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This dissertation seeks to provide novel perspectives on the operations of cooperative banks within
developing economies, particularly in the face of dynamic market and environmental conditions.
It aims to address the existing research gap by thoroughly investigating the performance of
cooperative banks in Sri Lanka, with a focus on recent developments. The study encompasses
various aspects, beginning with an analysis of the productivity of cooperative banks amidst
changing market dynamics and environmental factors, including the impact of the COVID-19
pandemic. Furthermore, it delves into the examination of branch performance disparities and the
influence of branch managers on overall branch performance. Lastly, the dissertation scrutinizes
the wage structure within cooperative banks, with specific attention to identifying and

understanding any gender-based wage disparities and their underlying causes.

Although cooperative banks are not as widespread in Asia, they hold considerable
importance in Sri Lanka, where more than 30% of the population relies on financial cooperatives.
Among the various types of cooperative banks, Cooperative Rural Banks (CRBs) stand out as the
most financially stable. These CRBs operate within Multi-purpose Cooperative Societies
(MPCSs), which are comprehensive cooperative organizations encompassing multiple business
entities. These entities include CRBs, retail shops, fuel stations, and communication centers,
working together under the umbrella of MPCSs. CRBs operate on a small scale, typically
consisting of four to five employees, including a branch manager. The branches are confined to
specific territories defined by the MPCS. These Cooperative Rural Banks operate as membership-
based financial institutions, catering to the credit requirements of the agricultural sector and small
and medium enterprises, which conventional commercial banks often hesitate to serve. In the past

decade, CRBs have faced competition from microfinance institutions. Additionally, they have had



to adhere to a regulation imposed by the Central Bank, which aimed to provide assistance to

individuals and businesses affected by the COVID-19 pandemic.

Chapter 2 of the dissertation introduces a novel study that addresses the limitations of
previous research on cooperative bank performance. Existing literature in this field has
predominantly utilized a non-parametric approach, focusing on a single performance measure and
lacking productivity decompositions. In order to bridge this gap, the present study employs
stochastic input distance function estimations, which offer the advantage of handling multiple
outputs and enabling the decomposition of productivity in Sri Lankan cooperative banks. This
study's innovation lies in its utilization of the input distance function approach with multiple
outputs, allowing for a comprehensive analysis of cooperative bank productivity and an empirical
examination of the impact of government regulations related to the Covid-19 pandemic on their

performance in emerging Asian economies.

The study's findings reveal a decline in technical efficiency (TE) and a substantial decrease
in total factor productivity (TFP) within CRBs from 2016 to 2020. The decomposition analysis
highlights scale change (SC) as the most significant and prominent contributing factor. This can
be attributed to two main reasons. Firstly, the entry of private financial institutions into the market
post-2010 led to a reduction in the scope of CRB operations as they attracted CRB customers.
Secondly, the government's policy of interest and debt relief for a period of two to six months in

early 2020 had a particularly adverse impact on CRB operations.

The overall variation in technological change (TC) in banking operations was minimal,
indicating a lesser role played by technology. Throughout the entire sample period, technical
efficiency (TEC) remained negative, with a notable impact observed from the middle of the

sampling period. Increased operational expenses and a higher non-performing loan ratio (NPLR)
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were identified as the main contributing factors. These findings support some of the general
recommendations, suggesting that government intervention in CRB operations should align more
closely with market dynamics. Additionally, CRBs should focus on incorporating advanced
technology and implementing comprehensive human resources development to enhance their

performance and ensure efficient service delivery.

Chapter 3 of the dissertation presents the second study, which aims to investigate the
factors influencing branch performance and the ability of the company to accurately evaluate the
contributions of branch managers and provide them with suitable rewards. This study incorporates
two key research elements to address these inquiries. The first element focuses on the impact of
managers on branch productivity, commonly referred to as the "manager effect" in the literature.
It examines how the actions and capabilities of managers influence the overall productivity of a
branch. The second element explores the reasons behind spatial variations in productivity, known
as the "branch effect." It suggests that certain branch-specific, time-invariant factors contribute to
disparities in productivity among branches. These spatial productivity differences can be attributed
to two factors: agglomeration economies, which result from the concentration of economic
activities in specific regions, and the self-selection of highly productive workers and firms in larger

cities.

In the context of CRB branches, each branch operates within a designated territory and is
restricted from serving clients from other territories. Furthermore, branches predominantly hire
workers from the local area and do not transfer employees to other branches, except for branch
managers. These characteristics shape the unique dynamics and constraints within CRB branches.

This specific research design is employed to investigate the influence of both the manager effect



and branch effect on branch performance, using profit per worker and NPLR (Non-Performing

Loan Ratio) as the key outcomes.

The primary objective of the study is to determine the variances of the manager effect and
the branch effect. To accomplish this, a Mixed effect model is utilized, which directly estimates
these variances. In this model, these effects are considered random variables rather than fixed
parameters. Following the main estimation to obtain the individual manager effects and branch
effects, the Best Linear Unbiased Estimator is applied. Additionally, the estimated manager effects
are used in subsequent analyses to assess their impact on managers' salaries and the likelihood of
being assigned to better-performing branches. The results highlight the significance of managerial
skills, even in the face of considerable variations in local conditions across branches. According
to the findings, a considerable portion of the variance in branch profit per worker (35%) and
branch-level NPLR (45%) can be attributed to the impact of managers. It is noteworthy that
branch-specific factors account for a larger percentage (69%) of the variation in branch profit per
worker, while a smaller percentage (41%) is attributed to these factors for NPLR. However, the
study reveals no evidence indicating that branch managers are rewarded based on their individual
contributions through salary increases. Instead, they are rewarded solely based on the overall
performance of their branches. Nevertheless, managers who successfully enhance profit per
worker are rewarded with better branch assignments. A one standard deviation improvement in
manager effects would increase the probability of being assigned to the top quartile branches by
8.7%. On the other hand, managers who effectively reduce NPLR do not receive similar rewards,
possibly because CRBs have become more profit-oriented in recent decades while monitoring

NPLR primarily aims to comply with government regulations.



The third study in the dissertation, discussed in Chapter 4, aims to examine the existence
of a gender pay disparity among employees in cooperative banks, identify the contributing factors,
and uncover any discernible patterns. The study's key findings can be summarized as follows.
Firstly, the research affirms the presence of a gender-based wage gap, even within an organization
where women make up the majority of the workforce. Based on the raw data, there is a 6.7%

difference in wages between genders in CRBs.

Further estimation results reveal that human capital variables can only account for 1.3% of
this wage gap, whereas factors such as tenure and potential experience demonstrate significant
effects. The job level also emerges as a noteworthy factor, explaining 1.9% of the gender wage
gap. Additionally, the study finds that within different job levels, there is a significant wage gap,
particularly at higher levels. The second finding of the study highlights the influence of the
proportion of women in the workplace on the gender wage gap. It suggests that a higher
representation of women in a given workplace tends to be associated with a smaller wage gap

between genders.

In summary, to stay competitive, CRBs need to prioritize efficient service delivery by
enhancing HRM practices and adopting innovative technologies. While managers' impact on
branch performance is crucial, their compensation doesn't fully reflect their true contributions,
which are only evident in the branch's overall performance. It seems that higher-performing
managers are assigned to successful branches, resulting in increased profits. Despite having a
higher proportion of female employees, CRBs still experience a notable gender wage gap.
Nevertheless, there is a positive trend as the gender wage gap appears to decrease with a higher

representation of female workers in branches.



