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ABSTRACT

It is now increasingly recognized that the co-operative system in India has the capacity and potentiality to
neutralize the adverse effects emerging from the process of globalization. The paper examines the causes of slow
progress and highlights the emerging role and challenges of the cooperative sector. In comparison to the step-
motherly treatment of the past, cooperatives are now considered an important plank of development. The
cooperatives have inherent advantages in tackling the problems of poverty alleviation, food security and employment
generation wherein both the state and the private sector have failed. Whilst the present study focuses on several
pitfalls and shortcomings, it also suggests strategies which can promote the concept of cooperation among the
masses. The present study attempts to bring to light the problems & prospects of cooperative sector in India under free
market economy.
. ________________________________________________________________________________________________________________________________________________|

INTRODUCTION

Co-operation is a world-wide movement. It was introduced in India in the early years of this century in the wake of
famines, which had resulted in economic hardship and an alarming increase in the indebtedness of the farmers to the
moneylenders. Co-operative credit on easy terms appeared to be the best means of getting the farmers out of the vicious circle
ofindebtedness and poverty. The idea was to free the farmers from the necessity of having to borrow money on usurious rates
of interest from Sahukars or village moneylenders.

The Co-operative Societies Act, which was passed in 1904 envisaged the formation of village credit societies. In
1912, the Act was amended to enable formation of other types of societies for activities relating to sale, purchase, production,
housing etc. This Act also provided for the creation of federations of primary societies and for supervision, audit, mutual
control and overall development of the co-operative movement.

In 1919, the subject of co-operation was transferred to the provinces and most of the provinces enacted their own
laws to regulate the working of co-operative societies. To give a stimulus to the co-operative movement, the Government of
India set up an Agricultural Credit Department in the Reserve Bank of India with a view to providing financial assistance and
credit to the co-operatives.

Co-operation was introduced in India mainly as a defensive organization for dealing with problems of rural
indebtedness. With the acceptance and implementation of a planned economic development wedded to the ideas of socialism
and democracy, co-operation became a dynamic economic instrument for achieving the social objectives of the National
plan. Cooperation in a vast country like India is of great significance because :
+Itis an organization for the poor, illiterate and unskilled people
+Itisan institution of mutual help and sharing
+Itsoftens the class conflicts and reduces the social cleavages
+Itreduces the bureaucratic evils and follies of political factions
+It overcomes the constraints of agricultural development
+It creates conducive environment for small and cottage industries

GLOBALIZATION

The term globalization is often associated with international business. It is a process of development of the world
into a single integrated economic unit. In India, globalization refers to the opening of the gates of the economy for mutual
global co-operation by way of reducing control and bureaucratic delays and steering the economy towards better market
orientation.

Globalisation started from the 19th century and the period between 1870 to 1913 has been considered as first phase
and the period from middle of 20th century is viewed as the second phase. The World Human Development Report, 1999
states that the most significant feature of the current phase is market economic policies spreading around the world with
greater privatization and liberalization than in earlier decades.

Background It is a well-known fact that the year 1991 marked the beginning of a new era in economic policy of our
country. To encourage privatization, policy changes such as deregulation of state enterprise, reduction in tariff barriers,
creation of appropriate climate to promote private investment in infrastructure, manufacturing etc. provided for new
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direction and affected almost all the sectors of the economy, including co-operative sector. But the reform measures under the
new economic policy, mainly concentrated only in removing the fetters on private enterprises and in stimulating higher
economic growth by promoting industrial sector. The rural and agricultural sector remained somewhat neglected and also the
effect of economic reforms on the economic fortunes of the common people was overlooked. Throughout the reform decade
i.e., from 1991 to 2000, the role and relevance of the cooperative sector remained on the background, in spite of its
predominant position in various fields of our national economy.

There are at present 5.04 lakh cooperative societies of different type with a membership of 22 crores, covering 100
percent villages and 67 percent rural households. The transition from controlled economy to open competitive economy in
the name of globalization or liberalization has thrown a whole lot of challenges to the cooperative sector. It was believed that
cooperatives would not be able to survive in the face of stiff competition posed by private sector. In contrast, there were still
few, who regarded cooperation as a dynamic enterprise, which had been able to survive for around 150 years.

A study of functioning of cooperative societies in various segments has shown that there are some strong and viable
cooperatives, viz.,

a) Agricultural Credit - The cooperative credit system of India has the largest network in the world and cooperatives have
advanced more credit in the Indian agricultural sector than commercial banks;

b) Agricultural marketing - marketing societies help the farmer to get remunerative prices and co-operative processing units
help in value additions to the raw products etc. In addition, co-operative societies are helping in building up of storage go-
downs including cold storages, rural roads and in providing facilities like irrigation, electricity, transport and health;

¢) Fertilizer distribution : In fertiliser production and distribution the Indian

Farmers Fertiliser Cooperative (IFFCO) commands over 35 percent of the market.

d) Sugar Industries: In the production of sugar the cooperative share of the market is over 58 percent

e) Agro-processing: In the marketing and distribution of cotton they have a share of around 60 percent. Cooperatives process,
market and distribute 50 percent of edible oils. The cooperative sector accounts for 55 percent of the looms in the hand-
weaving sector.

f) Dairy: Dairy cooperatives operating under the leadership of the National Dairy Development Board and through 15 state
cooperative milk marketing federations has now become the largest producer of milk in the world.

Various development activities in agriculture, small industry marketing and processing, distribution and supplies
are now carried on through co-operatives. But at the same time one must realize the fact that the co-operative structure, as it
emerged, has shown the following weaknesses.

WEAKNESSES:

Despite rapid growth the overall progress of cooperative movement during 100 years ofits existence is not very
impressive. It is therefore necessary to know the causes of poor performance of the movement and on that basis take such
steps as would promote a faster growth of cooperative movement in India.

A.GOVERNMENT INTERFERENCE:

The cooperative movement in India was initiated in 1904 under the auspices of British government. Right from the
beginning the govt has adopted an attitude of patronizing the movement. Cooperative institutions were treated as if these
were part and parcel of the administrative set up of the government. The govt interference thus became an essential elements
in the working of these institutions. As a result people's enthusiasm for the movement did not grow. The movement's
independence and self-reliance existed only on paper and files. After attainment of independence in particular after beginning
of the planning, some healthy changes in the attitude of the govt did take place. It was not given proper importance that it
deserves in any plan. But even the cooperative movement has not become full-fledged people movement. Even today quite
often cooperative societiesare imposed upon the people. This does bring about an increase in the membership of the societies.
But the spirit of cooperation cannot flower fully in these circumstances. Neither it growth took place according to any plan
nor did it become a people's movement. It just grew very slowly and that too haphazardly. It was a state driven institution.

B.MISMANAGEMENT AND MANIPULATION :

The essence of the cooperative movement is that it gives the farmers the status of shareholders and assures them
agricultural, educational and medical facilities. Under the Maharashtra State Cooperatives Act, a minimum of 11 farmers is
required to form a cooperative. Today the shareholder membership averages between 15,000 and 25,000 farmers. The
relationship between the shareholder farmer and the cooperative is simple - the farmer is committed to contributing a certain
amount of cane per season and the mill is bound to take this cane. The strength of the movement was the involvement of the
farmers who were shareholders in the sugar mill regardless of the size of their holdings. Over the years, this truly democratic
idea got corrupted and farmers with larger holdings grew more powerful. In practice, this altered the power structure of the
cooperatives. In the elections to the governing bodies of the sugar factories, money became such a powerful tool that the top
posts of chairman and vice-chairman usually went to the richest farmers even though the majority of members were farmers
with small- or medium-sized holdings.

C.LACK OFAWARENESS:

People are not well informed about the objectives of the movement, the contributions it can make in rebuilding the
society and the rules and regulations of cooperative institutions. Unfortunately, no special efforts have been made in this
direction. People look upon these institutions as means for obtaining facilities and concessions from the govt. So long as
people expect to get something from the govt, they see to it that societies somehow continue to function. Lack of education,
dirty politics of the village, caste ridden elections to the offices of cooperative societies, bureaucratic attitudes of the govt
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officers at the lower rank are some of the hurdles in spreading the correct information about the cooperative movement and in
educating the people abut its true character and vital role in the society.

D.RESTRICTED COVERAGE:

The cooperative movement has also suffered on account of two important limitations on its working. One is that the
size of these societies has been very small. Most of these societies are confined to a few members and their operations
extended to only one or two villages. As a result their resources remain limited, which I make it impossible for them to expand
their means and extend their are of operations .Two, the most of the societies have been single purpose societies. For this
reason these societies are unable to take a total view of the persons seeking help, nor can they analyze and solve problems
from different angles.. the help these societies render thus can not be adequate. By assessing the persons and the problems
only from one angle , these societies neither help properly the person nor make a optimal use of their resources . Under these
circumstances it has not been possible for these societies to make much progress.

E.FUNCTIONALWEAKNESS:

The cooperative movement has suffered from inadequacy of trained personnel right from its inception. Lack of
trained personnel has been caused by two major factors. In the first place, there has been a lack of institutions fort this purpose
of training personnel. Secondly because of it unsatisfactory working of cooperative institutions, efficient personnel did not
feel attracted or motivated towards them. The functioning of the cooperative societies ,too suffer from several weakness.
Some of these are, taking no care of the need of credit seekers or their repaying capacity at the time of granting loans, making
no adequate provision for the return of loans, unsatisfactory keeping of accounts, factional politics in it management, lack of
coordination among various divisions of the cooperative structure, too much dependence on outside sources of finance, lack
ofadequate auditing. Such weakness have prevented theme from progressing on healthy lines.

Thus there are several pitfalls. Poor infrastructure, lack of quality management, overdependence on government,
dormant membership, non-conduct of elections, lack of strong human resources policy, neglect of professionalism, etc. are
the limiting factors. Indian cooperatives are also unable to evolve strong communication and public relationsstrategies which
can promote the concept of cooperation among the masses.

NEW CHALLENGES
1. Aborderless system of economic activity is coming into being. Big multinational companies will take full advantage of the
borderless world, without hindrance of national boundaries to undertake large-scale economic activities, which will
dominate the world market. Such a new economic scenario, presented a threat to cooperative movement's ability to survive.
2. Since the government now has withdrawn support, due to changed economic priorities, many cooperatives encounter
difficulties in generating their own resources and have to completely reorganize themselves to survive and succeed in a
competitive environment, without depending n any state support.
3. At present, there are about 207 national and 8 international organizations, which are the backbone of ICA and there are
about 754 million individuals spread over 90 countries of Asia, Africa, Europe and America, who are members of ICA. With
such a huge and diversified structure around the world, one cannot question the ability of the cooperatives to survive and
succeed, but what needs to be deliberated upon is, the new direction towards which cooperative movement should move with
firm determination.
4. Internal and structural weaknesses of cooperative institutions, combined with lack of proper policy support have
neutralized their positive impact and resulted partly in the mismanagement, inefficiency and corruption in the financing of
cooperatives. This has necessitated the need for a clear — cut policy on co-operatives, to enable sustained development and
growth of healthy and self-reliant cooperatives.

Keeping in view the challenges ahead, cooperatives have to reorient their strategies, in the changed economic
environment of our economy. Some of the strategies to reorient and renew their development thrust in the new environment
are:

SUGGESTIONS & RECOMMENDATIONS

To face the challenges in a liberalized economy, the cooperatives have to reorient their structural functioning and

management. [t may include:

i. Enhancing the competitive strength in cooperatives by their merger and division, wherever necessary.

ii. Non-viable societies that do not have scope for revival should be liquidated.

iii. Ensure active participation of members in their day-today business and de-listing or removing the inefficient or inactive
members from membership.

iv. Federal organizations of cooperatives must give sufficient financial and other support to their constituent societies.

With the growing diversification and size of operations in cooperatives, there is a need for constituting two separate
boards namely, policy-board, consisting of elected representatives of the members and executive-board, consisting of senior
executives headed by the chief executive, with clear demarcation of areas of their powers and functions. In other words,
besides elected cooperators, there should be a provision to co-opt outside experts in areas, requiring high degree of
specialization or technical and managerial expertise.

Large-scale enterprises in the cooperative sector may require huge funds. To mobilize more funds, cooperatives
may enter capital market and mobilize funds by means of deposits, debentures etc. At the same time, cooperatives must
evolve deposit-insurance scheme, to instill confidence among the depositors, both in urban and rural areas. Effective deposit
mobilization will help them to build their own lendable resources, for profitable and diversified lending. They have to adopt
efficiency parameters, in terms of cost-effectiveness and a reasonable return on investment, if they have to survive in the
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competltlve atmosphere.

According to some experts, there are a number of agricultural commodities like rice, sugar, fruits, vegetables; spices
etc. that have strong competitive advantage in export markets. This has positive implications for agricultural cooperatives.
Moreover, some cooperative thinkers interpreted that the historical attributes of cooperatives namely, countervailing power,
access to capital on favourable terms, scale-economies and income improvement, provide them with necessary strength, to
overcome the challenges of a competitive market.

Intensified enrolment drives to cover maximum number of small and middle sized agrarian producers, processors
etc., intensified linkages with NGOs or Self-help Groups or panchayats and intensified efforts on the part of the government
of India and promotional bodies like NCDC to attract funds and other forms of assistance from international agencies like
world bank, Asian development bank, EEC, FAO, ILO, etc. for specific development projects in the cooperative sector, will
go along way in strengthening cooperatives, in order to complete in the new economic environment.

For the development of rural sector, which is still very largely in the Informal spheres, the parameters of the new
system do not apply. In such cases, we should indentify:

i. The areas where the cooperatives cannot penetrate or cover,

ii. The areas where the cooperative sector has a comparative advantage, and

iii. The areas where cooperatives can build up strategic alliance with private sector, public sector and International agencies.
Such an understanding will greatly help in the vertical and horizontal integration of support services for agro-industrial
production processes.

. For building up professionalism in the management of the cooperative enterprises, it is necessary on the one hand to
upgrade the quality of the staff with latest developments and on the other hand, develop proper and cordial relationship
between the managers and members of board of directors. Proper and continuous training must be provided to both
cooperative leaders and professional executives.

It is only now that cooperatives have an opportunity to thrive for years, despite their relevance restricted by a hostile
legal and policy environment, fell far short of their promise. The extensive powers conferred on the registrar of cooperative
societies, are a drag on the efficiency of the cooperative system. The dawn of the new era began in 1995, when Andhra
Pradesh legislature passed the AP mutually aided cooperative societies Act, 1995. By the end of 1999, three more states viz.,
Bihar, Jammu and Kashmir and Madhya Pradesh have enacted similar parallel acts for self-reliant cooperatives. Maharastra,
Tamil Nadu, Orisssa, Punjab and Himachal Pradesh are considering similar laws. Recently, Karnataka state legislature has
passed & implemented Souharda cooperative society Act since 2000. It is this, changing environment that provides the
opportunity for genuine cooperatives, to arise and compete. Parallel-laws for self-reliant cooperatives; provide a legal
environment that allows cooperatives to function as autonomous, democratic, member-sensitive, member-controlled, self-
reliant enterprises.

CONCLUSION

In a developing country like India with huge deficits in terms of quality and quantity, the State has to shoulder the
primary responsibility of providing cooperative credit. Considering the low living standards of common man, incomplete
and imperfect markets, and other socio political considerations it is the primary duty of the government to ensure that its
citizens have easy access to cooperative credit.

The current status of cooperatives reflects both a threat and an opportunity. It is a threat, because cooperatives have
failed, to a large extent, in delivering efficient goods and services unlike the private sector and an opportunity, because the
new economic scenario will offer enough opportunities, which could be effectively utilized by the cooperatives to prove their
case of continuation.

The need of the hour for the cooperative sector in the era of liberalized environment is to seize every opportunity
available to it. Thus, the future vision of cooperative movement will have to be based on efficiency parameters relating to
promotion of excellence, improvement of operational efficiency and strengthening of financial resource base.
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