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An Empirical Evaluation of Business Model and 

Positioning of Primary (Urban) Cooperative 

Banks in India

We explore the predilections and approaches of Primary (Urban) Cooperative Banks (UCBs) regarding 

their business models and positioning. We also examine the relationship between choices of UCBs about 

their business model and positioning vis. a vis. their key financial parameters. The analysis shows that 

even though there is awareness amongst UCBs regarding various facets of their business model and 

positioning, there is a lack of coherence and direction regarding these aspects. Based on the preference of 

UCBs, we identify the top five differentiation strategies, namely, better customer connect with 

personalized services, easy documentation, facilitation and handholding, strong cooperative linkage 

through various extension initiatives, product customization, and an easy credit appraisal process. Our 

analysis suggests that instead of emulating and following the commercial banking models, UCBs have 

ample scope, albeit not in terms of the scale of finance, to present an alternative and inclusive model of 

banking for the weaker sections, women, and small businesses by adopting a four-pronged strategy, 

namely, stay local, know your differentiators, look beyond the funding, and make you own business 

models. Based on the above, UCBs can leverage their inherent strengths and with suitable business 

models, right positioning, and good governance systems can offer an effective alternative model for 

banking and inclusive finance.

Key Words - Banking, UCBs, Business Model, Positioning, Differentiators, Strategy. 

JEL Classification – G21, G28.

I. INTRODUCTION

Primary Cooperative Banks, popularly known as Urban

Cooperative Banks (UCBs) in India are registered as co-

operative societies under the provisions of, either the

respective State Co-operative Societies Act(s) of the

state concerned or the Multi-State Co-operative

Societies Act (2002) of the Union of India. They are 

similar to Credit Unions in many other parts of the 

world, though having a wider scope of operations 

owing to their nature as banks. These are essentially 

cooperative societies, licensed, regulated, and 

supervised by the Reserve Bank of India for conducting 

01

1 Deputy General Manager and Members of Faculty, College of Agricultural Banking, Reserve Bank of India, Pune (Email – 
ashishsrivastava@rbi.org.in; rajenderkumar@rbi.org.in). 

Insightful comments and constructive suggestions for modifications in the paper from anonymous reviewers are gratefully 
acknowledged. Views expressed in the paper are personal and do not necessarily represent the official views of the Reserve 
Bank of India. The usual disclaimers apply.

1
Dr Ashish Srivastava

1
Rajender Kumar

CAB CALLING - July - December, Issue 3 & 4/2021

To continue reading, please subscribe through this form...



I. INTRODUCTION

Economic development is the key to human 

development and banks are the key agents of economic 

growth and prosperity. However, the catastrophe of 

unmindful exploitation of natural resources has drawn 

upon us the wisdom that growth bereft of social and 

environmental sustainability is counterproductive for 

humankind. We need to create an economy and 

ecosystem which is equitable, environment friendly 

and sustainable in long term.

Climate change has emerged as one of the biggest 

threats to the future of the universe. The global 

community has taken note of it, albeit with 

considerable delay. Countries around the globe have 

started taking steps towards making the universe a 

safer place for humankind to live in. Alongside 

governments, central banks of various countries are 

also seized with the issue of ensuring sustainable 

banking and are engaged in animated discussion on 

how to fight against climate change and global 

warming. Simultaneously, certain banks have also 

tweaked their business model and decided not to lend 

to socially damaging and harmful sectors, namely, drug 

addiction, chemical pesticides, pornography, weapons, 

nuclear power etc. But sadly, very few mainstream 

banks have shown the desired sensitivity towards social 

banking. It is, however, observed that despite no formal 

commitment by banks to social banking, Indian UCBs, 

particularly the smaller ones, are by default closer to 

the concept of social banking. 
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Repositioning Indian Urban Cooperative Banks 

as Social Banks

The issues related to climate change, global warming, mushrooming growth of polluting industries, drug 

addiction, chemical pesticides etc. have brought into focus the need for an alternative banking model or 

social banking model. A few small banking entities in certain countries appear to have heralded the 

philosophy of social banking by ensuring that their activities are carried out in a manner that is in 

congruence with the broader goals of the society. They would not encourage businesses that harm the 

ecosystem and would support sustainable environmental practices through their lending policies. Many 

urban cooperative banks in India, though not formally committed to social banking, appear to be closer to 

this concept. With some reorientation in their philosophy, business model and lending policy they can 

reposition themselves as true social banks of the country. 

Keywords: Urban Cooperative Banks, Social Banking, Inclusive Banking, Green Banking, Ethical 

Banking.
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Urban Cooperative Banks at the Crossroads: 

A Business Model for Survival and Growth

Urban Cooperative Banks (UCBs) in India are an integral part of the Indian banking system. Joint 

ownership, democratic control, equality, and local character are unique characteristics of UCBs, which 

make them stand apart from other banks. The community-based people-centric business model of UCBs 

promotes inclusive banking practices. Because of fierce competition in the banking and financial services 

industry, the use of rapidly emerging technology and the costs associated with its use, the survival and 

growth of the UCB sector in India depends on how it responds to the challenges and transforms itself. This 

paper aims to present an agile business model “Basics First”. This model enables UCBs to strengthen their 

financials and acts as a springboard for the UCBs to take off and grow their businesses by being 

competitive. This paper shows how a small UCB has gained financial strength by implementing this 

“Basics First" business model.

Key Words: Banking, Urban Cooperative Bank, Business Model, Basics First.
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I. INTRODUCTION

International Cooperative Alliance has stated that 

these are the times in which inequality of income is 

rising around the world (ICA, 2017). The Cooperative 

model is perceived as the solution to inequality. 

Voluntary and open membership of cooperatives 

enables the members' affordable access to economic 

participation and wealth creation without 

discrimination and without causing concentration of 

capital. In line with the global sentiments and 

expectations, the cooperative movement in India has 

originated and thrived since last more than 100 years. 

Urban Cooperative Banks(UCBs) form an important 

part of the cooperative movement and the financial 

services industry in India. It is an accepted fact that 

UCBs in India has been addressing the needs of weaker 

sections of the society by way of providing small loans 

to neglected sections of the population. Of late, UCBs 

are faced with challenges to their existence due to 

several reasons such as fierce competition, changing 

customer expectations, disruptive entry of fintech 

firms, the urgency to adopt emerging new technologies 

and costs associated with them, alleged lack of 

professional governance, regulatory discomfort, etc. 

These challenges make it imperative for UCBs to take a 

relook at their business models and reposition 

themselves to stay relevant in the current environment 

of radical changes in banking and stand out in a 

business place crowded with competitors. This paper 

presents the business model adopted by Bhagini 
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Business Modelling for Successful Urban 

Cooperative Banking in India

The financial sustainability and growth of the urban cooperative banks (UCBs) can provide a boost to 

financial inclusion in India. Adoption of suitable business strategies, grass-root linkages, optimization of 

asset size, and customized innovations can help the UCB sector to perform and grow. The sustainability of 

the sector hinges upon inculcating a sound governance culture, an environment of support and trust, 

along with an effective management and incentives structure. Adoption of suitable business models by 

UCBs with a focus on the above aspects can make it vibrant and sustainable and can help it make a 

valuable socioeconomic contribution to the economy. 

Keywords: Sustainability, Business Strategy, Growth, Profitability, Asset Size, Capital. 

JEL Classification: G21, G28.
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I INTRODUCTION

Primary (Urban) Co-operative Banks, which are co-

operative societies with banking license granted under 

Section 22 of the Banking Regulation Act, 1949 read 

with Section 56 thereof, has been instrumental in 

expanding the landscape of financial inclusion in India. 

However, failures and lack of financial soundness of 

some banks over the period has been a matter of 

concern. Adoption of appropriate business models for 

UCBs would go a long way in enabling them to become 

sustainable and successful entities and act as engines 

for expanding the coverage of financial inclusion in 

India. This paper discusses the main planks involved in 

building up such models for the UCB sector in India. 

Section II outlines various business models which have 

evolved and are prevalent across the globe. Section III 

discusses the issue of optimum asset size for UCBs. 

Section IV suggests the business strategies for UCBs for 

their success and growth. Section V analyses the 

profitability of UCBs. Section VI deals with their 

capital-related issues. Section VII suggests the steps 

required for the sustainability of their business 

operations. The paper ends with a conclusion in 

Section VIII.

II. DESIGNING APPROPRIATE BUSINESS

MODELS FOR COOPERATIVE BANKING

A glance at the historical evolution of the urban 

cooperative banking sector in India shows the growth 

of diverse types of entities across time and regions. 

Given that the co-existence of the small, medium and 

large-sized heterogeneous banks is inevitable, 

designing a suitable cooperative banking structure and 
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