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tNTRODUCT!ON 

Agriculture has not so far been given the attention it 

deserves, though more than ?2 per cent of the population 

depend on it for their livelihood and its neglect is reflect

ed in the peasant•s outlook. The holding being small, the 

average cultivator has to resort to intensive cultivation to 

secure maximum returns and that is possible only if adequate 

finance is avaiiable tor investment in land improvement, irri-

·gation work and productive finance. Development of nation 

largely depends upon the development of rural areas. Deve

lopment means not only growth in production and productivity, 

but also change in income distribution, employment and pro

viding social justice. There was the great discontentment 

among the peasant community due to rising indebtedness and 

unscrupulous practices or money•lenders who had acquired al• 

most monopolistic control over agricultural finance, and had 

often reduced agriculturist debtors to the status of virtual 

serfdom. In India it is quite frequent that the tenant 

farmers are so he~vily indebted to their landlords that even 

the full share or a harve,t 1$ absolutely inadequate to redeem 

all their debts. Thus indtbte~ness accumulates over time 

making interest liability extremely heavy. The single most 

feature in this sphere is that the ~ame person plays the dual 

role of land owner and money•lender. Thus while the peasant 

(V) 
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becomes more an~ more tie~ to hi$ land owing money-lender in 

connection with his eVeJ' inqreasing debt he has the only 

avenue or employment with his money-lending land owner as a 

share-cropper in his farm. T~is phenomenon or economic rela

tionshi~ between the landless peasants and the land owing 

money-lenders works with tull severity due to tbe inadequacy 

of proper banking facility in the rural areu. Even though 

some banking facilities are aveilable, they are or use only 

to the land owners due to the tact that landless peasants are -

not usually credit worthy in any commercial banking, as they 

~ nave no assets to borrow ag~nst. Moreover • consumption loans 

fall entirely OUt$ide the jUfi$d1Qtion or any normal banking 

system. Due to the predominance or the land owners over the 

landless, relat.ions between tne own&rs of' the farms and the 

actual cultivators were taking such a shape that it seemed to 

declare a permanent divorce or the rural sector from any 

possibility of future development. However, since growth or 

modern banking system some extent funds have been diverted to 

assist agricultural class of people. The main aim of the 

nationalisation was to cover those brackets of people, who 

were deprived of financial assistance from the banks. As 

still gap exists widely in country side to a considerable 

extent, to fill that gap the new agency is created. 

In this dissertation a modest attempt has been made to 

cover progress and problems or recently created rural based 
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institution called Regional Rural Banks. The scope of the 

study includes review of literature on various aspects of 

RRBs since its inception. The study of the dissertation is 

based on secondary sources. In all, the dissertation com

prises five chapters. First chapter opens with the rationale 

behind the establishment or RRBs. Tbe second chapter brings 

out objectives and management Of newly ~reated banks. The 

third chapter includes th~ ptogress made by RRBs apd also 
• 

covers recommendations mad$ by various co~ittees to im

prov~ RR~s. ln the fo~t~ c~$pter •ome major operational 

problems faced by RRBs ar$ presented. Finally, the fifth 

chapter concludes the study With so~~ suggestions regarding 

further $Uccessful tuncttorting ot RaB$ in India. 



NEED FOR AN ESTABLISHMENT OF 
REGIONAL RURAL BANKS 

According to J. K. GalbrUtll credit system can be an 

instrument or progress, and or stagnation and repression. 

India's endeavour through a series or experiments over the 

years has been to convert her stagnated rural credit system 

into a progressive one. Long back the cooperative movement 

made its appearance with a view to provide some relief to 

agriculturists in matters or agriculture finance through 

thrift and mutual help. The cooperative societies Act or 

1904 gave an impetus to the !ormation or agricultural co

operative credit societies and the Act or 1912 made an 

attempt to extend the cooperative organisation to non-agri

cultural credit ~ weil, In India the three tier system or 

cooperative eredit still 4o=inating the sphere or coopera

tive agricultural credit ~nstitutions. After five decades 

a committee reviewed the working or these cooperatives and 

paradoxically came into the conclusion that "cooperation 

has failed but cooperation must aucceed",l This indicates 

their belief that only coQperatives can uplift the indigent. 

1 Reserve Bank of India. All India Rural Credit Survey, 
Vol.II, The General Report 19~, P• 37~ (This committee was 
headed by A. D. Gorwala),. 
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Commercial banks originated during the last century at 

major port centres $Upporte¢ by Br~tisb agency houses, to 

finance trade in India and raw materials which were needed 

for British industries. lnd1an private enterprise entered 

into commercial banking during the tirst quarter or the pre~ 

sent century, and it was primarily to finance the emerging 

col!)Jileroe and 1ndust;ry. In t~e y$ar 195'5', State Bank or Ind1 a 

was created by converting the earlier Imperial Bank of India, 

with a specific mandate to tinance agriculture by opening 

rural and semi-urban branches. 

Banks were nationalised in order to make them catalysts 

for a social change. To what extent the goals have been 

achieved is a mute point. In the year 19?6, the National 

Commission on Agriculture reviewed the rural credit scene 

and noted. "The successive reviews or the working of the 

institutional credit syste~ revealed several lacunae in the 

procedure and organisation or the system in the country."2 

Large part of the country• s small farmers have been handi• 

capped for want or access to cooperative credit. An im

portant feature or the cooperative credit has been its 

tendency to flow mainly to large cultivators. Wolf Ladejinsky 

has observed "Events that have proved the high hopes reposed 

in the cooperatives as the main star or institutionalised 

2 K. P. Padmanabhan. llegional Rural Banks - An Indian 
Innovatic;m 1n Bridging Cultural Gap, :nural Financial Inter• 
mediation Changing Percept~ons, ~· ~3. 



credit and as an answer to private ~oney-lending have been 

exaggerated.•3 He had quoted the then Vice-chairman of the 

Indian Planning Commission 1 •The more and more we have ex

panded tbe cooperative move~ent since independence ~ess and 

less confidence it commands in the community."4 The in

equalities of the rural so¢1o•econo~ic structure worked to 

exclude the rural poor, and place the rural rich in a 

dominant position in the movement, cooperative banks became 

a useful patronage ~ank or considerable utility to politi-

c-ians. 

On the other band, main ~rawb&Qks Of co~rcial banks 

in extending rural credit particularly to the small farmers 

were, their urban orientation• absence or local feel and 

high organisational cost. Well paid commercial starr wedded 

to urban comforts were unwillin~ tor tbe sacrifices the 

rural banking entailed• Therefore the coJIIJIIercial banks in 

their present form are being considered unfit to serve the 

rural population. t/ 

With the nationalisation or th~ 14 major commercial 

banks in July 1969, credit to agriculture was hailed with 

great hopes as these banks were considered as one of the 

effective instruments of extending agriculture credit to 

the neglected sectors in t~e econo~, such as agriculture, 

3 Ibid. 

4 Ibid. 
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small scale industries etc. The nationalised banks were 

considered as a very potent weapon in the hands of govern• 

ment to supplement the cooperative banks in the supply of 

farm credit. By the end or 197? it was estimated tpat these 

banks have provided loans to tb.e agr1cul tur.al sector to the 

extent or Rs. 6'Q cror.es $a d~rtct finance and Rs. 300 crores 

as indirect finances.' Although nationalised commercial 

banks associated ~tb the r~ancing or pr~mary agricUltural 

cooperative societies, Small Farmers Development Agency 

(SFDA), Marginal FarmertJ and Agricultural Labourers (MFAL), 

Drought Prone Area Progtemtne (t>~AP) and Commercial Area 

Development Programme (CAD~) etc., it 1s sufficiently in• 

sufficient as rar as tb$ rural e~ity is concerned. The 

expectations or the people is not c~rried out by the commer-. 
cial banks because the loan procedure is not sufficiently 

flexible' and the banke are aft aid or advancing loans to the 

small farmers because such loan$ are considered highly risky 

and the land which is ottered as security is not velcomed 

because of its illiquidity and otber problems related to it. 

The Fourth and Fif'th Five tear Pl&.Ps ~hicb pave been 

started after bank nationalisation embarked on giving sub

sidies, particularly to small and marginal farmers and agri• 

cultural and landless labour$rl in rural areas tor promoting 

? :r. s. Garg and K. N. Pandey. ·Problems and Prospects 
of Agricultural Credit Regional Rur$1. Banks, p. 176. Edited 
by K. R. Gupta. Issues in Indian Agriculture• 



investments in the agricultural sector. The nationalised 

commercial banks formulated various socio-economic schemes to 

achieve the objectives set•fortb, but achievements were far 

from satisfactor.;. The small ban~s have been lert·out the 

purview or nationalisation. 'l!lle purposes or the nation

alisation is to proillote rapid growth in agriculture, small ....---

industries and exports, to encourage new class or entrepre

neurs and to develop the backw~4 areas. The purpose of 

branch ~xpansion in rural areas is defeated by the dangerous 

trend or diverting rural tund$ to urban areas. As we have 

5,?5,?21 villages in tne country, more than 90 per cent or 

these villages i.e. (~.3~ lJ.kh$) the average population is 

less than 1000.6 It would be ridiculous to ex~ct any single 

credit agency ~o open and operate an entire country, for 

those who are in need or institutional cred~t at these 

centres. In India we have roughly 80 leld1s of rural bouse

holds around, 60 per cent or these households live below the 

poverty line with less than ns. 100 as tamily income (But 

recent figures indicate change in poverty line, and income 

held by family). No system or rural credit could be con• 

side red efficient, eq_ui table and 'atistactory in the absence 

of an effective arrangement tot distribution or need-based 

credit to each such needy person in each village in the 

country. (/ 

6 s. s. A. Khader. "Role of Regional Rural Banks," 
Financial Express, February 20, 19?8. 
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If we consider the Ca$e pr!or to the nationalisation of 

banks there were serious ~mbalances in the development of 

banking facilities in different regions of the country. The 

urgent need to expand banking facilities in the ar·eas which 

are under-banked has seriously been felt. Even in the deve

loped states, banking facilities are confined to the urban 

areas, specially to the m~tropolitan areas, to the compara

tive neglect of semi-urQan and rural centres, 

Cooperatives have a history of 7~ years in this country. 

They haye today very stro~g base, however, may be record of 

performance, from the point ot the total requirements of 

rural India is ratbeX' di~appointing. Even if performance 

improves signiticantly tb&y may not be able to cover more than 

~o per cent of the people and 20 per cent amount needed. Even 

at this peak performance level they mar able to cover only a 

limited percentage ot s~all, marginal farmers, artisans and 

others who live below poverty line. Now in India stage has 

already reached When rural India bas to be identified with 

small ~t~arginal tanners $Jld att1aans. In spite of the steps 

being undertaken during the past three decades to implement -

the recommendations of the variOU$ committees for agriculture 

credit appointed by the governm•nt. the ultimate result is 

that, on the one hand the cozxunercial. Qanks have had to halt 

the branch expansion progr~es owing to their prohibitive 

operational costs. On the other nand, the cooperative move

ment has done precious little to help tbe rural poor. Even 
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though plans have been devoted much for the development of 

rural people, but they have not received the due share in 

the national development due to environmental blockade. 

T~e fruits or the progress achieved so far have not 

touched the common man in spite or sincere efforts of Plann• 

ing Commission. All the $rowth models and strategies have 

almost failed in the tultil~e~t of tbe poorest or the poor. 

The National Commission on Agriculture indicated that by the 

year 1985', the credit needs short~ medium and long term or 

the small and marginal fa.rJUers was an order of Rs. 4,690 

crores. The all-India debt and investment survey 1971-72 

indicated that the verr poor ~amely ~arginal and small 

farmers, agricultural labourers and rural artisans are more 

dependent on non-institutional agencies for their credit 

needs.7 The c;e4it gap in the rural areas continues to be 

large therefore this historical credit gap in the rural 

areas was thought to be corrected by a scheme or the co

operati vas and the commercial be.nks 1il the countr;y, it is 

estimated that even now, the non•institutional credit 

account$ for two-thirds or the total agricultural credit in 

the countr;y. There are still m$D;y unbanked areas in the 

countr;y, The cooperative and the coDUI)Eircial banks are not 

able to meet all the credit re~uire~en~s or the rural area.

and there would be "still a l$rge unfilled gap". Having 

7 Jagdish Prasad and Sunil Kumar. Role of Regional 
Rural Banks : A Study, Kurukshetra, M91 1985', p. 31. 
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been shown the cold shoulders by the commercial and coopera

tive, in the absence of necessary security or surety the 

farmers have no option but to rUn after the money-lenders -

howsoever harsh their terms and treatment and howsoever high 

interest may be. It happen~d--~~y _times that their calcula• -

tions are upset because ot unforeseen visitation or floods ------------- . and droughts. It is an evident from the above that the 
-----

commercial banks have not succeeded in providing advances to 

a large number or small and marginal farmers and agricul

tural labourers. It may be due to unrealistic approach of-

the bankers or poor interest of the farmers but the fact 

remains without contradiction that the small farmers account

ing about 70 to 80 per cent in the country on whose pros

perity, the pro~~rity ot the ~ountry depends to large extent . 
are still deprived ot the facilities ot agricultural credit 

to the extent ther dese~•· 

Both the cooperati~e credit agencies and the ~ommer

cial banks have several weaknesses. in relation to tbe task 

or meeting the requirements or rural credit. These have 

been reviewed and indicat~d extensively in the literature 

both by the researchers and several official committees 

which have gone into tb~it functioning. The major drawbacks 

or the cooperatives are as tollov•. 
l) Cooperative credit societies have had a ~ixed 

record or success. Cooperative cr~dit societies have been 
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successful in some areas not s"ceessful in some other ~art$ 

and have miserably failed in some ~tber areas. 

2) There is suffieient evidence that the benefits of 

the cooperative credit have not been adequately passed on 

to the weaker sections of the society. 

After about tive ye~s ot b$nk n~tionalisation, it was 

realised that the commercial banks were also not in a posi• 

tion to meet the challenge and take credit and bankiBg faci

lities to the door steps of every rural entrepreneur. They 

suffered from the _organisational gaps and personnel defi• 

ciencies. As a result, the objectives of extension of rural 

banking could not be achieved. The disillusionment or 

policy-makers about the performance or nationalised banks 

and the immedi~ta need tor an institutional substitute for 

the private money-lenders after declaring moratorium on re

payment and liquidation or private debts, compelled them to 

find out another alternativ~. 

On July 1, 197~ the then Prime Minister Smt. Indira 

Gandhi gave to the nation 20 potnt economic programme lay• 

ing an emphasis on several sooio-eoonomic programmes to 

increase the standard of living or hitherto neglected sec• ~ 

tions ot the community. The 20 point programme raised new 

hopes among the weaker sections. the nationalised banks 

were called upon to shoulder ~ore responsibilities in the 

implementation of the 20 point economic programme. There 
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was an accepted view that a mor- determined efforts was needed 

to speed up the flow ot institutional credit especially to 

meet the needs or the weaker sections or the rural community. 

The Government or India al$o felt that it was necessary to 

establish new institution on t~e basis or attitudinal and 

operational ethos entirely different from the present one. 

With this background i.e. due to various shortco~ings in the 

existing credit structure and dire need tor rural credit the 

Government or India appoi~t$d on JUly 1 197$ a working group 

on rural banks und~r the chairmanship ot Sbri M. Naras:l.mban, 

a senior civil servant or India. The grdup submitted its 

re~ort in a record period or one month.~~The group was ask

ed to "examine in depth the Betting up or new rural banks as 

subsidiaries or public sector banks t~ cater to the credit 

needs of the rural people."9 

According to the findings of the working group follow• 

ing are .the weaknesses or the cooperative credit agencies and 

the commercial banks. 

1) The cooperative credit structure is weak so far as 

the managerial talent and post-credit supervision and loan 

recovery are concerned. These institutions have not able to 

mobilise adequate resources and therefore depend upon 

Reserve Bank for refinance to a large extent. 

8 D. J • Kanvinde. Regional Rural Banks, State Bank of 
India Monthly Review, 26:11, November 1987, p. 541. 
9 Reserve Ban~ ot Indi'-• RegiOnal Rural Banks Report 
or the Re~view Committee (Headed by M, L. Dantwala), 
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2) The commercial banks basically urban-oriented if they ,

have to play significant role in rural banking, their methods 

procedures training and orientation shall have to be adopted 

to the rural environment. This was not likely to be achieved 

easily and quickly. More¢ver the cost of their operation is 

quite high due to high sa+trr atr~cture, staffing pattern 

and high establishment cost. fbus eo~rcial banks are un-

able to provide credit at cheap rates to the weaker sections 

in the rural areas. It was theret~re felt that the existing 

institutions, as they ar$ presently structured would not able 

t~ fill the regional and r~ncttonal gap in the rural institu

tional system within a rea•onable period or time even with 

adoption of reorganisation and reJtructuring as may be con

sidered. 

The group observed that "in a country of the size and 

regional diversity as our$, no single pattern be it commer• 

cial banks or cooperative credit can be expect$d to meet all 

the emerging requirements in all areas. A degree of adoption 

and improvisation is called tor and the range or institutional 

alternatives widened. It is in this context group has come to 

conclusion that a new type or institution is necessarr."10 It 

therefore recommended the setting up or the state sponsored, 

region based and rural oriented co~roial banks called 

Regional Rural Banks (RRBs). While recommending the RRBs the 

10 Ibid. 
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group noted that the major strength o£ the cooperative credit 

institutions lies in the local reel of the village society, 

that of commercial banks lies in the professional management 

or the business or the banking. It is therefore envisaged 

a new institution which combines the local feel and rami• 

liarity with rural problems which cooperative possess and 

degree of business organisation, ability to mobilise deposits 

access to central money markets and a modernised outlook ,

which the commercial banks have." The group emphasised that 

the role of the new institution would be supplement and not 

supplant the other institutional agencies in the field. 

Accepting the recommendations of the working group,the 

Government or India promulgated tll~ RRBs ordinanc$ on 

September 26, 197~ and th$ tirst five ttRBs were established 

on October 2, 197' Gandhi Jqanth1 dar. The ordinance was 

latter rep~aced b7 the lUtBs Ac~ 1976. Thus, regional rural 

banks came into form the third component or multi•agency 

credit system for agricultux-e ~d ·rural development. From r 

the very beginning, these banks were to adopt their modes of 

operations to the reqUirements o£ their rural clientele.~ 

They were not to emulate tbe slick decolam countes look or 

a typical commercial bank branab. Tbe statute which was 

enacted to form those banks specified their main objectives 

as developing the rural economy by providing credit and 

other facilities to weaker sections tor productive rural 

activities. The RRBs are more $Uitable tor adopting 
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individual approach than the rural branch or a commercial bank 

in view or low cost profile, wide network or ita branches in ~ 

remote rural areas, the local teel ot its staff and its image 

as a small man's institution. 

According to the group instead of immediately making 

these RRBs a pattern for reorgapisa~ion or existing rural 

credit institutions in the country as a whole a few such banks 

may be set up in areas where the existing credit structure,., 

has not made much impact. '!'he location for the new banks 

should be chosen as to avoid overlapping with credit in

stitutions which are working satisfactorily and over !inane• -

ing or the same borrowers. It was suggested by the group 

that initially five such banks should be started in selected 

areas to serve as pilot institutions so as to provide guide-
#. 

lines in respect or size or operations, initial viability 

etc. for further developments. '!'he new rural banks will 

therefore necessarilr geared to subse~e and strengthen the 

working or the new agricultural strategy. It may- be re

membered that the overriding ~~ety at this stage is to 

stabilise the socio-economic $yatem relying tor this purpose 

on the viable and productive classes in both industry and 

agriculture. 



OBJECTIVES~ MANAGEMENT OF 
REGION RURAL BANKS I 

Regional Rural Banks are the youngest me~bers of the 

family of rural credit institutions set up in India. They 

have been created specially to meet the credit requirements 

of the weaker sections ot the rural society whose problems 

came into sharp focus after t~e state governments enacted 

legislation in the.mid•seventies for discharging debt from 

the non-institutional sources of marginal farmers and scal

ing down the debts of the small tarJilers etc. The RRBs Act -

provided for the incorporation, regUlation and winding up of 

RRBs. According to this aet the RRBs were set up mainly 

"with a view to developing rural economy by providing tor the 

purpose ot development or agriculture, trade, commerce in

cluding other productive activities in the rural areas credit 

and other facilities particularly to the small entrepreneurs · 

and for matters connected therewith and incidental thereto.•1 

One significant objective of channelising credit 

through government $ponsore~ institution like the RRas is to 

reduce the dependence on f~rmers in general and small farmers 
'· 

1 Charan D. Wadhava. Rural Banks tor Rural Development 
the Indian Experiment, Indian Institute of Man~ement, 
Ahmedabad, Working Paper 172, p. 16. 

1lt 
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in particular on village ~oney•lenders. In India the demand 

for credit for farm operation$ is so large that even if there 

are a few more institutions tor providing credit• they will 

not be superfluous. The BRBs are expected to provide need· 

based credit to small farmers etc. in such a way that their 

employment position is improved while their productivity is 

also raised. rvery BRB bas the status of a scheduled commer• 

cial bank and has been e~powered to mobilise and grant short./ 

and term loans directly only (whether individually) to the 

small and marginal tarmers agriculture.]. labourers rural 

artisans small entrepreneuts and persons or small means en-
. 

gaged in any productive and also (indirectly) to all types ot 

cooperative societies and the farmers service $Ocieties (FAS) 

operating within its area ot operation. The Regional Rural 
. 

Banks can also provide loans bOth for prQduction and con• 

sumption purposes within specified limits. The committee was 

or the view that the major objective ot the RRBs should be,~ 

to mobilise resources trom the region and deplo.y these re• 

sources within the same region lending mainly for productive 

purposes. The major task to be tackled by the new type or 
'/ 

bank will be working for generation of viability amongst 

these small borrowers. !t is felt that even though RRBs 

should concentrate on the production, credit consumption 

loan could also be given by these banks to poorer sections 

of the rural clientele upto specified limit in genuine cases. 
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Banks should become proper perspective or promoting rural 

development and they should not be expected to remove rural 

poverty only. The committee suggested that in selected areas 

where neither the cooperative nor commercial banks have been 

able to make much impact and where there .is considerable scope 

for mobilising deposits and tor effecting meaningful rural 

development a few rural banks may be set up. It considered 

that about ?O per cent or the business or RRBs should consist 

or small loans and that thftY should al,~o extend r:t.nance for 

rural industry an~ trade. one more objective of t'be rural 

banks would be, to at temp~ etteot1 ve cover~e or small and . 
marginal farmers, landless labourers, rural artisans etc. and 

performance or these banks will be judged primarily by thei~~ 

success in coverage or such ~ate,or1es ot ~orrowers towards . / . 

meaningful productive activity and recovery o,f their advances 

rather than by the profits they make. On the viability it is 

further held that where the objective or the type or financial 

institution is socio-economic, an initial period or financial 

losses may be price worth·paying tor the achievement of the 

larger social objective or widening the area of institutional • 

credit coverage. So RRBs vould wipe out rural indebtedness 

and bridge the credit gap in the rural areas and the. location 

of these organisation was to be based on a policy mix or an 

area and population. The area shoUld be oo~paratively back~ 

ward or a tribal area or where the coverage by commercial 
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banks and cooperatives is relatively p~or. ~ide by side the 

primary societies at the base level will continue to be 

strengthened~~ 
Gradually RRBs should replace private money-lending and 

cover larger and larger sections or tbe rural population 

bringing them under the umbrella or institutional credit to 

cover all their credit requirem~nts and es~ntial inputs. A 

RRB is only a foster child or a particular commercial banks 

and cannot be expected to achieve a miracle in serving the ~ 

rural population. At the most it can be considered as an ex• 

tension or orr-shoot ot a commercial bank, started in partner-
. 

ship with the government. 

The main features or the RRB act is briefly indicated 

below.2 

1) Jurisdiction : The Jurisdiction of each RRB was to 

be within specified districts in a state and that of its 

branches within the distriets. So generally the RRBs was 

to have its area Qf operation a compact area or 1 to ~ dis• 

tricts within homogeneity in asro-cli~atic conditions and 

rural clientele. 

2) Sponsorship: Each RRB.was to be sponsored by a 

scheduled commercial bank (mainly·by public sector) •. It will 

be started at the initiative taken by the sponsor bank in 

2 Reserve Bank ot India. Regional Rural Banks Report or 
the Review Committee (Headed by Prot.M.L.Dantwala), Cbap.2, 
pp.5-6. 
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consultation with the state government and centru governn1ent. 

The sponsor bank will provide assistance to the RRB in several 

ways, these could subscription to its share capital, provision 

or managerial and otber statt assist$nce to be mutually agreed 

upon for the period or fiVe years ot its existence and final 

assistance on terma mutu$lly negotiable. 

3) Capital §tructur~ : The authorised capital or each 

RRB will be placed at rupees one crore ~d the issued capital 

at rupees 25' lakhs. The issued capital woUld be subscribed.-/ 

by the Government or India, the sponsoring banks and the co~· 

cerned state governments in tbe proportion of '0:35':15' res• 

-pecti vely. 

4) Management : The management ot each RnB will be 

through a nine member board of directors headed by a chairman. 

The chairman of the RRB will be appointed by the central ,., 

government for a term not exceeding 5' years and hold the office 

during the pleasure of the central government. He is eligible 

for reappointment. The chairman is required to devote his 

whole time for the affairs ot the RRB and subject to the 

superintendence control and direction of the board. The 

central gov~rnment nominates three directors (in addition to 

the chairman) the state government nominates two directors, 

while the sponsoring bank nominates the rest of the three 

directors. A director will hold office for a period of two 

years and he is also eligible for renomination. The re

muneration of the statt directly recruited by the RRBs is 
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/ 

prescribed by the government which lays down that the struc

ture of the remuneration payable to the staff of the RRBs 

should be on par with the salary structure of the employees 

of the state government and local authorities of comparable 

level and status in the area or the RRB. The structure or 

remuneration is generally lower than that applicable to the 
----- -- - ---~--~----~- - - - --------- ------------ -· 

staff or the sponsor banks. 

Reserve Bank of India ~as $ranted certain concessions 

in regard to requirement ot Ca$b reserve, liquidity, interest 

rates on deposits etc. The Reserve Bank or India can pay ...,.J 

interest on deposits at rates hi$ber 1/2 per cent over the 

rates payable by the scheduled conunercial banks for all 

periods or maturity upto five years. The Government or India :!

has also prescribed that tbe rate or interest charged by the 

RRB on its direct loans to the persons belonging to the 

specified categories or the ruraL society would be on par 

with the rate charged by the PACS to its clients. RRBs are 

entitled to get concesstonal refinance tro~ National Bank 

tor Agriculture and Rural l>eYelopJ1)ent (NABA,RD), Such re

finance is higher durin~ the earlier years or their operation. 

Overall with these mandatory provisions 6oupled with several 

concessions, RRBs have emerged as a strong •Third Plank' in 

the Indian multi-agency system or rural credit.3 

3 K. P. Padmanabhan. Regional Rural Banks - A.n Indian 
Innovation in Bridging Cultural Gap, p. 57. 



CHAPTER III 

WORKING OF REGIONAL RURAL BANKS 

Here an attempt has been m~e to assess the working or 

RRBs in India since its inception. Nov that RRBs have com• 

pleted more than a dozen years of its operation, so it is 

high time to review its performance in relation to the objec

tives set forth. The Government of India set up first five 

regional rural banks on October 2, 19?5' (the birth day or 

Mahatma Gandhi) within a week in pursuance of a Presidential 

Ordinance promulgated on September 26, 19?5' covering nine 

districts at Moradabad and Gorakhapur in Uttar Pradesh, at 

Bhiwani in Haryana, at J'a1pur in Rajasthan and at Malda in 

West Bengal. From a mode~t 'beginning in 19?5', RRBs have 

emerged as an integral part or the institutional credit deli• 

_;yery system. The large network of RRB branche$, most or 

which have been established at hitherto l,Ulbanked rural 

centres, has served to reduce .the disparity in per branch 

coverage of rural population particularly in backward and 

tribal regions. The Dantwala Committee1 
(RBI Committee for 

the evaluation of RRBs) in 19?7, attar a through evaluation, 

noted the favourable. trend of the RRBs. So it is interesting 

1 Yashavantha Dongre. · P'oeus on Rural Banking 
Rural Growth, Yojana, January 1•15', 1986. ••• for 

20 
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to study the progress or Raas in the v tal field or branch 

expansion, deposit mobilisation, ere t development and the 

recovery or advances. 

1. Network of Branch 
1
Expansion 

Starting as an experimental ~asure in 197,, growth or 

RRBs over the years has been phenomenal. At the end or 

December 1986, 196 RRBs havin$ 12,838 branches bad covered 

3~9 out or 424 districts in the country. RRBs have demon

strated their higb_potential in the area or branch expansion. 

Fo~ cooperative~ it took some 6' years to reach this level 

or performance. It is said "cooperatives in India are a 

plant held in position with both bands by government, since 

its roots refuse to enter the soil."2 RRBs by contrast have 

developed roots; but continue to be tended by all concerned 

to prevent their wilting. Initiation taken by different 

sponsor banks can be seen in Tabla· 3.1. Each RRB is 

identified and sponsored by commercial bank called sponsor 

bank (SB) in consultation with the state and central govern• 

ments. Growth or the RRB directly linked with an initiation 

taken by sponsor banks. The sponsor bank acts as a friend, 

philosopher and guide as also a financer to RRBs. Table 3.1 

indicates that so far 29 different commercial banks have -

sponsored 196 RRBs. The single l.rgeat n~ber or sponsorship 

2 K. P. Padmanabhan. Regional Rural Banks • An Indian 
Innovation in Bridging Cultural Gaps, Rural Financial 
Intermediation Cban~ing Perceptions, p.,7. 
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/ I 
Table 3,1 : Distr~bution or RRBs According to Sp~:msor _ _J}b.nks 

(As on December 1986) 

- - - - - - - - - -- . . ---- ---- - - - - - --~ - -
s .No. Name or the sponsor bank No. of RRBs 

-- - - - - - --- -. . . . . . - -- - ~ - - -- - - - --
1. State Bank or India 30 
2. Central Bank or India 23 
3. Bank or Baroda 19 
4. Punjab National :Sank 18 

'· Bank or India 16 

6. United Bank or India ll. 
7. United Conunercial Bank 11 
8. Syndicate Bank 10 
9. Canara Bank· 8 

10. Allah~bad Bank 7 

11. State Bank of Hyderabad 4 
12, Dena Bank 4 
13. Indian Bank 4 
14. Union Bank of India 4 
15. state Bank· of Bikaner and J'aipur 3 

16. State Bank of Saurashtra 3 
17. Andhra Bank 3 
18. Bank of Maharashtra 3 
19. Indian Overseas Bank 3 
20. State Bank of Mysore 2 

21. The Jammu & Kashmir Bank Ltd. 2 
22 • State Bank of Patiala l 

. 23. State Bank of Indore l 
24. Corporation Bank 1 
25'. New Bank of India 1 

26. Punjab and Sind Bank l 
27. Vijaya Bank 1 
28. Bank or Rajasthan Ltd. 1 
29. The u.P.State Co-op.Bank Ltd. 1 

- -- - - -- - - - ·- --- - .. --- - .... - - .. - - --- -
Total 196 

-------- - - -- ------ . --- - ---- . - --
source : Report op Currency and Pinance 1986·87, Economic 

Review, Vol.~, p. 188. 
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has come !rom State Bank or India i.e. 30 and it is followed 

by Central Bank of India and Bank of Baroda. So it is the 

responsibility or sponsor banks to nurse aqd protect the 

RRBs in the early stage or their development. 

Table 3.2 refers to the grow~b of RRBs &nd its branches 

in different states. In Table 3.2 (figures relating to 

number of RRBs and number of districts covered belong to same 

period where as number or branches reported belong to 

different one). At the end or December 1986 RRBs had the 

network or 12,838 branches. ~ong various states Uttar 

Pradesh had the largest number or branebes (2,?8?) followed -

by Bihar (1,??5), M.P. (1,~0) and Andhra Prad~sh (l,OlO). 

These four states alone aceounted tor about 55 per cent of 

the total branches.3 The number or branches varied between 

700 and l,ooo in Karnataka, Orissa, Rajasthan and West 

Bengal and between 200 to 500 in Assam, Gujarat, Haryana, 

Jammu & Kashmir, Kerala and Maharashtra. It has been de• 

cided by Government or India to cover all the districts in --

the country by opening new RRBs by the end of the Seventh 
'· Plan. The branch expansion programme will continue on the 

basis or the new branch licensing policy for the five year 

period 1985-90 (co-terminus with the Seventh Plan) which 

envisages provision or banking facilities in deficient 

3 Report on Currency and Finan~ 1986·8?, EconoQ!ic 
Review, Vol. I, P• 189 •. · 



Table 3,2 : Statewise Distribution of RRBs and its Branches 
in India 

- - - - . - - - - - - - - - - - - -- - - - - - - - - - - -s. State/Union 
No. terri tory 

No, or 
RRBs 
as on 
3Q.6.87 

No,ot dis• 
tricts co
vered as 
on 30.6.87 

No. of 
branches 
as o!l 
31.12.86 -- - - - - - . ~ -- . . . -. . --- --- -~ . - - - -

1. Andbra Pradesh 
2. Assam 
3. Bihar 
4. Gujarat 
5'. Haryana 
6, Himachal Pradesh 

7. .Tammu & Kashmir 
8.- Karnataka 
9. Kerala 

10. Madhya Pradesh 
11. Maharashtra 
12. Manipur 

13. -Meghalaya 
14. Nagaland 
15'. Orissa 
16. Punjab 
17. Rajasthan 
18. Tamil Nadu 

19. Tripura 
20. Uttar Pradesh 
21. West Bengal 
22. Arunachal Pradesh 
23. Mizoram 

16 
5' 

22 

~ 
2 

3 
13 

2 
2lt
l0 
1 

1 
1 

1~ 
3 

1 
40 
9 
1 
1 

22 
12 
37 
16 

' 10 
20 

J 
17 

8 

3 
7 

13 
10 
27 
6 

3 

~ 
3 

1,010 
322 

1,775' 
307 
220 
92 

261 
980 
262 

1,440 
45'6 

23 

41 
8 

778 
115' 
962 
15'6 

77 
2,78? 

718 
15' 
33 

- - - - -- - - - - - - - - - - - ~ . - - - - ~ - - . - - -
Total 196 12,838 

- - - - - - - - - - - - - - --. - -- - - - - - - - - - -
Source : Report on Currency and Finance 1986•87, Economic 

Review, Vol.I, p. 189. 



rural areas, especially where identifiable spatial gaps exist. 

The expansion will be allowed taking into acco~t the need, 

spatial gaps and financial viability of the proposed branches. 

The notable achievement of the RRBs is coverage of the diffi• 

cult and backward areas of the country. For instance, these 

banks have started opening more branches in backward states 

like Bihar, Uttar Pradesh, Orissa and Madhya Pradesh. Since 

inception, RRBs are able to cover about 94 districts with 

sizable tribal concentration in the country. 

Another important feature or the progress or branch 

expansion is that, RRBs have maintained the momentum given 

to the establishment or new RRas since 1980. Table 3.3 brings 

Table 3t3 : Yearwise Break-up or RRBs in India 

-.. -.. -- --- • .. -• • ... ... .. • • .. .. .. .. .. - - .. -- --Year or establishme~t No.or RRBs .. -- - • - - - - .. --• .. .. .. .. .. • ... -- .. - .. .. ... - - --
19?5' 6 
19?6 34 
19?? 8 
19?8 3 
19?9 9 
1980 25' 
1981 22 
1982 1? 
1983 26 
Jan to June 198'+ 12 

- - .. - .. - -- --- -- -- -- ---- - - - - - - - - --Total 162 - --- - - - - -----• • • ... • .. - .. --• .. .. - - .. - ... 
Source : NABARD. National B$Xlk News Review, April 1985', Vol. 

I, No.2, P• 21. 
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out yearwise establishment or RRBs since 197'5 to June 1984. 

(upto June 1984 there were 162 RRBs). 

Many a time a question bas been asked very seriously 

that how many branches to be opened by the RRB i,e. specified 

limit tor opening up or branches, Table 3.4 ~11 indicate 
IJr 

the classification and growth or RRBs in between June 1983 

Table 3.4 : Classification of RRBs on the Bas~s of 
Branches Opened 

---- -- - -- - - - -- -- • - -- - -- ... - - .. - --cate- Size or organi- No.ot' RRBs No.of RRBs 
gory sation as on as on 

30.6.1983 30.6.1984 --- - ... --- -- -- -------- --- - - - - - --
A 100 branches or 

more 20 24 

B 7'5 branches or more 
but less than 100 
branches 13 18 

c ;o branches or more 
but ~e ss than 7'5 
branches 26 33 

D 2'5 branches or more 
but less than ;o 

41 branches 46 

E Less than 2'5 branches 42 41 

-- - - - - - - - - - --.. or .,. .. ... -- - -- -- - - - - . 
Totl4! 142 16a --- - - .. - -- ----. . - - -. .. --. . ------

§ource • NABARD. N at1onal Ban~ News R13view, AprU 198'5, • Vol. I, p. 21. 
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and June ],.984, For the sake or better underst~ding, we have 

here five types of classificatiQn on the basis of their 

number of b~anches. Twenty-tour Haas were ih 'A' category 

and had a.total number of 3,0?4 branches accounting tor about 

35' per cent or the total number or ·branch otrices or RRBs, 

Area of operation of RRBs havin~ more than 100 branches 

(except one RRB) was more than one ~1str1ct, 

2, Credit Advancement 

The credit erpansio~ and extension by regional rural 

banks is considered another important criterion to jUdge 

their performance •. The aggregat, credit extended by RRBs rose 

significantly from Rs, 10 lakhs in 19?~ toR$. +,~0 crores 

in 1986. At the end or December 1986 the RRBs ~s a group 

had a total loan· Qutstanding Rs. 1,?8~ cror~s ih 81.28 lakhs 

borrowal accounts./ Average per account loan outstanding or 
( 4 

Rs. 2,203 indicates a predominance or small borrowers. 

During the year RRBs, disbursed Rs. 6?2.71 ~ro~s in 2~.72 

lakh accounts to the target groups, or the amount so dis

bursed Rs. 200,13 crores (29.??) was for IRDP, Rs, 6.5'~ 

crores (9 per cent) under DRI and Rs. loo.oa crores (15' 

per cent) for other government sponsored programmes. Direct 

advances for agriculture and allied activities, retail trade 

and self-employed etc. amounted to Rs. 1,?48 crores at the 

4 National Bank News Review, July 1987, Vol.3, No.5', 
p. 28. 
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end of June 1986. Table 3.~ indicates the purposewise amount 

granted during the year 1986. RRBs have taken necessary steps 

to cover all target groups mentioned in the obJectives of the 

Table 3.5' : Purposewise Distribution of Amount at the End 
of 1986 

- - - - - - --- - - - - - --- - - - - --- - - - - - - -Purpose Amount 
lboin crores 

Percentage 
share - - --- - - -. - -- . -~ . . - --- - - - -- - - - --

1. Short term (crop) loans 332 19.00 

2. Term loans for agrtcul• 
tural activities 376 21.~1 

3. Allied activities 297 17.00 

4. Rural artisans village 
108 and cottage industries 6.17 

~. Retail trade and self• 
employed etc. 476 27.23 

6. Consumption loans 16 0.91 

7. Other purposes 143 8.18 

-- - - - --- - - - - --. . - ~ . - - -. - -- -- - -. 
Total 1,748 100.00 

-- - - - - - - - -- ---- ~ -- . -- . ----- - ---
Source : Report on Currency and Finance 1986·87, Economic 

Review, Vol.I, p. 189. 

bank. Table 3.~ indicates that bow difterent categories 

have been benefited from RRBs. Retail tr&aer~ and self• 

employed people have got greater share thah ot~er categories. 

Only small amount has been given to consumptiqp purpose. 



29 

Except rural artisans other categories nave shared more or less 

same percentage. }he RRBs are smaJ.l man's bank catering to -

the credit needs or weaker sections or rur~ community. Their 

advances are restricted to target group only. The RRBs have 

given massive support to self-employment generation in the 

rural areas particularly among the rural p()br, The main 
,.. 

policy of the RRBs is to help neglected class of the people. 

These brackets should be well increased to ~esd their smooth 

life. Since 197' more money is diverted to~ards this end. 

Table 3.6 reveals advancement pattern of ~s for the selected 
.. 

years from 1982 to 1984. Thus, Table 3.6 shows that from 

1982 to 1984 percentage share of different categories more 

or less continued w1 thout e,ny drastic changes. ,/ 

Another notable work performed by the RRB is maintain• 

ing low cost of operation. One of the important consideration 

that weighted with the Narasimbam Group, in reco~ending a 

new type or institution in the form ot. RRB was the fact that -

its operational cost worked out to b$ lower than the branches 

or commercial banks. As pointed out by the group "the 
"" 

appraisal or the banks working should be based both on the 

fulfilment of objectives and control or cost. In short, in 

achieving a favourable cost benefit ratio. Now RRB branches 

are generally 'modest• in terms or cost, size and decor as 

well as amenities for the start. According to Kelkar 

Committee, which studied the working or the RRBs recently, 
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Table 3,6 : Advancement Pattern of RRBs fr~m ~he Period 
1982 to 1984-

(Rs. in crores) 
~ -- ~ - - - - . - - - - - - - ~ ~ . - - ~ -- . - - - - ~ Category/· 
purpose 

Loan and advar)ees in 
d~rrerent 1ears 

. . 
---------·-------------------1982 . . 1~82 1984 

- - - - - - - - - - - ~ - • • - • - - - - J • • - - - - ~ -

Short term crop loan 108.64 1~~.03 208.09 
(18.83) ( 20.11) (19.25') 

Agriculture term loans 121.8~ 1?1.6? 230.?9 
(21.11) ( 2 .• 26) ( 21. 35') 

! 

Allied agriculture 116.3~ 13ll..68 20~.19 
activities (20,16) (1'1.94) (19,00) 

I 

Rural artisans village 30.63 ~ ~0 62.12 
& cottage industries ( ~.31) :93) ( 5.?5) 

Retail trade, small 
124.?0 1?~.14 253.09 business and self• 

employment (21.61) ( 2 .66) ( 23.42) 

Consumption loans 2,62 a·l9 9.~0 
< o.45) ( ,42) ( o. 5) 

Others 46.91 4lt..21 ?9.6? 
( 8,13) ( ~.89) (?.3?) 

Indirect advances 25.41 28,42 32.52 
(4.40) ( 3. ?9) ( 3.01) 

- - - - - - - ---- -- ---- - --- ~ - - - -- - --
Total 5??.11 1,080.7? 

-- - - - - ---- - - - - --- - ---- - - - - - - - -
Note 

Source 

: Figures in bre.ekets indicate percentage. 

: State Bank of India Monthl1 Rev~ew, 26:11, 
November 198?, P• ~. 
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indicated that average starr cost per branch or the RRB at 

Rs. 45,000 in 1984,5 which was much less tnan (nearly Pal!) 

that or many co~rcial branches situated at comparab1e 

centres in the neighbourhood. The RRBs have thus been in a 

position to provide a low cost credit structure~ However, 

some sections or the employees or RRBs and tbeir unions have 

st~ted demanding higher scales or pat and other allowances 

and facilities on par with the commercial banks or with th~t 

of Government or India. The Siva:raman Comm:l,.ttee observed this 

demand is inconsistent with the basic concept of RRBs as a 

low .cost operation. In order to maintain the efficiency of 

the start or RRBs at the desired level, it is suggested that 

the starr from RRBs should be shifted annually to sponsor 

banks in some agreed proportion to inject new blood in the 
"' RRBs which would be good for their heal thjf · 

The RRBs have been extending credit to the target group 

viz. small and marginal farmers, landless labourers rural 

artisans. They have been playing a valuable role in imple

menting IRDP. The IRDP which is meant for the upliftment of 

the poorest of the poor. Indirect advances amounted to Rs.37 

crores, of which a sizeable portion was provided to the 

weaker sections. During the period January to December 1986, 

RRBs advances under the Integrated Rural Development Pro

gramme (IRDP) formed 11.4 per cent or ~he tot~ dit~ct 

5 D. J. Kanvinde. Regional Rural Bank, State Bank of 
tndia Monthly Review, 26:11, November 1987, p. ~5. 
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advances and amounted toRs. 200 erores in 7 ,84,14~ accounts 

as compared to Rs.l81 crores in 7,92,96~ acqounts du~ing the 

comparable period of 1985.6 Good amount has been disbursed 

through RRBs under IRDP. In the year 1984-85 disbursement 

amount under IRDP was Rs. 122 crores. 1985·86 Rs .135 crores, 

1986-87 Rs. 165 crores and upto end of Sune 1987 it was 

Rs. 557 crores.7 So RRBs have fulfilled the target levels 

of IRDP. RRBs have been actively participating for the 

benefit of rural people particularly down-trodden. RRBs 
. 

have helped for removal of rural indebtedness and credit 

facilities to weaker sections. Saall farmers have been -
1/ 

provided with adequate amount or credit, for working capital 

such as seeds, fertilizers, irrigation and pesticides etc. 

The RRBs have benefited a taw landless labourers when a 

branch in the nearby village, they have started pesham 

udyog, piggeries animal husbandries with the help of credit -

of these banks. It has been observed that a large humber 

of big farmers are also talting loans from the RRBs even 

though.they are pot lesallr entitled to $ecure loans. In 

the absence ot other commercial banks purview of rural bank 

may be extended to big and other ~.armers with the limit of 

a certain amount. 

Another area where RRBs nave performed well is 

6 Report on Currency and Finance 1986·8?, Economic 
Review, Vol.I, p. 190. 

7 Ibid., p. 232. 
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extending facilities to rural artisans. The rural artisans 

have been playing an important role in socio-Gcono~c deve• 

lopment of the country. From .rune 19?7 to March 1982 total 

number or accounts opened by rural artisans has been increas

ed from 81 thousand accounts to 2~ thousand accounts. 8 This 

shows growth or rural artisans having benefited from RRBs. 

The RRBs are rural oriented and intended to bring a change in 

the rural world of India which will have significant spread 

over economic social and political arena and support rural -
.... 

artisans to get employed themselves and earn livelihood. T\le 

RRas have given massive support to self-employment generation 

in the rural areas particularly among the rural poor. 

Another important field covered by RRB is creation or 

direct and indirect employment opportunities in the rural 
. 

areas by extending credit support to small borrowers. At the 

end or 1986 the total number of starr employed in RRBs stood 

at 46,876. Out or the total starr employed in RRBs 79 per 

cent i.e. 37,238 were trained at the national level training 

set by the NABARD or by the sponsor banks.9 By and large 

RRBs have employed local persons as clerical starr, barring 

the few on deputation from spons~ring banks, are from within 

the area or operation or from adjoining districts, whereas 

officers are drawn from concerned states. This really helps 

8 s. K. Mandel and Sunil Kumar. RRBs and Rural Artisans, 
Khadi Gramodyog, April 1983, P• 26~. 

9 National Bank News Review, July 1987, Vol.3; tro. 5', 
p. 28. . 
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to ensure the local feel or the problems among the staff 

employed and also a sense of identification with the local 

people. 

RRBs have inculcated banking habits among rural areas, 

as a result of which it c~uld mobilise a sum of Rs. 1,715 

crores in 196 lakh accounts by WBf or deposits from rural 

areas. 'r'he resources so raised have, by and large, peen.,.. 

ploughed back in the same are~ for supporting developmental ,.. 
activities. The RRBs hav• b~e~ respo~sible in increasing 

agricultural output·in the areas or their operation. The 

small and marginal farmers by and.large increased their out• 

put as a result of RRBs lending activities. The small and 

marginal farmers have also created more assets in terms or 

land development, purchase ot bullocks and ag~icul tural 

implements. There has been an increase in the number or 

irrigation pumpsets in the areas where these RRBs are func• 

tioning. They are able to spread banking habits among the 

rural masses. Two committees, one headed by B. Sivaraman 

a senior civil servant and, another, headed l>y M. L. -

Dantwala a distinguished economist, came to an unanimous 

conclusion that between commercial bank branches and RRBs 

experience as well as evidence, RRBs are more suitable for 

the task in hand •. RRBs are able to introduce a new con

cept or •borrower chasing banking' contrast to the conven

tional borrower awaiting banking. So RRBs in India could 
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foster rural confidence and by any reckoning this is their 

most notable achievement. The RRBs have begun to show some 

tangible results of the rural society. It is important to 

recognise the distinct role which the RRBs can play as a 

specialised institution for promoting the economic develop-,. 
ment of weaker sections of the society even in areas where 

other credit institutions exist at present. 

A survey of ownership pattern of deposits of RRBs has 

been conducted recently by Reserve Bank of India, it has 

brought out some interesting aspects relating to the mobi

lisation of deposits by RRBs from different regions and 

various categories of deposits.10 A comparison of RRBs -
and s·cheduleci Commercial Banks (SOBs) in terms of deposit 

mobilisation especially in rural and semi-urban areas where 
. 

RRBs have made considerable he~way is now possible. 

Co~parisQn between scheduled commercial banks and 

RRBs categorywtse o~ersh1P or 4eposits can be studied from 
' ' 

'l' able 3.?. 

In Table 3.7 it is shown that in rural areas the 

farmers account for a much larger share of total deposits 

in the case or RRBs (46 per cent). Other categories like 

artisans (19 per cent) show higher shares in RRBs. Among 

the institutional deposits the government patrQnage was 

10 V. Sankaranar~anan,· Deposits of RRBs and Scheduled 
Commercial Banks - Some Contrasts, National Bank News 
Review, September 1987, Vo1.3, No.?. 
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Table 3.? : Categorywise Ownership of Deposits (in Rural and 
Semi-urban Areas) in Respect of RRBs and SCBs 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - -Category Rural Semi-urban 

----·------- -------------RRBs SCBs RRBs SCBs 
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
Agriculturists 

Wage/salary earners 

Artisans 

Others 

46.6 

16.1 

19.9 

4.8 

32.6 

13.4 

6.8 

32.8 

15'.9 

12.6 

21.2 

- - - - - - - - - - - -- - -- -- - - -- - - - - - - - -
Individual sub-total 8?.4 5'5'.0 
- - - - -- - - - -- - -- - -- -- - - - - - - - - - - -
Government 

Other institutions 10.0 13.2 

---. ~ ~-------------- ~--.--- .. -. 
Institutional sub•total 12.6 12.3 45'.0 16.8 

- - - - -. . ~ . -. . -- . . ---- - - - . ------
Total 100 100 100 100 

- - - - - - - - - - --- - --- - -- - - - - - - - ---
• Includes non-residents. 

Note : 1) The data for scheduled commercial banks relates 
to March 1982. 

2) The data for regional rural banks relates to 
December 1983. 

Source : National Bank News Review, September 1987, Vol.3, 
No.?, p. 27. 
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greater for RRBs (19 per cent) while SOBs had higher share 

of deposits from other institutions. The pattern or owner• 

ship or deposits in semi•urban areas showe~ a basic difference 

for RRBs with institutional deposits (especially government) _ 
,... 

claiming larger share (45). This may be attributed to the 

fact that the scope for mobilising these deposits is more 

and the controlling offices or RRBs which are located in 

these areas are able to exploit this potential. 

Table 3.8 indicates the mixwise classification of de

posits for some sel~cted ownership categories. What strikes 

from this table most is that tor RRBs, the savings deposits 

are dominant in all ownership categories including government 

(70 per cent) whereas in the case or SOBs it is the term de• 

posits which is preferred by deposits • both individuals and 

institutions. 

Huse amount or tunds are coming trom NABARD. During the 

year 1986-87 NABARD sanctione~ short-term (ST) limits aggre

gating Rs. 226.94 crores tQ 14; RRB• and non-schematic medium 

term (MT) limits or Rs. 80.32 crores to 122 RRBs.11 For the 

first time NABARD has sanctioned medium term (conversion) 

loans or Rs. 8.01 crores to 14 RRBs. Under the National 

Oilseeds Development Programine or Government of India, two 

RRBs were sanctioned separate short term limits amounting to 

Rs. 1.02 crores during the year under review. The RRBs also 

11 Report on Currency and P'inanee 1986·87, Economic 
Review, Vo1.I, p. 191, 



38 

Table 3.8 : Mixwise Data for Some Categorr of Deposits of 
RRBs and SCBs 

- - - - . - - - - - ~ -- . - - - - - - - - - - - - - - - -Ownership 
category 

Current Savings Term Total 

- . - - . - - - - -. --- - . - - ---- - - -- - - - -
Individual 

Wage and 
salary earners 

Agriculturists 

Institutions 

Government 

RRBs 

SCBs 

rums 
SCBs 

RRBs 

SCBs 

RRBs 

SCBs 

RRBs 

SCBs 

0.9 

1.0 

0.7 

0.9 

43.1 . 12.0 

1$.8 

23.9 

70.0 

llt-.8 

100 

lOO 

100 

100 

100 

100 

100 

100 

100 

100 

-- - ~ - - - - - - - - - - - - - - - -- - - - - - - - - -
: The data for scheduled commercial banks relates 

to March 1982. The data tor RRBs relates to 
December 1983. 

Source : National Bank News Review, September 1987, Vol. 3, 
No.7, p. 27. 
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availed or long term refinance from N.ABARD. As at the end 

of March 31, 1987 2,085 schemes involving NABARD's commitment -,. 
or Rs. 726.1~ crores were sanctioned to RRBs and the drawers 

amounted toRs. 609.63 crores. The amount of refinance avail

ed or by RRBs fro~ the sponsor banks amounted to Rs.2~6.90 

crores as at the end of December 1986. -r 

In order to help the RRBs to engage trained statr as 

early as possible, the RBI has arranged to provide training 

to the chairman and branch managers in the Reserve Bank of 

India's College of Agricultural.Banking, Puna. And tr$1n1ng 

to that of accountants, field officers and clerks will be 

conducted at the training: centre or the respective sponsor , 

banks under the overall supervision of the College or Agri• 

cultural Banking. Now, N.ABARD has been extending training 
=--

facilities to RRB staff and for that, purpose Bankers 

Institute for Rural Development (BIRD) has been set up at 

Lucknow in Uttar Pradesh, Regional Training Centres (RTC) 

at Bolpur and Mangal.ore. ,. 

Adoption of villages has become the main strategy ot 

several organisations to bring about development in the 

rural areas. Now the village adoption scheme would appear 

to have emerged as a sequel to area approach. The scheme is 

one of the many innovations the banks have attempted to 

reach the villages. Adoption means taking up complete 

responsibility of the individual or institution adopted. 
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It would also mean givins assistance and meeting the needs 

of all the inhabitants of the village whether farmer or 

artisan or trader. RRBs have adopted various villages to 

help them in different ways. 

In Table 3.9 consolidated account of regionwise/state

wise number of RRBs, their branches, deposits, advances 

(outstanding) and refinance from NABARD is given. At the end 

or 31.12.1986 there were 194 RRBs having covered 351 dis• 

tricts and able to mobilise ~ount worth of Rs. 1?,14,993.66 

lakhs anQ. total ad:<vaneement was Rs. 43,707.74 lakhs and 

NABARD has made refi~ance taeil1ty to the tune of Rs.6,947.18 

lakhs. Branch expansion policy 1s such that they should be 

opened where cooperative movement is weak and area is back-

ward. 

so, in India Regional Rural Banks have been playing 

positive role to expand financial assistance to rural people • . 
Reserve Bank or India appointed various committees time to 

time to assess the working or RRBs and suggest measures to 

improve effective operation of these banks. Highlights of 

the various committees are as follows. 

1. Dantwala Committee 

The Reserve Bank or India had set Up a committee on 

June 23, 1977 under the cbairJilanship of J?tot. M. L. Dantwala 

to review the working or the RRBs. The other members of the 



ltl 
Table 3•9 : Rectouvtae/Stateviae Jfuober ~ RRBa, tbelr Bruc:bea, Depoalta, Acl•u'lea (Outatudlllg) Etc:. (.la at tbe and or Dec:eaber 1986) 

(.&aount ln lakba or rupees) 
S.- K.;.-of ~; ;t;~,- . - - - - - - io:~ -.; ... ,;i .. -.;.~ .. -D;;.tt; •• - ...... - Zs_;_;c;a -<Out.t.dzai>- - - - - • - - iJiW, -~fin~;. -<Out,t.;ctiu£> .. 
Jfo. '11111011 terrtto17 RRBa dla• llr- ---------------------------------------------- ------------------------------tr1cta cbaa A&rlcul- Jfon•qrl• _total O•erduea c.:o. Sc:be- Kon-acbe- 'l'ot.t 

· cGYere4 "turu c:ulturu ratio . aattce aatlce 

(].) (2) (3) (It) (5') (6) (7) (8) (9) (10) <fb_, (12) (13) (lit) 

----------------------~-------------------------------------------------------
Jforthem Resloa 

1, BU7ab&. .. .n.' 220 3895'.5'0 2872.32 11)1.63 1!611.9S 121.0.62 uo 728.79 126.1t1 85'5'.20 

2. BliiiM:hu lndeab 2 ... 92 2691.71t S'17.91 7\-3.65' 1261.~ 202.1tlt ItO 17lt.18 - 171t.18 

3 • .r-a J:ubaU" ·.3 . 10 
' 261 )21tl..lt9 71t?.lt2 826.10 15'73.5'2 302,86 ItO ltlt5'o39 105'.93 5'S'1.32 

.. ,.?aaJab s ·.a ns 1299.82 m •. ~ lt18,8S ~-09 lt7.30 70 20'1.96 ltlO.Sit 618.5'0 

"5:. Bajutta.ll lit #!I 962 995'2oltlt- 76lt7 .. 1tlt J271t....S 10921.92 325'2.39 l.OO 2lt81.5'9 2391.23 ~72oa2. 

~ot.l. .28. . M-
.. ··, .:. ' - ..... 165'0 21080.99 12361t.33 7002.71 19367.01. 5'CD.5'.6l 90 lt037.9l. 30)It,U 7072.P2 

!ortb BylJns Rest~ 

6. Anlaacbal. Pndaab 1 .... 15' 60.30 8.96 .... 10 13.06 2.09 20 .. • 
? • .&aa• '5 17 322 ltlt72•'59 1262.S'l 2lltlt .. 91t Yt4'/.ltS 76J,It2 10 .196.~ Sl2.~ 708.90 

s. llmtpur 1 8. 23 611-.88 19.92 5'8.92 78.811- 2\.51 120 6,'Jl 16.30 22.87 

9. Hectau..,. 1 3 ltl 376.10 U9.61t lt2.1t9 162.13 l.O,S'l ~0 a.oo 66.98 71t.98 

10. Ki&Or- 1 3 33 215'.76 ,a..86 119.31 21lt.17 16.03 70 22.51 )5.00 'Jl.Sl 

n. Jr qlll.ad 1 .1 8 36.06 11t.81t 12.01 26.85' 6.60 10 - 9.80 ,.eo 
12. 'h'ipur& 1 3 1'1 2201..80 981.38 1535'.5'5' 2S'l6.93 U60o32 uo 365'.-22 lt-71.78 837.00 

Totu n ItS S'19 ?lt90.It9 25'02.U 3911.32 611-1.9.~3 1983.\8 80 5'98.71t U12.32 17U.06 

--------------------------------~---~-----------------------------------------~ 
Coatd, •• 
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Table 3,9 ; (Coat1Due4) 

(1)- --(a)- - - - - - - - - --- (3)-- (~) - - - (s)-- - (6) -- -- (7) --- (s)--- -<;>- -- c1o>-- eli>- - - (12>- - - (t3>---- ct~>--

-------------------------------- --- ------- -.-----------------------------------Bgtem Reston 

13. Bihar 22 Yl 177S 26727.33 l0~1.S6 Ul68.o8 21209.9. . Sl03.99 70 s~.~ lt-206.\6 9itS0.9lt-
lit. ort .. a 9 13 778 7380,ItS. 7~.16 SS38.91 13001..07 2078.89 170 208S.ott 317S.It7 S26o,SJ.. 
lS. Weat BeD&ill 9 17 718 11732.06 lt)aL,llt S2Sit.69 9SSS.83 31t?lt.72 80 U98,1t2 179..73 2963.15' 

'1'otel ItO 67 3211 1tS839.8lt 21801t.86 21961.68 lt.Y,66.Sit 106S7.60 90 85S7.91t 91lt6.66· 1770it.60 

s:eut-r!}. Bntoa 

16. M~a rr.leab 2lt ltl. llti.O 13167.1tO 7370.77 S587.86 129SBe63 29Sl .. 16 90 Sl-80.28 21t%.92 7637.20 . 
17. Vtter Pr.ten 39 Sl ~ .. )119.16 1638lt.51 166U.?l )2996.28 82S8.21t 70 60'}1.,22 6033.30 12151.52 

Total 63 95 lt227 56286.5'6 2YISS.3lt 22199.51 lt59Sit.91 ll209.1t0 80 nzsa..5o 8~22 19191t.n ... 
We!IHrD ltU!CIII 

is. Gu,1arat 9 lS' 307 2lt21.S'3 ·lltl9,03 S'S8.80 1977.83 308.51 80 m.ss lt-91.81. 789.36-
19. 118Uruhtra 10 17 .. % lt)l2.72 32%.98 171') ... 1 'i032. .. 'i 1010.19 110 lt70.i}lt llt62.28 1933.22 

Total 19 32 763 671+.25 \676..01 231+.27 7010.28 1318.76 100 768'.lt9 19Sito09 2722.58 

§oatbem Rel!oa 

20. .Aadbra Pr.Sellb lS 21 1010 l.ltS!t 3.81 15'230.61 6927.02 22151.63 5'925.10 150 1667.5'2 76Y!.i5 930S.07 

21. JCamatall:a 13 19 1980 11935.78 1~.96 6801t.lt5 2035'9.1t1 .. 762.93 170 2021 .... 5 lt5'5'6.10 6583.55 
22. JCerala 2 6 262 5'Sit2.1t9 5'2o8.9S 5'186.86 10395'.81 1722.35' 180 Slt-7.00 3139.00 3686.00 
23. '1'..U. .. llu 3 6 1S6 2039 ... 5' 132l.SS 1731.1t3 JOS).Ol 1112.5'1 litO 97.llt 193-ltl. 890.SB 

'1'otal 33 5'2 2lt08 3lt061.53 35'316-.10 206lt9.76 'SS96'J.86 135'22.119 160 .. 339.11 16126.~ 2~5'.20 

------------------------------------------------------------------------------All ID41a 1,.. 3Sl 12838 17~lt93.66 lOOit-18.75' 1806$.31 1781t81t-.06 lt-3107.~ l..Oit 29~~6.69 39913.1t9 69lt-7o.18 

-------------------·----------------------------·-----------------------------• Ae reported bT IIRBa 

Souree : Watioaa1 8111211: lfeva Rntev, July 1987, Vol,), lfo.5', P• 29. 
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committee were Dr. K. Kanungo, Shri K. Gopal Rao and Dr. V.A. 

Pai Panandikar, Dr. H. B. Shivamaggi of the Reserve Bank of 

India acted as secretary of the committee. The terms and of 

reference of the committee were: 
• 

1) To evaluate the performance or RRBs in the light of 

the objectives with which they were set up. 

2) To indicate their precise role in the rural struc-

ture. 

3) To make re~ommendations on the scope, methods and 

procedures for thei~ tunctioning and other related matters. 

The conclusion or main findings or the co~ttee on 

Regional Rural Banks may be summarised as follows.12 

1) With some modifications in their organisation and 

functions, the :egional rural banks can become a very useful 

component in the totality ot rural credit str~cture. 

2) Committee is convinced that with a short period or 

two years, RRBs have demonstrated their capability to serve 

the purpose for which they were established. 

3) The RRBs have established their image as a new 

type of institution catering to the credit needs of a class 

of borrowers to whom institutional credit was hitberto not 

available. 

12 S. s. M. Desai. Regional Rural Banks, Rural Banking in 
India, PP• 293•97; Reserve Bank of India, Regional Rural 
Banks Report of the Review Committee (Headed by Prof. M.L. 
Dantwala), p. 69. 



4) Hence the committee does not approve the idea of 

scrapping the RRB structure. 

5) RRBs are well suited for the purpose of "progres

sively filling up the gap" in the rural section. 

/ 6) In the committee's view, establishment of RRBs will _ 

not disturb the cooperative credit structure at the base 

level. 

7) RRBs should function at the intermediate level. 

8) As regards RRBs relationship with cooperative credit 

structure where the-cooperative institutions at the inter

mediate level are weak and inadequate RRBs can fill the gap. 

9) In the opinion of the committee the total replacement 

of rural branches of commercial banks branches over a period 

of time would be acceptable to commercial banks and be wel• 

come by the rural clientele. 

10) The committee has recommended that the Government of 

India and the Reserve ~ank may take steps to initiate the 

process or making RRBs an integral part or the rural credit 

structure. 

11) Committee is or the opinion that ideally, the 

jurisdiction of RRB should be con(ined to one district. 

Since size and the state of economic development or district 

vary a great deal, it is advisable to retain some tlexibi• 

lity in this and other related matters. Naturally, one RRB 

should cover a population of 10 to 20 lakhs. From the angle 
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of financial viability and managerial efficiency the reason

able number or branches (per district) of each RRB will be 

between 50 and 60. 

The committee has also observed that financial via~ 

bility could be realised in three to four years. Committee 

further also felt that provision should be made tor the 

inclusion of large farmers in the list. It would increase 

the deposit mobilisation. 

2. CRAFICARD•s Recommendations 

The committee to review the arrangem~nts for institu

tional credit for agriculture and rural development(CRAFICARD 

has examined the role of RRBs in the rural credit system at 

length and made a number of important recommendations.l3 

They include: 

1) The RBI should take necessary steps to facilitate 

the transfer of eligible business or commercial banks rural 

branches to RRBs as and when proposed. 

2) Losses made by RRBs should be made good by their 

shareholders and equity capital or RRBs should also be 

raised. 

3) RRBs shoul~ continue to confine their operations 

to the weaker sections. 

13 CRAFICARD. Reserve Bank of India, Bombay, January 
1981 Chap.7, Regional Rural Banks, P• 170 and RRBs Role in 
Development, Bank of Baroda Weekly Rev1ew, February 19, 
1982, Vol.20, No.8. . 



46 

4) Emoluments or the RRB starr should continue to be 

determined with due regard to state government P81 scales. 

~) Facilities from sponsor banks to RRBs shoUld con

tinue for a pefi~ of 10 ye$rs in each case. 

6) The experts connected with agricultural deveiopment 

may be nominated on the board of RRBs. 

7) Since RRBs serve the weaker sections exclusively, 

facilities or concessional refinance from RBI should con-

tinue. 

RRBs are expeeted to play a major part in the area of 

rural development considering that the gap between the 

demand for and the supply of rural credit to the weaker 

sections. 

3. Kelkar Committee 

The government having taken note of some problems and 

deteriorating conditions in RRBs, appointed a working group 

on August 1984 ~der the chairmanship or Shri v. K. Dar, 

Additional Secretary (Banking) to evaluate the functions of 

these banks and suggest appropriate steps to tone them up. 

Since August 198' this group is being headed by Shri s. M. 

Kelkar, Additional Secretary (Banking) the other members of 

the working group include representatives or NABARD, RBI, 

state government and sponsor banks. This was constituted 

to review the various aspects of the working of RRBs for the 
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past few years, so as to identify appropriate measures for 

strengthening their organisational structure and other 

matters improving their overall capabilities. 

The working group submitted its report on June 10,1986. 

The group recommended the continuance of RRBs and emphasised 

greater involvement or sponsor banks in the functioning of 

RRBs.14 The recommendations or the committee regarding 

refinance facilities from NABARD, which are being implemented 

are as follows. 

1) With effec.t from March lt 198? involvement or RRBs 

in ST an4 non-sobematic MT loans should be 30 per cent and 

20 per cent respect~vely. 

2) Sponsor banks involv~ment in ret1nanc1ng 1n the 

case or both ST and non-schematic MT loans should be 20 per 

cent and that or NABARD would be ~0 per cent for ST and 60 

per cent fo~ non-schematic MT loans. 

3) Interest rate charged on refinance by sponsor banks 

was reduced from 8.7 per cent to 7 per cent, 

4) Restriction which required RRBs with a higher 

credit-deposit ratio to bring down the ratio tq 100 has been 

removed. RRBs are now eligible for schematic refinance on 

the same terms and conditions as applicable to commercial 

banks. 

Other major recommendations or the working group 

14 Report on Currency and Finance 1986-87, Economic 
Review, Vol.I 1 p. 192. RBI Report on Trend and Progress 
of Banking 19tl6•87, Supplement to RBI Bulletin, October 
1987, p. 73. . 
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accepted by the government are: 

1) Raising the authorised share capital of RRBs from 

Rs. 1 crore to Rs. 5 crores and issued capital from Rs. 25 
lakhs to Rs. 1 crore with a view to improving their via

bility. 

2) Sponsor banks should, on behalf or RRBs, invest in 

government securities the deposits kept by them in current 

account for LR requirements, so as to give them higher rate 

of return on such deposits. 

, 3) While the restrictions on lending by RRBs to non- ., 

target groups may continue, they should be allowed to pro

vide credit to selected institutions such as SC/ST corpora

tions, local bodies, housing boards etc. NABARD has, how

ever, suggested. that such loans should be given only for pro

ductive purposes. Further, the loans should be exclusively 

for financing activities within jurisdiction of the concern

ed bank. 

4-) The staff deputed to RRBs by sponsor banks must 

continue till such time as RRBs feel they can stand on their 

own feet. 

5) The sponso~ banks ~ust continue to bear the cost or 

training the start or RRBs $Dd also provide opportunities to 

be absorbed in the services of the spQnsor ban~s. 

6) More tiers should be created between the chairman 

and the field staff with higher pay scales which may be 



equal to the grades offered to grade V and VI in the commer• 

cial bank. 

7) For better supervision and control or branches it 

would be desirable to restrict the coverage or RRBs to two 

districts. At the same time it would be also advisable to 

merge small and uneconomic RRBs. Furth~r, e.staQlishment or 
new RRBs should primarily be considered on the basis or 

genuine need to serve a neglected area, particularly, the 

tribal population, as also on the basis or well tested norms, 

so far applied and the prospects or viability. 



CHAPTER IV 

PROBLEMS OF REGIONAL RURAL BANKS 

Regional Rural Banks have completed a decade of their 

existence. The first RRB was opened in 19?' on the basis or 

the Narasimha.m working group report. During the period RRBs 

have come to form an integral part or the Indian banking 

system. They have been succes$ful in meeting the credit re

quirements or the target groups and bave proved that RRBs 

can assume a larger role 1n providing credit to the weaker 

segments of the rural sector, part~cularly in areas where the 

cooperative structure is weak. During the seventh plan 

greater emphasis is being laid on poverty alleviation pro

grammes like IROP, even in the finance bill thrust is being 

given to anti-poverty programmes in which the role of the 

RRBs is very important. l;n pursuance of the Dantwal.a 

Committee recommendations government had intended to enlarge 

the operation of RRBs to cover all districts in the country. 

However, in spite of encouraging role played by RRBs, the 

system itself started showing inherent weakness on account 

or several factors. Though the progress achieved by RRBs is 

commendable in various fields still there are certain gaps 

in their functioning. With all the stress on the service 

motive or the RRBs, one should not forget that they must go 



,... 

for a minimum percentage of profit at least to cover their 
,.. 

operating expenses. The performance of RR~s in this vital 

field is rather bleak. Despite various concessions like re

financing at the rate of 3 per cent, maintaining a low re

serve position or 27 per cent etc. hardly about 70 to 77 per ~ 

cent of RRBs have managed to operate on or above the break• 

even. This should be also a matter of concern for the RRBs. 

A majority of the RRBs are working at losses. At the end or 

1984 out of the 173 RRBs in operation as many as 130 showed 
1 losses. In fact, ~he accumulated losses of 49 RRBs had 

eaten up their share capital and another 26 RRBs had eroded 

half or more than half of their share capital. The number of 

RRBs were, unable to comply with the statutory requirements in 

respect or liquidation and cash reserves or in other words the 
. 

operations of the RRBs in the first decade of their working 

had created doubts about their long term viability. Now RRBs 

are in red and ~o~e OQ the brink or a major catastrophy should 

make any citizen sit and think. These banks are heading for 

a massive deficit in tneir operations. In the first seven 

years the total amount they lost was Rs. 7.61 crores. At the 

same time the number or banks shoWing deficit has been pro

gressingly increased from 14 in 1976 to 76 in 1982. 2 If this 

1 D. T. Kanvinde. Regional Rural Banks, State Bank of 
India Monthly Review 26:11, November 1987, p. 747. 

2 F. ij. Khan. Regional Rural Banks in the Red - A Revamp 
on the Cards, Indian Coop~rative Review, Vol.23, July 1987. 



process is allowed to drag on further it most likely to tell 

upon the very existence or these banks which were connected 

with much fanfare 12 years ago and they cannot be a force 

to reckon within the development activity ih the rural areas. 

More than 12 years have been completed and various 

committees have submitted their reports about working or RRBs, 

yet RRBs face dilemma, the losses incurred by them which for 

1987 stood at Rs. 2,989.87 lakhs increased to Rs. 3,246.2] 

lakhs by 1986. The accumulated losses or banks as at the end 

or 1986 amounted to.Rs. 8,763.06 lakhs. The losses will con

tinue to amount and unless some drastic $teps are taken to 

stem the tide, the banks would prove a heavy drain on the 

public exchequer without any corresponding benefits. The 

rapid expansion or banks and branches have held to higher 

percentage increase in costs and lower percentage in earnings --
~ 

of the RRBs system as a whole. The growth of business was 

not enough to generate earnings necessary to cover interest 

costs as well as operating losses or RRBs. The regionwise 

distribution of RRBs reveals that the position of overdues 

in eastern and north-eastern region was in general worse than 

that in the northern and southern regions. 

The studies and reports on the problems of overdues of 

financial institutions operating in the rural areas have 

identified a number or factors contributing to overdues.some 

of them are endogenous, while others are exogenous to the 

institutions. The financial viability or RRBs is also linked 



with their own age as well as the ~ge or other branches. Other 

things re~aining the same, RRBs or more than seven years old 

may be expected to attain viability. But this may not be 

possible if RRBs have a large number or young branehes. These 

young branches m~ act as a drag on the profit or the otber 

RRBs. Consequently the profit of the old RRBs and large 

number or young branches m~ be eroded. The profit and losses 

or various banks can be seen in Table ~.1. 

Table 4,1 : Profit and Loss Making RRBs from December 1983 to 
December 1985 · 

--·-- - - ~ - ~- -
Year 

' ----- -No.of RRBs 
making 
profit 

.. - ~ - - - - .. No.or RRBs 
making 
losses 

~ - . ---Total 
number or 
RRBs - ~ - - - - - - - - - - - -- - - - - - - - - - - - - - - - -

December 1983 

December 1984 

December 1985 

50 
( 33. 3) 

42 
(24.3) 

3~ 
(18.1) 

100 
(66.7) 

13i 
<75.7> 
154 

( 81.9) 

150 

173 
100 

188 
100 

~ - - - - - - - - -- - - - - -- - - - - - - - - - - - - - -

Source 

: Figures in the brackets indicate percentage share 
in the total, 

: Financial Express, 8th and 9th December 1987. 

In Table 4.1 we can see that since December 1983 losses 

incurred by RRBs have been increasing. The losses were 66.7 

per cent in 1983, and increased upto 75.7 per cent in the 



year 1984 and went upto 81.9 per cent at the end of the year 

198?. Rate of percentage of profit of RRBs have been declin

ing along with expansion of branches. So increase of losses 

has resulted in decline or RRBs profit. 

The financial institutions with weak financial base can

not continue for long and fulfil social banking objectives 

assigned to them. So the financial viability of institutions 

is one of the prerequisites for their sustained growth and 

shouldering social responsibility. At present RRBs have been 

placed in heavy losses. It h~~ been further worsened on 

acc9unt ot increase in overhead expenses consequence upon the 

revision of staff sS:lary and Other allowance. Reduction in 
,.._ 

margin available to tbe RRBs o~ account or upward revision 

in interest rates on deposits with effect from 21 October 

and reduction i~ lending rates from 1 April 1983.3 

Though the RRBs were supposed to be low cost institu

tions, hopes have been belied with progress of the RRBs, now 

these banks are seeking permission to undert~e normal bank

ing activities like other banks. This would distract the 

banks from their primary objective of serving the rural poor. 

The idea of considering RRBs as a low cost venture wi~l soon 

disappear. This even make some or the so-called viable RRBs 

into unviable. Further, if they start functioning like other 

3 :r. S. Varshneys. Regional Rural Banks State Bank 
of India Monthly Review, Nove~ber 1983, ~. 466. 
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banks it would bring along with it a host of other problems 

similar to those faced by tl'_le commercial banks. 

Another problem faced by the RRBs is availability of 

competent and trained staff to many RRBs operating in the 

backward and tribal districts. A large network of branches 

opened at a fast pace which was not contributed substantial 

income in business had added to overhead costs, without con

tributing to profits. It has been observed that the extent 

and availability of starr support provided by sponsor banks -
..... 

is inadequate parti~ularly in the initial stages. Officers 

deputed by the sponsor banks may not always be the best avail

able to hold the administrative positions in the RRBs. The 

staff recruited by the RRBs are generally inexperienced and 

the training is not sufficient to prepare them to shoulder 
. 

managerial positions independently. Therefore they lack in 

experience and maturity required for heading the RRBs. Al

though various training centres have been started by various 

agencies at various stages still it is not possible to meet 

the needs or RRBs. In many states the starr turn over of 

RRB is quite high• they treat RRBs as stepping stone for other 

services or as stop-gap arrangement so long as they do not 

get employment elsewhere. It the demands or the RRBs . are 

considered at par with the commercial banks, thetr viability 

would be jeopardised. Despite active support by sponsored 

banks and other starr problem has remained as unfinished and 

often haphazard task. As time went by even the existing 
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employees begun to show resistance to the lo\ver pay structure. 

RRBs have found that different states oftered different bene

fit packages. These young men had little prospects for pro

fessional advancement in RRBs as there are very few higher ~ 

levels excluding chairman. 

Therefore underlying assumption their establishment -

appeared to be proving incorrect. A number or operational 

problems have cropped up. The original concept that the rural 

bank will have radical departure from the orthodox ~ethods 

of commercial banking can be run more e~~mom1cally with the 

helP. of moderately paid rural oriented staff and serve the 

masses with a spirit or dedication seems to be eluding now. 

It is round on the examination that the lo~ation of some of 

the rural banks is not in keeping with principles enunciated 

in this respect. So wrong location may create new problems 

of coordination. The assumption regarding moderate salary 

structure is also baffling the government since s~onsoring 

banks have started demanding deputation allowance and assu

rance as regards their future prospects. Once demand is 

conceded, the cost structure will go up. 

Another problem faced during the operation of this 

hybrid institution is lack of uniformity. Several decisions ~ 

are delayed for want of clearance by one of the agencies 

like Government, Reserve Bank ot India, state government, 

sponsor banks and NABARD. We have observed that there are 

several contradictions in the system. The low cost 
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philosophy and efficient management do not go hand in hand. 

RRBs are formed to cope with the comprehensive banking needs 

of the rural areas.. But they are assumed to perform the act 

of calculating bank office population ratio, which is alto

gether a misleading exercise. 

Another difficulty relates to mobilisation of deposits 

and profitability of rural banks. In case loaning is con

fined to weaker section~ the artluent sections of farmers 

(not getting service) may not come forward to deposit their 

savings with the BRBs. Hence costlier funds will have to 

come from the sponsored banks. Added to thi$ the iow rate 

of lending will make it almost impossible to earn profits. 

Therefore the long run viability of these banks will be even 

doubtful. The problem of effectively reaching the masses , 
"' still, remains unsolved. Proper attitude towards and tne 

cooperative leaders coupled with promotional work, adequate 

financial and managerial support and guidance may help rural -

banks to develop healthy relations with the cooperative 

strueture and remove the even present gloom or suspicion 

from their (cooperators) mind. 

Although organisational reforms even innovations in 

the structure, methods and operations or the rural credit 

agencies and their interrelationships will continue to be 

vital to ensure their viability and suitability the pro-

ductivity or the clientele to be served and their potential 

viability cannot be ignored. 
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Thus the organisational reforms in the credit giving 

agencies and rationalisation of their interrelationships 

must go hand in hand with sustained programmes or total re

construction or the poor man's economy lest objectives or 

eliminating rural indebtedness underlying the establishment 

of the rural RRBs cannot be realised. Ultimately success of 

RRBs will depend upon how successfully the credit gap is 

filled. The credit gap relates mostly to the nonviable 

segment of the rural economy. 

Under the branch licensing policy of the Reserve Bank 

of India, priority is given to the RRBs in the districts 

covered by them in the matter of opening branches in rural 

and semi-urban areas. It is observed that in some cases a 

large number of authorisation have been issued in favour or 

some RRBs which have already set up more than 100 to 120 

branches opening up of RRBs branches beyond certain lim! t is 

not sound for healthy growth or llll.~s. 

An out~tanding problem faced in its operation by RRB 

is mounting overdues. The probl~m ot overdues arises mostly 

in the case where the beneficiaries have diverted the fund 
" for unproductive purposes and therefore their income position 

has not improved. The banks must ensure that loan is used 

only for the purpose for which it has been sanctioned. In 

the case or agricultural loans it is easy but)in the case or 

dairy loan, bullock loans, sheep and goat loans and loans 

for other non-agricultural purposes, frequent visits by bank 



officers to the beneficiaries places would prevent possible 

diversion or funds. The monopolistic position they had en

joyed in earlier phases did not continue due to presence of 

the branches of commercial banks in their ~ea of operations. 

RRBs have also been experiencing their branch network 

in areas with limited infrastructure facilities. Some state 

governments who were wedded to cooperatives viewed RRBs as 

an arm or commercial banks and hence as a covert threat to 

their cooperative structure. The required support for 

identifying suitable buildings accommodation for staff and 

security arrangements was not readily forthcoming from some 

state governments. Rural elites looked at the poor man's 

bank in suspicion. So they anticipated a loosening of their 

hold on the poor and a consequent erosion of their power. 

~ Another problem is default. The general repayment 

ethics among the rural clientele has been deteriorating and 

RRBs customers are not immune to this tide. Some feel that 

RRBs are over regulated with their multiple accountability 

to central government, state government, sponsor banks and 

national bank often with overlapping jurisdictions. Although 

regulation is imperative in the interest or efficient bank• 

ing, over regulation often undermines the essential innova

tive elements and smothers initiativesJespecially in rural 

banking which calls ror continuous adoption and improvisa

tion. Unless repayments are made no credit programme can 
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succeed. Sometimes vagaries of nature like drought, poor 

monsoon, cyclone and floods do adversely affected the re

covery performance. Therefore, overdues in case of RRBs keep 

on mounting. Sometimes postponement of recovery of the dues 

of farmers or write off of over dues tends to have an adverse 

impact on the recovery performance or these banks. The main 

drawback is that such measures are unfair to borrowers who 

repay their loans promptly and if the recovery climate is 

vitiated, many honest borrowers may turn potential defaulters 

in anticipation of ~imil~ concessions. Th~s would in the 
. :... 

lon~ run impair credit discipline and weaken the fabric of 

institutional credit structure. Hen~e instead or writing orr 

overdues other steps should be taken to give relief to those 

farmers whose repaying capacity has been adversely ~tected 

by natural calamities. 

On the other hand, rural indebtedness is not yet eli

minated and credit given to weaker sections in relation to 

their demand is inadequate. Still RRBs have left uncovered 

inaccessible and under developed areas in hill and tribal 

regions and north eastern region. Even the areas Where RRBs 

are functioning, the coverage of the relevant categories has 

so far been extremely inadequate. The basic problem of 

people of weaker section is not mere finance but under

development and low incomes. Though RRB Act is precise to 

whom credit is to'be granted still we see.that there is denial 
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of adequate credit for consumption purposes inevitably compels 

the poor cultivators and others, again to run towards money

lenders nullifying all attempts at doing away with them. 

Another important problem faced by RRBs in about 12 

years of their operation 1s,the commercial banks have become 

competitor to rural banks which they themselves have sponsor

ed. The idea of starting of RRBs should supplement coopera

tive banks and not supplant them. Evidently it was not anti-
,._ 

cipated that the public sector banks could compete with RRBs 

by charging lower rate of interest.~ The competition from 

thi~ viable sector would c~rtainly undermine the confidence 

of rural banks and defeat the purpose of setting up these 

banks. 

The personnel of this bank should have background and 

rural bias. Though the RRBs have succeeded to some extent in 

disbursing agricultural credit to the weaker sections of 

rural society, yet their performance in making socio-economic 

changes in the rural areas was disappointing. The banks have 

not yet changed their att~tude and outlook towards the pro

blems of small and marginal farmers. They have failed in 

inspiring confidence and trust in local people~ These banks 

have not reached into the interior part ot the countryside. 

As RRBs are dealing with the rural poor, the often problem is, 

~ J. s. Garg and K. N. Pandey. Problems and Prospects 
of Agricultural Credit Regional Rural Bank, Issues in Indian 
Agriculture edited by K. R. Gupta, p. 180. 
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how to make rural poo~ teel needed. The rural poor is a 

pessimistic man, he has no confidence in himself and no 

courage for new ventures. 

It is noticed that attainment or this social goal has 

resulted in declining financial viability of RRBs. The pro

blem associated with-rapid development of ~Bs h~ve weakened-
~-

significantly the financial viability as indicated by dete

rioration in profitability ot profit making RRBs and accu

mulated loss of majority of RRBs. The financial tnstitutions 

with weak financial pase cannot continue for long and fulfil 

soc~al banking objectives assigned to them. For the finan

cial viability of the institutions is one of tbe prerequisites 

for their sustained growth and shouldering social responsi

bility. Kelkar Committee emphasis on low cost profile, high 

productivity, consolidating and strengthening the business 

and future expansion of RRBs branches based mainly on business 

potential is essential for improving financial viability of 

RRBs. 



CHAPTER V 

CONCLUSION AND SUGGESTIONS 

In this·concluding part of the dissertation an attempt 

has been made to draw the conclusions and make some sugges

tions regarding further role of RRBs. Foregoing part of the 

dissertation shows that RRBs are gradually moving towards 

achievement or objectives set forth. Despite the initial 

hurdles and problems, RRBs have become an integr~ part of 

the rural credit system of the country. Both state and 

union governments have been convinced about efficiency of the 

RRBs as the most powerful and useful component in the tota-
' lity of the rural credit structure. The RRBs have already 

crossed the exPerimental stage within a short period of 12 

years, and they have proved their capability to serve the 

purpose for which they were established. Now they have 

established their image as the unique type of institution 

catering to the credit needs of a class of borrowers to whom 

the institutional credit was hitherto not availableo 

It may be emphasised that in the complex economic con

ditions prevailing in rural areas, the RRBs are required to 

demonstrate to be useful component in the totality of rural 

credit and should not remain contended with the traditional 

role of lender alone. They should carry on their activities 

• 
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in the wider context as a friend, philosopher and guide of the 

rural people, trying to understand proble~s in a sympathetic 

manner, as also in assuming the role of a catalytic agents 

in the process of rural welfare which ultimately must reflect 

in the maximum welfare of the maximum numbers. Vast neglected 

group of the people is watching towards this institution with 

high hopes, in such a S1 tuation, the rural banks have to play 

their dynamic role and effectiveness in meeting the credit 

needs of target groups. 

There is no doubt that given the necessary aid, support 

and. guidance in the initial years, RRBs will have to assume 
•. . 

an increasingly important role as an integral element of the 

multi-agency system at the ground level. The RRBs are more 

suitable for adopting individual approach than the rural 

branch of a commercial bank in view of its low cost profile, 

wider netwo~k or its branches in remote rural areas, the 

local feel of its staff and its i~age as a small man• s 

institution. 

In the ultimate analysis it has to be borne in mind 

that the RRBs are expected to be not a transient or temporary 

structure but a permanent set up in the overall rural credit 

super structure of the country. Their financing and opera

tions must be so organised as to ensure long term viability. 

Any measure to tackle the problem with short term solutions 
1\ 

is not likely to be much helpful. If the RRB~ are to remain 



small man oriented credit institutions and still retain long 

term viability and strength, a closer look at the policy of 

administered rates of interest would probably be inevitable. 

A viable and strong credit structure cannot be expected to 

develop on the crutches of permanent subsidi~s. subsidies, 

at best, can be a temporary phenomenon. As pointed out by the 

Dantwala Committee the weaker sections need other services 

far more acutely than concessional interest rates.1 If the 

income generating capacity of the activities financed is 

poor, no amount of cpncession in the rate of interest can 

real;Ly help. 

Point to be noted after discussing working or RRBs is, 

there are at present PACS, lead bank scheme, commercial banks 

and farmers service societies working in rural areas. There 
. 

appears to be no clear cut demarcation of the areas they are 

to cover or functions they are to perform. There is no clear 

conception as regards the future role which some of them are 

to Pl81 or place which will occupy in the future scheme of 

things. 

Attempts should be made to enable the RRBs to provide 

adequate and timely credit with the maximum possibility of 

simplicity in procedure. At the same time, consumption loans 

at reasonable term should also be made available to check 

diversion of a large part of credit from productive purposes. 

1 D. J. Kanvinde. Regional Rural Banks, State Bank of 
India Monthly Review, 26:11 November 1987, p.· ~~3. 
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Credit provided by the RRBs and other financial agencies must 

be adequate to enable rural masses to be free from the 

clutches of the ruthless money-lenders. A proper credit plan 

and cooperation of efforts by the different agencies are re

quired. 

For the success of these banks it is necessary that not 

only the disbursement is mat;le to the small and mar~inal 

farmer~; bUt also it is made available timely and, the propel," 

use of credit is en~n~red. :tt tpe credit is used tor the 

purpose it is taken _with the available technical knowledge, _.. 

it is bound to give incremental income from which not only 

the repayment of loan is possible but plough-back is also 

ascertained. The credit must form a part ot the package to 

improve small farmers productivity and availability of re

quired inputs. Whenever possible the credit should be given 

in kind also particularly for the purchase of inputs and 

this would relieve the small farmers of further transactions 

with which they are unfamiliar. The credit, specially 

credit in kind must be timely, if provided too early or too 

late, it leads to diversion and losses. Ultimately, the , 
VI 

programme should be conceived as one making provision for 

continuing and increasing financial support to the farms for 

evolving process or modernisation. Credit should be flexi• 

ble and timely with the appreciable lower rate of interest 

and easy repayment instalments. 

)(~ 2 c, l · 2 · 3} h N: I .. N '8 
M& 

2211~.9 
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Deposits are the main source of RRBs from the long 

term point of view. RRBs should introduce special deposit 

schemes for the poor sections of the village community. 

Special efforts may be made to induce the savings habits 

among the borrowers of RRBs. The common deposit campaign 

should be through various mass media apart from newspapers, 

particular mention may be made in regard to film songs, 

drama, puppet shows, radio and T.V. etc. wnich Q ave greater 

appeal particularly to illiterate people. 

One more sugg~stion to be made here, pertains to that 

the .credit plans of RRBs should take into account not only 

the scope available for financing various purposes but also 

more broadly the desired development. Mass power planning 

is the crucial aspect of the development of RRBs. In the 

recruitment process it may be ensured that youth hailing 

from rural areas are given full opportunity to enter into 

the service of the bank. Though sponsor banks and NABARD 

have created training facilities to the staff of the RRBs 

still it is inadequate. Steps should be taken as quickly as 

possible and staff should be well trained to serve rural 

customers. 

Other steps which are to be taken by RRBs include: 

1) For maintaining the efficiency the limit set by the 

various committees on the maximum number of branches must be 

strickly adhered to, 
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2) Prompt and effective recovery of loans is to be made 

by a proper follow up action by banks from production point 

to distribution. 

3) Setting up of proper controls and a vigilance 

squads will reduce the maladministration of funds. 

~) Conducting Gram-subhas in every village at least 

twice in a month will solve the problem of the selection of 

right borrowers as well as motivating them to repay the 

loan promptly. 

5) In order to avoid the employment turn over, the 

emp~oyees of the banks must be motivated by announcing 

suitable incentives like rural working allowance, promotions 

and providing loans. 

Further it may be suggested that RRBs should cover 

only one district instead of two qr more. Otherwise various 

problems wi~l come up in near tuture. As RRBs are expected 

to survey most backward. pocket~ of the districts, and under 

privileged rural families, they have to pay undivided atten

tion to convert the resources of the area and the families .,

into productive endeavours. 

The banks should necessarily confine its activity only 

to the weaker sections of society. This consideration 

should never be diluted or compromised for the sake of mak• 

ing it viable for rural operations. To achieve viability 

there are other methods or ways and means. It should be 
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noted that the size or the weaker sections or society is in

creasing at the alarming rate. Their needs of credit for 

production as well as consumption purpose make from vulner

able to exploitation by money-lenders and traders. 

In the case of the RRBs the term viability is to be 

appreciated from the increased level of social gains accrued 

to those clientele whose socio-economic uplift and better 

standard of living should become the index for judging the 

states effort towards the commitment or growth of soci~ 

justice. 

Recently, M. Narasimham the doyen of Indian rural banks 

stated "In course or time the public sector banks should 

perhaps think in terms or transferring some or their rural 

business to the RRBs and in the mean time use these rural 

banks as agents for their own credit disbursement and post __ 
2 A 

credit supervision." This has the far reaching implication. 

To make RRBs more sui table and viable Reserve Bank of 

India has set up various committees from time to time to 

assess the working of RRBs in the country. In the early 

stage of BRBs M. L. Dantwala Committee was appointed to 

suggest suitable measures for further improvement of RRBs. 

That committee made an indepth study and recommended some 

steps for further improvement of RRBs. Again in 19?9 the 

expert group was appointed to work out the viability of RRBs. 

2 K. P. Padmanabhan. Financial Intermediation Changing 
Perceptions Regional Rural Banks .. An Indian Innovation in 
Bridging Cultural Gap, p. 6?. 
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In 1981 the committee headed by Sivaraman .also made certain 

recommendations for the improvement of RRBs. The recent work

ing group headed by s. M. Kelkar has emphasised the need for 

more effective involve~ent of sponsor banks in the function

ing of RRBs. 

The reports of various committees reveal that RRBs are 

needed for the requirement of rural people. These committees 

have succeeded in finding out loopholes and suggest measures 

to correct them. 

The success o~ these banks will depend on the dedicated 

personnel appointed to run them and the organisational acumen 
A 

and innovation which they bring to bear upon these problems 

so as to tackle them more effectively than the other agencies 

have done. In the final analysis the role or these banks will 

have to be that of money-lender minus exploitation and the 

role of the staff or the banks will have to be that of village 

teacher minus politics. 

RRBs as they exist and administered tod81 are neither 

a model of prefection nor a system of best virtues. But they 

have demonstrated their utility, if not inevitability al

ready. RRBs will have to prove as one of the most useful 

instruments of rural credit. RRBs have a bright future if 

the central and state governments, Reserve Bank of India, 

commercial banks, cooperative banks and NABARD ensure for 

them a proper operational environment. They may perhaps be 
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the best answer to many of our present problems in the area 

of rural credit and development. 

A period of 12 years may not be sufficient time to 

deliver expected result because it has to operate against 

serious constraints. With the keen interest of governnient 

as well as public in coming days it will become a strong 

institution to the people at grass root level. 
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