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This paper was chosen through an open call for research in rural finance, whereby the 

selected individuals were invited to Rome, Italy, to share their results during the 

conference and to discuss key issues in shaping the rural finance research agenda as well 

as ways of strengthening the ties between research, policy and practice.



Primary Agricultural Society Linkage: 

The Best Rural Remote Self-Help Groups in India Can Do? 

- an abstract from the study  

“Comparative Study of Member-Owned Institutions Offering Financial Services in 

Remote Rural Areas” 

 

 

Introduction 

Models linking community-based associations with financial institutions have 

tremendous potential to expand outreach in remote areas. Associations in many forms 

(ASCAs, self-help groups, savings and credit associations) already have a strong presence 

in rural areas. They generally provide convenient access for members in light of few or 

no alternatives. Linkages can provide these associations with access to liquidity 

exchange, safety for savings and the potential for a broader range of services, even 

graduation to individual services.  

 

Linkage models include examples like credit unions with village banks in Africa and the 

self-help group bank linkage model in India which is known to be one of the fastest 

growing microfinance programs in the world. Self-help groups are informal thrift and 

credit groups of poor which came to be recognised as bank clients under the pilot project. 

Starting with 500 SHGs the cumulative number of linked SHGs stands at 2.2 million 

today, reaching about 31 million families and linking to financial institutions including 

commercial banks, regional rural banks and cooperatives.  
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This case-study1 highlights key opportunities and challenges in linking community-based 

associations or groups with Member-Owned Institutions (MOIs) such as cooperatives for 

remote outreach. The case answers the following key questions, Is this an effective model 

for remote outreach? Is there added-value for these associations being members vs. 

clients?  

 

 

Background 

This case represents a linkage between two distinct kinds of MOIs – one is a largely 

informal association called a self help group and the second a highly institutionalized 

government-promoted credit cooperative called Primary Agriculture Credit Society 

(PACs), part of a three tier formal cooperative system (PACs at the village level, District 

Central Cooperative Banks or DCCBs at the district level and State Cooperative Banks at 

the state level).  

Credit cooperatives2 are a little more than a century old in India and the role of the state 

as promoter, was part and parcel of the movement from the very beginning3. A key 

finding of India’s first Famine Commission was the importance of cooperative finance 

and it recommended that a system based on a model developed by Friedrich Raiffeisen, a 

                                                 
1 This case is part of a FORD Foundation study by the Coady International Institute Comparative Study on member-owned institutions offering 

financial services in remote rural areas, forthcoming 2007. 

2 A cooperative is an autonomous association of persons united voluntarily to meet their common economic, social and cultural needs and aspirations 

through a jointly owned and democratically controlled enterprise.2 In India the incorporation, regulation and winding up of co-operative societies (other 

than those operating in more than one State) is a state subject2 and is governed by the State laws on co-operative societies. (GoI, 2005)  

3 Prompted in large part by the first studies by Frederic Nicholson, followed by the Edward Law Committee on Cooperative Legislation, which 

confirmed and reiterated the need for the State to actively promote cooperatives.
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German provincial politician and social reformer, be established throughout British India 

to take cheap credit to India’s farmers. The first Cooperative Law of India was enacted by 

the British in 1904. The law referred only to credit cooperatives and was repealed by a 

new law to cover all kinds of cooperatives in 1912. Later administrative reforms 1919
4
 

gave powers to provinces/states to enact their own cooperative laws. These initiatives 

enabled formation of as many as 100,000 cooperatives within the first 25 years of the 

history of cooperatives in the sub continent. 

The current form of the Primary Agriculture Credit Society is the result of almost a 

century of policy and regulatory shifts oriented primarily towards ensuring the flow of 

cheap credit for rural and especially agricultural development.  

In part driven by the poor performance of the cooperatives - right up until 1990 the focus 

was controlling the vast network’s governance and management risks by increasing 

government control. More recently in recognition of the spread and depth of outreach of 

PACs, far reaching changes
5
 are on the anvil for this system, including divestment of 

state shares (reflected in parallel laws already in place in as many as nine of 25 states in 

India6), special audits, revised MIS, streamlining of the three tier system, conditional 

capitalisation etc. This has shown promise for the PACs as a viable rural financial 

institution. 

 

 

                                                 
4
 
Administrative Reforms Act, 1919 

5
 
See the Report of the Task force for the Revival of the Short Term Credit Cooperative Structure in India 

6 Eg. the Andhra Pradesh Mutually Aided Cooperative Society (APMAC) Act, 1995 
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Why link with PACs for Remote Outreach? 

 

India has one of the most inclusive financial sectors in the world with a rural financial 

network including over 32,000 rural branches of commercial banks and Regional Rural 

Banks (RRBs), 14,000 cooperative bank branches, 112,609 Primary Agricultural Credit 

Societies (PACs), approximately 1000 microfinance institutions (mFIs), a large post 

office network with 154,000 largely focused on deposit mobilization and finally 2.2 

million self-help groups (SHGs).   

 

Policy and financial liberalization contributed to this outreach. “Between bank 

nationalization in 1969 and the onset of financial liberalization in 1990, bank branches 

were opened in over 30,000 rural locations which had no prior presence of commercial 

banks.” (Burgess and Pande, 2004). Policies introduced in the 1990s specifically required 

financial institutions to expand coverage to underserved areas such as the 1,4 license rule
7
 

and the Service Area Approach,
8
 now both ended. These initiatives had a significant 

effect on expanding branch coverage of rural especially remote un-banked areas. Further, 

all scheduled commercial banks are required to purvey 40% of net bank credit to 

designated priority sectors, and general Insurance agencies in India are required to source 

5% of their gross premium within three years of operations from rural areas (2% in the 

first year).  

Despite these far reaching initiatives and the over 50 years history of reforms in the 

financial sector the All India Debt and Investment Survey 1991 showed that formal 

                                                 
7 For every branch opened in a banked location the bank would have to open four branches in previously unbanked locations. 

8 Introduced in 1989 this scheme required that every village in the country be allocated to a bank. The bank would make credit plans for the village to 

meet the need of every household there in coordination with other development schemes. 
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institutional sources, provided credit support to only around 64% of rural households. 

Informal sources extended credit to about one sixth of the rural households. The SHG 

bank linkage program introduced in 1992 has been seen as a key to addressing this 

anomaly. 

PAC-SHG linkages hold promise to extend this outreach by allowing one of the most 

rural financial institutions to reach even further. There is some optimism about the 

relative strength of commercial banks in lending for agriculture, since they outperform 

cooperatives in terms of market share (Commercial banks 57% and cooperative banks 

34% as per 2002-03 data) 9. Commercial banks are the primary competitors for SHG 

linkage for cooperatives (See also Harper et.al.,2004) 10.  

 

However, PACs have a much wider reach than commercial banks in rural areas. A total 

of 112,609 primary agriculture societies means there is one credit cooperative for every 

six of India’s villages with approximately 135 million members. Commercial banks have 

only a quarter of these outlets. They also have a much deeper reach. PACs with nearly 4 

times the number of accounts than commercial (public sector) banks, have an average 

loan size of only Rs 6637 (USD 154) compared with commercial banks at Rs 31,585 

(approximately USD 735)
11

. “.. in a country predominated by small or marginal land 

holdings, the reach of the cooperative system is much deeper than the other institutional 

arrangements in the rural areas.” (GoI,2005).  

                                                 
9
 
As quoted in of the Task force for the Revival of the Short Term Credit Cooperative Structure in India

 
10 Harper, M., Berkhoff, A., Bajpai, A., Ramakrishna, R.V, Kulkarni, V. (2004) “SHGs and Rural Co-operative financial institutions- Can Linkage be 

mutually beneficial, NABARD. One of the first and in fact only comprehensive studies on PACs SHG linkage made on the centenary of the cooperative 

movement in India, this study looked at ten DCCBs and a sample of related PACs to provide wide ranging information on the trade offs for SHGs and 

PACs in linkage. The current study attempts to deepen this understanding through the analysis of a bounded case. 

11 Conversion rate 1 USD = 43 Indian Rupees 
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Depth is also indicated by the nature of PAC membership with almost 30% of the base of 

the societies and 20% of the borrowers from backward classes. 

 

 

Table 1, Primary Agricultural Credit Societies (PACS) – Membership 

(No. in million) 

Item As at end-

March 

 

2002  

 

2003 2004 

No. of Societies     0.098    0.112    0.106 

Total Membership 102.14 123.55 135.41 

of which, 

a) Scheduled Caste  

b) Scheduled Tribe 

 

 13.73  

 10.06 

 

  33.18 

  12.02 

 

  30.61 

  11.89 

Total No. of 

Borrowers 

55.55 63.88 51.27 

of which, 

a) Scheduled Caste  

b) Scheduled Tribe 

 

7.36 

4.10 

 

11.50 

8.07 

 

6.49 

3.44 

Source, NAFSCOB 
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The coverage of rural areas and depth of outreach of cooperative banks outperforms even 

RRBs, introduced in 1975 by a special Act to extend access to financial services in rural 

areas.  

 

Table 2, Comparative Coverage of rural markets by Regional Rural Banks and 

Cooperatives
12

 

 RRBs Cooperative 

Banks 

Number 196  397  

% rural branches 83% n.a. 

Total deposit balances (USD 

billion) 

10 21 

Total credit outstanding (USD 

Billion) 

4.27 19.13 

Credit in rural areas, % of total 

credit 

72% 100% 

Credit in ‘small’ rural accounts, % 

of total outstanding credit 

65% >90%* 

                                                 
12 Notes,  

• 
All figures are for March 2002, except for information related to Cooperative Banks and the share of rural bank business (last two rows) 

where March 2001 data is presented, since updated information was not available at the time of writing. 

• 
The column on Cooperative Banks includes State Cooperative Banks (SCBs) and District Central Cooperative Banks (DCCBs) only; data 

available for 31 March 2001. 

• 
The cooperative banks function mainly through village-level cooperative societies (Primary Agricultural 

• 
Cooperative Societies, PACS 

• 
Cooperative Banks number 397, comprising 30 SCBs and 367 DCCBs. 

• 
Data on deposit and credit outstanding for RRBs is only for 188 of 196 RRBs for which information is available. 

• 
Small borrower accounts are defined by the Reserve Bank of India (RBI) as loans less than Rs200,000 (US $4,200). 

• 
The rural sector is defined by the RBI as centres with a population less than 10,000. 
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Sources, RBI (2002a; 2001) as quoted in Sinha et.al,2003 

* Authors’ estimate 

However, the initiative that has really enabled greater depth and breadth of rural outreach, 

besides expanding the role of the rural financial institutional network are Self Help 

Groups (SHGs). SHGs are the most decentralized financial service option for rural 

communities. A linkage between PACs and SHGs takes an already rural member owned 

institution and further broadens and deepens that access. This linkage also expands the 

coverage for women, particularly of lower-caste.  

Issues still persist. Populations are still left out.
 
 Only an estimated half of SHG members 

are poor
13

. In relation to the geographical spread of SHGs approximately 44% of linked 

SHGs are concentrated in the south of India. Nevertheless, they do offer potential for 

both breadth and depth of outreach and when combined with the grid of institutions like 

the PACs – the possibility to reach virtually every village in India.  

Linkage between cooperative banks and SHGs14 started relatively late in India. While the 

bank linkage program supported by NABARD15 was initiated in 1992 its early focus was 

mostly on scheduled commercial banks (Harper et.al.,2004). However the potential that 

the SHG-CCS linkage offered both in terms of complementarities for breadth and length 

of outreach for PACs was recognized by the apex bank which has been actively 

                                                 
13 The recent study “Self Help Groups in India, The Light and Shades of SHGs” (EDA and APMAS 2006 found that 51 percent of members in the 

sample were poor in terms of the first two of four wealth ranking categories defined by the study (the “very poor” constituted 15 percent, the “poor” 36 

percent, the “borderline poor” 32 percent and the “non poor” 17 percent). At 55 percent, the proportion of SCs/STs in the sample is higher than for the 

country as a whole, and that of widows 10 percent, about the same as the All India figure. The finding that the poor constitute about half of total SHG 

membership is in keeping with findings from other studies. (Ghate,2005) 

14 Linkage between the CCS and SHGs can take place through any of the two lower tiers of the system – but is largely with the PACs. Data from 

NABARD is available through the DCCB level
,
 but includes linkage figures of both DCCB and PACs linked groups. 

15 National Bank for Agriculture and Rural Development
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supporting District Central Cooperative Banks (DCCBs) and PACs in their linkage with 

SHGs. The number of SHGs linked to cooperatives as percentage of overall linkage has 

been steadily increasing. In 2001 this was only 4.84%,16 and now has increased to 13%.17 

In terms of numbers of SHGs linked in this year compared to cumulative performance the 

cooperatives seem to be outperforming both RRBs and commercial banks. The relatively 

recent linkage with SHGs has meant however that the portfolio is not growing at a 

significantly higher rate but has kept at par with other agencies.  

 

Table No. 3 – SHG Linkage Status of different Rural Financial Institutions  

 DCCBs RRBs Commercial Banks 

(PSBs and Pvt. sector) 

Cumulative no. of SHGs 

provided with Bank Loan (Mar 

2006) 

307,543 740,024 1,188,040 

Cumulative Bank Loan 

disbursed up to March 2006 

251 

million 

USD 

772 

million 

USD 

1624 

million USD 

No. of SHG provided with 

Bank Loan between Apr 2005 

and Mar 2006 

96,406 176,178 344,567 

As % of cumulative     31%       23%      29% 

                                                 
16 Berkhof, A. (2003), Microfinance in Rural India, Linking Self-Help Groups to Cooperative Banks and Primary Agricultural Credit Societies, 

unpublished Diploma Thesis, University of Karlsruhe, Karlsruhe.  

17 www.nabard.org 
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performance 

Bank Loan Disbursed between 

Apr 2005 and Mar 2006 

102 

million 

USD 

284 

million 

USD 

657 million USD 

As % of cumulative 

performance 

    40%      36%      40% 

www.nabard.org  accessed November 1, 2006 

 

Two questions arise from an analysis of linkage types. Is there an area where there has 

been a higher rate of linkages between PACs and SHGs? Why? Why are more SHGs not 

linking to cooperatives given their relative proximity? This case explores the latter 

question in an attempt to understand the exception better.  

 

A final question is in the best of the remote linkages, what are the challenges and 

opportunities? Ultimately what do SHGs gain from linkage to PACS, and what is the 

security of their savings with these institutions (Harper et.al., 2004). Likewise, it is not 

necessarily the case that SHGs are an ideal ‘fit’ for co-operative banks in their present 

condition, SHG linkage with them should only be promoted if it will assist them to 

improve their position.  
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The Case in West Bengal 

 

Of the states which have been front runners in SHG Bank linkage - West Bengal made 

early and significant progress and was one of the very few states outside south India to do 

so.  Approximately 45% of the SHGs in the state are linked to cooperatives (well above 

the national figure) and in general the health of the cooperative sector here is fairly good 

with West Bengal being one of five top performers in terms of percentage of PACs in 

profits (2002 data - see GoI,2005).  

 

Certain other features make for an enabling environment for SHG linkage in West 

Bengal. The state cooperative law allows for groups to be members of cooperatives 

thereby providing an opportunity for SHGs to be registered entities. Additionally and to 

ensure member ownership the Act provides for one member one vote, as against one 

share one vote elsewhere in the country in order to avoid the risk of large (rich) 

shareholders from dominating the cooperatives.  

 

However West Bengal’s SHGs also face unique ‘risks’, one of these being the influence 

of Communist Party of India (Marxist), or CPI(M) volunteers from which not only 

actually help with promotion of groups and book – keeping, but also in tracking of 

progress of the movement through informal reporting processes. As the movement scales 

up the party may well want to maintain influence on these SHGs as they can form a 

significant political base. In less remote groups we found even our own interactions with 

the groups were attended by CPI(M) volunteers. In cases, such as the PACs currently 
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under review this influence is less either because of the extreme remoteness of the area, 

or the relatively small numbers of SHGs promoted here.  

  

Since the focus of the study was on the outreach of MOIs in remote rural areas and in 

particular those areas with a high proportion of poor households – the district of Purulia 

was selected for study of the PACs SHG linkage, despite the fact that in the state in 

general it is a very average performer in terms of scaling up of SHGs. Purulia is the 

poorest districts of West Bengal (lowest per capita income) and in fact one of the poorest 

in India with 43% families living below the poverty line (Planning Commission, 2004). It 

is a remote district, on a land locked border of West Bengal – transferred as afterthought 

from the neighbouring Bihar state. The district has one each DCCB, LDB (Land 

Development Bank) and RRB besides ten commercial banks. There are a 130 PACs in 

the district. The DCCB reports a total of 1326 savings linked and 341 (of which women’s 

SHGs are 309) credit linked SHGs as on Mar 2006. Purulia lies in a semi arid zone, 

households here are largely dependent on agriculture, and follow monocropping (mostly 

paddy cultivation).The following is the classification of workers in the district, 

 

Table No. 6 – Livelihood Profile of Purulia District  

Cultivators 389186 

Of above small and marginal 

farmers 

335102 

Agricultural labourers 200205 

Artisans 116810 
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Household Cottage industries 21768 

Other workers 51388 

(Total Population, 2535233) 

     Source, NABARD Potential Linkage Plan 

 

 

Within Purulia Manbazaar II is a border block
18

 with 52% of its population belonging to 

ST. It is an entirely rural block with a population of 85,253 (Census of India 2001).  

Bororanga PACs is the last PACs in Manbazaar II, located 7 kms away from the 

permanent road and 30 kms away from the agricultural market. Discussions with the 

PACs staff to identify the more remote areas even within Manbazaar II revealed that 

nearly 70% of its 1382 members and 75% of its SHGs live in the most remote areas of 

the block. 80% of the population in the area of the PACs is tribal and backward (tribal 

being approximately 60%). In addition to paddy (cultivated between April and August) 

some households (especially women) in Bororanga block have begun to cultivate sabai
19

 

grass (between July, August) and vegetables to supplement the family income. For those 

without any land the options are agriculture labor and stone crushing. Seasonal migration 

is a common livelihood strategy especially amongst tribal households.  

 

 

 

 

                                                 
18 Administrative sub division of the district – there are 20 blocks in Purulia  

19 A local grass used to make ropes, baskets and other items 
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A. Depth of Outreach  

 

In general Purulia is designated tribal and backward class district. Of the self help groups 

that the Bararanga PACs is working with nearly 80% are tribal indicative of relatively 

greater depth through its microfinance activities. Wealth ranking exercises with randomly 

selected groups in two villages of 17 in the PACs area
20

 indicated a 20-50% presence of 

extreme poor clients in 70% of the groups. The remaining groups were either entirely of 

extreme poor households and 20% or entirely middle class. Wealth ranking exercises 

with randomly selected groups in two villages of 17 in the PACs area
21

 indicated a 20-

50% presence of extreme poor clients in 70% of the groups. The remaining groups were 

either entirely of extreme poor households and 20% or entirely middle class. 

 

                                                 
20 Dharikhadowa village we selected 4 groups – 2 had 30-50% extreme poor clients, one group was middle class one was extreme poor. Sonkura 

village an extremely remote area with no pucca road should overall higher degrees of poverty compared to remaining villages. Within the village 

however of seven groups one was extreme poor and the rest were mixed though largely middle class with only 20% of members being extreme poor.
 

21
 
In Dharikhadowa village we selected 4 groups – 2 had 30-50% extreme poor clients, one group was middle class one was extreme poor. Sonkura 

village an extremely remote area with no pucca road should overall higher degrees of poverty compared to remaining villages. Within the village 

however of seven groups one was extreme poor and the rest were mixed though largely middle class with only 20% of members being extreme poor. 
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Figure 1 – Map of West Bengal, Purulia (District) & Manbazaar II Block 

 

 

 

Manbazaar II 

Block 
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B. Breadth of Outreach 

 

The Bararanga PACs is located in a Gram Panchayat22 bordering the Purulia and Bankura 

districts, which has a population of approximately 1400 households. 98% of these 

households are members of the PACs due to the state government’s policy of universal 

membership.
23

 More than 55% of the population are savers with the PACs and 27% are 

borrowers. Since not everyone needs credit -the current level of borrowers as percentage 

of members (27%) seems standard. But there are issues relating to the direct agricultural 

lending of the PACs -1) collateral requirements b) the paperwork is fairly time 

consuming c) loans are not available at the time they are really required (source 

interaction with male SHGs in Sonkura village). In addition the PACs quotes liquidity 

problems as the issue. This seems related with issues in accessing funds on time from the 

DCCB (PACs are not allowed currently to borrow from other sources) and being able to 

plan to meet liquidity peaks and troughs. 

 

85 SHGs are linked to the Bararanga PACs with over 16,000 members most of which are 

female. SHG linkage in the sample universe (studied at the level of the third tier i.e the 

DCCB) has been growing at a steady rate for the last three years (see below). However, 

for PACs costs of mobilizing SHGs and providing services in remote areas are quite high. 

Therefore, in these areas there is less growth. This is reflected in the general experience 

                                                 
22 Administrative sub division – the Bararanga GP has 17 small villages under it. 

23 The state has devised a policy of universal membership of cooperatives in 1982. As a result, the post-land reform period has seen a change in the 

management of cooperatives. Small and marginal farmers now have greater representation in cooperatives and roughly two-thirds of the agricultural 

credit from cooperative banks now goes to marginal and small farmers; in comparison, in India as a whole, only about 30 per cent of the credit goes to 

marginal and small farmers. Communist Party of India (Marxist) Weekly Newsletter, Vol.26, June 2002.  
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with SHG Bank linkage in the country that it has only reached around 50% of the poor 

and a very limited number of very poor clients.24  

 

Two factors inhibit growth in remote areas, consolidation at the PAC level and liquidity 

shortages. Discussions with staff of the Purulia Central Cooperative Banks revealed that 

promotion of SHGs in remote and underdeveloped areas is challenged by the low density 

of population, extreme poverty, high migration rates etc. Also, after the first year of 

seeing a high growth rate and experiencing no significant improvements in repayment 

rates the PCCB actively encouraged consolidation rather than high growth in numbers of 

SHGs. This strategy has helped in lowering default rates (which were higher in the year 

of high growth at 60% repayment rates and have improved now to an 82% repayment rate 

when growth is at a lower level – see table 7 below).  

 

Table 3 - Purulia District Central Cooperative Bank – Status of SHG Linkage 

  As on 31.03.2004 As on 

31.03.2005 

As on 31.03.2006 

No. of SHGs Savings Linked 618 1076 1326 

Total No. of Members 7044 13221 16067 

Savings Mobilised (in USD  

Thousands) 

  32.6 66.5 89.3 

No. of SHGs credit linked 235 287 341 

Total no. of borrowers 3305 3504 4310 

                                                 
24 SHG Light and Dark Sides Study 
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Loan Disbursed (in USD  

thousands) 

82.6 141 173 

% of recovery 60% 60% 82% 

 

C. Length, Sustainability of the SHGs and PACs 

 

The PAC itself is operationally sustainable and the SHG “product line” is well-

performing and financially feasible. The PAC which is a ‘c’ grade PACs is operationally 

sustainable at 99% although it is yet to wipe out its accumulated losses25. For the first 

time in 30 years (since its registration in 1976) the PACs is in profits.    

 

Compared to the overall performance of the PACs the SHG portfolio is particularly well 

performing. A repayment rate of 82% compares favorably with the overall 57% 

repayment rate for the PACs. Predictably Operational Self Sufficiency is 97% despite the 

low number and low growth rates in the SHG program –largely because costs required to 

promote and maintain quality SHGs have not yet been invested in the program. 

Operational expense ratio is a low 1%. The medium term impact on cost cutting is likely 

to be on quality of the groups.  

 

Despite some reasons for optimism, for this to be a truly sustainable model, the current 

orientation of PACs would need to change PACs being currently viewed primarily as 

credit dispersal agencies rather than as savings based institutions (see the conclusion for 

further discussion on this).  

                                                 
25 In selecting the PACs with high SHG linkage we found no direct relationship between audit grade of the PACs and breadth of SHG outreach.  
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D. Scope, Range of Products and Services of this MOI relative to other 

Financial Services Available 

 

Rural households in the catchement area of the Bararanga PACs primarily go to three 

sources for access to financial services.  

- informal – moneylenders/landlords (features, 10% per month ROI, no fixed 

tenure, largely collaterised, life cycle expenses, expenses for migration, for 

agriculture (working capital requirements)).  

- friends relatives (features, usually free, no fixed tenure, usually to be paid back in 

equal instalments, flexible in terms of use but largely taken for small consumption 

related expenses or at the time of events such as marriages, deaths in the family 

etc.) 

- SHGs – contribution of Rs 15-20 per month, interest rate SHG to member is 18% 

from PACs to SHG is 12%. No collateral. For PACs savings account needs to be 

opened but savings are withdrawable. 

- Commercial bank rate 9.5%, term loans for SHGs,  

 

 

E. Worth 

 

The greatest value derived by members of SHGs was as owners of the SHG. When 

asked the question who owns the SHGs all eleven SHGs with whom FGDs were held 

identified members as owners – money borrowed from the SHG would still benefit the 
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borrower as its interest would one day come back to them in the form of a dividend. 

When asked the question if the local moneylender were to reduce rates of interest to a 

level that the SHG charged who would they borrow from – this sense of ownership 

became a deciding factor – prompting them to still prefer the SHG to the moneylender. 

Focus group discussions with members of SHGs also valued the SHG as a place to 

regularly keep savings, from where they could get small amounts of money as and when 

they required it in a timely manner and with minimal paperwork. 

 

The greatest value derived by SHGs was as users of PACs services. Ownership was 

not a deciding factor for choosing PACs over other service providers. None of the eleven 

SHGs interviewed knew they had even nominal ownership of the PACs or that 

contributing share capital entitled them to any special benefits. The PACs were valued for 

low interest rate loans, for loans larger than what was available from the SHG, and for 

their proximity, for the local character of the institution with its local staff which more 

often than not lives in the same village as the client and for the fact that the PACs was 

open till late evening and even provided doorstep service, even as commercial bank 

branches closed relatively early. Realistically however PACs is only marginally better 

financial services provision for the SHG. Larger loans become accessible, but liquidity is 

tied in forced savings –this being the trade off.  

 

Convenience and liquidity, or ready access to savings and internal funds were the key 

deciding factors for financial service choices. In a less remote area where choice of 

service providers was greater this reflected in the form of members actually withdrawing 
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savings where a PACs asked them to keep all internal funds with the Society. (This was 

in contravention of NABARD’s guidelines – which does not require that internal funds be 

physically placed with the bank or cooperative to be considered while fixing the loan 

level). In this case the SHG was prompt to remove savings from the PACs and transfer 

both their savings and loan account to the nearby commercial bank branch.  

 

In remote areas the proximity and perceived accessibility of the PACs made members 

choose them over other service providers such as commercial banks which may charge a 

lower interest rate than PACs (9.5% compared to 12%) but the nearest branch of which 

was considered inaccessible. The commercial bank according to remote SHGs seemed 

more relevant for the rich, those who could understand the procedures and paperwork that 

banks have.  

 

Worth comes from context of linkages and social capital rather than the sense of 

being ‘owners of the second tier’, 

 

All the SHGs who were interviewed were unaware of any distinction between their 

relationship with a PACs and a commercial bank despite the member owned character of 

the PACs. For them the PACs was a service provider, like any other, except closer in 

terms of distance and social acceptance.  

 

This is partly linked to the current legal status of SHGs within the PACs system – as 

nominal rather than voting members. As a result of this SHGs as depositors are 
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contributing 25% of the deposit base of the PACs but are not full members of the PACs. 

Discussions with PACs staff reveals interesting issues in this context. 

 

a) 100% of the groups interviewed had savings with the PACs, 80% of the groups 

interviewed had paid share capital but none were voting members in the PACs.  

b) The access to loans in the case of full voting members is tied to share capital 

contribution– the more the shares you purchase the more you can access. In the 

case of SHGs it is linked to internal funds. Allowing SHGs full membership may 

actually limit their access to loans because they are unable to pay very high 

amounts of share capital 

c) Making the SHGs full members came with political risks in that a highly informal 

agency, could suddenly become open to political manipulation and attention were 

they to become stakeholders in the PACs. 

d) Given that the SHGs valued quality and timeliness of services over ‘the need to 

own’ the question of full membership seemed redundant. 

e) But at the same time – a representation of SHG interest in the general body should 

have been considered. A recent issue has been discussed in the section on ‘worth’ 

where SHGs finding no recourse on the issue of internal funds preferred to go to a 

local commercial bank rather than continue their association with PACs. If the 

had contributed to decision making on this issue through some mechanism – their 

sense of control on their own savings and indeed on the amount of loans 

leveraged would have been far greater. 
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This was in sharp contrast to the sense of ownership within the SHG itself. Members 

were clear that they owned the SHG, had a right to its profits, and were willing to forgo 

short term returns (in the form of dividends) to allow the group fund to build and leverage 

higher amounts of loans in the future. They demonstrated an understanding of the trade-

offs involved.  

 

Despite weak supervision and internal controls there was trust in PACs as safe keepers of 

their SHG savings, largely because the staff of the PACs was local and lived within the 

gram panchayat.  

 

However, this cannot be a substitute for regulation, supervision and strong controls.  

 

SHG deposits in the PACs are growing at a rate of around 100% per annum. For the CCS 

this is a low cost contribution of 25% to the deposit base. For SHGs it means that 

deposits are being placed with institutions which do not follow a set of regulations, risk 

management systems and measures or come under an acceptable minimal level of regular 

supervision and prudential norms.  

 

Regulation and Supervision – Regulation and supervision suffer from multiple layers of 

inadequacy in terms of the SHG -PACs linkage. Firstly.the CCS itself “….is said to suffer 

the problem of dual control. It also suffers from a surfeit of rules and no regulation. It 

suffers from too many supervisors and no supervision. It has too many owners and no 

ownership.” (ADB,2005) 
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State Governments and the Registrar of Co-operative Societies (RCS) appointed by the 

State are the main regulatory authorities for co-operative societies. When co-operative 

societies engage in banking business, in addition to the regulatory laws applicable to co-

operative societies, central laws governing banking
26

 are attracted. Thus, the Banking 

Regulation Act, 1949 applies to co-operative banks, but in a modified manner
27

, limiting 

therefore the extent of regulation by the Reserve Bank of India. This has resulted in the 

duality of regulation- under State laws for incorporation, regulation and winding up of 

cooperative societies and under banking regulation laws for regulation of banking 

business. However, all co-operative societies engaged in the business of banking are not 

regulated by the Banking Regulation Act, 1949 as the Act does not apply to the Primary 

Agricultural Credit Societies and Land Development Banks28 and the regulatory 

provisions including that on licencing are not applicable to primary credit societies
29

, thus 

leaving them under the regulatory purview of the State. “This in the past resulted in a 

number of restrictions on the managerial and governing autonomy of the cooperatives.” 

(Zacharias,2005).  

The recent Vaidyanathan Committee has made a number of recommendations in this 

context, 

• Bringing cooperative banks on par with commercial banks in terms of prudent 

financial regulation  

                                                 
26 A central subject under List I, Item 45 of Schedule VII of the Constitution. 

27 In the case of banking companies, which are registered under the Companies Act and are also governed by the provisions of the Banking 

Regulation Act in respect of their banking business, if the provisions of the Banking Regulation Act are in conflict with the Companies Act, the former 

prevails27. However in the case of co-operative banks, although they are required to obtain a licence under Section 22 of the Banking Regulation Act, 

they are subject to a lesser extent of regulatory oversight under the modified provisions of BR Act as provided in Section 56. (Zacharias,2005). 

28 Section 3 of the Banking Regulation Act, 1949. 

29 Section 56(o)(i) ibid. 
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• Prescribing fit and proper criteria consistent with the membership of cooperatives 

for election to the Boards 

• ensure professionalism in the Boards, however, three or four members with 

prescribed qualifications should be coopted 

• with voting rights in case members with prescribed qualifications do not get 

elected 

• Prescribing minimum qualifications for CEOs of the cooperative banks and 

approving their names 

• Prescribing capital adequacy norms for cooperative banks (to be implemented in a 

phased manner) 

• Prohibiting any cooperative other than a cooperative bank from accepting public 

deposits from any person other than its members. 

 

Governed by the West Bengal Cooperative Societies Act, 1983 and West Bengal 

Cooperative Societies Rules, 1987 financial cooperatives of West Bengal are to date 

partly owned and managed by the state government. NABARD undertakes inspection of 

state cooperative banks and DCCBs in accordance with the powers vested under Section 

35(6) of the Banking Regulation Act, 1949, however this does not extend to PACs. The 

Supervisor of the DCCB branch jointly with the Cooperative Inspector, and Assistant 

Registrar of Cooperative Societies inspects the PACS attached to them but again on a 

sample basis. There is some system in place for on site and off site supervision. 

Supervision is however weakened by the poor quality of audit and accounts - As per 

directives of NABARD, the performance of Co-operative Societies is to be assessed and 



 

 

 27 

graded by the Directorate of Co-operative Audit  with a clear rating system related to Non 

Performing Assets, observance of discipline, no-overdues, capital adequacy, earning 

capacity, efficiency of management, etc. Whereas A and B grading indicated financially 

sound position and better financial management, C indicates average and D poor financial 

status. The Directorate also appoints auditors chosen from a list of accredited agencies. 

 

Compliance with this current system remains a problem . While we did repeatedly ask for 

a current and past record of the ranking – none was available. Therefore neither the 

DCCB management nor the PACs itself really was in the habit of assessing performance 

or changes in performance over time. Accounting and book-keeping, was still lacking in 

basic requirements. For eg. cutting of numbers, lack of availability of audited reports, 

lack of consistency across reports etc. 

 

The Management of Information Systems are extremely weak in the PACs as also in 

relation to the SHGs. No internal reports such as relating to loan repayments are 

available. Transactions were highly risky, always in cash, mostly managed by one staff 

member rarely transferred, largely without any even random checks on cash amounts or 

any other checks and balances.   

Finally a major purpose of any cooperative audit is that members of the society are 

satisfied that the affairs of the society are managed properly and on sound business 

principles. In the case of the PACs such as report is made on a regular basis at the Annual 

General Body Meeting. However, the poor attendance of SHGs at such meetings (in some 

cases actively discouraged) means they do not have access to basic information about the 
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custodians of their deposits. This was of particular importance as the PACS are relatively 

less secure, in that it is optional for them to register under a deposit insurance scheme of 

the State. Many PACS are also ineligible as they do not meet certain eligibility criteria. In 

a study in West Bengal (Harper et.al, 2004) 50% of the 181 DDMs
30

 who answered the 

question on deposit insurance stated that deposits with the PACS in their DCCB were 

uninsured, and a further 7% said that the insurance scheme was inoperative. Only 43% 

stated that deposits in the PACS were insured. The sample PACs was one such PACs 

where deposits were uninsured. 

 

SHGs being highly informal agencies are not currently supervised by an external agency 

– the assumption being that they will be self supervised. However no specific model for 

self supervision has emerged in the context of SHGs. The closest to any kind of 

monitoring or inspection of SHGs is ‘rating’ – basically a set of ten to 15 parametres – 

such as regularity of meeting, repayment etc. However rating is not done in an organized 

manner for PACs linked SHGs– nor is any report available to look at trends across SHGs.  

 

The nature of regulation and supervision also severely limits the scope of products 

and services that can be provided by the PACs. To date the PACs cannot issue a demand 

draft, sell insurance policies, provide remittance services etc. In addition due to the weak 

compliance with prudential norms – cooperatives are not encouraged to actively increase 

their deposit taking. Capital adequacy norms even for cooperative banks are low – the 

capital requirement only being Rs. 100,000. In this context it is critical to either consider 

                                                 
30

 District Development Managers – NABARD officers 
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completely reorienting the currently credit focused approach of the PACs or developing 

linkages which can enable them to extend services without jeopardizing client resources. 

(See conclusions) 

 

 

Conclusion 

 

Is the SHG PACs linkage viable and desirable as a means of remote outreach? It appears 

so on both sides. PACs benefit from a cheap deposit base and can explore a new market 

segment. SHG linkages with PACs have potential for broad and deep outreach in 

remote areas  

 

For the Bararanga PACs assuming 15 members per group across a total of 85 groups, the 

linkage with SHGs have allowed the second tier to nearly double its outreach, and 

subsequently its savings and credit clients. SHG member savings in particular (already 

25% of the overall deposit base of the sample MOI) has enhanced the resource base of 

the PACs and the value of SHG deposits for the system has not gone unnoticed, resulting 

in some fairly unique issues in the context of this linkage (as discussed in the section 

relating to ‘worth’). 

 

For remote SHGs where the nearest commercial bank branch may be eight – to ten kms 

away the PACs are the first source for large loans. The fairly mature SHGs (more than 

four years old) have already leveraged their internal funds to the extent of three times to 
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raise PACs loans – although the journey to this level was slow with initial loans being as 

little as 8/10 of the internal funds of the SHG. Remote SHGs therefore get access to 

services that were otherwise expensive or unavailable.  

 

To optimize linkage a key in the future is going to be whether to see PACs as deposit 

based institutions, or to see them as credit dispensation agencies. There are arguments on 

both sides. The former means PACs can lower financials costs, improve their liquidity 

status (with some changes in allocation of resources between PACs and DCCBs) and 

provide a key service to members. However the latter perspective emphasizes PACs are 

simply not safe, SHGs and indeed any clients will be placing their deposits with 

essentially weak institutions which largely do not have use deposit insurance and have 

low levels of capital adequacy. In the interim while supervision for PACs and compliance 

with regulation (especially in remote areas) is weak possibly a two pronged approach can 

be adopted.  

 

For those PACs which are relatively strong (audit grade ‘A’ and ‘B’) recommendations 

can include,  

- rating of SHGs should be more regular  

- there should be greater ease of accessing larger loans from PACs for SHGs, for which 

the PACs should not need to seek any clearances from the DCCB 

- capacity building of PACs staff to bring greater quality to their business planning, 

product development, SHG promotion skills 
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- there is a need to develop a strong credit management system for microfinance at the 

PACs level  

- SHGs to be allowed to retain at their level a majority of internal funds as opposed to the 

current wrong practice of keeping all internal funds of the SHG at the PACs level 

- making deposit insurance compulsory 

 

For those which are relatively weaker but not completely unsound (‘C’ grade) in addition 

to the above we recommend, 

- exploring new service models such as PACs becoming business correspondents for 

commercial banks (which is likely to be possible only once PACs are allowed to access 

refinance from more sources than just DCCBs) which can enable them to offer deposit 

services without the associated risks  

 

Overall to move away from subsidy, as also to ensure some nature of rights of SHGs 

which are contributing to the deposit base of PACs wherever linkage exists, 

modifications in the current Cooperative Societies Act are key. This should allow for a 

greater role in decision making, and access to information for SHGs. For the PACs in 

general regulatory change could also mean moving away from tied relationships such as 

they have with upper-tiers.  
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