‘SOCIAL CAPITAL FORMATION AND ITS IMPACT ON THE PERFORMANCE OF DISTRICT CENTRAL COOPERATIVE BANKS (DCCBs) IN KERALA’
Minor Research Project Report

Submitted to

UNIVERSITY GRANTS COMMISSION

By

SIJO JACOB V.

No. F. MRP/12th Plan/14-15/KLCA019 dt.10/12/2014

1.1 INTRODUCTION
Social capital would be conceived as a set of intangible circumstances such as values, norms, attitudes, trust and trustworthiness, social networks etc. which allow the society to perform more efficiently. Hanifan (1916) coined the concept of social capital almost one century ago. Many scholars considered social capital as a productive resource which arising from the social links among individuals. Social capital allows them to perform more efficiently and benefits them more than those enjoyed by members of other societies in which those social links does not exist or are weak. Even though Hanifan coined out the concept of social capital, its use by economists has been intensified only over the last few years to explain a variety of economic phenomena such as economic growth (Zak and Knack, 2001, Iyer et.al., 2005), labour productivity (Hall and Jones 1999) or the development of financial system (Ongena and Smith, 2000, Guiso et.al., 2004). Most of these scholars suggest that social capital has a significant influence on the potential performance of economies. 
1.2 REVIEW OF LITERATURE
In banking, a broad literature exists on particular types of social capital which originates and evolves between the financial institution itself and its customers. The repeated and long lasting transactions between a banker and its customers facilitates monitoring and screening and removes the problems of asymmetric information (Boot, 2000) and will lead to the generation of trust and positive attitude among them. The repeated interrelation between lender and borrower boosts their confidence on another and thus strengthens social ties and ultimately leading to an increase in social capital. The information advantage thus arising due to high social capital will benefit both the customer and the financial institution. The banks not only gain from the social capital generated throughout their relation with clients, but also from the social capital existing in the society. The social capital impacts many aspects of banking activity. The social capital provides a greater degree of information advantage to the bank (Ferrari, 2003) which will lead to lower information cost (Vega-Redondo, 2006), transaction cost and monitoring cost. In social capital intensive economies information requirement for both lender and the borrower are lower. There will be high trust intensive contracts between the bank and the customer in high social capital atmosphere.
A high social capital reduces risk premium and thus lowering financial and credit costs (Peterson and Rajan, 1995; Elyasiani and Goldberg, 2004). In social capital intensive societies the depositors will trust the banker and they believe that the banks will payback the deposited fund and the interests according to the terms and conditions laid and therefore will expect a low risk premium. On the other hand, the bank trust its borrowers and believe that they will repay the amount lent in accordance with the terms laid, which contributes to the reduction of risk premium. Both the above mentioned aspects thus lead to a lower financial cost, credit cost and reduce the loan losses due to reduction in the bad assets. Karlan (2004) points out that higher level of social capital lead to higher repayment and higher savings. Further in societies where social capital is more, the information gathering and processing are profitable for banks, hence loan cost will be low, which will lead to an increased loan supply and reduced credit rationing (Peterson and Rajan, 1995; Elyasiani and Goldberg, 2004). Social capital also encourages customers’ use of bank products. Guiso et. al. (2004) points out that when the level of social capital is low, households will invest larger share of their savings in low trust intensive assets such as cash and smaller shares in high trust intensive assets such as bank deposits, shares etc. and vice versa. Since the banking contracts can be considered as a confidence relationship in which the principal trust the agent, the social capital encourages customers’ use of high trust intensive assets such as bank products.
1.3 STATEMENT OF THE PROBLEM
From the review of existing literature on social capital, it is evident that, Social Capital comprises constructs that are inherently abstract and require subjective interpretation in their translation into operational measures. Such operational measures are invariably indirect surrogates of their associated constructs. Researchers have identified several dimensions such as generalized norms, trust, group characteristics, networks, cooperation and collective action, empowerment, volunteerism, honesty of officials, competence of officials. But they have different viewpoints and opinion with regard to the associated constructs for measuring social capital. The relevance of these dimensions is situational and varies from societies to societies and thus the measurement become more complex. The present research, attempts to study the cognitive social capital which has significant and direct impact on societal growth. 

Further, in Kerala, the studies on measuring social capital are scanty. Even though certain studies were conducted by some researchers particularly to measure the social capital among Self Help Groups, Kudumbasree Units etc.., an attempt to measure the social capital at household level or at village level are not so far carried on. It is in this context the present study attempts to measure the nature and level of social capital in Kerala. 

The existing literature on social capital unravels that; it acts as a productive resource by positively influencing the collective action and cooperation among people, education, health, performance of organizations and even the economic growth of a nation. More specifically, researchers argue that there are multiple paths exist by which social capital influences the banking activities and ultimately, bank efficiency especially the technical, pure technical and scale efficiency. From the research findings it is evident that social capital reduces information, transaction and monitoring costs, social capital reduces risk premium and thus lowering financial and credit costs, social capital reduces loan losses and social capital increases loan supply and diminishes rationing. Despite the close linkage between social capital and bank performance, there are hardly any studies on the role of social capital in improving the performance of banks in Kerala. It is in this context the present study attempts to measure the level of social capital in Kerala. The present study also aims at examining the impact of social capital on the performance of District Central Cooperative Banks (DCCBs) cooperative in Kerala. Here the DCCBs are selected because they take part in the process of formation of social capital in the society and makes use of the social capital existing in the society for their better performance.  
1.4 OBJECTIVES OF THE STUDY

2. To measure the level of generalized trust in Kerala.

3. To measure the level of mutual trust among people in Kerala.
4. To measure the level of people’s trust in institutions.

5. To measure the trustworthiness of people in Kerala.
6. To examine the impact of cognitive social capital on the performance of District Central Cooperative Banks (DCCBs) in Kerala.
1.5  SCOPE OF THE STUDY
The scope of this study is limited to the measurement of social trust in Kerala. The study also attempts to identify the impact of cognitive social capital on the performance of District Central Cooperative Banks (DCCBs) in Kerala.
1.6 RESEARCH DESIGN AND METHODOLOGY

The present study is a descriptive and exploratory one based on primary and secondary data. This study is built based on the studies conducted by Grootaert et.al. (2003), Narayan and Cassidi (2001) and Pastor and Emili (2006). The study used survey method to collect primary data. The secondary data were gathered from the official statistics of NAFSCOB Ltd., books, journals and websites.

1.6.1 POPULATION AND SAMPLE

The households in Kerala consists the population of the study. The study first divided the whole Kerala in to three zones (i.e. northern zone, central zone and southern zone) and randomly selected one district from each zone, i.e., Thiruvananthapuram from northern zone, Thrissur from central zone and Wayanad from southern zone. Further the research used convenient sampling technique and selected 100 households from each district. Thus the sample size for the study consists of 300 households. 
1.6.2 FIELD SURVEY AND QUESTIONNAIRE

The present study conducted with personal interviews with head of the households using a structured schedule which was developed by modifying an integrated questionnaire on social capital (S.C IQ) developed by Grootaert et al (2003). The questionnaire has two parts. The first part consists of the demographic profile of the respondents. The second parts measure the social trust. The study used four dimensions;

1.6.3 DEFINITION OF DIMENTIONS
	1
	Generalized Trust: It is the general trust exist among people

	2
	Trust in People: It is the people’s trust in neighbours, family members, police, village office staffs, panchayat office staffs etc..

	3
	 Trust in Institutions: It is the institutions trust in police station, village office, panchayat office, post office etc..

	4
	Trustworthiness: It identifies the reliability and dependability of people.


1.6.4 TOOLS USED FOR ANALYSIS

The present study used simple percentage analysis and descriptive analysis to evaluate the level of cognitive social capital in Kerala. The study also measures the level of cognitive social capital by ascertaining the level trust and formulated generalized trust index, index for trust in people, index for trust in institutions and index for trustworthiness and overall cognitive social capital index with the help of Grossman’s Index (1976)

	Index  =               

                 Actual Scores obtained from parameters   * 100      

                Maximum obtainable scores from parameters


The present study used the Kruscal Wallis Test statistics to test the hypothesis.

	H0 – There is no significant relationship between Social Trust (Generalized Trust, Trust in People, Trust in Institutions, Trustworthiness) and Demographic profile of respondents (Age, Gender, Educational Qualification, Occupation, Religion).

H1 – There is significant relationship between Social Trust (Generalized Trust, Trust in People, Trust in Institutions, Trustworthiness) and Demographic profile of respondents (Age, Gender, Educational Qualification, Occupation, Religion).


Further, to measure the impact of cognitive social capital on the performance of District Central Cooperative Banks (DCCBs) in Kerala, the study used Data Envelopment Analysis (DEA) and evaluated efficiency in DCCBs without considering social capital as an input variable and by considering social capital as an input variable and compared the differences in efficiency of DCCBs in Kerala. Traditionally the financial performance is measured using ratio analysis. But ratios cannot be considered as a clear cut indicator of a good or bad performance of an organization because of its serious inherent limitations (Yeh, 1996). Further, ratio analysis cannot deal with multiple input and output variables. To overcome these limitations, the present study employs Data Envelopment Analysis (DEA), a more sophisticated and dependable frontier based non parametric, mathematical linear programming technique and a widely used tool (Fethi and Pasiouras, 2009) to measure the intermediation efficiency in banks. It is also evident from the existing literature that numerous studies have been taking place on measurement of efficiency in banks using DEA all over the world (Oral & Yolalan, 1990, Conceicao, Portela & Thanassoulis, 2007, Pasiouras, Sifodaskalakis & Zopounidis, 2007, Giokas, 2008, Paradi, Rouattb & Zhu, 2010, Eken & Kale, 2011) but studies on the efficiency of Indian banks especially cooperative banks in India and particularly in Kerala are scanty.  Thus, the present study attempts to measures the technical, pure technical and scale efficiency in DCCBs in Kerala. Since banks are intermediaries between two lines of customers, in the first stage, the study employed an input oriented intermediation approach in DEA and measured the intermediation efficiency scores in fourteen DCCBs in Kerala for a period of ten years from 2006-07 to 2015-16 using the CCR and BCC models. The input oriented approach in DEA aims at reducing input amounts as much as possible by keeping the present level of output (Berger & Humphery, 1997). Then the study calculated the average TE and PTE for a period of ten years to analyze of performance of DCCBs in Kerala. The study constructed two DEA models. Model 1 considered loanable funds, i.e., deposits (Sathye, 2002, Das & Ghosh 2006) and borrowings and overdue as input variables and loans (Casu & Molyneux, 2003) and investments (Chen, 2001) as output variables. Model 2 considered loanable funds, borrowings and overdue and cognitive social capital as input variables and loans and investments as output variables. The present study used conducted all analysis using the DEAFrontier free software.
1.7 SOCIAL RELEVANCE OF THE STUDY

The present research aims to unravel the level of social capital existing in Kerala. Since social capital being a productive resource arising from the social link among individuals in the society, the present research will throw light on the ‘social efficiency’ in Kerala and even the overall ‘happiness’ of the people in Kerala. This research will also help to determine the dimensions of social capital, based on which the study can offer suggestions for the improvement of the level of social capital in Kerala. 

Cooperative banks are functioning based on the values of self help, self responsibility, democracy, equality, equity and solidarity. They are social enterprises formed by members for member welfare. These organizations aim at the development of rural areas of our country through the upliftment of the poor and marginalized groups in the society. Thus, an improvement in the performance of cooperative banks improves the socio economic conditions of rural India. 

This research is based on the assumption that the social capital has a positive impact on the performance of cooperative banks. Thus, an increase in the level of social capital punter the performance of cooperative banks which in turn helps to improve the level of ‘access to finance’ to the society. Further, the improvement in the performance of cooperative banks in Kerala will improve the performance of total banking system in Kerala which in turn benefits the government, local bodies and society at large. This ultimately contributes to the economic growth and development of our nation.
 1.8 FINDINGS, SUGGESTIONS AND CONCLUSION

The present study is proposed to measure the level of social capital in Kerala and to examine the impact of social capital on the performance of District Central Cooperative Banks (DCCBs) in Kerala. The proposed research will particularly study state of social efficiency in Kerala by measuring the social capital in Kerala and its positive impact on the performance of banking system in Kerala.
The research specifically studied cognitive social capital by considering social trust as a proxy of the same. The findings unravels that, the overall cognitive social capital index in Kerala is only 66.36 percent. The generalized trust index is 68.85 percent, mutual trust index is 61.04 percent, trust in institutions index is only 60.55 and trustworthiness index is 75 percent. The study further finds that TE and PTE scores of DCCBs in Kerala in model 2 are higher than the TE and PTE scores in model 2. From this, it is evident that social capital existing in the society has a positive influence on the gross efficiency and managerial efficiency of DCCBs in Kerala. So the managements of cooperative banks have to take appropriate steps to boost the formulation of social capital in the society.
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