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.1? ART I. 

INTRODUCTORY. 

CHAPTER I. 

Tbe Committee and its work. 

]. Gonstit11tinn of the Committee. --The Bihar and Oris~a 
Committee on Co-operation was constituted in accordance with a 
generally expressed wish of the co-operators ·of the province, and 
on the specific recommendations of the Royal Commission on 
Agriculture and the Bihar and Orissa Provinciail Banking Enquiry 
Committee. The Government resolution appointing the Com'ruittec 
was issued on the. 28th August 1931 !md defined its ter.ms of 
reference as follows :-

" The duties of the Committee shall be to review the present 
condition of co-operative institutions in Bihar and Orissa and to 
make recommendations for the improvement of co-operation in the 
province_'' 

The personnel of the Committee so constituted was-
' 

(1) Mr. J. A. Hubback, I.C.s., President. 

(2) Khan Bahaqur Saghirul Haque, Member. 

(3) Rai Bahadur Syamanandan Sahaya, Member. 

(4) Rai Sahib Mihir Nath Roy, Member, 

and 

(5) Mr. H. R. Batheja, I.E.s., Member-Secretary. 

All members of the .Committee have served throughout the 
period of jts enquiries. 

2. Preliminary meeting at Ranchi.-The first meeting of the 
Committee was held at Ranchi on the 14th and 15th October 1931, 
when the programme of work was laid down and the draft 
questionnaire prepared by the Member-Secretary was considered 

1 «&&R 
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and approved. The list of persons and institut1ons to whom the 
questionnaire should be sent was set~led. To r_edu~e the exp~ns~s 
of copying and to enable the Commrttee to fimsh rts work wrthm 
the very short time allotted to it, witnesses were requested to send 
six typed copies of their memoranda for distribution to the members. 
It was further resolved to take verbatim reports of the oral evidence 
of the most important witnesses only, and it was agreed that it 
would not be .necessary to print any of the evidence. As there 
were no representatives of Orissa and Chota N agpur on the Com­
mittee, it was arranged, with the concurrence of Government, that 
Rai Sahib Prafulla Chandra Patriaik from Orissa and Babu Tara 
Prasanna Ghosh from .Chota N agpur should be co-opted as additional 
members to assist the Committee during their tours in those 
divisions. 

The Committee further considered a question relating to the 
Provincial Bank referred to it by Government. 

3. Preliminary office work and issue of the que.stionnaire.­
The Secretary joined his dut.ies as a whole-time officer at Patna 
on the 28th October 1931 and the office was formed immediately 
after. The President took over his dutie.s on the 9th of November 
1931. Copies of the questionnaire had already been issued in the 
last week of October through the office of the Registrar of Co­
operative Societies to all the chief officials and non-officials connected 
with the co-operative movement in the province, to the members 
of the Council of State and of the Legislative Assembly represent­
ing the province, as well as to all members of the Legislative 
Council. Copies_ were also sent to the District Officers· for distribu­
tion to officers serving under them, to professors of ec<1nomics and 
to various heads of departments. In all 452 copies of the 
questionnaire were distributed.· o 

4. Special enquiries .-In addition ({) the general questionnaire, 
special circulars were issued requesting the central banks visited 
by the Committee to collect information about their staff, constitu­
tion and financial position and to prepare brief. notes of some 
selected primary societies affiliated to them which were inspeoted 
by the Col!lm.ittee. Notes on some special aspects of co-operation 
were also mvrted from the officers of the Co-operative Department 
and other officers. Over and above these special enquiries, all 
central b~nks ~ere aske~ t? fram~ family budgets of members of 
seven typrcal pnmary soCieties affiliated to them in order to exhibit 
their economic conditions before and after the general depression 
set in. In all 5,448 family budgets were prepared. 

5. The Patna programme.-The Committee assembled at Patna 
on t~e _lOth~~-1931 and inspected the Bihar and Orissa 
Provrnctai.Co-operatrve Bank and examined informally Mr. Thakore, 



th«l Secretary of the Bank. Ori the 11th the Dinapore Central Bank 
and its affiliat-ed primary societies were visited. After the oral 
examination of the Registrar of Co-operative Societies on the 12th 
November 1931, the Committee toured from 13th to 17th November 
1931 in the Bhagalpur, Monghyr and Gay a districts visiting the 
Central Co-operative Banks situated at the headquarters of those 
districts and at J ahanabad as well as affiliated societies. The Durga 
Prashad Training Institute was visited at Sabour. On the 18th 

· and 19th the Secretary of the Bihar and Orissa Co-operative Bank 
was formally examined and in the afternoon of the 19th and of the 
21st the Bankipur Traders' Bank and the Peoples' Bank at Patna 
were respectively inspected. On the 22nd and 23rd November 1931, 
the Committee toured in the Muzaffarpur district visiting the Hajipur 
and Sitamarhi Central .Co-operative. Banks· and affiliated societies. 
Similar visits were paid to Futwah and An·ah on the 25th and 27th 
November 1931, while the Secretary of the Co-operative Federation 
was formally examined on the intervening day. On the 28th 
November at Patna we began the formal oral examination of Bihar 
witnesses from the three divisions of Patna, Tirhut and Bhagalpur 
and continued this work till the 9th December 1931 when we left 
for Orissa. 

6. The Orissa and Chota Nagpur programme.-From 11th to 
16th December 1931, the .Committee examined Puri witnesses at 
Puri and the other Orissa witnesses at Cuttack, and on the days 
when not engaged in this way inspected the Puri and Khurda 
Central Banks with their primary societies and the Cuttack Train­
ing Institute. On the 16th December 1931, the Committee left 
for Jamshedpur where we examined on the 18th the Tata Iron and 
Steel Company's employees' societies. On the 19th morning we 
left for Ranchi by road visiting the Chaibassa .Central Co-operative 
Bank and its primary societies on the way. From the 20th to 23rd 
December, the oral examination of Chota Nagpur witnesses was 
carried through. During the same period the Committee visited 
the Masmano Village Welfare Society and the Khunti Central Co­
operative Bank and its affiliat-ed societies including a visit to the 
Pelon! Village Welfare Society. The 24th December was devoted 
to a general discussion by the Committee of the evidence collected. 
Brief intervals on other davs at Patna and Ranchi had been 
similarly utilized, in order that the lines on which the report was 
to be drafted might be laid down. The Committee dispersed on 
the 24th December 1931, but the President and Member-Secretary 
remained at Ranchi to draft the report. "With very few exceptions 
the whole Committee was assembled on all occasions, and conse­
quently each m~mber has actually heard a.nd seen very nearly all 
the evidence placed before us. In all 13 central banks and 79 
primary societies were visited, besides the Provincial Bank, the two 
training institutes, two traders' banks and a number of industrial 



Workers' ao"cieties at Jamshedpur. The .Committee also examined 
817 formal witnesses besides talking informally to a number of other 
persons, held three meetings for its own discussions and travelled 
1,598 miles by rail and 766 miles by road. ,· . 

7. Analysis of witnesses examined.-At the four centres, 
Patrla, Puri, Cuttack and Ranchi, 21, 4, 8 and 4 witnesses were 
formally examined ·or 37 in all. The witnesses comprise 9 officers 
of the ·Co-operative Department, 17 representatives of Centrail Co­
operative Banks, 1 of the Provincia;! Co-operative Bank, 1 of the 
Provincial .Co-operative Federation, 2 Assistant Auditots, 2 
Managers of Central Banks and 5 Government o:fficiaJs not a.t 
present directly ·cc:mnected with the 00-operative movement. 
Besides these a large ·number. of afficial and non-official witnesseB 
were informally examined by the Committee at the headquarters 
of -the central banks and primary societies visited .by the Committee 
during its taur. We re'oeived in aill 105 memoranda in ;reply to 
our questionno.He. 

8. Closing of .the office and cost of the enquiry .-:The President 
to?~ _over charge of his duties as Commissioner of Chota N agpur 
DlVlston on the 15th of January 1932. The Committee met con­
tinuously from the 8th to t!te 18th of February to consider the 
draft report and reassembling again on the 2nd April passed it 
subject to minor corrections on that date. The Member-Secretary 
reverted to his substantive post on the 16th March 1932. The office 
of the Committee finally closed on the 15th March 1932. 
The records of the Cornmittee are deposited in the office of the 
Registrar of Co-operative Societies, Bihar and Orissa. The total 
cost of the Committee was approximately twenty-three . thousand 
rupees. 



CHAPTER II. 

fhe history of the. co-operative movement in Bihar and Orissa. 

9. Orig.in of the movement.-The early history of the co­
opemtive movement in lBdia. culminating in the Act of 1904 is 
briefly given in Chapter . Xill of the Report of the Royal 
Commission on Agricultur-e m India.. The first co..operative 
s0ciety in Bihar was sta,r,~~d by M]:. __ Lyon in Pl!!"nea.. In. Bengal, 
of which Bihar and Orissa ibenl'ormed a j:iart,the local Director of 
Land Records a,nd Agriculture was placed on special duty in 1901-02 
to enqtillre into the suitability af co-operation for the province. 
Through his exertions sevenal societies were established and some 
of them were still in e:Kistence when as. a result of the passing of the 
first Co-operatiive Credit Societies Act of HJ04, the first Registrar 
of Co-operati:~te Societies for Bengal, Mr. Gourlay, was appointed 
on the 6th September of that year. He was succeeded by 
Mr. Buchan in whose time Bihar and Orissa beca,me a separate 
province, with Sir Laurie H_!tmmon(l, the prese~t Governor of 
Assam., as its first Registrar of Co-operative Societies. 'The first 
societieJl in Bihar and Orissa were registered in 1905 and were 15 in 
11umber while 75 and 91 more were started in 1906 and 1907 
respectively. Out of these 181 societies started in the first three 
yearR, as many as 126 had been closed by the time the new province 
came into being. The first Central Bank, the Rohika Union,. wa~ 
started in December 1909. · 

10. Initial aims and some early workers of the movement.­
AII the early societies in this province as in other provinces were of 
the credit type, since the principal object of the movement was to 
relie":e_ the crushing burden of rural indebtedness. 'The operation 
ortiie Act of1904 was deliberately restricted to credit only. While 
it was inevitable., seeing th:rl the policy of starting co-operative 
societies initiated with Government and was not the outcome of 
any popular demand, that a Government department charged with 
the carrying out of the policy should be established, it was the aim 
in Bengal, as elsewhere, from the first to create a· popular move­
ment, complete and self-dependent but under the general control 
of the Registrar. Official agency in organizing and supervising 
societies was kept down to a minimum. The line of action 
actually pursued was to select suitable areas, to secure local 
honorary organizers in each, and when the societies had acquired 
sufficient experience, to combine them in central co-operative 

5 
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institutions for purposes of finance and control. The policy was 
so consistently pursued, that as late as 1912 the Registrar's depart­
mental staff consisted of only one personal . assistant and three 
auditors, of whom the present Assistant Registrar of Patna, Babu 
Mathura Prashad, was one. These were employed to carry out 
the annual official audit required by law, while the local organiza­
tion and direction of the work was left in the hands of the societies 
and the honorary organizers. Amongst the latter may be mention­
ed Mr. R. S. l(ing, Mr. C. R. Macdonald, Rev. Paul Wagner, 
Mr. H. A. Renny, Mr. Justin Finch and lastly Rai Bahadur Radha 
Gobinda Chowdhury, whose tragic death in a motor accident, a few 
days after he had given evidence before us at Ranchi, the Committee 
deeply deplore. These were connected with the Bhaptiahi, 
Daulatpur, Purulia, Rohika, Mangalgarh (Darbhanga) and Ranchi 

. areas respectively. The official staff of the districts, without having 
any specific connection with the work, were called upon to render 
and did in fact render as much friendly assistance as possible, and 
it is interesting to find that the late Khan B_ahadnr . Mohiuddin 
Ahmad and Rai~dnr-DurgaPrashad (oath of whom afterwards 
became Registrars) were :nnong those mentioned in the 1910-11 
report as having shown great interest in the movement. 

·When Bihar and Orissa was separated from Bengal in the year 
1912, there were in_the province 22 societies with limited liability, 
chiefly in urban areas, 508 rural societies with unlimited liability, 
and 8 central banking unions to which 215 societies were affiliated. 
The-tOtal-meib.herS!i:Ip -or-the-societies on 31st March 1912 was 
26,739 and the total working capital employed Rs. 8,74,201. 

11. Policy after separation.-After the separation of Bihar and 
Orissa from Bengal in 1912 and the passing in the same year of the 
new Co-operative Societies Act, which permitted non-credit socie­
ties and central institutions of a new type to be started, the 
co-or.erative movement in this province entered on a new phase. 

1 The diffiel!l.ties.J:P.~ntioned bx Sir Laurie _Ha=ond in the 1912-13 
: report were those ·due tir'llladequate finance, absence of supervision, 
paucity of Indian honorary workers and insufficient departmental 
staff. Finance in the early stages was found partly by Government 
and, in North Bihar, partly by the Darbhanga Raj officials and 
planters, who sympathized with the aims of the movement and 
saw in it a sound business investment. It was at that time the 
~~d policy of the European non-official workers in North Bihar 
·rs well as-of the department to r.j;i\e_em__a!l.tl)._Lold_ ~ebtsof the 
jnembers so as to free them completely from their maha]ans. For 
this more funds were needed than could be obtained from these 
source~. . At the same time the absence of continuous and organized 
su~et;'ISI~n was held to account for the large mor.tality amongst 
soCieties In.. the early stages of the movement. For both these 
difficulties, of finance and supervision, the solution adopted was the 
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starting of central banks. In the report mentioned above, Sir 
Laurie Hammond wrote :-

'' At first I was doubtful as to the advisability of starting a 
central society until some experimental rural societies bad demons­
trated the need for the larger institution. The success of the 
experiment initiated by the late Mr. Buchan at Madhipura where 
a central society, superimposed on some 22 societies, which were 
more or less declared failures, not only infused new life into those 
societies, but also extended operations with, up to the present, 
marked success, has led me to believe that the most successful 
method of bringing co-operative societies into existence is· to start 
a central bank where the necessary conditions appear to exist .. 

• • • • • 
'' Every Subdivisional Officer has at the present moment a 

great opportunity. He has only to enquire to realize the need for 
·leo-operative societies. He should be able to arrange for the neces-
1sary_ organizers, sel_ecting them as far as may be from all classes, 
·offic1al or non-offic1al, and then by personal encouragement and 
example get a central bank started and financed, which in the · 
course of a few years should really be independent of official 
encouragement. 

• • • • • 
'' It is therefore not only essential that the members should be 

fully financed in the first instance, but equally imperative that 
throughout the year tempora.ry accommodation should be available. 
Hence the need for cash credits." 

12. A new type of central bank.-The central banks were thus 
to supply not only finance up to the full extent of clearing off outside 
debt but also the supervision which, owing to iriadeqnate official 
staff which at that time consisted of the Registrar, his ·personal 
assistant and three auditors, the societies badly needed. For some 
time the functions of finance and supervision had been discharged 
by banking unions consisting of representatives of societies without 
any outside element ill the shape of preference and individual 
shareholders. The first two unions in this province-the Rohika 
and Banki Unions were organized on these lines, but they were 
really run by their honorary organizers and in this sense they were 
hardly co-operative in character.- · · · -

The need of an outside element, which would supply the business 
ability and local influence, as well as the finance, required by the 
societies was felt. This was supplied first by the N awadah Central 
Bank started in May 1910, which in addition to affiliated societies 
had preference shareholders qualified to undertake their business 
management and supervision. The Registrar noted in his report 
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that the fact that such supervision is not altogether disinterested 
is not entirely a matter of regret. That the Nawadah Bank was 
the first example of ·purely Bihari co-operative enterprise lent it 
additional interest and importance and caused it to be regarded as 
the model on which subsequent central banks should be started. 
The alternative model of the central union, in which there are no 
shareholders except the primary societies, has, however, not been 
superseded, since 20 out of the present total of 67* central financing 
bodies follow that model. About the same time the need of a 
balancing centre and an institution for keeping the fluid resources of 
the movement was beginning to be felt, and the scheme for a 
Provincial Apex Co-operative Bank was mooted, and ultimately 
realized in tbe year 1914. The Provincial Bank has all along also 
financed societies which are not affiliated to any central bank. 

13. Rapid progress.-The finances of the movement being thus 
assured,. it made until recently rapid progress, at least so far as 
numbers and .members of societies and central banks and growth 
of. capital are concerned. This is seen from the following 
statements regarding credit societies and central banks including 
the Prcwincial Bank from 1912-13 onwards :-

'The grqwth of credit co-operative societies; 

Number Number of Profit 
Year. of members of Working ResBrve. for 

societies. societies. capital. the year. 

Rs. Rs. Rs. 

11)12-13 .... 678· 21,226 9,39,142 75,698 40,294 

1013-14 795 39,781 14,41,889 05,349 78,395 

1!114-15 1,056 48,060 18,66;322 1,50,109 1,00,431 . 
1915-16 1,259 54,160 21,71,780 2,20,221 1,31,470 

10!6-17 1,880 59;548 23,55,607 2;99,846 1,28,870 

1917-18 1,657 . 64,349 32,19,878 3,97,145 1,33,348 

10111-10 2,105 ?0,179 3~,48,021 4,67,973 2,68,843• 

1919-20 2,824 84,731 42,51,840 5,73,163 2,46,778 

1920-91 ... 3,3.19 99,.190 50,88,583 6,89,009 2,76,225· 

1921-22 3',949 121,308 73,00,205 9,06,082 2;90,950 

1022-23 4,772 144,632 96,88,572 10,73,509 3,17,512 

1023 5,203 156,381 1,28,90,674 13,34,618 2,67,891 

1924 6,975 170,955 1,53,ll,I!J7 15,38,6:14 3;1H,459 

'* N o.te.-Thronghont the report the term u central bank " covers both R:inds 
or flnano•ng body, .unless otherwise indicated. 
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'l'he growth of credit co-operative sor.ieties-concld. 

Number of Number of Profit 
Year. societies. members of Working Reserve. for 

societies. capital. the year. 

Rs. Rs. Rs. 
r92o .6,717 188,885 1,79,08,082 18,44,569 4,10,525 

)926 7,726 219,407 2,20,05,891 21,66,587 6,00,927 

1927 8,079 239,030 2,32,35,425 24,91,864 4,53,442 

1928 8,649 247,527 2,63,12,324 29,ll,076 5,55,96t' 

1929 8,835 253,049 2, 71,57,892 33,23,383 5,51,399 

1930 8,935 245,371 2, 71,85,205 34,84,283 6,10,828 
' 

The growtk of central banks, including the Provincial Bank. 

Number Profit 
Year. of Working Reserve. for the 

banks. capital. year. 

Rs. Rs. Rs. 

1912-13 8 4,46,955 2,290 11,459 

1913-14 12 8,02,575 25,804 28,423 

1914-15 20 14,10,826 28,352 48,646 

1915-16 21 20,72,958 48,794 59,984 

1916-17 22 22,55,335 65,976 6;263 

1917-18 22 27,93,125 86,245 30,757 

1918-19 32 33,32,203 1,05,421 63,953 

1919-20 39 41,57,865 1,43,105 1,17,521 

1920-21 42 65,07,438 1,88,629 . 97,677 

1921-2~ 46 86,12,259 2,28,365 1,89,130 

1922-23 49 1,14,02,718 2,99,799 2,54,116 

1923 58 1,48,68,340 3,46,848 1,96,401 

1924 58 1,83,82, 775 4,65,ll8 3,00,892 

1925 59 2,19,61,792 5,50,578 3,92,139 

1926 64 2,47,00,026 6,87,939 3,98,171 
• 

1927. 66 2,64,65,300 7,71,914 4,89,964 

1928 68 2,93,80, 794 9,87,960 5,30,)53 

1929 68 3,02,29,324 11,12,210 6,57,391 

1930 68 3,09,88,688 14,63,897 6,10,982 
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14. Non-credit and non-agricultural societies.-Up to 31st 
March 1913 there were no registered societies in existence in the 
province save credit societies, E.!lt)let_.l!o.f'O:p.an_.of the Roman 
patbolic !:t:issio!l had indeed started a big co-operative purchase 
and sale society at Ranchi for supplying all the requirements of 
Christian aborigines and for selling their produce so as to make 
them entirely independent of the mahajans. This was, however, 
before the Act of 1912 was passed, and so it could not be registered. 
It seems to have failed soon after as we do not hear any more 
about .it after 1913-14. The 1912-13 report mentions a durrie­
maker's society in Patna, a cabmen's society in Gaya and an 
ekkawalas' society at Nawada. The Ranchi Union had in the 
same year a number of non-agricultntai···socie~ies catering· for 
jolahas, chamars and darzis affiliated tu it. Societies :(or carpenters, 
blacksmiths, shoemakers, fishermen, goalas, domes, were gradually 
started and other special -societies such as dairy, printing press, 
and credit societies for industrial workers came into being. 
Progress in such non-agricultural societies, a difficult form of 
co-operation, was necessarily slow. Most of them were credit 
societies. The progress of non-credit side of the movement was 
even slower as the following statement shows :-

The growth of non-credit societies. 

Number Profit 
Number of or 

Year. of members Working Reserve. loss 
societies. of capital. . for the 

societies. year. 

Rs. Rs. Rs. 

1912-13 Nil Nil Nil Nil Nil • 
• 

1913-14 2 9,866 52,426 15 10,958 

1914-15 12 4,661 70,889 277 ~588 

1915-16 17 5,304 76,764 647 -1,175 

1916-17 22 6,763 1,06,506 1,125 2,285 

1917-18 23 8,011 96,534 2,327 4,085 

1918-19 33 9,108 1,48,457 4,440 -393 
• 

1919-20 84 11,361 3,09,691 8,383 -57,027 

1920-21 139 8,324 6,97,877 45,723 37,031 

1921-22 173 7,107 6,42,616 18,069 24,783 
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The g·rowth of non-credit societies--<:oncld. 

Number Pl'ofit 
Number of or 

Year. of members Working Reserve. loss 
societies. of capital. for tho 

societies. year. 

Rs. Rs. Rs. 

1922-23 190 7,851 8,26,356 22,165 16,150 

1923 217 7,756 9,55,358 36,729 5,608 

1924 223 10,255 10,90,158 34,818 1,036 

1925 245 9,513 11,53,901 49,077 -3,369 

1926 256 9,079 8,78,426 52,501 -58,559 

1927 221 4,596 5,21,794 38,413 10,660 

1928 .256 7,810 8,18,379 85,793 -11,559 

1929 218 8,179 8,22,956 88,351 -42,066 

1930 215 9,091 7,15,411 74,824 -66,607 

15. Review of policy and progress up to 1922.-The policy of 
the movement in tha first ten years of its existence after the 
separation of the province was to have as little Government control 
as possible, and to leave the organization, finance and supervision 
of societies to non-official honorary organizers with such help as 
the district and subdivisional officers could afford to give. It sought 
to multiply central banks as fast as possible, in some places before· 
many societies were started, and to finance members fully for all 
purposes including sradhs, marriages and debt redemption in: 
order to release the debtor completely from the clutches of the, 
mahajan. There were inherent defects in this policy which werJ 
perceived after lapse of time. -Til" many areas, the ground was 
never thoroughly prepared and societies were started, as an • 
early Registrar wrote, " by standing in a field with a bag of 
mpees ". Successive repolis"beai•-testimony to -the fact that it 
was"difficult to convince the members of societies that their loans 
were not takavi advances. No suitable provision was made for 
supervision or training by the department, since at that time 
official intervention was regarded as undesirable. In the 
annual report of 1913-14 it was stated that " a society started by the 
Registrar or any of his assistants was unlikely to last long : 
official societies wera justified only as experiments ". In the 
interests of .J!.ilministrative. symmetry and expansion it was laid 
down as an ideal that there was to be a central bank for each 
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subdivision-an ideal which has, within recent years, been practi­
cally fulfilled. While the number of sc>cieti~s increased ~he number 
of members per society in some cases decrease~ and th1s made f?r 
uneconomical workin« and lower profits. Thrift was not much m 
evidence and the p~oportion of owned to borrowed capital in 
societies remained small, while as a result of the policy of " full 
finance " many loans from the very outset were long-term loans. 

Doubts on this question began to assail the department as 
early as 1914 when Mr. Collins who succeeded Sir Laurie Hammond 
as Registrar wrote as follows in his 1913-1914 report : 

" In this province there are t~pasiteJcbools, one the 
North Bihar school exemplified in lVIessrs. King and Macdonald, 
wh.irb holds that no society can succeell unless the members are 
ail cleared of debt before being admitted into it; the other which 
prevails in Nawada and Banki areas, which believes that for the 
first year or two small loans should be given for productive pur­
poses only, and if possible the members should then be allowed 
to pay off their old debts gradually./ My predecessor adhered to 
the former, but, 'though I started in the same opinion, after a 
year's experience I have become a convinced adherent of the 
latter. The North Bihar tenet is attractive and seems sound in 
theory, but in practice it is less suc<:,assful. It fails because of the 
character of the people with whom we have to deal."_ 

In spite of this admission the practice of redeeming old debts 
was not seriously modified as be added later on in the same report : 

" In coming to this conclusion I have been influenced not 
so much by theory as results which, as far as I can judge, are 
much better from the slower method. And I adopt it subject to 
the reservation that societies should always keep in view the pay­
ment of old debts as a most important task to be carried out as 
soon as is prudent and that exceptions will always have to be 
made in individual cases. I propose in future to recommend this 
system for all new areas." 

It is a pity that these ideas were lost sight of later. 

16. The co-operative boom.-Under his successor Khan 
Bahadur MoiiiiiQ(!in' Ahmad, who was Registrar for the greater 
part of the period between 1915 to 1925, expansion was rapid. A , 
number of circumstances conspired together to produce a mild 
co-operative boom during and immediately after the War. In the 
first five years prices of rural - commodities advanced by 
60 per ?ent, and though a drop of about 20 per cent 
followe~ m the next quinquennium the level at the end of the 
full per10d was 33! per c~nt above what it was at the beginning. 
TJ:Ius at the same . t1me the borrowing capacity of the 
l"lllyats and the lending resources of , the professional classes 
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wer~ m~rkedly increased. T? this large middle class capita.i , 
seeking mvestment, co-operative banks resting on Government. 

, support and unlimited liability offered the best security and the: 
'highest retura, in most cases 8 per cent for deposits and often 
10 per cent dividends on shares.. Other uses of co-operative banksJ 
besides being safe and lucrative channels of investment, were soon 
discovered. While the movement continued to attract people, 
who like its pioneers were mainly interes~ed in helping the poorer 
classes, its _possibilitie5 for other less purely benevolent ends had 
tneir appeo.l. Government and its ollicers looked with an eye of 
favo;rr on a move~~pt which made collections of public dues easy, 
reduced the demand for takavi and promised so much. far- the 
economic improvement of the masses. To ~hose raiyats, who may 
still be described by the old Sanskrit saying '' they boiTow money 
and drink ghee ", a generous and lenient lender needed li~tle 
recommendation. 

17. Rectifications of defects.-A system, which often provided 
more money than was legitimately needed by the members of 
societies, and still more frequently more than they could repay 
in the few instalments fixed, had in it seeds of future trouble. 
Inadequate organization and insufficient trammg and supervision 
accentuated that trouble. Most of the original honorary organizers 
were men of leisure who had time and energy for looking after 
the few societies then existing. With the rapid multiplication of 
societies, the new generation of workers, many of tliem busy 
professional men, could not cope with the work and the expansion 
of the department was insufficient to keep pace with the growth 
of the movement.. 'rhe result was the establishmen~ of a large 
number of primary societies, which had never learnt the under­
lying principles of co-operation and were incapable of conducting 
their affairs in the democratic spirit, which those principles 
premise. Nevertheless some laudable attempts at reforms were 
made. To encourage the growth of owned capital in unlimited 
liability societies~- the cOJllPilloor-y· share system was introduced in 
1915-16 and gradually extended until after 1920-21 it became · 
.a permanent feature of all societies with or without unlimited 
liability. To ensure both better supervision and greater security 
the idea of the guarant~_unions :was intr!]duced from Burma in 
1916-17. These associations of primary societies for mutual inspec­
tion and supervision were encouraged by all possible means by the 
Registrar, until in the year 1927 their number was 220. To 
ensure better audit) training and development and to serve as a 
co-ordinating agency for the movement, the Bihar and Orissa 
Co-operative Federation was regis.tered in 1917-18. The need of 
whole-time trained managers was felt as the business of central 
banks grew. The bank staff was required to be licensed in future 
by the Registrar, .acting as Governor of the Federation, and tem­
porary classes were started in 1915 at Sabour to impar.t the 
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necessary training. In the same year the Maclagan Committee 
Report on Co-operation was published, and it served as a standard 
work for the guidance of the co-operative movement in thi~ 
province as in other parts of India. In 1922 a small commi~tee wan 
appointed by the local Government to examine the financial aspect 
of the movement. It found it to be quite sound and fixed the 
standard of fluid resources to be maintained by each class of bank 
in the hghtofrecoii:iffienaatioiiii .. of the ~Iaclagan Committee, 
with such modifications• as the local conditions indicated. In 
the following year a large:: committee under the chairmanship of 
Mr. Lyall, who had been 'L member of the Maclagan Committee, 
was-appointed to consider the arrangements for the future control, 
of the co-operative movement iu this province, the adequacy of the 
audit system and the financial assistance required from Government. 
The most important recommendations dealt with the organization 
of the dep~rtment. 

18. Changes in departmental organization.-As mentioned 
above when the province came into being with 3,530 agricultural 
and non-agricultural societies and 8 central banks, the department 
was composed only of five persons-the Registrar (an I. C. S. 
officer), his personal assistant (an officer of the Provincial Executive 
Service), and three Government auditors on a pay of Rs. 100-10/1 
·-150. As societies and banks increased, in 1913-14 the number 
of auditors was raised to five, of whom some were recruited from 
the Subordinate Executive Service and others were appointed to 
that service either immediately or subsequently. Each auditor was 
placed in charge of one of the five divisions of the province. As 
their time was mostly taken up with organization and the number 
of societies rapidly increased, their audit work fell into serious 
arrears. Any further increase of Sub-Deputy Collectors to serve as 
auditors would have made the cost prohibitive. It was, therefore, 

ldecided to make over the audit of primary societies to a much 
!cheaper staff, specially recruited and paid for either partly or wholly 
,'by societies. Guvernment agreed to appoint five local auditors in 
i 1914-15 and one more for everv additional 120 societies in future. 
\This was the origin of local auditors. As the Registrar's work 
' was correspondingly increased, his personal assistant was converted 
in 1915-16 into a Deputy Registrar with power to inspect societies. 
The Secretary of State in 1919 made .the department permanent 
and sanctioned a strength of one Registrar, one Deputy Registrar 
nnd one Assistant Registrar, all recruited from the Indian Civil 
Service, and six Assistant Registrars recruited from the Provincial 
Executive Service, one for each division and one for the head­
quarters to serve as Personal A-ssistant to the Registrar. For 
financial reasons the local Government were not at once able to 
work up to this strength. The L~nll Committee in 1.923 consider­
ed ~ proposal of the then Reg1s rudo .. ai)iioiiit )miior Assistant 
Reg1strars for each thousand societies to help the Assistant 
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ll.egistrar in each division but rejected it. It preferred to appoint 
more Assistant Registrars to provide for the rapid expansion of 
the movement on the ground that thereby the expense would be 
the same and the ~ddition_of_.a]lother.store):Jo __ the_official structure ·i 
would be avoided. It also recommended the appointment of a 
Deputy Registrar for the Orissa and Chota Nagpur Divisions, with 
some of the powers of the Registrar delegated to him, and the 
abolition of the post of his Personal Assistant. These recommenda­
tions were accepted by Government in their resolution, dated 25th 
September 1924. As a result of this decision the staff has been 
increased from time to time with the expansion of the movement, 
until at present it consists of one Registrar, one Deputy Registrar, 
nine Assistant Registrars and three Additional Assistant Registrars. 
'!'he Registrar's post is on the Indian Civil Service cadre, and the 
Deputy Registrar is taken from among senior members of the 
Provincial Executive Civil Service. Of the Assistant Registrars 
two are Sub-Deputy Collectors, the rest being Deputy· Collectors. 

19. Audit reorganization.-The Lyall Committee considered 
also the question of changes in the audit organization. When the 
Federation was brought into being, the ·entire audit staff was 
transferred to its control, subject to the overriding authority of 
the Registrar in his capacity of Governor. The staff then included, 
in addition to the local auditors mentioned above, six divisional 
auditors, now called assistant auditors, who audited the central 
and other limited liability societies. Five of them were paid out 
of a special Government grant of Rs. 17,000 to the Federation. 
These were appointed in order to relieve the Assistant Registrars 
of the drudgery of audit of central societies and test audit of the 
local auditors' work, and to avoid an increase in their number. 
The cost of local auditors was met partly by Government and 
partly by the societies, except in the case of new societies and 
those in backward areas. Government, while unable to promise 
these subsidies for an indefinite period, stated that they had no 
intention of withdrawing them and that they would continue to 
be paid for the present without any definite renewal. They further 
agreed to give a new annual grant of Rs. 5,000 to the Federation 
for propaganda and development and to continue to entertain a 
staff of special officers for developing new areas where non-official 
assistance could not at first be expected. They also accepted the 
recommendation of the Lyall Committee that at least 10 per cent 
of the societies audited by: the local auditors should be re-audited, 
5 per cent by the Assistant Registrars and 5 per cent by the divisional 
auditors and that a Chief Auditor on a. high pay be appointed to 
check all audit work and . advise and assist the Registrar in the 
discharge of his audit and· banking functions. The Committee 
defined the detailed duties of the Chief Auditor to be to " advise 
the Registrar on accountancy and banking matters, to hold classes 
for the probationers, to test audit central banks, limited liability 
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iiocieties and stores, and also a small percentage of prhn!l11 
societies, and to suggest better methods of account-keeping suitable 
to the different kinds of societies." The first Chief Auditor, who 
still continues in service, was appointed in July 1925 gn a salary 
of Rs. 40D-25/2-600. 

20. Progress after 1923 and unexpected dijficuities.-T.he 
Lyall Committee had expected that at the then rate of progress, 
there would be 23,000 societies in the year 1933, an expectation, 
which, in view of the present number of 9,000, is very far from 
being realized. The reason for this failure of the movement to 
come up to expectations was that the evil effects of hasty organiza­
tion and ill-considered finance began to be felt very soon after 
the Committee had reported. The hopes and enthusiasm of early 
eo-operators came to be tempered by the reflection that, while the 
co-operative banks had supplied relatively cheap credit to the 
members, they had not taught them to use it well and wisely. 
Deposits flowed in, but collections fell off and overdues in spite 
of revision of kists• mounted rapidly. Difficulties were experienced 
in enforcing awards, and liquidation proceedings dragged on over 
years. Disenchantment set in and a note of interrogation began 
to ap12.ear in the official annual reports. In the Government resolu­
tion reviewing the 1924- ann)lal report anxiety was expressed for 
the first time regarding the fall in the percentage of recoveries to 
the demand ancl the deterioration in classification of societies. 
Another significant feature was the fall in the proportion of owned 
capital to total working capital, an indication that the movement 
was depending more on its power to attract outside money than its 
ability to encourage thrift among its members. One of the main 
underlying causes for this deterioration was undoubtedly the fall 
in agricultural prices from the high level of the years that 
immediately followed the conclusion of peace. · Between 1920 and 
1924, the money value of rural produce brought to market fell by 
something like 25 per cent, and where, as in some. parts of the 
province, the harvests were below normal, it is not surprising that 
contracts to repay loans, taken for such purposes as satisfaction 
of outside debt, and redemption or purchase of land, <in a basis' 
of 5 year~ or less could not be met. - . 

21. Oth1!1' contributo·r!f causes .-Other causes contributing to 
the difficulties of the co-operative movement in these years, we:re 
the excesRive accumulation d deposits in the provincial and central 
banks, the lack of co-ordination in the deposit rates of these 
financing institutions, the advance of large loans to individuals, 
much locking up of capital of central banks in stores and other 
speculative enterprises, Rome wasteful expenditure on " Develop­
ment " and the uneconomical size o£ many of the newly started 

* Dates fixed lor instalments in repaying 'loans, 
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banks. All-these had their effect on the dwindling profits of 
central banks to which the 1925 and 1926 annual reports referred. 
Many of these defects had their origin in ignorance of business 
and banking principles rather than in wilful mismanagement. But 
their effects for some central banks were nevertheless serious. For 
some time it had become the policy of the department to extend 
the scope of the movement beyond the supply of credit needs of 
agriculturists, and .sale societies, consumers' stores and other 
limited liability societies which required large finance and expert 
business abilitY. were started in many places. The central banks 
were persuaded to supply the finance, sometimes very reluctantly, 
but the managing ability and loyalty of members being still absent, 
these enterprises failed. Much of the present misfortunes of some 
central banks are entirely due to these failures. To obviate further 
failures of this kind, Government issued instructions to the Registrar 
in February 1926 that, except with his special permission, co­
operative stores were not in future to borrow or seek deposits from 
non-members. It was further laid down that no more societies 
for the sale of ordinary country produce or the supplY. of necessities 
oJ life in rural areas should be registered at present. Orders were 
also passed to regulate the organization of societies for sale and 
supply of seed, manure abd improved agricultural implements, 
as well as artisan societies. The Registrar tackled the other source 
o£ weakness of central banks rates by stopping their practice of 
accepting fresh deposits at .high rates when the Provincial Bank 
was willing to lend the finance they needed at much lower rates. 
The policy ·was· successfully carried out between 1927 and 1930. 
In fact a halt was . called to expansion and more attention was 
given to consolidation and improvement, a policy which has generally 
been followed up to the present date. · 

22. Training and development.-As a result of the introspection 
induced by the failure of man;v. of the early hopes of co-operators, 
much attention has naturally been devoted to the problems of 
improving existing societies by better supervision, and by training 
their members and officers, and of more intensive development of 
specially selected areas. In pursuance of this policy, permanent 
co-operative training institutes hav~ ~een started at Sabour ~nd 
Cuttack in the last two years for trammg the bank and Fed~ratwn 
employees. Panch training classes have· been held from time to 
time by banks with the help of the propaganda officers of the 
Federation. Ten such officers are now employed mainlY. for 
intensive development work in suitable areas. The Federation 
also has a publicity section which issues m8{fa~~es, charts ~nd 
slides to aid their activities. It supports five Dmswnal FederatiOn 
Boards for the exchange of co-operative ideas in each division and 
its annual congress has become a powerful instrument for the 

2 «~&n 
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exchange and elucidation of co-operative ideas. A whole-time 
Secretary has· been employed since 1929. 

23. Review of co-operation by the Provincial Banking Enquiry 
Committee.~The Government of India carrieiJ. out in 1929-30 an 
exten~ive banking enquiry throughout India and it became the ~uty 
of the Bihar and Orissa Provincial Banking Enquiry Comm1ttee 
to review the co-operative movement as one of the more important 
banking agencies existing in this province. As a result of exten­
sive enquiries extending over six months, it came to the conclu­
sion that[·_~ the co-operative movement in this province has made 
an appreciable inroad into the province of rnral credit and viewed 
as a ban)ring agency, is generally: in a sound :condition. Its 
defects are remediable and there is no reason why it should not 
occupy a very prominent position in this sphere before many years 
have passed.!':) It also considered a number of other problems 
affecting the movement which had been already reviewed by the 
Royal Commission on Agriculture in 1928, and, amongst· other 
recommendations, advocated the flotation of debentures by the 
Provincial Bank to provide long-term finance for the movement. 
The pro_posals of the Commission and the Committee have received 
the most careful consideration of the official . and non-official co­
operators of the province and have given rise to some important 
issues which we have considered in detail in subsequent chapters. 

24. Control 011er super11ision and finance.-Two of the most 
important of these are whether supervision and finance which 
are now combined in the same body, the Central Bank, should be 
separated in the interests of efficiency and, if so, by what agency 
and methods should supervision be controlled. The Registrar in 
his last annual report (1930) has raised this question in a pointed 
manner. Incidentally he has raised the further question whether 
in order to ensure better supervision and development the existing 
Government staff should not be reorganized and strengthened. 
The second outstanding question is what measures should be taken 
to ensure the progress of the movement on sound financial lines, 
in particular whether the societies and their members should be 
financed with long-term loans, and if so, on what terms and with 
what safeguards. If that question is answered in the negative, 
it has to be considered how the existing long-term commitments 
sh~ul~ be liquidated, and _what agency should be employed for 
reheV1_ng the rural population of its heavy load of debt. Finally 
there 1s the further question of how the financial policy of financing 
banks should be controlled and co-ordinated so as to avoid 
repetition of past mistakes. · 

25. The latest phase.-As compared with some other provinces, 
the co-operative movement in this province has not made great 
hea.dwa;v as the following table taken from the Report of the Royal 
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Agricultural Commission will show :-

Province. 

Number 
of 

members 
in all 

agricul­
tural 

societies 
(1926-27). 

Number 
of 

members Rural 
in agri. population 
cultural (Census 
credit of 1921). 

societies 
(1926-27). 

Number 
of 

rural 
families 

(esti­
mated). 

Proportion of 
members of 

agricultural 
societies to 

families in rural 
areas. 

All Credit 
societies. societies. 

· (in OOO's). (in OOO's). Per csnt. Per cent. 

Ajmer-Mer. 10,185 9,879 
wara. 

Asesm 42,4 78 __ 42,4 78 

Bengal 380,562 329,765 

Bihar and 205,825 205,000 
Orissa. 

Bombay 300,077 260,182 

Burma 93,161 87,447 

Central Pro• 59,459 58,039 
vinces and-
Berar. 

Coorg 

Delhi 

Madr.S -
North-West 

Frontier 
Province. 

Punjab 

United Pro­
vinces. · 

11,223 U,223 

4,250 4,250 

612,220 583,315 

681 681 

401,542 373,155 

148,405 148,332 

330 

7,428 

43,509 

32,627 

14,908 

11,021 

12,519 

155 

184 

37,040 

1,915 

18,473 

40,570 

66 15.4 15.0 

1,486 2.9 2.9 

8,702 4.4 3.8 

6,525 3.2 3.1 

2,981 10.0 8.7 

2,384 3.9 3.7 

2,504 2.4 2.3 

31 36.2 36.2. 

37 11.5 11.5 

7,408 8.3 7.9 

383 0.2 0.2 

3,694 10.9 10-2 

8,114 1.8 1.8 

According to the figures of the last annual report (1930) 
there are at present 9,150 agricultural and non-agricultural societies, 
67 central banks, and 185 guarantee unions. The agricultural and 
non-agricultural societies have 254,462 members with a working 
capital of Rs. 2, 79,00,616 and a reserve fund of Rs. 35,59,107. 
According to the l91!l Census there are 84,815 villages in the 
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province so that with the present figures t~ere is one s~ciety for 
about nine villages. 'Ibe slow progress of the movement smce 1927 
is seen from the following table :-

General progress from 1927-1930. 
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6 7 8 9 1 10 . 
TRs. TRs. TRs. TRs. 

1927 8,300 66 221 8,587 243,626 78,84 25,30 2,37,57 4,64 

1928 8,905 68 215 9,188 255,337 83,44 29,96 2,71,30 5,44 

1929 9,053 68 196 9,317 261,£28 66,88 34,11 2,79,80 5,09 

1930 9,160 68 186 9,404 254,462 54,92 35,59 2,79,00 5,44 

26. The present depression.-Tbe great economic d'epression, 
under which the whole . world is suffering, has enormously 
complicated the problems just indicated. Prices have tumbled down 
in the last eighteen months by at least forty per cent. The 
members of our co-operative societies, who are mostly caltivators, 
have been hit very hard. Though their assets a.re still valuable, their 
repaying capacity has been, for the time being at least, seriously 
lowered. There is a melancholy consolation in the fact that this 
misfortune is not confined to this province but is shared by every 
part of India and indeed by the rest of the world. r!t is a tribute 
to the inherent strength of the movement that it has weathered 
the storm for the last eighteen months. If it survives the crisis·![ 
as we confidently believe it will, it will be all the better for it, fo~j· 
it will emerge purified out of the ordeal. Reformed ani!J 
reorganized' it will pursue with renewed vigour itS' mission oe 
conquering the poverty and helplessness of the Indi~tn masses. I 



CHAPTER IIi. 

ExistinG defects and future lines of advance. 

27. Co-operative spirit weak in the primary sooieties.­
According to the preamble of the Co-operative Societies Act, 1912, 
its object is the promotion of thrift and self-help among 
agriculturists, artisans and persons of limited means. It is obvious, 
therefore, that the whole fabric of co-operative institutions in areas, 
where this Act is in force, has been built up to stimulate these 
virtues among the members of the primary societies, of whom in 
this province the great majority are cultivators on a. small scale. 
The success of the movement must be mainly judged by its ability 
to bring into being societies, composed of the people whom it is 
designed to benefit and really managed by those people; , In this 
respect the movement has not, in our opinion, reached a level of 
attainment, which can satisfy its adherents or silence its 
critics. No doubt there are some model primary societies, which 
conduct their business in a true co-operative spirit. These a.nd 
others carry on their affairs with prudence. But the great bulk 
of primary societies still depend far too much on the active 
assistance of the staff of the central banks, even to the extent of 
using that staff for the record of their a;ccounts and proceedings. 
It is disheartening to find that in some areas in Orissa, where 
literacy is relatively common, half the societies cannot keep their 
own books, a proportion which is greatly exceeded in more back­
ward areas. It is a; general complaint of central banks that they 
cannot get back their loans without constant pressure from their 
own staff, nor are they willing t"o pass the requisitions of primary 
societies for fresh loans, except after laborious and often lengthy 
scrutiny by that staff and the directorate of the bank. Very few 
banks have as yet dared, even with their best societies, to give 
a trial to the system of " normal credit " which presupposes ability 
in the primary societies to assess the short-term credit requirements 
of its members and to distribute loans fairly among them. 

Further indications of the failure to establish truly co­
operative primary societies are to be found in the tendency among 
members to diop out of the movement, when they no longer 
require credit, and the tendency of old societies to lapse into 
stagnation. 

We are convinced that the chief rea;son for this situation is 
not, as is often supposed, the prevalence of illiteracy among the 
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members of primary societies, though undou~tedly that _is one ot 
the contributing causes. The chief reason 1s, w~ believ:e, the 
failure hitherto to provide an adequate agen~y for mstructm_g the 
primary societies in the principles and practice of co-operatiOn. 

28. Need for instruction.-Such instruction is, of course, 
essential when a new sociMy is organized, and failure a.t that stage 
prejudices the future heavily. But it is e9ually essential to 
continue it until the advantages of co-operatiOn a:re so clearly 
demonstrated, that the society becomes itself a centre of propa­
ganda. During the last ten years primary agricultural societies 
have increased three-fold, and while the patient work of many 
honorary organizers and special officers in starting new societies 
must be acknowledged, there is no doubt that the pace was 'too 
great for really sound instruction by the number of persons engaged 
on the work. 

29. The failure of the inspecting clerk as an instructor.--Once the 
societie~ are started, their instruction is left to the inspecting clerks 
of the central banks under the supervision of t)le banks' managers 
and certain members of the banks' directorates. These clerks tend 
to be mainly concerned with the purely credit side of the move­
ment. They are required to supply the bank with information as 
to the assets of members, and to press for repayment of loans. 
They have little time to devote to instruction, and their pre­
occupation with the money matters of the banks and the societies 
renders their influence withl the members suspect. Their complete 
subordination to the central banks, which with difficulty prevent 
themselves from becoming purely credit institutions, diminishes 
still further their utility as instructors in co-operative principles. 
We are convinced that it is unreasonable to expect the same 
primary agency to operate effectively in the credit and in the non­
credit sphere. The remedies which we propose for this 
fundamental defect, set forth in. the preceding paragraphs, will 
be found in Chapter XI. · 

30. The financial objective of the movement.-Qn the financial 
side of the movement, too, there are undoubtedly some signs of 
weakness. On this side the objective of t)le movement has been 
to supply to the individual members at reasonable rates the credit , 
they require for the conduct of their business and the improvement 
of their material condition. This consists, for the agriculturist, 
firstly of tl~e credit necessary, for raising the crop, secondly of that 
needed matnly for replacement of live and dead stock, and thirdly 
of tha.t required for freeing him from prior debt or for enlarging 
the scope of his operations by taking up more land. The first two 
are well within the scope of a properly organized primary society, 
especially one which is affiliated to a soundly managed central 
bank. The funds required for financing loans for t)lese short and 



medium· .terms can, as experience amply proves, be raised without 
difficulty at rates which compare not uniavourably with those paid 
?Y the State itself. Nor should such loans be so large, as to impose 
m normal crrcumstances a severe strain on the repaying capacity 
of the borrower or to require the hypothecation of an undue 
proportion of his capital assets. It i~ the third class of credit, 
which is the difficulty. It seems to us unfortunate that the move­
ment in its early stages set before it as a practical policy the repay­
ment of the whole of the prior debts of the members, and even more 
unfortunate that it contemplated such a rapid improvement in 
their economic position as to permit purchase with borrowed money 
of fresh rights in land. 

31. The implications of that objecti11e.-Before :.dopting thia 
policy, its implications might have been more fully realized. That 
they were not is apparent even in the Maclagan Committee Report, 
which contemplates ·loans for repayment of debt as a normr.l 
feature of finance, while recognizing that the period of repayment 
could seldom exceed five years. Such a policy postulated that the 
difference between the rate of interest on the outside debt and that 
on the loan from· the society was not less than 20 per cent. It may 
have been in the early stages of the movement, but it seldom 
is now-a~days. The policy of granting loans for purchase of land 
was an even more doubtful business proposition. If, as bas 
ordinarily been the case, the rate of interest paid by the member 
to the society, was at least 12;!- per cent, and the loan had to be 
repaid in five years, it is clear that the member was expected to earn 
a profit of Rs. 32! each year on land which bad cost him Rs .. 100 to 
buy, i.e., that the land could be obtained at three years' purchase. 

32. The result on collections of ignoring its implications.-It 
seems to us that the finance of the movement bas been carried on 
in the past in general disregard of these considerations. Money 
bas been easily obtained on deposit for terms seldom exceeding five 
years and often limited to one year, at rates of 8 per cent or lower 
by the central banks, and societies have been rapidly formed and 
loans readily granted, relying wholly on the capital assets of the 
members, without any regard to their repaying capacity. It is 
this kind of finance that is the main cause of the falling off in the 
standard of collection in the primary societies, which ha.s been 
displayed in the last few years, following on the rapid expansion 
of the movement in the period 1915-25. 

33. The revision of kists.-The ill effects of the policy were to 
some extent masked durii)g the earlier years by the high prices of 
rural produce, which enabled the kists to be met with some degree of 
regularity. But by the beginning of 1927 tbe position bad become 
so menacing as to induce the Registrar to issue a circular, of which 
the purpose was to get the banks to separate. out long-term loans 
(I om short, and to limit the former to the amount of capital owned 
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by the banks and societies plus 25 per cent of deposits. U nfor­
tunately the policy necessarily involved the extension of t~e kists 
of many of the existing loans for long-term purposes, which had 
up to then been ordinarily granted for no longer term than five 
years. The result was that many central banks took the jnstrtwtion 
to mean an encouragement to go in for a wholesale relaxation of 
the terms on which outstanding loans should be repaid. Even that 
step did not result generally in a. return to adequate collection on 
the new basis. The defaults continued and have been rendered 
still worse in the last year by the further heavy fall in prices, whicb 
has thrown finance Into confusion throughout the world. 

5'4. The course of rural prices.-It may be useful here to show, 
however roughly, the course of prices in the last 22 years for 
commodities, that are widely sold by the rural population of this 
province. 

This can be best done by an index number taking 1928 as 100 
and the result is as follows :-

Year. Index Year. Index 
number. number. 

1910 55 1921 103 
1911 53 1922 110 
1912 58 192<! 90 
1913 66 1924 90 
1914 73 1925 100 
1915 75 1926 102 
1916 72 1927 105 
1917 66 1928 100 
1918 66 1929 98 
1919 106 1930. 99 
1920 120 1931 61 

1'he manner in which this index number has been prepared is 
explained in the Appendix at the end of this chapter. It represents 
with some degree of accuracy the relative value of the production for 
sale of the rural population of Bihar and Orissa. taken as a. whole, 
though no adjustment is made for the variation in the quantity 
p~oduced, but only for t~e variatio~ in the price. Naturally 
different parts of the prov1nce are differently affected by price 
changes for certain commodities. Thus in Nmih-West Bihar 
~hanges ~ suga: or tobacco p~ices are very important, while changes 
m lac or JUte pnces have no rmportance whatever. Still in viewing 
the financial position of the cO-operative movement as a. whole these 
figures are of value: They bring out the very remarkable drop of 
abou~ 40 per cent lll; 1931. as compared with a. fairly steady level 
of pnces for the prev10us s1x years. What this really means to the 
rural producer, who is a borrowing member of a co-operative society, 



is that for every Rs. 60 that he took as a loan at any time during 
the previous six years he has been expected to pay back something 
like Rs. 100 in 1931. It is scarcely surprising that, bad as collec­
tions have been in the last few years in many areas, !they are 
likely to be worse now. 

;J5. The reaction on the. centra! banks.-The tangle, into which 
the finances of primary societies have got oV>ing firstly to the fixing 
of. inadequate periods for repayment of loans for long-term purposes 
and secondly to the fall in prices, has its natural reactions on the 
central banks. Many of them are faced with the necessity of 
treating, either formally by a further revision of kistp, or practically 
by inability to collect according to existing contracts, the greater 
part of their outstanding loans to rural credit societies as long­
term loans. No doubt it would be possible to start on a very 
vigorous campaign of liquidation, but this would, we believe, be 
unfair to the members of primary societies and probably defeat its 
own aim of strengthening the position of the central banks. There 
remains the course of organizing land mortgage banks to relieve 
the central banks of some, at least, of their long-term commitments, 
a policy, with which we deal in Chapter VI. Many of the banks 
have, unfortunately, further frozen assets, if not actUally bad 
debts, in the shape of loans made to special types of societies, 
notably stores, sale societies and large scale artisan societies. 

36. Favourable features of the finance of the movement.-On 
the other hand, a considerable number of the central ba.nks have 
wisely built up a substantial reserve fund, which can be trusted to 
carry them over the present depression, provided that caution in 
fresh commitments is observed. Another satisfactory feature of 
the financial position of the central banks is that they have, rather 
tardily no doubt in some cases, reduced the rates of interest they 
Pli-Y on deposits, and yet have retained sufficient deposits for their 
present needs. The usual rate for one year deposits is now l'nly 
ti per cent, and, generally speaking, there is little loss of 
confidence among depositors, and what there is can be counteracted 
without a substantial increase in interest rates. The main difficulty 
in the situation is that most central banks rely too largely on the 
Provincial Bank to carry the balance of long-term commitments, 
which is not fully covered by their owned capital, as well as to 
support theni with fluid resource in time of need. Fortunately 
the Provincial Bank itself has been very prudently managed in the 
past and should be able to ride out the storm, which is blowing 
the world over, better than most financial institutions. 

37. The inadequacy of ~he official staff.-The movement in 
this province still relies largely for guidance and inspiration -:>n 
the official staff and is subject in certain respects to its control. It 
is difficult, in a province which even in prosperous times has an 
exiguous revenue, to provide a staff adequate for the responsibility 
which this position entails. What staff of Assistant Registrars has 



been available is employed principally in inspecting and ·advising 
the central banks, and cannot devote nearly enough time t? the 
primary societies. An undue proportion of their time has 'l.lso 
been spent on starting non-agricultural societies of various types 
and attempting with small success to stave off their collapse.. The 
Registrar, even since he has been assisted by one Deputy Re!Pstrar, 
has far more on his hands than he can adequately manage, sillce be 
has the direct charge, with few- experienced officers to help him,. of 
the whole of Bihar, where the expansion of the movement has· 
been far greater than in the rest of the province. 

38. Relations between the-official staff and the central banks.­
The position of the departmental staff vis-a-vis the central banks is 
not altogether a happy one. It is often difficult to draw the line 
between cases in which the responsibility of the department' ends 
in the tender of advice, and those in which control is required., 
Further, in the latter class of cases, control is difficult to apply 
without extreme measures, which may have consequences far 
beyond those intended. · 

The reactions of individual central banks to official communi-_ 
cations add a further complication. A few obviously resent and 
contrive to ignore .:riticism by the department, as they treat even 
the recommendations of the Co-operative Federation and the 
Provincial Bank, in the control of which central banks have 
a predominant share. More are inclined to take the opposite line 
of accepting as fiats what are intended to be mere 1luggestions 
(a mistake which more careful drafting of some of the circulars might 

· have prevented), and then complaining that the action proposed 
has inconvenienced them. 

39. The position of the Federation.-H was partly with a view 
to relieve the department of some part of its burden of responsibility 
and partly to prepare for a tjme when the movement could be 
safely allowed to govern itself, that the Co-operative Federation 
was founded. It consists of a Congress composed of a large body 
of delegates from central banks and primary societies, of a Council 
mainly elected by the Congress, and of a Governor, who is and 
has always been the Registrar, appointed ex-officio. The three main 
functions of the Federation are (1) the conduct of audit of affiliated 
societies of all kinds subject to the controlling authority of the 
Regis~ar as. Governor, (2) the direction of the policy of develoj)­
ment mcluding the control of the training institutions and thtl 
spec!al p~opaganda staff, (3) the eliciting and co-ordinating of non­
?ffiCI~l VIews about the movement generally. The last function 
IS chiefly that_ of the Congress itself. The second is mainly that 
of the Council, though much of the detailed work falls on the 
Registrar-Governor with the assistance of the Federation Secretary. 
The !ll'st is ~ltimately the st~tutory responsibility of the Registrar, 
an~ ill practice the wo_rk mamly devolves upon him, the Congress 
bemg concerned only ill the passing _of the budget for audit, and 
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the consequent decisions on the amount and the method ol 
apportioning the audit levy. It may be claimed that :the 
Federation has relieved the Registrar and incidentally Governmeat 
of a podion of the burden and responsibility of administering the 
movement. It has cerlainly made a notable contribution to the 
education of public opinion in co-operative ideals.. But we are 
doubtful wb,ether the ends gained are fully commensurate with the 
expenditure incurred. 

40. Lack of training.-There is yet one other defect which t-he 
Federation lias been designed to remove and has made some 
progress in doing so, though much remains to be done. That is 
the serious lack of training both in co-operative principles and J!l 

technical knowledge; from which the great majority of workers, 
be they officers of Government, employees of the ·Federation and 
the central banks, or non-officials elected to manage the business 
of societies, generally suffer. ·we put forward our views on the 
way in which training should be imporved in; Chapter XII. 

41. Scheme of the rest of the report.-This completes a very 
brief exposition of the outstanding fea-tures of co-operation in Bihar 
and Orissa, as it standa at present. We now ·turn to a more 
detailed consideration of the problems and advance our proposals 
for meeting them. We begin by examining in detail the primary 
societies, rural and urban, fo11 the benefit of whose members the 
whole structure exists. Next the financial side of the movement 
will be taken, since, however much its over-emphasis may be 
deplored, it is in present circumstances the most active sphere of 
co-operation and raises the most difficult and insistent problems. 
After dealing with it in a general way the position of the main 
institutions distributing finance at present, the central and provin­
cial banks, will be examined, while the question of long-term 
finance will be considered in a section on land· mortgage" banks. 
The subject of audit follows immediately after, for on adequate 
audit more than on anything else depends the- continued stability 
of the banks. We propose to deal with it along with the other 
functions of the Co-operative Federation such as development. (to 
which for convenience sake we attach the subject of control) and 
training, and then with tbe Federation itself. It is next necessary 
to examine how co-operators, like the rest of mortal men-,- can be 
obliged to pay their dues, when they fail to pay them voluntarily ; 
and• it is convenient to follow this section, which IDU8t necessarily 
enter somewhat deep into the realm of law, with a section on other 
proposals for fresh legislation. We have left to a late stage the 
question of reorganizing the Deparlment itself, since the answer 
to it depends on the genllral organization and future needs of the 
movement as a whole. Finally our recommendations have to be 
summarized and our acknowledgments ma!!e to those who have so 
greatly assisted our enquiry. 



APPENDIX. 

The Provincial Banking Enquiry Committee in paragraph 116 
of their report have made an estimate of the value of co=odities 
that are extensively sold by the rural population of Bihar and Orissa. 
That va.lue is based on the prices of 1928. In the statement given 
below the prices of that year are taken as the standard. The 
relative importance of commodities is that shown in the Banking 
Enquiry's table as the value handled by the first buyer, except in 
the special case of sugar, where the figure for second sale is adopted. 
The figure for " other crops " is omitted altogether. 

It is particularly to be noticed that the relati'De importance of 
the commodities is not based on production, but on oalue of saleable 
surplus. 

Relative 
Commodity. impor-

tance 
figure. 

.Rico 20 

Gram and pulses 15 

Other food-grains 6 

Oil seeds 8 

Sugar 6 

Jute 3 

Tobacco ~. 
/ 

2 

Lao 2t 

Total 621 

Index number with 
1821 aa 100. 

Annual value in lakhs o! rupees. 

1910. lOll. 1912. 1913. 1914 • 

8,80 8,80 10,40 12,60 13,40 

5,70 5,10 6,05 7,35 8,55 

3,72 3,42 3,72 4,08 4,92 I 

4,40 4,80 6,32 5,76 6,00 

5,34 4,32 3,96 4,32 5,34 

3,39 3,39 3,39 3,39 3,60 

2,00 2,00 1,60 2,66 2,66 

1,00 1,02 98 1,16 1,00 

34,36 32,85 36,32 41,31 45,47 

55 53 58 88 73 
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Relative 
Amlual value in lakhs of rupeee. 

Commodity. impor-
ta.noe 
figure. 1915. 1916. 1917. 1918. 1919. 

Rice 20 15,80 15,00 10,80 10,00 20,00 

Gram and pulses 15 9,90 8,55 6,90 6,60 . 10,50 

Other food-grains 6 5,52 4,50 4,50 4,92 8,10 

Oil seeds 8 5,44 5,76 5,12 6,00 13,28 

Sugar 6 4,80 6,00 5,34 6,00 6,00 

Jute 3 2,25 2,61 3,39 3,21 3,60 

Tobacco .. 2 2,66 },50 2,66 2,00 2,00 

Lac 2i 67 1,22 2,50 2,60 . 2,69 

Total 621 47,0_4. 45,14 41,21 41,33 66,17 

Index number with 75 7~ 88 88 1,08 
1928 as 100. 

Amlual value in Jakhs of rupees. 
Relative 

Commodity. impor· 
. ta.nce. 

figure. 1920. 1921. 1922. 1923. 1924. 1925. 

Rice 20 25,00 18,00 17,40 15,80 16,00 . 16,00 

Gram and 15 11,10 13,65 13,65 9,15 8,25 11,25 
pulses. 

Other food- 6 7,44 7,50 9,06 6,00 6,48 6,48 
grains. 

Oil seeds 8 8,80 7,20 8,80 7,76 8,80 9,92 

Sugar 6 12,00 9,60 7,98 6,00 7,98 7,98 

Jute 3 3,00 2,19 2,19 3,21 3,39 5,79 

Tobacco 2 2,66 2,66 4,00 4,00 1,60 1,60 

Lac 21 4,85 3,60 5,88 4,38 3,90 3,60 

Total .. 62! 74,85 64,40 68,96 56,30 . 56,40 62,62 

Index number 120 103 110 90 90 100 
with 1928 
as 100. 
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Annual value inlakhs of rupeee. 
Relative 

Commodity. impor-
tance 
figure. 1926. 1927. 1928. 1929. 1930. 1931. 

Rice 20 18,80 20,00 20,00 19,20 17,40 9,80 

Gram and 15 10,05 11,70 15,00 11,7tf 10,50 6,90 
pulsee. 

Other food 6 7,50 . 7,50 6,00 5,64 7,50 3,96 
grains. 

Oil seede .. 8 8,30 9,36 8,00 8,56 8,56 5,92 

Sugar 6 7,98 7,98 6,00 7,98 9,96 6,60 

Jute 3 7,59 5,19 3,!JO 3,60 4,41 2,81 

Tobacco 2 2,00 2,00 2,00 2,00 2,00 1,12 

Lao 21 1,63 2,45 2,50 2,76 1,70 90 

Total •• 621 63,85 66,18 62,60 61,43 62,03 38,01 

Index number with 1928 
•• 100. 

102 105 tOO 98 99 61 

The prices taken are as follows :-
Rice, Cheapest kind-Bhagalpur wholesale 1st January 

.1910-1930; adjusted. Bhagalpur retail 1st January 
1931. 

Gram and pulses. Gram-Bhagalpur whol~ale 1st May, 
1910-1930; adjusted Bhagalpur retail 1st May 1931. 

Other food-grains-Wheat Muzaffarpur wholesale 1st May, 
1910-1930; adjusted Muza.ffarpur retail l at May 
1931. 

Oil seeds, Musta.rd-Bhagalpur wholesale 1st May 1910-
1930 ; adjusted ra.pe seed Calcutta 1st August 1931. 

Sugar-Muzaffarpur wholesale 1st January 1910-1930; 
adjusted valley gur Calcutta 1st January 1931. 

.Tute--Bhagalpur wholesale 1st January 1910-1930; 
adjusted jute first Calcutta 1st January 19<ll. 

TobacC>O-'-Muzaffa.rpur wholesale 1st May 1910-1930; 
adjusted poolah Calcutta 1st May 1931. 

!Joo-C~Icutta, Shellac T, N. 1st May 1910-1931, 
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The prices for wholesale Bhagalpur and Muzaffa.rpur are those 
compiled by the Bihar and Orissa Board of Revenue. Unfor­
tunately these were discontinued during 1900. For rice, gram 
and wheat retail prices are still published and have been taken for 
1931 after. the slight adjustments required. For other commodi­
ties (except lac) the Calcutta prices, supplied by the Director­
General of Commercial Intelligence for 1929, 1930 and 1931 have 
been fitted on to the Bihar prices, since even retail prices of those 
commodities are no longer published by the Bihar and Orissa 
Board of Revenue. For lac the Calcutta prices have been taken 
for the whole period. 

It will be observed that only one price quotation for each year 
has been taken, as time did not permit the averaging of prices 
throughout the year. The dates given should be read as "January 
1st . or nearest date of publication " in all cases. 



PART II. 

PRIMARY UNITS. 

CHAPTER IV, 

Rural Co-operative Societies. 

42. The extent to which the primary society is co-operative.­
We have already indicated that we view with a considerable degree 
of dismay the general failure to make the ordinary agricultural 
credit society a self-governing and truly co-operative institution. 
In the course of our enquiry we talked with the members of nearly 
a hundred such societies, and not a dozen of those showed much 
signs of approaching that stan.dard. At the same time much of 
the material is good and, given adequate training at the start and 
wise guidance thereafter, there is nothing to prevent a much closer 
approximation to the co-operative ideal. In most societies that 
we saw the bulk of the members understood the obligations that 
they had undertaken and realized that the conduct of the society 
had been placed in their own hands. But practice falls much below 
theory, and far too many societies rely on the central banks' 
employees for the conduct of their business, while the central banks 
themselves seek to control that business over closely .. Further the 
whole activity of the village society centres, as a rule, round credit, 
and very little is done to stimulate a general interest in co-operation 
in its wider meaning. That co-operation means a good deal more 
than a system of supplying credit on easier terms than those of the 
mahajan has been recognized from the very beginning of the move­
ment. But from recognition of the fact to suitable action is a long 
step. The primary societies must, u.ntil they can build up their 
own funds, depend for their finance on the central banks. The 
central banks themselves depend largely on the depositors, who 
have entrusted their money to them, and thus there is a strong 
tendency to regard lending and borrowing as the paramount interest 
of co-operative institutions. We do not mean to imply for a 
moment that sound business methods are not of first class importance 
in co-operative finance as in ordinary banking. Nor do we fail 
to recognize that most central banks have made some effort, and 
severs! successful efforts, to develop the· non-credit side of 
co-operation in the primary societies. 

32 



4:!. The inspecting clerk's limitations.-But the fact remain~ 
that, generally speaking, the staff of the banks that comes in contact 
with those societies, the inspecting clerk or " supervisor ", and 
the touring bank manager is mainly concerned with placing the 
bank's money safely and profitably and with getting in the interest 
and instalments of principal. A staff so employed is naturally 
handicapped in its further duty of instructing the members of the 
societies in rural reconstruction. They are seldom adequately 
trained for that purpose, while their role of collectors of dues and 
overdues fits ill with that of a benevolent guide in other matters. 
It is sometimes said that, when the inspecting clerk goes in a\ 
one end of the village, the society members go out at the other. 
This is, no doubt, an overstatement of the case. But there is more 
truth, we believe, in the description we have heard of a general 
meeting, attended by the bank officer, which begins with a lecture 
by him on the benefits of co-operation, listened to with respectful 
attention by the members. Thereafter it turns into an acrimonious 
discussion of the need for prompt payment of dues, and the com­
plete inability, owing to the numerous insuperable difficulties, 
which are familiar to every collector of rural dues, to pay a pice. 

44. Other possible agencies for instruc.ting the primary 
societies.-No doubt in many central banks there are earnest and 
able directors, who spend much of their time in real co-operative 
deve.Jopment work in the villages. But such men are far too few 
for the work required, and many of the keenest of them have 
insufficient leisure. It may be asked why this work cannot be 
carried on, at least in part, by the official staff. Apart from the 
open question, whether it is for the ultimate good of the movement 
to rely in this matter principally on official aid, the departmental 
officers are in fact far too few to make any real impression. The 
audit staff-and that is not really official, being employed by the 
Federation-cannot be expected to do much more than examine 
thoroughly the book-keeping of the societies, and estimate accurately 
their financial position. There remains the staff of Assistant 
Registrars, who have on the average a charge of 800 societies and 
are expected, moreover, to pay close attention to the working of 
the central banks and institutions other than the agricultural credit 
societies. They have in this province no subordinate touring staff 
whatever. 

-45. Efforts of the Federation to solve the problem.-In the last 
few years the Co-operative Federation has seriously considered the 
problem, and has attempted to solve it in two ways. The first is 
by the establishment of training institutions at Sabour and at 
Cuttack, where persons employed in various capacities in the co­
operative movement can be instructed not only in the technique 
of their profession bm also in co-operative principles. The second 
is by the appointment of special propaganda officers, ten in number, 

8 ME.&D. 
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who are intended to train the members of societies. We reserve 
. our comments on the training institutions for a: later chapter, but 
may here express agn·ement with the general trend of the evidence 
that we received to the effect that the appointment of special pro­
paganda officers has not seriously improved the position. 

The remedy, which we propose for the neglect of the non­
credit side of the movement in the village is the creation of a 
staff of development supervisors, who will have nothing 
to do with finance, and who will be ultimately controlled by 
a body other than the central bank, with whose affiliated -societies 
they will be concerned.. The scheme will be fully set out in 
Chapter XI on Development, where we will also discuss a scheme 
placed before us, which, in outline, has the blessing of the 1931 
Federation Congress. 

46. Domination and its results.-In the societies, whose 
working we examined we did not find very much sign of the loans 
being monopolized by a few members, who dominate the society. 
We usually found that the members with the highest assets took 
considerably less than their proportionate share of the loans. Still 
it is generally asserted that domination by a few members is 
common, whether that domination actually results in pecuniary 
advantage to the more substantial members or not. The oppor­
tunities we had of contact with the primary society members were 
insufficient to enable us to test that view thoroughly. But on· the 
whole the readiness of the ordinary members to allow one or two 
to moi:10polize the conversation tends to confirm it. Mr. Wolff 
as long ago as 1919 deplored the absence of any kind of '' Vigilance 
Committee " separate from and watchful of the panchayat. In 
the small societies now prevalent there is perhaps hardly room 
for it, but it might be a useful feature of " whole village " societies. 

47 .. Larger societies.-Elsewhere we think that some advance 
might be made by trying to enlarge the existing societies, though 
we recognize and indeed emphasize that the admission of new 
members, or the :>malgamation of the two or even three societies, 
that are to be found in the larger villages, are questions which 
pre-eminently pertain to the society or societies concerned. So far 
from finding members increasing, we generally found that old 
members tried to drop out, when they had gained the more obvious 
advantages of membership by satisfying their outside creditors 
and paying up their loans from the society. It appears that about 
1920 the average size of society (all kinds) which had previously 
been some forty to fifty members dropped to about thirty and has 
remained near that figure ever since. Indeed the average member­
ship of the ordinary agTicultural society is now less than 24. Though 
perhaps no great economy could be obtained by having larger 
societies, we think they would tend to less domination of a few 
in~viduals, and to more healthy criticism of the panchayat. We 
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are afraid that some of the existing societies owe their origin to 
the astuteness of one or two persons, who found themselves in 
difficulties and were influential enough to bring in the additional 
members needed for registration. · 

48. Other defects in organization.-Another defect of organi­
zation, which was apparent in some areas we visited, is the starting 
of a number of societies in places where success is very doubtful. 
In particular we found groups of societies, whose assets were lands 
of a precarious character situated in the Ganges diara. If the 
loans gran~ed had been small, and such as could be repaid on a 
single good harvest, little harm would have been done. But any 
one with experience of diara areas knows that bumper harvests 
alterna~e with almost complete loss of crops, while there is a great 
risk of the land being thrown out of cultivation for many years by 
a shift of the river. 

We doubt too whether it is sound to spread co-operative 
societies widely in areas, where owing to the prevalence of the 
produce rent system or other causes, there is grave friction between 
landlord and tenant. There is a good deal to be said for the idea 
of helping deserving tenants to stand up against manifest oppres­
si!)n, but the danger of risking a large proportion -of the central 
bank's money on ~he doubtful issue of a long-drawn fight with a 
powerful landlord cannot be ignored. 

Again the introduction of the credit activities of co-operation 
among aboriginals requires much more careful survey of the ground 
than it has received in the past. Such people are not accustomed 
to ~he use of substantial credit and certainly not awake to the 
danger of long-term credit. Even for short-term credit the demand 
is not, we believe, very acute, since for petty sums friendly loans 
among themselves are general. Apart from the ignorance of the 
use of credit, there is the additional difficulty that lands in the 
aboriginal districts are not at preser!t saleable, and thus co~ppera­
tion may tend to be not only bad philanthropy but bad business 
too. We strongly advise that co-operative problems in such areas 
should be treated as distinct from their counterparts in more 
advanced districts. We notice with some _apprehension that one 
of the declared object> of the Federation is to secure uniformity 
among all co-operators of the province though we believe that the 
uniformity, to which we take objection, was not intended by the 
drafters of the by-laws of tha~ body. 

49. Inaccessible groups . of societies.-We also deprecate at 
present attempts to start new societies in untouched areas, merely 
on the ground that they have not ye_t been touched. It is 
absolutely irnpera~ive that the question, whether adequate super­
vision can be arranged in view of the existing means of 
communication, should be fully examined before such societies 



are brought into being. There are already several glaring instances 
of neglect of this precaution. The better course is to spread out 
from centres, where co-operation has already shown signs of 
healthy growth. 

50. Responsibility for defects.-For all these defects the res­
ponsibility lies quite as much on the Registrar who has given the 
societies his official blessing as on the central bank whosE( zealous 
members have started their organization. We trust that both 
parties will take warning from the results of past mistakes. 

51. Financial position of societies.-We found that in the 
majority of the societies the " haisiyats " showed ample cover for 
the outstanding loans, even when the value of land is written down 
to provide for the fall, which the depression of prices has brought 
about. But, while the assets are there, they are. not at present 
a source of sufficient income to meet the demands for interest and 
principal repayment, and it seems unlikely that they will be as 
long as prices remain at the existing level. 

52. An enquiry into Tepaying capacity.-A few weeks before 
our enquiry opened, the central banks were asked, at Mr. Batheja's 
instance, -to ascertain in some societies the income and expendi­
ture of their members in order to judge of their repaying capacity. 
The time allowed was short, and no doubt in some cases the survey 
was perfunctory. We have, however, satisfied ourselves that it 
was not so everywhere. The results are certainly disquieting. 
Even before the catastrophic fall in prices that began about N ovem­
ber 1930, the proportion of members, covered by the survey, whose 
family budgets showed a deficit, was 57 per cent and for the last 
year the percentage is shown as high as 71. 

53. Probable errors in the estimate.-But from the individual 
cases we were able to examine, it was clear that the produce of 
the land was under-estimate!h Random sampling of winter rice 
crops was conducted on the rice harvests of 1928-29, 1929-30 and 
1930-31 in practically all districts of the province. No less than 
23,505 samples were taken and these give a mean of almost exactly 
19 maunds of paddy per acre of actually harvested are~t. The 
nrrnracy of the method is such that it is something like 8,000 to 
1 against this figure for the mean being more than one-fifth of 

.n muund out. Of course inaccuracy may come in by <·utting the 
samples when the heaviest yielding rice is being harvesteol or neglect-
ing to ~ample in areas where crops are generally below the avera.re. 
But &eeing that the ~ampling has been carried out by :t la;ge 
nnmber of persons working mdependently, it is extremely unlikely 
that such causes have produced any serious error in the result .for 
the province as a who!e· An allowance of about 5 per cent tuight 
~e made before applymg the figure to the surveyed area, which 
mcludes field boundaries. A further allowance of the same v.mount 
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may be made for the difference between the area planted or sown 
with rice and that on which the crop is worth harvesting. After 
making these allowances it is safe to say that the average yield 
of winter paddy per acre in these three years has not been Jess 
than 17 maunds. (By winter paddy we mean the crop harvested 
between the 1st November and the 15th January, and this covers 
a very large proportion of the entire rice crop in the provincrl. 
.Consequently when we find that family budgets show a yield or 
seldom more than 12 maunds an acre and frequently as little as 
9 maunds, it is impossible to avoid the conclusion that the value 
of agricultural produce has been generally under-estimated. We 
cannot believe that co-operative ·holdings habitually yield less than 
others, any more than we can believe, however often we may be 
told the story, that a specially unfavourable monsoon is reserved 
for villages where co-operation has taken root. The cost of labour, 
taking into account the fact that the member's own family does 
most of the work on the holding was placed too high, though some 
attempt seems to have been made to. show the value of the family 
labour as an item of receipt. It is probable, too, that the members, 
on whose statements the budgets were ultimately based, had a 
general tendency to under-estimate their position to avoid pressure 
to pay arrears, especially at this time. But even discounting the 
figures in these ways, it is scarcely possible to avoid the conclusion 
that a considerable number of society members are at present unable 
to meet their expenses including the payment of interest and 
principal to their societies. 

54. Survey of repaying capacity to continue, and its results to 
be the basis of loan policy.-We completely a,crree with the view 
that this survey of repaying capacity should be pressed on, and that 
loan policy should in the future be put on this basis. We recognize 
the difficulties in both recommendations. The survey must rest 
on the statements of the members, who are likely to show a deficit 
when they are being pressed for repayment and, a credit balance 
when they are urgently in need of a loan. The agency for checking 
and correcting the statements is the inspecting clerk, under the. 
guidance of the bank's touring manager and neither of these are, 
at present, though we trust that they will soon become, adequately 
trained in rural economics. A loan policy based· on repaying 
capacity will, for the immediate future at any rate, mean an 
extension of kists and perhaps a reduction in interest rates. 
Neither of these courses will be convenient to the central banks, 
and both involve a serious risk of encouraging the idea that slackness 
in repayment of dues is likely to lead to some easing of their burden. 

55. The danger of wholesale liquidation.-But the· only 
alternative is severe pressure on individual members at a time, when 
it is clear that both income and assets have fallen markedly in 
value, and the result of such pressure would be wholesale liquidation 



88 

of societies, involving the good with the bad. The reactions, ~oth 
economic and political, of such a course would be very s~nous 
indeed. At the same time it should be the duty both of prrmary 
societies and of the central banks to distinguish wilful default from 
real inability to pay at present, and to press for payment where it 
is possible. We would not be averse from pressing for sale of 
portions of holdings, where such sale is permissible and calculated 
to improve the member's economic position. 

56. Need for increasing repaying capacity.-It is obviously 
necessary to do all that can be done to increase repaying capacity, 

·particularly by introducing proved advances in agricultural practice. 
It was cheering to find that in most areas we visited something had 
.already been done in this dir~ction, though there are evidently 
many problems of adapting improvements to local conditions to be 
solved, such as the protection of cane-cuttings against white-ants 
and of groundnuts against jackals. 

57. Future. loan policy·.-For the immediate future the policy 
of attempting to free each and every member of a co-operative 
society from outside debt must be definitely abandoned, unless its 
fulfilment can be transferred to a separate organization. The 
pursuit of that policy in the past has loaded the movement with 
a large burden of long-term commitment, which its resources of 
long-term finance can with difficulty support. In existing societies 
loans should be almost entirely restricted to short and medium term 
needs, i.e., short-term loans for the raising of j;he crop, payment of 
rent, petty trade, maintenance of the family in bad seasons and 
house repairs, and medium term loans for replacement of cattle and 
implements, and for closely restricted expenditure on social occa­
sions. Where new societies are founded (and we indicate elsewhere 
that at present such expansion should proceed cautiously) it will 
probably be necessary to grant a limited amount of long-term 
loans to clear off small debts on very onerous terms. But here, 
too, no attempt should be made to redeem mortgaged lands, until 
the members have made a notable advance in co-operation. In no 
circumstances, should money be advanced for purchasing fresh 
land. If prices rise, and the experience of the next few years in 
the matter of lessening the amount of long-term credit granted in 
the movement is happy, the policy of rescuing the members from 
their outside debt might be resumed either through separately 
organized land mortgage banks or, failing their establishment, 
with the existing organization. 

58. Apparent neglect of short-term business.-In the matter 
of short-term loans, we were struck by the lack of adequate 
arrangements to take up the business of lending grain for the last 
few months before the harvest, in areas, such as a great part of 
Orissa and Chota Nagpur, where that business is widely carried 
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on by money-lenders at a profit of 25 or-even 50 per cent for a term 
of three or four months. In some places the best arrangement 
would probably be village grain banks strictly limited to members' 
deposits, but in others where trade is active ordinary money loans 
would serve the purpose. 

59. The maintenance and use .of the " haisiyat " registers.­
"While we hope to see introduced gradually a more rational scheme 
of financing based on repaying capacity, we recognize that the 
ultimate security of loans lies, in the vast majority of cases, in the 
landed property of the members. For this reason it is still neces­
sary to maintain and improve the " haisiyat " registers, which 
should be revised yearly. It is hardly necessary to carry out the 
numerous corrections, which an attempt to revalue land on the basis 
of its current selling price would involve. But it would be desirable 
to note somewhere in the register, on what year's figure the land 
has been valued, and what adjustment should be made for rise or 
fall in selling price in subsequent years. We believe that a 
sufficiently accurate figure could be obtained from the Registration 
;Department for each district. We think that cattle, but not other 
movables, should be included in the " haisiyat ", to enable the 
panchayat to know what assets can, if need arises, be attached, but 
that the value of the cattle should not be taken into account when 
granting a loan, save where the member is definitely a trader in 
cattle. 'vVe find that in some societies loans have been granted up 
to a limit of one-third of the value of " haisiyat " assets.. We 
think this is· unsafe, and would fix no higher maximum than 
one-fifth, even where repaying capacity indicates a possibly higher 
limit .. 

60. Fixing of the maximum borrowing limits.-Such a rulE 
could be enforced with reasonable certainty, if the maximum 
borrowing limit for the society as a whole has to be approved by 
the financing central bank. We would make this approval a 
statutory requirement and would add that the central bank should. 
consul~ the department, and in case of difference of opinion the 
lower figure should be adopted. It would merely be necessary for 
the central bank to send tu the Registrar or his subordinate a 
statement showing the maximum borrowing limits which it pro­
posed to approve for each society. We expect that differences of 
opinion would be rare. It is obviously necessary for the primary 
society to fix at its general meeting the maximum loan to be given 
during the year to each of its members. Should that maximum be 
exceeded, we agree with the Central Banking Enquiry Committee 
that the panches of the society should become automatically 
guarantors for the excess portion of the loab. The more astute 
panches might try to get over this by inducing the general meeting 
to agree to maxima in excess of requirements. But any marked 
rise in the total would, we think, induce suspicion and invite enqniry. 
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61. A wider use of the " normal credit " system.-In order to 
obviate delays in granting loans for short terms, we stron&"ly 
support the system known as " normal credi~ ", by which a defi~nte 
sum is fixed for each member as drawable without further question, 
when required by him. The sum total of the " normal credits '.' 
of the members is the " normal credit " of the society, and this 
amount or some considerable proportion of it should be readily 
available to it from the central bank, especially where the society 
has funds on deposit there. The central bank will, no doubt, have 
to examine carefully at the beginning the amount of " normal 
credit " that should be made available to the society, but once it 
has satisfied itself that it is not excessive, it should be prepared to 
accept requisitions from the society within that limit at any time 
throughout the year without further scrutiny. This arrangemen~ 
should be made with all societies classed in the previous year as 
A or B, and probably some of the better 0 class societies might also 
have it.. We consider that central banks have hitherto been too 
timid in trying the arrangement. Such loans might be sanctioned 
by the working committee of the central bank, or even by a single 
member of the directorate, so empowered. Applications for them 
might be drawn up in a special form of a different colour from that 
used for applications for loans that require more thorough scrutiny. 
It must be understood that we expect that for some time to come 
the central banks and the primary agricultural credit societies will 
practically limit their new business to short-term loans along with 
a certain amount of loans for medium terms. Indeed, if land 
mortgage banks come into existence, the existing banks and 
societies should aim at having no long-term loans on their books. 
We are contemplating here " norriu;,l credit " for short-term loans 
only, and advise that applications even for medium-term loans 
should still be closely scrutinized. "Normal credit " is of course, 
entirely out of the question for long-term loans. We aiso wish to 
impress on the central banks that it is an important part of their 
duty as co-operative institutions to instruct the primary society 
members in the sound use of the " normal credit " system . 

. 6~. Recovery .of ~ttes .-. At tJ;!e :present moment most primary 
socretres are experrencmg difficulties m getting their own dues, and 
consequently in paying the dues of the central banks. \Ve have, 
therefore, been obliged to consider whether greater facilities for 
collection, as well as greater precautions before loans are granted, 
are required. A recent ruling of the Patna Hio-h Court has decided 
that it is not open to a central bank to apply" for an award under 
the Co-operative Societies Act against individual members of 
primary s?cieties. This, if we may say so, is not only !!DOd law, 
bu.t also m. normal c~ses good co-operative principle. Clearly a 
prrmnry society that IS really co-operative will take action of its 
own accord a_gainst members who wilfully default. But unfortu­
nately a considerable number of existing societies are not at such a 



high level of co-operation. What the remedy should be is discussed 
in Chapter XIV. 

It has further been suggested that the panchayats of primary 
societies should be given power to apply for distraint on the standing 
crops of members who are in arrears, and that the central bank 
should have the same power, and use it when the panchayat is 
reluctant to do so. We note that the first part of the suggestion 
was considered at the 1931 meeting of the Federation Congress and 
was rejected by a large majority apparently on the ground that 
the panchayat members were frequently heary defaulters them­
selves and so could not be trusted to use the power fairly. The 
Federation Congress of 1932 has differed from its predecessor, 
and we have, therefore, examined the question again and express 
our views in Chapter XIV, 

This leads on to another question, viz., whether it is desirable 
to provide that awards granted by the Registrar should be capable 
of being executed as certificates in the revenue courts, instead 
of, or as an alternative to, execution in the civil courts. We give 
our views on this pomt also in Chapter XIV. 

63. Security for loans.-The other question is that of 
strengthening the security on which primary societies lend ~o 
their members. As it is, for all considerable loans, i.e., of Rs. 200 
or even in some areas Rs. 100, collateral security in the shape of 
a mortgage is taken. Though this is a distinct departure from 
the theory of co-operation, which relies on personal character 
rather than pledged assets, the type of business hitherto conducted 
by primary societies affords justification for some such precaution. 

The most useful form which such collateral security can take 
is a document, of which the substance is as follows :- . 

"· I shall transact business up to Rs. during the 
period of my membership of the society. In security 
I place the lands noted below in mortgage to that &ociety." 

This is a running mortgage, known as a " satta chitha ", and 
the period of limitation only comes to an end after three years from 
the last transaction under it. Rai Bahadur Shyamnandan Sahay 
and Rai Sahib Mihir Nath Roy, who consider that unfortunately 
very little reliance can be placed on the security of the personal 
character of the primary society members, would take such a 
mortgage for every loan except short-term loans of less than Rs. 100. 
The rest of us think that a mortgage should be unnecessary for 
either short or medium-term loans, and would rely for repayment 
of these on co-operative spirit among the members and on their 
unlimited liability, and consequently if long-term business is 
transferred to land mortgage banks, the need for these mortgages 
in primary societies will cease. 
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64. Transferability of holdings.-Whatever may ?e the 
arrangements for getting borrowing members to ;pl~dge theJ.r lan.ds 
for loans it must be remembered that the ex1stmg law adm1ts 
of no ve;y easy way of enforcing the liability in the last event. 
In Bihar, under the Bengal Tenancy Act, the power to trans!er 
the occupancy right of a raiyat by sale depends on custom, which 
is still very ill-defined. The superior landlord has, as a rule, the 
power to decline to recognize the purchaser on a money: decree, 
and to- exact a substantial fee for accepting him. In the Orissa 
coast districts, where the Orissa Tenancy Act prevails, private sale 
is generally recognized subject to a payment of one:fourth of .the 
purchase money to the landlord, who also has tl1e nght to object 
to the purchaser on certain grounds. But it is an open question 
to what extent the landlord can intervene in a court sale, while 
the general question of sale is still left to custom in the permanently­
settled estates, which comprise a fairly large part of those districts. 
In Chota Nagpur, the Santa! Parganas, Angul and Sambalpur, 
the right to transfer occupancy holdings is still closely restricted 
and consequently in those areas pledging of the member's land 
does not mean ·more than, at best, a usufructuary mortgage for 
a limited term of years. · 

There is a strong demand from a large body of co-operators, 
who are able to make their views heard, for a relaxation of the 
laws, which hinder free transfer of occupancy rights, a demand 
which has become more insistent with the growing difficulty of 
recovering dues. It is argued in particular that these restrictions 
diminish the credit of the member, and consequently raise the rate 
of interest that he has to pay for his loans. 

65. The Committee's views on the question.-We all recognize 
the force of this argument and are prepared to support all possible 
relaxation in the areas, where the members are sufficiently 
advanced to realize the danger of easy credit, as we think they 
are in Bihar and in the Orissa coast districts. In Samba! pur, 
we agree to the. same course, unless local officers and others, who 
have had close experience of that unique district, have cogent 
reasons for opposing it. The President is, however, very doubtful 
of the wisdom of relaxation, at present, in the remaining districts, 
w?ich have a large aboriginal population, to whom easy credit is 
still a great danger. He believes that aboriginal opinion is wholly 
averse from the change, and that it would tend to a continuance 
and an extension of reckless finance by the central banks, which 
are there. even less controlled by the ordinary l'1lral element than 
they are m more advanced areas. In general he thinks that no 
case has been made out _for speci.al ~reatment in this respect, for 
debts due to co-operattve mstttut10ns, and that it would be 
extremely difficult to resist a demand for the relaxation to be 
extended to all classes of debt. He would press strongly for 
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adequate sa~eguards in the aboriginal villages against the expropna­
tion of their inhabitants through the medium of co-operation, and 
their replacement by non-aboriginals. He fears that any serious 
threat of that contingency would create a great deal of unrest among 
the aborigines. He thinks that, in any case, the results of the 
revision settlement in Ranchi, now in progress, should be taken 
into verY. careful consideration before any decision is reached. 
Khan Bahadur Saghirul Haq and Mr. Batheja are inclined to agree 
with the President's views. The other two members after a 
careful examination of the evidence placed before the Committee 
including the opinions of many eminent and veteran co-operators 
are satisfied that a considerable degree of relaxation is desirable 
in these areas too. They think that to give to central banks the 
right to bring the lands of defaulters to sale would secure a very 
welcome reduction in the rate of interest. It is unlikely to be 
abused by the central banks, who both from a regard to co-operative 
principles and a reluctance to burden themselves with landed 
property would seldom t;tke the extreme step of selling up their 
clients. In fact the dishonest members, who at present borrow 
recklessly, trusting in the immunity of their land from sale, are 
the only ones who would have anything to fear. Maintaining the 
present restrictions puts a premium on dishonesty. They point 
out that when the Chota Nagpur Tenancy Act was passed, co­
operation was still in the experimental stage, and consequently 
could not be put forward as a remedy for the evil results of 
uncontrolled borrowing. Though they are not at present convinced 
of their necessity, they would be prepared to admit safeguards, 
providing that proof should be demanded that the original debt 
was for redemption of holdings, payment of rent, purchase of cattle 
or general cultivation purposes, and that the sanction of the 
Registrar or the Deputy Commissioner of · the district should be 
necessary before the land was put up to' sale. 

Before leaving the general question of transferability it is 
necessary to note that, whatever alterations in the law may be 
made, the existing rights of landlords will have to be taken into 
account, and a fair settlement reached of the vexed questions of 
the scale of salami, and the grounds of objection to the transfer or 
in the alternative the proposed new right of pre-emption. 

66. Emphasis on recovery difficulties an admission of 
failure .-In considering this and other questions of strengthening 
the machinery fpr recovery of dues, it is imperative to emphasize 
the· fact that co-operation was not introduced into India to 
establish a safe investment for the savings of the middle class, 
but to break down the stagnation of the rural population. It would 
be an outstanding example of irony, if the result of thirty years' 
application of the principle were the ruin of a large proportion 
of cultivators, who have been induced to trust to it. Nor is it 
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a healthy sign in the co-operative movement, which presupposes 
a large element of self-determination in the primary societies, that 
there should be so much discussion of the most effe.ctive methods 
of compelling these societies to conduct prudently their own business. 
If co-operation is in this province to have the future which its well­
wishers hope for it, the right of the primary society to manage its 
own affairs must be strictly preserved, and its ability to do so must 
be wisely developed. 

67. Societies for ·the sale of members' crops.-Hitherto in this 
chapter we have been dealing with the most common form of rural 
primary society, the agricultural credit society with unlimited 
liability. Though other kinds of society are relatively insignificant 
it is necessary for the sake of completeness to discuss them briefly. 
The experience of them in this province has not been happy. A 
few sale societies have been founded, with a view to holding the 
produce of members fop a favourable time of marketing. These 
have all failed and been liquidated and have resulted in serious Joss 
to the financing agency. We see no prospect for their success, 
until a very pronounced advance in business education and co-opera­
tive spirit is visible, especially as there is reason to believe that 
the profits made by the middlemen are not nearly so large as his 
detractors imagine. The question of co-operative marketing in this 
province was very carefully examined by the Provincial Banking 
Enquiry Committee, who expressed themselves strongly against 
further experiments at present, a view with which we are in 
complete accord. The only exception we would make, and here 
again we follow that Committee, is the encouragement of co-opera­
tive warehouses, as part of a general scheme to improve the 
facilities for granting sound credit during the period of marketing. 

68. DaiNJ societies.-There is one example in this province of 
n. society formed to sell for its members a special product, which 
has its own problemR of marketing. This is the dairy society at 
the large town of Bhagalpur. It commands a convenient and 
extensive market and has proved a distinct success. We think it 
might have imitators elsewhere,. provided the same conditions exist, 
and possibly the sale of other products of a perishable character 
might be organized on a co-operative basis with success. 

69. Societies for the sale of agricultural requirements to· 
members.-Three other societies, which aim at retailing to their 
members articles required for agricultural practice, such as fuiple­
ments and manures, are in existence, but they are at present 
worki~g ~t a loss. This activity is decidedly Jess risky than the 
orgamzatwn of sale of produce. We ·advise that the causes of 
failnre should be carefully examined, and fnrther attempts made 
to ileve!op them. o~ sound lines. It is probable that groups of 
whole-v1llage soc1ebes, when, these are securely founded, will be 
prepared . to· take up this activity as one of many outlets for 
co-operative energy. 



7o. Other special societies.-Apart from grain golas, which we 
discuss below, the only other special types of rural societies tried 
in the province are rent-paying and 1rrigation societies. Three 
rent-paying societies have been organized and liquidated, and there 
are evidently some factors, which militate against the success of 
societies of this kind. In one area, Fahva, three irrigation 
societies have met with some degree of success, which they owe 
mainly to the zeal of a single enthusiatic co-operator, Rai Sahib 
Raj Prakash N arain. We think that this form of co-<>perative 
development is well worth a trial in other suitable parts of the 
province. 

71. Societies for the consolidation of holdings.-No attempt has 
yet been made to follow the example of other provinces in starting 
societies to solve the problem of the fragmentation of holdings. 
That problem is no less pressing in Bihar and Orissa than it is in 
other parts of India, and we therefore advise that a start should be 
made. The idea will probably take root most readily in places, 
where the foundation of whole-village societies is successful. 

72. Grain go las .-Grain go las appear to be a distinct success 
in aboriginal tracts, particularly in Angul and the Santa! Parganas, 
and we regret that we were unable to make an adequate study of 
them in the course of our enquiry. Our impression, however, is 
that they depend for their success partly on active assistance from 
the Revenue Officers, who, in these areas at least, are more able 
to overcome the reluctance of borrowers to repay their dues than 
the panchayats of societies or the directorates of banks. Prompt 
realization is also easier, because the loans are almost entirely for 
short-term purposes. Even where active assistance from Revenue 
Officers is not available, we see no good reason why grain golas 
should not succeed, given good supervision at the beginning, in the 
parts of the province where grain-lending is still prevalent. But it 
should be strictly enjoined that, except for a small loan to start the 
society, it should rely for its capital on local deposits of grain, 
which should be forthcoming in years of good harvests. 

73. Guarantee unions.-One other class of rural society 
remains, the guarantee union. This type was copied from Burma 
as long ago as 1916, and early reports of its progress were glowing. 
By 1927 as many as 220 such societies had been established and 
embraced 1,985 primary societies. The union was intended ·both 
to stand as an additional surety for the loans made by the central 
bank to the primary societies, and to supervise the working of 
those societies. As late as 1928 the Registrar, while admitting 
that the majority of them were unsuccessful, considered that with 
better trained workers they would still prove their merit. In 1929 
it was clear that they bad generally failed and registration of new 
unions was stopped until a committee like our own should bless 
them. In the meantime, the present Registrar had the Burma 
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711. Some statistics of non-agTicultural co-operation.-Of the 

333 non-agricultural societies, whose working is set out in State­
ment C of the annual report of 1930, as many as 131 were credit 
societies with 18,541 members and about Rs. 30! lakhs of working 
capital. The following table shows the relative importance of the 
objects of these non-agricultural societies :-

Working 

Class. Number. Members. 
capital in 

thoueands of 
rupees. 

I. Credit 131 18,541 30,56 

II. Purchase, or purchase and sale 26 2,566 1,89 

III. Production 7 104 I 

IV. Production o.nd snle 100 2,9Il 3,79 

VI. Other forms 69 2,786 1,26 

Total 333 26,908 37,52 

From the body of the Registrar's Annual Report of 1930 it 
appears that there were 80 amla and wage-earners' societies with 
17,349 members, 8 provincial associations, 58 fishermen's societies, 
2 home industries' associations, 1 housing society, 6 traders' banks, 
1 co-operative press, 6 public health societies and 23 societies for 
depressed classes, besides a few stores and a number pf small 
societies for artisans such as weavers, bell-metal workers, oilmen 
and tailors. 

77. Their decaying condition.-Most of these societies, except 
the amla societies and a few traders' banks, are in a decadent con­
dition and are dying a slow and lingering death, the department 
not having the heart to kill them. They are the cherished children 
of the efforts of official and non-official workers, who wanted to 
remove the reproach on the fair name of the movement of being 
confined exclusively to agricultural credit. They were started with 
more zeal than discretion during the period between 1914 and 1924. 
They have failed because of the inherent difficulties of these forms 
of co-operation, the absence of business knowledge amongst the 
wor~ers,. and the dishonesty and incompetence of their employees. 
Theu failure has sobered, but not entirely extinguished, the ardour 
~or ~hese types of societies. It has been urged that failures are 
mevitable, _and afte~ all co-operation like every other great move­
D?-ent buys Its expenence. As Mr. Strickland writes; " The condi­
tiOns of no two trades or countries are altogether similar, and 



experience which must be bought is always costly; the battle is 
won only by persistent effort, and the corpses must be buried with 
decency and without despair ". 

78. Present and future policy.-We sympathize with this view. 
But, while we deprecate a standstill policy which will lead to 
complete stagnation, we advise very great caution in starting these 
types of 'societies, and agree with the present policy of the depart­
ment of taking, at the moment, no risks in experimenting with 
new forms of co-operation. Thie is proper when the movement is 
passing through a period of great stress due both to outside and 
inside factors. But when this phase is over and the painful lessons­
of the past have been fully learnt, we •trust the movement will 
resume, however cautiously, its forward advance in th- directions 
also. 

79. Detailed working of different classes of non-agrkultura!­
societies. A mla . and other employees' societies.-After these 
preliminary observations, we proceed to consider the present position 
and future prospects of the different classes of non-a.,oricultural 
societies. Since most .of them are really credit societies and even 
those with professedly non-credit aims have credit functions, the 
credit side will naturally receive the greatest attention. The amla 
societies comprising . the . clerks of Government offices, and the 
" Tiseo " societies .whose members are drawn from the different 
bran!)hes of the Tata Iron and Steel Company's Works at Jamshed­
p,ur are . the only examples of co-operation for employees of la-rge 
conoerns. . These have manifest advantages, The members are 
in receipt of a regular salary, and their provident funds and their 
anxiety .to· reta.in their posts act as a good security against advances. 
The arrangement of deducting their kists from their salaries makes 
def<tult almost impossible, while the fact that members are generally 
educated, hold fairly responsible posts and are supervised by their 
official .superiors, .ensures a .sufficient supply of managing ability. 
';l'he only risks of failure against which these societies have to guard 
~re lax supervision on the. part of the managing committee pr 
positive dishonesty on the part of . their servants. Given due 
vigilance, there is no reason why an amla society or an employee's 
sdciety of. this type should ever fail. There is, however, a danger 
of these societies becoming in course of time unco-operative in 
character.. In the al1s!lnce of general banking facilities and as a 
result of the high rates for deposits offered by these societies, they 
have generally more deposits than they can easily invest. There 
is therefore a tendency to over-finance the needy members for 
unproductive purposes. The solvent members too often demand 
high dividends and in their anxiety to keep up high-lending rates 
forget that the object of a credit co-operative society is not uncon­
trolled credit. The associations organized on a provincial scale 
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suffer from these defects to a special degree, as they do not provide 
that close contact and knowledge amongst ·borrowers which is an 
essential condition of controlled co-operative credit. The larger 
their scale, the greater is the likelihood of factions amongst them. 
On the other hand, there is a greater saving of overhead charges 
and a better capacity to borrow outside money. We are therefore 
in favour of medium-sized societies which should not be too small 
and at the_same time so. large as to become unco-operative. 

· t§o. Size of employees' socleties.-Qn these grounds we think 
the largest localized amla society of its kind-the Secretariat Co­
operative Banking Society with 669 members and Rs. 1,69,199 as 
working capital might well be split up. For the same reason, we 
are . not in favour of amalgamating the 22 Tiseo societies, with a 
working capital of Rs. 6,08 and a reserve of R5. 72, into a single 
society as was urged by some witnesses before us at Jamshedpur. 
The problems which have arisen of one person borrowing from more 
tlian one society at the same place and the co-ordination of deposit 
and lending rates should . be met by organizing a federation or a 
supervisory union at such places where there are a large number of 
societies of the same kind within a very limited area. This union 
should enforce a rule that no member should belong to more than 
one C1'edit society. It may also arrange the loan of the surplus 
deposits of plus societies to minus societies without assuming any 
financial guarantee for them.JThis service will, however, be best 
rendered at Jamshedpur not by starting a central bank, as has been 
suggested by some, but by starting a branch of the Provincial Banll: 
as recommended in Chapter VII. What is really needed at a place 
like J amshedpur is the provision of facilities for collecting the 
savings which are made from the huge wages and salary bill of the 
Steel .. Company and subsidiary companies. It is essential that these 
societies should be ·constantly supervised by official superiors 
since without such interest and supervision the greatest guarantee 
for the security of the advances of these societies will be lost. 
Provident funds wherever they exist should serve as an additional 
security but should not be largely relied upon, since the object of 
a· provident fund is to provide for the families and dependents of 
8. bread-winner. It was urged before us at Jamshedpur that. it 
was.doubtful whether provident funds of employees conld be legally 
attached for the non-payment of debts due to a co-operative society 
without the contributor's consent. We think that this important 
point should be examined by the Legal Remembrancer. But there 
remains the question whether on general grounds such attachment 
should be permitted. The Royal Commission on Labour in para.: 
graph 232 of their Report advocated that provident funds of 
industrial workers should be protected against attachment for debt, 
as Government servants' and some other funds are now protected. 
We Slo not think that the Commission had in view attachment for 
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debts due to co-operative societies, and we consider that such protec­
tion, if it is granted for debts to ordinary money-lenders, should 
not be extended to cover co-operative debts. 

We advise that it should be secured that members of these 
societies who borrow enter into a contract pledging their provident 
funds on behalf of their heirs in the event of their death. It will, 
of course, be necessary that the societies should so contl"Ol the 
magnitude of loans, that they do not unduly encroach on the provi­
sion, which provident funds are intended to make for the families 
of workers. We understand that the best-managed societies decline 
to grant loans for purposes for which a member can borrow against 
his provident fund, and we commend this policy to others. 

81. Other industrial wage-earners' societies.-We should like 
tQ see wage-earners' societies, of the kind already doing well at 
Jamshedpur, started in other industrial areas of the province, such 
as the coalfields, where it is well-known that indebtedness of the 
labouring classes is serious and labour discontent is growing. As 
the Indian Labour Commission· pointed out, it is not to the 
interest of the employers themselves that the employees should 
be the victims of kabulis and other money-sharks who stand outside 
the pay office and seize, the wages as they are disbursed. Such em­
ployees become the easy prey of unscrupulous agitators and are ulti­
mately a source of los;; and weakness to the employer. We recognize 
that there are more difficulties iln the coalfields than at J amshedpur 
since the labour force is more fluctuating in composition and much 
Jess intelligent. But with such help as the Industries Department 
can supply and with the cordial co-operation of the. managers, 
which we think will be forthcoming, it should be possible to get 
ahead. We specially recommend an attempt in the newer railway 
collieries of Hazaribagh, and in Tatas' own colliery in the Jharia 
field, and suggest that for, the latter the services of the Special 
Welfare Officer employed at Jamshedpur, who bas iL thorough 
knowledge of the working of the Tiseo societies, would be most 
useful. In view of the seasonal character of a large part 
of the labour force, loans should be small enough to be repaid 
without difficulty on the earnings of a Jew months. -

The Chief Accountant of the Tata Company in his evidence 
before us asserted that indebtedness amongst the employees of the 
compamy was growing and that it was proposed to carry out' a 
census of such debt. We commend the idea of such a census and. 
suggest it to other industrial establishments. 

82. Provincial employee associations.-There are eight societies 
of employees. all servants of the same Government department, 
which have been organized on a provincial scale, the largest being 
the Provincial Civil Service Co-operative Association with a work­
ing capital of Rs. 3,30,783 amd a reserve of Rs. 11,553. The seven 
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other societies cater for the needs of the employees of the Posts 
and Telegraphs, Police, Education, Excise, Income-ta'k, Agriculture, 
and Public Works Departments. These societies are homogeneous 
in the sense that they are open either only to gazetted or only to 
non-gazetted officers, except the Police society which is open to 
both. The mixing up of two classes of officers does not make for 
democratic and efficient working as member8 may not have 
enough kin ow ledge of each other. There is some justification for 
organizing these societies on a provincial scale where the officers 
are too few to form a local co-operative society, are liable to transfer 
all over the province and know each other well in spite of the 
distance which separates them. We are therefore not opposed to 
them, but where these conditions do not exist, a localized society 
with a reasonable mumber of members would be preferable. In 
spite of the fact that these societies are run by Government officers, 
their management according to the last annual report of the 
Registrar, left something to be desired showing that the members 
do not take enough interest and leave things too much in the hands 
of the management. We have some reason to believe that loans 
are not infrequent!~ granted for expenses on marriage or other 
social ceremonies and for purposes of even more unproductive 
character. We recommend closer control in this matter both in 
the interests of the societies themselves and also to avoid setting 
a bad example to other co-operative societies, which are even less 
able to afford unproductive finance. 

83. TTadeTs' banks.-After the employee societies, the traders' 
banks are the most important urban credit societies. There are 
at present six of them, two in Patna, one in Muzaffarpur and one 
in Darbhanga and two in Motihari. It is somewhat misleading to 
call them traders' banks, since it implies that their members are 
all traders and merchants while as a matter of fact they include, 
in addition to a directing element of lawyers, all kinds of persons, 
petty shop.:keepers, ekkawalas; motor-lorry drivers and artisans, 
who have some visible assets in the shape of houses, stock in trade, 
etc. Modelled as they are on the Peoples' Banks of Germany amd 
Italy, it would be best to call them by that name. They are 
·limiited liability <Joncerns and iruvite deposits from the public at 
approximately the same rates as central banks. Properly managed, 
they should command enough public confidence to dispense with 
any assistance from the local central bank or the Provincial Bank. 
Fpur of them have unfortunately been financed by neighbouring 
banks, and their bad management has caused serious embarrassment 
thereto. The success of the remaining two shows that there is a 
need for such institutions and justifies an attempt to establish them 
in other towns of the province. Nevertheless their working shows 
some ignorance of banking principles. They do not keep adequate 
fluid Nsources ; they grant lo11ns for lppger peripd~ ~h~tn ~h~ n~ttur~ 
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of their business and deposits warrants and give an excessive 
number of kists for repayment ; their loans on frozen security, such 
as house property, sometimes absorb too large a· proportion of the 
total " forced sale " value of that property. Their managers are 
no1i adequately trained in commercial as disti.::lguished from 
co-operative banking and they do not insist on quick recoveries. 
We therefore recommend great caution and much previous pre­
paration before registering these banks on a large sca!e. Most of 
our financial, audit and training recommendations apply to them 
just as much as to central banks. The manager in every case 
must be a trained bankeP having practical experience of the work­
ing of a modern commercial bank. If all the precautions we have 
recommended are taken, these banks should have a bright future. 
The premier bank of this kind, the Peoples' Bank in Patna City, 
has over a thousand members and a Vl!orking capital of nearly 
Rs. 2 lakhs including deposits of about Rs. ll lakhs. 

84. Difference between traders' banks and artisans' credit 
societies.-The dividing line between artisans' credit societies and 
traders' bank is not clear. We think that no society should be 
classed as a Trade.rs' or as we would prefer to call it a Peoples' 
bank, unless. it satisfies two conditions, viz., (1) that it is not 
limited to the followers of a single trade, and (2) that it is intended 
from the outset to attract non-members' deposits. If this definition 
is adopted, two of the societies dealt with in the preceding 
paragraph, i.e., those in Motihari, should be classed as artisan 
societies since we understand they make no attempt to attract out­
side capital, though they satisfy· the first condition. The number 
of real Peoples' Banks is thus only four. The matter has some 
importance, since it is desirable that the general character of every 
co-operative society should be settled at its inception and the public 
should not be misled by the title given to it. 

85. Artisans' aredit societies.-Artisans' societies of 
homogeneous membership consist in this province generally of 
weavers or bell-metal workers, but occasionally of oilmen, shoe­
makers, tailors, etc.· Very few of them have succeeded. The 
members have generally no security except the profits of their 
trade and these disappear when prices fall owing to a glut in the 
market or a change in fashion. The artisans, used to the ways of 
mahajans, expect the central bank to perform for them selling as 
well as banking functions, and the more honest of them feel that 
they have discharged their obligations fully if they deposit the 
products of their art at its doors. The bank has perforce to enter 
the market as a sa!e society for all kinds of goods or address 
pathetic appeals to the Department of Industries to come to its 
rescue. As neither the bank staff nor its directors nor the Industries 
Department are qualified to undertake this selling function, the 
debts due to the bank become rapidly irrecoverable. In. this way, 



il.rtisans' societies, especially those organized on a large scale, have 
seriously undermined the financial position of some banks. On the 
other band, industries exposed to world competition like the 
weaving industry can hold their own only when their production 
and marketing is organized on a large scale, unless .the product 
satisfies a local want or fashion. As long as it is. impri1Cticable 
to set up a large scale organization for the sale of stand>trd 
commodities, produced co-operatively, we recommend that artisans' 
sale societies dealing with such commodities should be discow·aged. 
It is to be remembered that most artisans' societies are not credit 
societies, bu.t by their very nature tend to undertake selling, and 
in some cases, supply functions as well. Loans should therefore 
be advanced to such societies whose operations are small and whose 
payments are regular on account of an assured market. To prevent 
their misuse for unproductive pilrposes, we would prefer that 
these loans be usually paid in kind, but unless carefully supervised, 
the dishonest members may, like some Bhagalpur weavers we 
heard of, sell the raw materials thus obtained for personal needs 
instead of producing from them. Stocks of raw materials needed 
by the societies should be kept as low as possible. 

86. Other credit societies.-Qther credit societies existing in 
the province are two home industries' associations, 58 fishermen's 
societies all in Orissa, 23 depressed classes' societies spread all 
over the province and one housing society at Patna. Of these the 
only fairly flourishing type is the depressed classes' society. These 
are r-eally akin to the wage-earners' societies and have D;~ost of 
the advantages described above in paragraph 79, though the 
members are not able to take any large share i11 the management. 
Economically they are oftep better off than artisans, as their 
income does not depend upon the vagaries of the market their 
services generally being indispensable. Where they are properly 
organized by philanthrophists or by their employers, such as a 
municipal board, they are likely to succeed and to improve materially 
the condition of their members. We were favourably impressed 
with a mehtars' society which we inspected (tt Hajipur, and a 
similar society at Muzaffarpur with 59 members' and a working 
capital of Rs. 1,003, derived mainly from deposits and share capital, 
is reported to be working well. We recommend that more attention 
be paid by the department to such societies, especially those for 
municipal employees, and where they are not working satisfactorily 
the causes of failure should be closely examined. After the debts 
of their memberA have been discharged they should be converted 
into thrift and better-living societies, especially to promote 
temperance and improved sanitation. 

Most of the fishermen's societies are in a bad condition. They 
have to face all the difficulties of societies, whose members have 
little character or education, and in addition their source of income 



is precarious and has in recent years become more so, owing to ii. 
falling off in the catches. It is not surprising that the members 
are again falling into the hands of the fish merchants. We think 
that. better-living societies will be more suitable than credit societies 
for these people also. 

The single housing society at Patna called the Pioneer 
Co-operative Housing Society does not seem to have been started 
for men of limited means, contemplated in the preamble of the. 
Co-operative Societies Act, since most of the members are flourish­
ing lawyers and public servants. It will take a long time before 
" men of limited means " save enough mone;r. for building houses. 
We think there is some scope, and may in the future be more; 
for such societies in the larger towns of Bihar, but they cannot 
be financed adequately until long-term capital is !J-Vailable. We 
expect that, if a Provincial'Land Mortgage Corporation, which we 
discuss in Chapter IX, comes into being, it could finance urban 
land mortgage banks founded for the purchase and construction 
of houses. But at present most of us doubt whethe~; the Act 
permits the registration of housing societies of the type of the 
Patna society, and we are certain that there is no co-operative 
institution which can safely finance them. 

87. Non-credit societies. Co-operative production and sa!e.­
The remaining societies to be considered are non-credit societies of 
supply and consumption, production an·d sale and miscellaneous 
societies. The only society of non-agricultural production is the 
Radha Nath Co-operative Press at Cuttack which is owned and 
run by the workers, 17 in number, with a working capital of 
Rs. 8,482. As long as it publishes the Oriya Co-operative magazine 
and prints the forms and registers for the Orissa co-operative 
societies, its market is assured, which explains success in this 
difficult form of co-operation. Other ventures not so fortunately 
situated have been liquidated. There are no sale societies over 
and above those referred to in connection with weavers' societies. 
Both production and sale societies are extremely risky and should 
be started with great caution or not at all at present. 

88. Supply societies. Consumers' stores.-The problem of 
buying things in bulk for the use of members, even on the simplest 
indent system without the complication of a selling store, is so 
technical and requires so much business ability, that it is not 
surprising that most of the attempts in this form of co-operation 
in our province have been grievous failures. And yet after credit, 
co-Operative supply is the easiest and simplest form of co-operation, 
and has proved a marked success in many countries. In this 
province three stures have made some headway, the Kanke Stores 
depending on the custom of the European Mental Hospital, the 
Patna Secretariat Stores and the Pusa Stores. There are seven 
other small stores scattered over the province and of these the 



Balugaon Fishermen's Stores on the Chilka Lake is the least 
satisfactory. Bhagalpur has specialized in stores supplying electric 
goods and motm and cycle accessories. The success of these stores 
is due to the fact that they have an assured and easily foreseen 
market and cater for the requirements of the ·educated classes who 
can find the necessary supervising an!l marketing ability. Where 
these are absent cases of embezzlement and· purchase of goods, 
which cannot be readily sold, are common and the store comes to 
grief. Other causes of failure are the absence of loyalty amongst 
the members, the limited range of goods offered by a co-operative 
store, a.nd the keen competition of the retail dealer in India who 
shoulders all the risks of marketing on a very low margin of profit. 

Lastly there is the fatal weakness of allowing extensive credit 
~ members, or uf cutting prices in order to meet competition 
without a close examination of cost. On the latter point we 
strongly recommend that prices should not be cut too fine, but 
profits returned to members annually as a percentage on their 
purchases. 

However unfortunate the past experience of stores may have 
been in this province, we think there is some scope for starting 
consumers' supply societies for commodities iu which price is not 
so much a consideration as quality. In urban areas the quality 
0l! milk and ghee supplied is often injurious to health, and societies 
fJi the middle class consumers may well be formed to deal in these 
articles on the lines of Europeans clubbing together for the purchase 
ot w1mes, tobacro, etc. There should be ordinarily no sale to the 
untside public· if risk of failure is to be avoided. 

We also think stores of a general character might well be started 
in industrial areas, with the active assistance of employers, provided 
that. they, do not expect the support of central banks or the 
Provincial Bank for the enterprise. 

~- MisceUaneous societies.-A few thrift societies have been 
sta.rted recently on the Punjab model in the Gaya district. We 
hope that these will succeed and before long the idea wili be 
extended. to: other districts. There is special scope for them in 
the industrial areas and student centres.. There are six health 
societies for .rural sanitation, four of them in Puri district, with 
a membership of 87&, which are being rightly assisted by the Puri 
rustrict board. No better-living societies have been started in. this 
province, but. they are needed in urban areas just as much as in 
rural parts, for curtailing expenditure on. social ceremonies- and 
litigation. 



PART III. 

FINAN.CE OF THE MOVEMENT. 

CHAPTER VI, 

Finance, General, 

90. Early• sources of firw.nce.-We have already traced briefly 
in Chapter II the history of the finance of the movement and 
described: in Chapter III the problems created by loans being given 
for debt redemption and other long-term purposes from the very 
inception of the movement. The first primary societies in this 
province were financed partly from Government funds, partly 
from fnnds supplied by enlightened zamindars, and enterprising 
pla·nters and partly from a fund of Rs. 15,000, placed at the 
disposal of the Government of ;Bengal by that eminent philanthro­
pist Sir Daniel Hamilton, who still continues to work for the 
co-operative movement. As soon as the movement had been 
successfully launched, the Registrar and the honorary organizers 
were able to tap tlie local resources of the vicinity, in which the 
early societies ha:d been started. But, as the movement grew, 
the· need for larger and more permanent resources was felt and to 
meet• this need the central banks and the Apex Provincial Bank 
were started. 

9L Need of outside firw.ncing agency.-According to the pure 
theory of co-operation it was to be expected that as the prima.ry 
societies grew in strength and collected a sufficient amount of 
savings from. the members, the need for outside finance would 
gradually disappear or at least be materially reduced. The 
savings of the richer members would supply the deposits of the 
society, from which the poorer members would be fina;nced. These 
expectlitions have not been fulfilled in Bihar and Orissa and the 
primary societies still continue to depend for most of their finance 
~m the central banks, all of whom in their turn depend for their 
fluid resources, and some for much more than that, on the Pro­
vincial Bank. At the end of the year 1930 the primary societies 
had only 'm;. 16,10 paid-up capital, 'm;. 32,35 reserves and 
-m;, 8,89' deposits by members and non-members, and thus out 
of 'm;, 2,41,48' total working capital, no less than 'm;. 1,84,14 
WIIIJ supplied' by central banks. Ten years earlier tlie figures were, 
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paid-up capital lls. 99, reserves lls. 6,77, and deposits 
lls. 4,14 against a tota;l working capital of lls. 48,33. Though 
the proportion of money owned or raised locally has slightly 
improved, it is obvious that centralized financing agencies are ~till 
very important, and likely to remain so for any period that we ('an 
foresee. · 

92. The most suitable untralized agency .-That being so, 
it remains to be oonsidered whether the finance of primary 
societies should be supplied (i) by a single central bank with 
branches all over the province or (ii) by a number of central banks 
entirely independent of each other, or (iii) by a number of central 
banks, united into a single banking system by the co-ordinating 
authority of an Apex Provincial Bank. The first method is 
broadly that hitherto adopted in ·the Bombay Presidency, while 
the second method has been followed up to the present day in 
the United Provinces. Bihar and Orissa has from 1914 onwards 
followed, on the whole, the third, which also prevails in the Punjab 
and the Central Provinces. .!Authoritative co-operative opinion is 
now agreed that both the Bombay and the United Provinces 
methods of co-operative financial organization are unsuitable and 
the Central Banking Enquiry Committee has endorsed this 
opinion. The Bombay Banking .Enquiry Committee in its report 
has recognized the need of an intervening link between the 
Provincial Bank and the primary societies. on· the other hand, 
the United Provinces Banking Enquiry Committee report ha8 
emphasised almost equally strongly the need of an apex Provincial 
Bank to serve as aJ balancing centre fflr central banks and to supply 
fluid resources to the movement in case of need by establishing 
a link with the general money-market. The former has .therefore 
recommended the creation of central banks, while the latter has 
advocated - the setting up of a Provincial Bank at the earliest 
opportunity. These views have been further endorsed by . the 
foreign experts who ·were associated with the Indian Central 
Banking Enquiry Committee. The existence of financing 
agencies of primary societies in two storeys raises the important 
question of how they should be related to each other. But before 
we deal with this, it is necessary to consider an even more vital 
question. 

93. Short-term and long-term finanu·.-That question is 
whether it is possible for 'the same finance organization to continue 
to serve the movement in the supply of both short ·and long-term 
funds. Co-operative societies in India were originally started for 
supplying both kinds of finance, the object being to release the 
agriculturist from the clutches of the mahajan. Informed co­
operative opinion in Europe has, however, for a long time insisted 
that co-operative societies should confine themselves to supplying 
~he working capital or the annual requirements of agriculture; 



while the. capital for debt redemption and long-term improvements 
should be supplied by special institutions, in fact by laud mortgage 
banks.· As has been explained in Chapter II, the .early workers 
of the co-operative movement in this province were deeply 
impressed with the indebtedness of the raiyats and usurious rate 
of interest which they paid for their loans to the mahajan. They 
therefore favoured the policy of " full finance " and· advanced 
large sums of money for redeeming the whole debts of members. 
The fall of prices, occasional failure of the harvest and the 
insufficient repaying capacity of members of hastily organized 
societies have further had the effect of converting, to a consider­
able extent, even short-term loans into long-term commitments. 
'l'he Registrar has recently given his opinion that at least 60 
per cent of the total outstanding loans to members or about Rs. 1l 
Cl'ores have been' granted for long-term purposes. Against this the 
" owned capital " of the movement is a,., follows :-

Paid-up iReserves. 
shares. 

Bs. Bs. 
Provincial Bank . .. 5, 77 4,20 
Central banks ... 24,16 15,09 
Primary agricultural societies ... 16,10 32,35 

These amounts are not fully available for backing long-term 
loans, since the reserves of the primary societies are largely held 
in shares of the central banks, and those of the central banks in 
shares of the Provincial Bank. It is evident that a considerable 
part of the outstanding loans for long-term purposes rests on 
deposits, of which less than one-third are made for periods exceed­
ing two years. This raises a. banking question of the first 
magnitude, viz., whether it is safe to continue to finance long­
term loans on such a basis. 

94. Action required for strengthening the financial position.­
We are absolutely convinced that it is not safe, and that action 
must be taken to place the finance of the movement on a more. 
se6ure basis. The action we advise is the establishment of land 
mortgage banks with as much expedition a.s is compatible with 
sound organization. We set out in Chapter IX the re!lsons for 
that advice and the steps which we propose for putting it into 
practice. At the same time we recognize that it will be some 
little time before a net-work of land mortgage banks can be 
brought into being to relieve the ·existing central banks and their 
primary so"cieties of a large part of their long-term commitments. 

In the interval we think that it would be prudent to strengthen 
the. finance of the movement by th~ issue of debentures by the. 
Provincial Bank with a Government guarantee of interest through­
out their currency. It would further be advi.&able for central bank.Q 
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to strengthen their own position by inviting th98El, ·who ha.ve 
supported them with their .deposits in the pa.st, to length~n the 
term of their deposits on .renewal, and even, if necessary, to mduce 
them to do so by a modera.te increa.se in their present interest ra.tes. 
We are well a.ware that debentures are, in most ways, a. much 
better support for long-tel')ll. commitments tha.n deposits of long 
perio.d, but we expect tha.t some money will be a.ttracted in the 
more fa.miliar form of deposits, which will not be forthcoming for 
debentures. We think tha.t whichever form the investors choose 
they will ha.ve no cause to regret their confidence, provided tha.t 
the centra.l banks take promptly the necessary, steps to review their 
position in respect of their commitments, to restrict their new 
business closely to short and medium-term loa.ns, and genera.lly to 
prepare for the starting of land mortgage ba.nks. We also assume 
that our chief recommendations on other points- will be accepted, 
and carried out by: all concerned with the zea.l and energy, which 
should characterize co-operative ·membership. We have no inten­
tion whatever of recommending financial assistance or support by 
Government for co-opera.tive institutions, which are not prepared 
to put their house in order. 

95. The proper relations between the Provincial and Central 
Banks.-. .Alter this digression on one of the. outstanding problems 
raised in our enquiry, we now revert to the question of the relations, 

. we think should ·exist between the various financing institutions. 
We take up the· rela.tions of j;he Provincia.! Bank with centra.! ba.nks 

. first. There are three possible ways in which they ma.y be 
connected with each other. The Provincial Bank ma.y simply be 
a. union of centra.! ba.nks without any outside element in the sha.pe 
of preference shareholders or ex-officio directors, deriving all its 
ca.pita.l from the credit of its constituents and its managing ability 
from their directora.te. Or it ma.y be a. corporation with a strong 
infusion of outside share capital a.nd business ability with such 
powers of control over the fina.ncial policy of centra.l banks, 
specia.lly in the ma.tter of deposits and lending rates, as to reduce 
them a.lmost to the sta.tus of branches or a.gents of the Provincial 
Bank. La.stly both the Provincial Ba.nk and the centra.! ba.nks may 
be independent of ea.qh other except for such looee rela.tions for the 
purpose of co-ordina.ting financia.l policy, which must inevitably exist 
between members of the sa.me movement which borrow and lend from 
ea.ch other. The first type was represented by the old Centra.! 
Provinces Provincia.l Co-operative Ba.nk and the second type roughly, 
though not exactly, 'by the Burma Provincial Ba.nk which had direct 
relations with a large number of primary societies. Both these 
Provinoia.l Ba.nks ca.me to grief a.nd ha.ve been revived only a.t 
the cost of serious fina.ncia.l sacrifices made by the Governments 
concerned. They failed because· they represented two different 
types of a centra.lized banking orga.niza.tion under which the connec­
~on between the apex bank an.d its constituents is so close and 
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intimate that defects and faults in one part of the structure 
react on the whole bringing the entire structure to grief. The 
septic part cannot be easily segregated and before it can be 
amputated by a surgical operation the poison spreads insidiously 
over the whole system making all remedy impossible. The Central 
Provinces Provincial Bank failed because of financial mismanage­
ment and incompetence at the top, while the Burma Provincial 
Bank collapsed partly from the same cause but largely because of 
weakness of the primary societies and guarantee unions at the 
bottom. The Central Provinces Government, if it were to save 
the movemen~ at all, had no option but to come to the rescue of 
the Provincial Bank, because being a union of central banks its 
liquidation threatene.d to involve the whole movement. Of the 
Burma Provincial Bank the entire foundation had been eaten away 
by the decay of its borrowing societies, which had been recklessly 
financed on the mistaken advice of the department. 

96. Centralization versus decentra.!ization.-We have carefully 
studied the experience of these two types of centralized banking 
organizations as presented in the Central Provinces and Burma 
Committee reports and we do not recommend either of them. 
However fascinating the ideal of a co-operative union of central 
banks may be in theory, we do not think it to be a practicable 
proposition in present circumstances in this province. It will take 
some time before borrowing banks can look upon the interests of 
their financing institution as their own without the steadying 
influence which the interest of lenders or the detached guidance 
of officials can supply. Nor are we in favour of entrusting exces-''. 
sive powers to the apex bank over the central banks. We havel 
carefully examined the suggestion that central banks should act 
as branches or agents on a com:m!ission basis of the Provincial 
Bank, at least in the collection of deposits, so as to secure money 
for the whole movement on the combined credit of all the banks 
at lower rates, and solve at one stroke the problems of fluid 
resources of central banks, of the co-ordination of their varying 
deposit rates, and of the financial control of the plm banks. But 
we think these undoubted advantages may be bought too dearly. 
The idea is simple and attractive but it has the_ defects of its 
simplicity. It could only be worked by organizing and managing 
ability at headquarters of a higher order than the movement can 
afford at present. Further, the control from the centre will 
involve such excessive regulation of varying deposit rates to suit 
the varying conditions of the different parts of a heterogeneous 
province and ultimately of lending rates, that local enterprise and 
initiative will be paralysed and grave risks are almost certain to 
develop. These problems have been solved by joint stock banks 
with branches all over the country but . they are beyond 
the restricted scope of co-operative banking. We are therefore 
against the suggestion. 



97. The loose federal type of banking organization fwoc;ured.­
On the whole, then, in the present circumstances and in view of 
past ·developments in the province, we favour the existing 
decentralized syst-em with modifications rendered necessary by the 
need of co-ordinating and controlling financial policy in the wider 
interests of the whole movement. We desire the Provincial and 
central banks to act as independent units, so that each party may 
feel a sense of separate responsibility without getting a ·chance to 
cover its faults and mistakes by taking refuge behind the other. 
We feel that this will make for better business and more efficient 
management. The central banks should be encouraged to stand on 
their own legs and even allowed to have direct relations with 
reliable commercial banks. Their capacity to inspire confidence 
and to discount co-operative paper with them will supply the crucial 
test of business efficiency, that of the opinion of the money-market. 
The relationship should not be so close as to enable the Provincial 
Bank to repair possible mistakes of financial policy by using 
departmental pressure to pass on a glut of d-eposits to central banks, 
or the central banks to lean so heavily on the Provincial Bank as 
to visit on its h-ead results of reckless finance and loss of deposits 
due to failing confip-ence in their management. . We think the 
Provincial Bank should no longet· have to rely solely on the advice 
of the department in deciding whether to finance a particular 
bank, but should also have available information collected 
through its own inspectorate.• OtherWise it is courting the fate 
which overtook the Burma Provincial Bank. In other words, we 
believe that the financing banks, both Provincial and central, would 
best promote the interest. of the movement by acting as business 
institutions with 11 due regard for co-operative principles. We can­
not too strongly emphasiz-e that to the extent, to which they are 
able, by efficiency in the conduct of their business, to improve their 
credit in the money-market, they will be able to lower the price 
at which they can pass on finance to the primary societies. 

98. Co-ordination of financial po!icy.-Nevertheless some 
co-ordination of financial policy is necessary both in the interests 
of the banks and of the movement as a whole. Hitherto the only 
'link between the Provincial Bank and the central banks has been 
through the Department which has used its influence rather than 
its limited legal powers to settle any conflict of interest between 
these two organs of the movement. This indirect method operates 
slowly, while the general financial situation may require quick 
action." For instance, for a long time, the central banks were 
attracting deposits at very high rates of int-erest, much higher than 
the market justified, in fact higher than the rate at which the 
Provincial Bank was prepared to lend to them. The result was 
a glut of deposits, which, besides being a source of loss to the banks, 

* llut see note on pas< 170, 



63 

was a potent ~ause of the over-financing of societies. It took the 
Hegistrar nearly three years to induce all the central banks to bring 
their deposit rates in conformity with the Provincial Bank's lending 
mte. We are therefore of opinion that more effective and more 
direct measures are needed to co-ordinate the financial policy of 
the Provinciai and .~.mtral banks. While the latter, having the 
majority of representation on the directorate of the Provincial Bank, 
are in a position to influence its policy effectively, the Provincial 
Bank has no such corresponding power over the central banks. 
The only power it possesses is to refuse finance to a bank needing 
it, a power which it is reluctant to exercise when the bank ie hard 
pressed by its depositors, and which is utterly ineffective against 
plus banks which have no need of its money. These banks may 
however require as much control as the minus banks; since they may 
have embarked on a policy of collecting deposits at unprofitable 
rates, thus n1aking. themselves independent of the Provincial Bank, 
and of reckless financing of societies as an outlet for the funds 
obtained in this manner. We therefore recommend that the 

. Provincial Bank should be empowered by statutory rule (t) to call 
for returns, papers, and stateme:~ts from all central banks, (ii) to 
insist on their inspectors having access to all papers required for 
an adequate inspection of a central bank, (iii) to fix their borrowing 
limits and (iv) to determine from time to time their rates for all 
classes of deposits after taking into consideration local circum­
stances. The object of the last proposal is to see that, as far as 
possible, the borrowing rate of central banks does not exceed the 
lending rate of the Provincial Bank. We shall deal later with the 
method!> and machinery for carrying out· t~is policy. 

99. Financial relations between centml banks. and primary 
sor.ieties.-We wish similar principles to be observed in determining 
th~ financial relations between the central banks and primary 
societies, subject to modifications necessitated by the fact that the 
primary societies, as constituted to-day, are not in a position to 
stand on their own legs. We recommend elsewhere that the 
society shareholders should have a majority of representation on 
the directorate of the central bank, so as to mitigate to some extent 
the present excessive predominance of the preference and individual 
shareholders and guarantors. In the interests of the societies them­
selves, however, the. outside element should not he altogether 
eliminated. Financing will naturally be left to the discretion of 
the central bank, but, in order to check over-financing, it is essential 
that the. borrowing limit of primary societies should be fixed by 
the central bank, subject to report to the Registrar. If the Regis­
trar and the financing bank cannot agree, the lower of the two 
figures suggested by them should be taken as the bon·owing limit. 

100. Deposit rates ·of primary societies.-The two foreign 
experts, associ;~ted with the Indian Central Banking Committee, 
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who had special knowledge of co-operation, recommend as high 
rates of deposits as possible for primary societies as the best way 
of increasing the local supply of capital, and ultimately reducing the 
rate of interest and making them free from the control and overhead 
charges of central banks. We concur in this view, and in order t.o 
provide that the central banks do not offer any o~~tacles to this 
desirable development, we recommend that the conditiOns and rates 
of deposits of primary societies should be determined by the 
Registrar on the advice of the central bank, subject to the provision 
that those rates should not exceed the lending rates of the central 
bank. The central bank shonld of course have the right of calling 
for returns, papers and statements from the primary society and 
should also receive a copy of the audit note from the Department. 

101. The Pro"incia! Bank and important limited · liability 
societies.-The Provincial Bank in relation to important limited 
liability societies like Peoples' banks, dealing directly with it, should 
have the same powers as those recommended for it in relation to 
central banks. 

102. Restrictions on deposits of central banks and primary 
societies.-In the early stages of the movement restrictions were 
imposed on certain forms of business of primary central banks and 
primary societies. - we have to consider whether these restrictions 
are justified now that greater experience has been obtained and more 
business ability is available. Instances of these are the restrictions 
on the opming of current accounts and conduct of remittance 
business and collection of bills by central banks and aeceptance of 
deposits by primary societies. We think that some of the central 
banks have reached a stage of development, or will reach it after 
our recommendations have been carried out, when they can be 
safely entrusted with some of these functions, subject however to 
the provision that they do not with the help of Governiiient conces­
sions compete unfairly with the other ordinary banking agencies. 
On the other hand, it must be recognized that in return for these 
concessions, central banks render special services to ~overnment 
and the public in the field of education, sanitation and agricnltnral 
development involving expenditure from which ordinary banks are 
exempt. If some means conld be devised to enable the central 
banks to earn some more money to meet those expenses, it would 
lighten their burdens materially. We do not, however, think that 
opening of current accounts will be profitable to them at this stage 
of the development of the cheque habit, as long as they are prevented 
from lending to individuals. Most bank customers in India open 
current accounts without, or on low rates of, interest with those 
banks only, from whom they can borrow. The technical knowledge 
regarding cheque transactions and the banker's obligations resulting 
therefrom is also lacking. More fluid resource will be required. 
On these 8I"<mnds we are inclined t0 maintain the l?resent restrictions 



in this respect, but: we do not wish them to remain hbsolute. 
Should the cheque habit grow to such an extent as to make current 
accounts profitable to some banks, the Registrar should consider the 
advisability of removing the restriction, after satisfying himself that 
the requisite technical staff has been engaged, and that adequate 
fluid resources will be kept.. The business of bill collection and 
remittance should be open to all central banks, but in places where 
there is a branch of a commercial bank, such business should be 

_limited to that of regular customers, whether individuals or societies, 
excer;t that for places, with which the local commercial banks have no 
dealings, the busines~ of occasional customers might be accepted. 
In no case should remittance transfer receipts be used for this 
purpose. Where a commercial bank is working, a central bank 
should not use its privileged position to compete unfairly with it, 
while where there is no such rival bank, it should not put up the 
rate against the public but simply cover all reasonable expenses with 
a small margin of profit. 

103. Outside deposits for central banks.-We are not in favour 
of any restrictions on the outside deposits of central banks, as we 

· belj.eve such restrictions tend to keep up the high rates, prevailing 
in a. locality, in the interest of ·a limited class of depositors, and 
prevent the free flow of funds from one place to another which is 
essential for a properly organized money-market. The competition, 

-which·may result from their removal, will conduce to business 
efficiency and enable central banks to find their pQsition in the 
money-market. Any excessive competition will be checked by the 
powers of financial control we have recommended for the Provincial 
Bank. The importance of stimulating local thrift does not enter 
into the question as it does, when deposits in primary societies are 

. considered. 

·. 104.- Deposits of primary societies.-We think the present 
restrictions on the deposits of primary societies, though conceived 
in the interests of security, operate to keep them in a state of 
perpetual tutelage to the central banks. No society can develop 
any vitality if it is to consist always of helpless borrowers without any 
local resources of its own.. We therefore think local deposits should 
be encouraged by all means, subject of course to such safeguards as 
may be necessary for sound development, particularly adequate 
fluid resources. We think the existing maximum of Rs. 200 for the 
deposit of any individual should be removed in the case of membera 
of unlimited liability societies. This should operate to prevent the 
resignation of members who have discharged their debts and to 
secure the services of persons who have an additiona.l stake in the 
society besides their personal unlimited liability. The rate of 
interest on such deposits should, if possible, be fixed as high as the 
local money-lender's tate on firat class security, in order to prevent 
solvent members from setting up as money-lenders with the help 

~ · ME.&~ 
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of their savings; but it should not be higher th!Ln the lending rate 
of central banks. Lower rates of interest should be offered for 
deposits of non-members resident in the village in A, B and C class 
societies, but the deposit limit of Rs. 200 should be enforced in their 
case. This will ensure local inter~t and such an increase in the 
supply of local capital as should ultimately result in the lowering of 
the rate of interest and render village money-lending unprofitable. 
No deposits outside the village should be accepted. 

105 .. Adequacy of finance.-The general inadequacy of finance, 
which was felt at the beginning of the movement, has now largely 
disappeared as a resuh of the organization of central banks and the 
Provincial Bank. The inadequacy persists to some ·extent in 
Orissa and Chota Nagpur in the sense that somewhat higher rates 
than those prevailing in Bihar are necessary in order to attract 
deposits. In most of the older banks throughout the province, 
there was indeed, in the years before the depression, a glut rather 
than a scarcity of deposits, so much so that in many banks deposits 
were and still are refused. With the Provincial Bank acting as 
a balancing centre for the whole movement and ready to come to 
the help of minus banks, there is no part of the province which need 
fear a scarcity of capital, given sound management. The co-opera­
tive central banks have rendered a great banking service to the 
province by tapping fresh supplies of money in rural areas, some of 
which was lying idle in the absence of modern facilities for invest­
ment. Though much of tile early money came, and a good portion 
of the present money still comes, from professional men and 
G{)vernment servants, there is good reason to believe that zamindars 
and money-lenders have begun investing their surplus money in 
co-operative banks. Investment by women is also a growing_ 
feature, but we suspect that much of this is benami, the name of 
the woman being used as a screen for her male relative against 
possible claims of creditors.. As the movement is now able to 
borrow most of its money at the same rate as or only slightly higher 
than Government has to pay, tl!ese supplies are not only likely to 
be well maintained, but will, we believe, keep pace with future 
requirements for the proper business of ordinary co-operative 
societies. 

106. Supply of long-term finance.-These remarks of ours are 
true about short-term money. It is, however, doubtful whether 
we can make the same statement about long-term finance which 
the movement badly needs. As we have said, the Registrar has 
recently estimated that .at least 60 per cent of the total amount 
of co-operative loans outstanding are really long-term loans, and 
these are being financed largely from short-term deposits. This 
is finnncially unsound and therefore i~ has already been proposed to 
raise deb~ntures to replace those deposits. In the last three years 
a successiOn of schemes have been put forward by the Provincial 
Go-operative Ban)!: but hitherto Government have not seen th.eir 
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way to accept any of them. We recommend that the permanen~ 
solution for long-term finance is to be sought in the establishment 
of land mortgage banks, and that no action should be taken to 
compromise the success of such institutions. But to improve 
immediately the "stability of existing societies, we are of opinion 
that the time has now come when a determined attempt to raise 
debentures backed by a Government guarantee of interest should 
be made. We believe that the attempt will succeed. It is largely 
a question of yield and security. The security of these deben.tures 
should be improved by giving them the character of trustee 
securities. There are no insuperable difficulties in the way of 
their successful issue. The habit of investing in long dated or 
permanent securities like debentures, stocks and shares is rapidly 
growing in the province. It has been the experience of co­
operative banks that money-lenders and depositors are content to 
renew their loans and deposits from year to year if they receive 
their interest regularly. Many banks· have 5-year deposits and 
even these are renewed. Once the nature and security of such 
debentures are realized and their purchase encouraged in the first 
instance by a fairly high yield, there is no reason why they should 
not become as popular as insurance or deposits in central co­
operative banks. 

107. Is ·co-operative finance dear?-The supply of finance 
being adequate, we have next to enquire whether it is being 
obtained at excessive rates. We have already said that the move­
ment now obtains most of its finance at the same or 
only slightly higher than Government rates. As against the 
present rate of 6! per cent for Treasury Bonds, the present 
Provincial Bank rates of 5} per cent for one year deposits and 
6 per cent 'for more than one year deposits are · by no means 
excessive.. Before the issue of these Bonds, its rates were 4! and 
5 per cent. Most of the central banks borrow at only slightly 
higher rates.· Until three years back excessively high rates, 
amounting to as much as 8 per cent, were paid by some co-operative 
banks but these rates were partly justified, because we believe that, 
in the early stages of a movement, the surest way of increasing 
the supply of capital and the quickest way of lowering the rate 
of interest is to offer high rates in the beginning. It is on this 
ground that we still recommend high rates for deposits in primary 
societies. Once however the supply has been assured, the rates 
should be quickly lowered. The great fault of the central banks 
between the years 1927-29 was that they took a long time to lower 
their deposit rates in response to the changes in the supply of 
money. We therefore recommend that their deposit rates should 
be fixed by the Board of Directors, and not by the annual meeting 
of shareholders. Failing quick action on their part, they should 
be fixed by the Provincial Bank. The rates for primary societies 
should be fixed by the Registrar as we have advised ill 
paragraph 100. 
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. iOS. Rates for short-term finance.-While the rates for fixed 
deposits for a year and over ar~ reasonable, the movement. pays 
more than it ought for its very short-term finance, The present 
rate of 4i per cent on savings bank accounts, operated as they 
are practically as current accounts, is slightly excessive and· should 
be reduced, where conditions of local competition permit, to 4 per 
cent.. So. reduced, it would still compare favourably with the 
Imperial Bank and Post Office rates. We think that a difference 
between- these rates and the co-operative r(l.tes should be maintained, 
and all possible attempts should be made tv increase those deposits, 
in order t01 substitute this cheaper money for the dearer fixed 
deposit money for financing the predominantly short-term require­
ments of agricultural societies .. 

109. The working of the " one date deposit '' system.-The 
principle known as " the one date deposit system " has been 
adopted in all central banks of making all fixed deposits repayable 
on a single date, in most cases the 31st May. Two months' notice 
of withdrawal is required.. This syste!Il has great advantages in 
'reducing both the need for vigilarrce by the bank's executive and 
the requirements of fluid resources. But obviously a deposit made 
in February gains the advantage of the rate suitable for lending 
money for a whole year. We suggest that a rate of at least_! per 
cent below the one year rate be offered for deposits made after the 
1st January. Apart from this, the fixed· deposit rates are certainly 
excessive, if an unrestricted right of premature withdrawal is 
coupled with them, reducing them practically to the level· of 
savings bank accounts. We understand this practice, opposed to 
all' sound banking principles, is justified on the ground that it 
i!oftens the rigidity of ~he " one date " system and by giving 
facilities at a· time of need makes co-operative deposits popular, 
It is also urged that most banks cut down the rate of the previous 
months to that of savings bank deposit or even qecline to pay 
any interest at all since the last " one date ". We do not think 
these considerations justify the financial loss and the dangerous 
depletion of fluid resources caused by this practice, and·we therefore 
recommend that it should be stopped. The advantages mentioned 
can just as well be obtained by allowing customers to borrow, as 
in commercial banks, against their deposits at special rates of 
interest, the bank reserving to itself the right to refuse all payments 
before the due date, should its position require it. Ordinarily the 
bank will not compromise its reputation by refusing such accom­
modation altogether in a time of crisis, but it can discourage its 
use effectively, by charging a very stiff rate of interest for this 
privilege and preserve its fluid resources by lending a lower propor­
tion than usual of the total deposit. It was urged before us that 
section .29 (1) of the Co-operative S~cieties Act stands in the way 
of making such advances to depos1tors, who are not members. 
'!'he Provincial Bank, however, though registered under that Act, 



does advanee money· on the security of fixed deposits, and we find 
that it has been specially empowered to do 80 by an order of the 
local Government under section 46. We recommend that a 
similar order be passed to enable central banks to follow suit. 

llO. Substitution of cheap for dear finance.-Another method 
by which cheap finance may be substituted for dear finance is to 
allow some selected central banks to open current or savings bank 

. accounts for such public bodies as municipalities,. distnct bodies, 
educational institutions and charitable trusts. We are not prepared to 

·recommend this privilege for all central banks at the present sta~e 
as many of them do not come up to the stsndard necessary for 
the discharge of such functions. The most fruitful method, 

. however, of getting cheap money is to discount, during the slack 
season, co-operative paper of not more than 9 months' usance with 
commercial banks in touch with the general money-market, such 
as the Imperial Bank of India or with the proposed Reserve Bank 
when it comes into being. It is however essential, in order to 
qualify for this privilege, that " mixed banking " should be given 
up· and the co-operative banks should confine themselves entirely 
to meeting the short and medium term requirements of 
agriculturists. ' 

We are also hopeful that ultimately cheap village capital may 
be forthcoming by developing the deposit business in the primary 
societies. 

ll1. Fluid resources.-As a cover against outside borrowings, 
the Maclagan Committee prescribed a standard of fluid resources 
for all classes of institutions which-is now considered to be too 

· high. It prescribed for central banks 75 per cent against savings 
bank deposits, 50 per cen~ against the total of fixed deposits falling 
due in the next year, and 100 per cent against current accounts. 
For the Provincial Bank it recommended similar standards for 
saVings . bank and current accounts, but for fixed deposits i~ 
suggested one-third of those falling due in the next year, since 
it was expected that the fluid resources of the central banks would 
be maintained by it. 

Experience of co-operative credit, which was not available to 
the Maclagan Committee, has shown that the calls for refund of 

· deposits are not so sudden and numerous as in commercial banks, 
and many depositors, at least in this province, allow their deposits 
to run on from year to year. The introduction of the one date 

·system in this province makes it unnecessary for central banks to 
hold as large fluid resources as would be required under the 
ordinary system of varying dates of payment. In the ~culiar 
conditions of this province, the one date system has hitherto 
proved successful, and we recommend that it be retained, subject 

: to this modification that different banks may have- different fixed 
dates of ~ayment, so as to spread the pressure -on the Provincial 



Bank" for the supply of fluid resources at a. liime of crisis involvin~ 
a heavy withdrawal of deposits. We understand that the Siwar 
and Gumla central banks have already changed their fixed date 
from illst May to 31st December. We recommend· that the 
Registrar should induce other banks to examine whether a change 
of date would no11 suit the agricultural conditions of their areas. 

112. Excessive dependence on the one date system and the 
Provincial Bank.-Useful as the one date system is, we think it 
has bred some degree of false confidence. Many of tbe central 
banks relying on it have kept inadequate separate fluid resources 
against them deposits and have trusted to the Provincial Bank to 
find funds to meet the withdrawal of their deposits after due notice. 
This has thrown a heavy burden and responsibility on the Provincial 
Bank which we think it ought not to be called upon to bear. If 
such a state of things 'were allowed to persist, a ·single mistake on 
the part of the Provincial Bank might jeopardize the whole 
movement. We have already sketched the loose federal relations 
which, we think, ought to exist between it and the central banks, 
and if our view is correct, we think that the central banks should 
provide their own fluid resources apart from those which may 
be held by the Provincial Bank for the whole movement. 

113. Modification of the recommendations of the Finance 
Committee of 1922.-The question of fluid resources for central 
banks was examined by the Finance Committee which was 
appointed by Government in 1922. Its recommendations were 
that while relying on the one date system for meeting fixed deposit 
withdrawals the central banks should lodge 25 per cent of their 
savings bank deposits with the Provincial Bank, which should 
maintain a special account of this money on the liability side of 
its balance sheet and itself invest 50 per cent of this money as a 
special reserve. The last word is not very happy. It clearly means 
that the Provincial Bank should invest 50 per cent of this amount 
in Government securities, as it is required to do for money on 
savings bank account from outsiders, to serve as fluid resource .. 
In the course of our inspection of central banks we found that 
several do not follow this rule. We think that the Registrar should 
promptly withdraw his sanction to the conduct of savings bank 
business by a society, which neglects this very salutary rule. In 
the light of subsequent experience, we think the Finance Committee 
of 1922 over-estimat!ld the security afforded by the " one date " 
system. Its successful working, as the Registrar pointed out in 
his evidence, premises (t) that collections from societies in any year 
would equal the deposits maturing in that year, (it) that no long­
term purposes loans would be advanced out of these deposits, and 
(iit) that there would be no premature withdrawals against them. 
Since none of these conditions are now-a-days exactly fulfilled, the 
value of the one date deposit system bas been diminished. We 
trust that as a result of our enquiry the conditions will be more 
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nearly fulfilled in the future, but we think that for some time 
to come at least, central banks should be obliged to lodge with 
the Provincial Bank 12~ per cent. of the amount of fixed deposit, 
which they may be required to pay on the next " one date." This 
should be in the form either ot Government securities or of a fixed 
deposit repayable on the " one date." The required sum should 
be made. up by the 1st J an'Jar.Y. and left untouched till the 15th 
March. If any bank fails to make such provision, and comes down 
on the Provincial Bank for fluid resource, we think it should be 
obliged to pay a heavy rate for such accommodation. 

114. An alternative plan.-A possible alternative which deserves 
examination is that the central bank should deposit Government 
securities with a branch of the Imperial Bank, where there is 
one in the same place and draw against them at the prevailing 
bank rate when the occasion requires, i.e., when there is an excess 
of withdrawals of deposits over receipts from societies. A similar 
option might be given to invest the 25 per cent resource against 
savings bank deposits also in the shape of Government securities 
deposited with a branch of the Imperial Bank where one exists. 
It might make for efficiency and economy, as well as reduction 
of risk, if as much use as possible is made of the local branch of 
the Imperial Bank. For instance it might reduce expense 
materially, if. a central bank converted all its cash and liquid 
resources into Government securities and arranged to pay all its 
customers, whether individuals and societies, by cheques drawn 
against a cash credit granted to it by the Imperial Bank on the 
security of ·its bonds. The whole burden of maintaining its fluid 
resources can thus be passed on to that bank. 

115. Other fluid resources.-Where central banks are allowed 
to open current accounts 50 per cent fluid resource should be 
maintained as in the ·Punjab. All limited liability societies, such 1 
as Peoples' Banks, should maintain fluid resource on the same : 
scale as central banks. Primary societies of unlimited liability 
accepting deposits from non-members should either arrange with 
their central bank to keep for them on a commission basis their 
fluid resource on the same scale. or should invest it in postal 
cash certificates which may be deposited wiUi the central bank. 
Fluid resource statements should be submitted every month by 
central banks and other limited liability societies fo the Provincial 
Bank, and the junior auditors in their two-monthly audit should 
be· required to certify the correctness of these statements. Fluid 
resources should only be drawn upon for the purposes for which 
they are intended. No fluid resource need be maintained by 
societies of unlimited liability which accept deposits only from 
members. 

116. Fluid resource of the Provincial Bank.-Tbe Provincial 
Bank maintains at present a fluid resource of 50 per cent of ite 
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savings bank deposits, 100 per cent of its floating and current and 
100 per cent of its fixed deposits falling due during the next six 
months, all invested in gilt-edged securities. These provisions are 
adequate and in our opinion no alteration in them is needed. 

117. Difficulty of maintaining the proposed scale of fluid 
resource.-W e anticipate that some central banks will during the 
present depression find difficulty in working up to the scale of flnid 
resource we have recommended. We realize that when given effect 
to in their entirety, along with other rerommendations which we 
make later, they will cut seriously into profits and hamper the build­
ing up of adequate reRerves. But we think safe rather than specula­
tive finance will pay the banks in the long run. On the Provinr.ial 
Bank as the custodian of the financial conscience of the movement, 
should rest the duty of seeing that these standards of fluid resource 
ere maintained, though it will have to relax them from time to 
time. To enforce compliance, where compliance is possible, it 
should not" hesitate to use the new powers, especially that of 
controlling the maximum borrowing limits of central banks, which 
we have recommended for it. The one date system and the date 
fixed under it should only be changed with its consent. 

118. Reserves.-Fluid resource is, of course, an entirely 
different thing from reserve, though it is not ·unusual to find othe 
two ronfused. Fluid resource is required to enable a bank to meet 
in cash demands from persons, who have entrusted their money 
to it, when they fall due. ·Reserve is that part of the profits made 
year by year which a bank is required or may decide to withhold 
from distribution as dividend. This may either be merely shown 
in a reserve account, which appears in the balance sheet, or be 
actually placed in a separate reserve fund by investing it in some 
form of security. The manner of treating it will depend primarily · 
on the uses to which it is to be put. These are various. It may be 
needed for increasing the " owned capital " of the -bank, beyond 
that subscribed as share capital, with a view to reducing the interest 
charged on loans. Or it may be regarded as an ultimate security 
for creditors of the bank should it' be necessary to liquidate it, and 
thus operate as an inducement for depositors to renew their deposits 
and even to accept a lower rate of interest on them. Or it may 
be partly assigned to the definite purpose of cover for bad debts 
or deprer.iation of the value of securities in which the bank has 
invested. All this makes it difficult to lay down hard and fast 
rules for the rate of accummJ!lation of reserve or for the way in 
which the reserve accumulated should be treated, i.e., used as 
ordinary WOI'king capital o1· separatelY. invested either in another 
co-operative institution or outside the movement altogether. It 
is also somewhat difficult to stipulate the precise conditions, under 
which an inroad on the accummulated reserve is justifiable. 

The minimum rute of accumulation is prescribed by section 33 
of the Co-operative Societies Act, viz., not less than 25 per cent 
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of the net profits of the year. With the comparatively unimportant 
exception of certain industrial employees' societies, we think that 
this standard should be maintained. Indeed we think that it 
should be increased for all classes of societies to 35 per cent, the 

_additional 10 per cent being assigned to cover bad debts, though 
this higher statutory standard• may be relaxed by order under sec­
tion 46 when adequate provision against bad debts has been 
accumulated. -

For the employees' societies, such as the " Tiseo " societies 
at Jamshedpur, where collections, mane by the company on pay 
day, are very good, and bad debts or sudden demands are extremely 
rare, we think that when 20 per cent of the working capital has been 
accumulated as reserve, the proportion of net profits required to be 
set aside may be safely reduced to 10 per cent. For this, again, 
an order of the local Government under section 46 of the Act will 
suffice. 

119. Separate investment of reserves.-The present position is 
this. Circular 17 of 19-21 of the Registrar issued under statutory 
rule 16 runs thus : '' Every society or bank after its first four 
years' working shall invest 50 per cent of its reserve separately and 
thereafter should separately invest half of each year's contribution to 
the reserve fund. For this purpose the societies are required to 
keep deposits with or buy shares of central banks and central banks . 
to deal similarly with the Provincial Bank to the extent indicated. 
The societies shall deposit this reserve fund in the central bank to 
which they are affiliated and the central banks in their turn should 
deposit it in the Provincial Bank. Purchase of shares by the banks 
and societies are to be treated as a separate investment of the reserve 
fund. Societies not affiliated to any bank should deposit this 
separate reserve in the Provincial Bank." By a subsequent 
circular of March 1922 it was laid down that a society's reserve 
invested in the central bank should be kept as a permanent deposit 
by the latter. These rules agree with the recommendations of the 
Finance Committee of 1922. The Federation Congress of 1923, 
however, resolved that the central banks should either invest 
20 per cent of their paid-up share capital or 50 per cent of their 
Reserve Fund, whichever is less, in the shares of the Provincial 
·Bank. The central banks with the exception of two or three have 
since followed the recommendation of the HJ23 Congress. Thus 
most of them have preferred to place the separately invested portion 
of their reserves in the form of shares of the Provincial Bank rather 
than as deposits with it. Only a sum of Rs. 22,000 has been invested 
in the latter form. On the other hand, while at the end of 1929 

"*Mr. Batheja thinks it unnecessary to raise the statutory standard, and 
that the Department and the higher financing institution could and would 
.induce the lower to build up a bad debt fund without a statutory " sanction " 
behind it, . 
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the paid-up share capital of central banks stood at 'Rs. 23,53 and 
their reserves at 'Rs. 12,77, they had invested, at the end of 1930, 
'Rs. 5,57 in shares of the Provincial Bank, a sum rather above 
20 per cent of their paid-up share capital, but somewhat below 
50 per cent of their reserves. 

120. Objects of reserve as at present defined.-The objects of 
the Reserve Fund as laid down in the by-laws of central banks and 
credit societies are :-

(1) to cover any losses arising from any unforeseen circums­
tances, 

(2) to meet any call which cannot be met othe'rwise, such 
payment being reimbursed to the fund as soon as 
possible, 

(3) to serve as security for loans. 

We find it somewhat difficult to follow completely the line of 
thought behind this statement. The first object presumably refers 
to bad debts, as well as to losses by fire, theft or misappropriation .. 
These are clearly proper purposes for which a reserve should be 
provided. But debts, which are definitely bad, i.e., found after 
conclusion of liquidation proceedings to be irrecoverable, should be 
met by a reduction of the bad debt account (or, if that is insufficient, 
of the general reserve account) and a corresponding reduction on the 
other side of the balance sheet of the item " loans due ". Losses 
of the other kinds should appear as definite deductions from the 
reserve account, with an explanation of them. Bdt as for none of 
these is the bank required to pay out cash to anybody, we think a 
reserve account is all that is necessary and, not a sum of money, 
specially put away for use when required; i.e., a true reserve fund. 

The second object is distinctly more obscure. 

The idea seems to be that when a call, by which we suppose 
is meant a demand by somebody for cash, occurs and the till is 
empty and cannot be replenished by drawing on other fluid 
resource, such as cash credits with the Provincial Bank, the bank 
should open a secret chest in which " the reserve " is kept. This 
idea has no relation to fact. Nor is it clear what kind of call is con­
templated. Calls on a central bank do not come unexpectedly, the 
only dangerous call being for repayment of deposits, for which there 
is two months' notice. For a long time central banks have manacred 
to get on by relying on the " one date " system to meet all calls, 
supplemented more recently by cash and maximum credits from 
the Prov~ncial Bank. For this purpose, if we understand it aright, 
m?re f/md resource and not a separate " reserve fund " is appro­
pnat~. But we h~ve already proposed to add a further requirement 
of flmd resource, VIZ .. , 1~ per cent on the amount of fixed deposits 



'75 

that they hold due for repayment on the next " one date ", to be 
kept either in Government securities or as a short-term fixed deposit 
with the Provincial Bank. We cannot see any good reason for 
increasing fluid resource further l:)y putting away a proportion of 
reserve, as a precaution against undefined sudden calls. Nor do we 
see how a bank, which had exhausted all its other forms of fluid 
resource and was driven on to this, could expect to reimburse its 
withdrawal. 

The third object is, no doubt, sound, so long as it means merely 
that a strong reserve account enables a bank to get cheaper deposits 
and more ready help from the Provincial Bank. But if it further 
contemplates the investment of the reserve in gilt-edged securities, 
on pledge of which the Provincial Bank will be prepared to lend at 
need, then again the real idea is the increase of fluid resource 
against a contingency which is not defined. 

It must be always kept in mind, that whatever proportion of 
its reserve, i.e., its accumulated savings, a bank is required to 
invest separately, is bound in ordinary circumstances to cause a 
corresponding loss of profit to it, since the rate of interest it gets on 
its loans to affiliated societies is sure to be greater than it can get 
from any other form of safe investment. The money so lost might 
have been used for increasing the proportion of owned capital to 
working capital and so reducing the rate of interest, which it is 
obliged to charge. While safety must of course be preferred to 
profit, the threatened danger must not be a vague one. 

We wish then to keep as distinct as possible the problem of 
providing fluid resource and the problem of how the reserves should 
be utilized. We have already laid down a standard of fluid resource, 
which when it is reached should suffice to meet emergencies.. The 
reserves should be used i,p. the most profitable way for the institution, 
which has accumulated them, that is consistent with the general 
interests of the movement. We would thus allow the use of not 
more than 50 per cent in what is, or should be, the institution's 
most profitable investment, its own business. At least another 
10 per cent should be invested, so that it will be available, if and 
when there is a general threat to the stability of the whole movement, 
though it is not necessary that it should be immediately available. 
It might be held, at the option of the institution, in gilt-edged 
securities, including first class debentures, or other safe and profit­
able investments, such as fixed deposits with sound banks provided 
that they are outside the movement altogether. The remainder, in 
the general interests of the movement, should be placed with other 
co-operative institutions, either as holdings of share capital or as 
fixed deposits. Ordinarily the central banks should deal in this 
matter with the Provincial Bank and the primary societies with the 
central bank to which they are affiliated. 



We are aware that the Calvert Committee recommended that 
the Burma central banks should invest the whole of their reserve in 
gilt-edged securities. But the circumstances were wholly excep­
tional, especially in view of the collapse of the Provincial Bank. 

No drawing on the reserve account should ordinarily be 
permitted without the sanction of the Registrar, who should keep 
the Provincial Bank informed of orders passed by him. An excep­
tion may be made by general rules regarding drawing on small 
~eparate accounts within the reserve account for special purposes, 
such as primary education. 

Except for the industrial employees' societies to which we have 
referred, we do not think that the time has yet arrived when the 
process of building up reserves should be slowed down: 

121. Provision for bad debts.-As a result of the fall in prices, 
landed property has depreciated in value.. It had been expected 
ti;tat with all loans covered by adequate assets as ehown in the 
haisiyat register and supported by the unlimited liability of other 
members, there would be no bad debts and all loans would be 
ultimately realized. Experience bas, however, shown that this 
impression is far from correct. Careless financing has been more 
or less general, societies have been slow to take out awards, giving 
an opportunity to members to transfer their holdings, and liquida­
tion proceedings have been tedious and costly. Lands acquired by 
banks as a result of foreclosure have seldom been profitably worked. 
Consequently some debts have become bad and SO'IIle are doubtfUl. 
It is impossible to estimate exactly what proportion of them are 
definitely irrecoverable, until all means of recovery have been tried 
and liquidation proceedings have been finished. But we are glad 
to see that some steps have been taken to frame such an estimate .. 
We recommend that this inv-estigation. be further pursued, and 
determined efforts be made to write off debts, definitely proved to 
be irrecov-erable, agai'ast the bad debt fund or failing that the 
general reserve account with the previous sanction of the Registrar. 
In the Annual Report of 1930 the Registrar has made a rough 
estimate of the total bad or doubtful debts of the movement based 
on the reports of local auditors, and has put it at Rs. 2_1lakhs against 
about Rs. 205 lakhs advanced by central banks to societies, i.e., 
about 10 per cent of the loans outstanding. We have no means of 
checking this figure thoroughly, but we believe it is somewhat 
exaggerated. In one of the banks we visited, the local auditor's 
figure ?f bad debt was checked by an experienced Assistant Regis­
trar w1th the help of the Honorary Secretary and it was found that 
it had been greatly over-estimated. Whatever may be the exact 
amount of bad debts of the movement, we think that the total 
provision _of ~s. 2! la~s made for them so far is very inadequate 
and that m Vle4eC1ally, of the effects of the present depression 



tnoi:e- provision should be made, where and when possible. There 
are, however, no· materials for laying down a precise rule. A rule 
of thumb. method will have to be followed and if an error has to be 
made it should be on the safe side. In the Punjab there is a rule 
that· the bad debt fund of a central bank must be at least equal 
to 50 per cent of the dues from liquidated and D class (corresponding 
to the E class. in this province) societies. We are not in favour 
of introducing this standard, since it would be based on the 
admittedly unsatisfactory system of classification which prevails in 
this province, and would also be inadequate. We have therefore 
recommended that, until greater experience" is obtained, all classes of 
societies, primary, central and Provincial, whose business is subject 
to the risk of substantial bad debts, should set aside 10 per cent 
of their annual profits in addition to the present statutory provision 
for reserve, until the total fund reaches 10 per cent of the total 
loans outstanding. It is true that such a " fund " will in reality 
be merely part of the general reserve, and not, as is often imagined, 
a bag of money that can be opened when required. But we think 
that a separate account for it tends to keep before the eyes of those 
concerned with management the real position of the society or bank 
in the matter of solvency. 

122. A· defect in the balance sheet of central banks.-The 
present system of accounting for interest in the Profit and Loss 
account is that on the income side two kinds of provisions are made. 
The first includes all kinds of interest realized, and the second all 
kinds of unrealized interest already due, besides interest accrued 
but not yet due on the 31st of December. On the Expenditure side 
a provision is made for overdue interest that was not realized up 
to 31st December. 

By making such a provision on the Expenditure side, it is 
assumed that the whole of the overdue interest is irrecoverable 
which is far from being a fact. Therefore by making this entry 
sometimes a profit is turned into a loss. There is another defect 
also in the system, viz., that by providing on the Income side all 
interest accrued but not realized up to 31st December, the banks 
proceed to distribute dividend on sums that have not been actually 
realized. 

To remedy the defects it appears to us that the best way would 
be not to deduct the overdue interest in the account, but when 
the figure of total profit is arrived at, it should be subdivided into 
two heads, viz., (t) profits distributable, which will only include 
interest actually realized, and (it) profits not distributable which will 
consist of all overdue interest as well as interest accrued but neither 
due nor realized. · 

· In the balance sheet also no provision will then be necessary 
for overdue interest. 



123. Financing defaulters.-We are not in favour of the policy 
of refusing even short-term finance to all defaulting members, 
which is being pursued by some central banks during the present 
crisis. Wilful defaulters deserve no consideration and should be 
weeded out by all possible means. But there are many deserving 
members whose !lefault is due to the present depression or to causes 
beyond their control. It is the elementary duty of a bank to can·y 
its honest customers through a crisis as most banks are doing in 
all parts of the world. It is also its interest to do so, since if it 
drives its customers into insolvency, its debts become irrecoverable 
and it hastens its own end. In other words it goes into voluntary 
liquidation when it ceases lending. 

124. Lending ra.tes of co-operative banks. Margin between 
them and their borrowing rates.-The Central Banking Enquiry 
Committee noted the high rates charged by primary societies from 
members in some provinces including Bihar and Orissa, and 
recommended that if a rural society charges its members a rate 
higher than 12 per cent per annum, it should form the subject of 
careful enquiry by the Provincial Government and the Provincial 
Bank concerned and steps should be taken to reduce the rate of 
interest. The Bihar and Orissa Banking Enquiry Committee also 
commented adversely on the high lending rates of societies in this 
province ranging from 12~ to 15~ per cent and expressly invited 
the department and this committee to investigate the causes of 
the high margin of 5 to 6 per cent existing between the borrowing 
and lending rates of central banks. We have not been able to 
collect exact figures for this purpose in the short period of our 
enquiry. But we are agreed that the margins between the borrow­
ing and lending rates of thel Provincial Bank (slightly less than 
1 per cent) and of primary societies (between 3 anif 4 per cent) 
respectively are not too great. The margin of central banks is 
between 5 and 6 per cent and this requires explanation. We 
think that it is due to extravagant management charges, loss on 
unemployed money (including loans made to societies of special 
types which have ceased to pay, either principal or interest), heavy 
audit and development contributions to the Federation, large 
dividends and wasteful expenditure on buildings. The necessity 
of building up reserves has no doubt operated to keep the margin 
wide. We do not of course deprecate expenditure for the last 
item. As a matter of fact the Maclagan Committee expressly 
recommended large margins for this purpose. But there is nothing 
to be said in favour of keeping the margin at its ;present level to 
~ove: doubtful ~un~rofi~able charg~s. The central bank.'s margin 
m B1har an? Orissa IS h1~her than m any other province in India. 
In the PunJab the workmg expenses of central banks in 1928-29 
we.re less than l per cent of their working capital; in Bihar and 
On.ssa: the percentage was as high as 2.37. The higher expense 
ratio IS. no doubt partly due to the smaller size and consequently 



the greater overh€ad charges of our banks. We have 67 banks 
for about 9,000 primary societies against 19 of Bombay,, 31 of 
Madras and 47 of the Punjab for about 4,000, 13,000 and 15,500 
societies respectively. Our working capital per unit is also much 
smaller. These considerations would point to a larger area than 
at present, say a district instead of a subdivision, for the operations 
of a central bank. We discuss this in Chapter VIII. In any 
case this alone does not explain our higher expense ratio. The 
total cost of management of 112 banks in the neighbouring province 
of Bengal in 1928-29 was Rs. 5,74,000 against Rs. 6,82,000, which 
was the total cost of 67 central banks in Bihar and Orissa in 1930 . 
. The audit, development and training charges on central banks of 
Re. 0-5-7 and on primary societies of Re. 0-8-9 per cent of working 
capital are probably the highest in the whole of India, while the 

.cost of supervision of societies by central banks works out at 1! per 
cent of their working capital. No doubt the central banks here 
undertake much expenditure on development, education and sanita­
tion, which is considered to be a ]1roper charge on Government in 
other provinces but much of this has borne little fruit. Dividends 
ranging from 9~ to 10 per cent on preference shares have been 
declared and palatial buildings in excess of real requirements have 
been built, sometimes out of money, borrowed from the Provincial 
Bank. A good deal of money is also spent on travelling allowances 
and entertainment charges. We think most of the expenses 
mentioned above could be materially curtailed. We recommend 
that each central bank with the assistance of the department 
should undertake a scrutiny of its budget for this purpose and 
utilize the savings effected in keeping a proper standard of fluid 
r.esources, in building up a strong reserve and bad debt fund and, 
lastly, in reducing its lending rate to societies. 

125. Importance of financial recommendations.-We attach 
particular importance to our financial recommendations, as we 
believe that .the financial safety of the movement offers the best 
guarantee for its future progress. It is only on sound financia.l 
foundations that co-operation can hope to build its structure of 
mutual help and lofty idealism. 



CHAPTER VII. 

The Provincial Co-operative Bank. 

126. Position of the Prollincial Bank.-We have already 
sketched the general relations which, we think, oug)lt to exist 
between the Provincial Bank and the movement in general and 
the central banks in particular. We came to the conclusion that 
it should not link its fortunes irrevocably with them, much less 
control their detailed policy. It should give technical guidance and 
assistance to the central banks in their main duty of supplying the 
finance of the movement and may even interfere to make its 
financial policy effective, but it should never weaken their sense of 
individual responsibility. At present, we think, there is tcio close 
a connection between it and the central banks to permit the develop­
ment of a sound financial policy and too little power for the 
Provincial Bank to enforce it on the central banks. 

127. Dejects of the present position.-The present relatively 
unimportant position of the Provincial Bank in _the movement is 
mainly due to the fact that from its inception it bas received the 
close guidance, approximating to control, of the Department. The 
Lyall Committee reported in 1923 that practically all the work of 
the Provincial Bank was done under the Registrar's advice and 
be bad to recommend all loan applications to the Provincial Bank 
and even to canvas for its deposits. Successive Registrars have 
borne witness to the heavy work and responsibilities involved in 
these duties. The system has grown up as a result of the initiative 
in founding and developing the Bank having been that of the 
Registrar, and it has continued with the acquiscence of his co­
directors. But ;.t certainly tends to diminish the sense of respon­
sibility of the Bank's executive, and to give it at least a sub­
conscious feeling that ultimately Government will find a way out 
of difficulties, into which the acceptance of the Registrar's advice 
may possibly lead it. Such difficulties may certainly arise. There 
is a tendency for a Registrar to be reluctant to run the risk of 
damaging the credit of the movement by liquidating a central bank . 
.Consequently he may be induced to recommend the Provincial Bank 
to grant a loan, which involves a disproportionate risk. No doubt 
the Provincial Bank's {!hief function is to support the central banks 
in t~m~s of difficulty .. But. it is not wise policy to run the risk of 
sacnficmg the whole for the part. Another factor, which operates 
to reduce the status of the Provincial Bank below its ideal positiQn 
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of the guardian of the financial interests of tlie movement Qlj II. 
whole, is the large representation of the central banks on its 
directorate. This is, of course, an inevitable feature, if the Bank 
remains co-operative, but it is impossible to deny that this element 

-is unlikely to stand out strongly against a proposal to. help a weak 
bank, which has the backing of the Registrar. It is to the credit 
of both the Registrar and the central banks' representatives that 
the dangers of the system have been so little in evidence. A third 
hindrance to the Bank fully performing its functions is the lack 
of any inspectorate, directly responsible to it. On this last point, 
we recommend that the Provincial Bank should have its own 
inspectorate for the supply of such information about_ the general 
financial condition of the central banks as it thinks necessary, to 
supplement that collected by the Registrar through the Assistant 

·Registrars. We desire that the Registrar should continue to dis­
charge his present function of recommending loan applications of 
borrowing banks and we think that the Provincial Bank should not 
entertain any application without such a reco=endation. But 
the Provincial Bank, in the proper discharge of its responsibilities, 
should refuse an application, if its corporative judgment leads it 
to think that to grant it will seriously endanger its own financial 
position. It is far from our intention that the Provincial Bank 
should interpret this as a proposal that it should act precisely as an 
ordinary commercial bank would in similar circumstances. But we 
feel that the interests of the movem_ent and those of the central 
banks themselves will be best promoted by the Provincial Bank 
functioning more than it has occasionally in the past as a business 
co-ope~ative institution. Should a central bank be in temporary 
difficulties due to an agricultural crisis or an unprecedented trade 
depression, it should be the duty of the Provincial Bank to come 
to its rescue. But should the difficulties be due to past mismanage­
ment, and be such as to require assistance on a scale which is almost 
certain to involve the Provincial Bank in serious financial Joss or 
jeopardize its own existence, such assistance should be refused, 
unless Government, on special grounds, can be induced to guarantee 
the loan required. . The Imperial Bank of ~ndia, though a semi­
official bank, registered under a special Act of the Indian Legisla­
ture, and under what the Central Banking Enqmry Committee 
called " a moral obligation " to finance agricultural co-operative 
societies, has been in recent years pursuing a similar policy in 
respect of the co-operative movement in all parts of India. We 
think such action is thoroughly justified. When it is known that 
the cumulative results of errors on the part of central banks and 
departmental officials can no longei· be passed on to the Provincial 
Bank, we think it will conduce to a greater sense of responsibility 
in all sections of the movement. Should this view of ours be 
accepted, we would, in case of a central bank, which is in serious 
difficulties, but which Government wish to support in order to 

44E. & D. 
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prevent either a disaster for a large nninoor of pO!ir and simple 
men, or a serious shock to the credit of the movement, prefer 
Government should render assistance at its own riSk rather than 
at the risk of the Provincial Bank. There would, of course, be no 
objection to the Provincial Bank advancing money to a central bank 
in such a position on the specific guarantee of Government. Should 
there be, however, a general depression, like the present affecting 
a. large number of banks at the same time and Government financial 
assistance, of the kind contemplated by the Central_Banking Com­
mittee Report1 should become necessary, we think, it would be best 
rendered through and at the risk of the Provincial Bank. · 

128. Management and constitution of the Pro1Jiticia~ .Bank.­
Such being our view of the functions of the Provincial Bank we 
proceed to consider how far the present constitution· and manage­
ment· of. the Provincial Bank is suited to the discharge of these 
functions. We have indicated elsewhere the power which we wish 
it to have in relation to the central banks. We think, on the 
whole, the bank has been very well managed in the past and its 
business has grown steadily under all heads as the following 
statement would show :-

P1o1Jincia~ Co-opetatifJe Bank, Limited, Bihar and Orissa, Patna. 

Share capital Distributablet Working 
Year. paid-up. Reserves. profit. capital. 

Rs. Rs. Rs. Rs. 

1914-16 52,900 1,312 3,935 2,98,839 

1915-16 96,200 4,516 6,049 3,84,361 

1916-17 1,00,600 7,502 5,142 4,13,875 

1917•18 1,06,000 9,849 6,736 6,48,689 

1918-19 1,14,400 17,447 20,288 6,90,167 

1919-20 1,16,800 38,734 . 22,358 8,94,952 

1920-21 1,17,200 59,803 14,719 15,39,620 

1921-22 1,17,000 76,065 27,195 17,03,408 

1922-23 1,20,400 1,07,605 34,079 20,08,768 

*1923 1,30,800 1,28,101 23,120 30,91,102 

0Short year of 7 months due to change of the co-operative year. 

· tThe distributable profit excludes 25 per cent of the groes profit placed 
to reserve under the Act, the commission and dividend paid to the guarantors, 
loDd depreciation on buildings and furniture. 
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Share capitai Distributablet Working 
Year; paid-up. Reserves. profit. capital. 

Rs. Rs; Rs. Rs. 

1924 2,41,400 1,45,910 32,68i 37,88,201 

1925 3,40,000' 1;64,360 40,208 47,17,158 

1926 .. a;84,800 i,8a;o43 54,130 51,48,324 

'1927. .. 4,61,800 2,08,148 54,443 57,59,535 

1928 5,05,400 2,34,571 73,715 66,45,739 

1929 5,56,400• 2,57,500 67,502 73,51,148 

1930 5,76,600 2,81;406 67,218 77,63,107 

t 'rhe distributable profit excludes 25 per cent· of the gross profit place< 
to reserve under the Act, the commis•ion an<f dividend paid to the guarantors 
and depreciation on buildings and furniture. 

129. Aetua! w01king of the bank.-While the supreme authority 
is vested in the general meeting of shareholders, the management 
of the business and affairs· of tne bank are entrusted to a board of 
17 directors. Of these two· represent four guarantee shareholders 
With an actual investment of 'lls. 20 and uncalled liability of 
'lls. 3,80, three represent the 30 individual shareholders, whose 
investment is 'lls. 62, and uncalled liability 'lls. 93, ten represent 
central banks and unions (two from eaeh Revenue Division), whose 
investment is 'lls. 5,06 and uncalled liability 'lls. 7,59, one 
represents other affiliated· societies, whose stake is insignificant, 
while the Registrar is an ex-officio director. This board, however, 
meets only once in three months and has in fact delegated all 
its powers to a working committee of' seven directors, which meets 
once a month and transacts the business of the bank subject to 
the confirmation by the board. Emergency business is transacted, 
under a further delegation, by the honorary managing director, 
assisted by .the paid secretary who is a trained banker .. The 
members of the working committee do not all invariably attend, 
but the Registrar is present on all important occasions. It would 
thus appear that a good deal of ~usiness is disposed of by the 
secretary and the managing director, though most loan applications 
are placed before the working committee either in session or by 
circulation. The Registrar; as the head of the field staff, on whose 
information the bank depends for judging the wisdom of lending 
to central banks, and as the only channel for enforcing the demand 
of the bank on the borrowing banks, has generally an effective 
voice in all important matters of policy and even of detail. His 
advice is never disregarded, thongh on discussion with his fellow­
directors he occasionally modifies it. There is no clear definition 
of the duties of the secretary and the managing director and of the 
powers of the workjng coliUiljttee. 



fao . . Suggestions for intprovement.-This system has worked 
fairly well in the past, when the bank had a small working and 
share capital but it requires to be modified somewhat in view of 
its growing business and responsibilities. There have been few 
mistakes and these have been more due to defects of organization 
than of management, viz., absence of a direct link with.the central 
banks and excessive dependence on the Department. In particular 
the business and banking element on the directorate requires to be 
strengthened. The bank has been fortunate in having secured the 
paid services of a competent secretary and the honorary · services 
of public-spirited chairmen and of a managing director, a zealous 
co-operator who devotes many hours daily to the work of the bank. 
It will be difficult to find another man like him, and the bank 
should think seriously ahead, how his place could be filled, should 
his services for any cause be no longer available. We do not wish 
to lay down any absolute rule, but we think that his successor 
should be preferably a business man or a trained banker, if one 
can be obtained, so as to provide a second business or banking 
opinion in addition to that of the Secretary. Should such a man 
not be forthcoming from the ranks of the representatives of 
the individual and society shareholders, we think it should be 
provided from the nominated element on the directorate which we 
recommend below. It would further greatly conduce to the efficient 
working of the bank if the duties and powers of the secretaw, the 
managing director and the working committee are clearly defined 
by rule for the purpose of fixing responsibility. 

131. Changes in the constitution of the bank.-We think the 
existing constitution of the bank js generallY. satisfactory for itft 
present purposes. It requires, however, the infusion of a fresh 
element, in view of the larger powers-greater than those of a 
banker's bank-which we have proposed for it in Chapters VI and 
XI. If these powers are to be exercised with a due regard for the 
interests of the various parties concerned in the movement-the 
central banks and their customers, the depositors and the financing 
banks like the Imperial Bank and the proposed Reserve Bank, 
and, last but not least, the general body of taxpayers who through 
Guvernment supply a stout pillar to the edifice-we think it 
essential that the expert and business element on the board should 
be strengthened. If we are to avoid the fate of the Central 
Provinces Provincial Bank, this element should aJsa serve to 
supply the balancing factor needed to mediate between the con­
flicting claims of borrowing banks out for reduction of the rate 
of interest and depositing shareholders anxious for their dividends. 
From the point of view of Government, it is important that it should 
have something more than the single advice of one individual, the 
Registrar, however competent he may be, in deciding its policy 
about an institution which concerns so intimately the life and wel­
fare of so many persons. We therefore recommend that to supply 
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more financial experience and business ability the members of the 
Board of Directors should be increased by two to be nominated 
by Government. • The Registrar should, of course, continue to be 
an ex-officio director. We think the addition of such an element 
wiii lighten the very heavy responsibilities, which the Registrar 
bears, not only as a director, whose advice is bound to carry great 
weight on the board, but also as the officer to whom Government 
have entrusted the duty of seeing that ail is weil in the movement. 
It wiii, too, enhance the credit of the bank with the depositors 
and the money-market. 

132. Elected directors .-We do not think the time has yet 
come to do without the directors representing individual share­
holders. These supply the business ability and outside capital 
needed by the movement. The guarantors are no longer so useful 
as they were, since the Imperial Bank has ceased to grant a 
concession rate for drawings on the cash credit account backed by 
their guarantee. But as long as· that cash credit, even at fuil bank 
rate, is required as part of the fluid resource, the guarantors are 
a strength to the bank, and should be represented. On an improve­
ment of the general financial position, the question of dispensing 
with ·the guarantors' support should be considered. But, if that 
action is taken, it would be best to add the representation of 
g~ral'ltors to that of individual shareholders, in order to preserve 
the balance between stakeholders and potential or actual borrowers. 
This is no reflection on the capacity and knowledge of the represen­
tatives of the central banks, for we are glad to note, that in spite 
of their majority on the directorate, they have not furthered their 
own interests at the expense of those of the Provincial Bank. 

It has been urged that the representation of central banks should 
be so arranged by rotation as to give a chance to every central bank 
to serve on the Provincial Bank directorate in order to emphasize 
the point of view of all banks, as well as to give to them ail an insight 
into the :practical working of the apex bank. We are, however, 
opposed to this idea, on the ground that it is not desirable to select 
this part of the directorate of the apex bank on any other considera­
tion but tliat of fitness as evidenced by election. The object in 
'l""iew can be equaily we II promoted by conferences of central banks, 
which the Provincial Bank should summon from time to tiroe to 
discuss questions affecting the relations between them and the bank. 
One such conference was held with good results in November 1930. 

133. Special Finance Committee.-We think the powers, which 
we have recommended for t.he Provincial Bank, (t) to fix the borrow­
ing limits, and the borrowing rates of central banks, (ii) to inspect 
central banks and (iii) to receive audit notes and returns, reqmred 

-- * Rai Bahadur S. N. Sahay and Mr. Roy think this would. be justified nnly 
if Gi>VWJllll!l~t w~r~ w Cl>lltribute substsotially to the share cap1tal of the rlank. 



Jrom the ce.ntral b!!nlrs. un!ler !lt~tQ.1;ory ~e, $ould Qe exercis!)d by 
a. specially constituted committee of ·the bank which ma,y be called 
its Finance Committee as distinguished froJ;Il its W ork;ing Co!Il­
mittee. It should consist of six .directors, two f~Qm the cent.ra.l 
bank representatives, two from the individual a,nd guarantee share­
holders and two from the nominated ~d ea:-officio element, of whQm 
.the Registrar must always .be .one. This. co=ittee shoulq meet 
.from time to .time when occasion requires. It will be the duty of 
this committee to see that the Provincial Bank does I!Ot use i,ts 
extensive powers to promote its own special interests to the injury 
_of the .central banks. We wovld [!),so place ~!ld~Jr thi~ co!Dmittee 
lfS far as po1;sible the effective control .of tb,e inspE}ctorat\l, so as to 
,di,minish the ris)r of influ!lnce by tb,e institvtions it il!. ~quired to 
.i,nsr;ect. · · · 

134. Financial problems of the Ban~. Sha'le qapital.-.-There 
are a. number of problems which the P.rovincial Bank is called upon 
to solve at the present moment. Of ,these the first is the question of 
its share capital. It has been raised partly by guar&ntors' shares 
and partly by individual shares but the major portion has been 
gradually built up under the rule which requires central banks to 
invest in the Provincial Bank shares 50 per cent of their reserve o.r 

. 20 per cent of their paid-up capital, whichever be less. In actual 
' practice the latter is almost invariably less.-

The paid-1,1p ca.pital of the centri1-l Ranks themselv81!_ is constantLy 
growing under the rule which requires the l!l)C~ties to invest a fixed 
percentage of their loans fJ;o!Il t)le cel,\tral banks in th~.ir shares. To 
the extent that these shares arE} llOt bough_t o11-t 0f the ac_tual reserves 
of the borrowing banks and societies there is an element of fiction 
about these investments in the shares of the financing banks. If 
8. minus bank buys shares of the Provincial Bank out of money 
a.dvanced by it or a minus primary society acts similarly in relatio11 
to a central bank, it really means that these shares do no.t represent 
new capital but book transactions. 

But an examination of the presenli po~ition Iea.ds us to the 
conclusion that this is not a se).'ious wea~_ess, since all but a few 
.central banks hold reserve)! in .e~cess of one-fjfth ()f their paid-up 
c;apital. . We merely rE}COIJ!mend that the position, should be 
watched. · · 

The further question is, whetllllf it is desirable to continue the 
ll<l'fangem(1nt by which ordinary sl,J.ares held by central banks carry 
a contingent liability of one and a half times the amount paid up. 
We think that this liability is one which it might have been well 
to avoid when the Provincial Bank was founded, but it is e:Ktremely 
difficult to devise any satisfactory way of getting rid of it now. No 
plan that we have been ablE! t() think pf is iJ;e.!l from objections either 
on the ground of equity 0~ of dep~ure frqm ~~~2' J>+ll!l~ice, +f 



an unobjectionable plan can be found we would welcome it, in ord~ 
to minimise inter-locking. 

· At the moment the Provincial Bank has no anxiety about 
keeping up its presen~ proportion (which varies from one-eighth to 
one-tenth) of owned capital to borrowed capital, and consequently 
there is no immediate need to consider the question of raising more 
capital from individuals. But should a substantial debenture issue 
be made, this question may come to the front. The majority of us 
think that there would be no objection to a moderate use of this 
resource, so long as the representation of individual shareholders 
on the directorate is limited by the by-laws to prevent it reaching or 
approaching a controlling interest, and that this safe,o-uard is a. good 
one, since the Registrar can veto changes in by-laws. Mr. Roy, as 
Managing Director of the Bank, prefers to reserve his opinion. 
Rai Bahadur Shyam Nandan Sahay fears that the course would 
before long lead to the bank ceasing to be co-operative. · 

135. BOTrowinga of the Pro!Jincial Bank.-We think the 
deposit rates of the bank are generally suitable though its 
borrowing policy has been. somewhat spasmodic in the past. It 
has resulted in excessive deposits at one time and too few deposits 
at another. The bank would be much benefited by developing its 
short-term borrowings so as to reduce its charges and increase its 
profits. It cannot develop much current account business in spite 
of its allowing 2 per cent interest on it, since it cannot lend to 
individuals.. Since it has to maintain 100 per cent fluid resource 
against such accounts, it is doubtful whether the business is 

. profitable. It is, however, beneficial inasmuch as it brings the 
bank in touch with wealthy clients. Its savings bank deposit 
business no doubt is more profitable. 

136. Discounting co-operati!Je paper .-The most fruitful and 
cheapest way, however, of raising short-term finance, would be to 
discount co-operative paper with the Imperial Bank or the proposed 
Reserve Bank. It would thus be possible to liquify some of the 
large frozen assets of central banks and primary societies. But 
before this can be done with any degree of success, or done a~ 
all, it is essential that the long-term business of these institutions 
should be entirely separated from their short-term " crop " 
business, so as to· give a complete guarantee to these financial 
irrigation channels that their flowing water will not turn into ice 
in the polar regions of co-operative finance. If .the Provincial 
Bank is to act as an intermediary between central banks and the 
general money-marke~ with any success, it will itself have to shed 
its own long-term business in order to inspire confidence. This 
business has, it seems likely, cost it the little contact it had with 
the outside money--market in the shape of a cash credit of 
Rs. 3 lakhs from the Imperial Bank of India against the pronotes 
of centr.al b111nla!, We ~h!lrefore recommend that i~ should, not 
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float debentures, except as a temporary measure, to meet the 
present long-term commitments of the movement, until they are 
taken over by separate land mortgage banks and a separate 
Provincial Land Mortgage Corporation, 

137. More business for Provincial Bank. Branches at Cuttack 
and Jamshedpur.-Meanwhile the Provincial Bank may raise the 
additional deposits it may need in the near future, by exploiting 
untapped areas or areas where surplus money is available rather 
than by raising its rate for fixed deposits all round. It should not, 
however, compete with existing co-operative institutions except in 
places where there is enough money for both types of institutions 
and where there is already a branch of the Imperial Bank. We 
invite the attention of the Provincial Bank to Cuttack and 
Jamshedpur as possible centres where these conditions exist. The 
bank should carefully consider the question whether branches for 
the collection of deposits could be started at these places. To 
minimize expenses, they should run only as book branches and 
keep all their cash with the local branches of the Imperial Bank 
While there would be no objection to these branches acting a~ 
disbursing and collecting centres for the central b:inks in Orissa 
and Chota Nagpur Divisions, which feel some inconvenience due 
to distance in dealing with the Provincial Bank, all loan applica-· 
tiona of these banks should be sanctioned from the headquarters 
at Patna. 

138. [,eliding rale8, margin and protits.-The bank lend~ 
money to central banks at 6 per cent but the small portion whicl, 
it has indirectly advanced to some minus central banks for the 
purchase of its own shares pays really only 4 per cent, when thP 
dividend on these shares is 8 per cent. The bank does not lend to 
individuals except against their fixed deposits, more with a view to 
attract deposits, than to increase its business. The loan policy of 
the bank should be used, more than is done at present, in enforcing 
sound banking methods on the central banks. 

The margin between the lending and borrowing rates of the 
bank is small. It has been greatly reduced as a result of a reduc­
tion within recent years of its ·]ending rate. It has kept an 
adequate general reserve and a special reserve against depreciation 
of Government securities, but its reserve for bad debts, in view 
of the general depression, requires to be strengthened. Its profits 
amount now to about a lakh a year out of which it has distributed 
for some time a dividend of 6 per cent with a bonus of 2 per cent 
·more, and a bonus of one month's pay to 'the staff. We suggest 
that the time has come when the bank should consider the 
advisability of reducing its rate of dividend in order to work up 
to the 10 per cept provisiqn for bad debts we have recommended 
in Chapter VI, · 



CHAPTER VIII. 

Central Banks. 

139. Present position of centra! banks.-There are at present 
67 central banks in the province. Their position in the movement 
has always been of great importance owing to the fact that some 
of them were started earlier than the Provincial Bank and some 
even before all but a few of their affiliated primary societies. It has 
been further strengthened by the almost complete dependence of 
these societies on them for their finance and their independencE\ 
of the Provincial Bank except when they need its help. 

Having no trained bankers on the staff or on the directorate, 
almost uninfluenced by the affiliated societies, controlled hut lightly 
by the department and the Provincial Bank, many of them have 
enjoyed an undesirable amount of freedom• which is neither justified , 
by co-operative theory nor by actual resu Its. It must be checked 1 

at once where necessary, otherwise it may endanger the whole move­
ment. It would be far too much, of course, to say that the 
department has nothing approaching control over them. The 
Registrar has power to arrange for their inspection and audit. He 
licenses their staff, recommends their loan applications and, in the 
last resort, can deregister them. Armed with the prestige which 
Government officers still enjoy in this province, Assistant Registrars 
of the capacity, tact and judgment, needed to fill the role of guide, 
philosopher and friend, can do a good deal by persuasion, even if 
it has no force majeur behind it. No doubt after a certain interval 
of time, the movement was expected to stand on its own legs. We 
do not wish to abandon this ideal of an autonomous, self-adjusting 
and self-controlled organization, and we would like to see it realized 
as soon as possible. But where a central bank pursues a course 
of action, in spite of protests, which cannot commend itself to 
sensible co-operators, we think that there should be effective means 
of pulling it up, before a disaster occurs, which may seriously affect 
the credit, moral and financial, of the whole movement. At the 
same time the object of all our proposals is so to arrange the 
relations of the different members of the movement to each other 
that sound finance may be promoted and essential reforms should 
come from within rather than from without. The relations which 
we think the central banks should on these considerations bear to 
the primary societies on one hand and the Provincial Bank on the 
other have already been described in Chapters IV, VI and VII 
and need not be discussed again. 

~~--~------~---------------* Rai Bahadur S. N. Sahay considers that the mere freedom enjoyed by 
the central banks has not brought about any results detrimental to the movement. 

89 
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140. The size and area of a central bank.-At present there is 
roughly one central bank for each subdivision, though there are 
some subdivisions which have more than one bank. In the begin­
ning, when communications were difficult aud the lorry hall not 
begun to make its way to the remoter parts of the country, it was 
considered desirable to have as small an area of operations as 
possible in order to ensure efficient supervision and control. Later 
central banks were started rather on considerations of administra­
tive symmetry than on a considered judgment of the size best suited 
for .efficiency and economy. The result has been that some of the 
existing banks are at present too small for economical working and 
suffer from a want of local managing ability and from an excessive 
burden of overhead charges. This is clear from the following table 
showing the number and business of central banks in different 
provinces in India. :-

No. of Lo&IlS. Centra} banks deposit. 
No. of their 
central a.ffilia· From 
banks. ted SO· Provincial Govem. Societies. Individuals. 

cieties. Bank. ment. 

Rs. Rs. Rs. Rs. 
Madras, 31 12,923 1,16,52,000 Nil 81,04,901 3,53,01,000 

1929-30. 
Bombay, 19 3,824 

1929. 
13,68,000 Nil 26,70,000 1,91, 71,000 

Bengal, 112 17,019 93,50,000 Nil 4,39,000 2,26,28,000 
1928-29. 

Punjab, 47 15,538 40,90,000 Nil 25,72,000 4,83,84,000 
1930. 

Central 34 3,955 
Provinces, 

15,01,000 979 33,28,000 1,44,24,000 

1930. 
Bihar and 67 9,158 
Orissa. 

39,66,000 32,000 3,39,000 1,49,62,000 

Reserve 
funds Cost of Share 

and Working Book manage· capital 
other capital. profit. ment. paid-up. 

reserves. 
Rs. Rs. Rs. Rs. Rs. 

Madras, 28,13,000 6,35,26,000 13,33,000 4,21,000 55,54,000 
1929-30. 

Bombay, 4,41,000 2,65,58,000 3,89,000 2,50,000 29,05,000 
1929. 

Bengel, 22,74,000 3,92, 76,000 
1928-29. 

8,34,000 5,74,000 45,83,000 

Punjab, 26,41,000 6,05, 77,000 
1930. 

7, 70,000 3,31,000 28,87,000 

Central 28,31,000 2,40,55,000 
Provinces, 

3,17,000 1,95,000 19,68,000 

1930. 
Bihar and 15,08,000 2,32,25,000 5,43,00() 6,82,000 24,16,000 

Orissa. 



In iBihar and Orissa the average number of societies in each 
central bank is l30 against 150-200 societies in Bengal, Bombay 
and Central Provinces, 300 in the Punjab and 500 in Madras. In 
all other provinces, except Bengal, the working capital of societies 
affiliated to each central bank is more than double the working 
capital of societies in this province. The number of members per 
affiliated society in Bihar and Orissa is also small. The cost of 
management as well as the margin between borrowing and lending 
rates of central banks in this province are in consequence the 
highest in the whole of India. The Indian Central Banking Com­
mittee recommend " fairly large areas ", and the foreign experts, 
associated with it, a district, for the operations of central banks. 
The Bengal Banking Committee bas also recommended for Bengal, 
where, too, the ideal of one central bank at least for one subdivi­
sion seems" to have been followed, th11t no centml bank should be 
split up before the number of affili11ted societies reaches 300, and 
even then no new central bank should be formed until a sufficient 
number of men of intelligence, influence and knowledge of co­
operation can be found in the locality. On the other hand, at 
most subdivisional headquarters sufficient ability is to be found for 
a well-run central bank, and though the saying " the nearer the 
church the further from God ", may apply to primary societies, 
we doubt if it would justify the experiment of trying to finance from 
district headquarters societies situated in the remoter parts of sub­
divisions. Indeed a fairly recent experiment of this kind in the 
Singbbbum district is strong evidence to the contrary. .Certainly 
as long as most society pancbes have to attend at the banks bead­
quarters before they can grant to their .members the smallest loan, 
we have to take distance into account very seriously. 

On the whole, then, whatever advantages might have accrued, 
if the movement had been initially concentrated in fewer centres, 
we are not inclined to support any gener11l revision of the areas over 
which central banks should operate. We prefer to rely on expan­
sion, however gradual, to make their business more economical 
in management charges. 

Though we are not in favour of an active policy of 
amalgamation, advantage might be taken of the existence of weak 
and moribund banks which have no chance of functioning actively 
to amalgamate their business to that of a neighbouring bank, 
perhaps treating the amalgamated bank as a branch. The 
possibility of doing this in specific cases might be specially borne in 
mind, if and when land mortgage banks are started to take over 
long-term business. With central banks confined· to short and 
medium term loan business and largely relieved of the duties of 
supervisiqn and non-credit development, it may become easier tq 
elfect amalgamations. · 
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141. Constitution of centTal banks.-The most striking thing 
about the composition of central banks is the predominance of the 
professional element in spite of the general practice prevailing in 
all the three types of central banks of allotting to .society share­
holders 50 per cent or more than 50 per cent representation on 
their directorates. This is to some extent inevitable as long as 
the societies can seldom produce men with the requisite knowledge 
and ability to manage the policy and accounts of a bank kept in 
a foreign soript and language. This disjunction between the urban 
and the rural element will always exist as long as the country­
side remains uneducated and ignorant. It is therefore not 
possible for some time to come to eliminate altogether the profes. 
sional or the urbanized element from the constitution of central 
banks. It exists as preference shareholders in central banks of 
the Nawadah type, as individual shareholders in banking unions 
of the Rohika type and as guarantors in unions of the latest type 
which have been recently started in Chota N agpur; and every­
where, it performs a useful function. It secures deposits, 
supervises societies and supplies organizing ability. 

142. Need of a balancing element on the diTectomte.-This 
dualism in the constitution of t:cntral banks has resulted in a 
certain conflict of interests-the conflict of borrowers and lenders, 
of urban and rural classes, of preference shareholders and society 
shareholders-which we think in the interests of the movement 
should be resolved. This cannot be done by- removing either 
element without reducing the bank to insolvency or converting it 
into a mahajani concern. We are particularly anxious that the 
urban element should not become too strong. It is already stronger 
than is strictly desirable. 

In some banks an element has entered the directorate, that 
is not genuinely interested in co-operation, but is still wielding a 
great power and influence not at all commensurate with its stake 
in the movement. There is a fear of its ousting sincere but 
simple workers in the movement. 

To check any such encroachment we recommend that the 
ordinary shareholders element in the directorate of central banks 
should, where it is half, be increased to two-thirds of the elected 
portion of the directorate and that the minimum qualification for 
being elected as a preference director should be the possession 
of fully paid-up shares worth Rs. 100. 

We do not, however, wish the banks to be dominated by the . 
borrowing element to such an extent as to jeopardize their 
solvency. There is need of an element on the directorate of each 
central bank to preserve !I. proper balance between the urban 
depositing and the rural borrowing elements. It might supply 
tha banking knowledge or at least general business experience, 
so sadly lacking in some banks, and safeguard certain general 
interests of the public and the movement which neither preference 
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tior ordinary shareholders may be interested enough to protect. 
We think this balancing element should be as small as possible 
and should be partly nominated by Government. We see no 
advantage in having it oo-opted by the elected members. It should 
preferably consist of 2 to 3 persons, two in those banks where a 
revenue officer-Collector or Subdivisional Officer, is already an 
ex-officio member and three everywhere else. Of the three, one 
should be a large depositor if possible elected by the body of 
depositors and another either an influential worker who is 
temperamentally disinclined to face the trouble and worry of an 
election, or a non-official selected for his banking or business 
knowledge. The third person should invariably be a revenue 
official, preferably the Subdivisional Officer. • As a further precau­
tion against the domination of the borrowers in the direction of 
a central bank, we heartily approve of the rule recently adopted 
by moat central banks that serious default to any co-operative 
society should be an absolute disqualification for election as a 
director of a central bank. 

143 Development and Finance sub-committees.-The entire 
executive business of the board is at present carried out by a 
working committee. We recommend that this committee should 
in future consist of not more than 10 members and be split into 
two sub-committees-a Development sub-committee with the 
constitution and functions described for it in Chapter XI, and 
a Finance sub-committee dealing purely with financial matters­
the two meeting together to discuss matters common to both. 
Tho Development sub-committee should have the power to co-opt 
other members inside or outside the board interested in develop­
ment work but those would not be members of the working 

. committee of the bank. The Finance sub-committee should 
preferably consist of not more than five directors of whom one at 
least should be drawn from each of the nominated, preferenee and 
ordinary sections of the board. The Finance sub-committee should 
have the power to sanction loans, accept deposits and generally 
carry out all financial transactions subject to the general control 
of the Board of Directors. The board itself, without a reference 
to the general meeting of shareholders should have the power to 
change the borrowing and lending rates from time to time in 
accordance with the financial policy of the Provincial Bank. 

144. Staff of centTal bank.-One thing which struck us forcibly 
during our inspection of central banks was that the staff engaged 
in most cases was in excess of requirements, expensive for the 
task assigned to it and not sufficiently trained for its technical 
duties. The duties of the different officers are not always clearly 
defined and there is some overlapping of functions and obstruction 
of business owing to the pre-occupations of the busy professional" 

* Rai Bahadur S. N. Sahay prefers only an tz-offi.cio revenue officer and an 
elected represe.ntative of depositors. · 



gentlemen who const'itute the honorary staff. The chairman and 
deputy chairman are busy officials or non-officials unable .to attend 
to details and routine work. The main part of the work devolves 
on the honorary: secretary who is generally a practising lawyer and 
as such unable, in spite of the best intentions, to attend to the 
bank's work except in his brief leisure o-.:tside court hours. Ht\ 
is supposed to supervise the entire work of the outdoor and indoor 
staff, carry on correspondence, sign all cheques above Rs. 200,. 
arrange for deposits, go through loan applications and attend to 
a vast amount of miscellaneous matters concerning the operations 
of a bank y;ith a working capital which is often of more than 
Rs. 5 lakhs. If he does attend to all this work conscientiously 
he does more than what an honorary worker can be expected to 
do, while, if he delegates most of it to the paid staff, there is 
a divorce of power from responsibility which sooner or later leads 
to inefficiency and disaster. To some extent the difficulty is met 
by appointing other directors joint and assistant honorary 
secretaries. But it has been urged before us ·that panches of a 
primary rociety are sometimes kept waiting a whole day, until 
the honorary secretary returns from court or some other equally 
important engagement to sign the cheques and papers on which 
payments can be made. We do not know what happens to such 
cheques issued after barlking hours but we can conjecture that the 
inconvenience caused to the staff and to the clients must be 
serious. 

145. Unsuitable designations.-We think part of the miscon­
ception of duties and overlapping of functions arises from the use 
of unsuitable designations for different officers of a central bank. 
Basing our remarks on the titles in use in the Provincial Bank, we 
found that the person who performs functions analogous to those · 
of the honorary managing director of the Provincial Bank is called 
honorary secretary, and because he is called secretary, performs 
many of the functions of the paid secretary of the Provincial Bank, 
i.e., takes pver some of the indoor functions of the manager of his 
bank. Again this manager, wpo has both indoor and outdoor 
duties, is found more outside than inside the bank, and his proper 
work is divided between the senior bank clerk and the honorary 
secretary. The larger banks which can afford the luxury of special­
ization have one or more men for outdoor and one almost entirely 
for indoor work, but continue to call all of them managers. All this 
is very confusing.. Although these arrangements and this termino­
logy may have been appropriate in the past, we can now only 
regard them as 'obsolete. 

146. New designations and duties.-We reci>mmend that the 
duties, position and powers of the various classes of officers should 
be clearly defined in the rules of busineBS of each central bank. As a 
prelimi,nary to this definition, we sugges\ that in the bigger banks, 
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Blt.y those halving a working capital of inore than Rs. ii lakhs or 
which can afford to have a separate indoor manager, the honorary 
secretary should be called honorary managing director and the 
indoor manager should be called secretary, on the analogy of the 
designations in use in the Provincial Bank, and invested with 
corresponding powers which should be expressly laid down. The 
field or outdoor manager in such banks should be designated '' bank 
inspector," his duty being to inspect the work of the " banking 
supervisors " we have proposed in Chapter XI. The word 
'' manager '' should continue to be used but exclusively reserved 
for a paid executive head who does both outdoor and indoor work 
for the smaller banks. His position and powers, !Jis-a-!lis the 
honorary secretary, should be improved and clearly defined, especial­
ly as regards indoor work. The j10norary secretary should in 
future be designated " honorary managing director ". In view of 
the frequent absence of the manager on field duty and his inferior 
status the powers of a managing director of a small bank may well 
be somewhat larger than those of a managing director of a larger 
central bank. But such banks would be well advised to have com­
petent accountants to attend to indoor work in the unavoidable 
absence and preoccupations of their official superiors. Central 
bank secretaries should be trained bankers and have approximately 
the same or only slightly less status and emoluments than the 
inspectors of the Provincial Bank proposed in Chapter XI. The 
managers of the small banks and the bank inspectors of the large 
banks should also be trained as recommended in Chapter XII. The 
bank inspectors should report on loan applications and take their 
orders from the Finance Committee or directorate through the 
secretary. 

147. Other indoor staf!.-We shall describe in Chapter XI 
the way in which the remaining field staff of a central bank should 
be organized and paid. We have proposed that the Development 
staff should be entirely separated from what we call the banking 
staff proper and placed under the control of a Charge Committee 
and the supervision of the Development sub-committee of the central 
bank. The banking staff relieved of their present development 
duties will be engaged on cheaper terms and continue to be solely 
controlled by the bank. 

The indoor staff consisting of bank clerks and accountants 
should be recruited on much the same terms as at present, but 
receive a better training and have better qualifications as suggested 
in Chapter XII. It would be advisable .if 'a special committee of 
experienced workers in the movement drew up a standard of central 
bank establishment. We suggest something on these lines. 
Leaving aside banks which have Ollly recently been started, whose 
working capital has not yet reached one Jakh, every bank should 
have a manager, an accountant and a. cashier. As the working 



bapital rises extra clerks may bet added, and at something about the 
five lakhs limit, the manager should be confined to field work and 
become a " banking inspector " and a paid secretary appointed. 
Still larger banks will want a second " banking inspector " and no 
doubt more clerks. 

All employees· of a central bank should be licensed by the 
Governor of the Federation as at present. Secretaries and managers 
of banks should be allowed to be present at meetings of the Board 
of Directors to explain proposals. 

148. Finance of central banks. Share capita!.-We have 
already discussed in Chapters IV, VI and VII the financial relations 
of central bank with the Provincial Bank and primary societies and 
the general policy to be pursued in matters affecting their deposits, 
loans, bad debt~, reserve, fluid resources and their expense ratio. 
Here we shall only deal with topics which have not been dealt with 
elsewhere.. The most important of these is the question of share 
capital. The original capital of the banks was small, but it is 
steadily increasing under the rule which fixes the maximum, which 
a society can borrow from a central bank, at ten times the face value 
of the shares, which it holds in the central bank. We have no exact 
ligures of the amount of shares held by primary societies in central 
banks. But an examination of eight banks shows that about 90 per 
cent of the paid-up amount is derived from the primary societies, or 
roughly Rs. 211lakhs out of a little more than Rs. 24 lakhs. It is 
generally alleged that most of this is subscribed by the primary 
societies out of the loans received by them, and this is really drawn 
from the working capital of the central banks themselves. No 
doubt this practice occurs, and it is to be condemned. But 
assuming, which is very nearly the actual fact, that the only clients 
of the central banks are the agricultural societies, we find that these 
have accumulated reserves of about Rs. 32 lakhs, and this must 
be either invested in shares of the central bank or placed with them 
in deposit, or out on loan to members. Deposits only amount to 
Rs. 3} lakhs, and there is thus an ample margin for the purchase of 
slm.re~ in the central banks from reserve, taking the primary 
soCiettes as a whole, though, no doubt, a considerable number of 
primary societies do adopt the bad practice of paying for shares out 
of borrowed instead of saved capital. It is difficult to suggest a 
wholly effective remedy for this. But a considerable improvement 
could be made, if central banks declined to increase the maximum 
borrowing limit of any society that had not in the previous year 
made a profit. . 

149. Refund of share money.-It is doubtful whether the 
limited right of a central banlc to refund its shares permitted by 
model by-laws 15 and lG is in the interest of sound banking. In 
England, no registered society which has any withdrawable share 
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capitu,l can .::arry on the business of banking as that will amount 
to lowering the security of depositors. Presumably the Co-operative 
Societies Act does not exempt co-operative banks from ordinary 
hanking custom or usage. The proper practice is to hold the shares 
at the risk of the society under liquidation until they can be sold to 
another society, and then and only then pay in their value to the 
liquidator. 

150. Di1Jidends on sh4res.-We found that higher dividends 
are being paid by most banks to individual than to ordinary (i.e., 
society) shareholders on the ground that while tha ordinary share­
holders get the benefit of cheap loans, individual shareholders 
get nothing except the dividends on their shares, which should be 
considerable in order to attract workers to the movement. There 
was some justification for this arrangement when the movement 
was in its infancy, but. we think the time has come for all share­
holders to be treated alike. 

151. Reduction of rates.-We agree with . the Townsend 
(Madras) Co-operative Committee and the Central Banking Enquiry 
Committee that societies should get a concession in the rate of 
interest charged to them, up to the extent to which their reserve 
fund is placed in deposit account with the central bank. Up 
to this amount, the rate should not be more than 2 per cent above 
the bank's deposit rate. Any reduction in the lending rate of 
the Provincial Bank should, as soon as possible, be passed on by 
central banks to societies, by way of rebate, and not absorbed in 
their own management charges. 



CHAPTER .IX, 

Land mortgage banks. 

152. Scope of the chapter.-We have already in Chapter VI 
stated our conclusions on the action necessary to remedy the 
defects that arise from the mixture of long and short-term business 
throughout the credit institutions of the movement. We havA 
to set out jn detail the reasons on which we base those conclusions. 

153. The views of the Registrars' Conferences and of the Royal 
Commission on .4griculture.-It has been universally recognized 
by competent opinion that to combine in one institution the 
business of short and long-term lending to the same clientele, 
and to attempt to carry on such business mainly on deposits of 
short period drawn from the investing public is to cou:rt disaster. 
With a view to remove this serious defect in the co-operative 
financial organization in India, it was suggested that separate 
institutions or at least separate departments in the existing insti­
tutions should be brought into being to finance the long-term 
needs of the agriculturists. The problem was first tackled by 
the Council of Registrars held in Bombay in January 1926, which 
finally resolved with the concurrence of leading non-official co­
operators in favour of land mortgage banks based on co-operative 
principles. This resolution was accepted by the Royal Commission 
on Agriculture, who elaborated the scheme. It was reviewed 
along with these elaborations by the Conference of Registrars 
of 1928 who resolved as follows :-

(1) '' The Conference entirely endorses the resolution passed 
by the Conference of Registrars in 1926 in favour of the establish­
ment of land mortgage banks." 

(2) " The Conference is of opinion that land mortgage banks 
should be established under the provisions of tlie Co-operative Acts 
now in force in British India." 

(3) " A nominee of Government.is necessary on the managing 
committee of a primary land mortgage bank, except where the 
interests of Government and debenture holders are sufficiently 
safeguarded by the appointment of a trustee acceptable to 
Government.'' 

(4) " Government assistance to land mortgage banks in the 
forQl of subscriptions to their debentures is recommended while 
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tliese banks are in their early stages and assistance is also recom­
mended in the form of loans." 

(5) " The guarantee of interest on the debentures of land 
mortgage banks is the. most suitable form in which assistance can 
be given by Government." 

(6) " The debentures of land mortgage banks, the interest on 
which is guaranteed by Government, should be added to the list 
of trustee securities under the Indian Trusts Act, 1882." 

(7) " The Conference is of opinion that land mortgage b!lnkR 
should be organized only after the most carefu 1 preliminary enquiry 
and that their constitution and working should be as simple as is 
consistent with adequate safeguards." 

154. The views of the Banking Committees.-The question of 
starting separate land mortgage banks was next considered by all 
the Provincial Banking Enquiry Committees and by the Central 
Banking Enquiry Committee and by the foreign experts associated 
with that committee after the provincial reports had been 
published. All the Provincial Committees except the Bihar ami 
Orissa and Bengal .Committees reported in favour of separate co­
operative land mortgage banks for agriculturists. The Bihar and 
Orissa Committee, while emphasizing the need for commercial land 

·mortgage banks for zamindars, declared itself against separate land 
mortgage banks for the raiyats. The ground taken was that the 
co-operative organization " already functions, not only as an 
agricultural bank granting the credit needed to grow the crop, but 
also as a land mortgage bank giving loans for repayment of debts, 
for redemption and ev.en for purchase of land, and for improve­
ments ", and that it would be undesirable to split either the central 
banks or the primary societies in twain since the divided allegiance 
of members to two primary societies or of primary societies to 
two· central banks would create grave difficulties. While against 
the organization of separate co-operative land mortgage banks, it 
however emphasized the need of organizing the existing central 
banks into two separate departments-one dealing exclusively with 
thEI long-term business and the other with the rest, keeping separate 
registers and ready to report when required on the state of each 
class. This opinion, as well as the opinion of the Bengal Com­
mittee, was before the Indian Central Banking Enquiry Committee 
and the forei;:m experts associated with it when they considered this 
question, and they both came to the conclusion that it was 
absolutely necessary to make a clean cut between the two kinds 
of business in the interest of sound financial management by start­
ing separate co-operative land mortgage banks. The foreign 
experts condemned the existing practice of the Punjab, Bombay 
a.od Madras Provincial Co-operative Banks in issuing debentures for 
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financing the long-term capital reqnired by the co-operative land 
mortgage banks, which have already been started in those provinces. 
The Central .Committee, while agreeing in principle with this view, 
considered that the practice might be continued until a provincial 
land mortgage corporation could be established. 

155. Detailed views of the Central Banking Committee and the 
foreign experts .-In view of the importance of this question for the 
purpose of our enq.Jiry it is necessary to state at length the opinions 
of the .Central Banking Committee and the foreign experts. The 
Central Banking Committee wrote as follows :-

,' Opinion on co-operative credit has now crystallized round 
the idea that these two varieties of credit cannot be supplied by the 
same type of co-operative organization and that two different types 
of them are indispensable. Almost all the Provincial Committees, 
and almost every competent authority on co-operative credit in 
India, are agreed that the existing_ primary societies, central banks 
and provincial banks, by reason of the character of their resources 
and other obvious limitations from a banking point of view, can 
supply only the short and intermediate credit. They are also 
agreed that the type of co-operative organization most suited to 
provide long-term rural credit is the co-operative land mortgage 
bank. The first type of institutions raises credit mainly by 
deposits and loans, and the second type by debenture issue, the 
share capital in both cases being only a small portion of the working 
capital." 

The foreign experts say, '' .Co-operative credit societies are 
decidedly the most suitable credit agencies for financing the current 
needs of the agriculturists. This has .~een the most useful and 
successful work of the co-operative .. moveinent in many European 
countries and especially so in Germany. The special structure of 
the c.o-operative organization based on self-help enables it to provide 
relat1vely cheap short-term working capital." · 

• • • • • • 
" It is necessary for the Indian co-operative credit movement 

to draw its fullest. attention to the development of short-term 
credits, i.e., the supply of working capital. Business on a larger 
scale i u long-term ~redits makes it impossible for the society to 
fina~ce current cred1t needs and to repay promptly deposits when 
reqmred." 

• • • • • • 
" Long-term credit to agriculture for land improvement, 

purchal'e of land, etc., requires special institutions." 

" • " • • " 
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Co-operative credit societies which collect deposits are not 
suitable agencies for the supply of long-term mortgage credits. It 
is therefore wrong to expect that co-operative credit societies can 
discharge to a great extent the old debts of the agriculturists due 
to the money-lenders." 

• • • • • • 
'' It is only through efficient mortgage banks that the problem 

of discharging the Indian agriculturists' old debts will be solved and 
only under the above-mentioned condition that the agricultural 
production is or can be made profitable." 

• • • • • • 
They further say, "We are against co-operative apex banks' 

advancing loans to land mortgage banks for long-term mortgage 
credit. We cannot approve the issue of mortgage debentures as is 
done in Bombay, Madras and the Punjab." 

• • • • • • 
In a fuller note on mortgage banks the · foreign experts 

visualized the relationship of the proposed co-operative land mort­
gage bank with the ordinary central co-operative bank as 
follows:-

" The rela.tion between land mortgage banks and short-term 
credit banks should be a very close one. It is indeed essential not 
only to save overlapping but also administrative and supervision 
expenses: We suggest that the district land bank should be housed, 
where possible, in the same building as the central bank of the 
area. Careful consideration should be given to the advisability of 
combining the management of these banks under one head with, 
of course, the necessary assistance. It would be possible to secure 
a higher standard of management. If the man at the top can be 
depended on, then efficiency and security can be relied on. The 
central bank and the land bank would have the further benefit of 
having the advantage of knowledge in the possession of the respec­
tive banli:s about the financial position and integrity of their clients. 
The transfer of money from one bank to another must, of course, 
be strictly prohibited." 

156. The p1"esent position in BihaT and Orissa.-Two years ago. 
when the Provincial Banking Committee, of which two of us were 
members, submitted their report, the extent, to which the loanable 
funds were locked up in long-term commitments, was not so great 
as it is now. Nor was the evidence anything like so clear that the 
management of some of the central banks is incapable of exercising 
the very careful control that.. mixed banking requires. Further it 
was not apparent to the Banking Committee that the majority of 
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the primary societies have not been trained and cannot within a 
reasonably short time be trained to keep the accounts much lesE 
the management of short and long-term lending distinct. 

157. Experience of schemes similar to that advocated by the 
Pro1Jincial Banking Committee.-In the light of these facts and 
the very weighty opinions set forth above, we feel obliged to review 
the position. The Bihar and Orissa Banking Enquiry Committee's 
scheme for separating the accounts of short and long-term business 
was in effect advocated both by the King Committee in the .Central 
Provinces in 1922 and by the Townsend Committee in Madras in 
1928, though the latter also advocated the formation of land mort­
gage banks. Since then in both provinces the Banking Committee 
have pressed for land mortgage banks. The King .Committee's 
recommendation was accepted by Government and had thus been 
working for some six years when the Central Provinces Banking 
Committee reported. In Madras we find that Mr. V. R Pantulu 
writing in the" Madras Journal of Co-operation "in January 1931, 
describes a situation closely parallel to that we have to consider 
here. He states that the Townsend .Committee's recommendation 
was similar to that of our own Banking Committee but that it 
failed to work in practice. In February 1927 our own Registrar 
issued instructions to the banks for the separation of long and short­
term loans, but these were interpreted by several banks merely as 
an authority to extend r,ists with little discrimination. The present 
Registrar after consultation with a conference representative of the 
Provincial and central banks introduced in January 1931 much 
more elaborate rules for financing primary societies, bas~d on the 
recommendations of the Provincial Banking Committee and the 
experience of Burma as given in the Calvert report. These rules 
dealt with the future grant of loans, and were supplemented in 
March 1931 by a circular, in which central banks and primary 
societies were urged to take up the classification of their outstanding 
loans as an essential preliminary to the receipt from the Provincial 
Bank directly or indirectly of any long-term capital that might be 
forthcoming by way of issue of debentmes or otherwise. That 
these instructions, if followed, will do somethino- to remedy the 
situation we have no doubt. But we fear that th:y may not go far 
e~011gh to relieve it altogether, ~ven if much more energy is 
displayed, than we have reason to believe has been displnyed in the 
last year. 

158. Difficulties of land mortgage banking .-Land ·mortgage 
banking is, even under the favourable conditions which exist in 
European cquntries and other parts of India, a difficult business, 
and the difficulty is enhanced, in the peculiar circumstances of 
Bihar and Orissa, where there are considerable restrictions on free 
!ransferability. The primary societies are incapable of managing 
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it themselves, with the result that their power of initiative is 
destroyed by an attempt to manage it for them by the central banks. 
It is too much to expect the simple members of a primary society 
to distinguish in a practical manner between the short-term and 
long-term loans of the same members and to master the intricate 
technicalities involved in the latter class of business, viz., estimat­
ing the landed assets, investigating their title, appraising their 
value, fixing their borrowing limits and the kists for repayment. 
A burden is placed on the primary society which it is unable to 
bear, and the whole work is, as we know, done by the inspecting 
clerks and central bank directors. Nor is it done even by this 
agency very efficiently as figures of awards, liquidations and realiza­
tions show. To continue the present system, or, by insisting on 
the separation of accounts within the existing primary society, 
further to complicate its work, will defeat the main object of most 
of our other recommendations, viz .. , vitalizing the lite of the 
primary society, the base on which the entire movement rest.s. 
With the greater part of the business of the primary societies and 
the central banks of long-term character, necessitating close control, 
the taking of mortgages, and the weary, expensive and often 
unprofitable task of foreclosing them, co-operation will ere long 
become indistinguishable from mahajani. Expenses both of primary 
societies and central banks will inevitably increase, costs of audit, 
" supervision ", training and " development " will go up, since 
the growing difficulties on the financial side will naturally be 
attributed to " insufficient training and supervision " or the 
" incurable dishonesty of borrowers ". Co-operative credit will 
remain dear, since it will be impossible to induce any commercial 
bank like the Imperial Bank of India or even the proposed Reserve 
Bank to provide cheap money to the movement by discounting the 
" co-operative paper " of banks doing " mixed banking " a major 
portion of whose assets remains always frozen. It may be that, 
unless a determined effort is made to remedy the situation, cautious 
private investors will withdraw their support, and be followed with 
disconcerting rapidity by the rest. 

159. Necessity for separate land mortgage banks.-We think 
the proper policy to follow is to start land mortgage banks to take 
over as soon as poBsible those long-term commitments of the 
existing central banks, for which the security is reasonably good. 
These banks should deal direct with the borrower and not through 
the intermediary of the village primary societies, though we expect 
that the knowledge a I ready gained through those societies of the 
repaying capacity and character of members will be most useful. 
They will advance money to the individual, to enable him to repay 
outstanding loans of a long-term character to his primary society, 
which will ordinarily use this money to pay off loans of the same 
character due to the central bank. As this process goes tqrough, 
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the charge on the assets of the individua.l, which is now in favour 
of the primary society, will be transferred to the land mortgage 
bank, which will fix with the borrower the terms of repayment 
and the interest rate. If, as we contemplate, the new land mort­
gage bank will usually be situated in the same building with the 
centra..! bank, it will ordinarily be possible to carry out the whole 
transaction by paying the money direct from the former to the 
latter in the presence of the individual borrower and the represen­
tatives of the primary society. But the greatest possible care must 
be taken that all parties thoroughly understand the transaction 
and that clear records of it are made in the appropriate books. 

160. Clients of land mortgage banks.-It would, of course, be 
for the directorate of the land mortgage bank to decide, what 
commi.tments of primary societies they are prepared to take over. 
They would have to hit the happy mean between extreme caution 
and rashness. It is obvious that some commitments are outside 
their scope, and for the better determination of these it is impera­
tively necessary to get ahead with a work, which in any case central 
banks will have to perform. This consists, first, of separating out 
those individual members of societies affiliated to them, who are 
wilful defaulters; and, second, of the further division of the residue 
into two classes-those who have no chance of improving their 
repaying capacity even if the term of repayment was greatly 
extended, and those who could repay if they got such a concession. 
The last sub-class would be the suitable clients for the land 
mortgage bank, and it would !Je for the central bank to do the 
best it could about the others. 

161. Effects on primary societies.-It is necessary to consider 
the results of such a policy on the positiOn of the primary societies 
and the central banks. The former would be relieved of some 
of their indebtedness to their central bank, thereby reducing their 
working capita..! without encroaching on the reserves and share capital 
which constitutes the " owned " portion of it. They would further 
be relieved of the frozen assets of debts due from all defaulters 
except those whose repaying capacity cannot be improved by any 
reasonable revision of kists which the proposed land mortgage banks 
can. with safety offer. Such members (we have no means of 
estimating their number but believe they will be few) who will 
not make suitable clients of land mortgage banks, are still more 
unsuitable clients for co-operative societies and will have to be 
ejected in any case. On the whole, the existing societies will be 
greatly benefited by this transfer of the bulk of their present 
defaulters to the land mortgage banks and the retention of their 
first class clients who borrow for short-terms and do not default 
in normal circumstances. Nor will the value of the total corpus of 
unlimited liability in the society be greatly diminished by reason 
of the prior mortgages held by the land mortgage bank against 
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some members. For the dues of the society against such members 
will have been paid off, which otherwise would have stood against 
the same assets and have been ultimately realizable from them. 
Even in the present circumstances, there is no bar to the members 
of primary societies mortgaging their lands to outsiders and paying 
the bank's dues. We believe that, if even after the transfer of 
their long-term loan to land mortgage banks members want to 
continue ~heir connection with primary societies as borrowers, two­
thirds of ~heir assets would be sufficient for realizing from them 
their short-term loan~ and giving full play to the principle of 
unlimited liability, if legal proceedings have at all to be insti~uted. 
Of coW:se the primary society in that case. will have to sell up the 
member's properties and pay the prior mortgage debt of the land 
mortgage bank, but that after all can never be more than one-third 

· of the total value of the member's assets. Where two-thirds of 
the assets is not sufficient cover, steps would no doubt be taken 
by primary societies to reduce the borrowing limits, 

162. Effects on central banks.-1'he central bank would be 
immediately relieved of a large part of its troubles about collection 
by the influx of money paid to them on account of primary societies 
(or really the m.embers of those societies) by the land mortgage 
bank. It will find its business decreased in volume, but greatly 
improved in safety. It will, no doubt, have at first to reduce 
its working capital, either by repaying loans taken from the 
Provincial Bank or by discouraging deposits. This will at oncE 
put up the proportion of its owned capital to total working capital, 
and· so the percentage of profit earned on the working capital will 
increase, though the total book profit will be diminished by the 
reduction of the working capital. It will probably have to reduce 
its staff somewhat till its business expands again, but this it 
can do without trouble by passing on members of the staff to the 
land mortgage bank, or perhaps by sharing their services. The 
inconveniences, such as they are) will be temporary, and by 
repayment of loans taken from the Provincial Bank it will improve 
its own credit, beside$ solving much of the present difficulties of 
that institution, arising from overdues. Those banks that have 
special burdens incurred by rash ventures in financing other business 
besides agricultural credit societies will retain them, but they will 
have more time to build up the profits required to write off their 
losses. Where the influx of money, which will in fact be advance 
repayment of principal loan, is not immediately required for repay­
ments of borrowings from the Provincial Bank or from depositors, 
it would be put aside as a separately invested fund. That invest­
ment might suitably be !;bade in deposit with the Provincial Bank, 
arranged to meet a considered policy of repayment of such 
borrowings. We trust that the money repaid to the depositors 
will flow -back into the movement in the shape of purchase of 
deben.tures. 
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163. How the difficulties of the transition period may be met.-. 
At the same time we fully realize that the re-adjustment of both 
primary societies and central banks to the new conditions will 
not be an easy task. During the process the primary societies 
should endeavour to. strengthen their position by enrolling new 
solvent members requiring short-term loans, while the central banks 
should endeavour to start new societies, in the arel!.'l already deve­
loped, to be composed of such members. Further a strong effort 
should be made to increase repaying capacity by the adoption of 
agricultural improvements. 

164. Finance of land mortgqgc banks.-It has so far been 
assumed that the land mortgage banks will have the money to 
enable them to take over a large part of the existing long-term 
commitments of the primary societies. It has to be explained how 
that money is to be raised. We agree with the general trend of 
informed opinion that reliance must be placed only on share capital 
and debentures. There seem's to be no good reason for it;~viting 
outside share capital, but every borrower should be obliged to 
take out shares equal to 5 per cent of his loan. Rai Bahadur 
Shyamnandan Sahay would only demand one per cent from 
persons, whose liability -had been transferred from an existing 
primary society, since they have already paid 10 per cent on the 
loan in shares to the primary society for the same liability. The 
main part of the working capital of the bank will have to be 
raised by debentures. These shou.ld in the first instance be raised 
by the Provincial Bank, though the central bank concerned should 
.endeavour to get them taken up locally. As soon as the scheme 
passes its experimental stage a provincial land mortgage corpora­
tion should be started to take over this business from the Provincial 
Bank, if and when the trustees on behalf of the debenture holders 
consent .. In the interim the Provincial Bank should have a strong 
control over the land mortgage banks. We trust. that Govern­
ment will be able to help to launch the scheme by-taking up some 
of the debentures at a lower rate of interest., than tijat at which 
they are available for the geneJ,;~Ll public, as the Madras Govern­
ment has done. Government should also guarantee the debenture 
interest (but not the principal) for the whole period of their 
currency. 

165. Constitution of land mortgage banks.-The next point 
is the constitution of the directorate. In view of the proposed 
assistance Government should nominate in the first instance half 
of the members of the small board required to control the opera­
tions of the land mortgage bank, the other half being elected by 
the directorate of the central bank concerned. As soon, however, 
as the b.]lsiness is in train and borrowers. have paid their shares, 
one-third of the directorate should be elected by them, the propor­
tions of Government and central bank representatives being 
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reduced to one-third each. The Government nominees sliould 
P1elude persons representing the interests of the debenture holden; 
and of the Provincial Bank or later the Provincial Land Mortgage 
Corporation. 

166. Rate of lending.-We may assume, as a basis of 
ealculation that debentures can be raised, at 7 per cent, though we 
hope that provided there is a Government guarantee a lower rate 
will be found practicable. The mone;y: so raised could be passed 
on to the land mortgage bank at 7~ per cent, which could lend 
at 10~- per cent. (In Madras the margin is only 2 per cent, but 
the difficulty of ultimately realizing by sale of the land itself is 
probably less there than in this province.) Though we would be 
glatl to see it substantially re<luced. this rate is distinctly below 
that at which nearly all individual members get their money from 
the primary societies and they will also get the benefit of much 
longer periods for repayment of the principal. We think that 
those periods should be 5, 10, 15 or 20 years according to the 
repaying capacity of the borrower, and the debentures should be 
issued to correspond as closely as possible with the loans out !ln 
various periods with a margin for sa{ety. Loans should be limited 
to a definite maximum ; Rs. 5,000 has been suggested by the 
Central Banking Enquiry Committee. We are inclined to think 
that· they should also be limited to one-third (not one-half as 
3uggested by that Committee) of the value of the mortgaged 
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167. Survey by a special officer.-We propose that this scheme 
be tried out in the first instance in conjunction with a few central 
banks, preferably those, which have recently found themselves 
in moderate difficulty owing to falling off of collections. Its success 
will depend largely on the goodwill and good sense of the central 
bank directorate, and an earnest desire on the part of all, including 
the members of primary societies, to put things straight. We 
think that _it will be impossible for the Registrar to spare sufficient 
time to SUJ?ervise adequately what will be a d~licate operation, in 
which serious mistakes must not be made. He should have the 
temporary assistance of an officer of special ability, who should 
begin by studying at first hand the working of land mortgage banks 
in other provinc!ls. 

168. Financial individuality of land mortgage banks.-lt is 
essential that the financial individuality and responsibility of the 
land mortgage bank should be kept quite distinct from those of 
the central bank. Bnt we expect that at the beginning they would 
occupy the same building, and that there should be free interchange 
of rjlports, and possibly a sharing of some of the staff. 

169. Scope of the scheme.-The scheme is primarily devised 
to take over existing commitments of the co-operative movement. 
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We- expect, however, that, if it succeeds in that object, jt will 
proceed to undertake the much larger business of enal:!Iing the 
agriculturist generally to redeem his land and to liquidate his old 
debts, to make improvements of a substantial character, and 
possibly in special cases extend his operations by purchase of more 
land. Without land mortgage banks we do not see how any of 
these objects can be safely pursued. No doubt land mortgage 
banks will experience many of the difficulties, which face central 
banks in their long-term business, and which are inherent in any 
organization which supplies this kind of credit to the rural popula­
tion. But it will be far better equipped to meet those difficulties, 
especially as it will not have to operate through the inte!illlediary 
of a primary socie~. 

170. Lega! impediments.-The chief obstacle to the success 
o1' the scheme will be a continuance of the uncertainty about the 
value of mortgaged security arising put of the existing tenancy 
laws. We strongly urge that this uncertainty should be removed, 
and have given our views in detail in Chapter IV. But even 
under the existing law land mortgage banks could be start_ed in 
Bihar and the Orissa Coast districts without serious risk, though 
the legal difficulties of sale must necessarily raise the rate of 
interest throughout. In Chota N agpur and the San tal Pargarias 
there is no hope of success, until conditions in those areas permit 
the relaxation or removal of restrictions on alienation. Here we 
can only advocate very strict adherence to the principles laid 
down in the Registrar's circulars of January and March 1931. 
We should explain that the scheme proposed above does .not 
contemplate provision for the redemption of the debts of the class 
of substantial landlords. 

171. Action for the immediate future:-We look to the creation 
of land mortgage banks for a relief from the growing embarrass­
ments of the present financial system and for an ultimate solution 
of the problem of .the indebtedness of the agriculturist to the 
mahajan. But, as we have already indicated in Chapter VI, 
something must be done to strengthen the position until the 
mortgage banks ate in working order. In the first place central 
banks and primary societies must classify their commitments, and 
keep themselves back from increasing those of long-term. In the 
second place the Provincial Bank, with the assistance of Govern­
ment, and the central banks must secure more long period finance 
.as a backing for the present long-term commitments. 



PART IV. 
AUDIT, SUPERVISION AND DEVELOPMENT. 

CHAPTER X. 

Audit. 

172. Present audit arrangements.-The history of co-operative 
audit in this province has already been given in Chapter II. Audit;, 

.like registration and liquidation, is a statutory function of the 
Registrar and, as such, its control in most other provinces in India 
ia vested entirely in him. An important .departure was however 
made in this province in 1916 when the Bihar and Orissa Co-opera­
tive Federation was started and the control of audit was nominally 
entrusted to it. This step, though possibly in advance of the 
actual conditions then prevailing in the province, was justified by 
the practice of European countries, which is based upon the concep­
tion· of a co-operative movement as a self-governing and 
self-controlled organization and as such qualified and able to control 
its own audit arrangements. While this was the ideal to which the 
new arrangements pointed, in practice all power over the audit staff 
was under by-law no. 19 of the Federation concentrated in the hands 
o.f the Registrar in his capacity as its ex-officio Governor. It is not 
absolut~ly clear with what objects in view this somewhat anomalous 
arrangement was made.. But from the note of Mr. Collins, the 
author of the scheme, written in 1915 and appended to the Lyall 
Committee Report, it seems that it was intended (i) to secure the 
realization of a large part of the cost of audit from the societies of 
all.kinds, (it) to reassure the investing public by providing that the 
ultimate control of audit should remain in the hands of an officer of 
Government, (ii1) to form an organization which would be capable 
of undertaking other duties required for the development of the 
co-operative movement, and (i11) ultimately to enable it to dispense 
with the greater part of the control and financial assistance, which 
it required during its early years. If we have rightly stated the 
objects, we may say that the first three have on the whole been 
attained, while the last is yet an ideal of the distant future. The 
Registrar, as Governor, still retains complete control over the 
appointment, promotion and punishment of auditors of all kinds, 
though the Federation, in its plenary session, sanctions the budget 
for audit, fixes the contributions _payable by societies and settles 
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the rates of pay. The office of the Federation keeps the account~ 
of the contributions. Government still subsidizes audit to a 
considerable extent. 

173. The strength of the audit staff.-According to the budget 
for 1931, the present audit staff maintained by the Federation 
consists of 10 assistant auditors who audit central banks and 
important limited liability societies and 110 local auditors for the 
audit of other primary societies. Six selected men from among the 
local auditors, known as junior auditors, also conduct the newly 
introduced two-monthly audit of central banks and important 
limited liability societies. They are all paid out of . Federation 
funds to which Government was expected in 1931 to contribute 
Rs. 48,651 for the audit of unlimited societies and Rs. 16,672 for 
the audit of central limited societies. Inspection of audit work is 
provided by the test audit of 5 per cent of primary societies by 
assistant auditors, and of another 5 per cent by the Assistant 
Registrars. A test audit of the central banks and limited societies 
is conducted by the Chief Auditor, who is the ·responsible audit 
adviser of the Registrar and is a whole-time Government servant. 
The Registrar in his gubernatorial capacity exercises his control 
over the entire audit staff 'through the Chief Auditor and the 
Assistant Registrars, with the help of the Secretary and office staff 
of the Fed!'Jration. 

174. Working of the system.-Many witnesses have urged 
before us that this system, which is peculiar to this province and 
is probably found nowhere else, works fairly satisfactorily, though 
some, including the Chief Auditor, are of opinion that it is somewhat 
expensive and the quality of audit leaves something to be desired. 
Others again have criticized it as placing auditors under the 
influence, if not control, however indirect, of the institutions 
audited by them. They have therefore recommended, in the 
interests of the purity and independence of audit, the transfer of 
the control over them to the direct authority of the Registrar. We 
attach great weight to the last argument as we believe, and our 
belief is shared by a large body of non-official co-operators, that the 
entire safety of the movement depends upon fearless and competent 
audit. It is, however, still a question for consideration whether 
this is better attained under Government control. The Indian 
Central Banking Committee and the Foreign Experts associated 
with it have recommended still greater and more real democratic 
control over audit than exists in this province in the shape of 
district audit unions elected by their affiliated central banks and 
societies. 

175. Indian Banking Committee scheme unsuitable.-We have 
great respect for views coming from such a quarter but in deciding 
wh~~her auclit s)lq~lq l>\l controlled by Govenitnent Qr a <lemocr!'tic 
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body, we have to weigh the conflicting claims of the co-operative 
ideals and the safety of the money locked up in co-operative institu­
tions. We have also to enquire whether a system of control suited 
to western countries and some other parts of India with more fully 
developed self-governing and business traditions will not break 
down in Bihar and Orissa. We do not think conditions in thia 
province are yet ripe for the transfer of control over local auditors .. 
much less over junior and assistant auditors, to district audit union& 
of the type contemplated by the Central Banking Committee. It 
might be difficult for the representatives of central banks and 
societies on such a union to resist the temptation of finding fault 
with their financial fault finders. The mere fear of such criticism 
may impair the quality of the work of auditors and may bring their 
audit into suspicion, which we are most anxious to avoid in the 
credit interests of the movement. A time may come when co-opera­
tive societies may have learnt to appreciate the value of independent 
audit so much that the control over it may be safely entrusted to the 
district charge committees, we propose in Chapter XI, but we think 
that ·is still far off. 

176. Go11ernment contTol 011eT assistant auditOTs.-It has been 
urged by the Chief Auditor in his evidence before us, that some 
assistant auditors have in the past felt nervousness in exposing the 
defects of some central banks having representatives on the Council 
of the Federation, in the belief that their interests will be adversely 
affected by such· action. We are of opinion that Ruch apprehenRions 
are unfounded. But the fact that they are even now felt makes 
us fear that they might be more fully justified if the control of the 
Federation Council over auditors were to become more effective. 
We are deeply solicitous for the good name of the central banks 
and are anxious to see their credit improve in the money-market. 
For this purpose, we think it essential that the independence of 
their audit should be secured beyond all possibility of doubt. We 
recommend that the assistant auditors and junior auditors should 
be placed under the direct control of the Chief Auditor and the 
Hegistrar and made whole-time Government servants. We discue• 
the financial bearing of this recommendation in Chapter Xill. 

177. Federation control o11er local auditors.-The Federation 
thus relieved of its nominal control over assistant auditors might 
w1thout danger be given more real powers, than it has at present, 

over the local auditors. There is scarcely any room for undue 
influence over local auditors, for, the cenhal banks are at least as 
much interested in the efficient audit of primary societies as any 
member of the department. We propose, then, that the Registrar, 
as Governor of the Federation, should refer all except urgent cases 
relating to control of local auditors to a small committee of the 
Federation Council. At present the Registrar should reserve his 
ri~ht to reject the aclvic~ of this coqnpittee

1 
bot with experiel!ce ~~ 
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might be proper to leave the decision finally to such a committee, 
though this would entail an amendment of section 17 of the Act. 

178. Outside commercial audit.-There is also another 
alternative to control of assistant auditors by the Federation which 
we have not examined so far, viz., to get central banks and limited 
liability societies audited by professional auditors which will make 
the audit independent both of Government' as well as of central 
banks. It was urged before us that audit by professional auditors, 
while being more efficient and calculated to inspire more confidence 
in the outside money-market, could be obtained at much cheaper 
terms than those charged by the Federation. We had no oppor­
tunity of examining this question very closely, but we are convinced 
that this form of audit is utterly unsuitable for the simple needs 
of primary societies, and doubt if it be the best even for central 
banks and limited liability societies. We are bound to take· into 
consideration the peculiar nature of co-operative credit which, 
unlike commercial credit, is controlled credit requiring a great deal 

of supervision by the department. Further the cost of co-operative 
audit must be distributed over the whole movement, not ouly 
according to the benefit received but according to the capacity 
to pay. In view of these· considerations we do not think 
that it will be desirable or financially practicable to introduce 
commercial audit, even if it were proved to be equally 
efficient and cheaper, which the few experiments already made do 
not indicate that it would be. There may, however, be cases of 
individual hardship where the audit fees fixed by the Federation 
may be extremely . disproportionate to the actual expense or to the 
benefit received. The Tiseo societies at Jamshedpur are a case 
in point. In such cases the Registrar, as Governor, should have 
the discretion either to charge lower rates or allow such societies 
to be audited by professional auditors though he should consult 
the Council of the Federation before deciding. We are wholly in 
favour of the present arrang<'lment under which the Provincial 
Bank is audited every six months by the Chief Auditor and 
annually by chartered auditors completely independent of the bank 
and Government. 

179. Adequacy and quality of the audit stlif!.-We think l;he 
preEent number of auditors maintained by the Federation at the 
rnte of one local auditor for 110 societies is adequate, though the 
I 'yall Committee suggested a standard of one auditor for 100 
societies. The Chief Auditor in his evidence before us stated that, 
if redundant questions relating properly to supervision were cut out 
of the audit note form, local auditors could manage 125 societies. 
Tt has been proposed to us that the Chief Auditor should ha.ve 
a spare assistant auditor for general duties and that a new clase 
of audit inspectors should be created and attached to the 
Assistant Registrars to relieve them of their heavy work of reading 



the audit notes of societies. In view of financial considerations 
and the reorganization of the Assistant Registrars we have proposed 
in Chapter XVI, we do not support these suggestions. While the 
present staff is adequate in numbers we are not convinced that i~ 
is sufficie'ntly qualified for its work. The rates of pay given to all 
classes of auditors are generous and compare favourably with the 
rates paid for similar or even more arduous kinds of work. The 
technical qualifications at present demanded of them do not justify 
the rates of pay offered. Assistant auditors get the same emolu­
ments as professors in private colleges (150-10-250) and local 
auditors get more than graduate teachers in high schools 
(60-4-100-bar-110-5-125), while the qualifications of. the 
former are not more than a B. A. Pass or at the most a B. A. 
Honours degree, and of· the latter the passing of Matriculation or 
I. A. examination at most. In view of the arduous and 
responsible nature of their d)lties, we do not wish to lower these 
emoluments of assistant auditors very greatly. But we agree with 
the recent Retrenchment Committee of the Federation tha~ 
the rate of increment is too rapid, and the starting pay too high, 
and we would accept their scheme of Rs. 125- 1~0-150-10-200. 

·We should like to see a higher standard of technical qualifies,. 
tion demanded from them in the future. Some of the present men 
also require to be retrained. We are glad that steps are being 
taken to provide this necessary training for them in the refresher 
classes at the Sabour and Cuttack training institutes, but we do 
not think that this will suffice for assistant auditors. We 
recommend that all the existing assistant auditors should be 
requirt;d to obtain the Bombay Government Diploma in Co-operative 
Accountancy. Leave faeilities may be given to them for study and 
examination and if they do not qualify them$elves in this way 

. within a reasonable period, their increments should be stopped and, 
if necessary, they should be discharged from service altogether. 
Junior auditors, who now conduct the two-monthly audit of central 
banks, should also possess the same qualification before they are 
promoted from the ranks of local auditors. Our object in making 
these recommendations is to ensure that no central bank or 
important limited liability society is audited by any auditor not 
qualified up to a certain objective standard recognized by the 
money-market. 

180. Cost of audit.-For local auditors the scale of pay is 
certainly excessive. In 1923 it stood at Rs. 55-¥--82! with two 
posts in a selection grade, continuing on the same increment to 
Rs. 110, and it has since been mised to the present scale. The 
Retrenchment Committee has suggested Rs. 50-~ -80-bar- ~-
100. In view of the present prices .compared with those of 1923 
and before, we think this is quite sufficient, especially as good men 
will have chances of selection as junior auditors, and the best of 
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promotion to assistant auditors. For junior auditors we propose 
in place of the continuation of the scale to Rs. 125, which is the 
Retrenchment Committee's proposal, a special monthly allowance 
of Rs. 20, but the matter would have to be further considered, if, 
as we suggest, they are to be made Government servants. 

181. Government contribution to cost of audit.-The Federa­
tion has recently approached Government for an increase of the 
contribution towards audit. According to the Federation budget 
for 1931 Government contributed about 'Rs. 65 out of a total 
estimated cost of the staff employed amounting to 'Rs. 2,13. We 
do not admit the responsibility of Government for paying for the 
whole cost of audit, though we are aware that some provincial 
Governments do so pay. The question is then, to what extent a 
contribution should be made. The main concern of Government 
is that the major institutions in which the public invest largely 
should be adequaj;ely audited. Though the statutory duty of all 
kinds of society is placed on the Registrar, yet the audit of the 
primary societies is chiefly the concern of their financing agencies, 
the central banks, on whom, and not to any large extent on the 
investing public, undetect~d financial abuses will recoil. At 
the same time in order to be assured that the central banks are not 
wholly neglectful of the audit of their primary societies, it is 
necessary that there should be some degree of super-audit. This is 
already supplied by the test-audits of Assistant. Registrars and 
assistant auditors. These considerations point to the placing on 
Government the entire cost of these officers, and of the junior 
auditors, who do the preliminary audit of central banks, and 
assigning to the Federation, the whole cost of the original audit 
of primary societies. As a. consequence of this plan, any increase 
of audit charges, resulting from an increase of such societies, will 
fall pn the central bank responsible for expanding its clientele, 
save in so far as it is passed on to the primary societies as direct 
levies or included in the interest rate. Presumably the central 
bank will be able to bear the cost from profits on its increased 
business.. On ~his plan it will not pay for its own audit, a position 
which no ordinary financial institution enjoys, and which, we 
trust, will npt be regarded as a permanent right. 

We indicate below in Chapter Xill that we propose that 
Government should divert the savings here proposed in audit cpn­
tribution to other .needs of the Federation. 

182. Improvement of audit methods.-The Registrar has 
recently devoted great attention to the improvement of audit 
methods in central banks and societies, principally to secure that 
audit is taken up as soon as possible after the close of the period 
covered by it, and that prompt attention is paid to the audit notes. 
A very important change is the introduction of the two-monthly 
system of preliminary audit of central banks by junior auditors .. 



11& 

It is too early to speak of the success of these changes, especia.liy 
of the two-monthly audit, as they have been only recently intro­
duced, but we believe they are steps in the right direction. The 
only observation we have to make is that it is not sufficient that 
a copy of an audit note should be merely shown to the Provincial 
Bank but it should be preserved by it for ready reference. We 
understand that the Registrar has very recently taken steps to 
simplify· the audit note and to remove all redundant questions, 
leaving it to convey a clear picture of the financial condition of the 
society audited. 

We believe that the recommendations we have made in other 
chapters about strengthening the control of the Provincial Bank 
over central banks and the power to supersede a bank will provide 
sufficient means to enforce the prompt rectification of defects. In 
this connection, we wish to emphasize that the audit of any co­
operative bank or society should be constructive as well as critical. 

183 .. Audit notes of primary societies.-The remarks we have 
made about audit of central banks apply with equal, if not greater, 
force to the audit of . primary societies on which the whole 
superstructure of the movement rests. We have examined some 
of these audit notes and found that the work done is more mechani­
cal than helpful and is of not much use to the societies even with 
the help of a bare vernacular summary, because it is prepared 
in English, or to the financing bank since the directors have no 
time to look into them and get the defects noted rectified. We 
recommend that the note should be shorn of its redundant questions 
and simplified, and should, where there is no serious obstacle in the 
way, be prepared in the script and vernacular current in the locality, 
so that members may have an opportunity of reading it. • If 
possible, it should be prepared in triplicate and a copy should be 
supplied to the Assistant Registrar, to the financing bank and to 
the primary society. 'l'o expedite the disposal of these audit notes 
by central banks, we recommend that the present practice of 
some banks of referring them to specially appointed directors should 
be more generally and more faithfully followed. 

It will also expedite work, if instead of engaging in lengthy 
correspondence, the Assistant Registrar when he visits a central 
bank settled up the action to be taken up in consul.tation with the 
director concerned. 

* Khan Bahadur Saghirul Haq thinks that the summary in the vernacular 
at present left by the local auditor in the village is sufficien' for ilia naoc!Jo ol 
ilia members, 



CHAPTER Xi. 

Development, supervision and control. 

184. Future policy of the movement.-It is clear from what 
has gone before that the co-operative movement, like most things 
in the world at present, is passing through a time of grave difficulty. 
It is not, therefore, a very opportune occasion for preparing a 
scheme on which the movement should develop over a considerable 
period of time. For the past four years the watch word has 
rightly been " consolidation ", and the time is not yet when it 
should be changed to " expansion." If, however, as we firmly 
believe, the movement has in Bihar and Orissa, as it has been 
proved to have in other countries, and in other parts of India, 
immense potentialities for improving the condition of the bulk 
of the population, it cannot be allowed to stagnate. And it thus 
devolves upon us to put forward what appear to us sound lines 
of future development, even if that development cannot be expected 
to ensue with the rapidity, which will satisfy the more ardent 
co-operators. 

. 185. A scheme of rural development.-It will .be convenient 
to consider in the first place a definite scheme, which has been 
placed before us, for rural development throughout the province. 
The author of the ,scheme, Mr. N. K. Roy, the Deputy Registrar 
in charge of the Chota N agpur and Orissa divisions, has advocated 
for some years the establishment of " whole village " societies, 
embracing all aspects of village life. We understand that attempts 
have been made to organize this kind of society in ten centres, 
nine in the Chota N agpur and Orissa divisions and one in the 
Sautal Parganas district. We were able to see two such centres, 
Peloul and Masmanno, both in Ranchi district. It is distinctly 
cheering to see a village hall constructed, a school maintained, a 
well dug, ood a serviceable road made by the willing efforts of 
co-Operators and to find other improvements, fur example, manure 
stored in pits instead of being left in the open to breed insect pests. 
We should like to see these experiments extended widely throughout 
the province, and are inclined to believe that it is on these lines, 
rather than on the lines of the small society almost entirely 
concerned with credit, that the development of co-operation is 
most likely to be fruitful. But we are obliged to express our 
view that these societies are still in the trial stage, and that 
immediate and rapid expansion according to a set programme in 
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fraught with very considerable risk. And it is this kind of 
expansion that the scheme contemplates, as the following summary 
of it shows. 

186. Details of the scheme.-It contemplates the immediate 
employment of 20 paid organizers, to whom will be added in each 
successive year 50 more for 5 years, and then 30 in the next year, 
making 300 in all. Each organizer is expected to found 20 rural 
reconstru,c.tion societies each year, consisting on the average of 100 
families each. By this staff, it is calculated that in 16 years 77,400 
such societies will be organized, and that practically the entire 
ground of 84,000 villages will be covered. If, as the scheme 
suggests, the average population of a village is 100 families consist­
ing of 5 persons, some 38! million persons will be brought into 
the co-operative fold, against a figure' of the 1921 Census of 32! 
millions for the rural population. The scheme, thus, does not 
fail for want of comprehensiveness. The organizers are to be 
paid Rs. 80 a month rising by increments spread over 16 years 
to Rs. 250. They are to be provided with a peon and equipped 
with tents and furniture. On this basis it is calculated that the 
cost of organizing each societY. will be Rs. 129. It is proposed 
that the cost should be met by a loan from Government, spread 
over 17 years, amounting in all to Rs. 1,07,00,000, the annual 
provision starting with something under half a lakh and gradually 
rising in the 17th year to nearly Rs. 10 lakhs. The suggested 
interest is 6 per cent, though a hint is thrown out that properly no 
interest should be charged. There are several alternative schemes 
of repayment, which differ according to whether interest or principal 
is repaid first, whether a period of three years should be allowed 
before repayments begin, and whether the total period before 
repayment is complete should be 15, 16, 17 or 18 years. Broadly 
speaking, the scheme is that each society should contribute annually 
a sum of Rs. 14 in order to repay in a period of 15 to 18 years 
the cost (Rs. 129) of its own organization. It is evident that some 
definite source of income must be forthcoming to meet this charge. 
It is, therefore, assumed that each society will engage in credit 
business to the extent of Rs. 3,000, on which a net income of 
Rs. 3-2-0 per cent will be .!larned, or Rs. 93-14-0 in all. From 
this sum the charge of Rs. 14·a year for repayment of the Govern­
ment loan for organization will be met, as well as the cost of 
managing the society itself. It is further expected that if the 
repayment of the loan is deferred till the fourth . year of the 
society's existence, reserve funds will be accumulated, the additional 
interest on which, calculated at · 12~ per cent, will materially 
increase the income of the society. 

187. Financial d~fects of the scheme.-It is first desirable to 
see how far the estimated profit from the standard loan of Rs. 3,000 
per society is likely to yield what ·it is expected to do. We have 
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examined the figures for unlimited liability-agricultural credit 
societies for the years 1928, 1929 and 1930. They give the 
following results :-

1928. 1929. 1930. 

Tns. Tns. TRS. 

Owned capital at beginning of year 32,00 37,00 42,00 

Assumed profit at 15i per cent. .. 5,00 5,78 6,56 

Borrowed capital at beginning of year 1,72,00 1,97,00 1,97,00 

Assumed profit on margin of 3j per cent. 5,38 6,16 6,16 

Assumed profit 10,38 11,94 12,72 

Actual net profit 3,96 4,04 4,38 

Management coste 1,60 1,41 1,35 

Actual gross profit 5,56 5,45 5,73 

Hence, in the three years, against a gross profit, calculated on the 
assumptions made in the scheme, o! Tns. 35,04 including Tns. 17,18 
derived from owned capital, the societies havEl actually realized a 
gross profit of Tns. 16,74, of which Tns. 4,36 has been consumed 
in management charges. 

Lest it might be said that the years taken are unfavourable, 
the four previous years' figures have also been examined. The 
result is as follows :-

Assumed Actual Percentage 
Year. profits. gross of actual on 

profits. assumed. 

Tns. TRS. 

1924 5,47 3,58 65 

1025 6,41 4,36 68 

1026 7,78 4,03 63 

1027 9,45 5,60 60 

1928 10,38 5,56 64 

1929 .. 11,94 5,45 47 

1930 .. 12,72 5,73 45 

Total 64,15 35,30 55 
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Management charges come on the average to about ~ per cen£ 
on working capital. On a capital of Rs. 3,000, the society would 
thus have to find Rs. 20 a year, besides Rs. 14 for the amortisation 
of the Government loan. From the figures given above it seems 
unlikely that in actual fact the gross profit of the year for a society 
working on borrowed capital of Rs. 3,000 would be more than 
Rs. 50 against Rs. 93-2-0 assumed in the scheme, while it can 
hardly be expected that owned capital will earn more than 8 per 
cent. These rates fit the figures of last seven years fairly well, 
very much better than the figures of the scheme, which presupposes 
that all money will be fully employed throughout the year, and all 
interest punctually paid. On this basis the margin for accumula­
tion of owned capital will be only Rs. 16 for each society. Assuming 
that this was all put away each year and earned interest at 8 per 
cent, the capital accumulated by the 77,400.societies, visualized by 
the scheme as existing at .the end of 16 years, would be only 
Rs. ll crores, while Rs. 231 crores would be the working capital 
needed by them. Thus at the end of the period of 16 years, there 
would still be Rs. 22 crores of outside money in the societies, even 
though they might have paid back the Government loan. In fact 
the scheme requires fixed outside capital rising from Rs. 12 lakhs 
in its first year to Rs. 8~ crores in its eighth and to Rs. 22 crores in 
its sixteenth. We see very little prospect of sums of that magni­
tude being subscribed by the investing public within this period, 
and any serious departure from the forecast would cut the ground 
from under the financial basis of the scheme. 

188. Other defects.-We have thus been obliged to conclude 
that the scheme is too optimistic in the matter of profits from the 
credit part of the organization. It is, further, by no means clear 
from whom or for what periods the societies organized on these 
new lines will raise the large outside capital required, nor for what 
purposes and for ,what periods loans will be issued to members from 
that capital. Nor is it anywhere discussed what changes in and 
expansion of the existing organization of the Federation and the 
department will be required to make them capable of controlling 
this vast accession to the co-operative movement or of guiding the 
300 organizers, who, the scheme postulates, will be employed in 

·the seventh year. The scheme was placed in outline before the 
last Congress. It was commended as a practical means of sound 
development and it was resolved that the Federation should apply 
to Government for the necessary loan. The details of the loan 
and its manner of repayment wert left to a committee of five. 
This committee (or rather three of its members for two were unable 
to attend), sat for two days, and proceeded to draft a letter for 
the signature of the Reg-istrar to be accompanied with some 
elaborate schedules dealing with the finance of the scheme. These 
documents have been placed before us by the author of the scheme 
in his written evidence, 
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189. Scheme impracticable.-The scheme, in the present 
financial position both of the movement itself and of the province, 
is wholly impracticable. In throwing cold water upon it, we do 
not wish to belittle the enthusiasm and labour expended upon it. 
Nor do we intend to let the damping effect extinguish the 
struggling spark of the underlying idea, the organization of primary 
societies of the whole village type, that aim at bringing home to 
the rural population that there is something more in co-operation 
than relatively cheap loans. But we cannot bring ourselves to 
commend a plan which involves borrowing a crore from Govern­
ment and Rs. 22 crores from the general public, on the basis of 
experimental societies in ten villages, which whatever their other 
merits do not appear to have yet made any headway at all in the 
matter of finance, and are still feeling their way in other matters. 
The only course we could possibly recommend is that something 
on the lines proposed might be tried in a favourable area, under the 
direction of the charge committee, whose functions we explain 
below. If it is tried, it should be on a small scale to begin with. 

190. Organization for development in Bihar and Orissa and 
other provinces.-Sound development, both in the sense of bringing 
more members into the co-operative fold and in the sense of leading 
existing members to a nearer approach to co-operative ideals, must 
rest on careful organization at the start and patient and watchful 
supervision thereafter. We have already indicated that a system, 
which leaves organization entirely in the hands of honorary 
organizers attached to a. particular central bank and expects super­
vision to be carried on by a staff that is also responsible to the 
central bank for the satisfactory conduct of its purely credit func­
tions, has not, in general, proved successful in the past and is 
unlikely to do so in the future. Various alternatives to this system 
have been suggested and most of them have been tried in other 
provinces. In the Punjab, development (in whicq term we include 
.supervision of established societies on their non-credit side), has 
been entrusted to the official agency of inspectors on pay of Rs. 100 
to Rs. 250, of whom there were in 1930 as many as 125 for abont 
20,000 societies. The standard proposed by the Registrar in that 
year was 150 societies for each inspector. They work under the 
Assistant Registrars, about six for each, and there is besides a staff 
of 528 sub-inspectors paid by the Punjab Co-operative Union, which 
corresponds to our Federation. There are also three educational 
inspectors paid by Government, and three others paid by the Union. 
In the United Provinces since the Oakden Committee reported the 
same system has been partially introduced: In Madras when the 
Townsend .Committee reported the supervisors combined credit and 
non-credit functions. They were employed by supervising unions, 
which consist of 25 or more societies, and these, though they do 
not guarantee their member-societies, recommend to the central 
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banks the applications for loans. The unions were again con­
stituent elements of district federations, which, as a rule, have 
representatives of the central banks in them. There were also a 
number of senior and junior inspectors entertained by Government, 
but at the time of reporting these had all been absorbed into the 
audit staff, and none were available for supervision. The general 
framework for supervision has, we understand, been left 
untouched, but thE:re are now 26 senior inspectors, roughly 
one for every 600 societies, who are employed on that work, 
besides the audit staff. Bombay follows much the same system, 
though the supervising· unions cover somewhat wider areas and 
include a nominee of the department and of the financing bank 
as well as the representatives of the societies. · The Royal Commis­
sion on Agriculture, with the important dissent of Mr. Calvert, 
recommended the Madras-Bombay system. The Bihar and Orissa 
system leaves out both the close common interest of the compara­
tively small number of societies forming a union and the guidance 
of the official staff. It relies on the individual central banks alone 
to provide the stimulus in co-operative effort, which the individual 
seciety may and usually does lack. 

The Punjab system, which is being tentatively imitated in the 
United Provinces, involves an expenditure, which Bihar and Orissa 
cannot at present meet, and has in our view the defect of dissociating 
to a large extent the non-officials from the most important form of 
co-operative work. No doubt the Provincial Union comes in as 
the master of the primary supervising staff, but it is difficult to see 
how a body of that kind can effectively control such a scattered 
staff. The Madras-Bombay system postulates a high degree of zeal 
and ability in the supervising unions, which our own experience 
of guarantee unions leads us to doubt would be at present forth­
coming here. The Townsend Committee itself is somewhat 
guarded in its commendations of their work in Madras. 

191. Different opinions on deflelopment in the proflincc.­
We have read with great interebt the report of the special com­
mittee appointed by the Federation Congress to consider in 
particular the future arrangements for development. We have 
also examined with care the various suggestions put forward in 
written evidence, and discussed them with those gentlemen, who 
appeared before us. The flChools of thought consist (1) of those 
who rely greatly on the control of zentral banks over the develop­
ment in their own area; (it) of those who distrust that control 
as cramping the growth of responsibility in the primary societies; 
(iii) of those who expect effiCiency only from a state service; and 
(iv) of those who doubt whether what efficiency is thus secured is 
not dearly bought by the stunting of non-official effort, 

192. Our own plan. Banking Superflisors.-It is impossible 
to devise any system, which will be free from all objections, or 



which will fully meet all criticisms that may be brought to bear 
upon it. We proceed to set out our own plan which aims, first, 
at separating the primary field staff employed at present on banking 
and development functions, second, at placing the control of the 
latter with a body tha~ is neither too closely concerned with 
banking nor too far removed from the societies to see the work 
of its subordinates, and, third, at associating in that controlling 
body ~be official as well as the non-official workers in the move­
ment. We propose that the central banks· should continue to 
employ, for the credit side, men who may be called "banking 
supervisors '' to see that the societies keep their books properly, 
to report to the central banks on applications for loans and to 
stimulate payment of dues. These need not be so highly paid ae 
the present inspecting clerks, and may be recruited from persons 
who have at least passed the middle English or middle vernacular 
standard, and have received a training in co-operative principles 
and elementary banking. We expect to get suitable men on pay 
of Rs .. 20-1-40 with a fixed travelling allowance of Rs. 10. One 
man could look after 40 to 60 societies, according to the state of 
development reached by them. He should live within his charge, 
coming to the headquaners of the central bank only once a month. 
The best of them, after special training, might be promoted to the 
post of bank clerk, accountant or cashier. In small banks the 
single bank manager could tour sufficiently to inspect and supple­
ment the· work of these men. In larger bank~ one or more 
" banking inspectors" on pay of Rs. 60-2-100 and travelling 
allowance of Rs. 25 would be needed. These should have charge 
of three or possibly four " banking supervisors." In such banks 
the bank secretary would only tour very exceptionally. The 
banking field staff should, like the bank headquarters staff, be under 
the control of the central bank, ordinarily acting through a 
Finance Sub-Committee. There should, however, be an ultimate 
control in the hands of the Federation, whose Governor will license 
the staff, and who, through the Service Committee which we 
propose in Chapter XIII, will have the power to arrange transfers, 
when amicable agreement between banks fails. 

193 .. Development Supervisors.-For the non-credit side, 
which we decide to call " development ", i.e., for training and 
instruction of pancbayats and members in co-operation, for the 
improvement of the ma~rial and moral condition of the members, 
for the development of non-credit activities, and for the organiza.­
tion of new societies, we think there should be a more highly 
qualified and more thoroughly trained staff of " development 
supervisors ". The pay should be Rs. 50-1-70 with travelling 
allowance of Rs. 20. Each development supervisor should be in 
charge of 30 to 40 societies. He should also be in special charge 
of about five out of this number close to his headquarters village 
with a view to intensive development of them and to establishing 
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them as rural reconstruction societies. After five years or perhaps 
less at that headquarters he should be moved to another village to 
do the same kind of work there, and so on. He will also be 
expected to organize new societies, as far as general policy permits 
of expansion. These development supervisors will be under the 
immediate supervision of a Development Sub-Committee of the 
central bank, on which ordinarily not more than one member of 
the Finance Sub-Committee should sit. The members of the 
Development Sub-Committee should be chosen from· among direc­
tors, or other suitable local men, who are prepared to undergo 
some training in development work and to devote some considerable 
part of their leisure to seeing that the supervisors are really 
efficient. It would generally be desirable to have the Subdivisional 
Officer on the Sub-Committee, but it should not exceed five mem­
bers in all. But we do not think that this will be enough, judging 
from past experience, and we thus recommend that for discipline 
including the grant of increments of pay and punishment,• as 
well as for posting to or transfer from a particular central bank 
areil' they should be subordinated to a small committee, operating 
throughout the area assigned to an Assistant Registrar's charge. 

194. Charge Committees. Development Inspectors.-The 
committee should, we think, be composed of one member from 
each central bank, who will ordinarily be the keenest member of 
the Development Sub-Committee. With them will be associated 
the Assistant Registrar as Member-Secretary. We have given 
below our opinion that the Assistant Registrar should be much 
more concerned with the primary societies than with the central 
banks, and we expect that " Development " will . in future be 
regarded as the most important part of his work. The Charge 
Committee will, we hope, be able to meet once a month in rotation 
at the headquarters of each central bank, or other convenient place 
in the area in which. that bank operates, and will take the oppor­
tunity of seeing as much as possible of the actual work of the 
supervisors of the area of that bank. We would regard these 
Charge Committees as arms of the Federation, and think that they 
should be ex-officio delegates to the Federation Congress, and that 
from their members several of the members of the Federation 
Council should be e!P.cted. It may be considered whether propor­
tionate grants from the development levy should not be allotted 
to them for administration. In any case, in order that they may 
have a whole-time officer (besides their Member-Secretary the 
Assistant Registrar), whose duty it will be to keep the development 
supervisors up to the mark, we think that a development-inspector 
on pay of Rs. 80--4---120, drawing actual travelling allowance on 
the scale allowed for that class of officers by Government, should 
be attached to each committee and paid for by the Federation. 

* NoTB.-The final orders in a case where dismissal is contemplated would 
be passed by the Registrar-Governor. 



As we have later proposed that the Assistant Registrar's charge 
should be 500 societies,-this would mean that the inspectors would 
be responsible for the work of some 15 supervisors at present. 
We anticipate that with normal expansion of societies, a second 
inspector will have to be added to most charges before long. It 
seems to us most important that these committees should have 
real administration work to do, and should be small enough to do 
it promptly and efficiently. We have no objection to the co-option 
of one or two additional members, e.g., the District Officer if he 
is particularly interested in co-operation or an agricultural or 
veterinary officer. In the comparatively rare cases, where_ a trans­
fer from the jurisdiction of one committee to another may be 
advisable, we would expect the two committees to settle the matter 
amicably, but in case of difference of opinion the Federation 
Service Committee should have power to pass final orders. Though 
the committees would ordinarily have nothing to do with the 
banking staff, it might be convenient to use them to arrange transfer 
of that staff from one central bank to another, 

This is our plan for securing orderly and sound development of 
rural co-operative societies, whether as we hope, they will expand 
into societies for the reconstruction of the village communities 
as a whole, or will remain for some time to come, as they are now, 
more limited bodies of those, who feel the need of associating mainly 
for credit purposes. There is nothing to guide us in determining 
how rapidly the movement should or can expand, and so we do 
not propose to make any forecast of the organization required to 
meet that expansion. It seems to us enough to suggest what sort 
of persons, far what remuneration can effectively do the work, which 
is necessary to·make co-operation a success. 

195. A note of dissent.-Our colleague, Khan Bahadur Saghirul 
Haque, is pessimistic about the result of the formation of Charge 
Committees to control the field staff required for development. His 
experience is that central banks have in the past been too ready 
to recommend undeserving employees for promotion and too lenient 
to punish bad work. He fears that the Charge Committees, cons­
tituted mainly of'the nominees of the central banks, will display the 
same faults. He also anticipates that it will not be found possible 
to secure co-ordination between one Charge Committee and another, 
and without such co-ordination there will be no uniformity of policy 
or procedure, and desirable transfers of employees from one Charge 
to another will be impossible. He would prefer to accept only 
our recommendation for the formation of a separate committee in 
the central banks to supervise the development field staff, and would 
place with the Registrar the absolute control, in matters of appoint­
ment, transfer, reward, and punishment, over that staff. 

196. Superoision and control of central banks. Control by' 
the department.-We have already stated th.at we do not regard 
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iis desirable any serious expansion in the number of central banks. 
But we anticipate that the central banks will, once they have 
emerged from the trough of the present depression, expand their 
activities considerably by an accession of new societies affiliated to 
them. There have admittedly been in the past some serious 
mistakes made by the central banks, which have tended to weaken 
the movement. We hope that such mistak_es, principally those of 
paying unnecessarily high rates for borrowed money and over· 
financing their affiliated societies, especially non-agricultural 
societies, will be avoided now that experience has been gained. 
But we think that the present position in respect of supervision 
and control of central banks is unsatisfactory. They are subject to 
the supervision of the Registrar, who gains l;lls information of their 
working through his personal inspection, the inspections of the 
Assistant Registrars, and the reports of the auditors. In certain 
matters he has statutory control, but the ultimate sanction for such 
control is his power to cancel ·the registration of the bank as a 
co-operative society and to liquidate it. Such an extreme course is 
evidently undesirable, as a means of remedying minor defects, 
especially as it necessarily disorganizes the working of all the 
affiliated societies. In other matters the Registrar and his staff 
can only tender advice. The only other authorities that can 
exercise any sort of control over central banks are the Co-<1perative 
Federation and the Provincial Bank. Since both these are in 
essence organizations of the central banks themselves, it is reason­
able that they should be in a position to enforce their views on 
really important matters within their proper spheres.. While we 
recognize that several central banks conduct their business 
admirably and so require little outside control, others certainly 
do not reach such a high standard. In the sphere of departmental 
supervision and control we make the following suggestions. If, as 
we recommend later; the Assistant Registrars will be more 
numerous and of somewhat lower status, and the Registrar is to 
be assisted by at least three Deputy Registrars, we think the 
Assistant Registrars should have less to do with the central banks, 
and devote more time to the primary societies. These officers 
would continue to inspect the central banks, but their suggestions 
for improvement of their working should be scrutinized by the 
Deputy Registrars, who, with more experience, knowledge of affairs 
and training in banking and co-<1perative principles, would be able 
to advise the banks and get their advice carried out. We further 
think that when the Registrar finds it necessary to issue circulars 
to the central banks, he should distinguish clearly between orders, 
which he has a statutory right and duty to issue and enforce, and 
advice, which a particular central bank may find inapplicable in 
its special conditions. The latter type of circular may well be 
discussed by the central bank directorate with the Deputy Regis­
~rar, and, if necessary, referred back to the Registrar. We found 
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that some banks merely ignored such advice, while others followed 
it with a grumbling acquiescence instead of placing their 
difficulties before the Registrar. · 

197. Control by the Federation.-The degree of real control, 
which can be placed with the Federation, is not easy to define. 
But we think there should be a statutory sanction to back recovery 
of levies imposed by vote of the Federation Congress. Other 
resolutions of that body should be scrutinized by the Council, and · 
if the Registrar is prepared to accept them, subject of course to 
reference to Governmnt where necessary, he should either issue 
a circular order, where the subject is one in which he has statutory 
powers, or a circular instruction indicating in both cases that the 
Federation has accepted the principle. We express our views on 
the question whether it should be obligatory for every registered 
co-operative society to affiliate itself to the Federation in the 
Chapter relating to that institution .. 

198. Control by the Provincial Bank.-We should like to see 
the Provincial Bank in a stronger position vis-a-vis the central 
banks.. It can, at present, only bring its influence to bear on those 
of them, who are indebted to itself, the minus banks as they are 
called. Since changes in the financial strength of any type of bank 
occur with incovenient rapidity, it may well be that the seeds of 
serious embarrassment are sown before the bank seeks the aid of 
the Provincial Bank. It is then faced with the alternative of 
supporting a badly managed bank at the risk of its own funds and 
ultimately of its ability to help the movement generally, or of 
forcing it into liquidation at the risk of discrediting co-operation 
with tlte outside public. We think, therefore, that the Provincial 
Bank should have a statutory power of control over the rate at 
which central banks may borrow from the outside public, and it 
might be enacted that that rate should not, without the consent of 
the Provincial Bank, exceed the rate, at which the Provincial Bank 
is prepared to lend at that time for the same period. _It is also 
desirable to lay down that the maximum borrowing limit of a central 
bank after determination in the annual general meeting, should be 
subject to the approval of the Provincial Bank. 

199. Inspectorate for the Provincial Bank.-We also feel that 
the present arrangement, by which the Provincial Bank relies only 
on the information supplied through the Registrar by the Assistant 
Registrars, supplemented by belated audit reports, for material on 
which to decide its policy in regard to individual central banks,. is 
defective. It throws too great a responsibility on the Registrar 
himself, who is required to decide whether or not to recommend a. 
loan, and hampers the Provincial Bank directorate in deciding 
whether or not to accept the Registrar's recommendation. We 
think the time has come for the Provincial B!tnk to appoint its own 
inspectors, who will supply it with independent information on tlie 
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position of the central banks. For the present two such inspectors 
on pay of Rs. 150-200 with second class travelling allowance 
should suffice. . They will be able among other things to advise the 
Provincial Bank on the question of the local rates of borrowing. 

200. Surcharge for breach of statutory injunctions.-It is of 
little use laying down principles, unless there is some effective 
sanction behind them, and, though we rely on the good sense of 
the great majority of directors of central banks, yet experience 
shows that such faith can be misplaced.. We think therefore that 
the personal responsibility of directors should be more clearly 
expressed in the Act, provision being made for a power of surcharge 
resting with the Registrar, subject to an appeal to Government, in 
case of clear breach of statutory injunctions resulting in pecuniary 
loss to the bank. It should be possible to enforce such surcharge, 
not only in the course of liquidation as already provided in the 
Bombay Act, but also after a statutory inquiry or inspection as the 
Madras Bill contemplates. We think that surcharge should be 
enforceable in all classes of societies. 

201. Supersession of a central bank directorate.-Finally we 
think that some intermediary stage is required between normal 
working and liquidation. Government should, in fact, have the 
power to supersede the directorate. of a central bank, and appoint 
a person to manage it with the help of an advisory body. Such 
supersession should only be made after a statutory enquiry con­
ducted oy a competent body, and for this purpose we suggest a 
committee consisting of the Registrar or his nominee, a nominee 
of the Provincial Bank, which will usually be the principal creditor, 
and a nominee of the Charge Committee, in whose area the central 
bank is situated. It would be open to the enquiring committee to 
recommend either the supersession of the bank, or its immediate 
liquidation, or, of course, a continuance of normal working with 
such improvements as may be required. We think the inspectors 
of the Provincial Bank would in many cases be suitable officers to 
mana~e a superseded bank. 



CHAPTER Xli. 

Training. 

202. Importance of different kinds of training.-In the 
preceding and succeeding chapters we have emphasized the need 
of tra.ining for removing the existing defects in the movement and 
ensuring its better working in the future. Continuous co-operative 
education, as distinguished from spasmodic propaganda, is now 
generally regarded as essential for the successful working of banks 
and societies. 

Co-operative education is of different kinds according to the 
different classes of persons to be trained. There is first the educa­
tion which introduces co-operative i.deas to the persons, for whose 
benefit the movement was started, beforll they become members 
of primary societies, and which continues to keep those ideas 
freshly before them after they have joined a society. With this 
education may be classed the training in their simple duties required 
by the office-bearers of primary societies. Next there is the 
tra.ining designed to impart specialized technical knowledge to the 
employees of the Federation, banks and societies. Lastly there 
is the education which those who direct the movement·, official and 
non-official, need in the art of managing and supervising co-operative 
institutions. 

203. History of co-operative training in Bihar and Orissa.-It 
was in the second class of training that the earliest experiments 
were made in this province. As far back as 1916 classes were 
opened for training bank employees in co-operative theory, lectures 
being given by some officers of the department. This arrangement 
continued, with some intervals· of quiescence, up to 1929, and a 
fair amount of attention was paid to the matter in the later years 
of the period. It was not, however, till the session of the Congress 
at the beginning of 1928, that the principle of regular training 
institutes, paid for by ru special levy on societies was accepted. In 
August 1929 the Sabour Training Ins£itute 'was started and a 
similar institute teaching up to a lower standard was started a 
month later at Cuttack for the special benefit of Orissa. The main 
features of these institutions which differentiate them from the 
earlier classes is that they are staffed by permanent whole-time 
teachers employed by the Federation and not by Government, who 
teach systematically up to a much higher standard. The technical 
training of panches and secretaries of viiiage societies had been 
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~eAr.led on J.p. a ~pas):nqdic- fashion by some central banks until, 
in 1928, r<~gular training classes for a period of 15 days to a ,month 
were started by the propaganda officers of the Fe.deration. These 
have been, however, too f<~w and too brief to be qf much use, and 
they are likely to be closed altogether since the Federation 
Development Committee Report has recommended the abolition of 
propaganda officers. 

The co-operative education qf the members of societies oofore 
and after their admission has been the concern of the organizers 
of such societies and of the inspecting clerks. Earnest attempts · 
were made to stimulate co-operative spirit by the repetition or 
singing pf a composition known as the " Twelve Main Points " 
but without much success. An attempt to spread general primary 
educatipn as a necessary foundation for the building of a co-opera­
tive structure was made through the agency of central banks 
during the peripd from 1918 to 1929. Though as many as 430 
pathshalas were opened in this way in the last four years of that 
period, the spurt has died away for want of funds and support from 
district boards. 

The only special training given to the honorary workers has 
been such as a, few of them have gained from the educational weeks 
recently prganized by the Sabour Institute. For training of newly 
appointed! pfficers pf the department reliance has been placed on 
attaching them for a few months to experienced officers. 

204. Inadequacy of training.-How inadequate the training for 
different classes pf co-operators has been will be evident from this 
brief account. It is too early to say whether this inadequacy will 
be removed by the Federation's Sabour and Cuttack Training 
Institutes as they have been started only two and a half years ago 
and were not fully prganized until about six months later. They 
hav<~ not had time to exert their full effect. On the whole, they 
have been planned on right lines and conducted as they are at 
present shpuld go a long .way to meet the want of a trained staff 
of junior <~mployees of the Federation and central banks. We, . 
however, do not think that the two institutes, with their present 
resources, will be able to supply the higher training which we 
think assistant auditors, secretaries, managers, banking and 
development inspectors require, to say nothing of Assistant 
Registrars. 

205. Sab.our and Cuttack training.-We have had the benefit 
of visiting both the institutes and <~xamining their course of study 
and their methods of practical training. We think they are 
generally suitable for local auditors and inspecting clerks but fall 
short of the requirements of a bank clerk. We welcome the 
emphasis on cultivating a rural outlook implied in requiring a 
knowledge of practical agriculture, though we are doubtful whether 
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some of the students we saw had not been too fa.i: urbanized to 
acquire it easily. We were particularly interested in the plan, 
devised by Mr. Mukherjee, the Principal of the Sabour Inst1tute, 
of taking the students on a march through the villages and thus 
giving them training and practice in co-operative propag&nda. But 
we cannot commend the arrangement of a common course of studies 
for inspecting and bank clerks. The requirements of an indoor 
employee dealing with ledgers, accounts, etc., are different from 
those of a touring employee, though it is desirable that one should 
know something of the work of the other. The training in 
theoretical and practical banking seems to be defective for a bank 
clerk at both institutions, there being no adequate facilities for 
practical bank work in their rural surr~mndings and no teacher 
fully qualified to teach banking. The Chief Auditor has urgeii 
in his evidence before us that the teaching of .audit at Cuttack 
is below the mark required for a local auditor. \V e have not been 
able to examine this point in detail but we suggest that if the 
defect exists it should be removed along with others mentioned 
above. We recommend that the two institutes should not aim at 
any ambitious schemes of meeting all the co-operative training 
needs of the province which are bound to be beyon.d the resources 
of the Federation. They should concentrate on turning out well­
trained local auditors, inspecting clerks (whom we propose to 
Reparate into two classes and call banking and development 
supervisors) and bank clerks. The Cuttack Institute is already 
limited to that standard of work and it may be considered by the 
Federation whether the Sabour Institute should not be similarly 
confined. If this suggestion is accepted, it may be further 
considered whether for this limited purpose, a less expensive staff 
with more practical qualifications should not be engaged. The 

. governing bodies, which are supposed to control these institutes, 
are not very well suited for that function. They include a large 
proportion of members, who are not likely to be able to attend 
except very occasionally. It would proba,bly be better to make 
the principals responsible for detail, ana place the control of more 
important matters in the hands of a central training committee 
of the Federation, which should contain an adequate academic 
element. We think it desirable to locate the Durga Prasad Insti­
tute now at Sabour either near the Veterinary College at Phulwari 
or near the Provincial Bank or the Federation office at Patna, 
whe~e we expect many honorary workers would be ready to give 
eve~mg lectures aad better practical training facilities would be 
ll.vmlable.' and whence the rural areas of Dina pur, Fa twa and 
Masaurh1 central banks could be easily reached. 

206. Restriction on admissions.-It is important that the 
number o~ admissions to the two i~stitutes should be strictly limited, 
as there 1s a real danger that m the present stagnation of the 
movement they may produce more men than can be absorbed jn 
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it. We reco=end that the Service Co=ittee of the Federation 
(proposed in Chapter XTII) should prepare a list every year after 
examining the requirements of each bank. Admission should be 
restricted to not more than twice the number given in this list and 
the quality of candidates ensured by a preliminary competitive test. 
Should it be found that the staff is too big for the numbers restrict­
ed in this fashion, the question of its reduction should be considered. 
The institutes besides giving their own diplomas should aim at 
some objective standard of qualifications by encouraging and pre­
paring some of their students to try for the London Chamber of 
Commerce diploma examination, or examinations of similar 
standard. 

207. Cost of the institutes.-The Federation spends about 
Rs. 28,000 every :r.ear on the two institutes. The scales of starting 
pay are adequate but the rates of increment are too rapid. The 
lecturers receive on the average about the same emoluments as 
professors in private colleges. Government pay an annual grant 
of Rs. 2,500 only for their upkeep against Rs. 20,000 paid by 
the Madras Government for the same purpose. 

208. Details of training required for diffrrent classes. 
Primary societies.-Having described the existing facilities for 
training available in the province, we proceed to describe in detail 
the training and qualification we think each class of co-operators 
should have. 

We begin with the members of primary societies. The 
difficulties of co-operative education at this stage arise largely 
from the prevalence of illiteracy, and a really efficient system of 
primary education in the villages would immensely simplify many 
of the problems of co-operation. 

209. A village co-operative education scheme.-The Principal 
of the Sabour Co-operative Institute, Mr. B. B. Mukherjee, placed 
before us a scheme of village co-operative education, which deserves 
examination. He suggests that every central bank should set up 
an education committee with a paid ed~cation secretary which 
should organize a peripatetic co-operative school consisting of one 
or more trained teachers for holding classes for two months at 
each circle headquarters. At these the secretary and two other 
literate members of at least ten societies of the neighbourhood may 
be induced to attend by the offer of a daily fee of two annas per 
bead. The secretary will be trained as a " village reader " and 
will read out to the village _suitable co-operative literature prepared 
at the Sabour Institute for which be will be paid a monthly salary 
of one rupee. In this manner in ten months' time 50 societies 
will have been touched and the whole area of the bank would be 
covered in 2l years. All that would be necessary afterwards would 
be to )r8ep the village reader up to the mark and to hold refresher 
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classes for preventing the members from relapsing into CO-operative 
ignorance. Adult co-operaoors' leagues and co-operative youth 
guilds should be organized to supplement this training. 

210. Practical difficulties.--We see many practical difficultie! 
in the scheme and are somewhat doubtful whether the village 
reader should be able to hold the attention of his village audience 
with the kind of co-operative literature likely to be supplied from 
Sabour. But we are still more impressed with the difficulty of 
finance. Mr. Mukherjee estimates the rota! cost of the scheme 
at about Rs. 1,68,200 in the first instance and he thinks it could 
be met by setting aside 10 per cent of the annual profits of 
central banks for this purpose. As there are many demands on 
the money of central banks and they will for some time to 
come require all their profits for building up an adequate '' Bad 
Debt Fund ", we see no possibility of this sum being realized. We 
may note that it is 30 per cent and not 10 per cent of the profits 
of central banks in 1930. We think that the funds available can 
be more profitably used on providing the general development 
staff, that we have proposed in Chapter XI. We would not 
attempt to lay down a uniform system on which they are to 
carry out their duties of stimulating not only knowledge of co­
operative principles but a genuine desire for village weltare in all 
¥.>ssible forms. We expect the Charge Committees and the 
Development Committees of the central banks to find out what 
is most likely to be effective in the areas with which they are 
familiar. For imparting the knowledge required by panches of 
societies to enable them to keep their books properly, we would 
rely on the banking supervisors and the banking inspectors of the 
central banks. 

211. Training of employees of central banks.-'l'hese employees 
will thus consist partly of men, who are expected to concentrate 
on the banking side and partly of development supervisors. For 
the latter we think the Sabour or Cuttack training is adequate, 
if it is supplemented by three months' practical work under an 
experienced development inspector. We anticipate that the 
development inspectors themselves will be mainly recruited from 
the best of the development supervisors, and these should be given 
a special advanced course before being confirmed in their 
appointment. 

The banking staff will consist of (I) banking supervisors, 
(ii) bank clerks, (iii) banking inspectors, and (iv) manag13rs or 
secretaries. The work of the second of these classes will be purely 
indoor, of the first and third purely outdoor, and of the fourth 
mixed. While all will require a knowledge of co-operative princi­
ples, it is still more important that they should have a sound 
banking training up to the particular standard, that their work 
demands. 
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It -is not very necessary to " ruralise " the bank clerks for 
they will have no field duties. We suggest that in their case the 
Sabour train!ng _should be either supplemented or entirely repiaced 
by an exammat10n for the commercial certificate of the Patna 
University or of the London Chamber of Commerce combined with 
a practical training as a probationer in a co-operative bauk. Later 
on, if they wish to rise higher in the banks' service, they may take 
Part I of the examination for the Associate Membership of the 
Indian Institute of Bankers. 

The manager of a second class bank who will have, as now, 
touring as well as indoor duties, should ordinarily be a graduate in 
Economics and should be trained as a banker and to some extent 
as a rural worker. He should pass at least Part I of the examina­
tion of the Indian Institute of Bankers, should have received three 
months' practical training at the Provincial Bank or a first class 
central bank and another training of the same duration in rural 
work at Sabour. Training much the same as for managers of 
second class banks should be given to the banking inspectors and 
to managers of Peoples' banks, except that for the latter no 
training in rural work should be required. 

The secretary of a first class co-operative central bank and the 
inspectors of the Provincial Bank must be trained bankers in the 
full sense of the word. They should therefore pass both the parts 
af the Indian Institute of Bankers' examination and sliould have 
besides six months' practical training at the provincial or some 
recognized joint stock bank. The Secretary of the Provincial Bank 
must be not only a trained banker of the highest qualifications. but 
must be a man of outstanding merit. The clerks of the Provincial 
Bank should have at least the same qualifications as the banking 
clerks of central banks, while the Chief Accountant should hold 
the Bombay Government Accountancy Diploma. 

212. Training and qualifications of auditors.-We have already 
indicated in preceding paragraphs and in Chapter X the sort of 
qualifications which we wish the auditors of different grades to 
possess and the training which they should undergo. The assistant 
auditors should ordinarily be graduates in Arts or Commerce of a 
recognized University and should in addition possess the co-opera­
tive or the ordinary accountancy diploma of the Bombay 
Government. The latter wilJ be useful in the audit of limited 
liability societies like Peoples' banks, in which transactions in 
cheques and mercantile bilJs may be important. The nearest 
place of examination for the ordinary diploma is Allahabad, while 
for the co-operative diploma the nearest is Calcutta. Arrangements 
should be . made with the Bombay Government Accountancy 
Diploma Board to recognize audit service in the Bihar and Orissa 
Co-operative Department as practical training for the Co-operative 
Diploma. The Punjab and Burma Co-operative Services have 
alread_y recei~ tbis privilege. 
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213 .. Need for business training facilities in Patna.-All these 
arrangements for getting co-operative employees of this province 
trained in centres outside it are no doubt inconvenient, but they 
are rendered necessary by the entire absence of commercial educatiou 
facilities within its limits. The Patna. University regulations 
provide for certificate, intermediate and degree examinations in 
commerce, but no college, not even the Patna College, has made 
any arrangements for preparing students for them. The Bachelor 
of Commerce degree course has a provision for the teaching of 
advanced audit and advanced banking, which could be modified to 
suit the needs of Assistant Registrars, secretaries and managers of 
central banks, and assistant and junior auditors. But some 
arrangement for teaching them will have to be made. If one or 
two specialists in these subjects, costing much less than what is 
spent on the Sabour and Cuttack institutes were attached to the 
Economics Department of the Patna College, all the needs of higher 
co-operative education as well as those of ordinary commercial 
training could be ·met. We recommend to Government and the 
Federation to investigate the possibilities of this idea with a view 
to avoid unnecessary duplication and additional trouble and expense 
to co-operative employees. It has been suggested by the Indian 
Central Banking Committee that all higher co-operative education. 
should be imparted in a central All-India Co-operative College; but 
as no steps have yet been taken to bring it into existence, we do not 
feel it necessary to discuss how far it will be useful to this province. 

The Patna University courses in Economics give ·enough 
emphasis to the teaching of the economic aspect of co-operation and 
the allied subject of Agriculture both for the B.A. and the M.A. 
examinations, there being two special papers at the latter stage. 
We do not think that any further provision is required. We are 
not in favour of including co-operation as a special subject for the 
Matriculation examination though possibly a short course of 
co-operative instruction might be given in guru training schools. 

214. Training for honorary workers.-We think a special short 
course of training at Sabour and Cuttack would increase greatly 
the utility of the services of honorary workers. Social service and 
particularly co-operative service has become as much technical and 
specialized as any other occupation and requires preliminary 
preparation before yielding fruitful results. The instruction 
received would no doubt be supplemented by a course of reading 
in the growing mass of co-operative literature. We suggest that 
a stock of standard works should be kept at Sabour and Cuttack 
and at Patna (either at the Federation office or at the Provincial 
Bank) for being lent out on suitable terms to honorary workers. 

215. Training of Departmental staff.-The training of 
Assistant Registrars should be as thorough as possible. Several 
of the Assistant Registrars we have come across have a. very 
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sketchy knowledge of banking, and some of them appear to be 
ill-grounded in co-operative principles. Recruitment to the 
department has been carried out without much regard to the 
suitability of the officers for the work, or their genuine interest 
in it. We recommend that the future Assistant Registrars should 
be the pick of tpe Subordinate Provincial Executive Service and 
should undergo the training recommended for them in Chapter 
XVI. They should be required to pass during the period of their 
probation at least Part I of the Indian Institute of Bankers' 
examination or any other examination of an equivalent standard 
which can be taken without residence at an educational institution. 
The passing of Part II of the Indian Institute of Bankers' exami­
nation should be made compulsory before selection for the post 
of Deputy Registrar. In addition to the mral training at 
Sabour referred to in Chapter XVI, they should further undergo a 
practical training in banking for one month in the Provincial 
Bank and another two months in a first class central bank. The 
authorities controlling admission to the examinations of the 
Institute of Bankers should be approached to allow Assistant 
Registrars, recommended by the Registrar, to sit for them. At 
present it is restricted to members of the Institute employed in 
banks. We understand the All-India Association of Provincial 
Co-operative Banks have already taken steps to move these 
authorities to widen the scope of their examinations with a view 
to provide for the needs of co~perative workers. All gazetted 
officers of the Co-operative Department, including Deputy 
Registrars, should be encouraged to pass the Bom6ay Government 
Co-operative Accountancy Diploma examination by offering suitable 
rewards. In addition, the Assistant Registrars should, when 
opportunity occurs, attend advanced lectures on CO'-operation and 
agriculture which may be arranged by the Patna University for 
the M. A. examination from time to time. 

For a prospective Registrar we would only lay down that he 
should learn his work under the direct control of the permanent 
Registrar. It is unnecessary for us to stress the need for appoint­
ing a first class man to the important post of Registrar, since that 
has been very fully expounded by the Royal Commission on Agri­
culture. The danger of failure by the Registrar to perceive or of 
inability to check unhealthy tendencies in the movement has 
already been only too well demonstrated in the history of co­
operation in India.. 



CHAPTER XIII, 

The Bihar and Orissa co-operative Federation, 

216. Origin and objects of the Federation.-The Bihar and 
Orissa Co-operative Federation was started as a co-operative society 
in the year 1918 in order (t) to ensure a regular and efficient 
system of supervision, audit and control for all co-operative banks 
and societies enrolled as members: (ii) to promote a,<rricultural, 
industrial and other special forms of co-operation ; (iit) to aid in 
the expansion and improvement of primary education, to promote 
sanitation, to facilitate medical and famine relief and generally to 
secure moral and material progress of its affiliated societies; and 
(iv\ to secure unity and uniformity among all co-operators in Bihar 
and Orissa and to see that all co-operative business is conducted 
on sound and progressive lines. 

We have explained in Chapter X how its control as an audit 
union over the audit staff is largely illusory, power to override its 
decisions being vested under by-law 19 with the Registrar who 
is the ex-officio Governor of the Federation .. It bas not hitherto 
been used for the purpose of supervision, that, function having 
been left to the central banks for their affiliated s<;>cieties and tQ 
the department. As it has no statutory powers, it has necessarily 
had no " control " in the strict sense of the word. In the other 
objects, for which it was brought into being, it has inade somewhat 
more advance. Like similar institutions in most other provinces, 
it serves as a centre of co-operative activity, carrying on propaganda 
and publicity work, organizing training classes, maintaining the 
training institutes, and ascertaining and co-ordinating the views. of 
co-operators on questions of general and public importance relating 
to the movement. As such it renders a distinctly useful service, 
while it also relieves the Registrar of the task of collecting the 
levies necessary for the proper conduct of audit, though possibly 
at somewhat heavy expense to the societies who are required to 
pay them. 

217. Its constitution.-The Federation is composed of affiliated 
co-operative societies of all kinds, which send delegates every year 
on the basis of one delegate for every central bank or union and 
one delegate for every 50 societies affiliated to it to meet in a 
conference called the Congress. This body is the supreme delibera­
tive authoritY. of the Federation. Its executi've work is carried out 
by the Governor and a council of 17 members, of whom the Deputy 
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Registrar of Orissa and Chota N agptir and the Secrelary bf the 
Provincial Co-operative Bank are ex-officio members. Ot the 
remainder, three are elected, according to a standing convention, 
from each of the five divisions to provide for the representation 
of the different regional interests of the province. The Council 
meets four times a year, one of its meetings being held at tlie same 

'time and place as the Congress of the year. Its annual report is 
presented to the Congress. During the intervals the work of the 
Federation is carried on by the Governor (i.e., the Registrar) with 
the assistance of a paid secretarv and a separate office. The 
,., Governor in Council " prepares the agenda of the Congress which 
discusses matters common to the whole movement brought up 
before it in the form of re~olutions and pa~ses the accounts of the 
preceding year and the budget of the coming year. Any resolu­
tion passed by it but not accepted by the Registrar-Governor has 
to be referred to Government for final decision. All Federation 
auditors and other direct employees are under the sole direction, 
control and discipline of the Governor, and auditors have to be 
licensed by him. He also licenses all paid employees of affiliated 
societies except menials. These employees are under the control 
and discipline of the central societies, in whose areas they work. 
but have the right of appeal to the Governor and the Council 
against an order of dismissal. If the Governor differs from the 
majority of the Cou11cil, the matter is placed before the Congress. 
The Governor possesses also the sole power to fix the number of 
each class of auditors to be employed, the qualification required 
and the· pay of each class of auditors. No affiliated society can 
employ any salaried servant who is not licensed by the Governor. 

218. Actual workinq of the Federation.-We have described 
the constitution of the Federation at some length, because without 
a grasp of its main provisions and of its actual working, it is 
impossible to decide what functions may be entrusted to it. The 
Congress is a deliberative body, too unwieldy for any detailed work. 
The Council by the nature of its constitution cannot attend to the 
day to day work, since it consists <if mufassal representatives and 
meets for brief periods only four times a year. The bulk of the· 
work of the Federation is consequently carried out by the Secretary 
under the orders of the Governor. In fact in rome cases orders 
have issued from the Registrar's own office, that should properly 
have issued from the Federation office. These hard facts have to 
be faced and before recommending vaguely that any particular 
function is to be discharged by the Federation, it is essential to 
have a clear idea what person or body of persons will in practice 
inake the decisions. Up to the present the real utility of the 
Federation has consisted in the opportunities which it provides of 
bringing co-operators of all kinds on a common platform, of pooling 
ideas and crystallizing opinion on the problems confronting the 
movement and of enabling the Registrar to obtain the invaluable 
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advice and lielp of tlie non-official leaders of the movement. Much 
excellent work has been done in this direction, and we ·ourselves 
are greatly indebted for information and ideas to some of the 
committees which the Federation has appointed in the past for 
investigating problems of co-operative organization. 

. Apart from th~ae general functions, it has to be examined h9w 
far the. Federation is in a position to take up more detailed activi­
ties conne~ted with thEl movement. These maybe examined under 
the heads (!) audit, (i1) banking, (iii) supervision and development, 
a!Jd (iv) training. We have already proposed that the higher audit 
staffshould be transferred to the complete control of the Registrar. 
~or local auditors the Federation will continue to levy contributions, 
and it is reasonable that somebody ultimately deriving its authority 
from the individuals who pay the levy should have a say in the 
manner in which it is spent. At the same time the Registrar 
is, by .section 17 of the Act, under a statutory duty to see that 
the accounts of every registered society are audited at least once 
a year .. The conJlict that arises cannot be fully resolved. Bu~ 

. we think for practical purposes the arrangement, by which the 
audit budget is considered by the Council and passed by . the 

. Congress,. subject to the ultimate power of the Registrar, as 
Governor, to override, is a workable one on the finance side. On 
the administrative side we propose that the Registrar-Governor 
should, save in urgent matters, refer questi<111s to a committee of 

. the council for their advice, and keep that body generally informed 
of the action he has taken. 

The banking aspect of the movement is not the close concern 
of the Federation, and we think it should have very little control 
over the banking staff of the central societies (whom we propqse 
to separate entirely from the supervision and development staff). 
But the Council, or a committee of it, should, as at present, 
consider ·along with the Governor appeals against orders of dis­
missal, differences of opinion being referred to the Congress. 
Question of transfer, which cannot be settled locally, should also 
be finally decided by such a committee. 

For control of the staff required for supervision and 
development. we ~ave already proposed Charge Committees. The 
working of those committees should certainly be the concern of 
the Council of the Federation, and the records of their proceedings 
and their reports should be considered by that body. But we 
would deprecate close supervision of detail as likely to weaken the 
a~thority of ·the Charge Committees. _The Federation Congress 

. wlll, of course, vote the funds required for this staff and. control 
the distribution of them to the separate areas. It will be guided 
by the Council or a. committee of that body, which should lay 
down standard ·conditions of pay a.nd servic!l and th11 strength of 
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the staff ·to 'be employed. Here again appeals against dismissal 
will go to the Council, or, jf the. Governor disagrees, to the 
Congress. 

In the sphere of training of co-operative staff we think the 
Federation can take an even more direct part. The two training 
institutes are at present provided with managing committees. We 
doubt if these are really required, and would prefer that all 
matters, that are considered to be outside a proper delegation to 
the principals, should be dealt with by the Council or a committee 
of that body. 

Thus, besides the function of crystallizing co-operative opinion, 
we think the Federation acting with or through its Council can 
perform four _particular duties. It can assist the Registrar in his 
statutory duty of audit; it can exercise Ruperior ·control over the 
staff required for Rupervisiou and development and to a small degree 
over that required for banking; it can administer the institutions 
required for training the staff employed by co-operative societies, 
a.nd finally it can decide what levies from societies are needed for 
the performance of its duties and see that they are collected and 
properly applied. We think that these duties can be most efficiently 
performed by constituting three committees of the Council; a 
service committee to deal with the co-operative staff, its discipline 
and conditions of service ; a. training committee to administer the 
training institutes, and a finance committee to prepare the budget 
and to watch over expenditure. The Council, as a whole, would 
receive the reports of its committees, co-ord~nate their work and 
decide major questions, which do not require reference to the 
Congress, but would not concern itself as much as it does at present 
with matters of detail. We think it would not be necessary for 
it to meet more than twice a Y.ear. 

219. Congress and Divisional Boards.-We recognize that the 
co-operative movement has its spectacular as well as its practical 
side and that the gatherings of the Federation Congress are not to 
be regarded as purely business meetings. They serve to explain 
the principles on which the. movement is being run and its resolu­
tions have crystallized co.Qperative opinion on some controversial 
qtiestiono. It is however a matter to be considered by all co­
operators whether the cost 'of these annual meetings, which 
ultimately comes from the pockets of the primary society members 
is not excessive. Some of us are of opinion that there is no real 
need for an annual session of the Congress and a biennial session 
would suffice. The budget could be passed for two years, since 
expenditure does not greatly vary from Y,ear to year. Others think 
that an annual session for the sake of continuity is necessary, 
but that the expenses should be reduced by sending by rotatiop 
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fewer delegates, say, two per bank (one for the ba.nk and .the 
other for its affiliated societies) and paying them only mtermedia.te 
class fares. 

We doubt whether Divisional Federation Boards are really 
necessary. We have no objection to their activities provided they 
do not cost anything to the banks or the Federation. We do not 
approve of the action of one Board in raising an extra levy on the 
member banks for the purpose of an Entertainment Fund, nor do 
we agree with the proposal of the special committee, a~pointed by 
the .congress to consider development, that the resolutwns of the 
Divisional Board should be binding on the member banks. They 
may function as deliberative bodies at the delegates' expense, but 
it will be dangerous for them to encroach on the sphere of the 
Provincial Bank and the Federation and issue binding instructions 
to their members. 

220. Separate Federation for Orissa and other points.-The 
Registrar in his evidence before us suggested that it inay be desirable 
to set up a separate Federation for Orissa with its separate audit 
staff, separate contributions but a coinmon Governor whose powers 
may be delegated to the Deputy Registrar. It is obvious that it 
must be extremely inconvenient and expensive for members froin 
Orissa to attend the meetings of the Council or to take a sustained 
interest in its activities. In principle we are in favour of the 
proposal but we have not had the opportunity to examine its 
financial aspects. We recommend that the Federation Congress 
should appoint a committee to investigate this question. 

The Federation at present employs a staff of propaganda officers. 
The general trend of evidence, as well as our own observations, 
indicates that the results obtained are insignificant c~mpared with 
the cost of this staff. The Development Committee of the Federa­
tion has recommended that the ten men at present employed should 
be reduced to three. We agree with this proposal and would attach 
one propaganda officer to each of the three Deputy Registrars, whom 
we propose. They should be employed under his orders., to assist. 
the activities of the .Charge Committees and the supervisors they 
control. The Deputy Registrar should consult those committees 
before drawing up a programme of work for the propaganda officer. 

We had no occasion to examine the financial condition of the 
Co-operative Press owned by the Jtederation and therefore cannot 
pronounce one way or ·the other whether it should be maintained 
or c~osed. We should pre~er it to be sold if a suitable price can be 
obtamed, for we do not thmk the Federation organization is .suited 
for running a big business concern. 
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Ml. Finance of the Fede1ation..-Tha expenditure proposeJ in 

the budget pf 1931 was as follows :-
Audit Section. 

Audit of primary societies 
Audit of central banks and special societies 
Special grants for new societies and back-

ward areas. 
Interest and rent 
Advances ;recoverable 

Development Section. 
Propaganda officers 

Total 

Divisional Boards and subsidies to central 
banks. 

Publications, etc. 
Miscellaneous 
Advances recoverable 

Training Section 
· General administration 

.. , 

Total 

Grand Total 

The receipts anticipated were :­
Audit Section. 

Government grants­
Primary audit ... 
Superior audit 
Inspection in backward tracts 
Rent of Co-operative Press building 

Audit levies-
IT nlimited societies 
Limited societies 

Total 

Toto. I 
Affiliation fees and interest ... 
Advances recoverable 

Carried forward 

Rs. 
1,64,463 

48,939 
8,078 

.. ~ 

... 

13,068 
12,990 

29,903 
8,800 

4,200 
2,500 
1,500 

48,651 
16,672 

6,000 
3,068 

1,38,910 
39,845 

Rs. 

2,47,538 

46,903 
27,570 
34,839 

3,56,845 

74,391 

1,78,755 
10,520 
11,000 

2,74,666 
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The Government supplies Rs. 81,891,• the levies bring in 
Rs. 2,46,397, and Rs. 16,481 is obtained otherwise. 

We have been obliged to examine >rery carefully the result, 
which our proposals will have on the Federation finances, parti­
cularly in view of the growing protests against increase of levies and 
of the present stringency in provincial finances. 

We set forth below an estimate of the. cost of the movement, 
· excluding (t) the cost of the department as at present constituted 
and (il) that part of cost of management of societies with which the 
Federation is not directly concerned. The estimate is based on the 
assumption that there will be the present number of central banks 
·and special societies, and 9,000 primary societies requiring audit 
and development staff. We wish to acknowledge the great assistance 
afforded to us in framing this estimate by the report of the 
Retrenchment Committee recently constituted under a resolution of 
the Federation Congress. 

*A reduction of Rs. 12,167 in the grants for 1982-88 has been made in 
view of the financial positi~ of th& province. 



AUDIT :SECTION. 

A. Audit of primary societies. 
72 local auditors for 125 societies each on pay of Rs. 50-; -70 

plus fixed travelling allowance Rs. 20 plus Rs. 17! 
annually for contingencies-

=72x12x60 } 
72x12x20 
72 X 17! 
Provident Fund 
Extra Travelling Allowance 
Privilege leave charges 

Total 
B. Superior audit. 

.... 
Rs. Rs. 

70,380 

3,240 
840 

4,320 

78,780 

9• assistant auditors on pay of Rs. 125-'v"-150- \ 0 -200 per 
mensem with peons on Rs. 8. Estimated travelling 
allowance for auilitor and peon Rs. 50 per mensem. 
Contingencies Rs. 40 a year for each auditor. 

9x12x150 } 
9x12x8 
9x12x50 
9 x40 •.. 
Provident Fund 
Privilege leave charges 

Total 

Rs. Rs. 

22,464 

360 
1,012 
1,350 

25,186. 

6 junior auditors on local auditor's pay (say Rs. 70 as they will 
be senior men) plus Rs. 20 per mensem allowance. 
Estimated travelling allowance Rs. 30 per menoom. 
Contingencies Rs. 20 a year. 

6x12x120 
6x20 
Provident Fund 
Privilege leave charges 

Total 

Grand total 

Rs. 
8,640 

120 
540 
720 

Rs. 

10,020 

. 35,206 

*We adopt the Federation Retrenchment Committee's suggestion thai 
with the introduction of the two-monthly audit system nine, instead of ten, 
asaistsnt auditcrs will be sufficient. 
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DEVEI,OPMilWl' SECTION. 

'. 
Rs. :Rs. 

b. Superior staff. ' 
18 development inspectors on pay of Rs. 80-4--120 per 

mensem, Estimated travelling allowance Rs. 30 per 
mensem. Contingencies Rs. 40 a year. 

18 x12x100 ) 
18x12x30 ~ 
18x40 ) 
Provident Fund 
Privilege leave charges 

Total 

Rs. Rs. 

28,800 

1,350 
1,800 

3 propaganda officers on pay Rs. 125- •1°-150-'·l-200 
per mensem with peon on Rs. 8. Estimated travelling 
allowance Rs. 50 per mensem. Contingencies ;Rs. 40 a 
year. 

3x12x150 } 
3 x 12x 50 
3x40 
Provident Fund 
Privilege leave charges 

Total 

Grand totaJ 

D. Field staff. 

Rs. Rs. 

7,320 

337 
450 

8,107 

40,057 

200 development supervisors (45 societies each) on pay of 
Rs. 50- -70 per mensem. Fixed travelling allowance 
Rs. 20 per mensem. Con9ngencies Rs. 17~ a year. 

200x12x60 / 
200x12x20 ( 
200x17! J 
Provident Fund 
Privilege leave charges 
Publications, etc. . .. 

Total" 

Rs. 

1,95,500 

9,000 
12,000 

4,500 

2,21,000 



'lJRAINING SBCTION. 

B. The Federation Retrenchment Committee suggested no 
material saving. The training institutes are new and the cost will 
automatically expand as increments become due. We think a figure 
Cif Rs. 30,000 may be taken. 

Lump, cost ... Rs. 30,000 

GENERAL ADMINISTRATION. 

F:. The Federation Retrenchment Committee suggested a 
saving of Rs .. 8;500 on a budget figure of Rs. 35,000. We t?Jnk 
the starting pay of assistants, even as reduced by that Committee 
is too high, and'that Rs. 30, which is the starting pay of Collectors' 
offices is. suffiCient. The total cost of the general administration 
should:not exceed.Rs. 25,000. 

Lump cost 

G; Miscellani!'OUS"-" 
Sifeciar grants for 

oackward. areas 
rntere'St' and. rent 
Advances recoverable 
Miscellaneoua 

new societies and 

Rs. 
25,000. 

8,000 
13,000 

.... 14,500 
2,500 

Tatar 38,ooo 

Grand Total ... 4,68,043 

We think; as we have already said; tHat Government should 
beat' the whole' cost of superior audit and indeed that the service 
should. be :placed ~ntirely under Government control. The superior 
service for development· should i also· be paid for by Government. 
The devel0pment• inspectors• will' be controlled by the Charge 
Committees, of· which1the·Assistant· Registrars will be permanent 
members,. while the propaganda; officers• will be controlled by the 
Deputy. Registrars. AlthougH· we ·attach very great importance to 
training, .since" we· have proposed to leave the control of it entirely 
to-the.Federationj we do not think that· there is any strong ground 
for. asking Government• to contribute to its cost. The cost of 
generaJ.administtation·has··hitherto been excessive, and we think 
it.would.greatly tend·to•economy, if:this cost was met by Govern­
ment . and . con·sequently · controlled' by the Finance Department 
through-a.· scrutiny·of this part' of the Federation budget. The 
miscellaneous ·expenditure is· largely on account of interest payable 
because levies ·are-not· promptly· paid; or· advances to employee~ 
against. provident funds• These,· are items of expenditure, which 
~ «E.&~ 
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should be met by the Federation, controlled by the public opinion 
of the movement as a whole expressed through the Congress. We 
propose therefore that Government should undertake the expendi­
ture under heads B, C and F, estimated at Rs. 35,206, Rs. 40,057 
and Rs. 25,000 making a total of Rs. 1,00,263 against a present 
grant of Rs. 81,891. 

It is not likely that this expenditure will greatly increase in the 
next few years, an important consideration in view of the present 
state of the finances of the province. The only increase we antici­
pate is more development inspectors for which the provision of one 
for every 500 societies is decidedly meagre. This will leave a sum 
of Rs. 3,67,780 to be found by the Federation. Assuming that its 
miscellaneous receipts continue to stand at somewhere -about the 
present figure of Rs. 26,481, the revenue from levies will have to 
be about Rs. 3,41,000 against a present revenue of Rs. 2,46,000. · 
The bulk of this excess of Rs. 95,000 will fall on the central banks 
and the ordinary primary societies. A great part of this increase, 
shoula be saved by employing a cheaper " banki.i:lg " field staff. 
It has been generally accepted that an average pay of Rs. 30 with 
travelling allowance of Rs. 10 will be sufficient for the banking 
supervisors, who will each be in charge of 50 societies, allowing 
Rs. 20 a year for contingencies, the total cost will be Rs. 90,000. 
We have no exact figures for the present cost of inspecting clerks, 
but an examination of the statements prepared for us by some of the· 
banks we visited leads to the estimate of Rs. 15 per society. If this 
is correct the saving would be Rs. 45,000. There should also be a 
saving of perhaps Rs. 5,000 as a result of " managers " (as they 
are now called) being replaced by banking inspectors, without any 
development duties. 

The proposals we have made, when in full working, would 
thus cost Government about Rs. 18,000 and the movement which 
in effect means ultimately the borrowing members about Rs. 45,000 
more than at present. Although the Government of Bihar and 
Orissa contributes in one way or another, in proportion to the 
number of members of primary societies, less than other local 
Governments do, we recognize that in present conditions it is 
impossible to expect any substantial increase from that source. 
From the 250,000 primary members about Rs. 2,50,000 is at present 
raised by levy, which is something like 1 per cent on the working 

-capital of primary societies. We see no-prospect of the Congress 
agreeing to find a further sum exceeding one-fifth of the present 
levy. Our proposals for audit are based on a considerable reduction 
both in the number and the emoluments of the staff, and we can 
see no possibility of any further economy there, even as a temporary 
measure. ~ o~ can. any material saving be made in the training -or 
genera.! adm1mstrat10n charges. We are thus driven to propose a 
reduction of the cost of the development section, though this will 
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mean an employment of a staff which will be distinctly less than 
adequate. If the development supervisors were required to look 
after about 55 societies instead of about 45, their number could be 
reduced from about 200 to about 160, with a saving of Rs. 50,000. 
This would make it unnecessary to increase the levy by more than 
the probable savings of central banks brought about by employing 
" banking supervisors " instead of the more expensive " i.napecting 
clerks.'' If it is absolutely necessary the superior development 
staff could be reduced from 18 inspectors to 16, with only one 
propaganda officer directly under the Registrar instead of three 
under the Deputy Registrars, making a saving of Rs. 6,252. But, 
as we have already said, the provision of one development inspector 
for 500 societies is decidedly meagre, while a single man, devoting. 
himself to working up effective means of putting co-operative ideas 

·into. a shape that will appeal to the masses will be a scant provision, 
if the " better living " side of the movement is to be treated as 
seriously as it deserves. We can only express the hope that when 
Government's financial position improves, our proposals may be 
fully met, and that, by strict economy throughout the movement, 
the possible contributions by way of levy m·ay be stretched to cover 
essential needs. 

We think it is outside our province to advise the Federation on 
the rates to be levied from different kinds of societies. But we 
would urge that those societies that do not require close supervision 
either in the audit or the development side should not be overbur. 
dened with levies, though capacity to pay may rightly be taken into 
account as well as the service actually rendered. 

222. Compulsory affiliation.-Since all societies registered 
under t.he Co-operative Societies Act obtain certain privileges, the 
majority of us think that they should be obliged to contribute to 
the cost of efficient management of the movement as a whole, and 
<'Onsequently recommend that in future all societies should be 
obliged to affiliate themselves to the Federation, and that existing 
societies, which are not members, Rhould be brought in under 
threat of deregistration. 

Mr. Batheja thinks that the exceptional step, which has not 
been taken in any other province, of forcing all members of 
co-operative societies into an association, which has in effect the 
power of taxation, necessarily involves some control over that power 
especially as he does not think the individual members have a 
sufficient say in the Federation Congress. He recommends that 
levies proposed by the Federation should require the approval of 
Government. Mr. Roy would prefer to adhere to tbe present 
system of voluntary assoeiation, but, if compulsion is applied, 
agrees with Mr. Batheja that outside control would be proper. The 
majority of us deprecate such control on the ground that we believe 
that the borrowing members, who ultimately pay the levies •. have 



O.n, eiiectiwecv.oice.in. the decisions ,rea4.:hed, by. the- Oopgresl>; and, that 
Go~ermnent: control: in SMch, a. m;J.tter, is contrary to, co-operative. 
ideala, 

. lf membership of, the Federation continues to be voluntary we 
are ali agreed th[\t the R!Jgistrm: sbou)d have a statutory power tp. 
rec,over the cost of audit,_ however he d!Jcides tq conduct it, from. 
s_qqi~tj~~ w]licl~. st!l!l~. out,. 



REALISATION, LEGISTJATION AND THE DEPARTMENT. 

CHAPTER XW. 

Recovery of ·dues. 'Awards 'an·a 'liquidation. 

223. Btate of collecti07i8.-Ability to get frdm ·debtors not only 
regular <payment of interest, but also the instalments of principal 
according to the agreed terms of the loan, is essential for ·a ·sdnnd 
banking system. All banking involves the use of borrowed money, 
and, since the creditors of 'I:ianll:s expect prompt 'payment ·of due 
demands, tlie banks 'must be reasonably sure of equally pro'mpt 
and regular payment of their dues. lt is ·well known that of 
recent years the central banks have not been able to collect in 
'full according to the terms of the loans m'ade by 'them. 'The figures 
below are taken from the Registrar's Annual Reports ·and show 
the .percentage of collection on total de'mand, including arrears :-'-

Year. Percentage. 

1924 57 
1925 63 
1926 59 
1927 68 
1928 65 
1929 59 
1930 35 

The percentages of 1927, 1928 and 1929 were calculated on 
demands as revised by substantial revisions of the terins of repay­
ment in favour of the debtor societies, and should perhaps be scaled 
down to 54, 52 and 46 respectively on the original terms of the 
loans. Such standards of collection, which are presumably repeated 
in the primary societies, cannot continue indefinitely, without 
bringing about very serious consequences. 

We are satisfied that, until recently, the main cause for poor 
collection was undoubtedly that loans, granted -for periods not 
exceeding five years or so, were applied to the repayment of 
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"debt and the redemption or purchase of land. Bad seasons 
sporadically increased the difficulty of collection, and real over­
financing, i.e., grant of loans beyond even ultimate ability to 
repay, especially to non-agricultural societies, •has played its part. 
More recently the rush of marriages to avoid the operation of the 
" Sarda " Act ate up funds, which might have been available for 
repayment.· Finally in the last 18 months, rural India has come 

·within the scope of the worldwide economic depression, of which 
we have not yet seen the end. 

224. Improvement of rruwhinery for collection.-We have said 
elsewhere that an attempt to realize dues indiscriminately, while 
the present price levels prevail, would not only cause very grave 
hardship but also defeat its own aim. But, where members and 
societies are in a position to pay, wha~ they have contracted, they 
should be pressed to do so. In the meantime steps, which we now 
proceed to indicate, should be taken to improve the machinery of 
collection. · 

225. The meaning of an." award ".-Where a member of a 
primary society fails to pay his dues, the course open to the society, 

. other than an ordinary money suit in the civil court, is provided by 
rule 12 of the Rules framed under section 43 of the Co-operative 
Societies Act. This provides for a reference to the Registrar 
of any dispute touching the business of the society not only· between 
members of the society but also between the executive of the 
society and its members. A claim ·for payment of dues, if not 
complied with, is considered to be such a dispute arid the Registrar, 
or an Assistant Registrar duly empowered, may either decide the 
dispute himself or refer it for· decision to arbitrators. Such deci­
sions, which are called awards, are, on application to the 
appropriate civil court, enforceable as a decree of that court. 
In practice the Assistant Registrar usually deals with the matter 
himself. 

226 .. Central banks to have power to proceed against indi­
viduals.-It has· been represented to u..s first that some .primary 
societies do not apply for awards against their members with proper 
energy, and second that the civil courts are dilatory in executing 
the awards when presented to them. In regard to the first defect, 
it is further to be·noted that the practice has been, up till recently, 
for central banks to obtain awards executable against individual 
members of affiliated primary societies. This practice has been 
stopped by a recent ruling of lthe Patna High Court. As a result 
a central bank has seldom any immediate remedy against a primary 
society, which declines to collect from its members by way of 
award the sums required to pay its dues to the central bank. Few 
primary societies have any property of their own against which 
the central bank can execute. We think this is a vital defect 
in the machinery for recovery . of dues which must be removed. 



A central bank should have power to require an affiliated society 
to :apply for an award against one or more of its individual 
members. If the primary society fails to do so within three months 
of such a requisition, the central bank should be empowered to 
apply for an award against individual members and to realize 
from them a sum, to be fixed by the Assistant Registrar of the 
society's dues to the central bank. Further, if, after a primary 
society has applied for and obtained an award against its members, 
the central bank can satisfy the executing court that the primary 
society is not diligently prosecuting the award, the court should 
be empowered to substitute the central bank for the primary 
society as the decree-holder, or, if no application at all has been 
made to execute the award, to permit the central bank to make 
sucli an application. 

~27. Power of Registrar to distrain.-Tbese increased powers 
should ordinarily be enough to enforce collection, where payment 
is possible. But occasionally, no doubt, the habit of evading pay­
ment of co-operative dues bas become so ingrained that a more 
drastic remedy is needed. For thiS" reason we support legislation 
following the precedent of the Madras Bill, empowering the 
Registrar and his subordinate officers to distrain on the movable 
properties of members for dues to their societies.. The precise 
method of distraint and the circumstances in which the power could 
be used may be left to be defined by statutory rule, as the Madras 
Bill proposes. The general scheme might follow that laid down 
in Chapter Xll of the Bengal Tenancy Act. The Registrar would 
probably have to utilize tht: servants of a central bank for the 
actual process of distraint, and it might be as well to require that 
applications for distraint, if from primary societies, should be 
backed by the central bank. 

228. Awards to be brought undrr crrlificale proccdurc.-To 
remedy the second defect, arising from the inability of the eivil 
courts to execute decrees arising out of awards promptly, it has 
been proposed that the enforcement of awards be also placed in the 
hands of the revenue courts, i.e., that they may take the form 
of a certificate under the Public Demands Recovery Act. This 
is provided by implication in the Madras Bill, which proposes to 
preclude both civil and revenue courts from questioning the decision 

·of the Registrar or the arbitrators. A liquidator's orders can at 
present be enforced either by the appropriate civil court or by 
requisition from the Registrar • to the Certificate Officer. We 
support the proposal tha·t the same choice of alternatives should 
be thrown open forth.~ execution of awards. In Sambalpur, where 
the Public Demands Recovery Act is not in force, the only courFe 
is to make awards realizable ·by the same process as that used for 
recovery of land revenue in that district. 
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229. Conditional attachment during pendency of award 
proceedings .-In order to prevent defaulters from .defeating <ill" 

delaying execution of awards by disposing ,of or :removi1:1g »heir 
property during the proceedings we commend the proposal.embodied 
in the Madras Bill that the Registrar ahould be empo.wer~d .to 
direct the conditional attachment .of prqper:ty. 

230. Go-operative debts to 1/e a " first charge ".-It is •here 
also convenient to consider a proposal-which has 1ang •been pressed 
by co-operators, viz., that, after the claims .of GoveDnment for 
public demands and of landlords ·for rent, debts due by a member 
to a co-operative society should be a first charge upon ,assets •Ell!eate.d 
or developed by means of loans advanced by that ·society. This 
principle is already in the law in Bombay, and is emba.died ;mo:re 
comprehensively in the Madras Bill, and we see no ,goad .reason 
why the precedent should not be followed in this province, when 
the law is amended. At present co-operativ-e debts are mer-ely a 
lien. 

231. Notice of rent suits to be given to central banks.-. I.t :has 
been r-epresented to us that members somethnes avoid paying their 
just dues to their societies, by means of collusive r{lnt suits brought 
against them by their landlord. We sugge~t as a guard against 
this a provision of law that landlords, to whom notice has b.eCll 
given that one of their tenants has joined a co-operative .credit 
society, should be obliged to send a copy of the notice of a ,rent 
suit to the central bank, to which that society is ·affiliated. Even 
where the suit is not collusive, it would be an advantage to the 
central bank to know that primary society members were .being 
threatened with suits for rent, so that early action might, if thought 
fit, be taken to assist them. It would, however, .be necessary .to 
provide some " sanction " against failurce Jt4> giw co,pies of suit 
notices. 

232. Cautious use of increased powers.-We realize that in 
making these proposals for improving the machinery for collection 
of overdues, and especially in placing with the centra) banks more 
power to enforce collection, we are admitting .a very serious failure 
of co-operation, which should depend on the character of the 
members and should expect the primary society to take action of 
its own motion against defaulting members. The additional 
powers which we have proposed should not be lightly used, or 
they will result in turning the whole movement into a mahajani 
business, at least as soulless as the ordinary bu!>iness of rural money­
lenders. It is essential for co-operators to remember the following 
passage from Mr. Calvert's Edition of .the Co-operative Societies 
Act (page 193) :-

" At first, Government refused to allow the societies a special 
summary procedure for the recovery of their debts 1n place cl the 
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slow ·and expensive methods of the courts. It would, it was 
'thought, :be mistaken kindness to- confer upon societies arbitrary 
powers of •recovery, and if in the absence of such powers a society 
ca;nnot by means of the joint security given and its own morn! 
authority collect its debts, the failure is due to a careless selection of 
.members in the first instance or to lax management. If individual 
soCieties could employ special methods. in dealing with their mem­
:bers, they would be encouraged to become careless in administration 
and to neglect the Yital principle that ailmission should be refused 
t{) those who cannot be relied upon to fulfil their obligations." 

233. Liquidation statistics.-So far we have been dealing with 
-the :rceeovery of dues ·from societies in full working order. It 
:remains .to ·discuss the case Of societies, which have to be liquidated . 
. The matter is one of growing mwortanoe. In 1922.23, 80 primary 
B())cieties <were brought under ~liquidation, 92 in 1924, 129 in 1925, 
.and 440 in the three years 1927-29.. Thus whereas in the earliest 
-year 1.55 per ·cent of the total :number of primary societies then 
Jregistered came ·under liquidation, in the three latter years 1.66 per 
.cent were so treated. In the last year for which a report is ready, 
1930, 261 societies were brought under liquidation or 2.8a of the 
.total number. 

The outstanding dues from societies under liquidation was 
Rs. 6lt lakhs .at the end of 1928, but stood at Rs. 7~ lakhs at the 
-end -of 1929 and at Rs. 11~ lakhs at the end of 1930. This means 
an increase from 2.8 per cent on the working capital of central 
banks to 3.4 per cent and .again to 5.1 per cent. The realizations 
from societies under liquidation for the last three years have been 
about Rs. ! -of a ·lakh, Rs. 1:}lakhs and Rs. 2! lakhs. 

234. Compilatioft of statistics of completed liquidations.-As 
liquidation proceedings cover several years, it is not possible to 
judg-e from these figures what proportion the ultimate recovery 
will 'bear to the demand. We think that the records of complete 
liquidations should be brought together ill order to arrive at a 
probable figure for that proportion. As things stand there is no . 
guide for auditors and the institutions that they audit, when 
attempting to determine what part of a lump sum shown as bad 
and doubtful debts should be reckoned as definitely bad. 

235. Liquidation of non-agricultural primary societies.-Much 
of the outstanding dues from societies under lil]uidation are, no 
doubt, from non·agricultural societies, whose disastrous careers 
have landed many of the ct>ntral banks in difficulties.. Some banks 
that we visited ban as much as Rs. 20,000 or even Rs. 50,000 
locked up in this way, of which a very large proportion is probably 
irrecoverable. We commend to the Registrar the suggestion that 
a detailed examination of such burdens on the finances of the move­
ment should be made; in order to judge more clearly how the normal 
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type of society, the primary agricultural credit society, stands.. We 
also think that the proceedings in the case of non-agricultural 
societies under liquidation should be pushed on with all possible 
vigour and the central banks strongly advised to write off the bad 
debts that have accrued from them. 

236. Liquidation of agricultural societies.-The difficulties of 
liquidating agricultural societies are considerable. The ultimate 
security for the debts of members of such· societies is their landed 
property. As we have already seen in some districts this cannot 
be brought to sale at all, while everywhere the process is fraught • 
with difficulty of greater or less magnitude. As a result purchasers 
are shy, and the principal creditor. the central bank, is sometimes 
compelled to buy in the land itself. It has no staff competent to 
manage such assets, and not infrequently gets less out of them than 
it has to pay out by way of rent and cess. If, on the other hand, 
attempts are made to realize dues not on capital, but on income; 
liquidation proceedings drag on interminably, as the debtors can 
only pay on their crops, once or at best twice a year. It has been 
urged before us that liquidators of primary agricultural societies 
should visit the villages concerned, and not merely work through 
the courts. We agree with this idea, though the extra cost of such 
touring must always be a factor for consideration. 

237. Access for liquidators to documents kept in public offices.­
Another complaint made is· that niuch expenditure is necessary for 
the fees to be paid for obtaining the information required by a 
liquidator from the collectorates and the registration offices. We 
have been assured by the Inspector-General of Registration that the 
existing rules allow the liquidators full access to the index of 
documents and to the documents themselves wjthout charge, though 
they naturally have to pay for copies prepared for them. This is 
not generally understood, and we think the rules might be made 
clearer, and a copy of those that are relevant supplied to liquidators. 
We also see no reason why they should not be allowed, under proper 
supervision, free access to the copy of the record-of-rights kept in 
the Collectorate. In most cases a liquidator merely requires 
information and not certified copies of docume;nts. 

· 238. Agency for liquidation.-Liquidation was until recently 
entrusted to honorary workers drawn as a rule from the directorate 
of a central bank. In 1928 the experiment of appointing paid 
whole-time liquidators was introduced, and it has on the whole 
given much better results, though there are still some difficulties 
arising out of the wide distribution of societies under liquidation. 
Thongh we would not fetter the discretion of the Registrar, we 
think that liquidation should ordinarily be entrusted to paid whole­
time men, working under the close supervision of the department. 
Though their cost must ultimately fall on the assets of the societies 
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liquidated, we think Government should advance a sufficient sum 
to enable the Registrar to pay such men regularly, if necessary 
charging interest on the amount so advanced. It is not the function 
of the Federation or of the financing banks to supply such advances 
to enable the Registrar to carry out a statutory duty. 

239. Delays in decisions to liquidate.-We have had some 
complaints that the order for liquidation takes a long time to 
secure. We think that, when a credit<lr applies for inspection of a 
society under section 36 of the Act, such inspection should be made 
very promptly and a decision reached without delay whether 
dissolution and liquidation should follow.. Any long interval 
between the application and the decision gives opportunities for 
dishonest members to dispose of their assets and enables other 
creditors to protect their interests at the expense of the applying 
creditor. · 

240. Prevention of fraudulent dissipation of assets.-We 
further recommend a statutory provision which would prevent 
fraudulent dissipation of assets at any rate during the period between 
the order of de-registration and the decision of the appeal provided 
in section 39. It may indeed be necessary to extend the period 
backwards to the commencement of the inspection under section 36. 

241. Liquidation of central banks.-So far we have been in the 
rnain considering the liquidation of primary societies. The liquida­
tion of central banks raises other problems. Up to now only two 
unimportant banks have been so treated, the Bettiah Central Chris­
tian Bank in Champaran district, and the Banpur Central Bank in 
the Puri district. There is a natural reluctance to take this extreme 
course with a central bank, arising partly from the shock which it 
gives to the credit of the movement in the eyes of the public, and 
partly from the hardship that it imposes on the members of the better 
primary societies affiliated to the bank. We think that the possibility 
of general credit being shaken must be faced with more resolution 
than has been displayed in the past. We doubt whether public confi­
dence is not more likely to be insidiously sapped by the underpinning 
of thoroughly dilapidated institutions than to be driven into a sudden 
panic by their collapse. After all the public invests not in " the 
movement " but in particular credit institutions, of whose manage­
ment most investors can judge by a study of the balance sheet and 
their personal knowledge of the leading members of the directorate. 

242. Protection of good primary societies.-The other reason 
for keeping alive invalid central banks has more weight. Hithert<l 
in tlie two banks liquidated, the problem of dealing with the better 
affiliated societies has not been acute, since in both cases a neigh­
bouring bank in a fairly prosperous condition was ready to take 
them over. This may not be so easy, if other liquidations became 
necessary. We certainly think that every effort should be made to 



save good •societies. ;EJuring the period -of :liquid!ition 'of •a ·e!liit'l!~ 
bank ·the .following •aotion should be taken if JPOssible :-· · 

'(i) :Attempts should be made to organize a new ceritra.1 'bank 
in the same area, to which the better societies should 
be affilia:ted. 

(ii) 'If this is ·not advisable or tJossible, a ·neighbouring .central 
bank should be pressed to take tbem oV'er. 

(iii) .Pending snob •IJJlTangements it:he Provincial Bmk should 
be invited to continue to supply them with short-term 
credit, on the advic-e of the department •supplementell 
•by the informstion derived from its ~;>wn inspectors, if 
appointed. -

(iD) If none of these expedients are possible, the .better 
societies should be promptly liquidated, and the 
balanae after liquidation ·spent •on ·a permanent 1benefit 
to the village, ·or set ·aside as a nucleus fund for a 
non-credit village welfare society. 

We have said elsewhere that we do not advise in the present 
depression a rigorous .policy of liquidation of societies of ·all kinds 
that are unable at the moment to meet their liabilities. At the 
same time societies, whether primary •ol' <secondary, whioh ave 'hope­
lessly apathetic ar involved ·beyond any chance of reco'Very should 
be liquidated. 

243. Use made of ·the principle of unlimited liability.-It is 
proper to indicate the extent to which the principle of joint and 
unlimited liability has been enforced in the liquidation of societies 
governed by that principle. The Provincial Banking Enquiry 
Committee was informed that out of Rs. 2,10,502 realized by 
liquidation proceedings up to the end of 1928, only Rs. 4,498 had 
been realized by holding members to their undertaking for the 
debts of their fellew-members. The latest figures, those of 1930, 
show Rs. 43,700 so realized in the year out of a total of a little 
less than Rs. 2,50,000. It is evident that the fear of unlimited 
liability, which deters many agriculturists from joining co-operative 
societies, is not by any means a mere bogey. We expect that 
it will continue to operate as a check on the recruitment of the 
more thrifty and foreseeing raiyats, as long as primary societies 
attempt to fulfil the function of land mortgage banks. 

244. Remission of fees in certificate cases.-A few other points 
remain to be considered. Liquidation can be carried through either 
with the help of the ordinary civil courts or by the special procedure 
of the Public Demands Recovery Act in the revenue courts. In 
the civil courts we are told that certain fees are not payable, 
which are required in the revenue courts. We have not been able 



!o. e~amine the re~son for this ·difference, and so can express iii! 
oprmon on the ments_of the propQil&U9 remit fees in revenue courts. 

~5. C.ha!!eng~ of liquidators' orders before the Certificat~ 
Officer .. -. The. question has been raised whether the order of a 
liquidator. is open to examination by a revenue officer, before whom 
a. req].tisitio!l for a certificate under the Public Demands Recovery 
Act has been. made. The Board. of Revenue has definitely held 
in a. recent. c&se that it. is not so open. There is, however, always 
a possibility of such a decision being brought in some way or another, 
before the High Court, which may take a different view. The 
Board of Revenue's decision is certainly in accordance with the 
intention of the legislature, and we think. that it WQu]d be as 
well;. when the Act is amended, to place· the matter beyond 
quesban. "' · 

2~6. Insolvency. of members .• -It has been urged that members 
of. co-Qperative, s.ocietie~ tu.ke. refuge behind the provisions of 
Insolvency Law. to escij,pe. from paying their dues to societies. 
We have.· some. evidence. tliat. this practice is increasing. But, 
even if it is desirable. to re~trict. members of co-operative societies 
from getting, themselves declared insolvent, we are aware of no. 
concrete p,roppsal.for. doing so effectively. 

24 7. Disposal of surpl118 after liquidation.-Finally there 
appears t.o be· a considerable difference of opinion among co-opera· 
tors regarding. the manner in which any balance that remains 
over to a . society. after liquidij,.tion should be treated, ':nwo. cases 
should be. distinguished, A society may be brought. under. liquida. 
tion on application made. by three-fourths of its members, or it 
maY. be. liquidated as ,the result of, an enquiry made. by. the Registrar 
under section 35 or an inspection. under section 36. The first 
will ordinarily be voluntary and. the others forced liquidation. In 
aU cases the Registrar is under no positive ob~!.gation, to liquidate. 
He. is.us)l.l)Jly, if not. invariably, the final authority prescribed. by 
the. bycla.ws o( the society to decide how any surplus .on completion 
of liquida.tionis to.: be disposed of. The. standing. practice is for 
such surplus, to be. devoted to an. object, selected by the members 
and. approved by: the Registrar, designed fat the benefit of the 
locality iJ;J, which the .. society operated. Failing an agreement 
within a,reasanable time about such.an object, the Registrar has 
hith.erto. ordered the swplus to be credited to the funds of the 
Development Section of the Federation. We see no reason to. 
advise an alteration of this practice. The surplus is the common 
prope.rty of the. society, and should not on liquidation be divided 
amongst. members, especially as. it• has been accumulated by the 
efforts. o£ past as well. as. present members. Any such practice 
plight encourage applications fo~;. voluntary liquidation. 



CtiAPTER x'l •. 

Legislation. 

248. Need for a provincial Co-operative Act.-The time has 
certainly come to replace by a provincial Act, with such alterations 
as may: be necessary, the all-India Co-operative Societies Act of 
1912. Bombay and Burma have already their local Acts and a 
Bill has been drafted for Madras. We have not had sufficient 
time to prepare a complete Bill, but we have examined the draft 
of a Bill made in the Registrar's office a year or two ago and 
give our views on its more important features. 

249. Increase of the limit for irulividual holdings of shares.­
It is proposed in modification of section 5 of the Act of 1912 to 
raise the maximum for an individual holding of snares in a limited 
liability society from Rs. 1,000 to Rs. 3,000 and give the Registrar 
power, in special types such as housing societies, to place the 
maximum at Rs. 10,000. The second proposal is borrowed from 
the Bombay Act. The first is new. Neither Burma nor Madras 
have seen any need for a change. We are not aware of any need 
in this province for a general raising of the maximum. Nor is 
it clear why individuals should hold very: large blocks of shares in 
a housing society. Capital for such societies should be raised by 
means of debentures. We think that if any relaxation is required 
in special cases it should be made ·by the local Government under 
section 46. . · 

250. Power to insist on amendment of by-laws.-Section 11 
of the 1912 Act gives the Registrar control over amendments of 
by-laws, when a society proposes so to amend. It gives him no 
power to insist on the amendment of the by-laws of an existing · 
society, which does not wish to amend. It is proposed to give 
him such power. There is no precedent either in Bombay, Burma 
or Madras. We have suggested certain changes, in regard to 
central banks in particular, which will necessarily involve altera­
tions in the by-laws of existing societies, e.g., the abandonment 
of the preference in the matter of dividends given to individual 
over ordinary (society) shareholders. We doubt whether such 
changes can be brought about in all cases by persuasion or even 
by the exercise of such control as the Registrar or the Provincial 
Bank at present have. We would, therefore, give this additional 
power but place it in the hands of the local Government instead 
of the Registrar. · 

· 251. Proposal ~o give by-laws of a society the force of law.­
In ord~r to check disregard by members of societies of the by-laws, 
to whiCh they: have subscribed, the Federation Congress has 
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proposed that by-laws should have the force of law. The precedent 
of section, 139 of the Bengal Local Self-Government Act of 1885 
is quoted. As far as we can see the proposal rests on a misunder­
standing. The enactment quoted gives district boards power to 
prescribe penalties for the commission of certain acts by the public 
which are detrimental to the proper performance pf their duties. 
It is not intended by this section to enforce the liability of the 
constituent members of a district board fpr failure to conduct their 
business in accordance with their rules. Though we are fully in 
sympathy with the idea that such enforcement is necessary we 
do not think this is the way to secure it. 

252. Audit and surcharge.-It is proposed to elaborate section 
17 of the Co-operative Societies Act in oJOiier (i) to define more 
clearly what the audit report shall show, (ii) to provide that the 
officers of the society shall be legally bound to appear before the 
auditor and to furnish infprmation, and (iit) to empower the 
Registrar, subject to an appeal to the local Government, to 
surcharge the person or persons responsible fpr payments contrary 
to Jaw or the rules of the society. Vve support these proposals 
very strongly, as we consider that adequate audit and the enforce­
ment of liability, disclosed by audit. for acts done to the detriment 
of the property of a society, which are contrary to the law or rules 
are absolutely .essential for sound co-operative progress. 

253. Restrictions on the grant of loans and on borrowing.­
Two proposals have been made, first that the Registrar should be 
empowered to prescribe a limit to the loan which a society may 
grant to an individual member, and second that he should be 
empowered to limit the extent and mode of outside borrowing. 
Though we recognize that they are designed to check serious 
abuses, we are doubtful whether the first of these provisions is 
essential, and it would certainly weaken the growth of responsi­
bility in co-operative societies. To check the practice of granting 
to individuals disproportionately large loans we would prefer to 
rely first on the control of the general meeting of the society itself, 
which should be strengthened by proper attention to development, 
and second on the control of the financing institution, which as 
a rule supplies the funds for considerable loans. We also anticipate 
that if, ·in future, the present kinds of co-operative credit societies 
are restricted to short and medium term loan business the abuse 
will be greatly diminished. We doubt if the Registrar's control, 
if given, would be really effective. 

On the second question, we see no need for new legislation. 
Section 43(2)(e) empowers the local Government to " regulate the 
manner in which funds may be raised by means of shares or 
debentures or otherwise." It is open to Government to frame 
a rule on this subjec.t and most local Governments require societjes 



to: fix .. their annual maximum· liability and empower the: RegiBttatt 
to. reduce. it, if he thinks fit.. AB we: have said before we. think: 
it is. better to place. this power generally w~th the financing ba~ 
either central. or. provincial. · 

254, Restriction- on dividends.-It has been• proposed· to: 
. embody in the Act· a provision that no dividend in excess of 9 per 
cent shall be paid without the Registrar's sanction. 'l'here· is 
already a statutory rule· framed under section 43(2) (r) limiting· 
in this way dividends to 12!- per cent. The proper course· would 
seem to· be to amend this- rnle and not to put' a new seetion in 
the Act. 

255. Increase of liquidatOT' s powers.-. we supporb generally 
proposals- to legislate. in. order. to increase· a liqp.idator's powers in 
the matters of. getting possession of the books and documents· of. a.. 
de-registered society as soon as possible, of making. compromises 
with creditprs, of determining contributions from time to time 
as liquidation proceeds and other matters, in so far. as they; are 
not'. or. cannot be provided for by statutory rules. But, here. again­
we deprecate. rigid. legislative provisions, where more flexible 
provision by rnle is possible. 

256. Assessment. of damages during· liquidation!-. In, addition. 
to .. the proposal to. empower, the Registrar to:surcharge.forrbreach of, 
law or rules disclosed by. theoll.udit of a .. working.soCJiety, it<isoproposed: 
to allow him to assess damages against oflieers of a society during 
liquidation. This proposal already stands in the Bombay· Act as 
section 50-A and it is· proposed· in the Madras Bill. Further it'- is 
in effect the law. for ordinary·companies by reason of section· 235'of· 
the Indian CompaniBil· Act, 1913, which gives· the power ta· the 
court engaged· in winding up a. company. We strongly· suppart 
this proposal .. A right.of: appeal is required here.·j;OO. 

257. Amendment of the preamble.-The preamole; as it standS; 
limits the provisions of the Act to· societies designed to helP: 
" agriculturists, artisans and persons of limited means."' We have 
already indicated that this may be interpreted as· excluding• certain 
forms of .co-operation, sucll as housing ·societies, which •it is· desira;blEJ. 
to promote. We think· that• the preamble should be amended 1on 
the lines of the Bombay Act. 

258: Other·proposals.-We have dea.lt in the·previous·cliapter 
with. proposals for legislation designed to facilitate· collectioxr a£ 
dues, and elsewhere. with legislation· for· relaxing· restrictions o~ 
transfer of holdings (paragraph 65), for ·strengthening· the control 
of the Provincial Bank over central. banks· (paragraph 9S)) for 
increasing the statutory provision for re8erve (paragraph, 118), for 
providing for· the supersession of central bank directorates (para.. 
graph 201); and· for phicing the recovery of audit charges on a. 
statutory· basis (paragrapl:i · 222). Should- our proposals for the. 
establishment of land mortgage banks be· accepted, special' lilg!B­
la.tion·· on t)la~c subject will· probably be· require~;, 



CHAPTER XVI. 

Organization of the Co-operative Department. 

259. Existing strength.-The present .organization of the 
agency for the official control and supervision of the movement 
consists of the Registrar, an officer of the Indian Civil Service 
or one of the Provincial Exe.!nlive Civil Service holding a listed 
post, the Deputy Registrar, ta!cen from the latter service, and twelve 
Assistant Registrars, of whom three are temporary additions to 
the strength, drawn mainly from the cadre of the Provincial 
Executive Civil Service, and lastly one Chief Auditor. Except 
ministerial and menial establishments attached to these officers, all 
other persons employed on full time in the movement are the 
servants of the Federation or of the individual societies. Thus 
Bihar and Orissa, unlike most other provinces, has no official 
establishment for field work below the rank of a gazetted officer. 

260. Increase of Deputy Registrars.-The Registrar has un­
doubtedly a very heayy burden, and we think it is essential that 
he should get substantial relief as soon as possible .. We propose that 
the number of Deputy Registrars should be raised to three, one 
for North Bihar, one for South Bihar including Palamau, and one, 
as at present, for Orissa and the Chota Nagpur Divisions excluding 
Palamau. These three areas have at present 19, 25 and 23 central 
banks, and the number of societies in each area is not very far 
from being equal. Possibly relief could be afforded to the two 
heaviest charges by placing certain areas directly under the Regis­
trar, as in the Punjab. The present Deputy Registrar draws pay 
on a special scale of Rs. 1.000-40-1,200. We think that con­
solidated pay of Rs. 800--40-1,000 is sufficient to attract capable 
officers of the Provincial Executive Civil Service from which service 
we expect for some time to come, at any rate, these posts will be 
filled, 

261. Assistant RegistrarR to be drawn from Subordinate Execu­
tive Service.-We see no good reason for continuing the practice 
of appointing officers of that service to the posts of Assistant 
Registrars, however necessary it may have been to do so in the 
early years of the movement. We intend that Assistant Registrars 
should be mainly concerned with rural primary societies, and we 
doubt if their members are able to distinguish between Deputy 
and Sub-Deputy Collectors. We understand that Government, 
owing to the curtailment of Survey Settlement operations, is far 
more able to supply the latter than the former, and- it is likely 
that the Co-operative Department will get something like the pick 
of the Subordinate Executive Service cadre. 
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262. Period of seroice.-An officer should usually be taken 
after 5 to 7 years' service, and, if S!ltisfactory, retained for 5 years, 
when the question of his reversion should be considered. If he 
is retained longer it should be for another 5 years, during which 
period we expect that the best of them will gain promotion to 
the Provincial Executive Civil Service. It would probably be 
best to revert them after 10 years, since those that are not of 
special merit will grow stale, while those who, by promotion to 
the Provincial Executive Civil Service are rriarked out as likely 
to be fit for the post of Deputy Registrar, should have some 
experience in the general line, including, if possible, the charge of 
a subdivision. It would be as. well to revert these soon after they 
gain promotion to the Provincial Executive Ciyil Service. 

263. Pay of Assistant Registrars.-We think the present time. 
scale B for Sub-Deputy Collectors. viz., Rs. 225 in the 6th year 
of service, rising by triennial increments of Rs. 25 to Rs. 300 in 
the 15th year of service, with a special allowance of Rs. 25 will 
be sufficient. Such of them as gain promotion to the Provincial 
Executive Civil Service should come in under the ordinary rules 
and draw their pay as Deputy Collectors plus an allowance of 
Rs. 50 a month. We anticipate that it may be possible and 
desirable to recruit occasionally either from Federation Officers of 
special merit or perhaps from the Agricultural or Education Depart­
ment. If such appointments are made they should be on the same 
rates of pay. In view of the smaller charges that we propose and 
improved means of transport, we see no justification for continuing 
special rates of travelling allowance. 

264. Size of charge and number of Assistant Registrars.­
The Assistant Registrar's charge should be about 500 rural primary 
societies, which will mean at present 3 or 4 central banks. The 
province should be organized into 18 charges, and there should be 
three spare officers-one under training, one for leave reserve, 
and one for special duty. There should also be one senior Assistant 
Registrar employed as Personal Assistant to the Registrar making 
~2 officers in all. 

265. Cost of reorganisation.-We expect that normally the 
cost will be as follows :- . 

One Assistant Registrar under training on Rs. 250 p.m. 
Six Assistant Registrars on Rs. 250 per mensem ... 
Six Assistant Registrars on Rs. 275 per mensem 
Six Assistant Registrars on Rs. 300 per mensem 
Three Assistant Registrars on Rs: 400 per mensem 
Three Deputy Registrars on Rs. 900 per mensem 

Rs. 
250 

1,500 
1,650 
1,800 
1,200 
2,700 

Total 9,100 
per mensem. 
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The present pay- of the staff excluding the Registrar is about 
.Rs. 8,200 per mensem. 

266. Arguments against a closed seroice.-We are not in 
favour of creating at present a closed service of gazetted officel"t' 
in the Co-operative Department. In the first place it would be 
excnedingly difficult to provide for officers, who by reason of age 
or infirmity were unable to tour con·stantly. Next we expect that 
some officers would lose their keenness, and while that quality is 
very desirable in all walks of life, it is essential in co-operative 
work. Lastly we think that it is desirable that the general adminis­
tration should have a leaven of officers, with close experience of 
co-operation. Possibly these objections to a close service may, as the 
specialization required by the officers employed in it increases, 
cease to have the weight we attach to them now. 

267. Other proposals.-We see no present need for a Joint 
Registrar, but every third year an officer suitable for appointment 
as Registrar should be placed on special duty for six months for 
training to fill the vacancy when it may occur. We do not think 
that the appointment of Honorary Assistant Registrars is a practical 
proposal. 

' 
268. Financial consideratioM preclude a subordinate field 

staff .-In the present financial position of the province we cannot 
recommend fresh expenditure on providing a staff of non-gazetted 
Government officers to work under the Assistant Registrars, 
particularly for inspecting the work of development supervisors, 
although some of us think that such a staff would be exceedingly 
useful. We must rely on the cheaper. expedient of development 
inspectors, of whom one wiii be attached to each circle committee, 
and who will be servants of the Federation, their cost being met 
hy a grant from Government. 

269. Probable future requirements.-We cannot estimate 
exactly the extra cost of the department on the basis of our proposed 
reorganization. This should be regarded as the minimum needed 
for present conditions and any marked expansion of societies will 
require a corresponding expansion in the department. In particu­
lar it will probably be necessary before long to provide a fourth 
Deputy Registrar, relieving the South Bihar and the Orissa cum 

. Chota Nagpur charges by forming a new charge comprising the 
Santa) Parganas and Chota Nagpur.. Though the Chief Auditor 
fills a very useful place in the organization of the department, we 
think that, when funds permit, he should be replaced by a Financial 
Adviser to the p,egistrar of a considerably higher status. 

270. Training .-It is essential that officers employed in the 
Co-operative Department, who are expected to give sound guidance 
to the movement should be thoroughly trained in co-operative 
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principles and have a good working knowledge· of 'banking. For 
this purpose it is necessary to treat Assistant Registrars; 'for at 
least·the first-six months after they have joizied .the department, as 
under training, and during this period they should attend a short 
course at the Sabour Training Institute, as well as be attached to 
a Deputy Registrar and to an experienced Assistant Registrar 
before being placed in independent charge. They should be consi­
dered as under probation in the department for 18 months, and if 
not thought suitable should be reverted to their previous post at the 
end of two years. In order to improve their knowledge of banking, 
they should be required to pass one of the banking examinations, 
which can be taken up without residence at an institution if 
they are to be retained in the Department, and encouraged by a 
special reward to take a similar audit examination. 

271. Immediate extra r~quirements.-For the immediate 
future we think it necessary that two experienced Assistant Regis­
trars should be placed on special duty, probably for one year, to 
supervise the work of estimating the repaying capacity· of members 
of primary societies and of separating out wilful defaulters from 
the others, and deciding what relief should be given to the latter 
in the way of extension of lcists or possibly reduction of interest. 
This work will have to be done by the directors and £taff of the 
central banks, but we consider that as it is so essential that it should 
be done systematically, the State should contribute by employing 
special officers for the purpose. If the proposal to establish land 
mortgage banks is accepted, an officer of special ability will be 
required for at least nine months to organize the first few of them, 
during part of which time he should study the working of such 
banks in other provinces. · 

272. Go-ordination of the worlc of the Go-operative Department 
with that. 'Of other departments.-We found that the Agricultural 
Department is working in close touch with the Co-operative 
Department, and has already done something in most areas to 
improve the material condition of members of rural primary 
societies. The Veterinary Department has also co-operated with 
good results. The scope for similar action by other departments, 
especially the Public Health Department and the Education 
Department, is likely to increase, and we trust that full advantage 
will be taken of the opportunities, which the co-operative 
organi~ation provides for gettins into c;:)os~J touch with rural needs, 



CONCLUSION. 

CHAPTER XVII. 

Ceneral· survey of recommendations and acknowledgments. 

278. (}round covered by our enquiTY.-Our task has been "to 
review the present condition of co-operative institutions in Bihar 
and Orissa. and to make reco=enda.tions for the improvement of 
co-operation in the province ". We have worked under the shadow 
of the great financial cloud, which still hangs over the world. A 
time, when debtors are hard put to it to find a sale for their produce, 
when financing institutions collect dues with difficulty and have to 
pay high rates on their borrowings, and when Government's main 
preoccupation is retrenchment, is scarcely opportune for laying 
down the future policy of a. movement that is so largely concerned 
with credit, or conducive to optimistic views of schemes for 
development. Yet this gloomy background for our enquiry may 
have the advantage of bringing out features, which might be missed 
among· brighter surroundings. We have had further the benefit 
of the labours of four similar committees, constituted specially to 
consider co-operative problems in other provinces, and of the bank­
ing committees, which reviewed those problems from a. more 
genera.! standpoint throughout India.. In particular we have been 
able to treat our enquiry as supplementary in many respects to the 
banking enquiry of our own province, in which two of our members 
were engaged. We have not felt it necessary to go over in great 
detail ground which was covered by that committee. We have 
touched on certain problems, notably those of agricultura.I indebted­
ness, co-operative marketing and the link between co-operative 
banking and the general money-market, very briefly, since they 
have been exhaustively dealt with in the Banking .COmmittee 
Report. The discussion of others, for instance, the question of 
long-term finance, has been taken up at the point at which that 
report left it and continued with such modifications as have been 
rendered necessary by changed circumstances or Iapre of time. 

274. Main financial recommendations.--Qur recommendations 
fall naturally into two broad divisions, those intended to secure a 
firmer financial basis for the movement, and those which concern 
its general conduct and development. The main financial recom­
mendation is 'the separation of long-term credit from short or 
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medium-term. Here we go further than the Bihar and Orissa 
Banking Enquiry Committee, and hold that it is essential to free 
the existing organization of the burden of attempting to provide 
long-term credit and to build up, as quickly as the obvious 
difficulties permit, a separate co-operative organization of land 
mortgage banks to take over that burden. Pending the consumma­
tion of ~his aim we urge that the finance of the movement be 
strengthened by the issue of debentures by: the Provincial Bank. 

We have examined the existing provision for fluid resource and 
advise a somewhat higher standard. In view of the threat of 
substantial bad debts we would increase the proportion of profits 
set aside as reserve before distribution of dividends. 

We have been struck by the absence of effective control over 
the borrowing policy of credit societies of all kinds which has 
resulted in the past in a serious glut of deposits, and have suggested 
means for co-ordinating financial policy throughout the movement. 

We strongly support the doctrine that loan policy should be 
based rather on the capacity of the borrowers to repay out of income 
than on their capital assets, and think that the estimation of that 
capacity should be vigorously taken in hand. 

The growing tendency of borrowers to fail to meet or actively 
to evade their liability to repay loans has forced us to recommend 
a strengthening of the machinery for recovery of dues. To enhance 
the ultimate security of agricultural credit, on which the movement 
mainly depends, we advocate relaxation of restrictions on transfer 
of holdings. 

275. Main non-financial recommendatiom.-The principal 
defect in the movement, as it stands at present, is the failure, save 
in comparatively rare cases, to make the primary societies anything · 
more . than an inefficient link in 11 credit organization. So long 
as they remain under the strict tutelage of the eentral banks, 
operating through an agency mainly concerned with the distribution 
and collection of loans, the defect will continue. Our main 
recommendation on this side is the creation of a development staff, 
separated from the banking staff, and responsible to small local 
committees of keen co-operators, who are determined to make the 
~ocieties genuinely co-operative. (Khan Bahadur S. Haque 
IS unable to see any hope of advance in this matter except by 
purely official agency.) 

,VI_Thile c~n~iderable advance has been made in recent years in 
prov1dmg trammg for the staff employed in the movement and for 
honorary workers, we think that much still remains to be done 
a.nd have indicated what further steps should. be taken. ' 
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We have examined the position which the Bihar and Orissa. 
Co-operative Federation at present occupies in the movement and 
find that it is· a. somewhat anomalous one. We have indicated the 
spheres in which it should operate effectively, and proposed means 
by which it may be expected to do so through standing committees. 
The majority of us think that affiliation to the Federation should 
be a condition of registration as a co-operative society. We have 
suggested a division of the cost of audit, development and training 
between Federation levies and Government contributions, which 
we think is more logical than the present arrangement, and have 
endeavoured to estimate the probable incidence of both. 

We have sought to further the ultimate ideal of a self-governing 
organization by strengthening control both by the Provincial Bank 
and the Federation. But we feel that, as long as the tax-payer is 
called on to make a substantial contribution to the movement and 
the investing public rely for the safety of their money on some 
considerable degree of State supervision, it is necessary to 
strengthen also the power of Government to intervene in a timely 
and effective manner when abuses occur. With this aim we would 
provide, with due safeguards, for surcharge against officers of 
societies, who ignore statutory rules or their own by-laws, and for 
supersession, as a. less drastic remedy than liquidation, of the 
directorate of a badly-managed central bank. The majority also 
propose a nominated element in the directorates of central banks 
and of the Provincial Bank. 

For the Department itself we recommend an increaAe o.>f 
experienced officers at the top who should be the main link ,vii-h 
the central banks and more important primary societies. For the 
Bnrwrvision of the ordinary societies we advocate a cheaper r,nd 
more numerous staff, whose principal duty will be to establish 
din•c( touch with these societies, a duty with the discharge of "bich 
preo,·eupation with the affairs of central banks has lat-terly 
interfered. · 

276. RecommendatioM concerning future deoelopment.-The 
i mmec!iate future is so much obscured by finan<:o;~l clouds that we 
can only advocate a cautious advance in most directions and a halt 
in so.rue. The credit societies must confine them~e!ve'!, wit.h very 
much restricted exceptions, to short and medium-term business. 
On these lines, especially if they can speedily be freed from existing 
long-term commitments by the creation of land mortgage I:.anks, 
expansion can proceed both by starting new societies round the 
present nuclei or by enrolling more members in established 
wcieties. There is no doubt whatever that there is a great demand 
for credit societies among the rural population of the provinc.e. 
But in rural areas especially we strongly advocate continued 
attempts to bring into being societies, which are not wholly or even 



mainly concerned with credit. The experience of sale societies :tnd 
of stores has been so unfortunate' that we do not encouarge for 
the present further ex_periments on those lines, but have indicated 
the more hopeful forms of development both for the towns and the 
country. 

277. The essentials for future success.-We have placed at the 
end of our report a detailed summary of our recommendations. 
While we recognize that all of them cannot be brought into force 
in the immediate future, we trust that they may prove to be tru8t­
worthy signposts along the road to prosperity for the co-operative 
movement in this province. Some of them, no doubt, run counter 
to strongly held views of earnest and experienced workers. We 
hope we have convinced them, but, if we have not, we still hope 
that they will be prepared to work those that find general acceptance. 
The future success of the movement does not, we are well aware, 
depend on the soundness of judgment or the fertility of invention 
displayed by a committee of enquiry, but on the zeal and energy 
of those, who are devoting themselves to this great endeavour to 
uplift the masses of India. We confidently expect that this zeal 
and energy will be displayed by the co-operators of Bihar and 

. Orissa. 
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Note by Rai Sahib Mihir Hath ~oy. 

It is with some hesitation and regret but after very careful 
<:onsideration that I have decided to write this note on two questions 
as they strike me to be important. I have from the beginning 
discussed them with my colleagues but regret we could not come to 
an agreement. 

The two questions are {1) the suggested employment of two 
inspectors by the Provincial Bank, and (2) the starting of land 
mortgage banks in this province. 

(1) With regard to .the first I wish to make it clear at the outset 
that the views I have expressed here are my personal views and do 

.not in any way bind the Directors of the Provincial Bank as I have 
not consulted them, and that I am not opposed to the appointment of 
insr-ectors as such; they will, I trust, be useful for collection of and 
supplementing general information about the · central banks and 
other institutions as the main report says OJ;! page 81, pa_ragraph 127. 
But I strongly feel that ad hoc employment of inspectors for 
enquiring into the loan applications after they are received from the 
Registrar will neither be useful nor advisable under the present 
circumstances as suggested in the main report in paragraph 199, 
page 127. That a financing bank should have its own full-fledged 
field staff for the purr-ose of satisfying itself as to the solvency of 
its debtors and should have fads and figures gathered by a staff 
responsible to it, when considering loan applications is very desirable 
and in some cases indispensable, none can question. But I am 
convinced that there is no half way house and half measures may 
even be injurious. In my humble opinion the proposed appointment 
of only two inspectors for that purpose is meagre when we bear in 
mind that the Provincial Bank has to cater for 67 central banks and 
about 150 societies and other institutions distributed and scattered 
over the whole provinc_e. The Bihar and Orissa Provincial Bank 
cannot, I am afraid, with its present resources, afford to have such: 
a complete staff as is necessary for the due discharge of that resr-on­
sibility and I consider therefore that the employment. of two 
inspectors cannot relieve the Provincial Bank of the position it finds 
itself now, viz., of relying " solely on the advice of the Department 
in deciding whether to finance a particular bank " (vide paragraph 
97, page 62 of the main report). Further the existence of two 

· separate agencies for collecting such information,s will merely result 
in duplication of work and may, in some cases, e.g., recommending 
the rejection of a loan, be embarrassing to the inspectors. It wi,ll, 
I feel, slacken the responsibility of the Registrar without 
the Provincial Bank having at its command the required adequate 
machinery for the purpose. 
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I venture to think that the citing of the case of the Burma. 
Proyi.ncial Co-operative Bank in this connection is not quite apropos 
for m Burma there were no intermediary agencies such as we have 
here, viz., the central banks. The Provincial Bank in Burma. mostly 
lent directly to the societies. 

(2) In the matter of starting land mortgage banks I _am now 
convinced that their establishment under certain conditions l.s neces­
sary, but I consider the main report does not adequately stress that 
they are a very difficult business and that they cannot be started in 
a hurry. As the Resolution of the Joint Session of the Standing 
Committees of the Indian Provincial Co-operative Banks' Associa­

·tion and Institutes' Association held on the 30th, 31st December 
1931 and 1st January 1932 lays down :-" Before establishing them 
in provinces where they do not exist careful investigations must be 
made by co-operators whether conditions for their successful working 
exist or will be forthcoming." This meeting, I may add, held its 
deliberations under the guidance of such eminent co-operators as 
Sir Lallubhai Samaldas and Mr. Ramdas Pantulu who have had 
several years' practical experience of the working of such banks in 
their respective provinces. The only other province which has 
co-operative. land mortgage banks is the Punjab and about that 
province I shall only quote from the last Banaili Readership 
Lectures (1930-31). It says on page 78 : " The Punjab co-opera­
tors have, however, gone further than, I believe, those of any other 
province in organizing land mortgage banks, whose sole object is 
to produce funds for repayment of old debt, land redemption, land 
improvement and very occasionally land purchase. These are still 
in the experimental stage and have advanced only Rs. 32 lakhs so 
far. It is a disquieting feature that one in every three borrowers 
from these banks is behind hand with his kists." 

Further it will be interesting to know that the State of Baroda 
had in 1924 a committee to enquire into the conditions obtaining 
there and though the committee after going into the question very 
thoroughly framed rules, etc., the State has not yet started a single 
mortgage bank. In my opinion therefore before the experiment is 
taken up in this province, the whole ground should be thoroughly 
and carefully prospected and explored by some agency specially 
deputed for the purpose. The learned lecturer of the Patna Univer­
si.ty Banking Lectures of 1930-31 on the same page when speaking 
about starting of land mortgage banks in our province lays down 
these weighty words which hold good even to-day. "It is very 
doubtful whether in our province a separate organization for long­
term credit intended principally to repay old debt is desirable. It is 
not easy in most places to get together a good directorate for one 
co-operative bank, and it would seem to be better to allow central 
banks to combine this banking function with the supply of short and 
medium-term credit.'' 

MIA I R l>fA~H ROY. 



fieiaiied Summar~ ot RecommendaHoili,, 

Recommendations on which. the Committee are not unanimoU& 
are marked with an asterisk. 

CHAPTER IV.-RURAL Co-oPERATIVE SoomTIEB. 

General. 
Recommendation-. 

No. PARA. NO •. 

1 As a check against domination by a few indi• 
viduals vigilance committees for the purpose of 
watching the work of the panchayat might be set up· 
in the larger societies 46. 

2 The si2:e of societies might be enlar~ed: .. , ·~ 47 

3 Societies should not be started: in new areas 
where success is very doubtful. Expansion from a 
nucleus is preferable , .. 48, 49 

Finance. 

4 Lqans should not be based only on haisiyat 
figures but repaying capacity should also be taken, 
into consideration ... 51, 52, .5!1 

5 Where repaying capacity is insufficient, recourse 
to wholesale liquidation should be avoided until more 
attempts have been made to increase repaying capa­
city by introducing proved advances in agricultural 
practice .. , . . . 55, 56 

6 The policy of attempting to free each and every 
member of a co-operative society from outside debt 
must be definitely abandoned except for clearing 
of small debts incurred. on • very onerous terms, 
unless its fulfilment can be transferred to a separate 
organi2:ation of land mortgage banks. No money 
should be advanced for purchasing fresh lands •. , 57, 

7 IJ?. Orissa abd Chota Nagpur, more short-term 
business in grain or money-lending is recommend• 
eel: as a. profitable line of activity ···• ,..... 58 

::17~ 



No. PARA. NO, 

8 " Haisiyat " registers should lie maintained on 
an improved basis. They should be revised yearly. 
•Cattle should be included in the haisiyat but the 
value of the cattle should not be taken into account 
when granting a loan. JJoans should not be 
granted beyond the ·limit of one-fifth of the value 
of haisiyat assets even where repaying capacity 
indicates a possible higher limit 59 

9 The maximum borrowing limits of members 
should be fixed by the primary society at its general 
meeting and of the· society by the financing central 
bank in consliltation with the department. Should 
the maximum ·of a member so fixed be exceeded, 
panches ·of the society should become automatically 
guarantors for the excess portion of the loan 60 

10 The ·system of " normal credit.s '' both for 
members and a society should be more widely used 61 

•n No mortgage is necessary for either short or 
. medium-term loans. Rai Bahadur Shyam Nandan 
~ Sahay and Rai Sahib Mihir Nath Roy dissent from 

this view and would take such a mortgage for every 
loan except short-term loans of less than Rs. 100 .. . 63 

•12 To facilitate recovery of dues, restrictions on 
transferability of holdings in Bihar, iu the Orissa 
coast districts and possibly also in the Sambalpur 
district should be relaxed. Rai Bahadur Shyam 
Nandan Sahay and Rai Sahib Mihir Nath Roy are 
in favour of relaxing them in Chota N agpUll also .. . 65 

Non-credit agricultural societies. 

13 Co-operative sale 'societies are discouraged as 
the experience of this province in this respect in 
the past has been unfortunate. The starting of 
co-operative warehouses, however, on . the lines 
suggested by the Bihar and Orisga Provincial 
Banking Enquiry Committee, as part of a general 
scheme to improve the facilities for granting sound 
qedit during the period of marketing is supported 67 

14 Dairy societies are desirable provided favourable 
conditions exist , .. 68 

15 " Whole village " societies for the sale of 
agricultural requirements to ;members should be 
developed on sounder lines than hitherto •. , 69 
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No. PARA. N.o. 

16 Rent-paying and irrigation soc;~eties are well 
worth a trial in other suitable parts of.. the province. 
A start should be made with societies for the 
consolidation of holdings .. . .. ;· ... 70, 71 

17 Grain golas in backward areas with local 
deposits of grain should prove successful 72 

Guarantee Unions. 

18 Guarantee unions on their financial side are 
a failure. Ther~ is no objection to their conti­
nuance where the constituent societies really desire 
to retain them. The possibility of reorganizing 
them as purely supervisory unions such as exist in 
Bombay and Madras should be kept in view 73 

CHAPTER V.-URBAN AND OTHER NON-AGRICur,TURAL sociETIES. 

19 

21 

22 

. >!3 

Amla and T!mployees' societies. 

Amla and other employees' societies should not 
be too small, nor yet so large as to become unco­
operative. Unwieldy Amla societies should be split 
up and the Tiseo societies should not be organized 
into a single society .. ;• 

Where a large number of employees' societies 
are concentrated at a single centre, the problem 
of preventing one person borrowing from more than 
one society and of co-ordination of deposit and 
lendif]g rates· should be met by organizing a fede­
ration or a supervisory union which should enact 
a rule that no member should ,belong to more than 
one society J ... · · .... 

The work of serving as a lialancing centre for 
the plus and minus Tiseo societies may be taken 
over by a branch of the Provincial Co-operative 
Bank ... 

More attention should be paid to the provision 
of facilities for collecting the savings of the 
employees of the Companies working in J amshedpur 

The protection against attachment for debt 
recommended by the Royal Commission on Labour 
for the provident funds of industrial workerR ahould 
not extend to debts due to co-operative societies 

80 

80 

80 

80 

80 



No .. PARA, NO. 

24 Members of industrial employees' societies who 
borrow should be asked to enter into a contract 
pledging their provident funds on behalf of their 
heirs in the event of their death .. . .. , 80 

25 No excessive loans however should be 
encouraged and societies should decline to grant 
loans for purposes for which a member can borrow 
against his provident fund .. . SO 

26 More industrial wage-earners' societies should 
be started in the industrial areas outside Jam shed­
pur, specially in the coalfields with- such help as 
the Industries Department and the managers of 
industrial concerns can give 81 

27 The idea of a debt census for industrial 
employees is commended ... - 81 

28 All industrial employees' societies should be 
co~stantly supervised by their official superiors .. . 80 

29 There should be a closer contrQ) and supervision 
over provincial employees' associations to check 
-undesirable tendencies amongst them .. . 82 

Traders' banks and artisans' societies. 
30 Traders' banks should be called " Peoples' 

31 

32 

33 

banks '' and clearly distinguished from artisans~ 
credit societies. Their working should be carefully 
watched and their managers should have practical 
experience of the working of modern commercial 
banks .... 83, 84 

Artisans' sale societies dealing with commodi-
ties exposed to worldwide competition should be 
discouraged as long as they have no suitable market-
ing organization · 

Loans should be advanced only to artisans' 
credit societies whose operations are .~>mall and whose 
payments are regular on account of an assured 

- market. Such loans should preferably be paid in 
kind .. , 

Societies for depressed classes. • 

The department should pay more attention to 
societies for the depressed classes, specially those 
for municipal employees, and examine closely the 
causes of their failure where they are not working 
satisfactorily. Thrift and better-living societies 
should be started fur them 

85 

85 

. 86 
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'No. PARA. NO. 

34 "The eXisting credit ·societies "for fishermen 
should be replaced as 'far as possible by'better-living 
societies .. , 86 

Housing societies. 
35 ·There is scope for housing societies in the larger 

towns of Bihar, but they cannot- be financed ade­
quately until long-term capital is available. The 
starting of -such societies should wait until ·a pro-
vincial land mortgage corporation comes jnto being 86 

Non-credit non-agricultural societies. 

36 Production and sale societies . are extremely 
risky and should be started with ,great caution or 
not at all at present . . . 87 

. 37 Supply societies and consumers' stores should 
only be started with great caution.and proper -safe­
guards. ·There is· some scope for starting consumers' 
supply societies for commodities in which price is 
not so much a consideration as quality 88 

38 Stores of a general character might well be 
started in industrial areas provided that they_ do not 
expect the support of central banks or the Provincial· 
Bank ·as 

39 Thrift societies on the Punjab model, health · 
societies and better-living societies in urban areas 
are desirable 89 

CHAPTER VI.-FINANCE, GENERAL. 

Long-term finance. 

40 The establishment of land-mortgage banks with 
as much expedition as is compatible with sound 
organization is recommended 94 

41 In the interval, it would be prudent to 
strengthen the finance of ·the movement by the 
issue of debentures by the Provincial Bank with a 
Government guarantee of interest throughout their 
currency: 94 

42 It would further be advisable for central banks 
to induce their ·depositors to lengthen the 'term of 
their deposits even by a moderate increase in their 
present interest rates : .. .- 94 
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43 Meanwhile .central banks should take promptly 
the necessary steps to review their position in 
respect of their long-term commitment, to restrict 
their new business closely to short and medium-term 
loans, and generally to prepare for the starting of 
land mortgage banks 94 

44 Financial assistance· or support by Government 
for co-operative institutions which .are not prepared 
to put their house in order is not recommended .. . 94 

Relations between the Provincial Bank and central ba11ks. 
~45· The central banks .should be encouraged to 

stand· on their own legs and even allowed to have 
direct relations with reliable commercial banks 97 

46 The Provincial Bank should no longer rely 
solely on the advice of the department in deciding 
whether to finance a particular bank, but should 
also arrange to collect informatiop through its own 
inspectorate .. . '... .. . •97 

47 Both Provincial and central banks should act 
as business institutions with a due regard for co-
operative principles 97 

48 T~ Provincial Bank should be empowered by 
statutory i·ule (i) to call for returns, papers, and 
statements from all central banks, and important 
limited liability societies, <ii) to insist on their 
inspedors having access to all papers required for 
an adequate inspection of such banks and socie­
ties, (iii) to fix their borrowing limits, and. (iv) to 
determine from time to time their rates for all 
classes of deposits after taking into consideration 
local circumstances · 98, 101 

Relations between central banks and phmary societies . 
. 49 The borrowing limits of primary societies 

sqould .be fixed by the central bank in consultation 
with the department 99 

50 The conditions and rates of deposits of primary 
societies should be determined· by the Registrar on 
the advice of the central bank, subject to the pro­
vision that these rates should not exceed the lending 
rates of the centra:! bank 100 

fil ~'he central bank ·should have the right of 

12 

ealliug for returns, papers and statements from the 
primary societies and should also receive a copy of · 
the audit note from the department·.... -99 

44 E. & D. 
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Deposit and other. banking business of central 
banks and primary societies. 

PABA.. No. 

52 When conditions are favourable, the Registrar 
should consider the advisability of removing the 
present restrictions on the current account, bill 
collection and remittance business of central banks 
after satisfying himself that proper safeguards will 
be observed and undue competition with co=ercial 
banks will be avoided · 102 

53 The present re&trictions on outside deposits for 
central banks are not conducive to their best 
interests 103 

54 Local deposits of primary societies should be 
encouraged by all means, subject to such safeguards 
as may be necessary for sound development. Some 
of the present restrictions on such business should 
be removed 104 

55 To facilitate quick adjustments in reponse to 
changes in the money-market. the deposit rates 
of central banks should be fixed by the board of 
directors, and not by the annual meeting of share­
holders. Failing quick action on their part, they 
should be fixed by the Provincial Bank. The rates 
for primary societies should be fixed by the 
Registrar 107 

56 · The present rate of 4i per cent on savings bank 
accounts of central banks should, where conditions 
of local campetition permit, be reduced to 4 per cent 108 

57 Premature withdrawal of deposits should be 
discouraged by suitable means 109 

58 Central banks should be allowed to make 
· advances against deposits by ap. order of the local 

Government under section 46 · 109 

59 · The rate on deposits for short periods under 
the " one date deposit " system should be lowered 109 

60 SeleCted central banks might be allowed to 
open current or savings bank accounts for such 
public bodies as municipalities, district boards, 
educational institutions and charitable trusts 110 

61 Cheap finance may be obtained by dis-
counting, during the slack !5eason, co-operative 
paper of not .more than . 9 months' usance in the 
general money.ma.rket 110 
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No. ~ARA. NO,· 
Fluid Resources. 

62 The " one date system " should be retained. 
The Registrar should induce central banks to 
examine whether they should not adopt different 
fixed dates under that system more suited to the 
agricultural conditions of their areas ... 111 

63 The Registrar and the Provi~cial Bank should 
enforce more effectively the keeping of the pre­
scribed standard of fluid resource by central banks 
against their savings bank and fixed deposits 113, 114 

64 Where central banks and other limited liability 
societies are allowed to open current accounts, 50 
per cent fluid resource should be maintained 115 

65 Primary societies of unlimited liability accept-
ing deposits from non-members should either 
arrange with their central banks to keep their fluid 
resource for them on a commission basis or should 
invest it in postal cash· certificates 115 

66 Junior auditors in their two-monthly audit 
should certify the oorrectness of the statement of 
fluid resource sent by central banks and other 
limited liability societies every month to the Provin­
cial Bank. Fiuid resource should only be drawn 
upon for the -purpose for which they are intended 115 

67 No change is required in the fluid resource 
standards of the Provincial Bank 116 

• 68 The Provincial Bank should use all its powers to 
secure that tho standards of fluid resource recom­
mended by us are maintained by all banks. The 
" one date system " and the date fixed under it 
should only bP. changed with its consent 117 

Reserf!es. 

•59 Statutory reserve for all classes of societies 
should be raised to 35 per cent, the additionallO per 
cent being assigned to cover bad debts. This higher 
statutory standard may be relaxed by order under 
section 46 when adequate provision against bad 
debts has been made. Mr. Batheja. does not wish 
to place this increase on a. statutory basis 118 

70 The statutory reserve for Tiseo societies a.t 
Ja.mshedpur may b.e reduced to 10 per cent, when 
20 per cent -of" the working capital has been 
a.ccumula.ted u.s reserve l18 



No. 
71 Societies should be permit~ed to invest 50 per 

cent of their reserves in their own ·business, 10 per 
cent ,should be invested outside the movement 
altogether and the remainder should be placed with­
other co-operative institutions, either as hoJdings of 
share capital or fixed deposits 120 

72 No drawing on the reserve account should 
ordinarily be permitted without the sanction of the 
Registrar, who should keep the I'rovincial Bank 
informed of orders passed by him 120 

73 Except for the industrial employees' societies, 
the time has not yet arrived when . the process 
ofbuildirig of reserves should be slowed down 120 

7 4 All classes of societies, primary, central and 
provincial, should set aside 10 per cent of their 
annual pl'bfits, in addition to the present statutory 
provision for reserve, as a provision against bad 
debts, until that provision reaches 10 per cent of 
the total loam; outstanding 121 

M iscellaneo"us. 

75 The form of the balance sheet of central bank 
should be so amended as to exhibit clearly profits 
which are available for distribution and profits 
which are not se available .. . 122 

76 Wilfully defaulting members of societies should 
be weeded out by all possible means. Others 
whose default is due to the present depression should 
be helped through the present crisis . . . 123 

·77 The 5 to 6 per cent margin between the lending 
and borrowing rates of central banks should be 
materially rednced · 124 

CHAPTER VII..-PROVINCIAL Co-oPERATIVE BANK. 

Loan policy. 

78 The Registrar should continue to discharge his 
present funct.ion of recommending loan applica­
tions of borrowing banks, and the Provincial Bank 
should not entertain any application without such 
a recommendation. But the Provincial Bank in 
the proper dislharge of its responsibilities, sh~uld 
refuse. an application if its corporative judgment 
leads It t? think that to grant · it• will seric;msly 
endanger Its. own financi.al position- . _ 127 
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·No. PARA. N< 

79 The Provincial Bank should refuse assistance to . -
a central bank if its difficulties be due to past mis­
management, and be such as to require assistance on 
a scale which is almost certain to involve the 
Provincial Bank in serious financial Joss or jeopardise 
its own existence, unless Government on special 
grounds can be induced to guarantee the loan 
required 127 

80 Should there be a general depression, like the 
present affecting a large number of banks at the 
same time ant! Government financial assistance 
should becoma necessary, it would be best rendered 
through and ut the risk of the Provincial Bank ... 

81 The future Managing Director of the Provincial 
Bank should preferably be a business man or a 
trained banker . . . . . , 

82 The duties and powers of the Secretary, the 
Managing Director and the working committee 
should be clearly defined by rules 

•as To supply more financial experience and 
business ability, the members of the board of direc-
tors of the Provincial Bank should be increased by 
two to be nominated by Government ... 

84 On an improvement of the general financial 
position, the question of dispensing with the 
guarantors should be considered 

Finance Committee. 
85 The power~ of the .Provincial Bank over the 

central banks should be 'exercised through a special 
finance committee of six directors, on which all the 
three elements of the bank's directorate should be 
equally represented 

Share capital. 
'-

86 Though inter-locking between the Provincial 
Bank and the central banks is not at present a 
serious weakness, any feasible arrangement for 
minimising the risk should be adopted 

•87. There is no objection to raising more capital for 
the Provincial Bank from individuals to a moderate 
extent, so "long as the representation of individual 
shareholders on the directorate is limited by the 
by-laws to preH'nt it reaching or approaching a con- . 
trolling interest. Rai Bahadur Shyam ·Nandan 
Sahava dissents.from this view. Rai Sahib Mihir 
N ath. Eoy reserves his opinion · 

127 

• 
130 

130 

-131. 

132 

133 

134 

134 
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No. 
Finance. 

88 'rhe Provincial Bank should develop its short-
term borrowiz:gs specially by discounting co­
operative paper in the general money-market so as 
to make its bu~iness more profitable. It should float 
debentures only as a temporary measure until they 
are taken over by a separate Provincial Land 
Mortgage Corporation 136 

89 The Provincial Bank should consider the 
advisability of tapping fresh deposits by starting 
branches at Cuttack-and Jamshedpilr ... 137 

90 The Provincial Bank should consider the 
advisability of reducing its rate of dividend in order 
to build up a larger bad debt reserve account 138 

91 

92 

CHAPTER VIII.-CENTRAL BANKS. 

General. 

Where a centra;! bank pursues a course of action, 
in spite of protests, which cannot commend itself to 
sensible co-operators, there should be effective means 
of pulling it up, before a disaster occurs, which may 
seriously affect the credit, moral and financial, of 
the whole movement 

Though we are not in favour of an active 
policy of amalgamation, advantage might be taken 
of the existence of weak and moribund banks which 
have no chance of functioning actively to amalga­
mate their business to that of a neighbouring bamk, 
perhaps treating the amalgamated hank as a; 

branch 

Constitution. 

93 The ordinary shareholders' element m the 
directorate of central bamks should, where it is half, 
be increased to two-thirds of the elected portion 

139 

140 

of the directorate 142 · 

94 The minimum qualification for being elected as 
.a preference director of a central liank should be 
the possession of fully paid-up shares worth Rs. 100 142 

95 There should be a nominated balancing element 
on .the ilirec~rate of a central bank . .• ... 142 



No. 
'96 Of the nominated directors, one should be a. 

large depositor, one an influential worker who is 
temperamentally disinclined to face the trouble 
and worry of an election, or a non-official selected 
for his. banking or business knowledge, and the 
third a revenue official, if not already on the. board 
ez-officio · · · 142 

97 We approve of the rule recently adopted by 
most cei!tral banks· that serious default ·to any co­
operative society should be an absolute disqualifica-
tion for election as a director of a central bank 142 

98 The working committee of a central bank should 
in future consist of not more than 10 members and· 
be split illto two sub-committees, a devempment 
sub-committee and a finance sub-committee, the two 
meeting together to discuss matters common to 
both .... .... 143 

99 · The development sub-committee should · have . 
power to co-opt other members, inside ·or outside. the 
board of directors, interested in dev.elopment work 143 

100 The finance sub-committee· should· preferably 
consist of mot more than fi\'e directors of whom: one 
at least should be drawn from each of the nominated, 
preferooce and ordinary divisions of the board 143 

Staff. 
101 The duties, position and powers of the various 

classes of officers of a central ba.nk should be clearly 
defined in its rules of business 146 

102 In the bigger banks having a working capital of 
more than Rs. 5' Jakhs or which can afford to have ·a 
separate indoor manager, the honorary secretary 
should be called the honorary managing director, 
and the indoor manager should be called the 
Secretary, on the analogy of the designations in use 
in the Provincial Bank, and invested with corres­
ponding powers, which should be clearly defined . .. 146 

103 The field or outdoor manager in such bank 
should he designated ". bank inspector ", his duty 
being to inspect the work of the banking supervisors 146 

104 The word . " manager " sh~uld be exclusively 
reserved for the paid executive head who does both 
outdoor and indoor work for the smaller banks. 

, The honorary secretary of such banks sho)lld be 
pesignated " honorary managing director ". Com­
petent accounta.nts should be appointed to attend 
to indoor work in the UJ!lavoidable absence of t)le 
~a.ger :..• •·• ...... ..eoj 146 
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105 

106 

PARA. Nl3 . 
. '·-

Secretaries of big central b~mks should be 
trained bankers and have approximately the same 
or slightly Jess status and emoluments than the 
inspectqrs of the Provincial Bank 146 

" Bank inspectors " .of big central banks should 
take their orders from the directorate through the 
secretary 145 

107 A special committee of experienced workers :ln 
the movement should draw up standard establish-
meqts for different grades of central banks 146 

108 Secretaries and managers of banks should be giv~ID 
full facilrties to explain proposals to the board of 
~irectors .. ·' 14 7 

10~ The practice of some primary societies payin~ 
for· shares of centra;) banks out of borrowed instead 
of saved capital should be discouraged by suitable 
means 148 

110 Central bankR should not refund share money 
to a liquidated primary society until the shares have 
been sold to another society .. . 149 

111 Individual and society shareholders should be 
treated alike in declaring dividends on shares 1~0 

112 Societies should get a concession in the rate 
of intfll'est cqarged to them. up to the extent to 
which their reserve is placed in deposit account 
with the central bank 151 

113 Any reducti001 in the lending rate of the Provincial .. 
Bank, should, as soon as possible, be pass.ed on by 
central banks to societies, by way of rebate, and not · 

,• ... 

Jl4 

]]5 

'. -

absorbed in their own management charges .•.. ~ 151 

CHAPTER IX.-IJAND MORTGAGE BANKS. 

General. 

. Land mortgage ))anks should be stMted to take 
over as soon as possible those l001g-term commit­
ments of the existing central banks, for which the 
security is reasonably goo.d ... 159 

These banks should deal directly with -the 
bor~ower a~d not through the intermediary of an 
orq1pary pmnary co-operative society . .. · . .. : ... 159 
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PARA:. :No. 

]16 The existing central banks should separate 
def!l>ulters of their primary societies into · wilful 
defaulters a.nd others. and . the latter again into 
those who liave no chance of improving their repay­
ing capacity even if the term of repayment· .is 
greatly extended, and those who could repay if they 
got such a conces.sion. The last sub-class should be 
ta-ken over as clients of land mortgage banks 160 

ll7 _The land mortgage bank may. fie located im the 
name building as the central co-operative bank and 

.,, . 

may even have a common element in its staff and 
directorate, but the financial individuality of the land 
mortgage bank should im any case be kept distinctly ,.M( 
separate . . . . . . . . . . .. -,.P'", 168 

118 Ordina-ry primary co-operative societies, in order 
to meet the difficulties of the tra.nsition period, should 

119 

120 

: endeavour to strengthen their position by enrolling 
new solvent members requiring short-term loans, 
while the central baillks should endeavour to start 
new societies composed of such members. Further 
a stmng effort should be made to increase repaying 
capacity by the adoption of agricultural improve-
ments 163 

Constitution. 

Government should nominate in the first 
instance one-half of the directorate of a land mort­
~ge bank, the other half being elected by the 
directo.rate of the central bank concerned. Later, 
one-third of the directorate should be elected by the 
borrowing shareholders, the proportion of Govern-
ment and central bank representatives being reduced 
to one-third each · .'.. ... . .. 

Government nominees should include persons 
representing the interests of the debenture holders · 

165 

and of the Provincial Bank or later the Provincial . !> 
Land Mortgage Corporation 16fo 

121 Every borrower from a land mortgage bank 
should be obliged to take out shares equal to 5 per 
cent of his loan. 

Rai Bahadur Shyam Nandan Sahay thinks 
1 per cent is suffi.oient. . -.. ~ -.. .... . . . . . - •.. - . ' . . ... 

il' r .. No outside .share capital should be invited . . . ~ 164 
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Finance. 

122 Land mortgage banks should be financed · by 
means of debentures fl.o.ated in the first instance by 
the Provincial Bank and later, by the Provincial 
Land Mortgage Corporation 164 

123 · _Government should guarantee the debenture 
interest (but not the principal) for the whole period 
of their currimcy' and may be asked to take up a 
block at a favourable rate of interest 164 

124 Money raised should pass on to the land mort-
gage banks at t per cent above the rate of issue and 
to the ultimate borrower at 3! per cent above that 
rate, the period of repayment being 5, 10, 15 or 20 
years according to the repaying capacity of the 
borrower .. ,, 166 

• 0 

125 Loans should be limited to a maximum of 
Rs. 5,000 and to ·one-third of the value of the 
mortgaged security 166 

Legal impediments. 

126 In order to remove the present uncertainty 
about the value of mO'rtgaged security arising out .of 
the existing tenancy laws, restriction on the trans­
ferability of occupancy holdings in Bihar, and the 
Orissa coast districts, and possibly also in Sambal-
pur, should be relaxed · 170 

127 Land mortgage banks should not be started in 
Chota N agpur and the Santa! Parganas, until condi- · 
tiona in those areas permit the relaxation of restric­
tions on alienation. In these areas there should be 
very strict adherence to the principles laid down in 
the Registrar's circular of January 1931 170 

Supplementary. 
128 After the existing commitm~nts of the co-opera-

tive movement have been successfully taken over by 
land mortgage banks, they should be used to help the 
a,oriculturist generally to redeem his land, to liqui-
date his old debts, to make improvements of a· subs­
tantial character, and possibly in special cases to 
extend his operations by the purchase of more lapd 169 

129 A special officer should be appointed to carry 
out all preliminary work connected with the starting 
of land mortgage banks. He should study at first 
hand the working of lil.nd mortgage panks in other 
provinces •• • • • ~ • •• • • • 167 

•' 
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CHAPTER X.-AUDIT. 

Control ooer audit 

130 The Indian Central Banking Committee's audit 
scheme is not suitable for the conditions existing in 
this province . . . 17 5 

131 The assistant auditors and junior auditors should 
be placed under the direct control of the Chief 
Auditor and the Registrar, and made whole-time 
Government servants . . .. 176 

132 The Federation should be given more real 
powers over the local auditors , . . 17/' 7 

133 All cases except urgent ones relating to control 
of local auditors should be referred to a small com­
mittee of the Federation Council. The Registrar 
should reserve his right to reject the advice of this 
Committee, but with experience it might be proper 
to leave the decision finally to such a Committee 177 

Commercial audit. 

134 It is not desirable or financially practicable to 
introduce commercial audit of co-operative banks 
and societies except perhaps the Tiseo societies at 

'Jamshedpur . 178 

135 The Registrar should have, for exceptional 
SO!}ieties, the discretion either to charge ]ower audit 
rates or allow such societies to be audited by profes" 
sional auditors, provided his other responsibilities are 
not thereby impaired . . . . . . . . . . 178 

136 The Provincial Bank should continue to be 
audited as at present every six months by the Chief 
Auditor and annually by chartered auditors com­
pletely independent of the Bank and Government 178 

Training and quality of audit. 

137 The present audit staff is adequate in number 
but it is ·not sufficiently qualified for its work 179 

138 The present emoluments of assistant auditors 
are excessive and require to be revised 179 

139 All existing assistant auditors should be required 
to ontain the Bombay Government Diploma in Co­
opera~ive Accountancy. Leave facilities should be 
granted for thia purpose •• , ... ... · :J. 711 

.. 
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140 Junior auditors should also possess the same 
qualification before. they are promoted from the rank 
of local auditors · 179 

141 The emoluments of local auditors are excessive 
and should be revised as suggested by the Federa-
tion Retrenchment Committee . 180 

Cost of audit. 

142 The cost of auditing central banks by assistant 
and junior auditors should be entirely borne by 
Government, while the Federation should bear the 
whole cost of the original audit of primary societies 181 

143 A:ny savings in the Government audit contribu-
tion to the Federation should be diverted to other 
needs of the Federation 181 

Audit methods. 

144 A copy of the audit note of a central bank 
should be made available to the Provincial Bank , 
which should preserve it for ready reference 182 

145 The audit of a. co-operative bank or society 
should be constructive as well as critical 182 

146* The audit notes of primary societies should 
wherever possible, be prepared in the script and 
vernacular current in the locality in which they are . 
situated. KMn Bahadur Saghirul Haque dissents 183 

147 The audit note of primary societies should be 
simplified and prepared in triplicate and a copy of 
each should be supplied to the Assistant Registrar, 
the financing bank and the primary society . 183 

148 The disposal of audit notes of primary societies 
should be expedited by a personal consultation bet­
ween the Assistant Registrar and the authorities of 
the financing bank 183 

CHAPTER XL-DEVELOPMENT' SUPERVISION AND CONTROL. . . 

{a) DEVELOPMENT. 

General. 

149 The scheme of development prepared )Jy 
Mr. N. K. Roy and recommended by the Federation 

· · ·is impracticable but may be tried on a small scale 185-189 
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Bank staff. 
150 '!.'he primary field staff of a central bank collsist-

ing of inspecting clerks should be divided into bank-
ing supervisors and development supervisors 192 

i51 The banking supervisors should have less quali-
fications and emoluments than the present inspect­
ing clerks, and 3, or possibly 4, of them should ·be 
supervised by officers called " banking inspectors " 
in larger banks 192 

152 Each banking supervisor should look after 40 to 
60 societies 192 

153 The bank field staff should be under the com-
plete control of the central bank, ordinarily acting 
through a Finance Sub-Committee, excer;t that they 
will be licensed by the Registrar 192 

De'Delopment staff. 

154. The development supervisors should have better 
qualifications, training and emoluments than the 

•, present inspecting clerks 193 

155 . ·. E!j.Ch development supervisor should be in 
gen'eral charge of 30 to . 40 societies and in special 
charge of about five out of this number close to his 
headquarters village with a view to their intensive 
development and establishment as rural reconstruc­
tion societies. He should also organize new 
societies ~.. 193 

156 The development supervisors should be under 
the immediate supervision of a Development Sub-
Committee of the central bank 193 

Charge Committees. 

157 For discipline, as well as for posting to arid 
transfer from a particular central bank area, the · 
development supervisors should be subordinated to a 
Charge Committee, operating_ throughout the area of 
an Assistant Registrar's charge 

158. Each Charge Committee should be cqmposed of 
one member from each central bank with the Assist­
ant Registrar as Member-Secretary 

159 The Charge Committee should meet once a 
montjl in rotation at the headquarters of each central 
bank, or other convenient place in the area in which 
that bank operates 

194 

194 

' . : '· 

194 
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160 Members of Charge Committees should be ere-
officio members of Divisional Federation Boards and 
delegates to the Federation Congress and should 
supply several of the members of the Federation 
Council 194 

161 Grants from the development levy of the Fede- · 
ration may be allotted to the Charge Co=ittees for 
administration 194 

162 A development inspector should be attached to 
each Charge Committee 194 

163 Assistant Registrars should pay more atten-
tion to the development of primary societies 194 

164 ·One or two additional members, e.g., the 
District Officer, if he is particularly interested in 
co-operation, or an agricultural or veterinary 
officer, may be co-opted as members of a Charge 
Committee 194 

165 In the case of a transfer of a bank employee 
from the jurisdiction of one committee to another, 
the matter may be settled amicably by the two 
committees ; but where they fail to agree; the 
matter should be decided by the Federation Service 
Committee 194 

•Khan Bahadur Saghirul Haque generally 
dissents from recommendations nos. 157-165 195 

(b) CONTROL. 

Control by the department. 

166 The central banks should continue to be 
inspected by Assistant Registrars, but their sugges-
tions should be scrutinized by D.eputy Registrars .. . 196 

167 When the Registrar finds it necessary to issue 
circulars to the central banks, he should distin­
guish clearly between orders, which he has a 
statutory right and duty to issue and enforce, and 
advice which a particular bank may find ll;lapplic-
able in its special conditions .. • 196 

Control by the Federation. 

168 There should be statutory sanction to .hack 
recovery of levies imposed by vote of the Federation 
Congress , . • 197 
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169 · The resolutions of the Federation Congress, 
if accepted by the Registrar and Government, 
should be circularized by him as his orders or , 
advice, indicating in both cases that the Federation 
has accepted the principle underlying them 197 

· Control by the Provincial Bank. 

170 It should be legally enacted that the rate at 
which central banks may borrow from the outside 
public, should not, without the consent of the 
Provincial Bank, exceed the rate, at which the 
Provincial Bank is prepared to lend at that time 
for the same period 198 

171 It should be further enacted that the maximum 
borrowing limit of a central bank should be subject 
to the approval of the Provincial Bank 198 

· 172 The Provincial Bank should appoint two 
inspectors who will supply it with independent 
information and advise it on the question of local 
rates of borrowing 199 

Other control. 

173 Provision should be made under the Act for a. 
power of surcharge on the controlling authorities of 
any co-operative society, resting with the Registrar, 
subject to app~al to Government, in case of clear 
breach of statutory injunctions resulting jn 
pecuniary loss to the society . . .. 200 

174 Such surcharge should be enforced not only in 
the course of liquidation but also after a. statutory 
inquiry or inspection . . . 200 

175 Government shc~mld have the power to supersede 
the directorate of a central bank, and appoint a 
person to manage it with the help of an advisory 
body 201 

176 Such supersession should only be made after 
a statutory enquiry conducted by a committee 
consisting of the Registrar or his nominee, a 
nominee of the Provincial Bank and a. nominee of 
the Charge Committee, in whose area the central 
bank is situated 201 

177 The superseded bank may be managed by an 
inspector of the Provincial Bank •. " •• • 201 
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CI!APTER XIT.-TRAIN11iQ. 

The Co-operative Training institutes. 

17$. The Sabour and Cuttack Co,.operative Training. 
· ·· institutes have be.en planned on right lines, but while'· 

adequate for the junior employees of the Federation 
and central banks, are not sufficiently· equipped 
for training the higher staff . of the Go-operative 
movement 

179 The arrangement for a common course of . 
studies for inspecting and bank clerks cannot ·be.· · 
commended . . . . . . . 205 

180 

181 

182 

183 

. The question of improvement of the training 
in theoretical and practical banking at both institu-
tions and of local auditors at Cuttack should be 
considered 

It should be considered whether both the 
. ' 

institutions should not be confined to the training of 
inspecting clerks and bank clerks and further ·: 
examined whether a less -expensive and ·. more .. ; 

205 

practical staff should not· be engaged ...... : 205 
The Governing. bodj.es of the institutes should 

be replaced by a Training Committee of the Federa­
tion containing au adequate academic element 

The Durga Prasad Institute, now at Babour., 
should be shifted to Patna, either, near the Vete­
rinary College at Phulwari, or, near the Provincial 
Bank or the Federation office 

205· ,_-,.( 

205 
1S4 : ·To preven~ an excessive supply of co-operative 

employees, the number of admissions to the two 
institutes should be limited · 206' 

185 · .. The institute should prepare some of the 
students for the commercial. examination of the 
London Chamber of Commerce or examinations of 
similar standard · 206 

Training for primary societies. 

186 Mr. B. B. Mukharii's Village Co-operative Edu-
cation scheme is .not feasible. Banking supervisors 
and banking inspectors should supply the training 
in. banking and accounting methods to primacy 
societies, while training in development should be 
imparted by the development staff under the super-
vision of · Charge Committees and Development ",'\' [ 
Committees of .central banks .... 209', 210 
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TTaining of employees of centTa! banks. 

187 Banking and development supervisors of central 
banks should receive the Sabour and Cuttack train­
ing, supplemented by three months' practical work 
under an experienced development inspector 211 

188 Development inspectors should be given a 
special advanced course, in addition to the training 
for development supervisor, before being confirmed 
in their appointment 211 

189 For bani!: clerks the Sabour training should be 
either supplemented or entirely replaced by an exami­
nation for the commercial certificate of the Patna 
University or of the London Chamber of Commerce 
combined with a practical training as probationers 
in a co-operative bank. If they wish to rise higher 
in the banks' service, they should take Part I of 
the examination for the Associate Membership 
of the Indian Institute of Bankers · .. , 211 

190 The manager of a second claJss bank and a 
banking inspector should ordinarily be a graduate 
in Economics and should have passed at least Part 
I of the· examination of the Indian Institute of 
Bankers, and further should have received a three 
months' practical training at the Provincial Bank 
or a .first class central bank, and training of the 
same duration in rural work at Sabour 211 

191 Managers of Peoples' Banks should receive the 
same training as the manager of a second class bank 
without the training in rural work 211 

192 · Secretaries of first class co-operative central 
banks and the inspectors of the Provincial Bank 
should pass both the parts of the Indian Institute 
of Bankers' examination, and should have, besides, 

· six months' practical training at the Provincial, 
or some recognized joint stock bank 211 

198 The Secretary of the Provincial Bank must be 
not only a trained banker of the highest qualifica-
tions, but must be a man of outstanding merit .. . 211 

194 The .Chief Accountant of the Provincial Bank 
should bold the Bombay Government Accountancy 
Diploma ... ... .. • .. . 211 

18 44 E. & D 
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Training of auditors. 

195 The assistant auditors should ordinarily be 
graduates in Arts or Commerce of a recognized 
University and should in addition possess the co­
operative or the ordinary accountancy diploma of the 
Bombay Government 212 

196 Arrangements should be made with the Bombay 
Government Accountancy Diploma Board to recog­
nize audit service in the Bihar and Orissa Co­
operative Department as pra<:tical training for the 
Co-operative Diploma 212 

Further co-operative training facilities in the 
province. 

197 Government and the Federation should 
investigate the possibilities of adapting the commer­
cial courses of the Patna University to suit the 
co-operative training needs of Assistant Registrars, 
secretaries and managers of central banks and 
assistant and junior auditors, and providing teaching 
facilities for higher co-operative education as well 
as ordinary commercial training, in the Economics 
Department of the Patna College 2] 1l 

198 Co-operation as a special subject for the 
Matriculation examination is not recommended, but 
a short course of co-operative instruction might be 
given in Guru Training Schools 213 

Training for honorary wor],ers. 

199 A special short course of training should be 
arranged for honorary workers at Sabour and 
Cuttack 214 

200 A stock of standard books on co-operation 
should be kept at Sabour and Cuttack and at Patna 
(either at the Federation office or at the Provincial 
Bank) for being lent out on suitable terms to 
honorary workers 214 

Training for officers of the department. 

201 Assistant Registrars should be required to pass 
during the period of their probation at least Part I 
of the Indian Institute of Bankers' examination or 
any other examination of an equivalent standard 
which can be taken without residence at an 
educational institution 215 
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202 The passing of Part II of the Indian Institute 
of Bankers' examination should be made compulsory 
before selection for the post of Deputy Registrar .. . 215 

203 All Assistant Registrat·s should undergo a 
practical training in banking for one month in the 
Provincial Bank and another two months in a first 
class central bank 215 

204 The authorities controlling admission to the 
examinations of the Institute of Bankers should be 
approached to allow Assistant Registrars, recom­
mended by the Registrar, to sit for these 
examinations 215 

205 All gazetted officers of the Co~operative 
Department, including Deputy Registrars, should 
be encouraged to pass t·he. Bombay Government 
Co-operative Accountancy Diploma examination by 
the offer of suitable rewards 215 

206 Assistant Registrars might attend ad~!uiced 
lectures on Co-operation and Agriculture wl'1ich may 
be arranged by the Patna University for the M.A. 
examination from time to time 215 

207 A prospective Registrar should learn his work 
under the direct control of the permanent 
Registrar 215 

208 Only first class men should be appointed to 
the important post of Registrar 215 

CHAPTER XIII.-J3IHAR AND ORISSA CO-OPRRATIV!l FEDERATION 

Powers and duties. 
209 The · Registrar-Governor should refer audit 

questions to the Council of the Federation for their 
advice, and keep that body generally informed of 
the action he· has taken. The Council of the 
Federation, or a committee of it, should consider, 
along with·the Governor, appeals against orders of 
dismissal of the members of the bank staff of central 
banks, difference of opinion being referred to the 
Congress 218 

210 The working of the Charge Committees should 
be the concern of the Council of the Federation, 
and the records of their proceedings and their 
reports should be considered by it. Close supervision 
of details however is deprecated 218 
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211 The funds, required for the development under 
the ·control of Charge .Co=ittees and their distribu­
tion to the separate areas, should be voted and 
controlled by the Federation Congress. Appeals 
against· dismiseal from members of the staff should 
go to the Council, or, if the Governor disagrees, to 
the Congress 218 

212 The Co-operative Training Institutes should be 
controlled directly by the Federation through the 
Council or a committee of that body . 0. 218 

213 The executive functions of the Federation 
should be discharged throngh three committees-a 
Service. Committee, a Training .Committee and a 
Finance Committee, the work being co-ordinated 
by the Council · 218 

Conqress. 

214 The cost of the meetings of the Congress ehould 
be reduced by sending fewer delegates or by paying 
a lower class of fare for travelling or by meeting 
once in two years 219 

Divisional Boards o 

215 Divisional Federation boards' meetings should 
be held only at the expense of the delegates 219 

216 Divisional Federation boards should not 
encroach on the ephere of the Provincial Bank and 
the Federation by issuing binding instructions to 
their members 219 

Orissa Federation. 

217 The proposal to have a separate Federation for 
Orissa 1s supported in principle. Its financial 
aspects should be investigated by a committee of the 
Federation Congress 220 

Propaganda staff. 

218 The ten propaganda officers of the Federation 
should be reduced from ten to three who should be 
attached to the three Deputy Registrars 220 

Federation Press. 

219 · The Federation Press should be sold if a suitable 
price can be obtained .. . 220 
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Finance. 

220 Government should bear the whole cost of 
superior audit and the superior service for develop­
ment and general administration. The rest of the 
expense should be borne by the Federation 221 

221 Societies that do not require close supervision 
either on the audit or on the development side 
should not be overburdened with levies 221 

•222 All societies should be obliged to affiliate 
themselves to the Federation and exi~ting societies 
which are not members should be brought in under 
threat of deregistration. Rai Sahib Mihir.Nath Roy 
dissents 222 

'"'223 Compulsory levies imposed by the Federation 
should not require the approval of Government. 
Mr. Batheja and Rai Sahib Mihir Nath Roy dissent 222 

224 If the membership of the Federation continues 
to be voluntary, the Registrar should have a 
statutory power to recover the cost of audit from 
societies which stand out .. . 222 

CHAPTER XIV.-RECOVERY OF DUES, AWARDS AND LIQUIDATION 

(a) RECOVERY OF DUES. 

General. 

225 An attempt to realize dues indiscriminately, 
while the present price levels prevail, is deprecated. 
But where members and societies are in a position to 
pay, they should be pressed to do so .. . 224 

226 A central bank should have power to require an 
affiliated society to apply for an award against one 
or more of its individual members 226 

227 The Registrar and his subordinates should be 
empowered to distrain and sell the movable_property 
of a member of a registered society, who is in 
default to that society 227 

Execution of Awards. 

228 Awards, like a. liquidator's orders should be 
capable of being enforced through the revenue courts, 
118 well a.s the civll courts . .. .. • .. • 228 
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229 

230 

231 

232 

Preventi~~ of fraud. 

The Re!ristrar should be empowered til direct 
the conditio~al attachrriimt of property duripg the 
pendency of' award proceeding~ 

. Co-operative debts should be a ·•' first charge '', 
after the claims of GovernJilent for public derpands 
and of landlords for rent, on assets created or 
developed by means of 1han~ advanced by a co: 
operative society 

Landlords to whom notice has ~een giveq that 
one of their t'enants has joined a co-op~ratiye credi~ 
society' ' should 'be obljged to send a copy qf t~e 
notice of a rent suit to the central bank, to which, 
that society is affiliated · 

These increased ll,qwers ~hould be useq 
cautiously - · · - · · 

' . . . ~ 

(b) LIQUIDATION. 

General. 

233 Records of completed liquidations should be 
b~p~g~t t?geth,er in ord~r to arrive at a probable 
figure for the proportion of ultimate recoveries to 

229 

230 

231 

232 

the demand 234 

234 

236 

237 

Non-agricultural societies, 
. . ' 

A detaile<l examination of · the burden of 
def\tulting 'rlon-agricultural primary soci.eties on the 
finance 'of the movement sho\1](1, be rna(!~ 

JJiquidatiot• proceedings of non-agricultural 
societies should be expedited and bad debts that 
have nccl'\led from them should be written off 

Agricultural societies. 

Liquidators of primary agricl!lturaJ. societies 
shm~ld 'Visit thi_· vi!Iages concer:ne~, and not merely 
work through the courts .. . · .. . .. . 

Li.q~idators should ma~e greater use of the existing 
pnVIlege of free access to documents of title in 
regi,stra,tion, oflices_ an,?, this privilege, shpuld,. be 

· exte!ld\l~ t9 9DVeJ.: the. documents in the Collecto-
rates · ... · · - ·- · 

235 

235 

236 

237 
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)fgency. 

~38 . Liquidat~on should ordinarily be entrusted to 
patd whole-trme men, working under the close 
supervision of the department. Government should 
ad-y-ance a sufficient sum to enable the Registrar to 
pay such men regularly ·... · .. , .. . 238 

PTevention of fTaud. 

239 When a creditor applies for inspection of a 
society under section 36 of the Act, such inspection 
should .be mad.- very promptly and the decision, 
whether to liquidate or not. taken without delay 239 

240 Statutory provision should be made to prevent 
fraudulent di~sipation of assets during the period 
between the order of deregistration (or perhaps, 
the commencement of the inspection under section 
36) and the decision of the appeal provided under 
section 39 .. . .. . .. . .. . 240 

Miscellaneous. 

241 Good primary oocieties should, if possible, be . 
preserved when liquidating a central bank 242 

242 A rigorous policy of liquidation is deprecated 
but hopeless societies should be liquidated 242 

243 The rem1ssion of fees under the Public 
Demands Recovery Act is not recommended 244 

244 The Boarrl of Revenue's decision that a liquida-
tor's orders cannot be challenged before a Certificate 
Officer should be placed beyond all doubt · 245 

245 The existing practice of .disposing of a surplus 
after liquidation of a primary society should be 
followed 247 

CHAPTER XV.-LEGISLATION. 

~46 The all-India Co-operative Societies Act of 
1912 should be replaced by a Proyincial Act 248 

247 Any relaxation in the limit for individual 
holdings of shares, which is required in special cases, 
should be made by the Local Government under 
~t~o.n ~6 9f the present Act 249 
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248 The Local Government should have power 
under the Act to insist on amendments of the by-
laws of co-operative societies 250 

249 The proposal to give the by-laws of a society the 
force of law is not commended, though. its object is 
supported ..• · - 251 

250 Section 17 of the Co-operative Societies Act 
should be amended, W to define more clearly what 
the audit report shall show, (it) to provide that the 
officers of th~ society shall be legally bound to 
appear before the auditor and to furnish informa­
tion, and (iii) to empower the Registrar, subject to 
an appeal to the Local Government, to surcharge 
the person or persons responsible for payments 
contrary to law or the rules of the society 252 

251 The proposals to give the Registrar more legal 
powers to impose restrictions on the grant of loans, 
on borrowing and on dividends, are not supported 253, 254 

252 Liquidators should have increased legal powers 
of getting pos~ession of the books and documents of 
a deregistered society as soon as possible, of making 
compromises with creditors, of determining contri­
butions, etc., in so far as they are not or cannot be 
provided for by statutory rules 255 

253 The proposal to allow the Registrar legal powers 
to assess damages against officers of a society during 
liquidation is supported 256 

254 The preamble of the Act should be amended so 
as to provide for registration of societies for 
classes other tbnn persons of limited means 257 

255 · Some other proposals described in preceding 
chapters, are also supported 258 

CHAPTER XVI.-ORGANIZATION OF THE DEPARTMENT. 

Deputy Registrars. 

256 The number of Deputy Registrars should be 
raised from one to three and they should continue to 
be recruited from the Provincial Executive Service 260 
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Assistant Registrars. 

257 The number of Assistant Registrars should be 
increased to 2\? including one under training, one for 
leave reserve, one for special duty, and one for em-
ployment as Personal Assistant to Registrar 264 

258 They should be recruited in future from the 
Subordinate Executive Service, with reduced allow-
ances . . . 261-264 

. 259 . Assistant Registrars should be under training for 
the first six months after they have joined the de­
partment and on probation for 18 months. They 
should attend a short course of the Sabour Training 
Institute and h11 attached to a Deputy Registrar and 
to an experienced Assistant Registrar, before being 
placed in independent charge. If not considered 
suitable after two years, they should be reverted .. . 270 

Miscellaneous. 

260 The propceal for a closed service of gazetted 
officers in th•3 Co-operative Department is not 
supported. in the present circumstances, but may be 
considered later. The appointment of Honorary 
Assistant Registrars is not practicable 266, 267 

261 There is no present need for a Joint Registrar, 
but every third year an officer suitable for appoint-, 
ment as Registrar should be placed on special duty' 
for six months for training to fill the vacancy when it 
may occur 267 

262 The proposal to have a ~taff of non-gazetted 
Government officers for co-opera.tive work under the 
Assistant RegiEtrars cannot be supported during the 
present financial stringency 268 

263 The Chief Auditor should be replaced by n 
Financial Advieer to the Registrar of a considerably 
higher stat~s, when funds permit 269 

264 Officers of the Co-operative Department should 
be adequately trained 270 

265 Two experienced Assistant Registrars should be 
placed on special duty to supervise the work of 
estimating the repaying capacity of member~ of 
primary societies and of separating out wilful 
defaulters from the others, and deciding what relief 
should be given to the latter ... 271 



APPENDIX I. 

Q~estiqrmaire of thl! Bihar. and 9ri~s~ Committee on 
C~·Op!lratjon, 

This questionnaire is published in order to assist witnesses in 
the preparation of their evidence. It is not meant to be exhaustive, 
nor ie it expected that every witQess will deal with all the questions. 
It will greatly assist the work of the Committee if witnesses will 
kindly begin their answers to each sectioJl on a separate sheet of 
paper and supply six copies of their answers. 

In order to arrange for calling witnesses to give oral evidence, 
it is necessary to ask that the answers be forwarded to the office of 
the Commitiee at Patna not later than November 20th. Witnesses 
will be orally examined at Patna from Novem~er 28th to December 
9th inclusive, at Cuttack from December 13th to December 16th 
inclusive, and at Ranchi from Decem,ber 21st to December 24th 
inclusive. Witnesses are requested to state, when fQrwarding their 
memoranda, on ·wl!at dates they can conveniently attend to give 
oral evidence, if required. The attention of witnesses is invited 
to the following documents dealing with co-operation :-

{1) Report of the Committee on Co-operation, 1915 
(Maclagan Committee). 

(2) Rer-ort of the Royal• Commission on Agriculture in India, 
1928 (Chapter :xr-of Abridged Report or Chapter XIII 
of Full Report) .. 

(3) Report of the Bihar and Orissa Provincial Banking 
Enquiry Committee, 1929-30 (Chapters X to XVD. 

(4) Report of the Indian Central Banking Enquiry 
Committee, 1931 (Cha.pter IX). 

Section A .-The gener.al framework of the CQ-operative 71WVement. 

1. Are you satisfied with the way in which the different 
organizations inside the movement are related to one another, i.e., 
the primary societies, the central banks, the Provincial Bank, the 
Co-operative J<'ederation and the Co-operative Department? 

Section B.-Finance. 

2. Is. the co-operativ:e movem.ent iJ,!, the province as a. whole and 
in its three geographical divisions,, Bil;tar, Chota Nam;.ur and Orissa, 
financially sound? 

203 
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3. Is the supply of finance adequate for its present needs and 
likely to keep pace with expected future developments? If not, 
what fresh sources could be tapped? 

4. Is the finance obtained at unnecessarily high rates? If so, 
have you any suggestions for obtaining cheaper finance? 

5. Should primary societies and central banks accept deposits 
independently or as branches of the institutions to which they are 
affiliated? · If independently, how would you co-ordinate the deposit 
rates of the primary, central and provincial banks and guard against 
excessive accumulation of deposits at any particular point? 

6. What fluid resources should be held against short-term 
deposits, i.e., current accounts, savings bank accounts and fixed 
deposits in primary societies, central banks and the Provincial Bank, 
and what arrangement should be in force to make these resources 
immediately available? 

7. What measures should be taken to attract long-term deposits 
and sell debentures? At what rates can long-term finance be 
normally obtained within the province and from what sources? 

8. Is the existing statutory provision for reserve sufficient or 
excessive? What part of the reserves should be separately invested 
inside and outside the movement? To what extent is it safe to use 
the reserve as working capital in each type of society? 

9. Is adequate provision made for bad debts? 

10. Do you think that the margin between the borrowing and 
lending rates of primary societies, central banks and the Provincial 
Bank is too great? Do you think it practicable to lower 
the borrowing rate of members of primary societies in all parts of 
the province to 12 per cent as recommended by the Central Banking 
Enquiry Committee? By what methods would you reduce the 
expenses o( co-operative banks without sacrificing their efficiency? 

11. Should long-term finance be provided by the existing 
co-operative institutions or entirely taken over by separate co-opera­
tive land mortgage banks? If you favour the former alternative, 
please state what measures should be taken to improve the present 
arrangements?· Do you accept the principles laid down in the 
recent circular of the Registrar, no. I of 1931, on financing primary 
societies? (If you favour the starting of land mortgage banks 
please dev.elop your views under Section L.) 

12. To what causes do you attribute the growth of overdues 
before and after the onset of the r-resent general depression? What 
remedies do you suggest? Do you approve of ~he idelL of refq~pg 
all loans to memben in serious default? 
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Section C.-Audit. 

13. Do you consider the present arrangements for audit 
satisfactory? Can a cheaper agency be used without . sacrificing 
efficiency? How should the cost of audit be met? What do you 
think of the audit scheme pror;ounded by the Central Banking 
Co=ittee in paragraph 173 of their report? Should audit notes of 
primary societies be framed in the vernacular? How would you 
expedite the disposal of audit notes? 

Section D.-Superoision and control. 

(N.B.-By ' supervision' is meant the process of examining 
the working of an institution, and of giving advice thereon, as well 
as the exercise of influence to secure that the advice is followed. 
By ' control ' is meant the effective enforcement of action, which 
the organization subject to control would otherwise decline to 
take.) 

14. What· agency should be responsible for the superVision of 
primary · j!Ocieties? Should it be the financing banks, the 
Co-operative Federation or some other agency? 

15. I£ financing banks are to continue to be responsible for 
sur;ervision, what should be the functions of the Federation and the 
Department in this respect? Does the question of protecting the 
interest of depositors and borrowers arise in this connection? 

16. I£ supervision is entrusted to the Co-operative Federatian, 
will its constitution have to be altered, and how are funds for the 
purpose to be raised? What effect would the divorce of financing 
banks from supervision have on collection and security of loans? 

17. I£ financing banks continue to supervise, in what way 
should supervision be improved? Has the plan of posting super­
vi.!lors to rural areas been successful? Will the r;resent funds be 
adequate, and if not, how should they be supplemented? 

18. What do you think should be the standard establishment 
for supervision? · 

19. Are the results of supervision disappointing by reason of 
lack of effective control? State the powers of control, either 
statutory or by application of financial pressure, or by any other 
means, which t)le following authorities can at present exercise :-

(1) The Department over each kind of institution. 

(2) The Co-operative Federation over the institutions 
affiliated to it and, in turn, over the latters' affiliated 
instimtions. 



{S) The Provincial Baiili over the institutions it finances 
directly or indirectly. 

(4) The central hanks over mstitutioris affiliatea to them, 
Should control ~e strengthened, diminished or co-ordinated '1 

Section E.-Training and instruction. 

20 .. Are the existing facilities for training the staff employed 'by 
the Department and by co-operative institutions in co-operative 
principles and practice adequate? Should further facilities be 
provided by the colleges and the Patna University, e.g., in the 
shape of special diplomas or optional subjects in the existing 
courses of studies? 

21. Is the training hampered by 'lack of general and technicai 
ability among the men attracted by the present erriolumerits of the 
co-operative service? 

22. What measures are necessary for inculcating true principles 
of co-operation among members of primary societies? 

23. What measures should be taken to give special training to 
secretaries of primary societies? 

Section F.-·· Expansion and deviilopment. 

24. Should the co-operative movement confine itself for the 
present to consolidation or aim at further expansion? If the latter-, 
by what agency should the expansion be carried out? Are the 
present arrangements for expansion and propaganda suitable and 
adequate? ·· 

25. Do you consider that the movement is too closely confined 
to societies of the credit type? If so, what development of other 
activities do you recommend and by what -agency? How should 
additional expense be met? In particular, is there great scope for 
godowns, sale and industrial employees' societies? (See paragrapli 
166 of the Bihai: and Orissa Banking Enquiry Committee Report 
and page 225 of the Labour Commission Report.) 

Section G.-Liquidation. 

26. What difficulties are experienced in liquidating societies? 
What measures should be taken to expedite the process? Is ~ 
special officer required for supervision? . , · 

27. What do you consider should be the agency for liquidation? 
Should liquidation be carried out entirely at Government cost? If 
so, what staff and funds should be ,provided by Government? : 

. .28 .. Should reserve funds ever be divided among members after 
hqmdat10n? How should balances remaining after liquidation· be 
disposed of ? 



i' 'Ja9.: Hae the principle of unlimited 'liability beeti applied with 
cindlle rigour on liquidation ? 

Section H.-The Provincial Bank. 
, .. ·· 30~ Is the present constitution, organization and management 
of the Provincial Bank satisfactory? 

'' '' 3i. Should the Bank h~ve branches at Ranchi and Cuttack 
i>itli ii. view to their ultimate evolution into separate regional apex 
banks? 

. <J'2. ·Need the executive head be a. trained banker with a 
thoropgh· knowledge of co-operative credit? (See recommendation 
23:of:the Central Banking Committee.) 

33. Should the Provincial Bank discount co-operative paper 
with.the proposed Reserve Bank of India so as to raise additional 
~hort.-tel'!Jl funds for the movement? 

34. Should the Bank issue debentures for present or future 
cdmmitments of a long-term character? If so, what assistance 
should it receive from Government? • 

35. Do you anticipate any difficulties in the expansion of the 
w.o:rking capital of the Provincial Bank? If so, how do you propose 
t'o get over them? 

. ·' 
Section J.-Gentral banks. 

· · 36. What should be the constitution of central banks? Are 
they at present too much dominated by depositors or by elements 
not seriously interested in co-operation? 

37. What should be the proper area of a central bank or how 
many societies should it serve? Would it be advantageous to 
convert some of the weak banks into branches of stronger neigh­
liouring banks? (See recommendation 37 of the Central Banking 
Committee.) 

:.: · 38. Should there be full time secretaries for central banks? 
¥.:hat should be the minimum qualifications of a bank manager 
and what should be his position vis-a-vis the secretary and the 
directors? (See recommendation 38 of the Central Banking 
Committee.) 

39. Wliat other staff should banks maintain for their financing, 
~upervising and development work? 

:· ·: ·:40. Could any economy in management charges be effected by 
employing a lower paid· staff, without serious detriment to efficiency? 
~ave you any other suggestio~s for. reducing management charges? 

·; · : · 41'.' Does the co-existence of non-agricultural societies side by 
~ide with agricultur-al credit societies endanger the solvency of central 
banks? Should there be separate central banks for the whole 



208 

province for financing each class of non-agricultural societies? If 
so, what should be the relations of the Provincial Bank to such 
central banks? 

42. Should central banks open current accounts withdrawable 
by cheques for primary societies? 

43. To what extent should central banks engage in other 
banking business, besides what is strictly necessary for the financing 
of their affiliated societies? 

44. To what extent is it desirable or possible for all central 
banks to have uniform rates of interest for deposits? Do you 
advocate that the rates of interest should be automatically raised 
or lowered in sympathy with variations of the rates charged by the 
Provincial Bank? 

45. Is the present arrangement, by which deposits in all central 
banks ordinarily fall due for repayment on the same date, still 
convenient? 

46. Should the magnitude of loans given to a society be 
· regulated by the amount of share capital held by the society in the 
central bank? 

4 7. Should a central bank lend to a primary society at 
concession rates up to the extent of the reserve fund of the primary 
society in deposit with the central bank? If so, what should be the 
magnitude of the concession? (See recommendation 21 of the 
Central Banking Committee.) · 

48. How do you propose to reduce the delays that occur in the 
granting of loans to primary societies? 

49. On whose recommendation should loans be granted? How 
far need information, which the primary society requires before 
accepting a loan application of a member, be passed on to the central 
bank? 

50. Do you consider it desirable ·to debar· persons in serious 
default to co-{)perative societies from serving as directors of central 
banks? Is it possible to devise a plan which will increase the 
responsibility of individual directors for the sound position of their 
central banks? 

Section K.-Primary agricultural credit societies. 

51. Do members and panches of primary societies understand 
their rights and responsibilities as members and managers of an 
u~ited liabilit~ co-op~ra~ive society? Are the societies generally 
dommated by smgle mdividuals? What are the causes and 
~e~edies for such a state of things, if it exists? If you consider 
Illiteracy of members one of the causes, state what percentage of 
members are illiterate. 
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Q2 .. Are the )oa,ns of members generally beyond their repaying 
aapacity? How can this capacity be imPToved? 

53. How would you guard against the dangers of facile credit? 
Do you consider the present system of advancing separate loans to 
primary societies with fixed terms of repayment, according to the 
members' individual requirements, to be satisfactory? If not, do 
you approve of substituting a system of normal credits, by which 
each society would fix its normal credit according to the annual 
requirements of its members and their capacity to repay and draw 
upon that credit asreq:uired? What checks would be necessary, if 
such a system. were introduced and what classes of loans should be 
excluded for it? 

54. How should the maximum borrowing powers of members 
and societies be fixed and by whom? Is the present system of 
basing loans on the haisiyat of capital assets working properly? 
Should moveable f>TOperty be included in the haisiyat of ordinary 
agriculturists? Would it be advisable to base loans on C!!>paoity to 
repay and, if so, how can that capacity be best estimated? 

55. To what extent are benami loans given? 

56. Are shares (1) taken by primary societies in central banks, 
(2) taken by members in primary societies ever paid for by an 
additional loan? Are repayments of loans or investment of savings 
ever fictitious transactions? · 

67. Are loans granted by primary societies largely monopolized 
by a few of the most influential members? If so, how can this be 
remedied? Should the individuals composing the panchayat be 
made liable as guarantors for loans issued to members in excess of 
duly authorized maximum limits? (See recommendation 36 of the 
Central Banking Committee.) 

58. Should loans by primary agricultural credit societies be 
limited to short-term and medium-term loans? 

59. Are the present arrangements for enforcing collection by 
way of award satisfactory? Should central banks be empowered 
tq apply for awards on behalf of affiliated societies against members? 
Is there any objection to, or legal difficulty in the way of, enforcing 
the liability of sureties more rigorously than is done at PTesent? 

60 .. Do you consider the present practice in regard to taking 
collateral security by yvay .of mortgage or ;requiring sureties 
satisfactory? · · 

.61. Are restrictions on free transferability of tenant rights 
hampering the proper working of primary agricultural societies? 
Do you think that such restrictions should be removed or reduced? 

M . #E.&~ 
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62. Have you any experience of the working of gra.in gola.a? 
If so, have you any suggestions to ma.ke for ~xtending this type of 
agricultural credit society or for improving the working of existing 
societies? 

68. When a. primary agricultural society ceases to require 
credit, how should its connection with the central bank be ma.inta.in. 
ed, what contributions should it ma.ke towards cost of supervision, 
~~ond how should collection of such contributions be enforced? 

Section L.-Land mortgage banks. 

64. What are the impediments to the starting of separate land 
mortgage banks in your locality? · · 

65. What should be the constitution, capital and area. of 
operation of such a. bank? ' 

66. Should the organization and supervision of such banks be 
entrusted to a special staff of the Co-operative Department? 

67: Do you advocate the limitation of the . operatio~ of land . 
mortgage banks to any particular class of holders of landed 
property? 

8 ection M .-Other cTedit societies. 
68. What are the causes of the slow progress of trade banks? 

How are their lending and borrowing operations controlled by their 
financing banks? Should such societies be closed to the members 
of the professional classes? 

69. What are the causes of weakness of societies supplying 
credit to artisans? Should such societies be supervised by officers 
of the Industries Department? • 

70. Is there much scope in this province for employee and 
labour societies? Should they be organized on local or sectional 
Jines? To what extent should employers be represented on the 
management of ~heir financing banks? 

Section N.-Non-credit societies. 

71. Have you any experience of the working of co-operative 
stores in the province? Why do they not spread among the poorer 
section of the population in towns and villages? _ 

72. What were the causes of the failure of the few co-operative 
sale societies which ha,ve been started in this province? Do you 
think there a.re great difficulties in their development? If so, how 
do you propose to overcome them? 

78. Do you know of any other types of non-credit societies 
working in the province? If so, please describe them .. Why is 
co-operative production so qncommon in this provinco? 
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Section D.-Federation. 

7 4. ;what should be the constitution and functions of the 
Co-operative Federation? 

75. Is its development and propaganda. service working 
satisfactorily? · Should it be merged into a common co-operative 
service_~ 

76. Are Divisional Federation Boards useful? 

77.- What funds are required for financing the activities of the 
Federlttion? Ho\V should they be provided? · 

Section P.-The Co-operatit~e Department. 

78. What should be the organization and strength of the 
Co-operative Department for discharging its functions of audit, 
supervision, development and liquidation? 

79. Is the Department able to get the right type of men, and 
are they adequately trained for their work? Does the Department 
suffer from their frequent transfer? 

80. Is the Registrar's work too heavy and should he be assisted 
by .a Joint Registnr or by Deputy Registrars? 

81. What should be the duties, emoluments and areas of 
jurisdiction of Assistant Registrars? Should they be recruited 
from the Provincial or Subordinate Executive Service or from a 
closed Co-operative Service? Should there be Junior Assistant 
Registrars? Do you recommend the appointment of Honorary 
Assistant Registrars? If so, please develop your views. 

Section Q.-Legislation. 

82. In what respects does the present Co-operative SocietieR 
Act require to be amended or replaced by a Provincial Act? Are 
any penal sections to check misfeasance necessary? 

83. Are any changes required in the Tenancy Acts, the PubliC' 
Demands Recovery Act or the Provincial Insolvency Act for the 
better working of the co-operative movement? 

84. Have any legal difficulties in regard to liqnidation or the 
enforcement of awards come to your notice? If so, how would you 
remove them? 

Section B.-General. 

85. What financial and other kind of aid should Government 
provide for the future growth of the movement? 

86. By what means can better co-opemtion be ensured betwePn 
the Co-operative Department and other departments of Government. 
eSJ,>ecially the Agricpltural and Veterinary Deva.rtments? 
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87_ Do you advoca,te the creatiQn of a common service for all 
paid workers in co-operation other than Government servants? If 
so, how would you propose tha.t the service should be organized and 
controlled, and in particular how would transfers from one 
appointment ·to another be arranged? 

88 .. Have you any suggestions for increasing the interest in 
co-operation displayed by landlords, mahajans and other sections of 
the public? 

89. Is corruption a serious danger to the co-operative movement 
in this province? If so, where is it principally to be found, and 
what steps should be taken to check it? • 

90. What special measures are necessary for the spread of 
co-operation in the backward tracts? 



APPENDIX il. 

List of witnesses formally examined in order of oral examination. 

Patna Centre. 

1. E. C. Ansorge, I.O.s., Registrar, Co-operative Societies, 
Bihar and Orissa. 

2. Mr. V. M. Thakur, Secretary, Bihar and Orissa Provincial 
Co-operative Bank. 

3. Babu Durga Das Sondhi, Secretary, Bihar and Orissa Co­
operative Federation. 

!l. Mr. P. Sen Gupta, Chief Auditor, Co-operative Societies, 
Bihar and Orissa. 

5. Babu Mathura Prasad, Assistant Registrar, Co-operative 
Societies, Patna. 

6. Rai Sahib Jadu Prasad, Honorary Secretary, Jamui Central 
Co-operative Bank. 

7. Babu Shyam Sundar Lal, Director, Bhagalpur Central Co­
operative Bank. 

8. Mr. P. T. Mansfield, I.o.s., Director of Land Records and 
Surveys, Bihar and Orissa. 

9. Babu Akhouri BasudevaNarayan Sinha, Director, Provincial 
Civil Service Association, Ltd. 

10. Professor B. B. Mukherji, Principal, Durga Prasad Co-
operative Training Institute. 

11. Babu Mahendra Prasad, Manager, Bank of Bihar, Chapra. 

12. Rai Bahadur Durga Prasad, Collector of Chapra. 

13. Babu Jugal Kishore· Singh, Assistant Registrar, eo-opera­
tive Societies, Bhagalpur. 

l!l. Babu Nalini Mohan Bhaduri, Director, Madhepura Central 
Co-operative Bank. · 

15. Babu Sawalia Behari Lal Verma, Director, Chapra Central 
Co-operative Union . 

. 16. Babu Shankerjee, Assistant Auditor, Co-operativ.e Societif?s. 
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17. Babu Vigya.n Swe.rup Akshouri, Assis~a.nt Auditor, Co­
opllra.tive Societies. 

18. Babu Bankey Beha.ri La.l, · Manager, Gopa.lganj Central 
Co-operative Bank. 

19. Ma.ulavi Ali ,Ahsa.n, Manager, Begusera.j .Centra.! Co-opera..tive 
Bank. 

20. Ra.i Sahib Raj Prakash N a.ra.in, Cb.a.irma.n, Futwa. Central 
Co-operative :Union. 

21. Ba.bu La.ksbmina.th Misra., Director, Rohika. Central Co­
operative Union. 

Puri Centre. 

22. Ra.i Ba.ha.dur Ra.dha Cha.ra.n Da.s, Subdivisiona.l Officer, 
Kb.urda.. 

23. Ba.bu Ram Chandra Chotta.ray, Honorary Secretary, 
Khurda. Central Co-operative Bank. 

24 .. Ra.i Ba.ha.dur Sudersan Da.s, Chairman, Puri Central Co­
operative Bank. 

25. ·Babu Bra.hma.na.nda. Ma.ha.nty, Honorary Secretary, Puri 
Central Co-operative Bank. 

Cuttack Centre. 

26. Mr. N. K. Roy, Deputy Registrar,· Co-operative Societies, 
Orissa and Chota. Nagpur Divisions. 

27. Biibu Sa.tis Chandra. Ray, Assistant Registrar, Co-op.era.tive 
Societies, Cutta.ck. 

28. Ba.bu Sa.rat Chandra. Mukherji, Additional Assistant Regis­
trar, Co-operative Societies, Cutta.ck. 

.. 

29. · Ba.bu Ram · Chandra Da.s, Honorary Secretary, Culta.ck 
Central Co-operative Bank. 

30 .. Ra.i Sahib Bhikari Cha.ra.n Patna.ik l 
31. Ba.bu Sha.ra.t Chandra. Ghose r 

I 
32. Babu Susil Chandra. Palit J 

Directors, Cutta.ck 
Central Co-opera­
tive Bank. 

33. Mr. P. C. Patra, Deputy Collector, Balasore. 

Banchi Centre. 

84. 'Ra.i Ba.ha.dur Ra.dha. Gobinda Choudhury, Ra.nchi Central 
Go-operative Bank. ·-
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!!5. Rev. j_ Lakra, Chairman, Chota Nagpur Central Christian 
Co-operative Bank. 

36. Babu Nawal Kishore Prasad, Honorary Secretary, Hazari­
bagh Central Co-operative Bank. 

37. Rai Bahadur Nilmoni Dey, retired Deputy Registrar of 
Co-operative Societies, Ranchi. 
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APPENDIX Ill, 

Forms used by central co-operative banks in preparing the family 
budget and haisiyat statements of members of primary agricul­
tural credit societies affiliated t~ them, referred to in para­

, graph 52, Chapter IV. 

STATEMENT A. 

Haisiyat atatement of ............ Member of .•.••..•.•.• Society. 

AsSETS. 

Serial no. Description of property. 

1 House property 

2 Zamindari property 

3 Agricultural lands .. 

4 Investments in deposits, shares or 
loans. 

5 Jewellery 

6 Live stock 

Total 

LIABILITIES. 

1 Arrear rents or revenue 

2 Debts due to Mahajans 

3 Interest due on item 2 

4 Debts due to co-operative society 

5 Interest due on item 4 

6 Any other item 

Total 

Number, 
quantity Value. 
or area. 



211 

STATEMENT B . 

• . • • • . . . . . • . . . • . . . . . . . . . . . . . . . • . • • Society, 

...........•.... District. 

Family Budget of ...........................•.....•.• member. 

Average Annual Inoome. 

From Agriculture :-

Name of crop. 
Area 
under 

the crop. 

Normal Average value 
produce of 4 years from 
(average 1926 to 1929. 

Average vaiue 
of 2 years from 

1930 to 1931. 

(a) Paddy 

(b) Rabi 

1 

(c) Special, e.g., eugarcane, 
chillies, tobacco, jute, 
groundnuta. and oil. 
seeds, etc. 

(d) Fruita and vegetable 
gardening. 

of oyeara). 

2 a 

2. From the exploitation of other raw materiaJs, 
e.g., from lac rearing, silk-worm rearing, 
cattle rearing, poultry, hides, e~. 

Total. 

3. From Service, profession or labour for wagae 
(inoluding the monetary value of paymenta 
in kintl). 

4. From Trada, ehop-keeping, or cart-plying •• 

5. From Zamindari .... . .... 
6. Froro Arte and lndustdee ouch .ae weaving, 

shoe-making, tanning,. pottery, metal work, 
etc, 

Total Income 

Deficit 

Grand Total 

0 0 

4 

From 1926 to For 1930 and 
1929. 1931. 

From 1926 to For 1930 and 
1929. 1981. 
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STATEMENT~. 

Number -of members in the family .•••••...•.• ; •...•••.. 

Average Annual e:r;penditure. 

1. (a) On fooding (including lighting and fuel 

(b) On intoxicating drinks and drugs, 
tobacco, betelnut, ete. 

2. On clothing, etc. (includin~ shoes, c&ps, 
umbrellB.s and toilette reqwsites). 

3. On medical treatment 

4. On education of ohildren 

•5. On ceremonials, festivities, pilgrimages, 
religious rites, etc. (including de&th and 
marriage expenses). 

t6. On agriculture 

(a) Seeds 

(b) Labour 

(o) Renewal of cattle 

(d) Fodder of cattle 

7, On rent and revenue 

8. Ta:~<es and subscriptions 

.. 

9. On repairs to house or well (and renewal 
of furniture and utensils). 

10. On annual instalmente of debte 

(a) To Mahajans . 

(b) To Co·operative Society 

11. Interest payable ann116lly 

· 12. Litigation .. 
13. ~ other item including losses nn trade, etc. 

Total Espenditure 

Surplus 

Grand 'l'ot&l 

.. 

.. 

From 1926 to For 1930 and 
1929. 1931. 

-~~----.. 

• Preeuming that a marriage takes place once in. , • , . , • , •• yoors and a death 
l:lnoe in .•........ years. 
·· t 6(o). Thie figure may be obtained by taking into consideration the average 

period during whioh oattle are replaced and dividing the local value by this perioq, 
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tlonsclidated statement& for the whole societ~. 

STATEMENT ·A. 

Assets. Liabilities. 

I. 

1 
l. 

2. 2. 

3. I 3. 

I As for individual As for individual member. 
4. member. 4. 

5. 

J 
5. 

6. 6. 

Total Total 

STATEMENT B. 

Average annual income. Average annual expenditllfe. 

I. 

1 
1. 

2. 2. 

3. I Ao fodndivkl""" but 3. As for individuals but. 
without details for without details for 

etc. Agriculture. · etc.'j Agriculture. 

etc. etc. 

Total Total 



.A.PpENDIX IV. 

Form in which the family ·budget and !laisiyat figures of prima~y 
agricultural credit societies of each central bank or union were 
tabulated in the office of the Committee. 

1. Ratio of number of societies in­
vestigated to total number of agri­
cultural credit societies affiliated to 
the bank. 

2. Total assets of societies investi­
gated:-

(a) Liquid assets 

(b) Frozen assets 

Total 

.. 

3. Liabilities of societies investi­
- .gated:-

(a) Debt including ~terest due to 
landlord and revenue autho­
rity. 

(b) Debt including interest due 
to mahajans and outside 
agencies. 

(c) Debt including interest due 
to co-operative societies. 

(d) Miscellaneous .. .. 
Total 

4. Difference between 2 and 3 
(+or·--): 

5. Total number of family budgets 1926-29. 
investigated:-_ _ 

(a) Number reporting surplus .• 

(b) Number reporting deficit 

(c) Number reporting neither 
surplus nor defioit. 

Total 

1930-31. 
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6. Percentage of deficit budgets to 1926--29. 
total number investigated. 

7. Average income of the total number 
of persons investigated. 

8. Average expenditure of persons 
investigated. 

9. Difference between 7 and 8 ( + or-) 

10. Number of societies reporting excess 
of average expenditure over average 
income. 

11. Proportion of agricultural income to 
non-agricultural income of persons 
investigated. 

12. Proportion of income from Arts and 
Industries to rest of income. 

13. Percentage of expenditure on 1, 2, 
3, 4 and 9 (main~nanoe) to the 
total expenditure~ 

14. Percentage of expenditure on 6 
(agriculture) to total expenditure. 

15. Percentage of expenditure on 7 and 
8 (rent; land revenue and taxes) to 
total expenditure. 

16. Percentage of expenditure on 5 
(ceremonies) to total expenditure. 

17. Percentage of expenditure on 12 and 
13 (litigation and other unpro­
ductive expenditure) to total 
expenditure. 

18. Percentage of expenditure on 11 
(interest) to total. expenditure. 

19. Percentage of expenditure on 10 
(lrists paid in discharge of debt) to 
total expenditure. 

1930-31. 



PRINTED BY 

SUPERINTENDENT 1 GOVERNMENT PRINTING, 

HIH.\R AND ORISSA, PATNA. 

44 E. ,\I D.- 1,000--26-4-1932. 


