= Research Paper
e

EPRA International Journal of Economic and Business Review-Peer Reviewed Journal
Volume - 13, Issue - 4, April 2025 | e-ISSN: 2347 - 9671| p- ISSN: 2349 — 0187

SJIF Impact Factor (2025): 8.862 || I1SI Value: 1.433 || Journal DOI URL: https://doi.org/10.36713/epra2012

IMPROVING OPERATIONAL AND FINANCIAL
EFFICIENCY OF REGIONAL RURAL BANKS (RRB)s- A
STUDY

Mr. P. Venkateswara Rao?, Dr. V. Tulasidas?

'Research Scholar, Acharya Nagarjuna University, Guntur, Andhrapradesh.
?HoD, Department of HRM, School of Commerce and Management Studies
Acharya Nagarjuna University, Guntur, Andhrapradesh

ABSTRACT DOI No: 10.36713/epra21215

Article DOI: https://doi.org/10.36713/epra21215
This paper explores the key strategies and reforms needed to strengthen the operational and financial foundations of RRBs,
thereby enabling them to function more competitively, sustainably, and in alignment with the evolving needs of rural India.
Regional Rural Banks (RRBs) play a pivotal role in promoting financial inclusion and supporting the rural economy in
India by providing accessible banking services to underserved populations, especially small and marginal farmers, artisans,
and rural entrepreneurs. However, despite their crucial socio-economic mandate, many RRBs continue to grapple with
challenges related to operational inefficiencies, limited profitability, high non-performing assets (NPAs), and outdated
technological infrastructure. Improving the operational and financial efficiency of RRBs is essential not only for their
sustainability but also for achieving broader developmental goals such as poverty alleviation, agricultural growth, and
rural employment generation. Enhancing efficiency requires a multifaceted approach involving policy reforms, better
governance, modernization of banking practices, adoption of technology, improved risk management, and human resource
development. The main objectives of this study is to improve the profitability and viability of RRBs by reducing operational
costs, increasing income from core banking activities, and minimizing non-performing assets (NPAs) and to ensure wider
access to affordable financial services in rural and remote areas, especially for small and marginal farmers, women, and
rural entrepreneurs
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INTRODUCTION

Nearly 70% of the total Indian population resides in
rural areas, laying a larger impact on the economic
situation of the country. Consequently, there is a need
for arobust and efficient banking system in rural areas,
offering customized products and timely credit at
affordable rates, unlike traditional moneylenders
providing loans at very high interest rates. RRBs play
a vital role in the growth and development of rural and
backward areas in a developing country like India. The
Study on ‘Improving Operational & Financial
Efficiency of RRBs’ emphasizes on the significant and
crucial role played by RRBs in the development of
rural areas and recommend measures to resolve
challenges faced by them. Regional Rural Banks
(RRBs) were established via the RRB act, 1976 with

the aim of developing the banking systems in rural
parts of India for the purposes of agriculture,
commerce, industries, and other credit needs. RRBs
cater to a more scattered population that demand
smaller ticket loans, and these banks operate under
strict operational and lending norms. Recently, RRBs
faced losses in two consecutive years in 2019 and
2020, and tough competition from newer Small
finance banks [SFBs] who target a similar population
has resulted in reduced operational and financial
viability for these banks. The report analyses the
challenges faced by RRBs from three angles —
processes, policy and technology. These angles help
enable the identification of core pain points faced by
these banks Many of the present banks have turned to
digitalization in order to reach the remotest parts of the
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country and help them access banking facilities. With
digitalization being at the forefront of banking systems
and operations, this report touches upon ideas and
implementable solutions for RRBs to enable them to
efficiently cater to the rural population within policy
norms prescribed by RBI. The report further explores
probable fintech initiatives and collaborations that can
be undertaken to enhance the technological viability of
these banks and reduce the costs of catering banking
solutions to a rural clientele.

OBJECTIVES OF IMPROVING
OPERATIONAL AND FINANCIAL
EFFICIENCY OF REGIONAL RURAL BANKS

1. Enhance Financial Sustainability
To improve the profitability and viability of
RRBs by reducing operational costs, increasing
income from core banking activities, and
minimizing non-performing assets (NPAS).

2. Promote Financial Inclusion
To ensure wider access to affordable financial
services in rural and remote areas, especially for
small and marginal farmers, women, and rural
entrepreneurs.

3. Strengthen Credit Delivery
To improve the effectiveness and timeliness of
credit delivery for agriculture, small-scale
industries, and rural development projects.

4. Upgrade Technological Infrastructure
To adopt modern banking technologies such as
Core Banking Solutions (CBS), digital banking,
mobile banking, and data analytics to enhance
customer service and operational efficiency.

5. Improve Risk Management and Compliance
To establish robust internal controls, risk
assessment  frameworks, and  regulatory
compliance mechanisms to reduce exposure to
financial and operational risks.

6. Capacity Building and Human Resource
Development
To improve staff productivity, skills, and
motivation through regular training, performance
management, and human resource development
initiatives.

7. Streamline Governance and Decision-Making
To ensure transparent, accountable, and
professional management practices that support
sound decision-making and strategic planning.

8. Reduce Operational Bottlenecks
To simplify procedures and reduce delays in loan
disbursement, account servicing, and grievance
redressal through process reengineering.

9. Facilitate Merger and Consolidation Where
Needed
To achieve economies of scale and strengthen the
financial position of weaker RRBs through
strategic mergers and consolidation.

10. Increase Customer Satisfaction and Retention
To offer customer-centric services and products
tailored to rural needs, thereby improving

customer experience and building long-term
relationships.

OBJECTIVES OF THE STUDY

e To understand RRBs deliver financial solutions
while improving operational efficiency and
enhancing NPA management.

e To study and identify growth operational
performance of RRBs.

e To identify mainstreamers in the financial system
with  different schemes like Agriculture
infrastructural fund, Animal husbandry in
fractural fund ect.

e It helps RRBs become sustainable given
competition faced from SFBs and NBFCs and to
be in tune with the products offered by such
institutions.

RESEARCH METHODOLOGY &
RESEARCH DESIGN

The study is based on statistics amassed from the
Annual Reports, Key Statistics Report of RRBs and
NABARD from 2018 to 2023. Statistical analysis on
revenue, cost, non-performing assets and product
portfolio was conducted to understand historical and
current trends. This information has been sourced
through primary research by connecting with sponsor
banks like State Bank of India on best practices and
areas of opportunities and with state government
officials on their mandates and policies. Discussions
with various departments of NABARD were also
carried out to understand current policy regimes,
processes in place and technological background.
Fintech companies were interviewed to understand the
potential solutions and suggest recommendations
against challenges faced by RRBs.The only source
data used in the current investigation  were
secondary data. The National Rural Development
Institute (NIRD), RBI, NABARD, Annual Reports,
District Credit Plans, Journals, and Published and
Unpublished Reports of Journals were some of the
sources used for the data. This exploratory survey
makes use of the data gathered. The majority of the
real data utilized in this study (RBI) came from the
annual reports of the RBI and NABARD. more
pertinent data from publications, meetings, and
websites. The analysis is limited to only a few key
topics, such as the RRBs' (Indian Regional Rural

Banks)  number of Branches, district, deposits
mobilized, credits extended, and investments
Undertaken

REVIEW OF LITERATURE

The working groupon multi-agency approach in
agricultural finance 1976 recommended that regional
rural banks are to be preferred because they are better
suited to direct financing of farmers.
» Soudamini Nagar 1979 in a study on regional rural
banks in Rajasthan found that the regional rural banks
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have made creditable progress in deposit mobilization
and credit distribution.

* Regional rural banks, the reserve bank of India
1982 conducted a study in respect of eleven banks.
The report revealed that regional rural banks had
successfully maintained their image as a small man's
bank by confining their credit facilities to the target
group.

» The national bank for agriculture and rural
development (NABARD) had commissioned a study
on the viability of Regional rural banks and entrusted
the same to the agricultural finance corporation (1983-
84).

* The committee to review arrangements for
institutional credit for agriculture and rural
development (CRAFICARD) (1982) examined the
role of regional rural banks in the rural credit system
and recommended that, as regional rural banks were
more suitable for rural development work, preference
should be given to regional rural banks in regard to
licensing of branches in the rural areas.

» Jayaramaiah et.al 2013confirmed that the overall
growth of the economy and povertyalleviation 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.

+ Kuldeep Singh 2014 concludes that the efforts made
by RRB in branch expansion, deposit mobilization,
rural development and credit deployment in weaker
section of rural areas are appreciable.

 Dr. Y.G. Baligatti2016his study reveals that RRBs
have taken initiation to expand their branch network
and extending their area of operations, it is witnessed
that though the RRBs are successful in providing
banking services to unbanked area there is an
imbalance growth of RRBs where prominent
backward area has been neglected in providing bank
credit.

Rao, K. R., & Srinivas, V. (2018).92This study
investigates the financial performance and health of

RRBs, focusing on profitability, asset quality, and
capital adequacy.

K. R., & Srinivas, V. (2018) 93 Financial Healths of
Regional Rural Banks in India: An Empirical Study.
*Journal of Rural Banking and Finance, 28(1), 15-32.
Roy, B., &Chatterjee, A. (2020).99Regional Rural
Banks and Rural Development: A Case Study of West
Bengal. *Journal of Regional Development Studies,
46(1), 55-71.This paper explores the integration of Al
and blockchain technologies in RRB operations,
discussing their potential to streamline processes and
enhance customer service.

Das, L., &Sinha, P. (2021).103the review focuses on
the contribution of RRBs to sustainable rural
development through financing green projects and
supporting eco-friendly agricultural practices.

Kaur, R., & Sharma, M. (2023).105this study
analyzes the financial performance of RRBs post-2019
reforms, showing significant improvements in
profitability and asset quality. The study attributes
these improvements to enhanced regulatory oversight
and better risk management practices.

Pandey, S., &Tripathi, R. (2023).106This study
examines the financial health of RRBs in the post-
COVID-19 era. It highlights the resilience of RRBs,
noting improved profitability and reduced non-
performing assets due to strategic debt recovery
efforts.

Rao, N., &Sinha, K. (2024).112Expanding Financial
Inclusion through Digital Banking: The Role of
Regional Rural Banks. *Journal of Financial Inclusion,
15(1), 57-73.

Verma, D., & Singh, A. (2024).113this study
identifies key challenges facing RRBs, such as
regulatory compliance and capital adequacy, and
evaluates recent reforms aimed at improving
governance and operational efficiency.

Products and Targets: The RRBs were established
with the mandate to disperse credit to the rural strata,
catering to a population who demand smaller ticket
loans but in higher volumes.
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Systematic Literature Review

In this Research work, the
researcher has reviewed , Gap in Theory

Commission reports — 05, The c.urrent study concentrated on
Thesis — 15, Journals — 89, all gri-loans and entrepreneur loan

book | recipients in rural India, whereas
Text books - 05 (Tota . previous studies concentrated on

overall perception.

Gap in Methods RESEARCH

Research methods are the strategies or GAP

Gap in Methodology
A Quality Research needs good amount
of data on the topic for analysis but it is
limited in past studies, in the present

PRIORITY SECTOE LENDING(PSL)Rs-in Crores

Year Sector Rs-in Crores
2018-19 Agriculture(Small and Marginal farmers) 0.00 to0 0.50
2019-20 MSME 0.50-1.00
2020-21 Education 1.00-1.50
2021-22 Housing 1050-2.00
2022-23 Social in fracture and Renewable Energy) 2.00-2.50

Rs-In Crores (Log Scale)

2x10°

6x10°!

Priority Sector Lending (PSL) Rs-in Crores (Log Scale) - Corrected

Min Rs-In Crores
. Max Rs-in Crores
| I | |
2018-19 2019-20 2020-21 2021-22 2022-23
Year

' 2025 EPRA JEBR | EPRA International Journal of Economic and Business Review | https://eprajournals.com/

* 105



SJIF Impact Factor2025: 8.862 || DOI: 10.36713/epra2012 | Volume-13 | Issue-4 | April 2025 | e- ISSN: 2347-9671 | p- ISSN: 2349-0187

RRBs have a target of 75% set for priority sector
lending (PSL) like Agriculture (small and
marginalized farmers), MSME, Education, Housing,
and Social Infrastructure and Renewable energy. The
RBI has published guidelines on various customers to
target under PSL and non-PSL. RRBs also give out
gold, vehicle and personal loans as part of their
portfolio. Additionally, they offer services like safety
deposit lockers, NEFT and RTGS etc. which help
them with other income streams and commissions.
0.00 0.50 1.00 1.50 2.00 2.50 Agriculture MSMEs
Education Housing Social infrastructure Renewable
energy Others Priority Sector Lending of RRBs (in
cr) 2019 2020 2021 0.00 0.50 1.00 1.50 2.00 2.50
Agriculture MSMEs Education Housing Personal
Loans Others

AthoroughfinancialstatementanalysisofRRBswascon
ductedforthelast6years. Theanalysisis based on the
assessment across Revenue, Expenditure, Investment

and NPA parameters, along with a comparative study
with Small Finance Banks and other Commercial
Banks.

A. Low interest income

Loss making RRBs have been earning almost lower

interest income on loans disbursed over the last 5

years primarily due to product mix and interestrates.

e Profit making RRBs have received a higher
interest on loan disbursed (8.8%) over the last
Syears compared to loss making ones (7.7%).
RRBs have performed worse when benchmarked
against
SFB’slikeBandhanbankand AUSmallFinancebank

e  Further, both the SFBs (Bandhan bank and AU
Small finance banks)m have much higherinterest
income as % of loans, which is hovering around
11% - 13%, while public sector banks like SBI are
at par with RRB sat~7%.

Avg. Interest Income as a % of loan -
15% Benchmark

RRBshaveaheavilyskewedportfoliotoagriculturedueto
PSLtargets.SFBshaveamorebalancedportfoliocompris
ing of agriculture, services sector, gold, vehicle,
personal etc.Interest rate setting and product portfolio
are decided by RRB boards, under the guidance of the

&

=

sponsor banks
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Priority sector Profit making RRB=s 2021

SLaCr
SISy

TA1%

NABARD can reach out to mutual fund houses to
help RRBs tie-up with them.Distributing mutual
fund products will enable RRBs to earn
commission income and offer customers a better
avenue to park their funds
RRBs can tie up with fin techs such as FIAg
lobal(FI Aglobal offer saquant and Al based
advisory and distribution mutual funds platform
for the masses called FI Dhan.
Targeting low-income households, it
recommends personalized goal-based
investment solutions based on the risk profile and
real-life goals of the customer)
PolicychangeslikestronglydeployingSARFAESI
actandimprovingawareness among borrower son
timely repayment
Sponsor banks, using the Co Emodel, can
implement centralized NPA management
systems for RRBs Multiple ID matching Ability
to perform identity verification against over more
than100 types of various snational IDs
Development of CoE(highlighted at the
beginning) will help decrease overall costs
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