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Abstract 

The cooperative movement in India has evolved significantly from its inception during the 

British colonial period to its current state as a critical component of the nation’s economic and 

social fabric. The primary aim of this research paper is to analyse the issues and challenges 

faced by the Multistate cooperative societies Act, 2002 and also focusing on their legislative 

and policy developments, successes, challenges, and the role they play in India’s socio-

economic growth. The study traces the historical development of cooperatives, highlights key 

legislative acts, and assesses the challenges they continue to face in the modern era. 

Introduction 

Cooperative societies are organizations that operate on the principles of mutual help, self-

reliance, and democratic management. These societies have played an essential role in the 

socio-economic development of India, particularly in rural areas where they have addressed 

issues like poverty, inequality, and lack of access to resources. The cooperative movement in 

India, although inspired by Western models, has been deeply shaped by India’s unique socio-

political and economic needs. 

The roots of the cooperative movement in India can be traced back to the 19th century, during 

the British colonial era, when economic hardship and exploitation by moneylenders were 

widespread in rural areas. British administrators and social reformers recognized the need for 

cooperative structures to address these issues. 

After India gained independence in 1947, the government recognized the cooperative 

movement as a critical tool for rural development. The post-independence period witnessed 

significant legislative and policy reforms to promote and strengthen cooperatives.1 

Several key pieces of legislation helped foster the cooperative movement: 

 The Cooperative Societies Act, 1912: This Act was amended after independence to 

facilitate the formation of cooperatives and ensure their legal recognition. 

 The National Cooperative Development Corporation (NCDC) Act, 1962: The 

creation of the NCDC aimed at providing financial assistance to cooperatives in sectors 

like agriculture, marketing, and processing. 

                                                           
1 Singh, P., &Verma, D. (2023).Financial Sustainability of Multi-State Cooperative Societies: Issues and 

Solutions. Indian Journal of Cooperative Economics, 50(1), 34-48. 

https://mbsresearch.com/index.php/thering
https://mbsresearch.com/index.php/thering


 THE RING: An Interdisciplinary International Journal 

ISSN: 0035-5429 2083-3520 UGC CARE 1 Journal  

Vol. 46 Issue 01, April 2024, ISSN: 2632-7597 Impact Factor: 9.985 

https://mbsresearch.com/index.php/thering Email: mbsresearchp@gmail.com  

Double-Blind, Peer Reviewed, Refereed& Open Access International Journal   

 

70 https://mbsresearch.com/index.php/thering Email: mbsresearchp@gmail.com 

 

 The Multi-State Cooperative Societies Act, 2002: This Act provided a legal 

framework for cooperatives operating across multiple states and streamlined procedures 

for registration, governance, and operations. 

This paper explores the brief overview of the Multi State Cooperative Societies Act, 2002 and 

also analyse the issues and challenges faced by the MSCS Act, 2002. The paper also delves into 

their advancement, examining the various legislative and policy measures that have been 

implemented to protect and promote cooperatives after the implementation of this Act.1 

Issues and challenges 

After the implementation of MSCS Act, 2002 various obstacles regarding cooperative societies 

resolved while cooperatives have made significant progress in India, several legislative and 

policy challenges continue to hinder their full potential. 

The Multi-State Co-operative Societies Act, 2002 was enacted to govern co-operative 

societies that operate across more than one state in India. While it aimed to streamline 

operations and ensure uniformity in governance, the Act has faced several issues and 

challengesover the years. Here's a breakdown of the major concerns: 

1. Bureaucratic Delays and Regulatory Challenges 

Despite the establishment of the Central Registrar, there have been reports of bureaucratic 

delays and a lack of proper regulatory oversight in the registration and functioning of multi-

state cooperative societies as discussed under the chapter II of the MSCS Act, 2002. This 

inefficiency leads to delays in compliance, registration, and dispute resolution, which affects 

the smooth functioning of these societies. One of the significant impediments to the smooth 

functioning of multi-state cooperative societies (MSCS) is the presence of bureaucratic hurdles 

and regulatory inefficiencies. Despite the intention of the MSCS Act, 2002 to provide a 

streamlined framework, implementation faces several practical obstacles like,Inadequate 

Staffing and Resources, Delays in Registration and Approvals, Inconsistent Regulation, Poor 

Grievance Redressal Mechanism, Political and Administrative Interference, Over-

centralization etc. these issues are still needed to settle down for the growth of cooperative 

societies. 

2. Weak Governance and Lack of Professional Management 

A common issue in multi-state cooperatives is weak governance, with many societies still 

functioning on outdated and ineffective management practices. The absence of professional 

management and governance structures in many cooperatives makes them prone to corruption, 

mismanagement, and inefficiency. The cooperative sector often faces a lack of trained 

professionals, leading to challenges in achieving effective management.The governance 

structure of many Multi-State Cooperative Societies continues to face critical challenges, 

primarily due to weak institutional frameworks and the absence of professional expertise. While 

the MSCS Act, 2002, emphasizes democratic and autonomous functioning, real-world 

implementation often falls short such as Poor Board Accountability, Lack of Professionalism, 

                                                           
1Mishra, A., &Sahoo, S. (2016). "The Evolution of the Cooperative Law in India: Challenges and Opportunities." 

Journal of Indian Law and Society, 14(2), 120-135. 
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Limited Member Participation, Lack of Transparency and Internal Controls, No Separation of 

Ownership and Management, Resistance to Reforms etc.  

3. Political Interference 

Political interference is one of the most persistent and damaging challenges facing Multi-State 

Cooperative Societies (MSCS). While cooperatives are meant to be member-driven, democratic 

institutions, in practice, they are often dominated by political actors who use them for influence, 

patronage, or personal gain. Some of the issues regarding this are as like, Politicization of 

Boards, Misuse of Resources, Delay in Reforms and Governance Improvements, Reduced 

Member Trust, Undue Influence in Policy-making etc. these issues are still present with the 

MSCS Act, 2002 and needed some improvements. 

4. Financial Mismanagement 

Financial mismanagement is a recurring and serious issue in many Multi-State Cooperative 

Societies. Despite the regulatory provisions under the MSCS Act, 2002, weak internal controls, 

inadequate oversight, and lack of transparency contribute to irregularities in financial 

operations, often resulting in significant losses and erosion of public trust. There is lack of 

financial management like Poor Financial Controls and Oversight, Delayed or Inadequate 

Audits, Misuse of Member Funds, Lack of Transparency, Absence of Professional Financial 

Management, Loan Irregularities etc. There is need to improve in the above issue regarding 

financial management under MSCS Act, 2002. 

5. Outdated Legal Framework 

While the Multi-State Cooperative Societies Act, 2002 was progressive at the time of its 

enactment, many of its provisions have not kept pace with the evolving needs of the cooperative 

sector or broader developments in governance, technology, and finance. The legal framework 

now faces criticism for being inadequate, outdated, and ill-equipped to deal with modern 

challenges. There are various issues in MSCS Act, 2002 regarding legal framework likeLack 

of Technological Integration, Inadequate Provisions for Transparency and Accountability, 

Insufficient Protection for Members, Ambiguity in Regulatory Jurisdiction, No Provisions for 

Modern Business Practices and Weak Enforcement Mechanisms etc.1 

6. Lack of Capacity Building 

A major structural challenge facing Multi-State Cooperative Societies (MSCS) is the lack of 

investment in capacity building for both members and management. Cooperatives are unique 

institutions requiring a clear understanding of cooperative principles, democratic governance, 

financial literacy, and legal compliance. However, most societies function with limited human 

resource development, undermining their effectiveness, transparency, and sustainability. On the 

name of capacity building there are various lacks in the MSCS Act, 2002 like Inadequate 

Training for Board Members and Staff, Poor Awareness Among Members, No Structured 

Capacity-Building Programs, Lack of Digital and Technical Skills and Weak Institutional 

Support etc.  

                                                           
1Patel, M. (2022).Governance Challenges in Multi-State Cooperative Societies. Journal of Cooperative Studies, 

45(3), 78-92. 
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7. Inadequate Financial Oversight 

A major vulnerability in the Multi-State Cooperative Societies (MSCS) ecosystem is the lack 

of robust financial oversight mechanisms. Despite dealing with large sums of public money 

often through member contributions, deposits, and credit facilities many societies operate 

without stringent checks and balances, making them susceptible to fraud, misappropriation, and 

financial collapse. The main reasons of inadequate financial oversight under MSCS Act, 2002 

are Weak Audit Mechanisms, Central Registrar’s Limited Capacity, Non-Compliance with 

Reporting Norms, Lack of Real-Time Monitoring Tools and Overdependence on Internal 

Oversight etc.  

8. Limited Member Participation 

Active member participation is the cornerstone of any cooperative society. However, in the 

context of Multi-State Cooperative Societies (MSCS), one of the most pressing and overlooked 

issues is the lack of meaningful involvement of members in the governance, decision-making, 

and day-to-day functioning of the societies. This weakens the very democratic foundation on 

which cooperatives are built. There are limited participation of members due to Passive 

Membership Culture, Information Asymmetry, Exclusionary Practices, Lack of Democratic 

Engagement and Limited Education and Capacity Support. So there is need to improve in the 

participation of members under MSCS Act, 2002. 

9. Lack of Legal and Institutional Framework for Dispute Resolution 

A critical gap in the governance of Multi-State Cooperative Societies (MSCS) is the absence of 

an effective, independent, and accessible dispute resolution mechanism. While cooperatives are 

expected to resolve disputes internally or through the Registrar’s office, the current system is 

ill-equipped to handle the increasing volume and complexity of conflicts, leading to prolonged 

delays and lack of justice for members. There are some glitches in the MSCS Act, 2002 as like 

Overburdened and Underpowered Central Registrar, No Dedicated Cooperative Tribunals, 

Ambiguity in Jurisdiction, Limited Member Access to Justice, No Alternative Dispute 

Resolution (ADR) Mechanism etc.  

10. Cross-State Coordination Issues 

One of the major challenges facing Multi-State Cooperative Societies (MSCS) is the issue of 

cross-state coordination. Since MSCS operate across multiple states, they encounter significant 

legal, administrative, and logistical hurdles when managing operations, governance, and 

compliance in various jurisdictions. This often leads to confusion, delays, and inefficiencies in 

the functioning of cooperatives. 

While the MSCS Act, 2002 provides a uniform framework for cooperative societies, each state 

has its own set of cooperative laws, policies, and regulations that may not align with federal 

standards.This divergence leads to conflicting legal interpretations and operational 

inconsistencies, particularly when societies have branches or operations in multiple 

states.States often have different registration, compliance, and reporting requirements, which 

complicates the process of legal compliance for MSCS. Some other issues are also there as 

Divergence in State Laws, Bureaucratic Hurdles and Delays, Variation in Administrative 
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Support and Capacity, Disparities in Member Services, Difficulty in Enforcing Uniform 

Policies etc. 1 

Suggestive Legal Reforms 

Given the challenges mentioned above, the following key areas require urgent reform in 

cooperative laws to ensure the sector can thrive and contribute more effectively to India’s 

development: 

1. Modernizing the Legal Framework: 

Review and Revise Existing Legislation: Existing cooperative laws should be reviewed to 

address modern economic realities. The Cooperative Societies Act, 1912, and Multi-State 

Cooperative Societies Act, 2002, should be restructured to provide a more robust and 

comprehensive framework for cooperatives. 

Incorporation of New Forms of Cooperatives: The law should reflect the diverse forms 

of cooperatives that have emerged in recent years, such as consumer cooperatives, housing 

cooperatives, worker cooperatives, and credit unions. Each type of cooperative has unique 

needs that must be addressed in the legal framework.2 

2. Strengthening Governance Structures: 

Democratic Elections and Member Participation: Legal reforms should enforce strict 

guidelines to ensure that cooperatives operate democratically, with regular elections and 

active participation from all members. This would prevent external interference and foster 

greater ownership and accountability within cooperatives. 

Professional Management: Laws should mandate that cooperatives be managed by 

professionals with expertise in areas such as finance, operations, and governance. This 

would help improve the efficiency and effectiveness of cooperatives. 

Training and Capacity Building: The legal framework should include provisions for 

ongoing training of cooperative leaders and members to improve managerial skills, 

financial literacy, and understanding of cooperative principles. 

3. Reducing Political Interference: 

Separation of Politics from Cooperative Management: Laws should ensure that 

cooperatives remain free from political influence. By instituting clear boundaries between 

political activity and cooperative governance, the integrity of the cooperatives would be 

preserved. 

Appointment of Independent Oversight Committees: To prevent undue political 

influence, an independent regulatory body should be set up to oversee cooperative elections, 

governance, and financial operations. 

4. Enhanced Financial Oversight: 

                                                           
1Kumar, A., & Yadav, S. (2018).Implementation of MSCS Act: A Critical Analysis. Indian Cooperative Review, 

56(1), 45-59. 
2Bhatia, S. S. (2003).Cooperative Movement in India: Problems and Prospects. Deep & Deep Publications. 
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Stronger Auditing Mechanisms: Cooperative laws must mandate more robust auditing 

systems, ensuring regular financial audits and transparent accounting practices. This would 

help prevent mismanagement of funds and improve accountability. 

Regulation of Cooperative Banks: The financial regulation of cooperative banks should 

be made more stringent. This would ensure that cooperatives engaged in banking activities 

follow sound financial practices, ultimately safeguarding the interests of depositors and 

borrowers. 

5. Legal Protection for Members: 

Dispute Resolution Mechanisms: A reformed cooperative law should include clear 

provisions for dispute resolution. It should provide mechanisms for cooperative members 

to address grievances regarding management decisions, elections, or financial matters. 

Protection Against Exploitation: The legal framework should establish safeguards to 

prevent the exploitation of members, particularly in cases of mismanagement or financial 

fraud. It should also ensure that members' rights are protected when they face difficulties in 

accessing services or benefits from the cooperative.1 

6. Incentivizing Technological Integration: 

Support for Digital Transformation: Cooperative laws should encourage the adoption of 

modern technologies like blockchain for transparent record-keeping, mobile banking, and 

data management. Technological integration can help cooperatives streamline operations, 

reduce costs, and better serve their members. 

Government Support for Tech Adoption: The government should provide financial and 

technical support to cooperatives for the adoption of digital tools, especially in rural and 

remote areas. 

7. Electronic offices 

All files of the offices should be through electronic media. This lead to bringing out 

transparency in movement of file in all cooperative offices. Moreover, saving the most 

precious paper at all level in offices by declaring paperless offices. 

To further strengthen and protect cooperative societies in India, the following measures are 

recommended: 

1. Reforming Cooperative Laws 

The Cooperative Societies Act needs to be updated to ensure better governance, transparency, 

and efficiency. Legislation should focus on creating a clear framework for dispute resolution 

and capacity building for cooperatives.2 

2. Enhancing Financial Oversight 

Robust financial monitoring systems should be implemented to curb mismanagement and 

ensure accountability. Regular audits, stronger internal controls, and more transparency in 

operations can help prevent financial irregularities. 

                                                           
1Narayana, P. (2008).Cooperative Sector in India: Policies and Strategies. Oxford University Press. 
2Sharma, K. (2010). "Political Interference and the Functioning of Cooperatives in India." Journal of Political 

Economy, 14(4), 150-164. 
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3. Encouraging Technological Integration 

Cooperatives should be encouraged to adopt new technologies for digital transactions, data 

management, and communication to streamline operations. Government support for technology 

adoption would significantly improve the efficiency of cooperatives. 

4. Reducing Political Interference 

A strict separation between politics and cooperative management is essential. This can be 

achieved by enforcing laws that ensure the democratic election of cooperative leaders and 

minimizing political influence in cooperative affairs.1 

Conclusion 

The cooperative movement in India has come a long way since its inception during British rule. 

Through legislative measures, government support, and collective action, cooperatives have 

become an essential component of India's development, particularly in rural areas. However, 

political interference, financial mismanagement, and outdated legal frameworks continue to 

pose challenges. By addressing these issues and modernizing the cooperative sector, India can 

ensure that cooperatives remain a powerful tool for economic and social transformation in the 

future. 

 

 

                                                           
1Ministry of Cooperation, Government of India. (2021).Report on the Status of Multi-State Cooperative 

Societies. Government of India. 
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