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The Rural Banks Scheme started by 
. the People's Bank in 1964, through the 

Multipurpose Co-operative Societies, 
% after three years of the Bank's opera-
::. tiori, - was aimed at expanding banking 

facilities among the rural population 
and thereby intensifying economic acti­
vities in the rural sector. This was consi­
dered- an essential step in the People's 
Bank's programme' of mobilizing rural 
savings for rural credit through the Co­
operative Movement. At a time when 
almost all the existing commercial 
banks'- services offered were mainly out­
side the rural sector, thebeginningbf the 
Rural Banks Scheme, which was devot­
ed to the development of the rural sec­
tor, was an innovation in the country's 
banking system. 

. --People in the rural sector,, who repre­
sented about three-fourths of the popu­
lation ip 'the country at that time, were 
engaged' mainly in small scale farming, 
and other economic activities, such as 
fishing, handicrafts, other cottage. and 
small industries and trading: and they 
made a considerable contribution to the 
national economy. These people.in the 
rural sector obtained their financial 
assistance, at a higher cost, as it ca'me 

.mainly from the informal money mar­
ket. The only., significant institutional 
credit source was the village Co-opera­
tive which provided short term credit 
-facilities to a very'limited level but at a 
lower price. 

The* history of the financial assistance 
from the Cooperative sector can be. 
traced back to thebeginhingof this cen­
tury. In 1.906 there were two known 
Co-operative Credit Societies at Teldeni-
ya in .the Kandy district-and at Weliga-
iria korale in the Matara district. 

. _ Beginnings of Co-op Credit 
, the,. Agricultural Banking Committee 
appointed in 1909 pointed "to the se-
riousness of indebtedness in the tradi-
tional'' rural sector.' This Committee 
advised that Co-operative Credit Socie-
ties be established as they would give 
credit at a reasonable price to the village 
farmer, who could then invest in his 
economic activities and earn a reasona­
ble profit, the Co-operative Credit 
Societies were legally established only 
after 1911. under the Co-operative 
Credit Societies Ordinance No. 7<of that 

B A N K S 

People's Bank. 

year. The iirst Cooperative Credit 
Societies under this Ordinance was of 
the, unlimited liability type,' Where the 
members of these Societies were indivi­
dually and jointly liable for the debts 
o f the Society. The first society of this, 
type was formed in 1912. There were 
two types of other Co-operative Socie-. 
ties in this early period namely (i) Co­
operative Credit Societies of limited lia-. 
bility and (ii) Co-operative Thrift and 
Savings Societies. Co-operative Thrift 
and Savings Societies mainly comprised 
of government servants and therefore 
these.societies largely catered to them. 
Although the.main objective of these 
Societies was savings promotion, ..they 
also granted loans upto 7.5 percent o f 
savings. In later years a good number of 
these societies were transformed into 
credit societies of the limited liability 
type and thereby the credit accessibility 
of these members was expanded. The 
Co-operative Credit Societies of limited, 
liability were basically located in urban 
centres and.^served the- middle class 
people, like traders and small industria­
lists, in these areas; though.these socie-. 
ties had. some roots among village far­
mers too. Only the Co-operative Credit 
Societies of. limited liability helped the 
rural farmer by providing him institu­
tional credit even to a limited extent.' 
Over the years all these types o f credit 
societies increased' in number, and so 
did their membership and the amount 
o f loans they granted. For example the 
total number o f credit societies o f un­
limited liability. Credit Societies of limi-. 
ted liability, and Thrift .and Savings. 
Societies increased from .315. in 1926 
to 1,786 by 1942." The membership of 
"all these societies (including other 
types) increased from 41^164 in 1926 t o 
91,988 by -1942. The resources of these 
societies were not sufficient to cover the 
granting of credit' and therefore to meet 
this gap in funds they'obtained: funds 
from the LocalLoans'and Development 
Fund established, in 1916 by the govern­
ment. ; 

In the late 1920s the-State Mortgage 
Bank was set up by the government t o 
provide long term credit facilities. But 
the small farmer in the village could not 
benefit, from the facilitie's o f this bank 
since it Was operated from Coloriibo, 
and had no branches in rural areas. Also, 

it adopted a strict standard of valuation 
and examination of land titles on which 
mortgage loans were granted by this 
bank. 

Co-operative Banks 
With the formation of Co-operative 

Banks at the end of. the 1920's a hew 
period ;was started in the Co-operative 
Credit system. These banks were called 
Co-operative'District Banks or Co-opera­
tive Provincial Banks, and were formed 
by affiliating the Primary Co-operative 
Credit Societies in the respective areas 
and regarding these societies as the 
members of the banks. While these 
.banks accepted time and sayings depo­
sits from the Co-operative societies as 
well as the public, demand deposits 
were accepted only from the Co-opera­
tive societies. The first Co-operaitive 
Bank - The Central Bank of Jaffna -
was se.Pup in Jaffna in 1929. During the 
next, two years another two banks were, 
set up in Kandy and Colombo. By the 
beginning of the 1960's there were 4 
Co-operative Provincial Banks and 11 
Co-operative District Banks in the coun­
try. However with the increase in num: 

ber of Co-operative Credit Societies 
there was a feeling that an apex bank, to 
serve the entire island's Co-operative 
sector was needed. ' 

The Banking Commission, of- 1934 -
which examined the Co-operative Credit 
system., accepted that this system had 
developed satisfactorily and it. was this 
institutional credit system that served 
the "natives" since the British based ex­
change banks, at that time, served only 
the export oriented Plantation and 
Commerce«sectors. The Commission fur­
tive Central Banks may be setup, an 
apex bank - .for the Co-operative 
sector was not necessary. Instead 
of an apex bank, they suggested tnat 
Co-operative Societies could deal with a 
stateaided indigenous commercial bank 
which they, recommended should be set 
up. The Bank !pf Ceylon, the first local 
commercial bank, was set up in 1939. on 
the suggestion of this Commission and 
others. But it failed to'associate directly 
with the Co-operative Societies as origi­
nally envisaged. It had very little con­
nections with the rural sector and soon 
became another export "sector oriented 
commercial bank. 

i - . - . - : ••• . • ; • 

Duringr.:.* World 'War II when the 
country had fo undergo a severe food 
shortage the government attempted to 
use the Co-operative system to solve' 
that problem. Co-operative Stores Socie­
ties were set up throughout the country 
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to distribute limited supplies of commo­
dities, and Co-operative Agricultural 
Production and Sales Societies (CAPS) 
were established to encourage local food 
production. Although the main function 
of the CAPS was to purchase food com­
modities under the Guaranteed Price 
Scheme (GPS) these societies were used 
as agents the government to channel 
the loans for cultivation purposes to the 
farmer. The number of these Co-opera­
tive Societies as well as their member­
ship increased rapidly upto 1957 though 
they were basically state creations 
rather than voluntary organisations. 

Co-op Apex Bank 
The setting up of the Co-operative 

Federal Bank of Ceylon Ltd.,- an apex 
bank to the Co-operative Sector, was a 
further development in die Co-operative 
Credit System. The failure of the Bank 
of Ceylon to deal directly with the Co­
operative Sector, particularly the deve­
lopment of the Co-operative Societies 
and the Co-operative Provincial, and 
District Bank led the way to establish­
ment of the Co-operative Federal Bank 
by the late 1940's. The Federal Bank 
was registered under the Co-operative 
Societies Ordinance of 1936. It's objec­
tives were to carry on banking and 
credit business, to act as a balancing 
medium for the surplus funds of socie­
ties, to supervise inter-lending among 
Societies, and to provide educational 
assistance to the staff of the Societies. 
The Co-operative Provincial and District 
Banks, the Co-operative Societies and a 
limited number of individuals were eligi­
ble to become share holder members of 
the Banks. The capital of the Bank was 
composed of shares, deposits, loans and 
profits. The Bank received financial 
assistance from the government by way 
of loans; and it was granted an initial 
loan of Rs.2 million in 1949; and an 
additional loan of Rs. 4 million in 1953 
by the Government. Basically, the. Bank 
could grant loans to the Provincial and 
District Banks and to the Primary Co­
operative Societies in areas not served 
by Provincial or District Banks, and also 
to the Primary Co-operative Societies 
which served more than the area of one 
Provincial or District Bank. 

Though there were many hopes in the 
Federal Bank it was later realized that it 
could not carry on banking and credit 
business efficiently mainly due to its 
structural weaknesses. The Federal Bank 
could not sufficiently provide credit 
facilities to the Co-operative Provincial 

and District Banks and Co-operative 
societies due to a lack of resources this 
Bank faced. The Federal Bank could not 
attract all the deposits of the Co-opera­
tive Societies due to trie insufficiency of 
legal provisions- for that purpose; it 
could not raise funds on debentures 
since no guarantee was provided by the 
government; it could not raise share 
capital since the Co-operative Banks 
and Societies bought shares not as an in­
vestment but merely to become eligible 
for loans; and it could not earn a good 
profit due to a variety of reasons such as 
an insufficient gap in the interest bet­
ween its borrowing (3 percent) and its 
lending (3Vi percent - 4 percent), and 
funding on high risk agricultural activi­
ties without government guarantees. 
After several years of operation the 
Federal Bank found that its business 
with the Co-operative Societies was de­
creasing. Over the late 1960's deposits 
made by the Co-operative Societies in 
the Federal Bank and loans granted by 
the Federal Bank declined dramatically. 
The Federal Bank was not able to win 
the confidence of the Co-operative Pro­
vincial and District Banks and Co-opera­
tive Societies in order to either act as a 
balancing medium for surplus funds of 
societies or to supervise lending among 
Societies due to the lack of skilled and 
experienced personnel in the Board of 
Directors of the Federal Bank. In most 
cases the directors acted in favour of the 
Co-operative Societies they represented, 
rather than in the interest of the Fede­
ral Bank or Co-operative Credit system 
as a whole. The Federal Bank also could 
not provide any educational assistance 
to the staff of the Co-operative Societies 
'.since the Bank did not have necessary 
.staff for it. 

Survey of Rural Indebtedness 
By the late 1960's the Co-operative 

Credit System as a whole could meet 
only a ' very limited part of credit 
requirements in the rural sector. The 
Survey on "Rural Indebtedness in Cey­
lon" 1957, disclosed, the'gravity of this 
problem. According to the Survey 54 
percent of the village families were in 
debt and the average debt-of a village 
family was Rs.750/-. Total debt of the 
rural population was estimated at over 
Rs.500 million at that time. The survey 
also revealed that out of this, total debt 
only 4.1 percent was due to the Co­
operative Societies; and only 2.6 per­
cent and 1.1 percent, respectively, were 
due to the Government and Commercial 
Banks. The remaining large majority (92 

percent) of debt was due to non-institu­
tional sources like professional money 
lenders, landlords, boutique keepers and 
traders. 

Based on this survey in 1957 the Co­
operative Movement was reorganised by 
amalgamating Single Purpose Co-opera­
tive Societies into Multipurpose Co-ope­
rative Societies (MPCS) which were ex­
pected to do village banking by provid­
ing credit and organising savings in the 
rural sector. Among the package of faci­
lities they were due to provide were ser­
vices such as marketing of produce; pro­
vision of consumer goods, agricultural 
inputs, stores facilities, employment for 
members etc. The MPCS was expected 
to function as a primary rural bank to 
stimulate economic activities in the 
rural sector. 

Establishment of People's Bank 

With the introduction of the MPCS 
system there was a crying need for a 
specialised credit institution with high 
efficiency, structural strength, and ade­
quate financial ability to support the 
Co-operative Movement in achieving its 
aims and for developing rural banking 
and agricultural credit. After much dis­
cussion, debates and controversy over a 
number of years in and among the 
various institutions like the Ministry of 
Agricultural and Food, the Central Bank 
of Ceylon, the Cabinet of Ministers and 
the Parliament, the People's Bank Act 
No. 29 of 1961 was passed and the Peo­
ple's Bank was set up in the same year 
to meet the, above needs. At the com­
mencement of the People's Bank the 
Co-operative Federal Bank was dissolved 
and its assests and liabilities taken over 
by the People's Bank. Nine out of the 
15 Co-operative Provincial and District 
Banks that existed at that time were 
turned into branches of the People's 
Bank. The People's Bank was empower­
ed to be a viable financial institution by 
providing it (1) Government participa­
tion in holding 50 percent of shares of 
the Bank (while the balance 50 percent 
of the shares were allocated to the Co­
operative Societies). (2) the statutory 
requirement that all Co-operative Socie­
ties deposit their funds only with the 
new Bank. (3) powers to the Bank to 
engage in commercial banking activities 
and practice, (4) powers to the Bank to 
obtain government funds or outside 
debentures with a government guaran­
tee. 
The purposes of the new Bank as stat-
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ed in the People's Bank Act were to 
develop the Co-operative Movement of 
Ceylon, Rural Banking and Agricultural 
Credit by furnishing financial and other 
assistance to Co-operative Societies, 
Cultivation Committees and other 
persons. The Bank was also expected to 
set up a network of branches through­
out the country, particularly in the rural 
areas, to assist the vast majority of the 
people to promote economic growth 
and to transform the rural economy. 

Soon after its establishment the Peo­
ple's Bank realised that it was not feasi­
ble to extend its branch banking to the 
remote areas where the bank had to 
incur a high operational and administra­
tive cost, with a higher risk, to continue 
a direct relationship between the branch 
bank and'the individual small farmer. 
This was due to the peculiar characteris­
tics of the rural economy and the pea­
santry ,such as a lack of bankable securi­
ties and uncertainly and irregularity in 

-4neif income. The bank was also inform­
ed during its initial stages of operation 
that though it opened a numberbf bran­
ches in rural areas, which were not yet 
served by the Commercial Banks, these 
facilities were enjoyed mostly by the 
fixed income earners among low income 
levels and some middle class people in 
these areas.' 

• 

Emergence of Co-operative Rural'Baiiks 

The People's Bank, with the purpose 
of overcoming this, problem, 'started a 
new loan scheme, the Extended Rural 
Credit Scheme, in 1963 through select­
ed MPCSs on. an experimental basis. 
Under this scheme the People's Bank 
granted overdraft facilities to the select­
ed. MPCSs for re-lending to their mem­
bers for a variety of purposes. However, 
this scheme too did hot workout satis­
factorily to fulfill the aim's of fhe Bank 
in meeting the credit requirements of 
the rural sector through the MPCSs at a 
comprehensive level. The failure of this 
scheme and some experiences "gained 
through it led the People's Bank to for­
mulate a device to provide the required 
banking services to the. rural sector 
through Co-operatives, and the. final 

'result was the setting up of the "Rural 
Banking Scheme in 1964. 

The Rural Banking Scheme was a more 
ambitious one than the extended Rural 
Credit Scheme' The'duration of opera­
tion of trie* Rural Banks tnay be divided 
into two main phases, namely: 

(1) from 1964 to 1971, the initial 
period on an experimental basis; 

(2) the period from 1972, when opera­
tions underwent a rapid expansion. 

i 
The People's Bank was allowed to 

open up. Rural Banks only in selected 
Co-operative Societies during the initial 
period. The Bank .conducted surveys, 
investigations and inspections in select­
ing societies, although selections were 
also made on ,the recommendation of 

. the Department of Co-operative Deve­
lopment. Among the eligibility criteria 
applied in selecting societies to ensure 
efficiency and viability included the 
following: (i) large membership of 
about 400, (ii) regular payment of their 
share capital by members (in) good 
record of repayment of loans taken 
from Government Departments, or other 
institutions (iv) operating with profits 

. for at least three years (v) it's housing 
was satisfactory from a security point of 
view.; Priority was also given to the 
societies which were operating the Ex­
tended Credit Scheme successfully and 
maintaining consumer sections and act­
ing as an agent under the Guaranteed 

„ Price Scheme for the purchase of paddy. 

. A Rural Bank, was not a sophisticated 
>bank in the conventional sense; it was 
started only as a banking unit — a credit 
and savings department. r of the Multi 
Purpose Co-operative Society. Since the 
Co-operative Bank was a. part of the 
MPCS, it did not have a. seperate legal 
entity and it was governed by the by­
laws of the MPCSs. During the initial 
stage, once an MPCS was selected for 
setting up of a Rural.Bank the Society 
had to. enter into an agreement with the 
People's Bank to set out the necessary 
terms and conditions under which the 
Rural Bank was expected to be operat­
ed. Also, the selected MPCSs had to 
make some amendments in their by-laws 
to provide the legal grounds on which 

•>the MPCS could set up a Rural Bank. 
The Cooperative Bank had to obey 
orders and instructions issued from time 
to time by the Co-operative Develop­
ment- Department, and the People's 
Bank as well.'A Rural Bank did business 
in the names of its MPCS while in the 
case of pawn broking business it acted 
as an agent of the Peopled Bank. 

•"Rural Banks were often housed in the 
MPCS' buildings?and the'staff.of the 
Banks were also a part of the staff of 
the.MPCS. THefstaff of a Rural Bank 
consisted mainly of the Bank Manager 

(the Credit Manager) and a few assistan­
ts depending on the volume of activities 
in the Bank. The administration of the 
Rural Bank within the MPCS was done 
by the Board of Directors of the MPCS, 
through its General Manager. 

Objectives and Functions nf CRB's 

fhe Rural Banking Scheme could be 
considered an effective instrument 
devised for. extending credit facilities 
and mobilizing savings,, even to a limited 

. extent in the rural sector, and for con­
tributing .towards speeding up economic 
activities in this sector. The original 
main objectives of setting up of the 
Rural Banks included: 
1. Provision of credit facilities in an 

effective manner to the low income 
segments in the rural sector. 

2. 'Mobilization of savings in the rural 
sector in a well organised manner. 

3. "Providing adequate and detailed 
supervision of the credit facilities 
granted. / V | 

•A: Improving efficiency in documehta-
' tion and accounting systems? 

5: Improving banking practices among 
the'population in the rural sector. 

To achieve these objectives the follow­
ing functions were expected to be ful­
filled by these institutions: 
(1)' Granting cr'ediWo trie members of 
' ' the MPCS for a wide variety of pur­

poses, Within the approved limits 
for each purpose; 

(2) Accepting deposits from; members 
and non-members; 

(3) ' Provision of pawn broking facilities 
to members and non-members; 

(4) Linking credit with marketing. "' 

Under the Rural Bank Scheme finan­
cial assistance was available to members 
for purposes 'of production (including 
agriculture, animal husbandry and' cot­
tage industries); housing; debt redemp­
tion; trade', consumption; electrification 
and other purposes; including emergen­
cies. During the 'initial period the Co­
operative Banks did not grant facilities 
for -paddy production since a loan 
scheme for paddy production was being 
Operated by the government through 
the MPCSs. At the initial stage maxi­
mum loan limits were fixed according 
to the purposes of the loans, that is, 
Rs.2,500/-' each'for production'and 
Rs.2.00/- for emergencies. The loan 

'facilities consisted of both short-term 
and medium term loans ranging upto 
"five years, and the maximum duration 
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DEPOSITS AND ADVANCES OF RURAL BANKS 1 9 6 5 - 1 9 7 1 
DEPOSITS ADVANCES 

End oi No. Savings Deposits Fixed Deposits Total Short term loans Pawning Total Differences 
Year o f No. Amount No. Amount No. Amount fio. Amount No. Amount No. Amount between _ 

Banks in Rs.'OOC in Rs.'OOO in Rs.'OOO in Rs.'OOO in Rs.'OOO in Rs. '000 deposits and 
advances in 
Rs.'OOO 

1965 8 2,924 4 9 2 9 5 2,933 4 9 6 1.153 915 253 1,167 - 670 

1966 13 4 ,634 703 15 23 4,651 726 1,783 1,327 4 ,222 427 6,005 1,754 - 1,028 

1967 27 8,792 1,306 41 65 8,833 1,371 2,897 2,029 6,598 633 9,495 2,663 - 1 , 2 9 1 

1968 44 17 ,359 3,111 287 223 17,646 3,333 5,586 • 3,631 9,507 1,086 15,093 4,716 - 1 , 3 8 3 

1969 6 8 28,626 5,713 724 461 29 ,350 6,173 7,893 5,572 14,325 1,524 22,218 7,096 - 922 

1970 90 49 ,936 16 ,109 892 799 50 ,831 ' 16,908 10,017 7,122 18,092 1,980 28,103 9,102 + 7,806 

1971 111 60,371 17,188 838 676 61 ,209 17,864 10,785 7,144 21,044 2,172 31,769 9,317 + 8,548 

of repayment was decided according to 
the purposes of the loans. Rural Banks 
also operated pawn broking from the 
beginning as authorised agents of the 
People's Bank. 

The Rural Banks opened Savings Depo­
sit accounts and Fixed Deposit accounts 
for both members and non members. 
Members were encouraged to deposit in 
their accounts at least a part of the cash 
they received from selling their produce 
to the Society. Members were granted 
credit through their Savings Accounts 
but not directly. Although Current 
Accounts were also opened to the mem­
bers at the very beginning of the Rural 
Bank Scheme, they were compelled to 
withdraw this facility quickly due to 
certain legal problems. 

Though the Rural Banks were started 
as- Departments of the MPCSs they had 
a unique link with the People's Bank in 
their organizational system. The Peo­
ple's Bank continued to extend its ful­
lest co-operation to the Rural Banks by 
way of financial, managerial, supervi­
sory and other assistance. It provided 
funds to the Rural Banks in the form of 
both overdraft facilities and term loans 
for re-lending to the members of the 
Rural Banks. In the early years loans 
granted by the Rural Banks exceeded 
the deposits made in them and the 
difference was provided by the People'.s 
Bank. The People's Bank employed a 
member of its staff to advise and assist 
each of them on all aspects of the busi­
ness conducted by the Rural Banks. 
Training facilities were provided to the-
Credit Managers of the Rural Banks at 
the branches of the People's Bank. A 
monthly checking was conducted by the 
nearest branch of the People's Bank; 
while regular inspections were carried 
out by the Head Office of the Bank. 
The Rural Banks were required to regu­

larly provide performance reports and 
statistics on their business to the 
People's Bank. The People's Bank also 
provided safes, counters, stationery and 
equipment for pawning to the Rural 
Banks, on easy credit terms. 

CRB's advantage over 

Commercial Banks 

In providing even limited banking ser­
vices to the rural sector the Rural Banks 
were at a certain advantage over the 
branches of the commercial banks. The 
Rural Banks were running, at a lower 
operational cost than the Commercial 
Banks. For instance, Rural Banks were 
very often housed in the MPCS building 
and staff which was a part of the MPCS 
staff was provided at much lower sala­
ries and other economic benefits com­
pared to that of commercial banks. Un­
like the commercial banks, rural banks 
did not have to provide a comprehensive 
set of services but only a limited service 
required by and sufficiently to a large 
extent for the villagers. Such limited 
operations in the Rural Banks limited 
their operational costs too. In villages 
where branches of commercial banks 
could not exist most of the Rural Banks 
were operated viably due to their low 
operational costs. The functions of a 
Rural Bank were mostly confined to 
the limited area of operation of its Co­
operative Society and the officers of the 
bank were also most probably from the 
same area. This local staff had a fair 
knowledge of conditions of the area as 
well as of their clientele and therefore 
they could use that knowledge to assess 
the borrower's credit needs, as well as 
credit worthiness in making credit deci­
sions. With this close knowledge the 
Rural Banks could relax borrower's 
securities in their credit business; that is 
granting loans on personal guarantees 

rather than demanding fixed assets as 
securities. This was a great advantage 
the Rural Banks had in the field of rural 
credit, since most of the fixed assets 
available with the villagers were inherit­
ed undivided lands which did not quali­
fy enough as securities for loans in com­
mercial banks. * 

On the other hand, the local staff of 
the-Rural Banks who were housed in the 
Co-operative buildings found it easier to 
help the villagers to get more familiar 
with the new institution, than staff in 
the branches of conventional types of 
commercial banks which Was almost 
foreign to the villagers at that time. The 
less educated and less sophisticated 
village farmers preferred the Rural 
Banks where they could obtain limited, 
but necessary banking facilities without 
having to face more elaborate banking 
procedures and many formalities. Being 
a less bureaucratic banking institution 

. the Rural Bank was in a better position 
to maintain a close relationship with its 
village clientele. Operational time of the 
bank which was convenient to the clien­
tele became an advantage for both par­
ties. The pawn broking system operated 
by the Rural Banks was a traditional 
lending system which the village people 
were familiar with. Linkage of banking 
with marketing and sales in the MPCSs 
enabled the village producer to obtain 
timely credit and also easily; while they 
were encouraged to save part of the 
income from' their production in the 
Rural Bank. Since the Rural Banking 
system was operated through the Co­
operatives an organization which had 
wide geogeographical coverage through­
out the country the new banking sys­
tem was capable of reaching a large 
majority of both producers and consu­
mers in the rural sector. According to 
the nature of the rural economy - the 
large majority of income earners in this 
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sector were, paddy farmers, with small 
plots of land and high seasonal7 varia­
tions of income. They received their 
income at the time o;f the harvesting sea­
sons, -most orobably twice a year, while 
both their production and consumption . 
expenditures had to be incurred 
throughout the year. During the harves­
ting seasons their surplus income was 
absorbed by the Rural Banks by way of 
deposit mobilization, and these resour­
ces were transferred to. the other areas -
for investment in other economic activi­
ties. During the off seasons when the 
village fanner needed money, the Rural 
Banks obtained resources from the 
other sectors of the economy and dis­
bursed them among the villagers.' If the 
Rural Bank's were taken individually in 
their respective areas, in general some 
banks were beyond the level of self-
sufficiency in fiinds while others were, 
below that level. The excess funds of 
the banks which were beyond the level 
of self-sufficiency were transferred. 
to; ' the . banks .which needed the 
resource support. In addition to these 
resources if the Rural .Banking system . 
is taken as a. whole, in the early years o f 1 

the initial phase of the scheme this sys-. 
tern faced the problem of .deficit funds. . 
These funds.wereprovided from the out. 
side sectors tp be employed in develop­
ment activities in the, rural sector. All 
types of such transmission of.funds 
within the Rural Banks and between the 
Rural Banks and the other sectors were ' 
smoothly .carried on through the net­
work of the branches of the People's 
Bank: 

The Rural' Banking Scheme was a 
device formulated to enjoy both the 
benefits of unit banking like use of local 
knowledge in lending, low cost opera­
tion, ability of. reaching a rural clientele; 
and branch banking in various types of 
assistance extended .by . the People's 
Bank. . 

Performance During Initial Period 
The Co-operative Rural Banking Sche­

me was launched with the opening of 
the first Rural Bank, named the."Menik-
hinna Rural* Co-operative Bank", on 
March 26, 1964. This was a Branch of 
the Go-operative Society at Mahikhinna • 
in the Kandy district. Another two'. 
Rural Banks were started in April' and 
May in the .same year, and ^during fhe 
next two years of 1965 and: 1966 the 
Scheme was .extended by.setting'up of 5 
banks in each of these years. With'the 
initial' experience that the Scheme was 
running satisfactorily the expansion 
rate was increased. From the end of 

1966. to the end of 1971 the number of 
banks were increased to 111 at the ave­
rage rate of 20 banks per year. Though 
the expansion of Rural Banks from 
1966 to 1971 showed a steady growth, 
this growth was comparatively slow if 
we consider the period after 1971. This 
was because during the initial period of 
the Rural Bank Scheme, banks were set 
up on a experimental basis only in selec­
ted Co-operative Societies. 
The number of savings account holders 

in the Rural Banks increased to only 
4,600 upto the end of 1966 but there­
after it increased rapidly to 60,400 by 
the end of 1971. There was a sudden in­
crease in the number of savings account' 
holders, going.up from 28,600 at the 
end of 1969 to 49,900 at the end of 
1970.. Of this increase 54 per cent, occur­
red during the last quarter of • 1970 due 
to the demonetisation of the currency 
within this period. Following a similar 
trend saving deposits too increased from 
Rs.703,000 at the end of 1966 to 
Rs. 17,188,000 at the end of 1971, 
During the fourth quarter of 1970 
savings deposits nearly doubled from 
Rs.8,255,000 to Rs. 16,109,000; due to 
both an increase in the number of 
savings accounts and also the average 
amount of deposits in savings accounts 
increasing as a result of the demonetisa­
tion. At the end of 1971 savings deposi­
ts had increased very marginally because 
a good.part of the funds deposited 
during the demonetisation period was 
withdrawn during the early months of 
1971. The Rural Banks had a limited 
number of-fixed deposit accounts but a 
higher average amount of deposits com­
pared with its savings accounts. During 
the later years of the initial period of 
the Rural Bank Scheme more people 
opened fixed deposit accounts even if 
'the deposits were small. For example in 

1967 there we're only 41 Fixed Deposit 
accounts with an average deposit of 
Rs. 1,595 whereas in 1971 there were' 
838 of these accounts with art average 
leposit of Rs.807. 

The number of loans and total amount 
of loans granted by the : Rural Banlcs 
which stood at 2,897 and Rs.2,029,000 
at the end of 1967 increased rapidly to 
10,017 and Rs.7,122,000 by the end.of ' 
1970. However, the increases in both 
these figures were very marginal in 1971 
since a good part of the money with­
drawn from savings accounts early in 
1971 may have been used tb fulfill their 
credit requirements, and therefore there 
was limited need to take more'loans and 
advances. The number of advances and 

total amount bi advances made on pawn 
broking also followed a similar trend 
over this initial period. The average size 
of an advance made on pawn broking 
ranged from Rs. 96 in 1967 to Rs.114 
in 1968, and was smaller than that of a 
loan which ranged from Rs. 650 in 1968 
to Rs.793 in 196.5. Contrarary to the 
period after 1972, during the period 
before this the total amount of advances 
made on pawn broking, were much 
lower than the total amount of loans 
granted. When the total loans excluding 
advances on pawn broking were analys-. 
ed, according to purpose, similar to the 
period after 1971 the highest share had 
been granted for housing purposes and' 
it was increasing during this period, 
while the next highest share was "for 
agricultural purposes and these were 
on the decrease The share of housing 
loans had increased from 23.4 percent 
in 1964 to 36.2 percent in 1971; while 
those for agriculture had decreased from 
36.5 percent in 1964 to 18.8 percent in 
1971. When the operation of the Rural 
Bank scheme was examined as a whole, 
during'its first six years we observe that, 
it had given more credit (including ad­
vances made on pawn broking) than the 
deposits, it had mobilized. However, 
before the end of this initial period it 
was able to become self-sufficient in 
funds with its deposits exceeding credit 
in the second part of 1970, 

During the seven year initial period 
the experimental phase of the Scheme -
|t appeared to be a viable scheme which 
could achieve the objectives for which it 
was set up. Though during this perid the 
scheme was confined only to limited 
functions and limited areas in the rural 
,sector it was able to mobilize a substan­
tial amount of rural savings and, by 
reaching a level of self sufficiency to use 
those local resources for investment in 
the rural sector.* Many villagers who 
used to deal with the informal sector, in ' 
•regard to their; savings and' also their 
credit requirements were now also-look-' 
ing to the banking sector. This was a 
very positive aspect of the Scheme, as it 
succeeded in introducing the banking 

' habit to wide sections in the'villages' by 
the end of its initial period. The expe­
riences and achievements gained in the 
experimental • phase 'of the scheme led 
to a rapid expansion in the 'scheme in 
terms of numbers of branches, area of 

, coverage, Volume ah'd types of func­
tions; in addition to re-designation .of 
the name of the bartk as1 the "Co-opera­
tive Rural Bank", corisequenr/'lo'the re-
Organisation of MPCSs in 1972. 
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