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SMALL FARMER CREDIT PILOT PROJECT

I. Priority and Releavanca

The purpose of this project will be development of one or
more replicable model systams of agricultural credit for small
farmers and other small rural producars.l/ The sector goal to
which this project will lead will be establishment of an effective
nationwide institutional self-financing credit system providing
crodit to small farmers and other small rural producers.

The project will tast a2 number of models in 1mabilizing of
rural se.ings, extanding credit to the target group, and equally
important, in recovering the loans from that group. Assuming
one or morse of the models proves succassful, a follow-on project
will finance its replication throughout rural Bangladesh. Hence
the goal of this project will become the purpose of the larger
follow-on projects.

1/ USAID ha« dev=loped the following definition of the target group
to be addressed in this project:

Non-dependent rural dwaellars over age 18, cultivating
ten bighas (3.3 acres) or less, irrespectve of whather
cultivated lard is owned, rented, sharecropped, atc.;
and/or earning less than Tk, 3,000 ($200) per year i{rom
all sources (farming, day laboring, rickshaw dri-ring,
fishing, etc.).

The definition includea nor 2nly srmall aArmers but also any other
relatively poor borrowers in need of credit for productive gurposes.
Virtually all rural emgployment i3 related, directly or indirecidy, to

the production of {ood or fiber; hence the project title, although

perbaps rnisleading, -vill rernain "Small Farmer Credit'’, The

definition just citad may be rafined during further prcpct davelopmaen:,
Although parhaps less than {deal {rom agriculturml, social and aconomic
standpoints, the definition has as ita principal advartage administracive
simplicity {rom the parspective of projeact implementation and eavaluaton,
A more complex and parkaps mores realistic definitdon of the small farmar:
developed by the banking community of Bangladesh, {3 {ncluded at
Attackment C, 1,
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Although comprehensive and accurats data is not presently
available, it is apparent that the majority of Bangladeshni farmers
are poor and cultivats very small holdings of land, averaging less
than three acres per rural household. These households function
at or near the subsistance level of productvity, substantially below
the cropping (and income generation) potential of their small plots
of land.

The Government of Bangladash, AID and other donors have come
increasingly to focus on these small farmers. with a two-fold objective:
to increase their share of the national income, and to increase the
productivity of the land area they cultivate to assist Bangladesh to
become rcore nearly self sutficient in food productHion. Major
assistance zas accordingly been provided to import fertlizer,
spread the usa of high yielding varieties, and make available
! rigaton equipment. A disproportonats share of these benefits,
however, invariably goes to larger farmers, who have the economic
and political leverage needed to enable them to take care of theniselves,
The relatively small farmers have generally been exzluded from
receiving the inputs required to increase their productivity and
their income. A major cbstacle for small farmers i3 tl:e absence
of a functioning, effective, fairly priced credit system. Although
a2 dxy-season, irrigated ¥V crop may generita a2 substantial
retuzn on investment, still the investment i3 Righ in the {3t instance,
larger farmers tave the wherewithal 0 make the investment; smaller
ones do zot.

Zxdsting credit insdtutions all cocnmin systemazic biases
against small {armaers and other rurl goor. Land mor:gaging is
invariably required, while vary {ew prospectiva sorrowasrs have
{ree ttle to their land or even own any at all; application forms
are langthy and complex while moast rural dwellers ars illiterate;
credit institutions function most afficiently lending large sums
while moat miral dwellars each need only vary small amounts,
From the standpoint of the maority of farmers in Bazgladash,
the doors of banks and cecopaeratives have simply 2ot baan open
to them. Their only sources of c¢redit for crop inpuzs, capital
expenditures and consumpdon, a.lde [rom {amilies and {riecds,
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bave been local money lendars, who cater to their capabilities
(most loans ares based oa verbal agreements), are known to them
personally, and who are more than willing to-conduct business witn
them., Their willingness stams principally from their virtual
monopoly position in rural credit, and their highly asurious and
profitable finance charges,

The Government has recently accorded high priority status
to the objective of maldng institutional credit work fur small farmers.
The Bangladesh Bank (the Central bank of Bangladesh) has instructed
all members of the banking community, both domestic and {oreign,
to launch grograms fargeted to small farmers, [n June, 1976 the
Bangladesh Bank approved a toml agricultural credit level for all
banks of Tk 65. 85 czores ($43.9 million) for 1976-77, representing
a 33% increase over 1975-76, The Bank instzucted all credit institutons
to assure that small and marginal farmers zot their ''due share!! of
instituticnal credit. While the course has thus been set, the credit
community in Bangladesh, comprising cooperatives axd suppliers as
weil as banks, will require substantial assistancs to achiave its
objective. This project is meant to address this need.



II. Project Descrivtion

Under this project a series of model small farmer credit
programs will be tested on a three year pilot basis. The objective
will be to find at least one which is successful in mobilizing rural
savings, extending credit to a significant proportiocn of the target group,
and equally important, in recovering loan proceeds, plus interest, from
the borrowers. All existing credit structures will have an opportunity
to partcipate in this project; in uddition, some ideas new to the
institutional credit scene in Bangladesh will be tested as well.

Principal responsibility for organizing the pilot will rest with
each of the implementing organizations; however, AID financing will
be availi.ble for exparriats tachnical assistance (approximately 228
man-montls of technical assistance is contamplated for ths three
years of project lifs, although this figure may vary as needed) and
for training (ons month's training in Bangladesh for 246 working level
¢redit personnel/each of three years and 20 man-months of foreign
training for senior officaers),

The pilot will functHon with three major objectivaes: the first,
to extand credit to the target gzoup, the second, to recover it on
timea, and the third to mobilize rural savings as a basis for self-
financirg of tie program. These objectives will be reinforced by
Je proceduras for AIL Grant {imancing of the pilot. AID will provide
on a grant basis, the dollar equivalent of aporoximately seventy dve
percent of the loans extended and recovered {rom the arget group,
on a reimbursable basis, as follows:

- for each lcan mads to 2 small farmer, a3 7verified
through AID monitoring, AID will reimburse the
Government the dollar equivalent of 37.5 percent
of the amount of the loan.

o= for each of the above loans recoverad including
interaac, likxexisze varifled through AID monitoring,
AID will reimbursa the Govearnment an additioral
37.5 percent of the amount of the loan, in dollars,

It {3 expected that the Covernment will pass at least rome
of the incentive {nharent {n this reimbursemant procedurs lown
through fnancial channels to the credit {nstftutions acually dealing
with the targat group. This could be through parallel retmbursemaent



-5.

of capital on & grayt basis, or through highly concessional intarest
ratas ~n capit.l borrowed for the program from the central bank.
In at least two of the cases, the mechanism and terms for making
furds available are already indicated, at least on a preliminary
lasis,

The administrative costs of the pilot models will not be
directly financed under the AID grant. The principal reason is
thut AID funds will not be available to cover such costs after the
expiry of tha project. Pa-ticipating organizations should begin right
away to focus on administrative costs, and particularly on trying to
cover such costs through self-financing c¢redit operations derived
fror: mobilizing of rural savings. The bulk of the AID funds will
finance the project on a reimbursabie, auccess-oriented basis.

A total of seven basic institutional models is presently
planned for operation under this pilat project; in the course of
further project cavelopment, some of these models may be modified
or discarded, or 2ew ones added. All :nodels are expected to have
several {eatures in common.

All will specialize in skort term productcn credit,
for pericds rarying {rom six to eighteen months,
Repayment periods will vary with ha crop cycle for
each barrower!s crop; zormally the loan (principal
plus iatarest) will ba due m full in one payment a
short time after harvest of ths crop being Hnuaced,

. Loars for Hahnets, tcola, rickahaw parts, etc, will
likewise be scheduled according to the rspayrient
capabilitias of borrcwers,

Intsreat charged will probably he eighteen percens.

but this will be further unalyzed and a rate ccnfirmed

in the Project Paper (PF)., Thae ideal intarest rate

will ba that which covers all coats but which is not 30
high as to preclude the usa of credit by the targat group,
The rata will also =ave to be accuptable to and defeasible
by the Govarament and credit community., Zightean
parcant is probadbly not the !deai rata., [' ia, howaver,
a significant {ncrease over the presant rata (racently
raised to thirtaen parcant) and a atap in the righs
direction. It has also baan accapted by the Baanyladesh
Bank for initial use {n this projact. During the course
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of the pilot all factors bearing on interest rate will
be irlentified and measured, and the rats adjusted
accordingly, For the sake of simplicity interest is
expected to be compounded anmally but charged on
a prorated, straight line basis per month. Thus
interest charged will be tha same each month {for
the first twelve months, If a borrower repays his
loan a month early, be will save a month's interest;
if he is late, intsrecst will continue to accrue.,

No collatsral or securicy will be required, nor will
there be any rnquirement that a zDiinimum amount of
land be owned. The major requirement for continued
partcipation ix this program will be good repayment
performance. For a borrower's initlal loan -- khis
first intsraction with a credit institution -- he will

be required to get a cosigrature. His frst loan will

be for a relatively small amount, on the order of

Tk 200-300., If he repays in a tmoly fashion, he will
not need a co-signer for his second loan, ard the amount
borrzowed may be slightly increased. Zach succeeding
year of gond repayment pearformance, the amount ze
may borrow ray be increased, cor the repayment tarms
arranged more fexdbly. Tlus emprasis will be placed
on aa intangible asset as security, one that the small
farmaer can work to preserve and increase his gocd
credit record, It will be to his advanrage to do 30, for
it will mean largaer and more quickly obtained loans
each time.

All programs will function with a bare minirmum of
paperwork, and will strive {or ''one-stop'’ borrowing

A loan applicant should bae able o walic into the local
credis facility, apply for a loan, and get it the samas
day, perhaps aven the same hour., No legal documents
regarding land morigage or crop hypothecatdon wll e
required; no reference by the cradit facility o higker
authority {n anothar location will ba necessary,

No loans will be forgiven, [n the avent of a crop fadure
or othar misforiuna basatriny the farmer, hia lcan may
be rolled ovar, and perhaps aa additional sum lant, but
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no debt will be cancelled. Defavlt will result in
the forfeiturs of the privilege to borrow again,
both for the principal borrower and the co-maker,
In the event of difficulty the farmer should be
encouraged to consult his lender, arrange an
extansion, and so preserve his credit record.

All of the commaercial bank pilots will include

a rural saviags program designed to test the
mobilizing of rural funds as a basis for self-
financing of the basic credit program. Each of

the banks will test a range of incentive intarest
rates and terms, including rates up to and exceeding
the carrent 104 percent maximum authorized by the
Bangladash Bank, (Sece table of present rates and
terms at Attachment XI. C.5.) The range of these
rates and terms in context of the need to provide
sufficient incentive for increased savings and margin
of coverage for small farmer lending costy will be
further analyzed and developed in the PP, The
cooperative institutions will address the same
requirement through increased share purchase
opportunities, higher dividend rates, if zecusssacy
some relaxation of cash convarsion terms, and
increased level of indiridual borrowing approval
against shars holdings. The alterzatives again will
be addressed in the PP,

It {s expected tha: loans averaging appreicimately Tk 600
($40) each will be made 0 individual borrowars., The amount may
vary, and will be based on the borrower's need. An upper Limit
of Tk 1,000 {3 eavisioned, but it i3 expected that moat loans will
be on the order of Tk 600.

A total of approximately 260, 000 individual loans {s margeted
under this projact. These loans will be mada by somae 123 lending
units (village cooparative, bank branches azd ferwllzer dealars)
under tha seven maodels.

Each lending unit #il 1z to make lncreasing zumbers of
loans each year of the projace, roughly as follows:

1977-78 500 loans
1978-79 700 loans
1979-80 1000 loans
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Many of the loans made each year may be to the same
individuals; farmery and others will be permitted to borrow as
many as three times a year (for each of the three major crop
seasons), repaying in accordancs with the crop cycles, or

perhaps delaying loan repayment for a crop to be kept for home
consumption until the harvesting of a cash crop.

A brief description of sach instHtutional model follows,
Under each such model a2 aumber of variations or "sub-models’
may be tasted. For example one lending unit may specialize {n
gToup credit; ancthar in credit o women; ancthar in administratve
restrictions to preclude furds from going to borrowers outside the
target group, and several with diffarent incentive savizngs programs
or share/dividend features, Zach par=cipadng inatituzion will be
free to test a3 many variations 13 can be maraged to find a: least one
that works. Details are presen:ly being worked out with each
prospectlve implementing organization, under the auspices and with
the approval of the Bazgladesh Bank. Detailed descriptions of each,
{ncluding locations of lending units, application procedures, record
keeping, lines and delegations of authority, cash Now mechanising
and personnel plans will be included in the 2P,

l. Jadva Samabawa Jank (558 Csooparatives

This pilot will previde an oprormunity to the iraditicnal
cooperative system, a3 distinct {rom the RSP :coparanive system,
to provide credit to small farmers. The nilot wll aparity At flve
village level primary ccoperazives (X5S3) and fiva umion lavel
mult-purpose ooparatives parmciparing inthe JS3 svstam, Fuands
{or lendiag will be made available by JSH Dacca through the Central
Cooperadve Banks (subdivisicn levael), It ia exypecied that credit
termy thrcugh the varicus lavels of the JSB hierarchy 4l za a3

{follows;

Interaa: oan Pared
JSB Dacca to Central Coop. Baniks T 10 months
Central Coop. Danks to Unicn and
Village Coeps, and TCCAs 10% <0 montha

Coopa, and TCCAa 0 ndiridual
Borrowars 18% 6 to 13 months
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Borrowers will be required to own a minirmum number of
shares in their cooperative; dividends paid on these shares will
be as normally determined. An incentive share purchase and
dividends feature will be tested, including related increased
borrowing rights,

2. IRDP Cooveratives
Three IRDP TCCAs and three XSSs under each ( a total of
nine KSSa) will participats in the pilot. Funds will be provided

as follows:

Interest Loan Period

Thaza Branch of Sonall Bank to

TCCA ™ 20 months
TCCA to KSS 12.5% 20 months
KSS to Individual Borrowers 18% 6 to 18 months

Borrowers will be encouraged 0 purcbase more than the required
minimum sumber of cooperative skares and an incentive savings
skare purchase /dividends program will be tested as with the JSB
above, ;

3, Independent XSSs

Up o {ourteen primary societies receiving capimlization
diryctly {rom a commercial bank or BKB may participats, Such
KSSs will borrow {rom a nearby commercial bank or BK3 branch
at normal terms for the purpose of lending to members under thia
project, The PP will provide an analysis of whether and the axtent
to which individual KSS branches could effectively establish savings
program,

4. Bangladesh Krishi Bank (BKH)

OK3B, the agricultural development bank of the Covernment
of Bangladesh, will participate with ten of ita 150 branches., BK3
Bas been extending short term credit to small farmers since ita
establishment in 1993; the principal departure {rom existing
procedures will be waiver of collateral requirements and {ncrease

s - e —— — A
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in interest rates. Under the pilot a simplifiad loan application
procedure will be devised to minimize the administrative workload
of bank personnel as well as to reduce the complexitias confronting
borrowers who lkely will be illitsrats. The fecsibility will also .

be examined of increasing deposit interest ratas to attract additional
savings in the pilot branches, Each branch will be encouraged to
meset its capital needs {rom its.own savings deposits to the maximum
possible extent. Lending both to individual farmers and to groups of
farmers may be tasted.

5, Commercial Banks Existing Branches

The six commercial banks (Sonali, Janata, Agrani, Puball,
Rupall and Uttara) bave, in the aggregats, 1365 branches currently
in existence thrc-ghout the country, or roughly 3 to 4 for each of the
422 thanss, The .ommercial model will be testad through ten branches
of sach of the six banks, As with BXB, each participating branch will
Ty to meet its expanded capital needs through increased savings.
Lending both fo individual farmers and to groups of farmers may be
tasted, A3 noted above, each bank will also tast a range of incentive
intereat rates and tarms to mobilize rural savings as a basis for
self-fAnancing of the credit program.

6, Village Fertilizer Dealers (BADC) Licenseas)

Asguming that virtually all short-tarm credit required by
small farmers {3 for purchase of inputs aud primarily ferdlizer,
a model for providing credit by fertilizer dealers themselves should
be tasted. Ten BADC dealers will partcipata, providing ''in.icind"
credit. The dealers will obtain credit themselves for this purpose
{rom a locul branch of a ccmmaercial bank, The dealers may provide
up to two maunds (164 1bs) of each of the three types of {ertilizer to
each customer in the target group (toal approximately $25 per
customer); a third party guarantee by a person icnown to both partiaes
would be required U the dealer does 2ot already inow the customer,

Repaymant would be in cash at 18% per annum, prorated
monthly, shortly after harvest of WLa crop for which the ferdlizer
was purchased, :

7 gar Dealers (IRDP TC

Ten TCCAs which have authority 0 sell fertilizer will also
participate, obtaining funds through IRDP chaunels {rom Sonall Bank,
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Up to two maunds (164 lbs) eah of Urea, TSP and MP may
be s0ld on credit to each small farmer (total approximately
Tk 375 or $25 per customer).

Project Inputs

Iz designing, establishing and modifying these pilot models,
technical assistance will be available, financed under the AID grant.
A total of 228 man-rmonths is contemplated for the three year project;
this would provide four expatsiate experts on a full dmae hasis threugh-
cut the nroject, plus four or more experts for shortar periods, as
needed. Experdse may be rmquired in uccourting, dan orocessing,
mazagement syatems, collections, record keeping, or other credit-
related areas. Technical assismnce needs will be cleasly defizned
and articulated during tke remaizder of the project davelopmen:
process. All such techniczl assisance will concentrats on making
the pilots work.

In view of the large body of dam which will rave o ba cecaived,
processed, organized and retrieved when zeedad, it is progosed
that AID grant funds be set aside for a small cormzu ir for exclusiva
use on this projec:. $100,000 is earmmarciked for this Susposa. Also,
each of the 123 lending =nits 13 waell as regicral and central offices
may be provided up o two zand operated calculatiag mackines eack.
$10,000 is reserved Jor thisg,

In additzon, AID grant funds wil! be programmed ‘o ilnancae
in-country training for operational personnel: branch managars,
loan officers, accountants, atc, Short-term rtainin , o1 the
order cf {cur weeks, will ba provided fo. Arproexamactely 246 (rwo
per lending :mit) crediz personnel once each year during the projaece,
Jemizars, demornatrations aad feld worlk wll be conductad by
Individuals exporienced in small farmer credi: arograma in nearby
countries,

[t {3 axpacied that much 5f the axperiencs gained in simily:
elloria in othe: sub-continertal and Asian count=ies will Sa applicadlae
in Bangladash a1 well, Accordingly, p %o ten senior comdiz parlonnaei
will r1ait thae United States or third countries n cornacticn wish thea
projace,

wmally, ALD grant funds will ba programmad .0 ratmbussa the
Covernmant for icans mada o membars of the tsr3at Fopulaiion,
and for the sama loan fun's recovarad {zoin thair Lorrowars,
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See Table 3 and Attachment XI. C. 4 for cost details.

Project Qutouts

These inputs are expected to lead to the operation, over a
three year period, of a numher of credit models, with achievement
of project purpose requiring at least ane of the mcdals tested
determined to be capable of extending credit to the target group,
orniating on a self-financing basis, and replicable throughout
Bangladesh. The major assumptions underlying the achievement
of project success as just defined are that members of the target
group are financially viable, i.s., capable of repaying loans and
subsisting on their net income and that rural furds can be eifectively
mobilized through incentive savings programs.
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II. AID and Qther Relevant Experience

An AID loan was exscuted on Septembar 29, 1976 for
Small Scale Irrigation. Under this project manually operated
irrigation pumps will be made available for sale to small farmers,
and credit programs will be established for this purposa, The
projact is at the initial stages of implementation; applicable
experience will be gained over the coming six months, and will
be considered in preparation of the Project Paper. Cther donor
experiencsa is discussed ir Section VI.
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IV. Beneficiaries

Initial beneficiariss of this pilot project will be the individuals
who obtaia credit through the pilot's lending units. It is expected
that most of the approximately 260,000 loans to be made under this
project will go to the target group. Ultmate beneficiarias will hae
the greater number of individuals who will havas access to credit
as a result of the follow-on project tc replicats successful models
throughout Bangladesh. Seconda:y heneficiaries include all who
reside in rural areas who will share in expand.d economic actvity
and increased food supplies resulting from increased availability
of credit. More imimediate but less significant benaeficiaries will
be credit institution personnel for whom exprnded acHvities may
bring increased opportunities for advancemant,

The principal benefit will te improred awccess o means of
production and accordingly broadened cpportunities fnr the rural
poor to incvease production and persoral income. A secondary
benesit, resulting {rom increasing anaiuzl c:opping, will be geperally
increased food production azd a more stable food supply, While a
badly-tdmed fload, storm or drought could wire out the bettar part
of annual preducHon, with cropping increasingly spread throughout
the year, one such misformune would damage a smaller sroporton
of anrual produc=orz.

Members of the mrget group are participating in project
forulaticn by describing the difScultes they face and thereby
providing izsighta inio the types of assistance rnost needed, A
survey i{s being ccnducted during the month of Qctober, {ccusing
on small farmer credit needs. Results of :his susvey will be
{ncorporated into the Project Paper,(Sas ANNEX . C.2. for
sample questorzaiss heing used),

Changes will be required in the zabits both of the tnrgeted
beneficiaries and of the pasticiparng credi: todies, Uatl now
virtually no membars of the Qargaet group have sat foot inside
institutional cradit facilidies, A number who 2ave havae bean
Uterally aviciad, put off, or ignored. Small farmers »ill have %o
try again, and institutional lenders will have to reccynize and
appreciate the immense bu3siness potential represented by the
Qrget group, which comprises parkaps thrae-fourtha of the productive
population of riral Bangladaesh,
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Resistance can be expectad at lsast initially from lenders,
borrowors aud savers, although the project will be structured so
as to mrximize incentives to lendars to reach out to the target
group and to rural farmers to increase savings. Also resistance
will very likely be felt from those who until now havs monopdized
the rural credit market unchallenged -- the money lenders, I
they ars astute businessmen, the money lenders will become
competitive by lowering their intarest rates whila maintaining
their informal, verbal and flexible terms. That too would be of
great benefit to the target group.

Larger farmers may be attracted to the credit otfering in
such numbers as to Limit the accass of the farget group. Itis
expected this will be minimized by the use of interest rates which
are higher than those large farmers now have to F3y. Some of the
pilots will in addition test adiministrative limitations to exclude
borrowers, cutside the target group. At the same tZme, the
Incentive savings interest rates should atrract larger farmers funds.
This will be of benefit to them but also ts the whole program.

The need of women will be addressed through tssting of one
or more sub-models designed speciﬁ:cally t0 meet their needs,
‘Each of the seven partcipating institutions will be invited to design
A women's sub-model.
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V. Feasibility Issues

A. Economic lssues

The prices of rice and other staples are presently at their -
lowest levels since Independence., Althaugh prices are sure to
rise, it {3 not now known how far or when. It i{s also not known
the extent to which the current prices will depress the initiative of
farmers to grow income crops (crops beyond their own consumption
requir=ments). A sat of analyses of small farmers' returns on
vaious crope at various prices is included at Section XI. C.3.
Althnugh a net prorfit of 74 percent is shown for a one-bigha (one-
third acre) farmer with a local variery paddy price of Tk 60 per
maund ($107 ser MT), it i3 zot imown whether the cash invome
resulting (Tk 216, or S14) is snificient to motivates him o grow
the crop in the Hrst instance. We must assume, however, that
the motivation still functHons and the credit made available through
this project will be used as plarned. The assumpdon will be tested
during the course of this nilet.

B. Technical Issues

Credit is not the only factor critical to increased productHon
and small {armer income. Cther inputs -- seed, fertilizer, watar,
labor -- must also be available. Markets must exist for produczon
surplus to the farmer's home consumpticn zeeds; -oads aad other
transpor: infrastriciuse essentials must be availabie to permit him
to move zis produce at the right ©me. Storage facilies should be
available to erable 2im 1 store ‘oodgrain through pericds of market
glut into pericds when supply is low aznd prices mors favorable.
Provision of these other critical factors is beyord *he scope of this
project, and must accordingly te assumed., This assamptien, too,
will be t8sted during the course of the project.

C. rlnancial Issues

Very littls is aown at this stage about the rural poor in
Bangladesh. 3y Westarm standarda they seem 0 live below the
level of subsistence. Much of the riral econcmy agpears o
furction cn a non-monetasy basis, Thus it {3 not ‘own whethar
the Introduction of {ull cost monaetary credit will be companbls with
the firanc al systam within which small farmers and cther miral poor
operata. Wil ezough incoma result to parmit the rapayment of the
loan and the contimued subsistencs ot his family? la it possible to
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operate a credit progrim for barely subsistent rural poor on

a full-cost, self-financing hasis, or must it be subsidized o
enable the borrowers to afford it? We will answer such questions
by testing the hypothesis that the farget group can bear the full
cost of credit.

At the same time, thare is almost no experience of the
concentrated effort being proposed to mobilize rural savings or
to gauge the .ates and terms uecessary for such a program against
the costs of small farmer credit. The pilots will have to detarmine
the range of inceatives necessary, the potential for such savings,
and the lmits of the credit program in terms of these requirements.

Also, very little is known about the structures, capabilities
and potential of tke institutions planning to participate in the oroject,
A study is now bieing undertaken which is expected to be comp'ated
early in calendar 1977, The study, conducted by Resources
Development Associates, Los Altos, Califormia, includes an
dssessment of each financial institution involved. Prelimira sy
reports suggests they range from '"faiz'to "'strong''. The fall
report will be redected in the Projec: Paper,

All of the lcazns financed under this Project by AID are
expected to be skor: term (six to cighteen merths), and all
participating credit inaditudons will strive %0 achieve 100 percent
recovery of each loan extended. This means that surds may be lent,
recovered and available f{or relending two or three tHimes during the
course of the project. Zach lcan extended and =ach recovery
achieved will be reimbursed by an AID paym=ent, This does not
necessarily mean howewver that there will be multiple AID sayments
against the same furnds. There is no cerainty and 30 pracdeal way
to determine the origin of the furds for each such loan, whather
derived through the savings program, directly attzibumble to the
financing undervritinn by this project, or simoly a resul: of the
general spread of credit availability, Tho leans mads and recovared
by une braack ia one cycle may for example 2ave no relation o the
loans made in a succneding cycle in another brazch of the 3ame
insHtation or in a different (natmution altogether.

There are two reasons for aiTicturing the projact this way,
First, the projact's objectiva {3 0 tast sy3tems on an experimaenal
basis. A3 a workable small farmaer credit 3yatem {a {dentilled,
capital will ba obtained through an amplifled rural savings srogram.
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The function of the FAR payments is to assist all who are invalved

in the workings of each model system tested to focus on the same two
key objectives: to make sound loans to the target group, and to recover
the funds on a timely basis. Secomdi\the project is highly experimental
and risky. The target group iy aot cyedit worthy by any reascnabla set
of banking standard3 anywhers i he world. TRe credit institutions

of Bangladeah have had virtually no experiencs with this group and,
except for directives issued by higher authorities, have no real
motivation for expanding operations to include the group, esecpcially
on the sort of tarms that are rsquired to reach it{e. g., zo collateral,
minimal application procedures, immediate loan decisions).
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Vi. Other Donor Coordination

The World Bank bas been involved in agricultural credit in
Bangladesh for a long time and the Asian Development Bank is also
anyaged in the arra. A World Bank Mission conducted a study in
1973 and formulated a1 series of recorvmendations concerning credit
policies and procedures. Another team is due in November to
update the carliar report. Also, the World Bank is developing a
project to provide credit and other invuts to jute farmers. USAID
is working closely with Soth Banks so that all actvities in this field
are coordinated and mutually supportve.
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VII. Financial Plan

Total project cost {s approximately $14, 267,000 of which
AID will finanze $10, 700,000 on a grant basis. The balance
will be financed by the Governmert and other indigenous scurcss.
The AID contribution is proposed to be on a grant basis because
of the high risk, experimental nature of the pilat.

$2,280, 000 in ATD grant funds will be reserved to finance
tachmical assistance. This will provide a total of approxirmataly
228 man-months throughout the project, for expertise in accounting,
data processing, record keeping, or other credit relatad activities,
as nseded. Cost per man month, including overhead and ‘ee, is
estirrated at $10, 000 of whkich $2,000 represents local support and
$8, 000 {oreign exchange costs.

An additioral $393, 000 will be for training in mizal credit
procedures and other areas 13 needed. This will permit sne
month's training each year f{or approximately 246 (two per lending
unit) operational level employeea. Overseas training will also be
provided f{or 10 officers of credit insttutions.

$110,000 will be ecarmarked for data processing and Accounting
equipment.

Tke balance of the AID graznz, 57,917,000 will He :3ad o
reimburse the lcans extended by eack silot on a fxed-azouxnt-
reimbursable (FAR) basis.

Cn the average each lcan is expacted o ba for Ti 200 (540)
The AID grant will cover 75 parcent, for each such lcan u=der a
two stage reimbursement procesi, as follows:

l. For each loan extended urndar tha pilot projecs, AZD
will reimburse 37.5 parcent (515 for a $40 lcan).

2. For each locan fully repaid by the Yorrowar, AID
will reimburae an additdoral 37,5 parcent,

Trus for each lcan axzanded and succasafuly rscovared,
ALD will reimburan 2 total of 75 parcent, up to a tctal of §7,917, 000,
Approximatsly 260, 000 (ndividual lcans may ba Zranced undaer this
program,
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It is expected that the number of loans processed each yearx
will gradually increase, with approximately 60, 700 loans made the
first year, 85,000 the second and 118, 000 the third, On this basis
axpenditure of project funds is projectad as follows:



1. AID

TOTAL

Tectinical Asgistance
Training

Conmcaiitica

Crerhesd
Cepitalizstion (FAR)

TUTAL

Teclinilcal Asalatance
Trainirg

Ciagelitics

Uverlicad
ta;itallzation

3. TUTAL LoJECT PUNDS

P‘!t’.ﬁ”"

Punls -
mJ. o f l-a‘.tf'ui f.r cach 'Jﬂ!t

Tiahnlcal Assistance
Traluling

Ciaamditics

Crertosd
Capltalizetien

ezl Credit Unlt

PROJECTED EXFINDITURE OF PRGJECT FUNDS

3.k = 123)

Ave.$NO per loan)

Belutwirscun .t Yiru;le, cech lcan u"co)

Ui aeding luen
Uee

¥

BUTE:

Teowretry

$149, or 37.5%
$15, or 37.4%

Tase Tigures are 11lustrative.
&f lcans cxtetded, techinical assistance provided, equipment financed, and training undertaken.

11/18 18/19 79/80 TOTAL
$2,930 $3,670,000 $4.100,000 $10,700,000
840,000 960,000 480,000 2,280,000
164,000 160,000 73,000 393,000
110,000 - - 110,000
1,820,000 2,550,000 3,547,000 7,917,000
$__61,800 $1,155,500 $1,519,700 $ 3,567,000
8,000 - - 8,000
19,600 302,500 333,500 911,000
608,800 853,000 1,186,200 2,648,000
$3,821 60 $4,825,500 $5.619.700  $14,267.000
6k0, 000 960,000 L80,000 2,280,000
168, 000 160,000 73,000 k01,000
110, (00 - - 110,000
&1y, 000 302,500 333,500 911,000
2,429,800 3,k03,00 k,733,200 10,565,000
$19,7%6 §1,6467 $38,480 $65,893

500 loans 700 loans 1,000 loana

TARLE 1

Actusls will be dotermined by the actual mumbers and amounts

2,200 loans

-2 -
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TABLZ 2
SMAURY QF FCREIGY EXCHAIGE AND LOCAL CURRENCY COMPONENTS
($000)

= Le oL
AID - TOTAL $2.37 $8,313 $ 10,7¢0
Tachnical Assistacce 1,824 426 2,280
Zrainirg 393 - 393
Commodities 10 - 120

Overtead - - -

Capizalizaticn (PAR) - 7,91T 7,917

BDG - TCTAL - $ 2,567 $ il:éz

Technical Aasistance - - -
(nin -, 8 8

Camoditiea - - -
Oversead - 913 1
Capizalizazicn - 2,648 2,643
porreT - $ 2.7 55,580 $ 14 247
Tachnical Asaistacce 1,824 446 2,380
Trataic 193 8 <
Comantltlea 110 - =0
Cverzead - )8 s
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PROVECT SPECITIC IOPUTS

TPCHENICAL ASSISTANCE . TOTAL
Creddt Speclalist 16 m

Data Prcessser 6 =
Zvaloaticn Specialist 16 =
Anthrupelogiat, tecdalogiats 4 =
Acccuntazt  lt =,

Reccris Specialist 13 em
Other 0 =

TRAIXING -0l
Shers Ters, tneccuntry

mideCountey
g.3.
COMMCIT T o WAL

Hinsolimpurer ang Accesscries

fapd-cperates iocing Macnizas

-y
Vo e ea

CYrrEL Y .

Cerice Iiave

Autisirg

AT Ty

TOTAL

$ 2,280,¢c0
160,000
260,0c0
360,000
240,00
240,3C0
2€0,0C0
180,000
180,0C0

$ o300
169,000
20,000

12,%¢C

3 a2 500
-0C, e

23,300

$ 813,060
;YT 00
190, 0

h, e

ORI

TABLE 3

ADD ).}
$ 2,2680,0m0 -
160,000 -
2€0,C00 -
2€0,000 -
240,000 -
240,000 -
3€0,8 -
220,c00 -
120,¢c0 -
$ 1187,¢6 ¢ 8.co
164,000 -
19,000 5,200
%,2C0 1,020
$ L1t .icC .
2IC,KC -
:u.ccoi -

|}
%<»

$14,067,500



VIII. lementation Flan

The principal entity with responaibility for administaring
this project will be the Bangladesh Bank. The Bank presently
is the chief landing institntion in Bangladesh, with policy and
operational authority over all other banks., Accordingly, lines
of authority required for this project will correspond to lines
that already exist and function effectively.

The Bangladesh Bank will convenes and chair a project
committee, which will establish, at the cutset, overill guidelines
{or undertaking the small farmer credit pilot project and will meet
regularly throughout project life to review progress and problems
in implementing the pilot, The committee will include as members
high-level representatives {rom nach participating bank, the
Bangladesh Agricultural Develorment Corporation [BADC), the
Integrated Rural Development Program (IRDP), the Ministries
of Agricultare, Finance and Planning, AID, and others as
appropriats. Representatives of other donors involved in rural
credit may be asked to participate as well,

The Bangladesh Bank will issue policy and procedural
directives enabling member bazks to parzicipate in the project,
and will make availatle to each such bank, where needed, sufficient
capital to initiate it3 pilot pro sct, Directives will permit the
raising of the intercst rata {or loans made under this project, the
waive - of col itaral requirements and establishing of incers ive
savings ratas and termas,

Each participating member bank will proposc a number of
branches to undertake the pilot; in addition, BADC will propose
a sumber of {ertilizer dealers for participation, and JRDP will
propose Thana Central Cooperative Associations and primary
societies, Al such proposals will be reviewed and approved by
the project committee to assure representative coverage of rural
Bangladesh, and to minimize over!apping, While competition ia
certainly not o be avoided, the objective of the pilot {s to test
a8 many modals over as wide an area as possible, and to do s0,
bunching of models should be minimized. Selection of pilot arsas
and the bases thareforewill be addressed in the PP,

The Bangladesh Bank will establish a system, perkaps
paralleling the AID reimb rsement system contemplated for thia
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project, which will provide strong incentives to each participating
bank or credit entity to extend as many loans under the project as
possible, and further to recover these loans in a timely fashion.
This system may involve grants or concessional loans to lending
units with good performance recc- is, incentive awards to managers
and operational staff, or any other methods consistent with good
business and banking practices.

Specific needs Hr technical assistance, accounting equipment
and short-term training will be identified by the project committae
and plars and Hdmetables dsveloped for provision of these inputs.
Contzacdng for technical assistance may be underaken by the
Bangladesh Bank or by AID; howaver, in either case, responsibility
for and supervision of consultants will be by the Bangladesh Bank.
In-countzy training will be arranged by the Bangladesh Instituts of
Bank Management with the agsistance of the consultarts, and
foreign training by AID.

The project committee will plan and a-range for promotional
acHvities to be carTied cut by each participating credit extity to
encourage the 1se by small farmers of credit orovided under this
project, to emphasize ard advantages cf fmely repayment, ard to
promote ':s program for increased rural savings. Zack pardicipatdng
entity will, within the guidelines esmblished by the project commires,
develop and operats its own small farmer credit silct., Assismznce
of consultants may be requeated and arrasged through the orojecs
commitiees, as may special training sessions for scerazcral saif,

Records of lcans extended and loans recovered will be kept by
each baak branch or other credit unit and forwarded threough the
parent organization to the project committee, The project commitiee
will forwacsd the datra to AID for spot verification and reimbursement.
Such reimbursement will be made to the Daagladesh Bank, on Seralf of
the Goverrment. Similarly, records will be tept of the progress and
scope of incentive savings program :o determine the effectvanass of
the effort in mobilizing ruml savings and its relation ‘o tha costs of
the credit program.

Each of the pilot modols will bae carefully evaluated 2n a
pericdic basias throughcut proiect implemantaticn, The evaluaticn
procass will ba the «ny t0 identifying tha mcdels which 1ra 11 face
successfully reaching the targat Jroup, fmancing its anaeda, recovaring
the funds for continual re-use, and providing acmive incentivas t0 {ncreased
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savings on a basis supportive of the credit program. A set of
specific standards will be developed against which to evaluate

each model,

Standars will be included for the following

categories of criteria, and others as appropriats.

1. Business and Financial Critaria

Is the intarest colliected sufficient to cover administrative
costs, unavoidable losses, and a reasonabls profit?

Are administrative coats, including costs associated with
collections, reasonable ? Can they be reducsd without

Wktat percentage of loans is recovered? Where recoveries
amount to less than 100 percent, what changes would:
{improve recovery performmarce?

From a business standpoint would the medel being
evaluated to a worhwhile acmivity for the credit
insdtution to continue even aitsr termirzation of the

Are the ranyge cf intermat rates azd terms for the
incentive savings programs providing incresased savings
at a lavel azd return suificient 0 sel! &narce 3 condmiing

Are loans granted quicidy, the same day?
Ars application procedures iimple?

Ara loan amounty, disbursemen: asrangements and
repayment schedulas nailored o individual horrowers'

A.
B.
reducing effectivenass?
c.
D.
AID project?
E.
credit program?
2. Target Groun Critaria
A.
3,
C.
needs?
D.

Doas an acceptable proportion of Sorrowars {fall within
the targat group? s an acceptable proportion of all
mrgat gocup mambary in the test arsa maxing use of
the credsit?
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E.

F.

3.

Axe target group members put off by any aspect
of the credit offer, e.g., intsrest rats?
Are borrowers appreciative of the need to repay,
and of the value of a good credit record? Are
borrowers effectively rewarded for good performance
(larger amounts, more flaxible terms for subsequent
loans)?

Devasitors

Are deposits, savings and share purchases coming
from all strata of rural farmers? What groups
remain untapped and what incentives would be
required to reach them?

Evaluation will be conducted jointly by the Bangladesh Bank and
AID in accordance with a set of procedures and schedules which
will be described in detail in thm Project Paper.
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IX. Project Develooment Schedule

USAID is conducting a survey of farmers to determine their
actual sources of credit. The survey will identify farmers by size
of holding and other variables, to emable determination of the
characteristics of the group currently excluded from institutional
credit sources. Results of this study will be incornorated into the
final project design. ’

In preparing the Project Paper, USAID will draw upon the
study undertaken for AID by Resources Development Associates
the experience and nowledge of the rural credit project officer
in the Dacca oifice of the World Bank, AID/W TDY, and others.
The Project Paper will be preparad tn consultation with and with
the assistance of the Bangladesh Bank, the Ministry of Planning
and others,

USAID Project Committae:

Robexrt Nachtrieb, CDD, Chairman
FEdward Rhatigan, PRO

Artnold J. Radi, AGR

Joseph Stepanek, PRO

Lauryn C. Drengler, CCNT
Douglas D, Robertson, RLA



X. Pre-Imglementztion Actions

Major pre-authorization work to be done will bae to develop
details of each pilot model, select pilot areas, define target
populations by area, analyze capabilities of each participating
institution and changes required, designats lending units for saach,
Assess persomnel requirements, prepare simplified locan application
procedures, work out intermediate financing procedures (i, e.,.
flow of capital through each participating organizaton's central
and fleld structure), detsrmine the range of intarest ratess and
tsrms necessary for effactive trail of an expanded rural savings
share and dividernd program, establish the ranga of such intsrest
return in contaxt of the prospective cost of the loans, and identify
initial consultant and training requirements.

Firm cost estimatas and Himing will be developed for inital
consultants, project equipment and for the fSirst training sessions.
Scopes of work will be prepared and requests for expressions of
intsrest published for consultants. Prelimirary arrangements for
training sits, topics to ba covered, course matsrials, etc. can
be made. All of thess acHors are to ba carried out by the
prospective partdcipants in the Project, coordinated by the
Bangladesh Bank and in consultation with AID.
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- e mism PROJ ECT DESIGH SUMNARY Lo of Puojoggs
LOGICAL FRAMEWORK Feom FY se Fy_30
o i s
Pougent Tado 8 Mk SMALL FARMER CREDIT PILOT 388-0025 Dale Prop
WARRATIVE SAGIARY O8JECTIVELY VERIFIABLE RIDICATORS WEANS OF VERIFICATION WPORTANT ASSUL TIOR3 ~
== 2
Pess “: ter Cond. Tho boosdar abjonsive to Mecserss of Gosl Aclioveaat: = Assumpilons for achioving geal sargets:

Establlishuneat of an alfeciive natlon-
wide Institulicssl credil aystam
providiag credil to amall farmere
and olhar smmall rursl producers.

10% Increass ln mumnber of loans
saulended lo small farmers and
olber amall rursl producers.

USAID fleld surveys; reporis of banks
and olhar implemeniing organizatlons;
Bangladeah Government Agriculiural
Census dala,

). Rural savings polentlal provides
s bagle lor self-flnanciag -
replication.

2. Bangladesh Governmaal and
credit instilutions continue
thelr suppori for project
objeciives.

Poojuct Panposes

Developmnent of oms or more replicalls
saosdel aystams of sgricultural credit
for amall farmiers and othar small

mursl preducers.

Conditiens that will kadicote puspose hos hooe
ohioved: “.‘Hulllﬂu_.

Al least one ol ths modele tasted
Mentllled as capable of sxtendiag
credit o the largel group, operallng
on & sell-flnancing basle, and as

bLelag susceplills to replicatlion
thsoughout Bangladesh.

USAID project moaltoring; joint
Governmenat-USAID project
evalualions; Implementing
organizallons’ reporis.

Assumpilons for achloviag puepeser
Individuals In larget group are
financially viable, i.e., capable
of repaying loans and willing to
borrow from institutional scurces.

[ - W

Semall larmer credit models, fully
lsslied an & plict operation Lasls.

Mogaiicds of Qospatn:

Al leart live models, sach ln
operation for Lhrees ysare, with the
ol Jectives, Ly tha end of the pllot, ol
ezlonding short term producilon

USAID project moaltoring; jolat
Government-USAILID project
evaluations implemaaltling
organizaiions® reports.

Assumpilons lov achioving suipuls:

Implementing organizatioas .
remala willing and able to
commit qualified personnel
and sulficlent resources to

credil lo smsall rural producers and thelr pllots.
of lunctloning oa & sell-flnancing
Lasle,
L Touget [Type :ﬂﬂ-—uql .
Allgl. 228 nan-n 3 AlDy 1, AID contract monlioring; Assompilon: dos proniding lapete:
2. 758 sman-monlihs; 2. AID project records al:! trip BDG §s willing to mal. legislativae

AlD, ;. “‘E‘:'A..hu.‘.i
-« Tra 3 -
3 Ac and Data Processing

4. l":l lisancing for credit

BIDGe B, lalstive amd gullcy changes;
2. .:sz R >

ol project sesuarces.

3. ):lﬂ hand Mop.nlul calculsdon
one n
. 'm,mn :n..:“"‘“"‘"""' l
ola Lt Mnancl 10.7 mill

BDG, r.'?.ll.l:-u ull: 2‘ Interest
and collateril policles;

2. Taka rescurces, olfllce spacd
aend sana ar,

H
BDG; I,

Total contulbullon at least §$). 6 mil. )|

tplpo - nd skl
- Procuremant and s
g_wml{{. lstlcs mﬂ:

8.
BDG gazelte and ollicial notice

- 2. BDG Gevernmont orders and
lmplemontating organlzation

reparis. -

M.

ST BoliEY changes roquiged; pnd
funds avallable,
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™ SECSTATE WASHDC
70 AMEMBASSY DACCA

UNCLA§ STATE 187978
SUBJECT: PROJECTY 388-0029, SMALL PAEMER CREDIT == PID REVIEZW

SOMMARY: Subject FID has been reviewed and Missicn is authorized to
prepars FRP accelerating project to FY 77 takdrng into consideration -
followirg comments and suggestions. Pnd SMMARY,

l. %We concur generally in ccaotent and ayprcach of PID, and specificsally
concur in izportancs of Small 7arzer Credit to achieve sector goals, in
the pilot or tast apprcach presented. In definiticn of Small Tar—er
porulatica to be served, in incressed intersst rates for both rural
savings and lcans, and in the idea of tasting and evaluating varicus
credit systems before engaging in a naticnal small farmer credit prugram.

2. We khave follcwing carmments or suggesticns for Missicn o ccnsider in
preparing FRP:

(A) Assuaptions (fage 10) seem to r~elate only to gcal and to conditicns
needed LT small farmers are to use credit effectively. Asyumpticna for
this project, we suggest, should also relate directly to jurpcse acd
cutputs and might lnclude such things a3 willirngness of ccoperatizg
instituticns %o participate in the project and accept zew s=all far—er
credit systems, availability of qualified Bangladezh jerscrrel, ard
willingness of farcers to Sersow from and repay cocperating fassiTuticns
u3ing cew credis systems.

(8) As cbjectire of ihis zroject f3 design, “esting and evaliaticn of czall
farzer credit systezs, PP skculd contaln at least prellsmizary lesigm, test
and evaluaticn speciZicaticns and criteria. Tiere shculd be a prelixiracy
Justificaticn of areas selected for %est cperaticns and prelimtr-gsr
definiticns of small far=er target jopulaticn {2 each %est area. :inal
analyses these points may bte delayed for FP42 desired,

(C) To provide scme basis fer judging replicability, L succesafal, of tast
systems FHP should ccntain at least prelimizary aralyses <f =anagezent and
financisl scurdresa cf Xrishi Bank, Scaal! Zask, and IRDP-TCCA's azd 2AIC,
their presegt fara credit cperaticns, and ¢f changes required o fzactall
test systens. Zizal analyses zay be delayed %0 7P !? dasired.

(D) T™e PEP sheuld ccntaln at lemst a prelizi ary analysls cf ‘oteress rates
Becessary for retuwrn %0 raral savings ard zcat of small farmer credis %o
approach “The Coclal “cat of Capital.” Illustrative fntereat ratas used

in PID seem low but ve “avw no basia Zor ‘udgmens. Flzal iatarest rata
analyois zay be delayed for PP L desired.
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(E) Design of test small farmer credit systems shculd include scme provisicn
for computing or estimating full coat to cooperating instituticns of :
Foviding small farmer credit, including costs of any extension supply,

.-Or markgting services provided and costs of small farmer credit delinguencies
and write-offs. This will later assist BDG policy officials in detarmining
if costs should be fully met by interest rates charged mmll farmers or if
small farmer credit should have scme subsidy.

] (7) PID proposes tasts of three small farmer credit systems or models' ==

, Erishi Bank, Scpali Bank, and IRDP.TCCA primary cocperative sccieties.

! \ These tasts cover the public banking, the ccxmercial banking, and the

S cooperative approaches to small farmer credit, but 4o pot including supplier
credit. We suggest that the Missicn consider a fourth approach for testing =
that of providing small farmer credit through dealers and supplier vho
provice small farmers with productiocn, and possibly consumpticn, goods cn
credit. BADC {tself might beccme a major credit supplier in this vay and
could be considersd in testing this apprcach.

(G) T™e subject of collecticns does oot seem to be stressed in the FID and
ve. suggest that in the AP ard 7P callacticn of small farmer credit e
\exphasized acd included in the design of the test svatems.

* (2) Be development of the project (pages 1l and 12) cur feeling i3 that
' visits of Bangladesh officials %o other countries particularly the Puilippines
' vith szall farzer credit schemes vould probably be =cre productive at this
tine than visits %0 2angladesh by credit officials of cther countries.

(I) ¥e suggest Furpode of rewritten to say quote %o develcop a replicable
patico~vida zodel system of agriculiural credit for small farmers in
Bangladesh, Unquota. FRP and PP should contain izdicators which can Se
used to detarminas achievement of project purpose. 1

(7) Under the beneficiaries secticn of the FRP, she ccxmittes would like
$0 3ee a further expansicn of quote participating farmers unquots definisg
vhether cwner or tecancy status, vomen's edigibility to receive shorteters
lizes of credit should be discussed. Also, vhat percentage of m3en and
veoen participants xight be expected to participate in program. If vozen
vill oot be direct participants in the program, the sccial sector secticn
of FEP should address thcse factors precluding wemens' participatica.

(K) e concur with Missicn views co importance of small farmer credit and
reccmend accelerating <his project %o FY 77, ¥e also cocnsider project
experizental /research in zature and are exploring possidility of grant
funding eatire AID centributicn this project. Wil advise, X{szsinger
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BANGLADESH BANK WORKING PAFER

o suggest & voriable definition of "Small Zarmer”

Wien ve say "Small Parmer” ve mean a poor farmer vhose farm size
i2 mall, vho lives and operates at subsistencs or below subsistence
level, financial conditicn {3 the main thing that {3 intended to be
expressed. Financial salvency or otherwise of a firmer depends not cn
size but ca income from the farm vis-a-vis the family expenszes. farm
income depend on (1) quality of land, (2) intensity of crop, (2) jresence
or absence of irzigaticn facilities zh) valzerability or otherwise to
natural calamities. So it {3 difficult to arrive at an sccurate dsfini:ion.
As a mattar of fact all econcaic laws are conditicral. Jowever, assuming
that average faaily size in agricultural ccoomnity is 6-7 and that
{zrigated land gives higher inccoe than ocn-irrigated land (ireigats
belps increasing intensity) e zay say that farmers possesairg cultivable
lacd upto acres in {-rizated areas or 3§ acres in none-i{rrigated areas
can be treated as a szall Zarser, Covicusly ia this group there will e
landless share-cropper, :olders of cne bigha upto 24 cr 34 acres. The
firancial cend’ticn of different far—ers will be different. Ia this group
thery are farmers wno have capacity %o cepay lcans, There are scme who
have potential repayicg capacity and vho are totally umriable farmers.
Jarzara who are unviable cannot te provided wish credit f~cm {astitaticnal
scurces. o vhen we ccnsider small ‘ar=ers for bank “{rarcs then the
geceral definiticn bas $o te qualified. Zare again it reeds Se =eaticred
that size of fara 3 zot always (cdicative of repaying cspacity or
creditwvorthyness. The Srcad definiticon suggestad teresurder '3 %0 star
vith and (¢ zay have %0 be =odi’led “ased cn eyrerience.

A farmer havizg 1 cultivatizg ;FO33essicn zot more than %vo acres ard
& bal? of {roizated land cr three acres and a =al? of aon-irrizated larnd or
three acres of L{:rrigated ard acp=Lrrigreed combized may te treatead 13 a
szall far=er.

A 1mall farzar %o te eligidble for credit focm (nstisuticnal jcurces
=mst dbe ia tivaticg pcssessica of at least cne acre of {rrigated land
or two acres of oca-irrigated land of wnich at least O0.25 acre =ust be
omed by him. (Y., Min{mm cwnership of land has been suggested to
elizirate flcaticg cr xigratory farm laborer).

It zay be sasuzmed *hat abcut 20 lakh (2,000,0€0; fara familtes will
be in the zmall far=er category as per suggeated fdefinisicn.
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QUESTIONNAIRE FORM ON SMALL FARMER CREDIT

1. Name or Serial Number of Cultivator :

Village : Union :
Thana District :

Number of Dependents under the Khana:

2. Land Data (Local Measurement:. ., ., . ., . » . . oDecimal, ., . . . oe)

Land In local term In Acres (Homework)
Bought/Inherited/Both :
Taken Borga/Lagit/Bandhak :
Taken out on Borga/Lagit/Bandhak :
Total cultivated {n 1975/76 :

3. Crop Production Data of 1975/76

Income in Capital Distance
Takas Invest. of
Price at harvest Home- men: Source
Croo Tleld Takas/mau-xd work) (Qwn/Loan/Cradit) Scuzce (Miles)

(MOST 2MPORTANT INTORMATICN)

4. Marketing/consumption of crop during 1975-76
Crovo ToKeot for consumation 7 Sold o maet othar =.0.
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5,  Input Sources during 1975/76 .
Input Source Distance of Quantity On If Credit Available when
source obtained Cash/Credit Source Needed (yes/no
(MOST IMPORTANT INFORMATICN

A, Seed

B, Fertilizer

Ce Pesticide

Do Watar

E. Others

6. Do you need credit/loan? (Yes/No) :

7. Usual credit source (mention whether {riends/relations /money lenders
/shopkeepers/dealers/other) 3
Location of Source ; Distance {rom home:
(Hat/village/Thazna H,Q.)

8. Is any of the loan/credit giving agency (such as the JSB Cocperative/IRDP
/Commaercial Banks (give name) located BeArbY? (Ye8/NO)tesarrossecensas
'lhichonll........-...............Wh.ri
0.‘.&0.000'!000lmmc.oooalo.om.‘

9. Do these institute/institutes offer credit/loan? (X a8/ N e s e s s

Have you ever been there? (Y",No,o ® o 0 o 0 0 0 0 0 o WhETGess0se.

® ¢ o o o o 0 0o oo Whathappened?, , , , , , , , » Treated politely?..,

L T R T T T D!dm‘.tllowlcr.dlt? r{../NQ’o-o-o-ooo.oo-ooo

{or what amouxnt obtained (money/ {nput); mda/srs,
The
What was collateral ; Value 1 Tk

When did you get the loan ?
When did you repay ?
What did you pay as interest (%) ?
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10, What do you think of crop hypothecation instead of weual land
hypothecation to obtain loan/credit? {good idea/bad ides/
don't kaow)

ll, Would you take advantage of credit/loan/{rom ary of the institutss
where i zo lazd hypothecation or complicatian is involved but you
will need to pay 20-25% intarest on loan/credit obtained?
(Yaa/No):

Interviewer Dated:
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Analyses of Small Farmer!s Return for Usieg |3 Percent
Production Credit at Various. Prices, for Local and HYV Paddy

Farmers Cultivating Cne, Two azd Three Righas,
8 ’ 4

1. Loecal Paddy:

Price T, 40 zer maund,

Assurmpticons:

eld: 25 maunds zaddy and 25 maunds straw per

Zxcept a3 noted, all lator i3 family labor, requiring

. 20 caah cutlay,

Seed i3 xept !

s arevicus crep, 30 fo cash sutlay
{or seed required,

Loan i3 taken ior en
at 13 percent te

Costs 1 Digha 2 Blyhas 1 Bleghas
l, Seed - - -
a2 Fertillzer e H Tx, 38 Tx. 132
), Peasticide - - -
4, Tranaplanting ? 18 27
5§, Pleughing 30 60 90
9, Harvearing 18 27
T Threahing 13 )0 43
8, Irrigation RELE 309 50
9., Total Caats -57 514 T
10, literea: L) _ba 134
tl, Total to ua 102 333 378
repald
HOTE: Labor zosts ahove are additional 1o Jamily and

requirs cash paymant,
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B. Gross Return
le Paddy @ Tk 40/md, 333 667 1,000
2, Straw Jd Tk.!l/md, 8 17 25
3. Toml 34l 684 1,025
Net Return
1. 8. mizus A 49 101 150
2, Parcesnt of cost 17 17 17
Loca' Paddv: Price Tx.60 ner maund
Assumptions Same as above
1 Bigha 2 Bighas ) Bighas
Coaeta <92 583 875
Grosa Retum
1, Paddy 7 Ti.60/md. 500 1,000 1, 500
3. Straw 3 Tk, l/md. 3 17 35
J. Total 508 1,017 1,828
Net Return
le. Dmura A 216 434 650
2. Parcent of Coust 74 74 74
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HYV Paddy: Price T 30 per maund,

Assumplions: « Yield 41,5 mdd, paddy and 41,5 mds, straw
per acre (3 bighas)

= Seed must be purchased.

= All other assumptions as above,

1 Bigha 2 Bighas 3 Bighas
Costs
1. Seed 22 44 56
2. Fertilizer 88 176 264
3. Pesticide 20 40 60
4, Transplanting 9 18 27
5. Floughing 30 60 - 90
6o Harvesting 9 18 27
7 Threshing 15 30 45
8. Irrigation 130 300 450
9.  Total 343 686 1,029
10, Interest __i __23_ __]i_?_
lle Total to be 189 779 1,168
repaid
Gross Return
1. Paddy @ Tk. 415 830 1,245
30/md.
2. Straw 9 T, 14 28 42
1/md,
3. Total 429 858 1,287
Net Retu-m
1, B minus A 40 79 119

2. Parcent of cost 10 10 10



HIV Paddy: Pri~e Tx, 50 per mmund.

Assumpticns: Same as 3 sbove.

Grosa Return

1. Paddy @ Tk, 50/md.
2. Straw @ Tx, 1/od.
3. Total

et Return
l. B atms A
2. Percent of Cost

369

692

2 Bighag 31 Bighag
™S J.‘,J.68
1 ,383 2,075
28 L2
1,h11 2,117
632 gho
a a1
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PEELIMINARY COST DATA Page L of 2
AND FOTES

A, TECHNICAL ASSISTANCE

For expatriate consultants an arder-of-magnituds figure of $10,000 per
man-acoth is used, of which $8,000 represents foreign exchange costs and
$2,000 local costs. A total of 228 zan-months i{s programmed for a total
cost of $2,280,000 of which 1,824,000 represents foreign exchange. costs
and $456,000 local costs.

B. TRAINING

For short term in-country training, it is assumed two smployees froem
each of 123 credit units will receive cne zonth's training each of the
three years of the project. Training, transport, per diem, etc. s
estimated to total $5C0 per zan-monmth. A total of 738 zan-months of
in-country training {s anticipated, costing $269,CC0. Of this figure,
$50,000 {3 for expatriate credit experts frem Thailand, Philippines, etc.,
and the balance local costa.

Ten senicr Bangladashi credit persocnel will be sant abrcad for
short term training. 2ight w111 be sent to the Philippires, Korea or
Thailand to cbserve functicning srall farmer credit programs for a
total of two can-months each. Cost {3 $8CO Fer ran-month plus $850 per
participant for air fare. 02 the latter figure, $200 represents a BIG
contributicn (2angladesh 3irzan, Cacea to 2angkck and retura).

Two senior of®tcialy w111 8o to the United Ctates for two zonths
each. Coat {s 3$1,7CO per =man-cecath plus 32,5C0 per sar<icipant for
airfare. Of the latter, $1,5CO will be a BIG comtribusicn (2angladesh
Bizan, Dacca-Lenden and returm),

C. comMomITr=s

A smell computer for zeeping records on each of the 123 lending
units i3 planned, for installation at the 2angladesh 2ank, $1c0,c00
is prcgrammed Zor this purpose. Also, two hand-crack calculators for
ench of the 123 units, plus several at regicoal and central levels,
will be provided, at an estizated cost of $30 each. $10,CC0 {3

budgeted for this jurpose.
D. QVERHEAD

It {3 eatimated that of’!ce facilities, {ncluding furndture, will
average Tz. 1,00 (367) per zcoth for emch of 123 uniss, Cver the
three year project pertiod this will cost $297,CC0 (123 x 367 x 36).
Ao average 3ta’? of ‘wo aid-level professicrals acd cre sub-prcofesaicoal
is asgumed %0 be atiritutable to the pilot at each of the lending unitcs,
Total salary costs are estizated at Tk, 2,000 Fer unit per acnth, or
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$500,000. In additicn, ten lccal auditors, costing Tk. 1,000 per zan~
momth will be fully occupied throughout the project (Tk. 1000 x 10 x 36 =15
= $24,000). Costs are estimated to rise at 10 percent per year.

B. CAPITALIZATION

A total of $10,565,000 will be availabls to extend as credit to .
soall farmers. At an average of Tk. 600 ($40) per lcan, approximately
264,000 loans will be extended during the pilot. For each such loan AID
will finance 75 percent, or an average of $30 per lcan. The Govermaent
will assume the balance, totalling $2,648,000.
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CURRENT SAVINGS RATES AND TERMS
COMMERCIAL BANKS, BKB AND SHILPA BANK (SB)

Types of Deposits Commercial BKB/SB*

i) a) Special notice accounts
or deposits withdrawable 5%
at notlce of 7 to 29 days.

b) Special notice accounts
or deposits withdrawable 549
at notics of 30 days or over.

1) a) Savings Bank Accounts with
chequing facilities. 6%

b) Savings Bank Acccunts without
chequing facilities, i.e.,
accovats from which withdrawal
are allowed through withdrawal
slips ard on producton of pass
books only. 7%

{44) Filxed (or term) devoaits:

a) For 3 morths and over but
lesa than 6 months. 7% 8%

b) For 6 months and over but
less than one year, 7.50% 8.5%

¢) For onae year and over but h
less than 2 years, 8.25% 9.25%

d) For 2 years and over but
lass than ) years, 9.25% 10,25%

e¢) For 3 yrars and cver 10,25% 11,25%

s The Bangladesh H:-iahi Bank and Bangladash Shilpa Bank arn allowed
to pay intaraat on term dapoasits, except deposits recaeived {rom othar
banks and flnancial inatitutiona, at highar rates to the axtent of 1T above
the prascribad ratas,
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CURRENT SAVINGS RATES AND TERMS
COMMERCIAL BANKS, BKB AND SHILPA BANK (SB)

Types of Devpcsits Commercial BKB/SB#*

1) a) Special notice accounts
or deposits withdrawable 5%
at notice of 7 to 29 days.

b) Special notice accounts
or deposits withdrawable 53%
at notice of 30 days or over

ii) a) Savings 3ank Accounts with
checuing facilities. 6%

b) Savings Bank Accounts without
chequing facilities, i.e.,
accounts from which withdrawal
are allowed through withdrawal
slips and on prcduction of pass
books only, 7%

{11) Fixed for *erm) devosits:

a) For ) months and ovar but
less than 4 montks, 7% 8%

b} For 6 months and cver but
less than one year. 7.50% 8. 5%

¢) For ones year and cvar but
less than 2 years, 8.25% 9.25%

d) For 2 years and avar but
lass than 3 years, 9.25% 10,25%

e) For 3 years and ovar 10,257 11.25%

¢ The Bangladesh Xrisni Bank and 3Bangladaesh Slhilpa Ban'c are allowad
10 pay intareat on tarm denoaita, excapt daposits saceived {rom Sthar
banks and {nanc:ial {natitudons, at higher rates to the exren: of |™ abovae
the prescribed ratas,





