
CHAPTER VIII 

MAIN FINDINGS, SUGGESTIONS AND CONCLUSION 

As per the recommendations of the Working ·Group on Rural Banks, the 

. Regional Rural. Banks (RRBs) were established in 1975 for supplementing the 

commercial banks and Co-operatives iri. supplying rural credit. They were treated as ~ 

new set of commercial banks sponsore"d, regionally based, rural oriented and low cost 

banks having the feel. and familiarity of local problems and the commercial business 

acumen for providing credit in the rural areas and mobilize rural savings. The main 

objective of RRBs in India was to advance credit and other facilities, specially to small 

and marginal farmers, agricultural labourers, artisans and small entrepreneurs in 

order to develop agriculture, trade, commerce, industry and other usual productive 

activities in different rural areas of the country. To achieve the objective RRBs grew 

rapidly in structure and outreach and in a very short time extended their branch 

network in hitherto unbanked areas. 

The RRBs played a significant role in mobilizing rural savings and in meeting 

the rural credit needs. In course of time, these banks, however, acquired certain. 

deficiencies and soon became non-'vlable. 

Thereafter, as a part of financial sector reforms process, Government of India, 

RBI and NABARD introduced a series of policy initiatives for the RRBs. The focus of 

these reforms were (a) recapitalisation of selected RRBs, (b) providing operational 

freedom and (c) introduction of transparency in balance sheets :of the RRBs. Though 

these measures did help many RRBs, the RRB system as a whole did not show signs 

of revival·· and. even after 10 years ·of initiating reforms, some RRBs continued in 

losses and most of the RRBs' profitability ratios were very low in the country. The 

RRBs in the· state of West Bengal also· did not separate themselves from · that trends. 

This chapter summaries the overali findings of our study and brings out the 

suggestions to improve the performance of the RRBs. 

8.2 Main Findings 

The present study was undertaken to assess the · performance of RRBs in -

West Bengal. For this type of investigation, the various aspects of banking operations 
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relating to the financial resources, loans and advances, recovery performance and 
. '· . - ' -

viability, etc. of rural banks were studied in detail. The main findings of the study are 

summarized "below : 

i) As on 31 March 2001, 196 RR.Bs were working with their 14,311 branches 

in India and they have covered 484 districts of the country. Up to that date, 

9 RRBs were operating with their 871 branches and they covered 18 

districts in West Bengal. Thus, while the average number of branches of 
- . 

RRBsat all India le.Vel stood at 73, the RRBs in West Bengai were, having . 

. 97 · branches per bank on an average. The number of branches of 

Mallabhum Gra.min Bank was the highest in the state at 176, followed by 

· Gour Gramin Bank at 148. The corresponding figure for Murshidabad 

Gram in Bank was the lowest at 40 . 

. ii) The total amount of deposits of Mallabhum Gram in Bank (Mal. GB) was 
. . . 

always the highest among the 9 RRBs in the state due to its having highest 

number of branches. But in case of per branch deposits the data reveal a 

different fact. As on 31 March 2001, the amount of per branch deposits 

was the highest in SGB at Rs. 395.91 lakhs, followed by HGB at Rs. 

394.86 lakhs. While the corresponding .figure was the lowest in NGB at Rs. 

273.00 .lakhs, followed by GGB and MGB at Rs. 283.83 lakhs and Rs. 

288.68 lakhs respectively at the same time. 

iii) Term Deposits contributed t~e maximum portion of the total deposits of 

the banks, forming between 70. to above 80 percent of the total amount of 

deposits mobilized during the period from 1992-93 to 2001-02, followed by 

Savings Bank Deposits. An analysis of the deposits of the six selected 

branches of Murshidabad Gramin Bank under the study showed that the 

proportion of Current Deposits was insignificant. Thus, the lack of popularity 

of the Current Deposits clearly indicated the lack of business activity and 

the popularity of Term Deposits mainly and the Savings Bank Deposits 

revealed that the non-business activity was more dominating in the 

operations of the banks (Branch·Level Survey). 

lv) Among ·the 9 RRBs in the state the total amount of outstandin~ advances 

of Mal. GB and GGB was remarkable due to their having more branches 

and large operation areas. On the other hand, as on 31 March 2001, the 



250 

amount of per branch outstanding advances of Mayu.GB was the maximum 

at Rs. 134.40 lakhs, followed by UBKGB at Rs. 121.351akhs and it was the 

minimum in NGB at Rs. 76.06 lakhs, followed by HGB and SGB at Rs. 

78 .. 27 lakhs and Rs.85.90 lakhs respectively . 

. v) The average per RRB and per branch productivity at the state level were 
. . 

higher than that at the national level though the per employee productivity 

was lower. at the state level than the national level during the period from 

1992-93 to 2000-01. The per branch and per employee productivity of 

BGB, SGB and HGB were higher than those ·at the state level, but for 

GGB, UBKGB were lower during the period from 1995-96 to 1999-2000. 

For Mai.GB and Mayu.GB the per branch productivity was higher than that 

at the state level but -per employee productivity was lower than the state 

level and this results were opposite for NGB and MGB during the same 

period. For both cases HGB showed the highest figure in the state during 

the _year 1999-2000. 

vi) Out of 9 RRBs studied, it was observed that for all of them the Credit 

Deposit (C-D) ratio decreased during the period from 1993-94.to. 2000-01. 

This was because the growth of advances was lower than that of deposits 

during that period. 

vii) The average recovery performance of RRBs at the state level was. very 

unsatisfactory in comparison with average recovery performance of. the 

RRBs in the ~ountry,· though it has somewhat improved recently in most 

cases. The percentage of recovery to demand at the state level increased 

from 27.3 in 1993 to 47.0 in 2001 as against 41.2 and 69.0 percentages 

respectively at the national level during the same period. Four RRBs in the 

state, viz., MGB, HGB, 8GB and Mayu.<?B recorded recovery on and 

above 50 percent. Out of 9 RRBs . the recovery percentage. o{ 

Murshidabad Gram in Bank (MGB) was the highest in 2001 at 61.0 percent 

and the corresponding figure was the lowest'for Sagar Gramin Bank (SGB) . 

at 36.0 percent only atthe same time. 

viii) It was found during our study that on account of low yield on loans and· 

advances due to low recovery, all the RRBs went for the investment in~ big 

way particularly out of non-SLR surplus fund. This trend resulted in 
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remarkable growth in investment. During the year 1996-97 UBKGB and , 

Mayu. GB recorded growth of investment over the previous year by 

738.93% and 455.41% respectively and it was 223.31% at the state level. 

Except GGB and Mal. GB for all RRBs in the state of West Bengal the 

investment-deposit ratios in 2000-01 were above 60% . It was the highest 

for HGB at 102.73%, followed by BGB and NGB at 86.78% and 83.72% 

respectively. The recent initiatives taken by the RBI in respect of the 

lending and investment policies of RRBs have helped the· banks in 

increasing the return on assets. 

ix) As on 31 March 2001, all the RRBs in the state was able to make profit, but 

for most of RRBs the amount was negligible. At that time Sagar Gramin 

Bank' showed the highest profit of Rs. 503 lakhs in the state, followed by 

Mallabhum Gramin Bank (Rs. 250 lakhs). While the corresponding figure 

was the lowest in Murshidabad Gram in Bank _at Rs. 56 lakhs, followed by 

Uttar Banga Kshetriya Gram in Bank at Rs. 70 lakhs. 

x) In the state of West Bengal, during the last 10 years, RRBs have been 

participating actively in various programmes designed for providing credit 

assistance to identified beneficiaries included under the 20-point 

programmes, IRDP and other programmes designed for Scheduled 

Castes and Scheduled Tribes. RRBs are also advancing loans to weaker 

sections and physically handicapped persons under differential rate of 

Interest (DRI) schemes. 

xi) Preparation of annual Development Action Plans (DAPs) under the 

guidance of NABARD which was a turn around plan and signing of 

Memorandum of Understanding (MoU) with sponsor banks was very much 

fruitful. These exercises helped RRBs in improving business and profit 

planning and monitoring by sponsor banks and NABARD. 

xii) The reasons for turnaround of RRBs from loss to profit in the state are (a) 

high growth and resultant increased volume of business, (b) high 

productivity of employees leading to lower transaction costs as percentage 

to business, (c) improved recovery and consequently reduced NPA level, 

(d) improved investment level leading to higher income, (e) permitting 

RRBs to start some of the non-fund based business like issue of 
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guarantees, purchase and discounting of cheques and demand drafts 

(DDs), providing lockers, etc., (f) the scope of lending by RRBs was 

liberalized by equating them with commercial banks with regard to 

advances by removing target group approach and allowing them to 

finance all categories of borrowers. 

xiii) The overall financial performances of SGB, NGB and Mal. GB improved 

satisfactorily over the five-year period of 1995-96 to 1999-2000. During 

the year 1999-2000, the spread ratios of these banks were more than the 

average figure at state level, they were able to show a notable positive 

profitability ratio. But, for GGB, UBKG and Mayu.GB these results were not 

satisfactory though their financial performances improved in the next year. 

xiv) For all RRBs in the state the percentages of interest expenses on deposits 

to the total expenditure increased vehemently over the five-year period of 

1995-96 to 1999-2000 . While the percentages of interest income on 

advances to the total income decreased during that period. 

xv) It was found during our study that traditionally, the restricted clientele, low 

capital base and high cost of intermediation, poor recovery of dues and 

slender interest spread affected the viability of RRBs. Besides, the 

limitations imposed by the economic potential of the area of operations of 

some of the RRBs, multiple functional controls and restricted investment 

opportunities also have a bearing on the profitability of RRBs. 

xvi) Efficiency is an important factor in rural banking. This can be improved 

by providing better and attractive service conditions, improving policies 

and system of management, adopting better training and motivation to the 

employees. But due to pressures from various quarters and lack of financial 

resource management skill, the allocation of resources is not done 

efficiently. For example, the pressure for lending from district authorities is 

not 1 . .mcommon, regardless of the existence of recovery climate or skill to 

make credit decisions. 

xvii) On the basis of experience of bank officials it may be concluded that 

working in rural areas and serving the rural people is very difficult and 

needs a close follow up. The result is high cost in relation to the profit 

accruals. 
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8.3 Suggestions 

It is true that the rural banking environment will be more competitive with many 

players offering similar services. The competition would do a whole lot of good to the 

sector. Ttie players will necessarily introduce newer products and services and also 

improve the outreach as their competitive strategy. In this field the following 

suggestions would help to improve the working of RRBs and also to keep their viability 

as well as capable for achieving the objectives for which they have been set up : 

iJ The performance of every RRB in West Bengal should be evaluated by 

an autonomous research organization to know the strengths and 

weaknesses of the bank. The systematic programme planning, 

implementation and evaluation should- be major concern of the RRBs. 

ii) The more relocation of rural branches in comparatively better centres 

(business based places) and opening of some additional branches in 

semi-urban and urban areas are necessary to increase volume of 

business as well as profit of the banks. 

iii) To increase the mobilization of the rural deposits, RRBs have to make 

competent efforts. Like credit camps, deposit camps should also be 

organised with wide publicity at the appropriate time of harvesting and 

marketing of crops. 

iv) RRBs should be allowed to give one percent more rate of interest on 

deposits to attract more deposits from urban and rural people. 

v) To reduce the transaction costs as well as burden ratio RRBs have to 

increase per branch and per staff productivity, internal efficiency and 

group lending approach. 

vi) RRBs were allowed to finance non-target group borrowers to the extent ~ 

of 60% of fresh loans. This was unwarranted because it would strike at 

the root -of the objective of the RRBs. So, they have to build up a 

reasonable cash to meet day-to-day requirements and doing away with 

the requirements of the SLR can support the resources of RRBs. In this 

way target groups will get more finance for them and the income of the 

RRBs will also go up. The Kelkar Committee(1986) also did not favour 

the idea that RRBs should finance the non-target groups in rural areas, 
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but it had suggested that the RRBs may be allowed to finance the public 

bodies set up for the welfare of weaker sections and rural common 

people. 

vii) To avoid unnecessary competition RBI should make a policy for transfer 

of business from rural branches of Commercial Banks to RRBs. This will 

make a shift of business of rich farmers from Commercial Banks to 

RRBs, which will be helpful to increase profit of RRBs and at the same 

time it will avoid wasteful competition between the Commercial Banks· 

and RRBs. This transfer of business may be done in different phases. 

Before starting this type of business, Commercial Banks and RRBs 

have to train their personnel about the business jointly. 

viii) The proper guidance and training to the borrowers-should be treated as 

an important component of the scheme for higher level of production and 

better price of the product. By any means the awareness among the 

borrowers regarding loan component and its utilization should be 

increased. 

ix) The borrowers should be educated on different types of credit facilities, 

eligibility norms, repayment schedule, rate of interest and provided with 

necessary printed literature to avoid delay in getting loan. This 

approach would greatly facilitate decision making by the borrowers. 

x) The role played by the middleman should be replaced either by the 

block officials, or the bank field staff or genuine village leader. 

xi) The RRBs should organize more and more loan recovery camps since 

this method has been found to be more effective and successful in this 

regard compared to other methods. For this purpose, block officials, 

village leaders, district authority etc. should be involved to organize such 

camps from time to time. 

xii) Keeping in view the need of the rural people, the RRBs should adjust 

their working hours, which will be effective for both of them. Mainly, 

during harvest season, farmers are busy in day time. so working hours 

of RRBs may be changed to evening. 
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xiii) The RRBs have to look after the quick sanction of loan, the competent 

communication of bank official with the applicants/ respondents and his 

guidance in granting the scheme. Loan in time will help the borrowers 

largely by proper utilization of loan. 

xiv) A competent market survey by the bank offi~ials before sanctioning the 

loan and creation 

necessary. 

of better marketing facilities are very much 

xv) If any defaulted borrower seeks for second time for revival of his earlier 

business then the disbursing branch can consider his application 

depending on the integrity, desirability, ambition and hard working 

nature of the borrower concerned. This, in fact, ensures the assisted unit 

to generate its income through business. 

xvi) In case of Murshidabad Gramin Bank under SSI sector the activities like 

soap factory, X-ray , printing press, clinical test laboratory, medicine 

distributing centre, book selling stall, book binding, goatery, horticulture, 

automobile repairing works, refill filling unit, knitting machine, the 

processing of cereals and pulses, oil, cane-sugar, palm-gur, bee

keeping etc. may be embraced within the ambit of bank finance. 

xvii) The limit of service area under 'service area approach' of banks may be 

made for some RRBs which are having small operating area. 

xviii) The RRBs have to reduce transaction costs per staff due to managerial 

inefficiency in the control of establishment expenses other than salary 

and allowances. The lack of proper knowledge of the staff for formulation 

and implementation of the budgeting system also suggest intensive 

training, organizing workshop and other interactive programmes to 

achieve the desired goals and make profit. 

xix) Adequate safety measures should be adopted giving more security to 

the employees of the bank working in remote areas. 

xx) Specific area-wise schemes should be formulated to suit the most 

common socio-economic conditions of the operational areas of the 

RRBs. The RRBs have to take different strategies for different areas to 

improve their performances as well as the rural economic conditions. 
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8.4 Conclusion 

In spite of limitations, most of the RRBs in the state of West Bengal, barring 

some chronically weak banks have performed reasonably well during the period from 

1997-98 to 2001-02. All RRBs have improved their performance due to the policy 

measures initiated, though it was observed that the gross ratios and operating ratios 

of some banks were not significant for earning profit. Consequently, th"eir profitability 

ratios were very low. Hence, more 'efforts are required for reducing the non-interest 

expenditure and to increase the non-interest income. The variables such as amount of 

deposits, deposit amount per branch, deposit amount per employee, total amount of 

outstanding advances, outstanding advance amount per branch, outstanding advance 

amount per employee, productivity per branch, productivity per employee, C-D ratio, 

the amount of overdue, recovery percentage, profit/loss amount had greater 

influence than other variables on the performance of the bank. Thus greater 

emphasis should be given for these variables. 

As the RRBs grew big and expanded into important places within the state, 

they would gain better negotiability, whereby other financial institutions would like to 

enter into business collaborations with RRBs and vice versa. Such opportunity can 

help offering complete and total banking services for rural people in an integrated 

manner. 

But the rural banking environment will be more competitive with many financial 

institutions offering similar services. The possibility ·of several RRBs working in a 

competitive environment will enhance the overall efficiency of the system rather than 

providing monopolistic opportunity. Despite of that, we cannot deny the importance of 

the support of NABARD, sponsor banks and Governments. 

However, the RRBs should be able to derive competitive advantage from the 

extensive branch network, already in place, in which they look for diversification of 

their lending portfolios to achieve better productivity and sustainability. 



257 

Within last few years some important committees like Bhandari Committee 

(1994), Thingalaya Committee (1995), Basu Committee (1995), Mahalek Committee 

(1996), Narasimham Committee (1998), Gupta Committee (1998), Agarawal 

Committee (1999-2000) have studied the role of RRBs in rural credit and examined 

their performances. They recommended some remedies tQ improve the performances 

of the RRBs. So, to serve the rural poor reasonably and at the same time to achieve 

sustainable viability all the RRBs have to implement the above measures along with 

the suggestions of these committees. 


