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Rural Banks for Rural Development ¢ The Indian Experiment*
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The establishment of the new institution of the regional rural 7
banks in India since 1975 has aroused a great deal of interest of the
policy-makers and observers of the Indian economy. This innovation in
the field of rural credit has been seen to be a potentially powerful
policy instrument for achieving the objective of rural development
mainly through the development of the rural poor. The Reserve Bank of
India in a recent report has described the sctting up of the regional
rural banks (RRBs) as a "development — which will have a far reaching
effect on the extension of banking facilities to the rural areas.l The
purpose of this paper is to examine the background and the salient
features of the scheme for establishing the RRBs and to evaluate their
performance in the short period of their existence. The paper also
presents ti.e casc for their reorganisation in the light of the experience
gained so far to cnablc them to be more effective in achieving the
objcctives for which they have been sct upe.

A}

* I am grateful to Mr. Me Narasimham and my collecagues Professors
VeSe. Vyas, BeMe Desai and Uma K. Srivastava for the discussions I
have had with them on the subject of this paper. I am, however,
alone responsible for the views expressed in this paper.

1 Reserve Bank of India, Report on Qurrency and Finangeg 1975-76,
Volels Economic Review, Bombay, 1976, p.100




The_Bac:ground

The objactive of the rural credit policy in India,; since 1951, has
been to enlarge the role of institutional credit agencies and to
corrcspondingly reduce the role of non~institutional credit agencioes,

especially the privatc money-lenders.

The All India Rural Credit Survey Report revealed that the share

of institutional agencics, comprising of the Government, the
Co=opcratives and the Commercial Banks in financing the borrowings

of the rural housecholds was 7.1 per cent in 1951-52.whereas the correspond-
ing share of private money-lenders (excluding reclatives, traders and
commission agents, landlords ana others) was as high as 68.6 per cent.2
Not denying the positivc role played by the money=lenders in the village
economy and the strcengths possessed by them in operating their businessy
this Report aptly pointed out thc real problems resulting from their
virtual monopoly in supplying rural credit.3 Similar problcms have been
pointed out by severali other comm¥ttces which probed into this question.
Thus, the rate of intercst charged on loans can be quite high - often

: 4
much above the legally prescribed maximum by the State Governments.

2 Reserve Bank of India, All India Rural Credit Survey, Vol.II, Bombay,
3 Ibid, Chaptecrs VIII and IX
4 Ibid, pe 174

5 Ibid, Ghatak has empirically testced the hypothesis that the rate of
interest charged by the money-lcenders is out of proportion to the
risks involved and did not find it to be valid in most cases. Sce
Subrata Ghatak, Rural Mongy Markets in India, Delhi. The Macmillan
Company of India Limited, 1976« 'Howcver, the possibility of this and
the adoption of scveral other qucstionable practices by private
monay=-1lcnders mentioned subscquently in this paragraph can't be
denicde



Very often the interest rate charged is very high and out of proportion
to the rizk involved.5 The money-lenders can and often do resort to
several questionable practices due to the "helplessnessy ignorance and
the necessity of the borrowcr".6 Thesc practices include : "(a) demand
for advance rent, (b) demand for a present for doing business, known

as girah kholai (pursc opening), (¢) taking of thumb impression on a
blank paper with a view to inserting any arbitrary amount at a later
date if the debtor becomes irregular in payment of interest, (d) general
manipulation of the account to tho disadvantage of the debtor, (c)
inscrtion in written documents of sums considerably in cxcess of the
actual money lent, and (f) taking of conditional sale deeds in order to
provide against possible cevasion of payment by the debtor." 7 To these
one may add, possible exploitation of the poor borrower through advance
contracts for ticd sale of output only through the mongy-lender
resulting in a sale prico which is lower than what the borrower could

have gotten had he tried to sell his output directly in the market.8

There can bc several other ways of control over the poor borrowers
in the villages cxercised by the private mbney=lenders. These controls
mostly take roots in the socio-economic environment prevailing in the

N

Government of India, Report of the Agricultural Finance Sub=Committoc,
New Delhi, 1945, p.59

7 Government of India, The Indian Centzal] Banking Enquiry Committec,
Majority Report, New Delhi, 1931, p.77 ’

Sec Government of India, (Department of Revenue and Banking),
Report of the Expert Committoe on Consumption Credit (Chairman
Mr. Be Sivaraman), New Declhi : April 1976, Chapter 5.
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villagese As Ghatak pcints out, the "social force can take form of
*10ss of face or local prestige', caste disapproval ~r pressurc through
local sclf-governing bodies, i.c., panchayats. The cconomic force lics
in the possible drying up of tht source of cre;lit".9 Scveral scholars,
mainly sociologists, have investigated the various forms of socio-
economic controls exerciscd by the money-lenders over the borrowers in
the villagese Thus, Gough referred to the coercive measures which the
mongy=lenders could employ in an Indian village to cxtract payment from
the poor borrowers, especially those who belong to the lower castes such
as the payment of fines to the temple funds operated by the high caste

Brahmins and at the extreme, eviction of peasants from their lands.lo

The poor villagers are permanently trapped in the net of the moneylender
because of the vicious circle of poverty wherce their expenses exceed
their income cvery year and they have to go to the money-lender to borrow
money for mecting their consumption necds in the lean scason and even

to buy secds ctce at the sowing time. The moneylender prevides loans

for all purposes = production ancd sonsumption including social and
religious ceremonies, especially marriages of sons and daughters. And

he is assurced of running his business yoa}-after-year under the s0cio-
economic conditions prevailing in the village 1lifc where he has become

an integral part of the socictye.

9 Ghatak, opscit, p.l5

10 Cf« Kathleen Gough, 'The Social Structurc of a Tanjore Village'
in McKim Marriott (cd.), Village India, Chicago 3 The University
of Chicago Press, 1955, ps 44



Considering the strengths and the weaknesses of the rural credit
system dc:inated by the non-instiZutional credit suppliers; the All
India Rural Credit Survey Committee recommended that organising multi-
purpose co-operatives providing integrated credit facilities linking
production with marketing of inputs and outputs, processing and ware-
housing activities provided the only viable alternative to the credit
problems of the Indian villages.ll The Government of India accepted
the rccommendations of this Committee and provided its active support
through the State Governments and the Reserve Bank of India to crecate
a growing cooperative credit structure based on a three-tier system
consisting of an apex centre at the State level (State Co=operative Bank ),
an intermediary layer of Central District Co~operative Bank = at the
district level and the primaxry or basc level of primary agricultural

credit socicties at the village levels

The commercial banks had usually been lending a negligible proportion
of their inds to the rural arcas. Considering the vast gap that
existed in meeting the craedit nccds of modern agriculture in the framework
of a planncd developing cconomy and the de;iro to increcase the role
~f the institutional crcdit agoncics, the Government accepted the idea
f multi-=-agcncy approach to the~development of credit institutions

1ich was rccommended by the All India Rural Crcdit Review Committee.12

L All India Rural Credit Survey, Vol.II, op.cite., Chapters VIII & IX

ws

' Socy Reserve Bank of India, Report of the All India Rural Credit
Review Committce, Bombay, 1969




The Government thercfore encouraged the commorcial banks to provide
morc cred.: to agriculturc which has becn classified as a priority
scctors This policy bocame more promingnt after the introduction of
the scheme for social control of the schedulcd commercial banks launched
by the Government of India in 1967=-68. And it bccame most proncunced
after the nationalisation of the fourtecn large scheduled commercial

banks in 1969.

Both the Cooperatives and the commercial banks have nade substantial
pr;gress over the years in providing rural credit, especially to the
agriculturists. Thus, nearly all of the Indian villages (95 per cent
in Junc 1974) werc covered by the cooperativcs.l3 The share of
cooperatives in the total borrowings of the rural houscholds has grown

14 Tho commercial

from 3 pef cent in 1951 to over 25 per cent in 1974.
banks paid special attention to opening branches in rural areas in the
post=nzationalisation periods Thus, the number of 'rural' branches of
all scheduled commercial banks (in contres with population of 10,000 oxr
less) rose from 1,832 at the end of Junc 1969 (or 224 per cent of total
number of branchcs in the country) to 9,146 branches at the end of

April 1977 (or 37.7 per cont of total branches) representing an increase

of ncarly 400 per cent in a pefiod of 8 yecarss Whercas the credit

13 The source of data is : Rescrve Bank of India, Statistical
Statements Relating to Cooperative Movement in India 1973-74,
Part I 2 Credit Societies, Bombay, 1975

14 Estimatced on the basis of the data provided in the Report of the
Expert Committce on Consumption Credit, opecit, Chapter II.




outstanding of all the scheduled commercial banks to agriculture
(excluding ylantations) accounted for 537 per cent of the total credit
outstanding of thesc banks at the ond of December 1969 this proportion

had risen to 1044 per cent at the ond 6f Dccember 1976.15

Despite the tremondous growth of the cooperatives and the
commercial banks in the country over time outlined in the above
paragraph, it is estimated that cven now, the noneinstitutional credit
accounts for two-thirds of the total agricultural credit in the country.16
There are still many unbanked arcas in the country. The cooperative
and the commercizl banks are not acble to meet all the credit require-

ments of the rural arcas and there would be "still a large unfilled

gap“.l7

Both the cooperative crodit agencies and the commercial banks have
several wecaknessds in relation to the task of mucting the requircments
of rural crodit. These have been revicwed extensively in the literature

both by rcsearchers and several O:ficial Committecs which have gone into

¥5 These computations are based on the data provided in the various

issues of the Regserve Bank of India Bulletin (a monthly publica=-
tion of the Rescrve Bank of India, Bombay),

16 Government of India, Report of the Committee on Rural Banks,
New Delhi : 1975

17 Ibid, peles The National Commission on Agriculturc appointed by the
Government of India for ¢ xamining the demand and supply of rural
credit in 1985 also come to similar conclusione Sce, Government

of India, Report of the National Commisgion on Agriculturc,
New Dclhi ¢ 1976, part XII: para 55.7«11s
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their working'.18 It would be worthwhile summarizing the salient

points of weaknesses of both these institutions with the latc§t sunport-
l .

ing data as a background to thc nced for the creation of the now

institution of regionai rural banks.

The major wcaknesses of the coopcratives, especially at the level
of the Primary Agricultural Credit Societies {PACS) may be summarised
as follows : Cooperative Crodit Societies have had a mixed rccord of
success. "Cooperative Credit Societices have been successful in some
arcas, not so successful in some other areas and have miscrably failed
\in somg other arcas".l9 There has been continuing evidence gathered by
several Committces which goes to show that the benefits of the cooperative
credit have not been adequately passed on to the weaker sections of the
socictys The evidence gathered by the All India Rural Crecdit Survey
Committee based on 1951-52 data and later by the All India Rural Credit
Review Committce based on 1961=62 data provided by the Reserve Bank of
India's All India Rural Debt and Investment Survey points out to the
validity of this asscrtion. To quote the Report of the All India Rural

Credit Reoview Committce, "It doces appear from these figures that the

18 See for example, Ghatak, ‘Rural Money Markets in India, Op.cit.:
Roport of the All India Rural Credit Review Committee, opecit.
Report of the Committee on Rural Banks, onecite; Roscrve Bank
of India. Rcport of the Study Team on Overdues of Cooperative
Credit Institutions, Bombay, 19743 and Reserve Bank of India,
Report of the Committee cn Integration of Cooperative Credit
Institutions, Bombay, 1976.

19 Report of thg Committee on Rural Banks, opecit, p.l
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prgportion of small cultivators who had access to cooperative credit
was rclati;ely low in all the Stat:>s and that the bi-jecxr cultivators
received a much larger share of cocperative credit than would appear
to be justified if allowancec were made for the extent to which their
own resources could have helped to finance their outlays on the farm.2
This report also pointed out that in the “Yexisting framcowork of
arrangcments in respect of rural credit facilities, there is a distinct
gép s0 far as the nonecultivator scctions of the village community are

2
concerncde 1

Recent data on the progress of cooperative credit societies also
gives reasons to belicve that a very small bruportion of the loans
advanced by the cooperatives, cspecially, by the primary agricultural
credit socicties (PACS), has gonc to small cultivators and landlcss
labourcrses Thus, 1%ans advanced to landless persons by PACS in 1973=74
accounted for only 4.10 per cent of the total amount of loans advanced.
The corresponding proportion for lcans advanced to lendless persons and

small farmers owning land beclow 2 hectarces amounted to 20642 per cent.22‘

The weaknesses of the management and operations of the cooperative

socictices, cspocially Primary Agricultural Credit Sociectics (PACS), have

20 Report of the All India Rural Credit Reoview Committee, opscites Ps172

21 Ibide Pp. 45960

22 Computed from the data provided in the Statistical Stateoments
Relating to Co-operative Movoment in India 1973-74 Part I: Credit
Socictics, opecite
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also been known for quite somo‘timc. Thus, commenting on the working
of the PACC, the Committee on Intecration of Co-operative Credit
Institutions have obscrved as follows ¢
" Bven after a long period of existence, the PACS have not been
able to deliver the goods expected of theme A majority of them
have not become viable so fars Out of about 1.5 lakh societies,
only about one-third have full=time paid secrctariess About
40 per cent of the societies function in losss Many of them
arc dormant or defunct. Most PACS are financially and managerially

week and suffer from inadequate business, hcavy overdues and
faulty and inefficient management."23

1:he above opinion can be substantiated and further explained in
terms of the data for the co~opecrative year 197374 (ending with June
1974). The poor management of loaning activitics is evident from the fact
that the overdues as a proportion of loans outstandings of the PACS at

24 Part of the problem

the end of June 1974 was as high as 42 per cent.
has arisen from the window dressing resorted to by the co-operatives every
year to present a favourable picturc of their performance by showing
repayment ¢f an old loan by issuing a fresh loan of higher amount. Bven

the All India Rural Credit Sugvey Report of 1954 obscrved that "Cascs of

" book adjustment of old loans through rencwals which overstate the amount

23 Report of the Commit n n of Co
Institutions, ope.cits Ppe 26=27

24 It would be much morec as a percentage of loans issued during the

yeares This figure is computed from the Statistical Statemonts .
Relating to Coopgrative Movement in India 197374, opscite
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of repayments werc not rare“.25 The heavy dependence of the cooperatives
on the goernment or government's cooperative fanding agencies even

after several years of the opcrations of co-opcratives also necds to be
pointed outs This may be illustrated with reference to the working of
the PACS in 1973—74.26 Thus, at the end of June 1974, the owned funds
were only 17 per cent of the working capital of the PACS. The ratio of

their deposits to their working capital at that time was a low of

6 per cent.

The commercial banks have also their own weaknessese Despite the
stepped up lending activities of the s cheduled commercial banks to the
rural areas, they still operate their branches in rural arcas more for
mopping up deposits rather than deployment of these funds in local arcas
thus providing for reversc flow of funds from the rural arcas to the
urban areas. This phenomenon has become less sharp in recent years.
Nevertheless it still holds. Thus, at the end of June 1974, deposits
mobilised from theo ;}ural' branches accounted for 7.7 per cent of the
total deposits mobilised but corresponding advances through the ‘rurall

branches accountcd for 5.3 per cent of t he total advances.27

The commercial banks also appear to be felatively neglecting
'smaller® borrowers while providing agricultural credit. Thus, cven at

a broad level of classification of loans to *agriculture and allied

25 1l Ind ia Rural Credit Survey, Vole II, Eogil"-, pe 218

26 The following obscrvations arc based on the data provided in the
Statistical Statements Relating to Co=operative Movement in India
EOClto
27 This obscrvation is based on the data provided in the Reserve Bank

of India, Banking Statistjcs, Basic Statistical Rgturns, Volume 4,
Jung 1974, Bombay' December 1975. The definition of 'rural! branch

has alrecady been explained carlier in this papers
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activitics', the aggregate of loans outstanding in the lowest category
of 'Rupees Ten Thousand and Less' at the ond of Junc 1974 accounted for

36,53 per cent of the total loans outstanding.

The linkage between the commercial banks and the co=operative
societios, though growing over time, is still very weak. Thus, commcrcial
banks financed only 1440 per cent of the PACS at the end of June 1974.28
This percentage would have risen to about 2,00 by the end of December

1975,2°

One thing which is common to the performance of the cooperative
credit agencies and the commercial banks so far is the relative neglect
of the credit neceds of the weaker sections of the rural society. The
then Prime Minister announced a Twenty Point P¥ogramme (often also called
the '"Iwenty Point Economic Programme' and the *New Economic Programme'!
of the Government of India) on July 1, 1975.30 Some of the points of
this programme specifically aimed at ameliorating the lot of the weaker
sections of the rural socicty. The most direct of thesc points having
bearing on rural credit scenc related to a "plan for liquidation of rural

indcbtedness; Legislation for moratorium on'rocovery of debts from

28 Based on the data in the Statistical Statements Relating to
Co=operative Movement in India, opecite
29 Estimated from the observation made in the Report of t he EBxpert

Committec on Consumption Crcdit, opecite.

30 For a complete listing of the Twenty Points of this Programmc and
the details of its incorporation in the Revised Fifth Five Year
£lan of India (published by the Government of India in 19765, see
Charan Wadhva "Reshaped Fifth Five Year Plan ¢ Response to Changed

Environment" in Charan DeWachva(cds), Some Problems of Indialg

Economic Policy, New Delhi ¢ Tata McGraw=Hill Publishing Company
Limited, 1977, Chaptor 10.




landlesg labourcrs, sﬁall farmcrs and rural artisans“.31 In July 1975,
the Goverrmment of India issued guidelines to the State Governments

to thke cffccet that appropriate legislative action should be taken to
ensure that all the debts of small farmers holding land upto 2.5 acres
of unirrigated land should be éaken as totally discharged and those of
marginal farmers holding between 2.5 and 5 acres of such lands should be
scaled down. Also, it was suggested that a moratorium from recovery of
debts through the courts should be declared for both the above categories
of farmers for a period of one ycare It was further suggested that the
debts of those who hold irrigated land should be scaled down as per
currently defined comversion ratios in the State in questions 1In
pursuance of these guidelines; scveral State Governments enacted legisla=-
tion for moratorium, discharge and scaling down of the debts from the
non-institutional sourccs of the small and marginal farmers, landless
labourers, rural artisans and other weaker scctions of the rural
society.32 Such legislation was clearly cxpected to create a vacuum

for meeting both the production ai:d consumption credit of the weaker
sections of the society as the traditional sources of credit were cither
going to dry up or would demand extortionately high rates of interest

on loans to cover tho risk of nonwpayment within the purview of law. .
Thus, the Government of India seriously considered devising alternative
sources of croedit to mect the credit requirements of the weaker

sections of the rural societye The Government conceived the possibility

31 Ibide Chapter 10

R For a revicew of the action taken by the several State Governments

on this front, sce Report of the Expert Committce on Consumption
Crcdit, opecit. Appondix.




~of setting up rural banks as part of the New Economic Programme.

Under these conditions, the Government of India appointed a
Working Group under the Chairmanship of Mre« Ms Narasimham to “examine
in depth the sctting up of new rural banks as subsidiaries of public
sector banks to cater to the credit needs of the rural people.33 The
idea of new rural banks was alsc inspired by considerations of lowecring
the costs of rural banking and operating such banks with local staff
in an environment which the poor people in the villages would find most

homely.

This Working Group on Rural Banks (hcaded by Mr. Me Narasimham) was
appointed on July 1, 1975 and was asked to submit its Report within a
short period of onc monthe The Report was submitted by this Working

Group on July 30, 1975.34

Recommendations of the Working Group on Rural Banks

The Working Group on Rural Bank noted that the major strength of
the Co=operative Credit institutions lies in the local feel of the village
socicty and that of the commercial banks lies in the professional
management of the business of banking. The Group also identified the

\

various wecaknesses of the co-operative credit agencies and the commercial

33 Report of the Committce on Rural Banks, opegite, Appendixe
Mre Me Narasimham was then Additicnal Secrotary in the Department
of Banking.

34 The Report was entitlecd *Report of the Committge on Rural Banks',

opecitsy The following section is based on this Report,
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banks most of which have been covered in the carlier section of this
paper. It, thercfore, came to ths conclusion that a new institution

of regional rural bank for providing rural crcdit for rural development
mainly through the provision of credit to the weaker sections of the
soeicty was necessary. It envisioned this new institution as an
Institution which "combines the local feel and familiarity with rural
problems which co-opcratives possess and the degree of business organisa-
tion ability to mobilise deposits,; access to central monegy markets and

a modernised outlook which the commercial banks havc".35 It also laid
down a blueprint of the séructure of the management and operations of

the new regional rural banks and guidelines for carcful selcction of
their locations as well as the locations of their branches. It clarified
that “the role of new institution would be to supplement and not

supplant the other institutional agencies in the fiold".36 It made several
other suggestions fh phasing the cxpansion programme for opening these
banks and prioritiscd the programmes of activitics for these banks over

time.37

35 Ibid, ppe 9-10

&

Ibid, p. 13.

N
\

\
I have covercd some of the major recommendations of this Working
Group and the deviations boetween these recommendations and the
implementation of the schome for t he establishment of the regional
rural banks (RRBs) in my paper, “Regional Rural Banks : An
Innovation in Indian Banking", to ke published in the Vishleshan
(forthcoming issuc). I will, thercfore try to avoid duplication
of these aspects here as far as possiblc.

9
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The Schemg of Regional Rural Banks (RRBs) as Adopted by the Government

The ilegional Rural Banks’(RR:s) were set up und.:r the Regional
Rural Banks Ordinance 1975 promulgated by the fresident of India on
September 26, 1975. This was subscquently replaced by the Regional Rural
Banks Act of 1976 dated February 9, 1976. There werce no major changes )
in this Act of 1976 and the Ordinance of 1975 except clarifications on
certain issuese The main features cf the scheme for setting up RRBs as

adopted by the Government of India arc discussed below.38

Objectives The Regional Rural Banks Act of 1976 provided for the
incorporation, regulation and winding up of NDRBs. According to this Act,
the RRBs were to be set up mainly "with a view to developing the rural
econemy by providing, for the purpose of development of agricultures trade,
commerce, incdustry and opher productive activities in the rural areas,
credit and other facilities, particularly to the small and marginal
farmers, agricultural labourers, artisens and small enterprencurs, and

for matters connected therewith ar ! incidental thorcts".39

38 For further details, the rcadors arc referred to the Reserve Bank
of India, Annual Report and Trend and Zrogress of Ranking in India,

1975-76, Bombay, 1976, pps 60=62,

39 Government of India, The Gazette of India, Extraordinary, New
Delhi : February 9, 1976, vart II, Scction I, ps 149. The
critexrion applied for defining a houscholder belonging to the
weoaker sections of the rural socicty specificd in this Act was a
net income of Rupces 24000 per ycar at 1972 prices excluding wage
payments rceeeived by the family members of the householder
concernede This criterion has been translated in the case of the
small and the marginal farmcrs in terms of landholdings of
unirrigated versus irrigated lande The definition varies from
rcgion to region depending on the local conditions. To illustrate,
the small and marginal farmers are defined by the Haryana
Kshetriya Gramin Bank (a regional rural bankX as farmers who
hold upto 5 acres of non-irrigatcd land and 2.5 acres of first
class irrigatcd land .
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Jurisdiction Bach RRB will opcrate within specificd districts in a

-

State and cperate branches within local limits specificed within a district.

Sponsorship : Each RRB will be sponsored by a scheduled commer cial bank
(mainly by a'public sactor bank). It will be sot up at the initiative
taken by the sponsoring bank in cqnsultation with the State Government.

The sponsor bank will provide assistance to the RRB in several ways. These
include subscription to its sharc capital, provision of managerial and
other staff assistance to be mutually agreed upon within the period of
first five years of its existence and financial assistance (refinancing

facilities) on terms mutually negotiablee

cani uctu : The authorised capital of each RRB would be Rupees
10 million and the issued capital would be Rupces 245 million. The issued
capital would be subscribed by the Government of India, the sponsoring bank
and the concerned State Government in the proportion of 50 per cent,

35 per cent and 15 por céht respebtively.

Management S;xu&tu;c: The Management of cach R1B will be through a nine
nember Board of Dircctors headed by a Chairmane The Chairman is appointed

2
by the Government of India. 0 The Central Government nominates three

\

10 In practice, the Chairmen of the RikBs have been selected by the
Government of India on the recommendation of the sponsoring bank.
The latter has recommended a person from among its employees for
this post. The Chairman so sclected is on deputation with the DRB.
The sponsoring bank pays the full salary of the Chairman (and alsc
of its other staff) on deputation with the RRB.
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directors (in addition to the Chaimman); the State Government nominatcs
two dircctors whilc the sponscring bank nominates the balance cof three
dorectors. The remuncration paid tc the staff directly rccruited by the
RRBs is prescribed by the Government. The structurc of the remuncration
is uniformly lower than the structurce applicable to the staff of the
sponsoring commercial bank (and in general to thc staff of all the largely
urban~orientcd schecduled commercial banks)s. The Government of India has
laid down that thc structure of remuneration payable to the staff of the
RRB should be on par with the salary structurc of the amployecs of the
State Government and logcal authoritics of comparable level and status

in the arca cf the RNB.

Banking Busingss : Evory RRB has the status of a scheduled commercial
bank and has been cmpowered to mobilise deposits and to grant short term
and medium ;orm loans directly only (whother individually or in groups)
to the small and marginal farmers, agricultural labourcrs, rurzl artisans,
small entxuprencurs and persons ¢’ small means engac~d in any productive

- activity and also (indirectly) to all types of co-opcrative socictics and
the farmers service sccictics operating witﬁin its areca of operation.

The TRBs can also provide loans both for production and consumption
purposes within pre=specificd limits. They can pay ratus of interest on
deposits which are uniformally higher by & per cent over the rates

Payable by the scheduled commercial banks for all periods of meturity

upto 5 yecars. The rates payable on dcpositsAarc at par with those offcred

by the district central co=-operative banks operating in the arca of
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operation of the RRDs -but-% per cent lower than the rates on deposits
payable by the village level prim ry agricultural crodit societiost- The
Government has also prescribed that the rate of intercst charged by the
RRBs on its direct loans to the porsons beionging to the specified
categories of the rural socicty would be on par with the rate charged

by the primary co-operative socictics to its clients. Currently (May 1977),
this ratc was 14 per cent per annume The Government permitted the RRBs
to lend Rse 100 for every Rse 15 of its own lendable resources (paid up
capital and deposits mobiliscd), the rost being contributed by
refinancing from the Government of India to the extent of Rse50 and from
the sponsor bank to the tunc of Rse35» The rate of intcorest for
refinancing facilities to the RRBs has been fixed at 9% per cent per
annume. In comparison, the refinancing facilities are available to the
co=~operative socicties at 7 per cent per annum (which is 2 per cent below

-

the bank rate).

Programme_for setting up RRBs and Targets for their Busingss:

The Government of India proposed to sef.up 60 reogional rural banks
with an expected total number of 785 branches by the end of March 1977.
Each RRB was expected to open a minimum of 20 operating branches within
| first ycar of its operation and 26 to 30 more branches in the sccond year
to cover all relatively “unbanked" or "underbanked” centres in the area
of its operation. Assuming that the RRBs were properly organised with

linkages for indirectly lending in their areas of operation through the

co=operative socictics and upto 20 Farmers Service Societies to be
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formed with the co-operation of the State Governments and attached to
cach RRB, the Government cxpected the 60 RitBs to be 2ble to lend Rupees
3 billion for one full year of their operations.41 The target set for
deposit mobilisation per branch per year was Rupees 0.5 million on an
average (or Nupces 10 million assuming that it succeeded in achieving

the target of 20 branches in one year).42

I

FROGESS AND APFRAISAL OF THE WORKING OF THE 2iBs

Progress of RDDBs The Government of India set up first five regional
rural banks on October 2, 1975 fthc birthday of Mahatma Gandbi) within a
week of the promulgation of the Regional Rural Banks Ordinance. As Table 1
shows, 19 RRBs had been set up by April 30, 1976 with a total number of

112 operating branckess Some more retails regarding the working of thesc
RRBs arc provided in this Tables By the end of December 1976, 40 such
RRBs had been set up with a total number of 491 operating branches of the
first 37 banks (sce Table 3). The State-wise distribution of the 40 RRDs

[y

is given in Tablc 2.

41 As pointed out carlier, the Govermment expected that even after this
amount of lending, thc demand for credit would still not be fully
met. As will bc shown later in this paper, this assumption neceds
to be thoroughly re-cxamined in the light of the experience gained
so far.

42 Later in this paper, the performance of the RRBs will be appraiscd
in the light of these targets.
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Table 3 presents further details on the deposits and disbursements
activities of 15 (out of 40) RRBs cach of which had successfully met the
target of opening a minimum cf 20 branches by the end of 1976. At the
end of 1976, the total deposits of the first 37 rcgional rural banks were
of éhe order of Rupces 77.9 million while the total disbursements amounted
to Rupees 80.5 million consisting of Rupees 46.7 million (or 66.6 per cent
of total disbursements) to the 'small and marginal farmers and the
agricultural labourers' and Rupees 23.3 million (or 33.4 per cent of total
disbursements) to the 'rural artisans and others' in the villages. The

details of the bank-wisc performance of cach of the 15 selected RRBs

is given in Table 3.

Appraigal of the Working of thg RRDs

Even though the pcriqd of opcrations of the RRDs is very short for
providing a fair appraisal of their working, some of the developments in
the working of these banks so far do provide indicators of the probloms
being facc ' by these bankse A stuly of these problems can be very useful

in discussing thc issues reclating to the future working of these bankss

By March 1977, 43 DRDs had been established comparcd to the targoet
of setting up 60 such banks. .is Table 3 shows, of the first six RRBs which
had completed one year or more of their existence by December 31, 1976,
only four RitBs could complete the target of opening 20 branches and out
of all these six banks, only one (Gorakhpur Kshetriya Gramin Bank) could

complete the target of mobilising Rupecs ten million in 1976, Out of the
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othe: 34 RRBs which had been set up at different dates within the year
1976, 11 .2iBs had succecded in ogening 20 branches but only 1 of them
(Nagarjuna Grameena Dink, Khammam (A.P.) succceded in meeting the target
of deposit mobilisation well beforce completing one year of its existence
as per latest data available on the per formance of this bank. Thus,
most banks could not meet the target for deposits mobilisation in the
first year cf their working. Similarly, the performance of the RRBs fell
much short of the expectations of the Government of India. The overall
Credit/Deposit ratio for the first 37 banks operating in 1976 was only
1.03 comparcd to an expected valuc of 5.00 and a maximum possible value
of about 6.66. Thus, the Ds could not have made a major impact on the

rural credit sconc in 1976,

The data presented in Table 3, however, does show wide variatinns
-in the performancc of the ARDBs from bank to banke The performﬁnoe of 2
of thcge banks (discussed above) stands out much above the others. It
would be vorthwhile uncertaking s.veral case studics of the working of
the RRBs with a view tc exploring the factors 'which have led to relative

. . . © 4
'success' and ‘failurc' in their performancc. 3

The opening of the RRBs at a pace of about 3 RRDs per month during

the period October 1975 to Decembor 1976 has beeh done in great hastce

43 I have examined some of thesc factors operating in the cases of
the working of the Haryana Kshetriya Gramin Bank and the Jaipur
Nagpur Aanchalik Gramin Bank. Sce Charan D. Wadhva, "Management
and Operations of t he Regional Rural DBanks : Two casc Studies",
Working rPaper Number 170, Ahmedabad : Indian Institute of
Management, August 1977. Somc of the findings from this study
are quoted in the text in the following puges without repeating
the source in footnotes.
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The Working Group on Regional Rural Banks had suggested the setting up

of 5 pilot RRDBs in the first year at carefully selected places on an
experimental basis which could be extended after reviewing the results of
their working.44 Similarly, the sclection of locations for branches has
not been done in a co-ordiﬁated manncr at the State level demarcating

the arcas of specialisation of the cxisting institutional credit agencics
operating in the various districts of the State as was suggested by the
Working Group on Regional Rural Banks.45 As the experience of iliDs in Dhiwani
(Haryana) and Jaipur and Nagaur districts cited earlier shows, it has not
been .always possiblc to ensurc that the branches of the RRDs arc opened
at locations where neither a cooperative agency (or a viable cooperative
credit socicty) nor a branch of any commercial bank existse There is a
formal requirement of licensing of the location of the branch of the RR3s
by the Reserve Bank of India (RBI)s Perhaps under pressurc from the
Central Government to let the RRDs mect their one year target for branch
expansion, the RBI might have rclaxed its rigorous serutiny of the cascs

pPresented .7 the RRBs for permissi. n to open branches at the locations

requested by the lattor.

The shortfall in meeting the target of deposit mobilisation by most
RBs can be explained by several factors. &he target appears to have been
set at unrcalistic lovel cspecially in relation to the related target of
lendinge Thus, if the target reiating to Rupees 3 billion lending by
the IRBs per year is to be achicved though deposit mobilisation, these
banks will be cxpected to generate deposits of the order of Rupeces 450

million a year by themselves uncder the currently prevailing ratio of credit

44 Report of the Committeg on Rural Banks, oDecites Po33
45  Ibid, pe.28
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to self=gamerated lendable fundse The experience gained so far on the
front of ¢ osit mobilisation by the RRDs rules out cuch a possibilitye
One basic problem in this regard relates to the rejection of the
recommendation of the Working Group con iDs for local participation by
indivicuals and private bocies in the cquity structure of these bankse

Yet another problem in this regard is posed by the total exclusion of the
richer secticns of the village sccicty from the direct lending activities
of the RRBse. The Working Group on Regional Rurgl Banks had recommended
that a minimum of about 50 per cent of the loans advanced by the regional
rural baﬂks must necessarily be for the "small" borrowers.46 The richer
sections of the socicty, who alone have the scope for depositing their
surplus funds with these banks, feel less interested in doing so in view
of the lending policies of those bankses Under the existing circumstances,
however, it is most likely that a major portion of the deposits of the IIRBs
would be coming from‘the urban and sani-=urban branches of these bankse

It appears that by and large, the R2RTs have not succceded much in getting
the co-opecation of the State Governments in opening Jeposit aceounts of
the State Government ar: i its agenciess This.fictor also appears to have

contributed to the shortfall in the depositses

The shortfall in meceting thc\target of loans advanced can also be

explained by several factorss Some of them arc listed below

46 Ibid, p. 25
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Most of the banks have bceﬁ lending only directly to the specified
weaker ,sections of the rural society. The scope for direct.lending by
RitBs in their arcas >f operation is limited. Contrary to the vision of
9Influx of individual applicatiuvns® from ‘'small' borrowers Gthe moment
the bank starts functioning“,47 the experience of the working of atleast
two RRBs studied by us and cited carlicr shows that this was nct the casc.
The staff of the RRDBs had to makc some offorts to identify potential
*small' borrowers who would posscss capacity to repay loans at the
relatively high rate of intercst of 14 per cent per annum from farming,
small incdustry and small trading activities in which the borrowed funds
were to be deployeds This has posedva challenging situation and the RRDs
in their own ways have made a contribution by going out in the field to
ercate awarcness and develop entrepreneurship among selected peoplc!
belonging to the weaker scctions of the socictye It appears doubtful if
most of thesc borrowers could ﬁave undertaken the range of productive
activitics which the9 have undertaken with the help of credit from the RRDs
from other alternative sourcess Yet it is cqually true that the majority
of the *small' borrowers still continue to depend heavily cn the informal
(non=institutional) sourcces of credite The decision pracess of the
borrower regarding his choice for supply of ;rcdit from among the formal
and the infommal sources of credit under local conditions prevailing in
the village deserves tc be studica more closely.48 Such studies will be
useful in the drive of the RRBs to cover morc of such borrowcfs who arc

continuing to rely hcavily on the informal sources of credit.

47 Ibid, pe 26

48 Qne s?ch study is 3 BeMs Desai, "Formal and Informal Crecit Sources
in Tyibal Arcas : A Casc of Dharampur Taluka", Artha - Vikas,
Vols XII, No.2, July=-Decamber 1976,
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Another important reason explaining the relatively &lower growth
of girect lending by the RiiBs lics in the anamolous situation created
by the Diffcrential Intercst Rate (De.IWR.) scheme of lending operated
by the commercial banks. Comparcd to the rate »f interest of 14 per
cent per annum charged to the ultimate borrower by the RiBs, the
commercial banks can lend to the same target segment of borrowers at
the rate of 4 per cent per annum under the DeleRe schomee The commercial
banks arc able to offset the squeeze on the profitability of thei;
operationg through DeI.Re« schame by charging higher rates on other
loanse Thus, whercever the De.I.s loans arc available from the commercial
banks in the arcas of operation of the RRDs, it would be irrational to
expect the borrowers to seck loans from the NRBs. It is strange that
RRBs as an instituticn dircctly lending only to the weakest sections of
the rural society cannot presently acminister loans at DeIsRa scheme

rateses This anamoly nceds to be rectified soon.

The main rcason for the lowrr rate of growth of advances by the
RRBs has becen the absence of their effective links with the multi-purposc
Primary Co=operative Crodit S:cicties and ého Farmers Service Socicticse
Such linkages were cxpected o play a crucial role in expanding the
loaning 'activities of the RRDs over time. The absence of thesc linkages
is cxplained to a great degrec by relative apathy of the concerned
State Governmonts for the RiiBs (coming mainly under the control by the
Central Government) and relative sympathy for the co-operativeg(which

come under the administration of the Statc)s Despite the fact that
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several Statce Governments have publicly announced their intenticns to
cede weak:or cocoperative socictics in favour of thekﬁﬁns whercever they
overlap, not much action has actually been taken by the former in this
respects The weaker primary agricultural crodit socicties have, of

course, vested interests to prescrve theix identiticse.

Similarlys by design, the multi-purposce Farmers Service Socicties
(FSSs ) are to be closcly linked either with the major commercial banks
or with the RRDs with the stipulation that the szlary of the Managing
Director cf the FSSs is to be paid by the sponsoring commercial bankse
The Statc Governments and the Co-operative agenciess; therefore, sqe FSSs
also as an institution with considerazble control by the Central Government
operating in the fiecld of agriculturc which is a State subjects This
explains why the number of FSSs already operating which are recognised
by the Reserve Dank of India is less than i00 in the country anl not many
now FSSs are being created by the State Governments. Efforts made by the
Spearhead Teams sponsored by the National Institute of DBank Management
(and fuunded by the Commercial banks) for promoting the idea of forming
FSSs in the seiectod villagoes have under tﬁcse circumstances not yielded

much successe

\

It is »obvious from the expericnce narrated above that the mere fact
of participaticn by the State Governments in the equity of the RRDs has

not always led to providing full support to theme



28

Looking at the experience of the Haryana Kshetriya Gramin Bank and
the Jaipu Nagaur Gramin Dank, th.re is reason to bclicve that most of
the RRBs are not viabl-» at present-49 Admittedly, the average cost of
operating a branch of the rural bank is much lower than the average
cost of operating a rural branch of a public scctor commercial bank;
but it is much higher than the cost of operating a branch of a
comoperative cspecially at the village lovele Table 4 gives the
comparative picturc of seclected indicators of the average performance
and costs of district central cooperative banks, the PACS and two

selccted RBs.

It may well becargued that it is unfair to comparc the costs of
management of the cooperatives which have been operating for yecars and
arc still largely (60 per cent in numbers) bascd on low-paid part-time
sccretaries and thé professionally manned RRDs on the basis of their
experience in the very first ycar of their cxistences The point is well
m§de. Hovrever, it is unlikely that the breakecven point for the
operations of an average branch of RRRBs can be reached without very
substantially increcsing the amount of loaﬁing and decreasing the risk

of default of loans.

49 Charan D. Wadhva, "Management and Opcrations of the Regional Rural
Danks : Two Casc Studics," opscite In this paper, I have examined
the comparative cost structure and financial performance of two
selected RRDs in 1976 and the cooperatives at the district level and
the primary level (PACS) on the basis of the data for the cooperative
year 1973-74 (ending June 1974). These conclusions are most likely
to hold even when the 1975=76 cost data for these tiers of
cooperatives is used when it becomes availablee.
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Assuming that thc RRDBs will not have much success in increasing
self=gencrated deposits and will have to rely on loaning as their main
business through refiraneing facilitics provided by the ReB«Ie and the
sponsoring bank and further that the neot carnings from such recyeling
of funds after taking into account the risk of default is at thc rate
of 4 per cent per annum, given that the salary structure and staffing
patterns at thc Head Officec as well as at a typical branch of the RRBs
(approximating to Rupces 24,000 per annum including Head Office oxpenses),
the break-gven point of amount of loans to be advanced for an average
branch of this type would be at Rupees 600,000 per annum as shown in

Figure 1.

Average Cost of
Management per
branch including
Head Office

expenscs
(Rse thousands) Dreak=cven
Point
24 - \*’\‘N
) NN e
o AT ng
PR — T

Amount, of Loans Advanced (Psethousands)

Figurc 1 ¢ The Dreak=Even Point for amount of
Loans for an average branch of a RRB.
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The case studics of the regional rural banks cited carlier reveal
that the oricentation of the staff of the RRBs cducatc? in the college
in cities is still cssontially an urban onece The staff mambers look for
highér salary and meorc perquisitics. They have not adapted themselveg
suf ficiently to become an integral part of the soclo—cconomic millicu in
which they function. They cannot be identified with the inhabitants of
the villages where their branches are situateds Given a choice, many of
than would prefer to scttle down in cities. This may well be the general
cascs If this is true, then one of the important justifications for
opening the new rural banks would %n effoct not be valid. The Working
Group on Regional Rural Danks perhaps did not sufficiently realisc
that the setting up of the new regional rural banks with a staffing
pattern recommended by the Group may not be itself assure the true local
involvement of the staff members in the villages where they serve.
" As VuSe Vyas had warﬁéd ¢ "Merely bringing down the pay-=scales of the banke
functionarices or having "non=deccolam" look -~— desirable that these are --

do not ensure a cultural affinity iith the rural pcopies® 50

The RRDBs have not been able to expand their direct lendings to the
persons from the weaker sections of the rural socicty partly becausc of
the strict and inflexible proceéurb adopted by them for loaning.

In the matter of procedures for deposits as well as loaniné, they operate

very much like the scheduled commercial banks. Despitc offorts made by

50 V.Se Vyas, "A Note on Proposed Rural Danks", Ahmedabad @
Indian Institute of Management, 1977, De2.
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a committce set up by the Reserve Bank of India for simplification

and stanc.rdisation of the loanin, procedure of the .(RBs, these
procedures still remain sufficiently complicatad and time consuminge

The RRBs have not been given the facilities like exemption from stamp
duties on loan applications, procedure for "gut of court" settlcment

of cases for recovery from the borrowers in chronic default etce which
are available to the co-operative credit agenciess Thus, instead of
combining the best fcoaturcs of the co=operatives and of the commercial )
banks and minimizing combining their worst fecatures, thec RRBs secem to
have acquired in practice a number of weaknesses of the commercial banks
and are currcntly deprived of some of the good features of the loan
administration of the co=-opcrative credit agencies. These aspects of the
désign of functioning of the NMRBs and the co-operative crodit agencies
must be képt in mind while comparing the rclative performance of these

two types of institutions.

I°1
The C for Reorganisation of RRB

The foregoing appraisal of the performance of the RRBs during the
first one or one=and-a=half years wut the most shows that all is not well
working in
with their working and there is an urgent nced for reorganising thetr £
secveral ways to enable them to achieve the objectives for which they

have been sct upe The weaknesses in the functioning of the RRBs observed

in the above section necd to be removed.
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The uniqueness of the RRBs lies in their specialisation in the
task of ru:él development by dircctly providing credit facilities to
the weaker sections of the rural socicty who have been relatively
neglected in the past both by the co=operative agencies and the commercial
banks. This digtinctive function of the RRDs must be largely preserveds
This gives it ample justification for its coxistences The RRIsmust be
identificd as the 'Rural Banksof the Rural poor's They can play a
very uscful part in mecting the vast gap that exists in the credit neceds

of the rural poor.

The RRDs have been functioning within scveral constraints which
may be described as "not=so-hospitable rural envirormment" within which
they have had to functione They have not received as much support of
the State Governments as was expected by theme The Co-operative Credit
agencics have not wglcomed the emergence of the RRBs on the rural credit
scenees The State Governments have provided precious little help in thé
formation ~f FSSs and attaching t!.om to the RRBs in their area of
operationse. The sponsoring commercial banks, despite initial enthusiasm, .
have startcd giving cold shoulder to their sponsored RRBs as the former
view the latter as a drain on their financial as well as manpower
resourcess As pointed out carlicr, thereAhas been a degree of unfair
competition of MRBs for loaning activities with thg commercial banks as
well as the cooperative banks based on factors beyond the control of the
IRBss Thus, in several ways, many RRDs have bceﬁ subjected to unfair

trial of strength within the period of their utmost infancy vhen they
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necced all-round support for accomplishing the cbjectives for which they

were set uoe

The most importanc actinsn required for revitalizing the working
of %he RRBs and making them viable is Ly allowing them to expand their
loaning activities through forging effective linkages between them and
the primary agricultural credit socicties and the Farmer Service
Societics as per the original designe The pre-requisite condition for
this to happon is the availability of the unstinted support from the
concerned State Governmentse A broader view must be taken by the credit
societies in the oxercisc by the Statce Government aimed at the
coordination of the roles of the cooperative credit socicties, the
commorcial banks and the regional rural banks in different arcas of the
statee Such an cxercise will undoubted requirce strengthening the PACS
anc reorganizing t;em as truly viakle unitse The cooperative credit
socictiecs must be made aware that the stronger and the more viable.
cooperative credit sccictics woul.” be an assct for t'.e regional rural
banks and in the intercst of thc welfare of the State. The cooperatives
should now hecome morc self-reliante The weaker socictics must be coded
in favour of the Mds. In order to ensure that the major portion of the

\

indirect credit by the RRDs through the cocperative credit societics also
goes to scrve the credit requirements of the weaker sections of the
socicty, the RRBs can insist that out of the funds loaned through them,

a minimum percentace (says, 75 per cent) must be loancd by the

cooperative credit socictics to the specified categories of the weaker
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scctions of the society who form the poteontial clientale of the RRDse

In ordcr t° further ensurce that the cooperative credit sociecties do not
use the funds available from the RRDs to slide back on their own lending .
to these weaker scctions of the rural socicty, the State Government

must cnsurc that lending to the weaker sections by the cooperative credit
societics on their own riscs over time and stipulate that it should not
fall below the average proportion (say on the basis of a threc=year moving
average) of funds loancd for this purposc. In addition, a new programme
of lending to the weaker scctions of the society can be launched as a
joint proggamme of the cooperative credit societies and the RRDBs where
"each such new loan will be funded in the‘proportion of say 33% pexr cent

' by the cooperative credit societies and 66% per cent by the RRBs. This
will also ensure a stake of the cooperative credit societies in the

recovery of loans in this new programme.

-

The State Government must help in the formation of the Fagmer
Service Societies of the cultivators of the small and marginal farmors

as well as new Small Rusiness Serwice Socigties of the landless labourers,

rural artisans, and other self-omployed pc£sons of small means ecngaged in
various productive occupations, trading and scrvices (such as the
chobics, sweepors and barbers) and attach them tu the.RRDs in their

arcas of oncrationss The State Governments must formulate a time=bound
programme for forming such cooperative socicties mainly consisting of
the weaker sections of thewviliages and attaching them to the RRBs. The

control of the State Governments over thesc bodics can be increascd by
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a much greater representation both in the financial structure and the

structurc >f thc management.

The linkage of th.o NRBs with the sponsoring banks also neceds to
be strengthenoeds Thé commercial banks must view the RRDs as their
principal agencies for further cxpansisn of their rural credit activities.
No new branches of any schcduled commercial bank (and definitoly of the
sponsoring commercial bank) may generally be opened in the arcas of the
Operation of the RiBs. The non-=viable branches of the commercial banks
should gradually be turned over to the RRDBs operating in that area.
The sponscring commercial banks and the ReBeI. must cnsurc adequate
refinancing facilities for a well-formulated credit plan of the RIiBs
for lending to the weaker sections of the rural society in their arcas

of operation.

-

There is a necd to establish a close link between the RRBs and the
special programmes initiated by the Central Government in the national
five ycar plans such as the Small Farmers Dovelopment Agency (SFDA),
Marginal Farmer and Acricultural Labourers Agency (MFAL), Tribal
Development Corporations and Drought Prone Area Programmes to develop
regional eccnomics classified under these programmess A sizable
population belonging to the weaker scctions of the rural society roside
in the areas classifigd under these programme agencies. Most of these
agencies have not given much thqught to the working capital requirements

of the beneficiarics under their programmes. This task can well be
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performed by the RRDse Vyas, in fact, recommencded this task as the
distincti.e task of the RRDs for -upporting the activities of these
. programme agencicse (2 arguced that thus reorianised, the rural banks

‘ 5
will be identificd as the “Development Danks for tho Rural Poor®. t

The key for the success »f the RRBs would clearly lic in their

superior credit administration. The RRBs must be orlonted
to make thomsclves specialists in the credit appraisal, monitoring the
progress of loans and cfficiont rocovery of loans as well as the
developmental role of locating viable borrowers and providing them with
complete consultancy services in setting up and running the busincss
in the initial stages of their operation until they become sclf—sufficientf
These arc very challenging jobs and would require ingenuity, dedication
and otmost adaptition by the ﬁanagers of the RRDs to the local conditions
to keep the costs of such management services at a very low levele All
efforts must be made to strengthen the credit administration by the RRDs
to make t.aem a successful agency for channelising duposits from the
comnercial banks and ‘unds from the R«D.Ie. té the cause of rural
development of the rural poors. The lcaning activities must take the RRDBs
beyond their break-even point sooﬁ.

Much grecater attention nceds to be paid to financing Group

activites in the loaning activities of the RRDs as was argued by the

51 V.S, Vyas, OQQCitL; pp.2-3
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Working Group on RRBs.52 Those group activitices which have maximum
inter-linkages with the oconomic activities in the village economy should
be perferred. The Group Approach to financing will not only enable the
RRBs to increase their coverage of the client groups with given.
administrative cost but will\élso reduce the risk of default by pooling
the risks attached to the default by individual mombers of the Groupa

A detailed study group of experts nceds to be sct up to formulate

project plans for lending by the RRDs on Group Approach which would

suit various types of groups taking into account the local conditions

5
prevailing in the arcas of operation for those schemes. 3

The differential interest rate policy must be reviewede All D.i.R.
loans by the commercial banks (and at least by the sponsoring commercial
banks) to the weaker sections of the rural socicty must bc made through
the' RRBs in their arcas of operations Since these are going exclusively
to finance the credit needs of the specified weaker scctions of the

society, the extension of such a facility should be provided to the RRDBse

52 Report of the Committec on Rural Banks,-opecit, P26

53 For a survey of literature on the Group Approach to agricultural
credit, sec, Donald Gorden, Credit for Small Farmers in Devgloping
Countries, Doulder, Colorado.: Westview Press, 1975; For discussion
of some of the earlier thinking of application of this concept in
the Indian situation, see Reserve Dank of Indiay, Financing of

- Agriculture by Commercial Banks, Report of the Seminar held at
Bombay; December 6=8, 1968 quoted in DeM. Desai, "Cost of
Operations in Agricultural Financing by Formal Agencics®, Working
Paper Noe 167, Ahmedabads Indian Institute of Management, July 1977.
Desai also argues for adopting group approach for reducing the
costs of loaning in Indian agricultural activiticse
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A detailed study of the administration ofrthe D+I.Re Scheme of the
commercial banks in the rural areas through the RRDs needs to be care=
fully carried out. The current scheme of differential interest rate

on deposits applicable to the ilRBs can also be imprived upon to cnable
them to generate more depositse The RRBs can be allowed to increase
the intercst rate on deposits by & per cent above prevailing rates. If
followed, such a policy will also ensure parity with the primary

agricultural credit socicties in the matter of intercst rates on deposits.

In the casc of direct lending operations, the RRDBs must pay
greater attention to the credit needs of non~cultivators in the future,
specially in the arceas where the small and marginal farmers have access
to credit through the co=operative agencies. The PACS do not lend much
to the non-cultivator weaker sections of the rural sociectye In the
ncw Industrial Policy of the Janata Government in India which came to
Power in April 1977, major emphasis is being planncd on setting up
rural industries. The RRDs, in their new role as specialist§ for
entrepreneurial development programmes among *the weaker sections of the
society, can play a very useful part in the setting up of sclected rural

industries. N

The emphasis in direct lending programme of the RRBs must shift
to linking credit for production with marketing of the output either
through the existing co~operative marketing agencies or through

establishment 6f new agencics where=ever thesc are non-existente. Pending
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the formation of new co-operative marketing agencies in arcas where

they do not exist, the RRBs must provide consultancy service for
marketing the products of the borrowers. The recovery of loans must

be closely linked with the marketing of the products (including services)
of the borrowers. Similarly, special efforts should be made to help

the borrowers get jobs in the area of the operation of the RRBs and link

recovery of loans with receipt of the wages by the borrowcrse

And simultancously, all cfforts must be made by the RRBs and the
‘concerned authoritics to impart as much flexibility to the terms of
lending and loaning proceduresswhich will enable tham to effectively
coﬁpcte with the non=institutional sources of credit such as the private
moneylenderss The staff of the RRBs will have to win the confidence of
the borrowers in order to lend morc to such borrowers who are still

heavily dependent oh‘the village mongy lenderss

Last, but not the least, with the number of regional rural banks
having risen to about 50 covering most of the States of the Indian Union
(with the notable exceptions of Gujarat and Punjab where the co=operatives
have traditionally been strong and successful), there is a greater need
for the co=ordination of the policies, procedurcs and practices of the.
various RRDs at the national lovéle With 50 per cent of the equity
contributed by the Government of India and a major role in refinancing
acdepted by the Reserve Dank of India, a noew cell should be opened in the

Reserve Dank of India for performing the role of monitoring and

co=ordinating the working of the RRDs.
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Congluding Romaxks

In conclusion, it may be said that the regional 'rural banks in
India have been sct up for meeting a distinctive‘objective and felt need
in the areca of rural credit. The regional rural banks may be identified
as the development banks of the rural pocr in India. In this sense,
they rlprésent a new experiment in rural bankinge. We have reviewed the
performance and problems of the working of these banks durinq their
initial period of working from October 1975 to Decamber 1976« We have
argued the case for a much greater role for these banks in the near
future and suggested a framework for the reorganisation of the working

of these bankse

The régional ruf%l banks, as currently operating, were conceived
as a new institution by the previous Congress Government led by
Mrse Indira Gandhi. There have indeed been many problems in the working
of the regional rural banks as analysed above, With a change in the
Central Government, there has been a talk of winding up these banks
based on an unproven feeling that tpese banks have failed to achieve
much good in the existing structure of institutional credit. There is
also a further talk of the possible merger of these banks either with the
sponsoring commercial banks or with the cooperative banks. If such an
option was available to the RRBs, there is very little doubt about the

choice which thesc banks would like to exercise under these circumstances. .
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Clearly, the linkages of the regional rural banks are much stronger

with the sponsor banks than with the co-operative banks. We have

pointed out in this paper that the regional rural banks have Mad to

work under scveral constraints some of which were not of thelyr own making.
In fact, due credit must be given to the RRDs and their sponsoring banks
to have achieved some tangible results within a short period of time.

It would be unfair to pass a definite judgement on the porformance of
these banks which would secal off their futurce Efforts have not becen
made to reorganise the working of these banks where scope exists. There
is no question of efforts at reorganising thesc banks having failed so

that the experiment could ke writton off as a failure.

The Reserve Dank of India has recently set up a Committec to revicw

the working of the regional rural banks under the Chairmanship of

-~

Professor M.Le Dantwala.54 This Committee is currently at worke The
Report of this Committee is most likely to influence the decision of the
policy makers on the futurc of the regional rural banks in Indiae.

(3

aae

54 See the news item to this effect in the Economig Times (Dombay),
June 24, 1977, Pels
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TABLE 2 44

STATE-WISE ESTABLISHMENT OF REGIONAL RURAL BANKS (RRBs) IN INDIA
AS OF DECEMBER 31, 1977

State

Number of RRBs

1 Andhra Pradesh (AP) 3
2 Assam 1
3  Bihar 4
4 Haryana 2
§ Himachal Pradesh (HP) 1
6 Jammu & Kashmir (J&K) 1
7  Karnataka ' 3
8 Kerala 2
9  Madhya Pradesh (MP) 3
10 Maharashtra - 1
11 Orissa 4
12 Rajasthan 3
.13 Tripura 1
14 Uttar Pradesh (UP) 8
15 West Bengal (WwB) 3
TOTAL eno :g
SOURCES Data available with the Government of India, Ministry of

Finance, Departmont of Revenuc and Banking.
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