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ABSTRACT 

This paper inspects the idea of narrative credit and its administrative instrument in banking 

segment. Agreeable banks work on the standard of collaboration and not so much on business 

parameter. As the India needed to set out upon a program of financial turn of events and 

development, its important to have an unlimited authority over the exercises of banking with 

the goal that Central Bank could be utilized viably as an instrument of monetary change in the 

nation. RBI arrangements request that banks are likewise be answerable for the open stores 

In different arrangement of the bye-laws of the respondent-society are perused with section 65 

and section 66 of the Cooperative Societies Act then a benefit making is inborn in the very 

foundation of the credit society. This is reflected in the business completed by it just as its asset 

report. In the ongoing past, a few cheats including banks were seen in India which presented 

difficulties for the smooth working of banking area. One of the significant components of 

financier client relationship is trust which is fundamental for the eventual fate of presence of 

banking organizations. 

The act expects to put community counts comparable to the improvements in the financial part 

through "better administration and appropriate guideline so as to guarantee that the issues of 

the co-employable banks are led in a way that ensures the premiums of the contributors".  

It additionally vows to fortify the co-usable banks by expanding polished skill, empowering 

access to capital, improving administration and guaranteeing sound banking through the 

Reserve Bank of India.  

NABARD words and articulations utilized in this and not characterized either in this Act or in 

the Reserve Bank of India Act, 1934, yet characterized in the Banking Regulation Act, 1949, 

will have the implications separately allotted to them in the Banking Regulation Act, 1949. 

Many a times, geographical distance, and the diversity of legal system at the global level 

strengthen and encourage the reasons that benefited created for cooperative societies is lacking 

behind and they are upgraded them by sharing a common interest. 
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INTRODUCTION 

The Banking Regulation Act, 1949 vests the Reserve Bank with various statutory powers of 

control and supervision over co-operative banks. The powers in regard to incorporation, 

management, etc., of these banks, however continue to vest in the Registrars of co-operative 

Societies of the States concerned. Further, the provisions of the Banking Regulation Act, 1949 

(as applicable to Co-operative Societies) shall be in addition to, and not, save as expressly 

provided in the Act, in derogation of any other law for the time being in force. This means that 

the co-operative Banks are required not only to comply with the provisions of the Banking 

Regulation Act, but also other laws applicable to them. In respect of matters specifically 

provided in the Banking Regulation Act, the provisions of the said Act will prevail over the 

provisions of the Co-operative Societies Act. In 1966, the Act was made applicable to 

cooperative banks by incorporating Section 56 therein.   

A co-operative bank is a financial entity which belongs to its members, who are at the same 

time the owners and the customers of their bank. Co-operative banks are often created by 

persons belonging to the same local or professional community or sharing a common interest. 

Co-operative banks generally provide their members with a wide range of banking and 

financial services (loans, deposits, banking accounts etc.). Co-operative banks differ from 

stockholder banks by their organization, their goals, their values and their governance. In most 

countries, they are supervised and controlled by banking authorities and have to respect 

prudential banking regulations, which put them at a level playing field with stockholder banks. 

Depending on countries, this control and supervision can be implemented directly by state 

entities or delegated to a co-operative federation or central body. Co-operative banking is retail 

and commercial banking organized on a co-operative basis. Co-operative banking institutions 

take deposits and lend money in most parts of the world. Co-operative banking, includes retail 

banking, as carried out by credit unions, mutual savings and loan associations, building 

societies and co-operatives, as well as commercial banking services provided by manual 

organizations (such as co-operative federations) to co-operative businesses. The structure of 
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commercial banking is of branch-banking type; while the co-operative banking structure is a 

three tier federal one.  

-A State Co-operative Bank works at the apex level (ie. works at state level).  

-The Central Co-operative Bank works at the Intermediate Level. (ie. District Co-operative 

Banks ltd. works at district level)  

-Primary co-operative credit societies at base level (At village level) 

FEATURES OF CO-OPERATIVE BANKS: 

Even if co-operative banks organizational rules can vary according to their respective national 

legislations, co-operative banks share common features as follows:  

Customer-owned entities: In a co-operative bank, the needs of the customers meet the needs 

of the owners, as co-operative bank members are both. As a consequence, the first aim of a co-

operative bank is not to maximize profit but to provide the best possible products and services 

to its members. Some co-operative banks only operate with their members but most of them 

also admit non-member clients to benefit from their banking and financial services.  

Democratic member control: Co-operative banks are owned and controlled by their 

members, who democratically elect the board of directors. Members usually have equal voting 

rights, according to the co-operative principle of “one person, one vote”.  

Profit allocation: In a co-operative bank, a significant part of the yearly profit, benefits or 

surplus is usually allocated to constitute reserves. A part of this profit can also be distributed 

to the co-operative members, with legal or statutory limitations in most cases. Profit is usually 

allocated to members either through a patronage dividend, which is related to the use of the co-

operative’s products and services by each member, or through an interest or a dividend, which 

is related to the number of shares subscribed by each member.  

Co-operative banks are deeply rooted inside local areas and communities. They are involved 

in local development and contribute to the sustainable development of their communities, as 

their members and management board usually belong to the communities in which they 

exercise their activities. By increasing banking access in areas or markets where other banks 

are less present, farmers in rural areas, middle or low income households in urban areas - co-

operative banks reduce banking exclusion and foster the economic ability of millions of people. 
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They play an influential role on the economic growth in the countries in which they work in 

and increase the efficiency of the international financial system. Their specific form of 

enterprise has proven successful both in developed and developing countries. 

 

TYPES OF CO-OPERATIVE BANKS 

The Co-operative banking structure in India comprises of: 

1. Urban Co-operative Banks 

2. Rural Co-operatives 

 

Some co-operative banks are scheduled banks, while others are non-scheduled banks. For 

instance, State Co-operative banks and some Urban Co-operative banks are scheduled banks 
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but other co-operative banks are non-scheduled banks.Scheduled banks are those banks which 

have been included in the second schedule of the Reserve bank of India act of 1934.  

The banks included in this schedule list should fulfil two conditions:   

• The paid capital and collected funds of bank should not be less than Rs. 5 lac.  

• Any activity of the bank will not adversely affect the interests of depositors. 

Every Scheduled bank enjoys the following facilities: 

• Such bank becomes eligible for debts/loans on bank rate from the RBI 

• Such bank automatically acquires the membership of clearing house. 

1. Urban Co-operative Banks: 

Urban Co-operative Banks is also referred as Primary Co-operative banks by the Reserve Bank 

of India. Among the non-agricultural credit societies urban co-operative banks occupy an 

important place. This bank started in India with the object of catering to the banking and credit 

requirements of the urban middle classes. The term Urban Co-operative Banks (UCBs), though 

not formally defined, refers to primary cooperative banks located in urban and semi-urban 

areas. These banks, till 1996, were allowed to lend money only for non-agricultural purposes. 

This distinction does not hold today. These banks were traditionally centred around 

communities, localities work place groups. They essentially lent to small borrowers and 

businesses. Today, their scope of operations has widened considerably. 

The RBI defines Urban Co-operative banks as “small sized co-operatively organized banking 

units which operate in metropolitan, urban and semi-urban centers to cater mainly to the needs 

of small borrowers, viz. owners of small scale industrial units, retail traders, professional and 

salaries classes.” 

Urban Co-operative banks mobilize savings from the middle and lower income groups and 

purvey credit to small borrowers, including weaker sections of the society. These banks 

organize on a limited liability basis, generally extend their area of operation over a town. The 

main functions of these banks are to promote thrift by attracting deposits from members and 

non-members and to advance loans to the members. It is registered under co-operatives 

Societies Act of the respective state Governments. Prior to1966, Urban Co-operative banks 

were exclusively under the purview of State Government.  
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From March 1, 1966 certain provisions of Banking Regulation Act have been made applicable 

to these banks. Consequently, the RBI became the regulatory and supervisory authority of 

Urban Co-operative Banks for their related operations. Managerial aspects of such banks 

continue to remain with State Governments under the respective Co-operative Societies Act.1 

These banks with multi-presence are regulated by the Central Governments and registered 

under Multi-State Co-operative Societies Act. The RBI extends refinance to Urban Co-

operative Banks against their advances to tiny and cottage industrial units. These banks 

grants sizeable loans and advances under priority sector for lending to small business 

enterprises, retail trade, road and water transport operators and professional and self-employed 

persons. Urban Co-operative banks are mostly located in towns and cities and cater to the 

credit requirement of the urban clientele. 

• The objectives and functions of the Urban Co-operative banks: 

• Primarily, to raise funds for lending money to its members. 

• To attract deposits from members as well as non-members. 

• To encourage thrift, self-help ad mutual aid among members. 

• To draw, make, accept, discount, buy, sell, collect and deal in bills of exchange, drafts, 

certificates and other securities. 

• To provide safe-deposit vaults. 

Area of Operation: 

The area of operation of these banks is usually restricted by its byelaws to a municipal area or 

a town. In some occasions it exceeds this limit. The study group on Credit Co-operatives in 

Non Agricultural Sectors has recommended that normally, it would beadvisable for an urban 

co-operative bank to restrict its area of operation to the municipality or the taluka town where 

it operates. 

2. Rural Co-operatives: 

Rural Cooperative Banking plays an important role in meeting the growing credit needs of rural 

population of India. It provides institutional credit to the agricultural and rural sector. The 

inadequacy of rural credit engaged the attention of RBI and Government throughout the 1950s 

and1960s. One important feature of providing agriculture credit in India has been the existence 

	
1 Babu K.V.S.N. Jawahar, Selkhar B. Muniraja, “The Emerging Urban Co-operative Banks in India: Problems 
and Prospects” in IOSR Journal of Business and Management, Vol. II, Issue V, Jul.-Aug. 2012, pp. 1-5(1). 
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of a widespread network of rural financial institutions. The rural credit structure consists of 

many types of financial institutions as large scale branch expansion was undertaken to create a 

strong institution based in rural area. It has served as an important instrument of credit delivery 

in rural and agricultural areas. The separate structure of rural Co-operative sector for long-term 

and short-term loans has enabled these institutions to develop a specialized institution for rural 

credit delivery. The volume of credit flowing through these institutions has increased. The 

Rural Co-operative structure has traditionally been bifurcated into two parallel wings, i.e. 

Short-term Rural Co-operatives, & Long-term Rural Co-operatives. 

 I. Short-term Rural Co-operatives: 

The short-term rural co-operatives provide crop and other working capital loans to farmers and 

rural artisans primarily for short-term purpose. These institutions have federal three-tier 

structure. 

 At the Apex of the system is a State Co-operative bank in each state. 

At the middle (or district) level, there are Central Co-operativeBanks also known as District 

Co-operative banks. 

At the lowest (or village) level, are the Primary Agricultural Credit Societies. 

II. Long-term Rural Co-operatives: 

 The long-term rural co-operative provide typically medium and long-term loans for making 

investments in agriculture, rural industries and, in the recent period, housing. Generally, these 

co-operatives have two tiers, i.e. State Co-operative Agriculture and Development Banks 

(SCARBDs) at the state level and Primary Co-operative Agriculture and Rural Development 

Banks (PCARDBs) at the taluka or tehsil level. However, some States have a unitary structure 

with the state level banks operating through their own branches 

 

FUNCTIONS OF CO-OPERATIVE BANKS 

Co-operative banks also perform the basic banking functions of banking but they differ from 

commercial banks in the following respects  
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• Commercial banks are joint-stock companies under the companies’ act of 1956, or public 

sector bank under a separate act of a parliament whereas co-operative banks were established 

under the co-operative society’s acts of different states.  

• Commercial bank structure is branch banking structure whereas co-operative banks have a 

three tier setup, with state co-operative bank at apex level, central / district co-operative bank 

at district level, and primary co-operative societies at rural level.  

• Only some of the sections of banking regulation act of 1949 (fully applicable to commercial 

banks), are applicable to co-operative banks, resulting only in partial control by RBI of co-

operative banks and  

• Co-operative banks function on the principle of cooperation and not entirely on commercial 

parameters. 

The cooperative banks also perform basic functions of banking but differ from commercial banks inthe 

following respects: 

• Commercial banks are joint-stock companies under the Companies Act of 1956, 

or public sector banks under a separate Act of the Parliament. Co-operative banks were 

established under the Cooperative Societies Acts of different states; 

• cooperative banks have a three-tier setup, with state cooperative bank at the apex, 

central/district cooperative banks at district level, and primary cooperative societies at 

rural level; 

• Only some of the sections of the Banking Regulation Act of 1949 (fully applicable to 

commercial banks), are applicable to cooperative banks, resulting in only partial control 

by RBI of cooperative banks; and 

• Cooperative banks function on the principle of cooperation and not entirely on 

commercial parameters. 

 

REGULATORY FUNCTIONS OF RBI 

RBI: An Introduction 

The Reserve Bank of India as the Central Bank of our country was established on 1st April, 

1935 under the Reserve Bank of India Act, 1934. The Bank was started originally as a 
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shareholders’ bank and its paid up capital was Rs.5 crores. The Bank took over the function of 

currency issue from the Government of India and the power of credit control from the then 

Imperial Bank of India. The Bank was nationalised in the year 1948, soon after independence, 

following a post war trend towards nationalisation of Central Banks all over the world. The 

Bank of England was nationalised in 1946. Secondly, a centrally administered system had then 

become necessary to control a runaway inflation raging in India since 1939, control inflation 

in the country effectively. Thirdly, as India had to embark upon a programme of economic 

development and growth, it was necessary to have a complete control over the activities of 

banking so that a Central Bank could be used effectively as an instrument of economic change 

in the country.2 

General Role of RBI: 

The Reserve Bank of India is largely concerned with organisation of a sound and healthy 

commercial banking system, ensuring effective co-ordination and control over credit through 

appropriate monetary and credit policies followed from time to time. It is also however, 

concerned with development of rural banking, promotion of financial institutions and 

development of rural banking, promotion of financial institutions and development of money 

and capital market in India. 

Control by RBI over co-operative banks: 

The Banking Regulation Act, 1949 empowers the Reserve Bank to issue directions, to co-

operative banks in general and to any co-operative bank in particular, regarding any aspect of 

the working of the co-operative banks/bank concerned. While Sec. 21 confers powers to issue 

directions in regard to advances by co-operative banks, or a group of co-operative banks, Sec. 

35A covers all aspects of the functions of co-operative banks. These two sections together have 

given powers to the Reserve Bank to issue all directions on all matters concerning the 

operations of a co-operative bank in particular, or all co-operative banks, or a group of co-

operative bank, in general. 

	
2 Tannan M.L., “Tannan’s Banking Law and Practice in India”, Wadhwa and Company Nagpur, 21st Edn., Reprint 
2007, p. 163. 
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In addition to conducting regular inspection under this section, the Reserve Bank is also 

empowered to carry out a scrutiny of the affairs of the co-operative bank, at any time it is 

considered necessary to do so. 

Significantly, the NABARD has also been statutorily empowered to carry out the inspection of 

co-operative banks other than, however primary co-operative banks but such power has been 

given, without prejudice to the powers of RBI, to conduct such inspection. (Sec. 35) 

The Reserve Bank is empowered to depute, in case it is considered essential to do so, for the 

reorganisation or expansion of co-operative credit on sound lines, one or more of its officers to 

watch the proceedings at any meeting of the Board of Directors of any co-operative banks or 

any other body constituted by it and require such bank to give an opportunity to the officers, 

so deputed, to be heard at such meeting(s). The Reserve Bank may appoint one or more of its 

officers to observe the manner in which the affairs of the co-operative bank or its offices or 

branches are being conducted, requiring such officers to make a report thereon.3 

 

Other relevant provisions include: 

 

Section 22(4): 

• Cancellation/rejection of license 

Section 23 (4A): 

• any cooperative bank seeking permission of RBI for branch opening is required to forward 

applications to RBI through NABARD;  

• NABARD shall give its comments on the merit of the cases and send to RBIan advance 

copy of the application shall be sent by the Cooperative bank directly to the RBI. 

Section 24-A: 

• RBI has power to exempt any cooperative bank from the whole of or any part of the 

provisions of Section 18 or Section 24 of the Act. 

Section 35 A: 

• Powers of RBI to give directions: RBI is empowered to issue directions to cooperative 

banks in general or to any cooperative bank in particular on any aspect of working  of such 

banks. 

	
3Id, p. 227. 
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Section 45: 

• Under this section, the Reserve Bank can recommend to the Central Government, to order 

a moratorium in respect of a cooperative Bank. The power to issue such a moratorium 

however rests with the Central Government. 

Section 46:  

• In this section, various penalties that may be imposed on cooperative banks, for non-

compliance with the various provisions of the B.R. Act, have been specified.   

Section 53: 

• Power to exempt; The Central Govt. may, on the recommendation of RBI, exempt any 

banking company or any class of banking companies from any or all provisions of this Act. 

 

KEY POINTS 

• primary agricultural societies are excluded from the scope of the banking regulation act 

1949;  

• the minimum capital requirement is only Rs.1 lakh for banks;  

• a cooperative bank can not engage in any trading activity (except of government and 

approved securities);  

• Cooperative banks have to maintain a cash reserve ratio of 3% of NDTL in cash and current 

accounts with RBI and other notified banks. Scheduled cooperative banks have to maintain 

CRR under the RBI act in an account with RBI. Overall the cash reserve ratio requirements 

are lower than that for commercial banks;  

• cooperative banks need to maintain statutory liquidity ratio of 25% of NDTL in the form 

of gold, balances with state cooperative banks and in unencumbered approved securities;  

• cooperative banks cannot hold more than 5% of private capital of any other cooperative 

society;  

• RBI can determine the banking policy for the advances to be made by cooperative banks;  

• cooperative banks should have applied for a license from RBI to carry on banking business;  

• cooperative banks and societies have to submit various returns to RBI regarding CRR/SLR, 

assets and liabilities, unsecured loans to directors, advances to priority and weaker sector, 

shareholding in cooperative societies, non-performing assets and audited balance sheet, 

profit and loss account of statutory audit report as per the periodicity prescribed for 

different statements. 
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REFORMS IN THE BANKING REGULATION ACT, 1949: 

Consequent upon the implementation of the recommendations of the Committee on Revival of 

the Cooperatives, certain amendments to the BR Act would be required and these would 

include the following aspects: 

• all cooperative banks would be on par with the commercial banks as far as regulatory norms 

are concerned;  

• RBI will prescribe fit and proper criteria for election to Boards of cooperative banks.  Such 

criteria would however not be at variance with the nature of membership of primary 

cooperatives which constitute the membership of the DCCBs and SCBs;  

• However, as financial institutions, these Boards would need minimum support at the Board 

level. Hence, the RBI will prescribe criteria for professionals to be on the Boards of 

cooperative banks. In case members with such professional qualifications or experience do 

not get elected in the normal electoral process, then the board will be required to co-opt 

such professionals to the board and they would have full voting rights;  

• The CEOs of the cooperative banks would be appointed by the respective banks themselves 

and not by the State government. However, as these are banking institutions, RBI will 

prescribe the minimum qualifications of the CEO to be appointed and the name proposed 

by the cooperative bank for the position of CEO would have to be approved by RBI;  

• Cooperatives other than cooperative banks as approved by the RBI shall not accept non-

voting member deposits. Such cooperatives would also not use words like “bank”, 

“banking”, “banker” or any other derivative of the word “bank” in their registered name. 

 

RBI POLICIES FOR CO-OPERATIVE BANKS 

The RBI appointed a high power committee in May 1999 under the chairmanship of Shri. K. 

Madhava Rao, Ex-Chief Secretary, Government of Andhra Pradesh to review the performance 

of Urban Co-operative Banks (UCBs) and to suggest necessary measures to strengthen this 

sector. With reference to the terms given to the committee, the committee identified five broad 

objectives: 

 • To preserve the co-operative character of UCBs  

• To protect the depositors’ interest  
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• To reduce financial risk  

• To put in place strong regulatory norms at the entry level to sustain the operational efficiency 

of UCBs in a competitive environment and evolve measures to strengthen the existing UCB 

structure particularly in the context of ever increasing number of weak banks  

• To align urban banking sector with the other segments of banking sector in the context of 

application or prudential norms in to and removing the irritants of dual control regime  

• RBI has extended the Off-Site Surveillance System (OSS) to all non-scheduled urban co-

operative banks (UCBs) having deposit size of Rs. 100 Crores and above. 

CO-OPERATIVE BANKS AND NABARD 

As an apex bank involved in refinancing credit needs of major financial institutions in the 

country engaged in offering financial assistance to agriculture and rural development 

operations and programmers, NABARD has been sharing with the Reserve Bank ofIndia 

certain supervisory functions in respect of co-operative banks and Regional Rural Banks 

(RRBs). 

 As part of these functions, it 

• Undertakes inspection of Regional Rural Banks (RRBs) and co-operative banks (other 

than urban/primary co-operative banks) under the provisions of Banking Regulation 

Act, 1949. 

• Undertakes inspection of State Co-operative Agriculture and Rural Development Banks 

(SCARDBs) and apex non-credit co-operative societies on a voluntary basis 

• Undertakes portfolio inspections, systems study, besides off-site surveillance of co-

operative banks. 

• Provides recommendations to Reserve Bank of India on opening of new branches by 

State Co-operative Banks.  

• Administering the Credit Monitoring Arrangements in Co-operative banks. 

Core Functions of NABARD for Co-operative Banks: 

NABARD has been entrusted with the statutory responsibility of conducting inspections of 

State Co-operative Banks (SCBs), District Central Co-operative Banks (DCCBs) and Regional 

Rural Banks (RRBs)under the provision of the Banking Regulation Act, 1949. In addition, 
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NABARD has also been conducting periodic inspections of state level co-operative institutions 

such as State Co-operative Agriculture and Rural Development Banks (SCARDBs), on a 

voluntary basis. 

CHALLENGES POSED BEFORE CO-OPERATIVE BANKS 

Apart from the inherent weaknesses pertaining to the sector such as politicization dominance 

of bureaucracy and state interference, lack of member participation, lack of commitment, 

wrong perception; the co-operative banking sector is facing the following serious issues: 

• Lack of committed and dynamic leadership from the young generation. 

• Lack of professionalism in management. 

• Impairment in governance; on the financial and managerial fronts. 

• Absence of or inadequate technology adoption by much banks-lowcompetitiveness. 

• Very few banks have strong MIS in place. 

• Not many banks have HRD policies which are conducive to the growth of institution 

in the context of emerging managerial challenges. 

• Lack of customer intelligence and data base. 

• Poor risk management practices. 

• Lack of customer orientation and marketing initiatives. 

• Low share of non fund based income. 

• Higher cost of funds and the management cost-low margin. 

• Generation gap in membership and customer base. 

	

CONCLUSION AND SUGGESTIONS 

Co-operative banks take active part in local communities and local development with a stronger 

commitment and social responsibilities. These banks are best vehicles for taking banking to 

doorsteps of common men, unbanked people in urban and rural areas. Their presence in the 

social, economic and democratic structure of the country is essential to bring about harmonious 

development and that perhaps is the best justification for nurturing them and strengthening 

their base. These banks are sure to win in the race because they are from the people, by the 

people and of the people. 
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Competence, operational efficiency and professionalism are the key factors that cooperative 

banks must acquire and maintain in the present condition. The prevailing economic order, 

supervisory and regulatory (legal) environment and the political climate calls for re-structuring 

of bank’s framework. The degree of competition is assorted and the entry of new generation 

banks is stimulating them. Changing profile of Indian consumer and the emerging new market 

segments magnetize the product and process innovation by the players in the industry. The 

pressures from all the way compel the firms to become more competent and the future for them 

is “Survival of the Fittest.” 

The future vision of cooperative banks should be oriented towards promotion of excellence and 

increased productivity along with customer orientation and image building.  

The mindset of the members, managers and leaders should aim at “Management by 

Commitment. “Intense competition will force the managers of co-

operative banks to be innovative and ensure consistent improvements in the organization as a 

processtowards excellence. The vision of cooperative banks should aim at looking beyond. As 

it is rightly stated; “Vision is the art of seeing, what is invisible to others.” 
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