50y sale of
"lahd has _heeh prohibited. Hence, 1ar canqgi be morbvaged for borrquing purposeh
Cooperative 1oans therefore, are giver against personal security, Tha,membérs
also agree to buy and sell through the Cooperative Society.

The Central’ Cooperatlve Banks nd Prefectural Acrlcultural Cooperatlve‘
,,Federatlon cannot give 1oans beyand a beraqd ef $ixe years. .The long-~term ;::
'finances, therefore, are, glven througn the. Na¢;onal Apex Bank’ for Agv;culture,
Forestry and Fishery, There 1§ a three~tieg structure in Japan. The réate of -
interest, to ‘be paid by the ulilmate.borrowernns ;about 20% Crop. insurance, -
(including cattle) has been introduccd in most qf therareas. A Beparate,Bank
exists in Japan for industrial cooperatives for’ small and medium scale industries
Becuuse of the high standerd of living.gnd cenk: per; cents llteracy the*recovery
of loans 1s not a serlous problem 1n-JaDan.



Indie

A three-tier Cooperativeé Credit Structure exists in India in most of the
States with Apex Bank at the top, Central Cooperative Bank at the district level
and the Primary Credit Society at the lowest level. In a few cases.thére are
more than one Central Cooperative Banks at the district level, The structure
at the Primary level is not uniform but in recent years attempts are being made
to drleate ebonomlcally viable units. Usually .the population of 3,000 is consi-
dered to be the best area of opefation for a Cooperative Credit 8001ety. Although
there are limited and unlimited liability societies in the country, the present
trend is towards organising limited liability socleties.

In India, the Reserve Bank of India finances the Cooperative Credit
Soeleties to the extent of 200 crores through the Apex and District Central
Cooperative Banks. It lends to the Apex Banks at 2% below the bank rate prevai-
ling at any particular time, Lending at primary levels varies from 4—l/4 to 94,
The Reserve Bank of Indie also takes a promotional interest in the Cooperative

g vement of the country:; Foi stabilising the Cooperative Credit' structure, a

Cbedit Stabilisation Fund has been instituted in the Bank, Long-term finance for

agricultural purposes is provided by the Land Mortgage Banks, These banks

issue debehtureés which are guarantted by the Government, and supported by the
Reserve Bahk of India, State Bank of India and the Llfe Insurance Corporation.
& Long Term Operations Fund also exists in the Reserve Bank of India from which
it subscribes to debentures of the Land Mortgage Banks. A proposal to set up

ah Agricultural Development Corporation for special long-term finances for

river valley projects, plantatior areas etc., is under consideration at present,

Empha51s is belng placed on the development of Cooperative Marketing and
rocessing activity in the coyutry and attempts are belng made to link Coopera-
tive Credit with marketing so ms to ensure prompt recovery of loans and fair
prices for produce of the members,

The Report of the Conference which follows, trles to bring together the
main points which emerged out of the discussionss The deseriptive pdrt has
been cut down to the barest minimum, Emphasis is given on the views which were
expressed on various problemg before the Conference,

District Central-Cooperative Banks Vs, Branches of Apex Cooperstive Banks

The question of deciding upon a suitable agency at the district level for
extending credit to the Primary Cooperative Societies was discussed at great
length, During the discussions two alternatives were suggested, The first
course is the three-tier system in which the Apex Cooperative Banks extends
credit to Primary Cooperative Societies through the agency of the Central
Cooperative Banks. The Apex Bank does not directly lend to Primary Cooperative
Societies except in a few cases where the Central Cooperative Banks are not
able to finance the primaries to the full extent of their needs. The Central
Cooperative Banks at the district level are federal in character and all the
borrowing primary Cooperative Sociéties are members of these Banks. The other
system is of a two-tier structure in which the Apex Cooperative Bank lends
divect to Primary Cooperative Societies through its branches at the distriet
and taluks levels. The Conference discussed the merits and demerits of the
two patterns of organisation in Pakistan.
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A number of arguments were put~forth in support of both the systems by
delegates at the Conferehce. Advocates of the two~-tier system claimed that a
strong Apex organisation at the Centre was in a better position to serve the -
primaries .as it is in,a p051u10n to command greater resources. The Apex Orga-
nisation cén. moblllsn the resources at the higher levels and make' them available
for use for the Primory Cooperative Societies at the lowest "level, at which it
has not Been pos31b1e so far to infugse the habit of. savihg among members. It.
is-also possible for the Apex’ Bank ‘to borrow monéy fron:the market on the A
strength of its regources and make avallable adequate finance to the primaries -
‘for agrlcultural operations.

One of fhe forceful arguments put forward in suppOrt of the Branch:
Banking System was that the Apex Cooperative BanKs were in a position to-meintain
a higher standard of efficiency with the help of trained and efficient staff
for running the branches ot the district level. The District Central Gooperative
Banks, it was claimed, may not be able to maintain such g¢fficient staff owing:
£o the 1nadequate regources and the lack of mears for traiding such personnel
dt the district level, It is also p0551b1e for the Apex ‘Banks -t¢-.maintain a
common eadre of tralned personnel for- mannlng the branches of the organlsation.

It was also pointed out in support of the two~t1er system -that the
primary societies will be able to lend to the ultimate borrower at a lower
rate of interest if the expenditure involved in rtnning an ‘independent bank
at the district ‘level vas eliminated“

Similar arguments were also put-forth. in support of the three-tiern
Cogperative ‘Credit Structure. It was pointed~out that experience in some
districts in Mahardshtra (Indid) had- showh~that with theé establishment of
Central Cooperative Banks at the district level the development of Cooperative
Credit Movement had been sneeded up as theseBanks wete federations: of
Prlmary Cooperative 8001et1es, and were in u position to command. confidence
of the local population. The Central Cooperaaﬂve‘BanK were. also able &o
understand the problems of the member orgenisafions in a betteriway as the-
leadership of this bank was drawn malnly,from the area in which the bank’
operated. - It was- also pointed out that if the Cenfral Cooperative Banks-develop
on proper lunes, they will be able to play an important role in the development
of local léadership at the prlmary and secondary’ levels of the Cooperative
Movement,

The sultablllty of the three-tier structure with regard to the loan
operations of th& primary societies was also discussed. Tt was argued:
that it may not be easy for the Apex Bank to maintain contacts with the
primary soc1etles and this may hinder the process of assessing the correct
demands of the Primary Coopsrative Societies. The representation of Primary
Cooperative Societies at. the Apex level may also not be very adequate and the
Apex Bank may not be able to formulate the policies exactly related to the
problems and needs of the members of Primary Cooperative Societies. It was
alse argued that the Gentral Cooperative Banks may be able to ‘stimulate the
growth: of democratic forces within the Movement and gradually help in.the

stabllshment of a.healthy Cooperative. Movement on democratic lines.

The Gonference also discusaed the questlon of rate of 1nterest on loarns
in both the two-tier and three-t1er~SJstems. It was 1:Lkely, ‘the Canference felt,
that in & few cases the Apex Banks may have been able to lend at a lower rate -
of interest through its branches, but by and large, there Wlll not be any
great difference between the rates of interest in these two systems. The
experience in the State of Maharashtra in Indis also suggests that even after



the establishment of separate Central Cooperative Banks in districts 1t is possible
for the: Cooperative Credit Societies to lend 6 -their members at rates previously
cbarged by ‘Apex ‘Banks.,

The general feeling was that in the initial stages and till local leadership
has been developed fully, a two-tier arrangement could work by opening branches
of Apex Bank at the district level. However, with the development of Cooperative
Movement and with the increase in the demand for decentralisation there would be
a case for converting the branches of Apex Banks into- Central Coeperative Bauks,
It -was also thought that whatever the structure, it is possible to -intensify
the efforts for meeting the adequate demands of the members of the Cooperative
Societies by strengthening the resources and increasing efficiency in administra—
ticn.,

Structurg;gt'the Primary'Level

‘The need for strengthening the structure at the lowest level has 'been univer-
sally recognised. To ashieve this objective one of the main ‘aims of future
endeavour should be the establishment of viadble units of cooperative seryplces
and business, Such units must be able to render effectimely, on an appreciable
gwale, the functions and services which are expested of Primary Cooperative
Credit Societies.,

The test of viability should be the ability to bring about extension of
adequate credit to a widening range of producers, to provide essential material
and implements for production purposes, to attract deposits and to ensure that
the loans are utilized for production purposes. If a primary soeiety is able to
provide. these services, without depending on Government for an unlimited period
it can be said to have attained viability.

If the Primary Societies are not able to carry out the above functions,
it is because they have not been able to strengbhen their financial position,
Most of the societies are not able to meet even the bare minimum demands of members
with regard to production credit. For the development of a strong and healthy
eredit structure, the existence of sound primary societies 1s negegsary. The
primaries shall have to develop their organic strength to maintaifi a sustained
credit.policy. . The urge for developing internal strength .may diminish if jincrea~
sing reliance is placed on borrowing funds from outaide the primary organisations
Strengthening of shore capital and increasing the deposits are the two v1tal
means of achiéving self-rcliance,

As the Cooperative Movement is essentially 1ntended to promote thrift.and
self-reliance it has to pay greater attention to the problem of mobilisihg the
looal resources., The failure of primary credit societies to attract rural
savings to any approciable extent is malnly due to their inability to 1nSp1re,
by their financial strength, confidence in rural investors.

The distinguishing characteristic of Cooperative Credit Movement is the
emphasis laid on thrift, self-help and mutual aid at the different levels of the
structure, including the primary borrower in the village, It is in this context
that importance of owned capital in relation. to the total working capital is
required to be reviewed. Judged by past performance, it is eévident that the
process of mobilisation of resources by share capital contribution will be wvery
slow unless individual share capital holding: is related to the members borrow1ng
from the credit -soeiety. If a link is establ;shed between the members’ sharehol-
ding in and his borrowing' from the society it will be easier for the society to
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graduaIIy 1ncrease the share capltél and' thersby sécure. the confidence of the
members in the organisation. This can aldo serve as'a margin, of securlty for the
creditors and as a cushion against contingengios .-andl’ bad debts, : It is therefore
necesgary to impress upon the members, through education, that the share capital
contributed by them is not only' evidence of their active participation in the
sodlety but is also helpful in giving én added strength.tovthe credit structure
as & whole.

Equally important 1§ the question of attracting deposits to the Cooperative
Gredlt Organisations at the’ prlmary levels - The success of thé movement will be
judged, 1n. the ultimate analy51s by the ‘extent to which it has succeeded in
fostering self-reliance at the primary level, This can only be’achieved by
attractlng surplus in the villages to the society, The problem of attracting
deposits is closely linked to the question of rural savings. An anelysis of the
present expenditure ratio ¢f items other than.food- and_clothlng will show that the
villagers do spend a certain portion of their income for various purposes other the
bare necessities., This suggests that there is a po;s “bility of succeSSfully tappin
surplus income in rural areas through cooperat¥ve channeld; The qaéstion
usually asked is whether there is surplug in rurel arems at all, The problem
is not of having” ‘surplus bub rather of' the wrong appréach- of the villager in
utilising his income.® .The Tact is that’ the rurkl population lacks it propensity
to save and here the cooperative organisciions can pley a very useful Tole. by
educating their members and persvading them to channel their savingd throdgh
cooperative organisations.

~ "As most of the primary societies have a very Wweak capital base it 1s -
usually not possible for them to employ an 1ndependent secretary-for its day to
day work., Eventually, when the societies will incréase their finsncial strength
it will be possible for them to have independent staffs In the meéan time,the
group secretary system, which has been sucdessfully tried in many parts of India
‘and Pakistan, may bc a suitable alternative to employlng separate staffa

The Joan operza tlons of credit societied and ‘the utlllsatlon of loans by
members are at present superviséd by officers of the Cooperatlve Departnent.
This 'system i$ prevailing because most of the cooperative -sodieties ‘@re organised
at the initiative of the departmental personnel and heneé the ldcal leadership
is 1gnorant about’ the trie role of ‘& -cosperative organlsatloni Superyision,

to ‘be effective,~has to be in the hdnds of persoms who are-in a -position

to recommend loanss For this type of werk thé etaff of ‘thé. Tentral Cooperative
Banks shoulé be more suited than the-départmental pérsonnel., Also, the Central
Gooperative Banks have a vital interest in the recovery of loans given to
membérs and it is, therefore, noré appropriate that the responsiblllty for
”'superv131ng the utillsatlon of 1oans should be With the Cooperative Banks.

Ind1v1dual Flnances by Gentral Cooperatlve Banks

Most of tne Central Covperative Banks in Pakistan are of mixed type
‘having both the socletles and individuals as thelr-members. ‘Theme banks finance
individual members as well as traders for- ‘rarious purposés. Ag a'result of the
partition of-the Indo-Paklst b—contlnbnt there-was dislocation in the banking
structure in Paklstan and traders and 1nd1v1&udls found “themselves without adequate
facilites for obtainlng finances 'for various purpbses.‘ In thésé- circumstances
the Central Gooperatlve Banks were requested to finance’ 1nd1v1&uals -and traders
and this practice is contimied so far,  The Céntral Banks also lend to, individual
farmers with large holdings as these farmers aré.nét able to secure adequate
finances from the Primary Credit Gooperative Societies., Most of the primary
credit societies are not able to mest the bare minimum requirements of the average
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members and hence if they were to finance the farmers with large holdings, the
bulk of the credit available from primary societies will go to rich farmers,
_Hence, until the time the Primary Cooperative Societies are able to meet the

" requirements of agll the farmers, the Central Cooperative Banks may be required
to finance the farmers with large holdings direct, This may have an adverse
effect on the loaning policy of the Central Cooperative Banks towards the primary
sociéties. It is likely that the primary societies may not be able to borrow
adequate sums from the Central Cooperatlve Banks as a result of direct lending
by these. Banks. However, it may also be argued that the Central Cooperative
Banks are responsible for meeting the needs of all the farmers and hence they
may have to continue the policy of lending directly to such farmers.

In principle, individual finance by Central Cooperative Banks is wrong.
The Central Banks are federations of Primary Cooperative Societies and &s such
the primarieg have a prior claim on the funds of these Banks. Therefore, the
Central Cooperative Banks should graduslly reduce the finances given to individual
farmers and try to channelise their lending through the Primary Credit Societies.

The question of forming separate societies for big farmers was also discussed
at the Conference, If the big farmers are not able to get adequate finances
for their farming operations from the Primary Credit Societies, they shquld have
the option of forming separate socicties to secure their requirements fOr produc-
tion purposes, In Sind, such societies have already been functioning for
a long time, It is likely that if scparate societies are formed for the big
farmers, these societies will borrow large sums fvom the.Central Cooperative
Banks and the smaller societies may not be able to secure .adequate finances for
their loaning operations,

The question of big farmers not getting adequate finances from the Primary
Cooperative Societies takes us to the problem of liability in a Cooperative Society.
One of the reasons why big faormers remain outsidetthe orbit of a primary credit
soclety is the practice of having liability. The unlimited 1liability makes all
members collectively responsible for repayment of all the debts of the primary
credit: societies. As such the big farmers are not inelined to join these
societies. Perhaps, limited liability may attract such farmers to the societies;
but the question can only be sclved if the primary societies increase their
financial strength and strengthen their resources and create a good base for
loaning operations on a larger scale. It will always be in the interest of the
Cooperative Movement, which seeks to reduce class distinctions within a community,
to have one society for all farmers in a village rather than having more
societies for various class of people. The rich farmers can also contribute
very effectively in the efforts to strengthen the primary societies by channelling
their surplus funds to these organisations. If they support the primary credit
goeiety by increasing the deposits and enlarging its base of share capital,
such sodieties-will be able to meet most of the demands of the farmers of the
village. The big farmers can also play a very useful role in the growth of
able leadership at the primary level. The primary unit suffers from lack of
good leadership and this is one of the most important reasons why the societies
have not been able to consolidate themselves.

Recovery of Loans

The discussions in the Conference on the subject of loan recoveries
revealed that the Primary Cooperative Societies experience a number of difficulties
in the recovery of loans from members. The delay in recovery adversely affects the
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working of sociceties, the Central Cooporative Banks and as a matter or ract the
functioning of the credit gtruoture as a wholei Among the importent reasons
‘for slow recoveries weré¢ lack of supervision on the proper utilization of -
loans, inadequate finances by primary cooperatives, absence of cooperative
marketing facilites and thé 1neff1c1ency of the agen01es respon81b1e for reco-
verlng the loans.

One of the 1mportant draw backs -in the credit policy of the Indo~Pakistan
Sub-Continent is that by and large, the grant of loans to individuals
at the -primary level follows landéd property rather than the productive purposes
for which the loans are taken, A system by which borrowers are required to
have one or two sursties is also prevalent in most of the afreas of this region,
In these circumstances, a tenant requiring a loan for a credit-worthy purpcse
*is not able te obtain loans under the existing practice if he does'not own lands
6T is not ablé to get sureties who own lands., This is a great disadvantage
to tenant farmers who are honest and industrious. It thus has am adVverss
effect on agricultural production. It is likely that after land reforms are
sarried out in all areas the f&rmers may be able to offer the mcrtgage of his
land for securing loans from Cooperative Societies, But the objectives of
a Cooperative Orgonisation is not to seek mortgage of lands of members to pay
loans but to help the members in increasing the production capacity of their
farms, It is, therefore, necessary for the tooperative organisations to cover’
the class of farmers who are tenant cultivators and make arrongements for
giving them loans for production purposes, as it is not a wise policy to
judge the creditworthiness of the members and ultimately of the gociety,
chiefly by valuc of immovable assets possessed by -the members. In a cooperative
society the creditworthiness of the member should be assessed on the basis
:of his repaying capacity which in turn will depend upon his earning capacity
and ‘his surplus income, This basis for repayinhg capacity is also more
appropriate in countries$ where programmes for reconstruction and developments
are in the offing.” If such a basis is accepted for evolving the credit
poliey, the credit of & member will depend onithe extent to which he secures
loans for production purposes and brings about -an increase in his income
and in his repaying capacity.

‘Another method of cnsuring proper utilization of loans by members and
its repdyment is so far as possible, the supply of nceds of the farmers in kind,
The codpérative societies can supply the members fertilisers, seeds, implements
in kind and deduct the .cost of these articleés from the amowrt of loans sanctioned
to thie members. -In'taking uvpon itself the responsibility to supply these
articles the ‘society will not only ensure proper utilisation of loans buh will
also be doing useful services to its members and alsc incidentally earning a
small income for itself,

The capa01ty of a member to repay the loans largely depends upon his
eapacity to increase his production with the borrowed funds. Given adequate
finances and other material required by hiuw to produce on the farm it is
possible for a® average farmer to create a capacity to repay and also keep
a reasonable share of his income for the maintenance of his family. In the
absence of increase in production capzeity, which largely depends on his getting
adequate finances from the socicty, a farmer has to approach money lenders and
other agenc1es for supplementing his income from time to time. Borrowing from
outgide agencies ccmpels the farmer to glve priority to these agencies while
making repayments from his farm income., Hence the societies will have to
endeavour to increase the percentage of loans given to members for production
purposes so as to ensure prompt recoveries from members. In places where
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experiments in adequate finances have been made, it is found that the members
are able to repay the societies fully at the end of the harvesting season¢

Another important aspect in respect of recovery of loans is the extent of
1nvolvement of a member in the working of the Cooperative Societies at the
primary level. The members will be more interested in prompt recoveries if they
have a larger stake in the affairs of the society. This means that the
soclety must try to attract deposits from members, increase their share
capltal and get them involved more and more in the working of the society,

One of the most important methods in securing prompt recoveries of loans
is the linking of credit with marketing in the codperative structure. There is
a sigmifieant trend in recent years in the Cooperative Movement of the Indo-
Pakigtani Sub~-Continent for the development of Cooperative Marketing, The
linkage of credit with marketing in areas where it has been tried, has helped to
speed the process of recovery bgsides ensuring better prices for the produce
of members. The Marketing Ceoperative Societies, wherever formed, enable
the primary credit societies to recover the amounts from the sale proceeds of
the produce of members marketed by them. Such linking also leads to a’better
. understanding amongs Cooperative Societies at all levels and is & very healthy
gtep in the direction of horizontal integration of the Movement. The Marketing
Copperative Societies also enable members to make their produce suitable for
sale By proeessing it wherever possible. Facilities for storage of commodities
when they cannot be marketed with advantage also increases the possibility of
getting kncreased returns for members from his farm produce and thereby increases
his eapaé¢ity to repay. Land reforms and improved methods of production can
only be listed as other methods of increasing preduction and eventuglly
ingreasing the capacity of the farmers to repay. A

Coergive Measures
In some areas of India and Pskistan, the recovery of loans of cdoperative
societies are effected through the Revenue Departments, Cooperative Legislation
in some parts enables the Revenue Department to recover the loans from members
as arrears of land revenue. Altnough this practiee may have facilitated
reeoveries to a certain extent, it is unfortunate that the Gooperatlvg Societies
.should have been required. to seek the help of the Revenue Department in getting
back their money loaned to their own members. Also recovery of dues as arrears
of land revenue is bad in principle and incorrect in praetice. If the
.Cogperative Society is not able to recover the leans independeatly, 1t may at

the most seek the help of the Cooperative Department, in getting bask the mongy
from the members. Also the practice of selling. lands of defaulted members sheuld
be dlscouraged ag the objective of the scciety is net just to lend moéney. but to
help members in increasing their production. This problem ig linked to the
questisn of effective supervision and proper utilisation of loans by members,
Ordinarily,-proper utilisation of loans itself should create’'a capacity -

among members to repay the amount borrowed from the societies. Coereive methods
for recovery may not be very helpful and should only be resorted to when.+
necessary.

In Pakistan an interesting programme hag been- 1n1t1ated for bringing.
about 1ntcn51ve developments in agricultute., This pregramme 1s known &s.
"Crash Programme" In‘areas covered by this pregramme, all-out efforts are
.being made to increase agricultural production. The :introduction of this



10

programme i® d-shiitable opportunity for bringing about an effective coordination
betweén credit and marketing activities within the Cooperative Movement. The
long-~term needs of the farmers will also have to be taken into consideration in
thége arees with a.yiew to 1ncrease the production potentlal of the farms, -

" “Rate of Interést

. The"rate of 1nterest charged to the ultlmate borrower varies from plaee to
place and it is difficult-to fix a uniform- rate of interest for all primary
organisations. The rate of interest 'should depend upon the rate of borrowing and
the. expenditure incurred by the Cooparative Organisations at various levels and
should be “pérmitted to- vary from place to place according to the. local conditions

Safeguards~fo?‘Emergenc1es

" Even 1f &11 due precautions are taken in respedt of credit operations,
marketing the produce of members ‘and rccovery.-of loans, it is likely that the
loans may not~be recovered owing to unecxpedted eonditions ereated by famine
and other® emergencles. In such circumstances, credit structure could be saved
only {F there are built-in ‘safeguards to absorb the shocks caused by unexpec¢ted
calamities: -One of the méthods of safeguarding the intenest- of farmers and
Goqperative Societids in such calamities is the insurance of crop and cajfle
by farmers, Attompts have been made from time to time to introduce crop and
cattle’ instrance on-cooperative basis. However, owing-to ‘the vast areas,to be
covered&By insurance, -lack of gxistence of ~st trong cooperative insurance ,
organlsatlono and the dependence of agrlculture on the vagaries of nature,
it is ¥ery difficult to. make the insurance of cattle and crop. an- attractlve
proposition both to the farmers as well as ‘to the Cooperative S001et1es‘
However, if Cooperative Insurance is introduced in selected areas and if. it
proves effective in providing adequate safeguards in emergencies it. w1ll
cereate a very good example of the utlllty of 1nsurunce and will auﬁomutlcally
1nduce éther fﬂrmnrs to twke to cattle end crop insurance.

Another method of’ provldlng sqfeguardp for such emergeneles is the
Qreation of varloug funds.for meeting the demands created by unforesoon‘j
gircihstanced, A beginning has been made in India in this direction with
the starting of the Credit Stabilisation Fund in the Reserve Bank of Indja,
Such funds are 2lSo” being started by the Cooperative Socicties ot the -Apex
Central and. Primary levels, The crection of such funds ennbles the soeieties
to comvert sMort term Toans into medium or long term loahs when the members
are nof aple to repay the short term loans in time, This also encbles the
COOperatlve ‘sdcieties to resover the loans without dislocating their normal
credit operatiors and “the- farmers to continue their farming opergtions
unlnterrupted. .

. Finallv,thé guestion of recovery of loans is alse very closely llnked
w1thf%he loyhlty ahd nttitude of mefibers towards their Cooperative Societies.
Unless the members re-lige their respdn81b111ty in respect of the. suppqrt
that needs to be given to the society, it is difficult for the soclety to
moke progress, Theg lqy“lty of members could be ensured only if they. undar-
stand their t#ue rdle vi8«g=vis ‘the Cooperative Seciety, ond “this means that
sufficient wttentlon h"S‘to be paid to the edication of members. Whatever
the ecoromic activities of ‘the Cooparntive Organisations, they have to be
supplemented by educaticnal efforts ~s the Cobpérative Sbeiety is not.only an
economic organisntion but an orgonisation formed for raising the status of the
members in the society 28 a whole.



Reiatibns with Oﬁher Gredit Azencies

An, Paklstan bealdes the oredit cooperatlves, a number of organisations
functlon for extendlnv credit to farmers for production purposess These agencies
aré the Agrlcultural Development Bank, the Smnll Industries Corporation and the
Urban Cooperative. ‘Banks. -In addition, taccavi loans are given by the Govérnment
to agricylturista for . 1mprovement of land, and at times when there are natural
calamltles.

The Agrlcultural Development Bank (formerly the Agricultural. Development
Finatice Corporatlon and, the Agricultural Cooperative Bank) extends credit to
formers through its branches at +the taluka level, The credits given are in the
shape of midium and. long term loans. Short term loans above Rs.1000. are also
glven. The Bank also undertakes general vanking business and is expected to
give loans for buying of implements and marketing of agricultural produce. Loans

against pledges and mortgages are also advanced., However, a6 this bank has to
eater to the needs of the whole country, it is not possible for it to penetrate
further into the rural areas at this staze.

As the Cooperative Movement in the country is able to meet ohly ten per
eent of the total demand for agricultural credit, there is vast scope for the
Agrlcultural Deyelopment Bank to grant credit for agricultural production. The
tonference discussed at length as to how the Bank could supplement the efforts
of the Cooperative Secieties in providing credit to all the creditworthy agrlcul-
turists. Fear was also expressed that the existence of various types of orgeni-
sations leads to duplication of efforts and overlapplnv of functions in thé field
of Cooperative Credit. However if .we have a close look at the problem it will be
evident that there is scepe for all these organizations working im the field and
the question of overlapping of functions need not arise. The question is how best
the activities of both these organisations could.be coordinated so that they:
function as complementary to each other, Elimination of competition may not solve
the problem of prov1d1ng adequate credit. It is true that in the Indo-Pakistan
Sub-Continent, the Governments have recognised the Cooperative Organisations as
the agencies best suited for disbursement of credit to the farmers. Although at
present the Cooperative Organisations are not the most efficient credit organisa-
tions it should be the endeavour of all agencies responsible for Cooperative .
Development 6 see that these bodies, in viow of the special rclevanee: they- ean
bave in helping the farmer, should develop inmto efficient économic units so as
to gradually tako over the entire loaning oporations for agriculturasl productior
In thp nean ting there is scope for all the organlsatlons in this field..

The Agricultural Developmcnt Bank can concentrate very effectlvely on
giving medium term and long term locns. If it is possible to do so, the
nécessity for starting a scparate land mortgage bank in Pakistan may not atd3.
"The"Agricultural Development Bank can also grant loans for stpply and markeing
f§0111t1eb to. the farmers, It,can upefullj lend for developing subsidiary
Bccupailons for the farmers. Thess occupations could be village-and cotte®.
industrles and allied econom1e;act1v1t1en in the ruralr areas. Also, tllJBhe
Gooperatlve Organlsatlons are aolc to mect-the credit needs of the b1g f.omers
for production purposes, thc Bank can continue to lend $6. such farmers s
before,.

e " The Agrlcultural Developmcnt Bank. can play 2 tvéry uSeful role inthe
development of the Cooperative Movement while continuing its operation: ©
various types. It could also act as a promotional agency for the deveopment of
Cooperative Societies. The ultimate aim of this organisation should >¢ ‘the gradual

withdrawal from the rural areas and its replacement by the Cooperati/e Credit
Organisations.
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In the Indo-Pakistan Sub-Continent the Cooperative Organisations get
gencrous help from Governments by way of loans, subsidies and grants. In some
areas the Governments have also accepted the principle of state-partnership in
the Cooperative Organisations with a view to increcasing the financial strength
of these organisations. The State partnership is to be gradually withdrawn when
the Cooperatives are able to stand on their own. However, despite of all these
efforts, these organisations do not seem to grow in strength and have fallen
into the habit of banking upon the govermment for assistance. It is not unlikely
that to justify their need of Government help these organisations may never
develop their resources and fulfill their obligations to the farmerg. The
critics of the Cooperative Movement might ask as to what extent an enterprise,
although inefficient, should be maintained.* It is likely that only faith
might lead us to support the Cooperative nct1v1ty. If this is the case, it
will have a very adverse effort on the growth of the Cooperative Movement.

Although the Conference agreed in principle that there might be more
than one organisation at the higher levels, it was felt that at the primary
level there should be only one credit agency. All the credit to the farmers
should as far as possible be channelled through the Cooperative Organisations
even though the source for giving this credit may not be from within the
Cooperative Movement., In areas, however, where the Cooperative Societies them~
selves are not developed, the Aarlcultural Development Bank may be required
to give loans to farmers 1nclud1ng short-term loans for prodectlon.purposeg,

: A suggestion was also made that the Apex Cooperative Banks and the -
Agricultural Development Bank should be merged so that a single organisation
might be responsible for providing Agricultural Credit to the farmers in the
country. Whotever be the merits of the various arguments for and against the
functioning of more than one credit organisations, it should be realised that
the important thing in the credit pollcy of a country is the defining of
objectives of such a pollcy. If the-objectives are clearly defined, it should
be possible for all the organizations to aim 2t the same goal visz. increasing
agricultural production to the best advantage of the farmers, Then it should
not be difficult to reconcile the activities of all the organisations in the
fleld :

"« . The taccavi loans given by tha Government are mainly distress loans
and may not come im the way of Cooperative Organisations. However, it is
-necessary.to restrict the scope of these loans to the conditions created by
natural colapities. If the Govermment decided to advance such loans for °
inprovement of lands it should be an accepted policy of Government to channel
these loans through Cooperative Organisations,

. The Urban Cooperative Banks in Pakiston are located mainly in the Western
Section of the country, Most of them are working on the same basis as commer-
cial banks except for the fact that sonmc of them advance loans to small
industries., The majority of them advance loans to traders and industriglists,
Loans are also advanced on mortgages., In India, some of the Urban Cooperative
Banks have taken the role of finaneing the small scale industries and majority
of them are organised to help the small traders and middle class people with
regard to their credit nceds,

It is difficult to visualise the role of the Urban Cooperative Banks
in respect of agricultural credit, However, they have a function to perform in
finaneing small scale industries in the rural areas and thereby helping the
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farmers to supplement their income, If these banks are able to mobllise savings
in urban areas for financing such activities, in rural areas it will be a very
helpful supplementing activity to the credit operations of the Central Cooperative
Banks and Primary Cooperative Societies. The financing of traders by urban
banks may automatlcally affect the Consumers Cooperative Societies as traders
are generally in direct competition with the variocus Consumers Cooperative
Organisations functioning in the rural areas. Hence, 1t is necessary for the
urban banks to rephase their loan policy so as not to hinder the progress of
the*Consumers Cooperative Societies.,

The Conference alsc discussed the problem of financing the Housing
Cooperative Societies. The financing of Housing Cooperatives requlred long
term finance and the Urban Cooperative Banks or other credit ageneies were not
suited for the purpose. It was necessary to have a/%eparate Cooperative
Organisation for financing Housing.Cooperaiive .Soclteties as in the case of
India. In India the housing societies are also financed by Life Insurance
Corporation of India and various credit ageneies in the field especially the
.Cooperative Banks. Inspite of all the efforts of the eredit organisations,

. housing activity is not able to benefit from the cooperative structure to the
extent expected and there is an urgent need for intensifying credit faeilities
in respect of Cooperative Housing Societies. In addition to the loans glven
by the credit agencies, it is necessary for the government to help the societies
in agquiring lands and in securing material for construction of houses, Besides
finaneing and help in supplying materials, it is also neeessary to ensure-

:rigorous standard of housing in the country so as to help in providing a decent
gtandard of housing to all classes of peopile.

In some countries like Sweden, the Cooperative Movement has played a very

useful role in promoting the growth of housing on sound lines, The Government

also advances loans for building houses, but these Joans are channelled through

Cooperative Organizations. [Very rigorous standard of housing are insisted

upon. Fifty percent of the loans given are free of interest, The local autho-
rities help in planning housing schcmes and Cooperative Organisations are well-
equipped in the technical matters pertaining to the construction of houses.

" -The most important thing about housing activity in Sweden is that it is -treated
as a continuous activity and not as an activity to solve a temporary problem,

A congtant incentive to build houses is provided to gooperative societies and
its members.

Personnel Management

The question of personnel management and problems relating to training
and administration in the Cooperation Societies is of vital importance to the
Cooperative Movement, The efficiency of the Movement could be ensured only
through a trained cadre of omployees and a healthy management structure at
various. levels, The system of recruiting employees in the movement to the
various posts in the Indo-Pakistan Sub-Continent varies from plaee to place,
But by and large, most of the societies at the lower level recruit their own
staff. In case of societiecs at the higher lavels, the Chief Executive
Officers and Managers are Government servants who have been sent on deputation
to work with the Cooperative Societies. In a few 8tates in India and
Pakistan, direct recruitment of senior offieers is made by the Cooperative
Movement itself.
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The question. of recrultment of staff is very relevant to the problem of

efficiéricy in the Cooperative Movement. On the one hand, if the societies are
_permitted to recruit their cwn staff; it is sometimes llkely that suitable persons
aré not app01nted for-the pest; . on the other hand, if appointments are made by

other agenciesy the rmght of the Managing Committee to appoint its own ‘staff is
violated. However, in.order to bring about a better coordination. within the
Cooperative- Movement it is necessary.to evelve. some sort of a cadre fer organi-
satlons below dlstrlct level and prov1do employees to various Gooperatiyve Organi-
sations out of this cadrei The senior officers are usually appointed By the
Governments Howéver if a suitable machinery is evolved within the Cooperative
Movemerit to select personnel for varicus types of Cooperative Organisations, it
would be possible to provide offieient staff to all sections of the Movement as an
when requlred. This recrultment activity can very well be linked to the educationj
of persbnnel selected,andl only after: they are cducated will they be sent. to the i
cooperative 3001et1es for various purposes.

AAE:) 11kely that State partnership may compel the Government, to' insist
on the society to a¢cepta.Government: officer as on Executive Officer, However,
‘if the mgvemént 5 able ‘to evolve its.own selection machinery it will be possible
,for the GQVernment d¥so to rely on :this selection rather than insist on 'its own
‘5fficers ‘heing ‘appoirted to various posts«c
- The question of relations between the employee -and: the management has
engaged the ‘attention of the Cooperative Movement in the various patts of the worl
for a long time. The dordial..relatiohs between the two sectiona of the managemen
.arve’‘of vital importance to the running of Cooperative Societies: The quéstion
can be solved only if. a proper division. of.functions between the two is affeéted.
The: tendency- to ‘encroach upon the spheres of others will have to be gradually
"éhecked, The managingicommittees will have to increasingly rely on the khowledge
and adv1ce of its trained and efficient personnel. It is also necegsary in
the interest of- efflclency to delegate authority and powers to responsible
officers withih ‘the Mévement and to leave only the broad questlon of pollcy to
the management for declslon.

" The' Cooperatlve Movement suffers also from lack of inltlatlve in reqruit-
ing perbonnel from the ‘open market. Most of the commercial organlsatlons
recreit personnel from amongst the highly educated classes for manning v?rious
important positions in thelr organizations. They also concentrate on the tralning!
of these personnel after sclection, The salaries given to the employees of
private organisations are also comparatively higher thah ‘those given by the
Cooperative Organisations, The Cooperative Movement will have to do some thinking
_in the matter of selection of proper personnel for its organisations. It is also
nec¢ssary to insist on certaln qualifications for rec¢ruitment,

The CooperatiVe Movement can achieve this obJectlve only if 1t .1ooks beyon1
the economic activity’which is of immediate concern to all Cooperative. SOcleties.
The Cooperative, Societics aim at increasing the standard of. living of the people
and at rpaising their status in society. This:could be achieved only if the personf
nel working in “the Cooperative Mévement realised the true role of a Cooperative
Organlsatlon and helpe¥*the meémbers in réalising this aim by devoting themselves
16 the service of membership of the Movement &8 a whole. The; Cooperatlve
Service is something more than merely a bread-earning activity. ‘The Cooperative
Personnel should be taken into confidence within the Movement so that the arti-
fieial distinction between the members and employees of the sbeieties gradually
disappears and all persons working for the Movement are considered as equal
partners in the causc which 1s so dear to us all.
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List of Subjects discussed at the Conference on
Cooperative Credit

Cooperative Credit Structure.

a. What should be the number of tiers in cooperative credit structure?
b. What should be composition of the apex and district central banks?

¢. Should mémbership of apex and central banks be restricted to
societies or may it include individuals also?

d, Whether the liability of shareholders at primary level should be
1imited or unlimited?

Loaning Policies of Cooperative Institutions at apex, secondary and
primary levels,

a, Should secondary institutions (central cooperative banks) advance
Joans to individunals?

b. Should loans be advanged to non-members?
¢o What should be the nature of Security?

Problems of regovery,

Relationship of credit cooperatives with other institutional credit
agencies -

a. Agricultural Development Bank

. b. State Bank (Central Bank of the Country)

c. Government (Taccavi loans)
d, Other agencies

Role of Cooperative Credit in respect of : -

a4 Settlers in new areas and colonies,
b, Tenants who become proprietors under land reforms,

Problems of Cooperative Credit in urban and industrial sector,

a, Organizational and functional

b, Size and area of operation of an urban bank

Ce Credit for small and cottage industries and trade
d. Credit for housing.

What should be the nomenclature of the Cooperative institutions under-
taking banking business,

Should the word "bank" or its derivative be used In any primary cooperative
society e,g. urban and mercantile cooperative banks industrial
cooperative banks, taluka ond zamindari banks,



8, Rate of interest at various lewels in a Cooperative Credit structure.
8. What should be the rate of interest on deposits

b, What rate of interest should be ¢harged on individuals; should
it vary with the nature of security?

9 Problems of personnel management,.

ay Should cadres of serwvice in cooperative credit institutions
be integrated? If so, at what levels,

b. What measures should be adopted to ensure interest, effieiency
and honesty of employees,

Presentation of country statements indicating existing systems with
special mention of problems confronting them and their solutions.
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