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1. Loan pricing system in banks in India  

 The utilisation of bank resources for loan purpose is the core activity of banking institutions 
and the health of a bank is primarily dependent upon the quality of loan portfolio.  The 
pricing of loan products plays an important role not only in seizing the business 
opportunities but also in improving the profitability of the bank.  The pricing of loan 
products was considered an integral part of bank regulation and   Reserve Bank of India had 
been closely regulating the loan rates in order to ensure credit at reasonable rates to 
various sectors of the economy.  However, RBI has deregulated the interest rate on 
advances to be charged by banks since the introduction of financial sector reforms in early 
1990s. 

2. Loan pricing prescription 
 

a) Scheduled Commercial Banks –Prime Loan Rate (PLR), Base Rate and Marginal Cost 
of Funds based Loan Rate (MCLR) System 

The initiation of financial sector reforms in the early 1990s led to RBI taking steps to 
deregulate the loan rates of commercial banks and these banks were freed to set loan rates 
for loans above Rs. 2.00 lakh subject to minimum loan rate prescribed by RBI.  This 
stipulation in respect of loans above Rs. 2.00 lakh was also withdrawn with the introduction 
of Prime Loan Rate (PLR) Mechanism for Commercial Banks in the year 1994 and linking 
such loans to PLR.  The loan pricing of banks was linked to PLR i.e. the interest rate charged 
for the most creditworthy borrowers. The PLR mechanism was refined with Tenor linked PLR 
(TPLR) and Benchmark PLR (BPLR) over a period of time.i  However, the system could not 
serve the intended purpose of enhancing transparency and serving as the reference rate for 
pricing of loan products as large part of the loan took place at interest rates below the 
announced BPLRs.  The PLR system finally gave way to application of Base Rate system of 
loan pricing with effect from July 2010.  

The Base Rate was to be the minimum rate for all loans (except a few products). The 
interest rate charged to the borrowers was designed to be based on Base Rate plus 
borrower-specific charges. The system was implemented with a view to secure transparency 
in loan rates and improve the transmission of monetary policy rates. However, the flexibility 
accorded to banks in the determination of cost of funds resulted in opacity in the process of 
fixation of loan rates and could not secure the desired transmission of policy 
announcements. The system has now been replaced with Marginal Cost of Funds based 
Loan Rate (MCLR) System which requires banks to determine their benchmark loan rates 
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linked to their marginal cost of funds. The loan rate charged to a borrower is to be fixed 
based on MCLR plus spread comprising components for business strategy and credit risk 
premium. The system is applicable with effect from April 2016 in respect of all new loans 
and with mutual agreement in case of existing arrangement. The system is expected to be 
more sensitive to the changes in the policy rate. Although, it is early in the implementation 
of MCLR system, the shift to MCLR system is quite slow and it appears that the system is not 
yielding desired results.ii.  

b) Regional Rural Banks  

After the deregulation of interest rate on advances by RBI, the Regional Rural Banks were 
excluded from the purview of various prescriptions relating to loan pricing as applicable to 
Commercial Banks. These banks created organisational structures like Risk Management 
Committee, Asset Liability Committee, etc. and took decisions regarding loan pricing. The 
Board of Directors of individual banks, consisting of senior officials of Sponsor Bank, RBI, 
NABARD, etc.  decided pricing of loans keeping in view their own interest. The decisions 
were taken more or less in a professional manner albeit with some influence from sponsor 
bank. 

C)  Rural Cooperative Banks  

The interest rate reforms could touch the Rural Cooperative Banks i.e. State Cooperative 
Banks and   the DCCBs,   initially only to the extent that they got freedom to determine their 
loan rates subject to the prescription of a minimum loan rate of 12.00 per cent per annum 
with effect from 18 October 1994iii. However, these banks were provided greater flexibility 
and later on, this restriction of minimum loan rate of 12 % per annum was withdrawn. These 
banks were advised to determine their loan rates taking into account their cost of funds, 
transaction cost, etc. with the approval of their Managing Committee. It was also advised 
that these banks should ensure that the interest rates charged by them are transparent and 
known to all their customers. Banks were also advised to publish the minimum and 
maximum interest rates charged by them and display the same at their branches.iv. 

In order to improve the system of loan pricing and related aspects, NABARD, with the 
approval of RBI, has provided a “Guidance Note on Credit Risk Management”.  The guidance 
note suggests banks to define their Credit Risk strategy which should include, inter-alia, 
anticipated profitability. The banks have also been suggested to put in place an appropriate 
credit administration involving loan pricing and use the pricing mechanism in conjunction 
with product/ geography/ industry/ time limits”.v 
 

3. Structure of Rural Cooperative Banks 

 The Rural Cooperative Banks (RCBs) viz State Cooperative Banks (St.CB) and the District 
Central Cooperative Banks (DCCB) form an integral part of the Short-Term Cooperative 
Credit Structure in the country. The structure works with a three or two tier model. In the 
country, while we have three tier structure in almost all the states, two tier structure exists 
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mainly in North Eastern States and Union Territories. Some states like Himachal Pradesh, 
West Bengal and Jharkhand have mix structure with both systems operating in different 
parts of the state. The three tier structure works with the State Cooperative Bank (StCB) 
acting as the Apex Body in a state with District Central Cooperative Bank (DCCB) as its 
principal members. The DCCB serves as the intermediate structure in this system and they 
operate in a very small geographical area   (average of less than 2 districts). Primary 
Agriculture Credit Societies (PACS) at the base (village) level with farmers as their members, 
are affiliated to DCCBs. In a two tier structure, PACS are affiliated directly to the State 
Cooperative Bank. . The credit structure intends to support the rural populace of the 
country particularly the farming community. As on 31 March 2016, the STCCS comprised 33 
StCBs, 370 DCCBsvi and 93367 PACSvii. There is wide variation in the functioning and health 
of RCBs across various regions in the country. As such, any generalisation is likely to miss the 
understanding of their real situation. 

4. Factors affecting loan pricing in Rural Cooperative Banks  

The various factors affecting pricing of loan products in RCBs are as under: 

 
i) Meagre Owned Funds 

 
The balance sheet operations of the Rural Cooperative Banks are determined largely by the 
performance of agriculture in the country. The structure had very limited amount of owned 
funds and even these funds are eroded to a great extent because of poor quality of assets. 
The structure depended heavily on outside funds. At the end of March 2016, the deposits 
and borrowings formed approximately 53% and 33% of liabilities at the level of State 
Cooperative Banks.  Likewise, in case of DCCBs,   their resource base comprised mainly of 
deposits (65%) and borrowings (18%). The cost of these liabilities had a very important 
influence in pricing of loan products. The resources of StCB were invested primarily in loans 
(59%) and investments (33%) with a similar pattern in case of DCCBs with loans (53%) and 
investment (35%). The investments were primarily for the purpose of regulatory 
compliance.viii The investments were generally of long term nature, yielding interest return 
on maturity as they were not traded. 
 

ii) Deposit Mix  
 
The Rural Cooperative Banks are permitted to raise deposits from public like any other bank.  
However, because of their limited area of operation and technological constraints, they 
were not in a position to offer services required by people providing low cost deposits in the 
form of Current Account and Savings Account (CASA) deposit.  Since the CASA deposit with 
the structure has been quite low vis a vis other banking agency (See Table 1), their cost of 
funds has been high leaving little room for manoeuvrability in pricing of their loan products. 
The deposit mix of various banking agencies in the country is depicted in Table 1.ix  
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                                                                        Table 1 

                       Total Deposits and CASA Deposits of various Banking Agencies  

                                                                  (As on March 2016)            

                                                                                                            (Rs. In crore)  

Agency  Total 
Deposits 

CASA out of total 
deposits   

 Share of CASA 
deposit in total 
deposit (%) 

Public Sector Banks  7486200 2446100 33 
Regional Rural Banks  313500 156900 50 
St CBs 104922 17601 17 
DCCBs 282609 98008 34 

 

 It may be observed from Table 1 that both public sector banks and Regional Rural Banks 
have huge amount of CASA deposits and the share of such deposits are also relatively high 
helping them to price their loan products in a competitive manner. 

Further, though PACS are also expected to mobilise deposits, the mobilisation of deposits by 
PACS was only Rs. 1, 01,065 crore as on March 2016 and that too was limited primarily to 
Southern Region cornering 87 % of total deposits.  The state of Kerala alone had Rs. 72723 
crore (72%) of total deposits of PACS in the country x. The institution which is catering to the 
ground level  members of the STCCS has very meagre resources of its own and has to 
depend heavily on  borrowings from higher tiers i.e. DCCB / StCB for meeting the resources  
for its financing. As such, the Rural Cooperative Banks have to bear almost the entire burden 
of financing the members of PACS. No wonder, the borrowings of PACS at Rs.1, 12,690 crore 
exceeded their total deposit as on March 2016xi.  

 

iii) Focus on Short term Agriculture Financing  

The STCCS primarily deals with financing of farmers for short term agriculture purposes 
since beginning and more so after independence so much so that the Cooperative were 
once considered the only alternative to promote agricultural credit and development of 
rural areasxii.The clientele of the rural cooperatives were generally farmers who had very 
limited resources and had to take support of money lenders at exploitative terms.  Hence, 
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the cost of loan for such farmers had to be kept at reasonable level. The total loans 
outstanding, loans for Short term agricultural purposes and other loans for different tiers of 
STCCS are indicated in Table 2.xiii  

 

 

 

                                                                            Table 2  

Loans Outstanding - Total, Purpose-wise, Short Term and Medium Term Agriculture- 
STCCS -              (As on March 2016)                                                             (Rs. in crore)                                                             

                                                                                                                                 

(Figures in parenthesis indicate percentage to outstanding of total loans and agricultural 
loan respectively of the Agency) 

Incidentally, the total loan outstanding at PACS level in Kerala alone formed 35% of the total 
loan outstanding at the country level. The loan outstanding in the state for the purposes 
other than agriculture formed 59% of such loan outstanding at the country level.  

It may be observed from Table2 that the major share of loans of Rural Cooperative Banks is 
outstanding in respect of agricultural loans. The short term loans for crop purposes 
constitute the lion’s share in agricultural loans of these banks, which is disbursed at the rate 
of 7% p.a. to farmers.  Interest subvention by Govt. of India (2%) and some state govt. viz. 
Gujarat, Maharashtra, Tamil Nadu, Odisha, Karnataka and Uttar Pradesh is being provided 
to the banks for loan at mandated or even lower rate. The RCBs have to fix their loan rates 
in a manner so as to allow some margin to lower tier structure viz. DCCB and /or PACS while 
loan to farmers. As major share of loans is at a mandated rate, the pricing of loans is 
restricted to a small component of their loan portfolio leading to absence of adequate 
importance to the pricing of loan product. 

iv) Role of State Govt.  

The ownership structure of RCBs is such that State Govt. is a major shareholder in the Rural 
Cooperative Banks. As a major stakeholder, it also plays an important role in influencing its 
decision as a part of bank’s management. The Government actions are primarily governed 
by welfare viewpoint. As such, there is a tendency to price the products and services at a 
rate which is not primarily guided by cost benefit ratio. The same attitude of the State Govt. 

Institution Loans 
Outstanding 

                   Of which                Of Agriculture 
Agriculture Others Short Term  Medium Term  

StCB 118307 77048 (65) 41259 (35) 65080(84) 11968(16) 
DCCB 227901 121482(53) 106419(47) 105730(87) 15752(13) 
PACS 158488 75211 (47 ) 83277 (53)  NA NA 
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representatives on Board of Directors of these banks is also reflected in pricing of loan 
products. 

The Cooperative Banks in the country are subject to dual control of Reserve bank of India for 
banking activities and the State Govt. for administrative purposes. The loan pricing has 
landed primarily in the domain of administrative function of RCBs after deregulation of 
interest rate by RBI. There is a tendency on the part of the banks to take such decisions in 
administrative manner without much reference to financial aspects including prevailing 
market condition. 

The role of State Govt. has led to the RCBs pricing their loan products without much 
reference to cost and decide in an arbitrary manner. 

v) Marginal player syndrome 

The banking scene in the country is dominated by the commercial banks with business share 
of approximately 85 % with the remaining space being shared among RRBs, RCBs and Urban 
Cooperative Banks. The RCBs are a marginal player in the business and suffer in their 
exercise of pricing of loan products. 

vi) Brotherhood attitude 

There is a sense of brotherhood among the DCCBs in the state, as many of their problems 
are common in nature and absence of business competition among them because of 
specified area of operation. This attitude pervades their business decision also and there is a 
tendency to decide in respect of loan pricing on common lines. The administrative role of 
the State also comes into play as it finds it convenient to take a common decision in respect 
of all the banks in the state.  

vii) Tier structure 

The Rural Cooperative Banks work under a tier structure with most of the loans being 
disbursed generally by PACS to the borrowers.  This necessitates that scope of some margin 
is factored into loan pricing for different tiers of the structure.  This acts as a big challenge in 
loan pricing by RCBs as their competitors do not face similar obstacles in pricing of their 
products. 

viii) Technology support and Skill set  

Although the RCBs are working on CBS system, most of them are not in a position to 
undertake complex computations with the existing technology support. These banks also 
lack competent staff to undertake this exercise on a scientific basis. As such, they are 
constrained to undertake the exercise of loan pricing on ad hoc basis. 

5. Loan Pricing Mechanism in RCBs – Some  Experiences 

The loan pricing mechanism in RCBs is quite varied. There is no review in some cases as their 
loan is restricted to affiliated DCCB/societies for crop related purposes at mandated rate 
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(e.g. Bihar State Cooperative Bank) while the loan pricing is a collective exercise for the 
entire cooperative credit structure as in Tamil Nadu. The experiences of select states are 
indicated below:-xiv  

Sl. Name of 
State  

 Loan pricing mechanism 

1 Assam The state has a two tier structure. The State Cooperative Bank has 
constituted a Loan Committee of its officers. The Loan committee 
meets normally once in a year. The revision in rate of interest has 
not taken place for quite some time.  

2 Bihar Although, the State Cooperative Bank and the DCCBs decide the 
rate of interest on their own, the banks were not disbursing loans 
other than for SAO. The State Cooperative Bank was generally not 
disbursing any loans to individuals (except Staff Loans and Loans 
against Fixed deposits/ NSC/KVP).  The bank’s loan to CCBs and 
PACS (directly in selected districts) was only in respect of crop 
related activity under mandated loan rates.  The bank had not 
adopted any loan pricing mechanism. Similar situation existed in 
almost all DCCBs. 

3 Chhattisgarh  Although, the State Cooperative Bank and the DCCBs decide the 
rate of interest on their own, there is absence of any periodical 
review/revision in interest rate on advances. 

4 Gujarat  The State Cooperative Bank and the DCCBs decide the rate of 
interest on their own. However, the same is not reviewed 
periodically.  The banks, however took into account various factors 
to decide the interest rate on advances. For example, Amreli DCCB 
considered cost of fund, cost of management and risk of loan 
product. However, it fixed interest rate on advances higher than 
rate of other banks, as its cost of deposits were higher.xv    

4 Haryana The rates are not reviewed / revised frequently either in State 
Cooperative Bank or the DCCBs. In case of perceived need, a 
committee consisting of 2-3 senior official of the bank and Apex 
Bank (in case of DCCB) is constituted to suggest the rate of interest. 
The Committee members collect the interest rate levied by other 
important banks in the area for guidance purposes. The 
recommendations of the Committee are placed before the Board 
for approval. 

5 Himachal 
Pradesh  

The state has a mixed structure with substantial part of the state 
covered under two tier structure. The State Cooperative Bank and 
the DCCBs decide the rates individually and on their own. The StCB 
undertakes a detailed exercise. Kangra DCCB also has some 
organisational structure in place and reviews its loan rates 
periodically.xvi 

6 Karnataka The State Cooperative Bank and the DCCBs decide the rates 
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individually and on their own. In case of State Cooperative Bank 
and most DCCBs, for fixation of interest rate on non - agricultural 
loans, the Loan Committee of the bank takes into account the cost 
of funds but the rate is decided based on interest rate offered by 
other banks in the area. The rates are not reviewed / revised 
frequently.  The state Govt. provides interest subvention to 
Cooperative credit structure also for individual Medium and Long 
Term agricultural Loans issued by them up to Rs.10.00 lakh leading 
to fixation of loan rates for these purposes without much detailed 
analysis. 

7 Kerala The State conducts half yearly conference of Rural Cooperative 
Banks. The rate of interest is decided in one of these meetings. This 
is attended by the Minister, Senior govt. officials, Chairman & CEO 
of RCBs. The meeting decides the Maximum rate of interest to be 
levied by banks in the state. The rate so fixed is aligned to the 
interest rate of leading commercial banks. The rate so fixed are at 
least 25 basis point less than offered by leading commercial banks.  

8 Punjab The State Cooperative Bank and the DCCBs decide the rate of 
interest on their own. However, such revisions are very infrequent 
and there is absence of any system for this purpose. For Example, 
in case of Ferozepur DCCB, the Investment Cell & District Manager 
decided the interest rates on loans & advances and the same was 
not revised for last six years. 

9 Rajasthan  The State Cooperative Bank and the DCCBs decide the rate of 
interest on their own. However there is no system of regular 
review or determination of loan rates on the basis of a detailed 
exercise in the DCCBs. The State Cooperative Bank undertakes the 
exercise keeping in view various factors. 

10 Tamil Nadu  The Apex Bank has constituted a State Level Committee to guide 
the Cooperative Banks on fixation of interest rates on Deposits and 
Advances. The Committee is chaired by Registrar, Cooperative 
Societies (RCS) of the state. The Committee consists of 
representatives from State Govt. and various segments of 
Cooperative credit structure Viz. Apex Bank i.e. The Tamil Nadu 
State Apex Cooperative Bank Ltd and The Tamil Nadu Cooperative 
State Agriculture and Rural Development Bank Ltd., District Central 
Cooperative Bank, Primary Urban Cooperative Bank and Salary 
Earners Societies. The representation of DCCBs, Urban Cooperative 
Banks and Salary Earners Societies is on rotation basis. The 
Committee meets on half yearly basis and suggests maximum rate 
of interest to be levied by the cooperatives for various types of 
loans. The instructions are also issued by the RCS to the Apex 
Bank(s), DCCBs and Divisional Registrar, Cooperative Societies to 
ensure adherence to the rates decided in the meeting. The interest 
rate is adopted by the Board of individual banks on suggested 
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linesxvii.  
11 Uttarakhand The state cooperative Bank and the DCCBs decide the rates 

individually and on their own. However, such reviews/revision are 
infrequent. In case of Uttarkashi DCCB, the Board of the Bank has 
constituted a loan committee consisting of Directors and bank 
officials Whenever the bank felt need for change in interest rate, 
the Loan Committee examines the rate of interest offered on 
similar loan products by other banks including State cooperative 
Bank. The rate of interest is aligned to the rates of other banks as 
per business strategy of the bank. The rates are approved by the 
Board of Directors. 

12 Uttar Pradesh  Although the State Cooperative Bank and the DCCBs decide the 
rates individually and on their own, the rates are not reviewed / 
revised frequently. The interest rates have not been reviewed for 
years together. In case of need for revision, the rate offered by 
other banks are collected and the committee of senior officials 
recommends the rate of interest so as to align with the market 
rate. The Board approves the suggested rate. The StCB, which 
revised its loan rate recently after a long gap, attributes the 
revision for its enhanced business performance.xviii  

13 West Bengal  The state Conducts quarterly conference of Rural Cooperative 
Banks (RCBs), which is attended by the Chairman & Chief Executive 
Officers of RCBs. The rate of interest on advances to be followed by 
RCBs is decided in these meetings.   

 

6. Loan Pricing –  Some Positive Experiences 

The loan price mechanism was however accorded considerable importance by select RCBs. 
Some of them took this exercise as an opportunity not only to revise their interest rate so as 
to remain competitive but also to assess their position for big ticket size loan opportunities. 
A case in example was Himachal Pradesh State Cooperative Bank. Some more RCBs took this 
exercise in a scientific manner. A few such examples are as under:xix  

Sl. Name of  the 
bank  

Positive Experiences 

1 Himachal 
Pradesh State 
Cooperative 
Bank 

The bank is following a detailed exercise for pricing of its loan 
products. The Bank has an identified organisational structure & 
process and accords considerable importance to this exercise.  

The bank has created an organisational structure for loan pricing. 
An identified department in the bank viz. Business Development 
Department (BDD) is assigned the primary responsibility for 
undertaking the preliminary exercise. Once the basic calculations 
are made by the BDD, these calculations are then submitted to the 
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Support Consultant (the professional Chartered Accountant) of 
bank for vetting of same w.r.t. accuracy of source data and 
calculations. Thereafter, these calculations are presented before 
the Asset Liability Committee (ALCO) of the bank which is headed 
by the Managing Director of Bank.  The ALCO committee 
undertakes a threadbare discussion and considers various relevant 
factors in taking a decision in this regard. The recommendations of 
ALCO are placed before the Board of Directors for approval. The 
rate of interest approved by Board of Directors is implemented by 
the Bank. 

 The process followed by the Bank includes calculation of the Base 
Rate taking guidance from RBI prescriptions for Commercial Banks 
in this regard. The bank undertakes this exercise on half yearly 
basis.  

The data for this purpose is sourced generally from latest audited 
Statements.  In case of some data being extracted from other than 
audited statement, the same is invariably cross checked with the 
data/ combination of data generated by various  Management 
Information System (MIS) reports generated by Core Banking 
Solution (CBS)  module of the bank.    

The various components taken into account for calculation of Base 
Rate were as under :- 

Cost of Deposits - This is calculated on monthly weighted Average 
of deposits. 

Negative carry on CRR and SLR – The same was calculated on the 
basis of Cash Reserve Ratio and Statutory Liquidity Ratio fixed by 
the RBI from time to time. The Bank, being a Scheduled Bank has to 
maintain its CRR with RBI, reckoned the return on CRR balances as 
nil, as RBI does not provide any interest on these balances. The 
return on 364-day Treasury Bill rate is taken as a proxy for SLR 
balances. 

 Unallocatable Overhead Cost is calculated for allocating the cost 
of operations & management.  

Average Return on Net Worth is calculated for adding the cost of 
own funds.  

While finalising the loan rate for various loans & advance, along 
with Base Rate, all other factors viz. risk weight of various loan 
portfolios, tenure premium, Inputs from field functionaries/Branch 
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Managers, local market considerations and overall market trend 
etc. are also taken into consideration. 

In order to keep itself relevant in the competitive market, in view 
of the prevalent system of MCLR in commercial Banks, the Bank 
has undertaken an exercise to work out its Marginal Cost of Funds 
based Loan Rate (MCLR) for the half year ending September 2017. 
This exercise was done primarily to assess the Bank’s readiness and 
strength to compete in banking industry prudently and offer 
competitive loan rate for large volume loan opportunities. The 
bank has accorded considerable importance to this exercise as it 
took consultative support of a professional Chartered Accountant 
for this purpose. The process followed involved basic calculations 
by the identified department responsible for Base Rate exercise.  
These calculations were then submitted to the Support Consultant 
(the professional Chartered Accountant) for ensuring authenticity 
& correctness of the data and making final calculations.  The Bank 
has considered the tenure premium, risk cost and its liquidity 
position, apart from other dynamic feature of financial market of 
our Bank. ALCO is the analysing and recommending committee in 
these matters. 

2 Maharashtra 
State 
Cooperative  
Bank  

The Bank prepares a business development plan every year 
indicating the target and the progress is reviewed on quarterly 
basis. With a view to achieve those targets, the Bank   has adopted 
Product specific pricing mechanism taking into account various 
consideration viz.  Loan Tenor, Cost of raising fund, maturity 
pattern of  liabilities and assets , negative carry on CRR ,he cost of 
operation i.e. management cost, Risk premium, Transfer price 
mechanism to arrive at  Break-even Point,  Profit margin   and tax 
liability. 

3 The South 
Canara DCCB 

The South Canara DCCB fixes interest rates on their loan products 
based on the following criteria: 
1.    Average Cost of Fund, Cost of Management, Risk cost, 
anticipated average yield on earning assets (usually in the range of 
3-4%) etc.- are factored in to arrive at the interest chargeable on 
Term loans. 
2.    For non-agriculture loans (like Housing loans, consumer loans, 
vehicle loans, Mortgage loans etc.), the banks collects  the interest 
rate offered by at least four major Commercial Banks and arrive at 
an interest rate that is relatively competitive to those rates. 
3. Whenever, deposit rates are repriced, a review of interest rate 
on advances is undertaken and changes are be effected on the 
interest rate charged on their loan, if considered appropriate. 
4. The availability of concessional funding from their higher tier 
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institutions (Karnataka State Cooperative Apex Bank/ NABARD), is 
also factored into fixation of rate of interest. 
5. The deposit base of PACS is another factor taken into account in 
fixation of rate of interest on advances to PACS for various 
purposes. As PACS affiliated to the bank are financially strong, 
interest rate charged are moderated as a part of business strategy. 
6. The exercise is undertaken by the Asset Liability Committee 
(ALCO) periodically and approved by the Board of Directors. 

4 Rajasthan 
State 
Cooperative 
Bank 

The Rajasthan State Cooperative Bank has a system of seeking 
regular feedback regarding interest rate on loans from the 
branches during the course of periodical review meetings. In case 
of need for review of interest rate, the  following factors are taken 
into account: 

a) Feedback by branches 
b) Rate of interest offered by various competing banks on 

similar types of loans  as per public advertisement 
c) Monetary policy stance of Reserve Bank of India as 

reflected by Repo Rate, etc.  
The matter is considered by the Asset Liability Committee 
consisting of the Chief Executive Officer, General Manager and 
various departmental heads. Besides financial factors viz. cost of 
funds, availability of refinance, margin, etc. the rate of interest 
offered by competing banks, business strategy of bank to go for 
some share in a particular segment like Housing, Vehicle, etc. are 
taken into account for recommendation to the Board. The rate of 
interest recommended by the Asset Liability Committee is normally 
approved by the Board of the bank without changes. The system 
has helped bank to remain competitive in certain segment. For 
example, the Bank offers Housing Loan at both Fixed and Floating 
Rate of interest and the rates fixed are 9.50% and 8.35% p.a., 
which is quite competitive in the market.  

8 Satara DCCB In case of Satara DCCB, the ALCO committee takes into account the 
Cost of Fund, Cost of Management, Risk Cost and Profit Margin into 
consideration while making recommendation to the Board 
regarding fixation of interest rate in case of Medium and Long 
Term Loans. As an example, the Bank had arrived the rate of 
interest  of 10.5 % for  MT & LT loans for Agriculture & Allied 
activities  for PACS as under :  

Sl. No. Particulars Percent per Annum 

1 Cost  of  Fund 5.94 
2 Cost of  Management   1.82 
3 Risk Cost  0.05 
4 Profit Margin  

 
2.69 
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5 Total  10.50 
The rate of interest charged by the Primary Agricultural  Credit 
Society to the ultimate borrower was 13.00 % p.a. 

 
 

7.  Concluding Remarks 

The loan pricing mechanism is an important exercise to be undertaken by RCBs. However, 
keeping in view the major share of their loans being disbursed at mandated rates, these 
banks have not accorded due importance to this exercise. Further, these banks have the 
status of marginal players in their area of operation and a scientific and detailed pricing 
mechanism alone may not help them improve their business share. Notwithstanding this, 
some RCBs have accorded utmost importance to this exercise and treated this mechanism 
as a tool for remaining competitive and relevant in the banking system.  The experience of 
these banks provide useful hints for the rural Cooperative Banks to follow. 

 ……………………………….. 
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