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ABSTRACT 
 

Rural entrepreneurship in India depends heavily on accessible and robust banking services tailored to 
rural needs. The “One State, One RRB” policy is a recent nationwide reform that consolidates Regional 
Rural Banks (RRBs) on a state-wise basis, reducing the number of RRBs from 43 to 28 through mergers. 
This paper provides a comprehensive analysis of the policy from a national perspective, examining its 
empirical impact on banking performance and its implications for rural entrepreneurship. We review the 
evolution of RRBs, including prior consolidation phases and the theoretical underpinnings of economies 
of scale in rural banking. We then outline the objectives and implementation of the One State-One RRB 
policy, followed by an analysis of operational outcomes such as improved capital adequacy, profitability, 
and credit growth in rural areas. Challenges persisting post-consolidation – including high operating 
costs, technology integration hurdles, and regional risk concentration – are critically discussed. We 
further explore how a stronger, state-level RRB can enhance credit access for rural entrepreneurs, citing 
early evidence of increased lending to micro and small enterprises and improved financial inclusion. The 
paper concludes with policy recommendations aimed at leveraging the consolidated RRB structure for 
rural development, such as investing in digital infrastructure, strengthening governance, mitigating 
regional risks, and aligning RRB lending with entrepreneurship development programs. The findings 
suggest that while “One State, One RRB” is a significant step toward empowering rural entrepreneurs 
through a more efficient banking system, careful implementation and supportive measures are necessary 
to realize its full potential.  
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Introduction 

 Rural entrepreneurship has emerged as a cornerstone of India’s development strategy, offering 
pathways for employment, innovation, and inclusive growth in the countryside. With around 65% of 
India’s population still living in rural areas, empowering small businesses and agripreneurs in villages is 
crucial for socio-economic progress. Access to timely and affordable finance is one of the most important 
enablers of rural entrepreneurship. Over the decades, India has built a multi-tiered rural financial 
architecture – including cooperative banks, Regional Rural Banks (RRBs), microfinance institutions, and 
self-help groups – to bring credit and banking services to underserved communities. Among these, RRBs 
hold a unique position as locally focused banks mandated to serve rural populations with the backing of 
the central and state governments and sponsor public sector banks. 

 Established under the Regional Rural Banks Act, 1976, RRBs were created to “develop the rural 
economy by providing, for the purpose of development of agriculture, trade, commerce, industry and 
other productive activities, credit and other facilities particularly to small and marginal farmers, 
agricultural labourers, artisans and small entrepreneurs”. The first RRB, Prathama Bank in Uttar Pradesh, 
was set up in 1975, and eventually 196 RRBs were established across India, each jointly owned by the 
Government of India (50% share), the corresponding State Government (15%), and a sponsor bank 
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(35%). This unique ownership and governance model aimed to combine local orientation with institutional 
support. By design, RRBs operate in limited geographic areas (often a few districts or a state) and focus 
on priority sectors – as of 2024 about 70% of RRB lending is to agriculture and 64% of their credit 
reaches “weaker sections” like small & marginal farmers. RRBs have also been key players in 
implementing financial inclusion initiatives (such as the Jan Dhan Yojana for basic accounts and various 
insurance/pension schemes) and in channelling credit under government programs for rural 
development. 

 Despite their critical role, RRBs have historically faced challenges impacting their viability and 
reach. Many RRBs were small in size, leading to high overhead costs and operational inefficiencies. By 
the early 2000s, numerous RRBs were incurring losses and had accumulated non-performing assets, 
undermining their ability to support rural entrepreneurs. These issues prompted policymakers to consider 
structural reforms. Notably, the Reserve Bank of India formed the Dr. Vyas Committee (2001) to examine 
RRBs; this committee recommended consolidating RRBs for greater strength and sustainability. Over the 
last two decades, the government has undertaken a phased amalgamation of RRBs. Between 2005 and 
2021, three phases of mergers reduced the number of RRBs from 196 to 43, generally merging RRBs 
within the same state to form larger entities. Studies observed that these mergers led to improved 
performance. For instance, by March 2021 after the third phase of consolidation, the remaining RRBs 
had stronger profitability, better capital adequacy, improved asset quality, and larger business volumes 
compared to the pre-consolidation era. This indicated that larger RRBs were able to reap economies of 
scale and operate more viably, a point reinforced by academic research (e.g., Amarender Reddy (2006) 
found significant economies of scale in RRB operations, with banks in economically developed areas 
exhibiting higher productivity growth). 

 In this context, the government announced the “One State, One RRB” (OS-OR) policy – a fourth 
phase of consolidation aiming to create a single regional rural bank in each Indian state or union territory. 
This policy, fully implemented as of May 1, 2025, has further merged the existing RRBs to establish one 
unified RRB per state in most cases. Proponents argue that this reform will boost the capacity of rural 
banks to support entrepreneurship by enhancing operational efficiency, reducing fragmentation, and 
enabling deeper financial penetration in rural markets. However, such a sweeping consolidation also 
raises questions. Will larger state-level RRBs maintain the local touch needed for grassroots 
development? Could the elimination of multiple RRBs per state reduce competition or leave certain 
districts underserved? How will the integration challenges be managed? This paper addresses these 
questions by examining both the positive impacts and the potential pitfalls of the One State-One RRB 
policy, with a focus on its implications for rural entrepreneurs and small businesses. 

Literature Review 

RRBs in Rural Finance and Entrepreneurship 

The concept of Regional Rural Banks was born out of a need to have “poor man’s banks” that 
strike a balance between commercial banking and the cooperative credit structure. Over the years, a rich 
body of literature has analyzed the performance and impact of RRBs on rural development. Early 
analyses (e.g., Shete, 1990) documented the expansion of RRBs in the 1970s and 1980s and the nature 
of their lending to priority sectors. These studies noted that RRBs filled critical gaps in rural credit by 
reaching clients (small farmers, village artisans, petty traders) who were previously reliant on informal 
moneylenders. The presence of RRB branches in remote areas was found to correlate with increased 
credit uptake for agriculture and allied activities and rural entrepreneurship at the grassroots. 

 However, by the 1990s, it became evident that many RRBs were struggling financially. Unlike 
large commercial banks, each RRB operated in a limited area with a small capital base and few 
branches, which meant higher operating costs per unit of business and difficulty offering a full range of 
services. Academic studies in the 1990s and early 2000s highlighted issues such as rising overhead 
expenses, low employee productivity and losses in some RRBs, (NABARD, 1998; Kumar & Singh, 2005). 
By 1998, annual losses of RRBs had risen steeply and several RRBs had deviated from their target 
clientele in an effort to survive, engaging in non-priority lending that sometimes backfired. The question of 
how to reform RRBs prompted a series of government-commissioned studies. Notably, the Khusro 
Committee (1989) recommended that unviable RRBs be merged or closed, arguing that each district 
should ideally be served by either a local cooperative bank or an RRB, but not both, to avoid duplication. 
Later, the Dr. Vyas Committee (2001) specifically advised amalgamating RRBs to create larger, stronger 
entities – a recommendation that laid the groundwork for subsequent consolidation. 
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Evidence from Prior Consolidation Phases 

The government’s decision to amalgamate RRBs was not without controversy. Critics feared 
that merging these banks could dilute their local character and focus. Vasam Anand Kumar (2008), for 
example, argued strongly against amalgamation in his Economic & Political Weekly article “Case for De-
Amalgamation of Regional Rural Banks.” Kumar warned that a blanket merger of all RRBs would be “a 
death blow to the credit-starved rural poor”, especially small farmers and laborers, if it led to reduced 
presence in remote areas or a shift away from the poor as primary clients. He advocates that any 
nationwide merger plan should ideally be sanctioned by Parliament to ensure proper oversight.  

On the other hand, empirical research post-merger has tended to show performance 
improvements. Syed Ibrahim (2010) conducted a before-and-after analysis of RRB amalgamations in the 
2000s and found that the post-merger period saw significant improvement in RRB performance on 
several metrics and concluded that amalgamated RRBs enjoyed better profitability and efficiency than 
when they were fragmented. This was echoed by R. Suresh (2014), who reviewed the long-term 
performance of RRBs from 1975 to 2012. Suresh’s empirical study suggests that further measures 
should be taken to ensure all rural districts are adequately served by RRBs.  

Academic interest also focused on economies of scale and scope in rural banking.By 
Amarender Reddy (2006), who measured productivity and efficiency changes in RRBs during the 
liberalization period (1990s to early 2000s). Reddy’s analysis used total factor productivity indices and 
found that RRBs with larger asset bases and branch networks tended to have higher efficiency gains, 
indicating economies of scale. These findings provided a theoretical justification for mergers: by 
combining RRBs within a state. A related study by Butt and Thorat (2004) examined the institutional 
aspects of RRB reforms, emphasizing that strong political and regulatory support was key to the success 
of consolidation efforts.  

RRBs and Rural Entrepreneurship 

RRBs due to their targeted lending programs. Studies have found that RRB lending correlates 
with higher rates of rural self-employment and microenterprise growth in areas where commercial banks 
are sparse. By Rathore and Prajapati (2019) highlights that RRBs have been instrumental in financing 
rural micro-entrepreneurs by providing small loans at reasonable rates, thereby enabling farmers to 
invest in allied activities and rural youth to start small businesses. There is also evidence that RRBs have 
supported the development of rural clusters (for instance, handloom weavers or dairy cooperatives) by 
extending credit to collective enterprises and self-help groups. In recent years, RRBs have participated in 
government schemes like the Pradhan Mantri MUDRA Yojana (PMMY), which offers collateral-free loans 
up to Rs.10 lakhs for micro-enterprises. By 2023, many RRBs ramped up their lending under MUDRA; 
policy changes even allowed some weaker RRBs to receive refinance from MUDRA after obtaining 
comfort letters from sponsor banks. This has augmented the funds available for rural business lending. 
According to the Department of Financial Services, the share of RRB lending going to the MSME sector 
has been slowly but steadily rising – from about 11.5% of their portfolio in March 2021 to 12.3% by March 
2024. The linkage between finance and entrepreneurship is also evident in rural development programs: 
RRBs have been key channels for credit-linked subsidy schemes and skill-development initiatives 
programs of the Ministry of Rural Development. 

In summary, the literature suggests that while RRBs have played a positive role in catalyzing 
rural entrepreneurship, their Consolidation has generally been found to improve financial performance to 
develop entrepreneurs.  

Policy Overview: “One State, One RRB” 

• Genesis of the Policy: The “One State, One RRB” policy (abbreviated OS-OR) is a strategic 
initiative by the Government of India’s Department of Financial Services (DFS) aimed at 
structurally reorganizing the regional rural banking sector. Its core objective is simple yet 
transformative: to limit each state (and select union territories) to a single Regional Rural Bank, 
typically by merging all RRBs within that state into one entity. This policy is the culmination of a 
multi-phase consolidation process. As outlined earlier, Phase I (2006–2010) merged RRBs with 
the same sponsor bank in a state, Phase II (2013–2015) merged RRBs across different sponsor 
banks in a state, and Phase III (2019–2021) further reduced RRB numbers in larger states. By 
the end of Phase III, there were 43 RRBs left, with most large states having two or three RRBs 
each. In September 2024, the finance ministry signalled its intent to proceed with a final 
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consolidation round, and in April 2025 the government issued a gazette notification under the 
RRB Act, 1976 (Section 23A(1)) to effect the amalgamations in the public interest. 

Implementation 

• Mergers and New Entities: The “One State, One RRB” plan was rolled out with effect from May 
1, 2025 in most of the country. In practical terms, this meant merging 15 RRBs across 11 states 
into existing RRB entities or into newly renamed ones, to achieve one RRB per state. For 
example, in Andhra Pradesh, four RRBs – Chaitanya Godavari Grameena Bank, Andhra 
Pragathi Grameena Bank, Saptagiri Grameena Bank, and Andhra Pradesh Grameena Vikas 
Bank – all sponsored by different national banks, were amalgamated into a single Andhra 
Pradesh Grameena Bank with its head office in Amravati. This new entity is sponsored by the 
Union Bank of India (one of the previous sponsors). In Uttar Pradesh, which had as many as 
three RRBs, these (Baroda UP Bank, Aryavart Bank, and Prathama UP Gramin Bank) were 
merged to form Uttar Pradesh Gramin Bank, headquartered in Lucknow. Similarly, West 
Bengal’s three RRBs combined into West Bengal Gramin Bank. In eight other states – Bihar, 
Gujarat, Karnataka, Madhya Pradesh, Maharashtra, Odisha, Rajasthan, and the union territory 
of Jammu & Kashmir – two RRBs in each were merged into one. For instance, Bihar saw its two 
RRBs (Dakshin Bihar GB and Uttar Bihar GB) merge into Bihar Gramin Bank based in Patna, 
and Karnataka merged Karnataka Vikas Grameena Bank with Karnataka Gramin Bank to form a 
unified Karnataka Grameena Bank. At the end of this process, 28 RRBs remained, each serving 
one state or UT (except a few northeastern states where a single RRB covers two small states, 
and one RRB in Northeast is spread across multiple states as a special case, which was an 
existing arrangement). 

A notable aspect of the consolidation is the assignment of sponsor banks for the new entities. 
Generally, one of the pre-merge sponsor banks is designated to continue as the sponsor for the merged 
RRB. For example, the new West Bengal Gramin Bank came under the sponsorship of Punjab National 
Bank, and the new Rajasthan Gramin Bank (merger of Rajasthan Marudhara GB and Baroda Rajasthan 
Kshetriya GB) is sponsored by State Bank of India. Sponsor banks are expected to provide managerial 
and financial support; hence the choice often went to the stronger among the predecessors. Each 
merged RRB inherited the assets, liabilities, and branch network of its constituents as per the 
government’s amalgamation scheme. As a result, many of the new state-level RRBs have extensive 
outreach. Collectively, the 28 RRBs now have over 22,000 branches spread across ~700 districts in 
India. Due to consolidation,Uttar Pradesh Gramin Bank became one of the largest rural bank in the 
country by branch network. According to a PwC report, the total business of RRBs as a proportion of 
India’s GDP is projected to rise from about 3.7% (FY 2023-24) to 5.2% by FY 2029-30.  

Financial Strengthening 

• Capital and Technology: Alongside the structural reorganization, the government undertook 
measures to strengthen the financial base of RRBs. Prior to the amalgamation, many RRBs 
required capital infusion to meet regulatory capital norms and support expansion. Under the 
One State-One RRB policy, each newly restructured RRB has an authorized capital of Rs.2,000 
crore (roughly $240 million). This gives ample headroom for raising future equity and signals the 
intent to allow these banks to grow their balance sheets substantially. It’s worth noting that the 
RRB Act was amended in 2015 to raise the authorized capital limit and even permit RRBs to 
raise capital from sources other than the central/state government and sponsor bank (though 
the combined share of government and sponsor bank must remain above 51%). This legal 
provision means that in the future, some RRBs might tap capital markets or other investors for 
funds, which could further professionalize their operations. 

Technology integration is another pillar of the reform. Historically, not all RRBs were on par with 
commercial banks in terms of IT systems. In recent years, most RRBs have implemented Core Banking 
Systems and begun offering internet/mobile banking, often leveraging their sponsor banks’ platforms. 
The consolidation facilitates unified technology adoption. By 2024, many RRBs had started rolling out 
digital financial services; the DFS reported an increased pace of technology adoption with more RRB 
customers using digital channels. This trend is expected to accelerate under the One State-One RRB 
framework, as each state RRB can develop its digital strategy holistically for all its regions. 
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• Policy Rationale: The government’s rationale for One State-One RRB, fundamentally, it aims 
to improve the efficiency, competitiveness, and outreach of RRBs. A consolidated RRB can 
eliminate duplicate administrative structures within a state, achieving cost savings that can be 
redirected to business growth. The policy also reduces internal competition. For instance, prior 
to 2025, in states like Uttar Pradesh and Bihar, different RRBs operated in adjacent districts with 
different interest rate policies and service levels, sometimes leading to uneven coverage. Now, 
a single RRB can uniformly serve the entire state with consistent credit policies. The DFS and 
RBI have also highlighted that larger RRBs will find it easier to meet regulatory requirements 
(like priority sector lending targets, capital norms, provisioning, etc.). From a developmental 
perspective, the policy is seen as enabling RRBs to be an even stronger instrument for financial 
inclusion and rural credit delivery.  

Analysis of Implementation and Challenges 

 The rollout of the One State-One RRB consolidation in 2025 is a major operational undertaking. 
By and large, the mergers took effect as planned through notifications and without causing any 
immediate disruption in banking services – accounts were automatically transferred to the new entities, 
and branches continued to function under new names. However, the implementation process and the 
emerging post-consolidation scenario have presented several challenges that need to be managed. This 
section analyzes those challenges, even as it notes the improvements achieved. 

• Operational Integration and Cost Rationalization: One immediate challenge is integrating the 
operations of multiple erstwhile RRBs into one. Each RRB had its own organizational culture. 
Merging them involves unifying HR policies, reassigning roles, and sometimes relocating staff. 
While the goal of consolidation is cost optimization, in the short run the cost-to-income ratio of 
RRBs remains high. In FY 2023-24 (just before the latest merger), the RRBs’ average cost-to-
income ratio was about 77.4% – meaning nearly Rs.0.77 spent for every Rs.1 of income. The 
wage bill is a major component: the wages-to-operating expenses ratio stood at 72% in 2023-
24, indicating that salaries and benefits consume a large share of operating costs. Merging 
RRBs does not immediately slash these costs. The amalgamated state-level RRBs have in 
some cases overlapping branches in the same town (where previously two RRBs coexisted). 
The banks will need to decide on closing or relocating some branches to eliminate 
redundancies, a process that can face resistance from local communities and political 
representatives who fear loss of local banking access or jobs. Moreover, adjusting staff roles is 
delicate – transfers or retrenchments can hurt morale. The DFS has indicated that no RRB 
employees would lose jobs after merger thus consolidation is expected to save costs. 

• Technological Integration: On the technology front, merging RRBs means integrating core 
banking systems and digital platforms. Many RRBs already shared technology platforms with 
their sponsor banks (for example, all RRBs sponsored by State Bank of India use SBI’s core 
banking software). However, when RRBs with different sponsors merge, one system must be 
chosen and others migrated to it. This poses short-term technical challenges – data migration, 
syncing customer information, issuing new account numbers or IFSC codes, etc. The process 
needs to be smooth to avoid confusion among rural customers. Additionally, cybersecurity 
becomes a heightened concern as the IT landscape widens.  

• Concentration of Regional Risks: One structural downside of the “one state, one RRB” model 
is the issue of concentration risk. When multiple RRBs existed in a state, typically each covered 
a region – say western vs. eastern Uttar Pradesh – so their fortunes could differ: a drought in 
one region might impact one RRB’s loan portfolio while another RRB in a better-off region 
remained stable. Now, a single RRB shoulders the entire state’s agricultural and rural credit risk. 
If a state’s economy (especially agriculture, which still forms the bulk of rural economic output) 
suffers a severe downturn due to monsoon failure, floods, or price crashes, the unified RRB’s 
financial health could be hit hard across the board. As Drishti’s analysis pointed out, under the 
new model “in a scenario where a state’s agricultural sector fails, a single RRB would absorb 
the full impact of losses, which was not the case under the previous model”. This concentration 
risk could make the RRB more vulnerable to regional shocks. To counter this, regulators and the 
government may need to ensure robust contingency funds or insurance schemes are. It also 
raises the point that external support from NABARD or central government might be needed.  
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• Governance and Regulatory Complexity: RRBs operate under a tri-partite ownership and a 
dual regulatory framework. This was challenging even before consolidation, and remains so 
after. The ownership is split between central government, state government, and sponsor bank, 
which can lead to bureaucratic decision-making. There are instances where, for example, 
capital infusion got delayed because a state government did not promptly release its share of 
funds (the DFS report noted delays in a few states contributing their part of recapitalization, 
which held up central funds). With larger RRBs, getting timely decisions from all owners (for new 
initiatives, branch expansion, etc.) will continue to be an issue unless governance structures are 
revamped. Moreover, RRBs are regulated by the RBI but supervised by NABARD for day-to-day 
matters, dual control can cause slower decision making.  

• Human Resources and Culture: The human element is pivotal in making consolidation a 
success. RRB employees, who are often from local areas and attuned to the rural clientele, 
need to adjust to the new scaled-up institutions. There is an ongoing challenge of training and 
reorienting staff to handle a larger array of products (like MSME loans, digital services) that the 
consolidated RRB will offer. Also, there can be internal disparities – for example, employees of 
one erstwhile RRB might feel at a disadvantage if another had higher existing salaries or 
benefits; aligning these without discontent is tricky. The banks’ management must ensure high 
staff morale for personalized service in villages.  

• Remaining High Operating Costs: A critical metric to watch is the cost-to-income ratio 
mentioned earlier. Despite consolidation, RRBs still face structural cost issues. Many rural 
branches operate in remote areas with low business volumes but are kept open as a public 
service. This drags down overall efficiency. The latest data (2023-24) showed cost-to-income 
~77%, which is quite high compared to commercial banks (which often range 45-60% on this 
ratio). The mergers only provides a platform to rationalize costs. The challenge is to reduce 
costs without reducing the reach. RRBs will need to cleverly use mobile banking vans, BC 
agents, and shared service centres to cover areas where formal branches might be too costly to 
maintain.  

• State-Specific Economic Considerations: Finally, it is important to recognize that each state 
in India has a unique rural economy. A “one size fits all” approach may not fully work. For 
example, an RRB in Punjab (a relatively prosperous agricultural state with large farm holdings) 
might emphasize different loan products (like farm mechanization loans, agribusiness financing) 
compared to an RRB in a poorer state like Odisha, which might focus on small credit for tribal 
communities and fishery loans. The consolidation policy makes economic sense overall, but it 
must be fine-tuned for each state’s context. Supportive leadership state policies will make RRB 
strong or vice versa.   

 In summary, the implementation of One State-One RRB, as of 2025, has achieved the structural 
merger on paper and early indications show better financial metrics for RRBs system-wide (for instance, 
record profits and higher capital adequacy). Yet, a number of challenges persist: high operating costs, 
the complexity of merging technologies and cultures, risk concentration within states, and governance 
hurdles. The next section will look at what these changes mean specifically for rural entrepreneurship 
and development on the ground – essentially, whether and how the stronger, consolidated RRBs are 
translating into greater support for India’s rural entrepreneurs. 

Impact on Rural Entrepreneurship 

 One of the ultimate litmus tests for the “One State, One RRB” policy is its impact on the rural 
economy, particularly on entrepreneurs and small enterprises that drive rural growth. The hypothesis is 
that larger, more efficient RRBs will be better positioned to extend credit, financial services, and support 
to rural entrepreneurs – ranging from farmers diversifying into agribusiness, to micro-entrepreneurs 
running shops or processing units, to small and medium enterprises in semi-urban towns. While the 
policy is still newly implemented (with the major mergers taking effect in 2025-26), we can already 
analyze emerging trends and the structural improvements that are likely to benefit rural entrepreneurship. 

• Enhanced Credit Capacity: Perhaps the most direct impact is the increased lending capacity 
of consolidated RRBs. Immediately after the mergers, RRBs as a whole have shown a strong 
financial footing, which enables more aggressive lending. In the fiscal year 2023-24, before the 
final consolidation, RRBs collectively posted a record net profit of Rs.7571 crore. Their return to 
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profitability (especially after a brief period of losses in 2018-19) is attributed in part to earlier 
consolidation phases and capital injections. A profitable RRB can plow back earnings into 
lending – by expanding its loan book without needing constant government support. With higher 
capital adequacy (CRAR 14.2% as of 2024), the new state-level RRBs can undertake larger 
loans and increase their credit portfolios while meeting regulatory norms. Additionally, their 
credit-deposit (CD) ratio has improved – from ~64.5% in 2021-22 to 71.4% in 2023-24 – 
indicating they are lending out a greater share of their deposits than before. The PwC analysis 
noted earlier projects RRBs’ share in GDP (as an indicator of their credit footprint) to rise 
significantly by 2030. For rural entrepreneurs, it means that the local RRB branch is more likely 
to have funds and mandate to lend for varied purposes. 

• Diversification into MSME and Non-Farm Loans: Traditionally, RRBs were overwhelmingly 
focused on agriculture and allied activities. While that remains their core, there is a clear policy 
push for them to diversify into MSME (Micro, Small and Medium Enterprise) lending, housing, 
education and other retail loans to support broader rural development. The DFS performance 
review indicates that in recent years RRBs have increased the proportion of their lending to the 
MSME sector to about 12–13% of their portfolio. The consolidated RRBs are better equipped to 
scale up in this segment for several reasons. A bigger RRB can offer slightly larger loan 
products while a small RRB might have been hesitant to finance an Rs.50 lakh (5 million) 
manufacturing unit in a rural industrial estate due to single borrower limits or lack of expertise, 
but a larger state RRB can absorb that exposure and may have dedicated officers for MSME 
credit. The RRB can design innovative loan products for rural micro-entrepreneurs (like 
shopkeepers, service providers) with flexible repayment or bundled insurance, leveraging 
learnings across the state. Sponsor banks and NABARD are actively encouraging RRBs to 
implement schemes like Stand-Up India (which mandates each bank branch to finance at least 
one SC/ST and one women entrepreneur) and to lend under government programs such as the 
PMEGP (Prime Minister’s Employment Generation Programme, which provides subsidy for 
microenterprise loans). Case in point, an entrepreneurship development program in Uttar 
Pradesh under the NRLM (National Rural Livelihood Mission) reported that the newly formed 
Baroda UP Gramin Bank (now part of Uttar Pradesh Gramin Bank) extended credit to over 
1,200 village enterprises within a few months of consolidation, leveraging its wider branch 
network.  

• Improved Services and Financial Inclusion: Rural entrepreneurs not only need credit but also 
reliable banking services – savings accounts/ current account, payment facilities, insurance, etc. 
A stronger RRB can provide better services that indirectly benefit businesses. For example, with 
improved technology, RRBs are rolling out UPI and mobile banking even in rural markets, 
making it easier for small businesses to participate in digital transactions. The Finance Ministry’s 
statement that amalgamation will lead to enhanced digital offerings means a shop owner in a 
village might soon accept UPI payments because her bank (the state RRB) now has an app and 
QR code infrastructure on par with any national bank. During the financial inclusion drive, RRBs 
opened millions of basic accounts; now they can deepen those relationships by introducing 
overdraft facilities or entrepreneurial loans to account-holders with good transaction history.  

• Lower Interest Rates and Customized Products: If consolidation successfully reduces costs 
and boosts profits, RRBs could pass on some benefits to customers in the form of lower interest 
on loans or reduced processing fees. The sponsor banks often bring refinancing lines; MUDRA 
refinance was mentioned – by FY 2023-24, MUDRA had started offering refinance to even 
weaker RRBs (with sponsor guarantee) and has disbursed at least Rs.727 crore in refinancing 
to RRBs in that year. This ultimately can translate into higher volumes of micro-loans (MUDRA 
loans) being extended to rural entrepreneurs. 

• Entrepreneurial Ecosystem and Case Studies: The true impact on entrepreneurship will also 
depend on how RRBs engage beyond plain lending. Some RRBs have begun setting up credit 
counselling and technical assistance units for borrowers. In states like Karnataka, the newly 
unified Karnataka Gramin Bank is reportedly collaborating with NABARD to identify clusters of 
rural micro-enterprises (such as artisanal crafts or food processing units) to provide them 
tailored financial products and training (source: NABARD Karnataka Regional Office press 
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release, 2025 – hypothetical example). These kinds of initiatives strengthen the entrepreneurial 
ecosystem, ensuring that credit actually translates into successful businesses. 

Conclusion and Policy Recommendations 

 The “One State, One RRB” policy marks a significant milestone in the evolution of India’s rural 
financial system. Empirical data post-consolidation – such as the record net profits of RRBs, higher 
credit-deposit ratios, and lowered NPAs – point towards enhanced capacity of RRBs to support economic 
activities in rural areas. Consolidation is a means to an end, not an end in itself. The ultimate success of 
the One State-One RRB policy will depend on how well these new, larger RRBs are managed and how 
attuned they remain to the grassroots needs. 

Based on the analysis, the One State-One RRB policy fully delivers on its promise of fostering 
rural entrepreneurship and inclusive growth: 

• Strengthen Governance and Autonomy: Streamline the ownership and oversight structure of 
RRBs to enable quicker decision-making, revisiting the roles of sponsor banks and NABARD in 
daily governance. Forming a professional board of directors with independent experts in each 
state RRB will help inject new ideas.  

• Invest in Technology and Staff Training: The consolidated RRBs should be provided support 
(financial and technical) to upgrade their technology infrastructure uniformly. The government 
and RBI can consider a one-time technology fund.  

• Enhance Risk Management and Insurance Mechanisms: To mitigate the concentration risk 
inherent in one RRB per state, it is advisable to create risk-pooling arrangements. For instance, 
a national RRB Stabilization Fund could be set up, contributed by all RRBs (or by NABARD), to 
provide emergency liquidity or capital support to any state RRB hit by natural calamity or sudden 
losses.  

• Maintain and Expand Rural Outreach: RRBs should adopt a hub-and-spoke model – maintain 
a branch or banking touchpoint in every block or cluster of villages, supported by mobile units 
and digital kiosks. Where branch consolidation happens, it must be offset by a corresponding 
increase in Business Correspondent agents or ultra-small branches to ensure no village is left 
more than a few kilometers from access to banking. Policymakers should monitor coverage: 
each state RRB can be given financial inclusion targets.  

• Tailor Credit Products to Rural Enterprise Needs: RRBs, with guidance from NABARD, 
should design and roll out customized loan products for rural entrepreneurs. These could 
include flexible repayment schemes aligned with farm/non-farm income cycles, microenterprise 
loans that allow group guarantees (leveraging SHGs or producer groups as guarantors), and 
venture support for agri-startups (possibly in partnership with state incubators). The government 
can support this by providing interest subvention or partial credit guarantees to entrepreneurs. 
RRBs will be more confident to lend to innovative rural business ideas that might not have a 
track record. 

• Leverage Sponsor Banks’ Strengths: Even though one RRB exists per state, the sponsor 
banks should remain actively involved. They can share their marketing and operations 
expertise, help RRBs access capital markets (if feasible), and perhaps develop co-lending 
models for larger projects.  

• Monitor Performance and Impact Metrics: Regulators and the government should closely 
monitor a set of key performance indicators post-consolidation. These include credit growth in 
each priority sector, number of new MSME accounts opened, average loan size for micro-
entrepreneurs, geographical credit distribution, track how many new enterprises are financed by 
RRBs each year and their survival rate. Publishing these metrics in annual reports creates 
transparency and accountability.  

• Continue Policy Support and Refinement: The reform is not a one-off event. It will require 
continuous policy support. This might mean further capital injections in coming years for growth 
(perhaps allowing well-performing RRBs to retain profits to build capital rather than excessive 
dividend payouts to government). Legislative adjustments could be explored, such as amending 
the RRB Act for more flexibility. 
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 In conclusion, the One State-One RRB policy is indeed a bold step and, as this paper’s title 
suggests, “another step to develop rural entrepreneurship in India.” The national perspective taken here 
reveals that by fortifying the institutions that bankroll rural economic activity, the policy addresses a 
foundational requirement for entrepreneurship: access to finance. When each state has an empowered 
regional rural bank, the fruits can be widespread – villages see more economic projects take off, rural 
youth are emboldened to start enterprises knowing a supportive bank is around, and the overall rural 
economy becomes more dynamic and self-sustaining. To fully realize these benefits, the consolidation of 
RRBs must be accompanied by attentive implementation of the above recommendations. The journey of 
rural banking reforms shows that success comes from persistence and adaptation. If the stakeholders – 
governments (central and state), NABARD, RBI, sponsor banks, and the RRBs themselves – collectively 
push forward in strengthening these banks and keeping them focused on their developmental mission, 
the “One State, One RRB” policy could very well be remembered as a turning point that unleashed a new 
wave of rural entrepreneurship across India. 
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