STRUCTURE OF INDIAN BANKING SYSTEM
Scheduled Commercial Banks
Scheduled commercial banks are those which are included in the second schedule of the RBI Act 1934 and which carry out the normal business of banking such as accepting deposits, giving out loans, credit creation and other banking services. They are also called joint stock banks because they are organized in the same manner as joint stock companies. The main difference between scheduled commercial banks and scheduled corporative banks is their holding pattern as co-operatives are registered under the co-operatives society act as ‘Co-operative Credit Institutions’. 
Amongst the banking institutions in the organized sector, commercial banks are the oldest institutions, some of them having their genesis in the nineteenth century. Initially, they were set up in large numbers, mostly as corporate bodies with shareholdings by private individuals. In the sixties of the twentieth century, a large number of weaker and smaller banks were merged with other banks. As a consequence, a stronger banking system emerged in the country. Subsequently, there has been a drift towards state ownership and control. Today 27 banks constitute strong public sector in Indian commercial banking. 
Features of Commercial Banks
· Mobilization of savings
· Facilitates commerce and trade
· Provision of finance to backward communities and neglected segments of society
· Development of agriculture and other priority sectors in the economy
· Balanced regional development
Functions of Commercial Banks
· Acceptance of Deposits: Fixed accounts, Current account, Saving account
· Advancing of loans: Making ordinary loans, Cash credit, Overdraft, Discounting of bills of exchange, Investment of funds
· Promote the use of cheque
· Agency Fuctions of the bank: Transfer of funds, Collecting customers’ funds, Purchase and sale of shares and securities for its customers, Collecting dividends on the shares of the customers, Payment of premia, Bank acts as the trustee and the executor, Income-tax consultant, Acts as correspondent
· Purchase and sale of foreign exchange
· Financing internal and foreign trade
· Creation of credit
· Fulfillment of socio-economic objectives
Commercial banks operating in India fall under different sub-categories on the basis of their ownership and control over management.
1. Scheduled Commercial Public Sector Banks: These are the banks where more than 50% stake is held by the government. At present there are 27 public sector banks in India including SBI and its associates along with 19 other nationalised banks and other public sector banks such as IDBI and Bhartiya Mahila Bank.
Public sector in Indian banking emerged to its present position in three stages. First, the conversion of the then existing Imperial Bank of India into the State Bank of India in 1955, followed by the taking over of the seven state associated banks as its subsidiary banks, second the nationalization of 14 major commercial banks on July 19, 1969 and last, the nationalization of 6 more commercial banks on April 15, 1980. Thus 27 banks constitute the Public sector in Indian Commercial Banking. These can be classified into three groups: 
· State Bank of India (SBI)
· Nationalized Banks
· Regional Rural Banks (RRBs)

2. Scheduled Commercial Private Sector Banks: Private sector banks are those whose majority stake is in private hands. Indian has two types of private sector banks.
Old Private Sector Banks: There are 12 old private sector banks.
New Private Sector Banks: In 1993, RBI issued revised guidelines regarding the entry of private sector banks. Therefore, new private sector banks are the ones which were incorporated as per such revised guidelines. Currently, there are 7 new private sector banks:
· Axis Bank Limited
· Bandhan Bank Limited
· DCB Bank Limited
· HDFC Bank Limited
· ICICI Bank Limited
· IndusInd Bank Limited
· IDFC Bank Limited
· Kotak Mahindra ING Vysya Bank
· YES Bank Limited
SCHEDULE FOREIGN BANKS
RBI policy towards the presence of foreign banks in India is based on two cardinal principles viz. reciprocity and single mode of presence. As of now, there are 45 foreign banks which are operating as branches in India. 
Foreign Commercial Banks are the branches in India of the joint stock banks incorporated abroad. Their number has increased to forty as on 31st March, 2002. These banks, besides financing the foreign trade of the country, undertake normal banking business in the country as well.
Licensing of Foreign Bank: In order to operate in India, the foreign banks have to obtain a license from the Reserve Bank of India. For granting this license, the following factors are considered:
 
1.      Financial soundness of the bank.
2.      International and home country rating.
3.      Economic and political relations between home country and India.
4.      The bank should be under consolidated supervision of the home country regulator.
5.      The minimum capital requirement is US $ 25 million spread over three branches - $ 10 million each for the first and second branch and $5 million for the third branch.
6.      Both branches and ATMs require licenses and these are given by the RBI in conformity with WTO’s commitments.

Function of Foreign Banks: The main business of foreign banks is the financing of India’s foreign trade which they can handle most efficiently with their vast resources. Recently, they have made substantial inroads in internal trade including deposits, advances, discounting of bills, mutual funds, ATMs and credit cards. A large part of their credit is extended to large enterprises and MNCs located mostly in the tier one cities- mainly the metros, though some banks are now foraying in the rural sector as well. Technology used by these banks has been a major driver of change in the Indian banking industry. A highly trained and efficient workforce and the huge pool of capital resources at the disposal of these banks have created tremendous goodwill and prestige of foreign banks in India.
 	Apart from their main businesses, foreign banks are also instrumental in shaping the attitudes, perceptions and policies of foreign governments, corporates and other clients towards India, especially in the following areas:

1.    Bringing together foreign institutional investors and Indian companies.
2.    Organizing joint ventures.
3.    Structuring and syndicating project finance for telecommunication, power and mining sectors.
4.    Providing a thrust to trade finance through securitization of export loan.
5.    Introducing new technology in data management and information systems.
Scheduled Co-Operative Banks
The cooperative bank is also regulated by the RBI. They are governed by the Banking Regulations Act 1949 and Banking Laws (Co-Operative Societies) Act, 1965. These banks provide most services such as savings and current accounts, safety deposit lockers, loan or mortgages to private and business customers.
Besides the commercial banks, there exist in India another set of banking institutions called co-operative credit institutions. These have been in existence in India since long. They undertake the business of banking both in urban and rural areas on the principle of co-operation. They have served a useful role in spreading the banking habit throughout the country. Yet, their financial position is not sound and a majority of co-operative banks has yet to achieve financial viability on a sustainable basis.
   The cooperative banks have been set up under the various Co-operative Societies Acts enacted by the State Governments. Hence the State Governments regulate these banks. In 1966, need was felt to regulate their activities to ensure their soundness and to protect the interests of depositors. Consequently, certain provisions of the Banking Regulation Act 1949 were made applicable to co-operative banks as well. These banks have thus fallen under dual control viz., that of the State Govt. and that of the Reserve Bank of India which exercises control over them so far as their banking operations are concerned.

Features of Cooperative banks
· These banks are government sponsored government supported and government subsidized financial agencies in India.
· Unlike commercial banks which focus on profits, cooperative banks are organized and managed on principles of cooperation, self help and mutual help. They function on a “no profit, no loss” basis.
· They perform all the main banking functions but their range of services is narrower than that of commercial banks.
·  Some of them are scheduled banks but most are unscheduled banks.
· Cooperative banks are financial intermediaries only, particularly because a significant amount of their borrowings is from the RBI, NABARD, the central and state governments and cooperative apex institutions.
· There has been a shift of cooperative banks from the rural to the urban areas as the urban and non-agricultural business of these banks has grown over the years.

WEAKNESSES

· Cooperative banks suffer from too much dependence on RBI, NABARD and the government.
· They are subject to too much officialization and politicization. Both the quality of loans assets and their recovery are poor. The primary agricultural cooperative societies- a vital link in the cooperative credit system- are small in size, very week and many of them are dormant.
· The cooperative banks suffer from existence of multiple regulation and control authorities.
· Many urban cooperative banks have failed or are in the process of liquidation.
· Cooperative banks have increasingly been facing competition from commercial banks, LIC, UTI and small savings organizations.

Regional Rural Banks

Regional Rural Banks are relatively new banking institutions which supplement the efforts of the cooperative and commercial banks in catering to the credit requirements of the rural sector. These banks have been set up in India since October 1975, under the Regional Rural Banks Act, 1976. At present there are 196 RRBs functioning in 484 districts. The distinctive feature of a Regional Rural Bank is that though it is a separate body corporate with perpetual succession and a common seal. It is very closely linked with the commercial bank which sponsors the proposal to establish it and is called the sponsor bank. The central government establishes a RRB, at the request of the sponsor bank and specifies the local limits within which it shall establish its branches and agencies.

Introduction to Regional Rural Banks of India:
Rural banking institutions are playing a very important role for all-round development of rural areas of the country. In order to support the rural banking sector in recent years, Regional Rural Banks have been set up all over the country with the objective of meeting the credit needs of the most under privileged sections of the society.
These Regional Rural Banks (RRBs) have been receiving a high degree of importance and attention in the rural credit system.

Considering the gross absence of banking facilities in the rural areas of the country, the Reserve Bank of India in consultation with the Central Government, State Governments and some major nationalized sponsored banks had set up some Regional Rural Banks in the late 1970s with a view to elevate the economic status of the rural poor as well as to inculcate a habit of saving among the rural masses.

As per the recommendations of the Working Group on Rural Banks, the regional rural banks were established in 1975 for supplementing the commercial banks and co-operatives in supplying rural credit. The main objective of regional rural banks in India is to advance credit and other facilities, especially 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.

At the initial stage, five regional rural banks were established on October 2, 1975 at Gorakhpur and Moradabad in Uttar Pradesh, Jaipur in Rajasthan, Bhiwani in Haryana and Malda in West Bengal under the sponsorship of State Bank of India, the Syndicate Bank, United Commercial Bank, Punjab National Bank and United Bank of India respectively.

All these five RRBs have an authorised capital of Rs 1 crore and paid-up capital of Rs 25 lakh. The share capital of RRB is subscribed in the following manner—as the Central Government—50 per cent, the State Government concerned—15 per cent and the sponsoring commercial bank—35 per cent.

The regional rural banks are maintaining its special charter it their of operation is very much limited to a definite region, grant direct loan to rural people at concessional rates and receive subsidies and concessions from the Reserve Bank and the sponsoring bank.

Business of a Regional Rural Bank

A Regional rural bank carries on the normal banking business i.e., the business of banking as defined in section 5(b) of the Banking Regulation Act, 1949 and engages in one or more forms of businesses specified in Section 6 (1) of that Act. A Regional rural bank may in particular, undertake the following types of businesses, namely:
1. The granting of loans and advances, particularly to small and marginal farmers and agricultural laborers, and to cooperative societies for agricultural operations or for other connected purposes.
2. The granting of loans and advances, particularly to artisans, small entrepreneurs and persons of small means engaged in trade, commerce or industry or other productive activities within the notified areas of a rural bank.

Regional Rural Banks are thus primarily meant to cater to the needs of the poor and small borrower in the countryside.

Capital
The authorized capital of a RRB shall be Rs. 5 crore which may increased or reduced (not below Rs. 25 lakh) by the Central Government in consultation with NABARD and the sponsor bank. The issued capital shall not be less than Rs. 25 lakh. Of the issued capital, the Central Government shall subscribe fifty percent, the sponsor bank thirty five percent and the concerned State Government fifteen percent.
 The shares of the Rural Banks shall be deemed to be included in the securities enumerated in Section 20 of the Indian Trusts Act, 1882 and shall also be deemed to be approved securities for the purpose of the Banking Regulation Act 1949.
Management
Each Rural Bank is managed by a Board of Directors. The general superintendence, direction and management of the affairs and business vest in the Board. In discharging its functions the Board of Directors acts on business principles and shall have due regard to public interests. A regional rural bank is guided by the directions, issued by the Central Government in regard to matters of policy involving public interest.

Progress of Regional Rural Banks in India:

The regional rural banks have extended their network throughout the country to a considerable extent. Initially, there were 196 regional rural banks operating in 28 states with nearly 14,700 branches. Till June 1996, these RRBs have been lending annually nearly Rs 1500 crore to the rural people and more than 90 per cent of the loan has been advanced to weaker sections.

As on September, 1990, the RRBs had advanced jointly to the tune of Rs 3,560 crore in the form of short-term crop loans, term loans for agricultural activities, for rural artisans, cottage and village industries, retail trade, self-employment projects and consumption loans etc.

Among all the states, Uttar Pradesh is the state where larger number of RRB branches has already been opened. Recently, after amalgamation, the number of RRBs has been reduced to 92.

During the last 30 years, RRBs have been participating actively in various programmes designed for providing credit assistance to identified beneficiaries included under the new 20 Point Programme, IRDP and other programmes designed for scheduled castes and tribes. RRBs are also advancing loans to weaker sections and physically handicapped persons under differential rate of industrial (DIR) schemes.

At the end of June 2014, there were 92 amalgamated RRBs, covering 518 districts of the country with a network of 18,291 branches. Out of all these branches of RRBs, 4,042 are the rural branches as on June 30, 2014 which constitute about 21.4 per cent of the total branches of RRBs.

The loans and advances stood at Rs 7,852.7 crore as at the end of September 1996. Again, Rs 15,423 crore were mobilised as deposits by RRBs at the end of September 1996. Consequent upon the permission of the Reserve Bank of India to determine their own lending rate with effect from 26 August 1996, most of the RRBs have been charging interest rates on their loans varying between 13.5 to 19.5 per cent per annum.

In recent years, under the softer interest regime, interest rates on loans advanced by RRBs have also declined considerably. Again, total amount of credit advanced to the agriculture by the RRBs increased considerably from Rs 6,069.79 crore in 2002-03 to Rs 43,968 crore in 2010-11.

As on March 31, 2002 total outstanding deposits of RRBs stood at Rs 44,327.81 crore and total outstanding advances stood at Rs 18,586.97 crore. Out of the 196 RRBs, 170 RRBs are making profit in recent years after introducing measures under banking reforms. Chalapathi Rao Committee on Regional Rural Banks has also recommended privatisation of profit making RRBs in a phased manner.

Evaluation of Regional Rural Banks:
Regional Rural Banks have made commendable progress in advancing various types of loan to the weaker and under privileged section of the rural society. As per our recent RBI report, “The RRBs have fared well in achieving the objective of providing access to weaker sections of the society to institutional credit but the recovery position on the whole is not satisfactory.”

The working of RRBs was evaluated by the Narasimham Committee on the Financial System. Although RRBs were set up in order to provide a low cost alternative to the operation of commercial bank branches, particularly in the rural areas but the functioning of RRBs was not up to the mark.

The Committee mentioned three basic problems of RRBs:

(a) RRBs have a low earning capacity due to so many restrictions placed on the business undertaken by these banks;

(b) With the recent award of a tribunal the wages and salary scales of RRBs would be similar to that of commercial banks and thus the very idea of low cost alternative to the operation of commercial bank has been nullified; and

(c) The very area of operations of RRBs is also being utilised by the sponsoring banks by running their own rural branches leading to certain anomalies like duplication of services and expenditures on control and administration.

Thus the Narasimham Committee is of the opinion that the viability of RRBs should be improved without sacrificing the basic objective. The Government should also try to evolve a rural banking structure and base of RRBs with adequate financial strength and management and organisational skills of the commercial banks.

But there are some inherent factors which are very much responsible for this non-viable nature of RRBs. These include:

(i) RRBs can set up its branches mostly in unbalanced and under-banked areas;

(ii) The lending operations of RRBs are very much confined to target group composed of small borrowers of rural and semi-urban areas; and
(iii) The rate of interest charged by RRBs on their loan are comparatively lower.

Restructuring of Regional Rural Banks:
The present situation is forcing the bank to initiate corrective measures to put them back in stream. The government of India has undertaken restructuring of the RRBs. Towards that end their issue capital has been raised from Rs 25 lakh to Rs one crore in the case of 140 banks and Rs 50 lakh in the remaining cases. A provision of Rs 5 crore for the purpose was made by the government during 1993-94.

The issue capital of the RRBs is shared by the Central Government, all the state governments and various sponsoring banks. At the end of March, 1992 the total credit support extended to the banks amounted to Rs 4090.86 crore. As on the same date the banks had mobilised Rs 5868 crore from 345 lakh accounts.During. 1991-92, the RRBs disbursed only Rs 1,107 crore among 23 lakh rural people drawn from the weaker sections of the society.

To revitalize the banks a sum of Rs 402 crore was released in 1991-92 by the state owned National Bank for Agriculture and Rural Development (NABARD). The weak condition of RRBs has been reflected from the fact that many have completely wiped out their equity and reserves and in some, the losses are even eating into deposits.

This is an unsustainable situation and long term structural measures are necessary if these banks are to be rehabilitated.

Attributing high establishment and operational cost, low level of business and restricted area of operation as the main causes for the loss, the RBI had initiated certain measures to enable RRBs to diversify their operations.

In line with the government’s focused strategy for improving the viability of the Regional Rural Banks in the country as many as 136 RRBs have been provided financial support to the tune of Rs 573 crore for their comprehensive revamping. By according priority to revival of viable RRBs instead of tackling the problem in a generalized manner, it is expected to bring down considerably the losses of RRBs and make them stand on their own feet.

The RRBs have been advised to prepare bank specific development action plans to enable them to adopt a systematic approach for their turn around. Besides, the RRBs have been permitted by the RBI to deploy a part of their surplus non-statutory liquidity Ratio fund in the credit portfolio of their sponsor banks.

The RBI has fully deregulated the interest rates that can be charged to the ultimate borrowers by the RRBs. Now there is even a move to merge all the 92 RRBs to form a National Rural Bank of India, for which NABARD would contribute 76 per cent of the equity.

Suggestions to Raise the Degree of Viability of Regional Rural Banks:

In order to raise the degree of viability of regional rural banks, some suggestions may be advanced in the following manner:

1. As suggested by The Committee to Review Arrangements for Institutional Credit for Agriculture and Rural Development (CRAFICARD), the areas of operation of a RRB branch never offer sufficient potential for business and thus to attain viability this branches may cover the neighbouring districts. But the chances of extending this area of operation are very remote due to the introduction of the programme of Service Area Approach.

2. Within the service area, the RRBs must be allowed to finance the project of non-target groups after meeting the credit needs of target groups. Although CRAFICARD and Kelkar Committee did not favour the idea of RRBs financing non-target groups but recommended to lend to those public bodies established for the benefit and welfare of weaker sections.

3. In order to increase the resource base, the RRBs may be permitted to open their branches in the semi-urban and urban areas having larger business potential. Such branches will help the RRBs to mobilise the much needed resources required to meet rural obligations.

4. In order to diversify their deposit base, RRBs may be permitted to tap NRI deposits in those areas when they have such potential.

5. District administration should help the RRBs to recover the overdue loan amounts as the present recovery percentage remains as low as 23 per cent.

Main Objectives of RRBs

The RBBs Act has made various provisions regarding the incorporation, regulation and working of RRBs. According to this Act, the RRBs are to be set-up mainly with a view to develop rural economy by providing credit facilities for the purpose of development of agriculture, trade, commerce, industry and other productive activities in the rural areas.

Such facility is provided particularly to the small and marginal farmers, agricultural labourers, artisans, and small entrepreneurs and for other related matters.

The objectives of RRBs can be summarized as follows:
(i) To provide cheap and liberal credit facilities to small and marginal farmers, agri­culture labourers, artisans, small entrepreneurs and other weaker sections.

(ii) To save the rural poor from the moneylenders.

(iii) To act as a catalyst element and thereby accelerate the economic growth in the particular region.

(iv) To cultivate the banking habits among the rural people and mobilize savings for the economic development of rural areas.
(v) To increase employment opportunities by encouraging trade and commerce in rural areas.

(vi) To encourage entrepreneurship in rural areas.

(vii) To cater to the needs of the backward areas which are not covered by the other efforts of the Government?

(viii) To develop underdeveloped regions and thereby strive to remove economic dispar­ity between regions.





Difficulties Faced By Regional Rural Banks
The following were the main problems faced by the RRBs till recently.

(i) Running into losses: During 1997-98, out of 196 RRBs, 70 RRBs incurred losses amount­ing to Rs. 230.76 crore in total. The accumulated losses of all RRBs up to the end of March 1998 amount to Rs. 3116.00 crore.

This may be due to heavy overhead costs, reduction in lending rates, lower profit margins, heavy increase in salaries and allowances of staff, etc. During 2001-02, out of 196 RRBs, 167 made net profit of Rs. 699.93 crore while 29 suffered losses amounting to Rs. 92.05 crore. The accumulated losses of all RRBs declined to Rs. 2792.59 crore as on March, 2001.

(ii) Slow progress: The progress of RRBs is not up to the expectation and is slow when comparing with other types of banks because of many restrictions on their operations. For example till 1996, RRBS were permitted to lend only under priority sector schemes.

(iii) Limited scope of investment: The basic objective of RRBs was to provide credit facilities to poor and weaker sections of society, i.e., to small and marginal farmers and other weaker sections. They were originally having limited scope to invest their surplus funds freely.

(iv) Delay in decision making: The RRBs are controlled directly and indirectly by various agencies, i.e., the sponsoring bank, NABARD, RBI, besides Central Government. Thus, it takes long time to take decisions on some important issues. This, in turn affects the progress of RRBs. However, since end 1997, the operational responsibility of RRBs has been passed on to sponsor bank.

(v) Lack of co-ordination: Lack of co-ordination between the RRBs and sports or banks regarding branch expansion, policy making, etc., are also the important causes for the slow progress of RRBs.

(vi) Difficulties in deposit mobilization: The RRBs are aiming at catering to the needs of poor and are not serving the needs of the rich. So, the RRBs are not able to attract the deposit from that potential sector.

(vii) Lack of training facilities: Lack of co-ordination between the RRBs and sports or banks regarding branch expansion, policy making, etc., are also the important causes for the slow progress of RRBs.

(vi) Difficulty in deposit mobilization: The RRBs are aiming at catering to the needs of poor and are not serving the needs of the rich. So, the RRBs are not able to attract the deposit from that potential sector.

(vii) Lack of training facilities: Generally the staff of RRBs is urban-oriented and they may not know the problems and conditions of rural areas. Lack of training facility concerning these areas also affects the growth of RRBs.

(viii) Poor recovery rate: The recovery performance of the RRBs is not up to the mark. The /ate of recovery in respect of many RRBs is around 55 per cent only.

(ix) Capital inadequacy: The capital adequacy is the very basis to financial soundness. There is capital inadequacy in RRBs as most of the RRBs have huge losses in their 3alance Sheet eating away all the Capital of RRBs.

Reform Measures Introduced For Regional Rural Banks

Some of the suggestions listed above may not be implemented for certain practical rea­sons/problems by the concerned authorities. We may also discuss few of them here.

RRBs were set-up mainly to improve the economic conditions of the regions by provid­ing adequate credit to the neglected sections of the population. Poverty Alleviation programmes are mainly intended to help such sections of the society. Hence, the suggestion to reduce the target has no valid reasons.

Priority Sector Advances: Till 1996, RRBs were permitted to provide credit only to “Target Group” borrowers who are the main beneficiaries under priority sector advances.

RRBs are now required to provide compulsory credit to priority sector only to the extent of 40 per cent of their outstanding advances as in the case with commercial banks. Security norms against all advances are prudential banking policy to ensure safety of funds. Hence, banks are expected to follow such a policy.

NRI Deposits: The RRBs are slowly moving away from provider of credit to Investor of funds. Unless, RRBs collectively reveal a marked shift towards increased lending operations, the funds mobilized from NRIs will remain idle funds or flow into increased investment activity.

Further, this facility may merely shift funds from PSU banks to RRBs and not from foreign banks or private sector banks since PSU bank branches are the main competitors in rural and semi- urban areas.

Foreign/ new private sector banks do not open branches in those areas. RBI, however, permitted RRBs to maintain non-resident rupee accounts from the year 2001.

Exposure Norms: Exposure norms are universal banking feature. In India, it is now reduced to 20 per cent. However, some of the international Banks have actually fixed a lower limit for their opera­tions. It is not a prudent measure to put all or most of the eggs in a single basket.

Institutions like IDBI, SIDBI or ICICI provide long-term finance. Although many of these institutions are directly or indirectly owned by Government, there is no guarantee that these institutions will not lose money in their operations.

For example, IFCI has large quantum of possible loss asset in their balance sheet. Similarly, investment institutions like UTI may also lose money if capital market fares badly as it happened to it in 1998. More so RRBs are not expert bankers in credit appraisal or in investment decisions. Hence, it is not desirable to relax the norms.

In all, 142 RRBs showed improvement in their performance either by way of increase in profits or reduction in losses or by shifting from loss position to profit position. The number of RRBs, which has wiped out the accumulated losses increased to 80 as on 31 March 2001 from 55 at the end of the previous year.

These RRBs together have also built up reserves of more than Rs. 1,265 crore as on 31 March 2001. Another 90 RRBs have attained current viability and reduced their accumulated losses to Rs. 1,700.46 crore as at the end of 31 March 2001 from Rs. 1,872.49 crore at the end of the previous year. RRBs as a group have earned an aggregate net profit of Rs. 600.62 crore during 2000-01 as against Rs. 429.96 crore in the previous year.
 
The accumulated losses of RRBs as a group declined from Rs. 2,978.90 crore as on 31 March 2000 to Rs. 2,792.59 crore as on 31 March 2001.

Impact of Restructuring Programme on RRBs: During 2001-02, 167 RRBs earned profit of Rs. 699.93 crore as against only 32 RRBs earning profit of Rs. 29 crore during 1994-95. The losses incurred by the RRBs reduced from Rs. 423 crore (164 RRBs) to Rs. 92.05 crore (29 RRBs) during the same period.

The RRBs as a group made a profit of Rs. 73 crore for the first time during 1997-98 and improved the same further to Rs. 601 crore and Rs. 699.93 crore during the last two years, i.e., 2000-01 and 2001-02.

The viability based categorization of RRBs as on 31 March 2001 shows that of the 196 RRBs, 80 RRBs have wiped off their accumulated losses and in a way attained a sustainable viability whereas 90 other RRBs have achieved a turn around and attained a current viability status leaving only 29 RRBs which continued to incur losses.

The total loans disbursed by RRBs have increased from Rs. 1,440 crore in 1993-94 to Rs. 6,938 crore in 1999-2000 and further to Rs. 8,783 crore in 2000-01. The total outstanding advances of RRBs stood at Rs. 15,816 crore as on 31 March 2001compared to Rs. 5,253 crore as on 31 March 1994.

The recovery performance of RRBs improved consistently from around 40% as on 30 June 1992 to around 65% in 1999-2000 and further improved to 70.59% as on 30 June 2001. The NPAs of RRBs have also declined at 19 per cent of total loans outstanding as on 31 March 2001 as against 43 per cent as on 31 March 1996.

Despite the limitations most RRBs, barring a few chronically weak banks have per­formed reasonably well during 2001 and still better in 2002. They have realized that there is no future for them unless they help themselves. All RRBs have improved their performance due to the policy measures initiated.

The infusion of additional funds has helped the indi­vidual banks selected during 1994-95 in improving their earning capacity. Even in case of non-selected banks the efficiency level appears to have been perceptibly improved.

To speed up the process further policy measures such as appropriate legal support, strengthening of the labour laws and personnel policies, professionalizing RRB boards allowing greater free­dom to the boards in self governance, freedom relating to certain aspects of loaning processes, creation of more conducive recovery climate, etc., are needed.

The structural composition may also need to be more flexible in terms of ownership and branch network. Greater responsibil­ity and opportunities for RRBs are emerging out of the Banking Sector Reforms and efficient banks may gain more strength while the weaker ones may find their existence difficult.

Local Area Bank (LAB): Reserve Bank issued guideline in 1996 for setting up LABs with the private sector. These banks are set up to provide credit facility for various economic activities at rural and semi- urban areas as in the case of RRB.

Reserve Bank till May 2003 granted license to five Local Area Banks in four states. However, one of the licenses has been cancelled by Reserve Bank on January 2002. Presently 4 Local Area Bank have been operating with one each in the states of Karnataka, Andhra Pradesh, Gujarat and Punjab.

Measures taken by the government to reduce regional inequalities

Following measures have been taken by the government to reduce regional inequalities:

(1) A share of taxes levied and collected by the Central Government (such as income tax and union excise duties) is transferred to the states. In working out this scheme of devolution of resources (transfer of money) special weight age is given to the extent of backwardness of a state.

(2) Special assistance is given by the Centre to the backwardness states for their State Development Plans.

(3) Special schemes are sponsored and fully funded by the central government for backward regions in states.
