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ABSTRACT REPORT

1. Object of Abstract Report.—In order to facilitate an appreciation of our
views by persons to whom our Report may appear too detailed and technical, we have
deemed it convenient to prepare an abstract dealing only with those points which are
of larger importance. For this reason we do not propose to enter into great detail and
our remarks in this abstract must be held to be supplemented by what we have said in
our main Report. For the same reason we shall refer to agricultural credit societies
only among primary societies, as societies of this nature form 13,715 out of the 14,566
primary societies which have come into existence since co-operation first obtained a
footing in India in 1904.

2. The Primary Society.—A primary agricultural co-operative credit society is form-
ed in its first stage by a number of individuals, not less than ten, who, because they are
unable individually to obtain the credit which is necessary for their small agricultural
operations either in adequate quantity or at rates or on terms of honest dealing which
enable them to work at a profit, combine together to obtain this necessary credit on
reasonable conditions. To effect this each becomes liable for the debts of the society
to the extent of the whole of his assets. If in this combination there is a number
of well-to-do persons who have joined, not to obtain credit facilities they already possess,
but to assist their poorer friends, it is obvious that the addition they bring to the total
of the assets of the individual members provides a substantial security to a creditor
for any money lent to the society and used by the poorer members. If, on the other hand,
all the members are of the same class, too poor individually to be trusted with
any loan at a rate of interest which does not include a very large proportion of insurance
to guard against the risk of non-repayment, it is equally obvious that the risk on the loans
is in no way diminished from a purely material point of view by the combination. It
will not, we think, be found frequent in practice in India for men of substantial position
to join a society to support the credit of their poorer neighbours, and consequently it
may be taken that the majority of societies belong to the latter class. It is true that even
in that case the total assets of the members may, and generally do in practice,
total up to a nominal saleable value, based on the rates obtained at occasional sales,
considerably in excess of the total loans granted. It is, however, probable that in the
event of the forced sale of a number or all of these assets, the amount realised would be
found to be very much less than that at which they had been valued and might in many
cases fail to cover the debts of the societies, the more especially if many such sales were
taking place simultaneously within a small area. Hence it is clear that the creditors’ real
security consists not in the material assets of the members but in the ability and desire
of the members to put the borrowed money to productive uses and to repay the loan out
of the profits made thereby.

Each loan should mean so much earning capacity, so much producing power for
the individual borrower. The guarantee consists in the expectation that each member
of the society knowing that he stands to lose his all by the default of the others, will
exert moral pressure on his co-members to ensure that they use for a proper
productive purpose the money which they have borrowed and duly repay it at the

2
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appointed time. The security in fact lies in the use of each loan for genuine productive
purposes, the honesty and thrift of the members, the watchfulness they exercise over
each other, the moral influence which they bring to bear upon dishonest or unthrifty
co-members and the feeling of solidarity which is usually awakened by association for
a common purpose. These represent the essential elements of co-operation in its perfected
form and it is in the presence of these elements that the business aspect of
co-operation also finds its best security. The societies, as we have said in our Report,
must in the first place be co-operative and must further be business-like. The two
qualifications are largely inter-dependent, but for the sake of clearness it will be convenient
to deal with them separately as far as possible.

3. Conditions necessary to make a society co-operative.—The society to be
fully co-operative must fulfil many conditions. The theory underlying co-operation is
that weak individuals are enabled to improve their individual productive capacity and
consequently their material and moral position, by combining among themselves and
bringing into this combination a moral effort and a progressively developing realisation
of moral obligation. The movement is essentially a moral one and it is individualistic
rather than socialistic. It provides as a substitute for material assets honesty and a sense
of moral obligation, and keeps in view the moral rather than the material sanction.
Hence the first condition obviously is that every member should have a knowledge
of the principles of co-operation, if this co-operation is to be real and not a
sham. In the formation of a society the first essential is the careful selection as members
of honest men, or at any rate of men who have given satisfactory guarantees of their
intention to lead an honest life in future. As regards the dealings of the society, it
should lend to its members only, and the loans must in no circumstances be for speculative
purposes, which, so far from encouraging thrift and honesty, have exactly the opposite
effect. Loans should be given only for productive purposes or for necessaries which, as
essentials of daily life, can fairly be classed as productive. The borrowers should be
required to satisfy their fellows that they are in a position to repay the loans from the
income that they will derive from their increased productive capacity, or that by the
exercise of thrift they can effect a margin of income over expenditure which will suffice
to meet the instalments of their loans as they fall due. When a loan has been given, it is
essential that the committee of the society and the other members should exercise: a
vigilant watch that the money is expended on the purpose for which the loan was granted.
If it is improperly applied, it should be at once recalled. It is further advisable to add to
the general supervision of the society the special supervision of individual members,
by taking personal sureties in the case of each loan. In the event of any default by the
borrower an instant demand should be made on these sureties. In the more general
matters of the society’s businegs there should, of course, be a committee of management
with a president and a secretary, all of whom, except those who perform purely clerical
duties and have no voice in the management, should be members of the society and give
their services to it gratuitously. At the same time the ultimate authority should never
be delegated to the office bearers, but should be retained in the hands of the members,
who must continue to take a practical interest in the business of the society. With
this object the constitution should be purely republican ; each member should have one vote
and no more in the general meeung and ali business should be transacted with the
maximum of publicity within the society. For example there should be kept in some place
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open to the inspection of every member a list showing the loans issued to every member,
the names of his sureties and the amount of the loan still unpaid, and each member should
be required to know generally how this account stands: general meetings should
be frequently held at which the accounts and affairs of the society are fully discussed
and explained. The express object of the society should be the development of thrift
among its members, with the hope too that this idea of thrift will spread in the
neighbourhood. To effect this object loans must be given only when they are really
necessary and desirable. Further the development of thrift and of a proprietary interest
in the society should be aided by efforts to build up as soon as possible a strong reserve
fund from profits. The society must also be encouraged to obtain as much as possible
of its capital from the savings which its teaching and example have brought about among
its members and their neighbours. With all these must go the elementary business
principles of honesty, punctuality, proper accounts, diligence and payment when due.
To ensure all this there must be adequate control from within, increasing vigilance and
supervision by the office bearers and a continuous effort by members in learning the
principles of co-operation, in meeting frequently, in watching others, in working hard
and observing thrift, and in punctual repayment of their own loans as they fall due.

4. Three special points.—There are three matters in this connection which we
consider to be of special importance :—(i) the starting of new societies and the size of
societies, (ii) the period for which loans are granted to members, and (iii) the rate of
interest charged on loans.

(i) New Societies and their size—With reference to the starting of new societies we
have recommended that the utmost care should be exercised in permitting the forma-
tion of a society and that the Registrar should only consent to register a society after
he is convinced that its prospective members understand co-operative principles and
duties and are prepared to act up to them and that there is a reasonable probability that
they will do so. Any general spirit of official propagandism of primary societies would
in our opinion now be a grave mistake. The movement has spread sufficiently to enable
the villagers in most provinces to have an opportunity of seeing a society in being and
to take steps to form a society of their own, should they consider that the inducements
are sufficient. The members should be sufficiently acquainted with each other to know
whom to trust and whom not to trust and to be able to exercise genuine supervision over
each other’s dealings. Consequently large societies are to be deprecated. Undoubtedly
large societies do exist and prosper up to a point, but it will be found in practice that
these depend for their existence on the efforts of the president or a small committee, and
that the ordinary member takes little interest and has practically no voice in the
management or affairs of his society. The co-operative safeguards are therefore absent
and everything depends upon the honesty and business qualities of the committee. We
have noticed moreover that it is from societies of this nature that the majority
of complaints have come that members who are perfectly well able to repay are con-
tumaciously refusing to do so. This is only to be expected when there is an absence of
the co-operative elements of mutual watchfulness and supervision and of the exercise
of moral pressure. It is impossible to avoid the conclusion that large societies of this
nature must inevitably lose their co-operative character and degenerate into village
money-lending concerns.
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5. (ii) Length of loans and their repayment.—The fixation of the period of loans
is a point which deserves special consideration. To take a common instance, a man,
who has mortgaged his land and is working as a daily labourer, applies for a
loan of (say) Rs. 400 to redeem that land and his fellow members come to the conclusion
that, put in the possession of the land, he can by the exercise of due thrift save Rs. 150
a year. If a loan of Rs. 400 is granted on condition of repayment by two instalments
within two years, the result must be to drive the borrower again into debt by
forcing him to raise elsewhere the balance required to meet these instalments when they
fall due. If instalments have been fixed to which there is admittedly no intention
of adhering, the arrangements of the society for repaying its own borrowings must
necessarily be stultified, while other borrowing members who may very well bein a
position to pay, are encouraged to resort to procrastination and evasion. On the other
hand a well-to-do man, though he might reasonably be granted a loan to replace plough
cattle which had died, would probably be in a position to repay that loan sooner than
another man whose income and necessary expenditure afforded a smaller margin.
Conversely, by allowing three years for the repayment of a loan granted for seed grain,
which should properly be repaid after the harvest, direct inducements to extravagance
and unthriftiness are placed in the way of the borrower. It is, therefore, necessary
that each society before granting its loans should consider carefully the time within
which, having regard to the purpose of the loan and the circumstances of the
borrower, actual repayment can be properly expected. When the period has been fixed,
it should be rigorously enforced except in the event of harvest or domestic calamities.
The system of extending loans as a matter of routine is one of the greatest dangers that
exist in the co-operative movement, in that it paves an easy way for procrastination
and eventual default. It is moreover facilitated by the fact that, if a loan is formally
extended by the society, even for the sole reason that the borrower refuses to pay, it does
not appear in the returns as an overdue loan. It is consequently possible for the
nominal assets to include loans which should really have been written off long
before as bad debts. It is difficult to devise any system of returns which would
differentiate extensions, and the fact of improper extensions having been given can best
be elicited by a careful inspection of the society. When the practice comes to light
prompt action must be taken, but the real remedy lies in the prevention of the growth.
of the practice by the society’s seeing that no loans are granted on conditions
of repayment within a period, inside which no reasonable person could expect the
borrower to repay. In this connection attention should be paid to the fact that agri-
cultural finance must be based on the agricultural cycle, and this cycle, though usually
of the duration of one year, may occasionally be a matter of months, but is frequently
a matter of from two to five years. Where climatic conditions are such that in a one-crop
area failure of the harvest is practically unknown, agricultural finance-is of course
based on repayments at harvest within the twelve months. Where however the climatic
or other factors render harvests precarious, the agricultural class must be financed with
regard to a period of years which will cover the average cycle comprising good, bad,
and indifferent seasons, Thus in an area, where one good, one bad, and two indifferent
years form the ordinary cycle of seasons, the agency financing the cultivator does so
on the assumption that the loans will be repaid in full after the first good harvest, which
may of course not occur uatil the fourth year. This has been from time immemorial the
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ordinary practice of the money-lender, and it seems advisable to enter this caveat,
as there is a tendency to imagine that agricultural finance is always worked on a twelve
months’ basis.

6. (iii) Rate of interest on loans.—As regards the interest at which loans are granted
to the members of societies it has sometimes been urged that in order to stimulate
the movement and giveits full benefits to members of society, the rates of interest
should be made as low as possible. This point of view ignores the dangers of unthrifti-
ness and extravagance incidental to too facile credit. It is sound policy for a society to
start by lending to members at rates which are still substantial, though very much lower
than those at which, with their precarious credit, they could borrow from the local
money-lender. Such rates we have found in many places to be as much as 36, 48 or 60
per cent. per annum, and in these places a society may very well begin by charging 15 or
18 per cent. We have, on the other hand, been told in some places that ample
money can be borrowed there from local money-lenders at 8 or 9 per cent. per annum
or even lower rates. We cannot however help thinking that money at this rate is
available only for those who have ample realisable material assets to offer as security,
and not for those agriculturists whose emancipation from their present depressed con-
dition is the object and justification of Government’s expenditure on co-operation. In
the charge of a high rate of interest on loans to them there is no hardship imposed on
members, inasmuch as every penny of profit made on that rate is retained for
their use and benefit in the shape of a reserve fund, which can be later employed to
enable loans to be made at very much reduced rates, when a substantial reserve has been
accumulated and the members have thoroughly learnt the use and value of money. The
matter is one which we think should be under the very careful supervision of the
Registrar who should have full powers as regards controlling the rates at which money
is lent to members.

7. Business aspect. Sources of Capital.—Turning to the more purely business
aspect position of primary societies, we may note that they rely for their funds partly
on external and partly on internal sources. In the former may be included deposits from
members and non-members and loans from central financing institutions. In the latter
the reserve fund and (in some Provinces) the share capital.

(i) External Capital. Deposits—The amount of capital hitherto obtained in the
way of deposits has on the whole been disappointing. As long as the deposits received
are of a truly local character and are made from confidence in the working of the society,
every effort should be made to secure them, both from members and from non-members.
We look to a considerable increase in deposits as an essential to real progress
in the future.

Loans to societies—how determined. Use of Unions.—For the present, however,
the main source of outside capital in primary societies consists not in deposits but in
loans from central co-operative financing agencies, to which we shall allude further
below. To such agencies applications by primary societies for loans are generally made,
and such an agency on receiving a request for a loan has to consider its treatment. In
some cases the request is received through the office of the Registrar who has already,
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after receiving the reports of his subordinates, satisfied himself as to whether the loan
may safely be given and has endorsed his sanction for that amount on the
application. In some cases the orders on the loan are passed by the central financing
institution itself. In such cases it must arrive at a decision based upon the reports of
the staff which it keeps for that purpose or on the opinion of members of its directorate
with local knowledge. In other cases, but not generally, a society before obtaininga
loan has to be admitted to membership of a Union. Such a Union is a body of which
the only members are the primary societies within a circle of a radius averaging generally
about 8 miles and at the deliberations of which each member of the society has
a number of votes proportionate to the number of its own members. The duties of the
Union are to advise on the grant of loans to its constituent societies and to supervise
the working of these societies. Being composed of societies all drawn from the same
limited area who are or should be also shareholders in the central financing institution,
a body of this kind may safely be presumed to have a fairly intimate knowledge of the
affairs of its constituent societies and of their individual members, and is therefore
in a position to give a most useful opinion as to the propriety of any loan asked for by
a society, and is also in a position to supervise the use of the money borrowed and the
general working of the society, while its member societies’ interests in the central
financing institution should ensure a due regard for the latter’s welfare by the refusal to
recommend any loan regarding which there was any doubt. It is moreover customary to
introduce a further element of caution into a Union’s recommendations and to give each
member society a direct interest in keeping other societies up to the mark by making it
liable to a certain limited extent to make good to the central financing institution any
loss which such institution may have incurred from the default of a society to repay a
loan recommended by the Union. In a province in which a Union system obtains any
application for a loan by a society must first be submitted to the Union which will bring
to bear upon it a scrutiny, based upon personal knowledge and sharpened by
financial responsibility, as to the necessity and productiveness of the loan, the character
and position of the members of the society, if new, its past history and behaviour, if of
some years’ standing. If the result of this scrutiny is unsatisfactory, the loan is not
recommended or a loan is recommended of a very much diminished amount. The central
financing institution, provided it has funds available with due regard to the claim
of other Unions, would in general rarely refuse to make a loan to the full extent
recommended by a Union.

8. Repayments of loans made to societies.—The loan, when sanctioned, is issued
to the society under conditions varying in different provinces as to repayment of principal
and payment of interest. In most cases the interest has to be paid regularly each year
or half year, but the practice differs widely as to repayment of principal. In some cases
it is repayable by instalments spread over periods varying from one to ten years: in
others it is repayable in one lump sum after a term of years. It would probably be safe
to say that on an average most loans from central financing institutions to societies are
repaid within three to four years, whether by yearly instalments or in one sum, and that
the usual rate of interest charged to the primary societyis 7 to 9 per cent. per
annum. It is usually left to the society after it has received the loan to distribute it
among its members in such proportions and on such terms as regards the period of
repayment by them as it thinks fit; and it is expected that the central financing institu-
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tions should recover repayments from the society corresponding to the repayments made
to the society itself by the members.

We have heard it urged on several occasions that the real test of efficiency in a
society is punctual repayment and that if a society is making repayment punctually
it may safely be presumed to be in a satisfactory state. It is certainly true that a good
society will always be punctual in its repayments, but the converse proposition cannot
be admitted. To begin with, a society may be making repayments to the central financing
institution from deposits entrusted to it from time to time and may be making
no recoveries at all from its members. Or again its members may be misapplying or
squandering their loans, while repaying punctually to the society with money tempo-
rarily provided by a friend or money-lender whom they recoup from the balance
of a fresh loan, obtained from the society for some ostensibly productive object. As a
consequence a society which is negligent in supervision over its members may be receiving
regular repayments from them and repaying regularly to the central financing
institution, while its members may be sinking further into debt to the extent of money
which they have borrowed and wasted. This state of affairs can only be ascertained by
a close examination of the society’s books, coupled with a careful enquiry on the spot
as to the affairs of each member and the manner in which he has utilised his loans. In
the supervision of a society the greatest care should be taken to see that the repayments
are genuine, and there is grave danger in placing undue reliance on the mere statement
of a society’s repayments to the central financing institution.

9. Assessment of credit.—It is part of the business of the Central Financing Institu-
tion to see that the credit of the society should be duly assessed, that is to say that the
total external borrowings of a society whether as deposits or as loans should be
fixed annually at a certain sum. Without a systematic arrangement of this kind no proper
relation can be maintained between the credit-worthiness of the societies and the
liabilities they incur, and we consider the point of such importance that, for the present
at least, we regard it as essential that the Registrar should maintain a control over the
total amount that a society may borrow from every source, and that a maximum limit
should be fixed for such borrowings, to be varied from time to time as the society
shows its growing strength or the reverse. When the limits for borrowing have then been
fixed any deposits which would cause a society’s borrowings to be in excess of that
limit would have to be refused. Deposits within that maximum should only be taken
on condition that the society itself retained sufficient liquid assets to meet the claims
of depositors or, as is more suitable, made an arrangement for the necessary cover with
a central financing institution. The maximum borrowing limit would, as above noted,
include borrowings from a central financing institution as well as from outside depositors
and members, while loans from one society direct to another should be precluded
altogether. If a society’s temporary requirements are substantially less than the
borrowing limit assigned to it and happen to leave it with surplus funds, it should place
these with the central financing institution.

10. (ii) Owned capital. Shares and surplus assets.—The internal sources of
capital in societies are, as above stated, the share capital and the reserve. The bulk of
the societies, at present, have little or no share capital, and shares constitute a substantial
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part of the capital in four Provinces only. It is hard to expect poor peasants
to subscribe anything large in the way of share capital, but when this can be obtained,
as it usually is, in instalments, it forms an excellent means both of inculcating thrift and
of providing a form of capital owned by the society. For the bulk of the ‘owned’
capital, however, the society must look to its reserve fund, that is, to the surplus assets
which it accumulates from its annual profits. The amount of these surplus assets depends
mainly on the difference between the rate at which the society borrows and that
at which it lends, and until the amount has reached a substantial figure it is a mistake
to reduce unnecessarily the rates at which money islentto members. If arrangements
are made for maintaining a resource available for meeting deposits, the surplus assets
of a society can most suitably be employed in the business of the society.

11.  Audit and supervision of societies—It will be seen that in order to be fully
co-operative and thoroughly business-like, a society must live up to a high standard.
Considering the class of people who compose the bulk of the agricultural societies it is
useless to expect the maintenance of such a standard without frequent audit and unceasing
supervision from without. It is difficult to exaggerate the importance of such audit
and supervision. Without them a good society may soon degenerate and a bad society
may soon come to ruin. The work of audit and supervision should in the first instance
be vested in the higher co-operative institutions, Unions and Central Banks, butthe
ultimate responsibility for these duties must rest with the Government as represented
by the Registrar. There is indeed no reason in our opinion why the whole of such
supervision and audit should fall on the Government staff and be met at Government
expense. A full audit by a Government staff of the accounts of each society is
essential, but this might take place once in two or three years, the audit in the meanwhile
being conducted either by the Unions, where these exist, or by the central financing
institutions. Constant supervision is part of the duty of a Union, and where there is
no Union it should be incumbent on the central financing institutions to carry out the
duties of supervision and to maintain an efficient staff for the purpose. The cost of
this can fairly be met by the socielies either by a direct contribution or by the central
financing institution’s charging on loans to them a rate of interest which will cover the
expenditure. At the same time we hold that the Registrar cannot abrogate his respon-
sibility in the matter of directing and supervising this co-operative audit and supervision
and that he must see that the influence of central financing institutions is not misdirected
or applied in wrong, improper or mischievous ways, and must maintain an efficient
direction and control to ensure that the movement is kept on co-operative lines
and is confined to these lines. The exercise of due care before formation and the
ensuring of full and proper supervision after formation we consider indeed the most
important part of the Registrar’s duty. If the Primary Societies are sound and solvent,
the whole provincial edifice must be sound unless there is instability in the higher finance.
If the Primary Societies are unsound, if they are based on mere money-lending
and not on co-operative principles, no matter how sound the higher finance may
apparently be, its assets will be locked up in indifferent or bad securities and sooner
or later serious trouble, if not failare, is bound to result.
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12. The figures below show the rate of growth of primary societies of all kinds in
the last eight years:—

Year b:g;?g?:s()f I:r;;n;%?rso f Working capital
Rs.
1906-07 .. .. .. .. .. 832 88,582 e
1907-08 .. .. .. . . 1,350 1,48,698 41,75,211
1908-09 .. .. .. .. 1,948 1,79,144 72,25,119
1909-10 .. .. .. .. .. 3,397 2,20,676 1,01,29,232
1910-11 .. .. .. .. .. 5,262 2,99,376 1,53,31,702
1911-12 .. .. .. .. .. 8,057 3,91,957 2,35,88,358
1912-13 .. .. .. . .. 11,548 5,13,851 3,33,01,603
1913-14 .. .. .. .. .. 14,566 6,61,859 4,64,27,842

Need for increased control—No one reading these figures can fail to be struck by
the magnitude which the growth has already attained or to be convinced that the
movement has taken firm root. Societies are now so spread over all parts of India and
the advantages which their members are obtaining are so patent, that it is impossible
to doubt that the movement will eventually attain dimensions compared to which its
present size will appear negligible. As a consequence there will undoubtedly arise
through the medium of co-operation a powerful organisation formed of these agricul-
tural classes who are at present inarticulate through want of education and cohesion.
The potentialities of such an organisation, its advantages and dangers, and the possibility
of its perversion to wrong ends, if it is allowed to develop without adequate supervision
and proper control, must be apparent to all. Further there will be in use in these
societies a very large sum of money, amounting to many millions of pounds, mainly
the property of thrifty agriculturists, tradesmen and men of the professional classes on
whom the loss of this money would inflict an irreparable blow coupled with far-reaching
consequences. This money will be lent to individuals of whom many do not own
the material assets to provide the requisite security, and to sell up whom on any large
scale would necessarily involve serious consequences. It must be obvious then that, if
loans are not applied to productive or necessary objects and repaid promptly from the
profits so earned, if there is not in each member the desire and intention so to use his
loans and so to repay them and to see that each of his fellow members does likewise,
there is a grave danger of the creation of a gigantic credit fabric which, having no real
soundness within, may eventually collapse. On the other hand, with a sound
co-operative system carefully restricted to its legitimate objects, there are innumerable
potentialities for increase of wealth and prosperity to the country from a peasantry freed
from the crushing load of debt, obtaining on reasonable terms the money which it
requires from time to time for its agricultural operations, and using for these operations
improved and more scientific methods.

Wedo not wish to pose either as alarmists or Utopians, but we think that the
importance of the movement, its potentialities for good or evil, should be recognised to
the full. Of the first danger,—perversion of the co-operative movement to other
objects,—we have as yet seen little or no signs, but we think that this possibility should
always be borne in mind and carefully guarded against. The second danger, the lack
of a true spirit of co-operation, is at the present moment much the more real. We
regret to have to say that the conclusion has been forced upon us that in the majority
of cases primary societies in India fall short of the co-operative ideal. Speaking
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generally, even allowing for the backwardness of the population, there has been found
a lack of true co-operation. The necessity for developing a truly co-operative system
rather than cheap money-lending and the danger involved in inviting deposits from the
public for pseudo-co-operative institutions are matters that have been to a serious extent
overlooked. Rapid extension has resulted in the growth of primary societies to
an extent with which the Registrar and his staff were unable to cope, and faults have
grown up which were inseparable from due lack of care in formation and inadequate
means of supervision. At the same time these faults are by no means ineradicable, the
societies are young and composed in the main of good material, and with proper care
and supervision are capable of being placed on the right lines.

The remedy in both cases lies in the supervision and control of the primary societies
by a registering staff adequate and efficient, especially in its higher branches. We do
not mean by this that the Registrar should assume the detailed direction of societies.
These must be left, as hitherto, to manage their own affairs, but the Registrar must be
in a position to know how they are managing these affairs, and to take action in case
of need. In addition to being able to acquaint himself with the working of the societies
under his charge, the Registrar must be able to give and supervise that teaching
of co-operative principles without which proper co-operation cannot be expected to
grow. For this work the present staff of Registrars is quite inadequate and we trust that
a realisation of the importance of the subject will lead to a material increase in the
superior registering staff. Our proposals on the subject are given in detail in the main
report and are briefly that, in all the major provinces, there should be in addition to
the Registrar at least one Joint Registrar holding a status equivalent to that of Collector,
and that in provinces where the number of societies is large there should be
approximately one superior controlling officer for each thousand societies. The effect
of this would be to add three superior whole-time officers to the registering staff of the
Punjab, two to that of the United Provinces and the Central Provinces and one to each
of the other provinces. It is essential that the officers should be picked men with special
qualifications for the work, that their remuneration should be consonant with the arduous
nature of their duties and that it should be recognised that the work of Registrar
is in the importance of its nature and the experience which it affords equivalent to the
work of a Collector and renders an officer equally fitted for executive promotion.

It is also important that the district officer, while not allying himself with the
movement in any official capacity and not exercising any of the formal powers of a
Registrar,—duties for which he might have no inclination and which the press of other
work might force him to allow to fall into routine,—should nevertheless realise the
importance of co-operation and its possible effect for good or evil on the district under
his charge, and should keep himself thoroughly in touch with the progress of the
movement in his district.

13. Central and Provincial Banks.—As regards the higher financing institutions,
it may be mentioned that in Burma, where conditions are somewhat exceptional and there
is a fully organised Union system, the primary societies received loans direct from
one bank at Mandalay, except in two districts where owing to difficulties of communi-
cation local banks have been formed. These banks however are supported by
the Mandalay Bank, which is also responsible for seeing to their affairs being kept
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in proper condition, and for co-ordinating and controlling the whole co-operative
finance of the province. In all other Provinces except Madras and Bombay a system
exists under which the provision of funds to primary societies is done by a number of
local central financing institutions the business of which covers an area sometimes
conterminous with a district, sometimes with a sub-division and sometimes even smaller.
Each of these institutions is an independent society registered under the Co-operative
Societies Act with limited liability. In Bihar and the Central Provinces these institutions
are formally federated under an apex bank, known as the Provincial Bank, which pro-
vides a certain amount of the capital of its constituent banks, balances their excesses
and deficiencies and maintains a general control. In Madras and Bombay the large
banks at headquarters, while confining their business mainly to lending to primary
societies throughout the whole or part of the province, have of late tended to assume
certain of the functions of apex banks by lending to and receiving surplus funds from
some of the local central financing institutions. Their position however as regards the
latter has not been defined, they exercise no control and do not occupy a recognised
position as the apex of the provincial co-operative finance. In the remaining Provinces
no apex organisation of any kind at present exists and the financial edifice consists of
a number of independent local financing institutions without any co-ordination.

The local financing institutions throughout India, of which there are nearly 200,
are in the various provinces designated by various names, but to avoid any incon-
venience of nomenclature we have in this report applied the single term *‘ Central Bank >
to all local financing institutions concerned solely in the direct financing of primary
societies, within an area sufficiently limited to allow them to exercise also the
duties of supervision and control over these societies. Under this head will come all the
central financing institutions except the five mentioned below. The term Provincial
Bank will be applied to the apex institutions in each Province which are formally con-
stituted to co-ordinate and control the finances of Central Banks and deal only with such
banks and not with primary societies. To this class belong the Provincial Banks
of Bihar and the Central Provinces. This leaves in doubt the position of the Central
Banks of Mandalay, Madras, and Bombay. In Burma where the system, as explained
above, is special, the Bank of Mandalay can appropriately be recognised as a Provincial
Bank. The Banks of Madras and Bombay do business over too large an area
to enable them to discharge the functions assigned to Central Banks, while they have
not yet been placed in a position to enable them to take up the position of apex banks.
It will be more convenient to deal with all classes of financing institutions together,
merely predicating that the remarks in paragraph 14 immediately below are not intended
to apply to the five above named banks.

The composition and method of investment of the capital of all these institutions
was on the 1st January 1915 as follows, the figures being given in lakhs of rupees.
189.43 was held on deposit from individuals, of which 8.01 was on current account and
4.66 for short terms of less than three months. 103.70 was for periods between
three months and one year, and the balance of 73.06 was for periods exceeding one
year or on one year’s notice. Debentures were 6.37, and loans from Government 3.73,
Loans and deposits from other co-operative societies were 46.54, of which 2.28
were on savings bank account. Loans from Presidency and Joint Stock banks amounted
to 20.99. Share capital and reserve fund totalled 47.07. Against these liabilities 11.04
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was held in actual cash and 10.16 in outside securities of which however a small
portion had been pledged to the banks. The remainder of the assets was invested in
loans to primary societies and other central institutions and of this one-third to
one-fourth might normally be expected to be repaid each year. A small amount of this
is however still owed by individuals who had the right of borrowing from some of
these institutions. There are further available undrawa amounts of cash credits given
by Presidency and Joint Stock banks amounting to 20.27. On the other hand the 20.32
already advanced by these banks has been given on terms which practically all admit
of repayment being demanded within the year.

Of their profits these banks are by law compelled to put one-quarter to their reserve
fund, and the amount of dividend which they may pay to their shareholders is
limited. Some banks keep current accounts both for their shareholders and for outsiders
and a few still lend money to individual shareholders as well as to societies. It may be
generally said, however, that the banks confine their business to receiving deposits
from the public, generally for fixed periods, and to lending the money so obtained to
primary societies and in a smaller degree to Central Banks.

14. Central Banks—their powers and constitution—As regards Central Banks
proper doing business generally in an area not exceeding that of a district, we think that
often they have been allowed too little discretion in the matter of making loans to
societies and that full use has often not been made of this important link in the
co-operative chain for the purposes of supervision and audit of societies. For the latter
work the most suitable machinery is undoubtedly the Union system, but we fully realise
the strength of the objection raised in many provinces that it may be some time before
a sufficient spirit of autonomy is developed among the members of socicties to
enable that system to be introduced. In the absence of such a system the entire super-
vision of the primary societies within its area must be undertaken by the Central Bank,
subject to the advice, general supervision and control of the Registrar. This duty a
Central Bank is in every way fitted to fulfil, provided its directorate has been suitably
selected. It is also necessary that the Central Bank should be in position to enforce its
authority against crrant societies by the refusal or curtailment of loans. We have found
that in many cases it has been the custom for an application by a society for a loan to
be adjudicated on by the Registrar or one of his staff, and for the work of the
Central Bank to be limited to paying over the amount of the loan sanctioned, if it had
in hand the money to do this. This procedure seems to be entirely wrong. The money
is the property of the Central Bank which is responsible for it to its depositors and share
holders, and as it has the responsibility in the matter, so it should have the discretion.
We have already expressed the view that the Registrar should impose a limit beyond
which a society should not borrow, but we think that within this limit the Central Bank
should have full power to deal with all applications by societies for loans, and
that with this should be coupled the duty of supervising the societies to which
it makes these loans. It is however necessary that the constitution and directorate of
the bank should be such as to enable it to discharge these functions to the best interests
of co-operation. If a bank is frankly a profit-seeking capitalistic concern, its interests
are in few respects coincident with the interests of societies which it is likely to regard
mainly as a means of profit and in the real welfare of which it has little concern. A
bank of this nature is further less susceptible to control. To Banks where the
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management is provided entirely from the members of the constituent societies the
main objection is that they are likely to fail to enlist the assistance of the commercial
middle classes, who alone are at all capable of conducting a bank of any dimensions and
on whose assistance and co-operation the financial support of other members of their
class depends. If this difficulty could be got over, there can be no question that
banks of this class are the most advantageous and economical, since there is no necessity
for them to do more than pay working expenses. Moreover it is in the interests of
co-operation that this link in the co-operative chain should be composed of societies
themselves and not of outsiders. Consequently it is to be hoped that at some future
date the agriculturist will have developed the indigenous ability to provide for
Central Banks an efficient management which will command the confidence of the
depositing classes, and in some places there are already signs that, given the opportunity,
men with the necessary qualifications will be forthcoming. This ideal must however
require many years for realisation and we think that at present the best constitution is
undoubtedly to be found in banks where the directorate is drawn partly from men of
the commercial and professional middle classes and partly from the leading members
of societies, each director representing his own class of sharcholders and providing the
elements in which the other class is lacking. Care should however be taken to see
that the ultimate control of the bank rests with the society shareholders, since this
prevents any possibility of exploitation of societies. It should also be made clear that
the ideal aimed at is the eventual transition of the bank to a co-operative constitution
when the only shareholders will be societies.

15. Need for adequate fluid resource.—Whatever be their constitution the same
principles must apply to all higher financing institutions as regards sound finance. It
has already been stated that these banks raise the major portion of their capital by
inviting deposits from the public. A portion of these deposits are on current account
or for short periods not exceeding three months; a portion is on fixed deposit for terms
exceeding one year, but more than half, in fact 54.7 per cent., is for periods
ranging from three months to one year. The money so obtained is lent out to societies,
and it may be said that, taking an average all round, it may be expected that each in-
dividual loan will be repaid, under normal agricultural conditions, in instalments spread
over three to four years. If pressure were put on societies an increased amount
could be forthcoming, but only at the cost of dislocating the arrangements of these
societies and probably requiring their members to have recourse to the money-lender.
Again a year of agricultural scarcity may render societies unable to make any repay-
ments in that year and will probably make it necessary to accommodate them with loans
in excess of their normal annual requirements, if their members are not to be
required to go to the money-lender. It is thus obvious that, if the banks are to be in
a position to repay deposits when due and demanded, they must equilibrate their
finances with some care and provide an adequate amount of liquid resources. So far
the actual necessity for doing this has not arisen in any marked degree owing to the very
great increase in the last few years of the deposits made in these banks. The
amounts deposited have been each year largely in excess of those of previous years,
and any deposits withdrawn have been met out of new deposits. Moreover a custom
has lately grown up of obtaining advances from commercial banks either in the shape
of loans of definite amount or of cash credits. Some of the more prudent banks have
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utilised the cash credits so obtained only to a limited extent, leaving the balance
available to be drawn upon to meet calls by depositors. Others have drawn and employed
in loans to societies practically the whole of their credit. In some cases the apex
co-operative bank of the Province has undertaken to support its central banks, but this
support has generally been dependent on a cash credit it has itself obtained from a
commercial bank. It may be said however that in practically all cases, with the exception
of undrawn cash credits on commercial or apex banks, no central bank has retained or
provided any liquid assets, beyond a small and quite inadequate supply of cash, to
meet demands by its depositors or to provide for seasons of agricultural distress.

This has been due in some cases to a desire for dividends: in others to a readi-
ness to take a present risk so as to secure eventual safety by a reserve fund built up out
of larger profits: in others a too rapid growth of societies has imposed work
on the Central Bank in excess of its financial capacities: in others it has been due to the
fact that money is lent to societies at rates so near to those paid on deposits
as to allow no margin for the provision of fluid resources: in others it has been frankly
stated that in the event of difficulty over fluid resource they look to Government for
assistance and their only duty is to see that their investments are sound and that there
is no possibility of eventual loss. Whatever be the reason, there can be no question that
the matter of adequate fluid resources has been generally neglected.

Those banks which have secured themselves by undrawn cash credits are distinctly
in the minority, and at the same time the probability of the permanence of the
arrangement must be open to serious doubt. The Joint Stock banks are not likely to
increase materially the extent of the business which they are doing with co-operative
banks, and it cannot be to their interest to keep always available for the use of
co-operative banks large sums of money which they may be called upon to disburse
very likely at a time when they themselves are most in need of them.

16. IHlustrations.—As an illustration of our remarks on the subject of central banks
we append the balance sheets, drawn up on Ist January 1915, of two banks which are
not unrepresentative of many institutions of this class. The figures in each case
have been reduced so as to show each bank working on a one lakh basis.

LIABILITIES ASSETS
Dcl?o Rs. Rs. Rs.
'rom Individuals:
On current account .. o 2,590 Cash in hand or bank .. . . . .. 2,600
Buo lt‘or repayment in 1915 . ?g,gig L cieties of which
ue later . .. oans to societies of which repayment is expected
From other socicties .. .. .. .. 4,650 01,630 in 1915.. .. .. .. .. .. .. 15000
Share capital paid up e e 8300 ! After 1915 e e e e oL 82,000
Dividend equalisation nmd U 1,200 Otheritems .. .. .. .. .. .. 400
Undistributed profits . . .. .. ,000
8,370 S
Total .. .. 1,00,000 Total .. 1,00,000
Del?osiu-— ———
'rom Individuals:
On current account . . . 4,670
Due in 1915 .. .. .- .. 25,440
Due later . .. . .. . 7,260 Cash in hand or bank .. .. .. .. .. 4,160
From other societies . . .. .. 23,000 )
Loans from Joint Stock banks N .. 19,760 40,130 Lo‘aﬁssto societies of which repayment is expected in
Share capital paid up .. .. . 16,000 ’ a " h h a o a '
Reserve fund .. .. .. . .. 2,500 After 1915 .. .. .. .. .. .. 68,150
Dividend unpaid . .. . .. 650
Other items .. .. .. .. . 1720 Other items .. .. . .. . .. 3,69
, ‘ 19,870
Total .. . .01,00,000 Total .. 1,00,000
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It will be seen that in both cases the banks do current account business and that
the amount of cash in hand is practically equivalent to what they owe on current account,
In both cases the bulk of their deposits is on a one year’s basis, while the terms
of their loans to societies are considerably longer. In the one case the contingent
liabilities of the current year are far in excess of the repayments they expect to receive.
In the other they are nearly equivalent, but in neither case does any permanent provision
exist to meet withdrawals of deposits unsupported by repayments from societies
which might very well fail to come in at the time when wanted or might have to be
postponed altogether. The second bank has a cash credit with a Joint Stock bank to
the amount of Rs. 25,000, but it has already drawn and lent out Rs. 19,760 of this, and
will probably have to utilise or keep in reserve Rs. 1,160 more to pay dividends
and hold against its current account. If the Joint Stock bank is prepared in a time of
stress to continue its support and does not on the other hand press for repayment of
its loan of Rs. 19,760, the central bank will have some Rs. 4,000 available to
meet fluctuations in its deposits in the current year. It will be noticed however that
this bank holds a very large amount in deposit from other societies, of which
a certain proportion is probably deposits passed on by other central banks which have no
immediate use for them, and the bank should be prepared also for considerable calls on
this account. The first bank is obviously purely capitalistic. It works on a very small
share capital and considers the provision of dividend more important than the building
up of a strong reserve.

On the other hand we append below the balance sheet of a third bank which seems
to us to approach more nearly to a standard of safety.

LIABILITIES ASSETS
Rs. Rs.
Deposits— Rs.
From Individuals:
On current account . 3,600 Cash and Government paper .. .. 11,600
Due for repayment in 1915 21 ,000
After 1915 . .. 6g ggg Loans to societies of which repayment
From societies .. .. : :
From Joint Stock banks - 600 10000 is expected in 1915 .. .. .. 24,000
Share capital paid up . .. 8,000 Later o o ot o - 64,000
Reserve fund .. - 2,000 Other items e e 400
Suspense (mamly for reserve
fund) .. .. .. 1,000
— 11,000
Total .. .. 1,00,000 Total .. 1,00,000

In this case the deposits are well distributed, and as a matter of fact nearly a
half of the amount of Rs. 64,000 due after 1915 does not fall due until 1918, while the
business of the bank is so arranged as to make the repayments by societies
coincide with the terms of the deposits. The money taken from societies is small in
amount, and is moreover the property of debtor societies and is not required by them
to meet depositors. There is consequently, after providing for current account and
repaying the Joint Stock bank, a balance of Rs. 7,400 to meet any withdrawals of
deposits this year even if societies are unable to make any repayments.

The two first illustrations which we have given above will probably convey more
clearly than any lengthy description the position of a large number of these
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banks. Put shortly, the conclusions at which we arrive as regards these banks generally
are that their management is honest and, within its lights, efficient and that no
fault is to be found with the keeping of accounts or the disposal of money. With the
exception that some of them keep current accounts for outside constituents, their business
is practically limited to lending to primary societies and, so long as these remain
solvent and their members are able and willing to pay, their creditors need have no
anxiety that they will not eventually get their money. At the same time there is certainly
no assurance that, if even a not very considerable number of depositors wanted
their money simultancously, it would be forthcoming on the due date. At present a
large proportion of the depositors have been the shareholders and directors and their
relatives who, even when wanting their money, may often be persuaded to extend
their deposits rather than embarrass the bank, but with the extension of the co-operative
movement the proportion of this exceptional class of money must necessarily
become less, and in any case it does not seem right that institutions of this nature should
invite the deposit of public money unless they are in a position to fulfil scrupulously and
punctually their obligations to their creditors.

17. Need for Provincial Banks.—Obviously the first remedy for this state of
affairs is the co-ordination of provincial co-operative finance in each province in a strong
apex bank, or Provincial Bank, and to insist that Central Banks shall haveall their
financial dealings with other societies except their own affiliated primary societies,
through that apex bank. This will put an end to the system, which is a very real source
of danger, of Central Banks investing their temporary surplus assets with each
other. The money may be lent out on terms which do not make it available when
wanted and the interlocking of their finances may very well result in the fall of one
bringing down unnecessarily a number of others in its train. The Provincial Bank might
also be the sole medium in the province for dealing with Presidency and Joint
Stock banks. Co-ordination and control in finance is essential and this can only be
done within a province by an apex bank possessing the necessary authority. A Pro-
vincial Bank can also arrange more economically for the provision of fluid resource, a
subject of which we shall treat below. In Bihar and the Central Provinces Provincial
Banks have recently been constituted. In Burma the provincial co-operative finance
can very well remain with the Mandalay Central Bank. If the Madras and Bombay
Central Banks are to be placed in the position of Provincial Banks, their constitution
will require some modification and they will require to be in a position to enable them
to carry out the duties of apex banks. In the other larger provinces Provincial Banks
should be formed. When Provincial Banks have been duly constituted, the Central Banks
in the province should be affiliated to them for the purposes of control and many of the
smaller and weaker banks might with advantage be dissolved or amalgamated with
other banks.

18. Difficulties in maintaining standard of fluid resource—There remains however
the main difficulty in the matter of these banks, that they take money for comparatively
short periods and invest practically the whole of their capital in loans for com-
paratively long terms under conditions which render it probable that in any one year
they may receive practically no repayments and which may preclude them from calling
up or realising these loans if they themselves are pressed. If their only assets are the
pro-notes of societies, they are not likely to be able to raise much on these in the ordinary
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market to repay their depositors. It seems necessary that these banks should
equilibrate their business: that they should lend out to societies for such periods as to
enable them to count each year on repayments from societies somewhat exceeding the
amount of deposits which fall due that year: and that they should in addition maintain
a fluid resource in the shape of cash or easily realisable securities. As regards
the amount of this fluid resource we have had considerable difficulty in making recom-
mendations. Co-operative banking is new in India and is in many ways entirely different
to joint stock banking, and there are consequently few reliable data to go upon,
but we think that each Central Bank might be required to hold an amount in liquid
assets equivalent to the half of the total of all fixed deposits, which it might under the
terms of such deposits be called on to repay within the next twelve months. In
cases where current or savings bank accounts are kept practically the whole of the
amount of such accounts would in addition have to be covered. In the case of the
Provincial Bank the same conditions would apply, but it might be required to hold liquid
assets to cover it for a period of one-third of the next twelve months, since its
money is invested over a much larger area than that of Central Banks and repayments
are much less likely to be affected as a whole. Also, if the liquid resource of all the
Central Banks is, as would ordinarily be the case, maintained by the Provincial Bank,
it would appear to be possible to reduce the fraction to one-third, as it is less
likely that all banks in the province would require assistance simultaneously. We have
taken the period of six months as being the probable duration of a co-operative crisis.
At the same time we recognise that the adoption of the conditions we have proposed
may be difficult. Deposits for periods as long as are required for agricultural
loans may not be obtainable even on much dearer terms. We have proposed the
imposition on Central Banks of the maintenance of a staff for assessment of credit
supervision and audit, and the cost of this will have to come out of the bank’s profit or
be met eventually by an increase of the rates at which members of societies
borrow. The further cost of the maintenance of a fluid resource will have to be similarly
met. In provinces where the rates at which deposits are obtained and at which members
of societies borrow allow of a large margin, no immediate difficulty need be
anticipated, but there are some provinces where the margins are small already and there
is also everywhere a tendency for margins to contract. Where the margin cannot be
increased the only alternative is to continue in the present state of financial instability
or to provide an agency which would discount the pro-notes of societies for co-operative
banks in times of need, and obviate the necessity of their keeping liquid resources. It
is more than doubtful whether this agency could be found in the Provincial Banks, as
these institutions are unlikely to be able without a guarantee from Government to raise
money at rates substantially lower than those at which Central Banks borrow.
The problem has already been experienced in all European countries and has been solved,
in nearly every case where-co-operation has been successfully established, by the State’s
arranging for the discount of co-operative paper with the ordinary state bank or with
a specially constituted co-operative state bank.

19. Further suggestions—There are a few further points on which we may
touch here. We have recommended that the staff of Registrars should be increased,
and it seems advisable that the cognate subjects of agriculture and industry should be
co-ordinated under one head in each province, and we have therefore also recom-

3
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mended the appointment for this purpose, as opportunity offers, of a Development
Commissioner who would have the necessary time and practical knowledge to devote
himself entirely to the supervision of these branches of administration and whose
recommendations and advice would carry due weight with his Government.

Although the subject of co-operation is, like other branches of administration, one
primarily for each local Government to deal with inside its own area, it is a question
whether the Imperial and inter-provincial interests involved have not now grown so
important as to justify its being treated on the same lines as education and agriculture
by the appointment of a co-operative Adviser with the Government of India. The
advice and counsel of such an officer would be very valuable to Provincial Govern-
ments, Development Commissioners or similar officers, and to Registrars themselves.

Lastly we think it right to inform Government that we found during our tour that
considerable misapprehension existed as to its responsibility for the stability of
co-operative institutions. We have found in some places a belief held that the move-
ment was guaranteed by Government, a belief which, if not actually fostered by
the local supporters of the movement, was not actively contradicted by them. In other
cases Joint Stock Banks, and even Central Banks, lending to societies on the recommen-
dation of the Registrar, have considered that Government was thereby placed in a fiduciary
position as regards such loans. We have on the other hand found cases where
banks in advertising for deposits have expressly stated that, though they had the
benefit of Government audit, they enjoyed no Government guarantee, We think that
Government should impress on all its officers the necessity of allowing no misapprehen-
sion to exist as regards its relations with the co-operative movement and its degree of
responsibility for co-operative institutions.



REPORT

OF THE

COMMITTEE ON CO-OPERATION IN INDIA

CHAPTER I

THE CO-OPERATIVE MOVEMENT IN INDIA
INTRODUCTORY

1. At the time of the appointment of this Committee the co-operative movement
had been in existence in India for a little over ten years.

Stagnation of the lower classes in India—As the aims of the movement have
not been always clearly apprehended, we consider it desirable to explain at the outset
that the chief object of co-operation in India was to deal with the stagnation of the
poorer classes, and more especially of the agriculturists who constitute the bulk
of the population. It was found in many parts of India, as in most European countries,
that in spite of the rapid growth of commerce and improvements in communications,
the economic condition of the peasants had not been progressing as it should have done,
that indebtedness instead of decreasing had tended to increase, that usury was still
rampant, that agricultural methods had not improved, and that the old unsatis-
factory features of a backward rural economy seemed destined persistently to remain.
The more obvious features of the situation presented themselves in the form of usury
and land-grabbing on the part of the money-lending classes, while the agricultural classes
either hoarded their savings or owing to thriftlessness and indebtedness showed them-
selves unable to withstand bad season and to meet organised trade on equal terms. The
depression of the rural classes was further characterised by an underlying absence of
any desire for education or advancement and a certain resigned acceptance of
oppression from those who by wealth or social position occupied a superior position,
an attitude which though often spoken of as ‘conservative,” has frequently little of
intentional conservatism about it, but is due rather to ignorance, to a traditional sub-
servience in the past, and to an absence of ideals for the future. The peculiar
feature of co-operation as a remedy for stagnation is that it is intended to meet not only
the more obvious material evils but also the underlying moral deterioration to
which the poorer classes have so long been exposed.

2. Co-operation as a remedy—the moral element.—The stagnation of the
agricultural classes in the greater part of the country has for many years attracted the
attention of Government and various remedies have been tried for improving their
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material condition. A system of State loans was introduced, Post Office Saving Banks
were opened, the civil law relating to debt was frequently and extensively amended,
special legislation was initiated at various times in different areas for dealing with tenant
right, the alienation of land, the general settlement of debt, and the curbing of
usury. But although much has been done by some at any rate of these measures to help
the peasant community, the general effect of the action taken can only be described
as partial and incomplete. The further efforts which have been made by sanitation
and education to improve the environment and the intellectual condition of the
poorer classes have not been more successful. Without therefore abandoning the class
of remedial measures previously attempted, the Government turned to Co-operation
as the most hopeful method of dealing with the problem before it. The theory
of Co-operation is very briefly that an isolated and powerless individual can by associa-
tion with others and by moral development and mutual support obtain in his own degree
the material advantages available to wealthy or powerful persons, and thereby
develop himself to the fullest extent of his natural abilities. By the union of
forces material advancement is secured, and by united action self-reliance is fostered,
and it is from the interaction of these influences that it is hoped to attain the effective
realization of the higher and more prosperous standard of life which has been
characterised as ‘ better business, better farming and better living.” We have found
that there is a tendency not only among the outside public but also among supporters
of the movement to belittle its moral aspect and to regard this as superfluous idealism.
Co-operation in actual practice must often fall far short of the standards aimed
at, and details inconsistent with co-operative ideals have often to be accepted in the hope
that they may lead to better things. We have in our report been compelled to
deal mainly with the co-operative organisation from a business standpoint. But we
wish clearly to express our opinion that it is to true co-operation alone, that is
to a co-operation which recognises the moral aspect of the question, that Government
must look for the amelioration of the masses, and not to a pseudo-co-operative edifice,
however imposing, which is built in ignorance of co-operative principles. To this point
we shall return when we deal with the constitution of co-operative societies, but in the
meantime we desire to point out that the combination of the material with the more or
less intangible moral element constitutes an important difference between co-operation
and the other remedies adopted by Government for dealing with agricultural stagnation.

3. Report of Sir Frederick Nicholson.—It was to European experience that the
Government in India looked for guidance when it turned its attention to co-operative
methods. The Madras Government was the first to grasp the possibilities of a
co-operative movement in India, and in 1892 the Government of Lord Wenlock,
placed Mr. (now Sir Frederick) Nicholson on special duty to study the theory and practice
of agricultural and other Land Banks in Europe and to suggest means by which a
similar movement might be popularised in India. The Madras Presidency afforded a
hopeful field for experiment because a number of indigenous societies known as
Nidhis, analogous to the Friendly and Building Societies of Great Britain, were already
in existence there and had attained some measure of success. In 1895 and 1897
Mr. Nicholson issued an exhaustive report on the systems prevalent in Europe which,
though now to some extent out of date, still constitutes an invaluable source of informa-
tion regarding European practices. From this report and from other standard
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works on co-operation* a fairly complete idea can be gained of the co-operative move-
ments as developed in Europe and more especially of the lines on which co-operative
credit was organised by the German reformer Raiffeisen. It was in 1849 that Raiffeisen,
originated the form of rural co-operation now known by his name, but for many
years he had little or no progress to record. Ultimately however his earnestness and
enthusiasm prevailed against the apathy and misrepresentation with which he was
confronted, and the number of Raiffeisen societies in Germany alone had risen
by 1912 to over 16,000. It was the aim of this reformer to collect together small bodies
of men who lived in close proximity to each other and were fully cognizant of
each other’s circumstances and character, and to enable these persons by their combi-
nation to obtain credit by pledging their unlimited liability. The application of the
credit was to be strictly supervised by an elected committee in each society and the admini-
stration of the society was to be entirely gratuitous. Other systems differing in detail
and to some extent in principle from that of Raiffeisen had been developed in Europe
by Schulze-delitzsch, Luzzatti, Wollenborg and others but it was not in Sir Frederick
Nicholson’s opinion a system, so much as a man, that required to be discovered,
and his advice was summed up in the words—* Find Raiffeisen.’

4. Co-operative Credit Societies Act of 1904.—While Sir Frederick’s enquiries
were in progress, Mr. Dupernex of the Indian Civil Service had been placed by Sir A. P.
(now Lord) MacDonnell on special duty in the United Provinces for the purpose of
discovering by local enquiries how best to establish agricultural banks in selected
localities. His conclusions were set forth in an interesting and suggestive book entitled
““ People’s Bank for Northern India” (1900). The ideas first brought to public notice
in this work and in Sir Frederick Nicholson’s report soon began to bear fruit,
and in parts of the Punjab, the United Provinces, and Bengal, some district officers
on their own initiative established a few pioneer societies. But it was at once
apparent that no real advance could take place without special legislation.
The Companies Act of 1882, with its 256 sections and elaborate provisions, was wholly
unsuited to societies of the kind, which it was desired to encourage, and Lord
Curzon’s Government was not long in satisfying itself that special legislation was needed.
A strong Committee was appointed under Sir Edward Law to make proposals after
considering the opinions of the Local Governments and the experiences of officers who
had already started societies. The conclusion at which they arrived was that co-operative
societies were worthy of every encouragement and of a prolonged trial. They drew up
model schemes of management for both rural and urban societies and discussed the form
of legislation needed to secure to societies the privileges which they recommended for them
and to provide for their due working and supervision. Their recommendations proved
the basis of the Bill which was passed into law in 1904 as the Co-operative Credit

* We have during our enquiries received specfal benefit from the perusal of the Bulletins of the Agri-
cultural Institute at Rome, Mr. Cahill’s Report on Agricultural Credit and Agricultural Co-operation in
Germany (1913), the Report of the Department Committee on Agn'cultural Credit in Ireland (1914), the
Report of the American Commission conjointly with the United States Commission on Agricultural Co-
operation and Rural Credit in Europe (1914), and Mr. Wolff’s *‘ People’s Banks,” and * Co-operative
Banking.” A list of the chief books and reports on co-operation published in India will be found among
our appendices below.

Co-operation in India owes a great debt to Mr. Wolff for the advice which he has always freely placed
at the disposal of the Government and its officers, and we desire to acknowledge the special assistance
which we have obtained from him in response to enquiries made by us in connection with our Report.
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Societies Act. Along with the Act the Government of India issued an explanatory memo-
randum drawn up by Sir Denzil Ibbetson which for its clear grip of first principles
and directness of statement still well repays perusal. It was explained that the
cardinal object of the Act was, by the simplicity and elasticity of its provisions,
to permit a genuine Indian movement to spring up based on those general broad
principles which must necessarily underlie any organization claiming to be called
co-operative. Experiments were to be freely allowed and more particularly for
the furtherance of agricultural rather than industrial credit. Societies were classified
as rural and urban, and while the latter were left a free choice, the former were bound
to accept unlimited liability. In ordinary cases the area of societies was to be closely
restricted. They were given a legal personality and authorised to raise funds and
carry on their business in a corporate capacity. Loans might be made to members
only on personal or real security, but not ordinarily on chattel security. An annual
official audit was made compulsory. The interest of any member in the share capital
of the society was strictly limited and special exemptions from the provisions of the
Stamp Act, the Registration Act, and the Income Tax Act were conceded. The subject
of Central Banks and the higher stories of the co-operative structure were not
however dealt with at this stage, and no indication was given as to the means of pro-
viding resources for enabling societies to meet their liabilities to depositors.

5. The Co-operative Societies Act of 1912.—The Local Governments at once set
to work to give practical force to the intentions of the Act. The first step was to
appoint Registrars in the various provinces to spread the co-operative propaganda,
to start a few model societies and to train the rural population in the proper
methods of management. Local conditions varied so widely that progress was by no
means uniform and in different regions very different types of societies began to make
their appearance. But in no province did the new doctrine fail to strike root, and, as
will be noticed from the figures quoted below, the progress made in the first few years
of the movement was remarkable. It will be evident from these figures that the
movement did not take long to outgrow the dreams of its founders and in two
directions the need for improved legislation was especially felt. In the first place the
example of the credit societies established under the Act of 1904 had led to the introduc-
tion of co-operative societies for distribution and for purposes other than credit, for
which no legislative protection could be secured under the then existing law. And in
the second place the need for a freer supply of capital and for an improved system of
supervision had led to the formation of various central agencies (afterwards known as
Unions, Central Banks, and Central Banking Unions) to finance and control the original
credit societies, and these central agencies, like the non-credit societies above mentioned,
ran all the risks attendant on a status unprotected by legislation. These and other
developments had so far outrun the anticipations of the framers of Act X of 1904 that
Registrars found difficulty in dealing under its provisions with the state of affairs which
began to present itself. The Government of India re-examined the whole question
and decided that the position could be best met by entirely fresh legislation. In
1912 they passed into law the Co-operative Societies Act (IL of 1912) which regularised
many practices which had previously been of doubtful validity and made provision for
further expansion under proper safeguards. In publishing the Act, the Government
of India also issued a circular letter explaining clearly the new features which characterised
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it. Co-operative Associations for other purposes besides credit were allowed. The
old distinction between rural and urban societies was swept away, and a more
scientific distinction based on the nature of the liability of members, whether limited or
unlimited, was adopted in its place. The registration of Unions, Central Banking Unions
and Central Banks was for the first time expressly legalised. A number of minor im-
provements with regard to registration, audit, and similar administrative details were
at the same time introduced; but the Act remained silent on the subject of the provision
of liquid resources to meet liabilities.

Year No. of societies | No. of members Amogglt)iglyorkmg
Rs.
+1906-07 .. .. .. .. .. 843 90,844 23,71,683
1907-08 .. .. .. .. .. 1,357 149,160 44,14,086
1908-09 .. .. .. .. .. 1,963 180,338 82,32,225
1909-10 .. .. .. .. .. 3,428 224,397 1,24,68,312
1910-11 .. .. .. .. .. 5,321 305,058 2,03,05,500
1911-12 .. .. .. .. .. 8,177 403,318 3,35,74,162

* Capital lent by one society to another has been included twice in these figures.

1 The figures for Native States have been excluded.

6. Resolution of 1914 and appointment of Committee.—The immediate effect
of the Act was to infuse a fresh energy into the movement. The number of societies in
British India had by 1914 increased to 14,881, the number of members to 6,95,998
and the working capital (calculated as mentioned in the statement above) to
Rs. 7,45,31,725. New types of societies for the sale of produce, cattle insurance, milk
supply, yarn, silk and manure purchase, and the retail of farm implements and common
necessaries, had been registered and in most cases seemed to be prospering. The
number of Central Institutions was growing rapidly and the confidence of the public was
being won in greater measure every year. In 1914 the Government held that the time
had come to take stock of the position and on the 17th of June of that year issued a
comprehensive Resolution reviewing the progress that had been made and laying
down in general terms the practical lessons that might be drawn from experience up to
date. But the sums involved in the movement were becoming very large, the arrange-
ments for financial management in the stages above that of the individual society
were becoming complicated, and the principles for the conduct of inspection and audit
remained indefinite and uncertain. It was felt by Government that it could not take the
responsibility of fostering and supporting further growth unless it was satisfied
that the movement was proceeding on lines economically and financially sound. It was
to enquire into and report on this aspect of the question that this Committee was
appointed by a Resolution of 8th October 1914 and the reference made to it was expressed
in the following words:

““The primary duty of the Committee will be to examine whether the movement, especially in its
higher stages and in its financial aspect, is progressing on sound lines, and to suggest any measures of
improvement which seem to be required. For this purpose the enquiry will be directed primarily to an
examination of such matters as the constitution and working of Central and Provincial Banks, the financial
connection between the various parts of the co-operative organisation, the audit, inspection and manage-
ment of all classes of societies, the utilization of the reserve and the manner in which reserve funds should
be exhibited in the annual accounts. At the same time the Government of India do not desire rigidly to

limit the scope of the enquiry and the Committee may, at its discretion, consider and make recommenda-
tions regarding any important aspect of the co-operative movement.”



6 THE CO-OPERATIVE MOVEMENT IN INDIA

7. The scope of this Report—OQOur Committee met on the 6th November 1914
and travelled for four months visiting various centres in the larger provinces of India,
and examining during this period 93 witnesses and inspecting some 135 societies of
various kinds, besides interviewing the Managers and Agents of several Joint Stock
banks. We have in our report been unable to confine our enquiries to the subject pri-
marily referred to us, since we have been forced to recognise that the financial
welfare of the higher stages in the co-operative system is largely based on the soundness
of the foundation, and we have therefore freely used the discretion given to us to extend
the scope of our investigations. We must at the same time make it clear that our
report is not intended to be in any sense a cyclopzdia of information on co-operation
in this country. We have not had the leisure or the means to attempt anything
of the kind, and we have indeed done what we could to reduce to the smallest propor-
tions consistent with our duty the references made to officials and others for statistical
and other information. The figures we have quoted in this Report are for the
most part those already available to the public in the returns issued by the Government,
and little or no purpose would have been secured by adding largely to these or
by bringing them up to any particular date.* Our statements and our recommendations
must further be taken as referring to British territory only, and, except for a
short but interesting and instructive visit paid by seme of us to the Mysore State on the
invitation of the Durbar, we did not include the Native States in our tour of enquiry.
Nor have we thought it necessary to deal with legal questions or points of
difficulty in the interpretation of the law or possible amendments of the Act except so
far as these have emerged in connection with points substantially before us. Our object
in the preparation of this report has been firstly to submit, with such explanations
as may be necessary, the recommendations asked for in the Government reference;
secondly to supply facts and opinions regarding outstanding points which may be
of use to the officials and others who supervise or partake in the co-operative
movement in India; and thirdly to place before the outside public information of the
class likely to be useful to those who wish to ascertain the general position of
co-operative societies as financial institutions. We recognise that it is not always feasible
to combine the two latter of these objects with the first named, but in order to meet as
far as possible the aims which we have set before us we have dealt separately in successive
chapters of our report with Primary Societies, Central Institutions and Provincial Banks,
and we have concluded with a chapter in which we discuss certain important questions
regarding the relations of Government to the movement.

Why mainly confined to agricultural credit—In order further to simplify the
examination of our report, we have in Chapters II to IV dealt with agricultural credit
only, and our remarks in those chapters will not affect, except in a secondary manner,
the questions relating to forms of co-operation other than agricultural credit. In thus

* The date on which the Annual Returns are made up varies in the different provinces. The exact
dates are as appended :(—

March 31st, Bombay. June 30th, United Provinces. July 31st, Punjab.
Assam. . Central Provinces.
May 31st, Bihar and Orissa. Madras.
Bengal
Burma.
Coorg.
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confining the main portion of our report to the consideration of agricultural credit, we
do not in the least desire to belittle the importance which must necessarily be attached
to other branches of co-operation, both at the present time and still more in the
near future. We believe that great developments may be expected in industrial
co-operation and in the application of co-operative principles to many branches of agri-
cultural organisation, and that it is not impossible that these developments may
in time surpass even the rural credit institutions, in importance. But these other
forms of co-operation are as yet for the most part in their early infancy and, as will be
seen from the figures given below, they occupy a comparatively small portion of the
ground at present covered by co-operative effort in this country. The main principles
moreover which govern the administration of agricultural credit are as a general rule
of equal application to other forms of co-operation, and much of what we write in respect
of agricultural credit will be equally applicable to the organisation of non-agri-
cultural and non-credit societies. Before however proceeding to deal in detail with the
former class of credit we would record briefly at this stage in our report such special obser-
vations as we have to make regarding co-operative institutions of the latter character.

No. of primary societies Non-agricultural Agricultural Total
Non-credit .. .. .. .. .. 82 167 249
Credit .. .. .. .. .. 602 13,715 14,317

NON-CREDIT SOCIETIES

8. Claims as compared with credit societies—The forms of co-operative activity
that have proved most popular and successful in England are those connected
with purchase, production, and distribution. But in most continental countries these
branches of work were not undertaken until credit societies had been firmly established,
and development in India has followed the continental precedent. The first Act
(X of 1904) provided for the formation of credit societies only and postponed to them
all forms of non-credit co-operation. This policy was deliberately adopted, not because
the vital importance of other kinds of co-operation was not fully realized, but because
it was held that among a relatively backward population the difficulties involved
in the management of productive and distributive business were likely to prove
a stumbling-block in the way of progress. Credit societies with their simple organisa-
tion and methods of management afforded the easiest field in which the principles of
co-operation could be learnt and practised, and were therefore first pressed forward.
With the numerical increase in societies a knowledge of the main principles underlying
co-operative work has gradually spread among the people, and in areas where these have
been best understood, a desire has arisen for applying them to other branches
of business besides the borrowing and lending of money. We wish to make it clear that
in our opinion this development is not only inevitable but essential to the balanced
development of the economic condition of the country as a whole, and that the demand
for non-credit forms of co-operation is in itself a healthy sign. We would insist
however on two conditions which appear to us vital to success. Firstly it is essential
that the demand for such societies should arise not merely from external,suggestion or
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the hope of effecting some small economy, but from the existence of a real need and
from a real comprehension on the part of their originators of all that is implied in the
term * co-operation ’; and secondly it is scarcely less important that a strong and
competent staff should be available for the supervision of such societies and for dealing
with the complicated economic problems involved. Where these conditions are
satisfied, we welcome the formation of societies for other purposes than credit.

9. Classification and figures—Those non-credit societies which are already in
existence are included in tA¥ annual official statistics and at the suggestion of the Inter-
national Institute of Agriculture at Rome are classified by the Government of
India under five heads—(a) Purchase or Purchase and Sale, (b) Production, (c) Produc-
tion and Sale, (d) Insurance, and (e) Others. The figures at the end of the year 1913-14
after some necessary rectification were as follows :—

s | = 5
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S8 |8 |2 |25 |5 |8|8|E8)|%
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1 2 3 4 5 6 7 8 9 10 11 12 13
Non-Agricultural “
Purchase or Pur-
chase and Sale 10 27 .. 2 5 19 .. .. .. .. .. 63
Production .. 1 .. .. .. .. .. .. .. .. .. .. 1
Production and Sale| .. 1 1 .. 1 4 .. 1 .. .. .. 8
Insurance .. .. .. . .. .. .. .. .. .. .. .. ..
Others . .. 5 2 3 .. .. .. .. .. .. .. .. 10
Total 16 30 4 2 6 23 .. 1 .. .. .. 82
Agricultural
Purchase or Pur-
chase and Sale. .. 1 .. .. .. .. .. .. .. .. .. 11
Production .. .. . .. .. .. .. .. 3 .. .. .. 3
Production and Sale| .. 4 .. .. 10 .. 63 1 .. .. .. 78
Insurance .. .. .. .. .. 1 .. 59 .. .. 9 . 69
Others .. .. 6 .. .. . .. .. .. .. .. .. .. 6
Total 6 15 .. .. 11 .. 122 4 .. 9 .. 167
Grand Total 22 45 4 2 17 23 | 122 5 .. 9 .. | 249

It may be noted that in some cases societies do both non-credit and credit business,
and such societies are classified according to their chief function. While therefore
several of the above societies must be regarded as supplementing their non-credit work
with credit, it must be remembered that there is a much larger number of societies
included in the returns of credit societies which have undertaken subsidiary non-credit
activities of various sorts.

10. Non-agricultural Non-credit societies.—Dealing first with non-agricultural
societies, we find that successful attempts have been made to arrange for the purchase
of yarn and silk for weavers, cane for basket workers, timber for carpenters, and imple-
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ments (sometimes of improved pattern) for several industries. The production
and sale of cotton and silk cloth, durries, and furniture have been undertaken. Building
societies have been organised. The purchase and sale of most sorts of common
necessaries is being carried on at various co-operative stores. Of these non-agricultural
societies the most prominent and the most promising are those formed for the benefit
of weavers. Their object is to purchase wholesale raw material, yarn, and silk, to help
weavers to buy improved looms and other implements, and to organise the direct sale of
manufactured cloth to consumers. This type of society is in our opinion worthy
of support, both because weavers are a numerous and poor class, whose earnings have
in recent years been seriously diminished by the competition of the mills, and also
because any method by which the cottage industries of the country can be preserved would
deserve a prolonged trial. We would only point out that attempts to reorganise
village industries on a more profitable basis should not be undertaken sporadically
or fortuitously. To avoid mistakes, which may well plunge small craftsmen into still
deeper difficulties than now, it is very necessary that a systematic enquiry should be made
by Government or some other agency into the economic conditions of any industry that
may be taken up, and the organiser should have grasped the details and difficulties of the
business and have a practicable scheme to propose before asking the people to accept it.

In connection with urban societies we would draw attention to the fact that certain
types, such as building societies and stores, more especially when they are composed of
members whose means raise them above the poorer classes, though not in them-
selves necessarily unco-operative, exhibit a tendency to ignore the moral bases of
co-operation. It appears to us that in some cases registration has been sought under
the Co-operative Societies Act rather than under the Companies Act in order to take
advantage of the concessions obtainable under the former Act and to avoid the detailed
restrictions of the latter. When a society is formed to carry on a business which
is also capable of being carried on as an ordinary trading concern, we think that the
Registrar should scrutinize the application most carefully, remembering that the intention
of the Co-operative Societies Act as defined in its preamble is to promote * thrift
and self-help among agriculturalists, artisans and persons of limited means,” and that
he should grant registration only if the proposed society fulfils this intention.

11. Agricultural non-credit societies—Sale of produce.—Among agricultural
societies for purposes other than credit, the outstanding types are those for the sale of
produce, and for cattle insurance. The former are at present chiefly found in Burma
and combine with credit business the sale of paddy and ground nuts on behalf
of their members direct to wholesale dealers at Rangoon. An objection has been raised
before us by persons interested in the export trade, that such societies are likely
to raise prices as against the merchant and the consumer, but we have found no evidence
in support of this view. On the contrary by the elimination of unnecessary middle-men
the profits, which previously went to them, become available for division between the
agriculturist, the merchant, and the ultimate consumer. The removal of such agents
as are merely parasitic means more rapid business, a quicker turnover, and a better
understanding between the wholesale purchaser and the producer of the crop. These
features are noticed because they would probably characterize any societies that may be
similarly organised hereafter to deal with the wheat or jute trades in India.
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12. Insurance of cattle—With regard to cattle insurance only two schemes have
hitherto been tried one in Coorg and one in Burma. Under the Coorg scheme the owner
pays two-thirds of the value of the animal insured into the society within 4 years
by instalments of decreasing amounts. Should the animal die before the payments
are complete, the whole amount insured is paid to the owner. If it survives the period,
the full amount of the premia paid, but without interest, becomes payable on death or
invalidity. Under the Burma system only plough cattle and buffaloes between the ages
of 4 and 12 are accepted for insurance. The amount of the indemnity is two-thirds of
the value of the animal as estimated by the local committee, and this estimate is revised
half-yearly. A premium is charged at the rate of 5 per cent. on the value of the animal.
The premia are regarded not as a cumulative investment but as a payment for
protection, which extends only for the period covered by the current premium. As the
premia charged under the Coorg system are probably too high to be acceptable
to agriculturalists except in districts where cattle are very cheap, the Burma system on
this account will probably be found preferable. But if it is introduced in other parts
of India, local modifications of the scheme will no doubt be necessary. It is true that
actuarial data of the mortality of cattle in different districts are not yet available, and
that the premia charged will be at first empirical. But there seems no prospect of
obtaining reliable figures except from the experience of the insurance societies themselves,
and while we advocate due caution we see no object in waiting for the final results
of the Burma experiments if opportunities present themselves for starting any
well-supervised schemes elsewhere; nor do we think it necessary, as suggested by the
Imperial Conference of Registrars in 1912, to defer the introduction of cattle insurance
until adequate means exist for applying prophylactic measures.

Two features in the Burma system seem to us to call for special notice and deserve
imitation if a similar scheme is taken up in other provinces. Firstly we find that,
although there is a rule (framed in order to secure a respectable clientele and
to facilitate supervision) that the members of insurance societies should antecedently
be members of credit societies, yet the finances of the two institutions are kept quite
distinct. Neither primary nor central credit societies are allowed to undertake any risk
or liability on behalf of insurance societies, and this provision seems to us sound.
Secondly we find that the central reinsurance society has received a guarantee of
financial support from Government in case of necessity. This action is justified at the
present stage on the ground that it is hopeless to expect such a society to get sufficient
share capital subscribed by the members; at the same time it must have some financial
backing, because the principle of insurance is to spread risks over a considerable
area and period, and there is always a chance of exceptional mortality occurring during
the first few years. The only alternative is Government support, and in this case
such support appears to us unobjectionable in principle. Government already spends
considerable sums of money on the maintenance of a Civil Veterinary Department for
the preservation of the lives of cattle and gives agricultural loans to replace cattle that
have died. It would further this policy to give financial aid to societies which not only
obviate to a large extent the necessity of GQovernment agricultural loans, but which
lead to greater care being taken of the animals and create an interest in preserva-
tive measures which will be of great use to the Civil Veterinary Department in extending
its propaganda. If the premia are fixed on a reasonable basis, we think there will
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be little or no risk to Government in giving a guarantee, and we recommend that local
Governments should consider the advisability of financial support or guarantee
when reinsurance societies are projected. A guarantee of this kind should be sufficient
to give the system a fair trial assuming that a state of normality would be reached in,
say ten years, and at the same time the area within which the reinsurance society is to
work should be restricted, and the maximum liability involved by the guarantee defined.

Societies for the insurance of agricultural crops against damage by hail have not
yet, so far as we are aware, been started in any part of India. Such societies would
however be useful and, in view of the information existing in many provinces
in connection with the remission of land revenue on account of damage done by
hail, they would in some respects be equipped with better actuarial data than societies
for cattle insurance. The system to be followed in constituting hail insurance societies
would approximate very closely to that suggested by us in connection with the insurance
of cattle.

13. Combination with credit societies—Most forms of agricultural non-credit
societies, and especially those for the supply of seed and implements, can in our opinion
best be combined with credit societies. In fact not a few societies, returned as credit
societies, have such annexes, maintaining separate accounts, but with the same member-
ship. Much has been done, notably in the Central Provinces, in growing and distributing
improved seed through organisations of this sort. Whether the work should be
centralized and left to a Central Bank, or localized and dealt with by a primary society,
will depend in every case on the sort of function undertaken. Ordinarily we do not think
that a society should itself become the owner of the commodities handled. It is preferable
that it should buy or sell on commission, or on some system under which it merely under-
takes joint sale and purchase on behalf of the members at their risk.

It is, we think, in the use of credit societies for distributing improved seed
and implements, and in the general supervision and development of non-credit societies,
that the help of the Agricultural Department can most usefully be afforded and it should
be given—as it is already given in many provinces—fully and ungrudgingly. Provided
that it uses the societies not for experimenting in new processes but strictly for
popularising proved improvements, we think that nothing but good can be expected
from the assistance of the Agricultural Department. But while at some future time the
Agricultural Department may be not less interested than the Co-operative in the manage-
ment of agricultural non-credit societies, the control must necessarily remain at present
and for some time to come in the hands of the Registrar of Co-operative Societies.

14, Dealings with non-members—On the question whether non-credit societies
should be allowed to deal with non-members, we do not think it possible to lay down
any general rule. As far as practicable, such dealings should be avoided and it will
generally be well to shun competition with such local outside agencies as are efficient.
However we would not press this rule in cases where the operations of a society, if con-
fined to its own members, would be so restricted that it could not be managed with any
prospect of profit or economy.

NON-AGRICULTURAL CREDIT SOCIETIES

15. Claims as compared with agricultural co-operative credit—In introducing the
co-operative credit movement into India the Government of India ordered that the
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‘

establishment of societies among the agricultural classes should be the first care of local
Governments, giving as their reason that ‘ the agricultural problem is more serious and
far more difficult to deal with than the industrial problem, and it is necessary that effort
should be concentrated ”’. These orders have been carried out with the result that we
find in British India 13,882 agricultural societies now in existence, as against 684 non-
agricultural societies. The development is not perhaps so one sided as might
seem at first sight, since if it be assumed that persons living in towns of a population
exceeding 5,000 form the urban classes of India, there is at present one society per 38,000
of the non-agricultural population as compared with one society per 15,000 of
the remaining population. But the fact remains that it is to progress among agricul-
turalists that attention has chiefly been directed. It appears to us that the policy
laid down by the Government of India, though wise in the initial stages and fully justitied
by results, might now with advantage be relaxed, and the development of non-agricultural
societies encouraged to proceed pari passu with that of agricultural societies. The
interest on loans paid by the industrial classes in towns is not lower than that charged
to agriculturists. With rising prices, insufficient and insanitary house accommodation,
wages often held in arrears, and a desire for a higher standard of living consequent on
the spread of education, industrial difficulties are bound to increase, and we are of opinion
that any form of organization, such as co-operative societies, that has a tendency
to alleviate these difficulties is worthy of support. We would also point out that
the excessive development of agricultural societies to the exclusion of other classes means
that the demand for money and the repayments of loans are not distributed evenly
throughout the year, but occur at particular seasons, with the result that Central Banks
during certain months of the year find it difficult to employ their capital profitably.
There are also advantages in bringing the urban classes, and especially the lower
industrial classes who at present see little of Government Officers except in their judicial
or punitive aspects, into close contact with a branch of Government which they cannot
but regard as beneficent. For these reasons we would advocate the extension of
co-operation among the non-agricultural classes provided always that it is carefully
supervised and controlled.

16. Non-agricultural credit societies as may be seen from the figures below, have
already made their appearance in all the larger provinces. The total of these is 602 of
which more than half are of unlimited liability. On the question of the form of liability
to be adopted in such societies we think that as a general principle when the clientele is
fairly well-to-do, and when owing to local conditions full mutual knowledge cannot so
easily be secured among the members, and when the share capital is adequate to the
business undertaken, liability should be limited, but otherwise it should be unlimited.
We would also remark that in dealing with such societies, central banks would be justified
in exercising more caution than is required in dealing with non-agricultural societies
because the co-operative safeguards are not generally so well developed. The
members are often scattered or nomadic, with the result that mutual supervision tends
to be less strict and difficulties occur in realizing loans. The circumstances of many
societies compel them to follow purely business methods and to overlook to some extent
the moral sanction that should govern their work. The accounts are often too com-
plicated for the ordinary member to understand. On the other hand in some points
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many of these societies are superior to the average rural society. More of their
members are literate. The management and accounts are more careful and accurate.
The accumulation of savings deposits is feasible. Short-term loans and repayments
by regular monthly instalments are easily arranged. Of course in different parts of
India very many varieties of type among these societies have come into existence.
For the purposes of our enquiry we need notice only three of the most important
namely (@) the middle class urban banks, (b) employees’ societies and (c) societies for
poor castes,

Special characteristics

Madras .. .. .. .. .. . .. .. 50
Bombay .. .. .. .. .. .. .. .. 95
Bengal .. .. .. .. .. .. . .. 76
Bihar and Orissa .. .. .. .. .. .. .. 39
United Provinces .. .. .. .. .. .. .. 179
Punjab .. .. .. .. .. .. .. .. 11
Burma .. .. .. .. .. .. .. .. 49
Central Provinces .. .. .. .. .. .. .. 87
Assam . . .e .. . . .. .. 16

Total .. 602

17. Middle class Urban Banks.—Urban societies, composed mainly of members
of the middle classes, are frequently defective in that they are not really co-operative.
Shares are often taken up merely for the sake of dividends and money is not infrequently
borrowed for speculative enterprises. Their value consists not so much in their services
to co-operation as in the training ground they afford to their members for understanding
ordinary joint stock banking. Recent experiences in Northern India have shown the
dangers of a policy under which Government allowed banking institutions to spring up
and carry on business under a control so light as to be almost nominal, but we think that
urban credit societies might serve a useful purpose in training the upper and middle urban
classes to understand ordinary banking principles. Such societies would perhaps be
scarcely justified on their own merits in claiming registration under the Co-operative
Societies Act, but we think that on the whole, where joint stock banking facilities are
absent, they may fulfil a useful purpose, and we see advantages in encouraging their
formation. In any case we would expect them to be as a rule self-supporting, and we
think that any help which might be afforded to them by Central Banks should be closely
restricted.

18. Employees’ societies.—The object of the employees’ societies should in our
opinion be rather to encourage saving and thrift than to make loans on easy terms, and
in the best examples we have seen we are satisfied that this object has been attained. The
same object is doubtless to some extent met by the departmental Provident Funds, but
those funds fail to provide the moral training of a co-operative society and afford fewer
facilities for the prompt supply of ordinary loans. The difficulties which beset co-operative
societies for employees are firstly the transfer of members from place to place in a big
business or department, and secondly the fact that even on the Committee the members



14 THE CO-OPERATIVE MOVEMENT IN INDIA

are unable to meet on an equality. It is impossible for them, since they all belong to one
service, to forget in conducting the business of the society their relative official positions
outside it, and in this way influential or highly placed members are able to secure excessive
loans for themselves or their friends, and by recusancy in the matter of repayment may
seriously embarrass a committee composed largely of their subordinates. It makes for
better management if the head of the office, whether a member or not, can watch over
the society, and if arrangements can be made by a provision in the bye laws for the
recovery of loans by deduction from monthly salaries. We suggest that it would often
be possible for such societies to encourage thrift, to provide themselves with an improved
security, and to simplify their accounts, if they required all members as a condition of
membership to insure themselves in the Post Office Insurance Fund. As in the case of
other classes of non-agricultural societies, we would repeat that employees’ socicties
should not be started unless really satisfactory arrangements can be made for their
regular management and control.

19. Societies for poor castes—By far the most valuable and hopeful form of urban
credit societies is in our opinion that which confines its operations to poor castes, e.g.,
butchers, weavers, mill-hands, scavengers, etc. In their early stages these societies need
constant help and guidance, which can best be supplied by some philanthropic individual
or social agency. The work well repays its originator, for as a rule these classes show
themselves very amenable to co-operative ideas and anxious to learn. To their credit it
must also be said that they are generally most punctual and honest repayers. Since the
members owing to their depressed condition and lack of education cannot hope to
manage their own business without long training, especially in the matter of account-

- keeping, we think that the support of the clerical staff of these societies is an object for
which grants might suitably be given by Local Governments on very much the same
grounds as justify grants to other philanthropic institutions.

AGRICULTURAL CREDIT SOCIETIES

20. Banks for large proprietors—The agricultural credit societies now established
in India are for the most part composed of peasant owners or tenants, and no steps
have yet been taken to extend co-operation for the benefit of the class of large
proprietors who own the bulk of the land in several provinces and whose estates are often
much encumbered. The case of these proprietors has been represented to us, and more
than one Registrar has seriously considered the possibility of introducing some form
of co-operation among them corresponding to the Land Mortgage Credit Associations
or Mortgage Banks which are found on the Continent of Europe. We have not ourselves
examined the details of such schemes and their merits must necessarily depend largely
on the peculiar circumstances of each province. Money can already be borrowed on some
large estates at fairly easy terms and this fact, together with the necessity for long term
capital and a want of solidarity among the constituent members, would be a difficulty
of some importance in the way of general schemes, but we feel that the establishment
of well-conceived and well-administered mortgage associations or banks at the instance
of the landed gentry of the country with the help of Government would be a measure
of great value not only to the proprietors themselves but also to the Government, and
this fact should in our opinion be borne in mind if applications are at any time made for
special concessions in respect of such banks.
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21. Existing societies mainly for peasants—Nomenclature—In the absence for the
time being of this more ambitious class of effort it will be understood that our report will
deal in the main with the grade of society which is intended to meet the needs of small
landholders, tenants, and men of a similar social status in the country districts. These
agricultural societies vary both in character and in name in the various provinces, and
in order to render our observations intelligible we have found it necessary to arrive at
a uniform nomenclature. Under the Co-operative Societies Act all classes of registered
societies, whether in themselves primary units or federations of constituent societies, are
spoken of as ‘societies.” In actual practice however the primary units are in some
provinces known as ‘ banks’, but in most as  societies.” We shall in this report speak of
them as ‘ primary societies > or ‘ societies > and we think it would be well if this termi-
nology could in future be adhered to by local Governments in their official communica-
tions. The societies are classified in the returns as ¢ agricultural * if the majority of members
are agriculturists, or if the main object is agricultural.

The nomenclature for the central societies, under which the primary societies were
federated, was discussed at the Co-operative Conference of January 1911. It was then
recommended that they should be classified under three heads, viz., ¢ Central Banks,’
‘ Unions’ and ‘ Central Banking Unions’ and these terms are still prescribed for use in
the Government of India returns; but there has always been some confusion as to whether
the distinction between a Central Bank and a Union should depend on the presence and
absence of banking functions or the absence and presence of individual shareholders,
and different provinces have followed different lines. Apart from the annual returns,
we find that in some provinces ¢ Unions’ connote supervisory functions only, in others
they include banking societies, and in one province they refer to associations which are
outside the Act altogether. In some provinces the term ‘ central bank ’ is applied to all
forms of central banking societies; in others a central bank is termed a * district bank’
if it is situated at the district headquarters; and in others the terms ¢ Urban’ or ¢ Town
Bank’ (a relic of the early stage of co-operation in which Town Banks were introduced
to finance the rural societies) is still applied to certain central institutions. Since moreover
the present classification was prescribed a further type of society known as a
‘ Provincial Bank ’ has been started in the Central Provinces and Bihar, and the Central
Banks at Bombay and Mandalay, as well as the Central Urban Bank at Madras, fulfil
some functions closely allied to those of a Provincial Bank. We consider that we shall
be following the general convenience if in the report we treat the five central institutions
at Bombay, Madras, Jubbulpore, Bankipur and Mandalay as ‘‘ Provincial Banks ** and

speak of all the other federal institutions which do banking business as * Central
Banks.’

We propose therefore to class societies for present purposes as (@) Primary societies,
(b) Central Banks and (c) Provincial Banks, and we shall deal separately with each of
these classes. We shall reserve the term ‘ Union’ for those forms of federation which
are maintained for supervision, either combined or not combined with the assessment or

guarantee of loans to primary societies and which do not undertake any banking business.
5



16 THE CO-OPERATIVE MOVEMENT IN INDIA

22. Distribution of societies and banks.—There are on this basis, according to our
last returns, 13,715 primary agricultural societies, 189 central banks and § provincial
banks in India which are distributed by provinces as follows :—

Prov}nces Primary Societies Ct.:ntral3 Banks Provinc;al Banks
2

Madras . .. . . .. 1,250 7 1
Bombay . .. .. .. .. 569 3 1
Bengal .. .. .. .. .. 1,547 33 ..
Bihar and Orissa .. .. .. .. 766 12 1
United Provinces .. .. .. .. 2,549 55 ..
Punjab .. .. .. .. .. 3,261 38 ..
Burma .. .. .. .. .. 1,092 2 1
Central Provinces .. .. .. .. 2,083 28 1
Assam . . .. .. .. 224 6 .
Coorg .. .. .. .. .. 22 ..
Ajmer .. .. .. .. .. 352 5

13,715 189 5

In the annual returns the number of agricultural credit societies is indicated separately
from that of other forms of agricultural co-operation, but the further statistics showing
the number of members, working capital, and so forth, do not make this distinction, and
in such figures as we may quote hereafter in this report, it has been impossible to exclude
the data for agricultural non-credit societies. As the number of these societies is at present
very small, the inconvenience so caused is negligible.



CHAPTER 1I
PRIMARY SOCIETIES

23. Importance of stability of primary societies—From the terms of the reference
made to this Committee (see paragraph 6 above) it will be observed that its investigations
were intended to refer in the main to the financial position of the provincial and central
banks, and we have borne this in mind throughout our enquiries. But the financial
stability of the higher class of bank, though dependent on many considerations peculiar
to that class, must always in the ultimate resort be dependent on the soundness of the
primary societies on which the whole structure rests. We have therefore no hesitation
in dealing at some length with the considerations on which the soundness of the primary
societies is based. The outside investor or depositor who deals wtth provincial or central
banks has seldom the time or opportunity to look closely into the manner in which the
business of the constituent primary societies is conducted, and it is therefore all the more
incumbent on the supervisory authorities, from considerations of honesty as well as
prudence, to see that the business of this class of societies is conducted on sound lines
both from a co-operative and from a financial standpoint. Persons who know of
co-operation only from books are doubtless often disappointed when confronted with
concrete cases of societies in actual working, whether in India or in Europe, and are apt
thereafter unjustly to disparage the whole movement because the specific instances which
came before them fell short of their ideals. But while it is indeed a mistake on the one
hand to expect more from these societies than human nature is likely to realise, it is equally
a mistake for those responsible to rest content with an inferior standard of co-
operation, when a higher standard is attainable. We have accordingly considered it our
duty to point out in some detail the chief considerations on which the soundness of
primary societies is built up. It is ultimately on three main requirements that their sound-
ness is based. They must in the first place be co-operative. They must also be business-like.
And finally they must be thoroughly well supervised. These points may conveniently be
discussed under the following three heads :—

(a) The constitution and management of primary societies.
(b) The composition and employment of their capital, and

(¢) The arrangements for their inspection and audit.

CONSTITUTION AND MANAGEMENT

24. Responsibility of the Registrar.—A society has very little prospect of success
unless it is started on sound lines, and the Registrar is primarily responsible for seeing
to this. In some parts of India we have found a tendency on the part of the Registrar
to think that he should automatically register all societies, which in their applications
for registration satisfy the conditions of the Act and the Rules. But we would draw atten-
tion to the provision of the Act which lays down that, after he is satisfied that the legal
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preliminaries have been complied with, he ““ may, if he thinks fit” register a society.
We think it essential that he should personally satisfy himself that the society is being
formed on a sound basis, and that in every case he should himself see the reports which
have been submitted on the proposal for registration.

25. Area most suitable.—In considering such applications there are several points
to which it is necessary that attention should be directed. The area of operations should
for instance be clearly defined and should conform to the spirit underlying section 6 (1)
of the Act. By this we mean that the field of the society should be sufficiently restricted
to allow members to be mutually acquainted and to be in a position to exercise
an effective mutual control. It is a good general rule that there should be one society to
one village and one village to one society. But apart from the fact that the term * village
does not mean the same thing in all provinces (in Assam and Coorg for instance it carries
a special meaning), there are exceptional circumstances which justify departures from
this rule. The circumstances which justify exceptional treatment have been described
as follows in the Resolution of 1914:—

*“ Where for instance a group of villages can conveniently form a co-operative unit, they may
without objection be scrved by one co-operative society. Where persons scattered over large
arcas are for any special recason so thoroughly in touch with one another that they
are able and willing to be jointly responsible, the condition of propinquity is not absolute,
and the law accordingly allows that members of the same tribe, class, caste or occupation,
even if not resident in the same village or group of villages, may become members of the
same society. Similarly, it is permissible to have more societics than one in a single
village in cases where a village is so large that all the residents are not mutually
acquainted, or where a village is so divided from any cause that one set of residents could
not be cxpected to be jointly responsiblefor another. But the essential principle remains
that societies should ordinarily consist of members so closely in touch with one another
that they are willing to be and can be, both in name and in fact, jointly responsible.’’

We desire to express our concurrence in the views thus expressed.

26. Size of Societies.—We would lay stress on the importance of small beginnings.
The members of a society should be few to start with, and increases should be gradual
and the ultimate total moderate. The main advantage claimed for large societies is
economy of management, but this consideration scarcely affects rural societies. On the
other hand small societies are more easily supervised and trained in co-operative principles,
just as small classes are more easily taught in schools. If a society is small, it affords a
better opening for local talent. It brings more men to the front, trains them to undertake
responsibilities, and by carrying on a business not exceeding the capacity of the committee,
prevents the domination of one man. Societies should in our opinion, be small at the
commencement, not only when the members are poor and backward, but in all cases.
When a sound beginning has once been made, gradual increases should be allowed, care
being taken that the men of best character are admitted first and that subsequent admission
is treated as a favour to be earned by the candidate rather than as a benefit con-
ferred by him on the society. The average size of a rural credit society in Germany is
about 94 members. In India the average membership of an agricultural society is 41, the
figures for each province being as shown below. We have some hesitation in suggesting



PRIMARY SOCIETIES 19

a definite numerical maximum, but as a rule we think that a society is apt to become
unmanageable if its numbers exceed a total that might vary from 50 to 100.

Madras .. .. .. .. .. .. .. .. 62
Bombay .. .. .. .. .. .. .. .. 69
Bengal .. .. .. .. .. .. .. .. .. 46
Bihar and Orissa .. .. .. .. .. .. .. 48
United Provinces .. .. .. .. .. .. .. 39
Punjab .. .. .. .. .. .. .. .. .. 47
Burma .. .. .. .. .. .. .. .. .. 24
Central Provinces .. .. .. .. .. .. .. 16
Assam .. .. .. .. .. .. .. .. .. 51
Coorg .. .. .. o .. . .. .. .. 91
© Ajmer .. .. .. . .. . . .. .. 29
British India .. .. .. .. .. .. .. .. 41

27. Danger of exclusiveness.—In some areas we find a tendency, not yet perhaps
very marked, to exclude deserving but poor persons from societies on the ground of their
caste or status. Societies at present are composed chiefly of small peasant owners and
occupancy tenants, and it is the exception to find village artisans and agricultural
labourers included. We see no objection to societies being constituted mainly of the exist-
ing elements which form a well defined body of men for whom co-operation is especially
required. Excessive exclusiveness however is also an evil and care should indeed be taken
that deserving persons are not excluded mercly on the ground of poverty; but we would
not advocate anything like a crusade to force the poorer classes on the present members.
Societies should be taught the principles of selection and should be left to themselves
as far as possible to settle individual cases.

28. Mixture of occupations.—We would not advocate the deliberate mixture of
occupations in societies in order to keep the funds in constant circulation. Mixed societies,
where tried, have not been a success, and it is found that non-agriculturists in agricul-
tural societies tend in practice to take loans at the same seasons and for the same periods
as agriculturists. On the whole more is to be gained by respecting the general limits
indicated by the occupation of the members and securing community of interest. While
however we would not advocate any attempt to effect a mixture of occupations as between
the members of a society, we consider that there is much to be gained if the societies
affiliated to one central bank are as far as possible representative of different types of
occupation.

29. Reguirements before registration.—The existence of faulty societies is generally
due to hasty registration, and we would repeat that no pains should be spared to make
full enquiry into all applications. Full reports should always be required from the agency
by which a society is organised and certain specified heads should be laid down on which
information should be furnished. We hold it necessary, for instance, that the Registrar
should be able to ascertain (1) whether the proposed members have really assimilated
the principles of co-operation, (2) whether they appear to be too involved in debt to



20 PRIMARY SOCIETIES

make a society successful (and for this purpose a statement showing, though not in great
detail, the assets and liabilities of intending members should be submitted), (3) whether
adequate working capital is available in the movement, (4) whether the applicants are
men of good character, and the village as a whole free from the taint of litigiousness,
(5) whether means are at hand to provide for the necessary supervision of the society
when formed. Enquiry should also be made as to the suitability of the proposed
secretary and committee.

30. Teaching of co-operating principles—We cannot too strongly urge the necessity
for careful teaching both before and after registration. Most of the faults which we have
found in societies are due to the lack of such teaching, and the importance of the point
can scarcely be exaggerated. The work of instruction is trying and uninteresting, and
there is generally a tendency to scamp it. Pamphlets and formal lectures are good in their
way, but are of very secondary importance compared with actual personal instructions
by the organising or supervising staff in the villages themselves. District and Provincial
Conferences are also valuable in stimulating interest and a healthy rivalry but do not
afford the solid instruction that is required. In Burma the Registrar has laid down in
simple language 10 main principles which every member of a society in that province
is expected to learn and know thoroughly, and we were much impressed with the results
of this method of training in the efficiency of the societies. The system is of potential
value even when the principles are merely learnt by rote, and whether other Registrars
adopt the system or not, we think it advisable that they should lay down certain essential
heads to guide organizers in their teaching and to save vague talk and waste of energy.
These heads would vary according to circumstances but should in our opinion include
the following points:—(1) That the object of co-operation is as much to encourage sav-
ings as to grant loans on reasonable terms, (2) that the success of a society depends
on the mutual knowledge of the members and the exclusion of bad characters, (3) that
the liability of the members is joint and unlimited, (4) that loans must be properly used
for the objects for which they are sanctioned, (5) that repayments must be punctual and
genuine, (6) that the powers of control vested in the General Meeting should be known
to the members, and (7) that the source of funds and the constitution of the central
financing agency as well as its relation to the society should also be understood by them.

A society, which has once firmly grasped these main points and acts on its know-
ledge will be truly co-operative, and the fact that it is managed on co-operative lines will
constitute the most important factor in its financial position. At the time of organization,
and subsequently throughout the existence of the society, the necessity for at least this
degree of co-operative knowledge should never be lost sight of.

31. Position of Honorary Organizers.—In many provinces much of the preliminary
work of teaching and organizing societies is done by Honorary Organizers, and their
labours are deserving of great praise. Care however should be taken that their efforts
are systematic and not sporadic, and it is also important that the Honorary Organizer
who forms a society should, where possible, retain control as a supervising and teaching
agent after registration. There are in any case undoubted advantages in insisting that
the agent, who forms a society, should afterwards be responsible for guiding it to success.
In addition to oral training, good results have been obtained in some provinces by
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arranging for the members of new societies to visit older ones and see them at work, and
by small and strictly local conferences.

32. Teaching in primary schools not advocated.—It has been urged that in order to
instil co-operative ideas into the minds of the rising generation, the subject should be
taught in primary schools. To this we are opposed. The theoretical teaching and learning
of such a subject would be unintelligent, and the school curriculum is already overburdened.
Children often accompany their parents to a society’s meetings and it is in this
way and by general conversation that they can in our opinion best acquire a practical
knowledge of co-operation.

33. The Secretary.—The Secretary may be a member of a society or not, and,
where necessary, there is no objection on co-operative grounds to paying him some re-
muneration on a strictly limited scale. He should if possible be a local man and not an
outsider. We think a local Secretary, capable of performing the duties even in an inferior
way, is preferable to a more competent man brought in from outside. The village ac-
countant does not make as a rule a suitable Secretary, but we see no objection to the
village school master being appointed Secretary when the Education Department allows
him to undertake the work. The functions of the Secretary differ in different parts of India
and we do not press for uniformity, but it is essential that as far as possible he should
be kept to purely clerical work, such as writing accounts and minutes, and should not
be allowed to take into his own hands any of the functions of the Committee. For this
reason we view with some distrust the system prevailing in some provinces under which
one Secretary does the work of a group of societies in tracts where societies are small
and backward. Such a system tends to give the Secretary too much power, and though
we recognize that in many cases there is no alternative, we look on this course as a tem-
porary expedient which should be abandoned as soon as opportunity offers.

34. The Managing Committee.—There is considerable diversity in the bye laws
defining the powers and duties of the Managing Committee, but the main point is to ensure
that the Committee should work as a Committee. The Registrar and his staff should
take special pains to see that it does its work regularly and as a whole, and does not hand
over its responsibilities to onc or two active men. It is also important that the Committee
should not be placed beyond the control of the general meeting, and though re-election
is of course permissible, the period for which a Committee is elected should not
as a rule exceed one year.

35. Committee of Supervision not recommended.—The remissness of some Managing
Committees, their failure to abide by the rules, and their occasional partiality to them-
selves is only too apparent in India as it has been in Europe. We have been urged, especially
by Mr. H. W. Wolff, to insist either now or at a later stage in the movement, on
the appointment of separate Committees of Supervision, such as prevail in Europe, whose
duty it would be to keep a watch on the work of the Managing Committee. Such Com-
mittees have been tried in Bihar and Orissa, Bengal, Assam, and Coorg, but they com-
plicate the machinery, and have not as a rule proved a success. It is hard to find in an
ordinary society sufficient men suitable to serve as Supervisors in addition to those re-
quired for the Managing Committee, and when men are found, they are generally of
inferior calibre to those whose work they are intended to supervise. We would
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propose, if possible, to reach the same end by the establishment of Unions (regarding
which we have given our views more fully in a later part of this report), and in any case
we do not advocate Supervisory Committees in the vast majority of agricultural societies
as a suitable feature in their constitution either now or in the near future. In urban areas,
where the personnel is more freely available, we think that such Committees might be
more successful, and in such cases a trial of the system might perhaps be usefully made.
Similar Committees, undertaking the same duties of supervision, but composed of public-
spirited persons who are not themselves members of the societies which they supervise,
have been tried in some cities and have been found of distinct use in enhancing the
efficiency of societies.

36. Special powers to ascertain debts.—In connection with the organization of
societies, two further questions have been raised, namely, (i) whether special powers should
be conferred on societies to cnable them to ascertain accurately the debts of their members
or of persons desirous to be members, and (ii) whether it is right for the society to pay
off the whole of the ascertained debts of an applicant for membership on his entry into
the society.

As regards the former of these questions, a suggestion was made by the Co-operative
Conference of 1913 that special powers of the kind suggested should be given, and Local
Governments were consulted by the Government of India as to the advisability of legisla-
tion to allow a society to call by notice on all creditors of a member or an applicant for
membership for a statement of the debts due by him, on penalty of their losing interest
thereafter on any claim not preferred. With the exception of the Government of Burma,
most of the Local Governments were against taking any action in the direction indicated,
and the matter was then referred to our consideration. After a perusal of the opinions
received, our view is that no action is required to meet the case of a debtor who purposely
conceals his debts, as it is, ex hypothesi the duty of a society to be sufficiently
acquainted with the circumstances of its members to prevent the election of a debtor of
this kind, and consequently we do not think that there is any necessity for giving powers
to issue a general notice on creditors to present statements of debts due. The case which
is to be met is that of a creditor who refuses to supply a statement of the debt
due to him, that is to say, who refuses to give the peasant debtor what every man is
entitled to get from his banker, namely a statement of account, and we consider that there
is no objection in principle to an arrangement by which a society should be entitled to
serve a notice on a named creditor for the submission within one month of a statement
of the sum due to him by a member or applicant for membership, subject to the discharge
of the debt if he fails to submit a claim and a prosecution under the law if he
makes a wilfully false one. In view of the replies given by the Local Governments to the
previous suggestion we would recommend that legislation of this kind should be tried
experimentally in Burma before being applied elsewhere, and we would add that in our
opinion it should be considered whether the above procedure should not be made appli-
cable to all classes of agricultural debts, whether a co-operative society is concerned with
them or not.

37. Paying of debts on admission to a society.—As regards the further questidn,
whether it is advisable for the society to pay off the debts of a member on his election,
we think that no unvarying practice can be followed. The question arises only when the
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society considers that the debtor is not too far involved to be extricated from his debts,
and when it has funds to pay any sums due by him. In such cases the best plan in our
opinion is to arrange to clear off at an early date, but not necessarily on admis-
sion, the debts of a new member. Unquestionably from the economic point of
view the entire extinction of all old debt and the substitution of the society for the money-
lender as a member’s sole creditor is the most satisfactory course; but in relieving debt
without any corresponding effort on the part of the debtor, there is a real danger of
weakening his strength of character and thereby making him a less valuable member of
a society than he was otherwise capable of becoming. If the creditor is troublesome and
threatening, there is no help for it but to clear off the debtor’s debts at once. Otherwise
we consider that it is best to pay off a part of the debts at a time, as funds
can be spared for the purpose, those paying highest interest being chosen first, and the
mortgage debts and others bearing less interest being kept over till the debtor has been
sufficiently long in the society for his qualities to be appraised and for the receipt of con-
tributions from himself towards his extrication. We think that a procedure of this kind
has a better educative effect than the immediate and wholesale clearing off of debts on
admission.

38. Relation to money-lenders after admission.—A further question has been raised
in this connection regarding the advisability of a provision forbidding members after
election to resort to money-lenders for loans. We recognise that as a general rule it is
best for members to be indebted to the society only and to no outside agency, but unless
steps are taken to finance the members adequately and promptly, any rule to this effect
would certainly be evaded. We think it right therefore for societies to abstain from any
prohibition against resort by members to the money-lenders, but it should be laid down
that the Committee must be duly informed on every occasion when loans are taken
from sources outside the society. We would at the same time recommend that all necessary
steps should be taken to meet the needs of members by adequate and proper financing
within the society itself, and we may remark that the best solution of the difficulty is,
wherever this may be possible, to induce the money-lender to lend through the medium
of the society by becoming himself a depositor, or to convert a previous debt due from
a member into a deposit with the society at a reduced rate of interest and with possibly
a reduction also in the capital amount of the claim.

39. Rate and method of propagating societies—It is sometimes urged that the
co-operative movement has at present touched only an infinitesimal part of the agri-
cultural population and that if it is to be of any value, it should expand considerably
faster than it has hitherto done. We admit that to meet the aims before it co-operation
will have to influence a far larger circle than at present, and we contemplate a very ex-
tensive development of co-operative societies in the future, but in our opinion
it is not the pace at which the movement proceeds which is of importance, so much as
the quality of the societies which are established, and we believe that on the whole it is
best for Registrars, so far as they control the progress of the movement, to lean towards
a policy of caution and concentration. The rate of progress hitherto has been
different in different provinces, and the results are affected by many local causes, so that
the value of co-operation in a province bears no definite relation to the rate of increase
in the number of societies. Indeed its indirect results extend far beyond the actual
number of persons who belong to societies, and there is ample evidence that societies
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have effectively broken the monopoly of the money-lenders and lowered the general rate
of interest on loans prevalent over whole districts. We are convinced that there can be
no worse service done to the co-operative movement in India than the encouragement
of anything in the shape of comparisons between the rate of progress in one province
with that in another, and it would be advisable for Local Governments in future to deal
with the progress in each province on its own merits. We believe that the time has come
when except for especial reasons an increase in the number of societies should radiate
from existing centres of co-operation and should be based on a well-informed desire
to imitate existing good examples. When a new district or other similar area is brought
into the sphere of co-operation, a sufficient number of experimental societies may suitably
be started as examples by a special propagandist agency, but when a financing
and controlling centre can be established for them, it should be left to that centre and
to the influence of a desire for imitation to carry on the work of propagating the move-
ment in the neighbourhood. We would further note that there are whole Provinces or
parts of Provinces in which local circumstances render proper supervision unlikely,
and in such areas it is in our opinion a mistake to encourage the extension of
the movement in any form.

THE CoMPOSITION OF CAPITAL

40. Composition of Capital of Rural Societies.—The four main items in the com-
position of the capital of agricultural societies are (1) shares, (2) deposits, (3) loans, and
(4) surplus assets or reserve fund and the figures under each of these heads are
approximately :(—

In lakhs of Res.

Shares .. .. .. .. .. .. .. .. 49.00
Deposits .. .. .. .. .. .. .. .. T12.43
Loans .. .. .. .. .. .. .. .. 247.10
Reserve .. .. .. .. .. .. .. .. 24.00

41. Entrance fees—We shall deal with the reserve when discussing the employ-
ment of capital, but before proceeding to the examination of the other items, reference
may be made to a small source of capital, for which separate figures are not available,
namely entrance fees. In all provinces, except Burma and the United Provinces, it is
customary to levy these fees from new members on admission, but ordinarily they are
small in amount and rarely exceed one rupee. Their object is to cover preliminary ex-
penses, to bring home to members that membership is a privilege which they must make
some small sacrifice to obtain, to serve as a proof that a member by a definite
and voluntary act of payment undertakes the rights and liabilities involved in his admis-
sion, and to discourage withdrawal by making it entail the loss of a small sum. We have
seen no evidence that the entrance fees charged are large enough to keep out poor
members, and we do not think it of much importance whether they are levied or not.

Shares

42, Share Societies.—Share capital appears as an item in the balance sheets of every
province, but it is only in the undernoted provinces that it constitutes an integral part of
the system,



PRIMARY SOCIETIES 25

Province In lakhs of Rs.
Madras .. .. .. .. . . .. .. 3.72
United Provinces .. .. .. . .. .. .. 5.16
Punjab .. .. .. .. .. . .. .. 31.64
Burma .. e .. . .. .. .. .. 5.77
Coorg .. .. .. .. .. . .. .. .44
Ajmer .. .. .. .. .. .. .. .. 1.23

The shares in Coorg are of the value of Rs. 10 or Rs. 20 each; in Ajmer of Rs.5;
in Madras of Re. 1, and in the Raiffeisen societies of Burma of Rs. 10 each. Such shares
as a rule are paid up on admission and carry no dividend or right to participate in any
way in the profits. They are only withdrawable on cessation of membership and serve
to equalize the first call on members in case of liquidation.

In the Punjab on the other hand and in the United Provinces and in a large group
of societies in Burma, a share system has been introduced which appears to be peculiar
to India. Shares are of a face value varying from Rs. 10 to Rs. 100 and are payable by
yearly or half-yearly instalments spread over 10 years. At the end of that period
in most cases the shares are withdrawable, but in the Punjab a tendency to make them
permanent has recently appeared. On the expiry of the 10 years’ period all three provinces
agree in providing that three-fourths of the future net profits shall thereafter be
available for distribution among the sharcholders in proportion to the shares they have
paid up. But a crucial difference lies in the fact that all profits earned during the period
of 10 years are carried to the reserve fund in the United Provinces and Burma, while in
the Punjab one-quarter of the profits only are carried to reserve and the balance is distri-
buted among the members in the form of new shares.

43. To what extent Share Capital is approved.—It will be seen that a large propor-
tion of agricultural societies in India have no share capital and the question arises whether
and in what circumstances the possession of share capital should be regarded as
a desirable feature in a society. In our view the prime object of every society should be
to acquire a permanent capital of its own as speedily as possible. The best method of
attaining this object is to arrange for a wide margin between the rates of interest at which
societies borrow and lend, thus securing a substantial annual profit to be carried
to reserve, and in this respect India is in a peculiarly fortunate position since the high
lending rates, that are current, makes the provision of a wide margin a matter of no great
difficulty. But in certain parts of the country the members of societies have shown a
leaning towards shares, and we see no objection to arriving at an accumulation of owned
capital by the route of a share system rather than by that of the reserve fund,
provided that shares are not used to create disabilities against poor members or persons
desirous of membership or made an excuse for dividend-hunting. Dividend-bearing shares
should be recognised as a pis aller, When however they are paid up by instal-
ments on a system not unlike that of endowment insurance, we think that there is less
objection to them on co-operative principles. We would note that in Europe, where the
margin for building up a reserve fund is comparatively narrow, there is now a strong
tendency to introduce substantial share capital, and that a proposal has recently been
put forward to introduce non-withdrawable dividend-bearing shares in Bihar and Orissa.
Where the ordinary margin of profit is small and cannot be raised in view of local con-
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ditions and the reserve fund is accumulating slowly, we see no objection to the introduc-
tion of shares in provinces in which they have not been previously employed.
It is not necessary that they should be small in amount, as large shares payable by instal-
ments are an inducement to thrift, but we would not recommend as a rule very large
shares, exceeding (say) Rs. 50. In Burma societies with ordinary Rs. 10 shares are con-
stantly applying to be reconstituted on the so-called Luzzatti system, under which shares
of Rs. 100 are paid up by 10 annual instalments, and though we would not encourage
the change, we see no harm in it.

44. Difficulties in the systems prevailing in the Punjab, the United Provinces
and Burma.—The somewhat complex systems obtaining in the Punjab, United Provinces,
and Burma, are not without their difficulties. Firstly there is a risk that the original share-
holders may discourage new admissions, and that the whole system may lead to
a situation approximating that of a tontine. Further in view of the supposed vested
interests of the heirs of deceased shareholders, due care may not be exercised in excluding
undesirable heirs. Should such tendencies appear, proper steps should be taken to correct
them. Secondly in the Punjab where there is a decennial distribution of accumulated
profits it is difficult to arrange for the admission of new members during the currency
of the decennium. Either they have to pay up the same number of instalments on shares
that have been collected from other shareholders up to the date of their admission
together with a premium representing thcir share in the profits accumulated up
to date, or they start to pay the ordinary instalments similarly to the original members,
and at the final distribution would have to submit to a proportionate reduction in their
bonus. The former plan, which is actually employed in the Punjab, seems to us to tend
to keep out poorer members; the latter implies more difficult actuarial calculations at
the end of the decennium than the ordinary rural society can undertake. Other ways of
getting out of the difficulty are to make up the accounts annually, or to wind up the
societies and restart them on a fresh system. Thirdly the old Punjab bye laws and the
Burma bye laws allow shares to be withdrawn at the end of 10 years. Such shares should
normally be set off against loans outstanding or be refunded in cash; and this
point might be taken up when the 10 years’ period begins to fall in. Fourthly as the number
of shareholders permanently entitled to a share in the distribution of the annual profits
in the Punjab, Burma, or the United Provinces, increases, the value of the dividends
received by the later shareholders will tend to be less than those received by the earlier.
Should this take place, the situation must, we think, be accepted, in view of the greater
consideration which is due to the pioneers in such societies.

45. Limitation of Dividends.—Although we have not found in agricultural societies
any marked tendency to inflate dividends, we think it right that in all ordinary cases a
maximum limit should be fixed, so as to prevent the neglect of co-operation in favour of
individual profit. The maximum may suitably be the ordinary rate charged by a
society on its loans. In the case of the quasi-annuity purchase shares such as are found
in Burma and the United Provinces, the fact that all the profits accumulated in the ten
years go in their entirety to the society’s Reserve Fund is enough to keep out dividend
hunters. The United Provinces has fixed a maximum to the quasi-annuity distributions
to be made after 10 years. On the grounds that such distribution partakes far more of
the nature of an annuity than of a dividend and that existing societies are as yet only
experimental, Burma has fixed no limit. Steps will doubtless be taken to do so, if after
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the financial results of a number of such societies are known, such action seems necessary.
In the Punjab, insomuch as three quarters of the accumulated profits of the ten years’
working are divisible in bonus shares, the arguments in favour of a limit on dividends
will apply.

46. Deduction of shares from loans—~We may note that it is a not uncommon
practice to obtain shares or instalments of them by deduction from loans granted to
members, and it is sometimes urged that shares should be contributed separately
from savings instead of by such book transactions. We recognise the force of this argu-
ment, but in practice most members join socicties in order to borrow, and if compelled
to make cash payments for shares would be driven to the money-lender to find the money.
When the loans, from which the share value has been deducted, are fully repaid,
the shares are in fact paid up from the members’ own profits, and we would therefore
permit the maintenance of the practice, which is moreover that found in force in many
parts of the Continent.

47. Unlimited liability.—We may observe here that in agricultural societies, whether
with or without shares, the unlimited form of liability is almost exclusively in use. It was
held by Sir Edward Law’s Committee of 1901 to be the form of liability best
suited to agricultural societies, and under the existing law an agricultural credit society
must, in the absence of the special permission of the Local Government, be based on
unlimited liability. With a few isolated exceptions all the primary agricultural credit
societies in India are societies with unlimited liability. The law does not specify definitely
the character of the liability, nor have we any data before us to show the interpretation
put upon it by the Courts. No difficulties have hitherto arisen in connection with the
enforcement of this liability, but should it hereafter be found necessary to define
it more clearly we should suggest that it should take the form of *‘ contributory
unlimited liability >’ that is to say that, where there is a deficit in the engagements of a
society to its creditors, this deficit should, after the full payment of shares (if any), be
recoverable by a series of per capita levies upon the members up to the full extent of
their property, direct proceedings by a creditor against individual members being
forbidden. Hitherto it has been generally understood that the unlimited liability of a
society is intended to imply the liability of the whole of the property of the members of
a society for the debts due by the society. Some of the less well-informed members are
under the impression that it entails the liability of the whole of the property of each
member of a society for the debts due by the other members to the society, but
the practical difference between the two aspects of the liability is perhaps less than might
at first sight appear, and in any case the members of societies when they think of the
liability at all appear ordinarily to think of it merely as unlimited and to accept it willingly
as such. We have not found that the adoption of this form of liability, where the safe-
guards against loss are properly understood, has any appreciable effect in keeping out
the richer peasants, nor have we met with any demand for the substitution of a limited
responsibility. The unlimited liability is not understood to involve any obligation against
the alienation of property by members, and although the material basis for the liability
is thus rendered somewhat fluctuating and indefinite, we do not consider that an arrange-
ment which would in effect impose a definite charge on all their existing property
would be either practicable or desirable. The unlimited form of liability as it now stands
has, contrary to the anticipations of many, been unreservedly accepted by the people,



28 PRIMARY SOCIETIES

and we have evidence before us to show that it constitutes an important factor in the
confidence reposed on societies both by the central institutions inside the movement,
and by the Joint Stock Banks outside it. We see every reason therefore for adhering to
the principle that agricultural credit societies should be societies of unlimited liability,
whether they are with or without shares. In either case the ultimate liability of all the
members is in the last resort unlimited, and the advantage of share capital is that, if in
case of liquidation the share capital is sufficient to meet any deficit that may be found
to exist, there is no need of any further levy to meet the liabilities of the society.

Deposits

48. Small proportion of deposits hitherto obtained—Our returns do not dis-
tinguish between loans and deposits derived from non-members, but it may be presumed
that the bulk of the funds coming under the double head are deposits. On this presumption
the total figures for deposits from members and non-members together in the
various provinces are as shown below. Though we recognise that difficulties may be met
with in cases where societies are very backward, we consider that in most places there
is no other method of tapping local capital. Such deposits imply thrift in the village,
form good lying money, and they tend to interest in the management of the society a
useful body of men who stand as sentries over their own deposits. We consider there-
fore that, subject to precautions to be mentioned hereafter, it should be the aim of
primary societies to get as much in the way of local deposits as they can. At present agri-
cultural societies, except in the Punjab, have succeeded to a very small degree in obtaining
such deposits, and in few things is the finance of co-operation in India so markedly
distinguished from that of Western Europe as in the small proportion of deposits held by
primary societies. In Germany, more than 87 per cent. of the working capital
of the Raiffeisen societies consists of deposits, while in India the corresponding percen-
tage is 18 only. It must be remembered however that even in Europe deposits came in
slowly at first, and in India we are still at an early and experimental stage. The rates
that can be earned by commerce or private money-lending are often high in India, and
the system of depositing is still a novel idea among the agricultural classes. At
the commencement of a society it is desirable that deposits should be attracted only by
confidence in the society itself, and it is scarcely fair to ignorant and illiterate
depositors to hurry them into making deposits before the society has well started work
and shown itself trustworthy and competent to deal with this class of business. But when
a society is fully established on sound lines it may very rightly do all that it can (subject
to any limits that may be placed on its total borrowing power) to obtain such local money
as is available, and unless as the movement progresses there is a substantial in-
crease in this class of deposits it will have to be confessed that co-operation has failed
fn one of its main objects. Such deposits are generally made from money which other-
wise would be idle and often from the hoards of the peasants. No attempt should however
be made to draw deposits from areas served by other societies or from an outside
clientele which would naturally send its funds to Central Banks. Deposits should be
strictly confined to men with local interests, and if deposits from this source are larger
than are needed, the balance should be forwarded to a Central Bank; it being understood
that the Central Bank will in its turn support its primary societies in their dealings
with local depositors. We have found cases in which rural societies have been prevented
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by the influence of Central Banks from offering sufficient inducement to local depositors,
but we consider that so long as local money only is taken, a society is justified, especially
at the beginning, in offering such terms as may secure it the capital that it wants.

. Tiontal Percentage

Province lakhs ]'of total

of Rs. iabilities
Madras .. .. .. .. .. .. 5.21 9.1
Bombay .. .. .. .. .. .. 8.89 29.9
Bengal .. .. .. .. .. .. 8.51 18.6
Bihar and Orissa .. .. .. .. .. 4.66 34.0
United Provinces .. .. .. .. .. 5.10 9.7
Punjab .. .. .. .. .. .. 36.82 28.0
Burma .. .. .. .. .. . 1.03 3.1
Central Provinces .. .. .. .. .. .93 3.5
Assam .. .. .. .. .. .. .90 30.0
Coorg .. .. .. .. .. .. .36 34.9
Ajmer .. .. .. .. .. .. .02 2
TorAL BriTisH INDIA .. 72.43 18.0

49. Members’ deposits. Compulsory deposits not recommended—Of the deposits
received about half are obtained from members, the figures for the various provinces
being as shown below. In order to tempt members to deposit, it is in our opinion justi-
fiable (though we find this seldom done) to offer slightly higher rates on their deposits
than on those of non-members, the maximum being the rate charged by the society on
its loans. It is true that such a course may not in some cases seem to be to the interest
of non-depositing members, but as the inflow of local deposits improves the general credit
of a society, the members as a whole are benefited.

Percentage of

Province deposisreceived

on total deposits
Madras .. .. .. .. .. .. .. .. 41
Bombay .. .. .. .. .. .. .. .. 72
Bengal .. .. .. . .. .. .. .. 58
Bihar and Orissa .. .. .. .. .. .. .. 32
United Provinces .. .. .. .. .. .. . 20
Punjab . .. .. .. .. .. .. .. 47
Burma .. .. .. .. .. .. . .. 51
Central Provinces . . .. .. .. .. . 88
Assam .. .. .. .. .. e .. .. 88
Coorg .. .. .. .. .. .. .. .. 49
Ajmer .. .. .. .. .. . .. .. 5

AVERAGE FOR BRITISH INDIA .. 49
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A certain proportion of the members’ deposits consists in some provinces of com-
pulsory deposits which the members are required to make at stated intervals. These
differ from compulsorily subscribed shares in that they carry no liability and their in-
terest is secure. The justification of such deposits is found in the view that thrift should
come before credit; but in practice almost all members join to borrow and have at first
no money to deposit. As a means of inculcating thrift and building up an owned capital
we consider that small instalment shares are preferable to a compulsory deposit system.

50. Term of deposits should not ordinarily be less than one year.—-The periods for
which deposits are received must of course vary, and no detailed statistics on the subject
are available, but the term most commonly employed in India is probably one year. It would
doubtless be convenient if deposits fixed for even longer periods could be secured, and
to obtain them higher rates of interest might suitably be offered, but in view of the fact
that yearly deposits in agricultural societies are so frequently renewed and of the rela-
tions subsisting between the societies and their central banks, the receipt of long term
deposits is not of such marked importance in these primary societies as in the higher
stages. We have come across cases in which societies take deposits at call and open current
accounts; but although the accounts are no doubt a convenience to the people, the
trouble of keeping the accounts and the risk attending this practice make it advisable in
our opinion to drop current accounts altogether and to prohibit the receipt of deposits
at call in all primary societies, at least for some time to come.

51. Two exceptions—Short term deposits for temporary accommodation and
savings deposits.—There are indeed only two cases in which we would approve of de-
partures from the rule that all deposits should be fixed for not less than one year—(1) In
the first place, short term deposits are often useful to meet demands for loans at times
when central banks are not giving out funds, and we see no objection to such deposits
for not less than a month, provided that they are made repayable at harvest or at the
season when the society anticipates that most repayments will come in; (2) the second
exception that we would admit to the rule is in the case of savings deposits, when small
sums within strictly marked limits are taken and dealt with on lines similar to those of
the Post Office Savings Banks. Savings deposits have been tried in the United Provinces,
Burma, and Bombay, and are contemplated in Bihar and Orissa, and their value as a
means of encouraging thrift is so great that societies must be allowed to maintain them.
There is of course the danger that if a society undertakes to meet demands at call, cash
in hand must be maintained and this involves a risk of misappropriation by the society’s
officers. But we have found that cases of the malversation of such funds are of rare occur-
rence, and think that the difficulty might be met by arranging to keep a cash
balance with a central bank and requiring a few days’ notice for every withdrawal. The
rate of interest might be left to local decision, subject to the control of the Registrar,
inasmuch as it is not the rate of interest so much as the opportunity of depositing and
the assurance of prompt repayment that will attract savings. Non-members also should
be allowed to open accounts, in order that full use may be made of the opportunities
afforded for thrift.

The only possible objection to the opening of savings accounts in co-operative
societies is the fiscal objection that by competing with Post Office Savings Banks these
accounts would deprive the Government of existing or prospective resources. We under-
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stand however that the Post Office Savings Banks were started with the view rather of
encouraging thrift than of raising resources. They have hitherto to a large extent failed
to attract depositors from the agricultural population, and we do not consider that
Government would be justified in closing against agriculturists all other avenues to thrift.
The conjunction of savings deposits with the system of co-operative loans is a
most important factor in co-operation in all countries, and the Indian legislation on
co-operative societies is expressly stated to be based on the desire to promote * thrift
and self-help among agriculturists, artisans and persons of limited means.” The co-opera-
tive societies will furnish to agriculturists a safe method of investing small savings
in an institution at their own doors which is managed publicly by persons whom
they know and for objects which they can see and test, and such savings have proved in
other countries to constitute good lying money. It will of course be recognised that owing
to account and resource difficulties only a few societies will at this stage be competent
to undertake this class of business. We believe, however, that when once well started
the co-operative societies will be used by agriculturists for their savings far more freely
than any Government institution can ever hope to be used, and that their use will be
attended by far greater economic advantage to the country, and probably also by greater
ultimate revenue to Government, than any likely extension of Post Office Savings
Banks. In Germany for instance the increase of deposits in co-operative savings banks
has been found to be accompanied by a corresponding increase in deposits in public
savings banks.* We hold that the people and the Government have everything to gain,
by the institution of as many openings to thrift as possible and we think that no obstacle
should be placed in the way of free competition between official and non-official
agencies for encouraging savings. We recognize however that there are valid objections
to the use of the term ** Savings Banks ™ owing to the risk of possible confusion with
the Post Office Savings Bank and we think that deposits of this character in co-operative
institutions should be termed ° Savings Deposits’ and not ‘ Savings Banks Deposits’.

52. Limits to borrowing and its effect on deposits.—Except in the Punjab there is at
present little temptation to societies to borrow an excessive amount of money in the form
of deposits. But a society which borrows with undue freedom, whether in the form of
deposits from the public or in that of loans from the Central Bank, is likely to find itself
in difficulties, and for this reason it is incumbent on the Union or Central Bank, subject to
the Registrar’s control, to assess a definite sum as the limit of the borrowing power of a
society. The manner in which this limit should be assessed, will be explained in para-
graphs 140-1 below and it will suffice here to explain that the sum fixed as the limit will
apply to the total borrowings of the society inclusive both of loans and of deposits.

Loans from Central Banks will only be resorted to when the society has no other
funds with which to make loans to its members. Deposits, on the other hand, may be
offered at any time, and such offers will be dealt with according to circumstances in one
of the three following methods:—

(i) If they do not exceed the loan requirements of members and are within the
borrowing capacity of the society, they will be accepted and used in loans to

* For the practice as regards co-operative savings banks, in Europe, we would refer to Chapter
VI of Mr. Wolff’s ¢ Co-operative Banking °.

2]
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members, either directly or by paying off money which the society owes to the
Central Bank.

(#) If they exceed such requirements and are still within the borrowing powers of
the society, they will be accepted, and the surplus which is not required for
meeting loans to members will be forwarded to the Central Bank for deposit.
In view of the great importance of attracting this local money from a class of
depositors which understands agricultural finance and is little subject to panic,
the Central Bank ought, in our opinion, to be prepared to give to societies a
slight privilege in its terms for such deposits, accepting them as far as possible
in priority to others and granting for them a slightly higher rate of interest than
to outside depositors. The sacrifice which the above procedure entails
on the finances of the Central Banks, is one which those banks may, in our
opiﬁion, properly be called on to bear, as they will benefit from the prohibition
which we would impose on societies against interlending otherwise than through
the Central Banks, and as it is in any case the primary duty of the Central
Banks to support the interests of societies. The money would be deposited by
the society in the Central Bank for such periods as the Central Bank considers
advisable in view of the possibility of future demands on itself, it being always
understood that if the deposits cannot be withdrawn to meet further authorised
loans to members the Central Bank will, if necessary, issue loans to the
society to the required amount. The deposits so far as the original depositors
are concerned must be regarded as deposits made in the primary society and
the society will be responsible for their repayment, but the Central Bank will,
under the arrangements described in paragraphs 82 and 155 below, be bound
to hold liquid resources available for meeting the additional responsibility
undertaken by the society, and the Central Bank will at the same time be entitled
to notify to societies in advance their inability to take over such deposits.

(iti) In cases where the acceptance of deposits offered to a society will cause the
society to exceed the limit fixed by the Registrar for its borrowing, and in cases
where the society has been informed by the Central Bank that it cannot accept
deposits, the deposits even though-local in character would have to be declined
and the depositors referred to some adjoining co-operative institution.

53. An illustration of the above.—An illustration may be useful as showing how
the procedure would work in practice. Supposing that the Central Bank has assessed
the credit of a society at Rs. 5,000 and that the Registrar, after considering the lapses
discovered at the last audit, fixes the limit at Rs. 4,500, this limit of Rs. 4,500 represents
the sum which the borrowings of the society whether as deposits from the public or as
loans from the Central Bank, may not exceed. At a certain date the society has Rs. 2,500
out on loan to members, Rs. 1,500 of which has been obtained by deposits and
Rs. 1,000 by a loan from the Central Bank. It can therefore borrow another Rs. 2,000.
The actual additional requirements of members a month later, when the cultivation
season is near, are estimated at Rs. 800. The society borrows this from the Central Bank,
and then owes Rs. 1,500 to local depositors and Rs. 1,800 to the Central Bank. It sub-
sequently obtains another Rs. 2,100 in local deposits. With this it pays off the Rs. 1,800
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due to the Central Bank and deposits the remaining Rs. 300 with the Central Bank. It
then owes Rs. 3,600 to local depositors and is owed Rs. 300 by the Central Bank. Later
owing to a cattle epidemic the society requires Rs. 1,300 for its members, and after a
general meeting applies to the Central Bank for this amount. This exceeds its remaining
borrowing power by Rs. 400, but in view of the fact that the Central Bank holds Rs. 300
from the society on deposit, and of the special urgency of the case, the Central Bank
agrees with the Registrar’s sanction to raise the credit of the society by Rs. 400 and lends
that amount to the Society. Later a local villager offers to deposit Rs. 2,000, but as the
society has already accepted Rs. 3,600 in local deposits, the society can now accept only
the difference between Rs. 4,900 and Rs. 3,600, i.e., Rs. 1,300 out of the Rs. 2,000 offered,
and this it takes and with it pays off Rs. 1,300 to the Central Bank.

54. Repayment of deposits—We find that in normal times deposits are repaid as
a rule with commendable punctuality by agricultural societies, and even after the present
war broke out, these societies have with very few exceptions been able, with the help,
where necessary, of Central Banks, to repay promptly such depositors as claimed
withdrawal. The class of depositors in these societies is in close touch with agricultural
affairs, understands the difficulty of making repayment in times of distress, and can
generally be induced to consent to a temporary renewal of their deposits. We have con-
sidered a suggestion that all deposits accepted by societies should be accepted on the
express condition that repayment may in times of famine or stress be deferred at the
discretion of the society, but although we recognize the additional security which this con-
dition would confer on societies and see no objection to its adoption by any society which
feels itself in a position to obtain adequate deposits on these terms, we gather from those
whom we have consulted on the subject that the condition would ordinarily inter-
fere with the free receipt of deposits at reasonable terms, and we should deprecate any
general enforcement of a condition of this kind. So long as deposits in an agri-
cultural society are kept strictly local and are not taken in excess of their borrowing limits,
no difficulty should be encountered in refunding them on maturity. We would however
in this connection suggest that every opportunity should be given to depositors to make
themselves acquainted with the circumstances of the societies which hold their money,
by attendance at meetings and examination of accounts, as by this means their sympathy
is enlisted and the society benefits by an additional check on its management.

55. Repayment before due date—We have found in some areas a certain amount
of indulgence as regards the repayment of long term deposits before the expiry of their
terms, the money being repaid on the request of the depositor with interest to date. It
is true that at the commencement of a society and in order to attract local money there
may be something to be said for such a practice, but if extensively adopted, it must
necessarily upset the forecasts of the needs of societies upon which the Central Banks
arrange their finances. The practice as regards such repayments in Joint Stock Banks
in this country appears to vary, some of them repaying at a discount, others refusing
payment altogether, and others repaying capital without interest or with interest at
reduced rates. In co-operative societies we consider that such repayments should only
be made at the convenience of the society and for exceptional reasons, and that there
should always be a substantial reduction of interest on any sums so repaid.
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Loans to Societies

56. Loans from other societies and from private sources—The loans received by
societies can be classed according to the following main heads: (1) loans from Govern-
ment, (2) loans from Central and Provincial Banks, (3) loans from other societies and
(4) loans from private individuals or institutions, and the income under the first three
of these heads according to the last balance sheets is approximately as shown below.
We shall speak later of the first two and shall here touch on the last two only.

Source In lakhs of rupees
Government .. .. .. . .. .. .. 7.87
Provincial and Central Banks .. . . . .. 216.80
Other Societies .. .. . .. .. .. .o 22.43

The loan of money by one society to another requires the special sanction of the
Registrar under the Act, and we think it important that such loans should rarely, if ever,
be given except through the medium of a Central Bank or Union. Unless the societies
are in this way tied to particular financing centres, there is a risk of confusion of liabi-
lities and the Central Bank becomes unable to forecast the calls likely to be made upon
it. Even when a society is not affiliated to any Central Bank or Union, we think that the
Registrar should not allow any such loan by or to it except through some existing Central

Bank or Union.

The amount of loans by individuals to societies is not separately known, being
amalgamated in the returns with deposits made by non-members. The distinction between
a loan and a deposit for purposes of agricultural societies is so unimportant that we see
no reason for classing them separately, and consider that the receipt of such loans should
be governed by the same principles as apply to the receipt of deposits.

Proportion of Capital owned by Societies

57. Even after excluding members’ deposits, the proportion of the capital owned
by societies in India to the total working capital is 22. 3 per cent., as against 3.8 per cent. only
in the Raiffeisen societies of Germany. It is in our opinion most advisable that the growth
of this form of capital which conduces so greatly to the financial stability of societies,
should be encouraged in every way, partly by the issue of shares, but chiefly by the building
up of reserve funds, with the help of a large margin of interest, and we have no sympathy
with the view which has in one province been put before us, that this class of income should
be discouraged as tending to make societies prematurely independent of control. The
existing figures for the different provinces of India are as shown below.
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Percentage of owned capital on total
working capital

Province Excluding Including

members’ members’

deposits deposits
Madras .. . .. .. .. .. .. 13.9 17.6
Bombay .. .. . .. . .. .. 8.4 30.9
Bengal .. .. .. .. .. .. .. 12.3 23.4
Bihar and Orissa . . .. .. .. .. .. 13.7 24.8
United Provinces .. .. .. .. .. 17.2 19.1
Punjab .. .. .. .. .. .. .. 35.8 49.1
Burma .. .. .. .. .. .. .. 31.8 33.3
Central Provinces .. .. .. .. .. 15.2 8.3
Assam .. .. .. .. .. .. .. 18.3 45.7
Coorg .. .. .. .. .. .. .. 63.4 80.5
Ajmer .. .. .. .. .. .. .. 19.6 19.6
TOTAL BRITISH INDIA .. .. 22.3 31.4

EMPLOYMENT OF CAPITAL

Loans to Members

58. Meeting urgent demands.—In granting loans it is necessary to steer between
two dangers. On the one hand, if loans are not given with fair promptitude, there is a
danger that members may be compelled to revert to the money-lender. On the other
hand if money is left in the hands of any official of the society for the purpose of meeting
emergent demands, there is a danger of peculation or misappropriation and con-
sequent damage to the reputation of the movement. In our opinion confidence must be
reposed in a society’s officials and a certain amount of risk must be run, but the risk should
be reduced as much as possible. Loans required for the agricultural year or to
meet seasonal agricultural demands should in our opinion be distributed at one time,
so that sudden and isolated calls for money may be as few as possible. Such special calls
should as far as is feasible be dealt with in the same way as other loans by a quorum of
the Committee (of not less than 3 in number) and the decision should always be placed
on record, but very urgent calls will sometimes occur (as for instance to meet funeral
expenses) which cannot be dealt with sufficiently quickly by the ordinary procedure. In
such cases a chairman might be willing to advance the money temporarily himself, or
might be able to raise it on loan or deposit from a member or local money-lender, but
when this is not the case, we think it justifiable, if proper precautions are taken, to allow
a selected official of a society, such as the chairman, to give out loans from the society’s
funds up to a moderate maximum on his own authority subject to subsequent confirma-
tion. This power should be confined within narrow limits, as it will entail the maintenance
of cash balances. To secure their safe keeping special arrangements may be made as now



36 PRIMARY SOCIETIES

with Government treasuries or police stations in places where these are close at hand.
But there will always remain cases where no such special facilities exist and in which the
local officials of societies must be responsible for the custody of the funds. When
large loans are required they must be either taken from the Central Bank or withdrawn
from the Post Office Savings Bank, and where the latter resource is available we
think that the special concessions for withdrawal that have been granted in Bombay
would probably be found useful elsewhere.

59. Assessment of member’s credit.—As we have noted in paragraph 52 above the
total borrowing powers of a society are fixed by the Central Bank and the Registrar,
and the amount which the society can give out on loan is necessarily determined by this
limit. But apart from the limit so fixed, it is necessary that the society itself should under-
take on its own behalf the fixation (a) of a limit up to which the members as a body are
prepared to pledge their liability and (b) the limits up to which individual members should
be entitled to receive normal loans from the Committee.

(@) In practically every province it is now the duty of the General Meeting once a
year to fix the limit up to which the Committee may borrow without its sanction, and
we consider that this practice should be adopted everywhere. The amounts so fixed will
be communicated to the Central Bank before the latter assesses the total borrowing powers
of the society, and the sums assessed by the General Meeting and by the Central Bank
being based on separate considerations are not necessarily identical. If the Central Bank’s
assessment is less than that of the General Meeting, the borrowings of the society must
of course be limited to the amount assessed by the Central Bank. If. on the other hand,
the Central Bank’s assessment is the larger, the Committee may borrow up to the amount
already sanctioned by the General Meeting, and may also borrow the balance if it obtains
for this step the sanction of the General Meeting.

(b) The necessity for fixing also the limits up to which individual members should
receive normal credit is due largely to the fact that in the absence of such a standard
there is a temptation for the members of a Committee to sanction larger loans for themp.n
selves and their friends than is equitable. It is true that the limits for log ang to
Committee-men might be fixed in the byelaws, but such bye laws might easilv® oe evaded.
Much may be done by publicity and constant inspection to counteract *',ne tendency in
question, and the fact that members of the Committee obtain g¥acessive loans should be
regarded as a blot on the managem Tgphich will impair they credit of a society. But the
most effective method of meeting the%-'wfhm..ltyand one which;« is useful also in other ways
in the system of assessing the maximisn normal borrowing jpower of each member., A
system of the kind is in force in several provinces, and as socy eties get more firmly esta-
blished should, we think, be extended everywhere. What we {suggest is that the annual
General Meeting should fix the maximum normal credit fyr each member for the
following year. This would be fixed after a consideration of tle ordinary requirements
of his occupation, his earnitg capacity, and his character; the Yearning capacity being
estimated primarily with reference to the rental or revenue, if any), paid by him and the
value of his property. This maximum the Committee would be frbidden to exceed on
its own authority. Where cases occur in which additional sums are required to meet a
famine, to discharge old debt, or to release land from mortgage, a special reference would
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have to be made to the General Meeting. While societies are still in their infancy
and largely occupied with these abnormal loans, the fixing of normal standards would
be difficult. But as these special needs disappear and demands approximate more fre-
quently to the normal—as is usually the case in Europe—a standard of this kind will
be more easily applied. It will of course be clearly understood that a member is not entitled
as of right to obtain the full amount fixed, the standard being merely the maximum limit
beyond which the Committee may not go on its own authority.

The procedure may be illustrated briefly as follows. The General Meeting of the society
decides to limit the borrowing power of the Committee inclusive of previous borrowing
to Rs. 6,000, but the credit assessed for the society by the Central Bank and Registrar
is limited to Rs. 4,500. The Committee may thus without further sanction from the
General Meeting borrow up to Rs. 4,500. If the sums fixed by the General Committee
and the Central Bank had been (say) Rs. 4,000 and Rs. 4,500, respectively, the Com-
mittee might borrow up to Rs. 4,000 without the sanction of the General Meeting, and
could with the sanction of the General Meeting borrow another Rs. 500 without further
reference to the Central Bank. The General Meeting would in the meantime, have fixed
the maximum normal credit of member A at Rs. 500, of B at Rs. 300 and so on: and
the Committee would not be entitled to give more than Rs. 500 to A or more than
Rs. 300 to B without the approval of the General Meeting. The total of their individual
maximum normal credits would not bear any necessary relation to the sum fixed by the
General Meeting as the total limit for borrowing, but ordinarily as a matter of convenience
they would somewhat exceed that sum, as all the members would not be expected to
need the full amounts of their maximum normal credits.

60. Pro-notes and pass-books.—Loans are given in some parts of the country on
promissory notes and in others on bonds, and doubts have been expressed as to the class
of security which should ordinarily be adopted. Asregards the distinction between the two
forms of security, we understand that a pro-note differs from a bond in that (1) it must
be unconditional, (2) it must specify a certain sum, (3) it must specify a sum of money,
(4) it is ordinarily negotiable, and (5) it constitutes a promise to pay and oral evidence
cannot be adduced to prove that money, which under it must be paid by a certain date,
need ndt be paid until a later date. Assuming that the above differentiation is correct,
our view is that if the terms of loans to members are clearly recorded in the bye laws,
the minutes, or elsewhere, the pro-note has advantages over the bond. We do not think
that the power reserved by a demand pro-note of recovering at will is likely to deter
members from borrowing, and on the other hand the pro-note is the form of obligation
best understood by outside banks and the form which has ordinarily to be adopted by
societies in borrowing from Central Banks. Bills are the means usually adopted in Europe,
and though societies would in practice find it impossible to call in loans in bad years in
this country, it is always well to have the power to do so. In some parts of the country
as in Burma the pro-note represents the ordinary bazaar practice, and as the movement
extends and cash credits to individuals increase, the pro-note will become the form of
obligation naturally adopted by societies.

In most areas, with the exception of Burma and parts of Bombay, it is thé rule that
each member should have a pass-book showing his borrowings and payments in ledger
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form, and we consider this to be a proper arrangement which should not be abandoned,
although in parts of the country, such as Burma, where the population is generally literate
we have found the same object sufficiently attained by affixing, in a prominent place
in the village, a statement of the amounts held on loan by each member,—a system which
has the additional advantage of acquainting the members with each other’s loans. When
pass-books are used, it might be of service if a note of the main principles of Co-operation
(see paragraph 30) were printed on the inside of the cover of these books.

61. Loans to non-shareholding members.—In the Punjab we have found members
allowed to borrow without being required to take shares or being entitled to participate
in the distribution of profits. We look on this practice as opposed to the whole principle
of Co-operation, as it enables the shareholding members to draw dividends at the expense
of their non-shareholding brethren. We understand that in all recently formed societies
non-shareholding members are not permitted in the bye laws and that they are only found
in societies constituted during the early years of the movement. Nevertheless efforts should
in our opinion be made to get rid of the system as regards existing members also as soon
as possible, and we suggest that some fair means of effecting this object should be evolved
in consultation with the societies.

62. Objects of loans.—In the Government of India’s Resolution of 1914, it was
explained that it was impossible to insist on the restriction of loans to productive objects
and the circumstances were stated under which unproductive loans were permissible
and indeed advisable. All that we would add is that precautions should be taken by
societies in such cases to see that the expenditure is inevitable and that it is not excessive
in amount. We have no general statistics regarding the objects for which loans are given,
but from those published in some of the provinces it may be gathered that the chief objects
are usually cultivation expenses, the purchase of cattle, the redemption of mortgage and the
payment of old debt, while among the subsidiary objects mentioned are the payment of land
revenue, the holding over of grain for a fair market, purchase of fodder, personal main-
tenance, ceremonial expenses, litigation, purchase of implements, trade, education and
the like. As regards the holding over of grain for a fair market, we consider this to be
within limits a legitimate object for a loan, but if advances are made for buying-up and
holding over the grain of other persons besides the borrower, they should be treated as
loans for trade ; and both in these cases and in cases where they are given to enable peasants
to secure reasonable prices for their own produce, the period of such loans, in
accordance with banking practice, should be strictly limited to (say) 3 months. In some
provinces much of the money lent ostensibly for payment of land revenue, comes in reality
under this head, and no small part of the remainder of the loans advanced for
payment of land revenue is in reality for objects for which funds have been used that
would otherwise have been available for land revenue. We would add that too much
should not be expected from co-operation in thé way of assistance to expensive improve-
ments in land, such as masonry wells and large embankments, as the investment of money
on such objects can only be recouped in a long term of years, and it is at present ordi-
narily impossible to provide loans for a term exceeding 4 or 5 years. For the financing
of such improvements recourse must ordinarily for the present be had to advances from
Government under the Land Improvement Loans Act.
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Percentage of total amount of loans given for

Cultivation Purchase Payment of
. expenses of cattle old debts
Madras .. .. .. .. 6 11 44
Bengal . o .- . 9 10 44
Bihar and Orissa .. .. .. 14 14 25
Punjab* .. .. .. . 9 20 17
Assam .. .. .. .. 15 23 32
Central Provinces .. .. 24 40 24
Coorg .. .. .. .. 66 .. 25
Ajmer .. .. .. .. 16 7 9

* In the Punjab the percentages are of the number of loans,

63. Recall of loans for misuse.—From our examination of societies we gather that
as a rule little care is taken to see that loans are used for the objects for which they are
given. There are indeed rules in most provinces allowing the recall of loans for misuse,
and in some provinces the borrower may be made to pay penal interest or to undergo
a fine. It has also been suggested to us that the Committee of the society should be made
responsible under the bye laws for any financial loss that may occur to the society from
their neglect to take action in such cases, and it is urged that a rule of the kind though
it would seldom be enforced would have an excellent effect and strengthen the hands
of the Committee. Whether a provision of this character be adopted or not, we would
advocate the strictest enquiry at inspection into the proper use of loans, and any remissness
under this head ought to affect adversely the credit of a society.

64. The periods for which loans should be given.—The ordinary practice in India
is to fix the period of loans at the time when they are sanctioned, and this we think to
be correct. In one province it is customary to fix the nominal term at one year and to
allow extensions up to 5 years provided that one-fifth is repaid annually, but this system
is rightly being abandoned. No special principle can be laid down for determining the
period of non-productive loans, but as a rule they should be for short periods not exceed-
ing two years. In the case of loans for productive purposes, the period should be long
enough to allow the borrower to make repayment from the proceeds. It is true that the
amount of the loan and the circumstances and repaying powers of the debtor are factors
that must be taken into account, but excessive dependance on these considerations opens
a loop-hole to favouritism, and it is important to arrange for the adoption of a standard
by which societies should regulate their loan. We find that in Burma the subject is regulated
in the bye laws, loans being classified as:—(a) Loans for seed, food, cultivation
expenses, or cattle-fodder, (b) Loans for purchase of carts or cattle, for liquidation of
small debts, and for house building, and (c) Loans for liquidation of large debts, purchase
or redemption of land, or expensive improvements of land. The first class must
be repaid immediately after the next ensuing harvest; the second in 2 or 3 years; and the
third in 3 or 4 years. The Committee is left no further discretion to vary these terms at
the time of granting the loans, but has authority in exceptional circumstances to sanction
an extension up to one year when the time for repayment arrives. We consider that a
somewhat similar classification of loans with similar standard maximum periods might
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be incorporated in the bye laws of each province, the Committee being empowered to
fix longer terms, at the time of granting the loans, for special reasons only, and it should
be held an important part of the duties of supervising officers to see that good reasons
exist for every departure that has been made from the standard term. It will also, for the
reasons to be given below, be a great convenience if all or nearly all loans are made
repayable at harvest.

As the funds available especially at the commencement of a society will ordinarily
be insufficient to meet all demands, care should be taken not to lock up too large a propor-
tion of them in long-term loans. The length of the periods of loans to members will depend
partly on the length of the terms for which societies can borrow money and partly on
local conditions including the relation of the sale value of produce to the capital value
of land and the percentage of land-value up to which it is customary to grant mortgage
loans, but it will seldom be possible in the present circumstances to grant loans
for periods exceeding 5 years. Long-term loans will usually be larger in amount than
those for short terms and it will obviously be unfair to devote too large a portion of the
funds available to this class of loans. At the beginning of a society’s career its object should
be rather to meet the needs of the classes requiring short-term loans, but as the propor-
tion of the society’s ‘ owned ’ capital increases, and as the amount obtained from long-
term deposits and available for advances grows, the proportion of long-term loans may
be simultaneously increased. After this a further stage will be reached in which the loans
for liquidation of debts will be less frequent and the normal loans will be for the ordinary
operations of agriculture and for comparatively short terms.

In some parts of the country we have found large sums lent out for two or more
years and made repayable in a lump sum at the end of the period. This is in our opinion
an uneconomical system and inconsistent with the principle that repayments should
always be made out of the proceeds of the loans. In all cases where the period of a loan
exceeds one year, repayments should be made by compulsory annual instalments. This
is the Raiffeisen rule and it would be dangerous to abandon it. In fixing instalments for
recovery we think it best to make the principal repayable by equal instalments, interest
being calculated on each occasion up to the date of actual payment, rather than to
attempt to work out equated payments of interest and principal taken together. The
latter procedure, though simplifying the demand, is apt to cause great confusion
of accounts if payments ever fall into arrears.

65. Sureties.—It is a well-known and distinguishing characteristic of co-operative
credit that the primary security for all loans is personal. By this it is meant that it is to
the man himself and his sureties rather than to his property that regard is paid when
a loan is given, but in some quarters we find that this principle is interpreted to mean
that a debtor should alone be responsible for his loan, and that no sureties need
be demanded from him. In the Central Provinces it is optional to require sureties, and
in other Provinces such as the Punjab, Coorg, and Assam, they are only taken in excep-
tional cases. Justification for this practice is sought on the ground that a borrower has
sometimes to pay some fee in order to get a surety, and that by the constitution of the
society the members are already jointly responsible for each other. We have however
little reason to believe that if proper precautions are taken sureties cannot be found
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without payment of a fee and we consider that there are advantages in interposing all
such securities as are available before endangering the Reserve Fund. By the provision
of such securities recovery is facilitated and a further safeguard is obtained against the
grant of excessive loans or the misapplication of money borrowed. The practice is almost
universal in Europe and we consider that it should be made the rule in India.

It is open to a society to accept as sureties persons other than its own members, and
by doing so it widens the area of liability, but there is always some risk in this course as
such persons are not amenable to the discipline of the society and cannot be dealt with
under the arbitration procedure allowed by the Co-operative Societies Act. It will there-
fore be advisable as a rule that sureties should be members, and we consider that so long
as a member does not become responsible on behalf of himself as principal and of others
as surety for more than he can be relied on to pay, there is no objection to members
being mutually responsible for each other, either in groups of three or otherwise. A
system commonly followed is to require one surety for a small loan, two for a larger loan
and so on, and we see advantages in this arrangement as it places fewer difficulties in
the way of small than of big loans. We would further lay stress on the importance of
making sureties realise their responsibility. We have come across cases of default in
which the officers of a society held that it would be cruel in cases of default to proceed
against ““ the poor surety *’, and we hold strongly that there should be no hesitation in making
recovery from sureties when the debtor fails to pay, before having recourse to any ulterior
form of recovery. Without such action it is impossible to maintain in members the sense
of mutual responsibility which is the main safeguard of the movement.

66. Tangible security in Co-operative Societies.—It will be convenient for us here
to explain briefly the attitude of co-operative institutions towards real security. It is a
central principle of co-operation that security should be personal; that is, that it should
depend primarily on the man and his sureties and not on his property. The idea of personal
security however implies the power of a member to repay, and this in its turn depends
on his capacity as a worker, his honesty of character, and the amount of his property.
A Co-operative Society differs from an ordinary money-lender in that it takes cognisance
of all three factors, while the latter looks at the last only. There is nothing unco-operative
in the hypothecation of immovable property, so long as it is recognised that personal
security must be given and that the borrower’s property is only a secondary or collateral
protection. It follows from this that, when tangible property is accepted as security for a
loan, it should be taken in addition to the instruments executed by the borrower and his
sureties, and not in the place of them; and we think that the existence of a pledge or
mortgage should not absolve societies from taking sureties also or from proceeding, in
case of default, against the sureties before taking action agaiust the property.

67. Hypothecation of movable property—Movable property, such as cattle or carts,
is sometimes taken as security, and it may incidentally be noted that as the system of
cattle insurance extends, the value of cattle as security will be enhanced. There are cases
where other kinds of movable property are accepted, but the practice of hypothecating
this class of property is uncommon. With regard to the hypothecation of shares we would
wish to remark that we consider it undesirable that any society should permit its members
to hypothecate their shares in the society as security for loans, because in such cases the



42 PRIMARY SOCIETIES

society can only enforce the security by diminishing its “ owned ™ capital and thereby
reducing its general credit and the security of creditors.

68. Mortgage of land—As noted above, the mortgage of land should only be
regarded as a form of collateral security in addition to sureties. In some Provinces more
general use has been made of mortgages than in others and in our opinion they have
been more freely employed than is necessary. Though the practice, as we have said, is
not in essence unco-operative and is in fact growing more common in Germany, it should
be resorted to sparingly. It is justified in cases where land has been redeemed with the
money advanced, as the new mortgage simply takes the place of the old one, and also
in cases of large or long-term loans where there is some risk in relying only on the personal
slement. In view of the unlimited liability of the members, a borrower’s landed property
is indeed always liable to sale in order to make good any default, and the main object
of taking a formal mortgage is to prevent the alienation of the property to outside parties.
We have found cases in which mortgages of the whole of their land have been made by the
members of societies to societies and by whole societies to unions—especially in tracts newly
>olonized or irrigated—in order to protect the society from alienation to outsiders. The
object of the societies in such cases is ordinarily to bind all the members together in a
single self-contained body of borrowers and the motive is a high sense of co-operative unity.
So long as the practice remains entirely voluntary we see no objection to its adoption
Tom the point of view of co-operative organization. Mortgages as a rule should be with-
dut possession, as this forms a sufficiently unimpeachable security, and societies are by
their nature unfitted to manage land corporately. In some places societies take a mortgage
wvith possession, and relet the land to the mortgagor for an annual sum covering the instal-
ment of the loan and the Government land revenue demand; but this method seems to
1s to be cumbrous and to be unnecessary, unless it is done as part of a scheme for the
>o-operative management of land.

Percentage of loans
secured on mortgage
(collateral or
Province other) on the

total amount
advanced during

1913-14
Madras .. .. .. .. .. .. .. .. 47
. Bombay .. .. .. .. .. .. .. .. 43
Bengal .. .. .. .. .. .. .. .. 7
Bihar and Orissa .. .. .. .. .. .. .. Nil
United Provinces .. .. .. .. . .. . .2
Punjab .. .. .. .. .. .. .. .. .. 1
Burma .. .. .. .. .. .. .. .. .. 36
Central Provinces .. .. .. .. . .. .. 9
Assam .. .. .. .. .. .. .. .. . 3
Coorg .. . .. .. .. .. .. .. .. 100
Ajmer .. . . .. .. .. .. . .. Nil

Total British India .. .. .. 14.1
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69. Concession in cases where alienation is forbidden.—Owing to the laws prevalent
in certain tracts for the protection of the peasantry, it is not always possible for
a Co-operative Society to obtain a valid mortgage on which it can sue for sale. The society
has ordinarily in Bombay, Berar, Madras, Coorg, Burma, Assam, Ajmer and the Punjab
to deal with the small occupant or landholder: while in Bengal, Bihar and Orissa, the
Central Provinces and United Provinces its main constituents are tenants with a more
or less secure right of occupancy. In the first five of the Provinces above named there
is usually (putting aside special cases and special tracts) no difficulty in obtaining a valid
mortgage and suing for sale in default of payment: and in certain cases in Coorg and
Burma a Co-operative Society is by a special order enabled to obtain a mortgage on land.
In Ajmer a mortgage without possession can be obtained but, as sale in execution is
forbidden, the only remedy in default is for the society to be placed in possession for
a term of years; and the same would appear to hold good as regards the land of
a member of an agricultural tribe in the Punjab. It is however with regard to occupancy
tenants that the difficulties regarding this form of security are most keenly felt. In the
Agra Province an occupancy tenant can mortgage to co-sharers only: in the Central
Provinces a mortgage by an occupancy or ordinary tenant in favour of a society can be
voided at the instance of the heir or co-sharer and no decree can be passed for the sale in
execution of a right of occupancy or ordinary tenant rights: while in Bengal and Bihar
a society can only obtain a valid mortgage from an occupancy tenant in cases where a
custom can be proved establishing the tenant’s right to mortgage, and a custom allowing
such a right in the absence of the landlord’s consent is said to be very difficult to prove.
It has been represented to us that in the case of occupancy tenants a society should be
specially entitled to obtain a mortgage and (subject to certain safeguards in respect of the
subdivision of holdings and the right of the landlord to object to the transferee)
to bring the land to sale in execution. It is contended that the restrictions which are
intended to guard against rapacious money-lenders are out of place when the mortgagee
is a benevolent co-operative society, and that in any case the power of sale would only
be exercised in rare and extreme instances. It is further urged that, as a society has under
the law a prior claim on crops grown with the aid of a loan given for seed or manure,
there can be no objection in principle to its having a lien on land, at any rate in respect
of land freed from encumbrance by loans made for the repayment of old debts. The
question is of course one which has to be considered in connection with the general
tenancy arrangements of the provinces concerned, but our feeling is that if arrangements
can be made with the concurrence of the landlord class to secure this concession for
societies in areas where they would ordinarily be unable to obtain a mortgage, there can
be no reasonable objection to it on the mere ground that the concession is not enjoyed
by other creditors. Evidence has been given to us of the extreme insecurity of tenure in
certain tracts, and, without desiring to enter into a question beyond the scope of our
report, we feel that we are justified in pointing out that unless a tenant, who is a member
of a Co-operative Society, has a reasonable assurance of continuing in enjoyment of
his holding, and is free from the liability of having his earning power suddenly terminated
without any fault on his part, it is impossible to invest much money in financing him

through co-operation.

70. Prior claim on Crops, Cattle, etc—We gather that the provisions of section
19 of the Act, which gives a society a prior claim on crops grown by the aid of loans from



44 PRIMARY SOCIETIES

it, are largely inoperative, partly owing to difficulties in proving that a particular crop
has been grown by means of a particular loan, and partly owing to a ruling of the Calcutta
High Court which allows an outside decree holder to attach a crop in priority to a
society unless the society also obtains a decree in its favour. We are unable to support
a suggestion which has been made that the lien on crops should apply in cases of all loans
by societies without reference to their particular purposes. A further proposal, however,
to the effect that the lien, as granted by the Act, should operate against outside attach-
ment or sale, even in the absence of a decree in favour of the society, has more to commend
it and we think that when the Act is next amended the prior claim of the society might
be definitely described as a ‘““ charge’ on the property in respect of which the loan
was granted.

71.  Facilities for investigating and verifying title—We may in this connection repre-
sent the advantages which a society enjoys in the investigation of title, prior to taking
a mortgage, from the existence of a properly kept Record of Rights, and may add that
its own title as mortgagee would be more certain if such Records always included mort-
gages without possession. We need hardly add that any improvements in the
direction of a clear registration of title would be of immense value to Co-operative
Societies in their dealings with land. In areas where mortgage is permissible we would
specially deprecate any retrograde action which might make the mortgage of small hold-
ings more difficult and would advocate any measures that would facilitate cheap and
easy mortgage. We learnt with regret that in Upper Burma an admirable system of oral
mortgages attested by Government officers, which had been found of the greatest service
by Co-operative Societies, has recently been abolished.

72. The rate of interest on loans to members.—There are we think advantages in
not allowing the rates of interest charged on loans to be altered too readily as thereby
rates may be lowered before an adequate Reserve Fund has been accumulated,
or favouritism may be made possible. Moreover a variety of rates causes difficulty in the
accounts. The rates should accordingly be entered in the bye laws and made unalterable
without the sanction of the Registrar. No special rate need be fixed for mortgage loans
because, as we have said, the main security is the borrower himself and his sureties, and
he may reap the advantage of giving a mortgage by obtaining a larger loan. The rates
in various Provinces differ very considerably and rates are not necessarily uniform within
a Province itself. Since local conditions vary and the presence or absence of intermediate
agencies affects margins, we do not think uniformity possible. There is strong testimony
everywhere that the competition of societies has brought down the rates of outside money-
lenders and in some cases the reduction has been so great that societies in their
turn have lowered their own rates. It is often imagined that a society is not doing its duty
unless it makes considerable and continuous reductions in the rates which it charges for
loans to members; but we cannot too strongly insist that its first duty is to build up a
reserve fund. The best method of saving is to increase the society’s owned capital, and
half the difficulties experienced by Central Banks in financing societies arise from the
fact that the rate of interest charged on loans to members has been pitched too low or
has been reduced prematurely. We agree entirely in the attitude, taken up by the Govern-
ment of India in its Resolution of 1914, that so long as the rates of societies
are below those of the outside market, they cannot be regarded as excessive, and that



PRIMARY SOCIETIES 45

there are many dangers in sudden or large reductions below such rates. If the rate of
interest is pitched too low, there may be a tendency for organizers to take the line of
least resistance and to form societies among persons of higher status than those for whom
co-operation is primarily intended, and for such persons in their turn to exclude the
poorer classes from admission. If the argument is raised that members could borrow
money in the open market at rates equal to or lower than those which the society can
afford to charge, the presumption is that they stand in no great need of the credit which
a society supplies.
Rate of interest

Province ordinarily charged
on loans
Per cent.
Madras .. .. .. .. .. .. - . 93
Bombay .. .. .. .. .. .. .. .. 93
Bengal .. .. .. .. .. .. .. .. 15
Bihar and Orissa. . .. .. .. .. .. .. 15%
United Provinces .. .. .. .. .. .. 15
Punjab .. .. .. .. .. .. .. o124
Burma .. .. .. .. .. .. .. .. 15
Central Provinces .. .. .. .. .. 12
Assam .. .. .. .. .. .. .. .. 124 to 183
Coorg .. .. .. .. .. .. .. .o 124
Ajmer .. .. .. .. .. .. .. ..o 12

73. Cash credits to members—In Europe the practice of allowing cash credits to
individual members is common and increasing, and we consider that when societies are
firmly established on correct principles, there is no better way of meeting the needs of
members. At present this practice in India is confined to an exceedingly insignificant
number of societies, and will not for a long time become at all common. When more
generally established, it will of course affect many of the arrangements which we have
discussed above, and which are based on the presumption that all loans are given out
for fixed terms.

74. Evils of laxity in recovery—Calculation of overdue loans.—There is, we think,
no defect more prominent or more dangerous in the management of co-operative societies
in India than the exceeding laxity and unpunctuality in the repayment of loans as tolerated
by societies in some provinces. This is carried so far that the Committee of a
society will sometimes admit that they are in no way anxious to recover principal out-
standing so long as interest is paid regularly. We cannot too often insist that unless loans
are repaid punctually, co-operation is both financially and educationally an illusion;
and no exertions are wasted which aim at ensuring promptitude in this respect. It is for
this reason, as well as to enable Central Banks to forecast correctly their probable annual
recoveries, that not only every society but every member should be able to ascertain
clearly what amounts owed by members to the society are overdue. There must of course
be cases where for good reasons a member is unable to make repayment on the date fixed,
and the Committee of the society is then justified in granting an extemsion. A sum for
which further time has been so sanctioned should not be classed as overdue, but care
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should be taken that an order giving adequate reasons for the extension is clearly on
record. Such sums correspond to ‘‘ authorised arrears” in the Government Revenue
Accounts, and it has been suggested that if a statistical return of these sums were
available, it would be a check on the undue grant of extensions by Committees of
societies; but the difficulties in dealing with arrears in the accounts are already so great
that we hesitate to suggest any additional returns of the kind. It is, however, essential
to know what sums, for which extensions have not been granted, have not been repaid,
and we find that this vital need is in most provinces much neglected. It is of course desir-
able that each member should if possible know how he stands with regard to each loan
that he has taken, and it would be quite feasible to maintain a separate ledger account
for each of his loans and to apportion repayments to capital and interest respectively
among them according to some pre-arranged system, but many societies cannot depend
on obtaining accountants with the skill necessary to do this. A system has accordingly
been devised in Burma by which the accounts of each class of loan under the system
described in paragraph 64 above are kept separately, and although a member is not thereby
supplied with a separate account for every loan within each class, both he and the society
obtain with the minimum of accounting a clear statement of the total amount in each
class actually overdue at any particular time. The success of the system depends on the
simplicity and clearness with which the accounts are kept, the arrangements under which
all loans are made repayable at one time, namely, the harvest season, and the restric-
tion of all loans to the three classes of periods mentioned ; and it represents the best means
which we have yet seen for obtaining with the agency available a clear idea of
the amount of loans overdue. Without recommending that this particular scheme should
necessarily be adopted, we consider it essential that any system of accounts which may be
followed should give this most necessary information, and we would observe that the
more the system of fixing periods is simplified and the power to grant renewals restricted,
the easier will it be to find a method of accountancy which will meet these requirements.
When at some future period a system of cash credits to members becomes common,
there will of course be nothing technically overdue from such members as are drawing
on cash credits, and it will only be necessary to see that accounts are properly operated
on, but until that time comes there is nothing in our opinion more important to the
success of the movement than the provision of clear information as to the punctuahty
or unpunctuality with which loans are repaid.

75. Data regarding Payments—Grain Payments.—Owing to the fact that the term
* overdue loans’ is differently interpreted in different Provinces, much reliance cannot
be placed on the figures for overdue debt quoted in the Annual Returns. We give,
however, below figures showing for the last 4 years the average percentages of repay-
ments in each province annually on the total amount of loans outstanding at the end of
the previous year plus the amount advanced on loan in the course of the year. For purpose
of comparison these figures are vitiated by several circumstances which we need not
detail, and we do not desire to lay undue stress on them at the present stage, but they
suffice to give a fair general impression of the rate of recovery and the relation of repay-
ments to the total amounts outstanding. This relation, though varying now considerably
from year to year, and from province to province, will, as time goes on, approach a
normal figure.
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The almost universal practice is for repayments, like disbursements, of loans to be
made in cash and this is in ordinary circumstances the only convenient method. In some
parts of the country, however, it would probably be easier for the agriculturist at harvest
time to make repayment of a loan or payment of an insurance premium in kind than in
cash, and in such cases the society might by a private arrangement with the member
accept the grain for subsequent sale and credit the member with the price realized. It will,
however, be at once recognised that such an arrangement adds largely to the complication
of the accounts and to the opportunities for loss and fraud. For this reason we would
confine the use of grain payments to the strictest possible limits and in view of the grow-
ing use of cash in agricultural areas we anticipate the gradual disappearance of the
conditions which would justify the adoption of such payments.

Percentages for the last four years of repayments in each Province annually on the
total amount of loans outstanding at the end of the previous year plus
the amount advanced on loan in the course of the year

Average

Province 1910-11 1911-12 1912-13 1913-14 percentage

for the last

4 ycars

1 2 3 4 5 6

Madras .. .. .. .. 25.4 23.8 | 26.0 26.6 25.6
Bombay .. .. .. .. 40.4 31.4 29.1 39.7 35.1
Bengal .. .. .. .. 26.9 28.5 23.4 22.1 23.8
Bihar and Orissa .. .. .. .. .. 29.9 36.9 34.1
United Provinces .. .. .. 47.5 44.8 47.8 37.9 43.7
Punjab . .. .. .. .. 28.5 27.4 27.3 26.7 27.2
Burma .. .. .. .. 36.8 36.2 29.2 28.7 31.7
Central Provinces .. .. .. 38.1 36.3 33.1 26.4 30.0
Assam .. .. .. .. 18.8 8.1 21.3 27.1 16.3
Coorg .. .. .. .. 43.9 44.5 40.1 46.0 43.7
Ajmer .. .. .. .. 31.4 34.4 47.3 25.2 35.6
British India .. 33.3 31.2 31.7 29.6 31.0

76. Penal interest.—One of the methods of dealing with arrears which has been
commonly adopted is to charge penal interest on the amount overdue at an enhanced
rate from the date of default, and we see no objection to this practice if societies desire
it. We doubt, however, if it is very effective; the change in the rate of interest tends to
confuse the accounts; there are legal difficulties in connection with its enforcement; and
societies are sometimes tempted by it to tolerate the continuance of outstandings and

7
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to forego the application of the personal pressure which should always be the first of
the precautionary measures to be adopted.

71. Fictitious repayments.—An insidious and dangerous irregularity is the practice
of allowing renewals based upon fictitious repayments. The practice consists in showing
an outstanding loan in the accounts as fully repaid, and sanctioning on or about the same
date a fresh loan of the same amount, actual repayment either not taking place at all or
being made purely as a formality. A remedy that has been suggested is that there should
always be an interval of one or more months between the recovery of one loan and the
grant of the next. We recognise that the evil is a very serious one, undermining as it does
one of the chief principles of co-operation, and special care should be taken at inspec-
tion to bring to light any cases in which a suspicion of such paper adjustment arises.
We doubt, however, if the proposed remedy could always be suitably applied, as cases
will occur in which fresh loans for other objects can most advantageously be granted
before or about the time fixed for the repayment of the original loan. There is always
a risk moreover that a short interval will be tided over by means of a loan from the
money-lender. In some provinces it is true that the majority of repayments are arranged
to fall due at one time, some 2 or 3 months before the bulk of loans for the next season
are advanced, and in such provinces a natural safeguard is provided. Elsewhere the only
method of combating the evil is by special care at inspection to expose all such cases and
to watch the maintenance of a proper working relation between the money received
from members and that paid to the Central Bank. If this relation is regularly observed,
paper adjustments, except on a very small scale, are bound at once to come to light.

78. Decision of disputes—We have no proper data to indicate the amount of litiga-
tion between societies and their members. Such litigation has in some provinces been
undertaken with too great readiness, and we think that it should ordinarily not be resorted
to till other means, more especially the employment of pressure on the sureties
to arrange for repayment, have first been tried. We have received complaints of various
kinds regarding the difficulties attending such litigation. On the one hand it has been
brought to our notice that a suit based on a mortgage of real property in a presidency
town must, under the present arrangements, go to the High Court, and that the con-
sequent expense and trouble is more than co-operative societies can face. On the other
hand officials of societies have expressed a strong sense of exasperation against the delays
and inconveniences connected with the ordinary subordinate Civil Courts and we have
everywhere been met with a demand for a more summary method of dealing with arrears.
The point has been several times before the Government of India, and we agree with
the position taken up by the Government of India that the existing law should not be
interfered with. So far as the decision of disputed cases of arrears is concerned the powers
given in the Co-operative Societies Act are sufficient. The Act allows a Local Govern-
ment to provide by rule that disputes should be referred to the Registrar and if he so
directs to arbitration. Several Local Governments have taken advantage of this permission
and we think that it would be found useful if the system were adopted everywhere.

79. Summary Procedure in execution not advocated—The chief difficulty, however,
arises not in getting the claim of a society decided, but in securing execution of the decision.
The Act allows rules to be made prescribing the mode of enforcing the decision of
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the Registrar or the award of the arbitrators under the provision above mentioned,
and we think that Local Governments should prescribe that these decisions and awards
should be enforced in the same manner as a decree of a Civil Court. It has, however,
been urged before us by a large body of public opinion that the delays and evasions
inevitable from the existing system of civil procedure are such as would often render a
decision or award so obtained entirely ineffective. We are told that the officers presiding
in the lower Civil Courts belong frequently to the same class as the money-lenders, and
are in consequence biassed against co-operative societies, that they insist on unnecessary
formalities of evidence, that in cases instituted before themselves they often award
interest from the date of the decree and not from the date on which the suit was filed,
that they grant rates of interest much below what the society charges on its loans, that
an unnecessary number of instalments are allowed for repayments, that the Court peons
connive at the removal of property from attachment by judgment-debtors, and
so forth. It is urged therefore that decisions and awards of the class under consideration
should be made enforceable by the procedure allowed for the recovery of Land Revenue.
Some would allow this in all cases; others would confine it to cases in which it was
specially permitted by the Registrar, or where there was no outside creditor whose claims
could be prejudiced. It is urged that the procedure, once sanctioned, would seldom be
used, but that the mere possibility of its use would add immensely to punctuality
of repayments. A rule allowing societies to recover their arrears similarly to arrears of
Land Revenue was actually passed by a Local Government in 1905, but was disallowed
by the Government of India on the ground that the provisions of the Act did not permit
execution except through a Civil Court. The Act of 1912 repeats the provisions of the
old Act and the procedure proposed could only be introduced by a change in the law.
The subject has been repeatedly discussed at Conferences, Imperial and Provincial, and
the proposed change has a large body of opinion behind it. A procedure similar to that
proposed is in force in Mysore and forms a feature in some of the Land Mortgage Credit
Banks of Germany. After carefully considering the arguments we are, however,
opposed to any change, and we endorse the view hitherto consistently held by the Gov-
ernment of India that a special privilege of the kind is not called for and that it would
lead to laxity in the selection of members and carelessness in the grant of loans. The
existence of a special procedure for co-operative societies would intensify any feeling
of opposition to the movement which may already exist in the outside money-market,
and the real remedy for the difficulties complained of is in our opinion to avoid litigation
by due care in electing members, by a proper discretion in granting loans, by pressing
the sureties of a defaulter, and by consistent good management. For similar reasons we
are not prepared to accord our support to certain other proposals to the effect that
cases in which Co-operative Societies are concerned should be dealt with by the Revenue
Courts, or that societies should be given special powers of distraint on the property
of a defaulter. We think however that Civil Courts might be instructed in the absence
of special reasons not to use their discretionary power to reduce the rates of interest
charged on the loans of societies, but to decree a rate equivalent to a society’s ordinary
lending rate. In view, moreover, of the difficulties encountered by members in suits brought
against them by outside parties we would suggest that in provinces where such information
is not already contained in the High Court circulars or otherwise published, a resumé of
the provisions of the law dealing with the recovery of agricultural debts might suitably be
drawn up and supplied both to the Courts, and to all agricultural Co-operative Societies.
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80. Collection of dues by agencies outside the societies.—We would in this
connection enter a protest against the use made by societies of outside agencies to collect
their dues on their behalf from members. We have frequently found societies turning to
the Registrar and his staff for help against their members who are in arrears, and cases
are not unknown in which a sympathetic Collector has been asked to lend assistance
through his subordinate Revenue officers. In more than one province the auditing and
supervising staff for a month or more after the ordinary date for annual repayments,
is engaged almost exclusively in visiting societies and helping with the recovery of arrears.
This is no part of the duty of the outside auditing and supervising staff whether paid by
Government or by any other agency, and we think the practice should be discontinued.
When recovery can only be effected by pressure, it should be applied by the members
or the staff of a society itself, and in cases where it has been guilty of remissness in collect-
ing its own dues, the society should be made to feel its corporate liability for the fault
by having its credit restricted by its Central Bank. The outside auditing and supervising
agency (whether connected with a Central Bank or not) is responsible for pointing out
laxity or dishonesty in repayments, but it is in no way responsible for helping in the
collection of dues. The primary society itself is wholly responsible for making its own
members repay, and if it fails to secure punctuality, the result must in almost every case
be attributed to the faulty constitution or management of the society.

The Reserve Fund

81. Present situation.—Under Section 33 of the Co-operative Societies Act, no
registered society may divide profits except under such conditions as may be prescribed
by rules or bye laws, and unless it puts one-fourth of its net profits to its reserve fund.
The same section proceeds to lay down that no unlimited liability society shall make a
division of profits without the general or special sanction of the Local Government; and
under Section 43 of the Act, a Local Government may issue rules providing for the for-
mation and maintenance of reserve funds, and the objects to which such funds may be
applied, and the investment of any funds under the control of a society.

The rules which have been issued by Local Governments under these sections do
little more than prescribe the formation and maintenance of reserve funds or.enable
societies to make bye laws in this respect, and the corresponding bye laws are in most
provinces similarly incomplete. The bye laws usually require the reserve funds (except
in the instalment-share societies of the Punjab, the United Provinces, and Burma) to
be indivisible, that is to say, to be incapable of distribution as dividends or bonuses on
shares. They also as a rule lay down that the reserve fund shall not be drawn upon without
the sanction of the Registrar and when they touch on its investment, they ordinarily
require that it shall be invested in such a manner as the Registrar prescribes, one province
only giving express permission to use the reserve fund in the business of the society.
No Local Government has defined the objects of the reserve fund in its rules, and the
bye laws when they refer to the object of the fund describe it in various terms. Generally
speaking it is regarded as intended to meet unforeseen losses and to serve as an asset of
security in borrowings. In practice the Central Banks and limited liability societies are
found as a rule to place only the statutory minimum of one-fourth of their net profits to
the reserve fund, and to divide the rest in dividends, or allot it to special funds, while
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societies with unlimited liability pay no dividend and accumulate all the net profits in
their reserve funds; there being, however, an exception in the case of the instalment-
share societies prevalent in the Punjab, the United Provinces and Burma where dividends
are payable after ten years. The amount of the reserve fund in the agricultural societies
of the different provinces and its relation to the liabilities and outside borrowings of these
societies, as shown by the latest available returns are indicated in the margin.
In so far as bad debts are not written off in all cases so promptly as they might be, the
figures for the reserve fund as representing surplus assets are somewhat misleading,
since to this extent they cover a residuum of unrealizable debt which cannot in fact be

regarded as a genuine asset.

Percentage

of Reserve

and pfl;u

profits of last
) }%ﬁg?{g Percentage | completed

Provinces lakhs of to total | year on out-

rupees) liabilities | ‘side capital
upees including
members’
deposits

) 1 2 3 4

Madras .. .. .. .. .. .. .. .. 2.89 5.0 8.2
Bombay .. .. .. .. .. .. .. .. 1.45 4.8 8.4
Bengal .. .. .. .. .. .. .. .. 3.32 7.2 12.1
Bihar and Orissa .. .. .. .. .. .. .. .88 6.5 13.0
United Provinces .. .. .. .. .. .. .. 2.37 4.5 8.4
Punjab .. .. .. .. .. .. .. .. 8.95 6.8 18.9
Burma .. .. .. .. .. .. .. .. 2.82 8.6 19.4
Central Provinces .. .. .. .. .. .. . 17 3.0 5.2
Assam .. .. .. .. .. .. .. .. .40 13.3 21.3
Coorg .. . .. .. .. .. .. .. .15 15.0 49.5
British India .. 24.00 5.9 12.0

*Excluding profits for 1913-14 not yet allocated to reserve.

82. Definition of * Reserve Fund” and ‘‘ Fluid Resource” as employed in this
Report.—We are aware that authorities differ as to the exact meaning to be applied to
the term “ reserve fund ” and that the treatment of this fund has led to numerous dis-
cussions in India during the last few years. Without entering into any discussion as to
the correctness of the nomenclature, we may say that for the purposes of this report we
propose to designate by the term ‘ Reserve fund ”’ in Central Banks that portion of
the profit which has been definitely carried to reserve, whether it be the legal minimum
of 25 per cent. or a larger amount, and in primary societies all indistributable surplus
profits after payment of expenses, including as expenses in societies on the share system
the portion of the profits to which shareholders are entitled. Similarly for the purposes
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of this report we shall use the term “ Fluid Resource ”’ for those assets which are held
in a liquid form, whether in cash or easily realizable outside investments, in order to meet
the claims of depositors or to provide for financial needs in times of special scarcity.

Although the surplus assets are primarily intended to come into play in the event
of liquidation, they constitute a most important element in the working capital, since
they are the permanent and indivisible property of the society of which it has the use
free of interest. The necessity of such a fund is recognised in the Act, which requires the
whole of the net profits in the case of societies with unlimited liability to be credited to
this reserve. The primary object of the provision of a fluid resource is entirely different.
It is intended to ensure the ability of societies to meet their obligations to depositors.
The need of such resource only arises in the case of primary societies when they take
deposits, and have no other assured source of funds to meet the demands of
depositors when they arise. Since at the present stage the deposits of non-members in
primary societies are small, the question of fluid resource is not yet a serious one for
such societies. We shall therefore discuss fluid resources fully in our treatment of Central
Banks, and as regards primary societies would merely lay down here that those which
take deposits and utilize these in their own business must themselves maintain fluid re-
source under conditions similar to those which we have suggested for Central

Banks or must enter into arrangements with Central Banks under which the latter will
provide this resource for them.

83. Surplus assets or reserve fund proper—The Co-operative Societies Act
as above noted, has clearly in view a Reserve Fund consisting of surplus assets, but there
is a further point on which the Act itself is silent, and that is the manner in which the
fund should be invested. We have found the practice of the different provinces in this
respect to vary considerably. In some provinces the surplus assets are used in loans made
by the societies to members; in some the surplus assets are placed in deposit with other
co-operative institutions and are thus ultimately utilized in the same way; in others they
are separately invested wholly or partly in outside securities; while in one Pro-
vince they are invested in Government paper which is deposited with the Provincial
Bank under an arrangement which makes the total of such Government paper available
to the Provincial Bank as a pledge to support its own credit, and consequently that of
the whole movement. In the case of the majority of primary societies we think that,
assuming that they are secure in respect of their fluid resources, everything points to
the desirability of a primary society using its surplus assets in loans to members. If we
assume that a central bank and societies affiliated to it have jointly to keep a certain
amount of money as fluid resource, then (except so far as three-fourths of the central
banks’ profits are liable to division in dividends and such outgoings are lost to the move-
ment), it makes no practical difference to the movement as a whole whether the
societies used their surplus assets in loans while the central bank provides the fluid
resource or whether the societies pool their surplus assets with the central bank and
allow it to use them for fluid resource. Whatever profit goes to the central bank is lost
to the societies and vice versa. In deciding whether the profits should go to the central
banks or to the primary societies, we should be guided by the fact that our object is to
strengthen the financial and moral position of the latter and to treat the central societies
as meeting the needs of the primary societies rather than vice versa. In this matter as in
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all others we regard the benefit of the primary societies as the main object, the central
banks and other such institutions being merely a machinery accessory to it. The object
should be to free the primary societies as far as possible from recourse to their central
banks and this can only be done by enabling them to build up their own capital sufficient
for their needs. This can best be achieved by allowing primary societies to use their ac-
cumulated net profits or surplus assets in loans to members, on which they get
high rates of interest compared with the rates received on Government paper.

84. Building up of reserve fund.—In brief, therefore, a primary society is concerned
with the Reserve Fund mainly in the form of surplus assets, and so long as proper pro-
vision is made for the necessary fluid resource, these surplus assets may properly
be employed in the business of the society. The object of a society should be to accumulate
a Reserve Fund of this character until it obtains a capital of its own sufficient to meet
all its needs, and thus becomes independent of outside assistance. Until this stage is
reached, the margins on which it works should be as large as is compatible with the
successful maintenance of the society, and it is only when this stage is reached that any
reductions (other than those essential to meet outside competition) should be effected
in the rates of interest charged by the society on its loans to its members.

Division of Profits

85. Use of profits for charitable purposes.—Under the Act co-operative societies
may, with the sanction of the Registrar, after carrying one-fourth of the net profits to a
reserve fund, devote an amount not exceeding 10 per cent. of the remainder to any
charitable purpose as defined in the Charitable Endowments Act. We find that
an increasing number of societies are availing themselves of this provision either by
allotting sums for specific charitable objects at the end of each year, or by carrying the
whole of the permitted percentage to a common good fund for use when occasion may
arise. The objects chosen are extremely various, but we see no reason to restrict the wide
discretion left to societies under the Act. Even in cases where it might be financially
sounder to place such sums to the reserve, there are sometimes advantages in applying
them to objects of a philanthropic or sentimental character, as, apart from the objects
directly attained, action of this kind serves to arouse interest in the movement.

In this connection we may mention a practice, which has been initiated in some
Provinces, of entrusting certain administrative duties to co-operative societies in their
corporate capacity with or without a grant of money. The class of work thus entrusted
to societies—such as sanitation, education, or village improvement—if honestly carried
out, must ordinarily entail some local unpopularity, and we think great caution should
be observed in employing societies on such duties, except where they apply for such
employment of their own free will and initiative, and where the society represents practi-
cally the whole of a village; as it is important to avoid connecting the co-operative
movement with duties imposed from outside which, however beneficent, are opposed
to village sentiment. Action within the movement itself, as when Central Banks encourage
such measures by offering more favourable terms to societies which show themselves
progressive and keen for self-improvement, is less open to objection.



54 PRIMARY SOCIETIES

Dissolution and Liquidation of Societies

86. Dissolution of Societies—The Registrar is invested under the Co-operative
Societies Act with a fairly wide power to dissolve and wind up societies at his discretion,
and the power has in some provinces been freely used to get rid of societies which offer
little or no hope of a useful career. The causes put forward for the failure of societies
are very various and include a want of due supervision, indiscreet loans, contumacy of
borrowers, unpunctuality in repayments, the restriction of loans to a few individuals,
dishonesty or incompetence of society officials, bad selection of members, the extension
of a society over too large an area, concealment of old debts, faulty constitution, internal
dissensions, insufficient funds or membership, the preponderating influence of one mem-
ber, and general lack of interest by members in the affairs of the society. In some
cases the dissolution of a society is not an indication of anything in the shape of laxity
or peculation, but is due mainly to the necessity of allowing its construction to be altered
so as to admit of its being split up into several societies, or combined with others
into a new society. In the early days of the movement when officers were inex-
perienced and when experiments were made in uncongenial soil, there was a tendency to
form societies which should never have come into existence. Even where the original
faults are now avoided, we have frequently found the survival of old societies which
showed no signs of life and which should long ago have been dissolved. It is sometimes
advisable to give an unpromising society a little time to see if it will recover, but as a
rule a society which shows little hope of life should be dissolved. As regards established
societies, we would not lay down any fixed rule prescribing the precise stage at which
dissolution should be effected, but we think that when it is clear that there is no hope
of eventual solvency or progress, the Registrar should proceed at once to dissolve the
society. The tendency in many Provinces has been to deal somewhat too tenderly with
hopeless cases, and our view is that prompt action must be taken as soon as a society

is shown to be inert or insolvent.

Number of societies which up to

Province date have been
Dissolved  Dissolved and
liquidated
Madras .. .. .. .. . .. .. 1 8
Bombay .. .. .. .. .. .. .. 46 56
Bengal .. .. .. .. .. .. .. 80 14
Bihar and Orissa. . .. .. .. .. .. 15 160
United Provinces .. .. .. .. .. 26 124
Punjab .. .. .. .. .. .. .. 159 53
Burma .. .. .. .. .. .. .. 67 13
Central Provinces .. .. .. .. oo 112 1
Assam .. .. .. .. .. .. .. 3 7
Coorg ..
Ajmer .. .
British India 509 436



PRIMARY SOCIETIES

87. Liquidation—Summary procedure.—The hesitation with which some Registrars
approach the dissolution of societies is to some extent justified by the existing arrange-
ments for liquidation. It is always open to a Registrar on dissolving a society
to arrange if possible for a voluntary winding up, but when this is not feasible, he must
have recourse to liquidation under Section 42 of the Act. The provisions of the law
on the liquidation procedure are rightly of a simple character, but rules can be made to
supplement the Act, and in some Provinces—as for instance in Bengal—circulars have
been issued which contain excellent instructions on the details of the business. The work
is of a troublesome character but its difficulties have not yet become sufficiently marked
to call for any radical alterations in the law. It is only in respect of the collection and
distribution of the assets under the orders of the liquidator that any great complaint is
made. Such orders must under the law be enforced by the Civil Courts, and Registrars
have felt that the delays and difficulties of the ordinary Civil Court procedure in execu-
tion tend to give so much encouragement to recalcitrant societies as to endanger the
success of the movement in any area where this procedure has been utilized. In Bihar
and Orissa special provision has been made in the recent Public Demands Recoveries
Act under which the liquidator’s orders may be executed by the Collector in the same
manner as an order for the collection of arrears of Government revenue. We do not think
that the objections which exist in respect of the application of such a process to the re-
covery of loans by societies from their members hold good in dealing with the
recovery of assets in liquidation, and we recommend that when the Act is revised pro-
vision should be made for summary recovery in such cases. It has been urged that in
justice to outside creditors the orders of the liquidator should also apply to such debts
as he may find to be due to these creditors, but on the whole we consider that, if pro-
vision is made to safeguard the rights of such outside creditors, as have already obtained
decrees,. they will be sufficiently protected against anything in the shape of preferential
treatment of the society.

We may in this connection note that we have come across no instance in which the
liquidation of a society has caused loss of any kind to the outside public. We believe
that no such loss has occurred and, if due care is taken in the management of societies
in future, it seems exceedingly unlikely that the failure of any society will be attended
by ultimate loss to those who have deposited their money with it.

AUDIT AND SUPERVISION

88. Importance of Audit and Supervision—It is important to recognise that
societies are chiefly composed of uneducated members, that the problems which confront
them are not always easy, and that the handling of money involves certain temptations.
These conditions call for certain precautions, the enforcement of which requires much
hard and uninteresting work. To ensure successful management nothing is more im-
portant than constant and vigilant scrutiny of the accounts and examinations of the
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general management through the agency both of the Registrar’s staff and of the
co-operative institutions themselves. The value of such inspections, regarded as they
are for the most part as routine work and showing no immediate or striking results, often
escapes notice, but they play an essential part in the co-operative scheme, and failures
are largely due to their inefficiency or absence.

89. The terms ‘ Audit’ and * Supervision’.—Section 17 of the Act prescribes that
every society shall be audited at least once a year by the Registrar or some person autho-
rised by him. An ‘enquiry’ or ‘inspection’ under certain special circumstances
is provided for in sections 35 and 36 of the Act, but on the subject of continuous
supervision no legislative provision is requisite nor has any been made. The efficiency
of co-operative institutions depends very largely on the arrangements made with respect
to the two important safeguards provided by (i) periodical audit, and (ii) continuous
supervision, and we shall explain below the significance we impute to these terms. In
the meantime we may note that it would be a great convenience if the English designa-
tions of the staff employed in the various provinces which are now very diverse and con-
fusing, could be so far unified as to allow of the term * auditor ’ and its derivatives being
applied to all staff exclusively or chiefly engaged in audit work (auditors employed by
Government being termed ‘ Government Auditors’) and the term ‘supervisor’ and
its derivatives to all staff engaged chiefly or exclusively in supervision.

The expressions ‘ inspection > and ‘ enquiry * should, we think, be utilized exclusively
for the special and occasional operations contemplated by sections 35 and 36 of the Act.

90. The Controlling Staff—Both audit and supervision are carried on under the
ultimate control of the Registrar, and it rests with him not to confine himself merely to
the obligatory duties imposed by the Act but also to watch and regulate the whole
efficiency of the movement. For this purpose he is usually provided with one or more
Joint or Assistant Registrars drawn from the Indian Civil or Provincial Civil Service,
and in the major provinces the present number of the permanent controlling staff is as
shown below. We shall speak later of the general position of the Registrar and other
connected questions, but here we may note our opinion that to enable the work to be
carried on efficiently a minimum of two controlling officers with the qualifications
which we consider indispensable for the post of Registrar is required in all the major
provinces. In fixing a standard for the numbers of the controlling staff, due attention
should be paid to such considerations as the area of the province, the state of its com-
munications, the average size of societies, their geographical distribution, and the
volume of work done by them, but subject to these general conditions, we should ordi-
narily expect that, if no outside duties are imposed on the Registrar and his staff, and
apart from any increases that the above mentioned considerations may entail, there should
in every major province be one Registrar or Joint Registrar for every thousand,
or fraction of a thousand societies, and we consider that the charge of a Registrar
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or Joint Registrar should be regarded as equivalent to the charge of a district in impor-
tance. It is possible that, as the movement progresses and consolidates, the proportion
of controlling staff to societies may require alteration but it is for Government
to realize that inability to cope with suitable applications for registration, owing to
shortness of superior staff will in most provinces assuredly entail a large and unregulated
growth of unregistered societies. The Registrar and his Joint Registrars should be pro-
vided with such assistance as may be found necessary from the cadre of Assistant Col-
lectors or of the Provincial Civil Service, the assisting officers being designated Assistant
Registrars. This staff would of course not include Assistant Collectors seconded to the
Department for a course of training. In special cases where new developments in
the direction of non-agricultural or non-credit co-operation are taking place, involving
constant thought and attention, a larger number of controlling officers would be needed,
for it should be remembered that much of the inefficiency of the past has been due to
the excessive work that Registrars have had to do. On the question whether these posts
should usually be filled from the Provincial or the Indian Civil Service we would
not suggest laying down any general rule. But we would point out that it is very advisable
that all officers on the controlling staff should be capable of thoroughly mastering and
digesting the standard books and periodicals on co-operation without relying on second-
hand information with regard to European conditions, and we would lay stress on the
necessity of a more thorough study by the controlling staff of the theory and practice
of co-operation in all parts of the world than has been common heretofore. There are
so many cases in which the controlling staff have to decide on the course most consistent
with co-operative principles, that it is most desirable that they should all be steeped in
the literature of the subject, and should even, if possible, have gained some personal
experience of it in Europe.

CONTROLLING STAFF
Others
Number of
Provinces Societies Registrars
and banks | and Joint | From Indian From
Registrars | Civil Service Provincial
or Commis- Civil Servi
sion vil Service
_ 1 2 3 5
Madras 1,338 1 3
Bombay' 715 1
Bengal 1,667 1 1
Bihar and Orissa 819 1 1
United Provinces 2,800 1 2
Punjab 3,333 1 1 1
Burma 1,359 2
Central Provinces .. 2,213 1 1 1
Total 14,244 9 2 9
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As regards the clerical establishment of the Registrar and his Assistants, all we
desire to say is that every effort should be made to maintain it at a proper standard both
as regards numbers and efficiency. The figures below show the numbers of the staff at
present maintained.

Clerical staff of
Province Registrar and
Controlling staff

Madras .. .. .. .. .. .. .. .. 27
Bombay . . .. ..
Bengal

Bihar and Orissa
United Provinces
Punjab

Burma ..
Central Provinces

oI IR B IRV BV |

91. The meaning of audit.—The terms of the Act expressly require that the audit
shall include an examination of overdue debts and a valuation of assets and liabilities.
By this latter we understand not merely the preparation of the balance sheets of societies
but also a sufficient check, in accordance with such rules as the Registrar may lay down,
of the list of the material assets of the members. The audit should in our opinion
extend somewhat beyond the bare requirements of the Act, and ‘should embrace an
enquiry into all the circumstances which determine the general position of a society. It
would for instance be the duty of the auditor to notice any instances in which the Act,
Rules, or bye laws have been infringed; to verify the cash balance and certify the correct-
ness of the accounts; to ascertain that loans are made fairly, for proper periods
and objects, and on adequate security; to examine repayments in order to check book
adjustments or improper extensions; and generally to see that the society is working
on sound lines and that the Committee, the officers, and the ordinary members, under-
stand their duties and responsibilities.

92. Audit to be under Government Control.—It is clear that an audit in this sense
entails a much more comprehensive enquiry than is usually made in the case of Joint
Stock Banks, and the reason of this is that in the two cases the objects of the
audit are entirely different. In Joint Stock Banks auditors are appointed by the share-
holders to carry out an independent investigation into the Company’s affairs and to
report the results to them for their own satisfaction. In the case of primary co-operative
societies in India at the present stage the audit is intended in the first instance
to assure Government, through whose agency the societies were formed, that they are
developing on sound lines, and only secondarily for the satisfaction of Central Banks
or outside investors, who have entrusted money to the movement, and of the society
members themselves. The audit is in fact a State-controlled audit and it appears
to us that this view is implied in the clause of the Act which imposes the duty of making
an audit on the Registrar and his nominees. It is through audit alone that an effective
control can be exercised over the movement, and it is clear that it was never intended
that the audit should be merely an arithmetical one and that the Registrar’s activities
outside that audit should be confined to the inspections or enquiries mentioned in sections
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35 and 36 of the Act. The auditing staff, from whatever source they may be paid, are in
our opinion responsible to the Registrar and must be mainly controlled by him.
Their reports are intended primarily for his information. The objections that thave been
advanced against a Government audit in Germany are firstly that the staff is appointed
by an outside non-co-operative judicial authority and consists of minor officials
who audit the accounts as a matter of routine without practical experience of co-operative
work or enthusiasm for its objects, and secondly that such a staff has no means of en-
suring that the societies, after certifying the completion of the audit to the Court, do
not file the audit report without taking any action upon it. These objections do not apply
in India. As we shall show below, there are means of making an audit by a Government
staff efficacious, and the men employed, whether paid by the societies or by
Government, are expert co-operators who are under the guidance of co-operators and
whose prospects depend on their good work. The audit moreover will always in India
be carried out on the spot, and the visions which have been sometimes conjured up of
a headquarters office of clerks and accountants harassing societies with a stream of petty
technical objections, are entirely baseless. It seems therefore to us unobjectionable in
principle that audit should be carried out under State control, and we consider that at
the present stage this is the only arrangement under which the purposes of the

Act can be secured.

93. Two classes of Auditors—Government Auditors.—When we speak of an audit
under Government control, we do not intend that the entire staff should be Gov-
ernment servants. On the contrary we think that the auditing staff may rightly be divided
into two sections, (a) a staff maintained by Government for super-audit, and (b) a staff
maintained by co-operative institutions for original audit.

We have termed the audit, required from the Government staff, a ““ super-audit ”°,
and by this we mean not the mere testing of a previous audit by a percentage check, but
a separate and complete audit made at longer intervals than the original annual audit.
The staff should be permanent and pensionable, and its pay should commence at a figure
not lower than that of a sub-deputy Collector and rise by periodic increments. If it is
found convenient, it may properly be recruited wholly or in part by the deputation of
Government servants from the Revenue or other Departments, but usually we anticipate
that a separate staff of permanent auditors can be formed, and that the best men in this
staff will often be those who have gained experience in the service of societies. We do
not contemplate that the auditors of primary societies should ordinarily be given any
clerical staff at all, and look to them to carry out audits personally and without the assis-

tance of a clerk.

In our opinion, an officer whose duties are confined to the audit described above
and who has to deal with well-constituted societies in good order, can, unless the mem-
bership is exceptionally large or communications specially difficult, carry out the
audit of about 100 societies in a year, and the Government officer in charge of the super-
audit should be able to visit very much the same number of societies. The super-
audit should at first take the form of an audit of every society once every two years,
but after a period of 4 or 5 years, as the societies’ staff becomes more equal to its auditing
duties, the interval might be enlarged to 3 years, and perhaps still larger intervals might
be permitted in the more distant future. In other words we would have approximately
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one Government auditor for every 200 societies, and after a few years would contemplate
one to every 300 societies, with possibly further subsequent extensions. The degree
in which these recommendations would affect existing arrangements may be gathered
roughly from the details given below, but as different provinces use their staff
in different ways and refer to them under various designations, the circumstances of
each would need special investigation. We would note that there are advantages in making
the charges of auditors conterminous with one or more districts, and where the number
of societies makes it feasible, in placing a single district or definite administrative area
under one Government auditor. We may further add that though the Government
auditor should not ordinarily be entrusted with educational or propagandist work, yet
he may sometimes be called upon to guide and assist new developments. To prevent
routine habits and staleness provision should be made for a suitable recess, and occa-
sionally special work of an interesting character may be assigned to him. If however such
duties are frequently entrusted to him or if he is placed in charge of an appreciable num-
ber of societies of a special character, such as societies for insurance, purchase and
sale, etc., then the average number of societies that he could be expected to audit
should be materially modified.

Number of
Number of Government
Province Socictiesand  Auditing Stafl
banks (Permanent and
Temporary)
Madras .. .. .. .. .. 1,338 60
Bombay .. .. .. .. .. 715 8
Bengal .. .. . .. .. 1,667 18
Bihar and Orissa. . .. .. .. 819 11
United Provinces .. .. .. 2,800 12
Punjab .. .. .. .. .. 3,333 19
Burma .. .. .. .. .. 1,359 12
Central Provinces .. .. .. 2,213 23
Assam .. .. .. .. .. 249 5
Coorg .. .. e . 31 Nil
Ajmer .. . . .. .. 357 2
Total British India . 14,881 170

94. Non-Government Audit—As above stated, the original audit of primary
societies should in our opinion be carried out by a staff maintained by co-operative
institutions themselves. We deprecate the creation of a new Government department
on a large scale to carry out audit, both because it is undesirable to let loose in increasing
numbers a new set of Government officials on the villages, and because the officialization
of the work might breed a sense of hostility towards audit generally on the part of the
societies. The staff would indeed be empowered by the Registrar under the Act to under-
take audit work and would remain under his ultimate control; but the appointment,
transfer, and dismissal of all auditors should as far as possible be made in accordance
with the recommendations of co-operative institutions, and the pay of the staff should
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be provided by the movement and not by Government. When the Government already
finances this staff in whole or in part, its aid may be withdrawn gradually. As long as
the pay offered is adequate and the staff such as the Registrar can really rely on, we would
leave it to each province to decide in what manner the various Central Banks, Unions,
and Societies should combine to entertain the auditors required. A common stumbling-
block, however, in the case of small and local establishments, is the stagnation of pro-
motion and want to prospects, and this can only be avoided by the formation of an audit
Union, for the whole province, such as has been started in the Central Provinces, by means
of which the auditing staff is brought into one cadre under the control of the
Registrar. Where this or some similar system is adopted, the cost of its maintenance can
be met either (a) by a levy per capita on all the members of primary societies or (b) by
the distribution of the cost over societies and central banks on the basis of working
capital or (¢) by a similar distribution on the basis of net profits or (d) by a correspond-
ing rise in the rate of interest. In whatever way the money is raised, the system
of an audit Union on the lines suggested is one capable of development as time goes on,
As societies prove themselves fit to take affairs more and more into their own hands, the
degree of control exercised by the Registrar over the non-Governmental staff can
gradually be relaxed until ultimately the entire work of making the original audit devolves
on the societies themselves whose representatives would then be able not only to receive
the audit reports but also to take action on them. That time however is still distant.

95. Qualifications of Staff—1It is scarcely practicable to require any special educa-
tional qualifications in the staff, whether maintained by Government, or the co-operative
institutions, but it may be found in time advisable to recruit for some or all of the posts
from among men who hold a certificate as required under section 144 of the
Indian Companies Act. Also in time it may be convenient to open classes for the train-
ing of auditors or supervisors, but we do not think that at the present stage any better
training can be found than practical experience under the guidance of the existing staff.
The nature and period of this practical training are matters on which the Local
Governments and their Registrars are in the best position to form an opinion.

96. Reports of Auditors and action taken thereon.—The auditor, whether employed
by Government or the co-operative institutions, must record and report to his controlling
officer the results of his audit and we regret to note that in some parts of the
country this is done in a most perfunctory way, a few lines in the society’s minute book
being sometimes considered sufficient. The Registrar should prescribe a form of report
giving, in sufficient but not in too minute detail, the points on which enquiry should be
made. We would deprecate, however, the practice that obtains in some places of making
use of such a form as a means of collecting elaborate statistics rather than of
testing the real condition of the societies. It will be for the Registrar to determine what
degree of checking is required in each case, but we may note that in most agricultural
primary societies there should be no difficulty in requiring an absolutely complete
check of all entries in the Account Books. A copy of the auditor’s report should be
supplied on the spot to the society in its own vernacular and should be treated as open
to public inspection. The report itself should be seen both by the financing or controlling
agency, whether it be a Central Bank or a Union, and by the Registrar, and it will usually
be found most convenient to send it to the Registrar through the financing or
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controlling agency which may record on it or report any action which it has taken or
proposes to take. The defect of ineffective audit, from which the movement has suffered
in some cases in Europe, will thus be avoided, as the financing agency will be able on
its own motion or on that of the Registrar to insist that steps shall be taken to remedy
faults on pain of the withdrawal of its financial support; and in extreme cases the Registrar
has of course power to dissolve or wind up recalcitrant or hopeless societies.

We may add that the personal responsibility attaching to auditors under the Co-
operative Societies Act for the correctness of their reports is, as far as we are aware, the
same as that attaching to auditors of commercial concerns under the ordinary Civil Law,
and we do not advocate any special treatment for the auditors of co-operative societies.

97. Audit of limited liability Non-Credit Societies—The above recommenda-
tions refer primarily to agricultural credit societies with unlimited liability. In the case
of non-agricultural primary societies or agricultural credit or non-credit societies with
limited liability, we would leave it to be decided locally whether such societies should
be admitted to membership in the Audit Union or not. In some cases, such as the larger
urban banks and distributive or insurance societies, the work of audit may be so much
more intricate and expensive than in ordinary cases, that the Registrar might make
special arrangements for the audit and the recovery of its cost either through the Union
or otherwise. There are on the other hand special cases, such as the audit of societies
with unlimited liability among a low-caste population, where Government would be
justified in contributing to the cost of audit as a temporary and eleemosynary measure.

98. Supervision to be entrusted to the Societies—The work of *‘ supervision *’
covers many of the points which have already been included in audit, but in addition
it implies the duty of instructing the members in co-operative principles and the propaga-
tion of the movement by the organization of new societies. Even where it covers
the same ground as audit, however, it differs from it in that it aims not merely at testing
the efficiency of a society but at helping it to be efficient and it comprehends
the further task of seeing that the defects noted at audit have been remedied. The
supervisor is concerned to see that the work of the society is not only business-like and
up-to-date but genuinely co-operative, While satisfying himself that the accounts are
in good order and that business is being conducted regularly and prudently, he would
refrain from verifying the figures in detail, and would set himself to test the knowledge
of the Committee and members, to advise them with regard to difficulties and disputes,
to explain and remedy mistakes, and to impress upon them the principles which societies
should always have before them. These functions should in our opinion rightly devolve
on the co-operative institutions themselves, and, as shown below, they are already in
some measure being discharged by them. The supervising staff is organized in different
ways in different provinces. In the Central Provinces, for instance, it is included along
with the auditing staff in a single cadre and employed by a Provincial Union into which
Central Banks have combined for this purpose, and a similar Federation has been pro-
jected in Bihar and Orissa. In Burma groups of Local Unions whose areas adjoin
each other contribute to maintain jointly, an itinerant supervisor, and in addition each
of the 90 Unions employs a separate paid Secretary whose duty it is to teach and train
the members of affiliated societies. In the remaining provinces it may be said generally
that the supervising staff is appointed and mainly controlled by the Directors of Central
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or District Banks for the benefit of their affiliated societies, or by Unions in districts
where they exist.

| Supervising staff entertained
Provinces Number of by Co-operative Institutions
Societies -
Number Monthly cost
1 2 3 4
Rs.
Madras .. .. .. .. . .. .. 1,338 15 600
Bombay .. .. .. .. .. .. .. 715 4 160
Bengal .. .. .. .. .. .. .. 1,667 30 1,260
Bihar and Orissa .. .. .- . .. .. 819 15 720
United Provinces .. .. .. .. . .. 2,800 128 6,080
Punjab .. .. .. .. .. .. .. 3,333 29 1,220
Burma .. .. .. .. .. .. .. 1,359 13 520
Central Provinces .. .. .. .. .. . 2,213 34 1,480
Assam .. .. .. . . .. 249 2 80
Coorg .. .. .. .. . . .. 31 Nil

Ajmer . .. . . 357 4 100
British India .. 14,881 274 12,280

In whatever way the staff is organised it is for the societies or their Unions or Central
Banks to see that a sufficient and efficient staff is maintained to carry out their
duties, and the Registrar, though watching through the auditing staff how far societies
do really attain to efficiency and thereby keeping a check on supervisional work,
should not himself unnecessarily interfere with it. For supervision the strength of the
staff will depend on local conditions and on the extent to which honorary workers are
available. The staff will not be under the orders of the Registrar or his auditors, and its
reports will be submitted to the body which maintains it, and will not necessarily go on
to the Registrar. It will be for that body to decide how the work should be carried out
and whether supervisors should, like auditors, be required to submit their reports in a
definite specified form. In its teaching and propaganda work the supervising agency
should, we consider, be guided by the principles which have been indicated by us in
paragraphs 30 and 39 above.

Accounts and Returns

99. The submission of accounts and returns by societies is governed by rules under
Section 43 of the Co-operative Societies Act, and it has usually been found possible to
obtain such returns with punctuality. The returns are in some cases prepared by the

8
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secretaries of the societies themselves, but where these officials are too ignorant or in-
experienced, they have received help from the auditing or supervising staff. The
form of the returns to be prepared by societies depends mainly on the manner in which
statistical information has, under the orders of the Government of India, to be supplied
by Registrars to the public in their Annual Administration Reports. Orders on this point
were issued by the Government of India on the recommendations of the first Conference
of Registrars in 1906 when they prescribed the publication of information by districts
showing the total figures for societies in the form of (4) a Receipt and Disburse-
ment Statement, (b) a Profit and Loss Statement, and (c) a Balance Sheet. The form
of the returns was after consultation with the Conference of Registrars held in 1912,
amended in 1913 in order to meet the conditions of the new Act, and to supply certain
information needed by the International Institute of Agriculture in Rome. We find,
however, that there is some dissatisfaction regarding these returns on the part
of Registrars, some of whom consider that they are too elaborate for primary societies
and point out that in any case these financial returns are of little value when prescribed
in the form of Provincial totals. We have also found that for about a month before the
returns are due, the staff of societies, and in many cases the auditing and supervising
staff also, is so occupied in their preparation that current work, even when of an urgent
character, has often to be entirely neglected. Similarly, on the receipt of the returns by
the Registrar’s office, his clerical staff has to devote an undue amount of time to com-
puting, checking, and seeing through the press an enormous mass of statistical matter
which is not really required.

We have carefully considered the questions raised and we have submitted separately
to the Government of India a letter containing proposals for a fresh revision of the annual
returns. We recognize that in proposing a fresh series of returns we are causing
considerable, though temporary, inconvenience to societies and to Registrars, but we
hold it to be of some importance to utilize the opportunity which has presented itself
of placing these returns on a proper footing, and we believe that so far as the offices of
Registrars are concerned the changes proposed will lead to an appreciable reduction of
work, while the information presented to the public will be published in a form much
more suitable for assimilation. We have based our proposals on three main principles.
In the first place we have maintained the view that each society should prepare the three
financial statements above mentioned, as we consider that without this societies can never
be expected to develop the requisite business capacity for keeping their own accounts.
In the second place, while expecting societies to prepare these statements themselves,
we recognise that they have not always the requisite capacity for this task, and
we would therefore accept returns prepared by the auditing staff, but in view of the in-
convenience caused by the present system of preparing all returns immediately after
the close of the co-operative year we have suggested that in the cases where the returns
are not prepared by societies themselves the accounts prepared at the last audit during
the year should be accepted in their stead. It can no doubt be urged that this plan vitiates
to some extent the conclusions drawn from the statistics as regards the progress of the
movement, but we believe that it will have this effect to a small extent only, and that as
time progresses this disturbing element will disappear. Then, in the third place, we have
suggested that, while the returns for central societies should be exhibited in the form
of the three prescribed financial statements, the data for primary societies should be
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shown in one statement only which exhibits in a statistical form the outstanding features
on which information is required. By this curtailment of the published data for primary
societies the amount of compilation and check now required from the clerical staff in

the offices of Registrars will be reduced and the statements appended to the Annual
Reports will be greatly simplified.




CHAPTER 11
CENTRAL BANKS

100. Federated financing agencies.—As has been noted above, the original scheme
for co-operation in India did not contemplate the federation of societies into central
financing agencies. It was of course recognised that agricultural societies could not be
expected in all cases to raise their own funds, but it was anticipated, in accordance with
a plan promulgated by Mr. Dupernex, that the Urban Banks would be able to raise
sufficient capital to meet both their own needs and those of the rural societies. Under
these arrangements certain of the larger Urban Banks in various provinces gradually
assumed the position of central financing agencies, and these were followed—especially
after the passing of the Act of 1912—by other Central Banks in many of which the agri-
cultural societies were themselves in some way represented. In some cases Central Banks
have been established which serve the bulk of the societies in a province, and deal with
the societies either directly or through the medium of guaranteeing unions of societies.
In others the Central Banks serve smaller areas, such as a district or part of a district,
and, when themselves in want of funds, have recourse either to each other or to Joint
Stock Banks or to a Provincial Co-operative Bank established for the purpose,—a subject
with which we shall deal in the next Chapter.

In Madras, the Madras Central Urban Bank has financed a large number of pri-
mary societies in outlying districts. In Bombay, there are three Central Banks working
in areas not greater than a district, but by far the greater portion of the work of financing
the primary societies in the Presidency is performed by the Bombay Central
Bank. In Burma, two local Central Banks have been established, but here too the greater
portion of the societies are financed directly by the Upper Burma Central Bank. With
these exceptions all the primary societies throughout India are financed by Central Banks
established to do business in an area equal to a district or part of a district. For reasons
which we shall explain in the next chapter we have deemed it suitable to exclude from
consideration here the Central Banks of Madras and Bombay and the Upper Burma
Central Bank, and to deal with them in the next chapter along with the Provincial or apex
banks recently founded in Bihar and the Central Provinces. This chapter will therefore
be confined to those Central Banks intended to finance primary societies within a single
district or part of a district and it will be understood that it is to banks of this class only
that we refer in using the term ‘* Central Banks.”

101. Guaranteeing Unions.—Before dealing with Central Banks of this class, we
desire to refer to the system of guaranteeing unions which in some provinces form the
link between the financing agency and the primary societies. The number of such unions
shown in the returns for each province is as noted below. In Madras, the constitution of
unions has varjed at different times and those latterly established entail no guarantee for
loans given to the societies of the unions. The unions in Bengal and Assam are intended
to follow generally the Burma model, and somewhat similar unions are contemplated in
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Bihar and Orissa. It is in Burma that the system of guaranteeing unions had its origin,
and as will be seen from the figures above quoted it is in that province that the system
has had its greatest development. The Burma union as a rule consists of 5 to 35 societies
and is managed by a general meeting on which all the societies are represented.
The union is registered as a society with limited liability and mutual guarantee is effected
by a rule that each constituent society shall be liable for any default by a society in the
repayment of a loan recommended by the union to the extent of the maximum amount
of its borrowings from non-members in the twelve months preceding a call. As noted
in paragraph 98 above, the unions employ a paid Secretary and the decentralization of
supervisional work thus secured is in our opinion very valuable.

Province No. of unions
Madras .. .. .. .. .. .. .. .. 4
Bengal .. .. .. .. .. .. .. .. R
Burma .. .. .. .. .. .. .. .. .. 90
Assam .. .. .. .. .. .. .. .. o2

The logical basis for the reliance placed by a Central Bank on the assessment of
credit made by a union is of course the fact that such unions are groups of societies
which themselves hold shares in Central Banks. Although societies might be federated
for purposes of mutual supervision and the assessment of credit, little confidence could
be placed in such assessment and still less in the action taken for the recovery of loans,
unless the federated socicties were themselves pecuniarily interested in the amount and
character of the loans. It has been found at the same time that the grant of loans to indi-
vidual societies is expedited and their credit enhanced by a system of mutual
guarantee and supervision, which has been found to work excellently in the province
where it had its origin. This system has been impugned on the ground that a union should
not meddle in banking business, and that the mutual guarantee involved an interlocking
of liability which leads to confusion. We think however that there may be some mis-
apprehension in this criticism, as the guaranteeing union established in this country is
not a banking body which borrows on the ultimate liability of its constituent societies
in addition to their own borrowings, but mercly a guaranteeing agency which leaves
the ultimate liability of the societies unimpaired. It is true that this form of federation
has not been instituted so far as we are aware in any European country, but the absence
of guaranteeing unions in Europe may be due partly to greater distrust between adjacent
villages and partly to the want in Europe of any proper method of enforcing the re-
commendations of co-operative unions. One of the crucial problems in India is the vast
size of the country and without some method of increasing the size of the individual
unit with which the controlling agency has to deal and at the same time of arranging for
that unit to undertake work which would otherwise fall on a paid staff, the task of ade-
quate supervision is rendered extremely difficult. We consider the system as established
in Burma to be feasible and full of promise. We should be glad to see a system of this
nature tried in other provinces and we look on this as one of our most important re-
commendations. The societies in all provinces should gradually be brought together into
unions for the purpose of mutual supervision and for the assessment of credit and re-
covery of loans, and unless experience elsewhere should belie the results obtained in
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Burma, it will be in our opinion a great accession of strength to the movement if these
unions undertake some kind of guarantee after the Burma model. It is not indeed necessary
that the guarantee should, in every case, entail a complete liability, and it is possible
to arrange that the union should guarantee one-half or some other fraction, especially
in cases when it is dealing with a bank of a class which must undertake responsibility
for the assessment of credit. But a guaranteeing union of some kind is, in our opinion,
advisable where the financing agency is a Central Bank, and essential in cases where a
Bank dealing with a whole province attempts to deal with societies without the inter-
vention of a Central Bank.

102. Functions of Central Banks: Contrasted with Joint Stock Banks.—Turning
to the Central Banks we would draw attention to the double function which they perform
of (a) balancing the funds of societies and (b) supplying capital. Up to a certain point
the former function can be performed by the Registrar, and the latter by Joint Stock
Banks: but a time soon comes when a Central Bank of some kind has to be substituted
for these agencies. As the number of societies increases, the work of balancing funds
becomes greater than can suitably be entrusted to an officer such as a Registrar who has
so many other duties to perform. For the supply of money it was not uncommon in the
earlier stages of co-operation in India, for societies to apply direct to Joint Stock Banks,
and the practice is not unknown even now. But as a general rule a Joint Stock Bank,
however anxious to help, is not the best agency for the supply of capital to primary
co-operative societies. The ordinary Joint Stock Bank deals with tangible securities only
and finds it difficult to appreciate the ‘imponderable’ factor in co-operative security,
even when combined with unlimited liability. It is accustomed also to dealing with short
loans as understood by commercial circles, namely loans of 2 or 3 months, and looks
for a far more rapid turnover than can be afforded by the class of loans needed by members
of agricultural credit societies. It could not be placed under any direct control on the
part of the Registrar, nor would it be fitted to exercise the necessary control over the
societies, and it would scarcely be prepared to lock up in the movement the amount of
capital which the proper financing of societies would demand. It has therefore been
found advisable in India as elsewhere to establish the class of bank represented by Central
Banks and to maintain them under co-operative control, which will appreciate the special
conditions under which co-operation works and act in sympathy with those conditions.

103. Contrasted with European conditions.—On the establishment of these Central
Banks they were entrusted with the two functions above alluded to, namely of balancing
funds and of supplying credit.

There is however a marked difference in the respective importance of these two
functions in India and in most European countries. In the latter the chief function of
the Central Bank is to take over money where and when it is plentiful and to distribute
it where and when it is lacking: in the former, its chief function is to supply capital drawn
from outside the movement to societies. The percentage of capital borrowed from
Co-operative Institutions by primary societies of all sorts in India is 53 per cent. as against
8 per cent. in Germany, and the Central Bank fulfils a more important and a more
difficult role in India than in most European countries. The sphere of operations is also
somewhat different, because a Central Bank in India is usually formed for a district or
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part of a district, and afthough the number of affiliated societies will, as the movement
extends, reach a considerably larger figure, a Central Bank in India serves at present on
an average some 40 to 50 societies only, while the Central Banks in Germany are formed
for a Province or State and serve on an average some 500 societies. On the other hand,
the extensive areas of our districts and the deficiencies in our communications are factors
which to some degree assimilate the management of an average Indian Central Bank
to that of the institutions of the same name in Germany, and as time goes on the number
of societies affiliated to them will also tend to approach nearer to that of the societies
affiliated to the German Central Banks.

104. Distribution of Central Banks.—The Central Banks of all kinds now existing
in India, are distributed over the various Provinces in the manner shown below, and
an abstract of their organisation will be found included in Appendix I of our Report.
We shall note in the next Chapter of the Report our reasons for holding that in all the
major Provinces it will be advisable for these banks to be co-ordinated under a Provincial
Bank (that is an apex bank for the whole province), and our remarks on Central Banks
are made generally on the presumption that this further link will when necessary be
supplied. The soundness and success of Central Banks are based on the same factors as
we have shown to lie at the basis of the soundness and success of primary societies and
we propose to deal with Central Banks under the same three heads, namely (@) their con-
stitution and management, (») the manner in which their capital is composed and em-
ployed, and (c) the efficiency with which they are audited and supervised.

Madras . 7
Bombay .. .. .. .. .. .. .. .. .. 3
Bengal .. .. .. .. .. .. .. .. .. 33
Bihar and Orissa. . .. .. .. .. .. .. 12
- United Provinces .. .. .. .. .. .. .. 55
Punjab .. .. .. .. .. .. .. .. .. 38
Burma .. .. .. .. .. .. .. .. o2
Central Provinces .. .. .. .. .. .- .. 28
Assam
Ajmer .. .. .. .. .. .. .. .. .. 5

Total British India .. .. .. .. 189

CONSTITUTION AND MANAGEMENT

105. Three classes of Banks: Banks with Individual shareholders only.—Central
Banks in India may be classified according to their constitution under three heads (1) banks
of which the membership is confined to individuals, (2) banks of which the membership
is confined to societies, (3) banks which include both individuals and societies among
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their members. The numbers of Central Banks falling under ‘each of these heads are
approximately as shown below.

Class 1 Class 2 Class 3

Madras .. .. .. .. 4 .. 3
Bombay .. .. .. .. 1 2
Bengal .. .. .. .. .. 3 6 24
Bihar and Orissa 1 11
United Provinces .. .. .. .. 14 41
Punjab .. .. .. .. .. 12 20 6
Burma .. .. .. .. .. .. .. 2
Central Provinces .. .. .. .. .. 28
Assam .. . .. .. .. 2 .. 4
Ajmer .. .. .. .. . .. .. 5

Total .. 21 42 126

The first class includes any bank in which the shareholders consist entirely of
individuals or in which societics are admitted as shareholders on exactly the same footing
as individuals, without any special provision for securing their representation on the
Committee or for reserving a definite portion of the share capital for them. A bank of
this class stands in much the same position as a joint stock bank, and in deciding
whether such a bank should be admitted to registration under the Co-operative Societies
Act, Registrars should, we think, be guided by the consideration whether the bank proposes
to grant loans to any persons or institutions besides registered co-operative societies,
and whether it intends to undertake any outside banking business not immediately con-
nected with co-operative finance. In either of these cases the bank should not be registered,
because its existence will only cause friction both with the societies which it is intended
to serve and with the joint stock banks with which it may enter into competition, and its
work would not be of the kind contemplated by the terms of the Co-operative Societies
Act. There are now practically no Central Banks which undertake outside business and
comparatively few which lend to individuals, but in our opinion the time has come when
steps should be taken to bring to a close in all cases the practice of granting any loans
except to registered societies. If these conditions are complied with, we would not recom-
mend the absolute prohibition of the use of this kind of Bank by societies, pro-
vided that the bye laws are carefully drafted and include provisions limiting the dividend
to a reasonable percentage on share capital, so as to ensure that affiliated societies cannot
become a prey to the capitalistic tendencies of the sharcholders. The relations between
societies and a bank of this class would be a matter of contract and it would be for the
Registrar to see that the contract was not unfavourable to societies. In any case it would
be necessary for such a bank to maintain its own independent field staff for the assess-
ment of the credit of applicants for loans, whether such applications had been recom-
mended by Unions or not, as its Committee would not include experienced representa-
tives of the societies or be able to rely solely on the recommendations of groups of
borrowing societies unconnected with it in pecuniary interest. It must of course
be understood that a purely capitalistic Central Bank is not a suitable agency for the
training and supervision of societies or for fixing the total borrowing capacities of societieg
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in respect of their dealings with the public. On the whole the difficulties that beset banks
of this constitution are so considerable that we should prefer to see them gradually
disappear.

106. Banks with societies only as shareholders.—The second class, consisting of
purely co-operative banks, would in theory be the type best suited to finance societies
satisfactorily. The antagonism of intcrest between the shareholders of the Central Banks
and the borrowing societies is eliminated by the identification of the two parties. The
management of this class of bank entails the least possible expense, as owing to the
union of borrowers and lenders, the staff, maintained to verify the credit of borrowers
or to recover loans from them, may be on a much diminished scale. There is no need of
earning dividends since the profits out of which they come are derived from the very
institutions which would receive them. On the other hand, it is difficult under present
conditions to find among the members of societies representatives with sufficient capacity
to manage such an institution, and this type of bank generally fails to excite the interest
or leave room for the assistance of the middle classes, who by its constitution are excluded
from active participation in the movement; nor has it the necessary prestige to command
local deposits to the extent to which they would have been forthcoming if the middle
classes were identified with the bank. In view of these practical difficulties banks started
on these lines have not hitherto proved an unqualified success, and though they repre-
sent the model at which co-operation should ultimately aim, they should not be unduly
forced. Where the necessary personnel is available, it might be possible for them to
obtain the advantages of the help of the educated public by allowing the co-option of
individual capitalists or others as directors with a substantial shareholding, as has been
commonly done in Europe, and although the co-option of one or two such directors
might not bring in as much deposit capital as in banks where the middle class was more
substantially represented, there would ordinarily, on the other hand, be a compensating
reduction in dividends and other expenses. The system, however, has not hitherto been
tried in India.

107.  Banks with mixed constitution.—The third or mixed type comprehends banks
in which societies are not only assigned a certain proportion of the shares but also are
given separate representation on the board of directors. If provisions are introduced
which by securing to societies a majority on the directorate and by limiting dividends
to a reasonable rate, will prevent individual shareholders from enjoying an undue
advantage, we consider this class of bank well suited to present conditions. Though not
so cheaply managed as the second class, it will be cheaper than the first and in addition
offers a means whereby an intelligent directorate can be obtained and the middle classes
of the locality enabled to take their part in the movement. In starting new Central Banks,
it will be well usually to adopt this system, but provision should be made to enable the
bank by degrees to become more co-operative by diminishing the number of its non-
working individual shareholders either by lapse or by redeeming their shares or by
confining all fresh share issues that may be found necessary to societies only.

108. Area suitable for a Central Bank.—It is usual, except in some cases in the
Punjab, to assign to each Central Bank a definite area within which it may grant loans
to societies, but the area covered and the number of societies served varies considerably.
There is a tendency to assimilate a bank’s area of operations to some administrative unit
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such as a district or sub-division or tahsil or taluka, and in many instances banks have
hitherto worked successfully in comparatively small areas, but in these cases they have
not undertaken the full expenses which in our opinion should be borne by Central Banks,
and they have generally enjoyed the advantage of wide margins between their borrowing
and lending rates. If our recommendations in respect of staff and fluid resource
are carried into effect, the expenses of Central Banks will absorb a substantial part of
their working Capital, and the cost will of course be proportionately less when distributed
over a larger business. Consequently a Central Bank should cover as large an area as
is compatible with convenience and efficiency. Although it may commence on a small
scale, it cannot expect ultimately to work at a profit unless it has a considerable capital
and we think that a Central Bank should ordinarily expect to deal, either at once or
within a reasonable time, with at least 200 to 250 societies. Subject to the above con-
siderations it is always well to adhere as far as possible to administrative divisions and
to avoid the creation of banks intended permanently to deal with any area exceeding
a district.

109. Possibility of substituting branches of Provincial Bank.—It has not infrequently
been suggested that where there is an apex or Provincial Bank, the Central Banks might
with advantage be converted into branches of it. It is contended that the concentration
of banking skill and experience and the aggregation of funds and accounts in one place
would entail a saving in management and that Central Banks would then be regarded
simply as machines for taking in and giving out money under the directions of the Pro-
vincial Board, and could be left in charge of managers on comparatively low pay. There
is some doubt, however, as to the possibility of carrying on the work through a low-paid
local manager and there is also the consideration that such a change would involve the
loss of a good deal of service now done gratuitously. Even if it be admitted that there
will be an economy in management, there are still further objections to be considered.
A Central Bank gives an opening whereby the middle classes can interest themselves
in the movement, and even though local committees were organised to supervise
the branches, it is probable that local enthusiasts would work with a keener sense of
responsibility and zeal for their own independent bank than for a branch of the Pro-
vincial Bank. If a manager on high pay were found to be necessary, it would be some
time before the Provincial Bank’s business would be on a large enough scale to permit
of his maintenance, and difficulties might be experienced on account of the want of energy
on the part of a branch committee in obtaining repayments and deposits or in enquiring
into loan applications. Indeed in cases where there is no system of subordinate Unions,
it is difficult to see how a Central Bank could be dispensed with. Our conclusion, there-
fore, is that although there is no reason why branches should not be established in pre-
ference to Central Banks in places where Unions have been developed, local conditions
should always be well weighed before this step is taken, and we imagine that in most
cases it will for some time to come be the cheaper and more efficient course to adhere
to the system of independent Central Banks.

110. The Directors and their duties.—The management of Banks is carried on by
a body known as the Board of Directors or the Managing Committee, having under it
sometimes a special working sub-committee to deal with urgent work. Routine business
is usually disposed of by the Chairman or one of the other Directors in the capacity of,
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or in consultation with, the Secretary or Manager, helped to a varying extent by other
members. The work of the Directors is almost always honorary and besides helping in
the disposal of office work they are also found undertaking in many provinces the work
of supervision and reporting on loan applications from societies in their neighbourhood,
each Director being occasionally placed in charge for these purposes of a defined portion
of the total area served by the Bank. They also frequently by their local influence
give valuable help in obtaining deposits for their Banks and arranging renewals. Meet-
ings are generally held monthly and even when Directors live so far away from the Bank’s
office that they are unable to attend all meetings, they can generally be relied on to be
present at the more important meetings held once or twice a year to assess the credit of
societies and to settle the chief items in the year’s programme. It is sometimes urged that
the management of these Banks being in the hands of amateurs cannot be expected to
stand a very critical scrutiny. It is true that these Banks lack the expert Managing
Director or Manager who advises the non-specialist Directors of Joint Stock Banks, but
on the other hand, the type of Director who is generally chosen as a representative by
the individual shareholders and devotes himself to the work of management of such
Banks, is as a rule enthusiastic and intelligent, and the work itself is by no means so
complicated as in a Joint Stock Bank. A Joint Stock Banker must understand trade and
finance, possess a thorough knowledge of commercial law and stock exchange practice,
be competent to deal with bailment and monetary business, and skilled in judging men
and selecting the right sort of business. A Co-operative Banker, on the other hand, needs
only to have a general understanding of money rates and to fix his own rates so as to
produce the margin of profit required to carry on the Bank on sound lines; he should
be able to forecast probable receipts and demands from societies, to maintain careful
accounts, and to see that his working capital is regularly employed and that sufficient
fluid resource is always kept available. He needs to exercise very little discrimination
in the selection of business, and in the important work of assessing credit reliance is
placed either on the reports of Unions or on information supplied by Directors who for
this purpose need not so much a business training as local knowledge and common sense.
The work of Co-operative Banks is accordingly simpler in itself than that of Joint Stock
Banks, and for its successful despatch calls less for technical skill than for ordinary probity
and knowledge. It is therefore well within the capacity of the intelligent lawyer or other
professional man, who usually works on the Board of a Central Bank, and though every
opportunity should be taken of securing expert banking knowledge on a Board when
possible, the fact that it is absent does not necessarily mean that the business will not
be competently administered.

111. The Bank’s staff—In some banks a good deal of work is entrusted to a
paid manager and, although we hold it advisable to restrict the paid agency of banks as
much as possible, we consider that where such agency is found necessary it should always
be adequately remunerated. As regards the staff required for supervising societies, we
have already dealt with the matter in paragraph 98. It is the business of the Directors
and the staff to visit villages from which spontaneous applications are received and to
organize societies therein, but we have come across cases where their help has been some-
what recklessly used and where societies have been multiplied in excess of the financial
resources locally available, a situation which has resulted in the Registrar himself being
driven to tout for funds in the outside money market. We would draw attention to the
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stipulation made in paragraph 39 that the growth of societies should proceed sponta-
neously by imitation of existing societies, and hold the view that if co-operation
is started on right lines, the staff of Central Banks can be employed more usefully in
helping and advising voluntary applicants for societies than in propagandist activities.

112, Extent to which different classes of Societies should use Central Banks.—In all
Central Banks which admit societies as shareholders, we think that no credit society should
be granted a loan unless it has first subscribed to a share, and that all credit
societies within the jurisdiction of a Bank should be encouraged in every way to become
sharcholders. Similarly it is advisable that non-agricultural societies should become
sharcholders in Central Banks, though in their case the necessity is not so great. Non-
credit societies (productive, distributive, etc.) stand on a different footing; but there is
no objection to their making use of a Central Bank provided that they take an adequate
number of shares and offer sufficient security. In their case, however, no rule need be
laid down preventing them from applying for such funds as they need to any agency
they may prefer. In the case of insurance societics we would go further and deprecate
any financial connection between them and Central Banks except in so far as they may
be permitted to deposit their surplus funds in them. The intermixture of insurance and
credit business is attended with grave danger, and the financing of insurance societies
should as a rule be left to separate reinsurance Institutions.

113. Book Banks-—Central Banks in India usually receive and pay out cash from
their own offices, but we have met with cases in which all transactions were carried out
through a neighbouring Joint Stock Bank, the Central Bank in such cases playing the
part of what is known in Europe as a Book Bank. We see no objection to an arrange-
ment of this kind if the respective positions of the two Banks towards each other and
towards outside persons paying in or withdrawing money are clearly defined, but as the
volume of a Central Bank’s business develops, we imagine that a time will arrive when
it will be found more convenient for them to conduct their own money transactions.

CoMPOSITION OF CAPITAL

114, Composition of Capital of Central Banks.—As in the case of primary societies
the four main sources of working capital are (1) shares, (2) deposits, (3) loans, (4) Reserve
Fund, and the figures under each of these heads were at the end of the last official year
approximately as follows:—

Rs.
Shares .. .. .. .. .. .. .. .. 27,02,078
Deposits .. .. .. .. .. .. .. 1,38,95,367
Loans .. .. .. .. .. .. .. .. 35,92,891
Reserve Fund .. .. .. .. .. .. .. 4,44 800

L15. Affiliation fees.-—The Reserve fund will be dealt with separately below, and
before dealing with the remaining heads there is a small point which calls for notice.
We find that it is unusual for Central Banks to levy any entrance or affiliation fees, and
where they are required (as in Bihar and Orissa, and Assam) the amounts charged are
insignificant. We see no advantage in the practice, and would have no objection to its
discontinuance.
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116. Amount of Share Capital—The figures below show the amount of share
capital possessed by Central Banks and its relation to their total liabilities in each Province.
The share capital is subscribed by two main classes, viz.:—

(a) individual shareholders and (b) affiliated societies. In order to reassure the public
and attract deposits it is advisable that the total share capital should be as large as
possible consistently with the economical working of the Bank, and in many banks in
some provinces we doubt if the proportion which it bears to the total liabilities is suffi-
ciently large.

|
! Percentage
. Amount of | Average per of paid up
Province | paid up Share Bank in Share Capital
Capital in lakhs| thousands on
of Rupees of Rupees total habilities
1 2 3 4
Madras .. .. .. . .. .. .. 1.97 8 8.3
Bombay .. .. .. .. .. .. .. .59 9 24.1
Bengal R 3.84 11 1.5
Bihar and Orissa .. .. .. . .. . 1.15 9 13.9
United Provinces .. .. .. .. .. .. 6.31 11 10.4
Punjab . .. .. .. .. .. .. 6.19 16 13.9
Burma .. .53 26 12.6
Central Provinces .. .. .. .. .. .. 4.97 17 18.9
Assam .. . .. .. .. .. .. .25 4 14.4
Ajmer .. .. .. .. .. .. . .. 1.22 24 16.0
Total . 27.02 4 12.7
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