\/Vork?ng Paper

LI

i IINg




COMPARATIVE PERFORMANCE OF FARMERS' SERVICE
SOCIETIES AND PRIMARY AGRICUL TURAL
COOPERATIVE CREDIT SOCIETIES

By
8, M. Dasai
.3
N. V. Namboodiri

liﬂ’lﬁli*

1991
(920

WP No. 920
February 1991

The main objective of the working paper series
of the 1IMA is to help faculty members to teost
out thelr research findings at the pre-publi-

cation staga,.

INDIAN INSTITUTE OF MANAGEMENT
AHMEDABAD-3B0 015
INDIA




Abstract

This paper analyses performance of Farmers' Service
Societies (FBB) and Primary Agricuitural Cooperative
Credit Scocieties (PACS) comparatively. Features of
these two field-level rural Financial institutions
{(RFIz) are described in Section-II. Section-I11
conceptualizes performance criteris. Section-IV

discusses application of these criteria and analyses
the empirical results. Major conclusion of the paper
is that F55 have performed better than PACS. Eut  both
these FRFlIs have not succeeded in undertaking agro-
marketing and processing. Implications of these
findings are discussed in the last section.
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COMPARATIVE FERFORMANCE OF FARMERS® SERVILCE
SOCIETIES AND PRIMARY AGRICULTURAL
COOPERATIVE CREDIT SOCIETIES

H.M. Desail
N.Y. Namboodiri

This paper analyses performance of farmers’ service sorlieties
{(F58) vis—a-vis primary agricultural cooperative credit societies
(PACS) . Since both F&88 and PALRS are cooperatives, their
objectives include not onl? their viability but also well being
of their members and development of the society at large. Thus,
performance of these farmers’' organisations must be evaluated at
two levels, namely, ocrganisation level, and members level. This
regulres collectioﬁ and analysis of data for hoth these economic

umits. This paper analyses data of the organisation only.
However, criteria adopted for this analysis are such that they
also permit drawing performance implications from the standpeint

of members.

Ferformance of F&B and PACS is comparatively studied because

institutional innovation of FS5 was conceived as PACS were unable

to be multipuwrpose in their functions and also by-passed the

weaker secticons like agricultural labowrers, marginal +armers,

gmal]l farmers and artisans.

Fast studies on FS55 covered early and short period of their
-

working. Some nf these studies found that (a) dependence of the

members of FS55 on informal lenders hed declinedl33, () growth in



mehhership of weaker sections had steadily improvedi®l, and {c)’
recovery/collection of loans advanced was higher(B83, and [9].
Some other studies revealed that FS5 did not have (a) qualitied
technical and managerial personneli?7l; and [51, (b) long-term and
consumption credit in their lending portfoliociéld, [73 and £81,
angd {c) multi-—functional structure of their operationsisl. Mast
of these studies concluded thzat FS8 was not much different from
FQCS. Even the policy support of FSS5 receded on a common belief
that this intituticonal innovation had faited. These conclusions
need to be resvaluated as they suffer frum methodological and
conceptual weaknesses related to performance criteria which will

be discussed in the third and fourth sectimn§fmf this paper.

in the next section basic features of FSS5 and FPAES are discussed.
In the third sectgnn performance criteria are conceptualized.
Fourth section discusses the results of application of these
criteria. 6Mnd in the final section conclusions are recapitulated

and based on that policy implications are drawn.

11. Featwes of FSS and PACS

Both these field-level rural.Financial institutions (RFIs) have
keen introduced to extend credit that is integrated with modern
inputs  and commodity markets related services. They have been
introduced also teo improve rural peoor’'s share in formal credit,
and to organize a force to counter the usurions power of village
monefhlenders. They have been chosen for both economic and non-
EConOmic reascons. But there are important differences in  the

emphasis attached to these factors.

k1



FACS came to be organized after the enactment of Cooperative
Credit Societies Act in 1784, This Act was subsequently revised
in 1912 to promote multi-purpose cooperatives and to organize
pon-credit cooperatives. Eut starting of mul ti-purpose
cooperatives did not receive momentum wntil the Reserve Hank
recommended them in 1937 and until Five Year Plans provided state
support for them. HMoreover, it was emphasized that unless credit
was organized on a group basis, virtues af self-help, thritt, and
modermized attitudes that are necessary to deal with the local
money lenders could not be promoted. As experience with such
group organization was gained, it was réalized that credit
integrated with other services by the multi-purpose cooperatives
would be in a better peosition to counter the moneylender-cum—
traders. Features of administration by honorary management and
local participation, unlimited {(and subhsequently limited)
liability of the members, small (anq subsequently moderately
large) size, and simple operations of these cooperatives were to
help reduce costs and risks of rural finance operations. These
cooperatives were alsc to feceive gstate partrership in  both

equity-capital and administrative leadership.

By early 197@0s it was found that these multi—purpose FACS bhad not
much succeeded in diversifying their operations especially
commodity marketing and processing, in  reaching the weaker
section, and in becoming viable. For these reasons, among
others, the National Commission on Agriculture recomrended

introduction of farmers’ service societies {FS85). The main
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features bpf this recommendation were that (1) F85 unlike FPALCS
wili have a compact area of operations ip 18-28 villages {instead
of 5-B villages for PACS) with a potential of reaching & business
of Rs.2.5 to 3 million {instead of Rs.D.2 million for PALCS) in 3
to 5 years, (2) FSS unlike FACS will bave branches and such FSS
may even reach the business of Rs.18 millien in 5 ta 7 vyears,
{3} FSS will have an overall strategy of agro-—based development
for the area to utilize land and manpower, (4) FS58 membership
will be more Drientea to the hitherto neglected weaker sections
of the ruwral population,' (%) FS55 management wiil also be
represented by this section, (&) F88 will undertake both credit
and non-credit {including agro-processing) Sberations, {7y FSS8
will he a self—paying proposition in the sepse that it wilil meziat
all its costs with;n a reasonable period of time, (8) FS5 like
FACS will be an integral part of a three-tiered cooperative
credit organisation when sponsored by state cooperative banks,
(9) FS5 will be a couperative organisation even when it 1is
sponsored by the commercial banks, énd (18 FS55 will have
adeguate and properly trained managerisl and technical personnel.
First FS5 was promoted in mid—1?7@s., Since then by early 1580s
there have been over 2588 F58. First PACS was promoted in early
120@s and since then by early 17988s there have been about 22009

FACS.

Thus,*FBS as compared to PACS has three distinct features. These
are {a) FS85 is a much larger sized field-level RFI, (b} it has

wider scope of operatiorns, and {c) its membership and management



is relatively more from the weaker section. Some more specific

features of these two cooperatives are given in Table 1.

I111. Performance Criteria

From the preceding discussion it appears that four organisational
principles bave been followed in promoting FSS. These are ({(a)
vertically integrated organisational structure from local to
regiovnal to state/national level {(also applicable to PACSE to some
extent) , (b)) higher density of field-offices of FBS, {c) larger
coverage of clients with zﬁecific focus for the weaker section,
and {(d) multi—-Functional structure of operations which are
horizontally integrated {also applicable to PAES to some extent).,

This 1is graphically shown separately for FS5 and PACS in

Piagrams 1 and 2.

Each of the fouwr organising principles has implications for the
benefit of both the organisation {i.e. FSS5 and PACS) and its
members {(i.e. RHH) . For example, vertically integrated
organisational structure of a RFI will have better capability to
integrate regional and national level financial markets, provide
manpagerial guidance to its lower level units, enable it to arrive
at more interactive understanding for strategic decisions, and
also decentralize implementation process. Similarly, higher
density of field-branches of & RFI improves accessibility for
both <he organization and its clients, enablaes intensifying and
widening the scope of lending and non-lending operations to reap

scale economies in its transaction costs, facilitates more

a
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A

Area coverage

Type of
beneficiaries

MNMature of
credit
business

Matwre of non—
credit business

Management

Gernerally, a small ares

af not less than 2000
hectares of cropped
area

611 types of farmers

Short-term crop loans
and mediun term loans
for agricultural and
allied activities

Supply of farm inputs,

Cmarke:ing and processing,

and distribution of
essential commodities,
sto.

a) Full=time paid
secretary

h) HAoard of directors
cornsisting i
members of whoam
not lese than SB
percent shall
represent weaker
sections

f large area of OPEra-—
tion extending upto a
block or population of
10,000

All farmeres and other
housgholds including
rural artisans, &gri-
czultural labourers etc,

Multi—term and malti-
purpose credit

Fackag: of anvices

&) Whole-time managing
director and
functional specia—
lists

b)Y Board of directors
consisting of 11
members of whom 5
shall be represen—
tatives of weaker
sections and 2 shall
e elected among ‘
wvther members besides
2?2 nominees of the
Registrar of Coopera-
tive Societies,

1 nominee of the
financing bank and
the managing
director, ex-officio
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Q;ggtgmlla Vertically and Horaizontally Integrated FS8
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Diagram 2: Yertical and Horizontal Integration of PACSH
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effective competition with the informsl lenders, and reduces
rural borrowers’ and depositors’ transaction costs. Horizontally
integrated multi—functional structure of operations of a RFI  is
advantageous in six different ways. 1t enables achieving (&}
agriculture’s much required complementarity between working and
fined capital, {(b) diversified and robust agricultural and other
farm-level economic activities which are oftern complementary
and/or supplementary, {(c) larger non—inflationary production  and
saving linkages of technological change in agriculture, {d)
larger cansumption'linkageé of this change, {e) more effective
alternative to informal lenders who operate @ﬁmultaneously in
credit, traditional inputs, and commodity markets, and hence {(f)
large scale and scope economies and thereby increase viability of
a RFI in the sense of higher loan collection, fecycling of funds,

as well as profitability.

Ecth guantitative and gualitative criteria need to be
conceptualized to test these pruposi;inns. For example,
beneficial impact of vertical organizational structure of a RFI1
may .be tested by finding out extent of finance and managerial
guidance that come from the upper level and how has it changed
the time-efficiency and guality of decisions and rejated
anErvices. Similarly, beneficial impact of higher density af
field branches of RFI may be tested by analyzing extent of
reductimn in transaction costs of clients and their organization,
exitent of increase in size and scope of its operations, and

extent of decline in dependence of clients on informal lenders.

Feneficial impact of multi-functional operations can be tested by



studying extent of improvement in clients’' income and ils
stability, efficiency and size of increase in their production,
savings and consumption, and that in RFI's loan recoveries,
deppsit mobilization, equity, average transaction costs and scale

eronomies in them, and profitability.

Analysis for application of these criteria requires data from the
organisation as well as its clients. Since this paper is based
exclusively on available secondary data some of these
propositions related to bene#i&ial impacts are tested by applying

the following criterias : ..

1) Coverage of cli?nts with special reference to weaker
sections in {(a) membership, and (b) borrowing membershipj

23 Size of operations per society to quantify scale of
nperations)

3 Composition of credit and non—credit operations to draw
implications to the extent of diversgfication and scope of

cperations and their benefits to the members;

4) Average transaction costs;

5) Scale and sctope economies in these costs;
b5) Loan delinquancy rate;

7 Proportion of cooperatives earning profits.

Fast estudies have mainly concentrated on criteria nos.l, 2, and
- .
b Moreover , these studies have not  analysed these criteria

caomparatively for F35 and PACS. Wherever they are so studied the

comparison  is  made between FS8 and PACS  which  have different

1@



yvears of functioning. Comparing a F8S5 with first five vyears of
working with FACS with longer period of working implies
comparison of a pigmy with a giant. Analysis in this paper is
devoid of these limitations to a great extent. Thus, all the
seven criteria are comparatively studied by considering Ffirst

pight years of working of both PACS and F85. For PACS the vyears

chosen are from 1957-898 to 1963-65 which 1s soon after
implementation " of major restructuring and revitalization

policies. For F5S the corresponding years are 197477 to 1%B3E-
$4. Even the comparison between a pigmy and a giant is attempted
in order to develop a perspective on comparative performance of
the extent of improvement achieved over a short.pericd vis—-a—-vis
ltong-ran. Since time series data are utilized the monetary

values of variables are deflated by agricultural NDF deflator.

IV. Results and their Apalysis

Tables 2 and 3 provide the resulis. Comparison of co]umn; 2 and
4 inn Tables 2 and 3 reveals that the FS85 has performed better
than PACS in respect of four out of seven criteria discussed
zarlier. These are coverage, scale of ocperation, composition of
credgit and non-credit operations, and scale economies in
transaction costs. However, considering lcoan delinguancy rate,
average transaction costs, and proportion of societies in profit
the performance of FPACS is better than that of F35. Since FSS's
performance on last  two of these three criteria is fairly

ol

comparable to PACS performance, it is only in respect of loan

delinquancy the FS5 has inferior achievement compared to PACS.
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Table 2 : CO#PARATIVE PERFORMANLE OF PALS AND FS5

PACS
------------------------------------ 233
ites fverage of fverage of hverage of
195758 1576-77 1976-77
te 1{:] to
1964-b5 1983-84 1383-84
Huster of Sorieties 2pa284 188435 2143
| COVERAGE:
atMesbership - - Society 98 22 ] 2154
byBistributi-  + Mesbership:il}
i)Faraprs v 2 Ha 33.58 8.92
jilFarsers upto 2 Ha 45,38 57.97
111)Rgrl. Labourers .35 it.09
iv)Rural Artisans 2,27 2.4
vibthers 8,38 7.81
c)Borroming Hesbersi}) 45.83 AEPRY 3.4
) Weaker Sertions:(Percentage Sharel
i)Borrowing Meabership 13.34 19,35
11)5hort-Terw Loan Advanted 7.44 11,27
111 )MediuniLong Terw Loan Advanced 8,25 1147
7 3CME OF OPERATIONS: {Rs.Llakhs)
alMominal Teras:
iifssets and Liabilities 8.33 7.6b 28,83
iiiCredit and Mon-Credit Gperations 8.5 3.18 3.5
bikeal Teras:(i978-7! = i#d)
idhsseis and Liabilities B. 4B 3.5 %77
tilCredit and Hon-Credit Gperstions 8.25 1.8}
1 LDAN TERH STRULTURE:
a)Bdvancer {1}
115hare of Short-Ters toan 85. 54 8. 58
1i3Ghare of Medjua/long Ters Loan 4,35 19.28
bHutstanding: {1)
i}5hare of Short-Ters Loan 72,37 89,58
1i}5hare of Medius/Long Ters Loan 27.43 3842
4 COMPOSITION DF CREDIT AND NON-EREBIT
JFERATIONS: {2)
piCredit Dperations 73,81 59,88 i8.12
ii)Froduce Marketed 2,83 £.43 §.%2
111}boods Processed §.95 8.2 §.29
tviFars Requisites Supplied 12.2 23.28 7.9
viConsuser Boods Soid 9.23 14,71 28.5)
vi)Deposits Cotlected 1.48 1.38 1007
5 LDAN DEL INQUARCY RATE 17,34 53.97 1. §b
5 AVERAGE TRANSACTION COST:
alTo Assets and Liabilities 8.812 8.817 B.347
b)Ta Total Size of Operation 8.922 2.839 8,837
7 SBCIETIES TN PROFITIY) : 58,87 52.83 59.32

____________________________________________________________________________________________________________________

& Relates to Scheduled Castes and Schedvled Tribes only

SOURCE; Reserve Bank of India, Statistical Statement relating to Cooperative Movesent in India {Various Jssues)
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TABLE 3 : ESTIMATED DOUBLE-LOG TRAWSACTION COST FUNCTION OF PACS AND FS5

_‘----_---,_-------—_---_-__w___-—-_‘--__—__a-__-_F_

PALS
Ita Tt
1957-58
to

195447
Y

1. Scale Parseter - 1.424
{B.83%)

2. Constant -§.458
8. 462)

3. R-Rar Square $.592
3, F - Value 833.69
£, 0.0 Gtatistics 2.138

¥ Statistically significantly greater than Bne suggesting Scale Diseronowies

1976-77
te
1953-8

%
1774
1B, 188)

-32,358
11.988)

8.92b

Ba. 487

... e o

Et
8.018
9,113

-2, 482
iB. B34

.881

32,468

___________________________________________________________

& Statistically pot significantly ditferent from Bre supgesting Lonstant Returas to Stale

Figures in parantheses are Siandard Errors
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this may be because by mid-1978s loan recovery climate had
deteriorated on account of political factors. In this context if
loan delimnguancy rate of FSS is compared with that of PACS during
1976-77 to 1983-84, then the former has done better than the
latter. Further, if these two cooperatives are compared for
these wvyears, then F55 has par#orﬁed hetter than PAC5 on all the
seven ctriteria  (see columns 3 and 4 in Tables 2 and 3). The
major faitluwre of F58 igs in respect of lower share of borrowing
membership, and meagre share of produce marketed and porcessed.
The former may be because 6& higher laan délinquancy rate. fAnd
the latter is because of {a) competition from private sector and
marketing and processing cooperatives, and ib) pracessing entails
highly specialized techgical personnel and large capital¥ both of
which have not been incorporated in the design of FS3. 1t is  in
this restrictive sense F55 is just like FPACS which has also  not
fared well in achieving agro-marketing and processing. Even the
tfailure of PACS in this regard is due to tée same  reasons that
are applicable to FSS. Neither PACS nor  FSS poOSsESSES any
comparative advantage in this operation. Hence, there is no
raticnale for encouraging these cooperatives to undertake this
operation, Considering this as & context, it is fairly clear
that F88 bhas succeeded as a field-level RFI comparaed to PACS,
This is further borne out from the annual compound growth rate in
{a) loans outstanding and advanted in real terms, (b)) deposits in
-
real terms, tc)  farm requirites/inputs supplied in  constant
prices, and (d} consuner goods sales in such prices {(see

Table 4).

14



Iable 4
Annual Compound Growth Rate in Credit and
Non-Credit Operations

Depasits Leoan Loan Inputs Froduce FProduce Consumer
out-— advan— =ales mar ket— proce— goods
stand- ced ed szed sales
1N

{(Fercent per annwm)

- 1957-58
toc 14,28 .91 11.646 8.85 -5.97 3. 97 -
1964565

- 197477
to
198304

bl
wn
3]
N
ot
-

4.41% &.48 -5.57 H.13 11.78

- 1974677
to 28.854 21.98 1g.82 22.34 ~19.465  -Z28.76 D |
1783-84 :



Mairn conclugion of this paper is that FS5 has performed bether
than FPACS. Botb FES and PACS have not succeeded in undertaking
agro-marketing and processing function. The former sugoests that
FGE8 type of cooperative financial institution may be preferred to
FACS. Since PACS still dominate gquestion arises as te whether
they miay be converted into FHE o not. Char answer -
affirmative. This may particularly be done for those FPACS which
have perforomed well to enable them to enlarge their scale of
operation througbh both intensitive and extensive expansion of
their operations. But those PACS, which are wea;; may he first
converted into asmall s{:ed. This would enabie them to improve
quality of the operations. it would also ~enable them to
intensify their operations in villages covered by them. We bope
that implementation of these suggestiocons would not conflict  with
the aspirations of ruwal populace about having its LN

institution.

A regards undertaking agro-marketing and processing by FEE  as

well as PACS owr suggestion 1s that they may provide market

information s vices instead of direct procurement and

processing. This will be consistent with their capital including

human capital base of these institutions. It will thereby

relieve them of tasks in which they do not have advantage in
an

comparison  to commodity based agro-marketing and processing in

both cooperative and private sectors.
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