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By late last year over 60 percent 
of the members of Multl Purpose 
Co-operatives had lost considerable 
interest in the running of their 
societies. The main reason attri­
buted to this tendency was the dis­
regard displayed by officials towards 
the views of members of these 
societies. This was established 
In a recent People's Bank research 
study as one of the main causes for 
the inefficiency of the co-opera­
tives serving consumers. In a selec­
ted sample of 1,187 members as 
many as 705 maintained that the 
views expressed by them regarding 
the affairs of their societies were 
disregarded by officials. Still others 
maintained that both the directors 
and committees of societies do not 
listen to the views of members or 
do not afford them an opportunity 
of making any representations. 
More than one third of the mem­

bers of the Multl Purpose Co-ope­
ratives were also of the view that 
there was a lack of Interest on the 
part of members to prevent abuse 
and frauds, while about 25 per cent 
complained of the inadequacy of 
co-operation from members. That 
such a situation prevailed was no 
surprise, particularly as members 
had little or no say in the affairs of 
their own societies. That there 
should be a breakdown was inevi­
table for no co-operative could pos­
sibly maintain the efficiency of its 
society if its members were unen-
thuslastlc about its affairs. The 
bureaucratic element which ulti­
mately pervaded the entire co-ope­
rative movement in Sri Lanka was 
perhaps a foremost factor that led 
to the deterioration of the co-ope­
rative spirit In Sri Lanka's Co-ope­
rative Movement. Large sections of 

3 



members also blamed external influ­
ences and Interference, probably by 
politicians, as a cause for the loss 
of efficiency in the Co-operative 
Societies. 

Further, Sri Lanka's case has 
turned out, to be an outstanding 
example of how so-called "co-oper­
ative principles", despite their lofti­
ness, have often proved an 0D7 
stacle to the effective growth and 
working of the Co-operative Orga­
nisation. It ha s been proved 
that in social conditions such as 
those prevailing in developing eco­
nomies like ours attempts at 
Introducing Co-operatives based on 
formal adherence to classical prin­
ciples result more frequently than 
not in further strenghtenlng the 
status and power of traditional lea­
ders and established power group­
ings. In certain eases it has also 
contributed to the weakening of 
traditional solidarity and to an in­
creased feeling of insecurity among 
the weaker sections of the commu­
nity. 

•The formal principles "which 
distinguish co-operative enterprises 
from priate-capitalism or a state 
capitalism are the voluntary and 
duals, democratic management, pay­
ment of modest returns on capital 
and-the distribution of profits in 
proportion to- member's contribu­
tion of labour and patronage. The 
co-operative system also differs from 
the'.other two systems in that it 
strives to uphold neutrality at the 
political and other' social levels and 
to educate'its members.;But'though 
these principles invest the system 
with distinct idealism, they have In 
many instances served as a brake 
on its progress, particularly in the 
developing world. A major rea­
son is that the developing rural 
areas are dependent rural appen­
dages of dependent economies with 
the result that combined with tra­
ditional feudal structures It is 
often Impossible to organise co­
operatives on a voluntary as well as 
democratic basis. The voluntary 
membership of the co-operatives 
has in such cases hindered rather 
than facilitated the preservation of 
its co-operative character. Open 
membership enables the societies to 
widen the social basis'of their eco­
nomic operations, but this has often 
proved a weakness since it provided 
an opening for vested interests. 

Numerous examples of co-opera­
tives in the developing world have 
shown that generally the societies 
were governed by an elected mana-

gement committee, but here the 
struggle for ascendancy to preserve 
sectoral class Interests had be­
come a major obsession among the 
more active elements In the mem-
ship. Such elements tended to in­
terfere in the day to day working of 
the enterprise, to the deterlment of 
the wider membrship. 

In the case of the movement in 
Sri Lanka this was a major factor 
accounting for the loss of efficiency 
of the co-operatives. More Impor­
tant, however, has been some of 
the negative aspects of govern­
ment's involvement in the local 
Movement when gradually, particu­
larly in recent years, politicians 
began to use the movement for dis­
pensing patronage and soon were In 
almost absolute control of most of 
the activities of societies. Trie re­
sult was that non parochial political 
Initiative and leadership has been 
pushed further and further Into the 
background. Consequently a greater 
degree of indifference and lethagy 
has built up on the part of those 
co-operators who had no political 
Interests. The end result was that 
the voluntary and participatory, 
aspects were stifled and the very 
spirit of co-operation Itself was 
diminished. Yet, an overwhelming 
majority of members, especially in 
the rural areas have endorsed the 
coroperative movement very posi-

.'tively. In order to find out why 
and to have a better perspective 
of what the co-operative spirit really 
meant and to -gain a better insight 
into the principles arid' character 
of the movement Itself It Is neces­
sary to trace very briefly the origins 
of the movement and its develop­
ment over the last 60 years in this 
country. 

BEGINNINGS OF THE 
MOVEMENT 

Co-operation in the wider mean­
ing of the word has been prac­
tised by man from his very earliest 
days. Even in times of the early 
tribal societies the hunters of the 
tribe realised that they had a better 
chance of cornering their prey If 
they co-operated as a group. Co­
operation within the group grew 
more closely knit with the nomadic 
herdsmen and the early farming 
communities that followed. For 
instance, the agricultural life of 
our country and nearly all its so­
cial and religious functions were 
dependent on co-operative action by 
the community a s they still are to­
day. -

Ih paddy cultivation the "Ath-
tham" system where each man or 
family helps their neighbours in 
the various operations such as 
ploughing and harvesting and 
threshing has been practised from 
time immemorial. Even in the 
rotation systems of cultivation such 
as Thattumaru and Kattlmaru one 
sees the co-operative spirit at work. 
Water management in the tank-
based villages demanded a high 
degree of co-operative activity with­
in the community using water from 
the same tank. But one should note 
that this co-operation in ancient 
Sri Lanka was not on the basis 
of equality but within an unequal 
stratified feudal one. 

Religious and cultural activi­
ties among villagers such as Plnka-
mas, Bali, Thovil and Gam-Madu or 
pilgrimages to Sri Pada are all in­
stances of informal and spontane­
ous co-operation which has always 
characterised village life in Sri 
Lanka. 

Even In the sphere of tradi­
tional village sports such as Ankell 
and Porakeli and social occasions 
such as weddings and funerals the 
various activities were performed on 
a co-operative basis. The expec­
tation of reclprocol help motivat­
ed each member of the group to 
contribute his . labour voluntarily 
and freely./. 1 

A remarkable feature of some of 
these co-operative activities Is that 
the leadership was determined by 
the expertise .or know-how required 
for. the respective-, activities. Al­
though permanent social relation­
ships were based on feudal and caste 
considerations on some of the oc­
casions referred to here the "pro­
fessional expert" assumed func­
tional leadership and the authority 
necessary for specific tasks. 

Before the changes introduced 
with the advent of the western 
colonial powers many of the econo­
mic and social institutions in the 
country were based on self help and 
self reliance. The Portuguese, 
Dutch and finally British rule In 
the island resulted In the transfor­
mation from a self contained eco­
nomy to a cash economy which 
also Introduced new values into a 
traditional society. The period of 
foreign domination therefore wit­
nessed a steady deterioration of the 
institutions and forces that sup­
ported the rural economy. 

It was in this socio-economic 
environment that the Co-operative 
Society Movement was Introduced 
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to (one could even say Imposed on) 
Sri Lanka by the British at the 
beginning of the twentieth century. 
No serious consideration was given 
at this stage to the development of 
local institutions which had long 
traditions based on self help and 
self reliance and were very much 
In accord with the true co-operative 
spirit. The Co-operative Society 
based on the German model (which 
had grown up in a socio-political, 
cultural and economic milieu diff­
erent from Sri Lanka's) was intro­
duced by the British rulers In 
tbe hope of alevlatlng the difficul­
ties of the rural farmers. 

The word "Co-operative", as 
stated earlier, literally means work­
ing together, but as applied to 
the Co-operative Society it's sense 
is far more restricted and relates 
to a group having certain funda­
mental objects and adhering to 
certain principles in achieving these 
objectives. The objectives, princi­
ples and Ideals of Co-operative Or­
ganisations, in the restricted sense, 
have varied with time and place; 
but in examining the beginnings of 
the organised Co-operative Move­
ment there emerges a pattern in the 
models that were transformed and 
adopted in various parts of the 
world. The Co-operative Move­
ment, as it is known, had its ori­
gins in the early 19th century dur­
ing a period of great changes In 
the social and economic order and 
at times when the atmosphere was 
charged with revolutionary senti­
ment. Because of its inherent at­
tractiveness and increasing practi­
cal orientation, the doctrine of Co­
operation became a focal point of 
social movements in the 19th cen­
tury. For instance the working 
class of early 19th century Britian 
saw in 'Co-operation' an effective 
means to secure salvation from 
the oppressive conditions they were 
subjected to by the industrial revo­
lution. The idea of co-operation 
implanted and nursed by social re­
formers such as Robert Owen and 
also the Rochdale pioneers gave a 
considerable Impetus to the growth 
of mutual societies which were basi­
cally thrift and welfare societies in­
tended to meet the needs of their 
members. 

"The work of the Rochdale Pio­
neers led to the building of a com­
plete system of consumer co-opera­
tives in Britain and gave the modern 
cooperative movement its characte­
ristic form." 

The Rochdale Society of Equit­
able Pioneers is generally regarded 
as the first successful attempt at 
organised co-operation. In 1844. 
In an industrial town of Rochdale 
north of England 28 men founded 
a "Society to form arrange­
ments for pecuniary benefit, and 
the improvement of the social and 
domestic condition of Its members". 
Most of these "Rochdale Pioneers" 
were flannel weavers — members of 
an occupation being displaced by 
the new power-driven looms. These 
origins are representative of those 
of the whole movement, they were 
a response to the new problems 
and conditions presented by the 
Industrial and agricultural revolu­
tions to the people of Europe In the 
19th century. What was distinc­
tive about this particular response 
was that In these co-operative as­
sociations control was to be by the 
people and not by capital. The 
basis for decision making and the 
distribution of the enterprises net 
income was to be simple involve­
ment In it — membership and use 
— and not the ownership of capital. 
One reason for the success of the 
Rochdale Society was therefore 
attributed to Its adherence to a 
unique set of rules and practices, 
some of which, more than 90 years 
later came to be known as the 
Rochdale Principles. 

The Movement also spread to 
continental Europe where in Ger­
many, for Instance, It made its 
mark in the field of co-operative 
credit. In the 1840s in Westphalia 
In Germany F. W. Raiflaiseen laid 
the foundation for the Co-opera­
tive Credit Society. In 1848 he 
collected a small amount of money 
and established a Co-operative 
Bakery. This bakery enabled the 
village folk to buy their bread at 
half the current price. The next 
step was the formation of a Co­
operative Cattle Purchasing shop. 
In 1849 he went a step further col­
lecting a small fund of £300 and 
set up his first village bank and 
invited the peasantry to subscribe 
to its rules on the promise of sup­
plying them money for their needs. 
The progress of this system of bank­
ing was slow at the start but with­
in a period of 40 years it had spread 
with such astonishing rapidity that 
there were 885 such banks by 1891. 
The Raiflaiseen Co-operative Credit 
Movement proved that they could 
do more by assistance to cultiva­
tors through self help than could 
the State with the backing of ah 
its funds and machinery. 

The Raiflaiseen Movement cer­
tainly helped the farmers of Ger­
many; so did the Rochdale Pioneers 
movement for co-operators in Eng­
land, but It has taken many decades 
to realise that the same such sys­
tem has not helped the farmers 
and co-operators of Sri Lanka whose 
problems are of a more fundamen­
tal nature, emanating from the era 
of colonial domination when tradi­
tional systems and practices were 
completely swept aside. 

From Europe the message of 
"Co-operation" was carried across 
to the colonies In America and 
Asia, though the original Ideolo­
gical Impulse had much diminish­
ed. In its early form, however, the 
Movement recorded steady progress 
in England, France, Germany and 
some of the Scandinavian countries 
and proliferated into many fields of 
activity — especially retail and 
wholesale trade, and In agricultural 
marketing, processing and Input 
supply. This progress was stalled, 
however, in the early part of the 
20th century, first with the military 
rivalries leading to the World War 
I and then the economic depres­
sion that spread in Its aftermath. 

In the meantime the Movement 
which was introduced into Asia 
was gaining in force In several of 
these countries, particularly In the 
fields of agricultural and credit co­
operation. By the end of 1938 the 
primary co-operatives in the Asian 
member countries of the Interna­
tional Co-operative Alliance (ICA) 
numbered 187,365 of which a major 
part were in India. Conditions In 
these countries were such that the 
state began to entrust some of the 
responsibilities, particularly in the 
spheres of credit and distribution of 
consumer commodities, to the Co­
operative Societies in order to meet 
the needs of small producers and 
consumers. Progress of the move­
ment was held up in most coun­
tries with the outbreak of the World 
War II, though during the war 
some Asian countries, -such as Sri 
Lanka, found in the Co-operative 
Movement an ideal vehicle to pre­
vent a break down In consumer sup­
plies. The movement gained mo­
mentum In the post war period, with 
the emergence of several indepen­
dent nations who sought to realise 
their newly won freedom by en­
couraging co-operation as a means 
of developing their social and 
economic potential; and increasing 
equity and popular participation, 
especially of the rural poor. By 
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The Co-operatives 
poor harvest 

WHY FOREIGN MODELS HELD SO MUCH PROMISE 
. There was a general notion that co-operatives had an important 

role to play in social and economic development; in particular as a 
means for increasing equity and popular participation, especially of 
the rural poor. Raymond Apthorpe answers the question here why 
the co-operative models developed in Europe held so much pro­
mise for the Third World. , 

Firstly, there were some very 
important underlying notions. 
Policy makers, often with little or 
no firsthand experience of co-op­
eratives, typically presumed that 
cooperatives in the West had been 
"a success", without qualification. 
The earnest Idealistic connotation 
of cooperatives and their general 
aura of welfare was, for many 
people, a sufficient recommenda­
tion. In some undefined sense 
their middle and upper class pro­
moters simply felt that coopera­
tives were "good", and were for 
"the poor" in particular. The ac­
tual experience in the West had 
not been carefully studied. It had 
indeed been hardly considered. 

Secondly, cooperativs were 
thought of as particularly appropri­
ate development tools. They would 

, mobilize local energies leaving the 
State to concentrate on supplying 
overall direction. Further it was 

' held that economic growth iii un­
der-developed countries faced im­
portant social' and cultural obsta­
cles. Find a solvent for these and 
economic development would fol­
low. Cooperatives were to be vehi­
cles for education and experience 
for peasants thought to be deficient, 
in economic motivation and acu­
men. And the promotion of co­
operatives by the State was to 
bring equality and mutual aid into 
otherwise unequal and hierarchi­
cal societies. 

Finally, cooperatives had a great 
ideological attraction as a form in­
to which the aspirations of new 
nations could flow that was nei­
ther capitalist nor communist but 
a source of national identity. They 
were the hoped-for roads to' 
"socialism" in Africa and Asia, 
where, in addition, it was often 
held that cooperation was some­
how natural to pre-colonial so­
ciety; 

The actual record of coopera­
tives in developing countries had, 

after the very high expectations, 
been' a matter of much disap­
pointment — to many members of 
the societies, to governmental and 
non-governmental promoters and 
to aid donors. There have been 
many recent expressions of this, 
including inquiries carried out at 
highest governmental level. 

Generalization is difficult over 
many countries, each with its own 
history, and over many types of 
cooperatives, from production to 
marketing, agriculture to industry. 
To overgeneralize would be to 
make the same mistake as those 
who hastily lighted on a single 
and simple cure for all ills. There 
are many successful cooperatives. 
But at the same time there is a 
common pattern of overall poor 
performance, as assessed by refer­
ence to the cooperatives' own 
proclaimed goals. 

Cooperatives' performance in, 
for instance, furthering agricultu­
ral innovation and productivity, is 
hard to measure against that of al­
ternative types of organisation. 
They have certainly produced some 
benefits for members but often 
only at high cost. • Agricultural 
marketing cooperatives are too 
frequently inefficient, and rural 
credit, cooperatives have a sad 
record of low and late payments. 
If privileges, monopolies or sub-
sidles granted to cooperatives by 
governments were to be withdrawn, 
many societies would be unlikely 
even to survive. 

Cooperatives usually have dis­
proportionately benefited a mino­
rity of members—those.already bet­
ter off. Poorer groups have often 
been in effect — or blatantly — 
excluded from membership. Local 
"big men" tend to dominate the 
cooperatives through their wealth, 
power and status. They have the 
collateral, the substantial farms 
and the influence to obtain the 
major, share of a limited supply 

of credit and inputs. Often they 
simply relend at higher rates of 
interest to others who have been 
excluded from access, independent 
cooperatives of the poorest pea­
sants when they do exist may be 
little more than token institu­
tions. If they ever threaten exist­
ing interests they are liable to 
serious attack and may be forced 
out of operation altogether. 

A general evaluation of coop­
eratives, as of any very wide­
spread institution having many 
possible forms, is fraught with 
dilemmas. One must remember 
that even where cooperatives — 
and indeed other institutions — 
have succeed in the past, they 
may have a different experience in 
the present. One century is not 
the same as another (as British re­
tail cooperatives have' had to 
learn). And what may have 
worked in the West may have 
very different prospects in - the 
Third World. 

To understand the record it is 
important first to remember the 
different ways cooperatives were 
introduced in the Third World 
and the different sorts of societies 
into which they were introduced. 
In Europe and America coopera­
tives grew gradually — succeeding 
here, failing there — by the un-
subsidized establishment of eco­
nomic associations by small 
groups aiming to better their posi­
tion in already-established mar­
ket-dominated societies. In con­
trast the Third World cooperatives 
were largely introduced from 
above, not from below; and into 
local communities dominated by 
deeply instituted non-market rela­
tionships of dependence, caste, 
kin and clan. 

Sometimes they have been es­
tablished at the local level by dic­
tate and thus are closer to being 
"coercitives" than "cooperatives". 
Often use of them is in effect 
obligatory. The staff who advise 
or administer such agricultural 
cooperatives are seldom themselves 
members of them, or dependnt on 
agriculture for their income except, 
as it is seen by the local farmers, . 
as a new parasitic rural class. 

The aims of the state here 
may be related more to "state-
building" than to "nation-build­
ing", and may include the wish 
for instance to replace the receipt 
of aid and charity, and "the poli­
tics of charity", with regular and 
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instituted governmental provi­
sion — "the charity of politics". 

Secondly, if there is one gene­
ralization that studies have es­
tablished it is that where coop­
eratives are introduced into situa­
tions already marked by strong 
inequalities, these inequalities will 
tend to be reinforced rather than 
reformed by the operations of co­
operatives. We saw above that 
it is those already better-off who 
have reaped most of the gains. 
It is, however, also true that the 
introduction of other kinds of 
organisations has had many of 
the same effects. 

Finally, cooperatives, as rather 
special sorts of business associa­
tions, make rather special demands 
both on ordinary members and 
the major decision-makers. The 
skills, experience and outside 
structures of support and supervi­
sion that may be necessary, take 
time, trial and error to estab­
lish in the Third World, as in 
the West. 

What general conclusions can 
be drawn about the role for coop­
eratives in developing countries? 
To repeat, it must be remembered 
that cooperatives are businesses, 
even if of a special sort. Unless 
they succeed as businesses 
they are unlikely to be of much 
benefit to their members or any­
one else in the long run. And in 
fact there is good reason to be­
lieve it is economic advance 
which may be the most effective 
path to tiie sort of social and 
attitudinal changes that policy 
makers were so concerned with, 
and not the other way around. 

The main, trouble with the 
cooperative policies is that they 
have been regarded by many 
as panaceas, problem-shooting 
"magic bullets" and the like, 
which will deliver "the definitive 
answer", for the rural poorest 
and for others. Such they cer­
tainly are not. And neither is 
any other form of organisation, 
just where cooperatives will be 
appropriate and sensibly used, and 
can make worthwhile contribu­
tions, depends of course to some 
extent on a society's aims. But, 
even in countries such as Tanza­
nia and Guyana which have set 
themselves the long run goal of 
"the cooperative commonwealth", 
cooperatives are very far from 
presenting a sweeping answer for 
the present 

the end of 1948 the number of pri­
mary co-operativees registered with 
the ICA amounted to 343,315 of 
which 203,638 were in Asia. After 
the second world war co-operators 
and politicians were attempting to 
involve social organisations such as 
co-operatives in their programmes 
of national reconstruction. Toge­
ther with this ideal many coun­
tries in the less developed .world 
were beginning to realise the bene­
fits which co-operatives could con­
fer on small farmers in rural areas, 
and to families with low Incomes 
in urban areas. The various mo­
dels of the co-operatives In Europe 
held out much promise for the new­
ly emerging nations of the Third 
World. Some of the reasons why 
are listed in the adjoining box from' 
a recent article by Raymond Ap-
thorpe on "The Co-operatives' Poor 
Harvest." 

THE MOVEMENT IN SRI LANKA 
The First Phase 

The Co-operative Movement in 
Sri Lanka appears to have grown 
out of the need to meet the prob­
lems of rural indebtedness. . The 
first phase of the Co-operative 
Movement in Sri Lanka which ex­
tended from 1911 to 1942 is thus 
regarded as the Credit Phase of the 
movement. In 1906 a committee 
was appointed by the British gov­
ernment to study the question of 
rural indebtedness and to make pro­
posals to rectify the situation. One 
of the results of the work of this 
committee was the enactment of the 
Co-operative Credit Societies Ordi­
nance in 1911. There are two 
basic issues In this development 

(i) A Co-operative law prece-
ed the organization of co­
operative societies. The 
need for the establishment 
of such societies as a pro­
bable institutional solution 
to a local problem did not 
arise voluntarily from the 
people. 

(ii) A Co-operative Registrar's 
office was created to regis­
ter, control and supervise 
the co-operative societies. 
The right of Interference 
in the affairs of a society 
and to be the final arbiter 
on disputes was given to 
the Registrar. 

It was not the intention of 
the colonial rulers to promote com­
plete self-reliance amongst the 
people. Tills view-point is reflect­
ed in all other institutions at that 

time: Hence, heavy reliance on 
the Registrar was built Into the 
system. All broad policy decisions 
had to be taken not by the mem­
bership of a co-operative, but by 
the Registrar who represented the 
Government. Section 6 (2) of the 
1911 Ordinance shows clearly that 
the registration of a society is a 
subjective decision of the Registrar; 
so was its dissolution. 

During this early period the 
Registrar satisfied himself person­
ally regarding the qualifications for 
membership before he permitted a 
society to be registered. Only per­
sons who could read and under­
stand the by-laws of the society 
could have formed co-operative so­
cieties under such a system. This 
had the unfortunate result of the 
early co-operative societies benefit­
ting only a section of the commu­
nity. During the early stages 
therefore it was by no means a 
popular movement. The slow 
progress in the establishment of 
co-operative societies during this 
period is evident from the record 
of their growth between 1926 and 
1942. See Table I on page 8. 

In this early phase co-opera­
tives were primarily a means of 
helping the poor sections to im­
prove their economic conditions by 
providing them with credit. The 
Credit Society was the village bank 
which was intended to cater to the 
needs of its members and had to 
observe all the principles of bank­
ing in its day to day business. This, 
however, was not possible. Like 
many other aspects of the Move­
ment in its early phase the powers 
vested with the registrar were con­
trary to the ideal of self help and 
voluntary participation. 

The registrar was assigned 
the triple role of creation, protec­
tion and destruction of societies and 
when he assumed these powers they 
identified with the registrar who 
also appeared to be its leader and 
spokesman. The result was a steady 
growth of officialdom which over­
shadows the Co-operatives even to­
day. 

This phase also saw the begin­
nings of consumer and agricultural 
marketing societies following an 
amendment in 1926 to the Co-opera­
tive Credit Societies Ordinance of 
1911. The 1926 amendment en­
abled other types of co-operative 
societies to gain registration. This 
phase also saw the establishment of 
banking and supervising unions, 
and the setting up of the Co-oper-
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ative Department as a separate De- ' 
partment, on October 1, 1930. From 
1911 to 1942 the main emphasis, 
however, was on the credit socle-
ties which were of two types — 
those of unlimited liability based on 
the Ralffeiseen model in the rural 
sector; and limited liability "urban 
banks" In the towns. During this 
early phase as many as 1,622 out 
of a total of 2,036 were credit socie­
ties though a number of other 
types had also been formed. Among 
the- others were Marketing Co­
operatives, Estate Co-operative 
Stores, Coconut Producers and 
Dairy Societies, Labour Societies 
and School Co-operatives. These 
were more or less experimental and 
It was not the policy at the time 
to organise these on a large scale. 
They were started in what was 
considered as more promising areas 
where the credit societies had done 
well. The thinking at that time 
was that the credit society was 
the most suitable for local condi­
tions and that It would help to al­
leviate rural Indebtedness. 

TABLE No. 1 PROGRESS OF Tl 

sential food stuffs and other scarce 
commodities when the existing sys­
tem had broken down after the 
Japanese air raid on Colombo in 
April 1942. The consumer Co-ope­
rative Movement in Sri Lanka was 
then a product of the war. During 
the period 1942 to 1945 the num­
ber of consumer societies Increas­
ed from 38 to 4,004 and the mem­
bership Increased from 17,500 to 
101,570. 

The success of the co-opera­
tives in food distribution gave the 
government greater confidence in 
the co-operative system. With 
the cutting off of supplies and grow­
ing food scarcities during the war 
much emphasis came to be placed 
on agricultural production. The 
problems of the farmers were main­
ly those of obtaining credit on time 
and the lack of a marketing orga­
nisation which could protect them 
from exploitation by private trad­
ers. In 1947 a scheme to estab­
lish Co-operative Agricultural Pro­
duction and Sales Societies was for­
mulated to cater to these require-

E MOVEMENT 1926—1942 

Tear No. of No. of No. of Total Na Total No. Total Total 
Credit Credit Thrift «f Credii of Soos. member­ working 
Societies Societies and & Thrift including ship capital 
Unlimited Limited Savings 

Societies 
Societies 
iS + 3 + 4 

other 
types 

Rs. '000 

_ U ) _ (2) (3) (4) (5) (6) (7) (8) 

1926 288 27 N.A. 315 315 41,164 N.A. 
1934 281 22 N.A. 303 303 35,112 N.A. 
1927 338 22 N.A. 360 360 33,057 N.A. 
1928 366 17 N.A. 383 383 27,970 N.A. 
1929 423 36 N.A. 459 459 22,416 N.A. 
1930 513 28 18 559 600 24,068 1,859.1 
1931 589 19 22 630 655 24,415 2,175.7 

. 1932 689 23 29 732 779 26,719 2,213.8 
1933 735 29 48 812 897 30,277 2,307.3 
1935 854 27 60 941 1,005 35,358 2,814.1 
1936 847 27 71 945 1,008 39,055 3,236.9 
1937 930 41 70 1,041 1,117 46,040' 4,035.7 
1938 1,051 58 96 1,205 1,299 55,726 4,519.6 
1939 1,201 78 104 1,383 1,512 66,397 4,738.6 
1940 1,302 93 119 1,514 1,659 71,929 5,158.0 
1941 1,431 97 149 1,677 1,852 80,743 6,087.8 
1942 1,519 103 164 1,786 2.036 91,988 6,988.8 

Source: Report of the Co-operative Com mission 2970 
The Second Phase 

The second phase of the Move­
ment begins after the commence­
ment . of the World War I I . In 
contrast to the earlier phase there 
was a' rapid growth between the 
years 1942 and 1945 when as many 
as 4.000 Co-operative Stores Socie­
ties were set up. This campaign 
was started to meet an emergency 
need — that of distribution of es-

ments. The progress of this scheme 
over the next ten years i s evident 
in Table 2 above on page 9. 

Between 1945 and 1947 the Gov­
ernment sponsored other types of 
societies. The most important of 
these 'were the Fisheries Co-opera­
tive Society, the Industrial Co-op­
erative Society and the School's Co-
eratives Society. All these co-op­
erative societies worked within the 

broad framework of policy deci­
sions made by the central govern­
ment. To this extent their develop­
ment as Independent co-operative 
organisations were resricted. Prob­
lems were seen as issues to be 
brought to the attention of gov­
ernment authorities and not need­
ing solutions by the members them­
selves through a co-operative de­
mocratic process. 

The emphasis on national deve­
lopment after political Independ­
ence,^ 1948 made the co-operative 
department a key government de­
partment. In 1945 a seperate De­
partment of Co-operatives was set 
up under a Commissioner of Co­
operative Development but in 1949 
the two posts of Commissioner of 
Co-operative Development and Re­
gistrar of Co-operative Develop­
ment were combined. The Influ­
ence of government was then seen In 
every co-operative activity except 
perhaps In the Co-operative Credit 
Movement. 

The primary co-operatVe socie­
ties, however, recorded rapid expan­
sion after the war, exceeding 6,000 
by 1947 and reaching 10,500 by 1957. 
Table 3 above Indicates this expan­
sion more clearly. 

The Third Phase 
The next phase came in 1957 

following a Government policy 
decision and a directivo from the 
Ministry In charge to establish one 
Multipurpose Co-operative Society 
in every village. 

The Minister declared in 1957 
that if the Co-operative Movement 
was to fulfill its legitimate role, it 
should "rid itself of the antiquated 
conception that its task is done 
when it had catered to the paro­
chial interests of selected groups 
of people. Its role today, particu­
larly in the less developed coun­
tries, is a very much more import­
ant one; it is one of being an 
active partner of the State in the 
task of national development..." 

The target was 17,000 Multi­
purpose Co-operative Societies 
(MPCS) and a ' campaign was 
launched to register these. No 
serious thought apparently was 
given to their economic viability 
or the non-availability of trained 
personnel to manage them. The 
lessons of the failure of the Stores 
Societies ..had still not been taken 
seriously. A further mistake made 
was in raising the share value of 
the hew MPCS to Rs. 50/- (payable 
in instalments). The share of the 
Stores Society was Rs. 10/- and 

8 ECONOMIC REVIEW, MAY/JUNE 1978 



TABLE 2 G R O W T H OF CAPS SOCIETIES (11) 

Year No . of 
Societies 

No . of 
members 

Working 
Capital 
Rs. '000 

Loans 
Granted 
Rs. '000 

Annual 
sales 
Rs. '000 

1948 47 13,525 5,522.4 
1953 709 169,074 18.161.0 6,059.0 19,694.0 
1957 955 246,776 31,440.0 11,084.0 140,496.0 

Source: Report of the Co-operative Commission 1970 

even a t this l eve l the re w e r e m a n s 
share-defaul ters w h o w e r e n o t e l i ­
g ib le to v o t e a t Gene ra l Mee t ings . 
T h e M P C S s , w e r e t o f ind t h e m ­
selves in t he same si tuat ion w h e r e ­
by their con t ro l rested w i t h a f e w 
affluent members o f t en In league 
wi th t he M a n a g e r , as the l a rge 
ma jo r i ty h a d n o t pa id the i r full 
Rs. 50/- share. 

B y 1959 w h e n the c a m p a i g n 
came to an abrupt ha l t as a result 
of changes in the Minis t ry , ove r 
5,000 societies h a d been set up, 
about ha l f o f t h e m by " c o n v e r t -

to ta l tu rnover In consumer goods , 
agr icul tural c red i t and m a r k e t i n g 
w e n t up f r o m Rs . 429.7 mi l l ion In 1957 
to Rs . 985.3 m i l l i on in 1968. T h e 
membersh ip of these societ ies was 
also rapid ly Increasing though the 
Minis ter ' s idea l of one M F C S for 
each v i l l age w a s no t achieved . A t 
the dis t r ic t leve l , unions w e r e 
f o r m e d fo r wholesa l ing functions, 
but there w a s ha rd ly any i n t e g r a ­
ted deve l opmen t pol icy in i t i a t ed 
by these unions t o i m p r o v e the 
services and manage r i a l skills o f 
t he m e m b e r societies. T h e r e w a s n o 

T A B L E 3 G R O W T H OF P R I M A R Y SOCIETIES 1942—1957 

Year No . of 
Societies 

Member­
ship 

Share 
Capital 
Rs. '000 

Working 
capital 
Rs. '000 

Turnover 
Rs. '000 

1947 1,970 89,536 N . A . 5,632.9 N . A . 
1942 6,283 11,148,165 10,913.3 25,112.7 109,502.2 
1951 7,005 1,173,066 12,732.2 41,569.0 198,749.0 
1957 10,539 1,315,555 24,074.7 95,853.0 368,000.0 

Source : Report of the Co-operative Commission 1970 

i n g " t he o ld Stores and C A P S 
societies and the balance by r eg i s ­
ter ing new ones. T h e ef fec t o f t he 
fo rmat ion of M P C S societ ies on 
consumer and C A P S societ ies is 
seen be low in T a b l e 4. 

T h e fa i lure of the M P C S s , is 
also a t t r ibuted t o t he Min i s t e r n o t 
being able t o comple te his th ree 
point p r o g r a m m e w h i c h also i n ­
volved the set t ing up of Cu l t i va ­
t ion Commi t t ee s under the P a d d y 
Lands A c t and the es tabl ishment 
of a Co -ope ra t i ve D e v e l o p m e n t 
Bank. Fa i lu re t o Inst i tute the 
necessary co-ord ina t ion o f the 
three v i t a l organisa t ions — the 
M P C S the Cul t iva t ion C o m ­
mit tee and the Co-ope ra t i ve D e v e ­
lopment B a n k w a s a t least i n pa r t 
responsible fo r the fa i lure o f the 
M P C S , the Cul t iva t ion C o m -
and the dear th of t ra ined person­
nel as we l l as the false hopes e n ­
gendered in the members al l 
accounted fo r the debac le . 

These changes, h o w e v e r r e ­
sulted in a considerable expans ion 
of the business of the M P C S . T h e r e 

appreciable change i n policies r e ­
g a r d i n g the o the r types of C o ­
opera t ive Societ ies. 

T h e m a i n changes t ha t h a d 
taken place in the m o v e m e n t i n 
the years be tween 1957 and 1967 
m a y be summar ised as fo l l ows : 

( i ) T h e Multi Purpose Co-operative 
Society was introduced as 
the principal type of Society, 
with the conversion of the Co­
operative Stores societies and 
C A P S societies into Multi Pur­
pose Societies. 

The Co-operative Banking 
structure was reorganised with 
the establishment of the Peo­
ple's Bank and the merger of 
the eleven Co-operative Banks, 
Including the Co-operative 
Federal Bank. 

( i i i ) 

( i v ) 

( v ) 

(v i ) 

T h e C.W.E. was transformed 
into a state trading organisa­
tion though i t continued to 
serve the Co-operative Move­
ment as w e l l 

A number of national level 
business organisations were 
formed though their useful­
ness or effectiveness had not 
been fully proved. 

The Co-operative Federation 
of Ceylon and the District 
Unions with somewhat margi­
nal activities in the sphere of 
co-operative education and 
publicity both continued to 
exist. 

There had been some deve­
lopment in the systematic 
training of employees of Multi 
Purpose Co-operative Socle-
ties; changes in the gene­
ral personnel policies of the 
Co-operative Department; and 
a continued expansion of the 
movement in various forms of 
economic activity but without 
significant developments In 
the ideological and managerial 
aspects. 

T h e Co-ope ra t ive M o v e m e n t 
ove r the years c a m e t o be associa­
ted in t he minds of the general 
public w i t h t h a t o f t he consumer 
co -ope ra t ive o r re ta i l co -opera t ive 
out lets cont ro l led by the M u l t i ­
purpose Co-ope ra t i ve Society . 

Mul t i -purpose Societ ies 

W e h a v e seen t ha t C A P S socle-
t ies w e r e established in order tha t 
a s ingle society could provide 
c red i t and marke t ing services and 
p romote agr icul tural product ion. 
T h e M P C S was considered to be a 
na tura l d e v e l o p m e n t of this. I t 
w a s ma in t a ined t ha t the mul t i ­
purpose f o r m by combin ing credit , 

T A B L E 4 EFFECT OF F O R M A T I O N O F M P C S SOCIETIES 
O N CONSUMER A N D CAPS SOCIETIES 

1957 1958 1959 I960 1961 1962 1963 1964 1965 

NO. Of M P C S 68 3897 4631 4741 4824 4889 4950 5101 5053 

No. of stores 
Societies 2569 1260 1043 964 618 889 838 786 755 

No. of C A P S 
Societies 2126 1667 1702 474 486 583 603 885 589 

Source: Report of the Co-operative Commission 1970 
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marketing, provision of consumer 
goods and other services was more 
suitable to the village than the 
single purpose form of co-opera­
tives. The principal emphasis In 
this organisation was that the co­
operative movement would not, in 
Sri Lanka conditions, grow out of 
Its own resources; but State inter­
vention had to actively nurture its 
development. The MPCS reorgani­
sation had also a wide variety of 
aims. The MPCS was to operate as 
a village bank providing credit and 
mobilising savings, as a develop­
ment unit undertaking village 
development and so forth. 

The People's Bank 
The establishment of the Peo­

ple's Bank in 1961 was an integral 
part of the reorganisation effected 
by government In 1957. For the 
realisation of the objectives of the 
reorganisation a strong develop­
ment-oriented bank to finance the 
Movement was deemed necessary. 
The then existing co-operative 
banking structure consisting of 
the Apex co-operative Federal 
Bank and the Co-operative Banks 
at provincial and district levels 
were considered Inadequate. Their 
constitution as separate unit banks 
and the restriction of their 
banking business to co-operatives 
were held, inter alia, to'be factors 
which Inhibited them. The aim, 
therefore, was to set up a bank 
specialised to serve the co-opera­
tives but possessed at the same 
time of a structure strong enough 
to supply the movement with ade­
quate finances and absorb the 
risks that its lending operations 
would entail. The People's Bank 
replaced the Co-operative Federal 
Bank while the District Co-opera­
tive Banks were also gradually 
merged over a period.with the 
People's Bank. The establishment in 
1964 of rural banks by the People's 
Bank in the more successful Multi­
purpose Co-operative Societies was 
a significant development. It 
brought a range of banking servi­
ces to the rural sector for the 
first time. ^ 

In the 60's, three national level 
Organisations were established by 
the Co-operative Department. The 
Ceylon Agricultural Producers' 
Union, mainly to wholesale vege­
tables; the Ceylon Co-operative 
Industrial Union mainly for set­
ting up a finishing and calender­
ing plant for textiles; and the 
Ceylon Consumers' Co-operative. 
Union for the distribution of milk 
foods., Also a Northern Division 

Agricultural Producers' Co-opera­
tive Union was formed in the 
North. None of these organisations, 
however, were strong enough to 
withstand governmental interven­
tion. In many Instances decisions 
regarding them were taken .by 
government departments without 
any consultation with the Co­
operative Movement. The apex 
structure was weak and these 
national organisations never be­
came spokesmen for the co-opera­
tive sector. 

In the meantime, though 
great responsibilities had been 
placed on the MFCS they had 
much difficulty . in securing the 
necessary staff and adequate fin­
ances. The employees were being 
paid extremely low salaries and 
many were demoralised. They 
were handicapped by lack of 
trained personnel, suitable build­
ings and most of all dynamic 
leadership. They also suffered 
from the lack of Involvement and 
participation on the part of their 
members who generally regarded 
the society as a State Organisa­
tion. This belief was buttressed by 
the new MPCS societies being 
managed by boards consisting of a 
majority of nominated Directors. 

Royal Commission 
This situation compelled the-

government to appoint a Royal 
Commission in 1968. to examine 
and suggest measures for streng­
thening and improving the entire 
Co-operative Movement. The view 
of the commissioners regarding 
future changes, as well as the state 
of the Movement, is well sum­
marised in this statement from 
their report which was published 
in 1970. 

"We certainly do not advocate a 
return to pre-war concepts of a small, 
slow movement made up of select 
groups catering to their own needs 
rather than the needs of the commu­
nity and the nation. We are confident 
that. with, the movement drawing its 
power from a mainspring of voluntary 
action but operating within broad 
guidelines of national planning, co­
operative societies can perform two 
functions simultaneously, they can 
serve the needs of their members and 
at the same time make a massive con­
tribution to national development. 

But we must underline our convic­
tion that minor changes in the present 
system will not be enough to effect 
the new perspective. The Co-operative 
Movement in this country needs 
something more than a .slight adjust­

ment here and a shift of emphasis 
there. Increasing the dose of aspirin . 
will not do when surgery is called 
for. Our task has not been to recom­
mend what brand of aspirin should 
be taken but to decide whether or 
not surgery should be done. That is 
why we recommend several times 
that nothing should be tolerated 
simply because it was started long 
ago, and nothing should be continued 
for the mere reason that it worked so 
passably well in the past. A new pers­
pective must start from fundamental 
changes, not superficial modifications." 

D E V E L O P M E N T S SINCE 1971 

One of the major recommenda­
tions of the Royal Commission of 
1968 was the creation of more via­
ble co-operative organizations by a 
process of amalgamation. In the 
restructuring of the co-operatives 
that ensued in 1971, following the 
recommendations, 5,818 societies 
were involved. Details regarding 
these societies are given below: 

TABLE 5 The 5,818 societies 
Involved in the 1971 

reorganisation 
MPCS engaged In two or more 

functions 2,829 
„ „ consumer 

functions only 987 
., agricultural 

functions only 493 
„ other single 

purposes 5 
MPCS now defunct 760 
Co-operative Stores societies 

now active 475 
Co-operative Stores societies 

now defunct 154 
Co-operative Agricultural Production 

& Sales societies 
now active 46 

Co-operative Agricultural Production 
& Sales societies ' 
now defunct 69 

5,818 

Source: Co-operative Management 
Services Centre. 

Of these 983 or 16.8 percent 
were defunct societies and 2,884 or 
nearly 49.3 percent were loss 
makers. Hence, a major . restruc­
turing was considered necessary to 
revitalise the co-operative societies-
A special law was passed in 1970, 
to give statutory powers to the 
Commissioner of Co-operative 
Development for the restructuring. 
In the process the Commissioner 
cancelled the registration of nearly 
1,000 uneconomic and defunct co­
operative societies and amalgama­
ted the balance to form 372 large 
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Multi-purpose Co-operative Socle-
ties. The Independent small socie­
ties became branches of the 
large primary. To Increase the 
membership and achieve greater 
participation the share of each 
member was reduced to one rupee 
from fifty rupees. The older mem­
bers gained automatic membership 
in the new society and the original 
shares were converted to one 
rupee shares. 

The new societies are said to 
have had the following strength­
ened features as compared to the 
MPCS they replaced; 

(i) greater viability In finan­
cial terms, 

(il) better purchasing power 
due to the pooling of 
resources, 

(iii) capacity to recruit better 
managers, 

(iv) better planning units as 
larger. 

Hence these societies were said 
to be more oriented towards the 
development role they were expec­
ted to play in the rural economy. 

After these changes, there was 
an appreciable Increase in turn­
over and in membership of the 
multl purpose co-operative socie­
ties, as the statistics given In table 
show. 

The broad structure of the 
movement, comprising nearly .8,000 
societies by the end of 1976, Is dealt 
with in the box on page 13. 

However, from the Inception, 
the societies had to face certain 
problems. Due to the specific role 
these societies were expected to 
play, the government decided to 
have a nominated majority on the 
Board of Directors. Accordingly, of 
the 15 members of a Board, nine 
were nominated and five were 
elected. The employees director 
was the fifteenth member. This 
peculiar composition of the Board 
led to conflicting objectives and 
allegiances among the board 
members. Many of the Boards did 
not possess the leadership that 
could place the corporate objective 
of the society above parochial 
demands. The societies also lacked 
skilled and experienced managers 
with the know how to manage a 
large business enterprise. Even 
after a salary revision, the scales 
were low compared to the salaries 
paid for similar jobs in the cor­
poration and the private sectors. 

Looking back at the history of 
the Co-operative Movement in Sri 
Lanka a fact that comes into sharp 
focus is that the government 
which started, through necessity, 
as the trustee and guardian of 
the movement had ended up in 
firm control over what was Intend­
ed to be a voluntary movement. 
Co-operation had thus become the 
handmaid of the state and Co­
operative Societies virtually agen­
cies for carrying out government 
policies. It was no wonder, there­
fore, that active participation of 
members, which is so essential to 
the development of any co-opera­
tive movement, was not so freely 
forthcoming. It was expected that 

tion successfully. Some of the ways 
in which this knowledge could be 
their organisation If it is to func-
obtained is by participating in 
general meetings, or committee 
meetings or holding office and hav­
ing discussions with officers whose 
work is related to co-operatives. 
The Bank's survey found, however, 
that many members had little or 
no knowledge of the state of 
affairs of their societies. In the 
table 7 below is reflected the 
views of members on whether their 
societies were a success or a 
failure. 

What is more significant here 
is that nearly 79 percent did not 
reply to this question at all; which 

T A B L E 6 Changes in turnover and membership of MPCS 
after the reorganisation 

Year No. of Membership Share capital Working Rs. '000 
Societies Rs. '000 Capital Turnover 

Rs. '000 
1970 5,818 913,700 24/i00,000 213,800,000 91*8,400,000 
1973 6,365 958,709 27,079,634 — 2,338,200,000 

Source: Co-operative Management Services Centre 

after the re-organisation in 1971 
membership would increase. This 
objective was in fact achieved; 
but the increase In membership 
has not given rise to a compara­
ble Increase in the achievement 
of the other objectives of the 1971 
reorganisation. Members came to 
play a less active role In the 
affairs of the societies. The recent 
People's Bank survey has shown that 
committees consisting solely of 
members who were to administer 
the Co-operative Society were 
replaced by a government appointed 
directorate consisting of govern­
ment officials and nominees selec­
ted on a political patronage basis. 
The relatively low percentage of 
members holding office in co-ope­
ratives In recent years was un­
doubtedly the result of this. 

A co-operative society Is a 
social organisation of co-operating 
members and it Is essential that 
they have a sound knowledge of 
the principles and activities of 

TABLE 7 Members who stated that their Co-operative 
society was a success/ not a success 

Indicated their lack of Interest or 
lack of knowledge or both. This 
finding was certainly a strong 
Indictment on the present nature 
of the co-operatives. Over 60 per­
cent of the members of societies 
Interviewed during the Bank's 
survey knew nothing of the objec­
tives of the reorganisation in 1971. 
It is quite clear that the main 
reason for the Ignorance of the 
members about the success or 
failure of their societies and the 
aims of objectives of the reorga­
nisation was the result of their 
being almost completely divorced 
from the activities of their socie­
ties. A co-operative society is 
generally establLshed for the eco­
nomic and social benefit and 
development of those residing in 
that particular area. A proper 
inter-relationship between such 
organisations and its members Is 
therefore vital for the functioning 
of the co-operatives. The duties and 
responsibilities of members Is a 

Reply Number of members Percentage 

Success 255 13.6 
Not a success 145 7.7 
No response 1,449 78.7 

1,848 "Iboo 

Source: People's Bank Research Department 
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significant aspect of this relation­
ship. As the table 8 below shows, 
however, members appeared more 
conscious of what they would ex­
pect from the co-operatives rather 
than what they could contribute in 
making the co-operative a success. 

The increased sales of produce 
to co-operatives gets the most 
prominent place among what 
members thought were their duties. 
The deposit of money, purchase of 
shares and the repayment of loans 
in that order were some of the 
others mentioned by the members. 

There certainly was no doubt 
that members had lost considerable 
interest in the running of their 
societies. Participation was at a low 
level as the frequency of meetings 

TABLE 8 Number and percentage of members who listed accord the 
duties of members regarding the Co-op. Society 

Boards of Directors 

One of he important changes 
that emerged after the reorgani­
sation in 1971 was that very often 
While only five members were 
elected to the board of a society 
by secret ballot nine members were 
nominated by the co-operative de­
partment and another member was 
nominated to represent the mem­
bers. This arrangement continued 
despite the stated objective in the 
reorganisation that only six mem­
bers should be nominated and nine 
elected- The rationale behind the 
appointment of the nine nomina­
ted members after 1971 was that 
government policy would thereby 
be better Implemented, particularly 
as economic activities in a deve-

Duty Number of 
Members 

Percentage 

1. Sale of increased quantity of 
produce to Co-operatives 874 34.7 

2. Deposit of larger sums of money 
in Rural Banks 542 21.5 

3.. Purchase of more shares of 
the Co-operative Society 524 20.8 

4. Repayment of cultivation 
loans in time 418 16.6 

5. All duties mentioned above 62 2.4 
6. Others 100 4.0 

Source: People's Bank Research Department 

clearly indicated. The People's Bank 
in the course of its study of the 
Co-operatives in the latter half of 
1977. found that according to the 
co-operative by-laws each pri­
mary society should have held at, 
least five meetings between the 
reorganisation in 1971 and Janu­
ary 1977 but less than 50 percent 
had held four or more meetings 
in this period. Nearly 10 percent 
of the societies had not held meet­
ings at all. It was clear that par-
ticlpaion had not reached the de­
sired levels. Moreover, members 
had not had the opportunity of 
knowing the exact position of 
their societies and the state of 
administration in them as very 
often annual statements of ac­
counts of societies were not pre­
sented at annual general meetings. 
Of those societies contacted In the 
survey only 54.8 percent had sub­
mitted five or more statements of 
accounts at their annual general 
meetings; while nearly 10 percent 
had not submitted more than one 
statement. 

loping country such as ours have 
to be induced by the government. 

In fact however, the appointed 
members become largely a tool of 
local parochial patronage in poli­
tics and not the instrument of 
broad development policy. More 
often these nominated members 
were appointed by the local MPs 
of the area without consideration 
of the broad principles and objec­
tives of government policy. The 

Bank's survey revealed that nearly 
87 percent of the members who 
were subjected to the survey had 
no knowledge as to how the board 
of directors were appointed. Yet, 
54 percent of all these members 
declared that they preferred that. 
the appointment of directors by 
election through secret ballot. As 
many as 61 percent of the gene­
ral managers interviewed in the 
survey did not approve of the ex­
isting method of nominating 
members to the boards of directors. 
Nearly 50 percent of them were of 
the view that the existing scheme 
for appointment of directors appear­
ed to be based on parochial poli­
tical factors and influence and 
this was their main objection to 
the continuation of the existing 
scheme of appointment. Also, 42 
percent of the general managers 
were against the eixstlng scheme 
because they felt that persons 
appointed to boards were not qua­
lified. The view of others, subjected 
to the survey, with regard to the 
appointment of directors to boards 
of co-operatives are reflected In 
the table 9, below which gives 
the views of eight different groups 
on how directors should be appoint­
ed. 

The above response shows that 
the government's action to have 
some members elected by secret 
ballot and others nominated by the 
department was ovrewhelmingly 
supported by the employees and 
.other officials connected with the 
Co-operative Movement. But the 
majority of members suppored 
the contrary position, namely that 
the directors be elected by secret 
ballot. These views, however, do 
not necessarily indicate that the 
decision to have members officially 
appointed for induced development 
was wrong. However, other factors 
such as the manner in which mem-

•> bers were tied to patronage poll-
tics and consequent tendencies to-

TABLE 9 Views on how directors should be appointed 

All by Secret All nomina­ By Secret 
Ballot ted by the De­ Ballot & by 

partment nomination 
by the Dept. 

Members .54.2 10.8 7.5 
Employees 26.9 11.5 61.6 
Managers of Pradeshlkas 31.5 7.2 61.3 
General Managers 19.3 9.7 71.0 
People's Bank Managers 18.5 7.4 74.1 
Development Assistants 5.3 7.9 86.8 
Co-op. Inspectors 15.8 5.2 79.0 
Asst. Commissioners of 
Co-op. Development 12.5 5.2 87.5 
Source: People's Bank Research Department 

ECONOMIC REVIEW, MAY/JUNE 1978 12 



The Institutional 
The Institutional Structure of 

the Co-operative Movement In Sri 
Lanka stands at three broad 
levels: primary societies at village 
or local levels, various middle-tier 
organisations at a higher level 
usually district: and apex orga­
nisations at the national level. 
Sri Lanka's Co-operative Movement 
is comparatively strong, for with 
a total population of 14 million 
there are nearly 8,000 societies. 

The Multipurpose Societies 
are grouped as large primary and 
other MPCS and totalled 310 at 
the end of 1978. Of these there 
were 275 primaries which were 
usually wholsale organisations for 
the supply of consumer goods 
serving a wide net work of retail 
depots. 

During the period 1971-1975 
the number of Co-operative retail 
shops controlled by the Multi­
purpose Co-operative Societies 
almost doubled. By 1977 there were 
over 7,000 co-operative retail shops 
through which were distributed 
tbe weekly and monthly rations of 
rice, sugar and other essential 
food items to about 85 percent 
of the population. The balance 
15 percent were served by private 
authorised dealers who in turn 
obtained their supplies from the 
wholesale stores maintained bv 
the Multi Purpose Co-operative 
Societies. Due to the very close 
link these co-operatives have 
with such essential facets in the 
life of the nation as food and 
clothins the co-operatives have 
always been in the public eye. 
By number, according to the Co­
operative Department, the lar­
gest number of societies at the 
end of 1976 were the credit and 
thrift societies which exceeded 
3.000 of which 2.748 were credit 
unlimited, 376 credit limited and 
254 thrift and welfare. The 
various forms of Co-operative 
Agricultural Societies totalled 754 
and Industrial' societies 700; while 
the miscellaneous primaries parti­
cularly those registered and recog­
nised as school's societies number­
ed 2,748. The situation, however, 
is not as healthy as these sta­
tistics indicate as . nearly 25 per­
cent have been found to be either 
defunit or in a serious state of 
decline. Even among the credit 
societies of unlimited liability a 

Structure 
large number were found to be in­
active and not much had been 
done to encourage this type of 
society in recent years. 

Whatever the situation at the 
primary level, the situation at 
tbe secondary or upper level of 
the movement has not been very 
satisfactory. The existence of 
strong secondary and apex organi­
sations is said to be a sign of 
maturity in the system of co-op* 
oration but this is what the 
movement in Sri Lanka lacked, 
though there were well established 
organisations serving the move­
ment at national level. 

The oldest co-operative orga­
nisations at the national level 
are the Sri Lanka Coconut Pro­
ducers' Union, registered in 1942; 
the Co-operative Pish Sales 
Union, registered in 1952; and 
thp Rubber Small Producers' 
Union registered in 1957. The 
scope of activties of these three 
unions remained very limited. In 
1973 the Sri Lanka Co-operative 
Marketing Federation was re­
gistered as one of the national 
organisations of the newly restruc­
tured Multl-Purpose Co-operative 
Societies through the merger of 
the activities of the Co-operative 
Consumer's Union, the Agricultural 
Producers' Union and the North­
ern Division Agricultural Co-op­
erative Union. The Northern Divi­
sion apex union is regarded as 
one of the strongest national 
level business co-operative orga­
nisations in the country with an 
annual turn over of .Rs. 200 
million. 

In industries a new Co-opera­
tive Industrial Union was register­
ed in 1974 as a successor to the 
earlier industrial union, but there 
has been no expansion In Its acti­
vity, apart from the three factories 
the union has been running from 
the sixties. A Light Engineering 
Co-operative Union was-registered 
in 1975 as the apex of the Light 
Engineering Co-operatives estab­
lished under the DDC Programme, 
but the fortunes of this union have 
been as hazardous as the record 
of the light engineering co-opera­
tive itself. 

The ideological apex of the 
co-operatives is a National Co­
operative Council of Sri Lanka 
registered in 1972 as successor to 

the Co-operative Fdderation ol 
Ceylon. The Co-operative Federa­
tion was not able to provide the 
leadership and articulate co-opera­
tive policy positively enough; and 
it was hoped that the Cc-opera-
tive Council, with its main respon­
sibilities being member education 
and spokesman on all co-operative 
matters, would fulfill this need. 

Besides these national level 
organisations there are also gov­
ernment sponsored apex organisa­
tions which are mainly support­
ing agencies of the Co-operative 
Movement. There are the Depart­
ment of Co-operative Development, 
the People's Bank and the Co­
operative Wholesale Establish­
ment which though not actually 
co-operative were designed to serve 
the movement. All attempts to 
restructure the CWE as a co-op­
erative consumer apex have not 
been successful. There are also 

the more recently established 
supporting agencies such as the 
Co-operative Employees' Com­
mission set up In 1972 and the 
Co-operative Management Ser­
vice Centre set up in 1973. The 
apex unions in Sri Lanka, how­
ever, have a long way to go in 
providing a dynamism and inno­
vative leadership for the move­
ment comparable to their coun­
terparts in those countries where 
cooperatives are working success­
fully. 

Classification of Co-operative 
Societies by type as at 31.12.76 

Type of Society Total No. 
M. P. C. SS — 310 
Credit Unlimited — 2,448 
Thrift and 

Welfare — 254 
Co-operative 

Stores — 101 
Co-operative 

Agricultural — 754 
Animal 

Husbandry — 69 
Fisheries — 52 
Textile — 30 
Industrial — 700 
Miscellaneous 
Primaries: 
(Schools) — 2,537 
(Others) — 211 
Secondary and 
All island Unions — 58 

Total — 7,898 

Source: Department of Co-Opera-
tive Development, Statistical 
Bulletin. 
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wards nepotism and corruption 
and arbitariness has had a detri­
mental effect on the movement. 

Co-operatives have fundamen­
tally economic goals with a social 
output. These societies are expec­
ted to be business organisations as 
well as socially and democratically 
responsible to their members. The 
achievement of the business goals 
of. these societies are basically 
through a chain of command 
through the Board of Directors, 
through the General Manager, and 
the Branch Manager on to the 
consumer as well as on a feedback 
along this chain. The participatory 
goals are expected to be achieved 
through the General Meetings — 
at the Primary level — and Com­
mittee Meetings — at Pradeshika 
level. 

The Bank's survey indicated 
that there was a strong interac­
tion between the Board of Direc­
tors and General Manager, arising 
largely from the fact that the 
General Manager has to be pre­
sent at every Board Meeting, and 
is further in touch with the 
Chairman on virtually a day to 
day basis. However, the next key 
link in the management chain, 
namely between the General 

. Manager and the Branch Manager 
seems to be relatively weak. The 
key communication link between 
general management and Branch 
Manager seems to be largely 
limited to written Instructions and 
feedback in the form of letters 
and circulars, win the extremely 
important channel of face-to-face 
contact appearing to be used only 
infrequently. Thus of the Branch 
Managers who responded to the 
Bank's survey nearly 40 percent 
had not met either the General 
Manager or the Accountant in a 
given three month period. Fur­
ther, during the same period 70 
percent of those who responded 
had not met officials of the Co­
operative Department, (these offi­
cials are expeced to perform a key 
supervisory function). 

The relationship between the 
branch and the membership seems 
to be also tenuous as suggsted by 
such key indicators as 79 percent 
of members being unable to say 
whether the society was a success 
or not and 80 percent being un­
able to state the reasons for re­
organisation in 1971. Members who 
responded to a question eliciting 
reasons for possible lack of effi­
ciency stated that disregard by 
officials of members views was the 

major one, further indicating the 
tenuous nature of the branch — 
member interaction. 

With respect to the second 
organisational goal, namely par­
ticipation, figures have been 
Members felt that loan facilities 
obtained indicating that both gene­
ral meetings, as well as committee 
meetings, as well as committee 
meetings, have been held very in­
frequently; indicating strongly that 
a primary goal of co-operative socie­
ties, namely, participation, has not 
been effectively achieved. 

Of the various types of ser­
vice rendered by the multi-purpose 
co-operatives the distribution of 
rationed items seemed to be the 
most important for members, ac­
cording to their views. The supply 
of agricultural inputs occupies 
the second place; whilst, the 
supply of off-ration consumer 

goods occupies the the third place. 
The managers of branches too felt 
that the primary purposes of the 
co-operative in making available 
essential and scarce consumer 
goods (45 percent thinking so); 
with purchasing of products of 
the area taking second place (with 
21 percent of managers saying so). 

An analysis of the complaints 
of members also indicates that 
over 78 percent of complaints re­
late to consumer affairs; particu­
larly to the manner in which con­
sumer goods are distributed or fac­
tors such as short weight. Co-op­
erative employees also felt, by a 
very large majority, that inadequacy 
of goods available for distribution 
was the major obstacle facing co­
operatives. 

The supply of agricultural in­
puts Is tied to the credit function. 
Members felt that loan facilities 

A PROFILE OF MEMBERS 

In 1970 the Royal Commission on the Co-operative Movement placed 
• a greater share of the blame for the defects in the co-operatives on the 
members themselves. In their view it was "by and large a movement 
of old people" and they emphasised that "co-operative societies in this 
country need a massive blood transfusion of youth". The People's Bank 
study of the Multipurpose Co-operatives found in 1977 that all the eligible 
age groups (membership is open only to those over 18) 20 — 29, 30 — 39, 
40 — 49 and 50 — 59 were virtually equally represented comprising 
21.5 percent, 22.3 percent, 21.4 percent and 18.5 percent respectively of 
the total. This significantly alters the position of the movement in 
1969. However, because of the particular population profile of Sri 
Lanka where youth form a large percentage, youth in the co-operatives. 
are relatively under—represented, although in the movement itself, as 
shown above various age groups are equally represented. 

The People's - Bank study also found that of those in the movement 
46% were engaged in agriculture, and 12% described themselves as 

' labourers, whilst 17.2% were unemployed. Other vocational categories 
were represented on a- much smaller scale. The predominance of 
agricultural pursuits was stronger in the dry zone with 69% being 
engaged in agriculture compared with 38% in the wet zone. 

The average co-operative member is also more educated than the 
general population in the country. For example, the figures for co­
operative members with no education, with primary education, and 
secondary education respectively are 8.6%, 33.8%, 50.9% compared with 
the national figures of 17.5%, 44.6%, and 37.9%. 

TABLE 3.3 Age Structure of Members of Co-operative Societies and age 
. structure of those over 18 throughout the island 

Age Group Numbers of 
members 

Membership In 
Co-operative 

Societies 
(Percentage) 

Population 
the Island 

(Percentage) 

18 — 29 
30 — 49 
50 and over 

Total 

434 
818 
618 

1870 

23.21 
43.74 
33.05 

100.00 

34 
42 
24 

100 

Source: People's Bank Research Department 
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and the supply of agricultural in­
puts was the second most impor­
tant- function of Co-operative 
societies. They also felt that of the 
difflculies experienced by members 
in this activity delays in releasing 
loans was the most important. 

The marketing of the produce 
is an lmporant function of Co­
operative Societies and accord­
ing to members, delays in pay­
ment and short weight were the 
difficulties most often met by 

members. In this respect it is 
.significant to note that non-pur-
chaso and not purchasing on time 
were not considered significant 
difficulties by the members. 

Figures obtained from the Co­
operative Department for the 
movement as a whole indicates that 
profits had been rising after reor­
ganisation. The period of reorga­
nisation was also parallel with 
an extension of the co-operative 
movement's functions by giving it 
added functions, consequently the 
increase in profitability is a mea­
sure of the increased turnover 
resulting from added functions. Ac­
cording to the same figures, losses 
too have increased during this 
period. 

The General Managers were of 
the view that the primary cause 
for losses is shortage of consumer 
goods, whilst the transport prob­
lem, irregularities, and political 
interference come a close second, 
each of the latter contributing 
equally. Analysis of the audit re­
ports of these societies Indicated 
also that wastage was the aspect 
most often commented upon by 
auditors, whilst failure to repay 
loans was a close second. How­
ever, as audit comments gene­
rally do not by their nature look 
at the overall efficiency criteria 
this does not necessarily contra­
dict the General Managers' views. 
The Incentive scheme Introduced 
to facilitate management had 
been adopted by nearly half the 
sample surveyed by the Bank and 
nearly 60 percent of the Managers 
who adopted the Incentive scheme 

felt that the scheme was a suc­
cess. 

The overwhelming majority of 
the members, specially in rural 
areas, endorsed the Co-operative 
Movement very positively. The 
answer to the question — "which 
village level institution provides 
the best service" gave the follow­
ing ratios of the members views. 

There is overwhelming support 
for the multi-purpose category of 
the Co-operatives, according to the 

Bank's survey. As many as 72.7 
percent of the members were of 
this view, in addition to 98 per­
cent of Bank Managers and 7.8 
percent of Development Assistants. 
This overwhelming mandate to 
•the Multi-purpose Co-operative 
Societies movement is an indica­
tion that Multi-purpose Co-op­
erative Societies should be further 
strengthened. 

The key managerial personnel, 
namely the General Managers, do 
not seem to have a sufficient 
awareness of development prob­
lems and a concrete developmental 
perspective for their societies. 
Questioned on what future deve­
lopment strategies should, be, the 
majority of them gave the general 
answer that it should be a continua­
tion of multi-purpose co-operative 
activities. Onlv a few could narrow 
this general answer to such con­
crete activities as industries based 
on local raw materials, co-op­
erative farms etc. The majority of 
members, however, felt that the 
first preference of any future ex­
pansion activities should be to 
have a vegetable and sales divi­
sion, followed by services related 
to agriculture. 

Viewed in retrospect, however, 
>t appears that the dilemma faced 
by the movement in Sri Lanka 
was one of being a voluntary 
movement and still looking to 
government for substantial aid 
and assistance. The first co-opera­
tives developed in this country, at 
the beginning of the country, were 
started when political concepts 
and social philosophy and econo­

mic relations were quite different 
from today. In the early days 
of the movement in this country 
the concept of the public sector, 
national economic planning and 
social welfare, and development 
programmes of more recent times 
were not thought of- Sri Lanka's 
Co-operative Movement has ex­
isted and grown to its present 
state within a larger framework of 
national economic policies, and 
more recent economic and social 
conditions. The dilemma of coopera­
tives in developing countries like 
Sri Lanka is basically that without 
government's support they cannot 
develop and maintain themselves 
sufficiently to be of use either to 
their members or to the economy; 
and with too much official control 
on the other hand they lose their 
true spirit of co-operation and their 
popular character. The answer is 
obviously one of evolving an avoi­
dance too little help and too much 
regulation. 

An attempt was made with the 
reorganisation of 1971 to strike a 
balance. The reorganisation, as we 
saw, met some of its major ob­
jectives: turnover and profits had 
increased, membership and service 
had enlarged and the service posi­
tion of employees has stabilised to 
a certain degree. A large percent­
age of those involved in the move­
ment have also endorsed the re­
organisation. However, very strong 
structural and procedural defici­
encies exist in the structure of 
management as well as, in the par­
ticipatory aspects of the move­
ment. The movement has to an 
extent been adopting to the twin 
forces of volunteerism on the one 
hand and government Induced deve­
lopment activity (which is a sine-
qua-non in a developing country) 
on the other. The latter force of 
government induced development 
has been strongly influenced by 
the socio-political developments 
within the country and these have 
'distorted' the movement Into a 
unique insrument dispensing both 
services and goods on the one 
hand, as well as, at times narrow 
patronage and corruption on the 
other. Despite the many attempts 
at reform the impact of the co-op­
erative movement on economic 
and social life still remains an un-
dertapped potential. The unsatisfac­
tory aspects in the performance of 
co-operatives has now once again 
called for a reassessment of their 
place and roles in the social and 
economic development of Sri 
Lanka. 

Institutions 

Services 

Agricultural inputs 
Agricultural credits 
Marketing 
Distribution of consumer goods 

Co-operative 

59.45 
75.52 
46 
55.28 

Agricul- Private 
cultural 

Productivity 
Committee 

Total 

9.90 
11.74 

2.0 
1.23 

30.66 
12.94 
51.08 
43.15 

Source: People's Bank Research Department. 
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100 
100 
100 
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