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1. Introduction
Governance  has  been  presently  one  of  the  most  discussed  talked  topics  for 
academicians,  policy  makers,  executives,  development  professionals,  corporates, 
bilateral  and  multilateral  aid/assistance  organizations  (Gupta,  2004).  The general 
argument is that in the LPG era, addressing governance related issues is crucial – be 
it in the government, corporate sector or development sector – to India joining the 
league of developed nations. 

Like many social science constructs, Governance also has multiple meanings and 
definitions.  As  Gupta  (1999)  noted,  Rhodes  (1999)  reviewed  the  concept  of 
governance  and found  it  to  mean  minimal  state;  new public  management;  good 
governance; a socio-economic system; and as self-organising networks.  According 
to  Gupta  (2004),  governance  issues  in  the  context  of  cooperatives  differ  at  the 
national,  state,  sector  and  organization  levels.  At  each  of  these  levels,  the 
governance  should  address  the  structures  and process  that  enable  integrity  and 
ethics; transparency and openness; measurement and accountability; participation of 
stakeholders  in  decision  making,  and  predictability  through  commonly  accepted 
norms and values and their enforcement. 

In this paper, we will attempt to review the literature on the democratic governance at 
the cooperative level and its relationship with members’ capital stakes.

2. Democratic Governance in Cooperatives

The governance in cooperatives has to ensure that they effectively respond to the 
needs of various stakeholders, especially the members-owners who are the most 
important stakeholder group in cooperatives. While they are many governance issues 
in  cooperatives,  the  scope  of  this  paper  is  limited  to  the  relationship  between 
democratic governance and member capital stakes.

2.1 The Basic Hypothesis 

The basic argument is that there is a close positive relationship between the extent of 
member capital stakes in a cooperative, the extent of member participation in the 
decision making processes, the quality of services provided by the cooperative and 
hence  their  patronage5 and  the  performance  of  the  cooperative  and  member 
satisfaction (Rouse, 1994; Agrawal et. al., 2003).  If the members have higher capital 
stake in the cooperative, they are likely to take more interest in the decision making 
processes of the cooperative influencing the cooperative to provide services that are 
relevant and useful to the members, which will result in greater patronage of such 
services. This in turn will improve the performance of the cooperative and result in 
member satisfaction. These hypothesized relationships are shown in Figure 1.
1 Director, IRMA, Anand 
2 Dean (Academics) and Professor and Coordinator of Finance & Control Area, IIM, Bangalore 
3 Faculty Member, Finance and Accounting Area, IIM, Ahmedabad
4 Associate Professor, IRMA, Anand
5 Though originally defined and measured as “usage”, we are calling this “patronage” in this paper.

1



IRMA Silver Jubilee Symposium

Figure 1: Hypothesized  Relationship  between  Member  Capital  Stake, 
Member Control, Patronage and Satisfaction

Source: Agrawal et. al., 2003, p.3

As Rouse (1994) pointed out,  an important  corollary  of  this  argument is  that  the 
financing  strategies  in  cooperatives  that  given high  priority  to  the  mobilization  of 
funds  internally  as  primary  source  of  funds  will  result  in  better  and  sustainable 
performance than those that  give  priority  to  the  external  funding sources.  Rouse 
found considerable support to his argument in the studies from Asia, Africa and Latin 
America. 

3.0 Evidence from Indian Cooperatives

Following (Dahl and Lindblom, 1976), Reddy and Sekhar (2001) have argued that in 
their purest form, there are two types of controls in organizations, the ‘market type’ 
and the ‘polyarchical and hierarchical type.’ The market type of controls are those 
which use coalignments or incentives and the price mechanism of economics for 
resolution of conflicts. Polyarchical and hierarchical forms of controls on the other 
hand  use  bargaining,  negotiations  and  coalition.  Whatever  be  the  form  of  an 
organization, its dealings as corporate entity with outsiders or other organizations 
would generally tend to be more market oriented and those within the organization 
would  tend  to  be  more  polyarchical  and  hierarchical.  That  is  because  extra-
organizational contracts giving rise to such controls that are usually more definite and 
complete. Intra-organizational contracts tend to be indefinite and can be enforced 
only by continuous mutual adjustments, which require the invocation of polyarchical 
and hierarchical types of controls. Second, the form of organization would tend to 
have  certain  favoured  mix  of  the  two  types  of  control  where  the  logic  of  the 
contractual relations and task orientations is different (Dahl and Lindblom 1976).  

Organizations that tend to be ‘business enterprises’ would use more of the market 
types  of  controls.  Contrarily,  developmental  organizations  use  much  less  of  the 
market type of controls even in their transactions with outsiders. Reddy and Sekhar 
(2001)  conceptualized  democratic  governance  as  member  control  and 
operationalized it  in  terms of  member  participation  in  liberal  democratic  process, 
participation  in  major  and  operational  decisions  and  it  was  correlated  with  civic 
culture, patronage of services and satisfaction with the organization. They found that 
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member control was higher when the members had trust in their leadership; were 
properly  educated  to  respect  the  democratic  norms;  transparency  of  operational 
systems was ensured; information was provided to the members that was relevant, 
appropriate and simple to understand; and developed suitable systems to enable 
members  to  participate  in  the  process  of  taking  major  and  routine  operational 
decisions that have strong influence on organization’s performance. Member capital 
stakes was not included in this study.

The control, patronage and satisfaction measures developed by Reddy and Sekhar 
were fine-tuned by Agrawal et. al. (1993) besides developing measures for member 
capital. Sriram et. al. (1996) conducted a study on dairy cooperatives belonging to 
two district  level  unions  in  Gujarat  using these measures.  They defined member 
control as the extent of member participation in the decision-making processes of the 
cooperative.  These  included  control  through  participation  in  occasional  decision 
making (e.g., elections), periodic decision making (e.g., AGMs) and routine decision 
making (e.g., milk testing procedure).

Patronage was defined as percentage of actual patronage of services to the potential 
patronage.  The services were categorized as primary service (milk procurement), 
secondary service (cattle feed supply) and other services (veterinary and artificial 
insemination  services)  in  the  case  of  dairy  cooperatives.  The  satisfaction  was 
measured in terms of how satisfied they were with the primary, secondary and other 
services and with overall functioning of the cooperative. 

Member funds were measured in terms of total funds comprising non-withdrawable 
reserves,  share  capital,  non-withdrawable  deposits,  withdrawable  reserves, 
withdrawable  deposits,  and  funds  committed  for  less  than  one  year  (savings 
deposits, dues for supply). However, in this paper, we are reporting results of only 
total funds and share capital.

A  similar  study  was  conducted  by  Agrawal  et.  al.  (2003)  with  multi-purpose 
cooperatives  in  Andhra  Pradesh.  They  made  suitable  changes  in  the  items 
measuring member control, patronage, satisfaction and cooperative’s performance.

Performance was measured in terms of annual rates of growths of total sales, interest 
income,  capital  employed (total  assets  employed),  gross  fixed assets,  net  working 
capital, long term capital, and net worth.  Also, membership growth, audit classification 
and audit lag (between an accounting year end and audit completion).

3.1 Evidence from Dairy Cooperatives

Dairy cooperatives generally used check-offs as the main strategy to raise member 
funds. This amount was either treated as share capital or various types of deposits. 
However, the difficulty level to use check offs as a fund raising strategy increased 
with increase in the competition for procurement of milk. The second issue was the 
quantum of check off amount. As long as the check off amount was small and was in 
reasonable limits, members did not resist. But this reasonable limit also varied with the 
competition for procurement of milk and the resource status of the farmers.

Total funds had significant positive correlations with share capital. Share capital is a 
component of the total funds and grows in tandem with the other components of total 
funds,  namely, deposits, debentures, procurement dues, and reserves.  Total funds 
also had significant positive correlations with control-routine, which is control through 
participation in routine decision making transactions. It  essentially means that the 

3



IRMA Silver Jubilee Symposium

greater the direct investment by the members, the greater control they apply through 
regular routine transactions. 

Share capital had significant and positive correlations with members’ participation in 
periodic decisions suggesting the tendency to attend and actively participate in the 
periodic decisions (e.g., AGMs). 

Control-periodic had significant and positive correlations with control-occasional and 
satisfaction.  Essentially what this relationship suggests is that the regular attendance 
in  AGMs  also  gives  the  members  a  sense  of  involvement  in  the  affairs  of  the 
cooperative and they would have a tendency to take active interest in control through 
occasional decision making such as electing the board members or appointing the 
Managing Director.  It is interesting that the participation in periodic decision making 
was not significantly related to patronage of the co-op’s services.

Control-routine  had  significant  and  positive  correlation  with  patronage.  This 
essentially means that the greater the patronage of the services availed from the 
cooperative, the greater the sense of control members have over routine matters. 
However, it is to be seen that control through routine matters is negatively associated 
with  decisions  resulting  in  the  change  of  the  Board  or  Managing  Director.  This 
essentially would mean that if routine matters are not resolved, it would result in a 
sense of  helplessness and despair.   In  such circumstances,  the members would 
resort  to  changing  the  decision  making  structure  through  their  participation  in 
occasional decisions rather than resorting to the route of day to day resolutions.

Patronage  had  significant  and  positive  correlations  with  satisfaction  which  is 
expected.
 
Table 1: Correlation Coefficients between Member Funds, Member Control, 

Patronage and Satisfaction (Individual Level Data)

Item Total 
Funds

Share 
Capital

Control-
Periodic

Control-
Routine

Control-
Occasional

Patronage Satis-
faction

Total Funds 1.00
Share 
Capital

0.60** 1.00

Control-
Periodic

-0.13 0.22** 1.00

Control-
Routine

0.23** 0.04 0.00 1.00

Control-
Occasional

-0.04 -0.16 0.22** -0.37** 1.00

Patronage -0.01 -0.04 0.15 0.27** -0.04 1.00
Satisfaction 0.17 0.16 0.29** 0.00 0.14 0.45** 1.00
   *   Significant at 5% level
   ** Significant at 1% level
Source: Sriram et. al. (1996, p. 267)

Evidence from dairy cooperatives suggests that the best path to member-satisfaction 
might be through generating funds other than share capital, which have permanence. 
This would lead to control on routine matters which in turn will lead to patronage and 
satisfaction.   The  other  route  which  by-passes  the  control  on  routine  matters  is 
somewhat sub-optimal and would leave the members with a sense of discomfort in 
spite of being satisfied with the services of the cooperative.  It also strongly suggests 
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that if  routine matters are not resolved, there would be no platform for negotiating 
strategic matters. 

3.2 Evidence from Multi-purpose Cooperatives

When the entire sample was considered, member-funds were found to be significantly 
associated  with  member-control  and  member-patronage.   Member-funds,  in  this 
individual  level  analysis,  included  funds  paid-in  by  members  (share-capital  and 
deposits) but excluded reserves.

Member-satisfaction was strongly dependent on member-patronage and to a lesser 
extent on member-control.  Control through operations was used when members were 
less satisfied with the services.

A path analysis had provided strong support to our basic hypothesis. It indicated that 
member-funds had significant total effects on member-control, member-patronage and 
member-satisfaction.  Member-control, in turn, had significant total effects on member-
patronage and member-satisfaction.  Finally, member-patronage had a significant effect 
on member-satisfaction.

Member-funds were strongly associated with member-control, member-patronage, and 
member-satisfaction  in  paddy  cooperatives.   However,  in  non-paddy  cooperatives, 
member-funds  were  significantly  associated  only  with  member-control.  This  was 
understandable since rice-milling required additional working capital. While refinance 
from the federal cooperative was available for on-lending to agriculture; it was more 
difficult to obtain working capital finance for rice-milling.  Hence, member-funds had a 
more important role in paddy cooperatives.

Member-satisfaction  was  dependent  on  member-patronage,  and  member-control 
(excluding control through elections). Member-patronage and member-control were, in 
turn,  dependent  on  member-funds.  Control  over  operations  was  less  used  if  the 
cooperative grew satisfactorily.  Cooperative growth was dependent on the growth of 
member-funds  which  in  turn,  was  dependent  on  profitable  performance  which, 
ultimately, was driven by member-funds. 

4. Two Strategies for Mobilizing Funds Emerged from the Analysis of Cases6

In the ‘mutual' strategy, cooperative treated mobilizing funds as a means to an end, the 
end being providing such cooperative services as credit for paddy-processing. Funds 
were proportionally raised from the entire membership with an emphasis on collective 
decision-making on fund-raising. 

In the ‘bank' strategy, a cooperative treated mobilizing funds as an end in themselves. 
Funds were raised from a class of members, not necessarily using other cooperative 
services (credit or paddy-processing). The emphasis was on individually volunteered 
funds, although collective decision-making was also used.

The ‘mutual' strategy appears to fit with an environment characterized by poor resource 
endowments/absence of  competition  while  the  ‘bank'  strategy  seemed to  be  more 
appropriate in environments characterized by rich resource endowments/ competition.

6  Details of Mulukanoor located in resource poor area and Achanta located in resource rich area 
and fund raising strategies used by are provided in the Appendix.
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Both the strategies require good accounting systems, as a necessary but not sufficient 
‘hygiene' factor. Both of them also require satisfactory overall cooperative performance. 
A cooperative following the ‘mutual' strategy may be able to tide over a temporary bad 
patch  better  than a  cooperative  following the ‘bank'  strategy.  This  happens,  since 
members in such a cooperative, are more strongly inter-linked with other cooperative 
services whereas, in a cooperative following a ‘bank' strategy,  depositors may shift 
loyalties at the first hint of trouble.
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Appendix

FUND RAISING STRATEGIES OF 
MULUKANOOR AND ACHANTA COOPERATIVES

A. Cooperative Located in Resource Poor Region
 
The Mulukanoor Cooperative Rural Bank and Marketing Society started its activities in 
1958-59 by offering short-term credit (crop loans) to its members for raising seasonal 
crops.  Prior to its coming into existence, farmers, especially small and marginal, were 
dependent on local moneylenders for their credit needs.  With the advent of using 
chemical fertilisers, need for cash in their agricultural production was accentuated and 
led to another dependency on suppliers of these chemical fertilisers. One of the main 
and immediate objectives with which the Mulukanoor cooperative came into existence 
was to reduce or eliminate, if possible, this dependence of farmers on money lenders 
and suppliers of chemical fertilisers, who were often exploitative. 

Decisions to Raise Internal Funds: the Crucial Turn  

Like  many  other  agricultural  credit  cooperatives,  the  Mulukanoor  cooperative  also 
borrowed, initially, funds from its District Cooperative Central Bank (DCCB) to lend the 
same to its members.  It later switched over to the State Bank of Hyderabad as the 
DCCB could not  meet  its  demands adequately.  The ratio  of  share capital  to  loan 
amount being one to ten, both at the level of members and itself, the cooperative soon 
realised that it  did not have any capital  left  with it  to do any other activity.  It  also 
realised that its role was strictly limited to that of an intermediary by just passing on 
loans from bank to members and collections from members to bank.  It needed capital 
to carry its fertiliser business and tried initially raising funds on a short term ad hoc 
basis  from few  individuals  and  found  it  unsatisfactory  as  the  arrangement,  being 
dependent on few members, turned out to be less predictable and less reliable.  This 
had led to a lot of discussion and a broad consensus among members was reached to 
strengthen the capital base of the cooperative.  As most of its members could not 
make contributions in cash, it  was decided after serious deliberations to adopt the 
following two methods which authorised the cooperative to make deductions at source 
while making disbursement of loans to members.

1. Reducing Individual Member Borrowing Limit

The first was to raise the ratio of share capital to loan amount from 1:10 to 1:5 at the 
level of members, thereby reducing the borrowing limit or power of members, while 
retaining the same ratio of 1:10 for the cooperative, thereby increasing its leverage to 
raise more funds than was necessary to just meet the credit needs of its members 
either internally or externally. This meant putting double the amount of share capital by 
members to borrow the same amount of loan from the cooperative.

2. Collecting Compulsorily Thrift Deposit

The  second  was  to  make  it  compulsory  for  every  member  borrowing  from  the 
cooperative to deposit 5 % of the seasonal crop loan amount with the cooperative once 
in every year.  Members borrow twice in a year for Kharif and Rabi season crops and 
repay twice in a year.  It was also decided that the cooperative should pay interest on 
this money deposited at the same rate as the member was paying on the borrowed 
amount from the cooperative.  This was to offset the interest cost that the member was 
incurring as he agreed to make this deposit from the loan amount.  It was also agreed 
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that this deposit amount could be withdrawn only on withdrawing from the membership 
of the cooperative and interest will be credited to the same deposit account annually. 

At present, the interest cost is more than offset due to the positive differential between 
the rate of interest paid on the deposit amount and the rate of interest charged on the 
seasonal crop loan amount.   The cooperative still benefits as, otherwise it would have 
to borrow from bank for business purposes at a much higher rate of interest. 

Altered Dynamics due to Internal Funds  

These two measures contributed largely to fuel the growth and development of the 
Mulukanoor cooperative and facilitated diversification of its services to meet the ever 
growing and changing needs of  its  members.   Due to these measures,  members 
contributed uninterruptedly to the ever-increasing need of capital for diversification into 
activities that strengthened the cooperative and benefited the member significantly. 
The internal generation of funds gave the cooperative necessary freedom in turn to 
meet the crucial  need of financing its members liberally for utilising scarce ground 
water resources in a more equitable manner, when the financing declined its demand 
as it was not conforming to the rigid rules and regimented norms of lending. 

Over the years, this also transformed the nature of its credit services programme, from 
that of borrowing from bank to lend its members to that of lending to its members and 
seeking refinance from bank.  This meant achievement of relative freedom to tune 
credit services to suit more to the needs of its members, in terms of providing adequate 
assistance on time and in the process reducing its dependence on the bank.  This has 
altered the relationship between the Mulukanoor cooperative and the bank from that of 
relative dependence to mutuality.   There were occasions, in later years, when the 
financing bank was requesting the Mulukanoor cooperative to use some of its credit 
schemes so that it could meet its targets. 

Because of access to large amount of internal funds, Mulukanoor was always in the 
forefront  to  profitably  use  any  scheme  or  programme  that  was  of  interest  to  its 
members.   Mulukanoor  was  in  a  position  to  use  its  funds  in  implementing  the 
programme or scheme first and claim reimbursement later.  This had enhanced its 
credibility as an organisation which can readily absorb assistance and achieve targets 
for  the  assistance  providers.   This  also  raised  its  image  among members  as  an 
organisation that strives sincerely to somehow meet their requirements.

Members' Need Oriented Service Diversification  

The Mulukanoor Cooperative judiciously used various programmes of assistance that 
came its way to enhance productivity of its members' major resources, namely, their 
land and their labour.  In the initial years, it addressed to the need of its members for 
utilising scarce ground water resources, mainly, by providing term loans to dig new 
open wells or deepen the old existing ones or go for in-well bores and energise their 
pump sets with electricity instead of using diesel. Its programmes of credit, supplying of 
fertilisers,  pesticides,  agricultural  equipment  and  implements  along  with  proper 
guidance and subsequent monitoring of use by members were all aimed at achieving 
this end.  Two of its services that benefit members significantly are the following:

Paddy Marketing Service to Members: With adequate generation of internal funds and 
having won its members' loyalty through well organised productivity enhancing input 
supply services which include credit, it ventured into output or produce marketing by 
grabbing  an  opportunity  to  establish  1  tph  capacity  rice  mill  with  assistance  from 
NCDC.  With assured supply of paddy from members (members repay their  loans 
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along with interest twice in the year in kind, in the form of paddy produced by them), it 
grew  from strength  to  strength.   At  present,  the  Mulukanoor  Cooperative  pays  a 
premium over and above the market price of paddy, which constitutes a very significant 
and regular benefit  to members.  This activity also generates a major chunk of its 
surpluses, contributing continuously and helping consolidation of gains both at the level 
of the cooperative and its paddy producing and supplying members.  The Mulukanoor 
Cooperative, over the years, had increased its capacity for paddy processing to more 
than 4 tph and built an impressive storage capacity of over 10,000 MT. 

Mulukanoor succeeded in this venture because it was able to tightly link repayment of 
loans to paddy procurement from members which conferred basically two advantages, 
namely, assured supply of paddy to achieve higher levels of business and that too 
without virtually involving any funds in working capital as members repay in kind in the 
form of paddy.  The cooperative ends up paying to the bank out of the proceedings of 
the business and bears much lees interest cost compared with what others end up 
paying on working capital. Mulukanoor cooperative has used this singular advantage to 
the maximum (more than 90 % recovery of loans in the form of paddy consistently over 
all these years). 
 
Seed Multiplication and Marketing Services:  Meanwhile, with the introduction of High 
Yielding Variety Programme, another dependency of the farmers had arisen for the 
regular  supply  of  assured  and  good quality  seeds.   The  Mulukanoor  Cooperative 
stepped  in  soon  to  fulfill  this  need,  as  it  also  perceived  a  profitable  business 
opportunity in doing so.  Mulukanoor acquires foundation seed from private companies 
and/or from different agricultural research stations and distributes the same among its 
members  for  multiplication.   Depending on the contractual  arrangements,  it  either 
markets itself on its own brand name or supplies back to foundation seed suppliers 
after processing and testing. Substantial amount of internal funds, on which interest 
must be paid to members, created pressures on management and staff to diversify into 
other business activities like poultry feed supply, which were continued only as long as 
they were relevant to members and surplus generating.

Vigilant Membership Demand Accountability  

There are several consequences of two measures to raise internal funds.  They helped 
many members accumulate, without their conscious effort, a reasonably large sum of 
money  (long  standing  members  have  more  than  what  they  borrow  from  the 
cooperative)  in  their  deposit  account,  which  enhanced  their  credit  worthiness, 
self-worth feelings, confidence, and risk taking ability.  It also raised their concern and 
level of anxiety to become more vigilant about the activities of the management and 
staff and the results thereof.  The management and staff became more responsive by 
regular conduct of meetings to share information and accounts.

Mulukanoor may be one of the very few primary agricultural credit cooperatives which 
present printed annual report and account to members within four months of closure of 
accounts regularly for over thirty years.  It  is also one of the very few to insist on 
maintaining member passbooks up to date.  All these resulted in an open atmosphere 
of functioning, within well established, accepted and understood procedures of work, 
trying to ensure equality of treatment and opportunity and reduce scope for favouritism. 

As more of each was at stake, members became cautious in exercising their right to 
vote  (elections  were  always  held  by  secret  ballot  whether  conducted  by  the 
Mulukanoor Cooperative in the early years or by the state department of cooperation at 
present  and  were  always  contested)  and  elect  management  judiciously.   Their 
behaviour, as evidenced many times, proves that members understood that they not 
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only have the right to elect every few years but also have the right to information on all 
that elected or appointed bodies do and have the right to intervene if they think these 
bodies are not performing in the interest of members or in accordance with their col
lective  will.   The  General  Body  of  Mulukanoor  resolved  on  several  occasions, 
especially when appointed bodies were in office instead of elected bodies, restraining 
them from or clearly directing them to follow a particular course of action.  
 
The anxiety about the large sum of money in the deposit account with the cooperative 
tempted some of them to withdraw from membership in order to withdraw this money 
and join as new members. The Mulukanoor Cooperative through suitable amendments 
of the by-laws to prevent such member behaviour checked this in time.  With this 
change a member, who so withdraws, cannot join again without a lapse of some years 
and that too, only by re-depositing the money taken out.

Living up to Expectations  

Ever increasing internal funds, on which interest needs to be paid, contributed to a 
gradual but ever growing subtle pressure for positive performance on the management 
and staff to become economically prudent and efficient in their undertakings, lest the 
resultant loss might erode the trust the members reposed in their integrity and the 
confidence they have in their  ability to manage. The management and staff  of  the 
Mulukanoor Cooperative, on the whole, lived up to the expectations of their members, 
by not extending credit unwisely, by not tying capital in excessive inventories, by not 
investing  too  much  in  fixed  assets  without  keeping  enough  amount  for  adequate 
working capital, by not continuing services which contributed negatively, and lastly, by 
not expanding or diversifying more rapidly than their available limited capital and other 
resources  permitted.  The  management  and  staff  of  the  Mulukanoor  Cooperative 
demonstrated their  ability  to  produce satisfactory results  and provided dividend on 
share capital regularly for over last forty years. The experience of Mulukanoor thus 
indicate the indispensable nature of members' financial participation by contributing 
capital  as a necessary prerequisite  to  their  participation  by patronising goods and 
services  of  their  cooperative  and  to  their  effective  demand  of  accountability  and 
efficient performance. 

B. Fund Raising Strategies Of Achanta Cooperative

Mrutyunjaya Co-operative Rural  Bank, Achanta was set up in 1917 as a Primary 
Agricultural Co-operative Society. In 1956 it was converted into its present form to 
enable the co-op to diversify geographically and expand its loaning portfolio. From its 
inception  the  co-op projected  itself  as  a  bank.  People  trusted  the  co-op  and  its 
founder (after whom the co-op is named). One aspect was clearly focussed upon - 
building the trust of the depositors. This was done by adopting a flexible style of 
operation - members could withdraw their money any time of the day (in contrast to 
commercial  banks  which  are  open  for  only  four  hours  a  day)  and  would  be 
entertained even if they came after working hours. This built up the co-op's image, 
and its flexibility is still maintained. 

The co-op operates, compared to the average rural co-op, a full-service bank with a 
portfolio of deposits and loans for members land non-members. Its deposits include 
savings  accounts  and  term  deposits  from  90  days  to  ten  years.  It  lends  for 
agricultural  purposes  and  also  makes  gold-loans  for  both  agricultural  and 
consumption purposes. It also supplies fertilisers and other inputs. 
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The co-op has a rice-mill financed by NCDC. The rice milled in the co-op rice mill is 
supplied at a subsidised price to the local people. The co-op has storage facilities to 
handle the produce of the members. In years of very high procurement, the co-op 
takes additional milling capacity on lease. This was one of the pioneering co-ops in 
giving gold-loans (loans secured by pledge of gold-ornaments, given the emotional 
attachment to these ornaments default  risk is very low). The co-op constructed a 
strong-room in the early sixties for storing the pledged gold. 

The core activity of this co-op is banking. (In Mulukanoor it is rice milling). There have 
been years in which the co-op did not mill any paddy because the government's levy 
policy  was  not  favourable  and  the  board  thought  that  it  was  not  worthwhile  to 
undertake this activity. 

Governance structure 

The co-op is managed by a Board of Directors who are democratically elected. The 
board  is  representative of  shades of  political),  opinion from extreme left,  through 
centrists  to  the  right.  In  fact  j  the  present  board  of  directors  is  dominated  by  a 
coalition of political parties, pitted against a non-party dissident group of youngsters 
(in politics those aged below 50). This continual dissent has made the co-op vibrant. 
It is said that when matters of the progress of the co-op come up, the board cuts 
across party lines to take a positive decision. 

The  co-op  holds  its  Annual  General  Meeting  regularly  every  year  where  issues 
concerning  the  co-op  are  hotly  discussed.  Any  indication  of  deviation  from  the 
accepted norms of business behaviour are debated and resolved. The members are 
said  to  ask  uncomfortable  questions,  which  makes  the  employees  and  board 
members  tread  carefully.  The  board  is  also  involved  in  most  of  the  business 
decisions.  They actively  discuss  and  debate  the  fertilizer  pesticide  brands  to  be 
bought, the margins and the strategy for the rice mill. Since all the board members 
are agriculturists, it seems to benefit the co-op to use their knowledge in business. 
They also monitor the level of deposits and loaning. 

An interesting feature is that there has been no outstanding leader. The Secretary of 
the co-op normally does not take any decisions without consulting the board and he 
claims that the activities in the co-op are done only at the initiative of the board. He 
has been with the co-op from 1963 and has been predominantly responsible for the 
sense of continuity in the co-op. 

Operating Systems   

The success  of  this  co-op  is  difficult  to  explain  under  the  present  j  models  that 
explain co-op success. In literature, it is usual to ascribe the success of a co-op to a 
visionary leader or an aggressive chief-executive. In the case of Achanta neither of 
these appear as obvious explanations for its success. In fact, in the 30 year history of 
the co-op, there has been only one President who served two terms in succession. 
Each election produces a new set of elected members to manage the co-op. The 
members of the co- op as well as the employees ascribe the success of the co-op to 
very  strong  operating  systems.  These  operating  systems  have  come  been 
maintained through an acculturisation process. 

For instance, the accounts of the co-op are expected to be completed at the end of 
each day. No accounting can be left incomplete at the end of the day. Similarly, the 
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board meetings are held regularly once in a month. All decisions pertaining to the co-
op are taken in the board meeting. The members of the board take active interest in 
the functioning and the transactions of the co-op. This happens by design and not by 
default. The Secretary, President/Vice President are joint custodians of the safe and 
have joint cheque-signing powers. Therefore, it is imperative that one of the elected 
members is in the co-op to operate the safe. Since gold loans are given and repaid 
almost on a daily basis, there is compulsion on the President/Vice-President to be 
present in the co- op. 

While confidentiality about individual deposits is maintained, there is a fair amount of 
gossip.  Minor  accounting  transgressions  receive  wide  publicity.  This  acts  as  a 
continual check for the employees of the co-op. The employees of the co-op are local 
and are known to the members. Any misbehaviour by the employees would attract a 
strong reprimand from the members as well as the Secretary. 

The average rate of growth of deposits over the past 34 years has been higher than 
the average growth of share capital and reserves. In fact the rate has been much 
higher  than the average growth  of  total  funds indicating that  the  co-op's  deposit 
schemes are attractive. Interest rates on deposits have been typically 2-3 per cent 
more than those offered by urban co-op banks (which in turn are one per cent more 
than those offered by commercial banks.) On short-term deposits (90-day) interest 
rates are even more attractive. The co-op also attracts funds from non-members. In 
February  1994,  the  co-op  had  total  deposits  of  around  Rs.  21.5  million.  This  is 
comparable to the deposits raised by the state Bank of India and Andhra Bank, two 
nationalised commercial banks, which are estimated to have deposits of around Rs. 
20  million  each.  The  competitive  edge  of  the  co-op  over  the  commercial  banks 
seems to be in its liquidity, flexibility of operations, and maintenance of confidentiality. 

The co-op takes pride in claiming that it never aggressively canvassed for deposits, 
but the deposits have been flowing in just naturally. In fact the co-op claimed that 
they had for some time actually stopped accepting deposits. The reasons ascribed 
for the deposit growth are: 

1. The co-op is in a relatively cash-rich area and several of the local villagers 
have business interests outside the district. These non-resident traders find it 
convenient to keep deposits with the co-op which has been offering a higher-
than-market rate interest with a perceived lower risk. 

2. The flexibility of operations of the co-op has enabled the depositors to enjoy 
the benefits of liquidity on their savings. Added to this is the clean track record 
which the co-op enjoys. It has never defaulted or delayed on repayment of 
deposits or interest thereof. 

3. Since the co-op maintains a fairly low profile, the cash-rich traders find it a 
good  alternative  to  park  their  surplus  funds  without  attracting  anybody's 
attention. The co-op has also maintained confidentiality about these deposits. 

The co-op has been managing with the interest spread that they have got.  They 
claim that a 4% spread between the borrowing and the lending rates is necessary for 
the co-op to be comfortable. However, they could manage with a 3% spread. This is 
essentially done by collecting penal interest on defaults. While the spread between 
deposits and short term loans seems to be low, as far as lending for non-agricultural 
operations are concerned, the spread is reasonable. In fact,  a group of members 
indicated  that  the  interest  on  lending was very  high compared to  the  alternative 
sources  available  in  the  surrounding  areas.  But  they  also  maintained  that  they 
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patronise the co-op essentially because of the convenience it offers. Above all the 
co-op feels that the interest spread that they can generate on their  own funds is 
higher than the spread they get on refinance, because of the flexibility they can enjoy 
on the loaning portfolio. 

Member-funds versus Refinance

The co-op has expanded in terms of its membership and deposits. This was one of 
the few co-ops which did not seek refinance from the DCCB till very recently. The 
recent decision to seek refinance was triggered by the fact that it is simpler to get a 
crop insurance cover for its members if refinance is availed. The shift from loaning 
fully  from  the  deposits  generated  to  taking  ref1nance  was  necessitated  by  the 
administrative convenience involved in extending the facility of crop insurance to its 
members. The Insurance Companies have been insisting that it would be possible for 
them to entertain the crop insurance claims only if refinance facility was availed of, 
because that ensures proper documentation of loans and enables cross verification. 

As a result of the shift from lending from internally generated deposits and resorting 
to refinance, the co-op has had to face some j irritants. The first problem is that it has 
lost its flexibility in terms of the timing of lending. Now, the loaning schedule is almost 
fixed and if the co-op does not lend around the dates on which it gets its refinance, it 
loses out on the already thin interest margins. Secondly, the co-op used to lend to 
the members on a one-year term with its own finances. In case of refinance the 
schedule is fixed per agricultural season of six months with these factors introduced, 
the co-op has lost some amount of the flexibility it enjoyed on the agricultural lending 
front. 
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