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"Where are urban co- op banks headed to?

SURVIVAL TACTICS. In the interest of the depositor, the wind is in favour of consolidation rather than cancellation of licences

e
K Ram Kumar

he prospect of their li-
cences getting cancelled

seems to have prompted

some of the g‘aj:mﬁy
weak urban co-operative banks
(UCEs) to walk down the aisle with
o e i v g
a on the
serve Bank of India (RBI) has given
over the lasttwo decades.

Since 2004-05, when the central
bank first issued guidelines for mer-
ger /[amalgamationof UCBsand fol-
lowed it up 16 years later with a
‘Master Directionon
of UCBs," 152 UCBs have
with financially sound and well-
managed UCBs till October 2023,

Inother words, roughly 8 percent
of the 1,926UClehatc:ds‘b§§rnson
March-end 2004, haveamalgamared
maybe more tocome. The REL inits
latest “Report on Trend and Pro-
gressof Banking in India’, noted that
the liberal licensing policy adopted
inthe 19905 has led toa surge in the
number of UCBs. :

“Over the years the inherent fra-
gility in their structures, coupled
with financial wealknesses, resulted
in pearly one-third of the newly li-
censed UCBs becoming un-
sound. Since 2004-05, the Reserve
Bank initiated a process of consolid-
aton in the sector, including amal-
gamation of unviable UCBs with
their viable counterparts, closure of
non-viable entities, and i
ofissuance of new licences. Asa res-
ult, the number of UCBs progress-
ively declined (coming down from
1,926 asof March-end 2004 t0 1,514
as of March-end 2022),” the report
noted.

STRING OF PEARLS

For the stronger UCBs, this consol-
idarion fits in with their string-of-
pearls strategy. They have grabbed
acquisition opportunities with both
hands, as ithas given them an estab-
lished branch network in geograph-
ies where they either didn’t have &
presence or want to deepen it and
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ON A RESCUE MISSIOM Understnndmg that there is agenume problem
and depositors of UCEs need to be protected, the government and the RBI
have put in place certain critical measures after the PMC Bank debacle

expand customerbase —depositors
andborrowers.

headquartered

ive Bank, India’s largest UCB, ac-
quired seven stressed UCEs since
2006 — Maratha Mandir Co-operat-
ive Bank, Mandvi Co-operative
Bank, South Indian Co-operative
Bank, Nashik Peoples Co-operative
Bank, Karale Janm
Sahakari Bank, Murgharaj

Reserve Bank cancelled Kapol
Bank’s licence in September 2023
duxmmadecpmccapmlandeam

and inability to pay its
depostwrs in full, given its financial

position.
Cosmos Bank, in irs smma] re-

Sahakari Bank, and Ko]]npur
Maratha C Bank. The
move the RBI decision to
not issue fresh licences for branch
openingtoco-operative banks.
Pme—headqmnerad Cosmos

ﬂueeUCBs— s up

Sahakari Bank, Maratha Sahnjmn
Bank and Sahebrao Deshmukh Co-
operative Bank — in the year gone
by, and is now eyeing Mumbai's The
City Co-operative Bank.

NOTALLSUCCESS
Not all ion attempts

have been successful. Fimdaﬁ'
weak Kapol Co-operative Bank’s ef-
forts to merge with Cosmos Co-op-
erative Bank came a cropper. The

Butwhat happenswhena UC'Bll
censed is cancelled? under-
scored that when a UCB's licence

% holdi
over and above the ﬁ
imum deposit insurance amount of
15 lakh lose money. If a depositor
has ¥10 lakh deposit with such a
bank, only the insured €5 lakh is
received.

This is why even the regulator
prefers amalgamation of a weak
UCB with their stronger counter-

. instead of cancelling licences,
D et i v s
ofover {5 lakhare

“RBI cancels licence only whenit

»

UCBs: Shrinking
numbers

F¥ 2012 1618 27
FY 2013 1,606 -12
FY 2014 1589 -7
FY 2015 1579 -10

FY 2016 1578 5

FY 2017 1562 -2
FY20 18 1551 -1

FY 2019 1,544 3

FY 2020 1539 5

FY 2021 1,534 5

FY 2022 1,514 20

becomes impossible w0 revive a

" says Jyo
ndmt,NahomlFederahuunfUrban
Co-operative Banks and Credit So-
ncﬁcs(NAFCUB) :
believes thar smal-
lerUCSs}mwuxﬂemmodt}mthey
will not be able to bring in techno-
logy as it is very expensive, Further,
to the RBI's stipulation

that UCBs with deposit size of T100
crore and above should constitute

open new branches, he said such ex-
pertise is hard to come by in certain
locations.

Number of licences
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ively lower cost. It can also offer
fund management and other con-
sultancyservices.

GOVT,REI TOTHE RESCUE

Understanding that there is a genu-
ine problemand depositors of UCBs
need to be protected, the govern-
ment and RBI have put in place
some critical measures after the

PMC Bank debacle. First is increas-
ingthe insurance cover five-
fold to¥5 lakh to protect depositors.

Banking Regulation (Amendment)
Act, 2020, to protect the interests of
depositors and strengthen co-oper-
ative banks by improving gov-
ermance and oversight by the RBI,
while enabling them betteraccessto

capital.

Asigni feature of this meas-
ure i3 thar it enables the RBI to re-
construct or a bank,
with or without implementing a

jum, provided there is ap-

tion (UO) for the UCB sector —the
National Urban Co-operative Fin-
ance and Development Corpora-
tion— getsin thegroove,

U0, apart from extending liquid-
ity and capital support to its mem-
ber UCBs, is expected to set up In-
formation and  Technology
infrastructure for shared use of
members to enable them to widen
their range of services in the wake of
advances in information and com-
munication technology at a relat-

proval of the Central government.
‘This enabled the mergerof fraud-hit
PMC Bank with Unity Small Fin-
ance Bank.

Clearly, inthe interest of ultimate
stakeholder (depositor), the wind is
in favour of more consolidation

and NBFCscouldbearallask.
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