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management and funds use management, capital and liquidity ratios, the credit-deposit ration
and loan loss expenses (Bell and Murphy, 1969; Kwast and Rose, 1982).

As far as the external factors of bank profitability are concerned the literature distinguishes
between control variables that describe the macroeconomic environment, such as inflation
rate, interest rates, and cyclical output and variables that show market characteristics. The
latter refer to market concentration, industry size and ownership status. Among the external
determinants which are empirically modeled are regulation (Edwards, 1977), bank size and
economies of scale (Benston, Hanweck and Humphrey, 1982), growth in market interest rates
as a proxy for capital scarcity and government ownership (Short, 1979). The most frequently
used macroeconomic control variables are the inflation rate, the long-term interest rate and the
growth rate of money supply.

Revell (1979) found the issue of relationship between bank profitability and inflation. The
study noted that the effect of inflation on bank profitability depends on whether banks’ wages
and other operating expenses increase at a faster pace than inflation. Patel and Shete (1980) of
the National Institute of Bank Management (NIBM) made a valuable analysis of performance
and prospects of RRBs. The study gave a comparative picture of performance in deposits,
branch expansion and credit deployment of the co-operative banks, commercial banks and
RRBs in a specified area. This study was an eye opener for many researchers engaged in this
field of rural credit.

Rajkumar (1993) found that there was an enormous increase in deposits and outstanding
advances of RRBs and suggested to increase the share capital and ensuring efficient use of
distribution channels of fiancé to beneficiaries. Jai Prakash (1996) conducted a study with the
objective of analyzing the role of RRBs in Economic Development and revealed that RRBs
have been playing a vital role in the field of rural development. Moreover, RRBs were more
efficient in disbursal of loans to the rural borrowers as compared to the commercial banks.
Support from the state Governments, local participation, and proper supervision of loans and
opening urban branches were some steps recommended to make RRBs further efficient. Naidu
(1998) conducted a study on RRBs taking a sample of 48 beneficiaries as rural artisans in
Cuddapah district of Andhra Pradesh under Royal Seen Gramin Bank. The study was
concluded that the beneficiaries were able to find an increase in their income because of the
finance provided by the bank.

NABARD (2012) published a study of RRBs viability and revealed that viability of RRBs was
essentially dependent upon the fund management strategy, margin between resources mobility
and their depléyment and on the control exercised on current and future costs with advance.
The proportion of the establishment costs to total cost and expansion of branches were the
critical factors which affected their viability. The study further concluded that RRBs incurred
losses due to defects in their systems and as such there was no need to rectify these and make
them viable. The study suggested improvement in infrastructure facilities and opening of
branches by commercial banks in such areas where RRBs were already in operation.

Sinha, Tanmay, Orlanda and Nilotpal (2013) in a field study of five RRBs found that non-
priority sector advances increased sharply in the second-half of the 1990s for all the sample
banks. Of these 4 banks have a significant 25 percent of their portfolio invested in non-priority
sector loans? The interviewed RRBs managers agreed that this was a deliberate strategy to
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improve viability. Non-priority sector advances are mostly collateralized and therefore carry
low risk; they are generally market-based and of a higher value extended to higher income
clients or to low income clients through deposit and jewelry linked loans and banks have
freedom to charge cost-covering interest rates on non-priority sector advances. The bank
managers candidly accept that the RRBs have been able to raise their profitability by refusing
to serve low-income clients.

CONCLUSION

Wmmmonm_ Rural Banks plays a key role as an important vehicle of credit delivery in rural areas
,SE. the objective of credit dispersal to small, marginal farmers & socio economically weaker
section of population for the development of agriculture, trade and industry. But still its
commercial viability has been questioned due to its limited business flexibility, smaller size of
loan %« high risk in loan & advances. Rural banks need to remove lack of transparency in their
operation which leads to unequal relationship between banker and customer.

69




. : "UOPUOT] ‘677 "ON +2dvd Supjiol IO
«(SIUBI[D WOdUT-MOT 94195 Aj[eay Syueq [eimy [euoiSoy S BIPUf Ue) WNIPUNUO))
AnpqerpgoeannG oYL, (€107) "d ‘TediOIN pue “y ‘epueliQ “1 ‘uwey) “S ‘equis
) '612-607°dd ‘¢ "[oA
oupul, puv 3uiyuvg fo jpwnof .::mam.p. pue adoiny w19)sop ‘epeue)) Ul UOHRIUIIUOD
Supjueq pue sejey JOIJ Nued [EIOISWIWOY) UsaMIdq UOHE[RY YL, ((6L61) " "€ “WouS

“UOPUOT] “Saul[ [D1oUDUL,] * SUONTUNSU] [eloueul.] pue uoneuL, (6L61) I ‘1oAY
" BIPU Ul SENTY JO S0UBULIOJIS] pue IMoID,, (£661) rewmnfey

_ . "op-1°dd
upuvivag ¢ smoadsolg pue souennIoldd G, (0861) "d "N “919ys pue “A "y ‘[9ed

. *9SNOH
mc_ﬁ_séﬁzé.E_ua%za_sq.EEEéQ%:E.Eium.Awwmc.M.._,%_az

SLL9-8LTT— NSSI
Q) 1 INNTI0A

‘T

91

([ewmnor yo1easay paalajey Areurjdiosig-uin V)
sisAjeuy 2 Y2.183s3y [eqo[D jo jeunof

0L

- *SUOTEPUSUILIO]
pue AIPURUDS ‘BIPUf UI HOUBUY OIDIUI JOJ JI0MIWel) fiojengar pue Korjod sanoddns
1o 910§ yse, yuowrdojors( [exny pue ammpnoudy 10y yueq [euoneN (Z107) QIVEVN

-8LT1-€L11 "dd ‘91 “[0A “@ouvutg pup Supyung fo jpunor ‘ 210N

v :Anpiqeigord sueg weadoing JO SUSUIMINA(,, “(z661) ' ‘uonnoy ], pre “J “XnIuA[op
*216-505°dd *y "ON ‘6T "OA ‘sorwou0dq payddy ‘¥ S0 3B

1 Anpiqengolq yueg S51eF pue XIA Ol[oJI0d,, “(L661) "D 'V ‘SEION PUe “W S “IIN
'g "[OA ‘DoupuLy puv Supjung fo (punof ‘syueg [e1oIoUILI0] o8rey Suowry

Anpiqeigoig pue Koustony SunesadQ ‘Furoud *(¢861) " "L ‘WYOf Pue T ‘UOIKW IseM
‘91 1-£91°dd “€Z [0 ‘@ounuyy fo jpumnor © Syueq

[erorotmuwo)) jo AN[IqEIgold dAne[Y Ui Jo SISA[eUy [2ONSHEIS V,, (8961) ‘I “Wo[SEH
"18€-g9€°dd * € "oN

7L "OA 700YoS 42isayouvy * siskjeuy [dued SIWBUA(] pUB [BUONOSS-5501D V jued
ueadomg Jo AN[IqeIYOId YL, "($002) 'S "O I “UOSItAL pue “g “xnauk[ojq “[ ‘PIEPPOD
-Kreniqa g ‘Awouooy [ponijod fo jpuinop ¢ Jurjueq ul JOIABYIF J0USISRId

ssuadxy :sormsnpu] pajenday ul $9AL02(Q0 reusseuey,, (L661) N 4 ‘Sprempd
“LE1Z-LOTZ'dd ‘9 "ON ‘€S "[OA “2ounuLd fo [piinor

© MM0ID WL PUB SOURUL] ‘MET,, (8661) "A WOWISIE PUE Y JUN-ONSIISQ
6L

-69dd ‘g1 “JOA ‘@oupul. puv Surjung Jo [punor “eljensny pue edLRUlY YHUON ¢ 2doing
w ANQqeigold jueg JO SHUBUIULINSQ ISPO PUE UONENUIIUOD,, (6861) d ‘@ymod

. *SLI-Ep1°dd ‘17T JOA ‘WMoY

Auo10n7 ING © SOWAINDIY [ende) [osed MON ay3 Jo AN[edl[oks0lq pue syueq jo

Surpus] pue SuruolsIA0Ig ‘SHJOIJ UI SWNE] 1eo1oA),, *(Z007) "H ‘NH Pue “V °f IR[lid
*10qUIBAON] “ "ON ‘b1 "[OA ‘Supjuvg puv 1padd ‘Aouopy Jo jpuanor

‘ Supjueg U] SOMUOUODF [€0S,, (Z861) "H "€ ‘PIACQ pue “H 'V ‘PIeIOD “f "D ‘voIsUg
-onsS] KRJN ‘SONSHDIS PUv SOTUOUOIT JO MIIATY Y ¢ 01AI19G Sunjueq [BIOIOWWOD

© JO 90U Sy} UO AIMOnNS 1B JO Ioedwi,, (6961) A 119N pue “M “jouepad [1°d
“Supyug pup IUDULT UO dOUDLIUOD UDYDAISHY

fonuuy 71 YL Ve pajussaid 1odeq  isAe[e]N ul AN[iqEijold Sueq jeloIownio)

Jo sueuruged,, ‘(#007) wegnuueysejeg pue “r-‘uojunels “D ‘ropueyoejed

) ‘¢z "ON 42dv g Bumyioy 202249 fo yuvg < Anngeigoid

Jueg JO SJUBUNLIS(] OWIOUOIIOIEIN pue ooads-Ansnpup  ‘ogoadg-yued,,

(5007) -d ‘soteyne sted pue “N ‘sapooydog smunssug “d ‘sholkeued nojSoseueyiy
“Wwa)sAS 2A1059Y [BIPS] A1) JO SIOWISAOL) JO PIROY ‘6 Sa1405 UOISSNISI J1UIOUODS] pUD
souput,y ¢ uonoung joid dueg e U0y 20USpIAY :S20UJ pue Koualonyg U0 sIp310wessN

30 s10e1F YL, (L661) @ "q ‘Aomdwmy pue “N 'V U0%Rg “Q T WALV

SHONTIHATI

$119-8LTT— NSS!
(2) 1 INNTOA

<1

(JewInof Yo1easyy pIdiezey Azeuyjdsi@-nIn V)
siskjruy 29 218353y [Bqo]D jo jeuinor

e i o e A






