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MANAGEMENT SUMMARY

The purpose of the Rural Finance Experimental Project is to develop or
identify one or more rural financial systems for meeting the needs of
poor rural producers not presently reached by institutional credit. The
nine principal rural financial institutions in Bangladesh have besn
demonstrating and testing eight different models under this project.

A number of policy, organizational and procedural variables are being
tested, including credit interest rates, savings interest rates,
village outlets, savings promotion measures, multiple loan purposes,
simplified forms and procedures, loan supervision, personnel policies
and incentives, local planning, group lending, etc,

Special surveys, studies, evaluation and analysis have been and are
being conducted to illuminate basic issues and to generate knowledge
necessary for the formulation of credit policies and programs in
Bangladesh. The experimental results derived from the Project hopefully
would provide the conceptual and practical basis for a possible
expanded follow-on credit program.

This is the first major evaluation 1eport of the project prepared

by Public Administration Service and S. F. Ahmed & Co. An attempt
has been made to cover as many of the issues as possible in this
evaluation. Many of the surveys, special studies and analysis are

in progress, the results of which will be covered in the final evalua-
tion due by the end of this Project.

The basic objective of the project and the objective of the Consultant
in providing consultant services is to identify an institutional rural
credit and savings system which is successful at extending credit to
and recovering it from small farmers, including tenants ancd share
croppers/landless, and other small rural producers not preegently reached
by institutional credit. Corollary objectives are that the gucceseful
credit system identified be gelf-financing and capable of mobilizing
capital through rural savings progrems and other means.
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The project through its various experimentation has provided
certain essential information about the situations of rural
credit in Bangladesh.

1. There were demands for credit in the rural areas of
Bangladesh for production of goods and services by the
rural producers in the form of

a) capital for development of infrastructure and new
rroduction opportunities.

b) working capital for the existing rural activities
to bridge over the seasonal pattern of incomes/
receipts and expenditures/payments.

2. As it was not the objective of this project to quantify
the demand for credit, no attempt has been made to make
such determination but the nature and extent of loan
disbursement proved that demand exists for potential rural
development and RFEP could provide only & fraction of such
demand.

3. The experiment also established the fact that there were
demands for credit at varying interest rates ranging from
a low of 12 percent to a maximum of 36 percent for various
purposes and objectives. It was observed that there are
some rural activities specially non-agricultural activities
such as transport and pottery where the internal rate of
return was high enough to attract borrowing at 36%. The
borrowers enzaged in such activities could be assumed to have
benefitted from credit given to them at such high rate of
interest. Even though it has not been possible to prove
the above statement statistically in this evaluation, the
surveys and special studies which are in progress will
hopefully bear this out, result of which will be covered
in the final evaluation.
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Agriculture may not be a good candidate for such high-
interest credit specially in those circumstances where

the family depends entirely on the crop income for the
whole year and apparently does not make full productive

uge of the available family labour. It appears that
activities which are not seasonal and which have conti-
nuous round the year operation and thereby use the poten=-
tial family labour to the maximum may have much higher rates
of internal return then most of the agricultural activities.

It may be advisable to formulate a concerted program whereby
the borrower could be given necessary technical assistance
and inputs to undertake a continuous round the year oper-
able rural activity as a supplement to his agricultural and
farming activities and income.

It appears that the demand for cradit at verious interest
rates was higher than what RFEP participating institutions(PI)
had lent so far. There was no reported situation where a PI
was not in a position to invest or lend money eoven at 36%
rate of interest. It could be assumed that the activities

for which such an accommodation was required might have an
internal rate of return higher than the rate of interest
charged, such that the loan was viable at the borrower level.
The above assumption could be wrong, however, as repayrient

of loan could not be considered to be the only criteria in
determining the viability of the borrowers in a country

where borrowers have been repaying loans of much higher rates
of interest of the traditional village money lenders, very
often leading to their pauperization and economic bankrupcy.

As far as the impact of credit on borrowers is concerned
this could not be measured or determined todate, but a
survey specifically directed towards determinir_ the impact
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of credit on activities, productivity, employment and
the borrowers is in progress; the result of which would
be available for the final evaluation report.

Varying interest rates should be charged for different
activities such that those activities and the borrowers

could bear the interest burden and that such infusion of
credit would increase productivity, employment, and overall
rate of return. Such a selection of interest rate for various
types of activities could take into account national interest
and objectives towards encouraging or discouraging a particular
product or activity. Varying interest rates charged could
therefore be used for regulating production of goods and
services as well as a process for subsidising those goods

and services which may have a viability at the national

level after taking into account the cost of such subsidy.

The experiment would provide certain indicators for cost

of lending, recovering and administrating the rural credit
operation for the finance industry including bad debts; such
indicators could be used for determining the ratn of interest
taking into account the cost of fund and normal profit or

rate of return for the operators. These indicators are being
developed on a national scale and would be further scrutinised
and incorporated in the final evaluation report. If a realistic
cost framework could be developed for the industry this should
act as a differential between the cost of money (such as interest
on savings, bank rate, etc) and the interest charged on

money lent.

Aids or grants ohtained from USAID and other foreign Governments
and agencies could he used alongwith any surplus from the
national budget to finance the subsidization policy descrided
abeve,
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An attempt is being made to determine the profitability

of major types of loans which howerver cannot be determined
on the basis of survey of the borrowers in the experiment.
Profitability of any activity depends on a lot of factors
such as the size of the activity, the regiom in which it

is carried out, the topography of the region, soil condition,
demand of goods and services produced, availability of raw
materials, skilled labour and marketing facilities for

such products, size and constitution of the family including
the contributory labour from the family and its capital
structure. It is almost impractical to identify activities
which could be considered viable/profitable on a national
perspective without associating such activities with the
various factors mentioned above.

The Models and Institutions

It appeared that the Budget Line approach of Bangladesh
Krishi Bank (Erishi) was a better spproach for determining
the credit needs and the ability of the borrowers to

absorb such cost of credit and amortige. The family savings
bank concept has also proved useful for mobilizing savings.

The Krishi Shaka concept of Bonali has been found effective
both in terms of viability and reaching the target group.

The Small Producers Credi: System organized and operated by
Agrani Bank was found to be a viable and replicable operation.

The Village Agent concept of Rupali Bank was effective in speedy
lending and recovery. Co-operative lending of IRDP showed some
ueasure of success and merit for replication with additional
reinforcement.

Detailed analysis of each of the model and institution has
been incorporated in section I (pa,es 6 through 173) of this
report.
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Cross Model Analysis

Krishi and Sonali apparently dominated in terms of the total number of
loans and the total disbursement. IRDP, Agrani and Rupali had very
good performance in terms of loan recovery by demonstrating lower
percentages of overdue ranging from 4.4% to 6.1%.

IRDP, Frishi, Sonali and Rupali were atle to make profit at the
rates of 8.0%, 6.4%, 3.2% and 1.3% based on average monthly outstarding
loans.

IRDP, Sonali and Krishi have a lower cost of credit delivery system
(total operating expenses less cost of fund and including reserve
for had debts) which could be covered hy a differential (spread)

of 4.5%, 4.6% and £.1% respectively. The worst case is that of
Uttara of 39.3%. The average cost differential (sprwad) on the
basis of Table A (Page 16%) is approximately 10.21%.

Rupali, Agrani and Janata led the group in terms of savings
mobilization and were atle to mobilise 34.1%, 32.7% and 27.7%

of the total loans outstarding. One of the redeeming features in

all these three cases is a higher percentage of savings mobilised
fror non-target group in as much as 9%, 75.1% and 78.1% of their
respective total savings. The above are a pogitive indication of the
pos8ibility of developing a se)lf-financing rural credit system. In
case of 3 old outlets of Rupali Bank, savings mobilised were as
high as 70.3% of their total loan portfolio.

Most of the models have contributed towards the experience and
information necessary for the design of a follow=-on project. No
single model or no single institution could be considersd to have
satisfied the criteria that would Justify its replication nationwide.
An ideal approach would be to combine suitable features from experi-
mental models alongwith other new concepts and features proven
elsewhere outside of this project.

Dotailed Cross Moddl Analysis has been included in Section II

(Poges 114 through 188) of this report.
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Pinancial Analysis

On the basis of actual performance charging varying interest
rates of 12%, 18%, 24%, 30% and 36%, out of the 59 outlets
which operated for the full 12 month period from October 1980
through September 1981 only 32 outlets earned a profit. Assuming
all other conditions remaining the same, a normalisation of

loan interest rate for all outlets at 18%, 24%, and 30%, and

a uniform savings interest rate of 12% and a uniform cost of
vorrowed funds at 10.9%,the number of outlets making profit
would stand at 22, 36 and 48 respectively.

Various irregularities found during the course of audit of
selected outlets have been incorporated in this report for
remedial action and future guidance (Pages 203-214),

It appears that ahout 36% of the borrowers have taken a
second and subsequent loan.

Detailed financial analysis has been appended to this report
(Pages 189 through 214)

Savings

Wider margin between loan rates and savings rates in cases of
24%, 30% and 36% could not have helped mobilization of savings
in the rural area. The difference between loan and the savings
rates should not be more than the cost differential (spread) in
order to (a) attract more savings from the rumal producers,

(b) attract urhan savers to transfer funds to the rural credit
system and (c) to discourage traditional money-lenders from
competing with the rural finance program. The larger the difference
between the loan and the savings rate, the greater would be the
opportunity for the t..aditional moneylenders and ct)er oppor-
tunists to perpetuate their exploitation of the rural poor. A
well co-ordinated savings progra® should be developed as part
of the rural finance project to mobilise rural savings specially
from the non-target group. For detail observation, please refer

to pages 229-243,
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Group Lending

Performance of group lending in the experiment has not been
very satisfactory except in isolated cases and IRDP. Since

there is no organised movement for group formation as in the
case of co-operatives, formation of groups for the purpose of
obtaining credit has been at best a trial process which requires
long term education, training and other persuasive efforts to
make such an organization effective, efficient and replicable
nationwide. Detail analyses have been incorporated in chapter 3
of Special Topics (Pages 252 - 264)e

Incentive

Incentive experience under RFEP has been limited largely to the
participating institutions who in turn were expected to provide
adequete incentives to the borrowers and peresonnel. Except Rupali,
Uttara, IRDP and BSBL who introduced commissions to outlet
personnel and rebates on interest payments, very little has been
done to motivate borrowers participation and personnel produc-
tivity. Chapter on special topics (Papcs 265 - 273) covers detail
observation on incentives.

Training

From Project incention to 318t December 1981, a total of 111.5
man-months of in-country training was carried out by the
institutions. Consultants s« in the nrocess of preparing a
training manual as a ruide for training the traniners. An
important training function was nlso carried out hy the auditors
through audit of outlets on o continuous hasis whereby the con-
sultants were ahle to effectively truin the outlet peroonael

in maintainine rroper books and records, preparing manngement
reports and in other facet: of credit operation., Detail
ohservation han bheen appended in chapter 5 on Gpecial Topion
(Papen 274 - 278),

Loann to Women

Inopite of unfavourable socianl conditiona in rural Bangladesh
about 4.,2% of the total horrowers were women. IRDP and Krishi
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are the only institutions who have eatablished special approaches
for women borrowers. A more detail analysis has been covered
in chapter 6 on Special Topicc (Pages 289 - 295),

Sociological observations

Results from observational field research and case studies

into the borrowers attitude and response,though cannot be
statistically defended,have to a large extent collaborated with
most of the findings derived from financial and statistical
data. Detail observation has been appended to the end of the
report (Pages 296 - 230),

Answers to Critical Questions about Credit and Savings

An attempt has been made to answer the fifteen critical
questions as required under Function No. 6 of the consulting
constract based on the information and analysis made so far «hich

are subject to change as more information are gathered
during the life time of the project. (Pages 333 - 339),
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INTRODUCTION

The Governments of Bangladesh and the United States signed a project
agreement for the Rural Finance Experimental Project. The purpose of
the project is to develop or identify one or more rural financial
systems for meeting the needs of poor rural producers not presently
reached by institutional credit. The nine principal rural financial
institutions in Bangladesh have heen demonstrating and testing eight
different models under this project. Overall project management is the
responsibility of the Bangladesh Bank which is being financed by the
USAID. The target group has been defined essentially z2s rural dwellers
owning 2 acres or less of cropland, with an annual gross cash

income of Tk. 6,000/~ or less. Indicators selected to verify
achievement of the project purpose are:

1) Credit reaches a substantial portion of the target
group and is not diverted to larger rural producers;

2) Target group productivity and income are increased;

2) Lending institutions cover their operational costs
through interest and finsnce charges, and are motivated
and capable of expsnding rural operations;

4) Loans are substantially recovered with interest;

5) Rural savings are mobilized.

A number of policy, organizational and procedural variables are being
tested, including credit interest rates, savings interest rates,
village outlets, savings promotion measures, multiple loan purposes,
simplified forms and procedures, loan supervision, personnel policies
and incentives , local planning, group lending, etc. Each variable

is heing demonstrated to assess the impact on achieving project
objectives. For example , credit interest rates are being tested

to assess the impact of different rates on reaching the target group,
credit demand, borrower benefit/costs and lending institutions'
financial position.
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A basic hypothesis being tested by the project is that interest rates
which reflect the actual cost of credit are crucial for overcoming
major constraints to the delivery of credit and savings services to

the rural poor. Full cost credit is expected to reduce the distribution
bias toward the village elite who normally avail cheap credit; augment
the financial viability, incentives and capability of financial
institutions to serve the rural poor ; and mobilize local capital and
expand the total supply of rural credit available to small

rural producers.

Project funds are used to partly reimburse the nine institutions for
loans made to and recovered from the target group. This contribution
is designed to encourage experimentation by the lending institutions
by reducing their risk, augmenting their capital base and offsetting
start-up costs./£Qiti%%%§ are made by the psrticipating institutions
from their own resources. The Bangladesh Bank periodically reimburses
the participating institutions for one-third of the velue of each
loan disbursed to a target group borrower in a project village.
Later, for each loan repaid by the borrower on time with interest,the
Bangladesh Bank reimburses the participating institution an additional
one-third of the loan value which goes into the participating
institutions' wholly owned assets. This formula provides strong
incentives for disbursement to the target group and for recovery.

The formula should also increase the amount of capital held by the
institutions for additional circulation of rursl lending. A
considerable amount of project evaluation and field research has

been built into the project to permit assessment of project success
or failure and the related reasons.

The basic objective of the Project and the objective of the

Consultant in providing consultant services is to identify an
institutional rural credit and savings system which is successful

at extending credit to and recovering it from small farmers,

including tenants and sharecroppers/londless, and other small rural
producers not presently reached by institutional credit. Corollary
ohjectives are that the successful credit system identified be
self-financing and capable of mobilizing capital through rursl savings

programs and other means.
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The Project has been testing different ways to deliver credit and
mobilize savin s. The Project has been demonstrating different credit
and savings policies, procedures and administrative/organizational
systems through the implementation of eight separate models being
implemented by six nationalized "commercial" banks and Bangladesh
Krishi Bank, Bangladesh Samabaya Bank Ltd (BSBL) and Integrated Rural
Development Program (IRDP). As an experimental project, the Project

has been essentially a field research effort aimed at structuring an
effective rural credit delivery system. Special surveys, studies,
evaluation and analysis have been and are being conducted to illuminate
basic issues and to generate knowledge necessary for the formulation of
credit policies and programs in Bangladesh. The experimental results
derived from the Project hopefully would provide the conceptual and
practical basis for a possible expanded follow-on credit program.

The study would entail addressing of the following critical questions
about credit and savings in Bangladesh:

1 Do small farmers and other rural producers facc production
opportunities which can be exploited through institutional credit;
under what circumstances? What is the target group demand for
credit?

2 Is the target group benefiting from credit at high interest rates.

Je Can credit systems be devised to reach the target group on a large
scale without being preempted by more privileged persons - how?

4, How can timely repayment be induced and default minimized.

De What are the principal institutional and nmanagement constraints
to efficient oneration of the finanecial institutions; wvhat
doevelonment or improvenment in neccded,

Ge Will higher intercnt rates on crodit and savings wobilize cupital
in the rural sector nnd bring aLout pgreater availability of rurnl
credit to the target (jroup. Cnn the administyativoe coctn of
credit/navings programs be reiuced to an nceeptablo lavel,  How?
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What degree of coordination is required with other rural
development activities,

Is it beneficial to channel credit and savings programs through
cooperative style groups. Do groups face more productive
opportunities and offer other advantages for reaching the target
population,

How can rural producers be motivated and organized to save
regularly.

What is the importance and income and productivity potential of
agricultural, agricultural-related, and non-agricultural loans
respectively.

Are short term (seasonal) lending proprams constrained by lack
of longer term credit for financing physical or institutional
infrastructure development.

What is the impact of expanxed institutional credit on the
overall operation of rural financ.:zl markets in experimental
areas. Consider: (a) total credit availability; (b) the increase
in total credit to the target group; and (c) the percentage of
credit going to the target group.

How should rural credit and savings programs be designed and
run for maximum effectiveness/efficiency.

Can credit be extended to the target group in a financially
viable and eventually self-genorating profitable manner, Based
on interest rates, administrative costs, and recovery experience,
whit interest rate must Le charged to ensure viability.

Doos credit extension require a special delivery model or can it
be integrated in a particular Bank's general agricultural lending.
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This is the first major evaluation report of the project prepared
by Public Administration Service and S.F. Ahmed & Co. An attempt
has been made to cover as many of the issues as possible in this
evaluation. Many of the surveys, special studies and analyses

are in progress, the results of which will be covered in the final
evaluation due by the end of this Project.

This report encompasses an evaluation of each of the models and
institutions and an intra and inter model/institution analysis on
extending credit, recovery, financial viability and savings. There
is a chapter on sensitivity analysis of financial performance and
8 consolidated report on audit of selected outlets,

Special topics such as interest rates on loans, savings, group
lending, incentives, training and loaas to women have been covered,
The report also covers sociological observations based on observa-
tional field research, sample survey, test case studies and
interviews,



SECTION I THE MODEIS AND INSTITUTIONS

In this section, each of the nine models and institutions

is considered separately. The format has been standardized throughout.

The first page is the model data sheet which summarises the
principal indices of performance, followed by a map showing the
location of the outlets and a detailed summary of the principal
model features. Thereafter, the implementation performance of the
institution is tabulated, described and analysed. The institution's
financial surmary, for the twelve months October 1980 thru Septem-
ber 1981, is then presented. Detailed conclusions and comments

upon the model and institution comprise the finasl section.

The data presented covers all outlets opened by the institu-
tion during the courses of RFEP, irrespective of their current
status. Except for the 12 months finarcial summory, all perfor-
mance is from inception up to 30 September 1981, Data and other
inputs have come principally from the institution's monthly
reports, the recent Institutional Survey, Continuous Survey No. 5,
May to August 1981, Special Survey on Women Borrowers, together

with consultant field reports.



MODEL: BUDGET LINE OF CREDIT

PARTICIPATING INSTITUTION: BANGLADESH KRISHI BANK (BKB)

DATA SUMMARY

1.
2,
3e
4,
56
6.

Te

8.
9.
10,

1.

12.

13.

15.
16,

17.

Loan Interest Rates
Savings Interest Rates
Number of Outlets
Number of Loans

Number of Borrowers

Percentage of Women Borrowers
to Total Borrowers

Percentage of Households Borrowing
to Total Target Group Households

Total Taka Loaned
Percentage of Loan Volume for Crops

Percentage of Loan Volume for
Other Agriculture

Percentage of Loan Volume for
Non=Agricul ture

Total Taka Depousited in Savings
Accounts as of 30 September 1881

Percentage o

Savinga to Loans
Outstanding as of 3

September 1981

Percentage of Administrative Costs
to Total Loans Disbursed

Administrative Cost per Loan Disbursed

Percentage of Principal Overdue to
Total Amount which has fallen due

Estimated Profit/(Loss) 12 Months
(October 1980 through September 1981)

12%, 19%, 24%, 30%
11%, 12%, 13%, 14%
16

18,720

11,812

5+ 0%

64, 8%
Tk 31,933,000
14, 1%

53 . 7%
32.2%
Tk 1,804,000
8.6%

bo2%
Tk 72,2

10,4%

™ 957,000
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FEATURES

Krishi Bank is the national agricultural bank. The budget
line of credit model is designed to meet a family's legitimate
credit needs, for economic production, consumption and other
purposes such as medical expenses. The model concept is for the
bank to assist target group borrowers in preparing an annual
family budget to determine the cash needs during the year. Through
this technique the bank attempts to build a permanent relationship
with the borrowers upon which it can base its loan decisions, A
local loan officer-in-charge is assigned to each branch to work
exclusively with RFEP borrowers. Female assistants have been
agsigned to all outlets to promote savings particularly among women
and to service women borrowers in the outlet areas, An assistant
loan officer is assigned to the outlet when the number of borrowers
exceeds 500 persons.

Applicstions are taken in the field or in the office by
the officer-in-charge. He also has loan approval authority. Loan
approval is based upon the applicant's needs and repayment ability
with a maximum limit of Tk 4,000. Disbursements, in cash only,
are made at the office and in the field,. Payments are also recei-
ved either in the office or in the field, Savings accounts may be
opened at the time a loan is approved, but are not compulsory.
The loen officer visits borrowers in the villages regularly and
borrowers are encouraged to manage their own loans. Outlets have
one of the following combinations of interest rates for loan and
savings.

Loans Savings
12% 11%
19% 12%
24% 15%
30% %




IMPLEMENTATION

The Bangladesh Krishi Bank has established 16 outlets which
serve an average of 738 borrowers. This is an estimated 65% of
the target group households that are eligible to borrow under
this project. Of 11,812 borrowers, 5% are women, These outlets
disbursed Tk 31,933,000 through 18,720 loans for an average of
Tk 1,706 per loan. About 68% of the taka amount was borrowed for
agricultural purposes. Only a fifth of this was for crop loans
and the remainder was for non=crop agriculture, Non-agricultural
loans were 32% of the taka amount loaned,

Detailed goals were established by the Head Office at the
start of the project. Table 1 shows these goals and the achieve-
ment as of 30 September 1981,

Table 1
LENDING AND SAVINGS GOALS AND ACHIEVEMENT

Percentage
Item Goals Achievement of Goals
Number of Borrowers 16,000 11,812 T4%
Number of Loans 24,031 18,720 78
Taka Amount of Loans Tk 31,225,000 Tk 31,933,000 102
Taka Amount of
savings Tk 7,800,000 Tk 1,804,000 23

The goal for the taka amount of loans had alrcady been excceded
by October 1981, If Krishi continues its present rate of lending

up to the project completion date, it could exceed its targeted

goal by 50% . The goals for the number of borrowers and number of
loans will also be met, Savings goals are unlikely to be uchieved
even with the strong upward trend in savingo that developed during

the pant recent months due to the female savings mobilizems who
were omployed ,



A sample of loan ledgers shows that most Krishi loans are
processed from application to disbursement in less than one week.
In a survey of 189 borrowersl/, 75% said it took less than a
week for their loan to be processed, 19% indicated it took less
than two weeks and 8% recalled it took more than two weeks,
Thirty-seven percent of the borrowers interviewed said they
visited the bank once to obtain their loan funds and 51% made
two visits to get their funds., Twelve percent visited the bank
three or more times for their loans,

Table 2
LOAN PROCESSING TIME: APPLICATION=-DISBURSEMENT

Percentage
Days of Borrowers
1 - 7 750%
8 =« 14 17.0
15 or more 8.0
Total 100,0

Table 3
NUMBER OF BANK VISITS TO OBTAIN L.OAN

Percentage
Visits of Borrowers
1 36, 6%
2 51.3
J -4 9.5
5 =7 2.1
More than 7 0.5
Total 100,0

1/ Continuous Survey, May = August 1981,



Of 18,720 loans, 8% were overdue. Most of these overdue loans
were less than six month in arrears: 80% less than 6 months old,
9% were six month to a year old, and 11%were a year or more overdue,
The following table shows an analysis of overdue loans and reserve
for bad debts,

Table 4
OVERDUE LOANS AND RESERVE FOR BAD DEBTS
CUMULATIVE TO 30 SEPTEMBER 30, 1981

Loan Principal (Taka 000) Loan Interest §Taka 000) Total
Number a Reserve
Debt of v Reserve (000)
Age Loans |Total 2 20% 10 | Total 25% Taka
Less
than 6
monthe 1,211 | 976 244 - -
6-12
months 132 | 162 - 81 -
12 mon-
ths or
more 176 | 174 - - 174
Total 1,519 1,312 - 163 41 540

The average delinquent loan has a balance of Tk 863 overdue,
About 75% of the taka amount is less then six months overdue and
requires only a 25% reserve for bad debts, The amount that is 6=12
months overdue is 12% of the total. The amount a year or more overdue
is 13%. The total reserve for bad debts of Tk 540,000 is 41% of the
loan principal overdue,

The following table
and non-target groups,

shows the extent of savings by target

Table 5
SAVINGS
Numbe: of Amount Avg Amount
Savers Saved aved
Target Group 7,019 Tk 1,205,622 Tk 180
Non-target Group 323 538,837 1,668
Total 7,343 1,804,459 246
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The target group made up 95% of the savers and their
deposits were 70% of the total saved, Pifty-nine percent of
the borrowers have savings accounts. Overall, savings were
about 9% of loans outstanding as reflected in the following
table.

Table 6
SAVINGS TO LOANS OUTSTANDING

Target Group 6.1%
Non-target Group 2.7
Total 8.8

Krishi training on RPEP began in October 1978 with a
seven day orientation program for 12 outlet loan officers.
The purpose was to introduce the staff to RFEP and explain the
functions of the outlets and the duties of the staff, In Novem-
ber 1980 a similar course was held for staff from four new out-
lets. In December 1981, a six day course was held to introduce
lady assistants to the RFEP and review the RFEP principles for
some existing staff members.
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FINANCIAL ANALYSIS

The total income earned by the Krishi bank during the
12 month period ending 30 September 1981 was Tk 3,135,000,
Earnings averaged 21,0% on an average monthly balance of
outstanding loans of Tk 14,938,000, The interest paid out
on combined savings and other borrowed funds was Tk 9 39,000,
The interest rate paid on savings alone was 6.4% and the
interest rate on other borrowed funds was 6.5%. This cost of
funds was 50% of total expenses excluding the reserve for bad
debts., The expenditures for the savings portion of the funds
was 4%, and the cost of other funds was 46% of these operating
expenses, Expenditures for salaries was 33% and other expenses
17% of the operating expenses excluding the reserve for bad
debts,

The net profit for the Krishi bank for this period was
Tk 1,242,000 excluding the reserve for bad debts, When the
reserve for bad debts is included the net profit was Tk 9 57,000,
The bank's average monthly profit was 6.4% on its loans
outstanding. The annual outstanding loan balance could be
reduced by nearly one third and income would meet the total
operating expenses. At the current lending level interest
rates could be reduced to 14,6% and income would still equal
total operating expenses,



Table 7

SUMMARY OF KRISHI BANK PROFIT/LOSS ESTIMATES
12 MONTHS (OCTOBER 1980 THROUGH SEPTEMBER 1981)

(Taka in 000)

vV
Income Earned (at 20.5%) 3,135
Operating Expenses
Interest paid 5
On savings (at 6.4% 73
On borrowed funds (at 6.%%;/ 866
Salaries 624
Other expenses 330
Sub-Total 1,893
Reserve for Bad Debts 285
Total Operating Expenses 2,178
Net Profit (Loss) 957
Average monthly balance of
outstanding loans. 14,938
% profit (loss) of average
monthly outstanding loans. 6.4%

Average monthly balance of
outstandi loans needed to
cover total opersting expenses. 10,624

Salaries and allowances as % of

operating costs, less reserve. 33.0%
Reserve for Bad Debts as % of
total operating expenses. 13.1%
Interest rate needed to cover
total operating expenses, 14.6%

Interest rate needed to cover
operating expenses, less reserve. 12,7%

1/ Average rate of interest earned on loans outstanding
2/ Effective rate of interest actually paid on savings deposits
3/ Average rate of interest paid for the use of institutional funds



COMMENTS AND CONCLUSIONS

The model has been extensively tested at 16 outlets opened
by Krishi during the Project period. These have been opened as
& new credit window at existing branches of the bank, The 1loca-
tion has not been ideal because many of the branch offices are
located on the periphery of the RFEP area.l/ Krishi is now opening
outlet offices more centrally located in the RFEP area. This
makes visits by borrowers to the outlet much easier and should
improve the level of services being offered.

The budget line approach is a good technique for assessment
6? a family's credit needs and repaying capacity. ''he present
method of implementing this technique however needs modification
to derive the full benefits from this technique. The budget cal-
culations should provide for two sections of analysis; (a) the
current family budget showing income and expenditure, indicating
credit needs and (b) the projected budget showing the expected
income and expenditure reflecting the effect of the loan on the
family budget. This can be a basis for a repaymert schedule, The present
forms used deal solely with the post-loan budget. In the absence
of a current budget analysis the concept is fraught with the risk
of an incorrect assessment of credit needs and repaying capacity
and may lead to loan collection problems.

The Frishi bank was able to enlist an estimated 65% of the
target group households in its HFEP lending prosram. ‘I'his repre-
sented nearly twelve thousand borrowers and was the largest number
served by the participating institutions. The 16 outlets loaned
about 32 miliion taka through almost 19 thousand loans. Outlets
averaged 738 borrowers and made an average of 1170 loans. ''his
remarkable performance had been achieved by September 19481,

J/ Tangail Branch has moved to Karatia, Khulna Branch to
Rupsa and Faridpur plans to move shortly.



The substantially larger than average Krishi loan size can
be partially attributed to the high proportion of loans for non-
crop agriculture purposes. The Krishi RFEP program had made rela-
tively few crop loans. The bank is already participating in the
100 crore crop lending program and the outlet staff reported that
many borrowers requested non-crop loans because these were not
available from other credit programs.

The principal on overdue loans was about 10% of the total
amount which had fallen due. All outlets except Gaibandha and
Rangpur have some overdue loans, Six of the outlets account for about
three-quarters of the taka amount of overdues. The outlet at
Sylhet suspended disbursements in 1980 because of heavy dilen-
quencies, dbut it still accounts for 41% of the overdue taka amount.
About three quarters of the taka volume is less than six months
overdue and the bank expects to collect most of this within the
next six month period. In September 1981 about 1% of the over-
due amount was a year or more overdue and the bank held a 100%
reserve against this.

The Krishi RFEP credit operation has been financially
viable. During the one year period ending 30 September 1981, it
generated a net profit of 'k 957,000. This was 6.4% profit on
an average monthly balance of outstanding loans of Tk 14,938, 000.
The percentage of administrative costs to total loans disbursed
over the life of the project was a reasonable 4.2%. A signifi-
cant advantage for Krishi is that borrowed funds were obtained
at 6.5% interest which is about half of the cost incurred by other
RPEP institutions.

The Krishi model has been tested more extensively than any
other model. It has not only covered the highest percentage of
terget group families in the areas of operation but has reached
thie maximum numdber of borrowers in adsolute terms even though the
arscs of operations are quite fnr from the outlet office. The past
experience of the loan officers in rural lending seems to have con-
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tributed much to this achievement. The percentage of overdues

is comparatively higher than that of Agrani and Rupali but con-
sidering the volume of lending this is reasonable though impro-
vement is possidble. Special attention is being given to savings,
particularly to the non-target group. This is encouraging and the
results should be closely observed. Provided the family budget
format is suitably modified, there is every reason to conclude
that Krishi can widely replicate this rural credit system success-
fully.
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MODEL: KRISHI SHAKHA (Agricultural Branch)
PARTICIPATING INSTITUTION: SONALI BANK
DATA SUMMARY

1. Loan Interest Rates

2. Savings Interest Rates
3. Number of Outlets

4, Number of Loans

5. Number of Borrowers

6. Percentage of Women Borrowers
to Total Borrowers

7. Percentage of Households Borrowing
to Total Target Group Households

8. Total Taka Loaned
9. Percentage of Loan Volume for Crops

10. Percentage of Loan Volume for
Other Agriculture

11. Percentage of Loan Volume for
Non=Agriculture

12, Total Taka Deposited in Savings
Accounts as of 30 September 1981

13. Percentage of Savings to Loans
Outstanding as of 30 September 1981

14. Percentage of Administrative Costs to
Total Loans Disbursed

15, Administrative Cost per Loan Disbursed

16, Percentage of Principal Overdue to
Total Amount which has fallen due

17. Estimated Profit/(Loss) 12 Months
(October 1980 through September 1981)

12%, 18%, 24%, 30%
11%, 12%, 13%, 4%
10
7,874
5,984

2.5%

56.2%
Tk 14,858,000

27 5%
33.9%
38, 6%
Tk 1,420,000
13.3%

3.0%
™ 57.0

13.4%

Tk 264,000
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FEATURES

Small village based sub-branches are established within a
seven mile radius of Sonali Bank's regular rural branch offices.
They are staffed with a locally recruited loan officer (Krishi
Shakha) who is expected to service about 250 borrowers. A Credit
Assistant is also provided for each additional 250 borrowers.

Although the staff works daily, the sub-branches are only open
for cash transactions on local market days., During these two or
three days per week a loan officer makes regular visits to villages
in his assigned area. He is responsible for selecting borrowers and
approving loans in the five outlets established at the start of
the project. At new outlets, it is the main branch manager who
is responsible for loan approval, Advice on loan applicants is
sought from a village advisory committee. The loan officer is
also responsible for promoting the savings program,

Maximum loan size is Tk 5,000 and the amount approved is
based on the borrower's production plan. Loans are made in cash
and kind at the outlet office. Repayments may be made in the
Sub=-branch office., Cash is not held overnight at this office but
returned to the main branch office. Target group borrowers are
required to open a savings account as a condition for receiving
a loan, Each sub=branch outlet loans and pays interest on savings
at one of the following interest rate combinations.

Loans Savings
12% 11%
18%- 12%
24 13%

3 0% 14%

A farm technologist is located at the main branch office to
assist in the supervision of agricultural loans, Loan supervision
from the loan officer is primarily confined to eliciting timely
repayments,
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IMPLEMENTATION

Sonali bank has established 10 Krishi Shakha outlets which
serve an average of 598 borrowers., This is an estimated 56% of
the target group households that are eligible to borrow under this
project. Of these borrowers 2,5% are women. The 10 outlets disbursed
Tk 14,858,000; an average of Tk 1,887 per loan. About 61% of the
taka loan amount was borrowed for agricultural purposes. The
proportion was about equal for crop loans and non-crop agricultural
loans. Thirty-nine percent of loan volume was for non-agriculture
purposes,

Table 1 indicates the RFEP goals set by the Sonali Head Office
at the begining of the project and the extent to which they had
been achieved by 30 September 1981,

Table 1
LENDING AND SAVINGS GOALS AND ACHIEVEMENTS

Percentage
Item Goals Achievement of Goals
Number of loans 8,000 7,874 98%
Taka amount of
loans Tk 8,000,000 Tk 14,858,000 186
Taka amount 25% of outstan=-
savings depoaits ding loans 13% 52

In terms of lending, Sonali has easily exceeded its targets
and has nearly reached its upward revised figure of 8,000
loana, Savings, while good relative to other RFEP institutions,
are only half-way to the target, javings would be at 189 of loans
outstanding {f the original target for distursements had not been
increased,
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A sample of loan ledgers shows that most loans are processed
from application to disbursemert in less than one week. In a
survey of 122 borrowers 14 about half said it took less than a
week for their loan to be processed, 20% said their loans required
up to two weeks for processing and a quarter of the borrowers
recalled that it took more than two weeks from the time they
applied for the loan to disbursal, Just over half the survey
respondents visited the bank one or two times to obtain their
loans. About 30% said they made three or four visits. Fifteen

percent made five visits or more.,

Table 2
LOAN PROCESSING TIME: APPLICATION=DISBURSEMENT

Percentage
Days of Borrowers
1 - 7 5605%
8 - 14 19.7
15 or more 23.8
Total 100,0

Table 3
NUMBER OF BANK VISITS TO OBTAIN LOAN

Percentage
Visits of Borrowers
1 4,1%

2 50.0
3 - “ 30.“
5 - 7 908
More than 7 5.7
Totﬂl 100.0

)/ Continuous Survey May = August, 1961,



Of 7,874 loans, 14% are overdue, Most of these overdue loans
are less than six month in arrears: 79% are less than 6 months old,
16% are six months to a year overdue and 5% are over 12 months
deliquent, The following table shows an analysis of overdue loans
and reserve for bad debts,

Table &
OVERDUE LOANS AND RESERVE FOR BAD DEBTS
CUMULATIVE TO 30 SEPTEMBEFR 1981

Loan Principal (Taka 000) | Loan Interest !Taka 0002 Total
Number a Reserve
Debt of Bad Debt Reserve Reserve (000)
Age Loans Total 55% 50% T00% Total 25% Taka
Less
than 6
months 852 408 102 - -
6=12
months 1751 101 - 51 -
12 mon-
ths or
more 52 137 - - 137
Total 1,079 | 646 286 71 361

The average delinquent loan has a balance of Tk 599 overdue,
Although only 5% of the overdue loans were a year or more old they
averaged Tk 2,634, and represent 21% of the total taka amount
overdue. Overdue debts less than si{x months delinquentwere 63% of
the delinquent loan principal. The total reserve tor bad debts of
Tk 361,000 is about 56% of the overdue loan principal,
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The table below shows the extent of savinga by target and
non-target group,

Table 5
SAVINGS
Number of Amount Avg Amount
Savers Saved Saved
Target Group 4,528 Tk 834,155 Tk 184
Non-target Group 844 585,801 694
Total 5,372 1,419,956 264

The number of target group savers was 84% of the total but
generated only 59% of the taka amount. The average of Tk 184
saved by the target group was only 26% of that of the non-target
group,

Table 6 shows that although savings were required of target
group borrowers, they generatec only a slightly greater percentage
of savings to outstanding loans than did the non-target group,
Overall, savings wdre about 13% of loans outstanding,

Table 6
SAVINGS TO LOANS OUTSTANDING

Target Group 7 . 8%
Non-target Group 5.5
Total 1303

The Sonali bank RFEP training program began with a six day
orientation course in November 1978, Participants included bank
managers, Krish{ Shakha incharges, and farm technologists, The
objectives of the RFEP and the technical procedures for reaching
these objectives were discussed. Two years later a similar train-
ing meeting was held as an introduction to new staff and a
refresher course for old staff, In mid 1981 a one month special=-
ised course was held for branch managers to discuss management
of rural credit, Also during mid 1981 a month long specinlined
course was held for farm technologista to discuss small farmer
credit programs,



FINANCIAL ANALYSIS

The total income earned by the Sonali bank during the 12
month period ending 30 September 1981 was Tk 1,554,000, Earnings
averaged 18.8% on an average monthly balance of outstanding
loans of Tk8,282,000. The interest paid out on combined savings
and other borrowed funds was Tk 728,000. The interest rate
paid on savings alone was 5,9% and interest on other borrowed
funds was 11.0%. This cost of funds was 73% of total expenses
excluding the reserve for bad debts, The expenditures for the
savings portion of the funds was 7%. And the cost of other funds
was 66% of these operating expenses. Expenditures for salaries
was 20% and other expenses 7% of the operating expenses excluding
the reserve for bad debts,

The net profit for the Sonali Bank for this period was
Tk 563,000 excluding the reserve for bad debts, When the reserve
for bad debts is included the net profit was Tk 264,000, The bank's
average annual profit was 3,2% on its loans outstanding, The
monthly outstanding loan balance could be reduced about 17% and
income would still meet the total operating expenses, At the
current lending level interest rates could be lewered to 15,6%
and income would equal total operating expenses,
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Table 7

SUMMARY OF SONALI BANK PROFITALOSS)ESTIMATES
12 MONTHS (OCTOBER 1980 THRCUGH SEPTEMBER 1981)
(Taka in 000)

Income Earned (at 18.8%)1/ 1,554

Operating Expenses
Interest paid

On savings (at 5.9%)2/ 3/ 72

On borrowed funds (at 11.0%) 656
Salaries 198
Other expenses 65

Sub-Total 991
Reserve for Bad Debts 299
Total operating Expensss 1,290

Net Profit (Loss) 264

Average monthly balance of

outstanding loans. 8,282
% profit (loss) of average
monthly outstanding loans. 3.2%

Average monthly balance of
outstanding loans needed to
cover total operating expenses. 6,862

Salaries and allowances as % of

operatineg costs, less reserve, 20.0%
Reserve for Bad Debts as % of

total operating expenses. 23.2%
Interest rate needed to cover

total operating expenses. 15.6%

Interest rate needed to cover
operating expenses, less reserve. 12.0%

A/ Average rate of interest earned on loans outsatanding.
&/ Effective rate of interest actually paid on savings deponits.
3/ Average rate of interest paid for the ume of institutional funds.
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COMMENTS ARD CONCLUSIONS

The model has been comprehensively tested through the 10
outlets opened by Sonali Bank. By and large its key features
have been well implemented and an improvement has been institu-
ted by transferring the loan approval authority from the village
advisory council to the Krishi Shakha. The village advisory
council deliberation not only delayed disbursements, but increased
the possibility of political considerations influencing decisions
on loan distribution. This procedure has been replaced by informal
and strictly advisory groups of farmers, artisans and businessmen
whom the Krishi Shakha consults as to the credit worthiness of loan
applicants,

Two negutive elements remain however. First, loan sanctio-
ning authority has not been given to all Krishi Shakha in-charge.
This authority has been transferred to only five outlets., In the
othe:' outlets there are delays in approval and disbursement.
3econd, the farm technologist has made little or no impact. Too
often his main job has been either to keep a duplicate set of books
at the main branch office or act ag a go between for the outlet and
branch office. He seems to be principally concerned with loan
collections and other banking matters rather than advising on agri-
cultural technology 3/. One might expect his presence to lead to
more crop loans than other models but this has nouv occured,

This model has served an average of nearly 600 borrowers per
outlet. This is about twice the rule of thumb minimum for a success-
ful outlet, Nearly 15 million taka has been loaned through 7,874
loans. ''nese loans have reached an estimated 56% of the target
group households, Unfortunately, this enviable lending record
does not extend to women who were only 2.5% of the borrowers. ‘he
average size of loan wus one of the larpgest in KFEP, The excep=-
tional lending efforts by the honk outlet staffs have led to achiov-
ing the goal for the number of loans and nearly doubling the goal
for the taka amount of loans, It should be noted that even the new
outlets opened in late 1980 have quickly achieved

A/ BSee consultants field trips reports and previous model
surveys and analysis,
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a high level lending 1/. This suggests that the Krishi Shakha
concept is highly effective in extending loans to target group
borrowers.

Loan disbursal time is directly related tc whether the

Krishi Shakha in-charge has loan approval authority. 1In half the
outlets he enjoys such authority and in these outlets loans are
disbursed in less than a week and most borrowers visit the outlet
only twice to obtain their loans. In outlets where the branch
manager sanctions loans, the time between loan application and
disbursal is often more than two weeks and the borrower must make
repeated visits to the outlet. Thus at these outlets the indirect
costs to the borrower are far higher.

There are more than one thousand overdue loans with a deli-
quent value of about two-thirdas of a million taka. Although these
figures are large, this is only 13.4% of the principal overdue to
the total amount which has fallen due. This is the median for this
project. About 63% of the overdue taka amount is less than six
months in arrears and if past repayment patterns prevail, less than
half of this will continue overdue for 12 months or more. As of
30 September 1981 overdues 12 months or more in arrears were 20%
of the total. This is a relatively high proportion and may reflect
a lack of attention to the credit worthinesas of borrowers or inade-
quate eftorts to collect payments,

1/ The general trend among all new outlets hag been to achieve
a good level of lending much more qQuickly than did old outlets
at the outset of RFEP. Gonali's new outlets have been exceptio-
nally active in lending., In one yenr they huve lonned un average
outlet volume of Ik 1,170,000,
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In spite of the original policy requiring RFEP borrowers
to open savings accounts only 76% currently have savings depo-
s8its. Only at Sitakunda outlet do all borrowers have a savings
account. ©Sonali is experimenting with two savings concepts,
'Productive lending to Build Savings Capacity' requires a portion
of the loan to be deposited at the time of repayment out of income
earned. Repeat loans are indexed to the size of these savings.
'The Family Savings Bank' concept involves a locked box into which
the family deposits whatever amount it can afford when ever posai-
ble. When enough is accumulated the family brings the box to the
outlet where it is unlocked and this amount paid into the account.
How far this has been implemented at the outlets, is not clear,
but the average size of target group deposits is quite large by
RFEP experience. This suggests that people have responded positi-
vely to these savings methods. On the other hand, non-target
savings are relatively low for the number of depositoras. Since
the outlets are village based it may be that the available savings
are leas when compared to other models where the outlet is in a
market center. OSonali Bank officials feel that the restricted
transaction times of the outlet may discourage depositors who pre-
fer daily facilities., While both of these factors may be signifi-
cant, if savings were more vigorously pursued the situation could
be improved 1/.

Sonali's training program has been similar to most other
inatitutions, though the Krishi Shakha assistants were frequently
not included. An attempt was made in 1981 through training, to
improve the work of the farm technologist, but it is too early to
determine how effective this has been.

1/ On recent field visits to Goripur Bazar (Comilla) and
Shahpur (Khulna) the consultants felt that savings
modbilization was not baing emphasized.
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The institution is profitable largely because of the large
number of borrowers per outlet and the high volume of lending.
Administrative costs are 3X of total loans disbursed., The income
from the high rate of lending coupled with modest total expendi-
tures resulted in 3.2% net profit on average monthly loans
outstanding.

Overall, the Krishi Shakha concept has worked well, It has
been especially effective in reaching the target households and
at the same time remaining financially solvent, The few areas
in which implementation was deficient can easily be corrected.
Interviews with borrowers and outlet staff have indicated that
good rapport has been established which is an important element
in a successful credit system.
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MODEL: AREA APPROACH

PARTICIPATING INSTITUTION: JANATA BANK
DATA SUMMARY

1. Loan Interest Rates

2. Savings Interest Rates
3¢ Number of Outlets

4, Nuaber of Loans

5. Number of Borrowers

6. Percentage of Women Borrowers to
Total Borrowers

7. Percentage of Households Borrowing
to Total Target Group Households

8. Total Taka Loaned
9. Percentage of Loan Volume for Crops

10, Percentage of Loan Volume for
Other Agriculture

11, Percentage of Loan Volume for
Non=Agricul ture

12. Total Taka Deposited in Saving;
Accounts as of 30 Sgptember 1981

13. Percentage of Savlngn to Loars
Outstanding as of 30 September 1981

14, Percentage of Administrative Coasts
to Total Loans Disbursed

15, Administrative Cost jer Loan Disbursed

16. Percentage of Principal Overdue to
Total Amount which has fallen due

17. Estimated Profit/(Loss) 12 Months
(October 1980 through September 1981)

12%, 18K, 2u%, 30%, 36X
1%, 12%, 13%, 14%, 1%
1

2,188

1,386

3.2%

48.0%
Tk 3,867,000
31.0n

34.8%
34.2%
Tk 667,000
27.7%

9.8%
Tk 173.9

17.1%
Tk (91,000)
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FEATURES

The area consists of a village or a cluster of small
hamlets surrounding the branch bank within a radius of four
miles, The purpose is to accomodate the total credit needs
of all people in the project area irrespective of target group eligibility
with emphasis on community development, There is one trained
officer at each branch,

Loan applications are completed in the branches for cithep
individualsor groups., The branch manager, upon recommendation
of the loan officer,can approve loans based upon a production
pPlan up to a maximum of Tk 5,000, Loans above Tk 5,000 must be
approved by the Regional Manager. There is no fixed limit on
the size of loan. Loans are disbursed in cash or in kind at
the branch office. Loan payments are also received in the
branch office. The loan officer provides some supervision to
borrowers, mainly in terms of eliciting prompt repayment. Savings
are solicited from both target and non-target group borrowers,
Outlets have one of the following combinations of loan and sav-
ings interest rates,

Loan Savings
12% 117,
18% 12%
24K ———e 3%
30% 14%
36% 15%




- 35

IMPLEMENTAT ION

Janata bank has implemented RFEP in 11 outlets serving an
average of 124 borrowers per outlet., This is an estimated Lex
of the target group households., YWomen comprise 3,2% of the
borrowers, The outlets have made Tk 2,188 loans, disbursing
Tk 3,867,000 for an average of Tk 1,767 per loan. The distribue
tion of loans by purpose was quite uniform with 31% for crops,
35% for other agriculture, and 34% for non-agricultural purposes,
Loans are given to groups or individuals, but there have been
few loans given to groups for collective activities, At some
outlets, notably Jikargacha and Baidyer Bazar, the bank has
implemented the feature of community development where borrowers
are participating in community development activities like
construction of latrines, adult education, family planning,
repair o. roads etc,

A number of goals have been established by Janata bank for
RFEP operations as listed in the table below,

Table 1
LENDING AND SAVING GOALS AND ACHIEVEMENTS
Percentage
Itens Goals Achievement of Goals
Total Volume Tk 6,729,000 Tk 3,867,000 56%
of Loans
Total Volume
of Savings 1,550,000 667,000 43
Volume of Loans
per outlet 800,000-1,800,000 319,800 3O - 17%
Volume of Spvie
ngs per outlet 100,000- 200,000 55,600 56) - 28%

Given the current levels of lending, it {s unlikely that the
targets for loans or snvings will be reached. Only one outlet

has reached the tarpget level of lending and none have reached
the saving goal,



In a survey of 63 borrowcrol{ 29% of the respondents said
it took less than a week for their loan to be processed from
application to disbursement, Forty=three percent said it took
less than two weeks to process their loans and 28X said it
took over two weeks. Twenty-four percent of the respondents
said they visited the bank twice to obtain their funds and
56X said they made 3 visits. Sixteen percent said they made
more than three visits before obtaining their loans.

Table 2
LOAN PROCESSING TIME: APPLICATION - DISBURSEMENT
Percentage
Days of Borrovorg
1 - 7 2806“
8 « 14 42.8
15 or more 28,9
Total 100,0
Table 3
NUMBER OF BANK VISITS TO OBTAIN LOANS
Percentage
Visit! of Borrowor!
1 -
2 23.8%
3 - l‘ 5505
5«7 1%.9
7 or more 4,8
Total 100,0

1)/ Continuous Survey May - August 1981
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Of 2,188 loans 8,6X% are overdue, Of these overdue loans 29%
are less than 6 months in arrears, 33 are 6-12 months overdue, and
38X are over 12 months old, The following table shows an analysis
of overdue loans and reserve for bad debts,

Tabie 4
OVERDUE LOANS AND RESERVE FOR BAD DEBTS
CUMULATIVE TO 30 SEPTEMBER 1981

Loan Principal (Taka 000) |Loan Interest éTaka 000)| Total
Number a Reserve
Debt of Bad Debt Reserve (000) Reserve (000)
Age Loans Total 255 EQZ TOOR Taka 25% Taka
Less
than 6
months 54 8 21 - -
6-12
months 62 1w - 74 -
12 mon-
ths or
more 72 69 - - 69
Total 188 301 57 1% 178

The average delinquent loan has a balance of Tk 1,601 overdue,
Thirty-eight percent of the overdue loans were a year or more old
and averaged Tk 958. This amount represents 23% of the loan principal
overdue, The total reserve for bad debts of Tk 178,000 is 59% of the
overdue loan principal.

The following table shows the savings by target and non-target
group, Savings from the target group were 22% of the total amount
saved which 1s about Gk of RFEP loans outstanding to target group
borrowers, Although non=target group savers were only 18X of total
savers they contributed 78% of the total savings, Total savings
genernted were 20% of loans outstanding as shown in Table 6. Savings
from the target group

Table 5
SAVINGS
Number of Amount Avg Amount
Savers Saved Saved
Target Group 752 Tk 146,057 Tk 194
Non-target Group 162 520,502 3,213

Totsl 914 666,639 729
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averaged Tk 194 and savings from the non-target group averaged
Tk 3,213, Savings generated were about 28% of loans outstanding
as shown in the table below,

Table 6
SAVINGS TO LOANS OUTSTANDING

Target 6.,1%
Non-target Group 21.6
Total 27.7

in
The Janata bank RFEP training program was initiated/January

1979 with a four day orientation session for branch managers and
rural credit officers, The course topics included the general
objectives of the RFEP, the technical procedures for meeting
these objectives with special emphasis on group lending. A
refresher course on the same topics was given in January 1981,
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FINANCIAL ANALYSIS

The total income earned by the Janata bank during the 12
month period ending 30 September 1981 was Tk 396,000, Earnings
averaged 19.3% on an average monthly balance of outstanding
loans of Tk 2,053,000, The interest paid out on combined savings
and other borrowed funds was Tk 225,000, The interest rate paid
on savings was 5,3% and the interest rate on other borrowed
funds was 13,0%, This cost of funds was 5% of total expenses
excluding the reserve for bad debts. The expenditures for the
savings portion of the funds was 6%, and the cost of other funds
was U5, »f these operating expenses, Expenditures for salaries
was 41% and other expenses 8% of the operating expenses excluding
the reserve for bad debts,

The net loss for the Janata bank was Tk42,000 excluding the
reserve for bad debts, When the reserve for bad debts is included
the net loss was Tk 91,000, The bank sustained an average annual
loss of 4,4 on its loans outstanding. The monthly outstanding
loan balance would need to be increased about 23% for income to
meet the total operating expenses. At the current lending level
interest rates should be 23,7 for income to equal total operating
expenses,



Table 7
SUMMARY OF JANATA BANK PROFIT/LOSS ESTIMATES
12 MONTHS (OCTOBER 1980 THROUGH SEPTEMBER 1981)
(Taka in 000)

Income Earned (at 19.3“)1/ 396
Operating Expenses

Interest paid

On savings (at 5.3“)2/ 28

On borrowed funds (at 13.0!)2/ 197
Salaries 177
Other expenses 36
Sub=Totzl 438
Reserve for Bad Debts 49
Totai Operating Expenses 487

Net Profit (Loss) (91)

Average monthly balance of

outstanding loans 2,053
% profit (loss) of average
monthly outstanding loans (4.4)

Average monthly balance of
outstanding loans need to

cover total operating expenses, 2,523
Salaries and allowances as % of

operating costs, less reserve, 40 4%
Reserve for Bad Debts as % of

total operating expenses, 10. 1%
Interest rate needed to cover

total operating expenses. 23.7%

Interest rate needed to cover
operating expenses, less reserve. 21 ,3%

1/ Average rate of interest earned on loans outstanding,
g/ Effective rate of interest actually paid on savings deposits,
2/ Average rate of interest paid for the use of institutional funds,
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COMMENTS AND CONCLUSIONS

The Janata bank's area approach model which was to integrate
community development with its credit program has been substanti-
ally altered in light of its field experience., The policy to involve
borrowers in community development activities has been given less
emphasis, It was found that many borrowers lacked the time and
interest to pursue these activities. Also, the outlet staff had
neither the training nor motivation to carry out this policy
effectively., Only one outlet, Jhikergacha in Jessore, has carried
out the model in its fullest sense. It is a fine example of what
can be achieved, but there were special factors which made it
successful and the achievements there have not been duplicated
in other outlets, Excelent outlet management coupled with support
from an outstanding local teacher were major factors, Another
important element is an unusual amount of social cohesion among
borrowers who come from the two large ethnic minorities located
there,

There have been two major problems with the Janata bank
group lending concept, First, groups are often merclyformed for
the express purpose of satisfying the requirement for obtaining
a loan, There is ro strong social or economic factors to make
groups cohesive, Consequently when one member is delinquent in
loan payments, very little peer pressure can be brought to bear,
Second, the bank policy is not to lend to group members if there
are any overdue loans within the group, This means that group
members who have paid their loans may be ineligible for subsequent
loans because of one borrower's failure to repay, This can result
in a low volume of lending,

Although Janata bunk has reached almost half the estimated
potential borrowers in its outlet areas, the actual number of
borrowers is very low, There is an average of 12¢, borrowers per
outlet, less than half of what is usually needed for a viable
program. The level of lending has reached only 58% of the hank's
targeted goal., At this rate it is unlikely that the target will be
achieved by project end.



- 42 -

There were delays in borrowers receiving their loans. More
than half of the borrowers surveyed said they made three or four
vigsits to the outlet to get their money, More than a quarter of
the borrowers waited two weeks or more for their loans. This is
partially a result of the loan processing procedure which
requires the regional or even Head Office approval for loan
amounts exceeding Tk 5,000, Even though loans to individuals
may be less than Tk 5,000, a group loan to several persons usually
exceeds this amount and requires higher level approval which requires
more time,

Overdues are confined to 5 outlets only and generally are
not too high. However, about 70% of overdue loans have been
delinquent for six months or more and this is a signal for concern,
About two thirds of these older debts now fall in 6-12 month age
group and require only a 50% reserve. When they become a year or
more delinquent they require a 100% reserve, There is a poten-
tial for bad debt reserve to increase dramatically before the
project end with disastrous results to the already fragile
financial status of the institution.

Savings performance has been good overall. As of 30 September
1981 savings were 28% of loans outstanding. This reflects the
long standing policy and experience in savings mobilization of
Janata bank. The non-target group balances are one of the highest
in the RFEP. The average balance per non-target saver is more than
Tk 3,000, This is in stark contrast to target group savers which
hold only an average of Tk 194 in their savings accounts.However, even
this is high compared to target group savings of other institutions.
The high rate of non-target savings is heavily influenced by the
BaidderBazar outlet, However, Baidder Bazar has large sums spread
over only 14 accounts. Experience suggests that it would be more
prudent to have a larger number of depositors to avoid the
possibility of large,unexpected withdrawals,
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Project training has been minimal, Only two relatively brief
orientation sessions have been held. Almost no field operational
training or work upon the special g@quiroments of 3foup lending
have been done. This inattention/training has been/factor in the
failure of the community development concept. Also, much of the
success of group lending depends on specialized training and
careful supervision. The full potential of this model concept
cannot be achieved without far more effort being devoted to
training both the field staffs and backup staffs at the Regional
and Home Office,

The low level of lending shown in table 7 reflects many of
the early administrative problems associated with this model,
The loss of Tk 91,000 can be attributed %o low income rather
than high operating expenses. The operating expenses are very
much in line with expectations of an operation of this size,
However, unless measures are taken to reduce overdueg the reserve
for bad debts will surely increase,putting financial viability in
even greater Jeopardy. The relatively small loss (4.4% of monthly
outstanding loans) at the end of September can be turned around
if the level of operating expenses is ma1nta1ne§£a9gelgaglégcgigi§g'
are becoming more experienced with the concept of groups lending
and attitudinal surveys show borrowers gaining greater confidence
in the program,

Overall,Janata's model has had limited success. Two outlets
Jhikergacha and Baidder Bazar have been successful to varying
degrees, but the overall experience cannot be considered positive
in the light of these outlets only, The main problem is that
borrowems have not been attracted in sufficient numbers., Even
Jhikergacha has served only 210 target group borrowers.

Successful group lending requires great
patience,& ahighly skilled and well organized staff if high levels
of lending, recoveries, and savings mobilization are to be achieved,



MODEL: SMALL FARMER CREDIT SERVICE
PARTICIPATING INSTITUTION: AGRANI BANK

DATA SUMMARY

1. Loan Interest Rates

2, Savings Interest Rates
3« Number of Outlets

4, Number of Loans

5. Number of Borrowers

6. Percentage of Women Borrowers
to Total Borrowers

7. Percentage of Households Borrowing
to Total Target Group Households

8., Total Taka Loaned
9. Percentage of Loan Volume for Crops

10, Percentage of Loan Volume for
Other Agriculture

11. Percentage of Loan Volume for
Non=Agriculture

12, Total Taka Deposited in Savings
Accounts as of 30 September 1581

13. Percentage of Savings to Loans
Outstanding as of 30 September 1981

14, Percentage of Administrative Costs
to Total Loans Disbursed

15, Administrative Cost per Loan Disbursed

16, Percentage of Principal Overdue to
Total Amount which has fallen due

17. Estimated Profit/(Loss) 12 Months
(October 1980 through September 1981)

12%, 18%, 24%, 30%, 36X
1%, 12%, 13%, 14%, 15%
1

7,160

4,513

5.9%

46,0%
Tk 8,741,000
29,4%

24 ,4%
46,2%
Tk 1,168,000

32.M™

4.9
rk 60.3

D« 0%

™k (2,000)
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FEATURES

This model provides credit facilities and attempts to arrange
the supply of production inputs to borrowers through local dealers.
The original plan of establishing input supply centers by training
local unemployed persons nand providing them capital finance for
that purpose was dropped at the close of the first phase due to
difficulty in implementation, for lack of local entrepreneures and
inadequacy of the distribution system. There is one loan officer
and cne credit assictant in each office for every 500 borrowers.
Offices nre locnted within four miles of the villages being served.

Loan Officers nsmist in completing applications and production
plans. They make recommendation to the branch manager who approves
the loon within an approval limit of Tk 5,000. This is the credit
Ceiling for ell types of nctivity. Disbursements are made in cash
Or vind at the branch officen. Al payments are received ir the
hrunch office.

A soavings nccount is not a requirement for receiving a loan.
Howover, Yorrowers are encourared to rave and savings promotions
Aire undertnken, Outlets have one of the following combinations
of irternnt rates for loans and anvings,

Loann Savingn
19 1%
10 1P
ane! 1%%
50 1LY

3G 15%
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IMPLEMENTATION

Agrani bank has established 11 Small Farmer Credit Service
outlets serving 4,512 borrowers which is an average of 410 borrow-
ers per outlet. This is an estimated 46% of the target group
households that are eligible to borrow. Women are 5.9% of the
total borrowers., Outlets made 7,160 loans totaling Tk 8,741,000,
This was an average of Tk 1,221 per 1loan. About 54% of the
loan volume was borrowed for agricultural purposes, The proportion
was about equal for crop loan and other agricultural loans,
Forty-six percent of the loan volume was used for non-agricultural
purposes,

Quite detailed targets have been established for the program
as shown in Table 1 below,

Table 1
LENDING AND SAVINGS GOALS AND ACHIEVEMENT

Percentage

Item Goals Achievement of GCoals
Number of Loans 9,743 7,160 74L%
Total Volume of Loans Tk 10,960,000 Tk 8,741,000 80%
Number of Loans per
Outlet Tk 417-917 Tk 651 1508 = 70%
Volume of Loans per
Outlet Tk 500,000-1,100,000 Tk 795,000 159%- 724
Volume of Savings per
Outlet Tk 200,000 Tk 106,200 53%

Lending targets have been nearly achieved and should be

surpassed by the end of the project, Six outlets have already
reached their ‘‘ska volume targets, though the number of borrowers

is less than planned. Two outlets have already reached their

savings targets, but as only 4 outlets solicit non=-target deposits,
it would be unrealistic to expect the savings targets to be achieved,



- 48 =

In a survey of 58 borroveroll about two-thirds said it took
less than a week for their loan to be processed from application
to disbursement. Ten percent of the borrowers said their loans
were processed within two weeks and 24% said it took them longer
than two weeks to obtain their loan funds, About 65% of the
respondents said they visited the bank two times or less to
obtain their loan funds, and 35% reported 3 visits or more to
process their loan,

Table 2
LOAN PROCESSING TIME: APPLICATION-DISBURSEMENT

Percentage
Days of Borrowers
1 - 7 6505“
8 - 1“ 10.“
15 eor more 24,1
Total 100,0
Table 3
NUMBER OF BANK VISITS TO OBTAIN LOAN
Percontage
Visits of Borrowor!
1 3.2%
2 61,7
3 - “ 26.7
5 - 7 607
More than 7 1.6
Total 100,0

1/ Continuous Survey May - August 1981,
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Of 7,160 loans made during the project life, 3% are overdue, Most
of these overdue loans are less than six month in arrears: 69% less
than 6 months; 12% six six months to a year; and 19% over 12 months,
The following table shows an analysis of overdue loans and reserve
for bad debts,

Table 4
OVERDUE LOANS AND RESERVE FOR BAD DEBTS
CUMULATIVE TO 30 SEPTEMBER 1981

Loan Principal (Taka 000)|Loan Interest (Taka 000) Total
Numben a e Reserve
Debt of Bad Debt Reserve Reserve (000)
Age Loans | Total 25% S0% 008 | Total 25% Taka
Less
than 6
months 167 215 54 - -
6=12
months 28 33 - 17 -
12 mone
ths or
more L7 €8 - - 68
Total 242 316 83 21 160

The average delinquent loan has a balance of Tk 1,306 overdue,
Nineteen percent of the overdue loans were a year or more overdue and
averagsed Tk 1,447 all of which is covered by the reserve for bad
debts, The total reserve for bad debts of Tk 160,000 i{s 51" of the
overdue loan principal,

The table below shows the extent of savings by target and
non-target group, This shows that 73% of the borrowers have savings

Table 5
SAVINGS
Number of Amount AVE Amount
Savers Snved Saved
Target Group 3,277 Tk 292,180 Tk 89
Non=-target Group 348 875,640 2,516

Total 3,625 1,167,820 322
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accounts although opening a savings account is not a requirement
for obtaining a loan. Ninety percent of the savings accounts
belong to the target group, but 75% of the savings funds were
deposited by the non-target group, All outlets solicited target
group savings, but only four attempted to attract non-target
savings deposits, Overall, savings were about one-third of the
outstanding loan volume,

Table 6
SAVINGS TO LOANS OUTSTANDING

Target Group 8.2%
Not-target Group 24,5
Total 32 07

The Agrani bank's RFEP training program began in November
1979 with a five day orientation session to introduce brancn
managers, loan officers, regional managers and agricultural
credit officers to the Agrani model and to train the staff in
carrying out their duties, In July 1980 a two day refresher
course was convened for regional managers, branch managers and
loan officers to review the progress and problems of the project,
Branch managers were called together in January 1981 for a two
week training program to improve the performance of the field staff
in loan disbursement and collection. A similar training session
was held for credit officers in February the same year,
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FINANCIAL ANALYSIS

The total income earned by the Agrani bank during the 12
mor.th perioa ending 30 September 1981 was Tk 760,000. Earnings
averaged 23.6% on an average monthly balance of outstanding
loans of Tk 3,216,000, The interest paid out on coambined
savings and other borrowed funds was Tk 337,000. The interest
rate paid on savings was 3.6% and the interest rate on borrowed
funds was 12.0%. This cost of funds was 54% of total expenses
excluding the reserve for bad debts. The expenditures for the
savings portion of the funds was 3%, and the cost of other funds
vas 51% of these operating expenses. Expenditure for salaries
was 33% and other expenses 13% of the operating expenses excluding
the reserve for bad dedbts,

The net profit for the Agrani bank during this period was
Tk 135,000 excluding the reserve for bad debts., When the reserve
for bad debts for this period is included the net loss was Tk 2,000,
The bank's average annual 1loss was 0.1% on its loans outstanding,
The monthly outstarling loan balance if increased slightly to
Tk 3,228,000, would generate enough income ¢o meet the total operating
expenses. At the current lending level interest rates would have
to be increased to 23,7% in order for income to equal total
operating expenses,



Table 7
SUMMARY OF AGRANI BANK PROFITALOSS)ESTIMATES
12 MONTHS (OCTOBER 1980 THROUGH SEPTEMBER 1981)
(Taka in 000)

1
Income Earned (at 23.6%7/ 760
Ogerating Expenses
Interest paid 2/
On savings (at 3,6%) / 21
On borrowed funds (at 12.0%;’ 316
Salarler 204
Other expenses 84
Sub=-Total 625
Reserve for Bad Debts 137
Total Operating Expenses 762
Net Profit (lLoss) (2)
Average monthly balance
of outstanding loans 3,216
% profit (loss) of average
monthly outstanding loans (0,1%)

Average monthly balance of outste
anding loans need to cover total

operating expenses., 3,228
Salnries and allowances as % of

operating costs, less reserve 32.6
Reserve for Bad Debts ns % of total

operating expenses, 18,0%
Interest rate needed to cover

total operating expenses. 23.7%
Interest rate needed to cover

operating expensces, less reserve 19, 4%

1/ Avernre rate of interest earned on loans oitotanding

2/ Effective rate of interent nctunlly paid on savings deponitas
3/ Average rato of interent paid for the uge of institutionnl funds
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COMMENTS AND CONCLUSIONS

This revised model has been quite extensively tested and has
performed fairly well except in the critical area of input supply.
This feature proved most difficult to implement and where it has
been implemented, the supply of inputs has been irregular., It
should be stressed this is not due to any lack of effort by staff
at the outlets, but has been caused by a lack of suitable persons
to operate the center and by the inability of the local distribu-
tion system to meet center's needs, As a result, the service center
approach was dropped at the beginning of the extension phase of
RFEP. At old outlets, where feasible, it was replaced by alterna-
tive arrangements through existing input dealers, At new outlets
this latter approach was adopted from the outset,

Agrani bank has a good record of RFEP lending. Forty=-six
percent of the target group households have borrowed nearly 9 million
Taka, Outlets averaged 410 borrowers who were carrying about 650
loans, As of 30 September 1981 Agrani had achieved about 80X of its
project lending goal of 11 million Taka, This good record of lending
is further enhanced by the efforts to enlist women in the program,
The result was nearly 6% women horrovers which is rclatively high
for this project.

Agrani has an exceptionally good record of expediting loans,
A survey of borrowers shows two thirds recciving their loans within
a week of application., This was also backed up by an examination
of loan records, About two-thirds of the borrowers said they made
only one or two virits to the bank to obtain their loans. This
policy of prompt attention to loan processing reduces the indirect
costs to the borrower and makes institutional borrowing even more
attractive,

The taka amount of overdue loans and the resulting reserve for
bad debts is relatively low, Two outlets reported no overdue loans,
Three others reported less than 5% overdues. Balignon outlet had
major problems with loan collections which pushed overdues to about
30%. If overdues from this out.et are excluded the reserve for bad
debts (cummulative to 30 September 1981) falls from 160 thousand
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taka to about 69 thousand taka. The attention to loan repayment
by outlet staffs has been very rewarding in reducing the reserve
for bad debts and indicates the potential for good loan repay=
ment in rural areas,

The savings performance of Agrani was relatively good, Seventy-
three percent of the target group borrowers had savings accounts
with an average of Tk 89 in the account. This is a typical pattern
in this project where RFEP policy requires borrowers to open savings
accounis, but does not encourage large deposits because the savings
rates paid to RFEP depositors are higher than for normal banking savings
accounts depositors. Further, non-target group savings are accepted
at only four of the 11 outlets, This lack of committment to savings
is an apparent paradox in that Agrani Head Office set savings goals
at the beginningof the project which would require the participation
of all outlets mobilizing savings from both target and non-target
groups, The failure of the outlets to carry through on this has
resulted in only half of the targeted taka volume being achieved
by 30 September 1981, and there is little likelihood that the goal
will be met by project end unless there is a change in outlet
savings policy. However, even with this very moderate committment
to savings, Agrani has covered nearly a third of its outstanding
loans and consequently has a high ranking among the RFEP institutions,

Agrani has put much effort into RFEP training. Management
back-up and support from regional offices and the head office has been
very good and the regional office staff always has been included
in training programs,

Currently the institution is suffering a small losswhich could
be uvoided  through a small rise in vo. ume of lending and a reduc-
tion of the overdue burden from the Baligaon outlet, Salaries and
other expenses are not excessive and an increase in volume of
lending could easily be accommodated without a sharp rise in costs,

It 18 unfortunate that the one distinctive feature of this
wodel has proved unworkable, Nevertheless in its absence, Agrani
bank has organized and operated a good small producer credit system
profitably, The experience has been useful and the present outlet
structure provides a good basis for further expansion,
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MODEL: TECHNICAL ASSISTANCE PROGRAM (OMBUDSMAN)
PARTICIPATING INSTITUTION: PUBALI BANK

DATA SUMMARY

1. Loan Interest Rates

2. Savings Interest Rates
3. Number of Outlets

L, Number of Loans

5. Number of Borrowers

6. Percentage of Women Borrowers
to Total Borrowers

7. Percentage of Households Borrowing
to Total Target Group Households

8. Total Taka Loaned
9. Percentage of Loan Volume for Crrps

10. Percentage of Loan Volume for
Other Agriculture

11. Percentage of Loan Volume for
Non=Agricul ture

12, Total Taka Deposited in Savings
Accounts as of 30 September 1981

13. Percentage ol Savings to Loans
Outstanding as of 30 September 1981

14, Percentage of Administrative Costs
to Total Loans Disbursed

15, Administ.'ative Cont per Loan Disbursed

16, Percentage of Principal Overdue to
Total Amount which has fallen due

17, Estimated Profit/(Loss) 12 Months
(October 1980 through September 1981)

12%, 18%, 2u4%, 36%
11%, 12%, 13%, 15%
4L

3,861

2,282

2,3%

31.7%
Tk 5.‘0709000

21:7%
31.9%
46, 4%
Tk 112,000
3.8%

8.0%
Tk 113.5

20,8%

(Tk 261,000)
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FEATURES

The bank appoints a loan officer in-charge who also serves
as a technical aseistant and referral agent. He is to arrange
for assiatance from the local agricultural extension agent,
rural health center, and other public service institutions
serving rural areas to ~stablish better customer bank relatione
ships, Staffing includes the lcan officer in-charge and one or
more loan assistants each serving 300 - 500 borrowers. Each
branch is located within 4 miles of villages served,

Loans are based on a family budget., The loan officer is
authorized to approve loans up to Tk 5,000, Disbursements are
made in the branch office in cash or in kind. Payments may be
received in the field or in the bank office.

Each borrower is required to open a savings account when a
loan is approved, Outlets have one of the following combinations
of interest rates for loans and savings,

Loan Savings
12% 11%
16% 12%
24L% 13%

36%

15
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IMPLEMENTATION

The model has been implemented through four outlets serving
an average of 571 borrowers per outlet., An estimated 32% of the
target group within the area of the outlets have borrowed through
RFEP, Of the total 2,282 borrowers, 2,3% are women, The outlets
have made 3,861 loans and disbursed Tk 5,470,000, an average of
Tk 1,417 per loan. About 54% was borrowed for agricultural purposes
with 22% of that amount for crops, Non-agricultural loans accounted
for 46¥% of the funds, Outlets averaged 965 loans,

Pubali Bank established very detailed overall and outlet
targets to be achieved during the project as follows:

Table 1
LENDING AND SAVINGS ACHIEVEMENT AND GOALS

Percentage
Item Goal Achievement of Goals

Total number of loans 7333 3,861 53%
Total volume of loans Tk 8,766,000 Tk 5,470,000 62%
Total volume of savings 900,000 112,000 12%
Outlet volume of loans:

Shaba jpur 2,600,000 1,977,000 76%

S.tihat 1.800.000 1.798.000 10W

Babungan} 1,300,000 736,000 57%

Ellenga 1,100,000 959,000 a7%
Outlet volume of Savings:

Shabajpur 300,000 36,700 12%

Satihat 250,000 50,300 20%

Babunganj 200,000 15,700 8%

Ellenga 150,000 9,000 6%



Generally these targets are not being reached. Only Satihat
outlet has achieved its lending target and Ellenga is the only
other 1likely to reach it during the project period. The savings
targets are far from being achieved and cannot be reached
during the project period.

A sample of loan ledgers did not provide the dates of loan
application consequently it was not possible to determine the
loan processing time, However, it indicated that most funds were
disbursed within two days of approval. In a survey of 36
borrowersl/ 42% said it took less than a week for their loans
to be processed, Nineteen percent reported that it took up to
two weeks and 39% stated it required more than two weeks to
process their loans from application to disbursal. Fourteen
percent of the borrowers interviewed said they received their
funds with a single visit to the outlet, Fo rty-seven percent
made two visits and 39% reported that three or more visits to
the outlet were required,

Table 2
LOAN PROCESSING TIME: APPLICATION = DISBURSEMENT

Percentage
Days of Borrowers
1 - 7 ‘0107“
8 - 14 19.4
15 or more 38.9
Total 100.0

1/ Continuous Survey May - August, 1981
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Table 3
NUMBER OF BANK VISITS TO OBTAIN LOAN

Percentage
Visits of Borrowers

1 14%,0%
2 47,2
3 - l‘ 22.2
5 - 7 eo)
7 or more 8.3
Tot.l 1m.0

0f 3,861 loans, 19% are overdue. Most of these overdue loans
are less than six month in arrears: 79% less than 6 months; 12% six
months to a year; and 9% more than 12 months. The following table
shows an analysis of overdue loans and reserve for bad debts,

Table 4
OVERDUE LOANS AND RESERVE FOR BAD DEBTS
CUMULATIVE TO 30 SEPTEMBER 1901

Loan Principal (Taka 000) Loan Ipterest !Takl 000)| Total
Number Reserve
Debt of Bad Debt Reserve Reserve (000)
Age Loans | Total Total 225 Taka
Less
than 6
months 587 514 128 - -
6-12
months 92 93 - 47 -
12 mon-
ths or
more 68 54 - - 54
Total 747 661 3 18 247
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The average delinquent loan has a balance of Tk 885 overdue.
About 78% of the Taka amount is less than six months overdue and
requires only a 25% bad debt reserve. The amount6-12 months
overdue is 14% of the total and that a year or more overdue
is only 8% of the total Taka amount overdue., The total reserve
for bad debts is 37% of the overdue loan principal.

The table below shows the extent of savings. Each borrower
is required to open a savings account as a condition for receiving
a loan. The 2,282 savings accounts opened by target groups borrowe
ers contained only an average of Tk 49, The policy of Pubali bank
is not to accept savings from non-target group savers,

Table 5
SAVINGS
Number of Amount Avg Amount
Savers Saved Saved
Target Group 2,282 Tk 111,940 Tk 49
Non-target Group - - -
Total 2,282 111,940 49

The effect of this policy is shown in table 6 in which
only 3.8% of loans outstanding are covered by savings,

Tahle 6
SAVINGS TO LOANS OUTSTANDING
Target Group 3.0%
Non=-target Group -
Total 30“

Pubali banks RFEP training program has consisted of a small
three day orientation course for loan officers. The course covered
the objectives of the RFEP and the procedures for meeting the
objectives. No other training or refresher courses have been
organized to date,
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FINANCIAL ANALYSIS

The total income earned by the Pubali bank during the 12
month period ending 30 September 1981 was Tk 490,000, Earnings
averaged 20.4% on an average monthly balance of outstanding
loans of Tk 2,403,000, The interest paid out on combined
savings and other borrowed funds was Tk 309,000, The interest
rate paid on savings alone was 8.9% and the interest rate on
other borrowed funds was 13%, This cost of funds was 60% of
total expenses excluding the reserve for bad debts. The expen-
ditures for the savings portion of the funds was 2%, and the
cost of other funds was 58% of these operating expenses.
Expenditures for salaries was 38% and other expenses 2% of the
operating expenses excluding the reserve for bad debts,

The net loss for Pubali Bank for this period was Tk 27,000
excluding the reserve for bad debts, When the reserve for bad

debts is included the net loss was Tk 261,000, The bank sustuined

an average nnnual loss of 10,9% of its loans outstanding, The
monthly outstanding loan balance would need to be increased by
50% for income to meet the total operating expenses., At the
current lending level interest rates would have to be 31.5%
for income to equal total operating expenses.
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Table 7

SUMMARY OF PUBALI BANK PROFITALOSS)ESTIMATES
12 MONTHS (OCTOBER 1980 THROUGH SEPTEMBER 1981)

(Taka in 000)
Jncome Earned (at 20.4%)1/ 490
Operating Expenses
Interest paid
On savings (at B.9%)2/ 8
On borrowed funds (at 13%)3/ 301
Salaries 196
Other expenses 12
Sudb=Total 517
Reserve for Bad Debts 234
Total Operating Expenses 751
Net Profit (l.oss) (261)
Average monthly bdalance of
outstanding loans. 2,403
% profit (loss) of average
monthly outstanding loans. (10.9)%

Average monthly balance of
ou.standineg loans needed to
cover total operating expenses. 3,681

Salaries and allowances as % of

opernting costs, less reserve. 37.9%
Reserve for Bad Dobts as % of

total operatins expenses. 31.2%
Interest rate needed to cover

total operating expenses. 31.%%

Interast rate needed to cover
operatine expenses, less reserve. 21.%%

uy4 Average rate of interest enrned on loans outstanding.
&/ Effective rate of interest actuslly paid on savings deposits.
474 Average rate of interest paid for the use of institutional funds,
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COMMENTS AND CONCLUSIONS

This model has been tested in the fewest number of outlets
among all models in RFEP, However, as all outlets have been open
for 21 months or more, the model has been adequately tested,
During its implementation period the model concept has been
radically changed. The Ombudsman approach has been dropped as
impractical and has been replaced by a technical assistance
approach which tries to make loan inputs available. Another
feature not properly tested has been the Family Budget Approach.
This has never been applied properly, However, Pubali
has established various credit cellings for aotivities, which makes
it more compatible with a production plan approach l/. Pubali has
also increased the effectiveness of the model by eliminating the
requirement that the Union Council Member endorse a loan application,
In most outlets this authority is now being shared by the loan officer.

Although unlikely to reach its disbursement targets, Pubali
has achieved a pgood level of lending in its outlet areas, The propor=-
tion of those who have borrowed is low, but the per outlet target
group population {s the largest in RFEP and efficieric 7 may be affected
by this scale of operations, On the other hand, in spite nf the s8impe
lified lending procedures, loan disbursal time is still quite high,
Forty percent of borrowers sampled required more than over 15 days
to get their loans and needed to make three or more visits to the
outlets,

Pubali overdue loans are nmong,  the nighest in RFEP and have
been rising steadily in recent months, Two of the outlets have very
bad records, Shabajpur accounts for 35% and Babunganj 56% of overdue
loans. While 78% of the Taka amount is less than 6 months overdue,
the increasing proportion of loans falling overdue indicate that
this problem may becom: increasingly serious, It is unclear

why overdues are so high and rising but {t does seem
that ineffective management at the two poorest outlets is a major
factor,

1/ Ceilings are Tk 900 = Tk 2,000 for crops, Tk 2,000 = Tk 5,000
for all other agricultural and non-agriculturai activities,



- 65 -

Savings as a percentage of loans outstanding is 3.8% which
reflects Pubali's policy of not encouraging large savings deposits
among RFEP target group households. Interest rate payments on
RFEP savings range from 11% to 15%, where-as the savings interest
rate on normal banking savings is only 8.5%. This may also explain
why savings are not accepted from non-target households by Pubali
for RFEP,

The training program is the poorest among all models. A
single three day orientation course is not sufficient time to
introduce and implement a technical assistance program such as
this. Although loan assistants are to serve 300-500 borrowers
there is no indication that they received formal training in the
concepts of this model.

Inspite of a very high per-outlet level of lending Pubali
Bank is nevertheless sustaining a 10.9% loss on the average
monthly loans outstanding. Salaries and other expenditures are
some what high and administrative costs were 8.0% of total loans
disbursed. The major componcnt of the financial loss was the
reserve for bhad debta, A 50% increase in Taka lending volume
wonld be required to break even., Pubali has only reached an
estimated one third of its eligible borrowers and there ig poten=
tial for incroased lending, Houever, the major emphanio should be
piven to recovering overdue louns to roduce the reserve for bad
debtag,

The Technical Assistance Progranm (Ombudsman) concept has
not been successful. The concept may be more appropriate for a
rural development organization than for a bank. In this experi-
ment the financial institution has turned more toward treditional
banking concepts. Nevertheless, the experience has been useful
in delineating some of the practical elements of rural credit.



MODEL: VILLAGE AGENT

PARTICIPATING INSTITUTION: RUPALI BANK

DATA SUMMARY

1. Loan Interest Rates

2. Savings Interest Rates

3« Number of Outlets

4., Number of Loans

5« Number of Borrowers

6. Percentage of Women Borrowers
to Total Borrowers

7. Percentage of Households Borrowing
to Total Target Group Households

a. Total Taka Loaned

9, Percentage of Loan Volume for Crops

10, Percentage of Loan Volume for
Other Agriculture

11. Percentage of Loan Volume for
Non=Agriculture

12, Total Taka Deposited in Slving;
Accounts as of 30 September 1981

13. Percentage of Savings to Loans
Outstanding as of 30 September 1981

14, Percentage of Administrative Costs
to Total Loans Disbursed

15, Administrative Cost per Loan Disbursed

16. Percentage of Principal Overdue to
Total Amount which has fallen due

17. Estimated Profit/(Loss) 12 Months

(October 1980 through September 1981)

10%, 24%, 30%, 36%
12%, 13%, 14%, 15%
7

3,378

2,301

be1%

b, 6%
Tk 4,815,000
21.8%

33.2%

45.,0%
Tk 1,049,000

34, 1%

7.9%
™k 112,8

6. 1%

Tk 28,000
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FEATURES

The Rupali bank attempts to bridge the gap between it's
branches and target group borrowers by appointing village men
to serve as bank agents, The rationale for this is that Knowing
and being known to the villagers, the agent will be able to
identify small farm and non-farm oyelators capable of utilizing
and repaying loans. The agents assist the applicants in comple-
ting the loan application forms and preparing production plans,
A loan officer is also appointed for the project operation in
each outlet,

Applications are completed at the branch office or in the
field. Loans are recommended by the loan officer anud approved by
the branch manager., Loan ceilings are established for different
crops ranging from Tk 600 to Tk 2,000 per acre with a total loan
limit of Tk 5,000, Loans are disbursed in cash or kind at the
branch offices and repayments are also made at the branch offices,
Savings accounts are opened when the loan is approved, Outlets
have one of the following combinations of interest rates for loans
and savings,

Loan Savings
18% 12%
24% - 13%
30% 14%
36% 15%

Borrowers are allowed interest rehates related to the lending
rate for timely repayment, These rebates range from 6% for 36%
loans to 1% for 18% loans, The village agent is paid a 3% commi-
ssion on loan collections made when due and a monthly salary of
Tk 300, The village agent supervises the borrowers to some degree,



IMPLEMENTATION

Rupali bank has implemented the village agent concept in
seven outlets, Each outlet serves an average of four villages
loaning to a total of 2,301 borrowers; an average of 329 borrowers
per outlet, This is an estimated 45% of the target group, Of
these borrowers 4,1% are women, The seven outlets made 3,378
loans and disbursed Tk 4,815,000 for an average of Tk 1,425 per
loan, About 22% was borrowed for crop purposes, 33% for agricul-
tural non-crop purposes, and 45% for non=agricultural use,

Certain targets have been laid down for the project period
as the table below shows,

Table 1
LENDING GOALS AND ACHIEVEMENT
Percentage

Item Goal Achievement of Goal
Numbe r
of Loans L, 967 3,378 68,0%
Total Volume
of Loans Tk 5,894,000 Tk 4,815,000 81.7
Volume of
Loans per
Outlet Tk 700,000 - Tk 800,000 688,000 96% - 86%

By and large the taryets are being anchieved, except for
numbers of loans, becnuse loan size by RFEP atandards is qui te
high. Three outlets have already anchieved their lending targets
comfortably and two more are Tikely to meet thelr pouls in the
near future,
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A sample of loan ledgers shows that most of the Rupali loans
are processed from application to disbursement in less than one
week. In a survey of 62 borrower51{ 87% reported that it took
less than a week for their loans to be processed. Eight percent
said it took up to two weeks and 5% said it took more than two
weeks to have their loan processed. Twenty-seven percent of the
respondents made one visit to the bank to obtain their loans, 60%
report two visits and 13% said it took three or more visits to
process their loans,

Table 2
LOAN PROCESSING TIME: APPLICATION - DISBURSEMENT
Percentage
Days of Borrowers
1 - 7 8701”
8 - 1“ 8.1
15 or more 4,8
Total 100.0
Table 3

NUMBER OF BANK VISITS TO OBTAIN LOAN

Percentage
Visits of Borrowers
1 27,.4%
2 59,7
5 - l‘ 1103
5 - 7 1.6
more than 7 -
Total 100.0

1/ Continuous Survey May - August, 1981,
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Ninety percent of the savers are from the target group, but
94% of the savings were generated from the non-target group, No
special program has been implemented for savings mobilization but
the bank has been able to geirrate a significant amount of savings
as indicated by table 5. Savings were 34% of loans outstanding,

Table 6
SAVINGS TO LOANS OUTSTANDING

Target Croup 2.0%
Non=-target Group 32.0
Total 34,0

Rupali bank training for the RFEP program began in March
1979 with a five day session to introduce the aims and objectives
of the RFEP to branch managers, village agents, Head Office
staff and agricultural credit officers. In November of the ssme
year a three day refresher course was given on the same subjects,
Field training sessionu were held for four days in each outlet
during January and February 1981, All field staff at each outlet
attended.
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Of 3,378 loans made since the inception of this project 5%
are overdue, Most of these overdue loans are less than six month
in arrears: Less than 6 months, 94%; 6-12 months, 4%; and over
12 months, 2X., The following table shows an analysis of overdue
loans and reserve for bad debts,

Table 4
OVERDUE LOANS AND RESERVE FOR BAD DEBTS
CUMULATIVE TO 30 SEPTEMBER 1981

Loan Principal ‘Taka 000} Loan Interest éTaka OOOI Total
Nuamber a eserve
Debt of Bad Debt Reserve Reserve (000)
Age Loans | Total 25K 50% TO0K Total 25% Taka
Less
than 6
months 168 108 26 - -
6-12
months 18 6 = 3 -
12 mon-
ths or
more 3 3} - - 3
Total 179 112 8 2 34

The average delinquent loan has a balance of Tk 626 overdue,
Although only 2% of the overdue loans were a year or more overdue
they averaged Tk 1,000, all of which is covered by the reserve for
bad debts. The total reserve for bad debts of T« 34,000 is 30% of
the overdue loan principal.

The table below indicates the extent of savings by target and
non-target group,

Table 5
SAVINGS
Number of Amount Age Amount
Savers Saved Saved
Target Group 2,353 Tk 62,503 Tk 27
Non=-target Group 262 986,758 3,766

Total 2,615 1,049,261 401
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FINANCIAL ANALYSIS

The total income earned by the Rupali bank during the 12
month period ending 30 September 1981 was Tk 535,000, Earnings
averaged 25,7% on an average monthly balance of outstanding
loans of Tk 2,081,000, The interest paid out on combined savings
and other borrowed funds was Tk 228,000, The interest rate paid
on savings alone was 8.,3% and the interest rate on borrowed
funds was 12.4%. This cost of funds was 48% of total expenses
excluding the reserve for bad debts. The expenditures for the
savings portion of the funds was 13%, and the cost of other funds
was 35% of these operating expenses, Expenditures for salaries
was 50% and other expenses 2% of the operating expenses excluding
the reserve for bad debts,

The net profit for the Rupali bank for this period was
Tk 59,000 excluding the reserve for bad debts. When the reserve
for bad debts for this period is included the net profit was
Tk 28,000, Income from the average monthly outstanding loans at
the current effective interest rate of 24, 4% was Just equal to
total operating expenses.



Table 7
SUMMARY OF RUPALI BANK PROFITALOSS)ESTIHATES
12 MONTHS (OCTOBER 1980 THROUGH SEPTEMBER 1981 )
(Taka in 000 )

Income Earned (at 25.7%)1/ 535

Ogeratigg Expenses

Interest paid

On savings (8.3%)3/ 62
On borrowed funds (at 12.4%)2/ 166
Salaries 239
Other expenses 9
Sub-Total 476
Reserve for Bad Debts 31
Total Operating Expenses 507

Net Profit ‘Loag! 28

Average monthly balance of

outstanding loans 2,081
% profit (loss) of average
monthly outstanding loans 1.3%

Average morithly balance of
outltandinf loans needed to
a

cover total operating expenses 1,973
Salaries and allowances as % of

operating costs, less reserve. 50, 2%
Reserve for Bad Debts as ¥ of

total operating expenses. 6.1%
Interest rate needed to cover

total operating expenses. 24, 4y
Interest rate needed to cover

operating expenses, less reserve 22,9%

1/ Average rate of interest earned on loans outstanding,
g/ Effective rate of interest actually paid on savings deposits,
3/ Average rate of interest paid for the use of institutional funds,



.75-

COMMENTS AND CONCLUSIONS

The village agent concept which was the principal feature of
this model has been adhered to and improved upon, Village agents
are no longer merely assigned to a general area, but are assigned
to specific villages in which they are to conduct business for
the duration of their tenure in the outlet area. Also, Rupali has
the distinction of being the only institution to establish and
carry out a comprehensive incentive program for the village agent
and borrower to encourage prompt s~epayment of loans, This has
resulted in an exceptionally small Taka amount of overdues,
However a recommendation by the consultants that loan approval
authority be given to the loan ofricer has not been carried out
and the lending level has not been as high as it should
have been,

The Taka amount loaned by Rupali outlets throughout the
project period has been barely adequate to meet expenses though
it met the rule of thumb minimum of 300 borrowers per outlet,
Although the total number of loans has only reached 68% of the
target set by Rupali, nearly 82% of the Taka goal has been reached,
This 18 a result of loans averaging Tk 1,425, By the end of the
project period the targeted Taka amount loaned will prodably be
exceeded,

The village agent concept minimizes the indirect costs of
numerous visits to the branch office and inefficiences caused by
delays in meeting crop schedules, Nearly 90% of the loans are
processed within one week and about the same percentage of
borrowers interviewed said they made only one or two trip to the
bank office,
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Al though there were 179 overdue loans as of 30 September
1981, the average balance overdue was only Tk 631. This was
6.1% of the total Taka amount which had fallen due. All of the
outlets have some overdue loans. Rajgong Bazar accounted for
about 31% of the Taka balance of overdue debts. Overall, the
overdue situation for Rupali is not as serious as for many
of the other institutions because more than 90% of the Taka
amount is less than six months overdue, Its reserve for bai
debts is one of the lowest in RFEP,

Savings performance has been good. More than one-third
of outstanding loans were covered by savings as of 30
September 1981, Non-target borrowers have contributed all but
two percentage points of this amount. This is probably a result
of previous experience in savings mobilization more than a
particular emphasis on savings in the rEP. If the loan officers
and village agents were to pursue a RFEP savings program more
agressively then undoubtedly the 2,353 target group savers would
generate more than the current Tk 27 in the average account,

Rupali held three brief training sessions. Two of these
were for RFEP staff orientation in which regional and head
office staff as well as outlet staff attended. Of particular
importance was th2 four day field training held at each of the
outlets,

In spite of the unimpressive level of lending, the good
performance in loan repayment has resulted in a modest profit,
The 25,7% average effective interest rate on all loanm was one
of the highest in the project. Had this interest rate been closer
to the project norm of 22%, Rupali would have shown a loss., The
expenditure for salaries as a proportion of the total expenses was
relatively high, but the 8% administrative costs to total loans
disbursed was not excecssive. Overall, the management of the
oredit system was effective,
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MODEL: VILLAGE LEVEL GROUP LENDING
PARTICIFATYG INSTITUTION: UTTARA BANK
DATA SUMMARY

1. Loan Interest Rates

2. Savings Interest Rates
3. Number of Outlets

4, Number of Loans

5. Number of Borrowers

6. Percentage of Women Borrowers
to Total Borrowers

7. Percentage of Households Borrowing
to Total Target Group Households

8. Total Taka Loaned
9. Percentage of Loan Volume for Crops

10. Percentage of Loan Volume for
Other Agriculture

11. Percentage of Loan Volume for
Non=Agriculture

12, Total Taka Deposited in Savlnsa
Accounts as of 30 September 1981

13. Percentage of Savings to Loans
Outstanding as of 30 September 1981

14. Percentage of Administrative Costs
to Total Loans Disbursed

15. Adainistrative Cost per Loan Disbursed

16, Percentage of Principal Overdue to
Total Asount which has fallen due

17. Estimated Profit/(Loss) 12 Months
(October 1980 through September 1981)

18%, 24%, 30%, 36%
12%, 13%, 14%, 15%
5

1,174

840

b, 4%

32.6%
Tk 1,336,000
27.1%

38.1%
34,8%
™% 62,000
8.9%

25.0%
Tk 293.6

16, 3%

Tk (134,000)
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FEATURES

Uttara bank loans are made to individuals who are members of
a group of three to seven persons which has been formed to provide
surety for loan repayments, The individual may form his own group
or join an existing group. The members are to be as homogenous as
possible in their interests and activities.

A loan application for each member may be completed either
in the field or in the branch office after the group is formed
and a leader is selected, The leader is considered a de facto
liaison for the group and the bank. Loans are approved by the
branch manager on the basis of a production plan and the recomm-
endation of a loan officer, The maximum loan size for an individual
is Tk 5,000. Individual activity ceilings were established origi=
nally but these were subsequently discontinued,

Disbursements are in cash or kind and can be made either in
the office or field. Repayments are received in the field., Repeat
loans are granted on the basis of the satisfactory performance of
the group as a whole,

A savings account must be opened for each individual member
of the group, Outlets have onc of the fn)lowing combinations of
interest rates for loans and savings.,

Loans Savings
18% 12
24% 13%
308 14%
36% 15%

One loan officer and one assistant are assigned full time to
each outlet and are provided necessary transport for their field
work,
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IMPLEMENTATION

Uttara bank has implemented the village level group model
in five outlets. The RFEP areas were chosen so that most villages
are located within seven miles of the outlet. The outlets have
made an average of 235 loans to 168 borrowers. About 4.4% of
the borrowers are women. In total the five cutlets have loaned
to 840 borrowers which is an estimited 33% of the target group
households.Target group borrowers have received Tk 1,336,000 in
loans, About 35% of this amount was used for non-agricultural
purposas, Crop loans accounted for 27% of the total and 3%8% was

borrowed for non crop agriculture.

The bank established goals for implementation of its model
during the 1ife of the project up to August 1982, The following
table outlines these goals and shows the extent to which they
have been achieved as of 30 September 1981,

Table 1
LENDING GOALS AND ACHIEVEMENT

Percentage
Iten Goal Achievement _of Gonls

Number of loans 3,377 1,174 5%
Takn umount of loans Tk 3,800,000 Tk 1,336,000 35
Number of loann per
outlet Tk 233-689 Tk 126=359 54X - 52%
Takn arount lonns per
outlet Tk 300,000-800,000 Tk 267,200 89X - 33%

Uttara has been unable to achieve the growth in lending
required to meet its target. Only two outlets have achieved even
the minimum level of lending sought,
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A sample of loan ledgers shows that about half of the loans
are processed from application to disbursement in less than two
weeks. The remainder in the sample required more than two weeks
with some taking several months to process. A surveyl/ of 25
first time borrowers, indicated that it took 20% of the respone
dents less than a week for their loan to be processed. Four percent
sald that two weeks elapsed from application to disbursal and
about three quarters said processing time exceeded two weeks,
Because a group leader may be delegated to file the loan application
at the bank branch, 20% of the borrowers said they did not visit
the outlet. About the same proportion said they visited the outlet
only once to obtain their funds. Another 40% said two visits were
required. Twenty percent said it took three .r more visits to the
outlet to finalise their loan,

Table 2
LOAN PROCESSING TIME:APPLICATION=DISBURSEMENT

Percentage

Daxu of Borrowers
1 - 7 200%
8 - 1“ “.0
15 or more 76,0
Total 100,0
Table 3
NUMBER OF BANK VISITS TO OBTAIN LOAN
Percentage
Vinits of Borrowers
0 20,0X
1 20,0
2 40,.C
5 - “ 0.0
5 - 7 ‘4.0
More than 7 8,0
Totﬂl 100.0

J/ Continuous Survey May = August 1981,



0f 1,174 loans, 202 or 17% are overdue., Of these overdue loans,
15% are less than six month in arrears, 7% are 6-12 months overdue
and 78% are over 12 months old. The following table shows an analve

sis of overdue loans and reserve for bad debts as of 30 September
1981

Table 4
OVERDUE LOANS AND RESERVE FOR BAD DEBTS
CUMULATIVE TO 30 SEPTEMBER 1981

Loan Principal (Taka 000) Loan Interest jTaka 000{ Total
Number a Reserve

Debt of Bad _Debt Reserve Reserve (000)
Age Loans |Total ‘ Total 25% Taka
Less

than 6

months 30 20 5 - -

6=12

months 15 8 4 -

12 mon-

ths or

more 157 96 - 96

Total 202 124 81 20 125

The average delinquent loan has a balance of Tk 614 overdue,
Over three quart-ra of the total taka amount overdue has been delin-
quent for more than a year, This must he fully covered by the
reserve for bad debts and increasenthe required reserve substantially,
The totnl reserve for bad debt of Tk 125,000 {s slightly greater than
the total overdue loan principal,

The following table shows the extent of savings by target and
non=target group depositors, Ninety=-five percent of the target group
borrowera have savings accounta., Thelr deposits only average Tk 62,

Table 5
SAVINGS
Number of Amount Avg Amount
Savers 3aved Saved
Target Group 790 Tk 49,162 Tk 62
Non=target Group 3 12,621 382

Total 823 61,7085 7
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but are the major source of RFEP savings feor Uttara., Uttara ovtlets
report only 33 non-target group sa''ers with a total of Tk 389, The
combined taka amount in savings u. /0sits was Tk 61,785 and covered
about 9% of loans outistanding.

Table 6
SAVINGS TO LOANS OUTSTANDING

Target Group 7.1%
Non=-target Group 1.8

Total 8.9

The Uttara bank RFEP training program was injtiated early in
1979. This waa a three day meeting of branch managers, loan
officers, and regionnl managers to provide information on the
aims and objectives of RFEP, and to give instructions to the
staff on procedures for meeting the objectives, In March 1980
the same participants plus head office staff met for two days
for field training at Mymensingh., In November of the sane year a
similar meeting was held . A thrce day meeting was covered in
March 1981 ns a refresher course for old staff and orientation
for new outlet staff. The outlet staffs attended fiecld training
sessions at Mymensingh and Tangail in April and May 1981,



FINANCIAL ANALYSIS

The total income earned by the Uttara bank during the 12
month period ending 30 September 1981 was Tk 161,000, Earnings
averaged 28.1% on an average monthly balance of outstanding
loans of Tk 570,000, The interest paid out on combined savings
and other borrowed funds was Tk 70,000, The interest rate paid
on savings alone was 3% and the interest rate on other borrowed
funds was 12,5%., This cost of funds was 31% of total expenses
excluding the reserve for bad debts., The expenditures for the
savings portion of the funds was 2%, and the cost of other
funds was 29% of these operating expenses., Expenditures for
salaries was 60% and other expenses 9% of the operating expenses
excluding the reserve for bad debts.

The net loss for the Uttara bank for the 12 months was
Tk 68,000 excluding the reserve for bad debts, When the reserve
for bad debts is included the net loss was Tk 134,000, The bank
sustained an average annual 1loss of 23.5% on its loans outstanding,
The monthly outstanding loan balance would need to be nearly
doubled for income to meet the total operating expenses. At the
current lending level interest rates would have to be 51,8% for
income to equal total operating expenses,
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Table 7

SUMMARY OF UTTARA BANK PROFITALOSS)ESTIMATES
12 MONTHS (OCTOBER 1980 THROUGH SEPTEMBER 1981)

(Taka in 000)
V

Operating Expenses

Interest paid 2
On savings (at 9.0%)/

On borrowed funds (at 12.5%
Salaries
Other expenses
Sub=Total
Reserve for Bad Debts
Total Operating Expenses

Net Profit (Loss)

Average monthly balance of
outstanding loans

% profit (loss) of average
monthly outstanding loans,

Average monthly balance of outstan=-
ding loans needed to cover total
operating expenses

Salaries and allowances as % of
operating costs, less reserve

Reserve for Bad Debts as % of
total operating expenges.

Interest rate needed to cover
total operating expenses.

Interest rate needed to cover opera-
ting expenses, less reserve.

161

4
66
138
21
229
66
295

(134)
570
(23.5%)

1050
60.3%
22,4%
51.0%
40.2%

RRR

Average rate of interest earned on loans outstanding
Effective rate of interest actually paid on savings deposits
Average rate of interest paid for the use of institutional funds
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COMMENTS AND CONCLUSIONS:

Although Uttara has opened only 5 outlets during the project life,
the model has received an adequate test. While the basic features
appear to have been carried out, a key element, that of group
guarantees, has not been properly applied, Currently, if one or
more members of a group is delinquent in repaying his loan, the
guarantees of the other members are not called, but the group can
dissolve and reform around the remaining members, Thus one of the
main features of the model has not been implemented and one of the
principal benefits of group lending has not been achieved, Uttara's
adoption of the current practice, while pragmatic, negates the
concept of group lending,

Implementation of the model in the field has been poor. Less
than one third of potential households have come forward to borrow,
and the volume of loans per outlet is very low, As a result, the
modest targets set for the model by the Head Office at the start
of the project are unlikely to be achieved before project end. The
principal reason for the low level of lending is that applicants
have been obliged to form groups on their own initiative before
the outlet staff will consider their applications, This has resulted
in the long time period between applying for the loan and receipt
of the funds, Although few borrowers have had to visit the outlet
more than twice in order to secure their loans, the elapsed time
between application and disbursement ranges up to four months,
Thus, many potential borrowers are effectively discouraged from
taking advantage of the credit available to them,

Although the overall situation on overdue payments is not good,
the relatively low loan repayment rate is heavily influenced by
especially poor performance ai Mymensingh and Feni outlets. These
outlets account for 98% of overdue loans, Even more serious is
that 78% of the overdue loans are more than 12 months in arrears,
Experience shows such loans to be most difficult and costly
to recover and should probably be written off as uncollectable,
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The target group borrowers are required to open a savings
account, but the low average savings balance indicates that
borrowers have little enthusiasm for saving and there is little
attempt by officials to promote savings. The almost total dis-
regard for RFEP savings mobilization is seen in the very low
number of non-target savers, This inattention to savings is a
major deficiency in outlet operations,

Uttara has provided more training than most institutions
under RFEP. It is one of only three institutions to have carried
out operational field training at the outlets. Despite this,
performance has been poor even though the background and experience of
thestaff employed has been good.There are two reasons for this,
First, successful organization of group lending programs requires
specialized training on the philosophies, concepts and procedures
in this approach., It is difficult to impart such knowledge and
ensure its successful application, Training specialists are
required and these are in short supply in Bungladesh, Especially
careful supervision of outlets is initially required under a
group lending program 1/. Although Uttara has provided some super~
vision, much more is needed,

The dual effects of low taka loan volume and high overdues
can be clearly seen in the overall financial status of the institu-
tion. Income from loans does not cover expenses, even excluding
the reserve for bad debts, Salaries and other expenses are being
carried by a small volume of business, The taka loan amount would
need to nearly double to generate sufficient income to reach the
break even point, At the present time, Uttara bank i= losing money
steadily on its RFEP operacions, and only the 1/3 plus 1/3 payments
are preventing the bank from using its own funds to cover these
losses,

1/ Experience from Comilla in the early 70's showed how reduced
supervision on the part of the project organizers contributed
to the increasing difficulties faced by the groups,



The institution has been unable to overcome the difficulties
and special demands such a model requires; demands which may lie
more in the field of community development rather than in banking,
Uttara has found it difficult to implement the group lending
concept and therefore has had to adopt a compromise system, This
approach may be successful only at a high cost over a long period
of time., It requires engaging a staff with special non-financial
skills and experience which a banking institution may be reluctart
to do. The failure to recognize and vigorously address these
special requirements is clearly reflected in the institution's
current net loss of 23,5% of average monthly outstanding loans,
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MCDEL: COOPERATIVE LENDING

PARTICIPATING INSTITUTION:

DATA SUMMARY

Te
2,
3.
4,
56
6.

Te

8.
9.
10,

1.

12.

13,

14,

15.
16,

17.

Loan Interest Rates
Savings Interest Rate
Number of Outlets
Number of Loans
Number of Borrowers

Percentage of Women Borrowers
to Total Borrowers

Percentage of Households Borrowing
to Total Target Group Households

Total Taka Loaned
Percentage of Loan Volume for Crops

Percentage of Loan Volume for
Other Agriculture

Percentage of Loan Volume for
Non=Agriculture

Total Taka Deposited in Savings
Accounts as of 30 September 1881

Percentage of Savings to Loans
Outstanding as of 30 September 1981

Percentage of Administrative Costs
to Total Loans Disbursed

Administrative Cost per Loan Disbursed

Percentage of Principal Overdue to
Total Amount which has fallen due

Estimated Profit/(Loss) 12 Months

(October 1980 through September 1981)

INTEGRATED RURAL DEVELOPMENT PROGRAM (IRDP)

18%, 24%, 30% «
12%
13
6,442
3,104

10, 5%

59.6%

Tk 6,508,000

52.9%

21.4%

25.7%
1
666d/

Tk 419,

12 4%

3.2%
Tk 32.5

b, b6

Tk 237,000

1/ Share capital of Tk 218,000 is not included.

Based on purpose of loan not on fixed outlet rate.
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FEATURES

The cooperative lending under IRDP sponsorship is a two
level approach. The Thana Central Cooperative Associations (TCCAs)
are the administrative organizations which coordinate and
monitor the local Krishi Samabaya Samity's (KSSs-Agricuitural
Cooperative Societies), Members of the KSS who are also in the
target group are eligible for RFEP loans, Staffing consists of
KSS managers, TCCA inspectors and the village accountant all
of whom are employed on a part-time basis and assisted part=time
by other TCCA staff. The TCCA inspector and village accountant
are paid employees of the TCCA. The KSS managers receive a commi=-
ssion of 1% and the KSS receives 2% of the amount of loan principal
that is repaid by borrowers,

Loan applications are completed in the KSS offices, A
production plan is prepared for the group by the KSS manager
who is assisted by the TCCA inspector. Loans are approved by
the IRDP project manager at the district level. Funds are disbursed
at the KSS offices after the loan is approved. Loan size depends
on the specific enterprise, Crop loan ceilings are Tk 1,350 per
loan, For other activities the amount varies from Tk 250 to
Tk 5,000, Loan supervision is provided as required by IRDP

regulations,

Each KSS has three interest rates, The type of loan or
purppse determines the jnterest rate to be charged and members
are required to open savings accounts when they obtain a loan,
Interest rates for loans and savings are:

Loans Snvingl

Crops 18%
Other agriculture 24% 12%
Non-agriculture 30%

Non-Target depositora receive only 7% interest on their deposits,
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IMPLEMENTATION

IRDP has offered its cooperative lending under the RFEP
to 58 K55S served through 13 of its TCCA's. These 13 each have
an average of 242 client borrowers. The KSS's average about
54 borrowers each. The total of IRDP client borrowers is 3,144
of which 10.5% are women. IRDP serves 60% of its eligible
target borrowers. There have been 5,442 loans totalling Taka
5,508,000, This is an average of Tk 1,010 per loan. About 74%
of the loan volume was bhorrowed for agricultural purposes. This
was nearly evenly divided betwoenrggop and non-crop purposes.
Non-agricultural loans accounted/26% of the loan volume.,

Certain targets have been laid down for lending during
the project as detailed in the table below.

Table 1
LENDING GOALS AND ACHIEVEMENT

Percentage
Item Goal Achievement of Goals
Number of loans 7,071 6,442 91%
Taka amount of loans Tk 7,940,000 Tk 6,508,000 82%
Taka amount of loans
per outlet Tk 600,000 Tk 500,600 83%

With a continuation of this level of performance the
IRDP will probsbly achieve its goals by the end of the
project. Some of the outlets have already reached or exceeded
their lending targets.
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A sample of IRDP's loan ledgers shows that loans require about
two months processing time from application to disbursement. 1In a
survey of 71 borrowers,1 about half said it took more than two weeks
for their loan to be processed. Thirty-seven percent said it took
up to two weeks to process, and 18% recalled that it required only
one week. About 13% of the respondents said that because of the
group lending procedure they made no visit to the outlet. Twelve
percent of the respondents said they made ome visit to the outlet to
obtain their loan. Fifty five percent reported that they traveled
to the outlet twice and 20% said they made 3 or morevisits before
receiving their loan.

Table 2
LOAN PROCESSING TIME: APPLICATION - DISBURSEMENT

Percentage
Days of Borrowers
1=17 18, 3%
8 - 14 3646
15 or more 45.1
Total 100.0
Table 3

NUMBER OF BANK VISITS TO OBTAIN LOAN

Percentage
Visits of Borrowers
0 13.3%
1 1.7
2 55.0
34 1343
5'7 500
More than 7 1.7
Total 100,0

A/ Oontinuous survey - May to August, 1981,



Of 6,442 loans 2. are overdue, Most of these overdue loans
are less than six months in orrears: Nearly 96% are less than 6
months old, 4% are six months to a year overdue and less than 1%
are more than a year overdue, The following table shows an analysis
of overdue loans and reserve for bad debts,

Table 4

OVERDUE LOANS AND RESERVE FOR BAD DEBTS
CUMULATIVE TO 30 SEPTEMBER 1981

Loan Principal (Taka 000);Loan Interest gaka 000); Total
ad De

Number Reserve
Debt of Bad Debt Reserve Reserve (000)
Age Loans |Totsl 2550 50% _100% Total 25% Taka
Less
than 6
months 150 | 141 35 - -
H=12
months 6 1 0,5 -
12 mon-
ths or
more 1 1 - - 1
Total 157 | 143 43 11 47,5

The average deljquent loan has a balance of Tk 911 overdue.
About 9R% of the taka amount is less than six months overdue and
requires only a 25% reserve for bad debts. Out of the total of
Tk 143,000 overdue only Tk 47,500 is being held by the bank as
reserve for hbhad debts. 'This is only 3%% of the loan principal
overdue,
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The table below shows the extent of savings by target and
non-target group.

Table 5
SAVINGS
Number of Amount Avg Amount
Savers Saved ~ __Baved
Target Group 3,565 Tk 306,583 ™ 86
Non-target group 1,156 113,083 98
Total 4,721 419,666 89

The number of savers in the target group was about three
times as great as non-target savers, but the average saved is about
the same. In each case the average savings is less than Tk 100. The
following tables shows the percentage of savings to loans outstanding
by target group and non-targe* group.

Table 6
SAVINGS TO LOANS OUTSTANDING

Target Group 9.1%
Non-target group 3e3
Total 1.4



- 96 -

The IRDP training program was launched in November 1978
with a one day orientation training session for Thana Project
Officers, deputy project officers and TCCA inspectors. The
subjects covered included backzround and objectives of the RPFEP,
determination of the target group within the KSS and implementa-
¢ion of procedures for meeting the objectives. A training session
in May 1979 for Thana Project Officers and deputy officers deve-
loped the technical procedures in more detail. A review and
reorientation session was convened in October 1980 which included
Thaena Officers, TCCA accountants and inspectors. The same funct-
ionaries were called together in May 1981 for a one day meeting
to discuss problems in implementing procedures.



FINANCIAL ANALYSIS

The total income earned by the IRDP during the 12 month
period ending 30 September 1981 was Tk 666,000, Farnings averaged
19.17% on an average monthly balance of outstanding loans of
Tk 2,953,000, The interest paid out on combined savings and other
borrowed funds was Tk 282,000, which is 8¢3% of outstanding loans.
The interest rate paid on suavings alone was 5.4% and the interest
rate on other borrowed funds was10.0%. This cost of funds was 68%
of total expensec excluding the reserve for bad debts, The expen-
ditures for the savings portion of the funds was €%, and the cost
of other funds wsas 60% of these operating expenses, Expenditures
for salavies was 217 and other expenses 8% of the operating expen-
ses excluding the reserve for bad debts,

The net profit for the IRDP was Tk 272,000 excluding the
reserve for bad debts. When the reserve for bad debts is included
the net profit was Tk 237,000, The bank's average annual profit
was 6e1% on its louns outstanding. The monthly outstanding loan
balunce could be reduced neurly one third and would econtinue to meet
the total operuting expenses, At the current lending level interest
rutes could be reduced to 13%% and income would still equal total
opernting expenses,
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Table 7

SUMMARY OF TIRDP PROFITKLOSS)ESTIMATES
12 MONTHS (OCTOBER 1980 THROUGH SEPTEMBER 1981)
(Taka in 000)

Income Earned (at 22,7%) a1/ 666

Oneratins Expenses

Interest paid

On savings (at 6.4%) 2/ 23
On borrowed funds (at 10.0%) 3/ 259
Salaries 83
Other expenses 29
Sub=Total 294
Reserve for Bad Debts 25
Total Operating Expenses 429
Net Profit (l.oss) 237
Average monthly balance of
outstanding loans, 2,953
% profit (loss) of average
monthly outstanding loans. 8.0%

Average monthly balance of
outstanding loans needed to

cover total operating expenses. 1,890
Galaries and allowances as % of

operating costs, less reserve, 21.1%
Reserve for Bad Debts as % of

total operating expenses. 8.2%
Interest rate needed to cover

total operating expenses. 14 ,5%
Interest rate needed to cover

operating expenses, less reserve, 13.3%

Jd/ Avernge rate of interest earned on loans outstanding,
2/ Effective rate of interest actually paid on savings deposits.
2/ Average rate of interest paid for the use of institutional funds.
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COMMENTS AND CONCLUSIONS

The objective of this model was to test a credit system
primarily for landless persons, sharecroppers and women within
the context of a cooperative system. The newly formed KSS's have
included considerable numbers of these particularly disadvantaged
persons as member, The key features have been closely adhered to
except that in many cases the commissions earned by KSS managers
were not promptly paid. IRDP, with 10.5% women borrowers, is
the only institution to achieve or exceed the target figure of
10% indicated in PIL 15 of July 1980,

Although an estimated 60% of the target group has borrowed
through this program this is only a total of 3,144 borrowers, an
average of only 242 borrowers per outlet. This relatively small
number of borrowers is partially the result of a small target
group population and the relatively few persons who have joined
the cooperative. On the other hand, there was an average of two
loans per borrower, the highest rate of repeat borrowing in the
project. The modest lending goals set by the Head Office had
nenrly been met by the end of the third quarter 1981. With a
continuation of the current level of lending these goals will
undoubtedly be exceeded by project end.

A sample of loan ledgers and a survey of borrowers indica-
tes that IRDP has one of the longest loan processing periods in
the project. Borrowers must submit their requests to the KSS
manager. It is then submitted to the TCCA inspector and the
IRDP Project Officer at the TCCA office. From there the loan
applications must be sent to the Project Director at the regio-
nal level. Theoretically the procedure can be completed in less
than two weeks, but field experience shows a much longer time
required. This is essentially a three tier approval procedure
and delays can occur at any point.

IRDP had exceptionelly few overdue loans with only 143
thousand taka overdue. About 98% of this amount was less than
six months overdua and the reserve carried for principal and
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interest was about Tk 48,000. IRDP's record of recovery of old
overdues is very good. In June 1981 over 75% of the taka amount
of overdues was six months or more delinquent. By the end of
September 1981 less than two percent was six months or more over-
due. Overdues were found at only seven of the 13 outlets. Burhan-
uddin and Natore accounted for about 68% of the number of overdue
loans.

IRDP has a greater number of savers than borrowers as a
result of the cooperative system. Although the number of savers
is large,the average deposit was only Tk 86. This was about 9%
~of the loans outstanding. The non-target groups deposits averaged
only Tk 98 which was one of the lowest .a the project. "This low
level of saving by non-target borrowers may result from the fact
that the TCCA pays only 7% interest to non-target savers and 12%
interest to target group savers.

Specific training of the RFEP concept has been minimal at
IRDP outlets. Training has been primarily brief orientation
sessions at the TCCA level. The RFEP model that IRDP is testing
is assentially the same system that it has used formerly and there
are few new concepts to be introduced to the staft. Many outlets
heve weekly training sessions for all KSS managers and this conti-
nuous contact is very valuable and contributes to the generally
high level of performance.

Although the level of lending at IRDP has not been particu-
larly high, it has generated a profit of 8% on an average monthly
balance of Tk 2,953,000 of outstanding loans during the 12 month period
ending 30 September 1981. This is a result of lending at an effect-
ive rate of 22.7%, paying less than 10% on borrowed funds and savings,
and minimizing salary costs by maintaining part-time starfs. Pror
the full project period up to the end of the third quarter 1981
administrative costs were only 3.2% of total loans disbursed. "The
very low taka amount of overdue loans and the relatively short
period of deliquency requires only a small reserve for bad debts.
This avoids one of the major operating expenses burdens faced by
other institutions.
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The IRDP model has been successful in lending to the
target group at low cost, recovering the loans and earning a
good income from the operations. It is deficient in mobilizing
savings from the non-target group, which may be due to the low
rate of interest offered. Although IRDP has collected loans and
generated a profit, the proportion of the target group served
and level of lending are very low. This demonstrates an inability
to motivate target group members in the outlet area to join the
primary cooperatives in large numbers. The problems in attracting
membership has been strongly influenced by the lengthly loan pro-
cessing periods. Delegation of authority to the TCCA staff would
speed up the process and probably attract more target group house-
holds to join the KSS's. A substantial increase in the number of
borrowers and taka amount of loans would make this a successful
group lending model.
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MODEL: COOPERATIVE LENDING

PARTICIPATING INSTITUTION: BANGLADESH SAMABAYA

_ .

BANK LIMITED (BSBL)

DATA SUMMARY
1. Loan Interest Rates 12%, 18%, 24%, 30%
2., Savings Interest Rate 12%
3+« Number of Outlets 19

Number of Loans 3,821
5. Number of Borrowers 2,917
6. Percentage of Women Borrowers

to Total Borrowers 3.4%
7. Percentage of Households Borrowing

to Total Target Group Households 45,0%
8. Total Taka Loaned Tk 8,025,000
S. Percentage of Loan Volume for Crops 27 o %%
10. Percentage of Loan Volume for Other Agriculture 3e3%
11. Percentage of Loan Volume for Non Agriculture 68.8%
12, Total Taka Deposited in Savings Accounts 1

as of 30 September 1981 Tk 154,059 -/
13. Percentage of Savings to Loans Outstanding

as of 30 September 1981 2.6%
14, Percentage of Administrative Costs to

Total Loans Disbursed 3.,0%
15. Administrative Cost per Loan Disbursed Tk 62.7
16. Percentage of Principal Overdue to

Tctal Amount which has fallen due 36.4%
17. Estimated Profit/ (Loss) 12 Months

(October 1980 through September 1981) Tk( 248, 000)

1/ Share capital of Tk 61,000 is not included.
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FEATURES

BSBL, through some of its 80 Central Cooperative Banks (CCBa),
lends money to members of the Primary Cooperative Societies (Kss)
and Union Cooperative Multi-purpose Societies (UCMPS)J/. Only
members of the societies who are also in the target group are
eligible for loans, Thus a person who is in the target group,but
who is not a society member, must first Join the society at a
cost of Tk 16 before he can be granted a loan, The staff is com-
prised of the society managers, the CCB officers and the BSBL
assistant loan officers. The staff works on a part time basis and
provides loan supervision. The CCB gets 3% of the interest collec=-
ted from project loans, the KSS gets 2% and an additional 2% goes
to the society managers as a commission, This totals 7%, The
balance of the interest earned goes to BSBL headquarters., The
suciety offices are located within 5 miles of the villages being
served,

Cooperative Society managers are responsible for completing
loan applications along with the applications and production
plans, These are submitted through the CCB tco BSBL headquarters
office in Dacca for approval by the general manager. Funds are
disbursed at the Cooperative Society offices, Loan limits depend
on the specific enterprise. The limit for crops is Tk 2,000, For
other activities, the loan size is determined by the production
Plan up to a maximum of Tk 8,000,

Interest rates charged depend on the loan purpose rather than
the outlet location. Crop loans are generally disbursed at 12% and 18%,
other agricultural loans at 24% and non-agricultural lousns at 3Q%.
All livestock loans are charged at 30%, Savings are required from
all society members obtaining loans. Loan and Savings interest
rates cre:

Loans Savings
12%

18% 12%
24%

30%

1/ A KSS or UCMPS is considered an outlet by BSBL for this project,
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IMPLEMENTATION

BSBL has established 19 outlets which serve 2917 borrowers,
an average of 154 borrowers per outletll. This is an estimated
45% of the households that are eligible to borrow under this
project, Women comprise 3.4% of the borrowers. These outlets
disbursed Tk 8,025,000 in 3821 loans, averaging Tk 2,100 per
loan. About 32% of the funds disbursed were for agricultural
purposes with all but 4% of that amount loaned for crops,
Non=agricultural loans made up 68% of the loan volume but as
stated above, this includes livestock loans.

In relation to its targets for disbursements, GSBL has
already exceeded the loan volume target as shown in the table
below:

Table 1
LENDING GOALS AND ACHIEVEMENTS
Percentage
Itenm Goal Achievement of Goals
No. of loans 4,376 3,821 87%
Volume of loans Tk 5,050,000 Tk 8,025,043 159

Althouh the number of loans is only 87% of the target, the
Taka disbursement has been exceeded because the average loan size
has been the largest among all institutions. The current practice by
BSBL has been to give large sized loans to applicants regardless
of the purpose,

A sample of loan ledgers shows that the processing of most
BSBL loans from application to disbursement exceeds 40 days. In
a survey of 157 borrowers, 2% said that they received their loan

1/ Six old outlets have been closed to lending because of
poor performance and have been replaced by six new outlets,



- 106 =

funds within two weeks from date of application. Ninety-eight
percent said it took more than two weeks from the time they
applied for the loan until disbursal, About 9% of the borrowers
were not required to visit the outlet office to obtain a loan,
About a quarter of the respondents said they visited the office
one or two times before receiving their funds, A quarter said
they made three/four trips and 30% stated that they visited

the outlet office seven or more times before they received
their loans.1

Table 2
LOAN PROCESSING TIME: APPLICATION - DISBURSEMENT

Percentage
Days of Borrowers
1 - 7 0.6%
8 - 1‘4 103
15 = or more 98.1
Total 100,0
Table 3

NUMBER OF BANK VISITS TO OBTAIN LOAN

Percentage
Days of EBorrowers
0 9, 1%
1 0.6
2 25.3
3 - 4 2600
5 - 7 901
7 or more 29,9
Total 100.0

1/ O0ffice here me-ns the office from which the assistant loans
oigiccr works, not the KSS Manager's or UCMPS Secretary's
office,
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Of 3,821 loans 50% are overdue, Most of these overdue loans
are less than six monthsin arrears: less than 6 months, 79%; 6-12
months, 9%; and over 12 months, 129/, The following table shows
an analysis of overdue loans and reserve for bad debts,

Table 4

OVERDUE LOANS AND RESERVE FOR BAD DEBTS
CUMULATIVE TO 30 SEPTEMBER 1981

Loan Principal ‘Taka OOO} Loan Interest ‘Taka 0001 otal
a

Numben eserve
Debt  of Bad Debt Regerve Reserve (000)
Age  Loans ]| Total 25% 50% 100% Total 25% aka
Less
than 6
months 1528 | 970 243 = -
6-12
months 177 ] 127 - 63 -
12 mon-
ths or
more 2231 155 - - 155
Total 1928 |1,252 176 L4 505

The average delinquent loan has a balance of Tk 649 overdue,
Twelve percent of the overdue loans were a year or more overdue
and averaged Tk 695, all of which is covered by the reserve for
bad debis, The total cumulative reserve for bad debts of Tk 505,000
is 40% of the overdue loan principul.,

The table below shows the extent of savings by target and
non-target groups. OSavings are compulsory from target group
members, Non-target group persons are not eligible to open a
savings account,



Number of
Savers
Target Group 3,869
Non-target
group -
Total 3,869

Table 5§
SAVINGS

Amount
Saved

Tk 154,059

154,059

Avg.Amount
Saved

Tk 4O

Lo

The table below shows that savings deposits were about

2.6% of loans outstanding,

Table 6

SAVINGS TO LOANS OUTSTANDING

Target Group 2.6%
Non-target Group -
Tota - 2.6

The BSBL training program was initiated in August 1978 with
a six day course for KSS managers, assistant loan officers and
loan supervisors, The subjects discussed included aims and
objectives of the RFEP, and the procedures for meeting these
objectives, Refresher courses on the same topics were given in
January 1979, and November 1979. In September and December 1981
short specialised courses were given for loan officers and

supervisors,
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FINANCIAL ANALYSIS

The total income earned by BSBL during the 12 month period
ending 30 September 1981 was Tk 939,000. Earnings averaged 25.4%
on an average monthly balance of outstanding loans of Tk 3,690,000,
The interest rate on borrowed funds was 18.4% and the total cost
of these funds was Tk 663,000. This was 85% of total expenses
excluding the veserve for bad debts. Expenditures for salaries
was 11% and other expenses 4% of the operating expenses excluding
the reserve for bad debts.

The net profit for BSBL during this period was Tk 159,000
excluding the reserve for bad debts. When the reserve for bad
debts is included the net loss was Tk 248,000. The bank's average
annual loss was 6.7% on its loans outstanding. The monthly
outstanding loan balance was about 20% less than needed for income
to meet the total operating expenses. At the current lending level
interest rates need to be increased to 34.3% for income to equal
total operating expenses,
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Table 7

SUMMARY OF BS3L PROFIT/LOSS ESTIMATES
12 MONTHS (OCTOBER 1980 THROUGH SEPTEMBER 1981)
(Taka in 000)

Income Earned (at 25.4%)1/ 939

Ogerating Expenses

Interest paid

On savings (at 0.0%)2/ 3/ 0=
On borrowed funds (at 18.4%) 663
Salaries 85
Other expenscs 32
Sub=Total 780
Reserve for Bad Debts 407
Total Operating Expenses 1,187

Net Profit (Loss) (248)

Average monthly balance of

outstanding loans 3,690
% profit (loss) of average

monthly outstanding loans (6.7%)
Average monthl{ balance of

outstanding loans needed to

cover total operating expenses 4,673

Salaries and allowances as % of
operating costs, less reserve 10.9%

Reserve for Bad Debts as % of

total operating expenses Y, 3%
Interest rate needed to cover
total op*rating expenses 32.2 %

Interest rate needed to cover
operating expenses, less reserve 21.1 %

1/ Average rate of interest earned on loans outstanding,
2/ Effective rate of interest actually paid on savings deposits,
2/ Average rate of interest paid for the use of institutional funds,
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COMMENTS AND CONCLUSIONS

The original concept of this model was to provide a lending
cooperative primarily for landless share croppers and women,
However, it has deviated widely from this rather narrow concept,
There is only one KSS for women and about 63% of the women
borrowers in the program belong to this KSS. Overall, only 3.4%
of all borrowers are women., This strikingly low proportion of women
borrowers points to a lack of commitment in involving women in
the program. Many of the other members are neither landless nor
share croppers.,

BSBL has experienced severe performance problems at six of
its outlets, These outlets were closed in 1980 because of either
low loan disbursements or because of loan repayment problems,
New outlets were opened in 1981 to replace the ones that had failed,
The problem of overdue loans is exacerbated by the failure of BSBL
to pay the KSS managers their commissions for collecting loan
payments, Problems with loan disbursements were due in part to the
very cumbersome and time consuming approval and disbursal procedures,

While the amount of Taka loaned has been high, the number of
borrowers per outlet has been small. The high amount of lending
achieved has been reached through larger than the average RFEP
loans of the other institutions. On the other hand, the inconveni-
ence and indirect costs for the borrowers are high. This is due
to the approval procedures which are lengthy and centralised, Many
borrowers would turn to other sources of credit if it were not for
the pressure from society members. This view is strongly supported
by field interviews with borrowers who claim that disbursements
take too long and where crop loans are concerned, the delny is very
domaging 1/.

1/ At Charkaliburi outlet in Mymensingh, the society applied
for Aman crop loans in May 1981, Approval was not given
until August 1981 and funds not disbursed until late September
1981, well after the pPlanting season for the crop concerned,
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Given the delays in disbursements, the high rates of overdues
is quite understandable both from the standpoint of the borrowers
attitudes and the economic condition of their enterprises. Overdues
occur at all outlets, but most overdues are less than six months
old and thus many are probably late payments rather than bad debts.
Another factor here is that sometimes society managers are slow in
transferring payments from the borrowers to the outlet off1091(

The number of savers exceeds the number of borrowers because
society members who do not borrow can still save under the project
program. It appears from the average size of deposits however,
that little effort is made to encourage additional savings. A
feature of BSBL's savings policy which hampers savings mobiliza=-
tion is that interest on savings is only paid when the balance
reaches Tk 100&{ Thus by not encouraging savings on the one hand
and maiataining the Tk 100 minimum before interest is paid, savings
by BSBL clients is discouraged. Further non-target depositors have
not been solicited under B3BL's model. The overall conclusion is
that the BSBL has taken little interest in the savings component

of the RFEP.

Although BSBL has held as many training sessions under RFEP
as any other institution, and has included society managers in the
program, performance has not reflected this., Despite extensive
assistance and auditing of accounts many BYBL outlets have failed
to maintain their books in an acceptable manner2{ At another level,
assistant loan officers tend to see themselves as merely conduits
for applications from the societies to the CCB's and then simply
loan collection agents, Many of the problems faced by BSBL can be
attributed to management factors. First, the field staff has no
authority to act independently. All decisions are centralised and
often delayed. This affects the morale of the staff and the society

A/ See audit reports,
2/ 1t has been recommended on many occasions that the balance be
lowored to Tk 10. Jee audit reports.

The consultant has recently recommended all disbursements
under the project grant to BSBL be suspended until accounting

procedures improve.
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meimbers alike. Management problems are compounded »y part-time
outlet staffs and irregular supervisory support from the CCB's
or BSBL's llead Office., The failure to adequately supervise or
pay commissions to society managers is yet another problem which
adversly affects performance.

Despite the hipgh level of lending, BSBL's operation is
currently non-viable and losses are very considerable. Although
the part-time staff reduces the salary and other administrative
expenses, the heavy reserve for bad debts means that costs cannot
be met from income earned. It should be noted that no other
institution, where the lending levels are comparable, is obliged
to have such a high reserve., Furthermore if B3BL's expenses were
in line with the other institutions, it would be even less profit-
able. Either the aversge monthly balance of outstanding loane
would need to increase by over 25% or overdues would need to be
more than halved before income would be sufficient to cover
expenses,
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SECTION 1II CROSS MODEL ANALYSIS

Introduction:

The principal purpose of this project is to identify one
or more replicable model rural financial systems best able to
meet the financial needs of the productive and potentially pro-
ductive rural poor. The conditions indicating that the project
purpose has been achieved is the identification of at least one
rural finance system or a combination of more than one which
demonstrates its ability to meet these needs. There are four
criteria by which the models can be measured. They are the
ability to :=-

- Extend credit as needed to the target group

- decover the resources lent on time and with interest

- Cover all its costs from interest earned and other
charges equitably levied.

- Finance expanded operations through the effective
mobilization of rural savings,

The preceedinpg section examined each of the models and
institutions separately in some detail. Each model was
examined to see how far its key features had been carried out,

The performance of the institution was also examined in finan-
cial terms. This section looks at the performance of each model
and institution as it compares with the other eight project parti-
cipants,

The main analytical tool used ig the ranking of institutions
by various indices of performance. Certain indices are of interest
in their own right. Others are more interesting for their explana-
tory value. Lach of the four criteria will be geparately examined
and the section will conclude with an overall evaluation of the
models and institutions.
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Extending Credit to the Target Group

The table below gives the total picture of the extent of
operations at each of the participating institutions.

Table 1
SCOPE OF BORROWING
Total
Number Total Number Tk (000)
of Number of of Volume
Institution Outlets % Borrowers % 1loans % of loans %
Krishi 16 16.7% 11,812 33.6% 18,720 34,%% 31,933 37,3%
Sonali 10 10.4 5,984 17.0 7,874 14,4 14,858 17.4
Janaca M 15 1,386 3.9 2,188 4,0 3,867 4.5
Agrani 11 1.5 4,513 12.8 7,160 13,1 8,741 10,2
Pubali 4 4,1 2,282 6.5 3,861 7.1 5,470 6.4
Rupali 7 7.3 2,301 6.6 3,378 6,2 4,815 6.6
Uttara 5 5.2 B840 2.4 1,174 2.1 1,336 1.6
IRDP 13 135 3,04 B9 6,442 1.8 6,508 7.6
BSBL 19 10,8 2,917 8.3 3,821 7.0 8,025 9,4
Total 96  100.0 35,179 100.0 54,618 100.0 85,553 100.0

Krishi has carried out by far the largest operation, disbursing over
one third of loans and serving one third of all borrowers even though it
has only one sixth of the ovutlets. Sonali is the next largest serving
about 17% of borrowers through 10% of the outlets. Agrani, Pubali and
Rupali have disbursed funds in line with the number of outlets opened,
but Janata, Uttara, BSBL and IRDP have disbursed proportionally fewer
loans to fewer borrowers., Janata and BSEI particularly lag in this
respect. Together they have opened 30% of all outlets but have only
disbursed exactly 11% of loans to 12% of all borrowers,
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The three tables below rank the institutions on a per outlet
basis,

Table 2 Table 3
LOANS PER QUTLET BORROWERS PER OUTLET

Institution Egpns per outlet Institution Borrowers per outlet

Krishi 1170 Krishi 738
Pubali 965 Sonali 598
Sonali 787 Pubali 571
Agrani 651 Agrani 410
IRDP 495 Rupali 429
Rupali 483 IRDP 242
Uttara 235 Uttara 168
BSBL 201 BSBL 154
Janata 199 Janata 126
Average 569 Average 366
Table 4

VOLUME OF LOANS PER OUTLET ( TAKA 000'8)

Institution Volume
Krishi 1996
Sonali 1486
Pubali 1368
Agrani 795
Rupali 688
$RDP 501
BSBL 422
Janata 352
Utteara 267

Average 891
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Krishi and Sonali remain the dominant institutions. Pubali
too has achieved a very high volume of lending at each outlet
though its overall performance is low as only four outlets have
been opened. Pubali has been somewhat hesitant to commit itself to
such rural lending wholeheartedly at least during this experimen-
tal programe. Agrani, Rupali and IRDP have achieved s reasonable
volume of lending per outlet, although only at half the level
achieved by the first three institutions. In the case of Agrani
and Rupali, the policy has been to proceed at a slower but steady
pace, Uttara, BGBL and Janata have achieved only low levels of
lending - all lend to groupai/and also their commitment towards
RFEP has been much less than other institutions.

The next table ranks the average size of loancs for each of
the institutions,

Table S
AVERAGE SIZE OF RFEP ILOAN PER INSTITUTION

Inatitution Average size % of
of loan(Taka) average size

BSBL Tk 2100 1349,
Sonali 1887 121
Janasta 1767 113
Krishi 1706 109
Rupali 1425 01
Pubali 1417 90
Agrani 1221 78
Uttara 1128 73
IRDP 1010 o4
Average 1566 100

1/ BSee chapter on Group Lending and Scciological Observations.
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BS5BL, Sonali, Janata and Krishi loans all exceed the
average, not that the average is very high ( $ 105.00 only)l/‘
There are variations according to purpose as the next table
shows :

Table 6

AVERAGE SIZE OF I.OANS FOR EACH PURFOSE
(TAKA)
Crop Other-Agr, Non-Agr.

Institution Loans loans loans
Krishi 1123 1837 1915
Sonali 1551 1830 2308
Janate 1301 1731 2702
Agrani 1053 1203 1210
Pubali 897 2022 1516
Rupali. 1075 1765 1449
Uttara 1173 1150 1098
IRDP 961 835 1406
BSBL 1192 2641 2994
Average 1092 1713 1892

On average, other agricultural loans are 57% larger than
crop loans and non-agricultural loans are 73% larger. The
pattern is the same for most institutions except Pubali where
other ugricultural loans are very large and IRDP where other
agricultural leans are smaller than crop loans,

Of course activities cost different amounts to finance and
livestock as well as various transport and cottage industries
require larger sums of money than for crops. Inetitutions may
well have erred on the side of caution in disbursing RFEP loans
and certainly muny borrowers feel their loans are inadequatog/.

1/ Currently Tk 20 = § 1,00
2/ See Bociological Observations
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Average loan size: is, to a considerable degree, related to the
make up of the institutiond'overall portfolie. The three tables below
rank the institutions according to the number and amount of loans for
each purpose,

Table 7
NUMBER AND VOLUME OF CROP LOANS AS PERCENTAGE OF TOTAL PORTFOLIO

Institution % Number % Volume
IRDP 55.9% 52 .9%
BSBL 49.0 27.9
Janata 42,0 21.0
Pubali 5“.3 21 07
Ag!‘arzi 34.2 29 ol
Sonali. 3305 2705
Rupali 2809 21 8
Uttara 26,2 27.1
Krishi 21.5 14,1
Average 33.1 23%.1

Table 8

NUMBER AND VOLUME OF AGRICULTURE RELATED LOANS
AS PERCENTAGE OF TOTAL PORTFOLIO

Institution % Number % Volume
Krishi 49.8 53.7
Vetara 27.6 38.1
Janata 35.5 34,8
Sonali 34,9 33.9
Rupalj 26.8 33.2
IRDP 25.9 21,4
Agrani 22,9 4.4
Pubali 22.% 31.9
BSBL 2.6 2¢3

Average 33.8 37.0
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Table ¢
NUMBER AND VOLUME OF NON-AGRICULTURAL LOANS
AS PERCENTAGE OF TOTAL PORTFOLIO

Institution % Number % Volume

BSBL 48,3 68.8
Rupali 44,3 45.0
Pubali 43,2 46.4
Agrani 43,0 46,2
Uttara 36.1 34,8
Sonali 31,5 38.6
Krishi 28.6 32,2
Janata 22.4 4.2
IRDP 18.4 5.7
Average 33.0 35.9

Although one third of loans have been for each of these
categories overall,the variations among institutions are considerable.
Krishi, Rupali, and Uttara have made fewer than average crop loans,
while Janata, IRDP and BSBL have made proportionally more. Krishi has
made a very large number of other-agricultural! loans, while Agrani,
Pubali, Rupali, IRDP and especially BSBLJ/ have made proportionally
fewer than average. Given the overall size of Krishi‘'s operations,
their preponderance of ' other-agricultural' loans skews the overall
average upwards. Agrani, Pubali and Rupali have all disbursed propor-
tionally more non-agricultural loans while Krishi, Jonata and IRDP
have disbursed less. The institutional variations in nusbers of loans

reflects the individual institutional variations in amounts
disbursed. However the significant point is that proportionally more
funds have gone to non-agricultural activities and other agricultural
activities than crops.

A/ This low figure is in part due to the unique way many BSBL outlets
clansify agricultural-rolated and non-agricultural loans.
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These tables thus show the causes of variations in avevage loan
size, Those institutionswhere the majority of loans are for agricultural
related and non-agricultural purposes tend to have the largest whereas
those, notably IRDP, where crop loans predominate, have smaller average
loan size. Additionally the observed trend of BSBL to give quite large
loans regardless of purpose has resulted in the high average size of
loan for the institution ( 11% higher than Sonali and 34% higher than

average).

The table below looks at how many borrowers have taken more than
one loan from the respective institutions.

Table 10 1
INTENSITY OF BORROWING BY INSTITUTIONY
( INCEPTION TO JUNE'81)

Prgnort;ons of borrowers taking one oE more loans
Institution oan oans 3 or more loans

Agrani 47.7 40,3 12,0
Pubali 57.8 26,8 15.4
BSBL &/ 56.8 24,9 18.3
IRDP 58.5 24,6 16.9
Sonal{ 68.7 24,8 6.5
Rupali 66.6 18.1 15.3
Krishi 73.0 20,0 7.0
Uttara 74.8 14,6 10.3
Janata &/ 82.8 8.9 8.3
Average 63.5 25.2 1.3

Bource : Repeat and Multiple Horrowern Survey

3/ 01d outlets only.

2/ Due to limited data from few outlets, the proportions for
these two inntitutions may not be entirely accurate.

4/ Average loan by Ceptember 1981 at the two Deorm outlets of BOBL
was Tk 3688 and Tk 2338 and at Charkalibari outlet, Tk 2959 - an

per connultanta' field reports,
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Overall more than a third of borrowers at old outlets, opened
prior to July 1980, have taken more than one loan. A quarter hafe taken
two loans and just over 11% have taken 3 or more loans. This rattern is
followed by most institutions except Janata where less than 20% have
taken 2nd and subsequent loans. Agrani, Pubali, IRDP and BSBL perform
better than average especially Agrani where over half the loanees have
taken 2nd and subsequent loans. The cause of these variations is largely
because the borrowers at those institutions which disburse the larger
numbers of crop loans, which are short term ( 6-9 months ), can take
second and subsequent loans more quickly than borrowers whose loans are
for 1-2 years. Thus the variations do not signify that certain institutionas
and models are more or less accepiable to the borrowers. In any event
a longer time period than the 2-3 years of data available for this
table, would be required to observe trends.

Certainly as shown in the tables below there is no correlation
between intensity of borrowing and the time and effort needed by borrowers
to receive their loans.

Table 11
TIME TAKEN TOQ GET LOAN(IN DAYS)

% bc ~rowess taking % borrowers taking

Institution up to 14 days 15 days and more
Rupali 95.2 4,8
Krishi 92.0 8.0
Sonali 76.2 23.8
Argrani 75.9 24,1
Janata 71.4 28.6
Pubali 61.1 38.9
IRDP 54.9 45.1
Uttara 24,0 76.0
BSBL 1.9 98.1

Average 45,3 4.7
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Table 12
NUMBER OF VISITS TO OUTLET TO SECURE LOAN

Number of visits of borrowers )
Institution - 2 visits and above
Krishi 87.9 12.1
Rupali 87.1 12.9
IRDP 80,0 20,0
Uttara 80.0 20,0
Arrani 66,0 4.0
Pubali 61.2 38.8
Sonali 5“-'1 “509
BSBL 45,0 55.0
Janata 23%.8 76.2
Average 60,7 39.3

dgain the figures cannot be wholly reiated to model variations.
Though the sub-branch and village agent appear effective in getting
loans sanctioned quickly, Krishi outlet offices which are more remote
from the outlet villages, achieve equally good results. The other
factor which doea show up is how the group/co-operative lending models
have led to higher than average borrower costs.

Anoﬁhor factor may be the availability of staff to service
borrowers requirements and the institutions are ranked below by the
number of borrowers served by each full-time staff person whether loan
officer, assistant or village agent.
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Table 13
NUMBER OF BORROWERS PER FULL TIME LOAN OFFICER

No.of full-time losn

Institution No. of borrowers officers per outlet(average)

Krishi 369 2
IRDP 241 12/
Sonali 199 3
Pubali 190 ?2/
Agrani 137 = 205 2‘?&/
Rupali 165 2
BSBL 154 1 5/
Janata 126 1
Uttara 84 2
Average 202 - 216 -

Notes : 1/ Female Assistants not included

2/ Kvisal Bhaka-in-charge does much the same work as his
assistants; farm technologist not counted.

S/ Agrani has branch manager plus 1 or 2 assistants.

4/ Rupali loan officer not included as he does not have
& separate client portfolio in addition to those of
the village agents,

2/ Assistants only recently posted, therefore excluded

for the calculation.

Source : Computed from Monthly Financiai Reports and Institutions'
staff records,
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Again there is no obvious correlation. Krishi disburses loans
quickly to the largest number of borrowers, nearly twice the RFEF
average and 50% higher than the second ranked institution, IRDP.

It is the low volume, small portfolio models which take the longest
time to disburse loans. This is due to either problems in model
implementation and/or management deficiencies.

Table 14
PROPORTION OF TARGET GROUP HOUSEHOLDS BORROWING

No. of borrowers % of TeGe
Institution per outlet % households

Krishi 738 64,8
Sonali 598 56.2
Pubali 571 31,9
Agrani 410 46,0
Rupali 329 44,6
IRDP 241 59.6
Uttara 168 32.6
BSBL 154 45,0
Janata 126 48,0
Average 366 51.5

Krishi has by fnr the best performance both in terms of borrowers
and proportion of the target msroup reached, followed by Sonali. IRDP
resched a high proportion but the number of borrowers in amongat the
lowest., Pubali has roached a large number of borrowern nnd the smnll
proportion shows that the outlet areas have been too lanree. Arani has
renched a reasonable number of borr wern, However, Jannta, Uttara and
ESBL liave not reached a reasonable number o” horrowern.
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Several factors determine the volume in lending. First and most
important is the extent of information onm the demand for credit in the
outlet's (market) area. If the demand for credit is proven and the
volume is unsatisfactory then one or more of the probable causes are:
lack of an aggressive promotionad effort bty outlet staff to attract
borrowers; sanction of inadequate loans; poor loan servicing; cumbersome
application procedures; an extended time period to get loans sanctioned;
competition from other loan sources; too high an interest rate; and
often though not recognized, the hidden or indirect cost factors to the
borrowers, e.g. the time, inconvenience and travei necessary to cbtain
a loan. One factor attributable to group or cooperative lending is the
policy that a person must join a group or be a member of a group before
borrowing which can contribute to low volume of borrowing in areas where
this is imposed.

If one accepts that Krishi, Sonali, Agrani and Rupali have achieved
good lending performance, what if any of these factors have caused the
lower numbers of horrowers among the other institutions. Since such
factors as interest rates, loan sizes and application procedures are
largely similar gcross all models, two other major factors remain; the
time and effort to get the loan and the group concept. In the case of
Janata, Uttara, IRDP and BSBL all have group lending models of one sort
or another and all borrowers have taken a longer time taken to get loans
than other institutions. In the case of Rupali lending is to individuals
and the time taken is very comparable with other individual lending
institutions. Here the answer probably lies in the fact that some loan
officers are not full time and therefore unable to fully supervise the
village agents,
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Loan Recovegz

A loan becomes overdue when the date of repayment passes with-
out recovery. This may be the total loan or it could be an instal-
ment. The overdue loan total is the amount of loan principal which
has fallen due but which has not been repaid. The overdue losns are

measured as a percentage of the total principal loaned which has
fallen due,

The table below ranks all the jinstitutions by this meacure,
those with the lowest overdues being ranked first.

Table 15
PERCENTAGE OF LOAN AMOUNTS OVERDUE

% Amount overdue
Institution overdue Taka

IRDP 4,4% ( Tk 143,270 )
Agrani 5.8 ( 315,745 )
Rupali 6.1 ( 112,217 )
Krishi 10.4 ( 1,312,112 )
Sonali 13.4 ( 645,834 )
Uttara 16.3 ( 124,257 )
Janata 17.1 ( 301,271 )
Pubali 20.8 ( 661,026 )
BSBL 36.4 ( 1,252,305 )
All institutions 13.1 ( 4,868,037 )

The table® below show how delinquent are the overdue loans.
As an overdue loan hecomes older, it is increasingly difficult to
collect, the cost of such collection rises and the institution's
regerve for bad debt has to be increased., The institutions are
ranked by a combination of the highest level of overdue less than
3 months old together with the lowest level greater than 12 months
old.
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Table 16
AGEING OF OVERDUE LOAN AMOUNTS BY INSTITUTIONS

les§ than 3?6 6§12 Hort than

Instituion 2 _months months months 12 months
IRDP 81.8 16.8 0.7% 0.7
Pubali 74.8 3.0 14.1 8.1
Rupali 59.0 33.0 5.3 2.7
Krishi 50.5 23.9 12.3 13.3
BSBL 33.5 44,0 10.1 12.4
Sonali 49,7 13.5 15.6 21.2
Agrani 43,6 4.4 10.5 21.5
Janata 23.4 4,8 48.9 22.9
Uttara 14,5 1.6 6.5 77.4
All institutions 47.4 23.1 13.9 15.6

Table 17
AGEING OF NUMBER OF OVERDUE LOANS

% % 3-6 % 6-12 % 12 month
Institution 3 month months months and above
IRDP 82.8% 12.8% 3.8% 0.6%
Rupali 64.4 29.4 4.5 1.7
Pubali 74.4 4.2 12,3 Q.1
Sonali 64.6 1M.4 16,2 4,8
Krishi 63.6 16.1 8.7 1.6
BSBL 41.4 37.4 9.1 12.1
Agrani 47.1 21.9 1.6 19.4
Janata 271 1.6 33,0 38.3
Uttara 12.4 2.5 7.4 777

All institutions 5%.3 20.8 11,0 12.9
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In terms of ageing.the institutions rank almost the same by
volume and number of loans, butwhen considered alongside the rankings
in table No. 15, there are significant changes. IRDP continues to
be the best performer followed by Rupali. However, Pubali, one of the
poorer overall performers, shows marked improvement in that a high
propertion of its overdues are not old and stand a good chance of
recovery. BSBL shows a similar trend, whereas Agrani, although its
overall position is good, has over half its overdues greater than
three months eld and nearly a quarter over 12 months old,

The table below ranks the institutions during the life of the
project. Examination of trends in this fashion, rather than simply
the static picture presented in the table above, allows for more
complete observations.

Table 18
PERCENTAGE OF OVERDUE LOAN AMOUNT TO AMOUNT FALLEN DUE

% at Sept % at Sept % at Sept
5 80 0. 1951

Institution 30, 1979 30, 1980 30, 1981
IRDP 0.0 6.1 4.4
Agrani 0.0 4,7 5.8
Rupali 0.0 2.9 6.1
Krishi 36.3 10.3 10.4
Sonali 32.5 22.7 13.4
Uttara 47.6 27.7 16.3
Janata 2.1 25.2 17.1
Pubali 14,5 4.4 20.8
BSBL 0.0 37.8 36.4

All institutions 33.1 3.0 13.1
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In 1979, the overdues position was perhaps unrealistic as
the program was only just getting under way - hence the absence of
overdues altogether at some institutions. By September 1980, the
position appeared more stable at 13% and is the same in September
1981. Although there have been fluctuations in certain months,l/
the level seems to have settled around this figure . The overall
ranking of institutions is virtually identical to their current
position. However as can be seen there is room for improvement,
Two institutions,Uttara and BSBL have traditionally suffered from
hign overdues, whereas others notnably Krishi, Sonali have been able
to substantially reduce overdues.

Uttara too has made considerable efforts to reduce its high
overdue burden. Janata too,having allowed overdues to rise to un-
acceptable levels in 1980,has begun to reduce them, whereas Pubali
having reduced them in 1980, has allowed them to rise markedly in
the past 12 months. Three institutions have always had very low
overdues; Agrani, Rupali, and IRDI. In the case of Agrani one outlet,
Baligoan deviates from this trend and in its absence,overdues would
be less than 2% which is as low as one could expect.

In a general sense, what are the underlying reasons for overdues ?
Observational information from both borrowers and outlet ataff has been
collected rocently.g/ Not surpriningly ob:ervations from the two groups
vary. Borrowers tend to defnult either becnuse they lose confidence in
the outlet and feel that they are unlikely to get repent loans., Some
default becaune of the failure of the enterprine bhut irf they feel
confident about a repeant loan, they will go to somo lengthn tc repay
from other nources. Outlet ntaff think overdues are cauned by two
factoras enterprine fnilure boinr one and the necond being lazinesn
on the part of the borrowers,.

Y/ e.g. June'80 - 16%, Docembor '80 - 13%, June'81 - 11%

2/ Bociological Inntitutional Ourvey and Multiple Borrowers Survey
October, January, 1981,
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The group and cooperative lending models present a special
situation, in that often a momentum of overdues builds up parti-
cularly among non-homogeneous groups, and in those where borrowers
lose confidence in the outlet. This often spreads throughout the
samiti. Such reaction is hard to check, especially if the borrow-
ers know that subsequent loans will only be forthcoming when all
have repaid. This was the case with Janata. It is interesting
that Uttara's overdues were reduced markedly after the decision
was taken to allow groups to reform and exclude defaulters.
Uttara's latest figures up to November 1981 show overdues below
14%. If the Feni outlet is excluded (relations between manage-
ment and borrowers have always been strained at this outlet) the
overdue level dropsto around 4%. The IRDP has, throughout the
RFEP test period, had the best record for low overdues. Good
management at the TCCAs has been a factor as has been the educa-
tion efforts on borrowers to relate prompt repayment to assure
repeat loans. It is also likely that KSS membership has been
careful to exclude potentially higher risk borrowers. Very sig-
nificant is that thrue outlets, Chouddagram, Burhanuddin and Babu-
ganj account for 56% of IRDP lending and have less than 1% over-
dues, These outlets are largely rural, the KSS's are homogeneous
and management is good. The remaining 10 outlets, which have a
mix of rural and peri-urban populations, show an overdue level of
around 15%. Thus although IRDP shows good performance overall
the overdue position at many outlets is perhaps more comparable
to that found in the other group lending models.

The institutions lending to individuals generally have a
much lower level of overdue. The advantage is that the overdues
have less chance of building up in individual lending. Much of
the overdue is short term and this is may be that repayment periods
are too restrictive. If one excludes overdues less than 3 months
old, the overall position is around 6%. Most Bangladeshi borrowers
intend to pay and do so from other sources even when their enter-
prise fails.
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Lending institutions do not recognize loan defaults and
do not write off bad debts. While loan repayment may be delayed
for considerable periods of time, loans are for the most part
always repaid. The most important factor in loan recovery is an
agressive effort to collect loans when they fall due and not to
let any significant portion of the overdues age past three months.
Outlets where management has been good cverdues are negligible or
nil. These are Cadet College and Bhatra (Agrani), Gaibandha and
Rangpur (Krishi), Basan (Uttara), Ellenga (Pubali) and Kalihati
(Rupali). These clearly show that overdues can be reduced to
very low levels regardless of the model. This results from good
management and benking practice.
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Financial Viability

The bases for this part of the analysis are the tables con-
tained at the end of the section. However to illustrate aspects
of the text, certain summaries of these tables will be presented.

Table 19 1/
PROFITABILITY OF INSTITUTIONS
(12 months ending September 30, 1981)

Profitability,4
eliminating
2/ 3/ best/worst
Institution Actual Adjusted and new outlets
IRDP 8.0% 843% 6..1%
Krishi G4 5.9 3¢5
Sonali 3.2 4,6 1'3
Rupali 1.3 ( 0.4) 3.3
Agrani ( 0,1) 0.03 1.1
Janata ( 4.4) ( 1.5) 4.7
BSBL, ( 6.7) ( 0.7) 6e3
Pubali (10.9) ( 5.0) ( 6.6)
Uttara (23.5) (26.0) (30.5)
Average 16 b 2+9% 2.4%

Note: 1/ % profit (loss) of average monthly outstanding loans,
2/ Gee Table A,
3/ Gee Table B,
4/ ee Table C,

On an actual basis four of the RFEP lending; institutions are
viable, Thene are IRDP, Krishi, Sonall and Rupali,
agrani 1s very close to beiny financially vianble. Janata and BSBL
are losing money and Pubanli and Uttara have sustained heavy lonnes,

The situntion does not grently alter when interest ranton nre
adjusted. Rupalil takes a slight lonn becnupe currently five of ita
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seven outletss%giige 24% or above for loans (See Table E-vi). Agrani
makes a very/profit and Janata and BSBL become marginally viable,
Pubali and Uttara continue to sustain unacceptable losses,

The final column in Table 19 records what is happening at average
outlets more than 1 year old (and therefore well established). Under
these circumstances, all institutions except Pubali and Uttara are
profitable. This indicates that, if performance is consistent at all
outlets, most institutions could be viable notwithstanding the model.

Several factors affect institutional viability. These include
the spread between interest earned on loans and that paid for borrowed
funds, the reserve for bad debts, the aduinistrative costs and the
volune of lending,

Table 20 below looks at the spread of interest rates and the
institutions are ranked below by the size of their spread.

Table 20 1/
INSTITUTIONAL INTEREST SPREAD
Interest Interent
carned nid for
on loans orrowod
Institution macde fundsg Spread
Uttara 28,1% 12, 15,605
Krishi 20.5 0e5 1.0
Rupali 25,7 12,4 13.3
IRDP 22.7 10,0 12.7
Agrani 2%.6 12,0 1.6
3onali 18.8 1.0 7.8
Pubali 20.4 13.0 7.4
BOBL 25.4 18.4 7.0
Janata 19.3 13.0 6.3

Note: 1/ See Table A. Interont paid on navingo is ignored
in this table,
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Although two of the most profitable institutions, Krishi and
IRDP have a comparatively high spread, Sonali which is also profit-
able, has quite a low spread, Uttara the least profitable, has the
highest spread, although the other less vinble institutions BUBL,
Pubali and Janata do have quite small spreads. As the next table
shows these latter institutions would require interest rate spreads
somewhat higher than current ones to become profitable at current
levels of lending,

Table 21 :]-/
INTEREST RATE HEEDED TO COVER TOIAL EXPENSES

Spread required

 pate Sprend required to cover all
To cover ~11 to cover n}l coets lesns
Institution expenses exponueni/ reuerveg/
Uttara 51,8% 29, 3% 2 4 6%
Pubali 31.3 1842 8¢5
BaBL 3242 13.8 2.7
Rupali 44 12.0 10.5
Agrani 23.7 1.7 7.4
Janata 23.7 10,7 8e3
Krishi 14,6 841 6.2
3onali 15,6 4,6 1.0
IRDP 14,5 4.5 e3

Average 19.6

Note: 1/ Bea Table A,
2/ Ansumes fund conts romain the samo an in Table A,

It in intereating to note from the table nhove And Table ¥
that, when the renerve for bad debt in removed, the intersst rate
apread that in neaded, falls quite aharply partieularly for the less
profitable {nntitutions., The renerve for thene name institutions is
high, as the next table ahows.
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Table 22 Y,
RESERVE FOR BAD DEBTS AS PERCENTAGE OF TOTAL EXPENSES

Institution 2
BSBL 34, 3%
Pubali 31.2
Sonali 23.2
Uttara 22.4
Agrani 18,0
Krishi 13.1
Janata 10.1
IRDP 8.2
Rupali 6.1
Average 19.5

Note: 1/ Gee Table A,

Except for Sonali which hau n high reserve and Janata which
has n low reuscrve, there is o strong inverae relationship between
profitability nnd bLud debg roserve, where the lenst profitable
inatitutions, BSHL, Pubnli and Uttapa all have the highent
renerven,

Tho third fuctor to connidor in the cont of disburning lonns,
which the follawing talle proncnts in throee wayn; first tho cost
per loan distmrned; second the current proportion of conts and
third the proportion of income consumod hy these couto,
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Table 25 1/
ADMINISTRATIVE COST OF DISBURSING LOANS

Salaries and

allowances Salaries
Cost per loan as % of total etc, as %
disbursed costs less of income
Institution (Taka) reserve earned
Uttara Tk 293.6 60, 3% 85.7%
Janata 173.9 40,2 44,7
Pubali 113.5 379 40,0
Rupali 112.8 50.2 44,7
Krishi 72.2 7340 19.9
BSBL 62.7 10.9 9.1
Agrani 60.3 32.6 26.8
Sonali 57.0 20,0 12.7
IRDP 3245 21.1 12,5
Average 771 3046 22,5

Note: 1/ See Table A.

Here again the relationship is positively inverse, particularly
for Uttara, Janata and Pubali, Rupali's figures too are high.,
Equally Krishi, Agrani, Sonali and IRDP all have low costs in this
regard as does B3BI,

The final factor is the volume of lending. Interest on outstand-
ing loans is the sole nource of income from which to moet oxpennos
and crente a reserve for bad debt. ‘The table below shows the current
actual position of those institutions which are nustaining appreciable
losnses,
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Table 24
MONTHLY OUTSTANDING LOAN BALANCE REQUIRED TO
MEET TOTAL COSTS (ACTUAL BASI3) OF THOSE
INSTITUTIONG SUSTAINING LOSSESl/

Current monthly Average monthly % change in
balance of balance required monthly balances
outstanding loans to cover costs required to
Institution (Taka 000's) (Taka 000's) cover costs
Uttara 129 226 + 75.2%
Pubali 601 1,053 + 752
BSBL 388 452 + 16.5
Janata 306 322 + 5.0

Note: 1/ Based on Table E-i - E-ix covering outlets at least 12
months in operation.

Although in percentage terms the increases required may seem high
for som. institutions, the actual taka levels are not excessive except
perhaps in the case of Pubali where all outlets would have to achieve a
level of lending equal to that of some of Krishi's larger outlets (Gee
Tables E-i and E-v), Uttara could be profitable at low levels of
lending while Janata and Agrani would only need modest increases to be
profitable. BSBL would need to boost lending quite a lot but only to
levels well below those already achieved by Krishi, Sonali and even

PUbalio

Even at adjusted rates (See Table B) the analysis holds true,
though Uttara would need to further increase volume while BJBL and
Pubali would need smaller increases. Janatu would noed only a very
nmall incrense in volume,

Susmary:

Krishi and Sonali are profitable because their volume of lending is
high and other costs are low, and because Krishi has a 14% spread on



139

interest rates. This performance has been due to aggressive lending
and management policies rather than any special model features. Both
could become more profitable if overdues (and the resultant bad debt
reserve) were to be reduced to below 10%,

IRDP is profitable despite its much lower level of lending
because salary and administrative costs are low, as are overdues.
However, 56% of lending has taoken place at three outlets whcee over-
dues are less than 1% so far., FElsewhere the overdues are on avcrage
15%. IRDP is considered vulnerable to rising overdues givenm its volume
of lending which should be higher. While model features in terms of
low costs have assisted good performance, equally problems of group
formation are reducing lending.

Rupali and Asrani are currently marginally profitable snd need
increases in lending to be safely profitnble. Runali, despite a good
spread on interest rantes uand very low overdues, is marginal because
salaries etc. amount to 50% of all costs (less reserve) and absorbd
nearly 45% of all income earned and the volume of lending is not high
enough. Rupali has one of the highest per capita cost structures among
the institutions.Actually Rupali would be less viable if it had mobilized
less deposits as it is paying only 8.4% for these funds as opposed to
12.4% for borrowed funde. Agrani too has a reagsonable interost rate
spread and administrative costs are low, The age of overdueu incronses
its bad debt reserve, which together with the lower than expocted
volume of lending, accounts for Agrani's marginal viability.

Janata is incurring losses. It has the lowest interest rate spread
of any inatitution and although overdues are nigh, its bnd debt regerve
at 10% is only hnlf the average. But its low volume of lending renults
in high per capita coste nnd like Rupsli 45% of income im connumed by
salaries etc. While increased interest rntos on loans would help, the
most effective way to reach profitubility would be to increane tho
volume of lending, without substantial riseo in overdues or coatn, thus
spreading costs over a greater volune of lending.
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BSBL is incurring quite marked lcsses and would need a large
increase in interest rates to break even. While the interest spread
is low, BSBL's costs are the lowest of any institution. BSBL is
unprofitable because the reserve for bad debt accounts for over
one-third of total expenses. Only when this is substantially lowered,
through better outlet management, will BSBL achieve viability.

Both Pubali and Uttara are incurring heavy losses, especially
Uttara. Pubali has a low interest rate spread, high overdues
generated by the high volume of lending. A larger interest spread
would reduce losses. Overdues need reducing, as do per capita
administrative costs, as much as s rise in lending, il profitability
is to be attained. The prospects are not bright given performance
to date. Uttara, despite having the most generous interest rate
spread of any institution, allows 86% of income to be absorbed by
salaries. To this has to be added the reserve for bad debts. The
solution is to increase the volume of lending thus spreading ccsts
and reduce overdues but Uttara's performance so far shows this to be
unlikely.
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Savings

The table below ranks performance of each institution in
mobilizing savings,

Teble 25
SAVINGS AS A PERCENTAGE OF OUTSTANDING LOANS

Institution % of outstanding

Rupali 34.1%
Agrani 32.7
Janata 27.7
Sonali 133
IRDP 12.4
Uttara 8.9
Krishi 8.8
Pubali 3.8
BSBL 2.6
All institutions 12.9

Rupali has been most successful largely because its volume of
lending has beea low as has Janata's. Agrani should have been higher
if non-target savings had been accepted at all outlets, Krishi's and
Sonali's performance must be seen in relation to the very high volumes
of lending, while Pubali and BSBL demonstrate the negative effect of
not taking non-target deposits. The relation between non-target savings
and total savings performance is strongly direct.

All of the top three institutions mobilized more than three-quarters
of all savings form the non-target group, whereas Krishi, IRDP and Uttara
have collscted less than one third of savings from this source as the
table below shows.
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Table 26
NON-TARGET SAVINGS AS PERCENTAGE OF TOTAL SAVINGS
Institution %
Rupali 94,0%
Janata 78.1
Agrani 75.1
Sonali 41,3
Krishi 30,2
IRDP 26,9
Uttara 20.4
Pubali 0.0
BSBL 0.0
All institutions 53.3

This correlation largely persists in the ranking of institutions
by:-the taka amount generated at each outlet, the average account
size of all deposits and the average size of non-target deposits as
shown in the next three tables. Krishi and Sonali however rank higher
in outletwise deposits than they do overall due to the larger scale
of their operations, just as Janata ranks lower due to the smaller
size of its program.

Table 27
AVERAGE AMOUNT OF SAVINGS PER OUTLET

Institution Amount ‘Tnknz

Rupali 149,894
Sonali 141,956
Krishi 111,563
Agrani 106,165
Janata 60,604
IRDP 32,282
Pubali 27,985
Uttara 12,357
BSBL 8,108

All institutions 71,406
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Table B Table 29
SIZE OF AVERAGE DEPOSITS (TARGET AVERAGE SIZE OF NON-TARGET GROUP
GROUP AND NON-TARGET GROUP ) DEPOSIT
Institution Amount (Taka) Institution Amount (Taka)
Janata 729 Rupali 3,766
Rupali 401 Janata 3,213
Agrani 322 Agrani 2,516
Sonali 264 Krishi 1,668
Krishi 254 Sonali 694
IRDP 89 Uttara 382
Uttara 75 IRDP 98
Pubali 49 Pubali o
BSBL 40 BSBL 0
All institutions 220 All institutione 1,161

The picture changes somewhat when the institutions are ranked by
the average numbers of depositors per outlet for both target and non-target
depositors.

Table 30 Table 31
NUMBER OF DEPOSITORS PER OUTLET NUMBER OF DEPOSITORS PER OUTLE?T
TARGET GROUP NON-TARGET GROUP
Institution Number Institution Numberp

Pubali 562 IRDP 89
Sonali 453 Gonali 84
Krishi 439 Rupali L Y4
Rupali 336 Agrani 31
Agrani 297 Krishi 20
IRDP 274 Janata 1%
BSBL 203 Uttara ?
Uttara 158 Pubali 0
Janata 68 BSBL o

All institutions 289 All institutions 33
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Perhaps surprisingly Pubali has the largest number of depositors
per outlet. This is because its volume of lending is large and sevings
are compulsory which even though,as shown in the sociologists’ report,

tends to lead to much smaller levels of deposits. Krishi and
Sonali again rank high as a result of the volume of their operations.

However when one turns to non-terget deposits, IRDP and Sonali
have the greatest number cf such depositors, while Rupali, Agrani and
especially Janata have very few depositors, which leads to the high
size of account observed earlier. These two factors, when taken together
support an observation seen at certain outlets. There appear to be two
distinct types of outlets in terms of the number of such depositors
and the size of their denosits. In 1981 at Baidder Rnzar, Jnnnta,the
size of deposits has viried between Tk 12,747 and Tk 23,290 with a
maximum of 14 depositors. Similarly at Cadet College, Arrnni the size
has varied from Tk 4,709 to Tk 12,028 with a maximum of 65 depositors.
On the other hand the figure for Tangail,Krishi hans declined from
Tk 9,344 to Tk 1,850 with the depositors reaching 410 and at Kalihati,
Rupali has varied from a minimum of Tk 3v317 up to Tk 4,670 with a
maximum of 120 denositors. There may well bo two types of depositors
using the facilities. The first of these may be a businessman or other
enterepeneur who unes the account to keep gsurplus funds until required
for inveatment. He keepa sufficient cash thnt the interent enrned is
srgnificant even over quite short periodn. For such a person, the
institutional deposit nccount in a normal part of businens operations.
The necond pernon mny be n farmer or n petty treder who ulthough not
in the target rroup, looks upon the deponit account sa n way of accumu-
Inting recourcen either for nome future nnjor inventment or nn nocurity,
fiuch puople would make regulnr deponite into their nccount which would
not normally be henvily drawn upon. Huch people would include the none
target. wonon nnd others expronnly {dentifijed by Krishi in their nnvings
program uning femnle outlet assintunts,



145

On the evidence so far it appears that it is the latter person
who is better suited to this program as the former's behaviour can be
volatile., #» Cadet College and Baidder Bazar deposits have fluctuated
sharply from month to menth which suggests that reliance on a few
large accounts may not be entirely prudent from a finencial standpoint,
This is offered more as a comment than a series of definitive con-
clusions, The behaviour of non-target denosits needs to be observed
over a lemger period before any conclusions can be drawn. Factors such
as seasonality also need to be considered. However the observations
appear to be significant enough, even at this stage, %o be worthy of
some preliminary statement,

Finally, if one recalls that prior to RFEP only 11.3% of target
group households saved, it is instructive to examins the proportions
now doing so in the outlet areas.

Table 32
PERCENTAGES OF T.G. DEPOSITORS
% prior ﬁ%/ % currently
Institution RFEP in RFEP
IRDP 21,5 59.0
Rupali 1.4 49.9
BSBL 13.0 48,2
Sonali 16.1 32.8
Krishi 9.9 331
Agrani 7.0 29.4
Pudbali 8.3 25.3
Uttara 4.8 24,5
Janata 27.8 2.4
A1l institutions 11,3 40,6

Bource : Baneline Survey - 0l1d outlet areas,
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Overall, about four times as many target group households
have been brought inte the network of institutional savings than prior
to RFEP. All institutions have performed well except Janata which
seems to have decclined. The reasons for this are unclear but the
figure of 27.8% prior to RFEP is high compared to the average then.
The biggest gain has been of Rupali followed by BSBL and Krishi., The
average size of target group deposits is small, although they account
for a high proportion of savings generated under RFEP, largely because
of the inconsistent performance by many institutions in mobilization
of non-target deposits,

The absence of any savings models under RFEP, except for Krishi's
innovation which is just getting into full atride, means that one can
only evaluate institutions. Although considerable numbers of deposi-
tors have joined the program, it is only those institutions which have
mobilized non-target denosits that have made any serious attempt to
finance RFEP operntions from locally generated sources. Rupali, Agrani
and Jannta stind outsnot as a result of any special schemes but simply
& conacious effort by outlet staff to attract non-target deposits.
Krishi's new innovution using special denosit assistants is beginning
to look promising. It was estimaoted by the previous consultants that
a total of Tk 6,385,000 could be generated in savings under this
project.l/ Po date Tk 6,263,000 has been modbilized amounting to less
than 13% of the capital currently employed ( i.e. loans outstanding).
Threec institutions have done better than average and

certain outlets have far exceeded this figure.Obviously
savings by the borrowers cannot finaonce their credit demand but the
genernstion of their capital demunds from newly tupped locally available
gources ( the non-tnrget Rroup) could genernte, first much more than has
beon the cane in the past and second a large if not major portion of
the osumn required to finance target group credit demund.

A/ Second Evnluation Report of 15 April 1980, Chaptern 7.8,
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Overall Model Evaluation

The original project envisioned that by testing specially designed
rural credit systems (models) which were proposed by nine Bangladesh
credit institutions that one, more than one or a combination of these
would provide the answer to the best method of furnishing rur: credit
and mobilizirng savings among a target group of rural poor,

The Models

The models approved for implementation were :

1. Bangladesh Krishi Bank - Budret line of credit or nermanent number,

The oripinal key model fentures were that all lezitimate cash
needs, both productive and non-productive, will be met. An annual
family buiget will be used to establish cnsh needs and cash surplus
and a permanent number will be assigned to each loanee which will
fncilitate follow-un loans without lengthy invastigntion,

1
During a mid-project review, it was determined that Krishi Bank'se

"burlgeted line of credit" fenture had not been meaningfully tested
and the feuture should be effectively demonntrated or dropped,

This nituntion has nnt chanpged and the budget line of croedit
is not being fully implemented. The permanent number concept was
not implemented. In effect the Krishi Bnnk has made loans on an
individual basin, hnn made more lonnn than Any other bnnk and is,
from an inatitutionnl baois, nlmont fully vianble. A recent innn-
vation haa seen the introduction of femnle navinezs antintants,
which sermn a promining approach. Howover thers can be no meaning-
ful evaluation of the model per ne.

4/ Tho review referrod to here and for anll models in PIL 15 of 30
July 1980,
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2. Sonali Bank - Agricultural Credit Sub-Branch (Krishi Shakha).

The original key model fentures were to establish Acricultural
Sub-Branches ( Krishi Shakhas )y located iy village centers normslly
some 5-7 miles from the bank's regular branch. The Sub- Branch
opens on market days. The rust of the week, the sub-bank officer
spends promoting the program and supervising borrowers. A farm
technolorict visits Sub-Branches once a month. A village advisory
council is formed by the sub-branch officer.

During a mid-project review,it was determined that although
the village credit advisory committees had been succeasful in
many respects, they over-represented non-target group interests
and turget group representation on the committees should be
stroengthened,

The advisory council has been replaced by profension baaed
advisory pgroups of borrowers. Except that the farm technologint
has not made nny mensurnble impact and some Sub-Branches do not
have lonn nanctioning outhority, the model hus been avccosnfully
implemented nnd cnn be evalunted. The financinl performance of
Sonnli bnnk as an inntitution has been good.

3¢ Jonata Bank - Area Development.

The oririnal key model feature wan’zgopt An area development
approach conninsting of n village or clunter of villagen., This was
to accommodaute the comprehennive ecredit needs of various atrnta
and occupations of poople in the project smrea, irresnvctive of
target group ntntun, with emphanis on community development,

During » mid-project review,it wns determined that )little
"urea developmant" nctivity had occurred outnide the normnl RFEP
cradit/snvingn nctivities. The whole concept should be reviewed
to dotermine whnt kind of nctivitien nre renlistically within the
bank's capability. These nhould be npecified and nppropriute
resources allocated.



4.

Se

149

Prior to RFEP, Janata Bank experimented with group lending
and in the course of project implementation, this concept
was adopted to become the primary fe:ture of lending. The area
approach has not been tested to permit any meaningful evaluation.
Implementation of group Jending also has not been succossful .As
an institution Janata's performance has been only fair in terms
of financial viability.

Agrani Bank - Small Farmer Service Center

The oririnal key model feature was to satablish an agricultural
service center sponsored by the bank's branch where borrowers can
purchase production inputs and receive some technicnl guidance.
The branch makes loans to tarzet group households both in cash and
in kind, the latter through the service center nnd if necesanary
can recoive repayments in kind throueh the center,

During a mid-project review, it wan determined thnt the Bervice
Canter concept had not proven workable in practice snd nshould bde
subntuntiaily redenivnud or eliminated,

With the exceptiorn of one outlet (Cadat College), the norvice
center hare been dropped, Even ut thin outlet, the canter in a amall
ntore “hnt nells some inputn with no capnbility to provide any
techinicnl guidance to borrowern an onvinioned. At other outletes,
local input denlern nupnrly inputm an necded., The dincrete nodel
hns not been teanted and cannot bhe avaluated, though an an insti-
tution, Agrani's performance has been quite creditabdle,

Pubali Bunk - Banker an Ombudsman

The original key model features were that the loan officer
ferven not only na a credit officer but alno an referral pgent
capable of arvanging mervicen from the locnl agriculturnl extension
agent, rurnl health office, etc., an needed by borrowera., l.oans
will be givan baned on a fumily budget,
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During the mid-project review, no specific comment on the
model was made. However the original consultants determined that
the ombudsman role was not being carried out as it seemed beyond
the scope of the institution. The family budget approach was
initially tried and abandoned as difficult and time consuming,

It was replaced by loan sanctioning based on a nroduction plan
for the enturprise. This approach has persisted and the discrete
model cannot therefore be evaluated. Pubali is offering a service
almost identical to that of Agrani Bank. As an insiitution it has
achieved 2 high level of lending but it has not “een viables

Rupali Bank - Village Agent

The original key features were that,at each site,the bank will
attempt to bridge the gap betwuen its branch and small farmers by
commianioning a knowledzable and respected villager as its agent,
Knowineg and being knownrto the villagers, the agent will identify
smRll farmers capnblo/utilizing and repaying loans, assist them
in completing simplified arplications, refer them to the branch
for lonn approval and disburnement ard sae that repayments are
pade an achcduled, For timely recovery of loans, the village &gent
will receive 3% commisnion of the recovored amount, in addition
to his monthly pay of Tk 300,

Periodic roviews have nhown that implementation hes cloaely
conformed to model denign. Comminsions have heen paid to village
ngents an have interesnt rebates to borrowere for timely ropayment
of loans. As an inntitution, Rupali has been viable and both model
and inatitution can be evaluated.

Uttara Bapnk - Group Lending

The original key fenturs of group lending was to be character-
ized by piving loann to individual members of voluntarily formed
groups consisting of around 5 members. Each loan would be Jointly
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and severally guaranteed by the other members of the groups
Groups need not to be homogeneous. Interest rebates of up to
4% were to be offered to borrowers for timely repayment of loans.

During a mid-project review, it was determined that group
lending under this model had been slow and recovery unsatisfactory.
Uttara should identify and attempt to correct the problems in
their extension plan and consider emulating the features of the
Grameen Bank Project.

Until recently, implementation has conformed to model design
except that certain key elements of group formation and adminis-
tration are wanting, which is reflected/ gadoquate loan recovery.
However, now groups have been allowed to reform to exclude defaul-
ters in order to get subsequent loans which negates the key feature
of the model and the institution continues to be non-viable.Interest
rebates have been offered at only one outlet.

RDP/BSBEL, - Cooperative lending

Both !natitutions established the same model. Its original key
fentures were that only primnry society (KSS) members are eligible
to receive loans, Commissions to K55 and K85 managers for recovery of
loans will be paid and a specified rebate on interest charged will
be offered to borrowers for timely repayment of loans. Primary
consideration would be given to establishing societies of ghare-
croppersa, landless laborers and women.

During a mid-project review, it was determined that the cocpera-
tives had beun severely restricted in reaching beyond their member-
ship to the target group,although both inatitutions had recently
taken major nteps to expand membership.

Expanded membership has been partially successful in the case
of IRDP only. Both cooperatives have failed to recruit substantial
numbers of the special target group persons envisaged, expect for
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some IRDP outlets. The model has only been partially carried

out by IRDP and hardly atall by BSBL. This negates an attempt

at evaluation of the model, Financially, IKDP has been the most
profitable of all institutions under RFEP, while BSBL has sustained
quite large losses.

Implementation

The previous consultants recognized in mid - 1980 that while 1
eight models had been identified, there were only four discrete models,
In reviewing this, the present consultants are of the opinion that,
for practical purposes, there are and have been only three models in
operation during RFEP, They are:-

1. Group lending - Janata, Uttara
2. Co-operative lending - IRDP, BSBL
3. Individual lending - Krishi,Sonali, Arrani ,Pubali ,Rupali.

Group lending and cooperative lending remain dincrete, though
they share a principal feature that borrowers belong to a group. Uttara,
by allowing groups to reform and lending to individuals, has divergod
from group lending.

Of the five remaining inatitutions making individual loans, only
Rupali continues to use its original complete model concept of theo village
ogent. The credit extension and loan recovery procedures followed by all
these five banks is more or less the same. Krishi, Bonali, Agrani and
Pubali Banks take loan applications in the villagen or at outlet of’ices
and they also pursue loan recovery in the villages. Agrani, Pubali end
Rupali operate from their exiating branches which are close to the client
villages. Consequently, they serve the same purpose as the Krishi Shakha
of Sonali. The similarities are enhanced bocause Sonali sub-branches are
not fully independent from existing regular branches and some Krirshi
8hakhas-in-charge have not been given loan nanctioning nuthority. Krishi
Bank outletn, although further removed from the villages merved, do
compensate through regular field trips to the borrowers villages.

A/ Bee August 1980 Pinal Report, Chapter VI
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Further, Pubali's and Agrani‘'s key features have not been
implemented. Krishi's budget line of credit is less of & delivery
system than a technique for determining credit needs of a borrower,
Thus these five models can be considered as one.

Group Lending

The group approach, which is analysed in detail in the chapter
on group lending, has not been successiul. Uttara's model is a failure.
Only 3 or 4 of Janata's 41 outlets are viable or near viable. At both
institutions' outlets, the volume of lending has been generally low
and overdues high. Borrower transaction costs have been much higher
under the group approach than the other approaches. Both Janata and
Uttara have sustained losses and it does not appear they can reach
financial viability at present performance levels. Only Janata has
mobilized a significant amount of savings.

Cooperative Lending

The cooperative system has not been too effective. Consaidering
its low cost structure and subsidized administrative cost, it is more
viable than group lending, particularly in the cane of IRDP. IRDP's
performance is greatly enhanced by excellent re:ults in 3 outlets which
account for 55% of lending. BSBL's very poor performance is due to
inadequate supervinsion nnd manamement at all levels, inefficiency in
implementntion and delayn in loan disburaals. The incidence of malpra-
cticon at the primnr* nocicty level has discouraged many actual and
potential borrowurnw-/ Excopt for some IRDP outlets, the cooperatives
have failed to enroll the landlesn, wnge labourers and women. Neither
inatitution has nuccessfully mobilized a large volume of sanvingn deponits.

A/ B8ee Sociological Observations
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1
It has also been reported by the Social Anthropologist that

many group lending and cooperative borrowers do not like their respective
approaches. Even where borrowers have expressed satisfaction with the
services offered, they have also said they would prefer to obtain loans
as individuals,

Individual Lending

All five of the individual lending models have reached a substan-
tial number of borrowers, more than either of the group or cooperative
models. Overdues are quite low except at Pubali Bank. Although Krishi
Bank has reached by far the largest number of borrowers per outlet, its
staff are believed to be over extended. Transaction costs for the
institutions and borrowers have been low except for Rupali and Pubali.,
Four of the five institutions:- Krishi, Sonali, Agrani and Rupali are
either viable or very nearly so. A small increase in the volume of
lending would quickly make the two marginal institutions viable.
Pubali's high overdues and high administrative costs indicate it is
unlikely to achieve viability at the present level of performance. Only
Rupali and Agrani have mobilized a significant amount of savings.

Loan Sanctioning

There have been two bases for loan sanctioning:- 1) Family budget
and 2) Production plan, Because the former has not been fully
implemented by Krishi Bank and dropped by Pubali Bank, it is difficult
to quantitatively assess the comparative merits of the two approaches.
However, as a technique, the family budget is a good basis for appraising
credit needs of the smnll target group borrower and his credit worthiness,
because it takes into account the family's whole economic circumstances
and annusl repaying capacity. The production plan per se, only considers
the entorprise to be financed and the loan officer may faoil to consider
the full effects of the loan upon the borrower's circumstances.

J/ Bee Bociological Obscrvations
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Conclusions

Nc single model and no single institution can be considered to
have met all the criteria which would Justify its replication.

Group lending has not been effective and there seems to be little
point in persisting with it any further. Group formation and maintenance
of group soliderity is a specialised, time consuming and costly Jjodb
which lies outside the usual scope of banking and credit. Janata's
successful outlets should move to individual lending with new borrowers.
Existing group borrowers should be converted to individual borrowing
in phases so as not to undermine any comnunity spirit already generated.
If group lenders wish to continue with group lending, they should be
permitted to do so,but without further project incentive.

The cooperatives shculd have a continuing role, because they
have already a comprehensive nation-wide network of branches., Care should
be exercised in establishing mixed groups of traders, rickshew pullers
and others given their poteantial lack of cohesion and tendency towards
default., Rural based agricultural groups appear more stable and should
be fully supported. The most important service that the cooperatives
could perform is to organize conscrvative and d.sadvantaged groups such
as women, landless and wage laborers who. as individuals, are less likely
to borrow and who would benefit most froa the cohesion of a group. To
achieve success the cooperatives need tc (1) step up efforts to motivate
people to join the KSS's so that an adequate volume of lending can be
achieved and (2) delegate loan sanctioning to a lower level so that loans
can be disbursed quickly. In the case of BSBL, a complete and thorough
overhaul of menagement structures is needed without which further invest-
ment in any follow-on project would be difficult to Justify,

Analysis to date indicntes that the combinntion of rural bank
outlets, village agents and a budget line of credit for borrowers is the
best system for replication. These appeur to be the better aspects of
the five RIEP models using individual lending as the principal,
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The essential features of such a system should include:-

a) Outlets located near the villages served, with fully
independent status. As much work as possible should be
conducted in the field and not in the outlet office,

b) The operational area of each outlet should be such as will
assure an adequate number of target clients but not too large
80 that either staff cannot maintain contact with borrower
clients or borrowers face lengthy journeys to the outlet
office.

c) Each outlet should be properly staffed by a well trained staff
with adequate pay and performance incentives,

d) The family budget, establishing a line of credit for each
target group household , should be uniformly adopted. Once
the line of credit 18 established, the loan disbursement
procedure should be simple - just a request for a loan,
stating the purpose~and the loan can be sanctioned instantly
on the basis of the credit limi: previously fixed,

e) All staff should mobilize voluntury savings from target and
non-target depositors. As Rupali staff have shown this can be
done without special programs.,

Outlets of sll lending institutions, which are either viable or
nearly so provide an excellent buse to begin implementation on the above
lines. However, a syatem in only as good as its manngement and to achieve
success, adequate training, good supervision and head office support
are esnential,
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Evaluation of Institutional Psrformance:

Methodology & Indices

Evaluating institutions objectively on the basis of their
performance in any one area is a relatively straight forward
exercise. Difficulties arise, however, when an effort is made
to rate the overall performance of the institutions. How do you
compare two institutions, for example, the first of which excells
in one area, the second in another ? It is a problem that cannot
be solved without some measure of methodological autocracy. The
problem, however, is formally indistinguishable from one that is solved
routinely throughout the world by educators who are asked to compare
the overall performance of students who excell in different areas.

Our system for evaluating the overall performance of the
nine institutions in the RPEP will be strictly analogous to the
system used to rate the overall performance of students at many
colleges and universities throughout the world. We will assign
each institution gradesfor its performance in each of three areas.
The grades correspond to numbers, permitting the calculation of
the grade point average for each institution, which becomes a
measure of its overall performance. The institutions may then be
ranked by their grade point averages.

We begin the evaluation process by determi 'ing the areas
in which we will grade the performance of each institution.
Secondly we define guidelines for assigning grades in each area,
and, finally, we compute the grade point average. We note, again,
that there is an irreducible quantum of subjectivity in any grading
system. We will try to minimize the dintortions introduced through
subjective judgments by highlighting the pointn at which they enter
our calculations,

In the first place, there is the actual assignmont of the
grade. Although in each area we will refer to objective, quanti-
fiable indices of performance, the indices themselves do not
assign grades. To insure maximum objectivity here we will make use



158

of whatever natural tendency toward grouping the indices nay
exhibit. Secondly, a large measure of subjectivity enters in the
assignment of weights. In the universities' case the weighting
problem is solved by assigning "credit hours" to the various
courses and activities to be graded, a system which reflects less
the amount of time and resources devoted to the various persuits
than some consensus as to their value.

For our purposes we will solve the weighting problem by
assuming that the activities and results we are grading, being
interrelated and interdependent, are of equal weight and value,
Anyone who feels that certain areas or activities are more impor-
tant and hence should receive more weight is referred directly to
the individual indices on which the composit index is based.

The three areas in which we will grade the institutions
correspond to the three characteristics of the successful model
described in the project paper. Such a model should,(1) extend
credit to be target group, (2) it should be financially viable,
and (3) it should be capable of generating additional capital
for further lending by mobilizing local savings.

To measure the performance of each institution in extend=-
ing credit to the target group we must make use of two indices,
the first being the average number of loans extended per branch,
and the gecond, the percentage of the target group in each area
serviced by the institution. The use of two indices is mandated
by the fact that the size of the population served by individual
outlets varies considerably; the use of either index alone would
bias results in one of two opposed directions, either in the
direction of outlets operating on a large population bass, or
toward those operating on smaller ones.

A grade will be ansigned on the basin of each index, and
the averngo of these two grades will be the grade for the insti-
tution in the aren of extending credit to the targot group. For
exomple, Iubali Bank in unnigned an "A" on the banis of "avernge
number cf louns per outlet" and n "D" on the banis of the percen-
tage of tho target group serviced in its area. An "A" is worth
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points, and each succeeding letter is worth one point less.
Pubali's grade point for this area is thus calculated as follows:
4+"-5. 5/2-2.5.

In the area of financial viability a single index will be
used as a basis for assigning a grade, the most natural index
being the rate of profit or loss for each institution expressed
as a percentage of its average monthly balance of outstanding loans.
The calculation of the rate of profit or loss includes a reserve
for bad debts, and thus also reflects the institutions performance
on collection of loans,

For savings mobilization a single index is also employed, it
being the ratio of savings mobilized to total loans outstanding.
Since both numbers used to construct this ratio snould correlate,
other things being equal, with the size of the population served
by the outlets, no bias is introduced in favour of either large or
small outlets.

Extending Credit to the Target Group

The two indices used to measure performance in extending credit
to the target group are presented in the accompanying table.

Table 33

TWO INDICES OF I'ERFORMANCE IN THE AREA OF
EXTENDING CREDIT TO THE TARGET GROUP

Average No. of % Target Group Grade Point
Loans per Outlet Receiving Loans Averago for
Extending Credit

Institution Index Grade (Points) Index Grade (Points) to Target Group

Krishi 1,170 A 4 64.8 A 4 4

Sonali 787 B 3 56.2 B 3 3

Janata 199 E 0 48,0 c 2 1

Agrani 651 C 2 46.0 C 2 2

Pubali Y65 A 4 3147 D 1 2.5

Rupali up3 D 1 44,6 C e 1.5

Uttara 235 E 0 32.6 D 1 0.5

IRDP 496 D 1 59.6 B 3 2

BSBL 201 E 0 45,0 C 2 1
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It will be noted that both indices show a tendency toward
clustering or grouping of the scores, which objectifies somewhat
the assignment of grades. There is a fair degree of correlation
between the two indicesn, that is, performance as measured by one
index tends to be a good predictor of performance as measured by
the other, but there is enough variation in the two indices to
Justify using them both as a basis for assigning each institution
a grade in this area,

Financial Viability

Turning our attention to the question of assigning grades
in the area of financial viability, a certain tendency toward
clustering of scores is visible here as well.

Table 34
FINANCIAL VIABILITY

Institution Index Grade Points

IRDP + 8.0 A 4
Krishi + 6.4 A 4
Sonali + 3.2 A 4
Rupali + 1.3 A 4
Agrani + 0.1 B 3
Janata - 4,4 C 2
BSBL - 6.7 C 2
Pubali -10.9 D 1
Uttara -23.5 E 0

The four inntitutions that showed income groater than
oxpenses were automatically asnigned "A"s, and one marginally
viable inntitution was aosigned a "B". Two inntitutions which
reported moderate losnes were annigned "C"o, and Pubali, with
a lons equal to nlmont 11% of its monthly averange of outntnnding
loann, received its necond "D",
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Savings

Turning to the index of performance in the area of savings
mobilization, the scores are relatively well spread out over one
order of magnitude, but we perceive a grouping of couples in the
"A", "C" and "D" ranges.

Table 35

SAVINGS MOBILIZED AS
PERCENT OF LOANS OUTSTANDING

Institution Index Grade Points

Rupali 34,1 A 4
Agrani 32.7 A 4
Janata 27.7 B 3
Sonali 133 C 2
IRDP 1244 C 2
Uttara 8.9 D 1
Krishi 8.8 D 1
Pubali 3.8 E 0
BSBL 2.6 E 0

Synthesis

In table 36 we combine the three indices to get a composite
score and a grade puint average. Rupali emerges as the best
performer according to this grading scheme. Krishi und two other
nationalized commercial banks are tied for second place, and the
IRDP is in third. On the basis of its commanding performance in
the two arean of extending credit tc the target group and financial
viability the Krishi bank should have emerged at the head of the
list, but its poor performance in savings mobilizntion pulled
down its grade point average considerubly. However, the strong
upward trend observed in tho mavings to outstanding loan ratio at
Krishi suggests that this large agricultural bank may overtake
Rupali an the best overall RFEP performer in the months uhead, as

measured by this nyntenm.
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Table 36

COMPOSITE SCORES AND RANKING OF
INSTITUTIONS BY GRADE POINT AVERAGE

Credit to Savings rinancial Composite gg;g:
Institution Target Group Mobilization Viability Score Average
Rupali 1.5 4 4 9.5 3.17
Krishi 4 1 4 9 3,00
Sonali 2 2 4 9 3.00
Agrani 2 4 3 9 3.00
IRDP 2 2 4 8 2.67
Janata 1 3 2 6 2.00
Pubali 2.5 0 1 3.5 1.17
BSBL 1 0 2 3 1.00
Uttara 2 1 0 3 1,00
Commentary

It should perhaps be emphasized at this point that this system
of grading wns devised to allow us to compare the overall performance
of one institution agninst the performance of others. The RFEP is an
exporimental preject, casigned to investigate differences in the
performance of different models. An average of these scores, therefore,
has little meaning ao an indicator of the overall performance of the
project, and should not be so used.




TA3LE A

SUMMAKY OF PARTICIPATIXNG INSTITUTIWS PROFIT/LISS ESTI MATES
12 MNTHS (OCTOBER 1980 THROWH SEPT'1981)
(TAKA IN "000) ACTUAL BASIS

Krishi Sonali Janata Agrani Puwali Rupali ktara IRIP BSBL Awrage
Income Eamed 3.15 1,35% »6 760 450 58 161 666 9% 960
Operating Expenses
laterest paid
On savings 73 72 28 21 8 62 4 23 -0- 2
On Sorrowed funds 866 656 197 316 1 166 66 259 663 k]
Salaries 624 198 177 204 196 2® 138 8) 85 216
Cther ¢ penses 3D 65 » 8% 12 9 21 29 x <]
Sw-Total 1,893 991 438 625 517 %76 229 L 780 05
Reserve for 3ad Debts 285 299 &9 137 234 31 66 » &7 171
Total Operating £ xpenses 2,178 1,290 487 762 751 507 295 429 1,187 876
Net Profit (Loss) 957 264 (91) (2) (261) 28 (13%) 237  (248) 84
A thly bal f
oEstanding loms 1,938 8,282 2,053 3,216 2,403 2,081 510 2,953 3,690 &,465

-

2 profit (loss) of awrage
month lvy okstanding loans 6 &2 .22 (%.43) (0.1) (10.92) 1. X (23.52) 8.0 (6.72) 1.92

Awrage nonthly balance of
outstanding loams nceded to
cower total operazing e penses 10,625 6,82 2,521 3,228 3,681 1,973 1,050 1,0 4,673 4,056
Salaries and allawmces x

2 of operating costs, less
reserw 33.0% 20.02 &0.42% .62 37.92 50.22 60. 3 21.12 10.92 X.62

Reserwe for 8ad Debts a5
% of total operating

e penses 13.12 23.22 10.12 18.02 31.22 6.12 22.42 8.22 %.R 19.52
Interest rate necwd Lo cower
total cperating cxpenses 15.62 15.62 23.72 2.2 3. R 24.42 51.82 14.57 X.27 19.62

Inzerest rate oeceded to cover
operatiag ¢ penses, less
rese rve 12.72 12.02 21. R 19.42 21.5% 22.92 &0.22 1.} 21.12 15.&2

€9



TABLE B
SUMM\KY OF PARTICIPATING INSTIT LYIONS PROFIT/LOSS ESTIMATES
12 MONTHS (OCTGBER 1980 TMROUM SEPT.'1981) ADJUSTED BASIS®

(TAKA IN 000)
Krishi Sonalf Janata Agrani Pwbalfl Rwpall ttara IRIP BSBL Awrage
Income Eamed (ar 243) 3,657 1,24 L24 172 577 500 137 208 888 1,041
Qperating F wpenses
Izaterest paid
On savings (at 122) 138 138 47 0 11 8 .5 43 11 61
On dorroved funds (ac 102&) 1,39 627 145 277 243 140 56 27 378 »3
Salaries 624 197 an 203 196 2¥® 138 83 85 216
Other ¢ penses 3D 65 » 84 12 9 20 29 K 4 69
Sw-Total 2,891 1,027 &05 634 462 &77 219 L27 506 7»
eserw for Bad Debts 285 299 &9 137 234 ) § 66 k ] &7 171
Total operating e penses 2,77% 1,06 454 7 696 508 285 462 913 910
%et Profit (Loss) 881 378 (X) 1 (119) (8) (148) 246 (25) 111
Awrage mont:ly balance of
cutstandiag loms 14,938 8,28 2,053 3,216 2,403 2,081 5720 2,953 3,690 4,465
< profic (loss) of awerage
mnthly owstanding loans 5.92 4.6 (1.5) 0.0 (5.02) (0.K) (26.02) 8.2 (0.72) 2.92
Awrage sonthly balace of
oxXstanding loms needed to
cower total operating expenses 11,567 6,314 2,162 3,212 2,900 2,117 1,187 1,925 3,804 3,72
Salaries and allowances as
X of operating costs, less
reserwe 25.12 19.22 L2 Q.02 L2.42 50.12 63.02 19.42 16.82 29.22
Feserve for Bad Dedts as 2 of
total operating empenses 0.} 22.52 10.x 17.%2 33.62 6.12 23.22 7.6 44.62 18.%2
Interest rate needadto cowr
total operating e penses 18.62 16.02 22.12 24.02 29.02 24.42 50.02 15.62 24.7% 20.4%
Interest rate needed to cowver
operating e penses, less
Teserwe 18. 72 12.42 V.2 19.72 19.22 22.92 38.& 16.52 137X 16.52

* Interest rates adjwsted to: 242 charged on loan; 122 paid on savings ; 10%2 paid on borrowed funds.

o1



TABLE C
SUMMRY OF PROFIT AND LOSS ESTI MATES FOR PARTICIPATING INSTITUTIONS FOR 12 MONTHS
(10/80 THROUMH 9 /B1)ELI MINATING DATA FROM BEST AND WORST OUTLETS (i.e. THOSE OPERATING
LESS THAN ONE YEAR AND THOSE HAVING THE LARGEST PROFITS OR THE LARGEST LOSSES) _1_/
(TAXA IN 000°'s)

Krishi Sonali Janata Agrani Pwali Rwali Ittara IRDP BSBL Total

8 3 2 7 2 5 2 S 4 39

PARTICIPATING INSTITLTIONS Owlets Outlets Qurlets Oulets Outlets Owleis Outlets Ouwtlets Outlets Outlets
Loan iaterest-effectiwe rate 21.2 2.4 17.8 21.6 2.3 26.2 1.4 22.% 25.9 21.9
Savicgs interest-effectiwe rate 5.6 5.6 5.4 4.1 8.0 8.4 7.7 7.5 0.0 6.4
Cost of borrowed funds - 10211 16.5 10.5 10.5 10.5 10.5 10.5 10.5 10.5 10.5 10.5
fncom eamed 1693 538 145 £32 242 388 66 B5 442 4461
{perating € xpenses iaterest paid

on savings 48 24 5 12 4 62 2 17 - 174

On borrowed funds 750 231 75 258 120 78 19 144 175 1850
Salaries 01 82 45 127 87 177 44 45 k] 943
Cther e wpenses 148 16 2 3% 11 3 S 18 14 251

S &~Total 1247 353 127 L31 222 30 70 224 224 3218
meserve for 3ad Debts 164 152 (20) 10 99 19 60 3% 111 16
Total cperating expenses 1411 505 107 561 1 339 1D 258 335 3967
Net Profit (Less) + 282 +33 + 38 + 31 (79) +49 (64) +97 +107 +494
- thly balance of
S EsiEat loms 797 2632 815 2747 1195  14® 210 1588 1707 2037
% profit (loss) of awrage
mathlr owstading loans + 35 +1.3 + 4.7 +1.1 (6.6) +3.3 (3.5 +6.1 +6.3 +2.4
Awrage woathly balace of
outstadiag loats aeeded to
cower tctal cperating e wpenses 6656 2475 601 2597 1581 1294 414 1152 1293 18114
Salaries and allowances as I of
operating e wpenses ,less reserwe 24.1 23.2 5.4 2.5 3.2 55.3 62.9 2.1 15.6 5.3
Reserwve for 3ad Debdbts as I of
total coperating e mpenses 11.6 V.1 (18.7) 23.2 1.8 5.6 46.2 13.2 33.1 18.9
Interest rate needed to cower
total cperating epenses 17.6 19.2 13.1 2.4 26.9 22.9 61.9 16.2 19.6 19.5

terest rate needed to cower total

operating expenses less reserwe 15.6 13.4 15.6 15.7 18.6 21.6 33.3 14.1 13.1 15.8

1/ Excludes Head office ejpenses; cost of borrowed funds adjusted @ 10.5%2.
Eliminated 1 best and 1 worst outlet from each PLI's e xept Krishi
(2 best and 2 worst outlets eliminated from Krishi).
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LIST OF MOST TO LEAST S UCCESSFUL. OUTLETS IN ORIER OF PROFITABILITY

YOR TWEL\E MINTH PERIOD - OCTOBER 19 80 - SEPTEMER 19 81

1/

Page 1 of 3 pages

% Net Profit X Net Profit | Actual{ No. of g;‘xnm‘a Average R::::ve
Institution Out let FLLLY PARTLY Loan | Borrowers g‘d
Adjusted Adjwted Rate (Cumulati we) leposite Balance of] for
J 9/1/81 Loans Bad Debts
I 11 111 (000's) Owstanding{ 9/ /81
9/30/81 (000°'s)
(000's)

IRDP Bab ugon § 12.2 11.0 22,97+ 317 27 337 Nil
Krishi Kushtia 11.7 5.7 182 943 75 1362 48

IRP ‘rrelganj 11.7 10.5 23.12* 268 28 171 Nil
Krishi Tangail 11.7 4.2 182 1066 403 1237 73
1P Giowddagrac 10.8 10.6 23.9%* 309 35 518 1
Jaraza Bmesvar 10.8 10.8 24% 178 93 »7 85
Scoalil Gouripur 9.7 14.5 02 73 64 917 39

Janata Jhikergacha 9.3 (2.6) 122 262 8 418 Nil

Krishi Rangpur 9.2 15.2 5 %4 1001 24 1077 Nil
Rwpali Khan's Hat 9.2 15.2 02 383 7 541 28
1P Burhamuddin 8.6 7.1 22.62* 584 97 407 22
Krishi Mdaripur 8.6 8.6 242 929 202 882 71
Krishi Rajshahi 8.4 8.4 242 1008 162 1424 47
§ Scoalf Shahpur 8.3 2.3 182 748 219 927 23

IRDP islaspur 8.2 6.8 22.52 281 13 281 Nil
Krisai Xaulna 8.0 14.0 DY 573 92 10 37 59

Foot Notes: I -
[ G
I1il=

3 Excludes aitless ret open for the full ceriod.

of profit based on adjusted rates of interest
cf profit based oa actual lcan rate of interes
For all IRIP/BSBL m awrage

: Loans-247%; Savings-122; Borrowed funds-10.5%
t charged see

3-tier rates

991

colum III; Savings-127; Borrowed funds-~10.52
rate for lending has been wed due to cooperative's


http:funds-l0.52

LIST CF 5T TO LEAST S{CCESSFU. OUTLETS IN ORDER OF PROFITABILITY

(Con't) Page 2 of 3 pa
FOR TWELVE MONTH PERIOD - OCTGBER 1980 - SEPTEMER 1981 & pages

H ,' Y.‘. Net Profit ' ~ Net Profitz Actual No. of { Total Teka, Average Taka; Taka

’ Iestizution | Ouzlet ‘ Fualy FARTLY 1‘ Loan ; Borrowers ' Savings Balance of Reserve

L ! Adjuwsted Adjwsted Rate ‘(Cu::ulati ve), Deposited Loans for

. 1 ‘ 111 ,' 9/1)'/81 ; Qutstanding ' Bad Debts

' ~ . (000's) | 9/D/81 9/30/81

. i | ; (000 's) (000's)

. Agramt  Gikaagar , 7.8 | 1.2 B 533 1 ‘ »6 2

| agramt Nathe rpetua L1 , 43 a1 676 | & ! 648

| zsaL . Talzoly Yo 7.1, 23.43e 166 | 2g 169 21
R@ait | Namatea 7.3 :; 7.3 f 242 ! 2% | 12 3 357 16
Krishs Caizaha " 10 ¢ X ) BRI ¥ S 813 ’ 215 : 957 Nil
23t PasciiaPawzia 6.3 TS B B DS ET Y 3 S R 510 72
Krisht Faridpus 1 5.8 I (6.1 122 1262 ’ 131 1850 51

" ewalt Sazthat L s.s f0.y | e s62 i 50 759 M
Krishi “mikgzoaj 1 5.7 .y | 122 1133 138 1474 157
353l Zalaz (Norzh) | 5.7 j 7.7 26ze s LV 26 03 163
Sccalt Kaliarchar 4’ 4.6 4 (Ly | e 758 - 165 62 65
&P Shazrat : 4.5 § 0.4 1. 92xe D7 24 265 45
Sceall Sitakunda 1 4.5 ? (7.5) < 675 ; Y] 600 41
Agrat Saduhazt L 4. ; 4.4 242 568 22 413 1

| Eotsat Paaa . %0 3 (2. | 182 848 117 724 7

Y Zeydebpur 't 39 I X ’ 24,124 138 12 103 10

© Agrami Calet Ccllege | 3.6 B U2 A %62 6% 01 3% Ni1

. AgTamt 3hatra 2.8 ; 2.8 - 22 273 17 250 Nil

. Jamaza Saider Sazar ; 2.1 8.2 K 1 )4 182 284 293 19

h Agrai T} Samtinikezca | 0.7 7.0 02 603 52 410 2
3331 H Soildah 0.0 3.3 27.43 337 4 332 133

L9l



http:4a.ard.ar

LIST OF MOST TO LEAST SUCCESSFUL OUTLETS IN ORDER OF PROFITABILITY
FOR TWELVE MONTH PERIOD - OCT(BER 198D - SEPTEMBER 19 81

(Con't) Page 3 of 3 pages

TR @rvmmee n mrm m w e s

X Net Profit % Net Profit Actual No. of Total Taka Aﬁi:::erzl:,d RZ:::ve
Institution Outlet FULLY PARTLY Loan Borrowers Savings L

Adjusted Adjusted Rate (Cumulative)] Deposited oans for

4 9/1 /81 Outstanding | Bad Debts

1 11 111 (000" s) 9/3/81 9/30/81

{000"'s) (000 's)

1RIP Natore (0.5) (1.5) 23,2z % 229 77 195 54
3SBL Giarkalibari (0.6) 3.1 27.9%* 86 Nil 162 65
Scanali Birgonj (0.6) (0.6) 242 587 149 1073 183
| rtara Basan (0.9) 5.4 302 193 6 223 2
| Rwpali Xalihati (1.0) 11.2 36% 774 489 Y: 16
i Ripall Rajgonj Bazar (1.4) (7.4) 18: 366 131 367 %
‘ Krisht Mai jdee Court ! (2.2) (2.2) 242 734 94 818 180
; Pwall Elenga " (3.7 8.3 36% 529 9 433 i)
:  Rupal Rahmatpur (4.7 0.9 § 1} 168 32 107 3
' agramt Baligaca i (5.1) 0.8 0 444 15 s 241
Agraai Xhamar (5.5) (11.4) 187 298 0 236 34
Pwali Shahb azpur (7.4) (19.4) 122 803 37 775 306
B8SBL Baluhar (7.5) (8.6) 22.82% 337 8 454 2P
Rupali Mmsa Bazar (8.5) (8.5) 247 296 252 246 6
Kriski Sylhet : {8.6) (2.7) 302 454 19 592 544
tara Tangail i (14.5) (14.5) 24% 149 23 83 1
Pwall B ab ugon j . (18.1) (18.1) 24% 388 16 436 287
Janata Paglapir (19.3) (25.4) 182 202 2 114 83
Rpalt Kakoohat (24.2) (24.2) 24% 75 14 62 10
Trtara Mymensingh ! (36.9) (42.9) 182 155 7 84 26
’tara Feni (52.8) (40.9) 362 217 12 127 95
Agrai Joyag (61.1) (50.0) 362 61 61 36 19

{ TIOR3 7 gt eua ¥ . v
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TABLE E-i

KRISHI BANK - PROFIT/LOSS ESTIMATES FOR 12 OUTLETS FOR 12 MONTHS
(10/80 THROUGH 9/81)(TAKA IN 000'S)

CUTLET KAME

Loan Interest
Savings Interest
Cost of Borrowed Funds

Actual nuaber of loans
é¢isbursed

Incoze Earned

Cperating Expenses
vings
On Borrowed Funds
Salaries
Gther expenses
Sub-total

Zeserve for Rad Debts
Total operating expenses

Ket Profit(Loss)

aveérage aonthly dbalance
of outstanding loans
% profit(loss) of average
zonthly outstanding loans
Average monthly balance of
outstanding loans needed
to cover total operating
expenses,

Salaries and allowances as %
of operating expenses less
reserve.

Reserve for 3ad Debts as %
of total operating expenses.

Interest rate needed to cover
total operating expenses.

Interest rate needed to cover

total operating expenses less
reserve.

GAIBANDHA MANIKGANJ PARIDPUR
12 % 24 % 12 % 24 % 12 % 24 %
7.3%(11%) 12 % 7.9%(11%) 12 % 6.4%(11%) 12 %
6. 10. /2 6. 10. 6. % 10.
ctua Juste ctua Juste Actua Juste
1058 968 1007
332 238 181 228 222 432
9 15 12 17?7 4 8
54 87 86 139 116 187
2
78 % 11 =% =15 i
- - Z;g 48 48
-] (74 4| g Hy4 27
(9) 67 (35) 85 (38) 108
957 1474 1850
(0.9%) % (2% 5.8% (2.1%)  5.8%
1067 696 1800 1138 2225 1421
SELECTED INDICATORS FOR COMPARISON
32.8 251 4.8 18.3 26.9 20,1
0 0 25.5 20.1 18.0 14,1
13.4 17.5 14,7 18.5 14 .4 18.4
13.4 17.5 10.9 14.9 11.8 15.9

691



OUTLET NAME

Loan iInterest
Savings Interest
Cost of Borrowed PFunds

actual nuaber of loans
disbursed

Incoae Earned

Operating Expenses
Interest.paid

Cn Borrowed Funds
Salaries
Other expenses
Sub-total

leserve for Bad Debts
Total operating expenses

Set Profit(loss)

Average z=onthly balance
of outstanding loans

% profit(loss) of average
=onthly outstanding loans.
Average =onthly bdalance of
outstanding loans needed
to cover total operating
expenses.

Salaries and allowances as %
of operating expenses less
reserve,

Heserve for Bad Debts as %
of total operating expenses.

Interest rate needed to cover
total operating expenses.

Interest rate needed to cover
total operating expenses less
reserve,

KRISHI (continued)

-2 -
EUSHTIA TANGAIL PABNA
18 % 24 % 18 % 24 % 18 % 24 %
5.7%(12%) 12 % 3.3%(12%) 12 % 3.5%(12%) 12 %
6. 5% 10.5% 6. 5% 10, 5% 6.« 5% 10.5%
Actual Adjusted Actual Adjusted Actual Adjusted
683 866 781
224 222 228 292 124 122
2 S 7 26 2 6
86 139 66 107 44 71
18 18 ’8 ’8 25 25
1
e =53 3 75 T 125
42% 4 4 1 1
t £ 1 3 =S= m m == % 3
133 159 112 126 17 28
1362 1237 724
9.8% 11.7% 9.1% 10.2% 2.3% 3.9%
783 817 644 733 650 621
SELECTED INDICATORS FOR COMPARISON
27.4 19.8 27.7 18.0 38,7 30.7
(3.5) (2.6) 3.4 2.3 (0.9) (0.7)
10.4 14.4 9.4 14,2 16.2 20.6
10,7 14.8 9.1 13.9 16. 4 20.7

oLl



KRISHI (continued)

-3 -
CUTLET HAME RAJSHAHI MADARIPUR MAIJDEE COURT
Loan Interest 24 % 24 % 24 % 24 % 24 % o4 %
Savings Interest 3.8%(13%) 12 % 8.7%(13%) 12 % 10.0%(13%) 12 %
Cost of Borrowed Funds 6.5% 10.5% € 5% 10, 5% 6. 10.5%
Actual Adjusted Actual Adjusted Actua Adjusted
actual number of loans
disdbursed 631 676 414
Incoae Earned 232 232 gle gle 322 122
Operating Expenses
Interest paid
Cn Savings 8 26 10 14 8 9
Oz Sorrowved Funds 79 127 50 81 48 78
galaries 57 57 27 i? 2ﬁ 22
ther expenses 1
Sub-total 13% 2%8 ﬁﬁg ’B% 106 kb
Reserve for 2ad Dedts 528) 23) 80 80
Net Profit(Loss) 185 119 111 76 13 (18)
Average zonthly talance
of ocutstanding loans 1424 882 818
% profit(loss) of average
=02thlr outstanding loans. 13.00 8.4% 12.6% 8.6% 1.6% (2.2%)

Average =oathly balance of
outstanding loans needed
te cover total operating

expenses. 667 942 4328 583 775 904
SELECTED INDICATORS FOR COMPARISON

Salaries and allowances as %
of orerating expenses less

reserve, 31.1 22.9 27 20 34 26.3
Reserve for Bad Debts as %

of totz) nperating expenses. (14.4) (10.2) 4.8 3.6 43,0 36.9
Interest rate needed to cover

total orerating expenses 11.2 15.9 1.9 15.9 22.7 26.5

Izterest rate needed to cover
total operating expenses less
reserve. 12.9 17.5 1.3 15.3 13%.0 16.7

WAS



OJTLE? NAME

Loan Interest
Savings Interest
Cost of Borrowed Munds

Actual number of loans
disbursed

Income Earned

Operating Expenses
Ing;r;:t.paid
vings
On Borrowed Punds
Salaries
Other expenses
Sub-total

Reserve for Bad Dedts
Total operating expenses

Net Profit(Loss)

Averase mo-~thly balance
of outst loans

% profit(loss) of average
zoathly outstanding loans
Average =onthly bdalance of
outstanding loans needed
o cover total operating
expenses,

Salaries and allowances as %
of operating expenses less
reserve.

Hdeserve for Sad Debts as %
of total operating expenses

Interest rate needed to cover
total operating expenses

Interest rate needed to cover

tctal operating expenses less
resercve.

KRISHI (cortinued)

- 4 -
KHULSA RANGPUR SYLHET
30 % 28 % 30 % 246 % 30 % 24 %
6.7%(18%) 12 % B.5%(14%) 12 % 10.4%(14%) 12 %
6 10, 5% 6 10, 5% 6. % 10.5%
c Adjusted _Actual = Adjusted —Actual  Adjusted
467 647 111
213 222 228 202 128 182
4 7 2 3 2 2
64 103 63 110 39 60
8 2 X 9z £ =z
1% 17 5 5 -5
2 4%% - - 104 104
i) 3 m i 2 b1
187 83 207 100 7 (51)
1037 1077 592
18.“ 8.% 190% 9.% 1.% (80%)
423 7204 397 675 570 808
SELECTED INDICATORS FOR COMPARISON
29.5 22.2 31.1 22.8 32.8 24.4
(1.6) (1.2) 0.0 0.0 60.8 53.6
12.2 16.3 11.0 15.0 28.9 32.8
12.4 15.5 11.0 15.0 1.3 15,2



TABLE E-ii

SCNALI BANK - PROFIT/LOSS ESTIMATES FOR 5 OUTLETS FOR 12 MONTHS
(10/80 THROUGH 9/81)(TAKA IN 000'S)

OUTLET NAME SITAKUNDA XULIARCHAR SHAHAPUR
Loan Interest 122 % 24 % 18 % 24 % 18% 24 %
Savircgs Interest 72%(11%) 12 % 6.6%(12%) 12 % 6%(12%) 12 %
Cost of Borrowed Funds 1 % 10, 5% 1 % 104 5% 11% 10,
Astual nuaber of loans ~Actual = Adjusted  _Actual =~ Adjusted  _Actual  Adjusted
disbursed 468 772 785
Iocoze Earmed =22 134 113 121 187 222
Operating Expenses
Interest paid
On Savings 33 54 8 14 11 23
On Borrowed PFunds 16 16 57 54 81 77
g:laries 24 24 21 21 22 22
her expenses 1 “ 4 4 10 10
Sub-total —82 TG; 30 128
Beserve for 3ad Dabts 10 10 2 29 14 14
Total operating expenses 9% 17 17 122 38 158
Net Profit(Loss) (28) 27 (5) 29 29 76
Average monthly balance
of cutstanding loans o00 632 927
% profit(loss) of averzge
monthly outstanding loans ( a8) 4.5 (0.8) 3.6 3.1 8.2
Average =orthly balance of
cutstanding loans needed
to cover total operating
expenses, 800 488 661 508 767 608
SELECTED INDICATORS FOR COMPARISON
Salaries and allowances as %
of operating costs, less
l‘ese.""-. 2?.9 22.4 23.5 22.6 1?.? 16.7
deserve for Bad Debts as %
of total operating expenses 10.4 8.5 24.4 23.8 10.1 9.6
Interest rate needed to cover
total operating expenses 16 19.5 18.8 19.3 14.9 15.7
Interest rate needed to cover
operating expenses, less
reserve, 14,3 17.8 14.2 14,7 13.4 145.2

€Ll



SONALI (continued)

-2 -
OUTLET NAME BIRGANJ GOURIPUR BAZAR
Sevings Tater S o & Dokumy 2%
Savings Interest o .
Cost of Borrowed Funds 11 % 10,5% 11 % 0,.9%
Actual Adjusted Actual Adjusted
Actual nuaber of loans
distursed 532 809
Income Earned gel Y4 gle ggQ
Operating Expenses
Interest paid
On Savings 5 14 4 6
On Borrowed Funds 104 100 95 91
g:iaries 33 32 ?2 ?2
er expenses
Sud-total 0 155 125 =
leserve for Bad Debts 108 108 18 18
Total operating expenses 8 26 ff 3 1583
Bet Profit(Loss) 1) (6) 131 78
Average monthly balance of
outstanding loans 1073 91?7
% profit(loss) of average .
moathly outstanding loans (0.1) (G.6) 14,3 8.5
Average aonthly balance of
outstanding loans needed
to cover total operating
expenses, 1075 1096 480 592

SELECTED INDICATORS FOR COMPARISON
\

Salaries and allowances as %
of operating costs, less

reserve, 26 25.2 18.3 18.5
Reserve for Bad Debts as %

of total operating expenses 41.9 41.1 12.5 12.7
Interest rate needed to cover

total operating expenses 24 24.5 15.7 15.5

Interest rate needed to cover
operating expenses, less
reserve, 145 i4 .4 13,7 13.5

il



JANATA BANK - PROPIT

TABLE E-1ii

(10/80 THROUGH 9/81)(TAEKA IN 000'S)

/LOSS ESTIMATES FOR # OUTLETS FOR 12 MOKTHS

OUTLET EAME

Loan Int;:est
Savi terest
Co;tngg 3orrowed Funds

Actual auaber of loans
disbursed

Incozme Earsed

Cperating Expenses
Ing;rest paid
Savings
Cn 3orrowed Punds
Salaries
Cther expenses
Sub=-total

Z2eserve for 3ad Debts
Total operating expenses

Net Profit(Loss)

Average 3onthly balance
of outstanding loans.
% profit(loss) of average
20athly outstanding loans.
Average 2oathly balance of
outstanding loans needed
to cover total operating
expenses,

Salaries and allowances as %
of operating expenses less
reserve,

Beserve for Bad Debts as %
of total operating expenses.

Interest rate needed to cover
total operatiang expenses,

Interest rate needed to cover
total operating expenses less
reserve.

JHIKERGACHA PAGLAPIR BANESWER
12.0% 24.,0% 18.0% 24.0% 24.,0% 24,0%
7.0%(13) 12.0% 6.7%(13) 12.0% 3.5%(13) 12.0%
13,.0% 10.5% 13,0% 10.5% 13,0% 10,5%
Actual Adjusted Actual Adjusted Actual Adjusted
531 19 93
., 100 =22 =24 ad2 ad2
3 5 - 1 2 6
48 39 14 11 45 36
17 17 16 16 28 23
- - 2
<= %1 —~% —~% -5 —5
- - 15 14 20) 20) 3
E = = = % ®
(18) 39 (31) (22) 38 43
418 114 397
(4.3%) 9.3% (27.2%) (19.3%) 9.6% 10.8%
567 254 283 204 228 217
SELECTED INDICATORS FOR COMPARISON
25 27.9 43,2 45,7 36.4 39.9
o] o] 27.5 28.6 (35.1) (38.5)
16.3 14.6 44,7 43,0 14,4 13.1
16.3 14,6 32.5 30.7 19.4 18.1



JANATA (continued)

-2 -
CUZLET HAME BAIDER BAZAR
Loan Interest 30.0% 24 ,0%
Savings Interest 9.04£13) 12.0%
Cost of Borrowed PFunds 13 ,0% 10.5%

Actual Adjusted
Actual nu=mber of loans
disbursed 124
Incoae Earned 29

Operating Expenses
Interest paid

Orn Savings 19
On Borrowed Funds 11
Salaries 18

Reserve for 3ad Debts
Total operating expenses

26

18

o e oran % -
-gé

Net Profit(Loss) 28 6
Average =onthly balance

of outstanding loans, 293
% profit(loss) of average

monthly outstanding loans. 9.6% 2.0%

Average monthly balance of
outstanding loans needed
to cover total operating
expenses. 200 267

SZLECTED INDICATORS FOR COMPARISOR

Salaries and allowances as %
©{f orerating expenses less

reserve, 31.6 29.5
Reserve for Bad Debts as ¥

of total operating expenses, 5.0 4.7
Interest rate needed to cover

total operating expenses, 20.5 21.8

Interest rate needed to cover
total operating expenses less
reserve, 19.5 20.8

9LL



TABLE B-iv

AGRAKT BANK - PROFIT/LOSS ESTIMATES FOR 9 OUTLETS FOR 12 MONTHS
(10/80 THROUGH 9/81)(TAKA IN 000°'S)

OUEEEI XAME NATHERPATUA CHUK NAGAR KHAMAR
Lecan Inter:zst 12.0% 24 ,0% 18.0% 24 ,0% 18.0% 24 ,0%
Savings Interest 1.1%(11) 12.0% 5.9%(12) 12.0% 3.9%(12) 12.0%
Cost of Borrowed Punds 12. 10. 12 . 0% 106 5% 11.8% 10.5%
Actu Adjuste Actua Adjusted Actual Adjusted
Actual numbdber of loans
disbursed 380 &69 226
Iacome Earned =28 128 ald dd 22 74

Operating Expenses
Interest.paid

Oz Savings - 6 8 16 1
Oz 3orrowed Punds 72 63 31 27 26 23
Salaries 25 25 20 20 S
Cther expeuses - =
Sub-total ’Ré TO% ] 63 33 33
Zeserve for 3ad Debt g 1 E%
Net Profit(Loss) (31) 50 11 31 (29) (13)
Average mouthly dbalance
of outstanding loans 648 396 236
% profit(loss) of average
zonthly outstanding loans (4.8%) 7.7% 2.5% 7% (12.%%) (5.%)
Average zmonthly balance of
outstanding loans needed
to cover total operating
expenses. 908 8442 333 267 800 292
SELECTED INDICATORS FOR COMPARISON
M
Salaries and allowances as %
of operating expenses less
reserve, 23.6 24.3 33.9 31.7 14.3 15.2
Heserve for Bad Dedbts as %
of total orerating expenses. 2.8 2.8 1.7 1.6 51.4 52.9
Interest rate needed to cover
total operating expenses. 16.8 16.4 15.2 16.2 30.5 29.7

Interest rate needed to cover
total operating expenses less
reserve, 16.a2 15.9 14,9 15.9 14.8 14

LLL



AGRANI (continued)

-2 -
-  OUTLET HAME BATRA SHADUHATI SHANTINIKETON
Loan Interest °? 24.0% 24,0% 24,0% 24,0% 30.0% 24.0%
Savings Ianterest 0.4%(13) 12.0% 1.9%(13) 12.0% 0.9%(14) 12.0%
Cost of Borrowed Punds 12.0% 10.5% 12.0% 10.%% 12.0% 10.?%
tua Juste ctua Adjuste ctua uste
Actual number of loans
disdursed 407 235 367
Inccze Earned =0 -89 .22 .24 1g3 =28
Operating Expernses
Iaterest paid
Cn Savings - 2 1 3 5
O Borrowed Funds 28 24 45 41 44 29
Salaries 20 20 28 28 14 14
Other expenses
Sab-total 5; 5; —52 Bg —5% 5;
Reserve for 3ad Dedbts - - - -
Total cperating expeases 20 23 R B :g%’ :ég
Net Profit(Loss) 5 4 15 18 27 3
Ave-age =onthly balance
of outstanding loans. 250 413 410
% profit(loss) of average
zontkly outstanding loans. 2.0% 2.8% 3.6% 4.4% 6.6% 0.7%

Average z=onthly balance of
outstanding loans needed
to cover total operating

expenses, 229 221 350 338 320 396
SELECTED INDICATORS FOR CQMPARISON

Salaries and allowances as ¥
of operating expenses less

Teserve. 36.4 377 33.3 34.6 22.6 23.0
2eserve for 3ad Debts as ¥

of tetal operating expenses. - - - - 35.4 35.8
Interest rate needed to cover

total operating expenses. 22.0 21.2 20.3 19.6 23.4 23.2

Interest rate needed to cover
total operating expenses less
reserve, 22.0 21.2 20.3 19.6 15.1 14.9

8LL



CUTLET NAME

Loan Interest
Savrings Interest
Cost of Zor--owei Punds

Az%ual ao=der of loans
disburses

Incoze Zarsaed

Cperaticyg EIx-enses
Interest paid
C= 3avings
Cz Zorrowed Funds
Salaties
Cther expenses
Sub=total

Zeservte for 3ad Jebts
Jotal crerating expeases

e

27 omstaziing loans.
prefiz(loss) of average
zcnthly cutstanding loans,

average =oathly Balance of
autstanding loans needed
¢ civer total orerating
exrezses,

S-larier and allowances as %
¢Z orerzting ex-enses less
DozerTa,

Zazerre for Z3d Debts as S
@l =2%2l crerating exnenses,

IztiresT rate needed %o cover
:otal crerating expeases,

Izverest rate zeeded %o cover
toTal orerating expenses less

AGRANI (continued)

-3 -
BALIGAN CADET COLLEGE JOYAG
30.0% 24 ,0% 36.0% 24 0% 36,0% 24 .0%
6.1%{14) 12,0% 4,0%(15) 12,0% - (15) 12.0%
12.0% 10.5% 12.0% 10.5% 12,0% 10.5%
actual adjus<ted Actual adjusted Actual Adjusted
304 801 58
1 1 10 31 - 4
.Y 41 16 14 1 1
15 15 _:5 -zg 18 18
e s, A =
) (20) “80 i (14) (22)
394 389 36
(0.53) (5.1%) 20.6% 3.6% (28.9%) (61.1%)
300 479 167 329 75 129
SELECTED INDICATORS FOR COMPARISON
23.1 25.0 42,6 32.5 81.8 69.2
35.8 47.8 (1.7) (1.3) 18.5 16.1
30.5 29.2 15.4 20.3 75.0 86.1
16.5 15.2 15.7 20.6 61.1 72.2

6Ll



TABLE E-v
FU3ALI 3i5E - PICPIT/LOSS ESTIMATES POR & OUTLETS FOR 12 MCHTHS
1C/30 2Z2RCUGH 9/81 (Taza I 000'5s3)

CUTLET SHAH3AZFUE SATIHAT BABUGANJ ELENGA
Swwinr Intemast Seo-(193) 12 ¥ L.TH423%) 12« LA7(13%5) 12 % 12.6%(15%) 12 %
Sres 2f _-rrorei Funds T 10.°% 13 - 104375 1374 10.5% 13 35 10.5%

actual adjusted

cfual adjusted Aétual Adjusted Actual Adjusted
s2zal zuz>es of loans

dishuosad 414 540 204 372
Izcome Zarzed add 88 127 182 102 102 128 J04
Crerating Expenses

Iznteses® Faid
Co savings 2 3 3 5 1 1 1 1
Oz Sorrowed funds 97 78 94 76 55 44 55 +4
Salaries a7 47 46 46 41 41 42 42
Ciker exmenses 6 -6 -9 - -3 5
Sub-total 52 134 149 133 102 o7 TGE '9%
ZeserTe fo= 3ad Debt 109 109 6 6 93 93 26 26
Tatal Cgerating Sxpenses 261 222 1% 122 1% 18 1 12
Set Profiz{leoss) (1&8) (57) (18) 44 (90) (79) 25 (16
Averzre zoxtnly balance
28 o :‘i;* loazs. 775 759 436 433

TrliTilc 3) of averare

zrothis citstandins loans. (2107;) (700”‘) (20¢,{) 50% (200 ..':‘) (180%) 50% (3-7:‘5)
aT2rz e wontaly Salacce of

loaz cutztazdizs needed to
cover o3l operatiag

ex;ezses 2175 1013 851 579 813 767 364 500
SELECTED INDICATOZS 7OX COMPARISON

<alaries azi allowances as %
< cperating expenses less

TeserTe 30.9 35.1 20.9 4.6 40.2 45.1 40.0 44,7
Zeserve for 3ad Ded2 as ¥ of
toctal operating expenses 21.8 4.9 5.9 4.3 47.7 50.5 19.8 21,7

Terest Zate meeded %o
cover total operaticg
expess2s 33.7 31.4 20.5 18.3 44,7 82,2 30.3 27.7
Izzerest Hate neeled %0 cover
"1l cperating expesses
less reserve 19.6 17.3 19.6 17.5 23.4 20.9 24.2 21.7

081



TAILE E-vi
FUPALI 3AUE - FAHOFIT/LOSS ESTIMATES FCR 7 CUTLEDS FOR 12 NONTHS
(I°/50 2HIRCUSH 9/81)(TAFA IN 0200'3)

CUTLED XA RARJIGANG RBAZAR - MANASHA 3AZAR KAKON HAT
Lora Interess “8 % 254 % 24 4 24 % 245 % 24 %
Savizgs Interest T AE(12%) 12 % 8.,5M(143%) 12 % 3.6%(12%) 12 %
Cost of 3osrowei Funds 112 % 0. 5% 12,973 10.5% 12% 10.5%
Actual Adjusted actual adjusted Actual Adjusted
ac%23] cuzber of loans
dishursed z2%e 260 77

Cperatizs Zxpenses
Iznterest paid

Cz Saviacs 7 11 21 27 - 1
Cz 3o-rowsd Tunds 33 29 3 2 ? 6
Salaries 46 46 48 48 19 19
Cther expenses 1 1 - - 1 1
Sub-total 87 87 72 i 27 7
Zese-ve for 3ad DJebdbts 6 6 _Bg
Tot%al cperating expenses 0% 93 _2; 80 .20 :}3
liet Frofit(Loss) (27) (95 (16) (21) (15) (15)
Averase 202thly balance
of cutstazding leans 267 245 62
% profi®(less) of average
aoztaly cntstandizg loans (7.3) (1.8) (6.5) (8.5) (24.2) (24.2)

Averzce zonthly balance of
gutstanding lcans needed
£o cover Zo%al operating

expecses 517 388 313 333 125 125
SEZLZCTZD INDICATCRS PCR COMPARISGH

Salasies and allowances as %
ol creratiafp costs, less

SeZaTTe, 52.9 52.9 6607 62.3 70.Q» 70.4
IZeserve for 3ad Dedts as %

of to%al cpernting expenses 6.5 6.5 4 3.8 10 10
Iz=erest rate needed O coTer

to=al operating exrenses 25.3 25.3 30.5 32.5 438.4 48.4

Iz%erest rate neednd TG cover
gperating expenses, less

reservTe 23.7 23.7 29.3 31.3 43.5 43.5

i8L



RUPALI (continued)

-2 -
QUTLET NAME NARHATTA RAHMATPUR KHAN'S HAT KALIHATI
Loan Int t 24 % 24 % 24 .30 % 24 % 6 % 24 %
Savings Interest 6 X(13%) 12 % 2.7%(14%) 12 % b, A%(14%) 12 X% D.2%(19%) 13 %
Cost of Borrowed Funds % 12.6

Actual number of loans
disbursed

Incoxz2 Earned

Operating Expenses
Interest paid
On Savings
On Borrowed Punds
Salaries
Other expenses
Sub-total
Reserve for Bad Debts
Total orerating expenses

Net Profit(Loss)

Average monthly balance
of outstanding loans

% profit(loss) of average
morthly outstanding loans

Average monthly balance of
outstanding loans needed
to cover total operating
expenses

Salaries and allowarces as %
of operating costs, less
reserve,

Reserve for Bad Debts as %
of total operating expenses

Interest rate needed to cover
total operating expenses

Interest rate needed *c cover
operating expenses, less
reserve,

357

29.8
6.6
17.0

16.0

11
28
1?

26

73

250

187
=22 28
- 1
11 10
18 18
1 1
'3? '3?
-2 .23
1 (5)
107
0.9 (4.7)
103 129

SELECTED INDICATORS FOR COMPARISON

30.4
6.7
16.8

15.7

60 60
3.2 3.2
29 29
28 28

408
do2 120
- 1
67 56
13 13
1 1
8T il
72 50
544
13.3 9.2
300 333
16.0 18.3
10,0 11.25
16.6 14.8
15.0 13,1

261

53.9
53
23.4

22.1

759

402

417

50.5

24.9

23.6

c8T



TABLE E-vii

UTTARA BANK - PROFIT/LOSS ESTIMATES FOR 4 OUTLETS FOR 12 MONTHS
(10/8c_THROUGH 9/81)(TAKA IN 000'S)

OUTLET -RAME MYMENSINGH TANGAIL BASAN FENI
Loan Interest 18 % 24 % 24 % 24 % 30% ) 24 % 26 % 24 %
Savings Interest 6.1%(12%) 12 % 7:5%6(13%) 12 % A3%(14%) 12 %  11.1%(15%) 12 %
Cost of Borrowed Funds 12.5% 10. 5% 2. 10.5% 12.5% 10.5% 12, 10,
Actua Adjusted Actua Actua Juste Juste
Adctual number of loans
disbursed 45 103 133 16
Iccome Earmed 2. 29.. 20.. 20_. eZ.. 22.. =2=a 2l..
Operating Expenses
Interest paid
On Savings 0 1 1 1 1 1 1 1
On Borrowed Funds 10 8 8 7 27 23 14 12
galaries 30 30 20 20 26 26 24 24
ther expenses E Z 4 4 4 4 1 1
Sub-total 55 52 o8 oL Li¥o) 35
HReserve for Bad Debts 2 ; - - 1 1 60 60
Net Profit(Loss) (322 (312, (232, (222, +8.. (2. (24), (e22.
Average monthly balance
cf outstanding loans. 84 83 223 127

% profit(loss)of average

monthly outstanding loamns. (44.0%) (36.9%) (15.7%) (14.5%) +3.6% (0.9%) (42.5%) (52.8%)
Average montnly balance of

outstanding loans needed

to cover total cperating

expenses, 289 213 128 1332 197 229 278 408

SELECTED INDICATORS FOR COMPARISON

Salaries and allowances as %
of operating expenses less

reserve. 63.8 65.2 60.6 62.5 44.8 48,1 60,0 63,2
Reserve for Bad Debts as %
of totsl operating expenses, 9.6 g.8 0 o} 1.7 1.8 60.0 61.2
terest rate needed to cover

total operating expenses, 61.9 60,7 39.8 38.6 26.5 24..7 78.7 772
Interest rate needed to cover
total operating expenses,less

reserve. 56.0 54.8 39.8 3846 26.0.} 24,2 31.5 29.9

¢RT



TABLE E-viii

IRDP - PROFIT/LOSS ESTIMATES FOR 8 OUTLETS FOR 12 MOUTHS
(10/80 TIIROUGH 9/81 (TAE4 IN 000'S)

QUTLET BABUGANJ ISLANPUR JOYDEBPUR DHAMRAI
Loan Interest 22.9% 24.0% 22.5% 24,0% 24.1% 24.0%  19.9% 24,0%
Savings Interest 21.7%5(12%) 12.0%  8.5%(12%) 12.0% - 12.0%  1.2%(12%) 12.0%

Actual Adjusted Actual aAdjusted “Acfual adjusted _Actual Adjusted

Actual number of loarns
disbursed 708 309 83 162

Income Earmed =22 81 .82 =7 S .22 &

Operating Expenses
Interest paid

\n
N

"
\n

On savings 5 3 1 1 - 1 1 3
Oa borrowed funds 31 33 27 28 9 10 24 26
Salaries 6 6 8 8 6 6 10 10
Other expenses 1 1 1 1
Sub-total —34 ‘EE 'E% —M'Z g 18 1 &0
Reserve for Bad debts ) ( g) - - 5 ; 12 42
Het Profit(Loss) 37 41 20 23 6 4 5 12
Average monthly balarce
of outstandinz loans 337 281 103 265
% profit(loss) of average
monthly outstanding loans. 11.0% 12.2%6 7.1% 8.2 5.8% 3.9%  1.9% 4,5%

Average monthly balance of
lcan outstanding needed to
ctover total operating
expenses, 175 167 191 183 80 88 241 217

SELECTED INDICATORS FOR COMPARISON

Salaries and allowances as %
of operating expenses less

reserve. 13.3 13.3 18.6 18.2 38 33.3 27.8 25
Reserve for Bad Debts as % of

total operating expenses, Qz. ) (2.5 - - 15.7 14.7 25,0 23.1
Interest rate needed to cover

total operating expenses. 11.9 11.9 15.3 15.7 18.4 20.4 18.1 19.6

Interest rate needed to cover
total operating expenses
less reserve. - 13.4 134 15.3 15.7 15.5 175 13.6 15.1

781



IRDP - Continued

2=
OUTLET MORRELGANJ CHOUDDAGRAM BURHARUDDIN NATORE
Loan Interest 23.,1% 24,0% 23,9 24,0 22.6% 24.0% 23.2% 24,0%
Savings Interest 12.006(12%)  12.0%  14,305(12%) 12.0%  10.5%(12%) 12.0% 2. 5(12%) 12.0%
Cost of Borrowed Funds 10.0% 10.5%  10.0% 10.5%  10.0% 10. 0.0% 10,
ctua Juste ctua Adjusted _ Actu Adjusted _actua uste
&ctual number of loans "
disburzed 268 687 884 82
incoze Zarned = =ad dzz 122 =22 =22 42 =32
Coerating Excenses
interest paid
Cz savings 2 2 4 3 9 10 1 8
Cz borrowed funds 16 17 49 52 32 24 13 14
Szlaries 7 7 8 8 7 7 8 8
Ctrer exzeases E ; 2 2 2 2 4 4
Sub-total ‘ 63 &5 50 53 26 -3
Reserve for Bad Debts ( ;) ( g) 4 4 10 10 14 14
Total ogerating expenses =2d =25 -l :§§ :§§ =2 :EQ :EE
liet Profit(Loss) 19 19 57 56 32 34 5 (1)
averace monthly balance
cf cu‘standing loans 171 518 407 195
3 rrofit(loss) of average
~ontktly cutstanding loans. 11.1% 11.1% 11.0% 10.8% ?7.9% BJU% 2.6% ( 0.5%)
average =monthly balance of ’
lcan cutstanding needed to
cover total operating
expenses. 91 92 279 288 265 263 172 200
SELECTED INDICATORS FOR COMPARISON
Szlaries and allowances as %
of cperating expenses less
reserve. 25.0 24,1 12.7 1243 14,0 13.2 30.8 2%.5
“eserve for Bad Debts as % of
_total operating expenses. (33.3) (31-8) 5.9 5.8 16,7 15.9  35.0 29.2
interest rate needed to cover :
totzl operating expenses, 12.3 12.9 12.9 13.3 14.7 15.5 20.5 24.6
Interest rate needed to cover
zotal operating expenses
iess reserve. 16.4 17.0 12.2 12.5 12.3 13.0  13.3 174

171



TABLE E-ix
SAMABAYA BANK - PROFIT/LOSS ESTIMATES

FOR 6 OUTLETS FOR 12 MONTHS

OUTL=ET NAME

Loan Interest
Savings Interest
Cost of 3orrowed Funds

actual nuaber of 1lo
disbursed :
Incone Zarned
Cperating Zxpenses
Interest paid
On Savings
Cn Borrowed Funds
Salaries
Other expenses
Sub-total

deserve for Bad Debts
Total operating expenses

liet Profit(Loss)

Average noathly balance
of outstanding loans.

% profit(loss) of average
2onthlr outstanding loans.

Average monthly balance of
outstanding loans needed
to cover total operating
expenses,

Salaries and allowances as %
of operating expenses.less
reserve,

Zeserve for 3ad Debts as %
of total operating expenses,

Interest rate needed to cover
~otal operating expenses,

Interest rate needed to cover
total operating expenses, less
reserve,

(10/80 THRQUGH 9/841)(TAKA Il 000'3)
TALTOLY BOILDAH BALUHAR
23 4% 24 % 27 4% 24 % 22.8% 24 %
075(12%) 12 % 25(12%) 12 % 0%(12%) 12 %
16 o 455 10, 5% 20, 4% 10, 5% 15.8% 10.5%
actual Adjusted actual Adjusted Actual Adjusted
136 92 79

1Y 31 22 _80 104 109

- 2 - 1 - 1

25 16 7 34 74 47
29 o2 B/ 50 ‘Eg '3;

) 6 40 40 86 86
22 28 172 .80 188 35
+5 +13 (21) - (62) (34)

169 332 454

+3.0% +7.7% (6.3% - (13.7%) (7.5%)

150 117 409 333 728 595
SELECTED INDICATORS FOR COMPARISON

6.9 9.1 4,2 75 75 1C.5
17.1 21.4 35.7 50.0 51.8 60.1
20.7 16.6 33.7 24.1 36.6 31.5
17.2 13.0 21.7 12.0 17.6 12.6

981



SAMABAYA (continued)

-2 -
OUTLET NAME PASCHIM PAKUTIA JHALAM(NORTH) CHAREALI BARI
Loan Interest 24 ,1% 24 % 26.0% 24 % 27.9% 24 %
Savings Interest 0%(12%) 12 % 0%(12%) 12 % 0%(12%) 12 %
Cost of Borrowed Funds 17 . 1% 10.5% 19 % 10.5% *gQ‘géf___-%g=2E7i
~Actual — Adjusted — Actual — Adjusted _Actual _ Adjusted
Actuzl number of loans
disbursed 261 255 77
Inccae Earned 222 123 183 182 =22 =22
Cparating Expenses
terest paid
On Savings - 2 - 2 - -
Cn Zorrowed Funds 5 52 130 ? 34 17
galaries 9 9 19 19 4 4
ther expenses 4 4 !F; _zé
Sub-total 13 ‘Gg 153 4
Reserve for Bad Debts 2 2 2 2 16 16
Total operating expenses jgé :gi 1%5 jég 57 50
Het Profit{Loss) + 1 +32 (2) +40 (12) (1)
Average monthly balance
of outstanding loans. 510 703 162
% profit(loss) of average
z=onthly outstanding loans. +0.2% +6.3% 10.3%) +5.7% (7.4%) (0.6%,

Avezage monthly balance of

outstanding loans needed

to cover total operating

expenses, 506 379 712 538 204 167

SELECTED INDICATORS FOR COMPARISON

Salaries and allowances as %
of opsrating expenses, less

reserve, 9.1 15.2 12.4 19.6 9.8 16.7
deserve for 3Bad Debts as %

of tctal operating expenses. 18.9 25.3 17.3 24.8 28.1 40.0
interest rate needed to cover -

total operating expenses. 23.9 17.8 26.3 18.3 35.2 2847

Interest rate needed to cover
tota: operatins expenses, less
reserva, 19.4 13,3 21.8 13.8 25.3 12.8

i8l
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TABLE F

INTEREST RATES CHARGED FOR BORROWED CAPITAL AND VOLUME of
LOANS OUTSTANDING IN RELATION TO PROFITIBILITY
FOR OCTOBER 1480 TO SEPTEMBER 1981

Monthly average balance
of loan outstanding

Effective Interest rate needed to cover Taka in 000's
interest All operating cost Amount needed
Institution rate earned All operating cost exclusive reserve Actual to cover total
for bad debts operating costs

Actual  Adjustad  Actual Adjusted

Krishi 20.5 14,6 18.6 12.7 16.7 14,938 10,371
Sonali 18.8 15.6 16.0 12,0 12.4 8,282 6,862
Janata 19.3 23.7 22.1 21,3 19.7 2,053 2,523
Agrani 23.6 23.7 24,0 19.u4 19,7 3,216 3,228
Pubali 20.4 31.3 29.0 21,5 19,2 2,403 3,681
Rupali 25.7 24,4 4.4 22.9 22.9 2,081 1,973
Uttara 28,1 51.8 50.0 40.2 38.4 570 1,050
IRDP 22,7 14,5 15.6 13.3 14,5 2,953 1,890
BSBL 25.4 32,2 24,7 21.1 13.7 3,690 4,673

Total 21.5 19,6 20. 4 15.8 16.5 40,186 36,679
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EECTION IIX FINANCIAL ANALYSIS

This section comprises two chapters:-

Chapter 1 Sensitivity Analysis
Chapter 2 Consolidated Audit Report

Chapter I is largely tabular and reflects how changes in
interest rate levels on loans, interect paid on savings and costs
of borrowed funds alter the profitability of outlets. Changes in
the reserve for bad debts and administrative costs are also considered,

Chapter II is a summary of all audit reports from July 1980
to date. It reflects upon particular aspects of accounting and reporting
at the outlets and collates the findings for each institution in
relation to these key aspects.
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CHAPTER 1 SENSITIVITY ANALYSIS OF PROFITABILITY
Introduction

All 59 outlets of all participating institutions that disbursed
loans for the full 12 month neriod, October 1980 through September 1081,
have been included in this analysis. Table I summarises the performance
of outlets by institution and will facilitate inter-institutional com-
parability of profitability under different hypothetical conditions.
Table 2 thru 10 show the performance of each outlet for each institu-
tion under the various conditions,

Methodologz

The hypothetical profitability of each of the 59 outlets has
been shown under the following alternatives:

1« Adjusting the interest paid on savings toc 12% and the cost
of borrowed funds to 10.%% at loan interest rate levels of
18%, 24°% and 309%.,

2. Excluding the reserve for bad debt, the hypothetical profit
calculated on a loan interest rzte level of 24%, interest on
savings of 12% and cost of borrowed funds of %0.5%.

3. Adjusting the annual administrative costs ( snlaries, travel
and office expenses) to Taka 32000 per outlet, which is the
average for the 59 outlets. Profitability is then calculated
on a loan interest rate level of 24%, interest on savings of
12% and cost of funds of 10.5%.
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Summary of Results:

On the basis of actual performance pertaining to each of
the 59 outlets, 32 outlets have earned a profit and 27 incurred
losses during the 12 month period.

Other factors remaining constant, if the rate of interest
on loans were adjusted to 18%, 22 outlets would have made a profit
and 37 outlets would have sustained losses. If the rate of interest
on loans were 24% and 30% resnectively, profit and loss ratios
would have been 36 : 23 znd 48 : 11,

At the adjusted rates for loans, savings and borrowed funds,
if bad debts reserve requirements were excluded 50 outlets would have
been profitable and only 9 outlets unprofitable.

At the adjusted rates for loans, savings and borrowed funds,
if annual administratives costs were adjusted to Taka 32000 for each
outlet, 35 outlets would have made profits and 24 outlets would have
incurred losses,
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Table 14
SENSITIVITY ANALYSIS OF PROFITABILITY
OF 59 OUTLETS OF ALL INSTITUTIONS
(October 1980 through September 1981)(Taka in 000's)

Adjusted Profit/(Loss)
on loan rate of 24%,
savings of 12%,

funds of 10.5%
ExcIuding

Unad justed Adjusted Reserve Admin,
Profit/ Profit/(Loss for Expense

Institutions (Loss) 74 4 o> Bad Debts at Taka 32
KRISHI

Total outlets 12

Profit outlets 9 ? 10 11 12 10
Loss outlets 3 5 2 1 - 2
SONALI

Total 5

Profit outlets 2 2 4 5 5 5

Loss outlets 3 3 1 - - -
JANATA

Total 4

Profit outlets 2 2 3 3 3 3

Loss outlets 2 2 1 1 1 1
AGRANI

Total 9

Profit outlets 5 2 6 8 5

Loss outlets 4 7 3 1 1 4
PUBALI

Total 4

Profit outlets 1 - 1 2 4 2

Loas outleta 3 4 3 2 - 2
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Adjusted Profit/(Loss)
on loan rate of 24%,
savings of 12%,

funds of 10.5%

Excluding
Unadjusted Adjusted Reserve Admin,
Profit/ Profit/(lLoss for Expense

Institutions (LOSS) 2 o o Bad Debts at Taka 52
RUPALI

Total 7

Profit outlets 4 2 2 5 4 4
Loss outlets 3 5 5 2 3 3
UTTARA

Total 4

Profit outlets 1 - - 1 - -
Loss outlets 3 4 4 3 4 4
IRDP

Total 8

Profit outlets 6 5 7 8 8 4
Loss outlets 2 3 1 - - 4
BSBL

Total 6

Profit outlets 2 2 3 5 6 2
Lons outlets 4 4 3 1 - 4
GRAND TOTAL

Total 59

Frofit outlets 32 22 36 48 50 35

Loss outlets 27 3% 23 1 9 24
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Table 2
SENSITIVITY ANALYSIS OF PROFITABILITY
OF 12 OUTLETS OF KRISHI BANKl/
(October 1980 through September 1981)(Taka in 000's)

Adjusted Profit/(Loss)
on loans rate of 24%,
savings of 12%,
funds of 10,5%
bxcluding

Actual Unadjpsted Agjusted 2/ Reserve Admin.é/
Loan Profit/ Profit/(Loss )& for Expense
Outlet Rate (Loss) A % _ 3005 Bad Debts at Taka 32
Gaibandha 12% ( 9) 9 67 125 67 100
Manikganj 12% (35) ( 5) 85 174 140 116
Faridpur 12% (38) ( 4) 108 220 156 175
Kushtia 18% 133 70 159 248 154 185
Tangail 18% 112 50 126 201 130 133
Pabna 18% 17 (16) 28 72 27 69
Rajshahi 24 185 33 119 205 9 183
Madaripur 2u%h 111 22 76 130 81 84
Maijdee Court  2u4% 13 (68) (18) 32 62 0
Khulna 20% 187 20 83 146 81 112
Rangpur 3005 207 34 100 165 100 117
Sylhet 300 7 (87) (51) (15) 53 (55)

Outlets included disbursed loans during the full 12-month period
October 1940 through September 1981, utlets are excluded which did
not disburse loans during this period or which commnenced operationg
after October 1980,

Savings rate has been adjusted to 12%, cont of horrowed funds to 106 5%
and the loan rate is allowed to vary as indicnted,

Taka 32,000 is the average annual oxpense for osalarien, travel and
office oxpenne for the 58 outlets included in thisg analysis,
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Table 3
SENSITIVITY ANALYSIS OF PROFITABILITY
OF 5 OUTLETS OF SONALI BﬁNKi/
(October 1980 through September 1981)(Taka in 000's)

Adjusted Profit/(Loss)
on loans rate of 24%,
savings of 12%,

funds of 10.2&
EEcIuglng

Actual Unadjusted Adjusted 2/ Reserve Admin.z/
Loan Profit Profit/(Loss for Expense
Outlet Rate (Loss A Bad Debts at Taka %2
Sitakunda 12% (24) (9 27 63 37 31
Kuliarchar 18% ( 5) ( 9) 29 67 59 22
Shahapur 18% 29 21 76 132 . 90 76
Birganj 249 ¢ 1) (70) (&) 58 102 3
Gouripur 30% 131 23 78 133 96 73

1/ Outlets included disbursed loans during the full 12-month period
October 1980 through September 1981, Outlets are excluded which did
not disburse loans during this period or which commenced operations
after October 1980.

2/ Bavings rate has been adjusted to 12%, cost of borrowed funds to 10. 5%
and the loan rate is allowed to vary ns indicated,

3/ Taka 32,000 is the average annunl expense for nalaries, travel and
office expenne for the 53 outlets included in thin nnniynio.
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Table 4
SENSITIVITY ANALYSIS OF PROFITARILITY
OF 4 OUTLETS OF JANATA BANKY
(October 1980 through September 1981) (Taka in 000's)

Adjusted Profit/(Loss,
on loans rate of 24%
savings of 12%,
funds of 10.5%

kxcluding
Actual Unadjusted Adjusted 2/ Reserve Admin.é/
Loan Profit/ Profit/(Loss for Expense
Outlet Rate (Loss) A A o Bad Debts at Taka 32

Jhikergacha 12% (18) 14 39 64 39 24
Paglapir 18% (31) (29) (22) (15) ( 8) (31)
Baneswar 24% 38 19 43 67 23 41
Baidderbazar 30% 28 (12) 6 23 9 1

1/ Outlets included disbursed loans during the full 12-month perisd
October 1980 through September 1981. Outlets are excluded which did
not disburse loans during this period or which commenced operations
after October 1980,

g/ Savings rate has been adjusted to 12%, cost of horrowed funds to 10, 5%
and the loan rate is allowed to vary as indicated,

2/ Taka 32,000 is the average annual expense for salaries, travel and
office expenne for the %9 outlets included in this analysis.
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Table 5
SENSITIVITY ANALYSIS OF PROFITABILITY
OF 9 OUTLETS OF AGRANI BANKl/

(October 1980 through September 1981)(Taka in 000's)

Adjusted Profit/(Loss)
on loan rate of 24%,
savings of 12%,

funds of 10.5%

Actual Unadjusted  Adjusted Resorve®  Admin.Y/
Loan Profit/ Profit/(Loss 2/ for Expense

Qutlet Rate (Loss) 8% % Bad Debts at Taka 32
Natherpetua 12% (31) 11 50 89 53 52
Chuknagar 18% 11 7 31 56 32 19
Khamar 18% (29) (27) (13) 1 24 (37)
Bahtra 24% 5 (8 7 22 2 2
Shaduhati 24% 15 (7)) 18 43 18 23
Shantiniketan  30% 27 (22) 3 27 37 (12)
Baligaon 30% ( 2) (44) (20) 4 35 (34)
Cadet Collere  36% 80 (9) 1 37 13 17
Joyag 36% (14) (25) (22) (20) (17) (33)

1/ Outlets included disbursed loens during the full 12-month period
October 1980 through September 1981, Outlets are excluded which did
not disburse loans during this period or which commenced operations
after October 1980,

Savings rate has boen adjusted to 12%, cost of borrowed funds to
1C.%% and the loan rate is allowed to vary as indicated.

%/ Tuka 32,000 is the average annual expense for salariees, travel and
office expense for the 59 outlets included in this analysis,

Q
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Table 6
SENSITIVITY ANALYSIS OF PROFITABILITY
OF 4 OUTLETS OF PUBALI BANKl/
(October 1980 through September 1981)(Taka in 000's)

Adjusted Profit/(Loss)
on loan rate of 24%,
savings of 12%,

funds of 10,5%

cludin
Actual Unadjusted Adjusted 2 Reserve8 Admin.i/
Loan Profit Profit/{Loss)2/ for Expense

Qutlet Rate (Loss 18% éﬁ% ' %6% Bad Debts at Taka 32
Shahbajpur 12% (168) (104) (57) (11) 51 (35)
Satihat 18% ( 18) ( 2 s 9 49 64
Babugan] 24% ( 90) (105) (79) (53) 13 (65)
Ellenga 36% 25 (42) (16) 10 61 1

A/ Outlets included disbursed loans during the full 12-month period
October 1980 through Geptomber 1981, utlets are excluded which did
not digbuxrae loans during this period or which commenced operations
after October 1930. ‘

2/ Savings rate has been udiunted to 12%, cost of borrowed funds to
10.5% and the loan rate is allowed to vary as indicated,

2/ Taka 32,000 is the average annual expense for salaries, travel and
office expense for the 59 cutlets included in this anaiynia.
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Table 97
SENSITIVITY ANALYSIS OF PROFITABILITY
OF 7 OUTLETS OF RUPALI BANKY

(October 1980 through September 1981)(Taka in 000's)

Adjusted Profit/(Loss)
on loans rate of 24%,
savings of 12%,

funds of 10.22
cluding 2/

Actual Unadjgsted Adjusted 2/ Reserve Admin,
Loan Profit/ Profit/(Loss)= for Expense
Qutlet Rate (Loss) % oW o Bad Debts at Taka 32
Rajganjbazar  18% (27) (27) (5 17 1 10
Manshabazar 24% (16) (36) (21) ( 6) (18) ( 5)
Kakonhat 24% (15) (19 (15) (1) (12) (27)
Narhatta 24% 25 4 26 47 30 11
Rahamatpur 30% 1 (12) (%) 1 ( 4) (18)
Khan's Hat 30% 72 17 50 82 59 33
Kalihati 36% 81 (28) (&) 20 1 13

1/ Outlets included dinbursed loans during tho full 12-month period
October 1980 throuph Septembor 1981, utletn are excluded which did
not disburne loans during this period or which commencod operations
after October 1980,

2/ Bavings rate has bLeen ndjunted to 12%, cout of borrowed funds to 10.%%
and the loan rate is allowed to vary an indicated.

3/ Toaka 32,000 is the average annual expoense for sonlarien, travel and
office expenne for the 59 outlets included in this ananlynis.
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Table g
SENRSITIVITY ANALYSIS OF PROFITABILITY
OF 4 OUTLETS OF UTTARA BANEY
(QOctober 1980 through September 1981)(Taka in 000's)

Adjusted Profit/(Loss)
on loans rate of 24%,
savings of 12%,
funds of 10,.5%
kxcluding

Actual Unadjusted Adjusted 2/ Reserve Admin.z/
Loan Profit/ Profit/(Loss for Expense
Outlet Rate (Loss) % 74 >  Bad Debts at Taka 32
Mymensingh 18% (37) (36) (31) (26) (26) (26)
Tangail 24% (13) (17) (12) ( 7) (12) (20)
Basan 30% 8 (15) (2) 1 (1M ( 4)
Feni 36% (54) (75) (67) (59) ¢ 7) (74)

1/ Outlets included disbursed loanu during the full 12-month period
October 1980 through Septembar 1981, Outlets are excluded which did
not digburse loans during thin period or which commenced operations
after October 1980,

2/ Bavingo rate hap been adjusted to 12%, cost of borrowed funds to
10.5% and the loan rate is allowed to vary as indicated.

3/ Taka 32,000 is the average annual expense for walaries, travel and
office expense for the 59 outlets inzluded in this nnaiyliu.
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Table 9
SENSITIVITY ANALYSIS OF PROFITABILITY
OF 6 OUTLETS OF BSBLY
(October 1980 through September 1981)(Taka in 000's)

Adjusted Profit/(Loss)
on loan rate of 24%,
savings of 12%,

funds of 10.2&
cluding 1/

Actual Unadjusted Adjusted > Reserve Admin.
Loan Profit/ Profit/(Loss 2/ for Exgense
Outlet Ragte (Loss) TO0% éé% ;U% Bad Uebts at Taka 32

Taltoly 23 4% 5 3 13 23 19 (15)
Boildah 27 .. 4% (21) (20) 0 20 40 (27)
Baluhar 22 .8% (62) (61) (34) (7 52 (57)
Paschim
Pakutia 24 ,1% 1 1 32 63 55 14
Jhalam(North) 26% ( 2) ( 2) 40 82 72 31
Charkalibari 27.9% (12) (1) ( 1) 9 15 (26)

1/ Outletn included disbursed loans during the full 12-month poriod
October 1980 through Septembsr 1981, tlets are excluded which did
not disburse loans during this period or which commenced oporations
aftor Octobor 1980,

2/ Bavings rate hns been adiuuted to 12%, coot of borrowed funds to
10.5% and the loan rate is allowed to vary as indicated,

2/ Taka 32,000 is the average annual expense for salaries, travel and
office expense for the 58 outlets included in this nnaiysia.
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Table 10
SENSITIVITY ANALYSIS OF PROFITABILITY
OF 8 OUTLETS OF IRDR]
(October 1980 through September 1981)(Taka in 000's)

Adjusted Profit/(Loss)
on loaa rate of 24%,
savings of 12%,

funds of 10.5%

bxcluding
Adjusted Reserve  Admin.s/

Actual Unadjusted

Loan Profit Profit/(Loss g/ for Exgense
Outlet Rate (Loss T% é&% %6% Bad Debts at Taka 32
21 44 61

Babviganj 22,6% 36 36 18
Islanpur 29.6% 40 6 23 40 23 6
Joydebpur 13.6% ( 5) ( 2) 4 10 i (21)
Dhamrai 19.8% 5 (4) 12 28 24 ( 9)
Morrelganj 17 1% 8 ) 19 29 12 ( 3)
Chouddagram 16 .67 19 25 56 87 60 34
Burhanuddin 19.7% 20 10 34 58 W4 11
Natore 19.1% (4) (1) (2 0 12 (21)
1/ Outlets included disbursed loans during the full 12-month period
Octoher 1980 through September 1981. Outlets are excluded which did
not disburse loans during this period or which commenced operationsn
after October 1980,
2/ Bavings rate has been adjusted to 12%, cost of borrowed funds ¢o 10.5%
and the loan rate is allowed to vary as indicated.
74

Taka 32,000 is the averago annual e¢xpense for salariui travel and
J

office expense for the 59 outletn included in this analysis.,
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CHAPTER 2  CONSOLIDATED' REPORT ON AUDITS OF RYEP ACCOUNTS

Introduction

This report incorporates the findings of audit report transmittals
No. 6 to 11 to the Bangladesh Bank and copied to USAID and to the
participating institutions. The reports covered audits of RFEP
accounts at 80 outlets from June 1980 to January 1952, Earlier
reports have not been included as these were reports of initial
audits conducted at all the 62 outlets in operation at that time.

The critical audit findings at outlets may be broadly categorized
as follows:

1. Problems relating to maintenance of loan ledgers.

2. Problems of distributing and posting borrowers' passbooks.
3. Problems in the preparation of monthly reports.

4. Excess claims for % plus /5 reimbursement from the project grant.
5. Understatement of overdues.,

6. Willful defaulters.

7. First loans covered by second loans.

8. Failure to prenumber receipts given for payaents.

9. Underpayment of interest on savings.
10. Audits attempted that could not be completed.
11. Irregularities in collection and deposit of loan repayments,

Each of these areas are looked at in more detail as are the principal
findings for each institution.

vritical Findings

1. Maintenance of loan ledgers

Froblems relating to maintenance of loan ledgers include:~
Failure to post accounts up-to-date.

Improper segregation of repayments botween dus date and
after due date,

Inaccurate caleulation of interest,
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Calculation of interest cn the basis of month end
balance instead of daily balance.

Failure to credit loan repayments to interest due before
crediting principal.

Failure to quote receipt or payment reference numbers.

Failure to give cross reference between first loans and
second loans and between loans and savings accounts,

2. Borrowers Passhooks

Problems of distributing and posting borrowers' pessbooks includes-
Some outlets where not all borrowers had received passbooks.
Outlets where passbooks were not posted in full,

In some outlets passbooks were not posted up-to-date,

3« Monthly Reports

Problems of preparation of monthly reports include:-

In a few outlets,there were discrepancies between loan

ledger figures and report figures.

In some outlets monthly reports were not prepared promptly.
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4, Reimbursements from the Project Grant

Excess claims for % plus % reimbursement usually resulted from:

Posting loans repaid after due date as repaid within the
due date.

In a few outlets,loans were fully or partially refunded
within a few days of distribution and should not have been
counted as true loans,

In a few outlets, first loans were covered by second loans.

In all of these cases, such excess claims for % plus % reimburse-
ment were deducted by the auditors from the next monthly report.

5. Overdueos

Understatement of overdues usually resulted from the failure
to classify a loan as overdue as soon as its due date had

passed without payment.

6. Wilful Defaulters

Wilful defaulters were found at only 12 of the 80 outlets.
However, prompt and forceful action is required to prevent
these wilful defaulters from infecting other borrowers,
particularly where group lending is practised.

7. Firat loans covered by second loans

Firat loans covered by second loans wore found at only 5
of the 80 outlets.
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8. Prerumbered receipts

Failure to prenumber receipts given for loan re-payments were
noted at all outlets of Sonali and Pubali and some outlets

of Rupali. We think that these banks are in error in not
prenumbering receipts. While prenumbering receipts will

not eliminate defalcation of repayments, they will discourage
defalcation by providing an audit trail.

9. Interest on Savings

Underpayment of interest on savings is found to some extent
at most outlets, particularly those that impose a Tk.100
minimum on savings accounts before interest is calculated.,
Through this device BSBL has successfully avoided paying
any interest whatsover on its savings deposits,

10. Uncompleted Audits

Audits were attempted but conuld not be completed at a few
outlets. Generally the reasons were as follows :-

Serious arrears in posting of loan ledgers.

Gross inaccuracics in the posting of loan ledgers.

Significant mistnkes in the calculation of interest and
overdues,

Improperly prepnred monthly reports.,

11+ Collection nnd Depogit of luan repayments

In neveral of the audits at BSBL outlets, it was noted that
the cooperative manager had large amountn of undeponited
cash on hand. In one BIBL outlet the cooperntive manager had
given unorficial rcceiptn for lonn repnymentg, which then
woere neither recorded to RFEP accountn nor deposited to
RFEP credit. This had the indirect offect of overstating

the amount of overdues.
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Institutional Findings

Institutionwise findings are summarised below. The figures
represent the amounts calculated at the time of completion of audits
at different dates. For details, the individual audit reports should
be consulted. Each audit report listed detailed recomrmendations for
improvement in accounting and reporting.

KRISHI

14 outlets have been audited and covered under this report.

Audits have revealed occurrences of excess claims for % plus
% reimbursement at Tangail and Manikganj branches involving
Tk 36,037 and Tk 7,726 respectively.

Understatement of overdues was detected at Faridpur, Kushtia,
Majijdee Court and Narsingdi outlets involving Tk 1,01,927;
Tk 14,432; Tk 43,951 and Tk 6,636 respectively.

Serious problems relating to maintenance of accounts were
observed at Madaripur, Gaibandha, Kushtia, Tangail and Manikganj
outlets,

Wilful defaulters were reported at Faridpur (17 borrowers),
Rangpur (2 borrowers), Pahna(2 borrowers), Manikganj (2 borrowers),
Maijdee Court (30 borrowers).

Second lonnn were given to cover firast loans at Tangail branch
in 26 capes involving Tk 64,200,

Auditn ware ncheduled and attemnted but could not bhe completad
at Kushtia and Pabm outlets. The Kunhtia outlet waos nuccesnfully
audited at the third attempt, tne first two attempts boing
failures., Pabm was fully audited nt the second attenpt,
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SONALI

8 outlets have been audited during this period.

Audits have revealed occurrences of excess claims for % plus

% reimbursement at Gouripur Bazar, Court Building, Rajshahi and
Z2illa Board outlets involving Tk 15,5743 Tk 12,792, and Tk 10,812
respectively.

Understatement of overdues was detected at Gouripur Bazar,
Court Building, Rajshahi, Zilla Board and Shahpur outlete invol-
ving Tk 33,804, Tk 89,776, Tk 74957 and Tk 21,543 respectively.

Serious problems relating to maintenance of accounts were
observed at Birganj, Gouripur Bazar, Court Building,Rajshahi
2illa Board and Shahpur outlets.

There was no report of wilful defaulters at any outlet.

" There was no evidence of extending second loans to cover the
first loans,

Audits were scheduled and attempted but could not be completed
at Birganj, Zilla Board, Gouripur Bazar and Shahpur outlets.
However the outlete were successfully audited at the second
attempt,

Receipt for repayments were not prenunbered at any outlet.
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JANATA

7 outlets have been audited during this period.

Audits have revealed occurrences of excess claims for % plus
% reimbursement at Baidder Bazar, Baneswar, Tajpur and Tebunia
outlets irvolving Tk 16,425, Tk 6,800, Tk 13,570 and Tk 1,476
respectively.

Understatement of overdues was detected at Baidder Bazar and
Tebunia outlets involving Tk 11,765 and Tk 35,632 respectively.

Serious problems relating to maintenance of accounts were
observed at Baneswar, Baidder Bazar and Tajpur outlets.

Wilful defaulters were reported at Pazlapir outlet ( 5 borrowers).

There was no evidence of extending second 1loans to cover first
loans.

All audits scheduled and attempted were completed at the firat
at tempt .

AGRANI

10 outlets have been audited during this period.

Audits have revealed occurrences of nxcesn claims for % plus
% reimbursement at Chuknagar, Baligoan, Natherpatua and Khamar
outlets involving Tk 37,600, Tk 4,530 and Tk 6,957 renpactively.

Understatement of overdues wnu dctected at Baligoan and Khamar
outlets involving Tk 13,980 und Tk 1,600 respactively.
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Serious vroblems relating to maintenance of accounts were
observed at Khamar outlet.

Wilful defaulters were reported at Khamar outlet (3 borrowers),

Second loans were given to cover first loans at Chuknagar
branch in 40 cases involving Tk 41,965,

One sudit was scheduled and attempted but could not he completed
at Bhatra outlet until the second attempt.

PUABLI

4 outlets have been audited during this period.

Audits have revealed occurrences of excess claims for % plus
% reimbursement at Babuganj, Ellenga and Satihat outlets invol-
ving Tk 26,900, Tk 28,498 and Tk 21,570 respectively,

Understatement of overdues was detected at Babuganj, Ellenga,
Satihat and Shahbajpur involving Tk 41,750, Tk 32,000, Tk 21,570
and Tk 2,015 respectively.

Serious problems relating to maintenance of accounts were observed
at Babuganj, Ellenga and Shahbajpur outlets.

Wilful defaulters were reported at Babuganj (1C borrowers ),
Ellenga (2 borrowers), and Shahbajpur (11 borrowers).

Second loans were given to cover first loans at Babuganj outlet
in 16 cases involving Tk 13,450,
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Audits were scheduled and attempted but could not be completed
at Shahbajpur and Babuganj outlets. The Babuganj outlet was
successfully audited at the third attempt. Shahbajpur has still
not been successfully audited.

Receipts given for payments were not prenumbered at any outlet.

RUPALI
6 outlets have been audited during this period.
Receipts given for payments were not prenumbered at some
outlets but otherwise no other signfficant deviations from
acceptable standards were observed at any of the outlets audited.
UTTARA
41l 5 outlets have been audited during this period.

Audits have revealed vccurrences of excess claims for % plus
¥ reimbursement at Atia outlet involving Tk 10,661,

No understatement of overdues was observed in any of the outlets
audit.do

Berious problems relating to maintenance of accounts were observed
at Tangail outlet.

There was no report of wilful defaulters at any outlet.

There was no audit that was scheduled and attempted but could
rot be completed.
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IRDP

10 outlets have been audited during this period.

Audits have revealed excess claim for % plus % reimbursement
at Islampur outlet involving Tk 8,000.

Understatement of overdues was detected at Morrelganj,Gopalpur
and Natore outlets involving Tk 25,000, Tk 47,710 and Tk 16,168

respectively.

Serious problems relating to maintenance of accounts were observed
at Burhanuddin, Natore and Babuganj outlets.

There was no report of wilful defaulters at any outlet.

There was no evidence of extending second loans to cover first
loans.

Audits were scheduled and attempted but could not be completed

at Babuganj and Burhanuddin outlets until the second attempt.
SAMABAYA(BSBL)

16 outlets have been audited during this period.

Audits have revealed occurrences of excess claims for ¥ plus

¥ reimbursement at Charkalibari and Taltoli involving Tk 985

and Tk 10,025 respectively.

Underatatement of overdues was detected at Charkalidari outlet
involving Tk 2,670.
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Serious problems relating to maintenance of accounts were
observed at Taltoli, Charkalibari, Jhalam (South), Deora(North),
Deora (Mohila) and Jagannathpur outlets.

Wilful defaulters were reported at Deora (North), (15 borrowers)
and Jegannethpur (3 borrowers). At the latter, one of the wilful
defaulters is the Samiti Secretary.

Second loans were given to cover first loans at Gatail outlet
in 9 cases involving Tk 5,800 and Jhalam (North) in 4 cuses
involving Tk 2,371,

Audit was scheduled and attempted but could not be completed

at Jhalam (North). The loan ledger was so hopelessly inaccurate
that it could not be corracted. The outlet is to post a new set
of loan ledgers, after which an audit will again be attempted,

Irregularities in collection and deposit of loan repayments were
noted at Baluhar, Deora (North), and Deora (Mohila) involving
undeposited receipts of Tk 50,000, Tk 43,500 and Tk 20,360
respectively. Also, at Deora (Mohila) payments by bhorrowers of
principal and interest were recorded in pasabooks but not in
the loan ledger and were not deposited; approximately '+ 7,000
was thus embezzled,

Deductions were made from loan proceeds for " relief" and
" entertainment " at Jhalam (South).

A substantial purchase of 36 rickshaws was carried out without
normal bid procedures at Dsora (North),
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Summary

All nine lending institutions used the standard RFEP accounting
system and reporting forms. In general, audits reveal that most outlets
-did a commendable job of following rather complicated accounting and
reporting procedures, especially since RFEP requirements and practices
differ significantly from standard banking procedures in use in
Bangladesh,

It should be noted that the incidence of some of the expected
problems and irregularities found in most other rural credit prograas
have not been found as frequently as expected. Por example, in the
80 outlets covered during this period:-

Pirat loans covered by second loans were found in only 5
outlets.

Wilful defoulters were found in 12 outlets.

FProm the detniled lists of problems revealed by the audits, the
participating inatitutions might be rated as good in all cases,except
for Rupali which was very good, and Pubali and BSBL which were fair,



215

SECTION IV SPECIAL TOPICS

This section comprises six seperate chapters upon the

following topics :

Chapter 1 Interest Rates on loans.
" 2 Savings
" 3 Group lending
" 4 Incentives under RFEP
" 5 Training under RFEP
" 6 Loans to women

The first three chapters consider critical issues that
RFEP was intended to address during the life of the program.
The remaining three chapters are on topics of particular

interest.

Each chapter is separate and complete within itself.
They are put together in this section for convenience. Each
chapter indicates its awn data sources,and unless otherwise

stated all financial cata is up to 30 September 1981,
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M
IntrOduction

This chapter analyses the extent of target group borrow-
ing, loan overdues and repeat borrowing by five loan interest
rate levels. The statistical data for this chapter was taken
from Monthly Financial Reports and the Survey on Repeat Borrow-
ing. Generally the data is for period up to 30 September 1981
except for the data on overdues and repeat borrowing which is
up to June 1981 as noted in the tables. The interpretation of
these data is influenced by the presence of other credit pPro=
grams operating in the came geographical areas. In cases where
there is competition from these other programs, the RFEP lend-
ing patterns at the different interest rate levels may have
been affected.

OQutlets and Households

Thirty-one outlets comprising 29,433 target group house-
holds were chosen for this analysis. These outlets represent
all of the participating institutions except IRDP and BSBL
which were excluded because each of their outlets offersloans
at different interest rate levels based on loan purpose. The
outlets of the other institutions were grouped by the single
interest rate level at which they offer loans. All outlets
have been in operation for a year or more.

Table 1
NUMBER OF OUTLETS AND TARGET GROUP HOUSEHOLDS
Loan
Interest rate Outlets Households
12 5 5,612
18 ? 6,618
24 8 7,089
30 7 4,975
36 4 5,139

Total Ly 29,433
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Incidence of Borrowing

There is no clear evidence that the incidence of borrowing
can be correlated with the interest rate level among target group
borrowers. The heaviest rate of borrowing occurs at the 18%, 24%
30% interest rate levels, It is only at the 36% level that borrow-
ing falls below the average for all outlets.

Table 2
INCIDENCE OF BORROWING AMONG TARGET GROUP HOUSEHOLDSY
Loan Percentage of
Interest rate Households Borrowing

12 49, 3%
18 60.5
ol 74,2
30 551
36 38.4

Average 48.9

J/ The percentage represent the proportion of total target
group households which borrowed from outlets offering
loans at each interest rate level.

Table 3 shows the taka amount loaned per outlet of the
five interest rate levels. There appears to be a rough iaverse
correlation between the interest rate level and the volume of
ioans. However, the average number of households for outlets
at the different interest rates varies. If the household sjze
of the outlet is considered the correlation becomes spurious,

Table 3
AVERAGE TAKA AMOUNT LOANED PER OUTLET
Loan

Interest Rate Taka Loaned

12 1,414,008

18 1,338,797

24 946,894

30 1,080,230

36 292,434
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‘The absence of clear inverse relationship between ‘%he
interest rate level and the percentage of borrowers indicates
that within this range of interest rates the increasing cost
of credit has relatively little effect on the overall incidence
of borrowing.

Loan Purpose

Using the purpose stated on the loan application, loans
have been classified as crop, other agriculture, and non-agri-
culture. At the four lowest interest rate levels crop loans
accounted for slightly more than 30% of total loans. This pro-
portion of loans is fairly constant until the 36% interest rate
level is reached where it dips to 20%. The incidence of loans
for other agricultural purposes decreases across interest rate
levels from a high of 43% at the lowest interest rate level to
21% at the highest interest rate level. This pattern remains
when loans for all agricultural purposes are combined.

Table 4
INCIDENCE OF BORROWING BY LOAN PURPOSE

Loan Percentage of loans
Interest Other 505-1 Non- Total

Rate Crop Agr, Agr., Agr, Loans

12 30.2%  43.3%  73.5% 26.5% 100.0%
18 34,5 36,3 70,8 29,2  100.0
24 31,1 38,2 69.3 30,7  100.0
30 34 28,8 56,2 43,8  100.0
36 20,2 214 41,6  S8.4  100.0

Averlgo 50.5 35.5 63.8 56.2 100.0

Table 4 shows the proportion of agricultural loans to
non-sgricultural loans to be more than twice as great at interest
rates of 12, 18 and 24, At 30% interest the dominance of agricul-
tural loans declines to about a quarter greater than non-agricul-
ture. At 36% interest the ratio of agriculture to non-agriculture
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is reversed and non-agricultural loans are 40% greater. This same
general pattern occurs in Table 5 where the volume of borrowing is
analyzed by loan purpose.

Table 5
VOLUME OF BORROWING BY LOAN FURPOSE

Loan Percentage of Loan Volume
Interest Other goEaI Non- Total

Rate Crop Agr, Agr. Agr. Loans
12 19.3%  S50.1%  69.4% 30,606 100%
18 24.5 42,6 671 32,9 100
24 24.1 41,7 65.8 34,2 100
30 28,3 8.4 56.7 43.3 100
%6 15.7 21,2 36.9 63.1 100

Average 23.4 37.8 61.2 38.8 100

Tables 4 oand 5 indicate that the rutio of domand for agri-
cultural credit to non-agricultural credit declines steadily as
interest rates increase. At the 36% interest lovel there is a
dramatic decline. Although the higher cosat of zredit may some-
what recuce the incidence of agricultural borrowing, it is more
likely that agricultural borrowers in RFEP outlets with the highest
rates of interest switch to other sources of credit which become
more attractive than the higher RFEP interest rute levels /. On
the other hand, those wishing to borrow tor non-agricultural pur-
poses are unable to borrow from agriculturs credit schemes in the
rural areas and prefer to borrow from the RFEP outlets at 30% and
J6% interesat rather than pay the even higher rates charged on the
informal credit market,

Average Losn SBise

Table 6 shows almost no correlation between loen size and
interest level. It in only in moving from 30% to 36% interest
rate levels, that there in s decrease in loan sisze for all three

A/ A cane in point is Rupuli's branch at Kalihwti in Tangeil
where oroB loann at 1 are available t¢ borrowers from the
nearby IRDP outlet (non-RFEP) as opposed to 36% € Knlihatd
branch.



220

loan purposes. This is particularily pronounced for crop loans,
It suggests that the cost of credit at this level does hecome
significant in the minds of borrowers and is a deterent to the
average sigze of losns in general and especially of crop loans.

Table 6

AVERAGE LOAN SIZE
(In Teka 000)

Loan
Interest Other Total Non- Total
Rate Crop Agr. Agr, Agr, Loans
12 894 1,684 1,356 1,670 1,427
18 1,045 1,748 1,406 1,651 1,480
24 14343 1,847 1,404 1,795 1,672
30 1,439 1,784 1,599 1,575 1,589
36 823 1,091 961 1,208 1,106
Average 1,119 1,689 1,345 1,546 1,465

Overdues

The incidence of overdue losns in the table below shows
no significant correlation with the interest rate level.,

Table 7
INCIDENCE OF OVERDUE LOANS BY PURPOSE

Loan Percentage of Loans Overdue
Interest Total Other Total Non-
Agr.

Rate Loans Crop r Agr, Agr,
12 5.5 5. 5% 5 % Se 5% 5¢.7%
18 3.5 0.5 3.7 1.9 761
24 8.3 8.5 5.9 7.2 10,1
30 4.2 3.0 3.9 3.2 S.4
36 7.3 8.1 9.4 8.7 6.1

Average 5.7 4,5 5.5 5.0 6.8
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For all interest rate levels except 36%, agricultural over-
dues are slightly lower than those for non-agriculture. This pattern
is reversed at the highest interest rate level. Within the two
agricultural lending categories there is no consistent pattern of
overdues for one category being greater than the other across the
five interest rate levels.

An examination of the age of overdue crop loans in table 8
indicates that at the three lowest interest rate levels more than
half of the loan overdues are less than six months old. At the
higher interest rate levels this pattern is reversed and the most
dramatic change occurs at the 36% interest level where half of
the loans are one year or more overdue, However, the importance

Table 8
AGE OF OVERDUE CROP LOANS

Loan Percentage of loans Overdue
Interest Fess than -6 6=-712 T2 months

Rate 3 months months no;ths or more Total
12 44 , 7% 16.0% 19,1% 20.2% 100%
18 70,0 10.0 10,0 10,0 100
L 32.6 19,6 19.6 28,2 100
30 50.0 - 66.? ’3.5 100
36 6.7 3¢3 40,0 50.0 100

Average 32,2 12.6 28.3 26,9 100

of this finding is partially reduced when it is recalled from
table 4 that only 21% of all loans at 36% interest were for crops.,
The significance of this may be further reduced by the fact that
under RFEP crop loan terms canm be extended by up to 6 months,
depending on the crop, for marketing., It is not known how far
the institutions are applying this. "Thus a loan classified as
overdue under one institution may not be considered as such by
another.
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Table 9
AGE OF OVERIWE OTHER AGRICULTURE LOANB

Loan Percentage of Loans Overdue
Interest Tess than 35 6=T2 T2 monthe

Rate 3 months months Months or more Total
12 17.7% 14,9 36.2 31.2 100
18 80,7 7.7 5.8 5.8 100
24 45.5 12.1 21,2 21,2 100
26 9.4 10.9 9.4 70,3 100

Average 32.9 12,0 23.1 32,0 100

The overdue ageing pattern for agriculture other than
crops is less clear. At the 12% interest rate level two-thirds
of overdue loans are more than six months delinquent and nearly
a third are a year or more old, However, at interest rates 18%,
24%, and 30%, the majority of loans are less than three months
overdue, Here, as in the case of crop loans the pai-ern of over-
dues at 36% interest changes markedly. A full 70% of loans at
this interest level have been overdue for a year or more.,

The age of overdue non-agricultural loans follows the
general pattern for other loan purposes as Table 10 shows.

Table 10
AGE OF OVERDUE NON-AGRICUILTURE LOANS

Loan Percentage of Loans Overdue
Interest Yess than 3 - & 612 12 months

Rate 3 months ponthse months or more Total
12 68.6% 14.6% 2.2% 14 .6% 100%
18 62.1 18.5 19.4 - 100
24 57.8 11.9 17.8 12.5 100
30 98.3 - - 1.7 100
36 32.4 3.6 36.0 27.9 100

Average 59.8 10.4 17.4 12.4 100
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A relatively larger proportion of loans are overdue for
this purpose for less than six months at all interest rate levels
except 36%. At this level there is a much lower proportion of
short term overdues than for the other loan categories,

Repeating Borrowingi

About a third o” all borrowers took two or more loanms.
Data in table 11 shows no correlation between interest rate
and repeat borrowing. Multiple borrowing for a single type
of enterprise such as crop production tended to be slightly
higher at interest rates 12% and 18%. But the differences are
not large enough to be significant., Multiple enterprise
borrowing shows even less pattern across interest rates,

Table 11
INCIDENCE OF REPEAT BORROWING

Percentage of Borrowars with
more than One Loan

Loan
Interest Single 1/ Multiple 2/
Rate Enterprisa Enterprise Total
12 22,1% 15.8% 37.9%
18 22.6 16.4 39,0
4 15.3 13.5 28,8
30 14,2 22.9 37.1
36 18.8 14.8 33.6
Average 19,3 16.5 5.8

i/ Loans roceived for only tgpo of enterprise
Crop, other Agriculture, Non-sgriculture.
2/ Loans rece¢ived for more than one type of enter-

prise - Crop, other Agriculture, Non-agriculture.
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An analysis of single enterprise repeat borrowing shows
very little meeningful variation across interest rates for the
various loan categories., This analysis is designed to show
whether or not borrowers are reluctant to take repeat loans at
the higher interest rates for the same enterprise having already
borrowed for that purpose previously and thus being fully coaver-

sant with the cost and returns.
in table 12 which would support
for other agricultural purpcses
borrowing at the lower interest
hold for the other loan purpose
said that interest costs play a

There is no statistical pattera
thias. PRorrowers who take loans
show some tendency for more repeat
rate levels, but this does not
categories 14/, Thus it cannot be
dominant role in determining

profitability of the loan to the borrower.

Table 12
SINGLE ENTERPRISE INCIDENCE OF REPEAT BORROWING
BY TYPE OF ENTERPRISE

Percentage of Borrowers with more than
One Loan for only One Type of Enterprise

Loan
Interest Other Non-
Rate Crop Agriculture Agriculture Total
12 3.9% 11.5% 6.7% 22.1%
18 6.0 8.2 B4 22,6
24 4.1 5.4 5.8 15.3
20 3.8 3.4 7.0 14,2
36 3.3 4,2 12.3 18.8
Average 4.4 6.8 8.1 19.3%

J/ Table 12 in the section above shows the doninance of other
agriculture at the lower interest rate levels. This being
the case the incidence of repeat borrowers for this purpose
may be expected to the higher than the norm.
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The table helow analyzes the incidence of repeat borrowing
among those persons whose second loan was for a different purpose
than the first. Here, as in table 13 the data indicate no propen-
sity for such borrowing at the lower interest rates for any purpo-
s@, nor a reluctance to borrow more than once at higher interest
rates. Such switching therefore is probably governed by factors
other than the cost of funds.

Table 13
MULTIPLE ENTERPRISE INCIDENCE OF REPEAT BORROWING
BY TYPE OF ENTERPRISE

Percentage of borrowers with more than
one loan for more than one type of enterprise 1/

Loan
Interest Other Non-

Rate Crop Agriculture Agriculture Total
12 5.0% 4,1% 6.7% 15.8%
18 4,8 S.4 6.2 16.4
24 5.7 2.8 5.0 13.5
30 8.5 2.8 11.6 22,9
36 S.4 4. 5¢3 14.8

Average 6.2 4,2 6.1 16.5

J/ Repeat borrowing is analysed by enterprise purpose of the
first loan. 5Subsequent loans were for other types of enter-
prises,

Conclusions:

By and large, little evidence emerges from this analysis
to indicate that loan interest rates have had a critical affect
upon borrowers behaviour. It is only at 36% that the almost
uniform pattern seen throughout changes to any significant
extent,



Borrowers seem equally willing to borrow and take the
same size of loans for varying purposes up to 30%. At 36%
however both the numbers of borrowers and size of loans suggest
that the cost of borrowiag is beginning to count as a major fac-
tor in borrowers' decision making.

Both the incidence and volume of loans show a similay
pattern, though with some variation. Up to and including 24%,
the proportions foi each purpose are constant, with agricultu-
ral loans of both types predominating. However at 30% and more
especially at 36%, a steadily increasing proportion of borrowers
appear to have prefered non-agricultural loans., But given the
presence of other credit programs for agriculture this trend is
not altogether surprising. All that can be said is that demand
for non-agricultural loans remains more bouyant at the higher
interest rates, given the non-institutional alternatives. The
availability of competing credit programs in meny areas allows
no firm conclusions to be drawn from RFEP as to the effective
demand for various activities at various interest rate levels.

Overdues show a similarly uniform pattern., The reasons
for the variations in ageing between the various purposes are
not entirely obvious, but a major factor may be due to the re-
payment terms. Generally agricultural loans are repaid in one
installment after harvest, sale of livestock etc. Non-agricul-
tural loans on the other hand tend to be paid in installments,
usually weekly or monthly. Thus once a crop or livestock loan
becomes anythingmore than 60 deys overdue, it is much less likely
to be recovered as the borrower can only repay from other income
sources. On the other hand, where installments are paid, failure
to repay in one month may be only a temporary setback which can
be remedied quickly.

This begs the question as to whether different repayment
terms may improve performance. This covers two facts; one
being the term of the loan and the other being the rates of
repayment. Thore are limits for the various activities. Crop
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and livestock loans generally do not lend thereselves to install-
ment payments. On the other hand where payments are being made
out of income, care should be exercised that the repayment sche-
dule does not in itselt jeopardize the profitability of the ven-
ture for which the loan was made 1/. 'There are no hard and fast
norms in this respect. Activities can be classified into those
vhere installments can be paid and those where a single payment
is called for, but within these extremes repayment terms can be
established only through careful assessment of the activity on
the one hand and ths borrowers economic situation on the uther.

1f a borrower takes a loan, repays it and takes another
loans, then he/she obviously finds it profitable to borrow.
Within RFEP there are borrowers who have taken up to eight loans.
Moreover, the incidence of roll-over loans is neglegible 2/.
Checks made during outlet audits reveal only 95 loans could be
placed in this category. As the data shows, some 36% of borrow-
ers have taken second and subsequent loans, during the 2-2% yoars
period that cutlets had been opened up to June 1981. This is
quite a high rate when one considers that many borrowers have
Joined the programe in 1980, and many of these may have taken
loans with terms longer than 12 months.

The evidence suygests that the program is attractive to
many borrowers. More importantly the variations in interest
rates do not arfect the intensity of borrowing, even of crop
borrowing among those willing to borrow for crops at the higher
interest rate levels.

1/ During the field work on women borrowers, a number who were
processing paddy complained that the duration of the loan snd
installment plan beginning one month from receipt of the loan,
gave them little scope to b ‘1d uf the activity to its full

otential. Funds were being continually siphoned off to meet
nstallment demands.

2/ Bee audit reports covering 80 outlets since inception of RFEP,
cnd loans to cover first loans were found at 5 outlets only and
involved a totel of Tk 127,786,
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One of the principal issues RFEP has attempted to address
is whether target group borrowers are able to utilize and profit
from a full cost inatitutional credit system. It was felt at the
outset that high interest rate charges would deter borrowers. The
analysis contained in this chapter tends to refute this suggestion,
certainly up to 30%. At 36% the indicators suggest resistance on
the part of borrowers to some degree. In the absence of any defi-
nitive relationships between interest rates and the variables of
borrowing, loan size, overdues etc., one can only conclude that,
as stated in the original project paper, prospective borrowers do
not consider 3% monthly changes excessive given the alternatives
and provided the credit is supplied in a timely fashion,
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CHAPTER 2 SAVINGS

Introduction

although the principal objective of the RFEP was to identify
an efficient and financially viable credit delivery system capable
of serving the target group, important corollary objectives were
that the suceessful crodit system identified be self-financing and
capable of attracting capital for exnanded lending through rural
savin s proaramsq. An evaluation of the savings component of the
RFEP should proceed from an understanding, of the peculiar con-
straints under which this aspect of the project was developed,

Because of the experimental nature of the project, bankers
were hesitant to amass deposits they could not profitably lend at
non-project loan rates. 'lith the advantare of hindsight it iz
clear that the failure to provide some positive incentive to over-
come this hesitancy represents a basic flaw in the desipgn of
rroject. In addition to the lack of snecific positive incentives
for the mobilization ~f savincs, the project desipgn inadvertantly
included a powerful disincentive in the form of the % plus J5
refinancing scheme for lending and loan recovery. The )5 plus 5
provision in effecct rewarded banks for concentrating on the first
two activities, lending and loan recovery and neglecting savings
mobilization. The experimental project thus does not constitute a
valid test of any savings model, nor should the aggregate data on
savings be regarded as an accurate measure of the potential for
savings mobilization amonyg the rural population of Bangladesh.

gxtent of Savings

Table 1 shows that for the project as a whole, total savings on
deposit in RFLP outlets was equal to 12.9%5 of the taka amount of loanms
outstanding at that point. ‘hile this figure represents Tk 6,855,600
of locally nobilizod resources, it is far from the ultimate goal of

1/ Project Paper No. 338-0025 dated 11 July 1977, P.2
g; Boo Table 4=-I in appendix I '
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100% self financing. Looking at the performance of individual
institutions, we find that three of the nine participating instit-
utions, Agrani, Rupali and Janata, have achieved much better
results, financing as much as a quarter to a third of their loans
with locally mobilized funds,

By separating those outlets that were operated during both
phases of the RFEP, the "old outlets", from those that were operatel
only in the second phase, we observe even more variation. Unfort-
unately, the significance of the statistic for the single new outlet
operated by the Agrani Bank, for which savings on deposit exceeded
the balance of outstanding loans by 46%, must be heavily discounted,
due to the very small base upon which this ratio was calculated.
However, the 70.3% of savings to loans outstanding for the three
old outlets operated by Rupali Bank is of considerable significance.
Although the amount of credit disbursed per outlet by the Rupali
Bank falls below the average for the project as a whole, its perfor-
mance in making loens is comparable with that of the other five
nationalized commercial banks in the RFEP.

The ability of the Bupali Bank to cover 70% of the outstanding
balance of loans at its three old outlets with locally mobilized
savings suggests that the ideal of a self-financing rural credit
institution is not unattainable. It is particularly noteworthy
that Rupali attained this high ratio of savings to loans without any
special gimmicks or campaigns. In the absence of any special promo-
tion of savings it would appear that the Rupali Bank was more willing
to accept deposits at higher rates of interest than other lending

institutions.

Comparing the perfcrmance of each institution's old outlets with
its now outlets we note thnt the old outlets show higher ratios of
savin'gs deposits to outstanding loan balances by a margin of 2 to 1,
The relntively better performunce of the old outlets shows up partic-
ulurly well when the 15.,1% averape navings to loan ratio for all old
outlets is compared with the 8.00" ratio for the new outlots.
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Table 1
SAVINGS AS PERCENTAGE OF LOANS QUTSTANDING, SEPTEMBER 30, 1981
(Data through 30 September, 1981)

0l1d New All
Ingtitution Outlets Outlets OQutlets
Krishi 9.6% 4,8% 8.8
Sonali 9.4 5.0 133
Janata 28.3 26,6 27.7
Agrani 3145 146,3 32,7
Pubali 3.8 - 3.8
Rupali 70.3 9.6 34 .1
Uttara 8.9 15.0 8.8
IRDP 11.8 14.7 12.4
BSBL 249 2.3 2.6
All Instit-
utions 15.1 8.0 12.9

Source: Tables S5-I, S-II, S-III, Appendix

The most obvious interpretation of this statistic is that as
individual outlets mature, savings mobilization becomes an increas-
ingly important part of their total operation. This interpretation
is strengthened when the performance of the old outlets in September,
1981 is compared with their own performance earlier rather than with
new outlets, From Table 2 we see that in May, 1980, these same
outlets had mobilized savings balances equal to only 9.7% of the
value of their loans ou%tstanding, a figure comparable with the
performance of the new outlets in Geptember, 1981,

Another interesting statistic that emerges from the disaggrega-
tion of the savings data into old and new outlets is the changing
proportion of total savings mobilized from target and non-target
group savers,
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Table 2

PROPORTION OF 'TARGET AND NON-TARGET GROUP SAVINGS TO
TOTAL SAVINGS AND TOTAL SAVINGS AS PERCENTAGE OF
LOANS OUTSTANDING *

Target Non-target Savings as % of
Group Group loans outstanding

All outlets 46, 7% 53.3% 12,95
Old outlets only 45,5 54.5 15.1

New outlets only 52.8 47,2 8.0

0Old outlets, May '80 57.7 42,3 9.7

Outlets with

highest savings 18.4 81.6 61.9
to loan ratios ,

Source: ‘lables S I, S II, 5 III, SV, Appendix
* Beptember 30, 1981, except where indicated,.

1n the new outlets more than half of total savings is
generated in target groups accounts, whereas in the old outlets
the situation is reversed, A similar shift is observed when we
compare the performance of the old outlets in May, 1980, with
the figures from September, 1981, It is thus apparent that as
the outlets mature, not only does savings become an increasingly
important part of the total operation, the zontribut.on of the
non-target group to total savings also becones increasingly
important,

The long run importance of the non-target group savers
is underlined when we look at the performance of individual
outlets. The bottom figures in table 2 nlno prenent data from all

old outlets with navings balances in oxcoens of 40 of thoir outstand-
ing loan balances.
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In these aix cutlets the savings mobilized in non-target accounts

is four times greater than the amount of the target group. These
figures suggest that if the self-financing goal iz to be achieved,
special attention will have to be given to reaching the non-target
saver,

Savings Interest Rate Levels

On the basis of a multiple regression analysis of 200 accounts
opened during; the first phase of the project, the previous consul-
tant concluded that there was no statistically significant relation-
ship between the amount of savings and the rate of interest paid on
accounts.lz This finding was somewhat surprising in as much as
economic theory indicates that a postive relationship between these
varinbles is to he expected. By way of a partial explanation of
their findings the consultants correctly pointed out that the small
variation permitted in the independent variable did not permit a
viroricus test of the null hypothesis, (i.e, that there is no
relationship between the two variables). Their conclusion was that
over the 11% to 155 range the rate of intereast paid on doposits was
not n significant determinant of aavings balances. Aggregate data

from phase II of the RFEP aprees with this rinding.g/

In Table # the savings datn is presonted for outlets grouped
according to the rate of interest paid on depositn. No BSBL or IRDP
outlets are included becaune thens inotitutions did not experiment
with different interent rates on deponitns. There ism no clear tendency
for the nverago nccount nize to either rine or fall anm the rate of
interont varies, Illowover, when we neparate target group navinge
accounts from non-target group nccountn, two interesting patterns
emerge.

2/ Becond Evaluation Report, April 1980, Pages 242-243,
2/ For non-target group depositors this is not true. See page 151,
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Table 4
OLD OUTLET TARGET AND NON-TARGET GROUP SAVINGS
(Data through 30 September, 1981)

Average Average

Savings Rate Number of KNumber of Amount on S8ize of Savings
Of Interest Outlets  Accounts _ Deposit Account per Cutlet
11 ? 4,095 Tk 1,187,635 Tk 290 Tk 169,662
12 11 4,896 1,387,959 283 126,178
13 10 4,371 960,983 220 96,098
14 8 1,900 536,576 282 67,072
15 6 34053 783,813 257 120,636
Total 42 18,315 4,856,921 265 115,641

Table 5 shows that for the target group average savings per
outlet and average size of account vary inversely with the rate of
interest. The relationship is strict in the case of average savings
per outlet, but it io also quite strong in the case of average account
size. The slight rise in average size at the 14% level marks the only
exception to the strong downward trend. The account size falls from
Tk 228 to Tk 42 as the interest rate is increased from 11% to 15%.

Tndble 5
OLD OUTLET TARGET GROUP SAVINGS
(Data through 30 Geptembor, 1981)

Average Average

Savings Rate Number of Number of Amount on 8ize of Savings
Of Intorent Outletn  Accounts Deponit Account per Outlot
11 7 3,987 Tk 908,169 Tk 228 Tk 129,738
12 11 3,917 531,641 135 48,731
13 10 4,172 470,611 113 47,061
14 8 1,841 228,605 124 28,501
15 6 2,913 122,305 42 20,384
Total 42 16,830 2,260,731 134 53,827
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The exception to the trend at 14% is not particularily signifi-
cant because of the small number of accounts opened at this level,

The non-target group data in Table 6 shows an opposite
trend to that observed for the target group. Although the posi-
tive correlation between the rate of interest and savings balan-
ces for non-target group savers is not as striking as the negative
relationship we observed between these varigbles for the target
group, the relationship is nevertheless quite strong, as the sta-
tistical analyses below reveals.

The small range over which the rate of interest on deposits
is allowed to vary does not permit a conclusive test of the effect
of this variable on savings balances. The one point difference in
interest paid on savings deposits between two different outlets is
hardly significant compared with the 6 point difference in the loan
rate between the same outlets. We can overcome the problem of the
narrow range of deposit interest rate variation somewhat, however,
by ignoring the middle range; the outlets paying 13% and conside-
ring only the extremes, that is, grouping the outlets paying 11%
and 12% together, on the one hand, and the outlets paying 14% and
15% together on the other. Using this simple device we get a more
pointed test of the effect of the rate of interest on savings balan-
ces,

Table 6
OLD OUTLET NON~-TARGET GROUP SAVINGS
(Data through 30 September, 1981)
(In Taka)

Average Average
Bavings Rate Number of Number of Amount on size of OGavings

of Interest Outlets  Accounts Deposit Account per Outlet
11 ? 108 279,466 2,588 39,923
12 11 979 856,318 874 77,847
13 10 199 490,527 2,464 49,053
14 8 59 308,571 54230 38,571
15 6 140 661,508 4,725 110,251

Total 42 1,485 2,596,190 1,748 61,814
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In Table 7 we compare the savings data for the outlets paying
the lower rates of interest on deposits with the corresponding
data for outlets paying the higher rates. Ve note that for the
target group the earlier observed inverse relationship between the
rate of interest and savings balances still holds, the average
savings account size at those outlets paying the lower rates of
interest being more than twice as large as the average at the
outlets paying the higher rates. Similarly, the average amount of
savings mobilized per outlet is more than three times greater for
those outlets paying low rates of interest on savings than the
average for those paying higher rates. For the non-target group
savers, on the other hand, the expected positive relationship
between savings and rate of interest on deposits is observed,
narticularly for the important variable, "size of average deposit".
‘he figure for the ontlets paying higher rates on savings is almost
five times the figure for the outlets paying the lower rates.

Table 7

OUTLETS PAYING 11% AND 12% ON SAVINGS
DEPOSITS COMPARED WITH THOSE PAYING 14 AND 15%

(Data through 30 September, 1981)
(In Taka)

Tariet Group

Average Average
Bavings Rate Number of HNumber of Anount on Gize of Savirngs

of Interest Outlets Accounts Deposit Account per Outlet
1M & 12 18 7,904 1,439,810 182 79,989
M & 15 14 4,754 350,310 Vi 25,022

Non=Tarpat Group

1M & 12 18 1,087 1,125,784 1,045 €3%,099
4 & 15 1 199 970,079 4,875 69,291

It is rennonahle to argue that the targot group saver is
rolatively insenpitive to the small variationn in the rate of
intorost paid on his tiny deposits. But he io not innenpoitive to
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the large variations between loan interest rates and savings
interest rates permitted in the project. Target group savers are
also target group borrowers. At the two highest interest rates on
loans were the variation is 16% and 21% respectively, they percieve
a strong incentive to repay their loan as quickly as possible and
not accumulate significant savings balances.

Benkers, on the other hand, are quite sgensitive to variations
in savings interest rates. The observed inverse relationship
between the savings balances of the target group and the rute of
interest paid on deposits may also reflect the quite rational
behavior of the bankers, who prefer to mobilize resources, other
things being equal, from lower cost sources,

The important conclusion that we draw from this analysis is
not that banks are sensitive to the rates they pay on dJeposits, nor
that the target group auaver is relatively insensitive to small
changes in these rates, though both of these statements are undoub-
tedly true. The important conclusion we draw is that the non-target
group saver in the JIFEP appenrs to be quite sensitive to the rate of
interest paid on deposits. The importance of this conclusion is
underlined when we recull from the discussion in the previous gection
the crucial role the non-turget group saver must plany if the self-
financing goal is to be approached.

Innovation at Krishi Bank

It will be noted from n re-oxaminntion of Table 4 that the
overall performance of the Krishi Bank in savingn mobilization, as
measured by the ratio of total sevings to lonnn outastanding, lagso
far hehind the leading performers in thin arca, most netubly itupali,
It may be pointed out that the lergo volume of loanns disbursed by
the Xrishi Bank naturally depressoes thin rntio, but aven in nbhuolute
terms ito porformnnce in navings mobilization shown much room for
improvement:. Old outletsn of Rupali Bank, for exmmple, mobilized an
avernge of Tk 290,927 pur outlet ns of Beptomber 1981, more than
twice the per outlet average of Tk 137,079 for Kriohi's old outlets,.
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In view of the importance of the large agricultural bank in
RFEP, their relatively poor performance in savings mobilization has
been particularly disappointing., However, an innovation in savings
mobilization recently introduced by the Krishi Bank in its 16 RFEP
outlets, and the projection of a clear rising trend in the ratio of
total savings to total loans outstanding, provide a firm basis for
optimism,

In February, 1981 the Krishi Bank began experimenting with the
use of specially commissioned women savings mobilizers in a few of
- their RFEP outlets. The women visit the homes of the members of the
non-target group in their project areas and solicit deposits from the
ladies of these households. The strategy represents a deliberate and
considered effort to mobilize what has been refered to as the "shy
capital" believed to be sequestered in these rural households, Based
on promising initial results at the pilot outlets, the innovation was
extended to all 16 RFEP outlets operated by the Krishi Bank.

The conmissionings of women savings mobilizers to visit non-target
group households was not part of the Krishi Bank's original savings
mobilization plan, and the period of time during which they have been
in the field is too brief for a conclusive review of their effective-:
ness. lowever, the results through the end of 1981 are most encourag-
ing.

During the first nine months of 1981, savings as a percentage
of loans outstanding at the Krishi bank increased at a slow but
steady rate, reflecting the observed tendency for this ratio to rise
as outlets mature. During the last quarter of 1981, however, the rate

Table 8

KRISHI BANK TOTAL 3AVINGS AS PERCENTAGE OF
LOANS OUTSTANDING

December, 1980 June, 1981 September %0, 1981 December 31, 1984
641% 8.6% 8.9% 13.1%
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of growth of this ratio increased markedly, as may be seen in
Table 8, Officials at the Krishi Bank attributed this increase in
the rate ot growth of savings to the impact of the women savings
mobilizers.

The impact of these women is clearly visible in Table 9 which
compares the growth rates of target group and non-target group
savings at the Krishi Bank between September 30, 1981 and December
31. In this brief period total savings at Krishi's 16 RFEP outlets
increased a remarkable 77.0%. More than two thirds of this increase
came from the non-target group, which increased its share of total
deposits from 29,9% to 46.8%. In this three month period non-target
group savings increased an astonishing 177.5%.

Table 9
KRISHI BANK TOTAL SAVINGS, 1981
(In Taka)
Non-
Target Group _%  Target Group _ % Total %
Sept. 30 1,265,622  70.4 538,837 29,9 1,804,459 100
Dec. 31 1,698,702 53.2 1,495,184 46.8 3,193,806 100
Change 433,080  31.2 956,347  68.8 1,389,427 100
% change 34, 2% 177 5% 77 0%

Another measure of the increased importance of savings mobiliza-
tion in the total operation of the Krishi WFEP outlets emerges when
we compare the net change in the balance of ! oans outstanding fronm
3eptember 30, 1981 with the change in total savings during this same
period. As may be seen from Table 10 Krishi Bank was able to finance
37.8% of the net amount of credit extended during this period from
locally mobilized funds. During the final month of 1981 they were able
to increase deposits at their 16 RFEP outlets by Tk 665,76€. To put
this figure in perspective. net savings mobilized in December represent
25% of cumulative savings through November 1981. for Krishi, and this
amount was sufficient t» finance 75% of the net disbursal of credit at
its 16 project outlets during the month,
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Table 10

KRISHI BANK TOTAL SAVINGS
COMPARED WITH LOANS OUTSTANDING

(In Taka)
Savings as
Loans % of loans
Outstanding Savings Outstanding
Cumulative to '
September 30 20,616,684 1,804,459 8.8%
Cumulative to
December %1 24,295,240 3,193,886 13.1
Net change,
Fourth Quarter ,
1981 3,687,556 1,339,427 378
Net change,
Month of
December, 1981 885,741 665,766 75.2

While it is risky to project such a sharply rising trend
very far into the future, there is good reason to believe that
the very promising innovation underlying these changes at the
Krishi Bank will be continued,

Table 11 shows that since 1978,Krishi Bank's performance in
savings mobilization has been extraordinary., In each of the past
four years Krishi Bank has increased its deposits substantiaily,
the rate of increase in deposits itself is increasing despite
the growing deposit base on which the percentage change is
calculated. Credit extended by the Krishi bank alsoexpanded
vigorously during this four year period, but in each yoar the
percentage change in savinge deposits exceeded the percentage
increase in loans outstanding, no that savings as a percentage of
loans outstanding increased each year, from 27.8% in 1978 to 33,7%
in June of 1981, This remarkable performance by the Krishi Pank
occurred in a period when banks in Bangladesh were increasing
their dependence on the central bank as a source of funds., The
relatively roor performance of the Krishi Bank at savings
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mobilization within the RFEP thus clearly reflects the strong
disincentives commented on at the beginning of this chapter,

As the project draws to a close these disincentives begin to
lose their impact, and the emphasis iirishi has placed on savings
mobilization outside the RFEP begins to make itself felt.

Table 11

SAVINGS AND LOANS OUDSTANDING AT KRISHT
AS A WHOLE(NOT JUST RFEP)(TAKA 000)

1978 1979 1980 1981

Deposits 332,000 467,000 751,600 1,225,900
Change from

previous year 741 13450 28,46 47.43
% change 28.73% 46,66 60.94 63,11
Loans Outstand-

ing 1,194,000 1,561,100 2,470,200 3,636,100
% change 34.67 30,75 58.23 47.20
Lavings as

% loans

outstanding 27.8 29.9 30,4 33,7

Summary and Conclusions

Although for the project as a whole, RFLF savings amounted to
only 12.9;5 of the bnlance of loans outstanding, some individual
participating institutions and igsolated outlets did much better,
bix outlets representing four of the nine participating institutions
were nble t> finance more than 40% of the outstanding balance of
thair loans with locally mobilized funds. One participating instit-
ution, Rupnli Bank, mobilized navings equal to 70.3% of the balance
of Joans outstunding at its threo old outlotn. Krinhi Baak,whone
16 outletn account for elmout 40% of the total buluinces of lonng
outstanding uniler the RPEP, financed more than one third of itp net
credit disbursalo in the last quartor of ‘1981 with luocally mobil-
ized oavings.
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The conclusions that may be drawn from the RFEP experience
with savings mobilization are as follows:

1) Incentives must be provided from some source if banks
are to be persuaded to tap higher cost sourcea of funds,
This is particularly true if the banks face a wide range
of choices, as they did in the RFEP, where in addition
to their usual sources of funds they had access tc "free
money" under the %, % refinancing scheme. In the absence
of any special incentive it was unrealistic to expect the
banks to expend much energy on the mobilization of resources
at the project's higher rates. It is, in this respect,
somewhat astonishing that some banks mobilized as much as
they did. Although the use of various restrictive clauses
regulating savings permitted the banks tn reduce effective
rates of interest paid on deposits considerably below the
projects nominal rates—{ it is cloar that the banks still
rogarded savings mobilization amon; the rural poor as a
high cost source of funds.

2) To reach more optimistic self-financing goals, special
attention must be given to mobilizing savings from the
non-target group. In none of the participating instit-
utions did the total savinga of the target group exceed
10% of the balance of loang cutstanding.

3) Thore is clear ovidence in tho RFEP data that the
non-target group rural oaver is sensitive to the rate of
interest paid on depositsa,

4) Oipnificant snvings can be mobilized from the non-target
group rural saver b, tho simple expedient of accopting
hio deponitn at the higher RFEP rates of intarest: (14%and
19%). This nnnertion in supported by the fact that the
three banke turning in the bhaot performance in navings
mobilization, Rupnli, Agrani, and Janntu, gonorated the
bulk of their depositn in the outlets paving the highest
rate, nn may be seen from Tahle U=VI in the Appendix,

A/ dee audit reporta,
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None of these banks, it will be recalled, engaged in
any special savings promotion,

Dramutic results in savings mobilization may be obtained
by the use of spetially commissioned savings mobilizers
operating at the grass roots level. The only example

in the RFEP of such an approach is the recent experiment
at the Krishi Bank. This innovation is richly deserving
of further observation and study.
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Appendix I

Table S-X

LOANS. GUTSTANDING. SEPTEMAER 30, 1981

(Tk, in 000ts )

Non- Total Loans
Institution Target Group Target Group Savings Outstanding
Krishi 1266 539 1805 20617
Sonali 834 586 142¢ 10697
Janata 146 520 666 2407
Agrani 292 876 1168 3573
Pubali 112 0= 112 2960
Rupali 62 987 1049 3078
Uttera 49 12 61 696
IRDP 307 113 420 3387
BSBL 154 =0~ 154 5839
Total 3222 3633 6855 53254

(%) 47.0 53.0 (100.00)

* Shere depoaits of Tk.218,285 at IRDP are not
included ; otherwisc percentage would be 18.8% .

## Share depoaits of Tk. 61,319 at BSBL are not
included; otherwise percentage would be 3.7%.

Savings as
Percent of
Loans

Qutstanding

8.8%
13.3

27.7

32,7

3.8

34.1

8.8

12,4 #
2,6 # ¢

12,49
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Table 8-I1
SAVINGE, OLD OUTLETS AND 4
LOANS OUTSTANDING, SEPTFMBER 30, 1981
Savings as
Percent of
Nene Total Loans Loaus
Institution Target Group Target Group _Savings Outstanding Outstanding
Krishi 1,108,142 536,727 1,644,869 17,164,053 9.58
Sonali 570,165 504,747 1,074,912 24539,472 19.40
Janata 102,770 328,675 431,554 1,522,400 28434
Agrani 288,229 817,300 1,105,529 3,505,142 31.54
Pubali 111,940 -0~ 111,940 2,909,962 3.85
Rupali 39,081 833,701 872,782 1,240,840 70.34
Uttara 55,093 12,621 87,714 538,813 8.86
IRDP 252,108 60,468 312,576 2,647,608 11.81
BSBL 724552 -0~ 72,552 2,478,556 2.93
Total 2,580,080 3,094,239 5,674,319 37,546,846 15,11

(%) (45.47) (54.53) (100)

Note: 3/ Excludes Aronned outletg,

Table S-IXI

BAVINGS, NEW OUTLETS AND
LOANS OUTBTAN61HG, SEPTEMBER 30, 1981

Savings as
Porcent of

Non- Total Loans Loann
Institution Target Group Tarpet Group _UYavings  GCutstanding Outstanding
Krishi 138,029 2,410 140,139 2,909,066 h.82
Sonali 263,990 81,055 345,005 5,157,811 14,95
Janata 43,287 191,907 235,19 885,065 #6457
Agrani <,690 58,340 61,030 41,713 146 4 %1
Pubali =C- ~C- ~0- =0~ -0-
Rupali 23,422 153,057 176,479 1,8%6,881 9.61
Uttara 14,073 ~0= 14,073 93,9356 14,98
IRDP 54,468 52,615 107,083 728,885 14,69
B3BL 62,667 ~0- 62,687 2,694,760 2.33
Total 602,646 539,084 1,141,730 14,348,117 7.96

(%) (52.78) (47.22) (100)
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Agrani
Rupall
Pubnli
Jonnli
Jennta
Krishi

Tctnls
(%)
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Tabla 3-1IV

SAVINGS BALANCES AS PERCENT OF
LOANS OUTSTANDING, MAY 31, 1980

Krishi 4.6
Sonali 8.2
Janata 2.8
Agrani 0.5
Pubali 7.0
Rupali 3¢5
Uttara 7.1
IRDP 10.1
B3BL 1.3
Total 5.6

(%) (57.7)

Bource:

Branch

Cndet College
Kalihati
Mansha Bazar
Sitakundu
Uaidyerbasar
Tangail

Non-
Ingtitution Target Group Target Group

1.2
1.3
15.1

1.6
24,0

1.7

3¢5

4.1
(42.3)

Clapp and Mayne, P. 33

Table 8-V

OUTLETS WITH RATIO SAVINGS/LOANS CUTSTANDING
GREATER THAN 40%, NOVEMBER 30, 1981

Tarpet Group Target Group

Non-

Total

5.8
19.5
17.9

2.1

7.0
29.3

8.8
13.6

1.3

Total _

S SE———————

9.7
(100.00)

Loans

Outntnnding g

84,001 372,339 456,390 438,984 103,97
38,912 560,386 599,298 693,672 86,40
13,047 236,673 249,720 311,121  80.26

270,268 207,471 427,759 725,546 65,85
30,459 178,470 208,929 430,355 48,55
86,357 758,642 844,999 1,985,739 42,55

923,064 2,314,031 2,837,095 4,585,417 61.87

(18.44) (81.56) (100.00)



Tedle S-VI
DISTRIBUTION OF SAVINGS 3Y RATE OF INTEREST OF DEPOSITS
(Data to 30 September 1381)

0ld Cutlets

Saviogs Rat
of Interest Wopal] KgFesl  Teesti—ToTaT

1
12
13
1%
15

- - 7,797 7,797
125,476 176,936 52,446 354,858
268,957 6,777 89,826 265,560
27,445 - 370,481 397,526
347,848 369,453 - 717,301

upa

5,957
20,724
11,255
30,150

New Outlets
an
79,774
41,758
32,236
66,692
41,376

ana

40,995
10,425
64,119
26,337

4,357

Total

New

120,773
58,140
117,079
104,284
75,883

Total

0ld & New

128,570
412,998
482,639
474,765
793,184

ine
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Appendix II

Sffoctive Rate of Interest Paid on Saving:s

As noted in the previous consultants report dated February 1981,
all institutions actually pay less interest to depositors than the
stated rate. For example, many outlets require a minimum deposit of
Yaka 100,00 before interest is earned. At others, no interest is
credited when lesns than Taka 1.00 would be earned. At many outlets
thie mininum balance during the month is used as the basis for calcula-
ting interest earned. At BSBL, which requires a minimum of Taka 100
bYbefore paying interest on savings, those few savings deposits of more
““1an Takn 100 are not credited with interest earned; as of December
31, 1581, BSBL had paid nothing on Taka 1,71,245 of deposits on hand
‘rom the target group.

The net renult of these practices ig shown in Table T-I, which
2oten that the effective rate of interest paid to target group savers
varied from 0.0% at BiBL to 10.1% at Krishi, with an average of 7.8%.
Interest paid %o non-target group aavers varied from 1,8% at IRDP to
11.6% nt Rupali, with an average of 9,1%. The differonce in favor
ol non-targ;et group savers ia presumably due to larger average
lepoaits, thus reducing the effect of minimum requirements for
caleulation of interent, The consultants have repontedly recomrmended
“aat dudl and other {untitutions reduce the minimum roquired for
caleulation of intorent to Tnka 10 or lean to encourage small savoers
%o Legln anving,

It {0 intereuting to note that all fantitutions pay luas for the
una of aanvingn dapositn than for the use of borrowad (inatitutional)
fundn, an shown in table T-II. WIBL, Agrani ana IROP pay porticularly
idttle for navings versun b.rrownd fundn, paying only 0,0%, 47.9% and
.05, reapectively. Kiriohi honds the inntitutions in paying 91.8%
for savin; n versus borrowed fundo, followed by Rupali at 84.6%, and
3onall at 77.%%,



TARLE- T. I
EFYECTIVE RATE OF INTESEST PAID; CREDITED ON SAVINGS DURING
THE 12 MOKTHS ENDING DECEMBER 31,1981

— JTarget Crowp son-target Croun Combined Target & Non-target Group
3 Sverage ioterest Effectire Percentage Averzge irterest Effective l'ercentage Average Interest Effective Percentage
lastitwtion meethiv caid rate cf of average mcnthl: paid rate of of average monthly paid rate of >f average
saring Tk 220'%s) izterest rate saving (Tx 000's) interest rate saving {Tk 000's) interest rate
(X 202°s) paid offered of (7Tk 020's) paid offered of (Tk 000's) paid offered of
12% 2% 12%
Erishi 1,282 et 3 2328 Bu.2% £60 67 10.2% 85.0% 1,712 173 10.1% 84.2%
Somali n2 €5 8.4 70.0 598 52 8.7 72.5 1,370 117 8.5 70.8
SAIT2 152 0 €.7 55.8 523 L2 8.4 70.0 673 LN 8.0 €6.7
Agrani 258 3 k) 28.3 576 33 6.8 56.7 Buu 48 5.7 47.5
Pball 98 9 9.2 76.7 - - - - 98 9 9.2 76.7
Reall 79 & 5.1 82.5 8s8 98 11.% 96.7 927 102 11.0 1.7
Trtara %3 L $.3 1.5 12 1 83 69.2 55 S 9.1 75.8
P ey | 19 6.8 56.7 111 2 1.8 15.0 390 21 S.4 45.0
333L 133 0 0.0 0.0 - - - - 138 0 0.0 0.0
Total 2,873 225 7.8% €5.0% 3,328 303 9.1% 75.8% 6,207 529 8.5% 76.8%

Eote : Uecenber Zata is ws2d to include semi-annual interest payments.

6ne



Table T--II

CCST OF BO:iWWED CAPITAL VERSUS COST COF SAVINGS

A3 CF DECII3ER 31, 1981

Head Office Charges tc Outlets

for Borrowed Funds

Hark-ug to . . .
Charge by cgzzzo;gl& Tg;déuggggge EffeCtin Rate infgiggglzgtia;:?gsas
BDB to Cffice for Borrowed ©Of Interest Paid percentage of cost of
Ipstitation Head Office  Overhosd Funds on Savingsl borrowed funds
Krishi 10.5%2/ 0.5% 11.08% 10.1% 91.8%
Sonali 10.5 0.5 11.0 £.5 77.3
Jarata 10.5 2.5 13.0 3.0 61.5
Agrani 10.5 1.5 12.0 5.7 47.5
Pubali 10.5 2.5 13,0 92 70.8
Rupali 10.5 2.5 13,02/ 11.0 84.6
Uttara 10.5 2.0 12.5 9.1 72.8
IRDF 5/a K/a 10.0 S.4 54,0
3SEL W/a R/A 18.4%/ 0.0 0.0
Average 12.7% 8.5% 66.9%

1/ Froa Table ?-IX,

2/ The 303 actuall
in this tabdle,
2/ At Rupali, cutlets receive 1265
3/ 3S3L horrowers par 7%
for 12% loszns
Cn loaas for

paid to the

thi

fcr
which
333l h

¥ charges Xrishi 6.0

for borrqued funds,
S rate 1s adjusted to 10.5% as charged

on all loans Eo
which they pay 5%.
2%, 18%, 24% and
ead office., 18.4%

the primary society

30% are charged,
is the average rate

The balance is paid by the
%6, 1%, 17%

However, for purposes of ccaparison
to the Nationalized Commercial Barks,

wher lending to the Head Office.

and Central Cooperative Bank, excert

CCE to the BSBL Head Cffice.

and 23%, resrectively, are
of interest charged to ocutlets.

0se
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As noted earlier in this revort, target group depositors who
are also borruwers have a strong disincentive to accumulate daposits
because of the increasing spread between loan interest ratea and
savings interest rates as thc former rises. Banks naturally prefer
to mobilize larger deposita at the lower interest rate levels and
five of the participating institutions operate compulsory savings
schemes for borrowers. Given thess fsctors, uny relationship,
between target group deposits and the effective rate of interest
paid, is not observedi,as seen in Table i-I above,

However given the voluntary nature of their deposits and
cbserved sensitivity to interest rates, the relutionship should
te more obvious among non-targei depositere.Table T-III helow ranks
the institutions by the effective rate of interest paid and the
average monthly bLalance of deposits uas of Scpcember'31 and December'81

Ag of September the relationship was absolutely strict and
it varied only in the cese of Agrani in Decemhsr which further
demonatratss the gsensitivity of non-torget depositors to interest
rates. Uttara‘’s gmnll depcsit base 1= not larpe onough to be
conoidered significant.

Table T-111

INSTITUTIONS RANKED BY INTEMEST PAID Off DEPOQSITS
ANL BY AVERAGE MONTHLY BALANCE O DEFOSITS
NON-TARGET GROUP A5 OF GEPTEMBER 30,1981

AND DECEMBER 31, 1081

30th Septembar 1081 Avorage Monthly Balance
Eftective Hoto of of Savings Doposits
Institution Iinterest Paid to Uepositors (_Tnka 00C'n)
Rupali 8.7 678
Sonali 6.2% 564
Janata 5.6% 412
Agrani 4.1% 389
Krish{ 4.8% 338
iRDP 1.9% 107
Uttnra 0,0k Q
31pt Docombor 1901

Rupnald 11.6% 848
Kriahi 10.72% 660
Sonanli 8.7% 598
Jennta 8.4% 523
Uttara 0.3% 12

6.8% 576

Agrunl .
IRDP 1.0% 111



CEAPTER 3 GROUP LENDING

introduction

Many rural and agricultural development experts advocate that
the organisation of the rural poor into some type of group struce
ture is important so that development benefits flow to the poorer
segments of society, Through groups, poor people can develop
social, economic and evan political strength to counteract the
common tendency which sees the economically stronger controlling
society. This is the basis for the cooperative and credit uniom
movement,

The group lending approach was recomncnded for RFEP testing
based on the view that people should be organised and trained to
actively assist the loan program through the formation of #informal
borrower groups of perhaps 5-10 persons. The specific advantages
of the group approach were listed as::l

-~ 1t reduces costs for the banks and increases loan officer
productivity because a single loan officer can reach a
larger number of borrowers.

- 1t reduces borrowers transaction costs in obtaining loans
because applications an? processing are the respongibility
of the yroup leader on behalf of the members,

= peer preassure within the group would ensure prompt repayment
and reduce the incidence of overdues and dsfaults,

= s8avinge could be better mobiliged.

- loan utilization would be improved.

This chapter exarinns the expericonce of RFEP group lending.
The data presented iz the same os usged in the model analyses but is
rearranged according tc whether the model operatos either a group
ayatem or an individual system of lending.

3/ PID for RPFP project No. 588-0077 dated November 15, 1979, Ppa. 5-14
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The Models
Four institutions have practised group lending systems,

Janata Bank: Applicants form an adhoc group in order to apply
for loans. Groups need not be homogeneous and loans are
uged separately by the individuals. No guarantees are
needed but no new loans are given until everyone in a
group has repaid.

Uttara Bank: Applicants form groups of around 5 members, not
necessarily homogeneous and elect a leader. Loans are
given to individuals but are guaranteed by other members
and until all repay, no fresh loans can be tsiven,

IRDP & BSBL: Extension of existing programs whereby borrowers
belong to a K33, under a msnager, and as a group decide
on what loans to apply for. Loans are disbursed to
individuals but procedures are group-wise and carried out
by the manager in liaison with the TCCA or CCB.

Number of Borrowers Secrved

The table below shows the extent to which the institutions
following this approach have reached tha target group as compared
o those who deal with loanees on an indivudual basis,
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Table 4
NUMBERS AND PROPORTIONS OF BORROWERS SERVED BY OUTLETS

No. of borrowers % of target served

Institution per outlet per outlet
Individual

Krishi 738 64.8

Sonali 598 56.2

Agrani 410 46,0

Pubali 571 31.7

Rupali 329 44,6
Average 560 52.7
Group

Janata 124 48.0

Uttara 168 32.6

IRDP 242 59.6

BSBL 154 45,0
Average 169 48.1
All institutions 366 51.5

Both proportionally and absolutely the individual systems have
reached more people, Only IRDP has achieved a proportion groater
than the average for individunl modeln. But as outlet nizes vary
this is less significant than absolute numbers of borrowers. Here
not one of the group models has attracted oenything like the number
of borrowers as the individual models. The bent, IitDP, has served
only ?73% of the number reached by the least effectivs of the
individual models, dupnli. On average,the individual models have
lont to more than three times the numbers of borrowers socxrved by
the greup models per outlet.

Loan Officer Productivity

Table 2 shows loan officer productivity which i0 measured as
the nuaber of borrowers and nuaber of loans per full time HFEP
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officer at the outlet. With the exception of IRDP, the group
models productivity is lower than any of the individual models except
Rupali and even IRDP productivity is less than two thirds of that
achieved by BKB outlet staff. At IRDP & BSBL, staff work through the
KSS5 mrnagers and rarely deal with individusl borrowers,thus more
borrowers are reached, but tlie other two group models deal with each
individuals separately.

Table 2
LOAN OFFICER PRODUCTIVITY

No. of borrowers

Institution per Joan officer
Individual
Krishi 369
Sonali 199
Agrani 137-205
Pudbali 190
Rupali 165
Average 222-244
Group
Janata 126
Uttara 84
IRDP 241
BSBL 154
Average 151

All institutions 202-216
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Institutional Transection Costs
M_—

The table below shows the administrative costs of the various
lending models.

Table 3
COBTS OF DISBURSING LOANS

Administrative cost per

Institution loan disbursed (Taka)

Individual
Krishi 72.2
Sonali 57.0
Agrani 60.3
Pubnli 13,3
Rupali 112.8
Avgrago 74 .4

Group
Janata 173.9
Uttara 293.6
IRDP 32.5
BSBL 62.7
Average 86.6

All inotitutions 77.1

Note: 1/ The cost per lonn is the cost per borrower, not the
cost per group or K88 loan.

By working through K38 manngers, IRDP keeps costo low, half that
of BSBL which followa the same system. However due to the way they cost
their RPEP operations, the cooperatives appear to keep conts low. The
figures achieved by Krishi, Bonali eond Acrani are comparable to those
of BSBL and much better than the other two group models. These latter
are more expensive than the most costly of the individual rmodels, Coats
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decline as volume increases but taken together with the figures
in Table 2, tnere appears to be no advantage veing gained by the
group lending models,

Borrowers Transaction Costs

The two tables below show the relative costs to borrowers in
terms of days taken to secure a loan and numbers of visits to
the outlet that are required in order to secure the loan.

Table 4
TIME TAKEN TO SzZCURE LOANS

% borrowers % borrowers % borrowers
taking week taking 1-2 taking 2 weeks
Institution or less weeks and more
Individual
Krishi 75,0 17,0 8.0
Sonﬂli 56.5 19.7 23.8
Agrani 65.5 10.4 L
Pubali 41,7 19.4 28 ©
Rupali 87.1 8.1 4.8
Avorage 63.0 15.9 1641
Groug
Janata 28,6 42.8 28,6
Uttarn 20.0 ‘&.0 76.0
IRDP 18,3 36.6 45.1
B3BL 0.6 103 98.1
Averago 117 17.7 70.6
Al)l inntitutions 45,3 16.6 381

While over two thirds of all borrowers taking individual looans
sooured their loans in a week or lemn, only 12% of thone borrowing
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Nesrly three quarters of them bhad to

wait for more than two weeks and irstances have been noted of loans
taking up to four mouths to be approved undex the group lending
models, The individual modele vary iittle from the average figures
for their system, except BSBL where almost all borrowers have to
wait more than two weeks for their loans to be sanctioned.

Institution
Individual

Krishi
Sonali
Agrani
Pudbali
Rupali

Average

Groug
Janata
Uttara
IRDFP
BSBL

Average

Table 5
NUMBER OF VYVISITS TO OUTLET IN ORDER TO SECURE ILOANS

Number of visit% (% of borrowers)

1

1/

bove

0.0
0.0
0.0
0.0
0.0

0.0

0.0

20,0

13.3
9.1

9.0

All inatitutions 3.4

3646
4.1
3¢3

14,0

27 .4

20.9

0.0
20.0
1.7

0.6

4.3

12.9

2143
50.0

61.7
47.2
59,7

231

23.8
40.0
55.0
25,3

3241

43,4

9.5
30.4
26.7
22,2
1.3

18.3

5545
8.0

13.3
26,0

28.1

214

2.6
1545
8.3
16.6
1.6

747

20,7
12.0

6.7
39.0

26,5

17.9

Note: 1/ Porcentages represent the numbers of horrowers in
each interval,

Anong the individual models, nearly three quarters of borrowers
had to make a maximum of two visite to the outlet office, whereas
less than half of the group lending borrowers wers able to thus
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secure their loans., Over a quarter of all borrowers under the
group models had tc make five or more visits whereas less thap 10%
of those under the individual models had to mnke so many visits,
Among partioular models, only IRDP'and Uttara corpare favourably
with any of the individval lendirg models, Uttara's figures must
be treated with scme caution due to the small nuaber of borrcwers
surveyed. Of course for some borrowers, group lending has meant
thay have aot had to visit the outlet at all,

These figures show that far from reducing costs, the group
approach under RFEZP has led to increased transaction costs for many

borrowers.

Reducing Overdues

The table below sets out the respcctive overdue lovels oi the two
approaches over the pust 15 monthas, This presentation over a period of
timeo allows for short term distortions to he minimised.

Table 6
PERCENTAGE OF LOAN VOLUME OVERDUE

As of As of As of As of
Ingtitution June'S80 Sept'80 June'81 Jept'f1

Individual
Krishi 17 10 9 10
Sonali 31 28 12 13
Agrani 1 Y 4 6
Pubali 7 4 19 21
Rupali 5 ) 3 6
Sroup
Janata 18 25 16 17
Uttara 19 28 18 16
IRDP 0 6 3 4
BGBL 35 38 32 26
Overall 16 13 11 13

tource: Monthly Pinnncinl HRenorta.
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Overall and individual institutional trends have been positive
except for Pubali which has sharply deteriorated over the past year,
BSBL too has continued to have very high overdues. Agrani, Rupali and
IRDP have performed better than average but since Sept'80 none of the
other three group models has performed as well as the individual
models,

Parhaps more significant is the nature of the overdues, as shown
in the following table.

Table 7

AGEING OF OVERDUE LOAN VOLUME BY PERCENTAGES
A5 AT SEPTEMBER'81

of less than % 6=12 % 12 months
Institution & _months months and above
Individual
Krishi 4.4 12,3 13.3
B('nali 65.2 15.6 21 02
Aﬂrﬂni 68.0 10.5 21.5
Rupali 92,0 5.3 2.7
Average 727 13.0 14,3
Group
Janata 28,2 48,9 22,9
Uttara 16.1 6.5 774
TRDP 98.6 0.7 0.7
BBBL ?77.5 10.1 12.4
Avorage 66.8 15.5 17.6
All inntitutions 70.5 13.9 15.6

Proportionally thore are nlightly more older overdue loans under
the group models than the individual model enpecinlly in the case of

Uttara,
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The social anthropologist reports that an attitude to overdues
often developas among groups which is hard to dispell. IRDP is the only
group model to have avoided this, whereas it ismost prevalent at Uttara.

Savings Mobilization

The table below shows the relative savings performance of tne
two approaches. Data relating only to the target group is presented as
the expectation is that savings can be better wobilized through group
structures.,

Table 8
BAVINGS MOBILIZATION
(T. G. ONLY)
Savings froms Average Percentags
target group size of of borrowers
only as % of target group who have
Institution loan autstanding savings I?O(lel) deposit a/c's
Individua)
Krishi 6.1% 180 5%
Bonali 7.8 184 76
Agrani 8.2 89 7
Pubali 3.8 49 99
Rupali 2.0 27 102
Average 6.3 132 72
Sroup
Janata 6.1 194 o
Uttara 7.8 62 %
IRDP 9.1 86 113
BSBL 2.6 40 133
Average 5.1 7" 108
All institutions 6.0 113 79
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Although the averages suggest the individual approach to be
8lightly more successful, both approaches have institutions which
have performed well and badly. This is nct altogether surprising
due to the nature of target group savings in RPEP where some
institutions make savings compulsory, the amount to be saved being
sometimes directly related to the loan size. Analysis of the
proportions of borrowers who have gavin:s accounts is similerly
inconclusive, Janata and BKB are lowes: at 54% and 59% respectively
rising to IRDP and BSBL with 113% and 133% respectively; in other
words, more savers than borrowers which is either due to non-borrower
K30 members savings or inaccurate figuree, All that can be said
with any certainty is that the group approach shows no real advantage
in mobilizing savings.

Loan Utilization

No conclusive comments can be made yet as to whether loan
utilization among ;sroup borrowers is better than for individual
borrowers until annlysis of the borrowers viability survey is
completed. Alno there is no evidence of a demand for better services
oy group lending; borrowers. The somswhat unique cace of Janata's
outlets nt Chikergacha, Jessore and BaHder Bazar, Dacca where socio-
economic activities have been promoted nnd supported in the outlet
nreas, ins worthy of menticn if only as an exouple of what can happen.,
It ip not a common feature elnewhore. The mocinl anthropologist
reports that borrowers are on the whole leso happy when under group

lending nchumcu.l/

Perhaps more pertinent is what han happened to an important
aspect of the group approach at Uttara outlets. Ourrent policy and
practice allown groups to reform in order to exclude a defaviter so
that the group can take further loans., On soma occasions loans are
being ¢civen even to individuals. Not only im this a negation of the
Kroup appronch concept but alno a tacit admission by the institution
that the approuch in lesn acceptable to borrowers. It tears out the
sociologint'n viewn thnt borrovers would prefer sorvices tu thom as
individuala,

A/ 8ee nocinlogionl ohservationn for full details.
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Conclusions

RPEP experience to date with group lending has not been very
encourapging except soms aspects of IRDP and perhaps some outlets
of Janata. Iastitutional performance indicates that the expected
benefits of group lending have not matorialised. It was envisaged
that such organisation of people inte groups is difficult and
gpecialized work. Perhaps the full implications wera not considered
at the time by the group lending institutions.

The factors that have affected performance include the follow=
ing obcervations from project experience,

- (Groups were formed primarily to obtain loans., There was
littie identity outside this function. Except for production
plan meetings (IRDP, BSBL) and weekly meetings with the loan
officer (Janata and Uttara), the groups do not have any
binding commen interesta, other than a few group activity
loons at Baneswsr branch of Janata bank and other group
socio~-economic nctivities at other Janata branches,

- Outlet staff may not have had enough of the specinlised
training required for group lending., Prom the records of
trainini; sunplied by the institutiona, (;roup promotiocn as a
training topic has been covered in Janata's courses but not
Uttara's, throuzh both institutions have organised operational
ficld training at the out10t8.1

= The nocinl nnthropoloyints and field credit specinlists
report that, except ant succenaful outlets, staff consider
that pgroup lending is hinderin,;; the development of the outlets.
Uttara bank hae atteapted to overcome this by allowing groups
to reform and exclude 'defaultorn {n order Lo necure rnubnequent
loana,

= Borrowern too are not generally in favour of group lending.
They find the loug delays in loan sanctioning either because
of croup formation (Janata and Uttara) or beaurocratic delays

1/ Bee Appendix to Chapter on training
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in epprovel (Janata, IRDP and BSBL), very discouraging.
Even borrowers who are happy with group lending would
still prefer to get loans as individuals,

The picture that emerges is not favourable for insisting on
group lending in a fcllow-on project, as experience elsewhere
suggeats that to secure the sdvantages of group lending the
following isa needodzl/

- FPinancial responsibility and group solidarity, whereby tha
group decides who will receive loans and where the group
generally monitors its own performance. Solidarity can grow
through group loans, but where groups are formed mainly for
loans, this may have a negative effact on their healthy

development.

- Attitudes of the group are vital to its development. Group
sanctions per se are not a panacea for curing loan defaultcs,
Qften the reverse is true., Par more effectivs in this repsards
is to have members funds in the bank at risk if defaults occur,

= Good local leadership is vital both at the primary cooperative
or group level and at the federation level. These leaders
must be both well trained and motivated.

= Combining credit with other services, marketing/nupply etc.,
in a multi-purpecae group is much more cohcriive ns it a
reprosents a broader buse to satisfy nembers needs,

This is a guide liat, Experience in Bangladesh in Coailla and
the Grameen Bank Project and in IRD? under WPEP indicates th:at whers
these pre-requisiies are met, group lending caan be succesaful. But they
are difficuit and time consuming and need specialised and trained
people to achieve auccess. This raises the queation whethsr they can
be conoistsnt and in conce!! with a rursl bank's functionn. Parhaps the
@moct relevant experience frow RFEP i{s thzt there is no nhort cut or eany
method towards achieving the advantaces of group lending. If polioy
considerations mandate group lending then the costm eithar 4n initial
development or in terms of a less viable system must clearly accepted,

Y/ Bee Donald G., Credit for Umall Parmers in Developing Countries,
VYestview Press 197G, Pages 189-207.
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CHAPTER & INCENTIVES UNDER RFEP

Introdustion

Incentives can be grouped into one of two baaic types; subsidies
to encourage or assist adoption of some new activity spnd rewards for
performance.

Incentives within a credit propram mny benefit any or 8all of the
following ; participating clients, implementing staff (perscnnel) and
imnlementing institutions.

Examples of the first basic type woutd inciude rubsidized low
interest loans to borrowec..s to induce them tc grow new cropsa,additional
nalaries snd other perquisites to staff to irduce them to serve clientele
in rural areas or specia) financial assistance ( low cost canital funds
or bad debt insurance) for the institutions so they can commence or
extond landing to new groups of borrowers st minlmum rink to themaelvag,

Examples of the mecond bauic type in~lude intervest revates to
borrewers for timely repaymontn, porformsnce bomunen to staff wno achieve
targeted levels of lending, savings mobilizotinn and loan racovery.
Inntitutions might have loan rofinaneivg priviliges if they mnintain
succasaful lonn portfolion, opurate profitibly smnd reduce overdue loans
to an ncceptable lovel.

As thene exnmples illuntrate, tho two bnsic tynres of incentivas
are fundamentnlly different in appronch. The first cen be seon as a
astimulus to encourago notlvity und would be pald rogardlesn of performance.
The 1Inttes type in aanontinlly achievennnt related, daund upon performance,
ann voary according to performance and could ronnonsbly include penaltien
where performance falls below expectations.
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This fundamental difference is of critical importance in any
attempt to evaluate the effects of incentives schemes in credit programs.
The stimulus type incentive does not lend itself to critical analysis,
because it is often evenly distributed and tends to make no allowance
for performance. Its effect can only be measured in terms of the
situation prior to inception.

Por example if subsidised credit has been taken up by a certain
proportion of borrowers, it is difficult ts determine how many have
been directly and reascnably influenced by the subsidy. It is most often
not poszidle to know how many other variables moy have influenced their
decision making. On the other hand, where incentives are performance
related, then the invariable differences in performunco over time may
allow incentive effects ¢p be more easily isolated and analyced.

Yncentives under RFEP

Incentiven experience under RFEP has been limited largely to the
genaral stimulus type incentive of the project grant fund. However, four
of the participating irstitutious: Rupali, Uttars, IRDP anc BSBL, have
introduced some performance related incentives by way of counmissions to
outlaet staff end reoats: on interecat payments to horrowers lfor timely
repayment of loans. [t was erpected at the outsct of RFEP that the
participnting institutions would evolve weys to exteni %o their field
pertsonnal prraliel incentives to make and recover turget group loans
which may include performance based bonusuu.i/ Attempts have baen madé
to intrrduce such n system.&/PIL 15 of July 1980 saecificslly enjoined
the project to develop an incentive syatem to buost lonn officer pro-
ductivitymz/ Howevor, it han not bompoasihlie to genarate any uniforaity
of approach,

A/ RFEP project papar Ko. 388-0025 dosed 14 July 1977 page 56.

2/ In Jonuary 1981, BDB requested all iastitutions to consider an
incentivea package for outlet ataff and the prusont consultants
were asked to wasist Hut the inatility of the parties to reach a
conasensun led to the whole question boiung dropped for good in
Sapteabor 1961, '

3/ PIL 1% of 31 July 1980 Sectiou 8 Page 6 of Annex.
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Project Grant

For each loan made to a member of the target group and verified
through selective monitoring, the Bangladesh Benk will release to the
participating institution on a grant basis a sum equivalent to one-
third (1/3) of the value of the loan. Then for eech loan fully recovered
on time the Bangladesh Bank will release on additional ome-third (1/3)
of the value of the 1oan.1/ This has been operating since the inception
of RFEF and amounts to a resource transfer of 66.67% of each loan nade
to and recovered from the target group.

The reimbursement goes to the participating institution concerned,
Loans to non-target group borrowers are excluded through a verification
process (continuous surveys). The table below shows the extent of these
grant payments up to December 31,1981,

Table 1
RFEP PAYMENTS FROM THX FROJECT GRANT

Cumulative amounts in Taka

Groes sallowance for
farticipating Request through request loans to non-tar- Net paid
ngtitution  month cf get group
Krishi August 1981 1,20,49,921 15,55,786 1,14,94,135
Rupali July 1981 19, 31,422 1,332,065 17,99,357
Janata June 1981 14,76 ,460 2,20,307 12,56,153
IRDP June 1981 25,59,420 3,97,149 21,62,273
Agrani June 1981 40,03,788 3,82,773 36,211,015
Uttara May 1981 5,07,372 1,09,388 3,97,984
BSBL May 1981 25,28,090 3+:33,082 21,95,008
Gonali April 1981 42,83,023 10,14 ,649 32,68,374
Pubali April 1981 19,57,151 4,30,582 15,26,569
Totel Taka :=- 3,22,96,647 45,75,779 2,77,20,868

8Source : Financial Report/RFEP.

1/ RFEP Projact Paper No. 388-0025 dated 11 July 1977, pages 55-58
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The project grant % and % payment, has provided a strong incentive
to the lending participating institutions to participate in the
project experiment. All of the risk inherent in experimentation is
covered by the grant thereby enabling the institutions to experiment
zore freely. The extent of cover against risks is total up to a 50%
rate of loan default. The aums so gained through this grant have
become wholly owned assets of the participating institutions. The
grant, in addition to financing the experiment, was intended to :-

- Increase the total quantum of funds available for lending.
= Reimburse the institutions for their outlet start-up costs.

2) Steff and borrowers incentives:

Four of the nine participating institutions developed incentive
packages under RFEP. They are as followsi-

8) Rupali Bank
Rupali has an incentive system comprising the following:

1) Rebates of interest paid to bo-rowers on timely repayment
of 10“'.2

6% on loans at 36%
5% on loans at 30%
4% on loans at 24%
% on loans at 18%

11) A comaission of 3% of loans collected on time is paid to
the village agents in addition to their calaries,

Although it was intended to bve an automatic and dn-going procees,
Rupali Bank has adopted the practice of paying these rebates at intervals.
All those elipgible for rebates come to the outlet on a certain day and
are given their rewards in cash at a public ceremony,designed to stimuiate
others. Exact data on the asounts of money involved and exactly how and
when they have been disbursed, is not available. It is not clenr how

8 _are re titut ‘s financial statement
4/ RFEP project paper No. 308-0025 duted 11 July 1977, pages 55-58,
£/ Rupali does not have any outlet disbursing loans at 12%,
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b) Uttara Bank

Uttara Bank has offered a 4% rebate of interest charged to
borrowers for timely revayment of loans at their Basam, Joydebpur
(Dacca) outlet. Loans at these outlets are disbursed at 30%. The
amount is credited to the bvorrowers savings accounts. This has

been done but data relating to the amount involved is not availabdble.

c) IRDP/BSBL

As the model is almost the same for the two cooperative institutions,
their incentives systems are grouped under one heading.

IRDP has a limited incentive system whereby a KS8 receives a 2%
commission on principal when its loans are repaid on time and the
KSS Manager similarly receives a commission of 1%,

At BSBL, of the interest earned and collected on timei~

3 18 to be credited to the CCB
2% i3 to be credited to the KSS

Additional 2% of the interest paid is to be paid to the K88 Manager
for timely collection of loans &8 his commission,

However in the cases of both cooperatives, the plap has not been
carried out in any sort of systematic way. BSBL has not distributed
anything to the KS88's or managers. The funds sre available but
nothing has buen implemented, though the KSS's ond DAnsgers aro
aware of the bonus syctem.~ The same pattern preveils at IRDP though
there ung be oomes outlets whore the scheme has been intermitently
workingc-/ Again the outlet staff are aware of the bonus systom.Ac
wutlet staff of both institutions have lesn authority than those

of other institutions, they are not abdble to implement the plan them-
selvas independently. Necdless to say, thin makes any evaluacion

of IRDP/BSBL performance only an Aapproximation.

4/ & 2/ Bee audit reports for BGBL and IRDP respectively,
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5. ‘n'll.iﬂ

a, Project Grant

As shown in other sections of this report, RFEP has reached
about 50% of the target group households in its outlet areas.
Institutionally the proportions vary, but since the project grant
incentive has been available uniformly, the incentives have had
no effect upon the variations. From a national standpoint, the
grant has represented a useful infusion of new capital which the
nationalised banking sector was naturally expected to utilize. On
the other hand the institutions have had to lend and recover theip
funds in order to receive reimbursements from the grant. Thus
although primarily a subsidy incentive, the grant does contain
elements of a performance related reward. The effects ure therefore
almost impossible to neasure objectively. All that can be suid is
that probably the project grant has encouraged a greater level of
activity than would hasve been the case otherwise. This view is
confirmed by the qualitative statements of various institutions'
and BDB officers who consider it to have been an important factor
in stimulating activity. Thus in the sense that it may have been
catalytic, the project grant has probably contributed by allowing
the participating institutions to observe at minimal risk, the
potential and problems of serving small rural borrowers. At the
same time, however, the effact of the grant, by providing rewards
for lending only has acted as a disincentive for savi.gs mobilization,

be Institutional Incentives

Of the four packages dovised, those of IRDP and BSBL have
not been implemented, that of Uttara appliea to one outlet only
(of 5) and that of Rupali could only be measured nt old outlets
which have been in operation for at least a yenr. Since Rupali has
only three such outlets (out of ?), Rajganj Bazar (18%), Mansha
Bagar (24%) and Kalihati (36%), the data base is so small that any
analysis would not be very meaningful.

1/ The chapter on savings snalyzes this point further.
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An attempt has been made by the consultants to measure
the effects of these incentives in terms of :-

Target group participation - whether borrowers respond to
the incentives at the outlets concerned compared to borrowers
exposed to similar rotes of interest for loans elsewhere.

Loan recovery - whether loan repayments were better than
elsewhere us a result of the rewards to borrowers and loan
staff.

Loan officer productivity - whether the incentives to staff
stimulated them to attract more borrowers than elsewhere in
the expectation of increased bonuses,

Institutional viability - whether the cunulative effect of
the incentives has improved financial viability at the outlets
concerned, compared to others operating under similar conditions.

However given the inadequate data base, and the fact that such

analysis as was attempted avpeared inconsistent and contradictory, the
exercise has been considered invalid. To some degree, this is confirmed
through field obsorvations together with responses of outlet staff to
relevant quostions during the recent institutional survey and multiple
borrowers survey. Not one officer considered incentives to have been a
critical factor in affecting the performance of any aspect of the program,
Equally, borrowers ss far as can be as asce tained from inter,!aws and
observation, do not see the incentives ao be'ng important even when they
stand to directly benefit.

4.

Yy

Concluagong

The very limited operntion of any incentives progran as part

of RFEP effectively ensures that ite impact cannot be determined

y

The views expressed by others including the authora of the AID's
S5pring Review of 1973 and tho field oredit specialiats within the
resent consultant team, have contributed much to the writing of
hese concluniona,.
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in any meaningful way. There is no body of experience from this
project upon which future incentive plans could be based. This
is unfortunate as both evidence and expert opinion from other
programs strongly suggest that incentives need to be carefully
tailored to local conditions. What works well in ona couatry is
not necessarily applicable in another but that incentives per se
do work, is generally agreed.

The almost universal view is that incentives, to be effective
in helping to achieve project objactives, must be performance
oriented. Incentives of the subsidy type may and do have a place,
but so often lead to a dependence which cannot survive the subgidy's
withdrawal. Subsidies too have a distorting effect in economic
terms as RFEP experience relating to savings mobilization hasg shown.

Evidence from other programs, of which the accelerated Rice
Production Program (Masagana 99) in the Fhilippines is a good example,
suggests that staff incentives, which need not only be of a monetary
nature, can be very effective in both reaching larger numters of
borrowers and ensuring timely collections of loans and reduced
overdues,

Client incentives too have their place, particularly perhaps
in torms of rewards for good individual savings and repayment
performance. These could be in terms of support and assistance for
community development type schemes, ss well as monetary rewards,
Perhaps the experience of Janeta's outlet at Jhikergacha may warrant
further investigation on this point,

Institutional incentives are vital. The most likely performance
1elated incentives would be loan refinancing priviieges. Insurance
or other guarantees to project lenders against outright losses such
aob&po Agricultural Guarantee and Loan Fund in the Fhilippines appear
to/wort ' connidering, Another posoibility may be a Jjoint enterprioe
insurance scheme which protects both borrower client, hazard insurance
and the inatitutions bad debts insurance.
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In essence, incentives are part and parcel of any credit
progran. RFEP experience makes it impossible to say how critical
incentives would be in the context of rural Bangladesh., But if
one follows the principle that rewsrds for good performance
usually have a positive effect, thern a credit program without
incentives is not giving itself all the available tools by which
it can bde successful in meeting its objectivas.
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CHAPTER 5 PROJECT TRAINING
Introduction

In the original project design, it was recommended thatg
a continuous program of in-country training would be required
for all implementing personnel of the participating institutions,
Initial orientation would be to explain the objectives of the
experiment and relate these to the credit nceds of the target
group. In addition it was recommended that project staff be
trained in intsrview techniques and specific project procedura)l
requirements,

Each participating institution was to be responsaible for
its own orientation training which would be of 4-6 weeks duration.
Follow on training was to focus on specific problem areas iden-
tified during evaluation of project performance. Funde available
($ 400,000) under the rrcject for training have allowed for up
to 1200 man-montha of in-country training. In addition, supple-
mental funda ($20,000) were allocated to allow for observation
training of functioning rural credit programs in third countries
by senior personnel associated with the project.

Implementation

Approximately 110 man months of in-country training has been
carried out by the institutions. The tcble below sunmarises the
training given by each participating institution. A more detailed
description of the individual courses carried out by each insti-
tution and the consultants is given in the data sheets at the end
of this section.
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Table 1

RPFEP TRAINING COURSES
(Project .inception to 31 December 1981)

BASIC TYPES OF TRAINING Average Total Man-monthe
Insti- Orien- Refresher Field Total duration parti- training
tution tation courses courses courses of courses cipants carried out

Krishi 3 - - 3 5 « 7 days 44 12
Sonali 2 2 - 4 6 =30 days 57 26
Janata 2 - - 2 4 -11 days 32 13
Agrani 1 3 - 4 2 =15 days 83 21
Pubali 1 - - 1 3 days 4 0.5
Rupali 1 1 1 3 3 « 5 days 60 11
Uttara 2 - 3 5 2 - 4 days 72 10
IRDP 2 2 - 4 1 - 2 days 76 6
BSBL 3 2 - 5 2 - 6 days 33 12
Total 17 10 4 31 - 461 11,5

Source : Participating Institutions
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The institutional variations are considerable. BSBL and Uttara
have run the most number of courses,> each while Pubali has run only
1 course. Sonali and Agrani personnel have spent the maximum time in
training. No institution has sponsored the 4-6 week initial courss
recommended at the start of the project even though funds were
available. Sonali's month long courses were specialist courseg for
branch managers and the farm technologists.Only Janata, Rupali and
Uttara convened field operational training at functioning outlets
which was recommended by the original consultants. In general the
training has been short term introductory courses at the commencement
of RFEP followed by 1-2 refresher courses which also doubled as
introductory courses for new (Phase II) outlet staff.

Follow-on training orgonised by the consultants has taken place
on three separate occasions in ‘1979 and 1680 and has involved not Just
outlet and head office stafi but also staff from the institutions'
regional offices. This has totalled 85 man months of training.

Although unpublished, an important training function carried out
by the consultants has been the continucus training carried out by the
auditors during the auditas of RFEP accounts at the outlets. This traip-
ing function, considered an integral part of the auditing function,
has been very important in improving record koeping and reporting on
the project's implementntion.,

The extent of training appears to be in concert with the institutions
plang. However in February 1980, a very significant number of outlet
staff reported that they had not received adequate training on RFEP
mntters~’ . Of 67 outlet ataff that were interviewed, 51% felt their
trainirg wna inadequate to carry cut their tasks. Although the work-
shops organized late in 1980, have probably helped to jmprove operations,

3/ Output level survey - FPebruary, 1980 as reported in 2nd Evaluation
Report of April 1980, Chupter XiII,
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new outlet staff do not appear to have received any more training
then their colleagues in 0ld outlets. Also there does not appear to
have been a subsequent increase in the extent of training following
these findings, despite the directives of PIL 15 and the fact that
funds have been available from the project grant.

The recent institutional survey of 26 old outlets attempted to
assess the level of understanding, awareness, knowledge and
attitudes of outlet staff towards their outlet, model and clients.
At the end of each outlet visit during the survey, the interviewer
assessed the outlet-in-charge on a scale of (1) very knowledgeable
(2) moderately knowledgeable (3) hesitant (4) unsure. All the
persons interviewed had been at the outlet for some time, some since
the project's inception.

Of the 26 staff interviewed, 12 were perceived to be either
only moderately knowledgeable, hesitant or unsure. 14 or S4% of the
sanple were considered adequate in their knowledge of the project
and their job. Institutional variations are not significant due to
small sample of outlets. However, the outlets were chosen to represent
one good, one moderate and one poor perfcrmer per institutione
It is interesting to note that the staff at all the good outlets except
one were rated as very krowledgealle whereas at average and
pocr outlets, the staff were more usually rated as poderately
knowledgeable or worse,

As mentioned above the audite at cutlets have been very
effective in reaching training objectives. The table below shows
the situation at those outlets where more than one audit has
taken place during RFEP,
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Table 2
REAUDIT RESULTS OF OUTLETS ( ALL INSTITUTIONS)

Number of Be-audit result
First Audit outlets Satisfactory Not satisTactory
1
Satisfactory 26 23/
Not satiasfactory 21 13/ 3
Total 47 39 8
Scurce $ Audit reports
Notes 11/ of 21, eight brenches while continuing to be

satisfactory at re-audit had either slipped
in certain areas of accounting or needed extra
time to carry out the audit satisfactorily.

2/ 3 branches needad additional assistance during
re-audit to achieve a sstisfactory rosult,

Ao can be seen the improvement has been quite marked at those
outlets which were found to be unsatisfactory at the first audit.
Training wao both required and given.Only 3 outlets failed to improve,
While some of the satisfactory outlets slipped back, it should be
noted that out of 47 outlets, 21 or (45%) were initially unsatisfactory
but after re-audit only 8 or (17%) were found to be in need of further
assistance and training.
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BKB TRAINING PROGRAM

Participa: .

Date

bf
Trai- Duration
ning of course
Oct. 7 days
78
Nov., 5 deys
&0

Decs, 6 days
a1

12 outlet
Investigation

Officera{(J.0.'s)

7 1.0.'n from
new outlets

25 1.0.'a from
old/new outlets
including lady
navinga assin-
tantce,

dubdjirnrs covaraed

Purpose/affects

of courae -

-

Obloctives of RFEP

Seaioeeananie

fuase Yine rurvey
Salestion of target
EST 0y

Lutyet preparation

Prepnration of
praduction plan.

Mathodn of cultiva-
tion nnd better
land ase,

Book-~kaeping arnd
noccunting.

Methodn of deponit
mobilization,

Techniquuen of auper-
vinion.

Evaluation

Comprrative study of
RFEP models,

Ditto above

Ditto above

struc-
tuye of Utargaet group,

Introduce ataff
to RREP

Ditto nbove for
new outlet ntaff,

Ditto above for
ladly nguintnnta,

Refresher courne
for other atuffr,

Hource :- BKB
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SONALI BANK TRAINING PROGRAHl/

Date
of_
g?ﬁé- ggtgg;g:e Participants Subjects covered Purggazésizzcta
AR el — T
Nov. 6 days 5 Branch Managers Objectives of RFEP. Introduction of
78 5 Krishi Shakha Baseline survey. staff to RFEP.
in-charge
5 Farm Technolo- Preparation of pro-
gists. duction plan.
S5 Agricultural Methods of deposit
graduates. mobilization.
Comparative study of
models.
Maintenance of records,
accounting & prepara-
tion of monthly reports.
Special features of
Krishi Shakha model job
description.
vov. 6 days 9 Branch Managers Ditto above Introduction of
80 10 Krishi Shakha new staff to RFEP,
in-charge. Refresher course
9 Farm Technolo- for old staff.
gists.
9 Rural Credit
Officers
Mid 1 month 10 Branch Managers Management of rural Specialist course
'81 credit.
Mid 1 month 10 Farm Technolo- Small farmer credit Specialist course
'81 gists

progranm,

Source :-

Sonali Bank
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JANATA BANK TRAINING PROGRAM

Date
of :
Traj- Duration Purpose/effects
n{: of course Participants Subjects covered of course
Jan. 4 days 5 Branch Managers Conditions for Orientation course
199 successful credit to ensure efficient
progranm development of the

program
5 Rural Credit Loan disbursement
Officers and repayment.

Group formation

Savings mobiliza-
tion.

Special characte-
ristics of the
different models,

Function of Branch
Manager, Rural
Credit Officer and
Field Officers.

Maintenance of
accounts and records,
preparation of monthly
report.

Jan. 11 days 11 Branch Mana- In addition to above Ditto above plus

'81 gers. subjects the follow- refresher course
ing were covered. for old outlet
staff,

11 Rural Credit Philosophy of the
Officers. project.

Different enterprises
for which loans can
be given.

Field training at
Jhikargach, outlet.

Source - Janata Bank
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AGRANI BANK TRAINING PROGRAMY

Date
of ‘
Trai- Duration Purpose/Effects
nin of course Participants Subjects covered of course
Nov. 5 days 33 Introduction to the To ensure staff
'79 Branch Managers Agrani model and able to imple-
related issues on ment the project
Loan Officers rural credit. properiy.
Regional Mana-
gers.
Ag- Credit
Officers
2 days 30 Review of Refresh
Jul iew progress efresher course.
'80° Regional Managers and problems of the
Branch Managers Project.
Loan Officers
Jan. 2 weeks 10 Advice on rural Improving the
'81 Branch Managers development p:rfornange :t
field staff in
Pro,ject nodel in reapect of loan
detail disbursements
Savings mobiliza- and collections
tion
Fed. 2 weeks 10 Ditto above
'8 Credit Officers Ditto above
v Refresher Course planned for February 1982,
Source:- Agrani Bank.
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PUBALI BANK TRAINING PROGRAM

Date

of
Trai- Duration

ning of course Participants Sub jects covered

Purpose/effect
of course

Nov. 3 days 4 Loan Officers Baseline survey and
'80 selection of target
group.

Procedures of loan
appraisal and loan
sanctioning.

Field credit and
identification of
potential economic
activities.

Maintenance of records

Loan Officers
gained clear
ideas on how to
implement the
project: their
productivity
and efficiency
improved con-
siderably as

a result,

and accounts and prepar-
ation of monthly report

Management and
supervision,

Savings mobilization.

Basic features of the
model and implementa-

tion.

Source: Pubali Bank
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1
RUPALI BANK TRAINING PROGRAﬂ-/

Date
of
Trai- Duration Purpose/effect
ning of course Participants Subjects covered of course
March 5 days 3 Branch Managers Aims and objectives Introdiction of
199 3 Village Agents of RFEP staff to RFEP,
5 g:zngfflce Comparative study of
3 Agricultural different models

Credit Officers Baseline survey

Concept of village
agent

Target group
identification

Special features of
Rupali model

Credit norms and
repayment schedules

Maintenance of
accounts and records

Evaluation of

serformance
Nov. 3 days 4 Branch Managers "
'29 4 Loan Officers "
7 Village Agents "
1 Head Office "
Jan, 4 days in All staff at each Field traininf on
Fed. each outlet - 32 in uctual operations
'81 outlet, all
field
training

1/ Refresher course planned for Pebruary 1982

Sources Rupali Bank



UTTARA BANK TRAINING PROGRAM

Date
of
Trai- Duration Purpose/effect
ning Qf course Participants Subjects covered of course
12
Early 3 days - Branch Managers aiims and objectives
'79 - Loan Officers of RFLP,
- Regional Mana- c s
Job description of
gers starf,
Fixation of credit
norms,
Baseline surveys
Savings model
March 2 days 20 Discussions with bor-
'80 As above plus rowers in the field
H.0. Staff and field training
at Mymensingh.
Nov. 4 days 13 Ditto above
'80 As adbove
March 3 days 16 RFEP models, job
'81 including new description, savings
outlet staff mobilization, culti-
vation of zrops
rearing of livestock.
April 2 days 10 Field training at
& Outlet staff at Mymensingh & Tangail
May'81 each session
Source: Uttara Bank
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of

Trai- Duration
ning of course
Nov. 1 day

] 78
Ma 2 days
'?
Oct. 2 days
80
March 1 day
‘81
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IRDP TRAINING PROGRAM

Participants

Purpose/effect

Subjects covered cf course

1 Thana Project
Officer

8 Deputy Project
Officers

11 TCCA Inspect-
ors

3 Thana Project
Officers

5 Deputy Project
Officers

8 Thana Project
Officers

8 TCCA Accoun-
tants

8 TCCA Inspectors

8 Thana Project
Officers

8 TCCA Accountants

8 TCCA Inspectors

Trainees con-
ceived the
ideas of the
project model,

Background & objec-
tives of RFEP,

Determination of
target group & forma-
tion/selection of
K35's,

Preliminary survey
and implementation
sci.edule.

Records & accounts,
shares, savings, staff
requirements and input
supply.

As above with the
addition of

Insurance, loans
repayment and market-
ing procedures,

Loan documents and dig-
bursement procedures,

Objectives of RFEP
and its future,

Role & functions of
Accountant and Inspec-
tor in maintenance of
RFEP accounts,

Project components
and procedures

Field problems and
solutions

Problems of preparation
of monthly reports of
Aindividual TCCA's

Maintenance of accounts

Field problem of
individual TCCA's,

Source: IRDP
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BSBL TRAINING PROGRAM

Date
of
Trai- Duration Purpose/effects
ning . of course Participants © _Subjects covered of course
Aug. 6 days 9 KSS Managers Aims and objectives of
'78 RFEP,
5 Assistant Loan
Officers Model characteristics
2 Loan Supervisors Baseline surveys to
identify target group.
Audit & supervision
Accounts & records
Reports
Staff assignments
Jan. 5 days As above Ditto above Refresher course
'?79
RNov. 3 days As above Ditto above
*?79
Sept. 2 days 5 Assistant Loun Records & accounts
‘81 Officers Monthly reports
2 Loan Supervisors
Dec. 3 days 2 Loan Officer Accounting
'81 2 Assistant Loan
Officers

2 Loan Supervisors

Source: BSBL
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CONSULTANTS TRAINING PROGRAM

Date
of
Trai- Duration Purpose/effects
ning . 0f courase Participants Subjects covered of course
April 4 days per Staff of all Analysis of opera- Refresher courses
) workshop institutions tional problems to assist all
April associated with RFEP  institutions in
'80 implementation implementation.
together with sugges-
ted improvements.
Nov. > days per Staff of all As above As above
'80x3 Wworkshop institutions
Dec.
'80x1
1979 3 weeks Head office staff Examination of other Policy level
of all countries' rural and course to expose
institutions agricultural credit senior staff to
systems, the possibilities
and alternatives
of various credat
systen,
Oct 3 days RFEP Project Re-examination of Refresher course
81" Officers, best RFEP models and designed to

outlet staff and
menber of each
ingtitution's
training college

experience in
implementation.

improve instit-
utions over
training facilities
ability to carry
out training
themselves,

In addition a limited number of individuals, from various organizations
associated with the project, went overseas to USA for related training

in rural credit.
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CHAPTER 6 LOANS T0 WOMEN

1. Introduction

Existing social conditions in rural Bangladesh do not
permit women to act completely independently. Male family
members or friends always carry out such activities as input
purchasing or marketing. Also, loans may be made in the name
of a male family member evel though the activity financed
may be carried out largely by female members of the family.-l/
This section reports upon the extent to which RFEP credit
has been extended under the name of a woman. The data presented
comes from financial records and a special survey at 77 outlets
(of which 5 were in-depth studies) carried out in November and
December 1981.

2. Institutional Performance

The total of women RFEP borrowers upto Sept 1981 was 1,494
O0f the total of 35,178 borrowers or 4,2% of this total. The
institution with the highest percentage of women borrowers to
its total was IRDP with 8.7%. The lowest was Pubali with 2.3%.
An encouraging trend is that from the commencement of proJject
lending in 1978/1979 upto July 1980 less than 2% of the loans
went to women, but during the period from May to August 1981
the rate was 5&”63 . The table below gives more specific
information on loans to women.

Table 1

R.F.E.P. LOANS TO WOMEN
Average number of

Total Women % wWomen Women Borrowers
Instituticn Borrowers Borrowers to total per Outlet 2{
KRISHI 11,812 512 L, 3% 32
SONALI 5,984 151 2.5 15
JANATA 1,386 42 3.0 4
AGRANI 4,512 259 5.7 24
PUBALI 2,282 53 2.3 13
PUPALIL 2,301 94 4,1 13
IRDP 3,104 273 8.7 21

1/ Livestock huubnndrg, food processing, horticulturr and handicrafts are
activitien in rurnl Bangladesh largely carried out by women.Conside=-
rable numbers of RFEP loans have been for these purposes,

2/ Continuous Survey of 5051 first time borrowera, May = August 1981,



290

3. Loan Purposes

The purposes for which the RFEP women borrowed are
listed below,given in percentage of total loans. Over 50%
were value-added enterprizes to crop production, e.g.,, puffed
rice preparation and paddy husking. The next largest volume
was 25% for handicraft enterprises and 9.4% was for animal
husbandry. No loans were granted for crop production,

Table 2
LOAN USES OF WOMEN BORROWERS

Activity Percentage
Preparation of puffed rice 31.3%
Handicrafts 25,0
Paddy Husking 21.9
Livestock husbandry 9.4
Betel leaf selling 3.1
Marriage of daughter 361
Rickshaw repair 3.1
Other 31
Total 100.0

4, Attitudes on Interest Rates and Repayment

Every woman borrower interviewed felt that loan interest
rate levels were too high. Since these borrowers had taken
loans at every interest rate under RFEP except for 18%, and
since none saw the interest rate as a critical issue, their
comments cannot be considered too significant. Also, more
than 50% were repeat borrowers, usually for the same purpose,
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Repayment provisions were satsifactory to 41% of the
borrowers. About 30% preferred to repay in one lump sum at
the end of the loan period and the remaining 30% had other
reasons indicating preference for a longer term loan as seen
in the table below,

Table 3
ATTITUDES TOWARD LOAN REPAYMENT

Attitude Percentage
No criticism 40.5%
Prefer single payment 29.7
Size of installment payment too large 13.5
Loan period too short 10,9
Installment pay periods too short 5.4
Total 100.0

Use and benefits of loan proceeds

Of the respondents surveyed 19% said they had not yet
earned additional income from their loan; this must be
qualified as about 40% of those women interviewed had not
fully utilized their first loan. Of those who had earned
profits, 8% had spent all on consumption and all the others
opent some portion on consumption. Forty-one percent had
invested in livestock or capital goods and 11% had used some
portion to repair their house. Many reportad that the most
important use of the income generated from the loans was for
food and clothing,

As there wore multiple responses to the survey question-
naire, the percontages in the table below total more than 100%.,
These are given however to report the weighting in terms of
loan procoed unen,
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Table 4
USE OF ADDITIONAL INCOME FROM LOANS

How Income was used Percentage
Consumption 81.1% -
Purchase livestock or capital goods 40,5
Repair house 10.0
Increase working capital 5.4
Purchased land 504
Invested in crop production 2.7
Loan did not generate income 18.9

6. Marital Status of Women Borrowers
M

All of the respondents from the in-depth survey were
married or had been married, None were the head of householdl/
and none had ever utilized institutional credit previously,

Table 5
MARITAL STATUS OF WOMEN BORROWERS

Marital Status Pcrcentage
Married 73.0%
Widowed 18,9
Divorced 8.1
Total 100,0

Divorced women were residing with their parents and
widows were dependents of their sons. The special survey of
77 outlets indicated that many women borrowers were ‘widown
or ordinary household members.

1/ At Krishi's Faridpur Branch, some borrowers are married with
husbands who reside with them., But because the husbands are
frequently away from home while working, the wives have been
granted the loans i{n their own name
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Attitudes of Family Members and Others ou Earning Activities
of Women

Family members of the borrowers did not oppose the women
taking loans. Male household members of most of the women
borrowers encouraged them to become involved in earning
activities. Reasons for the support of the family for women
borrowers are grouped below:

a) Women borrowers were able to contribute to the
economic well-being of the family directly.

b) Male members of the family could utilize a portion of
the loan,

c) Other male or female members of the family were also
employed in the earning activity of the borrowers.

Attitudes of the Qutlet Staff

The special survey of staff opinions at 77 outlets revealed
that women are sincere and honest in handling loan money. In
terms of repayment, they are better compared to male borrowers.
They are satisfied with smaller amounts of credit., Women are
capable of making profit at the same rate as male borrowers and
a significant number said women are proportionately better
savers,

Outlet staff also said they did not have to spend more
time in explaining the use of loans to women borrowers,
Sometimes the amount of effort spent in this regard was less
than they spent with male borrowers. Women also do not need
more supervision than male borrowers,
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Further, outlet staff believe that social and religious
conservatism coupled with negative attitudes towards banks has
held many women back from seeking RFEP loans. Those who have
taken loans to date are the more progressive. The outlets
concluded that if loans to women are to be extended, then exten-
sive motivation by female bank staff able and willing to meet
the women in their homes and assist them, is needed.

Significantly only one institution, Krishi, has employed
women as loan officers, despite the recommendation that such
staff might be an effective way of reaching the estimated 10%
of target household headed by women.i/ Krishi has posted a
female credit assistant to each of its outlets and assigned them
a dual role of mobilizing savings among the non-target group and
providing a special service to women borrowers. As far as the
Consultant is aware, none of the other institutions has utilized
any women staff for any aspect -f RFEP,

Conclusions

A significant number of women have taken loans under RFEP,
which is encouraging. Two institutions particularly, Krishi and
IRDP, have established special approaches towards assisting such
borrowers.

In the case of Krishi, it appears that the presence of the
women assistants has been a factor in the consistent number of
women that have borrowed from most Krishi outlets.

IRDP's high proportion of women borrowers is due to the nature
of their operations where there arc Ki3S's largely for women. It
should be noted thut BSBL, operating the scme model, has not
succeeded in attracting women borrowers., It is also interesting to
note that u large number of outlet ctaff intcrviewed felt that some

sort of speciul arrangements eithor by way of group formation, special

training or ecven special funds for women would be a good way of
incrensingz loans to women,
1/ See PIL 15 of %0 July 1980, P.10.
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Other institutions have not established special
approaches and their incidence of women borrowers is
usually due to a high number of borrowers at particular
outlets. Existing social norms in rural areas of Bangladesh
make it difficult for women to come forward and borrow,
Special arrangements are required to assist them, and as
the performance of Krishi & IRDP to date shows,this can be
effective.



296

SECTION Vv ‘SOCIOLOGICAL OBSERVATIONS

Introduction:

This chapter is based upon observational field research con-
ducted at 29 outlet locations in different parts of Bangladesh,
from mid-October 1981 through January 1982 Y and data collected
during the Continuous Survey of first time borrowers at all out-
lets, May to August 1981. All the participating lending institu-
tions are represented and reactions to different models and loan
conditions are noted. There were case studies or interviews with
over 300 borrowers and 150 non-borrowers. The overall aims are:
(1) how the borrowers view RFEP, and (2) the value of RFEP ag a
credit experiment in terms of socio-political and cultural consi-
derations,

Name of the Project:

Staff of the participating institutions understand the name
RFEP, but very few borrowers or target households understand the
name or initials. The project is locally known by a variety of
names: Palli (rural) loan, new loan, American loan, Garibi (poor)
loan, Samiti (cooperative) loan when given through cooperatives,
or "project” loan. It is observed that referring to this as 'The
American loan' affects repayment at Uttara Bank, Feni. There
should have been a Bengali name consistently applied from the
beginning by all purticipating institutions.

Target Group:

At each outlet,an identification survey to identify the
torget group was to have been conducted, so that the eligibility
of each person in the outlet command area is known and the eligi-
ble persons could be recorded. In most outlets visited, the survey
has been undertaken. There wus no such survey conducted by Uttara
Bank, Kowali, Mymensingh. The procedure there has been for the
loan officer to advise the applicant to form a group of at least

A/ Bee attached 1ist of locations at the end of this chapter,
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3 persons after which the officer investigated the merit of each
applicant. There was also no survey undertaken by Pubali Bank in
Rakhudia village, Babuganj, Barisal and because of influence by
politicians, most borrowers there, by appearance, have incomes
over that specified for the target group. At both outlets, re-
payment is not good.

On the basis of this research and the Continuous Surveys,
it is estimated that approximately 10% of loans have been dis-
bursed to non-target persons. Borrowers might make wrong state-
ments of their income or land holding. Outlet staff, cooperative
officials and leaders of borrowing groups may encourage borrowing
by people whose income is over the limit in expectation of good
repayment. The table below shows the very high extent to which
discrepancies in income, landholding, loan size and loan purpose
occur between the outlet records and borrowers responses when
interviewed , though in 90% of cases, eligibility does not change.

Table 1

EXTENT OF DISCREPANCIES BETWEEN BANK RECORDS
AND BORROWERS ACTUAL CIRCUMSTANCES

No. where one
Total No. of or more discre-

Borrowers pancies occured Remarka
Agrani 60 58 The above discrepancy
BSBL 157 151 might heve arisen due
IRDP o4 59 to the time lag between
Janata 63 56 the survey undertaken by
BKB 189 163 the outlet and the conti-
Pudbali 36 29 nuous turvey.
Rupali 62 48
Sonali 121 117
Uttara 26 24
Total 790 705

Source: Continuous Survey.



298

Obviously complete accuracy and independent verification
of the criteria for eligibility is difficult and time consuming
for field staff to undeftake, but these figurss illustrate both
the potential for giving wrong information in order to secure a
loan and the need for outlet staff to check the accuracy of such
information as far as possible.

A contributory factor is factionalism which exists in
virtually every village. In outlets where recommendation signa-
tures are required, local leaders either may recommend loans on
behalf of non-target people to build up their political follow-
ing, or may deny loans to people of opposing factions. PFamilies
are often linked in kinship units (gusthi), whose leaders may
give preference in recommending or guaranteeing loans. In some
cases local brokers or touts, in concert with outlet staff, collect
fees for disbursal of application forms or for expediting loan
approval,

To illustrate this point further, the table helow indicates
how borrowers first learnt of the loan program.

Table ¢
INITIAL SOURCE OF INFORMATION ABOUT RFEP

Source Percentage
Bank employees 51.8
U.P/G.S5. members 1/ 21.6
Friends / Neighdvor 10.8
Relatives 9.7
Others 6.1
All sources 100.0

Note: 1/ Persons who are elected to village level administra-

tive bodies such as the Union Parishad (Council) or
Gram Sarkar.

Source: Continuous Burvey,
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This shows that nearly half the borrowers were not initially
contacted by outlet staff directly but through other people. Thus
the possibilities for abuse of one sort or another exists to quite
a high degree, particularly if the outlet works through existing
local structures rather than building up direct relations with
borrowers.

Case Studies:

A resident of Panti, Kushtia, is a member of the local
Samabay cooperative. The cooperative secretary arranged for
57 members to get an RFEP loan in one batch. The member's
loan was Tk.1700 for planting sugar cane. He made a good
profit and repaid the loan, as have all the borrowers. But
he did rnot know then that an applicant's income should be
less than Tk. 6000 to be eligible. He said the secretary
told him to say that his income was Tk.5000. He thinks that
those with income upto Tk. 15,000 should be eligible under
this project.

An old man in a target village of Krishi Bank, Kushtia,
borrowed Tk.3000 to buy an ox. He had to get the application
form from a local broker who demanded Tk.200 and said he could
speed up approval of the loan. Although the borrower actually
paid him only Tk. 50, he got the loan quickly. He knows some
borrowers who did not pay the tout and it took them 2 or 3
months to get their loans. He believes the broker is in
league with outlet staff and the local Union Parishad Chairman,
because the broker could not operate there without the know-
ledge and approval of the Chairman. The old man thinks such
payments could be stopped if the application forms are given
directly to the applicants,

Although such situations occur, they should not cloud the
fact that the majority of borrowers are small landholdres owning
less than one acre, as shown in the following table.
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Table 3

DISTRIBUTION OF BORROWERS BY
INCOME AND CULTIVABLE LAND HOLDING

% by income % by landholding
% of % of
Income Bracket Borrowers Landholdigg Borrower
0 ~ Tk,2000 p.a 22.6 No land 25.6
Tk.2001 - Tk. 4000 p.a. 33.6 01 = 0.5 acres 33.7
Tk. 4001 - Tk. 6000 pP.a 32.1 51 = 1,0 acres 20.9
Tk: 6001 - and above 1.6 1.01 - 1,5 acres 12.1
1.51 = 2.0 acres 5.1
2.01 acres and 2.5
above
Total 100.0 Total 100.0

Bource: Continuous Survey.

However, it appears from field observations that the abso-
lutely landless in rural areas are not getting many RFEP loans.
Only 8.4% of borrowers interviswed in the recent Continuous Survey
had daily wage labor as their primary occupation. RFEP is over-
represented in urban and semi-urban areas (crop loans are only 33%
of all loans). Many borrowers shown as landless in the above table
are primarily engaged in petty trade or business and live near
bazars or in suburban areas. But examination of the records from
several outlets shows that in rural areas borrowers who have no
agricultural land are a saaller percentage than would be expected.
Moreover, many instances have been noted of banks requiring either
pledge of land as security, or deposit of land parcha (official
record showing boundaries for tax purposes), or an official mortgage
paper, or mortgage by a guarantor of the borrower. Even some of the
"landless cooperatives” allow members with up to 2 acres. The case
studies below lead to the conclusion that it can be difficult for
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the truly landless who are agricultural laborers to gain access
to institutional credit, even that of RFEP.

Case Btudies:

At BKB, Faridpur, out of 256 cases, studied in the
ledger book, all had some agricultural land. They had to
pledge it as security in their application forms and some
of the early borrowers had to sign mortgage papers.

At Rupali Bank, Babuganj, Barisal, out of 210 cases,
10% had no land, but half of these were established traders.
Borrowers usually had to deposit their land parcha.

In BSBL, Batazor, Barisal, out of 124 cases, 104 had
given land mortgages for their RFEP loans and all the rest
had a guarantor who gave a land mortgage.,

In Pubali Bank, Babuganj, Barisal, out of 250 cases,
only 4 were landless, ond 2 of them were established traders;
22% of borrowers were shown as having 2 acres of land. Almost
all borrowers had to deposit their land parcha.

In IRDP, Burhanuddin Barisal, the 3 gsamities in
Chotomanika accepted only members who had at least 40 or 50
decimals of agricultural land. The outlet had no samiti for
the landless, though it is estimated that 25% of the rural
population are entirely landless and live by daily labour.

Landless agricultural labourers in a number of outlets have
reported that they are afraid to borrow. They fear reprisals in
case they fail to repay and they are afraid to enter a bank having
armed guards, where they will be embarrassed by not knowing the
procedures and not having any security. They cannot psychologica-
lly chift ocasily from living by daily labour to taking up an eunter-
prise. They are not accustomed to thinking in terms of investment
because they rarely get even non-institutional loans. There is a
popular saying in the villages that for the poor there are no friends
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and relatives who can provide capital; their friends and relati-
ves are generally other poor people. Nevertheless, the landless
poor have received loans in some outlets. Near towns or bazars
they usually engage in some trade, and in rural areas it is easiest
for them to invest in livestock enterprises.

Loan Purposes:

A comparison of outlet ledger books and interviews with
borrowers indicates that more than 90% of borrowers have used at
least part of the loan for the purposes stated, at ieast within
the three broad categories of crop, agriculture-related and non-
agricultural activities. Detailed information on loan use ig now
being processed and will be reported later, but it is clear that
the pattern of loan use differs markedly from outlet to outlet,
depending on the local economy, nutural resources and social struc-
tures. In some areas almost all loans are for sgriculture and
livestock, but in outlets near towns and bazars a high proportion
are for small trade 1/. Few loans have been given anywhere for
cottage industries.

Some borrowers urgently need poney for a daughter's marriage,
medical expenses, or other emergencies, and some borrow to release
mortgaged land or pay off other debts. Many borrowers use the loan
for two or more purposes. Almost all incorporate the loans into
their family budgets so that it is not possible to cntirely sepa-
rete "productive" from "non-productive" uses.

Case Studies:

Janata Bank in Baider Bazar, Dacca, gives more than two
thirds of its RFEP loans for agriculture. The socio-economic
situation at this outlet determines largoly how the loans are
used. In the outlet command area there exist two distinct

1/. Examples are: IRDP at Burhanuddin, Bhola Island, where 98%
of loans have been for agriculture and the rest for livestock;
Agrani Bank at Bhatra, Bo ra, where 26% has been for agriculture,
62% for livestock, and 119 for trade; and Janata Bank at Khan-
khanapur, Faridpur, where only 23% has been for agriculture and
livestock, and G?% has been for small business and trade.
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classes: relatively big landowners and the poor who are
mostly landless. Most of the farmers are engaged in trade
and have little interest in cultivation, and many of them
own more land than they could manage. More importantly
status considerations prevent them fronm directly engaging
in agricultural produc*tion. At the same time they want to
benefit from their land so they lease out the land for one
agricultural season, a transaction called sanmeyadi. The
poor take up such leases at Tk. 600 to Tk. 1000 per bigha
(33 decimals). The outlet provides loans for the lease and
costs of cultivation, to a maximum of Tk. 2000 per bigha,
depending on the crecp. The borrowers devote themselves to
the land so they can repay their loans in order to get such
loans in the future. Many borrowers have taken more than
one loan under RFEP,

Size:

The participating institutions have different policies

regarding the size of loans for different purposes, 'Tk.4000-5000
being the usual cciling for a household. Many outlets initially

lend

only Tk.1000=2000 to encourage good use and repayment. But

a considerable number of borrowers feel the size of their loan is
inadequate for the purpose. The table below shows how 383 of 778
new borrowers expressed their views.
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Table 4

DISTRIBUTION OF BORROWERS BY LOAN SIZE AND
EXTRA AMOUNT REQUIRED

Extra Loan Needed

No. of Up to Tk.2001 to  Tk.4001

Loan Size Borrower Tk.2000 Tk.4000 and above
Upto Tk.1000 121 777 19.9 2.4
Tk, 2001 - Tk. 3000 51 21.5 27.5 51.0
Tk (3001 - Tk.4000 41 22.0 4.8 75.2
Tk, 4001 - Tk.5000 13 7.7 15.3 ?77.0
Tk.5001 - and above 6 - - 100,0
TOTAL 383 47,2 24,6 28,2
Source: Continuous Survey.

Terms and Conditions of Loans:

Jenerally, borrowers have viewed RFEP loans favourably.
The table below records the responses of 778 new borrowers.

Source:

Table

5

BORROWERS' VIEWS ON ADVANTAGES OF LOANS

% of
Advantages §22222

Low interest rate 42,5
Facilitntes livelihood 16.8
Easy repayment conditions 10.4
Timely disbursement conditions 9.4
Capit¢al formation 6.2
Others 7.6
No advantage 1.5
No rosponse 5.6
Total 100.0

Continuous SBurvey.
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Almost sall borrowers see some advantage in the loans.
Nearly 62% see the advantages in terms of the loan conditions
while another 23% see the advantages in terms of their own eco-
nomic wellbeing.

Borrowers who cite low or reasonable interest rates as
the principal advantage of the loan are grouped in the table
below by the rate of interest at which they took loans.

Table 6

BORROWERS WHO STATE THAT LOW INTEREST RATE
IS THE MAIN ADVANTAGE OF THE LOAN, BY THE
INTEREST RATE ON THEIR LOAN

Borrowers
who stated % of col. 4
Total No.of % of total interest % of against
Interest borrowers borrowers. rate lower col. &4 Col.2
1 2 2 4 ) 6
12% 51 6.6 23 7.0 45,1
18% 213 27 .4 102 30.8 47,9
24% 223 28,7 89 26.8 39,9
30% 254 32.6 109 32.0 42,9
36% 37 4,7 8 2.4 21.6
TOTAL 778 100 331 100 42.5

There is little significant difference as to the attractivee-
ness of loans at 18%, 24% and 30% intcrest rate levels. The sample
size for 12% and 36% is too suall to be definitive. From rield
observations, when borrowers with loans at 18% are asked about
their interest rate, they express satisfaction, except when they
are aware that the 100 Crore Program or other loans are availsable
at cheaper interest rate levels., Most borrowers with loans at 24%
express satisfaction at the interent rate. Those who borrow ot 30%
often complain that their intereat is high, but nevartheloess many
take repeat loans. Rural people frequently calculate inter: it by
the month. They appreciate borrowing at 1%%, 2% or even 2¥¥% a
wonth, which seems more reasonable to them for short-term louns
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than the 10% a month often required for non-institutional loans.

But they find that 30% and 36% is high for medium-term loans such
a8 a two year loan for a milch cow and the investment may not be
sufficiently profitable. Borrowers opinions and the table above

show that 36% rate of interest may be too high.

Eggayment of Loans:

When the respondents in Table 5 were asked whether their
repayment conditions were reasonable, 31,5% of them felt they were
unreasonabdble.

Patterns of loan repayment differ according to loan purposes
and bank policies. Rupali Bank tailors repayments to the loan pur-
pose. IRDP often requires repayment in a lump sum to minimize book-
keeping by the cooperative secretary. Generally a loan for a crop
or for raising an animal is repayable in a lump sum, though in some
cases interest is payable in monthly installments. Loans for patty
trade, rickshaws, boats. and cottage industries are usually repayable
in weekly or monthly installments.

The great majority of borrowers take RFEP loans with the
intention of repaying. Where default accumulates, it is usually
because borrowers lose confidence in the bank or cooperative pro-
viding the loan and feel that they will not get repeat loans in
any case. A great incentive for repayment is the possibility of
quick repeat loans.

Case Studies:

At IRDP in Babuganj, Barisal, there are no overdues
recorded. The TCCA officials have emphasized that without
full repayment new loans will not be available, so borrowers
even borrow from other suvurces to repay.

At Agrani Bank, Bhatra, Bogra, most borrowers have
taken seversl lorns, often taking a new one on the day follow-
ing repayment. The outlet in-charge fears that when the experi-
mental program ends and borrowers know there will be no more
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loans, repayment will fall off. This fear is expressed
by outlet staff elsewhere.

At IRDP in Burhanuddin, some borrowers have taken 7
and even 8 loans and repayment is good in consideration
of quick new loans.

But in some locations a psychology of default builds up
and the momentum is difficult to stop, often because there is
a history of faul:y or improper management.

Case Studies:

At Uttara Bank in Feni, Noakhali, overdues are larger
than repayments. Lending is to groups, and interest is 326%.
When the program started, the outlet staff misled the borrow-
ers, saying interest was 1% a month, and when people found out
it was 3% a month they were unhappy. Moreover, during the
1981 Presidential election the ogent of a mejor party and
his touts convinced some borrowers that if they would vote
that party into power, it would arrange %o pardon their debts.
Some borrowers therefore gave money to the party insteand of
repaying their loans. But the pnrty in question did not come
to power and nobody's debts were pardoned. But so mAny peo-
ple failed to repay. At 36%,intcrest charres have bccome
increasingly burdensome. Thus a nsychology of default has
built up, and the remaining debts might as well be written
off.

In Boildah outlet of BSBL, Kushtia, a Bhumihin (land-
less) cooperative was formed by n local leader to got nonme
land which had been declared as "enemy propesty". Having
failcd to secure the land, the froup sousht LFEP lonan.

The group has no other functions. Porrownrs report that
purt of each loan wau deducted ns a bribe nt the time of
disbursement. and there was a quarrel batween 'he nocretary
and the outlet officer ns to how the {llegnl vain should bYe
divided up. The local people think some of the money pasnes
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through the ranks of BSBL. Moreover, this outlet is in
a suburban area and there is little sense of community
cohesion. Cases have been filed against six defaulters,
but people say that everyone cannot be taken to court.
Overdues built up and the trend was not corrected. Now
the momentum of default is such that people assume there
will be no repeat loans, so they no longer intend repay-
ing their original loanms.

Such mismanagement was observed in other locations,e.g:-
BSBL in Taltoli and Batazore, Barisal; Uttara in Mymensingh
Pubali in Babuganj, Barisal; IRDP in Joshaidighi village, Natore,
Rajshahi, In other cases poor repayment is due to the selection
of an inappropriate target area such as a semi-urban community
without roots,e.g:- IRDP rickshaw KSS at Patuapara, Natore, Raj-
shahi or an area having too nany non-target households e.g:-
Pubali, Babuganj, Barisal. In all such cases, when the momentum
of overdues increases to the point where people cease to expect
new loans. and especially if they lose confidence in the outlet,
it is no longer realistic to expect full recovery. Borrowers in
a target area generally know the repayment position of others.
The lesson is that a momentum of overdues should not be allowed
to develop.

In most places where repayment and re-borrowing are good,
client services are also good, though in some locations people
complain that the outlet staff are too severe in their treat-
ment of the borrowers.

Attitudes Toward Client Services:

Nearly 90% of the borrowers interviewed expressed satisgs-
faction with the services rendered by RFEP outlet staff. A
useful measure of this can be seen in the table belaw which
records borrower's statements on whether the outlet atuff visit
them while they are utilizing their loanc.
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Table 7
EXTENT OF VISITS TO BORROWERS BY OUTLET STAFF

% of borrowers % borrowers not

Institution vigited visited
Agrani 81.7 18.3
BSBL 76.4 23.6
IRDP 98.6 1.4
Janata 100.0 0.0
BKB 88.2 11.8
Pubaii 97.1 2.9
Rupali 95.2 4.8
Sonali 83.5 16.5
Uttara 80.0 20.0
TOTAL 87.2 12.8

Source: Continuous Survey.

In the case of Agrani it has been noted previously that
field visits are not as comprehensive as they could be,BSBL's
figure is due to the part-time nature of its outlet staff.

That for Sonali is surprising in view of the nature of the
outlets and staff and merits further investigation. As for
Uttara, the small size of its sample affects the validity of
the figures, but does suggest that the weekly meetings of
groups under this model are not as effective as they could be.
On the other hand data from the Continuous Survey and field
observations show that neither non-target nor better off target
group borrowers obtain their loans more quickly than the poorer
borrowers.

The reasons given by borrowers who are dissatisfied
with the services offered are:-

a) Disbursement of loans is sometimes delayed (especially
BSBL). This causes difficulty when the inestment is
seasonal such as for crops,
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b) In some places there is favouritism and nepotism:-
BSBL, Mymensingh and Kushtia; Pubali, Babuganj,
Barisal, and Uttara, Mymensingh.,

c) In some places staff do not maintain close contact
with borrowers after disbursement,

d) Some outlets rely on middlemen and local elites too
much, so that poor people without connections have a
harder time securing their loans ;- IRDP operates
through cooperative leaders, BKB requires the signa-
ture of an official such as Union Chairman,

e) In g few outlets, unofficial fees are required:=
BSBL, Boildah, Kushtia; BKB Kushtia and IRDP Choudda-
gram, Comilla,

£) Instances have been noted of outlets requiring land
documents as security:- BKB requires the applicant to
sign that his land is security, and sometimes has
required mortgage 14 BSBL, Barisal requires land mort-

gage and Rupali requires the land parcha.

g) Many borrowers dislike having to deposit part of their
loan as savings, as they do not trust the banks, and
they may not understand the savings provisions.

Lending Systems:

1. Group Lending

At Janata's outlets at Jhikargacha, Jessore and Khankhanapur,
Faridpur, all borrowers interviewed expressed satisfaction with the
group method of getting loans, and in such places the model is
successful. Hard work by the outlet staff and borrower confidence
in them is essential.

1/ In the case of BKB,the borrower pledges his land if he has
such security, but if it is not available he is still given
the loan. If he has land, there should be a check to see
if the borrower has an outstanding loan elsewhere, which
requires additional work by the outlet staff.
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Group lending works better when there is community or
kinship cohesion. Of the borrowers under group lending, 30%
have other kin in their groups. Men of the same gusthi or
bangsa help each other, and may give. technical advice to each
other to make the loan more profitable. Some borrowers say
that a borrower defaulting brings a bad name to the whole group
and the matter will be dealt with by the gusthi leader,

Case Studies:

A borrower of Janata Bank, Baider Bazar, Dacca is
the group leader. He is a farmer and has only one acre
of land. He borrowed Tk.2000 as a crop loan, and leases
in more land. He is a repeat borrower. He was dissatis=-
fied with the lending procedure, since it took him a month
to initially form the group but it was quicker to get sub-
sequent loans. He now likes Janata's development approach
and asserts that borrowers are taking an interest in the
socio-cultural activities which are being stimulated by
the outlet,

A borrower of Janata Bank, Jkargacha, Jessore,
migrated from India and owns no land. He has now taken
six RFEP loans; first for a cow, then to set up a loud-
speaker shop. He feels that group borrowing promotes
quicker repayment because of group presasure. The groups
are important too in genecral development.

Borrowers in groups have already repaired two mud
roads in the locality, and groups have been active in tea-
ching literacy, building latrines, ond getting electricity
into the village. le strongly favours Janata's group lend-
ing system.

Homogeneity within the community and similarities of loan
purpose are also important
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Case Btudies

In the Janata Bank area of Mikargacha, Jessore, there
are three categories of residents: local, in-migrants from
Noakhali and migrants from India. The local population own
much of the land, the Noakhali in-migrants have some, and
the migrants from India have none. Of the borrowers, 20%
are locals, 30% are from Noakhali, and 50% from India.
Jiikargacha is in a rural area, and the settlement pattern
of clustered homesteads is also favorable for group lending.
Community sentiment within paras (hamlets) and within kin
groups is strong.

Prior to RFEP, the Indian migrants were subsisting
at a low level and were keenly interested in getting loans.
They live in clusters of homesteads and are also patrili-
neally related, so group formation among them is easy. One
of their leaders said group pressure plays a positive role
in performance and in repayment and also helps generate
the momentum to carry out community activities.

Group lending has the following potential advantages of
particular interest to RFEP objectives:

a) It can provide an opportunity at, least under Janata's
system , for the right outlet staff to play a role in
the area's goneral development, as seen at Baider
Bazar, Jhikargacha, Khankhannapur and Burghatta out-
lets.,

b) It facilitates borrowing by the truly landless and
helps them tuoke up ncw types of enterprises as seen
at Jannta's Khankhannapur and Jhikargacha outlets.

¢) It has the potentinl to facilitate borrowing by con-
servative women, who as individuals might not take
entreprencurial initiative or come to the bank as seen
at Junata, Khankhannapur and several IRDP nutlets.
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However, in urban or semi-urban areas having unstadble popu-
lations, groups are difficult to form and do not provide conti-
nuity. In such places people hustle for any means of subsistence
and are not responsive to peer pressure. This was observed at
Uttara Bank outlets in Feni and Mymensingh, where 70% of borrow-
ers expressed dissatisfaction with the system and repayment is
poor. Where group lending does not work well the following are
contributing factors :-

a) Forming a group causes delay, and some who wish to
borrow cannot form a group at all,

b) Groups tend to be formed based on the purpose for
which the loan is to be used and not on the major
occupation of the borrower: i.e. putting a shopkeeper
and a shoe maker together for crop loans.

c) Group members may not be sincere and people may fear
that some group members will put the burden of repay-
ment on others.

d) Those who repay fear they cannot get repeat loans if
one member of the group defaults.

e) Fictitious groups may be formed or politicul activists
may manipulate group formation.

Case SBtudies

A borrower from Uttara Bank, Mymensingh, is a farmer
and also ongages in trade. His neighbors say he is very
rich and owns more than 10 acres of land. At the time of
interview he was smoking an expensive brand of cigarette
such as arc usually consumed by wealthy men. lle admitted
that he doeo not belong to the target group, but the bank
people advanced a loan when he formed a group in expecta-
tion of good repayment.

Officially his group had five members, but other
borrowers say he formed a fictitious group. The outlet
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staff did not ask for verification of these other bdorrow=-
ers. The reason is that he maintains good relations with
the staff. and hosts them every time they visit the village.
He has used the total loan for his own purposes.,

While group lending can promote good repayment, in some
cases it can contribute to default. If some members of a group
default,others may be reluctant to continue with their payments.
and a momentum of default builds up. This happened at the Uttara
outlet in PFeni, Noakhali.

Despite group lending success in some areas, many borrow=-
ers, under intensive questioning, would prefer individual borrow-
ing. Gome outlet staff who favour group lending see it as a
temporary step to get people into the habit of repaying, so that
they can later borrow as individuals. However, the above-mentio-
ned advantages of group lending are sufficiently powerful in
really assisting target group people that the system should con-
tinue in those institutions and places where it is successfully
working.

2. Borrowing Through Cooperatives:

Eighty cooperatives borrowers were interviewed at five BSBL
and four IRDP outlets. Results are mixed. Success depends qn the
honesty and leadership of the samiti (cooperative) leaders, social
feeling within the samiti, and the behavior of outlet steff,

Case Studies:

At BSBL, Mymensingh almost all borrowers interviewed
exprossed dissatiofaction toward this model. In interviews
with 20 borrowers, it was discovered that 30% of the loans
woere given to fictitious persons. Others who attempted to
borrow and should have been eligible, did not get loans.

15 borrowers said that the loans were utilised by influen-
tial personn of the locality who are close associates of
the sumiti chairman.
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Loans were recorded in the ledger book as given to borrow=-
ers whose addresses were false. For these reasons this out-
let has lost the confidence of the borrowers.

At Panti outlet of BSBL, in Kushtia, RFEP is working
very well. The members all have confidence in the samiti
leadership. They are farmers who took crop loans. and have
repaid in full. They expect new loans, mostly for sugarcane
cultivation. The samiti secretary stated that he had to pay
a bribe of Tk,200 to the BSBL officials to get them to forward
the loan applications to Dacca for timely sanction. In spite
of this the program is working well and the borrowers state
that they have profited from the loans.

All IRDP and BSBL borrowers first have to become members
of the cooperative, for which they have to pay fees. They are
not always aware of the purposes of these fees. BSBL and IRDP
charge 30% interest for trade or business loans, which many borrow-
ers feel is too high. BSBL applications have to be processed and
recommended at the Central Cooperative Bank, which then submits
them to Dacca for final sanction, lengthening the process to 2 or
5 months. IRDP applications have to be recommended by the Thana
Project Officer and then set to the District Office for sanction-
ing, which takes 2 to 6 weeks. Such situations may be exploited
for gratuities. However, the experience of borrowers served by
IRDP is gencrally more favorable than those served by BSBL,
Interviews with borrowers at BSBL, Mymensingh, Taltoli and
Batazore, Barisalyand Boildah and Panti, Kushtia, revealed that
BSBL staff demanded improper payments and as a result many borrow=-
ers lost confidence in them.

Cagse Studies:

A borrower at IRDP, Chauddagram, Comilla borrowed
Tk 1000 for one year to buy a milch cow. He had to pay
Tk12.50 to become a member of the samiti. Then he had
to pay Tk. 10 to buy a share in the cooperative. Then he
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had to deposit Tk.1l00 of his loan in his savings account.
Another Tk.77.50 was paid to the TCCA inspector, the pur-
pose of which was unclear. Thus, he had to spend Tk. 200
and actually received only Tk.800. The nominal rate of
interest on his loan was 18% , which he considers too high
for a poor man, but after these expenses his actual rate
was 22,5%. It took him one month to get this loan. He
thinks 2 years is required to make good profit on the cow
and he would prefer to pay in installments rather than in
a8 lump sum. He had borrowed from non-institutional sources
before and feels, in spite of these problems, that RFEP
has become a threat to the local moneylenders.

Loans through IRDP can be quite effective if cooperative
leadership is honest and effective, and if the borrowers have
commonality of purpose. But the samitis with unstable popula-
tions, having mixed employment, do not have as good a record of
repayment. A suggestion has been made to rate IRDP thanas as
A, B, Cy or D for other projects according to effectiveness and
this might be applied to rural credit.

But while RFEP can serve small farmers very well through
some IRDP outlets, the inherent problems of giving loans through
this channel should be recognized. There are bureaucratic com-
plexities and delays, the truly laendless are not eligible to
become KSS members unless a landless (bhumihin) cooperative is
formed especially for them, and women can rarely get loans unless
channeled through women's cooperatives.

Case Studies:

IRDP, Babuganj, Barisal, operates through 5 samitis.
Many borrowers have taken repeat loans and almost ail loans
are taken by smnll farmers for agriculture. Overdues are
shown as nil nnd investigation revealed that IRDP officials
exerted pressure to repay on threat that further lonns would
be cut off, so horrowers repay even if they have to bhorrow
elsewhere to do so.


http:Tk.77.50

317

At IRDP, Natore, Rajshahi, members of 6 samitis have
received loans. In Bhushangacha village the samiti leader-
ship is good, there is a cohesive spirit, and all loans
have been profitably utilized and repaid except where
the borrower died. But in 5 others samitis, RFEP is operat-
ing less successfully. These are all adjacent to Natore
town or nearby bazars and have less stable populations. At
Daftapara bazar most loans were taken for small trade, but
new loans have been stopped until repayment improves., A
samiti of landless people and one of rickshaw pullers also
have not utilized their loans well and many have not repaid.
These differences are not due to the IRDP administration but
the differing nature of the target samitis.

3. Individual Borrowing:

In interviews with over 160 borrowers at BKB, Agrani, Rupali,
Pubali and Sonali outlets, all respondents expressed a liking for
individual borrowing. The main reasons for this preference are :-

a) There is no fear of liability for the default of
sczeone else.

b) One can immediately apply for a loan without spending
any time in forming a group.

c) The borrower can repsy back his loan at his own speed
and take another loan when he is ready.

Different lending institutions are using different methods
to get close to borrowers and to mcet their needs.

4) BKB intends to have a budget line of credit for each
borrower, but borrowers are not aware that tiuey have
any "line of credit" tailored for them and loan site
io often very uniform. Borrowers have to si¢gn forfei-
ture of their land if they default and very few land-
lesn pernons get loans. Women have been employed in
the outlets where they help to keep books «nd mobilisze
savings. They are not authorized to sanction loans,
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but they do refer potential women borrowers to the
loan officers. All BKB outlets for RFEP are in towns
and the target villages are some miles away, causing
inconvenience to the borrowers.

b)  Sonali has sub-branches, which are important in
meeting borrowers' expressions of the need for the
outlet to be nearby. This system also should enable
the loan officer to adequately evaluate the borrowers'
production plans,

c) Agrani has dropped its agricultural service center
concept and makes loans to borrowers on their indivi-
dual merits.

d) Pubali planned to tailor loans to the needs of the
borrowers and to refer borrowers to techmical agents
when required. Loans are made to individuals with
modifications of repayment according to purpose. There
is little referral.

e) Rupali has one or more village agents attached to
each outlet. The village agent is not authorized to
sanction loans, but contacts borrowers and is supposed
to know their situation so that the loans are tailored
to individua) requirements.

Case Studiesn:

Rupali Bank Babuganj, Barisal, gives loans at 30%.
The bank requires borrowers to mortgage their land and also
requires the signature of the UP Chairman or Matabbar. Re-
payment io good (only 7% principal overdue), but only 10%
of borrowers are landless. Most of these are traders and
have some assets., The village sgent in a local man whom
all borrowors interviewed, respect and approciate. He
spends more than half his time in the villege and the rest
in the outlet office. He in interested in his clients and
holps them both socially and oconomically, He teaches them
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to write their names. He has arranged loans for 30 women,

He feels he can handle 300 to 400 borrowers. The loan officer
feels that the village agent model is very useful, provided
factionalisr on the part of the agent can be avoided.

A borrower under this bank took Tk,700 for aman, repaid
it, then took Tk.2500 for 2 oxen and a plough. He has one acre
of land and had to mortgage it to get the RFEP loan. He also
has one acre of leased (barga) land, His wife took another
RFEP loan of Tk.600 for rice husking (Rupali allows multiple
loans in one family up to a maximum of Tk.5000 per family)
and then took another for chicken and duck raising. The chic-
kens were sick at the time of interview, though the village
agent had procured some drugs on her behalf. The borrowers
stated that the village agent was a "very good man" who helped
tnem. They said that often there was bribery at other banks
but not here, that they were using their loans well and could
repay them on time,

A major rationale of group and cooperative lending is to
ensure repayment because of group pressure, but RFEP experience
shows that repayment is no worse among the institutions adminis-
tering; individual loans. As noted above, group pressure, apart
from the enticement of new loans, has not in itself caused good
repayment. The institutions lending to individuals tend to rely
on other devices for security, either pledge of land or parcha
if available (BKB, Hupali), or the signature or guarantee of a
prouinent local person, which may discourage borrowers.

Snvingu:

Few of the borrowern interviewed were in favour of compul-
sory savings. Jome nay thoy are too poor to have any savings.
Mony borrowers do not get the size of loan they require and re-
aent having part of it forcibly deducted. The table below shows
the balances of target ¢roup deponitors. Institutions are classi-
fied an to whother or not thoy require all borrowers to open a
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savings account at the time of taking a loan. The last column
in the table shows what the average size of account would need
to be if the institutions not enforcing compulsory savings were
to generate the sume amount of deposits as they have achieved
though voluntary methods.

Table 8

AVERAGE SIZF OF TG SAVINGS ACCOUNTS
(As at 30 September 1981)

Avg., Sige Size of account needed
Savings of account if savings were compul-
Institution method (Tk) sory %Taka) 2/
Janata Voluntary 194 105
Sonali . 184 139
Krishi . 180 107
Agrani ' 89 65
IRDP Compulsory 86 -
Uttara . 62 -
Pubali ') 49 -
BSBL . 40 -
Rupali . 27 -
Average 113 o4

Source: Financial Reports.

Without exception those institutions where savings are
not compulsory have greater levels of deposits per depositor.
The beat of the voluntary systems is more than double the best
of the compulsory systems and the least of the voluntary systema
is over three times the sige of the corresponding compulsory

Note: 1/ This figure was derived by dividing total target
group deposits by the total number of depositors.
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savings institution. Also,it should be noted that with only

one exception, Agrani, the size of deposits that would be needed
if savings were compulsory is at least 22% higher than the best
achieved by compulsory methods. Only a few borrowers are favoura-
ble towards compulsory savings on the grounds that this generates
thrift.

Depositors are aware they receive much less interest on
savings deposits than they pay for borrowed funds. They would
usually prefer to invest any savings in trade or agriculture.
People save to provide security for their children and they con-
sider that they might prefer to sacrifice consumption to reinvest
in a plot of land which their children might inherit.

Case Studies:

A borrower under Janata Bank, Baider Bazar, Dacca
pays 30% interest on his loan of Tk.2,000. The bank offi-
cial advised him to open a savings account at the time he
took his RFEP loan, but he is reluctant to put much money
there because interest is only 14%. He thinks he could
invest it for more profit in trade or agriculture.

A vorrower under BKB, Kushtia, borrowed Tk.3,000 for
an ox. He got his loan minus Tk.10C. He assumed that this
was an improper deduction as he knew noighbors who had to
similarly forego a part of their loan. He is illiterate and
cannot read his pass book. When ho was shown that his loan
and the obligatory savinga of Tk.100 were both recorded in
the pass book, he was satisfisd. But he prefers to get the
full amount of the loan and not have a part deposited as
savings,

Target Group Non-Borrowers' Attitudes:

Out of €0 target non-borrowers in target areas interviowed,
80% were aware that this progrem is aimed at helping the poor and
20% were unaware of the progrem,
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Some were interested in getting loans, but did not, because
either they were denied by village politics and factionalism or
they failed to form a grcuv under group-lending practices.

Others were not interested in getting loans for such
reasons as :=

- a loan was not needed.
- interest charged was higher than for other ingstitu-
tional loans.,

- the rural landless either fear feprisals in case of
feilure to repay or are afraid to go into banks with
armed guards in front or they have not thought that
as landless laborers they could take up some enter-
prise on their own.

- in some cases there is fear of loss of status when
it is known a loan has been taken. This happens only
in cases of traditionally prominent or landowning
families, for whom borrowing would symbolize their
loss of land or local leadership. Some Hindus who
have never been well off also feel that it would be
embarrassing for them to borrow, but they wouldn't
mind lending to others if they had the resources.

Non-Target Group Attitudes:

A total of 135 landowners and local and religious leaders
were interviewed to gain some insights into how these people,
who traditionally have considerable power in the rural areas,
have reacted towards RFEP. They are categorized into six groups.

Landowners: Of 15 landowners owning more than 2 acres who
were interviewed, twelve expressed some dislike for the
program and 3 did not comment. Their reasons for dissatig-
faction were:~ RFEP has added a new dimension to the
socio~economic life of the poor who were previously their
field workers and who now try to lease land or arrange
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sharecropping and second it is now more difficult to get
agricultural laborers whose wage rate has tended to go up.

Religious Leaders: Out of 15 such people interviewed, ten
thought the program was aimed at the poor. and the rest were
unaware of its existence. As regards religious objections
to taking interest, five had objectiona. Most of the rest
saw no problem because they saw interest as "profit", which
is allowable and goes, not to individuals,but to the insti-
tutions which promote development. Some also raised no
objection on the point of interest because the program aims
at helping the poorer sections of society.

Village Pradhans: Of 30 such people interviewed, eighteen
thought RFEP was a threat to their position. The poor could
become less dependent on the pradhans. But 12 were satisfied
that this program helped their fellow villagers achieve grea-
ter economic security.

Local Political Leaders: Out of 30 local political leaders
of different parties, twenty thought the program was helping
the poor attain self-reliance and borrowers were becoming
more socially, economically and politically conscious. But
10 of these leaders expressed fear that the program may
loosen their control over their followers.

Union Parishad: Out of 15 U.P. Chairman interviewed, eight
thought the program was helping the poor. Of the balance,

someé were unaware of the program and others thought it made
the poor politically conscious and hindered use of them in

electioneering. Among U.P. Members interviewed, there was

similar divergence of opinion.

Gram Sarkar Pradhans: Out of 15 such persons interviewed,
twelve expressed satisfaction that this program helped the
poor and the remainder, while aware of the program, made no
comment as to its worth.
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These comments indicate that when some measure of support
from ld>cal prominent people isg required by the outlets in the
absence of security,many will try to help the poor,though this
may be in return for support of some type. But in other cases,
the poor may be denied loans either because of factionalism or
by the fear of an insecure local leader that his position might
be undermined. One can not quantify the extent to which this is
occuring., It will always occur where local institutions are
brought into the credit process. The only effective way to avoid
ityis for outlet staff to work directly with the borrowers.

Economic Effects:

Data on actual uses of RFEP loans is not yet available but
a survey is in process. Preliminary data at several outlets
reveals a wide variety of loan uses. and shews that the progranm
actually does stimulate economic activities and can help to
reduce the level of under-employment,

Many borrowers take loans for activities supplementary to
their main occupation. Farmers take loans not only to have oxen
and milch cows, but also to raise them and sell for a profit. In
some places landless people start by taking loans for goats, then
take repeat loans for cattle and other agricultural purposes. In
outlets adjacent to towns or bazars, many farmers take loans for
petty trade. In some outlets these comprise the majority of
loans. Even in rural areas, many farmers take loans for trade
or for use in the periodic markets (hats). Our observations
suggest there have been only a few loans taken for cottage indusg-
tries, the most common of which is rice husking, Sporadic loans
have been given for other small industries such as mat making,
tinsmithing and shell carving.

Case Studies

A borrower at BKB's outlet in Manikganj, Dacca has
taken four loans; Tk.1500, Tk.2000, Tk.2500 and Tk .3000,
all for crops and livestock, all at 12% rate of interest.
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He has deposited only Tk.450 in the bank as savings, but

he has earned other surplus money from his activities which
he has invested in a small trading business run by his son.
He asserted that many borrowers of his acquaintance have
started new activities because of the RFEP loans.

In the target area of Agrani Bank, Bhatra, Bogra,
nearly 800 loans have been disbursed at 24% interest. Most
have been repaid. The area is completely rural, with only
a local hat., Almost all the borrowers are farmers. The
first loans were mostly for agriculture. Most of them have
taken out 2nd, 3rd and 4th loans and some have taken 5th
loans. Increasingly, these latter loans have been for rai-
sing livestock. Though this is a completely rural area,
some of the very early borrowers under RFEP have taken loans
for non-agricultural activities. Four leather workers have
taken loans for leather trade. A school peon took loans for
leasing land and now has good income. Farmers have taken
loans for:w selling snacks, making sweets, starting a cycle
repair business, dal trade, vegetable business, paddy busi-
ness, rice husking business, spice (masala) business, oil
business, buiscuit making, tinsmith work and fish farming.
Some also took loans for land leasing. In agriculture also,
borrowers turned to planting more IRRI and wheat. There is
no doubt, that at this outlet, RFEP has increased the level
of economic activity and local innovation and diversifica-
tion haus been stimulated.

One can conclude that where there is heavy repeat borrow-
the loans are certninly effective. HMost people wish to

use their loans productively and when numbers of them do not,
there is often a situation which causes borrowers to lose confi-
dence in the program. Observations on repeat dborrowing indicate
divernification of economic activities and a more heanlthy micro-
economic bage.
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Effect on Non-institutional Credit:

Between 40% and 65% of rural people currently take a non-
institutional loan. About 40% to 45% of such loans are for
"rice" or subsistence, and about 30% are used as short or medium
term capital for agriculture, petty trade and buying livestock,
Other important uses of such loans are a daughter's marriage,
health care, house building, buying or releasing land and educa-
tion of children.

There are several systems of pledging land and crops in
vogue in Bangladesh and there are different sources of non-
institutional credit. A separate report is being prepared on
this subject to show the position of RFEP in the context of
existing rural credit and the comments below should be conside-
red as preliminary in this regard.

In a number of outlet areas, borrowers noted that RFEP
has caused a depression in non-institutionalloans. Many borrow-
ers said they formerly took loans from land owners, mohajans,
shops, relatives and friends but they have not done so since
taking RFEP loans. 1In several target areas, moneylenders pre-
viously charging 120% annual internst have had to reduce their
rates to 60% or 40%. Out of 15 moneylenders interviewed, for
two of whom this is a full-time profession, all expreosed the
view that KFEP had become a threat to their profesaion, both
because of lower demand for their credit and lower interest
raten. lowever, in gsomc nemi-urban outlet areas where there
is a greater variety of people with nurplus wualth, there is
a less monnurable effect of KFEP on the informal credit nystenm,
though more quantifinble offectn may appear in time.

Anothur area of non-institutional credit not groatly
affocted by KFEP in thnt of itinerant buyers (foriwula) and
wholenanlae buyers Sbopuriz. They purchnse much of the production
of artinnnn and other non-agricultural producers in rural HIOAS
and ofton give production loang to the producers, Lubnequently,
thoy buy the total production at a low price thusg recouvering
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their loans though sales at normal prices. As the incidence
of RFEP loans to artisans is low, the program has not had any
real impact on these agents or their clients. The system is
well-enterenched and to break into it would require specific
attention on the part of outlet staff and knowledge of the
economic structure of the various cottage industries,

Case Studies

A resident of the BKB target area in Manikganj,
Dacca, is the only household head in the_gazg who did not
take an RFLP loan. When asked the reason, he at first
said the loan processes were complicated, However, the
main reason appears to be that he is a basketmaker who
resularly sells his bagkets to a local itinerant dealer.
ile regularly takes loans from the dealer for raw materials
and repays the loans in the form of his prcducts, but he
sells them to tne dealer at much less than the market
price. e is unaware of the rea) rate of interest he is
paying but it is much higher than that charged through
RFEP. lle prefe.s to continue borrowing from the dealer
because he feels more comfortable not havine to repay debts
in the form of cash. In fact, he is compelled to muintain
titin relationship with the dealer an otherwise he may be
unable to gell his “askets at all,

Socinl Kelantiono:

RFEP hns had n definite effoct in incrensing the economic
viability and politizal power of those who are poor but have
at leant nome regources but an nhown above, proportionately
fewor of the landlunn poople in abnolute poverty hnve been
able to pull themnelven up through lonnn. The fact that RFEP
hun hnd n democratising effect in shown in nomn of the ntnte-
menta ot locanl loudern np pummnrized nbove. Some have naid
that they conaider KFLP a threat to their ntatun. Vthora nay
that with thene loann the poor can now leane land or berin
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sharecropping and there is no need now for them to be so com-
pletely dependent on their employers. In some cases, surplus
farmers have complained that, because of RFEP, their agricul=-
tural laborers are less available and have taken up other sour-
ces of income, causing a risc in the cost of field labor. But
RFEP usually operates within uhe context of local social rela-
tions and the local elite naturally sttempt to use it to reine
force their power base.

Case Studies

The Gram Sarkar Pradan of a village under BKB in
lanikganj, Dacca, considers that RFEP helps the poor
sections of the local population. He personally knows
all the borrowers and asserted that "loans are disbursed
in this village only on my recomuendation". He added
that local moneyleriers ure afraid that they will lose
their business. The poor now nced not g0 to the houses
of landowners for work, but have started demanding, higher
wages. lHe felt that the program had made the poor more
socially and politically conscious. But he was not oppo-
sed to it because he was able to politicaly benefit from
it.

Bhushangacha K35, Natore TCCA,Rajshahi is efficiently
mannged by its secretary. He han the confidence and resgpect
of his people, all of whom have repaid their loann and re-
borrowed. He has used KFEP to reinforce higs own position,
which {s now unassailnble and IKLP connidern him to be one
of the best cooperutive secretaries in thin program. When
inventigntors vinited the villuge he uned the oceasnion to
further dinplay hin influence and called a special meeting
at nhort notice, though meveral K&S memborn were hoard to
complain. He told the visiting investigator that he was
paying Tk.8 plun food for hin finld laboroers; in fact they
were getting Tk.G plus food and they cnme from a village
outoside the turget nrca. Noverthelenn, through efficient
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management of RFEP, his own samiti members have confidence
in him, and all have benefited from the loans.

At Pubali Bank, Babuganj, Barisal, there was political
influence in one of the target areas by the local Gram Pra-
dhan, who is related to the local Member of Parliament. Out-
let staff wished to select a target area close to their office
but a decision was made at a higher level to select Rakhudia
village, which is 10 miles from the bank by road: and 6 miles
by river. It is troublesome for borrowers to frequently come
and make loan payments and savings deposits. Most of the bo-
rrowers are above the income level specified for RFEP and the
default rate is high., The people think that if they default
they will somehow get cleared by their contsct with the MP,
who managed to have the thana declared as a disaster area
after a flood. The result of this relationship between local
elites and politics has caused the effectiveness of RFEP to be
destroyed.

One may observe than an innovative program such as RFEP
will not succeed if it disrupts the local social context too much.
Realistically, it can hardly succeed unless supported by the local
leaders, for many outlets require the signature or recommendation
of local leaders on application forms and the branches need their
support. In two of the above mentioned case studies the local
leaders enhanced their position by good management of RFEP and used
it to also enhance the prosperity of their followers. But the
danger is that where factionalism exints, loans might be denied
to some. Political influence, as in the third cage study above,
is to be avoided from the start. In general however, one may be
sanguine about the project even if the social distance between
the poor and the local leaders remains of the pame magnitude as
before, if there is all-round benefit and if there in some relief
to the below-subsistence farmers and the poor,



330

Three years is a short period in which to Judge the social
effects of a loan program. Nevertheless, present evidence from
many locations visited suggests that where loans are repaid and
there are many repeat loans, both the economic and political
situation improve. Without expecting too much from this project
in the'way of sudden entrepreneurship development among absolutely
landless field laborers, or quick reform of village political rela-
tions, one may be optimistic that the signs of economic and social
effects of RFEP are indeed positive.
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APPENDIX OUTLETS VISITED FOR ANTHROPOLOGICAL REPORT
Outlet District Bank Model
1. Jikargacha Jessore Janata Group lending; area development
2. Khankhanapur Faridpur Janata "
3. Gauranadi Barisal Janata "
4, Bajider Bazar Dacca Janata "
5. Feni Noakhali Uttara Group lending

6. Mymensingh Mymensingh Uttara

7. Manikganj Dacca BKB Budget line of credit
8. Karatia Tangail BKB "

9. Mymensingh Mymensingh BKB "

10. Kushtia Kushtia BKB "

11. Faridpur Faridpur BKB "

12. Madaripur Faridpur BKB "

13. Cadet College Tangail Agroni Small farmer service centre
14. Bhatra Bogra Agrani "

15. Kalihati Tangail Rupoli Village agent

16. Babugnnj Barisal Rupali "

1?7. Chahbazpur Comilla Pubali Technical assiatance
18. Babugan] Barinal Pubali "

19. Khornin Khulna Sonali Krishi shaka

20. Jinglotali Comilla Sonnli "

21, Chaudhyagram Comilla IRDP Cooperative

2?. MNntore Rajnhnhi 1HDP "

23. Babugnn Barinal IRDP "

24. Burhannudin Barisal IRDP "



Outlet
Mymensingh
Panti
Buildah
Taltali

Batazore

District

Mymensingh
Kushtia
Kushtia
Barisal

Barisal
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Bank

BSBL
BSBL
BSBL
BSBL
BSBL
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Cooperative
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ANSWERS TO CRITICAL QUESTIONS ABOUT CREDIT AND SAVINGS

An attempt has been made below to answer the fifteen critical
questions as required under Function No. 6 of the consulting con-
tract based on the information and analysis made so far and are
subject to change as more information are gathered during the life

time of the project.

QUESTION NO, 1: Do small farmers and other rural producers face
production opportunities which can be exploited through
institutional credit; under what circumstances? What is the
target group demand for credit?

ANSWER: Yes., The oxperiment has brought out positive evidences
about borrowers engaging, in new and/or extended productive
ventures. The desired circumstances could warrant inputs of
various types such as technical know-how, marketing informa-
tion, and other physical inputs like equipments, fertilizer
and raw-materials. The target group demand for credit would
vary from borrower to borrower based on hisg economic infrae
Structure and the type of activities he is engaged in,

QUESTICN NO. 2: Is the target group tenefiting from credit at
high interest rates?

ANSWER: If repent borrowing after full repayment of earlier credits
could be connidered an an indication of a judgement on the part
of the borrower, the nnswer is yes. Thore are as many as 36%
of the borrowers who have taken n second and subsequent loanas.,
However, thin ansuaption could be contested on the basis of the
fnct that in Bangladesh for thounands of years the rurnl small
borrowers have ropuntedly boen borrowing at higher rates of
interent from traditional village money-lendorn and theroby
dimininhing their economic worth to the point of totnl banke
ruptcy.
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QUESTION NO, 3: Can credit systems be devised to reach the target
group on a large scale without being preempted by more privi-
leged persons = how?

ANSWER: Yes, However, no system can be made absolutely perfect
or fool-proof. A combined credit and saving system with
interest differential large enough to cover the normal cost
of delivery of credit in an institutional environment includ-
ing reasonable cost of bad debts and normal cost of money
shou. 1 be the answer., Since the full cost of small credit is
going to be much higher than that of larger volume credits,
the privileged persons will not find it profitable to borrow
relatively smaller amount of credit at higher interest rates
than that from other institutional cheaper credits to which
they have better access,

QUESTION NO. 4: Iliow can timely repayment be induced and default
minimized?

ANSWER: There should be both positive and negative reinforcements
for motivating people to make timely repayment of loans.
Positive rewards may include things like rebates, better credit
rating for future loans etc, Negative reinforcements may
include penal interests and poor rating for future credit.
There should also be a concerted program of aggressive recovery
follow=-up,

QUESTION NO. 5: What are the principal institutional and management
constraints to efficient operation of the financial institutions;
what development or improvement is needed,

ANBWER: One of the fundamental drawbacks of most of the institutions
is lack of profit orientation. Unlike in private businens
housen where profit beccomes the yardstick of measuring succese or
failure and becomes the principal motivating forco behind its
its goals and objectiven, moot of the government owned instit-
utions apperantly lack this direction towards a meapure of their
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achievement or success. As such there is a lack of incentive
or purposeful motivation for the personnel to perform. There
is also lack of training and understanding about organizational
behavior and inter-personal relationship based on the concept
ofmtivation and stimulus-response. This deficiency is reflec-
ted amongst the personnel in their self-motivation, and in
motivating others including the institution's clients.

QUESTION NO. 6: Will higher interest rates on credit and savings
mobilize capital in the rural sector and bring about great#r
availability of rural credit to the target group. Can the
administrative costs of credit/savings programs be reduced to an

acceptable level?

ANSWER: Yes. Higher intercst rates on saving commensurate with the
interest rate on credit should mobilize savings by (a) attracting
more savings from the rural producers (b) attracting urban savers
to transfer funds to rural credit system and (c) by discouraging
the traditional money-lenders from competing with the Rural
Credit Systcm,

The relative administrative cost of credit naving progranas could
be reduced gradually along with a parallel development in the
institutional framework, credit delivery system, personal
productivity,economy of scale, mass literacy and training,
regionnl infrastructure, and other oxogeneous and endogenous
variables, It is difficult to determine procisely as to what
could be considered to be the acceptnble level of such costs,
Like any other goods and oervicen, such cost at uome point in
timo would bLe subject to the law of oupply and demand. And the
extont of acceptability (demand) would vary on the banin of the
cost itself. Dut one thing iuv quite cloar from the experimont,
that the oxisting cost hav been or was ucceptable. The cont
incurred during the oxperiment was nccoptable to the borrowors,
evon though its demand could not bo ancertained hbecnuoe of the
limited scope of the experiment,
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QUESTION KO, 7: What degree of coordination is required with other
rural development activities?

ANSWER: There has been little or no coordination during the experi-
ment with other rural development activities., It may not be
possible to devise a credit system encompassing such a coordi-
nated approach with other rural development programs. However,
the system should take stock of the development taking place in
various regions in determining the type and extent of credit
needed for that region,

QUESTION NO. 8: Is it beneficial to channel credit and savings
programs through cooperative style groups? Do groups face more
productive opportunities and offer other advantages for reaching
the target population?

ANSWER: Yes, Cooperative or group should normally be a stronger
economic base to carry out rural activities of larger economic
8ize and scale and as such hypothetically it should be more
beneficial to channel credit and savings through such group
formations. The group could also benefit from the collective
knowledge, experience and expertise of its members., Besides,
because of the possibility of larger ecouomic activity, the
group can enjoy more productive, marketing and procurement
opportunities, However, the performance of group lending has not

been very satisfactory in the experiment except in isolated cases &

QUESTION NO. 9: How can rural producers be motivated and organized
to save regularly?

ANSWER: The following institutional factors, inter alia, could be
considered for developing regular savings habits among the
rural people:

1) Higher interest rates on savings.

2) Reassurance as to the security of their fund,
3) Literacy.

4) Positive incentivea.

5) Better service and public relations,
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QUESTION NO. 10: What is the importance and income and productivity
potential of agricultural, agricultural-related, and non-
agricultural loans respectively?

ANSWER: All enterprises which have a round the Year operation and
employ the available contributory family labour would normally
have more productivity, employment, profitability and viability
in terms of absorbing credit and amortizing it. It appears
however, that most of the agricultural activities do not fall
under the above category. The experiment would be able to
identify a number of agricultural related and non-agricultural
activities which meet the criterion stated above in various
degrees. It would not be possible, nor was it the intent of the
experiment, to prepare an exhaustive check list of activities of
various categories,

QUESTION NO, 11: Are short term (seasonal) lending programs con-
strained by lack of longer term credit for financing physical
or institutional infrastructure development?

ANSWER: Short term seéasonal lending programs are purely for the
purpose of providing working capital as an accommodation loan
to bridge the seasonal variation in income/expenditure and
receipts/payments, while longer term credit, which is normally
provided for the development of physical or institutional infra-
structure, may not have any direct bearing on the short term
loans, the reverse, however, may be true. There has however,

been no experimentation with the longer-term financing in this
project,

QUESTION NO, 12: What is the impact of expanded institutional credit
on the overall operation of rural financial markets in experi-
mental areas? Consider: (a) total credit availability; (b) the
increase in total credit to the target group; and (c) the
percentage of credit going to the target group,
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ANSWER: Needless to say, any expanded institutional credit which
would mean infusion of additional funds into the rural
financial market would increase in various degrees and
proportions -~ (a) total credit availability, (b) total credit
to the target group, and (c) the percentage of credit going
to the target group, depending on the nature and extent of
such expansion,

QUESTION NO, 13: How should rural credit and savings programs be
designed and run for maximum effectiveness/efficiency?

ANSWER: In order to bring maximum effectiveness and efficiency,
besides organization, motivation, training and other related
aspects mentioned above, one of the approaches could be towards
directing a program which would be manned, administrated, run
and ultimately owned by people with roots and a deep sense of
belonging to rural Bangladesh, familiarity with the potential
of the region, and havin;, the patriotism, commitment, dedication
and enthusiasm to develop the region. One other graduated
approach could be towards the development of regional rural
banks, provided there have been enough infrastructural, educa-
tional and other developments including adequate credit neceds
in a particular region.

QUESTION NO. 14: Can credit be extended to the target group in a
financially viable and eventually self-genernting profitable
manner? Based on interest rates, administrative costs, and
recovery experience, what interest rate must be charged to
ensure viability?

ANSWER: Like any other system, there appears to be a need for a
period of development before such a credit system becomes
self-financing. There has been indication that if credit is
extended on a rational basis, it would at some point of time
reach a steady state condition such that from that point on the
system will have a continuous operation and growth, It is
however, very difficult at this time to determine as to what
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should be the length of the period of tramsition hefore the
system reaches the required state of equilibrium.

The interest rate should take into account the following
cost factors:

(a) cost of money.

(b) cost of credit delivery system.

(¢) cost of administrative overhead.

(d) cost of irrecoverable debts,

(e) cost of incentives for flow of fund or profit margin,

Even though we have received some information on the magnitude
and proportion of the above costs, those will need to be further
scrutinized and normalized before applying them in determining
the in'erest rate, Cost of money, which chiefly depends on the
bank rate, and interest rates of saving and lending of other
money markets should be subject to revision from time to time

as these underlying factors change, 80 thot the rate of interest
for credit could be changed suitably. OGimilarly, other costs
also may have to be adjusted up or down based on the experience
gained in the system, and should be subject to revision based on
any change in their components or any new experience,

QUESTION 0, 15: Does credit extennion require a special delivery
model or can it be integrated in a particular Bank's goneial
agricultural lending?

ANSWER: A bank's general agricultural lending program may not be
fully equipped to handle non-agricultural and agriculture
rclated loans of this Project. As guch nacessary modifications
and inputs nay need to be provided to such institutions for
handlin;, the credit system, assuming that the agricultural credit
delivery system of such institutions is cloneiy similer to the
eredit delivery system or the Projoct,



