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Dear Mr. Ahmed, 

A Supplement to the Terminal Evaluation Report of 
25th August, 1982 incorporating views and opinions 
of S.F. AhmeU anu Company_ 

Please refer to the Terminal Evaluation Report dated 25thl August 19829 

wlich incorporates the views and comments of Public Adminiqtration
 

Service (PAS).
 

As called for in the first paragraph of the transmittal letter of the
 

above report of August 25, 1982, S.F. Ahmed & Co. (SFA) hereby present
 

their observations, views, opinions and recommendations in the attached
 

supplement, which should form a part o:f the Terminal Evaluation Report 

for the purpose of distribution. 

The attached supplement contains the management summaries of tile following 

two reports prepared by SFA as referred to in the transmittal letter of 

August 25, 1982 and answers to 15 critical questions posed in the 

consultants' contract. 

Institutional Survey (Sept. 1981 - March 1982)
 

Borrowers Financial Survey Vol. I
 

Borrowers Financial Survey Vol. II 

The above reports contain detail observations and analysis and should
 

be read in conjunction with the Terminal Evaluation Report anu its
 

attached supplement. 
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SFA feel that some of the comments incorporated in the above report 

with respect to the organisation and management of the project including 

some of the statements made about the previous consultants are incorrect, 

mis-leading and do not reflect the true picture. 

Copies of this report if distributed to other local and international
 

agencies may mislead them about the success of the project and that of
 

joint venture operation in tile field of consultancy in Bangladesh.
 

Inspite of all the differences and probliems encountered as mentior'ed in 

tile above report all of the project 4ork, we would like to report, have 

been duly completed. 

SFA have ind the opportunity of working with a number of other large 

and prestigious firms of USA9 UK and other countries for almost 20 years 

and their experience of such joint venture in consultancy was rot only 

pleasant but was mutually beneficial to both SFA and the expatriate
 

consultants.
 

Since the comments about the management of the project and previou:s 

consultants have no relevance to the evaluation of the major issues 

of the projecti we are presenting our vie(ws on those issucq in a separate 

letter of this date. 

If you need any further information or woui d like to discuss with us 

any of the issues, please do not hesitate to contact un. 

Yours sincerely, 

S.F. Ahmed 
Team Leader &
 
SFA Representative 
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A SUPPLE24ENT TO THE 
TER14INAL EVALUATION REPORT 

OF 25TH AUGUST 1982
 
INCORPORATING THE FINDINGS,
 

VIEWS, OPINIONS AND RECOMM,-NDATIONS
 
OF S.F. AHMED & CO. 

1.0 	Objective of RFEP
 

1.1 	 "The basic objective of the Project and the objective of the Consultant in
 

providing consultant services is to identify and develop a financially viable
 

institutional rural credit and savings system or systems successful at extending
 

anld recovering credit from small farms including tenants and share-croppers/
 

landless, and other small rural producers not presently reached by institutional 

credit. Corollary objectives are that the successful credit system identified
 

be self-financing and capable of mobilizing capital through rural savings 

programs and other means". (Consultant's contract dated 29th May 1981). 

2.0 	P.FEP Experience & Major Findings
 

2.1 	 Eight different models were used to test a number of policy, organisational
 

and procedural variables such as credit interest rates, saving interest rates,
 

village outlets, savings promotion measures, multiple loan purposes, simplified
 

forms and procedure, loan supervision, personnel policies and incentives, local
 

planning,group lending, etc.
 

2.2 	From the analysis of data for the years ending on 30 September 1981 and 

31 March 1982 t appears that RF&3 as a whole has been a viable operation and 

has been making increasing profits from 1.9%to 3.3% taking into account more 

than 	adequato provision for bad and doubtful debts and excluding the incentive
 

payments of Y3 + Y3 made on lending and recovery to the participating institutions.
 

The operational cost data as a percentageof average monthly loan outstanding 

balance for the above two periods are as follows : 

Year 	ending
 

3o.9.81 31.3.82 

Administrative cost 	 6°4% 4.9% 
Profit before provision for bad debts 	 5.7% 8°2%
 
Profit after provision for bad debts 	 1.9% 3.3%
 

This trend of reduction in operational cost and increase in the overall profit
 

is likely to continue if the existing outlets maintain the same pace of operation.
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2.3 	A significant majority (71.63%) of borrowers were found to be viable in
 

the sense that they have been able to accumulate enough surplus to meet
 

their loan liabilities after deducting their total payments from total
 

receints of 1981 and adding the value of its stock to the surplus/deficit
 

thereof.
 

2.4 	The experiment has brought out positive evidences about borrowers engaging 

in new and/or extended productive ventures. Borrowers Financial Survey revealed 

that about 12% of the total borrowers engaged in new activities on account of 

Ri'EP credit; 62.3/4% of these borrowers also achieved viability (KableV.13). No 

borrowers however ventured into any new activity with 36% interest loan. Approxi

mately 61% of such borrowers used 30% loan. 

2.5 	About 85% of the bor oers have increased te scale of operation of their 

activities through the use of RFEP credit (Table Vi.I.?). Needless to say that 

such production opportunities would have been qreater witih lower interest credit. 

The desired circumstances would warrant be.;ides low interest institutional credit 

inputs of various types such as technical Tnow-how, mar!ketin, information and 

other physical inputs like equipment, fertilizer rl- raw-aeriils. 

2.6 	Since one of the 'mainreasons for non-borrowing and dropping out was found to be
 

the higher interest rate! it carn be deduced that more rural producers could join
 

the program if the interest rates would have been more favolirable. (Table IVo3.1
 

and IV.3.2).
 

2°7. 	The target group demand for credit would vary From borrower to borrower based
 

on his economic infrastructure and the type and scale of activities he is engaged 

in. Tar,et gr',,p demaind for the entire rural :ingladesh could be approximated 

as follows. Total Aurl Hou:;ehold - 13.5 million. Targc t Group flou.:ehold 63% of 

the above t.5 million. At R,. 5000/- e,,timated averae demand, total target 

rroup 	demand would Mand 't Mk. 25. billion. 

2.8 	At least 61.11% of the total borrowers derived economic benefit from RF,'EP credit 

by increasing their income, conumption and/or net worth (Table VI.2.12). Needless 

to say that the :'W tio is likely co increasc if the credit would have been cheaper 

than what was offe red in tWe R'EPo Lower is tercat rate; show a hi ;her ratio of 

such bor'rowve a; cor' a red to 'A and 36% rates of 1hLeres t (Table VI.2.12.1). 

/ 
/ 

)
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2.9 	 Over 90% RFEP credit reached target group borrowers as revealed by the
 

following Continuous Surveys conducted by the consultants :
 

Period % of Target Group Hit
 

Continuous Survey I May - Aug. 1981 90.00%
 

II ')ept- Feb. 1982 89.14%
 

III March-.ay 1982 92.01%
 

2.10 	 The experiment provided adequate information to indicate that a viable rural
 

credit and savings system could be developed. It was however not possible
 

to identify an independently self-financing system without the back up of
 

any subsidy or aid which could be replicable nation wide. Even after a 

lapse of i yeirs of exper-.z"ntation with the models, none of the outlets/ 

,-odels could "robilize ad,--juate funds to continue financing the system, 

without the funds lent by their parent institution: for the program from 

their other resources. Approxirnatel, 15% of tne total outstanding loans 

were covered by saving deposits. 3ince a financial institution should 

lend ornly about 5,, of sch deposits (in orde:, to ;aintain its liquidity 

nositior. to cover de'land for vithdrsal; i:.cluding ztautcry deposit 

requirement), the ef:'ective coverage of" REiY lending by IFEP deposits 

could be considered so,:e 'ere aroind 7'51. in our opirion source and 

'os C of 1,.iin , ind the whole ciue1tirC ,n" :Oney supply for rural finance 

o"'e:'ation h 1-ot; 	 overed .e12 experiment. a resulta een e in .ue As 
the fnd,-nrtal -.rocler: of -lf finouncin the proposed rural finnce 

oper;atian Iv,.:not beern solved. 

2.11 	 The models tested'ivarious crei.t del ivery oper;-ti,~:,s, type of lending,etc, 

hut did r:o. al.o -over the he ivioral rnd operational respen.e of incentives 

adequately by way of a po:i Live and/or ner":,tive reinforcement. 

2.12 	 The nar'ticipotJrng institutien, in the exp.i.ient were all no ion-:ized 

comercial h-ink, who were fully owned hy he :,overnmernt. Government owned 

t i -- 1 - o 2" a-,tr'ies 2nd uL1 like ;tpriva tely owt ed 

bankin~g c,'rali, ..-;.. do not hP t. si': arot iL :iotive or criteria for 

carrying or. th, business of L'anIin; asK fisq'c.ng. Most of these 

organisatirns involved the:nselven in the iexnerl'nest bec.use of the insistence 

http:fisq'c.ng
http:March-.ay
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of Bangladesh Bank and a very high rate of incentive (almost 67% of funds
 

lent to ani recovered from the target group) offered to them under the
 

experiment. The management and the employees of these organisations have 

very little incentive in carrying on the rural finance operation at the 

cost of their children's education and family inconvenience. 

2.13 	 Since the involvement in this experi;mient constituted a very small and
 

insignificant slice of the participating institution's total business, it
 

was not possible for these institutions to frame a new set of personnel
 

policies and salary scalesfor the employees involved in the project other 

thanr the common national policies and pay scaleswhich the institutions were 

legally bound to follow. Any such attempt in changing the policies would not 
only be discriminatory and unfair to other employees of tile institutions but 

would also .-eate a lot of manaement, administrative, personnel and legal 

problems.
 

2.14 	 These institutions also had to work within the legal and administrative 

frame work of a government organisation besides other legal and customary 

requirements of the country. 

2.15 	 No private commercial bank (there were none until recently except the foreign
 

banks) 	 has taken any interest in the experiment or is likely to participate 

in any 	 rural finance scheme in the near future,until and unless the private 

institutions in the country are given the necessary opportunity and facilities 

and are able to enlarge their financial base and operntion for expansion in 

the rural areas. This would need a major change in the policy of the Govt 

with respect to banking in general arid rur:il finance in particular. Until 

such time the banking in the private sector is developed it would be difficult 

to attract the private sector banks to participate in the rural finance 

operation, no matter how large the profit incentive is.
 

2.16 	 There would, therefore, be no other alternative but to depend on the
 

nationalized commercial banks for such operation and any system designed 

should 	take cognizance of the constraints enumerated above.
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2.17 	 Since the experiment waz conducted in a controlled envircnment, inam-uch 

as other financial institutions were not al!owed to compete [Ff0'P in the 

region and lie borrowers did not :'ave a choice but to borro.' -t the only 

inzerest r .ta ofered by .RTEF in that outlet or region an, 3irnce the tot1l 

funds offered for Itdalig was far too short of the total dewa-rnd for credit 

of hc regisi, it vould no: be fair to conclude that the rural producers 

we.re .s comfort.ble or hmjpy to borrow at hig-ic. rates of interest as the 

lovwer cres. Please refer to Borrower's Financial o.urvey Report for impact 

of credit on production, income, consumption and net worth of borrowers. 

.3 	 Fn'din of Rural Finance Operation 

r-dit y. ey.te:. desined t,) extend credit to rural producers as a strnd 

alone oyration b'sed on either outright grants or loans have riot succeeded 

i.: -ieelo.-:: sorce. o:" finjs for self-financin- in the form of" mobilizatien 

of intcre;: bearin; :d in erest 'ree deposits aknd floats. As a re.silt the 

liquidity rind financin- of ;uc: a prugram depends solely on t'he amrount of 

7rnt or loan available anj it faces thu danger of comin- to an abrupt halt 

wnen :.he ,r-int or loa.,n .one, i.; exhausted. A partial Tobilization of finance 

throua-h savinnt ac ,s be:irinr high rL.tes of interest cl-n not provide a cost 

of f41 b ,;c -o o ' tc -ea.:onably :;nd profit'ibly within the normral bound: and 

force: o the :money :-:rrl'et, such as the 1endirg interest rat,.-z charged by 

o' 'cr in;t. teL, 'i:.. .ni j..o.ra: s. 	 syteh Id the ofAie :ho h-c.,e enns r'obilizinG 

non-interest b-. _ >2 o ;its in r-:zios treater than those o:" interest beerin

onc.3 in orier to r ducet?*,ost o-" :'nd. Any credit jyste!;, developed "or rural 

pn'.aiuter..; ;:;o I Of ni:e:,sity bt inte,;rated with the !otal inoney ,:y:te, so 

t hat .; ici: credif ocer'.i . , dea:ndent and based more or the f.,.ctors-, ann i e 

forces 	 ,overnin, 'he local and the national ioney s-ply and market, rather 

th;an ;rake it '-. r; irent solely on a temporary Crant or loin. 

7",.2 	 Lven though there has not been any study rnae of the rur;l money supI:ly, 

it .-tands to rebon to assure that adequate r,.oney sup,-ly ,in:i circulation 

exist to f'inance t.ne vast network of croduction, procurelrent, storage and 
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distribution systems covering the goods and services produced, consumed,
 

imported and exported by approximately 90 million people in rural
 

Bangladesh.
 

3.3 	 Unless the non-interest bearing deposits and floats become the major sources
 

of funds, as in the case of normal banking institutions, the cost of fund would
 

always remain high which would adversely affect the viability of the institutions
 

participating in this program. It may not be feasible to develop a system based
 

on an interest structure higher than that of the money market and this system 

with its higher cost of fund will have to compete with other systems in the 

money market offering lower lending rates of interest. Needless to say that 

this program is rather too small a component of the total rural credit system 

(thecurrent i.inual development budget for which is over Taka 7.8 billion) to in

fluence and/or to bring about a change in the national interest structure of 

rural credit unilaterally. 

3.4 	 There are of course other eligible sources of funds for rural finance which
 

deserve some consideration, such as : 

1. Capitnl issue both foreign and local 

2. Grant from national budget 

3. Irant in Aid from foreign Govto/Agencies 

4. Borrowed fund both foreign and local including debentures
 

5. Term deposit account,etc. 

One of" the mrnner in which capital could be gradually developed is by levying 

a charge on the borrowers either as a subscription to the equity or as a 

contribution to an interost free or low interPst be:tring non-withdrawable 

deposit or fund. juch fund could be carried over and later used to write 

off abnorma'Ll bad debts. 

3.5 	 We are of the opiriA n that mobilization of rural deposit has not been 

adequately covered in the experiment. Please refer to the "Management Summary" 

of the 2nd Institutional ;urvey Report annexed herewith. We do not believe that
 

(
 



a full fledged credit system could be financed entirely out of rural
 

savings, that is, out of the funds the rural population could put away
 

as savings. Even in advanced countries like UA, savings banks have been
 

allowed to engage in other normal banking operation in order to mobilise
 

funds 	and reduce their cost of fund.
 

4.0 	 Viable Interest Rate
 

110i 	 We do not agree with the consistent emphasis made on the interest rate
 

of 24% to be the panacea for a viable credit system in Bangladesh.
 

Rate 	of interest should not be considered to be a fixed commodity.
 

The important consideration should be to develop a frame work or 

methodology for determinini- the interest rate based on various factors 

and components, such that the interest rate can be determined at any
 

point 	 in time using such a frame work. 

4.2 	 Any system designed would have to function within the limits oi the
 
interest structure and other conditions of the money market. It may not
 

be possible to charge rates of interest higher than other competing
 

projects or institutions with exclusive right for a particular region
 

as was done for the experimeital project. This will amount to discri

mination of the regions involved and will create a lot of social and
 

political problems in the country.
 

4.3 	 Since nationalized ccmmercial banks do not operate on profit motive 

alone but take into account the soci tl needs and other national 

considerations, any increase in their profit margin may not have 

the required impact on their performance as would have been in the 

case of privately owned financial institutions. 

4.4 	 A higher rate of interest resulting in a higher margin of profit for 
the participating institutions is not in answer to developing a capital 

base for 3elf financing of the pro,-rmo A large chunk of this profit would 
disappear for the payments of taxes and dividends(contribution to the 

national exchequer).
 



8
 

4.5 Since no tax rebate is allowed for provision for bad debts(deduction 

is allowed only on actual write off), aleast 60% of such provision will 

have to be paid off as tax and will not be available either for future 

write off or for refinancing purposes. 

4°6 Needless to say that the viability of the bJrrowers and their ability 

to pay back loans with interest will hive to be seriously considered. 

Need for production and development in various agricultural and rural 

industrial sectors will have to be considered, tiking into account the 

global requiremrent of national economy and development. 

4°7 Since this program was meant for the disadvantaged poor, it would be 

unfair and discriminating, to subject thea to a much higher raite of 

interest than what the non-target group rural producers will pay for 

their loan tl}rough other rural credit progra(rs . Such a situation would 

negate -ic main objective of this program to help the disadvantaged 

rural uoors. 

4. Since it is n2cessary to recover the full cost of operation to make a 

syster viable, the only way to solve this problem of finding a reasonable 

and comprable interest rate would be to reduce the cost of such operation. 

It wouli be possible also to reduce operational cost by increasing the volume 

of busine:ss per outlet ,thereby bringing in economy of Ocale. Table 1 shows the 

economy of scale in relation to administrative cost of the operation of RFEP 

based on average volume of outstanding. 

4.9 Burden o: financi.nr; Wriher than the interest required to make it viable 

at the institutional level may help developrment of capital or financing 

base, provided ne .;urplus so ;ener;ited do not fall in the purview of a 

taxable iricome. I"f ;uch burden however is translated in the form of a 

higher rate of interest, it would not serve the purposes mentioned above 

and the surplus would end up in Ihe national exchequer either as tax or 

as contribution by the nationalised commercial barnks. 



Tabl e I 

Distribution of administrative cost on the basis
 
of average outstanding balance of loan per outlet
 

Averaq;e outstanuing balance Number of For the year ending 
of loan per outlet outlets 31!t March 1982 

Over Leqs than 

300j000 38 l0.O%
 

300 00() 500 000 20 5.7% 

500,000 700,00( 9 5.1% 

700,00o 900,000 ,.2% 

900,000 1,100,000 111.0%
 
1,100,o 2.9% 



4o10 	 About the profitability ind financial viability of "he inswtations please 

refer to the "Manrag.3mrnenr lum-rry" and chnpter n, !-i ioned "r'innnial Viabilitv" 

of the Inbtitutional Survey Ieuort S;ptem:'ber 1' - March 080 

4.11 	 We differ with the contention that Lower intere6t nate.; or !wsbi,:, c-,.rot 

help che rur-ii poor. NEI itoelf is in ,xn-'v nere 90% of the crpdit 

went to the targ,et gIroli ) horrowe-'.n .ny nic . have bone fittd."an corroye, 

from such crl in, Phe ba.ince 10 7- of such o,,nc wn' to the non-targ;et 

gr-oup botrrowers w:.,n were all mIdmar ri i cse: tlni ro t infl, Iude any" 

at e 	 stilhLL eurr udi-rural r ich all. saw no i rlitti Thuitsover in he irla s 

made thit 'he ,TY or 1"S in',eros:. "'arrnv :o:,n,,, w'rit to tne, iockots o1" 

rural rich. he have see: some oh, e.v ,ti n; made by s, :or!',iga authors 

based on atuiies conducted in other co,.'is which hold '4w Above view,, 

We belicv that tnese ob;erva- i. Io not hold ,ood in unjinade'sh as sp own 

by the reolt of thi oxperi :,-nt. 

4.12 	 We do not b lieve that Ki -her :;avinqs rat v alone womlJ -obil ie funds 

in 'he rural urea. A hi ,her aavin~s rote w.hich hi; a cpir-l effect on 

the cost of fund would reslt in hirhr lendin,- rate. If t.te rural savings 

rate io made disproportian,tely niher than urban savini uli leAdini,

rites, 'here will be a tendency anonst rural baset urban people to borro4 

money from. urban banks and deposit it in the rurui br :che,; and pocket the 

di fference. 

4.13 	 From the analysis it appeared that the total ;NZIA oper'ition for 'he year 

ended 31 March 1082 breaks even at 19.5% rate of interest whirh includes 

a cost of fund or internal rate of return element of 9o71o A sur;in,j the 

cost of fund to be zero, the brelkeven point would be O. The saw or 

the year ended 30 jeptember 18)O1 woild b 1"JI. It aspeirn thit 

administr, tive coat h,,a dropped shsrply rom Q, to !.'N over a ip. ,e 

of six month period. Even though provision for doubtf l debts tri inrreasid 

from 5o% to 'i.9,'1 the totyl oper- tionl o;t Pxcludiny cost of find went 

down fiam 1D.2 to 0.0,. This trend is, likely '"o continue if the existing; 

outlet.si aintl n w,reir p:iae of oeril tion. Io ; no e pe'cent'e ; were based 

on ave ra.e monthly loi. outs;tarndin- hal:mnces 'or the re;pective poriods. 

http:outlet.si
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4.14 	 Based on RITEP experience and as exolsined in the "Financial Viability" 

chapter of the Institutional S'urvey, a total of 11% of the average 

outstanding loan should cover the operational cost of the outlet 

(including incentive estimated at 0.5%), the head office overhead 

and a generous provision for bad debts. Cost of fund and profit
 

should be added to the above figure to arrive at the interest rate
 

which will be viable to the institution. Cost of fund basis used 

by the institutions in the experitment (6.5, to 13,) is neither 

based on market conditions nor based on their cost of funds. Average 

cost of fund of major participacing commercial banks is around 3% which 

can be 	approximated from their annual account, Cost of fund for banks
 

engaged mainly in avricultural lending should be even lower considering 

a lower refinancing rate charged by Bangladesh Bank for such lending. 

Profit should bo based on equity employed by an institution. Since a 

bank is expected to have a turnover mainfold of its equity employed, 

a meagre I or 2V5 of the loan outstanding should provide a reasonable 

profit for the institutions. 

It should however be aporeciated that all of the above cost factor8 

are dynamic anud subject to changre from time to time as their underlying 

factors chance. Cost of fund, for exar;ple, depends on a lot of other 

factors such as interest rate6 of saving and lendinr of the money 

mar;'et, Foportion of interest free cieosits to that of interest 

bearin- ones, etc. It would therefore be necessary to monitor 

changes in the v.:rio :s f-,ctor.; involved and have the:,m scrutinized 

and norw, lized an a continuous bam;is. All of the cost components and 

the result-nt interest rate should therefore be subject to revision 

based on any chan,'e in either their components or the overall 

situation.
 



5.0 	 The Proposed System
 

5.1 	 A permanent self-financing system, in our opinion, would need, interalia,
 

the following ingredients for its establishment and operation
 

1. Capital base in the form of grants or issue of shares
 

2. Mobilisation of both interest bearing and non-interest bearing deposits
 

(including floats) and not just saving deposits
 

3. Availability of borrowed funds for lending on an as needed basis from
 

Bangladesh Bank and other sources
 

4. An economic size of oneration at the outlet and head office level to suit
 

money mar!:et conditions, including interest rate.
 

5.2 	 Additional funding would also be necessary to maintain at a bare minimum
 

the momentum of the experimental project so that the financing operation is
 

continued and maintained until such time a permanent system is identified
 

and implemented. Further experimentation in the area of jource and cost of 

fund should be carried out before identifying and/or developing a permanent 

rural 	finance syz;tem replicable nation wide.
 

5.3 	 Since the source and amount of fund available for continued operation (after
 

the termination of the USAID fund agreement) was not known it has not been
 

possible to design even a viable system, not to speak of a -elf-financing one.
 

Lending interest rate required to iustiin a viable operation for example
 

will depend on the averagje balance of outstanding loan which will again 

depend priz;-riiy on the amoun of fund lent. A viable interest rate cannot 

be determined unless tie amount of fund available for each outlet for 

lending could be approximiated. 

5.4 	 Any system to be designed should however tale into account the need and the 

condition of the country in general and those of the people in particular, 

besides the following es.crntial factors. System designed must suit the people 

it is designed for and not vice-versao 

1. Self-financing
 

2. Self-sustaining 

3. Dependent on available money supply within the country. 

k\ 
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4. Based on existing monetary and economic conditions and responsive
 

to any change thereof or change in the economic priority/perspective
 

planning of the country. 

5. Embody mechanism/process to continuously monitor and review system
 

variables (such as interest rate, cost of fund, other cost elements,
 

money supply, etc.) and the factors that make such variables change.
 

6.ilobilization and incentive plans for rural deposits and savings which
 

would ultimately contribute to the money supply needed for rural
 

finance.
 

7. Identification of activities/target groups/borrowers which would either
 

be economically viable or would serve the purpose of national interest
 

and development.
 

8. Credit delivery, recovery, ;avinL.> and other operations should be both 

simple ard fasz, so that the clients are encoura.-ed to use such system. 

9. Embody incentive schemes for borrowers, 3avers, depositors and
 

administrators on the basis of performance°
 

10. 	Economic viability at the farm/activity level taking into account
 

return on investrent, amortization, flexibility in the amount of 

borrowing and period of amortization, etc. 

11. 	 Economic viability at the borrower level taking into account 

evaluation of borrower's networth and ability to repay/amortize. 

12. 	 Economic viability at the induc;try level taking into account 

measured benefit to such industry against any subsidy the industry 

should bear to render such credit viable at tie £arm/activity/borro,:wer 

level. 
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13. 	Economic viability at the institutional level taking into
 

account the cost of the total operation as detailed above.
 

14. Economic viability !itthe national level taking into account
 

all direct/indirect measurable benefit of such credit to the
 

economy of the country and any subsidy necessary to render such 

credit viable at the farm/activity/borrower/industry level. 

15. 	 An attempt should be rade to determine cost norms for the elements 

mentioned above, so that institutions with average e'ficiency will 

be able to rake adequate profit to :;tay in business. 

16. 	 Subsidy cf different size and kind should be provided for different 

activities to 7ontrol and re ulate rural finance and rural activities, 

e.;. production of a n.-rticular crop, developr,,nt of a new crop, etc. 

5.5 	 Co-operatives and -,roup for-%-ition for rur-il activities are e,;sential for 

the develop7!ent of rural indu3tries, large sca], farming, fishing, 

pisci-culture, seri-culture etc. and for the tormatioi of capital base 

nece ary r'or such developr.,:et. It is also the :solicy of trie Govt. of 

Ean,;ladesh to encourage both co-opwrative and :'roup activity. Even 

though for'ation of .-roup is difficult :iad till!(- consum-ing, and1 needs 

org]anisational, procedural and tr:uinin,- suport, lending[ in thesie 

sectors is not only e.;erti-l fcr tih, devt.lop-en of co-opritives 

and -roups bt ;,1so hoiss out a ;iuroisin$-'ut,:re for a viable credit 

operation in Bangladesh. 



APPENDIX - I
 

INSTITUTIONAL SURVEY 

Management Summary
 

I 

The Rural Finance Experimental Project was designed to identify
 
and develop a firnncially viable institutional rural credit and savings
 
system which would be successful at extending to and recovering credit
 
from small farmers inclAing tenants and share croppers/landless and
 
other small rural producers not presently reached by institutional
 

credit.
 

Nine l-nding institutions have been experimenting with 8 different
 
models ir.97 outletL at varying rates of interest.
 

The primary objective of this survey i, to ialyse institutional
 
and financial viability of th,- participatinF institutions in detail.
 
This study incorpnrates rlata collected through 
a sample survey conducted
 
at the institution and outlet level and other data collected through mon
thly and periodical 
fir>rncit,] reports submitted by the in:stitutions. 

Operational charaitfristics of the models as amended have been
 
described in Chapter T'wo includinr a brief corr-ntary on the implemen

tation of such models.
 

22 outlets have been included in this survey and their general 
characterstics hnvo ben incorporated in Chapter Three. Chapter Four 
includes operational nerferr-nce data of all the institutions for the 
periods en!inr ,O ept-ber 1981 and 51 March 1982 and also for the two 
dates aionrwi a veanalysis.to~p~r:,t 

Chapter Five :e,nrainly with the financial viability of the 
overall experimerp - an •. institutions. 

From the anal.vsis of data for tho years endinf, on 50 September 
1981 and 51 r.arch "982 it appers that RFEP as a whole has been a viable 
operation !ri- has been makwnr increain' nr'qfits from 1.9 to 5.5% taking 
into account .ore than ale-ua te T)rovi sa01nf'o. ' rind doutful-,,d debts and 
excluding the incentive -ry-ents of- + "5--m:d on lending and recovery 
to the participatinF- instit,tions. rphe operational cost excluding cost of 
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fund also went down from 10.2 to 9.8%. This trend of reduction in
 
operational cost and increase in the overall profit is likely to
 
continue if the existing outlets maintain the same pace of operation.
 

During the year ending 31 March 1982 five instituions, Sonali,
 
Agrani, Rupali, BKB, and IRDP, were able to earn profit ranging from
 
2.7% to 8.2% of the average monthly outstanding loan principal. Trend
 
analysis of the years ending 30 September 1981 and 31 March 1982 shows
 
that except for IRDP and BSBL, the seven other institutions are in a
 
favourable condition. Operational cost of the 9 institutions vary from
 
BKB's 6.8% to Uttara Bank's 28.9% of the average monthly loan outstan
ding balance for the year ending 31 March 1982.
 

An attempt has been made to develop norm of administrative co.-t
 

of outlets using empirical drta which amounted to approximately 7.1
 
percent of the average loan outstanding taking into account a confi

dence interval of 95%.
 

In order to improve the financial viability of the institutions 
the cost ratel should be reduced and the best way to do it is by 
increasing the overall performance of the outlets e.g. increase in 
lending, ,recovery and mobilisation of' derorits. Adrinistrative cost
 
burden can be minimised by increasing the lending operation and pro
ductivity of the outlet, cost of provis-ion for doubtfil deebts by impro
ving the process and performance of lo;in r-covery and follow-up.
 

Cost of fund ir however a major issue which has not been adequately 
covered in the experiment. The experimert was designed as a stand alone 
operation ba-sed on savings and borrow,,d fuind" at hiFh rates of interest. 
It has not taken into account possibilities n f developing ofsources 
funds for self-financing in the form of interest free denosits and flo
ats. As a result the experiment was dependent solely on the amount of 
funds that ,:ould be made available by th, institutions from other reso
urces. A partial mobilisation of finance throurh savings accounts bear
ing high rates of interest could not provide a cost of fund base to 

operate reasonably anrd profitably .1 thin the normal bounds and forcos 
of the money markt, such as the lending interest rates charged by 
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other institutions. The systems, like other financial systems in
 
the country, should have the means of mobilising non-interest bearing
 

deposits in ratios greater than those of interest bearing ones in
 
order to reduce the cost of funds.
 

Any credit system developed for rural producers should of nece
ssity be integrated with the total money system so that such credit
 
operation is more derendont and based on factors and forces govern
ing the local and national money supnly and market, rather than make
 
it deperdent Folely on a temnorary grant or loan. Even though there
 
h-gs not been any study made of the money supply in ruiral Bangladesh, 

it stands to reason to assume that adequate money supply and circula
tion exist to finance the vast network of procurement, storage and
 
distriuition system covering the goods and services produced, consu
med, imorted and exported by approximately 90 million people in rural 

Bangladesh. 

Unless the non-interest hearing deo!;its become the major sources 
of funds, as in the case of normal nking institutions, the cost of
 
fund would always re-ain hih which wo-.Id adversely affect the viabi
lity of the institutions -,articiatinr- in this -,ro,-ra7,. It may not be 
feasible to d!-'velop a , .. ten bsed on an interest ,truot':re h'iFher 
than that of the money market and this system with its higher cost
 
of fund will h-ve to compotfe %.,it!; other s 'stens in the money market 
offer'nr lower lrd inF rates of interests. Needless to saiy that this 
promrm -:; rat--r to(- ll a cOmponent of" the total rural credit cys
tem (the current an'l develoTm'ent ludfet far wiich is over Taka 7.6 
billion ) to inf.ue:-ce or to bring stout a oiare in the national in
terest .trcture of rur'al credit uniiater-aily. 

Chanter Six de'ils w'th intitutional ccv,rae and extending credit 
to the targot c'roup. I- also an;,Iyses major use of loan by activity. 

The finrAn.'r show that the volume of U!'ndfing to the t',rget g-roup 
borrc;,ors -. eihest case KB which madens in the of , over 0% of 
the total ta-rget rroup disburse-ent. Sonali's share was the second 

hivhest with Just over "%,fol'lowed by Agrani with over 9(Y. Uttara's 
contribuit-on of jus1t over T" was tlhe lowest in this cetegory. 
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Sonali disbursed one-third of the loans to the non-targfet group 

borrowers, followed by Agrani with 17.25%, while BKB's share was 

15.40%. The lowest volume of lending to non-target group borrowers
 

was recorded by Rupali with 2.59%.
 

Chapter seven deals with recovery of loans and reasons for
 

overd ues.
 

The findings of the survey reveal that Agrani's reco"ery position 

was the highest i-onr participating institutions with nearly 65% of 

the amount recovered alrainrt its dis'bursal of 10.56% of the total loan. 

Uttara's recovery position is the second hifhest with 55.2%I,, closely 
followed 1,y IRDP with qLI.27 against their loan disbursal of 1.45'/ and 

7.78 /, respectively. The lowest recovery was made by BSBL with only 
52o95%, and it disbursed 7.7, of the total loan. 

The disburlement recovery pic-iure ',ermits the hypothesis that 

the lower the percentafe of the loan d isbursed, the hif[her the percen

tage of recovery. 

The amount of overdues is a function of the manitude of t.ie dues. 

The overdue -osition of different institutions as on March 51, 1982 

shows that Afrani ard Rupali have maintained a low lcve] of overdues 
with 4.5% and 0.19' respectively; wlhile, B';BI,'s overdue position was 

the higrhest with 48.67 ; followed distantly Y Pubali with 21.58%. The 

reasons of overdiues are rela ted with t:-,, failare of the enterprise for 
which the lcan wn' tFrien, lower than expected incomc from the enterprise 
and wilful defaul t ers. Cther renscns which -f overdue,, include hi-h rate 
of interest, liversian of loan to other activities, illness of the borro

wer etc. 

Chapter eight ,shows an nn;ilysi!s of institutional performance on 

3avi n . 

The survey reverls that PER mobilized the highest volume of savings 
oth frcm the tarct and non-tnrret groups and it w'.: interesting to 

rote th;at tie non-tarret froup borrowers saved more than the target 

mroup. Thi.- nolds true both in cas'e of the institutions as well as the 

s .rveyedl tl']:ts. 
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Three-fourths of the surveyed outlets incharge have however
 

expressed their dissatisfaction with the volumes of savings which
 

indicates the untapped savings potentiality of the rural poor of
 

Bangladesh.
 

Chapter nine deals with women borrowers and their share of
 

participation in the program.
 

In case of women loanees their percentage to total borrowers
 

recorded an increase of less than one percent in all institutions
 

except one, and the percentages for BKB, IRDP and BSBL have decreased
 

while Rupali did not show any change.
 

The average percentage of women borrowers to total borrowers
 

however remained the same at 4.48%.
 

Chapter ten deals with training, educqtion, salary structure,
 

supervision and job conditions of the outlet staff and problems faced.
 

It has been found that Rupali, Janata, Uttara, BKB, BSBL and Sonali
 

have taken scientific and innovative approaches regarding training.
 

They a'so remain dominant institutions rerarding training aiming
 

at optimistic self-financing goals. However, training at IRDP appears
 

to be the most extensive as well as freaiuent, and it has been reaping
 

excellent benefits from its training program.
 

All the institutions except BSBL conduct regular supervision
 

of the outlets from the head quarters.
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II 
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.
 

QUSTION NO. 1: Do small farmers and other rural producers face pro

duction opportunities which can be exploited through institu
tional credit; under what circumstances? What is the target group
 

demand for credit?
 

ANSWER: Yes. The experiment has brought out positive evidences about 

borrowers eng'ging in new and/or extended productive ventures. 

Borrowers Financial Survey revealed that about 12o of the total 
borrowers engaged in new activities on account of RFEP credit, 
62.34W of these borrowers also achieved viability (Table V.13).No 
borrowers however ventured into any new activity with 360o interest 

loan. Approximately 61V4 of such borrowers used 305 loan. 

About 85. of th.- borrowers have increased the scale of operation 
of their acti'ties through the use of RFEP credit (Table VI.1.2). 
Needless to say that such production oprortunities would have been 
greater with lower interes-t credit. The desired circumstances would 
war:.ant besides low interest institutional credit inputs of various 
types such a:; technical know-how, marketing infor'mation and other 
physical intuts like ,i prent, fertilizer axnd raw-materials. 

Since one of the main reasons for non-borrowing and dropping out 
was found tc be the higher interest rate it can be deduced that more 
rural producers could join the program if the interest rates would
 

have been more favourable. e 1.I 1 ,nd IV. .2). 

The target ;iroup demrnd "or credit would vary from borrower to 
borrower rased on his economic infrastructure and the type and scale 
of activities he is ,ni-'ii--d in. Tarret :roup demand for the entire 
rural Banr'aa,,sh coazld be ,ia;roximated as follows. Total Rural House
hold = I .- mi :lion. 2"i t &rou iiousehold 6.... of the above =8.5 
million. At Tk ,OQ/ w: 'Yted ave'age cemand, total target group 
demand would stand at Tk [ .5 billion. 

http:V.13).No
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QUESTION NO. 2: Is the target group benefiting from credit at high
 
interest rates ?
 

ANSWER: At least 61.11% of the total borrowers derived economic
 
benefit from RFEP credit by increasing their income, consumption
 
and/or net worth (Table VI.2.12). Needless to say that the ratio
 
is likely to increase if the credit would have been cheaper than
 
what was offered in the RFEP.Lower interest rates show a higher
 
ratio of such borrowers compared to 30% and 36% 
rates of interest
 

(Table VI.2.12.1).
 

qUESTION NO. 3: Can credit systems be devised to reach the target
 
group on 
a large scale without being preempted by more privileged
 

persons-how?
 

ANSWER: Over 90% RFEP credit reached target group borrowers as revealed
 
by the following Continuous Surveys conducted by the consultants:
 

Period % of Target Group Hit 
Continuous Survey I May - Aug 1981 90.0V/0 

II Sept- Feb. 1982 89.14% 
III March-May. 1982 92.01% 

However, no system can be made absolutely perfect or fool proof.
 
A combined credit and saving system with interest differential large
 
enough tc 
cover the normal cost of delivery of credit in an insti
tutional environment including reasonable cost 
of bad debts and
 
norrial cost 
of money should b- the answer. Since the full cost of
 
small credit is going to be much higher than that of larger volume
 
credits 
available under normal banking, the previleged 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: How can timely repayment be induced and default
 
minimized ?
 



viii
 

ANSWER: There should be both positive and negative reinforce

ments for motivating people to make timely repayment and
 

collection of loans. Positive rewards may include things
 

like rebates, better credit rating for future loans for
 

borrowers and appropriate incentive for bank.employees
 

involved. Negative reinforcements may include penal inter

ests and poor rating for borrowers and penal action against
 

bank employees. There should also be a concerted program of
 

supervision of credit, bank-borrower dialogue, aggressive
 

recovery and follow-up. Terms of loan repayment should be
 
both feasible and convenient to the borrowers and should be
 

subject to revision based on performance and/or circumstan

ces beyond the control of borrowers.
 

QUE13TION NO. 5: What are the principal institutional and mana

gement constraints to efficient operation of the financial 

institutions; what development or improvement is needed ? 

ANSWER: One of the fundamental draw backs of most of the insti

tutions is lack of profit orientation. Unlike in private
 

business house where profit becomes the yardstick of measur

ing success or failure and becomes the principal motivating
 

force behind its goals and objectives, most of the govern

ment owned institutions apparently lack this direction towards
 

a measure of their 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
 

organisational behavior and inter-personal relationship based
 

on the concept of motivation and stimulus-response. This
 

deficiency is reflected amongst the personnel in their self

motivation, and in motivating others including the institution's
 

clients. There are also serious deficiencies in training of
 
field staffs with respect to rural banking and rural develop

ment.
 

,2
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Most of the Banks operating in the rural areas have been
 

practicing almost similar banking services and facilities
 
as practiced by them in the urban areas of the country. These
 

banking services and facilities have been designed to cater to
 

the needs of the city commercial and industrial houses involving
 

laige commercial and industrial operations and are not suited
 

at all for small scale rural commercial and industrial activi

ties based primarily on agricultural and agricultural related
 

operation. Credit operation of the banks and the money instru

ments used are in most cases expensive, elaborate and unsuitable
 

for rural environment. Banking services, facilities and customs
 

should be improvised, designed and/or developed to suit the
 

needs of the rural producers and traders and the type of tran

sactions they normally involve in, in terms of their credit and
 

capital needs.
 

Most of the branches of Dacca based banks operating in the rural
 
areas has very little commitment foV the development of the
 

regions in which they are operating and in most cases funds
 

mobilized by such branches are routed to the bank's head office
 

for investment elsewhere. The personnel deputed in these branches
 
are in most cases unwilling employees of the bank who have been
 

forced to work in rural branches and whose major efforts often
 

are directed towards relocatnv them to a city suburb. Very
 

few of such employees, therefore, establish any relationship
 

with local people and/or comr:it themselves towards the develop

ment of the region. The concept of a regrional development bank
 

would emphasize the need for recruiting personnel from within
 

the region, if possible, who would have both the commitment and
 

the interest for the development of such a region. Since such
 
an institution would be regionalised the personnel of such a
 

bank would normally have no hope or aspiration for moving to
 
a city area as long a6 he remains in the employment of such a
 

bank.
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Bangladesh has embarked on a new policy of decantralised
 

regional administration for control and development at the
 

thana level. Since a thana will be a unit for administrative
 

and development purposes, financial institutions and necessary
 

money market should be allowed to develop for each of such
 
independent units. Even though it may not be practicable to
 

have an independent bank for each thana at the outset, an
 

independent operating unit could be conside-r'ed comprising of
 
a number of contiguous thanas with equitable representatioA
 

in the organisation and control from each thana. This coull
 

be in the form of a subsidiary of an existing bank, a new
 
bank or other types of organisation such as co-operative,
 

credit institutions, mortgage bank etc,
 

Banks operating in the rural area should in addition to ae 
normal banking services and facilities practiced in the country
 

offer specialised services suitable for rural production, 

storage, marketing and distribution in agricultural, agricul
ture-related and industrial activities, such that necet.sary 

long, medium and short term loans could be provided for the
 

enterprises and organisational development including tempo
rary bridge financing by way of expansion of credit through
 

simple and innovative type of instruments similar to sola of
 

exhanige, demand draft, t-aveller's cheque, letter of credit, 
guarantee etc. This procedure of credit expansion would also
 
create deposits, floats and short term money market, thereby
 

increasing the velocity and circulation of money and the 

resultant mon,--y supply in order to sustain a. accelerated 

development program. 

To mobilise deposits out of float and temporary idle money,
 

introduction of low interest bearinf, current account, day of 
deposit day of withdrawal saving account could be con,idered. 
This will discourage rural opera'tors from demonitizin_ their 

temporary idie funds by making - ife-keeping d epo!o;it with 

'Mohajons' or nut aside in their own hoardinp, plrice;. Even 
though there has not been any study mide of the money supply 
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in rural Bangladesh, it stands to reason to assume that
 

adequate money supply and circulation exist in rural Bangla
desh to finance the vast net work of procurement, storage
 
and distribution system covering the goods and services
 

produced, consumed, imported and exported by approximately
 
90 million rural people. Staggering of incomes of all salar
ied employees and income generated out of Govt. procurement
 
and other works programmes could also be considered to stabi

lise money supply.
 

QUESTION NO. 6: Will higher interest rates on credit and savings
 
mobilize capital in the rural sector and bring about greater
 
availability of rural credit to the target group ? Can the
 

administrative costs of credit/savings programs be reduced to
 
an acceptable level ?
 

ANSWER: Higher interest rates on saving commensurate with the
 

interest rate on credit should mobilize savings by (a) attra
cting 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 System.
 

Credit systems which have been designed to extend credit to
 
rural producers as a stand alone operation based on either
 

outright grants or soft loans have in most cases failed to
 
develop sources of funds for self-financing in the form of
 
mobilization of interest free deposits and floats. As a result
 
the liquidity and financing of such an institution would depend
 

solely on the amount of grant or loan available and an insti
tution faces the danger of coming to an abrupt halt when such
 
grant or loan money is exhausted. A partial mobilization of
 
finance through 3aving accounts bearing high rates of interest
 

could not provide a cost of fund base to operate reasonably and
 
profitably within the normal bounds and forces of the 
money
 

market, such as the lending interest rates charged by other
 
institutions. The system should have the means of mobilizing
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non-interest bearing deposits in ratios greater than those 

of interest bearing ones in order to reduce the cost of 
fund . Any credit system developed for rural producers should 

of necessity be integrated with the total money system so 
that such credit operation is more dependent and based on 

factors and forces governing the local and national money 

supply and market, rather than make i - dependent solely on 
a temporary grant or loan. 

The relative administrative cost of credit saving programmes
 

could be reduced gradually along with a parallel development
 

in the institutional framework, credit delivery system,
 

personnel productivity, economy of scale, mass literacy and
 

training,regional infrastructure,& other exogeneous & endogeneous
 

variables. It is difficult to determine precisely as to what
 

could be considered to be the acceptable level of such costs.
 

Like any other goods and services, such cost at some point in
 
time would be subject to the law of supply and demand. And th3
 

extent of acceptability (demand) would vary on the basis of the
 

cost itself. But one thing is quite clear from the experiment,
 

that the existing cost has been or was acceptable. The cost
 

incurred during the experiment was acceptable to the borrowers
 

for the extent of credit giveneven though its demand at such
 

cost could not be ascertained because cf the limited scope
 

of the experiment.
 

QUESTION NO. 7: Is a credit program feasible as a " One dimensional"
 

program i.e. not integrated with the delivery of farm input and
 

marketing services. What degree of coordination is required with
 

other rural development activities ?
 

ANSWER: Agrani through small farmer service center model and Pubali
 

through technical model made an effort to combine farm input
 

and technical services with lending but were not very success

ful. The effort was however on a very limited scale.
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Credit as a one dimensional program may however face other
 

problems such as the problem of self financing as explained
 

in answers to questions 5 and 6 above.
 

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 co
ordinated approach with other rural development programs.
 

However, the system should take stock of the development
 
taking place in various rr~ions 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 fgroups ? Do groups face
 

more productive opportunities and offer 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
 
size and scale and as such hypothetically it should be more
 
beneficial -o 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 economic 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 and IRDP.
 

Since there is no organised movement for group formation as
 
in the case of cooperatives, 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.
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QUESTION NO. 9: How can rural producers be motivated and organized
 

to save regularly ?
 

ANSWER: Majority of the rural people may nit have a saving to ,)ut
 

away for a considerable length of time but do possess short
 

term surpluses which should be tapped to increase rural
 

deposits as suggested earlier in this report. The following
 

institutional factors, inter alia, could be considered for
 

developing rural deposits among the rural people:
 

1) Higher interest rates on savings 

2) Reassurance as to the security of their fund 

3) Reassurance as to the availability of such fund when needed 

4) Literacy 

5) Positive incentives 

6) Better service and public relations 

QUESTION NO. 10: What is the importance and income and productivity
 

potential of agricultural, agricultural-related, and non-agri

cultural loans respectively?
 

ANSWER: All enterprises which have a round the year operation and
 

employ the available contributory family labour woL;ld 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.
 

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 seasonal lending programs are purely for the
 

purpose of prc-riding 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
 

/1%
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infrastructure, 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 finan

cing in this project.
 

QUESTION NO. 12: What is the impact of expanded institutional
 

credit on the overall operation of rural financial 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.
 

ANSWER: Needless to say, any expanded institutional credit which
 

would mean infusion of additional funds into the rural financial
 

market would increase - (a) total credit availability by at
 

least the amount of expansion; (b) total credit to the target
 

group by approximately 9Y/, of such amount.(c) The percentage of
 

credit going to the target group of the total credit available
 

can not be determined because of the lack of informution on
 

credit available prior to such expansion.
 

QUESTION NO. 13: How should rural credit and savinrs programs be
 

designed and run for maximum effectiveness/efficiency ?
 

ANSWER: In order to bring maximum effectiveness and efficiency 

besides or.i-nization, motivation, training and other related 

aspects mentioned above, one of the approac'%es could be towards 

directing a program which would be manned, gdministrated, run 

and ultimately owned by people with roots and a deep sense of 

belonging to rural Banr1]adesn, familiarity with the potential 

of the region, rind havin; the patriotism, commitment, dedica

tion 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 needs 

in a particular region. Please also refer to answers to question 

numbers 5 and 6 above. 
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QUESTION NO. 14: Can credit be extended to the target group in
 

a financially viable and eventually self-generating profitable
 

manner? Based on interest rates, administrative ccsts, and
 

recovery experience, what interest rate must be charged to
 

ensure viability?
 

ANSWER: a) Yes. This has been extensively covered above.
 

b) Based on RFEP experiepce ind as explained in the 

"Viability Analysis" chapter of the Institutional 

Survey, a total of 11% of the average outstanding 

loan should cover the operational cost of the outlet 

(including incentive estimted at 0.50%), the head 

office overhead and a generous provision for bad 

debts. Cost of fund and nrofit should be added to the 

above figure to arrive at the interest rate which 

will be viable to the institution. Cost of fund basis 

used by the institutions in the experiment (6.5% to 
15%) is neither based on market conditions nor based 

on their cost of funds. Average cost of fund of major 

participating commercial banks is around 5% which ran 
be approxim-ited from their annual accounts. Cost of 

fund for banks engaged mainly in agricultural lending 

should be even lower considering a lower refinancing 

rate charged by bangladesh Bank for such lending.
 

Profit should be based on equity employed by an institu

tion. Since a oank is expected to have a turnovel mani,
 

fold of its equity employed, a meagre I or 296 of the
 

loan outstanding should provide a reasonable profit for
 

the institutions.
 

It should however be appreciated that all the above cost
 

factors are dynamic and subject to change from time to
 

time as their underlying factors change. Cost of fund,
 

for example, depends on a lot of other factors such as
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interest rates of saving and lendinl- of the i
market, proportion of interest free deposits to that
 

of interest bearint ones, etc. It would therefore be
 

necessary to monitor chanfges in the various factors
 

involved and have ther, scrutinized and normnlized on
 
a continuous basis. All of the cost components and the
 
resultant interert rnte should therefore )e subject to 

revision based on !ny change in either their components 
or thl overall situation. 

C. 1%. a special delivery 
model or can it be inteFrated in a particular Bank's general 

arricultural len': inr? 

QUE .TION Does credit extensior require 


ANS'ER: A bank' s rene-al aricultural lending profrar mnay not be 
fully eauipped to handle non-aricultural andt ariculture 

related ]oans of thi- projec' . As such neces7aI'; modi fications 

and inputs may noed to be provided to such institutions for 

handlinr the credit system, assuming7 that the agricultural 

credit delivery system of such institutions is closely simi
lar to the credit delivery system of the project. 



TABLES
 

Source : Borrowers Financinl Survey Report - August 1982
 



Table V.13 

Distribution of viable and non-viable borrowers 
by new activiies ur~ertaken with RiP loan use 

Name of 

activity 


Crop 


Horticulture 


Livestock 


Pisciculture 


Small trade 


Small scale 

industry 


Food processing 


Transport 


Others 


Total 


Chi 


Viable 


40 

(57.14) 


20 

(52.65) 


10 

(71.45) 


2 
(40.00) 


29 

(87.88) 


5 

(60.00) 


7 

(87.50) 


7 
(38.89) 


26 

(65.00) 


144 

(62.34) 


Frequency of borrowers 

Non-viable Total 

30 70 
(42.86) (100.00) 

18 38 
(47.37) (100.00) 

4 14 
(28.57) (100.00) 

3 5 
(60.00) (100.00) 

4 33 
(12.12) (100.00) 

2 5 
(40.00) (100.00) 

1 8 
(12.50) (100.00) 

11 18 
(61.11) (100.00) 

14 40 
(55.00) (100.00) 

87 231 
(37.66) (100.00) 

sq8 = 19.55 

Figures within parentheses indicate percentages.
 



Table V1.1.2
 

Distribution of borrowers by scale of operation
 
of activity against which RFEP loan was used
 

Name of 

activity 


Crop 


Horticulture 


Livestock 


Pisciculture 


Small trade 


Small scale 

industry 


Food processing 


Transport 


Scale of operation
 
Fresh 	 Increased 


70 	 812 

( 6.24) (72.37) 


38 110 

(21.84) 	 (65.22) 


14 97 

(12.28) 	 (85.09) 


5 18 

(20.83) 	 (75.00) 


32 346 

(8.23) 	 (88.95) 


6 78 

(6.90) 	 (89.66) 


8 70 

(10.13) 	 (88.61) 


18 	 88 

(15.93) (77.88) 


Others 40 
 33 

(48.19) 	 (39.76) 


Chi sq8 = 297.09 

Unchanged Total
 

240 1122
 
(21.39) (100.00)
 

26 	 174
 
(14.94) (100.00)
 

3 	 114
 
( 2.63) (100.0r)
 

1 	 24
 
( 4.17) (100.00)
 

11 	 389
 
( 2.83) (100.00)
 

3 	 87
 
( 3.45) (100.00)
 

1 	 79
 
( 1.27) (100.00)
 

7 	 113
 
( 6.19) (100.00) 

10 	 83
 
(12.05) (100.00)
 

Figures within parentheses indicate percentages.
 

Components may not add totals due to rounding.
 



Tble IV.3.1 

Distribution of' drop-outs by reason for droping-out from R:-F?by institutions 

Reaison for d.ropinZ-out 
Insti
tutio-Procedu- Non-vawi- In-nI'e- HUig. it:- Snort re-Hic' Activity Loan was Loan is Others Total 
ns ri. con- ir bility quacy c>Aence p'yrert interest ir not not gra- not no. of

linsey of loan o, er o rte tai-ofbr' Profortab-nted repire' drop-outs
in t ie i>ble le 

A:rani 6 15 5 - 5 8 1 29 12 1 56
(10.21) (2_.7') (F.93) (8.93) (14.:9) (1.79) (51.79) (21.43) (1.79) (1000) 

(((18.o6)) 
BER 2- 7 1 - 1 - 1 -  - 28(96.4.) (25.0o) ( .57) (3.5) (100.00) 

((9.03))

B 5 - 0 _ 4 3 19G
(1 . 2 .O ) ( .1 47.57 4 . , (21-05) (11;-,. 1 

-
IC 
19 
. 

((6.13)) 

IRDF 18 52 20 1 7 11 4 1 3 45 
(40.00) 71.11) ( (15.56)(2.22) (42.22) (8.89) (2.22) (6.67) (100.00)
 

((14.52",)1 
Janata 15 15 15 3 1 2 ....
( 6.2 4) ( P .2 4) ( R.2 ) (1 7'.6 5 ) 175. B ) (11 .76), (100.00 1,
 

((5.48)) 

Components =ay not al! to total due to muitipicty of answers.
 

Pubh2i 
(84.
16 

2-1 
7

(36. R-
2

(10.53) - ' (21.05) 1(5.?6) .... 19(100.00) 

Rupah 4 
(851 ' .0 

2125 
7 

[1.F ) 
3 

(6.79 
6 

1.7 
22 

6 l 55) 
28 

5.7 
3 
5) 

7 
(14.89) 

((6.13)) 
47

(100.0,0) 
(,18.16]) 

Sonali 22(C-4.71) 21(6'1.76) q 7(2-E_47) (20.5P,' 6(1-;.r,5) 1:,35-.2" 5(14.71) 26(76.47) 2(%.BP' 61.6)(00 34 

((I0.97) 
Uttara 1(2.22) 2(4.") -1 

(71_11) 
2 

(4.-4) 
4(8.89) 7(15.56) 5(11.11) 27(60.00) 8 12(17.78,' (26.67) 45(105.00) 

Total 112 113 0 164 1 20 115 W4.52); 

(36.12) (3.45 (516) 5 .12) (6. 5 (.09) (1000) (8 ) (100.00, 
rl'ures within parentnesis indicate percentaz-es. ((100.00)) 



Tabit !V.3.2 
Distribution of non-borrowers by reason for 	non-borrowing from RFEP by institution
 

reanon for non-borrowin.
:on-'.'.,nort .,ti- Hih A-!riviti Loan was -omn istution r-:1 c; ,- Iilityua:y of incidience 	repayment interert in no. not gra- not Others Total]iz cv of ]o',n iv-i1a- peraod rate p:ofita- nted required ' of bribe 

in. t _Mc- b e I- . ~
 

Agrni 112 	 7 3505 Z9 26 103 55 42' (29.55) (P.' ) (1 2 A	 
379 

) (1.55) (9.2,) (12.95) (6.s i) (2".1H,) (a.51) (11.08) (100.00) 

((21.66))
B:.E 11) ,? 
 3 2 14 	 241 62 40 252

5D., (. (55.54) (1.29) (.R6) 
 (6.05) 	 (1.72) (14.b6) (26.72) (17.2") (100.00)
 
((15.26))


BSBL 23 57 15 1 14-	 17 10 33 8 104

(22.12) (2=.5) (1 
 ((.42)P6)) 	 (C22 z. (1.-?)-2) (7 (51.75) (7.69) (100.00) 

7RDP 66 56 7? 21 	
((5-94))

52 2 7 
 11 3 127

(51.97) (67.72) (56.69; (3.15) (16.54) (40.94) (1.57; (5.51) ( E.6) (2.36) 
 (103.00)


' ((7.26))
 
J.snata 70 -77 92 11 10 80 21 
 2 26 7 155
(50.97) (41.6R) (46.45) (7.10) (6.45) (51.61) (3-95' 
 (1.2P) (16.77) (4.52) (100.00)


((3.86)) 
Pubali 125 6 2 r 13 48 16 5 2 5 .19 157
.... .2). (3 ) (.2 (50.57) (10.1) (3.1) (1.27) (1.91 ) (12.10) (100.00)

((8.97)) 
Ru pz P.SC3 44 55 94 15 105 67 4S
(15.65) (26.25) (15.00) (13.75) (1o.9-) (29.38) (4.69.' 	

320
 
(32.81) (20.94) (15.00) (100.00) 

((1E.29))

Sonnli, 	 29 9 9 
 22 9 57 
 60 2P 210
 

(4.29) (!R.10) (1.81) (4. P? (4.29) (1,'3.a8, ('.29) (27.14) (2O.57) (1,.n5) (100.00) 
((12....,,

Uttara - L; 21 14 15 6 
 Z3 1R 66
 
(6.0,) 
 (1.82) ( .52" (21.21. (22.73) (',.09" ,72.75!, (2z;.79) (24.24 (100.00)
 

((3.77))
37E7 7 	 4577, 62n 
 '13 14 585 10:- 5 556 211 1750
(33.14) (35.8R) (24.92) (5.51) (10.51) (21.88) 
(6.0) (21.02) (19.2-,) (12.05) (100.00)


((100.00))

:ziz,,res witnin parentheses indi-cate rercent.ees.
 
CGn7ts 
 MPY not ad'4 to totals due t* nuii-r, liit>v of answers. 



Table VI.2.12
 

Net impact on borrowers
 

dnw* dy* * 	 dc * * 
Total


Status 


Viable 1396 205 	 134
1191 	 1262 161 1235
 
(100.00) (14.68) (85.32) (9.60) (90.40) (11.53) (88.47)

((71.63)) ((10.52)) ((61.11)) ((6.88)) ((64.75)) ((8.26)) ((63.37))
 

Non-viable 553 272 281 143 410 	 63 
 490
 
(100.00) (49.19) (50.81) (25.86) (74.14) (11.39) (88.61)

((28.37)) ((13.96)) ((14.42)) ((7.34)) ((21.04)) ((3.23)) ((25.14))
 

Total 1949 477 1472 
 277 1672 224 1725
 
(100.00) (24.47) 
 (75.53) (14.21) (85.79) (11.49) (88.51)


((100.00))
 

Figures within parentheses indicate percentages.
 

Components may not add to totals due to rounding.
 

* rate of change of net worth over time. 
** 	 rate of change of income over time.
 

rate of change of consumption over time.
 



Interest Total 


Frequency 


12% 105 

(100.00) 

((10.16)) 


18% 267 

(100.00) 

( 25.85)) 

24% 295 

(100.00) 

(( 28.56)) 

309 219 

(100.00) 

(( 21.20)) 

36% 147 

(100.00) 

(( 14.23)) 

1033
Total 100.00) 


((100.00)) 


Table rjo).' .1
 

Net impact on Viable oorrowers
 
by r-te of inr..
-3

n 4 
 d
 

dnw dv do 

15 90 15 90 
 12 

(14.29) (85.71) (14.29) (85.71) (11. )
((8.98)) ((10.39)) ((11.81)) (( 9.93)) ((W9.23)) 
33 234 28 239 27 

(12.36) (87.64) (10.48) (89.52) (10.11) 

((19.76)) ((27.02)) ((22.04)) ((26.37)) ((20.77)) 


46 249 21 274 23 

(15.591) (84.41) (7.11) (92.89) (7.80) 
((27.54) ((28.75)) ((16.53)) ((30.2Z)) ((17.69)) 

49 170 24 195 

(122.37) 77.63) (10.96) ( 89.04) (12 3 

(29.34)) ( 19.63)) (18.89)) ((21.52)) ((20:77) 


24 123 39 108 41 

(16.33) (83.67) (26.53) (73.47) (27.89) 


((14.37)) (( 14.20)) ((30.70)) (( 11.92)) ((31.51.) 

167 866 127 
 906 130
(16.17) ( (12.29)83.83 (87.71) (12.58) 

((100.00)) ((100.00.) ((i00.00)) (100.00)) ((100.00)) 


Figures within parenthese- indicato oercent;es 

rComxot..s : not da to -ls due 1to rounding. 

SOutleus o-;rj. m I £ 'er~ntli rates of interest hlave 
been exc!,%dod from the etimr~teso 

93
 
* 57) 

(0.30)) 

240
 
(9.89)
 

((26.58))
 

272
 
(92.20'
 

.
 

192
 
( .67) 

( 21.26)) 

106
 
(72.11)
 

( 11.74 ) 

903
 
(87.42)
 
((100.00))
 



APPENDIX - II 

BOPOWERS FINANCIAL SURVEY 

MANAGEMENT SUMMARY 

I 

Background: 

I. 	 The process of economic development in Baladesh has been 

greatly :iarnpered by the shortage of institutional credit 
to reach the poorest section of the rural producers in the 

-country. Inspite of bein the nucleus of the nation's 
economic potential ind activities rural Banladesh had 
until r-ecently remained overlooked by the existing insti
tutional credit set-up. The governments of Bangladesh and
 
the United Staces launched in August, 1978, an action pro
gram to face th problem. 

II. 	 The objective of this prorram, which came to be known as
 
the Puisal Finance Experimental Project, is to develop a
 
system or systems which has/have demonstrated the ability
 
to extend institutional credit to the poorest section of 
the riral producers incluuinf, the landless and small pro
ducers enE:tqed in on-far,, and off-farm activities and to 
recover the .;,am.e from them. 

III. 	 The Bori.owers Financial Survey is one of the studies 
designed to illuminate basic issues and to generate neces
sary analyticai background for the formulation of future 
credit poiices and profgrams for the target group. 

IV. 	 The funda::%ental objective of the survey is to examine the 
financi,l visibilityr of the borrower as to his ability to 

repay 	the loan including interest and the impact of credit
 
on his 	 income, economic worth and / or wellbeingto deter
mine whether or riot the borrowers derived any economic 
benefit from .rich credit. 0i. the basis of a nation-wide 
survey on three sepairate universes viz., borrowers, drop

outs and non-borrowers a methodology has been developed 
to examine borrowers viability which can be used by lend
ing institutions in future formulation of credit policies 
for the poorest section of borrowers. The findings of
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the survey are presented below.
 

Findings:
 

For the population of the target group it is meaningless
 
to ask whether a particular activity or sub-activity is
 

productive enough to enable the borrower to 
repay the loans.
 
A borrower may have taken loan for an activity in which he/
 

she did not engage the loan or even if engaged, he/she may
 
not be able to repay the loan from the income of that parti
cular activity but may do so from his income from some other
 

sources. The productivity of the activity concerned cannot,
 
thus be treated as the criterion for advancing loan.
 

In addition to different activities in which a borrower
 

is involved, the capacity to repay his loan depends
 

also on his resource endowments and demographic as well as
 
sociological characteristics. A host of other reasons which
 
have been discussed in section V of this report make it
 
ineffective to determine typewise sponsoring of loan depend
ing on intrinsic viability of an activity/sub-activity. 

A significant majority (71.63%) of borrowers were found to
 

be viable in the sense thit they have been able to accumu
late enoufrh surplus to meet their loan liabilities after
 
deducting their total payments from total receipts of 1981
 
and adding the value of its stock to the surplus/deficit
 

thereof.
 

The relative proportions of viable borrowers have been
 

observed to vary directly with the size of income, the
 
highest proportion of viability being observed in the
 
highest income-size tgroups.
 

Borroiers hnve been observed to have increased their
 

economic base in tcrms of cha3nge in net worth during the 
study period at a [':reater rate than non-borrowers and drop
outs. Again, vistble boi'rowers have demuns;tr'-ted a better 

[ '/ 



performance in terms of over-time change in economic well
being than their non-viable counterparts. Economic base of 
borrowers have also increased in terms of changes in income, 
consumption, and asset in the sense that the proportions of 
borrowers increasing their income, consumption and assets 
have been higher than that of increasing net worth. This 
holds true inspite of the fact that borrowers have increa

sed their liability over time. 

X. The economic position of landless borrowers have been 
observed to be most favourably affected in terms of change 

in net worth. 

XI. Pattern of change in the net income of borrowers over time 

has been positive in the sense that the proportions of bor
rowers belonginv; to higher net income strata had been higher 
in the post-loan period than in the pre-loan period. 

XII. It has been revealed that a relatively higher proportion 

of borro.*ers have increased consumption than income. Pattern 
of expenditure on different items have also changed, specia
lly, in relation to expenditure on food and health care. 

XIII. Considerinr the status of borrowers in terms of net worth, 
income and consumption, 1192 borrowers (61.11%) have been 

observed to be the net gainers of the RFEP borrowing in the 
sense that they had been viable even after raising the level 
of their net worth, income and consumption. Under the same 
criterion 63 (3.23%) borrowers who had been non-viable and 
at the same time whose level of net worth, income and con
sumption had been diminished were the net lesers. 

XIV. The proportion of female viable borrowers (73.68%) have 

been found to be very close to that of total borrowers. 
The survey has revealed that the activity potential of women 
borrowers have increased sifrnificantly after borrowing from 
RFEP with most of women borrowers either increasing the 

scale of operation of their respective activities already 

t I 
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XIX. 
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undertaken or having undertaken fresh activities.
 

Net worth of a significant majority of women borrowers
 

(more than 74%) have been increased in the post-loan period
 
over the pre-loali one. It has also been observed that via
ble women borrowers had increased their net worth at greater
 
proportion and rate than their non-viable counterparts.
 

Age and household size have been found to have no signifi

cant relutionship with the viability of borrowers. The
 

incidence of economically active population within a house
hold, on the other hand, had some bearing on viability with
 
the proportion of viable households being higher among bor

rowers with lower rates of dependency. There has been a
 
direct relationship between borrowers viability and the
 

size of arable land holding.
 

A specific characteristic of the target group population
 

of rural Banladesh is that they are involved in multipli
city of. activities/sub-activities. Accordingly, there is
 
no sifnificant relationship between the type of loan taken
 

a:,d de facto activity being carried out. Noreover, a signi
fic ant r:')po-'tion of RFEP borrowers have been found to 
care lit'le about er.raint- in activity ap-ainst which loan 
was taken, and about usinir the credit in directly product

ive activity. 

.Ion-inst- - i.onti sources of credit in B.ni[ladesh play 

trad" t,'rall; an ir!,iortnnt role in rural finance. This 
has bee., eviden-ced b,, the survey findin. s, which show that 
even amen.- ;FEP bor'ro,.,:ers, the practice of borrowing from 

non-instit;t Lonal. soi'ces prevails. 

Among reasons for non-borrowing., or droppinF--out from RFEP, 
refusal of" loan applicition, hiirh interesc rates and proce
dural co:plicacy have been observed to rank as the most 

frequent ones.
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XX. 	 Number and amount of loans taken by borrowers have been
 
found to have little relationship with viability, with
 
non-linear trends in proportions of viability with reb-
pect to these variables.
 

XXI. 	 Although incidental expenses have been significantly
 
high in relation to de jure rates of interest, they do
 
not seem to have any bearinp on the v iability of borro
wers nor was 
there any definite trend in the relation
ship of viability with 
de jure 	rates of interest.
 

XXII. 	 There is no significant relationship between number of
 
activities/sub-activities and viability. 
 Due to multi
plicity of borrowers' activities, it is difficult to con
clude from the findings of a survey like the present one 
if a DairtiCUlar activity/sub-activity provides greater or 
lesser potential for the borrower to be viable. A rela
tively insignificant proportion of viable borrowers has
 
been found to undertake a single activity/sub-activity
 
financed by HFEP loan. 
An even less significant propor
tion of borrowers invested the total RFEP loan against
 
the activity for which they applied for.
 

XXIII. Certain changes in the 
occupational distribution of
 
borrowers have been observed among borrowers as a result 
of the introduction of the RFEP. Data reveal thethat 
percenta-es of borrowers with horticulture, livestock, 
pisciculture, small trade, small-scale industry, food
procersin" and transport as main occupation have increased 
and those with crop cultivation and 'others' have decrea
sed after boriowinv from IrFEP. 

XXIV. 	 From the point of view uf scle of' operation of activi
ties, borrowinfr had TosWitlve inpact in the sense that in 
almost all of thie classified activitp , i::ore than 63" of 
borrowers have increased their scale of operation. 
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XXV. Profitability is ono of the mo'st ramiliar criteria used 

to measure productivity of an enterprise. profit is the 

criterion by 'hich a private entrep:'enuer judres the merit 

of an erte'u)rise. Accordin,-ly the cbjective of the entre

prenuer is to maximize profits by minimizin,' ,he volume of 

canital emnloved. The basic criterion for evaluntion of 

an ersterprise of the private entreprenuer i.s to secure 

maximum profits per unit of capital. 

.XXVI. I,.Vhereas rrofitabilit,,v meansures capital productivity from 

the point of view of special interest of profits to the 

priva%,e enterprise, the ratio between Oapital and value 

added im-easures it from a social criterion of profitabili

ty givini wiat is known as prodAct-canital ratio. Such 

measure of profitability appears to be more desirable for 

evalu-_ition of the impact of lending by a program like the 
' EEP. 

XXVII. Due to the existence of different ways of defining capi
tal, measurement of productivity co-efficient may lead to 

ambiguities. For example, speaking about capital, a dis

tinction may be made between fixed and circulating capital 

as well as between equity capital and various types of 

credit. 

XXVIII. Dependin - on the share of exogeneous canital in the total 

financial involvement of an enterprise, its profitability 

will vary. The very fact that the method of financing 

influences profitability makes profitability estimate of 

lending und;er ?FEP extremely difficult. For reasons 
already stated, there is no meaningful way of determining 

the real shares of exogeneous capital (RFEP loan) in the 

activities financed. 

XXIX. As an alternative to conventional way of measuring pro

fitability, the investment-end-result of RFEP credit used 
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in different classified activities have been examined.
 

Small trade has been observed to generate the highest
 

rate of investment-end-result in terms of gross income
 

followed by food-processing while transport has generated
 

the lowest rate of result. A detailed list of activities
 

and sub-activities identified have been set out against
 

their respective investment-end-result in Tables VI.1.3
 

and VI,1.4.
 

XXX. 	 Amongst different crops cultivated, batel-leaf has 

generated the highest rate of investment-end-result, 

followed by brinjal and cauliflower. The lowest of such 

rates was observed in case of wheat. It has been revea
led that the investment-end-result of the iighest propor

tion of farmer-borrowers cultivating most of the major 

crops like aus (local and HYV), aman (local and HYV), 

boro (HYV), wheat, potato, sugarcane, jute, mustard gene

rated relatively lower rates of investment-end-results. 

Thus if sponsoring of typewise credit would have been based
 

on productivity of the activity/sub-activity concerned,
 
lending institutions would necessarily advance loans mainly
 

for small trade, food-processing and cultivation of batel

leaf and brinjal the rationality of which remains open to
 

controversy.
 


