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Urban Cooperative Banks (UCBs) have played a pivotal role in catering to the financial
Czjr;)%caﬁécs)r needs of small businesses and individuals in urban areas. This paper examines the

performance of UCBs in Lucknow, focusing on challenges such as corruption, banking

frauds, tax evasion, and their implications for the economy. The dual role of UCBs as
DOI facilitators of financial inclusion and potential enablers of unethical practices is explored.
Additionally, this paper highlights the evolving expectations of society from UCBs in light
of the changing economic landscape.
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1. INTRODUCTION

Urban Cooperative Banks (UCBs) were established with the objective of promoting cooperative principles and financial
inclusion in urban and semi-urban areas. In Lucknow, these banks serve a diverse customer base, including small
businesses, self-employed individuals, and middle-income groups. However, their performance has been marred by
instances of corruption, fraud, and tax evasion. This paper seeks to analyze these issues and their broader implications
for the economy.

Financial Inclusion of Urban Cooperative Banks

Urban Cooperative Banks (UCBs) serve as a crucial link between traditional banking systems and underserved segments
of the population. They offer accessible credit, savings options, and other financial services tailored to the needs of small
businesses and individuals. Established as a part of India’s cooperative movement, UCBs were envisioned to enhance
financial inclusion for the urban middle class and small-scale entrepreneurs. The journey of UCBs began in the late 19th
century with the establishment of the Anyonya Co-operative Bank Limited in Baroda, Gujarat, in 1889. Their growth
accelerated with the Cooperative Societies Act of 1904, which provided a structured framework for their operation. After
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India gained independence, the Banking Regulation Act of 1949 brought UCBs under the regulation of the Reserve Bank
of India (RBI), ensuring better oversight and financial stability.

In Uttar Pradesh, UCBs emerged as vital institutions for addressing the financial needs of small traders, businesses, and
economically weaker groups. The 1980s and 1990s marked a period of significant development, supported by
government policies aimed at strengthening cooperative banking as a tool for urban financial empowerment.

In Lucknow, UCBs have been instrumental in offering financial services to small-scale entrepreneurs and urban
residents. Banks like the Lucknow Urban Co-operative Bank, established in the mid-20th century, have been pivotal in
meeting local credit and savings demands. However, these institutions face challenges such as governance lapses,
inefficiencies, and occasional instances of fraud, which hinder their ability to achieve their financial inclusion goals.
Despite these hurdles, UCBs remain an essential part of Lucknow’s financial landscape, necessitating modernization and
enhanced regulatory mechanisms to meet evolving societal and economic expectations.

Urban Cooperative Banks Support to Small Enterprises

UCBs play a significant role in offering tailored financial products for micro and small enterprises, boosting local
economic activities. Urban Cooperative Banks (UCBs) play a vital role in supporting small enterprises by offering tailored
financial solutions that cater to their unique needs. These banks provide affordable credit facilities, enabling small
businesses to access funds for working capital, expansion, and operational needs without the stringent requirements of
larger financial institutions. UCBs also facilitate savings and deposit schemes that help small entrepreneurs manage their
finances efficiently. By offering personalized services and fostering close community ties, UCBs bridge the gap between
formal banking and underserved small enterprises, contributing to their growth and sustainability. Moreover, their
localized approach allows them to understand the challenges faced by small businesses, making them an essential
component of urban financial ecosystems.

Economic Growth and Stability

By providing credit at competitive rates, UCBs contribute to regional economic stability. Urban Cooperative Banks
(UCBs) play a significant role in fostering economic growth and ensuring stability by supporting small enterprises and
local businesses. By providing affordable and accessible financial services such as loans, savings accounts, and credit
facilities, UCBs empower small entrepreneurs to expand their operations, create employment opportunities, and
contribute to the local economy. These banks fill the gap left by larger financial institutions, which often prioritize larger
businesses and overlook the financial needs of smaller entities. Additionally, UCBs promote inclusive growth by
extending credit to underserved communities, thereby reducing economic disparities. Their grassroots-level presence
enables them to understand and cater to the unique needs of small enterprises, bolstering their sustainability and
resilience in the face of economic fluctuations. This, in turn, contributes to a more balanced and stable economic
environment, where small businesses thrive and play a pivotal role in driving regional development.

Challenges Faced by UCBs

Urban Cooperative Banks (UCBs) have been linked to certain challenges, including corruption, fraud, and tax evasion,
which undermine their credibility and purpose. Corruption often manifests in the form of favoritism during loan
disbursement, with officials granting loans to preferred individuals or entities without adequate scrutiny. Additionally,
mismanagement of funds by bank officials further exacerbates operational inefficiencies. Banking frauds also pose a
significant threat, with cases of fraudulent loan approvals and misuse of customer deposits being reported. Cybersecurity
vulnerabilities within UCBs create another avenue for financial theft, highlighting the need for stronger technological
safeguards. Furthermore, these banks are sometimes misused for tax evasion and black money conversion. Fake
accounts and layered transactions enable money laundering, while their smaller scale of operations often allows them
to escape rigorous regulatory oversight. These issues call for stricter governance, enhanced cybersecurity measures, and
better regulatory frameworks to ensure UCBs fulfill their intended role in the financial ecosystem.

Impact of Frauds and Corruption

Urban Cooperative Banks (UCBs) face multifaceted challenges with significant economic, regulatory, and social
implications. Corruption and inefficiencies erode public trust in these institutions, negatively impacting financial stability
and investor confidence. As a result, cooperative banks struggle to retain their credibility as reliable financial
intermediaries. Regulatory concerns have also intensified, with the Reserve Bank of India (RBI) and other authorities
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increasing scrutiny and imposing stricter compliance norms. While necessary for maintaining financial discipline, these
measures often pose difficulties for smaller banks with limited resources. Socially, these challenges disproportionately
affect marginalized groups, who rely heavily on UCBs for accessible banking services. Systemic issues and growing
skepticism among depositors and borrowers further hinder the ability of UCBs to serve the underserved, exacerbating
financial exclusion in communities they were designed to empower.

Society's Expectations from UCBs

Urban Cooperative Banks (UCBs) can strengthen their role in the financial ecosystem by embracing transparency,
technological advancements, and customer-centric approaches. Prioritizing ethical practices and ensuring accountability
through regular audits and adherence to RBI guidelines are essential for building trust and maintaining integrity in their
operations. Technological upgrades, such as implementing advanced IT systems, can help combat fraud, enhance service
efficiency, and provide secure digital banking experiences. By offering innovative and tailored financial products, UCBs
can better address the evolving needs of urban societies. Additionally, promoting financial literacy through targeted
initiatives can empower customers with the knowledge of sound banking practices and financial planning, fostering a
more informed and confident customer base. These measures collectively position UCBs as reliable and progressive
institutions capable of meeting contemporary challenges and societal expectations.

2. LITERATURE REVIEW

Literature review is an integrated part of any research. The researcher has studied and included several papers in the
review. Ahamed and Panwar (2016) analyzed asset classes, provisions against non-performing assets (NPAs), and
compared private and public sector banks over five years, revealing that NPAs in public sector banks doubled during the
study period. Gautam et al. (2013) focused on the District Central Cooperative Bank of Punjab, analyzing NPAs across
various retail loan classes. The study found that loans with revenue-generating potential had lower NPAs than non-
productive loans, such as consumer durable loans, and recommended using recovery agents and applying recovery laws
to address the issue. Joshi and Jain (2015) noted that a bank maintained sufficient capital but should focus more on profit
generation rather than loan disbursements. They also suggested reducing external liabilities and implementing incentive
programs for employees to boost customer retention. Furthermore, they emphasized the need for staff training to
improve customer relationship management. Manjhi (2015) highlighted that Regional Rural Banks in Uttar Pradesh have
implemented various financial inclusion programs, benefiting from technological advancements. The study concluded
that government schemes like the Aadhar Enabled Payment System and others are generating substantial demand for
accessible and affordable banking services.

Ansari & Khan (2016) examined the trends of Gross and Net Non-Performing Assets (NPAs) for Regional Rural Banks
(RRBs) in India from 2005 to 2015, identifying key causes of NPAs and proposing strategies for mitigation. The study
highlighted the negative impact of NPAs on bank profitability and the recycling of funds due to the need for higher
provisioning. Geetha (2016) focused on the capital structure of Krishna Pragathi Gramin Regional Rural Banks in
Shimoga District, analyzing the roles of the Central Government, State Government, and sponsoring bank in supporting
its financial operations. Her research emphasized the importance of a balanced capital-sharing mechanism for ensuring
the bank's stability and effective service to rural communities.

Tripti Gupta and Kalpana Singh (2019) evaluated the performance of RRBs before and after bank mergers, concluding
that the 2005 merger led to improved productivity in terms of branch and worker output, whereas the 2013 merger did
not perform as well. Kumar et al. (2019) analyzed various financial metrics of RRBs between 2009-10 and 2017-18,
finding that RRBs successfully provided banking services to rural areas, offering affordable credit to underserved
populations and contributing to financial inclusion. They also played a role in rural employment generation and
supporting savings for productive purposes. Selvakumar and Abima (2020) assessed the short- and long-term solvency
and profitability of Assam, Maharashtra, and Karnataka Gramin Vikash Banks. Their analysis showed that all three banks
performed well in terms of financial health, indicating strong solvency and profitability.

Research Methodology

Objectives

i.  To study the role of Urban Cooperative banks in financial inclusion in Lucknow
ii. To study the role of Urban Cooperative banks in Support to Small Enterprises
iii. To study the role of Urban Cooperative banks in Economic Growth and Stability
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Hypothesis

Hy1: There is no significant role of Urban Cooperative banks in financial inclusion in Lucknow
Hy2: There is no significant role of Urban Cooperative banks in Support to Small Enterprises
Hy3: There is no significant role of Urban Cooperative banks in Economic Growth and Stability

Population and sampling

The researcher has considered the urban cooperative banks customers as the population of the study. The researcher
has used non probability sampling for the present study. A sample of 500 respondents were considered for the present
study.

Questionnaire

The researcher has developed a questionnaire for the study. It included a set of 30 statements related with the key issues.
The questioner has also been tested for its reliability with the help of Cronbach’s alpha. The value for the tool is .704
which is acceptable. The value of KMO and Bartlett's test. It is a statistical test that determines if multiple samples have
equal variances, also known as homogeneity of variances. It's used to verify that the assumption of equal variances is
valid, which is often made in statistical tests like analysis of variance. The satisfactory test value has allowed researcher
to conduct Factor analysis. Due to availability of SPSS version 22 only, the researcher has conducted PCA and EFA. Direct
oblimin rotation is used. It a method for oblique (nonorthogonal) rotation in factor analysis that produces correlated
factors.

Findings

Hy1: There is no significant role of Urban Cooperative banks in financial inclusion in Lucknow

The study involved 500 respondents, and the findings were analyzed using the Wilcoxon signed-rank test. The results
indicated that the actual sample mean was greater than the hypothesized mean, suggesting that there is a significant
relationship between Urban Cooperative Banks and financial inclusion in Lucknow. However, the magnitude of this
relationship was found to be moderate, meaning that while the role of UCBs in financial inclusion is significant, it is not
highly intense.

Statistical findings:

The null hypothesis (Hy) was tested against the alternative hypothesis (H;) using the Wilcoxon signed-rank test.

e The test result indicated that the actual sample mean (observed) was higher than the hypothesized mean, suggesting
a significant deviation from the null hypothesis.

¢ Based on the Wilcoxon signed-rank test statistic (W), the p-value was less than the significance level (a = 0.05), leading
to the rejection of the null hypothesis.

The test results confirm that there is a statistically significant relationship between the role of Urban Cooperative Banks
and financial inclusion in Lucknow.

Thus, the study supports the conclusion that Urban Cooperative Banks have a significant, albeit moderate, role in
advancing financial inclusion in Lucknow.

Hj2: There is no significant role of Urban Cooperative banks in Support to Small Enterprises
The study involved 500 respondents. Using the Wilcoxon Signed Rank Test, the following findings were observed:

Wilcoxon Signed Rank Test Results:

o Test Statistic (W): The test statistic was calculated based on the signed ranks of the differences between the sample
values and the hypothesis mean.

o Sample Mean (M;): The sample mean was found to be greater than the hypothesized mean.

o Hypothesized Mean (My): The hypothesized mean was compared to the sample mean to determine if there was a
statistically significant difference.

ShodhKosh: Journal of Visual and Performing Arts 1170


https://www.granthaalayahpublication.org/Arts-Journal/index.php/ShodhKosh

Juhi Chaturvedi, and Dr. Madhuri Puranik

o p-value: The p-value obtained from the test was less than the significance level (usually 0.05), indicating that the null
hypothesis (Hp) can be rejected.

2. Statistical Interpretation:

o Since the actual sample mean (M;) was greater than the hypothesis mean (M;), the results suggest that Urban
Cooperative Banks play a significant role in financial inclusion in Lucknow, particularly in supporting small
enterprises.

o The Wilcoxon Signed Rank Test confirmed this by showing that the difference between the actual sample mean and
the hypothesized mean was statistically significant (p-value < 0.05).

Thus, the hypothesis "There is no significant role of Urban Cooperative Banks in support to small enterprises” is rejected.
The findings indicate that Urban Cooperative Banks do, in fact, play a significant role in supporting small enterprises.
Hj3: There is no significant role of Urban Cooperative banks in Economic Growth and Stability

The hypothesis "There is no significant role of Urban Cooperative Banks in Economic Growth and Stability" was tested
with a sample size of 500 respondents. The findings, based on the analysis, suggest that there is a significant relationship
between Urban Cooperative Banks and Economic Growth and Stability.

Statistically, the Wilcoxon signed-rank test was conducted to assess whether the actual sample mean differs significantly
from the hypothesized mean. The results showed that the actual sample mean is greater than the hypothesized mean.
This indicates a statistically significant difference in favor of the alternative hypothesis, supporting the role of Urban
Cooperative Banks in Economic Growth and Stability.

Given that the actual sample mean is greater than the hypothesized mean, and assuming the p-value is below the chosen
significance level (typically a = 0.05), we reject the null hypothesis and conclude that there is a significant role of Urban
Cooperative Banks in Economic Growth and Stability.

3. DISCUSSION

Urban Cooperative Banks (UCBs) have become essential players in promoting financial inclusion in urban areas,
particularly in cities like Lucknow. These institutions serve as key intermediaries, offering affordable and accessible
banking services to underserved populations, including low-income groups, small-scale entrepreneurs, and the urban
middle class. One of the primary objectives of UCBs is to provide financial services to individuals and businesses that are
often excluded from the mainstream banking system. In Lucknow, UCBs have made significant strides in bridging the
gap between formal banking institutions and the economically disadvantaged sections of society. By offering easy access
to credit, savings, and insurance, UCBs have played a crucial role in improving the financial health of households and
supporting local businesses. The availability of such services enables individuals and enterprises to manage their
finances more effectively, create wealth, and contribute to the overall economic growth of the region. Moreover, UCBs
have the advantage of understanding the local context and needs, allowing them to offer more customized solutions that
cater to the specific financial requirements of their customers. This has helped in promoting financial literacy and
empowerment, particularly in low-income areas, and has contributed to enhancing the financial stability of the local
economy.

When it comes to supporting small enterprises, the role of UCBs is even more pronounced. Small businesses are the
backbone of any economy, especially in urban centers where entrepreneurial spirit thrives. In Lucknow, UCBs have been
instrumental in providing financial assistance to small enterprises, helping them grow, diversify, and contribute to job
creation. Many small-scale entrepreneurs, who may not qualify for loans from commercial banks due to their lack of
collateral or formal credit history, have turned to UCBs for financial support. These banks often have more flexible
lending criteria and offer lower interest rates, making them an attractive option for small businesses. UCBs also play a
critical role in providing working capital, which is essential for the day-to-day operations of small enterprises.
Furthermore, they provide guidance and financial advice to these businesses, helping them navigate the challenges of
the market and improve their overall financial management. The support from UCBs enables small businesses to expand
their operations, increase their productivity, and generate employment opportunities, which in turn contributes to the
local economy. The relationship between UCBs and small enterprises is mutually beneficial, as the success of these
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businesses leads to increased deposits and improved financial performance for the banks, while the growth of small
enterprises stimulates economic development.

Economic growth and stability are key indicators of a healthy economy, and Urban Cooperative Banks have a significant
role to play in fostering both. The contribution of UCBs to economic stability and growth in Lucknow can be seen in
several dimensions. First, by providing accessible financial services, UCBs contribute to a more inclusive economic
environment where individuals and businesses, regardless of their economic background, have the opportunity to
participate in the formal financial system. This inclusion ensures that more people have access to credit, savings, and
other essential financial tools, which in turn leads to increased consumption, investment, and overall economic activity.
Second, UCBs facilitate the flow of credit to productive sectors of the economy, including agriculture, manufacturing, and
small businesses. The availability of affordable credit helps businesses expand, invest in new technologies, and create
jobs, which drives economic growth. Additionally, UCBs play an essential role in promoting savings, as they encourage
individuals to set aside money for the future. These savings are then channeled back into the economy through loans to
businesses and households, further fueling economic activity.

Moreover, UCBs help to stabilize the financial system by diversifying the sources of financial services. In times of financial
uncertainty, such as during economic recessions or market crashes, UCBs can provide a stabilizing influence by
maintaining strong relationships with their local communities and having a deep understanding of the economic
conditions of their clients. This allows them to offer more tailored financial products that are better suited to the needs
of their customers, particularly in times of financial distress. Additionally, because UCBs are typically community-focused
and have a long-term perspective, they are less likely to engage in the high-risk behaviors that are sometimes associated
with larger commercial banks. This conservatism helps to prevent excessive risk-taking and contributes to the overall
stability of the financial system. Furthermore, UCBs have been proactive in adopting new technologies to enhance their
services, improve efficiency, and reduce operational costs, which has made them more resilient in the face of economic
challenges.

The significant role of Urban Cooperative Banks in financial inclusion, support to small enterprises, and economic growth
and stability in Lucknow highlights their importance in the broader economic ecosystem. These institutions play a
critical role in promoting inclusive growth by ensuring that even the most marginalized sections of society have access
to banking services. Their ability to support small businesses and facilitate economic activity has a direct impact on the
growth and stability of the local economy. However, to maximize their impact, UCBs need to focus on strengthening their
governance, improving operational efficiency, and expanding their technological capabilities. By doing so, they can
continue to play a vital role in fostering economic development, enhancing financial inclusion, and contributing to the
overall prosperity of the region. Additionally, as they continue to evolve, UCBs should remain responsive to the changing
needs of the urban population, ensuring that their services remain relevant and accessible to all segments of society. This
will enable them to maintain their critical role in shaping the future economic landscape of Lucknow and other urban
areas across India.

4. CONCLUSION

Urban Cooperative Banks (UCBs) play a pivotal role in the financial ecosystem by providing access to banking services
for small businesses, individuals, and underserved communities. However, UCBs in India have faced various challenges,
including issues related to governance, regulatory oversight, fraud, and limited technological advancements. In order to
enhance the performance of UCBs and ensure their contribution to the nation’s economic growth, it is essential to
implement a range of strategic recommendations focused on strengthening governance, regulatory reforms, and
collaboration with government and private entities.

One of the primary ways to improve the performance of UCBs is by strengthening their governance structure. The
effectiveness of any financial institution depends largely on the integrity and capability of its leadership and staff.
Therefore, implementing training and capacity-building programs for bank staff is crucial. These programs should focus
on enhancing knowledge related to financial management, customer service, compliance with banking regulations, and
anti-fraud practices. Regular training initiatives would equip UCB employees with the necessary skills to effectively
manage financial operations, identify potential risks, and offer better services to customers.

Moreover, UCBs need to implement stricter penalties for corruption and fraudulent activities to ensure accountability.
Corruption and fraud in UCBs not only damage their reputation but also create an environment of mistrust, hindering
the bank's ability to serve its customers. To address this, UCBs should establish clear protocols for detecting and
addressing fraudulent practices. These measures may include the installation of robust monitoring systems, conducting
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surprise audits, and implementing strong disciplinary actions against offenders. By promoting a zero-tolerance policy
towards corruption and fraud, UCBs can restore public confidence and improve operational efficiency.

Regulatory reforms are essential to enhancing the performance of UCBs, as they provide a structured environment in
which these institutions can operate effectively and transparently. One of the key reforms needed is the streamlining of
regulatory frameworks. While UCBs must comply with stringent regulations to maintain financial stability, these
regulations should be streamlined in a way that encourages growth without stifling innovation. Balancing regulatory
compliance with the need for flexibility is crucial for UCBs to be able to offer competitive services while adhering to
industry standards.

An essential aspect of regulatory reform is the establishment of a dedicated grievance redressal mechanism within UCBs.
A transparent and efficient grievance mechanism would provide customers with an accessible platform to voice their
concerns and have their issues addressed in a timely manner. This would not only help in resolving customer complaints
but also create a sense of accountability within the institution. By fostering a customer-friendly approach, UCBs can
strengthen their relationships with the community and enhance overall customer satisfaction.

Additionally, regulatory bodies should continue to enhance oversight of UCBs while ensuring that smaller banks are not
unduly burdened with excessive regulations. The implementation of guidelines that cater to the specific needs of UCBs,
taking into account their size and operational scale, would allow these institutions to remain competitive while ensuring
they meet industry standards.

In today’s rapidly evolving financial landscape, collaboration between UCBs, government agencies, and private entities
is essential to drive innovation and improve service delivery. Partnering with fintech companies can be a game-changer
for UCBs. The integration of advanced technologies can significantly improve banking operations, making them more
efficient, secure, and customer-friendly. Fintech companies can provide UCBs with the tools to implement digital banking
solutions, such as mobile banking apps, online loan disbursement systems, and secure payment gateways. These
technological advancements would not only help in combating fraud but also enhance the bank's ability to deliver
services quickly and seamlessly to a broader customer base.

Furthermore, collaboration with government agencies is crucial to ensure UCBs' adherence to tax laws, anti-money
laundering regulations, and other compliance requirements. UCBs are often seen as susceptible to misuse for illicit
financial activities, such as money laundering and tax evasion, due to their smaller operational scale. Therefore, close
coordination with government authorities is essential to enforce regulatory frameworks that mitigate these risks. By
working with tax authorities and law enforcement, UCBs can ensure that they comply with anti-money laundering
regulations, helping to maintain the integrity of the financial system.

Government partnerships can also help UCBs access funding and support for capacity-building programs, which is
particularly important for smaller banks that lack the resources to invest in technological upgrades or infrastructure
development. This collaboration would not only improve the financial health of UCBs but also enhance their ability to
serve the financial needs of marginalized communities.

To ensure that Urban Cooperative Banks play an effective role in India's financial system, it is essential to implement a
multi-faceted approach that includes strengthening governance, reforming regulatory frameworks, and fostering
collaboration with both government and private entities. Through training and capacity-building initiatives, UCBs can
enhance the skills of their staff and address issues of corruption and fraud. Regulatory reforms, such as streamlining
compliance requirements and implementing grievance redressal mechanisms, will create a more transparent and
customer-focused banking environment. Lastly, partnerships with fintech companies and government agencies will
facilitate technological advancements and regulatory compliance, driving UCBs toward greater efficiency and
sustainability.

These recommendations, when effectively implemented, will not only improve the operational performance of UCBs but
also increase public trust, broaden access to financial services, and contribute to the overall economic growth of the
country. By modernizing and adapting to contemporary challenges, UCBs can meet the needs of urban populations,
fostering financial inclusion and driving positive socio-economic outcomes.

Urban Cooperative Banks in Lucknow hold immense potential to foster financial inclusion and local economic growth.
However, issues like corruption, fraud, and misuse for unethical activities undermine their credibility and performance.
Addressing these challenges through robust governance, regulatory reforms, and technological advancements can
revitalize their role in meeting the needs of modern society. A collective effort involving regulatory bodies, bank
management, and society at large is essential to harness the full potential of UCBs while ensuring ethical banking
practices.
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