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Dear Mr. Molla:

Submitted herewith is our final report of services provided to the Rural
Finance Experimental Project under the contract between the joint
venture of Clapp and Mayne, Inc., Servicios Tecnicos del Capibe and
Proggani Consultants, Ltd. and the Bangladesh Bank dated 24 August 1978,

As stipulated in Section 1.5 of the contract this final report covers
progress and conclusions and describes services rendered during the
period from project start-up through August 1980. It contains an analysis
of all data available at this time and suggests additional work necessary
to -arrive at definitive and actionable judgements as to which method or
methods of rural credit delivery will most likely produce the greatest
benefits to the target group within present and forseeable future
constraints.

It is understood that the joint venture is to be requested to continue
work under the present contract, albeit on a reduced scale, until a
second wave of consultants can be contracted and are on board. A report
would also be prepared on this work covering services performed during
that period; this would include any further conclusions developed.

It has been a distinct challenge to assist you in this important work.
Should the occasion arise in the future in which we can be of supplemental
service to you and the Bangladesh Bank, we would be happy to cooperate,

Sincerely yours,
Martin C. Clapp

Clapp and Mayne, Inc.
For the Joint Venture Firms
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PART A: SERVICES RENDERED DURING THE CONTRACT PERIOD

This Part sets the project in general perspective and describes
the Contractor's inputs during the contract period.

Chapter I consists of a brief introduction which includes an
identification of the joint venture which undertook the work and an
indication of the level of effort provided. The following chapter
describes the mobilization and start-up process and the preliminary
Work Plan prepared by the consultants. Chapter III summarizes the
services provided under the specific functions set forth in the
contract, 'outlining what was achieved, problems encountered and steps
taken to resolve them, and the status of work at the end of the

present contract period.



I. INTRODUCTION

The objectives of the Rural Finance Experimental Project are to identify
institutional credit systems and components thereof which will be effective
and efficient in extehding credit to small farmers and other rural poor
producers and in recovering resources lent with interest on a timely basis.
Moreover, the successful methodology sought is that which will be replicable
in the future. A corollary objective is that the system or systems and
components thereof be self financing through the attraction and retention

of savings.

A contract for the provision of technical assistance services to achieve

these ends was entered into with the Bangladesh Bank by a joint venture
consisting of Clapp and Mayne, Inc. and Servicios Tecnicos del Caribe

(both of San Juan, P.R.) and Proggani Consultants, Ltd. (of Dacca, Bangladesh)
on 24 August 1978. A Joint Venture Agreement was executed by the three

firms on 14 November 1978 spelling out their respective responsibilities.

Clapp and Mayne, Inc. was designated at the lead firm and provided the

Project Manager, a Financial Analyst and an Evaluation Specialist,

Servicios Tecnicos staffed three other technical positions for the

project, i.e. a Field Credit Specialist, a Credit Training Specialist

and a Rural Savings Specialist. Proggani, in addition to providing several
professionals, including a Field Research Specialist, a Social Anthropologist,
and Field Credit and Credit Trairing Specialists, also expanded and made

its field survey and office processing and support organization available

to the project,

In addition, a number of short term professional specialists were
utilized during the course of the work, including a Regional Planner, an
Agricultural Model Consultant, a Social Anthropologist, an Econometrician
and others. A total of 257.5 man work-months®was provided in the contract
of which 230.3 was brought to bear on the project work through August 1980.

% Of key personnel



II. MOBILIZATION AND PROJECT START-UP

This Chapter covers initial steps taken prior to the arrival of the non-
local staff in Bangladesh, completion of logistic and administrative

arrangements and preparation of the first Work Plan.

Activities Antecedent to Arrival
of Non-local staff in Bangladesh

A series of meetings was held in the San Juan offices of Clapp and Mayne,
Inc. and Servicios Tecnicos at which materials relevant to the project,
its background, objectives and constraints were discussed and staff to

be assigned were briefed. The Project Director, who was then residing in
Florida, was brought to Puerto Rico te participate in these sessions and
to begin working with the technical team. Also participating in these
meetings were Messr. Alvin Mayne and Mnrtiﬂ C. Clapp as well as Mr. Rivera

Santos of Servicios Tecnicos.

During this period Proggani Consultants moved rapidly in logistics matters,
making preliminary contacts for office space, identifying equipment and
supply necds and sources from which to procure them, and recruiting
necessary administrative support personnel. In addition, Proggani developed
preliminary survey plans and related field strategy and determined field
research and data collection staff and local offices necessary for
subsequent survey work. Outlines for two key data collection instruments
were developed, meetings were held with USAID and BDB to secure additional
data and insights and trips to the field were made to obtain first hand

information regarding suitability of areas fop ecxperimental and control work.

Project Organization and Administrative Arrangements

As a project of the size and complexity of RFEP required a clearly
understood organization structure, this was discussed at the outset and
agreements reached as to the respective responsibilitics of each of the
constitutent units. This was later put in written chart form and is

depicted functionally on the chart appearing at the end of this chapter.



Administrative and financia. procedures were alsc develcped for
project use, including those concerning pre-auditing, budgeting and
payments, accounting, invoicing, purchasing, property management
and control, use of vehicles, filing and other necessary matters.
These were put in a numbered administrative memoranda series and

local support staff trained in their use.

Arrangements were made for office space, furnishings, equipment and
supplies but, pending availability of the former, the facilities of
Proggani were used for project activities. With the help of Proggani
suitable housing was secured for all non-leccal staff and the settling-

in process was completed in reasonable time.

Planning the Project Work

Following initial "get acquaintcd" sessions between the local and non-
local consultants, a series of meetings was held with officials of

the BDB, USAID and others concerned regarding project objectives, work
to be accomplished and constraints previously identified. Ficld trips

to selected areas were made to zet further "on-the-ground" understanding
of zgricultural problems and to observe farm conditions,the uses to
which credit could effectively be put, and characteristics of the target

population.

Based on the information and insights secured in the steps above the
first Work Plan was prepared. As stated in that document the basic work
elements were seen to consist of (1) assistance in improving the design
of medels and in making them operate successfully to the extent
inherently possible: (2) evaluation of results, drawing actionable
conclusions for use in the modification of models s seen desirable and
identifying those approaches and procedures secen successful and develop-
ing detailed plans for replication: and (3) administering the incentive
system built intc the financial grant to the participating lending

institutions.
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The Work Plan, consisting of some 71 steps, set out the tactical approach
to the achievement of these ccomponent elements and made preliminary
estimates of the time required and the timing of the constituent steps

by phases. The Plan was presented tc the BDB and USAID on hovember 6, 1978,
discussed in-iepth and approved for use with the understanding that as
work progressed it would be revised in the light of actual findings and

problems cncountered in its execution.



III. WORK PERFORMED AND PROGRESS THROUGH AUG UST 1980

This chapter describes services rendered from the Rural Finance Lxperimental
Project inception through August 1980 in carrying out the Work Plan. It
summarizes the work performed under the functions specified in Section 1.3
of the Contract and indicates the principal problems encountered and steps
taken ito resolve them. Reference is also made to the various reports and

other documents generated during the work.

The substantive conclusions and recommendaticns do not appear hcre as they

are set forth in the following Chapter.

1. Advisc/assist the BDB in performing overall project

planning and management. As directed by the BDB, exercise

broad rcsponsibility for the conduct of the project,

including project administration, oroanization, finance,

lopistics and technical services.

Following initial project organization and management steps described above,
the first draft of the projcect Work Plan was prepared, submitted, discussed
and cleared with the BDB and AID. The plan covered all basic steps of the
project and included a time table indicating the scheduled start and
completion of all steps. This plan guided activities during early phases

of the project and a rcvised and updated Work Plan was prepared and submitted
in May 1979 based on the experience accumulated is of that time. In addition,
individual work schedules and check lists werc prepared by the key staff
members to guide and schedule their particular activities. These were
modified and defined as the work progressed and additional insights were

secured

In addition to providing the long and short term technical staff stipulated
in the contract, principals of the San Juan component of the joint venture
visited the project on four occasions, spending approximately nine months
in Bangladesh. This was supplemented by a two and a half month visit by a

senior officer of onc of the firms.
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The services rendercd during these trips included the organization and
direction of project start-up: preparation of the initial work plan;
review of subsequent progress and problems: preparation of major evalua-
tion reports and their presentation to the BDB, AID, and others concerned;
and the final review of work and preparation of the project completion

report.

During the course of the project periodic reports on progress, achievements
and problems c¢ncountered were submitted tc the BDB and AID. These were
supplemented by frequent mectings with cognizant officials of those organi-
zations at which project work directions and important findings were dis-
cussed and further guidance and orientation were received by the project

staff.

Another device emnloyed in overall projcct management was the monthly
meeting set up by the Bangladesh Bank at which responsible officers of each
of the participating institutions reported monthly and cumulative project
results as evidenced by the number and purpose of loans granted, repayments,
overdues, etc. The meetings were chaired by an official of the Bangladesh
Bank and the Consultants as well as a representative of AID attended and
participated in subsequent discussion, pointing up matters for general

information and action.

A number of significant problems arose during the two year span of the
present project. Some cf these related to substantive aspects and others

to project administration and management.

Delays in model implementation largely beyond control of the participating
institutions and the fact that the volume of lending was considerably less
than originally anticipated during this period - and thus less data
available - precluded the development of more definitive conclusions regard-
ing model efficacy and insights regarding lending systems and components

thereof which might be the most successful in reaching the target group.
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The actual dates of model implementation and lending start were

as follows:
Institution Datc¢ Model Lending Cémmenced
First Branch All Branches
Krishi Bank October, 1978 December, 1978
Sonali Bank December,1978  May, 1978
Janata Bank March, 1979 June, 1979
Agrani Bank March, 1979 September, 1979
Pubali Bank March, 1979 March, 1979
Rupali Bank May, 1979 June, 1979
Uttara Bank February,1979 May, 1979
I.R.D,P. March, 1979 April, 1979
B.S.B.L. March, 1979 September, 1979

The late arrival of the Evaluation Specialist also slowed up that process
although this specialist's work was hampered by the lack of information
needed for the in-depth analysis of project impacts on the participating
instituticns and on the target group. Also affecting progress was the fact -
beyond the control of those in Bangladesh - that several of the specialists

were required tc be evacuated for an aggregate period of some six months.

More importantly, however, the Projcct Manager assigned proved to be
inadequate and his services were terminated by the Consultants in mid-project.
These inadequacies resulted in less than satisfactory coordination and
directicn to the Project and in the failure to utilize the technical staff
and survey facilities provided by the Consultants as effectively as con-

'

templated.

Part of this deficiency was covered by an extended visit by a Principal of
one of the expatriate firms wha reorganized the work, up-dated project

evaluations and formulated Steps designed to strengthen direction and
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#nd staffing :nd to pestructure the Project. He was followed by a senior
officer from the expatriate greup who made a further in-depth analysis

and review of findings and developed conclusions and recommendations based

on experience and subsequently available data and identified additional steps
te be taken to achieve final project cbjectives. The results of this work

appear in Chapter IV of this final report,

2. Assistance in the design of seven or more individual

experimental credit and savings models cerresponding

to cach of the participating financial institutions.

The Credit Component

The project paper presented a full description of the credit models wnich
were developed, essentially, by the individual lending institutions. Prior

to the time of the arrival of the Consultants, most of the models had been
amplificd and revised. As soon as work began thce model characteristics were
thoroughly analysed and it wes then decided by the RFEP consulting team

not to recommend further modifications in design at the time but to implement
them as they were., It was agreed at that time that such medificaticns as
desirable weuld be made during model cperation cnce experience had been
accumulated and further analysis and evaluaticn made. (See discussion of

function 3 below for subsequent findings and conclusions).

The Savings Compcnent

A1l of the models tc be tested were basically credit models and there were
no specific savings models as such prepared prior tc the arrival of the

Consultants.

Following the initial orientat’on period, the Consultant's specialist
assigned to this component brepared a descriptive paper on rural savings
mobilization considering the experience in low income countries and in rural
Bangladesh. This paper was presented to and discussed with all the parti-

cipating lending institutions during the orientation training program
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conducted by the consulting team. This training was held during January,
February and March 1979 and was attended by approximately 165 participants
(project officers, field staff and top officials) from all the lending

institutions.

A scries of reccmmendations was made in December 1978 through the BDB

to the lending institutions as to strategies for rural savings mobilization.
These include ways to conduct promotional savings programs with a set of
slogans designed to elicit the desired conduct. The observations made were
based on extensive observations made during five fiecld trips as well as
information secured through a review of the ASSARD project, a small farmer

credit program sponsored by FAO and the Janata Bank.

After consultation with lending institutions and further field trips to
experimental ocutlets, a savings model ocutline was prepared. This was an
attempt to develop a standard for savings policies among the participating
agencies and to motivate the institutions to test new ways of mobilizing
rural savings. The model outline was discussed with Mr. Gary Adams, USAID
Project Officer, and then sent to and discussed with all the lending
institutions during the month of April 1979. As a direct result of this
action, five institutions prepared savings mcdel drafts: these were Krishi,

Janata, Uttara, IRDP and Agrani.

For additional guidance, the specialist prepared a more detailed savings
model with two varionts. This was based on a group approach with (1) joint

accounts and (2) individual acccunts.

A special paper entitled "Rural Savings : Organization and Methods''was
prepared and discussed with all the lending institutions during the RFEP
Seminar in May 1979. The major emphasis of this paper was on systematic
voluntary savings and it provided participants with specific ways to appreach

the Bangladesh rural population for savings deposits.
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During the last quarter of the present project five new savings models were
prepared and submitted by the project for the consideration of Bangladesh
Bank and the participating lending institutions. Discussions were held with
project officers, bank field staff and target group borrowers and tc date
five lending institutions have expressed interest in testing some of these
models. It has been recommended, however, that each institution shceuld

seek approval from Bangladesh Bank before implementicn during the period
ahead:; this matter is understocd to be under consideration of the Bank at

present.,

3. Advise and assist cach participating financial institution

to implement its credit and savings model. This includes

attention tc policy, management and operaticnal aspects

of the model.

The Credit Component

As indicated above implementaticn of the credit models got a late start on
the part of all but one of the participating institutions. The c¢nly
instituticn which started lending coperations as early as October 1978 was
Bangladesh Krishi Bank:; it was not until several months later that all

institutions were on stream,

The RFEP Field Credit Specialists started visiting the experimental outlets
of the nine participating instituticns in February 1979. For effective
monitoring of lending activities, annual work plans were prepared which
included activities to be carried out month by month. A check sheet was also

prepared in order to assess significant aspects of model operation as well

as to address the critical questions set forth in the project paper.

From February 1979 to July 1980, 57 experimental outlets were visited once,
14 outlets twice and 3 outlets three times. During the field trips project
activities were studied and discussed with the staff of the lending insti-

tutions, lecanees and others related to the project. From 8 to 10 borrowers
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of different type of lcans were interviewed in each outlet to cobtain

basic informaticn cn medel cperation. Problems were identified and methods
to increase the efficiency in reaching target group were formulated and
discussed with lending >fficers ccncerned. These were also discussed with
project cfficers at the head cffice level., For each trip a field visit
report was prepared and submitted to the respective lending institutions

as well as to Bangladesh Bank. During the process information was gathered
concerning the rcactiun of the loanees on interest rates, size of lcan, and
responsiveness of leaznees to repayment plans. Alsc studied was whether a
cne dimensional credit preogram was feasible or whether or nct the program

should be integrated with the delivery of farm inputs.

The specialists assigned to the credit systems component also examined how
group credit and savings programs were working in the field, the impact of
expanded institutional credit in the rural arca, the percentage of credit

going to the targct group, target group respensiveness to loan procedures,
and the impact cof loans in the project area. kecemmendations stemming from
these observations and analysis were made and discussed with officials

concerned,

A detailed repert cn findings, model-by-model, was prepared in August 1979,
pcinting up the strengths and weaknesses in the implementation of each.

This report was discussed with the managing directors and others involved.

Based cn centinuing field trips and analyses of the functioﬁinq of the
several models it became further apparent that in many cases the institu-
ticns were not following the original speccifications. The Field Credit
Specialists of the Technical Support and Monitering Unit crepared a report
on these findings with scme recommendaticns for adiustment. (During this
period the participating institutions were COnCentpﬁting largely on
reaching the target group with loans and taking steps to improve adminis-

traticn through training, more appropriate logistics, ecte.)
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A subsequent analysis was made of the operations of the nine models
and recommendations were made for their redesign and modification,
dropping certain features which did not appear to be fruitful and

adding others.

Further observation and in-depth study, however, revealed that, in design
as well as in actual operation, the nine models originally conceived did
not represent nine discreet methods of delivering credit to the target
group. It was found, rather, that there were probably four basic methods
among the total range of models. These are described in Chapter IV of
this report, together with preliminary conclusions as to the efficacy of

each in achieving project objectives.

At the close of the period the institutions themsclves were reviewing the
models on the basis of experience and discussions with the Consultants and
it is expected that their recommendations will be available in the near

future.

In :cooperation with the Training Specialist of the RFEP the Credit
Specialist conducted two Special Training Programs for the project staff
in credit systems matters. In addition, during the absence of both train-
ing specialists a training program for rabi crop cultivation was prepared
and given in October 1979 to field research officers of RFEP who then

proceeded to provide puidance and assistance to credit staff of each outlet.

The Saving Component

As noted above, the project paper devoted considerable space to the
description of various credit models by the individual lending institutions
but, in contrast, did not develop associated savings models other than to

present some suggested variables tc be included.



Moreover, from the standpoint of the lending institutions it was to
their advantage to cencentrate on the credit program because of the
special incentive made available by AID to that phase. No similar
incentive was extended for developing and implementing savings models.
An illustration of the relative weight of the credit component of RFEP
in the minds of the lending institutions is the fact that they appointed

credit/lcan officers but in no case was a savings officer provided.

The above situation coupled with the fact that within the RFEP consulting
team itself primary support and emphasis was placed on the lending

prhase, created major obstacles to achieving successful implementation.
Though the savings models were not implemented during the project period,
it should be noted that a sizeable amount of savings have been mobilized
among the target. and non-target groups, proviﬁ§ that the small rural

producer can and will make savings deposits.,

Shortly before the second project ¢valuation, a savings questionnaire was
prepared and used in a survey conducted in several branches of the partici-
pating institutions. The findings of this survey were included in the
Evaluation Report. The survey questionnaire was later revised fop future

savings surveys.

In order to provide lending agencies with savings potential estimates in
their respective experimental arecas, a projection was made of potentials
among target and non-targct groups. This was accomplished durins; the first

quarter of 1980 since basic survey information was not available until then.

While no formal model has been installed it is felt that the savings com-
ponent of RFEP has made a positive contribution in that the savings concept
and its potentialities have been brought to the attention of the participat-
ing lending . institutions and extensively discussed, models have been
prepared and several institutions have expressed a desire to proceed

with this program.
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4. With the participating banks, design and conduct

training in project cencepts and operaticns for financial

institution staff. Assist firancial institutions to

design and conduct training/educational programs for

the tarcet group.

An orientation training precgram for each of the participating lending
institutions was prepared for the purpcse cf providing bank staff responsible
for medel implementation with an overall concept of the projcet objectives
and its cperational details. Approximately 165 participants from all the
lending institutions participated in this program which was held during

the first quarter of 1979, Project related literature was prepared and

distributed amcne these attending,

In crder to assess the most urgent training needs of field staff, eight
ficld trips were made tc selected project cutlets. The major findings

on these field trips were related to manasement inadequacies such as:

lack of preper planning, lack of job descriptions and lack of an
appropricte system tc supervise and follow-up the job performance of branch
staff. These and other chservations were communicated in writing to the
affected banks and were discussed with project officers at the head office

level,

A fellew-up ficld training pregram was developed based mainly on the above
findings and training sessions were arranged and ccnducted in cutlets of
six different institutions. They included evening sessions with tarcet
grcup borrowers in which the benefits of the project and their particular
problems were discussed. These sessicns proved tc be fruitful and many-

cf the institutions took immediate corrective measures in the most urgent

areas of model operations.

In addition, a two day scminar was creanized te discuss the basic issues
and preblems of model implementation. This consisted -f four sessicns,

i.e., prcgress and problems, presentaticn of special papers, a workshop on
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critical issues of the project, and a concluding session. A paper was
prepared regarciry the seminar entitlced "Proccedings: Seminar on Theory

and Practices of the Rural Finance Experimental Projects.

As part cf the training program a number of mectings were organized and
held with tcp officials of all the lending instituticns; these were also
attended by officials concerned from USAID and the Bangladesh Bank. The

purpose of these mectings was to discuss, among cther things:

1. Planning and orsanization (at all levels)
2. Lean officer productivity

3. Incentives and other means of motivation
4. Local participation

5. Group fermation

6. Pregress and problems of medel operation ®

A third country training program was organized for four weeks starting
October 1, 1979. The program was held in the Philippines and South Korea
with the participaticn of scven project officers of the lending institutions,
cne cfficer frem the Banpladesh Bank and the lccal Training Specialist of
the RFEP **

In order to previde further training four divisional level workshops were
designed and carricd cut 2s a means to:

1. Appraisc fully the activities of RFEP, including problems
encountered and possible sclutions

2. Invclve the participating lending institutiens and,in particular,
their rcspective training institutes in the training functions

# A full report ~n actions to be taken was submitted to the Bangladesh
Bank and the rospective lending institutions in September 1979.

#% Fop Jetailed information sce report 'Third Country Training Program!
by Noazesh Ahmed.
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N

3. Previde further training on eritical problems, such as:

- Management weakness

Loan dJdisbursements

H

Repayment plans

Loan officer preductivity

nccounting and financial reporting

The workshops were attended by approximately 260 bank officials, including
prcject officers, representatives from training institutes of the various
banks, regicnal and branch managers and lending officers. As a direct result
¢f these workshops scme of the instituticns are new in the process of

crganizing training programs tailered to their own particular needs.

In corder to assist lending institutions in organizing permanent and
continucus individual training programs, training guidelines in manual from
were prepared for the use of training institutes as well as credit
cfficers. The final draft, incorporatint all insights as to necds and
knowledge secured to date as te what appreaches are most likely tc be

cffective, has been submitted for approval te the Bangladesh Bank.

5. Conduct special studies and analyses of selected
subjects related to credit and savings.

The ficld research compencnt was built into the project to provide statis-
tical data which would help measurce the results of experimental activity,
including impact on the tareet rroup and cn the participating institutions,
the efficacy of the credit delivery systems (models) to be tested and

their financial fuasibility. Ficld research was alsc used for the ccllection
and analysis of data neceded for preject management such as the ascertain-
ment of the percentage of credit reaching the target greup (for institu-
tional rcimburscment purposes) and to sccure insights seen needed in the
course cf work, suck as the sccic/ceoneomic asncets of default and how

best to minimize this phenomencn,
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Because of the magnitude of the field survey work special attention

was paid tc its internal organization. In addition teo pesearch cfficers,

a statistician and editing and ccding clerks at the project's Dacea office
a ileld crganization was established. This latter was seen necessary due
to transportation and other legistics considerations. Offices were sot up
in Bogra, Jesscre and Comilla and these proved very effective in serving

prcject data needs.

Sixty two segments (branch bank areas) throughout the ccuntry were
delineated for data collection and malysis purposes  these were grouped
inte five regicas based on agro-ecolegical characteristics, socic-econemic
traits, administrative and political beundaries, physical features and

production capabilities. The regions were as follows:

Regivn I : Districts of Dinajpur, Rangpur, Bogra

Region 2 + Districts of Rajshahi, Kushtia, Pabna, Jesscre

Region 3 @ Districts of Dacea, Mymensingth, Tancail, Faridpur and
part of Sylhet

Repien 4 @ Districts .f Khulna, Barisal and Patuakhali

Region 5 : Districts of Comilla, Neakhali, Chittagong and

Chittaccns Hill Tracts

At the outset sclected publications, reports, books ond statistical tracts
were secured and a small specialized refcerence library was organized for

project use. As additional neceds were secn, this collecticn was augmented.

A number of standard common steps were taken in the conduct of all surveys.
After data needs and desired analytical formate were agreed upon, these
included the desisn, clearance and pretesting ¢f questionnaires in the
field: preparation of instructicnal manuals and the training of enumerators
in particular survcy requirements and in the use of questionnaires;
ccllection of data, editin; and coding, development of tabulation
specifications and/or adapting of cemputer procrams; tabulaticn, analysis;
and reporting weiting. It shculd als. be pointed cut that a standard of

10% field verificatirn was established and applied in all surveys,



Some 15 statistical surveys were carried cut during the pericd beiny:
renorted on. These are shown in the table appearing at the end of this
Chaptér. In additiin, the Field Research Unit conducted a special survey
of cutlets invelved in the project, ccvering infrastructure, area, market-

ing

=

and general sccio-economic charactertistics: conducted in-depth case
studies of sclected management facters in the project credit sutlets . and
provided the Financial Analysis and Centrcl Unit with ficld research staff
fer the conduct of twe special institutional studies. Tt has alsc taken
preliminary steps to assist the narticipating banks in their baseline
surveys (incident tc the expansicn of project Area) including the desipgn

of questicnnaires and the preparation and rrinting cf househeld lists.

6. Assist the Bangladesh Bank and the financial institu-

tions to plan and implement a project budgeting, accounting

and rcporting system: verify reported performance data to

facilitate disbursement from the Project Account- assist

participating institutions in monitoriny model financial

operations at the participating branches. *

Budgeting, Accounting and Reporting System

After thorough consultation with the Bangladesh Bank, USAID and the

nine lending institutions, a complete set of accourting and reporting
forms, instructions and procedures for the Project ficcount was prepared
to be used by branch offices, head offices and the Bangladesh Bank.
Assistance was provided the head offices and branches in the introduction
of the system. All institutions were helped in the preparation of their
monthly reports to the Bangladesh Bank and assistance was also rcendered

to the Bangladesh Bank in preparing consolidated reports to USAID.

* This work does not appcar as a separatc ‘function” in the contract
and the description is culled from several "work tasks” listed in that

document,
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The monthly reporting system was designed to give the BDB and USAID

information on significant devclopments and trends in RFEP institutional

activity as well as to serve as a basis for reimbursement from the

Project Account. The rcport has a series of attachments providing data

for the continuing monitoring and evaluation of project results. These

are described below:

Attachment A"

Attachment B

Attachment ‘ic?

Attachment "D* -

Attachment 'B¢

Attachment '"pv

- Statement of Purpose, includes numbep and amount

of loans extended, by purpose of loan - crops,

other agricultural, or non-agricultural.

Statement of Interest Rates Charged, includes
aumber and amount of loans extended, by rate of

interest charged.

Statement of Loans Due and Collected, includes
amount of principal and interest due and collected,
including amounts overdue and amounts repaid on

time and amounts repaid after due date.

Statement of Aging of Overdue Accounts, includes
number and amount of overdue loans, by the length

of time they have been outstanding.

Statement of Savings, includes number and amount
of savings, by rate of interest paid and whether
received from the target group or from the non-

target group.,

- Statement of Income and Expensc, includes details

of income and expensec, separately by initial

expense and operating expense.

\1



Attachment "G"

Attachment "'H"

Attachment "IV

Attachment ©Jg"

Attachment K"
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Statement of Capital Position/Statement of
Affairs, is a balance sheet showing details of

the source and application of Project funds.

Statement of the Profitability of the Project,
compares net income/expense with the amount of
loans disbursed. This statement is not prepared

by Branch Offices.
Comments/Narrative Report.

Statement of Disallowances, is prepared by the
Consultant and deductc amounts due to lending
institutions for lending to non-target group

borrowcrs.

Estimate of Requirements of Project Funds, projects
requirements of project funds through August 30,
1980 - the close¢ of the present Project. This
Statement is not prepared by Branch Offices.

As of mid-August 1980, monthly reports to the Bangladesh Bank had been

completed by lending institutions through the following months:

Institutions

Krishi
Sonali
Janata
Agrani
Pubali
Rupali
Uttara
IRDP

BSBL

Date of most recent reports

June, 1980
April, 1980
March, 1980

April, 1980
March, 1980
May, 1980
January, 1980
April, 1980
November, 1979
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One of the chief problems encountered in the financial reporting area
has been a result of the facts that data needed in verifying and analyzing
lending operations required a relatively sophisticated type of record
kecping on the one hand, and the lack of sufficiently trained staff in
the participating branch outlets on the other. This has resulted in a
flow of information at a slower tempo then had originally been contem-
plafed in the project paper and by the Consultants at the outset of the
work. Much of the data required differ, however, and are in addition to
the normal reporting practices of branch banks. Examples would include
breakdowns of savings by target and non-target groups, reporting of
purpose of loans and loans granted by a varioty of interest ratcs, and

requirements for special narrative explanations.

Some simplification of the report format has beon made and it is planned
that further review will be made to faeilitate its execution by the parti-
cipating instituticns. In addition, thc Bangladech Bank is supplying all
hecad offices and branches with battery operated pocket calculators to

expedite work and improve its accuracy.

It should be notod, hewever, that much of the delny in preparaticn of
the monthly reports has been due to failure of some of the lending insti-

tutions to give priority to this project, as fcllows:

a. Assignment of a part-time person in the head office to the
project, while a full-time employce is required. For example

Here and below see project files.

b, Institution does not assign full-time employeec to the branch

office.

c.” Employees assigned to this project in branch offices are

given other assignments.

d. Lending institution does not send the hecad office employee

to the branch office that is slow in sending in preports.
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e. Head office staff are not careful in checking to correct simple
errors in monthly statements. A situation which results in

further lose of time in submitting reports.

f. Head office does not provide prompt typing service to type

monthly reports.,

Verification of Performance Data

To aid in this crocess, a "Centinuous Survey" has been designed and carried
out among the participating lending instituticns. This covered the perfor-
mance of individual institutions, shcwing occupaticns of borrowers, targ:t
and non-target group borrowers, purposes for which loans were taken, and
various ratics among these findings by institution. The survey also included
an analysis of the distribution of loans by model, occupation cf borrowers,
interest rates by target and non-target borrowers, distribution of borrowers
by annual gross cash income and by size of landholdings by model as well

as a cumulative tabulation of performance by porticipating branches. Feur
reports have been completed from the field data collected: these have been
submitted to the Bangladesh Bank and AID under the dates of September and

NovemLer 1979 and January and June 1980,

Fiecld work was don¢ to verify the results of the continuous survey, only a
few minor diseropancies were noted. The project accounts at the 62 cutlets
have been audited. Detailed reports of this work were made and distributed

to the lending institutions, the Bangladesh Bank, and USAID.

In addition, special reaudits were made at 20 branch offices where scrious
accounting problems were noted during the first round of audits. An
evaluation of the accuracy of record kecping at the 62 branch offices was
made and submitted to the Bangladesh Bank and AID: this indicates that

all except two branch offices are now preparing menthly statements satis-
factorily. Part of the success of this improvement in record keeping is
due to the training of branch office staff in regional workshops and,

especially, as part of the audit of the branch officc accounts.

4
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Monitoring Financial Plans and Accounts

Financial analyses regarding project performance relating to the critical RFEP
questions in the financial area were completed and incorporated in the

two evaluation rcperts prepared by the consulting team.

Analyze the Viability of Model Operaticns

Detailed analyses of the financial viability of the project, by lending
instituticn and by branch office, were completed and incorporated in the

evaluation reports prepared by the consulting team.

7. Evaluate project and model progress in achicving

objectives. Develop evaluation and information

gathering plans and programs. Formulate project

findings, conclusions and recommendations.

The delayed start up of lending operations suggested the advisability of
shifting the date for the first evaluation report back. Based on information,
findings and conclusions developed by the technical support and monitoring
unit and the on-going and other surveys conducted by the Field Research Unit,
the first overall evaluation report was prepared for delivery in January 1980,
An carlier but incomplete version had been submitted to the BDB and AID in

November; this was extensively revised before the January submission.

The January report consisted of two basic parts. The first covered institu-
tional performance at the purpose level by objectives - ability of the

models to extend credit to the target group, self sufficiency of the models,
ability to cover operating costs and the achievement of savings mcbiliza-
tion. The second part concerning the output level covered findings with
respect to model operations, including charactersitics of borrowers reached,
rapidity of loan granting practices, productivity and other management
factors. This section also covered self-evaluation by the lending institutions

and included reccmmendations for future attention and action.
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Further in-depth analysis and some retabulations of computerized data

and review of information collected in the course of uperations monitoring,
together with new incoming information, was made for the second evalua-~
tion repert which was delivered in April 1980. In addition to a quantative
description and assessment of the project coverage, this evaluation
provided measurcs of achievement in key arcas as compared with baseline
findings in the credi* delivery and savings mobilization components and
included projections and recommendations. To the extent that information
available as of that date permitted ,the report addressed scme of the more
important critical questions to be answered by RFEP. It alsc covered
financial viability and operations of the lending institutions in model
implementation and the views ceneerning RFEP by representative segments

of its target clicntele. Presentations of tho report and its findings,
conclusions and recommendations were made to the BDB, AID and the lending
institutions; an overhead projector was used to assist in the presentaticn
of much of the voluminous statistieal data te help make it more readily

comprehensible,

The results of subscquent analyses, together with conclusions and

recommendations, are reported on in the following chapter.



Me jor Statistical Surveys
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ducs repert wwriting
14. Savings Sample survey cf March 1980 212 -do- Included in Seccnd

RFEP 3avers

Ewluation Report
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PART B: PRINCIPAL FINDINGS, CONCLUSIONS AND RECOMMENDATIONS

This part draws together and synthesizes all majer findings, conclusions
and rcecemmendaticns based on investiration and analysis to date. Reference
is made to the thrust of previcus evaluations and to new materials
developed since that date, all of which have been reported to the BDB and

AID prior to this writing.

It starts in Chaptecr IV with a review cf the models as originally structured,
describing their actual implementation and hew this has differed from prior
specificaticns, and goes on to reccmmend changes on the basis of @xpericnce
and insights gained to date, medel by model. Chapter V then proceeds to
evaluate actual performance of the models against four basic criteria
developed to measure the extent to which they approach the Mideal", or the
system or systems ultimately sourht for replication and widespread use in

the future; this evaluation is tentative as the experience to date is more

limited that originally expected.

The final chaptcr reports the rcsults of an overall synthesis which suggests
that all models actually represent four basic credit delivery systems. It
then reevaluates the collective performance under each system by use of the
four criteria discussed in the previous section. Recommended directions

for further experimentaticn and analysis to help arrive at definitive
conclusicns on the system or systems to be selected for replicaticn are

also presented.

2



IV. IMPLEMENTATION OF MODELS AND RECOMMENDED DESIGN MODIFICATIONS

The prejeet design pave emphasis to experimenting with cirht different
medels assaeiated with nine lending institutions. Each was to nave
distinetive characteristics that were to differentiate it Ffrom the others,

The models and the instituticns are:

Model Lending Instituticns
1. Budget line or permanent number . Bangladesh Krishi Bank
2. Agricultural sub-branch (Krishi
Shakha) Sonali Bank
3. Area development Janata Bank
4. Small farmer service centep Asrani Benk
5. Banker as cmbudsman Pubali Bank
6. Village agent Rupali Bank
7. Group lending Uttara Bank
8. Ccoperative lending: Interrated Rural Devclopment

Prozram (IRDP)

Banyladesh Samabaya Bank
Limited (BSBL).

An analysis has been ccmpleted on the prosress achicved by each model and
the results have been siven to the Banzladesh Bank and the institutions in
separate individual reports Jeared to assist in plenning cperations for the
project extension pericd. This analysis indicates that with few exceptions
the instituticns have not being able to implement the key features of their

respective models. The situation can be summarized as fcllcws:

1. Krishi Bank - the budget line approach has had very little
application since no prospective cash in-flows and out-flows
are made; a previcus year's estimation is made but it is
basically for establishinr target group status and not fop planning
and servicing nceds, both productive and non-productive, as

envisioned in model desipan.
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2. Sonali Bank - There are three deviations from medel design

in this case:

a) The lcecal adviscry eouncil has been sriven loan sanctioning

authcrity nct centemplated in project design causing substantial
delays and certain conflicts: (») no sanctioning authority has
been given to Krishi Shakha in charge centrary to medel desipn;
end (c) the farm technolorist has not been of any visible

impact.

3. Janata Bank - The area develcpment approach has not been implemonted.

Three main reasons given are: (a) tco difficult and beyond the
normal sccpe of a bank; (b) it is very expensive; and (¢) there is
a desire tc concentrate on servicing the financial needs of the

tar~e t zroup,

« Agrani Bank - With the exception of one (Cadet Collere) out of the

10 ontlets, the key feature of establiéhing small farmer service
centers has not been implemented. Even in the one outlet established,
the service center is a small store that sells some inputs with no
capability to provide any technical guidance to borrowers as
envisioned. In othep cases it is alleged that there are local input
dealers in operation and there is no need of establishing a new

one,

Pubali Bank - The ombudsman role is nnt being carried out, the
general impression being that it is beyond the scope of a lending
institution and very difficult and time consuming, The family
budg~t approach included was initially tried and abandoned fop

the latter two reasons.

Rupali Bank - Generally speaking this conforms to model desicn
with the exception that no rebate on interest has been paid to

borrowers contrary to the desipn,
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7. Uttara Bank - Deviates from model design in that certain key
elements of croup formation and administration are wanting,
creating; conflicts and poor performance which are reflected in

inadequate loan recovery, amon;' other things.

8. IRDP - No individual loan application is formally taken and
no rabats is offered to borrowers fop timely repayment of loans,

as intendedqd,

9. BSBL - No rebate is being paid to borrowers for timely repayment

of luans, as intended.

It should be noted, however, that with the exception of failing to implement
certain key features of models, all the lending institutions ape making
substantial efforts to reach the target group and to land and recover loans
granted, with interest. In so doing all of them are following more or less

the same norms and procedures. These can be summarized as follows:

1. All are reaching out for target group households either by
opening small offices (Sonali), recruiting village agents
(Rupali), giving loan sanctioning authority to field officers
( Krishi and Pubali) or assigning field assistants that keep
periodic contact with target group households to promote the

Project and to supervise loans (Agrani and Krishi),

2. Although the great majority require sureties op hypothecation to
obtain a loan - one or two requiring mortgaging of homesteads -
loans are easy to obtain and with some important exceptions
( Sonali, BSBL, IRDP) the time taken to process a loan application

is neasonable although there is room for much improvement.

3. Repayment of loans can be made in a number of cases either
in the field or in the office which is very convenient to the

small producers.

P
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%. All the institutions, with the exception of Agrani, have
established a maximum global amount that can be granted per
household, or limits for groups of activities. In some cases
this is negatively affectin, borrowers that may be forced to
turn to local money lenders to obtain additional funds needed

to carry out the project.

This general pattern can be observed in the table shown below whepe 15
different characteristics, normally associated with rural lending practices

and procedures, were related to each one of the 9 lending institutions.



Lending Practices and Procedures Followed by the Nine

Lending Institutions under RFEP as of May 31, 1980

KRISHI

(22

SONALT JANATA AGRANI PUBALI RUPALI UTTARA IRDP BSBL
\pplication is taken Field Both Office Office Both Both Field Office Office
faxirurm smount established per
aous:hold Yes Y:s no no yes yes ne no no
daxisum estarlashec per activity no no no no no yes yes yes yes
7il11:ze council enccrses no yes no no yes no no ne no
Jho sanctirns Lioans Cred.Off.HMgr Mer Mgr Cred.Off.Mgr Hgr Thana H/O.
Reg .Mgr. level
3tasT assigne? one one more more more more more more more
. Suprsty reouired no yes yes yes no yes yes no X no ,
. Hypsthecation rzquired yes yes yes yes yes yes no yes yes
Prciiction plan required yes yes yes yes yes no yes yes yes
. Insecticn raport required ne yes no no yes no yes no yes
Prcrisscry note recuired no yes yes yes yes yes yes no no
. Grc® lenling: TLoan granted to - - Indiv'l - - - Indiv'l - -
. Grco lerding: Joint guarantee - - yes - - - yes - -
. Loz~ distursed in office/field both off. cff. off. off. off. off. off. off.
. Rerzyments reccived in office/field field off. off. off. both off. off. both both

Iv -5
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Recommendations for Model Modifications

Based on the findings reported above the following recomnendations ars

vnade for model modification to assure their practicability and to sharpen

their usefulness in the ultimate evaluation process,

1.

Krish. - Budget line approach should be maintained with some
important modifications to facilitate and expedite cash

inflow and outflow estimations on a prospective basis.

Sonali - Sub-branch approach should be maintained with certain
modi.ications such as climinating the local council's sanctioning
authority and giving it important advisory functions and giving
sanctioning autherity to Krishi Shakha in charge and generally

enhancing his role and authority,

. Janata - Area development approach should be dropped and

substituted with a more modest, still plausible approach
cha acterized by group lending and one or two community develop-
mew.t oriented projects of significance that will convey the

message that the bank cares,

Agrani - Small farmer center appraach should be dropped but
special carec should be given to sceing to it that each branch
makes necessary arrangements to insure that neaded production
inputs are available, including the Ziving of financial facilities

to establish local input dealers, if necessary,

Pubali - The banker ag ombudsman approach should be dropped but
the interest shown so fap by the bank in seeing to it that
necessary production inputs are readily accessible to borrowers
should continue to be of primary concern to the credit officer in
charge of the project. It is also recommended that the budget
line approach he reinstated with the modifications recommended

in the case of Krishi,

-
]
Y
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Rupali - Village aeent apprcach should be maintained with
one or two modifications like giving the agent some sanctioning
authority, and a final decision sl.ould be made as to the proposed

rebate of recoverable interest on loans.

Uttara - Group lending apprecach should be maintained with special
emphasis given to adequately applying group leanding principles

in organization and administration,

IRDP - No major modification is necessary, but it is recommended
that a simple loan application form such as the one suggested
for all institutions be adopted. The intended rebate on interest
charged to borrowers for timely repayment, moreover, does not
appear te be necessary as no overdues are being reported and the

volume of lending is now rapidly increasing.

ESBL - No major modification Scems necessary, except that a
decision should be made regarding the rebate on interest charged
to borrowers for timely repayment of loans. This probably should

be dropped,



V._EVALUATION CF MODEL PERIORMANCE TO DATE

Four key criteria have been developed to help determine the model (or models)
which will most likely achieve the objectives of the rural credit program

for the target group. These are that it is able to:

1. Extend credit when and in the quantities needed:

2, Fully recover the resources lent, on time and with interest;

3. Cover all operational costs through charges levied on the
target borrowers, and

4. Finance expanded operations through the realizaticn of rural

savings.

The sections which follow review the experience of the models to date by
each one of these criteria and include recommendations derived from this

experience.

Extending Credit when and in the Quantities Needed

The twe sources of information which throw light on whether loans are

being given when and in the quantities needed are the ficld credit specialists
reports on visits and interviews with borrowers and the more formal s‘tudies
conducted by the social anthropologist. Both sources, particularly the most
recent report of the social anthropologist entitled "Rural Finance Experi-
mental Project Performance as Reported by the Borrowers' of July 1980, now
being circulated, indicate that in many cases borrowers feel that the amounts
granted are smaller than desired and needed and in some cases there are

long delays in getting a loan. In most cases, maximum amounts that can be
granted per household are established and/or limits also exist per activity.
Maximum amounts vary from Tk. 3000 to Tk. 5000 per family and there are

cases where limits - usually low - are alsc fixed for individual activities
like paddy production, buying of a milch cow, bullock cart, rickshaw etc.

Target group families that have only cne or two activities can be badly
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alfected by the ceilings imposad per activity. The small average size of
loans observed per institution so far is not a very good indicator of
whether size of loans are adequate. The figure only indicates the average
size of each individual loan made and many familics take more than one
loan during a calendar ycar. It is interesting to note that in the case
of Agrani no maximums arec established either per household or activity.
But average sizc of loans so far is only Tk. 956, The zone, the character
and composition of the targct froup are very relecvant factors bearing cn

these results.

Delays in sccuring a loan appear to be due to lengthy processing procedures

or the sanctioning authority's being remote from the village level operation
of the lending institutions. The time taken to process a loan application

is a negative factor in cases like Sonali, ( local council) BSBL, IRDP, Pubali
(for loans above Tk. 2000 that have to be sanctioned by regional manager), and

Janata ( for loans that have to be referred to the Dacca Head Office).

Loan Limitation and Procedure Shortcomings

It has been noted that there are a number of situations where institutions
are following certain practices and procdures that n<gatively affect timely
disbursement of loans and in adequate amounts. They are more related,however,
to a diversion from sound lcnding principles, particularly in the case of

the rural poor, than to specific model features. This should be corrected

during the project extension period.
The following recommendations are made:

1. Establish Tk. 5000 generally if a maximum amount necds to be maintained
per household, but recognize there are cases where a higher amount is
justified; no ceiling should exist for individual activities, Provide
a simplified and uniform loan application form and link it more directly
to the household survey, thus avoiding duplicating information. A

simplified application form and a household survey form have already been

2
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submitted to the lending institutions to be used during the extension
period. Both forms should be made part of each loanee's record kept

in the branch.

2. Provide a simplified and uniform loan application form and link it more
directly to the household survey, thus avoiding duplicating information.
A simplified application formn and household survey form have becn
submitted to the lending institutions to be used during the extension
period. Both forms should be made part of each loanee's record kept in

the branch.

3. Redefine the local councils' role and funct:ons to make them more in line
with their adv1sory nature, eliminating sanctlonlnp power wheneven

possible.

4, Fully reccgnize that the key element for the success of the project is
probably a respected, kncwledgeable credit officer operating as close as
possible tc the target group, sharing certain functions with field assis-
tants as necessary, each handling a large number of borrowers. Adequate
salary, trairing, logistic support are essential for good performance of

this staff.

Despite these limitations and procedural sherteomings, a substantial volume
of lending has occurred since inception of the project. The amount of

lending and some of its key characteristics are described below.

The Volume of Lending and Purpose

With the exception of Krishi (which has granted only 183,9% for crops) all the
institutions are reacaing a substantial volume of lending in each one of the
three categories of purposes: crops, other agriculture and non-agriculture.
On the averare, 26% has gone to crops, 35% to othep agriculture and 39% to

non-agriculture as shown below:



Moy

Percent of Loans by Puvrass 7oy
inception o Mdy 31, 1980

Lending Institution P u r ) o s e
Crop Other Agriculturc Non-Agriculture

1. Krishi 13.9 46.5 39.6
2. Sonali 38.0 24,2 37.8
3. Janata 24,0 hu,o 32.0
4. Agrani 34,8 22.9 42.3
5. Pubali 26.0 20.1 53.8
6. Rupali 36.0 41,1 22,9
7. Uttara 4.0 32.9 33.1
8. IRDP 51.4 25.6 22.9
9. BSBL 58.1 5.4 36.5

Totals: ;;:; 35.4 38.7

In terms of volume, Krishi accounts for close to 50% of total amount

disbursed by the nine lending institutione and Uttara 5 the lowest, 2.5%,

These Percentages, however, arc not reasonable indicators of volumes lent
because different institutions have different number of outlets under the
project and some of them had a late Start. The amount lent pPer outlet is a
better indicator of how the various institutions are performing. This is
shown below:

Amount Disbursed Per Institution
ber Outlet as of May 31, 1980

Lending Number of Total amount Average amount dis-

Institutions outlets disbursed bursed per outlet

1. Krishi 12 10089940 840828

2. Sonali 5 2098889 419778

3. Janata 5 1326760 265352

4. Agrani 10 2516609 251660

S. Pubali Yy 1761163 440291

6. Rupali 3 708788 236263

7. Uttara 4 535893 133973

8. IRDP 8 1150023 143753

9. BSBL 11 1056743 196068
Totals: &7 347658
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It is worth noting that Krishi leads in total volume and per cutlet and

that Agrani, although second in total volume, is fifth in amount granted per

outlet. On the other hand, Pubali is fourth in total volume but second only

to Krishi per branch. These relative positions are directly rclated to number
of loans made per branch which appears to be a good indicator of productivity

and financial viability as will be shown later.

Indications of Credit Demand.

The number of loans granted per month is a good measupe of relative demand
for credit originating in the target group. The fact that some lending
institutions are already reaching 25 loans per month per branch (equivalent
to 300 loans per annum) is a clear indication that there is a substantial

demand for institutional credit,

The following table shows the number of loans disbursed per branch per month
for two pericds: Project inception to December 31, 1979 and during the five

month period January to May 1980,

Number of Loans Granted per Branch per Menth

Institution Number of loans per branch per month as of:
December Period January to May
Dec.31, 1979 31, 1980

1. Krishi 23.8 35.0

2. Sonali 20,0 19.7

3. Janata 8.0 5.4

4. Aprani 18.7 20.4

5. Pubali 23.1 24.6

6. Rupali 1.1 - 22.9

7. Uttara 11.9 6.2

8. IRDP 8.3 24,2

9. BSBL 5.3 1l.4
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Raesults indicate that Krishi continues to lead - even if only the

five month period of January to May 1980 is considered. As of December 31,
1979, Krishi was granting, on the average, 23.8 loans per branch per month
and increased it to 35.0 lcans during January to May period, the lattep
figure being equivalent to 420 loans per branch per annum. However, the
most remarkable recent achievement 'is ‘the case of IRDP, As of December
1979 it was granting only 8.3 loans per branch per month which has been
increased dramatically teo 24,2 during the January to May 1980 period,
reaching the third highest position, almost the same figure as Pubali that
was second with 24.6 loans per branch per month. IRDP progress is a very
clear indication of the demand for instituticnal credit originating among
the rural poor. The average size of loans granted by IRDP is only Tk. 768
indicative of very small operations. This is all the more encouraging if
it is considered that IKDP is not having overdues sc far as will be secen

below. BSBL has also made substantial propress recently.,

The social anthropolegical Study mentioned earlier contains reactions from
a number of borrowers generally expressing satisfaction with this type of

credit.

It seems that the demand is there and that it is mainly a question of finding
the adequate vehicle to meet it. Some institutions are already moviug in

the right direction.

Amount Disbursed, Interest Rate and Purpose

Statistically the amounts disbursed appear to decrease with increases in the
interest rate. Again the bulk of Krishi's operations has to be considered

in analyzing this situation. In the first place Krishi is not experimenting
with the 36% interest rate, secnndly two out of the 6 outlets (exclusive of
IRDP and BSBL) charzing this rate cf interest belong to Janata and Uttara
that have the lowest amount disbursed per branch. The following table shows
the amounts disbursed by interest rate separately for Krishi and the other

ingtitutions.

|0



Amount Disbursed per Interest Rate from

S S P RN, 1509
Interest Rate Krishi Others All Institutions

12 3163150 1967303 5130453
18 2875800 2484213 5360013
24 2557600 1639951 4197551
30 1493390 1439770 2933160
36 - 1416865 1416865

Total: 10089, 940 8948102 19038,042

Note: Data exclude IRDP and BSBL.

This table demonstrates that the reduction is associated with Krishi's
performance which also shows a substantial reducticn as interest rates

increase.

Because of Krishi substantial volume and not experimenting with 36% interest
rate, a better picture is provided when the amounts disbursed are shown per

branch per interest rate.

The following table sets cut the amount disbursed per branch separately
for Krishi and all the other institutions. It shows that,although there is
a overall reduction in amount disbupsed associated with an increase in
interest rate, it is very dramatic in the case of Krishi but not so in the

rest of the lending institutions.

Amount Disbursed per Branch per Interest Rate
from Project Inception to May 31, 1980

Interest Rate Krishi Others Totals
12 1054383 393460 641307
18 858600 310527 487274
24 852533 204279 419755
30 497797 287954 366645
36 - 23614y 236144

Note: Data exclude IRDP and BSBL



V-8

The second evaluation report contained an analysis of the relationship
between interest rates and purpose with an adjustment made to equalize -
for purposes of a valid comparison - the number of houscholds which

were exposed to the same interest rate for each loan purpose. Results
indicated that in the case of crops "..... the higher rates ¢f interest

did not impede the making of crop loans especially at the 30% level.

Loans at that level were over - subscribed by 57%, Difficulty, however,

was encountered in making loans for othep agricultural purposes at interest
rates above 12%. A different picture was found in the case of non-agricultural
loans. The value of loans made at 30% and 36% exceeded the expected amount,
whereas the value of loans made at 12% fell below the expected demand

based on the number of target households in that interest category, This

is a particularly significant finding in that 41% of the lcans (the largest

of three categorices) wer:z fop nen-agricultural purposes,"

These results need to be further examined in the light of management policies
and priorities that the lending institutions arc following that may not have
a direct bearing cn actual demand on the part of boerrowers. Fop exampla,

it scems that Krishi is not premoting much crop lending under RFEP because

it has access to cheaper rescurces for this purpesce. If other loan opportuni-
ties arc net recadily ave .lable, this management decision could explain the
reduction in lending at the hirher interest rates. Additional experience

and more detailed analysis is required to reach valid conclusions in torms

of whether the abeve menticned relationship is an indication of 2 reduction
in credit demand at the hirher interest rates being experimented with.

The anthropological rcport mentioned earlier provides indications that
borrowers' attitudes vary from outlet tc cutlet and there are indications
that local leadership and the credit officer's approach arc of Freat
importance., The report indicates that "Targct mroup people are really needy
and willing to take loans at interest rates as hirh as 30% cr 36% annually,
though the majority of them finally be critical of it, borrowers renerally
said loans had been helpful even to those who said 36% or 30% intercst was
too high',
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As to the profitability of the investments being made by borrowers, the
farmers Financial Survey, now being tabulated, should provide a good
insight into what the situation is.

Recovering Resources Lent on Time, with Interest

As of May 31, 1980 the percentage of overdues was 17.2, a substantial
improvement from the 27.4% as of December 31, 1979. There are substantial
variations in the percentage of overdues among the lending institutions and
among the outlets within the same institution. As of May 31, 1980 two lending
institutions were reporting no overdues: Agrani and IRDP. Overdues vary
substantially among the institutions as seen in the following table.

Percentage of Overdues as of May 31, 1980

Lending Institution Amount due and/or Amount overdue Percent
paid in advance 3(2+1x100
1-Krishi 3890007 727735 18.71
2-Sonali 1107347 361023 32,20
3-Janata 477884 115628 24,20
4-Agrani 811159 - -
5-Pubali 735162 25482 3.47
6-Rupali 279311 14631 5.24
7-Uttara 370175 149249 40,32
8~IRDP 367437 - -
9-BSBL 291710 39436 13.52
Totals: 8330192 1423184 17.20

The table reveals that overdues are concentrated in a small number of

outlets that have had special problems. Qut of the nine institutions five
either have no overdues or have less than 5% (including BSBL that was showing
no overdues until recently). In the other four institutions having a some-
what high percentage of overdues, the problem is concentrated in 11 branches .
having more than 1% of overdues, one as high as 95%.

N
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The average percent of overdues in those 11 branches was 61.9% which is

dramatically reduced to only 4.2% for these four institutions when the

problem branches are excluded. This is shown in the following table.

Percentage of Overdues in Outlets Having More
than 10% of Overdues as of My 31, 1980.

Lending Institution

Krishi

1 - Rajshahi

2 - Khulna

3 - Sylhet
Sonali

4 - Kuliarchar

5 - Birgaon

6 - Gouripur Bazar
Janata

7 - Paglapir

8 - Tajpur
Uttara

9 - Mymensingh
10 - Basan
11 - Fani

Total:

Percent

95.2
78.5
78.6

42,3
©59.6
50,6

62.2
Ly 4

70.6
10.6
58.0

61.9

Percent excluding
problem branches

4.6

5.2

2.6

4.2

The overall percentage »f cverdues for 11 the nine lending institutions

is reduced from'17.2% to only 3.8% when the 11

analytical purposes,

branches are excluded for

Q%



The causes of overdues in these 11 branches are related mainly to adminis-

trative problems and natural calamities. Turnovep of personnel and conflicts

These results are clear evidence that loans can be recovered with interest

if sound Management practices are followed.,

Relationship Between Interest Rate and Overdues

A disturbing relationship was reported in the second evaluation report
showing that overdues increase with an increase in the interest rate

charged for those loans except for loans made at 36% which showed fewer over-
dues than 30% interest rate loans. Further indepth examination indicates

that this relationship is not necessarily occasicned by interest rates. As

a matter of fact, it Seems to be more a mattep of coincidence as will be

shown.

A comparison cf cverdues reported as of December 31, 1979 and May 3L, 1980

is shown in the following table.

Relationship between Interest Rate and Percentage
of Overdues as of December 31,1979 ang May 31,1980

Interest Rate Percentage of Overdues as of:

December May
31, 1979 31,1980

12 1.4 2.5

18 26,7 15.2

24 32.3 25.3

30 56.7 37.7

36 34.0 18.3

Note: Data exclude IRDP and BSBI,

U
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Although the figures are lower in May 31, 1980 due to the reduction
observed in overall percentage of overdues, the relationship between

interest rate and overdues is maintained.
This can be explained in the following manner:

1 - Krishi's pattern of lending in terms of volume and the fact

that it is not experimeniing with the 36% rate of interest and

2 - The bad overdues situation in the 11 Brancues having more than
10% of overdues, analyzed in the previous section, and the
fact that it just happens that some of these branches are in

the higher interesti rates,

Because of Krishi's large volumc of lending whizh accounts for more than
half of both total amount disbursed and overduc, the overall overdues
situation follows Krishi's pattern, except that it is not experimenting with
the 36% interest rate. This is shown in the following table. Krishi's
lending operations show an increasc in overdues associatcd with an increase
in the rates of interest and this dominates the overall picture (column 1
and 3 of the table). When Krishi is excluded the effect is very significant
( column 4) and no relationship is observed betwecen interest rates and
overdues when the three Krishi's problew brnaches are excluded (column 5).
The three problem branches are in the 2:9% and 30% interest rates and as

scen earlier this is not related to interest rates. For example, in the
third Krishi 30% interest rate branch no overdues have been reported so

far.

WV



Impact of Krishi Operations cn the Relationship
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between Interest Rates and Overdues as of May 31,1980

Interest Krishi Krishi alone, All All, excluding All,excluding
rate alone excluding Institutions Krishi only three
three problem Krishi's problem
branches branches
1 2 3 y 5
12 3.8 3.8 2.47 0.89 2.47
18 5.3 5.3 15.20 25.94 15.20
24 28.8 5.7 25,34 18.75 11.67
30 50.7 0 37.66 24,31 19.43
36 - - 18.31 18,31 18,31
Total 18.7 4,6 16,17 17.61 11.85
Note : Data exclude IRDP and BSBL

It is encouraging to note that significant progress has been made in Krishi's

overdues situation. This is shown below for three dates; June 30, and
December 31, 1979 and May 31, 1980,

Date

June 30, 1979
December 31, 1979
May 31, 1980

Percentage

38.19
24,65
18.71

June 30, 1980 (Preliminary) 13.29
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If the measures being taken at present to nermalize the administrative
problems in the threce problein branches are successful the present statistical

relationship between interest rates and overdues should be eliminated.
Summary

The evidence so far indicates that the lending institutions are being
successful in reccvering resources lent to the tavpet froup and that where
overdues occurred, they are mainly a result of inddequate management that
can be corrected and some natural calamities for which there is ne immediate

solution.

Better and more timely documentation of overdues cases that will enable the
institutions to take effective remedial action is necessary. Specific
recommendations and some simpie forms and management reports have been given

te the institutions to be implemented in %he extension period.

Covering all Operaticnal Costs Through Charges Levied on Borrowers

Two methods have been devised to measure financial viability. These are

described belew, together with the results of their application.

Financial Viability: First approximation

This method is desicned tc produce a percentage of viability which is calculated
by dividing cumulative net operating income (or loss) by the amount of the

principal of outstanding loans as of December 31, 1979 and May 31, 1960.

The following table shows substantial progress from December 31, 1979 to
May 31, 1980 using this method,

W



Statement of the Viability as of
December 31, 197¢ and May 31,1980

Lending Institution

1. Krishi
2, Sonali
3. Janata
U, Agrani
5. Pubali
6. Rupali
7. Uttara
8. IRDP

9. BSBL

Notes:

Total:

V-15

Present of Net Viability (loss) as of:

December 31, 1979

0.79
o1.31)
(iu.42)
( 4.3D
(.8.67)
(.5.26)
(20.90)
(.5.22)
(.4.52)

(.3.2u)

1. No prevision jis made for bad deb*:s

2, Capital cost are each institutions iuternal rate

3. Accrued interest included in income

May 31, 1980

5.32
2.19
(7.67)
{1.u41)
(6.68)
(4.93)
(20.91)
3.65
3.58

1.72

B. All institutions included estimates of direct Head Office and
Branch Office expenses; nc proviszion was made for overhead.

\\("\
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Krishi, with a high volume of lendinz and a low cost of capital is the

only instituticon showing profit at both December 31, 1979 and Hay 31, 1980.
0f the majer instituticns cnly Sonali has moved up frem haviny losses as

of December 31, 1979 to showing profit as of May 31, 1980. IRDP and BSBL arc
also showing a profit becausec of very low costs due to not havine salaries
assigned to the loeal cooperative managers to whom ¢nly 3 commission is

paid.

A closer lock indicates, hrwevere vhat the situatisn varies between
K] 3

branches within the same inst!tuticn reflectine volume of lendins and interest

rate. An institution may still be having 2 net loss but having branches
making profit and vice versa. The number of branches havin; profit or loss
per lending instituticn is shown ir the following table. Janata, Rupali

and Uttara continue tc show iosses in all their branches.
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NUMBER OF OUTLETS MAKING PROFIT
(LASS) AS OF MAY 1980

Lending 3 INTEREST RATE 5 TOTAL
Institution| . Pougs 1 ouy 1 3y P oaps
%rofitéLoss sProfitéLoss ?ProfitgLoss §ProfitSLoss gPrcfitgLossgPerit(Loss)
! 1 1 . '
Krishi 1 2 2 1 3 - 3 - . - 9 (3)
Sonali - 1 1 1 1 - 1 - - - 3 (2)
Janata - 1 - 1 - 1 - 1 - 1 - (5)
Agrani - 2 - 2 - 2 2 - 2 - Y (6)
Pubali - 1 - 1 - 1 - - 1 - 1 (3)
Rupali - - - 1 - 1 - ‘;, - 1 - (3)
Uttara - - - 1 - 1 - 1 - 1 - (8)
IRDP - - - - - - - - - - 8 (0)
BSBL - - - - - - - - - - 13 (0)
Total: 1 7 3 8 4 6 5 2 3 3 36 (26)

Note : IRDP and BSBL arc expcrimenting with more than one interest rate in
each cne of their cutlets.
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The cstimates presented in the table abeve, although useful for measuring
progress, do not take into account important costs such as : (a) provision
for bad debts, (b) cost of capital which varies substantially from 6.5% in
the case of Krishi to 10% cr more in some others, and (c¢) overhead, althcugh
an estimation is made of head office and branch office expenses directly
related to the project,including time given by head office officers zand
other personnel. There is also need of starting to estimate costs and
returns cn an annual basis and not only c¢n a cumulative basis as being done

sc far,

In view of the above and particularly tc assist in planning the activities
during the prcject extension perind that should permit a more formal treat-
ment of financial viab:llity, a somewhat different approach has been deve-

loped; it is presented in tho follewing secticn.

Financial Viability: Seccnd Approximaticn

Mest model cperations are taking place close to the village level, requiring
little staff as rather small areas are being coverced by each outlet.
Operating costs per outlet arc relatively fixed. Sincec in most cases there
is a limit to the size of loans under the prcject, operatine costs per leoan
are very sensitive to the number of loans made in& niven peried of time.
Consequently, the number of lecans made per branch per month, for example,

is a good indicator of productivity as it has a direct bearing on financial

viability: is also easy to monitor.

The minimum number and size of loans required to reach financial viability
can serve to 1sscss wherc each institution stands at present and thus would
constitute a useful guideline for planning operations during the project

extension period,

An attempt was made to use the latest available fipures since by now most
institutions have reached a reasonable level of branch organization and

staffing and are gencrally more offective in reaching the target households,

U~

Q\)
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A serious obstacle is that some institutions are several months behind in
submitting detailed menthly ficures on operating expenses ard income. Hence,
estimates had tc be based an a limited number of institutions that have
submitted the necessary information. Fortunately, those included Krishi,
Sonali, Janata and Pubali which, when taken topether, constitute a reasonable
sample cf the nine institutions including scme with reasonable cost (Krishi),
high cost (Janata) and, with the exception of Janata, all have made substan-
tial progress: and, combined, account fcr 72% of the total amount reported
disbursed so far. Results obtained can be useful for all the lending

institutions.

Estimates are based on actual data for tha institutions mentioned for the
January to May 31, 1980 pericd. Operating costs per branch - annualized -
were Tk, 30,600 and operating consts per loan were Tk. 110, both excluding
capital costs and provision for bad debts - averare size of loan was Tk. 1450
and the aumber of loans granted per month was 26. Two assumptions were then
made: (a) 9 month averasc duration of lrans and (D % interest ‘charced on
capital. The 9 months duration is very close to the experience so far. The
9% cost of capital is a compromise that takes into account twe facters:

(a) savings mobilization, so far, paying high intcrest rates accounts forp
less than 10% of outstandins loans and (b) present costing of capital varies
among, the institutions, being as low as 6.5% in the case cof Krishi. No
provisicn is made for head office averhead. The ameount is difficult to establish

at the present stage but can be incorperated later without difficulty.

Even under these assumpticns reaching financial viability, as defined, is
still a Formidable task when reascnable provision is made for bad debts,
particularly at the lower interest rates charged. This is demonstrated in
the following twc tables. One estimates tho number of lcans that need to
be granted on an annual basis to reach financinl viability under different
interest rates and percentages of default (iaciuding no default) and the
other estimates the size of loan ueeded under the same assumptions. Results

obtained can be summarized as follows, under the circumstances described:

47
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TESTING INTEREST RATES AT BARIOUS LOAH HUifBERS AND DEFAULT RATES
85D ON ~VERAGE OF KRISHI, SONALI, JANATA Al'D PUBALI'S CO3TsS
DURING  JANUARY -  EaAY, 1980

A ssumptions 3

1. Average loan size Tk.1450 (Average for all Banks, during Jaruary - Hay, 1980)
2. Average duration of loans 9 months

3. Copital cost 9%

4. Fixed cost Tk.30,600 per Brench per Annum.

", ( Average of Krishi, Somali, Janata and Pubali during April - May,; 1980).

P R O F I T (L.OSS) PER B RA N CH PER A I N U M IN TAKA
Mucher of ___ 127 8 __AE 300 6y Tt 1185 2 - V5. ¥E e e 2053 o V0% 3 o B5
Loans 1 With no Defoult T ' ith 3% Defcult 11 With 5% Default
100 (27338) (20813) (14288) (17763) (1238) (32080) (257%0) (19421) (13092) (5763) (3542). (29042) (22843)§16644) (10446)
200 (24075) (11025) _ 2025 1575 28125 (33588} (70900) ( 8241) 4417 17076  (39880) (27483) (15085) (2688)  (9710)
300 (20813) 1238 18337 137912 57487  (35038) (16050) 2938 21926 40313 (44521) (25924) ( 7228) 11268 29864
400 (17550) 855 34650 60750 86850  (36516) (11199) 14118 39435 64752 (52060) (24365) 430 25225 50020
500 (14288) 18337 50962 B3%BT 116212 (37996) (6349) 25297 56943 88589 (53886) (22807) 8187 29181 TIM74
600 (11025)  B125 67215 6425 145575 (39474) ( 1499) 36477 74452 112428 (58440) (21248) 15945 53137 90330

A4S
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TESTING INTEREST RATES AT VARIOUS LOAN SIZES AND DEFAULT
RATES : BASED ON KRISHI'S ACHIEVEMENT DURING JANUARY -MAY, 1980

Assunptionss

1. Fixed Operating Cost per Lo2n - Tk.T2
2. Capital Cost - 9%
3. Average durction of loans - 9 months

4. Branch Productivity : Around 35 loans per month

Loan Sige! PROFIT (LO:55)" R _ PER LOAN._ I TAKAS
M. With o  Default ) L) - ith 3%  Default i Witk 5%  Default
; 12 18% 24% 0% 36F 7 1% 18% 24% 30% W 1 12 18% 24% 0% 36%
<3
500 (60.75) (38.25) 15.75 6.75 29.25 (77-10) (55.27) (33.45) (11.63)  10.2 ( 68. 0) (66.63) (45.25) (23.88) ( 2.50)
1000 (49.%0) ( 4.50) 40.50  85.50 130.50 (82.20) (38.55)  5.10  48.75 92.40 (104.00) (52.25) (18.50) 27.25 67.00 ®
1500 (38.25) 29.25  96.75 164.25 231.75 (67.30) (21.83) 43.65 109.12  174.58 (120.C0) (55.88)  B8.25  72.37  136.%0
2000 (27.00) 63.00 152.00 243.0C 333.00 (92.40) ( 5.10) B2.20 169.%0 256.80 (136.00) (50.50) 35.00 120.%0 206.00
2500 (13.75)  $6.75 29.25 321.75 434.25 (97.%0) (11.62) 120.75 229.87  339.00 (152.00) (45.12) 61.75 16B.63  275.%0
, 3000 ( 4.50) 130.50 265.50 400,50 535.50 (102.60) (28.35) 159.30 250.25  421.20 (168.00) (39.75) B8.5 216.75  345.00
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1. With 3% default, financial viability is pcssible cnly when
no less than 300 leans are made per annum (25 per month) at not
less than 24% interest rate. At 30% interest ratc 200 leoans

are required. Twelve and 18% interest rates are nct viable.

2. As per size ¢f loan, results indicate again that with 3% default
financial viability is possible cnly at 2u% interest rate and
maintaining an average size »f leans of Tk. 1500. At 30% intecrest
rate the size required is Tk, 1000. There is nc rossibility of

viability at the 12% and 18% interest rates.

It can be said as a general guideline that 2u4% interest ratc and 25 loans
per month (300 annually) of Tk, 1500 averape size appear to be kind of

critical minimums based on the January to May 1980 results obtained.

Due to the large vclume of operations already achieved, a separate estimation
was made for Krishi alcne. In this case the actual fipures Ffor the January

to May 1980 period were:

a. Number of loans made per branch per menth increased from 2u
( 288 per annum) from project incepticn to December 31, 1979 to
35( 420 per annum) (during the five month period of January to
May 1980,

b. Operatins; costs per branch (exclusive of capital costs and
provision for bad debts)tincreased from Tk. 28,031 to Tk. 30,600.
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c. Operating costs per loan (exclusive of capital costs and

provision for bad debts) dropped from Tk. 93.15 to Tk. 72.00.
d. The average size of loans increased from Tk, 1639 to Tk. 1800.

Estimates were then made of the number and size =f lacns needed to rcach
financial viability, assumin; 9% intercst on eapital and varicus levels of
default (including nc Jefault). The results are shown in the fcllowing two

tables. They show:

1. With 3% default, financial viability is possible at 18% when £00
loans are made per annum, ccmpared to present average of 420,

No viability is possible at 12% interest rate.

2. As per size of lcan, 18% interest rate is viable but cnly if

size of lcan is Tk. 2500 cemparcd to presont average of Tk. 1800,

3. At 24% interest rate the number of loans necded is 300 per annum

of Tk. 1500 average size.

Whether the number of loans at an 13% interest rate can be increased to
600 per annum (50 per month) and average size of lcan to Tk. 2500 without
some significant increase in opcrating costs is doubtful. If the cost of
capital were more in line with commercial rates it would be impossible tc
reach a viable operation at 18% interest rate. The ieneral conclusicn is
that none of the models beinrs experimented will appear to be able to reach
financial viability at the lower interest rates, even with relatively low

cost of capital( 9% per annum).

Recommendations

General rccommendations for the extensicn period are:

1. Concentrate cfforts on the higher interest rate branches:
24% and 30%.



TESTING INTEREST RATES AT VARIOUS LOAN NUMBERS AND

DEFAULT RATES BASED ON KRISHYS ACHIEVEMENT DURING
JANUARY - MAY, 1980

Asmtions 3

1s Average loan size Tk.1800

2. Average duration of loang 9 monthg

3. Copital cost 9% per amum

4. Fixed Operating Cost 30,600/~ per Branch per Annum

PROFIT (10SS) PER BRAILICH PER AiUM IO¥  THKAS
e With no Default _ With 3% Default With 5% “efault
Rumber of
lcansg 12% 185% 245 0% 65 12% 18% 247 30% %% 12% 8% 244 0% 36% .
4
100 (26550) (18450) (103%0) ( . 22%0) B0 (32436) (24579) (16722) ("8865) ( 1008) (36360) (28665) (20970) (13275) (55809
200 ( 22%) ( 630) | 9900 26100 43200 (342712) (18558) ( 2844) 12870 B84 (42120) (26730) (11340) ( 4050) 19440
300 (1P4%0) B 30150 54450 78750 (36108) (12537) 11034 34605 B1T6 (47880) (24795) ( 1710) 21375 44460
400 (14400) 18000 0400 8800 M0 (37944) ( 6516) 24920 56340 87768  (53640) (22860) 7920 38700 69480
500 (10050) 1% 70650 11110 15165 (39760) ( 495) 38790 78075 117360 (59400) (20925) 175% 56025 94500
600 ( 6300) 42300 90900 139500 188100 (41616) 5526 52668 99810 146952 (65160) (18990) 27180 73350 119520




Testing Interest Rates at various Loan Sizes and Default Rates @
Bosed on Krishi's achievement during Jomary -~ May, 1980

Assumptions s

1. Fixed Operating Cost per Loan - k.72
2! capital cost - 9%

e Averapge duration of loans -~ 9 months

4. Branch Productivity : Around 35 loans per month

v PROFIT (LOSS) . v __pg'g_ ‘'L 0 A XN I N T A KA S
Loan Size | With No Default } With 3% . Default 1 With 5%  Default
Tk, 112 18 2% 0% 364t 12 18% 245 5 %% 1 1% 185 247 0% 3%
500 (60.75) (38.25) 15.75 6.5  29.25 (77.10) (55.271) (33.45) (11.63) 10.2  (88.0) (66.63) (45.25) (23.88) (y2.50)
1000 (49.50) ( 4.%0) 40.%0 B350 10.5 (82.20) (38.55) 5.10 48.75 92.40 (104.00) (52.25) (18.50) 27.25 67.00
1500 (38.25) 2.25 96.75 164.25 231.75 (87.30) (21.83) 43465 109.12 174.58 (120.00) (55.88) Bc25 T72.37 136.50
2000 . (27.00)  63.00 152.00 243.06  333.00 (92.40) ( 5.10) 82.20 169.50 256.80 (136.00) (50.50)  35.00 120.50 206.00
2500 (13.75)  96.75 209.25 321.75 434.25 (97.50) (11.62) 120.75 229.87 339.0C (152.00) (45.12) 61.75 168.63 275.50

3000 ( 4.50) 130.50 265.50 400.50 535.50 (102.60) (28.35) 159.30 290.25 421.20 (168.00) (39.75) B88.50 216.75 345.00
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Pay special attention to increasing productivity of all
branches, kceping relatively small staffs., Several recommendations
made carlier related to loan Processing prccedures are relevant

here.

Keep cverdues as low o3 possible so that provision for bad
debts and hence costs can be kept low. Recommendaticns con this

matter have peen made earlier in this chapter.

L0



YA ke Daerridnd Opgrgtionj. Thyough Realization of
Raral Saving

As indicated carlier the mobilization of rural savings to finance target
group lending has not produced the results hoped fer, Genwrally speakins,
the lending institutions have been too cauti.us or have been reluctant to
offer the higher interest rates on savings to nen-tarcet group people.
Several arguments are being advanced te defend the lack of action. One
Scems to be that this bein: an experiment of short duration, the lending
institutions may find themsclves at the end of the experiment with a
substantial amount of savings for which they are paying hich interest rates
and may be not be able by then to lend at a profitable interest rates.
Another is the impact on savers as ratcs may be lowered when RFEP is

compleated.

Three interesting excepticns arc Rupali, Sonali and Janata. This is shown

in the following table where savings balahces as of May 31, 1980 are expressed
as a percentage of outstandinz balances of tarret yroup leans. In the

three cases the encouraring results observed are due mainly tc mobilization of
savings amcni: the non-taryet group. On the cther hand, non-target savings
balances of the two institutions thqt have disbursed the largest amount of
resources to taryet group-Krishi and Arrani-are barely cne peréent of target

group outstandiny: lcans,

Relationship of Saving Balances to
Loans Qutstanding as of May 31, 1980

Lending Instituticns Savings Balances as Percent of Loans
Outstanding
Target proup Non-target Total
SYCUp

1. Krishi 4.6 1.2 5.8
2, Scnali 8.2 11.3 19.5
3. Janata 2.8 15.1 17.9
4, Agrani 0.5 1.6 2.1
5. Pubali 7.0 - 7.0
6. Rupalil 3.5 24,0 29,3
7. Uttara 7.1 1.7 8.8
8. IRDP 10.1 3.5 13.6
9. BSBL 103 - 1.3
Totals: 5.6 4,1 9.7



Tt ic ebvlouz that the zhove results are due to management policy decisions

not related to the models, particularly the non-target group performance.

This should merit very careful consideraticn during the project extension

period.

So far in field trip visits and in interviews with bank staffs it has been
found that:

l.

What savings have been mobilized are mainly forced savings among
target groups and little effort has been made tc encourage

systematic savings, particularly among non-target group households.

Some models are not offering the project interest rates to the
non-target group, thus hampering one of the RFEP purposes: to test
whether high interest rates on savings in the rural sector motivate

people to save and to what extent.

The savings program has not been advertised and no systematic

educational programs have been carried out,

In some areas the field credit officer's duties and responsibilities
have not been clearly specified in writing so as tc provide him

with a working guideline for greater efficiency.

Field credit officers are emphasing credit, especially on loans
collections, and are not devoting enough time to the savings

component.

Some branch managers do not like the idea of mobilizing savings
at high interest orates because they think that the mobilization
will have an adverse effect on the RFEP operational costs and
also because regular depositors, not under the program, will
become unhappy with the institution because they are not getting
the same interest. In some cases mobilization among non-target
group is not encouraged by the head office or by- the branch

manager.
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Action Needed to be Taken

Rural savings mcbilization efforts have to be strongly supported and
promoted by the lending institutions in crder tc creatc an impact among
rural people. To motivate pecple to save, the lending institutions need

to develop a continuous educational and advertisins program in order to
attract the attention of prospective depositors in all RFEP sites. This
motivational tocl is a key factor in any savings mebilizaticn program.
Senior bank officers and public relation officers need tc be fully involved

and an effective monitoring system established.

Key steps towards a successful rural savings mchilization scheme are, among

others:

- Development of a special strategy to appreach pctential depositors

- Enccuragement of potential depositors with favcourable interest
rates and other incentives.

- Involvement of the community in the savings process.

- Mctivation of villagers to form systematic voluntary savings habits

- Further advertisement of the program

- Motivation of bank staff with rewards and special recognition

\

- Persistant efforts

Greater and better structured effort to promote savings should be a very
impertant component during the project extension period. To assist in this
a special document was prepared and recently given to the nine lending

institutions containing 5 different savings schemes which are fully explained.

The schemes proposed are designed to stimulate and promote a positive
experimental attitude on the part of lending institutions in their dealings
with the target group under RFEP. Other schemes and combinations are possible
and this is precisely where the different bank officers ape expected to
exercise more initiative and to make full use of the flexibility that the
Bangladesh Bank has agreed to in order that the experimental purposes of

RFEP can be realized. Other techniqies have been discussed among those
involved in the project but it appeared that the time was then not oppcrtune

to attempt their implementation.
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These included the holding of special lotteries ameng savings account
holders, piving awards or prizes to participants who succeed in savinr

a certain percentage of net cr fross returns; and making effective

the rebate on loan interest feature as included in twe medels and depeositing

rebate amounts in bzrrowers savings accounts.

The recruitment or contracting of special staff including village women
to promete savings exclusively and paying a specified percentage of

actual amounts of deposits generated is anothep possibility.

Each of the nine lending institutions should be required to submit a
savings compcnent to experiment with duriny the extension period with
concrete targets and coperational procedures. No extension plan should
be approved by Bangladesh Bank without this component. It should include
one or more of the¢ mcdels preposced, combinations or altogether

new ones,



VI. SYNTHESIS AND OVERALL EVALUATION TO DATE

Overall review of the original eight models reveals that they can actually
be grouped in a smaller nutber of better defined credit delivery systcms
which can be more easily understood, monitored and finally evaluated. In
additicn, there uare some basic characteristics associfted with sound
lending principles that cut across all models that are being obsarved and

can be further refined and uniformly adopted,

The four delivery systems which have been identified are:

Delivery System Institution Particlipating
1. Group lending 1 - Janata
2 - Uttara
2, Cooperative lending 3 - IRDP
. 4 - BSBL
3. Sub-branch approach 5 - Sonali
4. Village agent concept 6 - Rupali
7 - Pubali
8 - Agrani
9 - Krishi

Out of the four modalities the last onc - village agent concept - deserves
some explanation. At present only Rupali is supposedly experimenting with
this concept. However, therc is not much differcnce between Rupali's village
agent and Pubali's or Agrani's assistants. In all cases a credit officer
and a credit assistant are being deployed in cach outlet, loan zpplications
are taken cither in the field or in the office, loans arce disbursed and
repaid mainly in the office and both the credit officer and the assistant
supervise loans. In the case of Krishi and Pubali, however, the credit
officer can sanction loans while ip the others only the branch manager has

this authority,
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The budget line apprcach is essentially a technique applicable to all

models and probably can be adepted as a standard procedure once it is

properly understood and applied. Even the formal cash flow estimates can

be reduced to a simple annual production farm plan that will include credit
needs for a whole year thus eliminating the requirement for processing
separate lcan applications each time the target household is in need of

cash. Costs to both the borrower and lending institutions can be substantially

reduced if this practice is followed.

On the basis of data and cxperience secured to date the following very
tentative conclusions can be drawn with respect to the relative viability

of these more nearly discreet "models'.

1. The group approach (Janata and Uttara) is still encountering
serious difficultics arising from very low productivity per
branch and problems with group formation and management. This is
being reflected in high percentages of overdues., Nc possibility
of financial viability is in sizht at present performance levels.
Specific recommendations have been offered in the recent analyces

mentioned earlicr which have been sent to the BDB aud AID.

2. The cooperative system (IRDP &€ BSBL) has some promise and parti-
cularly noteworthly is the recent substantial progress made by IRDP.
Not being a hiph cost delivery system, it can be financially viable
if a reasonablc volume of lending is reached and maintaired. Its
experimenting with more than one intercst rate per cutlet provides
a very significant opportunity that should be further analyzed
during the extension period. Specific recommendation have been

made on this matter.

3. The sub-branch approach (Sonali) is also promising. There is need
to increase productivity rapidly by streamlining( simplifying and
expediting ‘loan processing procedures, modifying the role of

advisory council, and enhancing the role and imape of the Krishi-
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Shakha in charge. Specific recommendations have been made to
the bank and action should be taken during the project extension

pericd.

4, The village agent concept as presently identified (Rupali, Pubali,
Agrani and Krishi) probably should have the highest rating on the
basis of returns to date. With the exception of Krishi, the most
important thing that should be taken care of is increasing
productivity and specific recommendaticns as to steps to be taken

have been given.

A preliminary evaluation of the four model groups has been attempted by
applying the four characteristics or criteria identified in Chapter V as
those which the optimal modelbeiny sought should satisfy. For this purpose
eight indicators have been selected, twc fer each of the four characteristies.

The indicators are as follows:

Main Characteristics Indicators

A. Extending Loans 1. Number of loans made per branch

2. Number of loans made per branch
during the January to May 31,
1980 jeriod

B. Recoverin,, Loans 1. Percent of overdues

2. Percent of branches with more than
10% of overdues

C. Covering Operating ~osts 1. Percent of viability reached
2. Percent of branches having reached
viability
D. Mobilization of Savings 1. Percent total savings balance is

of loans outstanding

2. Percent non-target group savings
balance is of loans outstanding.

ol
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Each institution has been ranked in 2 descending order from nine to cne for
each one of the eipght indicators. The maximum mark obtainable is 72 points:
nine (highest mark obtainable for each indicator) multiplied by eight

indicators.

Based on data as of May 31, 1980 (except in the case of A-2) the results

obtained are shown in the following table.

Extending Recoveriny Covering Mobilizing Tctal Points

Loans - Loans Costs Savings Obtained
Group Lending
Janata 3 10 8 15 36
Uttara 5 8 7 10 30

Cooperative Lending

IRDP 11 18 14 12 55
BSBL 4 13 14 3 34

Sub-Branch Lending

Scnali 11 9 15 15 50

Village Agent Lending

Rupali 11 16 10 18 55
Pubali 16 17 10 6 49
Agrani 11 18 13 6 48
Krishi 18 14 17 6 55

The number of points obtained in each one of the four characteristics and

the total obtained indicate the positicn of each institution relative to

the rest of them. It shows, for instance, that Uttara is in the last position
and is 25 points behind three institutions that obtained 55 points each;
Krishi, Rubali and IRDP,

o
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Results show that the nine lending institutions form three distinct rroups,

based on the total number of pcints obtained by each cne: three have obtained

55 points each, three have obtaincd from 48 tc 50 points cach and the other

three have obtained from 30 to 36 pcints each. This is shown below:

Averare number of

Range points obtained Instituticns

Over - S50 55 Krishi, Rupali, IRDP
50 - 37 49 Sonali, Pubali, Asrrani
36 and lower 33 Janata, Uttara, BSBL

These results penerally confirm what was previously noted as tc how each
of the four delivery systems identified was performins. Group lending
(Uttara and Janata) is lagying substantially behind the other three jroups.
The four institutions forminy the villajpe azent approach (Rupali, Krishi,
Agrani and Pubali) nre ranked either in first or second position along vith

the sub-branch appr<ach (Scnali).

The modalities identified can secrve as a take-off for several possible
scenarios portraying the model or models which have shown significant

promise to date and these should be built into the experimental activity.

As hypotheses are developed and introduced into the work of the institutions,

further steps should be taken to refine judgements regarding successful
features for continued exploratery work and those features found of lesser

promise culled out.

If the RFEP is successful in identifying a model or models which meet all'
criteria to a fully acceptable degrecc and a follow on project is found
feasible, particular care should be paid to the development and conduct of
an educational/"selling" program to assure full understanding, acceptance

and effective support.

(



