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The crisis in Punjab and Maharashtra Cooperative Bank (PMC Bank) has once again shaken the Indian 

banking system. The banking crisis started with Public sector banks but quickly engulfed private sector 

banks and NBFCs. With the crisis in PMC Bank, one hopes it is a standalone case and does not spread to 

other cooperative banks. Having said that, markets are already worried that PMC bank will not be a 

standalone case given cooperative banks generally are seen as having a more lax supervision system.  

In this piece, we trace the history of India’s cooperative banks from their humble origins in 1904 to 

becoming centre of Indian economic policy. We end the article in 1969 as post bank nationalization, 

commercial banks became important not just for large loans but also for rural development.  

Genesis of Cooperatives: Multiple sources 

The world history of cooperatives suggests that they emerged in European countries such as Germany 

and UK. However, the idea of cooperation has been ingrained in Indian psyche for a long time. Given the 

society’s economic dependence on agriculture and of agriculture on vagrant monsoons, cooperation is 

one of the ways to survive. India’s south-western coast (today’s Kerala) for centuries has been home to 

kuri or chit funds which was based on the principles of cooperation. The Nidhis emerged in Madras area 

in the 1850s where again the idea of cooperation was central to their functioning.  

The cooperative banks as we understand today emerged in India due to another factor which has long 

plagued Indian agriculture which is high interest rates charged by moneylenders. In the 1870s, there 

were riots in Bombay Presidency because of inability of farmers to pay back their debts. This led the 

British government to think of possible, solutions. Meanwhile, in 1895 the Madras Presidency appointed 

Frederick Nicholson to study the introduction of agriculture and land banks.  

The Government reviewed all these developments & reports and in 1904 passed the Cooperative 

Societies Act. Hans-H. Münkner (University of Marburg) in a paper on 100 years of Indian cooperative 

movement, makes this interesting observation. The Act was a mix of German cooperative principles 

(mainly work of Friedrich Wilhelm Raiffeisen) and British organisation laws. The Act promulgated setting 

up Registrar of Cooperative Societies (RCS) as an agency to regulate and govern the cooperatives.  

The 1904 Act allowed primary cooperatives and elicited a highly positive response. O.P. Sharma, 

formerly of RB History Cell wrote that the first urban cooperative credit society was registered in 

Canjeevaram (Kanjivaram) in October, 1904. By 1912, there were nearly 5000 societies and the Act had 

to be amended to allow wider participation. The amended Act permitted cooperatives to be in non-

credit services. The World War I posed concerns to the sector leading to another Committee (chair: 

Macgalan) to review the conditions. The Committee proposed a 3-tier structure in every province. The 

Provincial Cooperative Bank would be the apex, the Central Cooperative Banks at the middle tier and 

primaries at the base. In 1919, the subject of Cooperatives was transferred to provinces leading Bombay 

Presidency becoming the first to pass The Bombay Cooperative Societies Act of 1925. In 1929, All India 

Association of Cooperative Institutes was established.  

The Government had begun publishing Statistical Tables related to banks in India from 1915 onwards. In 

the 1923 edition included the statistics of cooperative banks for the first time. It included Provincial and 

Central Co-operative Banks and registered non-agricultural credit societies with limited liability. These 



banks were sub-divided, as in the case of the Indian Joint-Stock Banks, into two classes. The class A were 

banks with capital and reserves of Rs 5 lakhs and over, and class B were those having capital and 

reserves between Rs 1 – 5 lakhs. It is important to note that the A and B class cooperatives were large 

societies and hardly captured the total number of cooperatives whose number ran in thousands. 

It is interesting to compare the initial trends in cooperative banking with that of joint stock banks (JSB). 

The number of A Class cooperative banks rose from 2 to 7 in the period 1914-23 whereas the number of 

JSBs rose from 17 to 26 in the same period. In 1914, the number of B class cooperative banks were 15 

and JSBs were 25. By 1923, the number of B class cooperative banks rose to 72 higher than 43 JSBs. In 

terms of capital and reserves per bank, we see how A class JSBs are much larger than A class 

cooperatives whereas B class cooperatives are nearly similar sized as B class JSBs.  
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Advent of RBI (1935-47) 

The establishment of RBI provided a major fillip to both banking and cooperative sector. RBI established 

an Agricultural Credit Department (ACD) whose task was to coordinate rural credit and cooperative 

movement. RBI History Volume I (1935-51) notes that Mr. K. G. Ambegaokar, I.C.S., who had had 

experience in the field of cooperation as Senior Deputy Registrar of Co-operative Societies in the C.P. 

and Berar, was appointed as the First Officer-in-Charge of the Department. He later went on to serve 

both as RBI Governor (interim, 14-Jan-57 to 28-Feb-57) and Deputy Governor (1-Mar-55 to 13-Jan-27 

and 1-Mar-57 to 29-Feb-1960).  

The initial purpose of the ACD was to study the Darling Committee report which was formed by the 

Government in 1935 to study the impact of great depression on Cooperatives. The committee raised 

heightened alarms pointing that in eight major provinces, “over 25,000 societies, or roughly one-fourth, 

had to be liquidated since the movement was organised, representing ’ a prodigious waste oftime, 

money and effort.” The committee also noted that the proposed ACD would not be able to help 

cooperatives as is widely anticipated given the deep financial crisis in the sector.  

The RBI also started cleaning up the banking sector and only well governed banks will be included in its 

Second Schedule. Only Provincial cooperative banks (later State Coop Banks) were to be included in the 

Second Schedule after detailed investigation by RBI and the list would be continuously updated. (As of 

today, there are 225 Banks in RBI’s Second Schedule, of which only 50 are cooperative banks (including 

PMC Bank)). 

The RBI would give funds to only the included Provincial coop banks and PCBs through them to second 

and third tier and lending would be against government securities and promissory notes of approved co-

operative marketing or warehouse societies endorsed by the provincial banks. The included coop banks 

were also required to maintain cash balances with RBI, though at half the rates fixed for scheduled 

banks.  

The coop banks were not enthused by these guidelines and only Bombay PCB showed interest. Even PCB 

asked whether RBI investigation of its accounts was ‘a vexatious inquisition into details by subordinate 

staff’!  

First Five Year Plan and Rural Credit Survey (1951-67)  

Post-independence, the first five year plan gave a lot of importance to cooperatives. The Plan noted that 

“with 181,000 Societies, a membership of about 14 million and a working capital of Rs. 276 crores the 

movement constitutes an important economic and social force in the country.” The Plan re-stressed that 

given the nature of Indian economy which was agricultural and rural based, credit cooperatives were the 

best organisation to deal with matters pertaining to promoting savings and opening bank accounts. It 

added that “the establishment of credit societies in villages is thus a sine qua non of the organisation of 

credit in the context of planned investment in the developmental schemes approved in the Plan.” 

The role of cooperatives became even more central following the recommendations of the All India 

Rural Credit Survey Committee (1951, Chair Gorwala). The All India Rural credit Survey done as part of 

the committee, showed how agriculture sector got 93% of its funds from non-institutional sources! 



Thus, even after 50 years of cooperative movement, it constituted an abysmally low figure of 3% of agri 

credit.  

 

Break-up of Institutional and Non-Institutional Rural Credit 

 1951 1961 1971 1981 1991 2002 

Institutional Agencies 7.2 14.8 29.2 61.2 64 57.1 

Government 3.3 5.3 6.7 4 5.7 2.3 

Co-op. Society/bank 3.1 9.1 20.1 28.6 18.6 27.3 

Commercial bank incl. RRBs 0.8 0.4 2.2 28 29 24.5 

Insurance -- -- 0.1 0.3 0.5 0.3 

Provident Fund -- -- 0.1 0.3 0.9 0.3 

Others* -- -- -- -- 9.3 2.4 

Non-Institutional Agencies 92.8 85.2 70.8 38.8 36 42.9 

Landlord 1.5 0.9 8.6 4 4 1 

Agricultural Moneylender 24.9 45.9 23.1 8.6 6.3 10 

Professional Moneylender 44.8 14.9 13.8 8.3 9.4 19.6 

Traders and Commission Agents 5.5 7.7 8.7 3.4 7.1 2.6 

Relatives and Friends 14.2 6.8 13.8 9 6.7 7.1 

Others 1.9 8.9 2.8 4.9 2.5 2.6 

Total 100 100 100 100 100 100 

*Others includes financial corporation/institution, financial company and other institutional 
agencies. 

 

The Committee highlighted that for cooperative movement to become a force, the state governments 

should not just participate in the capital of the cooperatives but also appoint nominees on their boards. 

The Survey also advocated RBI to play a more active role in fostering of Cooperatives.  

Government and RBI Frictions 

Post-Rural Credit Survey, another stumbling block was Reorganisation of States in 1956. The RBI was 

already struggling with apex Provincial Coop Banks as different provinces had different styles and levels 

of governance. For instance, the operations of Bombay State Cooperative Bank (BSCB) was spread 

across regions which were now included in new states of Gujarat and Mysore. This meant transfer of 

BSCB’s operations in these States to apex banks in the respective states but in the transition period BSCB 

had to continue as a multi-unit bank.  

Till 1957, RBI had a free hand to deal with cooperatives but them the Central government started paying 

a lot of attention to cooperatives. This led to what else but frictions with the central bank. The RBI 

History Volume II (1951-67) notes how Government acted first and talked later on the subject of 

cooperatives which was both a change and challenge. Parallelly, Planning Commission was unhappy with 

the attention on larger societies and role of State in cooperatives. In all this, RBI felt the social objectives 

of cooperatives can only be achieved if the objective financial soundness is not lost. The financials of 



both small and large cooperatives were already in precarious state and could worsen if one just focused 

on growth.  

The onus to resolve the differences between the two eventually fell to the Committee on Cooperative 

Credit (Chair: V.L. Mehta, 1960). The Committee noted that of the nearly 1.66 lakh primary societies, 

one third were working at a loss or were not making a profit. The story was nearly similar for 418 central 

coop banks of whom two-fifth were facing financial problems. The main recommendation of the 

committee was to revitalize the cooperative system and make it viable.  

The RBI got statutory powers to regulate coop credit system only in 1966 with amendments in Banking 

Regulation Act. Along with State Governments, RBI reformed the sector by inspecting books of 

cooperatives and stopping discriminatory lending. These sustained efforts led share of institutional 

sources and cooperative banks to rise to 29% and 20% respectively by 1971. Within the cooperatives, 

we see significant progress in all the three tiers. 

 1950-51 1966-67 1950-51 1966-67 1950-51 1966-67 

State Coop Banks (Number) 15 25 505 348 115462 178735 

Membership (in 000s) 21 21 207 352 5154 26709 

Capital  1.6 31.2 4.04 31.2 8.4 128.61 

Reserves 2.22 24.28 4.79 24.28 8.86 36.88 

Deposits 22.08 147.38 37.79 259.32 4.48 39.09 

Loans 42.12 513.16 82.84 945.33 22.9 366.47 

State Government Contribution 
to capital 

NA 10.35 NA 21.63 NA NA 

 

Final Thoughts 

In 1969, the Indian government nationalised 14 largest private banks. The policy orientation changed 

significantly as the Government now prioritized commercial banks not just for large loans but also for 

rural development. We see how share of commercial banks in agri finance rose tenfold from a mere 

2.2% in 1971 to 28% in 1981. The share of cooperatives is 29% in 1981 but declines to 18% in 1991 

before recovering to 27% by 2002. This is because post-1991 reforms, the banks were again asked to 

orient their strategy towards commercial activity and cooperatives were again made centre of 

agricultural and rural development.  

 

 


