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The Efficacy and Working of Regional Rural
Banks: An Implication in Indian Context

Abstract

In the wake of introduction of financial sector reforms,
the feasibility of the Regional Rural Banks (RRBs)
emerged as the most crucial factor in deciding the
desired role due to their limited business flexibility
with hardly any scope of diversification, smaller size
of loans with higher exposure to risk prone advances
and professional inefficiency in financial deployment.
In order to strengthen RRBs and to improve their
performance,various initiatives have been taken by
the Government of India and theReserve Bank of
India. The paper, therefore, is an attempt to analyze
the effectiveness of theRRBs in India. The study
observed that in deposit mobilization and advances
channelization, the RRBs failed to maintain the
trends of commercial banks of the country though a
number of branches have been opened up over the
years to culminate the saving habit. The banks are
not in a position to deploy credit for socio-economic
development alike commercial banks in India. The
credit deposit ratio, however, is comparatively low
exhibited poor credit absorption capacity of the along
with lack of entrepreneurial zeal to undertake viable
projects. The paper validated the fact that the RRBs
deploying credit at the same rate what they have
mobilized for this purpose although they have not
attained the stipulated norms of credit deposit ratio.

Keyword: Rural Banks, Deposit Mobilization, Credit
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Introduction
The establishment of more rural branches undoubtedly

has served the twin objectives of mobilization of rural
deposits and channelization of credit to the rural areas.

Jaynal Uddin Ahmed*

However, the pace of acceleration of deposit mobilization
depends on the economic and industrial infrastructure of
higher magnitude as well as creating greater awareness
among rural populace for effective use of bank credit.
The credit absorption capacity in the rural areas largely
depends on the availability of required infrastructure.The
deposit mobilization and channelization of credit in social
and productive units to meet the social objectives with
profitability is the major motive of any financial institution.
Regional Rural Banks (RRBs),like any other scheduled
commercial banks (SCBs) in the country, mobilizes the
deposits of people and as a business institution it utilizes
deposit in providing credit to needy people in rural and
backward areas and thereby tries to earn certain profit for
its survival. The RRB in India was established in the year
1975 and the prime objective behind its establishment
was to provide banking facility to the rural people in
the country and thereby accumulating the rural saving
and out of it to give credit to the rural people like small
and marginal farmers, small scale industries, village
artisans and craftsmen etc. who failed to get credit from
cooperative institutions(lbrahim, 2010).

The higher the amount of deposit, added funds will be
available for credit to a financial institution to deploy in
the economy. The deposit mobilization of a bank depends
on the income of the surrounding environment where the
bank exists and the number of branches spread by it. To
make successful deposit accumulation, the RRBs need
to bring the rural masses. Similarly, the deployment of
credit depends upon the availability of funds, business
condition in the economy and the recovery rate. The
deposit mobilization is a significant indicator of banks
performance. The main idea is to tap deposit and culminate
savings habit of the community. Further, tapping of
potential savings and marshalling them especially for
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rural uses through small credit and to increase the village
level income was the concern area for the RRBs of the
country.

RRBs have been in existence for around three and half
decades in the Indian financial scene. The inception of
RRBs can be seen as a unique experiment as well as
experience in improving the efficacy of rural credit
delivery mechanism in India. A remarkable feature of
their performance over the years has been the massive
expansion of their retail network in rural areas. From
a modest beginning of 6 RRBs with 17 branches
covering 12 districts in December 1975, the number
has grown t0196 with 14,446 branches working in 518
districts across the country in March 2004. Govt. of
India initiated the process of structural consolidation of
RRBs by amalgamating RRBs sponsored by the same
bank within a State as per the recommendations of the
Was Committee (2004). The amalgamated RRBs were
expected to provide better customer service due to better
infrastructure, computerization of branches, pooling of
experienced work force, common publicity marketing
efforts, etc. and also derive the benefits of at large area
of operation, enhanced credit exposure limits and more
diverse banking activities. As a result of amalgamation,
the number of RRBs was reduced from 196 to 133 as on
March, 2006 and further to 82 RRBs with 15,658 branches
operating in 621 districts as on March 2011. Thus, under
the amalgamation process, a number of RRBs have been
amalgamated but the branches have increased. The credit
deposit ratio of RRBs has increased from 46.3 percent in
March 2004 to 59.6 percent in March 2011 (RBI, 2010-
11). It is, therefore clear that RRBs have moved far away
from the conditions and compulsions that were prevailing
at the time of RRBs in 1975. Hence, in the context of
present day competition with other banking and non-
banking institutions, improvement of performance level
is essential for the survival of RRBs. Keeping in view
the above facts in mind, the paper attempted to analyze
the efficacy and working of RRBs in terms of growth of
deposit, credit deployment and credit deposit ratio etc.

Literature Review

The RRBs followed usually the same methods of operation
and procedures as followed by commercial banks which
have not found favourable for the rural masses. In many
cases, banks have not been located at the right place.
For instance, the sponsoring banks are also running their

branches in the same areas where RRBs are operating.
The issue whether location matters for the performance
has been addressed in detail by Malhotra (2002). The
Narasimham Committee (1998) emphasized that while
discharging their functions as purveyors of rural credit
and mobilisers of rural savings, RRBs should not ignore
the importance of financial viability and operational
efficiency. The productivity, profitability and solvency
of the RRBs must be maintained and sustained to enable
them to function as an effective and efficient institution
of rural credit. Hadi and Bagchi (2006) assessed the
performance of RRBs in India in general and in West
Bengal in particular. The study reviewed the progress
of the RRBs in West Bengal in terms of expansion of
branches, credit expansion and deposit mobilization since
inception till the end of June 2001. Shivappa (2007) in
a study examined the growth in advances, deposits and
financial performance of the RRBs. The study covered the
RRBs as a whole and discussed mostly theoretical issues
rather than any analytical depth. Kumar (2008) opined that
amalgamation became a death blow to the credit starved
rural poor, most of whom are small and marginal farmers,
agricultural and landless labourers, and artisans. The
study recommended for an immediate de-amalgamation
of RRBs in the interest of the vast majority of the rural
poor. Dhaliwal, Kaur and Arora (2009) pointed out that
RRBs were established in India essentially for taking
banking to the doorstep of rural masses, particularly in
areas without banking facilities. RRBs were expected
to operate as State-sponsored, region-based and rural-
oriented commercial banks. RRBs were expected to
mobilize resources from rural areas and play a significant
role in developing agriculture and rural economy by
deploying mobilized resources in rural sectors for the
needy not conversed by other formal credit institutions.
Singh and Singh (2009) in their paper examined the
recovery performance of Manipur Rural Bank. The study
observed that the repayment of loans mainly depends on
proper utilization of the loan amount, supply of quality
assets, generation of sufficient income from schemes,
availability of infrastructural and marketing, facilities,
willingness to re-pay continuous supervision and follow
up visits etc. lIbrahim (2010) studied performance
evaluation of RRBs in India and investigated whether the
merger/amalgamation of RRBs in India, undertaken in
2005-06 has helped to improve their performance. Various
committees have also emphasized the need to improve
the performance of these banks which play an important
role in the rural credit market in India. The study found
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that performance of rural banks in India has significantly
improved after amalgamation process which has been
initiated by the Government of India. Bhaskar (2011)
found that RRBs have to be repositioned and to carry
out their entrusted responsibility of meeting the credit
requirements in rural sector. In order to reposition the
RRBs, loss making RRBs should take step for enhancing
productive by improving the skill and performance of their
employees by better and specialized training in the areas
of banking and finance, IT, management etc. Reddy and
Prasad (2011) in an evaluative study observed that these
banks penetrate every corner of the country and have been
extending a helping hand in the growth of the economy.
Despite the RRBs journeyed over three decades, they have
achieved performance to the expected level quantitatively
but not turning towards sound financial management and
productivity. Kumar and Sharma (2011)in a comparative
study of Himachal Gramin Bank and Parvatiya Gramin
Bank found that the Parvatiya Gramin Bank is more
conservative as compared to the Himachal Gramin Bank
with regard to NPAs” management.

From the above review of earlier studies, it is revealed
that not many studies based exclusively on the efficacy
and working of RRBs. However, the improvement of
the operational performance to face the challenges in
transition and to give a competitive edge to banks is the
need of the day. Nonetheless, the studies relating to this
particular aspect have remained under researched. Hence,
the proposed study is undertaken to fill up the gap of the
existing literature.

Objectives of the Study

The major objective of the study is to assess the efficacy
and performance level of the Regional Rural Banks in
India on the basis of the selected parameters.

Methodology

The RRBs operating in India have been considered
as research population of the study. As on March
2010-11, there were 82 RRBs with 15,658branches
operating in the country. For the purpose of the study,
we have considered all the branches particularly for
the analysis of performance of the bank. The sources
of data collection are financial statements compiled
by the head office of Regional Rural Banks, RBI
bulletin, RBI Annual Reports, RBI Trend and
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Progress of Banking in India, Annual Reports of
NABARD, Directorate of Economics and Statistics,
various reports, surveys and research papers.To
assess the growth performance of the bank, we have
taken the variables like number of districts covered by
RRBs, total deposits, total advances, population per
branch, deposit and advances per branch, employee
per branch and credit deposit ratio etc. The statistical
techniques have been used to meet the objective
of the study. The study has covered 11 years from
2000-01 to 2010-11 in order to analyze the position
of RRBs in the context of global financial sector
recession in 2000-01. The impact of restructuring
strategies adopted on RRBs performance has been
studied for the aforesaid time period.

Working and Effectiveness of RRBs: The
Implication

Branch Expansion of RRBs

The number of banks operating in India has undergone
rapid changes as a result of the controlled expansion.
There were 648 banks operating in India in 1947. A large
number of them were very small non-scheduled banks
with high mortality rates and poor capital base. The
introduction of minimum capital base strengthened the
financial base of banks for trimming their number. At the
time of nationalization of banks, there were only 85 banks
(Thingalaya, 1987) in India. The establishment of RRBs
in 1975 reversed the trend of healthy banking structure.
Since then, 196 RRBs have joined the banking system.
Table 1lexhibits that in the year 2000-01, the total numbers
of RRBs in all India level were 196 which reduced to
82 in the year 2010-11. This decrease in number is due
to restructuring strategies adopted and amalgamation
of various RRBs in the country which started after
the implementation of the Narasimham Committee
recommendation by the Govt. of India. Although the
numbers of RRBs have decreased over the years, the
branch network has increased to 15, 658 in 2010-11 from
14, 301 branches in 2000-01. During the period of 11
years under consideration, 1,357 new branches have been
opened in order to cover more number of districts. This
has been confirmed by the fact that the number of districts
covered by the RRBs in the country has increased from
484 in 2000-01 to 621 districts in 2010-11. It indicates that
an additional 137 districts were covered by setting up of
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new branches in the various uncovered and under-banked
districts of the country. The population served per branch
of RRBs is interestingly high i.e., roughly 84.6 thousand
in 2000-01 which slightly improved and figured at 77.3
thousand populations served per branch in 2010-11. The
scenario is extremely terrible while compared with the
population per branch of commercial banks as a whole
which covered 18 thousand populations by each branch
during 2010-11 (IBA, 2011). The number of employees
per branch is found to be very low i.e., around 4 to 5
persons throughout the period. In 2000-01, the average
number of employees per office was 4.90 which has
declined to 4.14 during the year 2010-11. This decrease
in average number of employee per branch may be due to
computerization of the in certain branches of RRBs.

Table 1: Branch Network of Regional Rural Banks
in India
Year No. No. No. of No. of  Population
of of Employee Districts Per
RRBs Branches per office  Covered  Branch*

2000-01 | 196 | 14,301 4.90 484 84622.99
2001-02 | 196 | 14,390 4.86 511 84099.61
2002-03 | 196 | 14,433 4.82 516 83849.06
2003-04 | 196 | 14,446 4.79 518 83773.60
2004-05 | 133 | 14,484 4.76 523 83553.81
2005-06 | 94 14,494 4.73 525 83496.17
2006-07 | 90 14,520 4.70 534 83346.65
2007-08 | 90 14,761 4.60 594 81985.87
2008-09 | 86 15,181 451 616 79717.64
2009-10 | 82 15,475 4.22 619 78203.13
2010-11 | 82 15,658 4.14 621 77289.14

*population per branch of RRB is calculated with the total
population as per 2011 census divided by the number of branches

Source: Reserve Bank of India, Basic Statistical Return of
Scheduled Commercial Banks, Various Issues

Deposit Mobilization of RRBs

The resource mobilization is an integral part of
banking activity and is a significant indicator of bank’s
performance. The basic principle of branch expansion is to
tap deposit and culminate savings habit of the community.
Further, tapping of potential savings and marshalling them
for strategic uses for productive purposes in particular
is the main objective. As a result, various schemes were
launched over the years. The Govt. has directed the banks
to make all possible efforts to access to new deposits that
can only expedite the pace of lending activities. There

has been a substantial rise of deposits of RRBs during
the period under consideration as depicted in table-2. The
total amount of deposit in the year 2000-01 was Rs. 37,027
crores and this figure has gone up to Rs. 1,63,928 crores in
2010-11 recording 4.43 times increase in total deposit over
the years. Although there has been decrease in the total
numbers of RRBs in the country, the quantum of deposit
is increasing over the years. At the same time, deposit per
branch has increased over the years. The average deposit
per branch in 2000-01 was Rs. 2.59 crores which has gone
up to Rs. 10.47 crores per office during the year 2010-11.
The scenario of deposit per branch of Indian commercial
banks is much higher than the RRB as a whole during the
same span. The figures for commercial banks as a whole
increased from Rs. 14.56 crores in 2000-01 to Rs.44.65
crores in 2010-11(IBA, 2011). The per capita deposit in
RRBs is also very low; the figure for the same was Rs.
0.31 thousands in 2000-01, increased to Rs. 1.35 thousands
in 2010-11. It could thus be inferred from the above
analysis that the reform measures introduced following
Narasimham committee recommendations 1991 and 1998
have positive impact in mobilizing the rural deposits as
reflected from the increase in deposit per branch of RRBs.
But the fact remained that the RRBs failed to maintain the
deposit performance of commercial banks of the country.

Advances Channelization of RRBs

The bank credit is an important input variable in the
production functions of agriculture, industry, commerce
and allied productive activities for the socio-economic
development of the backward region of the country.
In this connection, Pandey (1968) suggested for the
channelization of bank credit in proper direction, as
otherwise, there will be adverse effectonthe economy of the
country. Raj committee (1977) recommended 40 percent
of lending to the priority sector. After nationalization,
banks have attempted to steer the direction of change
and strive towards achieving fundamental objectives of
mitigation of regional disparities, dispersal of industries
and reduction of concentration of economic wealth
(Raul, 1997). Hartough (1994) studied the implications
of bankers action plan for profitable small business
portfolio and suggested that customers payment track
record and market condition etc. Banks should make
advances to most attractive and growth potential units.
In order to review the efficacy of existing framework of
money lending a technical group, was constituted under
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the chairmanship of S.C. Gupta, submitted its report
on July 2007 and recommended alternative avenues of
credit dispensation such as micro finance institutions
(RBI, 2007). Kumar (2008) opined that as a result of
amalgamation of RRBs, quantum of credit allocation of
bank has been under a severe concern mostly for small
and marginal farmers, agricultural and landless labourers,
and artisans. He recommended for an immediate de-
amalgamation of RRBs in the interest of the vast majority
of the rural poor. Hence, it is very interesting to know
composition and direction of credit allocation of RRBs.

The loans and advances offered by the RRBs in the
country are also increasing over the years in a continuous
manner as observed from Table 2. The total amount of
loans and advances of RRBs in the country was Rs. 15,794
crores in 2000-01; the amount has gone up to a total of Rs.
98,244 crores. It is clear that the total amount of loans and
advances of RRBs in the country has increased by more
than 5 times over the period. The per branch advances
was Rs. 1.10 crores in 2000-01 which has increased to
Rs. 6.27 crores in 2010-11. The RRBs are not in a position
deploy credit for socio-economic development alike
commercial banks in India as the credit per office of RRBs
is much lower while compared to the figure for credit per
commercial banks in India throughout the period. The
credit per commercial banks increased to Rs.41.55 crores
in 2010-11 from Rs. 7.79 crores in 2000-01(RBI, 2010-
11). The per capita loans and advances of RRBs are also
very low throughout the period under consideration.

Volume 2 Issue 1 March 2014

Credit Deposit Ratio of RRBs

The credit deposit ratio is considered as dependable
indicator of efficiency of bank’s participation in the
developmental process. It indicates the extent of bank
deposits advanced to multifarious activities in the area.
Nambiar (1980) articulated that low credit absorption
capacity due to low infrastructural facilities in the area
particularly in ‘no industrial region’ is the main hurdle of
increasing in C/D ratio. The banks along with developing
and implementing authorities of the area can only take a
challenge against the congenital impediments to sustain
the economic development of that area. Sikidar (1990)
has aptly viewed that the C/D ratio should be looked into
its segment and disaggregated forms and for extending
advances, the sources of fund are deposits, refinance from
higher financial institution, and accretion of profit. Nandal
and Singh (2002) viewed that due to larger quantum of
deposits, banks have advanced credit to a large extent but
C/D ratio has not been found satisfactory. They suggested
that there should be proper recovery of loan amount from
the loanee in order to have satisfactory C/D ratio, otherwise
bankswould suffer causing harmto the economy asawhole.
Bhagawati (1991) articulated that banks in north eastern
region have not been able to increase their credit portfolio.
As a result, bank’s sensitiveness and effectiveness in
planning of advances is required for bringing a paradigm
change in the competitive environment. The credit deposit
ratio of RRBs in India has been increased over the years.
The fact has been delineated in Table 2.

Table 2: Performance of Regional Rural Banks in All India Level

Total Loans and Loans and ad-

Year Total Deposits ~ Deposit per

Per Capita Per Capita Loans Credit-

(Rs. In Crores) branch (Rs. in Deposit advances vances per branch and Advances Deposit

Crores) (Rs. In thousands)  (Rs. in Crores) (Rs. in Crores) (Rs. In Thousands)  Ratio(%)
2000-01 37,027 2.59 0.31 15,794 1.10 0.13 41.0
2001-02 43,220 3.00 0.36 18,629 1.29 0.15 41.8
2002-03 48,346 3.35 0.40 22158 154 0.18 44.2
2003-04 57,010 3.94 0.47 26,115 1.81 0.22 46.3
2004-05 62,143 4.29 0.51 32,871 2.27 0.27 52.8
2005-06 71,329 4.92 0.59 38,520 2.66 0.32 55.6
2006-07 83,144 BYE 0.69 47,326 3.26 0.39 58.3
2007-08 99,093 6.71 0.82 57,568 3.90 0.48 59.5
2008-09 1,20,189 7.92 0.99 65,609 4.32 0.54 56.4
2009-10 1,45,035 9.37 1.20 79,157 5.12 0.65 57.6
2010-11 1,63,928 10.47 1.35 98,244 6.27 0.81 59.6

Source: Reserve Bank of India, Basic Statistical Return of Scheduled Commercial Banks, Various Issues
Consolidated RBI Report on Trend and Progress of Banking in India from 2000-01, 2010-11

RBI, Statistical Tables Relating to Banks in India 2003
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In 2000-01, the credit deposit ratio of the RRBs in the
country was 41.0 percent which increased to 59.6 percent
in 2010-11. The trend of credit deposit ratio of commer-
cial banks is much higher than that of the RRBs; the fig-
ure was 45.9 percent in March 2001 which has reached
to the level of 73.9 percent in March 2008 (RBI, 2008).
Hence the apparent fact remains that the RRBs failed to
maintain the C/D ratio of commercial banks of the coun-
try during the period.

Table 3:

In order to analyze the how the growth of deposits is
affected by growth of advances, regression analysis has
been employed. For this purpose, deposit per office has
been considered as dependent variable and advance per
office as independent variable. The result obtained is
presented in Table 3.

The F ratio (1058.138) and significance level of the
regression analysis indicate that the growth of advances

Regression Summery

Regression Statistics

Multiple R 0.995774
R Square 0.991566
Adjusted R Square 0.990629
Standard Error 0.256729
Observations 11

ANOVA of Dependant Variable

MS Significance F
Regression 1 69.74143 69.74143 1058.138 1.21E-10
Residual 9 0.593186 0.06591
Total 10 70.33462

Coefficients
0.89393

Regression Co-efficient
SE t Stat Lower 95%
0.165782 5.392196 0.000437 0.518904

P-value

Upper 95%
1.268955

Intercept

X Variable1 1.564006 0.04808

32.52903 1.21E-10 1.455241 1.672772

is unaffected by the growth of deposits.It confirms the
fact that along with the increase in deposits, loans and
advances increased in the same proportion. This implies
that the RRBs deploying credit at the same rate what they
have mobilized for this purpose although they have not
attained the stipulated C/D ratio of 60 percent.

Growth of Deposits of RRBs: Population Group
Wise Analysis

The population group-wise deposits and credit of RRBs
viz, rural, semi-urban, urban and metropolitanarea is
presented in Table 4.

Table 4: Population Group-wise Deposits of RRBs in India (As on March)

(Amount Rs. in Crores)

Year/Population Group Rural Semi- Urban Urban Metropolitan Total
2000 22,307.06 7,268.64 2,393.70 65.28 32,034.68
(69.63) (22.69) (7.47) (0.20) (100)
2001 26,312.89 8,568.89 2,994.39 77.08 37,953.23
(69.33) (22.58) (7.89) (0.20) (100.0)
2002 30,154.59 10,218.22 3,589.09 101.23 44,063.12
(68.43) (23.19) (8.14) (0.22) (100.0)

(Contd.)
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(Amount Rs. in Crores)

Year/Population Group Rural Semi- Urban Urban Metropolitan Total
2003 33,745.05 11,664.81 4,039.04 109.25 49,558.14
(68.09) (23.54) (8.15) (0.22) (100.0)
2004 37,711.63 13,433.77 4,619.74 143.88 55,909.02
(67.45) (24.03) (8.26) (0.26) (100.0)
2005 40,957.13 15,154.59 5,160.81 174.37 61,446.90
(66.65) (24.66) (8.40) (0.28) (100.0)
2006 44,359.98 17,978.85 7,403.50 691.91 70,434.24
(62.98) (25.53) (10.51) (0.98) (100.0)
50,913.97 21,361.13 8,489.90 865.50 81,630.50
2007
(62.37) (26.17) (10.40) (1.06) (100.0)
2008 59,661.45 25,883.31 10,883.46 1,081.20 97,509.41
(61.19) (26.54) (11.16) (1.11) (100.0)
2009 71,646.76 31,651.27 13,862.90 1,409.34 1,18,570.27
(60.43) (26.69) (11.69) (1.19) (100.0)
2010 84,115.62 36625.67 19,271.04 1,998.52 1,42,010.85
(59.23) (25.79) (13.57) (1.41) (100)
CV 42.54 53.38 70.24 108.10 48.62
(Figures in the Parentheses Indicate percent to Total Deposit)
Source: Statistical Returns of Scheduled Commercial Banks in India, Various Issues

It is clear from the table that there is a quantum
jump of rural deposit from Rs. 22,307.06 crores
in March 2000 to Rs. 84,115.62 crores in March
2010 recording an increase 3.8 fold during 2000-
2010. But the percentage share of rural deposit
declined from 69.63 percent to 59.23 percent during
the same period. The semi-urban deposit was Rs.
7,268.64 crores in March 2000 which increased to
Rs. 36,625.67 crores in March 2010. The percentage
share of semi-urban deposit increased from 22.69
percent to 25.79 percent. It shows positive growth of
semi-urban deposits both in quantum and percentage
term over the years. The urban and metropolitan
deposits also increased both in quantitative and
percentage term.The analysis found that deposits
of all the population groups and their percentage

share to total deposits of RRBs have increased
except percentage share of rural deposit which has
declined during the period under consideration. This
indicates that in respect of deposit mobilization, the
RRBs in rural areas are not performing at par with
others groups. The coefficient of variations results,
however, gives contradictory results indicating that
there have been a less variations of rural deposits.
This has called for a further enquiry on the degree
of relationship among the population group-wise
deposits.

In order to study the extent of deposit mobilization
in the rural areas, the correlation matrix analysis is
employed among the population group wise deposit
during 2000-2010. The result obtained is presented
in Tableb.

Table 5: Matrix of Correlation among the Population Group wise Deposits
Variables Total Rural Semi-Urban Urban Metropolitan

Deposit Deposit Deposit Deposit Deposit

Total Deposit 1

Rural Deposit 0.99* 1
(21.06)

Semi-Urban Deposit 0.99* 0.99* 1
(21.06) | (21.06)

Urban Deposit 0.99* 0.99* 0.99* 1
(21.06) | (21.06) | (21.06) (Contd.)

»
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Variables Total Rural

Semi-Urban Urban

Metropolitan

Deposit

Metropolitan Deposit

Deposit
0.98* 0.97*
(14.7) | (12.13)

Deposit Deposit
0.98* 0.99*

(147) | (21.06)

Deposit

to0s (9 0F.)=1.833 and t,,, (9 df.)=2.821

(Figures in parentheses indicate the respective‘t’ values)
*Significant both at 5 percent and 1 percent level of significance.
Source: Calculated by the Researcher on the basis of table-3

It is observed that the ‘t’values (calculated) of the highly
positive correlations are higher than the tabulated values.
It means that ‘r’ values are statistically significant. It
indicates that with the increase in total deposits, the
population group wise deposits increased inthe same
proportion.

Population Group wise Credit Channelization
of RRBs

There has been a quantum increase of population group
wise credits of RRBs during the period 2000-2010. But

the percentage share of credit to total credit has declined
in case of rural credit. Table6 presents the facts relating to
population group-wise credit of RRBs.From the analyses,
it is observed that over the years, coefficient of variation
of metropolitan credit is on fluctuating trend than that
of other population groups ie, rural, semi-urban and
urban. As the percentage share of credit in rural areas
has declined, it may be observed that a negative attitude
of banks to fulfill the socio economic objectives and
thereby the motto of rural development although RRBs
were created basically to serve weaker sections, village
farmers, artisans etc.

Table 6: Population Group-wise Credit of Regional Rural Banks in India o
(Amount Rs. In Crores)
Year/Population Group (March) Rural Semi- Urban Urban Metropolitan
2000 9,644.22 2,683.83 777.98 20.06 13,126.10
(73.47) (20.45) (5.93) (0.15) (100)
2001 11,826.11 3,491.50 1,009.43 24.57 16,163.51
(73.17) (21.60) (6.25) (0.15) (100.0)
2002 13,509.02 4,105.31 1,212.87 41.56 18,868.76
(71.59) (21.75) (6.43) (0.22) (100.0)
2003 16,177.11 4,921.71 1,470.67 53.44 22,622.92
(71.51) (21.76) (6.50) (0.24) (100.0)
2004 18,265.45 5,917.39 1,771.62 65.88 26,020.34
(70.19) (22.74) (6.81) (0.25) (100.0)
2005 23,017.35 7,529.16 2,072.83 69.49 32,688.83
(70.41) (23.09) (6.34) (0.21) (100.0)
2006 24,453.53 9,124.13 2,825.82 240.03 36,643.51
(66.73) (24.90) (7.71) (0.65) (100.0)
2007 32,226.20 11,759.79 3,581.75 287.38 47,855.11
(67.34) (24.57) (7.48) (0.60) (100.0)
2008 38,736.20 14,434.77 4,340.15 375.44 57,886.56
(66.91) (24.94) (7.50) (0.65) (100.0)
2009 44,247.18 16,693.32 5,429.25 459.16 66,828.91
(66.21) (24.98) (8.12) (0.69) (100.0)
2010 53623.12 20,970.86 7,529.29 638.50 82,761.76
(64.79) (25.34) (9.10) (0.77) (100)
CV 55.64 65.08 73.11 101.83 59.50
(Figures in the Parentheses Indicate percent to total credit)
Source: Statistical Returns of Scheduled Commercial Banks in India, Various Issues
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An attempt has been made hereunder tofind out the extent
of credit utilization among the population group wise
credit of RRBs in India. In this respect, the correlation
matrix analysis is employedamong the variables during
2000-2010. Table7 presents the results of correlations.|t is
observed that the highly positive ‘r’ values are significant
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as the calculated values of ‘t” are higher than the table
value at 5 percent and 1 percent level of significance at 9
df. It shows that there is high relationship exist among the
variables. It can further be interpreted that along with the
increase in total credit, the credit of rural, semi-urban and
urban areas have also been increasing proportionately.

Table 7: Matrix of Correlation Analysis of Population Group wise Credit
Variables Rural Semi-Urban Urban Metropolitan
Credit Credit Credit Credit
Total 1
Credit
Rural 0.99* 1
Credit (21.06)
Semi-Urban 0.99* 0.99* 1
Credit (21.06) (21.06)
Urban 0.99* 0.99* 0.99* 1
Credit (21.06) (21.06) (21.06)
Metropolitan Credit 0.98* 0.98* 0.99* 0.99* 1
(24.7) (14.7) (21.06) (21.06)

toos (9 df.)=1.833 andt, ,; (9 df.)=2.821
(Figures in parentheses indicate the respective ‘t” values)
*Significant both at 5 percent and 1 percent level of significance
Source: Calculated by the Researcher on the basis of table-5

Deployment of Credit of RRBs in India

The RRBs provide credit support for the development of rural
and backward areas. Theyprovideloans forvarious purposes
like agriculture, industry, transport operators, professional
and personal loans etc. The credit extension of the RRBs in
India during the last ten years is presented in Table 8.The
amount of agricultural credit and the percentage share of
total credit of RRBshave increased during 2000-2010. The
agricultural credit was Rs.6316.56 crores in March 2000
(which was 48.12 percent of total credit), has increased to
the tune of Rs. 34063.23 crores in March 2010 (i.e., 61.47
percent of total credit). In case of industrial credit the total
loan extended by the RRBs in India in March 2000was Rs.
919.67 crores (7.01 percent of total credit) and in March
2010, amount of industrial loan has increased to Rs.1707.76
crores (3.08 percent of the total credit extended).

Although there has been a quantum increase of industrial
credit, the percentage shares of industrial credit to total
credit of RRBs declined. In case of transport operators,
the total amount of credit provided in March 2000 was
Rs.626.82 crores, but the contribution to transport operator
increased to Rs.777.47crores in March 2010. However,

the share of credit for transport operators has been
declining continuously. The transport operator received a
meager amount of loan during the period. The share of
personal loan to the total amount although declined, its
share remained around 13.42 percent in 2010. The trade
and finance together constitute approximately 12 percent
of total credit of RRBs in the year 2010.

In order to understand the extent of credit allocation of
RRBs into various occupations, correlation analysis is
employed. The correlation of total bank creditwith (a)
agriculture, (b) industry credit, (c) transport operators,
(d) professional and other services (e) personal loans,
(f) trade, (g) finance, (h) all othersduring 2000-2010 is
shown in Table9.1t is found that almost all the ‘r’ values
are statistically significant both at 5 percent and 1 percent
level of significance at 9 degree of freedom except the
total bank credit with transport operators. It indicates that
except the transport operators all other occupation groups
are getting adequate credit along with the increase of total
bank credit of the RRBs in the country. The correlation
between total bank credit and transport operator is 0.51
which is not statically significant at 5 percent and 1
percent level of significance.
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Table 9: Correlation Analysis of Total Credit with
Credit to Various Occupations of RRBs

Variables Correlation value Calculated ‘t’value
rab 0.99 21.06
rac 0.89 5.80
rad 0.51 1.78
rae 0.97 12.13
raf 0.92 7.08
rag 0.98 14.70
rah 0.75 3.41
rai 0.79 3.82
to0s (9 df.) = 1.833 and t, 5, (9 df.) = 2.821

Source: Self calculated by the researcher.

This clearly represented that transport operator is getting
comparatively less amount of loans for developmental
purpose which might perhaps resultant the severe
infrastructural backwardness that persist in rural areas
of the country. Hence an immediate step is necessary to
enhance the adequate amount of credit to the transport
operators.

Conclusion

The study concluded with an idea that new branches of
RRBs have been opened up in the under-banked areas
of the country but the population per branch RRB is
yet more while compared with commercial banks. The
number of employees per branch found very low may
be due to computerization strategies of certain branches
of RRBs. It can be inferred that the reform measures
have positive impact in mobilizing the rural deposits.
But the fact remained that the RRBs failed to maintain
the deposit performance of commercial banks of the
country. The RRBs are not in a position to deploy credit
for socio-economic development though branches were
expanded to culminate the saving practice of the people.
The metropolitan credit is on fluctuating trend than that
of other population groups i.e., rural, semi-urban and
urban. Moreover, the share of credit in rural areas has
declined indicating a negative attitude of banks to fulfill
the socio economic objectives and thereby the motto of
rural development although RRBs were created basically
to serve weaker sections, village farmers, artisans etc.
The regression analysis relating to the deposit per office
and advances per office validated the fact that along
with the increase of deposits, loans and advances has
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increased at the same proportion. This implies that the
RRBs deploying credit at the same rate what they have
mobilized for this purpose although they have not attained
the stipulated norms of credit deposit ratio.In deployment
of fund, various occupation groups are getting adequate
credit along with the increase of total bank credit of the
RRBs in the country except transport operators who
are being paid comparatively less amount of loans for
developmental purpose which might perhaps resultant the
severe infrastructural hazards that persist in rural areas of
the country.
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