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ABSTRACT

In the present scenario where the world has beaglotzal village, the impact of
recession at one place/industry affects all thidohindustries as witnessed by the
recession of U.S market recently. In this papeat@mpt has been made to assess
the impact of this global financial crisis on Indiaural credit market which is led
by cooperative banks. Any major impact on fund rgangnt, productivity, asset
quality and business growth of cooperative bank3urfjab has been analyzed.
The study concludes that cooperative banks haverfately been able to weather
the financial crisis relatively well so far and lewot required state support; this

is due to the fact that they have no exposurexic essets, a predominant focus on
domestic banking, straight forward banking produstsong capitalization, and
principally conservative risk management. In spiteooperative banks being
resilient to the crisis some lessons need to bentélom the present scenario to
sustain its position in the competitive era.

Introduction

Cooperative credit institutions have a pride placthe institutional credit delivery
system of our country. The cooperative banks /icnestitutions constitutes the
second largest segment of Indian banking systemprising of about 14% of the
total banking sector assets#ith its more than century old existence since
enactment of cooperative credit societies act iMl&operative banks pioneered
the idea of providing credit to agriculturists avirates of interest to free them
from the clutches of the money lenders. It intenieeinsure that credit reaches to
the farmers to meet their production needs. Codiperaanks supplements the
efforts of the commercial banks in credit delivand deposit mobilization
particularly in rural areas, with its extensivermoh networks reaching distant areas
thereby playing an important role in financial inglon. Cooperative banks have
impressive network of outlets mainly for rural dted India (1 PACS per 7
villageg#

#Source: ICRIER March 2007
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In post independence era, cooperative movemergriased several sectors like
agro-processing, distribution/marketing, housingretousing, irrigation,
transport, textiles and even industries. Todaydrmdin claim to have the largest
network of the cooperatives in the world, numbenmgre than half a million with
a membership of more than 200 million. But Credib@eratives, which are the
oldest and most numerous of all types of coopegatigare the most important and
crucial for agrarian economy like India.

Financial sector reforms, competitive environmert advent of technology have
posed threats and hence thrown challenges for trgamizations. Cooperative
credit system has some inbuilt strengths and irésisonded to new challenges
with vigor. They have responded to new changedipelsi. They have redefined
their goals and strategies and they have divedsifieir business into new areas.
Once out of their protected organizational shie#ytare dealing in all types of
banking business activities and are giving a taztmhpetition to commercial

banks in various product lines. Today they havésteged their presence in all
types of banking activities ranging from all typsieposits to altogether new area
for them i.e. retail lending.

Global Financial Crisis

In the present scenario where the world has begpotal village, the impact of
recession at one place/industry is affecting allthked industries. This is
witnessed by the recession of U.S market recelthas badly impacted whole
world’s economy. The impact of world recession igy@ssed from the very fact of
falling stock prices, recession in jobs, retrenchived employees, cutting down of
perquisites and salaries. This global recessioer rapacted on different
economies of the world. The responsibility for ghebal financial crisis can be
fixed upon many parties. These include regulates]it rating agencies,
borrowers, accountants and bankers. The main rdedund these crises is that
the borrowing is more than what can responsiblpdid back. This is a rather
obvious cause of the financial crisis. It is doméividually as well as a nation.
Government sets a bad example by spending moreyeachthan it receives. US
consumers borrow more than they can pay back, ankisdet them do it, rather
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they encouraged it. Rating Agencies are resorbrigrge scale down-gradation of
numerous structured finance products, paralyziwgissuances and trading. For
the purpose of present paper an attempt has beds tmassess the impact of this
global financial crisis on Indian rural credit matkvhich is led by cooperative
banks. Punjab, as the main agro based state @, Ineince the study is confined to
analyze the impact of global financial crisis omgerative banks of Punjab only.

Review of literature

Uppal R.K.andChawla Rosyn their article on “Managing banks during global
slowdown” (Treasury Management — 2009) analyzeg#r@®rmance of Indian
banking sector amidst the sub prime crisis. Thaaujuoted the RBI statistics
which are clearly indicating that during the slowaioperiod, the deposits and
credits of public sector banks has increased aaidofiprivate sector and foreign
banks have decreased. It is clear from the quanteplort of Monetary Policy
2008-09 presented on January 27, 2009, that pséditor banks have been able to
attract more customers. One of the reasons forghie cheap interest rate offered
by these banks. During the FY2009, deposits ofipaictor banks increased by
24.2%. During the same period, the increase iéposits of private sector banks
was only 13.4% which is very less when comparetied26.9% increase in the last
year. The condition of the foreign banks has detated. In case of credits public
sector banks recorded an increase of 28.6% assad&ir8% during the last year.
Growth rate in advances of private sector bankscbage down from 24.8% to
11.8%. Credit distribution of foreign banks hasalgclined. It has come down to
16.9% as against 30.7% during the last year. Thtsscal data clearly indicates
that public sector banks have solved their ligyigitoblem but for private sector
banks and foreign banks, the problem still persigte study indicates that public
sector banks have currently become more populangrtie customers.

Mohan RakeslhGlobal financial crisis — causes, impact, poliegponses and
lessons” (Speech at the 7th Annual India Businessri Conference, London
Business School, London, 2009)

According to the speaker the fall out of the cutrigdobal financial crisis could be
an epoch changing one for central banks and fiahregulatory systems. It is,
therefore, very important that we identify the aaief the current crisis accurately
so that we can then find, first, appropriate imragglcrisis resolution measures
and mechanisms; second, understand the differemesesg countries on how they
are being impacted; and, finally, think of the len¢germ implications for monetary
policy and financial regulatory mechanisms.
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CRISILPress Release on “Indian Banking sector challebgetbmestic, not
global, factors” — 2008 stated that the main cao$g®obal stress are less relevant
here, Indian banks do face increased challengetodimmestic factors. The
banking sector faces profitability pressures dueigber funding costs, mark-to-
market requirements on investment portfolios, asshquality pressures due to a
slowing economy. While these challenges will play aver the medium term,
CRISIL expects the majority of Indian banks’ rasrtg remain unaffected, as they
continue to maintain healthy capitalization, engtong system support and
benefits of government ownership in the case ofipglector banks.

Kar, Dev and Cartwright-Smith, Devofi,he Global Financial Crisis and Indian
Banks: Should Policymakers be Patting Themselvab®Back?” (2010)
papers.ssrn.com.

The article argues that academia (e.g. Arvind Pamga Foreign Policy, January
2009) and recent media reports crediting the fghrgsand conservative policies of
the Reserve Bank of India (RBI) in limiting the iagt of global financial crisis on
Indian banks, is largely misplaced. The reason lmbian banks escaped the crisis
relatively unscathed has more to do with the histdly inward-looking bank
regulations that Governor Reddy inherited and &éle& bf independence of the RBI
rather than any foresight into the nature, extamd, timing of the financial crisis.
Indeed, insular banking policies have come at epstest.

IMF Research, “Islamic Banks: More Resilient tosiz?” IMFSurvey Magazine
Oct. 2010

It is stated that to control for varying conditicaxsoss financial systems, the paper
looks at the actual performance of Islamic banlkds@mventional banks in
countries where both have significant market shareses bank-level data
covering 2007-10 for about 120 Islamic banks amdreational banks in eight
countries which host most of the world’s Islamiciks The key variables used to
assess the impact are the changes in profitathiggk lending, bank assets, and
external bank ratings. The analysis suggests skahlc banks fared differently
from conventional banks during the global financiais. Factors related to the
Islamic banking business model helped contain thverse impact on their
profitability in 2008. In 2009, however, weaknessedsk management practices
in some Islamic banks led to a larger decline ofifability compared to that seen
in conventional banks. The analysis also showsléngé Islamic banks fared
better than small ones, perhaps as a result adrimfittersification, economies of
scale, and stronger reputation. Development ofrtthestry might therefore be
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achieved, the paper suggests, through establitdnigg, well-managed Islamic
banks that can compete with existing banks.

Need & objective of the study

Mainly the impact studies have been done on pw@alator banks, private sector

banks and foreign banks, but no major study has deree on impact of crisis on
cooperative banks. Therefore, the present papEmpts to find out that whether

this global crisis had any major impact on fund agement, performance, asset
guality and business growth of cooperative bankiegfor.

Data Base & Research Methodology

For the purpose of carrying out the study, the Hatabeen collected from various
secondary sources such as audit reports and aramaoxts of the bank. Data has
been divided into two periods i.e. pre-crisis perd three years from 2005-06 to
2007-08 and post-crisis period of two years frorai®09 and 2009-10. (Data of
all 20 district central cooperative banks of Purfjalbe been taken on aggregate
basis for the study.) There are presently 20 distentral cooperative banks of
Punjab viz.

1. Amritsar Central Cooperative Bank | @imritsar

2. Bathinda Central Cooperative Bank Lt#athinda

3. Faridkot Central Cooperative Bank |Eridkot

4, Fatehgarh Central Cooperative Bank, [Rdtehgarh
5. Fazilka Central Cooperative Bank LEhzilka

6. Ferozpur Central Cooperative Bank LEgrozpur

7. Gurdaspur Central Cooperative Bank,lGdirdaspur
8. Hoshiarpur Central Cooperative Bani LiHoshiarpur
9. Jalandhar Central Cooperative Bank, [Xalandhar

10. Kapurthala Central Cooperative Bank Lkapurthala
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11. Ludhiana Central Cooperative Bank Ltdigdhiana
12. Mansa Central Cooperative Bank Ltd., Mans

13. Moga Central Cooperative Bank Ltd., Moga

14. Mukatsar Central Cooperative Bank Ltdukistsar
15. Nawanshaher Central Cooperative Bank Ndwanshaher
16. Patiala Central Cooperative Bank LtdtjePa

17. Ropar Central Cooperative Bank Ltd., Ropa

18. Sangrur Central Cooperative Bank Ltdngsar

19. SAS Nagar Central Cooperative Bank L34S Nagar
20. Tarn-Taran Central Cooperative Bank LTdrin-Taran
Data Analysis & Discussion

The data related to above mentioned District CeQoaperative Banks (DCCB’s)
has been analyzed and discussed under four heaBands Management,
Productivity, Business growth and Asset quality.

Funds Management, Productivity, Business growthAss®t quality.
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* The annual growth rate for year ending on 31.03.0
** The annual growth rate for year ending on 31083.
Source: Annual report of DCCB'’s of Punjab

The figures in parenthesis indicates negative tesul
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* The annual growth rate for year ending on 31.03.0
** The annual growth rate for year ending on 31083.
Source: Annual report of DCCB'’s of Punjab

The figures in parenthesis indicates negative tesul

As per Table — IFund management is very crucial for any busines®rso for
financial institution. The success of bank by &edepends upon the
management of funds. In fund management we examinetail the trends &
patterns in the mobilization and utilization of @i Fund management data of 20
DCCB'’s of Punjab has been given in Table-l. Theeered major changes in the
performance of various variables in pre-crisis past crisis period except in
average cost of deposits and financial margin. Agercosts of deposits have
shown an increasing trend generally due to toughpedition with private and
commercial banking sector. It increased from 4.89%005-06 to 5.12% in 2007-
08 in pre-crisis period in cooperative banks ofjRrand it further increased to
5.61% in 2008-09 to 5.66% in 2009-10 in post cqEsod. As it has increased in
both the pre-crisis and post crisis periods theeeiftohas nothing to do with global
financial crisis. Financial margin of cooperativemks have decreased from 4.39%
in 2005-06 to 3.85% in 2006-07 in pre-crisis pelnidooperative banks and
decreased further to 2.65% in 2008-09 & 2.42% @200 in post crisis period.
The main reason behind this situation is the gavent policy of administrative
lending rates in agriculture loaning. On the whekecan say there was almost no
affect of global financial crisis on funds managet& cooperative banks of
Punjab.

As per Table — IIThe Productivity is an important indicator to hareinsight into
working of an institution. An analysis helps to anbe the effectiveness —
efficiency of the staff and the bank which ultimigtenproves the quality of the
services. Some highly useful ratio’s to get insighd productivity are per
employee business, loan, deposits & income aspeelbranch business, loan,
deposits & income. The data related to productitriypnds of 20 DCCBs of Punjab
has been given in Table — II. Global financial isrtsas not affected productivity of
cooperative banks in Punjab. Per employee businessased from Rs. 212.64
lacs in 2005-06 to Rs. 294.70 lacs in year 200(@8e-crisis period & same has
increased to Rs. 411.92 lacs in last year of thxysih post crisis period. Similar
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trend was witnessed in per employee loans & deqpasiper employee income &
salary and in per branch business, deposits amg.I@dthough per employee
profit & per branch profit has shown a decliningnd in both pre-crisis & post
crisis periods in cooperative banks. Per employegtpvas Rs. 1.641 lacs in year
2005-06 declined to Rs. 0.451 lacs in year 200ar@8it was Rs. 0.585 lacs in
year 2009-10 similar trend was noticed in per bingorofit.

An interaction with executive of banks revealed thés is due to the government
policy. Government had reduced the lending ratesyatultural loans of
cooperative banks in the year 2007-08 thus impaiine profits of these banks.
Secondly loan waiver schemes of government of Iattia affected the recovery
performance of these banks in agriculture sectbrdwis the thrust area of
cooperative banks) resulting in higher NPA’s & peians required for them.
These factors have affected the profitability afdt banks negatively. Moreover
profits have decreased in both pre-crisis and gt periods. Therefore we can
safely assume that global financial crisis hasingtto do with decline in profit.

As per Table — llIBusiness growth is a study of level of activityoferation in an
organisation. Accepting deposits & borrowing mopegvides funds to banks
which enable it to grant loans & make investmenke main parameters which are
indicators of better business are deposit mobibratind effective deployment of
funds by the banks. Business growth data of 20 DEGfB?unjab has been given
in Table — Ill. The various parameters which axaators of growth in business
of banking institutiorvizdeposits, loans, investments have shown tremendous
progress continuously both in pre-crisis & possisrperiod in cooperative banks
of Punjab. Deposits of these banks increased attheof 9.32% in year 2006-07
and increased at the rate of 13.18% in the year-B@0in pre-crisis period and still
further increased at the rate of 11.76% in the 2880-10 in post crisis period.
Almost similar trend was observed in loans and adea outstanding and
investments. Loans of these banks increased frari B380.64 lacs in 2007-08
last year in pre-crisis period to Rs. 805772.04 iac2009-10.e. the last year of
post crisis period. Therefore global financial isrisad no impact on operations of
cooperative banks.

As per Table — IVAsset Quality assumes great significance in detengp health

of an banking institution. Prevention of deteriaratof asset quality and timely
handling of potential NPA accounts is highly sigeaht for a bank. Asset Quality
data of 20 DCCB’s of Punjab has been given in Tabielt is clear that global
financial crisis had not affected the quality of tssets of cooperative banks of
Punjab. The ratio of non performing advances tddked advances had not shown
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any trend in its behavior. There is only minor iiis¢his ratio in post crisis period.
The ratio of standard assets to total assets lmags$lightly increasing trend
which is a good sign. The sub standard assets@mutfdl assets have actually
shown no major trend at all. The ratio of loss &s&®total advances has shown
minutely declining trend, they decreased from 09916 year 2007-08 the last
year in pre-crisis period to 0.012% in year 2009&Kd year of post-crisis period
which is again a good sign.

Somereasondor survival of cooperative banks are discusseduraler

@ Reserve Bank of Indi@&BI) managed the monetary policies quite effitdien
When inflation was on the rise, RBI strengtheneddald over the markets and
increased interest rates. But immediately aftefdalieof Lehman Brothers, RBI
reduced the interest rates to increase liquidith@markets. RBI also ensured that
inter-bank transactions were not affected during élsonomic crunch, which in
effect led to smooth payments and money transfers

@ The Government of Indisaved Indian banking institutions from contracting
‘meltdown virus’. The Indian cooperative bankingitsiown part has also realised
that having a strict watchdog like state governmeNABARD and Reserve Bank
paid rich dividends in times of one the biggestreroic crisis the world has ever
witnessed.

@ The prudent policies & conservative madevhich the Indian cooperative
banks have operated since their conception appeaesan important reason why
they did not loose out in the after-effects of ghabal liquidity crunch.

@ Absence of toxic assatsthe portfolio of cooperative banks saved theomfill
effects of sub prime mortgage lending and investmébooperative banks provide
straight forward banking products and have limgggosure to most dangerous
assets namely stocks, real estate and commaodities.

@ No dependence on foreign capisalved the cooperatives in a big way. When
foreign companies start withdrawing capital, thepmrative banks remained
unaffected.

@ Strong asset qualityn comparison to global banks, cooperative bankgjaite
strong in asset quality, diversified risk portfolind low cost deposit base
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perspective. This is due to their effective manag@mof the business and partly
due to the conservative nature of our bankers lamdegulators.

@ The Strong capitalizatioof Indian banks, with an average tier-I capital
adequacy ratio of above 9 per cent, is a posigatuire in their credit risk profile.

The importantessongyiven by the global financial crisis, which coogire banks
can learn to further strengthen themselves, aeiss®d hereunder:

@ Adoption of prudent underwriting standastiould be done strictly. The banking
tools which were being used in traditional era lilebdt service coverage ratio, the
consideration of purpose of loan, verification otdmentary evidences of income
and assets of the borrowers are to be relied upon

@ Focus on link between market liquidity and indigtinank fundings required.
It needs to be properly focused by the superviandsbanks.

@ Reliable Valuation isequired in liberal valuation assumptions. This lesd to
material inaccuracies in the financial statemeatgreper care should be taken for
the valuation.

@ Transparencys required. Banks as well as investors used t® vacious
difficulties because of complex structured produ€tss was due to insufficient
disclosure .in order to overcome this full trangpay is required.

@ Banking penetratioshould be increased. Banking penetration in Irslieery
less. Around 40% of India’s population is requitede covered under financial
inclusion, which offers huge potential for the sect

@ Latestinformation technologys essential for the success of the cooperative
movement. The collection, reporting and analyzihdaia relating to various
functional aspects of the cooperative credit sysgepnesently time consuming and
also delayed. An efficient MIS along with computetion will adequately equip
cooperative banks to face the competition from cenaml banks.

@ Human Resource Managemdiats been a neglected field in cooperative banks
over a period of time. Effective organization dajeon having the right system of
HR policies and practices in place to recruit ddiein, appraise, compensate
place & promote. Cooperative banks should offefqoarance linked salary,
wages and incentives payment plans to attractébeHuman resources available
in the market.
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@ There is need to ensure that lgislationsapplicable to cooperatives in each
country recognizes their unique mature and provediesel playing field with
other types of business.

Conclusion

As demonstrated, cooperative banks have fortunatsy able to weather the
financial crisis relatively well so far and have nequired state support. This is
due to the fact that they have no exposure to tassets, a predominant focus on
domestic banking and straight forward banking pobsiustrong capitalization, and
principally conservative risk management. The coajpes banks did not report
losses due to sub-prime crisis. But cautions ayeired against too much
optimism. The world wide economic crisis will imgdadian banks results and
credit risks, indiscriminate of their ownershipustiure. Therefore, inspite of
cooperative banks being resilient to the crisisestessons need to be taken from
the present scenario so that it can survive irgtbe/ing competitive era and
sustain its position and be able to handle theemé.
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