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Savings and the Co-operative
Sector Case of Sri Lanka

R. D. de Livera

Before the advent of the colonial
plantation economy, Sri Lanka’s eco-
nomy specially at the village level
‘was based on barter and exchange of
mutual services. Money was known
from around the gth century B.C.
but money played only a marginal
part in the economy. Savings at the

village level during the time of the

barter economy was basically in the
form of kind, in that agricultural sur-
plus was stored for future use. The
amount and nature. of savings cannot
be quantified. except to say that sav-

" ings itself was tied to the surplus

extraction process of a feudal society.

Significant changes. in the Sri

Lankan economy began with the

advent of the Portuguese in the 16th
century and the increased importance
of trade specially in the Western
centre. The European incursion
which was for purposes of shipping
cinnamon and other spices collected-
from the hinterland to European
markets gradually began to take a
qualitatively different turn ‘with the
coming of the Dutch and finally
the British. The Portuguese con-
tended themselves with collection
and trans-shipment of spices that grew
mostly naturally. The Dutch on the
other hand experimented with plan-
tation type crops and the British
turned this into a significant dis-
tortion of the economy by intro--
ducing large-scale - plantations into
the country.

‘ ‘Introduction-of Plantation Indystry .
‘and its Impact on the Economy

Thé British who took total control
of the country in 1815 introduced
coffee planting in the 1840s and with
the collapse of coffee due to disease,

- introduced tea in the latter part of

the ‘19th' century. = The plantation

" system as -opposed to the earlier
subsistence agticulture was based on

wage labour, factory type operation
of large estates ard production for a
foreign market. It was based initially

on a small dose of foreign capital #nd

all over the Third World in the 19th

century to supply the -European -

centre. The subsequent’ growth of
the economy after the initial dose of
foreign capital was by the large sur-
plus generated in the country itself.
The surplus. was sufficient also to
provide handsome dividends to mozé

than: compensate for the nominal -

investmept. .
. These changes resulted in the eco-

nomy of the country being com-

pletely rebuilt around the activity of

plantation.. The foreign banks that .

were established early had the sole

function of financing this industry

and large-scale .  profits arose from

this.. Engineering firms and work-

shops grew up to service the engi-
necring needs of the plantation fac-
tory. For the maintenance of rail-
ways and roads, government engi-
neering establishments came into
being. S
Thus with the introduction of the
classical plantation économy: in the
Iate 19th century the country’s eco-

‘nomy suffered a classical ‘dualistic

split. The enclave, so-called modetn
séctor, had its main interaction with
the external world and very little
interaction with the traditional eco-
nomy within which a large part of
the population lived. By the end of

" the 19th century, the:enclave sector

employed about 409, of the Sri
Lanka labour fotce and the tradi-
tional sector 60%. In terms of this
magnitude, the bulk of trade in the
country was between the enclave

+ sector and the outside world and few

goods and 'services flowed between
the traditional sector and the enclave
ot for that matter between the tradi-
tional sector and the external world,

The introduction of the plantation
economy had a setious deletetious

effect on the traditional sector.” Not

only was the main patronage and eco-

‘the industry was similar to the class -
-of extractive industries that sprang up

The mobilisation of savings is an
important prelude for setiing the
development process in motion. The
co-operative sector works at a grass-
root Jevel and its use as an instru-
mentof savings mobilisation could
be vital for development. In this
article Sri Lanka’s experience in
this area is surveyed by Mr. R, D. _
de Livera, the General Manager of
the People’s Bank. ' '

- The first part of this article,
Dublished in 1kis issue, traces the
bistory and development of Co- .
operative savings and Co-operative
Credit in Sri Lanka upto the re-
organisalion of the Co-operatives in -
1957 and the establishment of the
People’ s Bank in 1961 as an inte-
gral part of the reorganisation effec-
ted in 1959. Part I1 deals with the
role of the People’s Bank in the
consolidation that followed ‘and

. shows how the activities of the

People’s Bank in  the savings
field bas, at a micro level, been a
very imporiant instrument in the re-
distributionary function in the eco-
nomy. '

nomic activity of the government

‘denied to the traditional sector, but

the 'introduction of the. plantation
meant that the traditional sector was
dislocated. In the central highlands
where the plantation economy grew,
land which belonged to the part of the
village economy and demarcated for
grazing and potential village expan-
sion was subject to virtual de facto

‘expropriation. This was done largely

by the notorious Waste Lands Ordi-
nance whereby the British -declared

all lands, to which no formal ownez-

ship could be proved, to belong to
the Crown. By this device large
areas of common pastures where
cattle grazed and forest areas which

‘were an important and integral part

of the village economy and ecology
were sold at ridiculously low pricesby

the British Crown to British planters.

This incursion into the peasant eco-
nomy was fusther aggravated by the
Grain Tax, whose main effect .was
on.the peasantry to the exclusion of
the land-owning classes.
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The pauperised peasantry were
often unable to pay this tax and sold
their land and the negative effects of
the colonial economy on the tradi-

_ tional sector was to echo in the years
to come in the growth of rural in-
debtedness among the masses of the
peasantry.

The supply of labour into the new
plantations was not by the use of
indigenous labour but imported
Indian labour (so-called indentured
labour). The resulting strain on the
economy in feeding this new influx
of labour also had serious distortion
effects on the country.

The position of savings in the
country; which sectors provide the
bulk of savings; and which institu-
tions channel this are governed by
the macro historical conditions dis-
cussed above. In fact, the classical
dualistic split overrides the entire
area of savings. .

The Beginning of Savings
Because of the structural split in
the economy the generation of sav-
ings in the two sectors, namely the
enclave and the traditional, take
different qualitative dimensions. The
enclave sector had been generating
considerable surpluses from its in-
ception and had fed the banking
system which was otiented basically
to this sector. Generation of savings
in the traditional sector was neglect-
ed and weak. The generation of sav-
ings is intimately tied to the credit
institutions in the country and no
description of the savings system can

be done without description of the
credit system. The normal suppliers
of credit in the village economy were
landlords, traders, richer relatives and
in more recent times professionals
like school teachers etc. Although
no precise data exists on the extent of
indebtedness in the early British
times, it has been established that by
the end of the 19th century, the
traditional farmer was tremendously
in debt to the private money lenders.
The ratgs of interest were high and
at the turn of the century represen-
tative figures for loans by paddy culti-
vators were as follows :

20 tO 30 per cent per anflum oOn a Mort-
gaged loan and an annual rate of 150 to 300
per ceht on other advances.

An estimate in 1906 of the total
indebtedness for the country puts it
at a minimum of Rs. 8o million at
interest rates varying from 8o to Go
per cent. It was apparent that by the
turn of this century small farmers in
the traditional sector were heavily in
debt to private money lenders. Itisin
this context that extension of credit
through Co-operatives was introduced
in the early decades of the century.

The first -Co-operative Credit So-
ciety was inaugurated in 1906 in
Dumbara in the central highlands
with 66 shareholders. A few other
Credit C>-operatives were also started,
but they could not spread substan-
tially to the rest of the country.
A significant step towards the alle-
viation of rural indebtedness was the
setting up of the Agricultural Banks
Committee in 1909. The Committee

TABLE I

was required to inquire into condi-
tions existing in the traditional agri-
cultural sector and how Agtricultural
Banks would be suited to conditions
in Ceylon. The Committee found
that most villagers wete indebted not
so much to the landlords, but to
moneylendersand that the villager was
obliged to “buy his money dear and
sell his produce cheap”. The Com-
mittee recommended the establish-
ment of Co-operative Credit Socictics
enabling the farmer “to borrow at a
reasonable rate of interest for his
agricultural needs, while offering him
an inducement to invest money in his
lands, in manure, imﬁroving agri-
cultural machinery etc. all of which
could bring a return more than com-
mensurate with the expenditure in-
curred’

Co-operative Societies Ordinance

The recommendations of this Com-
mittee came to fruition with the enact-
ment in 1911 of the Co-operative So-
cieties Ordinance. This legislation
was the beginning of organised credit
to small farmers in the country. The
first Co-operative Credit Society was
registered in 1912. The early credit
societies registered were of unlimited
liability and modelled on Raiffeisen
lines, where the members wete in-
dividually and jointly liable for the
debts of the Society. Credit societies
of limited liability and Co-operative

" Thrift and Savings Societies were two

other types of Co-operatives founded
in this early period. Credit societics
of limited liability were first formed

COMPARATIVE GROWTH OF CO-OPERATIVE SOCIETIES AND

POST OFFICE SAVINGS BANKS 1913-30

POST OFFICE SAVINGS BANKS

CO-OPERATIVE SOCIETIES

Date No.of No.of Total Amount Date No.of No.of Paidup  Deposits  Reserves
offices  Accounts o credit of Societies Members  Capital . '
P.0.5.B. depositors
Rs. Rs. Rs, Rs.

Yearend 1913 ... 176 106,669 4,170,000 315t March 1914 37 1,820 8,200 29.74 23,05
Year end 1930 415 308,506 12,300,000 soth April 1930 459 22,416 471,223 245,331 108,482
Difference Difference _ -

between between

two periods 239 201,937 8,100,000 two periods 422 20,596 463,023 245,301 108,459

Deposits per head arose from Rs. 38.97 in 1913 to Rs.
T Y ) 9P.O.S.B. offices

40.20 in 1930 when there were 415

tered societies.

Shares, Deposits and Reserves rose from Rs. 4.53 per head at the end of
Match 1914 to Rs. 40.06 as at 3oth April 1930 when there were 459 regis-

Soutce: “Co-operation—Its Rise and Growth in Ceylon”, G. Kuruksulasuriya
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«in the 1920s. They were also known
as urbin banks and served mostly
the small teaders and artisans.
operative Thrift and ‘Savings Socie-
ties were formed mostly by public
servants. . By 1942 there were ioo
societies of the limited liability variety
with a membership of 4,479 and in
the same year there were 164 ,co-
operative thrift and savings sncieties
with a membership of 15,661 and
their savings totalled Rs. 1.4, million.
Promotion of savings was the main
object of the co-operative thrift and
. savings societies but loans were
granted up to 75% of their savings.
By 1968 they had a memb-ership of
69,292 and savings of Rs.. 15.6
‘million. In later years there was a
trend for the c¢o-Operative thrift and
savings " societies of public servants
to be transformed into societies of
limited liability so that they could
expand their loan business by remov-
ing the restriction of loans to a per-
centage of the savings held. By 1968
depusits in credit societies of limited
liability totalled Rs. 6.1 million and
as-at end D:cember 1974, 'deposits
were Rs. 15.01 million.

Co-operative Credit Societies

Ia the early decades co-operative
credit societies of unlimited liability
were the most numerous type and
they catered to, the rural population,

Apart from, introducing organised '

credit for the first time to the farmer,
the estatlishment of co-operative
credit societies also signallad the
entry ‘of a new. institution to en-
" courage thrift and savings at the
village level. Up to that time the only
institutions available to the small
saver were offices of the Post OZfice
SavingsBank. Table I, on the pre-
vious page, gives the comparative
growth in deposits of the Post Ofice
Savings Bank and the C )-operatives in
the early period from 1913 to 1930.

In the yeéu:s following 1930 and

right up to the late 1950s these credit

co-operatives - continued to increase
in number, membership, shares,
‘deposits and reserves. It can be said
of the credit societies of unlimited
liability that throughout their active
life span of over forty years they em-.
bodied in a very real sense the basic

co-operative philosophy of self-help -

- and mutual-help. Admittedly, they
could not support their loan opera-
tions adequately on the basis of their

24 .

Co-

own résources. ‘This was not possi-~-

ble taking into account the impover-
ished state of the rural economy.
They had to depend, therefore, to a
‘considerable extent for funds on
external sources. In the early period
of the credit society movement, go-
vernment granted loans direct to
these societies up to an amount equi-
valent to 3/4 of the paid up share
capital. In 1916, .government estab-
lished the Local Loans and Dzvelop-
ment Fund which granted:loans up
to three times the paid-up share
capital and reserves in the case of a
society of unlimited liability and up
to an amount equivalent to the paid-
up shares and reserves in the case of a
society of limited liability. Subse-
quently, with the co-operative move-
ment setting' up . its own bainking
system, beginning with the C>-ope-
rative Central Bank of Jaffaa in 1929,
and the establishment theredfter of
similar banks in other provincial and
district centres; the borrowings of the
credit co-operatives from the Fund
progressively diminished while their
borrowings from the new banks
correspondingly increased.

Although: the co-operative credit
societies sought funds for their lend-
ing operations on these lines, their
own resources comprising share capi-
tal, deposits and 1eserves consistently
supported a substantial proportion
of their lendings.

share capital and member deposits
to total loans outstanding between

1953 and 1967 illustrate this position.

TABLE I . .
: * Percentage of
Share Capital
Total Loans  and Members'
Outstanding  Deposits to
Amouns in Rs. total loans
Year thousand out standing
1953 6,133 496
1954 6,882 47.1
1955 75€2 47-3
1956 8,578 46.6
1957 9,095 | 49.2 !
* 1958 9,450 §L7
1959 8,631 _ 55.9
“1960 , 10,425 56.5
1961 10,794 57-9
- 1962 11,213 58.1
1963 1,793 56.9
1964 12,108 593
1965 na. n.a.
1966 36251 61.7
1967 13,771 61.4

It must be stated however, that
even at the highest point ‘of their
growth credit societies catered to less

The figures in
* Table IT showing the percentage of

than_10% of small farmers in the
country, and a survey of ‘rural in-
debtedness in 1951 showed that in
spite of active goverhment inter-
vention in the credit programmes, the -
credit societies accounted for only
7.4% of rural indebtedness. - '

The co-operative credit ‘societies
_.were not intended to solve all the
problems associated with rural credit
and indebtedness. The societies were "
constituted of small groups of persons
known to each other and the loans
issued were small sums generally
under Rs. 100/~ for duration of ‘one
year or less. Loans were chiefly for
production and the farmers essential
consumption needs were not provided
for. Further, they were not geared to
-ptovide the medium and.long-term
credit needs of the farmer.

" Medium to Long-Term Credit - "

This gap in the medium’to long-
term credit needs of the small farmer -
.was a matter which engaged the
attention of officials and co-operators
from the early days of the co-opera-
tive movement. Besides the prob-
lems of the small farmer there was
in the 19208 and 30s.an on-going
public debate. on the banking: and
credit needs of all classes of indi-
genous agriculturists outside the en- -
clave economy. Particular attention
was focussed on the need for loan faci- -
lities on medium to-long-term agdinst
security of landed property. In 1920
a government-appointed Committee -
in their report styled State Banks for |
Agriculturists, had commented on’
the fact that the existing exchange
banks did not provide loans on the
security of landed property or against
growing crops. In 1929 the report
of another government-appointed
Committee récommended the estab-
lishment of a Bank to provide long-
term loans against the mortgage of
landed property. This Committee
also advised that co-operative credit
societies should confine. themselve
to short-term loans. :

Based on the recommendations of
.this Committee the State Mortpage '
Bank was established in 1931, The
Bank had no authority to accept
deposits and it obtained the funds
for lending by the issue of redeem-
able debentures guaranteed by Go-
vernment It was expected that the °
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, TABLE III
Number of Sceieties
] g g ‘;‘ g
8 ¢ g9 & 5 &8
- g ~ o
T s £ g4 8% 23
Paricd g ;lg'g ':'6-50 '§§.E g%
T 3 §ug g3 gm2 83w
g = g3, o8 o™ 085
- ] 2 3 oS g g &0 & 8'“
g8 < o — 88 @ 3 0 & 0%: 0. g
= S 8 Sﬁ.g ss ﬁ";gg 5_“:""’
<] o 5
<z R £88 S0 S£af 833
1013-14 ... 34 1 35 3266.00
1914-15 ... 53 1 54 15310.00
1915 -16 54 153
1916 - 17 68 3 7t 27618.60 2908.00
1917-18 89 3 92 50209.44 3897.00
1918 - 19 100 3 103 70605.45 9186.00
1919 - 20 132 4 136 99949.69 13100.00
1920-21 .., I49 § 154 143907.84 21212.00 7995.00
1921-22 ... I0I 8 169 192333.06 23573.32 14670.00 .
1922- 23 195 13 208 291606.00 31754.98 84987.58 8500.00 (a)
1923 - 24 20§ 17 222 417906.44 49562.24  132884.86
1924-25 ... 237 20 237  434604.94  63984.30  125572.49
1925-26 ... 290 2§ 31§ 6or715.83  125376.96  144361.00
1926 - 27 280 23 303 760791.3¢  158208.62  168772.95
1927 - 28 341 19 360 786892.16  150121.61  127478.30 250.00 (h)
1928-39 ... 352 31 383 830301.0§ 20672663 113Cc§5.8§ 400.00 (¢)
1929-30 ... 418 41 459 1020956.29  286349.69  114997.75  350.00 (c)

62792.00 (d)

() From G.A.or A.G.A. () From one Society to another (c) From Government’s profit in
" bhandling rice, (d) Frem the Jaffna Co-operasivs Ceniral Bank

new Bink would provide long-term
Irans for all cliss=s of agriculturists
including the small farmsr. I actual
practice however, the small farmer
found it extremely difficult for seve-
ral reasons to obtain such facilities
from the new Bink. It was located
in the capital city of Colombo and

had no branches in the rural areas.
Its minimum l>an was Rs. 2,000/-
and until 1955 the Bank lent only up
to 50%, f the value of the mortgaged
provertv. After 1655 it was raised to
75%. The average value of property
par rural family was estimated at
Rs. 2,765/- according to the eco-

TABLE 1V

nomic survey of rural Sti Lanka
conducted by the D:partment of
C:nsus and Statistics in 1950/51. Of
this total value, land ard buildings
accounted for Rs. 2,197/- whereas to
qualify for even the minimum Isan
of Rs. 2,000/~ the value of land and
buildings had to be a minimum
2,750/- Add to this the costs of
valuation, examination of title and
supervision, plus the fact that the
Bank applied strict standards in valu-
ation and in examination of title, and
it will be seen why the Bank’s 1oans
were beyond the capacity of the
average small farmer. Attempts at
establishing ca-operative land mort-
gage banks intended for the small
iarmer were made in the early 1930s.
Two such banks were in fact started,
one in Negombo in 1931 and the
other in Kindy in 1933, but their
existence was short-lived. 1n the cit-
cumstances co-operative credit con-
tinued to be confined to short-term
operations. ‘The progress of these
loan operations from 1913 to 1930 is
given in Thble IIL

The 19308 were difficult years for
Sti Lanka. The world-wide depress-
ion of the early 1930s resulted in the
collapse of the prices of the country’s
export crops tea, rubber and coconut,
and a devastating epidemic of malaria
in 1934 cost the country thousands of
lives. De:spite these difficulties how.’

CO-OPERATIVE CREDIT SOCIETIES OF UNLIMITED LIABILITY

1930 TO 1942

1 () ) @ (s) © ) ®) (
(YZu Total of all  Number of Number of Working . Degosits  Loans Loans Pamp?lz:gc
Societies ex- Credit Soc~ members + capilal Ry, Lakbs granted  recovered of overduss
clusive of ieties of in (3) Rs. Lakhs Rs. Lakbs Rs. Lakbs
Co-overative  Unlimited
Unions  Liability Data for All types of Societies
1930-31 585 540 24,068 18.6 5.0 12.4 9.5 11.§
193132 643 587 24,41§ 21.8 7.6 13.0 13.0 12.4
1931-33 753 680 14.643 21.4 8.9 13.7 16.§ 15.3
193334 865 762 16,165 23.1 9.6 16.3 18.3 13.6
1934°35 971 853 16,963 28.1 11§ 18.4 12.0 12.8
4 Data for Credit Societies of Unlimited Liability
1935-36 975 547 17,434 14.3 1.8 15.0 12 2 3.3
1936-37 1,085 930 21,303 15.2 2.8 17.1 14.7, 15.8
1937-38 1,264 1,051 25,741 16 2 2.4 183 . 163 . 198
1938- 39 1,464 1,201 39,959 17.3 2.5 19 4 17.2 193
1939-40 1,608 1,302 34,404 180 3.1° 18.9 18.1 23.0
1940-41 1,799 1,431 37,982 19.2 2.9 20.9 19.4 21.0
1941-42 1,977 1,519 41,217 20.3 3.7 24.3 2§.§ 24,0

Source: Administration Reports on the Working of Co-operative Societies
1 Lakh — Rs. 100,000

+ In the year 1934-35 there were 8

of Limited Liability.
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ever, the co-operative credit system
maintained its steady growth during
this period. Table IV, on the previous
page, illustrates the growth of co-
operative societies from 1930 to 1942.
It will be seen that credit societies of
unlimited liability had maintained their
- predominarice in this period.

Co-operative Banking System

An important feature of this period
was the development of the Co-ope-
rative Banking System which com-
menced as we have seen with the first
Bank of its kind established in Jaffaa
in 1929. The entry of co-operative
banks markéd a significant step in
the consolidation of credit societies
and in the strengthening of the move-
ment’s financial resources. These
Banks were secondary level societies
registered under the Co-operative
Societies Ordinance and formed by
the affiliation of primary credit so-
cieties. They accepted savings and
term deposits both from co-opera-
tives and the public but they accepted
demand deposits only from co-ope-
ratives. They provided credit societies
with advances and at later stages they
extended facilities to other types of
co-operatives as well. In 1949 an
apex co-operative bank namely the
Co-operative Federal Bank of Ceylon
Ltd., was established under the Co-
‘operative Societies Otdinance. 'Co-
operative banks as well as other co-
operative societies were elieible to be
shareholders of the apex bank. By
1961 when the People’s Bank was
establistied to take over the Co-ope-
rative Federal Bank, as we shall dis-
cuss later, there were 17 co-operative
district and provincial banks. Given
below in Table V is a sector-wise
analysis of the deposits held by co-
operative banks from 1950 to 1961.

Banking Commission of 1534

In 1934, only 3 yearsafter Sri Lanka
had gained a measure of internal S:If-
Government, 2 Banking Commission
appointed by the Government sub-
jected the island to a survey of its
general economic and financial situ-
ation, the co-operative movement
bsing a significant aspect of their
study. Their study broadly reveals
that the British ‘Exchange Bainks
dominated in the enclave economy,
They had pattiality towards British na-
tionals and companies and more
Sti Lankans consequently had to
make do with Chettiars and private
lending agencies and informal money
lenders like boutique keepers and
pawn brokers. Ths co-operative
credit system stood within that as an
Island of refuge to the Sri Lankans
although it catered only to a very
small strata of society. The Banking
Commissioners agreed that the Co-
operative Movement had developed
at a good rate and on sound lines.
It was their view that the co-opera-
tives had accommddated their mem-
bers fairly liberally and that the sys-
tem was ideally suited for land-
owning, cultivators. With respect to
credit policy in the co-operatives the
Commissioners felt that the - Regis-
trar’s very inelastic credit limits were
not necessary in the case of societies
of unlimited liability. They agreed
that although more C»>-operative Cen-
tral Banks could be set up they were
of the.view that an All-Island Apex
Bank for the Co-operatives was not
necessary. Instead they suggested
that the co-operative banks deal
directly with the State aided Bank
which they proposed. The Banking
Commissioners Report had a con-
siderable impact on the country as a
whole stimulating a high degree of

 TABLE V -
DEPOSITS OF CO-OPERATIVE BANKS

Co-operative

Year Individual ~ Institutions Government  Others Total.
1950-51 1,414,000 3,842,000 4,480,000 1,847,000 11,58 3,000
1951-52 2,083,000 7,156,000 7,260,000 1,362,000 17,861,000
1952-53 792,000 11,890,000 797,000 775:000 14,254,000
1953-54 305,300 11,487,500 3,115,000 1,039,700 15,047,000
1954-5$ 688,200 11,000,800 1,521,700 1,567,400 14,780,100
1955-56 911,500 14,400,800 1,472,800 1,608,800 18,393,200
1956-57 1,090,100 18,877,500 979,600 965,100  21,912,3c0
1957-58 864,400 24,670,400 821,900 2,276,800 28,633,500
1958-59 1,367,900 20,380,300 825,500 3,343,500 4 300 100
1959-60 - .. - 26 813,600 212,300 3,432,300 30,458,200
1960-67 L — / 29,996,000 . 900,000 3,496,000 34,3c2,000

Source: Adminisiration Rzp/am' on the Working of Co-operative Socitties
26

public interest in the financial and
economic spheres and resulted in the
formation in 1939 of the first success-
ful Sri Lankan commercial bank
named the Bank of C:ylon. How-
ever, the Bink of C:ylon did not'
link directly with the co-operatives as
suggested; the co-operative credit
system extending in due course and
setting up its own Apex Bank, as
we have seen in the C»H-Operative
Federal Bank of Ceylon Ltd. How-
ever, one fact that clearly emerges
from these developments is that the
co-operative movement, despite the
limited scope of its credit operations
had grown into'a significant force in
the economy. We have seen earlier
how in the period 1911 to 1930 co-
operative ctedit societies had deve-
loped along with the Post Office

~Savings Bank as the only financial

institutions available to the popu-
lation outside the enclave economy.
It is interesting and instructive to see
how these two institutions continued
to develop after 1930. Table VI, on
the following page, gives the growth
of the Post Office Savings Bank
from 1930 to 1945. :

The data in thistable illustrates the
parallel growth of co-operative insti-
tutions during the same petiod 1930-
1945. In 1930/31 there were Goo C>-
operative Societies. By 1945,. the
Credit Societies of unlimited liability
by thems:lvas alone ware 1,697 in
number and had a membership of
49,638 and a working capital of Rs.
2,777,307~ All the societies to- -
gether numbered 6,388 with a mem-
bership of ovet 1.1 million. -

Impact of World War II on the
Co-operative Movement

With the onset of the Second World
War the . Co-operative Movement
took a qualitatively diffzrent dimen-
sion with the Mavement being called
upon to establish a nation-wide net-
work of consumer co-operative so-
cieties. Cor-operatives which were
hitherto limited largely to credit
societies now found a diffzrent focus
of emphasis. Government, faced
with the problem of food shortages
arising from the war situation and
the need to distribute the limited
local and imported foodstuffs equit-
ably pushed through the establish-
ment. of co-operative consumer so-

-cieties to take over the responsibility
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TABLE IV
GROWTH OF THE POST OFFICE SAVINGS BANK 1930-45

No. of *
Year offices
1930 415
1931 401
1932 398
1933 396
1934 400
1935 403
1935-36* 410
1926-37* 437
1937-36¢ 451
1939 460
1940 456
1941 456
1942 458
1943 460
1944 496
1945 12

of distribution throughout the coun-
try. Consumer co-operatives which
numbered only 38 in 1942 increased
to 4,004 by 1945. The distribution
function entrusted to the Co-opetative
Movemsnt undet this scheme it
should be nnted, introduced a signi-
ficant new element into the relation-
ship between Government and the
Movement which was to develop fur-
ther in subsequent years, namely,
that of principal and agent.

During the same period Govern-
ment pressed with the need to step
up local food production created
another co-operative organisation
styled Co-operative Agricultural Pro-
duction and Sales Societies (CAPS).
This too was essentially a govern-
ment agency although organised on
co-operatve lines. In 1948 Govern-
ment introduced a guaranteed price
scheme with fixed prices for a number
of agricultural commodities offered
for sale by cultivators. The new
CAPS societies were the commission
agents of government for the pur-
chase of these commodities. Besides
functioning as a marketing agency
these societies were also used by
government as a medium for channel-
ling 1oans to farmers for cultivation.
Between 1948 and 1955 the number
of CAPS s cieties had risen from 193
to 842. ‘Total membsrship at the
end of 1955 amounted to 217,323.
D:spite this active government parti-
cipatinn however, the CAPS societies
too like the credit co-operatives suc-
ceeded in reaching only a small
segment of the small farmer popu-
lation. It has been estimated that
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Average Amount

Balance 46 the No. of
per credit of Savings

Account depositors depositors

Rse.m.

3975 12,3 308,506
36.52 11.9 324,651
35.€9 12.1 344,633
33.73 12.6 374,032
35.32 14.2 401,983
34.05 15.4 451,290
34.70 17.2 494,410
36.52 19.2 527,163
32.83 15.6 594,770
30.28 19.3 637.030
25.60 17.1 666,177
23.46 16.0 687,891
15.69 13.7 696,404
26.30 21§ 734,190
43.58 35.6 817,078
68.09 64.7 950,c00

CAPS society membership did not
amount to mote than a tenth of the
small farmer population.

In comparicon with the old co-
operative credit societies the classical
co-operative concepts of self-help
and mutual help were hardly evident
in the new CAPS societies. Very
little attention seems to have been
paid by them to induce members to
save. This was only to be expected
in a set-up organised hurriedly by
Government to meet the exigencies
of the war and its aftermath, This
was not a situation which allowed
much time for disseminating the co-
operative education necessary for
members to identify themselves with
theit societies and to appreciate their
responsibilities as members.

It would not be incotrect to state
that the CAPS society was viewed by
the membership as a medium through
which a benevolent Government pro-
vided them with a number of welfare
services. In fact the entire post war
experience right up to the early sixties
shows an indiffzrence on the part of
the movement to the aforesaid self-
help and mutual-help philosophy. In
his report on the co-operative move-
ment for 1962-63 the Commissioner
of C»r-operative Development lists
the lack of stress the movement places
on the building up of its own funds
by attracting savings from its mem-
bership, as one of the important
factors obstructing the expansion of
the movement.

Because of the war boom and full
employment, the business of credit

societies slackened whilst ‘Thrift
Societies increased their business and
their working capital. It is intetesting
to note that during the war period
the purposes for borrowing from the
unlimited liability societies were as
follows :

For cultivation 43.8%; 24% for trade;
6.1 % for land leasing or improvement and
5.2, for buying cattle. Only the residual
category of 4.3% went for what may be
described as “‘unproductive” loans.

During the war and the immediate
pertiod afterwards credit societies of
unlimited liability were relatively in-
active because the war boom induced
incomes among the people. From
1045 to 1949 these societies increased
from 1,696 to 1,891 only. Butbyigss
they wezetobe more numerous than
the distribution societies and by the
end of 1957 they numbered 3,581.

Decline of Co-operative Credit
Societies

However, the operations of the
new CAPS societies and the introduc-
tion of multi-purpose co-operative
societies (MPCS) in 1957 were having
their effects on co-operative credit
societies. Large sums for cultivation
purposes which would normally have
been lent by credit societies were now
being made available by CAPS so-
cietier and MPCSs. By 1959 it was
clear that credit societies were gradu-
ally losing ground. Whilst in 1956
the total of credit societies loans was
106%, of total CAPS societies loans,
the percentage in 1959 had dropped
to 72.8%. By 1969, it was reported
that out of 3,570 credit societies as
many as 2,610 were inactive.

Multi-Purpose Co-operatives
(MPCS)

A major turning point in the co-
operative systemn in Sri Lanka was
the reorganisation in 1957. The re-
organisation was preceded by a sur-
vey of rural indebtedness. It re-
vealed that 549, of rural families were
in_debt compared with 309, in the
period 1950-51. The average debt
per family had risen during the
period from Rs. 263/- to Rs. 750/-
and the total debt was estimated at
Rs. 516 million. The survey also re-

vealed the extent to which the rural

people were indebted to non-institu-
tional sources. Of the outstanding
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debts the contribution of institutional
‘lend=rs comprising government, com-
mercial banks and co-operatives
amounted to a meagre 7.8%.
most disappointing was the fact that
. -the co-operatives despite four decades
of co-operative credit had contributed
only 4.1% to the total debt. The
"sources of rural credit in 1957 are
seen in the table below :

TABLE V

Percent-
Source age of total

deb?
Government 26
Co-operatives 4.1
Commercial Banks 1.1
Relations and friends 4.2
Landlords 8.0
Professional Money-lenders ...  15.5§

11.

Tradérs and Commission agents
. 13.0

Othets

1C0.0
———

- Soutce: Depariment of Census & Statistics
Survey of Rurallndebtednessin Ceylon 1957.

Proceeding. on the findings of this
-survey government decided on the
setting up of an islandwide network
of multi-purpose co-operative socie-
ties with the object of promoting,

inter alia, rural credit on a compre-

hensive basis. We have seen that
"CAPS socisties were established so
that a-single society provided both
credit and arranged sales. The
MPCS was considered to be a natural
‘development of this. ‘The multi-
.purpose form, it was held, by com-
bining credit, 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 re-
sources, but State intervention had to
actively nurtute its development,
The MPCS reorganisation had alsn 2
wide variety of aims. The MPCS
was to operate as a village bank pro-
viding credit and mobilising savings,
as a davelopment’ unit undertaking
village development and so forth,

‘People’s Bank Established

The establishment of the People’s
Bank in 1961 was an integral part of
‘the reorganisation effected by govern-
‘ment in 1957. For the realisation of
the objectives of the reorganisation a

08

But

strong development-oriented bank to
finance the Movement was deemed
necessary. ‘The then-existing co-ope-
rative banking structure consisting of
the Apex co-operative Federal Bank
and the Co-operativé Banks at pro-
vincial and district levels were con-
sidered inadequate. 'Their constitu-
tion as separate unit binks 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-
operatives but possessed at the same
time of a structure strong enough to
supply the movems=nt with adequate
finances and absorb the risks that its
lending operations would entail. This
structural strength was to be provided
in the following ways:

(a) Government partic‘fpation in the
share capital. )

Provision to engage in all aspects
of commercial banking.

(c) Provision to establish a branch net-
work.

Statutory requirement that all co-
operatives should bank with the
new Bank so that the limited re-
sources of the movement could be
concentrated in ane financial insti-
tution,

(b)

@

The capital of the People’s Bank is
owned equally by theGovernment and
the Co-operatives. Its directorate re-
flects these two interests. Toree
directors are appointed by the share-
holding co-operatives and the Com-
missioner of C»>-operitive Dzvelo»-
ment is an'ex-officio member. Ths
rémaining three Directors are nomi-

-nees of Government,

The objectives of the new Bank
were spelt out in the Act as follows:

““The purposes of the Bank shall be
to develop the Cr-operative Move-

. ment of Ceylon, Rural Banking
" and agricultural ctedit by furnish-
ing financial and other assistance

to co-operative societies, approved

societies, cul:ivation committees
and other persons”.

With this objective, the Bank offered
to take .over Cr-operative Provincial
and District Banks and turn them into
its - branches. By September, 1963,
9 of the 17 Co-operative Provincial
and District Banks merged ‘with the
People’s Bank. © The remaining 8

Banks were also absorbed in subse-

-quent years.

Today, in addition to its principal
role as the banker to the Ch-operative
Movement of Sri Lanka, the People’s
Bank acts as the banker to a large

-number of public corporations and

large segments of the commercial and
private sectofs.

. SAVINGS DEPOSITS
IN THE RURAL SECTOR

(in Rs. million)

Year Tetal
P.0.5.B. . C.5.B. :

1949 134.9 56.6 88.8% 191.5

P.0.S.B. C.S.B, Total

_ 1960 3434 7155 1655 4189

N.S.B.  P.B. Tota

1975 13375 499-9 80.47% 1,837.4

Source: Review of Ecanomyigys (T able30)

P.0.8.B. Post Office Sevings Bank.

C.S.B. Ceylon Savings Bank.

N.S.B. Naional Savings Bank.

PB People’s Bank.

Cm.Bks.Commercial Banks other than the
People’s Bank.

Tke Naticnal Savings Bonk was
Jormed in 1972 by the amalgamarion
¢f the P.O.S.B. and C.S.B.

Note:

In order to exploit the savings

-

potential in these segments of the -

community the Bank’s approach has

been .to evolve appropriate savings
mobilisation techniques in keeping
with the general charactetistics of
their market for savings. For ex-
ample, a contractual savings scheme
styled Investment Savings is in opera-
tion fashioned specifically to suit the

needs of small income-earners. Under -

this scheme, the depositors contract
to save a fixed sum of money month-
ly, quartetly, or half-yearly for a
petiod of 60 months. The monthly
deposit plan is to suit the fixed in-
come earning urban worker while the
quarterly and half-yearly plan is in-
tended to attract the seasonal savings
of the farming community. This
contractual savings scheme is ope-
rated not only by the branches of the
Bank but als~ by the ChH-operative
Rural Banks (CRB) of Multi-Purpose
Co-operative Societies. (The nature
of these CRBs will be ‘discussed
later.)

(To be Concluded)
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