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Abstract 

Rural economic development in India depends significantly on accessible and inclusive financial 

systems. Cooperative banks, with their deep penetration in rural areas, have emerged as vital 

channels for delivering government-sponsored microfinance schemes aimed at promoting 

entrepreneurship, poverty reduction, and financial inclusion. This paper presents a theoretical 

exploration of the role played by cooperative banks in facilitating rural economic 

transformation through such schemes, including the Pradhan Mantri Mudra Yojana (PMMY), 

SHG–Bank Linkage, and NRLM initiatives. The research is qualitative in nature and is 

grounded in thematic analysis using secondary data from authentic institutional sources such as 

RBI, NABARD, and PMMY reports. 

Five major themes are examined: the expansion of rural financial access, the operational role 

of cooperative banks in scheme implementation, governance and sustainability challenges, 

regional disparities in credit outreach, and the linkage between microfinance and inclusive 

development. The analysis reveals that while cooperative banks are pivotal to financial delivery 

in rural India, their effectiveness is often hindered by high non-performing assets (NPAs), dual 

regulatory control, uneven digital infrastructure, and limited impact on enterprise creation. 

The paper concludes that cooperative banks need structural reforms, targeted support, and 

integration into broader development frameworks to truly catalyze rural economic growth. 

Keywords: Cooperative Banks, Microfinance, Rural Development, Financial Inclusion, Pradhan 

Mantri Mudra Yojana (PMMY), Governance Challenges, Non-Performing Assets (NPA), 

Inclusive Growth 

Introduction 
 
In developing countries like India, the rural economy plays a pivotal role in overall national 

growth and social equity. However, rural regions often suffer from limited access to financial 

services, hindering the economic participation of the poor, women, and small entrepreneurs. 
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In response, the government of India has launched several microfinance schemes—such as 

the Pradhan Mantri Mudra Yojana (PMMY), Deendayal Antyodaya Yojana (DAY- 

NRLM), and Self-Help Group-Bank Linkage Programme (SHG-BLP)—to promote 

entrepreneurship and financial inclusion at the grassroots level. While the success of these 

schemes depends heavily on last-mile delivery, cooperative banks have emerged as key 

financial institutions uniquely positioned to serve rural populations due to their deep community 

ties and decentralized structures. 

Microfinance, broadly defined as the provision of small loans and financial services to the 

underserved, has been globally acknowledged as a tool for empowering low-income groups, 

especially in rural and semi-urban areas. In India, the role of cooperative banks in delivering 

microfinance under government schemes has expanded significantly. These institutions not only 

facilitate credit access but also foster savings, promote self-employment, and encourage 

inclusive development. However, despite their wide presence and policy recognition, the 

developmental role of cooperative banks in strengthening rural economies remains under- 

theorized. 

A review of existing literature reveals that most studies tend to focus on either the operational 

challenges of cooperative banks or the performance of microfinance schemes in isolation. There 

is a lack of comprehensive theoretical frameworks that integrate these two dimensions to 

evaluate their collective impact on rural economic development and inclusive growth. 

Additionally, few studies explore the effectiveness of cooperative banks in channeling 

government-sponsored microfinance schemes to marginalized populations or assess how such 

financial interventions contribute to long-term socio-economic empowerment. 

This research aims to fill this gap by offering a theoretical insight into how cooperative banks, 

through the delivery of microfinance schemes, contribute to inclusive rural development. 

The study seeks to explore the relationship between institutional delivery mechanisms and 

developmental outcomes such as entrepreneurship promotion, poverty alleviation, and local 

economic growth. 
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The key objectives of this paper are: 
 

 To understand the role of cooperative banks in implementing government microfinance 

schemes. 

 To explore how such financial services impact rural livelihoods and economic inclusion. 

 To examine the challenges and limitations faced by cooperative banks in rural outreach. 

 And to develop a theoretical understanding of how microfinance delivered through 

cooperatives contributes to the broader goal of strengthening rural economies. 

By focusing on these questions, the paper contributes to the ongoing policy and academic 

discourse on indigenous entrepreneurship, sustainability, and inclusive financial systems, 

aligning closely with the broader vision of “Viksit Bharat 2047.” 

Research Questions 
 

1. How do cooperative banks help people in rural areas get access to small loans through 

government schemes? 

2. Can these small loans really help improve people’s income, jobs, or small businesses in 

villages? 

3. What role do cooperative banks play in supporting the overall development of rural 

communities? 

4. Are government schemes being properly used by cooperative banks to reach poor or needy 

people in villages? 

5. What problems or challenges do cooperative banks face while delivering these 

government microfinance schemes? 

Research Objectives 
 

1. To understand how cooperative banks work with government microfinance schemes in rural 
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areas. 

2. To find out how these schemes help people in villages improve their income, start 

businesses, or create jobs. 

3. To explore how cooperative banks can support the growth and development of rural 

communities. 

4. To look at how well these banks are using government programs to reach poor and 

underserved people. 

5. To identify the main problems faced by cooperative banks in giving out these small loans 

effectively. 

Literature Review 
 
The intersection of cooperative banking and microfinance has received increasing scholarly 

attention, particularly for its potential to drive inclusive rural development. One of the 

earliest theoretical contributions in this field comes from Anand (2011), who examined 

innovative cooperative banking models such as SHG–PACS linkages and SEWA Bank. His 

work highlighted that cooperative institutions, when tailored to community needs, are capable of 

fast-tracking financial inclusion, particularly in underserved regions. Anand emphasized a 

"demand-led" approach, advocating for multi-tiered frameworks where cooperatives act 

not just as lenders but as development enablers aligned with local contexts. 

Expanding on this institutional dimension, Shylendra (2013) argued that microfinance's merger 

with cooperative banking structures could empower the poor, especially when governance 

mechanisms are participatory. By studying grassroots integration of SHGs and cooperatives, he 

found that while there is potential for improved outreach, structural weaknesses in 

cooperatives, such as politicization and lack of professionalism, often limit long-term 

sustainability and scale. 

Building on this, Bhati et al. (2024) explored governance's role in sustaining rural microfinance 

institutions. Their empirical study concluded that locally embedded governance—led by 
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community stakeholders rather than distant managers—leads to better loan recovery, higher 

accountability, and stronger social capital among borrowers. This research confirms the 

hypothesis that governance innovation is as important as financial innovation in 

microfinance. 

Meanwhile, Serrao, Sequeira, and Varambally (2021) adopted a socio-economic lens, 

analyzing how access to financial services affects vulnerable rural households in Karnataka. 

Using household-level data, they concluded that financial inclusion via microfinance enhances 

income, savings, education, and health, but the benefits vary significantly based on gender, 

geography, and institutional type. Their work underscores the heterogeneous impact of 

financial inclusion and supports the case for designing targeted schemes within cooperative 

banking frameworks. 

To contextualize research evolution in this domain, Ghatode and Nimbarte (2025) 

conducted a bibliometric study of rural microfinance literature indexed in Scopus and Web of 

Science. Their findings reveal a shift from basic financial access models to studies exploring 

fintech integration, social impact measurement, and women’s empowerment. 

Interestingly, they highlight that cooperative banks remain under-researched compared to 

NBFCs and microfinance institutions (MFIs), marking a clear gap for future inquiry. 

The technological side of cooperative banking was addressed by Kumar, Gopal, and Rout 

(2018), who investigated the impact of Core Banking Solutions (CBS) adoption across rural 

cooperative banks. Their analysis showed positive outcomes in customer satisfaction, 

transparency, and efficiency. However, they noted that operational benefits were inconsistent, 

depending on digital literacy, infrastructure, and staff training—indicating that tech-led inclusion 

requires complementary capacity-building efforts. 

Similarly, Blah and Srinivasan (2018) explored the broader use of Information and 

Communication Technology (ICT) in cooperative banks. Their study pointed out how ICT 

facilitates Direct Benefit Transfers (DBTs) and improves reach, but also raised concerns about 

cybersecurity, digital exclusion, and lack of integrated platforms across cooperatives. This 
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reinforces the idea that technology, while essential, must be implemented within robust 

governance and inclusion frameworks. 

A more sector-wide perspective is presented by Gupta and Srivastava (2024), who provided 

a systematic review of cooperative banks’ role in agricultural credit and financial inclusion 

in India. They found strong anecdotal and policy support for cooperative banks’ 

contributions, especially in rural credit delivery, but also highlighted insufficient empirical field 

data, especially on end-user satisfaction and scheme performance. 

Shifting focus to global trends, López Penabad et al. (2024) conducted a scientometric review 

of microfinance and corporate social responsibility (CSR) literature. They identified 

emerging clusters in social performance, environmental sustainability, fintech, and mission 

drift. Interestingly, they point out that cooperative microfinance models receive relatively less 

scholarly attention compared to formal MFIs, and propose governance, gender equity, and 

internationalization as critical future research areas. 

  

Together, these studies paint a multifaceted picture: cooperative banks play a foundational 

role in extending microfinance and government schemes to underserved rural populations, 

but challenges persist in governance, digital integration, and impact measurement. The 

research underscores the need for hybrid models that blend cooperative values with modern 

technology, participatory governance, and data-driven accountability. 

Research Gap 
 
While microfinance and cooperative banking have been extensively studied as tools for financial 

inclusion, there exists a notable theoretical gap in understanding their integrated role in 

promoting inclusive and sustainable rural economic development, especially within the 

framework of government-supported microfinance schemes. 

Most existing studies emphasize either: 
 

 the operational and credit delivery functions of cooperative banks, 
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 or the outreach and impact of microfinance schemes such as PMMY, NRLM, and SHG-Bank 

linkage. 

However, very few theoretical models comprehensively explore how cooperative banks serve 

as developmental institutions, not merely financial intermediaries, in strengthening rural 

economic ecosystems. 

Additionally, while institutions like NABARD and RBI have promoted cooperatives as inclusive 

vehicles for credit delivery, the literature is fragmented, often lacking a unified theoretical 

framework that explains: 

 how cooperative banks channel government microfinance schemes, 
 

 how they contribute to inclusive growth outcomes (employment, entrepreneurship, women 

empowerment), and 

 how these roles are influenced by governance, technological adaptation, and community 

participation. 

Moreover, existing frameworks seldom incorporate indigenous entrepreneurship or 

sustainability as conceptual variables—dimensions critical to current policy discourses like 

"Viksit Bharat 2047", and themes of conferences like FIEIS-2025. 

Thus, there is a pressing need for a conceptual and theoretical synthesis that: 

 
 maps the synergy between cooperative banking and government microfinance, 

 
 theorizes the pathways toward inclusive rural development, and 

 
 provides a foundation for empirical validation in future research. 

 
 
Research Methodology 
 

1. Research Design 
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This study follows a theoretical and descriptive research design. It aims to develop a 

conceptual understanding of how cooperative banks, through the implementation of government 

microfinance schemes, contribute to rural economic development and inclusive growth. Rather 

than generating primary field data, the research synthesizes existing studies, policies, and 

institutional reports to build a comprehensive theoretical framework. 

2. Nature of Study 
 
The research is qualitative in nature. It relies on secondary sources such as: 
 

 Peer-reviewed journal articles (from Scopus, Web of Science, Google Scholar) 
 

 Government publications (e.g., RBI, NABARD, Ministry of Finance, NITI Aayog) 
 

 Reports from financial institutions and NGOs 
 

 Theoretical frameworks from economics, development studies, and rural banking 
 
This approach allows for a holistic and interdisciplinary understanding of the relationship 

between cooperative banking, microfinance delivery, and rural economic outcomes. 

3. Data Collection Method 
 
Data and information have been collected from: 
 

 Scholarly literature (systematic reviews, case studies, and bibliometric analyses) 
 

 Policy documents and government reports (e.g., NABARD Status Reports, PMMY data) 

 Annual reports of cooperative banks 
 

 Microfinance impact studies and CSR-related databases 
  

All sources were selected based on relevance, credibility, and publication standards. The 

paper includes only data that passed authenticity checks and aligns with the scope of the 

study. 
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4. Data Analysis Technique 
 
A thematic analysis approach is used to organize and interpret the findings from various 

sources. Themes include: 

 Role of cooperative banks in credit delivery 
 

 Effectiveness of microfinance schemes 
 

 Socio-economic impacts (entrepreneurship, poverty alleviation, women empowerment) 

 Challenges in governance, outreach, and digital implementation 
 

5. Scope of the research 
 

 The study is limited to secondary data and theoretical insights; it does not include primary 

data collection (e.g., surveys or interviews). 

 The focus is primarily on the Indian context, though global examples are referenced for 

comparative understanding. 

 Being theoretical, the outcomes are intended to guide future empirical research, policy 

design, and academic discussion rather than deliver direct measurable results. 

Thematic Analysis: Strengthening Rural Economies through Cooperative Banks and 

Microfinance 

Theme 1: Role of Cooperative Banks in Expanding Rural Financial Access 
 
Insight from Data: According to the Rural Access to Services report, there has been an 

increase in formal credit access in rural India from 2013 to 2019, rising nationally from 

around 11.7% to 20.9%. However, states like Uttar Pradesh lag behind, with only 12.8% of rural 

households accessing credit from formal institutions (Table 1). 

Source: Rural Access to Services (RAS) Report 
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Region 2019: Bank 

Loan (%) 

2019: Bank/SHG/NBFC 

Loan (%) 

Change in Combined 
Access 

(2013–19, pp) 
Northern 14.7 17.9 +9.5 

Southern 22.8 38.6 +11.3 

Uttar 

Pradesh 

10.6 12.8 +4.9 

Haryana 14.5 17.0 +11.2 

India 

(overall) 

12.2 20.9 +9.2 

 
Interpretation: 

Cooperative banks, through their extensive rural reach (e.g., over 95,000 PACS and 351 

DCCBs), serve as the first point of contact for credit in many villages. Yet, their potential is 

underutilized in lagging states due to structural inefficiencies, policy bottlenecks, or limited 

digitization. 

Theoretical Link: This supports the idea that inclusive financial architecture requires more 

than physical presence; it must include institutional reform, trust-building, and policy synergy to 

enhance effective credit delivery in underserved areas. 

Theme 2: Cooperative Banks as Vehicles for Government Microfinance Schemes 
 
Insight from Data: Cooperative banks disbursed loans totaling nearly ₹6.9 lakh crore (combined 

across PACS, DCCBs, and SCBs). These institutions are instrumental in implementing schemes 

like PMMY, NRLM, and SHG-Bank Linkage. However, the loan recovery rates—especially 

PACS (69.3%)—indicate inefficiencies (Table 2). 

Source: RBI Profile of Rural Co-operatives 
 

Cooperative 

Type 

Institutions Deposits (₹ 

Crore) 

Loans & 
Advances 

(₹ Crore) 

NPA 

(%) 

Loan 

Recovery (%) 
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State Co-op 

Banks 

33 2,10,342 1,99,943 6.7 94.4 

District CC 351 3,45,682 2,79,272 12.6 70.2 

Banks      

PACS 95,509 1,65,476 2,14,533 31.0 69.3 

 
Interpretation: 

The data suggest that while cooperative banks are central to scheme delivery, they face 

operational hurdles such as non-performing assets (NPAs) and governance challenges that 

reduce their effectiveness in sustaining microfinance outcomes. 

Theoretical Link: Government schemes rely on institutional strength at the grassroots level. If 

cooperative banks are not operationally sound, the multiplier effect of microfinance on rural 

economies is diluted. 

Theme 3: Challenges in Governance and Financial Sustainability 
 
Insight from Data: NPAs in cooperative banks, especially PACS, are extremely high—up to 

31%. This undermines trust in the system, affects fund recycling, and reduces long-term 

sustainability. 

Indicator Institution Value Year Source 

Non-Performing 

Assets (NPA) 

PACS (Primary 

Agricultural 

Societies) 

31.0% 2020 RBI Profile  of 

Rural Co- 

operatives (2020) 

NPA DCCBs (District 

Coop Banks) 

12.6% 2020 RBI, NABARD 

NPA SCBs (State Coop 

Banks) 

6.7% 2020 RBI, NABARD 

Loan Recovery 

Rate 

PACS 69.3% 2020 RBI 
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Loan Recovery 

Rate 

DCCBs 70.2% 2020 RBI 

Loan Recovery 

Rate 

SCBs 94.4% 2020 RBI 

Political Interference 

in Management 

Common across 

PACS/DCCBs 

Documented in 

studies 

Ongoing Shylendra (2013), 

Anand (2011), RBI 

Reports 

 
Interpretation: 

Cooperative banks often suffer from dual regulation (state registrar + RBI), political interference, 

and lack of professional management. These governance issues make them vulnerable to 

inefficiencies despite their outreach. 

Theoretical Link: According to institutional theory, organizational performance depends not just 

on structure but on autonomy, accountability, and leadership—which cooperative banks often 

lack. The high NPAs support this theoretical argument.  

Theme 4: Uneven Regional Outcomes and Financial Inclusion Gaps 
 
Insight from Data: States like Southern India show 38.6% rural credit access, while Uttar 

Pradesh and Haryana are much lower (~12–17%). This reflects uneven implementation 

success. 

 

Region/State Combined Formal 

Credit Access (2019) 

Change from 2013 

(percentage points) 

Source 

Southern India 38.6% +11.3 pp Rural Access to 

Services (RAS) Report, 

2020 

Northern India 17.9% +9.5 pp RAS Report 

Uttar Pradesh 12.8% +4.9 pp RAS Report 

Haryana 17.0% +11.2 pp RAS Report 
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India (Overall 

Avg.) 

20.9% +9.2 pp RAS Report 

 
Interpretation: 

The difference may arise from state-specific cooperative banking capacity, political will, literacy 

rates, or presence of digital infrastructure. This points to the need for region-specific strategies 

rather than a one-size-fits-all model. 

Theoretical Link: From the lens of inclusive growth theory, equal opportunity in access to 

finance is essential. Without bridging regional gaps, the goal of rural empowerment and 

development remains incomplete. 

 

Theme 5: Linkage to Rural Economic Development and Inclusive Growth 
 
Cross-cutting Observation: While access to microfinance is improving, there is limited evidence 

of its translation into sustainable development metrics such as income generation, self-

employment, or local enterprise growth. This is largely due to weak institutional follow- up, lack 

of training, and limited financial literacy. 

 
Development Indicator Observation/Value Source 

PMMY Total Disbursed 

Loans (2015–2023) 

₹23 lakh crore PMMY 

2023) 

Portal (March 

Women Beneficiaries under 

PMMY 

Over 68% PMMY 

2023 

Annual Report 

Microloans used for 

Business vs. Consumption 

40–60% used for non-
productive 

(consumption) purposes 

NABARD All-India Rural 

Financial Inclusion Survey 

Microfinance Impact 

Women Empowerment 

on Positive but varies by geography 

& support availability 

Serrao Ghatode (2025) et al. & 

(2021) Nimbarte 

SHG-Bank Linkage (active 

SHGs with bank loan) 

5.3 million SHGs outstanding 
bank loans 

NABARD SHG Report 

2022 
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Use of Credit for Enterprise 

Development 

Only ~26% use 

microenterprise 

for IRMA Working Paper No. 

233 (Shylendra, 2013) 

 
Interpretation: 

Cooperative banks should be viewed not just as credit providers but as development institutions 

capable of providing financial education, linking with skill development programs, and 

promoting local entrepreneurship. 

Theoretical Link: This aligns with the sustainable development paradigm, which calls for 

integrated models combining finance, education, infrastructure, and governance for lasting rural 

prosperity. 

Summary of Thematic Analysis 
Theme Key Insight Theoretical Implication 

Role in Access Rural credit access is growing 

but uneven. 

Financial inclusion depends on 

institutional reach + quality. 

Government Scheme 

Delivery 

Cooperative banks handle large 

volumes but struggle with recovery. 

Implementation strength affects 

scheme success. 

Governance 

Challenges 

High N P A s , dual control and 

inefficiency. 

Weak governance undermines 

inclusive finance. 

Regional Inequality Southern states outperform 

Northern ones. 

Financial inclusion must be context 

specific. 

Development 

Outcomes 

Access alone doesn’t ensure 

growth. 

Need integrated rural development 

models. 
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Conclusion 
This research paper provided a theoretical insight into the role of cooperative banks in 

delivering government microfinance schemes and their contribution to inclusive rural 

economic development. By organizing the analysis around five key themes—ranging from 

access to governance and development outcomes—the study synthesized secondary data, 

literature, and policy reports to evaluate institutional effectiveness and emerging gaps. 

◆ Theme 1 highlighted that cooperative banks are crucial for rural credit access, 

especially in areas underserved by commercial banks. However, the actual improvement in 

rural financial inclusion is uneven across regions, with states like Uttar Pradesh trailing behind 

despite national progress. 

◆ Theme 2 revealed that cooperative banks are primary vehicles for implementing 

schemes like PMMY and NRLM, disbursing massive volumes of loans. However, effectiveness 

is undermined by recovery inefficiencies and challenges in converting financial access into 

sustainable economic outcomes. 

◆ Theme 3 exposed deep-rooted governance issues—including high NPAs, dual 

regulation, and political interference—particularly at the PACS and DCCB levels. These 

undermine both trust and long-term institutional sustainability. 

◆ Theme 4 emphasized regional disparities in access to microfinance, underlining the 

failure of centralized, uniform policy approaches to address state-specific needs and cooperative 

capacities. 

◆ Theme 5 examined the developmental impact of microfinance through cooperative 

banks. While small loans have improved livelihoods to some extent, many borrowers use 

them for consumption, and few transition into micro-entrepreneurs—suggesting a disconnect 

between financial inclusion and inclusive growth. 

In summary, while cooperative banks are strategically positioned to serve the rural poor and 

implement microfinance policies, their performance is inconsistent, and their  
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transformational impact is constrained by governance, institutional gaps, and limited 

developmental integration. 

 
Policy Suggestions and Strategic Recommendations 
 

1. Strengthen Governance and Regulation 
 

 Streamline the dual control system between the RBI and State Registrar of 

Cooperative Societies (RCS) to improve accountability. 

 Professionalize management in PACS and DCCBs with dedicated HR training and 

appointment of independent boards. 

2. Improve Loan Monitoring and Recovery 
 

 Introduce credit scoring systems and AI-based risk analytics in cooperative banks. 
 

 Develop recovery incentive schemes and link with local dispute resolution bodies like Lok 

Adalats. 

3. Expand Digital and Technological Integration 
 

 Accelerate Core Banking Solutions (CBS) adoption in PACS and ensure interlinking with 

state-run digital infrastructure like JAM (Jan Dhan–Aadhaar–Mobile). 

 Implement ICT training programs for rural banking staff and financial literacy campaigns 

for borrowers. 

4. Region-Specific Financial Inclusion Strategies 

 
 Customize financial products and loan terms based on state-level needs, economic activities, 

and local entrepreneurship potential. 

 Increase cooperative bank funding in low-performing states via state-backed credit 

guarantee schemes. 
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5. Link Credit with Development Services 
 

 Connect microfinance disbursement with non-financial support: skill training, market 

linkages, women entrepreneurship programs, etc. 

 Encourage SHG-Cooperative convergence models that blend community 

mobilization with institutional strength. 

Final Thought 
 
For cooperative banks to truly become agents of inclusive rural development, they must 

evolve beyond their traditional lending role. Strengthening their institutional capabilities, 

ensuring policy alignment, and embedding them into larger developmental ecosystems is 

the key to unlocking sustainable, grassroots economic transformation. 
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