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I'. M.A. Kajid Molla,
 
Chief Officer,
 
Agricultural Credit Department,
 
Bangladesh Bank
 
Dacca
 

Dear Mr. Molla 

I take 1.. :asure in transmitting the Second Evaluation Report of the Rural 
Finance Experimental Project. It contains two volumes
 

Volume I : Executive Summary 

Volume II: Main Report 

As will be noted, considering the late start in lending under the Rural

Finance Experimental Project, on the part of all but one of the lending

institutions involved in the experiment, considerable progress has been
made in reaching the target group with loans and in mobilizing savings
among the targct group. For example, over five times more target house
holds had loan December 31, 1979 under RFEP than werea on being reached 
by lending institutions prior to initiation of RFEP. Seven percent of
 
the capital required for target group lending operations has been 
generated from the savings of the target group itself.
 

One of the greatest deficiencies to-date appears to be the implementation

of the individual characteristics of the various credit delivery models 
on the part of the lending institutions. The existing situation it 
discussed in some detail in Part F of the Report. It is my opinion that

the next evaluation report which All be completed before the termination 
of the present contract, should analyze in depth the current operations

and problems involved in the full implementation of the individual credit
delivery models called for in the experiment. This should be done so 
that concrete recommendations can be made with respect to their continua
tion, dropping or modification.
 

Sincerely yours,
 

Alvin Mayne,
 
President,
 
Clapp & Mayne Inc.,
 
For the Joint Venture Firm
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5.1.a UDK OF THE VVFEP MPDI 

A* Number of Househods- Dvered tZ tho R.-nrimont 

Utilising information from the Baseline harvey and the Census the
 
total number of households and number of target hcusaholds (Orono
 
Cash Inoomo of 6,000 takas or loeA 
 and/2*0 acros oz 
loss of ?ned 
oultivable land) were estimatod. As can be soon in Table 1.1 the 
total number of households in tho 
aeas sovored by the 62 outlets 
of the nine lendin institutions is estimated to be 44,03.% The 
number of target households would be 63.2% or 27,826. (Table 12)q 
Krishi operations c.ooount for 34 of the total taramt housoholds 
The highest peroentave of target group households Is found in the
 
aroas served by Rupali (74) Appaently, Sonali Is serving fairly
well-off areas3 the target group households only represent .4( of
 
the total households.
 

There is a big va.iation in average number of target households
 
per outlet. The avoraoo Krishi outlet approaches 1,400 households
e
whereas the avora.'e number of target households per outlet for 
Sonali and Agrani is below 400. If IRDP and BSBL efforts are limi
ted to oooperative memborship then the outlets of these institution 
are serving, on the average, only about 100 target group households*
 

B. M~rao of Households. with SosoFri 

An important element in the oomposition of the target group 
house
holds is the proportion (44%) of the households which b A javo 
& farming aotivity. 

In Tabe I  3 a oomparison is made between the poroentae of targot

households with some farming activity with the poroentage of 
nor#.
 
target households with some farming activityp for each of the lon
ding institutions ares Only 52% of the target households have some
 
farming activity, while Ot of the non-taraot households have 

STable numbers refer to haptcgrs and Tables In the 1in Reports 
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somo farming activity, Trhus low Porccntago of target Group house., 
holds with some farming activity bogins to point to the problem of 
designing a rural-oredit prou-ram aimed at the target group as de. 
fined in the RFV@ 

C. Source of Income 2f r . 

Naturally, the souroe of income of"households with no farming acti
vity tended to be non-agrioultural In oharnoto& 

With respect to targot housoholds with s0m.farm activity the aveoa. 
age gross cash income Is about 2,350 takas por year of which only
51% is derived from n. riculturo the rendininr coming from non.
agricultural aotivitios
 

This is in contrast to non-target households whore the average
 
anrimal gross oesh income is eatimated at slightly over 81000 takaes, 
of which 49670 takas or 56% is derived from agricultural activity. 
In Table I - 9 the estiated percentage of income coming,from agri. 
cultural activities is given for the target and non-targot groups
 
of households It is soon that only 24 of the gross cash Income 
of the target group households is derived from agriculture in oon
trabt to 52%for non-target group households* 

The fcz', , percentage - 24t is an extremely significant number in 
assessing what is the likely mix of loans that can be readily mad 
to the target group clients of the RFEP. 

j/ If target group definition only referred to income of 6000 takan 
or loss, the porcontago of target group housoholds with farmiLsome 
activity would have boon 64%o
 

/ Some of those individuals might work as farm labourors but they
 
could not uspeXkoultural loans. 
 Thoy probably worked for farmers 
in the non-target group. Therofore, RFEP loans could not help them, 
even indiro I ,/. 



S - II WHAT IS VE ABILITY OF THE LDING ST17TONS 
TO EXTEND CREDIT 70 ITHE TARGET GROUP? 

A. What was the Credit Situation Before RFEP ? 

From the Baseline Survey we can obtain a general picture of the pro
portions of the target and non-target households which received loans 
before RFEP in the areas covered by each of the lending institutions. 
This information can be fTurher brokom down by the sources of the 
loans-- institutional, money lenders and friends/families. 

The year before the RFEP was inititiated, only 11%of the target 
group households received loans as compared with 18.6% smong the non
target group households. With respect to the target group households 
the loan incidence varied a great deal a high of 24% infrom Somali's 
areas to low of 4.4% ina Uttarts areas. 

by lending institutions of tVie source of loans is given in 
Table 11- for the target group. It is to be seen that only 4.1% of>the target.group received institutional loans. Almost somethe per

%contage(..C%) had to turn to money lenders. 

For non-target households the picture is quite different as seen in 
t Table 11-5. Nearly 13% received institutional loans and only 2.5% 

to turn to money lenders.4B. How well Has the RFEP Been Reaching the Target Group with Loans ? 

1. The Estimate of Target Group Households and -Taretgrou, rroes? 

It was decided to utilize the estimates of the number of target 
group households covered by the lending institutions which could 
be derived from the Baseline Skrvey. The reasons for reaching 
this decirion are speled out in detail in Chapteor IgI Section 
A, of the complete report. 

It vas also decided that the classification of borrovers into 
tUrget and non-target households would be based on the Continmus 
Survey whicL was an operational survey called for in the Project 
and on the basis of which payments from the Project Account 
would be made by USAD. 
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2. What Percen!tae of the Irget Oroup Was Reached Through Deccaher. 19T9! 

Before this question can be answered it is necessary to make 
several adjustments to the reported number of loans made to
 
"target group". The first adjustment involves the is-classifi
cation of a number of borrowers as target group members as rave
sled by the Continuous Survey. The Continuous Sur Report 
dated January 8, 9eO revealed that only 72.6% of the borrowers 
fell itto the target group. The second factor thich must be 
taken into consideration is the nmber of second, third, etc. 
loans which vere made to the same borrowers. A special survey 
was made by the Consultants to find this out. The average nuamber 
of loans per borrower waried by institution. Krishi borrowers 
bad an average of 1.35 loans since Krishi had been operating the 
longest, The other institutions had rates closer to 1.09 or
 
even 1.0.
 

,The cmparison between the adjusted number target group borrowers
 
the nuber of target group households is given ir. Table ii-4, 

is seen that trouab December 31,1979 a ~ f etat
 
group households had been reached vith oneoP 
 reloans. The 

highest percentage reached was by Sonali, which reached 50.6% of 
the target group households in its areas.
 

Agrani came second with a reach of 40.2%. 
The poorest was that 
MML which reached only 7.2%. However, if cooperative membership 
is considered to be its target group then the percentage reached 
goes to 30.". Similarly IMDP reach goes from 21.8% to T0..%. 

Iven within the target group the loan incidence under the RFV 
varies significantly. 
In TUble 111-6 the loan incidence of those 
target group feamilies with gross cash income of 3000 takas or less 
iP compared with the loan incidence for f~mlies with gross cash 
income of 3001-600 takas. 

Only 13.5% of the families in the lover income category received 
loans as campared with an incidence of 30.3% for the faiilies in
 
the higher income centeory. 



0. How bah I.- BoiB Loaneod and Wlhat Is- the Potential Dowad? 

ie Amount of the Loan 

Utilizin tho Continuous Survoy it Is estimated thAt tho avorage 
loan to the target group housoholds amountod to 1033 tak. as 
compared with an overall avorago loan of 1296 takas to all boz 
rowers undor the RFE' aooordin to the Doombor 31t 1979 monthly 
aooounting reports of the londring institutions, This moans that 
the loans, ado to the non-target group averaged about 2000 takaa 
or double. 

Novrtholoss thc, average size loan under tho RFEP to the tarGet 
group was t18 larger than it was before RFEP as can be soon in 
Table IV-4. It will albo bo noted that there is a variation of 
2 to I in the average size loan under RFEP-Crishi, Sonali and 
Janata all loaned an avera,o of around 1300 takas whereas, with 
ezooption of Nbali, the averade size loan was near 700 tkas, 

Sonali's andKrihhA loans womoonsidorably larger than tho 

r.-RFEr lovel, 

16 Vhat-is- the Potential Demand for Loans ? 

Two ostimatos of the potential demand for loans on tho part of 
the target zroup households wore made. Ono which we callod tho 
"muimum potential" the second the we haveis one which oalled 

the "pragmatio potential." The first is based upon answers to

? two questions in the Baseline Survey. The first qaostion asked
 

you"Ifhad an opportunity would you take aout lonn ? "Tho seooud 
quostion was "If you want to take loang howa much would you liko 

to borrow ?" The answer to the first question was 79% "Yos" and 
to the mooondl thp,4 or was 16W taka.. LzWwom.wore tabulated for 
target households n/k londin.; institutions' am@ with those 
aniwors an ostimaLIZSf the mxximm doaxnd potential for each londie 
ANtitution was constructed, .The roults are shown in Tablo 

and total 2. 58p 83,000 takas. 
The prAGMtio potential on the other hand is basa on t'u, boat 
porformanoe of roachirC the target group and.tho hijhost averaCe 
1oM to the target group. Sonali roached 50&% of its taraet 



group and Janata gave, on the averageplargest loan of 1321 takas. 
Utilizing these figures we obtain in Table IV-6 loan poteia 

of 1,86,06,ooo takas, or slightly more 
 than half of the a ta 

The value of the loans outstanding to the target group on Decem
ber 31, 1979 amounted to 16.6% of the maxiumu potential and 31.9% 
of the pr W atic potential. 

D. What is the Effect of Different Rates of Interest on the Level of 

Worrotvia ? 

Because the number of target households in which different interest
 
rates were offered, it is 
 first necessary to determined how many
 
target households 
actually fell in each interest rate category before 
any conclusions could be drawn. wasIt actually necessary to develop 
several different sets of household population estimates because the 
interest rates differed in the case of IRDP and BSBL depending upon
 
the use of the loan, crop, 
 other agriculture and non-agriculture. 

The analysis was then carried out by coaparing the distribution of 
amount loaned for each type of loan at the various interest rates 
charged with the distribution of target households amcng the corres
ponding interest rates. An Index was constructed in each came which 
was computed by obtaining the ratio of the percentage of loans in each 
interest category to the percentage of target households in same inte
rest categories.
 

1. crop loans 

The comparison between loan distribution for crop loans with house
hold distribution by interest rates is shown in Table V-2. It is 
seen from the Index in the last column that the loans were
 
"oversubscribed" at 30D% 
and 18% especially, the tomer. At 36% 
apparently name resistnce was encountered. But there definitely 
i'as no resistence at 30%if thin measure is used. 

2. Other Aricultural Loans: 

A similar comparison is made for other agricultural loans in Table 
V-3. It is clear that there seems to be difficulty in making 
loans above 12% rates of interest. 
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3. 	 Non-ricultural Loans: 

Table V-4 gives the sene comparison for non-agricultural loans.
 
There appears to be a slight upward trend as the interest rates 
get higher indicating no resistence to the higher interest rates. 

4. 	Conclusion:-


It can be concluded that for crop and Non-agricultural loans the
 
higher interest rates are no impediment to achieving a good level
 
of lending. In the case of other Agricultural loans there k pe
are to be resistnce at rates in excess of 2%Y 

E. Can Productive Investments Be Made by The Target Group if Loans Are 

Available ? 

It is still too early to determin4kb-sed upon data from the RFEP 
progrm to draw any definite conclusions #the sumer to this question. 
In the next few weeks we will be getting results of the first fareri' 
financial survey which should revealZhow the farmers fared vith
 
respect to the use of the money they borrowed under RFEP in connection
 
vith 	a given crop season.
 

It is still too early to come to any conclusions based on the repay
ment record of the loans which will be analyzed in a later chapter.
 

Until these data are available which contain sufficient ecperieace, it
 
is necessary to depend upon other information. In the Baseline survey)
 
indications were received that., in opinion of the respondents, the
 
main 	obstacle to iftroving their income was lack of capital ai, loans. 
Vhen the question vs reversed, namely to what "could help you to 
raise your income" it was not land, but capital and loans which were
 
mentioned. this was true 	vhether the respondents had some farm acti
vity or had none. 
Lack of land or need for more land was not frequently
 
mentioned.
 

Further questions revealed that only a minute percentage vished to use 
the loan for consumption. Most often mentioned war the demiro to
 
invont in buinoeso *to.
 

lj 	 A multiple Correlation of the size of the loan vith a mnmber of
variables including interest rate an 
 one of thin indicated that
interest rate was an unisportant doterminate. Inccaeg purpose of

loan 	and mount of land own were the key varlables.
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We also saw in Table V-2 and V-3 that despite the fact that only 26% 
of gross cash income comes from agriculture, the target group did take 
crop loans even if the interest rates were high. In tableA VI-3 
a
 
comparison is made of the percentage of loans for agricultural purposes 
with the percentage of gross cash income received from agriculture. 
The comparison shows that the percentage of loans for aoriculture 
purposes was 2& times the percentage of income from ar.-rculture. On 
the one hand,, this represents a successful effort on the part of the 
lending institutions to direct the RFEP lending program to &jriculture. 
On the other hand, time may indicate that the rate of Non-repayment 
of sericultural loans might be high because such loans were forced on 
target borrowers even if very little of their gross cash income was 
derived from a3riculture. There is some evidence of this occuring 
from the case-studies made by the team's Social Anthropologist. 

8
 



S- Ill. WHAT IS THE PRESENT AND POTENTLL MOBILIZATION OF SAVINGS AMONG 

WH TARGET AND NOW-TARGET GRUP HOUSEHOLDS 

A. Savings Among4 the Target Group Households 

1. Number of Savers
 

The Baseline Survey provides information as to the percentage of 

target group households which were saving before the RFEP. In
 

Table VII-1 of the main part of the report it is estinated that
 

11.3%of the target households had savings before the RFEP
 

operations were initiated. In the Janata areas a high of 27.8% of
 

the target households were savers.
 

The number of target group depositors on December 31, 1979 

according to the lending institutions is 6,984. However, it is
 

likely that, as in the case of borrowers, a certain number of non

target households were misclassified. In our analysis we have
 

assumed that the sane percentage of savers as borrowers were mis

classified. This results in an estimate of 5,034 target group 

savers or 18.6% of the target group households. 

Based on a specisl sample survey of savers carried out in February 

and March, 1980 we have concluded thhV 45 -t-e ci.i rKe -- . OX 

group savers were previous savers. In effect there was a signifi

cant shift to the RFEP savings program on the pu~t of previous 

target group savers. 

2. Amount of Savinns 

Utilizing the lending institutions reports of Decmber 31, 1980 

it is estimated that the trget group savers have contributed
 

about 7.1T% of the resources vhich they borrowed under RFEP 

(Table VII-5). The averago size deposit was about 8.5%of the 

average size loan (Tible VII-6). 
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The special survey of savings, referred to above, revealed
 

that previous savers had an average deposit which was tvice
 

that of first time depositors, indicating that the savings
 

habit nay give them more confidencei The value of the
 

higher interest paid on deposits. .
 

When we try to measure the impart of interest paid on 

deposits the amount of deposits ye find an almost inverse
 

relationship. This is particularly true when the average size
 

of deposit is related to inteioot rate in Table VII-9. At
 

1U% interest the average size deposit is 121 takas while at
 

15% interest the average size deposit is 54 takas.
 

. A When the average size of deposit is related to income we see 

<@Xg. hints at forced savings. The lowest income groups save the 

highest percentage of income according to the sample survey. 

The size of the average deposit for households with less than 

1000 takas of cash income is about the same as for families 

with income of 5000 to 6000 takes. 

3. ithdrawals 

The withdrzas have been quite ha .'Unfortunatelyg we do 
-i~t-hve sti d t go_ . almost appears that the 

* savings account acts as a conduit for the loan. Before the 

credit is actually needed it may go into a savings account.
 

Also at one time the practice on repaymentwoa foryat least,$-)
 

samo of the lending institutionseto record them in a savings 

account rather than to record the payment against the out

standing loan.
 

In the ammple survey of savers ve,discovered that there were
 

very few suvers who made more tha ne vitidi m14 The one
 

vithdrawl tended to be quite lmre (Tuble VII-1I) and the
 

ressoi f'or the withdrawal given generally was for invest

ment jirposes, primarily for bumineso or the purchase of a
 

rickshaw.
 

10 



4o, En t mu,at Pote-nia 

o eosti.n.tod potontialo wore propLrod. 'The first assumed that 

every target Croup household would save a Craduatod porcontago 

of its inroorno-.., of inooric for familios with Grooo oash inoomo 

of 1J0Otak os or loss to % for families with inoomo of 3031 

6000 takas. This results in an ostimatc.od eerinum savinks poton. 

tial of 37p03,500 takn.. 

The praGmatio potential which was obtained by usinG the boot 
porformance of cVy londin institution and applyinG this porfor.. 
manoo.to the other institutions is estimated to bo 19,14,192. 

takaso 
5. APEroh to Potential savings as of Deonmbor 1 1 9. 

The sOavin,:.s program for target housohold, is linked to the credit 
progra. Thun, the. pcrcentegc of target households to be roached 
by the avir..s at any Given time should be related to the poroon, 
tacgo reached the credit The maimum snvin sin program. potential, 
then should bu roduood the poroentzgo roachod in credit prora. 
which overall was 21.3% as of December 31, 1979 to obtain the 
evootod potential for that date. In Table VII-7 this was done 
with rather interostinC results. Overall, the savins pro~ran to 

end of 1979 achievod 8011 of the potential which ohould be axpeoted 

ca Doo.abor 31, 1979 if the concept of linkage between the credit 
program and savin-o proguram is accepted* Two of the londin ins. 

titutions far oxcoodod the potential. 

B. Savigeg .ArM Non-Tr~ot Group Households Under RPEP 

Number of Savers 

The Baseline SurvoY provide- un with an outimato of the umbor of 
non-taraot savors before RFEV, The SurvoY shown that 31,4 of the. 
nor-targot houooholdn wore savors before RFEP, Thus out of IpC209 
nos-targot houoholda, 5,125 houcholds hxl uaviniv nOL.untgo 

11
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The lending institutions have shown little or no inclination to
 
pursue savings program under the RFEP which calls for p~yment 
of much higher interest rates than is nomal. Thus out of 62
 
outlets being operated under RFEP only 22 have any kind of savings
 
program for non-target households. If IRDP and BSBL outlets are 
eliminated since they are paying only 4.57 and 6.5f and thereby 
they do not provide an opportunity to test the effect of higher 
interest rates on savings, there are only 17 outlets which have 
a non-target program.
 

As a result it is estimated that only 3,400 households are exposed 
to non-target RFEP savings progrnms or about 20% of the total number 
of target households. In faot OrAy305 households are exposed to 15% 
interest savings account. However, if we assume that the lending 
institutions are also misclassifying savers as they have borrowers, 
it is possiblekassume that the lending institutions are reaching 
additional non-target households inadvertently with RFEP saving 
programs. If this assumption is acceptedtbGn a total of approxi
mately 2,600 non-target savers were reached or 16.0% of the total 
number of non-target household. If IRDP is eliminated then the
 
number reached is about 2,150 or 13.2% of the total of non-target
 

households. 

2. Amount of Savings 

Without IRDPO\non- ,rget savings reported as such by the lending 
institutions is considerably higher than that of target group savers,
 
namely over 700 taka on the average compared with 85 for target
 
group savers. If we add the misclassified non-target savers into
 
the picture but at much lower 
average deposit (22% higher than the 
average of account of target group based on tabulations of a 
sample survey of savers) the total amount of non-target savings equals 
about 534,oo takas (Table vii-4). 
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3. Impact of Interest Rates on Non-Target Savinzs
 

Because of the rpletively low exposure to different interest 

rates -- only 305 households are exposed to 15% interest rate 
it is difficult to comne to any conclusion as to the impact of 

interest rates on savings.
 

4. Potential for Savings 

The some methodology for estim'fting non-target group savings 
potential was used but consideration was given to the higher inccne 
classes involved through the assumption of progressively higher 

percentaguof inccne saved. The maximum potential is estimated to be 
80,70,000/Mhie the pragmatic potential is slightly more than half 

the amount or 40,71,000 ttkas. 

C. Combined Potentials of Target and Non-Target Households. 

Adding together the target and non-target households maxinum
 
potentials ye obtain 1.17,73,000 takas. Taking the more realistic
 

pragmatic potential ye obtain combine pragmatic potential of 

639859000 takas. 

In Chapter 5-I it was noted that the naximum deand for lowis was 

3,58,83,000 takas and the pragmatic demand was 1,86,46,000 takas.
 

This means maxinu savings potential would meet slightly less than 
one
third of maxima potential credit demand while pragmatic savings 

potential would meet just about one-third of the praWatic credit demand. 
In effect, two thirds of the potential credit demand will have to 

be met by head office advances. 
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S - IV WHAT IS THE FINANCIAL VIABILITY OF RFEP?
 

k. Introduction
 

It is still too early to reach final conclusiom regarding the financial 
viability of the RFE approach to rural credit delivery to the 
target group clientele since for all but one of the lending institutions 
operations cover only 10 months or less. The approach in this 
Evaluation Report has been to review the record up to December 31,19T9 
concerning: 1) Revenues, 2) Expenses, 3) Overdue Re-peyments, 4) The
 
resultant status of viability. In addition, projections have been made
 
for 1980 taking into consideration rate of growth in activity among the
 
lending institutions during last four months of 1979. Finally, the
 
viabilities of the different institutions have been estimated assuming
 
that the "pratic"potentials both for credit to the target group
 

and savings r-re reached.
 

1.Revenues
 

Total income made up of both cash income and accrued income as estimated 
by the Consultant where it was not directly available from the lending 
institution totaled over taka 10,30,O00 (Table X-l). Irishi accounted 
for over 60% of the tot.%l due to a combintion'onger operation and 

loan interest mix.
 

Assning that the rate of increase in interest income achieved in the 
last four months of 1979 could be maintained throughout 1980, the
 
estimated revenue 
 for the 12 months of 1980 would be Taka 30,80,OOO
 
(Table XII-8). This 
 is about three times the amount cumulated until 
December 31, 1979. This does not seem unreasonable since all but one 
of the institutions did not start lending until March and several were
 
still opening outlets as late as June or July. 



C. 	What are Costs and What are they likely to be ? 

Of 	the total operating expenses of Take 9,25,000, head office 
expenses accounted for 22% (Table Ymi4,. Start up costs vere very 
small especially when amortized over 3 years (Table X-2). The
 
highest amount was for Sonali-- Take 193 a Lnonth.
 

Cost for capital or resources used for lending totaled Taka 4 Q5O9000 . 
The total amount of interest paid to target and non-target group 
depositors was 4l,0OO takes or about 10%of the total capital costs. 

The subject of overdues and bad debts will be discussed below in 
detail. The monthly financial reports of the lending institutions 
do not contain a reserve for bad debts. At this point in time due to 
uncertain knowledge, a bad debt wasreserve set up amounting tc 3%of 
outstanding loans. tuh~ s arbitrary. As of December 31, 1979 
this reserve would amount to Taka 2p71,000. Total expenses including the 
reserve for bad debts therefore aounts to Taka 1690.000. 

D. 	What is the Extent of Overdue P&Yments, What Should be the Reserve 
for Bad Debts ? 

1. 	 The Extent of Over due Payments 

As of December 31, 19T9 the percentage Qo-&Yerqe..JeV d j
paid in advance was 2T. (Table XI-1).6 There vas considerable 
variation in percentage of overdue from nil in the case of IRDP and 
less than 2% for Agrani to over Z for Utters. The only lending 
institution for which a comparison can be nadewith Juno 30 is Krishl* 
which reduced its overdues from 38% to 30% (Tablexx -3). 

Despite the fact that Krishi has been in operation longer than 
either Sonali or Uttara the percentage of loans overdue between 
six to twelve months is only 0.27%compared to 11% and 7.5% for 
Sonali and Uttar& respectively (Tblefl -2). 
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Classification of the ovrdues by the interest rate being charged
 
at the outlet indicates itvery strong relationship between the 
interest rate and the percentae f overdues (Thble XI-4). At 12% 
interest the overdues were only4 37. It rises steadily until at
 
30% interest the overdues were 56.73%. There is ae 
drop-off at
 
36% interest. However, it is to be " 
 .-:,-.)c:i a areVt--* aze rolat1vsr 
few loans and target households at that rate. If this relationship 
continues as the Experiment progresses the extra revenues gained ut 

: ' offoot by the noed to provide 
higher rosorvos for bad dobts. 

the ih£!ir in .- rcP.toa ako b,-., 

4. Prevention and Reduction of Overdue Loans
 

A number of steps should be taken to reduce the overdue loan level.
 
These may be grouped under such categories as: a) proper lending 
procedures, b) improved scheduling of loan repayments, c) carrying 
out vigorous collection procedures, d) rewards to borrowers for 
prompt payment and e) provision for insurance in case of calamity.
 

5. Reserve for Bad Debts
 

It is too early to come up with a definite formula with respect
 
to determine the size of the reserve for bad debts. It may have to
 
relate to the interest charge as noted above, it may have to
 
relatr to the aging of the overdue;, or A ay be just a flat 
percentage of the size of the loans in theloan portfolio. For the 

oment, for the purpose of computine profit or loss a 3% reserve is 
used which is believed to be 50f,higher than the institutions use
 
for their normal operations.
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E. What Was the Viability As of December 31. 1979 ?
 

The overall loss for all institutions frr start-up time through 

December 31, 1979 ws Tam 2,96,000 before allovance for bad debt. 

This amounted to 3.21, of the net outstanding principal as of that 
date ("'I-,). Krishi with largest outstanding balance had a snall 
profit-- 34,00 takas or 0.79f.of outstanding principal. There is a 

rough relationship between the size of the outstanding principal 

when allowance is made for certain operating characteristics of the 

credit models being implemented by several of the institutions. Thus 
Janata, Pubali, Rupali and Uttara all have outstanding principals 

amounting to less than Taka 8,00,000. Their losses range frcm 8.7f.to 

20.9%. On the other hand, Sonli and Agrani with over Take 10,0,000O 

each of outstanding loans had loss less than 4.5%. The relatively low 
losses of IRDP and BSBL are attributable to use of part-time help 

and their narrow target group -- cooperative members only. 

A nunber of outlets in various institutions made respectable profits
 

before provision for bad debts (Table XII-2). It is noted that all
 

of them charged 24% or higher interest on loans. When the net income
 

or losses of the outlets are tabulated by interest rates, there is a
 

clear indication that profits, not including provision for bad debts,
 

are highly correlated with interest rates, at least, up to the 36%
 
interest rate. The reduction in net profit at that point night be due
 

to small number of outlets charging that rate.
 

F. Inpact of Reserve for Bad Debts
 

The inclusion of a 3% reserve for bad debts naturaly reduces the
 

net income. The only interest rate to show a slight profit is for
 

outlets charging 30% interest (Table XII-5). At 12% interest rate the
 

loss goes up to 6.841.
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It was noted in the discussion on overdues that the inform.tion 

to date indicates that the overdues rise with the interest rate 

charged. For that reasontanother set of estimates were mide using 

progressively higher percentsges for bad debts as the interest rate 
charged is increased. The range for bad debts used is 1%at 12f 

interest to 5% at 36' interest. The effect is to reduce the size 

of the loss at the lower interest rates. However, with interest rates 
of 24% and 30f the losses are slight and, of course at 3% a much 

larger loss occwS (Table XII-6). 

G. Estimated Net Income or Loss for 1980.
 

Utilizing the assumptions made for 1980 revenues and costs referred 

to above, the RFEP program would show a sizeable net incce of 

Taka 10,37,000 before reserves for bad debts (Table XII-8). Only 

two lending institutions would show small losses - Rupali and Uttara. 

With the allowance of a 31 reserve for bad debts, the net profit is 

cut almost in half. Only four of the lending institutions ruiain 

proff-table. 
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S - V WHAT ARE THE OPMRATIONAL CApA TESor WE LENrDING INSTMYTIONS 1-1l/ 

A. 	5taffina:%Qality of Training and Improveent of .anagenent 

1. Academic Qualifications and Training of Staff :
 

The academic qualifications of staff remained high with 63% of the 

Grade 1 employees (Managers) being university graduates, 24% having 

gone beyond the bachelor's degree level. (Table IIII-1) 

Banking training which staff has received seems to be adequate for
 

ftt carrying out the general responsibilities under the RFEP Proje

ct .
 

However, a considerable percentage of the field personnel expressed
 

the desire for more training (Table XIII 2 and 3) on RFEP matters
 

referring to
 

a. Time devoted to previous training appeared inadequate
 

b. 	 RFEP standard accounting procedures and data collection re

quire further clarification, explanations and assimilation.
 

c. 	Clarification of the relation of the Rzperiment to day-to

day rural finance realities is desirable. 

2. 	Improved Assistance from Higher Level Management
 

The 	field staff reported that they were receiving more visits and
 

assistance from top management in the lending institutione and 

better support. One problem hovever, is the number of transfers 

into and out of the RFEP Offices which had occured in the relati

vely short life of the project It is estimated .rcn the various 

surveys that over one fourth4Tield employeen - . - trans
ferred into the RFEP offices since the program vas initiated in
 

each lending institution. This is one reason that many of the
 

staff members know so little about the RFEP Program.
 

1/ 	Most of the information in this Section is based on the second
 
Output Level Survey : Performance of Lending Institutions which
 
was carried out in February, 1980.
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There also appears to be a gap in the chain of cmnand which 

requires the strengthening of the regiona -=A offi
cers. Summary of actions to be taken is discussed in S-VII, 

Recocendations. 

Through the initiation of regional workshops the Consultant 
has 	already taken action to cover the deficiency in training
 

at the regionl and field staff levels. 

3. 	 Training and Productivity 

Relating satisfaction vith the quality of training received 
and productivity per employee in each lending institution 

seems to indicate a positive correlation. If the institu
tion ranks high in the rating of training received it tends 

to rank high in productivity per employee ',Table X1l1-2(a) 

and 	Table XIII-2(b)). 

B. 	 What is the Rate of Productivity ? 

1. Factors detemining Productivity 

Current productivity is tied to 7 key factors which appear to be 
equally important to overall operations at this time. They are: 

a. 	 Clear idea of Project Purposes 
b. 	 Clear appraisal of individual model's characteristics 

c. 	The naturi of institutional Rural finance elments e.g 
interest rates, credit, credit needs and credit demand. 

d. Advanced planning of lending and savings activities of the
 

institutions.
 

e. 	 Personnel specifications and criteria 

f. 	Incentives to personnel
 

g. 	 Quality of iplementatlon tools 

2. Level of Productivity - July 1. to Decmbr 31. 1979 

In Table XIV-102,3, and 4 the productivity of each institution 
has beed analysed in four vays -- number of loans divided by 

a. 	 the number of outlets and number of mployees and 
b. 	 the value of the loans made divided by the sme two factors. 
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The average number of lonns per outlet made in the six month 

period was 81. The avcr.Co number per employee (full time 

plus part timo) was 45. Fom the standpoint of number of 

loans per employee Kri hi was considorably ahead of anjther 

the bottom.institution with IRDF at 

Krichip howcvox) ranks much above any other institutions when 

it comes to the value of the loanB per outlet or per omployco. 

3. Number of Full-timo and a timo Employee! . 

One of the probloma wits respect to productivity is the largo 

number of part tiMe rnployVec3. Almost 2/3rds of the employees 

are part time (Table XIV-6). In the case of IRDP and DIsL al 

the omployees arc p-t-time onployougs Even if we remove those 

two institutions, prt-timo omployeos accounts for 58 of all 
employees.
 

According to thc Nan.womont Survey (January 1900) total mmbor 

of omployco in RFEP was 111 ( as per respondents' Opinion) 

which includos 43 fulltimo and 6 part time employo6e&blo UIV-6) 

Howovor, as per hond offioo report there s some discropnoy. 

The respondents st.tod that the number of full and part tim. 

porsonnol is 60 and 120 respectively. 

According to the Project aperqthe number of full-time and part. 

%i" employcos wore supposed to be 43 and G1 rospeoctivoly. Thus, 

we mote hero that only 34t of all employees workinC in RFV we 

full time which is one of the problems with respoect to produo

tivity. This has boon diucussad in detail in the Model Implomolb. 
tation Roport. 

21
 



S- V HO WLAETHECREDIT MODELS BEING 
BY THE LENDING INSITUTIONS?IM~PLDO4ETEI' 

ImplementtionA. Functional Analysis of the Model 	 : 

1. 	 Group Lendin. : Jnnata. UttarseIRDP and BSBT 

Some 134 groups are involved with over 2700 individuals(Table XV-1). 

as the result of the
Credit disburseents do not seen to be higher 

larger volme of business which coxld be generated because of 

group lending.
 

sean 	to inhibit theStrong individualim of the rural dwellers 


for the purpose of borrowing.
forming of groups 

2. 	 Area ,O1 v .Ont : Janata and Sonpji 

to thic model.SonaliVor" little has been accomplished with respect 

in Comilla, Chittagong. Hymensingh. Dinajpur and lhulna is engaged 

in some forms of area development. Lack of trained personnel in 

represent one of the principal constraints to area development may 

the carrying out of this model. 

Production Plans : Xrishi. Janata,3. 	 Assistance to Borowers with 


5on~i, iubdi.uIRDP and BSBL
 

The lack of experience of the institutions in egricultural credit 

except possibly for Krishi is one of the constraints in iplementing 

this model. Also the staffs limited knowledge as to how to proceed 

to prepsre production plans hampers the fulfil ment of this model. 

A still further problem arises with respect to lack of accurate 

data on which to base production plans with result that wrong deci

sions are frequently made. 

Pubali14, 	 Technical Sur ort: onali, Arrani and 

Staff with the proper training and experience is uxtremely limited. 

Whatever technical nssistance is being given is provided on a part

time basis by extension personnel. It is necossary to develop local 

of personnel accopanied with adequateMd regional skill banks 


Lanning.
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5. Marketing I-Obtaining and Deliverinz of Inpute . Janta.Mrani, 

Pubali and IRDP 

The delivery of inputs given in Table XV-4 indicates that the 

quantity of supplies handled by the institutions is extremely 

limited. In the case of Agrani and Pubali the total of amount 

of inputs purchased is insignificant cmpared to the amount of 

loans disbursed indicatin that little effort is being made to 

implement that phase of their model. 

6. Marketin II e-The 
Janata and Pubal" 

Sellinr, of Farm and Non-Farm Produce 

There is little 

duce by the tWo 

evidence of assistance in the.marketing of pro

lo1ing inntitutioa irvolved. 

B. How Do LendiM Institutions Rate with Respect to Model Inplementation. 

1. Outlet Model Implmentation Survey, 

An approach to determining the quality of model implementation 

on the part of the ltnAing institutions vas provided by a survey 

of 21 (1/3) of the outlets of the institutions utilizing a series 

of questions which would increasingly reveal the extent and qua

lity of model implementation. The interviews vere conducted vith 

bank managers, lending officers and other personnel in the field 

outlets vorking on the RFEP. 

The questions dealt vith the following subject matters 

a. Statement of the name of the credit model being implemented 

b. Stateent of the characteristics 

c. The nature of the security which 

disburement. 

d. Method of selectiorn of borrowers 

dures 

a. Loan sanctioning authority 

f. Modes of loan disbursament--cash 

of the model 

was required for loan
 

and loan disbursement proce

or in kind 

g. M4odus of lon recovery - cash or in kind 

h. Nature and extent of technical supervision given 

i. Raturv and etent of savingsaobil'A.tion 

J. Other characteristics special I., % particular nodl 
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The answers were then graded as being acceptable~partially 

acceptable or unacceptable on 4 a score of 200 10 or zero. 

respectively. 

2. The Findings
 

In Chapter XVI of the main part of the second Evaluation Report, 

each of the answers to the question civen by the personnel of 

the lending institution is discussed in detail. The scores 

received for each question were then combined weighting each 

question equally. When the overall scores are obtaiaed and the 

lending institutions arraneed by score, we obtain a picture of 

the overall quality and the extent of model implementation as 

seen frcm the outlet level.
 

The overall scoring and ranking are as follows
 

Lending Institutions 
Status oi ;.odul I, plu,,wntation And Score 

Lov Divergence Rupali W8
 

from Model Pubali 78%
 

Moderate Divergence Sonali 6o 
from Nodol
 UJttora 58% 

Janata 55% 

Agrani 52Y. 

Oross Divergonce Krlshi 49%
 
from Nodel IRDP .% 

BSBL 31% 

ph.
 



T1 PMBL AMD B2'I'TS OF5 - VII /IHAT ARE 
RFIP AS 5SE BY ITS TARG" CULITEHU 

A. Introduction 

boon speaking dirootly
Tho Social Anthropologist of the team has 

Brief extraoto ofto t ho targot oliontelo in varioua villageos 

to the critical qucetions are
hie oonvorsations by topics rclatod 

the min part of the Socond valuation Report. Inprovidod in 


additiozij' a supilemont will be publiuhod giving the croexpand.
 

which will be availed version of the interviews, once by case, 

In the followin3 sumary a pertinent staton-entable on requoot. 


on a particular eubjoct will be taken from one or anothor 
of the
 

porsona whom the Social L.nthrciolo-int talkod with.
 

B. Intoroot Rat on 

Radosh Sham Das, a Hindu fiuhormn ia Balignon Outlet of Agrani 

but ho war happy to got the loan beoamuo hesaid 30% wan too high 

got a bank loan. He knownnoodod it and also bocause hc could not 

In too mch*that loo.al mony-londora charge 10% a mnth, that 

with that, 30% intoroct of the project loan although Is'(.mparod 


high is quito good. 

C. Frposo of the Loan 

In certain outloto the borrowero wore given loan for purposes 

they did not want. For oxanplo, )iael 1luq wan a landles 

buninoon that would bringlabouror wantod to use the loan for a 
wan given
rol bonofito. But he wan rofuuod tho loan and intoad 

monoy even to buy fodder. a loan in kind - a milch cow. 11o Ms no 

He could not irko the repayment " The miloh cow cannot help so " 

he said. 
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Do Sia and Duration of Loan 

Usn persons oomplained about the sizo and duration of the loan. 

They felt it was too srall. They also did not like the use of 

installments to repay the loans. NarYan Das and others at 

Baligaon said that t hey need larger loans and they should be 

extondod from six months to one and half yoaro. 

E. Benefit from the Loan 

Mohamad Siddique Sheikh said that the loan helped him by.a small 

boat to ferry people and this brirCs him daily cash inoome, If he 
had not reocived this loan he would have had to work as a day
 

labourer which is an unocrtain job.
 

F. Summary 

If one goes through tho largo numbor of casoes alroady aoumulated 
by the Sooial Anthropologist and the Field Credit Specialists the 

improessionono ,ots is that the pro jeot is looked upon as bolxg 
desirable and helpful even ifI at first I the interest rates appear 

to be high, They then samy that who. altornative is the money lender 

to whom they must pay 10% per month. They appreciate the RFMW loan 

because it is not possible to reoive a norvas bank loan. They 
seem to resent the fact that t ho lending officers sometimes will 
not lend money for what they want the loan for. Exoopt for those 

borrowers who got a loan in kind for which they did not ask such 
as a milch oow or calves which require oporatirl expenditures for 
the purchaso of foddorq they state that they will not have any 
problom in paying off the loan. However, they seem to prefer 
lump sum Payment instead of installment Payments. It is clear that 

most of the 3oans which are given for Purposes which they desire 

are probably going to benefit them. 
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5-VIII. RECOMMENDATIONS 

A. 	Restructuring Outlets 

1. 	Increase average size to that of-Kriehi'e.
 

2. 	 Drop IRDP and BSBL unless they expand REP lending to ful 

target group in areas. 

3. 	 To obtain more efficient testing, it is necessary to increase 

size of target groups at 303 and 36%. 

B. 	 Change in Credit Loans 

1. 	 Longer repayment schedules. 

2. 	 Larger Loan: pemit when required. 

3. 	 Reduce pressure on outlets to lend for "107M AGRICULITo". 

C. 	Savings 

1. 	 Working with Consultant's Saving Specialist Institution should 

develop innovative savings programs especially to develop savings 

habits. 

2. 	 Lending institutions should implement non-target group savings 

more vigorously. 

3. 	 IRDP and BSBL savings generation should not be considered as part 

of experiment. 

D. 	Financial Viability 

1. 	 Increase Volume. 

2. 	 Insure RFEP personnel do not undertake other assignents. 

3. 	 Lending institutions should review existing overdues and 

determine causes and remedial actions.
 

Eachb lending institution should establish reserve for bad debts.
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E. 	 Model Operation Improvement 

1. 	 Training 

a. 	 Training Manual should be completed. 

b. 	The training institutes of lending institution should develop
 

A 12 month RFEP training schedule. 

c. Course should be given to Evaluation Officers of each 

institution.
 

d. 	 Special training course for Regional Officials. 

2. 	 Management 

a. 	 Outlets should receive copies of Consultant's second mann ment 
report and branch managers and project should report on 
corrective actions.
 

b. The Project Officer and the most experienced loan disburament 
officer of the lending institution should reviev their RF3 
outlet operations and recommend action to 	improve productively. 

F. 	 Model Implementation 

Each lending institution should review Consultant's. !del imple
mentation Survey of 21 outlets and provide the Bangladesh Bank 
vith a statement of corrective actions to be t-Ann. 

G. Tarxet Group Definition
 

The restriction related to the ownership of tvo acres of cultivated
 
land should be eliminated from the target group definition.
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