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Abstract- Regional Rural banks were established in 1975 
under the Regional Rural Banks (RRB) act. They are local 
level banking organizations operating in different states of 
India. They have been created with a view to serve the rural 
sector of India. They give financial service to the people. It 
performs various functions like providing banking facility to 
the rural people, distribution of wages as well as pension and 
other functions like locker facilities, debit and credit card. We 
need Regional Rural Banks in India because a major part of 
our population lives in rural area. As people live in these 
areas there are a lot of farmers who needs money for farming. 
We know that farming is the backbone of this country and if 
farming gets developed India would be on its way to become a 
developed economy but due to the exploitation done by the 
money lenders Indian farmers are not able to progress. By the 
help of regional rural banks who will provide loans to farmers 
at very low rate of interest, India would be on its way to 
progress. The present paper highlights the factors which need 
to be addressed for their effective implementation for the 
contribution for a developed economy. 
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I. INTRODUCTION 
 
 The economic development in India followed 
socialist-inspired policies for most of its independent history, 
including state-ownership of many sectors; India's per capita 
income increased at only around 1% annualized rate in the 
three decades after Independence. Since the mid-1980s, India 
has slowly opened up its markets through economic 
liberalization. After more fundamental reforms since 1991 and 
their renewal in the 2000s, India has progressed towards a free 
market economy. 

 
India lives in its villages, and while the cities have 

grown immensely over the last 20 years, rural areas have not 
seen that kind of development. For India’s economy to be 
strong, the rural economy needs to grow. Rural areas are still 
plagued by problems of malnourishment, illiteracy, 
unemployment and lack of basic infrastructure like schools, 
colleges, hospitals, sanitation, etc. Our villages need to grow 
in tandem with cities and standard of life has to improve there 

for inclusive growth to happen. If rural India is poor, India is 
poor.  

 
Rural development is not merely development of 

rural areas but also the development of the rural people into 
self-reliant and self-sustaining modern little communities. 
Rural development in the country is designed to enhance the 
socio-economic living conditions for the people living in rural 
India while conserving their culture and rich tradition. The 
Government seeks to achieve higher targets related to rural 
production, employment and higher living standards which 
will pave the way for all round economic development of the 
country. This includes setting up basic infrastructure and 
facilities such as medical facilities, schools, and transport 
facilities, apart from scheme implementation related to 
improving rural employment, agricultural productivity and 
rural industrialization.  

 
The rural population in India suffers from a great deal 

of indebtedness and is subject to exploitation in the credit 
market due to high interest rates and the lack of convenient 
access to credit. Rural households need credit for investing in 
agriculture and smoothening out seasonal fluctuations in 
earnings. Since cash flows and savings in rural areas for the 
majority of households are small, rural households typically 
tend to rely on credit for other consumption needs like 
education, food, housing, household functions, etc. Rural 
households need access to financial institutions that can 
provide them with credit at lower rates and at reasonable terms 
than the traditional money-lender and thereby help them avoid 
debt-traps that are common in rural India.  

 
The Regional Rural Banks have been growing in 

importance since their inception in 1975 as special institutions 
playing a catalyst role in the development of rural areas. They 
have been playing a significant role in financing the weaker 
sections of the community in the rural areas and also in 
inculcating banking habit among rural masses. Regional Rural 
Banks were set up with a view to developing the rural 
economy by providing credit and other facilities, particularly 
to the small and marginal farmers, agricultural laborers’, 
artisans and small entrepreneurs. Being local level institutions, 
RRBs together with commercial and co-operative banks, were 
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assigned a critical role to play in the delivery of agriculture 
and rural credit.  

 
The RRBs’ were established, “with a view to develop 

the rural economy by providing for the purpose of 
development of agriculture, trade, commerce, industry and 
other productive activities in the rural areas, credit and other 
facilities, particularly to small and marginal farmers, 
agricultural laborers, artisans and small entrepreneurs and for 
matters connected therewith and incidental thereto.” (The 
RRB Act, 1996)  

 
It can be affirmed that the RRBs were established as 

a new set of State sponsored, rural-oriented, region-based, low 
cost banks, having the ethos of cooperatives and business 
acumen of commercial banks for providing credit in rural 
areas, particularly to the relevant weaker sections of the 
society. It would be fair to say that RRBs have succeeded in 
spreading the banking services to far flung rural areas, 
mobilizing rural savings, opening up new avenues for rural 
poor through institutional credit and generating employment 
opportunities. However, the mandate of financing only their 
target group borrowers, coupled with an administered interest 
rate structure, poor recovery performance, increasing 
establishment cost, and low level of operational efficiency 
have resulted in RRBs incurring losses and losing their 
financial viability from their inception. 
 

II. LITERATURE REVIEW 
 

Institutional finance is the lifeblood of modern 
economic system without which no system can survive. In 
agricultural development also its role is crucial. Adequate 
institutional credit is considered to be the most important 
factor, which if suitably provided, will go a long way to put 
the economy of the farmers especially the small and marginal 
farmers on a sound footing (Selvaraj 1998). So agriculture and 
rural development has been on the priority agenda of our 
policy makers since independence and considerable efforts 
have been made to develop the rural credit system as means of 
rural development (Joshi 1997, Tyagi and Singh 1998).  
 

According to NABARD (1986) published “A study 
on RRBs viability”, which was conducted by Agriculture 
Finance Corporation in 1986 on behalf of NABARD. The 
study indicated the resource mobility and implementation in 
rural areas. In the year 1989 for the first time, the 
conceptualization of the entire structure of Regional Rural 
Banks was challenged by the Agricultural Credit Review 
Committee. Which argued that these banks have no justifiable 
cause for continuance and recommended their mergers with 
sponsor banks. The Committee was of the view that “the 

weaknesses of RRBs are widespread to the system and non-
viability is built into it, and the only option was to merge the 
Regional rural Banks with the sponsor banks. 
 

The Committee on Financial Systems, 1991 
(Narasimham Committee) stressed the poor financial health of 
the RRBs to the exclusion of every other performance 
indicator. 172 of the 196 RRBs were recorded unprofitable 
with an aggregate loan recovery performance of 41.8 percent.  
 

Dr. B.K. Jha (2008) determined the effective banking 
services in rural areas can be able to promote the rural 
entrepreneurship and improve the picture of rural India. Syed 
Ibrahim (2010) has given that the performance of rural banks  
in India has significantly improved after amalgamation 
process which has been initiated by the Government of India.  
 

Megha and Aparna Bhatia (2013) opined that the 
overall position of Regional Rural Banks in India has 
improved during the post amalgamation period, though the 
number of Regional Rural Banks has decreased.  
 

Jayaramaiah et.al (2013) confirmed that the overall 
growth of the economy and poverty alleviation depend upon 
the system which is providing affordable credit by the 
financial institutions that stimulates sustainable economic 
growth through the supply of credit in general and to the rural 
sector in particular.  
 

III. AIMS AND OBJECTIVES 
 

This paper focuses on highlighting the unbeatable 
role of the Regional Rural Banks in the upliftment of the rural 
India. It aims to understand the invaluable contribution of 
these banks towards fulfilling the objectives of enrichment and 
betterment of the overall quality of the rural life through 
appropriate Economic development of manpower resources, 
infrastructural facilities and provision of minimum needs and 
livelihood. 
 

IV. RESEARCH METHODOLOGY 
 

In order to achieve the research objectives the blend 
of deductive and inductive research approach is selected, 
whereas qualitative research method is utilized. The research 
is based on only publically available information which has 
been taken into account. In order to fulfill proposed objectives 
data on various facts related to the RRBs and Rural India is 
been presented with the help of literature review. The data is 
collected using secondary method to fulfill different issues 
related to research topic from the published articles, journals, 
reports, websites, blogs and academic literatures. 
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Data Collection Method 
 

The present study is empirical in character based on 
the analytical method. The study is mainly based on secondary 
data which is collected, analyzed and calculated mainly from 
annual reports of the NABARD and RBI. Required related 
information has collected from journals, conference and 
websites. 
 

Financial Performance as 31 March 2016 (audited 
position) Post amalgamation, the number of RRBs in the 
country as on 31 March 2016 stood at 56, with a network of 
20,920 branches covering 644 notified districts in 27 states 
and the UT of Pondicherry. At the aggregate level, deposits, 
advances and investments as on 31 March 2016 registered a 
growth of 14.83 per cent, 14.14 per cent and  
 
 
4.18 per cent, respectively, while borrowings declined by 
19.41 per cent. 
 
Indicators of Performance of RRBs (As on 31 March) 
Source: The annual Reports of NABARD from 2016-2017 
 

  
 

Fifty RRBs were in profit and 6 were in loss during 
2015-16. The aggregate profit earned which stood at R2,921 
crore during 2014-15, declined to R2,206 crore during 2015-
16. The aggregate losses reported increased from R176 crore 
during 2014-15 to R188 crore during 2015-16. The overall net 
profit of RRBs declined from R2,745 crore as on 31 March 

2015 to R2,018 crore as on 31 March 2016. The proportion of 
RRBs that are sustainably viable i.e. those earning profits and 
carrying no accumulated losses had decreased from 84 per 
cent (47 out of 56) as on 31 March 2015, to 82 per cent (45 
out of 56) as on 31 March 2016. 
 
 
Profit Position of RRBs in India 
  

The amount of profit of RRBs is swelling from 
748.11 crores to 2273 crores and the number of RRBs were 
reduced from 196 to 57 (2014). It is the clear indication that 
more than 85 percent of RRBs are operating on profitable line. 
It is also observed that there is a decline in the number of 
RRBs over the years due to the process of amalgamation 
increase in the amount of profit of RRBs. This shall be 
inferred that the process of amalgamation has enabled the 
RRBs to improve their profitability position. It is also 
significant to wittiness that the number of loss making RRBs 
have reduced from 30 to nil and amount of loss declined from 
154.5 crores to zero. From the above, it is evident that better 
operative utilization of the bank funds and increased 
efficiency of RRBs. 
 
Profit Position of RRBs in India 
 

 
 
KEY INDICATORS OF RRBs AS ON 31 MARCH 2015 
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KEY INDICATORS OF RRBs AS ON 31 MARCH 2015 
(Amount in `. Lakh) 

 

 
     

KEY INDICATORS OF RRBs AS ON 31 MARCH 2015 
(Amount in `. Lakh) 
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KEY INDICATORS OF RRBs AS ON 31 MARCH 2015 
(Amount in `. Lakh) 
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V. STEP FOR IMPROVEMENT 

 
The Regional rural Banks in order to provide 

regularized services and to ensure the development of the rural 
India must take the following steps:  
 

1. These banks must try to reach out to the needy 
through micro-credit and Self-Help Groups.  

2. It shall provide easy and affordable services through 
the best use of technology. 

3. Expand its reach in the rural areas through alternate 
channels.  

4. Attention should be given to the financial inclusion 
of unbanked rural area.  

5. Improvement in service levels in rural areas. 
 

VI. CONCLUSION 
 

Development of the rural economy is essential in 
order to ensure a balanced economic growth. The various 
problems faced by the rural sector such as: illiteracy, lack of 
access to basic services of electricity, sanitation, drinking 
water etc. can be overcome if adequate credit facilities are 
provided. The initiative taken by the RBI to set-up the 
Regional Rural Banks and other such banks to promote 

banking in the rural India has come as a boom for these areas. 
In the present study, the role of RRBs in the rural credits 
structure has been deeply analyzed. The rural credit structure 
consists of priority sector and the non-priority sector. There 
has been tremendous achievement in disbursing loans to both 
the sectors. Though the banks are not left untouched by the 
challenges, yet an ample amount of opportunity is waiting to 
be grasped by these banks. 
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