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Letter from the Editors 

 

THIS ISSUE OF IJCAM features an opinion 

piece, four papers and a book review. The 

journal’s first opinion piece was written by Ian 

Glassford, retired Vice-President of Servus 

Credit Union (Canada). Ian argues that if co-

operatives continue to use unmodified 

Financial Statement formats designed for 

entities where there is never enough profit, 

they are very unlikely to be able to provide 

their members, Boards and management with 

insight as to the entities’ co-operative 

performance. This is followed by a paper 

authored by Sandra Dawe, Assistant Vice-

President, Co-operators Group Limited 

(Canada). This paper examines how co-

operative values-based leadership is reflected 

at the Co-operators Group Limited. Sandra is a 

graduate of the Masters of Management in Co-

operatives and Credit Unions, Saint Mary’s 

University and this paper is based on her 

capstone research project. The third paper is 

authored by Dr. Ashish Srivastava, Reserve 

Bank of India, College of Agricultural Banking, 

Pune, India and Dr. Ajit Kumar, Reserve Bank 

of India, Mumbai, India. This paper examines 

the relationship of governance and financial 

parameters for scheduled urban cooperative 

banks in India. In the next paper, Dr. 

Krishnachetty Ravichandran of the 

Gandhigram Rural Institute, India, explores 

the governance systems for Primary 

Agricultural Cooperative Credit Societies in 

Tamil Nadu, India. In the fifth paper, Ms. 

Lakshmi A. J. and Dr. G. Raju, both of the 

University of Kerala, India, discuss the role of 

co-operatives in assimilating indigenous 

communities in India. Finally, the issue 

concludes with a review by Dr. Peter Davis of a 

book coordinated and contributed to by 

Florence Palpacuer and Alistair Smith et al. 

(2021), Rethinking Value Chains. Tackling the 

challenges of global capitalism, Policy Press, 

University of Bristol.  

We are hoping to make our next issue a special 

issue devoted to the impact and lessons of the 

Covid pandemic on the poorest communities 

and the co-operative and credit union 

response during the pandemic and going 

forward, given that, for many parts of the 

world, there is, at the time of publication, no 

end in sight. 

Upcoming Calls for Papers 

General Call for papers on co-operative 

accounting and management topics 

• Submission deadline – August 31, 

2021 

Special Issue – Impact of Covid-19 on co-

operatives and credit unions 

• Submission deadline – January 31, 

2022 

Papers related to management topics should 

be submitted to Peter Davis: 

pd8@leicester.ac.uk and those focusing on 

accounting and reporting should be submitted 

to Daphne Rixon: daphne.rixon@smu.ca.  

Daphne Rixon   Peter Davis 

Editor-in-Chief  Senior Editor
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Making a Cooperative (Financial) Statement 
An Opinion Piece 

Ian Glassford, MBA, CPA, CMA, Member of the Board of Directors of the Centre of Excellence in 
Accounting and Reporting for Co-operatives, Saint Mary’s University, Canada 

Abstract: This opinion piece is based on a paper presented by Ian Glassford at the 2018 Symposium on Co-
operative Accounting and Reporting: Co-operative Socio-economic Transformation. It asks: Is the amount 
you are spending on your cooperative difference (what the member sees/gets that they would not get if 
you did not exist as a cooperative) growing or shrinking?  Do you know how much it is?  Do you know how 
much you can spend on it without risking the financial viability of your cooperative? It goes on to suggest 
that if we continue to use unmodified Financial Statement formats designed for entities where there is 
never enough profit, we are very unlikely to be able to provide our members, Boards and management with 
those insights.  Without those insights, how effective can we be as cooperatives? 

Ian Glassford retired May 30, 2018 from his position of Chief Financial Officer of Servus Credit Union. Ian joined what 
was then Capital City Savings in 1993. He became a member of the Leadership team in 1997 and CFO of the newly 
formed Servus Credit Union in 2008. At various times he has been responsible for Marketing, Human Resources, 
Centralized Services, Accounting, Treasury, Financial Analysis, Wealth Management and Strategy. Ian's contributions 
to the credit union system include serving on the Board of Directors of Credential Financial and the Board of Directors 
of Credit Union Central of Alberta. He was on the Financial Management Curriculum Committee of the Credit Union 
Institute of Canada. Prior to joining the credit union system, he worked as a Foreign Exchange and Money Market 
trader for Royal Trust and he previously served as a member of the board for Credential Financial Inc., a Canadian 
investment dealer. He holds his Master of Business Administration from the University of Western Ontario and is a 
Certified Management Accountant. Ian is a member of the Board of Director of the Centre of Excellence in Accounting 
and Reporting for Co-operatives. 

Keywords:  Cooperative difference, financial reporting, financial statements 
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Cooperatives and profit maximizing entities are both in the business of staying in business.  With very few exceptions, 
the financial failure of a cooperative results in damage to members, employees and communities.  A cooperative in 
financial trouble is no longer autonomous and independent – the members risk losing control to creditors and other 
parties as we have unfortunately seen at times.  It is only partly in jest that we can sometimes say that "bankruptcy 
is not one of the seven cooperative principles".  Up to the point of having “enough” to ensure ongoing viability and 
independence, cooperatives and profit maximizing entities have a great deal in common because of the duty of care 
managers of a cooperative owe their members. 

It is at the point of "enough" that cooperatives materially diverge from profit maximizing entities.  Once a 
cooperative has “enough” to ensure it can continue as an autonomous entity meeting the needs of members, any 
amount beyond this is available to live the cooperative difference.  This may be realized through community or social 
investments, sharing of excess profits with members, improved pricing for members, or many other ways. 

If a cooperative does not know what “enough” is, however, how well can it function as an engine of socio-economic 
transformation?  Without ongoing financial insights into "enough", the cooperative risks either earning too little 
revenue and profit to continue or holding back on profit that could have been used for the cooperative difference 
out of concern that they do not have “enough”. 

It appears that the reason many cooperatives find themselves in this grey area is because of our unquestioning use 
of standard financial statements.  We recognize and are often quite active sharing the message that cooperatives 
are different than profit maximizing entities when it comes to areas such as regulation, taxation, policy and 
governance and yet for some reason we rarely question using a template of financial reporting that was designed 
for those same profit maximizing entities.  The structure of modern financial statements was designed for entities 
where there is no such thing as more than “enough” – they are the numeric equivalent of the old question "how 
high is up?"  Without modification this approach to financial statements will never tell us, our boards or members 
when we have made “enough”. 

The point is not that cooperatives should reject standard financial reporting and the structured flow of income 
statements and balance sheets, nor that we should demand completely different accounting standards.  There is 
value in having consistent statement preparation to allow for comparison and strong controls over financial 
reporting. 

The point is that we as cooperatives do not have to stop there.  We can modify internal statements as we see fit for 
our own internal management accounting and by doing so highlight and enhance our focus on growing the 
cooperative difference in our entities.  We could even advocate for changes to International Accounting Standards 
to allow for cooperative reporting that better reflects financial performance in this sector. 

The ultimate purpose of financial reporting is to tell the stakeholders of an entity the financial information they need 
to manage the company and to make the most important decisions.  If our financial reporting is not telling us whether 
we are making “enough”, or how much more than “enough” we have to invest in our cooperative difference, then 
we are poorly positioned to manage and maximize one of the most important elements of being a cooperative. 

Modifying financial reporting to address the concept of “enough” and funds available (or required) relative to that 
point involves three steps: 

1. Identify  what “enough” is in regard to annual income and equity.  These figures will be unique to 
each industry.  A credit union, dealing in diverse risks (credit risk, interest rate risk, liquidity risk), 
will need much more income and equity to ensure long term financial viability than a cooperative 
where there are fewer events that could cause sudden negative financial swings.  Both, however, 
will need enough income to cover things like inflation, investment in technology/plant/equipment 
and ongoing operating costs.   In addition, within industries each cooperative may choose a 
different operation model that results in different measures of “enough”.  The journey to quantify 
this figure (and it will almost certainly be an estimate in the end) is part of better understanding 
how your entity functions as a cooperative in its industry. 
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2. Build a step into your annual income reporting to draw the line of “enough” and, from that, identify 
whether your annual income is sufficient to ensure ongoing financial viability and, if so, to then 
quantify how much more than “enough” is available. 

3. Build a measure in your balance sheet to identify how much equity is “enough” and from that to 
quantify how much equity can be applied to the cooperative difference should your cooperative 
decide to make such investments. 

Building this kind of financial reporting requires a great deal of thought about how your cooperative functions, what 
is financially necessary for it to function simply as a business (regardless of whether it is a coop or not) and then how 
to separate in your financial reporting that which you spend because you are a cooperative vs what you spend as 
part of simply operating a business.  The insights and journey to gain these insights can have significant value for the 
cooperative. 

The value does not stop there, however.  The greatest value is becoming aware of how much or how little you have 
to invest in your cooperative difference.  This may open your eyes to why your coop is not more successful (too little 
available to invest in your cooperative difference) or to missed opportunities (more available than you realized, so 
it was not being invested in the cooperative difference).  Finally, it may also help to ensure your cooperative always 
has enough to survive the ups and downs of economic cycles.  Without some sense of “enough” it can be like walking 
along the edge of a cliff in the dark.  You won’t know how close you are until it is too late. 

The figure a cooperative identifies as “enough” is not easy to calculate perfectly.  Although it may start as a broad 
estimate, keep in mind the statement of Charles Babbage (1792 – 1871) who said, "errors using inadequate data are 
much less than those using no data at all".  

Figure 1: Investing in the cooperative difference 
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Co-operative Leadership Behaviour: Pathway Towards Co-operative Identity at                   
the Co-operators Group Limited 

Sandra Dawe, Masters of Co-operatives and Credit Unions, Saint Mary’s University, Canada 

Abstract: This paper examines what co-operative values-based leadership looks like at the Co-operators 
Group Limited (CGL) and considers the need to increase this behaviour. It is set within the context of the 
global stage and the international co-operative desire to increase their contribution towards unmet 
economic social and environmental international needs. The paper focuses on CGL as it strives to 
strengthen co-operative identity. Opportunities to further grow co-operative identity within CGL are 
examined through the identification and development of co-operative value-based leadership competency. 
Co-operative leadership competency is relevant to management performance at CGL and is explored as a 
benefit towards successful strategic implementations. 

The critical role of all people leaders within CGL in the strategic achievement of co- operative identity is 
reviewed in terms of leadership actions as a driving force of strategic success. 

This paper provides internal and external research and analysis that takes theoretical ideals towards 
practical application of co-operative identity within CGL. Utilization of the Statement of Co-operative 
Identity as the compass which can effectively map leadership behaviours to co- operative principles and 
values is a foundational component of this review. 

CGL’s current competency model and support mechanisms are reviewed and it is demonstrated how co-
operative leadership competency could be presented and embedded in the organization. 

Sandra Dawe is an Assistant Vice President, Client Service Solutions at The Co-operators based in Guelph, Ontario, 
Canada and a graduate of the Masters of Co-operatives and Credit Unions program at Saint Mary’s University in 
Halifax, Nova Scotia, Canada. 

Keywords: co-operative identity, values-based leadership, co-operative leadership behaviour, co-operative 
leadership competency, Co-operators Group Limited (CGL) 

 

The Global Co-operative Context 
Globally the market driven economy is leaving many countries and people behind, creating an increasingly unequal 
equation and causing large scale human injustice as well as global distrust and unrest. 

Co-operatives contribute strong economic, social and environmental results globally and the co-operative business 
model applies a broader disbursement of benefits creating more equality within society. The co-operative business 
model has a unified purpose that builds stronger societies. Robert Shiller, professor of economics at Yale University 
sees the co-operative movement as an essential innovation to achieve a society in which people are prioritized 
(Simon, 2014). 

Co-operative identity goes beyond a business model to demonstrate unique character and behaviour that is built 
from co-operative values and principles. Collective co-operative identity is at the center of the five themes contained 
in the ICA Blueprint for a Co-operative Decade (2013). The Blueprint puts forth that “there must be clarity as to how 
co-operatives are to be defined and distinguished. This is important for the co-operative sector itself, in creating a 
powerful sense of shared identity” (ICA, 2013, p. 20). The basis of this paper is that the shared identity is developed 
by acting on co-operative values and principles as found in the ICA Statement of Co-operative Identity (ICA, 2015a). 

mailto:sandra_dawe@cooperators.ca
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The global co-operative movement will be ignited through fully actualizing co-operative identity within each and 
every co-operative sector, and through the actions of each co-operative member and stakeholder. 

Introduction to CGL (The Co-operators) 
CGL (Co-operators Group Limited) originated in 1945 when a small group of prairie farmers came together to meet 
their collective insurance needs. Today CGL is a co-operative which comprises a holding company (Co-operators 
Financial Services Limited) and owns a series of insurance companies. These insurance companies sell financial and 
insurance products in the Canadian market. CGL is co-operatively owned by 43 co-operative member owners. 

These member owners are located across Canada and represent a significant portion of the Canadian co-operative 
economy covering a variety of business, agriculture, and service sectors. 

As summarized in the 2014 Sustainability Report (CGL, 2015b), CGL handles a complex portfolio of assets totalling 
more than $35 billion. Their business profile (p. 9) includes details of the significant financial scope of this 
organization. CGL’s organizational chart (p. 9) demonstrates the various insurance companies operating under this 
co-operative ownership model. In Canada co-operatives cannot legally sell insurance, resulting in this structure of 
insurance companies owned by CGL. They employ over 4,300 staff with a distribution network of close to 500 
exclusive financial advisors distributing insurance and financial products throughout Canada.  

Within their structure today, most clients and all employees are not member owners. From a co-operative 
perspective, this creates unique relational challenges with critical stakeholders in areas of co-operative 
understanding and engagement. 

CGL is connected to the global co-operative movement and their CEO Kathy Bardswick is an active member on the 
international stage promoting co-operation. Co-operative identity at CGL is important in the fulfillment of their 
purpose to provide “financial security for Canadians and their communities” (CGL, 2015b, inside front cover), as well 
living their stated value to “give life to co- operative principles and values” (CGL, 2015b, inside front cover). In their 
vision CGL aspires to be a “catalyst for a sustainable society” (CGL, 2015b, inside front cover) as well as leading the 
insurance industry through its “co-operative character” (CGL, 2015b, inside front cover). These components and the 
introduction of their new strategic focus on co-operative identity bring forth an increased need to instill and embed 
co-operative identity more predominately within their leadership population. This focus aligns with the unified 
global purpose of co-operation through a shared and active co- operative identity. 

Since its early beginnings, CGL has taken strong action based on the values and principles of co-operation and has 
delivered on these commitments. Their stewardship and leadership have been recognized for: co-operative identity, 
business practices, sustainability programs, HR programs and service delivery to members and consumers. CGL 
receives strong external recognition (CGL, 2015), which demonstrates the strong co-operative orientation that 
flourishes today in their actions and culture. The CGL governance model is executed within the framework of co-
operative identity upholding co-operative principles and values. They exceed industry trust levels in the research of 
J.D. Power (CGL, 2015b, p. 24). 

CGL’s 2015-2018 Strategic Plans 
The Canadian insurance market is the setting of CGL’s 2015-2018 strategy. It is one where “heightened consumer 
expectations and emerging technological capabilities” (Co- operators, 2015) present challenges for providers of 
service experiences. It is a complex and competitive market where consumers are more informed and demanding in 
terms of value, convenience and ethical behaviour of businesses. In this context it is important for CGL to leverage 
their “differentiation as a co-operative financial services provider” (Co-operators, 2015) as a path to competitive 
advantage and stronger market position. The 2015-2018 strategy takes CGL further on their journey of co-operative 
identity and advances the co-operative lens in terms of their insurance product and service offerings. 
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2015-2018 Strategic Focus: (Client Engagement, Competitiveness and Co-operative Identity) 

 
Figure 1: Strategic Priorities 

 

 

A challenging objective has been set around Client Engagement in the strategy, with a target that “The Co-operators 
will be THE industry leader in client engagement (interactions and solutions)” (CGL, 2015a).  

In the insurance industry competitiveness is a critical factor in market success. The strategic Competitive objective 
is that “The Co-operators will enhance its competitive position in the marketplace allowing it to grow profitably and 
capture market share” (CGL, 2015a). 

In terms of leveraging their Co-operative Identity a third objective states, “The Co-operators will demonstrate 
commitment to bringing the co-operative principles to life; addressing the economic, environmental and social 
needs of Canadians and their communities” (CGL, 2015a). 

Goals Supporting the Strategy 

• To become the insurer of choice for co-operative and community minded organizations. 

• To embed co-operative and sustainable principles in actions and decision making. This will be 
exampled by “deliberate efforts to consciously address the economic, environmental and social 
needs of Canadians and their communities” (Co- operators, 2015). 

• To provide further education for Canadians on the vulnerabilities to their financial security. 

• To act and advocate for the protection of unmet safety risks and financial exposures facing 
Canadians. 

For many years CGL has had strong and intensive sustainability focus and results as detailed in the 2014 Sustainability 
Report (CGL, 2015b) by the list of sustainability-focused products and services (p. AP-3) and the highlights of the 
2011-2014 sustainability strategy (p. 6).  There has been great success in maturing plans and improving influence on 
social, economic and environmental areas. Within the new strategy, the sustainability policy (CGL, 2015b, inside back 
cover) is maintained; however, it is now more accurately placed within the strategic focus of co-operative identity. 

Leadership Orientation 
It is recognized by senior leaders that the 2015-2018 strategy evolves within an internal “culture of high 
performance” (CGL, 2015a) with “a strong, motivated and resilient workforce” (CGL, 2015a) led by an “empowered 
leadership team” (CGL, 2015a). It is the empowerment of the leaders most specifically towards the objective of co-
operative identity that is the focus of this paper. 
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CGL’s leaders are accountable for the implementation of the new strategy within their respective functional teams. 
R. L. Daft (1999) in “Moral Leadership, Leadership Theory and Practice”, underlines the importance of strong 
leadership to implementing strategy because leaders demonstrate and inspire others to follow the required 
behaviours. Co-operative values-based action by leaders could increase the adoption of co-operative behaviour for 
CGL stakeholders and enhance the delivery of the stated strategic objectives. 

This paper centers on what co-operative leadership looks like at CGL today, asking if more of this behaviour by 
leaders is desired? If so, what value would it bring? How this could be managed and supported is also explored. 

Within CGL’s insurance companies there are over 1,000 people leaders, defined by Nancy Rooney (personal 
interview. May 4, 2015), Director of Organizational Development, as individuals who “are responsible for others and 
have direct reports”. Most of these leaders are in roles that do not require them to interact with the membership or 
the governance of the co-operative. This leaves them less informed on the co-operative business model and the 
associated application of principles and values of co-operation. It is this group that is the target audience of the 
research and development within this paper, due to this gap in the direct co-operative exposure within their specific 
roles. There is opportunity to further engage people leaders in co-operative leadership behaviour. 

The Statement of Co-operative Identity 
In May 2015 while speaking at the ICA Research Conference in Paris, Bruno Roelants (2015), Secretary General of 
CICOPA (International organization of industrial and service co-operatives), spoke of the Statement of Co-operative 
Identity as guiding co-operatives and added that the principles and values make co-operatives unique. According to 
Mr. Roelants, the co-operative principles are an advantage that enables co-operatives to define their difference in 
the market. It is through aligning these principles and values to what co-operative leaders say and do that we can 
build shared co-operative identity. Leadership that aligns to the principles creates clarity and practical application of 
co-operative identity. 

Below are some current examples of active co-operative identity that demonstrate alignment of the statement of 
co-operative identity to organizational behaviour at CGL: 

• Strong commitment to co-operative principles and values and the global co-operative sector. 
(Principle 6 – Co-operation) 

• Strives to be the chosen insurance provider to meet the needs of members, community 
organizations and co-operative organizations. (Principles 6/7- Co-operation/Community) 

• Provides awareness and education for Canadians in terms of their financial security. (Principle 5- 
Education) 

• Advocates for the financial security of Canadians. (Values and Principle 7- Community) 

• Openly discusses, partners with others and explores solutions to meet uninsured needs for 
Canadians, exampled by CGL’s flood initiative. (Values and Principle 7- Community) 

• Open to insure all Canadians coast to coast. (Principle 1- Open/Voluntary) 

• Democratic control, ownership, governance and strategic direction by the co-operative member 
owners. (Principals 1, 2, 3, 4 – Open/ Democratic/ Economic/ Autonomy) 

• Annual employee engagement surveys and action plans to improve working environments within 
CGL. (Values and Principles 2, 4 – Democratic/Autonomy) 

• Strongly recognized results and continued focus on sustainability with a long-term sustainability 
strategy. (Values/ Principle 7 - Community) 

Professor Peter Davis (1995) suggests that integrating co-operative values and principles can differentiate co-
operative management culture from general management culture.  CGL leaders require practical guidance to help 
them align what they are required to do and say in the execution of their roles, with the Statement of Co-operative 
Identity. Leaders require support and direction to ensure they are equipped to implement the changes needed for 
co-operative strategic success. The International Co-operative Alliance in a recent draft of the guidance notes (ICA, 
2015b) relating to the Statement of Co-operative Identity stated that “if all the principles are observed and applied 
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in the day to operations of a co-operative enterprise, that co-operative enterprise will be stronger and more 
sustainable” (p.2). 

Co-operative Leadership a Strategic Imperative 
With many definitions of leadership in existence we consider that co-operative managers must recognize their 
leadership role as one of servant-leader - their source of legitimization comes from the co-operative purpose rather 
than from their knowledge or position. This is true when we consider CGL’s goal around co-operative identity as the 
identity strongly exists in their culture already; it is a matter of reinvigorating it to fit in the new context of the 2015-
2018 strategy. 

When considering leadership behaviour, Henry Mintzberg, in his 2013 publication Rebuilding American Enterprise, 
makes the statement that “leadership is about sending signals that engage people in the enterprise” (para. 29). 
Overall, when we look at leadership definitions there are three key broad components that stand out from research 
such as the work of Peter Northhouse shown in the chart below. Leaders have the ability to create vision and to 
influence and motivate others towards the vision. 

Figure 2: Components of Leadership 

 (Northhouse, 2007, p. 10) 

CGL people leaders play a critical role in influencing and motivating stakeholders in the delivery of the newly focused 
co-operative identity strategy. In fact, all new strategies require the readiness of the internal leadership. The 
preparedness of CGL people leaders to deliver on the three co-operative pillars of economic, social and 
environmental success will directly impact results. Co-operative identity, including the values and principles, upholds 
many pieces of leadership competency in terms of relevance to strategic success. This focus on co-operative 
leadership is not meant to downplay the importance of other core leadership competencies, but rather expand them 
towards co-operative aspects. 

Professor Davis (1995) has indicated in “Co-operative Management and Co-operative Purpose: Values, Principles 
and Objective for Co-operatives into the 21st Century” that the quality of their management is a critical factor for 
co-operatives to achieve their social and economic goals in the modern commercial context. Additionally, Daft (1999) 
reinforces the contribution leaders make to an ethical organizational culture through modelling the behaviour. 
Effective leadership behaviour ensures strategic success and therefore it is appropriate to focus intentionally on the 
preparedness of CGL’s people leaders in terms of achieving co-operative identity. 
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Competency Models Drive Performance 
Today at CGL a competency model is utilized to define the desired performance behaviours of all employees 
including people leaders. It follows that embedding more co-operative behaviour in this model could be 
advantageous to growing co-operative identity. 

Coro Strandberg is a consultant who offers strategic counselling and support to organizations interested in advancing 
sustainability (Strandberg, 2015a). In her report (2015b), Sustainability Talent Management: The New Business 
Imperative, she suggests that retooling talent management systems will position firms for future success and that 
one of the effective ways to do this is to utilize competency models that incorporate the desired knowledge, skills 
and behaviour. Ms. Strandberg explains that competency models are key to managing top talent. She indicates they 
can set performance and behavioural expectations that are needed to deliver the mission and vision of organizations 
and achieve business goals. The use of competency models is widespread beyond their application at CGL and it is 
in that business context that CGL had a few years back implemented this standard HR practice. 

The following definition of competency is taken from CGL’s competency model: 

Competencies include both technical knowledge/skills as well as behavioural characteristics. 
The focus of this document will be behavioural competencies: Any motive, attitude, behaviour 
or other personal characteristic that is critical to success and differentiates outstanding 
performance. (CGL, 2013) 

At CGL there are eight identified core competencies applicable for all employees to build the performance 
behaviours needed to achieve successful business results. They include: Achievement Focus, Communication, 
Flexibility, Organizational Commitment, Client Focus, Teamwork & Relationships, Problem Solving and Effective 
Decision Making. These competencies are the foundation to “develop the direction and the goals for many people 
practices” (CGL, 2013). These core capacities are typically reviewed when an organizational shift in strategic direction 
occurs as they provide direction on how to achieve strategic imperatives in terms of behavioural expectations. 
Competency models support many Human Resource practices. CGL’s model is applied as follows:  

Competencies define the behavioural expectations that are critical to drive performance. Once 
competencies are identified they can be used to ensure consistent criteria are used to: 

• Make a recruitment or selection decision; 

• Create a training and development plan; 

• Assess someone’s performance; or 

• Promote or assign someone to a new role. (CGL, 2013) 

Currently there are no specific co-operative behaviours, principles or values listed within the core competency 
model. The competencies in the model can be aligned towards aspects of co-operative identity. An example would 
be that effective communication skills for leaders are needed to create cohesion with stakeholders. Nancy Rooney 
(personal interview, May 4, 2015), Director of Organizational Development, shared that these current competencies 
were intentionally set with co-operative principles and values being “top of mind in the formulation of the 
competencies”. She noted the intentional approach was to “weave the values and co-operative approach into the 
content” of the current model. The competencies are therefore more implicit rather than explicit when referencing 
the ICA Statement of Co-operative Identity. Ms. Rooney also shared that CGL has recently engaged in a competency 
review directly related to the new strategy and “it is being considered to do something more specific in the new 
version” of the performance competency model. 
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In addition to this core competency model, CGL has defined further leadership competencies for people leaders. The 
current leadership competencies are: 

• Leading and Developing Others 

• Leading Change 

• Strategic Business Sense 

The intention of these leadership-specific competencies is to “depict competencies/behaviours which are primarily 
relevant to people leaders” (CGL, 2013). The aspects of developing others and building strategic business knowledge 
align strongly with the co-operative principle of education. Within these leader competencies there are references 
to “understanding the co-operative business model” (CGL, 2013) and working “within a co-operative environment” 
(CGL, 2013). Additional requirements around co-operative values, community and social responsibility are 
mentioned. This paper examines the benefit of embedding an explicit competency of co-operative leadership within 
the model and clearly articulating what co-operative leadership behaviour is in terms of values, knowledge and 
action. 

Reference to the Statement of Co-operative Identity is lacking in the current competency model. There is opportunity 
to create further awareness and understanding of the practical application of co-operative principles and values 
through enhancement of the competencies. 

The model is currently under review with the intent to incorporate competencies that increase the opportunities for 
leadership behaviour to support the delivery of the 2015 -2018 strategic goals. 

Existing Research: Challenges, Gaps and Opportunity for CGL’s Co-operative Identity 

Co-operative Identity and Performance Project Report 

In 2013 an internal analysis was completed on the state of CGL’s co-operative identity in preparation for the new 
strategic direction. The analysis was completed by Peter Clarke, Manager, Co-operative Identity and Performance, 
and is summarized below. 

A key finding of Clarke’s (2014) analysis was that “embedment and execution of the co-operative identity is not 
consistent throughout the organization”. There is an inconsistency that will make it “difficult to have the client-
centric perspective required” for successful engagement with clients and the desired results. Consequences of 
inaction add risk to the success of the strategy and lost market opportunity of leveraging co-operative identity. Mr. 
Clarke noted that his research found “ample evidence that other social and environmental criteria are playing a more 
significant role in the consumer decision making processes”, thus adding urgency to the market benefits of more 
fully developing CGL’s co-operative advantage. 

Additionally, Mr. Clarke determined that “the Co-operators’ leaders and staff must have a shared and unified 
understanding about what it means to be a co-operative” (Clarke, 2014) in order for CGL to be able to leverage this 
strength. His recommendation called for “significant emphasis on greater leadership and embedment, internally and 
externally as in enhanced training and education, to apply the co-operative lens through all operations and to 
develop mechanisms for measuring progress towards embedment”. One of his key recommendations focused on 
leadership and embedment stating, “we must insure that people leaders understand contextually the consistent, 
formalized, systemic, measureable, relevant and sustainable application of the co-op lens”. It is through “common 
understanding of what it means for us to be a co-operative, and a specific understanding about the application of 
that” that the achievement of co-operative identity will grow, develop and evolve. In conclusion, he pointed out that 
“we must help our leaders explore the issue, enable discussion and generate the meanings of our identity”. 

Clarke’s work shows the gaps CGL faces in moving the new strategy forward and points to the critical role of leaders 
across the organization in terms of the delivery of this strategy. Supporting and preparing leaders is foundational to 
the overall successful implementation of the new strategy and in particular the co-operative identity objective in 
light of his findings. 
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The Co-operators Case Study, prepared by Professor Daniel Côté 

In 2014, CGL requested and participated in a strategic CGL based study by Professor Daniel Côté to evaluate co-
operative management training. He assessed the Saint Mary’s University Masters Management, Co-operatives and 
Credit Union program and the resulting impact on the performance of students. The study enabled Professor Côté 
to take a rare look at the principle of co-operative education in the context of manager training and the resulting 
behaviour-based outcomes. The research shines a light on the co-operative difference and complexity in managing 
an organization (Côté, 2014) as seen from within CGL. It provides evidence that co-operative education and 
knowledge impacts the co-operative aspects of leadership behaviour. 

The study found that the co-operative management training at Saint Mary’s improved co-operative understanding 
including that of the principles and values of co-operation and led to the behavioural changes identified below. 

As part of their education the students learned that they are part of a global movement (Côté, 2014). This brings 
forth intrinsic connection for the individuals and increases their capacity to advocate for the co-operative model, 
which supports the purpose of the co-operative movement and in particular Principle 6 of the Statement of Co-
operative Identity. Co-operatives desire such behaviour in their managers. Strengthening the leader’s ability to 
communicate effectively on co-operative principles and values is an asset for co-operatives. 

In terms of applying a co-operative mindset, Professor Côté (2014) found that after completing the learning, 
individuals were able to apply a co-operative approach to business, which supported an increase in ethical behaviour 
as well as the confidence to express co-operative principles. 

Additionally, these individuals increased their strategic thinking ability (Côté, 2014). Today’s world is complex, and 
this behaviour change supports more co-operative alignment in decision making. Although linked to co-operative 
action, this increase in strategic perception will be beneficial in broader leadership application. 

In summary this case study demonstrated that increasing co-operative knowledge and understanding leads to an 
increased capacity to reflect and engage with the co-operative difference (Côté, 2014) for the leaders that completed 
the Saint Mary’s Master’s program. 

Co-operative Leadership Outside of CGL 
External organizations have much to offer CGL from their experiences and success. 

Mondragon Cooperative Corporation (MCC) 

Mondragon Co-operative Corporation in Spain demonstrates active awareness of co-operative principles and values 
throughout their people, processes and performance. To achieve this culture, they apply co-operative “principles 
and values through a Management Model as a competitive advantage” (Mondragon, 2012, p. 6). The model develops 
leaders’ understanding and provides direction on how the principles are “implemented in day-to-day management” 
(Mondragon, 2012, p. 9). 
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Figure 3: MCC Corporate Management Model 

 

 

     (Mondragon, 2012, p. 13) 

Additional to the model, MCC’s “Cooperative Leadership Programme” (Otalora, 2015) provides training on 
behaviours to enable leaders to fulfill the expectation that they will be “a beacon of cooperative conduct” 
(Mondragon, 2012, p. 28). During a 2014 MMCCU study tour, workers and managers shared that it is challenging to 
deliver on the principles and values; however, they are committed to honouring them. They have a strong ability to 
make collective decisions, support co-operation, listen well, and innovate and they set targets around increased 
autonomy of their workers. 

Vancity Credit Union 

Based in British Columbia, Canada, Vancity Credit Union, has an interesting approach on leadership behaviour that 
is quite different from that of MCC. Eric Bulmash, Manager of Leadership and Learning in the People Solutions 
department with Vancity, provided insight in an interview on May 1, 2015. He explained that Vancity doesn’t have a 
specific or comprehensive competency model around Co-operative behaviour for leaders. They focus instead on 
recruitment of individuals with values that resonate with co-operative values and principles. Once hired, Vancity’s 
extensive training/onboarding program takes over and they introduce behaviour expectations. Key leadership 
competencies such as, “Relevant and Connected”, “Committed to our Collective Success” and “Confident” align with 
co-operative principles and values. They “set the tone of co-operation” according to Mr. Bulmash. Documentation 
provides clarity about what the competency behaviour is and is not, guiding understanding and practical application 
of the competency as well as performance expectations. 

Sustainability Talent Management: The New Business Imperative by Coro Strandberg 

Funded by Servus Credit Union and Assiniboine Credit Union, Coro Strandberg (2015b) compiled a report which 
delivers “Five Sustainability Leadership Competencies”. The definition of sustainability put forth in her work 
“includes social and environmental considerations in business” (Strandberg, 2015b, p. 5). CGL approaches co-
operative identity with the full embedment of sustainability making this research relevant to the broader topic of 
co-operative leadership competency at CGL. 
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Figure 4: Five Sustainability Leadership Competencies 

 

(Strandberg, Sustainability Talent Management: The New Business Imperative, 2015) 

Together the five competencies – Systems thinking, External collaboration, Social innovation, Sustainability literacy 
and Active values - build strong leadership qualities and skills to enable future sustainable and commercial success.  

Professor Tom Webb Interview 

Professor Tom Webb, Saint Mary’s University Co-operative Education Program, was interviewed for this research 
(June 4, 2015). Drawing on extensive academic and business experience and achievements in the co-operative 
sector, Professor Webb shared that co-operative leaders keep principles and values at the forefront of operations 
and decision making. He said that leaders behaving co-operatively will be driven by the question, “what is different” 
because of the principles and values? They will refer to the Statement of Identity and ask, “if we really believe that, 
what would we do differently?”. Co-operative leaders would treat every stakeholder equally and make “tough clear 
choices that are co-operative value based”.  

During the interview, Professor Webb stressed the “need to be able to measure how successfully co-operative 
purpose, values and principles have been integrated into the daily operations of the co-operative.”. His 
recommended tool is the Co-operative Index developed by a Saint Mary's University team. The CoopIndex, which 
has been used by Mondragon and North American co-operatives, is a tool for measuring performance in relation to 
co-operative identity. It helps co-operatives maintain and strengthen their competitive advantage as co-operatives 
(Stocki et al, 2012). Modification and implementation of this tool for CGL were also recommended by Peter Clarke 
(2014) in his report. 

Key findings from external research 

• MCC’s example successfully integrates co-operative identity focus for leaders and demonstrates 
that commitment and integrity with the Statement of Co-operative Identity are critical. 

• Vancity successfully demonstrates the ability to focus on collective success through co-operative 
values based recruitment and employee on-boarding. 

• Coro Strandberg’s five competencies provide a comprehensive framework that is directly 
transferrable and applicable to co-operative leadership competency at CGL. 
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• Co-operative behaviour would involve regularly asking the question Tom Webb put forth, “if we 
believe that, what are we doing differently?” (Webb, 2015). 

• Measurement of co-operative leadership behaviour and identity is critically important. 

Independent Research, Methodology and Results 
The primary research for this paper was a survey with both qualitative and quantitative components. The survey 
requested empirical information and data from CGL respondents. 

Additionally, interviews of key stakeholders were conducted to provide background and develop recommendations. 

The survey consisted of ten questions that focused on: 

• Co-operative based leadership behaviour described in terms of active evidence and reflective 
ideas. 

• Assessment of the need for more co-operative value-based leadership behaviour at CGL. 
• Ideas and suggestions on what types of action would promote co-operative leadership based 

behaviour further. 
• Self assessed knowledge levels of the Statement of Co-operative Identity for the participants, 

groups and the organization. 

There were four groups of participants included in the survey (Figure 5) and all are currently employed by one of 
CGL’s insurance companies. 

Figure 5: Survey Participants 

 

The survey participants were selected to collect a wide view of feedback and included all leadership levels from 
senior leaders to supervisors. Students and graduates of the Saint Mary’s University Master’s program (MMCCU) 
contributed their informed ideas and input. There was strong participation from the newest group of LEAD (CGL’s 
corporate management training program) participants, who are leaders identified with strong future potential . The 
OBS (Operations Business Solutions) leaders are from a client service area within CGL. This group has participated in 
some intentional learning focused on the Statement of Co-operative Identity. Each group has been given equal 
weighting in the roll up calculations of the survey. The survey was distributed to approximately 135 individuals and 
41 completed the survey, at a 30% participation rate overall. Participation was voluntary. 

Comment: The focus of survey participants was leaders within CGL. It is possible that input from wider groups could 
vary results. A further study focusing on followers versus leaders would be interesting future research for CGL. The 
highest participation rate of 56% was OBS leaders, likely related to their recent session on co-operative identity. 
Closely following the OBS group was the LEAD participants who are an engaged group of present and future leaders. 
The lowest participation rate was in the executive or VP group with 16% completing the survey. This is another area 
for future consideration or research. Participation rates could be driven by the timing of the request. It is noteworthy 
that 30% of the MMCCU group completed the survey. 

41 Survey Participants

11 Vice Presidents

6 MMCCU Students

11 LEAD Participants

13 OBS Leaders
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Quantifiable Results 

Figure 6: Understanding Co-operative Identity 

 

Comment: The results indicate a good level of understanding within the pool of survey participants. This is 
encouraging in terms of the awareness levels leaders have of the Statement of Co-operative Identity. 

Figure 7: Co-operative Principles and Values at The Co-operators 

 

Comment: It is interesting that the participants indicate less understanding in the general staff population than they 
have themselves. 88% of respondents rate knowledge at the CGL at somewhat or lower compared to the 30% self-
rating in the previous question. Could this mean more focus is required beyond the leadership level? Again, this 
aspect could be reviewed in future research. 

Figure 8: Communicating Co-operative Principles and Values 

 

 

How well do you understand "the 
statement of co-operative identity"?

30% somewhat understand

60% understand very well

10% understand extremely well

How well understood do you believe these                    
co-operative principles and values are at 

The Co-operators?

18% not that well

70% somewhat understood

10% understand very well

2% extremely well

Are you comfortable speaking with staff about 
co-operative principles and values?

6% not that comfortable

45% somewhat comfortable

36% very comfortable

13% extremely comfortable



Sandra Dawe 

____________________________________________________________________________________________ 

International Journal of Co-operative Accounting and Management                                                                  19                

Comment: This question targets one of the main behaviours of a co-operative leader, which is communicating about 
co-operative components with staff members. It is noteworthy that 51% responded that they are somewhat or less 
comfortable to speak on this topic. The highest scores on this question come from the MMCCU group with 86% 
being very or extremely comfortable speaking about co-operative principles and values. The lowest comfort level 
group was the OBS group with 69% rating themselves as not well to somewhat comfortable. This could be because 
more mid-level people leaders are contained in that group. The results leave a question, why, if leaders understand 
the statement, do they not feel comfortable talking about it? 

Figure 9: Need for More Co-operative Values Based Behaviour by Leaders 

 

Comment: There is strong agreement, with 77.5% of respondents indicating that more co-operative leadership 
behaviour is needed. The results for these last two questions indicate need for more co-operative values-based 
behaviour by CGL leaders. 

Key observations from quantitative results 
• There is fairly strong knowledge within some groups of leaders at CGL. Many examples were 

provided of co-operative leadership behaviour in action. 
• Leaders need more comfort with the Statement of Co-operative Identity to increase their comfort 

in speaking about it. 
• A majority of respondents (77.5%) indicate that more co-operative leadership behaviour is needed 

at CGL. 
• Across the groups of respondents there were some striking response variables: MMCCU students 

were personally most comfortable with and knowledgeable about the statement and also rated 
the understanding within the organization at the lowest level of any group. This result confirms 
the finding of Professor Côté (2014) that knowledge develops understanding and results in co-
operative behaviour changes. With their strong knowledge and comfort in speaking about co-
operative principles and values, the MMCCU group has much to offer CGL on their co-operative 
identity journey. It can be fairly stated that this group has the most co-operative knowledge and 
therefore perhaps more weight should be applied to their responses. That approach was not taken 
in summarizing these results; however, further reflection on this component of the research may 
add value when establishing action plans. 

Qualitative Results 

There are three dominant feedback areas on Co-operative Leadership Behaviour (CLB) from the qualitative survey 
questions (What CLB is; How to increase CLB; Why CLB is valuable). These are summarized below from the 
information respondents provided with consideration given to the frequency and relevance of their comments. 

Do you believe that more                 
co-operative values based behaviour 

by leaders is needed?

31 yes

7 no

2 unsure
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What Co-operative Leadership Behaviour (CLB) Looks Like 
The definition of behaviour is “the way in which one acts or conducts oneself” (Google, 2016), thus it is the 
intentional action that leaders take in terms of the Statement of Co-operative Identity that we are talking about. It 
is through action that successful achievements are accomplished. 

Respondents described what CLB looks like and their comments are grouped into four key practical areas where co-
operative values based action by leaders was identified. These areas were presented by multiple respondents with 
value placed on the frequency that the behaviour is mentioned. These behaviours are interconnected much as the 
principles and values are interwoven and interdependent to and with each other.  

1. Co-operative Communication: best described as actively talking about co-operative 
2. principles and values and identifying linkages to actions within communications. This includes 

openly sharing both personal and business actions that align to co-operation with key 
stakeholders. 

3. Service to People: includes listening, involving, informing, responding, developing 
4. relationships with internal and external stakeholders. This leadership approach is about service to 

people (clients, employees, members etc.). Consideration of all current and future stakeholders is 
included. 

5. Co-operative Decision Making/Collaboration: involves applying the principles and values of co-
operation in decision making. Directly tied to active communication it is critical that decisions be 
linked to co-operative principles and values. To be effective in the world today decisions must 
provide collaborative solutions to address the extreme challenges facing this planet and its people. 
This involves striving to generate collaboration, and synergy across communities, teams and 
functions will drive solutions that rise to economic, environmental and societal challenges. 

6. Co-operation Avocation: leaders actively engaged, knowledgeable and making positive 
contributions in their community, participating and promoting the co-operative movement and 
supporting environmental sustainability. 

The survey respondents spoke to sustainable action, including “walking the talk” of social, economic and 
environmental objectives. Since CGL has recently embedded sustainability into their strategy of co-operative 
identity, a separate survey question was presented asking how “being a catalyst for a sustainable society” is 
demonstrated by leaders. Answers ranged from sustainable products and services to the behavioural components 
this paper focuses on. Behaviours described were: being active in communities; joining and supporting co-
operatives; being person centered; learning to collaborate externally; making forward thinking decisions; and noting 
the success of “our co-operative identity that got us to where we are today”. The answers from this question confirm 
that leaders see sustainable action as being embedded in co-operative identity. These sustainable actions are 
encompassed in the four behaviour groupings above. 

How to Increase Co-operative Leadership Behaviour 
Participants put forth interesting and creative approaches that will drive increases of co-operative leadership 
behaviour at CGL. 

1. Build explicit accountability of this behaviour into HR programs (recruitment, performance 
management, competency model, compensation, bonus programs and recognition awards). 

2. Heightened communication around co-operativism and leadership expectations. Focused and 
frequent communication on co-operative identity. Providing practical examples to assist leaders in 
understanding and delivering more co-operative leadership behaviour. 

3. Develop a co-operative leadership competency that would reside within CGL’s competency model. 
In the words of one respondent, there is an opportunity here to “better describe in pragmatic  
terms what the behaviours look like”. This competency would set expectations around 
performance for leaders in terms of co-operative behaviour. 
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4. Develop training programs and create opportunities for co-operative experience within the CGL 
learning approach. It was suggested that this focus could be embedded into current leadership 
development programs as well as the utilization of external education programs. 

5. Provide examples for leaders of what co-operative leadership behaviour looks like in action. Ms. 
Bardswick, CEO of CGL, is an excellent role model of co-operative leadership behaviour for CGL’s 
leadership population. Demonstrate this behaviour at all leadership levels. 

6. Several respondents suggested the provision of a scorecard or other measurement tools to 
monitor co-operative leadership behaviour at individual and organizational levels. 

Why Increase Co-operative Leadership Behaviour? 
In total 77.5% of respondents put forth the view that more co-operative leadership behaviour is needed and 
proceeded to explain their view. Their desire is “a sustainable future” where CGL continues to act with strong ethics. 
They identified a need to “use all the co-operative advantages to distinguish ourselves from the pack”. 

Responses on Why CGL Would Increase Co-operative Leadership Behaviour 
• Preparedness for “succession needs for the future due to retirees”. 
• “Strategic effort to ensure that the culture of co-operation continues to be fostered/encouraged”. 
• “If leadership doesn't exhibit that behaviour, employees will not”. There was feedback that 

different companies within CGL have different positions of co-operative identity. Participants put 
forth that we need to be a “co-operative without borders”. 

• “Competitive edge is tied to this behaviour”. Competitive fit will strengthen along with continuous 
improvement and innovation through co-operative leadership behaviour. 

• “In some areas leaders demonstrate high co-operative values, in other areas there is a disconnect”. 
• “I believe that our more Senior Management Team may be well versed in this area but not so much 

at the supervisor/manager levels”. 
• “Leaders have to know they are entrusted with our co-operative identity with their daily actions 

and words. If they are misaligned, there is a serious problem”.  

The survey results have provided a framework of examples that describe co-operative leadership behaviour. The 
responses indicate desire and opportunity for more CLB from leaders and put forth strong reasons for making this 
change. 

Analysis 

Summation of Research 

1. Co-operation at a global level is a solution for many problems and CGL actively desires to 
contribute towards this vision. 

2. CGL has co-operative identity as a strategic focus and this strategy is critical to their business and 
co-operative success. It is noted that this co-operative has accomplished a great deal in terms of 
achieving co-operative identity and is ready to take a further step on that pathway. 

3. Leaders implement strategy and leadership behaviour is a key to successful results. The successful 
results of strategic implementations increase when leaders are aligned and prepared. 

4. Large numbers of CGL’s people leaders do not have direct involvement with member owners or 
governance activities of this co-operative. This limits co-operative knowledge, experience and thus 
behaviour within a large leadership population. 

5. Co-operative identity is defined by the ICA Statement of Co-operative Identity. The statement 
provides and describes co-operative difference and provides unified direction for the co-operative 
movement. 

6. Leadership competency requirements drive leadership behaviour and leadership behaviour 
achieves results, when monitored, measured and rewarded.  

7. Internal analysis and surveys find the need to embed more co-operative leadership behaviour at 
CGL. Survey responses of CGL people leaders suggest how to achieve this. 
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8. Co-operative management training has a positive and direct impact on the level of co-operative 
leadership behaviour. 

9. CGL’s co-operative advantage will be strengthened through more internal co-operative behaviour. 
10. Global co-operative organizations and leaders provide practical examples and guidance that will 

assist CGL on their journey 
11. Specific tactical examples are needed to illustrate the practical application of co-operative 

leadership behaviour for CGL people leaders. 

These facts indicate that CGL will benefit by explicitly embedding co-operative methodology with a clear practical 
application of co-operative leadership behaviour into their HR mechanisms for their people leaders. 

Recommendations: Introduce a Co-operative Leadership Competency 
The effectiveness of leaders to deliver on strategy grows when their competencies are developed to provide the 
foundation for successful strategic achievement. In light of their current strategy and in keeping with their co-
operative purpose, CGL’s performance will be enhanced by embedding an explicit co-operative leadership 
competency into its performance management system. This will grow and develop organizational co-operative 
identity at CGL. The purpose of a co-operative is different from other business models, so it makes sense that there 
is a different and unique approach in place to direct the performance and behavioural expectation of leaders. It is 
critical that the new competency be aligned with the Statement of Co-operative Identity. 

Below is a draft definition of a co-operative leadership competency that fits within the current framework of the CGL 
HR model. 

Co-operative Leadership Competency: values, knowledge and behaviours that promote and reflect the 
Statement of Co-operative Identity. This competency is utilized to promote co-operative values based 
leadership behaviour leading to successful business, social and environmental results. 

The model in Figure 10 is put forth as a compilation of the research review of this paper and demonstrates how a 
co-operative leadership competency would function when embedded at CGL. Comprised of three aspects, values 
(Coop Passion), knowledge (Coop Acumen) and behaviour (Coop Behaviour) flow through Co-operative Identity to 
form a Co-operative Leadership Competency that is the engine of co-operative performance. The model supports 
the development of a formal and explicit stated co-operative leadership competency embedded into CGL’s 
Leadership Competency Model.  

Figure 10: Co-operative Leadership Competency 

Co-op 
Acumen 

Co-op 
Passion 

Co-op 
Identity 
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Co-op Passion: is the alignment of leaders’ personal values with co-operative values and principles. This positions 

leaders to act from passionate commitment while driving accomplishments in economic, social and environmental 
terms. Values alignment will build leadership courage. As Kathy Bardswick has said, courage comes from a deep 
belief in one’s mission (ICMIF, 2015). Achieving the next level of co-operative performance in terms of social and 
environmental objectives will require mutual consideration by all stakeholders. Collaboration to meet common 
needs will be fueled by shared and collective values systems. 
 
Practical Application 

• Leaders striving to maintain high levels of consciousness, taking action “to develop and pursue 
higher purpose within self, teams and business” (Strandberg, 2015b, p. 13). Leaders actively 
developing self-awareness and higher self-purpose which will enable ethical decision making. 

• Reflection on the Statement of Co-operative Identity to contemplate personal values alignment 
with co-operative principles and values. Regular self-reflection and assessment of personal values 
and behaviour. This involves reviewing the ICA Statement and asking Tom Webb’s question “if we 
really believe that, what would we do differently?”. 

• Leaders being courageous about putting their values to work at work, leading to further examples 
of doing the right thing when faced with challenging decisions. 

Co-op passion and values fit is an integral component in recruitment and leadership development. The “active 
values” competency contained in Ms. Strandberg’s (2015b) model has many relevant and valuable applications that 
CGL could leverage in the promotion of this foundational component of co-operative leadership behaviour. Although 
Ms. Strandberg has not explicitly used the Statement of Co-operative Identity, her work was modeled in 
collaboration and in strategic partnership with co-operative organizations. 

Comment: There were a few remarks in the survey responses and in interviews that acknowledged that the strong 
co-operative culture at CGL meant leaders behave co-operatively as a direct result of culture without needing to 
understand co-operativism. Likely this is true at times; however, without intention behind leadership actions there 
is a loss of purposeful connection with co-operative identity which would limit achievement potential. Another 
respondent comment was that “it is my personal values which impact my behaviour more than co-operative values”, 
which points both to the importance of understanding personal values and to their role in driving behaviour. With 
alignment to co-operative values there is a strengthening of potential and deeper awareness of personal values. 

Co-op Acumen: is the knowledge that leaders require to understand co-operation and interpret the Statement of 

Co-operative Identity. It is not possible to model co-operative identity without a solid understanding of what co-
operative identity is. Co-op acumen can be developed through experiences, education and training. The research of 
this paper would indicate a review of CGL training programs to enhance co-operative learning in terms of social, 
economic and environmental factors. CGL has excellent programs in place with opportunity to embed further co-
operative and sustainability content. 

With the recent change that places sustainability goals within co-operative identity at CGL, it is important to focus 
on sustainability knowledge. Ms. Strandberg describes this as “the knowledge of how environmental, economic and 
social sustainability impacts the organization and how the organization impacts sustainability” (Strandberg, 2015b, 
p. 12). CGL has a wealth of sustainability knowledge produced by their corporate sustainability team and this 
information is readily available. Promoting wider understanding for leaders and embedding more content into 
training would enable the development and growth of co-op acumen. 

Practical Application: 

• Leaders actively learning about co-operatives through various methods and experiences. 
• Performance plans would include objectives on learning more about co-operation including 

sustainability. 
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• Co-operative identity themed town halls with Senior Leaders talking about co-operative identity 
and sharing their co-operative based stories. 

• Leaders joining co-ops and participating in the governance of those co-operatives. Communicating 
about those experiences with stakeholders and encouraging others to get co-operatively active. 

• Learning more about CGL’s member owners, their members and their business. Actively 
supporting these co-operatives. 

• Participation in the Saint Mary’s University programs. (There are three programs available to meet 
different individual needs.) 

• Further utilize IMCIF’s Advanced Management Course, and the ON Coop Co-operative 
Management Certificate (CMC). 

• Utilizing the Co-operative Index tool to measure co-operative management performance. 
• This will not only set expectations for performance but grow co-operative knowledge. 
• Finding innovative ways to keep the co-op conversations going and top of mind will encourage 

development of knowledge for the leader and their staff. 

Co-operative Identity: sitting in the center of the model is the personal actualization, meaning and development 

of the co-operative common purpose that occurs through values alignment and deep understanding of co-operation. 
Once leaders develop their Co-op Passion and Co-op Acumen they will actualize their co-operative connection and 
leadership behaviour will shift further towards co-operative leadership action. This shift was demonstrated in the 
research findings of Professor Côté (2014). 

Practical Application: This reflective internalization is a bit harder to see and therefore hard to describe in pragmatic 
terms. It is the establishment of co-operative based activism and motivation that occurs through shared values and 
belief, causing behaviour change. In essence, it is a shift or alignment of personal identity and desire. This could be 
called co-operative actualization. 

Co-operative Leadership Behaviour: is co-operative leadership externalized action taken from a vantage point of 

co-operative identification. The leader’s motivation and foundation of co-operative values and knowledge generates 
action. The co-operative behaviour comes from alignment of the leader’s personal values with the Statement of Co-
operative Identity. 

Practical Application: examples can come in many ways as was shared within the survey of CGL leadership. In 
particular, the four groupings of behavioural examples listed above and taken from the summarized qualitative 
survey results demonstrate co-operative leadership behaviour. Below are some examples of this behaviour which 
are not prioritized nor intended to be an exclusive listing.  

• Co-operative Communication - talking about co-operative identity and practising active listening. 
• Service to People - which includes modeling a servant style of leadership. 
• Co-operative Decision Making – applying co-operative principles and values when making 

decisions. 
• Internal and external collaboration- seeking collective and mutual successful outcomes for all 

stakeholders through inclusive approaches. 
• Co-operative Avocation – actively modelling co-operative behavior (Mondragon, 2012) at work 

and in the community. 
• Co-operative knowledgeable leaders questioning “If we really believe that, what would we do 

differently?” (Webb, 2015). 
• Initiating and promoting innovation and out of the box performance of teams. 

Co-operative leadership behaviour flows from values, through learning and into action as illustrated in Figure 11. 
Individuals move through an internal state of reflection and learning into actively externalized co-operative 
behaviours. The key for leaders is to move into informed values-based co-operative action within their management 
roles. It is a skill that evolves from active practice built from a mix of art, science, and courage 
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Figure 11: From Co-operative Values to Co-operative Leadership 

 

Co-operative leadership behaviour is the focus in this paper; however, it follows for all roles and co-operative 
stakeholders, that aligning values and gaining co-operative knowledge will increase co-operative behaviour and 
identity. This flow of behaviour change fits with CGL’s Organizational Development approach of Learn Develop 
Perform. 

Comment: At times co-operative leadership behaviour can look like leadership behaviour in other business models. 
However, in these cases it would be the co-operative intention or the “why” behind the action that is the co-
operative motivation versus market driven thinking. Many aspects of leadership are taught through programs such 
as the MBA. It is not the intention of this paper to suggest that the elements of those programs are not necessary or 
valuable for CGL. There is overlap between these bodies of knowledge and both are important to be a successful 
people leader at CGL. 

Benefits: An Explicit and Embedded CGL Co-operative Leadership Competency 
There are a number of benefits for CGL in increasing co-operative leadership competency as it directly links to the 
success of their new strategy and impacts cohesion for all stakeholders. Below is a summary of benefits: 

1. Increasing co-operative leadership behaviour links and enhances broad success in that stronger 
co-operative identity not only fulfills the purpose of co-operation, it enhances the ability to deliver 
improved client engagement and provides pathways to innovative solutions in terms of effective 
expense management. Peter Clarke (2014) predicted in the closing comment of his report that “if 
we do not internally demonstrate our senior level understanding of our identity, our commitment 
to execute co-operative advantage and engage affinity groups will suffer, and we will not be able 
to differentiate ourselves from our competitors in the broader marketplace”. By implementing a 
co-operative leadership-based competency, CGL can mitigate negative market impacts. 

2. By increasing co-operative leadership behaviour, the desired “culture of high performance” (CGL, 
2015a) is stimulated and encouraged through the intrinsic connection of co-operativism for 
leaders, staff, advisors, clients and other key stakeholders. Again, the work of Peter Clarke (2014) 
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pointed to benefits from “greater leadership embedment” that will drive an improved 
performance culture as well as develop the “shared understanding of what it means to be a co-
operative”. 

3. The advantage of being a co-operative is only as strong as the presence of the co-operative 
difference. By engaging leaders in co-operative behaviours, CGL can increase the co-operative 
advantage. Professor Daniel Côté (2000) in Co-operatives and the New Millennium speaks of how 
co-operative advantage enhances certain competitive advantages in a highly competitive world.  

4. Protection of future success for CGL will be strengthened, as when co-operatives fail, it is often 
noted that the leaders had moved away from co-operative identity. This is the case in the recent 
situation of the Co-operative Bank in the UK. In essence, strong co-operative behaviour by leaders 
promotes future co-operative success and builds leadership bench strength in terms of succession 
planning for future co-operative and business performance. 

5. Leaders with strong co-operative identity will be aware of and respond to social conditions 
generating business solutions and community connection. They will be constantly developing 
teams in the delivery of the co-operative purpose and demonstrating the right thing to do in 
variable situations. For CGL this translates to improved focus on unmet business, social and 
environmental needs. Social and environmental concerns both impact CGL’s business outcomes as 
well as sustaining the planet for future generations. Leaders that are informed and active in co-
operative behaviour will be positioned to strongly deliver products and services that address 
economic, social and environmental needs.  

6. Achieving higher levels of co-operative identity and connection with the larger co-operative 
movement will be driven by co-operatively focused leaders. There will be successful business 
outcomes of growth and long-term profitability due to higher levels of client engagement. There 
is a proven co-operative advantage that comes with the achievement of walking the talk of 
co-operative identity. 

7. By further exampling co-operation in their products, services and behaviours, CGL connects to 
their clients through human values and demonstrates the global mandates of the ICA Blueprint for 
a Co-operative Decade (ICA, 2013). 

8. Clients and other stakeholders will connect to the strong human and financial values of co-
operation, such as the financial spread of surplus to communities and people. This difference 
demonstrates the purpose of co-operation and creates competitive advantage that grows 
exponentially with the achievement of co-operative identity. Unified purpose of co-operation 
connects to stakeholders intrinsically and makes business sense while bringing co-operative values 
and principles to life. 

Recommendation Summary 
Research and benefits analysis support a recommendation that CGL proceed to embed an explicit co-operative 
leadership competency into their HR management programs. Leaders are strategically critical to the delivery of the 
co-operative identity strategy and mission. This approach will build clarity of performance expectations around co-
operative identity. The provision of supportive recruiting, on-boarding, learning, training and development aspects 
will increase co-operative identity, more quickly enhancing the delivery of the 2015-2018 strategic plans and 
objectives. In order for this to be successful, measurements are needed and the CoopIndex should be fully explored 
as it has the ability to provide both leader and organizational level feedback. These recommendations would benefit 
from being grouped into a Co-operative Leadership Development Program to ensure effective development and 
delivery of this new approach. These recommendations develop “shared and unified understanding” (Clarke, 2014) 
of what co-operative identity is and provide “mechanisms for measuring progress towards embedment” (Clarke, 
2014). CGL’s people leaders will be positioned to increase their co-operative performance and CGL’s Co-operative 
Identity will strengthen. 

CGL Update on Current Competency Review 

In a recent interview with Shelly Lang (August 17, 2015), Organizational Development Manager, who has been 
actively working on the competency review, Ms. Lang shared that “The Co-operators is in the final stages of 
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reviewing a model which proposes to emphasize a distinct competency at both the Leader and Individual Contributor 
levels, focused on co-operative behaviours. The model also provides for a balanced approach to incorporating co-
operative behaviours under all the other competencies, at all levels in the organization. The intention is that it is a 
clear and integrated approach to demonstrating co-operative values and principles”. This is good news and “it will 
be ideal if we can demystify what being a leader in a co-operative means and support each other in living our values”. 

Conclusion 
This paper has examined Co-operative Leadership Behaviour at CGL as well as the value of increasing co-operative 
leadership competency. A model, tools and recommendations have been presented to enable growth of this critical 
leadership component. It is time for increased co-operative leadership behaviour at CGL. This will           

S (social) E (economic) E (environmental) strategic achievements unfold. 
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1. Introduction 
 

Banking, due to its inherently risky nature and built-in jeopardy relating to high leverage, fiduciary responsibility, 
and asset-liability mismatches, demands the highest level of governance standards and regulatory oversight. 
Flannery (1998) pointed out that excessive risk-taking by banks can create significant negative externalities and 
systemic risk, which is one of the reasons that the banking system is heavily regulated. However, notwithstanding 
the regulations, the quality of governance at the level of banking institutions plays a significant role in their stability 
and financial soundness. Boyd and Runkle (1993) argued that banking supervisors fear the failure of bigger banks 
much more than the failure of smaller banks as the former is more likely to result in macroeconomic instability. This 
dichotomy often results in a perceived de facto sovereign guarantee for large banks but the same might not be 
available in the case of smaller banks. Therefore, while governance remains a cornerstone for all banks, any 
vulnerabilities in the governance structure could be far more damaging for smaller banks. This paper is an attempt 
to examine the quality of governance and its relationship with the financial performance of Scheduled Urban 
Cooperative Banks (UCBs) in India.  

The structure of banking in India comprises several categories of banks. Amongst these, the Primary Cooperative 
Banks, also known as Urban Cooperative Banks (UCBs) in India are registered as cooperative societies under the 
provisions of either the State Cooperative Societies Act(s) of the state concerned or the Multi-State Cooperative 
Societies Act, 2002. These are essentially cooperative societies, licensed by the Reserve Bank of India for conducting 
banking business. In terms of business, as on March 31, 2019, there were 1544 UCBs with an aggregate asset size of 
₹ 599213.72 Crore (₹ 5992.14 billion, Table 1). To put it in perspective, this was about 3.61% of the aggregate asset 
size of scheduled commercial banks in India. Therefore, in terms of the size of the business, UCBs in India are 
comparatively small but they are of socio-economic importance. Within the UCBs, the scheduled1 banks, despite 
being only 3.5% of the total number of UCBs, controlled about 48% of the total assets of the UCB sector as on March 
31, 2019 (Figure 1). In the case of UCBs, there have been concerns about their financial soundness and quality of 
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governance. Kumar and Srivastava (2020) analyzed the reasons for the failure of UCBs in India and concluded that 
the manifestation of governance and managerial malpractices in poor asset quality, liquidity constraints, and ill-
preparedness to tackle business and environmental upheavals, caused their failure. A sound governance structure 
portends the trust of depositors in the bank’s ability to safely keep their funds and honour its liabilities. Several UCBs 
have faced problems due to governance deficiencies and therefore, it is quite pertinent to evaluate the quality of 
governance in UCBs and its relationship with their key financial parameters. Scheduled UCBs with a sizeable presence 
in the UCB sector provide ample scope for the study.  

 
 

Table 1: Financial Position of UCBs (₹ Crores, 1 Billion = 100 Crore)  
Scheduled UCBs All UCBs 

2017 2018 2019 2017 2018 2019 

Number of UCBs 54 54 54 1562 1551 1544 

Deposits 207,247.26 212,041.12 225,687.51 443,468.85 456,506.84 484,315.85 

Advances 129,182.41 136,822.38 146,571.55 261,201.91 280,459.59 303,017.76 

Total Assets 254,338.89 264,757.71 284,928.72 539,924.23 563,251.51 599,213.72 

 

 

 

 

 

 

 
 

 

 
 

 

[Source (Table 1/ Figure 1) – Report on Trend and Progress of Banking in India, RBI, 2017-18/ 2018-19] 

The rest of the paper is organized as follows. Section 2 deals with the governance in UCBs. Section 3 provides a 
discussion about governance and financial performance. Section 4 presents a review of relevant literature, followed 
by Section 5 containing the objectives, sample, and methodology of the paper. Section 6 presents a detailed data 
analysis using regression, correlation, and hypotheses testing, followed by a summary of findings in Section 7 and 
the conclusion in Section 8. References and endnotes are followed by the appendix, which contains the 
questionnaire used. The words, Governance, and Corporate Governance have been used interchangeably in this 
paper. 

2. Governance in Urban Cooperative Banks 
Governance is a system by which organizations are managed and controlled in accordance with transparent 
published rules and regulations, both ethical and legal, in pursuit of the Urban Cooperative Banks’ purposes. It is 
concerned with how organizations are run generally and in particular with the relationship between the 
management of an organization and its stakeholders. A sound system of governance helps implement effective and 
efficient management practices and align the incentives of the board of directors and senior managers with those 
of other stakeholders. All Cooperative Banks, being highly leveraged organizations and repositories of public 
trust, require a robust governance framework. Moreover, in the context of developing economies, banks usually 
have a dominant role in the financial system and have a significant impact on the growth of the real economy (Levine, 
1997). Further, Caprio and Levine (2002) pointed out that corporate governance at cooperative banks assumes 
greater significance on account of two factors: first, opacity in banking due to their inherent nature and consequent 
greater information asymmetries between insiders and other stakeholders; and second, intense banking regulations 
tend to impede organic corporate governance and control mechanisms. In this connection, Das and Ghosh (2004) 
argued that banking regulations, for instance, an effective deposit insurance scheme, reduce monitoring by insured 

Figure 1: Contribution of Scheduled UCBs in the entire UCB Sector 
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depositors and thereby increase incentives for rent-seeking and shifting bank assets to more risky investments by 
the management. They also opined that regulatory restrictions on the concentration of ownership generally 
interfere with one of the main mechanisms for exerting corporate governance through interested ownership. 
However, in the case of cooperative banking institutions, regulation and supervision must not only co-exist with the 
corporate governance standards but these should reinforce each other. This necessitates that banking supervisors 
should closely monitor the quality of corporate governance in banks as an essential element for their safe and sound 
functioning, as any governance lapses may adversely affect the bank’s risk profile. Well-governed banks provide 
comfort to supervisors by reducing the need for supervisory intervention, as supervisors can place more reliance on 
the bank’s internal processes. On the contrary, poor governance standards at banks make the job of supervisors 
more onerous and create distrust between the supervisor and supervised entity. 

While the importance of corporate governance for banks cannot be overemphasized, in the case of UCBs, the 
corporate governance has come into sharp focus as serious governance problems in some UCBs have threatened 
the profile and identity of the entire cooperative banking system in India (Vishwanathan, 2018). The case of UCBs is 
a little different from commercial banks because an inherent governance conflict exists in their structure. The prime 
objective of a cooperative is to look after the interests of its members, and hence, in a cooperative bank, it is quite 
natural to have a tussle between the interests of members (most of them may be borrowers), and those of 
depositors (several may be non-members). Therefore, Vishwanathan (2018) advocated that it is necessary to ensure 
proper segregation of the governance roles between adherence to the cooperative principles by the UCB and the 
operations of the entity as a bank funded by public deposits. 

Implementation of good governance in banks goes much beyond adherence to prudential regulations to establish 

best practices and sound systems and controls. The Cadbury’s code2 in the United Kingdom was the starting point, 
which led to many other codes. Effective corporate governance depends upon the commitment of the key people 
in the organization. The first and foremost is the commitment of the management to the principle of integrity and 
transparency in business operations. The second is the legal and administrative frameworks created by the 
government and the third is an effective system of market discipline and 360-degree supervisory oversight. 
Moreover, the board of directors should be ultimately responsible for the operations and financial soundness of a 
bank. Besides, banks should have an adequate number of directors who, as a whole, are capable of exercising 
judgment independently of the views of the management, or external interests. Therefore, the board must also 
include independent members with specialized skill sets. Participation of independent, professional directors in 
various board-level committees is also expected to ensure adherence to the highest standards of governance 
standards. Such guidelines for banks are in place in India taking a cue from the Bank for International Settlements 
(BIS) guidelines for corporate governance in banks, which provide a well-designed architecture for effective 
corporate governance in banks. The BIS guidelines place overall responsibility of governance on the boards of banks 
and lay thrust on requisite qualifications. They require banks to put in place an appropriate governance structure 
and delineation of senior management’s responsibility, besides deciding the risk appetite, remuneration, and other 
policies. The guidelines also emphasize transparency, internal audit, independent risk management, and supervisory 
guidance3. This paper has made use of most of such criteria for the assessment of the quality of Governance in 
scheduled UCBs and its relationship with their financial performance.  

3. Governance and Financial Performance of UCBs 
Good governance systems, professional management, and sound internal control systems are meant to ensure 
efficiency and integrity in operations, which in a medium to long term should boost financial and structural 
soundness of the UCBs. Accordingly, a better quality of governance in UCBs is expected to positively nudge their 
financial performance. One of the important governance functions is that the board must keep a watch on bank’s 
financial performance by seeking periodic detailed reports from the senior management. Being a cooperative and 
democratic organization, active participation of members in the governance of UCBs, through the election of the 
Board and Annual General Meetings, is one of the cardinal principles of their corporate governance. In a similar 
setting, Branch and Baker (1998) concluded that member ownership and control is key to the success of credit 
unions. Therefore, it is expected that a high-quality governance structure should have a two-way favourable impact 
on the financial performance of UCBs. First, good governance standards shall ensure adoption of best business 
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practices and integrity in operations, which will help plug leakages through a robust system of checks and balances. 
The second-round positive impact on financial performance is expected to come from the vigilant monitoring of 
operations and financial performance by senior management and the board. Thirdly, Cooperative Banks need a 
management culture committed to cooperative values and purposes. This paper leveraged the body of work already 
undertaken in this area and attempted to make a further contribution in the context of scheduled UCBs in India. 

4. Review of Literature 
A large number of studies have examined the relationship between governance and firm performance. Though not 
many studies examined this relationship specifically in the context of cooperative banks, some of the notable 
contributions brought out several relevant issues which have been built upon by this paper in the context of 
scheduled urban cooperative banks in India. 

Bhagat and Bolton (2013) in their efforts to measure director ownership in boards of US companies found a 
significant negative relationship between board independence and operating performance during the pre-2002 
period, but a positive and significant relationship post-2002. The distinguishing factor between the pre- and post-
2002 periods was the enactment of the Sarbanes-Oxley Act of 2002 in the USA, which mandated that all members 
of a listed firm's audit committee must be independent. In the case of credit unions, Mugennyi (2010) contended 
that despite the rapid growth and the importance attached to credit unions in the microfinance sector, their biggest 
challenge remained the corporate governance mechanism. The corporate governance indicators used in the study 
of credit unions by Nkwati and Akame (2017) were chiefly (i) board role and composition; (ii) transparency and 
disclosure; (iii) auditing and compliance; and (iv) risk. They argued that just as is the case of other indicators of 
financial performance, such as loans and liquidity, the profitability indicators are also influenced positively by the 
above four governance indicators. The authors found that good corporate governance functioned as a veritable tool 
to enhance the financial performance of microfinance institutions as a whole and the credit unions in particular. 
However, business advisory and funding support services, for instance, lending by UK Industrial Common Ownership 
Finance Limited to cooperative start-ups that could not raise their capital, also played a key role in the success of 
small cooperatives. 

To determine the impact of governance on the performance of banks, Ali (2011) undertook an empirical study of a 
sample of 10 Tunisian banks for the period 1997-2007, which showed a positive association between external 
administrators and performance. The study also indicated that managers lacked control while the board of directors 
seemed to exert a lot of power. Results also revealed a negative association between the presence of a group of 
dominant shareholders and bank performance. 

Based on a sample of 14 banks listed on Jordan’s Amman Stock Exchange, during 1997 to 2006, Tomar and Bino 
(2012) investigated the influence of corporate governance (namely, ownership structure, board composition, and 
board size) on the bank performance. The results showed that ownership structure and board composition had a 
strong impact on bank performance. Results indicated that banks with institutional majority ownership had the best 
performance but the size of the board had no effect on the bank's performance. In a study on cooperative banks of 
12 countries namely, France, Greece, Bulgaria, Germany, Denmark, Luxembourg, Portugal, Poland, Cyprus, 
Netherlands, Australia, and Finland over a period ranging from 2004 to 2011, Maroua (2015) found that the 
governance of cooperative banks had a significant influence on their performance. It was also noticeable that the 
membership variable had a strong impact on performance. However, information asymmetry and conflicts of 
interest amongst members resulted in a significant and negative impact on the performance of cooperative banks. 
Yamori, Harimaya, and Tomimura (2017) sought to examine the effect of governance‐related variables on 
performance across stock and cooperative banks in Japan and established that a large number of board members 
had negative effects on the efficiency of both stock and cooperative banks. On the other hand, the presence of 
outside directors had a significant effect on efficiency measures for cooperative banks, whereas the same had no 
significant effect on stock banks. These results suggested that the presence of outside directors was more necessary 
for cooperative banks than for stock banks, which were subjected to comparatively stronger market discipline. Since 
member-driven cooperative banks being endogenous in their operations faced comparatively less market scrutiny 
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and pressure from shareholders, a discipline imposed by the presence of outside directors in their boards had a 
positive impact on their efficiency. 

This paper has contributed to the existing body of knowledge on the subject by identifying significant factors relating 
to the governance structure of UCBs along its three dimensions, namely, democratic structure, professionalism, and 
control. It filled the gap which existed in the body of knowledge on the subject due to insufficient work on the 
relationship of governance and financial performance concerning cooperative banks. 

5. Objectives, Sample, Methodology, and Limitations 
This paper assessed the quality of governance systems in scheduled UCBs, and also examined the relationship 
between the effectiveness of corporate governance in scheduled UCBs and their financial performance. The quality 
and effectiveness of the governance were measured by computing a governance score. A model for computing an 
overall governance score, comprising three sub-components of democratic structure, professional management, 
and control systems was developed by assigning a weight of 25%, 40%, and 35%, respectively, for the above sub-
components. In all, 21 parameters were used for scoring, out of which 19 parameters were distributed across the 
above three components, and 2 were supplementary add-on parameters. The scoring model developed and used 
for the study is placed in the Appendix. Information about the model parameters was sought from the scheduled 
UCBs voluntarily without informing them about the respective weights of the model parameters. Out of the 54 
scheduled UCBs in India, 36 responded, which makes the sample for the study covering about 67% of the population 
in terms of the number of banks and about 77% of the total asset size of scheduled cooperative banks. Based on the 
information supplied by the banks, respective sub-scores for democratic structure, professional management, 
control systems, and an overall governance score were computed. Financial performance of scheduled UCBs was 
measured by the mean value of their key financial indicators for the last three years, which are available on the 
database link on the Reserve Bank of India (RBI) website. Suitable statistical tools were used for analysis and 
interpretation.  

Limitations: A difficulty in assessment of certain aspects of corporate governance namely, the quality of discussions 
and deliberations in board-level committees, adherence to arm’s length principles in connected transactions, the 
integrity of board members, etc., is a limitation of this paper. However, the researchers ensured that the questions 
posed for computation of the governance score were direct and unambiguous and had minimal scope for 
interpretational/perceptual errors.  

6. Data Analysis & Interpretation 
The governance score was computed for the 36 scheduled urban cooperative banks (UCBs) who responded to the 
questionnaire used for the study. The governance score was a 10-point scoring model with three components, 
namely, democratic structure, professional management, and control systems with maximum scores of 2.5, 4.0, and 
3.5 points, respectively. The assumption of our research, based on the literature above, is that the democratic 
process, systems for internal supervision, and management control represent the three key elements in any analysis 
of cooperative governance. Giving the lowest rating to the democratic process may seem contrary to cooperative 
identity but we feel the reality of low levels of membership participation and the membership’s distance from 
decision making on a day-to-day basis in large cooperatives makes a small reduction in the weighting a simple 
recognition of reality. The wide acceptance of the agency problem in literature and the privileged position of 
executive management in access to and distribution of information justifies assigning management the higher 
weighting. It is critical, however, for the management not to hide behind boards, merely on an insistence on the 
cooperative context, but to accept responsibility for upholding an ethical agency contract based on cooperative 
identity and purpose. The third element in the scoring process is certainly very important as the professional 
processes still need ethical human implementation to work. The distribution of the computed governance scores of 
scheduled UCBs is presented in Figure 2. 
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It could be observed that 11% of the banks scored 6 or more out of 10, 31% scored between 5 and 6, 53% scored 
between 3 and 5, and 5% scored less than or equal to 3 in the overall governance score. For the analysis, governance 
scores between 5 and 6 were referred to as high scores (31% banks), and those equal to or more than 6 (11% of the 
banks) were designated as very high governance scores. 

6.1 Descriptive Statistics of the Governance Score and its Components 

Descriptive statistics of the overall governance score of the scheduled UCBs under study is placed in Table 2. To test 
for normality, the One-Sample Kolmogorov-Smirnov test was applied. Results of the test are provided in Table 3. 
Test results showed that the variables representing the overall governance score, control systems, and professional 
management showed p-values greater than 0.05 and hence, these adhere to a normal distribution. The variable 
representing democratic structure had a p-value less than 0.05 and hence, it did not conform to a normal 
distribution. However, transformed to its square, the squared variable representing democratic structure had 
improved its normal distribution characteristics (p-value ~ 0.01). 

 

 

 
 

  

Table 2: Descriptive Statistics - Governance Score and its Components 

SCORES FOR - 

N Minimum Maximum Mean Std. Deviation Skewness 

Statistic Statistic Statistic Statistic Statistic Statistic Std. Error 

DEMOCRATIC STRUCTURE  
(DEMO) 

36 0.00 1.95 1.3292 0.30668 -2.201 0.393 

PROFESSIONAL MANAGEMENT 
(PROF) 

36 0.90 3.80 1.8633 0.62769 0.945 0.393 

CONTROL SYSTEMS  
(CONTL) 

36 0.80 3.25 1.7606 0.62743 0.448 0.393 

GOVERNANCE SCORE 
(GOV_SC) 

36 1.72 6.90 4.8232 1.11934 -0.274 0.393 

Valid N (listwise) 36       

< = 3
5%

> 3 <= 5
53%

> 5 < 6
31%

>= 6
11%

Figure 2: Distribution of Overall Governance Score in Scheduled UCBs (10 Point 
Scale)
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Table 3: One-Sample Kolmogorov-Smirnov Test 

 DEMO (DEMO)^2 PROF CONTL GOV_SC 

N 36 36 36 36 36 

Normal Parametersa,b Mean 1.3292 1.8581 1.8633 1.7606 4.8233 

Std. Deviation .30668 .65791 .62769 .62743 1.11937 

Most Extreme Differences Absolute .222 .173 .107 .106 .079 

Positive .178 .165 .107 .106 .078 

Negative -.222 -.173 -.074 -.063 -.079 

Test Statistic .222 .173 .107 .106 .079 

Asymp. Sig. (2-tailed) .000c .008c .200c,d .200c,d .200c,d 
a. Test distribution is Normal.  b. Calculated from data.  
c. Lilliefors Significance Correction. d. This is a lower bound of the true significance. 
 

Test Result: Variables - Null hypothesis of normal distribution can’t be rejected (p > 0.05). PROF, CONTL, and GOV_SC conform 
to a normal distribution. However, DEMO does not follow a normal distribution. (DEMO) ^2 is not perfectly normal but the 
transformation has improved its normality. 
 

Following variables represent scores for – 
 

DEMO – Score for Democratic Structure, PROF – Score for Professional Management,  
CONTL – Score for Control Systems, GOV_SC – Governance Score 

 

6.2 Regression Analysis for Governance Score 

The overall governance score comprised three components, namely, democratic structure, professional 
management, and control systems. A regression analysis, presented in Table 4, showed a significant regression 
estimate with adjusted R-Square at 0.924. The Durbin Watson test value at 2.1 indicated almost no autocorrelation 
in data, and the Variance Inflation Factor (VIF) was found close to 1.0 for all the independent variables which 
indicated no multi co-linearity in the data. The estimated equation was as follows. 

GOV_SC = 0.186 + 0.422*(DEMO)^2 + 1.134*(PROF) + 0.988*(CONTL) 

 

 

Where, CONTL: Score for Control Systems, PROF: Score for Professional Management,  
DEMO: Score for Democratic Structure, GOV_SC: Governance Score. Constant, not significant. 

 

  Table 4: Regression Analysis for Governance Score 

Model Summaryb 

Model R R Square Adjusted R Square 
Std. Error of the 

Estimate 
Durbin-
Watson 

1 0.965a 0.931 0.924 0.30790 2.143 

a. Predictors: (Constant), CONTL, PROF, DEMO-SQ 
b. Dependent Variable: GOV_SC 

ANOVAa 
Model Sum of Squares df Mean Square F Sig. 

1 Regression 40.821 3 13.607 143.534 .000b 

Residual 3.034 32 .095   
Total 43.854 35    

a. Dependent Variable: GOV_SC  b. Predictors: (Constant), CONTL, PROF, DEMO-SQ 

 



Governance and Performance of Scheduled Urban Cooperative Banks in India 

______________________________________________________________________________ 

36                                                                                  International Journal of Co-operative Accounting and Management     

 
The above regression estimate is reliable (Durbin Watson and VIF test) and highly significant (p-value < 0.01) for all 
the explanatory variables but not for the constant. A high value of adjusted R-Square showed that the three 
predictors were able to explain 93.1% of the variation in the dependent variable, and hence, a non-significant 
character of the constant did not take away the significance of the regression estimate. The adjusted R-Square was 
very close to R-Square, and hence, the model did not suffer from the problem of too many predictors. The estimated 
equation showed that the 10-point Governance Score of scheduled UCBs, as computed by the model used for the 
paper, could increase (decrease) by 1.134% against a 1% increase (decrease) in the score for professional 
management. Further, a 1% increase (decrease) in the score for control systems could bring a 0.988% increase 
(decrease) in the governance score. Finally, a 1% increase (decrease) in the score for democratic structure could lead 
to an increase (decrease) of 0.844% (2 * 0.422) of the score for democratic structure in the governance score. To 
illustrate, if a bank’s score for the democratic structure is 1.5 (out of a maximum score of 2.5 assigned for democratic 
structure in the scoring model), a 1% increase (decrease) in the score for the democratic structure will lead to a 

1.266%4 increase (decrease) in the governance score. 

Based on the above regression estimate, the following deductions are made regarding the impact of the three 
explanatory variables, namely, score for democratic structure, professional management, and control systems on 
the overall governance score. 

The score for professional management had a direct impact on the governance score at an increasing rate. A change 
of 1% in its score caused a 1.134% change in the governance score. 

The score for control systems had a direct impact on the governance score at a slightly decreasing rate. A change of 
1% in its score caused a 0.988% change in the governance score. 

The score for democratic structure operated with a threshold at 1.185 which represented a 47.4% mark in the score 
for democratic structure. At this threshold score for democratic structure, a 1% change in it caused an equivalent 

percentage change in the governance score5. However, for banks scoring more than 47.4%, any change in the score 
for the democratic structure had an increasing rate impact on the governance score. Similarly, for banks scoring less 
than 47.4%, any change had a decreasing rate impact on the governance score. This meant that as per the scoring 
model used for this paper and the above estimated significant regression equation, banks performing better (score 
>= 1.185 out of 2.5) on the democratic score gained more by further enhancing their democratic character. However, 
other banks, scoring less than the threshold governance score, needed to cross the minimum threshold level to have 
a positive impact on their overall governance score. In the case of the banks covered by the study, 80.6% of banks 
obtained equal to or more than the threshold score for democratic structure with an average value of 1.43. 

The above discussion highlighted the importance of all three components of the governance score. To further 
understand the interaction of important governance parameters, the following paragraphs present a detailed 
analysis of key governance and financial parameters and their relationships.  

Coefficientsa 

Model 

Unstandardized Coefficients 
Standardized 
Coefficients 

t Sig. 

Collinearity Statistics 

Beta Std. Error Beta Tolerance VIF 

1 (Constant) 0.186 0.234  0.795 0.432   
DEMO-SQ 0.422 0.081 0.248 5.180 0.000 .942 1.061 

PROF 1.134 0.084 0.636 13.461 0.000 .968 1.033 

CONTL 0.988 0.084 0.554 11.703 0.000 .966 1.036 

a. Dependent Variable: GOV_SC 
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6.3 Descriptive Statistics of Key Governance and Financial Parameters 

Following the discussion about the governance score and its three components in the previous section, Table 6 
presents the descriptive statistics of select components of the overall governance score of scheduled UCBs as per 
the scoring model placed in the Appendix. Instead of listing the details of all 21 parameters used in the model, the 
table presents only ten select parameters which were found to have a good correlation with the scheduled UCBs’ 
key financial parameters. This reduced the size of tables and helped in a simple and clear presentation. An 
explanation of these select ten parameters is presented as follows (Table 5). 
 

Table 5: Select Governance Parameters (abbreviation used and their explanations) 

M_ELECT Member Participation in Elections 
(Higher Participation – Higher Score) 

CEO_QUAL CEO’s Educational Qualifications 
(Higher Qualifications – Higher Score) 

M_AGM Member Participation in AGM 
(Higher Participation – Higher Score) 

BD_TRAIN Training of Board Members 
(Higher Percentage of Training – Higher Score) 

2_MORE_TE
RMS 

More than Two Consecutive Terms for 
Board Members  
(More Terms – Lower Score) 

STF_TRAIN Training of Staff 
(Higher Percentage of Training – Higher Score) 

BD_FAM Family Members in Board 
(More Family Members – Lower Score) 

COMPL_D Existence of the Compliance Department 
(Score for the department, else zero) 

DIR-QUAL Director’s Educational Qualifications in 
finance, accounts, or IT 
(Higher Qualifications – Higher Score) 

PROF_AD Attendance of Professional Directors in Audit 
Committee Meetings 
(Higher Percentage of Attendance– Higher Score) 

Other parameters used for computation of governance score, as per model (Appendix), though reflected in the component 
and overall score, did not show any significant correlation with key financial parameters. 

 

 

Table 6: Descriptive Statistics – Select Governance Parameters 

 
N Minimum Maximum Mean 

Std. 
Deviation Skewness 

Std. 
Error 

Statistic Statistic Statistic Statistic Statistic Statistic Statistic 

(i) Select Parameters – Democratic Structure 
 

Member Participation in Elections 
(Higher Participation – Higher Score) 

36 .00 .45 .1417 .07973 1.139 .024 

Member Participation in AGM 
(Higher Participation – Higher Score) 

36 .00 .45 .1542 .05654 3.720 .026 

More than Two Consecutive Terms for Board 
Members  
(More Terms – Lower Score) 

36 .00 .45 .2167 .10420 .751 .036 

Family Members in Board 
(More Family Members – Lower Score) 

36 .00 .90 .8167 .18439 -2.894 .136 

(ii) Select Parameters – Professional Management 
Director’s Educational Qualifications 
(Higher Qualifications – Higher Score) 

36 .00 .90 .4167 .21844 .645 .069 

CEO’s Educational Qualifications 
(Higher Qualifications – Higher Score) 

36 .30 .90 .6333 .26619 -.227 .106 

Training of Board Members 
(Higher Percentage of Training – Higher Score) 

36 .00 .90 .3667 .21647 .600 .061 

Training of Staff 
(Higher Percentage of Training – Higher Score) 

36 .00 .45 .1875 .11550 1.516 .031 

(ii) Select Parameters – Control Systems 
Existence of the Compliance Department 
(Score for department, else zero) 

36 .00 .50 .3472 .23359 -.881 .058 

Attendance of Professional Directors in Audit 
Committee Meetings 
(Higher Percentage of Attendance– Higher Score) 

36 .00 .45 .3083 .13862 -.575 .051 

Valid N (listwise) 36       
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These ten select parameters were tested for normality using the One-Sample Kolmogorov-Smirnov test. Results of 
the test are below in Table 7. Test results showed that all ten variables representing select components of the 
governance score showed a p-value less than 0.05 and hence, these did not adhere to a normal distribution. This 
necessitated the use of non-parametric techniques for correlation analysis and hypothesis testing in the subsequent 
sections. 
 

Table 7: One-Sample Kolmogorov-Smirnov Test: Select Governance Parameters 

 M_ELECT M_AGM 
2_MORE_T

ERMS BD_FAM 
DIR-

QUAL 
CEO_Q

UAL BD_TRAIN STF_TRAIN COMPL_D PROF_AD 

N 36 36 36 36 36 36 36 36 36 36 

Normal 
Parametersa,

b  

Mean .142 .154 .217 .817 .417 .633 .3667 .188 .347 .308 

Std. 
Deviation 

.080 .057 .104 .185 .218 .266 .21647 .116 .234 .139 

Most 
Extreme 
Differences 

Absolute .403 .502 .350 .452 .342 .286 .343 .461 .438 .236 

Positive .403 .502 .350 .326 .342 .228 .343 .461 .257 .153 

Negative -.403 -.443 -.233 -.452 -.241 -.286 -.268 -.317 -.438 -.236 

Test Statistic .403 .502 .350 .452 .342 .286 .343 .461 .438 .236 

Asymp. Sig. (2-tailed) .000c .000c .000c .000c .000c .000c .000c .000c .000c .000c 

a. Test distribution is Normal. b. Calculated from data.  c. Lilliefors Significance Correction. 

Result – Null hypothesis of normal distribution rejected (p < 0.05). Test distribution for all variables is not normal. 

 
Table 8 presents the descriptive statistics of the key financial parameters of the scheduled UCBs. One-Sample 
Kolmogorov-Smirnov test for a test of normality is presented in Table 9. Test results showed that all the financial 
variables except NIM and ROA showed a p-value less than 0.05 and hence, these did not adhere to a normal 
distribution.  
 

Table 8: Descriptive Statistics: Key Financial Parameters 

(₹ Crore) 
(1 Billion = 100 Crore) 

N Minimum Maximum Mean Std. Deviation Skewness 

Statistic Statistic Statistic Statistic Statistic Statistic 

Capital 36 10.49 366.36 83.8928 81.83416 1.967 

Reserves 36 -581.64 3621.69 349.4442 653.62251 3.849 

Deposits 36 396.57 34936.32 4593.7903 6463.69313 3.399 

Investments 36 186.05 9818.15 1488.3803 1905.68533 2.923 

Advances 36 109.43 23600.89 2940.1344 4438.77873 3.377 

Assets 36 563.56 46224.83 5721.9919 8334.88772 3.677 

PAT 36 -11.16 255.34 31.0761 48.24252 3.374 

NIM (%) 36 1.25 4.03 2.7928 .63730 -0.115 

ROA (%) 36 -1.97 1.54 .5822 .63230 -1.800 

CRAR (%) 36 -542.40 41.90 -1.4728 93.38526 -5.872 

ROE (%) 36 -7.07 40.87 7.7856 7.20611 2.543 

Valid N (list wise) 36      
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Table 9: One-Sample Kolmogorov-Smirnov Test: Key Financial Parameters 

 Capital Reserves Deposits Investments Advances Assets PAT 
NIM 
(%) 

ROA 
(%) 

CRAR 
(%) 

ROE 
(%) 

N 36 36 36 36 36 36 36 36 36 36 36 
Normal 
Parametersa,b 

Mean 83.89 349.44 4593.79 1488.38 2940.13 5721.99 31.08 2.79 .58 -1.47 7.79 

Std. 
Deviation 

81.83 653.62 6463.69 1905.69 4438.78 8334.89 48.24 .64 .63 93.39 7.21 

Most Extreme 
Differences 

Absolute .243 .294 .298 .29 .321 .299 .271 .109 .144 .494 .193 

Positive .243 .294 .298 .287 .321 .299 .271 .109 .103 .355 .193 

Negative -.185 -.264 -.258 -.247 -.262 -.268 -.223 -.087 -.144 -.494 -.120 

Test Statistic .243 .294 .298 .287 .321 .299 .271 .109 .144 .494 .193 

Asymp. Sig. (2-tailed) .000c .000c .000c .000c .000c .000c .000c .200c,d .056c .000c .002c 

a. Test distribution is Normal.  c. Lilliefors Significance Correction. 
b. Calculated from data. d. This is a lower bound of the true significance. 

Result – Null hypothesis of normal distribution rejected (p < 0.05) for all variables except NIM and ROA. Test distribution for all 
variables is not normal for all variable except NIM and ROA.  

 

Having studied the nature of data-points about the governance score, its components/parameters and the key 
financial parameters, the following section examines correlation to better understand the symbiotic nature of these 
parameters. 

6.4 Correlation of the Governance Score, its Components and Parameters with Key Financial Parameters  

Table 10 presents the nonparametric correlation using Kendall’s tau model. However, as NIM and ROA followed a 
normal distribution, Pearson correlation coefficients are also computed for NIM and ROA with reference to the 
scores for governance components. 

 
It can be observed from Table 10 that the overall Governance Score has a statistically significant positive, though not 
very strong, correlation with certain financial parameters, namely, Reserves, Deposits, Advances, Assets, and Profit 
after Tax (PAT). Though a correlation analysis does not indicate causation, it means that these financial parameters 
of scheduled UCBs moved positively along with the governance score. Looking at the individual components of the 
governance score, the democratic structure had a significant positive correlation with NIM. Professional 
Management correlated positively with Capital, Deposits, Advances, and Assets. It could be inferred that the banks 
with a better score for professional management enjoyed a superior position in these financial parameters. 
Regarding the control environment, positive correlations were observed in respect of Reserves, Deposits, 
Investments, Advances, Assets, and PAT. 

Having discussed the significant correlations of the components of governance score with key financial parameters, 
Table 11 presents nonparametric correlations of the select parameters of the governance score with the key financial 
parameters.  

Table 10: Correlation of the Components of the Governance Score with Key Financial Parameters 

Nonparametric Correlations (Kendall's tau_b) - Correlation Coefficient and their Significance (N = 36) 
SCORES FOR 
- Capital Reserves Deposits 

Investment
s Advances Assets PAT NIM  ROA  CRAR  ROE  

Democratic 
Structure 

-0.032 0.029 -0.043 -0.138 -0.050 -0.058 0.054 0.219@ 0.177 0.232 0.188 

Professional 
Mgmt. 

0.291# 0.300 0.349* 0.201 0.421* 0.311# 0.201 0.128 0.015 -0.040 0.014 

Control 
Environment 

0.267 0.348* 0.426** 0.398* 0.400* 0.443** 0.383* 0.042 0.138 0.133 0.093 

Overall 
Governance  

0.375* 0.436** 0.501** 0.326 0.533** 0.471** 0.414* 0.013 0.081 -0.053 0.110 

(Higher Score -Better Position). @ Pearson Correlation of 0.360, significant at 5%. 
 

** Significant at 1%, * Significant at 5%,  # Significant at 10% 



Governance and Performance of Scheduled Urban Cooperative Banks in India 

______________________________________________________________________________ 

40                                                                                  International Journal of Co-operative Accounting and Management     

Table 11: Correlation of the Select Parameters of Governance Score(s) with Key Financial Parameters 

Nonparametric Correlations (Kendall's tau_b) (N = 36) 

SCORES FOR –   Capital Reserves Deposits 
Invest
ments Advances Assets PAT NIM  ROA  CRAR  ROE  

M_ELECT -0.093 -0.048 -0.071 -0.121 -0.052 -0.090 -0.119 0.150 -0.036 0.173 0.207 

M_AGM 0.023 0.329** 0.238 0.159 0.284# 0.204 0.216 0.062 0.136 0.306# 0.363
* 

2_MORE_TERMS 0.005 0.085 0.065 0.003 0.045 0.049 -0.029 0.048 -0.070 -0.027 -0.010 

BD_FAM 0.047 0.112 -0.009 -0.118 0.030 -0.039 0.212 0.348* 0.331* 0.361* 0.254 

DIR-QUAL 0.102 0.172 0.177 0.030 0.223 0.137 0.131 0.007 0.019 -0.135 0.110 

CEO_QUAL 0.188 0.118 0.144 0.121 0.139 0.147 0.164 0.177 0.157 -0.043 -0.006 

BD_TRAIN 0.029 -0.057 -0.013 -0.141 0.086 -0.053 -0.122 0.218 -0.066 0.092 0.033 

STF_TRAIN 0.263 0.130 0.079 -0.012 0.134 0.050 0.152 0.294# 0.126 0.127 0.121 

COMPL_D -0.055 0.119 0.084 0.142 0.026 0.113 0.148 0.200 0.203@ 0.340* 0.038 

PROF_AD 0.059 0.124 0.073 0.050 0.121 0.068 -0.023 0.068 -0.116 -0.157 -0.022 

@ Pearson Correlation Coefficient 0.345, significant at 5%.  

** Significant at 1%, * Significant at 5%, # Significant at 10%. 

It can be observed that participation in a bank’s annual general meeting (AGM) has a significant positive, but not 
very strong, correlation with the position of Reserves, Advances, Capital Adequacy (CRAR), and Return on Equity 
(ROE). It can be argued, therefore, that higher participation of members in the AGM strengthens the market 
discipline on UCBs and thereby catalyses the bank’s position regarding these financial parameters. Moreover, 
greater participation of members in the AGM ensures that the economic interest of members is accorded due 
importance and thereby, such banks, quite intuitively, produce a higher return on equity (ROE).  

Another crucial result was related to the presence of family members6 in the bank’s boards. A higher score on this 
count meant a lesser presence of family members in the board. This variable positively correlated with Net Interest 
Margin (NIM), Return on Asset (ROA), and Capital Adequacy (CRAR). This is very important as it shows that banks 
with more independent boards (less or nil presence of family members) have a propensity to perform better in terms 
of NIM, ROA, and CRAR. Further, training of staff had a significant positive correlation with the net interest margin 
(NIM). It can be argued that better-trained staff can handle the business better and thereby achieve higher NIM. In 
another significant result, a higher score for a well-functioning compliance department had a positive correlation 
with ROA and CRAR. 

The above correlation analysis provided very useful insights about the relationship between governance and the 
financial performance of scheduled UCBs. Besides, it is also important to understand the significant differences in 
the characteristic of banks based on their scores across the governance components. To facilitate the analysis, the 
next section presents a clustering of the governance components into two groups, namely, higher scores and lower 
scores, based on a certain cut-off. The normal cut-off was fixed intuitively around 50%, i.e., 1.5 out of 2.5 for 
democratic structure, 2 out of 4 for professional management, 2 out of 3.5 for control systems, and 5 out of 10 for 
the overall governance score. Group-1 represented the banks scoring equal to or better than the cut-off and Group-
2 comprised banks scoring less than the cut-off. Additionally, scores for the democratic structure were also grouped 
based on the threshold score computed in Section 6.2. Moreover, one additional grouping was attempted for the 
overall governance score in respect of banks achieving very high scores compared to others. A summary of groupings 
and the number of banks falling into each group, used for key differentiator analysis, is presented in Table 12. 

6.5 Understanding the Key Differentiators using a Grouping Analysis  

Based on a grouping of key governance components, the Independent-Samples Mann-Whitney U Test was used to 
analyze if the banks falling into these groups showed significantly different characteristics in key governance and 
financial parameters. Rejection of the null hypothesis using the test proved that the groups were significantly 
different. To be brief, only the cases showing significant differences were included. The parameters not discussed in 
the following paragraphs did not show any significant difference across the groups of governance components. 
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Table 12: Grouping of Governance Parameters based on Scores 

Grouping of Governance Components 
based on scores for: (N=36) 

Group 1  
(Higher Scores) 

Group 2 
(Lower Scores) 

Democratic Structure 
(Max Score = 2.5) 

Score >= 1.5  (N = 14) Score < 1.5  (N = 22) 

Score >= 1.185  (N = 29) Score < 1.185  (N = 07) 

Professional Management 
(Max Score = 4.0) 

Score >= 2.0  (N = 13) Score < 2.0  (N = 23) 

Control Systems 
(Max Score = 3.5) 

Score >= 2.0  (N = 13) Score < 2.0  (N = 23) 

Overall Governance  
(Max Score = 10) 

Score >= 5.0  (N = 16) Score < 5.0  (N = 20) 

Score >= 6.0  (N = 04) Score < 6.0  (N = 32) 

N = Number of banks in groups.  
 

Key Deductions (based on the rejection of null hypotheses): 

 

(a) Democratic Structure and Multiple-Terms for Board Members: Banks with better democratic 
structure (score >= 1.5, Group-1) had comparatively lower instances of two or more continuous 
terms for their board members. (Table 13) 
 

Table 13: Group Statistics (Democratic Structure) 

Score for - DEMO-GR N Mean Std. Deviation Std. Error Mean 

TWO_OR_MORE_TERMS 1 14 .3107 .09236 .02468 

2 22 .1568 .05626 .01200 

Higher mean score means less instances of two or more continuous terms for board members. 

Hypothesis Test Summary 

 Null Hypothesis Test Sig. Decision 

1 The distribution of 
TWO_OR_MORE_TERMS is the same 
across categories of DEMO-GR. 

Independent-Samples Mann-
Whitney U Test 

.000a Reject the null hypothesis. 

Asymptotic significances are displayed. The significance level is .050. 
a. Exact significance is displayed for this test. 

 
(b) Threshold-Score for Democratic Structure and Presence of Family Members in Boards: Banks 

scoring more than the threshold-score7 for the democratic structure (score >= 1.185, Group-1) had 
a comparatively lower percentage of family members on their boards, and hence such boards were 
more independent (Table 14). 

(c) Threshold-Score for Democratic Structure and Educational Qualification of Board Members: 
Banks scoring more than the threshold8 score for democratic structure (score >= 1.185) (Group-1) 
also had a higher percentage of technically qualified (finance/accounts/IT) board members. This is 
a very important deduction which showed that banks with superior democratic control tend to 
have more qualified directors on their boards in comparison to other Group-2 banks (Table 14). 

 
Table 14: Group Statistics (Democratic Structure – Threshold Value) 

Score for - DEMO-THRESHOLD N Mean Std. Deviation Std. Error Mean 

BD_FAM 1 29 .8897 .05571 .01034 

2 7 .5143 .22678 .08571 

DIR-QUAL 1 29 .4552 .22134 .04110 

2 7 .2571 .11339 .04286 
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The higher mean score for family members in the board (BD_FAM) means the lower presence of family members 
in boards. The higher mean score for Director’s qualification (DIR_QUAL) means more board members with higher 
academic qualifications. 

Hypothesis Test Summary 
Null Hypothesis Test Sig. Decision 

Presence of 
family 
members in 
Boards 

The distribution of BD_FAM is the same across 
categories of DEMO-THRESHOLD. 

Independent-Samples 
Mann-Whitney U Test 

.000a Reject the null 
hypothesis. 

Qualification of 
Directors 

The distribution of DIR-QUAL is the same across 
categories of DEMO-THRESHOLD. 

Independent-Samples 
Mann-Whitney U Test 

.044a Reject the null 
hypothesis. 

Asymptotic significances are displayed. The significance level is .050. 
a. Exact significance is displayed for this test. 

 
(d) Quality of Professional Management and Net Interest Income: Banks scoring better in respect of 

professional management (Group-1), on average, had a higher cost of deposits by 63 basis points 
and they also performed better in respect of yield on advances by 95 basis points. Therefore, in a 
way, banks with a higher score for professional management had an advantage of about 32 basis 
points in their Net Interest Income (NII) than other banks (Group-2) (Table 15). 

(e) Quality of Professional Management and Educational Qualification of CEO: Banks obtaining 
comparatively high (Group-1) score for professional management were observed to have better-
qualified CEOs (Table-15). 

(f) Quality of Professional Management and Training of Board Members: Banks obtaining 
comparatively high (Group-1) scores for professional management had a higher percentage of 
directors who had attended relevant training programmes in comparison to Group-2 banks (Table-
15). 

 

Table 15: Group Statistics (Professional Management) 

 PROF-GR N Mean Std. Deviation Std. Error Mean 

Average Cost of Deposits (%) 1 13 6.66 .52080 .14444 

2 23 6.03 1.14625 .23901 

Average Yield on Advances (%) 1 13 11.48 .97255 .26974 

2 23 10.53 1.79389 .37405 

Score for CEO_QUAL 1 13 .9000 .00000 .00000 

2 23 .4826 .21669 .04518 

Score for BD_TRAIN 1 13 .5077 .18913 .05245 

2 23 .2870 .19142 .03991 
 

The mean value of Average Cost of Deposits and Average Yield on Advances represent actual percentage values. 
PROF-GR refers to groups made based on scores for professional management. 

Hypothesis Test Summary 

Null Hypothesis Test Sig. Decision 

i The distribution of Average Cost of Deposits (%) is 
the same across categories of PROF-GR. 

Independent-Samples 
Mann-Whitney U Test 

.047a Reject the null hypothesis. 

ii The distribution of Average Yield on Advances (%) is 
the same across categories of PROF-GR. 

Independent-Samples 
Mann-Whitney U Test 

.040a Reject the null hypothesis. 

iii The distribution of CEO_QUAL is the same across 
categories of PROF-GR. 

Independent-Samples 
Mann-Whitney U Test 

.000a Reject the null hypothesis. 

iv The distribution of BD_TRAIN is the same across 
categories of PROF-GR. 

Independent-Samples 
Mann-Whitney U Test 

.004a Reject the null hypothesis. 

Asymptotic significances are displayed. The significance level is .050. 
a. Exact significance is displayed for this test. 
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(g) Control Systems, Asset Size, and Operating Profit: Based on the grouping of banks in respect of 
their scores on control systems, Table 16 established that the banks with better control scores 
(Group-1) had much larger asset sizes in comparison to other banks falling in Group-2. In a way, it 
could be argued that with an increase in asset size, banks tend to put in place more sophisticated 
control systems. The operating profit of these two groups also differed significantly as evident from 
the rejection of the null hypothesis based on the Independent-Sample Mann-Whitney U Test. This 
again was a reiteration of proportionality of control systems to the size of business. In terms of the 
ratio of operating profit to assets, however, both groups ranked almost similar at 1.34%. 

 Table 16: Group Statistics (Control Systems) 

 CONTL-GR N Mean Std. Deviation Std. Error Mean 

Assets 1 13 10026.2885 12478.28345 3460.85314 

2 23 3289.1287 2907.57741 606.27180 

Op. Profit 1 13 133.6777 159.17794 44.14802 

2 23 44.1691 39.99792 8.34014 
 

Value of Assets and Operating Profit in ₹ Crore (1 Billion = 100 Crores). CONTL-GR refers to the groups 
made based on scores obtained by banks in respect of their control systems. 

Hypothesis Test Summary 

 Null Hypothesis Test Sig. Decision 

1 The distribution of Assets is the same 
across categories of CONTL-GR. 

Independent-Samples Mann-
Whitney U Test 

.022a Reject the null 
hypothesis. 

2 The distribution of Op. Profit is the same 
across categories of CONTL-GR. 

Independent-Samples Mann-
Whitney U Test 

.034a Reject the null 
hypothesis. 

Asymptotic significances are displayed. The significance level is .050. 
a. Exact significance is displayed for this test. 

 
(h) Overall Governance Score, Asset Size, and Profit: Based on the grouping of banks in respect of 

their overall governance score, Table 17 showed that the banks with higher governance scores 
(Group-1) had much larger asset size, profit before tax, and profit after tax in comparison to other 
banks falling in Group-2. Based on this and by looking at the distribution of governance scores, it 
can be argued that some degree of proportionality exists in business size and quality of 
governance. 

Table 17: Group Statistics (Governance Score) 

 GOVSC-GR N Mean Std. Deviation Std. Error Mean 

Assets 1 16 8591.6994 11449.8730 2862.4683 

2 20 3426.2260 3462.5373 774.2469 

PBT 1 16 64.0019 87.2900 21.8225 

2 20 29.6875 39.3143 8.7909 

PAT 1 16 45.5013 63.9073 15.9768 

2 20 19.5360 27.3400 6.1134 

DIR-QUAL 1 16 0.5625 .2156 .0539 

2 20 0.3000 .1377 .03078 

GOVSC-GR refers to groups made on the basis of Governance Scores (Group-1 >=5, Group-2 < 5). 
Assets, Profit Before Tax (PBT), and Profit After Tax (PAT) in ₹ Crore (1 Billion = 100 Crores). DIR-QUAL refers to 
scores obtained by banks for director’s qualification. 

Hypothesis Test Summary 

 Null Hypothesis Test Sig. Decision 

(i) The distribution of Assets is the same across 
categories of GOVSC-GR. 

Independent-Samples Mann-
Whitney U Test 

.026a Reject the null 
hypothesis. 

(ii) The distribution of PBT is the same across 
categories of GOVSC-GR. 

Independent-Samples Mann-
Whitney U Test 

.028a Reject the null 
hypothesis. 

(iii) The distribution of PAT is the same across 
categories of GOVSC-GR. 

Independent-Samples Mann-
Whitney U Test 

.021a Reject the null 
hypothesis. 



Governance and Performance of Scheduled Urban Cooperative Banks in India 

______________________________________________________________________________ 

44                                                                                  International Journal of Co-operative Accounting and Management     

(iv) The distribution of DIR-QUAL is the same 
across categories of GOVSC-GR. 

Independent-Samples Mann-
Whitney U Test 

.001a Reject the null 
hypothesis. 

Asymptotic significances are displayed. The significance level is .050. 
a. Exact significance is displayed for this test. 

 
 

(i) Overall Governance Score and Qualification of Directors: Banks obtaining comparatively higher 
(Group-1) scores for overall governance were observed to have better-qualified directors (Table 
17). 

(j) High Governance Score and CEO’s Qualification and Return on Equity: Looking at the above 
histogram of the governance score, a small number of banks attained very high scores. To evaluate 
the key differentiating factors of such banks obtaining very high governance scores (>= 6 out of 
10), Table 18 presented an analysis based on a comparison of two groups. Using the Independent-
Samples Mann-Whitney U Test, it was established that the banks with a very high governance score 
had highly qualified CEOs as a key differentiating factor. 

(k) High Governance Score and Return on Equity: It followed from the analysis that banks with a very 
high governance score achieved a comparatively higher return of equity (ROE) than other banks. 
The ROE of high governance-score banks was observed to be significantly better than the other 
banks by about 366 basis points, which was a sizeable difference. This excess ROE could be seen 
as a Governance Premium earned by the banks which were able to put in place an effective 
governance system (Table 18). 

Table 18: Group Statistics (Governance Score) 

 GOVSCHGR N Mean Std. Deviation Std. Error Mean 

CEO_QUAL 1 4 .9000 .00000 .00000 

 2 32 .6000 .26396 .04666 

ROE (%) 1 4 11.0350 1.83049 .91525 

 2 32 7.3794 7.53469 1.33196 

GOVSCHGR refers to groups made based on high Governance Scores (Group-1 >=6, Group-2 < 6). 
CEO_QUAL refers to scores obtained by banks for their CEO’s qualifications. Return on Equity (ROE) measures the ratio of 
net profit to equity share capital in percentage. 

Hypothesis Test Summary 

 Null Hypothesis Test Sig. Decision 

(i) The distribution of ROE (%) is the same across 
categories of GOVSCHGR. 

Independent-Samples 
Mann-Whitney U Test 

.044a Reject the null 
hypothesis. 

(ii) The distribution of CEO_QUAL is the same 
across categories of GOVSCHGR. 

Independent-Samples 
Mann-Whitney U Test 

.044a Reject the null 
hypothesis. 

Asymptotic significances are displayed. The significance level is .050. 
a. Exact significance is displayed for this test. 
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To sum up, this section analyzed the symbiotic relationship amongst the various governance 
components/parameters, and key financial parameters using a combination of three approaches, namely, (a) 
regression estimate for governance scores, (b) correlation analysis using nonparametric techniques, and (c) key 
differentiator analysis using hypotheses testing by a grouping of governance components. A summary of key findings 
is presented in the following section. 

7. Summary of Important Findings 
The quality and effectiveness of the governance in scheduled UCBs was measured by computing a 10-point 
governance score based on a model comprising three sub-components, namely, democratic structure (2.5 points), 
professional management (4.0 points), and control systems (3.5 points). Estimation of these components was based 
on a total number of 21 governance-related parameters. Scores for democratic structure ranged between 0.00 and 
1.95 (mean: 1.35), scores for professional management ranged from 0.90 to 3.80 (mean: 1.87), scores for control 
systems ranged between 0.80 and 3.25 (mean: 1.76), and scores for overall governance varied from 1.72 to 6.90 
(mean: 4.82). The symbiotic relationships amongst the overall governance score, its key components, significant 
parameters, and key financial parameters were analysed using regression analysis, correlation analysis, and 
hypotheses testing. The following is a summary of the key findings of the paper.  

7.1 Governance parameters and their interaction with the governance score 

a) The regression estimate of the governance score identified a threshold score for the democratic 
structure of scheduled UCBs at 1.185 (47.4% Score). Any rise or fall in the score for the democratic 
structure above the threshold had an increasing impact on the overall governance score but any 
increase or decrease below the threshold had a decreasing impact on the governance score. This 
meant that to gain from the democratic structure, there must be a minimum threshold of 
democratic character in the UCBs. 

b) The score for professional management had a direct impact on the governance score at an 
increasing rate. A change of 1% in its score caused 1.134% change in the governance score. 

c) The score for control systems had a direct impact on the governance score at a slight decreasing 
rate. A change of 1% in its score caused 0.988% change in the governance score. 

The above showed that all three governance parameters contributed to the quality of overall governance, and UCBs 
with strong democratic structures contributed more effectively towards the quality of overall governance. Quality 
of professional management emerged as the most important factor in the quality of governance in scheduled UCBs.  

7.2 Governance parameters, key financial parameters and their correlation 

a) A significant positive correlation of the governance score was found with certain financial 
parameters, namely, Reserves, Deposits, Advances, Assets, and Profit after Tax (PAT). It meant that 
these financial parameters of scheduled UCBs moved positively along with the governance score. 

b) In respect to the individual components of the governance score, the democratic structure had a 
significant positive correlation with the net interest margin (NIM). 

c) Quality of professional management correlated positively with Capital, Deposits, Advances, and 
Assets. Banks with a better score for professional management enjoyed a superior position in these 
financial parameters. 

d) Regarding the control environment, positive correlations were observed in respect of Reserves, 
Deposits, Investments, Advances, Assets, and Profit after Tax. 

e) Participation in a bank’s annual general meeting (AGM) had a significant positive correlation with 
Reserves, Advances, Capital Adequacy (CRAR), and most importantly Return on Equity (ROE). It 
could be argued, therefore, that higher participation of members in AGMs strengthened the bank’s 
position regarding these financial parameters and large participation of members in AGM to 
oversee their economic interests and to monitor the bank’s business resulted in a higher return on 
equity (ROE). 

f) Lower or nil presence of family members in boards positively correlated with the Net Interest 
Margin (NIM), Return on Assets (ROA), and Capital Adequacy (CRAR). It showed that banks with 
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more democratic and independent boards (less or nil presence of family members) had a 
propensity to perform better in terms of NIM, ROA, and CRAR. 

g) Further, training of staff had a significant positive correlation with the net interest margin (NIM). 
It could be argued that better-trained staff could handle the business better and thereby achieved 
higher NIM.  

h) In another significant result, the existence of a well-functioning compliance department had a 
positive correlation with ROA and CRAR. Intuitively, a well-functioning compliance department 
ensures continuous oversight of the business and compliance practices.  

Table 19 presents a summary of important correlations between governance components/parameters, and key 
financial parameters of scheduled UCBs. 

 

7.3 Key Differentiators of Better Governed Scheduled UCBs 

The following presents a summary of key differentiators which distinguished the banks with higher scores on various 
governance parameters with that of the banks with comparatively lower scores. 

a) Banks with better democratic structures (score >= 1.5) had comparatively lower instances of two 
or more continuous terms for their board members. 

b) Banks scoring more than the threshold-score9 for democratic structure (score >= 1.185) had a low 
or nil presence of family members in their boards. 

c) Banks scoring more than the threshold-score for democratic structure (score >= 1.185) also had 
better educationally qualified directors. This showed that the improvement in the democratic 
characteristics of UCBs also had an indirect positive influence on the quality of their professional 
management. 

d) Banks scoring better in respect of professional management had an advantage of about 32 basis 
points in their Net Interest Income (NII) than the other banks. 

e) Banks obtaining a higher score for professional management were observed to have CEOs with 
higher educational qualifications. 

f) Banks obtaining a comparatively higher score for professional management had a greater 
percentage of their directors having attended relevant training programmes. 

g) Banks with better scores for control systems had much larger asset sizes in comparison to other 
banks as an indication of proportionality of control systems to the size of business.  

h) Banks obtaining comparatively higher scores for overall governance were observed to have better-
qualified directors. 

i) Banks with very high governance scores had highly qualified CEOs as a key differentiating factor. 

Table 19: Significant Correlation of Governance Parameters with Financial Parameters 

Nonparametric Correlations (Kendall's tau_b) (N = 36) 

Governance 
Component 

Governance Parameters Financial Parameters   
(Positive Correlation coefficient/ significance) 

Democratic 
Structure 

Attendance of members in AGM – 
‘Member Participation’ 

ROE (0.363*), CRAR (0.306#) 

Lower/Nil presence of family members in 
Boards – ‘Independence of Boards’ 

NIM (0.348*), ROA (0.331*), CRAR (0.361*) 

Professional 
Management 

Training of Staff – ‘HR Quality’ NIM (0.294#) 

Control 
Systems 

Well-functioning Compliance Department 
– ‘Proactive Oversight’ 

CRAR (0.340*), ROA (0.345@) 

 

* Significant at 5%, # Significant at 10%. (correlation coefficients within parenthesis)  
@ Pearson Correlation significant at 5%.  
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j) Return on Equity (ROE) of very high governance score banks was observed to be significantly better 
than the other banks by about 366 basis points, which was a sizeable difference. This excess ROE 
could be seen as a Governance Premium earned by the banks which were able to put in place an 
effective governance system. 

A summary of key differentiators of the governance quality in scheduled UCBs is placed in Table 20.  

Table 20: Key Differentiators of the Governance Quality in Scheduled UCBs 

Governance Parameters Financial Parameters 

Lower instances of two or more continuous terms for board members.  
 

Higher Net Interest Income (NII) 
 
 

Higher Return on Equity (ROE) 

Low/ Nil presence of family members in bank’s boards. 
 

Better technically qualified directors. 
 

Better trained directors. 
 

CEOs with higher educational qualifications. 
 

Differentiators based on hypotheses testing using Independent-Samples Mann-Whitney U Test. 
(rejection of null hypotheses of same distribution across the categories of the higher score and lower score groups) 

 

8. Conclusion 
Governance as a latent force directs an organization to the right path, and therefore, it also positively nudges its 
financial performance. While several of such influences may be subtle and indirect, this paper brought out significant 
correlations of several governance parameters with key financial parameters such as NIM, ROA, CRAR, and ROE. The 
analysis showed that all three components of corporate governance in scheduled UCBs, namely, democratic 
structure, professional management, and control systems contributed to and shaped the quality and effectiveness 
of overall governance. The strength of democratic structure above a threshold and the quality of professional 
management contributed to the overall governance score at an increasing rate. The importance of the independence 
of boards for effective governance was vindicated by identification of parameters such as lower instances of more 
than two continuous terms for board members, and lower or nil presence of family members in boards as key 
differentiators for banks with high governance scores. Besides, the aspects such as educational qualifications of the 
CEO, qualifications relating to finance/accounts, and IT and training of directors, training of staff, etc., were assessed 
as significant differentiators of the quality of governance. Improved quality of professional management contributed 
to an uplift of about 32 basis points in the bank’s net interest income (NII), and the banks with very high governance 
scores enjoyed a higher ROE by 366 basis points as a governance premium. The analysis also highlighted the 
proportionality of control systems to the size of a bank’s business.  

To conclude, this paper established a significant positive relationship between governance and the financial 
performance of scheduled UCBs. Paying due attention to significant parameters, correlations, and key differentiators 
identified by the paper could help improve the corporate governance standards and financial performance of 
scheduled UCBs and accordingly, go a long way in strengthening cooperative banking in India. 
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1 Urban Co-operative Banks included in the Second Schedule of Reserve Bank of India Act, 1934. 
2 Cadbury, Adrian, (December 1992), Report of the Committee of Financial Aspects of Corporate Governance, United 
Kingdom.  
3 Corporate Governance Principles for Banks (2015), Bank for International Settlement. 
4 1.5 * 0.844% = 1.266% 
5  1 ÷ 0.844 = 1.185 (A score of 1.185 out of a maximum of 2.5 represented 47.4% score). 
6 Presence of family members has been defined as presence of HUF, Spouse, Father, Mother, Son, Daughter, Son’s 
wife, Daughter’s husband, Brother, Brother’s wife, Sister, Sister’s husband in the board, or as CEO/ deputy CEO. 
7 Threshold Score as computed in Section 6.2. 
8 Threshold Score as computed in Section 6.2. 
9 Threshold Score as computed in Section 6.2. 
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Appendix 
 

Governance Score Model for UCBs 

Sr. MODEL PARAMETERS ACTUAL PERFORMANCE 

MEASUREMENT PARAMETER(S) SCALE WEIGHT GOOD 
(9/10) 

AVERAGE 
(6/10) 

POOR 
(3/10) 

 
A. 

 
EFFECTIVE DEMOCRATIC SET-UP (25%)                                                   [X]                                                       
 

1 Member participation in elections > = 70% 
= 40% - 70% 
< 40% 

5%    

2 Member participation in AGM/ 
General Body Meetings 

> = 70% 
= 40% - 70% 
< 40% 

5%    

3 Percentage of board members 
(including the chairman) continuing 
for more than two terms. 

< 20% 
= 20% - 50% 
> 50% 

5%    

4 Percentage of board members 
(including the chairman) having 
family members (HUF, Spouse, 
Father, Mother, Son, Daughter, Son’s 
wife, Daughter’s husband, Brother, 
Brother’s Wife, Sister, Sister’s 
husband) in the board, or as 
CEO/deputy CEO.  

< 10% 
= 10% - 30% 
> 30% 
 

10%    

 
B. 

 
PROFESSIONAL MANAGEMENT (40%)                                                         [Y] 
 

5 Percentage of directors having a 
professional degree in finance/ 
accountancy/information security 
out of the total number of directors. 

> = 50% 
= 30% - 50% 
< 30% 

10%    

6 CEO having a professional degree in 
finance/accountancy/information 
security. 

- Yes 
- No, but PG 
- Not a PG 

10%    

7. Percentage of board members who 
attended a training programme, 
during the last three years, at CAB, or 
any external organisation. 

> = 70% 
= 50% - 70% 
< 50% 

10%    

8 Percentage of staff who attended a 
training programme, during the last 
three years, at CAB, or any external 
organisation. 

> = 70% 
= 50% - 70% 
< 50% 

5%    

9 Board approved recruitment and 
succession policy. 

- Yes 
- No 

2.5%    

10 Board-approved training and 
development policy. 

- Yes 
- No 

2.5%    
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C. 

 
CONTROL SYSTEMS (35%)                                                                             [Z] 
 

11 Board approved accountability policy 
for lapses by the senior management 
and board members. 

- Yes 
- No 
 

2.5%    

12 Board approved accountability policy 
for lapses in detecting serious 
irregularity/fraud by the internal 
auditors/statutory auditors. 

- Yes 
- No 

2.5%    

13 Board approved accountability policy 
for lapses by the staff. 

- Yes 
- No 
 

2.5%    

14 Board approved information and 
cybersecurity policy. 

- Yes 
- No 

2.5%    

15 Compliance department/officer 
exists and reports directly to the 
board/CEO. 

- Yes 
- No 

5%    

16 Whether accountability was 
examined by the bank of any official 
of senior management during the last 
three years? 

- Yes 
- No 
 

5%    

17 Whether accountability was 
examined by the bank of any 
staff/officer of the bank during the 
last three years? 

- Yes 
- No 
 

5%    

18 Whether accountability was 
examined of internal 
auditors/statutory auditors on lapses 
in the detection of any serious 
irregularity/fraud in the bank during 
the last three years? 

- Yes 
- No 
 

5%    

19 Participation of professional 
director(s) in audit committee. 
(Percent attendance in meetings 
during the last three years) 

> = 90% 
= 70% - 90% 
< 70% 

5%    

 

 
Score Value [X + Y + Z] 

 

 
D. 

 
ADDITIONAL INFORMATION 
 

20 Was the board superseded by the RBI 
during the last 5 years? 

- No 
- Yes 

If Yes, 20% REDUCTION IN THE FINAL 
SCORE VALUE 

21 Was any monetary penalty posed by 
the RBI during the last 5 years? 

- No 
- Yes 

If Yes, 10% REDUCTION IN THE FINAL 
SCORE VALUE 

 

Final Score Value  
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1. Introduction 
The Indian economy is continuing to be heavily dependent on rural India.  The agreed global agenda of Sustainable 
Development Goals (SDGs) recognizes that the rural economy's transformation is important (Government of India, 
2019, p. 10).  Cooperatives are considered an important instrument of rural development in India (Singh & Pundir, 
2000, p. 50).  Here Primary Agricultural Cooperative Credit Societies1 (PACS) serve as primary level Rural Cooperative 
Financial Institutions. PACS are the village level savings and credit cooperatives in India and the primary unit in the 
Short term Cooperative Credit Structure (STCCS)2. There are 95,238 functioning PACS (NABARD, 2020, p. 8) and these 
cooperative institutions have emerged as a vital segment of the economy by covering about 98 percent of rural India 
(NCUI, 2018, p. 47).  On average, there is one PACS for every six villages (Government of India, 2008, p. 69). 

In Tamil Nadu, the structure of STCCS is three tiers consisting of 4,450 PACS, 23 Central Cooperative Banks (CCBs), 
and the Tamil Nadu State Apex Cooperative Bank (Government of Tamil Nadu, 2019-20, p. 6).  However, during 
recent years, these institutions' functions have been challenged due to several issues related to their governance.  
For strengthening the PACS governance system, much importance has always been paid to conducting elections to 
the board of management. But the essential function of governance, which is that of aligning the tasks in tune with 
the primary objective with which a cooperative is organized (Government of India, 2009, p. 22) and making them a 
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financially viable business model, has received very little attention. This paper has attempted to identify the 
indicators of the governance system of sample PACS in Tamil Nadu, India. 

2. Review of Literature  
The word governance has its root in the Latin verb "Goubernare," which derives from the Greek "Kybernan," 
meaning "to lead, to steer, to be the head of, to set rules, to be in charge of the power". Governance is related to 
vision, decision-making processes, power dynamics, and accountability practices. The ultimate goal of governance is 
to effectively fulfill an organization's goals consistent with the organization's purpose (ICA, 2015, p. 10). Governance 
is one of the most critical aspects of the success or otherwise of a cooperative business model. This aspect of 
cooperative management has attracted several studies. According to Prakash (2003, p. 15), the cooperative 
governance model operates within four main spheres comprising: i) the membership of the cooperative; ii) the 
organizational structure; iii) the community in which the cooperative exists; and iv) the board and executive team. 
Chris Cornforth (2004, p. 14) found that at least six different governance models emerged depending on the level of 
ownership rights and their exercise by members. These were defined as the compliance, partnership, democratic, 
stakeholder, co-optation, and 'rubber stamp' models. The Task Force on Revival of STCCS in India reported that the 
impairment in governance was deep and was represented by the composition of the boards of directors of the 
cooperatives and the reporting systems (Government of India, 2004, 3.22).  According to the World Council of Credit 
Unions, Inc., (2005, p. 249), there are three elements in good cooperative governance, namely, (1) external 
governance, consisting of transparency, compliance, and public accountability; (2) internal governance, consisting 
of structure, sustainability, balance and accountability; and (3) individual governance, consisting of integrity, 
competence, and commitment.  Considerable effort in studying effective cooperative governance is undertaken 
continuously (Baarda, 2006, p. 21).  Brasilia (2008, p. 14) found that an improvement in a cooperative's governance 
practices brings individual benefits and also favors the whole of financial cooperatives. Also, sometimes the poor 
governance and consequent impact on the functioning of PACS damage the name of all the other institutions in the 
financial cooperative system. Marcus Borgstrom (2013, pp. 49-50) argued that an effective social system fueled with 
ownership feelings serves to generate success by engaging and motivating members, representatives, and board 
members in cooperatives. Johnston Birchall (2013, p. 13) found that the cooperative business model was strong, but 
like any other business, financial cooperatives can sometimes fail; there was no substitute for good management 
and competent governance. The best practices from corporate governance literature might not apply uniformly to 
cooperatives (Franken & Cook, 2013, p. 1).  

A study by Yang and Chaddad (2014, p. 43) on the relationship between performance and governance in agricultural 
cooperatives found that agricultural cooperatives' performance was weakly associated with governance practices. 
Johnston Birchall (2014, p. 15) found that cooperatives, owned by their members rather than by shareholders, had 
a relatively good track record in governance, but there had been some notable failures.  While studying about 
financial cooperatives in India, Sampark (2015, p. 19) found that in most of the cooperatives, there was a severe 
dearth of strong leadership resulting in poor governance as well. A study by K. Ravichandran (2016a, p. 219) found 
that despite working for more than ten decades in Tamil Nadu, most cooperatives could not claim to have a good 
governance system but stood as conduits of State welfare schemes and programmes. Another study found that the 
primary challenge for governance in PACS remains to maintain the balance between principles of democratic control 
and the importance of professional management with clarity about the roles of different stakeholders 
(Ravichandran, 2016b, p. 170). However, the issues related to cooperative governance are multifarious. Good 
cooperative governance has a significant effect on organizational performance (Rachman, 2017, p. 249, and Kyazze 
et al., 2017, p. 11).  According to Stefancic et al.  (2017, p. 2), the cooperative banks' governance model needs to be 
updated to retain its specific features. Studies (ICA, 2020, p. 38) found that it was not the type of organization or 
board composition but the failure of the set of people who were given the responsibility of Directorship at a given 
point of time that led to poor governance. From the foregoing analysis, it may be concluded that good governance 

will be a prerequisite for the viability of cooperatives to yield the desired outcome to the members and the society at 

large.  However, all these studies have not attempted to identify an index of indicators for measuring the governance 

system. Hence, this study has attempted to bridge the knowledge gap. As far as PACS are concerned, governance 
means the set of policies, procedures, practices, and organizational structure that decide the interactions among 
stakeholders and drive these organizations to achieve their objectives. The stakeholders may be any group or 
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individual who can affect or is affected by the PACS' achievements. They are members, employees, customers, 
suppliers, the Government, and the members of the village community. 

3. Statement of the Problem 
In India, the Cooperative Credit Societies Act 1904 was passed to establish PACS along Raiffeisen principles. It was 
tested first in India as experimental legislation and was recommended to the Governments of all British 
dependencies as a Model Ordinance. As a model, it became one of the first global laws (Münkner, 2004, p. 1). The 
cooperative tradition in India was not fundamentally altered after independence. The State Governments retained 
a large degree of control over the functioning and governance systems of cooperative societies through Acts and 
Rules. As far as Tamil Nadu is concerned, the Tamil Nadu Cooperative Societies Act 1983 and Rules 1988 govern the 
functions and governance systems of all types of cooperatives. 

In this background, the institutional arrangement for good governance in PACS (Ravichandran, 2016a, p. 214) is that 

the management of a PACS is vested in the elected Board of Management3. The board is accountable to the General 

Body4. Employees are appointed to manage the day-to-day affairs of the PACS.  In the case of Tamil Nadu, the Boards 
of Management of all cooperatives, including PACS, were dissolved by the Government of Tamil Nadu as early as on 
9.6.1976 for varied reasons.  Elections were conducted in 1996 and in 1997.  The Boards of Management of 
cooperatives were again superseded on 2.2.2004. These trends severely affected the governance system of PACS.  
After the recommendations of the Task Force on Revival of STCCS 2004 and the Constitutional Amendment Act 2011 
(Part IXB – Articles 243 ZH to ZT), again elections were conducted for Boards of Management of all types of 
cooperatives, including PACS in Tamil Nadu, in different phases starting from April - May 2013. Currently, 
management of PACS is vested in the elected Board of Management. It is expected that democratic management 
with good governance will contribute to PACS' financial viability and result in improved achievement of objectives 
of the PACS. Ultimately PACS' financial viability will significantly contribute to the development of agriculture and 
rural development. In this context, this study has attempted to find answers to certain questions viz., What are the 
features of the governance system of PACS?  What is the perception of the stakeholders regarding the viability and 
governance system of PACS? What are the indicators to be used to measure the governance system in PACS?  These 
and other similar questions need to be studied at the micro level to suggest suitable measures to initiate policy 
dialogue to strengthen PACS' governance system.  Hence this study was undertaken. 

4. Objectives of this Study 
This study was undertaken with the primary objective of studying the indicators of the governance systems of viable 
PACS in Tamil Nadu.  The specific objectives of this study were (1) to study the performance of sample PACS; (2) to 
study features of the governance systems in sample PACS; (3) to identify the index of indicators to be used to 
measure the governance system of PACS based on the perceptions of members; and (4) to raise policy implications 
for dialogue to further strengthen the sample PACS' governing system in particular and other PACS’ in general in 
Tamil Nadu.  

5. Methodology 
A survey method was followed for this study. By adopting a multi-stage, random sampling technique, sample units 
for this study were selected.  At the first stage, PACS were grouped as per seven agro-climatic zones in Tamil Nadu. 
In the second stage, PACS were grouped as financially viable, potentially viable, and unviable PACS. At the third 
stage, seven financially viable PACS5 (Table-1) were selected as sample PACS for this study, representing each agro-
climatic zone based on selected performance indicators (Table-2) and other location specific issues. Reports, 
documents, research studies, and other secondary sources of data and information were collected and used for this 
study. Data relating to membership, working capital, loan outstanding, business diversification, and profit were 
collected from the Annual and Audit Reports of the sample PACS.  A structured interview schedule was used to 
collect data and information from the sample PACS.  Focused Group Discussions (FGD) (Table-3) were held with 
primary member users in all the sample societies to determine the index of indicators to measure the sample PACS' 
governance systems. FGDs were conducted during 2019-20. The period of study was between 2010-11 and 2019-20.  
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Table-1 
Agro climatic Zone, Region and District wise distribution of Sample PACS 

Agro 
climatic 

Zone 

Agro climatic 
Regions / District 

Sample PACS 

Sample PACS 
Date of 

Registration 
Date of 
Starting 

Audit 
Class 

Southern 
Plateau & 
Hills  
(Zone X) 

Region-1 Salem Vanavasi PACS 06.11.1908 27.11.1909 A 

Region-2 Dindigul Jawathupatti  
PACS 

05.06.1969 26.07.1969 A 

East Coast 
Plain &  
Hills  
(Zone XI) 

Region-3 Cuddalore Puduchatram  
PACS 

20.01.1968 25.09.1968 A 

Region-4 Thiruvarur Kulikarai PACS 20.08.1967 14.10.1967 A 

Region-5 Sivagangai Anumanthankudi 
PACS 

24.01.1974 01.03.1968 A 

West Coast  
& Hills  
(Zone XII) 

Region-6 Kanyakumari Thalakudi  
PACS 

19.09.1958 20.09.1958 A 

Region-7 Nilgiries Yedakaddu  
PACS 

18.05.1984 20.06.1984 A 

Source: Compiled from the Audit Report of the sample PACS for various years 

 
Table-2 

Performance Indicators used for selection of sample PACS 

Indicator 
Number 

Indicators Justification 

1 PACS which are placed under 
financially viable category 

The general perception that majority of the viable PACS 
have good governance system 

2 Consistent higher level of loan 
recovery 

Lower level or nil position in the Non-Performing Assets 
(NPA) reflects members' participation  

3 Showing continuous financial 
performance 

It shows the financial health of the institution 

4 PACS, which implements 
Government schemes and 
programmes for the development of 
agriculture and allied sector 

Generally, loans provided under Government Schemes are 
prone to bad debts. Implementation of Government 
schemes are work intensive and procedure intensive. 
Overcoming these hurdles some PACS render service to 
their members  

5 PACS which earns continuous profit / 
declares dividend 

Though profit is not an important criterion, it ensures 
motivation of all stakeholders As per Tamil Nadu 
Cooperative Societies Act 1983, a cooperative society can 
declare dividend to the maximum of 14% of its profit. Only 
few viable PACS declare maximum amount of dividends 

6 PACS which diversified their business  Business diversification increases members' participation in 
the affairs of the society 

7 PACS with trained manpower and 
elected board of management 

Professional management reflects the governance system 
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Table-3 
Methodology adopted for Focused Group Discussions 

Indicator 
number 

Components of 
FGD 

Details 

1 Objective FGD To identify the indicators to be used to measure the governance system of 
sample PACS based on members' perceptions 

2 Number of 
Members 
selected for FGD 

7 members per sample PACS were selected.  It was ensured that they were 
educated and had understanding of the functions of sample PACS through their 
participation in the business of the PACS 

3 Number of FGD 
conducted 

7 FGDs, i.e., one FGD per sample PACS 

4 Duration of FGD 45 minutes 

5 Mode of 
selection of 
Members 

Those members who visited the sample PACS for their transactions on the day 
of data collection for this study, were requested to participate in FGD by briefing 
them on the purpose and mode of conducting the FGD at the venue of the 
sample PACS. The results of the study were discussed with select employees 
and cooperators and validated. 

6 Questions raised in the FGD 

Entry point 
questions 

✓ What is your general understanding of the functions of PACS? 

✓ How long you have been a member of this PACS? 

✓ What are the services of the PACS used by you? 

Key questions ❖ Whether financially viable PACS have contributed significantly to the 
development of agriculture and rural development? 

❖ Whether good governance is a prerequisite for the financial viability of 
PACS? 

❖ What are the indicators to be used to measure the governance system 
of PACS? 

❖ What are the indicators to be used to measure the participation of 
members, Board of Directors, employees and members of the village 
community in the development of PACS? 

Exit questions ✓ How to strengthen members' participation in the business and 
management of PACS? 

 

6. Scope and Limitations of the Study 
Good governance as an indicator of PACS performance has not been given much importance in Tamil Nadu. After a 
gap of two decades, and only after the recommendations of the Task Force for the Revival of STCSS and the 
Constitutional Amendment Act 2011 (Part IXB – Articles 243 ZH to ZT), elections to the Boards of Management of 
these institutions have been conducted. In this context, this study has attempted to identify the index of indicators 
to measure the governance system of viable PACS based on members' perceptions.  During the field visits to sample 
PACS, members who visited the sample PACS for transactions on the day were invited for Focused Group Discussions 
by briefing them on the FGD's purpose. The results obtained were based on the perceptions of these stakeholders. 
Every effort was made to fine tune the results of the FGD with the consultation of employees and cooperators. 
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However, further studies are needed to validate the index.  These limitations have not affected the purpose of this 
study and its logical presentation. 

7.Analysis and Discussion 
There were 4,450 PACS functioning in Tamil Nadu in 2019-20. These institutions promote thrift and savings among 
the members and customers. PACS provide short-term and medium-term investment loans for agricultural and allied 
agricultural activities. PACS encourage and promote self-help groups (SHGs)6, and Joint Liability Groups (JLGs)7 and 
provide loans to these groups. These Institutions play a significant role in implementing Government schemes and 
programmes8 for agriculture and rural development (Ravichandran, 2020, p. 100). While analyzing the performance 
of PACS in Tamil Nadu, it was found that the total loans disbursed by all PACS in Tamil Nadu increased from Rs. 
10,618.55 crores in 2010-11 to Rs. 21,432.67 crores in 2019-20 (Table-4) [a crore is 10 million]. PACS contributed to 
financial inclusion (Ravichandran  & Mathivanan, 2018, p. 60), and food security in Tamil Nadu (Government of Tamil 
Nadu, 2019-20, p. 25).  

Also, though the amounts of deposits mobilized and loans disbursed at the PACS level increased, the number of 
viable PACS has come down from 3,028 in 2011-12 to 2,635 in 2018-19.  The other PACS were categorized as 
potentially viable and unviable PACS. It is to be noted that such an increase in business transactions was due to the 
contributions of viable PACS. The potentially viable and unviable PACS remained as conduits of Governments' 
schemes and programmes. These societies suffered from poor participation of members, lack of trained manpower, 
lack of vision for development, lack of support of the community, and the increasing trend in Non-Performing Assets 
(NPA). Above all, lack of democratic management with good governance has been the major contributor to this 
trend. With this background, the performance of sample PACS is analyzed hereunder with select performance 
indicators. 

7.1 Position of membership in sample PACS 

The sample PACS' membership consisted of individual farmers, SHGs, JLGs, and other recognized groups, the 
Financing Bank, and the State Government. However, for all practical purposes, the individual farmer members alone 
became the members of the General Body with voting rights. The position of membership in the sample PACS was 
linked with the business area of operation. During the registration of a PACS itself, the business area of operation 
was delineated and detailed in its bylaws. It was found that the average number of members per sample PACS has 
grown from 2,483 members to 3,056 members during the study period.  The position of membership was high in 
Kulikarai PACS and low in Yedakaddu PACS (Table-5).  The capacity of the sample PACS rests on engaging these 
members as active members.  Inactive members will harm the governance system of PACS (Reserve Bank of India, 
2013, p. 14). 

7.2 Position of Working Capital 

An increase in the working capital over the years reflects the PACS' financial strength. It was found that the position 
of working capital of sample PACS has grown over the years.  The position of working capital in Vanavasi PACS has 
increased from Rs.1,144.12 lakhs to Rs.3,617 lakhs [a lakh is 100,000] during the study period. The position of the 
average working capital per PACS has increased from Rs.546.38 lakhs to Rs. 1,647.46 lakhs during the study period 
(Table-5). At the same time, it was found that in sample PACS, viz., Vanavasi PACS, Jawathupatti PACS, and 
Yedakaddu PACS, the position of deposits constituted a significant proportion of their working capital. Sample PACS 
accepted deposits from members and customers in their area of operation. PACS also accepted deposits from SHGs. 
Due to growth in deposits, sample PACS depended upon their owned funds for their working capital. This trend 
directly contributed to these sample PACS’ financial viability. 
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Table-4 
Business Performance of PACS in Tamil Nadu 

(Rupees in Crores) 
(No. of Members and No. of Borrowing Members are in Lakhs)   

Years No. of 
viable 
PACS 

No. of 
Potentially 

viable 
PACS 

No. of 
unviable 

PACS 

Total 
PACS 

No. of 
Members 

No. of 
Borrowing 
Members 

Total 
deposits 

mobilized 

Total Loan 
disbursed 

(1) (2) (3) (4) (5) (6) (7) (8) (9) 

2010-11 2,573 1,489 476 4,538 95.11 54.72(57.5) 3,833.35 10,618.55 

2011-12 3,028 1,226 280 4,534 114.26 38.93(34,7) 4,308.19 17,881.99 

2012-13 3,219 1,073 238 4,530 104.20 49.81(47.8)  5,633.79  20,582.03 

2013-14 3,289 1,010 231 4,530 151.76 59.61(39.3)  5,995.49 20,989.51 

2014-15 3,281 982 228 4,491 116.95 63.93(54.7)  5,987.72 20,326.63 

2015-16 3,269 983 228 4,480 109.84 69.46(63.2)  6,874.66 19,409.52 

2016-17 2,861 1,096 510 4,467 132.01 55.68(42.2) 7,352.64 15,403.51 

2017-18 2,688 1,180 652 4,520 122.88 56.36(45.9) 6,606.17 17,784.88 

2018-19 2,635 1,220 666 4,521 136.18 60.57(44.5) 6,371.79 19,723.89 

2019-20 NA NA NA 4,450 153.89 72.75(47.3) 6,738.94 21,432.67 

Compound Annual Growth Rate (CAGR) 4.93%  2.89%  5.80%  7.28%  

Source: Compiled from Policy Note on Cooperation, Government of Tamil Nadu and publications of NAFSCOB, and TNSC Bank for 
various years. 
Note: (1) Figures in column 2 to 5 are numbers. (2) Figures in brackets in column '7' are percentage of borrowing members, i.e., 
out of total existing members the percentage of current borrowers of loans provided by PACS. (3) N.A.- Not Available. (4) 
Approximately Rs.73.52 (Indian Rupees) = 1USD 

 
Table-5 

Position of Membership and Working Capital in Sample PACS 
(Members (M) - Figures in numbers)  

(Working Capital (WC) - Rupees in Lakhs) 

Year 
Vanavasi PACS 

Jawathupatti 
PACS 

Puduchatram 
PACS 

Kulikarai PACS 
Anumanthan-

kudi PACS 
Thalakudi PACS 

Yedakaddu 
PACS 

Average per 
PACS 

M WC M WC M WC M WC M WC M WC M WC M WC 

2010-
11 

870 
1,144.12 

(79.6) 
2,297 

313.07 
(72.5) 

1,895 
502.4 
(15.2) 

4,713 
579.31 
(74.1) 

3339 
426.07 

(0.8) 
3,006 

530.68 
(5.2) 

1,263 
329.04 
(45.4) 

2,483 546.38 

2011-
12 

837 
1,652.74 

(76.0) 
2,297 

377.19 
(72.5) 

1,912 
511.02 
(15.7) 

5,704 
1,689.55 

(75.4) 
3350 

469.02 
(0.8) 

3,023 
642.64 

(5.2) 
1,268 

369.67 
(44.2) 

2,627 815.98 

2012-
13 

1,460 
2,363.84 

(61.2) 
2,839 

436.06 
(73.1) 

2,267 
610.52 
(14.9) 

5,529 
2,392.25 

(90.5) 
3363 

520.30 
(0.9) 

3,048 
772.09 

(5.8) 
1,273 

438.41 
(49.4) 

2,825 1,076.21 

2013-
14 

1,470 
2,695.87 

(63.9) 
2,839 

464.09 
(68.1) 

2,354 
601.81 
(19.9) 

5,564 
2,487.63 

(89.9) 
3380 

519.24 
(0.8) 

3,065 
933.83 

(6.5) 
1,269 

582.72 
(48.1) 

2,849 1,183.60 

2014-
15 

1,510 
2,748.16 

(76.4) 
2,839 

464.09 
(76.1) 

2,319 
652.95 
(17.5) 

5,528 
2,616.46 

(89.7) 
3410 

605.99 
(0.9) 

3,074 
926.78 

(6.1) 
1,258 

616.1 
(39.1) 

2,848 1,232.93 

2015-
16 

1,620 
3,520.14 

(85.8) 
2,935 

530.48 
(78.3) 

2,446 
613.28 
(18.2) 

5,545 
2,735.43 

(89.2) 
3430 

629.60 
(1.0) 

3,088 
1,116.06 

(6.9) 
1,243 

628.53 
(40.5) 

2,901 1,396.22 

2016-
17 

1,752 
3,797.78 

(86.8) 
3,165 

606.50 
(88.1) 

2,497 
475.53 
(22.4) 

5,528 
2,829.95 

(88.7) 
3453 

706.40 
(0.9) 

3,113 
1,300.66 

(7.3) 
1,243 

568.77 
(48.3) 

2,964 1,469.37 

2017-
18 

1,812 
3,866.27 

(79.2) 
3,247 

731.58 
(71.9) 

2,489 
534.40 
(21.3) 

5,526 
3,009.93 

(88.1) 
3459 

879.72 
(1.1) 

3,129 
1,235.42 

(6.2) 
1,252 

631.19 
(46.9) 

2,988 1,555.50 

2018-
19 

1,866 
3,615.64 

(80.1) 
3,344 

784.96 
(62.9) 

2,541 
553.87 
(20.9) 

5,538 
3,175.71 

(87.5) 
3460 

935.10 
(1.2) 

3,142 
1,389.65 

(4.7) 
1,363 

667.7 
(40.7) 

3,036 1,588.95 

2019-
20 

1,895 
3,617.00 

(79.6) 
3,351 

844.04 
(60.5) 

2,549 
591.77 
(20.2) 

5,596 
3,292.74 

(86.7) 
3467 

1,003.71 
(1.2) 

3,157 
1,487.36 

(4.9) 
1,379 

695.57 
(40.8) 

3,056 1,647.46 

CAGR 8.10% 12.20% 3.85% 10.43% 3.01% 1.65% 1.73% 18.98% 0.38% 8.95% 0.49% 10.86% 0.88% 7.77% 2.10% 11.67% 

Source: As in Table-1    
Note: (1) Figures in brackets are percentage share of deposits to the total working capital. (2) Approximately Rs.73.52 (Indian 
Rupees) = 1 USD . 
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7.4 Business Diversification 

It was found that the sample PACS diversified their business in tune with the needs and demands of their members 
and customers. Apart from the distribution of inputs (seed, fertilizer, pesticides, etc.) to the farmers, both as a 

component of crop loan and direct sales, sample PACS also ran other service centres, including Fair Price Shops9 
(Table-7).  They also organized SHGs and JLGs by dovetailing support from Government schemes and programmes.  

It was found that Vanavasi PACS have formed more SHGs, while Jawathupatti PACS formed more JLGs.  All the sample 

PACS were also running Common Service Centres10. Through these diversifications, sample PACS carry the location-
specific advantage of cross-holding of business risks.  The sample PACS may also need to further diversify their 
business to contribute to livelihoods of members and to increase fee-based income.  This may require increasing 
members' participation in the PACS' affairs and a proactive leadership role by the PACS' management and governing 
body (Chintala, 2020, p. 11).   

7.5 Financial Results of sample PACS 

The main aim of PACS is not to maximize profits. They should earn profit to render efficient service to members. A 
PACS without profit cannot stand in the long run. Profit is one of the indicators of development. It was found that 
though there had been overall growth in the position of profit earned by sample PACS, there were fluctuations during 
the study period (refer to Table-6).  This trend was due to the variations in the position of loan outstanding of the 
sample PACS because a significant portion of the sample PACS’ profit had been earned from their interest income 
only. Also, all the sample PACS have increased their loan operations through secured loans. All the sample PACS 
were viable PACS and placed in category 'A' in Audit (refer to Table-1) and continuously earned profits.  However, 
the governance aspect is given little attention in audit. The existing loan portfolio is always prone to market risk and 
loan waiving policies of the Government.  Hence, it is high time that sample PACS explore the avenues for increasing 
non-interest income. From the above analysis of sample PACS' financial performance, it was found that all the sample 
PACS had become financially viable societies due to increased business turnover.  With this background, the features 
of the governance system of sample PACS are analyzed hereunder. 

7.6 Features of the Governance system in sample PACS 

It was found that all sample PACS had elected boards of management.  The minimum educational qualifications of 
the boards’ elected members were 10th

 Standard, while Post Graduation was the highest qualification.  Further, 
some of the members of the board of management had completed a Diploma in Cooperation. Some of them had 
previous experience in serving on the board of management of the PACS.  Few of them were professional degree 
holders. Above all, the composition of the members of the board was as per the pattern prescribed in the Act and 
Rules.  But at the same time, the involvement of political parties in the election of boards of directors was found. 

Table-6 
Position of Total Loan Outstanding and Profit in sample PACS 

(Rupees in Lakhs) 

Year Vanavasi PACS 
Jawathupatti 

PACS 
Puduchatram 

PACS 
Kulikarai PACS 

Anumanthankudi 
PACS 

Thalakudi PACS 
Yedakaddu      

PACS 
Average per 

PACS 

 Loan O/S Profit Loan O/S Profit Loan O/S Profit Loan O/S Profit Loan O/S Profit Loan O/S Profit Loan O/S Profit Loan O/S Profit 

2010-
11 

1,094.87 51.17 338.96 61.17 653.28 82.04 556.15 51.17 838.04 18.38 373.83 27.67 267.23 15.47 588.91 43.87 

2011-
12 

1,552.43 64.76 390.15 54.76 829.12 86.84 614.55 64.76 945.90 19.79 468.61 28.42 300.66 17.21 728.77 48.08 

2012-
13 

2,263.82 70.45 479.87 30.45 689.52 91.67 764.44 70.45 1,145.39 22.49 617.66 30.64 273.94 17.84 890.66 47.71 

2013-
14 

2,395.41 64.61 465.00 14.61 876.03 93.89 1004.81 64.61 1,293.49 25.92 740.22 31.93 423.64 18.35 1,028.37 44.85 

2014-
15 

2,275.58 99.15 453.53 19.15 648.88 96.43 1,040.61 99.15 1,404.84 31.48 753.23 33.82 214.01 18.93 970.10 56.87 
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Year Vanavasi PACS 
Jawathupatti 

PACS 
Puduchatram 

PACS 
Kulikarai PACS 

Anumanthankudi 
PACS 

Thalakudi PACS 
Yedakaddu      

PACS 
Average per 

PACS 

 Loan O/S Profit Loan O/S Profit Loan O/S Profit Loan O/S Profit Loan O/S Profit Loan O/S Profit Loan O/S Profit Loan O/S Profit 

2015-
16 

2,190.80 103.24 354.48 40.24 611.45 99.76 1,115.79 103.24 1,483.87 34.83 803.83 34.83 489.13 19.83 1,007.05 62.28 

2016-
17 

1,959.81 127.05 455.61 67.05 432.46 97.98 1,042.1 127.05 1,534.75 38.38 935.93 35.73 389.04 20.39 964.24 73.38 

2017-
18 

2,183.50 110.84 567.48 90.84 539.52 93.89 1,089.14 110.84 1,589.40 40.20 987.54 36.28 420.95 21.33 1,053.93 72.03 

2018-
19 

2,088.32 119.12 771.30 112.12 569.79 104.78 1,010.54 119.12 1,628.50 44.27 1,022.93 37.94 457.46 22.59 1,078.41 79.99 

2019-
20 

2,106.85 129.9 820.58 119.90 551.87 107.91 1,128.81 129.90 1,690.21 58.18 1,048.08 39.82 451.78 22.93 1,114.03 86.93 

CAGR 6.76% 9.76% 9.24% 6.96% -1.67% 2.78% 7.34% 9.76% 7.27% 12.21% 10.86% 3.71% 5.39% 4.01% 6.58% 7.08% 

Source: As in Table-1 
Note: (1) Approximately Rs.73.52 (Indian Rupees) = 1 USD. (2) Loan O/S is Loan Outstanding. 

 
Table-7 

Areas of Business Diversification adopted by sample PACS 

Sample PACS 
SHG JLG FPS/ PDS Agri 

Clinics11 
Agro Service 

Centre12 
Common Service 

Centre 

Vanavasi PACS 
√  

(136) 
√ 

(13) 
√ 

(13) 
x x √ 

Jawathupatti PACS 
√ 

(8) 
√ 

(31) 
√ 

(6) 
x √ √ 

Puduchatram PACS 
√ 

(117) 
√ 

(9) 
√ 

(7) 

x √ 
√ 

Kulikarai PACS 
√ 

(81) 
√ 

(8) 
√ 

(7) 

x x 
√ 

Anumanthankudi PACS 
√ 

(126) 
√ 

(5) 
√ 

(7) 

x x 
√ 

Thalakudi PACS 
√ 

(82) 
X 

√ 
(7) 

√ 
√ √ 

Yedakaddu PACS 
√  

(6) 
√ 

(16) 
x x x √ 

Source: As in Table-1  
Note:   √ - indicates this business is undertaken by sample PACS as well as number of units,   
             X - indicates this business is not undertaken by sample PACS 

 
It was found that all the sample PACS employees were trained in a suitable way to handle all the work related to 
PACS' business.  There was a busy scene in the sample PACS’ offices during working hours as members and customers 
easily visited their organization to access the services they required. This trend reflected the relationship between 
the PACS and the members. The governance system of sample PACS is given in Chart-1.  These sample PACS also 
adopted certain best practices to strengthen their governance systems (Ravichandran, 2016b, pp. 169-170).  These 
included: 

✓ maintaining an adequate number of notice boards in front of the office building and updating them 
periodically to maintain transparency in transactions; 
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✓ periodic maintenance of books and records, computerization of transactions;  
✓ linking of business with Government Schemes;   
✓ need-based business diversification; 
✓ well furnished office with modern banking counters and facilities for customers; 
✓ duties and responsibilities of employees were defined and followed; 
✓ continuously thirst for quality in service;  
✓ continuously strive towards the achievement of organizational objectives; 
✓ continuous training of employees;  
✓ good Public Relations; 
✓ implementation of schemes of Government Departments viz., Tamil Nadu Backward Classes 

Economic Development Corporation Limited, Tamil Nadu Minorities Economic Development 
Corporation Limited, Tamil Nadu Adi Dravidar Housing and Development Corporation Limited, 
Tamil Nadu Corporation for Development of Women, etc., to benefit the members; 

✓ above all, an organic relationship between the board of management, employees, members, and 
the public exists.  

All these practices needed to be institutionalized so that the sustainability of these practices and governance system 
could be ensured. 

Chart-1: Governance System in Sample PACS 

 
During the FGD held with the members, three issues were raised.  They were: (1) whether financially viable PACS 
have contributed significantly to the development of the agrarian system? (2) Whether good governance is a 
prerequisite for the financial viability of PACS? (3) What are the indicators to be used to measure the governance 
system of PACS?  Through the results of FGD, it was found that the financial viability of PACS has significantly 
contributed to the development of agriculture and rural development due to the genuine interactions among the 
four fundamental pillars of the PACS management, viz, members, the board of directors, employees, and the 
community. The results of the FDG also confirmed that good governance contributed to sample PACS' financial 
viability.  Regarding the indicators to measure the governance system of sample PACS, questions related to the 
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participation of members, the board of management, employees, and the general community in the affairs of the 
society were raised, based on which indicators were identified with scoring given (Table–8).  However, during the 
field study, it was found that all the sample PACS showed a higher level of performance in all governance indicators, 
which contributed to their financial viability. At the same time, it was found that the problem of agrarian distress 
among some segments of members, good governance practices and financial viability of sample PACS operate 
simultaneously in the study regions. This trend demands further studies. 

 Table-8 
Index of Indicators of Good Governance in PACS 

Indicator 
number 

Categories Key Indicators Score 
Range 

Unit of score 

1 Participation 
of members 
in the 
business of 
the society 

Awareness of 
the members of 
the core 
functions of 
their society 

1 Up to 50%  

2 51% to 75%  

3 More than 75%  

Level of 
attendance of 
members in the 
General Body 
meeting 

1 <50%  

2 51% to 75%  

3 >75%  

Level of 
participation of 
the members in 
the business  

1 Up to 25%  

2 26% to 50%  

3 >50%  

Average 
number of 
customer and 
member visits 
to the society in 
a day 

1  Up to 25       

2 26 to 50 

3 >50 

2 Functions of 
Board of 
Management 

Elections to the 
Board of 
Management 

0 No elections are conducted 

1 Elections are conducted but disputes exist 

2 Elections are conducted and members are elected 

Composition in 
the Board of 
Management 

1 Composition of Board of Management is not reflecting 
the true spirit of the provisions of the Tamil Nadu 
Cooperative Societies Act 1983 

2 Composition of the Board of Management is as per the 
procedure and also accommodates the 
representatives of members of SHGs and JLGs 

3 Composition of the Board of Management is as per the 
procedure and also accommodates experts in the field 
of agriculture, rural banking, rural development, etc. 
and there was no political interference in the election 
process 

Board meetings  1 Rarely convened 

2 Periodically convened 

3 Convened as per the procedure and there is no proxy 
representation in the case of women members 

1 Lack of knowledge on the management of PACS 
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Indicator 
number 

Categories Key Indicators Score 
Range 

Unit of score 

Knowledge of 
the members of 
Board  

2  Some of the members are having knowledge on the 
management of PACS 

3 Majority or all the members are having knowledge on 
the management of PACS and keep on working for the 
achievement of organizational objectives 

Duties and 
responsibilities 
delegated to 
Executive Team 

1 Duties and responsibilities are not delegated 

2 Duties and responsibilities are delegated but only a 
few staff are aware about it 

3 Duties and responsibilities are delegated and all staff 
are aware and follow them. A separate copy of office 
proceedings was issued to all individual staff and kept 
as an important document 

   3 
 

Functions of 
Employees 

Staff strength 1 Existence of vacancies against cadre strength  

2 Ad hoc arrangements are made to employ staff against 
vacancies with the approval of concerned authorities 

3 Existence of full staff strength as per the cadre 
strength and qualifications approved by authorities 

Training of 
Employees 

1 Only a few of the staff have completed cooperative 
training 

2 All staff have completed cooperative training 

3 All staff have completed cooperative training and 
periodically enhance their skills by participating in 
various other training programmes, which are 
essential for PACS business 

Efforts taken 
towards 
bringing 
transparency in 
transactions 

1 If any 3 of the following are available 

2 If any 5 of the following are available 

3 If more than 5 of the following are available 

(If less 
than 3 
= zero 
score) 

1) Board Members are kept aware of the 
decisions taken and performance of the PACS 
regularly.  

2) The village opinion leaders are taken into 
confidence on the business of PACS through 
appropriate information dissemination 
system. 

3) Office furniture, fittings and lighting are 
managed properly 

4) Notice boards are available as per norms and 
periodically updated  

5) Books and records are properly maintained 
and updated 

6) Computerization of transactions has been 
taken up  

7) Audit has been completed up-to-date and 
placed in ‘A’ class 

8) Returns / Reports are submitted on time to 
the various agencies 

Resource 
mobilization 

1 If any 3 of the following are available 

2 If any 5 of the following are available 
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Indicator 
number 

Categories Key Indicators Score 
Range 

Unit of score 

3 If more than any 5 of the following are available 

(If less 
than 3 
= zero 
score) 

1) All members have subscribed more than the 
minimum number of shares required for a 
member 

2) Majority of the members have subscribed 
the share capital more than what is required 
for getting loan 

3) Increasing trend in the accumulation of 
Statutory Reserve Fund 

4) Coverage of non-members as customers 
5) Higher level of low cost deposits in the total 

deposits mobilized 
6) Share of owned fund and deposit is always 

high in the working capital and hence low 
cost of capital 

7) Higher level of depositors’ confidence 
8) Other strategies which make the society self-

reliant in resource mobilization 

Resource 
deployment 

1 If any 5 of the following are available 

2 If any 8 of the following are available 

3 
(If less 
than 5 
= zero 
score) 

If more than 8 of the following are available 
1) Adhering to the norms in deployment of 

resources in achieving the objectives of the 
PACS 

2) Better Recovery Management 
3) Nil NPA or NPA at manageable limit 
4) Organization of adequate number of SHGs 

and JLGs  
5) No cover deficit 
6) Availability of own building and godown 

[warehouse] with modern facilities 
7) Adequate safety and security of the assets of 

PACS 
8) Transparency in transactions 
9) Contribution to community development 
10) Contribution to green energy 
11) Contribution to employee welfare 
12) Member education and Training  
13) Business diversification  
14) Other funds deployment strategies which will 

get better Return on Investment as well as 
benefit the members and the community at 
large. 

4 Community 
Participation 

Role of 
community  

0 Nil participation or less than 3 of the following 

1 If any 3 of the following are available 

2 If more than any 3 of the following are available 

(If less 
than 3 
also = 

1) Gram Panchayat Development Plan 
accommodates the role of PACS in village 
development 
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Indicator 
number 

Categories Key Indicators Score 
Range 

Unit of score 

zero 
score) 

2) Community takes the responsibility in the 
functioning of PACS 

3) Community provides support for making 
permanent improvements/asset creation at PACS 
level 

4) Employees of PACS are participating in the 
common functions of the villages 

5) PACS contribute to general development of Gram 
Panchayat 

6) Any other strategic role played either by Gram 
Panchayat or PACS so that PACS emerge as one of 
the pillars of rural economy 

 

8. Policy Implications 
This study brings the following issues for policy dialogue to further strengthen the sample PACS governing system in 
particular and other PACS in general in Tamil Nadu. 

8.1 Business Diversification for Financial Viability and Good Governance 

It was found that interest income earned through loan operations has become the major source of income for 
sample PACS.  Also, some segments of the members always remain as passive members. The present-day 
technological advancements have created additional spaces for undertaking new activities and enabled PACS to 
emerge as Multi-Service Societies as envisaged by NABARD (Chintala, 2020, p. 8). Many of these domains are not 
regarded as being commercially attractive. Rural health and sanitation, rural housing, rural transportation, rural 
water supply, rural electricity, rural tourism, rural insurance, rural internet connection, etc., are areas where PACS 
could offer cost-effective solutions. The commitment of sample PACS towards these new businesses will attract fee-
based income and strengthen their governance system and financial viability.  These diversified businesses will also 
increase the number of active members. Hence, sample PACS are suggested to ensure that their business is built to 
earn 40 percent income from the credit business, 20 percent income from the retail business, 20 percent income 
from the marketing business, and the remaining 20 percent income from inputs sales. For this purpose, the Registrar 
of Cooperative Societies, Government of Tamil Nadu has already issued a circular (RCS D.O No.34323/10/ 
CCS1/dt.6.4.2010).  This must be brought into effect. 

8.2 Institutionalization of Good Governance Practices 

It was found in this study that sample PACS adopted certain best practices to strengthen their governance system. 
A system has to be developed to institutionalize all these best practices. For example, wherever it is possible all these 
practices may be suitably incorporated in their bylaws.  The accountability of members, boards of directors, and paid 
employees should be spelled out elaborately and incorporated in the bylaws. All the day-to-day functions and 
routine processes must be computerized.  The practices of evidence-based decision making must be put into place. 
Ultimately, the success of PACS should come from professional management, uniform and standardized processes, 
active members and being largely information technology driven. 

8.3 Fit and Proper Criteria for Good Governance  

Fit and proper criteria are about age, qualifications, experience, and knowledge that a board member of a PACS 
should possess. This study confirmed that sample PACS successes were due to a higher level of competence among 
the board of directors and the employees. Hence, the Government needs to relook at the existing Human Resource 
Policy for PACS. Fit and Proper Criteria may also be developed as applicable to PACS. The index of indicators for good 
governance (refer to Table-8) may be accommodated with Fit and Proper Criteria as developed for higher tiers in 

the STCCS13. Emerging challenges demand that the professional management team manages PACS' business. Also, 
PACS must be permitted to act freely within this accepted Human Resource Policy.  This initiative will arrest the 
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problems related to human resources shortages, irregularities in the appointments, paid employees' inefficiency, 
and other related issues. Also, elections to the Board of Management must be conducted periodically without any 
political interference.  

8.4 Notice Boards for Transparency in Transactions 

It was found that all the sample PACS maintained a required number of Notice Boards for disseminating information 
about routine functions.  However, no Notice Board was there to propagate the achievements.  Hence, it is suggested 
that all PACS must have a separate Notice Board to communicate to the stakeholders about their achievements and 
contributions to community development.  This process will add transparency in transactions. 

8.5 Role of Audit and Reporting System in strengthening the Governance System 

In Tamil Nadu there is a separate Government Department set up for conducting audits on the accounts of the PACS.  
It is expected that on completion of every financial year, an audit must be completed and the report must be placed 
before the General Body meeting of the members for approval.  Largely, these audit reports have been dealing about 
the financial performance of these cooperatives.  It is suggested that the Governance aspects of PACS must also be 
taken into consideration while conducting the audit.  The Cooperative Auditors may prepare a separate report and 
incorporate it in the Final Audit Report every year. Periodically, all the PACS submit performance reports to the 
Cooperative Department of the Government of Tamil Nadu, the Financing Bank and others. It is suggested that 
governance indicators must be given due importance in these periodic reports. 

8.6 Enlisting the support of Gram Panchayat to strengthen the Governance System  

The SDGs are a universal call to ensure that all people enjoy peace and prosperity.  Tamil Nadu State Development 
Policy Council has localized the indicators for SDG as applicable to Tamil Nadu.  Though PACS are already present in 
all the areas that the SDG envisages, they need to accommodate all the possible indicators in their Business 

Development Plans and contribute to SDG achievements at Gram Panchayat14 Level. It was found that there was no 
linkage between PACS' Business Development Plans and Gram Panchayat Development Plans. PACS and Panchayats 
should work together as they possess a democratic character, the cardinal principle of the people's movement. By 
forging development linkages with the Gram Panchayat, PACS could find innovative ways to address the problems 
related to the livelihoods of members.  For this purpose, PACS must ensure a link between their Business 
Development Plans and Gram Panchayat Development Plans. Gram Panchayat should have a space to discuss the 
role of PACS in village development in the Gram Sabha meetings.  Also, the viable and technologically equipped PACS 
may be permitted to serve as bankers for Gram Panchayats. This will help the Gram Panchayat to dovetail support 
under various schemes of the Government through the convergence process. Ministry of Panchayati Raj & Ministry 
of Rural Development, Government of India may provide an enabling environment for the linkages between PACS 
and Gram Panchayats. PACS' efforts in this direction will further highlight their commitment to Gram Panchayat 
Development Plans and will explicitly contribute to good governance practices. 

9. Conclusion 
Although the general performance of PACS has shown positive growth at Tamil Nadu level, some of these societies 
were in the doldrums. Low resource base and consequent heavy dependence on Central Cooperative Banks for 
working capital, the inadequate volume of non-fund-based business, increasing trend in NPA, etc., were some of the 
factors contributing to the financial and operational weaknesses of the majority of these PACS. The absence of good 
governance practices has been yet another important cause for these institutions to remain unviable entities.  PACS 
should function as financially viable entities without compromising on their core objectives. PACS' financial viability 
is essential for developing agriculture and rural development in Tamil Nadu because most of the small and marginal 
farmers of this State depend upon these institutions for credit and other needs. However, by overcoming all these 
severe constraints, the sample PACS have made significant strides in the field of rural credit. With impressive strides 
in mobilizing deposits and channelizing resources in multiple forms, sample PACS were strong and financially viable 
institutions. This study found a significant relationship between governance practices and the financial viability of 
sample PACS. The results of the FDG also confirmed the members’ acceptance of the role of governance for the 
financial viability and success of the sample PACS. Sample PACS also contributed to SDGs at the village level. 
Simultaneously, the field-level experiences revealed that the problem of agrarian distress was noticed among the 
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sample respondents. Hence, the sample PACS must further diversify their business to expand the sources for earning 
non-interest income and strengthen the members' livelihood opportunities, which must be the objective behind 
good governance practices. The drivers of financial viability might have emanated from various economic 
parameters. Still, at the same time, the drivers for success and continued financial viability of the PACS should rest 
on their good governance practices.   
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Notes
 

1 PACS are the village level savings and credit cooperatives in India and the primary unit in the Short term Cooperative 
Credit Structure (STCCS).  The enactment of Cooperative Credit Societies Act 1904 paved the way for the organization 
of PACS in India. In Tamil Nadu, earlier these Societies were called Primary Agricultural Cooperative Banks with effect 
from Government Notification – G.O. Ms. No.507, COOPERATION (CCI) DEPARTMENT Dated: 1.9.1987 and Letter 
No.32651 / CG.2/87-1, dated: 13.5.1989. Later, as per the part of recommendations of the Task Force for the Revival 
of STCCS 2004, the nomenclature of PACB was again changed to PACS as per the Tamil Nadu Ordinance No.8 of 2008 
– An Ordinance further to amend the Tamil Nadu Cooperative Societies Act, 1983, published in Tamil Nadu 
Government Gazette, Extraordinary dt.21st October 2008 and RCS, Chennai letter No.RC.130240/08/D.M.F.C / 
dt.10.11.2008 and RCS, (Circular No.2/2008) RC. 130489 / 08 / SF.4, dt.23.1.2009. Both for singular and plural form 
the abbreviation 'PACS' is used. 
2 In India, the STCCS function as a three-tier structure in 16 States. In 13 smaller States and Union Territories, PACS 
are directly affiliated to the State Cooperative Banks as a two-tier structure. In 3 States, a mixed structure, i.e., two-
tiers in some districts, and three-tier in the other districts. The STCCS functions through 33 SCBs (with 2072 
branches), 351 CCBs (with 13,589 branches) and 95,238 PACS (NABARD, 2020, p. 8). 
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3 As per Section 33 of the Tamil Nadu Cooperative Societies Act 1983, the Board of Management is the governing 
body to which the direction and control of the management of the affairs of the PACS are entrusted.  Board of 
Directors' functions and other aspects are defined in Sections 33 to 36 of the said Act, Tamil Nadu Cooperative 
Societies Rules 1983, and the respective PACS bylaws.  At the PACS level, the number of members on the Board of 
Management is from 7 to 11, out of which 18 percent of seats are reserved for the members belonging to the 
scheduled caste / scheduled tribe community, and 33 percent of seats are reserved for women members. 
4 As per Section 32 of the Tamil Nadu Cooperative Societies Act 1983, PACS' ultimate authority rests with the General 
Body of the members.  It consists of individual members who are entitled to vote.  The general body holds at least 
one meeting in a year and approves the annual budget and plan of action for the next financial year. The General 
Body elects the members to the Board of Management. 
5 The accepted formula for identification of financially viable PACS is: PACS having a positive financial margin and  
having working capital higher than the breakeven level of working capital. 
6 Self-Help Group (SHG) is a small economically homogeneous group of rural/urban poor, voluntarily formed to save 
and contribute to a common fund to be lent to its members as per the group’s decision and for working together for 
social and economic uplift of their families and community. The PACS accepts deposits and makes loans to these 
groups. 
7 Joint Liability Group (JLG) is an informal group comprising preferably 4 to 10 individuals coming together to access 
loans from PACS either singly or through the group mechanism against a mutual guarantee. The JLG members would 
offer a joint undertaking to the PACS that enables them to get loans. The JLG members are expected to engage in a 
similar type of economic activity to crop production. The management of the JLG is to be kept simple with little or 
no financial administration within the group. 
8 For example Government Schemes and Programmes like Crop Loan Interest subvention scheme, Pradhan Mantri 
Fasal Bima Yojana for crop insurance, SHG and JLG linkage Programme, Public Distribution System, etc., are 
implemented through PACS in Tamil Nadu. 
9 The Public Distribution System (PDS) is a system of public intervention through which the Government of India and 
State Governments have been trying to address the issues related to food insecurity at the inter and intra-household 
levels. PDS was introduced during the late sixties and it was modified as Revamped PDS during June 1992. In June 
1997, the Government of India launched the Targeted PDS. PDS is operated under the joint responsibility of the 
Central and State Governments. Tamil Nadu Government introduced Universal PDS to ensure food security to all 
citizens, particularly poor people, by making available essential commodities of good quality at affordable prices 
every month.  Fair Price Shops (FPS) are selling as well as distributing points of these commodities to the households. 
10 Common Service Centre is a strategic multiple services single-point model for providing facilities for multiple 
transactions at a single geographical location.  The main purpose of these centres is to provide a physical facility for 
the delivery of Government e-Services to the people thereby contributing to a digitally and financially inclusive 
society. 
11 Agri clinics provide expert services and advice to farmers on cropping practices, technology dissemination, crop 
protection from pests and diseases, market trends and prices of various crops in the markets, and also clinical 
services for animal health, etc., which would enhance the productivity of crops/animals. 
12 Agro Service Centres are established to provide input supply, farm equipment on hire and to do other services for 
the farming community. 
13 Fit and proper criteria for State Cooperative Banks and Central Cooperative Banks are available at Reserve Bank 
of India Circular No. RPCD.CO. RCBD.137/ 03.01.03/ 2011-12 dated 5 July 2011, and NABARD Circular No. NB.IDD. 
COOP/1351 /V-52/2017-18 dated 17 January 2018, and  NABARD Master Circular 178/IDD-01/ 2020, dated 29 June 
2020. 
14 Gram Panchayat is a basic governing institution of Indian villages. It is a democratic structure and acts as the 
cabinet of the village. The Gram Sabha work as the general body of the Gram Panchayat. Every Gram Panchayat has 
its own Village Development Plan. 
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Abstract: The idea of cooperatives ensures participants as beneficiaries as well as stakeholders.  Take any 
closely held group, community or society, the same is also connected to its members and seldom to anyone 
outside.  In various parts of the world there are always communities who are showing distinct cultures and 
are indigenous to the location. Such populations in many countries are exploited by others.  These types of 
exploitation are generally socio-economic in nature or effect. Nation states that are having a welfare 
inclination are interested in ensuring the absence of such exploitation. Some organisational system is 
necessary to ensure the reach of welfare measures as well as avoidance of exploitation.  Cooperatives being 
a self-help entity with members as beneficiaries are capable of reaching out to indigenous communities. 
India is a country which is having a substantial number of indigenous populations.  Indigenous populations 
are referred to as 'Adivasis', which is a Sanskrit word meaning early settlers.  India, based on suggestions by 
multiple committees, identified the potential of cooperatives in reaching out to indigenous communities.  
Thus, multi-purpose cooperatives were created exclusively for Adivasis, namely, “Large sized Adivasi Multi-
purpose Society” (LAMPS). This paper is discussing the background of the formation of LAMPS as well as 
their performance. 
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Introduction 
Nation states and international organisations have been trying to identify the populations as well as communities 
that are not enjoying the benefits and opportunities present in the mainstream.  Among these the most vulnerable 
and least prioritised category of population has always been indigenous communities. The same situation is 
prevailing in India. Compared to many other countries, in India there are a substantial number of people belonging 
to indigenous communities (United Nations, 2009).  Compared to other institutions, cooperatives are a type of 
institution with strong social values around democracy, education, the elimination of exploitation, voluntarism and 
accessibility and are better equipped for betterment of indigenous communities (UNDESA, 2012). Cooperation 
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stands for distributive justice and equal access to wealth creation.  The paper is discussing the scope of cooperatives 
in assimilating indigenous communities in the Indian context. 

Social Classes and Concept of Justice 
Studies are plentiful with respect to evolution of the present position of humanity.  By using the term humanity, the 
attempt is to bring in an inclusive concept so as to ensure within its ambit all types of existence of human life.  One 
could have used the terms state, society, tribes, etc. instead of the term humanity; however, any such usage will not 
be an inclusive one. An anecdote is worth mentioning at this juncture. Two Latin American countries sharing the 
Amazon rainforest as borders developed a political issue between them. The mining and similar activities in the 
Amazon rain forest by one country were forcing the aboriginal inhabitants to cross over to the forest portion 
belonging to the other country.  The second country took up the issue to the first country so as to avoid this crossing 
over.  However, the first country was of the opinion that, since it was aborigines, it was not possible for them to 
control the said population.  One who is analysing the situation can identify the basic issue.  The aborigine population 
is unaware of the dividing lines between the countries and they are even ignorant about the concept of the nation 
state itself (Lubna, 2016). 

The irony of the complex structure of the present system is easily identifiable from this anecdote. On the one end, 
there are the complex social and economic structures constructed by so called political ideologies and, on the other 
end, there is a populace who are unaware of all these aspects.  It is debatable which has greater moral authority, 
but not which has the most coercive power.  Nevertheless, nation states all over the world are champions of the 
former one. The belief is that the said structure is the better one and continuous efforts are always present to bring 
everyone and everything into that stream. In such a structure, the system is trying to ensure the prevalence of justice 
by ensuring equal access to things of value to everyone.  

So, there is a need for a positive effort by the state and a caring attitude from the mainstream community. 
Theoretically speaking, the concept of protective discrimination is acting as a solution in the midst of the concept of 
equality (Dias, 1994).  However, practically, the solution is to a great extent elusive. This is quite natural because a 
structure that is moulded on the idea that all the participants do what is beneficial for them is expecting itself as well 
as the mainstream populace to take care of or be concerned for the so-called marginalised category. 

With respect to beneficial treatment extended to the under privileged by way of the concept of protective 
discrimination, the reasoning is that the category requires preferential treatment because they are unequal when 
pitched against the remaining.  This is thus going against the tide of the concept of the survival of the fittest.  That 
is, the inequality is attempted to be overcome by the positive action on part of the system whereby the limitations 
pervading the said category are not directing their aspirations.  In certain circumstances another justification also 
comes into the picture.  Many of these communities were subject to ill treatment in an earlier period of time by 
predecessors of the present mainstream population.  That is the reason why the subsequent generation got 
marginalised.  So, extending the preferential treatment is also a mode of correcting the injustice of an earlier time 
frame.  Thus, one can even argue that, with respect to such preferential treatment, corrective as well as distributive 
justice are simultaneously being applied (Dias, 1994). 

So, it can be summed up that, whatever the perspective, there is a justification for extending preferential treatment.  
This is nothing but the institutionalisation of the humane altruistic nature of showing concern to others.  The system 
is by itself showing this concern as well as expecting a similar approach from the mainstream populace.  

Indigenous Community as a Marginalised Class 
The term indigenous has been used for identifying a culturally distinct group affected by various forms of 
colonisation.  The word is of Latin origin from “indigena”, meaning ‘to be born from’. The definition accepted by the 
United Nations Working Group of Indigenous Populations in 1982 is an apt one for defining indigenous populations. 
The definition is as follows:  

Indigenous communities, peoples and nations are those which, having a historical continuity 
with pre-invasion and pre-colonial societies that developed on their territories, consider 
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themselves distinct from other sectors of the societies now prevailing on those territories, or 
parts of them. (UN Subcommission on Prevention of Discrimination and Protection of Minorities, 
1982)   

According to the International Labour Organization Convention No. 169, indigenous and tribal people are those 
“whose social, cultural and economic conditions distinguish them from other sections of the national community, 
and whose status is regulated wholly or partially by their own customs, traditions, special laws or regulations.” (ILO, 
1989) 

An indigenous community is that section of the population composed of people living in a particular area from the 
very old times. They are the people with the historical continuity. They have strong links to territories and 
surrounding natural resources.  These categories of people can be distinguished from others based on culture, 
custom and language.  They maintain traditions or early cultures that are associated with the region. However, 
certain indigenous people have adapted substantially owing to an invading culture (University of Minnesota Human 
Rights Center, 2003).  

Indigenous people may be settled in a given region or may show a nomadic style across a large region. Nevertheless, 
they are historically connected with a specific territory.  Indigenous people have a special relationship with the land 
on which they have lived for generations, sometimes for tens of thousands of years.  They possess crucial knowledge 
about how to manage natural resources sustainably and act as guardians or custodians of the land for the next 
generation. Losing their land means a loss of identity. The concept of indigenous community is not restricted to a 
specific area but is spread around the world in various forms and contributes to a substantial part of the world’s 
population (Sengupta, 2015).  The only difference is that such communities are known with different names such as 
Primitive, Tribal, Aboriginal, Native, Indigenous and so on around the world (Chandra, 2015). 

The United Nations’ State of the World’s Indigenous People report (2009) estimates that there are approximately 
370 million indigenous people, representing 5 percent of the global population. The indigenous people of the world 
inhabit areas which are rich in natural resources.  They are also responsible for the world’s linguistic and cultural 
diversity.  They speak an overwhelming majority of the world’s estimated 7,000 languages. They are recognized for 
their unique relationship with the environment, traditional knowledge and spirituality. However, across the world, 
they continue to suffer discrimination, marginalization, extreme poverty and conflict. Although constituting 5 
percent of the world’s population, they make up 15 percent of the world’s poor and about one-third of the world’s 
900 million extremely poor (United Nations, 2009). The efforts of international organisations as well as the 
proliferation of human rights ideologies coupled with the conceptualisation of legal pluralism has brought into 
relevance the need for protecting indigenous population.  

The International Labour Organization (2021) notes that Convention No. 169 takes a practical approach and provides 
objective and subjective criteria for identifying the peoples concerned. Indigenous people retain some or all of their 
own social, economic, cultural and political institutions, irrespective of their legal status. Their social, cultural and 
economic conditions distinguish them from other sections of the national community.  Their status is regulated 
wholly or partially by their own customs or traditions or by special laws or regulations.  Indigenous and tribal peoples 
are often known by national terms such as native peoples, aboriginal peoples, first nations, adivasi, janajati, hunter-
gatherers, or hill tribes. Given the diversity of peoples it aims at protecting, the Convention uses the inclusive 
terminology of “indigenous and tribal peoples” and ascribes the same set of rights to both groups.  

In 1997, in the context of dam construction, the Japanese Court accepted the claims that Ainu people’s right to 
enjoyment of their own culture is protected and held that the same is coming within the ambit of Article 27 of the 
International Covenant on Civil and Political Rights as well as Article 13 of the Japanese Constitution.  The court held 
that the interests of a minority group which is of unique culture, and tradition and is of antiquity need to be given 
preference over interests of people from a majority group that came to the same location (Levin, 1999).   

This decision of the Japanese court is of import because many other jurisdictions were trying to protect the interest 
of indigenous people using the concept of protective discrimination.  The differential treatment of indigenous 



Role of Cooperatives in Assimilating Indigenous Communities: An Indian Experience 

______________________________________________________________________________ 

72                                                                                  International Journal of Co-operative Accounting and Management     

communities for the sake of protection is a more or less uniform interest of nation states.  The only variance is with 
respect to the mode of attempting the same. 

Indigenous Communities in the Indian Context 
India has a tribal population of about 104 million (Census, 2011) and thus is about 23% of the world’s indigenous 
people.  Article 342 of the Constitution of India confers on the President of India the power to declare tribes or tribal 
communities or parts of groups within tribes or tribal communities, as Scheduled Tribes.  Under Article 342 of the 
Constitution of India, about 700 ethnic groups stand termed as Scheduled Tribes (National Commission for 
Scheduled Tribes, n.d.).  Once declared so, they are having multiple beneficial treatments as per the Constitution 
and under various laws.  Likewise, the Constitution has also created such a beneficial treatment to certain castes 
and they are referred to as Scheduled Castes.  It may be noted that, in the Indian context, many of the beneficial 
schemes are simultaneously extended to the category of Scheduled Caste and Scheduled Tribe.  Generally, such a 
classification is based on the criteria of primitive traits, distinctive culture, geographical isolation, shy nature and 
backwardness.  They are bestowed with certain specific constitutional privileges, protection and benefits and receive 
preferential treatment.  So, in short, the economic uplifting of these categories will certainly go a long way in 
ameliorating the variety of problems faced by these communities.  In order to find a solution to the issues of these 
isolated sections of society, an organisation with specialised features was necessary.  It should be an organisation 
which could bring about a radical change in the misfortune situations faced by indigenous communities.  Even if they 
try to come up, they face circumstances like insufficient arrangements of credit, difficulty in marketing of their 
agricultural and forest produce, exploitation by money lenders, middlemen and traders (Hajela, 2010).  An escape 
route from money lenders and middlemen will itself create a positive impact on their situation.  By ensuring fair 
prices on their agricultural and forest produce, their socio-economic situations can also be improved.  The below 
provided data tabulated from the Census of India 2001 and 2011 is indicative of tribal populations. 

Table 1: Tribal Population 

Demographic Characteristics of Tribal Populations 

Tribal Population: Census of 2011 Tribal Population – % of Total 

Total % in Rural Area % in Urban 
Area 

Census 2001 Census 2011 

104,281,034 90.00% 10.00% 8.20% 8.60% 

 
Table 2: Literacy 

Literacy Rate  

 Census of 2001  Census of 2011  

Total Population Tribal 
Population 

Difference Total Population Tribal 
Population 

Difference  

64.80% 47.10% 17.70% 73.00% 59.00% 14.00%  
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Table 3: Infant Mortality 

Infant Mortality Rate Among Tribal Populations (Per 1000 Live Births) 

 Census of 2001  Census of 2011 

Total Rural Urban Total Rural Urban 

84 85 61 74 76 60 

(Census, 2001. Census, 2011) 

Cooperative Associations 
Cooperatives have certain special features as membership-based organisations that fit culturally with the idea of a 
community as another form of membership-based association having an independent existence and bringing in 
multiple persons as its stakeholders.  The primary aim of cooperatives is always service to members and not 
generation of profits.  Cooperatives provide an organisational form that is relevant culturally and also proven in 
terms of modern market-based money economies. Potentially, with the right leadership and management, 
cooperatives could provide a bridge between the ancient and the modern in mutually beneficial ways.  The concept 
of cooperation and cooperative model institutions has been in existence in India for a very long time. 

The modern history of cooperatives in India starts from the quest of then British Rulers of India to give a solution to 
problems faced by farmers (Bedi, 1971).  The initial efforts were unsuccessful, and the Government decided to study 
what form of organisation or legal framework was prevailing around the world (Indian Institute of Banking & Finance, 
2018).  The government sent Sir Frederic Nicholson to Europe to study the cooperative movement in 1892.  He 
analysed the situation and came to the conclusion that Raiffeisen model co-operatives had to be formed.  In 1895 
he submitted the enquiry report and, in that report, he strongly recommended the formation of a cooperative 
society at the earliest.  The Famine Commission of 1901 also suggested starting credit cooperatives to solve the 
problems of the farmers (Ramkishen, 2009).  In continuation of all these efforts the Cooperative Credit Societies Act 
was passed on March 25, 1904.  The Act consisted of provisions with respect to the formation and running of the 
credit cooperatives (Tiwari, 2017).  This Act was replaced by the Cooperative Societies Act of 1912 and the same was 
providing a legal structure for all types of cooperatives.  However, by 1919 the power to make laws with respect to 
cooperatives was granted to provincial governments of British India and the relevance of the Cooperative Societies 
Act, 1912 was more that of a template used throughout the rest of the British Empire’s extensive application of 
cooperatives as mechanisms for improving the lot of the poor (Rhodes, 2012).  

Post independence, the Indian Constitution itself has at its heart the aims of a Co-operative Commonwealth, namely, 
secularism to defend religious toleration and socialism to promote Equality, Fraternity and Justice which are at the 
heart of the cooperative movement’s historical purpose. The system of governance prevailing in India is a federal 
one and power to legislate is divided between the union and state governments.  The union government is 
empowered to make laws that are of national relevance and for governance of the country at large.  States are 
having legislative competence in subjects of state interest.  The respective state governments are empowered to 
formulate legislation for cooperatives operating within the state. The union government has enacted the Multi-State 
Cooperative Societies Act, 2002 for the cooperatives that operate in more than one state.  Such cooperatives come 
under the administrative purview of the national Ministry for the Department of Agriculture, Cooperation & Farmers’ 
Welfare and cooperatives that work within a state come under the Department of Cooperation at the concerned 
state level.  

As throughout the world, in India also classification of cooperative structure is based on four parameters, that is, 
Geographical, Governance, Financial and Functional (United States Department of Agriculture Rural Development, 
2011).  The concept of universality of cooperative principles does not explain its practical applicability, because every 
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country or state is having a different social and cultural background which has to be considered while creating and 
implementing rules and regulations.  Since the power to make laws with respect to cooperatives operating within a 
state is with the state government, within the state all the parameters of the classification of structure are getting 
independent.  It is to be noted that the classification is the touchstone for verifying whether the structure of a 
cooperative is in tune with the aims.  The division of states in India is mainly based on language and states are having 
a large amount of cultural diversity.  So, the vesting of legislative power with the states in the subject area of 
cooperatives is thus aiding the state government to prioritise the aims of its own cultural groups.  Under the 
geographical parameter within a state, there is a three tier structure; one at state level, one at district levels and one 
at primary levels.  In certain states there is only a two tier structure; one at state level and one at primary levels.  
This three tier as well as two tier structures within the state are ensuring that a stability is present even for the 
primary society.  At the same time, each primary society is getting functional as well as governance autonomy.  So, 
the accepted attributes of a proper structure are utilised in the most effective way so that it caters to the 
requirements of the local society (Cooperative Societies in India, n.d.).  

A primary cooperative is made up of individual members who work together to achieve common goals. Many small 
family farms and other agriculturists pool their resources and share knowledge to form a primary cooperative. These 
primary cooperatives unite under the same offices, the group becomes a federated cooperative, with a central office 
overseeing the operations of each member cooperative. Members of a mixed cooperative can be either individual 
producers or member cooperative groups. These federated or mixed cooperatives are known as District 
Cooperatives. In the apex level there will be a state cooperative consisting of District cooperatives as its members.  

Building Links to the Indigenous People 
As discussed earlier, there is a clear demarcation between indigenous communities and others in many countries 
and the same is the position in India also.  The way to reach out was always a perplexing question.  A general feature 
of indigenous communities is that they are hesitant to allow access to anyone outside their own community.  The 
degree of this hesitancy varies from community to community.  People from within their own community are not 
having these accessibility problems.  Thus, to reach out, local governance was the best option available.  So, a model 
centring around people from their own community will be able to identify and resolve their concerns.  Local 
governance has proven very effective over the years in the form of cooperatives since they are the kind of 
organisation which is completely people- or member-oriented (Mahalingam, 1992). 

Considering the vulnerable position, there are high chances of indigenous communities being exploited.  This 
precarious position stands identified and is duly considered in Part IV of the Indian Constitution that lays down 
Directive Principles of State Policy.  In the said Part, Article 46 lays down the condition that the state shall promote 
with special care and protect vulnerable categories of people from all forms of social injustice and exploitation.  
Further it was understood that there was a necessity to bring into effect a radical change in the living condition of 
indigenous communities (Claudio, 2012).  The Government of India appointed many commissions and committees 
to study revival of the situation of these communities.   

In 1937, the committee headed by Mehta Bansali suggested the need for developing the indigenous community (All 
India Rural Survey Committee, 1937).  Kaka Kalekar chaired a 1955 committee that recommended three main 
aspects on the development of tribal population and also to release them from the clutches of money-lenders and 
similar categories (First Backward Classes Commission, 1955). In 1959, the Renuka Ray Commission recommended 
the need for entrusting commercial exploitation of forests to be entrusted to cooperatives rather than to the 
contractors (Study Team on Social Welfare and Welfare of Backward Classes, 1959).  In 1960, Verrier Elwin 
Committee made the following recommendations:  

The tribal must have a direct share in the profits of the forest. For this, really remunerative 
coupons should be reserved for allotment to Tribal Cooperative Societies on a fixed price which 
should be calculated so as to allow a substantial margin of profit.  The Cooperative Society 
should be confined to tribal and no outsider should be permitted to become a member. (The 
Committee on Special Multipurpose Tribal Blocks, Ministry of Home Affairs, 1960)   
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In the year 1961, the Dhebar Commission suggested that the sale and marketing of the produce and supply of the 
tribal people should receive special attention through cooperatives so that they get reasonable prices for their 
produce (The Scheduled Area and Scheduled Tribes Commission, 1961).  Also in 1961, the Special Working Group on 
Cooperatives of Backward Classes attributed slow development of cooperatives in tribal areas to structural 
weaknesses, operational defects, management problems, faulty procedures and adoption of unsuitable business 
methods and practices.  It observed that: 

for the small man, be he a tribal or a member of the Scheduled Caste, who is unorganised and 
dispersed, cooperative form of organisation provides opportunities for getting the benefits of 
large scale operation and management without curtailing individual freedom. The pace of 
economic rehabilitation of backward classes can be made more rapid and sustained through 
cooperatives.  

In 1967, a Committee headed by Hari Singh made the recommendation that cooperatives should be established for 
the collection and grading of Myrobalan in the raw form and for export to foreign countries (The Adhoc Committee 
on Export of Minor Forest Products, 1967).  In 1969 it was suggested that "Forest Labour Cooperative Societies 
through which workers are trained and equipped to organise themselves should be encouraged and streamlined. In 
any case they should be kept away from the influence of contractors" (National Commission on Labour, 1969).  
During the years from 1971 to 1973, the committee headed by K. S. Bawa was tasked with the specific responsibility 
of suggesting ways and means for the development of tribal economies.  It recommended to form large sized Adivasi 
multi-purpose cooperative societies in tribal areas to provide their tribal members production as well as 
consumption credit, to undertake marketing of agricultural and minor forest products and to distribute consumer 
goods as well as agricultural inputs so that the tribal could secure all facilities under one roof. It should be established 
covering one block with a requisite number of branches to provide all the services to the tribal population (Ministry 
of Agriculture, 1973). 

So to conclude, various reports were agreeing in their views with respect to the relevance of cooperatives in reaching 
out to the local community.  From the theoretical perspective also, it is considered that among the different kinds 
of economic system prevailing, cooperatives are considered to be the best instrument to ameliorate the socio-
economic conditions of the weaker section of society (Gowda, 2003). 

In this context, another aspect also needs to be mentioned.  After independence, India has been streamlining its 
developmental attempts by creating comprehensive plans known as Five Year Plans.  The Fifth Five Year Plan (1974-
79) had introduced the Tribal Sub Plan (TSP) aiming at the improvement of tribal populations.  The major aim of the 
Tribal Sub Plan was to provide assistance in the form of financial support from the Central Government for the 
balanced growth and economic development of the Scheduled Castes and Scheduled Tribes, because they are far 
behind in the concept of development when compared to the mainstream (Concept Note on TSP, n.d.).  Further, in 
1975, the Government of India implemented a Twenty Point Programme and the 7th Point was Tribal Development.  
This converged with the aims of the Tribal Sub Plan.  A development of tribal populations was required in a 
wholesome manner.  Further, a cooperative form of institution was a better form for working among and for tribals.  
Thus, the Government implemented the idea of LAMPS, the short notation for “Large Sized Adivasi Multi-Purpose 
Society”.  

Large Sized Adivasi Multi-Purpose Society (LAMPS) 
The concept of development is not merely the protection of the life and liberty of the tribals, but the preservation 
of their culture and traditions as well, because the tribals were not even equipped with the basic necessities like 
food, clothing and shelter.  Without identifying needs, implementation of many programmes will go in vain.  The 
upliftment of tribal categories of population can be made possible only with the combined efforts of the state 
government, central government and voluntary associations.  In order to bridge the gap between the mainstream 
and the tribals, there was a need to develop an organisational structure which could completely take up the overall 
development of the tribals.  So, the government decided to form the LAMPS, which are known as Large sized 
Agricultural Multi-Purpose Societies in some states or Large Area Multi-Purpose Societies in some areas and Large 
Sized Adivasi Multi-Purpose Societies in other states. LAMPS are based on service motive. LAMPS offer plentiful 



Role of Cooperatives in Assimilating Indigenous Communities: An Indian Experience 

______________________________________________________________________________ 

76                                                                                  International Journal of Co-operative Accounting and Management     

opportunities to empower a tribal to face the challenges and problems. LAMPS provide a wholesome approach 
which is giving a wide functional range that is more conducive to the tribal to which the functions are extended. As 
the name indicates, they were trying to cater to all requirements.  LAMPS were visualised as a prominent measure 
to redress the grievances of the tribal people and to bring about economic transformation in the whole community 
(Lele,1996). The formation of this type of organisation aims at bringing all the services including credit, production, 
marketing, etc., under one roof so that the possibilities and potential of development of these categories of the 
community will increase rapidly.  Tribal development in India has heterogeneous functional areas.  So, it is necessary 
to concentrate on the core developmental aspects such as agriculture, industry, education and living standards. 

Performance of LAMPS 
The success of Scheduled Tribes Cooperatives can be evaluated by analysing the social and economic benefits 
enjoyed by the members. This can be justified with so many examples from different states. 

A study was conducted by a team of researchers based on analysis of empirical data among tribals of Mayurbhanj 
District, State of Odisha (Bhuyan et al., 2013).  The tribals were deprived of even basic necessities and faced many 
challenges like poverty and illiteracy and were also heavily exploited. In spite of the implementation of many 
programmes and policies, the livelihoods of tribal people were not much better.  However, LAMPS offered plentiful 
opportunities to empower tribal people which paved the way for their development.  The study found that in the 
cases of Betnati Cooperative Sector, Baisinga Cooperative Sector and Cooperative Sector Bangiriposi, the LAMPS 
have utmost role for the development of tribals. 

The evaluation of the functioning of LAMPS in the State of West Bengal also showed certain positive results (Arnold, 
2014). In this context, the scheme of funding of government implemented through LAMPS benefited around 42,000 
tribal families.  The LAMPS here were initiated towards empowering the tribal women so that their economic 
independence, family upholds, and creation of social identity could be made possible. Through this initiative, the 
tribal women in West Bengal were empowered in their own traditional way and there was relatively less social 
judgment owing to gender in the tribal society. The economic activity which tribal women were involved in in 
traditional ways were house dairy, goatery, piggery, duckery, sheep rearing and traditional activities like Bubai Rope 
making, Sal Leaf Plates making, etc.  The LAMPS were also successful in making financial inclusion by ensuring that 
the majority of the tribal women acquired bank accounts. 

In a research work in the context of the State of Karnataka, the aim was to analyse the support provided to LAMPS 
by the new forest policies on collection and marketing of minor forest products (Shivaprasad, 2014).  Forest products 
have a great contribution in the livelihood and main source of income of the rural poor and the tribals.  In order to 
support the tribals, there is an enactment Recognition of Forest Rights Act, 2006 to recognize the tenure and 
occupational rights of forest dwellers.  The study intended to understand the collection and marketing status of 
minor forest products and how new forest policies impacted the collection and marketing of minor forest products 
by LAMPS.  It was identified that LAMPS were successful in providing support to the tribal population.    

A performance analysis of LAMPS in Tamil Nadu was conducted (Mahalingam, 1990).   It was concluded that the best 
means for the development of the tribal economy can be made possible through the cooperative societies.  In 1990 
the same author made another analysis on the performance of Tribal Cooperatives in the Salem District of the State 
of Tamil Nadu (Mahalingam, 1992).   In the same, the researcher analysed the crucial role played by LAMPS towards 
rendering different kinds of services and the development of the tribal economy.  The said study was based on 200 
tribal households and it was concluded that the integrated services rendered by LAMPS were giving way for the tribal 
development. 

In 1982, the Government of the State of Kerala decided to form cooperative societies in all rural areas so that tribal 
populations can be the members of these kinds of societies, and they can work for their own upliftment and 
development.  An apex organisation, namely Kerala State Federation for Scheduled Caste, Scheduled Tribe 
Cooperatives (Federation) was formed in 1982.  The Federation collects products from tribals through LAMPS.  
LAMPS were also to provide loans for the activities of their members.  As per the data provided by the Federation, 
many LAMPS were running successfully in the State of Kerala (SCT Federation, n.d.). 
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These examples are indicative of the benefits of LAMPS and the same is in tune with experiences in other countries.  
Studies regarding the efficiency of cooperatives exclusively for indigenous people in reaching out to the indigenous 
community are continuously showing positive response (Novkovic, 2015).  

Conclusion 
Since tribal communities do not have the avenue for availing credit, or a place to store or sell their produce, a need 
for a multi-purpose entity was there.  For the said purpose, formation of LAMPS was suggested by the Bawa 
Committee in 1973.  In furtherance of the same, LAMPS were developed in almost all states.  The majority of LAMPS 
were able to channel all kinds of necessary assistance to the tribal members and no other type of organisation were 
that effective in reaching out to indigenous peoples.  Substantial assistance was provided through LAMPS by various 
schemes of both union and state governments as well as that of other agencies.  Success stories of LAMPS are 
indicative of the need for maintaining as well as improving LAMPS which could lead to the sustainable development 
of communities. 
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This book is being released this August and I am grateful to one of its contributors for giving me the opportunity to 
provide our readers with a pre-publication review. From the standpoint of co-operative managers, professionals and 
academics researching the Co-operative and Mutual sectors and concerned with impacts of globalisation, this 
collection of informed and challenging chapters makes an important contribution to the literature and raises 
significant issues requiring a co-operative response. As the book demonstrates, there has been so far an absence of 
any leading intervention by the movement, whose professional leadership are caught up in a ‘business culture’ that 
ironically undermines not only co-operative purpose but also co-operative performance. All large co-operatives 
today, from agri business and financial services to large scale white goods and engineering co-operatives, are 
competing in the very environment this book explores. As for the smaller and medium sized co-operatives, they 
often are finding themselves on the back foot in competitive terms whilst many small co-operative producers are 
struggling to get access to overseas markets for their product at all. 

The introduction by Palpacuer and Smith reviews the extent of Multinational Corporations’ use of global value chains 
(GVC), both their significance as a proportion of world trade and their catastrophic impact on the global economy 
from the 1990s to the financial services crisis of 2008. The current Covid pandemic has illustrated both the negative 
impact of GVCs on widening gaps between North and South and the increasing impoverishment of working people 
in both hemispheres, leading to breakdowns in supply and demand in which the price has been paid by those least 
able to afford it. The fact of unequal opportunities for value capture across the global value chain certainly will not 
be lost on third world producer co-operatives. And yet small producer co-operatives, by adopting this business model 
on the very principles established in the movement’s identity statement adopted with virtually unanimous acclaim 
in Manchester in 1995, should have found themselves part of a co-operative fair trade based value chain outside the 
rapacious grip of multinational capital. Yet outside of Scandinavia there are few examples of collaboration across 
national boundaries in the consumer co-operative sector today, and at national level the collaboration appears 
largely dependent on the very GVC grounded capitalism the movement was established to compete against. 

It’s not any reflection on a failure of knowledge on the part of contributors to this book that the only place co -
operatives are even mentioned is in the context of the advocacy work of UK based NGO Banana Link, which is 
currently seeking to support southern hemisphere banana growers’ co-operatives in South America, the Caribbean 
and the Philippines. Do they receive any support from the UK consumer movement? When I contacted the leading 
regional societies, I was simply referred to the Co-operative Group for purchasing information. None of their senior 
management showed any interest in these co-operative growers or those working on their behalf. To my question 
as to whether they thought their members might be interested to know about these co-operative producers, I 
received no response. 

Martin Hess (University of Manchester, UK) in Chapter 1 presents a powerful analysis of the changing roles of the 
state in its dealings with the leading conglomerate players in the global value chains and global production networks 
dominating the world’s economy in the 21st century. Hess points to the rising state e-engagement not as a social 
democratic attempt to raise human welfare but rather as the drift towards authoritarianism. Hess quotes 
International Trade Union Confederation figures showing that over 85% of countries have criminalised or severely 
restricted trade union rights and the human rights to withdraw labour. The Covid pandemic has given Hess’s 
Gramscian based analysis of the state as a source of both violent plus economic compulsion together with 
administrative domination more than a little credibility even in the relative democracies of Europe and North 
America. The issue of incorporation of civil society organisations, as opposed to their outright repression, like trade 
unions and co-operatives that this chapter makes reference to, is particularly interesting. It is worth consideration 
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by those agencies supporting training and development for these associations. I have long argued in my teaching 
and publications that we need to recognise that co-operatives and trade unions are contested terrain. Incorporation 
often takes the form of social movements forming within these associations diverting or diluting their founding 
visions (Davis, 1996). Hess argues the role of the state is still evolving in these uncertain times but the underlying 
drift towards authoritarianism is very clearly underway. Led by the digital revolution, western populations have given 
up privacy without even noticing and the number of companies selling human surveillance technologies to 
employers tells its own story in support of Hess’s argument. 

Liam Campling (Queen Mary University of London, UK) points to increasing inequality within and between countries 
as the key development issue, and certainly for the 400 million in extreme poverty it’s the most pressing one. The 
business school gospel of adding value in the value chain, Campling points out, carries a major distortion of reality 
by ignoring the obvious truth that the value extracted at a particular downstream stage was created at an earlier 
stage(s). The power of the largest lead companies to manipulate and dominate the GVC is reinforced by a global 
segmentation of labour. This labour is managed within an authoritarian labour process at different stages in the 
value chain that coincide with different geographic/governmental locations. This further ensures additional value 
capture by the institutional leverage generated by a monopolised or at best oligopolistic market structure.  

Alistair Smith in Chapter 7 provides the example of a European food retail sector that in economists’ language, with 
ten leading players, constitutes a continent-wide system of monopolistic competition in what may be the richest 
consumer market in the world. Campling demonstrates that this global distortion of distributive justice against third 
world working people is further successfully protected by tax evasion. These upward percolations of wealth - the 
Global Wealth Chain - appear at every stage in the GVC and are often aided and abetted by the state and the 
multinational players’ ability to use accounting processes to move their added value to the most accommodating 
jurisdictions. In highlighting processes of value capture as well as value creation, Campling provides us with 
important insights into how the processes of increasing inequality are exacerbated under capitalist relations of 
production. The challenge this analysis presents is to demonstrate how a co-operative GVC would operate to ensure 
greater distributive justice and avoid the additional mechanism of the GWC. 

Stefano Ponte (Copenhagen Business School, DK) produces both a schematic analysis of the power dynamics in GVCs 
relating to sustainability issues in the context of two case studies: biofuels and coffee. The problem with the abstract 
schema of dyadic direct and diffused power against collective direct institutional and indirect constitutive power is 
the huge limitations that exist as leading players in GVCs have the capacity to use so many avenues. These range 
from direct corruption to media manipulation and misinformation to behind the scenes lobbying to divert and hijack 
sustainability even to the point of establishing so called ethical verification by NGOs who depend on them for funding 
and deliver their misinformation to the consumer. The ‘dolphin friendly’ label is a recently exposed example of 
‘misinformation’ with the collaboration of retailers. 

Louise Curran (Toulouse Business School, France) and Jappe Eckhardt, (University of York UK) show very clearly the 
obstacles and challenges to using trade agreements under WTO rules as vehicles for supporting human rights, 
ensuring fair trade or environmental sustainability. Research feedback suggests there are very weak enforcement 
and monitoring arrangements in place even where there are Free Trade Agreements with chapters linked to trade 
and sustainable development, as in the European Union. In the short run at least, it appears targeting and achieving 
partnerships with leading players to improve their own supply chain standards, as in the OXFAM Unilever 
partnership, may have more immediate impact. Where a management is open to take a hard look at itself and permit 
access by an independent NGO, some progress can be achieved. 

Marilyn Crosser, Corporate Responsibility Coalition (UK) (CORE), describes how effective NGO coalitions can be for 
sharing information, campaigning and lobbying. She gives a fascinating account of the mobilisation of cross-party 
support for corporate accountability and transparency concerning corporations’ responsibility for human rights 
abuses and environmental risks along their supply chains. Some successes were achieved in the 2006 Companies 
Act, with further impacts in 2014 when reporting requirements were elaborated, and, again, in the 2015 Slavery Act 
with the inclusion of a Transparency in Supply Chains Clause (TISC) taken from similar legislation in the USA. 
However, the rest of her paper is less upbeat as the CORE follow-up research found there to be big challenges with 
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compliance. One example here will suffice. In 2017, of the 50 UK companies covered by the legislation who were 
trading teas from Assam, cocoa from West Africa and mined gold or other sectors known to carry a high risk of 
modern slavery, almost two thirds did not include information in their statements on modern slavery.  

Christophe Alliot (Bureau d’Analyse Sociétale pour une Information Citoyenne, France) provides an especially 
inspirational chapter showing how a co-operative research collaboration can be established to provide quality 
analysis on the impact of globalisation and GVCs at many levels:  social, economic and environmental. The author 
makes the valid point that much vital data is not being gathered by governments or by UN agencies on trends in 
economic development and its impact. This is something we are witnessing globally at other levels of publicly funded 
research not least in the universities themselves. Governmental cuts justified politically as cutting ‘bureaucracy’ 
undermine those data gathering agencies supported by taxation. But why should initiatives like the Bureau d’Analyse 
Sociétale pour une Information Citoyenne (BASIC) be reliant on sources that are random and underfunded when we 
have a global Credit Union Network and Raiffeissen Banking Network plus huge Global Agri Co-op enterprises, not 
to mention hundreds of thousands of second tier and large scale national co-operatives? The answer is that the 
forces of incorporation have, temporarily at least, won in reducing co-operation to just another business model. As 
long as the co-ops can tick a box to show what they are doing is OK for the environment and what they are doing is 
OK for their community, then they pat themselves on the back and ignore the global issues caused by their 
competitors and sometimes caused by them too.  Christophe Alliot provides the case of the plight of the poor 
Ethiopian coffee farmers and the significant increase in net profitability accruing to coffee roasters and retailers that, 
but for the chance opportunity of a PhD researcher, would not have come to light. When I was a special advisor to 
the International Cooperative Alliance (ICA) Global HRD Committee, it was totally starved of funding as is the ICA 
Research Committee. It’s just the very data BASIC collects that should be setting the agenda for co-operative global 
strategy and in northern hemisphere consumer society co-operative brand management.  

Christophe Alliot claims the BASIC model to be qualitative, although the focus of its four components, i.e., a) the 
function of end consumer markets, b) business functioning of operators at each stage in the GVC, c) commercial 
relationships and price dynamics between different operators along the GVC, and d) the links between and the 
different types of operators along the chain, seem to me to contain a lot of potentially measurable quantitative data. 
Certainly the outcomes for small producers as a result of the evolving GVC are measurable and real. Their humanity 
like all humanity, however, cannot have a price put on it.  Yet the dignity of the individual and the common good 
can, I believe, be measured and negotiated. This will not be achieved without those vital qualities of empathy and 
solidarity perhaps best combined in the idea of one of the key but least practised elements of the French Revolution’s 
Slogan ‘Liberty, Equality and Fraternity’. There is not much point having a co-operative identity if it is not supported 
by an active co-operative ideological intervention on our global cultures. 

Alistair Smith (Banana Link, UK) provides an historical account of the evolution of  the NGO Banana Link and  NGOs’ 
evolving strategy across a quarter of a century. Smith’s chapter starts by  showing readers  just how important the 
EU  market is for bananas even without the British component  and just how concentrated and powerful is the 
position of the top ten retailers. They are responsible for around 50% of all banana consumption  with the European 
retail segment of the GVC extracting 40% of the value generated across the whole chain according to research by 
BASIC (2015). This represents a major shift in terms of who the lead firms are, from the suppliers’ global brands like 
Fyffes to the giant retailers who are perhaps more responsive to consumer civil society activism. Some are beginning 
to open up negotiations with suppliers to try to ensure consumers perceive them to be concerned and responsible 
global citizens.  

Smith identifies four stages in the evolving strategy to redress the in-built  injustice of the GVC for bananas. Starting 
with raising awarenes of  territorial impacts in producing countries, as in the case of providing data to small 
producers in the Windward Islands concerning single market regulations in the EU, the strategy moved on to 
engaging with ethical, commercial and technical management. The third stage of co-constructing  an agenda became 
possible as the producers, particularly the trade unions, started to come together in a  single platform. In Latin 
America, this was ignited by the courage and perseverance of an individual leader of the Costa Rica banana 
plantation workers’ trade union. Consolidation and unification at the grassroots is an essential step to ensure the 
terms of the discussion truly reflect the interests of the people who are suffering the injustice. The story arrives at 
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the establishment of a permanent multistakeholder global forum following a number of developments  engaging 
civil society organisations in various countries establishing national based multistakeholder initiatives such as the 
UK’s tripartite Ethical Trading Initiative funded by the UK Department for International Development and the 
establishment of a permanent World Banana Forum. The establishment of the forum and the emphasis on labour 
conditions and the problems of small producers in producer countries owes a lot to the ground work put in by Banana 
Link and its partner  organisations both on consumer and producer ends of the GVC. The one sad fact remains that 
nowhere is there any sign of the European Region of ICA or its farmer or consumer segments providing information 
finance or other support. And so its seems the same can be said of ICA Americas. With co-operatives at both ends 
of the banana GVC they should have been key partners in developments at every one of the stages Smith clearly 
identifies in this struggle, still ongoing, with some critical levers for establishing trade and employment justice in the 
banana sector.  

In a book full of examples of outrageous mistreatment and exploitation of working people, the last chapter by Eoise 
Mauret (ReAct, France) is perhaps the most harrowing. It focuses at first on the unfair capture of value, in this case 
in the palm oil and rubber industries’ production. The analysis moves on to consider the plight of communities who 
have been effectively excluded from the GVC by having their land taken from them with false promises of inclusion 
that were never realised. The case of these two sectors and the giant companies profiting from these land grabs, 
which amount to almost 388,000 hectares of land displacing 200 villages across five countries and impacting 
thousands of lives, is, I suspect, the tip of an iceberg of abuse and theft of traditional lands by corporations aided 
and abetted by the state, or land grabs conducted directly by the state. What happened to the Maasai land during 
the Moi regime in Kenya comes to mind, and I wonder how many former peasants in China now regimented for long 
hours into a mind-numbing factory regime and living in a cramped multi-story apartment in a polluted city feel they 
have been ‘lifted out of poverty’ or just conned out of their birthright. 

The villagers in this study have had to cope not only with broken promises and loss of land, but with the health 
impacts of chemical pollution and, in some cases, women experience physical abuse as they try to access what is left 
of their traditional land. Village traditional headmen’s letters and appeals to these corporations all fell on deaf ears 
and the following sporadic violence born of the justifiable anger and frustration that erupted was bound to be 
repressed. What is powerful about Eoise Mauret’s account is the evolution of a strategy to fight back that appears 
to be having some success. The four-step process starts with collective organisation out of which concrete 
engagement demands can be formulated, and then, when these demands are ignored, non-violent action creates 
the context and inducement for the final stage of negotiation.   

In the UK, the enclosure movement in England and the earlier highland clearances helped to create an impoverished 
urban proletariat who, without the vote and with trade union organisation punishable by alternatively hanging, 
flogging and deportation plus a punitive poor law system, turned to a similar strategy of collective action. Although 
in their case, after the Congresses in the 1830s, their co-operative association’s non-violent action was to establish 
their own democratically run businesses not as isolated units but as part of a movement for an alternative economy 
envisaged as a Co-operative Commonwealth. Today’s ICA membership has become so incorporated inside a 
predominately capitalist global economy that, instead of being in the forefront of campaigns to mobilise the poor 
and exploited and create an alternative economic order, it remains on the sidelines with its membership facing 
resolutely inwards. Direct Action is an important tool that can become a foundational mechanism for change once 
it is remembered that human labour that creates value for others can create it for itself. Capitalism and the State 
are not the only mechanisms for organising resources for production and distribution. What Eoise Mauret’s chapter 
highlights is how much tougher it is for rural communities to mobilize when isolated vis a vis the governments and 
multinational corporations exploiting and robbing them. Transnational alliances allow advocacy and effective policy 
to be developed and build up the will to resist in local communities when they see they are not alone but part of a 
wider reform movement. It’s a pity that so far, we do not seem able in the co-operative movement to generate a 
leadership in the ICA with the vision and the courage to call on the nearly one billion members to co-operate both 
with each other and with those in the greatest need in their communities. The marginalised and dispossessed should 
be able to look to co-operatives to join their struggle and together create those non-exploitative and sustainable co-
operative GVCs the world so desperately needs. This is an informative, essentially practical book based on sound 
theory and human centred values pointing to concrete measures that committed individuals in supporting civil 
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society organisations can support. The books’ authors are a set of civil society leaders and intellectuals who, to 
borrow from perhaps Marx’s most famous statement, are going beyond interpreting the world to trying to change 
it. 


