
 
Copyright ©Gopakumaran Nair. B. et al. This is an open access article distributed under the Creative Commons Attribution License, which per-

mits unrestricted use, distribution, and reproduction in any medium, provided the original work is properly cited. 
 

 

International Journal of Accounting and Economics Studies, 12 (6) (2025) 195-202 
 

International Journal of Accounting and Economics Studies 
 

Website: www.sciencepubco.com/index.php/IJAES  

https://doi.org/10.14419/9hc6ar42 
Research paper 

 

 

 

 

Compliance Culture in Urban Co-Operative Banks:  

Challenges and Strategies 
 

Gopakumaran Nair. B. 1 *, K. Alamelu 2, AV. Karthick 3 

 
1 Ph.D Research Scholar (Part-Time), Department of Banking Management,  

Alagappa University, Karaikudi 
2 Senior Professor, Department of Banking Management, Alagappa University, Karaikudi 

3 Teaching Assistant, Department of Computational Logistics, Alagappa University, Karaikudi 

*Corresponding author E-mail: bgopakumarannair@gmail.com 

 

Received: July 27, 2025, Accepted: September 25, 2025, Published: October 6, 2025 
 

 

Abstract 
 

Urban Co-operative Banks (UCBs) serve as vital financial intermediaries for urban and semi-urban populations, particularly lower and 

middle-income segments. However, these institutions face significant challenges in maintaining robust compliance frameworks within an 

increasingly complex regulatory environment. This study examines compliance culture across five critical dimensions through empirical 

analysis of 232 UCB employees in Maharashtra. The research employs agency theory and institutional theory frameworks to understand 

compliance behavior patterns. Key findings reveal strong leadership commitment (88% positive responses) and employee awareness, but 

critical gaps in accountability enforcement (41% reporting inconsistent accountability), fear-based reporting barriers (36% experiencing 

retaliation concerns), and insufficient recognition systems (45% lacking adequate compliance rewards). The study contributes to compli-

ance literature by providing empirical evidence of the disconnect between compliance awareness and implementation effectiveness in 

cooperative banking institutions. Strategic recommendations include implementing transparent accountability mechanisms, establishing 

confidential reporting systems, developing structured incentive programs, and creating continuous policy update frameworks. 
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1. Introduction 

Urban Co-operative Banks occupy a distinctive position in India's financial ecosystem, serving approximately 86 million account holders 

across 1,540 institutions as of March 2024 (RBI, 2024). These institutions combine cooperative principles of social welfare with com-

mercial banking objectives, primarily addressing financial inclusion gaps in urban and semi-urban regions. However, recurring instances 

of governance failures, regulatory violations, and operational lapses have undermined public confidence in the UCB sector. 

Compliance culture, defined as the collective values, beliefs, and behaviors that promote adherence to legal and regulatory standards 

(Basel Committee, 2005), represents a critical determinant of institutional sustainability. Unlike mere rule-following, a robust compli-

ance culture embeds ethical decision-making into organizational DNA, creating proactive risk management capabilities rather than reac-

tive control mechanisms. 

The challenge is further compounded by the heterogeneous nature of the urban co-operative banking sector itself. These institutions vary 

dramatically in size, geographical reach, technological sophistication, and management capability. What constitutes a feasible compli-

ance strategy for a large, multi-state urban co-operative bank may prove entirely impractical for a smaller, single-district institution. This 

diversity necessitates nuanced, contextually appropriate approaches to building compliance culture rather than one-size-fits-all solutions. 

The regulatory landscape for UCBs has evolved significantly following the 2020 Banking Regulation Amendment Act, which brought 

UCBs under enhanced RBI supervision. This transformation demands a fundamental shift from compliance-as-obligation to compliance-

as-competitive-advantage. The sector's dual regulatory structure, with RBI overseeing banking operations while state governments han-

dle administrative matters, creates additional complexity requiring sophisticated compliance frameworks. 

Recent research indicates that compliance culture significantly impacts financial performance, with banks demonstrating strong compli-

ance frameworks showing 15-20% lower operational risk losses compared to their peers (Singh & Roy, 2023). However, empirical stud-

ies examining compliance culture specifically within the UCB context remain limited, particularly regarding the behavioral and organiza-

tional factors that influence compliance effectiveness. 

This study addresses three critical research gaps: First, the lack of empirical measurement of compliance culture dimensions within 

UCBs; second, insufficient understanding of implementation challenges versus awareness levels; and third, the absence of context-

specific strategies for strengthening compliance frameworks in cooperative banking institutions. 

http://creativecommons.org/licenses/by/3.0/
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2. Theoretical Framework 

2.1. Agency theory perspective 

Agency theory provides a foundational lens for understanding compliance challenges in UCBs. The separation between ownership (co-

operative members) and management creates potential conflicts of interest, where managers may prioritize short-term gains over long-

term compliance obligations (Jensen & Meckling, 1976). In UCBs, this separation is further complicated by democratic governance 

structures where multiple stakeholders influence decision-making processes. 

The theory suggests that effective compliance cultures emerge when appropriate monitoring mechanisms and incentive structures align 

managerial behavior with stakeholder interests. However, UCBs face unique challenges in implementing such mechanisms due to re-

source constraints and governance complexities inherent in cooperative structures. 

2.2. Institutional theory framework 

Institutional theory explains how organizations adopt practices to gain legitimacy within their operating environment (DiMaggio & Pow-

ell, 1983). For UCBs, compliance behaviors are driven not only by regulatory requirements but also by the need to maintain legitimacy 

among depositors, regulators, and the broader financial system. 

The theory identifies three institutional pressures: coercive (regulatory mandates), mimetic (copying successful institutions), and norma-

tive (professional standards). UCBs experience all three pressures simultaneously, creating a complex institutional environment that 

shapes compliance culture development  

3. Literature review and theoretical synthesis 

3.1. Evolution of compliance research 

Early compliance research focused primarily on rule-based approaches, viewing compliance as a mechanical process of following pre-

scribed procedures (Parker & Nielsen, 2011). However, contemporary scholarship recognizes compliance as a complex organizational 

phenomenon influenced by cultural, structural, and behavioral factors. 

Recent studies in the Indian banking context reveal significant variations in compliance effectiveness across different institutional types. 

Public sector banks demonstrate higher compliance scores (78%) compared to private banks (71%) and cooperative banks (62%) accord-

ing to RBI's supervisory assessments (Khan & D'Souza, 2024). These variations suggest that institutional characteristics significantly 

influence compliance outcomes. 

3.2. UCB-specific compliance challenges 

Research specific to UCBs identifies several unique challenges that differentiate these institutions from commercial banks. Mehta et al. 

(2022) analyzed 45 UCBs across western India and found that smaller institutions (asset size < ₹500 crores) faced disproportionate com-

pliance burdens, with compliance costs representing 3-4% of operating expenses compared to 1.5-2% for larger UCBs. 

Patil and Iyer (2023) conducted an in-depth analysis of human resource practices in 32 UCBs, revealing that 68% lacked dedicated com-

pliance departments, while 73% had unclear role definitions for compliance responsibilities. Their findings highlight the structural defi-

ciencies that impede compliance culture development. 

Singh and Roy (2023) examined technology adoption patterns across 78 UCBs, demonstrating a strong correlation (r = 0.72, p < 0.001) 

between IT infrastructure sophistication and compliance performance. Banks utilizing Core Banking Solutions showed 40% fewer regu-

latory violations compared to those relying on manual processes. Karthick and Alamelu (2024) analyzed that leveraging multiple tech-

nologies enables companies to streamline operations and reach their key targets more effectively. 

3.3. Theoretical gaps and contributions 

The existing literature reveals several theoretical gaps that this study addresses. First, previous research has predominantly focused on 

compliance outcomes rather than the underlying cultural factors that drive these outcomes. Second, most studies treat compliance as a 

binary concept (compliant vs. non-compliant) rather than examining the gradations of compliance effectiveness. Third, limited research 

has applied established organizational theories to understand compliance culture in cooperative banking contexts. 

This study contributes to the literature by:  

(1) providing empirical measurement of compliance culture dimensions using validated constructs,  

(2) examining the relationship between compliance awareness and implementation effectiveness, and  

(3) developing context-specific theoretical insights for cooperative banking institutions. 

4. Research Methodology 

4.1. Research design and philosophical approach 

The research utilizes a quantitative survey approach as its primary data collection method, designed specifically to assess and analyze 

various dimensions of compliance culture within the organizational context. The study's cross-sectional design enables researchers to 

capture a snapshot of compliance culture perceptions at a single, defined moment in time, facilitating the comparison of attitudes and 

practices across different UCB (Urban Cooperative Bank) institutions simultaneously. 

The positivist paradigm underpinning this research assumes that compliance culture can be measured objectively through structured in-

struments, allowing for statistical analysis and generalizable findings. By adopting a survey methodology, the study systematically gath-

ers standardized data from respondents across multiple banking institutions, ensuring consistency in measurement while accommodating 

the scale necessary to draw meaningful conclusions.  
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4.2. Sampling framework and data collection 

Population and Sampling Strategy: 

The target population consists of UCB employees across different hierarchical levels in Maharashtra state. Maharashtra was selected due 

to its significant UCB presence (341 institutions managing 23% of total UCB assets nationally) and diverse institutional characteristics 

ranging from small community banks to large multi-branch operations. 

Sampling Technique: 

A stratified random sampling approach was employed to ensure representative coverage across: 

• Institution size (Small: <₹100 crores, Medium: ₹100-500 crores, Large: >₹500 crores assets) 

• Employee levels (Junior officers, Middle management, Senior management) 

• Functional areas (Operations, Credit, Compliance, Internal Audit) 

Sample Size Determination: 

Using Cochran's formula with a 95% confidence level and 5% margin of error, the required sample size was calculated as 196. The final 

sample of 232 employees (response rate: 77.3%) exceeded this requirement, providing adequate statistical power for analysis. 

Data Collection Process: 

Data was collected over 3 months (January-March 2024) through structured questionnaires administered both physically and digitally. 

Participation was voluntary, with anonymity assured to encourage honest responses about potentially sensitive compliance issues. 

4.3. Research instrument 

The survey instrument comprised 10 items measuring five compliance culture dimensions, based on established frameworks from the 

Basel Committee (2005) and adapted for the UCB context: 

1) Tone from the Top (2 items): Senior management communication and visible involvement 

2) Responsibility and Accountability (2 items): Employee commitment and violation consequences 

3) Communication (2 items): Fear-free reporting and management feedback 

4) Incentive Systems (2 items): Performance evaluation integration and recognition programs 

5) Forward-looking Approach (2 items): Risk identification, proactiveness, and policy updates 

6) Each item utilized a 5-point Likert scale (1=Never, 2= Occasionally, 3=Sometimes, 4=Often, 5=Always) to measure frequency of 

specific compliance behaviors. 

4.4. Validity and reliability 

Content Validity: 

The instrument was reviewed by three compliance experts and two UCB senior managers to ensure relevance and clarity of items. 

Construct Validity: 

Exploratory factor analysis confirmed the five-dimensional structure, with factor loadings ranging from 0.68 to 0.89. 

Reliability: 

Cronbach's alpha coefficients ranged from 0.72 to 0.85 across dimensions, indicating acceptable internal consistency. 

4.5. Data analysis approach 

Data analysis involved descriptive statistics, frequency distributions, and cross-tabulation analysis. Responses were converted to percent-

ages for interpretation, with "Often" and "Always" responses combined to indicate positive compliance culture indicators, while "Never," 

"Occasionally," and "Sometimes" responses were treated as areas requiring improvement. 

4.6. Ethical considerations and limitations 

Ethical Approval: 

The study received approval from the institutional ethics committee, with informed consent obtained from all participants. 

Limitations: 

• Geographic limitation to Maharashtra may restrict generalizability to other regions 

• Self-reported data may suffer from social desirability bias 

• Cross-sectional design limits causal inference 

• Voluntary participation may create selection bias toward compliance-conscious employees. 

5. Results and Analysis 

5.1. Sample demographics 

Characteristic 
Frequency Percentage 

Institution Size 

Small (<₹100 cr) 89 38.4% 

Medium (₹100-500 cr) 95 40.9% 
Large (>₹500 cr) 48 20.7% 

Employee Level   

Junior Officers 134 57.8% 

Middle Management 73 31.5% 

Senior Management 25 10.7% 
Experience (Years)   

<5 years 98 42.2% 
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5-15 years 89 38.4% 

>15 years 45 19.4% 

Source: Primary Data. 

5.2. Compliance culture dimension analysis 

5.2.1. Tone from the top 

Aspect Always Often Sometimes Occasionally Never PositiveResponse* 

Management communicates compliance importance 70% 18% 6% 5% 1% 88% 

Senior leadership is visibly involved in compliance 76% 13% 10% 1% 0% 89% 

Source: Primary Data. 

*Positive Response = Always + Often. 

 

Senior management demonstrates a strong commitment to compliance communication, and visible involvement. However, the 11-12% of 

respondents indicating less frequent engagement suggests potential gaps in consistent leadership messaging across all organizational 

levels. 

5.2.2 Responsibility and accountability 

Aspect Always Often Sometimes Occasionally Never Positive Response 

Employee commitment to compliance responsibilities 79% 16% 4% 1% 0% 95% 

Employees held accountable for violations 47% 12% 23% 10% 8% 59% 

Source: Primary Data. 

 

While employee commitment to compliance is exceptionally high (95%), accountability enforcement shows significant weakness, with 

only 59% positive responses. The 41% gap between awareness and enforcement represents a critical vulnerability in the compliance 

framework. 

5.2.3. Communication flow 

Aspect Always Often Sometimes Occasionally Never Positive Response 

Employees raise concerns without fear 44% 20% 21% 12% 3% 64% 

Management provides feedback on issues 74% 12% 9% 4% 1% 86% 

Source: Primary Data. 

 

A significant disconnect exists between management's feedback provision (86% positive) and employees' comfort in raising concerns 

(64% positive). The 36% fear-based reporting barrier indicates serious trust and psychological safety issues. 

5.2.4. Incentive systems 

Aspect Always Often Sometimes Occasionally Never Positive Response 

Compliance in performance evaluations 63% 11% 18% 5% 3% 74% 

Recognition for compliance adherence 39% 16% 25% 13% 7% 55% 

Source: Primary Data. 

 

While compliance is reasonably well-integrated into performance evaluations (74%), recognition and rewards remain insufficient (55%). 

This 19-percentage-point gap suggests misaligned incentive structures that may undermine long-term compliance motivation. 

5.2.5. Forward-looking approach 

Aspect Always Often Sometimes Occasionally Never Positive Response 

Proactive risk identification by employees 68% 14% 11% 5% 2% 82% 

Regular policy and training updates 67% 22% 9% 2% 0% 89% 

Source: Primary Data. 

 

UCBs demonstrate strong forward-looking capabilities with high scores for both proactive risk identification (82%) and policy updates 

(89%). This represents the strongest dimension in the compliance culture framework. 

5.3. Institutional size analysis 

Dimension Small UCBs Medium UCBs Large UCBs 

Tone from the Top 85% 89% 92% 

Accountability 52% 61% 68% 
Communication 61% 73% 79% 

Incentives 58% 66% 74% 

Forward-looking 83% 86% 89% 

Source: Primary Data. 

 

Larger UCBs consistently outperform smaller institutions across all dimensions, with the most significant gaps in accountability en-

forcement and communication systems. This suggests resource-dependent compliance capabilities. 
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6. Discussion of Findings 

6.1. Theoretical implications 

The findings provide empirical support for both agency theory and institutional theory predictions regarding compliance behavior in 

cooperative banking. The significant gap between compliance awareness (95%) and accountability enforcement (59%) aligns with agen-

cy theory's prediction of monitoring challenges in organizations with dispersed ownership structures. 

From an institutional theory perspective, the strong performance in "tone from the top" and "forward-looking approach" dimensions re-

flects coercive and normative institutional pressures from regulators and professional standards. However, the weaker performance in 

communication and incentive systems suggests that mimetic pressures (copying best practices from other institutions) may be less effec-

tive in the UCB sector. 

6.2. Practical implications 

The research reveals a "compliance culture paradox" in UCBs: high awareness combined with implementation gaps. This suggests that 

traditional compliance approaches focusing on training and communication are necessary but insufficient for creating effective compli-

ance cultures. 

The size-based performance variations indicate that smaller UCBs may require different compliance strategies compared to larger institu-

tions. Resource constraints prevent smaller UCBs from implementing sophisticated compliance systems, necessitating regulatory support 

and shared service models. 

6.3. Root cause analysis of key challenges 

Accountability Enforcement Gaps: The weak accountability scores (59%) likely stem from several interconnected factors: 

• Cultural factors: Cooperative banking's community-oriented culture may conflict with strict disciplinary measures 

• Resource constraints: Limited HR capabilities to investigate and process compliance violations 

• Governance complexity: Multiple stakeholder involvement in decision-making processes may dilute accountability 

Fear-Based Reporting Barriers: The 36% of employees experiencing retaliation concerns reflects: 

• Hierarchical structures: Traditional banking hierarchies that discourage upward communication 

• Small organization dynamics: Difficulty maintaining anonymity in close-knit community banks 

• Inadequate protection mechanisms: Lack of sophisticated whistleblower protection systems 

Limited Recognition Systems: The insufficient compliance recognition (55%) indicates: 

• Resource allocation: Priority given to business performance over compliance behavior 

• Measurement challenges: Difficulty in quantifying and rewarding preventive compliance actions 

• Cultural misalignment: Compliance viewed as a cost center rather than a value creator 

7. Strategic Recommendations 

7.1. Immediate priority actions (0-6 months) 

Establish Transparent Accountability Frameworks 

• Implement standardized violation investigation procedures 

• Create compliance violation databases with trend analysis capabilities 

• Develop graduated disciplinary action guidelines with clear escalation protocols 

• Establish peer review mechanisms for accountability decisions 

Create Safe Reporting Mechanisms 

• Deploy anonymous digital reporting platforms accessible via mobile devices 

• Establish external ombudsman services for serious compliance concerns 

• Implement strict non-retaliation policies with regular monitoring 

• Conduct quarterly "listening sessions" with employee representatives 

Develop Structured Recognition Programs 

• Create "Compliance Champion" awards with monetary and non-monetary benefits 

• Integrate compliance metrics into variable compensation structures 

• Establish peer nomination systems for compliance recognition 

• Publicize compliance success stories through internal communications 

7.2. Medium-term strategic initiatives (6-18 months) 

Enhance Communication Systems 

• Implement multi-channel communication strategies (digital, print, face-to-face) 

• Develop compliance communication calendars with regular updates 

• Create compliance knowledge sharing platforms 

• Establish compliance committees at branch levels 

Strengthen Policy Management Frameworks 

• Implement automated policy update distribution systems 
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• Create policy impact assessment procedures 

• Develop scenario-based training modules using real case studies 

• Establish regulatory change monitoring and alert systems 

7.3. Long-term transformation initiatives (18+ months) 

Digital Compliance Infrastructure Development 

• Invest in integrated compliance management systems 

• Implement automated risk monitoring and alerting capabilities 

• Develop predictive compliance analytics using artificial intelligence 

• Create digital compliance training platforms with personalized learning paths 

Governance Structure Reforms 

• Establish independent compliance committees with external experts 

• Implement compliance officer certification programs 

• Create compliance culture measurement and benchmarking systems 

• Develop board-level compliance reporting dashboards 

7.4. Resource-conscious solutions for smaller UCBs 

Shared Service Models: 

• Develop regional compliance service centers serving multiple small UCBs 

• Create compliance outsourcing partnerships with specialized service providers 

• Establish cooperative compliance training consortia 

• Implement cloud-based compliance platforms with shared costs 

Regulatory Support Mechanisms: 

• Advocate for differential compliance expectations based on institution size 

• Develop simplified compliance frameworks for smaller institutions 

• Create regulatory sandbox environments for testing new compliance approaches 

• Establish mentoring programs pairing larger and smaller UCBs 

8. Generalizability and Context Considerations 

8.1. Regional applicability 

While this study focuses on Maharashtra, the findings likely have broader applicability across Indian UCBs due to: 

• Regulatory uniformity: All UCBs operate under identical RBI regulations 

• Structural similarities: Cooperative banking principles and governance structures are consistent nationally 

• Technology adoption patterns: Similar digitization challenges exist across regions 

However, regional variations may exist in: 

• Cultural factors: Different states may have varying cooperative movement traditions 

• Economic development levels: More developed regions may have better technological infrastructure 

• Regulatory capacity: State-level regulatory capabilities may vary significantly 

8.2. Institutional type considerations 

The findings may also apply to other cooperative financial institutions with similar characteristics: 

• Primary Agricultural Credit Societies (PACS): Similar governance challenges and resource constraints 

• State Cooperative Banks: Comparable regulatory complexity and stakeholder diversity 

• Multi-State Cooperative Banks: Similar scale and operational challenges 

However, adaptations would be needed for: 

• Commercial banks: Different ownership structures and resource availability 

• Non-banking financial companies: Distinct regulatory frameworks 

• Microfinance institutions: Different target markets and operational models 

8.3. Temporal considerations 

The study's findings reflect the post-2020 regulatory environment following the Banking Regulation Amendment Act. Future applicabil-

ity depends on: 

• Regulatory evolution: Continued changes in RBI oversight and requirements 

• Technology advancement: Digital transformation pace in the cooperative sector 

• Market dynamics: Competitive pressures and consolidation trends 
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9. Limitations and Future Research Directions 

9.1. Study limitations 

Methodological Constraints: 

• Cross-sectional design limits causal inference about compliance culture development 

• Self-reported data may be subject to social desirability bias 

• Geographic limitation to one state restricts national generalizability 

• Voluntary participation may create selection bias toward compliance-conscious employees 

Measurement Limitations: 

• Compliance culture measured through perceptions rather than objective outcomes 

• Binary classification of responses may miss nuanced compliance behaviors 

• Limited exploration of cultural and contextual factors influencing compliance 

Scope Limitations: 

• Focus on employee perceptions without including customer or regulator perspectives 

• Limited examination of the financial performance implications of compliance culture 

• Insufficient analysis of technological factors influencing compliance effectiveness 

9.2. Future research opportunities 

Longitudinal Studies: 

• Multi-year studies tracking compliance culture evolution following interventions 

• Investigation of compliance culture development patterns in newly established UCBs 

• Analysis of compliance culture changes during crisis periods 

Comparative Research: 

• Cross-regional studies comparing compliance cultures across different states 

• Comparative analysis between UCBs and commercial banks 

• International comparisons with cooperative banks in other countries 

Methodological Innovations: 

• Mixed-methods research combining quantitative surveys with qualitative interviews 

• Behavioral experiments examining actual compliance decisions 

• Network analysis of compliance communication flows within organizations 

Specialized Focus Areas: 

• Technology's role in shaping compliance culture 

• Customer trust implications of different compliance approaches. 

10. Conclusion 

This study provides comprehensive empirical evidence of compliance culture strengths and weaknesses within Urban Co-operative 

Banks, revealing a significant "implementation gap" between compliance awareness and effective enforcement. While UCBs demon-

strate strong leadership commitment and forward-looking capabilities, critical deficiencies in accountability enforcement, communication 

safety, and recognition systems threaten long-term compliance sustainability. 

The research contributes to academic literature by applying established organizational theories to the cooperative banking context and 

providing validated measurement instruments for compliance culture assessment. Practically, the findings offer a roadmap for UCBs to 

strengthen their compliance frameworks through targeted interventions addressing identified weaknesses. 

The study's strategic recommendations emphasize the need for differentiated approaches, recognizing resource constraints faced by 

smaller UCBs while maintaining regulatory standards. Implementation success will require coordinated efforts involving individual insti-

tutions, industry associations, and regulatory authorities. 

Future research should explore the causal relationships between compliance culture dimensions and financial performance outcomes, 

examine the effectiveness of recommended interventions through longitudinal studies, and investigate how technological advancement 

can support compliance culture development in resource-constrained environments. 

As India's financial sector continues evolving toward greater digitization and regulatory sophistication, UCBs that successfully build 

robust compliance cultures will be better positioned to serve their communities while maintaining regulatory confidence and operational 

sustainability. The pathway forward requires balancing cooperative principles with professional compliance practices, ensuring that these 

vital financial institutions continue contributing to India's financial inclusion objectives. 
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