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CHAPTER-II

THEORETICAL FRAMEWORK
2.1 Introduction

In fact, co-operation is much older than the man himself. Right from the 

hunting age up to the present day the all progress and development of human 

beings in all spheres, social, economic, religious and political is marked by the 

sense of thinking working and living together. Therefore, it is rightly said “Man 

is a social Animal - co-operation is therefore, the very soul of human Existence”. 

In fact our philosophy and religion lend support to co-operative and co-existence 

. “Co-operation is thus older then the co-operative movement” Each for all and all 

for each is the law of human body. Likewise the society must be organized in 

such a way that each may work for all and all for each. “We are living in a co

operative society where all collectively work and the benefits of the collective 

efforts are shared by all”. Nothing has been more contributed to the economic 

and social welfare of human race than the practice of co-operation only.

Co-operation was introduced in the country as a remedy for rural and 

urban indebtedness, it has been applied successfully in a wide ranges of 

activities such as an offer production , distribution banking , supply , marketing, 

housing , processing agency and insurance. “The co-operative movement has 

existed because of its ideas and it is from the pursuits of these ideas that its 

principles are derived and characteristic features determined”.

Practical in almost all the countries in the world co- operative activity 

in one from or the other is found basically every where. Our philosophy and 

religion support the existence of Co- operative views. Economic activity has a pretty 

long past in India. “Economic pursuits are impossible without the active 

association of one’s fellow beings in the form of some sort of organization 

and concerted action towards predetermined goals . Co-operation thus becomes a 

concomitant of economic activity”. Economic activity as was observed earlier, 

dates back in India to very ancient times. Naturally therefore, co-operation too.
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2.2 Concept of Co-operation:
The concept of co-operation was originally coined by Rockdale 

pioneers against capitalists’ exploitation, in the early period of 19th century. The 

society formed some basic guidelines and rules. These rules later became the 

principles of co-operation.

The term co-operation finds its origin form Latin word “co-operation” 

which means “ work”. Co-operation today being understood to mean working 

together for a common purpose where a group of person decides to work 

together in co-operation with each other, may that be a club, playground or 

educational institution, co-operation starts to play its role . The basic principles 

of co-operation are very old and can be found even in the primitive societies, 

in one form or other.

Level of co-operation ratio can be local , regional , national or 

international . But there was no period in human history when the people 

decided to work without mutual co-operation . In India e.g. at local level the 

whole villages panchayat system was based on co-operation . co-operation was 

the event element or religious, social, economic, and cultural life in those days . 

Even in Rig Veda there is a prayer that all may work with the same mind so 

that they could work well. Our customers bear an ample testimony to the fast 

that in society co-operation had paramount place.

2.2.1 Meaning and Definition

Co-operation means work together. The principle of co-operation is as old 

as human society. It is the basis of domestic and social life. In its technical sense, it 

denotes a special method of doing business. In its former sense, co-operation existed 

even before the existence of man. Formation of social groups is the outcome of 

reflexive co-operation, while the life of ants, bees, waps, lions, etc. provides the best 

example of instinctive co-operation.

According to biologists co-operation has acted more powerfully towards 

the development of man than better competitive struggle for existence. The history' of 

modem civilization is in fact, the history of co-operation, for without it social and 

economic progress would have been impossible.
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Co-operation is, thus older then the co-operative movement. The co

operative movement is only one example of human co-operation among others , 

e.g. joint stock companies , cartels , trusts etc. According to the sociologists, it is 

a socio-economic movement; for the socialists, it is a social order in which man 

is free from class struggle. Economists believe that it is a form of business 

organization in which there is no scope of being exploited by middlemen and 

lawyers take it to be an organization in whose membership one enjoys “the 

special privileges and concessions conferred by law”.

Discussion about national and international co-operative circles, is one 

of the most heated topics . Co-operators , without caring for a universal theory 

have been adopting in their own way to suit the size and magnitude of there 

problems , in accordance with there environments . If there is any theory, then as 

the Mac lagan committee has suggested that “ the theory of co-operation is very 

briefly that an isolated and powerless individual can by association with others, 

and by more development and mutual support obtain his own degree the material 

and advantages, available to the wealthy powerful persons, and thereby, develops 

himself to the fullest extent of natural abilities”. It is thus, a movement whose 

theory has evolved with times and experiences gained by the co-operators.

Definition:

1) Dr. K. N. Katju

“Co-operation is self help as well as mutual help. It is joint enterprise of 

those who are not financially strong and cannot stand on their own legs and , 

therefore come together not with a view to getting profit but to overcome disability 

arising out of want of adequate financial resources and thus better their 

economic conditions”.

2) H. Kalvert

“Co-operation is a form of organization in which persons volunteering 

associate together as human beings on the basis of equations for the 

promotion of economic interest of themselves”.
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3) Shri .V. L. Mehta: -

“Co-operation is one aspect of vast movement which promotes voluntary 

associate of individuals having common needs who combine towards the 

achievements of common economic ends”.

4) Soligman:-

“Co-operation in its technical sense means the abandonment of 

competition in distribution and production elimination of middlemen of all 

kinds”.

2.2.2 Features of Co-operation

The main characteristics of co-operation are as follows:-

1) It is an association of persons.

2) It is an undertaking.

3) It is a voluntary organization.

4) It is a democratic organization.

5) The keynote is service and not profit.

6) The basis is equality.

7) It is based on proportionality or equity.

8) It is a Socio - economic movement.

9) At the service of both of the members and of the community.

10) It is a universal movement. It is found in all the countries of the world.

11) It is a movement whose watch word is action.

12) It is an autonomous body based on the principle of democracy.

13) It is not based on exploitation.

14) It includes people having common needs.

15) It works on the spirit of self - help.

2.2.3 Principles of Co-operation

1) Voluntary Association or open Membership.

2) Democratic control.
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3) Distribution of surplus.

4) Limited interest on capital.

5) Co-operative Education.

6) Co-operation among co-operatives or principle of Growth.

7) Self - help through mutual help.

8) Cash trading.

9) Political and Religious neutrality.

10) Principle of Thrift.

11) Principle of Service.

12) Principle of equity.

13) Principle of unity and fraternity.

14) Principle of honorary service.

15) Principle of publicity.

16) Principle of social ownership.

17) Honest trading.

18) Principle of Autonomous local society.

19) Federalism.

2.3 Concept of Bank 

2.3.1 Introduction.

Banking system occupies an important place in a nation’s economy. 

A banking institution is indispensable in a modem society'. It plays a vital role 

in economic development of a country and forms the core of money 

market in an advanced country banks provide a variety of services. They 

provide both short term and long-term credit. Their customers come from all 

walks of life from small business to multinational corporation having its 

Business activities all around the world . The bank has to satisfy the 

requirement of different customers belonging to different social groups . 

Banks are the lifeblood of modem trade and industry. Economic growth is 

important for all countries. For the developing country it is a vital, role in 

economic development of country depends upon industrialization of that 

country which needs bold banking structure catering to the needs of 

commerce and industry . No nation can secure quick economic development

BARR. BAl'ASAHEB KHARDEKAR LIBRARY
SH1VAJ1 LNiVLREjOY, KOLHAPUR,
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and expand its commerce and industry without proper and sound 

development of a banking system. It will be not wrong to say that without 

development of sound commercial banking under developed country cannot 

hope to join the ranks of the advanced countries . Thus banking system 

occupies an important place in a nation’s economy. Indeed bank are the backbone 

of modem industry.

2.3.2 Origin of the word “Bank”

According to some economist, word Bank has been derived from 

the German word “BANC” which means a joint stock firm. Some other say that 

it has been derived from the Italian word “BANCO” which means heap or 

mount. As a matter of face at the time of establishment of Bank of Venice in 

1157 the Germans were influential and hence perhaps the word “Banc” or 

“Banco” was used by Italians to denote the accumulation of securities or 

money with a joint stock firm , which later on with the passage of time 

came to be known as “Bank”.

It is also derived from Latin word “Bancus” “Banque” which means a 

bench the money dealers in Italy used benches while they dealt with money 

in their routines . Therefore, the modem banks use furnitures to facilitate and 

regulate their cash and credit transactions.

2.3.3 Meaning and Definition of Bank.

Meaning:-

The word banking denotes a certain kind of trading in money. It consists 

of principally the exchanging of money, the lending of money, the depositing of 

money and the transmitting of money. In most countries, these activities seem to 

have taken their rise in this very order. In India during the Vedic period, 

indigenous bankers exchanged the coins of sovereign for that of another and those 

of gold of silver and vice versa. Simultaneously they lend money to the needy 

both on the basis of interest and without it. Later on, perhaps much before the time 

of Manu, they had begun receiving deposit and finally undertaking remittance 

business. In England, also Edward III appointed in 1344 royal exchangers with the 

exclusive privilege of giving newly coined gold, nobles’ half nobles and farthing
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nobles for silver currency vice versa. At fixed rates which yielded them a profit of 

1.1/5% every year transaction. They were also, empowered to give the current 

coins of the kingdom in exchange for foreign coins and vice - versa. According to 

a table, which hung up their office, for public inspection. In the profit made by 

these operations the king too, had a certain share. There is a record the lending 

business as well as in that counhy even in the days of Edward the confessor. The 

Jews, a Lombard’s gradually became the principle moneylenders in the kingdom, 

and when they were driven out, goldsmiths, bankers, had began undertaking this 

business. Deposit business began there only after 1940. Till then people deposited 

their money with the exchequer, but in this year Charles I passed a confiscation 

order. This was, no doubt, withdrawn later on, but the prestige of royal smiths, 

instead of with the exchequer.

Transmission of money was, first off all, effected by sending the coins 

through massagers. Later on it was accomplished by ‘Bill of exchange’, which 

began to be purchased and sold by merchants and finally bankers.

As present banking denotes, all these activities and certain other which 

we shall deal with subsequently.

Definition of Bank

The bank is defined by many authorities, committees. Some of the 

important and meaningful definitions are given as follows.

1. Prof. H. L. Hart:

“A banker is one who in the ordinary course of his business honours 

cheques drawn upon him by persons from and for whom he receives money on 

current account”.

2. Sayers:

“Banks are institutions whose debts - usually referred to as bank 

deposits - are commonly accepted in final settlement of other peoples debts”.

3. Crowther: -

“A banker is a dealer in debt, his own and other people’s.”
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4. Banking Regulation Act, 1949;

Section 5 of the Banking Regulation Act, 1949 defines banking as the 

“accepting deposits for the purpose of lending or investment, of deposits of

money from the public, repayable on demand or otherwise and withdraw able by

cheque, draft, order or otherwise”.

2.3.4 Functions of a Bank

The functions of banks are classified under two heads.

I] Primary Functions or Banking Functions

These are the fundamental Functions of a bank and include the following:

1) Acceptance of Deposits.

2) Advancing of Loans.

3) Discounting of Bills of Exchange.

4) Creation of credit.

1] Acceptance of Deposits

Accepting deposits from the public is the primary or basic Functions of a 

Bank. As a matter of fact, banking business has its origin in this Function. Safety of 

savings is a major concern for most people, so they deposit their money in banks for 

safekeeping. The bank not only protects the deposits of the people but also pays 

interest on deposits so collected. Besides the banks provide the depositors with a 

convenient method for transferring their funds through the use of cheques. This 

function of accepting Deposits is important from the viewpoint of banks also, because 

, deposits from the basis of their lending operation, which is major source of their 

income. The business of a bank depends on its capacity to attract deposits from the 

people at large. The deposits accepted by a commercial bank can be categorized as 

under:

A) Current Deposits

It is also known as Demand Deposit or Current Account. A customer 

can open a current account with a bank deposit his amount in the account. There
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are no restrictions regarding the number of withdrawals or the amount of 

withdrawals. A customer can deposit or withdraw money, as many times as he 

likes during the business hours of the bank .On current or demand deposits, the 

banks generally do not pay any interest because these deposits are liable to be 

withdrawn at any time. The banks have to keep the cash ready at all times to 

meet the demands of the customer .Some banks pay very small interest on 

standing balance maintained by their customers. Current account suits the needs 

of people engaged in trade and business, joint stock companies and institutions 

who make daily payments and receive money daily. The banks offer some 

facilities and services to the current account holders, for instance, the most 

important facility is the cheque facility and cash credit facility made available to 

them. This enables the account holders to make payments to the parties through 

cheques drawn on this account. Besides, overdraft facilities are given only on 

current accounts. The bank collects cheques, drafts, dividend warrants, etc. on 

behalf of the account holders. The bank however, levies certain service charges 

on the customer for the services rendered by it.

B) Saving Deposits:

As is obvious from the name of the account, these accounts are opened 

for the purpose of collecting the saving of people of small means, generally, 

people with fixed salaries .The chief objective of saving deposits is to encourage 

the habit of thrift among people with low incomes. Deposits can be made in this 

account any number of times but there are restrictions on withdrawals. For 

instance, a depositor cannot withdraw more than once or twice in the week. 

Sometimes, restrictions are also put on the total amount that can be withdrawn at 

one time and the total amount that can be deposited in one account. The rules 

with regard to this restrictions, either for withdrawals or deposits, may different 

from bank to bank and from time to time. The rate of interest on deposits in this 

account is generally 3.5 % per annum. Interest is generally allowed on minimum 

monthly balances at the credit of the account between the eleventh day and the 

last day of each calendar month and is calculated and paid twice in the year. The 

depositor can withdraw the money whenever he needs either through withdrawal 

slip or by cheques. A chequebook is issued to the customer if he agrees to 

maintain a minimum balance in the account in accordance with the rules of 

bank.
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C) Fixed Deposits:

Fixed deposits are also known as Time Deposits or Term Deposits. 

These deposits are made for fixed time period and cannot be withdrawn before 

the expiry of the term. As a result, the bank need not maintain cash reserves 

against these deposits .On the contrary, the bank can freely make use of such 

deposits for a fixed period for granting loans and advances .Therefore, banks 

offer higher rates of interest on such deposits. The rate of interest depends upon 

the period for which money is deposited; the longer the period of deposit, the 

higher is the rate of interest. The bank issues a Fixed Deposit Receipt (FDR) to 

the depositor acknowledging the receipt of the sum of money mentioned therein. 

The FDR also contains the rate of interest and the date on which the deposit 

matures since the depositor are assured of the safety of their deposits and are 

entitled to a fairy high rate of interest, individuals, firms and institutions with 

surplus funds find it profitable to invest their idle funds in the account. Besides 

under circumstances, the bank allow their customer to withdraw their fixed 

deposits before their maturity dates. If the customer withdraws his deposit 

before the due date, the interest on such deposits is reckoned at one percent less 

than the rate applicable to the period for which the deposit has already run. The 

bank also allows the customer to borrow the amount as loan basis whenever they 

required against the security of his fixed deposit at a rate of interest, which is 

usually two percent higher than the rate payable on the deposit.

D) Recurring Deposits:

In order to inculcate the saving habit. It is continued on a regular basis, 

the schemes of recurring deposit have been started new scheme, by the banks in 

recent years, e.g. lakapthi deposit scheme, Dhansanchay. A depositor opening a 

recurring deposit account has to deposit a fixed amount every month for a period 

selected by him. The amount deposited every month generally is in multiples of 

Rs 5 or Rs 10 and the period of recurring account ranges from one year to ten 

year. The depositor has to pay the installment regularly before the last working 

day of each month. The rate of interest on these deposits is almost equal to the 

rate of interest of fixed deposit. In other words, the rate of interest depends upon 

the period for which the account is opened, the longer the period, the higher is 

the rate of interest. At the expiry of the period, the customer gets a lump sum 

representing the installments he has paid and interest thereon. In case the
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customer is in need of money before the maturity of the account, he can barrow 

up loan up to 75% of the amount in the account deposited at the rate of interest 

in vogue. Besides, if the customer wishes to withdraw the total accumulated 

amount before the due date, the bank permit the customer to do so under 

exceptional circumstances.

2) Advancing Of Loans:

The second major function of a commercial bank is the lending of money. The 

money that is received by the banks by way of deposits from the customer is not kept 

idle in the cash box but is utilized for granting loans and advances to the needy 

borrowers. Lending of money is an important function of a bank from the point of 

view of it earning. The profit of a bank predominantly depends upon its lending 

operation. Banking is a business and like any other business, bank also operates with a 

motive to earn profit. This function of lending of money is very important also for 

economy as a whole and for industry and commerce in particular. This is because the 

lending operations of banks involves the creation of credit, which in turn facilitates 

the financing of industry and commerce. It is in the sense that banks play an important 

role in the economic development of country.

Before granting loans and advances to the borrowers, the bank satisfies itself 

fully about their creditworthiness. This is why banks lend money against the personal 

security of the borrowers or against the security of movable and immovable 

properties. Generally, banks grant loans and advances to the borrowers in the 

following three forms 

A) Loans:

When a banker makes an advance in a lump sum for a definite period 

of time it is called a loan. The loan money is credited to the deposit account of 

the borrower. The borrower can withdraw the total amount from the amount or 

partly according to requirements, .Interest is charged on the total amount of loan 

granted, irrespective of the fact how much amount is withdrawn by the 

borrower. Sometimes it may happen that the borrower may withdraw only a part 

of amount credited to the account, yet interest is payable on the entire amount of 

the loan granted. The loan amount is repayable in a lump sum on the due date or 

in installment as agreed. Loans may be given in various forms such as term
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loans, personal loans, call loans and collateral loans. Banks advance loan as on 

the security of shares, life insurance policies, government securities, gold and 

other assets.

B) Cash Credit:

A cash credit is an arrangement by which a banker advance loans 

to the borrowers against certain securities. The entire loan amount is not given 

all at once. What the bank does is that it opens an account in the name of the 

borrower and allows him to withdraw the money as and when he needs up to a 

certain limit determined by the value of the security pledged with the bank. This 

is the most favorite mode of borrowing in India, because the customer needs not 

borrow all at once, but can withdraw small sums of money according to his 

requirement, however he cannot exceed the credit limit allowed to him. The 

bank will charge interest only on the actual amount withdrawn by the borrower. 

However, in case the borrower does not make use of the funds in his account the 

bank will charge some minimum interest.

C) Overdrafts:

The facility is given only to those customers who already have 

current account in the bank. An overdraft is a facility, which allows customers to 

overdraw their current accounts, generally against collateral securities to meet 

their temporary needs. In other words, the customer is allowed to draw more 

than what stands to his credit up to particular limit. The balance in the account 

varies according to the amount of debts and credits. From the customer’s point 

of view, this arrangement like the cash credit is advantageous because he is 

required to pay interest on the amount overdrawn by him. The essential 

difference between a cash credit and an overdraft is that the overdraft is given 

occasionally for short periods, where as cash credit is sanctioned regularly to 

commercial and industrial concerns for longer periods to meet their working 

capital requirements.

3) Discounting of Bills of Exchange:

This is yet another type of lending which is very popular with the modem 

banks. Bills of exchange usually are of three months duration. The holder of the bill



19

of exchange has a right to receive the amount stated therein on the maturity of the bill. 

In other words, a bill if exchange is a self-liquidating paper and becomes payable 

automatically on its maturity .If the holder of a bill of exchange is in need of money 

before its maturity, he can get the bill discounted from the bank. The banker discounts 

the bill at its present value i.e. purchases it by paying cash and deducting interest at an 

agreed rate for the time the bill has to run. This interest is known as a banker’s 

discount. The bank can secure its payment from the party concerned party on the 

maturity of the bill. In short, discounting of bills is lending for short periods and is 

considered to be the most suitable investment from the bank’s point of view. This is 

because bills are certain to be paid on maturity, they have a stable value, they can be 

rediscounted with the central bank if necessary, the investment is for a definite period 

and finally, they yield higher returns. Bills of exchange thus, are idle bank assets, 

which satisfy the principles of the safety, liquidity and profitability.

4) Creation of Credit:

Creation of credit is one of the most important functions of a modem 

commercial bank. We have already seen that the money received by the banks by way 

of deposits is advanced as loans to the borrowers. However, this is not a correct 

statement of facts, because banks lend money not only out of deposits received by 

them, but they also create deposits themselves. This is why the banks are in the 

position to lend the much more than what is actually received by them by way of 

deposits. In other words, banks lend not only what is received by them but also much 

more than what is received by them. This additional money which banks lend in 

excess of what they receive is referred to as “Created money”. The banks can raise a 

big superstructure of credit on the basis of relatively small reserves. This is why banks 

are known as “manufacturers of credit”. This particular function of the bank of 

creation of credit plays a very important role in the development of trade, commerce 

and industry.

II) Secondary Functions or Services of Banks:

Besides the primary functions mentioned above, the modem banks performs a 

variety of other functions, which are more in the nature of services. These services are 

undertaken by the banks with a view to increase its utility to its customers and to the 

community in general. By providing a wide variety of such sendees, the banks attracts 

more customers and get increasing business. These functions are called ‘Secondary
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Functions’, or ‘Subsidiary Services’ because they are supplementary in nature, .These 

secondary functions can be broadly classified under two heads:

1) Agency Services, and

2) General Utility Services

1) Agency services

The modem bank acts as a special agent of its customer and performs a 

number of functions for and on behalf of its customer. The bank renders the following 

services in the capacity. Of an agent of its customer:

1) Remittance of Funds:

The banks help its customer to transferring funds from one place to another 

place. Since the banks have, their branches spread throughout the entire country. They 

serve as best way for transfer of funds from one place to another. The important 

modes of transferring funds from one place to another through banks are as under:

A) Transfer of Money through Demand Draft (DD)

A bank draft is drawn by one branch of a bank on another branch of 

the same or other bank and is payable on demand to the person whose name is 

mentioned therein or according to his order. Banks issue drafts for remitting 

funds from one place to another. If a person wises to remit funds through a bank 

draft, he has to deposit the money to be remitted together with the commission. 

The amount of the commission depends on the amount to be remitted. After 

collecting the amount and the commission, bank issues the drafts to the person, 

who need not necessarily be its customer. The buyer of the draft sends it to the 

payee for encashment. The payee collects the amount from the branch on which 

the draft is drawn.

B) Mail Transfer (MT):

The mail transfer besides bank draft is another widely used mode of 

transferring funds from one place to another. An account holder of one bank can 

remit funds to another account holder at another branch of the same bank 

through mail transfer. The account holder who wishes to transfer funds through 

mail transfer has to give written application with all necessary details to the 

bank for this purpose. The bank after collecting the amount and the relevant 

information sends a message through ordinary post to the payee branch advising 

it to pay the amount to the specified payee or according to his order.
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C) Telegraphic Transfer (TT)

In case of telegraphic transfer, the transfer of fluids is quick because 

the message for transfer is communicated through telegram instead of ordinary 

post as in the case of mail transfer. This mode of transfer is similar to mail 

transfer in other respects, the only difference being that the bank charges more 

commission for such transferor reasons obvious. With the rapidly changing 

means of communication, the modes of transfer for quick remittance of funds 

are also undergoing charges. Presently, banks use computers for quick transfer 

of funds. All cheques are honored at par at the same bank or other banks branch 

in a country.

2) Acting as trustee, Executor and Attorneys

Bank also act as trustees, executor and attorney. Presently, it is rather difficult 

to find a trustworthy and an honest individual who can do all these services. However, 

modem bank render these services in return for a reasonable return. Besides, they are 

better fitted to do these services then individuals. Firstly, because banks have a 

continuous existence which is not the case with individual trustee. Secondly, banks 

employ highly skilled and trained staff who have a long-standing experience and 

business insight. Thirdly, an individual may fall a prey to temptation but banks in 

view of their organization can claim better integrity than other agencies. Finally, 

banks can provide these services more economically than other agencies in view of 

their large-scale operation.

As a trustee, the banker take care of funds of customer. He helps in the proper 

management of the trust. The bank preserves the “will” of the customers and 

executors then after their death. As an executor, the bank must carry out the directions 

contained in the will of the deceased. As an attorney, the banker is authorized to 

receive interest and dividend on securities belonging to his customer. The power of 

attorney may also empower the banker to sign transfer forms and other documents in 

respect of sales and purchases of securities, on behalf of his customer.

3) Collection of Customer's Income:

The modem banker collects the incomes of his customers which may come 

from different sources such as salary, pension ,rent,moneys due on promissory notes 

.coupons etc. The funds so collected, on behalf of the customers, are credited to their 

accounts. By providing these services, the banks earn some commission as well as 

goodwill of their customers, which ultimately promotes the business of banks.
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4) Payments on Behalf of Customers:

Besides collection of customers’ income, the bank also makes payment on 

behalf of its customers. The bank pays premium to the insurance company, loans 

installments, taxes, subscription or contribution etc. Which are of recurring nature. 

The bankers act as an agent of his customer and makes all such payments on his 

behalf .After making all such payments the bank debit the account of its customers.

5) Collection of Interest and Dividend:

The bank collects the interest on securities and debentures as well as dividend 

on shares, cheques, bills, etc on behalf of its customers and credits them to their 

account .The bank charge nominal amount for this service and debit the account of 

their customers for the service rendered 

2) General Utility Services:
(1) Safe Custody of Valuables:

An important function of a modem bank is that of keeping in safe 

custody, valuables of its customers such as gold and silver ornaments, shares and 

debentures, fixed deposits receipts, life insurance policies, title deeds and important 

documents. This is not a recent addition to bank’s functions. The goldsmiths in 

England had their own safe vaults and they use to receive their customer’s valuables 

for safe custody.

The modem bank provides locker facilities to its customers at selected 

branches. For this purpose most of the banks have the strong rooms or under ground 

cellars which are equipped with safe deposits vaults. These vaults or lockers are of 

different sizes and are hired out to the customers. The bank charges an annual rent for 

lockers, which varies according to size of the locker. Since the valuables kept in 

custody of the bank are safe guarded against theft and fire, the people find it very 

convenient to deposit their valuables.

(2) Travelers’ Cheques:

The bank issues the travelers’ cheques’ for the benefits of its customers .It 

is risky for the traveler to carry large amount of cash with him when he travels .To 

avoid the risk of loss or the inconvenience of carrying large amount of cash while 

traveling ,the modem banks issue travelers’ cheques. These cheques are issued in 

suitable denominations such as Rs 25, Rs 50, and Rs 100 and can be encased at the 

places mentioned therein or at the branches of the issuing bank.
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Travelers’ cheques can be purchased by anyone and one who purchase them 

need not necessarily be a customer of the bank .All that a purchaser is required to do 

is to deposit the money with the issuing bank and collect the cheque equivalent to the 

amount deposited with the bank. At the time of issue of travelers’ cheques the 

purchase sign it at the place specified for the purpose in the presence of the official 

who issues the cheques .The purchase of travelers’ cheques has to sign the cheques 

again at the time encashment .The second signature must tally with the signature 

already on the cheque, this serves to identify the holder. This facility is very useful to 

tourists and travelers who frequently travel within the country or abroad.

(3) Letters of Credit:

Modem banks play an important role in promoting internal and external 

trade .Besides providing a convenient mechanism for making payments arising out of 

trade transactions, the modem banks facilitates trade and commerce, especially 

international trade by acting as useful link between two parties, who are often far 

away and unknown to each other. Since the two parties in the international trade i.e. 

(exporter and importer) are not acquainted with each other, the exporter bear great 

risk if they draw bills on the importer after dispatching the goods, because if the 

importer defaults in accepting the bills or making it payment, the exporter will suffer 

heavy losses. To avoid such risk, some sort of arrangement is necessary to facilitate 

the smooth functioning of trade and commerce. This is precisely what a letter of credit 

provides. In order to assure the exporter of his payment, the importer opens a letter of 

credit in exporter’s favor. The exporter is informed by the banker to this effect.

A letter of credit is issued by a bank in the importer’s country in favour of the 

exporter. It represents an assurance by the bank to allow the exporter to draw bills on 

the importer up to a certain amount, which will be honoured on presentation. It is 

addressed to another banker in the exporter’s country. In short, the letter of credit 

enables the exporter to dispatch the goods to the importer with greater degree of 

assurance. This is so because the letter of credit provides the exporter an absolute 

undertaking that the bills drawn under it will be honored. This is the valuable service 

rendered by a modem bank to the business community.

(4) Dealing in Foreign Exchange:

A modem bankers a part from the financing the internal trade of the 

country, also undertakes the business of financing the external trade and changing the 

currency of one country in the currency of another country. In India, this business of
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financing the overseas trade was handled by specialized banks known as “Exchange 

Bank”. However, after independence, with the growth in the volume, composition and 

direction of India’s foreign trade, Indian banks have also entered this sphere and deal 

in foreign exchange transaction. Presently almost 75% of the country’s foreign trade 

and the business arising there from are handled by Indian banks. Besides assisting the 

external trade by discounting of foreign bills, the banks also arrange for the transport, 

insurance and storage of merchandise.

(5) Underwriting:

The term “Underwriting” implies the underwriter (i.e. the individual or 

institution) takes the responsibility that if the shares or debentures offered to the 

public for subscription are not fully subscribed for, the underwriter will subscribe for 

such unsubscribed shares or debentures. This is another important service rendered by 

a modem banker especially to the joint stock companies, because it enables them to 

undertake large concerns and projects. Indian bank were reluctant to function as an 

underwriter in past, but of late commercial banks have made appreciable progress in 

this field.

(6) Compiling Statistical Information:

The modem bankers collets statistical information about money, banking 

.trade and commerce and publishes them periodically through magazines and in the 

form of pamphlets and leaflets. Such information proves to be very useful to the 

business community as it enables them to formulate their business policies based on 

the data published by the banks.

(7) Advice on Financial Matters:

Because of the compilation of statistical and business information, the 

modem banks carefully acquainted with the latest economic situation in the country 

and are in a position to render useful advice to its valued customers on financial 

matters. The banker also undertakes buying and selling of shares, debentures, bonds 

and securities on behalf of his customers.
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2.4 Banking System in India
Initially banking system in India was evolved by the industrialists and 

business houses to meet their own financial needs. Most of the banks were joint stock 

banks varying in origin and size. In 1935, the central bank of India i.e. R.B.I was 

established. R.B.I plays the role as a lender of the last resort acts as a fiscal agent of 

the government controls the currency and regulate credits.

In July 1955, S.B.I was established by nationalizing the Imperial bank 

of India. In 1969, other 20 major commercial banks were nationalized. Now this 

constituted major share of Indian banking system known as public sector banks. In the 

later half of the 19 Th century co-operative banks, which were established in 1904 as 

co-operative credit societies, become one of the important wings of the Indian 

banking system.

Recently Regional Rural Banks (RRB’S) have also been established 

exclusively to meet the credit needs of rural people and semi urban people.
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CHART NO. 2.1

Structure of Banking in India

Source:

R. M. Srivastava

Management of India Financial system. 

Himalaya publication House.

2.5 Origin and Development of Co-operative Banks
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Co-operative Banking organized first in Germany and its pioneers were 

individuals Herman Schultze and F. W. Raiffeisan. After their retirement from the 

Govt, service both started social work and there native places. As a outcome of their 

social work there came in to existence two models of Co-operative Banks,

1) Thai of Schultze.

2) That of Raiffeisan

While the Raiffeisan banks served the rural parts, Schultze banks were 

meant for serving the urban population.

Urban Co-operative Banks own their origin to Mr. Herman Schultze 

mayor of Delitzsch in Germany Mr. Schultze was full of love and sympathy for his 

countrymen whose property and helplessness attracted him to them. He found that 

provision of cheap and adequate credit to the poor people was essential to ameliorate 

their economic conditions. And he come to the conclusion that no one could help 

them unless they organized themselves on the basic of the self help through mutual 

help.

Schultze therefore founded a friendly society in 1949 for relief in sickness. 

For provisions of credit, he founded in native town his first loan society in 1950. His 

societies were known as “People’s Bank”.

Following are the main features of Schultze type banks or people’s Banks.

1) Area of operation was wider.

2) Shares were of high denomination but amounts were payable by instalments.

3) Reserve fund was credited by appropriating 20% of the annual profit.

4) Liability was unlimited.

5) Maximum limit for paying divided was not fixed.

In India, the first urban credit Co-operative society was registered in 

October 1904 at Canjeevaram in Madras province.

Subsequently the Betegiri Co-operative credit society in Dharward district 

then Bombay province and the Bangalore city Co-operative credit society in the 

east while Mysore state were registered in October 1905 and December 1905 

respectively.

The Development of Urban Co-operative credit societies did not receive 

much attention until 1915. In those days all the urban credit societies including the 

urban banks were described as non-agricultural credit societies. In 1915, Mac lagan 

committee submitted its report government and recommended the extension of Co-
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operation among the non-agricultural classes provided that it is carefully supervised 

and controlled.

Because of failure of many commercial banks during 1913 - 1917, the 

urban credit societies were organized. The Verde committee rightly pointed out that 

“The failure of Swadeshi joint stock bank credited an opportunity for Co-operative 

Banking to develop a medium for mobilizing savings of persons of modest means and 

helping those whom financial distress caused by high living costs and unemployment 

had derived in to the clutches of money lenders”.

The usefulness of urban Co-operative banks in financing artisans, small 

traders, factory workers and middle classes was recognized by various committees 

and working groups such as,

- Central banking enquiry committee (1931).

- Co-operative planning committee (1948).

- Study group on credit Co-operative in non agricultural sector (1963) and

- Working group on industrial financial through Co-operative banks (1968).

2.6 Concept of Co-operative Banking.
2.6.1 Meaning of Co-operative Banking

Co-operative banks are the out come of poor farmer’s struggle who encourage 

similarly situated people to become members of the banks for mutual benefits. Co

operative banks invite the operation or co- operation from a similar class people. Such 

banks preserve common rights, common laws and common objective to become 

common to all equal financial holders.

A Co-operative bank, thus, must be essentially Co-operative in character and 

should promote economic activities and provide banking facilities and services to the 

rural people. In other words, these banks cater to the credit needs of small borrowers 

and are more concerned with financing of agriculture and allied activities.

2.6.2 Definition of Co-operative Bank.

“A Co-operative as a from of organization where persons voluntarily 

associate together as human beings on the basic of equality for the promotion of the 

economic interest of themselves”.

H. Calvert.
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“A Co-operative bank is a mutual society formed, composed and governed 

by working people themselves for encouraging regular saving and granting of small 

loans on such terms of interest and repayment”.

- Land G. M.

“The Co-operative Banking system is an integrated one and because of its 

three -tier structure, has been enabled to extend credit to agriculturists, artisans and 

small men in general. The three-tier system also allows a rationalized flow of 

resources from the metropolitan centers to the villages and combines this with fairly 

low costs of operations”.

Dr. D. R. Gadgil.

2.6.3. Nature of Co-operative Banking

1] It is society formed by the working people.

2] It is governed by the working people only as they are the only members.

3] Co-operative banking emerges and exists for mutual benefit or common interest of 

the member workers.

4] Co-operative bank encourage the members to solve and also give the loans to such 

members to meet their financial needs.

5] It is a democratic institution.

2.6.4. Objectives of Co-operative Banks.

Co-operative banks or Co-operative credit societies operate a view to attain 

the following objectives,

1) Co-operative credit societies function with the primary objective of making 

available loans at concessional rates to needy members. They are lending 

funds against security to enable even the small farmers to available of the 

credit facility. Loans are even granted against personal security.

2) Co-operative banks try to bring about the most effective use of the loans they 

advance. The loans are advanced mainly for productive purpose.

Secondly, the banks supervise the activities of borrowers pertaining to

the end use of the loans.

3) The financial resources of Co-operative banks alone may not be sufficient to 

cater the requirement of a large number of its members. Therefore, the other 

objectives of a Co-operative credit institution are to draw on the sources of 

funds outside the society to finance the productive activities of the members.
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Even though the Co-operative banks is an association of small farmers who 

are often not that credit worthy it does not encounter much difficulty in 

securing loan from other financial agencies.

4) The aim of the Co-operative banks is also to minimize the risks in lending by a 

careful processing of the loan purposes utilization of the loans only for the 

productive purpose.

The bank insists on and ensures that the borrowers will repay back the 

amounts on the due dates. If no close watch is kept on the activities on the 

borrowers it is very likely that the borrowed funds would be used for 

consumption purposes in which case the borrower may becomes a defaulter 

and with it the risk of lending increases.

2.7. Co-operative Credit Structure
In India, there are different types of Co-operative Credit institutions operating 

in the country. They can be broadly categorized under two heads: agricultural non- 

agrieultural. Of the two, the agricultural credit institutions dominate the entire Co

operative credit structure. It is only through these agricultural credit institutions that 

the credit needs of the common man in the rural sector can be fulfilled. In contrast, the 

non - agricultural credit institutions cater to the credit needs of the people in the urban 

sector, especially through urban Co-operative banks and other non - agricultural 

credit societies.

Chart 2.2 depicts the three - tier paramedical structure of the Co-operative 

Banking system in India and chart 2.3 shows the entire structure of the Co-operative 

banks in India.
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CHART NO. 2.2

Three - Tier Paramedical structure of Co-operative Bank in India.
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CHART NO. 2.3

Source: - www.rbi.org.in/
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2.8. Urban Co-operative Banking
2.8.1 Genesis of Urban Co-operative Banks

Banking industry in India was organized largely on the basis of British Banks 

in India up to 1960 the managing agency houses were acting as a promoters, 

managers and financers. The English Agency House in Calcutta and Mumbai were the 

bankers to the East India Company and European Merchant in India.

The co-operative movement was started in India to amenity the conditions of 

the rural masses. However, it was soon realized that co-operation offers a solution to 

the difficulties encountered not only by the agriculturists but also by the town man in 

respect of credit as well as other aspects of his business and life.

The Mac lagan committee on co-operation pointed out as early as 1915 that, 

“Urban credit societies might serve useful purpose in training the upper and middle 

classes to understand ordinary banking principles”.

2.8.2 Definition of Urban Co-operative Bank
The urban co-operative bank is defined by many authorities, committees and 

study groups some important and meaningful definitions are given as follows:

1) “Urban Co-operative Bank is one which has been organized for accepting deposits 

from public, which are usually repayable by cheques, which carry on normal banking 

industry”.

2) According to the study group on credit co-operatives in the Non-agricultural 

Sectors, “any credit organization which is registered under the State Co-operative 

Societies Act, which has a minimum, paid up capital of Rs. 50,000/- which provides 

banking facilities to its members and customers in urban and semi-urban are as can be 

considered as an Urban Co-operative Bank.”

This definition includes following features:

a) Registration is under the state co-operative Societies Act.

b) Area of operation is urban or semi-urban

c) Paid up capital is minimum Rs. 50,000/-

d) Provision of banking facilities e.g. accepting deposits from members and non

members, repayable on demand or savings and withdrawals by cheque, draft, 

order etc.
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3) The report on the survey of urban co-operative banks conducted by the R.B.I. in 

1961 considered that non-agricultural credit society having the following features 

might be classified as an urban bank.

a) Minimum paid up capital of Rs. 20,000/-

b) Provision of important banking facilities, withdrawals of cheques, remittance 

of funds etc.

c) Maintenance of liquid resources according to prescribed standard.

4) In the year 1975, the Reserve Bank took decision for the strengthening of urban 

banks and advised to the Registrar not to register new urban bank without a minimum 

paid up capital of Rs -One Lakh. Now urban bank or primary co-operative bank is 

defined as a co-operative society other than primary agricultural society with the 

following characteristics:

a) Its primary object is the transaction of banking business.

b) Its paid up capital and resources are not less than rupees one lakh.

c) Its byelaws do not permit admission of any other co-operative society as a member 

except when a co-operative bank contributes to its share capital with the help of 

funds provided by the state.

The above definitions provide good yardstick for distinguishing an urban bank 

from salary-earner’s society or other type of non-agricultural credit societies.

2.8 3 Salient Features of Urban Co-operative Banking:

1) Urban co-operative banks are essentially institutions established by persons of 

small means. These banks primarily work for promoting thrift and habit of saving 

among their members.

Most of the urban banks have large number of members having few shares each 

purchased by them. As regards deposits 70 % of the depositors are those who have 

handed over the amount not exceeding Rs. 1000/- while giving loans urban banks give 

priority to weaker sections of society. In this way, urban co-operative banks are really 

the banks of the small people.

2) Urban banks are self-relevant institutions. Outside financial assistance is almost nil. 

All the urban co-operative banks have created credit, which is nearly 25% of national
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income. Urban co-operative banks are playing dominant role not only in co-operative 

movement but also in the economy of the country as whole.

3) The working of urban co-operative bank is satisfactory if we consider the overdues 

there are just marginal overdues to maximum extent of 9 % as compare to other banks 

this is quite a minimum percentage of overdues. For example, the percentage of 

overdues in DCC’s and commercial bank is found to be 36% to 45% respectively it 

shows that money of urban co-operative banks rotates frequently in the banks of 

needy persons. There is minimum number of defaulters.

4) Urban co-operative banks are the institutions of members, the members play 

important role in functioning of these banks. They actually participate in formulating 

the policies member themselves are depositors as well as borrowers.

5) At present there is no organization of urban co-operative banks at national level. In 

fact, there is a need of apex co-operative bank on the lines of NABARD. At present 

state co-operative bank are not providing finance to urban co-operative banks from 

their own resources. They are only acting as a centre for routing the refinance by the 

reserve bank.

6) Urban co-operative banks were not included in the second schedule of RBI’s Act. 

Therefore, they were unable to offer guarantees to government co-operation, semi 

government bodies, etc. Urban co-operative banks also did not enjoy free remittance 

facility from RBI. The demand of extending scheduled status to urban co-operative 

bank has now been accepted. Those urban banks having Rs. 100/- Corers TDL have 

been accorded scheduled status. There are 24 such UCB’S in Maharashtra, 5 in 

Gujarat and 1 each in Goa and Andre Pradesh.

7) Urban co-operative banks are considered quite suitable to feel the credit gaps in 

urban and semi urban areas of comparatively lesser cost of operation due to simplicity 

and close contacts with the people they can attract savings of the local people in the 

form of deposits.

2.8.4 Need of Urban Co-operative Banks

Urban co-operative banks are the banks, which are established in urban and 

semi urban areas with limited area of operation. They occupy an important place in 

the banking development of our nation.
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The need for urban co-operative banking arises from the fact that agricultural 

societies, central co-operative bank, state co-operative bank and co-operative Land 

mortgage banks are not interested in providing credit to the urban middle class i.e. 

small traders, artisans, hawkers, employees in government departments, local bodies, 

mills and private business etc. none of these come under the preview of commercial 

banks because they do not satisfy the standard following by these for financing. These 

agencies are purely private and not guided by any code of conduct, hence they charge 

exorbitant rate of interest and exploit the urban people. Therefore, the problem was to 

have an agency, which will replace the private credit on easy terms of interest and 

repayment. Urban co-operative banks advance loans mostly to such needy persons. 

These credit associations raised funds by issuing shares, accepting deposits and by 

means of rediscounting by an outside bank.

2.8.5 Objects / Function of Urban Co-operative Banks:

The main objectives of the urban co-operative banks are as follows:

1) To borrow funds from members and non-members to utilized for loans to members 

for useful purpose.

2) To act as an agent for the joint purpose of domestic and other requirement of the 

members.

3) To undertake collection of bills drawn, accepted or endorsed by members and 

constituents and discount cheques and bills of approved members.

4) To encourage thrift, self-help and co-operation among the members.

5) To arrange for the safe custody of valuables and documents of the members and 

constituents.

6) To carry out instructions for periodical collection, remittances of the members and 

to depositors.

2.8.6 Role of Urban Co-operative Banks:

It may be mentioned that non-agricultural credit society can make 

considerable contribution to their members, to co-operative structure and to general
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economic development. As far as urban co-operative banks are concerned, they have 

an important role to plan in several respects including the following:

1) They can organize and bring together middle and working classes in urban and 

semi-urban areas and inculcate in them the habit of thrift and self-help and acquaint 

them with the elements of ordinary banking principles.

2) The mobilization of saving by urban co-operative banks and consequent drawing of 

urban resources into the Apex and central co-operative banks which are in need of 

funds to finance the rural, industrial and other functional co-operatives can contribute 

to general economic development.

3) By providing credits on reasonable term to the middle classes, they can rescue 

them from the exploitation of moneylenders and other unscrupulous agencies, which 

is particularly important in the context of rising prices and cost of living, this has 

consequent effect also on non co-operative lending.

4) By financing individual’s industrialists and artisans working in urban areas, they 

can make significant contribution to industrial development.

5) They can make certain essential banking facilities such as remittance of funds etc. 

available in areas, which may not be considered suitable for commercial banking to 

persons who may not be able to get such facilities from commercial banks.

6) They can provide intelligent, experienced and active leadership to the co-operative 

movement including the central Apex co-operative banks, which in view of their 

Federal character draw their directors from member’s institution.

2.8.7 Main Income Sources:

The urban co-operative banks earn their income through the following sources:

1) Interest on loans and advances

2) Interest on Government and other securities

3) Dividend on shares held in other co-operative institutions.

4) Commission from agency service, and bill collection

5) Entrance fees

6) Interest on deposit with other banks

7) Discount, commission on bills and cheques discounted.
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2.8.8 Area of Operation:

The area of operation of an urban bank is determined by its byelaws. The 

study group on credit co-operatives in non-agricultural sector was of view that the 

area of operation of an urban co-operative bank should be restricted to a municipality 

or Taluka where it operates. However, if certain members of the primary agricultural 

credit society are not able to get credit facilities from their society, they may be 

allowed to become members of the urban co-operative bank after obtaining 

permission from the Registrar.


