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Executive Summary

Background

In light of overall RFP concern for determination of policies and
strategies to make rural banks more self-financing, the role of
savings mobilization in rural areas is considered of primary imp-
ortance along with the role of c¢redit d&isbursement and loan reco-
very. Prior to undertaking empiiically oriemted and quantitatively
rigorous field surveys, it was considered necessary to make an
"exploratory situational analysis" of the environment of rural
banking. This paper reports the results of such a socio-anthropo-
logical situational analysis and succeeds in'identifying many
factors and variables which influence or reflect rural borrowing

and savings behavior.

The study was carried out in six geographically unrelated rural
agricultural communities. 300 households were investigated in
depth over a period of 2% months by six trained Bengali resear-
chers; 50 households apiece. All work was supervised by the Authors
who personally researched the communiites in which the households
were located with emphasis on interviewing bankers and other elite

and influential personalities.

Objectives

1) To identify and describe prevalent rural household financial

management patterns.

2) To observe and assess respondent perception of the usefulness
of alternative savings and borrowing schemes and constraints

limiting their usefulness.

3) To arrive at tentative cecommendations regarding needed policy
and strategic changes that might result in improved savings
mobilization and loan recovery in the rural Bangladesh banking

sector.
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Major Findings

1.

Although a substantial literature exists on rural credit in
Bangladesh, very little research literature at a micro-
economic level on rural savings and investment was discovered.
The most abundant source identified were some of the RFEP
reports.

The average monthly income of the study group households was
Tk. 3,120 generated by 1.7 income earners per household. There
appears to be a positive relationship between the rate of
savingsl and a) income, b) size of landholding, and .C} oppor-
tunities for investment.

Female makes up about 6.5 percent of primary household earners,
and the same proportion of secondary earners. Such earnings

do not include the "personal™” earnings of females which are
not traditionally expected to be contributed to the general
household budget, and which are very small, in any case (Tk.124
Peér earner per month from livestock activities, for example).
Average monthly'earnings of the females were Tk.586. Women
appear to save universally, but the fact is often concealed
from their husbands. However, the amount of female savings is
negligible, and rarely involves the formal banking sector.
Traditional social and cultural barriers militage against rural
women venturing beyond their household compounds which is, of
course, necessary if banking services are to be accessed.

The study population had an cverall savings rate of 24% of
income per household. 80% of the households save within a range
of 10% to 35% of their earnings. The term "Savings" is defined
by the respondents as "what is left over after basic needs are

met",

.+ Only 34% of rural household savings reach formal financial

institutions. The respondents prefer to invest their savings
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where they believe higher rates of return are obtainable

than in the formal market. To the rural peasant an investment
in "GI" reofing is defined as saving. At this socio—econcmic
level, savings in the form of financial asset holdings is

virtually non-existent.

41% of the respondent households maintained bank accounts.
The main reason given for depositing savings in banks was
"safety"”. Awareness of other banking services, the variety of
types of accounts available, interest rates, etc., is meagre
at best.

Successful spontaneous private savings and loan groups were
found in all six study locations. This indicates tbat the pro-
pensity for small group cooperative endeavour is well estab-
lished in rural Bangladesh culture. Thus, the near universal
failure of the formal cooperative savings and credit system

is probably attributable to weak and corrupt public sector
management and administration.

The respondents mainly require credit and/or savings for pur-
poses such as purchase of land, house repairs and maintenance,
education, and marriage of children. They say their require-
ment for agricultural loans is rarely as great as, or coinci- .
dent with the amounts and kinds disbursed through the banking
system. Given the relatively high rate of “savings qua
investment" discovered among the respondent households, overall
dependency on formal agricultural credit appears not to be

as great as generally supposed.

Small farmers who require crop loans are often frustrated by
difficulties in obtaining formal credit from the banks on time
if at all.

As with the concept of savings, the distinction between expen-
diture and investment is blurred. A lavish’ wedding banquet is



regarded as an investment in terms of future social and eco-
nomic benefits.

11. The vast mojority of financial transactions is conducted through
various informal sector intermediaries rather than formal sector
ones. Most of these transactions observe traditional part-cash,
part-credi: methods, and are based on an intricate network of
reciprocal relationship.

12. Most respondents allege that bribery is usually involved in
obtaining loans from the banks. The claimed rate of such "bri-
bery" is 10% of the loan amount but actually is between 3% and
10%. However, borrowers who command local influence receive
their loans without bribery. Those who pay the bribes can
least afford to do so.

13. The prevalence of politicaily influenced loan disbursement and
pronouncements of loan repayment forgiveness are probably
undermining credit discipline in the study areas.

14. The findings point to two fundamental reasons for poor loan
recovery. One is the traditional lack of familiarity with finan-
cial discipline in rural society. The other is failure to hold
financially responsible those influential individuals and
groups (UACCs) without whose recommendation applications are |
not accepted by the banks.

15. Loan repayment bears little relationship to the use to which
loan funds are put. Loan utilization often differs from the
use for which the loan was intended by the bank, or requested
by the borrower. Particularly in the case of small farmer
loans, borrowed funds are usually comingled with other house-
hold funds.

Recommendations

1. Bank publicity campaigns should emphasize the advantages of
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saving for the kinds of things that are important to rural
Bangladeshis.

Discontinue drawing up loan Programs against inflated esti-
mates of agricultural credit needs.

Cost effectiveness of mobilizing rural women's savings should
be carefully appraised. It is doubtful that such savings are

sufficient in volume to make mobilization viable. Furthermore,
they may be more beneficial to the local economy expended as

they are at present than if they were banked.

To attract rural deposits, establish flexible banking hours,
publicize banking services through local fairs, and greatly
increase direct banker-customer personal contacts.

Bring bribery which is rampant throughout the banking system
under control. The Investigators believe that top management
in the banking system can control bribery by providing better
training and supervision, rewarding honesty, and giving enthu-
siastic support to observance of legitimate banking practices.

Bankers should eéncourage group borrowing and saving bY'improv—
ing procedures for opening accounts by spontaneous informal
savings and loan/credit groups (unions, societies, etc.).

The introduction of a commission-based recovery program might
be an important means to develop Tepayment discipline jin

rural Bangladesh.

and loan groups to essess the role such groups might play in
stimulating the rural economy and to determine potentially
effective means by which to institutionalize such.resources.

These and other recommendations are detailed in each chapter and

fully summarized at the end of the report.
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1. Introduction: STUDY OBJECTIVES AND METHODS

1.1 The major objectives of the field study upon
which this report is based were to identify, describe
and analyse common behavioral and attitudinal patterns
of rural Bangladesh financial saving and investment,
primarily; and of borrowing and accessing of credit, sec-
ondarily. Saving and investment was given emphasis par-
tially because rural use of credit and loans had been
given primary emphasis in the Rural Finance Experimental
Project (RFEP/1979-84). The present emphasis also re-
flects the fact that the major objective of the current
Rural Finance Project (RFP/1984-86) is on rural savings
mobilization as a strategy for enhancing the financial
viability of the rural banking system. Identifying
strategies for improving rural bank loan recovery is
also an important objective of the RFP so that while the
RFEF dealt relatively fully with the "who, what and
how" of rural bank lending and repayment experience, the
RFP is focusing on the "why" of non-repayment with a pur-
pose of identifying strategies for improving loan repay-
ment. In short, the general objective of the RFP is to
determine policies and strategies by which to make rural
banks more self-financing and less dependent on external
financial resources; thus, the emphasis on bank deposits

and loan recovery.

1.2 With the RFP focus on the objectives mentioned
above, the necessity for conducting a comprehensive, valid
and statisticallv reliable national sample survey of rural,
banks, their management and operations, their users (depo-
sitors”and borrowers), and of representatives of the power-
elite in the sampled banking communities as a core activity
of the RFP was clear. However, in order to devise a survey

plan, define areas of inquiry and construct questionnaires
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and observation guides it would first be helpful, if not
indispendable, to carry out exploratory, less quantita-
tively rigorous "situation analysis" of the environment
in which the core national sample survey would be conduct-
ed. That is the nature and purpose of the field study re-
ported, herein, namely to identify important saving and
borrowing patterns typical of rural farm and small busi-
ness households for subsequent quantitative measurement
of their statistical significance by means of the core RFP

national sample survey.

1.3 Specifically, the consultative team of Drs. C.T.
Maloney and A.B. Sharfuddin Ahmed were provided the foll-
owing terms of reference for their socio-anthropological
investigation: /1

1, Review empirical studies bearing on saving
behavior in rural Bangladesh focusing on
identification of opportunities for enhance-
ment of saving and constraints inhibiting
saving.

2. Develop savings behavior observation and
interview guides for use in rural household
case-study investigations.

3. Train a team of male and female Bengali
speaking social scientists *n administration
of the case-study investigations.

4. Assisted by the field study team, supervise
and conduct rural household case-study invest-
igations with an objective of selecting, on a
judgemental basis, households representative of
major rural socdio-economic classes.

/1 These are the specific terms of reference and study ob-
jectives which " rvived". For a variety of reasons a

few of the original task/objectives could not be addressed.
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5. Adopt for the investigation these specific
objectives:
a) To identify and describe prevalent rural
household financial manaéement patterns; that
is, practices of, and attitudes toward finan-
cial saving, borrowing and loan repayment,
b} To assess and appraise respondent percep-
tion of advantages, disadvantages, opportuni-
ties for, and constraints against :
1) alternative saving methods, instruments
and institutions, and
ii) alternative borrowing methods, instru-
ments and institutions.
¢) To derive recommendable policy innovations
and banking sector strategies by which to:
i) enhance rural banking sector savings
mobilization, and
ii) improve loan recovery in rural Bangladesh.
1,4 Methods adopted by the Consultants encompassed stan-

dard anthropological research procedures. Thus:

a)

b)

c)

Development of observation and interrogation
research instruments.

Logistical support for field operations.

Selection, training and task-wisge instructions
for field investigators ("Research Associates")
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1.5 Development. of research instruments. Based on

their many years of involvement in sociologicaI and
anthropological research in Bangladesh and, in particular,
in the RFEP for which they also contributed a sociological
study report (Bib. 25), Consultants C.T. Maloney and

A.B.S. Ahmed compiled the observation and interview sched-
ule presented in Annex 1  to this report. It is
stressed that this schedule is not a "questionnaire", and
was not intended to be used as such. It was not to be
introduced into meetings between respondents and investiga-
tors. It was to be memorized and used as a control of areas
of inquiry/observation to be covcred to satisfy study ob-
jegtives at least minimally. It was to be checked nightly
against notations of daily contacts with selected respondent

liouseholds,

1.6 Logistical Support Plan for field operations. Because
the main objective of this study was to identify and analyse
typical rural household financial management patterns rather
than deal with questions of national representativeness of

such patterns, no sampling operations were iuvolved in the
process of respondent household selection. It was considered
of utmost importance that the RAs should be comfortably estab-
lished in their six study communities as early as possible.

In two and a half months each was expected to gain the
confidence of 50 households through multiple visitations.

The le¢ss time and energy each had to spend on logistical pro-
blem solving, the more time there would be for research and

household visitation.



- 16 -

1.7 With those priorities in mind, six communities

were chosen because of the fact that certain non-governmental
organizations (NGO) or semi-autonomous government supported
rural development institutions (RDI) had well established
financial management improvement oriented programs in opera-
tion in those communities. The NGOs and NDIs provided board,
lodging, security and, of equal importance, companionship at
the end of each day's challences as a stranger in the community.

1.8 The host organizations, study communities, and names
of the RAs were as follows (Table 1):

a) Friends In Village Development, Bangladesh (FIVDB)-
Khadimnagar, Sylhet - Ms. Nazeema Parveen.

b) Christian Commission for Development in Bangladesh
(CCBD) - Manda, 35 miles North of Rajshahi -
Mr. Abdur Razzaque.

c) PROSHIKA - Saturia, Manikganj. - Ms. Roxana Akthar

d! SWANIRBHAT - Katolia, Swar upkati - Mr. Shafiul
Islam.

e) Rural Development Board (RDB) - Chaddogram,
Comilla - Ms. Nilufar Nasreen.

f) Bangladesh Rural Advancement Committee(BRAC) --

rural community 2 miles from Pabna - Joseph D'Costa.

1.9 Selection and training of Research Associates (RA) .

A rigorous search for the most highly qualified RAs possible
was undertaken. It was found that expericnced Bengali
speaking anthropological field research professionals are few
in number and those-who came readily to mind were employed
under such terms as to make themunavailable under the conditions
the RFP could offer. Ultimately, six highly regarded and ex-

perienced survey enumerators - 3 men and 3. women - were
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identified, some with experience as survey field supervisors.
Use of female RAs was considered indispensable insofar as

it was anticipated that for a significant proportion of rural
households management of financial affairs becomes a woman's
role be they widows, divorcees or secondary earners in nor-
mal households. A week of intensive familiarization with the
purposes and objectives of the RFP, and training in the methods

to be followed was carried out by the Consultants.

1.10 Task-wise instructions to RAs. Each RA was instructed

to prepare to take up residence in a particular rural community
for a period of 2 - 2% months during which time each must com-
plete 50 household case studies following the guidelines men-
tioned in paragraph 1.5, above by visiting each household as
frequently as necessary. 1In addition, each was instructed

that he or she must maintain a diary of visits, discussions,
relevant happenings and problems encountered each day. Exam-
ples of interesting saving or borrowing situations should be

written up as illustrative cases.

1.11 The RAs were also instructed to write an end-of-
assignment essay in which they would comment on several topics
of interest to many professional observers of Bangladesh's
rural financial system, such as:
a) Types of mechanisms used by rural households to
accumulate savings in cash/kind ("Cookie jars"
"handful of rice set-asides", etc.)
b) Existence, if any, of group cash accumulation
mechanisms like Korean Key Funds, Indian Chit
Funds, informal credit unions, etc.
c) The things rural people really save and borrow for
in contrast to what banks wish to open new accounts

for.
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d) Effective bank saving incentives, actually
observed or suggested as worth trying.

e) Extent to which banking system is or is not
responsive to savings inclinations and credit
needs of rural people in terms of physical
accessibility, customer relations, interest
rate structure, etc. '

f) Competition between the banks and other ins-
titutions in the rural communities for the savings
and loan requirements of tha household and
small businesses.

g) Rural attitudes on loan repayment issues.

1.12 Again, the RAs were asked to draft papers describing
" the pPrograms in savings and credit management of their host
organizations. This effort contributed to this report as
well to a separate RFP report by Dr. Maloney titled

NGO Programs in Rural Saving and Credit in Bangladesh com-
pleted in May 1985. (Bib. 24) .

1.13 Field work commenced during the last week of January
1985. The general guideline provide to the RAs on selection
of households was to try to represent the broad range of major
rural socio-economic classes in their study communities. This
objective was achieved in terms of occupational and income
distribution of the households ultimately selected.

1.14 At the end of the first month the RAs came into Dhaka
for review of their progress and productivity. The results

were positive and field work continued. The Consultants visi-
ted the RAs periodically in their respective study communities
to provide supervision, resolve technical and logistical prob-
lems and to conduct their own fact and opinion gathering among
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branch bank managers, Union Agricultural Credit Committee
chairmen, teachers, large scale surplus agriculturists,
and other representatives of the rural power-elite. The
results of this unified team effort are presented in the

following chapters.

1.15 Important Characteristics of the Study Pppulation:

As noted previously, the respondents for this study do not,
and were not intended to represent a cross-section of rural
Bangladesh. On no variable may results be projected to all
of rural Bangladesh. A projectible sample would have re-
quired selection of so many landless peasants and persons

not involved in the monetized economic sector in any signi-
ficant way as to overwhelm the major objectives of the study.
It was desired to select households which, if not actually
participants in the formal banking sector, could be consider-
ed to be part of the potential market for formal banking

services.

1.16 The result was that a more than averagely affluent
population was selected for this study. Compared with the
World Bank's most recent estimate of Bangladesh annual per
captia income at US$ 130.00, per captia income of the study
population at USS 188 .00 is considerably higher. Also, it
is believed that the income structure df the studied house-
holds probably differs from that of the rural population as
a whole. The average household in this study is supported

by 1.7 job sources of income as shown in the following tab-

ulation:
Income Structure of Studied Households Number of Job Sources
Primary Earner via Primary Job 300
" " via Second Job 65
Secondary " via Primary Job 119
" " via Secondary Job 24

Total Sources 508
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1.17 It was found that out of the 300 study households 123
of them (41%) had 133 bank deposit accounts, the average size
of which was Tk. 6,848/= in a range of Tk.200/= to Tk.14,000/=.
The expected correlation between household income and size of
deposits was observed. On the other hand, looked at from the
point of view of those trying to increase participation in the
formal ruraii banking sector, nearly sixty percent of the rela-
tively affluent population investigated in this study are still
non-participants. Thus, there remains much potential for ex-
pansion of savings mobilization by the banks.

1.18 In explanation of the relative affluence of the study
population, it may be noted that the selected households were
located in communities which, while rural, are ones potentially in-
fluenced by well established NGU and quasi-governmental savings and
credit management promotional programs. Also, it is prabable that the
study communities may not be as isolated and remotely located in
tems of nationsiI cammnication and transportation systems as in the
average rural community in Bangladesh. Nevertheless, while not
projectible to the population at large, household financial manage-

ment patterns defined in this research are prevalent.

1.9 Frequently, statements based on the informed professional
opiniwons of the senior researchers will be found in the text of this
report for which no specific reference to the bibliogr .phy or to the
empirical research findings will be identifiable. -The researchers
themselves accept full responsibility for such statements which may

or may not reflect opinions of the contractor or the sub-contractor.
The inclusion of these non-empirically supported statements is
done on the basis of the extensive experience of both researchers
in anthropological and sociological research and teaching in

Bangladesh.
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Table 2

General Characteristics of the Study Population

Sources of earnings

Primary Earner* Secondary Earner* Total

Agriculture 136 29 165
I
Trade/shop/business 103 38 141
Salary 62 29 91
Day/Wage laborer 47 32 79
Other investment 10 8 18
Cottage industry 4 2
Industrial work 3 5 8
365 | 143 508
Land

Number of households

5 + acres 70
2 -5 " 78
k -2 " 79
Under % n 59
Landless " 14
300
Education
Some 62% (avg. 6.75 years each)
None 38%

* Break-up indicating households having multiple sources of
income is in section 1.16, Table 1.’
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Table 2 (cont.)

Dwelling

Concrete/Tile/Tin Thatched Total*
Roof 63 46 109%
Walls 37 67 104%

Household equipment, livestock/poultry

Electricity R

Wooden bed 79%

Table 61%

3 + books 62%

Lantern : 69%

Paddy storage capacity 167 maunds

Cow 69% (2.5/household)
Ox 37% (2.3/household)
Goat/sheep 34% ( 3/ householid)
Poultry 83% (10.7/household)

* Some houses are combinations of concrete/tile/tin as well

as thatched structure.
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2. FAMILY SAVINGS

2.1 Bangla Proverbs on Savings

The following proverbs suggest the attitudes of Bangladeshi
people towards earning and saving money.

1. mayaloker tabil khali ayna, herir kache tyahi cailej
paoya jay.
Womenfelk's treasury is never empty; if you are in
need of money fram them all you have to do is ask for it.
2. pula maiya aiche, kichu jamao, ata khaile aiba kemne ?

You have children now; save a little.

If you "eat" so much how will you manage ?

3. maiyar Biya dibana? tyaha kai? jaman lagba.
Won't you give your daughter in marriage? Where is
the money? One must save!

4. taka jamdo, pula maiyare manus karan lagbana?

Save your money!
Don't we have to bring our boys and girls to the

stage of wisdom?
5. takgy taka ane.
Money brings in more money.
6. bgrf, gErI, nari.
House - then carriage - then woman (marriage).
7. jamijama na thakle samaje man nai
If one does not pos:zess land, there is no respect
in society.
8. bgri-ghar bhala na aile, bhala jagay maya-i biya devan jaibana.

If one's house is not decent

One can't give a daughter in marriage to a decent place.
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9. taka jar duniya tar.
Whoever has money owns the world.
10. taka kare kan, marder nam.

Money does the work:
Men get the recognitiom.

11. takay kina hay.

Money can achieve everything
12. taka madhur cheye misti.

Money is sweeter than honey.
13. takar nam babaji.

Money is the ultimate parent.

Household Income

The quantitative data is based on a study group of 300 house-
holds. In these households the average family monthly incame
was Tk. 3,120 (Table 3 - 6). This is high compared to the ave-
rage family monthly inocome of 1,207.75 for Bangladesh ('81-'82 survey,
statistical yearbook, 1984-85, Bangladesh Bureau of Statis-
tics). However, although the study group contains represen-
tations from all income levels there are disproportionately
more rich households than poor ones. The reasons for this
situation are mentioned in Chapter 1.

Over-representation of relatively well-to-do households in
the study was considered justifiable and advantageous on grounds
that this is where potential savings, and therefore, a more

promising market for bank services exists.

The samples in the first 4 of the 6 study areas have similar
incomes. The Sylhet sample has a lower average income probably
because it is from an isolated location. The Manikganj group
has a high income. The area includes a number of prosperous or

wealthy families including merchants, brick makers, and large
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farmers. The high figure could be explained by the strong
presence of this socio-economic category. (No figures on ave-
rage income by area representing the present value of the taka
are available; the figures gathered in 1981 have not been pub-
lished as of this writing). The data on Table 3 could not
therefore, be corroborated by findings from other studies.
Table 4 shows that 70 of the 300 families fall in the poorest
category of the sample, with average monthly family income of
unaer Tk. 1,000. This is probably representative of the bulk
of the rural Bangladesh population.

The average family inéomes shown in the tables are from the
earnings of 1st and 2nd main earners. Out of 300 families, 119
had second earners, and Table 4 shows that most of the earners
hac incomes of more than Tk. 1,000 a month. First earners
average Tk. 2,440 a month and 2nd earners average Tk. 1,710
per month. As might be expected, the families in the lower in-
come categories in Table 4 have fewer 2nd earners than the
rich families. In the well-to-do study households there are
educated, employable sons and daughters. Family size makes a
big difference; it is average 5.6 for all Bangladesh, but 7.5
for the study group, indicating the possibility of multiple

earners in some households.

Many families have some supplementary source of income, often
from women's income-generating activities (Chapter 3). In the
poorer families children also have earnings, not shown in the
tables. A boy who drops out of school is likely to bring in

enough to support himself by age 12 or 14, while a girl of that

age contributes to the supplementary income of women.

The spread of incomes (Table 4) indicates that many socio-econamic
status levels are prevalent among rural population of Bangla-
desh. Rural banking services so far appear to have catered mostly
to the relatively wealthy socio-economic catégory. On the other

hand NGOs and semi-autonomous governmental agencies attempt to
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provide banking szrvices to the poorer majority.

Sources of Income:

Traditionally, landholding has symbolized wealth and status.
Table 5 shows that families having less than % acre of land
have about 55% of the average family income, while those who
have more than 10 acres have more than double the average in-
come. Many landed families have family members who earn a
second or third income. The "landless™ category in the table
includes both the poorest laborers and some salaried persons
with secure incomes. While substantial landholding provides
leverage for economic advancement in many other ways, it is
clear from Table 5 that most people in the study with relative-
ly uneconomic landholdings of an acre or so have been able to

diversify their sources of income and earn more than Tk. 2,500

per month.

The main sources of income are diverse (Table 2 and 6) and ref-
lect a dynamics in the rural economy that some observers do not
expect. Table 1 (Section 1.16) shows that 65 of our 300 1st
earners have a 2nd main source of income, and 24 of our 2nd
earners do so. Table 6 shows that only 20% of the respondent
families have solely agriculture as a main source of income; the
more prosperous families combine agriculture with business,
salaried employment, or industry. In the study group one out of
three families has trade/business/shopkeeping as one of the
main sources of income. Landless wage labourers are

the lavgest group having minimal monthly income (Table 6), not
more than Tk. 1.000 ner month. But if the wage laborers can
combine their work with agriculture, business, or industry, as
the majority study group do, their income potential increases
greatly (Table 6). These figures on diversity of sources of
income are consistent with the findings of other studies, such
as the BIDS Rural Industries Study Project (Bib 1l6a).

The BIDS study (Page 87, Bib l6a) showed that 16% of the
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employees in rural industries and 13% in cottage industries
derived their primary income from these sources. In their study
population about 44% depended on rural and 35% on cottage indus-
tries for their supplemental sources of income. Of the respon-
dents, the largest group (49%) whose main earnings were derived
from agriculture depended on cottage industries as a secondary
source of earning.

2.4 Management of Household Income

It is both a religious as well as a cultural tradition in Bang-
ladesh that the man of the house brings in the family income
and also controls its expenditure. In the Bengali Hindu inheri-
tance code, the father owns the land until his death, after
which it is divided among his sons or heirs. Muslims also gene-
rally do not divide the property until after the death of the
father. But at present, the issue is more complicated because
of the possibility of educated sons/female earners. We wished
to see how the main household incomes are managed in such cases.
Table 7 shows management of the income of the first two earners
of the family in the study households.

When a male other than the household head has an 1ncome, the
household head often controls it (Table 7). In a third of the .,
cases the earnings of a son, and in the majority of the cases
the earnings of a younger brother, are controlled by

the male household head. When a woman brings in the 1lst or 2nd
household income, the husband or father appears to control it
(13 out of 40 cases). The rest are mainly women who head a
household (see also Table 10). These tables probably understate
women's role in both managing household income and in keeping

"running household cash" (Chapter 3).

As for spending the money brought in by the main earners, Table 7
shows that in some cases, especially for the 2nd income, even
though the father controls it, the son or brother actually goes
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out and spends it. Table 7 shows that household running cash
is also held by the person. who controls the main household in-
comes.

Income and Household Appearance:

There are some popular associations between being prosperous,
and what the household should look like. The most significant
is having a paka roof (concrete/tile/tin) of proper or durable
construction, rather than kacha (thatched) implying something
impermanent or countrified. "Everybody" knows that a house with
an G.I. ("tin") roof means prosperity. In the study areas, there
is nearly a steady increase in iron roofs as income rises (Table 4).
Only two rich families in the sample have concrete roofs, and
10 have tile roofs. The tiles are produced mainly in the western
side of Bangladesh, as the industry diffused from Calcutta and
never spread across the whole country. Tile roofs are used by
households having middle-low income or middle incdome. It is
"tin" that carries prestige, so much so that though it is very
hot, mostly imported, more expensive than tile or thatch, and
aesthetically not pleasant to people not of the culture, it

is preferred. Appearances may be deceptive; a quarter of the
houses having thatcheé roofs in the study also have good incame.
But on the whole, where one sees a "tin" roof, there is likely

to be good income and a potential for saving.

To a less extent, walls made of "tin", brick, or wood, indicate
prosperity; only 9% of the houses of those with moderately low
incomes have paka walls, but a third to half or more of the
prosperous households do. 1In some areas walls were made of mud.
Only half the poorest households have wooden beds while all

the rich households do. A quarter of the poorest households have
tables while all the rich households do. Possession of a lantem
("hurricane”) is somewhat indicative of socio-economic status.
Households having some books (apart from the Koran) means edu-
cated members. Only about half the households in the lower income
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categories have 3 or more books while almos* all the house-
holds in the sample in the upper 5 income categories have a
number of books in their home. Table 4 which tabulates these
findings probably shows to what extent one can expect savings
from each of the 5 income categories by the appearance of the
home and its furnishings.

Household Savings or "What is left after basic needs are met":

The data suggests that the great majority of rural households
in Bangladesh save. Table 4 shows that 80% of the households in the
study save part of the lst and/or 2nd income. In addition, the

supplementary income bruught in by women is usually saved.

The findings of the study indicate that about 66% of a family's
total household savings is usually reinvested. The rest is
retained in cash (Table 5). It was the observation of the In-
vestigators that the majority of the study population prefer to
invest their savings personally in a manner selected by them.
The accumulation of cash or institutional savings did not seem
to be a very attractive alternative to them.

It should be noted that the boundary between expendi-
ture for subsistence and savings (or investment) is often not
clear. If one spends for a social purpose beyond basic subsis-

tence, such as for a guest, the rural pecple may consider it an

investment in possible long-range economic benefit.

Income and Propensity %o Save:

In the study group, 24% of the .acome from main household earn-
ings is saved or reinvested; Tabhle 3 shows this by study loca-
tion, and Table 4 by income category. The three study locations
having the lowest average family income also have less savings
Of the locations havirg higher rates of savings (Table 4..),
Pabna has 92%. Chauddagram with 94% savings, is an area having

some dynamic agricultural and other rural development. Manikgan:
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(88%) is a sample of extraordinarily pProsperous rural people,
many of whom are in trade. It seems that the rate of savings
among these 6 locations is related not only to income, but also
to the possibility of profitable investment. The most isolated
location, Manda, is an upazila centre 3 hours by bad road from
any town and there is very little scope for profitable investment
there except in agriculture. Only 52% of families there save,
in contrast with 8D% for the whole group.

The percent of families who save ranges from 58 among the poorest
to 95% in the middle socio-economic category (Table 4.a). Even
among households earning Tk. 500 to1,000 a month, 65% save (and/or
invest). This seems to be true according to the casual observa-
tion of the Investigators who felt that most respondents are
careful with their money, and think of their future welfare.

The amount of savings is 24% of the main household income in the
study group. This seems on the face of it - to be a high rate by
other national and international estimates of saving. It has
been calculated by the economists of the Rural Finance Project
(based on the Household Expenditure Survey of 1978-79), that aver-
age rural propensity to save was 6% for those in the bottom
three quarters -according to income, and 13.6% for the households
in the top quarter. The TFYP indicates a domestic savings rate
of 8% in 1984-85.

Examination of the figures by income category shows that the
results are familiar. The lowest incame households in the study save
only 2.2% of their income (Table 4.b) . The next 3 lowest income house-
holds save 12 to 13 % of income, and these households are half of the
sample. The authors believe they may rerresent the economic status
of the great bulk of the rural population. It is felt that the
households in the top income categories in their study group
represent the rural well-to-do and account for the relatively high
average income and savings of the study group (Table 4.b).
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Concluding Remarks about Household Savings:

The Investigators would like to conclude that the great mass
of ordinary and poor households in the country save/invest
between 2 and 13% of their main incomes. The more prosperous
households can save/invest 20 to 25%. The.rural rich can save/

invest perhaps 30 to 45% of their income (Table 4.b).

It was the impression of the authors that the male household
head in most families above subsistence level typically spends
a lot of his time and energy in thinking, planrn.ng, manipulat-
ing, and acting, to increase his investment and income. Many
such men appear to have few diversions in life. This probably
accounts for the level of saving and reinvestment found among
the study households. The amount of savings in a household
appears. to be positively ca}elated to income, increasing with a

rise in earnings.

Savings and Landholding:

Savings potential appears to increase directly with landholding
(Table 5). Those who do not have enough land to provide savings
still save about 15% of their income from other sources since
most of them have either an additional source of income and/or
another earner in the family. Families who nave b2tween 2 and 5
acres save nearly a quarter of their income, again including
additional sources of income. Those who have more land are sur-

plus farmers, and naturally they continually profit and invest.

The popular belief that those with lard can build on this asset
save and invest, and build up an economic and social support
network, is supported by the findings. In South Asian tradition,
land is cgenerally the main asset t> seek, and second i: jold.

Nothing elsz is sure.

The landless are not all poor. In the study group there are a
number who are salaried, and their savings potential is higher

than that of agriculturalists having less than 2 acres. But
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there are also very poor landless day laborers who can hardly
save.

It is interesting how few of the households have absolutely no
land. Most of those who make a modest living by any other means
try to hold on toc some land if they can. It is important to
note the large proportion of people who might want bank loans
who also have land to mortgage.

2.10 Socio-economic Position of Savers:

Table 6 shows propensity to save by occupation. It runs from

1% for hawkers, to 7 or 9% for those with subsistence or day
labor income, to 14% for those on salaries, and to 21% for far-
mers and shopkeepers. Those households which save more mostly
have 2 or -3 occupations. Those who save most are in agriculture
plus industry.

Below are the main socio-economic categories in the population
and the context in which they save.

a) Landless laborers

These people sell their labor, either in field work or in
construction; nearly two thirds of them live by working on
rich farmers' fields- for daily wages. This occupation is
seasonal, especially for sowing, transplanting, and harvest-
ing, it which times there is often a shortage of labor in
mahy Places. On such occasions the wage rate rises. On an ave-
rage, three quarters of these people remain unemployed for
some time in the off-season, and have tc live from their
savings earned during peak seasons. These people believe
there is nobody to offer them financial help, nor do they
have land to mortgage for loans. They might borrow from the
employer, but at a high interest. Therefore mos+ of them
save, maybe Tk. 40 to 100 a month during the peak seasons.
But some 10 to 20% of them find work in the off-season in
development projects (construction of roads, buildings, and
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earth works) and these people are in a better position to
save. They may save to try to lease a little land for one

season and cultivate it.

Landless non~farm laborers

These peorle are engaged in construction or some small enter-
prise and have more income and/or more security than the
field laborers. They may save Tk. 75 or well over Tk. 100 a
month. Table 6 shows that laborers save as much as 9% of
their income. But those having large families save less until
the sons begin to earn. Prominent objectives of the savers

in this category is also to lease or mortgage some land, to
educate their children, or invest in an enterprise such as a
little shop.

Small farmers

These people are mainly subsistence level producers. About
twe-thirds of them save to meet input costs of the next
crop. A minority relies on.crop loans from institutional or
local sources. They need to save about Tk. 800 to 1,500 for
their crop inputs, but all of them also try to sava for a
daughter's marriage, ornaments for the daughter, releasing
of mortgaged land, or leasing of land. Small farmers who
are also involved in trading are in a better position to
save, as Table 6 shows. Most of them did not appear to keep
much cash at home but seemed to invest it in their enterpri-
ses. Small farmers having sons employed in business or
"service" are in a still better position. They invest their
savings in business and in buying or leasing of land. All
these categories also tave for building or repairing their

houses.

Medium and large farmers

These are the main potential savers in entirely rural
areas. A quarter or a third of them have bank accounts,
depending on their location. But usually they do not retain

much savings in the bank, and prefer to keep only about
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Tk. 300 or 500 in cash in tae house. The rest is invested in
land, animals, stock business (rakhi), shops in the bazar,
or education of their ctildren. They also save for the
eéxpenses of a daughter's dowry and marriage expected of
this class of people, and for gold Oornaments, and building
or improveme..t of their houses. These farmers are primarily
agricultural enterpreneurs, and they do not directly engage
in field work, as they consider such manual work degrading.
Most of them would like to buy more land and thus increase
their overall socio-economic stztus. The descendants of
these surplus farmers in the study locations are often edu-
cated and work away from home. They come to their ancestral
villages as visitors and often send their savings to their
parents or relatives for buying land or any other investment.
This reverse flow of capital is newer Phenomenon, and one
Purpdose is probably to avoid taxes. Some of the surplus
farmers invest their cash with local businessmen and get
between 5% and 20% interest a month on the first week of the
month, the interest derendinc on the loan and the type of
risk irvolved.

Salaried persons

The Investigators feel that in the Béngladesh society there
are 2 main modes of life, apart Irum agriculture: salaried
émployment ("service") and trade (byabsa). The distinction
is fundamental, aud families would like to have earning
members in both, one for security and the other for poten-
tial profit. In most rural areas salaried persons are very
few, but in the study group out of 365 occupations held by
the main earners in the 300 families 17% are salaried, and
out of 2nd earners, 20% have some salary (Table 2). Salaried
persons save about 13% of their income, and they usually
have bank accounts. Salaried persons who also have income
from land save more, and those with income from business
save the most (Table 6). Reasons for saving are emergencies,
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building houses, educating children, and buying land or
saome other investment. All the school teachers interviewed
have bank accounts, and they save for house building, and
for leasing or buyying land in preparation for their retire-
ment. The bankers interviewed invest their personal savings,
not in the bank but in local business which gives interest
the first weex of every month. Some salaried persons also
maintain pemsion deposits in the banks, with a view to re-

ceiving a lump sum to serve as old age security.

Small businessmen

Businessmen in the study group (Table 6) earn on the average
the same as farmers who have no other source of income; their
rate of savings is also the same, 21%. But this includes

many petty mudi dukans (grocery stores), tea shops, and other

vendors. Those who have more substantial shops all have bank
accounts, and they keep a few thousand taka in a current
account. Their savings are reinvested in the business or in
lending. A shopkeeper might generate the capital for his
father's or brother's agricultural credit needs, or might
lend locally for consumption at up to 10% monthly interest.

Large businessmen

Businessmen who also have farms save 28% of their income
(Table 6), while those who have farms and also salaries can
save as much as 47% in the study. Contractors earn a rela-
tively high amount and save about 32% of their income. Virtu-
ally all substantial shopkeepers and businessmen have Lkank
accounts. They maintain current accounts for theéir day to
day needs, both for safety and for writing overdrafts,

which are usually for double the amount on deposit. They may
also keep large amounts in the bank, but often for only a
few days or until they can invest it themselves. Some of
them maintain fixed deposits for security and to facilitate

the receipt of loans.
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Purpose of Savings:

The actual purposes for which the respondents recently saved
are shown in Table 8. Each study household was asked to give
the last 3 purposes, for which they save. It is to be noted
that 87% have recently saved for some purpose (though 80%

of the population say they save from their income, Table 4).
Most of them have also saved recently for 2nd and 3rd pur-
poses. The average amount recently saved for the first purpose
was Tk. 1,424, and for all 3 purposes, Tk. 2,335.

Buying land for the respecndents is most important, for about
44% of respondent families have recently saved for this pur-
pose. This supports the assertions made in the last section
about the importance of landholding.

Future security is the next important purpose. Actually, the
larger part of the savings for future security are invested
for the future in land, cattle, or any other productive

enterprise.

About 11% of families mentioned trade or shopkeeping
as one of their purposes of recent saving. Almost equal in imp-
ortance is saving for a "child's" education (boys) or a

"child's " marriage (girl's).

The point to be noted is that the financial institution's
purpose for disbursing loans is based on a criteria of econo-
mic return. But rural life has a different perspective, as
Table 8 shows. The potential borrower's need for money may
diverge greatly from the purpose for which the financial ing-
titution may want to give (lend) him money. Bankers wnuld
probably not be enthusiastic about giving loans for buying
land (if it is considered uneconomic) or for a son's education/a
daughter's dowry. But to the rural people in the study these were
rery important incentives for savings.
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The mechanism of hypergamy, by which a girl marries a groom
of somewhat higher status or potential, and her whole family
benefits by the new social network, is very important to the
rural people in the study areas. House building and house
repair, which accounts for 10% of the savings purposes, is not
purely consumption, but has its own social value which leads to
economic returns; this is apparent in the findings about ‘paka
(tile/brick) roofs and walls. If a family saves for a feast
or a festival as much as for a dowry, such expenditure can-
not be called "non-productive" for that family. It may not be
"productive" in the aggregate expenditure of the country but
the family regards it as an investment for receiving social

as well as economic benefits in future.

While agricultural loans are often needed by sharecroppers
and small farmers for crops, only 9.4% of the study group
mentioned this as one of the last 3 reasons for saving. Many
farmers accumulate seeds and other inputs and do not think so
much of these as savings. Also, the proportion of farmers who
really need crop loans is smaller in the study group. Chapterl
explained that the population contains more rich farmers than
poor ones. Rich farmers normally do not require short term
crop loans, since most often they have sufficient liquidity
themselves. Other studies have demonstrated this fact. There-
fore the absence of numerous crop loanees in tte study is
explained by the disproportionate representation of rich farm-
ers among the respondents. Buying a cow or a bull requires conscious
savings as the study shows. Some have saved for their cottage
industry, or for buying a supply of household rice while the price

is low, or for buying a bus, rickshaw, or a sewing machine.

These substantial recent savings support the statements by
respondents presented in Table 20, that most of them are not
planning on taking loans for their next capital needs. But
the fact that many of them do in fact have current loans

(Chapter 6) probably suggests that the money is frequently
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diverted to some personal or optional use, while they try

to cover their most urgent needs for capital from their own
savings.
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Table - 3

FAMILY INCOME AND SAVINGS IN 6 STUDY LCCATIONS

Average monthly Percent of
Average monthly income(Taka) family savinas families

Location N 1st earmer 2nd earner Total amnunt Percent that save

1. Manda, 50 2440 500 2950 590 20.3% 52%
Naogaon

2. Pana Sub- 50 2270 810 3090 7150 24.3 92
urban

3. Kathalia, 50 2224 340 2580 790 30.6 78
Jhalakati

4. Chauddagranm, 50 2226 740 3010 580 19.1 94
Comilla

S« Sylhet, Kot- 50 1680 330 2010 220 115 78
wali rural

6. Saturia, 50 3750 1360 5110 1570 30.6 88
Manikganj — —— c—

300 2440 680° 3120 750 24, 0% 80%

*119 families had a second earner; column shows average of second earning for
all 300 families.
3120 x 12

- Annual income per household 3 =25 = approx. Us $1413

-%359;55%25 = approx. US $188 Vs. $130 (WB estimate
° * total country)
Note: Calculations based on study population of 7.5 members per household, Tk. 3120
average monthly income per study household and the prevailing conversion
rate of Tk. 26.5 to US 31,

~ Annual per capita income

¢ Author's estimate of § 188 is applicable to.the study areas only. The WB
estimate of $ 130 applies to the whole of Bangladesh.
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(a) MONTHLY INCOME AND SAVING

Income Category Primary Earner Secondary Earner | Combined Percent Percent
(taka/month) N Amount/ N Amount/ monthly | _ = who -
month month | income gs 4 save
7000 - 10000 + (high) 22 8334 19 2683 10651 35 18
4000 - 6999 (mid=high) 42 4747 27 1887 5212 24 86
2000 - 3999 {(middle) 79 2506 33 1561 3201 24 9%
1000 - 1999 (mid-low) 92 1354 22 1574 1730 13 84
Upto 999 {(lawd 70 571 18 617 729 10 58
300 2440 119 1710° 3120 24%°° 80%
{b) HOUSEHOLD PURNISHING AND SAVINGS
Income Percent Percent of houses having
Category Iron/concrete {Iron/trick| Wood 3 or mare
( taka/month) sa 3 roof alls bed Table Lantern book s
10000 + 46.0 86% 71% 100% . 100% 100% 100%
7000 - 9999 29.3 93 40 93 73 67 93
5000 - 6999 27.7 85 50 92 85 65 92
4000 - 4999 18.6 75 31 88 68 87 94 -
3000 - 3999 5.9 81 19 91 72 84 94
2000 - 2993 22.4 74 21 79 74 57 45
15C0 - 1999 12.8 53 24 84 55 73 57
1000 - 1499 13,7 40 74 51 65 49
500 - 999 12,2 31 59 43 61 37
- 499 242 13 13 5C 75 69 44
ST eee 22% 79 61% 69% 62%
Note: Estimates are weighted average calculations of field level findings.

Shows average for the 119 secondary earrers
Percentage total savings to total earnings.

Cnly 2 houses had concrete roofs. 10 houses

onlye.

had tile roofs (found only on
the western side of the country); they are not included in the column because
their use does not seemto be related to incomre.
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Table - 5

LAND, INCOME, AND SAVINGS

Average monthly

Land owned No. of Average monthly income (Taka) family savings
ng_res__)____ families 1st earner 2nd earner Total Amount Percent
10 + 21 5950 1650 7600 2450 32.2%
5 = 9.9 49 3610 1000 4610 1220 26.5
2 - 4,9 78 2560 710 8270 810 24.7
1 - 1.9 53 1830 510 2340 490 20,8
3 = .9 26 2050 570 2620 400 15.3
Landless 14 1000 740 1730 280  16.2
E ;;4; 680 3120 750 24, 0%
Notes:

= Yearly savings = Tk. 9000 (750 x 12) per household of which:
- reinvestment = Tk. 5952 (66%)
= retention in cash = Tk. 3048 ( 34%)
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Table - 6

OCCUPATION, INCOME, AND SAVINGS

No. of Monthly family Monthly Percent of

Occupation families income(1,2 earners) savinge savings
Agriculture 61 3050 650 21X
Agriculture/business 48 5150 1420 28
Agriculture/salaried employment 29 3140 530 17
Business 24 3090 630 21
Agriculture/wage labor 23 2110 270 13
Wage labor 20 1000 - 90 9
Salaried employment 15 1070 140 14
Wage labor/business 9 1250 200 16
Wage labor/industry 9 1280 120 9
Agriculture/business/salaried 7 3790 1770 46.7
employment
Agriculture/business/wage labor 7 3320 820 25
Agriculture/ industry ' 6 7800 4070 92
House tutor S 2560 360 14
Mechanic S 3120 520 17
Contractor 5 7160 2300 32
Tailor 4 2610 . 250 10
Fisher 4 2050 320 16
Agriculture/money lending 3 2040 400 17
Hawker 3 900 10 1
Healer 3 3950 660 17
Business/salaried employment 2 3589 250 -7
Agriculture/industry/other 2 4900 3280 67
Watch repair 2 2.500 180 7
011 crusher 2 2020 820 41
Broker 2 1950 - -
Carpenter 1 1000 200 20
Agriculture/business/industry 1 600 150 25
300 3120/per 750/per 24%

household household
Notes:
Yearly savings = Tk.9000 (750x12) per household of whichs

= reinvestment = Tk,5952 (69!) _
- retention in cashe Tk. 3048 (34%)
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Tatle -

7

MANAGEMENT OF MAIN HOUSEHOLD INCOME

Main earners Management Spending Keeping wain
in of main of main household
household incomes incomes nmning
1st 2nd 1st 2nd st 2nd cash
224 19 222 29 221 24 227
24 38 24 29 21 a1 23
20 14 17 k'] 29 10 19
7 25 7 7 4 25 7
5 3 16 3 11 8 11
20 20 14 13 14 11 13
300 119 300 119 300 119 300
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‘Takle 8

PURPOSE OF SAVINGS

Furposes of last 3 savings in the family No. Percent.
Buying land 134 20.,0%
Family security for the future 89 14.6
Trade or Shopkeeping 72 10.8
Child's Education. 7 10.6
Child's marriage 68 10,2
Agriculture 63 9.4
House building S3 7.9
Buying Cow /Bull 27 4.0
Loan repayment 18 207
House repair 15 262
Isdustry/Cottage Industry 13 1.9
Por self 11 1.6
Buying Rice for household use 8 1.2
Bus 3
Ricksha 3
Goat 3
Sewing machine 1
Land release 1
Medicines 1
Festival 1
Assoclation 1
Ornaments 1
Watch 1
Cycle 1

. 669

Noswho ¢ of sample Average amount

saved:  of 300 Saved (taka),
lst purpose 263 8 1424
2nd purpose 215 72% 513
ard purpose 191 64% 399

669 2335
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WOMEN'S EARNINGS AND SAVINGS

Women's Earnings and Money Management:

It is the observation of the Investigators that women in all sec-
tions of the society tend to save, and in many cases they are the main
family members who hold on to money. They are compelled to save because
of econamic insecurity of the family, possibility of death of the male
earner or divorce, and for the welfare of their children. 'Ihére is a
Bangla proverb mentioned in Chapter 2: "Womenfolk's treasury is never
empty; if you are in want of money, all you have to do is ask for it."

As a child agirl is usually taught i:hr.i.ft as one of the virtues to be
learned so she will enter marriage and be an asset to the family of her
husband. Thrift is one of the qualities on which a young bride is
judged. She should not want to consume just for her pleasure. When she
has children she naturally takes the initiative to save and be thrifty
for their welfare. As hzr children get older she assumes more
authority in the household. By middle age she is frequently dominant
in household decision-making, including spending decisions, although
this was not brought out quantitatively in the study.

Categories of Women's Earnings:

In Bangladesh rural households the Investigators classified

4 categories of women's earnings:

1) Income in cases of those who are a major housc.old earner,
2) Supplementary income generated by women's activities around
the household, 3) Deductions from the household budget, which
they may hide, and 4) Money remitted by an earning sun for the

woman or for her to hide for him. These are described below:

Household main earners : In the study of 300 households, 20

women were the main earners and 20 were the second earners
(Table 7). The range of sources of these women's earnings is
wide (Table 9). Out of 6 major sources of income 12 are from

salaries. This is a higher rate of salaried women than one



would find in the country as a whole, because in the szlected
research areas for this study there was better than average
opportunity for women's employment in same government job or pri-
vate project. But the highest women's income is from the trade
or shopkeeping category. A few women in the sample own. subs-
tantial businesses, but most others are engaged in petty and
marginal trade. Women engaged in cottage industries have the
lowest income among the major categories (Table 9) . However,
women's earnings are very low compared with the figures for over-
all household earnings by category (Table 6). The average earning
of people who bring in the 1st or 2nd household income in the
study is Tk. 3120 a month (Table 4), whereas the study's women
1st or 2nd earners bring in only Tk. 586 a month. In fact, if
we deduct the incomes of a few women with exceptionally high

earnings, the average is only Tk. 394.

Most of the women who support their households can do so only
marginally. They receive less than men for agricultural labor,
and they tend to be employed in part-time, low-paying jobs when they
are salaried. Those who work as domestic laborers get very low wages.,
Table 9 shows that women who work at cottage industries earn only a
pittance. This is also supported by the Rural Industries Study
Project (RIEP, Bib. 16c) which showed that people engaged in jobs
usually thought of as women's work (such as making mats, mak-
ing haskets, winding yarn, beating pots, or making fishnets),
earn go little per hour that costs can hardly be met. Such work
can serve only as supplemental family income. More popular is
paddy husking, now promoted in an organized way by many NGOs.
However, this source of income is threatened by the introduction
of mechanized rice mills.

The majority of women who are 1st or 2nd earners in study house-
holds manage and spend their own earnings (Table 10). But in a number

of cases male members manage these earnings of wamen who are 1st or
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2nd earners, in 10 cases the husband or father manages, and in

3 cases the son does, while in 2 cases another woman manages it.
Many of the women who manage their own earnings are female
household heads, either widows or women whose husbands work
elsewhere. But when a father, husband, or son spends women's
earnings it does not mean the woman always loses complete
control over it, although she may. This is partly the result
of difficulties faced by women in personally going out and

making purchases.

"Running household cash" in these households with women earners is
managed and held by men in 17 out of 40 cases (by husband, son,
father, or brother) . Wamen who manage the household cash are mainly
household heads themselves. It is nearly impossible for women
to do the weekly hat shopping (local bazar). Man of women in the
study areas have never bought anything from a shop in their lives.
However, all this disguises the extent to which women may

actually save, as shown below.

Female Supplementary Household Earnings: This cateyoury of fem-
ale's income is shown in Table 11. In the sample, the families
have women who have personal earnings through sclling milk,
raising cattle, keeping goats or sheep, keeping poultry, selling
vegetables and fruits, or processing some agricultural commodi-
ties. In 69% of households where there are cows, buffalos, or

oxen, women control earnings therefrom in 42% of cases. Where
there are goats or sheep, (34%) women manage the earnings 60%
of the time. wnhere there are poultry, (82%) women keep the
earnings 72% of cases. The table shows that women who earn in
these ways, take in an average of Tk. 124 monthly. Usually they

save this or use it only for emergency subsistence inpages.

The 3rd and 4th sources of women's money; savings out of the house-
hold budget and children's remittances, are discussed helow.
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It is felt that the cost effectiveness of mobilizing deposits
from such marginally surplus areas should be appraised before finan-
cial institutions can consider making an effort tn mobilize women's

savings.

Why Women Save:

A woman has little opportunity at the beginning of her married life

to save anything. she is critically evaluated by her female inlaws and
cannot make household decisions. As soon as she becames a mother,
especially mother of a son, her position improves, and gradually she
increases her influence in the family. She then has the opportunity
to handle money for household expenses, though she often finds a
male to do the important marketing. She starts saving for emergency
subsistence for herself and hex children, not being able to rely on

a hushand's unsteady income in many cases. She also saves against
the possibility of divorce or husband's death. Women remain in
a state of insecurity fearing divorces or second marriages by
their husbands, and they know that the fund pledged by the hus-
band at the time of wedding to be used for her support if there
is a divorce, is virtually never actually given. She therefore feels
compelled to put money away for her mental peace.

Although a Muslim daughter by Islamic law is entitled to inherit
at one half a son's rate, she does not usually make a claim. This is
particularly so in the case of land inheritance. She cannot actually
work the land herself. Therefore she lets her brothers have her
share in return for being able to rely on tham in case of divorce or
impoverishment. Women may bring jewellery into their marriage,‘
which as mothers they can pass on to their daughters. Otherwise
they feel compelled to save either from their earnings, or by
deducting something regularly from the money husbands provide
for running the household.

Women usually hide personal savirgs, especially from the husband or
grown-up sons living at home. If the husband knows about her hidden
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savings he is likely to demand a "loan" which is seldom repaid. It is
difficult ror women to let their money work for them without ex-
posing it to their husbands unless they can buy an animal or make a
similar investment in some enterprise. However most of them keep
it hidden or with their parents, while inflation eats up its value.
Women who consider these matters carefully often take their
savings to the house of their parents buy land in the name of the daugh-
ter, and then the husband is informed that the parents or a brother
has bought the land as a gift for her. Or someone in the woman's par-
ent's house may take the money and buy gold with it, and the
woman's husband is informed that they have given her a gift of
a gold necklace. This scenario applies more or less for all
women in the study areas, but the scope differs depending on

the socioeconomic situation as described below.

As for using the banks for savings many women feel they are not wel-
come. Being usually illiterate, banking procedures are bewildering.

Many of them in the study responded that they would like to keep their
money in & bank, if they could physically go there, and if the amount
of their deposit would not be disclosed to anybody.

Savings by Mid-level and Poor Women:

Women from landlecs laborer households save primarily to meet
the family's needs during crisis periods. They know that income
is seasonal, and uncertain, and that surely a crisis time will
come. And they know there is ncbody to help them then. When a
financial crisis comes, such women may dip into their savings
for family food, telling the husband that they have taken a
loan from the neighbour and the neighbour wants to be repaid
soon. Some poor women also save in Lhe hope of buying a sari or

children's clothes.

Most of the middle-level farm families have cows. While the men
take care of the plow oxen and male calves, the women usually
take care of the cows. Profit from the sale of milk and from
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female calves will be used partly to meet family expenses and
will be partly saved by the women. The women can manage the
sale of milk themselves because goalas(miLk vendors) come to
the house to buy it. In the survey, 2/3 of families having
cattle, the women manage them and get part/all of the profit.
34% of the study households had goats and sheep, and in 60%
of case the women took care of them and got the profit (Table 11).

a) How poor women save: Traditionally, for women to work outside

their home is the clear symbol of their poverty. Some work in
houses or kitchens of rich farmers, or now a days, also in the fields
and in public works programs. When employed by a local person,
women may ask to have part of their salary withheld as savings
by the employer. Often such women disclose a reduced amount of
earnings to their husbands. Of the respondents, 3 saved from
earnings they got from paddy pProcessing at the houses of large
farmers. This occurs only during harvest season, and they are
paid one maund of paddy for the season, plus 3 meals a day, and
a sari. For just paddy husking, they are paid one kilo of rice
for every maund of paddy husked on the dheki (indigenous rice-
husking device) plus 3 meals a day. Such income is used partly
for family subsistence or household expenses, but part is also
likely *=jfe saved. It may be put in a bamboo hole or left with
trusted people.

Rural women also save mushti rice; for each meal they take out
a handful (mushti) of rice to save. Three handsful a day accu-
mulates enough to meet an emergency, and if not used for that
it is used partly for the mosque committee fund to support maktab
(religious) education, and part may be sold in the market by the
woman through her children for cash. The woman keeps this amount

herself.

Women in all social classes who process produce after harvest
have an opportunity to withhold some surplus unbeknown to their
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husbands. This may be marketed secretly, or sold to neighbors
for a low price, or bartered for saris, aluminium pots, or betal

leaves.

The head woman in households of all classes may save groce-
ries such as garlic, onions, oil, or kerosine. After collecting
them for some months she may send them to the market, or may tell
the husband that a neighbour is sellirg such items at a cheap
rate, and when he hears the rate he becomes interested to buy

them and pays his wife accordingly.

Poultry is kept by most rural households. The profit usually
belongs to the woman, and the husband often does not even
know the number of chickens in the household. In the study
82% of households had poultry, numbering 10.7 per household
on the average, which is higher than in most rural households.
Eggs are often sold by the women to neighbors, or they send
them to market with their children. While some is consumed,
most of these women sell chickens and eggs locally or through
dim bepariwalas (egg vendors) who come around and buy them.
There is no purchase of chicken feed as rice bran is used,
and the women retain the earnings which come to about Tk.20

or 30U a month.

Sale of vegetables and fruits is another common source of
women's income. The market for such produce in the country
is growing, and more varieties are in demand. Sciie of the
NGOs (MCC, CARE) have vigorous programs to ~ncourage women
to grow these and market them cfficiently in order to maxi-

mize productivity.

Finally, there were 16% of women in the study households
(Table 9) who were involved in cottage industries. Other
studies have indicated that cottage industry is a popular
source of employment for rural women in Bangladesh. In tra-
ditional cottage industry such as in winding yarn by weaving
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families or beating pots in potter families, women work at
home but are not paid directly for their services. Studies
have shown however, that if she can market her products
(mats, baskets, etc.) directly or through children or a male
relative, she may retain the earnings herself.

Where prnr women save: The poor women were asked where they

keep th.ir savings. A variety of answers resulted. Women hide
their cash in a secret place: a hole in a bamboo, in the attic
in a pot, in a pot in the ground, or in the bedding. Some
leave it with relatives without taking interest. Others give
it to the wife of a trusted local man or to an employer. A
few women respondents gave savings to a local shopkeeper,
probably related, who used it as capital, and on which he
pald interest such as 10% a month. In the pProject areas many
women place savings with the NGOs and some with cooperatives
on which they receive a little interest, and which is usually
part of a fund deposited in a bank.

There are also little clay "banks" found in households all
over the couniry, usually made by local potters. The women,
children, or the whole family, may save their coins or part
of their daily cash in these "piggy"” banks. But they have to
be broken to get the money out.

The study areas had often women who are entrusted with the
household money while the men are out working, although the
men control main expenditures. While working a man cannot
carry his money; so the woman at home guards it. It may be
that the man does not even want to know where the woman hides
it so he cannot yield to a thief's demand, it is said.

Women Moneylenders: 1In the study areas, a number of cases of

women moneylenders were observed, especially widows. They start
lending a lit+le of their money to other women, then lend to
male neighbors, taking interest, and ultimately branch out and
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make a business of it.

There were also other women who are married who have a money-
lending business unknown to their hushands, lending at 5% to

12% a month interest.

It is also reported by Rashid (Bib.32) that in his study vil-
lages there are moneylending women who lend on behalf of their
men becuuse it is safer for them to handle the money. According
to Rashid people may accuse a man saving moneylending is cont-
rary to Ialamic tradition, and is exploitative. However, it is
believed that critics are less likely to cast aspersions on
woman without proof, so female moneylending is safer. Women
lend the money, but men still manage in the background.

Two Case Studies:

1) A woman who has a grown son working in the city gets a regu-
lar income from him for herse” £, but the woman never told
her husband. The woman saved almost the whole amount,'with
the intent that some day she would give it back to her son
when he wants to buy land or get his daughter married.

2) A woman moneylender operates in a village near Pabna and is
wellknown in the village for this activity. She raised her
her capital by taking a loan of Tk. 3000. She lends money at
10 to 12% a month and has multiplied her capital. Last year
she earned Tk. 6000 profit.

Savings by Women in Surplus Farm Households ;
7

Women in farm surplus families and some among households having
salaries often save principally for buying ornaments Ornaments
enhance the status of women in social situations, particularly
where other women are gathered. Ornaments can also be sold
for cash at any time, and in South Asia gold and silver has
always been regarded as a prime security. Ornaments are also a

form of savings for one's daughter's marriage.
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Buying land is the next most common ‘savings objective of sur-
plus farm family women. Women who have substantial savings may
be approached by their husbands for money to buy some land "on
sale" or small pieces needed for consolidation. Such women try
to get their husbandg to register the land in their names: The
respondents have mentioned such cases. A woman can also buy
land by scnding money to her parent's home and having someone
there buy it in her name, whereupon her hushand is told it is
a gift to her; two study respondents had done this.

Saving by women for university education of their children is
another popular purpose because it is realized that money sent
by the father may not be enough for the son to enjoy the ameni-
ties of the university environment.

Beveral female respondents said they saved to help their parents
who were not well off. These respondents did this without infor-

ming their husbands.

Other women in surplus farm families save for investment; our
female respondents had investigated in grocery shops, in a
brother's business, and in a women's grcup project.

Most women of this class do not save much in cash, but in the
form of ornaments or some investment. Of these respondents, 2
maintain bank accounts. It is specially difficult for women of
more respectable farm families to gno out, for they have to ob-
serve parda (social seclusion according to Islamic tradition)
more than others. More of them would use banks if bankiﬁ§ ser-
vices could be brought to their house. As with poorer women,
they sometimes want to keep their savings a secret, so they may
keep them discreetly or entrust them to well-known friends.

Females in Salaried Householdsg:

Females in the salaried study households have been classified
by the field associates into four categories: 1) those in which
the women earn the salaries, 2) those in which the male earner
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is a daily office goer, 3) those in which the male earner can-
not take his family to the work place.but remains separated
from them most of the time, 4) those in which the son has an
urban job and the mother prefers to stay on the family land.

Women's savings patterns are different amons these categories.

In the 1st category there are 12 women (Table 9) in the sample
whose salary is the 1lst or 2nd income of the household. Their
salaries belong entirely to themselves. They typically spend
half for household expenses and save half to buy ornaments. for
a daughter, buy land, or upgrade the housechold situition. Those
who are unmarried save primarily to help their parents meet the

expenses of their future marriage.

In the 2nd category, office goers, the man commutes from the
rural residence to work and leaves the wife there all day. The
wife has to have cash to manage everything. Usually she saves
from the amount given for household expenses, and also saves
what might be given for incidental expenses. She tends to keep
this cash at home or leave it with a trusted businessman for
earning profit, as it is difficult for these women to visit a
bank. Of the respondents, 2 lend money on interest to other
local women, and one invested in the clothing business.

In the 3rd category, the man is a temporary resident of his place
of work, leaving his family in the village home. Women in these
families have absolute freedom over expenditures which .are not.
disclosed to the husbands. They save for buying saris, ornaments,
and cosmetics for self and ~hildren, as well as for land or

other long-term investment.

In the 4th category t!ie males are absentee landowners wotking
in a town and the mother stays at home. The mother stays at home
by choice and cares for the land on behalf of her son(s). The

sons send remittances, and the .omen save much of it for their

sons or their grandchildren to inherit.



3.9 Women and Institutional Savinas

3.9.1 Constraints: The studv has shown that roughly 80% of the

female respondents save in cash or in kind, invest in ani-

mals or with neighbors. The main constraints to women pre-

venting them from the btenefits of banking are as follows:

a)

b)

Lack of motivaticn: For most rural women banks are

seldom a conscious option. They don'*t come in contact
with them; banking ic not a topic cf£ their discussion
with other women; nor are they reached by bank's publi~
city programs.

Parda: Respectable women from farmer families, such as
might have money to save, usually confine their movements
to the para (hamlet), while poor women or old widows,

who don't have money to put in the bank anyway are free
to go farther if they have to work. If a respectable
woman goes out for any reason she is usually escorted

by a male relative. But because of her desire for sec-
recy she can hardly do any banking, on those occasions.
Howver, vomen whose children are grown can sometimes take’

initiative to go out and walk around.

College educated women nowadays go out for shopping and
some are also employed in different prOJects in rural
areas; they are regarded by rural farm women as having a

different value system in this respect.

The fundamental :onstraint is not even in moving about,
Sut in the division of activities of life intc men's
dcmain ari women's domain. A substantial percentage of
rural women have never in their life purchased anything
from a shop, and this is even a matter of oride. Public
activi*ies in the upazila canter, and marketing in the
hat (v1llage open market), are entirely men's domain, and
banking falls in the same category, except that it is a

modern activity and therefore women who have a modern



9.2

- 57 -

viewpoint about going out might go to a bank. The
main practical problem is that the women from respec-
table farm families who have the money are the cnes
least likely to feel able to go to a bank.

c) Bank procedure: Most rural women are not only illite-

rate but also lack numeracy skills. The experience of
several NGOs has shown that it is a great struggle to
train even one woman in a group to keep reliable group
records. Even as regards literate women, there is sel-
dom any idea about Bank records, interest computation,
time deposits, and the like. They are in awe of written
document: because documents have power; most women rely
on men to deal with the mysteries of documents.

d) Fear of husband: Even if a woman has the courage to
visit a bank and deal with documents she still might be
constrained by fear that her husband will come to know

about her savings, and if he wants to dip into them
there will be narital conflict. A woman can hardly visit
a bank and expect that her husband will not know. Usually
women have no conception of the confidentiality of an
institution as it is their experience to trust only a
few individuals. In the field work this was found to be

an important constraint to women saving in banks.

e) Absence of women bankers: In the study areas there were

no women bankers, despite the policies of BKB and some
other banks to hire them. Neither were there female agents
working for the banks; nor were there any special arrange-

ments for attracting female depositors.

Concluding Remarks: It is not clear that bank mobilization

of wcnen's savings could be cost effective to banks at pre-
sent levels of those savirgs, or that banks as organized &

managed at present can serve women's savings interests any
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better than the informail repositories of their savings as

used at present.

However, the proportion of women's bank savings is likely
to increase because of increased female employment, and
enhanced confidence of women that banking may be to their

advantage. In terms of social values, there is no doubt
that banking must become an aspect of women's:overall socio-
economic development as required for restraint of population

growth, greater productivity, and improved quality of 1life.

In view of this; if the banks want to mobilize women's

savings, the following may be important:

a)

b)

c)

House to House Campaigning: Since the movement of women

in Bangladesh is restricted by social and religious noms,
the investigatérs Feel that the only way to reach thege
potential savefs is by motivating them individually
throﬁgh house to house campaigns. Mass media does not
reach them, and previous experience has shown that in the
case of male depositors organized campaigning in this
manner results in mobilizing new deposits. |

Women's banking day or women's bank: The setting up of a

women's bank would probably not be cost effective for the
banking sector. Suggestions are the setting up of a spe-
cial day in the week only for women or a separate enclo-
sure in the bank where they could conduct their banking.

Women bank officers: It is obvious that a woman will feel

more comfortable in the presence of women bank officers

and will feel more confident that news of her bank account

will not reach her husband.

The banks are moving to employ women officers, and it is
understood that BKB policy is now that 30% of officer
candidates should be women. However, the experience of
BKB is that these wamen are not willing to go around in rural
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areas and canvass in homes. They are educated women who
come to work every day in fine sari and shoes, and they
are not willing to tramp through muddy or dusty paths
to mobilize women's savings. Nevertheless, more women
should be employed in the banks for meeting national
objectives. The investigators feel that women bankers need
not be collage graduates.

Influential females: Generally speaking, in every area

there are women wnose advice other women listen to. Some-
times they organize graups or cooperatives, and they
exert some leadership. Such women can quickly make other
women aware of the advantages of banking, for they are
trusted.

Local women bank agents: The most important suggestion

here is that local women with some education may be emp-
loyed as part-time bank agents to mobilize women's savings.
They could get a nominal stipend, or preferably a commis-
sion (1% to 5% of money deposited). Such woman agents
might be celected from among the wives of school teachers,
other salaried persons, or from locally respectable fami-
lies. They should have minimum 5th class education, and
should be given responsibility for 2 or 3 villages near
their residences. Such a woman visiting local women in
their homes is acceptable, and she will be trusted not to
divulge personal information. Many households would even be
honored to have this type of woman visit, and will listen

to ner advice.

Two opinions about this arose in our discussions in rural
areas: One is that such agents should not carry cash, but
otherwise facilitate women coming to the bhank or operating
an account through others. The other opinion is that she
should carry a sealed box to receive deposits, and conduct
the banking services in the women's homes. This rajises the

problem of security. Some men say she will need an armed
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guard from the bank. But it is the opinion of the
investigators that if she comes from a locally well-
respected family she can periorm these functions with-

out fear.

3.10 Case Studies:

1) The manager of a BKB bank branch in Comilla town hired
3 female bank officers, which was according to bank pol-
icy. He found them working better than men, because they
were eager to work. But they didn't like to go out so he
did not send them to rural.areas. He then deputed them
to go around in Comilla town to mobilize women's savings.
But even that was not satisfactory, as they were educa-
ted women and preferred to sit in the bank.

2) The wife of a schoo! teacher in Manikganj District has
her own bank account, but her husband must operate it as
she does not go to the bank. The bank is half a mile from
her house. She has completed 8th class. She would be
willing and interested to work as an ager.t of the bank to
mobilize women's savings, and believes local women trust
her so she could do this work effectively.
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Table -~ 9

FEMALE EARNINGS

(only females who are 1st and 2nd earners in the household)

In s e N Average monthly { Percent of all
come sourc income (Taka) female income
Agriculture/farm 8 550 19%
Trade/shop 8 762 26
Cottage industry 7 247 7
Salary 12 568 29
Wage/daily labor 8 406 14
Other 4 237 4
6 47° 586°° 100%
Notes:

¢ 40 women earned 1st or 2nd income in household from 6 sources
*® Tke 586/~ is the average of the earnings from primary and secondary
sources,
- Average income for 1st earner in household is Tk. 627/=.
- Average income for 2nd earner in household is Tk. 544/=-,

- Income figures include 3 women with exceptionally high monthly
income (trader Tk. 3500, farmer 2500, salaried woman 2500). If
these are excluded average for 1st earners is Tk. 346/- and far
2nd earners Tk. 441/-.

- Average monthly income is then Tk. 394/=-,



Table - 10

PEMALE SARNERS AND INCOME MANAGEMENT IN HOUSEHOLD

Females who Management | Spending Keeping main
are main
of main F,. of main F, household
earners in .
s incomes incomes running cash
hoiscnold
1st | 2nd ! 1st | 2nd 1st { 2nd 1st | 2nd
Pehales:
Wife/F house head 17 14 14 11 14 11 13 9
Daughter 2
Sister
Other 1 3 1 1
Males:
Male house head 6 4 6 4 4
Father 1
Son 3 3 3
‘Brother 2 2

20 20 20 20 20 20 20 20




- 63 -

Table - 11

FEMALE EARNiNGS THROUGH SUPPLEMENTARY LIVESTOCK

OPERATIONS
Households having Households in which women
livestock operations manage and keep earning's
Number | % Number { %
Cow/bull 207 69 87 @
Goat/sheep 102 34 61 60
Poultry 246 82 177 rZ-

Note : Average monthly women's earning from livestock activities :
Tke 124/~ (Authar'g estimate).
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INSTITUTIONAL SAVINGS

Potential for Deposit Mobilization

Banking .in the study population: Of the 300 study households
133 or 41% have bank accounts (Tables 12, 13). A metkod of mea-
suring the intensity of banking has been developed by the inves-

tigators so that it can be perceived in various socioeconomic
categories and ir comparison with different parts of the country.
The measure is the number of bank accounts per 100 population.
In the sample there are 133 bank accounts held by 123 househnlds,
so only 8% (10/123) of the account holders have a second ‘ccowzT.
Intensity of bank accounts in the sample is 44.3 per 100 house—
holds (133/300) and given the household size of 7.5, it is 5.9
accounts per 100 persons (Table 12).

Table 12 shows that the intensity of bank accounts by this mea-
sure ranges from 2.4 in the lowest of 5 socioeconomic categories,
to 9.8 in the highest. This is consistent with comparative fig—
ures for a few other parts o»f Bangladesh (Table 12). Most areas
of the country having a rural character have banking intensity
of 2 to 4 accounts per 100 population, similar to the poorest
group in the study. The mid-low socioeconomic category has 5.7
accounts per 100 population, which may indicate the success of
the NGOs working in the study areas. All the study households
were in target zones of intense efforts by NGOs and semi-auto-
nomous government agencies, all of which promote savings and/or

credit programs.

Table 12 shows that other districts have 4 to 8 accounts per 100
popuiation. Manikcanj District has 7.2 reflecting its established
merchant/trading population, highway access, the presence of/many
Hindus who have the saving habit, and development efforts by NGOs andé
semi-aotonamous government agencies. In thanas/upazilas having
substantial towns, intensity of bank ceposits is 23 per 100
population, rising to 50 for the larger cities, and to 75 for

Dhaka city as a whole.
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Table 13 shows intensity of banking among households in the
study; it ranges from I35 per 100 households among the poor to
84 among the prosperous category. Here it is clear again 1at
the mid-low group has been successfully motivated by the deve-
lopment agencies to open bank accounts, but the size of their
accounts is not great. The low group (mostly day labourzars)

have very few bank accounts.

Account size is also shown in Table 13. Average account size in
rural Bangiradesh, according to Bank statistics, is about Tk 2410.
For the country as a whole it is Tk.5997 (Scheduled Bank Statis-
tics, April-June 1984). Darshana, a rural town, has an account
size larger than most other such towns probably because it is omn
the border and has a high income derived from smuggling activi-
ties. It is clear that most deposits in Bangladesh are mobilized
from Dhaka and a few other cities. However, the highest socio-
economic category in the study population has an account size

eqral tco that of the biggest cities.

As for type of accounts, in the sample 82% (109 out of 133 zcc-
ounts) are current and savings accounts (Table 13). Fixed deposits
are held only by 20% in the highest socioeconomic category. The
percentage is relatively low as most of them find other ways to
invest their money in operations that generate higher rates of
return. Those who are not accustome.. to manipulating capital,
such as salaried persons, prefer security and put *he money in
fixed deposits. ¥ension accounts are new in some areas and there
were orly 11 emong the study population; the deposits are also

small in siz«.

Effectiv ness of savings mobilization: The question of whether

the thousands of rural bank branche-. established in the past few
years are justifiable economically or socially does not come
within the scope of this study. However, the Investigators would

like to present a few observations based on their findings.



- 66 -

a) For the country as a whole, two-thirds of the pank branches

b)

c)

are in rural areas, but they bring in only 17.2% of bank
deposits (Table 14). 2 few years ago especially during the
Pakistan era, barks were accused of collecting deposits in
rural areas and draining off the capital to urban areas. The
trend has now reversed itself. More money 1is disbursed in rural
areas at present than is collected there in deposits (Table
14).

The data in Table 13 from the study population suggests that
efforts to mobilize a large number of accounts from among
small farmers and shopkeepers or from sharecroppers and day
laborers is unlikely to be profitable to the banks. Table 2
shows for example, that Manikganj District has double the
number of accounts per 100 population of many other rural
areas, for which the work of rural d=velopment agencies (Swa-
nirbhar, RDB, BRAC, Proshika, SCF) is partly responsible. But
average account size in the district is one of the lowest
among all districts at only Tk.1870 (Table 13). sSimilarly,
the mid-low socioeconomic category in the sample, which is
the object of many development programs, has only about
Tk.1000/- in the average bank account, while day laborers
have o:nly Tk. 223. Surely this is insignificant by banking

criteria.

The Report on NGO savings and credit programs (Bib 24) des-
cribes the efforts of 17 private agencies, plus 5 other prog-
rams, to target savings plens and loans to the mid-low and

low economic groups. But virtually all these programs ar-=
subsidized, for it is not anticipated that such small savings
are worthwhile for any financial institution in purely economic terms.
However, the agencies that promote rural development by get:ing
poor people to save show encouraging results (CRWRC, CARE, SCF,
Swanirbhar, etc). Several evaluations of these programs have
shown that savings along with credit can cause marked overall
economic development in the target population (Bib 21). The

same was true of the RFEP (Borrowers Financial Survev p.46Bibl7).
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d) One of the important conclusions of this study is that the
rate of savings/investment in rural areas is quite high, but
little of it reaches the banks. Fbr the poor, the amounts
are too small in absolute terms. For the more prosperous,
direct personal investment is preterred. Most of the monev
saved is in upper income families, and it has been seen al-
ready that while they keep bank accounts for convenience,
relatively few of them have fiked deposits (Table '13). They
would probably open fixed deposits if they were convinced
that this is the best way to keep their money.

Nevertheless, there appears to be greater scope for efforts
to mobilize deposits, especially from among the rural well.
off, aud by many small accounts from among the poor if that
is desired by the financial institutions. Some of the cons-
traints are discussed below.

Utilization of Banks for Saving:

We tried to find out where the respondent families keep their
cash savings (Table 15)*% The main reasons people give for using
banks for depositing all but the cash needed for running the

household are as follows:

1) Safety: This is the main reason most rural people giQe for
maintaining bank accounts. Hiding money is not so easy: few
houses can be securely locked up. If the cash is kept in a
bamboo or in a hole in the ground it may be destroyed by in-+
sects or rats. If it is kept in an almirah or on a shelf it
may be discovered. If it is kept on the person it may get stoliq
or lost. There is also the risk that if it is accessible it
might be spent. The Case Studies (Section 4.4) exemplify this.

* Only one/first answer has been tabylated here. Although Table 13
says that 109 current and savings accounts are maintained by the
study population, aonly 20 families in Table 15 mentioned "bank
account” am their answer.
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2) To_take loans: Farmers may keep bank accounts so that they
~ can get quick crop loans or borrow in times of crop failure;
it is a hedge against calamity. Businessmen may keep accounts

to enable them to write overdrafts.

3) Interest: The Investigators observed that in areas distant
from banks or where new bank branches were established, gaining
interest was not an important motive for saving in the bank.
But in the more urban areas and where businessmen bank it is
an important factor. Some businossmen say they are wise to
put part of their savings in Fixed Deposits at 15% interest
because the money will double in a short time with no risk.

4) Prestige: This is a lesser factor, but when a farmer lets it
be known that he has opened an account, for instance, his

local standing may be a little enhanced.

Some Comments:

It was found that in areas where new banks were trying to take

in more deposits, it was the middle and upper-middle level farmers
who are depositors. The poor have little to deposit and their
potential accounts of a few hundred tak. are not very useful to

a bank anyway. The richest or more entrepreneurial rural people
have their own means of investing money. Salaried people often

open accounts.

In general, people are reluctant to keep their savings either in
cash or in the bank. A ropular way to utilize savings is to pur-
chase "stock," ( locally termed as "rakhi" ) any produce that
comes on the market whose price is expected to rise within some
months. Rice is the most common, but any crop may be utilized
in this way for profit-making. Many people, and also many spon-
taneous savings groups, gather cash specifically to invest in
this way seasonally. One might make a profit of 15% in 6 months,
instead of in one year as in a Fixed Account. The rate of profit
made by informal money lenders (often 7% to 10% on a monthly
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rate, or 40 to 60% on a yearly rate! is similar to the rate of
profit the more entrepreneurial people expect to get from their
savings. Poorer people will often invest in a cow or a goat ins-
tead of putting money in the bank.

Thus, the prospect is gloomy if one expects that the banks can
mobilize anything more than a small fraction of the money actually
saved from income beyond the expenses of daily necessities. In
the study population of 300 households about 2 month income is

saved in banks. However, the constraints and suggestions mentioned

in the following Section show that there is still potential
for the banks to gradually mobilize savings, and awarcness of
bank services can be gireatly enhanc~d. '

Case Studies:

1) A woman near Pabna whose husband is a day laborer managed to

save Tk.50 from the household daily expenses and hid it in
the attic of the house. A neighbour woman saw it and looked

for a chance to take it. The chance came when the first woman

went to the pond with her children for bathing and left th-
house unlatched, as rural women often do. But while the
neighbor wanan was descending from theattic the woman of the

house returned and saw her, and discovered that the money was

missing. She demanded that the neighbour return it, but the

neighbour denied having taken it. She then called her a thief
and there was a big altercation. In the evening when the hus-

bands returned they started abusing each other too and even
used bows and arrows against each other, and involved their

kin groups. The fight was stopped by the matbar (local leader)
but there was no reconciliation and the two factions do not talk to

each other and avoid each other's ceremonies.

2) A fariwala (peddlar) near Pabna is out peddling most of the
time, and does not have a bank account but keeps cash in the
hollow of a bamboo in his house. He had Tk.200 there and planned

to inveat it. But when he opened the bamboo he found the money gone

A week later he found the remains of it in a rat hole.



- 70 -

3) A woman in Brahmanbaria whose husband is an advocate saved
Tk.5000 which she hid from her husbang: intending to buy
jewellery for her newiy married daughter. She hid it in a
wooden almirah. One night the house caught fire and her small
daughter was badly burnt. The next days were spent .getting
the giril hospitalized and treated. Only afterwards did the
the woman remember the‘Tk.SOOO, and then she regretted that
she had kept that savings in the house.

AwarenesscMVAttitudes Towards Institutional Savings:

Whereas Bangladesh has a literacy rate of about 24%, in the study
population 62% have been to school, and their average education
is 6.7 years (Table 2). Moreover, 41% of the households have
bank accounts (Table 13). Therefore, their awareness about bank-
ing is probably much higher than for the average population The
respondents were asked to speak freely a' ¢ their experiences
and attitudes towards different forms of institutional savings

in the country. Their comments are summarized below.

4.5.1 Interest rates on own account: Table 16 shows that 41% of 'he

respondents did not even try to state the interest rate on
their own accounts, Most of the study group in the
upper socio-economic categories know their interast r- .r but
only 18% of those in the two lower socio-economic categories
even try to state it. The range of answers regarding interest
rate is from 6% to 20%. All the answers coul-~ not be verified
but obviously the majority are in the right range, while quite
a few are not. This confirms the evidence presentedin section
4.2, that interest rates are sensitive to favings in urban
areas and among those who deal more in money, and salaried
'people. For others, however, a difference in the interest rate
by a few percentage points probably does not offer much incen-

tive to putting money in the bank.

In the following list, the Investigators try to indicate
(wherever possible) how many people are aware of the savings
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method, then give summaries of their comments, Loth positive

as well as negative. The percentages mentioned are in some
cases based on tabulated responses, but in other instances

they are estimates from the field experience of the 6 Research

Associates and the two authors of this Report.

Bank accounts:

a) Current and savings accounts: 100% of the respondents know

b)

that money can be kept in a bank, but 83% think the first
reason to keep 't there is safety, and only 17% think

the first reason is gaining interest. Most of those who
have accounts have benefitted from having done so. Tiie
majority did not know the difference between checking and
non-checking arrangements, or different types ~f current
and savings accounts. 45% of them say they are not familiar
with banking prgcedures such as opening an account, making
deposits and withdrawals. Roughly 20% say it is a nuisance
to go to the bank and it often takes a long time to get
the money out. Some 20% say the interest is lower than on
investments they might make themsclves. And a number say
the resc.rictions on days and times of withdrawal, and the
requirement of advance notice to draw out more than Tk.5000,

are an inconvenience.

Fixed deposits: Less than 20% have distinct inowledge of

fixed deposits. The majority of these say such accounts
are good because they gcnerate substantial amount of pro-
fit, and some also say such deposits are a kind of invest-
ment without any risk. But none of the respondents could
give the rates of interest for different periods of depo-
8it. A few expressed the idea that the rate of interest
is not as attractive as the return they would receive had
they invested the money with merchants. They are aware
that they will have a lump sum on the due date, and some
of the respondents had successfully saved mohey for a
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Project such as a rice mill or a drug store using fixed
deposits. The case studies in section 4.5 amplify - this
aspect. Two complaints were heard a number of times. One
was that interest charged on loans is higher than inte-~
rest paid on fixed deposits. Consequently, in case of

an emergency one has to pay more than one would have

loat if he did not have the fixed deposit. The other comp-
laint was that there is no provision for them to nominate
an heir as one can with pension accounts, yet they want to
s8ave mostly for their children.

c) Pension Deposit Scheme: Though this scheme is new, about
787 or 35% of the ruapondents were aware of it. Of these
the majority say the program is good because it is not
diffioult to put in Tk.100 or 200 a month; many also say
the long term benefit is good. However, of those who know
the program, half say that 10 or 20 years is a long time
to leave the money; during that time anything might happen,
or there might be some political decisions so that the

money is ultimately not available.

4.5.3 Cooperatives: While most people know about cooperatives, there

4.5.4

were a few who were unaware of them. About half say the co-
operatives are good because they encourage a spirit of enthu-
siasm among the members, and about 20% say they are good for
economic development. It wasg the impression of the Investiga~
tors that there is still sufficient confusion among the rural
people regarding the actual objectives and functicning of
cooperatives. This was apparent from same of the remarks made by
respondents who are aware of the program,

National Savings Schemes:

a) Defence Savings Certificates: Roughly 10% have heard of
this scheme. While they think it might be attractive, none
of them have any experience with it, nor do they know of

anyone who has used the scheme.
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b) Bonus Savings Certificates: Fewer than 10% know of this
scheme, and none have used it or know of anyone who has
used it.,

c) 5-Year Bonus Savings Certificates: Very few know of this
soheme, and none have used it or know of anyone who has
used it,

d) Prize Bonds: Approximately half of the respondents were
aware of this scheme. But they have no favorable experi-

ence with it. Rather most of them say they have never
heard of anybody winning a prize, and therefore the program
appears to be unprofitable. Several complained that they
do not get correct information about the drawing, for they
seldom read newspapers, and they think the authorities
should directly inform the winners. Some suspect that no-
body they know wins because the relatives of the authori-
ties win, and that is why publicity of the winning number

is not wide.

e) Wage Earners Development Bonds: Very few of the respon-
dents had heard of this scheme. But when it was explained
to them, they thought that it would be beneficial for
those earning abroad, particularly in the Near East.

Post Office Schemes:
a) Post Office Ordinary Savings: The possibility of having

a savings account in the post office is known to many of
our respondents, (about 25%) and they are all aware that
before the banks came to rural areas, one could save in
the post office. Two of the respondents still have acc-
ounts there, but the interest rate is unknow: to them.

b) Post Office Fixed Deposit: Few respondents are clear about

this program, as distinct from Post Office Savings.

c) Post Office Bonus Account: Very few have heard of this,
and nobody knows of anyone who has experience with it.

d) Postal Life Insurance: This is viytually unknown.
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An opinion expressed a few times about postal savings in
genersl is that in case the depositor dies his heirs have

a lot of trouble in getting the money out. It was also noted
that the post office makes no attempt at savings mobiliza-
tion except setting up a sign ind.icating that savings can be
Geposited here.

Life Insurance: About a third of the respondents are aware
of the life insurance offered by Jiban Bima. A number say

that the program is good because it gives security in old
age and for the children. But the majority of those who know
about it also have an unfavorable idea regarding it, saying
it is difficult to get the money on maturity. Either it takes
a year or the right connections, or a bribe is required. The
unlucky person who cannot operate in this manner cannot tell
when he might get his money. There were some instances of the
head office asking the insured to pay on the policy after
payment had already been made to the local agent. Another
complaint is that if no payment is made for 3 months the com-
pany might cancel the insurance policy, and policyholders
think they might lose th:ir investment.

Credit Union: Credit unions are known to the respondents

principally if they have had contact with those established
in connection with Caritas or other Catholic activities in
Bangladesh. None of the respondents were members. They have
littie idea about it and had no comments to make.

Concluding Remarks about Awareness of Bank Accounts:

In sum, it is the physical presence of bank branch buildings in

rural areas that are ..obably the most effective advertisement

so far. But the majority appear to have very vague conceptions
about the different kinds of accounts or interest rates. Aware-

ness of programs under post office savings is very poor, and of
the National Savings Schemes almost nil, with the exception of
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Prize gdonds., Some District Officers of the National Savings
Schemes were visited and it was found that they are not very
active; the prevailing atmosphere is one of lethargy. The offi-
cers do little more than put up a few posters or occasionally
make a visit to an institution. Hardly any advertising of
National Savings Schemes reaches rural areas with the exception

of Prize Bonds, which are sold through banks.

Bank advertising by leaflets, posfers, and announcements on
radio and television reach a small population, and may be in-
tensified. But a more effective means of mass advertising in
rural areas is dramas and jatras (stage drama in local ”ialecm,.
and in fact this has been suggested by some of the respondents
It was observed that some bank officials in Dhaka ruppose that
because of media announcements people are awarte of bank policies.
However, it is the observation of the Investigators that in rural
areas, most diffusion of information is by personal contact, and
not by mass media. This is why it is important, if institutional
savings are to increase rapidly, for bankers, pos: office savings
personnel, and National Savings Schemes officers, to intermix
with the rural people, go from house to house, and establish
contact with local influential people. They should take the ini-
tiative to go where there are pockets of prosperous rural people,

which may be miles off the main roads.

Case Studies:

. A man of "horemera, some miles from Sylhet, saves from his farm

‘+~come and deposited Tk.5000 in a Sonali Bank Fixed Deposit. He
had never taken a loan in his life. His objective in saving was
to set up an allopathic "doctor" shop in the bazar, which he was
able to do after 3 years, and he found the Fixed Deposit program
very helpful to achieve his objective. But he stated that he

had never met a bank officer mctivating people in his area, and
the media advertisements also do not reach there. He thought

that drama in the language of the people showing the causes and
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canaequences of ipstitutional saving would be effective.

’Another man of Ghoremera, Sylhet, has a combined grocery and

tailoring shop, and he also has some agricultural land. He had
saved Tk.40,000, but he did not want to invest it in his busi-
ness because of the limited market, so he decided to aim at
setting up a rice mill. He deposited his Tk.40,000 in a Fixed
Deposit in Sonali Bank, which is some miles away, and ultimate-
ly he set up his rice mill. He t:iought that were it not for the
Fixed Deposit scheme his savings would have been spent or stolen
in the meantime, while hisg business was not a good place to in-
vest it. He is of the opinion that many people in his area do
not know about Fixed Deposits and that rews of it should Le
circulated person to person so that the potential of the scheme

can be reached.

A respondent in Kathalia, Jhalakati, and 2 of his sisters had
life insurance policies with Jiban Bima Corporcation for 2 years.
After they had paid installments to the local agent they re-
ceived notifications from the head office tc pay. From then onwards

they distrusted the program, and stopped it for good.

Constraints and Suggestions

The following suggestions and/or problems about bank savings ({not

laons) have been mentioned by people in the study areas.

Bankers should move among people: It is said that in Pakistan
times bankers would often move around to convince people to make

deposits. That was the main function of bank branclies in those
days, and the money was used as capital in urban areas. Bankers
were assigned primarily to bring in deposits, although there

were very few rural banks.

Now despite 3325 rural branches in Bangladesh (as of June '85,
Bangladesh Bank statisticsg), there are still large areas, such as
half an upazila, where nobody has seen a banker come to explain
hig services. On the other hand, where new branches are set up
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and the Managers have conducted consistent house to house
programs and talked with local influentials, hundreds of new
accounts are opened. It is felt that rural people do not have
ccenfidence in the banks as an institution so much as in the
banker as a person. Their awareness is often so low they
will not bank unless it is suggested to them personally. Some
bankers suggest that they should have a motorcycle inorder to
go to frequent trips. Alternatively, the bankers like to get
better per diem allowances for making extensive house to
house campaigns, as was suggested by one of the bankers inter-

viewed.

Bankers' first goal is loans, not savings: It appeared to the

Investigators in their talks with the rural bankers that thoy
felt it their first obligation to meet quotas in giving loans,
second in collecting loan repayments, and thixd in mobilizing
savings. There is a big différence in the savings brought in
among bank branches, which mostly reflects the priorities of
the bankers. Bankers say that they are so busy making loans
and collecting them, that they don't have time to visit around
to get deposits. It is also apparent that before the close of
the fiscal year bankers make increased efforts to bring in
deposits to imnrove performance in view of their deposits
quotas. This probably shows what could be donne had.bankers
given priority to increasing deposits.

Procedure: The procedure for making withdrawals is sometimes

troublesome, and there are complaints of long queues, which
is time-consuming especially if one wants to combine banking
with a trip to the hat (village open market) or bazar on busi-
ness. Complaints were heard that illiterate people need a
photo to withdraw their savings, which is troublesome to obtain.
Generally, people with low literacy also lack numeracy skills:
they hardly comprehend any records or documents. This has been
shown to be especiallv true for rural women (section 3.8).
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Therefore, confidence in the banker as a person becomes more

important.

Interest rate: Interest rates are probably less important in

rural than in urban areas, Howeve., some depositors object
to paying mcre interest on loans than they get on depnsits;
there are some suggestions that depcoitors should have the
facility to take out most of their Fixed Savings as a loan,
pPaying the same interest rate. Such points of concern among
the respondents indicate that rural people are not yet fully

acquainted with banking practices ang requlations.

Location: The 4448 bank branches in Bangladesh are located
so that of' :n groups of several unions have no bank. Promi-
nent people in these areas sometimes make efforts to get bank
branches opened, unaware of the problem prham<bramj1viability.

. Sub-branches: While most large bazars now have banks, many

smaller ones do not. There are ak~ut 5000 hats in the country,
meeting on an average 2 days a week, and the majority of them
do not have banks. Apart from ‘e questions of viability and
security, a bank "sub-branch", "window", oy ~"desk" in these
bazars and h3ts providing deposit and withdrawal services
would be one of the most feasible ways for bankers to pramote
the habit of banking in .ural areas. It is estimated that
half the people of Bangladesh virtually never visit a town or
large bazar but conduct all their purchases and sales through
hats, Bach bank branch could have one or two agents to open
bank "windows" in these hits by turn on hat day. This might
Yoqnire tha aervices ar . accompanying security yuard.

Banking hours: The inflexibility of bankirg hours is not only
inconvenient; it inhibits depasitors as well. In some bazars
most of the shopping is dnne in the evening, but the bank is

open mostly in the morning . In some hats it was noticed
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that there was a bank open during banking hours, but
the hat was in the late afternoon. Holidays of the bank
may coincide with hat days. During peak seasons of sowing
or harvesting farmers want a lot of bank services, but the

the official bank hours remain the same.

Rural agents: There are a number of types of bank rural agents

possible: 1) to motivate only, 2) to motivate and take deposits,
3) to enable deposits and withdrawals, 4) to arrange loans,
or 5) to do several of these. Agents may be males or females.
They may be given a commission of 1 to 5% of deposits brought
in, or.a part-time salary. One Regional Manager of Krishi Bank
informed the Investigators that he had put forth a request to
set up a system of such agents, but the idea was rejected by
the head office. One suggestion is to use school teachers as
part-time banking agents. The inherent difficulties in mobi-
lizing women's bank savings without employment of women field
agents has been discussed in Chapter 3. A further suggestion
is that the Union Parishad might allot chaukidars or youths
of the Village Defence Party to provide security to these
agents if they carry cash. Bankers differ in their opinions
regarding the exact job description of the agents, but they
all agree that such rural agents are necessary. All the NGOs
in hangladosh that havo savings and credit programs use field
aqents, and that is how they are able to provide financial
gervices to such & large nimber of people. It is recommended
that the banking authofities examine the experiences of the
NGOs (Bib 24) as well as the programs of Swanirbhar and Grameen
Bank on the use of field agents, and experiment with the via-

bility of such a cadre of employees.

Confidentiality: It was found that scme potential depositors
are uncertain about the reliability of banks on the point of

confidentiality. There are two reasons for their concern: some
are afraid that they will be harassed by tax officials, and
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others who mostly drsw government salaries are afraid that
there might be questions about the sources of the money in
their deposits. To meet such concerns the banking syste may
emphasize and advertise its commitment to confidentiality,
and enforce this administratively.

10. Inheritance: Depositors say that they are allowed to nomi-

nate beneficiary of an accourt only in case of pPension depo-
sits, and they would like the same facility for savings and
fixed deposits. Some people save Principally for their chil-
dren and are afraid that the money will not be released to
them.

11. Religion: Only a few people now object to the use of banks
on religious grounds (that they take and give interest). It
was not fourd to be a significant deterrant in the study areas.
Such people will accept an increment on their money if it -
can be thought of as "profit" instead of interest.

Case Study

A branch of the Agrani Bank in Manikganj District is in a hat
which meets on Friday afternoons. The bank closes Fridays at

1l p.m. officially, and there is no administrative flexibility

to allow for different official hours. The hat has about 2000
patrons a week, and those who hav: extra cash usually invest in
"stock” of mustard seed, potatoes, or 0il, rather than keeping

it in the bank. Since the present bank Manager came he has been
sitting in the bank Fricday afternoons until dark, and consequent-
ly deposits have increased by half,
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Takle ~ 12

BANK ACCOLUTZ PER 1C0 POFULATION

The Studvy Population:

Soci omi No. of | Averave { No. of No. of No. Oftbafk
azlo-icon < nhouse~ | family persons bank 2ggoun sl“:i n
category holds Size (1x2) accounts popuatio
(4~4-3)
1 2 B 3 4 5
1. high 50 8.6 430 42 9.8
2. mid-high 43 8.0 344 30 8.7
3. middle 74 8.22 608 24 4.1
4. micd-low 76 6.45 490 28 5.7
S5 low 57 £5 379 9 2.4
300 7e5 2250 133 5.9
Bangladesh®
Recion Accounts per Study population
S 100 population (as arove)
Chanmandi Thana 170.2
Dhake city 78.2
Sylhet Kotwall 53.8
Top 76 upazilas/thzanas 23.0
in pank dercosits
Chnatak Upazila 13.7
All Eangladesh 12.1
9.8
8.7
Manikganj District 7.2
5,70
4.1
Naogaon District 3.9
Patuakhall District 3.5
2.4
Jamalpur District 1.8

«Derived from Scheduled Bank Statistics, April-June 1984, and data
ucolied vy Eangladesnh Bank.

##The higher than the country average may indicate the success of NGCs or
semi-autonorous hodies workinc in that study area,
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Table - 13

BAKK _ACCOUNTZ AND ACCTCUNT SIZS

The S*tudy Population:

! 4 Bank accounts

Household Current and Fixed , Pension Total bank accounts
socio-econ. N | savinags accounts deposits » accounts
ol el I e N ] B e s
1. hich 50 28 13,691 10 18,550 4 400 42 84 13,599
2. mid-high 43 26 5,938 2 10,000 2 5,050 30 57 6,118
3. middle 74 20 4,137 1 40,000 3 1,790 24 35 5,754
4, mid-low 76 26 803 2 3,60C 28 37 1,096
Se low 57 9 223 9 16 223

300 109 5,915* 13  18,880° 11 2,210* 133 44,3 6,848°

(36%)1 644,7352 (4.3%)1245,4402 (3.6%)1 74,3‘102 (44.3%)1 914,4852

~ 123 households have accounts, = 41% of households.

- 133 accounts, = 44.3+(133/300) per 100 households = 5,9 or 3033’2 575

= acccunts per 1C0 persons'.

- Tke 3048 ar 514485/300 per household,

* weighted averice calcilation of figures in the column.

1. No. of accounts in that catecory/300 households.

2. Average amount x No. of accecunts in that category.

Continued to next page
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Table - 13 (continued)

Bancoladesh

Region o o | et oo
Dhaka city 15,468
13,599
Chittagong city 12 212
Darshana *® 6,550
6,118
All 3angladesh 5,997
5,754
Feni 3,070
Brahmanbaria 2,723
Bancladesh minus Dhaka/Chittagong 2,673
Jamalpur 2,570
Naocaon ‘ 2,410
Jhalakati 2,169
Chuadanga 2,130
Patuakhali 2,060
Manikganj 1,870
1,096
223

Derived from Scheduled Banks Statistics, April-June 1984, and data
supplied by Bancladesh Bank,

- Median - Tk. 2410/~ for rural Bangladesh

- Averdage - Tk, 5997/~ far the whole of dangladesh

Although a rural town, it lies along the border. and its relatively larce
account size is probably due to income from smuggling’activitiés._
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Takle - 14

RURAL VERSUS URBAN BANKING

Bank Deposits Advances

tranches
Urban 33. 2% 82.8% 75. %%
Rural 56.8% 17.2% 24,.6%
100% 100% 1002

Derived from Scheduled Bank Statistics, April-cune 1982

Table - 15

WHERZ THE HOUSEHOLD KEEPS CASH

In a box 150
One one's person 41
In a pot 31
In an almirah 29
In the bed 22
In a tank account 20
In a bamboo hollow 3
With another person 2
With emplover 1
In an iron safe 1

300 households.

Note§ Only one/first answer per household was accepted.
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Table - 16

XNOWLEDGE ABOUT BANK INTEREST RATES

% who think
Socio-economic Number of they know interest
category bank accounts. rate on their account
High and mid-high 54 87%
Middle 22 73%
Mid-low and low 33 18%
109 59% (41% say they do not know;

Ranage of answers

Interest rate (%) No. of accounts
6 2
g 20
8.5 12
10
11 6
12 24
15 6
18
20 _l
81
liotes

- 81 acccunts' interest stated

- 27 accounts' interest not known

109 accounts total
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GROUPS AND GROUF SAVINGS

Spontaneous Groups:

Spontaneous savings and loan groups were obsexved in all the
study locations. Unfortunately, the Investigators could not
find any avatlable literature referring to the existence of
such groups. They appear to emerge out of the society under
local leadersiip and are usually not registered as coopera-
tives or spomszred by any organization (Table 17). The find-
ings of the stmdy indicate that the ethos of group formation
and inte:dependence may be more deeply imbedded in the society
than may appear from the performance of the cooperative
movement in the country. These informal groups are all spon-

taneously buil%* on mutual trust and on homogeneous interests.

Membership composition of such groups is greatly varied, as
Table - 17 shows. All over the country there are youth kilabs
(clubs) organized for different purposes such as sports pro-
motion or cassette exchange, for which the young people
contribute a small fee. Such clubs were not considered in the
sample unless the club also made loans to members and/or out-
siders. There are farmers' groups that exclude the landless,
there are landless or day laborer groups, and there are groups
that have unrestricted membership. There was one case of slum
dwellers of a district town who organized themselves into a
big group and a few cases of ricksha drivers' groups. There
was also a case of a small children's group (Table-17).

There are sponta:eous associations or groups all over the
country for maintaining mosques and madrasas (religious
schools). They were included in the study only when they are
known to use some of their savings to make loans. This is
often done as part of their charitable functions to help

needy parishoners.

In most of the bazars and towns of the country there are
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bainik samitis (merchant societies). Investigations were

made in a number of places as to whether such samitis or
committees engage in savings and loans. It was found that
most of them do not. They primarily keep order in the bazar,
set times and days, settle disputes, and employ night guards.
The same is true of associations of businessmen of certain
categories, or guilds, such as those in oilseed pressing,
fertilizer sales, jewelers, cloth shop owners, or rice mer-
chants. Most businessmen needing loans require more than can
be provided by such associations. But in a few cases in the
study areas, both bainik samities (merchant societies) and
associations of businessmen dealing in a product appeared to
collect capital (perhaps from some of its members having a
surplus). Loans were subsequeﬁtly made to members and in
some cases to non-members as well. Two such groups, one from

each category were recorded during the interviews.

Group Objectives:

The purposes of these groups, as shown in Table 17 are also
varied. There are two differing and sometimes conflicting main
objectives:

1) loans to members
2) loans or investment outside the group for profit.

Additionally, some collect funds for:

3) lottery, and
4) setting up group or employment generating projects.

Loans to members may be either for crisis times or for invest-
ment. Groups of the poor make loans to members for small
investments such as a crop on sharecropped land or an animal,
and some make loans for any purpose. The slum group makes laans
for "soft" purposes sucn as medical treatment or education,
and mosque samitis (associations) may also make loans for

crisis times, at little or no interest. Most groups charge
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for buying deep and shallow tube wells is stimulated often
by NGOs and the RDB cooperatives, but it was found that
several spontaneous groups organized for this operation as
well. Some groups increase their goals for investment to
getting trucks or setting up small factories. Consequently,
they not only generate profit for the group, but employment

for the community as a whole.

It is interesting that in many areas young people form juvak
kllabs (youth clubs) or samitis (association) although they
have little cash, giving them a chance to learn to function in
such mutual help groups. There was one case of small children
forming such a group to buy a hen, and the group fund has

increased by the sale of its eggs.

The important point to remember (mentioned in section 5.1) is
that these groups are all spontaneously built on mutual trust,
and on homogeneous interests. In many cases the groups of
farmers, landless peonle, or youths, are really kinship groups .
A group may be a gushti, which is a kinship segment of a few
patrilineally descended males and their wives which functions
to some extent as a faction. Several of the groups of farmers
or laborers in the study are essentially groups of gushti
members or at least people who live in a neighborhood (para,
hamlet). All the groups in remote rural areas consist of
relatives, neighbors, and/or long-time friends, who trust each
other. The groups in towns are all common interest giroups in
which most merbers would not risk alienating their colleagues
by dishonest: in a group activity. Most of the NGJs have also
found that in formation of groups thz first point to ensure
group functioning is that there be common interest and a cer-
tain homogeneity. Some NGOs do not acdnit more than one family
member in a group, but many of the spontaneous groups have
some kinship linkages, and it probably contributes to the
mutual trust. Enquiries about lass of grcup assets through dis-

honesty of the group leaders reveals that people sometimes know
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of such incidents, but fear of it is over-ridden by mutual
confidence within the group. In two cases of businessmen's
groups do we find an insistence that members pledge land or
other security. In some cases, as in the large groups found
in the Comilla area, local elite help in the formation of the
groups, and in such cases one wonders it leverage in local
politics may not be a main objective. But there is no evidence
of filching money even in the case of such groups Reasons

for less success thrcugh cooperatives are discussed below.

Most of these groups do not intend to reglster with the
Department of Cooperatives, either because they want to avoid
the trouble and entanglement with the government, or because
they do not consider that the group will be permanent. The
youth groups, in particular, are considered by the members
often to be temporary, and when the profits are divided they
are likely to break up, and then perhaps re-form with new

members.

Bank Accounts:

Enquiries were made about informal groups opening bank acc-
ounts. Most of these grou>s have accounts, and in most cases
all that was required is a written statement of the group
organization and proceedings, and authorization of certain
pérsons to operate the accounts. However, there is hesitency
by some banks to allow such informal groups to open accounts.
For example, MCC in its efforts in Noakhali District found
that some branches would not allow groups to open accounts.
It seemed during the interviews that Agrani Bank is more app-
rehensive than some others about such group accounts. Group
savings may be facilitated if the branches are instructed to
allow groups to easily open accounts provided the Manager is
presented evidence of the structure and intent of the group.
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Casp ftndies (Refers to groups in Table 17)

A cural town near Rajshahi has a rin kilab (loan club) with
about 30 membars, all friends, and hostly in some enterpre-
neirial activity besides agriculture. Each pays Tk. 10 a

week., The kilab has a matha (head; but is not registered as

a cooperative, Members can borrow, up to several thousands

of taka, for business, a wedding, or any purpose. Interest is
10% a month, or 120% a year. On deposits one earns 80% a

year. To get a loan one should mortgage land and sign on stamped
paper, and the club can sue in case of default. But repayment
has been good and the club is verv profitable to its members.

In Chauddagram Upazila, Comilla District, there is a gram
unnayan samabay samiti (village development cooperative society)
with 300 members in 23 villages. It is open to all, for Tk. 16 a

month joining fee and Tk. 10 a month savings. The committee

consists ofdchairman, secretary, and a group manager from each
village whose function is to collect the monthly savings from
the members. It is not registered as a cooperative. The purpose
is to promote the savings habit, raise capital, give loans to
members, and establish small industries to give employment.
Members mostly take crop loans, at 5% a month, and outsiders

at 7%. The samiti has undertaken some business projects, and
besides its inceme of Tk. 12,000 a month from payments, it has
earned Tk. 15,000 as profit. Now it is going to lease a dighi
(large pond) from the upazila office for 3 years. The samiti

has Tk. 85,000 in its bank account.

In Chauddagram Upazila, Comilla District, in a bazar there is
the Mia bazar bainik samiti comprising businessmen of the
bazar. The 30 members pay Tk.10 a week. The samiti bank account

is operated by the samiti chairman and secretary. The samiti
gives loans to members for business purposes only, at 2.5%
interest per month, and to outsiders at 3.5%, and maximum loan
period is 3 years. Now the samiti has Tk. 1,50,000 in the bank.
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5.4.1 A dharmagola near Sylhet is a type of group collecting funds

to help members and village development activities, for which
initiative was taken by some local elite. Anv villager except
the landless, can join. Subscription is in kind at harvest
time, and is decided accord:ing to thea conﬁifion of different
members. Paddy, jute, and summér (rabi) crops are collected
from the members and kept in the house of the treasurer, from
which loans are given to needy members. One -.as to pay Tk. Z5
for loan of one maund of paddy for 3 or 4 months, but at that
time the price of paddy will have increased by Tk. 25 over its

earlier price.

5.4.5 In Barisal a madrisi committee was spontancously formed to
look after the administrative and financial). needs of certain
madrasas (religious schools). Subscriptions are raised from
villagers. The committee provides loans to needy farmers, for
which one has to pay one maund of paddy against Tk.100 after
2 or 3 months.

5.4.6 At Khadinnagar, near Sylhet, there is a club of 7 members who
pay Tk. 10 per week. All are young, landless laborers, and they
elect a treasurer from amongst them. The club gives loans to
its needy members without interest, for releasing land, repay-
ing bank loans, or other urgent purposes.

5.4.7 At Khadimnagar near Sylhet there is a samiti of landless labo-
rers who give Tk. 10 a week each. Once a month they draw lots
to determine who gets the fund; there are 7 members and each
time the lots are drawn among members who have not takern it on
that ro 1d, then another round stcrts. The member can use the
fund for any purpose and does aot have to repay it.

5.4.8 In Satur.ia Upazila, near Manikganj there is a balak samit.i
(boys' society) of 17 members. The samiti was founded by each
boy giving one taka. With the Tk. 17 they bought a hen, and
from the srle of its €ggs, now there is Tk. 50 in the samiti fund.
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In Manikganj town there is a basti kallyan samabay samiti

(slum welfare cooperative society) having some 500 members.
They deposit Tk. 1l per day, and after a year Tk.1,50,000 was
saved. The purpose of the samiti is to provide loans to poor
members for medical expenses, education, or other personal
needs, without interest. The samiti engages in some profitable
business, and now has 16 r:i-kshas which it leases out. It
plans to collaborate in setting up a garments industry. It

also generates employment from its various activities.

In a village in Manikganj District ther> is a jama samiti

(savings society) comprised mostly of youth. Each pays Tk.5 or
10 a month. Members are all relatives or close neighbors. There
is no samiti bank account because of the nuisance of going

ﬁo the bank, but the secretary keeps the money and lends it out
as fast as it comes in. Members borrow at 5% a month and out-
siders at 10%. It does not want to register as a cooperative.
Rather, the young members feel that it is a temporary sort of
club with a profit motive. After 2 or 3 years it is expected
to have some good profits and the group will probably split up.

Then some of them might organize a new one.

Near Pabna there is a rice market in a bazar, and the rice
merchants have joined together to form a society. Each business-
man deposits Tk.2 per day in the fund. The society was formed
about 3 years ago, and now the fund has about one lakh taka.
With this capital the samiti set up two rice shops with paid
employees. The prorfit goes into the samiti fund, to be ultimate-
ly shared among the menbers.

Cooparatives

It is beyond the scope of this Report to deal in depth with the
registered cooperatives in the country, but a few comments are
offered. As of January 1985 there were 1,18,628 registered pri-
mary cooperatives with a membership of 79,48,335.'But they appear
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to mobilize relatively little savings. The Rural Development
Board (BRDB) cooperatives have 33 crores in shares and savings,
and the Samabay Bank 8 crores, in contrast to 7158 crores depo-

sited in the commercial banks.

Deposits in BRDB accounts are Tk. 121 per member (BRDB record of

February 1985). Deposits in Samabay Bank in the farmers' co-

operatives are Tk. 25 per member, and in the multi~-purpose co-
operatives only Tk. 14 per member (De, P.140, Bib 19).

Why do both the spontaneous groups and the NGO-sponsored groups
raise so much more in savings per capita than the cooperatives ?
Why is repayment of loans in most NGO programs 90 to 95% on-
time, but repayment of ERDB loans only 50 to 60% on-time, and
for Samabay Bank even lower ?

Some historical comments, and then some observations from the
field are offered below:

Historical problems and Bangladesh Samabay Bank Ltd. (BSBL): Arourd
the turn of the century the cooperative movement spread through.

British India, and the Government promulgated cooperative rules
in 1904 and 1912. an Imperial Committee in 1914 reported,
though, that while the number of cooperatives was large, they
were qualitatively weak and lacked intrinsic cooperative cha-
racter (such as was found in the éuropean cooperatives). Among
the recommendations were the following: a) cooperatives should
be well structured berfore they are registered, p) loans should
be given only to members, c) there should be a primary level,
a district level, and apex cooperatives, and d) there should
be a cooperative to each village. These and other provisions
have been inherited from that time by the Bangladesh Department
of Cooperatives. While these recommendations seem reasonable,
it is fair to note that they are at variance with characteris-
tics of successful spontaneous savings and loan groups in

Bangladesh today which have been described. In 1947 East



- 95 -

Pakistan had 26,000 cooperatives on record, but most had been
patrorized by Hindus, who either left for India or reduced
their participation.in such activities. The position of co-
operatives after partition "was one of total collapse." There
was no provincial apex cooperative bank. Most of the societies
existed only on paper, their members in India, bankrupt, or
dead (p.11, Bib. 18). It should be noted that the original co-
operatives here were mostly called Savings and Credit Societies,
and their purpose was that. The Hindus who comprised much of
the membership had a more conservative idea about savings and
capital formation than the others of East Pakistan. In 19438 far-
reaching decisions were taken to set up Union-level Muiti-
Purpose Cooperative Societies (UMPCS) all over the country, with
primary cooperatives for farmers, fishers, etc. at the village
level. The UMPCSs were given more authority and resources bec-
ause the planners thought they would be something better than
the "village" cooperatives. They were made to engage in various
"development" projects, with resources pumped in, and they were

given preferential dealership in scarce controlled commodities.

However, many societies were formed on paper to get loans or
other advantages, and in fact a quarter of the UMPCSs were dis-
solved soon after formation for not conducting any business.
The present 4119 UMPCSs and all the primary societies cannot be
properly monitored by the Department of Cooperatives. The result
is that in 1983 overdues on Samabay Bank loan principal were
62%, and on interest 95% including many loans which should have
been written off long ago (Cruz, P. 6, Bib 18). For lack of
savings, Samabay loans are obtained almost entirely from Bang-
ladesh Bank credit with inflationary printed money. Efforts are
certainly being made to correct the situation. But the structu-
ral problems of these old cooperatives may be at their roots,
if the comparisons with the spontaneous groups and the NGO and’

semi-autonomous government agencies can teach any lessons.
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The Investigators fzel that the UMPCSs had lost 4 character-
lSthS that enable spontaneous groups to be successful: a) They
had moved from being groups where people could trust each other
to large populations supposed to rely on structure and rules.
b) They were given credit, dealerships, and resources from
outside which attracted bad leadership. c) They were assigned
development tasks planned externally, whereas what they wantegd
first was savings and credit societies. d) Finally, due to
rules invoked decades earlier, they were not able to lend their
assets outside. Thus, good profits were not expected and there
was no motivation for savings. It is this- expectation of profit
that fuels many of the current spontaneous groups. The result
is the present savings rate of Tk. 14 per member in Samabay Rrnk
in UMPCS accounts.

BRDB Cooperatives: Thare is a great range of effectiveness of

the Rural Development Board cooperatives. Therefore, both at
the Upazila and the Primary society level, they are classified
as A, B, C, or D societies, based on criteria such as repayment
rate and regularity of meeting. The A societies function well,
while the C and D ones tend to be dormant. In the RFEP loans
were disbursed through these cooperatives, and because UCCAs
classified mostly as A were chesen, loan repayment and loan
utilization was good; some societies under that project were
visited. It seems that leadership in these cooperatives was
competent, records were in order, and repayment in some cases
was 100%. But of the UCCAs nationally some 30% are good and
:lassified as A, 25% as B, ard 45% are not working actively.
Of the primary societies, 25% are A, 20% B, and 55% are not
active. 27 lakh members have 33 crore taka in savings and shares,
which is about Tk. 123 each (BRDE 1985 data).

The BRDB cooperative system appears to possess huge poterntial to
stimulate rural financial dynamics in the country. There are
60,761 farmers' societies, 9295 landless farmers' societies, and

7608 women's societies (no other types of cooperatives come
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under this system; others are supposed to come under Samabay
Bank) .

Since the beginning of the program (IRDP in 1973), Tk. 303.48
crore has been disbursed in short term and Tk. 91.46 crore in
medium term loans. Recovery as of February 1985, has been
Tk.191.66 crores short term and TK. 11.80 crores medium temm loans.
Therefore total recovery has been 203.46/394.94 or about 52%.
Amount of loans outstanding including overdue is Tk. 111.82 crores
short termm and Tk.72.44 crores medium teﬁn or about 47% of total
advances. (Figures as of Feb. 1985 supplied by Credit Depart-
ment, BRDB).

The fact that 83.5% of advances are ultimately recovered dis-
guises the tendency to roll over loans, on which there is no
estimate. Ultimately the rolling-over comes to an end. BRDB has
ruled that if in an‘Upazila Central Cooperative Association 40%
of loans are not recovered,vno more loans will be made to them
in the following fiscal year. This is illustrated in the Case
Studies below.

It is not within the scope of this Report to evaluate the BRDB
cooperative system as a whole. Obviously, the agricultural in-
puts, livestock and fisheries' promotion, health and family
planning activities, etc. have their own weight in national develop-
ment. But on the financial side, it is felt that if the 25%

of primary cooperatives that are more or less successful could
be replicated nation-wide, the scope for savings mobilization and

good loan utilization would be substantial.

Case Studies:

The Sylhet Kotwali Central Cooperative Association has been un-
able to show a 40% recosery rate. Therefore loan disbursement to
the cooperatives through the Khademnagar Sonali Bank has been

stopped this year. The CCA officer called the farmers' -co-
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operative leaders together and asked them to at least show on
paper 60% recovered, but they were unable to do so. In many
places there is no cooparative for the landless or for women
because these cannot draw substantial "loans" comparable to
farmers' cooperatives. It is said that the Manager of the Kollo-
gram KSS got a loan for his cooperative of Tk. 35,000 and used
it to go to the Near East, also taking some of the group savings.
It is said that in another cooperative a loan of Tk. 10,000 was
obtained from the Sonali Bark, from which Tk. 500 was paid to
the Inspector and more than a thousand to the Sonali Bank Mana- -
ger. The field officer of FIVDB there (2 private development
organization that has a policy of working with the RDB coopera-
tives to help improve them) said that in his placé of work he
"never saw an RDB loan used for the stated purpose." However,
the FIVDB supervisor, who works with the cooperatives, estimates
that half the loans are partly used for the stated purpose. He
has taken the initiative to call groups of cooperative leaders
together to plan and organize, and thinks that sub-centres for
10 to 20 cooperatives for such activities would help the whole
system, and ensurefbetter loan utilization. FIVDB has success-
fully improved cooperative performance in certain areas but has
not been able to extend its service throughout the Kotwali CCA.
The irony is that Khadimnagar has one of its training institutes,
and the trainees are supposed to get a little field experience
there. However, matters may improve because it is said that the
present Rural Development Officer does not take bribes, and
cases have been filed against 7 of the defaulting cooperatives.

In Chauddagram, Comilla District, there is some economic growth,
and there are many spontaneous groups, as mentioned above. It is not
far from the place of the famous Comilla Experiment, which give
rise to the whole RDB system. The Upazila has 455 primary co-
operatives. However, of these 150 are classified as D and not
working, and 40 as A and working fairly well. Our Field Resear-
cher there reports that now that bank branches have been
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established, many farmers prefer to go directly to the bank
for a loan rather than dealing with the cooperatives, although
cooperatives require less bribe than the banks. Repayment
of loans in the RDB system is poor, and this year the upazila
was not able to show a 40% recovery rate, so disbursement of
loans has been stopped. The Assistant Project Officer in the
uUpazila says this is so because the borrowers "expect forgive-
ness of the loans."

Some Observations Regarding Groups and Group Savings:

Organized groups: Most of the NGOs workihg in Bangladesh orga-

nize groups, especially of small farmers, the poor, and women,
for various development activities. 17 of these NGO programs
for motivating savings and credit through groupé, as well as
BRDB, Swanirbhar, Samabay, Grameen, and RFEP, have been described
in a report Prepared simultaneously with this one (Bib. 24).
That information is not repeated here. Some agencies form groups
of 5, others groups of 7 to 15, and other groups of 25 or 30,
or even more; some agencies encourage the groups to register as
Cooperatives, and others avoid such an association. On the
whole, these agencies function well through these groups, mobi-
lizing small group savings and providing capital for more loans.
Repayment is about 9¢ to 95% in most agencies.

and loan groups is not so posiiive. In RFEP Uttara Bank used a
model of group lending, but disbursement was very low because
the bankers found it troublesome and time-consuming to organize
the groups, and the clients did not prefer to borrow in' groups.
Uttara repayment in RFEP was not bad, however, at 88%, and
savings came to 11.6% of loans outstanding. Janata Bank also
experimented with group lending, but most borrowers-operated indivi-
dually after they had received the loans. Janafa recovery was ave-
rage for RFEP, and savings came to 21.8%, which was above average.
On the whole, the RFEP experience probably did not show the expect-
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ed advantages of group lending. In the sociological study of
RFEP (p.7, Bib. 25) it was shown that 9 out of 10 borrowers
prefer to deal with the bank individually rather than through
groups or ‘cooperatives.

But in contrast to these banking efforts, Grameen Bank channels
all its activities through groups of 5, aimed at poor people.
Savings and re-investment ‘locélly are satisfactory, and the
repayment record is exceptionally good, over 97% on time, and
99% ultimately. Their explanation is good motivation, loan uti-
lization and supervision, and peer pressure within the groups.
An excellent analysis of Grameen lending has been made by
Mahbub Hossain, (Bib. 20) but there is insufficient informatio
on savings mobilization in his analysis. The Swanirbhar program
also works through groups of 5, and generates savings from
among poor people, while also recovering loans at a rate of 90%.
These two agencies and the NGOs show that group savings and
loans can work well, and can decrease costs to the bank of deal-
ing with small amounts of deposits and loans. Grameen, Swanir-
bhar, and the NGOs are all expanding their savings and loan
activities done through groups. The methods can be perused in
the separate Report prepared by the Investigators.

Some agencies encourage groups to ultimately register as co-
operatives (VERC, CRWRC) and other agencies prefer to avoid
such entanglements with Government Departments (BRAC, Proshikd).

In the field survey it was found that in most places these
groups could open bank accounts in the name of the group, if there
was a record of proceedings and signatories were assigned. But in
a few cases (i.e., the MccC experience) the banks were reluctant
to open accounts in the name of such groups.

The group approach is increasingly being used tc mativate say-
ings and credit in the country. Swanirbhar, now working in 70
upazilas, is expanding to 140. Grameen Bank has 156 branches
and is expanding rapidly. The NGOs are also, in general, ex-
panding these activities.
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However, it should be remembered tlat all these groups deal
with the poor, small farmers, or women, and though their social
importance is great their potential for mobilizing savings is
relatively modest.

Spontaneous groups: The spontaneous groups as described above:

are not limited to disadvantaged segments of the society. Same
of them have as members merchants, prosperous farmers, or
salaried people, and their actual potential for savings mobili-
zation may be large.

But there are no available statistics regarding the number of
such groups functioning in the country, nor of the extent of
their financial importance, their rate of growth, etc. It is
therefore unknown whether it would be useful to have some
policy concerning them, or if some of them might be brought
under the umbrella of the cooperative movement, or under the
jurisdiction of the credit union movement, or any other system.

However, it is the informal judgement of the Investigators that
the movement of spontaneous groups is growing within the count-
ry. The majority were found in the vicinity of NGO Programs and
Government development agencies, and in areas where some rural
economic dynamism was visible. In the Manikganj area, sponta-
heous groups were clearly formed from the examples of BRAC,
Proshika, and others. In the Sylhet area they were stimulated
by FIVDB. In the Comilla area they were stimulated by the co-
operative movement. Some groups are very old, but on the whole
it seems to be a fairly recent phenomenon. If so, future
growth in this sector may hold promise for stimulating the rural
economy oi the country.

Cooperatives: The potential of cooperatives in savings and

loans is huge, if the successful ones are considered. An exam-
Ple is Deedar near Comilla, a cooperative of poor people and
ricksha drivers. The organization began with savings of 56
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paisa and reached 9 lakhs, and now aims to save 50 lakhs. A
key is dynamic leadership. (The account of this cooperative
by Ray was found by the Investigators to be essentially corr—
ect). The A category RDB cooperatives often do very well, and
under RFEP they recovered their loans with only 9.7% overdpes.
and accumulated 11.4% of the loan financing in the form of
members' savings. On the other hand, roughly half the coopera-
tives in the country are C and D in performance, essentially
moribund.

Spontaneous savings and loan groups differ from registered
cooperatives in the following essential ways:

a) Spontaneous groups are organized by trust, whereas coopera-
tives rely on structure and rules.

b) Spontaneous groups are self-requlating, whereas cooperatives
are supposed to be regulated by the Department of Coopera-
tives and examined Yearly by auditors.

¢} Spcataneous groups engage in activities exactly as the
members determine, whereas cooperatives take up developmen*
Projects planned for them by the concerned authorities.

d) Spontaneous groups lend money not only to members, but
also to outsiders for profit, whereas according to Depart-
ment of Cooperatives rules, cooperatives can lend only to
members.

The last distinction is especially important. Many spontaneous
groups exist primarily so that the members can make profit by
some investment or by lending to non-members, whereas official
cooperatives, in theory, put members' credit needs and welfare

above making profit.

Credit unions: Savings and loan groups called credit unions

were formed in Bangladesh primarily as part of Catholic development
projects, pParticularly with Caritas projects. They merged into
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the Credit Union League of Bangladesh, which now accepts
member organizations without regard to creed or background.
The League is a young organization having 17,537 members in
its constituent credit unions, and it is prepared to expand
nation-wide to serve as an umbrella organization. It is a
member of the Asian Confederation of Credit Unions, and the
World Council of Credit Unions (the history has been written
by D. Cruz).

The credit union concept merges with that of cooperatives, on
the one hand, and with spontaneous savings and loan groups,
on the other. Most credit unions in the West originated with
membership drawn from a particular category of employees, say
a corporation or a type of industry. There a few credit unions
of this type in Bangladesh, mostly in Dhaka, comprising emplo-
Y2es of organizations or corporations. But member unions of
the League of Credit Unions are mostly in rural areas. Each
credit union may or may not have its own criteria for mem_er-
ship (locality, occupation, etc).

The member credit unions of the League at present are all regis-
tered as cooperatives, and the League is seeking registration
as an apex cooperative. The reason is said to be that no other
set of rules exists whereby the members can have confidence in
the leadership of the groups. However, savings and loan groups
that are not cooperatives may become members of the League.

Concluding Remarks:

It has been suggested that the spontaneous groups should become
organized and registered as formal cooperatives. The Investiga-
tors foresee two major problems that make these informal groups
unwilling to do so. The problems are:

1. Many groups in the study areas are opposed to the idea
of cooperatives, mainly because they want to avoid the

"trouble." The costs are too great in terms of time and
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money (travel costs, tea and snack for the cooperative
officials averaging about Tk.300 to Tk.400 per trip).
There is the additional hassle of keeping records in
a prescribed manner, adopting procedures, eic.

2. Most of these groups will probably never want to regis-
ter as cooperatives because their objectives are diff-
erent. These groups have profit as one of their motives,
while cooperatives exist to serve their members only.

S50 far govermment pPolicies have been directed oreferentially
through cooperatives whereas the spontaneous groups are mostly
not known to exist. The Authors believe that there is room for
both in the Bangladesh eéconomy. It may be possible for the credit
union League to serve as an umbrella organization for many of
the spontaneous savings and loan groups. The league could provide
structure, sets of rules to generate confidence, legal advice,
etc. and thereby avoid the complexities and government involwe-
‘ment in the cooperative structure. At present it is not in a
position to do this. However, the Authors feel that there is
potential for an umbrella credit union body in Bangladesh, simi-
lar to that which exists in other countries. The League could
perhaps grow to fill that role.

The prohibition against cooperatives lending to non-members at
present applies to groups affiliated with the League. But this
could probably be relaxed if the League could provide its own
organization throughout the country, with an alternate set of
procedures for generating savings and loans. It is anticipated
that such a step would attract some of the spontaneous groups
which now make profit for members by lending to outsiders, and the
whole credit union movement would become more dynamic because
of more profit potential.

These suggestions require further study. The issues to be add-
ressed wouwld be:
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Can savings and loan groups not generated by the offi-
cial cooperatives structure play a significant role in
stimulating the rural economy ?

If so, what is the mechanism to deal with them?
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MEMBERSHIP AND PURPOSE OF SPONTANEQUS SAVINGS AND LOAN GROUPS

Membership Number ‘of groups

Youth

Farmers

Day laborers
Mas §1d/Madrasa
Unrestricted
Businessmen
Town merchants
Ricksha driversg
Slum dwellers
Children

droyp size in the population:

- Minimum ¢ 7
- Clustered around: 15, 20 and 30 members per group

N
ml».—sl\)muuwwmm

- Maximum : One group of 300,and one of 500 members,

Main purpose Number of groups

Loans to selves & outsiders
Investment in profitatile project

Crisis loans for needy, & profit project
Loans for selves & business projects
Religlous inst. & crisis loans for needy
Lottery

Loans for own emergency

Pump loans

Crop loans for selves and outsiders
Member speculation in commodities

N
mIHQNNNwwth‘

Note: Only those clubs that also make loans to members and/or
outsiders have been tabulated here.
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FORMAL AND INFORMAL CREDIT

Indebtedness:

In the study population, 50% of households had current loans,
and 16%:-of them had moyre than one loan (Table 18). Various
other studies of rural indebtedness in Bangladesh have shown
that this many or somewhat more have some debts (49%, 54%,
55%, 56%, 63%, 54%, 71%, and 75% in studies cited in Maloney
and Sharfuddin p.3, Bib. 25 and Rashid p.111, Bib. 32). Per-
haps the respondents have somewhat fewer loans because their
income is higher than average. This rate of indebtedness
may be compared with savings in the sample: 80% save now,
(Table 4) and 87% have saved for some projects in the recent
past (Table 8) while 41% have bank acoounts (Table 13).

Sources of Loans:

Among the respondents, 54% of those having loans had obtained
them from banks, 1% from cooperatives, and 45% from informal
credit sources, including some NGO programs (Table 18). This
is a far higher rate of institutional credit than is shown
in studies based on more representative samples. Other esti-
mates are that institutional credit comprises 15%, 16%, 20%,
22%, 23%, 28%, and in an exceptional case, 40% of all loans
(zia pp. 68-69, Bib.S5b; Ali p.38; Maloney and Sharfuddin p.3,
Bib. 25) . These sources all show that institutional credit as
a proportion of all credit is increasing. But the estimate is
probably above average because of the study group's nearness

to banks, and due to its prosperity.

Size of Loans:

Table 18 shows that average loan size in the group was nearly
Tk.7000. Even in the low socio~economic category it was over
Tk. 2000. (Average loan size in Rashid's study was about Tk. 550).
But in view of their income loan size in the households is
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not inconsistent.

In Table 18, loan size of the 5 categories is large probably
because of a few large items. Some of the poorer people in the
study population have invested 'in animals; loans for oxen and
buffaloes include amounts of Tk. 7000, 9000, and 12,000. The
mid-low and middle groups have borrowed large amounts for irri-
gation, as have some of the more prosperous categories. The
sample includes 6 shallow tube wells and 2 deep tube wells,
which are long-term investments for these farmers. In the uppex
groups, one man bought a bus, and others took loans for busi-
ness of ?k.B0,000. Those who went abroad also took out large
loans. Most of the crop loans are in the range of Tk.500 to
Tk.3000.

Interest:

Interest computed at annual rates on some of these loans was
nominal, 5 to 12%. These are mostly informal loans from friends
and relatives. Indeed, many such loans are interest free. Some
who had bank loans were paying between 16 and 21%. Quite a few
informal loans were at 24%, thought of by the borrowers at 2%

a month. Only a few loans carried interest of 50%, and none

was higher in this sample,. The usurious rates sometimes attri-
buted to moneylenders wereﬁhot evident here. Usurious rates may
be charged to exploit the crisis conditions, but in fact only

2 of the loans in this study were taken for consumpttion. Busi-
ness loans at high rates of interest such as 10% a month are
almost always short term, for a matter of days or a few months
at most, and none were found in the study. Loans for large items
are for 3 to 5 Years, and if the sources are informal, the inte-
rest rate comes down to 24% or so per annum under competition

from bank loans.

Uses of Loans:

Uses of these loans are shown in Table 19. Of the respondent
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families, 174 had loans of which, 2 or 14% were used for
more than one purpose. This appears low compared with the
rate of multiple use of loans from RFEP (26% werc used for
2 or more major purposes, see Maloney and Sharfuddin p.37,
Bib. 25) while it was computed in the main study that'only
20% were entirely used for the stated purpose . RFEP loans
were for poo: people who merged their loans with household
cash. But it .s probable that most borrowers use loans for
several purposes and/or for purposes different from the

stated one.

Claimed use of at least the major part of loans (Table 19)
is roughly in line with the occupations of the sample popu-
lation (compare Table 2). It is claimed that in 14% of cases,
loans were used primarily for personal or consumption purpo-

ses, but in fact this might be understated.

Loans used for agriculture in the sample are only 35% of the
total amount of current loans. In many credit programs it has
been found that people want loans for non-agricultural pur-
poses proportionately more than was expected. This is true of
many of the NGO credit programs, as also Grameen Bank and
Swanirbhar. Only 1.9% of Grameen loans are for agriculture,
compared with 26% for animals, 26% for processing and cottage
industries, and 40% for trade and shopkeeping (Hossain p. 60,
Bib. 20) . RFEP, which was originally conceptualized in the
context of agricultural credit, was not used mostly for agri-
culture. Actual uses of RFEP credit from their own study are
shown in Table 19, and these vary from thLe stated uses in the
loan applications. Of all RFEP loans, 31.5% were taken out
for agriculture, but subsequent utilization was only 24.5% far
agriculture. Even that may be too high as it is based on res-
pondents' statements (RFEP Terminal Evaluation Report p.49;
Maloney and Sharfuddin p.35, Bib.25). Of course, these projects

were aimed at a poorer population than is found in this study.
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But the emphasis in official and public statements about
agricultural credit as compared with other types of credit
are probably partly motivated by political considerations
and to some extent by traditional concern with. rural indeb-
tedness to landowners and moneylenders, rather than being
based on concrete analysis of how people actually want to use
their loans.

A third of loans taken out by the respondents in the study
are used for business, and about 47% of the study population
have business as a first or second means of income (Table 2).
In RFEP, 9.4% of loans were taken out for business or trade,
but 23.6% of loans were used primarily for that. Only 10.6%
in the sample took their loans for animal raising, compared
with 32% in RFEP and 26% in Gramecn. However, individual loan
size in the study is much larger dand respondents appear to
invest in more specialized enterprises. The investigators
feel that among borrowers from the spontaneous savings
and loan groupé, most take loans for trade or business, foll-
owed by consumption and agriculture.

Loans used Primarily for personal purposes or consumption are
14% of all loans in the study. The RFEP survey showed that
nearly 10% of loans were admitted to be not used for their
stated purpose, and the true figures may be even higher. 1In
fact, 80% of RFEP borrowers did not use the entire loan for
the stated purpose but diverted some or all of it (Borrowers
Financial Survey p.33, Bib.27). Personal use is often produc-

tive from the viewpoint of the borrower, if not from the view-
point of the bank.

The most important personal loan use in the study is house
building or repair, which is considered a good use of credit
in developed countries but is not recognized as an officially
accepted use of credit for rural borrowers in Bangladesh. Other
personal vses of loans are also not regarded as frivolous. By
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dowry and marriage, or by a festival, a rural family makes

an investment in gaining social position which in time results
in economic advantage. Going abroad is similar. And peoplae
who take emergency loans for subsistence are aware that re-
payment may be difficult, but they make their judgments about
what is necessary. These issues have been discussed in Chap-
ter 2. Rural moneylenders feel that a borrower can usually
use a loan for any purpose he warnts, provided he repays it
and prcvided the interest can sustain the lender or the lend-

ing institution.

Meeting Next Need for Capital:

The assumption that rural people mostly need credit to pursue
their activities is not corroborated by the findings of this
study (Table 20) . Among the respondent households, 224 need
capital for agriculture for the next season. But all except 9
think they can raise it from their own activities. Similarly,
76 need capital for business of trade’soonﬁ and all but 9 think
they can raise it from their own activities. Only 6% of the
respondent households think they will have to borrow to meet

their next capital needs.

A probable, but partial explanation of current\number oZ loans
compared with the low expectation of future need for loans, is
that the survey was undertaken at a time when farmers had
taken out crop loans, and were expecting a good harvest. Conse-
quently they were not thinking in terms of taking out yet ano-

ther loan for a future crop.

It is the observation of the Investigators that people hope
for a good crop or a good income and do not like to actually
plan to take out loans. They want the facility in an emergency,
but they live on the_assumption that-the crop won't be damaged,
that an animal will not die, ahd that business will succeed.
Still, the antiéipated need for loans is small considering that
50% of these same households had current loans at the time of
the study (Table 18).
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This probably Suggests two things. First, many loans, may

be even the majority, are not used for the purpose they were
taken. Second, most people are financially conservative enough
not to plan in terms of taking loans until they really see

a need for them.

This modest need for credit appears in conflict with otuer
questionnaire furveys which show that what most people need is
Ccredit. Usually in such Surveys when people are asked what they
need they imediately think of "credit"” (money). One survey
showed that 67% of People "need" credit for agriculture, 67 for
food and consmmotion, 60% for house repair, 43% for medicine,
and 10% for clothes and business (M.M. Ali; also M.H.Ali p. 38,
Bib. 8 and 9). In the 1978 handloom census, 81% of weavers said
the "reason" for looms being idle was lack of credit. In the
Rural Industries Study Project the "need" most commonly men-
tioned by cottage industry respondents was credit. Actually,
the problem might be,poor market, uncompetitive. product, bad
management, etc. (Mia p.96, Bib.26). It is the observation of
the Authors that Government pPrograms based on sach over-esti-
mation of credit need risk substantial default, and this indeed
has been the experience in Bangladesh.

The respondents try to save to meet most of their capital needs
(Table 6). Daily wage laborers save 9%, marginal farmers and
others in the mid-low category save 12%, other farmers and
shopkeepers save 21%, and the local rich save a third or more.
But if a sharecropper earns Tk. 1000 a month and saves 12%, a
Year's savings is hardly enough to plant a crop. He needs a
loan, but the study shows that he hopes he won't have to borrow.
The middle and richer families have loans of Tk. 12,000 to 35,000
for pumps, or up to a lakh for business or travel abroad. But
for their ordinary investment needs other studies have shown
that their savings are usually sufficient. The study group
families already saved an average of Tk. 2355 per family for
recent purposes (Table 8) 1ipart from small farmers' crop loans,
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many of the loans taken by the study households were used

és sort of discretionary funds, either for some capital imp-
rovement or venture investment, or for other than the stated
purpose since their usual income would enable them to repay
it. Those who needed crop loans had just taken them at the
time of this study and did not plan another loan. These fac-
tors probably account for the higher actual use of credit than
people's thoughtful estimate of their actual need for credit.

Credit and Socio-economic Categories:

The subject of non-institutional credit has been discussed
over the years 'in Bangladesh (summarized in Hussain Bib.21)
and India. A detailed study of credit in relation to landhold-
ing and the social relations arising from landholding has
been made by Rashid, based on a study of 2 villages in
Narail and Manikganj Districts which describes various types
of informal credit (Bib.32). In the previous study by the
Authors (Bib.25) the various Bengali terms concerning credit,
security arrangements, and types of land mortgage were listed.
A few observations from the 6 study areas about credit arrange-
ments by socio-economic category are added here.

a) Landless agricultural laborers: These people, who live by

selling their labor in the fields, need credit mainly in
the off-season, and often for consumption. The majority of
them take loans from the large landowners who employ them,
the conditions being that the laborer will work for the
landowner, and that the lahdowner will fix the wage rate.
When there is a labor shortage, especially for transplant-
ing and harvesting, landowners who have made such arrange-
ments are more sure of getting the labor they need. In the
case -of HYV crops, supply of labor at the right moment is
even more crucial. Of course, some of these people get
loans through NGOs, Swanirbhar, or Grameen Bank, but prac-
tically none of them get bank loans. Table 20 shows that
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none in the low socio-economic category expect to take
any loans at all for capital needs.

Landless household laborers: These people work in the

homes of the richer families, and their jobs are secure. Vhen
they need loans, they get them from their employers with-
out interest.

Landless nan-farm laborers (socio-economic category mid-

low): These people sell their labor working on road or
building construction projects, or as workers in rural

processing and precduction industries, or in transport.

They are slightly better off as a whole than landless
field laborers, and they tend to be employed for most of
the year. Still, many of them need credit in time of cri-
sis, which they get from friends and relatives. Some are
able to save and provide the inputs for sharecropping, or
take lease of land, and these have agriculture as a secon-
dary means of livelihood. They also do not get bank loans,
although some get loans through cooperatives, Grameen,
Swanirbhar, or NGOs; otherwise they manage on their own
capital savings.

Farmers with few assets: These people have cattle and plows

and can be employed as sharecroppers, or they have a little
land and try to manage more through leasing or sharecrop-
Ping. Normally they provide all the agricultural inputs
for sharecropping, and give the landowner 50% of the pro-
duce. But if the landowner provides inputs the harvest is
diviled 10 to 6 (10 annas or 63% to the landowner and or

6 annas or 37% to the si:arecropper). Some are employed with
their cattle and plough in preparing land on a daily wage
basis. Most of these people are in need of credit to buy
oxen and ploughs, provide inputs on sharecropped land, or
lease a small plot. But they do not usually get bank loans
because they have no collateral. Some of them raise capital

Dy operating a tea shop, grocery store, peddling, or ply-
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ing a ricksha, cart, or boat. Some get credit from local
moneylenders, whom they sometimes repay by plowing their
lands at rates fixed by the landowners. However, many
short-term or consumption loans are obtained interest-free,
as shown both in the previous study by the authors and by
Rashid (bib.32). Rashid also describes in detail the camp-
lex matrix of land ownership, management, and cultivation
in the context of which such loans are made.

Petty peddlars and shopkeepers (socio-economic category -

mid-low) : Many peddlars get into the business part-time,
going house to house; they and the petty tea shop or mudi
dukan owners are often driven to try this livelihood for
absence of any other means. Naturally they need capital,
and they all complain that they cannot get it from the bank
for lack of security. In oﬁr study 3 started petty busi-
nesses by taking loans from relatives at 2% per month, and
one from selling cattle. All the rural development savings
and credit programs show that there is a strong demand for
small loans in this area. Among the 18 such households in
our study (Table 20) who intend to take loans for their
next capital needs, half need them for business.

Small farmers: The need for crop loans by these people 1s

widely recognized; only a quarter or fewer ever get bank
loans. The rest get them from informal sources. Loans are
usually given in cash during sowing or ‘transplanting, to
be repaid in a certain quantity of paddy after harvest.
Such loans are called géggg (cash loan repaid in paddy or
other kind), or dhandiya sud (giving paddy as interest),

and this 1is widely practiced. Other forms of informal
lending and mortgaging are listed in the previous RFEP
study, especially khaikhalasi (the lender "eats" the rice

and "gives back" the land), or bandhak (with some securitr)
Small farmers who cultivate their own land as well as sare
leased land are in a slightly better position to meet thes:
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capital needs. We found in our study that a fair number

of small Ffavrmers have grown-up sons who have income from

a shop or same other non-farm activity, who help provide
capital for crops, which is repaid at the time of harvest.
Most farm work in these families is done by their own labor,
but in peak periods they may have to hire wage labor. The
Investigators observed that there are reciprocal arrange-
ments among these farmers to reduce their capital needs
for labor, based on kinship and neighborliness. They ex-
change labor and borrow equipment. However, no communal
cultivation by hamlet or kinship segment in the study loca-
tions were observed. But the intense network of mutual
obligations providing labor, materials, and interest-free
loans greatly reduces the needs of small farmers for capi-
tal. This is one reason why so few people actively plan to
take bank loans for their next capital needs. Those who do
need loans and have something to reciprocate probably can
get them within the informal sccial system.

Case study:

In a rural area near Sylhet, there is no professional money-
lender. If a small farmer needs a loan of Tk.2000 he gives
bandhak (mortgage) on two crops of paddy on one acre (amou-
nting to Tk.2500). This is very common. If he needs more
and only has one acre he can give bandhak for another year.
The loan is from prosperous local farmers, and most band-
hak is by trust, without documents. It hardly ever occurs
that a small farmer loses his land by inability to repay

a loan. If a small farmer needs a loan for consumption he
can get it in paidy from a surplus farmer; he will get it
in the scarce season and repay at harvest time, so he usua-

lly repays 1% maund for every maund hqrrowed.

Surplus farmers: Surplus farmers are those who have cash

income beyond their subsistence needs, and they generally
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do not require loans for agricultural inputs for crops.
They may require agricultural loans for extraordinary in-
puts as with HYV crops or some cash crops, or more espe-
cially for installing irrigation equipment. Larger surplus
farmers are usually not badly affected by crop damage in
one season, but if crops are repeatedly damaged they may
seek loans. Some 10 or 15% of them also invest in stock
business (rakhi), buying during harvest, and selling later.
Many also have family members who engage in a variety of

occupations, as in the study population.

Established small businessmen: Some of these people are able

to get loans from relatives without interest, and perhaps a
third of them take loans from other businessmen or money-
lenders at interest ranging from 3% to 10% a month. Many of
them have bank accounts, and they can take overdraft on
current accounts, or loans against 90% of the money in fixed
deposits. Some can provide security or hypothecation of goods
and do take bank loans, but it seems common enough for them
to take a bank loan for another purpose and use it for busi-
ness. Many of them do not need much outside capital as their
own rates of saving are high. We have shown (Table 6) that
in the sample businessmen save 21% of their income, while
those who combine business with agriculture or some other

activity save between 25% and 45% of their income.

Large businessmen: About half of the more substantial busi-

nessmen and merchants need bank credit from time to time;
this was true in several bazars where enquiries were made.
The rest manage from their savings, incidental loans from
friends and relatives without interest, overdraft on current
account, and most important, transactions on partial credit.
Most of them appear to be highly competent in managing and
manipulating, and they use their social network to great

advantage.
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Procedures for Obtaining Formal Loans:

Requirements for a loan aredifficult from the viewpoint of
the borrower, and this difficulty deters many rural pecple
from seeking bank loans. This is the impression of the Inves-

tigators judging from the responses in the study locations

The banker complaing that the horrower keeps coming around with
one document at a time and never brings all the documents toge-
ther. The borrower complains that the bank employee does not
inform him of all the requirements, so that he has to make many
trips. The respondents have suggested.that requirements for
different types of loans should be clearly posted on the wall
of the bank. A semi-literate person needs to go through a
broker; there is nc alternative. For a security loan, even a
well-educated person may say he doesn't understand the require-
ments and had to make several visits to get everything in order.
Both the banker and the borrower have valid viewpoints. The
banks have experienced so much default that bank employees are
subject to discipline if they process lcans with questionable
documents. RFEP results suggested that small non- secured loans
can be made with a minimum of red tape, and with only one visit
by the borrower prior to getting a loan. However, in the RFEP
study we found that some banks imposed extra requirements, such

as their photographs and various recommendation signatures.

Procedural requirements vary among the banks and for different
types of loans. For a secured loan, typically a borrower needs
an application form which in some cases has to be bought; a
photograph; actual title paper to his land; original purchase
deed of the land; recent tax receipt; a genealogy chart to show
the share of the land actually owned by the applicant; a certi-
ficate from the UP Chairman that the applicant is resiéing in
his Union; signatures on the application by the UP Chairman,
one Member, and 3 witnesses; sometimes also a certificate from
the Health and Population Officer that the applicant is not

dead. It is not enough to precent copies of the land title,
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purchase deed, and tax receipt; the originals must be brought
and left in thr bank.

For a crop loan, the prospective borrower will need to be on
the list preparea by the Union Credit Committee {perhaps re-
quiring special efforts and/or contacts); an arclication form;
photcgraph; promisory note hypothecating the croz; signatures,
as by Chairman, Member, and 2 witnesses. BXB hcc simplified
requirements for repeat borrowers by issuing pass books once
people are on the list to get a crop loan, and tte borrower
then has a line of credit available. It is beliered that the
other commercial banks will introduce passbooks in the immed-

iate future.

Each document provides an opportunity for delay and pay-off.

A poor or ordinary borrower may have to pay Tk. 35 to 20 to
Union or Upazila officials for signatures, though in many cases
elected officials sign free of charge to build up.good will.
Getting the land records for a secured loan can be a formidable
problem. The simplest is often for a borrower to get a broker
to do it all, and this also simplifies the taking of extra pay-
ment by the bank. The signature of the Health and Population
Officer seems to be not an official bank requirement, although
it was found in Manikganj that the officer was signing about
30 loan applications a day to affirm that the borrower is not
dead.

But in many cases bankers go out of their way tc help poten-
tial borrowers, make exceptions, and work extra hours. Many
of the bankers ire friendly and jenuinely helpful to clients.
Some of the formalities are not imposed by the banks but by
1igher policy requiring recommendations of relevant upazila
officers for loans for agriculture, fisih produczion, forestry,
animal husbandry, etc. Fertilizer loans are paid in kind when
the borrower presents the bank authorization to 3ADC, where
there may be a scramble of farmers in sowing season each try-

ing to get an earlier serial number.



A complaint was made about gold mortgage. Many people would
like to offer gold as security, but not all banks accept it.
In one town only Pubali and Sonali accepted it, and they re-
quired a minimum of 5 tolas. Many people have 1 or 2 tolas
of gold against which they would like to borrow. It was sug-
gested that the banks change their policy and accept less
than 5 tolas. Moreover, it was said that bankers are afraid
to give a mortgage for the full value of the gold; if one
brings in jewelry of 5 tolas, the banker may say it looks
impure, and accounts it as suitable for a loan of the value

cf 3 or 4 tolas.

In all such matters the borrower appears to have trouble dis~
tinguishing the official rule from delay imposed by the bank
to encourage side payments. The bankers, for their part, feel
harassed by a jumble of rules, directives, and guotas.

Loan Amount:

Borrowers frequently complain that the loan amount they got
was not enough to undertake the project, so either the project
cannot be implemented profitably, or the borrower uses the
money for something else. This is said to be the case for crop
and cooperative loans also. Farmers say they need Tk. 2500 or
3000 for a plow ox, but they only get Tk. 500 or 1000 through
the cooperative, so they use it for consumption, and perhaps
don't repay. For security loans, the banks lend much less
than the value of the property mortgaged. Botk borrowers and

bankers may have justifiable viewpoints.

Case study:

A rogistered pharmacist in the bazar in Khadimnagar, Sylhet,

wanted a loan to open a drug store. These days one needs

Tk.50,000 to open a business, but the bark would only lend
Tk. 8000 to 20,000 for any business there. In 1980 he got a
Sonali laon for Tk. 8000. He paid Tk. 300 for the application



form, but no other extra payment, and the prcocess took or

4 montzz. But the loan was only given for one year. How can
and succeed in one

that bazar

one stz-t a business on such an amount,

yvear ? Focrtunately he had some land. In there are

30 shczz Sut none got started with a bank loan. There are no

big mcrevieanders in the area any more; one has to go to Sylhet

Zrom The bazar committee also does not make

tOo berrow

loans. Iz the bazar 4 of the shopkeepers set up business with

and the rest used their

o=

P s DAY

money by relatives in England,
capitzl or borrowed from Zriends and relatives at no inte-
rect. He thinks the main problem with bank loans is insufficient
snort repayment time.

Loans:

sel

(B 1)
o

rert

Sometimes people who appear to have good lcan projects and are

otherwise apparently cualified, do not get laons. The real

reason is It
he

or beczuse of bad personal relations. It may be that the bank

sometimes not clear to the prospective borrower.

——— b

may r=at the bank thinks the client is not credit-worthy,
branch has met its quota for lending, or is restricted by ins-
tructions cohcerning certain types of loans. Banks sometimes
give the excuse that they have "no instructions" to give cer-
tain types of loans. It has been suggested that banks post on
the walls the instructions they receive about which kinds of
loans car be sanctioned. It may also be that the bank branch
is in collusion with a rival business, or is waiting for more
pay-off. Borrowers usually tend to'suspect the latter, perhaps

unrairly.

Case studics:

In Brahmanbaria an oil mill owner wanted Tk. 50,000 to »uy oil

seeds in season, to bLe repaid in a vear. Uttara 3ank would no:

even listen to him. Janata tcld him to ceme back in 6 months,

but that would be useless. Sonali told him to oren an account,
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which he did; he put Tk.18,00 in it fcr 3 months. Still he was
unable to get the loan. He did not apply formally because he
was told he would nct get it; he was told there is "no order
to give a loan like this." He is willing to mortgage his land,
shed, and machines, which he says are worth Tk.6 to 7 lakh,
and he wonders why the bank will not give a loan for at least
60-70% of such assets. He makes 25% profit on his capital in the
oil crushing business, and more if he can buy the seeds at
harvest time. Out of 50 o0il mills in the town, only one was set
up with the help of a loan, for Tk.75,000 from BKB, which he
suspects required a good side-payment. The o0il crushers samiti
is not effective because members are all busy in their own
affairs. Finally he borrowed Tk. 25,000 from a friend, paying
4% interest éer month. He is not sure of the reason for loan
refusal, but he noticed that the brick field owners borrow all
they want to; they need 4 to 6 lakhs at a time, and the brick
field men are found sitting and talking in the bank. He has
also noticed that oilseed crushers from Laksham come here to
buy seeds in season, as Brahmanbaria is a surplus area. The
Laksham people get loans for seeds, and they also write over-
draft on accounts in a Laksham bank. He suspects some kind of
collusion. Of the businessmen he knows, 80% take informal loans

because of the unavailability of bank loans.

On the same street another oil mill owner tried to get a Rupali
loan ..r buying oilseeds, but the bank told him he might get a
loan i€ he did business with them of Tk. 1 lakh per week for a

year, and even then it would not be certain. He does not know

if Rupali was waiting for a pay-off, or if they prefer to lend

larger ..ncunts. He has a Janata account with Tk. 1.5 lakhs. He
raver applied there for a loan bzcause he was waiting for pro-
per instruct. .us co do so. The former Manager said a loan migh:
be .arranged, but that Manager was transferred and the new
Manager does not know him. He thinks if he pursues Janata and

offers an advance of Tk. 5000 he might get a loan. While he has
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cash assets at present, he needs more. At harvest time the
oilseeds arrive in huge amounts by boat. The street is cho-
ked at that time with farmers trying to sell them and he
requires financial resources for the purchase of this commo-

dity. He is very unhappy with the banks.

Tho banks say simply that they have given a few loans to
oilseed crushers, and that these applicants do not appear to

be credit worthy.

Financing and Intermediaries in Rural Business:

There secems to be no available literature on how business
transactions are financed in bazars and hats, and how tradi-
tional commodities are handled and financed. This is a complex
and important matter for a population of 100 million. Some
observations were made by the Investigators about traditional
and institutional credit in such transactions. Trade functions
in the handloom business (Baburhat, Amirganj) and the paddy/
rice business (Ashuganj, Barisal) were especially noted. It
is recommended that more thorough study of trade and capita-

lizatibn of such commodities be undertaken.

Traditional Business Credit:

A substantial volume of business is conducted on part-cash and
part-credit basis, especially in commodity trade. Where middle-
men, agents, and wholesellers continually deal with known
persons they exchange goods for 40% to 60% in cash with the
rest in credit. In case of crops which come to the market

all at once, proceésers may buy 20% on cash and 80% on credit,
and the middlemen themselves procure it from their suppliers

on part-credit. As the processing is completed the payments

are made and passed along to the producer. This is probably
possible because such transactions are'usually within a net-

work of well-known persons.

In some towns and bazars 50% of the merchants use banlks to
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bank credit.

Interest on informal business loans is usuélly computed monthly.
Here are a fey examples. In Swarupkati \Barisal) business loans
can be obtained from several goldsmiths, énd'intersst is 7 to

8% a month; they prefer to have gold as Security. In Manikganj
there are still 2 Hindu goldsmiths who lend money, taking gold
as security; they can lend for quick turnover at interest of Tk.2
per Tk,1000 1loan ber day, or else 6% per month. In"sevcrsl places
there are other Hindu mahajans who make loang with the agreement
on stamped ﬁaper, and they charge 2% to 6% interest per month

seer of paddy interest per month. In Barisal Some grocery shop
owners receive credit form a moneylender at the rate of 3% to 4%

interest Per month,

Hul the hapka appear to have displaced moneylenders for business
loaus in many areas., In Manikganj the Hindu merchants who used
to provide most business credit are gone, In Madhabi, Narshingdi
District, 10 or 15 years ago mahajans would advance money tr
shopkeepers at 3 to 4% interest a month. They have now been re-
Placed by formal institutions. In Sylhet town the mahajans have
hau to reduce their interest rates to compete with banks. Also,
in some cases they have had to be more flexible, such as agreeing

The informal savings and loan groups discussed in Chapter s often
make loans to businessmen; they charge about 10% interest to non-
members and 5% to members, as their objective is to make a profit
for the members. But there are not many other types of associatinnsg
that make loans to businessmen. Each town or bazar has a bainik
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samiti (merchant association) of member merchants. In some
pPlaces such as Manikganj, this semiri used to make some funds
availeble to members as loans, but-how jt merely organizes

the market place, scttles disputes, and brovides night quards.
This is a pattern pPrevalent in a number of towns in the study
areas. The bazar of bainik samiti continues to have an impor-
tant raqulatory function and is an interesting social pheno-~
menon in its own right, However, they do not usually give credit
howadays. Nor do the associations of oil mill owners, fertilizer
merchants, lumber mereﬁants, etc. make loans anymore. Friends,
rolatives, and hanks are the main sources of loans for shop-
kaepers, but many appear to have their own capital.

Banking Services

The banks facilitate business trahsactions by allowing overdraft
On enrrent accounts, and this is part of thier normal operationd
Also, if a person has a fixed deposit account he can take a loan
up to 90% of the amount deposited. The fixed deposit earns ‘15%
interest, and the banks charge 16% on the loan. The Fixed Depo-~
sit Account (FDA) and overdraft checking facilities are impor-

tant conveniences for businessmen.

from a distant Place to cash a check written in the name of a
local aratdar (agent) or other intermediary. A bank will not
give a nonresident merchant immediate cash on a check he writes
from the bank in his home bazar, but by using the name of a
known local intermediary the visiting merchant can get cash for
his transactions by writing a bank draft.

Rural benking, then, is closely tied jin with the intricate net-
work of reciprocal relations that activate transactions, And

as with any business, the bankers get tied into the system of
favors given and favors received. For example, cloth merchants
in Rajshahi complained that they used to be allowed to write
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bank overdraft checks for their bulk purchases. But sinre a
factional dispute in which the bank Manager has been influenced
by some local influential persons, none of the cloth merchants
have been getting the privilege of writing overdraft chocks,
and they have to borrow from mahajans at higher interest rates.

They would like to again have the facility of writing overdrafts.

Intermediaries in Rural Business:

The types of intermediaries who conduct most rural business

transactions are as follows:

a) Aratdar- A commissioned agent who handlcs goods, usually
having his own pstabllshwent which can provide storage,
packing, and shipping services.

b) BeQErI: An agent who handles his own buying and selling, or
he may be a commissioned agent of an aratdar.

c) Mggajan; A person who advances personal or business loans;
aluo, a large or small shopkeeper; an aratdar or bepari who
offora oredit along with other services.

d) Paikar ("Wholeseller"): An agent who buys and sells, usually

on behalf of an aratdar on commission.

e) Fariya: A smaller agent who buys and sells on behalf of an

Eratdgg or bepari.

f) Feriwala: An itinerant peddlar who buys and sells, usually
house to house, but he may also act as an agent of a larger

1ntermcd1ary

g) Dalal (agent): A person who goes around working as an agent

of a larger intermediary, merchant, officer, or 1anddwner;
he collects payments, arranges transport of goods, arranges
bribes, and attracts customers on behalf of the man who re-

tains him as dalal.

There is a large number of petty peddlars or feriwalas, who go
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Lrom house to house, buying and selling in cash or kind. Some
of them arrange to procure paddy, jute, or winter crops at
harvest time, and engage in some other trade in o6ther seasons.
Some are part-time farm laborers who do this in their off-
season. Most of them have little capital and manipulate purn
chase and sale on part-credit. They cannot usually borrow from
a bank because they have nro establishment or colleteral They
may capltalize their trade with loans from local mahajans with

interest at 10% a month.

The above terms and functions are often overlapping. These
people among themselves function in an atmosphere of recipro-
city, favors given, and favors received. In some cases they also

provide informal banking services,

Rice Trade:

Paddy or rice is usually collected and forwarded through the
countryside as follows. Kratdgrs are big merchants who control
the trade and set the price. Atfached to them are particular
beparls who usually have their own nauka (boat). They travel
around organizing purchase of paddy from the farmers or from
lesser infermediaries, and deliver it as arranged by the aratdar
The network and the reciprocity in the system is well understood
by every aratdar. Therecfore, although large hoats travelling
the rivers filled with paddy represent a large investment, *“he
boats are safe from a rival's attack. The beparis are trusted
agents of the aratdars, but it is the latter who determine the
price and the profit. Aratdars advance money to their beparis
during sowing or transplanting seasons. The beparis advance
money as required by the surplus farmers in return for an
assurance that they can bvy part of the surplus paddy. But the
beparis determine the price as they had advanced the capital.

At both levels, repayment of the cash loan is in the form of
dadan (cash loan repaid in kind) a quantity of the produce rep-
resenting principal and interest, although aratdars may also
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change the price according to market demand. If a bepani sellg
paddy through the aratdar, the latter gets a commission of
Tk.2 per maund. On the other hand if large buyers come to buy

Tk.2 per maund (sells at a discount) to the trader. This sort
of arrangemont is common in Ashuganj, which isg @ center for
river ahipment of paddy. At Barisal paddy traders pay dadan

paddy are almost always moved by boat, Beparis in that region
normally own boats. If not, they use a boat of a mahajan or
aratdar and give him 50% of the profit for transporting an1

pPaddy or rice, and procuring it on partial credit, minimizes
handling of casgh and banking, However, a majority of the larger
agents have bank accounts,

Handloom Cloth Trade:

This business ic most intense ip Narshingdi District, especially
in Baburhat, the largest cloth market in Bangladesh. Business-
men from all over the country come here to trade. There appears
to be a well organized network of dealers and agents here. The
Handloom Weavers' Cooperative Union in Narshingdi tried to get
into cloth marketing some yYears ago but was unaple to enter the
market because of this existing network. In Jessore and
Kushtia where the network is reportedly not ag strong, the
Weavers'! Cooperative Unions have been able to take up marketing
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marketing. One kind is involved mostly in production and is
based in 2 shop in a major cloth hat or bizar. Such an aratdar
provades loans in kind (varn) or in cash to weavers with whom
he wsuaily has cordial relationship. Some 20 to 30% of weavers
Who bring their product to such a hat are thus tied to an
aratdar there. The loan carries no interest, but the aratdar
maxes his profit in two ways. He may give (lend) the yarn

(ané perhaps dye materials and loom parts) at an inflated price

market price . Or the value added may be split equally
between the aratdar who provides the capital ang inputs and-
the weaver who provides the labor.

39% to local wholesale markets, and the rest to retail markets
or direct customer sales (Mia, MIDAS report, pp. 92, 96, Bib. Z6;
also quoting BIDS). Most weavers often cannot afforgd to take

of aratdars in the big markets. It should not be supposed that
all weavers are tied to these intermediaries by indebtedness:
onlv 49% of cottage weavers have ever taken loans (75% of
these loans were from mahgjans or intermediaries, 17% from
banks, 5% from Cooperatives, and 3% from friends/relatives).

(Mia, MIDAS, Bib.26).

also provides capital for cloth purchase from the weavers, weav-
ing factory owners, or intermediaries who bring the Cloth te
the hat. He has dalals who are his agents to go around and look
at the available cloth, and buy. The dalals neec¢ not carry cash,
but they have some slips stamped with the address of. the
aratdar and signed by him (like a blank check). When a price
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for purchase of cloth is negotiated, the d3lal writes the
amount on the slip and gives it to the weaver or cloth supp-
lier. The seller takes these slips to the respective aratdars
later on and collects payment. Thus, a large proportion of
the cloth trade on the bazar streets is carried on without

any cash.

There is another type of dalal who makes a business of deal-
ing in these slips, buying them at small discount and giving
the seller of cloth immediate cash, perhaps so he can leave

for home the same evening.

The aratdars who have storage and shipping facilities may pro-
cure cloth in this way for clients in distant places, znd their
fees may be included in the price of the cloth they forward,
or they may charge separate fees for storage and shipping.

Large aratdars in the cloth trade will provide capital to their
beparis up to Tk.25,000 for on-the-spot purchase at interest of
Tk.2 per week per Tk.1l00 loan, but if the loan is a big amount,
interest of Tk.1.50 per week, per Tk.100. The rate also varies

according to their personal relationship. These loans are usually

tied to other intermediary services.

These Eratdars, with their system of credit slirs, purchase on
supply oﬁ raw materials, and wholesale on partial credit, mav
be said vo provide some banking services. This continues in
spite of the presence of bank branches prcbably because of the
network of reciprocal relations on which the handloom trade is
built.

Case Study:

A paikar from ‘ilfamari far in the northwest com=s to Baburhat
in Narshingdi to buy handloom cloth to market in shops in his
home town. He comes regularly, and is known in Baburhat. There-
fore the cloth merchants give him supplies with 60% cash pay-

ment and 40% on credit until his next visit. If he does not
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have enough cash at the end of negotiations about price, he
states that he needs some credit, and is able to get it with-
out any increase in the price. Therefore he does not need the
services of an aratdar to provide credit, nor to buy wilth the
system of slips used by some paikars. But he often must use
thie services of an aratdar to store his purchased goods and

arrange transport of these goods to Nilfamari.

The main function of the Uttara Bank in Baburhat appear: to

be the extension of banking services to cloth traders who

mect weekly. The banker thinks that 70 to 80% of outside agents
who come to buy cloth come with bank drafts. ''he bank allows
them to cash the drafts on the spot, even for up to Tk.10,000
on one day's notice. He estimates that 40% of the beparis in
the hat conduct business of more than 1 lakh on hat day. If

a bepari has no account in the bank in the hat he can issue a

check in the name of his aratdar and recceive immediate cash.
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fable 18

CURRENT LOANS

{formal and non-formal sectors)

, Yz mys
Household Bank accounts (from Takle 13} Current loans ( all types)
socio-ccon,
cateqory = N} Ng' Averagg amount. No, No_per 100 houseliolds Taka per loa
1 4 4/1 x_100

1 S0 42 13,599 28 56 18,054
2 13 30 6,118 17 40 11,329
3 | 24 5,754 a1 ss 4,541
4 76 28 1,096 49 64 4,924
5 571 9 223 39 66 2,129

o' {133 6,848 174 S8 6,946

150 households have current loans, = 50% of households,

174 loans, = 58 loans per 100 households, = 7.7 loans per 100 persons or 174
00 7.5

Source of loans 3 Bank loans 93 =« 54%

Cooperative loans I = 1%
Other loans (including sume NGO loans) 178 = 45Y
171 100%
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Takle 19

JSES CF iLLANS.

{iermal and non~formal )
actual use of

Use lst use 2nd use comcined % RFZP loans,
2 2 1+2
—_— —_— >
Agriculture €1 7 34. 3% . 2445%
Eusiness 56 7 31.38 23.6
Animals (cow/ox purchase etcd 0 1 10e6 3242
Lend (purchase,release) 7 2 4e5
Cottzge industries 3 3 3.0 44,5
Transport (bus, ricksha, cart) p: 1 1.5 5¢3
tersonsl uses 5 3. 14.1 9.8
House building/repair S 174 24 100% 100%
Cowry/marriage S
Going abroad 4
Family food 2
Sewing e
Erike 1
Festival 1
leaicine 1
Furieral 1
COtrer 3

Faloney and sharfucdin,1982,p. 35.
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Table 20

NEED FCK C iT.

ivext need far czzoiezl

Furrose How neec for caritzl is expected to ke met
Agricultre: Agriculturel credit need from:
fice 157 Crop szale » 171
Jite 46 Trace 17
wheat 0 Salary 10
kekl crop 8 Jute sale 8
Vegetatles -3 Cattle sale , 8
“ Caily labour 1
— 215
330 waan -9
24
Eusiness/traoe/industry: Eusiness/trade/incustr;al crecit needs fromi
Busiress 7 Eusiness 45
turchase recxsha __3_ Savings 11
76 agriculture 5
Saie of goods 4
Saiary -2
67
ioan -9
76
Expected source of next credit
Socio-econ, Furpose rrorosed source
category Agrio Bus. Bank. Other orge Moneyiencer
1. Eigh 1 1
2¢ Mic-high 2 3 1
3. Nidole 4 1 1 4
de Mid=low 4 6 3 p
S5« Low i
-9 9 7 3 3

iveed creait: 18 18
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DISBURSEMENT AND RECOVERY OF INSTITUTIONAL LOANS - SOME PROBLEMS

The High Cost of Borrowing — Bribery and Gifts:

Based on their experience f£rom numerous discussions with rural
people all over Bangladesh the Investigators observe that a
particular opinion is universally expressed regarding formal
credit- "no bribe, no loan." The bribe is uniformly stated

to be 10% of the loan amount. However, this opinion is not
fully corxrect, as the study has shown. It is a statement of
general cultural acceptance that pay-off may extend to 10%.
It-is similar in this respeet:to the statements found during
the RFEP study (Sociological Report, p.59, Bib.25), that inte-

rest on informal loans is 10% a month, whereas in reality

such interest on. the average is less. But the actual rate of
payoff for bank loans is probably less important than the
attitude about it. As a social observer remarkea, such pay-off
"is the life-blood of the country". The Investigators observe
that Bangladesh society operates largely on a complex network
of reciprocal favors and obligations, and the same moral
judgements that one might apply in western countries are not

as appropriate here.

The actual rate of bribery is probably between 3 and 10% of
the loan amount. Not all borrowers pay bribes. Influential men
do not unless they want a reciprocal favor. School teachers
do not if they command respect. And in many branches officials
are observed to be sincere. Also, businessmen or farmers whose
papers are in order are able to get loans without bribes. The
Authors assess that 60 to 70% of thcase who take bank loans

pay bribes or make substantial gifts.

In Manikganj if a bribe is to be paid, for a substantial secu-
rity loan , the minimum rate is 3%, plus a tip for the Inves-
tigator, and a fee for the application form(may be legal).
But for crop:-loans the rate is often 10%. Our researcher in

Chauddagram reported that in her area pavment for a BKB crop
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loan is usually 10%, to be paid through a dalal {agent) in

advance, and in addition the application forms cest 30 to 50
taka.
the money is deducted at the time of disbursement. Tz :g the

In the case of Sonali payment is at the same r=r=, but

observation of the Investigators that those who pay th-s

money have a higher tendency to default. In a few cases, there

is demand for as much as 20% bribe. The findings of the study
from Saturia, Kathalia, Sylhet, Pabna, Manda, and cther places
we visited confirm this. The following are the methogs of

payment:

7.1,

1

7.1.2

7.

1

.3

For the application form: The banks give appiication

forms free for small loans but have policies to sell
forms for certain categories of loans. The amounts are
not posted and are often not known to the borrowers.
Usually the forms are nc+ sold directly in the bank,
but by an agent outside. The bank personnel sometimes
say the forms are "not available". Following this ex-
perience several times, some of the NGOs (MCC, CRWRC)
pPrinted application forms themselves.

In advance: When a prospective borrower visits the bank

and finds out it may be difficult to get a loan, on the
way out he may be accosted by a dalal who offers to get
the form, help fill it out and get all the signatures
and documents, and get the loan sanctioned. In return he
demands an advance payment of 10% or so. The dalal is
said to be agent of the bank officials and he shares his
profit with them. Most bank officials prefer that the
payments be handled by such agents so that risk of proof
of bribery is minimized. An alternative reported to us
is that after an appiication is made the bank will sernd
an .Inspector to see the.proposed project, who may.demand
a substantial portion of the loan amount in advance.

Waiting for sanction: Delay, of course, goes hand in

hand with pay-off. To avoid this, some banks have a pol-
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icy that loan applications should be processed within
a specified time, say 7 days. But it is reported by the
researcher in Manda that when an applicant fills in the
form he is told to sign it and leave the date blank.
The application is not processed until the customer
makes a payment. Only then is the date filled in and he
gets his loan. For business loans, the delay is often
said to be a matter of "procedure," and to move things
along the borrower will offer "tea and Eéﬂ” (betel
leaves) to the concerned bank staff, which may mean 1
or 2% of the loan or a small gift. '

7.1.4 During disbursement: It is reported by some respondents

that bank tellers sometimes disburse the loan minus 5
or 10%, which it is assumed they do on instructions
from the bank officers. However, this method is not very
common.

7.1.5 Immediately after disbursement: If the borrower gets

his loan following some agreement that he will have to
Pay, the dalal will be waiting for him outside after he
gets the loan, and he will have to pay an agreed amount.
This is common.

7.1.6 As salami (in kind): The bank official or his agent may

be given "tea and pEn" or rather, a big fish, a carton
or cigarettes, saris for the wife, c10thes, or boxes

of sweets.

7.1.7 1o recommending authorities: It was found during the RFEP

study that most poor loan applicants had to pay 5 or 10
taka to the UP Chairman or Member to sign the applica-
tion form. This is a relatively harmless reciprqcity, but
several such payments significantly increase the cost of
horrowing for poor people. Influential people do not pay
the Chairman to sign their loan applications, for they
are in a position to reciprocate politically or in other

ways. Currently there are many different loan programs
under which the banks require the signatures of specia-
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lists or authorities, such as the relevant upazila
officers for loans for agriculture, fisheries, forests,
and the like. All these may give rise to pay-off potential.
The system of Union Credit Committees which is supposed
to draw up the list of persons eligible to receive crop
loans is similarly placed. It seems that direct bribery
is not so common in making up these lists, because the
elected officials are more interested in building up a
following by doing favors for people than in short-tem
gain. However, the process does exclude some people
from the lists because of factionalism. Cases of pay-off
at that point were reported also. But it is the banks

which actually sanction the loans.

Influential local people do not make such payments un-
less they are seeking an unusual favor. They also do
not make payments to the UP Chairman, because the
Chairman needs their favor in deveibping a political
following. In fact, it is said that in some cases when
an influential man wants a loan the bank official will
arrange all the papers and bring the money directly to
his house. There appears to be great variation of for-
malities in loan disbursement according to bank branch,
type of borrower, type of loan, and character of bank
officials.

The Investigators would like to emphasize that often
the borrower himself takes the initiative to offer a
bribe. This may be true in as many as half the cases, be-
cause the borrowers do not have clear security, or know
that the banker is aware of diversion of the loan. Many
borrowers for example, do not have clear title to land.
If one has insufficient land, or encumbered land, and

is influential enough, he can get the Chairman to "veri-

fy" that he has land, and not present either the deed or
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the revenue receipt. This is a common rezson for such
payment. It is reported to the Authors that those who
cultivate by barga (sharecropping) virtually always

have to get a crop loan by paying 10% kribe, because
they have no land to put up a: mortgage. An upazila
Agricultural Officer said bargadgrs (sharecroppers)
usually have to pay 20% of the loan, because they can
put up no security. Perhaps half the "bribes" are ini-
tiated by the borrowers under such circumstances, and
everybody is satisfied all around. Because of this mutual
advantage, and also becasue of the care taken to see
that gus (bribe) is usually paid by dalals and proof is
difficult, there seem to be few cases of public protest
against these pay-offs. An unsuccessful such attempt is
given below in the Case Studies (7.2).

Bank officials have their own viewpoint on this subject.
In several study areas it was found that BKB has a repu-
tation for requiring more bribes than other banks. But
BKB Branch and Regional Managers respond to this by
saying that BKB advances more loans to people recommended
by the Union Credit Committees or by various upazila offi -
cers, where pay-off might occur, and they say that these
officials take bribes in the name of the bank. Probably
more importart, BKB makes more loans to borrowers with
marginal security or no security, and such people more
often have to pay bribes. Yet BKB affirms that its loans
are the best supervised, and indeed thé repayment rate
s apparently better than in some other banks.

Bankers in frank discussions will admit that in this
society such payments are often expected. They also some-
times say that they cannot live on their salaries. For
example a BKB Regional Manager said he earns Tk.2030

a month all included, and cannot afford to send his wife
through university on that. Bankers also say that they
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are educated people sent to work in remote ‘rural places
with no infrastructure, no good schools for the children,
dhd no employment opportunities for family members. They
feel that they should be better compensated for all
these hardships, and at least earn something during this
period until they get posted to a better lacation. It is
also true that the policy of frequent transfer of bank
officers makes it easy for all parties to quickly forget
the bribe. But at the same time it is probably difficult
to say that bribery would be less if bankers were posted

permanently.

Bribery appears to affect the entire loan process. A
branch manager is under pressure to show that overdues
are not too great, as otherwise he might not get posted
to a better place or be promoted. If borrowers who
bribed are slow in repaying he might call them in and
prepare papers for another loan so that the records show
a satisfactory level of repayment (see also Chapter 8
on loan repayment)

Case studies:

The manager of Sonali Bank ét Ashuganj had developed a
reputation for requiring excessive pay-off. People had
made complaints to the District Commissioner and to the
military authorities, but action had not been taken.
Finally the Bazar Committee convened a meeting and sum-
moned the bank manager. Two complainants, a farmer and
an upazila official, presented their cases. However, the
Bazar Committee could not prove anything; there was no
evidence of direct pay- off, and the bank manager showed
that his cashier had made the loan disbursement in fulI
He said, "If anybody can prove anything, I will ‘resign
today. Here is the key." Nothing was proved, and the
Bazar Committe had to pass a resolution clearing him.
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The bank manager still retains a copy of that resolution

for his safety.

In Saturia Upazila a high school teacher observed that all
his poor neighbors had to pay 5 to 10% bribe to get bank
loans. Thereafter he started helping them get loans without:
extra payments, and so far has helped about 30 borrowers.
They are now able to get crop loans even if their names are
not on the list suppesed to be made by the Union Credit
Committee, The teacher has enhancéd his own local reputation
in this way, and he is also becoming respected as a man of
moderate subgtance himself because of his profit from rais-
ing ocowa and on "stock" business in mustard seed and black
qram, He helps the horrowers to obtain application forms
free, helpa them apply, and accompanies them to the bank to
recommend them, so none have had to pay bribe.

A merchant having a cloth shop in Brahmanbaria has a Pubali
bank across the street from his shop. It is his experience
that whenever he ﬁeeds a loan he has to pay a "lump sum". He
does not consider that a problem, but the order of the day
and he does not have any bad feeling against the banlt across
the street. He said, "Even if the banks are all computarized
nobody can stop bribery. Any time somebody may give a large
fish to a banker."

A Branch Manager in Saturia admitted that he takes payment;
the usual .amount for a crop loan seems to be Tk.50. But
still, he tries to do his job sincerely and does not give
loans to all applicants. This causes a praoblem because pecple
refused loans may take revenge and spread rumors that hé
demands large bribes. "A few days ago I was robbed of my
watch and other things, and the person who robbed me was a

man to whom I refused a loan."

7.2.5 A farmer outside Manikganj applied for a BKB loan to set up
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@ rice'mill. He needed Tk.35,000. He had to pay Tk.300 for

the application form. When the Inspector visited he had to
pay the Inspector Tk.3000 cash advance. He got his 1oean,
and the rice mill js profitable. But he complains that Bkp
requires more "gus" (bribe) than other banks.

A farmer in Kathalia, Jhalakati, applied for a loan of
Tk6000 from BKB for stock business, mainly for buying betel
nut in harvest secason. Ho owns 10 bighas (.33 acre= 1 bigha)
of land, has oxen and plow, and has a grocery shop run by:
his eson., le wanted the loan for ¢ months only. After he sub:
mitted his application form he was approached by & man kqowm
to be a dalal of the bank who demanded that he fay Tk.2000
to get the loan of Tk.6000. The farmar disagreed, saying the
amount was just too high. Finally, he gave a brihe of Tk.500
and got a lpan of 1k .2500. |

A subsistence farmer in Kathalia, "Jhalakatji has little lang
and 7 family members. He lost his crop in the flood of 1984.
He applied to BKB for a crop loan; asking for Tk. 3000. A
week after he had submitted the application a bank agent app-
roached him and sbid, "If you want a loan you will have to
pay Tk.300." The farmer replied, "I don't have that much; if
I had it why would I be applying for a loan?" on hearing this,
the agent replied, "vou will not get it unless Yyou pay this.
Since you said you won't pay, don't hope for the loan."Afﬁer
that the farmer met one of the bankers there, who made many
difficult enquiries which he could not answer, and was told
he was ineligible to get a loan. 'then the farmer took a loan
from a surplus farmer in Kathalia Upazila, to be repnid in
géggg (kind) at the rate 0f 20 kati (scers) paddy for Tk.100
loan (roughly 50% pPer annum interest). The farmer now reali-
zes that he made a mistako and promised us not to disagree
with the bankers again, as only a fool does this and he ultji-

mately pays more.
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A man living near Pabna who won 25 bighas of land
has a pond which he wanted to re-excavate for fish-
farming purposes. He applied for a BKB loan of
Tk.10,000 in August, 1984. He did not use any agent
as his neighhors had done, but made many trips to the
bank. ~After 6 months a r.w Manager was appointed, who
told him his application and papers had been "lost."
The man became annoyoa at this and went home. A few
days later an agent approached him and asked him to
pay 10% of the loan. He refused, so did not get the

loan, and is unable to have a fish-farm.

Politically Motivated Loan Disbursement:

7.3.1

Quotas: The setting of quotas for disbursement of loans
may be justifiable in terms of stimulation of the eco-
nomy, but the fact that such quotas pertain especially
to crop loans and cooperative loans suggests that there
is also a political motive behind them. Bankers in
Sylhet, Manikganj, and elsewhere have told the Inves-
tigators that their staff is so busy dealing with loans
that they have little time for work on collection and
savings. Some of them are able to meet only half their
guatas op loan disbursement, and often even less on

collection and savings.

NGUs working with cooperatives state that the IRDP/RDB
cooperatives have been formed too fast and loans dis-
bursed against overly ambitious quotas. In many cases
a cuoperrtive is formed Sust tn get the loan, and then
ceases to functicou., The Field Assistant . suprosed to
make up the list of eligibl.: "nrrowers, based on mar-
ket and harvest obscrvations, but often he is unable to
meet his quota. In Sylhet, the BKB and Sonali Regional
offices received orders to disburse more loans after
the 1984 floods. This was politically motivated because
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the orders were preceded by the announcement of interest
forgiveness. The particular crop loan whose period or dis-
burscment was extended was the ITAD (Intensive Transplanted
Aman Program) loan. The orders to disburse came on media,
and the banks were to disburse to any names on the lists
made by the Union Agricultural Credit Committees (UACC).. The
bankers were compelled to do so even though they knew that
there were fictitious names on the lists. 'T'he statutory
limits of the banks for borrowing were automatically raised
so they could make these sudden loans. The hankers expect to
have trouble during the recovery perilod since borrowers quite

reasonably look upon these lcans as gifts from the government.

The issue of loan quotas is discussed beiow in the context
of default.

Handloom weavers' loans: On 27 December, 1982, a circular was

issued from Bangladesh Bank authorizing a program of credit
to handloom weavers. Pressure to launch this loan program came
from the government through the Ministry of Textiles, and vir-
tually over the head of the Bangladesh Handloom Board. The
Handloom Board had little role in its formulation and was not
prepared to back up the credit to weavers with technical mar-
keting, or raw material assistance. To date 100 crore taka
has been disbursed under this scheme. It is feared that a

large proportion of it may never be recovered.

The weavers were surveyed, (mostly by the Department of Textiles
and given passbooks stating the number and type of the loams, and on
presentation of these passbooks the weavers were tn receive loans
from Janata, Agrani, Somali, and Krishi Banks. Loans ranged from
Tk.3500 to Tk.9000 per loom, to cover 4 weeks' working capital
and a weaver may take loans.for as many looms as he had. "In casg
a borrower has overdues with any bank including the present
financing bank, fresh loan may be considered if there is satid
factory arrangement for repayment of the arear .dues." Interest
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of 13% was to be paid periodically, but principal did not
have to be repaid until 3 to 5 years. Security was mainly
hypobhiacation of looms. Tho pass hook itself "may be con-
8jdered a8 the basis for appraisal of the loan required by

tha individual handloom weavers,"

There are about 437015 looms in the country and about 847000
weavérs (Figures derived from statistical yearboo}l, 1984-85
p.379, 381) plus family members. Thercefore, this ioan prog-
ram has a potentially wide dispersal. It was originally cal-
culated that 130 crore taka would be disbursed under it, and
recent calculation is for far more than that. Justification
for the loan was a Task Force Report that cited statements
of the weavers that their first need was “"credit" (money) .
The credit system Bypassed both the cooperatives and the
Handloom Board, which might have provided some technical
back-up.

It is felt that the loans may not be repaid well for the

following reasons:

1) Many passbooks were issued by the Department of Textiles
personnel to people not having looms, or showing more
looms than they owned. A survey by the Bangladesh Hand-
loom Board, showed that 10 to 20% of passbooks were false,
and in the northern upazilas of Comilla District as many
as 50%.

2) There is no monitoring system, or central accounting of

the borrowers, loans, and their repayment.

3) There is no system of technical back-up, raw material
supply, marketing, or supervision, and the banks are un-
able to do these. The credit system was imposed before

the Handloom Board was prepared to offer thesoe scrvices.

4) Repayment 1is not due for 3 to 5 years, but the loan ig

to cover only 4 weeks' raw materials.

5) The banks did not, and mostly could not, conduct their
individual appraisals of these borrowmre
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6) There is no security except the hypothecated looms, but
the bankers feel that these are hardly Saleable, and

certainly not for the amounts borrowed.

7) The weavers sense that the whole program has an element
of a political favor and therefore there will be no

serious consequence if they do not repay.

In early 1985 loan disbursement was stopped, mainly because

of reports of false passbooks. The Bangladesh Handloom Board
was given the task of re-survey of the weavers, after which
it is intended that the loan program will resume and dis-

bursements may reach Tk.200 crores Or more.

It is felt that the program is not having the desired effect
of increased productivity in the handloom sector. Rather, it
is further damaging the discipline of rural credit in the

country.

Matir Dak: A credit program called matir dak (call of the
earth) was instituted in the districts of northwest Bangla-
desh under the orders of the military regime, and particu-
larly by influential high army officers based in that part
of Bangladesh. The credit was for agriculture, and the sta-
ted aim was to spectacularly boost agricultural production
there. The loan arrangement was instituted by agreement
with the Department of Agriculture and all the commercial
banks there. The program began in 1982, There was indeed
some increase in productivity. How much is attributable to

the loan program is not known.

However, repayment of the crop loans were poor, pPrincipally
because people sensed that one objective of the program was
to build up support for the regime. The authorities then
issued dire threats that if repayment was not made by a cer-
tain date, consequences would be severe. There was a subsequent
rush at the banks to repay. It is reported that in Rajshahi
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District repayment was only 40%. A story is narrated
that an army officer called the borrowers in a place,
ordered them to stand up, turn around, and proceed to the
garrison, where they were compelled to stay until the loans
were repaid. Local leaders then told the officers that this
method had nothing to do with development and it is better
not to collect the loans at all than to use force in this
manner. The details can not be confirmed, but it is clear
the borrowers know that the loans were not motivated purely
by consideration of their economic welfare. Repayment ranged
from 40% to 70%, as far as could be determined by the Inves-
tigators. After these efforts the authorities have in fact

forgiven the rest of the loans.

Grihasta sri: A program called grihasta sri (roughly, beauti-
fied household) was instituted in all the districts of north-
west Bangladesh, mostly following the matir dak program. It

is available only to the dependents of army personnel. Field
offices were set up (about 13 in Rajshahi District) following
the requests of the Deputy Commissioners through the UP
Chairman to provide some office space. Some are in brick/tile
buildings, and some in thatched ones, but they are open only
a few days a month, and there is no permanent staff.

There are 3 aspects of this program:

1) A wife, son or daughter, or other dependent of any mili~-
tary person can take a "loan" of Tk.500 to 2000, at 12%

interest, for up to 2 years.

2) Women are encouraged to sweep and clean their house and
beautify them (hence the name), for which they get paid
Tk.200 or so a year, but there is no check on it.

3) Women's meetings are convened for discussing health,
nutrition, etc., at which some army officer speaks, and
the women get some per diem or travel fund for attending

these meetings The banks, principally Janata and Pubali
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have to advance the loans under this program.

It is thought by local people that this program was insti-
tuted in the northwest because of the influential officers
there. The northwest is relatively poorer and in some ways
neglected, and because the people are more likely to ex-
tend support to the present regime, the program was prob-
ably launchd there. This is the local attitude towards the
program.

It is understood that-repayment on the "loans" so far is

Zero.

Local political influence: National political parties have

their roots in rural areas, and their strength is judged
by the intensity of mass rural support. Consequently, the
successive stages of political transformation have some eff-

ect on loan disbursement and recovery.

It is said that bankers are continuously receiving phone
calls and visits by local and recional politicians and offi-
cers, urging that somebody be given a loan for a truck or a
cold storage, or a new loan to cover an overdue one. This is
usually linked with the whole power structure of the rural
areas, and the bankers get involved in it almost impercep-
tibly.

At the Union or Upazila level leaders are known to rally
political support by upward and downward linkages. For exam-
ple, in Ghior Upazila the President of the Upazila Swanir-
bhar Committe names the applicants who should get loans; he
was formexly a member of BNP, but now has switched over to
Janadal. In Saturia Upazila centre it is said that a man
rallying support persuaded a number of vpoor people he could
get them bank loans, and he helped them .pply to Krishi
Bank. When he got the money he gave each applicant part of
the loan money as a gift and kept the rest, reportedly
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telling them that he had the influence to get the loans
written off. Local would-be influentials tell people their
bank loans are from American or Saudi Arabian money and
they shouldn't have to repay them. In the BRDB cooperative
system, the UCC's Managing Committee members or the pri-
mary cooperative chairman may default; an official of a
Rural Develogpment Training Institute himself estimated
that in the areas he was familiar with (Sirajganj and
Sylhet) 60% of such cooperative leaders default on their
loans. This is profitable to these leaders not only econo-
mically but also politically because they lead the others
into default.

It is felt that the only way to change the system is by a
change in values, generated by constant and repeated super-
vision, rigorous training of staff, and enthusiastic

honesty throughout the banking system.

Pronouncements of roragiveness:

In Bangladesh there is a history of politically motivated
pronouncements about loan or interest forgiveness. The
Authors were unable to compile a history of such pronounce-
ments from any official sources, but from the field research
it may be deduced that such pronouncements have affected
loan repayment and the whole attitude toward bank lending
and recovery discipline.

In the Pakistan period there were announcements by the
government of forgiveness of interest on certain loans,

including cooperative loans.

The Mujib regime, just after independence in 1972, made an
announcement that interest on all agricultural loans dis-
bursed during the Pakistan period, especially between 1969
and 1970, would be forgiven. The borrowers relaxed their

bayments altogether, thinking that there could be no dire



- 150 -

consequences, and in any case the country was engaged pri-
marily in reconstruction. All those loans have now become
~bad loans,~according to a BRDB Project Manager and a Rupali
Bank Branch Manager.

In President Zia's time some loans were disbursed through
cooperatives on the suggestion of politicians. Recovery of
these loans was never vigorously pursued. An MP from Borura,
Comilla was one of +he initiators, and virtually none of the
borrowers have cared to repay.

Local politicians often spread rumors that loans are disbur-~
sed with foreign aid money, and since the foreign countries
donate the money or charge very little interest for it, there
is no need for the rural people to repay. This was rumored
in the Comilla area'concerning weavers' loans, and Saudi
Arabia was said to be the source. It was rumored by politi-
cians in the Manikganj and Barisal areas that agricultural
loans were advanced with aid money from the United States.
The funds were said to have been donated to the poor people
of the country, but the banks were making a profit on it.

The President announced remission of interest on certain

crop loans after the floods of 1984. A lot of uncertainty and
mis-information about this were found in different parts of
the country. The announcement was supposed to be only for the
flood-affected areas, but a large number of upazilas on the
flood-affected list had flooding only a little more than usual,
with little crop damage, and in the southwest of the country
the crops following flooding were better than usual. Many
pPeople say they had heard there was such an announcement on
the radio, but they were unable to give details. Some thought
it pertained to all crop loans. A teacher said he had heard
on the radio that interest forgiveness was for one year. Ano-
ther man present at the time said, “"No, I heard it was for 6
months." An educated man Present said that it was for two
years. Some people say they had inquired at their banks, but
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were told the banks did not get clear circulars.

The Authors' investigations at several banks did not clarify
the question. A BKB Regional Manager said the President's
announcement pertained to all crop loans, which are to be
rescheduled and to be paid within one year of due date with
interest remitted. But a Rupali Branch Manager said the inte-
rest forgiveness was only for 1983-84 HYV rice, not for any
other crop, and that for other crops the service charge

would be reduced from 4% to 2%, if the loan was repaid on
time. His latest information was that there was no remission
of interest, but extra time would be given to repay crop
loans, up to the time of the next HYV harvest. Another BKB
Regional Office Manager said repayment time was not post-
poned, but interest forgiveness pertained to the loans out-
standing at flood time, and in flood affected areas. The
bankers apparently did not get clear circulars on these poirzs
and were not sure which were the flood-affected areas or flox

affected crops.

In April, 1985, there was a Presidential announcement that ng
man would lose his house for non-repayment of loans. In fact,
this is a safe promise because up to now virtually no man has
lost his residence for default on agricultural loans. Howeve-.
such announcements contribute to the popular feeling that t:=
Government can over-rule the bank procedures and can suppor=

the poor man against the banks.

The effect of these announcements has been felt, for instancs=s.
by CARE, which has an arrangement with the banks and BADC for
maximization of irrigation under deep tubewells. Timely re-
payment of loans declined from about 90% to 64% in 1984-85,

not only because of floods, but also because of "the govern-

ment's policy to suspend loan repayment and exempt payment af
“interest." (NGO Report, p.14, Bib.24). A Rupali Bank Manager

said that people remember the previous occasions of loan or
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interest forgiveness and think they can get by without paying

at all. A BKB Regional Manager said of the announcements

of forgiveness of interest, that "people think their loan is

a gift." The Assistant Project Officer in Chauddagram, Com-

illa,

ness

said "repayment is poor because people expect forgive-

The Investigators feel that this is a serious matter affec-

ting the whole structure of rural credit.l/

Union Credit Committees:

7.5.1

Procedure: o conduct an evaluation of this system of

committ :es would require a separate research project.
However, some observations of the system drawn from the
6 study locations and elsewhere are noted below:

These committees only function in connection with < op
loans, and their sole activity is drawing up lists c¢f eligibie
borrowers. It is the responsibility of banks to sanction
loans.

The system was set up in 1977 as part of the functionirz
of the Special (100 Crore) Agricultural Credit Program.
Each Union establishes a committee of 6 members: Union
Parishad Chairman (chairman of the committee), kank
branch manager (secretary), 2 BADC Block Supervisors, ax
2 Union Parishad Members. Borrowers are supposed to
apply on forms available from the bank. The committee
draws up a list of eligible borrowers, (excluding de-
faulters), based on the funds allocated to that Union.
The Committee transmits the list to the bank, which is

supposed to conduct its own sanctioning procedure.

1/ A research paper on "Rural Credit Forgiveness Programs - 1984 ans
1985" was prepared by R. Rashid for USAID (January 1986).
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The District Director of Agriculture is supposed to
make projections of loan requirements based on estimates
of different crops and their productivity. These esti-
mates are sent to the District Credit Committee, which
includes representation from the Lead Bank of the Dis-
trict. Based on this and the availability of funds, the
District Credit Committee allocates funds to the Upazila
Credit Committees. These committees in turn channel
funds to the Union Credit Committees, against which the
lists are drawn up. This system was discusséd with some
45 borrowers and non-borrowers. Uncertainty about pro-
cedure and differences of operation, were apparent from
some of the responses. These are described in the follow-

ing section.

Cpinions of its functioning: Who actually makes up the

list of eligible borrowexs ? In some cases it is said to
be the BADC Block Officer. In others it is said to be
the bank. But in cases where the committee is really
functioning, control seems to rest with the UP Chairman,
and the whole process tends to enhance his political
authority.

It is not possible for the bank Manager to be familiar
with all the potential borrowers. For example, in Chaud-
dagram the Bank Manager sits on the credit committees
for 7 Unions, encompassing 201 villages. It is the UP
Chairman and the 2 UP Members on the Credit Committee

who are more likely to know the applicants.

a) The farmers interviewed on this matter say the proce-
dure makes getting loans more complicated. The majo-
rity of them also report that in order to get their
names on the list they have to satisfy the Credit
Committee members either by providing support during
elections or by a gift in cash or in kind. Borrowing

costs are often even higher than before because they
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now have to pay off the Credit Committee members

in addition to the bank officials as was the case
previously. However, about a third of the farmers
expressed satisfaction about the working of the
Credit Committee. But it was also observed that most
of these borrowers were related to or connected

with the UP Chairman or Members in some waye

Opinions among borrowers not related in any manner
to the UP Chairman or Members are also known to vary.
Some respondents have complained that genuinely needy
borrowers are often excluded from the list, while

others say that the list is often a "fair" one.

The bank Managers interviewed on this matter mostly

said that the system causes delay in loan disburse-

‘ment, or that the Credit Committee is not working at

all. In one case the Bank Manager said the committee
had submitted a list only once. In several bank bran-
ches the Managers said that they dispense crop loans
even to people whose names are not on the list, and

this was confirmed by two Regional Managers.

It is the opinion of bank branch Managers that ir. a
good number of cases the Committee recommends loans
to fictitious borrowers and virtually all the lists
drawn up overlook some.potential borrowers because
they belong to the wrong faction or did not support
the Union officials during elections. Sometimes at
the end of the financial year the banks take the ini-
ative to draw up lists of potential borrowers and
submit them to the Committee. This may cause conflict
within the Committee, either because the bank nominees
are not accepted, or because the bank lends to persons
not on the list. All the bank Managers interviewed
believe that the Committees cannot function properly
unless they take some responsibility for recovery of

the loans as well.
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However, some bank Managers €Xpress overall apprecia-~
tion of the role of the Committees because they eliminate
a lot of work the bank might otherwise Have to do. 1p-
deed, one of the main objectives of the system ig to
reduce the bankg! lending cost for the many small short-
term loans. Two Regional Managers eXpressed the view

It is the observation of the Investigators that +“hisg

current system tends to throw the whole area of agricul-
tural credit into the political arena. The poor have
little access to the elite on this matter, and are used
by them for their politjical games. Loans are often given
to kinsmen ang faction members as the interviews have
shown. Repayment ig affected because in such cases the

not repaying the Ioan. Moreover, since national politicai
parties compete for control at the Upazila and Unjion
level, the whole matter of agricultural Credit is grist

Or other officjials to get 4 loan. The rural eljte are often
happy to provide thisg service, Sometimes without charge,
for enhancing their Power. This would continue even jif
the Credit Committees were abolished. 1n fact a recent
government decision has been the.gradual phasing out of
the Agricultural Credit Committees.
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borrower credit worthiness by the bankers, an improve-
ment in loan recovery is ultimately expected. The trade
off may prove beneficial to the banking industry in the
long run.

However, the Investigators feel that the main reform
needed is not the abolishment of the committees but the
task of compelling such Committees to take some respon-
sibility for recovery also. This may be done by:

1) Instructing the Union officials to order defaulters
to repay.

2) There could be disincentives to the Unions with high
default, such as halting the flow of funds.

3) There could be incentives to Unions with high repay-
ment, such as opening of new bank branches or Govern-
ment undertaking of public works and infrastructure.

4) There could be an experiment to give the recommending
officials a small commission, such as 1% of the inte-
rest on repaid loans, which would be justified because
their work reduced bank expense in conducting its
business.

Other recommending officials: In different loan programs

officials are involved in recommending applicants for
loans: upazila officers for fisheries, horticulture,
agriculture, forestry; also officials in BADC and REB,
and sometimes BSCIC and the Handloom Board, for example.
In all these cases therec are 2 potential problems: per-
haps an increase in borrowing costs for the borrower, ard
the fact that recommending officers at present do not
take any responsibility in loan recovery. If the banks
do not have the expertise to appraise these loans, then
in principle they should operate commercially and pay a
little for this expertise and see that there is some
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accountability in the system of loanee selection. This
may not be feasible all at once, but it is felt that
such a step would result in improved repayment.
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REPAYMENT AND DEFAULT

Overdues and Defaulct:

There does not appear to be uniformity in the recording
methods used by the various financial institutions serving the study
population. The study has therefore been unable to produce any
composite data on loan recoveries and default. However, there
is a long tradition of rerayment delay and borrower default
in Bangladesh. Unrepaid cooperative loans are among the worst
of the cases. The monthly statement (September 1985) for BSBL
(Bangladesh Jamabaya Bank Ltd.) shows an average loan reco-
very rate for the whnle uf Bangladesh of about 5% only. The
SACP (Special Agricultural Credit Program) begun as the 100
crore program recorded in 1980 that of the total amount of
loans disbursed between 1977 andg 1979, 51% were overdue. Fur-
thermore, the program had largely failed to reach the target
group (Bangladesh Bank, 1980; Rashid P.12, Bib.32). In spite
of serious efforrs for reform by the authorities concerned,
non-repayment of lcans remains a serious problem. Two of the
recently partially privatized financial institutions (Uttara
and Pubali) have formally withdrawn from the agricultural
sector. The disappointing performance of the two cooperative

credit systems has been described in Chapter 5.

The RFEP presented a wide range of loan recovery performance,
(IRDP 95.6%, Agrani 94.2%, Krishi 89.6%, Sonali 79.2%, Sama-
bay 63.6%; Terminal Evaluation Report, pp.27, Bib.29). It was

stated in the conclusion that the most important factor in
loan recovery is the establishment of confidence based client-
customer relationship that gives the borrower assurance that
credit will be available in future. Recovery potential appears
to be in the hands of the bank personnel to a great extent.
This was suggested by the very wide differences in recovery
performance among branches of the same financial institution. Re-
covery of RFEP loans 6 months past due date ranged among branches

of Janata from 100% to 88%, IRDP 100% to 74%, Samabaya 91% to 55%,
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Uttara 86% to 66%, etc. (Institutional Survey p.128, 8ib.28).
There was an even greater range among the banks in the dura-
tion of overdues, sucgesting that some bank managers pursue

their clients more vigorously than others.

NGOs experience relatively good Tepayment; our report on
them (Bib.24) shows that on-time repayment for most NGOs
ranged from 85 to 95%, with a few nearing 100%. But with all their
facilities for building infrastructure, giving training, in-
culcating financial discipline, and motivation, many of the
larger ones are not able to achieve repayment rates of better
than 90% on time. In fact, three of the NGOs experienced
substantial decline in repayment rates within the last year
or two (BRAC, CARE, and Swanirbhar).

The reasons for loan non-repayment based on the field rese-

arch of the Investigators is given below:

Reasons for Non-Repayment:

Insufficient discipline and supervision: The Authors feel

that the fundamental reason for poor loan recovery is a tra-
ditional and cultural lack of financial discipline regarding
institutional borrowing. This attitude prevails all over
Bangladesh. From an anthropological point of view, childhood
training, the softness of social infrastructure, difficulties
of subsistence, and personal life experience cause people to
have less confidence in institutions than in their network

of personal relations. They are therefore often not conscien-
tiously committed to abstractions such as a cooperative, a
bureaucracy, or a rfinancial institution. Rather, they are
more consciously committed to groups -.ithin which they estab-
lish personal and fictive kin relationships. This probably
accounts for the financial success of the spontaneous groups
described in Chapter 5, and to some extent for the success of the

small credit groups of the poor formed by the NGOs. Beyond
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this, it is the Investigators" observation, Bangladesh society
is a society mostly of individuals who are trained to look
out for themselves all their life.

It is felt that the only way to establish financial discipline
concerning loans is by extensive supervision, training of
staff, honesty at the top, and inculcation of enthusiasm and
sincerity. There does not appear to be a quick “7ay to resolve

the issue.

All the NGOs with successful credit programs organize a cons-~
tant process of training of staff, supervision at « ifferent
levels, and inculcation of sincerity. Most of them also require
potential borrowers to fulfil numerous conditions indicating
capability of discipline before getting a loan, w.uch as meeting
regularly, saving, learning to read, etc. Grameen Bank has 16
such reqﬁirements to be fuifilled before a potential borrower
requires a loan. Grameen, Swanirbhar, BRAC, and othkers insist
on employee loyalty and commitment to founding ideals. "Such
intensive training helps build a decicated cadre of bank emp-
loyees who are really the key to the success of the Grameen
Bank. They have not yet been corrupted by the influence of
other bank employees who generally take a 10 per cent cut on
the amount of loan issued as their illegal "service charge"
(M.Hossain, p.89, Bib.20). The banking institutions have

their training centres and programs. Despite these facili-
ties, these bureaucracies are apparently unable to affect real
internalized changes of values.

When financial discipline is insufficient, a momentum of non-
repayment may build up. Everyone sees that his neighbor does
not repay, and nothing happens, so why should he? This was
identified in certain localities of RFEP credit (Maloney and
Sharfuddin, pPp.45-50, Bib-25) and it has happened to many spe-
cific credit programs in Bangladesh. The Investigators feel

" that only discipline and supervision can prevent such a momen-

tum of non-repavment from building up.
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The experience of the NGOs has shown that the poor tend to
repay their loans better than local leaders do. Their dis-
cipline is motivated by fear, for their main hesitation to
take loans in the first place is fear that if they default
it will be an excuse for someone to oppress them. Women

repay even better than the poor, because their loans are

usually obtained through small group membership and they

have little life experience of financial manipulation. The
discipline is absent and therefore most needed among those
borrowers who have life experience of manipulating others,

and who are most likely to lead any momentum of non-repayment.

Quotas: We have already discussed quotas for loan disburse-
ment and the pressure on bank personnel to give their time
to meeting quota requirements rather than to loan recovery
or savings. The effect on overdues and default is illustrated

in this example:

Case study:

The Sonali bank in Khadimnagar, Sylhet Kotwali, handles BRDB
cooperative banking. The branch opened in 1980-81, and dis-
bursed about 1 lakh cooperative loans a year. In 1983 the
Dhaka office set a quota of Tk.10 lakhs for disbursal, and
somehow the quota was fulfilled. But recovery was so poor
that even 40% repayment could not be shown in spite of inclu-
sion of renewed loans. This year the branch is restricted
from advancing any BRDB loans. Similarly, under the Thana
Irrigation Project less than 1 lakh a year was disbursed,
but in 1983-84 the bank was given a quota of Tk.5 lakh for
that project. It managed to advance Tk.2.7 lakh, mostly for
T. Aman rice. So far recovery is only 13%. Floods are blamed,
but in fact the overdues were accumulating before the floods.
Now this bank branch shows 90% overdue on all loans disbursed
so far. A new BRDB Project Officer has been appointed. He is
sincere and is taking action. Several certificate court cases
have been filed by him. But it will take greater effort to break
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the momentum «f non-repaywr nt that has built Up around that

bank branch.

Bribery: This was “iscussed iq Chapter 7. 7the Investiyators
believe that its effect o epavment is significant.Whether
bank officials take money directly or indirectly, either way
their reputation declines, Borrowers come to recognize that
the rules are not alwayg followed. When a borrower defaults,
the banker jis sometimes reluctant to pursue him as both are
aware of the favor that has been done. The banker may resort
to issuing an official letter warning that repayment is re-
quired, so as to get it on ecord. The borrower may then
come in with the letter and ask the banker what it means. The
banker wilil clarify the Situation by assuring the borrower

additional bPayment was given so that such a letter woulg not
be issued, or at least not circulated. Then, of course, it is
difficult for a banker in such a situation to file a certji-
ficate court case; he remains fearful that hig social image
may be tarnished, or that the incident will cause him to be
Suspended or fired. Thus, in cases where bribes are frequent,
non-repayment may continue untjil the banker is transferred.

Political influence: Rural people often believe that if they
have linkage with high officialsg and politicians of the party
in power in the nation, they may default with impunity, 1n

such cases they are sure that a phone call from the right in-

he still may feel confident enough to default, because of the
power he wields locally. 1t ig the observation of the Inves-
tigators that many defaulters belong to thisg category, They
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know that officials will be visiting their village, and they
will be in a position to entertain them. The officials in
turn, depend on local influentials to organize political ac-
tivities at that level. The visiting officials may often be
willing to do a reciprocal favor for this reason. The Authors
feel that the majority of rural people of all categories are
not fully acquainted with banlFing practices and financial
discipline. Consequently they tend to feel that their linkage
with influential persons gives them the priviledge of default-
ing and do not regard it as a violation of financial discipline.
Such an attitude creates a chain reaction. Their political
followers may also be encouraged to default in the belief

that their leader has influence over the Bank.

Loan diversion: It is often felt among bankers that a prime’

cause of non-repayment is diversion of the loan to a purpose
other than the one stated in the loan application. Some of
the NGOs also attribute their good rate of repayment to pro-
per loan use, for example, IUCW, FIVDB, and Comilla Proshika.
Most of these N3GOs claim that good loan use is the result of
close supervision by field staff. This may be true for many
poor people. But cven for RFEP borrowers, who were supposed
to be relatively poor, only 19.3% used the loan entirely for

the stated purpose (Borrowers Financial Survey p.33, Bib.27).

Yet 87% of loans were repaid. Therefore, there does not appear
to be a negative correlation between loan diversion and loan

repayment,

Grameen Bank and Swanirbhar e¢laim that good loan use is en-
couraged by their groups of 5. But in these organizations
repayment must be in weekly installments. Therefore, the loan
is likely to be merged with family cash and used for various
purposes. Usually the family has varied sources of income.
Nevertheless, Gramcen loans result in distinct improvement in
levels of income and living (M.Hossain, pp.124-141, Bib.20),

and the same was shown to be true with IUCW loans and with
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RFEP (IUCW Report, 1984; RFEP Borrowers Financial Survey,
Bib.27).

For the more prosperous and influential borrowers it is even
more doubtful whether the use of loan for the stated purpose
makes any difference to the rate of repayment. The Authors
feel that what is more important is the intent to repay. We
refer here to small loans which are merged with family income.
It is believed that loans for large projects or for setting
up substantial industries do require close supervision. In
the study of 300 families, savings and investment is 24% of
income, ranging from 10% for small farmers to 35% for the
richest category (Table 4). Against these savings, most bank
loans probably form a minor proportion of capital needs. It
was also found that very few people in the study areas actuall:
plan to take a loan to meet anticipated capital requirements
(Table 20). How, then, does one explain the fact that so many
families actually do have current laons (Table 18) ? Presum-
ably, for many of them the loan provides some discretionary
fund they can use as they like, for any economic or social
purpose. Given the rates of savings (Table 4) in the study
areas, dependency on loans to generate income does not appear

to be as great as is sometimes supposed.

The Authors support an RFEP conclusion that loan utilization
is not such a critical matter (except perhaps for the poorest
people and for larger industries). The banks can hardly moni-
tor it anyway. It is suggested that bankers should concentrate
on overall borrower credit worthiness and actual timely re-

payment rather than on loan supervision.

Case study:

The researcher in Chauddagram, Comilla, found that out of
approximately 20 households with loans outstanding, at least
6 had clearly used the bank loans for purposes other than
those for which loans were made. A business loan was used for
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the household, 2 agricultural loans were used for going
abroad, and 3 agricultural loans were used for the household.

Slow legal action: Legal action against defaulters is SO slow

and so rare that few people fear it, except the very poor.

The procedure is the following: the borrower is given a not-
ice a month before the due date orf the loan. Then if he

does not repay, 3 months later a legal notice is given. If
that is ignored, a Special Notice is given from an official
such as UNO, DC, or Martial Law authority. If there is no re-
payment, 3 years later a Certificate Case may be filed for a
security loan and notice s given. The Court may give an
order to recover the property. If there is still evasion, a
body warrant may be issued to bring the defaulter into custody.
Since Bangladesh Krishi Bank (BKB) is owned by the Govermment,
its rules are slightly different. In case of its defaulters
there is no need to file a Certificate Case. The Certificate
Officer can directly order that the mortgaged land be auction-
ed, and the government rather than the bank recovers the value.

In the case of cooperative loans, the Manager of the samiti
has to take initiative to see that there is a Resolution passed
against the borrower. The Resolution goes to the District
Cooperatives Officer, and he appoints an investigator. This
takes time, perhaps years. Cooperative managers hardly ever

initiate such Resolutions.

The study has revealed that at all these steps the borrower
can halt the process by paying a little. The matter can drag

on almost indefinitely.

Most of the bank managers interviewed said that during their career
a borrower's security had never been sold., Some of them had
filed a few Certificate Cases. One Manager said he had filed

5 certificate cases, including 2 for truck loans. The truck
owners ultimately repaid, but there was delay in that because
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the court had to clear their payments. The other 3 certifi-
cate cases had unknown resolutions. Another Manager said he
had recovered a taxi from a driver's cooperative. A Krishi
Bank (BKB) Manager said that he had recovered a defaultlng
borrower's tea estate. A few 1instances of recovery of land
were mentioned. It is the observation of the Authors that the
majority of defaulters are given nu trouble and if there is
any action they ore known to make a little payment. Many of
them take new loans from other banks. There has been some
recent stepping up of activity on bad debt recovery. For
example, the Bangladesh Bank has organized an Action Program
for Recovery. All commercial banks as.well as BKB and BSBI

have been asked to implement this program.

One suggestion from an experienced banker is that a Magistrate
should be assigned to inspect the loan utilization and repay-
ment situation of defaulters. In case of agricultural loans,
the UNO is supposed to look into cases of default, but he
usually has no time. The bank may send its own inspectors,
perhaps from Dhaka. But when bank inspectors come it seems the
Chairman is always out on "other business." If a Magistrate
comes to inspect, the Chairman will be compelled to be present.

It appears to the Investigators that financial discipline will
not improve until the system is streamlined and delays in the dis-
posal of certificate cases are eliminated. The main point is
that almost all the respondents in the study said that they did
not personally know of any case in which one's land was actually
sold, though they know of many cases default. And their atti-
tude seemed to be if one is in trouble he can be shielded by
local politics. Why then should he repay ?

Case study:

CARE has a widespread program of collaboration with BADC and
BKB for loans to farmers for maximizing irrigation under the
command area of deeo tube wells The Joans are made to jpdi-
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viduals only. Repayment has declined from roughly 90% to
about 64% in 1984. Floods and the government's pronounce-
ments on interest exemption are partial causes. But cven
earlier than that, loan default was on the increase with
these BKB loans. "The expansion of agricultural credit in
the country in the absence of legal and other sanctions
against chronic defaulters is negating the lasting effects
of the agricultural development program (CARE project offi-
cers, in Maloney 1985, Bib.24).

Project failure and crop damage: Crop damage is certainly
an occasional cause of failure to repay; in 1984 evidence
was that in some places not only did overdues increase, but

bank deposits dropped off. But one soon becomes weary of
hearing of natural calamity as the cause of all human fail-
ings. In cases of livestock loans, NGO programs and also
Grameen Bank have had trouble with animals dying. Solutions
are either to give new loans, or to try setting up an insu-~
rance scheme. In cases of loans to weavers, the loan is
supposed to free the weaver from the mahajan, but a defaulting
weaver may easily say that he could not get the yarn at a
reasonable price. Several stories were narrated to the Authors
of failure of a loan project caused by manipulation; one per-
son unfairly competes with another, or the leader of a co-
operative or group falsifies the records and perhaps builds
himself a house with his profit. The political will to take

action in such cases is often weak.

Genuine poverty: There are certainly cases of genuine inability

to repay any part of a loan becalise of poverty in this land of
increasing nutritional deficiency, increasing landless labor,
and increasing poverty of many marginal farmers. An elaborate
study of borrowers' credit-worthiness was undertaken as one of
the exercises under RFEP (Borrowers Financial Survey, Bib.27).
Though the borrowers were not supposed to have more than 2
acres of land, 72% of them were found to be credit-worthy.
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Actual rate of repayment was far greater — 87%. It was found
in the RFEp Survey that borrower credit~worthiness did not
change significantly with age, rate of interest, or whether
the activity undertaken with the loan was as stated or even
if none of it was used for "productive" activities. Credit-
worthiness was less related to household size than to number

of earners, and only slightly related to labor pProductivity.

It was, however, related to landholding and income.

IUCW, which specializes in loans to the poorest, estimates
that only 1% of borrowers default of genuine poverty and 3%
because of being misleqd about repayment by local influentials,
(IUCW Chief Field Coordinator),

Committees (UACCs) which may and in most cases do recommend,

proceedings.

The UP Chairmen and Members sign a large number of loan appli-
cations, but their involvement in recovery Proceedings is
minimal. Often, they are known to avoid such involvement, as
their first interest is the support of their electorate.

institutional specialists (Upazila Fisheries Development
Officer, Upazila Horticulture Development Officer, BADC for
irrigation pumps, Rural Electrification Board for wiring
loans, Department of Textiles for weavers' loans, etc.) have
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no provision for accountability in such recommendations.
It is reported in the study areas that they often take pay-
ment for making recommendations.

Transfer of bankers: Frequent transfer of bankers may be =

significant point in non-recovery, especially because the
bribery involved may be forgotten. A new banker may be un-
able to recover loans made by his Predecessor and does not
know the conditions under which the loans were given. The
Investiga;ors realize that frequent transfer of bankers may
be necessary in theory to prevent their becoming too in-
volved locally or because they may dislike their rural post-
ings. But some consideration might be given to working out
a system whereby previous bankers have some accountability
or involvement in cases of default.

False security: Land without clear title, or other false

Security may be pPresented along with loan application. Often,
an influential pPerson does not need to present all the lang
documents, but just a signature from the Chainman that he has
land, together with a (false) land registration number. Acc-
ording to the respondents, this happens in cases where the
banks for one reason or another bursue a borrower to take a
loan. Such borrowers will probably feel that they can default
with impunity.

Multiplicity of policics and instructions: The banks are said

to deal with some 60 different loan Programs, plus constant
instructions and changes of rules. All bankers interviewed
mentioned this difficulty. If the bankers find this difficult,
the borrowers do éven more so. Some bankers have suggested
that a uniform credit policy is required. Several borrowers
have suggested that banks should post on their walls informa-
tion about the loan programs and the requirements for getting
loans under them. It is the observation of the Investigators
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that there is sufficient conflict between the social and
political objectives of these many loan pPrograms on one
hand and the principle that the banker should determine who
is creditworthy because he must recover loans on the other
hand. It is believed by the Authors that the reduced scope'
for jddgment of the banker tends to undermine repayment
discipline.

Delay in disbursement: Delay in receiving loans, frustration

with formalities and numerous visits to the bank, and some-
times receiving the loan after it was really needed, causes
a disgruntled attitude among borrowers. This is likely
to affect repayment. Two of the respondents said that since
they had to make 10 or so visits to a bank to get a loan,
they will not repay it until the bank people visit them a
similar number of times.

Insufficient incentives or commission: Bank staff say they do

not get sufficient travel allowance and incentives for the
difficult work of going around and'supervising loans. Some
banks do award prizes for recovery, but that is regarded as
an uncertain and distant inventive. An experimental loan pro-
gram (in,which ILO collaborates with the Manpower Bureau for
loans to small industry and transport) has a system of involve-
ment of local leaders who get a commission on loan recovery.
This experiment at Kanaighat, Sylhet, so far has yielded 100%
loan recovery, as the Investigators were informed. Krishi
Bank (BKB) is beginning a program of commissions on loan reco-
very. This might be an important means to develop repayment
discipline in rural Bangladesh.

Insufficient bank image: RFEP emphasized in its Terminal
Evaluation Report (Bib.29) that bank-client relations were
at the heart of good lending and good repayment. Their findings

indicate that bankers showing personal interest in clients
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Friendliness, clean appearance of bank premises, prompt action
on complaints, and such are said to promote an attitude condu-
cive to repayment of loans.

There is a particular bank service greatly in demand all over
the country: exchange of torn or dirty currency. The respon-
dents have remarked that at present many banks will not exchange
such currency and poor people are troubled if they have some. ‘
There is a system of exéhanging it with an "exchanger" (Badli-
Eé;é) for 20% or so discount, and he may have a personal °
arrangement to exchange it in the bank. An order that the banks-
should readily exchange such currency as a public service hight
do more than any other measure to familiarize large numbers of

_people with banks.
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SUMMARY OF RECOMMENDATIONS

Chapter 1:

Existing studies on rural formal and informal financial ins-

titutions and methods have very little information at the

micro-economic level on savings and re-investment. These

issues need to be more thoroughly analyzed.

Chapter 2:

2.1

The rate of savings/investment in the rural population
is high encugh so that banks may continue to increase
deposits proportionate to per capita income. Rural people
appear to be financially conservative: 80 to 87% of
respondent families save. Among the poorest, rate of
saviﬁgs is 2% of income, among laborers 7 to 9%, among
the ordinary poor, 12 to 13%, among small farmers and
shopkeepers 20 to 24%, among those with several sources
of income 30 to 35%, and among the rural prosperous, up
to 46% of income. But most (66%) is reinvested by them-

selves at present.

Banks should structure their publicity campaigns to em-
phasize the advantages of savings for the kinds of things
that are important in rural areas such as: land, future
emergency, trade, boys' education, girls' marriage, agri=
culture, house building, other investments.

Chapter 3:

3.1

3.2

Women's savings should be mobilized only if banks feel it

is cost effective to do so.

This can be done by: a) appointing local women as bank
agents to motivate savings on commission, b) introducing
a program to motivate savings through local influential
females, c) appointment of women bank employees, d) special
women's day at a bank, c) strict confidentialitv soe that
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the existence of women's accounts will not be publicized.

Chapter 4:

4.1 Increase in rural deposits may be achieved by:

4.2

4.3

a)

b)

c)

a)

e)

£f)

q)
h)
i)

i)

k)

1)

greater person to person contact between borrower and banker,

employment of local agents on commission basis tomobilize
deposits,

assigning priority to deposit mobilization rather than to
loan disbursement,

banks keeping ciuse liaison with NGOs and government
rural development agencies,

publicity through local fairs,

assured confidentiality of deposits,
sub-branches in hats and in other locations.
flexibility of bank days and hours,

provision far all savings depositors to name an heir in case
of death,

posting rates of interest for different accounts in
prominent placesd,

increased reliability of the banker as an honest and
trust-worthy person and

better publicity about the advantages of different
types of accounts.

The rural rich deposit only a small portion (34%) of their savings;
they can probably be motivated to deposit more by higher
interest rates, facility for assignment of heirs, the crea-
tion of awareness about fixed and pension deposits.

A much higher rate of opening of bank acocounts by the poor can
possibly be achieved, especially with the help of other develop-
ment agencies. However, given the low probable volume of such depo-
sits it is unlikely to be cost-effective for financial insti'tution-s.
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Post offices conduct no Publicity to motivate savings.

Awareness about different kinds of deposits offered by
them including their life insurance scheme is meagre.

- The schemes under the National Savings Directorate (NSD)

are practically unknown in rural areas. The District Offices
of the National Savings Directorate need to be motivated
out of their lethargy. Winnings of prize bonds are insuffj-
ciently advertised. Life insurance has a reputation for
irregularities and difficulties in the process of claiming
indemnities.

Chapter 5:

5.1

(&)
3
w

Spontaneous savings and loan groups all over the country
will more easily deposit their funds in banks if there afe
no impediments to such groups opening and operating accounts.
Liaison with NGOs will increase deposits in areas where thev
are working, and banks should be willing to draw up agree-
ments with them to serve their clients more readily.

Disbursing loans should not be the goal for forming coopera-
tives; this trend must cease. Cooperative formation should
also focus on savings mobilization.

The Credit Unjon League of Bangladesh may come to serve as
an umbrella organization for informal,savings and credit
groups in the country, and as a System supplementing the
cooperatives.

A study should be conducted to investigate the role of infor-
mal savings and loan groups in the economy. Whether such
groups should be formally mobilized and ‘what is the mechanism
to deal with them are some of the concerns regarding this

issue.

Chapter 6:

6.1

Loan programs should not be drawn up based on inflated esti-
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mates of credit needs. For many categories of borrowers,
their savings cover most of their capital needs. Those who
have something to exchange such as labor, produce, or in-
fluence, generally receive loans within the informal social

system.

6.2 Banks may be more flexible on loan use, noting what pe ple

actually utilize their loans for.

6.3 Borrowers' problems with bank loans include procedure,
insufficient loan amount, loan refusal even' though objec-
tively the borrower seems creditworthy, and refusal to accept .

less than 5 tolas of gold as security.

6.4 Informal credit is believed to be giving way to bank credit.
However, banks can link up with traditional business and
trade patterns through allowing overdraft, giving loans against
fixed deposits, and cashing checks for visiting merchants

written in the name of a known local merchant.

Chapter 7:

7.1 The extent and effect of bribery should be better recognized
and dealt with. It\is one of the first things rural people
associate with formal loans. It ranges from 3% to 10% of the
loan amount, and there are various methods and points of
delivery. The system of requiring recommendations by local
éoliticians and technical people provides another level for
pay-off. Bribery affects the whole tenor of the banking sys-
tem, including the repayment rate. It can only be reduced
by constant supervision, training of bank emplovees and
enthusiastic honesty throughout the banking system. Prosecu-

tion of it should be increased.

7.2 Politically motivated loan disbursement results in fiasco.
Quotas for disbursing loans lead to abuse. Examples of poli-

tically motivated loan programs include handloom weavers'
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loans, matir dak loans, and Grihasta Sri loans, and in
all these programs repayment performance is poor. Local
political influence on the banker should be reduced. Offi-
cial pronouncements of forgiveness destroy credit discip-
line.

Union Agricultural Credit Committees (UACCs) provide scope
for local politicai involvement and for delay and pay-off.
The system has certain advantages also. Revision of the
systeﬁ chiefly in requiring that recommending authorities
be accountable in loan recavery is needed. This also applies
to technical officers who make loan recommendations.

Chapter 8:

8.1

Borrower default may be reduced in the following ways:

a) constant and continual supervision and training and inter-
nalization of the value of financial discipline,

b) elimination of disbursement quotas,

c) reduction of bribery and political influence at all levels

of credit disbursement,
d) more speedy and severe legal action against defaulters,

e) requiring recommending authorities to be responsible for
loan recovery as well,

f) proper credit analysis,

g) simplification of paper-work, policies and instructions

on loan programs,

~h) posting of loan programs and procedural requirements on

the bank walls,
i) reduction of delays in disbursement, and

j) incentives to bank staff such as commissions on recovery.

With the help of publicity, the above mentioned measures and
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the creation of consumer awareness, the image of banks may
also be improved. A means that would help to achieve such
an end and would initiate many people to enter banks would
be to require all rural branches to exchange torn and dirty"

notes free of charge.
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Chapter 1 Introduction

Purpose of the Report

Little is known about our subject: the saving potential of rural
households in Bangladesh. Saving in Bangladesh, 1959/60-1969/70

by Alamgir and Rahman, 1/ which quantified gross national savings
and broke them down into, essential’y, household savings, public-
sector, corporate savings and government savings, is still uceful
and highly suggestive; but, it is about the last pre-liberation
decade; and, it hus never been brought forward. A paper by Alamgir
in 1975 listed no less than eighteen areas where a major research
effort on rual savings and investment in developing countries was
required. Subjects of special interest to the Rural Finance'Project

on that list are :

(a)

(b)

(c)

()

(e)

(£)

1/

the state of rural capital markets in different regions and
their effectiveness and efficiency in mobilizing and allocating
rural savings. How does an absence of an organized rural capital

market affect rural capital formation ?

the flow of funds within rural areas and between rural and urban

areas.

the determinants of financial asset acquisition in the rural areas.
How could one transform non-productive financial asset acquisition
by rural households into productive investment ?

the relationship between the income distribution and rural savings.
the influence of interest rates and price on rural savings.

from the point of view of policy making, what is the best mix of
voluntary, contractual and compulsory saving for the rural areas ?

M. Alamgir and A. Rahman, Saving in Bangladesh, 1959/60-1969/70,
(The Bangladesh Institute of Development Studies, Dhaka, 1974).
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(9) human capital formation in the rural areas. What is the impact
of human capital formation on productivity in rural areas? Is
the return on human-capital investments greater than that on
physical~capital investments?-g/

Actual saving in Bangladesh is reported to be very low. By implication,
rural saving must be very low. The purpose of this report is to explore
and better understand this problem; it is to discover if potential
rural saving is very low as well. And, if the potential performance

is higher than the actual one, how feasible, how realistic is the

attainment of the potential ?

An introduction chapter will review the problem, concepts and likely
determinants of rural savings. The second chapter, using an indirect
estimate of private savings based on time series and macroeconomic
data, will estimate a ranée for the rural private savings rate and dis-
cuss determinants. Also, in this chapter, using the most recently

income distribution and an analytical model based on four socio-
economic classes, the rural household savings ratio will be estimated.
The potential for raising the ratio will be examined in detail. In
the thirg chapter, the effect of financial development on savings
will be explored, e.q. raising savings rates, inducing a substitution
of saving in financial assets for saving in non-financial assets.

A fourth chapter will employ regression analysis to study the deter-
minants of rural, financial-asset holding at the district level. a
brief chapter of conclusions will close the report.

2/ Points (a) - (g) are taken from M. Alamgir "Aspects of Rural
Savings and Investment in Developing Countries," (The World
Bank, Development Economics Department, 1975) pp. 131-135,



- 193 -

Some Aspects of the Problem defined

The presence of a large non-monetized sector in the rural economy
should not be viewed simply as an index of economic backwardness.
In some part, it is very rational decision making in the face of
uncertainty. In particular, non-monetized saving - investment ig

a safeguard against inflation.

For many rural households in a country like Bangladesh, there may

be little left out of income after immediate consumption needs

have been met to allow them to have any savings. There is, however,
a part of their total household income which is received indirectly
in the form of acquisition of non-tradeable capital assets. It is
especially true of farm households. This income by definition cons-
titutes also a part of the savings and investment of farm households.
In the farm enterprise, the saving-investment decision is integrated
into the production process and 1s also closely linked with alloca-
tion of resources, particularly own labour time.The simultaneous
production-saving-investment activity originates in the use of own
or family labour in the production of-non-tradeable'capifal assets,
€.g. land improvements, contour bunding, irrigation canals, farm
buildings, storage sheds, etc. These are usually lumped together in

national accounts under 'non-monctized' farm investment.

The magnitude of non-monetized farm investment, a characteristic
feature of rural areas in the developing world, is quite signifigant
in may cases. Evidence from Bangladesh indicates that as a proportior
of total rural household savings, non-monetized physicai asset acqui-
sition by farm households comes to about 26 percent and as a propor-

tion of total national savings to about 7 percent. 1/

1/ M. Alamgir and L. Berlage, Bangladesh : National Income and
Expenditure 1949/50-1969/70, (Bangladesh Institute of Development
Studies, Dhaka 1974), pp. 179-81. M. Alamgir and A. Rahman

Saving_in_Bangladesh, pp. 58-59.
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Other items in the saving-investment portfolios of rural households
include, (i) monetized physical farm-capital acquisition of various
types, e.g., pumps, tubewells, and other types of farm machinery,
(ii) financial asset acquisition of currency, bank deposits, shares
and securities, and bonds and (iii) off-farm investments in shop-
keeping, transport equipment, and urban property. One further type

of saving-capital formation needs to be stressed. It is the creation
of human capital within the farm household, e.g., expenditures on
health and child care (nutrition), formal education and improved

farm skills.

The conceptual distinction between saver and investor often 'does not
work in the context of the rural areas of developing countries. A
farm household may not be aware -that in certain instances it is at
once saving and investing, that one decision covers both, that the
two activities are in fact indistinguishable. Our pointing this out
does not eliminate the need either for establiching or for improving
organized rural capital markets. But, in terms of linking savers and
investors, of capital formation, capital markets in the rural areas
do not play the same key role that they do in urban areas.

Concegts

The definition of.rural income and rural consumption is fraught with
numerous theoretical and practical problems. To take one example, how
meaningful is the distinction between consumption and investment in

a situation where increased consumption may increase productive
capacity - human productivity - as much or more than increased in-

vestment in physical capacity ?

Investment can take one of two forms : physical and financial. Physical
investment is what is called capital fnrmation - the creation of assets
that in the course of time give rise to a flow of output and income.
Financial investment represents investment only as far as an indivi-
dual economic unit is concerned. It is not capital formation for an

economy because the acquisition of financial assets does not create
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productive capacity directly.

The savings of a rural household can be obtained from survey data
by adjusting its physical and financial asset acquisition during i
reference period, for changes in liabilities, net capital transfers

and capital damages (capital gains and losses are ignored).
Physical asset acquisition would include the following items :

(i) Land - Purchases minus sales.

{ii) Livestock - Total births, purchases and gifts received
minus total deaths, sales and gifts given.

(iii) Land improvement and irrigation - Total expenditures (actual
and imputed) on land improvement and irrigation.minus sale
of irrigation sources.

(iv) Farm machinery and equipment and transport equipment - Net
- acquisition.
(v) Farm houses (including residences), sheds etc.- Net acqui-~
sition,
(vi) Net acquisition of non-farm assets.
(vii) Net change in inventories (both farm and non~-farm) -

Financial asset acquisition would include the following items. :

(i) Change in currency holdings.
(ii) Change in bank deposits (including postal savings deposits).
(iii) Contribution to provident funds.
(iv) Premiums paid to life insurance.
(v) Net purchase of small savings certificates.
(vi) Net purchase of bonds, shares and securities.
(vii) Net purchase of gold and silver.

The difference between chahge in borrowings and change in lendings
gives the change in financial liabilities of rural households. Borrow-
ing from both institutional and non-institutional sources are inc-
luded. Net capital transfers are measured as the excess ofvphysical\
‘and financial asset inflows into a rural household over outflows.
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Capital damage refers to losses or destruction of capital assets
caused by cyclone, floods and the like.

Saving and investment can be either monetized or non-monetized.
Monetized saving includes acquisition of both physical and financial
assets; non-monetized saving includes acquisition of physical assets
only. Non-monetized saving anl non-monetized investment are one and

the same, while monetized investments are a subset of monetized savingy
Monetized savings and investments can be acquired through the market

or can be created through the use of purchased inputs including labour
and capital services. Non-monetized saving and investment on the other
hand represent physical asset acquisition through the use of family
labour or exchange labour with or without non-purchased inputs.

Asset acquisition (saving) can be classified as voluntary, compulsory

or contractual. Examples of voluntary saving would be currency holding,
bank deposits, shares and securities, physical investment. Those of
compulsory saving would be compulso;y provident funds, social security
'contributions and pension-scheme ééntributions. An example of contracQ
tual saving by households would be «ontributions to life insurance.
Studies of tne structure of private savings in developing countries show
that voluntary saving is the most important of the three types of

saving.

In rural areas, there is no compulsory saving of the kinds identified
above. These are mostly relevant for urban areas. However, elements of
compulsdry or forced saving are found in areas where members of the
household are persuaded by the community to contribute lat~ur and

other materials to the formation of social capital; also, in many areas
co-operatives are used to organise forced saving programs. There is
nothing approximating contractual saving in rural areas except that
some members of rural households might take out life insurance. Thus,

saving in rural areas is primarily voluntary.

In rural areas, most savings are directed towards self use (e.g., phy-
sical asset acquisition). A number of studies indicate very low figures
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for savings directly or indirectly transmitted to others. In fact,
direct transmittal is of least importance. This is understandable as

rural capital markets hardly exist in most rural areas.

Modelling Rural Savings Behavior

Of the many determinants of rural savings whose precise relationship
to rural savings might be examined by empirical research, let us con-
sider only the following in our view :

(a) income,

(b) interest rates,

(c) taxation,

(d) demography, and.

(e) profitable investment opportunities.

We shall see that aggregative analysis of rural savings is only
broadly useful for policy formulation. Savings should be disaggregated
further. For policy formulation, it would be useful to try to isolate
the determinants separately for monetized saving and non-monetized
saving; monetized saving should be further divided into monetized
saving in financial assets and monetized saving in physical assets.
Ideally, three separate savings functions should be estimated.

Dale W. Adams and others have emphasized the role of interest rates in
mobilising voluntary rural savings and allocating credit efficiently.l/

1/ It is argued that higher (positive) interest rates would make the
rural credit network viable and more interested in dispensing credit.
Higher interest rates on deposits would help to mobilize rural sav-
ings. It is argued also that higher interest rates charged for loans
would largely eliminate the crowding out of small farmers by poli-
tically more powerful, large farmers in pursuit of the cheap credit.
But, for the last to be true, the set of investment opportunities
facing both would have to be the same or the ability to pay of
small farmers would have to be the same as that of large farmers.
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Turning to taxation, if public sector savings substituted entirely
for private-sector savings, there would be no net effect on total -
savings. But, if public savings were less than the reduction in pri-
vate savings, then there would be a net negative effect.

In the context of developing countries, the dependency ratio performs
better than the age of the head of household as a determinant of
household saving. This result can be generalized to say that a high
rate of population growth would lower savings rates.

The availability of profitable investment opportunity in rural areas
can be considered a proxy for a number of other determinants. It intro-
duces a dynamic element into the analysis of rural savings and invest-
ment behaviour. The existence of profitable investment opportunities

shodid induce rural households to save more.
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Chapter 2

Private Savings and Rural Savings

Private Savings in the Seventies and
the Estimation pf Rural Savings

A set of unofficial estimates of savings at national level for the
period of pre-1971 was made by Alamgir and Rahman.l/ There are three
sets pf estimates for the post-1972 period. Two of them are made by
the World Bankg/ and the other by the Bangladesh Bureau of Statistics
and the Planning Commission of the Government of Bangladesh.

In the present study, rural private savings rates are estimated by
applying an indirect method of estimation. Gross domestic savings (GDS)
are calculated by deducting the net import of goods and non-factor ser-
.vices (M-X); gross national savings (GNS) are computed by adding net
factor income from abroad including remittances to GDS; foreign savings
(FS) are computed by adding public unr:quited transfers (foreign aid)
to the net capital inflow and public savings are estimated directly.
Private sector savings (PSS) are defined as the difference between GNS
and public savings. Thus, private-~sector savings are estimated indi-
rectly. The private-sector savings ratio is defined as the ratio of
this indirectly estimated PSS to GDY at factor cost.

It should be mentioned that GNS can be broken down into household cor-
porate and government savings. Data on such a breakdown are. not avai-
lable for the 1970s and the early 1980s. But the available evidence
suggests that private, corporate-sector savings would have accounted
for only an 1n31gn1flcant part of private savings in the post-1972
period. Thereforp household savings would have represented the largest
part of private savings, and hence of rural private savings.

1l/ M. Alamgir and A.Rahman, Savings in Bangladesh 1959/60-1969/70,
Bangladesh Institute of Development Studies, 1974.

2/ World Bank, Bangladesh : Recent Economic Trends and Medium - Term

Development Issues, March 1983, P.119
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In particular, private sector savings rate (PSSR) is the sum of
weighted savings rates of rural and urban private sectors.

Y
PSS PSU u PSR r
Y= ) () o+ (2R (5
Y Yu Y Yr Y
Yu

Or, PSSR= PSRU (T) +-PSRR (_YE) co-—-oo.-oono(l)
where, PSU = pPrivate urban savings

PSR = Private rural savings

= Gross urban domestic product
= Gross rural domestic product
= Gross domestic product

w,r< K K
c Ko e
o

Equation (1) can be rearranged to get

Y
r
PSSR —<PSRU (1-—Y—Donoooo--oooooooo-o‘Z)

PSRR =
Y, /Y

If one assumes, on the one hand, that PSRU (the urban private-sector
savings rate) is never less than zero and, on the other, that it is
never greater than PSRR (the rural private-secotr savings rate), tnere
are established an upper and a lower bound on PSRR. The necessary
rural and urban income weights for equation (2) are computed ffom data
in M. Alamgir's "Some Analysis of Distributicn of Income, Consumption,
Saving and Poverty in Bangladesh," (The Bangladesh Development Studies,
October, 1974), and then extrapolated for the relevant period. Tﬁe
assumption of higher average (and marginal) savings propensities in
rural areas than in urban areas is supported by studies carried out

in some other developing countries; data obtained from household sur-
veys in Bangladesh also tend to support this position.

Table 1 gives a range for the rural private savings rate in all the
years from 1975 to 1981. Except for the two famine Years of 1975 and 1976,
minimum PSRR fluctuated between 6.3 percent and 7.5 percent of the GDP. In
the same period maximum PSRR fluctuated between 10.7 percent and 12.1 per-
cent of GDP. Taking the ten "cbservations" of the 1977-1981 period together
' their mean is 9.2 percent with a standard deviation of 2.5 percent.
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Table - 1

Estimalion of Rural Savings Rates

) Assumed Rdnge of Estimated iange ats
. Private Sector Private Sector Hul gt
lrivite Sect
:avines ;:tzr Urban Savings Rural UL ban Savings Rate (as % of
B (igSP‘ Rate (PSRU) Income { Income | GLP ot factor cost)
o N Equul to Priq Welght | welght | Estimated | Estimaled
(as pexcehtage
of GO+ at . vate Sector.} Based Based minimum méax | mum
factor cost) P5RU = O |[Rural Savi~ | on GDP | on GOP Savings Sevings
ngs Rate Rate for Rate tor
_ (PS RR) FSRU=IRK | PSRL - 0
LR 2.8 2.8 +64 «36 2.8 1.4
i976 2.2 2.2 «63 «37 2.2 3.5
19737 7.5 7.5 «62 « 38 7.5 12.1
1978 6.4 G.4 .61 « 39 6.4 10.5
1979 7.3 7.3 «60 »40 7.3 12,2
0
[9G0o 7.0 7.0 «60 «40 7.0 11.7
1981 6.3 6.3 «59 .41 6.3 10.7
bource : brivate sector savings rate is calculated from data provided In
Pradumna HB. Rana, Domestic Resource Mobillration Through Financial
Development Banigladesh, Asian lDevelopment Bank, 1984, .6, 1%, tt;

rural and urban income weights are computed from data providec Ln
Mohiuddin Alamgir, "Some Analysis of Dis*tribution of ILncome, Crmermim
tion, Saving and Poverty in Bangladesh," The Bangladesh Levelopment
Studies, October, 1974, P.741-42, and then extrapolated for thw rele

vant period.
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Determinants of Private Savings and

Rural Savings

Although we are interested in examining the determinants of rural
savings in Bangladesh, we have only the estimated range of the depen-
dent variable. Mininum rural savings rate,PSRRMIM, and maximum savings
rate, PSRRMAX, have been estimated in the Previous section which can
be used as dependent variables for the present purpose. In addition,
private sector savings rate, PSSR, can also be used as a dependent
variable to see what determines the savings rate in the private sector.
Thus we have three dependent variables : PSSR, PSRRMIN and PSRRMAX

Limitations imposed by shortage of relevant data rule out the possibi-
lity of including all explanatory variables in %he savings function.
Therefore, six independent variables are hbeing considered; threé of
them are income variables, two are ihterest variables and one variable
is the foreign savings rate. Hypotheses can be formulated on the basis
of a priori reasoning about the relationship between saving rates and

these explanatory variables.

It has been arqued since Keynes that income is one of the determinants
of savings : § = F(y, Xl,""""’ Xn), where S stands for savings, Y
for income and X1' ceereneney Xn for other explanatory variables. And
it has been hypothesised for cmpirical investigation that S is a posi~-
tive function of income, Fy>0. Since then, different functional rela-
tionships between S and Y have been empirically tested in both deve-
loped and less developed countries by taking both time series and

cross section data.

In the context of the present study, the hypothesis is that the savings
rate is a positive function of real income. A higher real income does
not only increase savings in absolute terms, it also increases the

rate at which income is saved.

Three income variables are included for the present study : (1) real
GNP at market prices, GNP, (2) real gross agricultural product, 'GAP,
and (3) real gross agricultural products, Crops, GAPc. Among three
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dependent variables, the relationship of PSSR will be examined with
only one of the three income variables, GNP; the relationship of each
of the two other rural savings rates will be investigated with both
of the two other income variables, GAP, and GAPc; for rural savings
rates are expected to be influenced by rural income, rather than over-
all income, while PSSR is expected to be related to overall income,

rather than only rural income.

It is long perceived that the relationship between savings and interest
rate is positive. Savings increase as the rate of interest rises. The
hypothesis for the present study is that the rate of saving, private
rural or simply private, is a positive function of real interest rate.
Real interest rate, instead of a nominal one, is chosen because it is
real, rather than nominal, interest rate which.matters and provides an
incentive for saving. Two kinds of interest rates are selected for the
present study : real weighted average interest rate on deposits and
scheduled bank's real interest rate on deposits for 1-2 years. The
rationale of the former is obvious, and that of the later is that,
beside the real interest rate on deposits, people tend to save and
deposit money with Zfinancial institutions usually for one to two years,

and therefore the latter is included as an explanatory variable.

‘One explanatory variable is external resources, called foreign savings
rate, FS. Its influence on the dependent variable, private seétor sav-
ings rate or rural savings rates, is debatableand will depend on the
nature of its use for financing imports. If FS is used to finance
modern technology and equipment for increasing production in both ‘ag-
ricultural and industrial sector, it is expected to increase savings and
even savings rates. On the other hand, if FS is utilized to finance
such imports which are substitutes of iocally produced commodity in
both agricultural and manufacturing sectors, savings and even savings

rates are expected to fall.

The statistical technique of correlation is applied to investigate the
relationship between dependent and independent variables.

Data contained in Tables 2 and 3 are used for examining correlation
among the variables. The results are presented-in the Correlation
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Coefficients Matrix of Table 4.

None of the correlations are high. The correlations between the private-
sector savings rates and real GNP are all negative, which is not what
a.priori reasoning would have led us to expect. However, they are so
low that it is best concluded that in the time period covered no cor-
relation between the savings rates and real GNP appears to exist. The
correlations between the two rural private savings rates, minimum and
maximum, and two measures of real gross agricultural procduct, interest-
ingly, are moderately positive. This suggests that the direction of
influence of rural income on rural savings is as hypothesized but
moderate, The correlations between the private-sector savings rates

and the two measures of the real interest rate are positive, as hypo-
thesized, but, again, they are moderate. The correlations between the
savings rates and the rate of foreign saving are negative and very
weak, suggesting no apparent correlation. A strong positive correlation
would have meant complementarity between the two sources of savings;

a@ negative correlation, substitutability.

The Households Savings Ratio

The Model : The household savings ratio measures the average propensity
to save of households. The national ratio can be viewed as the weighted
average saving propensities of all the socio-economic groups that com-
pPose the national society. In our case, it will be useful to distin-
guish between the saving propensities of urban and rural areas and,
within each area, to distinguish further between *+he saving propensi-

ties of the "rich" and the "poor". Therefore, we have
s = slw1 + 52w2 + s3w3 + s4w4 o
The w's are the weights; their sum is equal to 1. It can be shown

that the weights are defined by the proportion of total household

income originating in each sector.



Table - 2

gross National Products, Interest Rates and
Foreign Savings Rates for 1975-81

N Nominal | Scheduled | Gchedoled |
GNP at | weighted|banks' nomi-| Chenge |Real GNP |Real weigh- banks' real Foreiar
market average | na) interest| in non-| at market |ted average] interest eoifqu
ptices | interest]| rates on food |prices interest | ratas on “”ﬂ:“q‘
(in bl | rates on{ deposits price | (in billl4 rates on | deposite T
llion depositd for 1 - 2 index |on Taka) | deposits | for 1 - 2
Taka) years _years
1975} 126,00 3.46 7,25 50.67 | 83.63 - 47.21 - 43,42 To1
1976} 107,60 3.80 7.50 6.80 | 66.87 -~ 3.00 0. 70 1001
1977 | 105.82 4,42 8.25 4,39 | 63.00 0.03 1. 86 a4
1978 131.52 4- 17 8.25 9.49 71.51 - 5. 32 - 1.24 Ho 1
1979 146. 61 4- 29 8. 25 9. 28 72.95 - 4.99 - 1. OJ U.';l
1980 | 178.34 4. 41 8. 25 14,60} 77.43 - 10.19 - hoih (PR
1981 | 201.85) 6.32 12.32 20.29 | 72.86 - 13.97 - 1,97 Pl
v B
Sources : Data on GNP at market orices, nominal weighted average intercst

rates on deposits, change in non-food price index and foreian

savings are taken from Pradumna B. Rana, Domestic kesource Mobili-
zatlon Through Financial Development : Bangladesh, Asian Develoo

ment Bank, February 1984, P.108; data on sBcheduled bink&' nomin..i

interest rates on deposits for 1-2 years are taken and welgtitec

interest rates for the relevant years are calculated from AJT.M.I.
Mridha, Country Paper on Rural Savings Mobilizatlon In' Bongladeui,
Bangladesh Bank, nil dated, P.7.
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Table -~ 3

Agricultural Products at Market Prices 1975-81

(in billion T.k.a)

Nominal gross Real qgroes
Nominal gross Real gross !
Year agricultursl agriculturél agricultural agricultonr.a
products products,,
products ' products
crops crons
1975 78.623 67.401 41.10 13. 01
1976 57. 339 45.114 45.91 17,85
1977 53.671 40.172 44,50 360 44
1978 72.248 53.494 48,98 39. 30
1979 78,745 56.604 48,76 40,03
1980 93.299 68.443 48. 85 3 H9
1981 95.434 70,113 51.50 42. 1
Source : Nominal figures are taken from the World Bank, Baonaladesh

Recent bconoumic Trends and Medium-Term Develocment [:sue;,

March 1982, P.113; and the real flgures are computed by

deflating the nominal ones by sectoril defliators which have
10U, 1

been rebased tor the present purpose as 1973/74 -
the détlatore see the dorld Bank, Ibid, P.115,
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The weights are the weights; their sum is equal to 1. It can be shown
that the weights are defined by the proportion of total household in-

come originating in each sector.

The weights can be analysed further. They can be shown to be deter-
mined by the relative number of houscholds found in each sector (the
's) and the average household incomes of the four sectors relative

1

to the average household income of any one of the sectors (the r ,'s)
i

The income of the rural poor was chosen as numeraire.

P + the proportion of total households in sector i ;

r, the ratio of the average bhcusehold income of sector i to the
average household income of sector 4, the rural poor.

T4 is, of course, 1. Then,

P1T148) + Ppry,Sy, + P3Ty,8y + pys,

s = -

Pi¥iqa % PpTyq * P3T3y  + Py
P;T;
W. =§'_ 4
1 i p i4
P4 = (l—pl-pz—pB). Therefore,

¢ 1

s = %plrl s; + (1-p;-p, P3)s,

This result is mathematically derived in the "Annex to Household

Savings".

Estimation : This model ccntains ten parameters that require estimation:

P1r Par P3r Tyqr Tpgr T3yl Sy0 Sye 83008,

In other words, to learn "s", the naticnal household savings ratio, or
either the rural or the urban household savings ratio, we must obtain

estimates of all the parameters.

Fstimation of the r14's in 1976/77, the most recent household income

distribution available, can be made from a table in an article on the
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income distribution in Bangladesh by S.R. Osmani and A. Rahman.
Taking the top 15 percent of households in both areas for the rich
and the bottom 85 percent: of households in both areas for the poor,
in Table 5 we derive the ri4's in two years, 1963/64 (an earlier year
used by the authors) and 1976/77.

The pi's are defined as below

Py proportion of rich urban households;
P, ¢ proportion of poor urban households;
Py proportion of rich rural households;
Py proportion of poor rural households;
Let Pu stand for the proportion (percentage) of total households that

are urban. Let g and ¢ stand for the proportions
total rural households, respectively,

Therefore, we

Py =

o}
w
i

of total urban and
that are poor.

can write.

p,- (1-q)

=P, g

(1-p,) (1-4)

. ld
(1-p,) g
We do not know the value of Py in 1977. However, average household
size does not differ greatly between urban and rural areas; in the
1977/78 Household Expenditure Survey, average household size in the
two was Practically the same. In this case, p, can be approximated

by the percentage of total population that is urban. The two most

recent population cénsuses were in 1974 and 1981. Interpolating from

them,
1977
P, 0.12
(1 -p,) 0.88
And, g = q’= 0.85. So, the pi's are now known.
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Table

5

Real Average Household Incomes of Nich and Poor Households
in Rural and*Urban Areas : Income Distributions in 19613/64

and

1976/77

(Taka per annum in 1963/64 prices)

1963/64 1976/77
1actile Groups Rural Urban Ruvral Urban
Relative Relative Relative Rexlat jve
In Taka| to Rural{in Takal to'Rurall In Taky to Rural] In Takal to baur !
* Poor Poor Poor boot
‘op 15 per 3935 | 2,911 | 8272 | 6.118 | 3823 | 4.201 | 8372 | 4. 200
.ent - Rich
ottt 3
'ottom B per 1352 | 1.000 [ 1716 | 1.269 910 | 1.000 | 1339 [ 1.471
cent - Poor

owrce @

S.R. Osmani and A. Rahman, "Income Distribution in Bangladesh, " UPpcrLl'h

of International Economic and Social Affairs of the.United Natidns Secy e

thriat,

No. 6, April,

1983,

k.7.

Md lloc Expert Group on Income Distribution and Devolopment
Table 5,

Paper
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Taken together, the pi's and ri4's provide us with the following
income weights

lHouseholds Income Weights
Rich urban 0.12 x 0.15 x 9.200 = 0.1656 0.102
Poor urban 0.12 x 0.85 x 1.471 = 0.1500 0.093
O.315§ 0.195 (.20)
Rich rural 0.88 x 0.15 x 4.201 = 0.5545 0.343
Poor rural 0.88 x 0.85 x 1.000 = 0.7480 0.462
1.3025 i 0.805 (.80)
1.6181 1.000

Before turning to the estimates of the four average propensities to
Save, some space must be devoted to a discussion of the trend toward
increasing income inequality and poverty in Bangladesh as these will
have a bearing on the estimates. The thought of famine is never far
from the consciousness of the vast majority of the population, espe-
cially the rural population. "Precarious survival strategies are map-
ped out in the quiet intervals, meager resources are garnered, depen-
dency relations are set up, some sort of community web is created to

ensure the flow of basic needs."1/

There is no shortage of statistical support for these trends in the
economic literature. While in terms cof absolute numbers Bangladesh is
the fourth largest agricultural society in the world, in relative terms
(i.e. in terms of the proportion of the population living in the rural
areas and directly dependent on agricultural activities for living) it
is overwhelmingly more rural than the three larger agricultural eco-

nomies, (China, India and Indonesia). The share of Bangladesh in the

1/ Bangladesh Rural Advancement Crmmittee, Peasant Perceptions,
Dheka, Bangladesh 1984, Book A, p.1l.
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world's rural poor is even greater than its share of the world's
rural population. The combination of a very unfavorable average re-
sources endowment and a high degree of inequality has resulted in an
unprecedented concentration of extreme poverty in rural Bangladesh
today. A/

All those families who have levels of incomeAinadequate to ensure a
minimum diet are defined as poor. Adequate diet is not easy to define.
A number of attempts have been made to define such diets for the poor
nations of Southeast Asia. Although these diets are indeed minimum
standards that even the poorest societies should attempt to achieve

in the near future, they represent unrealistically high levels for a
minimum income for Bangladesh. The minimum needs of a society as poor
as Bangladesh must be based on a more modest dietary standard. This
standard would merely provide enough calories without ensuring the
adequacy of other forms of nutrients (e.g. protein, vitamins, etc.).
However, in a paper by A.R. Khan, the absolute poverty level was
defined as a figure that at the income corresponding to this poverty
level only 90 percent of the calorie needs of the Bangladesh minimum

dietary standard are satisfied. And, the extreme poverty level was
defined as a figure that at the income corresponding to this poverty
level only 80 percent of the calorie needs of the Bangladesh mini-
mum dietary standard are satisfied.z/ The use of an extreme poverty
line is a convenient additional statistic for revealing a charac-
teristic of the distribution below the absolute poverty line.

Table 6 summarizes the situation from 1963-61 to 1975, showing four
different years. The outstanding feature indicated in the table is the
sharp increase in poverty in the decade. The increase in the proportion

of the extremely poor is remarkable.

1/ Much of what follows is taken from A.R.Khan, "Poverty and Ineqality
in Rural Bangladesh," (Geneva, ILO, 1976; mimeographed World Employment

Programme Research Working Paper).

2/ Khan, "Poverty and Inequality," p.140.
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Table 6
Incidence of Poverty in Rural Baneladesh

( In percent)

Absolutely Poor " Extremely Poor
Households Population Households  Population
51.7 40,2 9.8 5.2
84.1 76.0 4.6 25.1
86.7 78.5 .1 42.1
70.3 61.8 50.5 41.0

A.R. Khan, "Poverty and Inequality in Rural Bangladesh,
(Geneva, ILO, 1976) Mimeographed World Fmnloyment

Programme Research Working Paper, Table 48, vn. 147,
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Very recently, Ahrad and Hossa.in also employed the calorie needs of a
Bangladesh minimum dietary stancard to define the absolite poverty
level in the rural areas.l/ Their figure was a minimum, per capita,
daily intake of 2087 calories. The consumption of meat, milk and suga
was excluded; and, later it was a:i-umed that 50 percent ol the vege-
table consumption would be net frum production ‘i kitchen gardens. On
this basis, the authors calculated poverty-line, monthly family
incomes in current prices for four years : 1963-64, 1973-74, 1976-77
and 1977-78. The poverty-line, income estimates were first made on a
per capita basis and then multiplied by average household sizes found
in the Household Expenditure Surveys in respective years to obtain

monthly, family incomes.

In 1977-78, the absolute, rural, poverty income was calculated to be
Tk. 852/- per family, per month. In the Household Expenditure Survey
of the same period, at least 85 percent of urban households fell below

the rural poverty line as well.

In his book on the informal rural credit market, M.G. Hussain writes
that "the loan repayment capacity of rural households is dependent on
the pattern of use of loans on one hand, and the rates of interest to
be paid on the other. The use of loan, in turn, depends to a large
extent on the nature of demand. If a borrower household has less income
than its minimum consumption requirement, it is most likely to use the
loans for consumption."z/ He shows that in the post liberation period,
about 60 percent of credit (from both institutional and non-institu-
tional sources) was used for non-production purposes in traditional
rural areas, most of it on family-related expenditures. In the same

period, about 33 percent of credit (from both scurces) was used for

1/ Q.K.Ahmad and M. Hossain, "An Evaluation of Selected Policies and Prog-
rammes for islleviation of Rural Poverty in Bangladesh," Bangladesh

Institute for Development Studies, September, 1984. pp. 4-8

2/ Md. Ghulam Hussein, An Analytical Review of Non-Formal Rural Credit
Studies in Bangladesh, (Agricultural Development Council, Inc.,

bhaka, Bangladesh, February, 1983), p. 91.
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non-production purposes in the progressive rural areas.l/
Wee concluded that the average saving propensities of the urban pos)

ancd the rural poor, s, and Syt respectively, were negligible. One
further line of reasoning in support of this conclusion might he qiven.
In some surveys, these two groups may .ppear to save a small percen-
tage of their income, say 3-4 percent; but, given their extremely low
levets of living, society could well be better off if they consuwmed
this 3-4 percent of income, provided the increased consumption was in
the form of nutrition, health, hygiene, housing, education and the 1ilker
The increase in productive capacity-labor productivity-from increascod
consumption of social development goods like the above at very low
levels of living is very likely to be greater than the increase in
productive capacity from saving at these levels channeled into physical

investment.

The most recently available Household Expenditure Survey, that of
1977-78, was employed to estimate the average saving propensities of
the urban rich and the rural rich, 81 and Sqs respectively. Based on
the top 15 percent of urban households (the last four income classes
in the Survey, numbers 11-14), s, was estimated to be 11.9 percent.
And, based on the top 15 percent of rural households, (the last five
income classes in the Survey, numbers 10-14), sy was estimated to be

19.6 percent.

The rural average savings nropensity turns out to be higher than the
urban average saving propensity, nearly twice as great. This is not

esnrprising. In Patterns in Household Demand and Saving by Lluch, Powell

ard Williams, there is a report on an investigation of the savings
behavior of Korean farm honseholds and urb n wage and salary earners

in the period 1963—72.2/ The farm households were the ,j0orei. The

1/ 1 bid., Table‘5.2, p.96

al )

2/ C.Lluch, A.A.Powell and R.A.Williams, Patterns in Household Demand énl

saving, (Oxford University Press, New York, 1977), PP.98-103.
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authors then state, "At the same time, farmers appeAr to be consider-
ably more thrifty - their marginal propensity to consume is almost half
hat of urban consumers. ©e+ss.., (TYhis paradox of thrift in relative.
poverty is probably explained in part by the consumer-producer nature of the
farm household. With the high variability of income and direct .link
between today's saving and tomorrow's subsistence consumption, high
marginal and average savings rates are required for subsistence over
time. If interest rates paid by farmers tend to be higher than thogn
available to urban dwellers, then farmers' maraihal propensity to coj -

sume will be smaller", 1/

The higher rural saving propensity could also be influenced by dimi-
nished "demonstration effects"” in rural areas. Often, rural markets
may not be open to goods and services originating in urban- areas, in
particular modern consumer durables, However, some would argue that
demonstration effects do not have to have a negat ‘v~ impact on at least
the volume of rural savings; on the contrary, farm houscholds wishing
to increase and diversify their consumption work harder, earn a greater

income and save more.

Estimates of the national, rural and urban household savings ratios

Jre presented in Table 7. In addition, four simulations with this model
were made. These were the effect each of the ratins of reduced pov-
crty, the effect of forced saving, the effect of reduced income inequa-

ity and the cffect of increased urbanization.

In Lhe case of the "effect of reduced poverty," the below poverty pro-
portion of 85 percent of households which applied to both urban and
rural areas, was replaced by one of 50 percent. To estimate the "effort:

ol forced saving," both poor urban and poor rural households were assimed

L/ Ibid., p.99 and pp.101-102. Actual average household savings ratins
during the period 1963-72 were 17.0 percent for farm households and 2.3
percent for urban households (wage and salary earners) . See Table 5.4,
p.103,
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Table 7

e —————

National, Rural and Urban Yousehold Savings Raties:

Fstimates

Batios for the
Late 1970'g

Effect of Reduced
Poverty

Effect of Forced
Saving

'ffect of Reduced
Income Inequality

Fffect of Increased
Urbanization

Summary of Estimations

( In percent )

National
Ratio

7.9

14,6

9.0

Bol4

7.6

Rural
Ratio

8.4

15.8

9.5

5.6

8.3

Urban
Ratio

10.3

7.2

5.5

6.2
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to save 2 percent of income. This might be brought about on a
national scale by a scheme like that of the Grameen Bank. In the case
of the "effect of reduced inequality," the ri4ﬁsof the 1963/64 house-
hold income distribution were substituted for the rl4's of 1976/77. The

variation in relative terms among the average household incomes of the

four socio-economic groups in 1963/64 was less than in 1976/77; house-
hold incomes were more equal relatively in 1963/64. In the "effect of
increased urbahization," Pu (the proportion that urban households are
of all households) was raised from 12 percent to 25 percent.

The impact on the rural savings rate of a reduction in poverty is sig-
nificant. This effect can be compared with that of forced saving. Onc
raises the: ratio by over seven bercentage points, nearly doubling it;

the other raises it by a little over one percentage point.

The effect of reduced income inequality actually lowers the rural

ratio from 8.4 percent to 6.6 percent. This happens because the share

of income of those in the rural areas who save declines in going back

to the earlier years, while the share of income of those who save little
increases. The effect of increased urbanization has practically no

effect on the rural ratio.
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Annex to Household Savings .: Méthematical,Derivation

of the National Household Savings Ratio as a Weighted Average

0,
).

Where H is number of households, Y is household income and

S is household savings.

i is a socio-economic class; there are four classes -
i=1,2,3,4; n=4. '

Let fji = . E - 1 . :c-;-) =
i Py i \g/mvyioq g P
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Chapter 3 - Financial Savings in Bangladesh
During the Seventies

Introduction

because this is the only surplus sector in the sense that its sav-

ihgs exceed itsg investments.

sector is not mobilized because of a lack of sound financial structure ,
structure of institutions, instruments and interest rates.

The holding of savings in physical forms such as commodities, which

is characteristic of the subsistence sector, is clearly unproductive
beyond a point. Since monetization facilitates the transformation of
savings in kind into monetary forms, it can be regarded as an integral part
of savings policy. However, as an economy develops, the demand for suitable
savings media must be necessarily satisfied by financial assets other than
currency. The availablfaevidencesmpports the view that financial inter-
mediation, measured by the proportion of financial.savings and by the
number of bank offices per million of population, has a positive influence
On national savings in the majority of developing countries.

The Neoliberal View

According to the neoliberal view, the level of financial development
is extremely important as a determinant of household savings. The first

step is measuring the degree of financial development is to distinguish
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nominal from real monetary variables. Instead of nominal money
balances, (M), a bettaer measure is real money balances or the
value of the stock of nominal money in relation to a comprehen-
sive price index of goods and services, (M/P). Money, broadly
defined to include time and savings deposits in addition to
currency and demand deposits, (Mz), is taken to be the dominant
financial asset available to wealthholders in developing econo-
mies, since the securities and bonds markets which offer money

substitutes are either nonexistent or insignificant.

Individuals adjust their real money balances to anticipated
variations in the real retvrn on money balances. It is necessary,
therefore, to eliminate money illusion and to make a distinction
between the nominal interest rate on deposits (d) and the real
return on money balances. The latter can be approximated by de-
ducting the expected rate of price inflation, (P*), froﬁ the
nominal interest rate. Tangible physical assets, i.e., inventories
of commodities of all kinds, are the principal alternative class
of assets open to savers. It is the rate of change of commodity
prices that wealthholders ~ompare with nominal rates of interest
on financial assets in deciding on their real money balances rela-

tive to their incomes and to their holdings of goods.

A state of financial repression is said to exist when demand for
financial assets is inhibited by rates of return on money balances
that become very low or even negative after allowing for inflation,
and when the supply of funds loanable on these terms is held down
by credit rationing. In such a case, when finance is "shallow", an
economy depends heavily on the "tax" exerted by inflation and on
foreign savings. The ratio of monetary liabilities (M2 definition)
to GNP is frequently used to measure the extent of financial rep-

ression or the real size of the monetary system of the economy.

Empirical research on the neoliberal view of financial development

and household savings tends to confirm that household savings are



220

responsive to higher real deposit rates or to the rise in the
broad money to income ratio. a high interest rate may not act
o an inducement to save more; but, if the intention is to in-
duce a shift in savings from informal credit markets, from goods
or from precious metals to financial assets, the rates of return

for these two alternatives should ‘be comparab.

Financial Savings in Bangladesh in the Seventi

There is no study for any part of the post libe ition era show-
ing the division of household savings between t ancial and non-
financial assets. Alamgir and Rahman, estimated _he holdings of
these two broad asset classes by the noncorporate private sector
for the period 1959/60 - 1969/70. Saving in financial assets as
a percentage of total saving ranged between 6 and 30 percent,
averaging 18 percent in the period. There was no clear trend.l/

In a recent Asian Development Bank report on domestic resource
mobilization through financial developmemt in Bangladesh, data

in real terms indicated that compared with the perlod 1973-197s5,
when financial shallowing (disintermediation) took place, finan-
cial deepening has been occurring since 1976¢. The increase in
M2B, (an indicator of financial asset holdlngs), and in (M2B-M1),
(an indicator of interest- -bearing asset holdlna"), are more pro-
nounced in nominal than in real terms. These changes were occur-
ring despite negative real returns on financial assets. As nominal
deposit rates were changed by modest amounts in the period and
then only twice, in 1974 and 1981, changes in the real interest
rate were primarily the result of changes in the inflation rate.
Real interest rates improved following the stabilization measures
adopted by the Government in 1975; but, they fell sharply in 1980
and 1981 following the second oil shock. 2/

1/ M.Alamgir and A.Rahman, Saving in Bangladesh 185°/60~-1969/70 (The

Bangladesh Institute of Development Studies, Dhaka, 1974) ' PP58-59,
Table 3.1

2/ PB Rana, Domestic Resource Mobilization Through Financial Development,

Bangladesh, (Asbm1DevelopmentlBank, February, 1984) pp 16-21.
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A series of regressions to test the importance of real interest
rates and real Gross Domestic Product levels as determinants of

the level of financial savings were estimated.

Both the interest rate and the aggregate income level had a
positive effect on financial savings. However, none of the reg-
ressions seem to fit the data well; consequently, any forecasts

or projections of potential financial savings made with them would

be gquestionable and indeed may not seem plausible.

Table-8 presents the time series of four savings rates in the
seventies: Gross Domestic¢ Savings, Gross National Savings, Private
Sector Savings and Financial Savings. All except- Financial ‘Savings
have been defined previously. The first three savings rates were
very depressed in 1973-76. Each rose somewhat in 1977, especially
Private Sector Savings; since then, GDS and Private Sector Savings
have tended to decline slightly, while GNS has tended to rise.

In Table _ 9 , the correlation of two measures of real interest
with each savings rate is shown. In the third row of the table, the
correlation of the financial savings rate itself with each of the
other three savings rates is given. All correlations are positive.
The first measure of real interest has a moderate correlation with
each of the four savings rates. The second measure has a weak cor-
relation with the GDS and GNS rates but a moderate one with the
rates of Private Sector Savings and Financial Savings. The finan-
cial savings rate exhibits a high carrelation with GDS, GNS and

Private Sector Savings rates, in particular with the last two.

A Review of the Saving Performance of Selected

Developing Countries in Asia, 1971-1980.

Three broad groups of countries were classified by real GDP per
capita, real income growth, and degree of financial development.
The group of low-income, low-growth countries is Group A, inc-

luding Bangladesh, Burma, India, Nepal, Pakistan and Sri Lanka.



Year

1973
1974
1975
1976
1977
1978
1979
1980
1981

a/
b/
c/
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Table 8

Savings Rates in Bangladesh 1973-1981
(Percentages of GNP at current prices)

Gross Domestic Gross Natlonal Private Sector Finiancial

Savings 2 Savings Savings o savings
0.3 1.1 - 22.0
1.5 1.7 . B 11
0.8 1,0 2.7 10,5
- 1.9 1.8 2.1 13,7
3.2 3.6 7.1 17,
2.7 3.6 6.0 17. 3
3.0 4.2 6.8 20. 3
2.0 3.9 6.5 2U. 2
2.3 5¢ 1 5.7 22,77

As percentage of GDpP
These two years are not available

Financial saving is representad by M2B, currency outside banks plus
demand deposits held by non-bank public plus savings and time deposit:
at scheduled banks plus deposits at non-scheduled banks, cooperativer.

and post office savings banks.

Source:F.B. Rana, Domestic Resource Mobilization through Financlal ﬁevclopmvnv
Bangladesh, Asian Development Bank, Febiruary, 1CB4. Table 2, P.5, Talile

P.6, Table 7, P.19,
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Table 9

Correlations of Savings Kates in Bangladesh
with Real Interest Rates, 1975 - 1981,

Gross Donestic
savings

Keal Weighted
Average Inter-
est Rate

Real One-Year
Deposits
Interest Rate

Financial Savings
(M2B/GNP)

- 41

« 20

.61

Gross National Private Sector

Financlal ,

Savings Savings Savings
« 60 «51 56
22 52 59
081 079 -
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Group A is characterized by heavy reliance on agriculture, slow
employment expansion, extreme poverty, and inefficient financial
intermediation. In sharp contrast, the Group C countries of Hong
Kong, Korea, Singapore and Taiwan, reached per;capita incomes in
1980 in excess of US$1,500, and have maintained relatively high
rates of income growth. Between these two groups are the middle-
income, medium-growth countries of Group B, including Indonesia

Malaysia, the Philippines and Thailand.

Growth rates of real GDP, Gross Domestic Investment, Gross Domes-
tic Savings, Private Savings, Government Savings, the Savings -
Investment Gap and a measure of financial development for Bang-
ladesh and the three groups of developing countries in 1971-1980
are brought together in Table _10.. (Bangladesh is also included
in the Group A figures). As indicated in the Table, in the majo-
rity of these ‘economies domestic savings fell short of domestic
investment in 1971-1980- these countries, by and large, depend on
foreign savings for financing their economic development.

A good measure of the degree of financial deepening and of the
potential for raising household savings through increased finan-
cial intermediation is the ratio of broad money to GDP. For

Group A and Group B countries, the average M2/GDP ratios during

the 1970s were 26 percent and 29 percent, respectively, low figures
compared to that of the Group C countries (62 percent).

The potential for financial deepening in Bnagladesh can be measured

against the average ratio of either the "A" countries or the "B"

countries.,

Bangladesh 18.1
Group A Countries 26.1
Group B Countries 27.0

Meither difference is too great and weuld seem to be well within

the country's ability to close.
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The correlation between GDS/GDP and M2/GDP as one proceeds from
the "A" group to the "C" group is evident, (the correlation

coefficient is 0.67).

GDS/GDP M2/GDP'
Group A . 10.0 26.1
Group B 23.7 29.0
Group C 26.0 61.6

But, the shape of the relationship raises questions. (Note the
relationship between the incremental changes).

A divergence between the Private Savings ratio and financial

deepening must be noted :

Private Savings M2

GDP GDP
Group A 9.2 26.1
Group B 22.3 29.0
Group C 21.6 61.6

In Bangladesh, rural household savings would be a sizeable compo-
nent of private savings; so, this result raises some doubt as to
the effectiveness of financial deepening for mobilizing rural

savings.

An Examination of the Quantitative Relationship

in Bangladesh Between Financial Development and

National Saving.

The fitted, regression equation below is borrowed from P.B. Rana %/
NS = - 10.335 + 0.129 GNPR + 1.178 FIS3
(1.312) (1.408) (1.822)
DW: 2.476 r? 0.375

1/ P.B.Rana, Domestic Resource Mobilization Through Financial Devr lopment:
Bangladesh, (Asian Development Bank, February, 1984) Appendix 1, P.107.
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Where NS = National saving rate
GNPR = GNP deflated by non-food price index
FIS3 = (6M2B) /GNP

The national savings rate (gross national savings is used) is
determined by the level of gross national product, in real terms,
and the change in financial development (savings, "deepening")
relative to GNP (both in nominal terms). To examine the potential
for raising the NS of Bangladesh, benchmark levels of real GNP
and FIS3 must be established first.

GNPR Tk. 74.84 billion Both are 1981-83 averages to be
found in Rana's Appendix 1.
FIS3 3.07 percent

Employing the equation, NS is estimated as 2.9 percent.

It can be shown that

oM2B _)(M2B) _ [ M2B + 11
GNP GNP/, GNP/, 1+g 1+1 GNP

where,

M2B is equal to currency outside banks plus demand deposits held
by non-bank public plus savings and time deposits at scheduled
banks plus deposits at non-scheduled banks, cooperatives and post

office savings banks.

is the change in M2B between two periods.
is the real annual growth rate in GNP; and

_is the annual rate of .inflation

ot Ha D

is the time period (year).

‘Further, let us assume that our benchmark level of %%% is 18.1
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percent. This figure is from Kiml/; Rana finds an average %%g

of 16.8 percent for the same 1974-1980 period in Bangladesh.
This slight difference may be due to a different definition
of M2 employed by Kim and the fact that he places M2 over Gbp,
not GNP, the former being smaller. Also, let us assume that

the inflation rate is going to be zero.
Lot us examine the impact on NS in Bangladesh of three cascs

(1) GNPR growth averages 6 percent per annum for the next

5 years and 2%% rises by 50 percent at the same time;

(2) GNPR growth averages 6 percent per annum for the next

M2B
5 years but GNP does not change;

(3) No growth in GNPR occurs in the next five years but

M2B nevertheless rises by 50 percent.

GNP

In case (1), NS = 18.7 percent, representing a rise of 15..

percentage points from the benchmark figure in five years.

In case (2), Ns = 8.0, representing an increase on only 5.1

percentage points over the benchmark figure.

In case (3), NS = 10.0, representing an increase of 7.1 percent-

age points in the benchmark.

An Opportunity to Mobilize

Financial Savings

Studies conducted during the pre-liberation period show that,
based on loan amount, non-institutignal sources of credit wero
dominant. In the studies of the post-liberation period, non-

instituional sources of credit continue to occupy the dominant

1/ Wan-Soon Kim, Financial Development and Household Savings: Issuer

in Domestic Resource Mobilization in Asian Developing Countries,

(Asian Development Bank Economic Staff Paper No.10, July, 1982,
P.15, Table 1.
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position in traditional rural areas, but institutional sources

of credit are now more important in progressive rural areas.l/
Over the years, friends and relatives have remained the domi-
nant source of non-institutional credit, followed by moneylen~
ders. More than half of the total non-institutional credit was
furnished by friends and relatives. From the pre-liberation to
the post-liberation period, the share of moneylenders increased
by about 125 percent. Where in the former era, these informal
lenders appear to have supplied only 12 percent of total non-
institutional credit, in the latter, they appear to have supp-
lied 27 percent. The next most important source was well-to-do
rural people, theif relative contribution remaining more or
less constant over the years, accounting for about 13 percent
of total non-institutional credit. Shop keepers' and marketing
intermediaires' share of the total declined over time.g/
Studies carried out between 1956 and 1982 show that one-third
of the non-institutional loan contracts were without any form
of interest attached. Loans with non-monetary interest were
relatively popular with lenders in the 1950's and 1960's; but,
successive studies made during the post-liberation years show
a decline in the importance of these loans. Friends and rela-
tives and shop keepers and marketing intermediaries provide
most of interest free loan contracts. Only an insignificant
proportion of loans from money lenders and well-to-do rural

people have no interest attached.g/

When this same question is viewed from total credit instead of

total contracts (number of loans), two studies in the mid 1970's

1/ M.G. Hussein, Non-formal Rural Credit, PP. 43-45

2/ Ibid., P. 86

3/ Ibid., PP 108-109
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indicate the following proportions.l/

Credit Percent
Source Without With
interest interest

All sources 25 75
Friends and relatives 45 55
Well-to-do rural people 29 71
Shop keepers and marketing 7 93
intermediaries

Money lenders 3 97

Money lenders charge the highest rates of interest, followed
by landlords, rural rich people, marketing intermediaries,
shopkeepers, and friends and relatives. 2/

From his savings or surpluses, the rural moneylender makes
relatively small, relatively risky loans; because of the 'riski-
ness of these "investments" and because he usually finds himself

in a monopolistic position, he charges very high rates of inte-
rest. Few genuine investment opportunities promising profit, or
the failure to realize a profitable investment opportunity, be-
cause complementary inputs were lacking, create "frustrated"
savings. Could the rural moneylender be a case of the frustrated
saver ? What impact would high real interest rates have on him ?
The formal rural credit network stands in need of censiderable.,
improvement and development. Were this to happen, the ruraY money-
lender could very well be willing to accept a somewlat lower regl

rate of return in exchange for lower risk.

1/ 1Ibid., p.113, Table 6.3
2/ 1Ibid., p.117, Table 6.4
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Chapter 4 Determinants of Financial Asset Holding in
Rural Bangladesh

In earlier chapters, we.have attempted to obtain broad orders of
magnitude relating to an aggregate savings rate for the rural

areas of Bangladesh as a whole and to shed some light on how it

has performed over a period of time. The time period under refe-
rence, viz. the period 1975/6 through 1982/3, is a short one. Going
back a few years, say upto 1972/3, would have provided a more
reliable time series, but would have, procedurally, begged several
questions: 1972/3 through 1973/4 were yYears of reconstruction.
1974/5 witnessed one of the most devastating floods in the country's
history. During these years the economy was in disequilibtium with
both a typical behavior and disruption in the data collection. At
any rate, the brevity of the time period under study was compounded
by several limitations of available data affecting levels and
Jdeterminants of the performance of rural savings. Indeed, a good
deal of secondary data exist on the subject of financial savings

of rural economic agents, mainly represented by holdings of bank
deposits in Bangladesh during 1975/6-1982/3. The objective of this
chapter is to identify some determinants of the level of such deposits.

Financial Deposits and Savings

A short digression seems in order so as to justify an attempt to
cast an analysis of savings in terms of deposits. For a private eco-
nomic agent, an act of opening a deposit account with a bank need
not always represent an act of net financial saving; even less, an
act of net real saving. What is deposited may previously have been
saved but retained in a less liquid form. A fall in the transaction
demand for money, at any given rate of consumption per cgpita, may
well show up in the form of higher bank deposits. It is, of course,
more evidently true that deposit activities do not necessarily rep-
resent acts of net savings. A case in point is when there exists a
large public sector which is assured; perhaps by statute, of govern-—
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ment grants to .finance, whethér in full or in part, public sector
revenue expenditure. A certain proportion of such grant is required,
again by fiats, to be deposited with the banking system. Neither
such grants not the deposits they lead to, can be seen to represent
acts of net financial savings. It is admitted that such considerations

as these do call for caution in attributing empirical significance

to the interpretation of financial savings behavior described herein.

In defence of the relevance of this body of data in our present con-
text we point to two facts: first, fhe relevance of the second
difficulty' raised in the previous paragraph would not appear to be
great in that we are dealing with rural bank and cooperative deposits
and the public sector agencies implied by the statement under refe-
rence may be safely supposed to keep most, if not all, of their
deposits with urban branches of banks. Second, it is difficult to be
sure how much importance to attach to the first difficulty raised in
the previous paragraph. It does not appear to be axiomatic that a
decline in the demand for cash in hand has became a universal charac-
teristic of rural households in Bangladesh. For, the opposite, namely,
that people, are increasing their holding of cash in preference of
any hard evidence, either way. We may therefore pursue this discus-
sion on the basis that we are talking about acts of financial saving

on the part of rural agents.

The Level and Trend of District-level Financial Deposits

In rural areas of Bangladesh, as also elsewhere, there are essentially
three types of instruments where people can deposit their savings:
(a) deposits with the banking system; (b) deposits with the coopera-
tive systems; (c) purchase of one or the other of certificates issued by
Govermient . Data relating to (a) and (b) are available at district level
for most recent years. Data relating to (c) are not available on a
rural-urban basis. However, the magnitude of (c) at the national level must
be adjudged to be quite small as against the sum of deposits with the
banking and cooperative systems; in 1982/3, the percentage is only
about 2.5%. This discussion is hence confined to a description of t’l'ie

trend in the level of the deposits in categories (a) and (b).
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Rural Financial Deposits. Table 11 examines the pattern revealed by
the ¢ :h in the levels of country—wide rural deposits with the banking
and cooperative systems, 1975/6 through 1982/3. As far as bank deposits
are concerned, these are combinations of "current" and "savings" depo-
sits with various maturities. In the current state of the published
data, it is not possible to know the relative importance of either cate-
gory. Bangladesh Bank publishes the magnitudes of combined deposits as
of the end of each quarter. Such quarterly series are available since
1975/6. We have used these data in the present analysis. The data
relating to cooperative deposits have been collected from records

of the Registrar of Cooperative Societies.

Rural banking in Bangladesh was already an establ ished feature of her
banking system at the beginning of 1970s. In 1972/3, about 40% of
bank branches were 'rural. In 1974/5, on a basis that subsequent events
have turned out to be of dubious merit, a decision was taken to provide
an impetus to rural branch banking. The specific form of the process

was imposed in a decree issued by the Bangladesh Bank that public scctor
banks, scheduled as well as specialised, would only be allowed to open
one urban branch if they were willing to open two rural branches . This order
was first made effective in 1974/5. This led to a rapid multiplication of
rural bank branches. The outline of this multiplication is presented, in
terms of a particular aspect of it, in cols. 2-4 of Table 11 . We find,
for example, that the proportion of rural bank branches in the total rose
from about half in 1975/6 to 66% in 1980/1.* The proportion of rural bran-
ches made a gain of 16 percentage points (an increase of 28%), in a period
of five 'years. In contrast, the proportion of rural deposits in total
deposits changed by 7 percentage points —from 9% in 1975/6 to 16% in

1980/1 —whi th represents a 78% proportional increase.

he question of whether rural branch bankinyg policy has been successful,
may be raised. Little credit ought to be claimed for the fact thal

the proportion of rural branches increased substantially. In an econauy

* Given the Government directive that banks would be pemitted to open one
urban branch for each two rural branches opened, this growth pat-
tern is about as would be expected and the Government strategy

can be considered to have been successful.
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‘with acute shortage of permanent, even temporary, job opportunitics
for universityv-returned uraduates, the sccial pressure fcr the proli-
feration of employment outlets is very great. Fufther, the additicn
of branches is beneficial to all concerned : the officer issuing the
order, the owner whose premises are hired or built for the purpose,
the merchant who supplies the furniture, etc. WhHat must be reckcned
is that the increase of rural deposits as a proportion of tctal
deposits has been disproportionate to the expansion of the number of
rural outlets. Of the two indicators, surely, it is the deposits, in
proportionate terms, that is more developmentally relevant. On that
score, K the result achieved from rural branch expansion appears at
least to be mixed. Nevertheless, one authoritative appraisal of the
banking system has found the expansion of rural branch banking to be

wanting. 1/

The remaining columns of Table _11 project the movements, in both
absolute and relative terms, of rural bank and cooperative deposits
the years since 1975/6. Several things may be taken note of. Firzt, in
seven years, rural bank deposits have increased slightly less than
seven fold. They have grown at an annual compound rate of 31%. Rural
bank deposits hase also grecwn relative to gross agricultural product
of Bangladesh, and the relative ircrease — from 1.89% in 1975/6 to
6.06% in 1982/3 -—— is several fold. Such rates of growth are indeed
lmpressive, so long as one takes no account of the opportunity'cost

of the resources which underpin this impressive deposit expansion.

In contrast, growth at an annual compound rate of 16.5%, of deposits
with the rural cooperative system is much less impressive. As would be
expected, cooperative deposits as a proportion of rural bank deposits
have shrunk from about 6% in 1975/6 to 2.6% in 1982/3. The point to
note is that of these two categories of financial assets, bank deposits
account for nearly the whole. Another observation that can be made i

that the sum of cooperative and bank deposits of rural areas as a

1/ Government of Bangladesh and World Bank, Bangladesh Agricultural
- Credit Review, August 1983, Vol. I.
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ratio of gross agricultural product has definitely risen through
fh0419705. The financial deepening of the rural areas has thus prn-

ceeded at a considerable rate. 1/

Rural Bank Deposits at the District Level, 1975/6 - 1982/3

There are, as would be expected, some variations at the district levecl
in terms of rates of financial deepening. It is important to examine
the trend of rural bank deposits at the district level over this
period, so that the influence of regional differentiation if any, can
be isolated. This has been done in Table 12 and in the text belcw. One
of the first trends to note is contained in col. 4. Rates of growth
(compound) of rural bank deposits at district level between 1975/¢

to 1982/3 are contained here. In calling attention to regional variatior
in rural deposit mobilisation, we may first compare the record as
between the four divisions of the country. Chittagong division is
found to have performed the most favourably in that it has registered
a higher rate of growth than applies to the country as a whole (Table
13 , col. 10) and is the only division that has done so. This means
that Chittagong divisior has made up for the shortfall, vis-a-vis

the natieonal average, registered by the other divisions. All five

1/ Aside from stocks and shares, which are scarcely acquired by rural
economic agents, a last category of financial assets which some-
times attract savers in rural areas are transacted by the National
Savings Directorate under the Ministry of Finance. The instruments
here are (a) Defese Savings Certificate; (b) Post Office Savings
Deposits; (c) Prize Bonds, etc. Total deposits on account of all
these various instruments in net terms (i.e. net of encashments,
etc.) have risen from Tk. 153 million in 1975/6 to Tk. 309 million
in 1981/2. The most popular among these are (a) and the Bonus
Savings Certificate — both of which being tax-deductible financial
investments. Hence they are so attractive. We may safely assume
that the incidence of this entire range of assets in rural areas
is quite minimal, probably equal to about 5%.
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districts in the Chittagong division have also registered rates of
growth in excess of all-Bangladesh rates. The division next to
Chittagong in deposit growth is Dhaka, followed by Rajshahi and
Khulna divisions (Table 13 , col. 10), in that order.

The coefficients of variation (C.V.) of the rates of growth of the .
‘districts comprising the various divisions are of note. The greatest
variability is seen in the case of Dhaka division, with a C.V. of
40%. The C.V. for the Chittagong division is 25%, while those for«
Khulna and Rajshahi divisions are 19% and 8%. The C.V. of the dis-
trict rate of growth of rural bank deposits of the country as a

whole is only 29%, and is seen to be intermediate to that variability

for the constituent divisions.

Cols. 5 and 6 in Table _ig_ indicate change in the rate of financial
deepening at the district level between 1977/8 and 1981/2. The selec-
tion of these two terminal yéars is dictated by the availability of
the data with regard to district sectoral incomes,-Tables 14-18. The
figures in these two columns at the foot of the table are (simple)
average rates of financial deepening in those two years. To be noted
is the discrepancy in 1981/2 between the average rates of deepening
over all the districts of the country, shown in the last row of Table
12 , cols. 5 and 6, and the matched ratio for the country as a whole.
While the average ratio of bank deposits to gross famm product over
all districts is 3.8, the corresponding ratio for the country as a
whole is 5.6. However, this is almost entirely due to the fact we
have been unable to calculate the ratio for Dhaka and Chittagong —
two of the financially most progressive districts. This has tended

to understate the average.

The thrust of the evidence contained in cols. 5 and 6 of Table 12

is to show that Chittagong, Comilla, Noakhali, Sylhet, Dhaka, Jessore,
Bogra, Kushtia and Pabna are among the financially more progressive
districts of the country in relation to the rural deposits mobilisa-
tion effort. All these districts have ratios of rural bank deposits
to gross farm product in excess of 4%, Sylhet is of course the doyen
of this category with a ratio of 8.9 in 1981/2 having doubled it
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Khulna 36 250 3.9 1.4 n.a. 139 0.64
Kushtia 24 150 34. 4 3.2 543 93 0,87
Patuakhali 20 66 18.6 1.0 1,7 51 0.51
Bogra 29 224, 33.9 2.4 4.0 127 ,G.91
Oinajpur 35 194, 27.7 1. 3.4 118 0.61
Patna 39 286 "32.9 2.5 4.2 146 0.37
Rajshahi 72 418 28.6 2." R 199 3.73
‘Rangpur 43 285 28.6 1.4 2e2 175 J.32
Al Sanalsiass - - 3.0 2. & . 3.3 - -




Table 13

District-wise Derosits wiik Commercial 3apks, 1973/5-1982/%

. . ' Bural Deposits P Anm
Tame of disvtrict . = !.n_:mal Ifla'ce
0z growth

1975/76 1976/7 1977/8 41978/9 1S79/80 1980/1 198172 1982/% ! (coapound)

1
H
!

(1 (2) {29 (&) () (6) (VA (5) (3) i (10)

Chittazong” 113 171 229 488 635 ug 885 1105 38,49
Chittazongz H.T. 4 16 32 20 o1 72 8L 92 56.51

Comilla 77 7 138 272 288 401 450 546 32.29

Noskbazii 50 60 €8 410 140 210 257 320 30437

Sylhet 138 170 238 380 516 688 775 982 32.36

All: Ckittazcag divie 382 o14 775 1 1621 2120 245 20456 24.52

Dhaka 115 154 256 374 499 €55 816 978 35.77

' Faridpur c3J 46 51 76 98 439 155 200 10,57
= FMymensingh -8 72 % 100 129 172 192 238 19.60
) Tans ail 17 27 32 47 7C 94 130 182 40,31
Jamalpur - - - 35 41 70 76 102 20.66

dl: Dhaka divno. 299 299 435 €32 837 1171 1369 1700 28.18

Barisal 56 214 &5 104 192 162 191 234 26,16

Jessore 52 &5 79 114 125 176 2256 296 28,20

Thulna 35 50 £3 S4 122 180 221 250 31,90

Kushtia 2t 29 58 144 100 133 158 190 34,39
Patuakhali 20 18 20 28 z 48 56 66 A8, 50

11: Khuinaz divo. 178 377 250 584 572 657 852 28,81

- _—p e~
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Contd.. (Tatle - 13)

(1) (2 (3) («) ) (6] (72 (8) (S) (10)
Bogra 29 %6 64 84 106 4150 172 223 3Bs92
Dinajpur 35 42 61 87 117 145 174 154 27.72
Pabna 39 50 71 101 142 167 198 2es3 32.53
Rejshahi 72 92 129 168 182 274 340 548 28.56
R&ngour 49 - 60 79 S 126 184 214 285 28,890
All:; Bejshahi divn. 224 280 404 533 673 921 1098 1407 .02

L

Notes: These nimoers are annual average deposits, calculated by averaging publiched dervosif E
figures ccrresponding to the four quarters. District-wise figures neesd not exaotly

aqual the divisicnal total shown, due to rounding errors. !

Sourcs 3 Bengladiesh Bank, Scheduled Bank Statistics (variocus issues).
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Seczeral Grose Jomzstic Product at tne District Level, 1973/50.

(Sectorzl gross value adced. 1975/50. Tk. million)

b] 0 . 0 - s 0 ¢ 0 Uistrict 0 . .

Name of the 3 - ¢ Industry 3 Construction, § Trade 0 0 GDP at ¢ District
District 0 griculture 8 T . T Power, 8 Service 0 Other 0 Market 8 Pcpula'tion
) v Large 0 Small 0 Transport. v 2 0 prices 0 (Million)
1 ¢ 2 1 3 § 4 0 5 R € 0 7 0 =] 9 9
LY

Chittagong 5507 2514 1338 1759 1685 1874 14677 5«60
Chittagong H.T. 3162 251 226 170 732 292 4833 C.60
Comilla €504 179 914 1909 1188 3163 14233 6.97
Noakhali 4288 62 335 -876 780 1734 8083 3.89
Sylhet 7222 433 426 1415 1315 2599 13465 5.75
Dhaka 6132 2542 16€7 325G 1862 3360 18813 3.75°
Faridpv.r 5205 58 128 1129 - 758 1726 3024 4.82
Mymensingh 8208 108 182 13z3 1365 2693 13884 6.63
Tangail .3058 21 15 543 523 802 5116 .50
Jamalpur 2797 54 21 454 486 936 4748 2.47
Barisal 5010 4 117 1112 884 1824 8956 4.53
Jessore 4144 114 77 702 761 1014 7300 4.17
Khulna 6007 5867 126 1269 1206 1374 10549 4. 46
Kushtia 2260 157 102 414 407 781 4161 2.38
Patuakhall 2331 1 44 366 372 835 3949 1.79
Bogra 3211 80 33 555 542 1687 5508 2.74
Dinajpur 4Cr9 25 241 623 691 1326 7025 3,20
Pabna 3319 203 186 732 €23 1115 617 .46
Ra j<hani 5462 88 &89 : 132s 1015 1481 5460 5.32
Rangpur §a22 75 174 1220 1561 1771 c827 6.67

Sbe -

Source : Sangladesh Zureau cf Statistics, District Statistics (various districzsl.
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1 0 2 0 3 ) 4 0 5 . 0 6 0 7 0 8 )
Chittagong 526C 1€05 2558 1862 2318 16617 5.66
Chittagong H.T. 4056 2uo 258 253 728 381 5974 0.77
Comilla 7264 213 1043 2823 1344 3981 16668 7.10
Noakhail 439¢C 74 382 1317 766 2174 9103 .24
Svlhet 8054 574 486 213s 1433 3267 15956 5.83
Dhaka 5957 3040 2000 4399 2G74 4168 22247 10. 38
Faridpur 5281 69 152 1686 89 2239 10236 4.93 !
Mymensinch 8171 122 209 1920 1438 3406 15867 §.75 N
Tangaild 3162 25 187 810 533 1034 5751 2.52 5
Jamalpur 3171 64 24 685 514 1176 5634 2.52
Sarisal 5463 5 139 1665 886 2340 10499 .82
Jessore 3382 122 94 865 759 1161 7730 4.15
Khulna 6198 151 1909 324 1719 11981 4.50
Kushtia 2599 23- 121 610 466 999 5029 2.35
Patuakhali 2614 1 50 542 420 1057 4684 .90
Bogra 3907 95 39 835 594 1384 6554 2.80
Dinajpur 523 90 275 905 : 880 1677 9042 3. 31
Pakbna 3855 242 221 1121 682 1440 7561 3.53
Raishani 5718 iCs 107 1599 1123 188a 16571 5.43
Tangour 3503 14G 3Gs 1820 1571 2631 1537¢ 6.71

-durce : Zanglodesn hursag of Statistizs, Digorice Stztistice {various dictrice=e},

W)
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Sectoral Gross Procuct at District Levels, 1981i/2.

Lve

(Sectoral gross vzlue acceq, 1981/2, Tx. Milliicn)
0 ) . & [} ¢ Districgt ) . -
Name of the 0 . 0 Industry EConst:uction ¢ Trade ¢ § Product at ¢ D“Strl‘.::
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i g 2 0 3 0 4 a ) 6 ¢ 7 8 0 9
~hi 1
Chittagong
Chittagong H.T. 4527 332 294 682 773 437 70G45 0. 79
Comilla 8853 237 1187 3553 1541 4584 19954 Ta24
Ncaknali 4568 52 435 16€ 762 2508 10C23 4.01
Sylhet g68€ &40 553 2538 1480 37€: 17722 5.95
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Faridpur 6499 76 168 2188 1006 2575 12513 5.02
Mymensingt 10353 143 237 2234 1608 3202 18479 6.88
Tangail 810 27 207 1064 506 1133 6909 2.6
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Note : 11 Relawan- “ilrres for these digtricez are no- avaiizrle as vet.
Zourz= Zanglacesn Sureau o5f Statistics, Ciseriss Stetictics 1933 (varicus gistric=si.
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between 1977/8 and 1981/2.

What is behind the favourable performance of these districts and

the relatively dismal showing of the others must be a moot ques-
tion. The causal analytic framework in the next section will address
this very question in some systematic detail. For the present, we
shall merely suggest that this may be in part due to the easy acces-
sibility of rural branches. Col. (8), Table 12 , shows number of
bank branches per union at district level. For” the country as a whole,
average number of branches per urion is found to be 0.07. The corres-
pending number for the nine progres<ive districts is found to be
0.81, while .hat for the other eleven districts is found to be 0.60.
Besides, while Sylhet, Noakhali, Dhaka are known to have among the
highest incidence in their respective ru+al areas of migration to the
Middle East, with the ensuing homeward remittances enling up as bank
deposits, the other six districts, rarticularly Chittagony, Comilla,
Bogra and Jessore are at the forefrocnt of rural development activity

in the country.

The Determinants of Financi :1 Asse' Holding in Rural Bangladesh

The evidence, examined above, indicating a measure of continuing
financial deepening in rural areas of Bangladesh raises the specific
question of what factors may be responsible for this process of
deepening. This question has not been researched before, to the best
of our knowledge. This e¢xercise will be important to the extent it
highlights some policy-conformable variables which can favourably
affect deposits per capita at suitable levels of disaggregation.
Again, such a causal framework of analysis may highlight particular
dimensions of rural deposits creation which can become a frame of
reference for the direction and methodology in subsequent stayges of
rural financial sector strengthening efforts of theo Bangladesh govern-

ment.

The Framework of Analysis While an appendix to this paper details
our analytical framework, we here merely highlight its salient

features.
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The basis of the model lies in a behavioural line of reasoning
which posits that individuals Or- econcmic agents have utility
structures that may be captured:by separable utility functions.
An admittedly restrictive but attractively convenient version of
the class of separable utility functions, namely of the Stone-
Geary function, is then used to derive an estimating equafion SO
as to explain inter-district variations in the holding of rural
bank deposits. While in its purest form, the model applies to
individual decision-making, certain interesting extensions can be
made to it when, as in the present case, an aggregation over a
suitable geographical or zonal area is done. The utility function
of an agent is assumed to be of the following form :

—_— — = Feeny

P
1 2 n e Pe

C C Cc (1L + r.) s
U(l 2 n 1 1 (1+rm)sm

Where Ci i=1, ..., n are consumption commodities,
p i=1, ..., n are price indicecs relating to commodity groups
S i=1, ..., m are forms of savings
r i=1, ..., mare rates of return for different forms of savings

p = expected price level

In other words, utility is assumed to be a function of individual
real consumptinn of various commodities and real yields obtained
from various forms of savings. While Pl"'Pn are expected to be
commodity group specifin price indices, Pe is assumed to be one and
the same for all groups of assets. For convenience, in the above
formulation, a two-period decision time~horizon is considered.

Let us assume that the utility function is separable, so that demand
functions for consumer goods or forms of savings can be known once
the distribution of income between savings and consumption is known;
in other words, that two stage budgeting is possible.
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In the first stage, the problem before the agent is to divide his
income between savings and consumption. In the second stage, the
problem is to allocate total consumption and savings among variou :
commodities and forms of saving, respectively. Separability of th.
utility function means, in broad terms, that commodities can be
partitioned into groups so that preferences within groups may be
described independently of the quantities in other groups. (We are
of course aware that while Separability of preferences aid two-stage
budgeting are intimately related to each other, they are not equi-~
valent to each other. However, separability of preferences can be
shown to be the necessary and sufficient condition fo the second
stage of the situation of two-stage budgeting).

The first problem is the allocation of total income between savings

and consumption. Let

[ c (L + r)s
U\pN ! P >

/ * 3
Where C = consumption of an economic unit, P = price index for
consumption goods, N = size of the economic unit (family, or
’district), Pe = expected future price, r = rate of interest, §= gay-

ings, i.e. assets of the economic unit.

We further assume that a part of aggregate savings, D, is due to

institutional factors,

i.e. D = S "‘ Sl ’
and 1is therefore ouitside the control of the economic unit

where Sl = Savings due to institutional reasons,

Total income Y = C + D + t, where t = tax

..Y—t=IA=C+D

Economic units try to maximise U(;L, (1P+ r)S)
e

subject to YA =C+ D

Utilising Stone-Geary utility structures, developed in greater detail
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in the appendix, and following the chain of algebraic derivation
there, we have

- - p(l +
D = [p2]Y = [po]pN - [(P251 - SI)] :i +T£; ceeeen (1)
Where the values within [ ] are the coefficients to be estimated.

An extension on (1) and makingqit,stochastic,gives us a possible
final form of equation for estimation.

P L= py)ag) + [p,)¥- [p,E1pN - I5, (p, - 1)1REHIL)
8, = a;L + a,B + ayTC cecsses(2)

Total rural financial savings, ' represented here by bank deposits,
(D), depends on after-tax income (Y), price level (P), population
size (N), average return on financial assets (r), inflation rate
(T, literacy rate (L), number of bank branches (B), adoption of
modern agricultural technology (TC). While this framework is a
possibie one, for reasons discussed in greater detail later we
have actually estimated the following version wherein the coeffi-
cient signs are derived from the above general framework:

D _ - Y - -

p = HE=pp)a] + Ipy)p + [(1-pyayiL + [(1-pya,l B + e
Or on a per capita basis
— Y -— -
= (1~ p2)a1 + Py B+ (1 p2)a2L + (1 p2)a3 B+cC

D_
NP

The Empirical Evidence

We are now in a position to present the evidence bearing on the
determinants of district-level rural bank deposits. The evidence
itself is presented in Table 19 through 21 below. The estimates of

the coeffi ilents obtained’ by both linear and log-linear specifica-
tions are presented. We first report and interpret the evidence resul-
ting from applying a linear specification. The five year period
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involved in the study is further divided into two sub-periods for
the purpose of this Presentation, namely, the three years 1977/78
through 1979/80, on the one hand; and 1980/1 ~1981/2, on the other.
This is done to scrutinize the evidence for any signs as to the
existence of any asymmetry in the nature of the relationship in-
volved. For the most part, however, we 'shall confine our observa-
tions to the interpretation of the evidence relating to the entire

quinguennium.

The linear version of the equation is first taken up. We find that
all the three coefficients have the expected signs, and two of
them are significant. The adjusted ﬁz is; at 0.48, reasonably high,
for a cross-section. Only four variables between'them explaiﬁ about
half of the total variatisn. As for the relative influence of in-
dividual variables in the causation represented by the equation,
the number of the district-wide rural bank branches is found to be the
most important. The opening of an additional branch is hereby seen
as likely to augment denosits by about Tk. 0.648 million in constant
prices. The other variable which turns out to be significant is a
hybrid between a sociological variable and a general policy variable.
Districts which have a higher degree of material awareness than
literacy entails are shown here to be better performers.

The coefficients of the equations relating to the individual sub-
periods suggest that there are some minor differences while the
coefficients of the variables presented in common for the two
sub-periods have the same sign except in one case, some important
differences exist with respect to the significance that should be
attached to the former. The dif ferences between these sub-periods,
which are also occasioned when other specifications are examined,
serve to under-score the fact that the empirical relationships
reported here do not represent any immmutable, timeless laws of
deposit behaviour. What is being reported here is only a set of

approximations to the true relationship.
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Table - 19

Estimated coefficients of the Equation Involving
District Rural Bank Deposit, 1977/8 - 1981/2

Independent variables
Type of Constant of Adult )

Period X No. Gross farm .°

equation term branches product literacy R N

rate

FY 1977718 L - 53.9 + 0.797 - 0.0059 + 1.37 0.54 60
to  1978/79 (6.4) (0.84)  (1.30)
FY 1980/81 1, -~ 137.6 + 0.469 + 0.027 + 4.79 0.48 40
to 1981/82 (2.9) (2.07) (2.9)
FYy 1977/78 L - 87.8 + 0.648 + 0.0062 + 2.93 0.48 100
to 1981/82 (6.3) (0.9) (3.1)

Note : Figures in parentheses show the t-statistics. The t's
exceeding 2.00 are significant at 5% level of probability,
or bettrr. These notes apply to the succeeding two tables,

as well.



There are good reasons for,movxng now to an alternative, perhaps
more appropriate, Specification which posits that measures of rural
bank deposits should be standardised for population . The resuitant
coefficients are presented in Table 20. One can rightaway see that
as between the two Sub-periods, there is a clear difference in the
nature of the observed relationship. wWhile in the first, the vari-
ables, most importantly, ber capita farm product and number of
rural branches explain only 24% of the total variation; in the
second, the same variables, between them, explain a full 82% of the
variation. Another salient diffg{enée is that while RZ drops dras-

Overall, though, three significant positive coeffjcients can be
isolated, viz per capita gross farm product, the number of rural
bank branches and the literacy rate.

We also estimated the relationship in a double-log version. These
coefficients are presented in Table 21 below. This estimated

relation ig manifestly stable in time, there being hardly any
variation between the goodness of the fit corresponding to the sub-
periods. All three variables have the expected positive sign and,

in the overall relationship, the number of rural branches and literacy
rate are significant. District farm product is not a significant
determinant of rural deposits on this specification.

1/ There could also exist eérrors of measurement involving district
pPopulation in this first sub-period, resulting in the apparent
asymmetrical relationship Observed in it,
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Table - 20

Estimated coefficients

of the Equations in
District level Rural Bank Deposits,

volving per capita
1977/8 - 1981/2

Period zygstggn COEZ;int Per capita Adult No.of rural ﬁZ No. of
d farm product literacy rate. branches cases
FY 1977/78 to L - 8.50 + 0.01046 + 0.334 -+ 0.0824 0.24 60
1979/80 (3.75) (1.46) (3.20)
FY 1930/81 to L - 17.8 + 0.0316 + 0.389 + 0.0758 0.82 40
1981/82 (15.8) (1.2) (2.91)
FY 1977/78 to L - 65.3 + 0.0287 + 0.182 + 0.236 0.75 100
1981/82 (16.6) (2.6) (5.92)
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Out of these variables, of cours>, the one which is most clearly
amenable to specific financial policies relates to the number cf
rural branches. The relationship between real rural deposits, whelher
measured in absolute terms or in per capita terr.s or proportionately
and number of rural bra.ches is significantly direct. However, it
would not be warranted to conclude that expansion of the number of
rural branches is the most potent way of stimulating deposits. This
is in part because, as can be readily verified by examining the co-
efficients on the log-linear version, already by the second sub-
period examined, the elasticity of real rural deposits with respect
to the number of branches had fallen considerably from the preceding
sub-period. It appears that the thesis that additional rural branches
disproportionally attract rural deposits was more emphatically main-
tainable in the last part of the 1970s than in the early part of the
1980s. The support which this evidence may give to the "branch ex-
pansion" lobby within the banking system is therefore likely to be

visible but not overwhelming.

However, as far as the rate of adult literacy is concerned, a
relationship with rural bank deposit is consistently positive, quite
irrespective of its specification for a particular equation. However,
while policy can, of course, be tailored to take advantage of this
relationship, it has to be recogniscd that raising literacy rate can
not be achieved except in the medium +erm. Further, important cate-
gories of social liabilities are likely to be incurred, if raising
literacy rate is attempted without trying to do anything about how

to raise the demand for literate people in some kind of formal em-
ployment. We are saying this because attending schools, if only for
attaining literacy, has been widely seen to inculcate a strong desire
to acquire cash so that one can then acquire some of the incentive
goods which being educated, whatever be its intrinsic merit, appears

to bring in its wake.

In sum, then, our regression analysis has brought to the fore the
stimulating effect of branch expansion on the mobilisation of rural
deposits, although one has to note that the positive impact of the

former is somewhat muted in more recent years.
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Table-21

Estimated coefficients of the , - Log-linear
Equations Involving District-level Rural-bank Deposits, 1977/8-1981/2

(percentage)

Independent variables
Type of Constant No. of District Adult -7

Period

equation term rural farm literacy R N
branches product rate
FY 1977/78 to L-L - 3.07 +1.219 + 0.031 + 0.384 0.66 60
1979/80 (9.5) (0.6) (1.8)
FYy 19§0/81 to -1 - 4.2 + 0.782 + 0.437 + 0:476 0.70 40
1981/82 (5.0) (2.02)  (2.27)
FY 1977/78 to L-L - 3.31 + 1.068 '+ 0.126 *+ 0.427 0.64 100
1981/82 (8.3) (0.7) (2.5)

Note : L-L denotes log-linear
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Conclusions

Rural savings are not easily defined nor are they easily measured.
Certain aspects of rural savings must be kept in mind if strategics
ol rural savings mobilization through financial development are Lo
l:» meaningful. One aspect is that, when a tarm family's own labor
is used to produce non-tradeable capital assets, e.g., land improve-
ments, irrigation canals, farm buildings, etec., saving is simulta-
neously investment. Such savings cannot be monetized. Another aspcct
i+ the paradox that consumption may be investment. At low standard:

of living, increased consumption of the right kind, i.e., more nut-

rition, health, hygiene, housing, education and training, may be

preferable to inereased financial savings.

FFrom our analysis of the period 1977-81 (where it must be remembered
a series of strong assumptionswere made), the ratio of rural private
savings to GDP had a mean of 9.2 percent with a standard deviation of
2.5 percent, or, a range of approximately 7-12 perceunt. The rural

private savings ratio was positively correlated with measures of real

rural income and the real rate of interest.

Two factors are particularly influential in the determination of the

national rural and urban household savings ratios.

(1) that, absolutely and relatively, most saving is done by the top

part of the household income distribution; and

(2) that the relatively rich households in the rural areas save a
higher proportion of income than the relatively rich households
in the urban areas; in fact, the average saving propensity of

the former in Bangladesh is nearly double that of the latter.

Based on our model (and like any modnl, it simplifies considerably),
it seems that neither more equal household incomes among the four
cocio-cconomic groups (v .ral rich, rural poor, urban rich, urban
roor) nor some form of forced saving program for the poor will raise
the rural household savings ratio to the degree thot a marked reduc-
tion in poverty will. More equal hou: hold incomes, as in 1963-64,

actually lower the rural savings ratio in our model.



259 -

The evidence from Bangladesh, considering a period like 1975-81,
and other Asian developing countries is that higher real interest

rates and financial deepening seem to boost aggregate savings rates,

There is much room for financial development in Bangladesh even at its
present stage of economic development. Bangladesh, when compared wilth a
similar group of Asian developing countries in 1971/80, lies below the
wverage of the group. Judged by the average performance of countries in
Asia similar to it, Bangladesh's financial development, as measurcd by
the ratio of broad money to GDP, has realized only two thirds of its

potential. It could easily rise by 50 percent.

looking at the developing countries of Asia stratified by level of
vconomic development broadly defined, it is evident that a higher gros:
domestic savings rate goes hand in hand with financial deepening. This
battern is marred when the private-sector savings rate is considered;
there is a slight decline in this rate from the middle to the highest

strata even though the financial deepening has been appreciable.

Using two-stage least squares, a regression equation where the gross
national savings rate (GNS) is a function of real GNP, a measure of
financial deepening was estimated on a recent period for Bangladesh by
the Asian Development Bank. We employed this equation to project the
GNS, making various assumptions about growth and financial deepening.
We found that the GNS would rise substantially if real GNS grew on
average by 6 percent per annum in the next five years and if, at the
same time, the ratio of broad money to GNP rose by 50 percent. While
lhe rise in the GNS is greater if financial deepening progresses, but
real GNP does not grow, than if real GNi grows, but financial deepening
does not progress, neither of these two scenarios is as effective as

the first ecenario.

The rural money lender, who is by no means the only lender in the in-
tormal rural credit market, but whose operations bear the greatest
resemblance to those of a formal financjal intermediary, is in many
rtespects a frustrated saver. In a more « ~veloped and improved rural
credit network, he may be prepared to sacrifice his high returns for

A reduced risk.
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The period 1975/6 through 1982/3 is found to have experienced a visible
degree of financial deepening within the rural areas of Bangladesh.
llowever, as can be easily imagined, there are clear regional variations
on this score within the country. Eight districts, viz Chittagong,
Comilla, Noakhali, Sylhet, Dhaka, Jessore, Bogra, Kushtia and Pabna

are found to be financially more progressive than thé other districts
in the country, with Sylhet being the doyen of this category.

A multi-variate regression analysis was used to isolate factors influ-
encing district level rural deposit mobilisation. The number of rural
branches is found to be a major positive influence. This was seen as a
basis for impacting upon the operational methodology of the branch
rationalisation step of the Rural Finance Project. The literacy rate

and farm product were other positive determinants.
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Derivation of Final Form of the Regression Equation

The purpose of this appendix is to elaborate (1 the derivation of
the final form of the saving equation estimated. Assuming Stone-
Geary utility structures (see Philips, 1974), we assume the utility

function for a housr~hold to be of the form:

B B B
ut=BoCL_5 L) | g 2 [RAL \T3 (1)
Ptn pe Prat

where Ct = household consumption in current prices
Py = price index of consumption
n = family size
c = mipimum necessary per capita consumption, in constant
price
A, = financial asset held at the end of period in nominal
terms
A = minimum level of financial asset
Po = expected price index
RAt = real assets, nominal terms
Pta, = real asset price index

Bol Bll le B3 are parameters.

The budget equation is

- = m .
Yat + (t+r)At 1 Ct + At + Te + It (2)
r = interest rate earned on financial assets
Yat = income from labour and real assets
Jt = taxes
I. = direct investment in real assets

We can of course rewrite this equation as :

Y 4 rA =C, + 5. + T, (nominal) (2)
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where St’ saving, is the change in financial assets plus direct

investment

]

(A

4]

g T Meoy) Y I (nominal)

I, = RA, - RA {nominal)

t t t-1
The utility is generated from per capita consumption above mininum;
financial asscts above a minimum level, and real asset levels. Thoe
house hold starts the period with a given level of asscts, and real
assets and then detemines consumption, saving, and asset portfolio- com-

position at the end of the period.

The derivation of the demand function for financial assets depends
upon the portfolio of direct investment possibilities. We take this as
given - i.e. the necessary resources are taken off for the real projects
which will obtain a sufficient rate of return. Furthermore, we take

taxes as fixed. Then define :

Z =Y . (l+r)l\t_1 =Ty - Iy (2")

The budget equation then becomes

zZ = C_+ Ay (3)

In effect we are saying all real investments judged feasible are
made; there is always sufficient resources. The remaining decision

is how to split the remaining desposable income between "financial

saving" and consumption.

We now set up the lLagrangian as follows

log = log B, + B, log (Q _ (—:)+ 82 log ( (l;r)A _ 7\)
n
[

p
+ A[2-C-A] (4)
S S .
g‘é = F] Ct 3 oh A 0 (5)
pn-
L B 1 . l4r
£ = 2 prmemeepees A .~ = ()
i ((_L!_;FM - ,;) Pq (6)
e

%2 - C = A= )



- 263 - .
Appendix 3

from (5) Bl _ Ppn. ii_(g_ _ 5)
pn

and from (6) BZ - Ape <X|+r)A _ ﬁ)
(l+r) Pe

As we are free to apply a monotonic transformation to the utility

function, we can take without loss of generality

B, +B, =1
c - e (t+r)A - _
Men (- 8) v (22 -3)] o

1

c - cpn + A - Pe Y (8)
(V+r)

or )\ =

Substituting the value of A in equation (6)

PeA
BZ A - =7

Pe -

c - cpn + A -
(1 +r) A

- Pea A
which leads to Bzc - Bchn + BzA - Bz "%% = A ‘(%%%T

or after deminature C using (7)

- - pu - Paox P.x
B, (z-n) - Bycpn + Ba - B, PeR _ _ Pei

+r I+r

Finally, the financial asset demand function becomes

A=Bz-Bcpn-PA Pe - Pe
> 2 SN e B

_ - = = p(l+Tle)

= BZZ - Bzc(pn) —_ (BZA - Aa) (T+7)

where]Te = expected rate of inflation
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Assuming expected rate as equal to next period actual,

A= (B,lz - (B,clpn - B,A - A)] %:—B— (10)

where the value within [ ] are the coefficients to be estimated.
Note that the only unknown in the equation is A. Let A be a
linear function of some institutional, sociological and techno-
nolical variables, like literacy rate (L), number of bank bran-
ches (B), adoption of modern technology (TC), etc.

A = (ag+a, L+a,B + a,TC) (11)

Substitution of (11) into (10) and making the resulting equation
stochastic gives us the following:

A= (By1z - (By%len - (By-1i (ag+a,LedBra,Tc) P 4+ e 12)

We expect P,< |, 80 we can re-write the equation as

_ _ E(1+11} p (1+n;
A= ayz-a,pn + aq ESS + a, (T+c L + ag :%:2; B

(1417
+ ag (i+r) TC + e (13)

(where all parameters ay> zero),

Over the entire country we treat the expected inflation rate
and the interest rate earned on financial assets as common. We
aggregate over the households in the district to obtain

A=a; Y, + (+x)a - Tymp = @ypn + Lp + d;pL
+ a’SpB + a’GpTc + e (14)

Taking At—l , T, It as proportionate to incomes, asithe aggregations
up to the district, smooth variations in the immediate patterns
of individual households we have

i L

A=dY + a;p + &pL + d5pB + A pT - d;pN‘+ e (15)

where N is population.
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This gives A Y - - - s
b = al + a4L + aSB + aGTC + d, a2N + c (16)

o

Total financial savings depends on after-tax income (Y); price
level (P), population size (N), inflation rate (TT) and other
institutional variables. The return on financial assets has beor
incorporated in the coefficients on the grounds that it shows
little variation. There remains a final methodological step. In
this paper, there is a case to be made for having an estimation
framework that is cast mainly around policy variables, which may
be immediately or ultimately subject to control. The manner in
which population and price level appear as independent -variables
in the above is not very helpful from a policy or strategic
viewpoint. For example, if (as is, in fact, the case) price level
is found to significantly and positively influence the level of
nominal deposits, this evidence does not hold out much promise
to the strateyist or policy-maker. 1/ From a policy-maker's stand-
point, the determinants of real bank deposits are more important
than those of nominal bank deposits. We have therefore used the
above framework to provide the likely signs on some more or less
controllable variables and not as a basis for yielding a precise
estimating equation. The version that we have here tested is the

following :
B = Lmpy)all + (b))% + [(1-p)a,iL + [(1-pya,lB + C

In other words, bank deposits are a positive function of disposable Yam
scctor incamne, the rate of literacy, and the number of bank brdnches.

1/ In each of the alternative versions of the bank deposits function
calculated in connection with the preparation of this paper, "Lhough
not presented here, the district level price index variable had a

consistently positive and usually significant coefficient (cv).
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CHAPTER ONE

I. THE PROJFCT

The Bangladesh Bank has undertaken a project to improve various
aspects of banking performance in rural areas of the country.

The consulting firm of Robert R. MNathan Associates, Inc. with the
National Council of Savings Institutions and the 1local accounting and
consulting firm of S.F. Ahmed & Co. have provided the technical staff to
perform the project tasks. The project, known as the Rural Finance
Project, will last approximately two years and will study a number of
banking topics including but not limited to Savings Mobilization, Loan
Recovery and Monitoring. bank training and a review of commercial and
banking legal issues,

II. SCOPE OF THIS REPORT

This preliminary report, prepared during the early days of the
project, and, as such, currently unsupported by statistically valid data,
attempts to examine the subject of Savings Mobilization as 1t relates to
the rural areas of Bangladesh. It is assumed that the observations made
in this report will be variously reviewed, modified, augmented and
finally 1incorporated into the final project after deta11ed statistical
information is gathered.

IIT, METHOD OF WORK

Under the work program for the Rural Finance Project, one of the
early tasks was to review the methods of mobilizing savings that are
currently in practice, to make preliminary corments on this pract'ce, and
to offer some proposals to augment these activities.

On a number of project .asks, 1in addition to the Savings
Mobilization task, the Rural Finarce Project has been able to call upon a
number of team members to review and comment on issues not only in thelr
terms of reference but in the terms or reference of other members of the
team. During the preliminary review of Savings Mobilization the PRural
Finance Project team had three bankers brining approximately 65 years of
savings, development and commercial banking experience to topic review.

The primary information gathering activity was conducted during an
extensive series of visits to rural bank hranches. These visits were
aimed at finding branches that would give t.z team banking practitioners
a view of daily rural branch life and a frame of reference to make
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practical observations and suggestions. It has not been assumed that any
statistical comment can be made concerning all the rural branches in
Bangladesh from these visits, but 1t has given the bankiné‘professiona]s
on the team food for thought. 1In total, 26 bank branches, 3 district/
regional office and two credit cooperatives were visited during the
extensive trips taken. Not all branches or districts were carefully
examined but the average visit exceeded three hours. Twenty-two were the
subject of a detailed interview process,

It is hoped that this report on branch bank visits will not only aid
in the formulation of a Savings Mobilization program, now or 1in the
future, but will assist other team members not as familiar with branch
banking to develop a view of the branch banks that they might not have
had previously. To that end, some additional comments are made
concerning the banking environment that are outside the terms of
reference for a Savings Mobilization program.

Before one begins an analysis of any aspect of this banking system,
it is necessary to consider 1its unusuai growth charactsristics since
1976, In the year 1975-1976, the barking system in Bangladesh contgined
854 rural branches and 1,745 branches overall, In the year 1983-1984 the
system had 3,224 rural branches and 4,737 branches overall! The growth
has been 277.6% in rural branches and 171.5% in overall branches since
1975-1976, Cautfon, therefore, is required of any comment concerning the
branch system, as 1ts individual characteristics may be changing and only
when the growth pattern slows. in the future years will a definitive
analysis be possible, With an apprecfation of this orowth pattern we
started our branch visits.
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CHAPTER TWO

I.  THE BRANCH VISITS

In order to obtain a Tine banker's view of the activities, strengths
and weaknesses of the rural branch banks, it was necsesary to develop a
program of selected branch visits that would provida a framework Ffor
future discussions and analysis.

During tne early visits, questions of a general banking nature. were
asked and evaluated by the team of G. Behymer, C. Choudhury and A.
'0'Donnell to determine the type and depth of answers that might be
received, It was unclear at that time what the level of knowledge and
sophistication of the branch managers and -staffs might be and a great
deal of time was spent by the visiting team determining that the level of
appreciation was more than adequate to answer the detzHed questions
which were put to them.

Tt was clear after a number of visits that questioning of the branch
manager and staffs could be as extersive and probinc as the 1{ssues
required and that the information we requested was usually available
verbally or in forma} records if we were able to spend the nequired time
to extract it. In general, our visits contradicted the notion that the
rural branch manager had a low level of skills or a lack of appreciation
of banking {issues or concerns. It was quite casy to discuss the topics
of Savings Mcbilization or the problems inherent 1in loan recovery in
their area and they discussed at length their feelings concerning these
topics. The team concensus was that the branch managers functioned with
discipline and some fortitude in areas where daily manegement guidance
was seldom available and often not possible.

II1.. THE EVENTS OF A TYPICAL VISIT

After a few visits, the team developed a general interview
format)/ (analysis of the results of these interviews- is in the next
chapter and a summary of the interview results 1s annexed to this
report).  This interview format was used over twenty times, occasionally
modified, and was supplemented by extracts of deposit and loan records to
pre-test certain survey question and information gathering concepts.

1/ See Matrix, Annex @
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The interview team, upon entering an area where the branch bank was
located, would call on the district office for the given branch and
present credentials to the district manager as a matter of protocoi.
Often the district manager would assign an officer from his office to
accompany us on the branch visit.

Upon our arrival at the branch, a period of time was set aside for
discussion of a general nature to a1low the manager to become comfortable
with our presence (some managers remained nervous throughout the
interview process) and we began asking questions aboyt him personally,
his years with the bank, years with the brarnch, his training, and so on.
Next, we would ask about his staff and their backgrounds, then about the
arca in which the branch was located, the physical premises and their
reporting structure. Eventually, we asked in-depti questions concerning
Customers, the deposit base, loans and Joan recovery, business
possiblities and problems they felt they had in developing mew business.
This process was augmented by enumerators extracting a sample cf deposit
records and loan records from the books of the bank. The entire process
took approximately four hours with improvemants in technique as we
developed our methods. The average was at least two-and-onc-half hours
per interview visit,

ITI.  WHAT WE IIAVE LEARNED FROM THIS ACTIVITY

The first major item that was clarified for the team was that
there would be Tittle difficulty in communicating the concepts that we
wished to discuss. Early project apprehension concerning the level of
appreciation the branch managers had related to our concerns for cavings
mobilization and loan recovery., It was a great relief to find ou® that
the accounting was clear on loan and deposit practice 1ssues and
provided a solid base for policy issue discussions. 1t was also.
gratifying to determine that the branch managers were most able to
discuss not only their daily activity issues, but issucs of head office
reporting, power structures and relationships in their area, customer
base problems and expectations in their areas, and some ways Lo improve
service to their customers.

The concensus among Mr, Behymer, Mr, Choudhury and Mr. 0'Doinel] was
that it would be difficult to gather information from many branches
because their physical locations are often remote and branch premises are
often small, cramped and dark. However, once that is overcome, we have
little doubt that survey material can be extracted from th depos it and
loan records (they are often long but usually very complete), as only 1ne
will to make a strong effort is necessary,

It was clear from an examination of branch records that all the
typical savings products--demand accounts, savings accounts and Tong-term
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fixed accounts--were available in a variety of types. From ths type of
ting products can

base, new products and services and variations on exis
rs or customers,

be 1introduced without complete re-education of banke
Marketing concepts might be found to be very useful in the final analysis,



- 272 -

CHAPTER THREE

I. REVIEW OF BRANCH VISITS (LIST OF BRANCH ATTAC!ED)

In an attempt to provide the Rural Finance Project team with a
hetter appreciation of the branch banking c{rcumstance that we
encountered during our travels though the rural areas, a matrix has been
developed which 1illustrates the answers we received to a variety of
questions which were put to branch managers and staffs. There will be
additional information relating to lending and loan recovery added to
this watrix over time. The matrix to which the following comments refer
is contained in the annexes attached to this report. This analysis
relates to this group of branches only and i1s not considered a comment on
the entire rural banking system.

II. BRANCH CHARACTERISTICS

The visits were made and data recorded in an orderly fashion at
twenty-one rual branches and one credit cooperative.

The cooperative was created in 1914 and the average branch was
opened in 1973.

A telephone was available in 82% of the branches and electricity in
9] %.

The facilities were rented 86% of the time at an average rent of
Taka 1,236/month for an average of 1,141 square fect.

The rent equated to Taka 130 per square foot per year.

II1I. STAFF CHARACTERISTICS

The average branch manager's age is 40, with 15 vears with his
bank.

There was a second officer at 95% of the branches and the average
staff containcd 13 people.

IV. PRODUCTION AND ACCOUNT CHARACTEFISTICS

The branch and cooperative visits brought us to offices that held
over 62,000 deposit accounts of all types. This averaged over 2,800
accounts per office.
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Non-banking activity such as collecting utility bills was part of
the business of 41% of the branches visited. One branch bank offered

safety deposit boxes.

V.  TRAINING ISSUES

Of the branch managers, 82% 1indicated that they had received some
training by their organizations at one time or another. However, 91%
indicated they had received no training at the Bangladesh Institute for
Cank Management.

VI. ANALYSIS OF MATRIX INFORMATION

In a select sample of bank branches such as we have visited in the
past few weeks it is dangerous to draw too many conclusions concerning an
cntire rural branch banking system. However, it seems reasonable to make
some observations from experience and to review these observations at a
later time when more significant data is available.

The first piece of information that was interesting was the age and
years of experience that the average branch manager had in the rural
branches. At an average age of 40 the managers had some maturity and
with an average amount of bank experience being 15 years it would seem
logical that they would at least have a strong appreciation for their
jebs and the customers they serve. This information supported the
visiting teams' impression that the managers might not be long in formal
training but were very strong in practical hands-on experience. It also
contradicted the notion that they were badly trained and uraware of their
responsibilities and customers.

The average bank branch held over 2,800 deposit accounts. Keeping
in mind that all the deposit operations were performed with manual
operations methods, this number of accounts to maintain seems like a
heavy workload for a rural branch. However, a workload of only 2,000
receipt and payment vouchers processed each month does not matcii the
expectatfons one might have for branches with so many accounts which
normally have monthly activity. It 1is 1ikely that we misced some
significant volume measures during these visits. his becomes a fore
important topic in the future if savings mebilizaticn programs generate
significant new transaction volume. A capacity planning and production
management study might be in order to avoid overwhelming the Dbranches
with activity. they may not currently be capable of handling. In any
event 1t is an important topic which should be coi-idered in any cventual
implementation plan,
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The number of statements sent each month to district and head
offices seems 1ike a very large number.. This was ccmmented upon and was
echoed by virtually every tranch manager. A study on that topic alone
might be worthwhile,

The impression the team received from the managers was that prize
bonds sold well and had a reascnable margin of profitability.

Savings certificates lacked great appeal because of the effort
expended in promoting and selling them. - They were usually considered
unprofitable and therefore easily dispensed with as a branch product.

To our surprise, most branch managers had received some formal
training, mostly by head office training programs. While it is agreed
that these prcgrams were not necessarily extenslive in an American sense,
it still contradicts a notion that the managers are not schooled in their
craft to some extent.

From our survey data it appears that this class of managers has
missed the programs provided by the Bangladesh Institute of Bank
Management.

To summarize the branch bank circumstance is difficult at this early
stage of the Rural Finance Project. These results demcnstrate that the
branches have a large number of acounts of varying types with significant
deposit volumes. The managers have at least significant practical
experience with a great deal of on-the-job training through the years
before becoming branch managers.

The major savings mobilization acitivity we observed comes from the
head office setting deposit growth targets and providing some type of
cash incentive for the manager and branch to reach the target. There
appeared to be little marketing on a large scale and the savings proudcts
were quite uniform from branch to branch and from bank to bank. Meny
branches had just started to implement the deposit pension scheme.

It remains to be seen what consumer perferences are discovered by
the survey data and what programs currently under review or new savings
programs to be developed will meet their needs.

On a final note concerning the matrix, it appears to be a universal
practice to rotate the managers from branch to branch within a three-year
periogd. This is the accepted banking practice. It must be very
difficult for branch managers to move their families every three years,
or to leave them at home and only visit them on weekends or holidays. We
believe that they demonstrate a great deal of fertitude under these
circumstances. It must also be difficult to become familiar with a new
customer base every three years. Criticism of their lack of detailed
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customer knowledge may be somewhat unjustified under this type of
rotation system.



CHAPTER FOUR
MODEL SAYINGS PROGRAMS

Overview 1u frograi Development

Before one can present a program or pregrems to achieve any
objective, it is of initial importance to develop a view of the obiective
that will put key elements of the program {n porspective for the program
designer and those who will review the programs. The views that have
been taken into consideration in order to frame programs to mobilize
savings are as follows:

1) Programs must be created to appeal to the young for the future
and to adults for the present;

2) The blend of programs must be of reasonable cest to keep deposit
interest expense plus related program administrative expense
within an acceptable level;

3) The programs must have the potential to reach now depncitors as
well as obtain additional mouies from current depositors;

4) The programs must have some appeal for branch managers and
branch personnel as well as current and potential depositors,

With these views in mind the programs desciibed on the following
pages will attempt to motivate individuals and mobilize savings by
inculcating thrift habits in the young, motivating bramch personnel to
obtain deposits, and to reach out to potential depasibors not cnnrently
involved in tho banking system, It is not intended vhat the programs
described be considered as final regommendations or in any wav complete.
It 1s assumed that other programs 2/ Wil be considered as survey data
is compiled and that the preliminary program concepts describez 1n %his
paper will be discussed at scme length before prugress in designing an
implementatinn program is attempted.

I. PROGRAM ONE: THE YOUTH MARKET

It 1s consistent with the goal of mobilizing savings to try to reach
potential depusitors at the earliest possihle time in their personal

2/ See National Savings Scheme (NSS): An Crerview
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development within the 1imitation of reasonable expenditure. Programs
aimed toward children might take the form of the following products.

A. Individual Coin Savers

This program would provide children with a small box with 20 to
30 slots into which coins of varying denominations would be placed. The
boxes could be personalized with a child's name and when the container is
filled initially could be brought to the bank to open a youth account.
As an incentive the bank could add a predetermined amount to the account
as an incentive to complete the box and bring it to open an account,
Subsequent refilling of the box by the child and depositing the coins in
;hekbank will obtain for the child additiopal incentive amounts from the
ank,

B. Group Coin Savers

This program would be similar to the program for 1ndividual
children but could be organized through schools or youth groups. Perhaps
competitions could be organized among students, classes or schools to
gather the most savings.

C. Advantages

Bangladesh has approximately half of 1its population under the
age of fifteen. It is important to establish the savings habit in the
young when it is easy for them to learn and when it is easiest for an
organized program to reach them,

D. Disadvantages

It is easy to see that a program of this type 1s unlikely to
generate large numbers cof current deposits of any size. The key element
is to make the young of the society familiar with banks and bankers in
the hope that saving through the banking system will become a lifetime
habit. Clearly, this would take a significant amount of time to evaluate,

II. PROGRAM TWO: BRANCH BANKER INVOLVEMENT

In order to mobilize savings in significant amounts within a
relatively short period of time, it is neccssary to involve a large
number of individuals and units within the banking system in a program
that meets savings mobilization objectives. ‘

To meet any banking objective it 1is necessary tn motivate
individuals within the banking system to undertake useful progfam
activities and to demonstrate significant success in achieving its goals.
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The two most obvious types of rewards are financial compensation
according to some scale or recognition of the accomplishment in some
extraordinary fashion,

A. Savings Growth Recognition Award

The concept behind this program is that 1t 1s possible to enlist
the cooperation of branch managers and branch staffs to help Bangladesh
to grow, prosper and free itself to some degree from dependence upon
donor agency financial contributions.

The branch managers would be told in regional meetings about the
program, 1ts objectives, methods, implications for their towns, rural
areas, country's future. They would be asked *o sign an agreement that
they and their branches would participate. Some training on deposit
gathering methods would be available to the managers to help them
perceive ways to increase their deposit base and remove doubts from their
minds that they couldn't participate because they don't know how to
increase their deposits. Al] aspects of the program must be positive and
oriented toward the present and future improvement in the 11fe of the
people of Bangladesh. The program must give the managers and their
staffs a feeling of pride that they are on a mission for their country
that only they can perform and the recognition for unusual achievement
must be worthy of the importance placed on this program.

Perhaps the program would have as 1ts reward a trip to Dhaka to
receive a certificate and the thanks of the governor of the Bangladesh
Bank at an awards dinner. If the program was a large success perhaps it
would be possible to involve the participation of the president. At the
dinner the award recipient would have his picture take receiving the
award and shaking hands with the governor or president. He would receive
enough copies for himself, the branch, and the members of the branch
staff, The manager gets to come to Dhaka and to shake hands but the
entire staff must feel part of the achievement, Perhaps the town
political leaders could hold a recognition ceremony for the entire branch
staff. It is possible to have many categories for achfevement: most new
accounts, greatest growth in new deposits, awards for new branches or
greatest deposit growth in a rural area. The program and fts measurement
standards are only limited by our imagination.

The keys to this program are that 1t must receive strong initial
promotion and the reward must be presented from the highest levels of the
Lanking system and government to dignify the emphasis placed on the
program,

B. Advantages
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Savings mobilization/growth is an issue of national or communal
importance. It seems consistent, therefore, that the reward for helping
the country attain success 1n mobi11zing savings should be natioral
recognition.

This<program 1s relatively inexpensive in concept and should readily
lend_itself to a2 test marketing program to verify that fact.

C. Disadvantages

The particpation of the highest level of banking and government
officials is imperative. It is difficult to Justify the prelimina:y
claims of national importance if a minor official presents the award.

Needless to say, 1if some individuals are winning awards, some
individuals who worked very hard are not. Some local recognition would
probably be necessary to support the very real ach:evements of those who
do not go to the awards dinner.

I1I. PROGRAM THREE: GO T0 THE DEPOSITOR

In order to 1increase the deposit base 1t seems logical that the
banking system must be prepared to use any an all means within reasonable
cost constraints to reach potential depositors who are unable, unwilling,
or not motivated to come to a branch bank to utilize its services,

If an analytical determination can be made that a significant amount
of discretionary funds are available 1n rural, distant, or inconvenient
places that would be a usefuyl mobilization target, A program can be
developed that takes the banking sytem to the potential customer

A. The Mobile Branch Bank

It is possible to develop a team of perhaps a driver, guard, and
bank official who drive to pre-cetermined rural areas in a secure van to
conduct basic banking business, The potential customer would no longer
have an obstacle in his path that keeps him from utilizing normal bank
branch services, and he has the reinforcement of watching and learning
from friends and neighbors what bank business is all about. Depositor
coliection and account opening activities could be clearly emphasized. -

B. Advantages

The ciear advantage of this program is that one takes the bank
directly to the target market that we would 1ike to impact and markets
deposit services.
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It is zlso possible that over time the program could be expanded to
collect loans, obtain prelininary data on the feasability of cpening new
rural branches, take Jloan applications and market new or existing
products and services in an environment more familiar than a bark branch,

This type of program can easily be test marketed and evaluated for
cost effectiveness,>

C. Disadvantages

Clearly, this 1is an expensive way to encourage deposits,
Perhaps it will be necessary to develop other activities for the Mobile
Bank Branch from the initial stage to justify the expense. This has to
be considered,

It must be made very clear to the customer that once he obtains his
receipt or notation in a passbook that his deposit is valid and will be
honared by the local branch bank if the mobile program is altered or
discontinued,

[t also must be very clear to the bank employees that they are
indemnified from personal 1iability if the Mobile Bank is robbed.

3/ See Test Market outline on following page,



- 281 -

OUTLINE: MOBILE BANK BRANCH

Test market of a mobile banking unft to designated areas on a one

day per week basis for five separate participaling banks for a peried of
one year.

AI

UNIT

Equipped van with provisions for servicing bank transactions and
the necessary staffing.

EQUIPMENT

1. Partitioned for cashier work sprace

2. Small safe for curyencies and valuables
3. Small desk and chairs

4. Gas powered stove

5. Storage area for records and materials

STAFF
1. Cashier

2. Supervisor

3. Guard

4. Driver

MARKET AREA

1. District divided into 5 geographical sections

2. Assignment of market area to participants by means of lottery
or conmon agreement

3. After selection of defined marketing areas, the participating
banks must decide upon one site for the Tocation of the wnit.
The bank could elect to have two sites if alternatives are
available,

4. A1l sites agreed upon by the pariicpating barks must pe
reported to the Bangladesh Bank.

STORAGZ OF THE VEHICLE
The van would be stored nightly at a central location.

MAINTENANCE
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1. Van is maintained by daily inspection,
2. Regular interval servicing.

3. A1l service requirements and suggestions of manufacturer will
be followed.

MECHANICAL OR OTHER FAILURE

In case of accident or other disability of the van, the userc daily
schedule will continue.

If on Saturday it is Janata's van and the van blows a tire which
takes all day to repair and on Sunday the van belongs to Sonali,
Sonali gets the van on Sunday and Janata must walt until the next
assigned turn.

OTHER USES

Facility could and should be used for any other useful activities
such as recoveries, deposits, receipt of utility bil) payments,
prize bond sales, or any other activity that serves rural people
and the bank.

SUPTLIES

Each bank participant would be responsible for 1ts own materials
and supplies.,

TEST PERIOD

One-year test period with a quarterly progress review to evaluate
transaction activity and deposit/customer growth,

BUDGET

Estimate of costs for operatidn and the obtaining of the capital
equipment 1s 1in the process of being developed, Preliminary
estimates of costs of maintenance and equipment for one year was
taka 600,000, These figures did ot take into account saivage
valves. '

TEST MARKETING

It woulu be consistent with the program's objectives if marketing
information on customers and business activity in the rural areas
could be evaluated as a preliminary to discussion on opening a new
branch,
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IV, PROGRAM FOUR: NEW EMPHASIS ON EXISTING PR0DUCTS

The banking system in Bangladesh has already created a number of
banking products and services that should be able to be strongly marketed

for many years.

This program would review the existing products with a view toward
additional emphasis to target market groups.

A. Deposit Pension Scheme

The deposit pension scieme 4/ {s well known and has been
offered in various parts of the banking system for scme time. The
program details are found in the report appendix. The major program
activity would be to advertise this product and 1ts uses strongly in
print media, radio, and television, in order to make the product's
advantageous characteristics as well known to the averge individual as
possible. Another less costly way to promote the product wouid be to
have a drive in the branch banks to obtain this type of account by
discussing 1t with every potential account holder who enters the branch
during a given time period.

B. Advantages

The primary advantage of placing new emphasis on existing
products is found in the fact that the banking system and managers are
familiar with and have already approved the product. The only real
management challenge is in organizing an effective campaign to promote
the given product and to assure that the branch managers know all the

characteristics and advantages of that product.
C. Disadvantages
1. A large scale advertising campaign might he costly.

2. The manager might not feel that an established product needs
a strong personal marketing campaign by branch personnel and the needed
emphasis might not develop.

V. PROGRAM FIVE: CREATE NEW PRODUCTS

4/ Sce Annex - Deposit Pension Scheme
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In order to attract new deposits to thn banking system and to
encaurage existing depesitors 1o increase their deposits with the banking
system, it will be necessary aover a- period of time to consider and to
test market products that serve the needs of the target murket. we snek to
reach, as well as current participants in the banking system,

A. Home Equity Deposits, Marriage Deposits, Education Fund Deposits

consider what will be necessary to make their 1ife in the futnre nore
secure for themselves and their families,

As an example of a possible program for home equity: A young man or
couple might open a deposit account where they are required to deposit a
certain amount of money for a specified time period. At .o end of the
time period the deposit will be utilized as the equity to purchase a home
and the bank that held the deposit wil grant the mortgage to the
Tndividual or couple.

The other programs to prepare for the education of children or a
future marriage have the same nature as the equity program. All the
products meet a future need of an individual or family.

B. Advantages

Individuals and couples would be given additional reasons to
deposit and participate in the banking system.

Should the government desire to subsidize education on housing
activities 1t could tie the subsidies tu successful cwapletion or
participation 1u one of these programs that builds a depesit and cus*nme;
base for the banking system.

C. Disadvantages
Any new program takes time and money to introduce to a mar:ot,

Branch bank personnel would have to be trained to market the new
products.

Test marketing would have to be done carefully to demonstrate that
the new products brought new deposits to the system and did not merely
redistribute the existing deposit mix.

D, Example

The best use of this type of program is in the Tulfi)lment of a
lifetime desire. To further demonstrate the possibilities within the
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concept of contract savings programs, an example of a hypothetical
application follows.

1. Purchase of an Ox Cart

The program would be developed so that the depositor would
make a periodic deposits to a bank account at regualr intervals over a
specified period of time. At the conclusion of thts contract period. the
depositor would have the appropriate equity amcunt, 50 percent for
exanple, to qualify for a bank loan for the remaining cost of the ox cart.

Successful participants in this program would be guaranteed a loan
by the bank with which they held their contract deposits and they would
receive their loans at a favorable rate.

2, Example: Advantages

- - Creates a long-term relationship between the depositor/
borrower and the bank.

- Places the the desired object in the hands of the
desiring party at least 50 percent sooner than if he
were hoarding his capital at home. The program develops
a secured lending relationship for the bank.

- The 1increased productivity for the borrower by the
utilization of the ox cart will more than offset the
loan and interest repayment requirements.

3. Example: Disadvantages

The program will have to carefully review each application
to assure that the funds are utilized for the application project and are
ot being siphoned off for other than the stated purpose,

VI, PROGRAM SIX: EDUCATE WITHOUT TEACHING

One of the significant problems of attempting to educate the general
population concerning banking services and practice l1ies in overcoming
the high il1literacy rate in rural areas.

When the high 1l1literacy rate is comhined with limited access to
television and radio broadcasts, the possibilities of developing active
programs to reach the general population are 1imited.

If a program could be developed which could reach the adult
population through our direct access to chiidren in schoul, a relatively
iow cost solution might be found to this adult access probiem.
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A, Youth Entertainment and Adult Education Booklet

The concept of this program is to develop an 1llustrated booklet
with emphasis on pictures that wil] introduce a chtld to the [dea of what
a bank ts all about.

If the booklet were well done and perhaps presented ‘i the form of a
coloring book (an {idea predicated on children having some experience of
coloring pictures in school) it might well have a chance to enter the
home of the child and te seen by the adults, Thus. we might be able to
carry a positive educational banking statement to iiliterate adults with
no greater expense than the cost of presenting these concepts to their
children,

B. Development of the Concept

It is clear that in order to make this concent work, one will
have to have the active support of the elementary school teachers. A way
Lo generate their interest and active participation might be to hold a
contest among the. teackers and schools to develop the book™:t for us.
Prizes of cash or gifts of som: kind for both the teacher and the school
could he offered as an incentive to participation.

C. Tlie Booklet Message

A book'-t of this type would have a simple mes;age. The
Introduction of the word "BANK", the concept that the bank ard the pecple
there are friend.y and that they protect your money would be a beginning
for the bjoklet concept. Over time, perhaps a series of booklets could
be developed on a variety of financial or social issues. The teachers'
~reativity would be challenged to make this ‘dea work,

D. Contest Rules

There would be guidelines on the number and size of pages, the
cover and interior would be designed by the teacher, color pages would be
restricted and the rear page would remain blank for sponsor advertising
via lago or 11lustration.

Upon entering the contest, the teacher would have to certify that
the work was his or her product, that the design was submitted to their
students for comment, and that they are wi*'ing to release their rights
to this work.

F. Financing the Project

The Bangladesh Bank could sponsor the contest with the support
of the banking community. The cost of the prizes should be nominal and
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the large vitimate printing would reduc2 the unit cost for the banking
participants to an advertising minimum,

F. Program Six: Advantages

= The program introduces positive banking ideas to children
for the future.

- The oprogram has an opportunity to reach some 111{terate
adults at a cost no greater than reaching thefr children.

- The teachers would be motivated to prescnt positiva hanking
concepts.

- The cost for the program would be small considering its
scope.

G. Program Six: Disadvantages

To have the desired emphasis, the program requires some
commitment from the entire banking community.

VII. OTHER PROGRAMS

It 1is possible that one might wish to incoporat2 other types of
activities into a savings mobilization program, These could generate
some diversity of approach and could be used tactically whenever it was
thought they might be useful.

A. Selected Direct Advertising

Periodically, 1t might be feasible to promote savings activities
by directly handling savings promotion material to individusis on whom it
might be thought to have an impact.

Promotional materials could be handed tn individuals paying utility
bills at the bank, for instance.

B. Lotteries

Banks could, on occasion, run a lottery picked from the pool of
existing or new depositors. The amount of deposits 1n your account would
dictate the number of entries in your name that wouid exlst in the prize
pool. This activity might be most appropriate during holidays or other
special times of the year.

C. Other Programs: Advantages
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The major advantage of special activities is that they can be
timed to coincide with holidays or special times in an area.

Often a program can be used to obtain particular attention for a
given branch bank or area.

D. Other Programs: Disadvantages

Tnese types of programs have a one time or selective nature.
They will never replace the constant effort by the entire system to
promote savings as an important element of the financial system in
Bangladesh. As such, the other programs could divert attention from the
activities that must continually go on 1f financial viabitity is to be
achieved.
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CHAPTER FIVE

I.  PRELUDE

The fifth chapter of this report focuses on impressions that the
team cbtained during its travels around Bangladesh. While these topics
are not specifically related to savings mobilization, loan recovery or
practice, or other Rural Finance Project tasks, it seems reasonable that
the highly experienced team that was active in the countryside would
gather some comments related to what they saw.

The following pages capture the essence of those impressions.

I1. RYUPAL BANK BRAHCH DATA: DEFINITIONS

DISTRICT: Designated geographical area in Bangladesh which is organized
for governmental administrative purposes

UirAZILA: Subdivision of a district

LEAD BANK: Designation of a local bank under various banking programs as
the bank responsible for the coordination of program lending
activities in a given area of Bangladesh

BRANCH: The smallest operating unit of a banking organization

UATE OPENED:  The official date of license tu begin operations for a
branch .

TELEPHINE/ELECTRIC: Answers the question of whether a branch is supplied
with these services

PANKING AREA: The bank branch manager's estimate of the floor space
available for banking activities

RENT/CHNED: ~ Clarification of the status of ownership of the facility
in which the branch can be found and the related leasing
expense

ESTIMATED AGE CF BRANCH MANAGER/LENGTH OF SERVICE:
Estimate of the experience level of the manager with the bank

OTHER STAFF COLUMNS:
Quentification of branch staff by general areas
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COMMUNICATIONS COLUMNS:
An attewpt to quantify by branch manager the number of reporis tihat
mus, be periodically provided to District or Hepd Office depertuonts
of the bank

TRANSACTIONS: An attempt to quantify activity frem bank records by
counting accounting entries for funds received apd paic¢
cver a period o1 time

DEPOSIT:  Quantificetion of volume and number of various deposit accournts

AMOUNT /NUMBER PEMSION:
Refe § to the deposit pension scheme accounls Tn the various branch
banks (Deposit Pension Scheme background infciication is contiined in
the annexes to this report.)

SAVINGS MODYL TZATION:
IMTMustrales direct incentives end rale ctiuctures for funding
activities with head office which may or may iiot a~t as an incentive
to find additional custemer deposits to fund branch banking
operations :

NON-BANKTHNG ACTIVITIES:
Activities performed hy branch banks ocutside of ordinary customer
deposit or loan activity which will gererate additicnal denosits or
fee income

LOANS: Quantification from branch records of iho volume and nuuber of
various types of lending activities ‘

SANCTIONING:  Branch manager limit for granting loans under various
programs

AYDITS/INSPECTION: Attempt to obtain a sense of the inspection or audit
activity through a tranch in the past year

TRAINING: Attempt to cbtain a sense of the extent of training received
by branch man:zgor during their careers

FRAUD: Attempt to quantify the actual and potontial losses from
i1legal activities perpetrated agatnst the branch bants
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ITI. DEPOSIT TNFORMATION

Total Deposits tatal_Accounts

S,

Deposit Type

Savinygs 6,554,000 47,082
Current 16,403,000 10,315
Fixed 250,674,000 3,761
Deposit Pension 1,771,200 1,289
Call/Short Torm 18,617,000 493
Total 323,969,200 b2,257
1V, AVCRAGE DZPOSITS

Deposit Type Per Branch Per Acceunt
Savings 297,910 140)
Current 2,209,667 4,500
Fixed 11,034,476 19,290
Deposit Pension 126,514 1,374
Call/Short Term 679,842 16,200

Note: Some calculations are rounded

With the total number of employees in the
282, the average number of accounts per
deposit volume per employee was Taka 1

tranches visited totalling
enj.loyee was 221 and the average
,148,827,

The branches had an average volume of approvimately 66 receint and
payment vcuchers per day which came to approximately 2,000 per month.

F'rom  Lhe numbers stated, without additicnal consideration for
uncertain large qualifications by the branch managers, it is estimated
that each branch sends about 136 statements to the reporting areas 1in
their district and head offices. This Tigure is not really precise but
it 1s indicative of a Targe number of reports Being sent each month, thus
justifying branch managers complaints concerning the Uime iavolved 1in
this activity.

A Targe number of the branches (95%) indicated that they sold Prize
Bgnds and a large group (73%) reported they did not sell savings
certificates,
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V. GENERAL OBSERVATIONS
A. CGovermment Bank Deposit Insurance

One issue that we noted during the branch visits that was a
subject of some interest to branch managers was the subject of some form
of bank depasit insurance backed by the Bangladesh Bank. Needless to
say, any scheme of thig type promotes additional canfidence in the
banking systems by potential depositors and participants.

However, we see this issue as an opportunity for the Bangladesh Bank
to leverage the granting of bank deposit insurance participation subject
to the member banks meeting specific performance criterfa. This
participation would be subject to performing undey accounting guidelines
and instituting reforms that are commonly agreed to be useful. Fajlure
to comply would result in denial of bank deposit insurance which would
create a competitive disadvantage for the bank who chose mot to follow
the Bangladesh Bank's guidelines. It would seem that the application
process for this insurance and subsequent audit by the insurance
department of the Bangladesh Bank would Create an environment for usefyl
change and monitoring of that change in the banking system ir Bangladesh,

B. Bank Accounting

Frem the start of the team's assignment in Bangladesh, much has
been read and heard concerning the deficiencies of the accounting methods
that the banks use, Clearly, the accounting systems here are different
from those conmonly used in the Western world. However, in the branch
visits it was clear that the managers and their accounting staffs could
speak at length concerning their accounting methods and were very sure of
the Tocation of key figures in their accounts. It was also very clear
that there was 1ittle in the way of guidance or policy conerning the
acceunting for pre-liberation, or past due loans or problem issues of any
kind., HWe have the impression that in the absence of specific guidelines,
the branches make their own rules, to some extent, on these issues. The
team is confident that if the Bangladesh Bank or the individual head
offices issued guidelines concerning these matters, the branch managers
would see that they were implemented over a reasonable time period., We
have confidence in the discipline displayed in the rural branch banking
system to implement important guidelines. Prudent monitoring and follow
up would guarantee implementation.

C. Physical Plant and Premises

It is well understood by the team that appropriate buildings and
offices to house rural branch banks are limited. llowever, 1t was
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cbserved by the team during our visits that many branches were not kept
in a tidy fashion., Again, it is understcod that there are limits to what
can be cane by a branch but there is really no reason for old vouchers to
be Tying on the floor or past accounting record books to be dust covered
and lying 1in disarray in a corner. Banking is a business of building
confidenc: in the public it serves and when the public sees the important
records the bank keeps being treated poorly, the public lcses some
respect for the banker and the banking system. A 1ittle better care for
the rcoords in some branches and a coat or paint for most of them would
go a long way to improve their professional image.

D, Confidentiality

During our branch visits we observed that the deposit making or
withdrawal process was an extended procedure requiring an irterface with
~a number of individuals performing bank tasks. A control register
received an entry for transaction control, a deposit ledgcr had to be
entered to note the change in customer balance and a cashier had to be
informed to take or pay some money. The very nature of this process,
along with the proximity of other bank employees and rusiomers makes it
very hard to maintain a confidential environment for banking transactions.

The branch managers commented that this lack of a confidential
method of keeping accounting records leads to some concern among their
customer base and to reticence to open deposit accounts. To .2commend a
change of practice to avoid this type of problem is an easy thing to
white but a difficult thing to put into practice. This problem is Tikely
to continue to inhibit deposit growth but a careful study and test
program would be necessary to change the method.



RURAL ZANK BRANZY DATA SHEET

L FACILITIES STAF?
] EET.AGE M .J?‘.S‘E‘E
1 2 3 4 5 6 7 i 8 9 10 1. 12 13 13 i 15
(sft.) (Months) (Years)
01 27/12/75 Yes Yes 1800 1500 P.M. 35 19 03 o1 01 1 o a3 i0
02 31/10/77 Yes ias ~00 700 P.M. 45 157 03 01 01 ¥ 03 i 06
03 1966 Yes Yes 11C0 1100 P.M. 36 149 03 01 01 01 c2 17 23
04 1976 Yes Yes 1200 700 P.M. 30 93 03 02 x 01 01 07 12
0s 24/02/76 Yes Yes 900 700 P.M. 35 146 03 01 x x 01 05 Q9
06 i5/11/80 x Yes 500 400 P.M. 40 205 03 o1 x b4 o1 G3 06
07 1977 x x 400 400 P.M. 35 105 03 x x x 2 04 o7
o8 28/12/73 Yes Yes 1134 OWNED 52 328 03 01 o1 01 1 0s Q9
0% 1977 x Yes S00 1350 P.M. 3 103 03 C1 01 X 02 g4 09
10 1914 Yes Yes 180G OWNED 47 288 x 01 x U3 01 21 27
(MGR) ([g
S
11 20/09/82 Yes Yes 540 600 P.M. 44 233 03 (033 01 02 05 09
123 27/06/74 Yes. Yes 1350 750 P.M. 50 244. 03 (03 02 x o8 12
13 24/12/76 Yes Yes 210 OWNED 25 60 03 01 x 01 01 c3 07
14 1952 Yes Yes 1000 1500 P.M. 50 329 03 01 09 02 03 12 28
15 1964 Yes Yes 3600 3500 P.M. S0 279 03 01 02 Q2 01 o8 15
1s 30/06,/79 Yes Yes 1300 3500 P.M. 40 1e0 03 01 (03 51 01 07 12
17 1067 Yes Yes 2900 2880 P.l. 50 255 03 01 02 01 02 04 11
18 09/12/51 Yes Yes 1075 1200 P.xM. 35 18 03 o1 01 G1 01 04 02
19 £5/04/66 Yes Yes 1100 700 P.m. 33 216 c3 01 Cc1 o0 03 07
20 1977 x x 400 600 P.M. 35 105 03 (03 ks c1 02 Cs
23 1974 Yes Yes SCOo 1CCO P.M. 20 192 03 o1 o1 02 x 25 30
22 1978 Yes Yes 300 500 P.M. 33 108 03 01 x 01 01 15 19
Note : Data were Gathered over a period of about a menth in April - may 1585,
‘x' indicates infarmaticn was nos readily avallatle or iz cocz not apols <o e czlumn.












