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SMALL FARMER CREDIT PILOT PROJECT 

L Priority &l1d Relevance 

The parpo.e of this project will be development of one or 
more repllca.ble model systems of airlcultural credit for small 
fanners a.nd other small ru%'al produ~flrs. U The lector goal to 
which t.bis project will Iud will be e.tabU.bment of an e!fective 
nationwide in.t:itutional sel!·.financing c:oedit system. providing 
c%'~dit to small farmers &l1d other .unall rur:Ll producers. 

The project will test a. number oi model, in l:lClbill.dng of 
rural .:. ... Lng!, extending credit to the t::I.rget group, and equally 
im.po rtLnt , in recovering the loan. !:.o.m that group. Assuming 
one or more oi the Clodeb proves 5uccessiul, a. follow-on project 
will finance its replication throughout rural Bangladesh. Hence 
the goal of th:i.t project will become the pur,?ose ci the la:ger 
follow-on project3. 

II USAID lu. .. developed the [allowing definition of tb.e t::I.rget group 
to be addressed 1:1 thl. project: 

Non-dependent ru:al dwell"r~ ove%' ~ge 18, cultivating 
ten bigba-, (3. 3 ~c:es) or les", irrespective of whether 
cultivated ~l:d L" awned, rented, 5l;arec:opped, etc.: 
andlor ear:ring le:u than T~<. 3,000 (SlOO) pe: .,ea.: [:oom 
all sou%'c es (!3. :-:r.ing, dOl 'f ~bo ring, rl c1t3 b.3. w d :i°ri.!lg, 
fishing, etc.). 

The definition i!lcludes no~ -:n1y SI:"'..all. !=l:melS but a1.,,0 3.ny ather 
relatively poor bor:ower, 1:1 need of c:edit for p.roducn·,,, ?U--POlSOS. 

Vll't1l&.lly ill r-l-~ emJ:loyme.nt is rel.3.:ed, di:~c:ly ar lndi:ec:.li", to 

the production af food or liber: lutnce t!le project CUe, .a.lt..~ollF.b 

perhaps :ni~le&di:lg, ·vUl rema.i.:1 "S~U FAnner C redi:". TollS 
definition just cited rr.:l.'f be :,tUined du..-ing !unher !:Jrq,ct dov~lopmeo:. 
Althoullh par!u.ps leu than id.,<l.l (:00 ~gric".lHu~l, .soc~l .l.nd economic 
.tandpoinu, the deii:li don 1-.;u ~:I iu j)r...nci pal .a.dV"3.L' t3.g., J.d::"'..ini3 tr,. ::i",e 
IimpUd:y !roo the perspective of project l.!nplemeot:ltlQo .u:d "'nl~tioo. 
A more complax .l.nd perhaps more realistic definition of thIS sr.~ll !.l.:':na:: 
developed '0,/ the b.a!lk:i%lg cor:ununit"I of B4og~delh. i.1 i:cluded &t 

Att?ch.oo:ll'l:lt C. 1. 
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Although comprehensive l..lld accura.te dat& is not presently 

available, it is apparent that the majority of Bangla.desQi farmers 
lore poor and cultivate very small holdings o£ La.nd. averaging less 
than three a.cres per rural hou.se.hold. These households function 
at or near the subsistence level of productivity, substantia.lly below 
the cropping (and income genen.tion) potential of their small plots 
oi land. 

The Government of Bangladesh, AID a.nd other donors have ~m., 
increasingly to foc:tU on these small f:1rmers. with a. ~-fold objective: 
to inc::-~se thei: share of the national income, a..nd to inc:ease the 
productivity oi ~e land a:ea tbey cu.ltiTc1te to a.ssist Bangladesh to 
become ~or~ Ilea:!., se.l.! su..fficient in food production. Major 
a.ssi.sb.nc~ c.3.S accordi.:lgly been provided to i.I:'lport fertilizer, 
spread the use of high rielding 73.rieties, and make avail:J.ble 
! ·rig3.t:ion equipment. A disproportionate share of these :,eneiits, 
b.cwever, in-n.riably goes to larger fa:mers, who h.3.'7e tl:.I! economic 
and politic:Ll lev~r:lge ::leeded to enable them to t:1ke care of thenuelves. 
The rela.ti'7ely srn.all i:l::-:ners h.:1'7e generally been e...~luded !:om 
recei7i.:lg the input:s !"equired to inc.:'ea:se thei:, producc'''rity and 
their incooe. A r:!.:Ljor obst:l.c1e for HIlall f3.r~ers i, tLe absence 
ot a. functioning, ei!ecti..,e, bi:l., priced c:'edit system. Although 
& d=..,-sCJlson, i::'ig3.ted hTl c:-op m~., gencnta a ,ubst:ln~l 
retu...-:1 an in..,,,s t:nent, ~ti.ll:.be im7~ltt:nent ~3 ":igh in :.be !..i:H L"l!St:lnce. 
l.&rg&r !3.:=0 r:s !:3. '/~ ~e .,.,he r6wit~1 ~ ~3.ke t.:o in..,es t=..e!!t; :str..3.11e::' 
ones do Dot. 

:'xistin'l c:,,~di:: in.H=.::util:ln:s .lll ccnc.!..:l 'yster.-..3.::'c 'oUJelt 
ag..w t 5ll"..:U..l !~ :-:".'le!':s 3.I!ci a the r :"'".l!'31 ?OO r. unci:=o ~g:l ~i.:lg i.s 
U1varl.1.bl, required, w:-.i!o 'fer, fC'IT prospec::iv6 ;,or:-owe:-:s b·/e 
Eree title to ~ai: l.-l~d ar even own J..lly .It .111; .lppUc3.::'on !or:ns 
are ldIlgtby .1=d COCl?le.x whlle :nost :"'"..1::"'11 dw'!ller, .J.r·, illiten.ta; 
ereciit i..."1stit".ltion.3 function :nost "illcientl, lend!..:lg ~:ge 3\L·:U 

while t~a:lt :"'1::':11 dw"Uar:s e~,:h ::leed oni, 'f(H,/ :sm.Jl.l :unounts. 
From L~a H;\::dpobt a{ ~hn ::l:l;orit"'{ o{ !.3:::lCH:S Ln 3..J.::lg~dallh, 

the door:t o{ b4nlu .J.::d cr.Qper:1~·'~:S lu..,,, jim?l, ::lot :,.,.,n open 
to them. '::lair 001, 'Cl1!'C'" of ~:,~d.i: for crop LnPI.H', c..J.pit;ll 
exponditu!"1HI .J.r.d consumption, .1;. ida !:-om !.lrnillt.u .lod !:!ands, 

http:illitera.te
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have been local money le1!d3rs, who ca.ter to their ca.pabilities -(z:nost loans a.rt. ba.ted O'A verbal agreemenU), a.re known to them 
personally, and who a.re more than willing to'conduct business wi'lA 
them. Their wi.llingness stem..t principally [=om their virtual 
mcmopoly poaitioll :ll rural credit, 03.nd their highly .. lSurious a.nd 
pzefitiLble fiua..nc e cha.rges. 

!'he Government has recentl~· 3 ccorded high priority ,tatus 
to the objective of c:a.king b..stitutionoU c=edit work fur :lm.a.l~ far::c.ers. 
The Bangladesh Bank (the -.:entr:ll bank of. Ba.nglade~h: has in.,t=uc-:ed 
all members oi the banking commu:rity, both domestic a.nd foreign, 
to lallIlch F~ogr.uIl" t:3.rgeted to small fa.:-:ne=s. !n June, 1976 the 
Bangladesh Bank approved J. too:al agriC".lltu:-al c=edit level for a.ll 
bank:s of T..-<: 65.85 c=ores (,s.t3.9 million) for 1976-77, =epresent:i!lg 
a. 33'" mc=ea.se ove= 1975.76. The Bank l:t:st:'"J.c!ed aU c=edit wtitutions 
to a.ssure that smill 3.lld margin:ll f3.r::ners 6ct t.hei: "due sr~rell oi 
inatituticnal credit. Wbile the cou=se b." thus been ,et, the credit 
community in Ba.Ilgb.des~ compri.sin~ cooper:.t:i-Ies J.::d suppliers .1.S 

well as bank:s, will =equire subet1:ltial i...,,,i:Jt:l.nc~ :0 J.chinvl!I it.s 
objective. T.:lis project is meant to addres!I :hi., :leed. 



II. Pl-oject Oescri'Dtion 

Under t.b:i.s project a. serle. of model srcall farmer credit 
prognm..s will be tested on a. three year pilot ba.si~. The objective 
will. be to find. a.t least one ~b:ich i.s succ:e.dal in mobWzing rural 
lavings, e%tbIlding credit to a. signific~t proportion oi the target group, 
and equally important, in recovering loan proceed.s, pl~ interest, !r~m 
the bOJ:'rowers. All e:L.sdng credit str.::.ctures will have an opportunity 
to participate in thb projec.t; in .... ddition, some ideas new to the 
inIItitutiona.l credit scene in Bangladesh will be tested a.s ?l'ell. 

Pdncipal resFonsibi..Ety for organizing the pilot will :est with 
each of ~he imple.me..!lting organizations; however, AID fimLndx.g will 
be avail;.'~le for exp:l.:ri:lte tec:.b.nical assi.st:3.nce (approxi.::nately 22.8 
ma.n-monfu of teclmic:U. a:ubt:Lncl!t is conte.o.pla.ted for the three 
years of prnject life, a1though this figure ma.y vary a.s :leeded) and 
for tT:ll.n.mg (':In" month's t:'3.ining in Bangladesh for 2.46 working level 
:::;:edit personn~l!each of t1uoee years and 20 man-mon~ of foreign 
t%a.ining for senior officers). 

The pilot will iwlction with three major objectiyes: the first, 
to extend credit to the brget g=oup, the ,econd, to :ecover it on 
time, a.nd the third to :nobillze l"'Ur.ll ,avUlgs as a ba..sis for sel.!­
financir.g of t~e prog:':Llll. nese objectives will ~e reinfu rced by 
~e procedure:s for AlD Gr3.nt !:-anciIlg of the pilot. AID mll providt 
on a gr.Lllt ba.si:i., the doll1:;:- e1ui·ralent of approxiIr..;1tely s event.., £i~,o 
perc:e.nt of the lo.:LJl.s e.xte.nded J.nd r!'!covereci !:-om the ~r~et ;::oup, 
on & reimbursable ba.sb, ",.s :ollows: 

lor each leAn made to .'\ ,n::all £armer, .l.s .,e:rilled 
through AID monito!"in~, AID will reicbu:,e the 
Covernment the dol..la: equi-n.lcnt of 37.5 percent 
of the amount of the loan. 

•• lor cad:. of rhe "bove loaru :,~coveud i.:lcludi:lg 
lnt.r"~c, like?1!1'" · ... ,:-illed throll'ih AlD monitori.:lg, 
AID will rejr;.Du:"s" the Govern.mcnt oln .1ddit:!oz:al 
37. ~ percent of ~'le olmount of the 10&n, 1=1 :ioll.lr,. 

It l. expected t.h~t th~ Gover-ment · .... ill p4!1!1 3.t lean ~.omo 
ot the lncentive inherent in thb !'d1.mbu:,,,ment ?roceduro !own 
through !.in.ancul c!-.a!Ulcb to t.ho c!'edit i:ut:1tudons '\c~.;ll:y doa.lln; 
with tbe brset ;roup. This could bo throuih p&r:Ll.!ol :-"i.:r.bursomonc 
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o! C&pi~l on to gnLt basis, or throuih highly concessional interest 
rates -:"111 apit.l borr\lwed for the program from the central bank. 
In at least u,vc, of the ase., the mechanism &nd ternu for making 
~~.s a.vailable are u..-eady indicated, at least on a. prelimjnary 
l.oa.is. 

The adm:il1i.str:Ltive costs of the pilot models will not be 
direc:tly financed under the AID grant. The principal reason is. 
th~t A.!D funds will 'lOt be ava.ihble to cover such costs a.iter the 
expiry oi th", project. ?:I.=tic.ipatillg organizations should begin right 
away to focus on adm;ni.stra.ti'~e costs, ar.d partic:ul.a:ly ot:'. t:'ying to 
caver such costs through self~Unancing ..:redit opentiona derived 
frOc, mobill:ing~f :-u.ral ,a. viD,g'. The bulk of the AID fu:lds will 
f!na.nce the project on a.. reimbursable, ,uccess -oriented ba.ds. 

A total of s even basic in.s t!.tutional :nodel" is presently 
planned ft:Jr operation undesr this pll.~t project; in the course oi 
turt~.,r project r:C'lvelopment, 'ome of these Clodels ~y be ::lodified 
or diacarded, or :lew ones added. All models are 8.X?t!cted to have 
I everal featu:-~:s i:l comm.on. 

All will 'peciali:a i:l ,l:.ort ten::l produden c:-edit, 
foI' p~riods ·r.l:'"r.ng !:om six to eighteen months. 
Rapayment periods will 'ra:rr with !'.be crop c.,de !or 
each bC",r!"ower', crop: not_:.a.lly the loan (p=-'..=.cipal 
plus i!lterest) will oe due Q bll i.!l ond ?ymellt a 
.hort t' ... "'::\e 3.1:or h.:l:-reH 01 t.~, crop bei!lg !1o..;..'lcrld. 
La&:, for fishnets. teoh. :-ic~h.1w ~!"~3, etc. will 
likewi'e be ,c:heduled ac~o!'~i!lg to tbe :'~?yC"lent 
capabilities of borr~wer'. 

Interest cha:;;ed wtil prc~bly he elghtet'..Il perc:en:. 
but thU will. be tu:~er .:.~ly:ed .lnd .l :-;'1:., c~~!":ned 

in the P:-:oject ?3.per (PP). T!le ide&! :.nterelt r:Ua 
will bf'! tiu..t which cnVf5r, dl callu but which i.3 not ~o 
high a.,t to predude thl5. '-'I" o{ credit by the ~:,,"t i:-ouP. 
The r~te will .1130 :-..4"1., to be .\ccI:-.Jt:=lble ~o .:u:d deie.l.'liblCII . 
by the GCN..,:-:lment J.nd credit coaunu..~:-/. Zli1hcottn 
p"rcent is ptob&b1'l not t.~e !do.1i r:H". !, 1.1, :-:o·,,'Sver. 
& llini!iC:lnt illcrelue over tb., prf):leot ::s.:o (:eccmt1y 
r:li.t"d to thlr-:e"n ?«H~.,ot) .lcd .\ step l~ ~h., dllht 
direction. It h.a3 .1lso ':).,.,n J.cc:eptad by thct nAn"lAdalb 
B&nk (or i.nJ.r:al u, .. LntW.t project. Durin" tha CQur,." 

http:norn-a.ly
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oi the pilot a.ll factors bearing on interest rate will 
b. identified and mea:.ured, a.nd thtl rata adjusted 
~ccordingly. For tha sake of simplicity i.ntere.t u 
expected to be cotn'Pounded a.nnually but c:h&:ged on 
& prorated, straight Une b&.ti.t per month. 'I'll1U 

interect c.barged wi.ll be ~~ same each month {or 
the first twelve months. !! a. borrower repays bb 
loan a month early, be will. save a month's intereGt; 
i! he is late, interest will continue to acc:-ue. 

No cowteral or securit"1 wil.l be :-equ.ired, nor wi1.l 
there be 3...~y rl'1quirement th.:Lt a. oo;,in;mum unO\U1t ot 
LA.nd be owned. The major requi:ement for cont:i:c.ued 
particip.:,tion in lb.i.s prognm will be good re~yment 
per!ol':na.nc:e. For a borrower's initi;a.l loan -- his 
first interaction with a. credit i:l.stitution -- he will 
be requi::-ed to get a. cosi~z:;a.ture. His first lean will 
be for a. relatively .sr:u.ll a.mount, on the order of 
T'oIt ZOO-300. I.! he repay' b a. t:irn.oly !a.sbion, he wi.ll 
not need a co-signer for his second loan, and the amount 
borrowed maY' be .slightly bc:,ea.sed. ~cb. succeeding 
year at gOl')d repayment ?ftrior:n..1nce, ilie a.mOWlt he 
aJJI.y bor:'Ow c:;a.y be i.ncrea..sed, or the :-epayment :erms 
&%':-angec! mOT"! !lexibl.,. TIm!) ernph.l."i.s will be pl..l.ced 
on ~ U:ltlngtble a.'!,et &.'! Jecu:ity, one th.:l: t!le nnaU 
ar:ndr can ~ork :0 preserT" .l.cd ~c::-ea.HI hi.s gocd 
c::-ed.it :eco:d. It will be to his .ld"lanr.:i.ge to do so, :01' 

it will me4.U L1.!"i~r and more quickl., obt:1i.ned lOAns 
e& ch t!.r::l e • 

All pfOgl":l:%u -Rill function with I. bare mi cicum of 
pap.Z'"lV'O rk, and Wlil H:-ivit {or "oce- stop" borrowi.:lr 
A loan applic:ult :thould be able :0 'lfll1.'..t into t!le 10cl.l 
cred1t !:a.d..l!t"f, apply !o r & loan, and get it the Jo1me 
day, pltrr..:a.ps .,"I"n tbe J.:une hou:. :-':0 1e,,:l1 documeJlu 
roprdi.:lg l.:a.r.d mor.g:a.ge or c:'op hypothec:ltion '~..1J. ~,e 

requi::-~d: :10 reference by the cr"dit !.1.dli~ ~ hiqhe r 
&uthorl:-f in ~not.h"r loc:a.tion '.vU1 be :1ecell'ol.:''I. 

:-lo 10&n:l 'Mill be !orIl1·Ten. !.:l thd .,.,,,nt o( J. c:'op !".:Ju:o 
or othflr rr.H!or~~., b":s,,tt<all\oC t::'e !:l:m.,r, :"13 10l,\n ':'r'.:l.., 

bo rollod ov.,r, .'Lnd p.,d .. ..lpll .1.n "dditionAl :llun 11Ult, Qut 



.. . , . 
no debt will be cancelled. Oefa\dt will result in 
the !eneitur" 01 the privilege to borrow again, 
both far the principal borrower ~d the co-maker. 
In the eTent of di!fic:ulty the !a.rml'1r should be 
8I1Courag~ to consult his lender, arrange an 
extan.ian, and so preserve his credit record. 

All 01 the commercial bank pilots will include 
a. rural savo..;.ags program. designed to test the 
mobilizing of rural fc.nds a.s a ba.sis for sel!­
financ:i.ng of the badc c:J:'edit progr.u::l. E.lch of 
tlle banlu will test a. range of incentive interest 
rates and. ter:Il.3, including rates up to and exceeding 
the ca.rrent 10! percellt ma:d.m.U!:l authorized by the 
B&llgladesh Ba.nk. (See bble oi presellt :-ates and 
terms at Att:1.chment XI. C. 5.) The range (If these 
rate. and term.1 in context of the !leed to provide 
suffident incentive for increased savings and mz.rgi!1 
oi coverage for ,un.a.ll fa=:ner lending cost~ will be 
further an.a.ly:ed a..n.d developed in the PP. Th'J 
cooperative in:stitutio~.s ·Rill address the !lamt'~ 
requiremellt through incre.a.sed sh.l.re purcb.a..se 
opportunities, higher dividend nres, ii =.ec~s sar; 
lome :-e.l..a..x:Ltion of c:uh cOIrrer:don ter~, and 
inCl'~.sed level of. indiyidual bor!'owi=g approval 
a.gainst sh.1:e holdings. The d:er::.ati-,,,,s :I.~:li=l will 
be J.dd=es:IIed i..:l the PP. 

It is e.rpected tb: loan:s aven~ .... "lg l.pprc:C..:Iu.tely T:~ 600 
($40) each will be ::ude ~o lndiviCuOll bor:-ow"rs. r.:lC 3.Inount rr.ay 
vary, a.nd will be baled on tho borrower" ca.-d_ All '.lpper U:nit 
ot To< 1, 000 ioS e!lVi.!ioced, bt:.t it i" expected ~t :no.!: loa..:u will 
b. on ~e ordor of T:< 600. 

A total of .lpproximate!, 260,000 lndi·ridu.:ll loan!! t.! ::l:getod 
under thh proj15c:. Tho." lO~5 will b" mad~ by ,am" l23 landing 
units (vi.l.Uge coop.,r~t:i.,e, bank br:\nche. 3.=d fertU!:er dealers) 
under tha seven modeh. 

~c:h. lend.l.o~ unit 'N111 ":""! ~o !nOlic., i:lc!"e4"lng :mmbon a! 
1oa...zu each lear ot the jlrfJj.,c:, roughly:L:J !OUO"RI: 

1977-78 
1978·79 
1979·80 

500 10&n. 
~OO 10&ru 

1000 loaru 
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Many of the loans made each year may be to the same


individuals; farmers and others will be permit-ted to borrow as


==ny as thxee times a year (for each of the three major crop


seasons), repaying in accordance 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 each institutional model follows.


Under each such model 
 a number of variations or "sub-models"


may be tested. For wmple one lending unit may specialize in


group credit; another in credit to women: ancther in administrative


restrictions to preclude .unds from going to borrowers outside the 
target group, and several with d.-'er-n- incentive sa i=gs programs 
or share/diividend features. -ach pa--4cipating insru-t.ion will be 
free to test as many vm.riatons as can be managed to -fida: least one 
that works. Detals are presenty being -morked out with each 
prospective imple-enting orgari:zation, under the auspices and with 
the approva&l of the Ba=gladesh Bank. Detailed descriptions of each, 
including loca"ions of lending units, applicadion procedures, record 
keeping, lines and delegations oi authori.yf, ¢--ih 2low mechanisans 
and personnel plans will be included in the PP. 

1. Tati-m Sazrabava 2an (TSBI Coonmratt-.ei 

Thia pilot "11 prcv d, an oppor.naty to the :adrcnal 
cooperarive systrem, as ,-i s.c: .!rm :he zcP:co.era-te systern, 
to provide credlt :o :s-l -'.er. ie orertd 
village l ovml operave. (KSSs) and ;ve ---- n l.vel 

nlot .iZ a: .!ve 
pr-a:7 

a~i-u--',ose :oopera.ves pa:arc'p.ar;:i: = th 352 sv, .tet-.F-dz 
for lend1-nmg will be made a''lable by S t2Zc a,:h.o. . the Centril 
Cooperadvi.e ntaki~ ( evel). It is cxpct.d crtoc.de
tarms thcrugh the va-Icu !awnis of the S:3 uararc-hy/ vil! --- .1 

follows: 

rntearnr: An Pnrt c d 

33B Dacca to Central. Coop. 0ans.on:. 

Central Coop. lan.ks to-Ucn Ad

VUlage C pu. and 7CC.\ 
 10% 20 months 

Coop . A dCCA o -d'-.i" d 

Borr-awr I 
 IM to I8 months 

http:Coonmratt-.ei
http:authori.yf
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borwr -wolkl 
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W4asto~odciithi 

l lie~a 

4t: 

IPn 

w -~one 

c~yl3d~~zconronin 

esiiiywlas 

I 

beQ sxxie 
savings~~ in h-io 

ficesn 
bace.Ec 

oof nes 
b--w 

ae oatAtadtoa 
e norgdt 

pro d willrabe yo t~~ms 36tranche currely4invl he aggegt, 
in-dtnet~c1hu thecuty r to gl7 4 o4ec1oh 

422 thms. he 4vl~*2~1e de willt.be tstdtrug ten,als hes 

ofua~iah of the siz~ bac9 A . awih br,,each paxtcoxati ebanh il 
tr meet atslwmeed fopital oods thrugh inc'sod.i azgs 

both to farmers nybposibln ~d~g idi.4iduaand groupsto offamr
fraestLs nao1tetd etarneo netvabvec4akwlas 

iner st x n trst bisomal. angs aabsi o
s~~li-Onabancheof herreetnrolam 

so, Del42Z tham6. The eriale *16tDbe tese houhte race 

AsTtoinee It ~ virtudally aed ceaeqedshr-trmg byigs 
fearmeg for purase ofinus ad of ebo rimaril ertiliz 

tel~mod for poedin tlso temslveboediteac bc *2 deaes of 1nenl 
benterstred TnJ eaers woillpiipsoa s, proviaing ii 
cr" elfon dof thereiotai roam.ele frthspups 

6.mlo c n~U ofr&Deom eria bank- Thendees m rvd 

up to two maues (14bs ofreuacofnthe tn pes oflfeorlser t 
be&tsto.er InD dhele rouwiltlparcpatproi~$25 per 

asaw rhj a third party guarantee by &poe=o lsaw to both parties
would be requized If the deler does not already know the customer. 

epayment would be In cash at 18% per amnw, prorated
ronthlyt shortly aLtr h~rvst of the crop for which the fortUaxer 
was Puchased. 

7. eaes1DrM~ieTCCAs) 

Tom TCCAs which bae" authority to sell fertilixer will also 
ablung funds through MDP chamOls from Somali Bank. 

me$on4 zfn 

- -participat 

http:be&tsto.er
http:willt.be
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Up to two maunds (164 Ibs) eakh of Urea, TSP and MP may

be sold on credit to each small farmer (total appro.dimately 

Tk 375 or $Z5 per customer). 


Project Thruts 

In designing, establishing and modifying these pilot models,
technical assistance will be available, financed under the AD grant.
A toal of 223 mar-months is contemplated for the th-ee year project;
this would provide four expt-.t=ate ez.ert on a ftuLll tize basis through­
out t-e project, plus four or more exmerts for shorter .eriods, as

needed. Expertise = y be :equized I account=.g, data processing,

inagement systems, collections, record keeping, or other credit­

related areas. Technical assistnce needs will 
 be
 c.lea:l.y de"ied


and ar"iculated during the remrra-der of the project development


process. All such tech=iczl assi.stance will concentrata on m.aking


the pilots work.


inrview of the La:;e body of da= which will have to be received,


processed, organized and retri.eved when needed, it is proposed

that AID grant funds be set aside !or a srmll cornpu ir f or excJ.sivU


use on this project. S.00, 000 is a---a:%ed for this pu.-pose. Also,

each of the 123 lend-ing 'ts:it swell a regicnal xzt: central otifces


may be pro-.ded up to two hand operated calcul.it=.ng m achines each.


$10, 000 is reserved .or thi.



in addi"ion, AD gr:ant .ds wi l be progr--.2.med to finance


n-cou-ntr7 tra4nin eor branci .­
operatonal personnel: a.gers, 

loa.a oificers, acco=untants, etc. Sho.-trmrr.- -inng, on the 
order of fcur weeks, vil be prov'ded !o: A!rc. -u:el, 46 (two 
per lending 'mit) crredit oerionnel once each lea: (lur the projct. 

xemina.r, deronstraons and _ield work An-11 be condiucted by
izdividuals n:.ienced n sr.AL OArmer credit -ragra.ms.. -n nearby 
counftries. 

lt is expected that .cucn *f the expe"-Iencea Led Ln I '..i r 
eLorts in othei v'.b-co mr.ent4al and .Aiian untrpes will hA 
in B.%.nqadeh a.i well. AccordLng1', :p to ten -jenior c:',(.I: per4rnn.4
Will risit the Utn:ed Sta:e- ,crut:cn hor thid ccuntrtds .n ac-.cr.j 

FLm~ly, A=D Arant eun.di 'v'ii be pro:.-.M.Mnd ,o ,e rnbitr,' t. 
Covarnnnnat !or *oans a d. tore;to merbor,t .u-oion, 
and for the Wa..e loan tun'a recovornd fron thnir l:orrownro, 

http:ragra.ms
http:calcul.it=.ng
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See Table 3 and Atrc.hment XI.C. 4 for cost details. 

Proiect Out.ts 

These inputs are expected to lead to the operation, over a. 
three year period, of a number of credit models, with achievement 
of project puz.ose requiring at least one of the rncdels tested 
determzined to be capable of extending credit to the target group, 
or,;.ating on a seI-nar cing basis, and replicable throughout 
Bangladesh. The m3ajor assuptions underlying the achievernent 
of project success as just defined are that members oi the target 
group are financially viable, i..a., capable of repaying loans and 
subsisting on their net income and that rum.l funds c3.n be eie.acvely 
rnobil zed through incentive savings prog-ra=.s. 
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tI AMD and Other Relevant Exoerience 

An AID loan was executed on September Z9, 1976 for 
Small Scale lrrigatio",. Under this project maknually" operated 
izrigation pumps wM be rnade available for sale to sma.U farmers, 
and credit prograzs will be established for tbis =azrpose. The 
project is at ths initial stages ai implementation; applicable 
experience will be gained over the coming six months, and will 
be considered in preparation of the Project Paper. Other donor 
experience is discussed in Section VI. 
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IV. Beneficiaries 

Initil beneficiaries of this pilot project will be the individuals 
who obtbia credit through the pilot's lending units. It is expected 
that most of the approxizately Z60, 000 loans to be nade under this 
project will go to the target group. Ultirate beneliciaries will be 
the greater number of individuals who will have acceis to credit 
as a result of the follow-on project tc replicate successful models 
throughout Bangladesh Secondary beneficia-ies include all whio 
reside in rural areas who will share in e.-pand-d economic activity 
and increased fLood supplies resulting from increased a-ailabilit 7 

4of credit. Mdore Lnmediate but less ji ca:= been.hciaries will 
be credit inaritution ue-sonnet for whom ex=nrded activities =ay 
bring increased oppo.runities for ad'ancemznt. 

The principal benefit will be improred 4ccess to means of 
production and accordingly broaden'ed op.ortuxnities for the rural 
poor to increase production and personal income. A secondary 
benefit, resulting from increasing anzl I c: n ing, will be generally 
increased food production and a more stable food supply. 'Whilea 
badly-timed flood, storm or drought could wi-re out the better part 
of annual production, with. cropping increasingly spread throughout 
the year, one such misfortune would daz=age a -mal-lIerproport-ion 
of annual productio=. 

Members of the tar!et group are pa-.-citing in project 
formula::in by descr.bing the dicles they :ace and thereby 
providin;g Light,: Lro the rtp.es of assistance uraost needed. A 
surey is beIng ccnducted during the month o October, focusing 
on small ffarter credit needs. Resul:s of this su-rvey will be 
incorporated into *-he Projec: Panper.(See kN'NE CX. C. 2. for 
sample ques"ionnaire being used). 

Changes will be requ.':ed in the habi:s both of the tzraeted 
beneficiaries -.d of the partircipating credIt bodies. Untal now 
virtuall, nio -.nerber of t-he target group 'ave jet foot inside 
institutional crdit facli.ties. A number who have have been 
Litarlly evyced, pt of1f, or ignored. Small farm-ners will h:ave to 
try again, and insttutrial lenders "rill. hve to reccgnize and 
appreciate the Lrirensoe business potential represented by the 
trget group, which zomprises perhaps th:e-fourt.h of the productive 
populAt-on of r:-ral Bangladewsh. 
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Resistance can be expected at least initially from lenders,
borrowars aud savers, although the project will be structured so


as to mzzimize incentives to lenders to reach out to 
 the target


group and to rural farmers 
 to increase savings. Also resistance 
will very likely be felt from those who unti now have monopctized 
the rural credit market unchallenged -- the -money lenders. 2 
they ars astute businessmen, the money lenders will become 
competitive by lowering their interest rates while maintaining 
their inior=al, verbal and flexible terms. That too would be of 
great beneift to the target group. 

Larger farmers m;a, be att-acted to the credit offering in 
surh numbers as to limit the access oi the target group. It is 
expected this will be mini ized by the use of interest rates which 
%zehigher than those large farmers now have to pay. Some of the 
pilots will in addition test ad;,-inistrative limitations to exclude 
borrowers, outside the t:get group. At the sa ne time, the 
incentive savingz interest rates should atrract larger farmers funds. 
This will be of benefit to them but also to the whole programn. 

The need of women will be addressed thirough tes.ng of one 
or more sub-models designed speci.lcalily to meet their needs. 
Each of the seven participating institutions will be invited to design


. wom=c is sub-model.
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V. reasibilitv Issues 

A. Economic Issues 

The prices of rice and other staples are presently at their 
lowest levels since Independence. Alth-mgh prices are sure to 
rise, it is not now knowu how far or when. It is also not known 
the extent to which the current prices will depress the iniative of 
farmers to grow income crops (crops beyond their own consumption 
reqair.nients). A sat of analyses of small farmers' retuxrln on 
vai-ious cropi at various prices is included at Sectfon X-.. C. 3. 
Althnugh a net profit oi 74 percent is shown for a one-bigha (one­
third acre) farmer with a local variet-y paddy price of Tk 60 per 
=aund ($107 per MT), it is not known whether the cash ioreom 

resulting (Tk Z16, or $14) is snifcient to motivate him to grow 
the crop in the first instance. We mvst assume, however, that 
the motivation smil functions and the crdit made available through 
this project will be useJ as planned. The assunpdon will be tested 
during the course oi this pilot. 

B. Technical Issues 

Credit is not the only factor critical to increased production 
and small farmer income. Cther inputs -- seed, ferti!zer, water, 
Labor -- must also be available. Markets must -. st for production 
su.rplu= to the fa.-rnmer's home consu.ption needs; roads and other 
transport in.aistr-cture essennala must be av'ai1 bae to per--t hi­
to move bis produce at the right t-..e. Storage faCi4Lies should be 
available to enable him ) store !oodg--aim through pericti of market 
glut into periods when supply is low and prices more fa-vorable. 
Provision of these other cri-ical factors is beyond the scope of this 
project, and must accordingly be assumed. This assnmpmon, too, 
will be tested during the course of the project. 

C. Financial !ssues 

Very Little is known a: this itage about the rural poor in 
Bangladesh. By Western itandards they seen to Live below the 
level of subsistence. Much of the rral econcn.,,y appears to 
function cn a non-monetar 7 basis. Thus it is not known w..'ether 
the Introduction of full cost monetary cre.dit "Arl be nmrtanbln with 
the flnanc . . rraUL far.:-enr And srher :-al pooril7stem -Ahin which 
operate. Wil enough income result :o pesrmnit the rnpa. -mentof the 
loan and the contimed subsistence ot his !amil7? Is it possible to 
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operate a credit progri:= for barely subsistent rural poor on
a f.ll-cost, self- fiancing basis, 
 or rmst it be subsidized to


enabAe the borrowers to afford it? We will answer 
 such questions
by testing the hypothesis that the target group can bear the full


cost of credit.



At the saze timne, there is almost no experience of the 
concent:rated effort being proposed to =obi ize rural savings or 
to gauge the .- tes and term-s uecessary for such a program. against
the costs of srL-.farm-=er credit. The pilots will have to determine 
the range of Lncentives necessar-', the potential for such savings,
and the limits of the credit prograz in termns of these requi:-erent.3. 

Also, ver-. little isknown about the structuxes, capabilities
and potential of the institutions planning to participate in the project.
A study is now being u.ndar~tken which is expected to be comp'eted
early in calendar 1977. The study, conducted by Resources 

Development Associates, Los iAtos, CaiLfor-ia, includes an 

assessment of each fina-ncial institution involved. Prelimi-,


reports suggests they range from "fais'o " 
trong".
 "he l


report will be reillec.ed in the Project Paper.



AUl of the lcas financed under this project by A-D are 
expected to be short te.-- (sLx to eighteen months), and all
participating credit ns=utions will strive to achieve 100 percentrecovery of each loan ectended. This means that iunds may be lent, 
recovered and available for relendi-g -twoor three times during .he 
course of the project. Each loan extended and each recovery
achieved will be rtimrsed by an Ad pay..ent. This does not 
necessarily mean however that there will be mul"iple AD payments
against the same funds. There is no certain-t and no practical way
to determine the origin of the funds for each such loan, whether 
derived through the savings prograzn, direct-iy attributble to the
financing underw-rit-n by this project, or sinply a resul o the4 
general spread of credit availability. The loans ==tdii and recovered 
by one branch in one cycle nay for e=mple ave no rela~on to the
loans made Ln a succeeding cycle in another 4ranch of the ian-n 
institudon or ai-. dUfernnt instinajon 41loget.her. 

There are two reasons for -,- the projct tIs 
First, the project's objec"ve is to test systems on an 

%-y. 
e.,eri~ntnl



basis. As a workable srr.ll.!Armor credit system is idene.14d,
capital will b obtaLned through an ampli-ed rural a'vings program. 

http:reillec.ed
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The function of the FAR payments is to assist aJl who are involved 
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. S/ez ,the project is highly experimental 
and risky. The target group =t c edit worthy by any reasonable set 
of banking std-riT E- credit institutions 
of Bangladesh have had virally no experience with this group and, 
except for directives issued by higher authorities, have no real 
motivation for expanding operations to include the group, eipcially 
on the- sort of ter=.s that are required to reach it Ie. g., no collateral, 
cnimal application procedures, immediate loan decisions). 



- 19-

VL Other Dono: Coordination 

The World Bank bas been involved in agricultural credit in 
Bangladesix for a long time and the Asian Development Bank is also 
angaged in the ara. A World Bank Miission conducted a stud 7 in 
1973 and formulated 3 series oi recor mendations concerning credit 
policies and procedures. Another teamh is due in Novenber to 
update the cL:ier report. Also, the World Bank is develo.iug a 
project to provide credit and other inputs to jute iarners. UtSA 
is working c.osel'," with both Banks so that all activit-ies in this field 
are coordinated and mutual supporti-e. 
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VI. Financial Plan 

Total project cost Is approvi.mately $14, 267, 000 of which 
AlDwLU finance $10,700, 000 on a grant b&sis. The balance 
will be financed by the Government and other indigenous sources. 
The AID contribution is proposed to be on a grant basis because 
of the high risk, experimental nature of the pilot. 

$Z,280, 000 in AM g--an funds will be reserved to ffnnce 
technical assistance. This will provide a total of appromdntely 
228 man-months throughout the project, for expert-se in accounting, 
dat, processing, record keeping, or other credit :elated activ-.ties, 
as needed. Cost per nan rnonth, including overhead and fee, is 
esHdnated at $10, 000 of which 52, 000 represent.s local, support and 
$8, 000 foreign exchange costs. 

An additiorL. $393, 000 will be *or tmining in ru.al credit 
procedures and other areas as needed. This vlll permi: ne 
month's training each year for ap-pro:d-tely 246 ( wo per lending 
unit) operational level emnployeem. Overseas :r'- will also be 
provided for 10 officers of credit institu=1ons. 

$110, 000 will be ea--_.arked for data processing and account ng 
equipment. 

T'e balance of the - ;ra:, 57, 97, 000 -will be 
reixburse the laas ex:ended by each nibot on a iLced-a--.ounc­
reinaburiable (FARl baiis. 

T sed to 

on the average each loan is .dec-ed to be for 7': i00 ($40) 
The AM -rntwill cover 75 percent, .*or each suc- 'can -=-der a 
t stage reLrbursernent procosi, as oLows: 

.. For each loan extenied -nder ohn piot projec:, AD 
will reirnbursn 37. 5 pnrcent ($15 !or a $40 Ican). 

Z. For each loan fully repaid by the borrower, .Z 
will rei.burse an additional 37.5 percent. 

eAdh ex:A.d.,d ,nd fu t -IcceThus tor loan rcovered, 
AM will rei.'bursi a total of 75 n.rcnnr, .-p to a ctA' of 57, 917, 000. 

.Appro=Latel'/ 2r0,.00 Lnd.vi'zdual '-ans .r..y be nr.anced u.nd-r this 
progr L. 
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It is expected that the murmber of loans processed each year 
wM gradual1y increase, with approizately 60, 700 loans made the 
first yi-ar, 85, 000 the second and 118, 000 the third. On this basis 
axpenditure of project .ftnds is projected as follows: 



1 TABLE 
PSJILM:D Ln1,)E (lir klJDSdI OfFRCJ1nC 

*1187812 	 7fA TOTAL 

.TAID7/oAL 
 4 00,000


A. Tccilcal1 As.latance 6tO, 00 960,000 480,000 2)280.000 

r.rSnnd 	 liA-t,00 160,000 73,000 393,000
C. Ce1tts 11000,0 	 ­
 - 110,000 
D. Orcrca4 - "


1 a1.I1ta11:*tlton (15R) 1,20,000 
 2,550,000 3,547,000 7,917,000



2. LTGe 7'7A1. 	 4&JI,W~o 41,1'555w 4,,0 4 3,67,0 
A. 	 Tccl-l.c&L AaiLan ..



. 12 r.r
r 8,0ItIC .		 8,000C ga t2c*S.... 

1). C€rcr4 	 2Y5,C-00 302,500 333,500 911,000
1% 4 1l l l on .0 853,000 1,16,200 2,61,8,000 S 

3. INTA 1, 1JW f,17FUDS It-14 R5 4X 5.61 C)-10 414267,000 

A.. 	 As.z.Xcal 	A84Laac 	 00,0i) 960,000 80,000 2,280,000

b. 4R.ra rIL 16a,(AX 16 ow 73,000 1401,000
C. Z t-cat1 	 11,CAX - 110,000D. 211,l 1(:') io-.,Loo 333,500 911.000


£:. C=; 11:.a-'=t x 
 2,1. ,& 3,1,03,0 ) 1:,733, -00 10,565,000 

1r a g,; :./., orc 41t Ukit (3.K -.123) 	 419,7,6 4 1,U7 438,80 5,893 
X. U , r ca-c Lalt (Rve.401oper loan) 5w1*3 1cana 700 loans 1,000 loans 2,200 loans 

cz,cr-.
 $15, -r 37-'4-;. 


wirTx: . flurcz arc 111uitrati1e. Actuala vILl be doLradzed by the actual mmbeors and amints 
it lca-ma C-Zterw., Lccr&.na assiLanc.e pruvlded, equIpaent rizinced, aUd tmrsnlng undertaken. 

http:Lccr&.na
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SMOOM (P FM= EXCUN' AND(sc:c) LOM CMMMCC Ca0GVXTS 

71 LC TOTAL 

A= m TM 1,32 10.7Co 

Technical. Aaai3tuz~o 9824 4 21280 

393 - 393 

eand-.les 110 - 110 

Oft'mead: 

Caz 1'm:c= (?AR) - 7,917 7,917 

- 8 8 

393 8 ~2 

- 91. 9.1 

4p4~..L~Alot# O6 5 
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A. T=CAL ASSISTM1IC - OA 

Credt Specil-it 36us30,0 

Data ?rccvsser 26 

I1 '~T&,­ ~~a± 3 

Accis cti2.26 

Otecar-3 2 __ 41=3t 13220, 

TOMAALD 

$22000 

26oloco 

360$ccE0 

224, coo 

1424401;%-C0 

.2olc 

-w:-9o 

360,00co 

260, coo 

360,000 

40u,~C 

214, Coo 

aecco 

CC 

-c 

,1co 51cm 

a. COW : _______ 

Ct~c. :4~e ~97.0 ~7 

stAr 4-!A 44C-

Coe Co 
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ojec 411 ank.th Bagads bBakpos1inty
tecifly,4 nttt n in 3agldem with policy and

operational zuthoritT over all other biaqk 9 Accordligly, lines 

that abewadyr w.st and function, fectveLy. 

The Bulds.Bn ilcneeadca rjc 
comite, wihwl.etbsh, atteoust ovrailol i

for undetakng the smal farmer credit pilot project and will most 
regularly thxoughatt project Ufa1 to review progress and problems
In. lem ing the pilot. 'The committee will Include as 7M e 

-hl -tiS5nci5 thepoavchng bankp
Ballyadeah.Apicultaxal Develoment*Corporatioa(ADC), the 
Intagrated R~ural Davelopmnent Progrsm (=RD), the Ministriesof A.gii(ltop rbmiue Plmn, AM, and others as -ad 
appropriate. Representatves of other donors Involved in rural 
credt may be asked to participate as well. 

The Bangladesh Bank will issue policy and procedural,
directves ang =m or banks to parcpate in. the project,
and will,make avalable to each such bank, where needed, sufficent 
caipLIl to Initiate its pilot pr--, ct. Directives will per=It the 
raising of the Interest rats for loans made under this project, the 
waiver of coLieral reqviementa and establishing of inc Lye 

sags rates and termas. 

Each participaing me r bank will, proposi &number of 
br to u the %ril.propose 
a nmmehr of ferdLtser dealers for pawdcipaon, a"d IP will 
propose Thana Central, Cooperative Assaciaions and primary
societies, All such proposal. will be reviewed mid approved by
the project committe to assure represeatv coverage of uarel 
Bangladesh, and to tml"4niSG oVeriapplag. While Compedtifn is 
certWl not to be avoided, the objectve of the pilot is to test 
as many models over as wide an area as possible, awd to do so, 
bwbucing of models should be mLamLsoid, Selection of pilot areas 
ad t e bases thereforewil be addressed In the PP. 

The Bangladesh Bank will asubUsh a system, perhaps
paralleling the AM reLubroesn system contemplated for this 

mi-n." 

++q+* a. 

http:Bulds.Bn
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project, which wil provide strong incentives to each participating 
bank or credit entity to extend as many loans under the project as 
posible, and further to recover these loans in a timely fashion. 
This system may involve grants or concessional loans to lending
units with good perforance recc- Is, incentive awards to managers 
and operational stair, or any other methods consistent with good 
business and banking practices. 

Specific needs br tecnlical assistance, accounting eqipment 
and short-tearm t.aining will be identi±ed by the project committee 
and pL a.s and inietahles developed for provision of these inputs. 
Contracting for technical assistance =ay be undertaken by the 
Bangladesh Bank or by AJD; however, in either case, responsibility 
for and s-upervision of consultants will be by the Bangladesh Bank. 
In-count-r. training will be arranged by the Bangladesh Institute of 
Bank Management with the assistance of the consultants, and 
foreign training by AD. 

The project committee will -ian and arrange for promotional
activities to be carried out by each ::articipat.=g credit entity to 
encourage the ase by small farners of credit provided under this 
project, to ermphasize and advanages ci timely repaym ent, ard to 
promote - progra= for increased r-ral avrings. "ac' pr.-4cipating 
entity wil, within the guidelines established by the project com=ittee, 
develop and operate Its own small armer credit pilct. Aisistance 
of consultants ray be requested and arranged thr-ugh the projec: 
committees, as may special tralning sessions for porascral stf. 

Records of laz.s extended and loans recovered wiUl be kept by
each bank branch or oth~r'credit unit and forwarded thrcugh he 
parent organization to the project cormitee. projeCt Cor-.'..Inee3e 
wil for-ward the data to .D for spot ver.iicaton and reim.ursement. 
Such reirnbursernent will be :de to the Bangladesh Bank, on behaL' of 
the Goverrrnen. SL-iilarly, records will be kept of the progress and 
scope of incentive savings programi to deter-:.nne the ef'ectv.ness of 
the efLort InMobilizing -ural saving3s and its relation to .he costs of 
the credit program. 

Each of the pilot nodols will be carefiully evAIua td on 
periodic basis throughout project 1implemnntaitcn. 7 o 
process wll be the key to identilying th, .T.cdels which 4.- -n fact 
successfully reaching het rger ,roup, th'ancing :-s niedl, -ncovering 
the funds for continual ro-ujn, and providi- g act-ve Uncentivos to increased 
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savings on a basis supportive of the credit progro. A set of 
specific standards wil be developed against which to evaluate 
each model. Standars will be included for the following 
categories of criteria, and others as appropriate. 

1. Business and Financial Criteria 

A. 	 Ls the interest collected sulficient to cover admirdni-ative 
costs, unavoidable losses, and a reasonable profit? 

B. 	 Are administrative costS, including costs associated with 
collections, reasonable ? Can. they be reduced without 
reducing effectiveness? 

C. 	 What percentage of loans is recovered? Where recoveries 
amounr to less than. 100 percent, what changes would, 
improve recovery perfor---'-Lce? 

D. 	 From a buiness sta.ndpoint would the ntcdel being 
evaluated to a worhwbile actvity for the credit 
instit-tion to continue even aiter term.ination of the 
AMD project? 

E. 	 Are the r-ange of i neroest rates an-d tern~s for the 
incanre aiv .ngs prgarns providi-g increased savings 
at a levelA andreuA suif!icient to seLlO fnarce a ca41-m 
credit prog:ra.n? 

2. Target Gru Cnt-) 

A. 	 Are loans jrat:d qkuc'.yd, the samne day? 

B. 	 Are appLicat-on procedures jimplo? 

C. 	 Are loan -Moun. , disburs-mren aran;ernen:s and 
rep ymer.nt i,:heduls t iored to 'n Bidual borrowers' 
needs? 

D. 	 Does An aecnptAbla propornon of borrownrt .!il within 
the tar-et g-.up? :i xan aeppt-Aln proporti.on of all 
tarqet j:cup r.mbnri n the twit a:na =%king -is of 

th4 crditt? 

http:proporti.on
http:qkuc'.yd
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E. 	 Axe trget group members put off by any aspect 
of the credit offer, e. g., interest rate? 

F. 	 Are borrowers appreciative of the need to repay, 
and of the value of & good credit record? Are 
borrowers effectively rewarded for good. performance 
(larger ammounts, more flexible terms for subsequent 
loans)? 

3. Deoaitors 

Are deposits, savings and share purchases coz ing 
from all strat of rural farmers ? What groups 
remain untapped and what iLncentives would be 
required to reach them? 

Evaluation will be conducted jointly by the BangLadesh Bank and 
AM in accordance with a set of procedures and schedules which 
wM be described indetail inthe Project Paper. 
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IX.. Prect Development Schedule 

USAID is conducting a survey of farmers to determine their 
cta.t sources of credit. The survey will identify fLr=ers by size 

of ln,,- and other arables, to enable determinaton of the 
characteristics of the group currently excluded L-om institutonal 
credit sources. Results of this study will be incororated into the 
A-aL project design. 

In preparing the Project Paper, USA.D will draw upon the 
study undertaken for AD by Resources Develoamxenr Associates 
the experience and 'nowledge of the rr-al credit project officer 
in the Dacca, office of the World Bank, AXD/W TDY, and others. 
The Project Paper will be prepared tn consultation with and with 
the assistance of the Bangladesh Bank, the Ninistry of Planning 
and others. 

USAD Project Conzrnittee: 

Robert Nacht-ieb, CDD, Chairman 
Fdward Rhaigan, PRO 
Arnold I. Radi, AGR 
:oseph Stepanek, PRO 
Lauryo C. Drengler, CCNT 
Douglas D. Robertson, RL.A 
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X. Pre-Implernentation Actions 

Major pre-autharization work to be done will be to develop
detals of each pilot model, select pilot areas, define target
populations by area, analyze capabilities of each participating 
insttution and changes required, designate lending units for each, 
assess personnel requirements, prepare sinrplified loan application
procedures, work out interzmediate financing proceduxes (. G.,
flow of capital through each participating orgadizaon-s central 
and field structre), detarmine t1he range of interest rates and 
tarms aecessarf for effective trail of an. expanded rural savings
share and dividend prograxn, establish the ranga oi such interest 
return in context of the prospective cost oi the loans, and identify
initial consultant and tr.aining requirements. 

Firm cost estimates and tining mill be developed for initial 
consultants, project equipment and for the first t.aia.ing sessions. 
Scopes of work will be prepared a-d requests for expressions of 
Interest published for consultants. Preli-inary arrangemnents for 
training site, topics to be covered, course materials, etc. can 
be made. All of these actions are to be carried out by the 
prospective particants in the Project, 'coordinated by the 
Bangladesh Bank and in consultation with AM. 
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I SETS'ATE Ua= 

TO AMDD AST DACCA 

MPM STATE 1&7978 

SM T: PEW= 388-C.. , SMALL FA R 0 - PAD REV1W 

SIAB: Subject PID hasbeen rvived and Mission is authorized to 
prepae PRP acceratin project to PT 77 takin into consideration 
follwing cinnaut and. suggestions. End SO4MAK. 

1. %ecncar genaraIl7 in content and approach of PID, and speci.c.llr7 
cancur in i=zprtance of SmLU ?saxer Credit to achieve sector goall, in 
the pilot or test approach ;resented. In def-nAticn of SL2. ?ar ar 
population to be seryed, in increased interast rates for both .=-&


savings and leans, and in the idea of tasting and evaluating varioua


credit syte=s before engagi g in a naticnal =.all f&rnr credit prvp .



2. We have following cc==st or 3uggesticn=. f= issicn to c-nzsddar in 
preparing FP 

(A) Aasc=; .ics.s (;age 10) seem to re-late only to gcal ant, to c-Oid-ticns 
needed if sml ftrars are to uze credit q.tec..r 7e . Assuimptcns for 
this project, we muggest, should a.lso relAte direct2.17 to ;u.rcae and 
outya a and might L1.c!.=de Such thl-s aS 'll ess of cccp*erat4g 
i4nttucns to partiixe in the projec-. and accept -w s=1 fa.r"Ar 
credit sst~es, avilb4t-7 of qual-.If.ed BanglAde-h ;erscnnol, and 
willingaes of fa.-e-rz to b.cr-ovw x and reaj' cccrerat.Ing imtutcna 
aing new crtdit :te:m. 

(B) As oect gf aobjectire of this i, d.n, testlng and rrS.mt?.cn 
fta-ar credit tiste-s, M.. shculd ccntain at lea.t pre'-4 za.-- ein, test 
and evaluaticn speci.=cit.cns and c-itera. here shculd be a ;r* = &7 
justi.ficatica of a.rea.s selected for teat crat-Icn and ;re 1 -­
dfin.ticns of small fr.mer target pciAL'icn in each test area. 71nal 
enalyse. these points xy be delayed for -rL.KesLed.

bme 
ast.s PRP should ccntain at least -re.=inax.7 analyses e.f m -naen-t 
 and 
f.nancial scundness of 1-ish± Bank, Scnalj ,-ak, and I-lP-T.CA's :.d 3AX, 
their preaent fa. crid-It cperaticns, and cf ctangn requ-'ed to Izta. 
test rstas. fzal an&lses may be dela:yd to ?P if destred. 

(C) To provide s asij fcr Judging repioabi 4 tf, if successful, of test 

(D) Te PHP shcu-l ccntLin 4t least a ;rel-in -r7aralyi.1i of !-zterest rates 
necessary for rnturn to rural sayvings4 and :cat of =11~ far--er cre'iit to
approach "."he ocial Cost of Capital." :llutrat~ve !ntereAt rates Ued 
in PID sem lcv but we hayv no basis for ludgmnt. ?I-- Izt4r1*t rat4 
awlyais my be delAyed for PP if desired. 

http:aralyi.1i
http:rrS.mt?.cn
http:qual-.If.ed
http:direct2.17
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(E)DaIp of teat, aL2,a,,1 rIt syatam 	 should include ss provision
for CONIFting or eatimatiag fall. coat to moperating inutit ~aa of
groviiM =all fauer credit, 4"03ludn Coat& of UW Wteusto supply, 

- 1.w - Mrketin-4ez.T4.= pc de - ndM-osat -o sal amr-ii d" mWs
CAc vrite-offs. TUS is l. later assit DOQ Policy offliin L dete InIug
it cts-heuld be fu7 et b Interest rates carged =all far=ir or It
inL faw credit should. bane scm subaidy. 

reiat 	 ad(1) =o popoae 	 tests of three infin famer e
 tm or

Zishi Ral*, bush Rankt amd M1.C plm cooperatie Sietiea.



~etests cove the puh~ic banhiug, tham r.2 backi nM,the 
perAatveI a. to s-w .uftaer credit, bft e o t nu gau 
r t esu t that the Massi=n os der a forth approah fo testing

thats 4f pravding m1&U tmer maedt throo dealem and, suplier whto 
proie e mall tam th poftaong and poaibU coamption, goosan 
credit. MW Itselfmight be ina mJor credt sulier In this ve and
om2d be ooined In testing this appoach. 

(G) Th msubect of cllections doe not sAem to be steased in the I and 
we. auggeat that im the MP and ?P collection or in.2.2 tmr credit be


vq.~.aa~.~e d ilded in the desin of the test s #ee.



(11) 	 2e devehpet of the project (ag&M 1.2 and 12) cu feeling is that 
ni, nmtziea artcua"ly the ?hi1lippiueaisits of Radat .4h oflsa to Other,

with aUMl tamer cretditchms v=14,probably be weardctv at this
im than visits to Rengladeak by credit officials of other COUtria. 

(z) 	 es rposemm a 	 rewrtten to Say qut to develop a meiacale
qilmdeL sysatnof a,-cul m credat forsun,taier 	 is 

Dangmdeh Lo te UM and PP shcou2A caine indicators which can be


used to deteedne a-heVi t ofa et " "
 

(0), adr the becefiiarisa aectica of the MgP the amttee would lik 
to sem a further apauica of quote .participating taints unquote defin 
wete wne ow1011teOrc vwmA's aiUbi2.i to receve shottm+11a11LW8tta 

lime at credit ahmu" be dismused. AUso# what ;urcetage at ma An
Vms PertipaUt Wd* be apected to particlpae in popn., It men 

GPO 	 sectoVi= not be 	 direc pa tcatsIn the PMUOn the so"ia seton
atMshou address those faos preluin Im.pastioipation. 

(19) We wwi vith )Iissiaubev n Impotanc of MO1 tmr credt adIecAcoe.e,&a m t" PrOjec to 1! 77. 1e IU.. emuider project
apeuiOaetl/feaearab inL matoe aUK an ezplUin posaibiWty of peut


t~.tng Ortiro AZD castribmsi tkis pvroe. V112 advise. KUsan



http:Mrketin-4ez.T4
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EA1GLAIM WRKIN~EG PAPER 

TO N1 a a e definition of "SmQ1 .arir" 

Wb. W, a4 "3M.U. LOrmr" we an a poor far:mr vme far size
is mil, fto lives and operates at snubiat anc or bl aubsiatence

l"Vt, financiaJ conditiCn i. the Min thing that is intended to be
exPru94ed. Financial ilvency otherwiseor of a f.mer depends not-on


size but o= incm f--= the farm vis-a-vi the fazi17 expenses. ya=r

ire depend on (1) quality of land (2) intemsity of crop, (2) ;resence
or absence of L4igat on facilities (N) vulzeabilt7 or othervise to


,atur. ca.1aittaes. So it is dif,0cult to ary_4e at an accurate e ition. 

As a mttar of fact al econc ic lays are conditional. Hoever, ass~mlng
that average family size in agricultu. carnmtt7 is 6-7 and that
Lrigated land gives higher ±ncme than ncn-Lrrigated Land (rri.gjtcn
heap. inereasiz9 inte4e.ty) .e =ay say that far-are possessIng cult vable

land upto 2j acxes In L-gated-.- areas or 31 acres in ncn-Lrrigated areas


can be treated as a small farr. Cbv-iusly, in this group there vill be

landless 3hare-c-rpper, holders of cne bighsa upto 2j 
 cr 3; acres. The


finrAnial ccnd!t cn of ""fferenat farm-ers " be dci.ferent. -a this gcup

there are farmers vno have capcit- to repay loans. There 
 are s4 who


have yteirtial repay -_g capacit7 and wto are 
 totally un'riable farmers.


Farmr wvto are uoviable cannot be ;rcvided with czedi- fr=
t instituticnal


sources. 
 "o wtaen we cnaid r small farmers for bank .- raece then the 
general defaintica has to be qual.-ed. Ure agsi £it aseds be e ticned 
that si"e of farm 1a -- t always -dIcative of .epay~.i.g capacit-. =


crwiitvcrt-hyness. Z. brcad defltiticn :uggested hereurder Is 
 to
 start 
wi4tbh and Lt zy hvre to be =odlfled based cn exer"ence. 

A farmer haTizg in ,10.1-atizg pvssessicn aot nore t!an two acres and 
a half of -ripated lind cr three acres and a haLf of nca-i.rigated Land or
three acres of ..- igated and ccc--r/u,-edc .bized be-y treated as a 
smalfL..-er. 

A imall far-ar to be el±41ble for credit fr= list.tuicna.l scurces 
mat be in culti tatng pcsesscn of at least cne acre of '.:igated !And 
or tiv acres of .n-L-rigatoed land of wnc.b at least 0.25 acre =so be
owned by hiim. (..3. Mii.nr. cvners3tp of land hAs been suggested to 
ellmnate flcat:ig zr nigratory farm Laborer). 

It =.y be ass.ed th t abcut 20 !akh (2,CC,0CO, farm famil'e wi.2t 
be in thie =i2 f..-.er categgwy as per uS:Ugsted f~etifs:l cn. 

http:inte4e.ty
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QUESTIONNAIRE FORM ON SMALL FARMIER CREDIT 

1. Name or Serial Number of Cultivator : 

Vtlage : Union 

Thansa : District: 

Number of Dependents under the iana 

2. Land Data (Loca Measurement: . .. . . . .Decimal. . . .. 

Land In local term In Acres (Homework) 

Bought/Inheri ted/ Both 

Taken Borga/Lagit/Bandhaak 

Taken out on Borga/Lagit/Bandhak 

Total cultiv-ated in 1975/76 

3. Crop Production Data of 1975/76 

Income in Capital Distiace 
Takai Invest- o 

Price at harvest 'none- -. en: Source 
Crou Teld Takas/.raun-d .- (On/Loan/C:edit) Source (mIe'swork) 

(MlOST -I1ORTDNT DZ'OR.%LVTI'C*T) 

4, Ma:kating/consu.zptlon of crop durig 1975.76 
C ro %Xeot for consur.-ton -. Sold lto rnien othor Z=._ 
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hpzt Sources u~ing 197/76Inumt Source, Distance of Quantity' on If Credft Avalll, whoa


soreobtained Cash/Credlt Source Needed v./)



A. Seed 

B. rrtill-o



Co Pesticide



Do Water



* Z. 	 Others 

6. 	 Do Y~ousaoed credit/loan? (Tern/No) 
7. 	 Usual, credit source (=esoa w~hr frimmds/relations/money lenders+. wwh n s 	 hr/abhojkeepers /dealers /other)I 

Location of Source :Distance frosm hozme,

(Nat/viMage(Thaaz HAL.)



S. 	 Aany of the loan/credt giving agency (such as the J3 Cooperaly,/mDp/Co~ercal Banks (give uame) located nearby? (Teu/No):6a .. 000 0a0 

9. 	 DO these Inusituta/Inatitutss o*Her credit/loan? (Tesa/No). . *



Have youever been there? (yesa/No). . . . . . 0. hee..*


0 , oV_.a T o . l ., ... -. .,.0 0 .,reated poltel.



OU set aloan/area AIt 
9 o . . -i Did oed 	 ?t0(s/o).... . .# 
for what amoftu obtained (money/nput)d 
 ,l.. 

What 	 was collateral I Vase I T


Whndid you gotthe loan I



When dLdyou repay?


What you p&a Interest
-i 

' :i :"'+: ;i" : ; :,L " d ... ...+'+ ::';+ +: * ' :; ' " ..... 	 .. 

4+ 	 + + 	 . . m+ + + + + + + + + : 

. .. . - . . .. . + + . . . I++ * + . .... ++: ++ + ' A . . ++ - . . ... .. 	 . 4 + + + + + . ... ,* : , + < ,+ +"+ +++"?:+:+.:5 " ++"+ + 
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10. 'at do you think o crop hypothocation instead of -ul landhpothacation to obt&ii loan/crei? (god d.d /td da/ 
don't know) 

1. "Wrold 7ou t;Lke ad-rantae of credit/loaz/!rom any otfho nstitutes 
where U no I=ld hypothecaton or covpicatin is nvolved but yOu
wU need to pay 20-2576 interest on 1oaz/credit obtained? 
(Yea/No): 

Inter-iewer Datedt 
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Andyues of Small Farmer's Return for Ustig 13 Percect 
Produc'--on Credit at Various. Prices, for Local and HYV Padd7 

Farmers 	 CudtivurL-g One, Tvo &--d Threce B3ighas. 

1. LocWa 	 Piddv: Price, n'. 40 ner ,-Aund. 

Assu.ti.ons: - Yeld: 25 .audi id.d 25 mau-d straw pear


.%cra (3 bilgas



- xcept as noted, all r isfn=iv labo reqdng 
= vitla.yn0 cash 

- Seed ii kept on' -. :p, so ,hAicn. 
for s-eed "-A 

-Loaan 41 , en e-t-.rtst 

at 13 perent -.,n: pad n 

2h2!h~ -3I21'iCss1 

1. Seed 

4 -ra 7A. 44 	 7--.38 rk.13" 

3. Pet.:c.da -	 ,a 

4. T pln='=g 	 le V8 

5.. 	 .30 60 90



A - t9 is81



7. 	 :!.-tshul g 15 30 45



. H ., r., I 300 450



10. Is, 	316 
 14 

Amrm:4! 	 e47mmin'mare 4 ms~A1omLuy az 

r. Ire .+++;; m+l 

http:Pet.:c.da


B. Groas Retmu 

1. 	 Paddy @ T'c. 40/md. 

. k. /mcL 

3. Total 

C. Nat Ram'r-m 

B, .
.. =.nu 

. ,-rc'-i.of coat 

Z- La.c&' ?=Lddv?, Price 'r'j.. 60 

ASu=.pt40" : Same as 

A. 	 Coot 

3. Gross R.oa-tu 

I. 	 a.d y . ' l d. 

3. ' 	tall 

C. 	 Nq4 t a u ­

1. 	 M ALn. 

2. Pqrcont o(Coat 

ne maunid 

above 


I B1gha_ 

Z92 

500 

508 

216 


74 

333 

8 

341 

49 

17 

Z Bighas 

583 

11,000 

1,017 

434 

74 

XL C. 3 
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667 1,000 

17 25 

684 1,0?5 

101 15O 

17 17 

3 B1;has 

875 

1,500 

10 525 

651 

74 
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3. HYV Paddy: Price T.". 30 Der maund.



Assum1t.ions: 
 - Yield 41, 5 mds, paddy and 41.5 mds. straw 
per acre (3 bighas) 

- Seed must be purchased. 

AlU other assumptions as above. 

1 BighaA. Cona s. 2 Bighas 3 Bhas .



1. Seed 22 44
2. Fertili zer 88 176 264
3. Pesticide 20 40 60
4. Tmn.splanting 9 18 27
5. Ploughing 30 60. 
 90
6. Harvesting 9 18 27 
7. Threshing is 30 45
8. Irrigation 150 300 450 
9. Total 343 
 686 1,0Z9

10. rterest 46 
 93 139


11. Total to be 389 779 
 I-168


repaid 

B. Gross Return 

1. Paddy ' Tx. 415 830 1, 245 
30/rod. 

2. Straw ' :-x 14 28 42 
1/11d.

3. Total 429 858 1,287 
C. N et ReturnI 

1. B minus A 40 79 119
2. Percent of cost 10 10 10 
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,4. W.Y Paddyr: Pri- Inz.- r ~ 

Asaumptiona: Sam as 3 eboy,. 

1 Raa BizbaIa Ata 
A. Cost 389 779 I468 

B. Gross R~= 

1. Paddy 0 rk. 50md 692 14383 29075 

3. TtaL 706 194&11 2,117 

C. Net Rot=r 

1. BmirmLA 317 632 9 419 

2. Parcem of Cost &1 81 83. 
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AND NO0E 

A. 	 TCM[ICAL ASSISTANCE 

For cnatriate c=sultanta an order.of-anit" figure of $10,000 peron-math is used, of vbich $8,000 represents foreign exchange coats and,000 local costs. A total of 228 man-sonths is Prormmd for a totalcoat of $2,280,0OO of which 1,824,000 represents foreign ezchange costsand 	 P56,000 local coats. 

B. 	 TRAMfrG 

For 	 short term in-ccuntr-r training, it is assumed t-ro employees frcmeach of 123 credit units will receive one month's training each of thethree years of the project. Training, transport, per diem, etc. isestimated to total. $500 per man-goth. A total of 738 man-=mnths ofin-countr7 training is anticipated, costing $169,Co0.$50,000 is 	 for 	 expatrate credit experts 	
Of this figure,

from Thailand, .1hillppines, etc.,and 	 the balance local costs.



Ten senior Bangladesh credit persocnel will be 
 sent
 abroad forshort term training. Eight "4-1 be sent to the	 Ph.ippizs, Korea orThailand to observe finc.ioning s=all farmer credit programs far atotal of tto =an-.onths each. Cost $8C0is ;er =an-month plus $850 perpartcipant for air fare. Of the latter t1gure, $200 pretsens a BBGcontribution (eng Jdeis 3ian, :,cca to Bangkok and return).



Two senior oflic.c1a!. wi. go to 
the
	 Uted States fcr t*d monthseach. Cost is $1,7C0 -er man-onth plus $2,5C0 per partici;ant forairfare. Of" te latter, $I,5C0 *-iibe a BDG cntrbu:cn (antadeshBi=an, Zacca-Lcndca and .e-u). 

C. 	 CCM40I!M



A s=11 computer 
 for 	 kaepiag records on each of the 123 landingunits is planned, for instalUtion at the Bngladesh Bank. $IC0,CC0
is prcgram d for this 
 purose. Also, to 	 hand-c-rank ca&culators foreach of the 123 units, plus several at regional and central levels,
will be pr~rided, at an estimated 
 coat of $30 each. $!0,CCO isbudgeted for this purpose. 

D. 	 OVFIUMA D 

It ii estimated that office facili'ti,- including arnurv, willaverage z.l, 0Co( 67) ;er coth for eac bof 123 uait. Cver thethree year proJect, period this w.!. cost $297,CC0An 	 average 	 (L 3 x $67 z 16).staff of t o mid-levwl ;rofessicral and one 3ub-professionalis 	 asued to be attributable to 	 the pilot at each of the lendlaq units.Total salar costs are estimated at rk. 2,000 ;er unIt per month, or 
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$390,000. In addition, ten local auditors, costing Tk. 1,000 per man­
moth will be full7 occupied througout the project (7k. 1000 x 10 x 36 . 135 
U $24,000). Coats are estimated to rise at 10 percent per year. 

E. CAPITAL=A=03 

A total of $10,365,000 will be available to extend as credit to 
=all farmers. At an average of Tk. 600 ($O) per loan, apr=ioz *tl7 
264,000 loans vill be extended dring the pilot. For each such loan AID 
ill finance 75 percent, or an average of $30 per loan. he Gcverment 

w=lU assuze the balance, tota!lin $2,6,o,0C0. 
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CUIUP.T SAV3NGS RATES AND TERMS 

COMMERCIAL BArNKS, BKB AND SHLPA BANK (SB) 

Types of 	 Deposits 

i) a) 	 Special notice accounts 
or deposits withdrawable 
at notice of 7 to Z9 days. 

b) 	 Special =ntice accounts 
or deposits withdrawable 
at notics of 30 days or over. 

iU) a) 	 Savings Bank Accounts with 
chequ.ing facilities. 

b) 	 Savings Bank Acccunts without 
chequing faciLities, i.e., 
accounts from which withdrawal 
are allowed through wit.hd-uwl 
slips and on producton of pass 
books only. 

11i1) FLxed (or term) ienosits: 

a) 	 For 3 months and over but 
less than 6 month. 

b) For 6 months and over but 
less than one year. 

c) 	 For one year and over but 
less th~a Z years. 

d) For Z years and over but 
leas tlan 3 ynar. 

a) 	 For 3 y-ar and o.vr 

Commercial BKB/SB* 

5% 

.4610 

67 

7% 

7% 8% 

7.50% 8. 5% 

8.25% 9. Z5% 

9.25% 10. 5% 

10. Z5% 11. Z51! 

K-hi !3a.- And lanqiadesh S.ilxA 3ank are Allownd* The BangLadesh ? 

to pay interest on term ir oi:J, except deposit:s cnived from othr 

banks t.nd .Ancial 1nist-tiicn,, at haqher rates to the *.eont of 17* Above 
the prescrlbod rti. 
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CURP.ENT SAVLNGS RATES AND TERMS 

COMMERCIAL BA4KS, BKB AND SHILPA BAINK (SB) 

Types of 	 DeVosits 	 Commercial BKB/SB* 

i) a) 	 Special notice accounts 
or deposits withdrawable 516 
at notice of 7 to Z9 days. 

b) 	 Special notice accounts


or deposits withdrawable 51j


at notice of 30 days or over



Ui) a) 	 Savings Ban.k 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 production of pass 
boolts only. 	 7% 

ii) Ftxed (or term) denosits: 

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

b) 	 For 6 months and over but 
less -ha= one year. 7.50% 8.5% 

c) 	 For one year and over but 
less than Z "eas. 8.25% 9. Z5% 

d) 	 For 2 years and over but 
less than 3 ears. 9. z5% 10. 25% 

e) 	 For 3 years and over 	 10.2572 11.25% 

* The Bangladesh ?-h. ak and Bangladeish S BlpaBank arl aownu~d 
,O pay intarrit on tern deponaat, except dlnpost vnced from -t..r 
banks and !Lntanc-1a1 Inseit-aons, at higiher ratns to tho exon: ,of 1", xbove 

the prescribed rates. 




