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INTERNATI»J/\L O O O P ER m V E  A IX IW C E  

Regional O ffice  & Education Centre

for South-East '\sia, PO Box 3312, C /o  IDAC/V/Tokyo

43 Friends' Colony, New Delhi- 14,India

April 30, 1973

Dear Cooperator,

The International Co-operative Alliance Regional O ffice  

and Education Centre for South-East Asia held in Tokyo, Japan, from 

10-28 A}Ti.'il, 1973 a Regional Seminar on Co-operative Credit with 

Special Reference to Japan. This seminar was held in collaboration 

with the Central Union of Agricultural Cooperatives of Japan and the 

Institute  for the Development of Agricultural Cooperation in Asia (IDACA ),

I take pleasure in sending herewith a set of documentation presented 

at the seminar for the use of your movement.

2 . The report of the seminar w ill be forwarded to you later on.

With best wishes.

Yours sincerely,

J  .M . Rana

Director (Education)

cc: Other member-organisations in the country,

cc: Member/Advisory Council

cc: FAO, Rome/ IIjO Geneva/ ILO Bangkok/ BCAFE Bangkok



2 April 27, 1973

REGICN'^L SaVlINAli a>l CD-OPER\TIV£ CREDIT ’vVITH SPECIAL 

REFERENCE TD J A P W . Tokyo. J a m n  : 10-28 April. 1973

OCNCLUSIONS AND RBOOV]M£ND^\TIONS

The Regional Seminar on Cooperative Credit with special reference 

to Japan was held from 10th to 28th April, 1973 at the premises of the Institute 

for the Development of Agricultural Cooperation in ^sia  (ID A C A ). The seminar was 

jointly  held by the International Co-operative Alliance Regional O ffic e  & Education 

Centre for Soifth-East A^sia, the Central Union of Agricultural Cooperatives of 

Japan and the Institute  for the Development of Agricultural Cooperation in ^sia , 

Tokyo. Twenty-five participants from Bangladesh, In d ia , Indonesia, Iran , Japan, 

the Republic of Korea, M alaysia, Nepal, Pakistan, the Philippines, Singapore and 

Thailand attended the seminar. Dr S .G .  Madiman, Senior O ffic e r , Marketing and ; 

Credit Service, Agricultural Services Division of the F .A .O , ,  Rome, and 

Dr Mohinder‘‘Singh, Deputy C h ie f , UN/EC\FE, Bangkok attended the seminar for few 

days as observers.

2 . The seminar was preceded by a five day study v isits  of agricultural 

cooperatives in the Republic of Korea.

3 . This document is not the full report of the discussions which took

place at the seminar. It  gives only the major conclusions and recommendations.;

4 . The seminar recommended the adoption of an integrated approach to

rural development. For this purpose it was suggested that the organisation at the 

grass-roots level in the rural areas should be the multi-purpose cooperative society 

covering both farmers as well as non-farmers as members in its area of operations^ 

The society should provide a package of services needed by the farmers such as 

crddi t ,  agricultural inputs, joint u tilisatio n  of agricultural machine ry , marketing 

f a c il it ie s , and extension advice for improving agricultural productivity as well



as home l i fe . The society would also supply consumer articles and other 

services needed by the non-farmer members such as artisans, teachers, etc, Howeyer, 

the main emphasis in the activities of the societies should bo on the provision 

of services to farmer members,

5, The seminar was of the opinion that while both farmers and non-farmers 

should be allowed to join as members in a multi-purpose cooperative society, the 

bulk of members should comprise farmers having identical interests. However, 

the seminar emphasised that private money-lenders, traders and other persons 

whose interests conflict with those of the members of the societies should bo 

excluded from membership of the cooperative society,

6. The seminar recommended that in order that multi-purpose societies

are able to provide services effectively , it was essential that the size of the 

primary society should be large enough so as to make it viable. The size of the 

society should be determined keeping in view also the need for sustaining which 

is consistent with member interest and member participation. The seminar 

suggested that, wherever necessary, amalgamation of societies be carried out 

to make them viable and to provide for their future development.

7 ,1  The seminar was of the opinion that the state should provide adequate

support to agriculture and agricultural cooperatives in order to ensure the 

 ̂ development of the farm economy and to promote the economic and social welfare 

of the farmers. The experience of Japan indicated that a well formulated and

implemented policy for promoting agricultural development would create the climate

and conditions so very necessary for the development of agricultural cooperatives,

The main measures suggested by the seminar for state support to agriculture 

comprised the following ;

i) A rational land tenure system which would ensure ownership of the land 

by the cultivators, thus eliminating absentee landlords.



ii) Programmes for land development such as land consolidation, reclamation 

of land, and provision of irrigation and drainage fac ilitie s ,

ii i )  Formulation and implementation of programmes for diversification of 

agriculture such as development of live-stock rearing, dairying and fruits 

and vegetables cultivation,

iv) Provision of adequate volume of long-term loans of the duration of

20 - 30 years at concessional rates as in Japan for ( i i )  and ( i i i )  

mentioned above,

v) Price support po licies , aimed at guaranteeing the farmer minimum prices 

for his produce,

vi) Provision of adequate agricultural evtension services, and

vii) Development of infra-structure.

7 .2  The seminar recommended that appropriate policies in the above areas 

should be formul||ted by the State in order to ensure sustained growth of agriculs’ 

ture. Agricultural development policies should bo formulated on a long-term 

basis after carrying out careful studies and these policies should be administered 

consistently. It  is only when such steps are taken that a proper economic and 

social climate would be created for achieving successful and speedy agricultural 

development.

8 .1  The seminar recommended that all policies aimed at developing 

agricultural cooperatives should be such as would promote genuine cooperative 

organisations in accordance with the principles of Cooperation adopted by the

I .C .A .  Congress held in 1966.

8.2  The seminar felt that substantial financial aid from the government

was necessary to promote the development of agricultural cooperatives. However, 

when such aid is provided it should be given in such a manner that cooperatives 

can function as autonomous bodies without any increase of government control in 

the form of nominations on the Board of Directors of cooperatives, etc . The

3
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seminar felt that the government should utilise  the evisting machinery 

which is adequate to safeguard the proper use of funds provided by i t .

8 .3  The seminar felt that one of the effective ways in which government 

could assist cooperative development was through provision of equity capital 

to agricultural cooperatives on a matching basis . However, even in such cases 

the seminar did not consider it necessary to have any government nominations 

on the Board of Directors. The available experience suggested that, where

such nominations were made, they did not strengthen the management of cooperatives. 

On the other hand, this practice brought in its wake increased political problems 

in regard to the operations of cooperative organisations and led to passivity 

on the part of the elected board members.

8.4 Other forms of financial aid to agricultural cooperatives recommended 

by the seminar were as follows :

i) grants-in-<^.d and low interest loans, on a long-term basis for 

construction of warehouses at the local, regional and national levels,

ii) establishing agro-based industries on cooperative basis for processing 

of agricultural produce and production of agricultural requisites such 

as fertilizers  and agricultural chemicals,

iii) purchase of trucks and other vehicles for transport purposes,

iv) purchase of agricultural machinery and equipment such as tractors, 

Insecticides , sprayers and harvester combines for joint use by the 

farmer members.

9. The seminar was of the view that one of the most important factors

for the success of cooperative enterprises was leadership. In this connection 

the seminar recommended that the government and national/regional federations 

of cooperatives should give high priority  to education of members in farming 

techniques and ' in cooperative matters so as to create a well-informed membership 

and so as to create conditions for the emergence of proper leadership. In the

5



context of the low educational levels among the members in most countries 

of the region, it should also be the task >f the authorities responsible for 

cooperative development - governmental and non-governmental - to identify 

progressive leaders and to assist them to come.to the fore. These authorities 

^/should also ensure that vested interests do not acquire control of cooperatives 

for the purpose of serving their personal ends. The seminar also recommended 

that objective criteria  should be formulated by the cooperative Unions/federations 

and the Registrar of Cooperative Societies for evaluation of the performance 

of elected committee members by the annual general body meeting. The report 

of the Committee of Management for the annual general body meeting should include 

how they have performed vis-a-vis these c riteria ,

10. The seminar felt  that the weakest link in the agricultural cooperative 

credit movement was the cooperative society at the primary level. There was 

great need to strenthen the primary society by making it viable as suggested 

earlier and through employment of competent personnel.

11. The seminar felt  that the agricultural cooperative movement in Japan 

kept the farmer as the focul point in formulating the programmes of cooperative 

development and recommended that the governments and the cooperative movements 

in the Region should emulate this example. ^11 planning for agricultural 

cooperative development should center around the farmer and should be such as 

would serve the needs of the farmer in his capacity both as producer and consui^er. 

The movement should also aim at improving the environment in which the farmer 

lives through undertaking community development projects, improving housing,etc ,

12. The seminar fe lt  that the tremendous development by the agricultural 

oooperative movedient in Japan was made possible because of the close and 

coordinated working of the government and the agricultural cooperative raovemen|; 

in the interest of the farmers. There is a close coordination and continuous 

inter-action between the governmental authorities on the one hand and the

i



authorities of the natioriJil cooperative organisations on the other in planning 

and directing the growth of the cooperatives and in formulating the various

programmes for improving agricultural productivity and farmers' living conditions.

An approach of this nature was essential in other countries of the Region as 

w e ll .

1 3 .  A.S regards loaning policies were concerneci two systems were 

presented at the seminar v iz . i) The crop loan system practiced in India which 

was aimed at providing loans to a large mass of farmers on the basis of average 

amounts of loanable funds required per acre of different crops, ii) The system 

followed in Japan which was based on avlnvestigation of the farmers' economic 

position and which was similar to the supervised credit system. The seminar 

did not make any recommendation on this subject but noted that the system 

practiced in Japan was exceedingly well developed but was expensive and might 

be beyond the financial capabilities of most cooperatix'e credit institutions 

in the Region.

1 4 . 1  An important problem emphasised by the seminar was the substantial 

increase that has taken place in the overdues of agricultural cooperative 

credit institutions. These overdues were on account of three factors :

i) natural calam ities ,

ii) internal weaknesses of the movement, and

iii )  po litical interference.

1 4 . 2  As regards natural calamities were concerned, the seminar suggested 

that a mechanism should be developed whereby the impact of natural calamities 

could be minifflised iboth'on the farmers and on the cooperative credit institution^. 

In  cases where the natural calamities are too severe, outright relief should be 

provided. However, in other cases short-term loans advanced to members should be 

rephased into medium-term loans so as to enable the farmer members to repay the



S
lo^ns over a period of three or four years which could not be repaid by them 

on due dates on account of natural calamity.

14.3 t\s  regards internal aspects were concerned the seminar recommended that 

loaning policies and procedures should be improved so that the farmers get 

loans in adequate amount and on time so that appropriate use could be made of 

these loans for productivity purposes. Loan application forms and other 

formalities also need to be simplified for this purpose. Managerial personnel 

of better calibre was also required. The seminar recommended that the district 

cooperative banks and*four or five primary societies together should employ farm 

guidance advisers who could assist the farmer members in improving farm management 

and thereby productivity, and-marketing arrangements.

14.4 The seminar suggested that the staff of the primary societies

should take up recovery work at the right time when market arrivals take place.

It was also important that the cooperative movement develop proper marketing 

fac ilities  for farmers so that they are able to obtain better returns for their 

produce. This would enable the farmers to repay the loans in time,

14 .5  As regards political interference was concerned, the seminar 

emphasised the importance of member education as a long-term remedy. In the 

opinion of the seminar this problem was d iffic u lt  to solve and it  deserved 

the utmost serious consideration by leaders of the cooperative movement.

15, The seminar discussed the possibility  of establishing an ^sian 

Cooperative Development Bank (ACDB) for providing finance for cooperative 

development projects and for international cooperative trade. The seminar felt 

that the proposal was in principle a good one and needed to bei'given a more 

concrete shape. The seminar suggested that the fe as ib ility  of establishing 

the ACDB should be carefully  studied with regard to availab ility  of equity 

capital from cooperative organisations in the Region, securing loan funds from 

the financing institutions , and developing arrangements whereby technical

7
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scrutiny of the cooperative projects could be made. The seminar was of 

the view that it would be necessary to secure approval of the proposal by 

the governments of those countries from which cooperative organisations wanted 

to become members of the 'CEB.. The seminar suggested that the Bank should 

begin with a small capital base and with activities directed to finance 

export-import trade and gradually increase its financial and operational 

strength. The cooperative movemeits from Western countries should be invited 

to participate in*the equity capital. The seminar also suggested that close 

coordination should be developed with the International Cooperative Bank (INGEB4) 

for securing adequate working capital.
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P R O G R A M M E  

OF THE RBGICNAL SBIINAR CN ’’CDOPERATIVE 

CREDIT WITH 3P£CI.-\L REFERENCE ID  JAPAN"

Tokyo, Japan. 9 to 28 April 1973

ICA R )  & EC 

IDACA

M o n , 9th April 

T u e . 10th April

10,00  -  11,00
1 1 .3 0  - 13 ,00

1 4 ,3 9  - 17 .00

W ed. 11th April

0 9 .0 0  - 11 .00

1 ] ;30 - 13 .00

1 4 .3 0  - 17 .00

Thursday. 12th April

0 9 .0 0  - 10 .00

Arrival of participants in Tokyo, Japan

Inauguration

Introduction of the I .C ,A .

Objectives and Working Methods of the Seminar 

Presentation of Background Papers

Aims and Principles of Cooperation by Mr J ^ .  Rana 

Director (Education) , ICA RO & BC, New Delhi 

Presentation of Background Papers 

Presentation of Bnckgrquiid Papers

10 .1 5  - 11 .15

1 1 .3 0  - 12 .00  

Afternoon

Lecture: Contribution of Cooperative Credit to 

Agricultural Development in India 

Lecture: Dr. C .D . Datey, Chief O ffic e r ,

Reserve Bank of In d ia , Bombay.

Lecture: Loaning Policies  and Practices of D istrict  

Cooperative Banks and Primary Societies in 

respecto of farmers in In d ia .

Lecturer :Dr . C .D . Datey 

Discussion

V is it  to the Central Cooperative Bank and the 

Labour Bank

F rid ay . 13th April 

0 9 .0 0  - 10 .00

10 .15  - 11 .15  

1 1 .45  i-' 12 .30

1 2 ,3 0  - 13 .00  

Afternoon

Lecture :Factors responsible for success dr therwise 

for rural credit cooperatives in In d ia , 

Lecturer; D r , C .D . Datey 

Discussion

Lecture : Problems of Rural Cooperative Credit in 

South-East Asia 

Lecturer: Mr Lionel Gunawardana

Joint  directo r, ICA Regional Of f i c e , New Delhi

Discussion

Free
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Saturday, 14th ^prll

0 9 .0 0  - 10 .00

10.00  -  12.00 
1 2 .0 0  - 13 .00

1 4 .3 0  - 17 .00

11

Lecture: Proposal of Establishing an 'Vsdian 

Cooperative Development Bank 

Lecturer: Mr. M .V . Madan ■

Joint Diector, IC^ Regional O ff ic e , New Delhi 

Biscussion ^

Group Discussion on Problems of Cooperative Credit in 

South-East Asia (Rural and Urban)

Group discussion (Contd.)

Sunday. I5th April Sight-seeing in 'Tokyo.

Monday. 16th April 

0 9 ,0 0  - 11 .00

11 .1 5  -13.00

14 .3 0  - 15 .00  

15 .00  - 17 .00

Tuesday. 17th '^pril

®e.oo - 11,00

1 1 .3 0  - 13 .00

1 4 .3 0  - 17 .00

Wednesday.18th April

0 9 .0 0  - 13 .00

14 ,30  - 17 .00

Lecture : Introduction of Japanese Agricultural 

Cooperative Movement.

Lecturer’ : M r . Shiro Futagami 

Assistant “̂anager 

International Department

The Gao'tral Union of Agricultural Cooperatives 

Lecture : Introduction to Agricultural -finance

Lecturer : M r . Kanichi Suzuki 

Assistant Manager 

General Planning Department 

Central Cooperative Bank

Discussion

Plenary on Group ^s c u s s io n s

Lecture: Develooment of Credit through 

Agricultural Cooperatives 

Lecturer; M r . Shozo Nagata 

Deputy Director 

Economic Research Department 

Central Cooperative Bank 

Group Discussion

Lecture: Present Situation of Agricultural Cooperative CrecJit 

Lecturer: M r . Misao Saito

Assistant Manager 

Economic Research Department 

Central Cooperatlse Bank

Lecture: System and Practice of Agricultural 

Cooperative Financing with special 

reference to member farmers.

Lecturer: M r . K en ji Yamashita

Asistant Manager

Cooperative Finance Promotion Dept. 

Central Cooperative Bank 

Group Discussion
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Thursday. 19th April

0 9 .0 0  - 13 .00  Lecture : System and Practice of Agricultural

Cooperative Loaning and its control. 

Lecturer : M r. Kozo Nakamura 

Assistant Manager 

Agr. Loaning Dept,

Central Cooperative Bank

14 .30  - 17 .00  Plenary on Group Discussions.

F r i . 20th April to S T U D Y  V I S I T S  
Tue . 24th April

12

Wednesday. 25th April

Morning

i

Thursday, 26th April

Qiscussion on Study V isits  at Kyoto 

Return to Tokyo

0 9 :0 0  - 13 .00  Lecture: -Problems and Tasks of Agricultural Cooperative

Credit Activities 

Lecturer: M r . Yuzo Tanaka

Director

Economic Research Department 

Central Cooperative Bank

1 4 .3 0  - 17 .00  Lecture ; Rural Community Development and the Role

of Agricultural Cooperatives with Special 

reference to financing 

Lecturer : M r . Shinkichi Katayanagi 

President

Central Cooperative Bank 

Friday . 27th April Preparation of Seminar Report.

Saturday. 28th April

F inal Plenary \

Discussion on Draft Report 

Evaluation of the Seminar

Sunday, 29th April Departure of Participants.
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Programme of the Study V isits  in Kyoto. Osaka and Shiga Prefecture

( April 20 - 26, 1973)

APRIL 1973

20 (F r i .)  9 :0 0  Leave IDACA by bus.

17 :00  Arrive at Kyoto Station Hotel.

21 (S a t .)  9 :0 0  Leave Hotel

10:00- 12:00  Osaka Branch O ffice  of Central Coop. Bank.

12 :00- 13:30  Lunch

13 :30- 15:30  V is it  Osaka Castle .

17 :00  Back to the H otel.

22 (Sun .) 10 :00  Leave Hotel for Sight-seeing in Kyoto.

17 :00  Back to H o tel,

23 (Mon.) 8 :3 0  Leave hotel.

10 :00- 14:00  Minakuchi Primary Multi-purpose A gr . Coop. Society . 

14 :00- 16:00  V is it  F a c ilit ie s  of the Society,

17 :30  V is it  Farmers

And then back to the H otel.

24 (Tue .) 8 :30  leave H otel.
10 :00- 12:00  Dainakanoko Primary Multi-purpose Agr. Coop. Society 

12 :00- 13:30  Lunch at Ohmi-hachiman

13:30- 15:30  Sight-seeing around Lake,

15 :30- 16:00  V is it  Prefectural Coop. B uilding ,

17 :00  Back to H 't e l .

25 (Wed.) 9 :0 0  Leave H otel.

10 :00- 12:00  Discussion in Ohtsu C ity .

13:3 0 Leave Ohtsu for Tokyo.

20 :00  Arrive at IDACA.
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General Manager

Bangladesh Jatiya  Samabaya Bank 
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Joint Secretary

Bangladesh Jatiya  Samabaya Union Ltd 

9 /D  Motijljeer Commercial Area 

Dacca-2

INDIA Mr B ,S  . Mandloi 

President

Indore Premier Cooperative Bank L t d .

21 Maharani Road 

Indore (M .P .)

Mr J .B .  P atil 

Joint Manager

Sangli D istrict  Central Cooperative Bank 

High School Road 

S angli (Maharashtra)

Mr G .V  .Chandrasekhar Reddy 

President

Andhra Pradesh Central Cooperative Land 

Mortgage Bank

3-4-447/448 Sahakara Bhavan

Barkatpura

Hyderabad (A ,P .)

Mr R . Srinivasan 

Deputy Secretary 

M inistry of Agriculture 

Department of Cooperation 

Government of India 

K rish i Bhavan 

New Delhi
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INDI4 7 , Mr S , V . Sharan

Registrar of Cooperative Societies 

Patna (Bihar State)

INDONESIA Mr C . Partowidodo 

Chairman

■Credit Cooperative 

Djakarta

"NUS/\NT<m"

Mr R , Mangkoetenojo 

Administrator

Institution for Cooperative Credit Guarantee Fund 

Directorate General of Cooperatives 

Jalan Letjen Harjono M I ,

Djakarta

IRAN 10 . Mr Muhammad Reza Ezatian

Area Supervisor of Rural Cooperatives 

Central Organisation for Rural Cooperatives 

of Iran

357 Pahlavi Avenue 

Teheran

11. Mr Abdol Karim Salari

Area Supervisor of Rural Cooperatives

Central Organisation for Rural Cooperatives of IraR

357 Pahlavi Avenue

T?heran

12 . Mr H . Ohmi 

Assistant Manager 

Planning, Headquarters

Central Cooperative Bank for Agriculture 

and Forestry

8-3, 1-chome Otemachi , Chiyoda-ku,

Tokyo

REPUBLIC OF KOREA 13 , Mr Jung Soo Han 

Planning O fficer  

Loan Department

National Agricultural Cooperative Federation 

75, Ist-ka, Choongjung-Ro, Sudaemoon-ku, 

Seoul

14 . Mr Myung Jae  Park

Chief of Fund Operation Division 

Fund Operations Department

National Agricultural Cooperative Federation 

75,lst-ka Choongjung-Ro, Sudaemoon-ku,

Seoul



MALAYSIA 15. Mr P .  Ramasamy 

Council Member

Postal & Telecommunication Cooperative Thrift

and Loan Society

West Malaysia Limited

Nos. 66 & 68 Jalan Pasar Bahru, Pudu,

Kuala Lumpur

IS

16 , Mohd. Noor A riffin  Bin Mohamed 

Secretary

State Angkasa Committee, Kelantan 

c/o Road Transport Department 

Kota Bharu,

Kelantan

NfiP/\L 1 7 . Mr Pradyumna Lai 

Registrar

Department of Cooperatives

His M ajesty 's  Government of Nepal,

Singha Durbar

Katharaandu

PAKISTAN 18. Mr Muhammad Rafique 

President

West Pakistan Cooperative Union Ltd

11 Masson Street

Lahore

H nLIPPIN ES 19 . Mr Benjamin Cru?

Director

Central Cooperative Exchange, In c .

P .O .  Box 1968

Manila

20 . Mr Candido L .  Guiam 

Governor

Agricultural Credit Administration

Taft Avenue

Manila

SINGAPORE 21 . Mr P .K .  Panadam 

Hon. Treasurer

Singapore Teachers Multi-purpose Cooperative 

Society Ltd ,

38 Kerbau Road,

Singapore-8

22 . Mr M . Kulasegaram 

Chairman

Singapore Govt. Servants' Cooperative T h rift  

and Loan Society L t d .

Rooms 4-B and 4-C,

11 Penang Lane 

Singapore-9
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TH^LWD 23 . Mr Pradit Machima 

Director

Cooperative League of Thailand 

4 Pichai Road 

Dusit 

Ban ̂  ok

2 4 , Mr Vichien Inthachat 

Acting C hief,

Agricultural Cooperative Division 

C/o  Department of Cooperative Promotion 

Ministry of Agriculture & Cooperatives 

Bangkok

OBSERVERS 25 . Dr S .G .  Madiman 

Senior O fficer

Marketing and Credit Service 

Agricultural Services Division 

Food & Agriculture Organization of the 

United Nations (FAO)

Rome

Italy

26 . Dr Mohinder Singh 

Deputy Chief 

UN/ECî ffS 
Sala Santitham 

Bangkok 

Thailand

L0CIURERS 27 . Dr C .D , Datey 

Chief O fficer

Agricultural Credit Department 

Reserve Bank of India 

Garment House, P .B .  N o ,16575 

Bombay 18 

India

28 . Mr Shiro  Futagami 

Assistant Manager 

International Department

The Central Union of Agricultural Cooperatives 

8-3, 1-chome Otemachi, Chiyoda-ku,

Tokyo (Japan)

29 , Mr Kanichi Suzuki 

Assistant Manager 

General Planning Department 
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COOEERATIVE CREDIT. MQVEtlENT IN BANGLADESH

The Cooperative Movement in our country dates 'back 

to the close of ;nineteenth century. An Act called 

"Cooperative Societies Act "was passed in 190^* The 

main object of the movement was to provide credit to 

the farmers who were heavily indebted to the money 

lenders. The village peas.antry ?/ere subjected to 

financial exploitation by usurious rate of interest 

charged by money lenders. The present Cooperative 

■movement in the country is governed by comprehensive 

Cooperative Laws enacted under " Bengal Cooperative 

Societies Act 'of 19'^0" with amendments made from time 

to time.

The Cooperative credit structure comprises of 

three-tier credit system in Bangladesh with Bangladesh 

Jatiya Samabaya Bank(Wational Cooperative Bank) an apex 

credit institution, at the top, the Central Cooperative 

Banks/Association/Societies at intermediate level and 

the primary societies at the base* The Cooperative 

Movement has in recent years shovm steady improvement 

and the agencies'are being employed in the various fields 

of rural development and the credit operations are being 

linked with production, marketing and supply activities. 

The break up of structure of Cooperative societies 

according to their types, functions and tiers as follows;

Exclusive Credit Societies No.

Apex Bank . . . .  . 1

Central Cooperative Bank 62

Central Cooperative 
Association/Societies 84

Primary Agricultural
Societies 30,000

C o n td .,,2
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Societies with Credit and Non-credit 
operations com'bined___________ _̂________

i^ri^ ^ishe fedustrTfJommer- 
culture &-ries ^al fcial &

j « «larke- fcose 8
 ̂ I) l^ in K  fi J  ________

Apex; /i 1 4  1

Central 14 52 30 2 82 ’ 25

Primary 54-8 2800 'Q0GO ^480 410? 89
Society

From the position given above it would appear that 

the Cooperative BJovement has diversified its activities 

to various fields of production,marketing and supplies*

The short-background of classified activities are given 

here.

(a) Ap;riculture

Our country heavily suffers from food shortage and

the need for increasing the production of food crops has

assumed top priority. Population of Bangladesh is 75

million and about 85% of them^.f de-oendent on agriculture,
acres

The total area.of cultivable land is about 50 million/of 

which rice producing area is about 24 million acres. The 

major agricultural crops are rice and jute. The total rice 

production is about . 11.6 million tons and jute prodLiction 

is about 7 million bales. The total agricultural production 

has to be raised substantially to meet the needs of huĝ e 

population. There are continuous efforts tov/ards 

increasing production and the,role of agricultural 

Cooperatives have been as follows ;
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i) Ipcrease of per acre yield of crops by improved 

method'-of cultivation and use of modern inputs 

like seed,, fertilizer, pesticides etc. There is 

effective combination of credit and supplies of 

inputs channelised through Cooperatives to help 

increase of production.

ii) The irrigation facilities in use of surface water 

and deep tube-well water and practice of 

mechanised system of cultivation v/here possible, 

are provided through cooperatives,

iii) Thssre are arrangements for training of farmars in 

the modern teclinique of cultivation in use of 

inputs and Eiechanised system,

iv) The farmers are encouraged to contribute to

formation of small capital by their shoxe money, 

thrift and savings.. About 3 million farmer ' 

families are now being served by Cooperatives and 

there are programme for expansion of the 

activities further under the various schemes for 

development of rural economy,

(b) Fisheries

Under the leadership of one apex society named 

Bangladesh- Matshajibi Samabaya Samity ( Fational 

Cooperative Fishermen Society) there are 32 Central 

Societies, 2800 Primary Societies who serve about 1 

million fishermen. The fishermen community in this- 

country are one of the poorest class who hD,ve been 

so long subjected to exploitation by wealthier people.

To sav6/from distress the assistance so far provided 

are as follows :

Page-3.
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i) Supply of mechanised boats for facilities of 

catching fish in the sea,

11) Ice and Cold storage plant for'preservation of fish,

i i i )  Supply of nylon yarn and other materials for 

making of fishing nets at fair prices,

iv) A;?rangemont of marketing facilities of fish for
• •

reasonable prices,

v) Credit for lease of fishing tanks and fishing 

areas...

In order to make the fishermen comiaunity free from 

exploitation there is proposal for exclusion of non~ 

fishermen from the fishermen cooperatives,

(c) Industrial Cooperatives.

Cooperative Industrial enterprises comprise of small 

and cottage industries. The handloom weaving industries 

have made tremendous expansion recently. The scarcity of ’ 

cotton textiles in this country have created favourable 

scope for the poor weavers to got reasonable mar ’̂in of 

profit over the cost of production of handloom cloth. The 

distribution of yarn ( which is also of •■■scarce supply) is 

channelised through Cooperatives under the leadership of 

one apex industrial society. %ere  are 30 regional Central 

Societies and 2000 primary weavers societies, Tiio weavers 

got distribution of yarn at fair prices tlirough 

Cooperatives, Their manufactures are also sold through 

the Cooperative Sales Centres at fair price which is 

comparatively lower than prevalent market price,

25
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Some of the medium sized industrial units 

constituted as Ce-ntral Societies are as follo'vs t

Cooperative Milk Processing Society - 1

2, Goopera,tive Hice and Milk Society - 5

. 3* Cooperative Dairy Society . .  - 1

4 , Cooperative Salt Society

With regard to disposal of products manufactured or 

processed through the above, units these exe sold through 

the marketing cooperatives' or directly by them to the 

consumers, Ihilo many private industries take advantage 

of high market prices of their commodities, the Cooperative 

sell their products at reasonable low profit and the goods 

are available to consumers at fair prices,

(d) Commercial and Marketing Cooperatives.

The marketing arrangement of agricultural produce 

from the sectors served by Cooperative -agricultural credit 

system could not yet been'fully developed duo to lack of 

connected facilities. Cooperatives hov/ever, handle 

distribution of consumers goods of various tj^pes 

produced within the country and also those imported from 

abroad. An apex society named ” Bangladesh Coopera.tive 

Marketing Society" undertakes the function to establish,, 

link with the supply sources of readily consuEinble goods,. 

They channelise the distribution through regional 

societies and other consumers Cooperatives,

The marketing units in many places have their 
«

shops and display centres and godowns for stox’age of 

consumers goods. The major credit require:aient by 

marketing Cooperatives have been provided either by Govt, 

or Commercial banks. The credit from the Coo];)orative 

banking channel is not very significant,

2'$
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17ith an integrated programme of narkctinp^ system in 

close link with tlic credit system, the CooporGtivcs can 

dev:elop an effective marketing and commercial channel 

throughout the country. The progress in marketing t;111 

not only benefit the consumers but also ’rtdll help atablo 

grov.'th of small cottage and other industries as v?oll as 

trading and commercial enterprises.

C E E D I T S T R U C T U H E

Cooperative movement in our country remained 

credit oriented. As mentioned earlier the movomont 

originated.with the object of providing credit to the 

f3o?mers,. 'therefore, agricultural finance remains 

dominant in the cooperative,credit system. The organi- 

sationo.l set up for operation in agricultural credit is 

given hereunder:

r Apex 'Sank 
1!____________

pentral Coop.Bank/Societies/Association j (2nd tier)

______________________ _____  I________ __________ ___

[ m ^ n  Multi-Durpose Society/ Primary Multipurpose f p r d  
I - ^ Society ' ! ^ler)

Volume of Credit

The volume of credit deployed in agricultural 

sector has so far ..uemained far beloi? the optimum level 

of requirement. The institutional credit flow is 

estimated to be about 8 to 10% of the total requirement, 

The total annual turnover of institiational agricultural 

credit is around Tk,300 million in which the share of

Gontd,, , 7
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Cooperatives is about 60?^, The expansion of credit to a 

sizeatle extent Would depend not merely on increased 

supply of credit but. alst> on factors inter-alia the 

following :

i) Institutional expansion capable of efficient 

administration and servicing of credit*

ii )  Integrated Programme for overall dovelojpmont of 

agriculture to attain capacity to absorb larger 

volume of credit virhich would be directly helpful 

to increase of production#

ii i )  Laifd •■̂ eforfe 'and other measures for economic

utilisation of land in improved cultivation by 

removing the bottlenecks in the existing fragmented 

holdings of Icmd#

iv) Effective motivation in educative work in rural

environmont to develop senae of credit discipline.

The above measures will require extonedvc organisational 

?/ork and employment of huge resources which is at present 

beyond the capacity of the war-ravaged economy of 

Bangladesh, However, agriculture sector is receiving top 

priority .and the internal resources and external assistance 

from friendly countries are being utilised in best 

possible way.

Credit System

The agricultural credit operation in our co-untry 

could not yet been made economically self-supported 

viable business duo to the following reasons ;

i)There are inherent hazards in agriculrure in ;

uncertainty of crop production owing to natural

calamities like floods, drought, cyclone,

hailstorm etc, . ,
Contd.. ,8
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ii )  There is no provision for risk cover either

agc?,inst crop or against credit by any institutional 

underwriting arrangement*

i i i )  Majority of our agriculturists are farmers of 

subsistence level who hardly have any surplus 

resources to meet credit obligation in the event 

of crop failure. Their credit absorbing capacity is 

limited to the proportion of their size of land 

holding* As a result the servicing of small aracunts 

of credit becomes uneconomic to the cx'edit agencies

I

iv) The farniers cannot offer any readily realisable 

security other, than the land. It is difficult to 

realise outstanding loan by disposal of land 

offered as security,

v) The farmers ate not educated and motivated tovirards

* credit obligation which make the recovery of loan

difficult.

Notwithstanding the adverse factors enumerated above 

the necessity of helping food production has been 

strongly felt and the institutional arrangements for 

productive credit were to be strengthened in fee national 

interest. Since the proposition for agricultural credit 

is not attractive to financis.l organisations on cotnrnercial 

consideration, the facilities to the farmers are to be 

maintained on subsidised basis. Funds required for 

credit operation are made available as loan from 

Bangladesh Bank, the Central Bank of the country, at 

a concessional rate of interest over tho prevalent banlc 

rate in the country. As against the Bank rate of 5% the 

agricultural credit funds are provided to Cooperatives 

at 5%, The identical faciltties are also available to 

another agricultural credit agency, Agricultural 

Development Bank.

C ontd .,,9  •
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Counter-finance by Bangladesh Bank acainst, 

agricultural credit operated’‘by Cooperative banking 

channel is allowed^.against the G-ovt. guarantee. This 

is in accordance with the statutory requirement of the 

Central Bank as their outlay of funds obviously remain 

unsecured. Resources employed in agricultural credit 

are exclusively the funds borrowed from the Central Bank, 

Funds built up in Cooperc^tive banking channel are share 

capital and thrift and savings money realised in 

accordance with the statutory requirement of loan 

operation under the Cooperative Acts and Rules,

The apex Bank, Bangladesh National Cooperative Bank 

undertakes banking'business in deposits mobilisation 

both from members and non-members, There is no banking 

work at the second tier i .e . Central Cooperative Banks/ 

Association/Societies except loan operation. The primary 

societies at the village level where the loan is actually 

utilised by the farmers, are not viable units. Since 

however, the Central Banks/Association/Societies cannot 

establish direct contact 'with the individual loanee, 

the primarj?- societies render service in loan operation 

in group formation under local leadership.

Loaning policy and procedures

The Cooperative Credit System provides the foilov/ing 

types of loans :

a) Short-term loan for crop production for a period 

of 6 months to 12 months*

b) Medium-term loan for fisheries, sugarcane.cultiva

tion, purchase of plough cattle for a period from

■ 1 yer-T to 3 years.

c) Long-term loan for land development and redemption 

of old debts of farmers allowed against mortgage of 

land for period upto 10 to 15  years,

d) Marketing loans to marketing organisations and
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Cooperative Industrial Enterprises for production, 

processing and marketing facilities.

On assessing tlie roquireniont of every item of seasonal 

production credit, tlie apex Cooperative Bank secure 

counter-finance liiait from Bansladesh Bank under Govt, 

guarantee ( wliich covers 50% for Short-term loan and 100% 

for Medium-tern loan)o The apex bank make allocation of 

loan limit to Central Banks/fSocieties/Associations accordiii 

to the genuine needs. They, in turn, issue loans to 

primary societies for ultimate disbursement to individual 

farmer members. The terms and conditions for individual; 

loan are laid doim by the apex bank. The supervision, 

control and servicing of loan are done by staff at tlie 

second tier 'organisation in collaboration vlth the field 

staff of Cooperative Department based at Thana level. To 

ensure proper titilisation of loan the disbursement' is 

preferred in kind as input supplies instead of cash inoney.

Interest Rates

The cost of fund in borrov^ings from Bangladesh 3a.nk 

is 3% and the rate at which the money is lent to the 

individual farmer is 9%. This 6% differential is shaj?ed' by 

channel of tiers as, apex bank 1%, second tier agencies 2% 
and primary societies' If the loan remains unpaid on. 

due dates additional penal interest is charged on overdue 

loans at 3%«

Contd.,11



Recovery Problems, ,

Apart from inherent draw-backs in tiie credit 

system mentioned earlier, tlie recovery problems arise 

out of tiie following :

i)Inadequate supervision in the matter of issue, 

disbursement and collection of loan. The primary 

. societies where the credits are actually utilised 

are not dependable units. The second tier credit 

agencies do not have any access to the field of 

operation due to lack of proximity.

ii)Lack of credit discipline at the level of

utilisation. To bring credit discipline there 

should be positive improveraent in the working of 

the credit system and the institutional framework 

should be activised. This will need comprehensive

• integrated planning with effective motivation to the 

credit channel<, The existing level of credit 

dimension can hardly absox'‘D i;ne management • cost 

unless adequate sub-sidies can be arranged*

iii)Recovery 'would be more effective if the loan

collection can be tied up with organised marketing 

facilities for disposal of agricultural produce at 

fair pi*ice. The effective marketing system would 

require infrastructural arrangements like storage 

godown, transportation, additional financial 

investment etc»

iv)Recovery mainly depends on loa.nees means of repay- 

ment. General economic conditionsof subsistence 

level farmers ( who are financed for agricultural 

production) are so poor that they are often forced 

to disinvest their production or land to meet the 

ejnergency domestic needs. Such disinvestment reduce



, tlieir repayment capacity. Had there 130011 arrange

ment for institutional credit to meet the ^^enuine 

needs to prevent disinvestment at heavy loss, this 

would have helped improvement of their economic 

condition,

v) Liberation war in this country has caused heavy 

loss to the farmei-’S community and has created 

dislocation to their normal living condition.Till 

such time they are completely rehabilitated there 

cannot,be any unusual pressure on them for repay

ment of loan.

33
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Management Performance of Cooperative Credit 
S y s t e m . ___________________ _______________

■The Cooperative Movement in this country should 

be made production oriented instead of credit oriented.- 

The credit ŝ ^stem also remains too much dependent on 

Govt, assistance instead of generating resources for 

credit from the institutional channel. The cooperatives 

can evolve full fledged banking system v/ith net-work 

of operating offices throughout the country which will 

facilitate -

a) improvement of credit operation,

b) banking service to the Cooperative sectors,

c) mobilisation of resources to reduce dependence 

on Govt, assistance,

Eevita.lisation of the Cooperative banking sj^stem 

is under consideration. The implementation will need 

structural re-organisation of the agencies functioning 

in credit operation,

IThile studying proposals for reorganising the 

Cooperative banking structure it has been felt that.the 

credit and banking should be seperated from service,

Contd,,'15



Pag:e~13, 34

supply and extension r/ork# The Cooperative suffers froia 

the shortage of local managerial expertise in credit* 

This is mostly due to the fact- that, the income cc.pacity 

for the credit agoncies is limited to absorb high 

salaried people with requisite managerial obilitios vrith 

their earnings derived from the credit operation, Tliore 

should be arrangeaerit of massive Management Training 

Programme which may not be feasible without Govt, 

support or external assistance, ’̂i’hen the man_power with 

requis-ite managerial ability is provided credit agencies 

will be able to improve their lirorking efficiency,

- iuocjgrated development in the banking and credit 

system will not only help financial stability in 

Cooperative sector but also will help growth of viable 

institution to form a strong base of our Cooperative 

Movement, With changing pattern of our economy towcirds 

socialistic goals, the cooperative movement is sure to 

gain momentum in all-round activities particularly ' 

towards improving the ecoiiomic condition of the large 

rural population of Bangladesh

SUPPORT TO COOPESATIVE GPJEDIT 
INSTITUTIONS

. At present the Governiaent support to the Ccoperative 

Credit Institutions are available in the follo?/ing forms;

i) Funds for credit operation are provided from the 

Central Bank of the country at a concessional 

rate of interest under the Govt, guarantee

ii )  Govt, themselves provide working capital funds 

for certain credit operation

iii )  .Govt, provide their staff for servicing of credit 

operation in certain t'iers at their cost.



iv.) Tlie Cooper?.tive Lirectora' ? of the Government 

. provide lot of assistance and encouragernont 

towards- growth and devolopnont of the moveruent 

and management of organisation. For effective 

utilisation of production credit it requires 

effective combination of inputs and other 

supplies, Govt, provide facilities in supply- 

input s and other items either at their cost or at 

the cost subsidised by them

v) Cooperative organisation engoys some special 

preference in exemption of income-tax and stamp 

duty.

The above facilities are no doubt attractive to 

encourage healthy growth of movement and there has 

widespread progress. It is felt, hox^ever., that sxrpport 

and sub“ sidisati0n has lost the spirit of self-help 

and has created a tendency of ever-dependence. This is 

basic reason of failure of many organisations to attain 

their economic -liability even who have standing of a 

few decades of their existance. It needs redirection 

of Go-vt, assistance towards making institutions self- 

support ed̂  diverting them from everdej)endence.

Contd. .1 5
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A C H I E V E M E N T S

As mentioned at the outset the Cooperative filovement 

in this country originated to ^.ssist small farmers.

From the pi>ogress made from time to time it will appear 

that activities have expanded to various fields of the 

economy. Cooperative Movement have now significant role 

in Industrial, Commercial, .Social and Cultural 

activities. Prior to liberation the economy of the 

country was of capitalist control. In a capitalist . 

society where wealthier sections of people exploit the 

poor, the growth of entrepreneurship in Cooperative 

formation is hound to suffer from competition or 

influence. The democratic political movement in the 

country is committed to build up exploitation-free 

society whore Cooperative Movement will get scope to 

play its role freely, A note-worthy achievement of 

recent time is that the Cooperative administration in 

potential organisations including the Credit Structure, 

has been democro-tised.

The general trend in cooperative feelings amongst 

people in our country, is encouraging. The success would 

depend on practical efforts, ‘The main problem is the 

lack of initiative and determination of people for 

becoming self-supported. The motivation work should 

be undertal^n on a vigorous drive to create a sense of 

responsibility amongst our people to stand in their 

own feet instead of depending on subsidies and assistance.
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"Co-operative movement in India ori.ginated in 

the desire to organise and develop a SiDecial Institutional 
Agency for the provision of credit for Agriculture." The 
chief oboect was to make a break through in the stagnation 
of the agriculturist class vjrhich was growing under heavy 
weight of indebtedness. During the last seven decades many 
sided progress & achievement'? are seen by this ^movemehti 
But emphasis on credit especially, agricultural has never 
been ceased. Every now & then ali tae committees and study 
groups appointed by the Central & State Governments to 
review & to recommend new methods 2; techniques in this 
movement have always suggested & f5trongly recommended 
suitable arrangements for more adequate agricuj.tural credit 
through Cooperative agencye Tho primary Cooperative Credit 
society forms the base of the Cooperative Credit structure 
in In d ia .■

, ■
The Movement was intraduced in India la 1904, 

primarily to tackle the problem of agricultUTal credit and 
to encourage thrift, self-help & co^-operation among, the 
agriculturists. At" the base levely tiie village primary 

,Cooperative Society meets the Short term & Medium term 
needs of agricultural Credits & primary Land Development 
Bank looks after long term credit requirements of agriculture.

Brief History & Progress of The Movement*

1004: Stated above the movement started jji the year
wtth the introduction of cooperative credit societies 

Act of 1904. The main objects of'this Act were

■ 1> TO provide for the constitution and control of
the Cooperative credit Societies by an enactment 
Specially adapted to their organisation & aims.

2) To confer special statutory privilages and 
concessions upon theLi with a view to encouraging 
their formation & asr.isting their operations &

3) To ensure that they vrere co-operative in name
* ‘ 'as  well as in spirit.

The first initial stage of the movement falls between 
the years 1904 to 1911o T[),e Act of lv04 hailed as turning
point in economic &  social history of Indis'iAgricultural 
Community. The Cooperative movement was teir̂ ’ed as "the Way . 
from poverty to plenty'.! In the year 1906-07, there were 843, 
societies with a membership of 0 .90 /«  lacs and working capital 
Rs.23.72/- lacs. By the year lOlO^^ll, the niuaber of societies 
increased to 5321 with a iP3mber3hip of 3 .05/^ lacs‘& working 

a^pital of RS.P03.5/- lacSo

JBJ. 2 . .



O n
«3 O

• • 2 • •

It will be seen that the Credit movement in the 
initial stages made a significant progress. However, the 
provisions of the Act of 1904 found to be in«sufficient to 
meet the increasing needs of the Movement, especially in. 
respect of formation of other types of societies, Central 
Financing Agencies & Development of rural & urban nature 
of movement. The Act of 1912 marked the Second stage of 
the Movement, This ACt gave fresh impetus to the growth of
the Movement. The second st^.e is normally recognised
between the year 1911-12 to 1917-18, In the year 1917-18, 
there were 25912 societies having membership of 10,8/- lacs 
& working capital of Rs,760.09/- lacs.

The third stage of the Movement falls between the 
years 1919 to 1929. This staĵ o is called " The period of
Unplanned Expansion". By the year 1928-29, there were 87991,
Cooperative societies having membership 30.04 lacs & working

i capital of R S .  32.38/- Crores, in addition there were 9761, 
pjjn piT̂ tiit societies with a membership of 9.98/-

lacs & working capital of R s .13.63/- lacs.

The foui-th stage of the movement falls between the 
years 1929-30 to 1938-39. This period is called the period 
of "Consolidation & Reorganisation", This period is marked 
by the Great Depression of thirties resulting in catastrophic 
fall in prices of agricultural commodities which adversely 
affected the economic conditions of agriculturists. The demand 
for loans increased while overdues mounted up. This gave rise 
to various complicated problems, however, the period of re-co- 
-very "“started immediately and -che movement regained its ground 
by the year 1S46,

in the year 1946, there were 1.72/- lacs societies 
with membership of 91,6/- lacs having working capital of Es,164/- 
Crores. After the Independencethe Cooperative Movement 
witnessed allround progress in various sectors like Marketing, 
processing & Non-credit societies*

The Government of India appointed various committees.
& working groups like Agricultural Finance Sub-committee,Coop- 
planning Committee,1946, Committee on Co-operative law IB55, 
Working Group on Cooperative policy, Committee on Cooperative 
Credit, etc., to go through the progress of the Movement and 
to suggest effective ways & means for its growth. Then the 
period of " Five years plaining " started in the country.

In the first five year plan, the planning Commission 
observed that in this sphere " Co-operation has a very signi
ficant contribution to make, Cooperation can help to increase 
effectiveness of extension work. Other services which a 
cultivators needs for efficient utilisation of their lands can 
also be made available through Cooperative Agonies, Suck aids 
as seeds, fertilisers and implements on which depends the 
profitiable exploitation of the resources of the soil can be 
effectively placed at the disposal even of the small farmer,-* 
by Cooperative societies,"

During the First, Second and Third Five Year plans, "
the Movement strengthened to a greater extent. The All India 
Rural Credit Survey Committee 1954 recommended atr reaching 
suggestions for the development and irr^rovement of the Co-op
erative Credit Movement. Thereafter various Committees like 
Working Group on Cooperation 1961, Study Team on Cooperative 
Marketing-1964j^lndia Rural Credit Review Committee 1968, /a l l  
were aDnointed bv the rrovemmfint-
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The implemen'*'ation of the suggestion & recommendations of 
these committees by the Government helped to oreate proper 
atmosphere for development of the Cooperative Movement.
In the year 1955-56, there were 2.40/- lacs societies having 
membership of 176/- lacs and share capital of Rs.77/- crores 
& woricing capital of Rs,469/- crores. In the year 1960-61 
the position was increased to 3.32/- lacs societies, 342 lacs 
members & Rs.22V®rjiree share capital and Rs.1312 crores 
working capital.

In the year 1970-71 about 94 % of the villages 
are covered by the Agricultural Creflit Societies catering to 
36 % of the village population meeting about 33 % of the 
Credit needs of the farmers. In addition there were 3261 
primary Marketing Societies, 159 District level Marketing 
societies, handling about Rs.650 crores of agricultural produce. 
In the sphere of processing also, there is a marked progress.
In the year 1971-72 there were 123 licensed Cooperative Sugar 
Factories, which produced 4 2 ^  of the total sugar produced in 
the country, Supplies, consumers & other cooperative activities 
marked a significant increase.

(h) Structure of the Co-operatiV3 Movement:

The structure of the Cooperative movement in India 
falls into three broad categories i .e .

i> Co-operative Department of the* State Government
laoking after the work of organisation of societies, 
guidance, inspection, audit, supervision & control, 
etc.

ii> National Cooperative Union of India looking after
training, education & propaganda of the Cooperative 
Movement.

e»
iii) Apex Cooperative Bank suplies credit needs of the 

cooperative movement unde'r the guidance of and 
supervision of Agricultural Credit Department of 
Reserve, Bank of India.

i) Co-operative Department of the State;

Cooperation is a state subject included in its port
folio. There is a Cooperative Ministry in the States with the 
Cooperative Department having the Registrar of Cooperative 
Societies as its Head. The Registrar is assisted by various 
officers like Additional Registrar, Joint Registrar at the 
State level & Deputy Registrar and Assistant Registrar at the 
District level on one hand and the Special Auditors, Auditors 
at the District level to look after the audit of the Co-op
erative socidtieS|©a tho othor. ,

ii) National Cooperative Union of India :

On the side of Cooperative Training & Education, 
there is a District Cooperative Board for each Distrlrt and the 
State Cooperative Union for each state working under over-all 
guidance of National ^oops î’ative Union of India. These Dist* 
rict level and State level bodies are federal bodies. They are 
responsible for training of personnel and education of members 
& propaganda of the movement among * the people.

JRJ.



lii) State Apex Cooperative Bank;

On the credit side the Reserve Bank of India of the 
country .has got separate Agricultural Credit Department to 
look after the credit needs of the cooperative movement.
There is a State Cooperative Bank in each State of the country, 
which is called the Apex Cooperative Bank & which is respon- 
-sibie for Short term, Medium term and non-Agricultural credit 
needs of the movement in the State, daannelising credit-flow 
through District Central Cooperative Banks of each District & 
primary Cooperative societies at the village Ipvel ultimately 
to the borrower. For long term credit requirements, there is 
a State level Land Development Bank for each State catering to 
the needa of long term agricultural finance through Primary 
Land Development Banks, The State Cooperative Bank has to 
play a basic role in agricultural financing. It is a federal 
body. It has to guide and provide financial assistance to 
the Cooperative movement through Central Cooperative Banks,
The Apex Land Development Bank has also to provide finance ani 
necessary guidance to primary Land Development Bank,

II) Operations of Co-operative Credit Societies at various 
levels;_____________________________________

(a) Loaning policies,' Financial resources. Mobilisation of 
Deposits, etc..______________  ._______

The short'term and Medium term loans are disbursed 
under three tier system and long term loans under two tier 
system. The Cooperative credit movement falls into two main 
parts; i .e . (a) Agricultural credit and (b) non-Agri cultural 
Credit. On the s3-,.«ts of agricultural credit, there are Short 
term.. Medium term & Long term loans. On the short term and 
medium term side of the credit at the State level, there is 
State Cooperative Bank, at the District level there is Central 
Financing Agency and at village level, the village primary 
Cooperative society. On the long term Credit side there is 
Central Land Development Bank at the State level & Primary Land 
Development Bank at the District level.

i) Short term credit is requried for raising & marketing 
of crop;

ii) Medium term credit is required for minor developments 
of land and auxiliary occupations, sUch as purchase of 
milch cattles,, poultry farm et^,^

iii) Long term credits are required^major land developments, 
such as : digging of wells, purchase of impleinents, 
installation of pump sets and minor lift irrigation 
schemed, etc.

The Non-agricultural C]?edit requirements are met by 
the State Cooperative Bank through Central Financing Agencies, 
The Central Financing Agency in turn provides this finance to 
the primary non-agricultural credit societies, such as Industrial 
cooperatives, weavers cooperatives, Urban cooperatives, Consu
mers cooperatives, etc. The Reserve Bank of India provides 

-financial accommodation to the Cooperative movement for seasonal 
Agricultural operations & marketing of crops as well .as for 
%ertal]i-Nxifi-Agricultural purposes through the State Cooperative 
Bank.

- - s  -
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The Reserve Bank of India is providing Short term 
and Medium term credit needs through Apex Cooperative Bank at 
a concessional rate of interest, which is 2 % & % respect-
-ively, below the Bank-rate. The District Central Cooperative 
Bank ( Central Financing Agency ) provides short term loans 
t© societies for being advanced to their members as per scales 
fixed every year for raising of different crops. The rate of 
interest to the society is 6 ^ and to the member 9 ^ in case 
of Short term loans and %  % and %  % respectively in case of 
Medium term loans.

The scales of finance per acre of each crop is 
fixed after taking into consideration the expenditure involved 
in raising the crops and average yield per acrej so that, it 
is within the repaying capacity. The scale also varies depend-* 
-ing on,fertility of soil and climatic conditions such as rain- 
i-fall, irrigation facilitiesj etc. The scale of finance 
includes cash and kind component. Cash' component represents 
charges for labour and kind component represents the inputs 

" required.

Medium term loans; The Central Financing Agency 
provides medium term loan for the following purposes repayable 
with a period of three to five years;

1) Repairs to old wells, (2) purchase of oil engines, electric 
motors,etc., (3> purchase of milch cattle, (4) purchase of 
shares,in Cooperative processing societies, ( 6) Purchase of 
other small agricultural implements, etc.

The period of Medium term loans for the purpose such 
as oil engines, electric motors, etc. is 5 years. As stated 
above there is a three tier system of Cooperative credit move
ment in existance in almost all the States of India. The stages 
•are:

i) The primary credit society at the village level,

ii) The Central Cooperative Bank at the District levelj &

iii) The Apex Cooperative Bank at the State level.

primary Agricultural Credit societies are financed 
Tiy District Central Cooperative Bank and the Central Financing 
Agencies are provided finance by the State Cooperative Bank ; 
on the application by the member -to the society, the society 
to the Central Cooperative Bank and the Central Cooperative 
Bank to the Apex Cooperative Bank respectively.- The loaning 
policy is fixed "by the Field Workers* Conference of the Dist- 
-rict held in every year in the month of October- November, 
Every year loan limits are fixed up on the cropping pattern of 
the members. Cropwise loan policy is fixed up. According to 
the recommendationaof the Field Workers^ Confe^.f^nce, the Board 
of Directors of the District Bank sanctions loan limits to 
every society. The loan limits are based on the, Njbrmal Credit 
statements which are prepared Tey every society, - ^,ne/same are 
scrutinised by the Bank-Inspectors and. forwarded to/the Bank 
for Sanction. The Board of Directors sanctions I'oaiLli^ts 
of the soc-iety and the loan application of the society^s 
returned to the society alongwith a copy of the Normal Credit 
Statement for disbursement to the members. On tlae strength of 
this Norm^ Credit statement sanctioned by the Bank the society 
disburses'the loans to its members.

4  "
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Long term Financej

The business-of agriculture needs long term finance 
for major land developments; such as digging-up of new wells,

. tube-wells, installat^ion of pump sets, oil engines, purchase 
of Tractors & other agriciLltural implements- Loan aê ommo- 
-dation for the jsurposes is madd available "by the State(Apex) 
Land Development Bank through their District primary Land 
Development Banks. This is a two-tier system of disbursing 
long term credit. The Agriculturists desirous of above type 
of lo ^ s  apply directly to the primary Land Development Bank 
with necesiary details of their projects. The Bank in turn, 
gets the approval of the Apex Land Development Bank & provides 
necessary credit,Cooperative lift irrigation, .societies an«L 
Joint Lift Irrigation schemes undertaken by the group of 
■farmers,are also financed by the Land Development Bank. The 
State Land Development Bank raises its financial resources by 
raising share capital and floating debentures. The de’bentures 
are guarantted by the State Governments, The Reserve Bank' 

..also purchases the' debentures under the provisions of Section 
46( a) of :the Reserve Bank of India Act.

The purposes for which the loans are allowed by the 
Land-. Development Banks are as undei:

1) New wells & tube wells, (2) Major well repairs, (3) Oil 
Engines and Electric motors('4) Installation of lift irrigation 
schemes, (5). purchase of tractor, cement pipes and (.6) Land 
improvement;and Horticulture, etc. \ ’

The period of the loan varies between 7 to 12 years 
depending upon the nature of the investment.

. Loans' are granted against the security of lands, 
taken in mortgage. Engine^ electric motor, tractors, etc., 
are also taken as an additional security. At present the 
rate of■interest to these loans is 9 ^ , for the member.
The, Gentral/State Land Development Bank gives loan to the 
priinary/Distiict Land Development Bank at the rate of 7̂  % •
The utilisation of these loans is supervised by the primary 
Land Development Bank.

Financial resources are usually raised by almost 
.all the instj-ltutions by the following:

a) by entrance fees, (b> by issue of shares, ( c) by accepting 
deposits from members(d) by loans from the State & Central 
Banks, (e) by guarantees from the State Government.

As regards the mobilisation of d^osits Apex Banks 
and Central Financing Agencies have succeeded to some extent 
in tapping deposits. The positions of deposits and other 
resources with.these institutions for the year 1968-69 was 
as under:

Dist.Central Banks State Coop.Bank.
1968-69 1967-68

(Rs.in crores.)

1) Share capital 114.00
2) Reserve funds
3) Deposits..

31.38
335.10

(Rs,in crores,)

37.30
33.31 

179.60

The village primary & other societies have not made 
progress in this behalf to the desired extent.



(b) Recovery problems;

Alongwith the increase in Cooperative credit, the 
problem of recovery of dues is faced by the movement. As on 
30th June,1971 the percentage of overdues to the total out
standing was 41.1^ in case of Short term loans.

There are various reasons for the increasing 
position of overdues. Agriculturists are put to difficulties 
on account of wide price flucWations of their produce. 
.Climatic conditions and uncertain rainfall affect the yield 
of agriculture, thereby reducing the ixicome of the farmer, 
who is unable to repay his dues. To some what extent lack of 
effective supervision and timely action for recovery of dues 
have been also factors for mounting overdues. The District 
Central Cooperative Banks and the societies are advancing 
loans, but for re-covery of overdues Government machinery is 
required. Some times lack of co-ordination between these 
various agencies has been also, a cause of ovprdUes. The 
procedure of recovery of oVerdUfciS'by way of co-earcive 
loeasures has been made simple in almost all the States. 
Consolidated efforts by various agencies working in the Coope
rative movement will help to reduce the position of overdues.

4 3  . .  7 ,

( c) Management performance}

The Management of Cooperative institutions.is left 
with member-3 themselves. The members are to elect their Mana
ging Committee members who look after the day to day working 
of :the Society.; The conmiittee has to assess credit require
ments of each &  every member and obtain approval of th^ir 
General* Body. On the strength of this assessment, it has to 
get credits .from the Central Financing Agency, The Managing 
Committee has also to look after day to day working of the 
society, to strengthen the financial position of the society 
and thereby contributing to the Cooperative development and 
financial soundness.

Th.-'ough the supreme authority vests in the General 
Body of the society actual working and development of business 
of the society rests with the Managing Committee. On the side 
of meeting credit needs of membersj it can be said that the 
management is performing better service. However, it may 
happen that some members may bG defied of credit facilities,.
On account of factions or otherwis'^. This is a hurdle which 
can be done away with careful watch of the Cooperative Depart
ment and Central Financing Agency. As regards Cooperative 
development and other matters, the management of cooperative® 
has yet to learn and imbibe so many other things and they have 
to increase deposit resources from their members and impart 
knowledge of Banking.

Many of the societies are now doing the business of 
distribution of inputs & other requirements of agriculture.
This activity still has to develop to a larger extent. The 
Central Financing Agencies and Primary Land Development Banks 
have to equip with themselves to give technical guidance to 
the farmers. This involves application of chemical fertilisers, 
its doses, control of pesticides, guidance regarding new schemes 
of land development, etc. It will be necessary for these 
institutions to have technical personnel on their pay role, 
such as Agricultural graduates, engineers, verternarles, etc. 
to guide the farmers in respective fields.

JBJ
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III) Forms of State Government aid in India;

State aid which is now a recognised features of the 
cooperative movement has taken the following forms;

1) Legislatives; Cooperative societies were given a ‘judicial
recognition under the Indian CooperatiTe 

societies.Act. Most States have enacted their own laws to give 
better apportunities to the movement to development. For 
facilitating the working of the Land Development Bank, special 
laws -have been passed. The Acts confer numerio'^s privileges 
to promote and stream line the,working of coop,societies.

‘ 2) Administrative; The Registrar, Cooperative societies and his
staff are called the ’’Friend, Philosopher & 

Guide of the Cooperative Movement'J The Registrar initiates the
organisationaof societies, guides their affairs and arrange 
their inspection, audit and arbitration. The Government thus 
provides a major part of the supervisory set up of the societies.

3) Financial; (a) Cooperative societies have to a great extent
been exempted from the payment of in«ome~tex, 

super tax, registration fees and stamp duties on documents per- 
-taining to their business and executed between the society and 
its members.

(b) The Government sanctions managerial assistance to *redit
as well as non-credit institutions in their initials stages.This 
assistance is being given on a sliding scale, so-that as soon as 
possible a society may be able to stand on its own legs.

(c) Grants and loans are sanctioned for the credit societies, 
for marketing societies, marketing federations and various other 
types of societies for the construction ofigodowns.

(d) In .the-case of Land Development Bankj the Government
guarantees debentures as to their repayment of principle as well 
as-interest, & is providing temporary accommodation to the Central 
Land Development Bank to issue loans and to create mortgage 
security sufficient to float debentures, has exempted its docu
ments from the payment of stamp & registration fees and is giving 
special assistance in backward areas to make land Development 
Banks economic units,

(e) The Government of India, the Reserve Bank of India,
and the State Government have created various funds for the bene
fit of Cooperative movement,

CO The Government of India has taken up the responsibility
for financing training programmes of the Cooperative personel at 
the higher and intermediate levels, ■ The State Government have 
taken up responsibility for training the subordinate personnel. 
Participation of the State creats the necessary confidence in 
the members as well as non-members in the Cooperative institutions,

IV) Achievements & problems;

The Cooperative movement in India has made tremendous 
progress particularly in Cooperative credit and other consumers 
business. Marketing. Industries, etc.- As stated above during 
the year 1971-72, the Cooperative Sugar Factories produced 42 % 
of the. total sugar of the country, which will alone high-light 
the achievements of the movement.

. .  8 . .  "
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The following figures will give some idea about the progress 
of the Cooperative Grodit raovoiaent (1970-71)

Particulars: State Coop* 
Banks

CRs.in crores)

Central Coop. 
Banks

Nxjmber of socys. 
Owned funds 
Deposits 
Borrowings

Working capital 
Loans issued 
Loans outstanding

25
92

279
245

685
723
287

390
193
419

1030

638

clutches

I
Cooperative Credit movement has helped the agricultu-

-rists to come out of/private money lenders. There are 160780, 
primary societies spread all over the country as on 30th June, 
1971. All the societies thi-ough their business and working 
are educating their members the principle of cooperation.thrift, 
self help, & democracy. Knowledge of new methods, techniques 
of agriculture are also being given to the farmer3. The system 
of Banking is also being popularised through the society. As 
on 30th June 1971, the deposits of these societies were Rs.69,05, 

crores, & 6itaed funds i f  Rs. 265.03 crores. The above figures 
will give an idea about the achievements of the Cooperative 
Credit movement, Evenwith these significant achivements, we 
have still to go f^r. In the field of Agricultural credit,the 
movement has played a major role. Now after the Nationalisation 
of big Banks, the commercial and Nationalised Banks are entering 
into the field of Agril.credit. The Cooperative credit movement 
has to raise itself to face the new situation.

The Agricultural business in India is fast developing. 
The problems of supljr of seeds, inputs, application of new 
methods are to be tackled with a new outlook and vigour. The 
Reserve Bank through its Agricultural Credit Department is 
taking keen interest in the development of credit structure in 
the Cooperative mov3ment, thereby helping to increase Agril, 
production in the country.

THE END

JRJ/Mr.l973/
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CO-OEERATIVE LONG !ESRI>1 6HEBIT IN PRAX^,H

INTRODtJCTIOH:

The Co-operative movement in India may be said to 

originated v/itli the recomciendations of the Indian Famine 

Commission of 1901 vhich advocated the organisation of mutual 

credit associations on the lines of those obtaining in 

Germany. The '̂‘ecommendations of the Commission eventually 

took shape in the Co-operative Credit Societies Act, 190lf*

The enactment v/as largely dm to the anxiety of the Government 

to ameliorate the conditions of the people burdened with 

crushing load of hereditary debt which was far beyond their 

power to redeem.
disbursdment

Credit/(/as the first function talien up by the co

operatives, The credit needs,of an agriculturist may be 

broadly divided into three main categories: short-term, medium 

terra and long term. Short-term credit is required to meet 

the seasonal production requirements. Medium terra credit is 

required for purchase of bullocks and minor implements, ser

vicing and maintenance of capital investments, long t6rm 

credit is r>. i needed for effecting permanent improvements 

like sinking of wells, purcliase of machinery, development of 

land etc. In the co-operative sector the Service Co-operative 

Societies at the village level provide the short terra and 

medium term credit. They are federated into Central Co-opera

tive Banks generally at the District level, which are in turn 

federated into the State Co-operative Banks, The long term 

credit is provided by the Co-operative Lsmd Mortgage Banks 

which are nov; known as Land Development Banks in some States,
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The first co-operative land mortgage banlt was started 

in India (excluding Pakistan) in 192^ at Gudlavalleru in 

Andhra Pradesh (erstwhile Madras State) and a few more banks 

came into existence in the years before the beginning of 

the great depression. The Great Depression had its terrific 

impact on these infant banks and functioning of most of them 

was far from satisfactory. The real beginning of co-operative 

Isind mortgage banking was marked by the establishment of the 

Co-operative Central Land Mortgage Bank in 1929 in Madras 

in order to centralise the functioning of raising of resources 

by floatation of debentures and for co-ordinating the work

ing of the primary land mortgage banks. This gave an impetus 

to the organisation of new primary banlis and Central Land 

Mortgage Banlis in other parts of India. Presently, there 

are 19 Central Land Mortgage/Development Banks in India 

almost at the rate of one for each State. They are mostly 

federal in structure.

An attempt is made hereunder to analyse the organisa

tion and functioning of one of the important Central Land 

Mortgage Banks, in India viz. The Andhra Pradesh Co-operative 

Central Land Mortgage Bank, to understand the lorg term 

credit movement.

AITDHRA PRADESH CO-OPERATIVB CEITTRAL LMVD MOBTGAGE B M K i

The Andhra Pradesh Co-operative Central Land Mortgage 

Bank jfe the sole purveyor of long term credit in the State 

of Andhra Pradesh, This v/as constituted in 1962 by amalgama- 

ting the Andhra and Hyderabad Central Land Mortgage Banks 

to serve the entire State. As on 28-2-1973 it iia-d a paid 

up share capital of Hs.6l3 lakhs of v;hich-106 lakhs were 

contributed by the Government of Andhra Pradesh* The loans 

outstanding on that date amount to Rs. 10,0^6 lakhs"of which 

Rs.2,l+06 lalths relate to the schemes financed by the Agri

cultural Refinance Corpora'tion.



STRUCTURE:

The Ancihra Pradesh Co-operative Central Land Mort

gage Bank lias a federal set up with 181+ Primary Banks fede

rated to it. Primary Banks have been organised in the State 

almost in all taluks. Thus the primary unit serves an 

area of about 125 villages more or less compact and at a 

level convenient to the borrowers to approach. As on 

30-6-1972 the primary banks had a paid up share capital 

of R 5.837 lakhs and their loans outstanding amount to 

R s ,9,761 lakhs disbursed to if.22 lakh cultivators in the 

State, the total number of farmers in the State being 

about 75 lakhs.

In order to quicken the disbursements and to plan the 

loaning programme from gross_roots the Central Land Mortgage 

Bank has decentralised the functions by setting up ten 

branches in November, 1972., These branches perform most of 

the functions of the Central Land Mortgage Bank and each 

branch looks after the requirements of tvjo districts,

RESOURCES;

The loaning programiiie. of the Bank falls under two 

broad categories: normal loaning and special development 

schemes refinanced by the Agricultural Refinance Corpora

tion, The Bank's working capital is made up of the ilrare 

capital of the primaries and Government's contribution, 

in addition to miscellaneous funds. Overdrafts from commer

cial ban'IS are obtained to meet the requirements of loan 

disbursements. The chunk of the resources is made up of 

debentures floated by the Bank from time to time on the 

basis of effective mortgages acquired. The debentures 

floated confirm to the loans issued under the normal pro

gramme and special development prograraae. The contributors 

to the debentures are mainly the Life Insurance Corporation 

of India, State Bank of India, Commercial Banks and sister



institutions in the State. * The Bank also floats rural 

debentures and accepts Fixed Deposits from individuals 

for periods not exceeding tv;o years as a measure of self 

help programme,

LOAMIIIG OPERATIONS;

Till the commencoment of planning era in 19^1» the 

land mortgage banks vere mainly advancing loans to the 

farmers for helping them to liquidate their old debts.

During the First Five Year Plg,n period these banks adopted 

policies in order to advance loans for productive purposes* 

The Second Plan period saw further refinements in thoir 

loaning policies. In tine Third Plan period radical changes 

occured in their loaning policies and procedures. It vas 

during this period a steep increase was recorded in the 

issue of loans. They started evincing interest in financing 

the small and medium size farms and rationalised their 

procedures.

The Bank lends 70 per cent of its disbursements for 

easily identifiable productive purposes and the remaining 

for not easily identifiable productive purposes. Very small 

amount is ear-marked for financing the cultivators to redeem 

their old Institutional debts.

By the end of I3ecember, 1970 the advances of the Bank 

exceeded Rs.lOO crores and the components of the loan port-^ 

folio then are given below: •

' PUEPOSE No. Amount
(Rs. in crores)

1, Wells 1,01,215 28.1
2, Oil engines &

Electric Motors 6^,600 l8 ,̂ -

3, Tractors & Power
tillers 3 j532 5*5

k-. Ayacut development 5+,09j052 Acres 13 .I

Other developmental 
purposes — 26.7

6 , Discharge of prior debts —  8,2

100.0

50
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lEARWISE OPERATIOHG;

Annexure~I indicates the overall operations of the 

Bank since its inception upto the co-operative year 1971-'72*

The share capital collections vent up by 627 per cent 

in 1 9 7 1 - '7 2  compared with the position in the year of incep- 

tion while the loans advanced increased by per cent, : 

The loans outstanding rose to 97.01 rores in 1971-'72 from 

R s .9 . 7^ crores in l96l- '6 2  recording an increase of 995 per 

cent.

FOURTH FIVE YEAR PM N;

The Fourth Plan of the Bank was prepared with an esti

mated advances of Rs.100,00 crores for disbursement commenc

ing from 1969-'70, The achievements purposewise during the 

first three'years and the anticipated acliievements for the 

last two years of the Plan period are given below*.

(Rs. in lakhs)

YEiffiS
PURPOSES

1969-70 1970-71 1971-72 1972-73 1973-7*+

No, - Amt. No. ■ Aint. No. Amt. No. Amt. No. Amt.

1 1 s 267^0 896
Purapsets 1^030 398
Tractors &
Power
Tillers 710 I I3

Ayacut deve
lopment *+7930 lM+

' Acres

Other deve
lopmental
pir poses — 368

2 -̂380 1003 11+990 61f8 17^00 10^0 13000 800
10010 290 8650 250 13000 W  13500 J+80

h50 83 500 107 200 60 200 60

W+660 218 30000 62 W O O  160 i+0000 16O

383 —  6 5 ^ 530 — 683

1919 1917 1721 2200 2183



During the first two years of the Fourth Plan 

loaning was around 20 crores per annum. From June, 1971 

the Bank start&d implementing International Development 

Association Credit Project, The Project brought in its walce 

certain radical changes in the loaning policy involving tech

nical clGErance for minor irrigation programmes and economic 

feasibility for all investments. The farmers have to pay 

a portion of the, investment cost. This has resulted in 

sloving dov/n of the loaning.

The Bank has recently prepared its tentative 

programme at an outlay of ^3,130  croros for implementation 

during the Fifth Five Tear Plan period commencing from 

1973-'?^. ^  -

INTERNATIONAL lE.VEL0P}4aHT ASSOCIATION AGRICULTURAL CHEDIT

PROJECT

The Andhra Pradesh Afjricultural Credit Project 

financed by International Development Association at a 

financial outlay of Rs.33.8  crores contemplates a lending 

programme of Rs.26.^-2 crores to about J+5',000 farmers in 2-| 

years for the purpose of capital investments in agriculture 

in the State. The Project envisages advancing of long term 

loans to the farmers for the purpose of minor irrigation 

investments like sinking of wells and installation of pumpsets, 

land’levelling investments under Nagarjuna Sagar Project and 

Pochampad Project to make the lands fit for irrigated culti

vation and farm, mechanisation by inserting tractors.

The Project Agreements wore executed betv/een 

International Development Association and Government of 

India, Government of Andhra Pradesh, Agricultural Refinance 

Corporation and the i\.ndhra Pradesh Co-operative Central 

Land Mortgage Bank on 8-1-1971• The details of the physical 

and financial programme to be covered under the Project 

area as under:

V , . 7
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Item of development Physical
programme

Loans to be advanced 
(Rs, in crores)

(1) (2) (3)

I . Minor irrigation 
investments: 17.02

a) Tube wells 1,3?0

b) Dag wells llf,000

c) Development 
of wells 5,000

d) Diesel Engines 7,700

e) Electric Motors 12,000

f) Land Development 
under wells 37,050 Acres

'

I I .  Land levelling
investments:

a) Nagarjunasagar Project 7*+, 100 Acres

b) Pocliampad Project 25,132 Acres

I I I .  Farm Mecho.nisation:

Tractors 1 ,500

Total:

5.06

'I f .  3 ^

26.h2

The Andhra Pradesh Co-operative Central Land 

Mortgage Bank is the principal agency providing credit under 

the Project to the farmers, A small part of the project 

has been allotted,to 11 Commercial Banks,

(PiS. in crores)

Investment Project
outlay

Target 
set for 

LMBs

Loans 
advanced 
by MBs

Balance

a) Minor irrigation 17.20 12.67 10.09

b) Land development 5*06 5«07 1.28
c) Farm mechanisation i+.3^ 2.5̂ -

26 .U-2 20.27 11.37

2.57

3.77

2.55+

'8 ~ 8 9 '
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It is expected that the balance programme vould 

be covered before the targeted date with necessary modifica

tion of outlays under various heads.

rmalL FARMERS;

The problems of small farmers have come to the 

forefront in recent years. They have not been properly 

cared for by the credit institutions till recently for 

various reasons. The All India Rural Credit Revie^  ̂ Committee 

observed that the small farmers have been large in the Country 

in general and particularly in States like Andhra Pra.desh and 

that they are handicapped in the matter of access to co-opera

tive credit to effect capital improvements on their holdings. 

The main inhibitions of the small farmers in approaching the 

land mortgage banks or for that matter any institution dis

bursing credit have been lack of knowledge about the, exist

ence of these institutions and the advantages that accrue 

if  they borrow from institutions like co-operatives. Tradi

tional apprehensions coupled with the distance from their 

native place to the Ba.nk, the time talien for disbursement 

of the credit, the procedures and conservative methods of va

luation also impeded their approach to the land mortgage 

banks. The Banks have taken many effective steps in order 

to enable the small farmers to obtain their requirements of 

credit. Primary Banks have been organised at ta,luk level 

so that the distance could be reduced. The.supervisors of 

the Banks have been charged with extension functions and 

are visiting the villages frequently and establishing rap

port with the small farmers so tlxit they feel at home to 

approach the banks and express their requirements. The. 

valuation system has been tilted in'tlieir favour by mailing 

75 per cent of the value of hypotheca as loan eligibility.
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Loan procedures have also been simplified and enough care 

taken to quicken the disbursements. The small farmers in the 

Project areas of Nagarjunasagar Project and Pocharapad have 

been served by the Land Mortgage Banks intensively. The Bank 

has taken special steps in order to finance the small farmers 

and marginal farmers in the small farmers development agency 

and marginal farmers and agricultural labourers' development 

agency schemes introduced by the Governtnent in the districts 

of Srikakulam, Visakhapatnam, Cuddapah and Nalgonda.

RECOVERIES;

Collection of dues from members is one of the 

main problems of land development banks in the Country, 

Frequent droughts have sapped the morale of the agricultural 

community and has thrown their production plans out of gear. 

Inspite of this problem the Land Mortgage Banks in Andhra 

Pradesh have worked hard to ma,intain the overdues at a mar

ginal point. The statement below indicates the recovery 

performances of the Banks from the farmers for selected years.

Co-operative year % of recovery

(Rs. in crores)

1961-’ 62 0.96 0.93 97.^0

1965- •66 2.65 2.60 97.9^

1969- '70 9.83 9.32 9^.82

1970-'71 12 .7 7 12 .18 95.^0

1971- '72 16.09 1^.28 88.80

1
fef LIBRARY 1 3 3 ^

. . .  10
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CONCLUSION;
/

The Co-operative Land Ilortgage Bank structure 

in the State has demonstrated an enormous capacity to adjust 

to the changing needs of the agricultural economy of the 

Country, They could adjust thoir policies and procedures 

to meet the implementation neeĤ  ̂ of the schemes satisfying 

the technical and economic appraisals of the World Bank. 

However, they have still to go a long way to completely 

meet the requirements of (a) the small farmers and

(b) the undeveloped areas.

But close analysis of the working of these Banks 

during the recent years tlirow light on the following areas 

which have to be taken care of for promoting growth and for 

effective service.

a) Personnel nanageraent

b) Insurance against infractlous capital investments

c) Crop insurance to ensure proper recovery

d) Dedicated non-official co-operators.

It can be said that most of the above proi lems 

are being faced in the co-operative short term credit struc

ture also. The future of the co-operative credit depends 

on finding proper and effective solutions for the above 

problems.

kssn
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Ba>LANATIOH 

1  lakh = 100,000 

]JD lakhs = 1  million 

100 lakhs = 1 Gnore 

1 Grore = 10 millions



I .  I NTtiPgJgTJQN
f: n

( a) BflCkground

1 . 1  India is the seventh larges^ country in  the ’worl.d 

in teims of geographical area and the second most populous^ 

Nearly seventy per cent of the country' s total workiiqg 

population is  d^endent on agriculture ahd alwut half of 

nation^ inoome is derived from this field. Agriculture 

accounts for about forty per cent of the country  ̂ s t̂ tâ -

0 3?)orts.

In 1961, India^ s totgj. population was a little over 361 

million which west up to 439 million in 19 6 1, According +0 
censis the total population has gone upto 547 million,

1*2 Total total area under cultivatioa.is atout 140 millir .-, 

hecta^es. Of this 19^ is irrigated, Durir^ the period 

1950-61 to 1966-67, the net irrigated area increased by 6^6 

million hectare^. The two out^aMlng^^Xeatures of agricultu,. 

production in India are the wide Variety of crop^,^nd the 

pr^onde^nce of food over non-food crops. The main food
y

are rice and wheat. Rice takes up 23^ and v^e^t 9^ of 

cropped area* The other important food crops are jaWar, 

baj ra, barley and pul se s.

1 .3  Accordingly to sanple purvey estimates there were 50o77 

million operational holdings* ,The.avar̂ ge.-5î -oiil---an--op̂ rx:t̂  

holding Was 2 ,6a  Hectare s. The table below indicates the 

di stritaitlbn of operational holdings according to their size 

aod area covered:-
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SL. S i 2̂3 class of Estimated No. of
No. operational operational
-- feQldjl.ng,sCagr>̂ s)_ holding «̂ .VQQQ

61

1. Hpto 0.49
2. 0.50 - 0 .99
3. 1.00 - 2.49
4. 2.50 - 4.99
5. 6.00 - 7.49
6. 7.50 - 9,99
7 . 10.00 -12.49
8. 12.50 -14.99
9. 15,00 -19.99

10 . 20.00 - 24.99
11, 25.00 -29.99
12, 30.00 -49.99
13, 50.00 - qnd above 5^22

48,40 
42,56 

1,07,71 
1,11,82 

61,55 
34»78 
24,47 
14,35 
18,46 
11,13 
6,62 

11,20

(9 .71) 
(8 .54) 
(21.62) 
(22. 44} 
(12.35) 
( 6.98)
(4.91)(2.88)
(3 .71) 
(2 .23)
( 1. 33
(2 .25)
(1 .05)

ill-sl â s-
Average size

4,„g8,.24 ..,
6,57 (acres)

Estimated area 
operated ( ’ 000 
faQr̂ ga.)____________ _

11,55 (0o35)
30,85 (0 .i4 )

1.78.82 (5„49) 
4,00,81 (12o25)
3.70.14 (11.31)
2,95,09 (9,02)
2,65,52 (8.1.1)
1,’93,’47 C5:9lj
3.10.83 (9o50)
2,42,77 (7o42)
1,77,21 (5.41)
4,09,56 ( l2o5l)
3.89.15 (12„89<

32.7^.77

(t>) History

2 .1  The report of the Famine Oommission, 1901 pointed to the 

need for intioducing "Cooperatives" as a means to save the , 

agriculturists from the u^rious rates of interest they 

required to pay to money lenders on their borrowingso The 

Governnent of India appointed a Committee under sir Edward Lc-% 

and this Committee* s recommendations foimed the basis of 

Cooperative Credit Societies Act, 1904, This Act ushered ii. 

cooperative, movdnent in thi g country. The 1904 Act provided 

organisation of only primary credit societies - urban and rura. 

That Act did not give legal protection to societies organised 

for purposes other than credit. Nor did it contanplate 

fonristion of federal organisations. These laCuna© were 

by the Cooperative Societies Act of I9l2, Under the Devolutio:: 

Rules framed under the Governnent of India Act of 1P19, 

f Cooperative Societies’ bec.-̂pie a transferred subject. Each 

province began to engct its own legislation for its cooperat:? 

The Maclagan Committcie on Cooperation in India (1915). made



6P
- 3 -

Valuable reoommerKlqtions for the n^mini stratlon and souiid 

financial management of cooperativeSo The Royal Gommiss-lon 

on ^ r i  culture in the i920’ s observed, " If cooperation 

there will fail the b^st hope of rural India"® Great depre ss>. 

of the 30  ̂ s gaVe a major setback to the movement due to si’-’in;; 

agricultural prices â id consequent dedLine in the income of 

the f aim ere

2„2 In terms of Section 64 of the Reserve Bank of Xndi f, ,, 

19 34j the Bank was required to create a special AgricuX-i-'' ' 

Credit Department to study all questions of sgil ctaturai, orGu: 

and be available for con^ltation by the Central GoVernaicnt, 

State Governments, state cooperative banks and other bantir;- 

organi sationso It was also required to coordinate the op ercit'' 

of the Bank in connection with agricultural credit ^nd it,  ̂

relations with state cooperative b^nks and any other banks 

organisations engaged in the business of agricultural V ■■ 

This Department of the Reserve Bank has placed a leading 

the development of cooperative credit in the country^ In 

the Governnent of India also enacted the Multi-Unit Goopera't:' ■' 

Societies Act, to facilitate organisation and functioning of 

regional and national level societies whose objectives exbem 
beyond one st at e«

2 ,3  The Government of India appointed a Committee under 

Shri RcGr Saraiya to "draw up a plan of cooperative dGV-lc 

In its Report ^j.bnltted in 19465 the Committee emphasiyedj i 

i s upon a policy of active economic development by the 

that the success of cooperation will depeni” . Regarding 'S'’ 

role of •cooperative s in planning, the Committee observed^
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"The a operative sDciety has ap^^ortant rclb to play as the 

most citable medium for the democrati sation of the eoonomic 

planning. It piovldes the local unit wMch a?n fulfil the dual 

function of educating public opinion in favour of plan and 

of executing it" ,

2 ,4  Thj dawn of independence in 1947 and the advent of

planned economic development ushered in a ntiw era for i
• i

cooperatives. Cooperation c?jne to te considered as ah indis« j 

pensible instrument of planned eoonomic action in a danocracyo 

The First Five Year Plan s'̂ t̂ out that the principle of mutual 

aid, the basis of cooperative oiganisation, and the practice oJ 

thrift f̂ nd self-iielp which su.stains it, generate a steady 

feeling of self-"reliance which is of basic importance in a dome 

cratic way of life,

2 .6  Just before the oommencement of the Ŝ ĉond Five Year Plai 

capie the Rural Crtidit Survey report which gave a new direct3.on 

to the entire cooperative movement, Thd Survey reveal^Jd that 

cooperative credit societi^is, in ^ ite  of their exigtancs for 

over 50 years, accountjd for an insignificant percentage 

(only 3.1) of the total borrowings of the cultivators^ Largelj 

the cultivators were dependent on money-lenders for credit^

The Survey Committee, therefore, opined that the initial push : 

should come from the State , if  the coop erative movement wastoj 

succeed. :

2 .6  The second Plan enunciated that " economic development 

along dtmocratic lines o--'feres a vast field for the applicatioi 

of cooperation in its varying forms. The building up of a 

cooperative sector as a pait of the schone of planned 

development is thus one of the central aims of national policyi
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2.7 The Third Plan further stressed the importance of 

vigorous dfcvaLopment of a large cooperative sector and guccind 

desctibed the role of cooperatives thus: " a I’apic^ly growing 

cooperative sector, with gjecial emphasis on the needs of the 

peasant, the worker -r̂nd the c o n fe r  becomvis a Vital factor 

for social lability , for expansion of employment opportunitiej 

and fo r rap id e conomi c d evelopm ent,

2 .8  The FouicthPlan documjat envisag'^s that the services 

which the farmers require should be institutionali.s'^d to the 

greatest extent possible and emphasizes in this connection th; 

it i s only when the cooperative organisation embrace all 

activities from production to con^imption and ^ct ,<js an 

integrated systan that they can fully dischaige their social 

and economic responsibilities. This objective is sought to 

achiev^id through carefully filling up gaps and by strengtbeni] 

all the primary and higher level institutions* In terms of 

physical targets, the cooperatives are e 35) acted to disburse 

short~tcirm and medium-term credit of the order of Rs.7 3) 

crores in 197 3-74 long-term credit of Rs»700 crores 

during the plan period excluding refinance from the Agi’i™ 

cultural Refinance Corporation qt Rs.3@o crores.

( c) 'Structure

3.1 The two wings of the cooperative credit structure ■« ; 

the short-"tem gnd the long-term h^ve been evolved as 

separate entities as a result of the growing dimensions
*

of credit for different purposes and the practical difficultj 

faCo-d in the past in dig)ensing ^ o r t  and long-term credit 

by one and the s^e institution. The short-tenn credit 

structure which is  an the three-tier pattern consists of the
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primary agricultural credit socidties at thd village lv3V<3l, 

the ctntral odoperative banks at the di stri-et level and the 

state oooperative banks at the State level* The short-tenn 

credit institutions p ID vide ^ort-tenn loans for seasonal 

agricultural operations and marketing of crops and also to 

some extent medium-term loans for purposes such as purchase of 

bullocks, pmp set s, oil engines, sinking of wells, dairy qnd 

poultry farming etc. In thd sphere of long-tenn credit, the 

cooperative structure consists of two tiers, a central lanci 

development bank in each State with primary land development 

banks at the district or sub--divi sional level. In c "*'>ain 

areas, the structure is unitary in the ^nse that the central 

land development bank itself functions through its branches* 

The lj>nd development banks provide funds for minor irrigation 

schemes, reclamation of land, contour bunding, purdiase of 

tractors, power tillers and heavy ,qgricultural machineries, 

construction of godowns and silos etc,

( a) Resources
4 .1  The state and Central cooperative bgnks derive funds 

by raising deposits a^d by borrowing from the Reserve Bank and 

the central land development banks raise the required 

resources by floating debentures which are supported d^ong 

others by the Life In^rance Corporation, Gommercifjl banks, 

Central and State Governmerts, the Reserve Bank and the 

Agricultural Refinance Corporation. During 1971-72, the 

Reserve Bank sa^^ctioned ^oit-tenn credit limits to cooparptiv 

banks spiounting to Rs, 390 crores, medium-term loans of Rs*l9 

crores â d̂ loans to State Governments for share capital 

contribution amounting to Rs. 12 crores. The outstandings
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against Reserve Bank credit limits to the oooperatives for 

agricultural purposes for the a;untry as a whDle was Rs.231 

crores at the end of June 1971 and Ks.209 crores gt the 

end of June 1972, Credit is an essential pre-requisite for 

agricultural production â d̂ investment tjut by no means a 

substitute for resources raised through savings. With a view 

to encouraging a progressive increase in the reliance on own 

resources of central cooperative banks â id a proportionate 

decline in the borrowings from the Resorve Bank the schane to 

link borrowings from the Keserve Bank the scheme to liSk 

borrowings with the ec'forts in mobilising deposits by the 

central cooperative banks is to be introduced from 197 3-74.

4,2 The Agricultural Refinance Corporation with the assistance 

of the World Bank and its affiliate International Development 

Associ ation has considerably stepped up the refinance facilities 

to the land developra înt banks, State cooperative ba^^s â *̂  the 

commercial batiks for development of agriculture a^d alli<^d 

activities. There had also b^en greater diversification in the 

types of assistance provided by Agricultural Refinance Corpora

tion, although minor irrigation constituted 68 p^r cent of the 

total financial assistance. Refinance facilities ai^ now 

being provi^jed for construction of godowns, development of 

fisheries, dairy and poultry faming etc. The total financial 

assistance by the Corporation gpiounted to Rs*l26 crores upto ■

30 June 1972 of which Rs. Ilf crores, Rs.7 crores a^d Rs.8 crores’ 

were for l,3nd development banks, stat̂ i cooperative banks and

commercial banks re^ectively.
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(b) Loaning .Pollold3 and Prooadur^s.

5 ,1  The basic principle in lending for agriculture is  that 

it ^ould be need-b,r,sed o.nd p ro>!luction-oriented, Tte progressi 

ad.option of the crop loan systan with part!calar tanphasis on: 

the di sbur stim ent of inputs in kind, effective linking of credit 

with marketing and strengthening of the supervi sory machinery 

to Verify the end-use of credit are the best saft^guards against 

m i^se of loans and overdues. The policies are being reorientec 

with p view to ensuring productive Ug=J of the scarce resource'^. 

It has been stipulated that at least 90 per cent of the advancei 

from land development banks should be for productiv»=i purposes, 

of which 70 per cent ^ould constitute easily identifiable 

puiposes, such as sinking of wells, purdiqse of pump set s, 

tractors, other agricultural mactiinery etc, Tte land developr 

naent banks a^e advised to ensure ground-water potential before 

granting loans for minor irrigation purpos‘ds, to fixmi'nimum 

land holdings in reject of lo^ns for different purposes, to 

prevent ovcr-capitali sation of investment or under-utilisation 

of resources, to fix the period of loans on the basis of the 

repaj'ing capacity of borrowers and the useful life of the asset 

created from the investment and to insist on a reasonable 

contribution by the borrower towards the cost of investment, ■ 

The central cooperative b^nks advancing loans for medium-term 

puiposes are also required to observe a similar discipline and 

to an ^re  that at lec,st 40 per cent of their medium-terni' adVaPc* 

are for identifiable purpo ses, ^hese measures which are meant 

to accelerate agricultural development are yielding remits, ^

In 1970-71, 40 per cent of the medium-term advances awi 

80 per cent of the long-teim advances to the cultivators by
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the Cc q)tjratiVOS wertJ &r  identifiatiLti purpos'^s,

5 ,2  Various studicjg ajndacted r^vealtjd that the flow of 

institutional finance tondwd to bt! in favour of the v̂ l̂l-to- 

farmers an<̂i thgt the snail farmers and the weaker sections- 

were not in a position tc aVail of credit facilities to take 

to impiDVed technology. It was against this background that; 

the Government of In U a  had launched two Central Sector 

Schemes during the Fourth Five Year Plan -Ci) Small Farmers 

Development Agencies^ and (ii) Marginal Fafm^ers and Agricul

tural Labourers Development Agencies. The SFDas covwrcid 46 

selected ar ĵas in different parts of the onuntry, while the 

MFiL ^encies are in operation in 41 sel»^ctt4 areas. Specif 

programmes have b̂ :;un drawn up under these projects for the 

economic development of gnall/marginal farmers and agri-culta 

1 aT*ouri:;rs* The cooperative institutions artJ pla/ing a 

prominent part in helping the weqker sections under these p 

To enable them to strengthen thdnstrives to play the desired

role, the schemes provide for assistance to the cooperative
\

in the shc^e of risk fUnd and subsidies for appointment of; 

managerial and d^ipervisory st aff ^tc. The Reserve Bank a  ̂so 

recjiires the central cooperative banks to utilis^^ 20 per ipen 

of their liorrowings for financing the gnall and weak farmer; 

Further ^ecial rela;xations in lending policies in matter-s 1 

period of repayment, ^are linking, margin, security etc.. ai 

’•eing permitted in favour of the weak farmers. These meagre 

have accelerated the flow of credit to this much neglected 

sector, î bout il lakhs of members of cooperatives were 

participating in the various schemes of Small Farmers
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Development /jgenqy/Marginal Farmers and Agricultural Labourers 

pro^jects. The coop erative s h advanced term loa^sof the 

order of Rs«l6 crores to the participants, in these project 

areas* The Reserve Bank’ s stipulation regarding earmarking of 

funds hnd been complied with by ll7 out of 182 reporting 

central cooperative hanks in 1971-72, In reject of 18 States/ 

Union Territories for which data are available, the advances of 

primary agricultural credit societies in 1970-71 to owner ; 

oiltivators with holdings up to 2 hectares, tenants and agri

cultural labourers, were Ks.l74 crores forming about one-third 

of the total advances* The advances of land development bgnks 

in 13 StatesA^nion Territories to this category of-veak faPners 

were Ks.34 crores forming, again, about one-third of the total 

advances. This is indicative of the marked ^ ift  in the 

cooperative loans in favour of the weaker sections of the 

rural community,

5 .3  There is awareness that the present structure of 

oooperativti o rgani sations m ay n o t , in many areas, suit the needs 

of the weaker soction. It was ag aî i st this context that the 

National Commission on agriculture hgd suggested the formation 

of Farmers’ Service Societies, to cater to the needs of the 

weaker sections. The Government of Inlia Is  seriously engaged 

in examining the recommendations of the Commission with a 

view to find out a be st possible solution for structural reform 

of the cooperatives, e^ecially  to ^ i t  the needs of the weaker 

secftion of the society. It has been recognised that the coopera<- 

tives at the bottom should, be sides provi sion of credit, render 

all the services needed by the farmers in the rural areas,
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induding 31 strlbution of inputs, and conaom.or goods as also 

marketing of tĥ  produce, both agricultural as ^11  as of 

cottage industry,. The cooperative organisations so set up 

at the base level should be viable enru^ to render all 

such services.

(c) Re_.covery Problgng

6,1 Overdues Ss the most important and ticklish problan 

facing the cooperative credit institutions. If  institutional 

credit agendas are to continue to provide adequate financial 

support for agricultural development, the creation of a s^n^ 

of responsibility snong the cultivators in regard to timely ; 

repayment of loans i s of utmost importance,. Extension 

agencies ^lould therefore make repay^ient an integr.al part of the 

package of practices and stress the importance of timely 

repayment as part of their prop.aganda for modernisation of 

agriculture.,

6,2 the institutional level, linking of credit -with

marketing is  the bcist and surest way of improving the recovery 

performance. The following arrangjn.int s have been suggested 

for effecting better recovery of loans through the sal^ prDc^eds' 

of the agricultural produce:«

(a) As a measure of positive encour,agement for recovery of 

credit from th« s;?!  ̂ proceeds of the produce marketed through 

cooperatives, the central cooperative banks and primary 

societies should ensure that first priority in allocating credit 

is given to farmers, who have repaid, their loans from the 

sale proceeds.
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71
( b )  Wtere th>a p ro curanent/purchases is made through marl^sting 

cooperatlvvis, such societlas will recover the apount of credit 

advanced to the members by "the cooperative from the purchase 

price, ^

(c) TnJiere the purchase are made directly by the Government

00 rpo rations or State GoVornment Departments, these organisa

tions should be required to engare that an amount of apprcxi*^ 

mately 4 3 ^  -5 0 % of the VaJ-ue of produce purchased from a 

faimer is  a'^justed against his dues to cooperative societies 

on account of credit advanced to the faiders. .

(d) Recovery of cooperativti dues ^ould al so be rnqds out 

of the proceeds of s»l^ s made in the regulated markets. 

Suitable provisions ^ould be made in the Agricultural- Produce 

Markets Acts of the Various States to this effect,

6 ,3  Coercive action has to be taken against wilful

defaulers and for this, the societies require the cooperation

and active assistance of the State Governments. The State

Governments can play a vit ql role b̂  taking steps such as:

(i)  fixation of time limits for di ĝ o sal of
arbitration cases and execution petitions,

( i i )  defaulters from becoming or oontinuing as 
office bearers of cooperative institution s,-

Ciii) denying taccavi loans a s  well a s  loans from 
other institutional agencies and other Govt, 
support to defaulers.-

Civ) active propaganda for timely repayment of loans 
and onphasising government^ s determination to 
tgkB coercive meagres where necessary*
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Cd) Ma;iag<^ent Pd^foimance.

7 ,1  At the end of the Fourth Plan only abcmt one third 

of the primary agricultural credit gociuti^s are lifely to v, 

have Paid Secretaries even though the need for having a full 

time paid Secretary has been recognised for seY*eral years, 

now. The position is really difficult in the case of weak 

States. At the spme time the financial implications being 

laige, it is  necessary to implement this programme in phases* 

It is  now contemplated that out of 1,14,600 primary sDCieties 

whi di are likely to be retained by the end of the 6th PI an, 

at least 80,000 societies ^ould be brought under the Cadre 

schane by 19^78-79, This may be done in a phased progrgpime 

so that about 16,000 societies (20^ of the total likely to be 

covered by the end of the ^ h  Plan) may be taken up every 

year. To begin -with, all sDCieties which have reached a 

loaA lusiness of at least Rs*60,000, should be covered by 

this scheme. In order to organise secretaries of the primary 

societies into a cadre, the amstitution of a cadre authority 

and a cadre fund is absolutely essential. Every gaiety 

covered by the cadre sdiane should have a full time paid 

secretary. The anoluments may be fixed with reference to 

local conditions. Contributions to the cadre fund ^ould 

be made by the societies, central cooperative banks and the 

apex cooperative banks* The limited experience with cadres 

shows that it goes a long way in improving the functioning: 

of the sDcieties#



8 ,1  In In.iia the State h^s accopted the policy of promoting
1

the cooperqtive movement. This policy has found expression in 

several ways. Firstly, the cooperative law in many States lays 

down a dear statement of this policy. Secondly, the cooperative 

law lays down various forms of State aid to cooperatives guch 

as ( i )  subscription to the ^are capital of a 33ciety,(ii) giving 

loaHs to a SDciuty, Ciii) guaranteeing the repayment of the ' 

principal, and payment of interest on loans and advances given 

by the Reserve Bank of Indio or any other authority constituted 

under law, (iv) providing financial assistance in any other 

form (including subsidies) to a society. Thirdly, Various 

tax concessions are written into the cooperative gnd general 

laws of the country,

8,2 The principle of state partnership in the share capital 

of cooperative societies was advocated for adoption on a wide 

scale in the i'iural Credit Survey Committee as part of the 

progr^me for creating a,nd promoting large-si zed credit 

societies. This policy was accepted and subsequently was 

extended to gnall~sized credit societies which had prospects of

becoming viable within a reason^^e period, the sa®.e time, 

state partnership in central cooperative banks and apex 

cooperative banks was accepted as a general policy. Under this 

policy the state Governments take ^are in cooperative credit 

so cietiesCAgri cultural), central banks and apex banks.

Since the beginning of the Fourth Plan ^are capital up to 

Rs.10,000 is provided to a viable or potentially viable =

- 14 - 7 3

I I I .  P !
i



■ i
primary agricultural si ci^ty without insisting cn matching 

oontritxition by the members of tho sociyty. To enable the 

State Governments to participate in the share capital of 

cooperatives funds are made available to them as loan from 

the long-Teim Operations Fund maintained by the Reserve Bank 

of India, while the policy of state partnership aims at 

strengthening the capital resources, conseciuontly the

borrowing power of societies, the ultimate objective i s thgt 

each society ^ould progressively increaS=3 its own Capital 

collected from it s members â id after has been able to raise its 

collection upto the optimum level, it may start retirement of 

Government capital over a period of years.

Cb) ^janst

8 ,3  Normally cooperative so c ie tie s  are expected to borroW; 

fund from their financing agencies i .e . ,  primary societies from 

the central banks, central banks from the apex and the apex- 

from such financing institutions as th^ Reserve Bank of India 

and the State Bank of India. GoVcirnments are not ordinarily 

expected to finance cooperatives with loans for their working 

C a p ita l , But there are exceptions to this general position, 

as in the ca^  of loans to farming si'Cieties and normal 

government loans being routed through ce operative s*

(c) §.û .Si,a4,e,§

8*4 Schdnes for the payment of subsidies by Government to 

cooperative institutions may fee broadly classified into two 

Categories, Firstly, these are schemes for subsidiring ■ 

cooperative societies to meet the expanses of their staff 

for a limited period till  they attain full viability.

«  15̂  74
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Ap .̂rt from managerial subsidy to primary credit societies, 

there are schemes for giving subsidy to central b^nks and ape: 

banks for appointment of alditonal administrative and supervis 

staff ST' that they may expand and intensify their activities. 

Subsidies are also available to central banks for opening 

branches so as to ê qp̂ nd their services to interior ai'^as* 

such subsi'dt^s are given fen a tapering scale over a period 

of time. Similcir subsidies are available to land development 

banks, The rationale behind the gr^t of subsidy is  that 

new societies promdted under thj Plan programmes as well as 

existing societies with inadequate business find it diffic3J.lt 

to undertake activities for expansion of their bu^ness and 

build Up the required managerial competence and, therefore, 

they need to be assisted in the initial period with subsidies, 

Cd) Guarantee Si

8,5 ^another way and an indirect one in which Government 

assists cooperatives is by guaranteeing, on their behalf, 

the repayment of the principal, and the paynent of the interest 

on loans. The debentures which are floated by the central 

la«i mortgage banks have to be guaranteed by the ODncerned 

State Government, The rationale behind the guarantee given 

by tit^erment is thgt the outside lending agencies are 

assured that the puiposes for which the loaned funds will 

be Used are such as hgve met with Government's approval 

and that Governnent would take due Care and interest to 

ensure that the borrowing cooperatives used the funds in 

accordance with sound busine ss principles.
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8 .6  It i s one of the basic objiJctiv^s of national plannir^ 

that the Wv̂ aker sections of the community should be helped to 

increase their earnings come upto a reasonable standard 

of living. To achieve this objective it is necessary that th 

cooperative lending institutions should come forward to meet 

the credit requirements of the wealSJr sections of the communi 

isuch as are related to their production activities. For the 

attainnent of this objective, a cchone of Government ODntriba 

to cooperative credit institutions to ynabLe thOT to build up 

special bqd debt funds has been in operation since the third 

five ye^r plan. This contribution is of the nature of an 

incentive to the credit institutions to liberalise their lend 

po sicie s and progressively mê t̂ the production credit requirai 

of marginal and ^Imarginal cultivators.

8,7 While Stqte aid in various forms isniade available to 

cooperatives, the basic obje ctiva of Goverrment policy is to 

the Gcoperative movanent to grow towards" self-reliance and 

self-regulation,.

9 ,1  The cooperative credit institutions have made remarkable 

progress in recent years in the ^pply of credit for agriculti^ 

At the end of 1970-71, the primary societies were l ,6 l  lakhs 

and covered nearly per cent of the villages in the country^ 

The aggregate loans advanced during the year were Rs,678 crori 

and the outstandings against individual cultivators were Rs.7| 

crores at the end of June 1971, . The central cooperative bankg 

(341 in the country) advanced loans to the ê rf̂ ent of Rs*866 cr
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durirg 1970-71 â cl th^iir outstandings stood t̂ Rs.8l3 cror©s. 

Thoir deposits stood at Rs.439 crores forming 41 pur cent of the 

worMng capital. The deposits of state oooperativti banks gtood 

at R s.2,79 crores and the advances outstanding were Hs.534 (sroreg 

as on 30 June 1971, The loans issued by central land developrjient 

banks during 1970-71 amounted to Ks.l68 crores -'ind the dobentures 

outstanding T̂ ere Rs.726 crores as on 30 June 1971, The long-term 

loans outstanding at the primary Is^vel as on 3i June 1971 stood 

at Rs.44B croroes* Of the loans advanced ly primary agricultural 

credit societies, Rs.ri9 croroeswere for agricultural 

operations and Rs.5l croroes were for medi'um->term investment, ■ 

jilmost the. entire advances of land .development banks were for. j 

ag ri csultural deveiLopmunt or investmert,

5,2 The record of the © operative s though imp re ssivel^'not 

devoid of weaknesses in cjaite a few reg)ects* The progress has ' 

not been even throughout the country pnd there are several are as . 

of cooperative backwardness. In ceit ain p ait s the cooperative 

credit structure though basically sound, is showing symptoms of 

stagnation or even deterioration. The proportion of borrowing 

members to the total membership in l970-7l is  as iow as 36 p«$? 

cent for the country as a whole.. The primary societies, - 

which are in^itutions closed to the cultivators, ai^, , 

generally ^^aklng, organi.sationally weal and as a consequence 

have not been able to ^pervise the utilisa'tion of credit -

adequately gnd recovery of the dutis promptly. Steps have bee^
4'

taken to reorgani se the primary credit structure so as to hayf 

Viable and potentially viable credit sociuties, but the
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progress in thi g regard has nst been satisfactory, as on 30 Juna 

1971 more than twenty thousand societies were dormant cut of the 

total numbcir of l ,6 i  lr,khs and the aVcrags vorkirg coital per 

society at Ks.71,700 was far below the minimum required for a 

viable u.iit,

9 ,3  Tha development of some of tho central cooperative banks 

has b-en tardy and they were, tyr and lai^e, financially ^ d

administratively weak, resultirg in their inability to mobili ^  

internal resources or to aVail of the liberal credit facilities 

from higher financing agencies. The Governnent of India in 

consultation with the Reserve Bank has drawn up a progr,:^nme of 

rehabilitation of weak central cooperative banks with a view to 

strengthening ?^d equipping them to play an effective role in ' 

providing financial assistance to the agriculturists. The main 

plank of the progrpmme consists of coercie action to recover 

overdue loans, strengthening the bad and doubtful debts reserve 

by direct subvention or loans on easy teims, strengthening of ■ 

share capital t>y furth.jT contribution from the Govcrrment, granting 

temporary loans for enabling the banks to provide non-overdue' 

cover for the borrowings from the Reserve Bank etci The Govern

ment of India hgve recently fcmulated a Schene to provide 

financial, assistance for such central banks to enable them to 

write off their bad debts, accumulatvjd losses, etc. The State 

and Central Governnents are to share about 53 per cent of the 

estimated bad ■̂nd doubtful debts at the central bank level and 

the balance i s to be borne by the institutions thonselves*
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69 central cooperative banks aru eligible for rehabilitation 

under this Sdiane,

9 ,4  Paucity of internal res:;urces is yet another weakness 

inhibiting the growth of cr operative credit. Poor growth of 

deposits undermines the ability of the croperatives to substain 

larger lending programmes. The coop-srative banks have no 

doubt opened many branches in the rural and soni-urban ar^as 

in the recent past and ^re <L go offering o:)mpetitlve rates 

of interest, but many of them do not provide even the 

essential bankLng facilities to their constituents. The 

average deposits p c;r central bank were only Rs«l29 lakhs 

in 1970-71, The a^ivances in .ag riculturnl production hqve 

generated a considerable cash flow in rur.al areas but thetB 

appears to be little .aggressiveness on the part of oroperatives 

to exploit this favourable situation to their benefit. In 

order to reduce the undue dependence of the cc;operative banks 

on borrowings from the Reserve Bank it is proposed to link 

the ccncessional finance to efforts at depo sit s mobilisation 

by central cooperative bonks. Efforts ai^ also being made to 

ej(tend the 'Deposit Insurance Schane ' tc cover the deposits 

of cooperative banks,

9,5 The problem of overdu.js al sd poses a serious threat to 

the soundness of the cooperative credit structure. High 

level of overdue s coupled with poor internal resources has 

impeded the free flow of credit from higher financing agend.es. 

The overdue s of primary agricultural credit societies for the 

country as a whole worked out to 4l per cent and those of 

central ccopv^rative bonks to 34 per cent of the outstandings



at the enci of 1970-71. Riicurr^nt nrjturpJ. caJamities h to 

som<̂ extant lod to defaults T»ut thuso h^vo b^on largely take 

Care of by stabilisntion arrangdiijrtt g supportocl by cc.ntri^ 

but ions from thu Go-Vornnijnt of I n il a tc; the stabilisation funds 

of apex banks and convc;rsicn loons from thd K<j serve Bank out of 

its Stabilisation Fund. Dof>jctivo loaning policies, procedures, 

inadequate supervi sion(of the ^̂ nd-usti of credit) due to lack: of 

staff or g eneral ine ffi cioncy, ineffective action against 

dtifi'ault tr s ^t c* hTiV̂  been the; major ant ributory factors for 

the ri sG in overdues.
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imODUCTIOM

Kig running of the scisincir on "Co-o;. crativG Crodit with roforonoo to 

Japan" in Tokyo fi’cn 9th up to 28th 1975 is vory attra^tivo fron both local 

as well as thomtio points of vic-w, Gspocially booauso the najority of the 

participants havo corio fron the newly developing; countries*

Japan forns an -idvancod oounti’y in the field of economic and social 

life, GspGcially in the field of co-oiierative novcisents. Consequently the 

participants are presented the chance for serious discussions and at the 

sano tine it is possible for then to leax-n o.rA study the credit system 

which night be applied in their own countx’‘ie£* 'I'iiis is now even nore at - 

tractive by the fact that this seninar is preceded by a study-visit in 

South Korea where we find the fanous agricultural oo-oper‘at:tve novenent 

wellknown anong the South likist .asiaii mtions. Hex’e we have a good chance 

to study a credit systen bearing the nane of Credit Union Corporation 

( CUCO ) which constitutes an internatior-al organization.

Credit system does not constitute a difficult problen foi’ the advan

ced and developed countries. On the conti-ary the newly developijag countries, 

where nearly 75^ of the population live in the villages as snail famers, 

aro really facing conpiicy,ted pz-oblen in connection with credit systen. 

ThosG problens in the first place are caused by the existing denand which 

anounts nuoh bigger than t'as available sources of ci'edit and even these 

existing sources are difficult for the people to reach*

In this case the co-operative novonentiS, especially the credit co- 

opera tivo novenents, are expected to play their role as financial instltu - 

tions, where the x’ole of the people eoonoi:iically weak is included as a de - 

finitivo elenent besides the other existing institutions ĥ iving the sane 

objectivG. i'hat is why this secdmr constitutes a foiiro© of intence hope 

for those weak people in solving the problens through discussions in order 

to fill whatever is lacking anong all sides, ii'he success of this senitiar 

will be of nuoh bonefid to the co-opei’ative cr3d.it noveraents i^ each paJ’ti- 

cipan.t*s country as well as to the newly deveioping countries in general#



I .  00~Qg£Ii.igIVE M O V B im ’S AND CK-elL'IT SYSm i IN IHDQNESIA

It is plainly inpossiblo to ooiivdjy a sonowhat oortoot idea of ' ■• 

the credit oo-opomtive novonGiits in Indonesia without taking into 

aoooiint the haokground of the co-oiorativG situation in its wide ssnso 

fix*s1»ly and the credit syston itself scoondly, bscauso both of thon 

oxeiroising sti'ong infliionoe ou one another^

The 00-operative novencnts forn one kind of eoononio systen 

along with so nany others* In Indonesia the co-operative spirit has 

gained a very good place and its inpoi'tancG is fonsally aoknowledg© in 

ft phrase in the Constitution of the State under the artiola 33 whioh 

says *

"the economic syston of the rural comunity is basod on nutual 

assistance, of which the nost suitable fornn is the 0o-oporativ9 

systea"-* Consequently the activities of the co-operative tiovemnts are 

arrane;ed in outline in the State-ordinance and its realization is 

trixsted to ^he ninisterial authority which particularly siipervisss the 

oo-operative activities. But inspite of those facts the oO-’Operative 

noVenents have not gi’own properly which is the resait of several factors.

a) I'he influenoe of the policy of the State.

The Indonesian nation gp,incd its indefendencs on the 17th August 

19̂ 45 after living under the foreign rule for nearly 350 years* Inspired 

by the relentless spirit to e»in the independence and showing the iitnost 

efforts to get rid of the rejsaindor of that foreign r̂ l̂e and its aooora- 

panying feodalistio system the GovcrnTsent offioials and the soo'ioty kept 

the political life in high esteen. The cxce; .sive result was that every 

potency was politiacd.' On account of the prolonged adoration of politics 

nearly all eoononio potencies used to be on the st®idy decline*; Not 

befoer 196? when the State’s policy took a different oonrssf that is 

toward welfare and proif;r6ss, then the co-operative novonsnts started 

showing an inprovenent and running proporly.

b) ghe influenoe of the social order.

At a glance IndonesiaA connunity app<?a|7S to us to be possessed 

of co~opemtive character, because it shows flie existence of the oha- 

racteristiss of geneinschaft eomunity.

84
- 2 -



Zealous sponsors with ioss disorotion wijLl oasily tidopU too optinistio 

attitudo and nislsd to suppose that any oo-oporativd novanont stxutod 

In Indonosia will show a I’apid growth. But whon ono stiidios tha ooetaa- 

nity noro aoouratoiy ho wi.il soon roalizo that ths Indonosian ooncmnity 

is sooial-nonosoononioal in ohLiraotor that it novor rotaina its oonti- 

nuity. Ono had bettor torn it tonporal oonr -mity. i'he real oo-operativo 

noveciont in any oonnunity noods a lasting continuity and at the sane 

tine it functions with an accurate account of profit and loss* I'hat la 

why to dovGlop the oo-oporativo spirit in Iiidonc-sia it is not otiou^ 

that ono should only propagandize the problen. What is actually nora 

important is the yielding of rudical chango of nentality anong the 

people and of their way of life-, which mist be done throufiji edu«ation» 

Not only the future loadors nust bo educated thoroughly, but also the 

oomaunity who will joint the co-opGx-ative novc-isouts as more neabsrs*

o) The influonoe of social welfaî e*

Althouh co-opcratii?a itself forns a systen of social welfare 

promotion one cannot expect that the co-opeititivo novenants would grow 

freshly ia a poor coanunity# Now wo realize that nearly 85 oeisfc of 

the Indonesian population lire in the villages as poor lafeottyoM and 

snail farmers. According to the research into a certain during 

the period of 1971 - 1972 carried out by a group of graditstas of a 

State University in Indonesia, it appeared that 450 saaple Sieiall 

ners shared the average of only 1,2 hectare of land for oultivation* 

She average revenue of each farner frofei land cultivation in that yoa? 

anounted tp Ep. 129*000,- He still obtaimd an additioisil inooffi® froa 

other sources which approxiraately anounted to Ep. 16*000,- But his 

average expenditures anounted to 15t»000,- with the following spasifl- 

ctttioni Approximtely Rp« 87 *000,- for his oojisuraptive naeagsitlosj 

Bp* 55»000,- for production expenses which include the interest for 

nonay-loanj Rp. 9•000,- for Gduoation expenses and Rp. 6»000,- for 

taxes* She result of the research shows us that the expenses ara by 

fip* 12.000,- higher than the revenue. This deficit will be st iH  

higgler irtien the farner has no any other ciGans to get an additional 

iaoono. !Phose data show us that the mnbers of the oonnunity ara iiiaa- 

pabJa of meeting their own necessitiss atid nuoh Ij^ss is thai^ ahaRoa 

of setting aside a fund to be offered as savings which aonetitutaw

8 5
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a requisite to ba a nanber of a co-opariitive agonoy. Owing to that liao- 

tors a roally qmlified spotisor is a<5c?dsd in ordor to establisb a oo- 

operativo agGnoy. SiToh an individiuil :.b exbrenoly difficult to find* 

baoaiis© a sponsor inust be an org^iiizei’ ; crucator and not only lasa ia- 

portant he isurt be at the saa^ tias a social nindod individual* On 

aooount to the existing problons it is inpossible to appoint a sponsoif 

institutionallyj, but he nust be sslsctod f -  oa anongr the n^^bars of th« 

ooQoiunity itself* Because of these oonpiica-Led problens now w© sea that 

so mny oo-oper'ativo ag-en-ies Lave uadergono a total failure* Thsir 

nunber anounts to 75 %  o f  the T.-holo ncabcr of aĝ 3U(3ies«. The roraalhdor 

wbioh ai'6 still showing a sign of activitiGs arc run by th« niddl© 

classed people and sone of t h e  are dpoasorod by the Governciont, suah 

as Batik Copp<Si'at'iv5B and (Jovornnent officials GjoapQna.tiv«s. this serious, 

condition has inspired the goyernnoirb to start to do the utnost 

efforts, througii any ppesible neans, to pronote the social inqon© of 

the rural conrauaities. It is aoconplished by offering sorae credit in 

the forn of fertilizer, superior seed and a grant noney throtigjh the 

official authorities, aoroosver ty giving a large credit for the safe© 

of th© co-operative agencies, of which the result nust still be tested*

For the newly developing countries credit systete constitutes 

a very dijpfieult problen, because thu demnd by the people ©tooeds th® 

available fund® Because the avaiJ-able credit is very linitedj it is 

extrenely necessary to fix several requironents before ©rbendlng it to 

the people, which basically is a seleotion of the coning borrow©l*s»

In reality the available fund is not concoutratod in a singl® institu

tion onlye Indonesia recognizes e:- aniiels throixĝ i whioh credit rsaohes 

the people® Credit can csainly be devided into two groupst

1) Source of official credits

She official credit institutions fore a source whsrs peopi© 

get noneyloano Soce are mn  ty the Goveri-nent sone others by prl|«3t» , 

organization after obtaining an official pernit froa th© GovarnnQiil, in 

this ease the Ministry of Finance, eog» tho.̂ e banits run by the Orovern- 

nent or by private institutions or other organizatiohs which hav© ful

filled the Groverhnent* fS regulations concerning crodit systso#!?h© low 

ttite of intorsest demMed by these Institutions oon̂ tit'vit©® las a 

natter of faot an advantage , for the people ©eoaonieally w©akf 9hil«

the anount of tha available fund is big enoughs

8 6 ,
• • 4 -



S'?
- 5 -

Blit iiiepits of thoso facts tha h«ird rGquirGrodts which uro difficult 

to dost and tho xocutioii which is far away fron 1;ho poopla oanatitutos 

a stsriouB disadviintag-o. 5'ho £-3sult is that such an institutions tiro 

not o f  s o  nuch bcnofit t<5 these- poopls .nor 2t o  they ablo to function 

as credit institutions for tho fara conaunitiseb

2) yrioffioial souroo of o rod It«

In fact tha farnors in tto<Jd of coney loan to fulfill thair 

necBsisitiGs do nbt bothor thoir houd about tho sourcss whoro they ara 

ablfe to dGriv6 ths loan® Ihoy prof or tho quick procoduro to gat it, 

although this way they have to pay a cuch higher rate of intorast»

Shay do not offer any objoction as long as they possess tha noans tha

Eeans to nost the roaliy hard tarns to got tho quick lc»n. Consaquatt*-

tly it is not sui’prisine; thcit individual cz'sditors as woll as cradit 

institutions Gnerge anofficiaily, who only seek aftor thoir own con

cern by deiranriing a high rate of intorset ia conpcuisation to tha qaiok 

acquisition of ci-odit. i'hs result is fatal» A lot of farmers are not 

able to pay back tho loan so that thoy are cornorod and coopillad to

sell their property., i’hey are degraded to iccoao c>anaal labourers who

now ■oixltivate the soil for the- owne'rs, er they move to towns whore they 

speciilate as I’etailerso »i'hcn they fail ag?i:.n in thia how effort tiiay 

actually loss their lining, 'i'hey become idle and live as loafers in tba 

towns, li’hess wretched conditions encourage Lhs emsre/enda of ▼ai‘iou« 

evils. Ihis situation Eust be the targel of sincere cokiioern by tha 

social loaders, part its ulairly Gcvei*ncientautho'^ities, or el&e tiia ruml 

oomunity which fora the m^orisy of the Indoiios’iah population will 

face a still worse situation, Tflrhich ftoaag a se-rioits M Mrahca to th« 

national progTosso i'he creation of the rural unit <3i*edit and other 

institutions for the sako of the rural cofiounitiee forss a h^w light of 

hope althoi'.gh it is still not.ysy oonvinoing yet. Our experiencad dad 

several failures of the past iirg-e us to be ciost vigilant and not to 

lose control oyer the rxxnning of these institutionts whidh> of eouiroff, 

will result in the raaarbibie rodustion of wi-dng practices to th® iai- 

nimm. In ny opinion it is sxtrsaely heoessary to superyis© th® edvarii- 

aent-aid-crodito i'his gupsrvisioa must be accdopanied with an ao6i»ato 

planning and its inq?ler>entation should be trusted to the traatwo'j^hy



individuals who aro fitXly awurs of tbo pgoplo'B sufforing and tho 

n o & n i n g  of tho national progross» Tho oxtonding: of tho orodit itsolf 

is not so difficult for tho Cksvornnont to ucooalish* Tho noro sorious 

problea is that tfaose orodit should ba gra itod only whon it la aooop** 

tod as on inoontivo to onoourago tho people toward dovdlopaont and 

progross* Owing to thoso problone tho oxtonding of orodit should not 

go alonoy but aooonpaniod with intonsivo e'uoaticfx of thoir own way 

of lifo.

II* CM)Ig .la INDOHiSoU

In tho oo-oporativo fiold ono distinguishes thrao id.nds of 

oo-oporativo agoiioios, nsusoly Production oo-oporativo^ Oonsunption 

oo~opomtivo and Crodit oo-oporativo. Aoooz'ding to thoir dif foront 

ohamotor oaoh of thon airas at a different goal» But in reality viewed

froH tho way they work thoy aro prosunod now as ^^inotioning as credit

oo-opomtivo agencies as wolle One sees tho ovldonoes froa tho facts 

that oenbers of the Froduotion oo-opoztitivo obtain their basio nateri'- 

als by way of credit and they are going to pay teiok what thoy owe in 

in tho fora of articles produced or oonoy resulting froa tho 4oi*it 

aarketing of their produotiono Menbers of the consuKg;ition oo-opemtive 

get thoir goods for oonsunption througt, credit whioh thoy to pay 

baofe in installeoonts* Kow the objectivo of Credit Co-oporativos is 

olear fjroa the uaHo itsolf and needs no further explanation* After 

studying tho teaofeground which will servo as the basis of the following 

treatise on oo-oporative credit covecsat in Indonesia, aaaoly oo- 

operativo aotivitios on one side and credit systetj on tho other it is 

now obvious that tho success of the ooonor'c systeo including co

operative activities depends largely on tho availability of the liquid 

dity* It is doubtless therofor^ that a souroe of finaaoo is needed 

that will bo ablo to supply non€^l<xia on l i ^ t  torOR and it should

sorv® at tho saao tiaa as a contro whore the poeiiio oan deposit thoir

exoess j>roporty aaSl have a olaia on an intarst* that only possibls 

whon the source of credit SaolOEigs to tho cociaunity itseljT* (^Ing to 

tho very liaited property of the groatast m ior|||r of tho poopl® the 

fund can only bo oreatod in tho fom  of oc^dpoisatiTo* In this oase tfce 

souroe of orodit should b© a oollootios oootimiott« saall soving^, 

for t b »  saic® of tho ooaaujtity mabors thocsolvos, who Joint th« oredlt 

systoa*



^oausa the fiuid is oroatod by the ooonunity itsolf with thoir full 

Jfeaponsibility of sharing avary profit and loss tho ocaanunity aa a oon- 

sdqusnoe will onjoy whatever profit they mica. Serious efforts to ore- 

aid 00-operative oredit were already started as adrly as tho dthar 

types df oo-oporative. They daie toadk frob hoarly a oentury ago, when 

Dany doi^oi^te bodies and institutions dealing partioivLarly with oredit 

syisteQ were created. On aooount of their dispersed localities ass wall 

as the policy of the State resulting in the rapid suobession of tha 

authorities in charge of the co-operative developnent now there are 

only very few reports dealing accurately with the co-operative agencies, 

their nunber and character, nuoh lees with tho co-operative credit 

aysteo and its developnent# What is now obvious is that developoent of 

oo~operativ© credit in connection with the stage to be reashed above 

a very alow progress and its situation is even baclaarard coRpared with 

the other types of co-operative novononts. In reality co-operative 

eredit is new still in the first stage of its developnent* But seen 

froo the viewpoint of its potoncie-B co-operative credit has a good 

prospect in Indonesia, because the najority of the pofulation need in 

j^rinoiple such a systen. This co-operative sys tea, hew ever, cannot grow 

freshly by itself because nearly all its nenbers are poor people* all 

interested in obtaining credit* The result is tiaat the ooUeoted fund 

is devided again among then as oredit until no penny is left* Baoausa 

the fund collected by the people is so sm ll it is inpossibla fo? the 

«o-oparafcive oredit to extend loan large enou^ to start any enterprise* 

3Jha sm ll loan extended to the people will be only good to fulfill 

their dayly consunptive necessities so that there will b© nearly no 

progress in the field of business. Such a static situation encourages 

tha iopatient nenbers to leave tUa oo-operative oredit and tha ciora 

naabars leave there will be the less hope for the co-operative to aar- 

viva. And such situation will still be worsened triaen the exaoutiv© 

board consists of dishonest people# In fact nismnags^ant of a oo- 

qE>erative agency will foster dishonest neantality* Considaring tha 

ioportance of the mtional prog;ress now tho Indonesian government, 

following the plan of over-all building as the basis of national pro

gress, are now planning to exterui aid in th® fom  of oredit f®r tha 

davelopnent of co-operative oredit# Sow attempts have been nade by the
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Contral Govornnsnt to givo loan to too poo/lo tbcough States offioss 

partioularly oreatod for this pui*poso, e.g. tho Institutions of Co - 

qperativo Ci^odit Ckiarantoo. 'i'his institution fivos giUirontQO to tho 

Paoplo’ s Banlt of Indonesia that is appointed to givo credit to the 

Gxisting oo-t>porativo aganoios. But its realization noods nost urgont 

icqp'rovonont to onablo tho dxtc-nding of credit run prdtperly wbivh aoans 

that these institutions aibs fuhotic(hine? wei: arid reaching the siQod 

objective, i'here are still otiisi* i ^ 6 6  /iid credit frooi tho

central as well as tho provincial governnant wfeidtl fail to re«loh thsir 

objective, because of the wrong sy&ton applied. Fortunately, In^pitd 

of all those facts, the co-oiorative novononts in Indonesia, espeolar- 

lly co-operative credit, have gone a stop further, 'i'hat forward stop 

has been nade possible by the availability of several facilities, 

which never existed pre-’-ioixsly. Further success will depend on tho 

govemnent, the honesty of the offcials in charge of tho institutions 

and of the people thenselves. The succgss will accelerate the reali

zation of tho sffioient systen. I'his wiil in.,. rove the Gcononic syston 

leading tov̂ ard tho better condi-bior.s of life of the grcjatest mjority 

of the population who az’e now living in poverty. Besides goverruaent 

aid nentioned above another typo of co-oi oro,tivG systen is now growing 

which closely resenbles co-oper<itivs credit. Only the sti’uoture of 

fundraising and organization is slightly different fron that of tho 

pure syeten of co-operative credit. Yet in reality this agency is 

oapablo of rendering neaningful service to the people and helping to 

reduce tho practices of usiu’y. 'i'here ai'e oven still further service 

rondered by this agency nanoly giving yalueabie i?;uidance to tho famors 

so that they night stand on their own feet after a certain poriod. i'ho 

fund is ci’eatsd by collecting raoney from the neribers of the oo-operalsivo 

agency and the greatest part of it is given as credit to tho retailors 

outside its cienbsrship as pernansht borrowers, i'he na^ority of this 

typ® have the fora, of coi’poi*ate bodies which previously worked in tho 

forn of pure co--opei*ativ6 agencies, But tho fact that the oo-opsrattvo 

agencies of this type did not live properly and the financial bitrdon 

w«4%ii'(ad down too heavily for the executive hoard, this ag;enci©s are now 

changing the coiu’oe toward anothei’ type a® rsntioned above, for tho 

sake of the fluent circulation of nonsy by which a permanent fund Is 

attainod. and renaricable profit is gjiinod. isecause such a prospoct



shows noro ohanco to grow frosly, now tho govoriincrit has bogun to etra- 

ighton up this nanagonoiit ttgoncios, mnc-ly otato-oo-oporativo agonoy 

and ths State Bank. I'his oonbinsd activity has tho nano of Bank oo- 

operative.

i'hGTQ is still another activity cai-riod out l>y th« famors

to whioh up to now the j;;;ovGrnr.Gnt has not yot paid proper attention*

Coneiious of the peoplo'e suffoi’ing tho fari ors have started establish

ing; a sponsoring institute, by whioh they are caking efforts to raise 

a fund by collecting noney on the basis of oonfidonoe fron nonatery 

institutions. Furthexxiore the fiuid will be given as credit to the 

farmers in a certain area lasting froa tho tiise they start planting 

up to the next harvest. It neans that within six months they will have 

paid back their dobt in weekly instalonent. xhis kind of paynent alre

ady inoludeis instalanent of dobt, its intorest and at the sane tine 

of savings o After the sottlenent of the dobt when they need and got 

the sane anount of credit, it Ecans that in reality they do not owe

tho sane aaour.t of noney as the previous one, because in the second

anount their saviiigs is included. So within a relatively short period 

they will be no longer in need of credit, but they will bo able to 

cultivate their land independently supported by the capital of their 

own. But the az'ea where this credit systen is carried out needs an 

organization of famers who are wiiling to bear joint responsibility 

to pay back the ci-edita Such progran will be cari’isd out under the 

guidance of trained craw assigned for this purpose by the sponsoring 

institute to help then and develop the agency, i'he govoi’iuient has not 

yet shown proper attohtion to this problem and nay be that it is the 

rsasan that recognized the governnent has not recognized it as oo- 

operativG agency. But the sponsors see in it a fil'd basis on whioh 

they night establish the fundansntal co-operative novotsent.

J^irthernore it will not solely x'osuit in the rapid developnent of 

oo-operative credit, but of production-co-opei’ative and other types 

of co-operative as well.

I I I . CQNCLUSIOI'TS

iifter studying these' nentionod above I, the writer,

now conclude ttat the co-operative systen.-Is ay vory-. BBitabke way 

toward the inprovenent of thoir conditions of life.

- 9 - 9 i
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I doan^ thorofore, it is iiGooss.:ir;T to ci’sato a favouniblo sphrobo aa 

widely iis ppsiblo for tho fiv-sh gi-ovyiiii;; (Sf tbo co-oporativo syston 

by abolishing tiio faiiuira,noc-c, o.gi?

a) to abandon tho spirit of noroly accspting ono*s own fato 

without sffort as tho r’̂ u lt  of living uiidor proloiigod foroign irul® 

and to ohcoiiragG the spirit of accia-'ats pljauning -wnd of full roaponsi- 

M lity*

b) To arouso tho progressive spirit by which the psoplo aro 

stimilated to give noaning to thc-ir iiidGpsadouos, not only showing an 

odniration as the oonsoqusnoG of ths prolonged and cxoessiiro adoration 

of politioso

o) To stinulatG tho pooplo to atoiidon thoir static, non 

©oononio traditionil syston and to (sovo tov;ard productivity* Such novo 

is nooessary because Indonesian people consist of ethnic and cultural 

gTOUps with their different ciiaton, dii'forout biiief coloiu'ed with 

nystical and nagical character. It nsans that in such connunity an 

effort to gain a personal profit is not easily tolerated.

Such a huge profress as nontioned coove involves all aspects of tho In

donesian social :tife» Although tlarough a se::ious effort its oxooution 

oan produce a relative.'.y rapid outcone there is still an innin<Hit 

px’oblGCi, that is the fact that the dayly necessities of life of the In

donesian people need rapid fulfilneit and will not tolerate any delay* 

That is why the realization of the drastic change of the existing 

systens raist be carried out through sevciial phases, the first should 

include only the most urgent catt-ErB con.aectGd with the social welfare* 

Now we are dealing with the syaten of co-oi'oi’ative cx'edit in Indonesia 

and what is now considered as the cost ui'ger.t problen is how to obtain 

the fixnd fx'on which the people can derive thoir loan on reasonable 

terns without any material nor spiritual locses. The realizaiion of the 

govorment aid and its supei-vision should be intensified so that it 

would reach the coamnity iri real noed of itc i'he leaders of the people* 

the govsrnisent officials in pax-ticular, should not be blind to the higb 

ideals of the sponsoring institute which ba~ically ains at the sane 

objective, ioCc to supply a fu.ad for the poor people* Although in prao- 

tice nenbere of the board also share in seeking their personal profit, 

still that institute gives a very valiieable contribiition in directing 

the people toward progressj toward the souni co-operative systee and at
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tho sano tir.o invoiviiig noticy kopt in the- cotnnuiiity ut thoir own risk. 

This Tiojiiis rcducin<f; tho burden of tho govcxTGiii; -and indirootjiy that 

of tho oonnunity itsolf. trovoi’n&ont aid along with tho existing poton- 

oios in the oonnunity raist ho contiiuiously intonsifiod towax*d porfoo- 

tion loading towax’d tho 00-0 ;̂. Grativo systorr. undor a fira sui5orvision 

aooonpaaiod with tho intcncification of tho oducational syston* i'ho now 

existing oducsation syston mist bo diroctod toward tho forning of indi

viduals who ai’o ready not otoly to iaiow sonGthing as noans of ao^uirine 

a oonfoi'tablo offico-job but who should bo also willing to bo dirootly 

involvod in any co-opoi'ativo aotiviiy. Thcso r*dquirononta hold for 

all now Ecnbors, thoso v'ao ax*o trairidd in tho ©Icnontary knowlodgo of 

tho co-opGi\itivG systoa a® woll as tho highly trainod onos. Owing to 

tho oonplGxity of tho co-opcrativG activities which aro not to bs 

soparatod cno fron tho othor it is nGCGssai-y for i;s to dotornino 

which activity should got tho first prGfcronco. According to tho 

wr4twr*s analyses, after explaining tho co-opGratiKo syston existing 

in tho coariunity and in tho wholw world in gonoial now I conclud© 

that it is iiiposiblo to establish thoso vii’ious typos of co-operativo 

activities on one and the sane tino in tho dovoloping countries as 

woll as in all countries in gonoi’al. 'I'ho Gstablishnent of co-opoi’ativo 

agoiicies should bo carried out through sovei’al phases in which the 

oo-oporative crodit should servo as the first basis and success should 

bo dovelop loadiiig to the otiî r̂ typos of co-oporativs ag-onoios. 'I'ho 

roitor’ s opinion is supported by tho fact that tho dovolopnont of 

iioarly all enterpricos depends on the availability of futid* înd 

thoBG  various typos of co-opoi-ative agenciô s in their dovolopnont 

show a closo roLatioia one with tho other* idihon thoso rarious activi

ties Ai!otgr<S»ingvfroshlytthoy will forn a niilti-purposs oo-oporativ©« 

Gonsoquontly it is quito proper that this saninar on co-opsrativo 

novof.'Jsnts should discuss a spocial topic that is co-operativo credit 

in tho nowly de-veloping countries» Such is the background of tho 00- 

oporativo crodit in lndonosia<s-
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. CQGî rAgiT; j. n?

•\o . gji;;;kostenojo

the }}irectoratg G-enoral.of 

3epr.rt>:ient of gxĉ jasni3Tatioh c;ad Coopara-tlveĝ .-

I. i?r£-ioj)uca?ioK.

£ coopei:'/ci'v3 aaciGty i;j the people's econos-iic orgoniaation. ?/hich, 

has social characteristics espscialljr for those •jho ara. aconoDj.callj’' , ' '  ^

fea-bl9. It is pji or̂ -;rjiiK,'iti(5n to protact its iiGnb'ers a:>e.inst tlio oppression 

or e;:ploitation of duthsr forcss as y/all as to ■ proi-iote tha v.ieiiu'ers income 

ju-jtly and ecaially,

i’o 'onu’.ole coop8;i.-:',tiv;; tc c?,xry out its ftmction it is necessejry to 

continue and to inox.or.xss the c;;.:o:::ts tha ^overrisnt hixs co: i:i3nc,sd to i;uid.9 

cooperative and place it orx its Tj;.oper foirjida,tion.

■ ,Accordin./;ly, these efforts mist he h.xsed on the follox.-iiig s. •

a, i’he highest iiuthority in th^ coopc2:ative society is vested in the 

Lieajer’s Asssn'hly, wiich is in conforiiiit]” vri-th the principle of 

d ■locra.cy,

'b, iiJlii.dn8/bion of direct or indixact influence of'certain political . 

idiolo£.y on cooperatives s and

0 . ?Le-estahli,:.hj..ient of new conditions for cooperative hassd on its

real principles pursuant to its role b.s an ocono:-„ic institude 

i^d on und 'rta;cing,'as well 'S  a socia-l enterprise.  ̂ ■

In the efforts of encour.^cing the developrient of cooper ativs the

govement rend :-rs {yuidancej suporvision,- protection and fasilitiss as 

stated dn article 37 of the Ir.x? o)! Cooperatives and enables the 

cooperatives to bring about ?,rticle 33 of ‘the l':-45 Constitution cjid its 

clarificatio]2 . 'jJliese efforts are based on i , ' ■

1 . Article 33 of 'the 1945 Gonsti'bution .'nd its clarification.

2 . Hesolution ho. iLCIII of the rrcvisional People's consultative

Asseiiibly 1966^ arid '

■ 3 . j..aw on the b'c-£iic iitv^-ationa for Cooperatives in Indonesia 

i :e .  Lc^ ITo: 12 Year 1S6?.
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II. OHE DjyniLQR.:jlZe 0? C00R..:ATI7JS D? Iia)OiriJIA>

Coopois-tive in Indonesia, has daveloped from early 1856 up to the 

-present. After indepen'l iice in 1945 cooperativo entered its new ere » 

Ihis.histbry of cooperative in thia oountr3'- has tr/o separate periods of 

time, before cud after inispendence.

a, Heforo' Independonce.

In 1C96 a 'ianlc callsd '’Hulp-en Spaarbrjil:;" ttci,s fcunded in Pnrwo- 

herto by iU'i?. Ativiatlja, In their undartakini^^s the Iianiu vta meant 

to help the 'Trijaji" (indonesiaii eriploj^ses) in shrvld.î , off the 

■ustirers by i::iean3 of jiving- loens.

The Juo.i UtOifiO, in 1903, aliso fovuidad a coop3:;i.'tiv0 iiociets'' 

called the "Liopeifisi Iteisli ••"'’Ut its activities then

ttu?necL to bo r, fcJ.l'ufe, X.ator a cooperr'i;ive canpaif;Ta was 

la-unched by the oarel:at j};;,g-an£ Isl?2:i in 1>13. oponecl

coops:ca.tive shops.

-Again, thsir efforts were in vain,

i’ha first Act on Cooperatives |‘or Indonesia -'Tas r'-.tified in 1$15 

. ahd waa placed on the Stattitsbool;; i'o. 431 on April ?th, 1915.

A Cooperative Comi:dsion Hho r.'as entitled to iimlce. research on the 

usefulness of cooperative aiid how to. fan the cooperative spirit 

ai:iong the Indonesia.n psople v/as established in 1920,

J.II, 3oeke acted es cha,in;ian* ■Thej'' found out letter that 

coops3?ative spirit could be farmed as cooperotive T;as asuitable 

iieaiis to pronote the people scCnOny.

The act'on Native Cooperri,tives VTas ratified and placed on statute-: 

book in 1927 under nu'abor ,91. oinoe the ensctnGnt of thia lio.w, 

tT»o different La\7s on Cooperatrves functioned side by side, the 

first Ia\'7 of 1915 i-ieant for all races of the populations 

( viz. ;2urop6c’Jis, Chinese and other foreign :dasterlin;;;,s, 

including the indigenous population ) f?heroas the La?/ 01 152?

V!tx3 pc',rticularly in force for the indigenous pop'jlation, at that 

•mown S3 ’'Inlanders”. ^

i)r, outoiao’s "Studjr Club'' in ;:>-\X!.'abDya ran a cooperative society 

in 1527* '̂ 'he ijerabcrs of the club realised that cooperative v/as 

the tool to help people.’The were econoraically feeble.

The P.iv.I. (Indonesian '....'ational Parts’") held a -Cooperative •: 

Congress in Jtiarta in I929. jjelej/ates sugge-sted that cooperative'.



spirit hau to be f̂ jinod -•e;-?.!jers of jjc.r-l;y ,?jid tlia ne.tion«

In con;'oi-iriity ■•.’i-ch thj Act on T'ativa CoopGr..:tiv̂ s IVo, 91 

Acir.iinistrr.tion to snoourage cooperative novanents ai.’iong the 

people. This was in 1930, Professor J.il, :Ooel:s r.ppointed 

prinDiio-'.l of thsas offices, ijow cooperative raovsnsnt bêîj’an to 

p::-05"ress. In 1^32 tho :..,.TGloprie;it CL'.ii'e to its top,

1 . 5 4 0  coopo.-.r.tive HOciGtios, uostly coasir.iGr's coopoiv,tivGs had 

bean fouiULsa ’jut onl'j I72 of them we:;s resijistursi. The people 

were onoG r;,ore prcoTidod vdth 3. Cooparative Act was placod on

the Oti.',t-atel5ook in 1933 uiiAox’ mraber 108, 'j.'his i:stt act wn.s neant

to I'splace ths prsviovia ona issued in 1 9 1 5 .

In 1934 the Cooporj'.tive Offices were pieced mid.'ir the Departrient

of Home Affairs.

The Coope::c,tivo Office uncaae the “'Afdeelinj cooperatie on 

‘ Binnenlundsche Trndel" (Cooperative offices c.ad Hone Txado) in 

1939* weve not iiercly entitled to ;jive snidance rnd

inforaation on coopoii-.'tives uut also on i,vnC.e, 83peciE.lly to 

Indonas ia.ns.

The Japanese Adninistxa.tion in Indonesia be^an in 1942 find end--jd 

in 1945 • 'i)ii:-’in;:j' this period of tii.ie the Ceoporative Offices were 

called’the ''Syor-dn lAUiiiai 'IVou Dyiiinisyo'' and the provihcial 

Goopera-tive Offices vrere called the "Gĵ oniin .'uraiai Sodcaiyo". 

;}eglnni]i5 in .’ibrucurj'' 1945 't̂ro iionth course on cooperatives 

■VTS-S held in Jr::,-rta. It rrr-s s-.ttended by gwejinnent Officials ' • 

n.ppointod by the .jhuchob::n (Governor).

After in̂ .,?pondence the l:ni;:-ii;ai regained -under the na::.:e of 

coopcr;,tivc.

b. After Independence.

Soon after the procleiiation, the Gooper̂ 'tiT'e Offices isrere placed 

under the 1 .inistjry of ,welfare of the first Indonesian Caiiinet,

I n ' t h e  r e a l i z a t i o n  o f  a r t i c l e  3 3  o f  t h e  1 9 4 5  C o n s t i t u t i o n ,  

p o ! l i t i c : .l  p ,i r t io s  be3'C.n t o  : .aT.;;e propa^^an-ba o n  c o o p e r a t i v e s .

Thus the influence of those political parties xras felt for the 

first tii.ie.

In 1946 the Cooperative Offices offered a voluntary retjistr;,tion 

for cooperatives. Conssqnently 2,500 cooperê tives were unde£ 

the £i’ovei’ix.ient's control. /
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'The Con-cr:'2. Coon̂ -:c;.tivo 0;C;:ices of the l.opublic of Lnioaasia 

Trrjve opsnod once noro iu Jogjalxrta in 1S49» A Coop3::ative 

CO'it,l:esB ’.ras held in 'j?asi.'cial,::;ya (' ;'est Java) in July 1547.

It -i/as dscicVicL uy the con̂ r̂ess that .Coopjj?r.tiv2 ;;)ay shot’ld Tje

col3T)r?,tad e;vch jocx on 12th,

Coope;-:-,tirf; ':'3,,rxi to flou,r'i'i:la a;?tar inf.opsndance in 195l'«

In Test Java -.nd ;;'’o7?'ih îir'.atra Ooop'?î .f-,tivo Oooriine,tin£ Boards 

T/iro sot up, 'Phooo Ijoercis .;̂ .ctod cjb c-. of co.v:-uiiioations

for coopov'vbivos, 'Zaey ::J.30 sarvod -̂.s a cource of coope::?.tlv3

■ infomation cjuucation, I:a ./sst Ch'-.VT., c. called the ''r̂ onlc

P:'opin-::i ['jjar/p, £,̂ ivG iin^jicial .aid to coopsiative in thic

of tho country, ;:lr«̂ ;ietration \tĉ  i-.l?. o hoi,’', iritliin tblo year 

?.aid th3 î s-mlt of ■i.4iich 3Jao-(v-ed that tlisra we;::© 5.770 coop;;i.-j,tiv9S 

in I;ae.on33ia viho had a v.̂ :,i;3gr-:;hip of 1.000.324 pGoplo.,

Coopox.'.tive Jay .•ras for ths first tine oGle'jxatad ‘>53'' 
coopa:.: tive -sociGtias tlirouGli-fctit this coimtiy on Jitly 12th, 1951*

In 1S5‘' *tho oni) iiont inscrvico conrae for of;"i-olfO-s of the 

co<5p5;cf;.tivo offices suodified into another fozra.

It a twelTa vaonth Dpscial cooporftive coizrso held for ttoee

i:ionths eacl'i ysar in'tho courao of foî r /3;'.rs, . nrino' tho 

Cooperative f/sycclabzations a '‘foopls's javixî iB W30;c“ ima carried 

on to in:‘.uco peoples to ; uf.s 3.-'vin̂ s. 'Tithin the p&riod of ths 

ii3:st foiir ycyrs, froa IS'53 "to 1;'57 the d :VDlopi,;̂ 8nt of coopei;itivos 

in In'onasia r̂as so-iehovr Gncouragino, foopls continued sc/̂ in̂p: as 

such os tho;'" covild, aiid it T/as not during th':; ”?aopla's Saving's 

Woe?::-' only, hut G-v3n aftor tha cor=ipai£n v?.3 sndad.

Ĵh;;n infl.,tion threatened tbia cou-;;t:.y. X-wopls ■'■:ho had painGtald.3;̂ ly 

BSTsd thei:. uonoy, sot diccourai:fid and thsy soon def!continued 

saving,, 'SSiit r/3-nt on Gtill inflation ca:.ie to its crisis.

In I95G a nevr on cooperative vas raxifio I, raplaced tha 

pravioizs j.;rr, of 1533 and 1945» ’v*iich vsxc: repê :lod upon tha .. , 

enactriont of tho nen j-r̂?r of I958, OortsCiCjuentlj*, sinoo that date, 

only one Coop3r:-tiTe i.aw wae in force, oopecially daalin̂ ' \ath 

Indonesian citizens onl3'-, Y jt this j'̂ aw f?as rspl/.cGd hy anothGr 

ons in 196y, ‘fhe in.riu3ncs of politics on cooperatives becaiTie 

fe-xoatŝ , cooptivatives principles vare ahfndoned and cooporativs 

activitios v/qx'̂) i-.-a:3ly d .•votod to political purposes, ‘i’his endad 

in 1^66 when tho political situatioji -in this countrj" ĉ :icrr;od.

- 4 -
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i\ev,‘ J.r..i3trr.tiou i: .madiatel̂ y tool-: a3fSti::0S to roliabilitate 

f,uid coi'j’iiolidatiD cooperative; rrhich '.vsrs tliTii in â 'Oijj’’, 

j.‘ho Coop'v.: rfcivn X-:u7 of 1§65 vr.'r! li'placc-d, '.ro:[, this 7rĉ  not 

co'.;iplot0d lUTcil r.f'hcr .a ■/'■j r.r iir/ie,

?h<r- J'jaw on the basic -,I::.>:̂ iili'.tions for Cooparcativ.js in Inbonosia 

V/2S ratif iad in j)c:S3j'‘.:or lS6y, Coop.2:c<;:,tivo wsr-3 aince thon on 

rosto3:od to''the priaciplos,- This th.o motivo of the i'.'ew 

A&cLuist’ offorts of prouotin;;’ cooporatives.

I I I .  pt; ;*vij jji; Pb:

Piirsixoiit to articlo 37 of tha Ĵox{ on tho ;>>3ic /'eiAilaticns for 

Coopoi.-'iti.voe in Ir.:lor-$sia, ths GiVGrnQc-nt-'ii-’S'' revy irnporvtpjut ±ol6 in" .

■• sftiv.ir,4‘ eoop̂ rj-.̂ tivos diixirag c]io.-p:::ri(yd , of tiioir d for.̂ sxistoi-ice,

i'o::, this purposG tho now advd.rdst:..ation h?is plscsd iho j;i',’9ctois.ta 

Gcri‘;zal of Goopjratives under the .drdst;:" of T;;:r,::f;:,,d::;r::/bion and 

Cooperatives.

a. C?hQ Idiiistry ox Trf'-nsLUirration and. Coope:c.--.tires,

Tliero r.T3 tT/o jjiroctorv:-te Q-onerals of this bepartiiont najnsly 

the Mrs'ctotcre General of libaiissigxation and tho Dixectorste 

General o f  Uoo?svE.tivss,

b . li’ho bircctorato Gens;;al of Cooperatives.

In tho national leval tho bizoctorata Goriaaal of Gooparatives 

is tho hiohost authority 'who :i;;,intains the guidanca of 

coopo.'a-tives, It aî ibracas four biaoctoratss j nr.}-oly j

1. Ths biaactorate of basjarch ,:.aib Planning of Coopsrativas.

2, ib.j bia:jctoratc of Grg,ania£,tional jjjvelo:i;:Gnt c;:ia -iuparvision 

of Goopoiativos.

5. bha biaoctorate of urdnoss (bconoaio) bjvelojxient of 

(Jo operatives.

4. Trio :droctorato of jjduc;:dion and Infor.-lation of Oooparetivos, 

in -i/hich ths foioian bolations borvice is included.

5. In addition to thosa directora tes tharo is also another 

division called tho Socrots-riate Ganaaal of Gooperativss,

c. The provincial Directorate of Cooperatives.

In the P:.:ovincas and sp-icial -jistrict the guidance of 

cooperatives is jiaintained by Provincial birectorate of 

Cooperatives/bpecial bistrict.
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d. The rLE£onc3y. itiiicipal Coopc-:'?ptivo Offica,

In llogantcies and I auiicipals th3 ronrlDi’ino of ;jL’icV.iice to 

coop3i's,tivas is orvsuiiaad b3'- tii3 'lG^3nc3''/fiUnicip;’,l Coop-3V2.tiVij 

Officies.

POSI^IOJ -::ia goof .- :JrI7E3.

The cooporcativG iiiovoiviant lis it is, ne.t'urall;'' has iDoen and is not 

in a position to fixnction as a.n "oasis“ within tho upa and doTvns of 

the economic mid political situation of a coiiirbry to which it balongs.

A. Organisation,

A .I . The Indonasi?j.i Coopar.ativo Council.

Tho Indonesian Cooperative Goi-iiacil is the* only coopjrativs 

union in this country sot up "by 15 Jiiatioral Cooperative 

?3d';rations in 1^66 to roplaco tho foraor

The coimcil's ain is to p^rfoiiii noEi“Corc;';rci3.1 activitioo of 

coopaiative LioveHsnt in Inlonssia such as in education, 

plarmiii;.: and intornctional rjlations.

A. 2. iiDaasrship.

In the National level the Indonesian Cooparativo council's 

:a35,d)9rs consist of Coop~rativ8 iU'odurations of iJational level.

Its pros ant nswu-srs are folloi^ s

1. G.Z.-'J.I. (tho Jodaration of Batil:: Cooperatives) 'i

2. 2hs P .I .  (the i:ational j'oderation of S’isharios 

Cooperativas) \ .

3. The I.Z.h.Ao (the :i.a:tional ^''odciation o:C jhidber Gooparatives)-

4 . T h e  I . : v , r ; .  ( t h s  i J a t io n a l  M o d e r a t i o n  o f  C o n o u n a r s  

C o o p o r a t i '7 2 s )  ;

5 . I .II .k .I , (ths r:ational ^sdcration of Copra Cooperatives) j

6. Tha K;,.OP-i}. iCil (tho Zational Pedoration of Toxtile 

Cooporatives) j

7. G?h3 IdlLC?-.ddi (tho I'ational Podarotion of ^^ricultural 

Cooporativas) ;

8 . 'Sis 1=..:.?,},:. (ton ro:,tion. ,l d;;d.;ration of 'C iv il Sorvant's 
Coojpero.tives) ;

9. The (the national Podoration ox Ooopaiatives);
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10. The I;>i!COPAIC (the Ifctional ^c,l .r̂ r.tion of Polico i-’orce 

Coopev’ativos) 5

11. '.Oho rZ'X-PAXi (tho I'ationrJL i?edorp-tion of L'avy CooporativaoJj

12. ffiio liiLOPAU (tha Ik'/cioiial j.’edGration of Al:: ..'orce

'Cooporatives); '

For oc,ch pro=>7incG a provincial coimeil ia oot up, Ita nenbots 

consist of cont;:al cooporr.tives o;? provincirJ levol, imd for 

tiio di'itrict thsro is a council v/hosG iiiGrajers are csntrp.l 

cooperc.tives of tho di^rbrrict or nuniciprJ tov.oi coilcernGd,

B. Tare:ets of Coop;5xativos•

In ths Five Yaar Devslopraent Plan the cooparativs society is

ixicludGd in tiiG SocieJ, Jector, CoopGX-:''.tix’'e as a 3‘ae.ans of tho 

people's econo::^  ̂ shall Ds promoted by aoiins rahfiarin/'; guidance, 

inforia?.tion and protection by the Govcrn-iGnt so as to ona^̂ le 

then to possoss sound orjaniaation,

\Jith thG organization's hotter conditi,on it is hoped that i^reater 

possibilitias in tha coopor.ativG's participation in social ?jnd ' 

Goonoiiical activities uill incroaso,

The tr’,ri:̂ ots of cooparativGa that shall oe rjached in tha course 

of five years are as follows s

Year G ooper at ives IZeiabers

1969 15,000 2.250,000
1970 16,000 2.500,000
1971 18,000 2.750.000
1972 20.000 3,000,000
1973 22,000 3,400,000

C. ClassifiOi^tion of Cooporv,tives.

Ths above mentioned targets are still in their janerr'I fora, that 

is to say sover'll or̂ '̂ /’Jiiaations sha,ll be established each year. 

Attention should be payed to the fact that by the target is ueant 

the nuiajer of cooperr.tives in the frf̂ iia of the 'policy of the 

Governiiont concjraing the cooperatives.-

The plamied cro\/th of the cooperatives if  conc’idered to be tho 

total of clr^ssified societies ■Rhich crn be rG::y.rd.d as '’-Qod" and 

”fair‘' accordinG’ to the standards of classification prevailing 

durin.: the period, and does not refer to' those societies



r e a 'i s t e r o d  as t h a  r o s n l t  o f  t h ^  c,djuni.iont t o  t h o  uow  .'.cv? l''o, 12/  

1 5 5 7  (tiio  on t h o  bc-sic -.'.o.nilc.tions f o r  Goop:;v  vcivos  i n  I n  - ■ 

d o n o s i : ,)  :^s 770II r,3  t h o s e  nowli?- o s t a l j l is h o d  a n d  ■jr.scd o n  th o  jiaw.

I f  o n l y  th a  t:;-r:;3 t o f  t h o  or.j;;.:ii'itition i :;  i :e c ,n t , i t  i s  n o t  s o  

d i f f i c u l t  t o  r e : ch j a i n c e  th o  jo'^rorn'iont hj.s t h o  r .u th o r it y  to  

l o j a l i ^ G  " 3  a  c o r p o r a t o  bo'^l;''. Th o  t;::;;;;3 t to  r o a c h  i s  n o t  H o r o l y  

j u d i c i a l l y  a n d  ■ v d .i in is t r a t iv o ly , b u t  c o o p o r ati 'T O G  t h a t  s h o u l d  

m oot t h e  roquiroiaOivts o f  tho  t h r o o  s t a n d a r d s  o f  c l a s s i f i c a t i o n ,

i . e .  i n  th o  o r { ;a n i z a t i o n ,  t h o i r  u n d ^ r t a h i n j a  a n d  t h o i r  n o n t a l i t y  ' 

i n  a  s y s t e :a  t h e y  a r o  c l a s s i f i o d  i n  to  c l a s s  A  ( i 'o o d ) ,  c l a s s  B 

( f r l r  ) r,nd c l a s s  G ( i n a u f f i c i e n t ) . O u t  01 t h o  a jo v o  :;io n tio n ad  

nuXib'ir ( t h e s e  c l a s s i f i e d )  -thers i s  s t i l l  a  nuiib or  o f  c o o p o r a t i v s s  

■vfooss c o n d i t i o n s ' ,:.ro iy iia tu r o  t o  bo  c l a s s i f i s d  i n t o  '^ny o f  t h o s e  

c la o G o s  I t h a y  a r e  c o n d i d e r o d  a s  u n c l a s s i i i o d .

I t  i s  t h e  r o s p o n c i b i l i t y  o f  t h o  G o v a r n i .D n t  to  pxo;,aoto t h o s e  

u n c l ,r s s i f i o d  c o o p o r a t i v c s  so  t h a t  t h o y  c m  r o o t  th o  r o q u ir o i^ s n t s  

o f  t h o  c l : ;a s :3s  ant, l a t o r  to  b o  i n c l u d o d  i n  t h e  t c x ^ o t  f i x e d .

I t  Exast b o  t h o  a i n  o f  th o  G o T 3rnia8 n t  t h a t  t h o  f i r e d  t a r ^ o t  h a s  

as  f a r  as  p o r i b l o  to  c o n a is t  o f  C 0 o p o r a t iv 0 ;j  o f  c l a s s  A ,

T o  p r o v o n t  t h a t  th^i d i t o r n i n i n a  o f  c i r s s o s ,  o s p o c ia l l j '' c l a s s  A ,  

i s  n o t  o u s t  t h a  sra..o as  soohin ,:, f o r  ‘b :o p u t a t i o n ” o f  t h a  

f u n c t i o n a r i e s ,  ;ioro  a c c u r a t a  s t i p u l a t i o n s  o f  t h e  r e a l i z a t i o n  o f  _ 

th o  c l a s s i f i c a t i o n  riuat b o  fo llo v jo d  b y  supr^rv isir ja  ( o r  c o n t r o l )  

a n d  e v a l u a t i o n  i f  n s c o s s a : :y .

T h e  p r o m o t io n  o f  c o o p o r a t i v o s  'd i i c h  r o e u l t a  i n t o  th o  c l a s s i f i c a t i o n  

o f  s o c i o t i o s  .aoant t o  h a v e  sounji c o o p ^ r a t i v i G  i . e . .  c o o p e r a t iv e s  

t h a t  arc. a b l e  t o  czv::j o u t  t h s i r  d u t i o s  s u c c e s s f u l l 3 ^ .  I t  i s  p l a n n e d ,  

t h o s e  c o o p o r :.t iv o s  w i l l  bo  ijisod i n  o t h e r  s o c i a l  a a d  e c o n o ’i ic  

d  jvo lo p m o n t  p r  ojra:.u l o .

b jx p o r io n c o  h a s  s h o m i  t h a t  vratual u n d o  r s  t a n  d i n s ,  tolor- once a n d  

..ratual r o s p o c t  axaong t h e  G o v a r n id o n t ’ s . f i T n c t io n a r ie s  a r e  i n o v i t a ; ) l e  

a n d  i t  i s  h o p e d  t h a t  t h e  p e o p l e  s h o u l d  h ::v o  s u i t o d ;l e  r o q u ir e ia o n ts  

s u c h  a s  i n t j s r i t y ,  a h i l l  a n a  :m o id e d ;;;e  i n  t h o i r  p o s i t i o n  c.nd 

l 3 ;vl D r s h i p ,
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wT-iea cot tho hca'iniiiiiii- of . tho I'.ew A'iiviinistration (1966) W3 had to 

face ths prohlens of sir’vivr,!, ’s/hero much attention still had to bo pai.d 

to iiiGet the ijarsic needs of life , five years avo it could be strted thc.t 

the c:ci3i.s ‘..'as alMost over, in spite of the fact that not the v/holo 

coiirranity vrare in a position yet to fulfil’ their basic necessities of 

life , iiovreve::-, the situation v/as favotirable enough to enable tho 

govern;j.ont to coDtri.Jut:.';. uoro'to th :; aoltition of the fior.E.iui"*ity*o ocouoaiic

and sosial probloL'is by extonding a,ttention a,nd e.ctiveties into other 

sector in the line of the re-alization of the first I'ive Tear economic 

Developnont Plan I 965 - 1974.

Political CJ.1U 3cono::iical str:^jilisation achieved by the goverixaent 

has pavod '5^3 vrcy to coi;'iiiouce establishment -fiiich in turn created 

econoriic 4 :)velop;;ionts r:-sulting into a decrease of the inflation rate 

increa,se of the prodiiction of rice, te::tile, crud:- ,oil and an incre^^e 

of the e:cport, Llo-j/ovor, economic develojx. ent vrhich creatoS an increase 

of national income is the 3,chieveaent of increase of welfare in jeneral 

but at the sciae tii.ie also a fair and an equal distri':)i'tion, 

therefore an activj participo,tion of the -vThole coi,r::mr'ity is necessar’A'- 

where the people are not only prepared to participe.te in the consuiiption 

of the result of the developiiont but are also a^jle and v'illing; by joint 

efforts to encrease the production b;r themselves on a basic self help.

Development in essence is a rie-ns to fiijht ajainst poverty, under- 

developiasnt, ignorance Txhich are the basic problens faced at present. 

Through the d. velop::.ent of our lu'.txiral resources, ve shall be able to 

overcome povort;^, 'rî b'̂ rd ■volop. ;ent and ignorance nientioned.

In the line of this national participation, cooperatives, to a 

great extent, can participate activelj'- in performing the d3velop::'ient 

functions. IiS a basic patt.irn there are certain essential features which 

reflect the role of cooperatives, viz s

1. Cooperatives at one side ceai develope as a result of development 

whero2,s cooperatives inuat be able , to acce.le?-ate the developjient 

itself.

2 . To enable cooperatives fulfilling their develop:,ie;it function 

successfully, cooperatives laust involve themselves vith activities 

which are sconoaically accountable. This raerns that cooperativoa

- 9 -
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as an oconoraic uiii'b !;mst Idg alile to rGdiico tlio cost rs lovi as 

po3si-'3le, and to proyido rosiilt ?j.id "oGnafits not onl3̂  to their 

asnbors bizt also to the './hole coi't. amity,

5» Throu^’h particip.:,tion into t.aa dovolopr.iGnt, coop«rativos must

coircributo to tiia incraaso of the national income as a. consoquence 

of the j.ncj.'sc.se of tha national product, rj} a fol?_oT7 tip, 

cooparritivas imcst be able to craate an equitable aaid equal 

distribution of incoiia.

4* Cooparatives laust be a,T)la to create economic acttivities providing 

oi:iploy.ior:t-possabilities, particularly in the rur-al r-isa, in, ordir 

to enable tha faja.dn ,̂' coi.r.iauiitj'' to abtain additional e;?.rnins’ to

thair lo"/ incoae as rai ou.tput of their Icaid v;hich is g'enerallj’’

too si.iall a.lraadj '̂,

5» Cooperatives lauat ba able to participa/ba into the provisions of 

foreign ctirrency nocessarj’' for the devalopio,ant of tha country.

The principle mantionad iibove are also applied to solvo' the probleia of

the landless far:.iers bĵ  uigratiag than in order to becorT̂ e faraars owning:

land, where cooparativas can sarve as an institution to unite, organize 

and devalope the social aconoriic potention in the vegion and devolope 

narlcotin^:, procGsaina', credit and other ssrvicas, '

, b3o?j]p3 bo .viAii,

battrsan V}GO sjid 1$66 cooparativer life was fu.ll of defects and 

v?as in contravention of tb.e ^anuine cooparativa philoGoph3f aiid principles, 

the cooperativas rrare not able to perfori:). thair function and role an '

Gconoaiic orgaaiisation. At that tirae the Governi:iant policj'" placed the

cooperatives a political laaans Y/iiich nicado the cora-uiiity sjid the . 

cooperative nova;:.'.snt itself pursue vrron,;; notion of the cooperatives.

In the aconoaic sector, cooperatives v;ore considarad s£i a channel of 

distribu,tion of Govaririont s'ood  ̂ 'only.

Since 1966, in a-ccordance with the claim of tha Kew Ad:ainistration steps , 

vrare tahon to Carrs'- 2- total correction in the cooparative policy ox 

tho past by raturrdne tha cooperatives into the raal fuction and role by 

establishing^ a basic of a new policy emljodied in the Hesolution of the 

Provinsional I'aoials’ s .■issaiiiblŝ ' Mo, yCCIIi/l-PlS/l^So ciid fu.-r'cher to provide.

now l 3i;al basis by onacting ''Tlas Law on the .;a3 ic /...aaxilation for 

Cooparativas, xo. 12 Year 1967",

. ^ 10 ^
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As a prir.oiplo th:: policy tal:on‘by tho'Ks'/'AcIiTdniatrs,ijioui.ia'to._ooii6 !̂'t 

tho old policjr T^iich placod tho cooporativos ?.s a social political miit 

ill orflGr to ’oacono c, social oconcr.ac \Kiit instead.

As a consequ-snce of that corraction tha nuiijcr of coopera-tivos wm 

bogdnniiig’ to decline. At the end of l$o7 there wore 64.000  cooperatives 

(arnouti vdiich 45*000 bodies corporate) YrtiGroris of the of 1568 after the 

period of adjiostmGnt to the Cooperative Lâ-r i-Vo. 12 jraar I 967, there 

TQiiicd-ned onlj'" 15.000 coopei'c.tive societies, 'i'his nwiber did not indicate 

the e:cisting' at:con;̂ ’th nid abilit3r of the cooporo/tives, but it only 

indicated the aviantity of' cooperatives v;hich have laet the legal 

rsquireiuents as stipulated in the Coope:-ativc v,aT7 Eo. 12 Year I 96 7 ,

In order to provide a basic for the ii:ip:„ovo;'.:;cnt of their quality , 

all cooperatives r/ere bein,-- classified into 5 (three) classes :

A-class (good), J-class (sufficient) and C-class (insufficient) based 

on the 3 standard-s of criteria s sound ors^anization, souiid business paid 

sound iiientality.

Rationalization of the cooperatives at that tiue was accompanisd 

by rationalization of that partuOf the a&iinistration .̂±iich vs,s in'charge 

Y/ith the proFiOtion of Cooperatives (the present Directorate Gensral of 

Cooperatives) so that tho prouotion i.sntioned could be cartained 

effectiTel3",

nationalization action mentioned above i/ere ai'ied not only at aahing 

the cooporativos pursue their :i;'unction more effectively, but besides, it 

was also aiued as an effort to regain the 'confidence of the people wi.iich' 

in previous ti;.'OS v/as very unsta,blo as a conseq^uence of internal reasons 

as politicalization, mis ixiuâ jenairt and so on and external reasions as 

politicalization, inflation, Taonetarj’- reorganization stc, Ilonetary 

ro,^lations in I565 v/hich revalued 1,000 rupicJis to 1 rupirii including' 

savings apparently hadt Ci, dis,?.st:cous effect on the cooperative growth.

The people lost their confidence rnd becane reluctcjit to save money in 

the cooperatives because they reg-arded the cooperative as a reason for 

the, decrea,se of value of their savings. Ilore than just being reluctant 

to save in their cooperatives.

The lost of confidence froi'i the people was beginning to recaver by 

the enaxtment of the new policy, rhich coja bê  born oy the increase of 

the coopero/tive nuiuber since lySG up to this present.
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At tho. ond of tho poriod of o-cljuniaGnt to tho Lcyr 1th 1563;

tho nui::;;or of adjuntod cpoporativDs was 1 3 . 000, at tho ond of 15 71  that 

nroij'oor i.icrer^ed to 1 6 , 7 5 5 .

It ccai ..'ti said that till I 5 6 5 , cooperatives in g-mrsral were 

developed to rehabilitata thoir fiinctions by p: '̂onoting 3avi;:’"s, 

pGa-foroi.iing .activities in accordciico rcith thair abilitj?', ejid" intGiicifico.tion 

of 9:hication and tr'ining -';o p:;;-ovid.. cadres iiosdsd, tho lattor being 

gradually intonsifiod in tho first i'ivo Yaar Dovelop:..ient PI-.n.

'^antitaivs rosults of tho r-shabilitation effox-ts as :aontionod 

above can ba nicturod as fol.loTrs i

I ear :i,vini;s (share) 

(:dp)

Tiirn-ovor ' Gadros 

draining

1567
156c

1969
1570

2 0 7 . 2 3 1 . 090 , — 

439.254.565,- 

1 .231.744.701,— 

1 .753.043.665,--

31,705.737.219,™ 42.000 
3 5 . 1 2 0 . 3 7 3 . 5 0 0 ,-*- 1S .5 6 0_

lu order to promote th-o dovGlopmont of cooperatives as to onaWle 

tho::i to function .aors effoctivoly, tho GovGrnnont is- beginning to 

train cooporativea, particularly in the rural areas, how to utilize 

modern aquipiienta as riceiaills and other processing ^latsrials, 

transportation aatorials as tj/uch and motor boats azid equipBont included 

breeding rf cattles based on the budget for d..velop;.:iGnt pursuant to the 

fUve Tear ;]conomic jjovoloisaent Plan and other aids. Guch programs for 

the pronotion of cooperatives are cc..rried out in coordination with 

cortain ,Depart:aonts as jjopart^ient Agj/iculture, Jspart;-,iOnt of Trade, 

jepartmout of finance, jJepcrtnent of hone Affairs ttc.



considaring cooperc-tivGs covaiirs s9V3rr,l ?,c'tiviti.a3 '̂ rhich are rlesirod

to-'.;»v3 lir'.n.'.l'jd Ivy otlis:.- ii.sti'biitioiis.

Sines 1970 Cooper'tives have Tjson iitilizad in ths pro;;rra:i

(iV'ass Guidance j?ro;>:cUii) '.-'■i'ch ths ul'biiTip/bo ti'oal to onablo cooperatives "to 

take over the hesic runctions of ths "Dlviy jIDSA" (Yillaco Unit), 

particularly, ur.rh3tinti (iiiciud2d processing") p.nd the supply* of fariiiai' 

input. For th-’, t purpose odvicr/fcion ^nd training are Cj..rried out intensively 

to the benefit of Agricultural Cooperatives sjid Yillr,j53 Coopera.tion,

Fox this purpose ,'0. 1 . Jo£,'ĵ :r.:s,rta has heen chosen as a pilot project, vjhere 

the activities of the Agricultiiral Cooperatives in the operational areas 

of one ?illa,ge Unit are -united to heco'iae a corpors.tion which is called is 

".3.U.tf.jj,” (Sadaii Uschr, Unit Dgsfi or Corpora/bion of 'v'-illage Unit),

, The developrient of 'bhe .o.U.?.;.” in Jogjal-carta has aet earlier hopes , 

since the coopera-tives have tuD.’ned out to be able to f\inction in the field 

of production and in the narreting of rice efiectivelj^-. This partly duo to 

the fact that ccrtain institution vrhich are connected trith the cooperative 

developi;ient hc.ve successfully carried out a, coordination system effectively 

not onlj" in pi,aiming hiit also in ex;oiition. The su.ccessful experience in 

the line of u.U.D, ” in Jogjakarta -will oe extended to other areas

In the sector of production and ; larheting, cooperative role has haon 

rehahilitatod though onl'y -î rithin a lii,dted nea>surenont, except in the 

sector of fisheries, copra and su.pply of soBie materials for hatilc • -j

productioi'i where the cooperatiyes concerned have alreaxlj'- been ahle to play

an i'laportant role.

with a vie-s7 to rehsoiliting Institutional Cooperatives (civil officers, 

iiiilitar^' and police) to enable the::*, to help the Governifient to promote the 

welfare of the goveriraent officials, 03'' the enactaent of the President's 

?u9solution Ho. 36 year 1969 aiid the President's Resolution i:o,22 Year 1970, 

tho Governiidirb lias ali-erdy provided fvinds on the basis of put-iing aside a 

partbof the official's income for financing of these Cooperatives.

Ths successful results have Pi.lreac'.’r been proven .and further progress -virill 

be obta,inod in the fu.turo,

Apparentlj'', credit activities, are still needed for the cooperative 

rrieiiibers said the co'tmavmitj'- and tĥ ail.:s to tho restra,ined infla'bion s.t the 

moiiient credit cooperativas are able to floircish in the iniral area.s ,and 

cities to serve agriculture business, handicraft, retails in i.is.rlr.et-piaces, 

cons-UEiptive needs of the Iciboux’ers, tesxhers, governiient of-icials, housQ™ ,, 

wives, etc.
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yor the utilization of those activition oT,lng to the Act iJo. 14 Tear I 967 

on the ;.3asic ;';:ogxilations for ;:?inance, :OGpff,rtaGnt of TrangiuigTntidn'and 

Cooperatives and the :jc-rJr. of InGonosic?.. for tho development of the 

Cooparative credit iiir.titutions the foiT,i of Central Cooperative P.anlc, 

liegional Coopevative iir'.rL.cs, sad Credit Goopore.tives,

A very iLiportoiit step c;,iread3' ta.j‘:en in the sector of cooperative 

financinij- is the establishi.'ant of the Jri-.dnan llrodit"

(: Credit'Guarantee Iiistitution'3) v/ith an initial .funds of. Up. 100.000.000,-  

(+ US. V . 250 , 000) as a £ue.rantee of lo,.'ns for cooperatives, pro?ticularly 

Agricultural, jlsheriesj Cattle and Handicraft which need froiu the hanic 

but are not in position to supply the required collateral, 'Jhilo the 

urganization, iriana,ge':'ent ivnd Imsiness of the coopers^tives concerned 

already being regarded as sufficient.

I"or the 3fficiantc3-’- in this sector there is already a cootdihs^^tion 

£Uid synchronization settled betv/een the "Credit Lnstirance of Indonesia
_ ..........  -u . .i. ,

Liiiited Coapans'-" and "LemlDaga Jciainan Llredit" ( Credit Guarantee 

Institution ),

In addition, it is to bo inforr.:ed, that the cooperatives between 

the Indonesian ejid the Internationa.l cooperative Qoveiuent ha,s been 

developod yctj \yo11 in the foj.nn of e^cchange of"

Conferences, Education, Project Aid and G^apital investment.

In consequence of the prese it stage of coopei’ative develop..lent there 

ia a change in the iuental attiJ.ute of the cooperative Jueisibers themselves, 

T7ho are -already aware of their responsibility and obiligation to develope 

cooperatives aa an econoaic institution.

Hoy/ importsrit education caid training s.re for the revitalis?.tion of. 

the cooperatives, this can be 'jorn bjr the a,muial bud^ret for developnent, 

caii be seen a,s follows s ,

: 1 0 9  • ^

Year Total budget b’or educational 

nurTJOse
/■>

1964/1570

1970/1971
1971/1972

1972/1975

lip. 3 6 5 . 00 0 . 000 ,- 

llp. 3 3 9 . 5 0 0 . 000 ,- 

hp. 4 1 6 . 5 0 0 . 000 ,-

Hp. 2 9 5»0 0 0 . 00 0 ,-

p.p. 2 7 0 . 0 00 . 000 ,- 

::̂ P. 2 9 7 .5 0 0 . 000 ,-

80,8

69,5

71,9



At previous tinos cooporativG prouiotion virr,s not .j-.’JLd.d offectivsly 

■in order to nsics the ocop:r:atives fiiiiction r, viablo sconordc ixnit,.

• iiVan the years at tho beali.riirc of tho j;Tov/ A.-.iiiiiistratioii wore periods 

of rahaoilitation and consolidfvbioi? for the cooporatives \rorv-; procaded 

oy activities oi I'ationalization raid reorganization rfithin tho i.iovei.iGnt. 

At rocent ti;:;as the j 0V3;cix>.:.3nt i/r.s ’.;'or'"i;a£’ hai'd to prorioto th:D Gcononic 

.function rnd aljility of th:; rarcvl comiasiity hy uniting; and axtendin^:' tho 

acxivities in the soctoi of food supply, handicrcaft, :riahery cattle 

, breeding;, ore'it, etc.

Although in gonoral the ;L-ole of cooperatives in ths promotion of 

production recentljr is still lii.cited e;:cept in cortain sectors rj3 fishery, 

copra, textile as raw ../.atorial for batih, it is cle?,r, ho’i'?0Y3X that the 

present sta;2'e of cooperatives is proniisin;; ’̂ ?:nd T/ill dovelope within the 

sector of production ss ttoII in the future.

If  the basic berriers in the field of Liana;:o;.iont c,nd financinj can 

be overcomes, it {j-oas without saying, that the important cooperative role 

in the sector of prcdiictio::! will bo a certa,inty in the ĵ ea,r to come.

Thus, cooperatives trill be el'ile to meet economic needs of the noiabers,

(tLnd that of the s-iirrounding cozi::.xunit3') in the sector 6f pirddUction , 

credit, mar^ceting,. i>tc. ‘ .

A more i:;;tensivb~promotion, guidixncc a::id supervis io;: of tna 

cooperatives ac&onpa.niod by improvo_:."..nt of .orgamaational s‘oru.mc.ure are 

included to strengtman’the'o::gani3a^ional structure itself by 

stE,biliaation oi tho primciary coopetativea ca a bac.is,e,ud beaides to 

integrate, hoxizontally and vertically, the activities of several levels 

of cooperative organiar.tion so that their influence is not only :.dcro 

economic as h a s  been happening until now, but also to influence macro 

economiclly v̂ iiich be felt by a broader level.

’ *^uC'’.tion rnd treining in the field ox'mrj^agement ciii business 

will be upgradeJ to onaole the cooperatives to obtain a sound s M  

efficient manage.-ent and the dosi^rad entrepreneurial shill.

In the 'promotion of coopop/bivesechicatipn particixlarly creating 

cadres is" ver;'' inporfant, and consequently always deserves most 

c^ttention.

± 1 U
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1::\ tho coi.\in:_. yecza thn coop::r:.tiyc; rolo will 'bo laora proiiotod 

as an ocono'ic iinit. AcGor"'ln^,ly, in tho coning d-2volopi;nnt pr.ograi:'- 

tho G-OTjr:r;i.;nt will plc.co thj coop:3r£vtiT ĵs, not only ia tlio socieil 

s:)ctor5 .̂a bojn th>- orxporijnca b^foroj “,l;jo in tho ocoriomic 

sectorj iii irich g?-/'3::rl oco'^oaic pilot p;.'O0ict will bo sottlod to 

oni:,3lo variGUEi coopjrativ^s acco:-;̂ diij to thoir t;''P'J to'pii^ouc axid 'to 

utilize aod3::-n tDchriolo;:^^  ̂ ",nd ultiyi::t:jly to tcu-c ovar thj prevailing 

systoiji Li;:i;jd in thi pilot projoct concernod.

Biis policj^ is :yb thv, 3£ ;̂-3 tivio iutondcd to support the ocononic 

dovGlop"i;;nt of tlio coopjrativos to ov;rcoi;io tho obot^xlos barring' 

its pros out d:';volop:i ;!nt in view o;t ita woelc oconomic cori'lition , 

hy roinrastinj th:; procoads of tho projocta in tho coopGrativo 

sactor, -̂ /hich -'rill function r\c a "pullay'' or a "jaching point'' in 

the jrov̂ -th of tho concarnino coopjrativjs.

:i3 far as thj obstacles concernod facsd ’:dthin tho probioms 

of xinancin:y, Oooperativoa  ̂ as a I’attor of fact th-jy aro not oasy 

to bo ororcoaoj but 'various offoats Txill bo tahsn on this uattor 

ciionr: othors sncoura£:in5  tho sr.vinj al^ility ’̂ ithrn tho cooporitives 

~.nd oztsndincV the rolo tho occiatin;?;: Cooporativo Crodit Gucx^ntoo 

Institution amtionid rbovo.

0 —
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1R/\NI^N aXPER>\TIVE M O VM aiT  - WITH SPECIAL RBFEREMCE TO CREDIT ACTIVITy

By

M .R . Ez7atian

Introduction

A brief introduction of area, climate, 

vegetation, major exports, ports and communication.

The country of Iran is bordered by the Caspian Sea and the Elbors

mountains on the North. The southern border consists of Persian G u lf , the sea

Ohman and the Mokran mountains, Palangan, Bakhzar and Kharaf mountains in 

the Bast and the Khoozestan P^.ain, Sahand, Sabalan and Zagros mountains in the 

West. The countries bordering Iran are Russia in the North, Iraq and Turkey 

in the West and Pakistan and Afghanistan in the East.

The climate of Iran varies from region to region. The Khoozestan 

Plain  is a dry Plateau. The middle of Iran is made up of the Loot and Karier 

deserts. The Zagros and Elborz mountains have seasonal climate. Azarbayjan in 

the North-West is a fertile  Plateau. Along the Casp'ian Coast there is a semi- 

tropical climate with much rain .

The vegetation of Iran also varies from region to region, in the

Khoozestan P lain  dates, grapes, wheat and sugarcane are^rown. Tea is grown in

the Elbors mountains. On the Azorbayjan Plateau corn and sugar cane are found. 

R ice , citrus fru its , cotton and tobacco are raised in/the Semi-tropical areas. 

Iran exports many goods. The most important export is the famous Persian 

carpets. The best carpets come from N aien , Torkaman, Kashan and Isfahan .

Dried fruits are exported from the N o rth . rEtroni KbooEftataalPlain dates

are the main export.

The major ports in Iran are Bandar Pahlavy and Babolsar on the 

Caspian Sea  in the north . On the Persian G u lf , the main ports are Bandar Abbass 

and Khoramshahr.
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All the major cities are linked by good asphalted roads. Many 

villages are linked by dirt and gravel roads. However, there are many villages 

in Iran which are isolated . The Iranian rail road system links Teheran to 

Khoramshare in the South, Moshad in the West, Gorgan and Shahie in the north 

and Tabriz in the north w est.

The rail road to Tabriz recently is connected to Europe through 

Turkey. Also all major cities are connected by telephone and telegraph.

2 . History of the Cooperative Movement

The cooperative system was first  began in Iran about 25 years ago.

They consisted mainly of credit and consumer cooperatives. However in the

beginning they were on a very small-scale.

In 1952, when the White Revolution began in Iran and the Central 

Organisation of Rural Cooperatives was founded the farmers who owned land began

to form cooperatives. Today there are about 9 ,500  cooperatives in Ir a n . The

major type of society in the credit cooperative. There are about 8 ,5 0 0  credit 

cooperative in Iran . They are established mainly in the v illages .

The Agricultural Bank of Iran assists each cooperative by lending 

them up to five times their original cap ital. The cooperative can then lend

to each share-holder maximum of 20 ,000  Rials (Rial 1 equal to U S $ 0 i .# 3 ) .  The

share holder is required to pay back the money to the cooperative within one 

year. Also there are about 450 consumer cooperatives in Iran . They are mainly 

in the villages also and a few in the towns. They are all retail cooperatives 

except for five or six  which are whole-sale cooperatives. There are about 

30 Agricultural Cooperatives which were organized about five years ago. and 

going to be increased each year. The Agricultural cooperative has proved some 

what successful in Iran ,

Until now Iran has not entered into the field  of furenile marketing 

and special methods kind of cooperatives. The special scheme in Iran is land 

ref orm.

Before the White Revolution all of the land was owned by a very few 

rich land-owners, The Government bought the land from these people and distributee^ 

it to Poor farmers for very low price with easy credit terms. At the same time, 

the Government was seriously looking toward the villager and the small farmers. 

Today the Government supplies each cooperative with all its essential items 

which the cooperative sells to its share-holder on very easy credit.
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Before cooperative began in Iran , the poor farmer was unable to 

develop his land. Now with the help of the Government and formation of 

cooperative he is able to develop his land to the fu llest . This has caused 

a 1 /3  production of increase in the last eleven years. Each year the individual 

farmer w ill increase his personal capital, which will enable him to obtain 

more modern agricultural equipment. This w ill increase Iranian production 

even further.

3 . Government assistance

I believe ideally cooperation should spring spontaneously from the 

people themselves without government or other assistance and this is the case 

in the highly developed countries. In  the developing countries like Iran , 

however the cooperative movements 4re'.in their infancy and when the societies 

are being tried the guiding of Government is necessary.

In  Iran the Government helps to cooperative development from the

beginning upto now. It  also has been the enactment of a cooperative

societies law, the appointment of a Commissioner with technical staff to guide 

the movement and audit and supervise the cooperatives. According to the 

present cooperatives societies law, the cooperatives are exempted from income 

tax and some stamp d u ties .

The Cooperative Movement in Iran dates back to 1948, but progress was 

comparatively slow for 15 years. The first  task of the movement was to provide

credit fa c ilit ie s  to farmers who were fa llin g  into serious debt with the money

lenders. Today most of the villages in Iran are serving by village cooperative.

The Consumer cooperative movement started in the villages about 

two years ago but it does not mean that there are two cooperatives in one v illage , 

It  is the same cooperative which is doing them both. Today the consumer 

cooperative movement is well established in the town but not as well as possible 

in the rural areas.
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Three changes in the conditions surrounding agricultural cooperatives have caused 

Major changes in agriculture in Japan,

F ir s t , Japan’ s agriculture was once primarily a rice growing agriculture, but 

since a large rice surplus 1970, the government has stabilized rice production 

and the acreage of rice fields has decreased due tothe government policy of 

preventing overproduction by subsidzing the fanner for 10% of his land area.

The producer's price of rice was frozen for three years beginning in 1969,

The, ratio of income from rice to the total income from farming has decreased 

from 50 .0%  in 1960 to 38 .6%  in 1971, and in the same period, the ratio of 

agricultural production to national production has decreased from 10.2%  to 5 ,5% . 

Second is the change in agricultural d istricts . In the past 10 years, the ratio 

of the population engaged in agriculture to the total work force decreased from 

26 .8%  in 1900 to 15.9%  in 1970, and the ratio of income from farming tD the total 

income of farm households decreased from 55,0%  to 3 6 ,5 % . Nowadays most of the 

income of farm households comes from non-agricultural sources. This is also 

conneted with the economic growth t>t the country; the concentration of popula

tion and industries in c ities ,and  the conversion of farmlands to non-agricultural 

use; housG^ factories roads and so on.

The changes in agriculture in the urbanizing areas are now having great effects 

on the organization and business activities of the agricultural cooperatives.

The third change; urban agricultural cooperatives are increasing and number of 

non-farmer members (associate memebers) is also on the increase. The number 

of urban cooperatives has increased from 14% to 26^ of the total number of 

cooperatives during the 10 years from 1960 to 1970.

Because of these three changes, the primary source of income cf the farmer has 

changed from rice to other agricultural products and the sale of farm.liands.

The farm er's expenditures have changed from agricultural use to non-agricuBura7 v:; 

use such as building or renting a house, increased buying of consumer goods, 

investing in new business ventures and so on, The income and expenditures of 

farmers have increased greatly and loans from cooperatives have b  , -ome more 

varied and of a long term.

2 . The agricultural cooperatives

(1) Basic Organization of Agricultural Cooperatives.

The agricultural cooperative movement of Japan consists of three echelons: 

local societies in c it ie s , towns, and villages secondary organizations at the 

prefectural level; and national federations at the top.

The most characteristic feature of the movement is that the local societies 

at the primary level underatake Multi-purpose fuctlon to serve the wide- 

ranging needs of the member both for farming and liv in g . There are certain 

single-purpose cooperatives along sBcific agricultural lines like sericulture 

(silk-worms) , some vegetable and fruit culture, ai|̂ i livestock. Yet the 

multi-purpose societies are by far the most dominat and most in fluential, and 

they compose the main stream of the agricultural cooperative movement in Japan.

These local cooperatives are divident into divisions and these business are 

organized into the prefectural federations for each different business like

i n ’Introduction
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credit, marketing, supply,f^nd insurance, etc, which once more, are organized 

into their national federations.

(2) Source of Funds for Agricultural Use

In terms of household, 99% of all farmers (5 ,2 6 1 ,0 0 0  in 1970) have member ships 

with local cooperative societies. In other words, practically all of farmers in 

Japan are affiliated  with the movement. There are 6 ,0 00  local cooperatives, which- 

accept deposits from members and the funds thus accumulated are utilized  for 

loans to the members and surplus funds are deposited in the credit federation.

The credit federation advances loans to cooperative business federations and 

their a ffiliated  cooperatives out of the funds aquired, and the unused portion 

is deposited in The Central Cooperative Bank for Agriculture and f'orestry.

The Central Cooperative Bank plays the role of a coordinting body at the national 

level for prefectural federations to adjust both excess and shortage of credit 

funds. It  also meets credit needs which are too large for lower level organiza

tions to meet by themselves. The same applies to the case where the nature 

of credit need is special. The Central Cooperative Bank's major source of 

deposits comes from the prefectural credit federations: while it provides credit 

to prefectural credit federations, national level organizations, prefectural 

business federations and occasionally to local societies. Thus the cooperative 

credit business is conducted effectively  throughout the entire structure of the 

three levels ,

The’iamount of loans of the totSL cooperative credit business (of the three levels) 

is 4 ,3 9 7  b illio n  Yen as of the end of March 1972, and its ratio to the total 

agricultural loans of all banks is 7 8 .0 % , which shows a slight decrease as 

compared with the preceding year.

3 , Some of The Problems of Agricultural Cooperatives in Japan

(1) Because of the urbanization of rural areas and increase of farmers engaged in

working in non-agricultural business; the sale of farmland and income from sources 

other than farming constitute the biggest share of the deposit of the cooperatives. 

Refecting these facts , the long term savings deposits of the cooperatives are ;

increasing , and the credit activities of the cooperatives are changing ■from

one of mutual-aid for members to one of aid for the economic development of 

their area , similar to the activities of commercial bank^, Thus the cooperatives 

have found it necessary to make further efforts for the purpose of mechanization 

and rationalization  of their office work: i . e .  a net work of Electronic Data 

Processing System throughout the three levelsin this credit business.

(2 )Agricultural loans fii'om cooperative amount to 78 ,9%  of agricultural credit. 

Although govenment subsidies are constantly being increased, these increase have 

not kept pace with the needs of agriculture, also these subsidies carry some 

basic lim itations and restrictions. The difference between governments aid

and agricujlftural needs is being increasingly met by loans from the agricultural 

cooperatives. It  is probable that this cooperative credit-activity w ill con

tinue to gain  in volume and importance and that farmers w ill expect more assis

tance from this source in the future.
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(3) !Ks we see in the savings campaign after 1968, there is a big problem in the 

financial position of multi-purpose cooperatives. Because of the progress of 

urbanizatbn and the increase of non-agricu Itural members, the credit busuness 

has become the cooperative's biggest activity and the marketing, purchassing and 

other low profit and non-profit sections have been dpendent upon it . Profit 

from the credit section covers the loss of other sections.

I f  these low and non-profit sections can improve their positions, the credit 

section can reduce the interest rate of loans and provide improved services 

to their members. This w ill strengthen their competition position with the city 

banks.

(4) With respect to the loan-business under the authority of the Agricultural 

■Society Law, the cooperati\^s are prohibited from discounting notes and are 

controllled in regards to mking loans to non-members. Accordingly, the urban 

agricultural cooperatives are now encountering difficulty in u tilizin g  their

fxinds through loans to the fu lllest  extent,notwithstanding the fact that they 

are holding an enomous amount of their member's savings. In order to solve 

such absurd financial problems, the present Agricultural Society Law needs to be 

revised ,

The cooperativg organizaiions and the Ministry of Agriculture and others are 

working tcgotb' these revisions passed in the current session of the D i e t ,

- 3 -
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SUMMARY 121

The present Korean agricultural cooperative organization has been 

operating for 12 years. It has a nationwide network, comprising about 

90 percent of the nation's farmers- Its contributions to the welfare 

of both farmers and non-farmers are widely recognized and expected to 

increase in future. Beginning in 1972, agricultural cooperatives set 

up three basic policy objectives : (l) Sound organizational base for 

self-help cooperative performance^ ( 2) strong function of cooperative 

marketing and processing for farm products, and ( 3 ) maximum efficiency 

for dedicated service to member farmers.

Institutional credit service in agriculture has been provided 

largely by city or county cooperatives and their national federation. 

Since 1969 some primary cooperatives have been operati .ig the mutual 

credit program. With an expanding agricultural sector of the economy, 

the credit need has risen sharply far ahead of its supply in recent 

years. Thus the major concern of agricultural credit program is to 

expand financial resources and to put these resources to maximum 

efficiency attainable.

Deposits received by all agricultural cooperatives, the major 

source of finance, has increased 3 1-fold in the last decade and total 

loans outstanding has gone up seven-fold in the sane period.

The“Saemaeul’'and other farm modernisation projects will put a 

heavy demand for additional credit upon agricultural cooperatives. 

Continued efforts at savings promotion and efficient allocation of 

resources are in prospecte



I . INTSDDUCTION 122

The Korean agricultural cooperative organization in its present 

form has a rather short history. Over a decade ago, there were two 

competing farm organizations in the rural areas of Korea : One was

Agriculture Bank, which dealt exclusively with agricultural credit, 

and the other was Agricultural Cooperative organized for the explicit 

purpose of financing farm operations and engaging in various cooperative 

businesses for farmers.

The recurrent malcoordination betx-ueen the two organizations and 

the resulting inefficiency pointed to the neeed for reorganization.

As late as in 1961, the present multi-purpose agricultural cooperative 

system came into being.

Organization

Agricultural Cooperatives of Korea are nationally organized 

at three different levels at village, county and at national level. 

Beside these general-purpose cooperatives, special-purpose or livestock 

and horticultural cooperatives are also organized by those farmers 

who specialize in this type of farming.

The village-level cooperative, as its name implies, was 

organized on the basis of the smallest administrative unit with no 

regard of geographical and econf^mic boundary. Through a nationwide 

merger orograffl, about 1 ,5 0 0  primary cooperatives have been reorganized 

on the basis of Eup or Myan level,, the second smallest administrative

unit.



City or county cooperative is an associJtifc^ of primary co

operatives. A total of lu<’' oity and county cooperatives are currently 

organized. A county cooperative generally has two or three branch 

offices. In addition, there arc now lli3 special cooperatives,

which consist of 95 livestock and U8 horticultural cooperatives.

The National Agricultural Cooperative Federation is a national 

association of city or county and special-purpose cooperatives. It 

has a branch office in each of a provinces.

Function

The primary purpose of agricultural cooperatives is to in

crease farm productivity and to improve social and economic conditions 

of farmers. Thus functions of agricultural cooperatives are closely 

related to every aspect of farm operation and life in rural Korea.

Specifically, their functions include ;

(1) Guidance for improved productivity and home economy,

( 2) Purchase and supply of farm inputs and consumer goods,

( 3) Marketing of farm produce,

ik) Agricultural credit and banking,

(5) Transportation of farm products and inputs,

(6) Joint ownership and use of farm facilities,

( 7 ) Mutual insurance and medical service.

-2-
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I I . AGBIOnLTOHAL CREDIT SY3TEH

City or county cooperatives and National Agricultural Cooperative 

Federation (NACF) transact most of agricultural credit in Korea. A 

small portion of primary cooperatives are also engaged in credit trans

actions. NACF accounted for 33 percent and city or county cooperatives 

dealt with the remaining 6? percent of the total loans made in 1972, 

which amounted to ll|8 billion won.

About 900 primary cooperatives have a mutual credit or mutual 

savings and loan program. The total loans out of this program stood 

at 13,000 million won in 1972» About 70 percent of the loanable fund 

came from farmer members in the form of deposit and the remaining fund 

was financed by NACF.

Sources of loanable fund

The loanable fund of agricultural cooperatives has several 

different sources : (l) cooperative fuad , (2) deposits receive,

( 3 ) borrowings from the government, (I4.) borrowings from the Bank of 

Korea, and (5) foreign fund and agricultural credit debentures. The 

cooperative internal fund consists of paid-in capital of member co- - 

operatives and farmers, and business surplus.

In order to be a member cooperative of NACF, each county or 

special cooperative should have at least 10 share capital stocks with 

a value of 10,000 vron per stock- A primary cooperative should have 

at least one stock,in city or county cooperative which values 1,000 won.

-3-



Each farmer has to own one stock of 1,000 won for membership in a 

primary cooperative

Currently 12 percent of savings deposits and 16 percent of 

demand deposits should be retained as legal reserves, and the rest 

is used in various cooperative progrspis. The government budget fund 

is generally borrowed at an interest rate of 2 to 5 percent per year, 

and the borrowed money from the central bank has an interest rate of 

8 percent for production loan and 3*5 percent per year for export 

financing.

The relative portion of the fund from various sources has changed 

over time. The percent share of borrowings from the government declined 

from 57 percent in 1961 to 23 percent in 1971^ while the relative 

importance of deposit fund rose drastically from a mere 20 percent to pi 

percent in the same period.

Deposit may be broadly divided into savings deposit (time and . 

installBent deposit) and demand deposit. The paying interest rate 

ranges from 1.8 to. 12.6  percent per year*. Savings deposit presently 

accounts for 57 percent and the deposit from farmer members, a mere 

20 percent of the total.

Agricultural financing

The eligible loan receipients are farmers, fishermen^ farm 

organizations and others. The receipients differ by purpose or use of 

loans. ■
-U-



Use of loan
126

Eligible receipients

Production

Agricultural

Fishery

Marketing

- Assembling & processing

Other uses

Improvement of rural 
environment

Short-term loans to 
public agencies

Savings promotion

farmers, primary coops.j 
farm organizations, 
agricultural schools

deep-sea fishermen

processing plants and export firms

farmers, primary coops.

Schoolsj education board

non-farmers

Loans made dees not meet the total requirements of an applicant. 

A certain portion should be provided by him. The percent portion of 

given loan varies also by purpose of loan.

Use of loan

Agriculture & fishery

Purchase of production 
inputs and installation of 

subsidiary facilities

Assembling and processing of 
farm and fishery products

Facilities for processing and 
storage of farm & fishery products

Facilities for joint us3 of 
farmers

Percent share of loan 

in total requirements

- 5-

no more than 80 %

no more than 70

no more than $0 %

no more than 50



other projects 1 2 7

Operation no more than 70 %
Facilities no more than 50 %

Projects of primary cocpg^

Operation no more than 100 %

Facilities no more than 80 %

The period of repayment for loan is determined by purpose of 

loan and by the gestation period.

Use of loan Repayment period

Assembling & processing of 6 to 9 months
farm products

Short-term production and within one year
savings promotion

Special production (livestock, 5 to 13 years
cash crop, etc.)

Land reclamation & irrigation x^ithin 35 years

The interest rate system for loan is determined by a formal 

agreement of all institutional banking organizations. Loans made by 

agricultural cooperatives have two broad groups of interest charges s 

one is 6 to 9 percent per year, which applies to loans made out of the 

government budget fund, and the other is!5>.5 percent for banking fund. 

For overdue loans, the rate goes up to 25 percent (23 percert for farm 

production,loans) per year.

Both real and movable properties are generally taken as mortgages* 

Loans are made up to 90 percent of the mortgage value , but this ceiling 

does not apply to primary cooperatives-. For those farmers and farm

-6-



organizations with poor or no mortgages, loans are made exclusively 

on credit out of what we call "Credit Guarantee Fund".

128

Substantial improvement has recently been made in loan processing 

and supervision. NACF annually sets up loan program, and gives prior 

information to farmers on how much money is available for loan and 

where to get it . These arrangements have considerably reduced farmers' 

complaint and contributed to efficient allocation of limited fund»

Extreme care and supervision are taken so that loans made may be 

used for the specified purpose. Periodic check is made of performance 

of the project to determine whether continued loan has no risk. When 

it is found that a certain loan is not actually used for the purpose 

specified, managerial guidance is extended for sound performance or 

the loans already made are collected.

-7-
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I I I . Problems and Future Program

The demand for agricultural credit has continued to increase in 

the last decade, and is expected to rise even more rapidly, reflecting 

the aggressive government attempt at various Saemaeul (new village) 

projects to be implemented in the nest 5 years. Internal sources of 

fund must be expanded, along with extei'nal ones. But since it is 

inevitable that loanable fund for agriculture will be far short of 

the requirements, the most efficient use of limited fund will continue 

to be an overriding concern in future credit program of agricultural 

cooperatives.

Problems

A, Agricultural cooperatives currently finance two broad 

different projects out of limited sources s

(l) Special development projects as part of government 

overall plan and (2) general farm production projects. Such a two-way 

financing program inevitably put a low priority on general crop farms, 

a major source of complaint among a mass of farmers.

B , The receipients of loans to be made out of government budget 

sources are selected by government agencies. Such a practive tends to 

create additional risks on the part of agricultural cooperatives in 

handling and supervision of loans.

C, The credit system is extremely complev for operational 

efficiency, and in the light of multi-purpose organizational structure



r.’

and business programs, city or county cooperatives have relatively 

a small staff in credit section for efficient project appraisal, 

supervision and guidance.

Improvement programs

Beginning in 1972 agricultural cooperatives have taken a big 

step forward for maximum credit service and efficiency in the following 

directions s

A, A first priority is given to high priority projects and to 

those farm areas with high development potential. A piece-meal alloca

tion of fund has been largely dispensed with,

B. Improvements have been made for maximum convenience of 

farmers, including

(1) Forward loan program,

( 2) Simplification of application procedures for loan, and

( 3 ) Operation of loan counselling office

C. The authority for selection of receipients of government 

budget loans shifted from the government to agricultural cooperative. 

The so called "Credit Board" has been established at each level of 

cooperative. The Board members consist of government officials co

operative managers and leading farmers in each area and jointly select 

the most desirable receipient,

D, A new loan appraisal system has been introduced for increased

efficiency. According to this system, the basis for appraisal differ

for the size of loans, and are classified as follows s

-9-



Classification Given range Appraisal 
________________ of points ■_______

131
Actions to be 
taken

Class A over 80 first priority 

projects

loan on credit 
possible

Class B 70 to 79 second priority 

projects

loan on credit 
not over 30 % of 
the requirements

Glass C 50 to 69 extrenie

reservations

no loan on credit

Class D less than no good

50
no loan on credit

-10-
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IV. APPENDIX

# Table 1. Sources of loanable fund
(In  million won)

Sources 1961 1965 19 71

Deposit 3,U71 10,6hl 108,926

Borrowings from Gov’ t, 9,6 6 1 1 U,666 50,li;3

Borrowings from 

Bank of Korea
3,0Sk 1 6 ,3 1 1 1^0,765

Internal fund l , 68it 1,1 es

Other sources 2^0 898 5 ,0 3 7

Total 163911 hh*200 212,636

# Table 2e Deposit received in million won

(In  million won)

Kind of deposits 1961 1965 1 9 71 1972

Demand deposit 1 ,8 3 1 6,567 U2,80h 56,516

Savings deposit 1,6U0 It,07lt 66,122 76,2 25

Total 3,U71 IO56UI 10 8 ,9 2 6 1 3 2 , 71a

Fanner deposit 985 1 ,2 3 3 26,822 26,611

Non-farmer deposit 2,U86 9,ii08 82, 0U1; 1 0 6 ,1 3 0

Total 3,U71 1 0 , 6Iil 10 8 ,9 2 6 132,7U1
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i  .T^Dle 3 Loans Granted by Sources

Sources 

Government Funds 

Banking Funds 

Total

(As the end of the year)

( In million won)

1961(A) 1965(B) 1971(C) Change(C/A) 1972

8,551i 11,899 3S,k2Q l U k M ii5 , 261

8,l3i; 1 1 ,3 6 0 8 7 , 61̂ 8 1 , 0 7 7 .6 102,981i

16,688 2 3,259 12 3,0 6 8 i n s lli8,2l^

# Table h

Uses

Loans Granted by Uses 

(As the end of 1972)

Amount

(Million won) 

Agricultural Production 83,200

Livestock 5,100

Irrigation lU ,200

Collection of farm products 8,000

Agricultural organization 1,200

Mobilization of Fund 27,500

Fishery UjOOO

Others 5^000

Total 1 8̂,200

Composition

w

56.1

3.5

9 .6

5 .3

0.8

18.6

2.1

3.U

10 0 .0
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STUDY VISITS IN THE REPUBLIC OF KOREA 

AND REGIONAL SEMINAR ON "CO-OPERATIVE 

CREDIT VnTH SPECIAL REFERENCE TO JAPAN"

Places The seminar will be held at the

Institute for the Development of 

Agricultural Cooperation in Asia 

(IDACA), 24-9, 5-chome Funabashi- 

cho, Setagaya-ku, Tokyo (Japan)o

Dates: 2nd to 8th April, 197" Korea

9th to 28th April, 1973 - Japan 

Subject: "Cooperative Credit Movement in

Malaysia"

Paper by: Encik P, Ramasamy, 

Malaysia.



The aim of this paper is to trace the history of the 

co-operative movement in Malaya, examine the type of co-operative 

and determine the importance of the movement in modern Malaysiao

Background,

Agitation for the formation of the co-operative move

ment in Malaya date bade to 1907o The word agitation is used because 

of the opposition the movement met from religious leaderso Religious 

leaders often thought that the "interest" factor was against the 

religious tenets of Islam,

But however in 1922 a Law was passed enabling the 

formation of the Co-operative movement.

Thus do in Burma, Ceylon and India, Co-operative 

Society v/ere first introduced as a result of government policy.

The strong argument for the formation of co-operative 

Societies was the protection of Malay farmers against moneylenders. 

Malay farmers had in those days very little saving, with which to 

start of the sowing season, or to cerry on normal living throughout 

the year without falling into debts =. Acute financial shortages very 

often if not at all times, led them to the money lenders. As security 

the money lenders sought the lands of the peasants. Then the Malay 

farmers, in need of money, had no alternative but to mortgage their 

lands. The farmer, was a habitual, constant and continual borrower.

He was always in debt. There was never a time when he was not in debt. 

To quote Prof. Ungku Aziz of the University of Malaya this system of 

advances, v^hich the money lenders made to the farmer was known as the 

Never Never " System. By that he meant that the worker was never 

out of debt v/hich again meant that the farmer was never able to get 

back land. Very few of them were able to get back their land due to 

the obsolate methods of cultivation. As a result most of them lost 

bheir property and for their living, they had to work for others.

Et was against this system of victimization to which farmer was prone, 

:hat Co-operative Societies were recommended.
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THE CO-OPERATIVE MOVEMENT IN MALAYA
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The case of borrowing money was not confined to farmers 

alone but also extended to office workers, govt, servants, the rich 

and the poor alike borrowed money« Some had to borrow, because of 

low incomes, others with high incomes were forced to borrow because 

they had the tendency of living beyond their means. All along, there 

was no other source apart from the money lenders. The govt, realized 

that workers could not go on indefinitely in their sad plight and as 

the farmers too needed the co-operative movement, it was decided that 

the time v;as right to introduce the movement into the country. The 

initial opposition given to this movement was however eliminated 

through various convincing meetings. Eventually the idea was accepted. 

Following these meetings, where large attendances occured, six Rural 

Credit Societies were formed. The campaign to organize co-operatives 

was similarly extended to government servants. They were urged to 

save for the future and make provisions for any unforeseen circumstances 

that might crop up, like a sudden illness, death in a family or a period 

of unemployment. I f  such incidences were to occur in the absence of 

co-operatives, they had no alternative but to go to money lenders.

Thus persuaded in this manner, these workers wasted no time in forming 

themselves into co-operative Societies. The first co-operative thrift 

and loan society for employees of the Postal and Telecoms Department 

was registered on 21st July 1922 and by the end of the year, there 

were three such co-operative thrift and loan societies in operation 

with a membership totalling 547 and a working capital of $14,239.00.

Malaya being a primary export oriented country, faced 

many glooming spells and the co-operative societies along with these 

periods also suffered these spells. But however, after 1936, there 

was a steady rise in the growth of the movement until the Japanese 

Occupation of Malaya at the end of 1941. There were then 307, Co

operative Societies with a membership of 94,130. Most Co-operative 

Societies were dormat during the Japanese Occupation period. After 

the war, the Societies were reorganised and by the end of 1947, there 

were 841 societies with a membership of 88,989 persons.

THE CO-OPEIRATIVE MOVEMENT IN MALAYA TODAY

There are in Malaysia, today over 2,600 Co-operative 

Societies of about 38 different types, with a membership of over

700,000 persons. These societies can be divided into primary Societies 

and Secondary Societies. A primary society is one which all the members 

are individuals. A secondary society is one that has both individuals

o .
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and Co-operative societies in its membership* A co-operative society 

here include both a primary society and another secondary society.

The following are the type of co-operative societies found in Malayao

(a) Thrift and Loan Societies

(t)) Rural Co-operative credit Societies and Banks

(c) Thrift and Investment Societies

(d) Employees Co-operative Credit Societies

(e) Processing, Farming and Marketing Societies

(f) Housing Societies

(g) Transport and Taxi Societies

(h) Consumer Stores

(i) National Land Finance Societies

( j ) School of Societies

(k) Multi-purpose Societies

Thrift & Loan Societies

The most popular co-operative societies in the country 

are the thrift and loan societieso There are about 185 Thrift

and loan societies with a membership of about 200,000o These were

the first type of co-operative societies to be introduced into 

Malaya.

The main objects of the society are to encourage thrift 

and to prevent permanent indebtedness of members by enabling them 

to obtain loans on reasonable terms. The societies cater for the 

employees of Government, Statutory bodies and commercial houses*

When a person applies to join a co-operative thrift and 

loan society he must undertake to free himself as soon as possible 

from all debts contracted prior to joining the Society and to refrain 

from borrowing except from the society or with the consent of the 

societyo He is also required to undertake not to stand surety for

any loan except with the consent of the society and to furnish the

society will a full and true statement of his liabilities at the 

time of his admission as a member.

The member is expected to pay an entrance fee of $1/—•

The minimum monthly subscription is generally S2/- and there is

no maximum. The subscription paid by the member is credited to 

the member's account and treated as savings.. All monthly payments 

due to the Society shall be recoverable by deduction from the monthly 

salary through the employers=

O O O 4 /
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Every applicant for membership shall sign an application 

in the form approved by the Committee of Management and election 

shall be by the Committee of Management. Applications for member

ship may be rejected without assigning any reason but the applicant 

can appeal to the general meeting of the society if he wishes.

For election by the general meeting of majority of 2/3rds of those 

voting shall be necessary.

Every applicant who has been elected shall, on payment 

of the entrance fee, be deemed to have acquired all rights, duties 

and liabilities of a member. Every member shall, on admission, 

be provided free of charge with a copy of the By-law and a pass 

booko Every member has the right to nominate one or mere nominees 

to v/nom sums due to the member by the Society shall be paid on 

his death. This means that the society can pay whatever sums 

standing to the credit of the member on his death to the nominee 

without delay.

Membership shall cease by death, insanity, removal of 

residence outside the area, bankruptcy or resignation. Any member 

who is not indebted to the society as borrower or surety may with

draw from the society giving twelve months* notice of withdrawal 

in writing. Under exceptional circumstances, the Committee of 

Management may accept a shorter notice of vjithdrawal at their 

discretiono Any person who is indebted to the Society either 

as borrower or as surety may give twelve months’ notice of his 

intention to resign from the society but such notice shall be 

invalid unless at the end of twelve months* notice, he is free 

from all liabilities to the society either as borrower or as 

surety.

If  the conduct of any member is such that in the opinion 

of the Ccffnmittee it is undesirable that he should continue in the 

society, they shall bring his name before the General Meeting of 

members and on a resolution in favour of his expulsion being carried 

by a majority of 2/3rds of those voting, the member shall be expelled. 

The committee shall have the power without reference to a General 

Meeting to expel any member whose payments to the society are more 

than three months in arrears.

In addition to the monthly subscriptions, every member 

may make monthly deposits for one or more of the following specific 

purposes;-

1« The illness of himself or any of his relatives 

or dependants;
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2 . The education of any of h is  relative or 

dependants;

3« The marriage of himself or any of his relatives 

or dependants;

4o The funeral expenses of any relatives residing 

with him or dependants;

5o To erect, purchase or improve for h is  own use 

a residential house;

6 . The purchase of land for his  own use;

7a The expense of holidays and festivals ;

8 .  The payment of insurance premia»

The deposit for such specific  purposes shall not be less 

than $5/- per montho Such deposit shall earn interest at a rate 

to be fixed  by the Committee from time to time. Such deposit shall

be v/ithdrawable i f  the depositor satisfies  the committee that any

of the purpose for which the deposit was made has arisen.. Three 

months’ notice in  writing shall ordinarily be given for the with

drawal of such deposits but the committee may, at their discretion, 

accept shorter notice«

A ll  members shall be e lig ib le  to apply for loans from 

the Society,, Among the proper purposes for a loan ares-

lo Building a house or purchasing land and/or a

house for the personal use of the borrowing 

meanber;

2 . Education of a member's children or relatives;

3o Liquidation  of debts incurred before admission

to the society; provided that no member rejoining 

after having once resigned shall be e lig ib le  for 

any such loan;

4 .  Illn ess  of the borrowing member or any of his

family or dependants;

5o Unavoidable litig atio ns ;

6o Marriages, funerals or other ceremonies on

a scale suitable to the borrowing member’ s 

income and position of l i f e ;

7o Obligatory religious r it e s ;

No loans shall be granted for;-

lo Purpose of trade;

2o Religious purposes, except as provided for

above;

- 5 -
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3o Purposes of display or amusement;

4o Any purpose, which in  the opinion of the

committee, is not to the distinct advantage

of the borrowero

A ll applications for loan shall be approved by the Committee 

of Management. Urgent loans, however, in  connection with illness or 

death, may be approved by an Urgent Loan Sub-committee» Loans shall 

be limited to 6 months' salary of the borrowing member and no member 

belov/ the age of 21 shall be e lig ib le  either for a surety loan or to

stand surety for a loan. Loans shall ordinarily be repayable in  not

more than 12 monthly instalments commencing from the month in  which 

the loan was paid but the Committee in  exceptional cases, can spread 

the repayi-nent over a period not exceeding 24 months o Loans shall be 

granted only to members on the personal security of the member 

borrowing and that of two or more sureties. Each of the surety shall 

cover the whole loan less the amount secured by the paid-up subscrip

tion  of the borrower. Interest is generally 6% per annum. The 

Committee has the fu ll  power to refuse the loan, to lim it the amount 

and to object to any particular member as sureties. No member can 

claim a loan as a matter of right.

Land and building loans are also  granted by some societies 

for  the pjurpose of purchasing land or land and house or erecting a 

house against the security of the property concerned. The total 

amount of such loan shall not exceed 25% of the subscribed capital 

of the society . No member shall be e lig ib le  for a loan of this 

type more than once, and unless and until 80% of h is  credit with the 

society is  equal to at least l /5 th  of the value of the property he 

wishes to acquire or the house he wishes to erect. Such credit shall 

have been saved with the society by gradual addition to subscription 

or deposit account. The maximum amount of such loan shall not, in  

any case, exceed 4 / 5 th of the value by an appraiser approved by the 

Ccxnmitteeo The maximum amount in most societies is  $15 ,000 /- .

A ll  expenses incurred in  inspecting, valuing , execution of the legal 

documents and all incidental expenses shall be paid by the borrower. 

The rate of interest of such loan is  generally 6% per annum and the 

maximum repayment period is  generally 15 years.

The control of the a ffa irs  of the society is  entrusted to 

a Committee of Management consisting of generally 9 members all of 

whom shall be elected annually at Annual General Meetings. The 

Committee has the power to appoint, suspend or terminate the services
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of employees, to f i x  their remuneration and to generally look after 

the a ffa irs  of the society. The supreme authority of the society 

is  the General Meeting of memberSo In  such meetings every member 

is  entitled to be present and i f  duly qualified , to vote at the 

meeting. Every member qualified  to vote shall be entitled to only 

one v> te« The other conditions are those prescribed in  the Co

operative Societies Ordinance,

Rviral Co-operative Credit Societies arid Banks

There are over 1 ,5 0 0  rural credit societies in  the country. 

Though this type of societies form the largest number yet membership 

is  only over 6 0 ,0 0 0 , Members are mainly padi-planters and rubber 

small-holders. These societies were registered either as seasonal 

co-operative credit societies with limited lia b ility  or as rural co

operative credit societies with unlimited l ia b il it y . The share payable 

in  a seasonal co-operative credit society is  $25/- in  instalments of 

$5/-  per year. In  a rural co-operative credit society, the share 

capital is  $100/- payable in  instalments of $10/- a year. A ll  loans 

granted in  a seasonal co-operative society are repayable at the 

following harvest while the rural credit co-operative society loans 

other than those for planting expenses m ay  be extended up to three 

years . The seasonal co-operative credit societies are mainly found 

in  the main paid areas such as Kedah, Province Wellesley and Krian .

The rural credit societies have, however, been more popular because 

medium term loans of up to three years were available from these 

so cieties . Loans given by rural credit  societies are usually for 

cultivation  expenses, medical expenses, marriage expenses, confinement 

expenses, repairing house, buying or improving land, buying buffalos 

and settling  land premiums. Most of these societies were dormant 

during the Japanese occupation period. After the war, these societies 

realised  that they had to pool their resources in  a union and also 

that unless they borrowed funds they w e re  not able to provide the 

loans required by the members. They got together and the first  

banking union known as the Province W ellesley Co-operative Banking 

Union was established in  Bukit Mertajam, Membership of banking 

unions was open to a ll  types of primary societies and their share 

cost $ 1 0 0 /“  each and every member was required to take at least 

one share payable by instalments w ith a year. This society was 

a success and other banking unions were formed a ll  over the country. 

The Federation of rural co-operative societies was also  registered 

in  1951 , There are banking unions in  every State at present.
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On 7th June, 1954 delegates from these banking unions assembled 

in  Bukit Mertajam and decided to form the Federation of Malaya 

Rural Co-operative Apex Bank Ltdo The Apex bank was registered 

on the 28th September, 1954o The Apex bank has taken advances 

frcan Government from time to time to provide seasonal loans to 

farmers through the rural credit societieso The name of the 

bank has now been changed to Bank Kerjasama Malaysia Berhado

_T!to ift  & In vestment _Socie ties

There are about 80 thrift  and investment societies in 

the countrye These societies save and invest from their own 

fundso They do not give loans to their members nor do they 

borrow from outsideo

Employees' Co-operative Credit Societ ies

These societies were formed among employees mostly from 

rubber estates» There are about 180 societies,, The loans are 

granted from their ov/n funds and the surplus are invested in  

Government securities and corf.rae:.:c:'al banks»

Processing, Farming and Marketing Societies

There are about 540 societies in  the processing, farming 

and marketing sector of the Co-operative Movement with a membership 

of about 130,000., 80 of these societies are Fishermen Co-operative

Credit & Marketing Societies v;ith a membership of around 8 ,0 0 0 ,

Loans are granted to the fishc'rmen societies by the banking unions 

through loans from Governmento Several trawler fish ing  societies 

have also been formed and are showing progress« The rice m illing 

societies are the most populpc and progressive among the agricultural 

co-operatives in  the marketing and processing f ie ld . There are about 

400 societies in  the country v/ith a mLembership of about 50 ,000*

There were 30 rubber marketing societies with a membership of about

2 .0000  The membership of pineapple marketing societies is  about

1 .0 0 0  in  about 11 societies.. The main purpose of the marketing society 

is  to get the members to combine with the other members for joint 

action  in  order to solve their economic needs and strengthen their 

position  as producers and sel'.lerso The marketing society assures the 

member of regular market for his  produce and enables him to obtain a 

better price than what he would have got by selling  h is  produce in 

small quantities in d iv idu ally . This society also  teaches its  members 

to produce better quality  products and therefore  earn better income 

for themselveso
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Housing Societies 143
There are about 60 housing societies in the country. 

A fter  the Second World War, leaders of the Co-operative Movement 

fe lt  that it  was time to organise co-operative housing societies. 

They fe lt  that such co-operative housing societies would help 

them to solve problems of accommodation which was very acute.

I t  was a practice of landlords to demand tea money before they 

would allow a tenancy to be taken up . Sums of anything from 

$ 5 0 0 /“  to $3 ,000 /-  v/ere demanded for the privilege of obtaining 

vacant possession of a house depending on the size of the accom

modation and the locality . The f ir s t  co-operative housing society 

to be registered in  Malaya was the KoL. Co-operative Housing 

Society Ltd .

The main objects of a co-operative housing society ares-

lo To build  or arrange to be bu ilt  residential

houses for members

2 . To build houses on land owned by them and 

recover the cost thereof in  instalments within 

a period not exceeding 20 years

3 . To purchase land for members and build houses 

thereon and recover the cost in  instalments 

w ithin a period not exceeding 20 years

4 .  To build  houses on land belonging to the 

society and to rent or lease them to members.

Membership is  open to anyone over 18 years of age and a 

person cannot be a member of two co-operative housing societies 

in  Malaya. Every member pays an entrance fee which is  generally 

$ 3 / “  and undertakes to pay towards the shares of $10/-  each. 

Membership shall cease by resignation after giving one month’ s 

notice to the society in  w riting , death, insolvency or insanity 

and expulsion. The l ia b il it y  of the member is  limited to the share 

capital subscribed by him. The funds of the society are composed 

of shares of deposits and loans. The Management of the society 

is  sim ilar to that of a co-operative thrift  and loan society.

The rate of interest charged is  generally 1% over the rate at 

which the society borrovjs. The funds are borrowed from private 

sources or from other co-operative societies including the 

Malaysian Co-operative Insurance Society L td . and the Co-operative 

Central Bank L td .

« 9 -
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Consumer Stores
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There are about 180 retail stores societies in the countryo 

These societies were very popular during the days when black marketing 

o f  essential goods was rampant. They provided the essential require

ments at reasonable prices. Due to the Korean war and in  view of the 

restrictions imposed by government on the free movement of food stuffs 

during the period of emergency from 1948 to 1960 a large number of 

Co-operative Stores were organised by governmento When consumer goods 

became available freely  there was no support from the members. More 

than half the societies had to be liquidated . Some of the existing 

societies are doing well while most of them are struggling.

National Land Finance Society

After independence was achieved, it  was found that a large 

number of rubber estates were sold and fragmented into smaller units 

causing displacement of workers employed in  the rubber industry. This 

resulted in  considerable unemployment and d iffic u lt ie s  for plantation 

workers. The National Land Finance Co-operative Society was formed 

on 14th May 1960 under the able and distinguished leadership of the 

Hon, Txan V .T . Sambanthan to mobilise the capital from the plantation 

v/orkers and to purchase plantations which would otherwise be sold 

and fragmented. The authorised capital of the society is  $10 m illion 

divided into 100 ,000  shares. The value of each share is $100 /-  ̂

payable by monthly instalments of $10/-  each. The membership of the 

society is  about 6 0 ,0 0 0 . Nearly 85% of the membership are plantation 

v/orkers. Funds h&ve also been borrowed from Government. The society 

also  received deposits from co-operative so cieties . Several large 

rubber, coconut and oil palm estates at a total cost of over $14 

m illion  have been bought by the Society.

School Societies

School co-operatives are being organised with the main 

object of encouraging thrift  and self-help among students of 

secondary schools and to provide f a c i l i t ie s  for the supply and 

sale of students' requirements.

Every student on joining a school co-operative society 

is  expected to pay an entrance fee of 20 cents. On approval of 

the Executive Committee and on payment of the entrance fee he or 

she acquires a ll  the r ig h ts , duties and respo nsibilities  as a member 

of the Society . Membership ceases when the student leaves the 

school, dies or resigns or is  expelled by the Society»
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Every member is expected to pay at least 50 cents 

monthly subscription towards a savings accounto All sales to 

members shall be in  cash. Credit sales are strictly prohibited.

The supreme authority of the society is  the General 

Meeting and each member has only one vote» Voting by proxy is 

not allowedo The Head Master or Principal of the school or 

h is  representative w ill become the President of the society ex

o ffic io  and he w ill nominate one of the school staff to be 

Treasurer. The administration of the society w ill be in  the 

hands of an Executive Committee of seven persons and the President 

and Treasurer.

^Iti- p urp o se  Societies

The various co-operative societies I  have described above 

are single-purpose co-operative societies» Recently several rural 

societies have been formed as multi-purpose co-operatives catering 

for credit, consumer and marketing a c tiv it ie s . The Registrar of 

Co-operative Societies has also agreed to convert some of the urban 

single-purpose societies as multiple-purpose co-operatives to under

take additional objects, i f  he is satisfied  that these societies can 

carry on smoothly without affecting e^^ficiency. The Registrar has 

also agreed that he would permit certain thrift  and loan societies 

to include the provision of consumer services or housing as subsidiary 

objects provided only a certain amount of the subscribed capital of 

the society may be used.

Transport and Taxi Societies

There are about 30 such societies and these are popular 

with the rural co-operators. The most successful transport co

operatives are those at Malacca and Kuala Lumpur operating a very 

profitable taxi service with more than 150 t a x is . The Malacca 

Society has its  own workshop and f i l l in g  station .
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SECONDARY SOCIETIES

(a) Malaysian Co-operative Insurance Society

(b) Co-operative Central Bank

(c ) Co-operative Printing Press

(d) Federation of co-operative Housing Societies

Malaysian Co-operative Insurance Society

The fie ld  of insurance has also been successfully breached 

by co-operatives the world overt, The f irst  co-operative insurance 

society to be formed was the Co-operative Insurance Society of Great 

Britano Appropriately, it  is  in the area of the Rochdale Pioneers 

and naturally they were instrumental in  its  forraationc In  other 

countries too, co-operative insurance societies began to be forraed«

The development of co-operative insurance activity in  Malaysia took 

place in  1954 , This was by the formation of the Malaysian Co-operative 

Insurance Society= The society was registered under the Co-operative 

Societies Ordinance as a co-operative society on the 2nd August 1954»

The late start of a co-operative insurance society in  this

country is  understandable» The movement did not have a history like 

the British  movemento Again insurance at that time was not a highly 

developed industry in  this countryo Even the private sector was 

having d iffic u lt ie s  in  finding  suitable personnels They had to rely 

a lot on foreign experts to manage their organisations= The well- 

established l ife  companies were European-owned and relatively  fewo 

F in a lly , the populace was ignorant of insurance benefits to a large 

extent. Only the e lite  in  the country realised and patronised 

insurance companies. I n  such circumstances, it  was d iff ic u lt  for 

a young co-operative movement to have started insurance business for 

the benefit  of its  memberso However i t  is  laudable that the Malaysian 

movement was one of the e arlie st  and one of the few to have started 

a co-operative insurance society in  A s ia ,

There were many reasons for the formation of a co-operative 

insurance society in  the country. The co-operative movement fe lt  

the need to have such an organisation  particularly  so when i t  realised 

that in  1952 alone co-operative societies collected a sum of well 

over $ 5 0 0 ,0 0 0  from th e ir  members as insurance premium payments. This 

amount was then paid over to the various insurance ccmpanies in  which
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the members had l i fe  policies running. The leaders of the move

ment fe lt  that with a membership of nearly 300 ,00  in  the country 

they could easily start an insurance society to serve the insurance 

needs of their membership, The funds that could be collected from 

them could be employed for the direct use of the Co-operative 

movement. The money could be invested in  the movement it s e lf . An 

understanding of how insurance functions made co-operators sense 

that it  is  by its e lf  a co-operative way of doing things. Insurance 

activity  is  similar to co-operative activ ity . In  an insurance 

organisation, the participants contribute to a common pool to share 

the loss of any individual in the group and i f  there is any surplus 

to share it  among themselves. This therefore seemed a plan that 

was not foreign to them.

There was again the question of the benefits and social 

security value of insurance. I t  would be of great service to the 

movement in  the country, as a whole, i f  co-operators had the benefits 

of insurance brought to them. Insurance, as a form of social security, 

could greatly reduce the sufferings of their members at times of 

great hardship due to unforeseen events. There was therefore a very 

real necessity for the formation of an insurance society that could 

also  play the role of reducing the cost of insurance and providing 

service well vjithin the means of co-operators. There was at that 

time a monopolistic situation in  the insurance industry in  the country. 

The foreign owned companies controlled the insurance market. The 

cost of insurance protection plus the service rendered was not within 

the reach of the middle and lower groups of people. The companies 

did  not make any effort  to make it  a lso . However, it  was of no 

consequence to them as the higher class patronized their companies 

so lid ly .

Insurance companies are generally Joint  Stock Companies,

They have their shareholders to whom profits have to be distributed 

in  proportion to the shares they h old . This to co-opertors seemed 

incongruous. To them it  seemed and quite rightly  that whatever profits 

that are derived from insurance activ ity  should go back to the con

tributors of the pool whose money was responsible for the p rofits .

This made i t  all the more necessary for co-opeirators to start an 

insurance company.

In  the context of the nation and the community there was 

also a need. Foreign owned companies did not have stakes in  the 

country. This is  understandable. The funds of these companies would 

naturally flow  to the source of their  o r ig in , A young and developing 

country needs capital investments. I f  such funds are ploughed back 

into the country they play a role in  it s  development.
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Being in  control of the market, the bonus of the companies 

which were being declared to policyholders were relatively  low. The 

co-operative insurance company could therefore have the dual function 

of not only playing the role of a leveller by giving competition to 

the other companies but collect funds from many small individuals and 

m obilize it  for the country’ s development. It  could provide better 

insurance service and benefits too. The development of the Malaysian 

Co-opo Insurance Society w ill bring out these points. I t  w ill show 

how it  has played the role that was conceived for it  by co-operators 

and which is  in  keeping with co-op, objectives.

I t  was at the A ll  Malayan Co-operative Conference in  1948 

that the resolution was passed expressing the wish for setti.ng up 

a co-operative insurance society. The contribution of Mr. R .C . Gates, 

the then Commissioner for Co-operative Development must be mentioned.

He enthusiastically supported the formation and was responsible for 

much of the assistance that was given by government. He took great 

pains to propagate the idea of co-operative insurance to members of 

the co-operative movement. It  was his encouragement that gave the 

courage to co-operators to venture into this f ie ld , Mr, Spencer, who 

was at that time the Economic Adviser to the government, was not in  

favour of tlie formation as he fe lt  that a co-operative insurance society 

could not survive against the competition of well-entrenched existing 

insurance companies. However, the arguments of Mr, Gates convinced 

Mro Spencer who fin a lly  gave his support.

The Midlands Co-operative Union, an a f f il ia t e  of the 

Co-operative Union of Malaya, took the in itiative  and arranged for 

a meeting in  1953 , A sub-committee was formed to organise the formation. 

The sub-committee was under the chairmanship of Mr, K ,  Subramaniam 

who incidentally  became its  first  president. The sub-committee presented 

its  report in  1954 at a meeting sponsored by the Co-operative Union of 

Malaya, The sub-committee's report was accepted, preparing the ground 

for the registration  of the f irst  co-operative insurance society in  the 

country.

The objects of the society were enunciated by the sub-committee 

and they s t ill  stand as the main objects of the society presently.

They ares-

(1) To popularise and provide l i f e  insurance service.

(2 ) To provide personal accident, f ire  and house 

holders comprehensive insurance service,

(3 ) To inculcate thrift  and the sp irit  of co-operation 

among members,
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The authorised share capital of the society is $1 ,0 0 0 ,0 0 0  

At time of registration , there were 20 co-operative societies that 

became members and shareholders of the society. Business was not 

started iinmediatelyo There was a period of nearly two years during 

which no actual business was done. The period was spent on organisa

tion  worko

The Co-operative Insurance Society of Great Britain gave 

assistance and provided technical services. They are the Re-insurers 

of the Society and have given freely all forms of assistance, Mr,

A ,  Duval, F .IcA c , Actuary of the CIS agreed to be consulting Actuary 

of the m : I S o The society depended to a very large extent on him 

for advice and gaidance. This is an example of the International 

nature of co-operative brotherhood and assistance. They also seconded 

a man to take over as the General Manager of the MCIS in  1955, The 

Registrar co-operated by rendering whatever help that could be given.

He provided a room in  a government office  building to be the first  

o ffice  of the Malaysian Co-operative Insurance Society.

The society o ffic ia lly  went into business on 16th May 1956. 

The business for the year was $286 ,000  - sum assured. Lack of 

qualified  personnel and other d iffic u lt ie s  caused a great deal of 

seemingly unsurmountable obstacles. I t  had to be remembered that 

those who were conducting the business of the society were not full- 

tiraed employees. The management Board comprised co-operators many 

of whom were Government servants. They could only give part-time 

service to the organisation. Individual agents were not appointed 

to canvass business. The in it ia l  business was derived from member 

so cieties . The society progressed in  a very sluggish manner with 

General Managers coming and going frequently .

One of the reasons for the sluggishness was the fault  of 

co-operators themselves. Having been used for a long time to manage 

their societies on a part-time basis , they could not value proper 

managerial functions. Gradually they realised  that they could not 

go on forever along this b a s is . When they instituted  iSianges in  

management the fu ll  effect of such changes dawned on them.

U ntil 1961 the co-operative insurance society was content 

on receiving proposals from co-operative societies themselves. In  

1957 , the volume of new business done was only $ 1 ,7 6 9 ,0 0 0  siam assured 

as could be seen in the growth of the new business chart below«

1,4"'
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Year Volume of 

New Business

1956 $ 286,000

1957 $ 1 ,7 6 9 ,0 0 0

195 ^ $ 1 ,7 7 1 ,0 0 0

195) $ 2 ,3 8 0 ,0 0 0

1960 $ 3 ,1 1 0 ,5 0 0

1961 $ 5 ,4 2 2 ,7 4 6

1962 $1 4 ,0 0 6 ,9 2 6

1963 $3 6 ,2 8 3 ,2 7 3

1964 $4 0 ,9 3 1 ,0 0 3

1965 $41 ,7 6 1 ,6 3 1

1966 $4 4 ,8 6 1 ,5 2 2

1967 $5 3 ,1 7 1 ,1 7 0

However in  1961, the Board feeling  the need for proper 

management the importance of which it  had learned to appreciate over 

the last few years through contacts in  the business world and through 

overseas v is its  to other insurance societies , decided to have fu ll 

time management functioning entirely on competitive business practice. 

The result of these changes as mentioned earlier were immediateo There 

v;as a spectacular rise  in  new business® This increase continued and 

from 1963 onwards, the society was doing new business at an average 

o f $ 3 .5  m illion  sum assured per month which i f  one compares the figures 

with the previous years vras the amount that was being done for one 

whole year in  1960 . From that time onwards, there was no looking 

back . To day, the society 's  average montly figure is  $4 ,5  m illion 

sun) assured o

In  1962, the society moved from its cramped room at 

NOb8 , Jalan  Holland to the two-storey structure at 36 , Jalan 

Ampang, From a staff of three in 1956 it  has grown to a staff 

strength exceeding 2 ,0 0 0  which includes full-time f ie ld  employees-.

In  1964 a new floor was addedo In  1967 , another new floor was 

added to cope with its  expansion.

In  terms of its  objectives and service, let  us see how 

the co-operative insurance society has fared . At f ir s t  the society 

offered a bonus rate o f $20/-  per $1000 sum assured and in  1963 , 

bonus rate was $25/-  per $1000 sum assured. This was an extremely
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ccjnpetitive rate . The tv/o or three major conpanies are now offering 

from $30/-  to $35/- per $1000 sum assured just to keep one step 

ahead. Today, the Malaysian Co-operative Insurance Society 's  

bonus rate amounts to $ 3 0 /  per thousand sum assured on death and 

maturity claims. In  1967, in  total new l i fe  business done, the 

Malaysian Co-operative Insurance Society ranked number two in  the 

country based on the Insurance Commissioner's Report,

Therefore in  terms of providing a buffer for conpetitive business, 

the Malaysian Co-operative Insurance Society has certainly fu lfille d  

it s  ro le .

In  respect of creating insurance consciousness and bringing 

the benefits of l i fe  assurance to its  members, it  could be said that 

this  role has also been conplied vi/ith. In  1957 alone, 11 ,928  people 

became members of the Malaysian Co-operative Insurance Society. Most 

of these people vjere people who had never previously thought they 

would be able to enjoy the benefits of l i f e  assurance.

Because of its sales programme which includes educational 

themes, the society has been able to bring across to the people in  

the middle and lower income groups the necessity and usefulness of 

insurance.

The services provided by the Malaysian Co-operative 

Insurance Society are definitely  much more personal and more up to 

date than the other organisations. This is  in  keeping with the 

co-operative objective . The society looks into the needs of its  

members and the community. I t  has been providing insurance plans 

and benefits that are w ithin  the means of its  members. Today, it  

offers a variety of l ife  assurance plans and is  considered the pace 

setter in  the insurance industry. A man of small means could easily  

afford a l i f e  policy in  the society. He could also arrange to pay 

h is  premiums monthly because of the deduction fa c il it ie s  accorded to 

co-operatives by employers. His monthly premium is  paid direct by the 

department he works in  to the society, thus saving him a lot of 

inconvenience.

The home ownership scheme of the Malaysian Co-operative 

Insurance Society is  another of its  plans that can be readily  compart

mentalized with the co-op objectives . Many members in  the middle 

income groups have been able to take advantage of i t .  The very easy 

arrangements make i t  possible for them to do so.

- 17 -
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The oil palm introduced in  1966 is  an investment plan 

that has made the small individual co-operator a part-owner in  an 

estate type of enterprise. I t  has also initiated  development 

activ ities  in  an under-developed State in  the countryo The State 

Government wholly supports the scheme and has given its  every 

assistanceo Here again, is  an example of how a co-operative can 

m obilise the otherwise static savings of a small man into very 

productive factorso I f  one goes through the list  of members, 

one can reaslise  th is .

Latest estimated figures for 1968 show that the society 's  

new business w ill be another record. From all these, one can see 

that the co-operative insurance society has great scope. Its  very 

aggressive advertising programme have given the community as well 

as the movement a consciousness of insurance which has never been 

there before . With its  Malaysian background and with its  non-profit 

motives, i t  w ill  certainly  become the leading insurance organisation 

in  the country bringing its  benefits to a ll  sectors of the population. 

I n  terms of social security, this means a lot to the Government's 

development programmes and social schemes.

The Board of Directors elected at General Meetings are 14 

in  number comprising 9 representatives of member societies and 5 

representatives of policyholders. The Registrar of Co-operative 

Societies has one nominee on the Board.

The Board of Directors meets about 6 times a year and 

exercise the following main functionsJ-

1 . Appointment and supervision of the General Manager.

2 . Approval of the terms and conditions of a ll  policies 

issued by the Society and the plans introduced by the 

Society.

3 . Approval of the terms and conditions for granting loans 

to members and co-operative societies w ithin  the terms 

stipulated in  the Order given by the Registrar of Co

operative So c ieties .

4 .  Approval of the terms and conditions of a ll  investments 

subject to the approval of the Registrar of Co-operative 

in  every case as required in  the Co-operative Societies 

Ordinance.

5 . Approval of schemes of service , salary scales, number 

of posts and sta ff  regulations .

,. 19/
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6 .  Approval of scholarships under the Khir Johari 

Scholarship Fund,

7 , Examination of monthly statements of accounts 

and reports of progress,

8o Approval of membership,,

9 . Decision on various problems regarding business

that arise from time to timeo

The Board in  its  deliberations is  guided by the recommendations 

of the General Manager and the Consulting Actuary in  every case, the

recommendations of the solicitors where legal points are involved, the

recommendations of qualified  valuers where investments are involved, and 

generally by expert opinion from the best experts availableo The Con

sulting Actuary of the Society is Mr. A„ Duval, Fellow of the Institute  

o f Actuaries, who is  also the Actuary of the Co-operative Insurance 

Society Limited of Great Britain . The terms and conditions of all 

policies  issued by the Society and the assurance plans including 

premium tables are , in  every case, approved on the recommendation of 

the Actuary, The Actuary also carries out valuation of the position 

of the Society every three years and valuation reports are published 

and circulated to members along with the annual reports and accounts*

Any nev\r type of policy or plan v/hich does not have the approval of 

the Actuary is re jected . I n  other words, in  this aspect of the 

So ciety 's  business the Board always follows the advice of the Con

sulting Actuaryo At the same time, the Society consults experts from 

other insijrance societies a ll  over the world on not only matters of 

insurance but also regarding office  organisation, organisation and 

methods and day-to-day running of the Society,

The Principal Executive O ffic er  of the Society is  the 

General Manager who is  assisted by two Assistant General Managers,

The General Manager, in  h is  capacity as Principal Executive O fficer  

of the Society , controls the a ffa irs  of the Society w ithin  the 

framework of policy laid  down by the Board subject to the decisions, 

directions and control of the Board, The General Manager who is  

not a Director attends all Board and Working Committee meetings.

The General Manager is  the Principal O ffic e r  of the Society under 

the Insurance Act and is  responsible to comply with the Insurance 

Act,

. . .  20/



The desire to form a co-operative bank that would serve 

the co-operative movement in  ffeilaysia was considered from time to 

time since the first  co-operative societies were formed in the 

coiantryo The desire arose from a feeling  that vast siams of money 

ly ing  around in  the hands of the co-operatives could be more productively 

and beneficially  used for the further development of the co-operative 

movement through a co-operative banko The co-operative bank could 

harness these funds and act as a clearing house.. I t  would also mean 

a smooth and more secured economical way of arranging for credito

Finally  the inaugural meeting of the bank was held in 

August 1958 at Kuala Lumpur under the auspices of the Co-operative 

Union of Malaysia and the Bank was registered on 29th September, 1958 

as an entirely urban undertaking and its dealing entirely confined 

to urban co-operative societies. At the beginning, membership was 

open to only co-operative societies in  the States of Malaya, No 

individual member was then e lig ible  for membershipo The value of 

each share was $500/-= Though it  was known as a bank, its functions 

were lim ited. It  did not possess the fa c ilit ie s  to conduct banking 

business.

During the last two years, however, it  was decided to re

organise the bank and to commence banking business. The new amendments 

to By-laws were registered on 21st. A p r il , 1968 and the Head O ffice  

Building was acquired at 29 Leboh Ampang, Kuala Lumpur.

The new constitution gives powers to the bank to carry on 

banking business in  a ll  its  branches and to carry out any measures 

designed to improve and extend the usefulness of the bank to the 

co-operative movement, particularly in  connection with the business 

of financing  other co-operative societies or co-operative enterprises, 

to undertake centralisation  of domestic accounting on behalf of societies 

and acting as a general clearing agency for members. The bank is  now 

open to co-operative societies and individual members of societies. 

Co-operative societies are required to pay an Entrance fee of S25/- 

while an individual hifs to pay an ertxance fee of only $2 /- . An 

individual member on acquiring  at "least  one fu lly  paid share of 

$1 ,0 00 /-  has the same rights  as a member-society. Shares are 

transferable .

... 21/
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The supreme authority is  the Annual General Meeting«

A meTiber-society may appoint one delegate for every $5 ,000/-  

or part thereof held in  the shares of the bank subj ect to a 

maximum of 25 delegates., An individual member holding at least 

one fu lly  paid share with the bank has one voteo

The Board of Directors consist of 16 members of whom 

15 shall be elected as followss-

(1) 9 elected from among delegates of member- 

societies;

(2) 6 elected from individual members who are 

qualified  to votei

(3) One representative of the Registrar of Co

operative Societieso

Directors shall retire  by rotation, one-third of them 

retiring  annuallyo Retiring members may be re-elected= The Board 

shall elect from among themselves annually, a Chairman and a Vice- 

Chairman »

The Bank also invites fixed  deposits» Current interest ■ 

rates on fixed  deposits ares-

3 months -  5 h  % per annum

6 months ~ 6 % per annum

12 months and over - % per annum

These rates of interest are higher than that offered by 

commercial banks in  the countryo

The Bank has also undertaken that a ll  investments of the 

bank w ill  be fu lly  secured according to sound banking principles..

The funds of the bank w ill  be invested as far as possible to the 

direct interest of the memberso

Savings account business has also been commenced» Interest 

on savings accounts is  offered at the rate of 4% per annum calculated 

on the minimum monthly balance on the f ir s t  day of the month but 

any credits received up to the including 5th of each month are treated 

as though made on the f ir s t  day of the mt....--'.h. Interest is  calculated 

half-yearly and credited on the 30th June and 31st Decembero I t  is 

not necessary for the depositor to call  at the Bank personally at 

the time of depositing or withdrawing money® This can be done through

22/



an agent or messenger though no deposit can be made and no money 

can be withdrawn from an account without the production of the 

Savings Pass-book. A depositor may make up to 6 withdrawals in 

any calendar month.

Soon after business in  a ll  branches of banking is  commenced 

at the Head O ffic e  in  Kuala Lumpur i t  is  proposed to open branches 

at various towns.

A Home Ownership Plan has been commenced to ehable individual 

members to borrow funds to purchase their own hcraes. Priority is  

given to those who jo in  first  and whose applications are recommended 

by their  Co-operative societies. Loans of not exceeding 2 /3  of the 

value of the property subject to a maximum of $45 ,000 /-  are available 

under the Home Ownership Plan at an interest of 7 ^  per annum against 

the mortgage of houses of permanent masonry structure made up of tiled  

roof and v/alls constructed of bricks and/or stone or concrete. The 

land on which the house has been erected should be freehold or lease

hold with an unexpired tenure of 60 years or more within a municipal 

or town lim it .

The bank is  a ffilia te d  to the International Co-operative 

A lliance  Banking Committee and is  also  a shareholder of the International 

Co-operative Bank Ltd . I t  is also  a member of the Co-operative Union 

of Malaysia.

Co-operative Printing  Press

The Co-operative Printing Press Society was formed in  

January 1952 by the Hon. Enche A ziz  bin  Ishak , the then Minister of 

Agriculture and Co-operatives, Malaysia to meet the printing require

ments of the co-operative societies in  the country and also to provide 

t?ie same service to members at competitive prices . The Society started 

with a membership of 32 societies and 40 individual members.

The authorised share capital is  $5 m illion  divided into

500 ,0 0 0  shares of $10/-  each.

The objects of the society are:-

a» To undertake printing  needs of co-operative 

so cieties  and co-operators;

- 2 2 .  1^3
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bp To print literature, leaflets, magazines, and 
other material on co-operative matterSo

Co To publish books, newspapers, periodicals, and 
other papers of interest to co-opertors;

do To stock and supply stationery required by 
co-operative societies and others;

eo To undertake on behalf of Government, statutory 
bodies and other organisations the printing of 
papers, documents, books and other material of 
like natureo

fo Generally to do a ll things for the furtherance 
of the cQ-operative movement»

The firs t Board of Directors appointed by the Registrar 
of Co-operative Societies vras not active and did not meet regularly=
At the annual general meeting in 1955 a new Board was elected and 
they worked in earnest to organise the construction of the workshop 
on land bought by the Society in the industrial area in Petaling 
Jaya»

A workshop v/as built in 1957 at Jalan Semangat, Petaling 
Jaya, financed by a loan of $200,000/- from the Malaysian Co-operative 
Insurance Society Ltdo Modern machines vjere installed at a cost of 
$160,000.

The workshop was o ffic ia lly  opened on 1st July 1967 by 
The Hon» Tuan Haji Mohdo Ghazali Jawi, Minister of Agriculture and 
Co-operatives, Malaysia and the Society comi'nenced businesso

The society announced that it  would give prompt and efficient 
service at the cheapest rates possible as the workshop was equipped 
with the latest and most up-to-date machines» First quality printing 
and top-speed work was assured» During the remainder of the year, 
however, the Society suffered a loss of $35,724 mainly due to lack 
of supporto The monthly turnover was only about $3,000/-o Affiliated 
societies v;ere not prepared to give fu ll support until they were sure 
tliat the printing society would be able to complete the jobs giveno 
A complete re-organisation took place after the Annual General Meeting 
on 3rd March 1968, Widespread publicity was giveno

A Stationery Department vras set up from 1st April 1968 
to supply stationery at competitive prices=

24/
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An Office Equipme’̂ -':, Department was set up from 1st r4ay 
1968 to supply a ll types of office equipment and furniture.

Turnover increased to $18,000/“ per month by July 1968 
and more machines were required to cope with the increased worko 
With a loan of S80,000 from the Co-operative Central Bank additional 
modern machines have been bought and off-set printing was commencedo

A Publishing Department has been set up from 10th December
1968 to publish books including school books..

The printing society is affiliated to the Co-operative 
Union of Malaysia,,

There is no doubt that the name of the Society w ill become 
a by-word not only in the co-operative movement but also in the whole 
printing industry of the countryo

Federation of  Co-operative Housing Societies

Co-operative housing societies throughout the country fe lt 
that tl̂ ey needed a central organisation to negotiate on behalf of 
co-operative housing societies with Government and other organisations 
regarding land, terms and conditions of loans and other matters 
affecting housing co-operativeso A federation was formed and registered 
in 1957o At present 14 housing societies are affiliated with the 
federation^ Leaders in the co-operative housing movement have fe lt 
that through a strong federation, they could achieve their objectives 
and erect houses for their memibers at the lowest possible costs, obtain 
loans at the lowest rate of interest possible and also provide expert 
technical services for the benefit of the memberso

The Federation of Co-operative Housing SocietieiS is affiliated 
to the International Co-operative Alliance as an Associate Member<, It
is  also affiliated with the Co-operative Union of Malaysia»

❖ »?!

THE CO-OPERATIVE UNION OF I4ALAYSIA

Within the exception of Rural Co—operative, Co—operatives 
in Malaya decided to fo.'rm a body that w ill bring them together and also 
help in the promotion, of co-operatives in the country. It was known as the 
co-operative Union <tf Malaya, The Co-operative Union of Malaysia, as it  
came to be known \ater is represented on the co-operative advisary Council, 
set up by the l̂ jon.. Minister for Agriculture of Co-operative, to advise on 
problems ar-î 'j_ĵ g co-operative movement o

.oo 25/ I



■Sy

- 25 -

IMPORTANCE .WD CONCLUSION

For a country like Malaysia, which is composed of a 
multi-racial population, co-operation is the best means of achieving 
good-will, harmony and understanding. Under the Second Malaysia Plan, 
Co-operatives are again expected to take advantage of the great 
opportunities offered for investment and in this direction the co
operative movement w ill continue to stride for the progress of the 
people of Malaysia although our country today enjoys one of the highest 
standards of living in Asia, we in the Co-operative movement are not 
going to be complacent and stagnate in the backwaters but we must 
push ourselves to the forefront»

So I conclude that co-operative movement is the best 
vehicle to bareness the people together and teach them that through 
their collective pov/er they can raise their standards with dignity 
and v.dthout outside influence o
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CO O PERATI’/E C R E D IT  IN  M’lL A Y S IA

INTRODUCTION

The present day Cooperative Movement is the prides of the 

leaders and members a lik e , rc^ceived the much needed support of the 

respective governments and are the ideals of economists around the 

globeo The concepts are new and progressive in  contrast to the olden 

day movements - the principles are in line with the ideals of the modern 

social structure and economic grov/tho Everyday we see and feel its 

growth, though gradual but steadily and surely, gaining strenghto In  the 

short period of its change it  has played great and important part in  the 

nations economic building , the wealth fairly  distributed , contributed a 

great deal in the nations balanced social structure and in  the proipotion 

of a just societyo

This is in d i^  different from cooperative movements of those 

days which was then only an institution  established for the benefit of 

those heavily indebted.

The Malaysian people was introduced to the cooperative movement 

-nore than 50 years in 1922 and later to Sabah and Sarawak in  the early 

f i f t ie s .

The movement faced several obstacles and setbacks in  those 

days, such as misconception, wrong attitude, lack of funds and support 

from a ll  quarters, and also the indifference of the leaders may be due 

to lack of knowledge or interest Therefore the movement v/as in  the 

backgrounds o It  was revived ig-iin after the 2nd World Xfer on a better 

and more proper footing . But is v/as only during the later part of the 

sixties  that saw the cooperative movement really making some headway 

towards improvement vjith a nev; .ideas and new zest from new blood who 

form the nucl’aes of the leader-forceo They consist of c iv il  servants, 

teachers, rural community leaders who have come to realize  the importance 

and practibility  of the movements to help solve the poverty problan, 

problems of business domination and trickeries, and their day to day 

economy, as farmers, plantation workers, self employed, fisherman and 

others„

This forward thrust resulted in  favourable achievements,,

From a survey carri^ed out by the Cooperative Department in  1970 (1972 

figures and report are s t ill  in tlie process of compiling) indicated 

avast improvement in  strengrh (number of cooperatives) functional 

aspects Reserves, share capitals , annual turnovers and surpluses. There 

are 30 d ifferent types or functions of Societies in  West Malaysia with 

a total number of memberships of 5 9 0 ,5 2 5 , The total resourses of the 

Societies is $ 4 2 8 ,1 5 8 ,4 9 8 , W ithin the next year the increase was appreci

able and shov/ed, i f  this trend continues, that in  less than a decade the 

number w ill double. At the end of 1971 5 5 2 ,6 9 7 , West Malaysians are

J2
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members of Cooperative movement with a total share capital of $212,927,667 
as compare to $183,444,227 one year agoo The total resoucers stood at 
$481,757,153o

This is indeed very rapid growth. Unlike the past, during 
that period of tine between the end of the v/ar and independance, the 
moveraent v/as at its very slow pace - was crav/ling and fighting hard for 

survivals Pre war period, the existence of a handful of Cooperative 
societies was unknown - so v<?as the v/ord 'cooperative' - a rarityo There 
were many reasons of failure„ Among others the gap between the leaders 
and the members ~ the members were from low brackei: while the leaders 
high officialso Since this was colonial time, the gap was all the more 
difficult to bridge due to the fact that these two categories of people 
were drifted apart by class - one masters and the other servants <,

The realisation of the importance of the m.ovements dame very 

late - it was sometime in the early fiftieso With a little backing and 

pushing by the Government, the participations of some intelectuals, 
devoted and dapable less-educated, the strength grew, so was recognition 
and respecto Towards the middle of the second decade of its 'revolutionary' 
period, leaders from all parts of the country, rural and urban, expressed 

the nejcessity of uniting the movement which then had the charecteristic 
of being divided into urban and rural= The proposal was initially 
expressed at the first National Cooperative Congress held in November 
1966 and became a reality at the Second Congress held in March 1971,
The ‘'National Congress therefore give birth to the idea of a sole National 
Cooperative Front for all the cooperative in Malaysia and ANGKASA Ccime 
into being, Since more than 60% of the number of societies in West 
Malaysia to-day have joined hands and came under the fold of ANGiCASA, 
it must be held undeniable true that ANGKASA must necessarily represent 

the Cooperative movement of Malaysia., It is most imperative for all 
international bodies, cooperative or otherwise, to duly cecognise 
ANGKASA from any other bodies that may claim recognition as representing 

Malaysian Cooperative Movement„

This is most suitable for Angkasa (in full Angkatan Kerjasama 

Kebangsaan Malaysia Berhad) - Malaysian National Cooperative Front - 
has among others, the follov\ring as its objectionss-

(a) to unify cooperative scxiieties in Malaysia

(b) to represent the cooyperative movement in Malaysia

(c) to give advice and assistance to its members in their . 

administration and business»

(d) to propagate the principles of cooperation and cooperative 
action.
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(e) to encourage research and study relating to metters 

concerning the cooperative movement»

(f) to provide advisory and guidance fa c ilit ie s  relating to 

matters of administration, management, accounting audit, 

winding~\ip and legal matters for the benefit of the members 

and for the cooperative movement gc-;nerally»

(g) to promote education, training and sisseminate imformation 

regarding cooperation, management and industry,

(h) to assist  the Government on its efforts to oromote the 

cooperative movement .in M alaysia,

(i)  to establish and administer special or general funds to 

promote the cooperative movement or to assist  qualified 

persons to study cooperation both in.side and outside the 

country or to pay for delegates to attend meeting, seminars, 

or courses on cooperation outside the country,

(j) to consider and look after the needs and interests o f  the 

members in  particular and of the cooperative movement in  

general,

(k) to act as the central agency for ideas about the cooperative 

movement and to submit such ideas and the ideas of the 

cooperative movement to the relevant authorities»

These objcictives are aimed towards gearing the cooperative 

movements taking part fu lly  in governments' new €x:onomic policy , under 

which, more nev; scopes are opened up for more vigorous and active parti

cipation  by cooperative movement, competing in every respesct with private 

sectorso This is indeed a departure from the pasto The government has 

realised that there is trie i.irgency to restructure the economy of the 

country by some dynamic infra structure in  order to accelarate the economic 

development and help eradicate e'conomic imbalance by redistributing 

the opportunities maximum bcjnefit for maximum number of people,. Therefore 

since cooperative movement is a movement of the people, it  should be 

actively  generated because it  is  n potent source for the success of 
economic developmento

The movement ansv/ered this great challenge and are already actively 

in  business ventures, industrial undertakings, credit and banking, 

insurance, transport, consumer wholesale, housing, printing , supplies 

marketing »

There are now 38 d ifferent types of cooperative societies

o„„/4-
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undertaking ventures in the cii3o\'e which can be classificod as follows;
(a) Primairy Level - mainly cooperatives undertaking thrift

and credit in urban and ri.ir/il areas, invest
ment, processing (mainly rice-milling) 
liousinq, consumers schools and lately multi
purpose,,

(b) Secondry Level ■■ mainly cooperati -es undertaking ccedit/
banking, insurance, transport, regional 

banking unions, consumer, v/nolesale,
’nousing, pringing, fertiliser supplies, 
fishermen, cooperative unionso

(c) National Level - ANGKASA- Angkatan Kerjasama Kebangsaan

Malaysia ^erhad or the National Cooperative 

Front of Malaysia and several funtional or 
regional (compoment states) unionso

The cooperative movement in Malaysia was achived considerable 
succes in the ventures like banking, insurance and others» Doubts cast on . 
its ability and capability to gorge ahead with even greater degress of 

seccess in ventures to be undertaken would be unnecessary»

The objectives ara also very much in line v/ith Governments new 
economic policy to mobilise domestic resoi.irses and greater parti.cipation 
of people espedially the indigenous people in trade and industry, thus 

avoiding the chances of great number of apportunities falling into the 
hands of a very limited few people and would certainly perpetuate 
profiteering especially in rural areas»

The cooperative movement in Malaysia ia playing important rule 

in the economic development of the country by actively participating 

in trade and industry, though tlie ra.imber of industrial cooperatives is 
still negligible due to some problems such as finance and lack of 
managerial expertise and technical know-how. There are 12 industrial 
cooperatives with a membership of 1.2,901 and a share capital of S i ,581,503 
as at December, 1970„ Though small, it has made an impact by successfully 

launchin^j and operating icefactories, in addition to pade-processingo It  

has also successfully ventured into joint-venture v;ith State Economic 

Development Vorporations and the private S'ector in establishing insec
ticide factory, ice-plants fish-meal plant and timber processing 
business,

Active consideration and planning is und :rway for more industrial 

cooperatives and promotion and development of small and medium size 

industrial firms., Angkasa ia playing active part in this respecto The 
cooperatives have over $400 millions which could be mobilized for 

these ventureso Many small enterprise are troubled by financial problem 

and some of this money may be usefxilly employed to help solve their problems.

1 6 3
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Though there is much raore can be done, a start has been made 
in the riqht directiono Lack of technical K-now~-how is no harriero There 
are many ways of solving this problem» Government is giving every en
couragement for cooperatives to industrJ.aliseo

Cooperatives - in Asia as yet do not play an important role in 
industries with a few exceptions like Japan and Indiao

Multi-purpose Societies

Multi-purpose cooperatives are expected to go into industrial 
ventures soono At present the 462 multi-purpose cooperative are accu
mulating capital which at present amount to $5,915,539 (1971) with a mem
bership of 114,299. This group has a resources of $23,764,797o

Progress of Formation of Multipurpose Society

1969 1970 1971

No. of Societies 243 333 462

Membership 52,368 71,328 114,299 ind

22 soc o

Share Capital 3,255,705 4,737,299 5,915,639

Total resources 10,572,057 16,539,676 23,764,797

The idea of multi-purpose cooperatives was first identified 

in .the middle fifties as a projection of the link-up system of credit, 

marketing and consumer activities in each cooperativeo The first 
multi-purpose societies were established in 1966 either by conversion 
of rice-miliing or rural credit cooperatives or by fresh registration 

especially in newly-developed areas. The acceptance of the people 

towards the intergrated approach in cooperatives through the multi
purpose was very noticeable, and thus geared tov/ards the formation;-

(i) Multi-purpose Kocieties in rviral areas with all the 

intergrated functions of credit, processing, marketing 
and consumers’ supplies, '^he process involves the 

liquidation and amalgamation of single-purpose societies;

(ii) Multi-purpose societies with two or more functions in 
urban areas in cases where aingle-purpose societies have 

the means and resources for further expansion;

( i i i )  Single-purpose societies with one objt3ctive and service 

in  irural areas and in  areas or situations where other 

agencies cannot provide such services, e .g .  rural 

transport, industrial projects, weekly fa ir s ;

o. o/6-
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(iv) Single-piirpose srx:ieties in  urban areas for providing 

services such as housinq, insurance, printing, consumers' 

supplies and auto-v/orirs o

The areas of operations of each cooperative were also extended 

to a number of villages or "mukims" so that more farmers and rural dwellers 

could be servicedo By and large these scx:ieties had concentrated on 

rice-milling and marketing, credit and agricultural supplies and lately 

on soncumer activitieso  The multi-purpose cooperatives have been found to 

be the most suitable form for servicing the needs of the farmer-members 

and agriculturists and hence the heartening growths

As stated earlie r , the multi-purpose concept has been accepted 

by cooperators in  the rural areas and could easily form a basic unit for 

implementing development programmes in any gazetted development areas. From 

a Movement that had at its  mainstay on credit, the swini is novj towards 

the multi-purpose cooperatives and a pertaining recommendation of the 

Survey by the Department of Cooperative Development, 1970 was that the 

Movement w ill be geared towards the formation of multi-purpose societieso 

The multi-purpose idea is also to embody the vertical integration of 

the functions or activ ities  of the cooperatives so that the members need 

can be serviced as much as possible through a single cooperative of the 

members choice» The multi-purpose concept has also been identified  as 

suitable and can be applied with modification to the thrift  and credit 

cooperatives in  the urban areas, v;hich in  the past had been identified  

as single purpose cooperatives» t'Jhat v/ould hold good for agriculturists 

would also be good for salaried workers either in  the government, private 

sector and three in  other places of employments As a general ru le , thrift  

and credit cooperatives in  iirban areas may now implement additional objects 

such housing and consumer services and subsequently set aside from the 

general funds of the cooperativ>::s monies for achieving the subsidiary 

objects of housing and consumptiono

I t  w ill be noted that multi-purpose or multi-functional 

cooperatives in  Malaysia as outlined above w ill form along with some 

specialised  societies , the basic units through which basic services 

v.'ill be channelled for the good of the farmers, v/erkers or generally, 

the cooperators. They w ill also assist  in  the development programmes 

of the country, in  such fields as industrial and agro-based undertakings 

and serv ices . These more viable cooperatives w ill assist  in  programmes 

which are designed for hj.gher producti’/ity  and production in  the countryo

There s t il l  remain a few pressing problems for the Movement; 

basically  on the structure. Further rationalisation  w ill have to be 

undertaken so that the smaller societies (whose members can s t i l l  be 

serviced othervyise) w ill have to amalgamate or fuse themselves to 

stronger nucleus societies , so that they are stronger, better managed and 

better service providers. At the higher level, further rationalisation
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will havi:.' to I'M undertaken so that the business activities and the 

"Union" activities in eeich cooperative will te determined properly; 
and this process has' now been started by ANGKASAo

Progress of CoopGrative Movancmts

The fi'gures appended below are indic'itions of the progress 
of thfi movement in the past three years o

1 6
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No o of S o c ieties  

Membership 

Share Capital

2,717 

558,926

1970

2,598

590,525

1971

2,505 

652,597

5171,116,917 $183,444,277 $481,757,153

Notable achievements v/ere made in the activities of building 
banking and loans, insurance, land finance, land development, padi 
marketing, fisheries, industrial and activities of the multi--purpose 
cooperative societieso Details of some of the performances are given 
below;

Progress of Cooperative People Bank

1969 1970 1971

Individual Members 583 1,151 6,559

S oc iety-membcrs 454 B24 912

Shares $2 million S3 million $5o4 million

Deposits $2 million $8 million $13 million

Progress of Cooper;ative Central Bank

' 1969 1970 19J71

Individual Meiubf;rs 1,105 1,423 4,378

Soc i ety-members 102 103 103

Shares $2o2 million S2o3 milliom $3o6 million

Deposits $4o3 mi. 1 lion i>5 million $7o3 million
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Progress cf Cooperative Marketing 

1959 1_970 1971

Piculs 5 Piculs t. Piculs $

1 .  Padi 1 , 1 « , 3 5 7  1 8 ,2 93 ,872  1 ,4 6 2 ,3 7 5  20 ,7 8 1 .5 5 9

1,'247,446 19,477,355

2o Fish 479,000 11,726,094 741,250 18,470,298
591,130 15,144,001

CoqpartiVe J-n tie Contoxt_ of Stacond Malaysia Plan

The ■'̂ Gcond ‘'‘-'̂ la'̂ Gia Fi^/e Year Developaent Plan covering 1971 - 

1 9 7 5 , directed to facilitate achievement of ''ational Unity which is 
the Nev/ Economic E’olicy - j„s t?io reduction and eradication of pov^irty and 

restructuinj Malaysian “̂ ociety to correct economic i-ibalance. This 
necessitates the follov.'ing line of actions;-

(i) The laodernisahion of rtural life

(ii) Tl'io creation of a Malay coiruTiercj.al and industrial 

cotnmunity in all categories and at all levels of operation

(13.1) The rapid and balanced growth of urban activities»

Basis of Expension

16?
~8~

In this context the basis for expansion of the cooperative 
movement is of course the geneiral proper.i ty of the country» Cooperative 

expansion will in turn increase prosperity by means of investments of 

capital savingo Thus coop«-:ratives not only thrive in an atmosphere of' 
increasing prosperity, but also provide bhe necessary facility for saving 
surpluses o '■'̂ ith the projected annual growth of per capital income during 

1971-1975 period at 3o7';i, plus an increasing awareness in the j.mportance of 
savin■; and investmentthe avera je annual, growth of investment in the same, 

period is nrolected at 7 Inducement such as exemption from incometax 

and oth ;r privileges and provision of ff-.cilities such as assistance 
from the Government, P.RTNSD, etc o will help augment the inv.estment

figure in coopera-'-i/es by about 10%. Project:!...3ns far cooperative expansion 
target wil.l thor;iifC)re be based on this f iiiureo

^ T ORIAI, V)EV]:]LOPME>?T TARGETS

C^rediJ:

Apart from the usual j.ncrease in societies' own share capital



cooperativ-'. credit  sources w ill l>e qreatly augmented by deposits from 

members and non-manbers especially in  th-a two cooperative banks»

Proj acted figures for expansion are at Appendix ”A.". For 1971, the pro
jected fifuire was r.x:: xlc’d by $12 o5 mo -; this is the inoGt unexp<:cted 
proaress achiavod.

Procesninq

Cooperative proce.islng has so far been limited to padi -millinqo 

Expansion targets ciro as follows

1971 1972 1973 1975 Accu  ailated Total

New larqe

rice- lill 3 2 2 - - 7

Replasouient

and/or

renovation

or old rrdlls 4^0 20 20 - - 478

O f  late , urban societies like  the Bank Kerjasama and Gabont^usaha have 

established liaison  v/ith ri.ce-milling cocienties for the purpose of busi

ness expansion..

Markctxnj

The proposed targets are as follows;-

168
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Corff'iodi'b/ of Cooperati ,-e 'larket:'.nq Participa tion

197_1 19̂ 2 19_73 1 9 J± 1975

1) Padi 2M pic 2.5M pic 3M pic 3,5M pic 4M nic

2) Fish .o5I'" pic 1«2?1 pic lo 4 M  : dc lo 6 M  pic lo O n  pic

3) Pineapple «3M pic o4M pic oSM pic o8M pic IM pic

4 ) Rubber =3M pic »4M pic o5M Die o6M pic o7I4 pic

The setting up of t h : largo rice--mij,ls at P asir  Hor and Kadok 

(Kelantan) in  1 9 1 2 ,  and at Seberan:/Per-'k and Best in  1973 , w ill help 

increase cooperative padi marketing capacity by about 25?' annually»
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It is hoped th/it fishing C'.'iopojr-itives v/ill be ab].e ho etilaroe and 
increase i''j.eir activities with the establishment of the Fishivries Coope
ration and the Fish Marketinq Board«

In pi:ieapple marketin'', the estahlishment of a now pineapple 
cannery by Governinen+; is e:cpected to help increase the role of the 
Cooperatives Pineaprl.'^ MaHcating Socjietieso

Consumers' supplies

Complying vri.th the latest directive from thcs I honourable 

the Prime Minister, cooperatJ.vos are now to ent-ar adtively into the field 
of supplying consumer ',‘oods, particularly in the rural areas« The new 

policy vjill he the es^abl’lshment of ^o lesals  l^istribution Centres in the 
major toivns and th=.; formaticri of a chain of af:^i’itei retail stores in 

the surroundina uistrictT and ’-zarnpoags <. In addition to s ’.pnlying their 

own retail storr.s, these VJholesale Distribution Centres will also supply all 

the Bumiputra stores in t':it;ir ovri respective areas« The plan for develop- 
laent wi 1 be 'iomev/hat on th;' lines adopted hy Gabongusaha in P'-rako The 

table b:-;lou indicate targets for the nest 5 yaaris;-

Type/Sstabllshment 1971 1972. .1973 1974 lJ/75

Wliolesale '->is tribu -
tion Centres 1 1 1 1 4 '

Retail Stores 197 +20 +26 +25 +25 293

For i.raplementinrT th;.i c'-operative consumer proja':t, it is hoped

be obtainable from MATt\, Bank Kerjasama, Cooperative Central Bank and
Bank Pertanian, Trainin-: of p'-rsonnel will recruire contast ivith and 

cooperation of .insti.tuti ,ns vjithin the country'’ rmd abroad* A close 
link-up betv.'e the urban and consv^ner si-x:ientit-s wj.ll act as a shrengthening 

force to both sectors by means of which each s;:;-c'.or can offer services 

to as v;ell as obtaj.n assistance from tht̂  other = The whole project may 

take several, years to irnpl'-inent a - t o t a l  financial requircanents 
for t’-ie 2nd Mala;'sia Plan p-riod is est-’jaated at $10 nilliano

Transgort

No new transport societies are to be formed, but the existing 
s(x:ieties can escpand their '̂ '^usinnss if  it is v/itJiin t’leir means to do soo 

The objective :‘,s to consoloi’rri;e the nosition -)f our Cooperativeo Transport 
Societies in order that thciy may bo ableto v/ithstand the competition 

from priva'-.c commersial transpor'’" se’t'vices. ^Ixpansion nlan for transport 

activities must be preceded by thorough feasibility studies, including 
practical proposals for raising the necessary funds and apnointing the 
required qualified personnel.

1 6 8
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Development plans for cooperative transport activities should 

be on State-Wide b a s is . The latest progress achieved in  the fie ld  of 

transport is the registration of a nation-wide houlage cooperative 

society based in  Kota % a r u ,  Kelantan. I t  w ill be operating 2 lorries in  

December 1972, and another one in  January, 1973» Its  target is  to operate 

10 lorries in  West Malaysiao

170
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Housing

As at 31ol2ol971 our housing societies have erected 6,119 units 

of dwelling houses for their members, valued at $200,480 ,357»  In  addition, 

several urban societies have also granted loans to their members specifically  

for the purpose of purchasing or building their own houses.. The new concept 

is  to encourage lov/-cost housing schemes which build houses costing between 

$5 ,000 /-  to $10 ,000 /-  per house. These schemes are to be located at the 

outskirts of major towns, the smaller towns and villages and even kampongs. 

This is  a deliberate attempt at diverting attention to the rural or semi- 

rural areas and avoiding undue concentration in  major urban areas . Housing 

projects should not necessarily mean schemes for building large number of 

houses but should incorporate the need to have schemes for small number 

of houses at cheaper rates or costso

Expansion Rate of Unite of Houses 

1971 1972 1973 1974 1975

6,199 7,200 8,640 10,260 12,320

Industrial/Commercial

Cooperative industrial ventures w ill in  many instances be 

joint-ventures with the private sector. Most of the projects proposed 

to be set-up during the 2nd Malaysia Plan period have been undertaken 

according to schedule.

Industrial/Comraersial projects s t ill  to be implemented in clu de ;-

(i )  Pulp and Paper fetory - a joint-venture proposal;

( i i )  Desiccatedcconut factory - a joint-venture undertaking;

( i i i )  Expansion of the business of the Cooperative Printing 

Press ^ocienty into supplying of exercise boofcs, text 

books, and other school re q u is ites ;

(iv ) Tailoring and laundering of school uniforms;

(v) Autoworks - a subsidiary of M CIS;

(v i) Petrol and service stations .

,./12-



There are other industrial/commersial projects planned for 

implementation by cooperatives» .^here is  no doubt th'it they can be un

dertaken successfully as the Cooperative Movement has the means and the 

resources to do so .

The Concept of Multiple ^unctions

A good example of the implementation of the concept of 

multiple functions and joint-venture is illustrated by the Taiping 

Government Servants Cooperative Th rift  & Loan ^ociety which has estab

lished a jpint-venture business with MCIS dealing in the supply of 

electrical goods to members on hire-purchase terms»

Edijcation and Training

In  the fie ld  of education and training, iN/e h<ave been fortunate 

to have the services of foreign experts to make up for the inadequate 

training fa c ilit ie s  at our d isp osal» In  1971 and 1972 the Institure  

for International Partnership Bonn, Germany, has been assisting us by 

undertaking to train  34 cooperators in  Germany in  the subject of Credit 

Marketing and Consumerso The Institure  also sent as expert to lecture 

on Cooperative La;vs in  1972, "̂’rom 17ol =1972 to 29<>1=1972, we were 

honoured by three experts from Sweden and one from Singapore who 

lectured at the Seminar on Consumer Cooperation that took place at the 

Cooperative C o lleg e» As a follow-up, 4 Cooperators (including a 

Departmental O fficer) v/ere sent to Stockholm Folk High School to attend 

an advanced seminar on the subject of consumer cooperatives#

Capital Flow

It  is  the intention to encourage urban cooperatives with strong 

financial balances to invest their  money in  rural projects by financing or 

going joint-venture with rural cooperatives in  establishing agro-based 

industrial/comi'aercial ventures o The extension of loans by urban-based 

cooperatives to rural societies has been successfully undertaken and 

is  gaining momentum<. Joint-venture projects wherein financial resources of 

urban cooperatives have been launched., eog., ice- factories, timber-pro

cessing business , fish-meal p la n ts , and the latest development is  estab

lish ing  cooperative consumer chainstores®

Co-ordinating the Efforts of Agencies

Clearly  a firm conviction prevails amongst a ll  concerned, ioe» 

farmers as well as O ffic e rs , tliat there is  a strong and immediate need 

to coordinate the efforts of a ll  participating agencies serving the far

mers, particularly  in  the rural a r e a s ,,a s  the impact on the development 

of the farmers and their production and investment retiorns has not been 

much fe lt  by the farmers themselveso

171
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The government is  fu lly  aware of the situation and views i t  very 

seriously, and therefore has resolved that a new organisation which 

would permit the active participation by the farmers themselves in  

the promotion of their own welfare must be established= This new 

body would be backed and supported by an Authority that would be 

responsible not only for coordinating the efforts of all agencies but 

also for providing guidance and assistance. I f  and when this mate

r ia l is e s , and i t  is  expected to in  the very near future, the develop

ment of the naral agricultural sector could be assured, and the ob

jectives of the 2nd Malaysia Plan would be achieved-

And therefore by the able guidance of Angkasa, the Malaysia National 

Cooperative from, and the cooperatives of the Department of Malaysia 

and of the States and other government, and Malaysia Cooperatives, i t  

is  hoped and expected the Malaysia Cooperative Movements would be in  

line  of Shides with the cooperative movements in  other well developed 

and advancer cotintries in  The region as well as in  the world«
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i  *’/  A
Background *

The Himalayan Kingdom of Nepal with an approximate area of 5 6 ,0 0 0  square

miles, and population of 11 ,3  m illions is situated between the two large countries

China on the north and India  on the south.

Nepal is predominantly an agricultural country. Agriculture is a source

of livelihood for about 90% of the total population. 65% of the national income ' 

is derived from agriculture. Nearly 75% of the total export consists of 

agricultural products like rice, Jute, sugar cane, tobacco and oil seeds etc.

So , agriculture reoccupies a .’tey place in the economy of the country. Nepalese 

agriculture is however structurally characterised by high man-land ratio , 

traditional techniques of production, inadequate irrigation fa c il it ie s , poor 

means of transport and communication, lack of capital, absence of an organized 

marketing system.

Productivity can be raised by the application of improved techniques 

and productive investments. Agricultural production depends to a great extent 

on the willingness and capacity of the farmers to make investments. Mere 

w illingness on the part of the farmers in the absence of the capacity to invest qr 

the only capacity to invest unless backed by the willingness of the farmers cannot 

result in higher productivity. Defective land tenure had been a major chronic 

problem in the economic and social l ife  of Nepal. Land Reform Programmes have, 

therefore, been implemented in the country.

Conditions before institutional credit

Farmers in Nepal, they say, are born in debt, brought up in debt and 

die in debt. They need loans to buy supplies, tools and other equipments, to meet 

other expenses required for production, to pay rent and wages to improve and add' 

to the farm and to support their fam ilies . In the absence of lending institutions 

individual money-lenders and merchants were the only sources of credit to them .. 

These sources were no better than practicies to exploit them m ercilessly.

The recoupment period would not be generally fixed . No document of the exact amount 

transacted in the form of loans remained with the borrowers majority of whom we:pp 

illite rate  and ignorant, A.s a matter of fact, forgery was committed against 

them. More often, land offered as a collataral security would go into the hand^ 

of the money-lenders. An exhorbitantly high rate of interest further worsened - 

the situation . The money lenders were not interested to collect interest in tiipp. 

Thus the interest that went up to 100% was added to the principal and go accumuiijted, 

for years. The borrowers were ultimately compelled to surrender the ir  land to the 

credito rs . Moreover, the borrowers and other members of their families had to 

work for their landlords. Again they were forced to sell their produce to the ’ 

creditors at prices lower than those prevailing in the market. Under these 

circumstances, the farmers were bound to sink in debt for ever.

Starting  of the Cooperative Movement

The concept of cooperation is not new to Nepal. Institutions popularly 

called Dharma-Bhakares (literally  meaning religious stores) bu ilt  up by donations 

from farmers in particular villages have been practiced from times immemorial. 

Donations are made according to the financial conditions of the v illagers . Funclp 

thus created are designed to help v illage  farmers in events of drought, floods or 

other natural calam ities. Supervision is provided either by the headman of th< 

v illage  or by a council unanimously formed by v illagers . The amount is  loaned



in cash and the rate of interest varies from 10% to 30%. The repayment of 

loans and the interest charged there on go to the store. The recoupment period 

is generally the next harvest of the crop. The Dharma Bhakari is a 'k ind  of 

grain bank. It  is s t ill  in practice in some v illages . The 'Dhikuri' is another 

traditional form of institution to provide credit. It  is a kind of cash-bank.

25 to 30 persons combine to establish a 'Dhikuri' for some specific purposes 

and contribute certain amount each to that common fund. The amount to be 

contributed varies from person to persc*i. The sponsor-members make certain 

rules for the operation of Dhikuri. The main organizer is given the fac ility  of 

paying lower interest of 37o to 57o whereas other members are required to pay 10% 

to 15% as interest for the amounts borrowed from the fund.

However, these practices are different from a cooperative society.

As a matter of fa c t , th«^ cooperative movement along the modern lines is of recent 

origin in Nepal. It  was only after achieving democracy in 1951 that the signi

ficance of cooperatives for economic development was realised . In  order to 

introduce cooperation, a separate Department of Cooperatives was established in*

1953 . Dearth of trained personnel, absence of a law for cooperatives and lack 

of an institution to finance them were some of the principal problems faced by the 

Department at the in itia l  stage. ■

A Multi-Purpose P ilot  Project for the development of the Rapti valley 

was started in 1954 . This project aimed at bringing fallow land under cultivation , 

resettling the flood-striken and landless people coming from different parts of; 

the country and at increasing agricultural production so as to provide them witl^ 

a profitable source of income. It  was decided to provide the needed agricultural 

credit through cooperative so cieties . An esecutive order authorising the 

organisation of cooperatives was issued by His Majesty 's  Government in 1956.

Then a nxamber of cooperative credit societies with unlimited lia b ility  were 

organised in the Rapti valley . The cooperative movement was thus initiated with 

organisation of credit cooperatives in Nepal, Along with credit cooperatives 

some other types of cooperative societies were formed in due course. Then the 

first  cooperative societies Act was passed in 1959, The Act provided for the 

registration of the primary and secondary societies as w ell.

Financing farmers through cooperatives

Development of a system for institutional farm credit as an 

effective  measure to tackle the problem of rural indebtedness was one of the 

pressing needs of our economy. While taking this into consideration, the 

su ita b ility  and supremacy of the cooperative form for the purpose came out 

without questions. As there was no agency at the national level to finance 

cooperatives, the procedure for financing them directly by the Govt, was 

adopted in the early days of the Cooperative Movement. This system was primarij-y 

designed to finance farmers through cooperatives. A sura was earmarked in the GqVt. 

budget. This amount was alloted to the Cooperative Department for loans to 

cooperatives. A Block Development O ffic er  was authorised to sanction loans uptq 

R s .1 5 ,0 0 0 /-  to a cooperative society. For the first  time a distinction was madg 

between the short and medium term loans. In  due course, to avoid delays in the 

sanction of money for loans to cooperatives and to save it from being lapsed at 

the end of the financial year, a Cooperative Development Fund was created to

provide credit for fac ilitatin g  the working of cooperatives. Out of this fund,

loans were made available only for agricultural production. Cooperative credit 

and marketing unions with primary cooperativws as members thereof were organises!

in some of the d istr ic ts . Loans from the Cooperative Development Fund at an

interest of 2% were provided to these unions which financed their member-cooper^tives 

at 4% interest . The primary cooperatives charged 10% as interest on loans 

advanced to members. The members were required to sell their produce through tfje 

unions. I t  was thus sought to link credit with marketing. Before the organisation 

of the Cooperative Bank, cooperative societies were given loans upto Rs ,4 1 ,0 8 ,23 3 /-  

out of which a sum of R s .1 6 ,3 1 ,3 5 1 /-  has been recovered and the rest is now in 

the process of realization .
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Establishment of a bank to finance cooneratives

a central financing agency for cooperative societies was considered 

necessary, a cooperative bank was established in 1963 under the : ooperative bank 

Act of N epal. The following table points out to the activities of the cooperative 
Bank .

F inancial years 1963-64 to the middle of 1968-69 R s .in  *000

1 . Loans disbursed 14 ,676

2 . Collections made 8 ,499

3 .  Loans outstanding 6 ,177

The cooperative Bank provided credit to cooneratives only. Those 

out of the cooperative fold could not got any service from there. To widen its 

scope and a c tiv ities , that bank, was converted into the Agricultural Development. 

Bank in 1968. The Agricultural Development Bank is so designed as to meet the 

overall credit needs of agriculture and agro-based industries on the one hand 

and to mobilise and u tilise  savings at the national level on the other. It  has 

an authorised capital of R s .5 0  millions of which 51% is subscribed by the 

Government and the rest by cooperative societies, the Nepal Rastra Bank and others, 

The main functions of the bank are to provide short medium and long-term credit 

to farmers, cooperatives and other corporate bodies engaged in the task of 

agricultural development. Thus in addition to production, the bank ettends credit 

for the development of horticulture, fish eries , poultry farming, dairy piggery 

and bee-keeping,etc. The activities of the Agricultural Development Bank can be 

viewed from the following table :

F iscal years 1968-69 to 1971-72 R s . in ’ OOP

1 . Total loan disbursements 129 ,598

a . Cooperatives 65 ,713

b . Individuals 48 ,850

c . Other corporate bodies 15 ,035

2 .  Total loan collections 60 ,888

a . Cooperatives 43 ,317

b . Individuals 12 ,300

c . Other corporate bodies 5 ,271

3 .  Total loans outstanding 68 ,710

a . Cooperatives 22 ,396

b . Individuals 3 6 ,5 5 0

c . Other corporate bodies 9 ,764

Ccanpulsory savings scheme &. Land Reform Savings Corporation

The origin of the scheme for compuls®ry savings has a direct relationship 

with the land reform measures introduced in N epal, The provision for compulsory 

savings was made after an experience with voluntary savings. The main impetus 

came from the working of a Multi-purpose cooperative society in a v illage  called 

Budhaware in eastern N epal. It  showed that the credit need of a one village  

Panchayat under the Land Reform Programme was not less than R s ,500 ,000  (half 

m illio n ). I f  all the 4 0 ,000  village Panchayats were covered in afew years, it 

was too d iffic u lt  to find financial resources required on that large scale .
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: Hitherto local resources had financed agriculture and the obvious answer 

was to fa ll  back on them. So there emerged a scheme for compulsory savings.

Under this scheme, savings are collected from landowners, owner-cultivators 

and tenants in cash or kind at fixed r'Jtes under legal provisions, ^  village 

Panchayat is divided into nine ward-committees to collect savings and loans 

intercepted under the law. The savings so deposited with ward committees are 

to be refunded in five years with an interest of 5%. The savings collected by 

ward-committees are to be deposited with the village-committees formed at the 

village Panchayat level. The main aim of this scheme is to generate, mobilise 

and accumulate internal resources for financing agriculture. It  has also helped 

in the development of the_habit of thrift and savings. In the in itia l  stage, 

Cooperative Inspectors and Sub-Inspectors were deputed to help the ward-committees 

in the collection of savings and maintenance of books of accounts for the same. 

From savings so collected, credit is advanced to farmers at an interest of 10% 

Rules passed under the Lands Act, 1964 provided for the farmers to buy the shares 

of cooperative societies out of savings deposited by them under the compulsory 

savings scheme. In 1967, savings so c o lt  cted were transferred into the shares 

of cooperative societies on an experimental basis in a district called Bhaktapur.

With a view to channelising thefunds acquired under the compulsory 

savings scheme for production, the Land Reform Savings Corporation was set up 

in 1966, The savings remaining with the ward-committees or the village-committees 

were deposited with the savings corporation which also stoud as a banker to them. 

The Corporation granted someloans to cooperatives as w ell. The following is the 

statement of the activities  of the savings corporation t il l  1972-73.

R s . in *000

1 .

X t i

Loan disbursements 123 ,790

a) Cooperatives 2 ,058

b) V illage  conrniittecs 27 ,002

c)Other institutions 77 ,494

d) Individuals 4 ,823

e) Other investments 12 ,413

Loan collections 5 9 ,1 4 4

Loans outstanding 6 4 ,6 4 6

New Programmes for Cooperatives

There is a partyless Panchayat System of democracy in Nepal. T h is  

system is directed towards class-coordination. The cooperative system of economy 

as a method for bringing about revolutionary changes in the existing* structure 

in order to establish a Just society free from exploitation and conf.lict has been 

given an important place . Panchayats and cooperatives are looked upon as complemen= 

tary and supplementary to one another. The significance of cooperatives for 

rural reconstruction has been so greatly emphasised in 'Back to the vJ-llage' - 

a national campaign granted by our late King Mahendra. This has proviiied a new 

horizon for the promotion of cooperatives.

H is  M a jesty 's  Government have, therefore, taken some practical stejjps 

towards the development of cooperatives. In  fact , the cooperative movenpent of 

Nepal has assumed new dimensions. In  view of our geographical facts limJ-ted 

resources and on the basis of our past experience, some new policy and pr"ogrammes 

have been approved which seek to mould cooperative societies on such realiistic  

lines as to make it more e ffic ien t , u se fu l , effective and responsive to th'Q needs 

of the rural population. The programme has laid down certain conditions arrid attri

butes that essentially  intend to revitalise  cooperatives in such a way that they 

may become economically viable .



The new programmes do not aspire to cooperativise all parts of the 

country and all our economic activities at one andthe same time, CriteriaKs 

have been considered for the selection of places. Agricultural sector is given 

prio rity . Multi-purpose aooperatives are deemed more suited to rural needs.

The societies have to concentrate more on services required for farm - operations. 

Prescribed books of accounts have to be properly maintained and periodically 

audited. The area of operation and membership of a cooperative society is 

required to be so large as to make it a stronger u n it . Societies if after audits 

found unable to evist have to be liquidated gradually. Efforts are directed 

towards enabling the newly amalgamated, reorganised or organised societies to 

intensify and specialise In services to those brough within their fo ld .

F a c ilit ie s  are to be provided to them adequately and in time but strict supervision 

has to be exercised on the u tilisatio n  thereof.

Einphasis is laid on efficiency in themanagement of cooperatives.

For the first  few years, the task of management of the newly reorganised cooperatives

in districts with intensive agricultural development activities has been assigned 

tcvthe Agricultural Development Bank which is a financing agency for them at the 

national level. Trained managers deputed in societies are required to provide

and create leadership in the management of the affa irs  therein. Thus, a

management oriented society has to approach with a package of integrated services 

ie .  agricultural finance, other farm inputs - improved seeds, fertilizers  and 

insecticides, extension advice and marketing fa c ilitie s  to farmers. These are, 

in short, some of the features of the new policy and programmes for the development 

of cooperatives in Nepal which are so designed as to make societies capable of 

surviving and providing services to the people gracefully and successfully.

Under the new programmes, there are 158 cooperatives in 38 districts so fa r .

A glimpse of the activ ities  of these cooperatives regarding agricultural credit 

may be obtained from the figures noted balow. Besides, there are some agro- 

based industrial cooperatives, weavers’ - cooperatives, consumers’ ’ cooperative 

stores. Cooperative Transport, and Cooperative Health S e rv ic e s ,e tc . working 

well in different parts of the country.

Agricultural Credit activities of the supervised cooperatives

F ig . 1970-71 1971-72 1972-73

1 .  Number of societies 101 152 158

2 .  Loans borrowed by societies R s . 3 5 ,76 ,265 /-  63 ,00 ,722 /-  30 ,78 ,695 /-

3 .  Loans advanced 'to members 24 ,76 ,132 /-  42 ,87 ,260 /-  20 ,51 ,659 /-

4 .  Loans realised from members 8 ,3 8 ,6 31 /-  10 ,80 ,960 /-  1 ,87 ,772 /-

5 . Loans repaid 17 ,82 ,941 /-  19 ,93 ,822 /-  10,59,423/^^

An Agricultural Marketing Corporation entrusted with tine tasks of 

procuring supplies and marketing surplus produce has been es»tablished at the 

national level. In order to avoid duplication with regard t o  extending loans 

to farmers, it has been decided toaimerge the Land Reform Sav.ing Corporation with 

Agricultural Development Bank. Of course, they are already Sin the process of 

amalgamation which has to be completed within a few months. Thus in the fie ld  of 

cred it , a single agency approach has come into e ffe c t . At t h e  national level. 

Agricultural Development Bank w ill be the only agency responsU-ble to finance 

agriculture. At the grass-root level, a cooperative society ils envisaged as the 

sole agency for financing farm-operations. However, in some p ,laces , village 

committees w ill  continue to serve as pre-cooperative credit in stitu tio n s  t il l  

they are not covered by cooperatives under a time-bound prograimjne.

i7i
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Indeed in the context of a gracious call by our beloved King now for 

united , concerted and coordinated endeavours towards unleashing the forcess 

of development in the country, cooperatives have a greater role to play in our 

rural economy.

Thank you *
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The Cooperative movement was introduced in Indo-Pak Sub-continent 

at the advent of the 20th century to solve the problem of rural indebtedness.

The Cooperative Societies \ct of 1904, therefore, nrovided for organisation 

of primary credit societies only. The provisions of the ^ct were inadequate 

to meet the growing needs of the movement as it did not cover societies other 

than the credit ones and did not envisage a super-structure to strengthen 

prim aries. The Cooperative Societies Act 1912 was, therefore, passed to 

fac ilitate  the organisation of all types of societies and contral organisations. 

The new Act gave impetus to the growth of cooperative credit movement and 

enabled primary societies to federate into central cooperative banks which 

in turn federated at the provincial level into apex banks.

The change-over from subsistence cultivation to market-farming 

in early 3 0 's necessitated organisation of the marketing societies in towns.

The marketing societies, confined their activities to the disposal of produce 

on commission without gradation, storage or processing. The small farmer 

found it uneconomical and inconvenient to take his  small marketable surplus 

to the market and would rather sell to the local shop-keeper who manipulated 

rates and misused his monopolistic position in many ways. The cooperative 

shops did help the medium type of advanced farmers who commanded the holding 

power and marketable surplus. The big farmer could dictate terms to the 

processor and the merchant because of his strong bargaining position and sold 

his produce generally ex-farm to the factory owner or Government.

As commission business involved litt le  risk and managerial technique, 

the marketing cooperatives could not build up managerial skill and remained 

financially  week due to their meagre income from commission.

In late 5 0 's , societies were organised at union council level (4-5 villages) 

for supplying chemical fe r t il ize r , insecticides, improved seeds and modern 

implements at the door-step of the farmer. Like credit societies, the service 

societies organised Unions at m arket/tehsil level which in turn were a ffiliated  

to the provincial federation known as Rural Supply Cooperative Corporation.

The 'service  societies ' as the nomenclature indicates, were organised for 

service to the farmers and lacked business acumen. These societies like their 

counterparts in credit and marketing fields  proved deficient in capital formation 

and could not develop the required managerial s k i l l .

Introduction 181



lb ^2

Inspite of quite a long history with a diversified structure, the primary 

movement remained financially  week. The farmer with limited resources could 

not afford to contribute capital or repay debts to cooperative societies 

and the societies could not afford to expand business or employ competent 

managerial s t a f f . \ way out of this vicious circle is yet to be found,

\ consolidation of primary movement was initiated during the Second 

Plan Period 1965 onward. \ scheme was prepared to provide a package of services 

to the farmers including credit, improved seeds, fe rt ilize r , insecticides, 

agricultural implements, fa c ilit ie s  for repair of tractors, tubewells and other 

agricultural machinery.

The village credit cooperatives was amalgamated with the 'service 

societies ' atthe village/union council level and the amalgamated societies were 

linked with central cooperative banks and the Provincial Cooperative Bank for 

financial assistance, with the R S(X  for procurement of agricultural inputs and 

with marketing societies for processing, grading and marketing of agricultural 

produce. Brief facts about the achievement/working of the scheme may be perused

at Appendix I . The scheme of consolidation is mainly confi. ned to old peasant

proprietory v illages .

A  farming scheme known as Cooperative Farming Scheme Khanewal was

introduced in 1948, with the following objectives ;

a) to rehabilitate landless refugees from East Punjab and local land-less

tenants on State land.

b) to increase agricultural production by introducing improved methods of

cultivation , providing credit supply and marketing fa c ilit ie s  and augmenting 

canal irrigation by tube-wells .

c) to develop community amenities like education, medical aid , godowns and

mosques on self help basis .

Under this scheme 1 ,4 0 ,0 0 0  acres of State land were allotted to 129 

societies out of which 1 ,2 0 ,0 0 0  were leased to 10 ,898  members at the rate of 

12% acres per member for reclamation and cultivation . The remaining 20 ,000  

acres were u tilize d  in village s ites , roads, water channels,e t c ,

P artial mechanization was introduced in cooperative farming chaks in 

1961 . *\ccording to the scheme, the mechanization was restricted to seed-bad 

preparation by tractor. The remaining operations including sowing inter-culture, 

th resh ing ,etc , were left to conventional methods. The objects of the scheme 

were to increase agricultural production and replace 50% of bullock power by 

milch c attle .



Individually , the farming societies could not undertake mechanization 

effectively . The farming societies were, therefore, federated into "The 

Colony Cooperative Farming Union Limited" Khanewal in 1962. Besides arranging 

all essential services like supply of agricultural machinery, fuel, seed and 

fe rtilize r  in bulk, the Union planned to provide repair fa c ilitie s  for tractors

and other agricultural machinery. The Union has set up a full-fledged tractor

repairing workshop and two field  repair shops.

The Union also helps societies in arranging joint marketing

of agricultural produce for providing a better deal to the farmer. On an

average, joint marketing yields one to three rupees per maund more on cotton 

and wheat, the two main crops handled by the societies.

Credit is provided by the societies free of interest to members,

R s .2 3 .2 2  lakhs were due from members under the head on 3 0 .1 2 .1 9 7 2 .

The salient features and achievements o fthe scheme are detailed 

as under ;

1 . Own funds raised by the societies

Share capital R s , 2 1 ,0 2 ,7 4 2

Reserves 3 3 ,2 0 ,6 8 0

Other funds 4 4 ,3 0 ,8 5 5

Other undistributed profits 3 5 ,6 9 ,0 0 0

Total R s .134 .24 .277

Machinery purchased by societies 

for joint use__________________________

145 tractors with implements. R s . 2 3 ,6 9 ,9 6 0

worth.

201 tubewells installed R s . 3 0 ,1 5 ,0 0 0

Community amenities provided 

by societies to their members

i) O ffic es  and stores constructdd 258

ii )  N o . of school buildings constructed from own funds. 51

i i i )  No. of dispensaries established. 7

Loan advanced to members

At an average, R s .lO  lac a year,



As a result of partial mechanization, installation of tubewells, supply of 

better seed and fe rtilize rs , intensity of cultivation has increased and in 

consequence the income of the common farmer has gone up. Y ield  per acre of 

main crops obtained before and after mechanization is as under :

Before mechanization

184 4

After mechnniaation

Year

1 9 5 5

1 9 5 6

1 9 5 7

1 9 5 8

1 9 5 9

1 9 6 0

1 9 6 1

Wheat

9- 18

9- 25

1 2 - 1 5

10- 37

1 3- 07  

10-22 

1 0 - 3 6

Cotton

3- 34

3- 32

4- 09

4- 18

5- 23

5- 03

6-00

Year

1 9 6 2

1 9 6 3

1 9 6 4

1 9 6 5

1 9 6 6

1 9 6 7

1 9 6 8

1 9 6 9

Wheat Cotton

1 9- 20 7 - 0 0

1 6- 20 7 - 0 0

16- 25 7 - 15

1 5- 00 6- 30

1 6- 30 7 - 3 0

1 6- 35 8- 25

3 0 - 0 0 1 0 - 3 0

2 8 - 3 0 1 1- 02

As institute known as 'Pak German Institute of Cooperative 

Agriculture" has been set up to train tractors and auto-machanics, tractor 

operators, carpenters, wood workers and farm managers for the multi-purpose 

cooperative societies, in peasant proprietory villages and the cooperative 

farming societies established in Khanewal project. The Institute  has established 

a demonstration farm to demonstrate improved agricultural practices to trainees 

and progressive farmers of coojierative societies . A'dairy-farm and a poultry 

demonstration farm have also been set up to disseminate better techniques amongst 

farmers .

B rief facts about the working of the agricultural movement in 

the Punjab and the movement in West Pakistan are given in Appendix I I  &. I l l  

circulated e arlie r .

Although the cooperative movement in Pakistan is mainly 

agricultural, urban people have also attempted to u t il is e  cooperative techniques 

for ameliorating socio economic conditions of persons with limited me-ans by 

organising urban credit societies, urban cooperative banks, housing societies 

and cooperative consumer so cieties . Housing movement has been especially 

successful in Karachi metropolitcan area.

The cottage-workers societies in the Punjab have contributed 

a lot to the production of sports goods, cutlery, hosiery, textile  goods and 

handicrafts. The societies besides providing credit and raw material to the 

members arrange for the marketing of their products including exports.



The consumer cooperatives are a recent phenomenon. The societies are 

struggling hard to compote with retailers and have not made much headway for 

want of funds, regular source of supply and proper managerial s k i l l .  Brief 

facts about the urban movement are attached as \ppendix IV . (circulated earlier)

OPERATION OF COOPliH>\TIVE CREDIT SQCIEIY

a) Financial resources

Funds are raised by the societies for financing their 

members by :

i) raising share capital from members

ii )  share participation by the Government

i i i )  collection of deposits from members and non-members

iv) loans from cooperative banks

v) Loan from State Bank of Pakistan

The State Bank of Pakistan issues loan @ 4% i .e .  2% below the 

bank rate' The laon is advanced to the ultimate borrower # 8 to 10% . The margin 

is shared by the Punjab Provincial Cooperative Bank, the central cooperative 

banks and the society. Deposit rates vary from 5% to 7% per annum. Efforts 

are being made to reduce the differential between the borrowing and lending 

rates .

Loans in the past were advanced to farmers on the basis of repaying 

capacity. Loans under the revised scheme are advanced on the basis of produc

tion requirements of the farmers and repaying capacity. Loans upto R s .2,000/-  

are advanced to farmers on the surety of two members but higher amounts are 

advanced against the mortgage of land or agricultural machinery. Recovery of

se^sdn^l or short-term loans generally does not pose a problem. Recovery 

of bigger and long terms especially from influential persons causes d if f ic u l 

t ie s . Special laws have been enforced to fac ilitate  recovery of such loans.

GOVERNMENT SUPPORT

The cooperative movement in Pakistan is voluntary but state- 

sponsored. It  has been recognised by the Government as an effective instrument 

for accelerating economic development and promoting social justice  especially 

in agriculture sector. Besides providing staff for the organization, audit 

and supervision of cooperative societies, the Government provides financial 

assistance to societies in the shape of share x^articipation and grant-in-aid 

for construction of godowns, work-shops and cost of management of re-organised 

societies for three years. Government has established a cooperative training 

college for training officers of the Cooperative Department and Chief 

Executives of cooperative societies and four Institutes for training junior
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staff of the Department and societies . A. training Institute has also been 

set up for training technicians like tractor drivers, auto mechanics, 

carpentars and farm managers for cooperative .societies. Government also 

allocates special quota of agricultural inputs for cooperatives and gives a 

percentage of imported raw material to cooperative cottage industries.

Special laws have recently been enforced to reform the management of coopera

tives and recovery of overdue loans.

PROBLEMS

Lack of proper management of primary societies of farmers,

cottage workers, and other men with limited means is problem number one of the 

movement. Limited membership, low capital and uncertain supply of goods and 

services required by the members are some of the other bottlenecks. Due to 

these d iff ic u lt ie s , a number of societies cannot compete with the private 

sector. Individualistic  tendencies - hall-mark of developing economies are 

a serious handicap in consolidating the movement through merger into more 

viable units as in European countries. The illetracy of the members of 

managing comriiittees especially in rural areas is yet another factor which 

retards the growth of healthy movement. F inally  competition offered by the 

die-hard capitalists and middle-men retards the promotion of the movement.
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AimsxuHS Cl)

1. Kind cf socictios.

2. ITo. of soci-tic;

5* MGnborshi-D.

4. 3h.arc Cc.-Qitc.l,

5* ^orkinfc Capital.

6, Loans advancod.

All kind in schciiG.

646

4 7 1 1 2

4004 (Pigiires in thousands) 

8926 -do-

19180 -do-

7. Loans roccvorud, 17568 -do-^



CAITHEXURE II )

C Fiprures in thcusgnds ____ _ )

Kind of No. of ]ucnbc;r- Sh ,̂ro Viforking Loans Loans
societies. societies, ship. Capital. Gapit'l '^dvancod rsoovorcd

12652 58^326 1938? 188632 37201 40036

occiotios.

^n-Credit'^ 231526 104?3 ^5096 29229 52051
Societies.

Total: 17300 815852 29860 231728 66450 72087



,T|ffi_COOP_EIW T̂r̂

IN THE PHILIPPli^IES

(Background Pa.per Jointly Presented by Director Candido L. 
Guiam, Member of the Board of Directors, Central Cooperative 
Exchange, Inc., the National Federation of Agricultural 
Cooperatives in the Philippines and by Director Benjamin 
Cruz, Member of the Board of Directors, Grains Marketing 
Cooperative of the Philippines, Inc., at the Regional Seminar 
on "Cooperative Credit with Special Reference to Japan",
Tokyo, JapanApril  9 to 28 , 1973.)

INTRODUCTION

Cooperation has been practised by people among themselves 

since time immemorial. Cooperative organizations v/ere founded 

before any law on cooperatives existed. Built largely on the 

initiative and spontaneous action of the people involved, it 

took generations to bring the movement to a status that it now 

commands and enjoys.

In fact, laws on cooperatives followed the practical 

evolution of the cooperative movement. Since then, many 

countries have enacted laws on cooperation. In the Philippines, 

our government, realizing the importance of the movement and 

recognizing the benefits that it can give to our people, gave 

it impetus through different legislative fiats.

LEGISLATIVE ENACTMENTS

The first attempt to introduce in the Philippines the co

operative system was made ^̂ ;ay back in 1907? v/hen a bill on 

rural credit cooperatives was presented in the first Philippine 

Assembly. Although this bill was approved by the Philippine
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Assemblj'-, the same was disapproved by the then Philippine Com

mission vjhich constituted the upper chamber of the Philippine 

Legislature.

In 191^5 however, a similar bill was presented before the 

Philippine Assemblyy and this time it was able to go through 

both houses of the Philippine Legislature and was approved on 

February k, 191  ̂ as Act No. 25o8, otherwise known as the Agri

cultural Credit Cooperative Law. The enactment of this law 

paved the way for the organization of the first rural credit 

association in Cabanatuan, Nueva Ecija, on October 19, 191^*

The objective of the'associations organized under this law was 

the accumulation of capital contributed by the members them

selves to be extended as loans for purely agricultural opera

tions. By 1939? there were ^71 agricultural credit cooperative 

associations organized, For one reason or another, a good num

ber of these cooperatives, however, did not continue to operate, 

while others remained dormant, as practically all capital was 

loaned out.

The second attempt on cooperatives was made when the 

Cooperative Marketing Law (Act No. 3^25) was enacted on 

December 9, 1927. The title of the Act gives its objectives 

as follows; "An Act providing for the organization of coopera

tive marketing associations, declaring their purposes and 

defining their powers, rights, and privileges; fixing the duties, 

rights, and liabilities of their directors, officers, employees,
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and members or stockholders; prescribing the conditions under 

^̂ ĥich they may transact business, and the liabilities of and 

penalties for any person, or corporation inducing breach of 

marketing contracts and spreading false reports about the 

finances or management of such associations; providing for 

government supervision and control over them and for other 

purposes."

As the importance of cooperatives began to be recognized 

as not merely confined to the agricultural aspect in the eco

nomic development of the country, the need for a general coop

erative law under which non-agricultural cooperatives could be 

organized was felt. Consequently, Commonwealth Act No, 565, a 

general cooperative law for both agricultural and non-agricul- 

tural cooperatives was enacted on June 7, 19^0.

Then an agricultural credit and cooperative financing 

system was instituted with the enactment of Republic Act N o .821 

on August 1^3 1952 which at the same time created the Agricul

tural Credit and Cooperative Financing Administration (ACCFA). 

This is also the year generally recognized in the country as 

the birthyear of the agricultural cooperative movement in the 

Philippines.

A little later, on June 22, 19575 Republic Act No. 2023? 

otherwise known as the Philippines Non-Agricultural Cooperative 

Act, \-ms enacted providing for the promotion, organization and 

supervision of non-agricultural cooperatives.
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Republic Act No. 38^ ,  otherwise known as the Agricultural 

Land Reform Code, was enacted on August 8, I963. This law ins

tituted the land reform program in the Philippines, providing 

for the abolition of share tenancy, establishing the owner,- 

cultivatorship and the economic family-size farm as the basis 

of Philippine agriculture, creating a truly viable social and 

economic structure in agriculture conducive to greater product

ivity and higher farm incomes, and organizing the necessary 

implementing agencies and appropriating funds therefor. The 

administrative machinery of the ACCFA was reorganized to enable 

it to align its activities with the requirements and objectives 

of the Code and make knoim as the Agricultural Credit Adminis

tration (ACA).

September 21, 1972, marked a giant stride for the coope

rative credit movement in the Philippines. On that day. His 

Excellency, the President placed the entire country under a 

state of martial law and proclaimed his program of what is nov; 

knoxvTn as the "New Society” . One of the foundation stones of 

the New Society is the establishment of cooperatives in every 

village all over the country. Through these cooperatives, the 

members can now obtain credit from the Rural Banks, as well as 

from the ACA, to finance production with a view to increasing 

farm productivity, thereby augmenting their income and elevat

ing their standard of living.



Also, to vigorously push through the bold program of 

agrarian reform of the government, the cooperatives have been 

tapped by the President as the main vehicle by which the share 

tenant can eventually own the land that he tills. By executive 

fiat, the President has required that for a tenant to avail 

himself of the benefits of the agrarian reform, program, it is 

obligator]?- that he join a cooperative wliich she.ll guarantee the 

payment of annual amortizations on the land to his former land

lord. For the'purpose, the President created a separate depart

ment called the Department of Loca.l Government and Community 

Development under v/hich is the Bureau of Cooperatives which is 

now charged with the promotion, organization, development a.nd 

supervision of all types of cooperatives

CAUSES FOa THE DECLINE

A slight digression at this point to the operational 

status of the agricultural coopercvtives is unavoidable. From 

1952 , the year when the ACCFA-FaCoMa (the word "FaCoMa” is an 

acronym for Farmers Cooperative Marketing Association) program 

was launched, up to 196O, ^23 ma,rketing cooperatives, organized 

along conmiodity lines were already actively operating, with a 

membership of 302,2^-9 farmers, distributed in 725 towns and 

covering 12,786  barrios.

Quantitatively, the figures were indeed impressive. But 

behind this beautiful facade, there was corrosion in the organ

izational and operational set-up in the associations, princi
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pally among the palay and. tobacco FaCoMas. The structure began 
to i\reaken as early as 1958 and collapse became inevitable early 
in 1 9 6 0. This naturally brought o.bout the breakdown in the 
operations of these associations, causing the farmers to lose 
faith in the cooperative movement as a mesons of liberating 
them from their social and economic morass. Factors, not of 
their own making, and not intrinsic to the internal structure 
of the cooperative organization, somehow contributed to the 
decline and fall. These factors can be categorized as political 
and. governmental. Policies and programs of the government, 
designed to ameliorate some sectors of the population, such as 
rice importo-tion and tobacco subsidy, rapid, organization of 
the cooperatives and over-expansion of their activities,proved 
inimical ind.eed to cooperative development. Suffice it to say 
also that the contributory factors to the collapse can be attri
buted to the misma,nagement on the part of the board of directors 
and management staff of the association, absence of membership 
support and loyalty, lack of operating capital, insufficient 
volume of business handled, and. uncollected, receivables in 
trade from members and non-members. On top of all these was 
the unpreparedness of the majorit3̂ of the farmers, for \jhom 

the program is directed, to understand and appreciate the basic 
concepts and. intricate workings of cooperative, coupled, by the 
dearth of trained and dedicated, leaders to provide the necessary 
guida.nce and motivation. This lack of understanding was com
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pounded, by the misconception that the cooperatives were organ
ized simply to serve as channels thru \'/hich the farmers could 
obtain credit from the government, overlooking altogether the 
principal objective for which they v/ere organiied - the mar
keting of the members' produce.

It may also be said that manĵ  of the cooperatives were 
organized mainly because of community pride or enthusiastic 
promotion by government people, or both. Not a few were 
organized without the real economic need for the cooperatives,

REMEDIES INSTITUTED

The situa.tion called for bold action, so ACA initiated 
the revitalization of the existing cooperatives early in 1 9 6O. 
Revitalization, which in reality is the key to the develop
ment of cooperatives, simply means placing these organizations 
on a sound operating management a,nd financial condition to 
make them truly viable in the cooperative, business and eco
nomic sense.

To raise the level of understô nding, orientation, educa
tion and information of the directors, officers and members 
on cooperative operations 3,nd management, a regular and con
tinuous educational program x-zas conducted. Members of the 
board of directors and of the management staff of newly organ
ized, reactivated or revitalized farmers' cooperatives, and 
new directors who were elected following an election, and
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management officers and employees who were appointed to re
place old officers and employees separated for any cause, were 
required to undergo a onc-week pre-service or on-the-job 
training conducted by ACA.

Furthermore, these associations were encouraged to coop- 
er8.te actively with other cooperative associations in order 
to best serve the interests of their members a,nd their com
munities, and to foster close relationship between the local 
cooperative and the overhead organization.

PRESENT STATUS

Today, the picture has graduallj?̂  changed and the outlook 
for 1973 is even better. The present Administration is giving 
full impetus to the promotion, organization and development 
of cooperatives, both agricultural and non-agricultural, as 
a vehicle for economic and social improvement of the small 
farmers and other low-income groups. The recognition of the 
importance of cooperatives in the framevrork of the national 
well-being becomes doubly significant in view of the thrust 
being exerted under the New Society envisioned by His Excel
lency, the President of the Philippines. Under the changed 
atmosphere, cooperatives play a significant role in economic 
and social development in the rural areas.

The Agricultural Credit Administration (ACA) has been 
deeply involved in the program, of cooperative development and 
fina.ncing the credit needs of the small farmers in the last
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twenty years. While there have been some cooperatives v/hich 
have experienced failures, a good many of them have survived 
and are contributing their just share in improving the econo
mic condition of the small farmers. As of January 31, 1973? 
a total of 757 cooperatives have been organized, classified 
as follows: Palay, Tobacco, 1̂ +6; Sugar, ; Fish, 29;
Poultrĵ  and livestock, Fruits and vegetables, 13°, Copra,50; 
coffee and peanuts, 6; Onions a.nd garlic, Fibers, 3? Irri
gation, 3; Processing, 2; and Supply, 2. These cooperatives 
have an authorized capital of P*+21,095^000.00, of Xvrhich the 
amount of P289,026,717.23 has been paid. The cooperatives are 
distributed over 1 , 3 8 0 towis and 1 8 , 8 1 1 barrios and range 
from the Cagayan Valley and the Ilocos Region in the north to 
Sulu in the south.

Designed to serve the interests of FaCoMas handling 
palay, corn and other grains, the Grains Marketing Cooperative 
of the Philippines (GRi\14AC0P) was organized in January, 1967 
and commenced operations the following month. That special
ization in the crop handled and in the services performed by 
cooperatives, specially at the apex organization, is more 
advantageous has been justified bĵ" the GRiiMACOP op>erations.
V/ith the obsession to proraote and develop the cooperative 
movement in the country, to educate and assist the people in 
expanding the agricultural cooperative sector and to serve as 
an exponent of cooperative ideas, the officers of farmers'
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cooperatives throughout the country banded together and formed 
the now active Agricultural Cooperative League of the Philip
pines. Much earlier in 1955? the Central Cooperative Exchange, 
Inc., carae into being and is now in the forefront of the coop
erative movement in the Philippines/

The program of the ACA is especially tailored to the needs 
of the small farmers and their cooperatives. Vtoile the bank
ing institutions, particularly the Rural Banks, have of late 
been actively participating in agricultural development thru 
the extension of loans under a supervised credit scheme, many 
of the ordinary small farmers, by reason of shyness and awe 
with banking institutions, still prefer to get their credit 
needs from their cooperatives. This is particularly prevalent 
among share tenants who have become amortizing oxmers under 
Presidential Decree No. 27 issued on October 21, 1972, which 
emancipated the farmers from the bondage of the soil. These 
clients of the ACA who are members of cooperatives and other 
small farmers enjoyed loans in the amount of PU-1.7 million in 
the Fiscal Year 1971-72 and for the current Fiscal Year 1972- 
73? as of February 2 8, 1973? they have been extended loans in 
the amount of P22.5 million. The current loans have been 
extended thru l52 farmers’ cooperatives and benefited ^8,260 
farmers. Since the organization of the then ACCFA in 1952, the 
ACA has extended loans to small farmers a.nd their cooperatives 
in the amount of P̂ -70,313?792.6̂ f. It may be stated, in this

2 0 0
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connection, that as a result of the changed attitude under the 
New Society, the farmers a.nd their cooperatives have been pay
ing their loans as they fall due.

The tjz-pes of credit assistance extended by ACA to farmer- 
members of cooperatives consist primarily of:

1. Prod̂ uction loans and loans for the purchase of work
a/nima-ls, tillage equipment, seeds, fertilizers, poultry, 
livestock, feed and other similar items, based upon 
their paying ca.pacity a.nd. the anticipated productive 
capacity of the land he tills. The a,bility of the 
farmer to provide security in the form of land or other 
tangible securities is not the primary deciding factor 
in approving the loans. Instead, the amount of the 
loan is predicated upon his production with other secu
rities being considered as supplemental.

2. Commod-ity loo.ns gra.nted against warehouse receipts 
issued by the cooperative to the extent of eighty per 
centum {Q0%) of the market value of the produce depo
sited by the farmer-member.

In both instances, the loan cannot be granted, unless the farmer- 
member has entered into a marketing agreement with his coopera
tive .

Upon the other hand, credit that may be granted to coop
eratives are categorized as follows;

1. Facility loans for the construction or acquisition by 
the cooperative of warehouses, ricemills, processing

201
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machineries and equipment, tractors, trucks, etc., as 
the cooperative may need to better serve the needs and 
interests of its memlDers, in an amount equivalent to 
100/0 of the value of the facilities if completely ma.de 
of steel or concrete, or 8o% if otherwise constructed,

2. Operating Capita.1 loans which shall serve as the work
ing capital of the cooperative to finance trading 
activities.

3. Marketing loans to enable the cooperative to purchase 
outright the produce of its members for resale in the 
open market.

In terms of business operations, the different primary 
cooperatives and their federations have been handling an 
annual volume of 3 million cavans of palay worth P75 million. 
Their rice surpluses have been sold in Greater Manila and 
other deficiency centers.

These cooperatives, upon encouragement and suggestion of 
the ACA, have embarked upon a number of programs, aside from 
credit extension and marketing functions, all designed to 
strengthen their organizational set-up and enjoy the continuing 
patronage of their members. These programs include (a) capital 
formation, consisting of cash and/or commodity contributions; 
(b) savings among members; (c) organization of farmers' groups 
or cells called "saranays” in the vernacular, "Damayans”, or 
and (d) compact farms. The "Saranays” consist of small groups

2 0 2
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of five to ten farmers and are used as forums for discussing 
farming activities and for the formation of joint and several 
liability groups to better imbue the farmers with their cre
dit obligations. The compact farms are organized in conti
guous areas of 30-50 hectares for economĵ  in operations. These 
programs a.re bringing about astonishing results in the form 
of increased agricultural production on the part of the farmers 
and better operations of the cooperatives.
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S U M M A R Y

The Co-operative Societies were started some fifty years ago, by 
immigrants to overcome tlie ^e^ual' indebtedness to money-lenders who charged 

exorbitant interest and had a stronghold on the poor who had nowhere else 
to go as they were in need of the extra money to keep with the custom 
of oiiT "Society” as far as religibUB rite;^'ceremonies were concerned, besides 

the need to look after large families and supplement the low wages earned.

With the emergence of the Credit Societies which were of great help 
to the working class, the Societies specially catered for certain class of 

workers, like the Government Servants. According to statistics of 1971» 
there were 8? Cooperative Societies with membership at 52,400 and a working 
capital of twenty-seven million dollars (S).

Gradually, during, the second post-war years, many societies have 
switched over to multi-purpose societies to cater for the varied need of 
the enlarged "Society" population and to also fight the rising costs in the 

economically fast progressing Republic of Singapore.

As far as deduction for the subscription, savings and loan repayments 
are concerned, the Societies have no difficulty in collecting these dues as 
employees both in the Private Sector and the Government make arrangement 

for these facilities, thereby reducing the tremendous task of collecting these 
dues.

The Credit Societies in the Republic has one great advantage over 

the many facilities provided by the painless Hire Purchase System of the 

Commercial World and the "Shark’* money-lenders. The advantage is in the 
form of very low rate of interest at nominal cost that could be obtained 
elsewhere, for their luxuries.

The disadvantage is only encountered when according to Societies 

By-laws, a borrowing member will have to furnish two other members of his 

Society as sureties. Sureties in actual fact, need not fear as far as the 
Government servants are concerned as rarely are there borrowers having to 

leave the service just to abscond. Over the years, it has been established 
in many of the Societies this number of borrowers is a very negligible 

percentage.

It is rather unfortunate, the Society's Bye-law in the Republic 

could not allocate a certain percentage of its profits for exigencies like 
death of a borrowing member. It is understood, at no time should the 
Societv become liable for any default in payment of a member. Although, 
Co-operatives were foiled for e-̂ crtrpr people in a particular
working class or society the magnanimous gesture of helping them or the 

families at the time of bereavement has been ignored, from the co-operators 

point of view.
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1, IirmODUCTIOIT 

(a’) Brief History

Various forms of cooperation have existed in Singapore, and tlfc  ̂ are^atill 
existing in Singapore. Singapore being a multi-racial country, the 
tSll^g-rSa îtsbrought along with them-^their inherited cooperation of their 

countries of origin into Singapore. This cooperation was practised and is 
still being practised by the people of Singapore. Association and Societies 

have been established to serve particular groups of workers, traders and 
clans. These associations and societies are helping to uplift the standard 
of living of their members.

The cooperative movement was startedTn' Singapore some fifty years agOi 

The movement was initiated in Singapore and Malaysia after the 1st World 
War. In the 1920's there was imemployment in private and public sectors. 
Retrenchment was also in both sectors. Wages were poor and people could 
not make both ends meet, ixr-additions to their daily needs, the social 

obligations (marriages, funerals and maintenance of sick or poor relatives). 

People v/ere not able to get small personal loansfrom commercial banks or 

employers. Circumstances forced them to get loans from moneylenders. Money
lenders were ready to provide cash to meet the desires of.the people at 
exjiiorbitant interest. The borrower seldom realised how expensive this type of 

credit was. The lender fixed the price and the rate even came up to 120%,

The wage earners were perpetually indebted to the moneylenders. In order 
to put an / end to the' "evil perpetual indebtedness" the G-ovemment then 
encoTxraged the people to form "Olirift- and L an Societies" and "Credit 

Societies" and "Thrift and Investment Sociefees" which all perform similar 
functions. The first" society to register was the Singapore G-overnment 
Servants' Thrift and,loan Society followed by the Singapore Itlunicipality 
Employees Thrift and Loan Society and Mercantile Society# The main 

activities of these sdcieties were to provide loans with low interests to 
their members, .

The movement came,to a "standstill" during the occupation period 
(1942 - 1945)» The movement was revived after the Second World War,
People became more interested and more cooperative leaders emerged from 

among the people. Lack of leadership■ and proper organisations, the 

movement steadily decreased until 1969. In 19695 the National Trade 
Union Congress ddme diit with their strategy for modernisation. With full 

time leadership, organising ability, and dedication to ®erve the interest 
of the member  ̂ the U .T .U .C . first registered "Income"; Thereafter it  
had gone in to/S0veraL:-coo.per'al;iyei-.ventwes,

It is after the Second World* War that people in Singapore became more ■ 
interested in the movement. More and more, .cooperative leaders have 
emerged from among thfe 'peiaple and people have came to regard cooperation
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as the method best siiited to solve their economic problems,

(b) Structure of the Cooperative Movement

According to the 'Annual Report of the Registry of Cooperative 
Societies 1971" there were 87 registered cooperative societies in Singapore, 
By and large, Thrift and Loan Cooperative Societies d&inate the movement. 
The collective membership of the movement totalled to 52,400 and the Share 
Capital/Subscription stood at nearly million. The working capital 
available is slightly over % %  million; utilised partly for granting loans 
to members and partly for investment in trusted securities, the Post 
Office Savings Bank and Commercial banks.

Some of the Thrift and Loan Societies have amended or are in the 
process of amending their By-laws to convert into Multi-purpose 
Cooperative Societies, These societies -far Eoriy ytaars .co.nfiaed'-i:,,' 
their activities to credit, building up in the process a small reserve.
It is only after Second World War that these societies have expanded their 
activities, aiming at embracing the entire life of the wage-earner.

The development of a strong Cooperative Movement was recognised and 

adopted as part of the National Trade Union Movement's strategy for 
modernisation in 1969, As a result, the National Trade Union Congress 
formed several Cooperative Societies in 1971 and 1972, The U .T .U .C , is 
also laying groundwork for a consumer Cooperative Movement in Singapore,

2 . TH ’ES CF SOCIETIES

The types of societies in existence could be broadly categorised as 
follows

Thrift and Loan/lnvestment/Credit  ...................  54-

Consumers .....................  , ,  , ,  , ,  , ,  16

Insurance , ,  , ,  , .  , ,  , ,  , ,  1

Transport .............................. , ,  , ,  3

Housing • •  , ,  , ,  , ,  , ,  , ,  , ,  3

Land Purchase . .  g, ..........................  3

Dental Care , ,  , ,  1

Multi-purpose , ,  , ,  4

Banking , ,  , ,  ...................... , ,  1

Union .....................  , ,  , ,  1

Thrift and Loan/lnvestment/Oredit Societies

The Thrift and Loan/lnvestment/Credit Societies are the pioneers of 

the Cooperative Movement in Singapore, Owing to their experience over the 
years, they now form the backbone of the Movement, Amongst the primary 
societies, they are the strongest in terms of finance and membership.

Except for the fact that a thrift and loan society provides facilities 

for s.ur.ety loans, a credit society permits members to borrow 80 per cent 

of their subscription and a thrift and investment society does not give 

loans but allows members to withdraw their deposit when the need arises, 
there is very little distinction between them,

(2)

/3 ........
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Consumers.

Under this category are the sundry shops, stores catering for 
mechanical goods, societies specialising in marketing of agricultural 
products and a shoe-making society. They are generally primary societies.
The smidry shops outnumber the rest in this particular cooperative 
group. But the stores societies which include the bookshop cooperative 
and the shoe-makers society are superior in terms of capital str.eiigtb*
This, understandably, is due to the size and type of market open to the 
individual cooperative societies.

Insurance

The UTUC Cooperative Commonwealth Enterprise, Linjited (INCOME) 

is the only cooperative insurance society in the Eepublic today. Its 
objectives ares-

(a) to promote and popularise the practice of cooperative insurance and 
enco-urage thrift, cooperation, mutual saving and self-help among the 
members;

(b) to provide policy benefits at cheapest possible cost subject only to 
act-uarial theory and sound practice; and

(c) to promote and assist in promoting a wider Cooperative Commonwealth 

in Singapore in v/hich the m jority of the working- popijlation woiild have a 
stake and from which thej'- vrould derive concrete share and financial 
benefits.

The policies actually completed during the year numbered 3,724 for the 
total sums assured of .*1 4 .9  million and more than 1 ,0 0 0  policies totalling 
over $6 million were in the process of completion at the year*s end. These 

figures show that IlCOlviE, although a fledgling cooperative society, is 
being run on a sound business profit and loss basis and is achieving a highly 
satisfactory rate of growth.

Transport

There a.re three transport cooperatives. The' ETTUC v/orkers' Cooperative 
Commonvrealth for Transport, Limited (c O!'/JPORT) is by far the most active 
amongst the three societies.

Housing

The three housing cooperative besides embarking on their own housing 

projects specially for their members, do provide loans to members for the 

purpose of buying a house for members' personal use or loans to buy land 

or to build a house. One undeniable factor which this group of societies 
faces is the problem of acute shortage of Itind in Singapore,

Lan4 Purchase

Of the three land purchase cooperatives, only one has succeeded in 
buying a plot of land for its members. This particular society consisted 
of people who were formerly residents of Pulau BTikom who were resettled in 
Jalan G-reja off Bedok.

A..



Dental Care
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The first  medical society in  the history of the Cooperative Movement 

in  Singapore v/as registered (Jtn.,1972-),. ■ ..The. NTUG, Oooperative Pen>tal . .

Care Society, Limited (dEUTICAHE) has as its objectives the provision of 

comprehensive dental service for paid-up members of the Society,

M u l t i - p u r p o s e

, ,  Multi-purpose societies are not new in  Singapore, althoiigh their fu ll  

advantage y/as only realised lately . During the year, three m-ulti-purpose 

cooperative societies were registered.

One of theu was formerly knwon as the M n is t r y  of Defence (,Army 

Department) C iv ilian  Employees’ Cooperative Thrift and Loan Society, Limited, 

It  was conver^ted into a multi-purpose society as an alternative to 

dissolution as it  was one of the societies whose members were affected by 

the British piill-out,

M u lt i- p - u r p o s e  C o o p e r a t iv e

The Singapore Teachers Multi-purpose Cooperative Society, Limited 

converted from a Thrift and Loan Society was registered on 3 ,1 ,7 2 .  The 

Society is  s t i l l  in  its  infacny and is  tyring to implement its new by-laws in  

stages. The Society 's  administrative pjid accounting structures are being- 

re-organised to meet anticipated demands.

B a n k in g

Besides the Cooperative Union, the Singapore Ilalays Cooperative 

Banking Union, Limited is  the only other cooperative of a secondary 

nature which c£'-ters exclusively for registered societies. At present, it  

onlj- operates the credit fa c ility . It  is  hoped that with improved 

m?jiagoment, i t  would be able to function as a proper bank.

C o o p e r a t i v e  U n io n

T h e  S in g a p o r e  C o o p e r a t iv e  U n io n  i s  a n  a f f i l i a t e  o f  t h e  I n t e r n a t i o n a l  
C o o p e r a t i v e  A l l i a n c e ,  I t  h a s  1 9  s o c i e t i e s  a f f i l i a t e d  t o  i t .  One o f  i t s  
f u n c t i o n s  i s  t o  a c t  a s  a  d i s s e m i n a t o r  o f  c o o p e r a t i v e  k n o w le d g e  i n  a l l  
f i e l d s ,  a n d  a  c o - o r d i n a t o r  b e tw e e n  l o c a l  c o o p e r a t i v e s  a n d  i n t e r n a t i o n a l  
c o o p e r a t i v e  b o d i e s .

P u r  tJaer i n f o r m a t i o n  on e a c h  o f  t h e  c a t e g o r i e s  d e s c r i b e d  a b o v e  c a n  be fo u n d  
i n  t h e  A p p e n d ix ,

II OPERATIONS OF COOPLSATIVE CREDIT SOCIETIES AT VARIOUS LEVELS

??ITH SPECIAL REPERECTCE TO PILOT OR EXPERIMENTAL PROJECTS, IE AITI, - 
Aim TO PRIJMRY SOCIETIES

( a  j  F i n a . n c i a l  R e s o u r c e s  a n d  how  t h e y  a r e  r a i s e d

The capital which a cooperative society w ill  require depends naturallj; 

on the number of members and the scope of the operations which they wish 

to finance. With some types of cooperative society it  is  possible to 

begin on a modest scale with a view to later  extension. Although this is 

partially  true in  the case of a credit society, yet most of the thrift  

and loan societies in Singapore or Malaysia started in a simiiar manner.

Some of the Thrift  and Loan Societies in Singapore in Singapore have 

amended their By-laws to convert into Multi-purpose Societies to-meet the



requirements of their members.

(5)

The finarxcial resources of the cooperative thrift and loan societies 

are raised through cominitments of the members in  the following forms:

The capital of a society is  raised by the issue of fu lly  paid shares.

The total amount of share - Capital and the amount of each share varies from 

society to society. In one leading society the following by-law reads as 

f  ollov/s

"Every member shall hold i?5.00 per month," .

This ife.̂ CEia of the mcijor source of raising finance in  a credit society.

Subscription Capital

Subscription is  6i’ an instalment basis aimed at long sustained period 

of saving small sums monthly. Societies vfhich have no provision for 

"Share Capital" in  their by-laws, depend upon subscription as a major source of 

of raising finance. Dividend is declared on the subscription capital nn^, 

this dividend ranges from‘4̂  to 6̂  according to the net profit of the society.

Thrift Savings

In  order to create habit of thrift and savings, members are required 

to contribute a percentage of their monthly income in  comp-ulsary deposits.

The interest to a maximum of 6% per annum and no lim itation encourage members 

to save.

Savin,3:s Deposits

Sr,ving3 Deposits are s.ccepted on a monthly basis. The monthly savings 

vary from society to society and it  also depends upon the earnings of the 

individuc.l member. The advantages in  this deposit are that there is  no 

m;£iximum and the member is  allowed to withdraw h is  savings with due notice 

in  accordance with the society ’ s by-law.

Reserve Fund

The best safeguard against the members l ia b il it y  is  the reserve fund.

In  the cooperative ordinance there is  a provision to the effect that at 

least 25/-0 of the net profits shall bo carried to ttie f m d .  The I m d  belongs 

to the society as a whole and no member ca.n claim a specified share in  it .

Every leading society in  Singapore has accumulated substantial sum to this 

fund.

Mobilisation of Deposits 

loans to Members

The Cooperative Societies ' main aim is  to free its  members from indeb

tedness, The societies grant short and long term loans to the members of 

the societies .

Fixed Deposits In  Commercial Banks

The surplus funds of societies are invested in  commercial banlcs 

for a skort period. The period ranges from 3 months to 1  year.

Cooperative Societies '

A Housing cooperative society ordinarily  needs capital to put up 

houses f o r .i t s  members^ The cooperative thrift  and loan societies have 

given short term loan;:; to housing societies to carry on their-projjcts.
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(b) loonlirg PoHciea

Loans are generally given^the basis of the amounts of the personal / o n  

savings and that of two sureties who are members of the society each 

of whom shall cover the whole loan less the total of the borrower’ s 

personal savings. The :unoimt and types of loan varies from one society 

to another. The maximum amount a member con borrow varies again from one 

society to another* Por instance one society grants lorm to a maxiBnsuii ..of 

:i^l0,000. .....................

Loans generally/ fa ll  into three main categories. They are Urgent Hard- - 

ship loans, Personal Surety loans I'rior Debts loans and Short Term, The 

Singapore Teachers I'lulti-purpose Society has amended its  by-laws to grant 

Long Term Housing loans and Mediijmi Term Loan in  addition to the four types 

of loans.

The Committee of Ivtanagement is  the body which is  responsible for 

granting loans to its members. The Committee very seldom rejects a loan 

unless the applicant does not satisfy  the loan policy of his society*

There is need to distinguish between short, medium, and long term credit.

The D'Sin credit need of wage earner is for short term credit. Short term 

credit is required to meet the current expenses of a wage-eamer. Such 

expenses are personal for the wage-earner and h is  family.

Medium term oredit is  required for house improvements, education, and 

purcha.se of motor vehicles medium tena loans are given for a period up to 

three years.

Long term credit is  provided for usually on the security of a mortgage 

of land or house. This is  given for a period of ten to twelve years. Very 

few members are eligible  for such loan, beca\ise of the lim itations of the by-lawŝ

The wage-earners are either employed in  priva.te or public sectors. The 

Government and Ivlanagement Authorities give every assistance in  the recovery 

of monies due from members. The Central Pay Office (M n is t r y  of Pinance) 

gives assistance to deduct from source. The societies in  tium pay a token 

"service cha,rge" for services rendered,

0  Recovery Problems

The members of the cooperative societies are mainly wage-eamers.

These wage-earners either work ■ in  public sectors or private sectors.

The G-ovemment and lianagement of private sectors give assistance in  the 

recovery of monies due from members. The deduction is  done at source and 

the recovery problem does not arise .

In  the case of members who hav® resigned from service, and deceased 

members, the cooperative societies recover according to the by-laws of the 

societies,

) -I'feiiagement performance in  terms of supply of credit needs of members;

A ll  the credit societies in  the Republic grant loans for various needs 

of members and the ajno’j-nt of loaiis granted vary from society to society.

These are expla,ined in  the "Loan P o lic ie s " earlier, - A ll  the monies 

required come from the savings of members, and investments and the interest 

derived from both, :®ie G-ovemment does no-i in  anyway provide financial 

report for these credit societies, .........

/ I . , . . .
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The I.'ianagemont sees to it th.-t -.11 surplus funds nre deposited with 
banks in the fixed deposits, trustee securities and in other cooperative 

societies. Prom these investments and interest derived from them, the 
societies are able tolneet their requests for the various loo,ns

^for ' Iritheir. •pc-ietiee ,%-laws, for a variety of, p^^rp'/soe,

Funds are also k e p t  i n  the--, currenl; and general savir,;e t o  
meet the regular loan applications and other exigencies. In this manner, 
all eligible applications for loans are met without any difficulty and 
members are given sufficient time to ref^ond the loan balance with a minimum 
interest members could get elsewhere, Gooperators who wish to b o r r o w  any 
money need only provide tvro other cooperators from the same society as 
sureties,

N
The Ifenagement Committee comprises of the society'e members elige’ted.aflpt ’thG 

Annual :.G-eheral, Meeting and could attend to the Society' e'work only on part-time, 

basis a,s they are engaged in full-time employment either in t le private sector 
or in the G-overmnent .departments.

Contributions To Cooperative Developments

Each Society at its Arjiual General Meeting appropriatee a sun.i of money 
from its net profit for the Cooperative Development throiogh its Education 
and Training Fund and Cooperative Activities Fund, J’rom these funds the 
Societies are able to assist members of the Society to attend courses and 
seminars, both locally and in foreign countries, organised by the Societies, 
t’le National Cooperative Union pjid the International Coopera.tive Alliance, 
Besides educating the members throvigh these courses and seminars, the 
Societies also take part in their own functions and celebrations like the 
International Cooperative Day Rally where members of the Societies, local 
leaders and G-ovem3ii.ent Officials gather to celebrate the day, A number of 
leadin^j Societies also enable the Siaga.pore National Coopera,tive Union by 

being affiliated to the Union and contributing financially and assisting in 
a voluntary basis to run the Union. I t  is i f u i t e  obvious unless the Union 

has the able leaders and strong itself it will not command the respect due 
to it. Hovrever, the G-overnment, the private/sector and the Registry of 
Cooperative Societies have helped both the individual Societies and the Union 
function quite successfully through their advice and generous full pay 
leave for members attending conferences and courses.

I I I  T iIE  GOV]]]RIff;IBI-TT SUPPORT TO CGO PERi'iTIVE IIJ S T IT U T IO g S

The Government helps the movement with Cooperative Act and Ordinance, 

and regards the coopera.tives as instruments of social jmd economic development. 
The Registrar of Cooperative Societies assists the Cooperative v/ith the 

Societies Act (Cap 186) a.nd the Cooperative Societies Rules, 1953, and 
renders guidance, assista^nce, aidvice and encouragement to Societies in 

Singa.pore. They sometimes a.ttend Committee and General 'Meetings aiid give 
va.luable advice and information on the conduct â nd ma.nagement of coopera

tive Societies which result in better development towards effective and 

efficient administi-ation of the Societies.

I V  . AGHIIDYEnEUTS AMD fR 0 B i;: i; i5

Aohievementa

In Singapore there are 87 registered cooper tive societies, mostly 

Thrift and Loan Societies, v/ith a niera-bership of 52,400 members. Their Share 

Cfipitnl is §29/“ million approximately with a v/orhing capital of about 

036/- million. Out of the 87 societies, 54 are Thrift and Loain/Credit

/ 8 , , , , ,



Societies which are the pioneers of the Cooperative movement in  

Singapore, They have gained experience over the years and have formed the 

backbone of the movement. They are«considered» to be the strongest in  view 

of finance and membership.

These societies provide fa c ilitie s  for surety loan, either on short 

or medium term, and permit members to borrow 80^  of their total subscrip

tion without any surety.

(8)
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Many societies have realised the importanoe and the need for vxable 

and strong societies and have undertaken to diversify  their .activ ities , 

Dixring the year 3 cooperative societies have amended the by-laws to go 

on to Multi-purpose to provide other ventures apart from giving only 

loans to members.

The FTUC, after the seminar on Modernisation of The labour Movement 

in  1970, has undertaken cooperative ventures:

(a) The EfTUC Cooperative Commonwealth Enterprise, Limited (lITCOIviE) is  

the only Cooperative insurance society in  the Republic today. Its  

objectives ares-

(i )  to promote and popularise the pi'actice of cooperative insurance 

and encourage thrift , cooperation, mutual saving and self-help 

among the members,

( i i )  to provide policy benefits at cheapest possible cost subject 

only to o.ctuarial theory and soiond practice, and

( i l l )  to promote and assist in  promoting a wider Cooperative Comiaon- 

" wealth in  Singapore in  which the msgority of the working popu

lation vrauld have a stake and from which they derive concrete 

share and financial benefits,

(b) The ITTIJC Workers' Cooperative Commonwealth for Transport, Limited 

(COM^OPlT) is  by far  the most active amongst the other transport 

Coopcra tives,

(c) The IITUC' Cooperative Dental Care Society, Limited (dEITTICABE) has 

as its  objective the provision of comprehensive dental service 

for paid-up members of the Society,

Causes of Cooperative Problems

Cooperative probleras are probably no more nximerous than problems in  

other types of business, Hov/ever, it  is  not so much as to whether Coop- 

ratives fa ll  or not. It  is  a pi-oblem of their not doing as well as they 

should. Some of the situations which cause cooperatives to either fa il  

or not to reach their fiill potential are as follov/s;-

1 , Members who join  but never use their cooperatives but by-pass 

them for a srall gain somewhere else,

2, liembors who use cooperatives but fa ll  to take responsibility .

Each member has to stand ready to accept responsibility  v\^en called upon 

or as the need may arise . Any member has an opportunity to be an official, 

of h is  cooperative society,

/9 ........



(9) 214

3. Members who never ask questions and who let a few persons run 

everything and say everything.

4, I'ail'ure of members to attend annual meetings and failure of 

committee members to attend committee meetings,

5. Lack of consistent membership education in  the problemiS 

cooperatives are facing and the challenges they must meet,

6, A ll  the factsk about a cooperative, both good pjid bad, should

be put above the table, not under the table.

7« The blame for failure of cooperative u s m lly  rests with the

members, not with anyone else. It  is the members who elect the board,

and it  is  the board which selects the manager. Therefore, members are 

the key factor to the failure .

COMCLUSIOH

The cooperative offers at least two general advantages which no other 

business institution  can fu lly  match; (l )  it  offers an opportunity for 

a ll  people, rich and poor, in  a ll  wralks of l i f e ,  to help themselves by 

cooperating with others; and (2) it  develops and strengthens the indivi

dual c itizen  in  acquiring and controlling private property, yet it  

preserves individual freedom, dignity and responsibility .

These and other advantages are not automatic and pairiless. To achieve 

them through the auspices of a cooperative requires much hard v/ork, thought, 

determination and peseverance. Above a l l , a successful cooperative requires 

good people with a good sp ir it , who are unselfish  and dedicated and who have 

the desire to improve themselves, their fellowomen and their coiLKUnity,,
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Regional Seminar on ” Cooperative Credit with special reference 

to Japan, '» Tokyo. 9 - 2 8  April, 1973.

216

Background Paper on :

AGRICULTURAL COOPERATIVE CREDIT MOVEMEITT IN THAILAND 

Conversion :

Currency - 1 'feaht approx. 5 U.S. cent or 1 U.S $ = 20 Baht

Area - 1 rai approx. '4 acre or 1 acre = 2.5 rai

I Introduction

(a) Brief history

1. The cooperative movement was first brought to 

Thailand in 1916 when the then government was gravely concerned 

with an increasingly deteriorating economic and social condition 

of the majority of farmers. A strong intention of the government 

was primarily to put a stop to the worsening situation by relieving 

the farmers from severe indebtedness and foreclosure. The first type 

of cooperative societies established on the Raiffeisen model at village 

level was credit with unlimited liability. The main objective of these 

cooperative is to extend credit to farraer-members. When the first 

cooperative Act was promulgated in 1928, various types of agricultural 

cooperatives were organized to cope with specific problems such as 

credit^ marketing and processing, land tenure, land improvement and 

land settlement. The number of village cooperatives was at the peak 

of 9,900 in 1951 with total membership of 150,000, averaging 15 

members or farm families per society,.



2. The small village credit cooperative serving members 

only for a medium term loan was good enough to relieve the poor situa-
/'

t

tion of farmers during that time. But after World War I I , the farmers 

needed more money to invest on farm products, to buy fertilizers,

pesticides or farm equipments. In 1958, a program of establishing

i
a sort of production credit societies at a Amphur (district) level 

was formulated. An agricultural ©redit society of the new type was 

to be large enough to have its own office and employees, to perform 

multi-functions such as credit, marketing and so forth, and to be 

based on limited liability, with share capital. A production credit
I

society was organized in 1959 as a pilot project in Amphur Pakchong, 

Nakornrajsima. Its working proved successful both in its own popula

rity and in raising incomes of its members. So other societies have 

been organized in the following years.

3. A good prospect of the production credit cooperatives 

led to the program of improving the activities of small credit societies, 

scattering throughout the country, In 1969, the amalgamation plan was 

adoptedfiaad the process, was undertaken in that year. The newly amalga

mated cooperatives have the same procedures and practices as the pro

duction credit except their names ware changed toagrioultural coopera-, 

tives instead. The merging program '>ras finished in 2 years resulting 

the decrease of number of small credit societies from 9,900  to about 400.

According to the new Cooperative Act of 196?, cooperatives are 

classified into 8 types, these are, credit, marketing, purchasing, 

servicing, land settlement, land tenancy, land hire-purchase and multi

purpose cooperatives. Most of them have been organized to serve farmer 

members or rural people and they are under the supervision of various

21t
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government departments, v iz ., the Department of Land Cooperatives, 

credit and Marketing Cooperatives.and Office of the Undersecretary 

of State. In order to make the administrative work more efficient 

in terms of coordinat-ton and technical guidance, the administrative 

reorganization was undertaken in form of merging these three Depart

ments together in October 1972 under the hame of the Cooperative

Promotion Department. It is expected that the new org^inization will 

perform the t%sks more efficiently and economically.

Cb) Structure of the Cooperative Movement

Agricultural cooperative in Thailand is divided

into three levels

1. Primary society or society at district level 

which its operation area covers not more than one administrative 

district ;

2. Provincial level or pervincial federation 

comprises with three or more societies joining together to conduct 

business auch as rice K»ill which more capital and sitill than it 

can be run by individual society ;

3. National level or National fedtaration

for the time b#ing with all provincial federations, the primary society 

which has not yet been formed as provincial federation, and cooperative 

stores. This National federation is named " The Cooperative Marketing 

and Purchasing Federation of Thailand Ltd. '*

At the National level there is also the Cooperative 

League of Thailand an Apex organization of the Cooperative Movement. 

(See also structural chart of Agricultural Cooperative in Thailand.)

21B '
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II Operation of Cooperative Cj»ed,it Societies at Various Levels

(a) financial resources and how they are raised ; 

mobilisation of deposits.

There are five financial sources of cooperative society 

namely : Loans from the Bank for Agriculture and Agricultural 

Cooperatives, Government loan fund and revolving fund, Share Capital, 

Reserves, and Deposits.

Loans from the Bank for Agriculture and Agricultural 

Cooperatives is the »ain source of fund for agricultural cooperatives.

The details of which as well as Government loan fund and revolving 

fund will be mentioned in part III^Government support to cooperative 

credit inatitutions and its effective:^ aass*

Share Capital Share capital is formed by subscriptions 

from members. A member must hold least 0®e shai’e (50 ,Baht) when 

he joins the society. Afterwards, compulsory holding Is made from 

deduction of 5% for each loan.
■ I

Reserves According to the Cooperative Societies Act, 10% 

of the annual surplus of a cooperative must be allocated to a statutory 

reserve fund. All subsidies, assets received from Government, foreign 

agencies or any person, if donators do not stipulate the purpose of 

^sing, must be allocated to reserve fund.

Deposits. The society can raise capital ty accepting deposits 

from members at the rate of 4% interest for demand deposit and 7% for 

one year deposit.

(b) Loaning policies and peocedures

The loan will be given to the members according to the purpose©



at the amount appropriate to investmeht projects. InsufficU^J^ credit 

might endanger the success of the proposed project while excessive 

credit would result in a waste of fund.

The duration of the loan is adjusted to the purpose and 

the liquidity of the applicant ;

1. Short-term loans not exceeding 15 months are used for 

financing production of main crops. The rati^of interest is 12 %  

per annum,

2 . Medium-term loans with the period of 3 ~ 5 years are 

used for paying old debts, financing the purchase of small farm 

machinery and livestock, the improvement of farm land, irrigation 

system and so forth. The rate of interest is 12 % per annum.

3- Long-term loans with the period of 10 - 15 years are 

used for purchase of land, heavy farm machinery, changing paddy field 

to archard and so on^the rate of interest is 9 % per annum. (The long 

term loan is going to be introduced this years.)

The fund for granting loans is borrowed from the Bank for

Agriculture .and Agricultural Cooperatives at the interest r.ate of 

9 % for (m/vh iWvcl cd>6^ r-t y. fov'l

The member will apply for loan by using the form issued

by the Bank. Each application form will be considered by the society’s

loan committee which comprises about 3 persons appointed by the Board 

of Directors, Having approved by the loan committee the application 

form must be submitted to the Board of Directors, the cooperative 

district officer, provincial officer and then drawing money from 

the Bank.

220
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Usually an agricultural cooperative is permitted to keep 

cash in hand at 5,000 Baht, deposit at local Bank not exceeding

100,000 Baht. If cash at local Bank is enough for granting loans, 

it is not necoessary to draw money from the Bank for Agriculture and 

Agricultural Cooperatives.

After disbua^rement of loans, credit supervisors will visit 

the borrowers on their farms to inspect the. use of loans and if 

agricultural technique is required the agricultural extension 

officers will attend to it.

(c) Recovery problems

The recovery of loans mostly depends upon the result of 

harvesting which in turn depends on the climate. Eventhough the 

irrigation system has been expanded quite satisfactor>fiyduring the 

last 20 years, the actual irrigated area is not concurrent with the 

total irrigable area. The total land area of the country is 321 

million rai, 70 million ria constituted farm land, rice farm 

accounts for 46 million rai but appro3£iraatlyl3 million rai is 

irrigated. This means that the production of farm on 33 million 

rai hangs on the mercy of the nature and the repayment of loan 

depends on this condition.

(d) Management perfpynange.

As the Bank for Agriculture and Agricultural Cooperative 

is the main supplier, the Bank therefore issues regulations concern

ing the amount of credit allocated to each cooperative. The important 

regulations are as follows •
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1. A newly organized agricultural cooperative with limited 

liability comprises at least 150 members will be granted loan by the 

Bank one million baht.

2. Agricultural cooperative societies which was amalgamated 

from small credit cooperatives will be granted loan not exceeding 2 

million baht. This amount will be limited according to the ability 

of last three years collective repayment before amalgamation, i.e .

repayment of amount of loan given

loan due in million Baht

30 - 40 % 1 . 8

20 - 30 % 1.5

less than 20 % 1 . 2
j
/

3* After three years of operation, the Bank will consider

tiVviM
to grant loan not exceeding  ten-times of the cooperativeAcapital ovi . 

fund .

Ill Government Support

1. The Government by the Ministry of Finance has provided 

a large sum of money to the Bank for AgricultuHe and Agricultural 

Cooperatives in form of shares. In 1972, paid-up share capital held 

by the Ministry of Finace was 982.6 million Baht while paid-up share 

capital held by cooperative societies was 16.6 million Baht. According 

to the regulation of the Bank, a cooperative has to add-up its shares 

at the Bank equivalent to 2% of the increasing amount of loan extended 

to a .cooperative each year.



2. The Government had allocated, from 1939 - 1959, the 

amount of 83.6 million Baht for the Departments dealing with 

cooperatives to set up ” The Cooperative Promotion Fund." The 

cooperative may borrow this fund at the interest rate of 2 - 4 % 

per annum to expand services to members. The allocation was ceased 

after 1959 when the Bank for Cooperative was established.

3. Revolving fund for farmers. This fund is operated by 

the Committee of Farmer Aid Project since 1966. The use of fund 

bases on there purposes i.e . increase output, price support for 

rice and agricultural credit. The fund will be provided mainly 

through farmer institutions.

Between 1966 - 1973 the Revolving Fund for Farmers has 

been alocated through cooperatives amounting to 131.6 million Baht.

The cooperatives borrowing money from this fund before 15 September, 

1972 were free of interest chargee, after that date the Committee of 

Farmer Aid Project has regulated that 2 % of interest will be charged 

annually to farmer institutions and the institutions will charge not 

exceeding 6 % to farmer members. At present, four programs from 

Revolving Fund for Farmers have been allocated through cooperatives.

(1) Increase Output Program The farmer members may 

borrow for purchasing of futilizers, pumping machines, insecticide 

sprayers and other machanical tools. Term of repayment will be one 

year for fertilizer and three years for small machines.

(2) Storage Building Program The fund v/ill be lent to 

agricultural cooperatives for building storage within the amount of

300,000 Saht for each society. The society pays back in an installment

223
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for 20 years starting ffom the sixth year. The sum of allocation^' 

during 19?I - 1973 is 15 million Baht.

(3) Fund for Purchasing Paddy Program. The fund will be

allocated to agricultural cooperatives which storage has already been 

built from the loan received from storage building program to purchase

paddy from members within the amount of 400,000 Baht for each society.

The sum of allocation during 1972 - 1973 is 20 million Baht.

(4) Cooperative Rice Mill Support Program The assistance

is provided to nine cooperatives running rice mill according to the 

milling capacity. The sum of allocation during 1972 - 1973 is 8 

million Baht.

IV Achievements and Problems.

Achievements

First credit cooperative was organized for the purpose of 

maintaining the right on land of its members because at that time 

most farmers were heavily indebted. Without credit cooperative the 

farmers turned to landlords and money-lenders and lost their land 

finally. The credit cooperative tried to replace the landlords and 

money lenders by providing loans with reasonable rate of interest.

The achievement form such attempt has been seen ; 7 million rai of 

rice farms are still under the ownership of the farmers.

The small credit cooperatives which number around 9»000 

societies in 1969 could accumulate reserve fund amounting to 110 

million Baht, deposits from members of about 50 million Baht, and 

Unlimited Cooperative Societies Mutual Fund jfcl?- 1? million Baht.

224
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The total accumulation including other funds was roughly 200 million Baht,

In 19 6 9 , when the amalgamation program v/as initiated many 

agricultural cooperatives emerged from amalgamation could take advaiJtages 

from the fund accumulated by credit cooperatives. Part of this fund has''" 

been spent on acquisition of land and office buildings. At present, 224 

agricultural cooperatives out of some 400 societies have their own offices, 

ffeny of them have alreadly possessed pieces of land in order to build 

their own offices in future.

Problems

The majority of members who join agricultural cooperative 

societies are usually poor^ joining with first aim to borrow money.

The well-off farmers, although the cooperative v/ants them, rarely enter, 

as they become money lenders or middlemen themselves. As the,cooperative 

is made up by the poor, the problem of inadequacy of funds is therefore 

predominant.

It has been mentioned that the main source of fund for Agricul

tural Cooperatives is the Bank for Agriculture and Agricultural Cooperatives, 

Before the amalgamation program was launched, the Bank suggested that the 

amalgamation should aim only at the credit cooperatives with good repay

ment abilitity, and leave those which heavy debts until their members 

could manage payment of outstanding loans. The Cooperative Departmeai 

oa ■the contrary thought that the amalgamation should be done in full 

scale otherwise the small credit cooperatives would never be a large 

si*e one. In such a case the capital fund would be so small and the 

cooperative would not be able to perform multi-function such as collective 

buying and selling. As the icieas have been different from the beginrjtig.

225
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the credit problem is therefore chronic and it constitutes the 

stagnation condition in agricultural cooperatives.

Because the Bank has limited loan fund to the cooperative 

at 2, 1 .8  1 .5  and 1 .2  million Baht according to the last three years

joint ability of repayment before amalgamation, the credit situation 

of many financially weak cooperatives has been in trouble. The out

standing loan of these cooperatives after ajnalgajaation has, been so high ^ 

more than or almost equal to the amount of loan limited by the Bank.

The cooperative is not able to expand its credit service and cannot 

accept new members unless more loan is provided. The stagnation arises: 

Many members neglect to pay back money to the cooperative y 

they are afraid that the cooperative would lend that money to someone 

else, they had better pay only the interest.

- Though some members make repayment to the cooperative, 

the cooperative will not pay back money to the Bank, if it does the 

Bank will deduct that sum first for interest, it had better relend 

the money to the members.

- The Bank will not grant more loan to the cooperatives. 

Remedial Measure

The Bank has been requested, to grant extra loan to the 

cooperative so that it can accept new members and break the stagnation  ̂

but the request is still in vain. Considering the position of the Bank, 

it is un-visa, for any creditor to extend credit to delinquent debtors.
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Introduction

The Thrift  and Loan Societies is , at present, the only kind of cooperatives 

that is efficiently  operating and growing very steady and f-ast, so far because 

the members are people of regular income and well-educated and its operation 

is rather easy to manage. That is why this kind of cooperative is progressing 

very well and can be stated that it is one of the most stable financial institutes 

in the country.

The first  Thrift  and Loan Society was organised in 1949, with 181 

members joined in the in itial stage and had 59 ,110  B t , as total working capital; 

at the end of the year it could make 1 ,213  B t . net surplus. P'rom then on, this 

type of cooperative actively grew among government o fficials  and teachers because 

it was proved to be greatly beneficial to the members and socially to the country 

as a whale, especially in solving financial problems of the members.

At the end of 1970, there were 198 thrift and loan societies in the whole 

kingdom service 181 ,429  members (fam ilies) with 588 million baht as total working 

:;apital and the total accumulated loans throughout the year was amounted up to 

?"01 m illion baht. There were 477 m illion baht as share-capital and 20 million baht 

is reserved fund, together with net surplus of 50 million baht at the end of the 

?ear. We can see from the statistics that only in the past 21 years, the number 

of thrift  and loan societies increase 108 times or by average 5 societies a year ; 

1,002 times in the membership and 999 times in total working capital. This proves 

clearly how successful this kind of cooneratives work.

Therefore, the government besides, organisations, factories, companies 

and institutes, which have great number of employees, should give special interest 

in such society, so that they can successfully help to build up working-security 

for their employees in the future.

Financial Statistics

Table I

Comparison of the financial statistics of all the societies

Descriptions 1966 1970
Increase in 1966-1970

Number Percentage

Number of societies 85 108 23 . 27

Number of members 123 ,350 181 ,429 58 ,079 47

Total Working Capital 2 8 4 ,8 6 4 ,0 0 0 588 ,3 5 3 ,0 0 0 3 0 3 ,4 8 9 ,0 0 0 lG6
Outstanding Loans 3 6 4 ,0 0 9 ,0 0 0 70 1 ,3 8 6 ,0 0 0 3 5 5 ,3 7 7 ,0 0 0 ,lb2

Income 2 8 ,2 9 2 ,0 0 0 6 0 ,0 0 3 ,0 0 0 3 1 ,7 4 1 ,0 0 0 112
Expenditure 4 ,4 4 1 ,0 0 0 9 ,6 8 1 ,0 0 0 5 ,2 4 0 ,0 0 0 U s

Net Surplus 2 3 ,8 5 1 ,0 0 0 5 0 ,3 5 2 ,0 0 0 2 6 ,5 0 1 ,0 0 0 iii
Share Capital 2 3 4 ,8 6 4 ,0 0 0 4 7 7 ,0 0 0 ,0 0 0 2 4 2 ,1 3 6 ,0 0 0 1D3

Reserved Fund 7 ,4 8 8 ,0 0 0 2 0 ,3 2 7 ,0 0 0 12 ,8 39 ,000 if i
---- -----—

Source , Department of Cooperative Auditing



From the above Table I ,  is thefinancial statistics of all the thrift 

and loan societies in the wAiole kingdom, showing how fast they grew, but for a 

better understanding of each thrift  and loan society on the average, please see 

Table I I .
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Table II

Comparison of financial statistics of the societies on the average in the

year 1966 - 1970

Descriptions 1966 1970
Increase in 1966-1970

Number Percentage

Number of members 

Total Working Capital 

Outstanding Loans 

Income 

Expenditure 

Net Surplus 

Share capital 

Reserved Fund

1 ,451  

3 ,3 5 1 ,3 4 1  

4 ,070 ,700  

332 ,847  

52 ,247  

280 ,600  

2 ,7 6 1 ,7 2 2  

85 ,741

1 ,680

5 ,4 4 7 ,7 2 9

6 ,491 ,537

555,861

89 ,639

466,222

4 ,4 1 8 ,5 1 8

188,213

229

2 ,096 ,388  

2 ,420 ,837  

223,014 

37 ,392 

185,622 

1 ,6 5 6 ,7 9 6  

102,472

16

63

59 

67

'72

66
60 

120

Source : : Department of Cooperative /Auditing

Comparison of

Table I I I  

financial statistics of each 

in the year 1966-1970

member

Description 1966 1970
Increase i in 1966-1970

Number Percentage

Total Working Capital

Outstanding Loans

Income

Expenditure

Net Surplus

Share Capital

Reserved Fund

2 ,3 1 0  

2 ,805  

230 

36 

194 

1 ,904  

59

3 ,243 

3 ,864  

307 -- 

53 

254 

2 ,630  

118

933

1 ,059

77

17

60

726

59

40

38

33

47

31

38

100

Source ; Department of Cooperative Auditing

From Table I I I ,  we can see that in the year 1970, each member could 

borrow averagely 3 ,8 6 4  B t . while he had 2 ,6 3 0  B t . in his share c ap ital. Thus,

68% of the amount of loan granted was from the member's share capital, anrS the 

rest 327o, which is about 1 ,234  B t . for each member, was from/the reserved fund and 

other funds of the society it s e lf . Therefore, it means that the member of the 

society is not making liab ility  since he is borrowing his own money that hs savpcl 

in the society and pays to the society a very low interest rate i ,e .  only 1% a ^on th , 

Even though at the end of the year, the number also gets the dividends and patronage 

refund out of the net surplus of the society, for example, at the end of 197'0 

a ll  the thrift  and loan societies in the country had got 50 ,35  m illion which was 

divided as followed :



/i o

Reserved Fund 

Dividends 

Patronage Refund 

Others

Total

11.14% 

64,81%  

11.13%  

13.92%

100.00 %

5 .18  m illion Baht 

32 .49  

5 .58  

7 .10

50.35

Total V/orking Capital

Ninety six  percent of the total working capital is from the society 's  

own capital and the other 4% from the deposits. This shows that the society can 

run by its own afford without depending on any other grant (see Table I V ) ,  Thus^ 

it is a good example to use this kind of cooperatives to help building up working- 

security for the staff and employees of other organizations in running such 

society, without asking for financial help from anybody. Its  operation is simp^.y 

easy as well. :

Table IV

Comparison of financial statistics of all the societies in the 

country in the year 1966 - 1970

Year

Percentage of Loans granted 

from the society 's  capital

Percentage 

of Expendi

ture to 

Income

Percentage of 

Net Surplus 

to Income

Net Surplus 

(m illion baht)

1966 9 6 .0 15 .70 84 .30 23 .85

1967 96 .5 15 .78 84 ,22 28iSl

1968 96 .2 15 .80 84 ,20 3 4 ,?7

1969 95 .8 19.77 83 ,23 42 ;|o

1970 95.3 16.13 83 ,87 501^5

Average 95 .96 16.04 83 ,96 35 96

Source : Department of Cooperative Auditing

Conclusion

The progress and success of the thrift  and loan societies, which are 

mostly among teachers as mentioned above, could be a very good example in showing 

how working together as cooperative runs. It  has a simple operation but gives r|al 

estimated benefits to the members and the country. Each year the societies granted 

loans to almost 200 ,000  members (fam ilies) for over 700 m illion baht, averagely ' 

3 ,8 6 4  B t . to each member, which is not just a small amount. I f  there is no such 

society, where would these members borrow the money when they really need i t .  How 

much would they have to pay for the interest? How would the families suffer fro’jjj 

paying such a high rate of interest? This is why ibhe members love their own 

cooperatives so much, as it helps them in the time of their anxieties or when thpy 

need big  amount of money to invest in , say: buying land, building houses or

taking part in some businesses. They could get money in time and could pay off 

in long installm ents, which is very useful both to themselves and the society. 

Moreover, at the end of the year they also get part of the net surplus in the fojpm

of dividends and patronage refund. Where could they get a better service than

this?

The thrift and loan society is successful because it has simple operation

with good rules and regulations, andis operating among the knowledgeable people who

have regular income. There is no miracle in making the thrift  and loan society 

a success, only if it is operated upon throe principles i .e .  technical knowledge, 

earning capacity and disciplinary .
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R a G IO J ^  SEMINAR CN OOOPERATIVE CREDIT 

Tokyo, Japan : 9 - 28 April, 1973

OBSERVATICJ^S CN STUDY VISITS  : Pradit Machlma

From the observation we do realize  that cooperative in Japan is 

a way of l i fe . Every part of a farmer l ife  is involved with cooperative by 

one way or another, from production to distribution (marketing) consximption 

and education. This proved that cooperative has filled  the needs of everyday's 

l i f e .  Th at 's  why cooperative in Japan has been doing very successfully. More

over, cooperative has been able to adjust itself to the economic and social 

change very w ell. For example, the income from agriculture was accounted 

for 50% in 19p7  and went down to 31% in 1971 which means that farm activity 

is declining but the caoperative can adjust itself to the new change very well 

by advancing loan to other business activities i .e .  housing development and 

others. This shows that cooperative in Japan can remain whatever the economic 

and social change w ill  be .

So , we can learn from the experience of the Japanese cooperative 

very w ell . A few decades ago the Japanese farmers were as poor as we are today^

Some of them sold their  daughters to wealthy men just to have money to live on..

But nowaday they have enjoyed the highest standard of living  in the world; althoiigh 

the average land holding per family ig very small, only one hectare per f a m i l y . ^ i s  

is because of the development of technology and the high productivity. In.Japai} 

nowaday 15% of the population can feed 857s of the total population, while in-ThaJ-land 

and other part of the world are far  behind . Therefore, we should try^’to learn from 

Japan .

It  is believed that human factor is the most important factor affecting  

economic development in Japan. This  is because Japanese people are well 

d isciplined  and oriented to change. I f  one introduces a new thing the others w ill

follow , but not in many other countries

From the observation we have learned a great deal, about the cooperative 

and agricultural devejl'opment in this country. Therefore, we need help an<1 assistance 

from Japan financially  and technically . In the near future we should look for

assistance from Japanese experts rather than from the W esterners.

Thank you.
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OBSERVA.TICNS OS’ STUDY VISITS ; P .  Lai

Mr Chairman, friends and cooperators,

I am afra id , I may not be able to do fu ll justice to the task 

assigned to me within so short a time. However, I shall try to touch some 

o f  the points which besides other things, impressed me most while v isiting  

primary agricultural cooperatives in Japan.

1- I find that Japanese cooperatives at the primary level are multi-purpoge

not only in name but in their true spirit  and practice. They start with credit 

and go up to insuring the life  and property of the farmers. They approaohte 

to them with a package of integrated services. They cover all aspects oft 

their l i f e .  A  cooperative society has embraced all the farming families of tjie 

area within its fo ld . Again, a cooperative society is the only agency to provide 

to farmers a ll  fa c ilit ie s  required in their daily l i fe . These contribute largely 

to their success, I t  is worth emulation.

2. Cooperative societies also provide consumption loans to farmers. This 

saves farmers from being exploited by others for their consumption needs. Societies 

have fixed a ceiling  of maximum over the consumption loan beyond which no fa m e r

is allowed to borrow for purposes of consumption. This saves them from 

extravagance.

3 .  I t  has become a people's movement. Societies are managed under

their Management Boards of elected members . The government have only indirect 

hands to ensure the progress of cooperatives on sound lin e s . It  may be noted 

with satisfaction that the Government of Japan have always extended fu ll  proteqtion 

help and support for the healthy growth of cooperatives in the country.

4 . I appreciate what I may call a system of indirect democracy in effect with 

cooperatives in Japan . Small societies have been amalgamated into larger 

u n it s . Societies are larger in area and membership. This has enabled societies 

to be v iab le . It  is not practicable and convenient for all the members of a 

larger society to meet even once a year. So, they have elected representatives
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to a body which has all the powers of the general body. This is more practical 

and e ffective . Arrangements may be made for the General Body to meet if  and 

when practical and convenient individual members, say once in five years or 

ten years, to review the working of their Representatives' Body and the society 

as a whole.

5 . The societies have established branch offices atwvarious places.

The branch office serves as a liaison between the members and the headquarters 

of the society. At the same time, it ensures many advantages of a smaller unit ,

6 . Authority has sufficiently  been delegated to the President and

the General Manager to ensure services to farmers in time. The General Manager 

while working under the President does not seem unduly interfered within his 

functions regarding day-to-day a ffa irs  of the society.

7 .  There are programmes for education and training in cooperation and 

allied  activ ities  conducted at frequent intervals to keep farmers upto-date 

in their informations about new trends and practices.

I t  is thus that cooperatives have achieved tremendous success 

in revolutionising the farming front in Japan, This is so encouraging to all 

of us .

Thank you.
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III

Q B SER VYnm S CN ^TODY  V ISITS : J .B .  Patil

From 21st April 1973 to 25th April 1973 we paid study visits  to

cooperative a®cieties in Japan, The impressions made by these v isits  and new

things we learned are already spoken to you just how by our friend Mr P ,  Lalj

I w ill not repeat the points he has already told now. vVe shall see some other

aspects, which I found new and unique in their application.

On 21st April we visited the Branch of the Central Cooperative 

Bank at Osaka, in Shiga Prefecture, This is a big  Branch catering to the needs 

of cooperatives in the region. The information given at the Branch office  was 

very much useful to u s . We are impressed by the system of maintaining various 

types of data; data not only regarding banking operations and transactions but 

also regarding other information about agriculture industry, population, 

households,e tc . is kept and its utmost use is made in planning banking operatiops. 

The yield of farm products of all types, industrial financing and other

information made available to us at the Branch office w ill  be helpful as guide

likes in our w ork. The discussions at the Branch office showed that Japanese 

cooperative credit movement has made a tremendous progress and it  s t ill  goes 

ahead with its ideas and systematic hand-working.

On 23rd A p r i l ,1973 we had a v isit  to Minakuchi Primary Agricultural 

Cooperative Society , and had the opportunity to study and observe the working of 

the society and also v isit  to its two farmer members on their farms. This is a

b ig  society . I t  has enrolled 100% farmers under its membership. The society

has got substantial resource position . What struck us most is that it has collepted 

sizable  amount of deposits from members as well as from associated members.

I t  w ill be worthwhile for the cooperatives in other countries to try such depos|.t; 

m obilisation drives by organising "saving days" and other measures followed by 

this society.

On the side of loaning and credit operations we learned some new 

things too. The society is not only providing agricultural credit but other 

aspects of every day l ife  of the farmers are also considered, ffcane - economics 

and home improvement, cooking methods; women's education in these matters and a^ 

w ell as in agricultural operations; importance of good health are also taickled 

through the better living adviserS'"of the society. Th is  is quite new to irs and



I think all cooperative societies should try to follow such a pattern, which 

will be paying in the long run. The work of ^ cooperative society does not and 

should not end with merely providing credits and facilitating  supply of inputs 

only. We see that the societies in Japan are going ahead a step further by 

providing expert farm guidance to the agriculturists employing services of the 

trained farm advisers. This is a most important service activity that needs 

to be followed by the cooperatives right from the beginning. Otherwise merely 

providing credit w ill moan leaving the money and the farmer at the "winds” .

Next day on 24th '\pril we visited Dai-nakanolo Agricultural Cooperative 

Society , Here we noticed what Government aid and efforts of genuine and ambitious 

farmers can do. The society is well-equipped with all modern mechanisation of 

agricultural operations. The reclaimed land is being put to utmost use and 

efforts are being made to secure maximum yields from the lands under expert 

advice from the society and the Government as w ell. A. well-knit joint cultivatigfi 

system is being followed. This may be a classic example where the government ancj 

enterprising agriculturists are working hand in hand to increase production in a]Ll 

directions - agriculture, animal husbandary, poultry ,etc .

In  all these v isits  what we most noticed is that the Japanese 

cooperative movement has built  up a strong eddifice with the agricultural i

primaries at the base level, and that too under the conditions of small holdings^ 

which we consider as an obstacle in the progress of the cooperative credit movemerit, 

A defin ite  sense of confidence and loyalty is created by the cooperative movemen|; 

among its members. The farmer is enthused'i to produce more and more. This is aij 

urgent need of the cooperative movements in other countries for/^.heir survival 

and onward march of progress. The Japanese cooperative movement did this through 

streneous efforts during the last several decades and systematic hand work. I 

hope, it should not be impossible to the aspiring cooperative movements in 

other countries, to follow this lead .
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GR3UND DISCUSSIONS

Please outline the problems of cooperative credit in your 

countries with reference to the following :

1 , External factors.

2 . Internal problems in the fields  of :

a) Organisational Structure,

b) Resources M obilization ,

c) Loaning policies and procedures,

d) Recovery of loans advanced,

e) Management,

f) Other
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REGItNAL SEMINAR ON COOPERATIVE CREDIT 
Tokyo (Ja mn) ; April 9 - 28. 1973

GROUP ONE - Report

1. Mr R, Srinivasan - Chairman
2. Mr M.A, Jalil - Secretary

3. Mr B .S . Mandloi - Member

U. Mr C, Partowidodo - Member
5. Mr Jung Soo Han - Member
6 . Mr P, Ramasamy - ^Member

7 .  Mr Benjamin Cruz - Member

8. Mr Vichien Inthachat - Member

The problems which the credit movements in various countries are 

facing today can be broadly classified  into twD categories, namely (a)

external and (b ) internal. The group considered there various problems and arrived

at certain conclusions. Theseeare briefly  indicated below ;

(c ) External Factors

(i) Government support

I t  is  essential that in  the in it ia l  stage® of development, 

government support is  proAdded to enable the movement to achieve self-reliance 

as speedily as possible . Government support may be confined to financial 

assistance and to provision of infra-structural conditions in  which a demand, 

for credit and its  proper u tilisatio n  are ensured. The governments, however^ 

should not interfere  with the autonomy of the movement in  its  internal functions. 

Special should also be taken to see that the state support does not brijig

in  its  wake any kind of p o litical patronage to or by cooperative institutionp . 

Government should alsD minimise the iSl^mber of agencies at work in  the f ie ld  of 

agricultural credit, but where a m ultiplication of such agencies are considered 

necessary and desirable , it  should ensure coordination and avoid over-lapping 

and duplication of effoi-ts.

( i i )  Land-tenm^e systems

An out-dated land-tenure system characterised by a large number of 

tenant, cultivators and shaiPe-croppers, a number of small farmers, absentee

2  4 '3  1973



landlords and feudal land laws is a positive hindrance to the growth of 

cooperative credit. Poor maintenance of land records is alaja contributory 

factor. Such causes result in  suppressing the demand for credit, particular3.y 

for investment purposes. The State has an §feJ.igation to implement fa ir  land' 

reform measures and to undertake consolidation programmes for countering the 

evils of fragmentation and sub-division of h£>rdings.. 

c) Prices

Prices play a v ital role in the success of the credit institutions.

The farmer should be sure of an economic return for his produce in  order to be 

able to prepare his farm plan properly. This would enable him to regulate , 

h is borrowing from and repayments to his institution properly. Where the 

open market prices are not economic, the State should provide a price-support 

mechanism for safe-guarding the interests of the farmers and the cooperative, 

in stitu tio n s„ Building up of infra-structural fa c ilit ie s  like  communication^, 

warehouses, processing units etc . is  also important. Support is necessary for 

each crops and live-stock products, as well as staple food crops. The State- 

should also find  markets. I f  possible , both w ithin  the country and outside.

Wide fluctuation in prices can spell the ruin of cooperative institutions .

The state should also ensure that corruption is eliminated in  operating any 

price-support scheme.

(iv )  Level of AgricTaiLture

The level of agricultural technology employed on the farm ultimately 

determines the quantum of credit required. The importance of irrigation  fa c il i 

ties as contributing to an adoption of a highly sc ientific  agricultural 

technology cannot be over-emphasised. The response of the farmer also depend? 

on the level of education and the dissenination of knowledge concerning new 

developments. Recurrence of natural calamities in  certain regions is found |.o 

be an obstacle to growth in  agriculture . While an insurance against this 

can be provided to a great extent by irrigation  fa c ilit ie s  a suitable mechanism 

is  necessary to prevent a collapse of credit institutions in  such situations in
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The problem is  common to raopt of the countries. The primary societies,

at the grass-roots remain weak. TUq ’programme of amalgami^tion and liquidation

for achieving v iab ility  is  not progressing satisfactorily . I t  should also be 

noted that while drawing up a v iab ility  programme, the convenience of members 

in any particular area should not be lost sight of.

( l i )  Resources mobjlisation

The cooperatives have not been aggressive enough in  mobilising rural 

savings. This is  very necessary i f  they are to become self- reliant. In  many 

areas, they have to compete with commercial banks. the major responsibility

for provision of agricultural credit is  st ill  the responsibility of cooperatives. 

Commercial banks should not be encouraged to tap rural deposits, p articu larly ,in  

those regions where they have not started the work of agricultural financing .

( i i i )  Loaning policies  and procedures

I t  is  agreed generally that financing by cooperative institutions 

should be only for productive measures. Financing of unproductive endeavour 

should be avoided, as this contributes only to inflationary  trends in  a country 

It  was found that there is  scope for streamlining the policies and procedures 

adopted at present.

(iv )  R e c o v e ^  of loans advanced

This constitutes a major bottleneck in  all the regions. It  is  hoped 

that improvement in  loaning policies and in the quality of the managerial personnel 

w ill  diminish this problem. A system however should be devised to prevent overdues 

accumulating on account of natural calam ities. P o litica l interference is  also 

often observed as a cause of heavynpverdues.

( v) Management

The quality  of sta ff  particularly  at the primary level is  not 

satisfactory . I t  is , however, noticed that greater attention is now b4ing paid 

to this problem and efforts are made to improve the quality of the personnel by

3

(b) Internal Factors

245
U )  Organisational structure : ;



recruitment and training of suitable persons.

The group is presenting this paper for the region as a whole, 

and not for individual countries separately as the problems are noticed to 

be the same.

4
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RBGICNiU. SBVIINAR CN (XOPEM TIVE  CREDIT 

Tokyo (Japan) : April 9 - 2 8 .  1973

GROUP TAP - Report

1. Mr P .  Lai - Chairman

2. Mr J . B . P atil  - Secretary

3 . Mr M .R . Choudhury - Member

4 . Mr G  .V .C . Reddy - Member

5 . Mr R , Mangkoetenojo - Member

6. Mr Abdol Karim Salari - Member

7 . Mr M .J . Park - Member

8. Mr M . Kulasegaram - Member

9 . Mr C .  Guiam - Member

The Group met twice for deliberations. F irst  on the • ■

14th April and secondly on the 16th April and discussed in detail the probletns 

of cooperative credit with special reference to those suggested as guideline^ 

for group discussions.

Thanks are due to all members of the group for their active 

participation and valuable contributions. F ac ilit ies  provided by the ICA 

and IDACA to make our deliberations a success are appreciated.

The recommendations of the group can be summarised in brief 

under the heaSs”^ ;  mentioned below :

I , External Factors

(a) State Policv

In  developing countries a clear policy of the state 

for the development of cooperatve movement is necessary. Cooperatives in 

many places are found to have received a step-motherly treatment..

So a positive support for the promotion of cooperatives is essen tial.

(b) Leadership

Although support and partnership of the state are  required 

for the growth of the cooperatives on sound lines consious effor"ts on the 

part of the government are deemed necessary for an enlightened a:nd devoted 

leadership to emerge within the cooperative sector. Steps shoulcd be taken 

towards greater autonomy to cooperative societies
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(c) Education

For the success of the cooperative movement certain 

level of education is necessary. Although cooperative society is an 

institution where one can certainly learn by doing, measures should be 

taken by the State for proper education of the masses . \ special

attention should be given to programmes of education and training in 

cooperation.

(d) Land Tenure

Unsettled conditions and ancertain systems of tend in many 

countries are also factors to affect easy growth of cooperatives. It  is 

essential that farmers, whether owner cultivators, tenants or lease-holders

must know that their rights- whatever they may be are secured. Then alone

they would be able to work with a definite  purpose and in peace.

(e) Competition

This is a factor that n e c js immediate attention. In  

many countries maney lenders, private mecchants and traders s t ill  dominate 

the rural community. They do exist in some form or the other. In some of 

the countries competition from other banking institutions is also 

threatening the cooperative credit movement. Since cooperatives are meant 

for the masses it is necessary that certain areas and sectors should be 

earmarked for cooperative societies to serve as sole agencies.

( f ) Infra-structure

For fac ilitating  the working of cooperatives it is essential 

that the means of transport and communications should be developed. Irrigation 

fa c ilit ie s  should be made available to the agriculturists and fa c ilit ie s  for 

procuring improved seeds, fertilizers  and h insecticides are provided to the 

so cieties . For the effectiveness of cooperative credit proper marketing 

fa c ilit ie s  must be provided.

(g) Coordination

Lack of coordination is a problem that has badly affected 

cooperative societies in a large number of countries. Coordination has 

generally been found lacking, especially at the actual stage of the 

implementation of the programmes. I f  cooperatives are allowed to pl.ay 

their role an effective  media must be evolved to ensure proper coordination 

among the agencies concerned.



(h) Financing Agency

On the basis of past experience it is felt that stops 

should be taken to establish a financing agency of cooperative character

at the regional level without much delay,

I I  . Internal problems

(a) Organisational structure

In most of the countries of the region a s three-tier 

system of the cooperative credit structure has been in practice ,. For the

present it seems most reasonable to continue with th is . In due course 

when the primary cooperatives become large in area and membership and 

strong the secondary institutions may not be necessary in some countries while 

in others they may operate with limited functions.

Immediate steps should be taken to enlarge the area of 

operations and membership of cooperatives, so as to make them viable units.

Steps being taken towards amalgamation of smaller societies into larger 

units in many of the countries are most welcome. In case of large societies 

where it is not practicable for all the individual members to assemble in the 

general body the practice of having a body of representatives entrusted with 

the authority of the General body should be the rule ,

(b) Resource Mobilisation

In  developing countries the membership of cooperative

societies generally consists of the people of limited means, the same

time they are found lacking in the habit :>f thrift  and savings. With an 

improvement in their economic conditions incentives should also be provided 

so as to enduce the.members of the cooperatives to inculcate among themselves 

the habit of thrift  and savings. A,.t the same time conditions should be so 

created as to help in the mobilisation of resources in the fo m  of 

share capital contributions as well as deposits.

(c) Loaning policies and procedures

Policies and procesures regarding loans in most of the

countries are required to be revised . They should be sim plified and made

more objective so as to ensure loans to farmer members of cooperatives adequately 

and in tim e.

24-9
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(d) Recovery of loans

Realisation of loans has not been so encouraging in majority 

of the countries. Inadequacy of loans, provision of loans fully  in cash 

and natural calamities seem to have largely accounted for this . Integration 

of minimum services such as credit, supply of inputs, agricultural extension 

services and marketing etc. required for agricultural operations; through 

the cooperative societies at the grassroot level is considered most necessary.

Members of cooperatives incurring losses in case of 

national calamities could be subsidised to a reasonable extent. In such 

cases, besides rephasing loans, refinancing is also considered necessary.

A proper understanding should also be created among the members to repay 

loans in time,

(e) Management

Dirth of trained personnel to provide leadership in the 

management of cooperatives is  a serious problem in many of the developing 

countries. At the same time rural cooperatives are generally found to be 

too weak f in m c ia l ly  to employ qualified  managers. In  view of this, besides 

arranging for the training of cooperatives managers and thereby establishing 

a managerial cadre for the purpose, the government should also come up 

with subsidies to pay for the competent managers in cooperative 

so cieties . Codes of conduct for the o ffic ials  as well as the managers shoijJ.d 

be developed and followed in such a way that the pawers and functions of the 

two may clearly be demarcated. Cooperative societies in most of the countries 

in the Region are required to be management oriented,

( f ) Others

Vested interests are found to be stumbling blocks in 

the promotion of coopoatives in many of the countries. Deliberate efforts ^|»e 

needed for driving them out.
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GROUP TTIREE - Report

1 . Mr H . Ohmi - Chairman

2 . iH r  P ,iC P anadam  - Joint  Secretary
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4 . Mr S .V ,  Sharan - Member
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I . External Factors

The Group outlined the external factors into two.*, main categories :

(a ) The cooperative movements of developing countries in Asia have ha.rd

times in respect of finance and managerial experiences. The governments

of various countries assist the movement but the assistance is lim ited . In 

primary level support should not be with string attached. Government should 

encourage cooperatives to take decisions for themselves and help them in 

various programmes by technical and financial assistance.

(b) Lack of Infra-structure

Leaders and members of the movement a r e . : i n : eases.

(ii )  Transport facilities should be extended to the villages. The absence 

of these facilities hamper the marketing of cultivated products.

(i i i )  Conditions should be stable in respect of land tenure. In most cases 

farmers are uncertainty of the farms as the relentive authorities would take 

possession of the developed land,

(iv) Farmers and cooperative stores have to compete with merchants

in selling the products. In most cases they are in the loosing end because 

the merchants could dispose their products with a small marginal profit. Steps 

should be taken to regulate prices of commodities through law so that cooperative



ventures do not suffer, 25S

II . Internal Problems

a) Organisation structiire

The structure is weak in many cases in the movement. Organisations 

and relevant authorities should make attempts to overcome the weakness in the 

movement. Membership should be enlarged, share capital base should be strengthened

at district level and societies should be organised and strengthened.

b) Resources and Mobilisation

Incentives should be given to members to encourage deposits.

Incentives could be in the form of cash or kind.

The status of cooperative banks ^  ould be on par with commercial

banks. The interest on savings and loans should be the same in the commercial

and cooperative banks.

Members should be educated that a cooperative bank is the members’ 

bank, and not a private organisation.

c) Loaning Policies and Procedui^es

(i) The movement should gx’ant loans on time so that the farmers

could buy the seeds, fertilizers etc, on time. Supervisors should 

see that the money is properly utilised. Loan should also be 

adequate!so that cultivators do not have to run to money-lenders 

for part of their requirement. Procedui'e should be simplified 

so that cultivators do not have to wait long and run to several^ 

places. Forms shouldbe simple, easily understandable by farmers,

d) Recovery of loans advanced

(i) In many cases the re*oveey is very slow and untimely. The 

authorities should take immediate act'on to recover the loan.

(ii ) The rate of interest is very high -in many cases. It should be 

slightly lower than the banks,

(i i i )  Incentive in the form of rebate should be put into practice.



(iv) It should be in the by-laus of the society, that a farmer shoiild

sell a certain percentage of his cultivated products to the society.

Management

(i) People with experience and knowledge in the said field should 

be employed. The managerial staff should full-time workers. The 

staff should be paid according to his responsibility,

(ii) The Board of Management shouilficonsist of good people with

a good spirit, who are unselfish and dedicated to the movement.

The members of the Board should be paid sort of remiineration

for the services that they are rendering, .-.cScxne'f'of.T-'bhe.. m^bersh^oiiLd
V'

be full-time directors so that they could devote sufficient tim© 

to the movement.

It has been noticed that a member sifefeson the boards of many 

societies. This practice should be discouraged as far as possible. ,

The Board of Directors should be responsible for policy- '

framing and the implementation should be left to the managerial staff. The 

Board of Mrectors should not involve itself in the day to day administration.

(ii i )  A statistics department should be created within the movement.

The department should study and supply the necessary data in improving the 

movement.
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GROPP DISCnsSIOKS April 18, 1973

Points for Discussions

GROUP I

1. Please define a cooperative organisation. Indicate under what

situations and on account of what factors a cooperative organisation 
ceases to be a coonerative body.

2. Please indicate reed and the types of government assistance (aid)
given to cooperatives in your countries and outline the effects of such 
aid on cooperative autonomy. In giving ycur views, please indicate 
oositive and negative factors with respect to government aid to 
cooperativesj Keeping in view the principles of cooperation and the 

character of cooperative organisations, what forms of government aid 
would you recommend for cooperatives.

GROUP II

1. Please indicate the need and the extent to x,hich government should
exercise control - and the nature of such control - over cooperative 
organisations, without jeopardising the character of cooperative 
organisations.

2, Please indicate need and the types of government assistance (aid)

given to cooperatives in your countries and outline the effect® of such 

aid on cooperative autonomy. In giving your views, please indicate 
positive and negative factors with respect to government aid to 
cooperatives. Keeping in view the principles of cooperation and the 
character of cooperative organisations, what forms of government aid 
would you recommend for cooperatives.

GROUP III

1 , In the context of increasing political interference mentioned

by participants in the working of cooperatives in seferal countries, 

please indicate what constitutes in your view political interference 

and its consequences. Please suggest how this problem can be tackled.

2. Please indicate need and tbte types of eovernment assistance (aid) given
to cooperatives in your countries and outline the effects of such aid
on cooperative autonomy. ITn giving your views, please indicate positiye 

and negative factors with respect to government aid to cooperatives. 
Keeping in view thi Pflncipis of cooperation and the character of 
cooperative organisations, what forms of government aid would you 
recomraend for coopei’ative®.

■ .Q



The Report of Group

Discussions Report

1 . M r . P .  Lai ......................................................Chaimirin

2 . M r . Vichien Inthachat ..............................  Secretary

3 . M r. C. Partowidodo .....................................Member

4 . M r . R .  Mongkoetenojo ................................  "

5 .  Mr. Candido Guiam ....................................... "

6. M r .S .V . Sharan ................................ ............  "

7 . M r . Muhammad Raza Eztian  ........................  ”

8 . Mr . Mohd . Rafique .......................................

Members of the group assembled for a while in the worning on Wednesday, 

April 18, 1973 for some preliminary arrangements.

The group met again the same day at 2-30 P .M . and had a detailed discussion 

on different aspects of the subjects. All the members took active part in 

discussions. Though charged with seriousness at frequent intervals, the atmos

phere throughout the meeting was cordial. The group is thankful to the ICA 

and IDACA for the fa c ilitie s  they provided for making our deliberations success

fu l . Recommendations of the group may be summed up’ as follows;-

1 . Cooperative society is a voluntary organization of persons who associate 

themselves on equal basis for the fulfilment of their commnn economic and social 

objectives. For achieving such objectives, they pool their financial and other 

resources.

Essential elements involved in a cooperative Society are that;

(a ) it is an organisation

(b) Certain number of persons associate themselves

(c) They form the organisation on voluntary basis

(d) They associate themselves on equal terms

(e ) They have some common needs-economic and social, the fulfilment of which

is the main objective of the venture, and

(f )  They have pooled their resources for the purpose.

Absence of any of the characteristics mentioned abouve under®ines

the cooperative -nature of the association.
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1 . G o v 't  support Is fund in different forms and in varrying degrees in different 

countries. G ov 't  have to create infrastructures favourable for the growth of 

cooperatives. As capifel formation in most of the developing countries is low, 

Govt, contribute to the share-capital of societies . Subsidies, Grants-in-aid, 

training for the s ta ff , o ffic ials  and non-officials of societies, educational 

fa c ilitie s  for the potential members of cooperatives exemptions from registratip|i- 

fees, customs and taxes and loans at easier terms are necessary t i l l  cooperatiirpp 

become self- suppicient. Govt, have undertaken the tasks of organisation, super

vision , insection and audits of cooperatives. At the same time. Govt, take sucji 

steps as are considered essential to ensure that the cooperative makes heaway 

on sound lines and is managed well for the common welfare of the members and 

in the best interests of the sociaty as a whole. These fa c ilitie s  and positive 

support of the Govt, to the Cooperative Movement are required to continue t il l  

cooperatives are not able to stnd on their own feet .

The negative aspect of Govt, assistance may be too much of political 

and administrative interference in the affa irs  of cooperative societies by the 

G o v t ., This can be remedied by making deliberate attempts to keep cooperatives 

out of politjcs and to prevent administrative officers from overshooting 

their limits in dealing with societies.

While it is deemed most desirable to make cooperatives fu lly  autononoi^s, 

their weak financial position and lack of education among most of their members 

necessitate governmental contributions to cooperative movements.

Kow ever, in places where cooperatives are ready to assume responsibilities , 

government control may gradually be relaxed to a reasonable extent.

Thafik you,
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GROUP II  

Discussions Report

1. M r . Pradit Machima- Chairman

2 . Mr. M . R. Choudhury - Secretary

3 .  M r. B . 3 .  Mandloi - Member

4 . M r. R . Srinvasan - Member

5 . M r. Jung Soo Han - Member

6. M r . A .V .C .  Reddy - Member

7 . M r. Myung Jae Park - Member

8 . M r . P .K .  Pandamam - Member

9 . M r . Joon H i Joh - Member

The group was requested to firstly  indicate the need and the content 

to which government should exercise Control, and secondary to indicate need and 

the types of government assistance given to co-operatives.

I t  is felt that some sorts of G o v 't , control and assistance are desi

rable for the healthy growth of Co-operative movement in its truest senee.

The actual degree of Control w ill vary from country to country and w ill 

depend on various factors like the form of G o v 't . ,  natural condition, lack of 

education, the content of assistance provided and the projects and functions 

to be performed by the Co-operative institutions . But it is describable that the 

degree of Gov ’ t .  Control shoud be as less as possible . It  should be enough 

it  the Gov ’ t lays down centain bread lines , rules and regulations regarding 

the direction of the growth, functioning and policies of the Co-operative.

The Governments, however, should not interfere with the autonomy of the move

ment in its internal functions.

It  is recongnised that in a developing Country, government support to 

the Co-operative movement is necessary in order to enable it grow speedily.

But this must be done with a fu ll  realisation that this is only an aid to 

ultimate self-reliance and self-development by co-operatives.

I t  is also not possible for any government to ignore the activities 

of any co-operative engaged in economic functions, as the State has a responsi

b il it y  to steer the country's economy towards certain desired objectives.

■v*'
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Jt  is essential that encouragement of Ceoperativos should be adopted 

as a State policy . Once this is done, the aid and support offered by the Sate 

may take various forms. These are discussed as below;-

The obvious form of assistance is provided fiaancial resources to 

Cooperatives. This may consist of subscription to equity capital, provision 

of working capital, quaranteea; subisidies for sta ff , building ,etc  . .  When 

financial assistance is provided, it i is  but natural that the State should 

see that it is properly u t il is e d , as the G o v 't , has a responsibility for accoun

ting for theiJ funds to the Parliament.

The laws of the S tate , beginning with the constitution of the Country, 

should recongnize Co-operatives as an instrument for br in ing  about the neces

sary social and economic changes. Institutions for the growth coop, movement 

and its proper development may also be established by law. Tax concessions 

and exemptions may also be written in the law s. Laws governning various acti

vities like marketing, processing , transportation, irrigation etc . may also 

have a bias in favour of Cooperatives. Laws governing Co-operative institution 

may also allow autonomy and fle x ib ility  in their operations and need not be as 

regid as in the case of joint stock companies.

F ir stly : - The group accept that some legislative Govt, C<iiitro] is essen

tial for the healthy growth of Co-operative moTement,but any sorts of administ

rative Control and interference "to the day to day to a ffa irs  of the Society is 

detrimental for the growth of peoples oriented Co-operative movement,

2 . Governments assistance

It  is desireable that in the in itia l  stages of development, and in its 

day to day movement government support, assistance, participation and aid are 

needed e .g .  legal aid and ’financial a id .

(a) State policy:- The clear cut constitutional sanction and ratification 

is necessary to encourage and give moral force for the grouwth of Co‘*c>perative 

movement.

(b) Legal aid:- Enactment of laws to preside forum for the growth of 

Co-operative Movement are essential, e .g .  land reform laws.

(c) Grant privilege and exoption:-

The national government should grant some privilege to get 

aminities and fa c i l it ie s , and also grant some exemptions and concession of taxes, 

duties, and other charges. ,
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(d) Legal p e r m i s s i o n  be made to safe guard and Brotect Co-operative 

Societies and their interest.

(e) The government should arrange and co-ordinate its Working Mechanism, 

departments and agencies that the co-operative institutions can work exclusively 

in particular field  of National Economic Development Works and free from any 

sorts of Competition .

:Financial assistance;-

It  is needed that in the in itia l  stages of development, government 

support and financial be presided for the following purpose .

(a) Foundation Capital to meet the preliminary and establishment ■

expenses.

(b) Considering the Circumstances and importance of the project the 

government should also participate in equity capital,

(c ) Manage availability  of loan fund at easy terms and conditions and 

at a lower rate of in terest .

(d) Grants in-Aid-for: managerial and technical services be presided by 

the government.

(e) Gov't, should grant subsidy and help in time of natural calamities 

like food, drought, cyclone, t id al,b o re , earth-quake and so on.

( f )  Preside fund to establish training institutions and also to carry 

on day to day training and research work.

(g) The Gov’ t should also help done inspection, auditing and supervision 

of co-operative societies .

Positive view on the s.above subject:-

In  under developed counties of South east /\sia the majority of peoples 

are reluctant and not aware of co-operative movement, due to lack of education, 

exploitation by vested interest groups of the Society , and lack of Capital for 

investment. Hence government assistance are necessary for agriculturalaand 

economic development particularly in Co-operative Way.

Negative view on the S u b jec t :-

As s result of g^v't aid , assistance and particupatiori of government 

in Co-operatives makes the people (farmers) in general that the Co-operative 

institutions are the organiaations formed and run by the g o v 't , and they do
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not take so much interest for the imprevement of Co-operative organisations. 

G o v 't , rules and regulation brings same rigidity  in the day to day operation 

of Co-operative Societies and it becomes very d iffic u lt  to make some adjustments 

with time and cirumstances. Gov't  aid and assistance helps the people to be more 

Reliance on Government for their welfare in stead of being self reliance.

The State Support also brings same time political patrouage to or by Co-operative 

in stitu tio n s .

- 4 -
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GROUP 111 

Discussions Report

1, Mr J ,B .  P atil  - Chairman

2. M r M .A .  J a l i l  - Secretary

3 . Mr P . Ramasamy - Member

4 . Mr Benjamin Cruz - Member

5 . Mr % d o l  Karim Salari - Member

6. Mr M . Kulasegaram - Member

7 . Mr H . Ohmi - Member

8 . Mr Mohd. Noor A riffin  - Member

The members discussed the points raised, in two group sessions and 

pointed out the prevailing conditions in their respective countries .

Asia regions were considered to be as under :

1 . P o lit ica l  interference to cooperatives

P olitica l interference would mean undue interference by people 

having political background, on the activities  of cooperatives, who do not have 

legitimate e lig ib ilit y  to associate themselves in a particular cooperative 

movement. Such interferences may be ( i )  in the formation of cooperatives and

( i i )  in the management and operation of cooperatives. In  the formation side , 

through their poltical influence they manage to occupy the important position 

although they are unable to offer any sound leadership conducive to the healthy 

growth of cooperative movement. In  the management and operation the poltical 

interference work detrimental to the interests of the organisations as the 

people with political bias attempt to gain their poltical end s at the cost of 

organisations. In  fact , problems of recovery of credit in developing countries 

are created mostly by political influence . The problem can be tackled by (a) 

Eleminating vested interests and p o litical influence from cooperatives by legaj. 

method in denying membership or entry of people who do not legitimately belong 

to the particular group with whom the cooperative is formed and other necessary 

measures. (b) Educating people and motivating them to understand the true 

sp irit  behind cooperatives so as to develop effective leadership to  tackle 

problems by themselves.



The existing government assistance in most of the countries are :

( i) Capital contribution to cooperative societies.

( i i )  Granting of loans for credit operation at subsidised rate of interest 

under government guarantee.

( i i i )  Exemption of stamp duty and income-tax,

(iv ) Promotional work for expansion and development of 

cooperative activities

(v) Audit and inspection of cooperative societies.

(v i) Grant of management expenses.

In the developing regions inspite of the above assistance 

Ihe cooperative movement could not achieve the strength of economic viability^ 

Without government support and sub-sides the cooperatives in those regions may not 

be able to function. It  is however, fe lt  that permanent dependence on support 

and subsidies would not help healthy growth. As such the government assistance 

is needed to be channelised with the aim of making the movement self-supported 

which may be in the following form :

( i )  In it ia l  capital build up for operational resources.

( i i )  Infrastructure fa c ilit ie s  for complete service to the members in their 

activ ities  in Production, marketing as well as their living amenities with 

social welfare measure.

( i i i )  Legal measures for eliminating the evils like pressure of vested 

interest and political interference.

(iv ) Sound policy decision as to protect cooperatives from competition of 

other organisations and governmental lagencies functioning in the same 

sectors in which the cooperatives operates.

Since cooperative movement is considered a vehicle of economic 

development in many countries, government partic ipation 'fo r  necessary assistance 

would be indispensable. But to maintain autonomous character of cooperatives it 

is desirable to have government assistance without string of influence and 

control in policy making. Rather government support and guidance for healthy 

growth of movemcait under peoples leadership would be necessary.

2

2, Govt, assistance to cooperatives
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GROUP D IS C U S S IO N S  ( i l l )

I .  P l e a s e  s u g g e s t  a p p r o p r i a t e  l o a n i n g  p o l i c i e s  a n d  p r o c e d u r e s  
k e e p in g  i n  v ie w  th e  f o l l o w i n g  :

( a )  P r o v i s i o n  o f  a d e q u a t e  a n d  t i m e l y  l o a n s ,

( b )  S i m p l i f i c a t i o n  o f  f o r m a l i t i e s  a n d  f o r m s , e t c „ ,

( c )  P r o v i s i o n  o f  l o a n s  t o  s m a l l  f a r m e r s ,  s u b - m a r g i n a l  f a r m e r s  a n d  
t e n a n t s , a n d

( d )  I n c r e a s i n g  p r o d u c t i v i t y  o f  f a r m e r s ,

I I .  P l e a s e  o u t l i n e  t h e  p r o b le m s  i n  e f f e c t i n g  t i m e l y  r e c o v e r y  o f
c o o p e r a t i v e  Siog as a n d  s u g g e s t  m e a s u r e s  -  p r o c e d u r a l ,  o r g a n i s a t i o n a l  
a n d  a d m i n i s t r a t i v e  -  t o  e n s u r e  t h e  sa m e .

I I I .  P l e a s e  i n d i c a t e  t h e  m a in  d i f f i c u l t i e s  i n  m o b i l i z i n g  r e s o i i r c e s
b y  c o o p e r a t i v e  i n s t i t u t i o n s  i n  y o u r  c o u n t r i e s  a n d  s u g g e s t  s u i t a b l e  
m e a s u r e s  t o  a u g m e n t t h e i r  r e s o u r c e s ,  s o  a s  t o  make them  s t r o n g  a n d  
v i a b l e .



REPORT I I I  

Group I

1 . Mr P . L a i - Chairman

2 . Mr Vichien  Inthachat - Secretary

3 .  Mr C . Partowidodo - Member

4 .  Mr R , Mongkoentenjo - Member

5 . Mr C . Guiam - Member

6 . Mr S .V *  Sharon - Member

7 .  M r M .R .  Ezatian - Member

8 . Mr Mohd. Rafique - Member

Besides informal deliberations held during toilet breaks, coffee,-recess 

and in the bus whicn going from Tokyo for visits  to agricultural cooperatives 

the group met formally for two hours in the Station Hotel, Kyoto at 8 p.m . on 

April 22 , 1973 and went into the details of various aspects of the problem assigned 

to it for discussion, A decision was taken to recommend the following :

Inadequate and untimely loans lead to wastage of resources, 

m isutilization  of funds, and to its consequent, damaging effect on production.

In developing countries, fuller attention has, therefore, to be given to agricu^.tural 

loan and allied services; may be, if  necessary for the time being, restricting or 

postponing other a c tiv it ie s . Preparations for granting loans to farmers have to be 

made quite in advance of the agricultural season. Cooperatives have to arrange 

for adequate administrative machinery to advance loans to their farmer-members 

in time.

In  most of the countries, land-records are in good shape and 

upto-date. Usually , cooperative societies also maintain registers of their 

members carrying detailed informations about their financial condition, repaying 

capacity, landed property,e tc . In  view of this , it may not be considered necessary 

to have detailed informations about the same in loan application as they are 

quite time-consuming. In  many countries, loan-applications are processed at 

various levels which again are repetitive and resulting in delays and in wastage 

of time and energy. The forms should be as simple as possible so that they may 

be easily  understandable to farmers. Decision-making power should be sufficiently  

delegated to ensure timely processing of loan-applications.
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Systems should be so developed as to ensure loans to small farmers 

and tenants. This can be done either by encouraging cooperatives of small farmers 

and tenants or by earmarking necessary amounts in a co:>perative society for loans 

to tliem. In case there is no other security or surety for small farmers and 

tenants to attract needed loans for them, loans may be advanced against crops, 

on tenancy right and in consideration of the conduct of the small farmers and 

tenants in the p a s t .

The question of increase in productivity is of utmost importance.

This is necessary for the wealth and happiness of the farmers and ultimately of 

the nation . It is immediately essential for the progress and even for the existence 

of cooperatives. Increase in productivity of farms alone w ill generate the necessary 

repaying capacity and solve effectively  the problem of overdues which has sat 

stifled  the growth of cooperatives in many countries. Credit in isolation-'' 

can not bring *  out desired results . A cooperative society should be so designee} 

and encouraged that they may approach to farmers with a package of integrated 

services i .e .  credit, extension advice, improved seeds, fe r t il ize r s , insecticidGp, 

pesticides , tools, implements and marketing f a c i l i t ie s , e t c . High cost of produe|ion 

and low return w ill  k ill  the in itiative  of the farmers and thus may come in the 

way of increase in productivity. Rationalization of the price-structure and 

linking of credit with marketing therefore deserve serious attention. Storage 

is also vitally  linked with these problems. Construction of warehouses has to bp 

given priority . In  countries where irrigation fflcilities are not well provided, 

irrigation  from minor and major sources w ill  be of great significance . Top 

priority w ill  have to be given to irrigation projects. Rotation of crops based 

on soil-tests is also considered to be of help in this direction .
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REPORT I I I

Group I I

1.

1. Mr Pradit Machima - Chairman

2. M r M .R .  Choudhury - Secretary

3 . Mr R . Srinivasan - Member

4 . Mr P .K .  Panadam - Member

5 . Mr G .V .C . Reddy - Member

6 , Mr J  , S , Han - Member

7 . Mr M ,J , Park - Member

8 . Mr J ,H .  Joh - Member

9. Mr S .B .  Mandloi - Member

1 . The group considered the problem of overdues and analysed the

reason therefor, far the development and expansion of cooperative credit

is severely inhibited by overdues, the group felt that the task of reduction

in overdues should be accorded the highest priority .

2 . The reason for overdues may be classified  broadly as follows :

(a) Defective loaning policies and procedures,

(b) Managerial and administrative inefficiency , and

(c) Reason beyond the control of the cooperative institution .

These-’are br ie fly  discussed in the paragraphs below :

3 .  Defective loaning policies and procedures : Loaning should be production-

oriented andsshould be on the basis of a viable farm-plan or project. It  is necesgary 

that the entire amount required by the farmer is advanced by the institution , to 

prevent him from seeking other undesirable sources of funds. The amount of the loan 

should be within the repaying capacity of the farmer, culculated on a scientific  

b a s is , as otherwise the "^farmer w ill  only be burdened with a debt which he cannot 

liquidate . It  should also be ensured that the loans are advanced in time in order

to meet the needs ofthe farmers for production purposes. This would, to a large 

extent prevent m isutilisation  of loans and ensure proper end-use of the funds.

Recovery should also be made after the harvest, as soon as the farm produce is sold.

In  fix in g  the quantum of the loan, the needs of the borrowers, particularly in the 

case of small farmers, for consumption purposes should also be taken care o f . 

Recoveries should as far as possible be made out of the sale proceeds of the produce.

^pril 26, 1973



For this purpose a suitable mechanism should be devised,

4 , Managerial and administrative inefficiency

Non-availability of suitable personnel at the primary level is another 

reason for overdues , The primary societies should have the benefit of persons 

who can offer sound farm guidance and extension services. The utilisation  of 

loans should also be supervised and assisted to the extent necessary. The staff 

of the primary society should take up a recovery drive at the right time, when 

market arrivals are the maximum. When the default by the borrowers is w ilfu l , the 

primary society should also take timely legal steps for recovery of the loans. ; 

Further, the staff of the primaries can provide market intelligence to the members to 

enable them to get a remunerative price . Ultimately, the aim of the staff at 

the primary level should be to bring Jifiome to the borrowers their social and moral 

obligation to repay.

5 , Reason beyond the control of the cooperative institution

Failure  of crops due to drought or other natural calamities affects 

the repaying capacity of the borrower. Provision of irrigation fa c ilit ie s  is 

a safeguard against drought. There should, however, be a mechanism for re

scheduling the loans in such situations. Violent fluctuations in the price of 

farm produce again upsets the entire farming operation arti affects recoveries.

The need for a price support scheme for major items of farm produce is very 

necessary for a good recovery as well as for other reasons. Interference by 

political parties and by vested interests is another contributory factor in 

effecting  recoveries . This has to be warded off by greater vigilance on the part 

of the members themselves.

6 , It  is fe lt  that the problem of overdues cannot be treated in isolation , 

divorced from other factors effecting the growth of the movement. The strategy 

should be to tackle the problem of overdues as part of the problem of overall 

development of credit cooperatives. To achieve th is , the aim of our efforts 

should be :

a) To evaluate the performance of a society regularly in order to find

out the ways and means to improve the efficiency  of the society.

b) To educate and train its members concerning the cooperative principles,

agricultural production techniques and marketing.

c) To get financial and technical support from the government.

d) To drive for a higher saving campaign and give more incentive to the

members.
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e) To develop infrastructure within agricultural sector.

f) To reduce the influence and activity of the vested interest through

mutual help and self-help through the support of government, financially  

and legislatively .

g) To encourage farmer members to plan for his expenditure through the 

help of agricultural extension o fficer .

h) To organise cooperative activity in a viable scale , and

i) to provide a price-support mechanism.
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Group I II

1 . Mr J  .B . P atil - Chairman

2 . Mr M.Al. J a l i l  - Secretary

3 . Mr P . Ramasamy - Member

4 .  Mr Benjamin Cruz - Member

5 . Mr Abdol Karim Salari - Member

6 . Mr M . Kulasegaram - Member

7 . Mr H , Ohmi - Member

8 . Mr Mohd . Noor Arif fin  - Member

The members of the Group had two discussion sessions one at IDACA 

and another at Kyoto Station Hotel, Kyoto. The points relating to the issue 

were discussed by the member participants from different countries and had the 

common observations as mentioned below.

Mobilisation of resources by the cooperative institutions is primarily 

dependent on (a) availab ility  of resources and (b) capacity to m obilise savings 

and deposits. In  the developing countries the cooperative institutions are the 

organisations of small farmers and other lower income group people who have hardly 

any surplus money for deposits to contribute to the resources of the societies . ;

The other factors of d iffic u lties  in mobilisation of resources are as under :

Ja) The cooperatives in those regions could not build up strong institutional

base so far to create public confidence for attracting deposits and savings 

due to unfavourable socio-economic conditions.

( i i )  The people in general are not educated and well motivated to realise the

importance of cooperative principles to attain the self-help capacity iri 

the economic activities and financial operation. Rather the cooperative

almovement inthose regions remained credit oriented and dependent on gover^^iitf 

support and subsidies.

( i i i )  Govt, support and subsidies granted to the cooperatives in various ways 

(as mentioned in other group report) assisted mostly the small fa m e rs  

credit programme. There was no comprehensive planning to force the coopera

tive movement to generate their own resources for the credit opefation .

(iv ) The cooperatives in certain areas have been confronted with competition

(in  their deposit mobilisation work) from commercial banks and other
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agencies which they can hardly withstand in their weak structure 

unless there are measures for their i^rotection. Notwithstanding the 

adverse circumstances as enumerated above there is scope for progress of the 

cooperative institutions to mobilise resources and making the organisations 

economically v iable . The suitable measures are suggested below ;

(a ) There should be massive education system to make the cooperative

movements achieve in their efforts to be self-supported economically and financially  

so that people realise the importance of collective savings.

(b) The organisational set-up entrusted with the work of deposit and savings

mobilisation should be strengthened to attract people for such business and should 

be equipped with trained man-power capable of having public confidence on the on^ 

side and ■rertderiQg-t!,'; e fficient  service to the members or depositors on the other. 

Such developmental plan towards building  resource person would need participate'^ 

support and assistance from the Govt, for vario<i8Sfacilities needed.

(c) The cooperatives should be granted protection against competition

from other stronger agencies in their fie ld  of operation. The area of operation 

of other arganisations should be well democated to obviate the chance of 

competition, overlapping and conflicts into cooperative institutions.

(d ) The resources available in the rural areas with the traditional

money-lenders and other wealthier people may -be brought to the cooperative fold by 

organised method of attracting them by offering reasonable benefits to their 

instruments in cooperative institutions which may contribute to substantial amount 

of investment fund .

(e ) The nrimary cooperative societies in most of the countries are not 

viable u n its . There should be planned measures of amalgamation or consolidation 

to make them viable  and necessary incentives and assistance should be provided 

by the government to execute the plan towards v ia b ility .

The above observations are commonly applicable to most of the 

developing countries.
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INTRODUCTICN

Reservations ,

Scope of the subject is large particularly the aspect concerning application 

Hence generalisations necessary. ■

2 . As the Asian Region is wide and presents a great deal of d iversity , 

many situations may not be covered by these generalisations.

I I

NATURE OF IHE COOPERATIVE MOVMENT

1 . A cooperative society is a form of business organisation which is 

established by the members on a basis of equality to promote their common ecotio- 

mic and social interests. The cooperative society aims to provide goods and' 

services to members at costs as low as are compatible with the long-term 

development of the society . The management of a cooperative society is carried 

on by a Board of Directors elected by the members who exercise ultimate contrQl 

over the operations of the society. Cooperatives of individual members are



called "prim ary"cooperativGs. These primary cooperatives Join themselves 

into a federation which performs commonly cequired functions involving more 

large-scale operations and bigger resources than those the primary societies 

can command. Thus, the federal structure of the cooperative movement, while 

enabling the small primaries to function independently, achieves for the constir- 

tuent primaries significant financia l, managerial and technical advantages.

'\lso, on account of such coordination ( integration ), the cooperative movement 

is able to achieve significant competitive capacity.

The cooperative way of doing business has taken many forms in 

k s i a  - from highly specialised to multi-purpose so cieties . The main forms of 

cooperatives inthe rural areas in South-East Asia include multi-purpose 

cooperatives or specialised agricultural credit cooperatives. Since the last 

World War, agricultural marketing and processing activities are being increasingly 

developed on a cooperative b a s is . In urban areas, the main forms of cooperatives 

are the thrift  and credit societies, consumer cooperative societies, cooperative 

housing societies , and in some cases cooperative insurance societies . Fishery*;; 

cooperatives and industrial cooperatives for artisans have alio  been formed in 

many parts of the Region .

2 . The main aims of the cooperative movement could be broadly categorised 

as follows ;

i) promotion of economic interests of those sections of society who are 

individually unable to make significant economic progress.

i i )  social and cultural advancement of the members and even of the

community as a whole, (Emphasis on educational, cultural ac tiv it ie s , 

community programmes and development of cooperative press)

i i i )  Strengthening the democratic and more rational forces in- »

the ccxnmunity through the specific  ways in which a cooperative society 

operates, (Emphasis on discussion and parliamentary procedures, develop- 

flQg capacities for taking in itiative  by members,e t c .) and

iv) Acting as a countervailing influence on the economic and social

excesses operating in developing countries. (Reducing economic in

equalities , building  social cohesion amongst members, opposition to 

exploitation by money-lenders-cum-traders,etc.)



III

COOPERJ^TIVE PRINCIPLES /^ND THEIR APPLICATION

In the early part of the 19th Century, the British  Consumer Movement 

published a set of principles which came to be known as the "Rochdale Principles'.’ 

These principles were further examined by a Committee of the IC:\. Subsequently, 

the following principles were accepted by the IC^ Congress in 1937 as applicable to 

all cooperative societies :

i .  Open Membership,

i i .  Democratic Control,

i i i .  Limited interest on Capital, 

iv . Dividend on Purchases,

V . Cash Trading, 

v i .  P o lit ic a l  and Religious Neutrality , and 

v i i .  Promotion of Education.

Present Principles

In 1064, the ICA appointed a Commission on Cooperative Principles 

to examine the fundamental jjfinciples of Cooperative activity in the context of tjie 

present-day economic, social and political situation and to suggest whether any 

of the principles should be reformulated. The Report of the Commission was 

considered by the ICA Congress held in Vienna in September 1966 and the following 

principles were adopted,

i) Membership of a Cooperative Society should be voluntary and available 

without a r t if ic ia l  restriction or any social, p o litical, racial or religijvjp 

discrimination to all persons who can make use of its services and are w illing 

to accept the responsibility of membership.

i i )  Cooperative societies are democratic organisations. Their a ffa irs  should 

be administered by persons elected or appointed in a manner agreed to by 

the members and accountable to them. Members of primary societies should 

enjoy equal rights of voting (one member, one vote) and participation on 

decisions affecting  their so cieties . In  other than primary societies , the 

administration should be conducted on a democratic basis in a suitable foy^,

i i i )  Share capital should only receive a strictly  limited rate of interest, if  

any.



iv) Surplus or savings, if any, arising out of the operations of a society belong 

to the members of that society and should be distributed in such manner as 

would avoid one member gaining at the evpense of others.

This may be done by decision of the members as follows :

a) by provision for development of the business of the cooperative,

b) by provision of common services, or

c) by distribution among the members in proportion to their transactions

with the society,

v) A ll cooperative societies should make provision for the education of

their members, officers and employees and of the general public , in the 

principles and techniques of cooperation both economic and democratic.

vi) A.11 cooperative organisations, in order to best serve the interests

of their members and their communities, should actively cooperate in every 

practical way with other cooperatives at local, national and international 

le v e ls .

These principles indicate the aims and special character of cooperative 

undertakings as distinct from private or public enterprises. In addition , they are 

good business rules too which t->ave stood the test of time. Their non-observance has 

been the cause of many a fa ilu re . A correct interpretation and application 

of these principles are, therefore, very essential for the success of cooperative 

societies .

The principles are discussed below one by one, but on account of their 

close inter-relationship, preference to other related principles have been made

wherever necessary,

1 . Open and Voluntary Membership

Two fundamental considerations relevant :

1 .1  'Hiose who make use of the services (the service association) of a cooperat;ive 

society should and do become its members, and conversely, the membership g f

a cooperative society consists of persons whose needs and services, the 

cooperative supp lies .

1 .2  The cooperative movement being a social movement, welcomes a ll  elig ible  

members to Join the society appropriate to their situations and needs; even 

more it encourages and assists them to join such societies .
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i) Aim of the society to supply goods and services required by members

and not to make profits . H e n c e ,it * should be open to all persons 

without any discrimination on the basis of race, relgion, caste

or political opinions they hold.

ii) A ll members enjoy equal rights and they are 'free  to Join 

or leave the society.

i i i )  This principle gives the movement its ideological appeal

of universality and solidarity among members on the basis of 

common interests .

iv) Uniting members on a common platform, irrespective of their 

other interests, makes for singleness of purpose for achieving 

common social and economic goals.

v) Open membership enables the society to achieve increase in size 

with admission of new members, (especially  relevant in consumer 

societies or agricultural marketing societies) . Thus possibly

to acquire needed capital for undertaking wholesaling, processing 

and/or production ac tiv it ie s . In consumer societies, the vast 

membership also provides the markets for the goods processed or 

produced by them.

vi) The freedom to join or leave ensures that the Movement is not 

burdened with unwilling members. It  would also keep the societies' 

management alert and responsive to the needs of members.

Maintenance of continuous dynamism and achievement of higher 

standards of efficiency  essential if  members loyalty is to be 

sustained and now members are to be attracted.

1 ,4  Annlication in Asian Countries

i) The policies pursued by the cooperative societies in most

countries of the region are not aggressive as regards expansion 

of membership is concerned. Hence, many c red it , marketing aqpl 

consumer cooperatives have tended to remain small o r g a i  i s a t i Q R S .

2T7
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i i ;  iaeaiiy  speaKing, tno inciiviaual should be free to join as well '

as withdraw from a^ociety. Emphasis on voluntariness and absence of ; 

compulsion. This freedom, however, is rarely absolute. His entry or 

exit should not affect the society adversely. Some examples from the 

Asian Region given below.

a) Selection of members in unlimited liab ility  credit societies of vital 

importance. Even in limited liab ility  societies, persons who are 

likely to damage the interests of the society and of the majority of 

the members could be kept outj e .g . ,  money-lenders-cum-traders in 

agricultural credit, marketing or consumer cooperatives. Also exclusion 

of non-creditworthy persons from urban thrift and loan societies, Such 

refusal is justifiable  on grounds of maintaining internal harmony.

(Bad characters, irresponsible individuals and trouble makers should be 

kept out) .

b) The principle  of open membership of universal application in respect

of consumer cooperatives . The existence of institutional stores in mgny 

Asian countries. They have achieved success due to :

Assured clientele

- Credit-buying fa c ilitie s

- Mutual knowledge among members

Societies getting adequate finances as members are fixed-income earners

- Better leadership available in view of good educational background; 

of members and mutual knowledge.

Consequences

lim itation on growth

inconvenience to members as members have to carry their goods over 

long distances from shops located on business premises to their hoipiBS.

feeling  of cooperative solidarity  within the entire movement 

d iffic u lt  t o ’develop.

c) Capacity of the ifJlant in workers’ productive society may not allow 

admission of all workers seeking employment or membership. Such limitJitions 

ju s t if ia b le .

d) In the case of cooperative farming societies and industrial cooperative 

societies , some abuses e x ist . In  the case of some industrial societies , 

the society is operated in the interests o f ’.the master craftsmen. In 

the case of farming societies also , the erstwhile landlords operate ^
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the societies in their own interests while enrolling tenants or labourers 

as members.

\lso profit-seeking entrepreneurs, e .g .  in c ities  like Bombay, start 

cooperative housing societies and earn handsome profits .

e) %  unwilling farmer or a small group of such farmers by refusing to

join a cooperative farming society can hinder the possibility  of significant 

economic betterment for a majority of farmers. There are similar examples 

with regard to managing irrigation  schemes or in adopting aerial spraying 

of pesticides .

^  small group of farmers can frustrate the whole plan of action.

In such eases, in the interest of the whole community, compulsion could be

exercised by the government, forcing the recalcitrant members to fa ll  in , 

l in e . :■

i i i )  In  Multi-racial or multi-religious societies, some times a society may

be confined to only one group, e .g .  societies organised on racial basis ip

M alaysia .

iv) Ordinarily  a consumer cooperative society should aim at enrolling members

from the general public through the use of patronage dividend, and no dig- 

tinction be made with regard to selling  between members and non-members,; 

Consumer cooperatives in Asian  countries operating schemes for distribution 

of rationed or controlled goods. However, not much efforts made to enro^© 

non-members. Problems arise as to how to sell non-rationed commodities jp 

short supply to members and non-members e .g .  imported articles in Sri Laqka 

or confiscated goods purchased from Customs authorities in In d ia . Whether 

to sell on "f ir s t  come first  served" basis or to give preference to membe|^s.

v) Question of "Sympathiser Members" who do not need the services of a

cooperative society but whose inclusion in membership is of v ital import§pce

as they provide leadership.

2 . Democratic Management

Democratic management of a cooperative society is organised on the 

basis of "one member one vote" as distinct from "one share one vote" in  capitalistic  

enterprises. I t  s ign ifies  that a cooperative society is an assoc la tioti of human 

beings who come together on the basis of equality and not of c ap ital. The control 

of the operations and management of the society is ultimately vested in the members



who have equ=il rights and the actual management is entrusted to a Board of 

Directors or a Managing Committee elected by the members. The administrative 

structure, however, differs depending upon the size and depending upon whether 

the society is a primary or a secondary society,

2 .1  Primary Societies

Small societies, organisation is simple - often honorary management.

Election on the basis of one member one vote.

2 .2  Larger Societies

While the basic principle of democracy remains the same, another 

form of organisational set-up becomes necessary in large societies having severa?. 

hundreds or thousands of members. In these societies the usual method adopted if  

that of representative democracy. Under this system, instead of one general meeting 

the members are convened to a number of branch or district  meetings. The agenda 

in these district meetings, of course, cover the whole fie ld  of society 's  operatipns 

and not simply branch or district a ffa ir s .

Consequences

i) Personal knowledge of officers and candidates diminishes giving place

to impersonal relations between administration and membership,

i i )  As the scope and complexity of society 's  operations increase, it outruns

the ability  not merely of the ordinary members but also of their elected 

representatives to keep track of them and effectively  control the society^

In this context, a judicious balancing of centralisation by decentralisation is

i.'C-;' : necessary. It  is necessary to improve the quality and qualifications of

elected o ffice rs , and members of management committees; also the authority 

of the local committees with regard to local matters should be strengthened.

2 .3  Secondary Societies and Federations

i) Principle  of one member one vote should be the underlying basis of the

constitutions of these societies as w ell. This principle would work well 

where the size of the member societies is generally uniform and there is po 

great disparity between them, ^\nother method in larger secondary organisa

tions which is usually adopted is to base voting power upon the strength ; 

of the individual membership of societies . The number of delegates a 

society can send to the general assembly is thus based on its  membership.

This is a strict application of the principle  of one man one vote. To

avoid the dominance of large societies , a lim it is often placed on the

number of delegates a society can send to the general assembly.
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i i )  In some cases the principle of patronage is introduced as an additional

element in fixing  the voting power of the societies . Representation thus 

is given on a combined basis - (i )  a certain number of delegates on the 

basis of membership, and ( i i )  additional delegates depending upon its 

volume of business with the federation, According to the Principles 

Commission, this element may be a desirable concession for the sake of 

unity , equity or efficiency or a combination of these factors.

2 .4  Application In Asian Countries

In developing countries of the Region, there are a number of factors 

which make the application of the principle of democracy in cooperative societies 

rather d if f ic u lt . These factors include widespread illiteracy  in some countries 

of the Region and low level of education in many. The members are just beginning 

to learn operation and they are not always sufficiently  well equipped to manage 

by themselves the societies successfully. Hence, outside advice and guidance 

becomes necessary. This guidance comes from usually two sources : ( i )  institutions 

and individuals in sympathy with cooperative methods and ideals, ( i i )  and the 

government,

■Another reason why government is interested in the cooperative 

movement is that ‘ it recognises cooperatives as suitable agencies for promoting 

social and economic development which the government is attempting to foster under 

its economic plans. A lso , the government regards cooperatives as proper agencies 

for undertaking certain tasks on its behalf on considerations of equity and economy

in administration of its schemes. Examples of this are distribution of scarce

commodities through consumer cooperatives in India and S ri Lanka, or distribution 

of agricultural requisites to farmers such as fe r t il ize r s ; the government would 

otherwise have to set up extensive distribution machinery or would have to 

distribute it through profit-making channels.

In  order to foster cooperative movement government provides assistance

to cooperatives in a number of ways.?

^ a )  In most countries of the Region, there are government cooperative departirients

to plan cooperative development and give advice , guide, supervise and ^udit 

the cooperative societies .

b) F inancial assistance in various forms is provided to cooperatives. This

assistance may be provided in the form of loans or outright grants; e .g .
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in several countries assistance provided to cooperative farming societies 

for land reclamation and soil conservation; and to agricultural cooperatives 

for construction of store houses, purchase of machinery and other equipment.

Development of cooperative sugar factories in India an outstanding 

example of such assistance; loans often provided at concessional rate of interest 

in order to increase agricultural production.

Government also provides help to augment the share capital of 

cooperative institutions at the national and state levels by way of direct 

contributions to share cajtital or provision of loan capital : e .g .  government

assistance in funds to Cooperative Bank for Agriculture and Cooperatives in 

Thailand and share capital contributions to the cooperative Banking structure 

in In d ia .

Govemment provides guarantees on behalf of cooperatives for the 

payment of principal and interest, e .g .  State Governments providing such guarantee 

to the Reserve Bank of India  and other agencies for debentures floated by Cooperative 

Land Developm ent Banks; the government providing guarantees to commercial banks 

for loans issued to consumer cooperative societies.

Government also provides assistance to cooperative federations and 

unions for propaganda and educational work.

Some Consequences

The above assistance by the government has some consequences as regards 

operation of democracy is concerned. Democracy implies autonomy in the sense of 

independence of external control, apart from, of course, the cooperatives being 

subject tothai&am e general laws and rules as 11 other business undertakings.

a) ■'\s part of the planning process, the government sets up targets of

cooperative development: quite often this results in very speedy organisj^tion

of cooperative societies without proper preparation of members by way of 

education. A number of societies therefore are not able to develop 

sta b ility , e .g .  consumers cooperative societies developed during scarcity 

conditions especially in war periods. When government assistance withdrawn, 

the consumer cooperative movements by and large collapsed.

b) In  order to safeguard public money invested in cooperative organisations 

and in order to prevent abuses of privileges accorded to cooperatives, 

government nominates members on the Board of D irectors. Because of the 

prestige and position of these government officers on the Boards of Directors, 

the elected representatives may tend to leave decision-making to these people
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whom they consider to be more qualified than themselves.

c) Government also deputes its own officers to work in the cooperative 

organisations. Thus, these factors tend to develop the cooperative movement 

not merely as an instrument for implementing government development 

programmes but more as its own arm or its own department. Q u ito .o ften , 

ordinary people fa il  to recognise the distinction between a cooperative 

society and a government department, and many members are found saying

that the cooperative society is a government institution .

d) Another factor which affects the operation of democracy in cooperative 

institutions is the wide social and economic disparities amongst the members 

of cooperatives. In  rural societies , there are differences amongst the 

members on the basis of economic status, caste, race, and relig ion . The 

newly developing communities in Asia are yet too much tied by these factq rs . 

The loosening of these factors and the development of a more homogenous 

community as well as the fostering of democratic attitudes in place of 

authoritarian relationship based on status w ill take time,

e) The development of enlightened membership, competent leadership and 

skilled cadres of staff is a long-term task which needs an intensive and 

extensive programmes of education and training . The building up of demoq|-^cy 

in cooperative organisations, is therefore, going to be a painfully  slow 

process in most countries. The government itself  has an important role to 

play in this context. Some suggestions in this context may be made as  ̂

follows :

i) The cooperative development programmes should be drawn up in .t h e ..

context of the capacity of the cooperatives .by the government in full 

consultation with the leaders of the cooperative movement. The 

cooperatives should not be asked to shoulder responsibilities for whjph 

they are not ready or which they cannot take up within a certain period 

of time.

i i )  The government nominees on cooperative boards should work more as

advisers and consultants and should foster discussion and decision

making: by the elected representatives. It  should be one of their

tasks to ensure that voluntary leadership develops .

i i i )  Programmes of education and training should be incorporated in all 

schemes of cooperative development or projects .
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3 . Limited Interest on Capital 2 - i

The role of share capital in a cooperative society is different 

from that in a private enterprise. In a cooperative society the owners ( i . e .  

contributors of share capital) and the users of the society are the same persons 

and the aim of the society is to provide goods and services at as low cost as 

po ssib le . (keeping in view the long-term development of cooperative business).

Thus share capital represents savings made available by members to the society 

for business purposes; it is not risk capital employed for earning nrofits .

In a private enterprise, e .g .  in a joint-stock company, the role of capital is quite 

different . The aim there is to earn the maximum possible dividend on share 

capital contributed by the share holders .

3 .1  Reasons

i) The belief of the Pioneers of the Cooperative Movement in the 19th 

century to build up an equitable society on account of their distrust 

of the distribution  of property and incomes arising therefrom.

ii )  People who possessed capital received enormous returns and thus 

acquired great power in society. '\n attempt on the part of the Pioneers 

to break the bond between capital and power by lim iting the interest on 

capital.

i i i )  While it  was recognised that capital added productivity to labour, the

conception in the cooperative society is that of labour working with 

capital and not for c ap ital. The distribution of the surplus that arises

therefore is on a different basis in a cooperative society than in a private

enterprise .

iv) Self-financing at low cost.

3 .2  Four situations in which the principle of limited interest can be 

tested ;

i) When no interest is paid on capital, no clash with the p r inc ip le .

i i )  Where interest is paid but deliberately kept below the rate which may

be regarded as fa ir  elsewhere; this is also a case of paying limited interest,

i i i )  \Wiere limited interest is paid for certain periods but is adjusted not In

response to short-term fluctuations in the money market but rather in

response to long-term movement of the interest rates . This limite is a

fair  limit as capital and not specifically  as share c ap ita l .

12
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iv) Where a premium is merged into interest rate to induce the lender

to put in more share capital; cooperatively speaking this is a dubious 

practice ,

Naturally , the larger market conditions have to be kept in mind but 

the important point is to ensure that the interest paid on capital does not 

become speculative remuneration in a manner similar to the rate of interest paid 

in profit-making enterprises. Since share capital made available by the members 

represents their savings, it is natural that they could obtain if  they put in this

capital in any long-term government securities or in fixed deposits in commercial

banks .

3 .3  Apnlication in Asian Countries

i) In most agricultural cooperative societies the cooperatives find it

d iffic u lt  to pay a fair rate of interest on share capital contributed by 

members; in view of this great d ifficulty  for societies to acquire sufficient 

amount of share capital. This greatly hinders the development of cooperatives,

i i )  In  certain countries, such as Malaysia and Singapore, urban thrift

and loan societies have built  up large reserves on account of the sound 

policies followed by them of paying limited interest on c a p ita l , The

question now engaging the attention of these movements is how to u tilise

the reserves acciimulated by the societies for the common benefit as they 

are in d iv is ib le . Sometimes some members of course put pressure on the 

societies to divide the reserves amongst the members on the basis of 

share capital contributed by them. In  view of th is , it is essential for 

the thrift  and loan societies in such countries to play a critical role Jn 

fostering cooperative development in other areas. This has happened in 

Malaysia where cooperative housing, cooperative insurance and a cooperative

printing press have been developed.

i i i )  In  most Asian countries, Cooperative Law and the societies ' bye-laws

lay down the maximum rate of interest . Thus the law and the bye-laws engure

that interest rate above the fixed maximum w ill not be p a id . However, 

amendment of the law and the bye-laws may be needed, if interest rate is t-o

be chaoged in consonance with the significant and long-term change in the

interest rate in the money market.
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4 .  Disposal of surplus

4 .1  In a cooperative society, strictly  speaking, there are no profits .

The surplus which arises in a cooperative business is on account of the deliberate 

policy adopted by the society of charging a price higher than the costs incurred 

on securing the goods and services. This precaution is necessary for a variety 

of reasons : ( i) in order to provide a cushion against unevpected fluctuations 

in prices , . ( i i )  for building up capital for development purposes, and ( i i i )  

for providing certain collective services to the members. Thus Pricing Policy 

and creation of surplus are closely interelated .

4 .2  Two main questions should be kept in view regarding disposal of 

surplus : ( ! )  to find a proper balance between the interest of the individual 

members and those of the society as a whole ( i . e .  collectively of the members

as a whole, and ( i i )  to do justice as between one individual member and another,

4 .3  The benefits conferred by cooperative societies on their members are of 

various kinds :

i) They may take the form of money, goods or services.

ii )  The benefits may be immediate, short-term or long-term.

i i i )  Some benefits can be enjoyed individually while some others may be 

enjoyed collectively .

4 .4  In testing in what forms and in what proportions the surplus shall be

allocated , the members as a body have to use their judgement and decide on the

above questions. With regard to the disposal of the surplus, the following 

operational aspects may be kept in view :

i) \  number of societies provide the goods to members at such low 

margins that there may not be any surplus worth distributing .

For example, many agricultural supply societies supply agricultural 

requisites to their members at prices so near to cost that therp 

is not much margin le ft , (immediate benefit given)

ii )  The second consideration is the need for development whereby

the society may decide to place the whole or a large part of itj|

surplus in reserves or capitalise  it for development purposes.

This policy of capitalisation  of surpluses has been a crucial 

factor for advanced movements’ in developing their economic power.



i i i )  The societies may devote a portion of their net surplus to the 

provision of services for the common enjoyment of their members, 

e .g ,  building of community centres or recreational fa c il it ie s , 

undertaking cultural activities or provision for educational 

purposes.

iv) After all the above considerations have been taken into account, 

the society may distribute the surplus on the basis of purchases 

or the use made by the members of its services. This principle 

ensures that the members receive a part of what they have been 

over-charged. Use of patronage dividend in advanced cooperative 

movements especially consumers movements to. enrol non-members.

In case of non-members, dividend not withdrawable, but used, 

when it  reaches a certain amount, for giving the member a share

in the society. A very simple and fine device since people beconie 

members by simply starting to shop at the cooperative store.

The most important advantage of the patronage dividend is that it 

offers to the members short-term advantages. The decision to give 

amount of patronage dividend is related to the price policy .

Examples of U .K . and Sweden. Another advantage of the patronage 

dividend is to buttress the loyalty of the members; the more they 

shop at or use the services of the society, the more they gain .

4 .5  Application

In some advanced movements a practice has developed to stabilise  or even 

standardise the rate of dividend. Thus, the managers include this rate of 

dividend in the price.which they charge. Thus the system is turned upside down. 

A lso , in some cases in order to maintain this fixed rate of dividend, the manag^itient 

may draw upon the reserves or development funds. This temptation, according to 

the Principles Commission, should be resisted .

i i .  I t  should also be mentioned that the private enterprises in some cases 

have also started declaring a fixed dividend on purchases, thus n u llify in g  the 

effect of patronage dividend of cooperative to strengthen the loyalty of memberg,

i i i .  In  developing countries many societies both in rural anc3 urban areas do 

not attain surplus. Great need to develop management e ff ic ie n c y .

iv . In  Asian countries where the societies attain surplus, the 

cooperative laws make various provisions on the basis of which surplus has to 

be distributed to reserves, common good funds ,etc . In several countries, 25
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per cent of the net profits are expected to be ploughed back to reserves.

However, usually the size of the society and the size of the surplus is so small 

that sufficient owned funds are not built  up by a large number of primary 

societies; the financial position of cooperative societies generally remains 

weak.

V . The pricing policy usually followed by the cooperative societies, 

whether consumer societies or agricultural marketing societies, in the developing 

countries is to follow the market price . However, there are various ways in 

which the private enterprise is able to undercut the cooperative societies , e .g ,  

through adulteration, evasion of sales and other taxes etc . Thus the competit|.ve 

situation of the cooperatives remains weak.

v i , Limited interest on capital and the considerations mentioned above 

regarding disposal of surplus highly relevant in developing self-financing and 

building financial independence of cooperative movements. The highest organs o^ 

the Cooperative Movement ( e .g ,  apex organisations and national congresses) need 

to give adequate attention to these questions,

5 , Cooperative Education

5 ,i  The Cooperative Movement has deliberately emphasised the importance 

of continuous and constantly rising  standards of education. The ICA Commission 

on Cooperative P rinciples , 1966, has elevated it to a regular principle from 

a subsidiary one.

This emphasis on education arises on account of the following 

factors ;

i , The ideology of Cooperation emphasises the aspect of mutual help and

different principles of organisatbn and operation for the cooperative 

enterprise; these need attitudes, motivation and knowledge on the part of 

members which are different from those required in a profit- 'SS^Hing 

environment; cooperative movement democratically managed. Hence education 

of members who ultimately control the cooperative organisations should 

receive proper attention .

i i .  The cooperative enterprises function in competition with other forms

of economic organisations. Hence there is a continuous need for training

of board members and staff members. Training programmes required in 

cooperative ideology, organisational set-up of the movement, technical 

skills  and economic and social environment.
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i l l .  The Cooperative Movement seeks to continually expand its frontiers

and coverage; it must also create an environment for itself where there

is sympathy for its goals, aspirations and modes of operation. The 

cooperative movement must formulate its policies and express its points 

of view which is in the interest of the whole body of consumers or

producers on issues of public policy affecting them. As the Principles

Commission points out "the battle for the acceptance of cooperative ideas 

has to be fought in the intellectual as well as in the economic f i e l d " .

iv . Social and economic changes are fast taking place in the modern world.

Highly dynamic situation . Hence, cooperative education has to be a 

continuous process to update the members, board members and employees.

5 .2  Situation in Develoning Countries

i) Member Education

Almost all movements have programmes of member education. These 

programmes are generally operated by the Unions or the Federations. The primary 

societies do not take as active an interest as they should. For the members 

educational programmes are carried out in a decentralised manner by holding 

one-day or two-day courses, through film  shows, group discussions, radio talks 

and material put out in the form of cooperative periodicals and publications.

Education of members is generally carried out on the following ;

a) Principles and aims of Cooperation,

b) Organisational set-up of cooperatives,

c) Rights and duties of members,

d) Some elementary economic education which is of immediate relevance 

with regard to their cooperative societies,

More intensive education then that for members is given to board mombers

The subjects emphasised for them include elements of cooperative law, 

bye-laws, parliamentary procedures and elements of accounting and management.

Some Problems

a) Member education techniques adopted are such that they do not generate

auto-activity amongst the members with two results : ( i )  thatthe cost of 

operating and supervising the education programmes becomes very heavy,

( i i )  the educational programmes for members remain one-time a ffa ir s .



b) D iffic u lt ie s  of communication arising out of widespread illiteracy  in

some countries and low levels of education : hence, use of audio-visual 

methods necessary. ^Iso essential to impart to members general education 

involving literacy and other matters until these functions are perfomied ,

by the government.

c) The education imparted is more general and usually emnhasises

ideological aspects compared to practical aspects . Questions concerning

operations of societies, their problems and developmental programmes are not 

emphasised adequately; also prcjrammes for improving the farm economies

of members of agricultural societies and household economies of mentoers 

of consumer societies are insufficiently  attended to, barring some 

exceptions.

d) Su fficient  education is not carried out prior to establishing a

cooperative society.

e) Societies d o  contribute towards education funds. However, by and large

considerable dependence on government funds for education purposes (also  

applies to staff training) .

i i . S taff Training

Rapid development of the cooperative movement in \sian countries 

during the post-war period and hence a general recognition of the need for providing 

staff training fa c i l it ie s . In almost all countries of the region such as Iran , 

Pakistan , In d ia , Ceylon, Malaysia, Nepal, P hilippines , Korea and Thailand and 

Bangladesh national cooperative training centres are c s Md lished . Some countries 

even have sub-regional training centres. Bulk of the trainees drawn from government 

cooperative departments partly because of existence of large government departments 

and partly because of the deputation of government officers to cooperatives.

Combined courses held for various categories of personnel whose background is 

heterogeneous. Hence the course content is basic and somewhat general. Except 

in few training centres not adequate emphasis placed on management and operational 

techniques of various types of cooperatives. Recently, however, a trend visible  

for organising specialised short-term courses geared to the needs of board members 

and particular groups of employees.

Some problems

a) movements often unable to spare their employees, thereby reducing the 

effectiveness of the training centres.
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b) the effectiveness of training work is closely related to personnel management 

policies consisting of recruitment, remuneration and promotion questions,.

No consistent policy in this regard. Hence the movement unable to attract 

the best talent; also d iffic u lt  to retain trained personnel after training .

c) lack of competent faculty in the training centres, especially for 

teaching management.

d) lack of sufficient research programmes which could give an insight to the 

teachers in operational questions faced by the cooperative societies .

e) inadequate emphasis placed on practical training involving research 

projects or other practical project work by trainees,

i i i . Education of the Public in Cooperative Matters

The main techniques under this head include the following :

a) press and publicity  media of the country as a whole as well as cooperative 

press (radio  talks, articles in the daily newspapers and the cooperative 

press, general discussion forums, university students' cooperatives,e t c ,)

b) annual congresses and other important functions such as the observance of 

the International Cooperative Day where important leaders from different 

sections of public life  are invited ,

c) instruction in cooperation given in the universities either in commercial

courses as part of agricultural economics courses or even as an independerjt 

subject.

Some problems

a) Broadly speaking, the participation by the leaders of the movements

in the public issues affecting cooperatives is relatively less; their 

voice in planning of cooperative development programmes inadequately 

represented.

b) the private newspapers highlight the failures of the cooperatives

and problems faced by them rather than their achievements.

c) the movement not recognised in most countries as a force in the economic

and social l i fe  of the country, although its potential value recognised.
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i v . Educational Activities  at the International Level

International organisations Including the IC\, ILO and the FAO, organise 

educational programmes to supplement tbe educational work carried out by the 

national movements. The ICA has established the Regional O ffic e  and Education 

Centre for South-East Asia in i960 and the Regional O ffic e  in East Africa 

a few years back in Moshl, East A frica , Education Centre also established by 

the Swedish Cooperative Movement for East \frlca. The ICA Regional O ffic e  and 

Education Centre so far has organised 95 educational activities  of various 

types involving more than 2 ,500  participants.

Advanced member movements of the ICA have also established training 

centres for training of cooperators from developing countries. These include 

fa c il it ie s  created in UK, Sweden, Denmark, Czechoslovakia, USSR, Isra e l , US'\, 

Canada and Japan,

6 ,  Cooperation Amongst Cooperatives

The ICA Commission on Cooperative Principles added the above 

principle  for fostering cooperative solidarity  amongst different tiers and 

sectors of the movement. Cooperation among cooperatives may be categorised 

in the following three groups :

I ,  Cooperation between primaries and their secondary societies at the 

d istr ic t , provincial and national levels,

I I .  collaboration among different sectors of the movement,

i l l .  International Cooperation.

6 .1  Cooperation among cooperatives at different tiers

In most countries the primary societies have established their 

federal organisations at the d istr ic t , provincial and national levels in various 

fie ld s  e .g .  in the field  of credit, marketing, consumer activity , propaganda 

and educational work. The necessary coordination among the units at the various 

t iers  is , however, not such as makes these cooperatives a strong fo rce . The 

primaries complain of lack of services from the secondary organisations while 

the secondaries complain of lack of support from the prim aries. Sentiment of 

attachments of local people to their units an impediment to centralisation of 

certain functions. Also persons of responsibility in local organisations 

may find their social status diminished, as a result of horizontal or vertical 

integration . Lack of capital and lack of availab ility  of skilled managerial and 

other personnel impair the efficiency  of federal organisations; this factor is of 

crucial imoortance in the success or otherwise of cooperative movement.
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Such cooperation essential from the point of view of developing 

ideological unity of the movement as well as business strength. Examples :

(i )  cooperative credit societies in Malaysia have helped in developing the 

cooperative insurance society and housing societies. Such mutual support could 

add to 'the strength of each sector of the movement, (11) various national 

organisations are members of an ideological body ., e .g .  the Cooperative Federat^.on 

of Ceylon, the National Cooperative Union of In d ia ,e t c . However active 

functional contacts between the various typos of cooperatives are not strong.

Reasons for the absence of such active collaboration may be the following :

a) Basic clash of interest between the membership of two types of 

cooperatives, e .g .  agricultural marketing and consumer stores. (P o ss ib ilities  

of economic advantages for both by collaboration exist in view of a large 

number of middlemen.)

b) Lack of appreciation of such collaboration; this factor responsible at 

the highest level for the leaders to see that they are a part of ar- 

social and economic movement which has wider implications for the trans-i 

formation of the society as such, (lack of collaboration between the credit 

societies in rural and urban areas) .

c) uneven development of various cooperative sectors e .g .  of credit 

societies on the one hand and marketing and consumer stores on the other,

6 .3  International Collaboration

This collaboration may take the f o r m  o f ( a )  ideological collaboration 

particularly  in the fie ld  of education and training, and (11 ) econcmlc collaboration.

Ideological Collaboration

Regional seminars of international organisations such as the ILO , F /^ ;

12 years of functioning of the ICA &, BD & EC with an Advisory Council drawn frcp 

member movements has created a feeling  of solidarity  amongst the Asian movemen|p - 

their participation in educational programmes, providing local fa c ilit ie s  and 

sharing of costs; A (X I , the P h ilipp ines , IDACA in Japan and VL Mehta National 

In stitute  of Cooperative Management and School of Cooperation at PolgoJ.la also 

receive foreign cooperators for training .

All these international exchanges are bound to affect positiveLy the 

growth of cooperative movement in A s ia . However, greater attention needs be -paid 

to careful s ift in g  of experiences of one movement for application to avnother movement

6.2 Cooperation among various types of Cooperatives



Economic collaboration

Numerous examples '^ixist of economic collaboration amongst advanced 

movements in the West, e .g .  Scandinavian Cooperative Wholesale Society with 

a total turn over of over 500 million Danish crowns, the International Cooperative 

Petroleum Association, etc . The ICPA has formed links with a few developing 

countries such as In d ia , Ceylon and Pakistan .

Efforts of ICA in Asian Region

a) International Trade

The subject of international cooperative trade was discussed at the 

Cooperation M inisters Conference organised by the ICA in Tokyo in 1964, a Survey 

on the subject for the region was completed in 1966; a Trade and Technical 

Assistance Section in the Regional O ffic e  was set up in 1966,

Issue of Trade Directory and the Trade Information Bulletin ; 

participation by 15 movements in the Region on a self-financing basis under the 

auspices of the ICA ,at the Second Asian International Trade F air  held in Teher?^, 

holding of the Commodity Conference in Tokyo in May 1970, export of a small 

shipment of sugar molasses from the NAFED to the UNICCDPJAPAN as well as furthey 

contracts for export of deoiled cake.

Japan-Thai Trade and Aid Agreement

a) Export of maize by Thai cooperatives to the Japanese movement; volume

of maize exported in 1969 amounted around 4 2 ,0 0 0  metric tons.

b) technical assistance and graining provided by the Japanese movement

in improving the productivity and trading efficiency of the Thai cooperatives.

c) the two movements propose to set up a factory in Thailand for manufacture 

of agricultural chemicals and creating loading and unloading fa c ilitie s  at a 

harbour for maize operation,

d) provision of display fa c ilitie s  by the Thai cooperatives for the

farm and hoaeehold products such as tractors, agricultural chemicals and consumer 

articles exported by the Japanese cooperatives.

Survey of agricultural cooperative marketing projects in In d ia ,

Indonesia , M alaysia , Thailand, the Republic of Korea and S ri Lanka with the 

assistance of the Japanese Cooperative Movement - where possible  export of raw 

material for animal feeding stuffs to Japan would be developed.
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b) Technical Assistance

The Cooperative Dairy set up in Maharashtra State of India with 

aid from West German Consumer Cooperative Congress; aid amounting to R s ,1 .5  

m illion , the total investment in the dairy cooperative being R s .4 .2  m illion .

Some Problems in the fie ld  of trade

a) trade restrictions in Asian countries e .g .  export of molasses in In d ia .

b) weak supply position of cooperatives in Asian countries due to lack 

of integration between the primaries and secondaries resulting in 

inability  in fu lf il l in g  contracts,e t c .

c) problem of quality control.

d) hesitation on the part of the advanced cooperative movements to

change their sources of supply .

Problems in technical assistance

a) the advanced cooperative movements are able to provide expertise

but not cap ital.

b) the efforts of the advanced movements for giving aid must be matched

with government technical assistance programmes. This involves government 

to government relationship and putting up of a request by a government

of the developing country, cooperative projects not necessarily on high

priority lists  of governments in developing countries.

IV

CQNCIXJSICN

1. The cooperative movement has been recognised as an important

instrument of social and economic development in the Asian countries. The 

cooperative movements exist in some countries since last 50 or 60 years while

in a few others e .g .  Nepal, they have been introduced during the post-war period.

2 . The cooperative movement is potentially  amongst the greatest

systems conceived by social thinkers. The aims of the cooperative movement 

defined d ifferently  at different times. The Rochdale Pioneers declared their f̂ im 

as that of establishing  of communities supporting themselves by their own laboiar 

on their own land. For the most part the movement did not advan.ce along these 

lines of intensive development but developed extensively by spre?»ding out 

geographically and by breaking into one field  of economic activit.y  after another.
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Its  success encouraged many to visualize  its ultimate ideal as one of 

setting a cooperative commonwealth. During recent years many cooperators, 

however, are content to express a loss ambitious idea of a cooperative y 

system v iz , that of acting as a countervailing influence unon the evcesses of the 

private sector or the inefficiencies of the public enterprises. "The common 

element at all times has been", according to the Principles Commission, "that 

Cooperation at its best aims at something beyond the promotion of the interests 

of the Individual members who compose a cooperative at any tim e". Its  objectives 

are not merely promotion of economic interests but also raising of social and 

cultural levels of the members and the community at large.

3 . In the /^sian countries as mentioned earlier , the cooperative

societies of various types have been developed. The predominent types of 

so cieties , however, are in the agricultural f ie ld . 'Vhile the general picture 

of the achievements of the cooperative movement on a nationwide scale is not 

rosy, there are significant examples of success in various countries : These

examples include the supervised agricultural credit projects in Thailand, 

Bangladesh and India ; the multi-purpose societies and the agricultural cooperative 

movement as a whole in Japan; cooperative insurance societies in Japan and 

M alaysia; Amul Cooperative Dairy , cooperative sugar factories , producing about

40 per cent of the total sugar production in the country and a strong system 

of agricultural cooperative credit developed in few States in Ind ia .

4 . Problems faced by the movement in the Region include :

a) lack of proper organisational set-up, involving relatively small

size of societies and weak relationship between the primaries and 

the federations,

b) lack of adequate capital and the need for developing self-

financing , through proper application of the principles of limited 

interest on capital and disposal of surplus; external assistance 

either from the government or foreign sources given in a rational 

fashion can stimulate cooperative growth.

c) lack of cooperative discipline  and loyalty among the members.
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d) lack of nroper personnel policies comprising recruitment, 

remuneration and promotion and training fa c il it ie s , and finally ,

e) lack of honest and able leadership. (A high degree of social 

and economic stratification  based on ownership and cultivation 

of land, reinforced by other factors such as caste, race

and religion , is an impediment), "feere proper leadership has been 

available , striking cooperative successes have been achieved.
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The Indian economy is predominantly agricultural.

The country has a rural jpopulation of 439 millions v/liich forms 

over 80 per cent of its  total population of 547 millions. 

Cultivators and agricultural labourers constitute about 70 

per cent of India 's Trforlcing population. Agriculture accounts 

for about 44 per cent of the net j-'ational product of the country, 

A sizeable part of -export earnings also depends upon agriculture- 

based ccanmodi ties,

2, Owing to its critical importance in the country's

overall economy, the agricultural sector has been necessarily

accorded high priority in the development plans, consequently,

the annual growth rate in respect of agricultural output,

which was a mere per cent in the pre-plan period, iijnproved

to 2 ,8 per cent in the First Five s Plan . ..rioa (r95 2-57)

and further to 3,9 per cent in the second Five Year plan period

(1957-62), Although the tempo could not be maintained in the
\

third plan period (19 62- 67), the growth rate has again picked 

up and is  eacpected to be of the order of 5 per cent at the 

end of the fourth plan (197 3-74),
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3. Since the middle f ift ie s  of the present century,

the increase in agricultural output in the country has beei 

no re on account of higher yields rather than increased areas 

brought under cultivation. About 85 per cent of the potentially 

arable land in  the country is  already under cultivation and 

the pressure on land has been steadily increasing on account 

of the increase in  the population d<^ending on agriculture. 

Moreover, about 75 per cent of the operational holdings in  

the country conprise less than 3 hectares of land and about 

one-fourth of the cultivated land is  under tenancy according 

to 1961 census. The individual operational iToldings are also 

very much fragmented, with an average bolding being divided 

into five plots. These factors stand in  the way of developing 

agriculture on businesslike lines and also create problems 

for introducing mechanisation and other steps tov/ards intensi

fication of cultivation,

4, The peculiar features o f  the country's agricultural

situation demanded a new approach for its  growth, a s  a result, 

in the middle sixties the'New strategy' for agricultural 

development was launched. The main features of this were :

(i) i-.ugmentatipn and intensive utilisation of irrigation 

fac ilities , (ii) Bringing larger area under hybrid varieties 

of seeds of food grains like  wheat, rice, etc, (iii)  increase 

in supply and use of fertilizers and pesticides and (iv)

Multiple cropping through the introduction of short-duratipn 

varieties of crops,etc,

credit Reguirgnents

5, The massive agricultural production programes

called for considerable step-up in  the supply of credit for 

various purposes like  seasonal cultivation operations, distribu

tion o f fertilise rs  and jpesticides, replacement of wasting assets 

of the cultivators, reclamation of land, other types of land 

improvement, mechanisation of farm operations, orderly market

ing and processing of agricultural £>î ocluce, etc, a s  against 

the total borrowings of the cultivating households in  India 

aggregating R s ,10 ,3 40  m illions in  1961-62 the demand for agri-
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cultural credit by the end of the :i^urth Five Year plan 

(197 3-74) was estimated at Rs .40 ,000 millions/ consisting of 

Rs .20 ,000  millions under production credit and r s , 20,000 

millions under medium and long-term itavestment credit,

I-'ipney-lenders, etc.

6, Agriculturists in India -were primarily depending

for their credit needs on the non-institutionalised sector 

consisting of private money-lenders, rich landlords, traders, 

etc, who together accounted for as much as 93 per cent of the 

total borrowings of cultivating households in the country in 

1951-52„ credit from this source suffered from several evils.

It vras security-oriented, carried exhorbitant rates of interest 

and exploited the poor farmers in several ways. They had often 

to repay the loans in the form of the crops raised by them, 

the price for which was fixed at a very low level and arbitrarily 

by the creditors, much before the harvest was over and market 

prices settled, credit was not necessarily used for productive 

purposes and the tendency was to use the same for immediate 

consumxotion needs. As a result, the burden of indebtedness 

steadily increased for the average cultivator, i^^art from the 

adverse conditions, it  beceane more and more difficult for the 

cultivators to avail therns:/s.. of credit from tliis source when 

land lost its  attraction to the creditors as a rcvode of investing 

their funds consequent on tlia land reform measures which began 

to be iniplenented with the objectives of abolishing absentee 

landlordism and tenancy systems, conferring ownership rights 

on the cultivating tenants and fixing ceilings for maximvim 

individual landholdings^ The disorganised sector of individual 

money-lenders could not also command the necessary resources 

for meeting the entire credit needs of the agricultuijal sector^ 

vrtiich increased in  magnitude in  the wake of planned development 

progranraes. The present day problems of agricultural credit in 

India, therefore, mainly stemmed from the need to replace the 

usurious money-lenders dominating the field  by a system which 

was production-oriented and sympathetic to the needs of the 

cultivators.
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Ctommer ci al bank s

7. ordinarily the inost suitable lending agencies would 

appear to be regular banking institutions which mop up the 

community's surplus earnings. But the commercial banks in 

India were traditionally operating in developed urban centres 

and till recently were ill-equipped and also dis-inclined to 

undertake this function which was attendant with greater risks. 

Structurally also, they did not have an adequate number of 

branches reaching the interior areas to undertake the business,

' Even i f  they could escpand physically, resources at their command 

did  not permit them to embark upon lending to agriculture to 

a significant extent after meeting the requirements of their 

traditional clients from the sectors of industry, commerce, 

etc. For instance, in  1951-52, the contribution of the 

cormiercial banics towards the bDrromngs of agriculturists 

was an insignificant one per cent only. It is  only after 

nationalisation of the major commercial banks that these banks 

have started giving special attention to agriculture which is  

now considered a priority sector for them. in the last three 

years the banks have made notable progress in  the provision 

of agricultural credit directly as well as indirectly. Already 

over a million farmers have been financed by the banks through 

a network o f a large number of branches recently opened by them 

in the rural areas, production and investment credit provided 

by the banks directly to farmers is  v/ell over r s . 250 m illions.

It  i s  at the same time recognised that there are limitations 

to the efforts that the banks can make in  lending directly. 

Already the banks have started lending to agriculturists 

through primary agricultural credit societies in  several parts 

of the country in an attempt to supplement the efforts of the 

cooperative credit agencies in fillin g  up the vast credit gaps. 

At the same time it  is  recognised that desx?ite the increasing 

role of the commercial banlcs in the sphere of agricultural 

credit, the cooperatives w ill have to carry the main burden of 

responsibilitv  in-Siis belialf.



Government taccavi loans

8, Government had come forward from early days to 

provide agricultural credit in tlie form of what is  known as 

taccavi loans, under the Laiid inrprovement Loans Act of 1833 

and the Agriculturists Loans i.ct of 1884. The loeins under the 

former Act are for investment purposes \rhile those under the 

latter for current agricultural operations. These loans are 

disbursed by Government departments. The availaM lity  of funds 

d ^e n d s  on budget provisions and, hence, is  more often then 

not inadequate. The disbursement arrangements are insufficient 

and involve incidental delays, superivision is  inefficient.

For these reasons, the taccavi loans are little  else than ftie 

ill-performed disbursement of inadequate moneys by an ill-suited 

agency, it  is  no longer regarded as an important source of 

agricultural credit in  the country.

The choice of cooperatives

9 , synchronising with the dawn of the era of planned 

economic development of the country, a corrp rehen si ve rural 

credit survey was conducted by a committee of Direction of 

the All-India Rural Credit survey appointed by the Reserve 

Bank in  the year 1951, The ComiTiittee v;ent into all aspects

of rural credit in the country and observed that the part of the 

organised sector comprisin'j the Government, commercial Banks 

and the <x>operstives in  rural credit \ias meagre ac a 7 per ceiit 

of the agriculturists' total indebtedness in 1951-52, The 

CoiTimittee recommended instituting an integrated scheme of rural 

credit which would ensure suxoply o f adequate and timely credit 

for the working and investment capital requiremeiits of the 

cultivators. The credit should be production-oriented and its  

end-use supervised and co-ordinated with the agricultural exten

sion programmes, production credit should be given v/ith 

reference to the anticipated crops and not on the basis of the 

security of land, when tangible security was not available and 

recovery of loans proved d ifficu lt , i t  was important to link 

credit with marketing so that production credit could be 

recovered from the sale proceeds of the surplus produce. The 

committee stressed that no organisation cxjuld be adequate for
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tliis purpose i f  it  was ceutralised or foureaucrGtic or the 

cultivators themselves iiod no voice in  its  working, in the 

search for such a suitable agency for the di^eiisation of credit 

to the millions of cultivators spread all over India, the 

cooperatives were found to be pre-eminently suitable for the 

purpose on account of their village base,democratic character, 

etc,

Oooperative credit structure

10. Historically, the origin of the cooperative 

movaiiient in  India may be traced to the opening years of this 

century. However, owing to several factors, the chief among 

which were lack of effective local leadership and want of a 

committed source to supply adequate resources, the societies 

languished for want of funds and the progress of the movement 

was rather tardy. The deficiencies were recoonised even in  the 

early days of tue movement and tlie role of the Reserve Bank of 

India to provide the necessary finance as well as expert advice 

on organi25ational and policy matters v/as defined when the Bank 

itse lf  was established in  1935. A statutory .agricultural 

credit Department was set up in  the Barilo at the time of its  

formation itse lf , in&pite of this, l it t le  progress was recorded 

during the pre-independence period, soon after the country 

became independent and following the Rural Credit survey 

committee's Rqoort (1954), a deliberate prograrfune of strengthen

ing the cooperative movement was accepted as a vital part of 

the agricultural development programraes,

11, The cooperative credit structure in  the country has 

two wings, one chiefly supplying the short and medium-term 

credit requirements and the other, long-term investment credit. 

The former has a three-tier structure consisting of a state 

cooperative baiik at the apex level in each state, central 

cooperative banks at district levels and primary, agricultural 

credit societies at the v illage  level. They raise their 

resources by way of share capital, deposits and borrov;ings from 

M gher  financing agencies in  the structure,, As their resources



are meagre, the Reserve Bank of India provides credit 

according to their assessed requirements to supplement their 

resources. The long-term structure has two tiers in some 

States v iz , the state cooperative land development banks and 

primary land development banks with jurisdiction over a district 

or a smaller area according to regional needs. In many other 

States the structure is  unitary and the state land development 

bank operates through branches. The resources are raised 

by the apex land developmei:it bank by floatation of debentures 

which are guaranteed by the respective state Governments for 

payment of interest and repa^nnent of principal,

12* concrete measures were recommended by the Rural 

Credit survey committee to strengthen the institutions 

organisationally, financially and functionally. All the v illa 

ges in the country were to be covered by a net-work of large

sized j>rimary credit societies over a period of time by 

amalgamating the weak units with stronger ones, liquidating 

the dormant ones, and organising new ones in areas where there 

were no societies. The Cig-ital base of the credit institutions 

at all levels was to be strengthened by Government participation 

and, to enable the state Governments to contribute to the 

share capital, the Reserve Bank o f India provided loans from 

the National Agricultural credit (Long-term operations) Fund 

set up by the Bank. The reorganisation and revitalisation 

measures had encouraging results and by 1961-62, the coopera

tives accounted for alxiut 24 per cent of the borrowings of the 

agriculturists as against a mere 3 i^er cent in 1951-52.

porms of credit

30^

13. The credit provided througli ti.ie three-tier structure 

is  mainly for (1) the seasonal agricultural operatioilis of the 

cultivators (2) investment credit for improvement of land, 

replacement of wasting assets, e tc ,, the credit for which can 

be r^ciid  out of income within a period not exceeding 5 years, 

and (3) for conversion of short-term agricultural production 

loans into medium-terra loans when the borrowers are unable to 

repay the former loans on due dates on account of natural



calamities affecting their r^a y in g  capacity. The ccxjperative 

banks provide finance to primary societies also for distri

bution of fertilizers and c t! cr inputs, marketing of agricul

tural produce of tlie borro\/ers through marketing societies 

and enabling the societies to issue locins to the borrovfers 

against the xoledge of their produce so tliat the:; may. repay 

their production loaris v/itliout selling their x^roduce in  an 

unfavourable market.

production credit

14, production credit or credit for seasonal agricultural 

operations i s  the most important branch of agricultural credit. 

The intensive agricultural development programmes launched 

in  the beginning of the last decS^# and the "ijew strategy 

adopted later increased further the demand for credit and 

called for a flexible mechanism for supplying it  at varying 

scales to suit the cultivation of different crops, in contrast 

with the previous haphazard methods, new systematic, scientific 

and organized arrangements for financing v/ere introduced.

Lending is  to be based on scales of finance fixed according 

to the needs of cultivation and related to the repaying capacity 

of the borrowers. Loans are to be issued only in the 

approioriate seasons of cultivation and recovery dates should 

synchronise with the harvesting and m6.rketing periods, Borro%/er) 

are encouraged to avail themselves of part of the credit in  the 

form of inputs like chemical fertilizers , etc,

iviarketing-

15. It  w£.s realised that coox^erative credit by itself  

would not succeed in  solving the probleras of the cultivator 

and i f  he is  to derive the full results of his labour he should 

be enabled to get the best prices for h is  produce. Alongside 

the credit structure, a cooperative marketing structure v;as 

accordingly built up with the primary objectives of (a) securing 

the best prices for the x-roduces of the agriculturists and thus 

releasing thein from exploitation by private traders as well as

(b) of helloing the recovery of production finance provided by
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the credit societies by introducinc a systei'n of; lirihing of 

credit with marlceting. under this sten the agriculturist 

borrowers have to agree to rn0r}:et their surplus produce through 

cooperative marketing societies operating v/itain their areas 

and these societies will recover from the sale proceeds of such 

crops the production credit dues of tlie members and pass them 

on to the credit societies, pending sale of the loroduce in a 

favourable market, the members can obtain teraporary advances 

against the pledge of their produce and repo.v the production loans 

falling due to the credit society. The marketing societies pur

chase the members' produce outright at an agreed price and sell 

it  on their own, or on behalf of the members as agents and for 

a commission. They also underto]ce,distribution of fertilizers 

and other inputs, consumer articles, etc. and act as agents 

on behalf of the Governmerrcs and institutions lilie the Food 

corporation of India for procurement of foodcrains,etc. a s  

certain eicricultural products fete!; better incxime to the producers 

i f  they are processed prior to their me.r],:etin"/, soiae marketing 

societies undertake processing activities also, in certain 

places or for certain commodities sej^arate processing societies 

are also set up, e .g . sugar factories, cotton ginning and 

pressing societies, etc. The marketing and processing societies 

are provided with funds by of share capital, loans and grants 

in order to enable them to construct and maintain godowns, 

establish processing units, etc, by the state Governments, who are 

given assistance in  this regard by the ifational cooperative 

Development corporation. The state and central cooperative banks 

provide working caijital finance to the marketing and processing 

societies. The success of these institutions can be guaged from 

the fact that the cooperative marketing societies in the country 

handled agricultural produce \rorth R s ,6 ,550  roillions during 

1970-71,

Medi um-1erm cr edi t

15. i;hen increased agricultural production depends on 

intensive cultivation of long esqDloited land as against physical 

escpansion by bringing more fresh land under ploufjlj, term credit 

for land development and inrproving the infra~structure necessary
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for tlie introduction of modern techniques i s necessary, 

such investment capital is  of tv/o t^pes, one neecling coitpara- 

tively  lesser outlay and enabling repa^Tnent m  tM n  a period 

of three to five years and the other, reruirinr larger outlay 

and lon^'er period of rqpa.Tneiit, credit for che former is  termed 

medium-term credit and is  supplied tlirougjj the three-tier 

system v/hic?i provides production credit also, iieclium-term 

credit is  given for approved productive purix>ses such as 

sinliing of and repairs to nev/ v/ells, installation of pumpsets 

for liftin g  irrigation water, purchase of agricultural 

machinery and plough cattle, construction of cattlesheds, 

minor land improvenent works,etc, and also requirements of ^

certain subsidiary occupations like poultry farming, rearing 

o f  sheep, milch-cattle, etc, por these loans also, purpose-vri.se 

standards of financing and verification of proper utilisation 

are insisted upon.

Stabilization credit

17 , in order to enable agriculturists to carry on 

agricultural production programnes even after a partial or total 

failure  of crops occured as a result of natural calamities 

lik e  floods and droughts, thereby rendering them unable to 

repay the earlier production loans and qualify to avail them

selves of fresh loans, a system of p^roviding stabilisation credit 

has been devised, in such circumstances, the production loans 

which could not be repaid as scheduled would be allov^ed to be 

converted into raediura-terra loans and fresh production loans 

allowed to the cultivators. The state and ce;itral cooperative 

banks are required to build up an Agricultural credit 

Stabilization Fund for this purpose bY, setting aj>art a part 

of their annual net profits . The covernment of India have also 

a scheme of providing assistance for augimenting the credit 

stabilization  funds of the state coojjerative banks and an 

in itia l  provision of Rs.iOO millions has been made for th is . 

Assistance in the form of loans will also be provided to the 

cooperative baixks from the i:';QtionG.l Agricultural credit stabili

zation Fund set up by the Reserve Bank of India for the purpose 

of issuing stabilisation loans.
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18, Tlie cooperative banks also provide finance to 

primary credit societies^ raarlcetinc, societies, etc, to under

take distribution of fertilizers, consumer articles, etc. The 

state cooperative banks are given assistance in this regard 

by the commercial banks and also by the Reserve Bank. The 

cooperatives <!-istributed fertilizers i,^rth r s , 2,500 millions 

during 1970-71.

progress in the business operations 
of the cooperatives

19. The table below will indicate the overall progress 

in  the performance of the three tiers of the cooperative 

structure during the last 15 cooperative years ending june 1971,

Distribution credit

(i)

(ii)

V/ (Rupees i;i roillions)

1 r r. t: rjL  ̂V.. 19 50-Gl 19C.5-S6 1970-71

state cooperative saiiics

number 24 21 22 25

owned funds 77 240 449 927

Deposits 3G7 723 1465 2787 "

-.yorlcing capital 633 2217 3900 6852

Loans advanced 679 1951 4079 8135

Loans and advances 
outstaiiding , 348

 ̂ 'Jr
1667 3079 5343

central Cooperative banlis

Eumber 478 390 346 341

owned funds 152 509 1019 1991

Deposits 557 1120 2366 4386

yorl'Cing capital 927 3041 5835 10814

Loans advanced 798 2901 5450 9297

Loans and advances 
outstancdng 543 2200 4377 8134
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(iii)  primary agricultural 
credit societies

number 159,939 212,129 191,904 160 ,780

Membership (million) 7 .79  17 .04  26 .13  30 .96

owned funds 292 756 1489 2653

"orking capital 791 27 39 5466 11534

Loans advanced 495 2023 3420 5779

Loans outstanding 593 2180 4269 7345

1955-55 IS 60-61 1965-66 1970-71

It  maî ' be seen from the alcove data tricit the number of primary (

credit societies sho\/ed an upward trend in tlie earlier years 

but came down sharply to somewhat the position obtaining in 

1955-56, This reduction in numloer is  due to the reorganisation 

measures undertalcen by the state Gover^iments. The number is  

e3<pected to come further dov;n to e.’x)ut 1 ,2 0 ,000  v/hen the 

reorganisation programme is  con^leted.

20 , All the three tiers recorded significant growth

in  their loaning operations over the years. This w ill further 

increase and by the end of the Fourth Five Year plan (197 3-74), 

the cooperatives are ej^ected to disburse short and medium 

term credit to the tune of Rs.7 ,500  millions which would consti

tute about 30 per cent of the total anticipated demand of I

R s ,25 ,000  m illions,

21. The performance of the state and central cooperative 

banks in mobilizing d ^ o s it s  from the public and involving in  

the lending xorogramme from out of their ovm resources, as 

distinct from the funds provided by the Reserve BarJc, has 

iraproved much over the last ten years, ..'ith a vievr to 

developing a further decree of self-reliance on the part of the 

cei'itral cooperative banks, the Reserve Bank r.es evolved a new 

scheme for linlciag the elig ib ility  of the cencrcl 3oari!:s for 

production credit from the sank at the concessional interest of

2 per cent below the Bank Rate, vrith their success in mobilizing 

deposits from the public .
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Long-term credit

22, The ^ h e r e  of long-term investment credit also 

witnessed mucli proc;ress durinr the plrai periods in ^x>th 

rualitative and cuantitcitive aspects, Lonf^-term loans were 

issued to agriculturists in the beclnning for purposes such

as discharge of prior debts, consolidation of holdings and land 

improveraent purposes, usually up to 50 per cent of the value 

of landed properties mortgaged by the borrowers and repayable 

in 15 or 20 annual instalmeiits, of late, the emphasis is  laid 

on land development purposes, particularly purposes which are 

easily identifiable like  sinking of nevr wells and installation 

of pumpsets, purchase of tractors,etc. Eot less than 90 per 

cent of the loans issued by primary land development banks 

are required to be for developmental purposes, of which 70 per 

cent should be for easily identifiable purposes. The security- 

oriented assessment of eligibility  has given way to eligibility  

based on the incremental income which the agriculturist is  like

ly  to derive from the lands proposed to be improved, over and I 

above the regular income received prior to the inprovement, J

security continues to be imi^ortant, but the incremental value 

consequent on the improvement to be effected is  also reckoned ( 

for purposes of valuation subject to the norms laid down in 

this regard, m  j^ecial development scheme areas, loans are 

sanctioned even tliough the value of security is  inadec^uate 

provided the state covernraents furnish guarantee for the deficit 

for a period of time over ’*mich it  \j±ll be wiped off by apprecia

tion in the value on account of the development,

23, viherever there is  scope, area-wise development 

projects are being taken up with the assistance of the Agricul

tural Refinance corporation, set ux3 for the purj-'ose of providing 

refinance to such develoxoment schemes which cannot be financed 

in  ordinary ways owing to the magnitude of financial outlay. 

Assistance from the i d a  for special projects is also getierally 

routed through the Agricultural Refinance corporation and the 

state land development banks. The debentures floated by the



state land developnent beinks for raising funds for the 

special develoj»nent schenes V7ill be purchased by the Agricul

tural Refinance corporation and the concerned state Governments,

24. in respect of the normal schemes^ the debentures

are mostly purchased by institutions like  commercial banks and 

the Life insurance corporation, the state and central Govern

ments, sister land development banks, state and central 

cooperative banks,etc. The support available from the 

institutions like commercial banks, L ife  insurance corporation, 

etc, i s  determined in  advance and allocated on behalf of the 

different apex land development barfcs on the basis of their 

realistic lending programmes, in order to encourage the banks 

to tap the savings of the rural sector, the banlts are required 

to raise funds by floating 'rural debentures' tov/ards wliich 

contributions have to come from in<:dviduals and the Reserve 

Banic only,

25, The progress in tne performance of the land

develoioment banlcs in the country over the last 15 years is 

indicated in  the following tables

(Rupees in millions)

, ^ 2

1955»56 1960-61 1965-66 1970-71

(i) central land development 
banks

Number 9 18 13 19

owned funds 13 54 130 580

Debentures

a) issued - 103 503 1584

b) outstanding 149 365 1784 7 249

" ir k in g  capital 185 47 6 2066 8412

Loans advanced 28 116 564 1683

Loans outstanding 131 366 1633 6377

l>7
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1955-56 1960-61 1965-66 1970-71

(ii) primary land development 
banks

number 302 463 67 3 865

liaubership (millions} 0,31 0,67 1,S4 3,54

0V7ned funds 12 25 127 47 6

Borrowings 102 245 1242 4466

,'orking capital 114 270 1369 5507

Loans advanced 17 72 412 1189

Loans outstanding 105 242 1243 4483
I

The lendings of the land development banks have 

increased aixjut threefold during the five year i^eriod 1966-71,

The number of members financed during 1970-71 was over 2 ,80  

l ^ h s .  The outstanding loans of the primary banlcs also increased 

to over threefold during the period. Towards the debentures 

floated during 1970-71 amounting to Rs.l584 millions, the 

Reserve Bank and the Agricultural Refinance corporation 

contributed r s ,  320 millions, the state and central Governmerte 

RS.413 m illions, the commercial barilzs and Life insurance 

corporation rs ,474 m illions, sister land development banks 

rs .235  millions and others rs ,142 millions.

Role of Reserve sank of india^

26, The Reserve Bsnl: of India p lajs  an active role in 

the formulation of lending policies and procedures of the 

cooperative credit institutions, in tae reorganisation and 

revitalisation of the credit structure, etc, 3ut the most 

imixjrtant role is  that of providing refinance for the various 

puri)Oses. The table below will indicate the financial 

assistance provided by tlae Reserve Bank for the various
I

agricultural purposes during 1970-71, !
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{Rupees in millions)

Si.

N O .

1.

2.
3.

4 ,

purpose

seasonal agricultural opera
tions and marketing of crops

6 .

purchase and distribution of 
fertilizers

Medium-term agri cultur al 
purposes

Medium-term loans for conver
ting short-term loans into 
medium-term loans in  scarcity 
affected areas

Loans to state governments for 
participation in share capitals 
of cooperative credit institu 
tions

investments in  debentures of 
state land develoj,^ment banks

iunounts
advanced
during
1970-71

4331

174

138

178

i-jnounts out
standing at 
the end o f the 
year 1970-71

1899

34

238

162

121 420

47 454

The AC^^icultural Refinance corporation w'iich is  an 

a llied  organization of tlie Bank had, since its  in c ^ t io n  in 

July  19 63, sanctioned 45C special development schemes as upto 

the end o f  1970-71, involv.:.::^ <aa outla/ of RSi2930 m illions.

The comraitments o f the corporation on account of these schemes ^ 

was of the order of Rs,2487 m illions, towards which r s , 897 

m illions had been disbursed t ill  the end of 1970—71,

Financing of weaker sections

27 , Although the performance of the cooperatives in 

the matter of agricultural lending shows an irtpressive all round 

progress, there are some wealc spots, inevitable in  a large 

country like  India, and certain region-wise and sector-wise 

imbalances, a  large portion of the credit is  still availed 

of by the nore x-rell-to-do section of the community. During 

19 69-70 the primary agricultural credit societies disbursed 

loans aggregating r s . 5271 m illions, out of v/hich Rs, 3924 millions 

or 7 5 per cent was availed of bv' members witn lend holdings
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above 2 hectares and rs,1347 millions only by members -with 

land-holdings of less than 2 hectares, tenant cultivators, 

agricultural labourers and other landless pfersons. The survey 

conducted by the Rural credit Review committee, appointed by 

the Reserve Bank and which submitted its  report in 1969, also 

jxjinted out that the small and economically weaic farmers and 

agricultural labourers did iiot receive their due share in 

agricxiltural credit, and other facilities  extended by institutions 

as part of the developmental progreimmes, in order to do justice 

to these sections of the community, a multi-line approach has 

been accepted, \ in select areas, graall farmers Development 

Agencies and i.arginal farmers and i^gricultural Laix»urers 

projects have been organised under the auspices of the state 

G-overnraents, with tlie eid and guidance of tlie Goveriiraent of 

India, These Agencies are to idei^icifj the meiabers of this 

section and help them to enrol as meml^ers of cooperative socie

ties or to get fineince from a commercial baiJk and avail of 

credit and other needed facilities  r cheir ag^ricultural I

activities and subsidiary occupations, i>JLl interests like the * 

Government Department, tlie cooperatives and ooniaercial banks 

participating in  the schemes are represented in the Agencies,

The Reserve Banlt has also imposed a condition while sanctioning 

credit limits on behalf of the central cooperative banks that 

a minimum prescribed level of their borrowings from the apex 

bank should be matched by corresponding advances on b ^ a l f  of 

the small and economically weak farmers, etc. The first results 

of the measures already talcen are quite encouraging as during 

1970-71, of the total loans of Rs,5779 millions advanced by the 

primary agricultural credit societies, the snare of the larger 

landholders (m th  holdings of over 2 hectares) was Rs,4035 

millions or 68 per cent as against 7 5 per cent dijxing the

previous •'^ear, a s  a further measure to tak.e care of the
I ' 'n

interests of these wealcer sections, i t  is  propo£|ed to organise,

on an es^Derimental measure, farraers service societies v/ith

area of ox^eration exceeding a village and with weightage for

representation and service to such sections.
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28, Growth of the cooperative movement is  not quite 

iri5)ressive in certain areas. '•Jith c view to strengthening 

the movement, especially the credit v/ing, special studies have 

been/are being conducted and 'master pla;is' prepared for these 

regions. Even in  states where the overall grov/tli is  satisfac

tory arid t'.ie structure strong, there are certain pocI;ets where 

the middle tier, v iz . the ceiitral cooperative Ioari]:s evinced 

symptoms of weakness. ■ Tl^e state Govermaents nave dravm up 

schemes for r^iabilitation of these bonks/ for which the 

Government of Ind ia 's  financial help is  also available subject 

to the satisfaction o f certain conditions laid  down in  this 

behalf, m  select areas v/here the central cooperative banks are 

weak, the schedxiled commercial banks have also stepped in. 

in addition to their normal line o f  providing direct finance 

to agriculturists and for distribution of fertilizers , e t c ., 

they have also adopted certain primary cooperative credit 

societies allotted to them, and started financing them as a 

transitory measure, pending rehabilitation of the cooperative 

banks,

co-ordination

29. The functioning of different organisations in  the 

field  of providing credit to a single but wide-qpread aiid 

numerically large sector creates problems of coordination and 

this has to ?oe taclcled for the healfirf and simultaneous 

development o f  tlue different agencies, ziven m-tliin tlie 

cooperative structure, there i s  possi ’̂ iiity o£ some overlapping 

of functions, K>r instance, certain purpose s lilce sinking 

o f  wells w ill qualify for a medixara-term loan frow a primary 

credit society or a long-term loan from a land development 

bank, depending ujoon the borro\jers's repaying capacity related 

to the outlay, similarly, comraercial banks and cooperatives 

may both provide finance for the sarac purposes in the same 

areas, co-ordination is  essential to, ensure that the facility  

of finance from several sources is  not misused and also that 

finance from one. source is  not on such entirely dissimilar



terms as would lead to unhealthy conpetition. The Reserve 

Banlc took these aspects into account while fom\ulating policies 

and laying down procedures for agricultural leiiding by the 

dififerent agencies, co-ordination coirjrnittees are also being 

set up in  this regard at the state and district levels. Local 

problems can be discussed and solutions found by these 

coiranittees to a very large extent,

over dues and recovery problems

30, It  has been pointed out earlier that cooperative 

credit is  production-oriented and the end-utilization of the 

loans has to ]oe supervised. But verification of the first 

utilisation of the loans by borrovrers for the approved produc

tive purposes does not by itself  ensure that the large-scale 

advances made by the cooperatives vail not be diverted for non

productive purposes, if the advances do not return after the 

income from the harvest is  realised by tae laorroarers# there is  

the danger of the imjneys being used for non-productive purposes. 

The temptation in this belialf vrill be stronger as cooperative 

cred it 'is  provided on concessional rates of interest. Hence 

prompt repaymeiit of the loans by the borrowers on the due 

dates and failing  v/hich prompt recovery atteasures by the lending 

institutions with the help of the concerned government depart

ments assume vital irr^ortance, a  disquieting feature of the 

cooperative credit structure is  that the overdues, representing 

the loans not repaid in time^ have increased year by year.

This may be on account of both the laorrowers' j ncapacity due to 

crop failure caused by natural calarolties, etc, as el so wilfxal 

defaults in some cases. There are certain louilt-in measures 

to arrest the growth of overdues, such as denial of further 

credit to defaulting members by the primary societies, and 

disqualifying primary societies, vjith overdues exceeding 

a proportion of the year's  demand under advances' to members 

as v/ell as loorrcwing from tlie central cooperative bardcs, for 

the purpose of receiving further finance.
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The central cxjoperative banks are also required to ensure 

that tlieir laorrowings from the apex bank but of the credit 

lindts sanctioned by the Reserve Bank on their b^aalf do not 

exceed -the non-overdue loans outstanding against the primary 

societies, i f  this 'non-overdue cover' is  not maintained 

at any time, the banks are not allov/ed to draw from the credit 

limits until the position is  regularised, in spite of these 

disciiplines, the overdues have been shoiang a tendency to 

increase and vath a view to locating the real reasons for this 

unhealthy trend, the Reserve sank lias recently set up a 

^oecial committee,

Oonclusion

31, The foregoing would indicate tliat the cooperative 

movement in tlae country has come of age and has esdiibited 

its  capacity to undertake and discharge the stupendous function 

of dispensing agricultural credit in  the country^ notwith

standing the imbalances and other weakness. The nation has 

recognised the movement as the ideal set up for this purpose 

and s t ^ s  will continue to be takeii that the cooperatives are 

so reorganised and strengthened that they are fully equipped 

to discharge the growing responsibility on them.

V
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The cooperative credit structure in the country has been 

the main institutional credit agency purveying agricultural credit. 

With'the enforcement of social control over the commercial banks and 

particularly the nationalisation of fourteen major Indian 

TOitimerdial banks these banks are also providing credit for agricul

tural purposes either directly to agriculturists or indirectly 

through the existing infra-structure of cooperative credit institu 

tions v iz . ,  primary agricultural credit societies with a view to 

bridging the credit gaps, wherever they exist.

1. The credit needs of agriculturists fall into three 

broad categories^ Firstly, crop loans (short-term) for financing 

current expenditure in raising crops. Secondly, medium-term loans 

repayable within 3 to 5 years for the purposes of replacement aid 

maintenance of wasting assets and capital investment intended to 

increase the agricultural output. Thirdly, long-term loans repayable 

over 5 to 15 or 20 years for capital investments in  agriculture, 

llie distinction between medium-term and long-tefm revolves not so 

much on the basis of purpose of capital investment but on the 

r,paying capacity of the borrowing agriculturists. The short-term 

and medium-term credit needs of agriculturists are met by the short-term 

ccJoperative credit structure which is  a three-tier pyramidal one



with the primary agricultural credit societies covering 

a village or group of villages at the base, the central 

cooperative banks covering generally a district at the inter

mediate level, and the state cooperative banks at the apex 

level. The policies and procedures adopted by these banks in 

advancing short-term and medium-term loans for agricultural 

purposes are discussed in the paragraphs that follow. Since 

'most primary agricultural credit societies d ^e n d  for funds 

on these banks, they have to follow the policies and procedures 

laid down by the central cooperative banks with which they are 

affiliated.

production oriented system

3, The loaning operations of cooperative credit

institutions were earlier characterised by their security- 

oriented bias where loans were unrelated to the needs or 

repaying capacity of a borrower but were governed by the security 

he ha,d to offer, under this system, no attention was bestowed 

to the timeliness, adequacy or proper utilisation of the 

advances. Another adverse feature of this credit was tha^ only 

bigger cultivators who had tangible security to offer could 

command the resources of cooperative credit institutions, 

positive efforts have, therefore, been made to bring about a 

more purposeful and production-oriented system of finance and 

this has culminated in the adoption of what has come tb be known 

as the "crop loan system". With a view to rationalising the 

loaning policies and procedures followed by the cooperative 

banks in the disensation  of agricultural credit, the Agricul

tural Credit Department of the Reserve Bank of India had brought 

out in  1966 a comprehensive "Manual on the Crop Loan System".

In the light of experience gained in  the working of the crop 

loan systen the Department revised and elaborated the Manual 

into "The Manual on Production Oriented System of Lending pt>r , 

Agriculture"„ The loaning policies and procedures adopted by 

the central cooperative banks in providing short and medium-term 

loans for agricultural purposes have been so formulated and 

designed as to accelerate production and at the same time ensure

tr-\c > ^



proper utilisation of credit for the purposes intended for.

The laoning has been made production - oriented rather than 

security based and in this context ensures that credit faci

l it ie s  would be available to small and marginal farmers.

Scales of finance

4, The requirements of agriculturists for cultivation 

purposes may be classified into tvio categories. Firstly, 

those for meeting outlays which require cash loans, i . e . ,  to 

meet labour charges, i f  labour is  employed, family consumption 

needs during production period, and additional expenditure in 

cash necessitated by the adoption of improved practices such as 

use of fertilizers , p e st ic id es ,e tc ,, which is  termed as "a " 

component of finance. Secondly, those which can be disbursed

in kind such as improved varieties of seeds,chemical fertilizers  

or organic manure, inseciticides, pesticides, crude o il , mobil 

oil and electricity charges used for agricultural purposes 

which form the component "b" of finance.

Size of the components^a^ and'b '

5 , The size o f  conponents' a' and 'b ' is  to be determined

with reference to both the actual needs for raising particular 

crops and the repaying capacity generated by such outlays, 

Conponent'a' is  the ways and means advance to the cultivator 

intended to augment h is  own resources for cultivation purposes. 

The size  of component'a' is  determined with reference to the 

gross value of produce without the use of chemical fertilizers , 

pesticides etc, i . e . , under the traditional plane of cultivation 

and fixed at a level not exceeding 35 per cent of the gross 

value of the produce per acre, medium and big cultivators

would be able to plough back a part of their farm income for 

the subsequent year 's  agricultural production, the component

a' is  either fixed with a maximum ceiling  or on a gradually 

tapering basis, Coitponent'b' is  fixed  with reference to the 

quantum of fertilizers  and inputs which an average cultivator 

in the area uses, but not exceeding the dosage recommended for 

each crop by the Agriculture Department, in a few cases where 

the resources of a central bank and societies do not permit them
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to fix  a scale which is equal or even less than component'a' , 

the banks start with a single component scale in cash and intro

duce the'b' conponent as soon as they are in a position to 

advance loans to cover both the components,

•»

Constitution of Technical Group

6, Central cooperative banks have been advised to 

constitute a Technical Group consisting of representatives of 

the Agriculture and Cooperation Departments of the concerned 

State Government, the apex bank, a few sheeted  agricultural 

credit societies as well as a few progressive and knowledgeable 

agriculturists besides their representative for laying dovn the - 

crop-wise scales of finance for irrigated and unirrigated oonpact 

areas covering one or more talidcas (sub-divisions of district)

and framing suitable norms of outlay for term credit for various
' i ■ ■

purposes and minimum acreage required to sustain term credit 

for a given purpose. As all the central banks are not in a 

position to command unlimited resources, one of the irrportant 

factors that would also weigh in the final fixation of the 

scales of finance for agricultural production purposes and the 

outlay for term credit in each district would be the estimate 

, of the resources which the central bank will be in a position 

to mobilise on its  own {by augmenting the share capital and 

deposits) and through borrowings from the higher financing 

agencies. Owing to this, it  is  not uncommon to see a variation 

in the scale of finance for the same crop in the different 

districts and in the different states. These disparities are 

gradually being ironed out with the strengthening of the 

cooperative credit institutions,and the raising of larger 

resources by them,

; Credit limit statements

7, On the basis of the scales of f i n ^ c e  laid  down 

by a bank, the primary credit sdc'leties prepare a credit limit 

statement for each of their members. In vleW of the considerable 

emphasis that has been placed In recent years on the financing 

of small, marglhcil and economically v/ealc farmers banks have been 

advised to prej .̂ar^e a credit lim it stat^e n t  for the menbers of



each society in two partss Part for those who come

under purview of the definition of a small farmer or marginal 

farmer and Fart 'B ' for other agriculturists. The credit 

limit statement serves not only as a loan application of the 

society to a central bank but also as loan application of ail 

members included in the said statement to the society itse lf .

It contains details mainly of the crops grovm and the 

acreage proposed under each crop. To curb the tendency to 

inflate acreages, the primary society maintains a register of 

lands of all members, which is  p r ^ a r e d  with reference to the 

village revenue records and vertified annually. The central 

cooperative banks ensure through their inspectors /supervisors 

that the register of lands is  maintained properly and upto-date 

by the primary societies and check that members do not include 

crops carrying higher entitlement of finance even though crops 

with a substantially lower scale are cultivated by reference 

to village records or by spot verification . In the case of 

tenant or oral lessee cultivators the details of cultivation 

are verified by the Managing Committee members. With a view 

to facilitating  easy verification and eliminating the same 

piece of land being shown under different crops during the same 

season, the credit limit statement is  prepared for the whdle 

year for different crops and/or seasons.

Maximum borrowing power

8, Though the crop loan system envisages the provision

of credit to members according to the prescribed scale of finance 

it  is  customary to prescribe a ceiling  beyond v/hich an individual 

member may not borrow from h is  society so that the limited 

resources availablis to the society are utilised  in  meeting the 

needs of the maximum number of persons and particialarly of the 

small and medium farmers. The concentration of loans with a 

few big cultivators is  thereby avoided. It  also ensures that 

resources available with big cultivators are ploughed back to 

meet a part of their production outlay. It  is , however, seen 

that the ceiling is  not fixed at an unduly low level so that 

farmets who wish to adopt in^roved agricultural practices or to



raise cash crops are not handicapped.

Sanction of credit limit

9, The central cooperative banX on receipt of

credit limit statements, after due scrutiny,sanctions credit 

limits to the primary credit societies. Separate limits are 

sanctioned for each society as under :

(i) The limit under component' a' for both'kharif' and 
'rabi' crops;

(ii) Limits under component'b' fixed separately for 
'kharif' and'rabi' crops.

N .B , There are two major cropping seasons called 
'kharif' an d 'rab i '.

Once the credit limit statement is approved by the 

central cooperative bank and communicated to the primary 

society, it  serves as an authorisation to it  to draw on the 

limits, subject of course, to the society and the individual

members fulfilling  the conditions of eligibility  of drawal

as prescribed by the bank.

Security for short-term loans

10. under the crop loan system, the convenient form

of security taJcen by banks is  the charge created by the borrower 

by a mere declaration in favour of the cooperative credit 

society on the identifiable right or interest of the farmer in

the land cultivated by him either as an owner or a tenant.

The necessary legal provision for creating such a charge exists 

in many State Cooperative Societies Acts. Such a charge is  

being recorded with the appropriate revenue authorities. In 

cases where the farmers are unable to create a statutory charge 

on land, along with personal surety/sureties additional security 

by way of gold and jewels, wherever feasible, is  taken. Loans 

to oral lessees and share-croppers are made available on produc

tion of a solvent surety/sureties of one or two members who are 

owners of land or registered tenants, iAlternativoly they are 

asked to provide collateral tangible security in the form of 

gold or silver ornaments sufficient to cover the loan with 

prescribed margin, while t&ngible security in the form of a

»'i
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mortgage/charge on landed property, gold/jevjels e tc ., may 

be obtained, the repayment of the loan is  ej^ected out of the 

sale of crops and not by the sale of the security.

Seasonality in disbursement 
and recovery

11, short-term production loan is  intended to meet

the expenditure in connection with raising of crops and as such 

the loan is  to be advanced to meet the needs of cultivation 

and recovered out o f the sale proceeds of crops soon after the 

harvest. It is , therefore, necessary to observe seasonality 

in regard to both disbursement and recovery o£ loans so as to 

broadly synchronize with the cultivation and harvesting se:asons 

of the important crops grovm. Drawals against the limit are 

permitted in more than one instalment. Drawal against kharif 

limit is  permitted some-timfe in April or Ma:" and the individual 

is  allovjed an option to avail himself of cash and kind limits 

up-to September, Thereafter he is 'allow ed  to dravj only the 

kind portion of the limit sanctioned for the rabi crop. The 

due date for the kharif crop is  generally 31st March which , 

provides for some time for harvesting and marketing of the crop. 

In case he repays the cash portion drawn for kharif crop on or 

before the due date, he is  allowed to draw the cash portion 

of the limit for rabi crop provided the kind loans taken pre

viously for kharif and rabi crops and the cash portion currently 

dravm are repaid on a given due date i .e .  31 May or 15 June 

according to harvesting and marketing period of the principal 

rabi crop in the area.

12, Actual disbursement is  done by central cooperative

banks to the authorised o ffice  bearers of the societies. Certain 

central banlcs allow o ffice  bearers of the societies to draw 

cheques in the names of the individual members who present them 

for encaslwient at the branch or head o ffice  of the central baxik 

where the society maintains the account.
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Linkinq of credit with marketing

13, Tlie loans advanced for raising the crops are to 

be recovered out of the sale proceeds of such crops. It  is , 

therefore, necessary to ensure that sales are effected through 

an agency with which the credit society is  linked. The 

horro\-/ers are ej^ected to sell their produce through a 

cooperative marketing society to which the primary credit 

society is  affiliated and the marketing society is expected to 

deduct the credit society's dues out o f the sale proceeds,

R>r this purpose, a list of outstanding dues of members, pf 

primary agricultural credit societies is  to be sent to the 

cooperative marketing societies, 'Though; in many parts of the 

country agricultural credit, societies secure agreements from 

their borrowing members to this effect in practice such 

agreements are not strictly enforced. In view of the weakness 

of some marketing societies and their inability  to secure the 

best prices for their produce, especially in a market where the 

forces of demand and supply have free play in determination of 

prices, it i s  felt unfair to insist on such a linking. The 

arr^gement, at present, is  largely volimtary in nature. 

Effective linking of credit with marketing is , however, 

receiving attention of all concerned,

Lit^ing of shareholding to borrowings

14, The central cooperative banks derive their owned 

funds by way share capital and reserves. The reserves are 

augmented out of profits. The share capital is  being augmented 

by subscriptions by the affiliated  societies and by share 

capital contribution from state Government with loan assistance 

from the Reserve Bank, The societies affiliated  to the central 

cooperative foarik are required to subscribe to their share capital 

at 10 per cent of the loan availed of by them. The societies 

require their members to contribute up to 20 per cent of their 

borrowings from them.

8
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15, The problem of overdues poses a serious threat

to the soundness of the cooperative credit structure. In many 

cases a high level of overdues coupled m  th poor internal 

resources has inpeded the free flow of credit from higher 

financing agencies.; The concerned central cooperative banks 

are taking remedial measures by intensifying the collection drive 

to reduce the overdues which affect their capacity to u n d e rt^e  

higher lending programme* Tlie supervisory machinery of the 

banks is  being strengthened and timely coercive action under 

the Cooperatives Societies Act i s  being taken to recover the 

overdues,

16, The overdues of the cooperative banks have also 

increased due to successive droughts in many areas which impair 

the repaying capacity of the borrower. In orde;r to prevent a 

dislocation of the cooperative credit structure under such 

circumstances and to ensure that the borrower gets fresh 

production credit for the ensuing y ear 's  crop, special stabilisa

tion arrangements have been evolved. In the event of crop 

failure due to natural calamities like  drought, floods etc , ,

the cooperative bank provides assistance by way o f conversion 

of current production dues into medium-term loans for a period 

of three years. This helps the members to become eligible  

for fresh finance a is defaulters are not financed by tlie 

banJc. For this purpose the central cooperative banks are 

required to maintain iigricultural Credit (Stabilisation) Fund 

created out of the net profits by appropriating to the Fund not 

less than 15 per cent thereof. The fund is  also augmented by 

contributions by the State Government by way o f outright grant 

and transfer of dividend in excess of 3 per cent on the Govern

ment share holdings with the bank, in case there is  crop 

failure when an earlier conversion loan is  outstanding the bank 

reschedules the balance of the conversion loans to the societies. 

The r^aym ent of instalments of medium-term loans is  extended 

from 3 to 5 years so that the burden of repayment of different 

loans is  not felt  by a cultivator while paying h is  dues out of 

next year 's  crop.
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Medium-term loans

17, The term lending by cooperative banJcs has assiimed 

great importance in view of technological changes talcing place 

in the field of agriculture. The farmers are adopting improved 

methods of cultivation, high-yielding varieties of seeds and 

chemical fertilizers. The need for minor irrigation and farm 

machinery has increased considerably, ^ilong vdth this 

developn^t, the demand for medium-term l o ^ s  has also increased 

manifold,

18, The main feature of the policy followed,by the 

central cooperative banks in regard to term lending is  that the 

cultivator's eligibility is  determined with reference to the 

actual need for meeting the outlay involved on a particular 

development an<Vc>î  repaying capacity of the borrower. Medivun- 

term loans are given by the central cooperative bank for : .

(i) periodical replacement of existing production 

assets with a, view to raaiiitaining the income-earning capacity 

of the farm, e .g . p\jrchase pf bullocks, reconstruction of l ^ d s ,  

repairs to wells, farm houses, cattle sheds, e t c ,, *

(ii) new investments with a view to increasing the 

income earning capacity of the farmers, e .g . digging of 

new wells, levelling of land prior to introduction of irrigation, 

reclamation of land> installation of punping sets, contour- 

bunding, purchase of tractor and other costly farm machinery, 

purchase of milch cattle, p ig  breeding, sheep and goat rearing, 

purchase of metallic storage bins for installation at the 

farmer ̂ s housej and

(iii) for purchase o f  shares in viable cooperative 

sugar factories, cxjtton ginning and pressing societies, rice 

mills and oil mills.

.The purposesfalling under category (i) are met by 

loans for period not more than 5 years, whereas the period of 

loans for purposes under categories (ii) and (iii)  i s  uptb 5 

years d^en d ing  ujjpipi .the repaying capacity of the borrowers. No 

loan, however, extends beyond the l i fe  of the particular asset 

created.

' 10
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size of credit

19. /rhe outer limit for the quantura of term credit

is  set by the ]-ro’cable outlaf on the proposed iavestment.

The central cooperative banlcs f ix  certain generalli,^ acceptable 

norms of outlay for various types of investments vdth the help 

of the Technical Group referred to a’aove. As the cost of 

investment per acre or per unit may vary from area to area, 

the bank indicates the range within which the cost per acre 

and per unit is  accepted for sanctioning loans.

Repaying capocitv

20. The elig ibility  for a term loan and the period

of the loan are determined with reference to the repaying 

capacity of the concerned farmer. The repaying capacity is  

determined by talcing into account the gross output turned out 

by a cultivator and on the assumption that the total liab ility  

on account of repa^mient of loan both short-term and medixim-term 

does not exceed half the value of h is  annual output. It  has 

been indicated earlier that under the crop loan the component 

'a ' at the traditional level of cultivation is  to be not more 

than about one third of the anticipated average value of gross 

produce per acre. The balance of repaying capacity i . e . ,  one 

si:<th of such minimvmi estimated value of output per acre is 

talcen to be the repaying capacity for annual instalments payable' 

on medium-term loans for five  years for purposes indicated 

in category (i) and (i i i )  earlier. For loans for purposes 

falling  under category (ii) intended to increase the income 

earning capacity o f  the farm, the repaying capacity is  determined 

on the basis of the incremental income generated by the’ new 

investment.

Security for term loans

21. The quantum of credit which is  determined with 

reference to the outlay and the repaying capacity is  given on 

security which may be personal or tangible. The security for 

medium-term loans is  as under ;
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(i) Loans for agricialtural purposes up to R s .1 ,000  

on the basis of personal surety/sureties,

(ii) Loans for Rs, 1,001 and up to Rs, 1,500/-  on 

statutory charge on land,

(iii) Loans over r s . 1,500 on mortgage of land,

(iv) Loans nore than Rs. 1 ,500 but less than Rs, 3 ,500 

required for the purchase of an electric puirpset or an o il 

engine or for digging of wells are sanctioned v/ithout insisting 

on the mortgage of land or charge on land provided that

(a) the borrower meets at least 15 per cent of the total 

cost of the assetj

(b) the 3x>rrower creates a first charge on the asset in 

favour of the bank,

(v) Loans up to R s .3 ,500  for purchase of tractors, 

power tillers , threshers and harvesters are granted without 

insisting on mortgage of land provided tliat s

(a) the balance of outlay above Rs, 3,500 is  to met by 

the borrower,

(b) the machinery is  hypothecated in favour of the society,

(c) the insurance policy in the joint name of the borrower 

and the society is  assigned in favour of the bank and

(d) the borrower makes a down payment of 15 per cent of the 

value of the asset,

(vi) In the case of small and marginal farmers 

undertaking dairy and poultry activities in anall Farmers 

Development Agency/Marginal Farmers and Agricultural Labourers 

areas as well as in the case of economically wea]i farmers in 

other districts, loans up to R s ,2,000 are given to a cultivator 

for dairy or poultry activities witliout insisting on the secu

rity  of mortgage of charge on land, provided there are adequate 

arrangements for collection of milk/eggs, sale of these |T oducts 

and recovery of dues out of the sale xjroceeds. Loans are also 

granted to agriculturists :’.vi , .a to non-

agr:'.:.:uI':-urlGtr; ( ..r;,) ' ritac.ut iiisistence on

Viiortgac;3 security ,rov:'.Jicd s
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(a) the borrowers furnish a margin of 33 1/3 per cent

of the total cost, inclusive of their shareholdings or

(b) a lower margin of 15 per cent inclusive of share

holdings and the borrowings are on the basis of a 

group loan against the joint and several liab ility

of a group of memlaers consisting of at least 5 and

owning a minimum of 20 milch animals and/or 500 

poultry birds.

Valuation of security

22, por the purpose of valuation of security, the banks

have been advised to value the land at eight times the net post 

developmental income from agriculture. Fifty per cent of this 

valuation is  to be treated as the outer limit for a loan with

reference to security, if  the repaying capacity is  estimated

with reference to the incremental income and is  found adequate 

for repayment of a loan within the reasonable period there i s  

no insistence on mortgage of land as indicated earlier.

Quality of the term loans portfolio

23, with a view to bringing about a definite  shift towards

loans for identifiable productive purposes, central cooperative

banks are required to advance not less than 40 per cent of the

medium-term loans for readily identifiable  productive purposes 

including mileh cattle and poultry. To ensure that fine

exploitation of ground water resources with the aid of in sti

tutional finance proceeds in a systematic and a co-ordinated 

manner, the central banks are recjuired to observe certain 

disciplines such as reasonable distance between two w ells, 

certificate of water potential from organisations like  

E3<ploratory Tube .Jells organisation. Ground ;;ater Board etc,

Supervi sion

24, iji efficient machinery for supervision has acquired 

a new urgency and significance with the orientation of the 

lending policies of the central cooperative banks. The super

visory machinery under the control of the bank is  ensuring that
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the loans are used for the purposes for which they are 

advanced. There are# however, certain built-in safeguards 

to ensure that loans are not misutilised. Thus loans for oil 

engines, pumpsets, tractors etc ., are supplied through approved 

dealers; Loans are so timed that advances for purposes of 

land irrprovernent are not r;lven when there are standing crops 

in the fields. loans for digging of v/ells are disbursed in 

instalments after checking that earlier instalments are properly 

utilised, in the case of electric pxampsets, the supervisor 

checks that power connection has been received. The supervisors 

also verify the end use of credit by spot verification.

Conclusion

25, The cooperative credit institutions are an 

imjEX)rtant instrument of economic development in the rural areas 

of this country and consequently they receive considerable 

financial and administrative assistance from the Government and 

the Reserve Bank, The loans advanced by the cooperatives have 

registered a several fold increase in the last decade thanks 

to the assistance provided as above. It  is , therefore, 

necessary to ensure that the loans provided by them are directed 

to productive channels and help increase agricultural production,

A new dimension to their programmes has been added recently 

by the technological changes that have taken place by the 

introduction of high-yielding and hybrid seeds. It  i s  imperative, 

therefore, that the banlis and societies adopt loan policies and  ̂

procedures which lend support to the nei'/ developments. The banks 

have been quite alive to their responsibilities in  this behalf 

and have reoriented their loan policies and have shifted from 

security based credit for agriculture to credit based on produc

tion requirements. The emphasis now is  not so much on credit

worthy individuals but on creditworthy purpose. The system 

is  more sophisticated than the older system and requires larger 

administrative and supervisory arrangements. Everyone concerned 

is  conscious of the r e ^o n s ib ilit ie s  under the new system and is  

making determined efforts to make it  a success. In the production 

oriented system of lending lies  the hope of the small farmer and 

the p r o je c t  of a more rnrc.i ..

V  -------------------------
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1. The Indian, society is predominantly rural^ about 80 

per cent of the 547 million people in India live in the rural 

areas. Rural India is a far cry from cities and tovns.

The means of communication and transport connecting the 

villages with the cities are poorly developed and a large 

number of them are inaccessible during the rains. In a very 

large country like  India where the cities and towns are few 

and far between, the rural l ife  t ill  about a couple of decades 

ago had remained unaffected by the changes of time. Agricul

ture largely carried on a traditional plane continued to be 

the dominating factor in the rural economy. Agriculture, to 

the people, has not only been an occupation but a tradition, 

a way of l ife , which for centuries has shaped their thoughts, 

outlook and culture. Thin is not to suggest that the Indian 

farmer is indifferent to the changes in the techniques of 

agriculture, but to make it clear that h is  fam iliarisation 

with agricultural machinery, new techniques and methods of 

cultivation has started only during the last 25 years or so, 

and t ill  today, in many areas the art of cultivation is out

dated and largely dependent on nature which makes it a gamble 

in rain .

Institutional Credit

2. Studies conducted during 1951-52 by the Committee of 

Direction of the All India Rural credit Survey appointed by 

the Reserve Bank of India revealed that as much as 9 2 .7  per
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cent of the cultivators' borrowings came from the non-instltu*;; 

tionalised credit agencies. The most in^o^tant o£ these was ■ 

the professional moneylender whose share was as much as 44.8 

per cent of the total, followed by the agriculturist money

lender accounting for 24.9' per cent of the- total borrowings.

The institutional credit agencies together provided only 7.3 

per cent of the total borrowings of the culti\rTitors; among the

institutional agencies were the Government (3.3 per cent) the 

CO-operatives (3.1 per,cent) and the commercial banks (0.9 per 

:cent)-. .

3. The commercial bankis confined their activities from the

very beginning tb urban areas meetinig credit requirement^ of 

trade in the intial stages and '6f both trade and industry later 

oh. Modem banking was mainly developed to serve the trading 

interests of Great Britain in India. The banks concentrated on 

port towns and preferred self-liquidating loans for trading 

jiurposes. Let alon^ agriculture, even organised industry failed 

to get the desired assistance from the banking sector. Thus, 

the conservative approach on the part of the commercial banks 

coupled with the unbusinesslike outlook of the Indian farmers, 

more than anything else kept the commercial banks away from 

direct financing of agriculture. Except in a few cases of 

estate agriculture, the conroeicicil banks in India, by and large 

remained aloof from direct financing in this sector.

4. Against this background, for the agricultural sector, 

the system of cooperative credit was encouraged and was 

initially developed v/ith a view to helping the cultivators in 

extricating themselves from the clutches of moneylenders who 

besides charging usurious rates of interest were also not 

concerned with how the credit provided by, tliera was Used by the 

cultivators. It will not be, wrong, to say that till about a 

couple, of, decades ago there, vrere many bankers but no banks in 

the rural areas• - Systematic attempts to organiseico-operatives
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in rural areas have, however/ been made since the beginning of 

this century. The progress registered by these institutions 

during the first half of the century was halting owing to a 

variety of factors chief among which were the lack of enlighten

ed and zealous leadership and want of adequate finance. It was 

only with the advent of the era of planned development, the 

keyistone of which vras the growth of a co-operative commonwealth', 

that conscious and deliberate attempts were made to nurture and 

foster the co-operative institutions. At present# cooperatives 

organised as a three-tier structure for short-term and medium- 

term credit and a two-tier structure for long-term credit 

provide the bulk of. the institutional credit support to agricul

ture. The three-tier structure consists of the state co-opeira- 

tive bank at the apex level in each state, a central co-opfera- 

tive bank, usually one for each revenue district, at the 

intermediate level, serving as a financing agency for the 

affiliated agricultural credit and other societies in the 

district and primary agricultural credit societies at the base 

serving cultivators residing In one or more villages which is 

their area of operation. Co-operative credit support to 

cultivators: which was a mere 3.1 per cent of the total borrow.^ 

ings estimated at Rs. 7,500/ million in 1951-52, increased to 

about 16 per cent of the borrovrings of Rs. Id, 340 million in 

1961-6 2, and further to 20 per cent in 1967-68. Co-operative 

support for agricultural production credit needs alone in 

1968-69, was placed at about 25 per cent of the total borrowings 

of cultivators in the country. According to the latest 

available information, about 50 per cent of the total agricul

tural production credit requirements of the cultivators are 

being met by the institutional credit agencies^ the share of 

cooperatives being one-third of the total requirements.

5, The spread of co-operation can be guaged from the fact 

that all the villages in a number of States and most of them
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in the remaining States are being served by primary agricultural 

credit societies. The active societies covered nearly 86 per 

cent of the villages in the country. Mcanbership is also steadily 

expanding. The total membership of primaries which was a meagre 

4.8 millions in 1951-2 has now increased to 31 millions. Total 

loans issued during 1970-71 were Rs. 5,779 millions as coitpared 

to Rs.240 million in 1951-52.

6. The tremendous strides made by the co-operatives in the 

country in recent years have been mainly due to the massive 

support extended to them by the Central and State governments 

of the country as well as the Reserve Bank of India. Although 

from the very inception of the co-operative movement, the 

Government has been playing an important role in the creation of 

conditions conducive to the growth of the credit co-operatives, 

pursuant to the recommendations of the Rural Credit Survey Commit

tee/ this role came to be more clearly defined and the Goveirnment 

came forward to actively partner these;institutions. On the 

recontnendatiohs of the Committee that a  phase programme should be 

drawn uî  in each State for reorganisation of the cooperative 

credit institutions and their development on the basis of major 

State partnership at all levels, the Reserve Bank of India 

started sanctioning long-term loans tc the State Governments at 

law rates of interest to enable them to contribute to the share 

capital of the co-6perative credit institutions. The main 

principle underlying State partnership is that a co-operative 

credit institution should have minimum of financial resources at 

its disposal at the very start and that, if the minimum is lacking, 

it should be made good by the State stepping in as a partner.

By the end of the co-operative year 1970-7i> the Government 

contribution to, the share Cc^ita;L of the co-operative credit 

institutions at the different.levels was as under s
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(In million R s . )

sr.
No. Category

Total Of whicli contri- % of Govt,
paid-up buted by Govt. contribution
capital to total

1. Primary
societies 2,057

2. Central banks 1,411

3. State Co-op.
Banks 426

169

375

134

8.21

26.57

31.45

7. One of the most important measures which has signifi

cantly congributed to the growth of cooperative credit in the 

country has been the provision of much needed resources to these 

institutions by the Reserve Bank on a large scale, at special 

concessionary rates of interest- The Bank provides refinance

to State co-operative banks for financing centi"al banks and 

societies for short-term production credit and medium-term •’ • 

investment credit. During 1971-72 the Reserve Bank sanctioned 

short-term and medium-term credit limits at 2 per cent and 

1̂ 5 per cent below the Bank Rate aggregating Rs, 4,089 million 

and Rs. 206 millions respective]y. This .necssional finance 

from the Reserve Bank formed the bulk of the resources used in 

the co-operative credit system and but for this concession, 

the cooperatives would not have been able to lend to the 

cultivators at a reasonab.le rate of intereS'^. The indirect 

subsidy from the Reserve Bank offsets to some extent the high 

costs of retailing credit for agriculture to millions of farmers 

residing in thousands of the villages in the country the most 

common rates are 9 per cent on short-term and 9^ per cent on 

medium-term loans to the ultimate borrowers.

8. The Central Government and the State Governments have 

been providing financial assistance by way of subsidies, 

placing long-term deposits either interest-free or carrying



nominal interest with the co-operatives, strengthening their 

reserves etc. The State Governments are participating in 

schemes drawn up for revitalising the different co-operative 

creflit institutions which have accumulated heavy losees/bad 

assets. At present, many of the central co-operative banks vAiich 

' were funder acute financial difficulties are being rehabilitated

under a programme in which the Central Government is providing 

financial assistance. Recognising the need for adequate staff 

for satisfactory working of the co-operative credit institutions 

and realising that the capacity of nevrly set-up institutions 

to bear the expenditure is limited, the State Government have 

been providing managerial subsidies to the co-operatives to 

tide over the initial financial difficulties of employing the 

necessary staff.

9 . Inspite of the good progress'registered by the co-opera

tives with the active support of Central and State governments 

and the Reserve Bank of India, there are still various defects 

and deficiencies characterising the functioning of the credit 

cooperatives and several areas of inadequacy. One such aspect 

is that the borrowing membership of the cooperatives constitutes 

only about 20 per cent of the total cultivating families. A 

large number of those who are moubers do not receive any credit 

from their societies so that the effective membership is low.

10. Another disquieting feature is the conparative neglect 

of small farmers, tenants and share-croppers. Though efforts 

have been made by the State governments to relax the restrictive 

features of cooperative credit regarding financing the above 

categories of cultivators, it will bo but a truism to concede 

that this group of cultivators continued to be greatly 

handicapped in obtainting their credit requirements from the 

societies. The cooperatives, no doubt, have difficulties  in 

financing tenants, share-croppers etc. Since the land recor<5s 

showing rights of the alove categories cf the cultivators are

S-0 6



often not up-to-date. Taking these factors into account, the 

All India Rural Credit Review Committee (1966-69) paid special 

attention to this neglected section of the rural population 

and recommended setting up of Small Farmers Development Agencies 

in a number of districts throughout the country for assisting 

small but potentially viable farmers in securing supplies of 

inputs and guidance which could enable them to pass from 

subsistence to commercial farming.

11. One of the most inportant.problems faced by the coopera- , 

tives is the growing delinquency of the members in prompt 

repayment of dues. Overdues are showing an increasing trend

in almost all the States due to combination of a number of 

factors such as defective loaning policies followed in the 

pasty ineffective supervision over the utilisation of loans 

and delays in enforcing recoveries through legal action.

12. Besides the above, there are many other structural and 

operational shortcomings in thfe working of co-operatives in 

rural areas such as existence of a large number of primary 

societies which are neither viable nor even potentially viable 

and as such are inadequate and unsatisfactory purveyors of 

credit, lack of timeliness, adequacy and dependability of 

credit through these agencies etc. Further, the quantum of 

credit and the quality of services provided by the rural 

co-operatives is not uniform all over the country. In view of 

the structural weaknesses of the cooperative credit institutions 

in certain areas, alternate means are being advocated to ensure 

that agricultural production programmes do not suffer for want

of credit support.

Causes of failure

13. The failure of cooperatives to come up to the desired 

levels can be attributed to two major sets of factors, economic 

and socio-economic, and other factors which are endemic to the
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structure itself. I*he observations of the Rural Credit Survey 

Committee v^ich had undertaken a conprehcnsive study of rural 

credit in 1952 and which are still relevrnt in present-day 

India were as under s

"The most fundamental causes of the failure are in our 

opinion economic and socio-economic. In other vrords, it is 

in the factors Which condition the cultivator's economic 

activity and the social background against which the activity 

that takes place that we believe will be found the real 

explanation for the great disparity between the dimension of 

performance on the one hand and expectation and promises on 

the other of the co-operative credit in India. The administra

tive structural and functional weakness and the educational 

and technical backwardness by which they are accentuated will 

then be seen to be the subsidiary forms of symptoms and ailments 

rather than the main disease itself."

14. Socio-economic factors which have a vital bearing on

the achievement of the cooperative include, among others, the 

general backwardness of the agriculturists, small size of the 

agricultural holdings, particular geophysical conditions under 

which agriculture is carried on, such as the extent of availa

bility of irrigation^ susceptibility to natural calamities, 

the responsiveness of the cultivators to adoption of new 

agricultural techniques, etc. In fact, it is seen that precisely 

those areas, where agriculture continues to be undertaken on 

the traditional plane, vrhich are constantly afflicted by crop 

failure and where the general rural economy is poor, that have 

not provided a fertile field for the development of co-operative 

credit. In other words, the growth of cooperative credit has 

been directly proportional to the economic and technological 

progress of agriculture in various areas of the country.
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Small holdings

15, Existence of a very large number of small holdings is 

a distinct feature of Indian agriculture and the cultivators 

are^ by and large, engaged in what can be described as 

subsistence farming. According to the data collected in 1960-61, 

as much as 40.7 per cent of the operational holdings in the 

country were below one hectare and another 34.1 per cent were 

less than two hectares. Under these circumstances, the 

cooperatives have been hesitant to provide credit for small 

cultivators particularly those who have uneconomic holdings

and whose creditworthiness is difficult to assess. Furthermore, 

the small farmers in many cases are accustomed to borrow for 

consumptioai rather than investment as in their case consumption 

tends to run permanently ahead of production. Heavy indebted

ness of these cultivators is often the index of their inability 

to balancc the budget rather than their business ability to 

invest for better results. Thus, in many cases, loans obtained 

from the primary credit societies do not so much serve as 

production or investment finance to the cultivator but are used 

as "ways and means" advances. The consequent difficulties in 

recovery of such loans is one of the problems which the 

societies have to face in the case of such financing.

Land reforms

16, ; Also important both from the point of view of the 

incentive to the cultivators to invest in land and produce more 

as well as that of the availability of security acceptable to 

the institutional credit agencies, is the situation, in respect 

of land tenures and tenancy and in particular the extent to 

which the land reforms designed to ensure fixity of tenancy and 

fair rents are effectively implemented and the status of the 

cultivator in relation to the given piece of land cultivated 

by him is 'Mentifiable. The assurance of the identifiable



and continuing interest of the cultivator in a given piece of 

land is essential for successful crcdit operation not only 

because it helps to make sure that he is in farm business but 

also provides a dependeable basis for assessing his repaying 

capacity. One of the undesirable fiefatures of Indian agricultur 

is the prevalence of a large number of absentee landovmers and 

oral lessees. The State governments have taken positive steps 

in this regard by reviewing the existing land legislation 

and modifying the same with a view to conferring ownership/ 

transferability rights on land on the actual tillers, for 

eliminatini^ various intermediaries and for maintaining up-to- 

date and accurate land records, indicating in clear terms the 

cultivator's specific interest. However, there are certain 

practical difficulties which have reduced their effectiveness 

and the enforcement of the legislation has also not been 

uniform all over the country.

Internal factors

a) Structural

17. The structural set up recommended for the cooperatives 

is an apex bank in each State, a central cooperative bank in 

each district and viable primary credit societies at the base 

covering all the villages. Each higher level institution is 

to serve as a federation of those below, with membership and 

loan operations restricted to the affiliated units. Though 

in some of the States the entire cooperative credit structure 

is weak, by and large, the working of the apex level institu

tions conforms to requirements. A programme of reorganisation 

of intermediary levelinstitutions has been pursued with a view 

to merging small institutions which have a jurisdiction of less 

than a district. As against 509 central banks as at the end 

of 1951-52, their number was brought dô vn to 341 central banks 

in 1970-71. Inspte of near conpletion of the work relating

:>44
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to reorganisation of central cooperative banks on the

basis of their area of operations, a large number of them 
units. A Central Bank is considered viable
continue to be weak and non-^iable/.if it has a loan business 

of atleast Rs.lO million corresponding to a working capital 

of Rs.12 million. Applying these criteria it is found that 

at the end of 1971, as many as 113 central cocperative banks 

had still not attained viability. Many are burdened with 

long-standing overdues and accumulated losses and had debts 

and are therefore unable to lend adequate support to the 

affiliated primaries in the district with the result that the 

supply of institutional credit for agriculture is poor.

18, The central cooperative banks came to be organised 

as federations of the primaries with the hope that with wider 

jurisdiction and better professional management they would be 

able to mobilise resources from the public for meeting the 

financial requirements of the societies. This hope has not 

materialised in many cases. Thus of the 341 central banks 

only 116 had deposits exceeding Rs.lO million. As many as 14 

banks had deposits of less than Rs.l million. It was felt 

that the concessional finance provided by the Reserve Bank 

acted as a disincentive to deposit mobilisation and hence on 

the recommendation of the All India Rural Credit Review 

Committee it has now been decided to linlc up the rate on the 

loans from the Reserve Bank with the efforts made by the 

central banks at deposit mobilisation. Emphasis is being 

laid on the opening of branches and provision of various banking 

facilities and services by these banks so that they could 

compete vrith commercial banks in mobilising deposits from 

the public. A programme of rehabilitation of some of the 

weak central cooperative banks is accordingly under implemen

tation with financial assistance from the Central and State 

Governments which envisages a write-off of the irrecoverable 

debts of these banks, apart from rectification and development 

of their working.



19. A number of primary societies are neither viable 

nor even potentially viable and are incapable of dispensing 

adeqpaate and timely credit. A society can be considered 

viable if it can render the more important of the services 

expected of credit societies both adequately and to as large 

number of producers as possible, without depending on continued 

financial assistance from Government except for a limited 

period. More specifically, the societies are expected to have 

the ability not only to command the services of conpetent 

personnel, but at the end of a stipulated period, to be able to 

meet £ully the expenditure on rent, audit, supervision besides 

contributing adequately to the reserves and paying a reasonable 

return on share capital. It has been estimated that a society 

with a loaning business of at least Rs.100,000 with some non

credit business is expected to have enough income to cover the 

above expenses. Hie average loan per society for the country 

as a whole was Rs.48792 and was thus below the viability level. 

In many States the average was much below the national average. 

Of the total number of societies amounting to 160,780 as many 

as 20,234 were dormant. The number of societies working at 

profit were 107,099 and formed 62.6% of the total in the year 

1970-71. It is obvious that with such a weak base, the 

cooperatives cannot think of providing adequate credit 

facilities and other services to the rural population.

20. The State Governments were, therefore, asked to 

undertake a programme of reorganisation and revitalisation 

of the primary societies on this basis. The programme of 

reorganisation involved three main stages viz. (i) formulation 

of viability criteria by the State Government; (ii) conduct of 

a survey to locate viable or potentially viable units with 

reference to the above criteria and demarcation of areas which 

will ensure adequate business, potential to make a society 

viable, and drawing up, on the basis of the survey, a programme 

of action to enable the potentially viable units to become 

viable units; and (iii) amalgamation or liquidation of weak 

societies. The number of societies which exceeded 200,000 was
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to be brought down to 1,20,000. At the end 1970-71 the 

nxoiriber was still 1,62,500. The progress in the achievement 

of the above target has not so far been satisfactory, mainly 

due to resistence of the societies to amalgamation with other 

units. The reluctance of societies to amalgamate with other 

societies is primarily due to the following reasons. Often 

a society which is operating satisfactorily, does not like to 

join another v^ich is not so good in its working. In other 

cases reluctance is based upon the fear that amalgamation might 

lead to a loss in terms of convenience. In other cases, it is 

just the individuality which the village society is reluctant 

to lose by merging itself in a larger entity. There are also 

inter-village rivalries which make amalgamation difficult.

Another obstructing factor is the apprehension of the office

bearers of a society that the authority v^ich they are able 

to exercise in a single society might be lost \^en it becomes 

part of a bigger unit. In fact, it is one of the hopes under

lying the programme of reorganisation that the larger units 

will help defeat the exclusive tendencies and vested interests 

in the society in vrhich credit is denied to members of certain 

castes or groups because they are opposed to those who have 

control of the society. Much work regarding reorganisation of 

societies still remains to be done. The existence of econo

mically sound and viable societies is an important precondition 

for the flow of large cooperative credit.

(b) Operational loolicies

21. The non-institutional agencies which provided the 

bulk of credit to the cultivators, did not interest themselves 

in the end-use of their finance. Credit provided by the 

non-institutional agencies as well as the cooperatives till 

recently was asset-based rather than production-oriented.

Special efforts are now being made by cooperatives to instil 

necessary disciplines. In view of the long tradition of credit 

unrelated to needs of production and the cultivator's habitua

tion to availing of loans as a matter of course, the switchover 

to the production-oriented system known as the 'crop loan system'
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is a gradual prcccss,. 'Î ie 'crop loan system' is based upon 

the principles or lending according to the production 

requirements of cultiv~-i-0”' cnt on -hhe basis of the

area under cu].tivation of different crops, introduction of 

seasonality to ensure that :h^ issu^ of loans and the repayment 

thereof synchronizoti reaoect iveii" v/ith sovring and harvesting/ 

marketing of the crop, s ere anil iriing of procedures for sanction 

and disburseiT.ent arc grant of a substantial portion of the 

loan in kind. Adoption of the c’bove cystem pre-supposes 

existence of upto date land records and their ready availability 

with the societies, and alRO educated members who can readily 

understand the irnipiLications of the above system. Unfortunately, 

both the above features are lacking because of which the 

achievements in this regard have beer, somewhat inadequate.

Attempts have, howeverbeen made to further simxDlify the 

procedur'es so that they can be easily adopted by the societies.

(c) Members" delinguency

22. 'One of the disquieting features of cociDeratives 

credit is the incr-aasing degree of delinquency on the part of 

the members, Aich in turn causes defaults by societies in 

meeting their obligation to .̂he £inancing agencies. The total 

overdues of the primary creait societies as on 30 June 1971 

aggregated RSo3,224 million forming abovt 41 per cent of the total 

loans outstanding. Tlio high level of overdues has serious 

adverse effects o;.i the expansion of credit and in many parts^ 

of the country accounts for stagnation or recession in cooperative 

credit. Tlie failure of some members to repay ^’ffects the 

ability of the society to borrow r,vii lend. Ihe latter, in turn, 

leads to default on the part of those "j\̂o are in a position to 

repay. This sets in a vicious circlai? the members do not 

repay because they are doubtftil. of obtaining fresh finance; 

the society is unable to ^finance because the members have not 

repaid and hence it Is not. abla to fulfill the condition 

regarding the m3.nimum pei'centage of repayment to the higher 

financing agency to obtain loans. The condition regarding a
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a minimum recover position for qualifyinc for fresh 

finance was expected to instil collective responsibility 

among nembers but has not brought about desired results.

On the other hand, denial of credit to non-defaulters in the 

long run leads to erosion in the member's loyalty to the 

society. „

23. J^rangements have been made in the cooperative

credit system to help the cooperatives to tide over the

difficulties in recovery which are likely to take place because

of natural calamities such as floods, droughts,etc. In these 
are allowed to be converted into medium-term loans repayable 
caseS/ short-term loans repayable^over a period of three to

five years. If the conversion is granted in time, the cultiva

tor does not lose his eligibility to borrovr for carrying 

on current agricultural production activities. However, 

often full benefits of conversion facilities do not reach the 

cultivators due to administrative or procedural delays on the 

part of the concerned State Governments or the cooperatives.

(d) Restrictive policies

24. In some areas lack of progress of cooperatives

can also be attributed to the existence of various restrictive 

features of cooperative credit sach as low individual borrowing 

power and insistence on landed security for loans above a cer

tain level etc. MDrtgage on land in India is a time-consuming 

and elaborate procedure. Further, tenants are not in a position 

to provide such a security. In areas where relaxations have 

not been provided regarding the security for production loans 

above a particular level, a borrower has to face considerable 

difficulties particularly t ^ n  he also wants to avail of long

term credit for investment purposes for which landed security 

is required for mortgage to a different institution which pro

vides him the long-term credit.

(e) Inadequacy of internal resources

25. i'fobilisation of resources is an inportant function

of any institutional banking system, in which the cooperatives
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have failed. The lack of adequate internal resources 

constitutes a basic weakness of the operation with the result 

they continue to be largely dependent on the Reserve Bank of 

India for f^inancial assistance. Thus, ais against the total 

loans Of the order of Rs.7 ,845 millions outstanding against 

the members of the primary credit societies as- on 30 June 

1971, as much as Rs.6^752 millions constituting 86 per cent 

had been derived by way of borrowings. Due to paucity of 

internal resources, the cooperatives are unable to absorb 

overdues to any significant extent and hence poor recoveries 

invariably result in choking the flow of credit. Besides, 

the obvious need of the Cooperatives to augment their internal 

resources, the rising rural incomes have cost a speciil 

responsibility on the cooperative credit agencies to ensure 

that the resources to finance agriculture increasingly come 

from the surplus generated in this sector, more so because 

cooperatives enjoy a special position in the rural sector 

and are better placed than the commercial banks to mop up the 

rural savings and encourage thrift among the members whose 

propensity to spend is obviously very large.

(f) Unbusiness-like working

26. A major factor of wecikness in the working of 

cooperatives is the non-recognition of the need for following 

a business-like approach in managing these institutions. This 

is reflected in many aspects of their working such as the 

attitude towards collection of overdues, maintenance of books 

of accounts, managemmt of funds, etc. With the increasing 

cbnplexity of the task of dispensing credit and servicing 

agricultural loans, the need of managing the Societi'ibs in 

business-like manner is becoming increasingly more important.

One reason for the unbusiness-1ike w rk in g  of the societies 

is the absence of adequately trained and qualified staff in 

most of the cases. The members of the societies also on their 

part lack responsibility and often fail to fu lfil  their 

obligations to the societies. The lack of a sense of



responsibility, perhaps, arises because the members mostly have 

little financial stake in the co-operatives as the bulk of 

resources consist of borrowings from higher financial agencies. 

Inspite of the fact that the co-operatives are people's insti

tutions, members often look upon them as a part of the Govern

ment. Intensive programmes of educating the members and 

training the officials require attention.

(g) Leadership

27. An important condition for successful vrarking of the 

cooperatives is that there should be loaders of conpetence and 

integrity. By and large, there is great dearth of leaders, 

especially at the base level. This has, in no small measures 

been due to the fact that the cooperative movement has not been 

spontaneous but has been primarily government sponsored and 

developed as the most effective channel for provision of 

assistance to the rural sector. Societies were mainly organised 

under official auspices and under official impetus. Further, \ 

in many areas, leadership continues to be determined not so 

much by popular will as by status and position in the rural 

hierarchy. Under the circumstances, it is not surprising to

find that the cooperative movement has failed to throw up i
i

conpetent leaders on a scale commensurate with the expansion S; 

which has taken place in its operation and coverage. Against 

the socio-economic background referred to earlier, it has not 

been uncommon for moneylenders to infiltrate into the societies 

and dominate their working. Under the circumstances the 

societies, often misguided by such leadership, work to the 

detriment of the co-operative system itself.

Conclusion

28. It will be seen that while the cooperative credit 

agencies in India have recorded a very significant progress 

during the ora of planning which began 20 years ago, they will
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have to strive hard to remedy the various deficiencies which 

have been metnioned if they have to discharge their responsi

bility satisfactorily. Agriculture has now ceased to be 

merely a way of life, thanks to the discovery of high yielding 

and hybrid varieties of seeds v/hich are responsive to the 

use of fertilisers. The requirement of credit has multiplied 

several fold in the last fivd years and will continue to do so. 

The production credit needs during the Fifth Five Year Plan 

have been placed at Rs.30,000 millions of which the cooperative 

are G3Q5ected to meet Rs. 12,000 millions. If they fail to rise 

to the occasion, the gap may remain unfilled by any institutional 

agencies,, becausc although after the nationalisation of 14 

major commercial banks these banks hnvG been paying special 

attention to the needs of agriculture which is a priority 

sector for them, there are obvious limitations to the extent 

to which they may be able to satisfy the need. The role of 

these banks will at best be only supplementary and the co-opera- 

tives will have to continue to bear the major share of the 

burden. The hope of rural India still lies in the co-operatives. 

If they fail, the prospects for agricultural development cannot 

be rated high. Hence the Government and the Reserve Bank will 

continue to take measures to re m ed y  the ceEiciencies and 

strengthen the cooperatives financially and administratively 

so that they become powerful instruments of economic regenera

tion of the masses that live in rural India.

or:p
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THE GENERAL ECONOMIC BACKGROUND

Most of the developing countries in South and 

East Asia have now enjoyed political freedom for a little  

over two decades. They have made noteworthy progress in 

economic development. Because the economic conditions 

which existed at the time of achieving political 

independence were so appallingly bad, and also because 

the effect of development activities at the preliminary 

stages of economic development is slo^w, development 

measures taken so far have not made an appreciable 

improvement in the economic conditions of the Region,

The size of land holdings in these countries is  

small and consequently the income of the farmer is  low. The 

farms are barely sufficient to meet the subsistence 

expenditure of their fam ilies. The avenues of subsidiary 

employment are few. There is wide-spread unemployment and 

under-employment in both rural and urban areas.



However the numerous development projects that 

are being implemented in both the agriculturel and 

industrial sectors are rapidly changing the economic 

conditions of these countries.

Many irrigation and colonization projects have 

been started in a determined effort to increase production. 

Price support programmes for various food crops have been 

put into operation to stabilize farm prices. Various 

laws have been enacted to ensure security of tenure and to 

effect all round improvement in the conditions of the 

impoverished and improvident peasantry. Agricultural 

production, though it still suffers from problems such as 

under-capitalization and fragrrentation, is rapidly 

improving due to these measures. Improved methods of 

cultivation and ejpecially the use of high yielding 

varieties of seed have contributed to this improvement in no 

small way. Certain countries which have been t ill  recently 

importing food grains now have a surplus.

Though the major emphasis is  placed by governments 

on agricultural development, industrial development has not 

been neglected. Numerous industries have been started since 

the attainment of independence in these countries. They 

have opened new avenues of employment in the cities and, 

thereby created a tendency for people to migrate from the 

rural to the urban areas.
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TTie litercGy tc\tes aro rising due to the creation 

of better and more facilities  for education. The medical - 

and sanitary conditions have improved thus resulting in lower 

death rates. Ihese improvements have aggravated the 

pressures of population on land.

The governments of all these countries/ v/hatever 

their forms and political ideologies, have been deeply 

involved in implementing economic development plans 

designed to give meaning and purpose to thieir hard-von 

political independence. They seek to do this by creating 

conditions under which the teeming millions of these 

countries/ who have long suffered the privations of 

under-developed economies/ could enjoy a reasonable 

standard of living.

These efforts are rapidly changing social and , 

economic conditions of South and East Asia= /i celebrated 

Prime Minister of one these countries commenting on the- 

changing conditions of his country said s "Let  us remember 

that today we are in f_’Ct living in an age of transition, 

with all the factors that are inherent in such a period of 

transition in human history/ but with those factors 

exaggerated and accentuated as never before, in the whole 

history of mankind". This aptly describes the conditions 

in all the developing countries of the Region, it  is  

against this changing economic background that the 

cooperative movement has to develop.
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In all these developing countries the initiative 

for Cooperation came originally from the government. Almost 

all the cooperative movements in thes^ countries were 

started in the early 20th century and they began as credit 

movements. Thus the credit cooperatives have a long 

history compared to thct of the other sections of 

cooperative endeavour. However, though credit societies 

have now functioned for over half a century in the countries 

of South and East Asia, it was only after these countries 

gained political independence that the cooperative 

movement was given a definite role in economic development 

and so began to have an appreciable impact oh the lives of 

the people. During the pre-independence period, the growth 

of the movement was slow. For instance, in India in 1952, bj 

when the cooperative credit movement had functioned for 48 

years, the cooperatives met only 3 per cent of the credit 

needs of the rural people, whereas within ten years 

thereafter the percentage had increased to 15.

The slowness of the movement's growth during the 

pre-independence period may be attributed to three main 

reasons. Firstly; the preoccupation of the leaders with 

the struggle to gain; political freedom left them little  

time to devote to other social and economic activities. 

Secondly; at least a section of the national leadership

BRIEF HISTORICAL REVIE '̂? OF THS COOPERATIVE CREDIT MOVEMENT
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Was reluctant to involve itself in cooperative 

activities, as the movement had been started by the 

colonial governments. The popular leaders looked upon the 

gospel of cooperation and self-help/ and the limited 

measures taken by the colonial rulers to meet the basic 

economic needs of the masses with a certain amount of 

suspicion, as they saw the efforts of the colonial rulers 

to promote a cooperative credit movement as an attempt 

to placate the masses who lived in deplorable economic 

conditions end so divert their thoughts from pursuing the 

demand for political independence which had already 

begun to rear its "ugly" head.. Thirdly; the support the 

movement got from the colonial government was limited, and 

the movement was not part of a larger programme of economic 

development. The government imposed controls on the 

societies which were oesigned to keep all deci:sion-making 

power concerning cooperatives with the government'servants 

to the exclusion of the non-government leadership. Mas 

propagation of the principles of cooperation, and their 

application in all sectors of the economy, were not 

encouraged, but rather discouraged. For instaJice, the 

MacLagan Committee on Cooperation in India^ (1915), which was 

composed mainly of government servants who were responsible

§ - Report of the Comriittee on Cooperation in India (1915) , 
Chairman ; E.D. MacLagan, Reserve Bank of India, Bombay.
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for the formulation of policy concerning cooperative 

development, opposed the idea of teaching cooperation in 

schools.'

Since independence/ the governments in most of the 

developing countries have come forward to help the 

movement actively/ anr3 to regard the cooperatives as 

instruments of social ind economic development. This 

participation of the government, however, is not without 

problems. These howe'-er will not be discussed in this 

paper as these problems relate to the entire movement.

More and more cooperative leaders have emerged 

from among the people/ and people have come to regard 

cooperation as the method best suited to solve their 

economic problems. Their involvement in cooperative 

societies has steadily increased and today in the developing 

countries served by the ICA Regional Office and Education 

Centre for South-East Asia^, the total membership of the 

movement is over 60 million. Japan has another 11 million.

The cooperative movement has been entrusted in 

almost all these countries with a ’substantial share of 

implementing the economic development plans of their governments,

§ - Ceylon, Bangladesh, India, Indonesia, Iran, Republic of 
Korea, Malaysia, -akistan. The Philippines, Singapore, 
Thailand.



and to a very great extent it hps been made a governmental 

instrument of economic development. The cooperative 

movement is charged with the tasks of providing the 

finances and the inputs required by the agriculturists for 

production as well as of marketing of their produce. In 

Japan and few other co'intries they provide farm guidance 

as well. VJhere rationing of essential commodities has 

been introduced by governments to ensure equitable 

distribution of scarce commodities, the cooperatives have 

been called upon to handle such schemes. Hie cooperatives 

have also been given the responsibility of providing finance 

for ertisans and small industrialists for developing their 

industries. Constant attempts are being mede by the 

cooperative movement to adjust itself to the continually 

changing conditions brought about by economic development, 

and to face up to the challenge offered thereby.

The credit activities of the cooperative societies 

form the major part of cooperative cctivities and the 

societies that are engaged in these activitjes have played 

their part with considerable success in spite of numerous 

problems and handicaps. In the Region of South-East Asia 

covered by the ICA Regional Office, there are more than 

224,000 credit cooperatives, with a membership of over 

27 million. The number of multipurpose societies which have 

credit as a major part of their business in these countries 

is over 30,000, and they have a membership of over 10 million,

7
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Thus out of the total Tiembership in the Region, 37 million 

are thc>t of thrift, cre^^it and multipurpose cooperatives* 

r.griculture in these countries is still 

largely bo.sed on primitive methods. The economic 

conditions described by me earlier leave the rural folk 

in a state of chronic iridebte<^ness. They do not have 

the required capital to adopt new methods of agriculture - 

to use better seeds, more fertilizers and better 

cultivation practices. To break this vicious circle of 

low production and poverty, the peasant cultivator 

must be provided with the necessary capital. Hence 

the vital importance of the rcle played by the rural 

credit and multipurpose cooperatives. In performing 

this onerous task, these cooperatives have to face 

numerous problems.



THE M iM N PROBLEM S OF C R E D IT  COOPSR ;>TI\ ^S

The main problems of these societies ere discussed

below.

Uneconomic size of societies

Most of the credit cooperatives, specially those 

in the rural areas, are small. They are mostl̂ '̂  confined 

to a village or even a part of a village. Consequently 

the volume of business handled by these cooperatives is 

limited. Tiie volume is limited not only because the 

society is small in size, but also because the quantum 

of each loan extended is small, and little or no business 

other than credit is handled. This limitation in 

business obviously prevents the society from achieving 

the economies of scale. The scope for development 

becomes limited and this prevents the pursuit of dynamic 

policies for the economic uplift of the members. At 

the beginning of the cooperative movement in the 

developing countries, great emphasis was laid on the 

importance of members having personal knowledge of one 

another. To ensure mutual knowledge, the formation of 

small societies was encouraged. The MacLagan Committee 

observed ; "We would lay stress on the importance of 

small beginnings. The members of a society should be 

few to start with, and increases should be gradual and 

the ultimate total moderate. The mein advantage claimed

3C2
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for large societies is economy of management, but this 

consideration scarcely affects rural society. On the 

other hand, small societies are more easily supervised 

anc trained in cooperative principles, just as smell 

classes are more easily taught in schools". Although 

small societies were indicatec at the inception of the 

cooperative credit movement, it is not so under the 

present conditions. The Royal Commission on the 

Cooperative Movement in Ceylon^ has observed in its 

report (1969) s "Whatever may be said of the social 

values of small cooperatives - and it  cannot be denied 

that they are often great - their economic benefits 

are often slight and of short duration. We, therefore, 

recommend that the number of primary societies be 

greatly reduced, and that the first general objective 

of a new. structure should be a much smaller n’lmber of 

large primary societies". To meet the vast challenge 

thrown to them, and to perform the increasing and 

complex services demanded of them by ambitious plans of 

economic development, the cooperatives have to be viable 

and strong. It  is  only then that they would be able to

§ Report of the Royal Commission on the Cooperative 
Movement in Ceylon, Chairmans Dr. A .F . Laidlaw 
(Sessional Paper No. 11-1970) s Government of Ceylon, 

Colombo, 1970.
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attr3Ct competent maragerial personnel for fulfilling 

their obligations to the membership.
Many developing countries have realised the 

need for viable and i-trong societies, and have undertaken 

programmes of amalgamation in order to bring together 

small societies and form viable units^ There are 

various difficulties in bringing about the amalgamation 

of societies. The members of a constituent unit are 

sometimes vinwilling to locate the headquarters of the 

amalgamated society in the other village, or vice versa. 

The good societies do not like to merge with societies 

v/hose functioning has been Iriss satisfactory. Some 

leaders oppose the process for fear of losing their 

leadership over the society. Furthermore there are legal 

difficulties. The cooperative lav/s of certain countries 

do not provide for amalgamation. In such cases 

amalgamation becomes a cumbercome procedure. In spite of 

these difficulties sone countries have been feirly 

successful in their attempts at amalgamation of the 

credit cooperatives. An element of compulsion is 

sometimes enforced to bring about the desired results.
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Lack of trained staff and managerial skills

Another problem is the lack of trained staff 

and rannagerial skills, î t the inception of the credit 

movement, societies -were sra -11 and their business was 

simple. Ihe affai.p of the societies, therefore, could 

be easily managed Ivy voluntar^^ leadership. Now the 

demands that credit cooperatives are expected to meet 

ere heavy, and the tendency rightly is towarcis the 

formation of larger units. iTie business in these 

societies is becoming more and more complex, and this 

demands the ser'/ices of highly-trained personnel with 

managerial skill. The uneconomic size of some 

cooperatives, which results in their inability to pay 

adequate salaries, is one of the major factors that 

prohibit the employment of competent personnel to 

manage their affairs. Their growth is hampered due to 

lack of managerial talent, thus setting in motion a, 

vicious circle. However, encouraging trends towards
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amalgamation are noticed. If amalgamation is properly 

pursued it will remove these obstacles to development.

Promotion prospects are absent or limired 

in most of the cooperatives. This is  due to the lack 

of vertical integration and proper personnel policies. 

This situation discourages people of ability and 

integrity from seeking employment in cooperatives. 

Another important reason that keeps talented people 

away from employment in cooperotives is the low 

prestige which the employees of the cooperative 

societies command among the public. This is due to the 

poor public image of the cooperatives, as a result of 

the losses or irregularities that exist in some 

cooperatives. Irregularities in the cooperatives get 

publicity almost to the exclusion of their achievements. 

This is , firstly , because the cooperative movement is a 

people's movement, and in this Region one sponsored by 

the state, it consequently invites public attention 

in greater degree than it would otherwise, and secondly, 

because the enemies of the movement have a virtual 

monopoly of the available media of publicity. The lack 

of good publicity for cooperatives is a problem to 

which the movement mvst devote immediate attention.

Due to these factorn, even talented persons who get 

employed in cooperatives and receive training, more

13
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often th?n not/ leave before long in search of better 

employment. This quick turnover of the employees 

results in wastage of the limited training facilities 

the movement has at its command.

The governments in the developing countries, 

vhich are keenly interested in cooperative development, 

often depute governm^^nt servants to manage the cooperatives 

This is done v/ith the intention of helping the societies 

to get the services of competent people, and also as a 

safeguard for the funds the governments have loaned 

or invested in the societies. By the time these 

government people get trained in their jobs and come 

to be acquainted with the techniques of business 

management, thiey get transferred elsewhere, thus taking 

the cooperatives back to their former positions, 

retarding the movement with loss of time and money, to 

boot.

The leadership of the cooperatives, unfortunately, 

has also failed to recognise the need for following a 

business-like approach in running their institutions, and 

therefore failed to appreciate the necessity of employing 

competent managers £. 3 giving them continuous training 

and incentives to function efficiently. Instead they 

are wont to interferfj in thore affairs of the society 

which would rightly fall within the purview of the 

manager, thereby discouraging men with initiative from

14



giving of their best to the movement.

Fortunately/ however, during recent years 

cooperatives have been able- to attract more and more 

talented people to their cadres than previously, due to 

the fact that many of these societies have grown in 

size and improved in their performance. The All-India 

Rural Credit Review Committee^ has observed in its 

report that more primary credit cooperatives able to 

employ paid secreta?ies have emerged in recent years.

In certain places secondary cooperatives 

maintain managerial '.;adres to supply managerial 

services to their affiliates. This system enables the 

small primaries to get the services of better 

qualified personnel without the need to employ them 

full-time.

î ot only have the cooperatives been able to 

attract better employees in recent times, but they have 

also been able to give more and better training to their 

employees due to the establishment of an increasing 

number of training centres and the expansion of the 

existing ones. The ICa Regional Office and Education 

Centre for South-East Asia through its training and 

publication programnes, has contributed considerably

§ - Report of the All- -Indio Rural Credit Review
Committee, Chair.nans B. Venkatappiah, Reserve 
Bank of India, '969.
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towards this orientation. The Centre has, during the 

last 11 years/ held 88 regional and national technical 

meetings, where more than 2,200 persons holding 

important positions in the cooperative movement were 

oriented in various aspects of Cooperation. "The 

Teachers' Exchange Programme of the Centre, which is 

designed primarily to increase the knowledge of the 

teachers in the national training centres with regard 

to the methods and techniques of teaching that are 

prevalent in the Region, has been of some help in this 

regard end has been appreciated by the movement.

Lack of adequate finance

Another problem is the lack of adequate 

finance. In the initial stages of agricultural 

development, the fajm er's income is  very low due to 

his methods of cultivation being primitive, the 

uneconomic size of his holdings and the lowness of his 

yields. His income is  hardly sufficient to meet his 

expenses for the bare necessities of his family. 

Therefore, he hardly has any savings. He is, in fact, 

in a perpetual state of indebtedness. Thus the 

accumulation of capital, either individually or 

collectively through the society, becomes impossible, and 

the self-financing of the credit cooperatives becomes 

a d ifficult task.



To bring at)out e break-through in agricultural 

production, the vicious circle of low production end 

poverty has to be broken. It has always been difficult/ 

if not impossible/ for the f'irmers or their credit 

cooperatives to obtain the required financial facilities 

from the private finance institutions. The organised 

finance agencies are located in the big cities, and the 

rural people have lir.tle or no connection with them. The 

securities which the credit </ooperatives have to offer 

on behalf of the farmers against loans are limited.

Even when they can offer the land or produce of the 

farmers as security/ the existence of protective 

legislation in favour of the farmers, which prevents 

the creditors from seizing such securities in the event 

of failure to repay due to conditions beyond the 

farmer's control, makes these securities unattractive to 

finance agencies. The risk involved in financing credit 

cooperatives composed of a large number of subsistence 

farmers is high. The fact that the return of capital 

in trade and industry is quicker than that of in 

agriculture is yet another reason why private finance 

agencies prefer not to provide funds for agriculture.

If these finance agencies are to be attracted 

to financing agriculture through cooperatives, it is 

essential to strengthen the farmers' cooperatives, so 

that they can get their membtirs to undertake agriculture
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on a conunercial basis and so create ajnong the members a 

realisation of the importance of both cost-consciousness 

and the application of the principles of management to 

tlieir agricultural undertakings.

llie reluctance of the traditional financing 

agencies to support credit cooperatives necessitates 

the intervention of the governments in all countries 

to finance the cooperatives to the extent to v/hich they 

heed to be financed. Most of the governments in the 

developing countries have realised their responsibility 

in this respect and have taken praiseworthy steps for 

financing credit cooperatives. In several countries/ 

governments have sponsored banks for agriculture and 

cooperatives/ or have created government finance 

institutions for the purpose of financing cooperatives. 

The Bank for Agriculture and Cooperatives of n:iailand, 

the Agricultural Development Banks in Pakistan and 

Nepal, the People's Bank of Ceylon, the Agriculture and 

Credit Administration of the Philippines and the 

Agricultural Credit Department of the Reserve Bank of 

India, are some examples. The central banks of several 

countries have agreed to guarantee loans given to credit 

cooperatives. This has made it possible for the 

societies to borrov from sources other than 

government^sponspred institutions. This type of 

governmental assistance led the Rural Credit Survey
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Committee of India® to remnrk that lack of finance, as 

such, was not a major obstacle for the sound development 

of agricultural credit.

The receipt finrncial essistrnce from the 

government should noc blind the credit cooperatives to 

the need to build uj: their own funds. It is also 

important that members of cooperatives should cultivate 

the habit of thrift and accumulate savings in their 

societies. Saving under the compulsion of bylaws 

willingly adopted is a self-imposed discipline of great 

benefit to the members. The rural development project 

in the Comilla District Bangla Desh, popularly known as 

"Comilla Project", serves as a striking example of a 

cooperative scheme where a self-imposed scheme of saving 

has proved successful. In India, the credit cooperatives 

have been able to mobilise the savings of the community 

in the form of deposits. The .All-India average for 

deposits in primary agricultural cooperatives and 

central banks has gone up from. Rs. 358 in 1960-61 to 

Rs. 7 29 in 1966-67 per 100 of rural population. Particular 

States in India, liko Gujarat and Maharashtra, have 

impressive records of savings deposits in credit

§ - All India Rural Credit Survey, Report of the 
Committee of Direction ; Volume II, General 
Report ; Reserve Bank of India, 1954.
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cooperatives and centrr.l banks/ with an average of Rs.2,503 and 

Rs.2,292 respectively per 100 of rural population.

If members learn to save through their societies regularly

they will be ĉ ble to increase their savings when their earnings

improve. Thus a society's own funds would increase in proportion

of the rate of improvement in the economic position of its members. 

Inability to grant adequate and timely credit

Another problem is the inability to grant adequate and timel 

credit. The important considerations to any person, who borrows/ 

whether he borrows for agriculture or for any other purpose, are 

that the loan is adequate for the purpose, that it is granted 

without complicated procedures and that it is disbursed without 

undue delay so that the borrowed funds could be utilized in time. 

TlTiese, unfortunately, are the very points of weakness in most 

credit cooperatives. The inadequacy of sources for financing the 

cooperatives may be one reason for the inability to grant adequate 

and timely credit to farmers, but this is not the only reason, nor 

even the main reason. Even when the finances were forthcoming, 

other factors/ such as complicated procedures and methods of 

assessing loan requirements actopted by cooperatives, have contri

buted to the failure of members to get loans in time. In 

assessing locin requirements, the farmer's assets, and the 

securities he can offer are given more weight than his production 

potential. According to this method the farmer's creditworthiness 

is judged, not by his repaying capacity which is reflected in the  ̂

production potential; but by. the value of his land and other asse ts  

In using such methods of assessing creditworthiness the 

cooperatives fail to recognise the creditworthiness that



accrues to a member by reason of his capacity and 

diligence. The assessment of creditworthiness on the 

basis of a member's production potential is all the more 

indicated where credit is required for scientific 

agriculture which involves heavier capital outlay.

Another problem is the traditional reluctance 

of the agricultural cooperacives to lend for consumption 

purposes. Subsistence loans are considered unproductive/ 

and are therefore refused, thus driving the farmer into 

the hands of the private moneylender with disastrous 

consequences, Thovigh it is true that agricultural 

credit becomes dynamic only when it is utilized for 

financing measures which increase production, one 

cannot overlook the needs of the farmer. In the initial 

stages of agricultural development, it is difficult 

to distinguish between production and consumption credit. 

When farming is at a subsistence level, the farmer's 

consumption needs are normally the basic necessities 

of life of himself and his family. Sometimes he would 

need something more for ceremonies which are essential 

social obligations in the farming community. The farmer 

has to fulfil these obligations as he needs the help 

of the members of the community to follow his 

agricultural pursuits. If credit is extended to meet 

the cost of hired labour, there is no reason why credit

21



should not be extencSed to meet the basic needs of the 

farmer end his family who work on the farm. Instances 

c".re not uncommon where credit is surreptitiously 

diverted to meet consumption needs when it is supposed 

to be granted only for productive purposes. As 

agriculture develops and the farmer's income rises, 

there is less need for this type of credit as he would 

then have surplus savings for such expenditure.

The cximbersome procedures involved in applying 

for, and granting and disbursing, loans often result in 

delaying the farmer's operations. Occasions are not 

rare where the farmers get loans so late, due to the 

lengthiness of procedures, that the loans cannot be used 

for the purposes for which they have been given.

The crop l e n  system in India and Ceylon can be 

called a significant innovpcion in the field of 

cooperative credit. Under this system the creditworthiness 

of the farmer is judged on his repaying capacity. 

Consequexitly it is assessed in relation to his production 

programme, taking into account the crop grown, the area 

cultivated and the techniques adopted. Loans can be 

provided under this system to all cultivators, whether 

owners or tenants. The lean consists of cash and kind 

components. Cash is given to meet the expenses of 

farming operations, whilst fertilizers, seeds, etc, are

22 3  /
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given in kind, Bot?i in the disbursement and in the 

recovery of the loan/ seasonril factors are taken into 

account, and credit is linked with supply and marketing.

A degree of flexibility is allowed with regard to the 

amount of the loan depending on the variation in crops, 

seasons and areas.

Competition from private moaevlenders

The most formidable foe of the agricultural 

credit cooperatives is the village moneylender. Years 

of effort of the cooperatives have not removed him 

from the village scene, though all regard him as an 

exploiter of rural poverty. The keen competition which 

the cooperatives have offered him has, however, had a 

salutary effect on him. The private moneylender does not 

now dare charge the exorbitant interest he used to 

charge, though his rates are still high. He has 

changed his ways and methods of lending, much to the 

benefit of the borrower. This very adjustability of 

the private moneylender is the biggest factor in his 

favour. This makef it difficult for the cooperatives 

to replace him.

Lending by cooperatives at cheap rates of 

interest has been regarded tv some leaders of the 

movement as the surest way of ousting the moneylender. 

However, experience has proved this to be wrong.

Interest may be an impcxtant factor. But the personal
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equation the.t a private trader establishes with eech of 

his customers, his simple procedures/ the availability 

of credit at any time, the p o s s i b i l i t y  of m a i n t a i n i n g  

secrecy about such transoction/ his willingness to 

accept all types of security and his readiness to 

lend even without security, the adjustability of his 

methods of recovery, ?;nd the coordination of his credit 

facilities with supply and marketing facilities are 

more important factors. These make competition with 

him difficult. I t  may not foe possible for the 

cooperatives to imitate many of his lending procedures, 

as advocated by some well-meaning leaders in order to 

eliminate him from the village scene. Imitating his 

lending procedures may amDunt to betraying the 

principles of Cooperation. But there are several 

lessons that could be leamt with advantage from his 

procedures.

No sound agricultural credit system con be 

developed as long as the farmer remains indebted to the 

private moneylender. Therefore, the success of the 

cooperative credit system depends to a very large extent 

on how promptly anc effectively the private moneylender 

is eliminated from the village scene. This is one of 

the probiems most difficult of solution.
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Difficulties in obtaining securities for loans

Jjiother problem is that of obtaining security 

for loans -where such security is required. Most 

cooperatives still insist on the mortgage of land for 

even short-term lopns. The absence of clear title 

to lane makes it difficult for the farmer to pledge 

his land as security. Even if the title is good/ the 

mortgage of land irvolves a long and cumbersome procedure. 

This insistence on the mortgage of land as security 

means that only land-owners can borrow.

The crop loan system in India, referred, to 

earlier/ seeks to get over hhese difficulties by 

relating the loan to production potential rather than 

to property owned by the farmer. Further, the 

Cooperative Acts of all.the States in India have created 

a statutory charge on the c>:ops of the borrower, in 

favour of the cooperative society. In some States the 

iict has also provided for the creation of a charge on 

ownership or other interest in land, by the borrower 

executing a declaration in f-vour of the society. These 

legrl provisions ~‘T 'Z the method of lending provided 

in the crop loan system have,to a considerable extent, 

obviated the problem of tĥt. lack of good security for 

loans.



The Inck of a proper tenurial system is another 

obstacle in obtaining securities for loans extended by 

cooperatives/ even when such legal provisions as 

mentioned above exist. In the absence of e proper 

tenurial system the rights of the tenant-farmer are not 

secured and so lending to him remains risky. Ttie 

creation of statutory charges on crops or interest in 

land may make up for the l?ck of tangible security but 

as long as the tenancy itself is not secure# the charge 

on the crops of the farmer can bring only temporary 

security and so make him only temporarily creditworthy. 

Long-term assistance can be given only to farmers whose 

tenancy is secure.

Hie land reform measures undertaken in India# 

Pakistan, the Philippines, E?epal, Ceylon and some other 

countries have to r great extent helped, the tenant-farmer, 

and have made him creditworthy. Ceylon's Paddy Lands 

JiCt, which has made the tenm_t more or less permanent 

and limited the landlords' share to a fixed amount, thus 

giving the tenant the full benefit of any increases 

in yields, can be cited as one of the most progressive 

pieces of legislation designed to improve the tenant's 

creditworthiness.

O  »
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Credit Delinouency

Another problem in cooperative credit societies 

is credit delinquency. The FAO Group of experts, who 

studied "The possibilities of strengthening the 

provision of credit to agriculture/ specially to the

5
cooperatives"/ observed in their report ;

"Any sound transaction postulates two points:

1. On the side of the creditor, the 
unqualified intention to recover the 
loan with integrity.

2. On the pact of the debtor, the 
unqualified will to repay the loan 
in fu ll " .

These essential principles are unfortunately 

not always observed by creditors and debtors in the 

developing countries. There are, numerous instances 

where Governments which have financed the credit 

operations of the cooperatives have later allowed the 

extension of repayment schedules or the waiver of 

overdue loans for political reasons. Such relaxation 

of rules, when made without sufficient reason, amounts 

to rewarding the defaulters and encouraging non-repayment, 

The statistics of overdue leans in most of the developing 

countries are alarming, and non-repayment has become 

an almost intractable problem.

27 300

Agricultural Credit through Cooperatives and 
other institutions", FAO Agriculture Studies 
No. 68 s FAO, Rome, 1965.
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The factors which nre mainly responsible for 

this poor performc^nce are the lack of supervision and 

extension services/ and the lack of firm policies of 

loan recovery.

The lack of supervision and extension services 

is sometimes due to the lack of sufficient staff. The 

responsibility of supervision is sometimes placed on 

the cooperative department and not on the financing 

cooperatives. study .conducted by the Agricultural 

Credit and Cooperatives Institute of the University of 

the Philippines/ in collaboration with the Development 

Bank of the. Philippines/ on the repayment performance 

of the farmers who /ere financed under supervised credit 

programmes and of fnose who wore not so financed/ 

revealed that under the supervised programmes repayment 

was 75 per cent/ while it was only 59 per cent in 

unsupervised areas.

The bad lending policies of cooperatives - e.g. 

relating the loan to the farmer's assets and not to his 

repaying capacity? leading indiscriminately to achieve 

targets of lending set up by governments because of 

political pressure brought to bear on them? adopting 

cumbersome procedures which delay the disbursement of 

credit - result in bad repayment performance. Inefficiency 

in the management is another factor that results in bad



repayment performance. The management sometimes 

is neither willing nor strong enough to impose 

sanctions on the defaulting members. The failure 

of even some members of the Managing Committee to repay 

their loans affectt: the management's ability to impose 

sanctions on the ordinary members. The non-repayment of 

loans by Ma.naging Committee members results in the 

erosion of the members' loyalty to, and confidence in, 

the cooperative.

The traditional attitude of the elected 

leadership has been to leave matters of supervision and 

guidance to the officials of the government departments 

of cooperative development. This is.the result of the 

government sponsorship of the movement. This lack of 

interest among the elected .leaders in matters of 

supervision and guidance is a problem in the way of 

cooperative progress.

The other important factors that affect 

repayment are the indebtedness of the farmer to the 

private moneylender and the lack of coordination of 

credit, supply and marketinq.

In fairners to the people of this Region, 

specially its rural people.- it must be mentioned that 

they normally have "the unqualified will to repay loans 

in fu ll". They regard it a great sin not to repay what

382
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they hrve borrowed. People who default in repeying

whc?.t ht?s been borrowed are loolced down upon in the

village and lose status among their fellow-men. It is

the practice/ i^eciolly in the rural areas/ that e

father passes on his debts to his son just as he passes

on his assets to him. What prevents the farmers from

paying back the lo~ns is mainly the force of

circumstances created by low returns on their toil» and

the defects in the methods of extending credit,

The conditions which would help to ensure

the repayment of loans by the farmer are as follows:-

i . Proper guidance and technical advice
should be given to him so that the loans 
taken could be utilized in the best way.

i i . All the legitimate credit needs of the 
farmer should be met by his cooperative 
in time, obviating the necessity to 
borrovf from private sources even 
temporarily,

i i i .  Necessary inputs should be supplied
to him at the time they are required.

iv. Proper marketing facilities should be 
provided so that he could get a fair 
price for his produce.

The l-'st resort available to cooperatives to recover 

bad debts is through litigation. There ic prevision under the 

laws of mort of these countries tc refer cases of default to the 

Registrar of Cocperctive Societies for compulsorv arloitrrtion 

witliout resorting to courts of 1-w, This hclpr. th^ cre'flit 

cooperatives to avoid th^ high costs of litigation anc- the 

complicated procedures involved in the recovery of debts. Even 

this procedure of arbitration sometimes takes a long time for 

completion due to the lack of sufficient personnel for
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hearing these cases.
o n  ^
O  U  ‘-Y-

An Intearcted Apprcach s the solution

It is now being increasingly realised thct a sound 

credit system could be developed only if the supply of 

credit in cash and kind, the storage of agricultural 

produce, and the marketing of produce (after processing 

wherever necessary), are all integrated against the 

background of effective farm guidance services. Unless 

such an integrated approach is adopted, all attempts to 

drive out the moneylenders and to improve the conditions 

of the farmer will end in failure and frustration, for 

credit alone is not a panacea which can solve all the 

problems of the farmer. The solution lies in the proper 

integration of credit with extension/ supply and 

marketing services.

The success of the Japanese Agricultural 

Cooperative Movement can be attributed to this integrated 

approach. Ceylon end India feve adopted the same approach 

through their multipurpose and agricultural credit 

cooperatives respectively. Though the success of this 

approach in these countrie'! has not been as spectacular as 

in Japan, they have found this approach sufficiently 

rewarding to continue on the scjme lines with increasing 

intensity.

-oOo-
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The last development decade of the United Nations (1961-70) 

has witnessed cooperative growth in  almost every direction . 

Cooperatives have now entered areas where they could never have 

imagined to venture a few years earlier . The traditional image 

of cooperative as a dispenser of credit or consumer goods is  

fast disappearing and quite often one comes across situations 

where cooperatives have robust attitudes and a firm confidence 

in  their ab ility  to undertake and operate medium and large-sized 

economic ventures.

Rapid Growth In  Economic Activity

In the region o f South-East A sia , cooperatives are

functioning in  almost every field  of economic activity . Starting
tlr

from credit, the cooperatives have now been organised for marketing, 

processing, exports, housing, industrial cooperatives for 

production of handicrafts as well as for heavy industrial goods.

In addition, cooperatives have started providing consultative 

services and have established joint ventures with sister
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cooperatives w ithin  the country and outside.

The above statements are not intended to paint a rosy 

picture o f the cooperatives in  the Region. While on the one 

hand, there are cooperatives with working capital o f several 

m illions, on the other there are those v illage  cooperatives 

s t ill  struggling to stand on their own. Even within the 

large-sized cooperatives serious problems of capitalisation , 

management and operational efficiency have cropped up, i<4uite 

often one comes across a situation where the growth of a 

cooperative has not been properly matched by development of 

management and operational techniques. Cooperative failures 

are not therefore uncommon. Nevertheless it  must be conceded 

that in  spite o f  all their weaknesses, the cooperatives have 

become a force to be reckoned w ith .

Government as partner

Another factor which has emerged during the last two 

decades is  the presence o f  government or government-controlled 

agencies as major supporters of the cooperative organisations. 

Government support has, in  many cases, been extended to 

government participation in  the equity capital o f  the cooperatives. 

This has inevitably resulted in  government influence on the ; 

decision making process in  the cooperative movement: and government 

regulations of cooperative activ ities . It  is  not intended, in  

this paper, to discuss government participation  in  the cooperative 

movement nor it s  effect on cooperative growth. The point I want 

to emphasize here is  that with the increased flow of financial 

and technical assistance from the government, the cooperatives 

have now started leaning more heavily on government support 

than before . I f  this trend continues, it  may be d iffic u lt  to 

maintain for long the time honoured cooperative principles.



With the diversification  of their economic activ ities , 

the cooperatives are at present constantly in  need of development 

funds and managerial sk ills . The projects undertaken by them 

need finance which C£innot be met with from within the cooperative 

movement. In addition to the finances from the cooperative beinks, 

therefore, government financing agencies as well as government 

departments have come to the rescue of the cooperatives undertaking 

such ventures. In some countries like  India  central banks of the 

country (for example, Reserve Bank of India in  case of India) 

have emerged as the major financing agencies for the cooperative 

movement.

Because'of the availability  of funds from sources outside 

the cooperative movement, the incentive to mobilise resources 

from w ithin  has been lacking. Under-capitalization i s ,  therefore, 

a common factor among our orgajiisations. It may not be an 

exaggeration to say that the owned resources available w ithin  the 

cooperative movement are far short of the total requirement for 

their developmental, activ ities . The discussion in  this paper 

therefore w ill mainly concern it s e lf  with mobilisation o f 

resources from w ithin  the cooperative movement.

Increase in  inter-cooperative relations

During the post-war period cooperativo's from different 

countries are gradually coming closer to each other through the 

exchange of information and experiences as a result o f the 

efforts made in  this direction by international and regional 

agencies, iictivities undertaken under the auspices of the 

International Cooperative Alliance (ICA ) have made i t  possible 

to discuss, at international forums, problems faced by 

cooperatives in  different parts of the world. Several rfisolutions 

passed at the ICA Congresses have emphasized the need for linking 

the cooperatives in  different parts o f the world through technical

3 S 7
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gissistance £ind internattunal trade. «s a result o f the appeals 

made by the ICt»> through it s  Congresses as well as through its  

Secretariat, it  has been possible for the IĈ *. to develop technical 

assistance activities in  a number of countries. Particular 

mention could be made of the Fund called "WITHOUT BOUNDitHIES" 

rais^’d by the Swedish Cooperative Movem-nt for assistance to 

cooperatives in  the developing continents o f A s ia , i*.frica and 

Latin  America; the Fund raised by the West iSerman Consumers 

Cooperatives to assist cooperative projects in  India  and the Fund 

raised by the Swiss Cooperative Movement for developing 

cooperatives in  Dahomey, a  few other developed countries have also 

collected similar funds for overseas assistance.

Joint ventures

International collaboration has taken several directions 

and a few concrete examples of,such  collaboration are in  evidence. 

Cooperatives in  India and /aiierica have recently established a 

joint venture for the production o f  fertilizers  for distribution  

through cooperatives in  the Indian sub-continent. The result of 

this joint venture is  the establishment of the Indian Farmers 

Fertilizers  Cooperative Limited which has undertaken the 

stupendous task o f establishing fertiliser  plants whose total 

investments exceed 920 m illion  Indian Hupees. In  addition to the 

easistance provided by cooperatives in  America, the joint venture 

w ill  be financed by loans from U .S . Agency for International 

Development, U .K , Government and a few other resources.

Another joint venture in  the Region is  the establishment of 

the Thai-Japan Chemical Company in  Bangkok through the collaboration 

of cooperatives in  Thailand and Japan. This Chemical Company, 

involving a capital outlay o f  8 ,0 0 0 ,0 0 0  Bahts, is  an extension 

o f the jo int  cictivities undertaken by cooperatives in  both the 

countries for improved production of maize and its  export to Japan.
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One more examj:le of collaboration for the establishment 

of a cooperative enterprise is  the Bhor Dairy Cooperative 

Project recently established near Poona in  India  with financial 

assistance to the tune of ^200 ,000  provided by the West German 

Cooperatives Consumers Congress out of the Fund mentioned above.

IC/i Development Fund

The International Cooperative iilliance has its e lf  raised 

a Fund called "The Cooperative Development Fund" from which 

occasional grants are given to member cooperatives or their 

a ffilia te s  for the purchase o f educationaj, equipment or other 

such items. The Fund is  very rarely used for giving bigger size 

grants for purchase of machinery or equipment except in  cases 

where emergency r e l ie f , such as the one given to Fishermen’ s 

Cooperatives I n  Ceylon for purchase of boats etc. destroyed 

dxiring a cyclone, may be necessary.

Owing to the very limited funds available at its  disposal, 

the ICA normally canvasses a project for support among its  

member organisations in advanced countries. In order to make 

the project eligible  for such support, the ICA. often undertakes 

feasib ility  studies for projects sponsored by its  member 

organisations in  developing countries.

In addition to the bilateral sources, ICA has also been 

trying to Interest United Nations and multi-lateral Agencies 

in  cooperative development projects although the efforts so far 

have been far from successful. It has also joined hands with 

Food and Agriculture Organisation (FaO)  , Internati m al Labour 

Orgajiisation (IL O ) , International Federation o f Agriculturgil 

Producers (IFA P ), and International Federation o f  Plantatiffcn 

Agricultural and A llied  Workers (IFP/uiW) in  establishing the 

Joint Committee for the Promotion of Agricultural Cooperatives 

(COPa C) which is  expected to coordinate technical assistance
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activities of the participating organisations and for securing 

assistance to cooperative projects sponsored by the ICA,

Aid-weari ness

The experience so far in  the International Cooperative 

A lliance , especially the experience of the Regional O ffice  of 

the ICrt for South-East A s ia , suggests that while on the one hand 

the expectations of developing cooperative movements for external 

assistance are continuously on the increase, on the other the 

total resources available for providing such assistance are on the 

decline. As a matter of fact , the total available resources, 

compared to the total development needs o f  the movements in  

our Region, are very meagre. A number of projects sponsored by the 

ICa member movements for which in it ia l  expenses for feasibility  

studies and other enquiries have been incurred by the ICA., are 

s t il l  lying in the Regional O ffic e  without any commitment for 

technical and financial assistance. Several other projects 

identified  by the ICa  Study Teams which conducted the cooperative 

agricultural marketing projects in  the South-East Asian Region, 

have remained unimplemented owing to the non-availability of 

resources. The present trend, therefore, seems to be the slackening 

of enthusiasm among developed cooperative movements for providing 

assistance to those in  the developing countries. Owing to this 

aid-weariness among the advanced cooperative movements, resolutions 

on technical assist£ince passed at the ICA Congresses have not 

found full expression among the cooperative movements in  d ifferent 

parts of the world.

What is  true of development assistance is  ec;ually true of 

development in  the field o f  trade. The scope for development of 

exports on an intra-regional basis is  very lim ited. The internal 

markets are too small to be able to undertake development of 

exports on a vertical basis. In the absence o f  a decisive lateral

6
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broadening of international trade at a il  levels, it  w ill  be 

d iffic u lt  to develop the potential capacity of the exporting 

cooperative orgaiiisations in  the Region. And as is  well-known 

financial support by a sound international Bank is a pre-condition 

for the smooth functioning of internatijnal trade transeictions,

Pearson Commission fterK>rt
♦

The Report of the Commission on International Development 

(Pearson Report) has exaM ned in  detail the present position of 

development assistance and has expressed the view that the question 

o f total assistance from developed to developing countries is  

decreasing from year to year. In the chapter discussio|r 

"A  Question of W i l l " ,  the Commission states :

"However, international support for development is  now 

flagging. In some of the rich countries its  feasib ility , 

even its  very purpose, is  in  question. The climate 

surrounding foreign aid programme is  heavy with disillusion  

and distrust. This is  not true everywhere. Indeed, there 

are countries in  which the opposite is  true. Nevertheless, 

we have reached a point of c r is is .

The question which now arises is  whether the rich and 

■ developed nations w ill  continue their efforts to assist 

the developing countries or whether they w ill  allow 

the structure built up for development cooperation to 

deteriorate and fall apart.

The signs are not propitious. In the last years o f  this 

decade, the volume of foreign o ff ic ia l  a,id has been 

stagnant. At no time during this period has it  kept pace 

with the growth o f national product in  the wealthy nations. 

In fact, the commitments by the United States, which has 

been much the largest provider o f aid funds, are declining. 

There, and in  some other developed countries, we have 

encountered a spirit  of disenchaJitment",

*
"Partners in  Dieveiopment" (irtaeger tlablishers). The Commission 

was appointed by the President o f the International Dank for 

Reconstruction and Development (vVorld Dank).
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It is  not very likely  that the quantum of assistance would 

rise  very substeintially even though the Commission has advised 

the developed cotintries "that it  is  only right for those who 

have to share with those who have not".

What future strategy?

The time has, therefore, come to reorient our strategy in  the 

field o f trade and development. I am saying this only for the Region 

for which we are working. On the one hand, the regional effort 

w ill  have to be strengthened to consolidate the present position, 

to generate adaitional interest in  the Region for regional 

cooperajtion and to mobilise the resources from among tha 

cooperative agencies and, on the other, we shall have to increase 

our pressure on the advanced cooperative movements for lending 

greater support to cooperative developmental effort in  the Region.

I do not see any other way by which we could achieve our present 

objectives, and I am therefore outlining the course of action 

aimed at bringing about greater integration in  cooperative 

activities in  the South-East Asian Region.

The Continent of  A s ia

The Region for which we are working, namely, South-East Asia 

(in  fact, .it is  the whole ,of A s ia ) , is  a vast Region with 

tremendous potentialities for development. Inter-governmenteil 

agencies, especially the United Nations Agencies, have initiated  

a number o f development projects mainly because o f the support 

extended to ECAFE by the governments in  the Region as also by the 

governments in  the advanced countries. In  the in it ia l  period, 

the process of development in  the ECnFE Region could not be 

accelerated owing to the lack o f financial support to a number 

of projects and almost a l l  requests for assistance had to be sent 

to the International Bank for Reconstruction and Development,
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The requirements of the nsian Region eare too vast to be met from 

International agencies which have involvements all over the world, 

<4uite often, there is  also the reluctance of some of the banking 

institutions to invest in  rtsia. The Regional Economic Report of the 

Asian  Agricultural Survey sponsored by the Asian Development Bank 

, has examined in  great detail the potentialities of the 

Region. While discussing the environment in  the i^ian  situation, 

the Survey states : " I f  the physical and human enviro.nmont of the 

Region results in  unique and d iffic u lt  problems of development, 

it  provides also the potential for vastly changing the economic 

well-being of more than one-third of the w orld 's  population".

For this very reason and in  spite o f some of the seemingly 

unsurmountable d iff ic u lt ie s , the regional effort has been 

strengthened, Intra-regijnal cooperation has increased and 

institutions, such as the ADB have come into being during the 

First Development Decade.

The creation of the ^DB was the fulfilment of the 

aspirations of the Asian community for an agency in  the Region 

of which the representative governments would be the sponsors 

and partners in  progress. A sense of involvement and participation 

in  the regional development effort has resulted in  the establishment 

of a powerful development bank. Welcoming the establishment of the 

Bank, during the debate in  the ECa f E Committee on Trade at 

its  meeting held in  January, 1967, Mr. Gunasingham, delegate 

from Ceylon, felt that the most important consideration in  the 

establishment of the Bank was the concept o f Asia as a Region. 

"Without such a regional consciousness, the growth of the 

countries in  the Region would continue to be fragmented", ha added.

Within the cooperative movement it s e l f , the regional 

consciousness has been growing over the past decade and the 

credit for this development in  no small jjieasure goes to the



Q  O  /i
o  ^

IQk. Regional O ffice  at New Delhi, i^s stated earlier, the 

aspirations of the Aslan cooperative community are growing 

very rapidly and a quick glance at the iiitsian panorama reveals 

a series of development programmes in  some o f which the ICi*  ̂

is  bound to be involved for securing assistance. It  is  quite 

likely that some of those projects may be assisted by advanced 

movements. However, the majority of them would remain uncommitted 

i f  a suitable alternative is  not found for securing financial 

support for their fulfilm ent.

Potential in  Asia

The Pearson Commission has also spoken well of the efforts

made in  the developing re.^iuns for in itiatin g  dev.elopment

programmes and for promoting savings. Discussing "Savings and

Investment", the Report states :

" I n  the past twenty years, in  spite of all obstacles, 

impressive efforts have bean made to raise  savings. Some 

countries achieved very high rates of capital formation by 

any standard - over 20 per cent of GNP. Indeed, the average 

savings and investment rates in  low-income countries 

during the 1960 's  compared favourably with the historical 

investment rates o f  about 10 per cent in  Europe and the 

United States in the last centxiry, although they were 

lower than the current rates in  industrial countries.

There has also been impressive prbgress in  some countries 

in  setting up commercial banks, investment corporations, 

savings and loan associations, cooperative financing 

institutions , and stock exchanges. Many countries have 

SBtablished successful development banks to promote 

Industrial projects, finance agriculture, and promote 

low-cost housing and house ownership.

The growth of savings, in  low-income countries also reflects 

the great improvements in  opportunities for profitable 

investment crcated by growing consumer income and by 

replacement o f imports. These opportunities have often been 

assisted by government policy , by the growth of 

entrepreneurial groups, by the adoption of modem management 

techniques, by the introduction of modern technology, and 

by external factors, particularly the availability  of foreign 

exchange for investment".
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The above analysis clearly indicates the present trend in  

the fiold of development and the willingness of the developing 

countries to mobilise their own resources for this pur^xise,

Asian  Cooperative Development Bank Pronosal

The ICa. ii-dvisory Council for South-East xisia has been 

discussing for a number of ytars a projjxDsal to establish an nsian 

Cooperative Development Bank (/iCDB) to assist the re^jional 

movements in  trade and development. The proposal was first 

discussed at the meeting of the Council held at Seoul in  the 

Republic o f  Korea in  May 1970 on the basis of a paper prepared 

by the ICi» Regional O ffice  in  New Delhi. This paper dealt with 

the question of finance for cooperative trade and for development 

projects sponsored by the cooperatives in  the liegion.

The paper drew the attention of the Council to the 

ever-widening gap between the resources required for cooperative 

development in  the liegion and the external cdd available for 

such development. V/hile on the one hand, the demand for resources 

for development projects in  the Region is  on the increase, on the 

other hand the flow of technical and financial aid from the 

advanced cooperative movements ie on the decline. It i s ,  therefore, 

necessary for the cooperative movements in  the Region to 

evolve an alternative channel for securing development assistance.

After examining the various questions posed in  the paper 

the Council approved the following proposal for follow-up action,

"The suggestion to set up an Asian Cooperative Development 

Bank detailed in  the agenda note on this item was examined 

a;nd discussed at great length. All the members present 

were of the view that such a bank was a great need in  the 

region for the developmental and trade activities o f the 

movements, and that the pro;>osal was a timely o n e ,"

"The consensus in  the meeting was that the ratio of 

assistance from advanced countries as well as multi-lateral 

sources to developing countries is  decreasing from year to 

year. The cooperatives in  the region are finding it  d iffic u lt
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to obtain foreign assistance for their projects. It was 

therefore felt that i f  such an agency were established 

the movements in the re -ion would be able to participate 

in  its  equity capital as such participation w ill be gm 

investment for the long-term development of the movements 

them selves."

Between the meetings of the Advisory Council held in  the 

Republic o f  Korea and the one held in  Melbourne in Australia in  

November 1971, the Regional O ffice  made further studies concerning 

the ACDB proposal, additional information was collected from 

member-movements on the financial position of business cooperative 

federations in the regi>n» The Regional O ffic e , through the good 

offices o f the Central Union of Agricultural Cooperatives, in  Japan, 

also requested the Central Cooperative Bank for A p ic u lt u r e  and 

Forestry of Japan, to make a detailed examination of some of the 

technical problems involved in  este^blishing such bank. The report 

given by the Japanese expert was presented to the ICA Advisory 

Council at its  meeting held in  Melbourne. The following were some 

of the main points of the decision taken by the Advisory Council ;

a) The Council was of the unanimous view that the Bank 

should be a cooperative bank and should be owned and 

financed entirely by cooperatives;

b) The bank should normally function through local 

cooperatives in  the countries o f the region . However, 

i f  for business considerations an o ffice  o f the bank 

is  to be located in  some country, the bank should not 

compete with the local cooperative banks. It should 

concentrate on international monetary transactions and 

matters relating to technical assistance, trade and 

development finance;
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c) The Council »as o f the view that an indcpendunt 

cooperative bank was n<icessary duo to the low priority 

given by the governments in  the region for securing 

external aid to projects sponsored by cooperatives.

The proposed bajik, therefore, could provide greater 

support to cooperative projects than is  available

at present from various international financing 

agencies including the Asian Development Bank (ADB);

d) On the question of establishing an International 

Guarantee Fund, the Council felt that guarantees

are dependent on the priorities of the governments for 

obtaining external assistance and the priorities of 

central banks would also depend on government policies. 

It i s ,  however, possible that in  some countries, 

wh^re the problem o f  foreign exchange is  not very acute, 

a Guarantee Fund could be raised to support borrowings 

from external sources. The Council was o f the opinion 

that the question was not so much one of guaranteeing 

the loans as that o f the actual availability  of funds 

for cooperative development and trade. Guaranteeing 

should not present much o f a problem in some countries 

of the region.

e) The Council agreed with the suggestion of the Japanese

expert that to make optimum use of the resources that 

may be raised by the bank, a system of linking the

loaning business of the bank to supply, marketing,

extension, training and other activities of the 

cooperatives w ill  have to be evolved.

The Council asked the Regional O ffic e  at the above meeting 

to continue to make further studies of the proposal. It also

suggested that the Regional O ffice  should seek assistance from the
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Banking Committee o f the IC-i and the International Cooperative 

Bank In  Basle for developing the bank proposal further.

In between the meeting o f the ICh ^ v l s o r y  Council held 

in  rtustralia ancl the one held in  C h len ^a i (Thailand) in  

November 1972, the proposal was further discussed by the Joint 

Director for Technical -n^sistance and Trade in  the Hetjional 

Office with Mr. Dieter Grethe, Director of the International 

Cooperative Bank ( INGEBi^) in  Basle (Switaer land) and with 

Mr. Moshe Gerhard Hess, Secretary of the ICn. Banking Committee 

Frankfurt (v/est Germany).

The reactions of Mr. Grethe ana Mr. Hess to the bank 

proposal have been very jiosltive and they have assured the 

Regional Office  of all possible assistance in  case the ICA 

finally decides to promote the establishment of an Asian 

Cooperative Development Bank. The Director o f INGEBi^ has 

suggested that it  is  now necessary to ascertain, at an early 

stage, the reactions of the cooperative movements in  the 

region concerning their equity participation, their contributions 

to special funds and the volume of business they would be in  a 

position to undertake with the proposed bank.

Proposal in  Latin imerica

Our discussion to evolve a separate financing agency 

for cooperative development has been strengthened by the 

information received recently concerning a similcir proposal 

by cooperatives in  Latin ^^merica where, for the last ten years, 

the establishment of Inter-Amarican cooperative finance system 

has been looked upon as an essential element in the development 

o f  cooperation in  that region. So far, three Expert Groups have 

studied the proposal for Inter-American cooperative finance 

system and the latest study has given a very positive recommendation



on the subject. The latest study gives the following four 

features which it  considers of fundamental significance in  

evolving the finance system

1) Remarkable improvement both with regard to availability  

of funds and new institutions, thereby proving the 

feasibility  and desirability  of the system.

2) Sufficient experience, technical and administrative 

capacity actually existing at executive and mana^^ement 

level in the conduct of cooperative finance concerns 

which do not require any kind of subsidy for their 

gradual normal progress.

3) Operation o f mechanisms which not only permit self

capitalization  o f the system, but also the generation 

and channeling of other resources, that have made it  

possible to grant loans amounting to four times the 

capital, on short, medium and long term, according to 

the p o ssib ilities  and the desirability  of obtaining 

such resources as well as cooperative Investment,

4) Existence of sufficient cooperative income-producing 

projects of cooperative investment requiring specialised 

financing.

The Study while justifying  further the creation of a 

Regional Cooperative Finance Organisation, states "It  being 

admitted that the lack o f  financing constitutes one of the ' 

main factors which- hinder action to hasten the process o f  

cooperative expansion and the contribution thereof to economic 

and social development particularly in  favour o f the low income 

sectors, a complete financing prograrame which, being based on 

m ultilateral focussing, w ill  permit the operation of a 

self-supporting system in  which the interested parties themselves 

w il l  assume their responsibility  d irectly , at national as well as

q a o
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Anothar important justification  for the creation o f  an 

agency of this nature, as given in the Study is  "The presence 

of a regional finance organisation acting in  connection with 

the national institutions can make it  possible to take steps 

which would otherwise be impracticable, as, for instance, the 

trans!fer of short term disijosable funds, the prepgiration o f 

similar investment projects for the different areas, thus 

cai>italizing greater experience, or else establishing additional 

projects intended to assure mutual consolidation, and other steps, 

a ll  of which would permit more efficient use o f resources 

available. "

Situation in  South-East Asia

The four features mentioned in  the Latin American Study 

are equally relevant to the situation in  South-East Hsia . In our 

Kagion also, there has been remarkable improvement both with 

regard to availability  o f  funds and new institutions. There is 

sufficient experience both in  the technical and aim inistrative 

field  at the executive and management levels. There eiists  a 

system which permits self- capitalization and granting o f loans 

several times the ownod funds o f  the cooperatives, nnd we have 

in  the Region sufficient cooperative projects which need

specialised financing,
there are

In our R e j i o n ^  number o f  cooperative banking marketing 

and wholesale institutions which should be in  a  position to 

support an iisian Cooperative Banking structure, wuite a number 

of these agencies are financially  strong and have developed, 

o ver 'a  number o f  years, substantial reserves, part of which can 

be utilised  for investment in  this Institution . A sample survey 

o f  the capital structure o f some of the leading cooperative 

business organisations in  the Region has revealed the fact that 

the total owned funds of these organisations exceed US il350 m illion

13
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and their total working capital is  to the tune of US 35-1/4 billion .

Joint IL0/Fi»0/lCrt Study

H Study has recently boen conducted jointly by the 

International Labour Organisation, Food and iigriculture Organisation, 

and the International Cooperative i^lliance with the support of 

International Federation o f i^t^ricultural Producers (IFA P ), 

International Federation of Plantation ^agricultural and ivllied 

Workers (IFPii^W) and the Coiminittee for the Promotion of 

Agricultural Cooperatives (OOPAC) Secretariat on the subject o f 

'International Financing of Cooperative Enterprises in  

Developing Countries', This Study has supported the principle 

o f evolving regional cooperative fincincing institutions and has 

further suggested the reorganisation of the International 

Coopera.tiVe Dank in  Basle (INGEBii), The Study does not foresee 

any d iffic u lt ie s  in  simultaneous functioning o f regional and 

international cooperative banks as they appear compatible with 

each other. At the end of the chapter dealing with the regional 

banks the Study says "Thus it  would appear that there are no 

inherent obstacles to the co-existence o f both regional and 

international cooperative financing institutions - and, indeed, 

that the first  might well provide a. useful ally to the second."

The above Study has suggested that INGEDA should be 

converted into an International Dank for Cooperative Development 

(IBCD) which, in  addition to its  present commorcial functions, 

would provide technical assistance and long and medium term 

investment capital for development o f cooperatives of a ll  kinds 

in  both developing and developed countries. Justifying further 

the creation of IBCD the Study says :

"The purpose of this expanded INGEB/i or IBCD would be to 

assist in  financing the establishment, improvement and 

expansion of cooperative enterprises which could contribute 

to the economic and social development of manber countries
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by maWng investments in  cases where local capital is not 

available on rtasonablu terms. Tc this end it would seek to 

bring together investment opportunities, domestic and foreign
;

cooperative capital and experienced management; also it; would 

take measures to facilitate  and stimulate trade between 

cooperative movements,"

iill the developments reviewed so far lead us to the 

conclusion that the time is  now opportune for, the creation 

of an i-tsian Cooperative Development Dank (a CDI;) for the 

South-East Asian Region. As stated earlier, the ICa. Advisory 

Council is  also seized with the problem and it is  hoped that the 

proposal w ill  take a concrete shape in  the near future.

It must be observed here that the creation o f a bank of 

this nature is  not going to solve all the financial problems 

of the cooperative movtjments in  the Hegion. The proposed agency 

would be aJjle to meet only a part of the total developmental 

needs in  the Region. However, in  a few years it  can assume the 

responsibility o f a major financing institution  which can look 

after most of the important development needs of. the regional 

movements. Also i f  we wish that this Bank should be a development 

bank without undertaking any commercial transactions' it  may be 

very d iffic u lt  for such a bank to assist development projects 

without having adequate sources o f income. On the other hand, 

a combination o f the commercial activity with those in  the 

development field  may help the hank to earn through commercial 

transactions and u tilise  the surplus for development activ ities .

There is  considerable strength in the cooperative movements 

o f this Ro.^ion and i f ,  through a process o f regional integration , 

the available resources are properly mobilised, I t  should be 

possible for us to realise  the objective discussed in  this paper,

, oooOooo
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INTHODUCriQN TO AGRICULTURAL COOPERATIVES OF J/VP'NN

By

Shiro Futagami

I . H istorical Development

1. Before the enactment of Cooperative Act (- 1900)

- mutual-aid association

- credit association

- marketing association

2 . Cooperative movement in pre-war days (1900-1943)

a i  Early stage (1900-1911)

i) Enactment of Cooperative Law (1900)

ii )  F irst  amendment of the Law (1906)

i i i )  Second amendment of the Law (1909)

(2) Development Stage (1912-1929)

i) Third amendment of the Law (1917)

ii )  Fourth amendment of the Law (1917)

i i i )  F ifth  amendment of the law (1921)

iv) S i*th  amendment of the Law (1926)

(3 ) Anti-c ooperative campaign

3 . During the Second World War.

4 .  Agricultural Cooperative Movement in post-war period (1947-

(1) First stage of development,

i) Enactment of agricultural cooperative law.

i i )  Reconstruction and re-arrangement of agricultural cooperatives,

(2) Second stage development.

i )  Establishment of Unions.

i i )  Three year Plan for Renovation and Expansion.

(3 ) The Third stage of development,

i )  Agricultural Basic Law

l i )  ''^endment of Agricultural Cooperative Law and Land Law.
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Present Status of Agricultural Cooperatives ;

Characteristic feature of agricultural cooperatives : 

i) Integrated approach - multi-purpose society.

Organizational structure

i) Primary level

ii) Secondary level

i i i )  National level

Business operations of agricultural cooperatives :

i) Marketing

ii) Supply

i i i )  Credit

iv) Insurance

v) Others

Activities of Unions :

i) Guidance

ii) Education

i i i )  Auditing

iv) Planning

v) Legislative

Amalagamation of agricultural cooperatives :

i) Policy  of amalgamation

ii) Promotion system of amalgamation

i i i )  Present situation of amalgamation

Recent trend and future direction of agricultural cooperatives ;

Changes in rural community

Changes in agriculture

P riority  areas of the 3-year Plan ,

i) Establishment of an integrated system of production and marketing

i i )  Consolidation and strengthening better living activities

ii i )  Establishment of distribution system

iv) Strengthening of credit insurance functions

v) Strengthening of organisation and management

vi) Establishment of self-auditing system

v ii)  Positive  promotion of education and publicity



;Table 1 - (1) Progress of Coonoratives

No. of 

societies

No. of village 

and towns

Membership

(1 ,000 )
Per society

1900 21 14 ,069 _ „

1902 512 13 ,547 - -

1904 1,232 13 ,459 48(634) 76

1906 2 ,470 12 ,948 134(1 ,480) 91

1908 4,391 12 ,453 285 (2 ,598 ) 110

1910 .7 ,3 0 8 12,393 534 (4 ,922 ) 108

1912 9,683 12 ,382 946(8 ,494) 112

1920 13 ,442 12 ,195 2 ,2 9 0 (1 2 ,1 8 9 ) 188

1930 14 ,082 11,791 4 ,7 4 3 (1 3 ,1 6 1 ) 360

Table - (2) Progress of Cooperatives (2)

Total No . 

of Socs.

Total

Membership

(1 .0 0 0 )

Average 

membership 

per S o c .

Farmer

members

(1 .0 0 0 )

Farmer 

coverage 

(%) - ;

1912 9,683 950 112 440 8

1915 11 ,509 1 ,290 124 1 ,070 13

1920 13 ,442 2 ,290 188 1 ,840 33

1925 14,517 3 ,640 272 2 ,690 48

1930 14 ,082 4 ,740 360 3 ,420 61

1935 15 ,028 5 ,800 418 4 ,0 6 0 72

; 1940 15,101 7 ,7 1 0 550 5 ,200 95

.^able 2 , N o . of Federations

Total N o . 

of Federations

Out of which engaged in

Credit Marketing Supply Utitizatioii

1910 . 13 11 9 5 1

1912 34 30 14 15 1

1920 155 86 79 110 2

1930 185 65 121 121 23
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Table 3 . Increase of Aigricultural Warehouse

1920

1925

1930

1935

1940

Warehouses at primary level owned by

Co:DPS

759

1,741

2 ,658

4 ,303

5 .550

Farmers 

Assocs .

45

116

69

18

9

Village 

Admn .

8

18

8

6
4

Othe rs

48

44

21

7

4

Federations

warehouses

39

48

Table 4 Result of Five Year Plan for Cooperative Expansion

5 Year Plan 3 Year Plan

1932 1937 1940

No. of Socs. (1 ,0 0 0 ) 14 .4 14 .5 15 .1

Members (1 ,0 0 0 ) 4 ,9 8 0 6 ,210 7 ,7 1 0

Village where N o . So cs .(% ) 15 3 .7 0 .1 4

Farmer members (1 ,0 00 ) 3 ,5 2 0 4 ,400 5 ,200

Total Farm Households (1 ,0C )0) 5 ,640 5 ,600 5 ,480

Coverage of farm 

households (%) 62 .4 7 8 .5 94 .8

Savings (¥ million) 1 ,060 1 ,750

Loans ( " ) 1 ,030 1 ,060

Marketing ( " ) 203 599

Supply (. "  ) 135 355

U tilization  ( "  ) 5 .7 12 .5
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INTRODUCTICN TO AGRICULTURE FIN^WCE 

By

Kanichi Suzuki

I .  Several channels for agricultural financing and their characteristic 

points :

(1 ) On the system of Agriculture, Forestry and Fisheries Financing 

Cooperation - its organisation and characteristic .

(2 ) On the system of Agricultural Cooperative Finance - its organisation 

and characteristic .

( 3 )  On the system by ordinary financial Institutio n .

I I .  Loans to agriculture classified  by these channels.

I I I ,  F inancial situation and its characteristic with special reference to 

member farmers.

I V ,  Credit business in the cooperative activ ities .
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By

Shozo Nagata

I .  Effort to expel personal money-lenders (including rice- fertilizer

merchant) and to establish modernized financial institutions in the rniral area,

a) Establishment of the Hypothec Bank of Japan and prefectural agricultural 

and industrial banks,

b) Enactment of the Industrial Association Law and its development.

c) Establishment of The Central Cooperative Bank and accomplishment 

of so-called three storied system.

d) On some anti-cooperative movement in this period.

I I .  Transition of industrial association in controlled economy.

a) Governmental monopolization of rice and other foods,

b) Enactment of Agricultural Bodies Law as a measure of the war-time

foods control.

c) Change of the prevailing f®rm for lease payment - from lease by crop 

to lease by cash .

I I I .  Farm land reform and its effect on agricultural finance.

a) Enactment of the Agricultural Cooperative Law as a measure for post-war 

reconstruction.

b) Dissolution of uncultivating land owner and diminishment of the mar 

mortgaged value of farm land,

c) Differences in the role for farm-land capital formation compared with 

pre-war condition,

d) Establishment of Agriculture, Forestry and Fisheries Finance Corporation,

e) Increase of stable cultivating owner as member of cooperative finance.

411
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IV . Some recent problems.

a) Increase of p^rt-time farmers and high tide of urbanization in high

speed growth of economy.

b) New tasks for cooperative finance.

1 . Development of Unit Cooperative

Year Member of

Cooperative

No . of Paid in Balance of Balance

\ffiliated capital Receipt deposit of Loaning

Member____________________________________________________ \c count

1903 404 - 0 .9 0 ,5 2

1913 8533 - 1 .8 3 5

1921 12,192 196 5 18 22

1925 12,880 262 11 54 44

1929 12,181 326 16 96 78

1933 12,511 356 18 102 88

1936 13,433 372 19 114 85

1940 13,430 504 - 333 90

1950 13,331 625 395 8991 2 ,412

1960 12,221 600 4 ,339 54 ,144 25,907

1970 6,185 1,175 29,574 825,941 406 ,152

Remarks 1. Figures show persons or amount 

except number of cooperative.

per each cooperative

2, Unit : Cooperat iv e ;in  case of number of cooperative.

Person; in case of number of a ffiliated  m m ber,

1 ,000  Yen, in case of others.



2. Share of individual money-lender in balance of farmer’ s

borrowings per household___________________________________________

1 9 1 2 1933 ' ;,1958 1970

Govt, or governmental financing

institution (including ^ ^ P C )  10 .2  - 123 18 .4

Cooperative 2 .9  1 7 .0  42 .7  58 ,4

Private banks 17 ,7  2 7 ,0  6 .5  7 ,8

Individual 3 5 .9  3 2 ,0  2 7 .2  6 .9

Others 33 ,3  2 4 .0  12 .3  B .S

(including merchant)

Total 1 0 0 .0  100 .0  1 00 ,0  1 0 0 .Q

Remarks : 1 . Source : Survey of farm household economy,

M inistry  of Agriculture and Forestry.

2 . Unit : %

3 .  Scale of the farmland reform and acreage of tenant land.

a) Scale (as of March 31 , 1 951 ),

Fann land acreage purchased by government.

Paddy field  1 ,0 06  thousand hectare

Upland 776

Total 1 ,782

Nvmiber of farm land owners concerned these farm land,

2 ,524  thousand persons.

Proceeds payable to concerned farm land owner,

by cash 2 ,454  m illion yen

by farm land b il l  8 ,327

not yet paid 410

Total 11 ,191

Average farm land price per 10 are (about 0 ,2 5  acre)

Paddy field  458 yen 

Upland 236



4 4 1 4

Number of farmers who were resold these farmland.

4 ,201  thousand person

(b) Transition of acreage of tenant farm land.

Total of

farm land Own land tenant land

1903 5266(2831) 2923 (1437) 2343(1394)

1919 6072(3021) 3279(1465) 2793(1556)

1929 5837(3186) 3034(1475) 2803(1711)

1939 6018(3202) 3245(1542) 2773(1660)

1949 4957(281!?) 4309(2424) 648ie393>i'-:

Remarks : 1. Figures in parenthesies show acreage of paddy

field only.

2 . Unit : Thousand hectare.

4 . Transition of lease rent of paddy field  in war time economy.

(a) Acreage of tenant land farm classified  by the form of lease

payment in 1943 .

Thousand hectare

Total acreage of tenant paddy farm land. 1,665

(1 ,0 00 )

Payment by rice crops. 1 ,440

(865)

Payment by cash 215

(1 2 .9 )

Share cropper 10

(0 .6 )

Remarks : 1 , Figures in parenthesis show the 

share of each payment form.

2 .  Source : Statistics  on farm land problems 

of Agriculture and Forestry.

1952, M inistry



lb) Year
41 5

Yield of Price of Estima- Quanti- Price of

rice crop rice fori t-ed pro- ty of rice for

eultiva- ceeds of rice new cul-

ting rice per paid as tivating

farmer 10 are lease land ow-

-----  To'f'lfe'fta’ rent ner per

Koku

Amount of

lease

rent

(B) (A )x (B ) (C) (D) (C)x(D8

Share of , 

lease rent 

in estimated 

proceeds of 

rice ( % )

1941^ 1,781 4 9 .0 87 .27 1 .04 44 .0 45 .76 52

1942 2 ,172 49 .0 106.43 0 .97 44 .0 42 .68 40

1943 2 ,066 62 .5 129.13 1 ,03 47 .0 48 .41 38

1944 2 ,0 0 9 62 .5 125 .56 1 .01 47 .0 47 .47 38

1945 1 ,376 30 0 .0 412 .80 1 .02 55.- 56 .10 13

1946 2 ,218 550 .0 1219 .90 1 ,02 7 5 .0 7 6 .5 0 6

Remarks : 1 .  Koku is equivalent to 150 kg. of brown r ic e .

2 . I t  is included the subsidies for prdocution in thofjrice

for cultivating farmer.

3 .  Source : ib id .

Chronicle

18ip Birth of cooperative movement with the establishment ofinutual-aid association, 

1896 April Promulgation of the Hypothec Bank Law.

1900 M a r . Promulgation of the Industrial Association Law.

1905 M a r , Establishment of Japan Central Union of Industrial Associations.

19p? Dec. Promulgation of the Forestry Association Law.

1^09 Apr. Approval of the establishment of federations of industrial associations.

19|0 Jan Establishment of the Central Bank of Industrial Associations predecessor

(I of the present Central Cooperative Bank for Agriculture and Forestry,

'l9:|7 July  Promulgation of the Agricultural Warehouse Business Law.

1^23 M ar. Promulgation of the Central Cooperative Bank Law.

. Establishment of the National Purchasing Federation .

19ii6 Apr. Establishment of the Industrial Cooperative School.

1931 May Establishment of the National Marketing Federation.

38 O c t . Establishment of the National Fishery Federation.

1943 M a r . Enactment of the Agriculture Body Law which aimed to unite  industiral

association and agricultural association.

945 Dec. Revision of the Agricultural Body Law (Birth of democratic cooperatives),

5^7 Nov. Promulgation of the Agricultural Cooperative Law.

552 Dec. Promulgation of the Aericulture, Forestry and Fisheries F ia ince
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PRESINT SITO\TION OF .AGRICULTURU COOPERmVE CREDIT

1 . F inancial Function of Agricultural Cooperative; Federation and 

Central Cooperative Bank (CCB)

(1 ) Financial Function and its lim it.

(2 ) Relationship among credit and other a c tiv itie s .

(3 ) Systematic Finance by three stage structure and division of

their function.

(4) Fundamental idea of cooperative credit.

2 . O ffices  and personnel of Agricultural Cooperatives for Credit 

A c t iv it ie s .

(1) Merger of Agricultural Cooperatives and widening of business 

Area

(2 ) Internal set-up of Credit Department and Distribution of 

Personnel.

3 .  Subsidy or other supplemental measures for Agricultural Credit .

(1 ) Administration of government or Local Public Entities for

Agricultural Credit.

(2 )  Supplemental Measures or Systems for Agricultural 

C r e d it .

4 . Characteristics of Agricultural Cooperative Fund,

(1 ) Regional Differences and Seasonal Fluctuation.

(2 )  Loan-Deposit Ratio , Employment of Surplus Fund and U t iliz in g  

proportion of Upper Cooperative Financial Organisations

In Employing Surplus Fund .

(3 )  Changes seen in Fund position by urbanization.
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5. Problems in Credit Business Management of Agricultural Cooperative.

(1) Incomes and Fund Raising cost (Incomes by kind of Business 

Department., yield of Employed Fund, Cost of raised fund),

(2) Characteristics of Agricultural Cooperative Deposits in comparaisop 

with other banks' (Proportion of time deposits, interest rate 

regulation, land sale and inflow of money into Agricultural 

Cooperatives., variety of fund investments by members).

( (S )  Characteristics of Agricultural Cooperative Credits .

(Diversity  of usages, increasing proportion of long-term 

loans, increase of non-agricultural facto rs).

6 . Problems we are confronted with at present and prospective direction.
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SYST£M AND PRC:TICE OF AGRICULTURAL COOPERATIVE F IN ^C IN G  

WITH SPBCI \L REFERENCE TO MEMBER FARMERS

By

Kenji Yamashlta

Savings

(1) Economic resources of savings

a . Ordinary income

(a) agricultural income

(b) non-agricultural income

b . Temporary income

(2) Cha racter of savings.

a) reserve for living expense

b) reserve for farming operation

c) savings

(Unit :

1967 1968 1969 1970 1971

Farm household income 100 100 100 100 100

Agricultural income 50 47 42 37 31

Non-agricultural income 50 53 58 63 69

(3 )

a)

Type and interest rates of deposit 

Type

a . Current deposit

b .  Ordinary

c . time deposit



difference between interest rates of deposit of agricultural cooperatives 

and those of other banking fa c il it ie s ,

a) higher rates than others

b) subsidiary

c) special divident

c) Temporary interest rates adjustment law.

Interest .Rates (iIn it %)

Agricultural

Cooperative
Bank

Current deposit ordinary No interest No ■ interest

Ordinary deposit 2 ,00  or 2 ,25 2 .00

Time Deposit

3 months 3 ,85 3 .75

6 months 4 ,85 4 .7 5

12 months 5 .35 5 .25

18 months 5 ,60 5 ,5 0

(4 ) Moans of absorbing savings

a) Agricultural income

a . Joint  marketing

b) Non-agrioultural•income. .

a .  Deposit account transfer which apply to payment of public u tility  

service rates such as :

telephone charges 

radio and television fee 

electric power rates 

gas rates

water fac ility  rates

b .  tie  ups for salary payment

u . approach to farm commission.

c) Others

a . higher interest rates

b .  subsidy

c . special dividend

d . consultation service



(5) Special feature of savings

a . share of savings on rlifferent economic resources.

b . seasonal fluctuation.

(6 ) Assistance of the prefectural credit federation and the CCB 

to the unit cooperatives,

a . cooperative finance prcanotion activities

(a) savings campaign

(b) training sta ffs .

b . deposit guarantee system for depositors.

c . domestic exchange centre

d . acceptance of business by an electric computer

2 . Loan

(1 ) Type of member’ s needs for loan

a . farming operation

b . living expense

c . farming fa c ilit ie s

(2 ) interest rates of loan

a . loan by notes 9 ,0 0  - 10.25%

b .  loan by document 8 .7 5  - 9 ,75%

(3 )  Government connected finance

a . the '\gii culture , Forestry and Fisheries* Finance Cooperation 

F und .

b . Agricultural modernization fund .

(4 ) \ssistance of the prefectural credit federation and the 

CCB to the unit cooperatives.

a .  loan resource fund for cooperatives' loan to members.

b .  Underletting

c .  Direct loan to cooperatives member

d . Training s ta ffs .

3 4 9 9
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SYSTEM PR'^CTIC£ OF \ G R iaJLTU m  (XOPERATIVS m ^ I N G  

W D  ITS CCNTROL

By

Kozo Nakamura

I .  Various restrictions attached to the loaning.

( 1) The restrictions on the amount of loans to each member.

(2 ) The restriction on the borrowers other than the member-farraers,

I I .  The investigation of loaning.

(1 ) ( >neral points to take care of at the stage of the investigation,

(2) How to investigate particular loaning according to its purpose?

I I I .  The control of loans.

(1 ) How to take the guarantees and mortgage?

(2 ) The fundamental set-up in getting repayment.

IV . The recent tendency in the loaning of agricultural cooperatives.

(1 ) Sim plified pre-investigation.

(2 ) The substituting roles by the upper organisations strengthened.



System and Practice of Agricultural Cooperative’ s Loanings ;

& its Control

IIV K o 7o Nakamura

. Restrictions attache:.’ to the loanings of the Unit-coopK.

1. Restrictions on the loanings to meraber-fqrmers.

(1 ) The stipulation of the ngricultural coopentives fin^nciRl 

mjanapemont ordinance.

It  stipulates as follows.

a . The loan to each member must be within 20 percent of its capital 

account.

b . The loan to each family must be within 35 percent of its capital 

account, even if there are more than one member in the same-family.

(a) These slipulations exist to keep the cooperatives loans from 

being monopolized by a smaller number of its members,

(b) In these stiputations the following loans are not involved.

*Loans by the central government and local governments. 

ffUnderletting of the loan from perfectural federations and

which are guaranted by central or local government and credit 

Insurance associations.

(2 ) The stipulation in the articles of incorporation in most cooperatives

It  stipulates "The upper limit of the amount of loans to be advanced 

to one member must be dacided at the general meeting of the unit 

cooperative'.’

(3 ) The credit-limit deciding councillors system.

These coucillors are selected from among the evperienced seniors of 

each e.ommunity.

They decide either of the followint two things.

a. The upper limit of the loan to be advanced to each incividual 

member.

a . The objective yardstick to measure the upper limit of the loan to 

each individual member.

(Evample) 150,00*^en  per 10 are of the paddy f ie ld .

300 ,0 0  Yen per 10 are of the mandarine orange.

But recently, this system is faced with the great difficulty,- with  

the increase of incomes from non-agricultura1 sources in recent years^ 

its weight in the total income of many member-farmers has become 

larger than the agricultural income. And the amount of.mon-agricultural 

income is d ifficu lt  to appraise cocrectly for the councillors.

2 . Restrictions on the loanings to non-members.

(1 ) The stipulation in the Agricultural Cooperative Association law.

It  stipulates "The total amount of the loans to be advanced to non-

flrgmber must be within one-fifth of the loans to its member-farmers.

(2 ) The stipulation in the articles of incorporation in almost all 

cooperatives.

It  stipulates "The upper limit of the loan to be advanced to each 

non-member, most be decided at the general meeting.

42;
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In these days, loanings to non-member are confrontod with a dilivato 

problem.

Especially in urban d istrict , the lo^n-demind is to larger e’l^tGnt from 

the non-.^griculturnl field- enterprises belonging to other than the 

primary industry in its territory. And in order to answer the demand 

from this side, the fund within the above-mentioned restrictions is npt; 

suffident, Therefore the indirec?t leanings to these enterprises 

through the owner or the director gualified to represent the enter

prise who is at the same time a member of the coopGrative is approved. 

But the loanings through the director unsjualified to represent the 

enterprise is not approved, because there is a judicial precedent that 

the loan through these persons is invalid and in this case the enter

prise is not responsible for its repayment.

I I . The investigation of loaning

1 . Gen era 1-po inis to take care of at the Stage of the investigation .

Generally speaking, the investigation in a unit-cooperative consist 

of two stG|)s .

* The business-like investigation by the clerk in chargc of loaning.

* The comprehensive investigation from administrative view-point by 

the managing-director or the general manager.

(1) The investigation by the clerk in charge of loaning.

a . The investigation about the general situation of borrowers.

(a) The investigation about the present situation of management.

As thelargor portion of farm products are generally marketed 

through cooperative channel, it is comparatively , easy to get 

grasp of the present situation of farm-menagement.

The estimation by the farming-coach belonging to the unit coop

erative w ill  present trustworthy data.'

In complicated managements such as lovestock feedings, some 

important management inde'^es w ill be calculated in order to 

compare with the standard-figuro of thses indexes.

I f  the management to be investigated is too complicated for the 

Unit -cooperative, specialists working with prefectural federations 

or branch-offices of CCB w ill give assistance to the investigation,

(b) The investigation about the daily attitude in transaction with the 

cooperative.

The percentage of the amount purchased and marketed throught the 

cooperative, and the content of transaction such as how the loan 

from coop, is being repaid must bo deliberatively studied.

(c) The investigation about the personal condition of the person 

responsible for management.

trustworthiness, technical and managerial a b il it y , health conditiQr> 

and SO'>on must be studied. When this person is much advanced in 

years, whether or not a person to succeed him does cyist must be 

studied as w ell.

(This is very important as those to stay in farming villages aftep 

finishing  compulsory school education are very small in number.)

4  <d t:.
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These investigation about the general situation of borrowers trom 

a to C can be omitted in the unit-cooperativc where "The member- 

cari" of each member-farmer is put in order.

The above-mentioned member-carrt can be easily completed in the 

coop, where "The income and expediture program” of each member 

is written with the hep of clerks of coop, through the door-to- 

. door guidance.

b . The investigation about the borrowing plan.

(a) The business plan directly related to the loan.

(b) The prospect about income & (expenditure of the planned business.

(c) The lijnd plan.

(d) The repayment plan

**The detailed e'xplanation about these pans will be made 

afterward.

(2 ) The comprehensive investigatbn by seniors,

a . The investigation about adequacy of the judgment by the clerk in 

charge.

b . The comprehensivie investigation from administrative point of view.

Adequacy of the business purpose directly related tothe loan from 

coop, must bo studied.

, For instance, the loan to the following business must be kept from,

(a) Speculative purchases of real estate.

(b) Building of fac ilities  which are apt to bring about the corrup

tion of public morals.

2. The concrete investigation according to the purpose of borrowings.

(l )T &e  investigation of farming operation fund.

a . When farm-product is marketed through cooperative channel.

0verdraft-contract w ill be settled with the upper limit of it fiyed , 

In  this case, coop, w ill be given the right to apply the proceeds- 

to repajraient of overdraft.

b . When farm-product is not marketed through cooperative channel.

(a) The judgment about adequacy of income Sc C7<penditure plan must be 

made, centered around the amount and price of the product.

(b) We must decide the way to advance loans.

* Tofix  total amount of the lo an .(in  case that the loan is p^id 

together.)

* To fix  the u p e r  lomit of the total amount of the loan.

(In  case that loan is paid separately)

* To fix  the upper limit to the balance of the loan.

(In  case outflow and inflow of the Iona is frequently made)

The way to advance loan is different according to the style of 

4i»tflow & inflow of the loan.

(c) The judgment about the way to preserve loans must be made.
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U tilizaton  of coop, in senrling farmers' proceeds, and reservation 

of some portion of proceeds qs the fund for rep^^yment must be urged, 

(In  some coons., all the proceods are reserved in coop., and monthly 

living evpendituro is paid to its member-farmors, just like the 

salary to office and factory workers,-At the same time, the require

ment of security and guarantee must be studied.

(2) The investigation of farming fa c ilitie s  fund.

a . In .case  the investiment is aimed at rationalization of management, 

not e-x^pansion.

b . In  case the investment is aimed at the expansion of management-scale,

(a) The judgment about adequacy of the expansiomjpust be made.

Among the most Important points is whether or not the labour- 

powers necessary to increase can be secured, because especially 

in livestock feedings, different from manufacturing, saving of 

labour is apt to bring about spiraling decrease in profit ratio ,

(b) The judgement about adequacy of the fund pan must be made.

At least 20% of the total fund required should be covered by the 

fund on han .

(c) The judgment about adequacy of the income S. expenditure lian 

must be made. The price sitx products to be adopted should be 

moderate, as it is always apt

(d) The judg'ment about adequacy of repayment ?-?lan must bo made.

Some portion of the cash surplus cxpected to be brought abiJt 

should be kept from application to repayment in preparation for 

the unexpected outflow.

(e) The judgment about the way to preserve the loan mus t be made 

in the same way as the operation fund.

(3 ) The investigatioon about the- -et-loan of fac ility  fund and operation 

fund .

When both the fac ility  fund and operatin fund are need siraultaneou^- 

lj« as in the case of increasing the number of livestock with the 

expansion of the fa c ilit ie s  accoinpaied, and the income effect appears 

grandually, different from the case of vegetables whoso income lean 

be grasped within a few months in a whole scale, the rest-loan of 

this kind can be advanced.

But in this case, the juiigment of the income and expenditure plan 

must be made most deliberatively .

(4 )  The investigation about house building fund.

The financial institutions involving cooperatives are ,in  these daysj 

very positive in advancing house-loans. The reason for this tendency 

is that borrowers of this fund are very ardent to repay the loan 

because they can 't dispense with the houses tolive , and that the 

price of building-site which becomes the security of tbe loans is 

going up rapidly in th«ee days, and this means the increase in bor

rowers' ab ility  to repay the loan.

The average ondition of this kind of loan is as follows.

* Term: from 10 to 20 years.

* Security: Always thetouse b ilt  w ithi^^Js loan and the land on 

which it is built are required, and in most cases the fire-insurance 

on the house as w ell.
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\n:1 in some cases borrowers are required to subscribe the life  

insurance with the coop, as the bonificiary .

429

( 5 ^ e  investigation of "Consumer-Loan” .

With the steady increase in instalment-system of durable consumer 

goods and hanrily-lons to office-workers ;by money lenders as a 

stimulus, many coops, as well as other finance institution are be

coming positive to advance handy Ions of smaller amount by thename •' 

of "Consumer L o a n s ".

CC33 has created a natijn-wide model for it . The outline of it is 

as follows.

* The upper limit of the amount: 1 million yen,

* Term: within 3 years ,, * Interest; 9% per year.

* Purpose: No restriction attached ;*Cjuarantee or Security: Not

required, but coop, applys to insurance against loss and the charge 

is to be paid by borrowers.

(6) The investigation about the loan for debt adjustment.

* Before the war, especially around the tim e"Industrial cooperative^’ 

Many farmers were burdened with the loan from usurers, and so 

this kind of loan from coong. were much in amount.

* In these days, however, this kind of loan is seldom seen, owing to 

the increase of the coopcrativG creditings with low interest 

financed by the government on one side and the development of 

economic level of farmers as a whoe on the other.

* Exceptinally , we can see this kind of loan in the farmers who

started farming just ofter the end of the world war I I  as new farm-

settlers in mountain areas poor in fe r t il it y .

* In advancing this kind of loan, we must make Judgment, with 

warm heart out cool head, about the amount of fund requred and 

its repayment plan.

Because not a small portion of farmex-s who need this kind of 

loan are inappropriate to farming by nature, we should make 

recommendation with bravery to quit farming and to despose of 

farm-land and other assets Uiineccssary for liv ing , in such a 

case as earning money-surplus enough to repay the loan is fund 

very d if f ic u lt .

* But in the case that there is found some inrrestible reason for 

the accumulation of debt and the ability  of the man responsible 

for management is trust-worthy, we should advance this kind of 

loan with interest as low as possible and with the term as long 

as possible and with the term as long as p osiible .
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] I I .  The control nf loans

1 . Hw guarantee and security should bo required.

( 1)Tho histrical pro^ss in the way of thinking.

As cooperatives were established for farmers who were weak by themselves 

to become stronger by gthering with each other, procedures to preserve 

loans in the days before 2nd world wor were centered around mutual 

guarantee among farmers, and securities were exceptionally required.

But. in these days, the improvement in the economic level of farmers 

and the increase in price of lands which become securities on one side, 

and swelling of the fund amount needed on the other have been changing; 

our way of preserving loans toward cntralization around security.

(2 ) How guarantee is required, 

a . Kind of guarantee

In most eaces , cooperatives as well as other financial institutions, 

require the collective guarantee.

b . Merits- of collective guarantee

In Japan, there are following merits in collecitve guarantee.

(a) We can require the guarantor for repayment befor the debtorV

(b) If  there are more than one guarantor, we canrequre any single 

guarantor for repayment of the total debt.

- c . The wqy to chose guarantors

When the amount of loan is small, one of adult persons in the same 

family w ill  bo chosen as the guarantee.

But when the amount of loan is large, some other'persons who are 

judged capable of repaying the debt on behalf of -the debtor 

w ill be added to as guarantors.

(3 ) How security is required

a. Recommendable conditions as security.

Easy to evaluate, to dispose of, to take custody of hard to be 

devaluated, to chage in price .

b . Kinds of security

In most cases, mortgage or pledge is applied, when the security 

is an immovable property.

Pledge is applied, when the security is an movable property.

As for ; the amount of money to be guaranteed by the security, 

there are two cases. In once case the amount of money to be 

guaranteed is fixed , and in the other the upper limit of the money 

to be guaranteed is fixed and the amount of loan can move freely 

within this lim it .

c . Things apt to be used as security

From the theoretical point of view, the debenture, redemption of 

whose principal is guaranteed, is most welccome.

But in reality , immovables such as lands and buildings are used 

in most cases. And when the building is used as security, the fire- 

insurance is generally required as the collateral,

- 6 -



d . How the security is evalUTted .

(a) How the imtncuvable is evaluated.

Though there are vaoous kinds in the way to evaluate immovables, 

such real estate as land is often estimated with the real dealings 

in neighborhood as reference, because the coon, can easily get 

this kind of information. '\nd at the same time the annual reports ■ 

on the value of land by the financial ministry and the ministry 

of construction are used gs reference materials .

Once in a w hile , the branch offices of CCB hold seminars to improve 

the ability  to appraise immovables on the part of clerks of Unit- 

cooperat ives .

(b) Estimation-ratio as security

Deposits and negotiable securities whose principal are guaranteed 

are given 100 percent of estimation ratici- as compared with its 

value .

k building site on which is nothing, built is given around 70 

percent. A building site ,on  which some building exists and 

it is lent, is given around 30 percent, because superficies or 

the right of the building on it must be discounted.

e Registration of Securities

In most cases, securities are registered.

But in some cases when the borrower is really reliable , only the 

provisional registration is made (By the provisional registration, 

the lender’ s priority is secured when the formal registration is made 

in fut’lre , and the charge fer the provisional registration is much 

cheaper compared with the formal registration .)

(4 ) Other ways to preserve the repayment of loans.

The contract for a unit-cooperative to receive proceeds, wages or

subsidies in jlace of borrowers is after signed. As a way for the 

presevation of loans.

2 . Cooperatives’ fundamental attitude toward preservation of loans.

(1 ) Guidance- loan is its motto.

Other financial institutions give priority to security as the way of 

preserving loans .

Cooperatives try , through farming guidance, to increase borrowers' 

ab ility  to repay.

( 2 ) iD«sposal of Securities

Generally speaking, other financial institutions dispose of the security 

when theloan can 't  be repaid within the contracted term.

But cooperatives, as a whole, try to think about the postponement 

of the time to repay, and even when they are obliged to dispose o f ' 

the security , they, try to find some proper nersson to pay the most 

money for it , keeping from the compulsory sale by o ffic ia l  auction.
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By

I ,  Preface Y .  Tanaka

H . Probieas about organisation.

( 1) to make the scale of unit cooperatives optimum.

(2) to revalue types of unit cooperatives, single purpose or

multi-purpose.

(3) to improve qualifications for membership of unit cooperatives.

(4) to ree-xamine the three storied system in credit business.

I I I .  Problems about function.

( 1) to reorganise producers' finance

( 2) to develop consumers' finance

(3) to make the best use of members' deposits.

(4) to contribute to cooperatives' region.

IV . Problems about management

( 1) to develop labour management

( 2) to promote personnel education

(3) to complete mechanization of business

(4) to reduce the cost of raising funds

V . Conclusion.
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