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COMPREHENSIVE SAVINGS .MOBILIZATION ACTION PLANNING

Introduction:
Under the terms of the Rural Finance Project Subtask A-6, the

Savings Advisor was required to produce a comprehensive savings
mobilization action plan, In this report we describe a wide series
of ‘activities that can be undertaken to improve savings mobiliza-
tion in the Bangladesh rural bank branch system.

The term "comprehensive" is interpreted in two ways. First, a series
of possible savings mobilization activities are described briefly.
Second, one of the more complex of those activities is described

in considerable depth as it is subjected to a conceptual, financial,
operational and judgemental analysis to which every product delivery
program that a bank develops should be subjected.

PROGRAM RISK ANALYSIS

One of the first considerations of a banker in appraising any new
venture is a determination of the level of risk involved which must
be weighed against the potential rewards. On the basis of this
determination there follow such decisions as whether to lend or not,
to levy a moderate or high interest rate, to require a stiff level
of collateral, etc.

The first focus of rigk evaluation is at the consumer level. Is
there a present consumer need or demand for the product ? The-
answer requires only quite simple research in the first instance. IZ
the answer is clearly negative, the idea may be abandoned so that
full energy can be devoted to more likely prospects. The savings
mobilization programs discussed in this paper received high marks
in our extensive discussions with rural branch bankers. Preliminary
results of the Rural Financ¢e Projéect's Rural Bank Branch and User
Survey (RBBUS) also favored some of the savings mobilization ideas.
which will be described herein.



Even when a product ‘concept passes the consumer appeal test it
may still deserve rejection depending on how it checks out on
sase of implementation and fdllowrup monitoring.~Thc following
MODEL PROJECT ‘RISK PROFILE provides a simple matrix of levels

of risk. Although a simple model, it makes some valid and imp-
ortant .points.

Risks of implementation are found in the degree of difficulty
and expense faced in placing a product in the market . The
higher the expense, the greater the necessary payback to justify

the expense.

Any new venture should be monitored rigorously, particularly
during the early stages. A well managed monltorlng program can
reduce investment risk in a variety of ways. First, if the prog-
ram is not working and cannot be made to work, it can be stopped,
Baving waste of additional funds and manpower. If the program is
working but not up to expectation, monitoring can point to
modifications that may rescue the program.

MODEL' PROJECT RISK. PROFILE

IMPLEMENTATION MONITORING TASK
ACTIVITY EXPENSE EASY DIFFICULT
SIMPLE LOW LOW RISK MODERATE RISK
SIMPLE HIGH MODERATE RISK | HIGH -RISK
COMPLEX LOW (UNLIKELY)| MODERATE RISK | HIGH RISK
coﬁpLEx HIGH HIGH RISK UNACCEPTABLE RISK
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While all of the programs described in this report meet accept-
able risk levels, any organization considering implementation
should, nevertheless, undertake an extensive financial analyis
such as the analysis performed in evaluating the Mobile Banking
Facility scheme later in this report.

There is no substitute for careful analysis and realistic budget
appraisals. Even the most experienced businessman can be fooled
by- an apparently large revenue stream if he has not taken the

time and effort to evaluate the rigk level inherent in the
activity. Fortunately, in banking, monitoring activities are
often easier (at least they are conceptually more straightforward)
than in many other businesses. Quality monitoring, combined with
decisiveness will mitigate the risks of implementing the programs
suggested below.

MODEL SAVINGS PROGRAMS

Four guidelines should be considered from the outset. They are:

1) Programs must appeal to the young for the future and to adﬁlts
for the present;

2) The blend of programs must be of reasonable cost in order to
keep deposit interest expense plus related program administra-
tive costs within a level acceptable to rural bankers;

3) The programs must have the potenc.ial for reaching new deposits
as well as obtaining additional monies from current depositors;

4) The programs must have some appeal for branch managers and
branch personnel.

The programs described on the following pages attempt to motivate
individuals and mobilize savings by inculcating thrift habits in
the young, by motivating branch personnel to reach out to poten-~
tial depositors not currently involved in the banking system. Each
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banking organization has unique characteristics. Programs that

work best for one will not always be best for another. Potential

advantages and disadvantages of the following Model .Savings

Mobilization programs should be weighed carefully by each

organization.

I. PROGRAM ONE: THE YOUTH MARKET

Programs aimed at children may take the form of the following

products:

A.

Individual Coin Savers

In this program children are provided with a small box
with 2 to 3 slots into which coins of varying denomina-
tions can be inserted. The boxes can be personallzed with
a child's name. When the container is filled, it shuold

be brovght to a bank to open a youth account. As an incen-
tive, a bank can add a predetermined amount to the account
to complete the box. Subsequent refilling of the box by
the child and depositing the coins in the bank would
obtain for the child additional incentive amounts from the
bank.

Group Coin Savers

This program is similar to the program for individual
children but can be organized through schools or youth

gi. .ps. Competitions.can be organized among student, classes
or schools with rewards to groups which gather the most

savings.
Advantages

Approximately half the Bangladesh population is under the
age of fifteen. It is important to establish the saving
habit in the young when it is casy 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 is unlikely
to generate large amounts of money. However, the impor-
tant thing is to familiarize the young with banks and
bankers in the hope that saving through the banking system
will become a lifetime habit.

II. PROGRAM TWO: BRANCH BANKER INVOLVEMENT

In order to mobilize savings in significant amounts within a
relatively short pericd of time, it is necessary 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 is necessary to motivate
individuals within the banking system to undertake useful
program activities and to demonstrate significant success in

achieving their goals,

The most obvious type of reward is financial compensation
according to some scale of recognition for accomplishment in

some extraordinary fashion.
A. Savings Growth National Recognition Award

The assumption behind this program is that branch officers
would drive themselves to the limit for a truly national
award for helping Bangladesh to grow, prosper and reduce
its dependence upon donor agency funding.

Branch Managers should be told in regional meetings about
the program, its objectives, and its implications for their
villages, command area, and the country's future. They
would be asked to sign an agreement committing themselves
and their branches to participation in a national deposit
mobilization program. Some training on deposit gathering.



methods should be made available to the managers in order
to build up their confidence and remove doubt from their
minds regarding how to increase deposits. All aspects of
the program must be positive and oriented toward present
and future improvement in the quality of life of the
pedple of Bangladesh. The program must gyive the managers
and their staffs a proud feeling that they are on a mission
for their country that only they can perform. fthe recogni-
tion for unusual achievement must be worthy of the impor-
tance placed on thig program.

The program should have as its reward a trip to Dhaka to
receive a certificate and the thanks of the governor of

the Bangladesh Bank at an awards dinner. To make the program
an even larger success it should, if possible, involve the
participation of the president. At the dinner, the award
recipient would have his picture taken 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 stafef, The entire staff must feel paft
of the achievement. Better yet, the town political leaders
might hold a recognition ceremony for the entire branch
staff. It is possible to have many cétegories of achievement -
most new accounts, greatest growth in new deposits, awards
for new branhces, or greatest deposit growth in a rural
command area. The keys to this program are that it must
receive strong initial promotion and the reward must be pre-
sented from the highest level of either the banking system
or government in order to justify the emphasis placed ‘on
the program.

Advantages

Savings mobilization is an issue of national importance.
It seems consistent, therefore, that the reward for helping
the country attain success in mobilizing savings should be



national recognition.

This program is relatively inexpensive and should readily
lend itself to a test marketing.

C. Disadvantages

Participation of the highest level of banking and govern-
ment officials is imperative. It is difficult to justify
the preliminary claims of national importance if a minor
official presents the award.

Needless to say, if some individuals are winning awards,

some individuals who worked very hard are not. Some local
recognition is really quite necessary to show support fox
the very real achievements of those who do not make it to

award dinners.

I. PROGRAM THREE: GO~TO-THE-DEPOSITOR VIA AN MBF

In order to increase bank deposit portfolios the banking system
must be prepared to use any and all means within practicality
costwise to reach potential depositors from remote areas who
are unable or not sufficiently motivated to spend hours
getting to a branch bank to utilize its services.

If it 1is determined that a significant volume of discretionary
funds are available for being mobilized in rural, distant, and
inconvenient places, these would make a useful mobilization
target. A program should be developed that takes the banking
system to potential customers in such outlying places.

A. The Mobile Bank Facility

This scheme envisages a team consisting of a driver, guard,
cashier and bank official who travel to pre-determined
rural areas in a secure van to conduct basic banking busi-
ness. The potential customer would no longer have the

excuse of distance for not utilizing normal bank branch
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Bervices, and he has the reinforcement of watching and
learning from friends and neighbors what bank business is
all about. Making of loans, loan collections and deposit
account openings would be clearly emphasized.

B:; Advantages

The clear advantage of this program is that it takes the
bank directly to the target market.

It is also possible that over time the program could be
functionally expanded to obtain preliminary data on the
feasibility of opening new rural branhces, take loan appli-
cations and market new or existing products and services
in an environment more familiar to the locals than a typical

bank branch.

This type of program is test marketed on paper and evaluated.
for cost effectiveness in a later section of the report.

C. Disadvantages

This maybe an expensive way to mobilize deposits. It may
be necessary to develop additional revenue producing acti-
vities for Mobile Banking Facilities 'in order to spread
costs over a broader income base. MBFs might also deliver
health services, for instance.

MBFs should be clearly identified with the banking company
to which they belong. Customers must be convinced their
deposits and withdrawals will be honored by local branch
bank if the mobile program is altered or discontinued.

It also must be very clear to bank employees that they will
be indemnified from personal liability if a Mobile Bank
branch is robbed.



As will be shown, it appears that to break even -an MBF must
do somewhat more business than an average rural bank branch.
If it can do as much as two branches, it would always be
profitable assuming average sSuccess in deposit gathering and
loan collection operations. If the introduction of an MBF
obviates the need for more than two branches the MBF becomes

extremely beneficial.

Therefore, the risk of this project is in the assumption
that building branhces iun remote areas can be avoided by u51ng

MBFs instead.

PROGRAM FOUR: NEW EMPHASIS ON EXISTING PRODUCTS

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 to come. Some of those are:
A. Deposit Pension Scheme (DPS)

The Deposit Pension Scheme is young but already well estab-
lished. It is being promoted by all members of the banking
system. Program details are found in RFP Report No.3. The
only need is to advertise this product and its uses even
more strongly in print media, radio, and television. It
seems knowledge of its availabllity is guite enough to sell
it. Less costly promotion would be by word of mouth campaign
conducted in the branch banks by having staffs
discuss it with every potential account holder who enters
the branch over a.given time period with rewards to the

winning branches.
B. Advantages

The primary advantage of emphasising an existing product
is that the banking system and its managers are familiar

with and heve already approved the product. The only real
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management challenge is in organizing an effective campaign
to promote the given product and to assure that branch
managers know all the characteristics and advantages of
that product.

C. Disadvantages
l. Large scale advertising campaigns can be Tostly.

2. Few managers are, as yet, so marketing oriented that
they can be counted on to get behind a word-of-mouth
campaign.

V. PROGRAM FIVE: CREATE NEW PRODUCTS~-CONTRACT SAVINGS

In order to attract ney depositors to the banking system and
encourage existing depositors to increase their deposits, it
is necessary to develop and to test market new products.
Contract Savings will be relatively new and offer much potential
in rural Bangladesh. Typical products are:

A. Home Equity Deposits, Marriage Deposits, Education Fund
Deposits, etc. Such products as these have in common the
appeal of-saving for a future desired purpose. Contracts
can be varied as the things different individuals want or
need to make their future lives more secure for themselves
and their families.

At .h example of a possible. program for home equity: a
young man or couple might open.a deposit account where

they are vequired to deposit a certain amount of noney for
a specified time period. At the end of the time period the
deposit would be utilized as equity to purchase a home
while the bank that held the deposit would grant a mortgage
on the purchase.

Programs in preparation for the education of children or

for a future marriage are of the same nature. all products
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meet future needs of individuals or families.

. Advantages

It is a system that depends on people's self interest in
favorable future circumstances. Only pure fatalists get
left out.

Should the government desire to subsidize education or housing
activities it can tie such subsidies to successful completion
of savings contracts.

. Disadvantages

Any new program takes time and money to introduce to a market.
Branch bank personnel must be trianed to market 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.

The best use of this type of program is in the fulfillment of
a lifetime desire. To further demonstrate usefulness of cont-
ract savings programs, an example of a hypothetical applica-
tion follows.

1. Purchase. of an Ox Cart

The depositor would make reqular periodic deposits to a .
bank account over a specified period of time. At the conc-
lusion, the depositor would have compiled an agreed equity
amount, say 50 percent of the capital requirement to buy
an ox cart and to qualify for a bank loan to cover the
remaining cost of the ox cart.

Successful participants in such a program are guaranteed
a loan by ‘the bank with which they hold their savinas
contracts and they should receive their loans at favorable rates,
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2. Advantages in re: the example:

- Creates a long-term relationship between the depositor/
borrower and the bank. '

- Places the desired object in the hands of the desiring
party at least 50 percent sooner than if he were hoard-
ing his capital at home. The program develops a secured
relationship for the bank.

- The earlier increased productivity of ‘the borrower through
use of the ox cart will more than offset the loan and

interest repayment requirements.
3. Lisadvantages

Contract savings must provide for careful review of each
application and monitoring of use to assure that the funds
are utilized for the application project and are not being
siphoned off for other than the stated purpose.

PROGRAM SIX: EDUCATE WITHOUT TEACHING

One of the significant problems of attempting to educate the
general population concerning banking services and practice

lies in overcoming high illiteracy rates in rural areas.

When a high illiteracy rate is combined with limited access
to t~levision and radio broadcasts, the possibilities of
developing active programs to reach the general population

are limited.

If a preogram could be developed which would reach the adult
population through direct access to children in school, a
relatively low cost solution might be found to this adult-

access problem.

A. Youth Entertainment and Adult Education Booklet

" The concept underlYing this program calls for developing
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an 1llustrated booklet with an emphasis on pictures that
will introduce a child to the idea of what d bank is all

about.

If the booklet were well done and presented in the form of
a' coloring book (an idea predicated on children having some
experience with coloring pictures in school) it might well
have a chance to enter the home of the child and be seen

by the adults. Thus, we might be able to carry a positive
educational banking statement to illiterate adults with no
greater expense than the cost of presenting these concepts

to their childrenr

Development of the Concept

In order to make this concept work, one must obtain the
active support of the elementary school teacher. A way to
generate their interest and active participation might be
to hold a contest among the teachers and schools to develop
the booklet for the banks. Prizes of cash or gifts of some
kind for both the teacher and the school could be offered

as an incentive to participation.

The Booklet Message

A booklet of this type would have a simple message. The
introduction of the word "BANK", the concept that the bank
and 'its people are "friendly" and that they "protect your
money" would be a beginning for the booklet concept. Over
time, perhaps a series of booklets could be developed on a
variety of financial or social issues. The teachers' creat-
ivity would be challenged to make this idea work.

Contest Rules

There would be guidelines on the number and size of pages.
The cover and interior could be designed by the teacher.
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Color péges would be restricted and the rear page would
remain blank for sponsor advertising via logo or illustra-

tion.

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 comments, and
that they are willing to release their rights to this work.

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 the ultimate printing would reduce
the unit cost for the banking participants to a

minimum.

Program Six: Advantages

- The program introduces positive banking ideas to children
for the future.

- The program provides an opportunity to reach some illite-
rate adults at a cost no greater than reaching their

children.

- It ought to motivate teachers to present positive -banking
~concepts.

- The cost for the proaram would be small considering its
scope.
Program Six: Disadvantages

To obtain the desired results, the program requires some
committment from the entire banking community..



VII. OTHER PROGRAMS
A, Selected Direct Advertising

Occasionally, it is feasible to promote savings activities
by direct distribution of savings promotion material to

targeted individuals.

Promotional materials could be handed to individuals paying
utility bills at the bank, for instance.

B. Lotteries

Banks can, on occasion, run lotteries among pools of exist-
ing or new depositors. The amount of deposits in your
account would dictate the number of entries in your name
that would exist in the prize pool. This activity might be
most appropriate during holidays ur other special times of

the year.

C. Other Programs: Advantages

The major advantages of special activities is that they can
be timed to coincide with holidays or other special events

in the countryside.

Often a program can be used to obtain particular attention
for a given branch bank or area.

D. Other Programs: Disadvantages

These types of programs may not be repeatable. They can
never replace continuous type promotional programing, but
only supplement it. As such, the one-time programs may
divert attention from the activities that must continually
go on if financial viability is to be achieved by the banking

systenm.
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RISK ANALYSIS OF DESCRIBED PROGRAMS

Early during the Rural Finance Project the Consultant team
travelled to the northeast, northwest and southeast areas of Bang-
ladesh and visited over 40 rural bank -branches. The impressions
made by the banks and their environs on the team members inspired
consideration of the savings programs described earlier. Prelimi-~
nary information from RBBUS supported our decision to include a
given program or to reject one.

Much emphasis has been given in carrying out Subtask A-6 to the
concept of risk in presenting these programs. This could be called
the "intellectual" risk. In business settings, the risk is often
manifest in discussions where the concluding comment goes something
like this: "We tried this before and it did not work" or "We have
already tried this", "Why should we try it again?" It is very 11kely
that some or even all of the programs described in this report have
been tried in this market place at one time or another. The point
that needs to be made is that while there are many ways to increase
bank deposits, those ways are finite. The programs described in this
report are not wed to past success or failure of deposit mobiliza-
tion schemes, namely, increasing rural bank branches in large
numbers over a short period of a few years, has worked quite

well.

It is not possible to determine at this point why some savings
mobilization programs may have failed in the past. We only have
hearsay evidence. The criteria used for success or failure is
unclear. The quality of monitoring that was done, if any, is not
known.,The management approach is not recorded. This report offers
a series of programs that have been utilized in various pluces
around the workd at various times that have sometimes been found
to be useful., When we believe that the conceptual risks are accept-
able, and after we have convinced ourselves that the target con-
somers of the product would be willing to buy, analysis must be
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done to ensure that we appreciate all the factors (operational,
financial, managerial, etc.) that could impede the success of
the project. We try to do this regarding the Mobile Banking

Facility examined later in this report.

It is possible to take the seven general programs which have been
previously described and subject them to a conceptual risk analysis
to determine the mix of implementation and monitoring concerns. In
doing so, the following table evolves:

SEVEN PROGRAM RISK ANALYSES

Implementation Monitoring | Risk
Activity Expense task level
I Coin Savers Simple Moderate Easy Moderate
II Recognition Simple Low Easy Low
III Go to Depositor Complex High Easy High
IV Structured Marketing| Simple Low Easy Low
V Contract Savings Moderate Moderate Easy Moderate
VI Educate Modefate Low Difficult | Moderate
VII Other Programs

DISCUSSION OF PROGRAM ANALYSIS

Risk, like beauty, is in the eye of the beholder. It is not nece-

ssary that everyone agree with the specific risk analysis values

presented in the above table. It
perspective that an organization
in order to determine what level
have and what level of risk they
thought process behind the table

is necessary from a banking

perform some type of analysis

of risk its program concepts

are willing to accept. The

ligtings are as follows:
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COIN SAVER PROGRAM

This program is fairly simple in design. There would be some
initial expense in manufacturing the coin saver boxes but some
economies of scale would exist to hold unit costs down. Clearly,
there would be the ongoing expenses of travelling from school
to school. Reporting on this would appear to be simple. The
challenge would be in keeping the initial ﬁanufacturing costs
low and to make travel routes as efficient as possible. For

the size of expected deposits, which. would be relatively small,

the cost of obtaining the deposits would probably be moderate.
Poor monitoring, however, could drive the risk into the high
or possibly uncceptable range.

RECOGNITION PROGRAM

This is a type of program that has nearly no risk associated
with it. The program could be introduced by'circular and during
regional managerial visits. If some tfaining in marketing of
deposits was given in the area, a cost would be generated but
the level of cost could be monitored from existing reports. The
incentive to increase deposits might fade over time but thel
program would still carry little risk in implementation and
monitoring.

GO-TO-THE-DEPOSITOR PROGRAM

Thir program is fraught with all types of risks. It-is a comp-
lex concept to implement. Transport for the bankers may be a
prohibitive expense and there is no basis for estimating how
the market will accept it. Monitoring should be no more diffi-
cult than for one of Sonali Bank's "Krishi Shakas". For this
type of risk level to be acceptable, a high level of revenue
and other potential benefits must be available and reasonably
assured. Since this was the higheSt risk program, it was

chosen for comprehensive analysis and development into an action

plan.
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IV STRUCTURED MARKETING - The Deposit Pension Scheme

VI

This type of program involves the marketing of existing pro-

~ducts to a wide group of individuals in a short period of time.

It is simple to implement becauge the bankers already know the
products and there is no real cost: to develop the program. The
biggest challenge would be to motivate them to remember the
program and perform the number of obligatory calls on groups
or individuals in the command area. A unique reporting form
would be required but it need not be complex. This appears to
be a relatively low risk management challenge.

CONTRACT SAVINGS

This type of program involves the modification of existing
deposit products into forms that appear more appealing to poten-
tial depositors. The point of the modification is to give the
banker an approach that makes it easier to explain why a deposit
account is useful to a potential customer who may only consider
land, gold or animals to be useful assets. Most .0of the complex-
ity in this type of program is in the 1n1t1al .design to be
given to the branch bankers. The branch banker would need to be
taught the elements of the program but that could be done with
a quality bank circular for details containing a series of
detailed examples. The major expense of this type of program
would be in staff time needed to design 3; and the cost of
design and printing of forms. Monitoring éan be done with some
unique format which need not be complex. This type of program
appears to contain moderate conceptual risks with most of them
iocated in the design phase.

This is a simple type of program which has more risk than one
might initially suppose. Like most of the programs, there are
some design risks in the concept which would have to be over-
come. The expehse of implementation would also appear to be low
to moderate and relatively easy to control. The hidden problem
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in this program lies in the monitoring aspect. The real point
of this type of program is to teach children and parents about
banking and remove their fears or concerns about using banks.
This is a sound conceptual idea but it is difficult to see how
the results of the effects of this program could be easily
measured. This type of monitoring problem increases the risk
of an otherwise low risk program.

VII OTHER PROGRAMS

For the purpose of inciuding all types of deposit mobilizing
techniques, short term programs and special purpose programs
need to be included. The risks inherent in these types of
programs should be carefully amalyzed. The design effort for

a short term program can be as difficult and involved as for a
long. term program. However, the longer term or permanent program
may offer less risk of not being unprofitable than a

short one which may have to cover its expenses quickly. Short
term programs tend to have a novel effect which does not last
for long. Monitoring these programs is usually not too difficult
but the short time available for cost recovery leaves these
programs in the moderate to high risk category.

VIABILITY ANALYSIS OF THE MBF CONCEPT

In the following pages are budget and revenue estimates for the
Mobile Banking Facility concept. The key revenue assumption for
the Mobile Banking Facility is that a successful MBF operation can
make it possible to avoid building a fixed bank branch in the
market served. An MBF should be able to handle at least the same
level of deposits as an average rural branch bank. Also, an MBF
should be -able to collect outstanding loans at least as well as
the average rural branch. .Thus the basic frame of reference for
appraising MBF viability is its ability to match the cost and
revenue structure of an average fixed branch bank.
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Average rural bank deposits are relatively easy to estimate as
are. loan disbursements but estimating the value of loan recove-
ries is much more complicated. An MBF may recover loans that would
have been repaid on time without it. It may recover some loans
that never would have been repaid without, and it may speed the
recovery of some loans that would have been repaid at a later
time. How to estimate the value of a loan recovery? If the loan
would have been repaid at the same time regardless of the activi-
ties of the MBF, then the MBF wouldn't add to additional value. If
the loan never would have been paid, the MBF added the principal
value of the loan and the earning power of those funds forever.

If the repayment was made earlier by, say, a year, the funds become
available for relending and therefore earning that much earlier.
For purposes of present calculations it is assumed that the
repayments are advanced by a year and the value is the earning
power of those funds at the average earning rate of the earning

asset component of a given bank's financial sStatement.

A final assumption evolves from the previous discussion. From the
first calculations done in analysis of the MBF concept it was
clear that deposit mobilization alone would not support the cost
of the activity. Collecting loans was also necessary to make the
concept viable. If at least one branch can not be replaced or

made unnecessary by an MBF, the concept will not work.

MBF Expense Assumptions

Expense estimates are based on the followingt For example,
the salary and benefit strurture for bank personnel are known
because they are completely standardized, 2 branch officers, 2
clerks, 1 cashier and 1 quard; thus,an annuval cost of about
Tk.100,000.

A vehicle such as a Toyota land cruiser with four wheel drive,

costs approximately Tk.73,125.



Various other expenses are based on experience of rural

bank branhces,

In the budget that follows, it should be kept in mind that the
figures do not include any additional cost for expatriate techni-

cal assistance, training or management.

MBF
Annual Operating Budget

Vehicle - Capital Expense Taka 73,125

- Modifications 5,000

- Operation + Maintenance 41,600

- Repairs + Parts 10,000
Salaries and Benefits 100,000
Insurance (Liability + Theft) , ' 7,900
Supplies 20,900
Postage + Shipping ’ 3,000
Site Signs 600
262,225

Contingency. Provision @ 10% ‘ 26,223
Total .MBF Local Expenses Taka 288,448

Note: MBFs must have home bases at which some accounting and
clerical staff time would be needed. It is estimated
that 2 accounting clerks are needed for each fixed
branch replaced or avoided. The total annual expense for each
clerk is estimated at Taka 20,000 x 2 = Taka 40,000.

Therefore: If no branches are avoided the expense of the MBF would
approximate TaKa 288,448; if one branch is avoided,
Taka 328,448; if two branhces avoided, Taka 368,448, etc,



MBF Revenue Estimates

In order :n reduce some of the uncertainty that is inherent in
making revenue estimates on new projects, it is best to base as
many assumptions as possible on factual information that derives
from readily available secondary.sources which can be discovered
through direct research. All three approaches are used in these

revenue estimates.

FACTS FROM RBBUS DATA

From early returns of the RBBUS it was noted that the average
Sonali Bank rural branch had administrative expenses of Taka 220,000
per year and average "profits" of approximately Taka 100,000 per
year, deposits of Taka 5,120,654 and recoveries of.Taka 985,529

per year.

FACTS FROM SONALI BANK ANNUAL REPORTS

From Sonali Bank Annual Reports for years ending in December 1981,
1982 and 1983, key information was extracted. Average earning
assets over the 3 years were determined and compared with Gross
lnterest Income and Net Interest Income. This indicated that
Sonali's earning assets grossed 8.33% and netted, after funding
costs, a significant 3.08%. These figures are uséd to estimate
roughly the value of MBF activities over the span of a full year

of operations.

The calculations are as follows (Taka figures in Milljons):

Earning Asset Category 1981 1982 1983 Total
Advances 9,997 14,734 16,144 40,895
Investments 1,630 3,358 4,134 9,122
Call money 426 590 1,810 2,826
Bills 1,858 2,097 866 4,821

13,911 20,779 22,954 57,644



-~ 26 _

Profit Category 1981 1982 1983 Total
Interest income 882 1,668 1,252 4,802
Net interest income . 706 599 468 1,773

(Interest income minus
interest expense)

Average Annual Gross + Net Funding Cost Formula

Total period profit - 4,802 - 8.33%

Total earning assets 57,644 :
.= 1,773 _

And the net calculation:= 57.644 = 3.08%

This calculation provides a simple and conservative estimation

of earnings rates from MBF operations.

REVENUE ESTIMATES FROM SONALI BANK INFORMATION

If it is assumed that all deposits that Sonali ccllects are con-
verted into earning assets, it is possible to roughly calculate
annhal value of those deposits. The average Sonali rural branch
has deposits of Taka 5,120,654/~ which at 3.08% for one year is
worth Taka 157,716/-.

If it is assumed that the MBF accelerates collection of some

loans and collect others that might never have beehn collected,

a conservative calculation of the value of these funds being
mobilized over a year can be estimated by using the derived value

of the Sonali earning assets, namely, 8.33%, and applying it to

the loan recovery amount. Average loan recoveries of Taka 985,529/~
at 8.33% per year would be worth Taka 82,095/- to Sonali Bank.
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MBF SCEMARIOS

The following pages contain a series of scenarios that focus on
various alternative levels for an MBF activity in order to deter-
mine the strengths, weaknesses and limits of the approach.

The results of all five scenarios are compared. with average rural
Sonali Bank performance as discovered through examination of early
RBBUS results. The left column assumes thafua certain number of
rural branches are not necessary tb develop in a banking area
because the MBF can serve the function. For each bank replaceqd,
the average administrative cost is compared to MBF bost. A summary
of estimated net benefits under each scenario is presented
followed directly by each of five detailed scenarios.

Summary of Net MBF benefits under verying

. Scenarios regarding assumptions about average
deposits amd loans collected against number
of branches assumed to bLe avoided.

Tk.000

Net MBF benefits
Collects av. Collects av. Collects av. Collects Collects av.

Branches deposits nunber of deposits and of av. deposits
Avoided only loans only av. loans deposite 2 x av. loans
1 and av,.loans
(Scenario-1) (Scenario-2) (Scenario-3) (Scenario-4) (Scenario-5)
0 (No branch) (230) (306) (148) (227) (66)
1 ( 50) (126) 32 ( 47) 114
2 187 35 351 193 515

3 425 197 671 434 917

Reference Scenarios 1 - 5 at pages 15 through 18

It may be seen from the above table that out of the five different

Scenarios (assumptions), an MBF is most viable with a combination
of activities such as collection of average deposits and loans and
when it avoids at least one branch as seen at Scenario 3, Scena-
rio # 5 where MBF gathers average deposits and collects twice the
average loans is felt to be too optimistic., Scenarios 1 and 2 indi-
cate that MBF is not viable when merely used for deposit mobiliza-
tion or loan collection.
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Scenarios in Detail

SCENARIO-1 :MBF COLLECTS AVERAGE DEPOSITS, COLLECTS NO LOANS AND
AVOIDS BRANCHES.

(Taka. 000)
Average MBF MBF MBF gathers MBF MBF Average Net MBF
Branches branch expense/ scenario agerage depo-colle- pro~ branch benefit
Avoided expense/ scenario/ benefit sits valued cts on fit profit (defocot).

vear year (deticit) @ 3.08% .loans (loss)
0 - 288 (288) 158 - (130) 100 (230)
1 220 328 (108) 158 - 50 100 ( 50)
2 440 368 72 316 - 388 201 - 187
3 660 408 252 474 - 726 301 425
ANALYSIS

It is very clear in scenario-1 that an MBF is weak when it stands
as an independent entity and only collects deposits. When it is
able to replace the building of new branhces, the concept becomes
more valuable. Once two branches are avoided, reasonable success in
deposit gathering can generate appreciable benefits in comparison

with a rural branch.

SCENARIO-2 : MBF COLLECTS AVERAGE NUMBER OF LOANS, GATHERS NO
DEPOSITS, AND AVOIDS BRANHCES.

(Tka 000)
Average MBF MBF MBF MBF colle~ MBE .. age Net MBF

Branches branch expense/ Scenario gathers cts loans  pro- ;
Avoided expense/ scenario/ benefit no depo-valued at fit  Pranch benefit

jcar _ year (deficit) sits  8.33% (logs) Profit (deficit)
0 - 288 (288) - 82 (206) 100 © (306)
1 220 328 (108) - 82 (26) 100 (126)
2 440 368 72 - 164 236 201 35
3 660 408 252 - 246 498 301 197
ANALYSIS

If one does the same analysis as scenario 1 but assumes the. MBF
is only in the field to recover loans, the concept is still weak.
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SCENARIO-3 : MBF COLLECTS AVERAGE DEPOSITS + LOANS, AND
AVOIDS BRANCHES.

(Taka 000)
Average MBF MBF MBF gathers MBF colle- MBF
Branches branch expense/ scerario av. deposits cts loans pro- ﬁzzzgge g:t ??g
Avoided expense/ scenario/benefit valued & valued at fit ne-t

year  year  (deficit) 3.08% 8.33% (loss) Profit (deficit
0 - 288 (288) 158 82 (48) 100  (148)
1 220 328 (108) 158 82 132 100 32
2 440 368 72 316 164 552 201 351
3 660 408 252 474 246 972 301 671
ANALYSIS

When collects average loans and deposits and avoids one fixed
branch it generates significant benefits as compared with fixed

branches.

SCENARIO-4 : MBF COLLECTS ONE HALF AVERAGE DEPOSITS, COLLECTS
AVERAGE LOANS AND AVOIDS BRANCHES.

(Taka 000)
Average MBF MBF MBF gathers MBF colle- MBF
. Average Net MBF
Branches branch expense/ scenario % av. depo~ cts av.lo- pro- branch beneftt

Avoided expense/ scenario/benefit sits valued ans valued (f;:s) profit (deficit

year year (deficit) @ 3.08% at 8.33%
0 - 288 (288) 79 82 (127) 100 (227)
1 220 328 (108) 79 82 53 100 (47)
2 440 368 72 158 164 394 201 193
3 660 408 252 237 246 735 301 434
ANALYSIS

The concept is weaker than scenario No.3 but does show a profit

when two branches are avoided.
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SCENARIO-5 : MBF COLLECTS AVERAGE DEPOSITS, COLLECTS DOUBLE
AVERAGE LOANS, AND AVOIDS BRANCHES.

(Taka 000)
Average MBF MBF MBF gathers MBF colle- MBF Average Net MBF

Branches branch expense/ scenario av. depo- «cts 2x av. pro- branch benefit

Avoided expense/ scenario/benefit sits valued valued at _(fggs) profit (deficit

year year (deficit) € 3.08% 8.33%
0 - 288 (288) 158 164 34 100 (66)
1 220 328 (108) 158 164 214 100 114
2 440 368 72 316 328 716 201 515
3 660 408 252 474 492 1218 301 917
ANALYSIS

Bcenario 5 benefits would be spectacular compared to those of
existing fixed branches but the scenario is undoubtedly too opti-

mistic marketingwise.

ACTION PLANNING OUTLINE FOR SAVINGS MOBILIZATION

With the foregoing concept testing completed resulting in a
potentially favorable outcome as regards the possibility of imple-
menting MBFs, it would then be important to follow a logical
sequence of planning and implementing steps. As noted, the MBF

is a relatively complex banking service to implement. But no
matter whether complex or simple, planning discipline must be

equally rigorous. No step should be omitted.

A fundam.. =al series of planning steps is suggested in the
following detailed flow chart which is, in turn, followed by a
more generalized estimation of time requirements for carrying
out a test marketing of a Mobile Banking Facility. For simpler
projects, the time frémes would be shorter but the steps no

fewer.
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ACTION PLANNING FLOW CHART-BANK PRODUCT INTRODUCTIONS

Steps Action by

1 Planning Team
(PT)

2 (PT)

3 (PT)

4 Agricultural
Credit Depart-
ment (ACD/BB)

5 ACD/Sponsor

6 Sponsor Bank

7 Sponsor Bank

8 Sponsor Bank

9 Sponsor Bank

10 ACD/BCD *

11 ACD/Sponsor
Bank

*

Type of Action

Prepares Project Paper for
Savings Mobilization by
Various Product. Types

Prepares General Action Plan
Outline for Various Products

Prepares Specific Action Plan
in Detail for any one of the
Propased Products

Circulates Action Plan
Recruit Spaonsor Bank

BB Aproval (License)

Staff Induction Staff
Development

- Orientation & Training

Policy
Record Keeping
Security

Inauguration, Implementation

Marketing & Publicity
Recording
Operating

Feed Back

Evaluation

Adjustment
Replicatinn

B(D = Banking Control Department/BB

Stage

Preparatory

Identification

Formmulation

Approval,
Selection,etc.

Requlatory

Development

Startup

Operational

Moni toring

Assessment

Termination
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MBF TEST MARKETING TIME REQUIREMENTS

Time Necessary

Determine MBF Location 1 month
Work with the Area Manager 1 month
MBF Staff Selection 1 month
Design the Training 1 month
Test-marketing Development 1 month
Moriitoring of Operational Program 12 months
Fvaluation and Final Decisions 2 months

Total 19 months

While timeline determinations of this type are subjective, it
is difficult to imagine the last two steps taking less than 14
months for a program as complex as the MBF. Any time gains
would have to come from the early steps.

ROLE FOR TECHNICAL ASSISTANCE IN SAVINGS MOBILIZATION PROMOTION

Technical assistance or the use of additional expertise could be
helpful, if not indispensable for the test marketing of any new
bank services product, but especially so for a complex product
such as an MBF. Technical assistance could be applied at many
points along the way from a decision.to test market through to
completion of an operational test period such as the 19 months
estimated above for introducino an MBF into rural Bangladesh.

Bangladesh rural bankers are already hard pressed for time to
perform their routine responsibilities satisfactorily and could
find it impossible to cope with new product development short of
recruitment of additional staff or employment of expert consul-
tants. It seems likely that one donor agency or another would
be interested in assisting the BB or an NCB test the viability
pf the MBF product as well as some of the other products identi-

fied earlier in this report.
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Basically, what would be very desirable is a professionally
educated services marketing specialist, especially one with
relavent experience in expanding the market outreach of banks
operating under circumstances at least moderately similar to

those existing in rural Bangladesh.

CONCLUSION

This paper has attempted to develop two themes. First, seven
potential savings mobilization products were 6utlined in satis-
faction of the RFP requir~ment that a comprehensive list of
savings mobilization products be identified. Second, a complex
method of gathering potential savings in rural areas (the MBF)
was subjected to unique analysis and evaluation in order to
satisfy the RFP requirement that a specific program be developed

in comprehensive detail.

An MBF is also the subject of RFP Report Number 7 where it is
treated in much greater detail and appraised by standard busi-
ness project feasibility analysis methods. The result is a
marginal 12.5% (after tax) internal rate of return after five
years including recovery of capital cost of the vehicle which
would be replaced in the fifth year.
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Contract Savings and Credit Scheme

‘Executive Summary

1. A Contract Savings and Credit Scheme is proposed for the purpose
of mobilizing savings of the Bangladesh rural poor, and for
directing the resulting resources into small scale econauically produc-
tive medium term projects for the benefit of the same rural poor.
A project loan obligation of a rural bank branch is tied to
each savings contract by a qualified member of the rural

community. Qualification criteria include:

a. On a degree of rural remoteness scale, participating bank
branches must be in the more rural half of the scale, not
be located in district or upazila head towns, and not

possessing savings portfolios in excess of Tk. 3 million.

b. CSACS account holders may not have annual household incames exceeding
Tk. 25,000/; nor histories of poor loan repayuwent, nor hold
positions in governmental or financial institutions, nor
hold more than one CSACS account at a time, nor have more

than one account within a single family household..

2. The CSACS is to be introduced on an experimental basis by way
of a 40 rural bank branch Pilot project and, depending upon
how successful the launch, gradually expanded. Several initial
operativnal guidelines are subject to adjustment if they are

found wanting or unachievable. They include:
a. A monthly savings installment of Tk. 100/ over a
b. thirty (30) consecutive month period.

c. Application of established fixed interest rates to. the contracc.
savings accounts with campounding on a bianmual basis, the rates
declining from 14.5% to 12% depending on the number of months

any installment remains deposited.

d. A maximum loan obllgatlon on the part of' the bank of 1.5
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times the original earning asset (Tk.3000/) plus its
fixed interest earnings (Tk.590/) or a total of Tk.5385/.
Total financing thus becomes Tk.8975/. (5385 + 3590).

€. At the beginning, banker and CSACS account holder agree
in general on an income generating project to be funded

when the savings contract has been fulfilled. The gene-
ral terms of agreement are elaborated and made specific
in a formal action pPlan before the Project is permitted
to be implemented.

f. The bank's loan obligation and the account holder's
savings plus interest are disbursed simultaneously and
proportionally whether in a simgle lump sum or in a
series of installments. Repayment schedules are negotiated
On a case to case basis, depending on the nature of the
particular project.

Several possible project funding and repayment schedules are
appraised and all yYield positive gross rates of return that
are comparable to rates historically experienced by the NCBs
and BKB. '

- Types of project are unlimited except in terms of amount of

funding available through Ccsacs, which is modest. However,
project selection may include (a) new production, (b) expan-
sion, or (c) maintenance, repair and replacement types of
pProjects.

It is submitted that CSACS offers the rural banking sector
a very attractive means by which to:
a. locally generate inexpensive investable funds,

b. persuade people regarding the virtue of bank savings and
the merits of self reliant action pPlanning of one's future,

c. develop effective banker-customer partnership relations,
and most important,
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d. make significant progress in development of the Bangladesh
rural economy as the participants learn to use project
financing successfully and become able to move on to

larger and more sophisticated income earning projects.
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RURAL FINANCE PROJECT

CONTRACT ,SAVINGS AND CREDIT SCHEME (CSACS)

(A scheme for mbilizing.smll savings and
financing modest projects in rural areas)

I INTRODUCTION

1.

II WHAT

The RFP study report on savings mobilization (May 1985) defined six
potential savings prograhs which might be helpful in the mobilization
of savings through the banking system, A Contract Savings and Credit
Proaram 1s one of those six. The otherss a Youth Market Program; a
Branch Bank Involvement program; a Go-To-The-Depositor Program (Via
MBF); an Emphasizing Existing Products (such as the Deposit Pension
Scheme); and an Educate Without Teaching programs A follow-up RFP
report (December 1985) basically examined the level of risk involved
in developing the several programs using the Mobile Banking Facility
(MBF) as the analytical model. The risk evaluation indicated that
contract savings type schemes will entail a moderate level of risk
for the banks while the monitoring of such schemes should be simple,
The MBF program was found to be most risky.

' This report is intended to develop
a conceptual framework for an action plan for "Contract Savings and
Credit Scheme (CSACS)" for implementation by rural bank branches in
Bangladesh,

1S CONTRACT SAVINGS 7

2.

Theoretically all deposits (including current deposits which are far
financing current transactions) involve some kind of contract. The
banker is obliged under law to repay the principal amount with or
without such interest accretions to the deposits as are agreed upon
with the depositor or as are dictated by iaw and current banking
pracijce: While, most rural bank deposits are voluntary in nature,
the depositor having the option of making or not making deposits, the
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banker-depositor relationship is nevertheless contractual. But these
are not the kind of Contract Savings under consideration here. Nor
are forced savinas schemes (such as Provident Fund contributions)

the kind of Contract Savings scheme as s being proposed here,

For this proposal, Contract Savinqgs can be described as a distinct
banking service involving depository accounts of individuals where
the denositor agrees to make deposits, but to make nn withdrawals,
over a specific.period of time 6f specific sums of money at peri-

odic

intervals’say, weekly, fortnightly, monthly, or quarterly,

until such time as 1

be

Coe

the deposit target in TAKA term has been reached as

agreed upon between the banker and the depositor;

the total number of agreed installments or deposits are complete;
and the

total length of time (say, 30 months) has elapsed.

'IXIX CONTRACT SAVINGS BENEFITS

4. From the saver's point of view the advantages in opening CS accounts

might include:

d.

b.

Psychological benefitss Many peopie desparately want to save but
lack the required will-power or personal discipline., Contract
savings schemes encourage and support the habituation of saving
(regular saving of money in a bank account) because they automati-
cally penalize failure to make installments and/or the making of
“late” installments by with-holding crediting of interest to the

accounts during the time period in which the installments become

dueo

Attractive fixed term interest rate schedule is applied to C.S.

accounts.
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ce The purpose (i.e."project") for which the CS account will be used
is negotiated with the banker and, therefore, must be in the
interest of both account holder and banker because otherwise
neither would enter the contract. Contract savings are not

"forced savings",

d. When extending loans, bankers generally favor their own term
depositors. Contract savings involve term accounts that are low

commitment and attractive to both sides,

Benefits to the banker are obvious. Contract Savings will increase

his loanable funds in the short and long run. Also, the banker can
reasonably expect to improve the quality of his customer lending barse.
Currently, customer bases of rural banks are extremely weak partly due
to the prevalling poor loan repayment situation, but also because of
the lack of promotion of customer friendly banking services and

accounts such ag Contract Savings,

Considerations for the nation in favor of Contract Savings include

the exploitatign of savings potentials in rural areas and the

prospects for involving more rural people in the formal financial
sector at the expense of informal sector money lenders. This need was
recognized in the Second Five Year Plan (1980-85) where it was observed
that "there are very few attractive savings instruments far collecting
small savings" and it was emphasized that commercial banks should
int.oduce attractive special deposit schemes. But perhaps most
important of all, is that Contract Savings can not help but encourage
and strengthen the habit of saving in the rural population.

. Paragraphs 4.10 and 4,51 of the Second 5 Year Plan pages IV-3
and IV-4,



IV TYPE OF CONTRACT SAVINGS RECOMMENDED

Te

8.

9.

This paper recommends the linking of Contract Savings with authorized
lines of credit for the Contract Saver. Eligjble individual village
residents would deposit a modest amount, say, Tk. 100 monthly **® into
C.S. accounts at particular participating rural bank branches. Such
deposits would continue for a period of, say, 30 months. In return,
upon meeting this target, the branch concerned would be obliged to
advance credit to the depositor to a maximum of 1.5 times the sum
accumulated in the depositor's account including interest. By the
CSACS original agreement such credit would be used for carrying out
gainful economic activities of types defined in the attachment to ACD
Circular No. 26/84 dated 9,12.1984 (annexure - 1). CS deposits would
attract interest as per rates applicable to fixed deposits. Current
fixed deposit rates are 12%“for three months and up to, but less than
six months; 13% far six months, but less than 1 year; 14% for 1 year,
but less than 2 years; 14.5% for 2 years, but less than three years; and

15% for three years and above, {(annexure - II)

The interest on credit lines linked to CS accounts would be set as per
rates prescribed for rural finance projects in ACD Circular No. 26/84
dated 9th December 1984, Those rates include one at 13% interest plus
a 3% service charge for short term ccop financing, and another at 12%

interest plus a 4% service charge for term financing.

Promotion of Contract Sawvings is not an entirely new concept for deposit .
mobilization in Bangladesh., The Dsposit Pension Scheme (DPS), a contract
savings scheme, has been in operation through the banking system since
1983, DPS is targeted towards individual savers with regular sources of
income who do not have the opportunity of being subscribers to an

*¢ According to the Bangladesh Bureau of Statistics the average
monthly savings of a rural household was Tk..88,51 in 1981-82,
In proposing a monthly deposit instalment of Tk. 100, a rise in
the income level of rural households from 1982 to 1986 has been
assumed, (Refer Table 14,24 Page 873 of the Statistical Year Book

of Bangladesh 1984-85).
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employers®' pension programme, or who want to supplement such pensions
with additional savings. The duration of DpS accounts is fairly long
(10 to 20 Years), and does not provide for meeting current credit
needs of the depositors, The DPS is, basically, an individually
financed social security system for the general public, In no way

does it address the depositor's need for interim credit. Nor does

it promote income raising activities by its membership.(annexure - III)

In contrast with DPS, the proposed CSACS is intended to combine within
on2 plan schemes for mobilizing smali savings from rurél people with

& scheme for meeting the credit needs and raising the income generation
potential of the depositors; and, in turn, raise their future savings

potential,

V  RATIONALE OF CSACS

11,

Creating specific bank deposit products to mobilize rural savings

has never been a8 priority of the banking system in Bangladesh. There
is not a single identifiahle depository banking product meant exclu-
sively for rural people. Rural branch managers have told RFP resear-
chers of the embarassment fhey face when they are asked questions by
the rural people such as "What special (or different) facilities do
you have to offer us for our money?" "Deposit accounts are same with
&ll branches., Tell us why should we deposit our money with your
branch?", It seems therefore, that there exists a need for a banking
product which can be marketed directly to rural People and which will
allow bankers more flexibility in meeting savings and credit needs of
rural pedple,
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On the credit side, also, rural bank branches have little to boast
about. Most programed lending by the banks in the past have met with
little success as measured by loan recovery. Large scale credit
distursements and subsequent loan recovery problems have overwhelmed

savings mobilizatinn efforts and undermined them to a large extent. Accor-

-dings to'various observes,cheap cunvessional rural credit refinancing

by the Banqgladesh Bank in the past has adversely affected the institu-
tional impetus to mobilize small savings from the rural areas. On the
other hand, in meeting the government's reo.irement for making numerous
credit disbursements in short time frames, more or less on a refular
basis, rural bank branches in general have not yet been able to build
up dependable customer bases made up of borrawers who reqularly deposit,
borrow and repay. CSACS is jntended to tackle these issues relating to

both depositing and lending on at least a limited scale.

This CSACS has been designed to mobilize small scale savings on an
installment basis. The targeted market is small and would be expected
to include small scale agriculturists, industrialists and businessmen.
As each savers deposit money into their CSACS accoints over time,
branch managers will be provided the opportunity to accurately appraise
their credit-worthiness, financial management competence and moral
character, Where deficient in any respect, bankers will have an oppor-
tunity to provide guidance to the account holders in the management of
their financial affairs. From the small scale operator's point of view,
CSACS accounts should be appealing. Their savings will be secure, and
will grow at maximum permissible rates of interest. Furthermore, even
though they are small scale operators, they can be confident of being
provided attractive credit services by banks which normally would

resist lending to them,

References:

i) Paragraph 94 page 62 'Domestic Resource Mobilization through
Financial Development' by Pradumna B. Rana of Asian Development
Bank; February 1984.

ii) Paragraph 26 'Rural Deposit Mobilization : An Alternative
Approach for Developing Rural Financial Markets'by Richard
L. Meyer (1985).

¢
111) "Do Rural Financial Savings Matter?'by Dale W. Adam's 1984,
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14. From the Community's point of view, CSACS accourits will mean .that
more locally generated funds will be invested locally in‘economtéally
~roductive activities or capital. This is so because Contract Savinqgs
account linked credit must be used for purposes agreeable to both
banker and account holder which will almost invariably be local

purposes,

VI MINIMIZING DUPLICATION & OVERLAPING

15. The success of a CSACS will partly depend upon minimizing.duplication
and overlap with existing savings schemes. Government acceptance of
CSACS will be enhanced if it does not draw current or prospective
customers away from other schemes, With this in mind, the following
policies and requlations may need to be observed 3

i. If the CSACS achieves its objective of targetting exclusively on
the poorer half of the rural Bangladesh cd;hunity, then there is
little need to worry about duplication or overlapping with other
savings or credit schemes. Thig is because no successful savings
schemes aimed at the rural poor have been designed or implemedted,
and the only credit programs designed for them have been of the
SACP short term crop production type. Differences between the long-
term, retirement oriented DPS and the medium term CSACS have
already been noted (Paras 9 + 10, above), Actually,‘it is not
expected that CSACS will be attractive to any one in a position to
make relatively large deposits at any point in time, If one can
afford to deposit Tk. 3,000/~ at one time at one fixed rate there
can be no logical reason for depositing it in 30 equal installments
at periodically declining fixed rates. Nevertheless,'money is
fungible and if it can be diverted from its intended purposes by
corrupt forces in rural Bangladesh, it will be.,’ Therefore, extreme
vigilance will need to be observed in making sure that the rural
poar for whom CSACS is designed actually become the beneficiaries,

. See " The Net ", BARC, Dhaka, 1983
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Promotion of CSACS accounts should not be at the expense of

other savings and investment accounts held by clients unless, of
course, the CSACS accounts serve the same interest of the clients
more effectively. Bankers should receive training in customer
account portfolio planning and management, If necessary, bankers
could control misguided transfer of funds by clients between
banks and from account to account by rejecting transfer checks or

other transfer instruments.,

During the introduction phase of the CSACs scheme, there is the
possibility that branch banks might give all their attention to
this scheme for promoting savings mobilizatlon. If it is feared
that CSACS accounts might prove too popular, a directive could be
issued limiting the number of such accounts each bank branch would
be allowed to open,to say,15 per month,initially. This limitation
could be treated as an experimental variable in the course of
introducing a CSACS. Such a directive could remain in effect until
the longer range potential of the scheme could be estihated; and,
incidentally, faults in the scheme, if any, could be detected and
corrected. The directive should be cancelled when no longer useful

or needed,

On the other hand, some branch staff may not be motivated to
promote a new savings mobilization scheme. To guarantee adequate
motivation of all branch level staff qualified to "gell" savings
instruments some form of honorarium should bhe provided. One type
of honorarium for consideration is granting to individual account
initiators Tk. 20 for each account which remains open and paid up
for six months,and an additional Tk. 10 per each account which
survives to maturity. This wili ;ncourage account officers to get
close to and follow "their own" customers. As in the case of
limiting the number of accounts to be opened by branches per month,

this honararium should be treated as an experimental varjiable

during the introductory stage of a CSACSs,
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As clearly implied in the foregoing paragraphs, the introductory
stage of a CSACS should be closely monitored and experimentally
controlled. Two control variables have already been identified In
Paras 111 and iv, above. The selection of participating bank
branches should also be controlled. Because a major CSACS
objective is serving the savings and production credit needs of
small scale rural producers of all kinds whom banksg normally
look upon as non-viable customers, selection of branches should
be limited to more remotély located, truly rural ones. Specific
controls to achieve this objective are suggested in Paras 36

(a through d) and 37 (a through f). Also, consideration should
be given to introducing CSACS accounts exclusively through bank
branches in which RFP (successar to RFEP) lending 1s still going

on successfully,

Equitable distribution of CSACS accounts within rural communities
is an important objective of this program. To assure this, it may
be necessary to limit the number of CSACS accounts any single
family or household may open. The tendency of village power elites
to gain control of financial programs designed to serve the poor
must be forestalled. A limit of one CSACS account per household is
suqgested at least at the inception stage of the scheme,

No person with one ormore loan accounts in arrears should be

2" lowed to open a CSACS account, If possible, persons with past
histories of loan repayment delinquency should be denied access
to the CSACS (or any other credit for that matter) until they are
able to provide adequate evidence of their reformation. However,
persons should not be denied access to a CSACS if other accounts
they hold (a) have been maintained in good standing and (b) such
other accounts are not similar in design and purpose to a CSACS
accourite For example, a person should be allowed to hold both a
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CSACS near~term account (30 montlis) and an RFP short~term
production loan account, simultaneously. Being a CSACS account
holder certainly should not 1imit one's access to, say, a
seasonal crop loan or to access to a retirement pension scheme

account if the person is able to meet his payment obligations.

Vi1 CSACS MANAGEMENT AND ORGANIZATION

16.

There is a need at national and at regional bank office levels for
official oversight, promotion and coordination specifically for rural
banking sector savings and credit programs. The chance of success of a
CSACS, or any other innovative rural banking sector program, would be
greatly enhanced if such formal recognition could be accorded to them,
A sub-committee on Rural Bank Savings and Credit Programs (RBSCP) might
be established under the auspices nf the Bangladesh Bank or the National
Savings Committee, for example. Such a committee would be ideal as a
Steering Committgee. to, provide sponsorship and on-going back-up support
to operations of the proposed CSACS. Wherever located, some such
Steering Committee for the introduction and monitoring of CSACs
type programsneeds to be established even if only as constituted by a
group of GMs of Rural Credit Departments of participating banking
components including Bangladesh Bank ACD, ICD and RCPD representation,

Then, again, the success of specialized programs 1ike CSACS call for
speclalized project oriented leadership and coordination at the fleld
level. Such project coordination should be provided by Special Program
Coordinators (SPCs) located in regional or district offices of the
participating banking companies. More detail on the responsibilities of
the Steering Committee and these SPCs is included in section SUGGESTED
GUIDELINES FOR CSACS PILOT PROJECT, below, under "Administration and
Coordination:of CSACS", Paragraph 47.
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It is assumed that the Rural Credit Departments in the head offices

of particlpating banks will have final operational and administrative
responsibility for a CSACS as they do for other speclial credit programs.
However, CSACS is as much a savings program as it is a credit program,
and it will be important for the banks to assure that the savings
aspect be given its due attention by establishing some form of liaison
facility between Rural Credit and Savings Mobilization offices within

each bank's headquarters,

Other than the modest organlzational support facilities, suggested at
Paragraphs 16, 17 & 18, a CSACS can readily be operated under existing
manpower and physical facilities of the rural banking system. In short,
the only additional inputs suggested, herein, are to be recommended
whether or not a CSACS were being introduced. All special rural
savings and credit programs would be enhanced by the suggested organi..

zational modifications,

VIII ECONOMICS OF THE CONTRACT SAVINGS -AND CREDIT SCHEME

20.

Basically, the economics of the scheme in terms of costs versus benefits
to the society will be measured in terms of lncrease or decrease in
deposits mobilized and interest income earned on loans. The average

cost to the benk of money deposited by CSACS account holders will be
about 7.87% while the interest on CSACS loans will be at a gross effect-
ive rate of return of at least 14.2% (15% plus,depending on duration)
including service charges. If administrative costs can be contained
within 3-4%, | the remaining spread will be between 3% and S%. This
should be achievable given proper management of the scheme by promoters,
regional coordinators and dedicated bank branch level management and

staff.

The ratios of other expenses (all expenses other than interest
expense) per year to earning assets over the years 1981, 1982,
1983 and 1984 for BKB and NCBs were as follows: BKB 2.4%, Sonall
2.1%, Janata 2,7¥%, Agrani 3%, .and Rupali 3,3%,



21.

22,

-52 -

Exceptional start-up costs will include expenses for training,
marketing, promotion, and preparation of necessary forms and accoun-
ting materials including legal assistance. On-going costs will relate
primarily to effective supervision of loanees by branch personnel, and
accurate financial accounting and scheme monitoring which are narmal
banking tasks. Even CSACS regional project coordinators should be
available within the ranks of underutilized middle management cadres

employed by the scheduled banks, today,

It is not considered.possible to realistically estimate overall costs
of either the start-up or early operatlional phase of the scheme (other
than the cost of funds). However, dependable estimation of operational
costs of the CSACS 1s expected to emerge out of the pilot study and
should be avallable to the authorities for their use in deciding
whether or not to introduce CSACS as a national banking program.

IX SOURCES OF FINANCING CSACS CREDITS

23,

24,

When fully operational it is anticipated that the CSACS will be as
self-financing as any credit scheme designed for the rural poor. It

may be that it cannot ever be profitable in the Copventional sense,but,
like Grameen Bank, Swanirvar, or the RFEP it may at least be able to
transfer knowledge, discipline and good financial management habits
required for people to become commercially bankable customers. In the
meantime, CSACS will actually get "project" financing to the rural

poar through the scheduled banking system, a feat which no other scheme
has been able to accomplish with any significant success, to date.

Three sources of funts may need to be accessed,

a, CSACS deposits. These will, of course, rapidly become the major
source of funding. But, especially with first-time bank customers,

there will be failures, unanticlpated obstacles, and action plan
adjustments to be made. Nevertheless, a positive gross margin can
be expected from early-on. The Major task for participating banks
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will be reducino administrative costs and containing external

ones such as taxes, levies, reserve requirements, and so far th,

Support funding from Head Office sources or transfer of idle

funds from surplus operating arecas and branches te deficlt oneg,

as is done normally.

If necessary, concessionary refinancing specifically for the

CSACS through a special BB credit facility. This would be used
only to defray individual bank CSACS related deficits, If ag

time passes the scheme is otherwise successful but continues to be
dependent upon heavy Head Office and/or BB concessionary funding,
policy level decislons would need to be taken as to whether to
eliminate all but BKB (a DFI1) participation, or to abandon the
scheme entirely. The maln reason for initiating this scheme on a
pllot project basis is in order to develop optimal procedures and
facilities before embarking on a nationwide programe Actually, it
is be]ieved-startwup funding requirements wi{l be quite modest.
But they may be uneven in timing and in the quality of 1nd1vjdbal
branch bank performance, In the aggregate the scheme will approach
self-sufficiency early, although there will bhe some branch banks
which will have more difficulty achieving viability than others,

ESTIMATED FINANCIAL SCOFE OF CSACS WHEN FULLY CPERATICONAL

25.

While it is proposed to inttiate CSACS on a Pilot Study or experimentat

basis, an estimate of its overall potential for savings mobilization

and credlt extension is in order. Thege estimtes are based on certain

explicit assumptions and will be as reliable as these assumptions are

realistic. The purpose of the pilot study approach is to determine the

reality of the assumptions.
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It is assumed that up to one half of the number of rural bank
branches could eventually participate in the CSACS; that would be
about 1650 RBBs after disqualification of highly urbanized rural
branches posseésing large-scale deposit portfolios. The average RBA
total deposit portfolio is nearly Tk. 5 million. The average for
CSACS RBBs is not expected to exceed Tk. 3 million in total deposits.

It is purely a "guestimate" that the average number of CSACS accounts
per RBB will be one hundred. This is merely the number prescribed jor
the pilot phase and it may or may not be a good guess for the long run,
The pilot phose limitation is imposed in order not to let CSACS

introductory operations overwhelm the banks.

The pilot phase may or may not support the decision to set the monthly
individual account holder deposit level at Tk. 100 and the number of
installments at thirty (30) However, for the present these are the
guidelines upon which RFP consultants are basing a projection of full
scale CSACS operation and are prescribing for the pilot phase.

If successful, the CSACS can be expected to become a dominant factor
in rural fixed-deposit mobilization. There are no published statistical
data that disaggregate fixed vs. current deposit accounts by rural vs,.
urban depository facility. However, it is the "common wisdom™ that
fixed deposits are almost exclusively an urban and, at best, rural
elite phenomenon. It is anticipated that the CSACS focus on remote
rural bank branches with deposit portfolios not exceeding Tk. 3 million,
will cast the Scheme in a pioneering role in the communities where it

will be intrcduced as far as mobilization of fixed deposits 1s concerned.

The deposit protfolio of the average RBB in 1985 was Tk. 4.86
million.
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Thus, it is foreseen that an average RBB may be able to mobilize

Tke 120,000 in one year (Tk. 100 x 12 x 100 accts) and Tk. 300,000

in 30 months (2.5 x Tx. 120,000). With 1650 RBBs achieving this level
of operation, nearly Tk. 50 Cr. of deposits would be added to rural
bank savings which stood at Tx. 1615 Cr. for all RBisand all categories
of deposits as of 30 June, 1985 % That would be about 3.0 percent of
all categories of rural deposits and probably a much highér (at least

15%) propartion of RBB fixed deposits,

The cost to an individual RBB of generating a basic 100 CSACS depoeit
portfolio (worth Tk. 300,000 in principal) will be at a rate of 7.87
percent per year, the gross expenditure at fixed interest rateg over
30 months being Tk, 59,000 (annexure - 4y) divided by two and half
years (2.5) yields Tk, 23,600 at 7.87% per annum,

It is assumed that RBBs will be able ‘to lend out locally the Tk. 300,000
proceeds at the prevailing interest rate which presently stands at 16%
(14.2% gross effective rate of return equivalent estimated at annexure
iv) including service charges. Assuming CSACS loans will be scaled at
1.5 times the amount of the individual csacs deposit including fixed
interest earnings at maturity, it is expected that the most common loan

will be in the amount of Tk. 5385 (Tk. 3000 + 590 x 1.5 = 5385).

RBB earnings on CSACS project type loans will, of course, vary
depending on their duration and repayment schedules, Some probable
common earning schedules are get out below, In all examples the gross
effective interest (14.2%) is compounded monthly; Tk. 5385, is the

principal amount, and repayment intervals are equal 3

. The Schedule Banks Statistics, Bangladesh Bank, April - June 1985
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Expected vields at varying repayment schedules
(per CSACS account)

Duration of Interest Gross yleld Total Yield per
Loan Repayments amount Percent Return _Arinum
(Mos/Yrs) (No.) (Tx.) % (P + 1) %
6 Mos 1 394 7431 5779 14.62
1 Yr 1 816 15.16 6201 15.16
2 Yrs 1 1786 33.20 7171 16,60
3 Yrs 1 2891 53.70 8276 17,90
3 Yrs 2 2420 44,90 7805 14.98
3 Yrs 3 2489 46,20 7875 15.40
2,5 Yrs q° 2007 37.30 7392 14.90
Avem 2,143 Yrs AV,= ;E;; . Avem 33,96 Av.= 15,85

® 1st payment at 12 months, thereafter, every 6 months.

Assuming 15.85 percent per annum as the probable average yield, then,
an RBB could expect an annual yield of up to Tk. 853,52 per
CSACS loan, or Tk. 85,352 for the 100 loans assuming a 100% recovery.

These earnings may be compared with anualized costs of raising the

CSACS funds ns under @

7.87% Interest Cost
+ 3,13% Administrative Cost

11.00% Total Cost

Thus the annualized cost of generating Tk, 5385 at 11% compounded
monthly equals Tk. 632.41 or Tk. 63,241 per 100 such loan funds and
the net yield to an RBB would be Tk. 221.11 per loan which in
ppercentage terms equals 4.1% on each loan. The net qain for 1650 RBBs
would be Tk. 3,64,83,150 (3,65 crore). The projected interest gain in
one year added to the annual principal gain (Tk. 19.8 cr.) equals
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Tke 23445 cr. which is 1.45 percent of total RBB deposits as of
June 1985, When the first full wave of CSACS accounts have matured
and been loaned out and returned,the total revenue will approximate

584625 crore or 3.6% of RBB deposits as at June 1985,

35. CSACS profitability estimates per loan account under varying assump-
tions relating to disbursements and repayment's have been presented
in annexure v, The Scenarios indicate that individual CSAC3
accounts will have positive net earnings. The average rate of return
on loans disbursed annually will be within historical ranges experi..
enced by BKB and the NCBs, and they may perform even better.

XI SUGGESTED POLICY GUIDELINES FOR CSACS PILOT PROJECT

36. Selection of Branches

a, All scheduled banks with significant rural commercial banking
operations should be invited to participate. This will include
BKB, the NCBs and hopefully some private banks.,

b. To assure that the Pilot project focuses on the most rural sector

of the economy certain arbitrary selection criteria should be

observed

i. Upazila level branches should be excluded.

il. Branches with deposit portfolios in excess of Tke 3 million

as of project start-up date may also be excluded,

iii. Branches located on major transportation routes or in large

scale permanent Bazaars should be avolded,

Ce Each participating bank is encouraged to identify initially only
8 but later at least 100 but not more than 200 branches. Each

bank-is to assure that all four regions of the country are

fuliy represented,
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To whatever degree possible self-selection by branch bank
managers should be encouraged, In the first instance, an
attractive brochure describing the CSACS should be distributed
to qualified branch managers. Interested managers would be able
to identify themselves by requesting further information or even
by filling in an application, Group briefing/training sessions
would be arranged subsequently at region level bank offices and/

or perhaps at BB zonal offices,

37. Selection of Prospective CSACS Account Holders

b.

Ce

Until the Project is running smoothly no more than 100 CSACS
&ccounts should be opened per bank branch and the se should be
opened only at a rate not to exceed fifteen accounts per month,

Again, given strict adherence to certain basic selection criteria,
self-selection should be encouraged. To draw the attention of the
poarest of the poor, and usually illiterate persons, the most
effective mode of communication will be by word-of-mouth campaigns
initiated by bank field staff, elementary school teachers, public
health and other kinds of rural welfare workers, etc,

The target customer base for the CSACS should be constituted as

follows 3
i. Essentially landless agriculturalists 10% to 20%
ii. Owners and/or tenants of up to, but not more

than twe (2) acres of land 20% to 30%
iii, Village store and eatery owner /operators 10% to 15%
ive Traditional village craftsmen 5% to 10%
Ve Employed village women, female household heads 10% to 15%
vi. Salaried professionals & skilled workers 5% to 10%

vii. Informal sector financial intermediaries,

traders, etc. 5% to 10%
viii. Daily wage laborers - peons, chokidars,

rickshaw pullers, brick crushers, etc, 10% to 15%
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d, Persons to be excluded include:

1. Those with annual incomes in excess of Tk, 25,000 /=,

11. Persons with currently overdue loans or histories of poor

loan repayment,

iii. Persons holding governmental positions in the community, or
directorships in banks or other local financial institutiens.

iv. Persons in possession of bther CSACS accounts.

Ve Persons under 18 years of age&undi‘:charged insolvents,

All applicants will be expected to =ign a declaration signifying
their freedom from any of the disqualifications mentioned herein,
This will be subject to routine verification by the branch

management like any other credit program.

€. Only one person per family/household is eligible for CSACS
participation. A family comprises persons who live together and

take their meals from the same kitchen.

f, Initially, no joint or group accounts will be allowed under the
CSACS, Nor will individuals be allowed to open more than a
single CSACS account at one time.
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Opening of CSACS Accounts

Do

b.

Interested persons should be provided with application farms

and information con:erning eligibility. Applications shruld be

in writing addressed to a branch bank manager in the command area
where the applicant is resident. Bank staff should assist appli-
cants in filling out application forms. The application form must
provide full identification of the applicant (name, current and
permanent addresses, occupation, father's name, etc,) Additionally,
it should 1list all places the applicant has becen a resident since
coming of age. It should 1ist any other bank accounts, present or
past, of the applicant. Finally, the application should describe
the size, composition, dependency structure, sources of income and

the capital assets of fhe npplicant's houschold,

Applicants muét reach an agreement in principle with tne branch
manager regarding the general purpose to which any CSACS loan will
be put. The general purpase must he an economically productive one.
A 1list of eligible types of loan purposes js maintained by the
Bangladesh Central Hank. Thls general agreecment shall be documented
in the original CSACS application, It can only be changed with the
mutual agreement of the applicant and the branch manager. And, as
1s normally the case, before any loan will he actually sanctioned,
the CSACS account holder will have provided to the Branch Manager
an acceptable production plan Including approprlate feasibility
analysis. Account holders should bLe encouraged and assisted in
preparation of such production plans during the 30 months
depository period in order that they shall be ready to act when
they become ellgible for the CSACS loian. Types of projects may
include new production, plant expanslons, replacement and repalrs,

etc,
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CSACS Monthly Deposit Installments

be

Ce

d.

Q.

f.

Preliminary estinates of ther viability of a csacs have been
posited upon monthly installments of Tk. 100/~ per daccount holder,
Unless or unt{l experience indicatesg that this instalment amount

is mare or less than optimal, it should remain in effect,

In order to maximize banker CSACS customer contdcts, all install-

ments should be paid in person at the bank branch,

Installments will be due during the first week of each month and
must be paid by then in order that interest ghall be earned for

the month involved,

In tase a depositor fails to mike a monthly deposit, he/she may
double up the deposit for the following month, Nevertheless, a
penalty will bhe applied, namely, cvery month of delay in payment
sh&1ll be matched by a month's delay in becoming eligible for
CSACS 1loan sanctioning following completion of the 30 month
depository period.

Depositors may make advance payments into their accounts, say,
of Tk. 25 per week. However, such deposits will earn interest at
the rate applicable faor the month in which these advance payments

are actually due.

All CSACS account holders shall be provided with special CSACs
Deposit Passhooks and (later) with csacs Credit Passbooks in which
all CSACS transacbiens shall be recorded. These Passbooks will be
in addition to any other passhonks that may be required by the
banking system.

Closure and Reallocation 0f CSACS Accounts

ad.

CSACS accounts will stand closed when a depositor fails to make
an installment into his account over a peridd of three (3)

consecutive months,
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In cases of CSACS account closures, fresh accounts may be opened
in the name of the next person on the CSACS waiting list. Inso-
far as account openings will be restricted to only four per
month, walting lists are definitely a possibility, The original
allotee may be listed agaln at the bottom of the waiting list
unless he has been disqualified for reasons other than having

falled to meet the installment gchedule.

Closed account depositcrs will be eligible for refunds nf
principal along with interest reduced by 2% reflecting early
withdrawal penalty.

Transfer of Accounts

Ae

Branth bank managers shall have the right but not the obligation

to refuse transfers of actlve CSACS accounts into or out of their

branchers,

Sanction and Disbursement of Loans under CSACS

Managers of all partlclpating bank branches shall be empowered

to sanction CSACS loans,

Branch managers and loan officers shall closely follow new

loanees and quide them in improving their credit worthiness.

Loans should be disbirsed, as far as possible, in kind or in

payment of third party receivables rather than in the form of

A,
b.
Ce
cash transfers,
Loan Repayment
Qe

Generally, in the case of crop loaris and other shart term loans
where the borrower receives full compensation for the product of
his investment at one time, loan repayment should be in lump sum
form. If, of course, it 1s possible for such borrowers to strategi-

cally market their product over a period of time in order to take
advantage of price trends, instalment repayment should be permitted,
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and usuaily encouragerl, Bank managers should encourage good
marketing management on the part of their clients, In case of
longer term loans, repayment by instalment will be common but
q"ratioh of loans and number of instalments should always be
carefully planned so as to be ag economic ng possible to both

partles,

The loan 1imit of the CSACS account holder is to be trcated like
a line of credit. Once a loan is fully repaid with interest, and
on time, the account holder becomes automatically eligible for
another loan up to the amount of his original limit, and, of
course, negotiable beyond that 1limit depending upon how success-
fully he has mannged his first CSACS loan in the opinion of the

sanctioning branch bank manager.

Loan repayments will be accomplished with "pay-in-slips" to be
issued by the branch banks. All transactions will be recorded in
the CSACS Credit Passhbooks as mentioned previously.

Every precaution is to be taken to prevent CSACS loanees from
opening new loan accounts at any bank as long as “is/her CSACS
loan remains outstanding. Exceptions may be made where CSACS
loans are mid or long term while the additional desired loan ig

a very short term loan calling for immediate lump sum repayment,

Security

be

Crops, land, capital equipment, and any other assets financed by
the bank shall remain mortgaged to the bank as security until

loans are fully repaid.

Notarized personal quarantees of repayment shall be obtained

from all CSACS loan applicahts prior to loan sanctioning.
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CSACS loan applicants shall obtain from reputable peer group
members signed personal quarantees of repayment on their behalf
in case of their default for whatever reason. At least two such
guarantees shall be submitted to the lending bank branch in each
case, Such guarantors should be from the same village but not

from the same household as the loaree,

Loanees miy be required to deposit with the bank branch land
receipts, original homestead deeds, mutation certificates, rent
payment receipts, and such other valuable instruments as may be
available and appropriate for the purpose of assuring security of

the loan.

CSACS Account Holder Funds Managememt Controls

Qe

b.

Ce

Early witndrawal from a CSACS depository account shall automati-

cally terminate the account. There is also an early withdrawal
penalty (see Para 41.c).

CSACS account holder project financing shall be provided propor-
tionately from his accrued Contract Savings fund and from the loan
fund/credit line obligated by the bank branch at up to 1.5 times

the accrued contract savings.

If the agreed upon project requires less financing than is
available in the combined depository and loan accounts, the
amount of financing that is needed shouid be drawn from each
account proportionally thereby providing to the account holder
some balance in both his deposit and his credit-line accounts. As
soon as financially in a position to do so, such account holders
should be encouraged to begin building up their CSACS accounts

again for financing of new projectse.
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de

b.

Normal accounting procedures and ‘standards prescribed for
scheduled banks should be followed. Any accounting reforms which
may be promulgated in the future by the government or by the
Baanadesh Bank should be adopted by banks participating in the
€SACS, |

CSACS accounts should be recorded in indépendent ledgers at the
branch bank level, Cross referencing Letween a CSACS participant's
depository account and his/her loan account should be made as'
simple as possible, perhaps by maintaining individual records on

opposing pages in the same ledger.

‘Administration and Coordination of CSACS

be

Coe

CSACS Regional Bank Office Coordinators (normally they éhould be
the Regional heads) shall be assigned by each partiéipating
banking corporafion. Thelr main responsibilities shall.include
monitoring branch bank level CSACS performance and coordinating

the recording and reporting of the same,

Brief quantitative/statistical operations reports shall be
submitted by each'bank branch to their respective regional office
coordinators on a monthly basis, The regional offices shall
consolidated these data and submit results to the Rural Credit
Departments at their Head Offices.

Detailed CSACS operations reports covering numbers and types of
accounts opened, volume of transactions, status of loan disburse-
ments and repayments, interest earnings and expenditures, adminis-
trative costs, and promotional and marketing activities shall be
submitted to Bank Head Offices and to concerned sponsor ing agencies
on a quarterly bisis by the regionally based CSACS Coordinatorse.
These reports should identify and describe problems being
encountered and recommend golutions to the committee identified

- in the following item,
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d. Finally, there should bhe established a Nationial CSACS Steering
Committee to oWersre cstabliahment and operation of the Scheme
and to respond to quarterly reports submitted by the CSACS

Regional Coordinators.

Note : Success of CSACS will depend on intensive superQision of
accounts by branch personnel, These accounts offer unique
scope for the branches to promote thrift and improve the
economic well-being of the account holders through parti-
clpation In bank savings and credit programs, Branch
managers should assume personal responsibillity for success
of the program by getting close to new~to-banking CSACS
account holders and guiding them in thedevelopmentof
good hanagement of their financial affairs,

48, CSACS can be introduced and sponsored by the Bangladesh Central Bank
although it could beintroduced hy one or more banks independently
if sanctioned by the Central Bank. RFP consultants recommend the
farmer, and that the BB seriously consider establishment of A new
department which would be exclusively responsible for all matters
related to savings and investment resources mobilization. CSACS would
be an appropriate project to be undertaken by such new department,
That department could look to an integrated external advisory committee
such as the National Savings Committee for policy guidelines and

review,

49. As no such operational base for savings mobilization presently exists
in the BB (or any of the banks, for that matter) it seems that the

best approach would be the creation of an inter departmental technical
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and operational unit within the BB to introduce and supervise imple-
mentation of CSACS., Such a unit must include both agricultural and
industrial project fdnancing expertise which must take the lead
during a pilot phase of CSACS program introduction. The BB departments
of Agricultural Credit, Industrial Credit, and Research are suggested
as most promising participants for the savings mobilization technical

unit mentioned above. The unit chief should be drawn from the Research
component.

XIX TRAINING AND IMPLEMENTATION

50.

51,

No extra manpower 1is required for implementation of the scheme at the
branch bank level. Since the fundamental objectives of bank branches
are to receive deposits and make loans, the CSACS should create no
additional responsibility. The only difference under CSACS 1is the
introduction of systematic performance controls for both the depositor
and the bank branch, and the integrating of savings and borrowing

operations at the level of the individual customer,

Participating bank branch managers and loan officers should be
provided intensive training in areas and topics of the following

nature

4. Purpose and value of the CSACS

'b. E}igibility requirements Gf CSACS depositors/borrowers

c. Execution of CSACS contracts and other forms
d. CSACS promotion and marketing techniques

e. CSAC. accounting and.reporting.
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XIIT SUMMARY AND RECOMMENDATIONS

52, This CSACS proposal is designed as an experimental action plan; a
pilot project. Although depencent upon the correctness of several
assunptions, the Scheme shows accentable levels of operational and
financial feasibility as a pragmatic method far mobilizing small
savings and making project type term loans in rural areas among the
rural poor. CSACS terms of financial intermediation compare well with
those of other current depository banking schemes. Intentionally
lending to individuals who are also depositors is based on simple and
gound banking principles. The scheme has been designed as far as possi-
ble to avoid overlapping and duplication with existing depository
banking schemes, and to maintain its focus on a special target group,
namely, the rural poor who are in a position to make monthly deposits
over a 30 month period; and who car. conceive and implement modest
productive projects to be financed by a combination of their ccntract

savings and their bank's related loan obligation.

53, Key assumptions include:

a) The rural poor do, in fact, possess the requisite savings potential,
that is, the capability of depositing Tk. 100 each month over a
30 month period.

- Approximately 10% of all rural bank savings accounts fall in
the range of Tk. 3,000 to Tk. 10,000 today. Another 35% fall
in the range of Tk. 1,000 up to Tke. 3,000 some of whose owners
might be able to participate in CSACS. Therefore, even if the
52 plus percent of rural people who are only able to maintain
accounts of under Tk. 1,000 are eliminated, there appears to
remain a sizeable base that may be able to participate in CSACS
without including the less than two percent of the rural

populace who own accounts in all ranges Tk. 10,000 and above.
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b)  Remote rural bank branch depositors (current and prospective) will
be able to conceive and implement bankable income producing
projects of a scale that can be financed with funds amounting
to approximately Tk. 8,500/~ 9,000,

= It is believed this is possible, however, advisory assistance .
by loan officers and technical assistance from other public

¢) Truly rural NCB and BKB bank branches can be recruited for
cooperation in the initia) project which possess sufficient
organizational and staff capability to introduce and manage a
new program like-CSACS,

~ A subsidiary assumption s that the BB can and will exert any
needed encouragement to assure the requisite level of cooper-
ation. 7

d) It will, indeed, be possible to prevent corruption of CSACS in
the sense that the rural elite will not be permitted to usurp
from the rural poor opportunities for participatien,

The purpose of the pilot project is to test these assumptions and
make adjustments where necessary, ’

It 1s recommended that forty rural bank hranches participate in the
initial pilot phase introduction of CSACS, Each bank (BKB and 4 NCBs)
should choose two branches from each of four "old" districts tu be
selected purposively by CSACS Project management, Tbe four major rurai
regions of the country should be represented by the districts that are
represented. Thus, there would be forty (40) rural branches in the
initial pilot study; ten (10) in each of four (4) %old® districts. The
purpose of thig initial‘concentration is to permit optimal conditions
for monitaring, dssisting and adjusting the CsAcs in its early stages,
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55. When it is evident that the Contract Savings aspect of the program
is adjusted and under control, say, after 1% to 2 years, the pilot
project should be expanded to 200 branches of each of the five
participating banks along the lines suggested in paragraph 36. Private
banks should be invited to participate in this expansion.

56. Any further expansion should be postponed until the first forty
accounts are well into their loan programs and related project imple-
mentation. Then the dimensions of ‘expansion should follow quidelines

set by the earlier expansion mentioned in Para 53, above,

57. 1In the absence of any provision for savings mobilization in the orga-
nization or operatiocnal planning of the sangladesh Central Bank, it is
recommended that introduction of CSACS be assigned Jjointly to the BB
Agricultural Credit, Industrial Credit, and Research departments to be
administered by a joint technical unit under the direction of an appro-
priately trained and experien;ed project manager selected from the
Research Department. Of course, should a Savings Mobilization Depart-
ment ever be establisned in the BB as recommended elsewhere by the RFP
manager that ie where responsibility for implementation of CSACS
belongse.
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coby ANNEXURE - 1
TELEGRAM BANGLADESH BANK AGRICULTURAL CREDIT
Y BANGLABANK ¢ HEAD OFFICE DEPARTMENT
POST BOX NO. 325
DHAKA
ACD CIRCULAR NO. 26/84 DATED THE 9TH DECEMBER, 1984

The Managing Director
Sonali/Janata/Agrani/Rupali/

Puball Bank Ltd./Bangladesh Krishi Bank,
Head Office,

Dhaka

Dear Sir,

EXPANSION OF OUTLETS FOR FINANCING OF TARGET
GROUPS UNDER RURAL FINANCE PROJECT

Please refer to our Circular Letter No. ACD(RFP)407/29/83-71 dated
the 24th March, 1983, It may kindly be recalled that five rates of interest
viz, 12%, 18%, 24%, 30% and 36% on loans for on and off-farm activities of
the disadvantageous group were experimented under RFEP to develop a viable
rural financilal system, Based on the findings, we subsequently took up Rural
Finance Project covering general agricultural lending. The banks were, however,
advised to continue credit operation of RFEP through their existing outlets
to the target groups of people in project areas at 18% interest per annum vide
our circular letter under reference. In partial amendment of the above arrange-
ment, 1t has since been decided that -

a, All the participating banks will expand thelr area of operation to cover
the target groups in other areas also by lending through all of their. branches,
For financing the target groups bank branches should follow the same criteria
and guidelines as followed under the RFP(definition of the target group is
attached),

be  The bank will apply a uniform-rate of 13% interest and 3% service charge
(or 12% interest and 4% service char e which ever is applicable). Banks will
also apply penal interest at a flat rate of 6% per annum on all overdues,

€. Refinances will be admissible to the extent of 80% at an interest rate
of B.5% per annum, if banks face liquidity problem. This facllity of higher
rate of refinance will be provided for financing the target group only,

d. The above modifications will come into force from the 1st January, 1985.

You are, therefore, requested to i1ssue necessary instructions to your

branches in this regard under advice to us,
Yours faithfully,

Se /-
vialn anmed)
(Kamal 4 OFFICER = EaT.0
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TARGET GRQUP DEFINITICN

Target group definition will be determined on the basis of the following

criteria

1.

2.

3.

4.

Rural Dwellers of 18 years of age or older (male ar female)
having permanent residence in the area,

Land ownership:' (a) not mare thar 2.0 acres of cultivated land,
excluding homestead, '

(b) Landless are eligible,

Income — Annual gross cash income from all sources does not
exceed Tk. 6,000 before loan ig made,

Barrower has no outstanding loan with any lending institution,

Jnstructions related to target group definition:

1.

3.

Only one person may borrow from each "eccnomically separate
household®”, An "economically separate household" means a household
with the members living together and having their meals from a
common kitchen,

Loans may be made far :=

(a) Crop production (for food, oil, pulses, vecetable crops, jute,
sugarcane, tobacco, cotton, etc).

(b) Other agricultural production (for livestock, poultry, duck
raising, fish production, mild cow, fattening cattle, goat
rearing, etc,)

(c) Non-agricultural activities (for material and equipment far
cottace industry such as basket ar mat making, cloth weaving,
fishnet making, pottery productiocn, blacksmith, carpentary,
tailoring; for food processing such as oil processing (Ghani)
Paddy husking, fish drying etc.; for transpartation including
bullock carts or boats etc.

Special considerations related to Joint families — A Joint family,
in the social sense, may includé mare than one economically separate
household. In this context, an economically separate household may
be identified by one ar more of the following criteria:

(3a) The landed and other property of the socially joint family is
divided among the family members; this division of property may
or may not be registered but is well demarcated within the
family. ’

(b) The Fesponsibility far work, expenses and income are separate.
(c) Cooking is separate.
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{ Fer cenz 2 ammm!
|r Deceaber, '71 : July, ‘74 to april,*76 to }’ Hay,'77 to : October 16, '80 } Fro- Januzsv
j to June, '74 § March,'76 April, '77 j October 13,80 j to December, ‘86 j 135 onwards
A 2K TS 5.00 upto June 20,°'74 11.03 vpto Sepe. 15, 185
. 18.00 from June 21'L'7'o 8.00 8.00 8.00 0.9 {11_25 frez Sept. 1%, 185
B Scheduled Banks' Interest
Ratea on Deposits
a) Call Depoxits - - - - 8,90 0ct. 16,80 -
to Dec.1, *82
V) Special Motice accountste - - - - b0 A%
1) vitharawsble at notice
of 7 to N days 3.00 h.0O - %.00 4,00 - -
14) Tithéramable at notice -
. of 30 days or over 3,25 4,25 8.2% 4,25 - -
r.
¢) Savings bank accounts with 6.00 upta July, '77 SB.:) D
chegquing facilitioa .00 5.00 6.00 bSO from AUg.'77 to  19.50 for rural ares 10.% for rural areas
Oct. 15, '80 o S.0.f.July, 86 L .
4) Savings benk - accounts without
cheaquing facilities %2 6.00 - 7.0 700 (7.75) .00 10.00
J1,00 for raral areas
®) Fixed Deposits:-
4) Tor 3 months and over but
less than 6 sonths LN ] 6.00 ?2.00 7.00 (8,50) 12.90 12,00
44) Yor 6 moutha and aver but
less than 1 year W75 6.2 7.3 7.5 (8,90 & 9.00) 13.00 13,00
111) For 1 year and over but
lers than 2 years 5.00 ?.25 8.23 8.25 (9.25) th.oo 14.00
iv) Fcr 2 vesrs & over Dut
1es- cknn 3 years 5.2 8.25 9.25 9425 W 1, %
¥) Fer 3 years and over 6.00 9.25 0,25 10.25 15,00 15,00

Notet~ {) Figures within parentheses indicste interest rates for depoxits
sccounts cpened by individuals in rural aress effective from
1=70=178 to 15-10-'80. Rate pistwm3 deposit 1in rural arees for 6
morths or over but less than o0 year was 8.5 fron 15-12=-'77 to
30-3-'78 and 5.0C froa 1-10-'78 to 15-10-'80 and the rate for term
derceit in rural sreas fcr one ¥ear and over but less thar 2 yeara
wez 2425 from 1%12-°77 to 15=10-'ES,

Source: Statistics Deptt., Bangladesh Bank

11) Branches situated outside the sunicipal aress are rural trenches.

111) Bansladenh Krish{ Bank snd Baagladesh Shilps Bank mere allowed to pay
interest oo term deposits (excl. banks and fioancial inatitutioas; at
T above the prescribed rates v.e.f. July 1,1974 t3 October 15,195C.

-
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A COMPARATIVE CHART OF MAJOR BANKING DEPOSITCRY PRCDUCTS

Deposit Product Product Target Marketing
Accounts Purpcse Characteristics Market Emphasis
Current Business a) Attracts nobinterest Businessmen, Business
Deposits Firms, Companies, Liquidity
b) No deposit ceiling Corporations, etc.
¢) Withdrawable any time during
banking hours
d) Normally banks realise service
charges from the account holders
etc.
&) No provision for credits
Savings Individual a) Attracts interest Individuale Personal
- W/checking Deposits b) Maximum ceiling of Deposit with short term Liquidity with
is Tk.500, 000 liquidity excess interest income
= W/o checking R At
c) Withdrawals per week are restric
ted with regard to maximum amount
and also number of times of with-
drawal,
d) Normally service charge is
realised
€) No provision for credits
Fixed Deposits Medium, Term a) Attracts interest at varying Individuals, Quality Long

Deposits from
individuals in
Business

fixed deposit rates.

Firms, Companies, Term investments
Corporations,etc,

with large idle

sums to invest on

medium term.
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Deposit Product Product Target Marketing
Accounts Purpose Characteristics Market Emphacic
b) No additional deposit is permit-
ted ir. the same account.
c) Premature withdrawals are
discouraged.
d) No service charge is realised,
from the ,account holder
e) Collateralized credit allowed
Deposit Long term a) Attracts interest at maximum Individuals with Security in
Pension individual fixed deposit rates, sums to invest on old age. :
Scheme (DPS) Peposits b) Additional deposits other tha long term, ai
agreed instalments not allowed. !
c) No withdrawal is permitted
except by way of closing the
account,
d) HNo Service charge is realised
from the account holder
e) No provision for credits
Contract Medium Term a) Will carry interest at fixed Rural individuals Near term

Savingss And
Credit Schieme
(CsACS)

Deposits &
loans to medium
small individu-
als(businessmen
& agricultura-
lists) '

b)

c)

d)
e)

deposit rates,

Will call for regular deposit of

equal amounts, Additional depo-~
silts not allowed.

No withdrawal will be allowed
except by way of closing the
account,

No service charge to be realised,

from the account holder
Specific provision for credit

who can commit
funds on medium
term to enhance
their business
opportunities.

income produ-
cing activities.




Computation of interest to be paid on a C5ACS Account by RBB as Annexure - IV

ner current-fixed derocit rates

Amount | Month for |Appli Interest Grand total
No. of of which cablet From 1st [From 7th From 13th |Frcm 19th IFrom 25th Principal jInterest |Total
in;talmert instal-{ instal - lgy to to to to to Tk. Tk. Tk
: ment ment is inEQj 6th month {12th month {18th month {24th month {30th montH
Tx. invested |ratéd Tk. Tk. Tk, Tk. Tk.
1 100 30 +145 7.248
2 100 29 «145 6.040
3 100 28 145 4.832
4 100 27 .145 3,624
S 100 26 «145 2.416
6 100 25 145 1.208
Sub-total 25,368 45.339 48,626 52,152 55.993 600 227,478 827.478
7 100 24 145 7.248
8 100 23 .14 5.835
9 100 22 14 4.668
10 100 21 14 3.501
11 100 20 14 24334
12 100 19 14 1.167
Sub-total 24,753 43,733 45,794 5C.070 800 165.350 765.35C
13 100 18 <14 7.,0C2
14 100 17 «14 5.835
15 100 16 «14 4.668
16 100 15 <14 3.501
17 100 143 «14 2.334
18 10C 13 14 1,167
' Sub=total 24,507 42.716 46,776 600 114.999 714,999
19 100 12 14 7,002
20 100 11 «13 £.415
21 pley 10 .13 3332
22 100 S .13 3.249
23 1ce 8 «13 2,166
24 100 7 .13 1.083
Sub-total 23.247 40.511 600 63.758  663.758
25 100 6 13 6.50
26 100 5 12 5.00
27 10¢ 4 .12 4.00
29 100 3 12 “3.00
29 10C 2 - -
30 cc 1 - - _
Sub-total 12.50 CEDC 12.50 61B.5C
Grand total 3004 25.368 70.092 116.866 165.909 211.850 20690 560.085 3590.085

mEas L2 2 .t 1 1 ] EREESS BEETEa® EBEEAEERS EBErEEET® sEueRr ERSrrEae EEEEEEES

Total interest for 100 Accounts is Tk.S59,000 (Tk.S590 X 100).
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Annexure ~ V

CSACS PROFITABILITY ESTIMATES

Revenue and cost assumptions

1. The effective rate of return (gross) per unit of depository fund
loaned at a nominal 16% rate will be as under :

Unit of deposit to be loaned out: Tke 100.0 Earnings on
the asset
1. Less statutory reserve (.,02x100) 2,0 @ zero iInterest rate
98,0
ii. Less cash reserve (.01x100) 1.0 @ zero interest rate
97.0
iii. Lless liquidity reserve (,22x100) 22,0 @ 10% p.a. or Tk. 2.2
iv. Loanable balance 75.0 e 16% Pesde O mo 12.2
ve Total earnings on the Tk. 100 asset = Tice 14,2

vi., Effective Rate of Return (gross) is Tk. 14.2/100 = 14.2%

2. It has been estimated that, on average, a Rural Bank Branch (RBB) will
incur interest costs to the extent of 7.87% per annum on account of
CSACS deposits. It has also been estimated that the overall deposit
mix of RBBs will change and CSACS deposits would constitute about 3.0
percent of all catqgoriés of rural deposits, Therefore, the true
interest cost would be 7.87% plus 3 percent of 7.87% which adds to 8.106%.
The latter figure has been applied* for CSACS profitabllity estimates
(Ref: Paras 30 & 31).

3. The administrative costs and the provision for loan loss reserves have
been- assumed to be 3% and 1%, respectively, of the maximum loan“enti-
tlement of Tke. 5,385 as assumed at 4 and S5, below.



4.

5.

6.

7e

Be

9.

Annexure - V (Contd.)

Over a 30 month period a CSAC3 account holder will accumilate a
balance of Tk. 3,590 by way of his monthly deposits (@ Tk, 100 per
month)Yof principal and accrual of interest thereon at applied fixed
deposit 1nterést rates,

The credit entitlement of an account holder under the Scheme is neqgo-
tiable upto a maximum of 1.5 times of the terminal deposit balance, or
Tk. 5,385 (Tk. 3'590 X 1.05).

For the purpose of cost and revenue comparisons, it has been assumed
that a C5ACS loan duration, just like the suggested deposit making
tenure, will be 30 months. In reality, however, a CSACS loan may have

maturitfes shorter or longer than 30 months.

The entire loan of Tk. 5,385 do not have to be disbursed all at one
time. Rather the disbursements may take place in phased marner.

The periodic repayments into individual CSACS accounts are not likely
to have any given pattern. Some accounts may record daily transactions
(withdrawals and deposits) if the loan is a working capital financing
type. On the other extreme, some accounts may be scheduled to be repaid
in lump sum after the implementation of, and on adequate cash generation
by, the approved projects. The repayment schedules can indeed be manye.

To consider these possibilities roughly, “he following three CSACS

costs & returns Scenarios have been developed :

Scenario - 1 : CSACS term—loan for financing new .projects

It is assumed under this scenario that CSACS credit
financing will be extended for setting up new projects
of relatively long gestation period. Psciculture (fish
cultivation) may be one of this type of projecﬁs. It is
as;umed that the initial disbursement equivalent to Xrd
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of the CSACS loan will be made in the first month far
meeting expenses for development and preparation of the
pond. The disbursement of tne second installment will

be made in the eleventh month for purchase of seedlings/
fingerlings, fertilizer, etc.The third and final disbur-
sement of the loan will be made in the twenty first
month for meeting feed and maintenance excenses, The
quantum of disbursements and the disbursement intervals
are nstional, and hence variable. No repayment is
assumed within the initial 130 months from the first
credit disbursement,

CSACS working capital financing

This scenario includes CSACS financing of working
capital for existing small scale rural business units,
The financing requirement of an existing small village
grocer, stationer, food shop owner, producers of handi-
crafts in cottages and the like will be modest in
general and mostly for working capital purposes, The
funds requirement of a small cultivator will also be
modest, and will be basically seasonal in nature. The
disbursement of CSACS loan to this categery of CSACs
account holders has been assumed to exceed not mere
than one third (Tk. 1,795) of the maximum ZS:ics loan
limit of Tk. 5,385. The loan will be repaid within a
year (beéween 11th and 12th month). Once ke loan is
repaid the borrower will be eligible for a fresh disbur-
sement of Tk. 1,795, and the process will centinue,
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Scenario - 3 ¢ CSACS financing for upgrading existing production
operations

CSACS credit finéncing may be made also to existing
rural small scale production units. Existing production
operations of say, village iron smiths, carpenters,
potters, and the like may require an initial capital
investment in tcols, equipments, roofing, etc., for
balancing and expansion of their operations, and then
funds will be needed by way of additional working capital
to sustain the increased production capdbility so attained.
The disbursement of the total loan of Tk. 5,385 will be
made in three equal installments of Tk. 1,795 each. The
first and the second disbursements will be made in the
first and the eleventh month, respectively. It is assumed
‘that during this period the project will be implemented,
and it will start generating revenue. The project will
repay an amount equivalent to 50% (or Tk. 2,692.5) of the
total loan In the sixteenth month. The third disbursement
of Tk. 1,795 will be made in the twenty first month for
meeting working capital needs. The entire loan will be
repaid after the thirtieth month.

THE RBB PROFITABILITY FORECASTS
(on account of CSACS)

On the basis of the assumptions the cost and profitability in respect credit
operaticn of works out as under :
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Per CSACS account revenue and cost over

30 months
Scenario - I | Scenario - I1 | Scerario - IIi
(Tke.) (Tk.) (Tkeo)

A  Interest revenue 1412 655 830
B Interest cost of funds 762 365 431
C Gross revenue (A - B) 650 290 399
D Administrative cost 162 162 162
E  Net revenue (C - D) 486 12¢ 237
F  Loan loss reserve 54 54 54
G Net surplus (E - F) 434 74 183
H Annual rate of return (On average

loan disbursed over 30 months) 4,8% 1.6% 2.0%
Comments:

1) Cepending on the amounts of distursements of C5ACS loans and the
repayment schedules as may be agreed on with regard to individual
projects to be financed, the returns to RBB on individual CSACS

accounts will vary.

2) Returns under each scenario are positive. The rate is the highest in
the accounts (such as in case of scenario - 1) where a larger quantum

of loan remains invested for a longer period of time,

3) The range cf the ratio of the annual average interest income on the
earn’ng assets of four NC3s and 3KB over the years 1981, 1982, 1983,
and 17 4 was between 3.1% (BKB & Sonali) and 1.7% (Rupali), The ratios
estimated for the CSACS at H above under various scenarios seem to at
least conform to historical patterns in the same banks and has a

prospect for performing even better.
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SAVINGS MOBILIZATION SCHEMES OF THE
BANGLADESH BANK (RFP SUBTASK A-5)

by
RFP Staff

Recognising the nu.d for mobilizing large amounts of domestic
resources so as to reduce the country's dependance on foreign
aid, the Bangladesh Bank is expected to play a significant

role in mobilizing domestic savings.

A brief review of the Bangladesh Bank's savings mobilization
policy and its effects on the growth of bank deposits during
the Second Five Year Plan (SFYP 1980-85) is given below. A

few additional measures for further increasing financial sav-

ings are suggested in the paragraphs that follow:
REVIEW

The Bangladesh Bank as the centrel pank of the country is
responsible for formulating and proposing monetary and credit
policies within the framework of overall economic objectives
of the country. While formulating monetary and credit policies
the Bank is :equiredbto consider carefully that, in the
absence of a well organized capital market, the banking system
provides the only signiticant source of financial intermedi-
ation between savers and investors. Thus, Bank Policy to focus
on increasing savings was adopted so that the dcmestic credit
and investment requirements could be satisfied, as far as
possible, out of savings mobilized by the banks. The various
policy measures which Bangladesh Bank has promulgated to
encourage savings and mobilize them through the banking system
include:

a. Interest Rate Policy

b. Branch Fxgansion Policy

c. Refinancing Policy ‘

d. Implementation of Special Savings Mobilization Schemes
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Interest Rate Policy: This is one of the major instruments

through which central banks usually influence the availa-
bility and flow of credit and investment in the economy.
Bank interest rates in Bangladesh remained quite stable
during the post-liberation period upto mid-October 1980.
Then, major upwawrd interest rate revisions were introduced
on both deposits and advances, effective from October 16,
1980.* The specific changes are shown in the statement at
Annex I. The behaviour of the Deposit/GDP ratio is one
yard stick by which to measure the impact of interest rate
changes. The Deposit/GDF ratio which averaged 11.83 for the
five years preceding the interest rate revision (i.e. 1976 -
1980) increased to an 16.73 average for the five years
following the interest rate revision (i.e. 1980-1985) appa- -
rently in impressive correlation. '

Branch Expansion Policy: In the mid-'70s a policy decision
was taken by the GOB and the Pangladesh Bank to expand rural
scheduled bank branch nétworks SO as to cover the entire
country within a reasonable period of time. The main objec~

tive of the policy was to extend credit facilities and other
banking services and to mobilize previously untapped resour-
ces in unbanked areas throughout the country.

Although not formally declared as an official policy imple-
menting control, it is widely asserted that BB licensors
required banks to establish two rural branches for each new
urban branch it might desire. In 1977, under encouragement
of the Bangladesh Brnk, the NCBs and the BKB initiated branch
expansion programs aimed at spegific rural areas allocated
to them by the BB for dispensing agricultural credit under the
SACP. The total number of bank branches which stood at 3821

—

* For example, deposit rates in terms of weighted averages,
rose from about 5% to 8.13%. See. Annex 3, "Interest Rate
Structure of the Banking Sector in Bangladesh™"
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in June of 1980 (of which 64% were in the rural areas) inc-
reased to 4963 by June 1985 (of which 67% were in the rural

areas). The relatively larger expansion of bank branches in

rural areas was correlated with an increasing share of rural
deposit in the total deposits, up from 9.6% in June 1976 and
16% in June 1980 to over 17% by end of June 1985.

Refinance Policy: Bangladesh Bank policy has been to use

liberal refinance rates selectively to encourage use of
credit as needed in targeted production programs such as
exporting, labor intensive small scale industry, etc. Until
1983, there is no evidence that the Bank concerned itself
about the potential impact of the refinance rate on deposit
mobilization by the banking system. In short, if the refi-
nance rate is lower than a banks cost of generating deposi-
tory funds, then, the bank will likely access the refinance
window and bypass pressing for deposits. As of September
1983, the Central Bank became concerned about this problem
and introduced a new matrix of refinance rates intended %o
keep them high enough so as not to discourage bank efforts
to mobilize deposits. The matrix is reproduced in Annex A,
below, in an ACD Circular.

To our knowledge, the 1983 agricultural sector refinancing
rate matrix has never changed which could mean that it has
not needed to be changed or that the impact of refinancing
rates on savings is once again being ignored. The issue seems
not to have been empirically studied. Of course, as there

has been no change in agricultural lending rintes, and only
one deposifory rate change solely effecting rural non-
checking savings accounts in the interim, there may have

been no need for adjustiqg or experimenting with agricultural
refinance rates, The highest slab rate matches the "Bank Rate".

Thus, in the case of refinance rates as in the case of interest

rates in general (item "a",above), an active policy is
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difficult to discern. Indeed, an Interest Rate Advisory Com-
mittee came into existence only as a result of RFF negotiations
during 1984 and it has met only twice up to August 1986,
although the RFP. Interest Rate Advisor did complete his suh-
project assignment early in 1986. A true indication that
interest rates are accepted by the Central Bank as a dynamic
instrument for the day to day management of the monetary
system would be appointment of a full time Interest Rate
Advisor at the organizational level of no less than General
Manager to take full charge of the Interest Rate Technical
Unit. '

Savings Mobilization Scheme The Bangladesh Bank, itself, has

so far instructed NCBs to introduce three schemes for mobiliza-
tion of deposits from the general public as well as instituticns

both in the public and private sectors. These are:

(1) Deposit Pension Scheme
(2) Deposit Insurance Scheme

(3) Bearer Certifi~ates of Deposit Scheme

(1) Deposit Pension Scheme (DPS) : Under GOB directive a "Deposit

Pension Scheme" was introduced for implementation by the
nationalised banks with effect from September 1983. The
scheme is intended to provide a new source of old age benefit
to certain elements of the general puklic against modest in-
vestuients out of their incomevduring their earning years. All
persons who have attained the age of 18 years'dre eligible
to participate in the scheme. According to this scheme,
investors are required to deposit Tk.100 or a multiple there-
of subject to a maximum of Tk. 500 per month for a period of
- 10 or 20 years. On completion of the selected term, the
depositors are entitled to receive payment either in lump sum
along with accrued interest (15% compounded annually), or in
monthly installments until completion of an agreed period of

time.
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-88 -

DPS has taken off impressively as shown below:

DPS Performance Inception to June 1986 (Tk in Crore)

Annual Annual
Numbear of Total Accounts DPS Deposit
Year Accounts Deposits Growth Growth
9/83 12/84 122,124 24.06 - -
1985 200,197 59.70 52% 148%
6/30/86 538.453 109.24 169% 83%

It will be important to analyse the above data in terms of
rural-urban, socio-economic, and demographic characteristics

of subscribers.

Deposit Insurance Scheme: The Deposit Insurance Scheme was
introduced with effect from 11 August 1984. All scheduled
banks in existence on that date, and any banking company
certified to be a scheduled bank, thereafter automatically

become insured banks. In the event of any bank going under,
every depositor is guaranteed' to receive payment from -
Bangladesh Bank of an amount equal to his deposit up to a
maximum of Tk. 60 thousand. Every insured bank is liable to
pay to Bangladesh Bank a premium at the rate of four paiéa
p.a. per one hundred taka of deposits ... half-yearly basis.

As the NCBs were GOB insured anyway, this may not have
encouraged their potential depositors much, but it should
have influenced private banks favorably. In any case there

have been no bank failures to date.

Bearer Certificates of Deposit Scheme: A savings scheme. in

the form of bearer certificates of deposit (BCD) has been
introduced from August 21, 1982 with the object of creatinc
a money market and bringing idle funds under the control of
banking system. For the present, BCDs are Sef for fixed
maturities of 3 months, 6 months, 9 months, and 12 months.
The face value of BCDs will be for Tk.100,000, Tk.50)000
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and Tk.25,000. The rate of interest will not be pre-fixed.
It will be determined by the BB on the date of issue of the
BCD Bonds based on the demand and supply of the funds in
the money market. Banks may not change the authorized rate.
Participation of banks in the scheme is voluntary. So far
12 banks have introduced tﬁe scheme with gross sales esti-
mated at Tk.39.27 crore.

Performance to date is as follows:

a. Amount of BCD's issued annually in Crore Taka

Period BCD Value
£/83-12/83 .05
1984 7.17
1985 22.07
6/1986 8.98
Total 39.27

b. Participating Banks:

Sonali, Janata, Agrani, American Express Bank Ltd.,
Grindlays Bank plc., BCCI (0O) Ltd., Banque Indosuez,
Standard Chartered %ank, Arab Bangladesh Bank Ltd.,
IFIC Bank Ltd. United Commercial Bank Ltd. and City
fank Ltd.

Detailed instruction regarding introduction of the above
schemes were issued by BB'$ BCD*to the scheduled commercial

banks.

* BB's BCD = Banking Control Department
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Comments and Observations

Correlates of Bangladesh Bank's efforts to mobilize savings
through the banking system are reflected in the table at
Annex-2 which shows annual, rural and urban growth of depo-
sits, GDP and numbers of bank branches during the period
1975/76 to 1984/85. The growth during the years since 1980
and 1983 when interest and refinancing rates, respectively,

were increased. is impressive.

Bangladesh Bank's expansive rural branch licensing pelicy
prior to 1980/81, up 197% from 1976, is associated with

an increase in bank deposits of 280%. During the same period
urban branching grew by only 43% while urban deposits grew
by 108%. The period 1981 to '85 found both rural and urban bank
branching sharrly declining to 17% and 7%, respectively. By
contrast, the rate of increase of urban deposits grew to
194% during this period while the rate of increase of rural
deposits fell to 189%.

Annex-2 also finds average urban branch bank savings portfolios
increasing more rapidly than rural ones. The comparison for
the whole period is 278% for rural compared with 357% for
urban. The table compares rural and urban deposits in terms

of the share of GDP each represents. Urban deposits represent
approximately 19.5% while rural deposits are just over 4% of
GDP, at the end of overall time period. To get to this level,
rural deposits grew 310% while urban deposits grew 85% from
1976.

Note: the foregoing growth figures are nominal ones. In

real terms they are not so dramatic. For example, the overall
rural deposit growth rate (1420%) amounted to only 228% in
real terms. Finally, it appears that the growth of rural deposits
as a share of total deposits occured mostly bhefore 1980/81
when it grew from 9.6% to 16.3%. Since that time it rose a little
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in 1982-83 but declined again to its 1981 level in 1984/85. In the
overall picture it may be that up until 1980 the increase
in rural bank deposits was a function of rapid increase in a number
of banks in the rural area. It is less clear what may have encouraged

+he continuing rapid increase in bank deposits during the

. second period. Possibly it has been that one or more of the

major banks has begun to pramote savings mobilization more effectively.

The present state of capital market in Bangladesh suggests that the
banking system, as tpe pPrime mobiliser of the country's financial
savings will continue to be predominant in the years to come.
But, if it is to play the role properly, it will need to be given
more autonomy, permitted to introduce new incentives such as commi-
ssion based compensation pay schedules, and many problems of

inefficiency must be overcome.

The low deposit/GDP ratio in Bangladesh indicates that poten~
tial still exists for mobilizing more financial savings and
it is the prime task of the Central Bank to lead the way by
using! various policy instruments available to it. The Central
Bank may take steps along the lines indicated below to augment
deposit mobilization by the banking system. '

Recommendations:

Bangladesh Bank should control concessional refinancing facili-
ties to the scheduled banks to a degree that does not undermine
deposit mobilization while also not jeopardizing its tradi-
tional function of controling liquidity positions of the
banks. The refinance rate matrix should ensure consistent
spreads between refinance and loan rates so that the objectiVe
of fixing 'slab' or different refinance rates may not be

derfeated.

The banking system should guarantee real returns on financial

savings and assets.
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(iii) Bangladesh Bank should re-establish a reasonably financed
Banking Publicity Board' or some such technical unit to
support institutional level savings mobilization and loan

recovery propaganda campaigns.

(iv) The DPS and BCD schemes appear to be successful. Other
innovations of such merit should be encouraged.

(v)vThe BB Interest Rate Technical Unit should be (a) strengthened
appropriately in staffing and management, (b) raised organi-
zationally to where it is located in Central Banks which
control their nation's monetary systems on a day~to-day
basis, (c) provided the autonomy and authority to formulate
and implement interest rate strategies and tactics that are
consistent with GOB and Central Bank general policy guidelines.

(vi) The policy of fixed absolute bank savings and lending rates
should be abandoned in favor of rates with flexibility within
stipulated ranges which might be gradually loosened as the
Banks becane adept at working with market forces.

(vit) Positive rates and rate spreads in real terms should be
adopted as a highest level priority policy of the GOB and
the Central Bank.















97 - Annex 3c

TRIRGIAM MANGLADESH DANK NALK S .("‘l'i'li'.PL

'BANGLADANK ! IRAD OFFICE Lokt 0ot
DHAKA

ICD CTROULAR NO. 20 TIH JULY, 198G,

ALL SCIRDULED BANKS
AN BAM:TART .

Donr Sira,
BANK RATE,

This is to advise that effective from the tnt July, 1906 the Bank

Rate has been reduced frvm 11,258 to 10,75% par anmm,
2. Interest cn tarm lonans will be as under offactive T July 1, 1986 ;-

Rats of Interest
e o e 210 5 4

Dabt ¢ equity 60140 124 par annun
Dabt ¢ equlty 0120 12% por munum
Dobt ¢ equity 0120 13,58 por anuun

3. Intn of intorost en working capital loana to Jube millg ined wilng Jute

gplonlng mills will bo 9¢ pene with effect frua izt July, 1986,

4, Rate of intorost on export eredit for tes yill be 2% pens with effoct
from 1st July, 1006, Segregaticn of advances for intomal trado frla those
for oxperl sle in such caang will e usunl be nedo from the drto ol asuction

of ton .

S, Intorest on nl1l advances against raw Julo 1111 eontinue €0 bo charged
at 15% p.a, with proviaslon for refund of 1nt9re;ah e the basls of asbual

old jmant as indicatod boloy, Fer shipmants off'gnie] upto IgLh Juno, 1006
rof' 1 of interest should bo allowod at 4% p.a, for a pe=tod of 4 montha as
por prrcodure prescribed vlde ICD Circular No,25 dalaed 20th Docembar, 1081,
Hevmvor, offective from 1gt July, 1906 rate nf rafimd will bo 7% n.a, For
oxamplo, 1if shipmont is offooted on 15th July, 1938, rofind of intoreat w11
Ln allowed @ 49 for %} monthe and @ 7% pea. for 15 dayn.  For shipmeats
offectud on 31at Octobor, 1986 or thoreaftor roDmd for the ontira poriod of

4 monbho i1l bo - 1lowed @ 7% p.a,

G Tha existing dopoolt rataas and othor landing rates will romnin unchanged

mbtil furtLhagp Inrtructicna,

Planno acknowlodgo Tocaipt,
u'urq faltifull 7y

( J)’ n KARMAEER )
GENI'RJ‘.M HMm(ER
/z/ PIDNE: 255000
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ENDT.NO.BCD(P)661 OF DATE

Copy forwarded for informationm %o :=

e All Headr of Departments, Bangladech Bank, lead Office, Dhaka

2a All Section of Banking Control Department, Bangladesh Bank,
Head Offlce, Dhake.

3 The General Manager/Dy.General Manager, Bangladesh Bank,
Motijhael, Dhaka/Chlttagong/Khulna/Rajshahl/Begra/Sylhet/
Sadarghat, Dhaka, : ‘

4 I'he Joint Director, Department of Banking Inspectlion,
Bang ladesh Bank, Chittagong/Khulna/Bogxa}Rajshahi.

De The Private Seerefary to the Governor, Goveirnor's Secretarlat
Bangladesh Banl:, Head Office, Dhaka.

6. The Offlcers attaohed to Dy.Governor/Economic Adviser,

Te The P.As. to the Executive Directors, Bangladesh Bank,
Head Office, Dhaka,

8. The Sécretary, Ministry of IFinance, Finance Division,
Govt. of the People's Republic of Dangladesh, Dhaka.

9, Ihe Economic Adviser, Bconomle Adviser's Wing (Shed Wo.27)
Ministry .of Flaance, Finance Division, Govt. of %he People's
Republic of Pangladesh, Bangladesh Secretsriat, Dhaka .

10s  The Chiefl of Misslon, Resldent Mizslon,. World Bank, 222,

New Esgkaton Read, bhaka.
’ dk.;]ﬁt/y‘y{'o‘. 4
‘(/f( ' AAX) /

ASSISTALT DIRECTOR
Tel.Noe235000/417.
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Agricultural Credit
- Department
ACD CIRCULAR LETTER'NO.ACD(PDhY)2/83-(Bxerpt) Dated September 29, 1983

To
The Managing Directors, et al

Dear Sir, AGRICULTURAL LOANS - APPLICATION OF SERVICE
CHARGES AND REFINANCE MATRIX

During the last two years, volume of agricultural credit has
increased to a great extent without showing corresponding im-
provement in the recovery of loans. As a result, large amount
of loans disbursed by the credit institutions remain overdue
at field level and the fund is not available to the credit
agehcies for recycling, éausing strain on their resource
position. One of the main reasons for poor recovery perfor-
mance is the lack of effective supervision of the loan ope-
ration by the credit agencies. With a view to enabling the
credit institutions to meet the rising cost of loan operation,
it has been decided to apply service charge at 4% over the
normal interest rate of 12% on short-term loans and at 3% over

the normal interest rate of 13% on term loans.

2. In order to discourége holding up of the loans by the
borrowers after the same become due and to induce them to make
timely repayment, it has been decided to enhance the existing
penalty interest from one percent per quarter with a maximum
of 3% to a flat rate of 6% to be charged on the overdues app-
licable from the day following the due date of repayment.

3. The lending institutions have inéreasingly become dependent
on refinance from the Cetral Bank for funding their programme
on agricultural credit. The basic reasons for such dependence
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are the lack of availability of resources and lack of incentive
to apply own resources to lending in the agricultural sector.
With a view to encouraging the lending institutions to finance
an increasing proportion of their need for funds from their own
résources, it has been decided to apply variable interest rates

of refinance as per the undernoted matrix :-

Refinance Rate Refinance Scale i Percentage of Disbursement

(in percent) Cammercial banks B.K.B. B.S.B.L.
6.0 - - 30 to below 50
7.0 - : - 50 to below 70
7.5 30 to below 50 30 to below 50 -
8.0 - - 70 to below 80
8.5 50 to below 60 50 to below 80 80 to below 90
9.0 - | - 90 to below 100
9.5 60 to below 80 80 to below 95 -
10.5 80 to 100 95 to 100 100

However, the refinance against the financing of irrigation equip-
ments will be admissible to the extent of 90% at an interest of

8.5%.

This supersedes all previous instrucitons in this regard and will

come into effect from 1lst Ccltober, 1983.

You are requested to issue necessary instructions to your branches

accordingly under advice to us.

Yours faithfully,

(Kamal uddin Ahmed)
Chief Officer
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Executive Summary

This report on savings/deposit constraints and restrictions is
presented in response to Sub Task A-3 of the Bangladesh Bank/USAID Rural
Finance Project (RFP) Terms of Reference calling far review of depo-

sit regulations and prxocedures 'to see whether they can be modified

or relaxed to encourage additional rural savings'.

Study Purpose and Methodology

1.

There is evidence that there is scope for further increasing mobi-
lization of savings by RBBs. But because of varicus constraints,
often informal and indirect, RBBs fail to fully exploit the savings
potential of rural people. This study attempts to identify savings:
impediments of a more conspicuous nature as reflected in (i) Bangladesh
banking law and legal practices, (ii) contemporary technical literature,
(iii) preliminary findings of the RBBUS, and (iv) extensive discussions

‘with over 100 rural bank branch managers during field trips and also

during RFP conducted training courses. This i$ not exhaustive. Nor is the
possible impact of individual restrictions measured quantitatively.

Findings:

The terms 'savings mobilization' and 'deposit mobilization' are used
synonimously in this report. Deposit restrictions have been arbitrarily,
and to scme extent with overlapping, listed under five broad categories
namely: (i) legal, (ii) procedural, (iii) institutional (iv) market, and
{v) branch operational aspects of Bangladesh banking.

Legal aspects (Chapter III) cover restrictions which arise indirectly
out of the Banking Companies Ordinance, 1962, and the Bangladesh Bank
Order, 1972. They include restrictions on (i) opening of new bank branches,
(ii) shifting of location of an existing branch, (iii) lending of total
amount of deposit mobilized, (iv) recruitment and promotion of

bank employees, (v) employee training, (vi) lending against

fixed deposit receipts, (vii) income tax on interest, and
(viii) the Jamuna bridge levy. It is considered that all
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these restrictions, while based on good intentions, never-
theless indirectly affect deposit mobilization cfforts of
RBUsS negatively,

Procedural aspects (Chapter III) cover restrictions rela-
ting to (1) approval by an account holder, (ii) opening

of an account by a "purdanashin" woman, (iv) opening of

an account in the name of a minor, (v) maintenance of
minimum balance, (vi) interest paid on deposits, - (vii) with-
drawals from savings accounts, (vili) maximunm allowable
account balance, (ix) banking hours/days, (x) maintenance
of cash in branch vault and at the branch cdunter. It is
contemplated that many of procedural restrictions owe their
origin to legal restrictions, to the banker's responsibility
to prevent fraud and forgery, and to the need to maintain
safety and security of depositors' money. llowever, a sepa-
rate set of somewhat relaxed procedures might be justified
for rural bank branches kithout foregoing basic principles
of sound banking. Currently procedures are similar for both
urban and rural banks.

Institutional aspects (Chapter 1IV) cover restrictions which
arise at head offjice management level and which nevertheless
impact rural banking. These relate to (i) number of new
branch openings and selection of locations, (ii) lesser
priority to mobilization of small savings in rural areas,
(1ii) limited number of approved depository products, (iv)
fewer other banking services at rural branch level, (v) lack
of effort to improve quélity of RBB services to customers,
(vi) the major bpreoccupation of RBBs, namely, BB/head office
programmed lending, (vii) lack of authority of RBBs to make
loans on their own, (viii) aversion towards mobilization of
small deposits, and (ix) improper branch locations and
inadequate branch furnishings 1t is ‘submitted that institu-
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tional constraints are a manifestation of overall money
and banking policy of the country and of the failure of
individual bank managements to emphasize rural banking,

in general.

Market aspects (Chapter V) deal with general inefficiencies
of formal rural financial markets of Bangladesh which are
more or less similar to those obtaining in other lower
income countries. Legal, procedural and organisational res-
trictions mentioned earlier add to market imperfections.
Coverages of the formal rural financial market by the RBBs
has not yet been correctly assessed. Many RBBs, themselves,
have not yet surveyed the potential of their respective
command areas. Information about the operation of informal
rural money méfkets, believed to be significant, is scanty.
RBB officials are tied to thelr desks compiling a large
number of routine as well as adhoc reports and statements.
As a result, the RBBs play a less significant role in the
rural financial harket than otherwise might be possible.

Chapter VI reports deposit restrictions as experienced by
RBB managers. The list has been compiled by scrutinizing
answers to relevant RBBUS branch manager questionnaires. The
constraints, internal to RBBs, range from lack cof transport
facilities, inadequate compensation, inadequate entertainment
and publicity funds, staff shoxtages, to lack of proper
understanding among branch officials and other employees.
Some of the restrictions mentioned in earlier paragraphs are
also mentioned by the RBE managers. The constraints which
branch managers feel to bz in operation beyond their control
are those primarily related to market constraints summarized

at para 6.
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Recommendations

Recommendations evolving from this study include the following:

1.

Rural branch bank licensing should be rationalized with a
specific objective of optimizing rural outreach of banking’
services. It is not enough to simply open and shut the
branching valve. That just results in clustering of banking
services in the most urbanized of rural areas. Licensing
should be used to control the distribution of banking faci-
lities and services.

. Certain policies and regulations which, while absolutely

necessary under large scale, dynamic urban circumstances,
should be judiciously relaxed under truly rural conditions:

a. The system-wide uniform statutory reserve requirement should

be considered for relaxation.

b. Likewise, the Selective Credit Control measures should be
relaxed concerning:
(1) Advances against fixed deposit receipts.,

(ii) Advances against various other investment instruments
such as Govt. Savings Certificates, Bonds, etc.

(iii) Prohibition of personal loans.
c. All banks should be provided greatly increased autonomy in

matters related to selection, recruitment, and compensation
and promotion of branch employees. All efforts should. be

made to raise the level of competence of RBBs through train-

ing and motivation.

Frequent consultations should take place among the banks
management, the BB and the GOB on all policy matters concerning
current and future aspects of mobilization of rural savings.
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A reasonably upward revision of deposit interest rates should
he made to make the real rate of return on deposits attrac-
tive to the RBB depositors.

Social innovations directed at encouraging and facilitating
use »f rural banking services by illiterate, purdanashin
females and other similarly disfranchised persons $hould
be planned and implemented such as:

a. Recruitment of specially trained bank officers.

b. Arrangement of specialized (separate if necessary) facilitieg
within bank branches.

€. Accessing educational assistance of various NGOs as inter-
mediaries between banks and potential new-to-~banking
clients.

Branch banks should be provided with a special manual of jins-
tructions on dealing with procedural rigidities which discri-
minate against potential depositors.

Rural banks should be encouraged to experiment with innovative
deposit mobilization schemes, such as the RFp Contract Savings
and Credit Scheme. '
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Chapter I

Study Background Purpose and Scope

Introduction

Sub-task A-3 of the RFP proposal states, 'families and indivi-
duals are capable of saving a portion of their income and, in
fact, they often do save'. But it has been a common experience
in most societies that savers do nct necessarily and automa-
tically deposit their savings in the formal bkanking system.
The institutional framework often fails to attract savings

in the form of bank deposits because of various difficulties
or restrictions imposed upon individuals who might use formal
banking facilities. Such restrictions again are 'often arti-
ficial' and may not operate in the whole but only in part of
the formal banking system. In any case, many difficulties or
restrictions are unnecessary and could be avoided by more

thoughtful rationalization of the system.

The study of savings restrictions is a specific RFP subtask
under the topic Rural Savings Mobilization wherein it is re-
quired to study deposit regqgulations and procedures 'to see
whether they can be relaxed or modified to encourage rural
savings'. The approach of this study has been to identify and
define savings restrictions that appear to influence directly

or indirectiy, mobilization of deposits by RBBs.

Methodology: The methodology of this study included the follow
ing: a) reference to available laws, GOB directives, and tech-

nical literature, b) direct personal interviewing of rural bank
branch managers independent of RBBUS, and c) by accessing

information obtained through the RBBUS.
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1.4 Assumptions, definitons and classification: The study of

1.

1.

savings restrictions is meaningful to pursue only if there
exXists a possibility of increasing financial asset holding
by rural households in the form of bank deposits. According
to an estimate felating to the 19608 (Alamgir & Rahim) only
18% of household savings were held in form of financial
assets. Recently, household savings, themselves, have been
estimated at from near zero to 30% of total household income,
depending on the socio-economic status of the particular
households represented. A general conclusion is that if only
a small portion of total savings goes into financial asset
holding now, there exists that much greater scope for increas-
ing the bank deposit share of total savings.

There is evidence of financial deepening having taken place
since the '60s in Bangladesh, although there has not been any
fundamental improvement in the financial savings rate. Finan-
cial savings were 22.7% of GNP in 1981 and 22.6% in 1973. In
the interim years financial disintermediation took place as
the ratio actually fell several times. The lowest level reached
was 10.5% in 1975 (0. Koropecky & N. Chowdhury). A possibility
for increasing mobilization of savings by the Rural Bank
Branches (RBBs) would seem to lie in encouraging greater use

of formal financial.intermediation.

The phrase'savings restrictions' is too general and ambiguous
to be useful. The word 'savings' lends itself to several
generally acceptable definition, and can be described from
more than one perspective. The word 'restrictions' carries
with it an air of legal authority while in reality many
restrictions may be quite indireect and informal, although they

may harbor more pervasive negative impact on savings mobiliza-~

tion as compared with actual legal restrictions.
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1.7 Restrictions: These are viewed as any impediments, disincen-

tives, bottlenecks, problems, etc., formal and explicit,
(mostly relating to legal and administrative regulations
affecting Bangladesh banking) and informal and implicit
(relating to procedural difficulties in deposit making plus
socio-economic environmental constraints) that have the
potential for hampering deposit mobilization by the formal
financial system operating in the rural areas of Bangladesh.

1.8 Savings: From a commonly accepted economic point of view,
it represents the surplus of current income (individual,
household or institutional) over current consumption expenses.
One accounting period, generally a year, is the cut-off time

for savings estimations.

1.9 For the purpose of this paper it is assumed that bank deposits
at any point in tine represent abstinence from consumption by
the depositors. The deposits represent cash savings irrespec-
tive of the time and manner of their accumulation. Increases
in bank deposits, other things remaining the same, represent
an increase in the. rate of financial savings as compared to
non-financial savings in real assets. An increase in financial
savings.should have the effect of increasing financial inter-
mediation which in turn should increase bank deposits. There-
fore, increases in institutional savings mobilization has
largely the same connotation as deposit mobilization by RBBs.
Savings restrictions thus include all impediments which militate
not only against mobilization of savings of individuals and
households by RBBs but also against overall f1nanc1al inter-
mediation and monetization of the economy .

1.10 Classification of restrictions: Within the general framework

of the topic as outlined in the foregoing paragraphs, this
study of savings restrictions will focus on the more conspi-
cuous laws, banking policies, procedures, practices, etc.,
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that explicitly or implicitly impede or confine rural bank
mobilization of deposits by individuals and households. The
following broad categories have been adopted for classifying
deposit restrictions: (i) Legal restrictions; (ii) Administra-
tive restrictions; (iii) Institutional restrictions; (iv) Market

restrictions; and (v) Restrictions at REB management level.

i) Legal restrictions (LRs) imply those permanent banking
guidelines and disciplines as prescribed under the relevant
laws, legislature or administrative orders of the country

which indirectly affect deposit mobilization.

ii) Administrative restrictions'(ARs) imply general guidelines
and procedures for conducting depository transactions as
prescribed by bank management for regular compliance by
operational staff including RBB managers and, of course,
bank customers. The intent of ARs is prevention of fraud
and forgery, ensuring operational uniformity, etc. But in
the process of doing so, they may also undermine deposit
mobilization efforts of RBBs.

1ii) Institutional restrictions (IRs) refer to individual bank
overall organisational policies which directly or indirectly
affect mobilization of rural deposits.

iv) Market restrictions (MR) imply impediments arising out of
financial market imperfections which tend to influence ad-

versely deposit mobilization efforts by the RBBs.

v) Restrictions at RBB management level are those encountered
by rural bank branch managers as distinct from urban mana-
gers in matter of deposit mobilization. In effect they are
the practical problems faced by rural managers because of
the particular social, political and economic environment
in which they work.

111 The categorization of restrictions as formulated above do not

represent watertight compartments. A restriction in one cate-
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gory may be either a cause or a result of a restriction in
another category. Particular deposit restrictions can be put
under more than one category. For example, most of the
identifiable procedural restrictions relating to conduct of
depository accounts trace back to legal restrictions. The.
law says that no minor can enter into a valid contract. In
compliance with this legal restriction written procedures of

banks also restrict opening of accounts by minors themselves.

- Then again, more than one restriction may be operative in a

particular rural locality simultaneously but independent of
each other. A particular rural community does not have enough
savings to generate deposits (market restriction); where there
is no rural bank branch to accept deposits (institutional
restriction); where most of the savers are illiterate, but
thgy cannot open and operate accounts (assuming availability
of a bank branch) without undergoing a discriminatory procedu-
ral drill (as referred to at para 3.5 under "procedural
restrictions"). Also many restrictions apply equally to rural

and urban banking.

This report has several obvious limitations. (a) It does not
list all possible restrictions that may affect rural savings
mobilization. (b) It also avoids quantification of the impact
of particular restrictions on deposit mobiliZation because of
the enormous difficulty involved in doing so. However, some
degree of quantification of problems cited by the branch and
regional managers is possible through use of RBBUS data.

(c) It intends not to be rigid in the interpretation of the
impact of any particular savings restriction on deposit mobi-
lization by RBBs. For example, interest rates on deposits
which are explicitly prescribed by the Bangladesh Bank repre-
sent fixed ceilings on returns that a bank can pay to a saver
for his deposits. Hence, interest rate ceilings may be

considered to be a prominent restriction, which would normally
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affect all depositors similarly. But interest rates may
have little affect at all on at least three types of deposi-

tors:
i) Those who decline to accept interest on religious grounds.

ii) Those who deposit their money with a RBB exclusively for
security, and are not concerned about or aware of interest

income on their deposits.

iii) Those who are more interested in liquidity than profitabi-

lity (e.g. current depositors).

The number or proportion of savers who are indifferent to
interest rates is not known. However, RBBUS data reveal that
according to RBB managers a significant number of savers are
indifferent and ﬁnknowledgeable about the amount of interest
they receive periodically on their deposits. However, it is
clear that people with cash savings are attracted to profit-
able outlets for their money and critically compare interest
rates offered by banks with returns they can expect to obtain
from alternate outlets.

The presentation

1.

14

The remainder of this paper is divided as follows: Chapter II

identifies and discusses several deposit restrictions of
a legal derivation; Chapter III discusses more evident admi-

nistrative and procedural restrictions; Chapter IV deals with

institutional restrictions; Chapter V summarizes market res-
trictions and Chapter VI presents a list of problems that

rural branch managers are reported to face in mobilization
of deposits. Chapter VII summarizes significant conclusions

and frames a number of recommendations.



Chapter II

Legal Restrictions (LRs)

No banking law in Bangladesh has been specifically enacted
to hinder deposit mobilization by RBBs. Also, there is no
other major law which should hinder mobilization of savings
in-Bangladesh (Samuel Sherer). There are, however, certain
laws which restrict the modus operandi of (a) savings bank

account; (b) account of a deceased person, and (c) mainte-
nance of confldentlallty ¢f operations of banking accounts.
Samuel Sherer in his RFP research report on Legal Aspects

of Rural Banklng (November 1985) opined that none of the
above restrictions should pose any serious problems to depo-

sitors (extracts in appendix-1).

However, there seem to exist several indirect restrictions

of a legal derivation which may have negative bearing on rural
deposit mobilization. Thus, any person is legally competent to
put his surplus cash in a depository bank account if -the

person is:
i) an adult (18 years plus) of sound mind;
ii) not adjudged as an insolvent (by a court)

iii) capable of completing the procedural formalities of making a
deposit and subsequently, upon opening of an account, agreeable
to abide by the bank's rules about conducting the account; and

also if the person:

iv) can find a licenced bank branch to receive his deposit;
v) has money to make a deposit with a bank;
vi) has the intention of making the deposit; and

vii) is able to approach the bank for making a deposit on a
banking day and during the banking hours.
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All the above are pPrerequisites for entering into a leqgal
contract with a banker for making and operating a depository
bank account are so obvious and taken for granted that it
may secm irrelevant to recite them here. But a closer exami-
nation of (iii) through (vii) reveals that many of the general
requirecments for making deposits can, by themselves, restrict
making of deposits with the formal banking System operating
in rural Bangladesh. And, in fact, it is possible to identify
several other LRs that are operative to greater or lesser

degree. They are as follows:

Restriction on opening of new branches

The section No. 28 of the Banking Companies Ordinance 1962 (BCO)
specifically restricts opening of a new branch by any bank
without first obtaining prior permission in writing from the
Bangladesh Bank. The Ordinance outlines the procedure for
making application to the BB for a new branch opening. The
BB considers the application for opening of a branch on the
basis of its latest (adhoc or undefined) branch licencing
policy.

Comments: i) The banks are not free to open a branch at will even

where the deposit potential exists, assuming they have
been able to identify the same.

ii) Since the emergence of Bangladesh, the increase in RBBs
seems to have maintained a positive correlation with
increases in rural bank deposits. In 1976 46% of the
total number of bank branches (1979) were rural and
deposits per rural brauch was Tk. 1285,000. By end-June
1985 67% of total bank branches were rural. Per branch
deposits averaged Tk. 4860,000.

iii) 'The BB played a dominant role in increasing the number
of RBBs by supporting an expansionary branch licensing policy.
But one would like answers to the tollowing questions:
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i) Was viability of the new rural branches given any

consideration whatever ? (Refer para 4.1).

ii) Were the banks actually 'encouraged' or 'compelled'’
by BB to open rural bank branches without proper

assessment of market potentials ?

iii) wWhat actions can be taken now to provide financial
services to rural_areas still unbanked ? (about 50%
of the total number of 4,500 unions may still be

unbanked)

iv) What are fundamental criteria that the BB should

| observe henceforth in according permission to banks
for opening new branches - rural or urban ? Study of
the branch licensing situation is a separate RFP

sub-~task.

Restriction on shifting of location of an existing branch

2.5 The section No. 28 of the BCO also restricts shifting the loca-
tion of an existing branch, other than within the same city,
without obtaining prior permission in writing from the Bangla-

desh Bank.

Comments: In practice, banks have to live with unprofitable rural
branches for a long time before it is possible to convince the
BB of the need for changing their location (or closing down)
unprofitable branches. It is known fram BCD/BB that frequent
requests are received from banks for shifting location of
existing branches. In 1985-86, the BB accorded permission for
change of location for as many as 105 existing branches. The

questions are:

i) To avoid the waste involved in shifting the location of a hranch,
wouldn't it be possible to ensure correct location at the
stage of original licencing ?

ii) Should not NCBs seek closure of unprofitable branches instead
of shifting location (which may be for the worse) just



- 120 -

to retain its numerical strength.

iii) What action needs to be taken by all concerned to
ensure that a change of location of a RBB, if allowed,

will not be for the worse ?

Restriction on making loans with the entire deposit mobilized

2.6 Banks must maintain a cash reserve partly internally in cash
and near-cash items, and partly in a non interest bearing
current account with the BB. The aggregate account value must
equal at least two per cent of a bank's time liabilities and
five per cent of its demand liabilities (section 22 of BCO).

In addition, banking companies must maintain liquid assets

in cash, gold or unencumbered securities (including cash reserves)
a sum equivalent to not less than twenty five per cent of its
demand and time liabilities* (section 29 of the BCO) .

Comments: i) The statutory reserve requirement of banks are meant
to ensure their liquidity and the safety of depositors
money. In effect, however, it reduces total loanable
funds of RBBs and thereby their profitability. Since
the cost of mobilizing small deposits is high, banks
cannot be considered irrational if they are not too
enthusiastic about mobilizing small deposits. A direct
approach to face the issue is to find means for making
mobilization of small deposits more profitable to the
banks. One action that can be suggested is to increase
ratio of loanable funds mobilized by RBﬁs by way of
small deposits by relaxing the reserve requirement:

Refer to sub para 2.6(iii), below,

ii) Currently small deposits with RBBs are overwhelming
both in terms of number of accounts, and also in terms

* The liquid ratio in respect of total time liabilities was reduced
from 25% to 23% with effect from August 16, 1984 (BB Annual Report

1984-85)
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of Taka value of deposits. For instance, more than 88%

of the total rural bank deposit accounts of four NCBs and
BKB were below Tk.3,000 range. In terms of value, deposi-
tors below Tk. 3,000 range contributed 32.67% of the total
rural deposit of Tk.10,666.0 million as of June 1984. The
number of rural bank deposit accounts below Tk. 10,000 in
size constituted overx 97% cf the total. The volume of
those deposits constituted over 53% of total deposits as
shown at tables 1 and 2 given at page 12 and 13.

iii) Deposit Insurance Scheme (DIS) is operative since September
1985 (appendix II) under which the BB guarantees payment in
case of bank failure to each depositor of a bank ‘an amount
equal to his deposit subject to a maximum of Tk.60,000.
Banks must pay a premium @ Tk.0.04 per one hundred Taka on
all deposits. Out of the premiums so received the BB is
building up a Deposit Insurance Fund. It would thus seem
possible to relax the reserve requirement in respect of small
deposits of RBBs which will increase the loanable funds of
the banks to that extent for lending specifically to the
rural areas. If the RBBs can get an additional! 2% margin on
their lending of rural deposits upto Tk.50,000 range (which
included 77.69% of total deposits as of June 1984) their
profit should go up by Tk.251.00 million or by Tk.75,285
per branch in terms of rural bank branch deposit level
(Tk.16159 million) and the number of branches (3335) as of
June 1985.*%

Bangladesh Bank Statistics, June 1984 data.

Scheduled bank statistics, April - June, 1985.
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Table-1

NUMBER OF RURAL BANK ACCOUHNIS

JUNE 1984
Size Range

(in thousand | Agrani . . Total
Takal Janata Rupalf Sonali BKB Z
0 - 1 547,19 617,051 226,255 459, 325 717,514 2,627,335 52.70
1~ 3 371,054 387,964 177,920 735,838 19,247 1,782,023 35,74
3—- 10 88,883 97,980 48,247 164,025 35,531 434,666 8472
10 - 25 19,080 21,461 12,109 35,824 1,674 101,148 2.03
25 - 50 4,107 4,857 3,609 11,767 1,537 25,877 0.52
.50 ~ 100 2,202 1,879 1,314 3,549 433 9,377 0.19
100 ~ 500 652 1,038 347 1,764 193 3,994 0,08
500 - 1000 65 120 14 124 16 339 0.01
1000 57 94 18 S0 9 268 0.01
Total 1033,290  1134,444 469,833 1412, 06 935,154 4,985,027 100.00

Source: Bangladesh Bank.,
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Table - 2

VALUE OF RURAL DEPOSITS

JUNE 1984
(IN MILLION TAKA)

Size Range ) Total
(1n thousand Agrani Janata Rupali Sonall BKB %
Tak a) v
0 - 1 352.135 405.89 148.60 295;3& 327,35 1929.99 15.20
1 - 3 547,58 634,137 286,66 117.21 173,29 1759. 11 17,47
3 - 10 406.96 ﬂ61.07 266,56 790.90 196.90 2124, 139 21. 10
10 - 25 269,07 345,73 174.132 564,25 159.61 1532,98 15.23
25 - 50 140. 48 166.24 120. 36 396.93 51.19 B875.20 08,67
50 - 100 153.62 126.95 82;37 236.72 28.51 628.17 06,24
100 - 500 112.75 183,26 55.63 308,93 39.66 700,23 06,96
500 - 1000 43.47 81,65 10,27 87.06 9.81 232.26 02. 31
1000 174.56 240,83 49,20 206,14 13.55 684,28 06,80
Total 2220,84 2647.99 1193,97 3003. 49 1000.32  10066.61 100,00

Source: Bangladesh Bank
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Restrictions on recruitment and promotion of employees of NCBs

2.7

The GOB has in past embargoed, from time to time, the recruitment
and promotion of employees. Such embargoes, a total one, was
reportedly in force until June 30, 1986, Emergent staff recruitments
could, however, be made after obtaining special clearance from the
Ministry of Flnance. Such a process has to be costly for the banks

in terms of time spent on, and annoyance of the Ministry, incurred.

Comments: 1) Managing directors of some of the NCBs have acknowledged,
duririg meetings with the RFP consultants that there is
a shortage of staff at rural branch level (also complained
by RBB managers: para 6.11) and that an autonomy for the
banks in matter of recruitment and promotion of personnel
is essential to successfully implement any major banking
programs including a program for mobilization of rural
deposits.The issue has assumed further significance for
the NCBs as the newly created.private sector banks drew
profusely on experienced NCB officials with better

compensation packages.

11) Trained, experienced and devoted employees are an absolute
necessity for growth and development of the rural banking
sector. But it takes time and careful planning to develop
a well groomed cadre of devoted rural bank branch officials,
The process will be accelerated if more autonomy to banks
is avallable to hire (and fire) its employees. The issue

thus deserves consideration of the GOB,

Restriction on arrangement of training

2.8

GOB has recently taken steps to reorganlse the training institutes of
the NCBs. In the process, six of the regional training centeré of Sonali
Bank and all the regional training centers of Agrani Bank have been
ordered to close down (IMF Banking Wing letter No. MF(FD)/Banking-1(13)-
2/85/62 dated 1.2.1986) (Appendix III),
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Comments: Training is very impartant for acquiring knowledge, upgra-
ding of professional skillsg aﬁd for developing motivation.
Thls is particularly true in case of approximately 20,000
RBB employees (estimated @ 6 employees per RBB) who need
more training in special functlonal areas such as deposit
mobilization. Reqular refresher and follow-up courses for
bank officers are also needed. Bank regional training
centers can and have provided this kind of training success-
fully although on a limited scale., Closure of regional BTIls
will seriously curtail the tralning capabilities of the

banks.

Restriction on advances against FDR, etc

2.9 As per BCD Circular 45,54 of 1984 and 11 of 1985, there are partial
restrictions on advances against security of Fixed Depcsit Receipt (FDR)
and other financial assets like Sanchaya Patra, ICB Unit Certificate,

Wage Earners Development Bond, Insurance Policies, etc.

Comments: 1) Emergency cash requirements by depositors is a common
occurance, Avallability of a short term bank loan secured
by savings in FDRs, savings certificates or other financial
assets should be a normal expectation of savers. For the
bank branch such loans are easy to make profitable, and

are usually 100% secure,

i1) Restriction on use of financial assets for supporting
loans to meet temporary cash needs may lead rural bank
depositors to the money lender or to liquidate his

savinys, a disincentive for future investment in financial

assets.

11J) while it is necessary that BB administers selective credit
control measure:s, cautlous relaxation of restrictions in
respect of small depositors from rural areas (upto say

Tk. 25,000) should be favorably considered.

A summary of current credit restrictions compiled by BB is presented
in Appendix IV,
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Restriction on private and personal loans

2.10 Grant of private and personal loans by banks to private individual
except demand loans against pledge of gold or gold ornaments, FDR and
other financiai obligations is prohibited‘(bCD Circular Nos. 15 of
1972 and 45 of 1984).

Comments: 1) Possibility of receiving financial assistance from banks
in time of need is a major motivation for individuals
to become banks' deposit customers (para 6.8). In rural
areas of Bangladesh this need arises to households with
a predictable reqularity linked up with crop and non-
'crop seasons. Any consclentious branch manager would
least like to see that one of his depositors approaching
a money lender just because he cannot help farmer to
overcomc the his temporary financial strain, and that in
the process the branch is risking to lose in him a long
standing depositor. It would thus seem appropriate for a
RBB manager to have some degree of authority to use his
best Judgement, subject to a specific number of depositors
and a specific sum of money, in extending temporary loans
to the existing depositors in the best interest of the

branéh .

11) There is no evidence that the BB undertakes a detailed
assessment about possible long term implications of a
selective credlt control measure on mobilization of rural
deposits. It is desirable that the impact of a credit
restrictisn on mobilization of rural savings is carefully
studied before imposing it and then its continuatign
beyond a specific time period (say a quarter of a‘year)
should be well justified. Meanwhile an exercise should
be undertaken to study the impact of all exfsting credit
restrictions now in force may be reexamined in the same

context.



Income tax on interest

2.11

In June 1985 GOB imposed a 10% direct tax on interest income on all
bank deposits. The tax was supposed to be paid directly to the
government by banks out of accrued interest on all bank deposits. The
decision had a devastating impact on the confidence of the depositors,
and large scale withdrawal of bank deposits was taking place as a
result of which the government had to withdraw the levy,

Comments: 1) The tax in question does not exist now. But itg impact
looms large in the minds of the depositor,

i1) Hapy_relatively large depositors had reasons to be
cohcerned about the attempt of the Government to meddle
into their bank accounts. It would have violated the
principle of confidentiality about operations of deposit
accounts and also it would have paved the way for embara-

ssing income tax queries.

i1i1) For the less informed smal:l depositors of RBBs, this was
too much of an unexpected show of power on the part of
GOB that it is in a position to capture the entire deposit
if it so decides (para 6.19). There are interested indie
viduals to mislead the rural ignarant by misinterpreting
the GOB decision. Therefore, any GOB decision to interfere
with the bank deposit accounts should precede: (1) serious
evaluation of its pros and cons, and (ii) detailed
consultations with the bankers.,

Jamuna bridge levy

2.12

Subsequent to withdrawal of tax on interest on banx deposit, a 4% levy
was imposed {with effect from October 1985) on interest to be paid on
all typesof bank deposits and Government savings instruments and also
on dividend income of shares and stocks.



Comments:

135

According to the local press Jamuna bridge levy has not

been quite wellcome by the depositors. Identical rate is
applicable for both big and small depositors, and also

for short and long term deposits. Because.of its retros-
pectivity, the long term investors with impending maturity
of their investments are the most aggrieved goup. Jamuna

levy in itself would not have much affected deposit mobi-
lization climate had it not been preceded by GOB announcement
and its subsequent withdrawal of the decision fb.taxlinterest
on bank deposit. A speculation is growing that GOB may
ultimately use the level of bank deposits as one of the
criteria for assessing income tax liability of a depositor.
Monetary authorities should not decide on actions'arbitrarily
and impose a decision which may give rise to rumors and
gossips to the detriment of deposit mobilization in general,

and that of small rural deposits in particular.
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Chapter IIIX

Administrative and procedural restrictions

A brief resume of administrative and procedural aspects of deposit

“banking 1s given in appex V,

The depositary accounts are opened and operated under prescribed
banking procedural drills. The basic-instructions in this regard

are laid down in the Bank's Book of Inétructions (BBI) of indivi-

dual banks. A BBI 1s a basic official document of a bank containing,
in digest, laws and practice of comtemporary banking for guidance
and reference of the operational bank staff. In that ‘way the BBI is
supposed to ensure uniformity of actions over time and across the
bank branches. Administrative orders to supplement the BBI are issyed
by the banks' head offices from time to time to take care of

exceptional circumstagces,

Several BBIs including that of the Sonali Bank (in line with which
BBIs of other NCBg appear to have been drafted) have been studied.

"1t has been found that more or less similar procedures have been-

prescribed in the BBIs of each bank in matter of opening and

. operating depository accounts. According to BBIs, rigars have to

be exercised by bank branches in several basic areas 1n matter of
opening and operating account in the name of an individual. The

prominent procedural restrictions are listed below H

Introduction of at¢counts

3.4

At the time of their opening all depository accounts gre required to
be properly introduced by another account holder, or by a senior
official of the branch, A savings account holder cannot normally
introduce a current account. But a current account holder can

introduce a savings account.
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Comments : ’he requirement of obtaining introductory references is
a common banking practice everywhere. But in the éontext
of enhancing mobilization of small savings in bank
deposits the practice would seem to have been acting
largely as a deterrent. Villagers are poor and illite-
rate. About half of them are women. Under the circums-
tances a potential RBB depositor in these groups has
to look for an introducer, or has to approach a branch
official for help. A small depositor may have difficulty
in overcoming his psychological inhibitions in approaching
a banker in the first place. Once he approaches a bank,
there 18 no assurance that the banker will welcome him

(refer para 3.8).

Opening account of an illiterate person

3.5 Extra caution is to be exercised by banks in matter of opening account
of an illiterate person. Signature card and the passbook (in case of
savings account) are duly attested by the branch manager, and witnessed
by,at timer, more than two outside persons known to the bank branch. No
cheque book is to be issued to an illiterate accouﬁt’holder. Withdraw-
als can be made by him on production of - passbook and on bank's prescribed
deposit withdrawal form to be issued only at the time of withdrawal. A .
withdrawal has to be witnessed by another outside person known to the

bank branch.

Commentss The current depository procedures severely handicap an
i11iterate potential depositor in matter of hisg making
deposits with a bank branch, and also in matter of his
making withdrawals from hig deposit account. Under the
current Circumstances an illiterate rich will be more
motivated to keep his money with other needy villagers as
loans, and thereby act as a money lender rather than as a
bank depositor. On the other hand an illiterate poor will
find it more convenient to deposit his money with the
illiterate rich in the hope,among others, of borrowing from

_him when needed most .
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Opening account of purdanashin women (ladies who wear veils)

3.6

There tes no reatriction on opening accounts in the names of literate

non-pacdanashin women. But there are restrictions by way of account

opening protedural rigidity in case of educated but purdanashin
ladies. Opening of accounts in the individual names of illiterate

pardanashin ladies is totally discouraged. Illiterate ladies are

encouraqged by RBBs to open a joint'aCCOunt with a literate male

member of her family, if they approach the bank branch at all far

this purpose.

Comments:

1)

11)

Implication of this restriction is that the rural women
in general are not in position to avail of banking
services. And they constitute about half of the rural
population | Many of the women folk are gradually
involving themselves in income generating activities at
cottage level. Unless banking services can be made
available to them, they will be deprived of benefits

and convenience of formal financial intermediation.

Ladies branch, ladies counter at RBBs, lady branch
officlals mobile banking, etc., may be a partial answer
to the problem. Relaxation of rigidity on both sides
would also help to improve the current situation. Spread
of literacy and education is the ultimate solution to
this problem. Meanwhile the NGOs and voluntary social
service organizations may be accessed for educational

assistance,

Note s RFP research findings include, among others,
existence of women money lenders in the rural

Commnities of Bangladesh (C. Maloney).
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Cpening account in the name of a minor

3.7

Speolal cautlon 1s to be excercised while opening accounts in the

names of minors. Current account opening proposals in the names of

minors need to be referred to head office in many banks.

Commentsg:

This restriction wculd certainly complicate meaningful
deposit promotion schemes like school banking, coin savers,
etc. More pervasively, minors will not learn about banking
until they have become adults and until they are well past
thelr best time to grow habit of financial savingn.

Maintenance of minimum balance

3.8

The mininmum balance to be maintained in a savings account (both chequing

and non-chequing is Tk. 10. The same for the Deposit Pension Scheme (DPS)

is Tk. 100. The fixed deposit is not entertained below Tk. 100, The

unwreitten minimum balance requirement for current account is also Tk.500,

However, cxcept for DPS, flexibility is applied with regard to meeting

the wminfimum balance requirement.

Comments :

The requirement of maintaining minimum balance, though
notional, may affect a small saver in two ways (1) A RBB

may not welcome a small depositor who may want to open an
account with the minimum prescribed balance. On the other
hand, a small depositor himself may not be able to overcome
his psychological barriers to put his money in a bank account
(11) A RBB may force a small depositor to close down his
account once it hits the minimum balance and stays at that

level just for sometime.

Deposit .promotional activities by RBBs, personal behavior of
RBB employees and their favorable attitude towards small

depositors should greatly help to improve the situation.
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Rates of interest to be applied and mode of interest calculations

3'9

The interest rates on various types of depository accounts are speci-
fied by the DB. No exception can be made by any bank in this regard,
A historical interest rate chart is given at appendix VI. The rates
are fixed by th~ Bangladesh Bank subject to approval by the Ministry

of Finance.

Comments: Interest payments are the major compensation a bank is in
a position to pay to its depesitor. But there is little
evidence that the small depositors have any significant
sensitivity towards interest they receive on their deposits.
Smallness of deposit and unattractive rates may be the
reasons for this (para 6.18). The implication of this is
rather far reaching. The RBBs cannot use interest rate asg
a leverage for mobilizing deposit. And without thig they
are virtually left with nothing. It may thus be retommended
to adopt a positive interest rate policy, e.g., a reasonably
upward adjustment of deposit rétes for commercial banks and
other financial institutions would make the real rate of
return on deposits adequately attractive and provide a pro-
mising cutlet for substantial amount of private savings;

in the rural areas.

Wil‘.htlrﬂugﬂ__:_;_

3.10 Withdrawals from the savings bank account for more than 25% of the

deposit, or Tk. 10,000 whichever is less and for more than twice a week
requires a week's prior notice in writing from the depositors. Withdra-
wals from fixed deposit accounts can be made only after foregoing
accrued interest to the extent as specified. No withdrawal is allowed

from a DPS account other than by way of closing the account.

The Second Five Year Plan 1980-85; IX-15; 9.27
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Comments: If not to others, the possibility remains that the with-
drawal restrictions can be severely applied by RBBs in
matter of operating accounts of smill depositors. Small
depositors on the other hand may be inclined to withdraw
from his account a sum more than necessary to meet his
current requirement. One would, therefore, wonder whether
withdrawal restriction on savings accounts of RBBs is

really useful.

Maximum balance

3.11 There is no maximum balance limit for current account deposits. But
a2 savings account can not have a balance exceeding Tk. 500,000 in a
single ar in joint names. In DPS accounts the maximum contribution

allowable is Tk. 500 per month,

Comments: This restriction would appear to be irrelevant in the
context of mobilization of small savings by RBBs, But it
does provide a scope to the branch ﬁanagers to purpue big
deposits by deemphasizing the potential of mobilizing small
deposits,

Banking hours/working days in a week

3.12 The bank hours and working days are governed by the Negoctiable Instru-
ment Act 1882. Schedules are uniform for both urban and rural bank

branches.

Comments: Many branch officials have observed that the current banking
hours and the working days to RBBs are not quite suitable
for rural banking (para 6.12). The issue needs to studied
seriously. If necessary, flexible banking hours, and
variable working days may be allowed for deserving rural

bank branches.
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Cash in vault and at the counter

3.13 Procedures are laid down by each hank about the maximum amount of cash
that can be retained at the counter (during transaction hours) and in
the vault of a rural bank branch. The rationale behind fixing casﬁ
retention ceiling is safety and security. Insurance polictes are
obtained accordingly. Cagh exceeding the 1imit has to be transferred
by the concerned RBB to the designated branch. Shartage of cash on any
day is met by obtaining replenishment also from designated cash feeding

branch,

Comments: 1) Cash retention ceiling is fiwxed arbitrarily, and is kept
at that more or less permanently. Many RBB managers com-
Plained that they feel greatly inconvenienced because
of smallness of the cash retention limit of the hranch.
But, according to them, the controlling office would not
recognize the fact and raise it.

11) Cash shortage at a branch is annoying if not indeed
alarming to a depositor. At times of uryency it may be
frustrating to a depositor. Cash shortaqe is embarrassling
to RBB managers, It tarnishes image of the branch. It
particularly affects the potential saver who may give
a second thought to making a deposit with a RBB which
usually keeps a depositar waiting for cash replehish&ent
to arrive (para 6.10),

111) It appears that the advefse impact of thig restriction
can be tackled to a large extent by proper cash planning,
better communication with,controlling office, and good
public relations. Many RBBs lack in these.
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Chapter IV

Institutional Restrictions

Number and location of bank branches

4.1  The central management of a bank at Dhaka decides on opening of
additional number of its branches and the physical locations of new
branches within localities on the basig of its branch expansion
policy. Actual opening of a branch is dependent on accordance of
Permission by BB. The BB is, in turn, guided by its overall branch

licencing policy as may be operative from time to time.

Comments: 1) Opening of a branch by a bank is not a matter of an
independent decision by that bank (para 2.,4), The BB
plays a major role in the overall bank brancﬁ expansion
in the country. Histarically opening of rural branches
as such has not received priority frot the bank manage-
ment, but for BB policy (once operative) to allow opening
of one urban branch by a bank in the event of its opening
two rural branches. Given the option it seems that:many“
rural bank branches may be transferred to urban location§
or closed down or transferred to other NCBs as it hapbened
in the past in case of Uttara and Pubali Banks when they
handed over so called unprofitable rural branches to BKB
and NCBs in 1982. The World Bank — GOB Joint Agricultural
Credit review indicated that about 50% of the rural bank
branches out of a sample of 2522 were non-viable with
highest proportion of non-viable rural branches being 88%

in case of a particular NCB,

11) Once permission to open a branch is accorded by BB, the
physical location of the branch is very important from
customers' service point of view. Many managers of rela-
tively isolated RBBs feel that they could have done
better had the location of their branch been more close
to main business centers (para 6.9).
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Business priority

4,2

The banks have two main tasks: acceptance of deposits, and making of

loans. Normaily loans should be made out of deposits mobilized. In

matter of making loans to the rural areas banks depended more on BB

refinance at concessional interest rates than on their own effortsg

for deposit mobilization. The mobilization of small savings as such,

not to speak of those from rural areas, was not an urgent business
priority with the banks (Rana and others).

Comments:

Mobilization of small savings from rural areas is expensive
Compared to big deposits from small number of depositors,
Besides, refinance window of the BB did not particularly
enccurage the banks to feel the need for raising more
expensive deposit money. The banks act rationally on cost
considerations, and place lesser emphasis on borrowing at
4 higher rate from small depositors when a lower rate is
available from the BB, foreign lending agencies, etc. Hence
BB refinance arrangements for banks need to be reviewed and
made more compatible with the potentiality of RBBs for
mobilization of deposits,

Few depository products

4.3

Depository accounts are finite. The categories of depository accounts

are : a) Savings Accountg - (chequing and non-chequing); b) Fixed
Deposit Accounts; c) Current Account; d) Deposit Pension Scheme;

e) Short Notice Term Deposit Accounts, etc,

Comments:

There exists a scope for marketing depository products

specific to rural savers (para 6,5). The izsue may be resolved

through financial innovations any mere effective marketing of
the éxisting products, The RFP has recommended several new
products including the Contract Savings and Credit Scheine

which may be experimented with,
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Fewer other banking services

4.4

Because of physical and infrastructural limitations a rural bank cannot
offer all the services commonly available with itsurban counterparts.
Telegraphic funds transfer arrangements are not available with most
rural branches. Then there are inadequacies of furniture, office space,
W/cs; electric fans, etc. (BIBM Survey 1985 and RBBUS 1986 and paras
6.6 and 6.7 of this report),

Comments: Improvement in rendering overall financial services by RBBs
1s essential. This can be achieved through training and moti-
vation of the employees on the one side, and improvement in

availability of infrastructural support on the othere.

'Quality of services

4.5

Quality of services has not yet been a major lssue in rural banking
(BIBM Survey - 1985). But it may be considered to be a natural expect-
ation of the rural depositors for more of the existing services and

also new serviées to sult their needs and tastes.

Comments: Improvement in overall financial services is essential. This
can be achieved, among others, through training and motivation

of RBB employees,

Banqladesh Bank credit policy

4.6

Banks operate within the overall credit policy of the BB, The RBBs are
the main outlets for disbursement of various rural credits, Most of the
time and efforts of RBBs are spent in achieving the credit and recovery
targets (RBBUS). Mobilization of deposits is affected in that way

(para 6.4).

Comments: The RBBs should ultimately grow as independent profit centers
planning and executing their own business targets including
provisions also for disbursemént of credits and recovery of
dues and overdues, The overall branch performance evaluation

guidelines to this end may be formulated at the head office »
by 1lnvolving the regional and branch offices in the process.
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Credit restrictions

4.7

When this research was going (March - June 1986) on many RBBs were
reportedly under credit restrictions from their respective Head Offices.
Some branches were not allowed to lend (upon exhaustion of their small
credit allocations for the particular period). Some branch managers
were not allowed to sanction loans beyond a certain limit (uspually

complained to be inadequate).

Comments: There seems to exist scope for a scheme which links up
deposit mobilization and credit disbursement (para 5.3 v).
So far development of composite dejosit and credit schemes
at local RBB level is yet to take place. Besides, loan
ceiling of branches, and lodn sanctioning limit of a branch
manager need constant review by the hank minagement for

periodic adjustments depending on need and circumstances.

Attitudinal constraints

4.8

In the context of the requirement for the RBBs to meet deposit targets,
credit restrictions,limited scope for diversified lending,availabilihy
of refinance facilities from the Banqladesh Bank, etc., whether or not
to collect small deposits from the rural areas has become an attitudinal
issue for banks. Scope of rural deposit mobilization in general has not
yet been seriously studied by any bank. Of course adequate reasons are
yet show up for the Han to feel particularly motivated to mobilize

small savings when they can achieve thelr periodic deposit targets

(which they have to) quickly by mobilizing big savinas.

Comments: Attitude of the bank management towards mobilization of “mall
deposits from the rural areas is very important for meaning-
fully involving the RBBs in the task. Some banks (Agrani) are
experimenting with setting periodic deposit: targets for RBB
officials in terms of minlmum amount of total deposits as well
as minimum number of accounts and minimum deposit per account
achievement of which will qualify them to get accelerated
promotion. Such innovative ideas for employee motivation are

essential (Appendix VII),
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Branch furnishings

4.9

These are governed by banks' overall policy. Economy appears to be
the main considerations. Appropriateness and adequacy of internal
furnishings of RBBs appear to have received secondary consideration

so far.

Comments: Interior furnishings of a branch do play a role alongwith
others, in attracting deposits (BIBM survey - 1985). Hence
appropriateness of physical location and also requirement
of the interior furnishings and customer facilities should
be carefully studied keeping in view, among others, improve-
ment in customers services before setting up of a hranch.
For the existing ones ? It is perhaps time for renovation

of many.
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Chapter V

Market Restrictions

It is the common wisdom that formal rural financial markéts (FRFMs) in
low income countries (LICs) are not as efficient as they should be in
financlal intermediation. Specialists 1ﬁ LIC FRFMs agree on the causes
for inefficlent operations of FRFMs which are much the same from one
FRFM to another. FRFMs of LICs are characterized by inadequate deposit
services (Adams); financial repression through price distortions
including interest rates and foreign exchange rates (Meyer);exten;ive
use (or misuse!) of the formal financial institutions (commercial and
speciallzed banks) to push farm'lbans at subsidized rates neglecting
or deemphasizing the savings mobilization side of finaneial intermedi-
ation (Vogel); very few attractive opportunities or incentives for

depositors (Adams); etc,

Bangladesh is a L1C. The rural bhank branches (RBBs) of Bangladesh
operate within the RFP constraints mentioned\at 5.1. In addition the
preceding sections of this report have mentiohed several restrictions
that beaf up on operations of the RBBs in the RFMs. The basic ones to
repeat (i) RBUs lack access to rural households; (ii) piucedural
rigidities prevent serving lorge section of the rural prople (the 111~
terate and the women),and:(1ii) the lack operatioﬁal flexibility. As a
matter of fact, these are the three haszic éharactepistics, namely,
wicesslbility, procedural simplicity and cperational flexihility which
allow the informal financial market, dominated by money lenders, to

thrieve (Bouman).

An informative paper (1985) on mobilization of rural savings in
Bangladesh was presented at the ESCAR Workshop on Domestjc Savings
Mobilization in Bangladesh. It singles out poverty, unemployment,
i1literacy, and population pressure, as the fundamental constraints
in the RFMs of Bangladesh., With regard to the deposit nobllization
rola of hanks and other financial instltutiqns the follewiig inadequa-

cies are mentioned in that paper :
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(1) Failure of banks to focus on securing of deposits
(11) Lack of motivational training of bank employees

(111) Unplanned and inefficient geographical distribution of rural

bank branches

(iv) Procedural bottlenecks and excessive transactional paper work

(which the illiterate rural population is unable to handle)
(v) Lack of integration between deposit and credit facilities
(vi)  Negative or zero rates of return on deposits
(vi1) Poorly adapted financial savings instruments (products)

(viti) lack of incentives for the RBBs as small deposits are costly to

mobilize

(ix) Weak publicity, advertising public relations, etc.

It may be observed that many of the restrictions on mobilization of
deposits as listed above already came up for discussions in the
preceding chapters ofkthis report, The repetition is considered
unavoildable because of difficulty in determining exact cause and effect
relationship (para 1.,32), Besides, it is perhéps apprepriate to get a
restriction identified and mentioned in one chapter under one perspec-
tive by reliterating it as far as possible, in another chapter of this
report as has occurred with some in this chapter under a different

perspective though. Such repetitions are intentional.

It would seem that one of the basic issues of RBBs is one more relating
to marketing of bank services than to any other. Marketing is seemingly
an overlooked or undermined concept in rural banking. Little attempt

is made to aenerate ‘more reliable supplies of funds through deposit
mobilization® (R. Meyer). There is absence of depository products
sulted to the rural savers, and no definite strateqy to market the
exlrting onera 1a evident, Agsegssment of market requirement, and market
potentiils is lacking seemingly due to lack of knowledqge and under-
standing of the concept of marketing at the RBB level, if not at the
banking sector in totality.



and lack of effective efforts so far to narrow it down, Which are
the unbanked areags (unions, say) of the country ? No body knows it
precisely. Not even Bangladesh Bank which is the supreme authority
for giving permission to open a bank branch ! No wonder, therefore,
that there has beén unjustified clustering of RBBs (which had same
ownership until very recently namely, the Government) in some
localities while many existing lranches are suffering from 1solation
both from other outlets and from the customers they are supposed taq
serve. This fact has bzen substantiated by the relevant responses to
this effect of thz REB managers to RBBUS Survey questionnaires.

The RBBs management seem to have developed & maintained very little
information about their own command areas. No survey of the locality
(systematic or otherwise) preceded such sweeping remarks made in RBBUS
questionnaires by many RBB managers relating to poor state of deposit
mobilization as 'the:area is deficit', ‘'there ig no business potentia-
lity in the area® and so on. ﬁost of the RBB managers expressed their
igﬁorance'about existence of informal money'narket within their command
areas not to speak of its scale and mode of operation. This is the
impression gathered during visits made by RFP banking researchers to
about 40 rural bank branches in 1985,

The controlling offices of RBBg including their head offices are in
no better position. Most of the Head Offices of fhe NCBs cannot

cent percent classify their urban and rural outlets, Most of the
Regional Offices of banks act rather as post offices with very little
contribution to make by them in mobilization of deposits and loan
recovery to be made by RBBs,
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A large number of reports and statements have to be prepared by iBBs
for its regional and head offices. Many RBBs ara still grappling
with loan monitoring format ACDL 1 = 6 which had to be introduced
because of poor management info;mation system at the banks head
offices. These are all adding to RBB work load and inefficiencies of
the RDls,

RBBs are significant operators in the RFM of Bangladesh. But they are
yet to play their role properly because of interference by remote
control mechanism in such basic areas as interest rate (explicitly
fixed). Lending (targetted); normal credits (controlled); loan
sanctioning power (limited); deposit mobilization (budgeted and fixed
arbitrarily) depository products (finite), etc.
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Chapter VI

Constraints faced by RBB Managers in
Deposit Mobilization

6.1 Rural Bank Branch Managers(RBBMs) have to carry on with deposit
mobilization activities within overall deposit constraints in
whatever manner the constraints are grouped or categorized. They
are the persons affected most by deposit constraints. Interestingly
the RBBMs have not been found to feel, or view deposit restrictions
in arder of classifications made in chapters II through V of this
paper. It was, therefore, considered pertinent to produce this
chapter containing knowledge dathered from the RBBMs about the
restrictions that they feel fb have been affecting them most in

matter of mobilization of deposits.

6.2 Three approaches were used to gather information on deposit restrict-

ions from the RBBMs, as underv:

a) Through RBBUS questionnaire by posing specific questions about
ma jor problems faced by RBBMs in mobilization of rural deposits-

b) Through personal interviews with about 50 RBBMs at various parts
of the country,independent of RBBUS, during the field trips made
by the RFP banking consultants from time to time.

c) Through intensive classroom discussions with about 60 RBBMs on
deposit restriction as a specific topic during various rural credit
courses conducted by the RFP from late in 1985 to the middle of
1986.

63 Reactions of the RBBMs on the topic of deposit restrictions have been
carefully listed, significant ones sorted out, summarired and presented

under two broad categories :

- Saving impediments relating to day-to-day branch bank operations;
and

- The general impediments which indirectly but substantially influ-
ence the scope of deposit mobilization operations of the rural

branches,



- 146 -

Savings impediments relating to branch operations

6.4

645

6.6

6.7

The branch personnel are overburdened with routine banking operations
of the branch. The emphasis determined by their. head office in the past
on rural credit disbursements kept them, and the current emphasis on
loan recovery,also determined by this head office,is keeping them
absorbed so much that they hardly get time to promote savings.

Even when the branch personnel want to use their own time beyond office
hours to contact the potential depositors and promote savings they are

handicapped because of the following @

a) lack of transport facilitiles, inadequate or absence of travelling

allowance, etc., for branch personnel;

b) lack of funds at the disposal of branches for entertainment of
potential customers, initiating deposit promotion programs by way

of advertisement and sales compaign;

c) inability of the branches to offer even token incentives to the
highest depositor, or to the depositors who maintain consistently
high deposit balances over extended period of time;

d) no separate arrangements are available at branches for women

depositors;

e) no specific or special depositary products to sell to the rural

savers,

Inadequate physical facilities at the branches: lack of office space,

office stationery, office decoration, electricity, telephone, etc.

Absence of a separate depositors' section at the branch for individua-

lized treatment to the depositors,
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Loan facllities are limited., Most of'dqpositors who transact with
the branches in the hope of receiving credit facilities get frustra-
ted and the same is transmitted to the potential savers.

Branch locations were not choosen from commercial considerations point
of view. Inconspicuous locations and locations inconvenient to the

depositors in general impede depohit mobilization.

Inadequate cash limit at branches' volts (maximum amount of cash that
a branch is permitted by their controlling offices to retain at their
vaults) tells upon the confidence of the depositors. The weakness is
easlily detected by a depositor as the hranch seeks replenishments
frequently from its currency feeding branch by keeping him waiting at
the branch on flimsy pretexts.

Staff shortage and lack of trained staff for deposit mobilization.

Transaction hours (timing) and banking days are not particularly

suitable for rural banking as such.

Lack of proper understanding between the branch officials and other

members of the staff in matter of mobilization of savings,etc.

Indirect savings impediments

6.14

6.15

Widespread illiteracy and ignorance. Cultivators and other villagers
engaged in various small trade, professions and occupations are psycho-
logically oriented to believe that the banks are ineant to serve the
rich and thé educated people only.

There is a serious lack of knowledge among the village population about
the rule of banks, activities they are involved in, and services ghey
are capable of rendering to the community. This coupled with low savings
capacity of the village individuals make them disinterested in deposi-
ting their money with the banks.
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6.16 Cost per account for mobilization of small deposits in large number
of accounts is expensive for the branches. Therefore, the general
impression among the bank branch personnel is that nothing much is
lost by the rural branches 1f small deposlts are not carnestly

sought for.

6.17 Too miny branches are concentrated in small areas. As such inter-bank
branch competition for deposit mobilisatlon is too keen. Bank branches
of Sonali Bank handling treasury functions, have competitive edge over

others in matter of soliciting deposits.
6.18 The current interest rates on deposits are not attractive to the savers.

6.19 Govt. decision to tax interest (since withdrawn) did alarm many poten-—
tial depositors who seem to have developed a misunderstanding that
such actions on the part of the government is an indication that

ultimately the Govt. may capture the entlire savings of the deposltors.

6.20 Currency notea of biq denominations (for example currency notes of
500 Taka denominations) allow the savers to store larger purchasing
power in cash with himself well secured and concealed thereby meeting
the urge and need for security of the money which is one of the

significant benefits that a rural bank branch is 'supposed to offer.
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Chapter VII

Conclusions and Recommendations

Conclusions

Conclusions from the study include the following ¢

1. Banking law enacted, and banking pfactices developed, over time
are directed to meet the requirement of largescale branch banking
} system of Bangladesh. They apply uniformly over urban as well :as
rural branch banking network. It has been found that the require-
ments .prescribed under certain sectlions of relevant banking law
indirectly act as constraints in matter of mobilizatlon of savings
by the rural bank branches. In order to ensure better deposit
mobilization performance by RBBs relaxation of some of the legal

restriction will be helpful.

2. The procedural restrictions owe their origin mostly to legal
restrictions, to the banker's responsibility to prevent fraud and
forgery, to the need to maintain safety and security of depositors'
money etc. Deposit banking procedures are similar for both urban and
rural banks. Without foregoing principles of sound banking a separate
set of somewhat relaxed procedures may be justified for rural bank

branches.

3. Institutional restrictions which arise at the head office management
level of banks do impact rural banking. It is submitted that the
institutional restrictions are menifestation of overall money and
banking policy of the country, and of the fallure of individual bank

managements to emphasize rural banking in general.



4. Market restrictions arise out of inefflclencles of the formal
rural financial market of Bangladesh which are more or less
similar to thnse obtaining in other lower income countries. Legal,
procedural and institutional restrictions add to market imperfec—~
tions. Rural bank branches themselves have a number of short
comings. Congequence of all these are that the RBBs play a less

significant role than otherwise might be possible.

S. Deposit restrictions internal to RBBs experienced by the rural
branch managers range from lack of transport facilities, inadequate
compensation, inadequate entertainment and publicity funds, statf
shortages, to task of proper understanding among the branch officials
and cther employees. The constraints which the branch managers feel to
be in cperation beyond their control are those primarily related to
overall constraints obtaining in the rural financlial market of

Rangladesh

Recommendations

—————

Recommendations evolving from this study Include the following ¢

1. Rural branch bank licensing should be rationalized wlth a specific
objective of opLimizlnq rural outreach of banking services. It is
not enough to simply open and shut the branching valve. That just
results in clustering of banking servlces in thec most urbanized of
rural areas. Licensing should be used to control the distribution of

banking facilities and services.

2. Certain policies and requlations which, while absolutely necessary
under large scale, dynamlc urban banking circumstances, should be

judiclously relaxed under truly rural conditions :

a. The system-wide uniform statutory reserve requirement should be

consldered for relaxatione
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be Likewlse, the Selective Credit Control measures rshould be

relaxed concerning s

(1) Advances against fixed deposit receipts,

(11)  Advances against various other investment instruments such

ag Govt, Savinga Certificates, Bonds, etc.

(111) Prohibition of personal loans, etc.

cs All banks should be provided greatly increased autonomy in matters
related to selection, recrultment, and compensation and promotion
of branch employees. All efforts should be mide to ralse the level

of competence of RBBs through training and motivation.

Frequent consultations should take place among the banks management:,
the BB and the GOB on all policy mitters concerning current and

future aspects of mobilization of rural aavinqgsg

A reasonably upward revision of deposit interest rates should be nade
to make the real rate of return on deposits adequately attractive

to the RDB deposlitors.

Socinl tnnovations directed at encouraglng and facilitating use of rura)
banking services by illiterate, purdanashin females and other similarly

disfranchised persons should be planned and implemented such as @

a. Recruttment of specially trained bank officers.

b. Arrangement of sprcialized (separate if necessary) facilities

withln bank branches.

C. Accessing educatlonal assistance of vari~na NGUs as intermediaring

between banks and potential new-to-banking clionts,
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Branch banks should be provided with a special manual of Instructions

on dealing with procedural rigidities which discriminate against

potential depositors.

Rural banks should be encouraged to experjmenf with Innovative

deposit mobilization :schemes, such as the RFP Contract Savings and

Credit Scheme.

o e e e o
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EXTRACTS FROM “RURAL FINANCE PROJECT « LEGAL
- ASPECTS" (JULY 1985) BY SAMUEL A SHERER (PP 30,31)

"Unlike the area of rural credit, the main problems connected with
rural savings mobilization for the formal banking system appear to be with
regard to marketing and the providing of better and more secure banking
service. More aggressive approaches which tled depositing to preferential
treatment in receiving loans and the introduction of a mobile banking system,
especially to collect the savings of women, aswell as the targeting of diffe-~
rent types of contract saving ror different areas would seem to be the main
polnts of such a program. Each of these types of programs have been discussed
many times before in Bangladesh and have been tried on at least a 1limlited
basis. However, as with so many other things, there does not appear to be the
incentive and administrative system in place for the sustained effort required
nor has the banking system yet been able to overcome problems of integrity-as

viewed from the local level.

Thus there are no major laws or regulations which should hinder savings
mobilization in Bangladesh. However, there are three areas of potential restric-

tions that merit discussion. They aret

1) restrictions on withdrawal
2) use of account by helrs of account - holder
1) confidentiality of account information

Be Restrictions on wWithdrawal

At present, a depositor can bnly withdraw upto 25% of his balance with
a maximum of Tk.10,000 per week without notice and a higher amount only with
7 days' notlce. However, this does not appear to be a problem in practice. The
recent survey by the Bangladesh Institute of Banking Management (BIBM) for the
National Commission on Money, Banking and Credit 1/ did not discover that borro-
wers had significant problems in the making or withdrawing of deposits.

3/ BIBM, Summary of Findings of the Surveys on the Appralsal of Customer
Services of Scheduled Banks of Bangladesh and Some Recommendations

(Draft: June 1985),




~ 154 -~ (Contd. Appen I)

C. Use of Account By Heirs of Account-Holder

However, the BIBM study did mention the problem of heirs withdrawing
money from the account of an account holder after his death until he has gone
to court to prove that he is inde : e helr under the Succession Act, 1925
(Act XXXIX of 1925), as amended. That procedure can indeed take a considerable
time but it is important to saleguard the rights of other potential heirs. The
BIBM study suggests that some expedited procedure bte found by which the account
holder designated an helr with regard to that account at the time that the
account is opened. Given the general lack of passage of most property by will
In Bangladesh, such a recommendation should be considered, However, such desig-
nation will not overcome the general presumptions of both Muslim and Hindu law
regarding the passage of prcperty by inheritance. Further, it is possible now
to set up nominee accounts, Joint accounts, custodian/guardian and trustee
accounts if one wants money to be under the control of one heir to the exclusion
of others., Tho present systom by which bank a*counts are transferred on death by
elther the general wiihes of the deceased as expres. :d in a will or under the

relevant laws of inhartitance is preferable as a protection to all parties involved

D, Confidentiality of Account Information

The RFP Repnrt on savings mobilization in Bangladesh noted that its field
vislts indicated the method of making deposits and withdrawals and the keeping
of ac. .t records was very public and that branch managers were worried that
thls lack of confidentiality was keeping some potential customers from opening
accdunts, In addition, the recent action requiring the deduction of 10% of the
interest earned on fixed d--~sits as a tax has worried depositors about the
confidentiality of their accounts. Generally, such confidentiality is protected.
by common law precedents and by the Negotiable Instruments Act, 1881. However,

a specific requlation of the Bangladesh Bank in this area would be welcome along
the lines of the recent statement that the names, addresses and account numbers
of depositors who had fixed deposits woulu not be divulged to the head offices

of the banks or to any other agencies,’’
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TRLEORAM DANGLADESH DANK BANKING CONTROL

'BANGLABANK ! HEAD OFFICE DEPARTMENT
DHAKA,

BCD CIROULAR NO,39 29TH SEPTEMEER, 1984

A1l Scheduled Bankn
in Bangladesh,

Doar Sirs,
DEPOSIT INSURANCE SCHIME

1. Wo forward herowith a copy of " Tho Bank Deposit Insurance Ordinance
1984 " (Ordinanco No. LIII of 1984 ) promulgated by tho Govermmont on August

11, 1984 for your information (Annexure - A).

2. The Ordinance provides that overy scheduled bank in oxlstence on
August 11, 1984 and any Lanking company notifiod to be a scheduled banl:
theroaftor will autaiatically beccme an insured bank and in tho evont cf
vinding up of such a bank, evory dopositor i1s guaranteod tn rceceivo payent
frem Bangladesh Bank of an amount equal to his dopesit rihjact to A maximun cf

Taka sixty thousand anly,

S, Bvary insured bank is 1liable to pay to Bangladesh Bank proauiun at the
rato of four paisa por anmum por Ono hundred Teka cn its depcsita, Such proudun
- will havo to bo paid rn a half yearly basls (Jan ~ June and July - Doc) wvithin
fiftomn days frem thn baginning of {ho half year on the bagle of positin an

rn tho last working day of the precoding half year,

4.  Promium for tho poriod, August 11 to Deoember 51, 1984 will be datornined

cn tho bacis of pesitiun an on June 30, 1984 and paid within Ootobor 15,1904,

5.  For the purpose of determining the amount of deposit on which premiui

is to be caloulatod, avory scheduled bank will take into account all ita doriend
and timo linbilitios in Nwngladosh (as por olassificaticn given in Circulitr
lettor No. BCD(0)160/72-640 of June 6, 1972 aa amended From tiue to tine),
However, depoait from the Government of the Peopla's Republic «f Dangladesh,
any foraim governnunt, and any financial institut!-n as dofinsd in Articlc
60(a) ¢f the Bangladosh Dank Order, 1972 (for examples Sadharen Dliha Corporo-
ticn, Jiban Bima Corporation, Bangladesh Shilpa Rin Sangatha, llouso Building

Finance Corporati~n, Invostrunt Corporation of Bangladesh etc,) as vell as all

Centdas . P/2..
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inter bank items wvill Lo axoluded for the purpose of determining premiun
Hability.

8. Fron the depooit dotormined on ths above basls, an amount equal to the
ninipum amowmt of liquid cssets required to te mainteined undor Soctinn 29 of
the Banking Companics Ordinance, 1962 or aotusl onomt of liquid asseots maintained,

which ever 1s lower, w11l be deducted to arrive at the assessable doposits,

7. Premium at the proscribed rato will be calculated on the assessable
dopenits and paid wlthin due datu to the Duposit Lcoounts Dopartment of Bangladesh
Benk, Motijheel Commoroial Area, Dhaka fcr oredit to the Deposit Insurance Fund
Looount, The preniun will be paid by every bank by charging its oxpense accownt,
In caso an insurod bank dafaults in making paymont of premium within dw date,
Bangladosh Bank will assoss tho premium 1iability on its own and realiso tho
preniun by debiting tho account of the bank maintained with it, In such cases,

no subasequant claim on tho ground of excese assesement will bo entortained,

8. Evary inpured bank, vhile making paymont of deposit insuranoe promium,
will submit to the Iunking Control Department (Policy Secticn) a statemont (in
the enclersed proformn fivon as Annexuro -B) showing detuils of promium calculatad

and paid by it,

8. In ceso an insurod bank is wound up, the claims of the depositors of that
bank will be rot by Nansladesh Bink in accordance with the provisions laid down

in Sactim 6 of thu Ocdinance.

10, A1l achoAulod bonle are advisod to take neoessary stops for metloulous

crmplinnce of tho Listrustirme given abeve,

11, plonso neknowladgo roosipt,

{ MOHD
SENIOR DIFPUTY €HIEF OFFICER
Phung”1 261944
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ENDT. NO. BCD(P) 661/ OF DATE

1,

2,

L1

4

E..

Copy forwvardod for information to je
A1l Heada of the Dopartments, Bangladesh Bank, Head Office, Dhuka,

The Manusiar, Dangladosh Bank, Dhake/hittageng/Khulne/Bogra/
Rajshah. /Sylhet/Sadarghat, Dhaka,

The Deputy Clilef 0ffioer, Dupartment of Banking Inspection, Banpladesh
Dank, Ghittegong/Khulna/Bogre/Rajshahd,

Tha Baction officer/Asatt,Soction 0ff4cer, Governors/Deputy Governor's/
Boononic Advisar's Seoretari:t, "angladesh Bank, Hoad Office, Dhaka,

Tho P.A3, to Ixecutive Directors, Dangladosh Bank, Hoad Office,
Dhaka,

The Secrotary, Ministry of Finance (Pinance Division), Government
of tho Peopla’s Republic of Bangladesh, Dhaks,

The Econcmic Advisor, Econumic Adviser's Wing, (Shed No.27), Ministry
of Finnnc%, Finanoe Division, Bangladesh Seoretariat, Dhaka, :

DANKING OFF ICER
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Rogistered No,Di-1, ANMEXURE.'A Y,

- THE
DANGLLIESH G/2ETTE.

Extraordinary
Publishod by Authority

- TUESDAY, LUGUST 14,1984

GOVERNMENT OF THZ PEOPLE'S REPUBLIC OF BANGLAJESH
HINISTRY OF L.W /ND JUSTICE

NOTIFICATION
Dhaka, tho 14th hugust, 1964

No, 736-Pub,~ Theo following Ordinance made by the Presidont of tho
Poople 's Ropublic of Nen-ladesh, ¢n the 1lth Lugust, 1084, is hareby publishnd
for genoral informatiin -

THE BiNK DEPOSIT INSURNCE ORDIN/NCE, 1984

Ordinanco No, LIII. of 1984
IN
ORDIN/NCE
to provide for the insurence of bank deposits

WIEREAS 1t is oxpodiant to provide for insurance of banle doposita
and for matters cunnectod thorewith j

NOW, THEREFORE, in pursuanco of the Proolamation of she 24th March, 19862,
and in exoreiso of all powers anabling him in that behalf, tha Presidont is
plensed to make and promulgate tho following Ordinance (.

1y,  Bhort titloe- This Ordinance may bs called the Bank Doposit Insurance
Ordinanoe, 1024,

| Dofinitione,~ In this Ordinance, unlesa thero is anything repugnant in
the subfoct or oontaxt,=

(a)  mBangladosh Dank" means the Bangladeah Bank establishod under
Articlo 3 of the Order j

(b) " doposith, in rolati n to a acheduled bank, moans tho aggrogato
amount of thq wnpaid balance dus to its depcsitors, other then
the Qovornnent, a foreign Government, or a financial Institutlo,
in respoot of all thoir accounts, by whatever name called, including
credit bolance in any cash credit account but does not irclude any
amount duo outside Banglndesh ’ :

(o)  "finanotnl institution" shall have the same moaning as 1s aseigned
to it in Avticle $0(c) of the Ordor ’

(d)  "insurod hank® means a scheduled bank insured undor this
Ordinnnce

(e)  "Order" moans the Banrladesh Bank Order, 1972 (P.0, Nc,127
of 1972 ); -

(f)  "premiun" morns tho oum poyable by an insurod bank wndor section
4 of thia Ordinance j

(g) "achedulod bank" shall have the same meaning as is assigned to 1t
in Articlo 2(J) of the Order,

A'M\/ . . Dokl nla
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3, Schoduled banks to be insurod banks,- Notwithstanding anything contained
in any othor law for the time being in force,~

(n)  ovory bank eatalilishod nfter the cormencomont of this Ordinnncn ohall,
on tho dnto it 3n notified as a acheduled bank, stond insurod with

‘the Banglndesh Lank j

(b) evory schedulod bonk in oxistence irmediately bofore the commancoment
)
of this Ordinance shall, on such commencemant, stand insured with
the Bangladcsh Bank,

4, Foymeni of pramiim by insured tanks,- (1) ¥very insured bank shall pay to
the Banglodosh Bank & premium or such of its deposits as may be dotermined by
tho Bangledush Dank at thie rate of four paisa por hundred taka per anmun «

Provided that tho rato of promium may be varied by the Bangladesh Bank
with tho previous anproval of the Govornmont,

(2) Tho promiun shall ba paid by tha insured bank by charging ite expense
account.

(%) The pramiun ochcll bo paynblo at such time and in such manner as tho
Bangladush Bank may direct from tino to time,

(4) Where an insurod bank makss default in tho paymant of premium, the
Bangladesh Bank may recover tho promium by doducting tho amowut from the aceownt
of the defaulting bank maintained.with the Bangladesh Bank,

5. Letlon against dofaulting incured benks,- Where an insurod bank is found
to bo a dofaulter in tho mattor of paymont of premium on more than ono occasion,
the Bangladosh Dank nay, after giving tho insured bank an opportunity of boing
hoard, by ordor nutified in the official Gazotte, direct tho bank not to accept
any further doposit for such time as may be specified in tho ordor,

6. Liobility of Bangladesh Baik.~-(1) Where an order for the winding up of an
inswred bank is mlo, the DBangladesh Bank shall pay to every depositor of thati
Bank, in > -cordanco with tho provision of this section, an amount equal to the
amount &f 1:1is doposit in that bank, but not oxcoeding sixty thousand ‘taka, at
tho timo whon puch ordor ig made :

Provided that tho ceiling in rospect of the amount payablo under this
g1ib section may bo raised by the Bangladesh Bank with the prior approval of tho
Govorununt ,

(2) "mero e lquidator, by whatovor neme called, has beon appointed in
rospoot of an insurod bank which is ordered to bo wound up, tho liquidator shall,
within a period of thros months frem the date of his assuninp offics, furnlsh to
the Pansladesh Mnk a 1int of dopositors, in such form ana manner as nay be
epaoificd by tho Bangladosh Bonk, showing the amowmt of depcpit of oach dopcoltor
gnd tha amont that ray ba claimel Ly the inawed bank by way of sot off apainst

in,

15; Tho Dangladoch Dank shall, within two months from the dato of recoipt
of tho list of doncaltors widor sub-soction (2), arrange paymemt of the monoy
payable tc cach dupositor under sub-section (1),

(4) For the nupeao of this soction, the amount of doposit of a dopositor
shall bo determine efter deducting fram his total doposit any ascertainod sum
of money whish tho insurod bank may be logally entitled to claim by way of sot
off again/t him in roppoot of that doposit,

A('l-j\/ Contd,. P/ 3..
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7. Dopoait insurenco fund.e—(1) Tho Bangladesh Bank shall maintain a Fund
to bo onllod tho Dopoaih Ingurence Fund, hereinafter in this ‘sootion reforrod

to as tho Fwnd,

(2) A1 amountg_roceivod by the Bangladesh Bank as promium {rom tho
insurod banks shall ba cradited to the Fund.

(3) The Fund shall ba utilised by the Bangladesh Bank to make payment
to depositors under soction 6 and to meot charges in connection with the

maintonance of tho Fund,

8. Power to cxampt.—- Tho Governmont may, on the recommendation of the
Bangladosh Bank, by notification in tho offlicial Gazette, oxcampt any schoduled
bank fron tho oporation of this Ordinance.

H M ERSHLD, ndc, psc,
LIEUTENANT GENER.L

DILLKA; Prosidont,

The 11th August, 1084, MD, LBUL BASHAR DHUIYLN
Deputy Secretary(hrafting).

D
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iEXURE

STLIBHSIT SHOWING DRTAILS OF PREMIUM
PulD ON ACCOUNT OF DRIOSIT TNSURANCE
FOR THE M.LF YELR BDIMG ceresniiaans
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Appendix -~ III

(TRANSLATED FRCM BENGALI )

Government of the People's Republic of Baiigladesh
Ministry of Finance
Finance Devision
Banking Wing
Section-1

No. MF(AFD) /Banking-1 (13) - 2/85/ 62 bated: 1-2-86

From:  Md. Abdul Latif Mandol
Neputy Secretary

IO : Govoernor
Bangladesh Bank
Head Office
bhaka

2. Managing Directors, Nationalised Commercial Banks/Loan giving
agencies,
Head Of fice,
bhaka

Halectteorganisation of the train] ng_instituten/conters of _the

- . . -

Nationalised Conmercial banks and loan giving dqencies and

regarding syllabus/duration of tralning

P B ]

1 havo been directed to infornm you that the following decisions
have been taken by the Govermment regarding the reorganisation

ol the training institutes/centers of the Nationalised Commercial
banka and loan giving agencies

(a) Sonall Bank will retain their existing 7 training Institutes/
Conters (after closing down 6 training Institutes at Rangpur,
Dinajpur, Pabna, Faridpur, Noakhali and Mymensingh)

(h) Agrani Bank will close down its Zonal Training Centers. Its
Training Institute(s) located in Dhaka will be strengthened to
meet the total requirements of training of officers and other
employees of the Bank.

(c) Other NCBs/DFIswill retain their existing Training Institutes/Centers

(d) The NCBs will carmark one of their Training Institutes/Centers
only for training thefr offjcers, These jnstitutes will be rosi-
dential and be located outside Dhaka, Chittagong and Khulna.The
NCBs/DFIs having their own land and building at Dhaka, Chittagonc
and'Khulna for Training Institutes/Centers need not shift those
Inantitutes/Centers.

(e) At present, duration of the Foundation Courses conducted by the
NClis is only 4 weeks, which is considered absolutely inadequate.
Hence the duration of this course shall be between 16 to 20 wecks.
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Bangladesh Bank will formulate uniform guideline of course

(€)

' ~syllabus for imparting trdiining to different Joevels of cfficersn/
ecmployces of the NCBg, all in consultation with the Ministry of
Finance.

(g) In order to determine the seniority of the Probationary Officer:
the marks obtained in the Foundation Course should be added to
the marks of their entry examinations. The training course rep-
orts should be included in the dossiers of the officers. All the
NCBs/DFls must ensure full utilisation of the facilities
existent in their training Institutes/Centers.

2. They are requested to implement the above decisions and submit
their implementations reports to this Division.

Yours sincerely'
Md. Abdul Latif Mondol
Deputy Secretary
No, MF(FD) Banking-1(13)-2/85/62 1-2-86
copy ¢ Joint Secretary (Investment), Finance Division, Bangladesh

Secretariat.

1-2-86

(Md. Abu Bakar 8iddiqui)
Bection Officer

Phone Noi 233111/3627
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ALL SCHEDULED BANKS
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Dear Sirs,
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BANGLADESH BANK

HEAD OFFICE
DHAKA

Appendix - IV

BANKING CONTROL -
DEPTT.

DATED THE 15TH OCTOBER, 1985

SUMMARY OF CREDIT RESTRICTIONS
AS ON THE 30TH SEPTEMBER, 1985

We forward herewith a summary of credit restrictions existing as

on the 30th September, 1985 for information and guidance of the banks.

Banks are requested to clircularise the summary of credit restrictions

‘among their branches and sanctioning officials concerned to ensure that

no violation of the credit restrictions occurs at their end,

In this connection, it may also be mentioned that the summary of

credit restrictions has been prepared for ready reference and convenience

of the banks, For datailed instructions in varlious matters, contents of

relevant BCD Circulars and Circular letters should be carefully noted for

compliance to avoid any confusion,

~Please acknowledge receipt,

Enclo: 7(Seven)

Yours faithfully,

Sd/= XXR0XRAKXXX
(Md. Buzruch Meher)
Deputy General Manager

Ph: 281944

Contd... P/z
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ENDT. NC. BCD(C) ' DATED.

1.

2.

3.

R

10,

COPY FORWARDED FOR INFOPMATION TO 3-

All Heads of Departments, Bangladesh Bank, Head Office, Dhaka.

All Sections of Banking Control Department, Bangladesh,
Head Office, Dhaka.

The General Manager/Dy. General Manager, Bangladesh Bank,
Moti jheel, Dhaka/Chittagong/Khulna/Bogra/Rajshahi/Sylhet/
Sadarghat, Dhaka.

The Joint Director, Department of Banking Inspection,
Bangladesh Bank, Chittagong/Khulna/Bogra/Rajshahi,

The Private Secretary to the Governor, Governor's
Secretariat, Bangladesh Bank, Head Office, Dhaka,

The Cfficers attached to Deputy Governor/Economic Advisor.

The P.As to the Expcutive‘Directors, Bangladesh Bank,
flnad Office, Dhaka.

The Secretary, Minlstry of Finance, Government of the
Feople's Republlic of bangladesh, DHaka.

e Economic Adviser, Finance Division, Economic Advicer's Wing
(Shed No, 27), Ministry of Finance, Govt. of the People's Republic
of Bangladesh, Fangladesh Secretariat, Dhaka.

The Chief of Mission, Resident Mission, World Bank, 222 New
Eskaton Rosd, Dhaka.

Sd/~ XEXXXXKR

(MD. BAZLUR RAMMAN)
ASSTT. DIRECTCR
PHCNE: 235000/411.
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Enclosure to BCD
Circular No.35 of 1985

SUMMARY OF CREDIT RESTRICTIONS
AS ON 30TH SEPTEMBER, 1985

1. Private & I'ersonal Loans:

Grant of private and personal loans by ba.ks to private individuals

except demand loans against pledge of gold or qold ornaments FDR and other

financiul okligations is prohibited. The loan limit against gold/gold orna-

ments is Tk.1500/- per tola of pure gold and the maximum loan 1imit per

borrower is to be determined on the basis of 15 tolas of pure gold. The

rate 01 interest on such advances is 16% per annum.

(BCD Circular Nos.15 of 1972 & 45 of 1984)

e Advinces againat FDR and

Other financial obligations

Banks may grant advances against the security of FDR and other financial

obligations viz Govt., Sanchaya Patra, ICR Unit certificate, Wage Earne: Deve-

lopment Bond, Insurance Policies eatc. subject to the following stipulations:

a)

b}

c)

d)

Purpose:~ Advances may be made for productive purposes as far as
possible.

Interests- rate of interest is 16% per anaum., Iin the case of advances
against rDR upto Tk.1.00 lac the rate of interest is 3% above the
rate allowed on relevant FDR while in the case of advances beyond

Tk.1.00 lac the rate of interest is 20% Pe. 8.

Margin:- Minimum margin requirement is 20%. Subject to this minimum
margin requirement, actual margin is to be determined by banks on

the basis of normal banking considerations.

Valuation:- For the purpose of advences, valuation should be made

as under:-

1)} For FDR-Face Value,
11) For Govt. Sanchaya Patras, Wage Earner Development Bond-
current value i{.,e. face value plus interest as may accrue

85 per rules,
’fontd...P/Z»
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iii) For ICB Unit certificate - face value or market value

whichever is lower.

iv)  For Insurance policy-surrender value.

Grant of advances against 2-year Special Treasury Bond was prohibited
w.e.f, 28-11.1984,

(BCD Circular Nos,45, 54 of 1984 and 11 of 1985)

3. Advance against NFCD under
Wage Earners' Scheme.

Aavances against the security of NFCD receipt may be granted by banks

to the holder thereos only in the casé of genuine hardship sbject to minimum
margin requirement of 25% at official rate of exchange., The rate of interest
on such advances is 10% p, a.

(BCD Circular No.45 of 1984)

4. Advances against Foreign Currency
Accounts under Wage Earners' Scheme.

Advances may be granted by banks agalnst the talances in Foreign
Currency Accounts under Wage Earners' Scheme to the account holders only
upto 50% of the taka value thereof at official rate of exchange at an interest
rate of 10% per annum. The period of repayment 1s 15 days from the date of
advance, Advances to members of stock exchange or nominees of foreign currency

account holders against balances in foreign currency accounts are prohibited.

(BCD Circular Nos.45 of 1984 & 27 of 1985)

Contd....P/3
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Sa Advancea aqgainst Shares:

Advancer against shares quoted In the Stock Exchange may be allowed
by banks to the members of Stock Exchange only upto 80% of the face value or
market value thereof, whichever is lower, subject to retirement within 30 days
from the date of advance. The rate of interest on such advances is 16% per

annume.

{BCD Circular No.15 of 1984)

6. Clean Advances:

Grant of clean advnaces or advances secured by guarantee except for
financing exports without any limit or under”’Small Loan Scheme upto a maximum
limit of Tk.25,000/- per party or under Duty Draw-kack Credit Scheme is prohi-
bited.

(BCD Circular No.17 of 1977, 10 of 1983)

7. Advances for Hire Purchase or
Instalment Plans:

Advances to flnance operatlons by banks under hire purchase or installment
plans except for machinery, equipments (imported or indigenous) which are used
for industrial or agricultural production and commercial vehicles in the

private sector, are prohitrited.

(BCD Circular No.15 of 1972)

8. Advances against Real Estate:

Banks will not extend loans/advances against real estates as primary
securitles except in the following cases:-

1) Credit facllity to contractors in connection with works undertaken

by them for supply of goods and services.

Contd...P/4
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i1)  In the case of financing an industrial project the land and
tuilding which form part of such project may be accepted as

primary security alongwith other ascets of the project;

111) Advances for construction of residential houses against real
estates as primary securities may be allowed by banks upto Tk.S5.0Q
lacs per party (including cost of land) minds any loan taken from
HBFC for the same purpose, from not more than one bank. Banks may
#1so allow such advances beyond Tk.5 lacs per borrower éubject to
the prescribed stipulations with prior approval of the respective
Board of Directors, The rate of interest for house building loans

is 16% per annum and repayment period is 15 years,

Banks may also grant house hrilding loans to their employees
and employees of financial institutions who have obtained louns fro
their resﬁective organisations under Staff House Building Advance
Scheme, but could not complete construction. The maximum credit
Iimit in such cases shaill be Tk.5 lacs inclusive of the amount of
advances availed of under staff house building advance scheme,
Clearance from Bangladesh Bank will have to be obtained in the
case of bank employees before sanction of the loans. Rate of intere
on such additional house building loans outside the staff house
bullding advance scheme is 16% per annum and maximum repayment

period is 15 years.

iv)  Banks may grant advances for construction of commercial buildings
agalnst real estates at a rate of interest of 16% per annum with
a maximum repayment period of 12 Years subject to other preccribed

stipulations.

(BCD Circular Nos. 15 of 1972, 9 of 1976, 12 of 1963, 22,28,
32 or 1984 and 4 of 1985 and Circular letter NQ.BCD(C)GSOIIZ
dated 29-1-77). '

9. Advances against the security of Foodgreins
and other Essential Commodities:

Advances from banks against foodgrains and the following essential

cormodities exceot to Government, Semi-Govt., Autonomous, Semi-~autonomous

Contd...P/5
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Bodles and sugar mills are prohibited:-

a)
b)
c)
d)
e)

f)
g)

All foodgrains and pulses;

Wheat and wheat-flour;

011 seeds:

Edible oil (refined, unrefined and hydrogenated) ;
Sugar;

Kerosene;

Cnion and Chillies.

(BCD Circular Nos.15 of 1972 & 7 of 1979)

However, in the private sector, exemptions are available in the follow=-

ing cases:-

T)

I1)

Advances to Rice and Flour Mills against the security of rice and
paddy, wheat and wheat-flour may be allowed by the banks to meet
their working capital requirements only, Such advances are suk ject
to 30% margin requirement and each advance is to ke adjusted within

21 days from the date of advance;
(ECD Circular Nos. 15 of 1976 and 23 of 1982)

Advances against oil seeds and edible oill may be allowed by banks
to 0il Mills for the purposes of s-

a)  1lifting of oil seeds/oil allotted by the govt.

b) importing oil seeds from abroad, and

c)  purchasing locally produced oil seeds (credit facility
admissible upto 30-11-85) as also against finished products;

The above credit acilities are subject to the following stipulations:-

a)

Margin:
1) for 1ifting of Govt, allotied oil seeds/oil, the marg'n require~
ment should not be less than 25%,

11)  for opening letter of credit for import of oil seeds {mustard
and rape seeds only) the rate of margin should not be lessg
than 5% nor should exceed 25% of L/c. value.

Contd...P/6
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111) for allowing credit facility against imported oll seeds,
marqin requirement should not exceed 25%; and
iv) . for purchase of locally produced oil seeds against the security
of the same and finished products, the rate of margin should
be 25%.
Retirement:
1) Advances against Government allotted quota of oil seeds/oil
should be adjusted within 45.days from the date of .adnance;
11) In case of TIM/CC facilities against bulk import of oil seeds
by oil mills retirement period may be extended by banks upto
a maximum period of 6(six) months from the date of advance;

111)  Advances against locally produced oil seeds and finished pro-
ducts should be adjusted within 45 days and 30 uays respectively
from the date of advance}

Credit extended ror 1ifting of Government allotted oil seeds/oil

or for import of oll seeds should be covered by the allotment letter

from the Government or confirmed letter of credit as the case may be,
In respect of locally purchased oil seeds working capital requirement
of oil mills 1s to be determined on the bagis of the following pres-

cribed normss-

1) Number of ghanis in actual operation in the mills;

117  Actual operational daily requirement of seeds with a maximum
of a maunds er ghani per day for 83 days;

111) Holding of finished products for not more than 50 days' prow
duction;:

iv)  Actual cost of seeds/finished products at market/Government

price, as the case may be,

(BCD Circular Nos. 13 of 1979, 8 and 29 of 1984 and 17, 21 of
1985)
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Advances may be allowed by banks to various parties in private
sector for lifting of Government alloted sugar as well as sugar
allotted by sugar mills in Eangladesh against pledge of the same
subject to prescribed margin requirement of 50% and adjustment
within 45 days from the date of advance., Credit facility to govern-
ment approved dealers for lifting of sugar allotted by Govt. Food
Nepar tment directly from the sugar mills for distributlon to the
ration shops may be allowed at a mérgin of 30% subject to the

same terms & conditlons regarding security and repayment period

as mentioned ahove.

(BCD Circular Nos. 4 of 1978, 10 of 1982, 9 of 1983 & 11 of
1984).

10. Advances against general merchandise:

Ba

nks may grant advances against general merchandise subject to the

following stipulations:-

A. Internal Trading:

1)

IT)

Margin:

Advances agalnst all kinds of general merchandise rxcept raw

jute, wherever adminissible in the private sector, 1nc1§ding those
under Small Loan Scheme for the purpose of internal trading are
subject to 508 margin requirement. The margin requirement for
advances for internal trading by the sole distrlbutors of pharma-
Ceutical products imported by TCB on account of the sole'distribu-
tors of these products in Bangladesh from the concerned foreign

manufacturer is 25%.

Retirement period:

1) Advances against the commodities listed below in toth private
and public sectors are required to be retired within 60 days
from the date-of grant of relative advance: ~
a) Iron & Steel Products - all sorts including C.I. Sheets,

- MiS. Blllets, Rods, Bars, Angles etc.;
b)  Dyes and Chemicals und Pharmaceutical products;
Contd...P/8
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c) Cement;
d)  Electrical goods;

e) Consumer durables including Refrigerator, T.V. and
Radlo etc.

f) Cocoanut 0i1l;
g) Spices - all sorts;

h) A1l kinds of Baby/Invalid foods
(Tinned or otherwise, and Glucose);

1) Soap/Soda Ash; and

})  Miscellaneous manufactured consumer goods,

11) Advances in the private sector against locally produced
 cotton and synthetic yarn, textile/twine/hosiery goods are
required to be retired within 45 days from the Aate of

advance,

The above restrictions are, however, not applicable to the
advances to the manuf acturing concerns against the above items
in respect of their working capital loans.

IIT) Rate of Interest:

The rate of interest on advances for internal trading against
}imits upto Tk.1.00 lac is 16% pe8. and against limits exceeding
Tk.1 lac 1s 10% p.a.

(BCD Circular Nos.26 and 30 of 1974, 8 of 1977, 8 of 1978, 9 of
1983 and 1, 60 of 1984),

B,  Advances against imported goods
(LIM/C.C. facilities for commercial imports),

Advances against all imported commercial itens including consumer
goods to commercial importers are subject to margin requlrement of 25% and
are required to be retired within 45 days from the date of arrival of the
goods in Banglades*, For pesticides, the retirement period is, however, 90
days from the date of arrival of the goods in Bangladesh. The rate of interest

on such advances is 10% p.a,
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Grant of post-imr-ort finance facility by banks such as LIM/CC agalinst
the following imported commodities to commercial importers is, however, res-
tricted:s~

‘ ) C.'I. Shpet
t1) s
i1t) Palm Oil

econd~hand clothes

iv) Sugar
v) 011 seeds & edirle oil

(BCD Circular Nos. 17 of 1977 and Circular letter No. BECD(C)661/32
dated 17-4-80 and BCD(C)650/34 dated 22-9-1981, BCD Circular Nos.43 &
58 of 1984 and 9 & 17 of 1985)

c. Valuation of the commodities mentioned at 10(A) and (B) akove to be

plédged or hypothecated to banks for advances shall, in no case, exceed —

a) The landed cost at the port of entry as assessed by the Customs

in the case of imported goods;

b) The ex-mill/factory price in the case of domestic manufactured

commodities; and

¢)  In the case of all other commodities not covered ky (a) and (b)
above, the wholesale nrice fixed by the Government and where no
such wholesale price is fixed ty the Govt., the ruling market

price to be ascertained by the banks.

(BCD Circular Nos. 28 of 1974 &% 46 of 1984)

11. Advances against goods banned
for import:

No fresh advences can be made nor any increase in the existing advances

can be allowed against goods banned for import.
(ECD Circulir No.15 of 1272)
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12, Advances against existing
capaclty/capital assetst

Advances agalnst existing capacl 'y and capital asscets e.q. a running
bus, truck, car and all other types of vehicles or launch or plant and machi-
nery and inventorlies of a factory in production including abandoned/taken
over properties being disinvested by the Govt. are prohibited. Advances may
be allowed by banks to transport operators for creating additional capacity
such as acquisition of new buses, trucks, launches etc. subject to prescribed

stipulations.

The above restriction however does not apply in the case of taxies as
well as for repalr of water transport vessels (both passenger and cargo)

which are lying idle.

This restriction is also not aprlicable on advances for meeting genuine

working capltal needs against charge on the concerned items.

Banks may also extend credit facility to transport operators for pur-
chase of imported reconditioned minibuses from importers. Terms & conditions
pertaining to margin requirement, security and repayment period for such credit

will, howevrr, be determined by the banks themselves on usual banking consi-

derations,

(BCD Circular Nos.29 of 1974, 10 of 1976, 14 and 17 of 1977, 14 of 1980
and Circular Letter Nos. BCD(C)650/10-32 dated 25-11-80, BCD(C)650/10-35
dated 31-12-80, BCD Circular MNo.6 of %984 and 10 of 198S).

13. Advances against lizard/
reptile skins:

Grant of advances by banks against the security of l1zard/reptile skins
is prohibited.

.(BCD Circular No.32 of 1982)
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14, Advances to salt crusherst

Banks may extend working capital finance to salt crushers subject to
the prescribed stipulations. Each drawing against such advances is to he

adjusted at least within 3 months from the date of its drawal.
(BCD Circular No.13 of 1983)

15. Margin restriction on opening of
L/c. for imports under Cash/Credit/Sarter
& WES/Secondary Exchange market,

1) Opening of letters of credit on account of industrial importers

in the private sector for import of items mentioned in their

pass books as also for import of machinery and mill works (inclu-
ding spinning frames for Jute Mills), ball bearing and power
generators is subject to a margin requirement of not less than 5%
and not more than 25%. Similai margin requirement of minimum 5%

and maximum 25% will also apply for opening letters of credit for
import of crude degummed soyabean oil by the vegetable oil refiners'

belonging to the vegetable oil refiners group in the private sector..

11) Opening of letters of credit on account of commercial importers in

the private sector for import of specified essential items is sub-~

Ject to a margin requirement of not less than 5% and not more than

25%.

111) Opening of letters of credit on account of commercial importers

in the private sector for import of items other than the specified

essential items referred to above shall be subject to a minimum
margin requirement of 15%. Margin requirement for opening letters of
credit for import of salt-refined, textile fabrics excepting grey

cloth, cocoanut oil, s} fices and betel nut is,lhowevnr, minimum 50%.

iv) The margin requirements mentioned above also apply to imports under

deferrrnd payment basis. Such margin requirement shall not, however,

apply to those cases where letters of credit for import of raw
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materials on deferred payment basis are opened against export

letters of credit by 100% export oriented readymade garment industries,
In other words, letters of credit in such cases can be opened even
without margin at the discretion of the banks, on the basis of ueual

banking considerations.

v)  The margin requirement for credit facility for import of old ships

for scrapping purpose under the Wage Earners' Scheme should not be
less than 25% of purchase price of vessel at IP rate subject to adjust-

ment within 12 months from the date of advance.

vi) No advances will be allowed by the banks for import of (a) Alr—condi-
tionners (b) Complete By-cycles (c) Domestic Kefrigerators (d) Elec-
tric Ceiling, Tarle and Pedestal Fans' (e) Motor Cars-new or recondi-
tioned (f) New or second-hand/reconditioned trucks; buses etc. under
the Wage Earners' Scheme., Banks may, however, allow advances to the

importers for import of truck and bus chasis only under the Wage

Earners' Scheme upto an amount equivelent to 50% of the price in

foreign exchange subject to usual banking considerations.

vii) Opening of letters of credit for imports in the public sector is

subject to a margin requirement of not less than 5%.

(BCD Circular Letter No, ECD(C)650/30 dated 5-8-81 and
BCD Circular Nos.8, 31 and 36 of 1982, 3 of 1983, 2, 30,

S1.0t 1984, 2 & 23 of 1985).

16. Adjustment of forced overdraft:

Restriction has been imposed on opening of fresh letter of credit by
defaulting importers having previous forced overdraftg with the banks unless

the same are adjusted by the parties concdrned.

(BCD Circular No.1 of 1976).
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17. Loans and advances to bank
employees for bhusiness purposes:

Grant of any loans and advances to bank employees or to the member of
their families dependent on them for the purpose of carrying on business
while in the employment of the banks, is prohibiteu. Other secured advances to
bank employees, except the staff advances are subject to prior clearance from

the Bangladesh Bank.
(BCD Circular letter No.BCD(C)650/329 datadd 5-2-75).

18. LOANS AND ADVANCES TO RELATIONS OF
SANCTIONING OFFICIALS OF BANKS.

No loans and advances should be granted by the sanctioning oificials
of a bank to the relations (as defined) including wives, children and parents
of the sanctioning officials of the banks or to the firms and companies in
which their relations are intercsted as proprietor, partner, director or quaran-
tor without prior approval of the Board of Directors of the respective bank in

each individual cases.

(BCD Circular Nos. 25 of 1975 and S5 of 1979),

19, LOANS AND ADVANCES TO THE RELATIVES
OF DIRECTORS OF A BANK

No loans and advances should be granted to the relations (as defined)
including wives, children and parents of the Directors of the banks or to
individuals, firms and companies in which their relations are interested as
proprietor, partner, director or guarantor without prior approval of the
ma jority of the Directors of the respective bank in each individual case,

excluding the Director involved.

(BCD Circular Nos.25 of 1975 and S of 1979). )
~3101~
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Deposit Procedures

Characteristics of banks - deposit aspects

Deposits are the maln source of funds for a bank. One of the major functions
of a bank branch is therefore to collect deposits. The other major
function 1s to make loans (unless there is an embargo on fresh sanctions).
Deposits are mobilized through various depository accounts Normally an annual
and also a semi-annual deposit targets are set by the head office through

the regional offices for each hranch and also for its individual employees.
The procedure of setting up target is largely arbitrary., Branch managers are
not nmeaningfully consulted, nor the deposit potential of the area i1s studied
before finalising the deposit target.

Achlevement of targets by a branch attracts money rewards from the head
office. As such almost all the employees tend to work more or less for

deposit mobilization. The tendency is however to pursue small number of
potentially big depositars who can substantially contribute to achievement of
a branch's deposit target. Preference seems to have been given by the branches
to attract fixed deposits and enticing deposit accounts of other neighboring

bank hranches,

Types of depoalt accounts

Tha rura) bank branches just like urban branches, maintain the following broad

categorie: of depository accounts :

1. Savings Accounts

- Chequing
- Non-chequing

2. Current Accounts

3. Fixed Deposit Accounts: For 3,6,12,24 and 36 months and over
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4, Deposit Pension Scheme Accounts

5s Various Shart Term Deposit Accounts such as call deposit, earnest

money deposits, etc.

Types of depositors

Various types of depositors such as individuals, businessmen, firms, companies,
government organizations and government departments may maintain accounts with
a bank., The purpose of making deposits may also be varied. Demand deposits

in current accounts are made to meet day to day money transaction needs.
Savings and fixed deposit accounts serve the purpose of the depositors to

keep funds which have no immediate use to them and earn a return.

Procedure for opening an account

To open a deposit account the depositor has to fill-in; (a) the prescribed
application form of the bankj (b) provide specimen of signature to be used
for withdrawal on prescribed specimen signature cards. Tie application forms
are different for Individuals, joint accounts, partnership firms, limited
liability companies etc Similarly, it is different for different categories

of accounts

¥n addition to completing application forms and furnishing specimen signature,
pertinent legal documents such as deed of partnership for partnership firm,
memorandum and articles of assoclation, resolution of the board of directors,
certificate of incarporation in case of limited liability company, etc., have
to be furnished to the bank branch.

Introduction of an account

Identification of a depositor 1s considered very important. Normally a bank
official, or an existing account holder introduc-sa new account. Usually

second officer of the branch verifies reqularity of an application in terﬁs

of compliance of account opening procedures. Then the application form,
specimen signature card and relevant other papers are placed before the manager
for his signature. Once the manager signs the application, the cashier receives
the payment against a pay-in-slip the.counter-foil of which is returned to the

depositor. A cheque book (in case of chequing accounts) is issued soon after
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the depesit is posted in the ledger, and an account number is awarded.

Opening an account typically involves at least three bank employees the

manager, the ledger keeper and the cashier. Half an hour is the maximum that

a hranch manager would like to spend to open an account.

Initial deposits, minimum balance, etc.

The following table indicates the minimum initial deposits, minimum balance,

rate of interest etc. for type of deposits.

Table

Minimum initial deposit, minimum balance to be
maintained, restriction on withdrawals for
various types of deposit accounts

Minimum Minimum bal- Restriction

Sequence Type of initial ance to be on Rate Frequency of
accounts balance maintained withdrawal computation
Tk.
1. Savings Accounts . Monthly but
- Chequing 10 N9~/ Twice weekly B.5% recorded
semi~annually
4
~ Non-chequing 10 NS Twice weekly 10%5%‘/ ~do-~
2., Flxed Deposits for:
3 months NS NS No restric- 12% On maturity
tion
6 months NS NS =do- 13% ~do-
12 months NS NS =lo=- 14% ~do~
24 months NS NS ~do- 14,5% ~do-
36 months & over NS NS ~do= ' 16% ~do-
2
3. Current Account 100 Tk. 100“/ ~do- - -
4. Deposlt Pensic.: 100 - ~do- . 15% Annually
Schemes
Y,
5. Short notice term NS NS ~do- 4.5% On maturity
deposits
1/ NS = Not Specified
2/ This varies from bank to bank and flexible to a large extent

Miscellaneous other short term déposibq1may carry very nominal or no interest

11X for rural areas.



- 182 (Contd. Appen V)

It may be noted that requirements relating to minimum initial deposits and
minimum balance are not strictly adhered to except in case of DPS. Flexibility
practised in this regard reportedly'facilities rendering better customer

service, and the is not seriously questioned by the bank's audftors.

Notification time for withdrawal

1. Savings Accounts(S.As) ¢ Withdrawal from savings deposit accounts for
more than 25% of the balance outstanding
requires seven days' notice in advance. This
is not strictly adhered to, Back-dated noticg
given and accepted on the day of larger with~
drawals take care of this. This account canng

be overdrawn,

2. Fixed Deposits (F.D.As) : Fixed deposits can be withdrawn (encashed) at
any time, But premature withdrawals, or with—
drawal before expiry.of six months(for 1 year
or more term-deposits) will subject the depo-
sitor to forego interest for the incomplete

six months.

3. Current Accounts (C.As) t No notification 1s needed. But to draw for
more than the cutstanding credit balance
calls for pricr arrangements to that effect
with the banker.

4. Deposit Pension Accounts : Can be withdrawn by closing the accounts any
time (during banking hours) and amount deposi.
ted is withdrawable on written application.

5, Short term Deposits ¢t No restrictions exist on withdrawal from STD.
However, contra deposit accounts are not
withdrawable before completing elaborate

formalities,
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Procedures far making deposits

Cash deposits: A depositor has to fill-in the pay-in-slip which basically
provides columns for date, name of the account, acccunt number, amount to be
deposited, signature of the depositor, etc. The filled-in-slip alongwith money
to be deposited is handed to the cashler over the counter. The cishier counts
the money, stamps "received cash", signs, gets signature of an authorised
officer, and returns the counterfoil to the depositor. Normally, the operation

takes 5-10 minutes. Posting to the account is made on the same day.

Deposits by chequess Procedure similar to casi deposits is followed for deposits
by cheques/drafts except that a different pay-in-slip iS}Jsed for deposits by
cheques, drafts, etc. Difference may be in shape, size, color with very minor
variation in content. No credit is made to the account until the proceeds are
realised, Usually three employees namely the cashler, ledger keeper and an

officer are involved in each deposit operation,

Procedure for making wilhdrawals

Withdrawals are made by cheques in case of chequing accounts,and by withdrawal
slips (kept available for use only at the branch) in case of non-chequing
savings accounts. The completed cheque is handed over to the counter clerk
who makes initial verification about regularity of the instrument and delivers
a token (a serialised small brass metal disc) to the depositor, The cheque
then travels to the ledger keeper who gives a closer loock at the cheque before
posting the withdrawal figure in the ledger and then he passes it on to the
cashier for payment with a stamp on it "pay cash". The whole operationfhay
tike 5 minutes to 30 minutes depending on whether it is a lean or a rusr

hour of the day,
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AGRANI BAIW,
LEAD OFI1CE
MOTIJHEEL
DHAILA
GI/CC/16/85
APRIL 10,1985,

To all Rural Bfanches
Agrani{ lank

Bangladeeh,
Re:~ Campaign for ovenine S/B
Dear Sir, A/C from Rural famiiies.

It hae been decided by the management to launch a Savinge
Account opening Campaign from Burpl families with immediate
effect, The Campaipn will start ffom Iet April'85 nnd continue
upto 30th September'85. The Campaign will be knovm ag " Rurael
Suvinga A/C Opening Campaipn®

All rural Branch Managervs including the officers nnd etaff
working there will be eligible to participate in thirc Campaiprn,
The salient fenturchof the Compaignarc ag under :

"1f a Branch Mananger can procure otlcest 2200 new
Rural Savings account with an avernge ‘balauce of
not leas than TK.500/-in cath account,he would bhe
civen ont of turn promotion, The other officers
oud membera of the otoff of the Branch will nlgo
be nultobly remunerated by he management,®

In viow of the decleration as above tiven by the “lanagement,
it is expected that all rural Branch Menagere will accept the
challenge and qualify themszelves worthy of the out of turn promo-
‘tion and thus build up their future career.

A1l branch managers will be required to maintein list of
such accornts opened during.the Campaign perié&iin a separate
ledger and record their day~to-day performance so that reprecen-
tative from lHead Office who might visit their Branches can.check
up their performance for awarding reward as declarnd above.

Thie is important and urgent,

Yourua In%égfully,

.Fh’,.
(" HUKMAYUR HANMID )
GENEPAIuhMNAGER.

For information copy to :- b

1. The M.D.'c Sectt.,Agrani Bank,H,0, ,Dhaka,
2. M1 GMg Sectt,,Agrani Bank,H.0, ,Dhaka.
3. A11 Zonwl Heands.
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GLOSSARY

Assistant Director

Audit Department (under MF)

Accountant General, Post and Telegraph

Bonus Account

Bangladesh Bank

Bangladesh Post Office (synonym for GPO or General Post Office)

Bonus Savings Certificate
Director General

Defence Savings Certificate
District Savings Office

Extra Departmental Agent

Extra Departmental Branch Office
Extra'Departmental Delivery Agent

Extra Departmental Sub-Office

Fixed Deposit Account

Financial Year

5-Year Bangladesh Savings Certificate
International Finance Investment and Commerce Bank (Ltd.)
Internal Resources Division

Ideal Savings Village

Ministry Of Finance

Ministry of Post,Telegraph & Telephone (synonym for
Miristry of Communication)

National Savings Bureau
National Savings Committee

National Savings Directorate (Also referred to as
Department of National Savings or Directorate of
National Savings),

National Savings Schemes (Synonym for NSD product)

_ Ordinary Deposit Account

Prize Bond
Public Debt Cffice
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PLI =« Postal Life Insurance

PMG = Post Master General

PO/POD «  Post Office/post Office Department

POSB = Post Office Savings Bank

RDNS « Reglional Directorate of National Savings

sC =  Savings Certificate

- SP =  Sanchaya Patra (Bangla for Savings Certificate)
TFYP = Third Five Year Plan

TSO = Thana Savings Officer

WEDB = Wage Earner's Development Bond

Tkel crore = Tk.10 million.
Tkoi lac = 'rko 100 thousand.
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EXECUTIVE SUMMARY

Study Objective and Methodology 1

There are two parallel and interacting bureaucratic organizations
in Bangladesh with similar responsibility for mobilizing the

population's cash savings or 'surplus' earnings. They are 1

1.  The scheduled banking system with over 5000 bank branches,
of which abbut 3325 -e believed to be located in rural

areas, and

2. The National Savings Directorate (NSD) which is in charge
of mobiliging deposits under National Savings Schemes (NSS)
through the "sale" of savings certificates, stamps, bonds,
and Post Office Saving Bank depository account services,

It is the objective of this report to: 1) comprehend salient
ofganizational characteristics and scope of operations of the NSD/PO
savings program, and 2) to focus on the program's interfacing with
the banking sector saving system by identifying points of redundancy,
friction, complemnentarity and are&s for cooperation between the two

systems,

From any viewpoint, NSSs have not been very successful. In spite of
NSD's access to the vast rural postal network, the evidence is clear
that NSD wtrength, such as:it is, is predominantly urban rather than
ru 11} the vast majority of its sales value is institutional rather
than individual. While NSD Post Office Savings Banks aczount for the
largest share of WSS business, NSS could hardly survive without the
nearly one-third of its business that comes through ‘the banking
system. Yet even with negligible operating and overhead costs, NSD
revenue as a percentage of tot-1 bank deposits during the last three
years has b:~n weak and growing weaker amounting to only 4.3 in
1984/85,down from 4.8% in 1983/84, and 5.6% in 1982/83.



II.

To some extent, the NSD competes inequitably * with the banking system
but very ineffectively., Does it serve any useful purpose ? Lf not,
wouldn't savings mobilization be improved if all inputs were rrought
under the aﬁthority of the Bangladesh Bank and the banking system ?

The research for this report involved examination of existing literature
on the history of the savings movement in Pakistan and Bangladesh, refer-
ence to official documents (government gazettes, circulars, memorandums),
interviews with NSD, Post Office, scheduled bank , BB and NSB officlals;
and by several field visits.

Description of the Situation

1. The.Subject Organization i§ the National Savings Directorate

(NSD). It iss
- a bureaucratic entity of the GOB, which functions

= under authority of the Ministry of Finance and performs its

services and "sells" its.products
- directly through four (4) National Savings Bureaus (NSB)

- and indirectly through

-~ the banking system - Nearly 5000 possible agencies

- the post office system (about 1300 offices belonging to

the Post Office Department of the Ministry of Communica-
tions - P & T, 6325 extra departmental agencies of the
POD, and through an unknown number of NSD authorized Post
Office Savings Banks (POSB) operating through the POD

offices and agencies ,**

- and through independent Commission Agents (CA) authorized

only since 1985, of whom there are at present about 30.

Higher deposit interest rates, tax rebates and exemptions, etc, are
grantad to HSSs,

¢ In all, some 7624 P.O. outlets are authorized to function as POSBs. It

i3 just not known how many actually do so. No records are kept..-
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2. The purpose of NSD 1s nation-wide savings mobilization directly

for

the GOB's general fund account, the proceeds being defined

as government borrowings from the public..Returns to owners of

NSD

3. The

products are tax exempt.

4. NSD

Business of NSD is officlally stated to bes
preparation of receipt and expenditure budgets for NSS
formulation and promotion of National Saving Schemes (NSS)

prescription, supervision and review of annual targets for field

officers

coordination and monitoring of distribution services rendered

by the NSB, the CAs, and the banking and post office systems

all under consultative advisement of the National Savings
Committee {NSC) whose chairman is the Governor of the Bangladesh

Central Bank (BB)*

Services and Products include:

1.
2.
i
4,

5.

6.

7.
8.

Defence Savings Certificates (DSC)

S.Year Bangladesh Savings Certificates (5YBSC)
Bonus Savings Certificates (BSC)

Wage Earner Development Bonds (WEDB)

Prize Bonds (PBs - aétually, lottery tickets which retain

thelr face value even if never drawn).
Post Office Savings Bank (POSB) Services

a8 Ordinary D: >0sit Accounts (ODA)
b. Fixed Deposit Accounts (FDA)

Ce Bonus Accounts (BA)

Postal Life Insurance (PLI)
Savings Stamps

Membership is listed in Annex 3.
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Remuneration of Distribution Factors:

a)

b)

c)

d)

e)

f)

NSD employees are compensated on stralght salary basis only.
However, they, and they alone, receive prizes when area or

product-wise targets are met or exceeded.

Bangladesh Rank, where all NSD accounts are serviced, receives

a "management and floatation fee."

- Management fee is Tk. 1000 per each 'Tk.10 million sales
- Floatation fee is Tk.2000 per each Tk.10 million sales

Commercial Barks receive a ~~mmission of 1% of proceeds on the
sale of NSD products to individuals and Tk.O0.25 per sales trane
saction with institutions.

Independent Commission Agents (CA) recelve 1% of the face value
of their sales to individuals. They are not permitted to make
institutional =ales, CAs do not inventory product, Rather, they
kring customers io a bank or post office which disburses the
product. The sales slip is sent by DSO to BB for payment., BB
sends payment hack to DSO for collection by CA,

The Post Office Department (POD) receives Tk.1.5 for each POSB
depository transaction, Tk.1.00 per transaction involving sales
of Savings Certificates; and for PLI, Tk.2.00 per policy at the
time of sale and Tk.1.00 per annum dhring the 1life of the policy,

The POD and Panks recelve 1% and 0.5% on sales of new and

reissued I'rize Fonds, respectively,

Individual Bank and Post Office employees receive no compensa-
tion personally for selling NSD products., District level NSD
staff receive awards for mobilizing savings even though only

the NSB staff actually do any direct selling.

Gross Sales of NID products in 1984-85 were:

Tke1547.0 million of which: Post Office Savings Accounts -
4 Included Not Included
Fanks sold about I 407,
FOs sold about ST 31%
NSBs sold about 14% 22%

———— eeeee——

Total ' 100% 100%



7.

8.

9,

10,

- 198 -

Cost of NSD product sales in 1984-85 was reported as Tk.21.0 .
million or 1.36% of gross sales. This astonishingly low ratio
may help explain why NSD savings mobilization is so pitiful as

compared with banking sector savings.

NSD national annual sales targets are set by the Ministry of
Finance. The Assistant Director of the NSD Statistics Department
is officially responsible for maintaining current records of all
sales and encashments and for "prescribing annual sales targets
for all Field Officers." Data for these purposes is obtained from
a multitude of sources such as 6 offices of the Bangladésh Bank;
th? office of the Post Master General, the NSB Section of the NSD,
RDNSs and DSOs.

NSD operating costs are borne by the MOF which also determines
rates of interest applicable to the several NSD products, the
ceiling set for all investments except WEDBs and DSCs (sold to
individuals), and the allocation of the NSD budget.

All NSD accounts are located in and managed by'fhe Bangladesh
Central Bank. Such accounts are held in the name of individual
NCBs, DFIs, other Banks, NSBs, the NSD, and the P.O. Dept; the
latter on behalf of all post offices, branches, agencies and

POSBs.

In sum, it appears that a 400 plus employee bureaucracy has been
established whose only tangible responsibility has been the pro-
motion (advertising and public relations) of N.S. Schemes, at
least until recently when the NSBs: and free lance Commission
Agents began generating significant sales. But policy making,
product planning and design, authorizing of sales targets, primary
data collection and processing, and accounts management (deposits,
encashments, etc.) are aIl handled externally by the IRD/MOF, the
BB, and the Post Office Department. These questions must be asked,
"Is the NSD necessary ? Is it cost effective 7" Would the who?’
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operation be more efficient and more productive if brought
under the authority and management of a single governmental

organization ?

III. Recommendations:

1. It is clear to the producers of this report that tﬁe scheduled
banks are much more adept than the Post Uffice network at mobi-
lizing savings in the form of depository accounts or in the form
of Interest bearing certificates. However, if the Post Office
system is to remain in the business of national savings mobiliza-
tion, it is considered imperative that appropriate training be
provided to all Post Office employees and agents who are expected
to serve the saving and investing public. They must also be pPro-
vided incentives if they are to assume such responsibility with
any degree of enthusiasm. Logically, the training should br obtained
from the BIBM., And existing empirical evidence indicates that
an individualized incentive system should be introducsd that is
based on remuneration by modest but realistic commissions also’
épplicable to scheduled bank staff who move national favings

products cost effectively.

2. The Rural Finance Project Manager, speaking independer:t1y «nd
exclusively for himself adds specific recommendations. In sunmagy,

he recommends:

a. Establishment in the BB of a Deputy Governor (DG) or st leasi:
an Executive Director (ED) who would have exclusive responsi-
bility for overseeing all matters pertaining to national

savings and investment mobilization.

b. Establishment of a BB Savings Mobilization Department (EistD)
whose General Manager would repart directly to the D or LU

for Savings Mobilization.
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Abandon the NSD but retain the NSC as an advisory committee
to the BBSMD after assuring adequate representation thereon

of the IRD/MF, including its chairmanship.

Bring under the authority and budget of the F1ISMD all existing
facilities and personnel of the NSBs and DSOs including exist-:

ing free lance Commission Agents.

Conduct an in-depth marketing and cost-benefit study of the
National Post Office in specific respect to its past and |
present performance and potential capacity to perform cost-

effectively as a "contract operative agency" to the BBSMD,

Immediately develop and begin conducting specialized training
programs via BIBM in Savings and Investment Planning, Marketing,

Mobilization and Accounts Management.

Contract out to a competent Public Relations and Advertising
agency all promotional operations, maintaining within the
BBSMD only a small, professionally manned PR + Advertising
Section responsible for controlling the quality of the work

of the external agency and managing the agency contract.
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NATIONAL SAVINGS SCHEMES

Historical Background - Pre-Bangladesth

National Savings Schs.ies as a formal program was introduced into.
British India in 1943. However, National Savings instruments such
as Post Office Cash Certificates had existed in the sub-continent
since 1917. A National Savings Bureau (NSB) based in Simla, India,
was established in 1943 to coordinate and aiminister the national |
savings programe. The baslc purpose of the bureau was to provide

funds for financing World War II.

After the partition of British India in 1947, the origlnal NSB was

- bifurcated and partially transferred to Pakistan, It was adopted by

Pakistan as the Central Directorate of National Savings. It operated
there as a department within the Ministry of Finance, headed by a
Chief Director of National Savings (of Joint Secretary status in the
Government of Pakistan). The organlzational set-up of the Central
Directorate of National Savings is in Table 1. The Central Directérate
lasted until 1971.

The National Savings Directorate (NSD) - Post-Rangladesh

2.1 Following the emergence of Bangladesh in 1971, operations of
the former Central LDirectorate were simply continued by the |
' same organization. But its name was changed to the National
Savings Directorate (NSD) or Directorate of Natiénal Savings
(DNS). In this report, the terms NsSD, DNS, and NSS (National
Savings Schemes) denote the same program and are used inter-
changeably, as appears to be the official custom. The organizer
tional structure of the NSD remained the same as the Central

Directorate until 1982,

An informative account of the historical evolution of NSS in
Bangladesh can be found in a paper entitled "National Savings
Organization and Movement" by M. Sharafat Ali (Please see
bibliography 1).
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TABLE - 1

Organizationnal Set-up of the Central

Directorate of National Savings (as
of 1971)

Ministry of Finance
(Govt. of Pakistan)

Central Directorate of
National Savings
(Chlef Director)

Dirg;tor Dirgctor
(West Pakistan) (East Paklstan)
Deputy Deputy
Directors (7) Directors (4)
Asslstant National Assistant National
Directors(13} Savings Directors(12) Savings

Officers (12) Officers(15!
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2.2 In 1982, a "Report of the Martial Law Committee on the
Organizational Set-up of the Department of National Savings"
(Popularly referred to as the "Enam Committee Report") recom-
mended an organizational revision. The original organizational

structure and the recommended one are regroduced in Annexes 1

and 2,

2.3 In 1984, a special committee headed by the Cabinet Secretary
submitted its report on the NSD., The basic organizational
structure was retained to a major extent. The objective of the
Committee was to recommend changes within the NSD so that it
could serve better the needs of 44 newly created districts. As
recommended by the Committee the number of Assistant Directors
was increased from 39 (as in Annex 2) to 72. To offset this
increase, 27 posts of Thana Savings Otfficers (Annex 2) were
abolished. The number of clerks was reduced. from 2 to 1 in each
of the district offices. The Committee, in fact dissolved all
Thana Savings Offices (TSOs) making the District Savings Offices
(DSOs) the smallest administrative unit of the NSG, It 1is belleved
that some of the employees dislocated during the 1984 reorganiza-
tion are still awaiting absorption within some Ministry of the
GOB., A copy of the 1984 report was not available. '

2.4 Current organizational structure of the NSD is shown in Table 2,
As the table indicates, it is a directorate administered by the
Internal Resources Division (IRD) of the Ministry of Finance,

Government of Bangladesh.

1/

There are 69 purely administrative=' offices comprising a Head
Office in Dhaka, 4 Divisional Headquarters (RDNS) and 64 offices
at the district level (Table 2). There is one DPlrector, and one

1/ These administrative units do no marketing. The NSBs which are the
operational disbursing wings of the NSD are not includéd here.
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TARIE = 2
STRUCTURYT OF MATIONAL SAVINGS CRGANISATION
IN BANGLADESH
Ministry of Finance
Internal Resources Division
Directorate of National Savings
RDNS RDNS RDNS RDNS
Dhaka Chittagong Rajshahi Khulna
NSB
Dhaka - 2 17 15 16 16

Nérayangonj -1 District District District District
Savings Savings Savings Savings

Chittagong -1 Cffices Offices Cffices Offices

ANDS =
NSB -

Natlonal Savings Rureau.

Reglonal Directorate of National Savings.

Source: National Savings Directorate, Dhaka: January, 1985,
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Senior Deputy Director (both based at the Dhaka Head Ooffice)
and 4 Deputy Directors; one for each of the Divisional Offices,
including one for the Dhaka Divisional Office. The District
Savings Offlces (DSOs) are headed by Assistant Lirectors.

The NSD had 376 employees as of December, 1985. They are
distributed as follows:

- Officers Class I 78
Class II 66

Sub-Total 144
- Clerical Starf 155

- MLSS (Mewrbers of the
Lower Subordinate
Service) 77

Total 1376

The average number of employees per office is 5.4, Clerical
and other staff are 1.6 times the number of officers. Although
the average number of officers per office is 2, there 1s repor-

tedly a number of offices where there ls no offjcer at all.

Functions of the NS5D:

The functions of the Directorate are:

a. To draft new savings schemes for the Covernment,
b. To prescribe annual promotional targets for all fleld
officers.

Ce To maintain liason with the Bangladesh Bank:-and the
Bangladesh Post Office. These institutions function as
operative sales and disbursement agents in the case of
financlal assets (SCs, PBs, WEDBs, etc) and transfer
agents in the case of savings depository accounts (the

POSBs only).
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d. Preparation of receipt and expenditure budgets connected
with the NSD. By "receipt", NSD refers to its gross and

net yearly investments.

€e Promotion of sales of NSD products through advertizing

and public relations work.

It is important to note that as in (e), the maln role of the

NSD is conception, advertisement and promotion of governmental
savings products as distinct from banking sector products. All
sales and distribution are conducted by agents (except the 4
NSBs), The entire proceeds go directly into a government account.
All buyer/depositor earnings are disbursed from that ma jor Account

(Government non-food Account Number 1),

3. The National Savings Committee (NsC)

3.1

3.2

The NSC was constituted by the Investment Wing, Finance Division -
of the Ministry of Finance in January 1977 with 18 members (rai sed
to 19 in 1985), It's purpose is to act as an advisory or steering
organization to banking and non-ltanking sector organizations
involved in the mobilization of national savings. Notificatien

of its formation is annexed hereto in Annex 3. Until 1985, the
NSC remained mostly inactive. Rebortedly, there were no meetings
of the NSC from Cctober 1982 to January 1985. No records of any

earlier meetings were to be found at the NSD office.

The NSC met twice in 1985 - once in March and once in August. At
the 14 August meeting, the Committee faced a large agenda as the
annexed minutes indicate (Annex 4). The Secretary of the Cormittee
is charged with monitoring progress in implementation of NsC
suggestions, recommendations and decisions. No notable progress
appeared to have been made in the matter of implementing the
March meeting or earlier NsC resolutions, For example, the Postal

Department had not sent itg savings performance reports to the
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Internal Resources Division (IRD) as was declded at. the March
meeting. Similarly NSD had not yet received the report on a
proposal to establish a new Savings Bank reportedly prepared
under the auspices of the Commission on Money, Banking and
Credit. The matter remains on the agenda of the next NSC meeting
"to be held soon.,"

3.3 The NSC committee is broad based with a large membership (19)
comprising representatives froﬁ various organisations/institu-
tions. It is in a position to make useful recommendations to the
GOB in matters of savings mobilization. On the other hand, one
may be skeptical as to whether such a large committee with a
diverse membership comprised of busy executives, led by the chief
executive of a non-policy making body and lacking authority to
enforce implementation of its decisions, can really be operation-

ally effective (Annexes 3 and 4),

3.4 No further NSC meetings have been held in Dhaka as of writing
this report (April, 1986). It is believed, however, that NSC
meetings at the district level are held regularly (i.e. every
3 months).

NSD - Distribution Channels

Table 3 shows the five channels through which transaction of NSD
products takes place, They are briefly described below.

4.1 The Bangladesh Bank: The Public Debt Office (PDO) of the
Bangladesh Bank is responsible for the prlnting, control,
storage, management and sales of Prize Bonds and ‘age Earner
Development Bonds. The BB sells NSD products and also looks
after their encashment, Reimbursements/commissions to agent
banks are sourced by debiting the NSD account maintained with
them and by crediting the acounts of the invididual banks main-
tained at the Bengladesh Bank. The BB takes care of reimbursing
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TABLE - 3
CHANNELS OF DISTRIBUTION
(for NSD products)

Authorized BB NSBs (4) Commercial Banks POSB
Agents (30)  Autonomous under NSD  (about 3300 rural (about 7153¢rural
Can sell tp branches) Autonomous branches) under
individuals MPTT
only.

BB = Bangladesh Bank

MPTT = Ministry of Posts, Telephone and Telegraph

NSB = National Savings Bureau

NSD = National Savings Directorate

NSS = Natlonal Savings Schemes

POSB = Post Office Savings Banks

e Number of POSBs #s on 30.6.85 was 7624 of which:

Head Offices = 70
Upazila Sub-Cffices = 401
Sub-0Of{ Lces = 016
Extra departmental sub offices = 341
Branch Offices = 12

Extra departmental branch offices= 5984

Based on this estimate,'the number of rural POSBs is 7153. Please
see Annex 5 for detalls.
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commission agents and the Bangladesh Post Office. The AGP&T
directly liases with the BB, All encashed certificates and
bonds are stored within Bangladesh Bank premises for about
sixteen years when they are finally destroyed. This causes
pressure on the limited storage space avallable, The Bangladesh
Bank does not receive a commission/fee for the gale of NSD
products. Instead, it gets a "Management and floatation charge"

which is discusséd in section 5.1.

The National Savings Bureaus (NSBs): NSBs comprize the only
disbursement units that are directly under administrative
control of the NSD. Generally, a NSB is staffed by 3 NSD

‘employees - one officer and two clerical employees, However

the NSB visited by the authors (within Sonali Bank premises)
had one officer and three clerical employees, 4 in all, The
officer-in-charge pointed out that there were more employees
in that particular NSB since it was a very busy office. And in
fact the NSD Director remarked that the particular NSB sales
were greater than the total sales of the other three bureaus

combined,

To date, NSD has been able to establish only four NSBs-two at
Dhaka, one at Narayangonj and one at Chittagbng. These bureaus
are all housed on Sonall Bank premises. The overall plan is to
open at least one NSB in each of the 64 districts. Existing
district offices would come to function as NSBs. The NSD official
interviewed mentioned an immediate plan for the establishment of
six more NSB offices by June 30th, 1986. Selected locations are
in Bogra, Dinajpur, Jessore, Sylhet, Dhaka and Mymensingh, Three
of these NSBs would be housed within Bangladesh Bank premises
(Sylhet,Bogra, Dhaka) and the rest would be District Savings
Offices (DSOs) converted into NSBs.
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‘The NSB official interrogated mentioned various problems that
arise out of having to operate an independent office within

the premises of an external host institution. The problems are
magnified because the-hosf is selling the same products, It
appears that the NSD does not set any "targgt?“or quotas for
1ts NSBs? Therefore, NSB officials are not eligible for the
prizes NSD grants annually to its "best" employees. The NSB

1s allowed to maintain a Tk.5000/~ fund always on hand for the
purchase/encashment of Prize Bonds. If none are on hand, the
NSB officlal simply purchases them from another bank and resells
them. Interest rate calculatlons are done 4t NSB offices by the
employees. Nu system of auditing NSB books of accounts has been
established,

4.3 NSD product sales by NCBs, BKB, BSB, BSBL and Private banks:
NSD sales.are also conducted by autonomous banks. The 2xact
- .oer and locations of banks selling NSD products is unknown,
altnough theoretically all banks are eligible to do so. Bangladesh
Bank records (Prizes Bond & Securities Section) reveal that all
NCBs in addition to Pubali, Uttara, Grindlays, Standard Charterted,
United Commercial, American Express, BCCI, BSB, and the BB actively
sell NSD products. There are probably several more commercial banks
deaiing in NSD goods, which a thorough search of the P.B. and
Securities Section books would reveal. Of a total of 5000 bank
branches in the coun£ry (as on June 1985, Bangladesh Bank Statis-
tic) there are about 3325 bank branches serving in rural areas.

Commercial banks must pay for the Prize Bonds they order: Consu-
mers have been heard to complain'fhat the banks win the majority
of Prize Bond awards, This 1s a legltimate claim, since all PBs
are paid for by the banks, Those that are not sold and remain in
the bank's vault are eligible for prizes. Consumers have also
complained of the apathy of commercial banks to sell NSD products.
The NSD is aware of the situation, but unable to take sny action

It is reported that targets were set for the first time for NSBs in
FY '85-'86,
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to compel them to nell the products since banks are autonomous
hodies: NSD officlials helieve that very few commerclal banks
(except Sonali) corry NSD products.

Individual Commission Agents: Individual Comrisslon agents are
being used by NSD since June,-1985, The appointment of these
agents was based on a recommendat Lon by the Chalrman of the e,
The function of such agents is limited to the sale of three L5U

products only-D5Cs, BSCs and 5YBSCs. The program is on an experi-

agents (2 in each of the 20 former districts and 4 in llarayanginj
industrial area). It was not possible to make -ll of the‘appointff
ments for various reasons. Also, many of the original appolntees
were dropped as they were unsuccessful in mobllizing any inve: -
ment within 2 months of thelr appolntment (as per the agency
contract rules). Current number of commission agents is abiout 13C.
They are appointed by the NSD, but may not be selected from amung
NSD employees. The Post Office is reported to be using 4 such
agents (2 each in Chittagong and Sylhet districts). However,
unlike the NSD agents, these are P.,O, employees working on-a

salary cum commission baslis.

The position of commission agents is unique among NSD's dishurse-
ment agents. These agents do not handle cash, nor carry any NSD
products personally. Their role is simply to pursuade an investor
to buy one of the 3 products they are eligible to promote. The
potential investor is brought by the egent to any institution

(a bank, a POSB or a NSB) selling NSD products. The relevant
institution will in furn certify that the particular agent has
been responsible for mobilizing the sale. This certificate is

the basis on which the agent receives his commission. The system
1s represented graphically in section 5.3. Once the sale is
completed, the agent's role comes to an end. The investor must

go directly to the lnstituflon of sale for any subsequent with-

drawals or encashments he may want to make.
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Commission agents rign a fidelity bond on appointment. Their
appointments are based on the recommendation of the Govt.
District Chairman and the Assistant Directcs of the District
Savings Office. They are allowed to mobilize savings of indivi-
duals only. The reason for thls is probably the fact that agents
are paid on a percentage basis (1% of sales)., Sale to an insti-
tution would bring an abnormally large commission to them. Also
institutions may not need individual sales person assistance,
They automatically invest directly in NSD products on a reqgular
basis partly because of the favourable tax treatment carried by
such investments.The NSD is expecting to appoint about 40 similar
commission agents from among the members of the Dhaka Stock
Exchange. The decision is based on a resolution taken at the

August NSC meeting (Annex 4).

The Post Office Savings Banks: The organizational chart of the
postal department is presented below, Annex 5 exhibits the number
of post offices as on 30,6.85. It is govt. policy to introduce
one post office per 2000/population. Of the total number of 7624
post offices in the country, about 7153 (if one excludes the Head
Offices and the Upazila Sub-offices ag being "urban") are in
rural areas. The number of post offices under the Post Office
Department is about 1299, The remaining 6325 are agencies,
referred to as "extra-departmental® sub-offices or branch offices.
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Organizational Structure of the Postal Departme:

G.P.0,
(General Post Office)

Head Office

Class I (A) grade " Class II (B) grade
All old district (H.0) New upgrade1 district (H.0)

Sub Office
Sub Office EX, Dept. Sub Office [EDA - T
(Dept.) (E.D.5.0) | EDDA - 1|
Branch Office Ex, Dept. Branch Office [EDA - 1]
(Dept. ) (E+D.B.O) | EDDA - 1|

G.P.O. - 4 G,P.Os Sr, Scale Officers

Head Office -~ Class I (A) grade all old district H.O. class
one gazetted officer,

Head Office - Class II (B) grade new upgraded dlstrict He O,
Junior level officer,

Sub Office - Dept. Office in account with a H.O

Extra Dept. Sub Offi¢e - In account with a H.O. but headed by an
Extra Departmental Agent (EDA)

Branch Office (Dept.) - In accoun: with a Sub Office (any kind)
headed by a Dept. Official

Extra Dept. B.Os (EDBO)~ 1In account with a Sub Office headed by
an Extra Dept. Agent.

EDDA ~ Extra Departmental Delivery Agent,

Source: Published book of the Postal Department, 1982.
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Theoretically, all post-offices including the extra-departmental
ones have been vested with "Savings bank powers" since February,
1980 (Annex 6). It is to be noted that when the Post Office refers
to "branch'offices" as in the letter in Annex 6 it connotes extra-
departmental offices as well, However, the NSD officials are under
the impression that extra-departmental offices do not function as
FOSBs, Field vislts were undertaken partly to clarify the
discrepancy between the statements of the Post Office and the NSD
of ficials,

4.5.1 Visit to Manikganj District H.0., Postal Dept., Manikganj:

The Manikganj Head Office was established in 1955. Current-
ly it has 17 sub offices reporting to it. It has one Post
Master who is a gazetted officer. There is also one Assis-
tant Post Master (APM), 2 Inspectors and 12 clerical staff,
The APM looks after the POSB operations.

The Manikganj H.O. sells most of the NSD products. (It
appears that BSCs and ODAs are wery popular products in
that region). The certificates are ordered by means of an
indent (please see Table 5) made to the Controller of Depot
of that region ("circle") which is Dhaka, in this case.
The certificates are insured, and sent to the Manikgan})
Head.Office. It 1s considered to be a "transfer" within
the Postal system. No money changes hands. Certificatesare
sold at face value to customers. Monthly statements are
sent to the Offices of the Post Mastcr General and the
Director General at the G,P.O. in Dhaka. All gtatements of
accounts are sent to the office of the Accountant General,

Post and Telegraph (Dhaka) for maintenance of records.

Interest rate calculations (including -those of the sub
offices) are done at the Manikganj Head Office. However,

there is no individual especially designated to manage
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POSB account calculations, Monitoring of sub-office
accounts i« done by a check of the deposit and encashment
slips sent with the daily statements received from the
sub-offices. Monitoring is also achieved through monthly
tours by the District level Postal Inspector (Mails).
However, it must be noted that POSBs are not a priority
responsibility of Post Office employees.

There is no direct communication between Regional or
District Postal Offices and the NSD. All NSD correspon-
dance is via the P.M.G. or the Director General of the
Bangladesh Post Office, Dhaka.

4.5.2 The extra departmental sub-office and the extra depart-~
mental branch office (EDSO and EDBO): Each EDSO or EDBO
is manned by 2 bonded agents, namely:

1)  An EDA (Extra Departmental Agent) and
2)  An EDDA (Extra Departmental Delivery Agent or
Post Man) '
An "allowance'" paid to EDAs and EDDAs of EDSOs and EDBOs
by the Bangladesh Post Office, Dhaka is allocated in the

following manners:

for EDSOs - Tk.440/- month each for the EDA and
the EDDA

for EDBOs ~ Tk.320/- month each for the EDA and
the EDDA

In some areas where mail traffic is heavy an employee
of the Postal Department is likely to be assigned as
EDDA. In this case he earns far more than the EDA. Work-
ing hours of these agencies is not fixed., (Please see the
organogram of the Postal Department in Section 4.5 ) . The
permission to establish an extra departmental office once

obtained dons'not require renewal,
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4.5.3 Gorpara EDSO and ISV - an example of NSD outreachs:

4.5.4

Gorpara is located about four miles north of Manikgan}
town. It is easily accessible by car althbugh most of 1t
is a dirt road. An Inspector (Mails) from the District
Postal Head Office visits the EDSO once a month as a part
of his normal touring program. Gorpara is also an NSD
Ideal Savings Village (ISV -~ Section 7.10). It is requ-
larly visitea'by an NSD officlal (every two months),

Two female voluntary.NSD agents mobilize resources in
the Gorpara ISV. These voluntary agents receive no form
of remuneration whatsoaver other than occasional prizes

for effort.

The EDS0 is housed in a spare room of the Union Council

Office. There is no sign board indicating that it is an

EDSO, Working hours are reported’y from 9:00 ~2:00 P.M,

The EDA has been here since 1965. The EDDA (Post Man) is
a Post Office employee,

The EDSO visited handles only ordinary Deposit passbook
accounts (ODAs). There are 79 ODA holders. Present depo-
sit size (principal only) is about Tk.800/-. No interest
calculations are done at the EDSO, Daily statements are
sent to the District Head Office., No cash is stored on
premises. All deposits are transferred to the District
Head Office (Manikgan) in this case) and withdrawals are

also brought from there,

Summary of remarks about POSBs: The niche in which POSBs
fit in the National Savings Schemes network is mentioned
in the "Rules of Business" of the GOB, In the Rulebook,
the IRD has been designated with the responsibility of
internal resource mobilization., The Post Offices and
banks have been named as operative agents in charge .of
mobilizing domestic savings through the sale of NSD

products.
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It appears that all 7624 post offices may operate as
POSBgs The EDSO visited was a POSB even though it opera-
ted only one kind of passbook account and sold no NSD
certificates. Table 4 has tried to project the availabi-
11ty of NSD preoducts by types of organizations within
the postal system. Projections have been based on the
Author's experience during her field visit and on dis-
cussions with post office officials, However, no estab-
lishment records are malntained and no P.O. or NSD
officials are aware of the location and number of opera-
ting POSBs. Nor does anybody know what NSD products they

are selling.

Remuneration of Distribution Agents

The agents are reimbursed in the following manners:

51 The Bangladesh Bank receives a "management and floatation"
allowance from the government NSD account maintained in the
Bangladesh Bank. This amounts to Tk.2000/- per Tk, 10 million
of sales/investment of NSD products as a floatation charge, and
‘Tke 1000/~ per Tk.10 million of sales as a payment for "managing®
NSD accounts,

5«2 ‘'Répuneration of POSB operators is in the form of a fee for
"reimbursement of working expenses." All NSD products are supp-
lied to the Post Office (except Prize Bonds) on credit. NSD
"reimbursements” to the Post Office is credited to the accBmt
of the Accountant General Post and Telegraph (AG, P&T) and
debited to the NSD account at the BB, The fee scheduie 18‘Tk.1.50”
per savings depository transaction by the POSB and Tke.1.00 per

transaction (sales/encashment) of savings certificatesul Total

The higher fee of Tk.1.50 per transaction of POSB accounts 1s probably
meant as an incentive-to promote savings bank accounts. However, the
intention is self defeating. A higher fee for POSB accounts does not
benefit the individual actually working at the POSB,
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POSBs and Commercial Banks - outlets, terms and products

= Outlet __Post Offices (about 7324) .
Rate t‘)‘:fd’(":’(‘:g}m 70 *i;giila 816 341 | 12. [s9sa
Product of r. 5000 branches) H.O, S.0s. S.0s.| EDSOs | B,Os | EDBos
Defence Saving Certificate 21 x X X X
Bonus Saving Certificate 22 p X x x
Sjeus Bangladesh Saving T
Certificate .18 x x x - x
Prize Bond Prizes x X x X -
WEDB ~/ .23 x —
Savings Stamps X x X X -
Call deposits (inter bank T
lending) « 045 x
Current (checking) 0 X
Fixed Deposit, Accounts - o
3 months through < 6 months «12 x
6 months through < 1 Years | .13 x
1 Year .15 x x X
Tyear thr < 2 years| .14 x e
2 Years « 155 X x x
2 years thr < 3 years | .145 x
3 years .16 x x X
53 years .15 X
Bonus Accounts (6 years) 022 x x x
Postal Life Insu. nce Bonu < X X
;)eposit Fension Scheme .15 2 x
ODA (non-checking) «115 p X X X
Savings/non-ghecking .10 x
[ urban)
.11
(rural)
Savings/checking . 085 X
( urban)
«105 [ x
rural)

Contd. L B
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TABLE - 4 (Contd,)

Notes:

2/ WEDBs are sold only at those financial institutions maintaining a
forelgn exchange account withinm Bangladesh and by all Bangladesh banks
abroad.

2/ A sort of periodic "dlvidend" payment to policy-holders made at the
rate of approx. .042 (4.2%) for whole life policies, and .033 (3,3%)
for endowment policies.

3/ <15 = Compound interest. All other rates are simple interest rates

unless otherwlse stated.
NSD refers to 1its rate of return as "rate of profit."

Despite a substantial amount of effort, it was not possible tc
arrive at a concrete value regarding the exact number and locations
of NSD outlets,

An x indicates that the product is offered at that particular outlet.

Projections regarding NSD products offered by POSBs have been based on
the Author's personal impression during her field visit and on conver-
sations with Post Office officlals in Dhaka. There are about 7153 Post
Offlces as against about 3325 bank branches in rural areas.

Source: Statistical Yearbook, Bangladesh Bureau of Statistics, 1984-85.

Bconomic Trends, Statistics Department, Bangladesh Bank, December
1985.

National Savings Directorate, Dhaka.
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working expenses paid to the AG, P&T in 1984-85 was Tk. 106, 2
million (Annex 9). For the sale of Prize Bonds the Post Office
receives 1% of sale price for fresh bonds, 4% of sale price

for reissued bonds (Annex 7)e

For the sale of PLI, the Post Office receives TK.2.00 per policy
at the time of sale and Tke 1,00 per year during the life of the
policy. Any employee of the POD may additionally function as a
PLI agent once he has purchased such a policy for himself. The
PLI agent is remunerated over a two year period according to a

fee schedule which normally does not exceed Tk. 10.00 per policy.

5.3 Commission Agents receive 1% of sales proceed. These adgents
are paid directly by the Bangladesh Bank. It is to be noted
that as of date, performance of the authorized agents has been
Very commendable. (Tk.8.5 million sales since their appointment
in 1985). The following flowchart depicts the manner in which

commission agents are remunerated,

Sale and Remuneration of NSD products by
Commission Agents

NSD BB
I L |
RDNS
ML
)
Certifi- DsSo
[ p cate of ‘
Sale of NSD sale I }; — filing of claim (via
product by 1 certificate of sale).
Agent througt 1 3 Agent '
POSB, NSB or receipt of commission
bank
5.4 The National Savings Bureau (NSB) officials are NSD employees

and recelve thelr salaries from the Auditor General's Office

‘(under MF) 1like all] other government employees,

Amnmex 9 exhiblts the amount of remuneration paid by NSD to
Banks and Fost Offlces in order to operate its savings schemes.

It also shows NSD': total operating cost as a percentage of its

total investment.
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Commissions to scheduled banks are paid according to the follow-
ing rate: 1% for the sale of certificates to individuals and
Tk.0.25 for the sale or encashment of certificates to institu-
tions (Annex 8). The differencs be'ween sales commission rates

and institutional fees could mean elther that:

1. NSD wishes to discourage the sale of its products

~ to institutlons, or

2.  N3D believes that institutions will invest in NSD
products anyway, so why pay more than Tk.25{

For the sale of Prize Ronds, banks recelve 1% (of sale price)
for the sale of new bonds. %% (of sale price) for the sale of
reissued bonds (Annex 7). Commercial banks must purchase the

Prize Bonds they obtain from the Bangladesh Bank,

Remarks about Commissions paid to Post Offices and Commercial
EFanks: Contradictory statements regarding the amount and mrethod

of remuneration by NSL to its agents made necessary numerous

trips to the Bangladesh Lank, the NSD office and the General Post
Office to clarify issues. The objective was to locate the official
order that specifies the exact rules. It was finally obtained from
the NSD office. There are two separate orders, one for Prize Eonds,
the other for Savings Certificates, They are reproduced in Annexes
7 and 8. The first is a GOB order. The second does not carry any
official stamp. Cne was issued in 1976y the other carries no date.
These are the official documents being followed by the B.B., the
NSD and the commercial bank vlsiféd (IFIC). Any order prior to
this one was not evident in the institutions visited. It appears
that there 1is still a discrepency between the official instruction
and the manner in which commission is being given to the banks.The
Bangladesh Bank grants to all agents a flat rate fee of Tk.O0.25

for all encashments (instlitutional and non-institutional) of say

ings certificates, The official order prescribes a fee payment for

institutional sales only. Neither NSD nor BB officlals interrogated
were aware of the correct schedule of commissions. The accuracy of

the manner in which the Post Office is receiving its fee for the
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sale of savings certificates and PBs could not be verified
because the officlal order regarding payment to the Post Offl.e

was unavailatle,

Receiving the NSD Products

Table 5 exhibits how NSD products are supplied to its various agents,
All PBs and WEDBs are stored at the Bangladesh Bank. They are supplied
from there whenever indents are placed. Regarding other NSD scripts,
3 of all NSD scripts are stored in the Bangladesh Bank, 3 in the NSD
office and ' in the General Post Office.

Scheduled bank head offices and branches make indents exelusively to
BB and receive the products from it. Other agents (GPO, NSBs and the
BB) indent the NSD,

For banks, the indent to Bangladesh Bank is addressed to the Manager,
Prize Pond Section. ("P.B, Section" is a misnomer since it handles all
NSD products). A bank branch may make indents to the Bangladesh Bank
or to its own Head Office. The products must be collected by the part

requesting them.

Post Office Depots (Dhaka, Chittagong, Rajshahi, Khulna) make indents
to the NSD and collect products from it. The P2O. Depots, in turn,
receive indents from their District Head Offices, Products are insured

and mailed to the Post Office requesting them.

The Bangladesh Bank itself requests and receives NSD products from the
NSD office.

Monthly inventory statements are sent to NSD by its distributing agents.
However, there does not appear to be any strict monitoring. Products are

usually supplied whenever a request for them is made.

Savings certificates are printed at the Govt. Printing Press. Only Frize
Bonds are printed externally (abroad), There is an ample supply of
products at the NSD office, the main Post Office depots and in the

Bangladesh Bank vault,
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CHANNLELS OF DLISTRIBUTION

NSD
M| (Does not conduct {<-
. S any sales) A ‘:
' :
3 ! o .'
\{I .W J /' '
e
Zonal P,0. Depots
[
I”gi"i‘z“al NSBs (Dhaka,Chittagong, . ;J BB .
gents Khulna,Rajshahi ) [" = ,
) | |
| v N ¥!
Dl;"ém* Scheduled Bank | | Scheduled Bank
o (Head Office) ( Branch)
'r\ﬂ 1: } I _i?
Ll LT T T
S.0. & EDSO
, i
[ l
y/
BO & 1DRO
= Indent for NSD Products

Note:

BB
BO
EDBO
EDSO
NSB
NSD
(K¢]
HO

Delivery of NSD Products

As a matter of policy, ' of the total amount of NSD scripts are stored
with the Bangladesh Bank s with the GPO and with the NSD.

PBs and WEDBs are stored in BB premises and are supplled from there to

the scheduled Banks, the P,O. Depots, and NSBs.

Monthly statements regarding the status of NSD products are rent by the
P.O. Depots, the NSBs, the Individual Agents and the BB to the N5D.

All agents must collect the products themselves from the NSD (scheduled
banks must collect from the BB). pBs are pald for on delivery.

= Bangladesh Bank
# Branch Office

= Extra Departmental Branch Office
= Extra Departmental Sub-Office

= National Savings Bureau

= National Savings Directorate

= Post Office.

= Head Office

* Commission (Individual) Agents do not carry any NSD Products with them;
Thelr only link with NSD in this table is for clalm & receipt of Commision

See SeC‘tion 5. 1)-
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NSD Products - A proflle of National Savings Schemes

Tables 6 and 7 illustrate the various products offered by the NSD,

In 8. stion to these products,the NSD also has 40 villages under Iits

Ideal Savings Village (ISV) program (Table B).

Most NSD certificates carry an investment ceiling. There are two

probable reasons for this 1

1)

2)

Since returns are tax—exempt, the ceiling had to be placed due to

cost considerations on the part of the government.

NSD policy encourages the mobilization of individual savings,

particularly, "small savings%.

7.1 Defense Savings Ce-tificate (DSC,,Table‘— 9)

Issuing authority: BB, NSBs, POs and banks

The DSC was introduced in March, 1976. It can be purchased and
retired at NSBs, POs and banks. The denominations for DSC are, of
Tk. 5, Tk. 10, Tk, 50, Tk, 100, Tk. 500, Tk, 1,000, Tk, 5,000,
Tke 10,000 and Tke. 50,000, Certificates mature at B years from
the date of purchase and carry a simple rate of interest of 21%
per annum, The certificate can be retired before the date of
maturlty, but the holder has to sacrifice a proportionate amount
of the interest. An Income Tax rebate is allowed based on the
face value of certificates purchased in a year. The interest on
the certificates is tax free. Such certificates can be used as
collateral or security deposit for loans. In case such certifi-
cates are destroyed or lost they can be reissued., The purchaser
may appoint a beneficiary in case he dies. An adult can also

purchase these certificates on behalf of a minor.



CURRENT PRODUCTS/PROGRAMS OFFERED EY NATICNAL SAVINGS SCHEMES (NSS)

r— Interest rate on NSS

MF Target for sale/deposit of securities
::Zizgtzo:rgzsi;g | Nsc ' —— Crperational cost of scheme
mobilization
[ | L
IRD Cost of NSD Publicity Charges to Audit
. Dept. and GCBE
Education/motiva
tion of people N$De »
towards NSs
NSS
M | |
Savings Stamp o'sc.‘ BsC® wslna‘ pB* POSB PLI ISV Frogram
(025,05 and 2% r =23 No r. prizes Tax rerate on (40 villages)
Tke1/- value) offered only premiums
l 4 iy a ] s N
5 Yr. BsCe Bsc® CDAe 1 Yr.FD* 2 Yr.FD* 3 Yr.FD* EA*
r = g% r =2x r=11.5% r = 15% F=115% r =16% r = 22%
BA = Bonus Account NsC = National Savings Council
BSC « Bonus Savings Certificate NSD = Natiocnal Savings Directorate
DSC = Defence Savings Certificate |, ODA = Ordinary Deposit Account
FDA = Fixed Deposit Account PB = Prize Bond
IRD = Internal Resources Division PLI = Postal Life Insurance
ISV = Ideal Savings Villages : "PCSB = Post Office Savings Banks
MF = Ministry of Finance WEDE = Wace Earmer's Development Eond

® Returns are Tax-free _
" *® Organizational Chart of NSD aprears in Table 2.

9 = 3Mavd

-iGgg-
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Source: Natfonal Savings Directorate, Dhaka, January 1985,
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NATIONAL SAVINGS SCHEMES (NsS)

ADMINISTERED -8Y NATIONAL SAVINGS DIRECTORATE

Defense Savings Certificate. (DSC)
Bonus Savings Certificate. (BSC)
5 Year Bangladesh Savings Certificate. (5-YBSC)
Price Bond. (PB)
Wage Earners' Developmenf Bond (WEDB)
Post Office Savings Bank (POSB)
1) Ordinany‘Deposit Account (ODA)
11) Fixed Deposit Account (FDA) for
a)  One year
b) Two year
c) Three year
111) Bonus Account (BA)

Postal Life Insurance (PLA)

Savings Stamps

TABLE - 7



Village

Sharolia
Shibalaya
IsTampur
Birampur
Mok sedpur
Bonali
Kanaipur
Bedgram
Jhikorhat
Mirer Betka
Pirozpur
Nowhatta
Rajarampur
Ekdala
Nothurapur
Frotab

Mdla
Gupinathpur
Kulgaon
Balagata
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TABLE - 8

LIST OF IDEAL SAVINGS VILLAGES {ISV)

District

Dhaka
Dhaka
Dhaka

‘Dhaka

Mymensingh
Jamalpur
Faridpur
Faridpur
Faridpur
Tangail
Rajshahi
Rajshahi
Rajshahi
Rajshahi
Dinajpur
Rangpur
Bogra
Bogra
Chittagong
Chi ttagong

P. T-O.

HiN



Tracts

Total

Source:

Krishnarampur
Foleswar
Dulipara
Datiara
Moishadi
Balikandi
Kadamtoli
Mohonpur
Arpin Nagar
Labsha
Sreephol tola
Satiantola
Burabaduria
Rasulpur
Karnakhati
Kanainagar
Shikarpur
Isanil
Hazrahati

Kalishankerpur

40

National Savings Directorate, Dhaka:

TABLE - 8 (Contd, )

Noakhali
Noakhali
Comilla
Comilla
Comilla
Sylhet
Sylhet
Sylhet
Sylhet
Khulna
Khulna
Jessore
Jessore
Jessore
Barisal
Barisal
Barisal
Barisal

-Kushtia

Kushtia

January, 1985
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There 1s no investment limit on the DSCs (Table 9) purchased by
individuals. It is sald thata presldential order in 1976 ezcnpted
DSCs from having an investment ceiling., The order was never
subsequently reviewed. However, there are varying limits for
commercial banks, cooperative banks and societies, firms, and on
purchases by eﬁployers for thelr employees. These limits are
adjusted from time to time by the MF, GoB* through gazette noti-
fications. For registered cooperatives and Cooperative Land
Mortgage Banks the limit currently is Tk. 1,00,000; for Cooper-
ative banks it is Tk. 5,00,000 and for all other bahks (including
BB), the corporated companies and registered firms, it is

Tk. 25,000, If employers purchase for a single employee the limitis
Tk. 25,000; if purchase is for all emnloyees, it is Tk.2,00,000.
In the latter case the employer receives the tax rebate on

purchase -and the employee receives the return on maturity.

7.2 Bonus Savings Certificate (BSC, Table 10)

Issuing authority: BB, NSBs, POs and banks

BSCs were introduced on December 20, 1977. They can be purchased
and retired at banks, POs and NSBg, The denominations in which
these certificates are issued are Tk. 50, Tk, 100, Tk. 500,

™. 1,000, Tk. 5,000 and Tk. 10,000, Interest rate is 22% simple
interest per annum. Maturity is at 6 years. The certificates may
be encashed before maturity, but only for completed years. Cther-

wise, Interest has to be foregone by the investor.

Certificate earnings and cash-in-values are tax free. No rebates
are allowed against the purchase value of certificates. They can
be used as collateral for loans. A beneficiary can be appointed

in case of death of the owner before the certificate matures.

® Notes: Interest rate fixing is not done by the Central Bank.
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They can be replaced if burned or lost. Maximum ownership limits
of these certiflicates are Tk. 50,000 for individuals and Tk.
1,00,000 for joint holders. They can not be bought by corporate
Bodies, political authorities, Non~Government Organizations
(NGOs),

S5-Year Banqladesh Savings Certificate (5-YBsc, Table 11)

Issuing authority: BB, NSBs, POs and banks

5-YBSC was. introduced on October i, 1973, They can be purchased
and encéshed in all operative units of NSD. The denominations of
the certificate are Tk. 10, Tk. 50, Tk. 100, Tk. 500, Tk. 1,000,
Tke 5,000 and Tk. 10,000. The certificates mature at 5 years
from the date of purchase and carry a simple rate of interest of
18%. The certificates can be retired with the issuing authority
before maturity. In such case the holder foregoes proportionate

part of the interest.

Outstanding balances on various kinds of NSD products are shown

in Table 12,

Interest payment on these securities is tax free. An income tax
rebate is given on the face value of the certificates in the year
of purchase. The certificates are acceptable as collateral for
loans. In case of loss or damage to the securities they can be
relssued, The purchasees may appoint beneficiaries to receive the

proceeds in case of purchasees death,

Post Office Savings Bank {POSB) Depository Accounts and Savings

Certificates (Table 13)

The POSB 1s an operative agent of the NSD, Since post offices
are within reach of both rural and urban masses the GOB depends
on these facilities faor inculcating better savings habits among
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the people, especially those in the low income groups. POSB
facilities are reparted to be available in about 7624 POs in
Bangladesh, But as noted in the "Summary of remarks on POSBs"
on page 16, no one knows how many active POSBs there are. The
POSB rates are one percent above Scheduled Bank (SB) rates.
However, the complicated marketing mechanism seems to reduce
their appeal to savers. Withdrawals of deposits, other than
from General or Head POs usually take 2-3 weeks time, Interest
rates and all other rules and requlations governing the savings

schemes are fixed by the MF, GOB,

The following are savings schemes of the POSB3

1) Ordinary Deposit Account (ODA, Table 14)

This account can be opened by depositing only Tk, 2/~ and

maintaining a Tk. 1/~ minimum balance. ODAs enjoy an interest

rate of 11.,50% per annum. Rules and requlations are quite
similar to those of commercial banks. The maximum allowable
balance is Tk. 1 lakh for individuals and Tk. 2 lakhs for
joint holders.

1i) Fixed Deposit Account (FDA, Table 15)

FDAs are opened at terms of 1, 2 or 3 years with interest
rates of 15%, 15.50% and 16%, respectively, per year.
Interest can be withdrawn after every six months or redepo-
sited into the same account. Maximum limits of such depositﬁ
are Tk, 2 lakhs for individuals and Tk. 4 lakhs for Joint
accounts held-at Main and Divisional Sub-post offices and
Tk. 25,000 for individuals and Tk, 40,000 for joint accounts
in branch and Extra departmental Sub-post Offices. The
minimym deposit is Tk, 1,000,
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Minors can open Fixed Deposit Accounts on their own and
adults can open them on their behalf, Local author ities e.q.
Munlcipalitles, Upazlla Councils, registered cooperitives,
etc., can open FDAs. Cooperatlves, CBs and the BB can

open such accounts for their employees. Money generated
though provident funds can also be deposited by employers
in POSB FDAs.

Bonus Account (BA, Table 16)

These accounts have a fixed period of 6 years and carry a
simple interest c-ate of 22% per annum. The deposited money
can be withdrawn before the expiry of the six year period.
but the depositors willl receive no interest if encashed
before the expiry of one year. Returns on these accounts

are exactly llike ;hose of the BSC., Interest earnings are tax
free, Accounts can only be opened by individuals, joint

holders, or by non-business/government organizations on

" behalf of their employees. The minimum amount of such depo-

slts is set at Tk, 100, The maximum BA deposit limits is Tk,
50,000 for individuals and Tke. 1,00,000 for joint accounts.
If the deposited amount and interest are not withdrawn at
maturity, the account is automatically renewed for another

6 year period,

Wage Earner Development Bond (WEDB, Table 17)

Issuing authoritys Scheduled Banks with Foreign Qurrency

Accounts only:

In order to encourage remittance of hard currency earnings of

Bangladeshi nationals working abroad and, coincidentally, redu-

cing dependency on foreign loans for flinancing the country's
development projects, the MF, GOB introduced WEDBs in 1981. The

-

term of WEDBs is 5 years.
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These Bonds are issued in denominations of Tk. 1,000, Tk.
5,000, Tk. 10,000 and Tk. 25,000, available from all Bangladeshi
banks functioning abroad and authorized domestic banks (i.e.

those having Foreign Currency Accounts), They may be purchased
only in foreign currency by the Wage Earners, themselves, or by
persons authorized by them against their foreign earnings. The
Bonds carry simple interest @ 23% per annum. The holder has the
option of drawing simple interest on a half-yearly basis, or
drawing all of the Interest compounded semi-annually along with
the principal amount on maturity of the bonds. In addition, a
death-risk benefit ranging from 30% to 50% of the total investment
in these bonds is available,provided the wage earner purchases
bonds at least in the amount of Tk. 25,000, The entire amount
invested in these Bonds together with the interest earned on them
is exempt from income tax, The holders of these bonds may obtain
loans from any scheduled bank in Bangladesh. If the bonds are lost,
stolen or destroyed, the holder or his/her designated beneficiary
may obtain duplicate bonds. They may also be encashed for their
principal value plus simple interest, prior to maturity, but not

before a minimum of two years after pruchase of the bond.

Prize Bond (PB, Table 18)

Issuing authoritys BB, POSBs, NSBs and Scheduled banks

Unlike other savings bonds and certificates the PB holder does
not recelve any interest. Prismes of different amounts are awarded
through lottery type drawings to Bond holddrs whose bond numbers
are drawn. PBs were introduced originally on October 1, 1960 for
Tk. 10 each. On July 24, 1964, a Tk. 5 denomination was introdu-
ced, After the liberation of Bangladesh the latter was disconti-
nued but reintroduced on June 1, 1974, The first post liberation
drawing was held on September 14, 1974, Currently PBs are issued
by the BB in denomination of Tk. 10 and Tk. S0 only. Draws are
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held every alternate month. These Bonds can be bought, sold
or transferred openly. They .are avallable in banks, POs
and NSBs. Prize Bonds are issued in Serles ldentified by
letters — A, B, C, (KA, KHA) etc. Additionally each bond
has a serial number. Each PB series is worth Tk. 75 thousand.

There are 100 prizes In 5 categories.

The prize categories for each series are as followss

Taka
One prlze of Tk. 50,000 50,000
One prize of Tk. 10,000 10,000
Four prizes of Tk. 1,000 each 4,000
Four prizes of Tk. 500 each 2,000
Ninety prizes of Tk. 100 each 9,000
Total S categories 75,000 per draw.

This 1s speculative in nature. Prize winnings are tax free.Only
bonds which have been issued 1n the market at least one month
before the drawing date are qualified for prizes. Series numbers
as well as serial numbers (e.g., series A, numbers 100-180) are
means by which a bond-holder may identify whether his bond is
included in a particularly drawing or not. All drawings are held

publicly, and the winning numbers are announced on media.

fostal Life Insurance (PLI, Table 19)

Issuing authority: POs onix

There are six major types of policies all of which argé ordinary
or individual policles. Premiums can be paid on a monthly or
yearly basis. Current bonus rates on policies are 4.,2% pef

annum of the insured amount for wholie life insurance policies,
All insurance policies in this scheme are guaranteed by the GOB.
All such policies are available only at head and Sub-Post
Offices. The six types of poliries are :
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1. Whole Life Insurance Policy

?. Endowment Insurance Policy

3. Endowment Education Insurance Policy

4, Endowment Marriage Insurance Policy

5. Accidental Death and Disability Insurance Policy

6. Insurance without Medical Check-upe.

There is an assessment of total income versds total expenditure
every 2 to 3 years for the PLI program. The balance outstanding
is distributed among all PLI policy-holders as a "bpnus"e.

Bonuses, at present, are based on profits at 4.2% of
" premium values per annum for whole life policies, whereas, for

endowment insurance policies they are around 3.3% per annum.

7.9 Savings Stamps

Issuing authorlity: POs and NSBs

Savings stamps are available in Tk. 0.25, Tke. 0,50 and Tk« 1,00
.denominations. These stamps may be exchanged for a savings
certificate or for a Prize Bond. They may also be used for

opening a  POSB accounte.

7.10 The Ideal Savings Village (ISV)

In 1978, the GOB introduced a village oriented savings drive -

ISV aimed at the promotion of thrift and effective mobilization of
savings in rural areas. It was targeted towards people of small
income 1living below subsistance level. The plan was to select
villages after collection of various data relating to population,
number of households, income, etc. at the thana level (now
upazila). Savings officers would periodically conduct savings
campaigns in collaboration with local volunteers and local influe-
ntial persons. They would personally approach each houﬁehold and

persuade its members to participate in the nation's savings
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movement, in any manner they liked. Arrangement was also made
to award prizes to villages that performed wells Unfortunately
the program was not as successful as 1t should have been.

Probable reasons are :

1)  Lack of initiative and proper planning by the NSD, primarily
because of lack of field staff,

11) Abolishment of Thana level Savings Officer posts in° 1984
and non-replacemeﬁt of the same by Upazila Savings Officers
by GOB and, thereby, the loss of personal contact with
potential rural savers, It should be noted that persoﬁal
contact or on the spot and impromptu group discussion 1is
very helpful for moulding habits and training the minds of

rural poor,

The program was not extended any further. Table B lists the

names of the existing number of ideal savings villages,

8. Summary of NSS Interest Rates

interest
Simple/ rateson various NSs is fixed by the MF, GOB. The current

interest rate on different Schemes 1is shown below :

Simple

NSs - Ratesof Interest
8-Y DsC 21%
5-Y BSC | 18%
6-Y BSC 22%
5-Y WEDB 23%
POSB:

ODA 11.5%

1-Y FDA 15%

2-Y FDA 15.5%

3-Y FDA 16%

6-Y BA 22%
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Interest is paid on Savings Certificates far completed years only. Ho

interest ls allowed for a broken period of a year. Redemption values

are written on the face of each certificate. Thus, whenever the holders
of SCs present their certificates to the POs or banks for redemption,
the POs or the banka make payment of Lhe redemption value which is
written on the body of the certificate. Interest on POSB FDAs is paid
for complete years. The interest on FDA is paid by the POs when the_
depositors approach the postal counter on completion of the term of":
their accounts. Interest on POSB ODA is, however, calculated by the
Audit Department (AD), GOB on the basis of the balance outstanding to
the credit of each account on the last day of each calendar year,
Interest schedules are sent to the PCs concerned for posting in the
ledger and the relevant passbooks of the depositoré.,There is no
integrated control over maintenance of POSB Accounts, Interest is
calculated and ledqer accounts are maintained both in Head PQOs and the
AD, GOB. As a result of this dual control posting in the depositor
passbooks is delayed and in some cases interest is not posted in the

depositor passbocks for several years.

Summary of Returns and Benefits. of National Savings Schemes (NSS)

Returns usually offered by the various NSS can be classified under two

headings :

1) Interest, and
11) Monetary and fiscal benefits,

The rates of interest and the other financial bencfits associated with

individual schemes are setforth below :

1. 8-Y DsC 1. 21% simple interest or 13.11%
compound interest, per annum

2: Income tax rebate on purchase amount
3. No income tax on returns

4. Can be used as collateral for loans
5. Can be used as security deposits

6. Sold hy banks, NSBe, Post Offices,
and Commission agents,
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2. 6~Y BSC 1. 22% simple interest or 15.069,
compound intdrest, per annum

2. No income tax on returns
3. Can be used as collateral for loans
4. Cah be used as security deposit

5. Can hot be purchased by any organi-
zation

6. Sold by banks, NSBs, Post offices,

and Commission agents,
3. 5-Y BsC 1. 18% simple interest or 13,70%

compound interest, per annum

2. Income tax rebate on purchased amount

3. No income tax on returns

4. Can be used as collateral for loans

5. Can be used as security deposit

6. Sold by banks, NSBs, Post Office
and Commission agents,

4. POSB:
i) obA 11.,5% compound interest per annum
ii1) FDA:
One year 15% interest per annum compounded semi-
annually
Two yeers 15.5% interest per annum compounded
semi-annually
Three years 16% interest per annum compounded semi-
annually
iii) e6-Y BA 22% simple interest or 15.06% compound
interest per annum
No income tax on returns
Available only in Post Offices.
S5e 5-~Y WEDB 1. 23% simple Interest or 16.65%

compound interest, per annum

2. Death risk coverage to the extent of
30% - 50%

3. No tax on returns or on amount of
investment

4. Sold only by those scheduled banks
having a foreign currency account
within Bangladesh and by all Bangla-
deshs banks abroad.
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6. pPB 1.

7. PLI 1.

3.

4.
56

8. Savings Stamps 1,

Prizes offered:

Each series of Prize Bond is awarded
100 prizes in the following manner:

1 prize of Tk. 50,000 Tk. 50,000
1 prize of Tk. 10,000, Tk. 10,000
4 prlzes of Tk. 1,000 each Tk. 4,000
4 prizes of Tk. 500 each Tk. 2,000
9 prizes of Tk, 100 each Tk. 9,000

100 ‘ Tk. 75,000

soe AT ERo=eES

Frizes are tax free

Sold by banks, NSBs and POs.

Tax rebate on prehiums

4.2% -simple interest (bonus) per annum on
the insured amount for whole life insurance
or  around 3,5% compound interest per annum
on annual premiums. .

3.3% simple interest (bonus) per annum on

the insured amount for endowment insurance
or 2,91% per annum compound rate on annual
premiums, '

Returns are tax free

Security against loss of benefit
family of the insured due to death,
dlsability or both

Wide range of policies

Guaranteed by the Government.

In denominations of Tk. 1, Tk. 0,50 and
Tk. 0,25,

Sold by NSBs and Post Offices.

Compound interest rates of NS5 range between 2,9% to 16.65%. The real

-financial return on NSS tends to be depressed depending upon th.

extent of inflation, If the compound interest rate of NSS is consider-

ably above tlie infiation rate the NSS can be attractive to the investors.

The table below shows the campound rate of intereslt on various NS5S5.
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Compound
Inftial No., of Ending 1interest
NSS deposit  years sum rate Rankinqg
DsC 100 08 268 13,11% 7
5-Y BSC 100 05 190 13,70% 6
BSC 100 06 232 15 .06% 4
WEDB 100 05 214,97 16.,65% 1
POsSB
oD 100 01 115 15.00% 5
FD 100 01 115 15.00% 5
100 02 133.40 15.50% 3
100 03 156.09 16,00% 2
BA 100 06 232 15.06% |
PLI
WLI 100 01 103.,5 . 3.50% 8
ELI 100 01 102,91 2,90% 9

It may be observed that rate of return on most of the NSS is not very
impressive given an inflation rate of 11.84% (TFYP, P. 11i-17).

National Savings Schemes (NSS): Growth Rate

The growth rate of NSS has been measured on the basis of the average
gsimple growth rate of the outstanding balances. For the measurement

of growth rate, the NSS have been classified into following five

heads t

1) SCs (excluding PB and WEDB)

i1) WEDB
i11) P8
iv) POSB

v) PLI

From independence to 1982-83, the growth rate of PB, SCs and POSB
Accounts were 688.67%, 587.28% and 138.86% respectively. The average
annual growth rates of these schemes were 57,38%, 48,94% and 11.57%,
respectively. WENB grew at the rate of 204.25% per year since its
introduction in 1980-81. Frimry reasons for the high growth rate of

WEDB include :
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1) It offers the highest interest rate (23% simple interost
which works out to 16.65 at compound rate P«3) among

the Ns5S,

ii) It provides death risk coverage ranging from 30% - 50% of
the investment for ilnvestment of Tk. 25,000 and over,

iii)  Absence from the country of the investors; thus, no withe

drawals have been made so far.

In essence, as the wage earners are away from the country, the scope
for making choice of reasonable investment avenues 1s limited. As the

scheme is a new one with attractive benefit terms, most overseas wage

earners appeared to favor it.

In terms of rate of growth, PB stands second. Although the averape
annual encashment of PB is 77% of the average annual investment, the

factors responsible for a reasonable high growth rate seem to be 3

1) Attractiveness of Prize Bonds as gifts for social occasions.
i1)  Gambling and that "quick buck” syndrome.

iii) Simplicity of the encashment procedure.,

The average annual growth rate for SCs is lower than those of the PB

and WEDB. The primary reasons appeared to be

i) In 1980, when the interest rate structure of NSS was re-
organized; the rate of interest on 5-Y BSC was not increased,
This drastically discouraged investment and actually, no
investménts,in this scheme occured in the years 1981-82
and 1982-83. However, the interest rate was raised in

January, 1984, and sales have recommenc-d,
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11. New Products

Three new NSD products are expected to be marketed shortly. They ares
1. A 3 year Sanchaya Patra (Savings Certificate) at 16% per annum.

2. An Automatic Pension Scheme similar to the Deposit Pension
Scheme. Deposit 1imit will be from Tk. 100 to Tk. 1,000.

3. A social security scheme (under formulation).

12, Sale of NSD Products

12,1 Tables 9 to 11 depict some statistical information on indivi-

dual NSD products. Among savings certificates, DSCs have the
largest volume of investment in them. A very likely reason is

the absence of an investment 1imit on DSCs.

Tables 12 to 16 show POSB sales by total volume and by individual
products. There is an outstanding balance of Tk. 949,4 million
(1984-85) on POSB accounts. This exhibits a slow but gradual
growth. Savings Certificates sold by POSBs (Table 13) has often
had a low or negative balance during the last 5 years. Of the
various accounts offered by POSBs, ODAs (Table 14) have had a

negative balance most of the time. Withdrawals are apparently not

counter-balanced by a sufficient amount of deposits. FDAs
(Table 15) appear to be more attractive. The Bonus Account (BA,
in Table 16) also seems to have a volume of withdrawals dispropor-

tionate to its volume of investment.

WEDBs (Table 17) on the other hand have negative or minimal
amounts of encashment and they sell very well. Prize Bonds
(Table 18) are also popular with customers. NSD believes that
its Tk. S0 PBs are preferred to its Tk. 10 denomination ones.
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GROSS AND NET TIVFSTVLNT TH
DEFENGE SAVINGS CFRTICTCATEC

(Tikar in rillinn)

——

Year. { invggzgint inszgtrcnt
1975-76 30.79 33.70
1976-77 134,09 179.30
1977-78 157,59 116,149
1978-79 213.59 137.00
1979-80 20).72 172,99
1980-81 523,890 351,90
1931-32 175.97 317.21
1982-33 589.70 361,23
1983 - 84 581, 2 433.4
1984-85 553.3 2871

Source: Notional Savings Directorate, Dhaka:
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GROSS AND NET TNVESTMEIT IN
BONUS SAVINGS CSRTIFICATE

(Taka in million)

Year invggg;:nt f inv::§ment
1977-78 12,09 1).90
1978-79 30.99 23.90
1979-80 31.90 26.20
1980-81 57.90 39.70
1981-82 64.44 43.10
1982=83 62.30 10.50
1983 -84 73.7 . 43. 3
1984-85 78.7 29,7

Source: National Savings Directorate, Dhaka.
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GROSS AND NET TNVELSTHENT IN .
5_YEAR BANGLADESH SAVINSS CLRTICICATE

(Taka in millinn)

Yeax invegigsit invggtnent
1977-78 16.70 16.790
1978-79 27.70 25,79
1979-80 32,10 23.00
1980-81 16.90 - 02.90
1981-82 3.99 - 12.96
1982-83 0.90 - 9.20
1983-84 331 12.6
1984-85 98.6 70. 1

Source: National Savings Directorate Dhaka.
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TABLE - 12

Outstanding balance on NSD Products

(Tk. in million) -

S

FY Post Office Savings | Certificates Total
Bank Deposit Account | PBs and WEDBs
Oon 16.12.1971 276. 30 280,90 557,20
1972-73 399,40 319,430 718..70
1973-74 424,10 368.70 792.80
1974-75 402,00 445.00 845.70
1975-76 430,20 567,40 997,60
1976-77 447,00 710. 00 1157.00
1977-78 468. 40 826.10 1294.50
1978-79 493.50 1022.90 1516. 40
1979-80 532.90 1196. 70 1729. 30
1980~81 583,20 1481.90 2055. 10
1981-82 591,00 1783.10 2374.10
1982-83 688,20 2146.80 28135, 00
1983-84 809,50 2642.30 3451.80

1984-85 949. 40 3040, 20 3389, 60

Note: "Outstanding balance" is a cumulative estimate of net investment
as dn a particular date,

Source: NSD. Annual Report, 1984-85,
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TABLE -.13

PERFORMANCE OF POSBs DURING THE LAST 5 YEARS

(Taka. in million)

Year Passbook Accounts Savings Certificate
Deposit | Withdrawal | Net Investment] Encashment! Net
1980-81 452, 3 402, 0 50,2 215.5 158.5 57.0
1981-82 467.4 459.6 Te7 186.5 139.3 47.1
1982-83 479.9 425.4 54.5 154.6 204, 6 (49.9)
1983-84 , 621.5 500.2 121.3 168.8 154.3 14.5
1984-85 756.9 600.6' 156.3 174.8 199.4 (24.6)

Source: Bangladesh Post Office, Dhaka.
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TAPTE - 14

: GROSS AND MNET DFPNEIT IN
ORDINARY ACCOUNT OF PNST OFFICE CAYTTNGE RANK

(Takz in-millionn)

Year nS;Z::eﬁt inv::Ement
1974-75 247.59 (45.90)
1975-76 209,10 ( 3.90)
1976-77 | 20.4.00 ( 7.20
1977-78 213.30 1.40
1978-79 229.50 ( 9.00)
1979-30 269,60 13.40
1980-31 231,39 1.90
1991-32 279,57 (14.39)
1982-83 254,70 (21.390)
1983-84 274.8 (24.7)
310.4 {20, 3)

1984-85

Source: National Savings Directorate, Dhaka.
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GROSS AND NET DFEPOSITS T3
FIXED ACCOUNT OF POST O"FICE YAVINGS D2ANK

(Taka in =millinn)

Year I invSEE:Znt ;' iﬁvggtnent
77-78 . , 16.20 1.79
1978-79 16.590 1.30
1979-80 21.79 2.60
1980-81 52.00 23.39)
1981-82 75.56 35.32
1982-83 122,29 64.00
1983-84 236.8 142, 0
1984-85 283.5 154,1

Source:

National Savings nirectorate, Dhaka.
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TABLE - 16

* GROSS AND NET DEPOSITR vy
BONUS ACCOUNT OF pos'f OFFICE cavinmge BANK

(7aka in - million)

Year inveggg::t invzztment
1977-78 69.50 15. 30
1978-79 | 61.00 32,30
1979-80 | 65.99 23.10
1980-81 119.00 | 21.90
1981-82 112.27 16.76
1982-83 103.10 11.30
1983284 110.0 4,0
198485 106.5 ' (12.26)

Source: National Savings Directorate, Dhaka.
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TABLE - 17

GROSS AND NET INVESTMENT AND OUTSTANDING
BALANCE CN WAGE EARNERS BCND

(Taka in million)

Year ISS Net Outstanding
investment investment balance
1980-81 4.70 4,70 4,7
1981-82 16. 04 16. 04 20.74
1982-83 33.5 33.5 54. 09
19813-84 1.3 60.6 114,71
1984-85 © 58.4 51.8 166.51
1985-86 (as on 31,12.8%)-~ 56.59 223.10

Note: "Outstanding balance" is a cumufatlve estimate of net investment
figures. J:DBs were introduced during FY 1980-81.

Source: National Savings Directorate, Dhaka.
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TABLE - 18

GRUSS AND NET INVESTMENT AND OUTSTANDING
BALANCE CN PRIZE BONDS

(Taka in million)

Year Gross Net Outstanding
investment investment balance
As on 31.12.72 - - 15
1972-73 - - -
19713-74 - - -
1374-75 20,30 16. 40 31.4
1975-76 14,70 9.00 40. 4
1976-77 27.30 20. 40 6C.3
1377-78 30. 40 17.00 77.3
1978~79 25.20 6.10 83.9
' 1979-80 31,40 3.30 87.7
1980-81 | 35.20 9.90 97,2
1981-82 34. 16 ' 4.313 101.6
1982-83 46.90 A 16,70 117.2
1983-84 43.1 16.2 133.4
1984-85 57.2 26.1 159.5
1985-86( as on 31.12,85) - 3.3° 162.8
Source: National Savings Uirectorate, Dhaka.

NSD officials believe that the sale of their certificates and bonds
(particularly, sale of PBs) has been adverge]y affected by the intro-
duction of National Bonds (NBg). NBs (maturity between 2 and §

years) were offered to individuals only between Dec,'85 and Mar.'86,later
extended upto June 1986. They are of 2 types (bearer and registered)

and carry no investment 1limit, Interest earned is tax exempt.

Interest rates range from 13.5% upto 16% compounded annually,
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STATISTICAL INFORMATION ON POSTAL LIFE INSURANCE,

1. POLICY ISSURD¢-

Year No.of polioy
1071-72 4,404
1977713 14,452
197374 13,000
1074-76 12, 249
1976-78 9,968
197677 11,54T
1977-78 12, 371
1978-79 18, 858
1979~80 16,187
1000-01 19, 347
1001-82 13, 294
1982-83 10,916
1983-84 10,148

2. Premium {n oomes

Yoar:
1972-73
19073~74
197475
19765-78
1978~7T
1977-718
1978-79
1979-80
1980-81
1981-82
1982-83.

--1983-84 =
984-85

TSR et el elr et (0t E - ¢ —— e r——— o

3. alanoe' of Punds~

Yoar

1971-72
1972-73
1973-T4
197475
197578
1978-79
1977-78
1978-79
1979-80
1980-81
198] 82
1982-83

1903-04

Sum assurod

]

1,99,80,000/~(for 6 mantha)

6,80, 19, 000/~
7,680,96, 000/~
8, 06, 08000/~
8,178, 48, 000/ -
8,64,13, 100/~
10, 29,18, 000/~
15,67, 68,000/~
16,03, 91, 000/~
21,06, 00, 000/~
18, 88, 13, 000/~
16, 29, 86, 000/
15,94,13, 000/~

PLI promium

2,10, 39, 469
1,41,89, 200
1,49,864, 270
1,41,90,028
1,65,79, 23"
1,97,99, 368
2, 23, 23, 099
9,60,04,114
3,40, 31,402
4,82,48,505
9,18, 29,941
,48,30,000

61,230,000

Amount

8,04,80,812

9,10,81,818
 9,89,60,771
10,82,01,504
11,68,68,089
12,42, 25,768
13,35,17,003
14,28,64,79
18,49, 26, 400
17,18,084,660
19,64, 07,430
20,178,61, 9372
2‘,\‘8' é’b”qg

Contd.. /2.
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4. Management ocosty- Mans ‘ment cost)~ Income on A/0 of PLI Fundy
Yeni
1972-73 30,00,471 34,7, 443
Lors-74 3r,81,9:3 54,14,728
fi974-75 - 45,165,765 61,47, 700
1075-76 47,72,672 64,00,084
1976-7T 48, 31,989 66,425,607
1977-78 67,03, 124 76,05,913
1978-79 82, 02,585 79,82,968
1979-80 93,80,707 91,08, 316
1980-81 1,02,80, 31 98, 29,420
1081-82 99, 36, 350 1,04, 33,680
1007-83 1,41, 28,1709 1,18, 05,684
1933-04 1,49,84,808

5. CIlnim Settleds~

Yoar Ho's of oases, Amount paid,
1972-72 1748 30, 01,000
1972-73 3548 60, 50,700
1073~-T4 2431 62,165,082
1974-75 2277 42,614,771
1975-78 8327 60, 88, 277
1978-7T 5717 68, 32,602
1977-78 4871 9, 30,410
1978-79 47290 80,87,071
1979-80 4181 B4,82,082
1980-81 4256 93,46,17T
1081-83 4390 1,00, 75,401
1980884 5391 290,156,032

198284 6343 3, 33, 41, 000
6. Loan 1~
Year No's of oages Amounts peid
1972~73 10,82,870
1973-74 11, 33,806
1874-85 " 11,74, 0n8
1975-76 11, 44, 330
1976-77 10,084,125
1977-78 13,190,020
1978-79 16,60, 000
1979-80 1259 17,61,960
1980-81 1287 19, 07, 985
1983-82 1480 ’ 25,58,817
1982-89 1728 4,99, 374
1983-84 1463 . 32,706,510

Uun’td. a asP
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-

s eamat—

196889
196970
197071

1071-72
197273
1975-74
1974-16
I9T5-76
1978-77
197779
1978-79
1979-80
198081

1081-82
1082-83
'1983-84

Sources Bangladesh Post Office, April 1986.

Year
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No's of policies

71,586
80, 008

85,738

84,779

93,980
1,00,933
1,10,674
1,09, 076
1,16, 696
1, 24, 044
1, 34,603
1,47,589
1,62,680
1,71,678
1,771,203

1,82,008

Sum aggured,

19, 45,13, 225
23,83,56,900
26,01,09,167
27,52, 23, 058
33, 05,86,173
38,90, 39,919
46, 25, 23,592
49, 05,684,603
b8, 45,66,018
65, 10, 00, 242
79, 20,98, 077
94,40, 04,995
1,15,12, 28,818

1, 32,99, 66, 417

1, 60,59,908, 728
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Table 19 contains some statistical information on PLI. Postal

Life Insurance business has been showing a decline in the volume
of premium collected. The balance of fund position has shown
1ittle change from year to year. PLI happend to be the oldest
insurance institution in the country. NSD feels that it lacks
good management and supervision. These deficiences have probably

hindered its growth.

Table 20 exhibits the volume of sale of NSD products by its

different distributing agents during the period 1980-81 —
1985-86 (upto December 1985), Table 21 shows the volume of each
NSD product sold by the various disbursement agents.

Clearly, POSBs with their large network mobilize the bulk of
NSD investments. rercentage wise break-down of NSD gross sales

by its different agents in 1984-85 was :

Sale through banks (about 5000 outlets) - 30%
through Post Offices (about 7624

_ outlets) - 57%.

threugh N5Bs (about 4 outlets) - _Eff

Approx. 100%

An examination of Table 20 reveals some interesting facts.

During the last 5 years, average percentage of net to gross
investment of NSD product:; in banks has been 59%, that of POSBs
only 11%, and of NSBs about 97%. Given the fact that net = gross =
encashments, the following may be deduced 3

1, POSBs probably contain a large proportion of small individual
savers/depositors who continue to withdraw/encash their NSD

products. This creates a low volume of net linvestment.
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Commercial banks appear to contain some individual consu-
mers who continue to encash/withdraw their NSb products,.

Banks also may have some institutional investors who

“purchase large volumes of NSD products but rarely encash

them before maturitye.

NSBs contain primarily institutional investments. These

are hardly ever encasbad before maturity, New certificates

are purchased when older ones mature.

An interview with NSD officlals revealed the followlng facts

that further explain the situation. They are :

1.

2,

3.

POSBs were estnblisheg in the country in 1873 (Govt.
Savings Bank Act, 1873). They have been offering savings
certificate since 1941 (Post Office Savings Certificate
Ordinance), There has been a great deal of encashment since

then. This has decreased their net balance.

Commercial banks have been selling NSD products since 1966.
There have necessarily been some encashments of certificates

and bonds from them,

NSBs were established in 1980.There has hardly been any encash-
ments of bonds and certificates from NSBs as most of these
products have not yet matured (average terms of certificates

and bonds are 5 to 6 years).

It is NSD's experience that only 20% of the entire amount of

certificates and bonds sold are encashed before maturity.

The largest volume of DSC are sold by banks (Table 21). NSBs
and Post Offices do not sell WEDBs,



Statement showing gross and net investment in various National Savings Schemes
through Banks, Pc .t Offices and National Savings Bureau during the period from

. 980-81 tc 1983-86 (Upto 31.12,1985)

(Sale by Agents)

(Amount in Million Taka)

Through Banks Through Post Offices “Through g:;tggal Savings Total Investments
Year Gross x;‘::t{ Net Gross ‘g‘;;::{ Net Gross :g::{ Net Gross %(:;::{ Net
198C-81 358,50 47 169,70 669.80 16 108,40 57.8C 99,8 57.70 1086, 1C .‘31 335.80
1981-82 336.20 S5 183,50 654,20 8 S5.10 71.90 98 7C. 40 982, 30 31 309.CO
1982-83 403,70 71 287,00 634,60 72. 4,60 | 174.30 97 169, 3C . 1212.60 138 AR 9C
1983-84 454,00 70 319.10 790.50 17 135.80 | 169.50 96 161.90 ! 1414.00 44 676.80
1984-85 450.80 50 225.70 875.40 13 115.20 | 220.80 93 206,10 : 1547.00 35 547.C0
1985-85 275.30 - 180, 40 454,10 - 66.40 | 139.80 - 133.50 | 869,20 - 380, 30
(Upto 31.12.85) l )
Average 59 1= Xy 4 i 365

® No. of National Savings Bureau is only 4.
Source: National Savincs Directorate, Dhzka, April 1986.

Q¢ ~ 413Vl

-89z
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TABLE - 21

TOTAI. BALE DY DANK, PUST OFFICE
AND SAVINGS BUKEAU 1779-80 TO 1982-83

(Sale of Products by Agents)

(Tk. in million)

Rank Post Office Bureau
1. Defence Certificate 239.3 137.3 94,2
2. Bonus Savings Certificate 1%.3 29.6 6.7
3. S Year Bangladesh Savings
Certifici‘tes Go -3 3.1 2105
4. Postel Savings Bank -
(a) General - 271,13 -
(b) Fixed Account - 67.9 -
(c) Bonus Account - 100. 3 -
5. Prize Bond 3.7 - 0.1
6. Wage Earner's Development

Bond 23.5 - -

Source: National Savings Directorate, Dhaka: January, 198S.

Note: PBs sold by Post O6ffices are included in the estimate of PBs sold by banks

¢ Figures in this table could not be reconciled with those in other tables
although the source remains the same.
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SITORAL SAVINGS SCHFUMES IN

*RAL AND URBAN ARFNC 10701250 to 1992-1933

(Tk. in nillion)

Schem=2 Ruviyl Jrhan

Ordinary Aczcount of Post Office

Saving Cerzificates 197,26 1117.44

Prize Bond 3.56 64,5

Defence Saving Certificates 100.145 1903.52
Wage Earners' Bond 2.7) 51.53
Fix2d Account of Post Ddffice

Saving Bank 11.40 273.56
Bonus Acceount of Post OfZjce ,

Saving Banx 23.06 433,21
5 Yeary Bangladesh Saving Certificatey 4.03 - 77.51
Bonus Saving Certificates 12,27 235L07

Scurce: lational Savings Directorate, ™haka: January,1985.
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Finally, if Postal Savings, PBs and WEDBs are eliminated, it

{s round that banks are by fer the most suc~e~~ful vendors of
NSS certificates. The Investigators feel that it is legitimate
to exclude POSB accounts because bank savings accounts are not
being included in the comparison. To do so would reveal that
the ratio between PO and bank savings is about 9.6 to 1. Thus,
with the exclusion of savings accounts sale of NSS certificates

is about

Sale of DSCs, BSCs and 5-Y BSC -

Taka in Million %

By Banks 265 48

Post Offices 170 3

NSBs 122 22
Total 557 100 ¢

12.3 POSBs offer higher rates of return on their savings bank accounts
(Table 4) than those offered on bank deposits. Yet, given the
number of POSBs in the country, their savings mobilization
function is not as impressive as might be expected, This is a

matter of concern and requires further studye

A very valid reason could be the apathy towards NSD products by
Post Office employees. Such sales are not the primary responsi-
bility of the P.O. employee. There is also no provision for

rewarding Post Office employees who perform well

Consumers on the other hand may not be very enthusiastic about
POSB accounts for the simple reason that the POUSB is not a bank
as such. It offers no banking services other than accepting

deposits and processing withdrawals. POSB accounts are considered

* May not equal to 100 due to rounding.
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by many not to be worth the "hassle", Disadvantages might have
been overcome 1f renl rates of return were sufficiently attrac-
tive. With a 12% rate of inflation (11.8%, TFYP, P. 111-17) the
real rate no longer resembles what the nominal rate of return
implies, However, the real rates are still positive and the banks
have enjoyed great Increases in their savings partfolios. So the
cause of the POSB inferiority must be sought elséwhere,

Table 22 shows that the vast majority of NsSD products are sold in
urban areas, The majority of POSHs are located in rural reglons
(Annex 5),

13. Encashment of NSD products

13.1 The Prize Bond Section in the Bangladesh Bank receives deposits/
encashment slibs for all NsSD products from NSD agents (with the
exception of the Post Office Department),

1. In the P.0. Section the “dispatch clerk" checks the signa-

ture, seal, date, amount of interest applied, etc,

2. They are next sent to the Public Accounts Department (PAD)
in the same Section where register entries are made., The 4%
levy on accrued interest (govt. tax withheld at source for

the construction of the Januna bridje) is deducted.

3. The balance is then credited to the individual disbursement
agents account and debited to the NSD account,

"Claims" slips by banks at the time of sales are also deall
with in this section by the relevant desk clerk (in charge

of "commission"),

4. As mentioned earlier all deposit/encashmenl: by post offices
is handled by the office of the A.G., P & T,
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13.2 Prize Bond awards are collected directly from the Bangladesh
Bank counter by the prize winner. The commercial bank officer
interviewed mentioned that a customer submitting his certlifi-
cate for encashment is normally asked to wait for a few days.

He 1s reimbursed only after the bank's account at the Bangladesh

Bank has been credited with that ambunt.

14, Annual Investment Tarqets

NSD performance is measured by achievement of annual savings mobiliza-
tion taragets. A target for Any particular year is stated as a percent
of increase over the previous year's actual performance. NSD officlals
(the Director, the Dermty Director, four Regional Directors and the
Assistant Director of the Statistics Section) prepare the annual target,
Aliocatlon of targets division-wise, district-wise and by field
officers (DSOs) is also done during these NSD deliberations in Dhaka,
The final authority in the setting of targets 1s the Internal Resources
Division of the MF, The process 1s cumbersome. First NSD presents its
target plans to the rarely ficcting NSC which may or may not modify them
before sending them back to NSD, NSD next forwards NSC approved
targets to the IRD/MF which fixes them finally. In FY 85-86 targets

were set for the first time for NSBs, banks, Commission Agents and

the POs,
Funds mobilized under the NSS program constituted :

5.6%'1-/ of total bank deposits in June 1983
4.8%1/ of total bank deposits in June 1984

and 4.3%2-/ of total bank deposits in June 1985

1/ Tk. in million : Tk. 2835 NSD investment /50980 bank deposits &« 5,6%
Tke 3452/71584 = 4.8%
Tk. 3989/93563 = 4,.3%

Source : o Scheduled Bank Statistics, Bangladesh Bank, April-June, 1985.
o Table 12
o Annex 10
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The fact that investment in NSD as a proportion of total hank invert
ment is declining can only be explained by the recent rapid qgrowth in
banking facilities as well as the natural superlority of the banking
institution in the field of finance, savings and investment. Perhaps
also, many people feel more comfortable about investing in bank
products where they have an idea of the manner in which the money 1is
being deployed. On the other hand, there 1is no ¢lear~cut policy

indlcating the uses to which funds mobilized under the NSS may be put.

Awards to employers for achleving/exceeding annual targets

The NSD awards annual prizes of Tk. 5,000 to its Assistant Director and
Tk. 3,000 to its Savings Offlcers in the District Savinas Offices (DSOs)
for exceeding/achiesving that year's set tarqget. One can argue that such
rewards are not entively descrved since DSOs are not responsible far

the actual siyle of NSD products, DSOs are administrative bhodies that
are there to conduct promoticnal campaigns, advertize and perform
publlic relations work, An NSC proposal (Annex 4) to reward Post Masters
of POSBs that perform well has not yet been adopted. This is not an
arqument against officers of DSOs recelving rewards, but aﬁ attempt to
point out the faxt that such a system makes sense oily il those indivi-

duals actually selling the praducts are rewarded as well.

NSD budget for Advertizing and Publicity

The NSD annual budaget for promotion is based on performince over three
prececding years. The proposed hudget, prepared by the NSD is sent to
the IRD and then for final approval to the Budget Wing of the MF. The
Budget Wing may or may not modlfy the total amount. The "approved"
allocation is then returned to the N53D and appears in the national

budgel as a "non-development! expenditure.
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NSD Promotion and Publicity Budget Summary :

(Tk. in Million)

FY Allocation Actual Expenditure
1981-82 3.6 2.9
1982-83 245 245
1983-84 3.8 3.26
1984-85 3.5 3.4

Source ¢ NSD Directorate

Any amount left unutilized (as in 81-82, 84-85) reverts to the Budcet

Wing. Annex 1’ gives an account of NSD promotional activities during

1984-85.,

Despite an inflation rate of about 12% and overall improved performance
of the NSD, the annual promotion budget has been declining or thowing
no change. There does not appear to be any relationship between NSD's
performance and its publicity budget. The Budget Wing pleads a shortage
of funds. In FY 84-85 the NSD requested Tk, 5.2 million, but received
Tk. 3.5 million, instead. The NSD budget of 1985-86 (as approved by the
Budget Wing and received by the NSD via IRD) gives an idea of the
break down of NSD's publicity expenditure,

(Tk. in Million)

Item Expenditure
Newspapers & advertizing 1.9
Radio/TV 0.4
Posters, brochures, etc., - 0.6
Monthly savings magazine 0.3
Transport of publicity items 0.05
Awards 0,22
Seminars 0.08
Office sign boards 0.05
Malntenance of departmental
transport 0.15
3.6

Source : National Savings Directorate, Dhaka,
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Adequacy of the NSD budget is highly questionable. Current media spot.

rates are :

TeVe - 30 sec. news mid-brenk - Tk, 4850 + 15% tux
TVe = 30 sece film mid-break — Tk. 6975 + 15% Lax

Radio ~ 1 min. - Tk. 74 + 15% tax (on holidays)
Tke 392 + 15% tax (on weekdays)

Newspaper - from Tk, 54.9 ~ Tk, 95,5 + 10% tax for each column inch.

Front page advertisement 1s 100 and often, 200Y% of these rates.

The NSD official remarked that many of the publicity programs utllized
prevlous]y‘can no Jonger be puraued due to rising costs. The use of
documentary films, a popular way te familiarize people with NSD products
In the past, has been discontinued, Given current television spot rates,
only about 11-12 "spots" (30 second wds) are possible o year. Radio
and newspaper are Lhe wo: t comn means of promotina NS vroducts.

Other means of promotion are brochures, posters, leaflot house-tu-

house campaians, and monthly magazines,

Operational Cost of National Savings Schemes

Annex 9 contains a yearwise break-down (from 1972 to 1985) - ~ total
operational costs of the N5D, and investment and operatlonal costs of
the schemes under it, Investment and expenditure in 1984-85 are

reproduced below ¢
(Tk. in Million)

FY 84-85 Total Investment®
Payments by Operating in NSD
Cost ..~ NSD N5D cogt products Gro »~ Net
1 2 3(1+2) q 5 6
Total esltab- B.83 Fee to Post 1.06 12.24 Sale by 875 115.2
lishment cost Offlice Post Offices

Publicity 3.41 Commission to 0,89 8,76 Sale by banks 450, ’25.7
expenditure banks

- Payment to MF 6.81 - Sale by NSBs  220.P 206.1
Audit Dept,

o, o o o et ——

Total 12 .24 8,76 21,01 Total invest., 1574.,0 547.0

®* From Table 20.
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o Cost of NSD/total investment = 8%
o Total operating cost of NS5/total investment & 1.36%.

.8. Monthly Statements

The followling flowchart depicts the manner in which monthly statements

of investment and encashment are received and sent out,

Admn. Section Dy. Director Director IRD Budget Wing
NSD NSD NSD MF MF
7/
“~.  All eptimates are cpnsolidated and
T sent out
o %
e B Statistics Section NSD &
Sale in rele- Sale|of PBs,
vant Qivision Sale |of Sale|by Sale| by , WEDBg, and
and Dijstricts PLY] Posl Offices Bank "by NgBs
|
RDNS PLI Office of BB Bureau
& . Section the P.M.G,, . Section
bSO B.o. BuPO. (6 Offices) | Cc

| T

Sale of WEDBs & PBs

It is apparent that the Statistics section compiles and distributes
secondary data only. Computations are done manually (by calculateérs).

It was conmented upon that although their own offices (RDNS and DSO)

also supply the NSD offices with fleld level data, these are not consi-
dered to be authentic. In®ther wards NSD accepts as final, the data sent
in by the other four sources. WEDB and PB sales are handled by the Bureau
Section for reasons of "convenience™ on the part the NSD. It is believed
that the statements from the office of the P.M.Ge. are often recelved after

substantlal delays.
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19, Comments

19.1 NSD's marketing strategy seems to be targeted towards the indivi-
dual small saver. The reasons the Investigators believe so are

the following:

1. Commissions paid to NSD agents are biased towards the mobi-
lization of small savings; for example, scheduled bariks
receive 1% (of sales proceeds) for the sale of NSD products
to individuals and Tk.0.25 for the sale of the same products
to institutions. Commission agents receive 1% of sales pro-
ceeds for mobilizing the savings of individuals only,

(Sections 5.3 and 5.5).

2. Several NSD products (S5YBSC, ODA, etc.) have an investment
ceiling. This is rrobably an attempt to discourage institu-
tions (who are the "large" savers) from investing too heavily

in NSD products.

The term"small savings mobilization" could not be identified
as a specific govt. ordér or an NsD objective in any of the
circulars available, However, small savings is stressed in
most NSD Seminar papers and publicity documents. A market
for mobilization of small savings probably lies in rural
areas. But in such areas NS Schemes are in direct competition
with commercial bank,non-governmental organization (NGO) and
seml-autonomous body programs, all clamoring for the limited

amount of resources available in rural Bangladesh,

19.2 NSD officials complain that their savings hobilization efforts
are handicapped by inadequate budget provisions for publicity.
However, consumers are Clearly aware of NSD savings scheme alter-
natives to banking system schemes. This was withnessed by consumer
reaction to the MF's announcement in Jily 1985 of a 10% direct
tax on bank deposit interest income® (subsequently withdrawn),
There was an immediate and unusual rise in the volume of sales of

NSD products. So dramatic was this growth that it was felt at that

* Text of budget speech, July 1st, 1985, Item # 52,a,



19.3

19.4

19.5

- 260 |

time that the NSD might b~ able to achieve its annual gross and
net investrent targets for 1985-86 (Tk.1990 million and Tk.772.5
million, respectively) in a matter of two to three months, as
worried cepositors shifted their deposits from banks to NSD
schemes which remained exempt from this tax. The apparent possi-
bility of having their names divulged to tax authorities by the
banks also acted as an tnecentive causinag dnjpositers to transfer
their money from bank accounts to NSD products. Such transfering
of savings declined as scon as the new bank interest tax was

withdrawn.

NSD officials allege that the NSD is weakened by its not being

an independent, administratively autonomous body. Its principal
operative agent is the Postal Department which is under a comple~
tely different Ministry - over which the NSD has no control. Gn
the other hand the banks are autonomous bodies managed by their
own boards and management teams, however, ultimately accountable

to the BB,

NSD appears to suffer from bureaucratic intervention, inertia
4nd confusion. Its proposed action programs are subject to
approval by the NSC. It is responsible for implementing NSC
resolutions while administratively, it remains accountable to
the IRD/MF, Also, resolutions passed by the NSC must be approved
by the IRD/MF tefore NSD can act upon them. Thus, implementation
and follow-up actions are delayed. And NSC meets less than twice

a year,

There is no central inventorying syste . regarding sale and distri
bution of NSD products., It is said that product : are supplied
whenever an "indent for them is made." No inventory checks are
made and there is no exlisting method to corpare the amount of

sale vis-a-vis the amount of products supplied.

There is an investment 1imit on most NSD products (5YBSC
BA, etc.). But it is virtually impossible to trace a customes
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with several certificates of the same category purchasec from.
different institutions.

19.6 - Rural Post Offices far out number the number of rural bank
branches, perhaps by over 125%. Nominally all post offices have
been vested with PosB powers (Annex 6), However, it is unclear
as to how many are actually functioning as POSBs since it is
understood that many of them are reluctant to laventory NsD
products (several EDEOs, for example)., It is also unknown as to
the number of banks branches that are selling NsD products,

19.7 POSBs appear to provide a substantial potential for mobilization
of rural déposits., The vast network of Post Offices ought to make
it possible to reach the "most rural" of savers in outlying areas,
particularly in unbanked ones. The i{.sue 1is therefore, not how
much potential POSBs possess, but how cost-effective it is to

mobilize rural savings through them.,

19.8 There are several internal administrative problems with NSD. Some

of them ares

1. Interest calculations on POSB ordinary Deposit Account (ODA)
1s done at the office of the Auditor General in Dhaka, and
then sent back to the.post offices. There are usually long
delays before interest is finally applied to. accounts.
daiting periods are between 3 months to 5 years. However, to
Close an account, the Post Master may calculate the interest
and dispose of the case, on the spot. There appears to be a
"power struggle" between the offices of the Auditor General
(under MF) and that of the Accountant General, Post and
Telegraph (under the Ministry of Communications),

2, When Savings Certificates are destroyed'or lost, applications
must be sent to the A.G, PAT's office in ‘the case of POSBs
and to the NSD in other cas»s. The process of enquiries is
cumbersome and customers must walt between 1 and' § years

before new certificates are issued to them,
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3.  NSD does not contain a Research and Developrent (R & D)

unit,

4. Scheduled banks.complain that commissions are credited to
their accounts at least a month after they have made a claim

for them to the Bangladesh Bank.

56 All compensations paid to the Post Office and the banks are
credited to the institutions' account. But there is no remunera-

tion far individual sellers except -the meagre fee for PLI agents.

A serious deficlency among POSB and NSB employees 1s the absence
of i..y tralning in the sale of NSD products. NSD had conducted a
few courses far its employees at one time, but these have been
discontinued. The training programs offered by the Postal Academy
are oriented towards increasing the efficiency of mail delivery

and other related postal services only,

It 1s alleged by many that commercial banks offer NSD products
only when speclfic orders are recelved, Otherwise the meagre
amount of commission they receive does not justify the costs .
involved, However,‘institufions as well as individuals may'turn

to NSD products because of the tax exempt status of their proceeds.
Commercial bank officials are evasive.on this iésue, and it appears
that banks do have reason to sell NSD products for the possibility
of creating an interim "float" prior to final crediting of money
into the NSD account. Another possible reason for banks to sell
NSD products is the insufficiency of alternative investment oppor-

tunities for buyers as well as sellers in the country.

Compensation paid to the distritutors of NSD products 1g under _
review by the NSC and compensation for the sale of various securi-
ties and Prize Bonds are in the process of belng increased, As
long as deposit mobiliration by the Post Offices is rewarded by

an insignificant fee, rather than by a competitive commission rate,
the enthusiasm of POSBs for NSD savings 1s likely to remain nega-
tive. On the other hand, bank employees cannot be blamed if they
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push their own savings products first rather than those offered

by the NSD,

19,12 A proposed means for NSD to compete with banks is by increasing
the number of NSBs. NSD currently proposes to increase the number
of NSBs to 70 within a year or two. But the new NSBs, like the
current ones will probably continue to be urban based.E/ This is

therefore unlikely to have a significant effect on rural savings

mobilization.

19.13 Clause IV of the Bangladesh Gazette (Annex ) indicates that NSD
certificates tought during the liberation war (1971) would not be
honcred by the Bangladesh Govt. The Bangladesh Govt. believes that
proceeds from the sale of such certificates probably went into war
financing (i.e. helped Pakistan to fight against Bangladesh), and
the buyers should be penalized., Affected consumers on the other
hand feel that if such is the case, then the government should also
take no responsibility for all other deposits mobilized during 1971,
The official order therefore 1s only partially justified. It is to
be noted that other NSD products (such as PBs) purchased during
1971 were honored by GOB.

19,14 Small savers of rural areas may not be motivated to save despite
~he higher nominal rates offered by NSS. At least there is no
evidence so far that small savers have taken to BSC like products.
Statistics indicate that the NSD products appeal more to the tax
conscious urban savers., If the EDSO visited, with a total deposit
amoynt of only Tk.800/~ (Section 4.5.3) is at all representative
of other POSBs in rural areas, then it is time to ponder-what
purpose » these rural POSBs serving ? Are they hzlping the state,

the individual saver, or the POSB as a system ?

1/ An immediate approved project is the creation of six additional NSBs
by June, 1986 (Section 4.2)
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19.15 A substantial amount of disturbance is expected in the rural
sector if a Savings Bank network (as per recommendation of a
recent NSC meeting, Annex 4) is estatlished. To the banks this
will just mean one morg competitor to face in mokilizing the

limited quantum of savings in the rural areas.

+ 19.16 A demand for NSD products, particularly in urban and semi~-urban
areas may always be expected due to their tax exempt statuse NSD
performance shows that Wage Earner Development Bonds (WEDB), the
Tk.50 Prize Bonds and Defence Savings Certificates (DSC) perform

very well,

20, Recommendations

90.1 Based on these findings the Investigators recommend that:

1. A study be CUnducted-to look into the exact number and
locations of NSD outlets so that their distribution can- be

rationalized.

24 An empirical study of the adequacy or competitiveness of
NSD compensation to its distributing agents be conducted.

1. Transfer.of calculation of interest on the ODAs to the Post
Masters of the relevant PCSBs pather than with the cffice
of the Auditor General in Dhaka.

4. A research and development (R & D) and product planning
cell be introduced (in the NSD office),

5« Tralning programs be establﬁshéd for NSB and POSB officials
and staff in order to famlliarize them with selling of NSD

type products and opening and managing savings accounts,
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A study of the efficlency and the cost effectiveness of main-
taining POSBs particularly in rural areas be conducted. It
may prove to be worthwhile to channel all NSD savings certifi-
cate type products through commercial banks, wnose statr are
well écquainted with relevant mobilization and management

methods.

Determination by the GOE of a clearly articulated basic policy
regarding the respective roles and relationships of the major
institutions involved in national savings mobilization, Currently
there 1s confusion and inertia among institutlons and persons
directly involved, The NSC meetings are rare, vague and often
inconclusive, Its members understand that as a consultative body
they do not influence government decision making process in a

definitive manner.

Rejection of any plan to create a P.O. related National Savings
Bank network. This will only further undermine the' current NSD

and banking systems. The banks will continue to offer NSD prodbctm
as iong as there is a demand for them. Given more realistic incen-
tives at the level of responsible field staff, all savings mobili-
zation agencles can be expected to market NSD products as effec-

tively as possible,

20,2 T Rural Finance Project Managef personally, independently, and
speaking exclusively for himself, adds the following recommendations:

1.

Responsibility for policy formulation, management and organization
of National Savings Mobilization should be centered in one Govern-
mental agency. The BéngladesthentraI Bank is recormended. All
efFéfts to establish a national savings company, corporation,
agency, etc., that would be independent of the Central Bank

should be resisted.



3.

4,

5.

t
w2
-~
()]
]

Savings mobilization should be accorded full departmental, if
not divirinnal status in the Central Bank, Thus establishment
of a Bangladesh Bank Savings Motbilization Department (BBSMD)

is recommended.

Savings Mobilization should be accorded high policy level status
in the Bangladesh Bank. Therefore, it is recommended that savings
mobilization should be the most important, if not exclusive,

policy level responsibility of a specific Bangladesh Bank Deputy

Governor or Executive Director to whom the BBSMD/GM reports

directly.

Eliminate the NSD. Continue and strengthen the mandate of NSC as an
advisory committee to the BBSMD, Transfer its chairmanship to the

head of IRD/MF.

Transfer existing qualifiable NSB and DSO professional personnel
(also the free lance Commission Agents) to the BBSMD. Add sales
responsibility to job descriptions of DSO staff. Provide all
with specialized training in savings mobilization planning,

marketing and accounts management.

The principle of locating BBSMD responsible savings mobilization
coordinator/facilitator/sales persons at the district, if not
upazila level,is logically sound and, therefore, recommended.
Thelr employment remuneration should be based on a modest salary

plus commission,

It is not possible at this point to make specific recommendations
regarding the Post Office system and its relatlionship to Savings
Mobilization. What is recbmmended is' a thorough empirical study
of the Post Office network system in order to assess its realistic
capacity as an "operative" agency for savings robilization and to
determine the éharacteftstlcs of a network system that would
increase national effectiveness in savings and investment mobili-

zation.



8.

9.

10.

11.
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The survey recommended in item 7) above, should be extended to
make possikle market mapping of rural brangh banking facilities

as well ‘as those of the P.0. network.

In the BBSMD, a single statistical information processing unit
1s recommended. As in the case of the Agricultural Credit Depart-
ment's MIS on loan recovery, a similar MIS is ‘recommended for

savings mobilization,

No where in Bangladesh banking training is there a program
dedicated to savings and investment mobilization, It is recommen-
ded that a comprehensive savings mobilization training prbgram

be developed and all employres and agents associated with

this activity begin to receive basic training immediately,

It 1s recommended that public relations, advertising, publiciby,
and sales promotion, be eliminated as a budgetary responsibility
of the Ministry of Fihance and that this be transfered to the
BBSMD. It is further recommended that instead of providing these
services on an in-house basis, that they be contracted out to a
qualified professional adver tising agency; BBSMD to maintain only
a small professionally staffed section to supervise the agency

contract.
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ANNEX -~ 3
Government of the People's
Remt¥ic of Bangladesh
Ministry of Finanrn
faeence Divisien
(Investment wing)
No. MF.Invest-4/Savings-1/77/39 Dated: January 22, 1977

In order to promote mobilisation of national savings, the Govetnment

i1s pleased to constitute a Committee on Savings consisting of the following

memberss-
A. (1) Governor, Bangladesh ‘Bank = Chairman
(11) oOne Deputy Governor of Bangladeéh Bank = Member

(111) One representative of the Ministry of Finance - "

(1v) One representative of Planning Commission - "

(v) Two Managing Directors of the Nationalised - "
Banks to be nominated by their Consultative
Committee

(vi) Managing Director, Bangladesh Krishi Bank. - ”

(viil) Managing Director, Bangladesh Shilpa Bank -

(viii) Managing Director, Investment Corporation -
of Bangladesh

(ix) Director General, Investment Rural Develop~ =
‘ ment Programme.

(x) Divisional Commissioners -

(xL) Registrar, Co-operative Societies - "
(xii) Chairman, Bangladesh Jatiya Samabata Bank - "
(xi11) Director General, Post Offices - "
(xiv) One representative of the Bangladesh - "

- Institute of Development Studies

(xv) President of the Dhaka Stock Exchange - "

(xvi) One representative of the Ministry of - "
Information

(xvii) One representative of the Chambers of Commerce- "
" located in each Division

(xviil) Chief Director, National Savinngs = Member~Secretary

B. The following shall be the terms of reference of the Committees:-

(a) To review the various modes and methods already employed for
mobilisation of savings.

(b) To identify the areas and sectors having significant savings
potential.

Contd...P/2



(c)

(d)

(e)

(f)
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To suggest additional methods and schemes to step up savings
mobilisation, changes and improvement in the existing schemes,
introduction of new savings schemes, and ways of enlistment of
the suprort and active co-operation of the people for making

it a movement.
To monitor implementation of savings schemes and progress in

mobilisation of savings by both banking and non-banking sectors
under various schemes in terms of specific targets set for them.

To form divisional and district committees with appropriate
representation from concerned Governmental organisations as well

as private sector ones,

To deal with any other matters incidental and relevant to
national savings.

c. The Committee will meet at least once In every quarter and will

report about its activities to Government.

~ Sd/- M.A. Mallk
Joint Secretary

No.MF.Invest-4/Savings-1/77/33 Dated: January 22, 1977

Copy is forwarded for information and necessary action to:-

11.

Governor, Bangladesh Bank,

Deputy Chairman, Planning Commission,

Director General IKRDP,

Reglstrar, Co-operative Societies.

Divisional Commissioners, Dhaka, Chittagong, Rajshahi and Khulna.
Director General, Foct Offices.

Chalrman, Banqgladesh Institute of Development Studles

’resident of Dhaka Stock Exchange,.

Secretary, Ministry of Information.

Chief Director, Natlonal Savinags.

Principal Information Officer, Press Information Department for
giving wide publicity through the press, Radio, Television and
other information medla.

'S4/~ A.F.K., Shamsuddin Ahmed
Section Officer-IV
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ANNEX - 4

24 October 1985

Minutes of the reeting of the Savings
Committee held on 14 August 1:85 in the
_.Board Room of Barqladesh Bank

A meeting of the Mational Savings Committee was held on 14 August

1¢35 in the Board Room of the Bangladesh Eank. Mr. M. Nyrul Islam, Governor,

Eangladesh Bank and Chairman, National Savings Zormittee presided over the

reeting.

1The following members were precsent:

1.

2.
3.

4.
5.

6.
7.

g,
3,
10,

11,

13.
14,

1s.
16.

Mr. M. Nurul Islam

Mr. Kazi Badrul Alam
Mr. M.,A. Noor

Mr. ten. Laskar
Mr. Md. Selim

Mr, M,H. Chowdhury
Mr. M. Sekandar Ali

Mr. Aminuddin Chowdhury
Mr. M. Saidullah

Group Captain & A, Faiz
Mr, Moniruddin Ahmed
Mr, FoR, Chowdbury

Mr. B.A. Khan

{k. A.K.M. Mostafizur
Rahman

Mr, Daudur Rahman

Mr. N.C. Ditta,

.

Governor, Bangladesh Fank and
Chairman, National Savings Committee,

Deputy Governcr, Bangladesn Bank.

Joint Secretary, Internal Resources
Division, Ministry of Finance.

ncaitional birector Ceneral,
Bangladesh Postal Department.

Director, Bencladesh Postal
Department..

Joint Chief, Flanning Commission.

Managing Director, Investment
Corporation of Bangladesh,

Additional Commissioner,
Dhaka Division.

General Manager, Bangladesh
Shilpa Bank.

General Manager, Bangladesh
Krishi Bank.

Joint Reglstrar , Ccoperative
Societies,

Federation of Bengladesh Chamier
of Commerce & Industry.

General Manager, BSEL,

General Manager, Life Insurance
Corporation.

Joint Director, ERDB,

Deputy General Manager, Sonaii
Bank, Principal Cffice.

Contd.. .P/2
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Deputy General Manager, Agrani ”
Bank, Principal Office.

17. Mr. Fariduddin Ahmed

18. Mr. Md. Anwaruzzar-n t Senlor Principal Offlicer,
' Agrani Eank, Head Cffice,
19, Mr. Ather Islam Khan : Director, National Savings Direc-
torate and Member-Secretary,

National Savings Committee,

The métting-confirmed the resolutlions adopted at the meeting of the
National Savings Committee held on 23 March 198S. '

The members present in the meeting then reviewed the implementation,

progress and the current status of #he decisions taken at the meetind of 23

March 1985,

Co-obtinc new members to the Savinas Committee

According to a resolution of the Committee The Federation of Chamber
of Ccimerce and Industry was Tequested to nominate a member to the Nailiofial
Savings Commi:tee. Accordingly, Mr. F.R, Clowdhury, Convenor, Finance Eudget
and Taxes Cormittee of the Federation was nominated to represent the Federation

in the National Savings Committee. Mr. Chowdhury was present in the meeting.

The possibility of orening own transaction counter of the Ssvings
Bureau of the National Savings Directorate within the premises of Eangladesh
Bank was discussed. Similarly, the matter relating.to ogg:ﬁugégwfccount qf
the Natic -1 Savings Directorate with Eangladesh Eank for/direct transactions
was also discussed. The chairman of the committee requested the representative

of the Bangladesh Bank present in the meeting to expedite the matter.

It was resolved in the meeting that the Bangladesh Bank would finalise
the matter on an urgent basis, and would convey tc the National Savings Direc-

torate (NSD) atout the decision of the Bank withjn two weeks.

Contd....P/3
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Apoointment of a-nsroved Commission Aqehts and Postal Canvassors(CALC)

The merbers discussed Yne progress made in matter of appointment of
commission aqents and postal canvassors (CAAC). The committee bélieved that the
commission agents and canvassors would be able to make substantial contritution
in mobilising small savings. In order to evaluate the performance of the CA % c
the Merber-Secretary would submit to the committee relevant statistics of invest-

ment mobilised by individual CA and C.

The representative of the Bangladesh Charber of Commerce  and Industries
requested the members of the committee to consider whether it could te proposed
to the Dhaka Stock Exchange to sell savings ceriiticates on}Eonmiesion ktasis.
This would te quite in line with the information the members of the committee
had that the National Savings Uirectorate and postal department had appointed

commission ajents on an experimental basis.

After discussions on the topic, it was decided that the Stock Exchange
a
may te cropered to sell savings certificates on/commission basie o non-institu-

tions i.e., to individuals only, and its opinion oi. the subject be obtained.

Formation of Divisional and District Savings Committees

In terms of the decision of the National Savings Committee, ivisional
and district savings committees had been te formed. Many district committees
had already held meetings. The Committee kelieved that divisional and district

committees would make remarkakle contritution towards mobilising small savings)

Report on Postal Savincs Eank

In response to a resolution of the committee adopted at the NSC meeting
held on 23 March 1985, the Fangladesh Fostal Department submittec a report on
"Modernisation and Expansion of Post Office Savings Eank." The members of the
committee discussed various facts, figures, and recomrendations contained in

the report. The opinion of the members was to implement its warlier decision

Contd. . ..P/d
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of‘transfering the function of calculating Lnterust/profit on POSB deposits

from the Auditor General's Office to the Postal Deprrtment, Similarly, detailed
discussions were held on the increase in operitional expenses of post offices,
advertising mattets, appointment of canvassors, distributici of prizes for mobi-
lization of small savings, introduction of lottery system, etc. The Chairman of
the Committee informed the members that within the mandate of the Money & Banking
Cormission a report on a proposal to establish a National Savings Banx had alre~dy
been prepared which would be circulated among the members of the committee for
discussion at its next meeting,

It was decided in the meeting that:

a)

b)

c)

d)

e)

necessary steps should be taken to im>lement the earlier decision of
the Committee to transfer the function of calculating profit on ordina-,
savings bank accounts from the Audit Office to the Postal Department,

if there was any proposal by the Postal Department to make advertisement
and promote postal savings banking, such proposal shphld be forwarded to
the Naticnal Savings Directorate. There should be more frequent contacts
between the National Savings Directorate and the Post Offices in the matter

of advertising and promotion,
the proposal about lottery scheme was rejected.

the committee agreed in principle about the proposal of awarding rewards
for encouraging mobilisation of small scale savings in the rural areas,
The post offices which would maintain at least 50 accounts with balances
of Tke 500 or above in a year the post masters of those post offices will

be eligible for rewards.

in view of the new pay scales announced by the Government, the' committee
decided tnat there was no scope for considering special allowances for the

employees of post offices.

The committee declded that on the basis of the above mentioned recommendatiohs,

Bangladesh Postal Departmen: would send a factual report to the Internal Resources

Division (IRD) of ‘the Ministry of Finarce.
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Report on Postal Life Insurance

According to the dacision of 23 March 1985 the Postal Department
submitted a rerort entitled "Postal Life Insurance". Tre members of th~
committee held a detalled discussion on facts, figures and recommendaticns
contalned in the report, varicus aspects of postal life insurance such as
managerent, claims settlément, premla realisation etc. was deliberated on
in particular comperison with those of Life Insurance Corporation. The memters
ovined that the agents should not recelve commision - =n the total amount of
sum assured. Rather the commission sliould be paid on actual premia realised.
The representative of the Postal Department narrated in detail about the
accounting difficulties -encountered in realising insurance premium through
adjustment of the salary bills of the policy holders. He admitted that a huge
number of claims were pending for se¢ tlement. However, the representatives of
the Postal Department hoped that it would be possible to remove the difficulties
in near future. The possibility of rewarding the agents who could exceed the pre-
set targets in terms of their achievement was considered. The members of the
committee discussed about taking various stepa that could make rostal life
insurance policies as attractive as the policies offerred 5y the Life Insurance

Corporations

After detalled discussions it was agreed that the Bangladesh Postal
Department should prepare, in the liéht of atove discussionga proposallcontain-
ing facts, figures, financial feasibility, etc.,atout postal life insurahce,
and forward the same to the Internal Resources Division (IRD) of Ministry of

Finance for necessary action.

Discussions on Prize Bonds

Discussions were held also on prize bonds. The memters made several.
suggestions to make prize bonds more attractive and to simplify its operational
orocedures. At one stage, the representative of the Bangladesh Chamker of
Commerce and Industry narrated some of his experience while he was in the United
Kingdom. He was requested to subtmit a proposal to simplify the operational pro-

cedure of prize bonds.

"Contdes. 9/6
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Discussions and resolutions on the report of the Member-Secreté;x

The member: deliberated on the rnport of the Memter-Secretary and
review the statistics relating to the investment targets for 1984-85. The
Postal Department was advised to meke the savings accounts and konus accounts
rore attractive. The members suggested to make efforts so that various organi.
sations particularly the jute mills woula make investments of the funds for
employee tenefits in savings schemes. For this purposeit was advised to seek
help from .the National Board of Revenue. The committee was informed that the
NBR had already teen approached in this regard.

After detailed discussions it was resolved that the Postal Department would
make suitable -ecommendations to the Government to mzke savings account and
tonus accounts attractive.National Savings Directorate, with the assistance.of
the NBR,would take necessary steps so that the organisations would invest their

funds in Government securities (national savings schemes).

Discussions on the recommendations framed at the Workshoo on Naticnal Savinas.

The members of the committee was informed akout the recommendations
formulated at the workshop on "The Role of Savings on National Economic Development'
organised by the National Savings Directorate on 15, 16 & 17 July 1985, The ~eccu-
mendations related mostly to organisational structure of National Savings Dicec-
torate (NSD), opening of NSD Cffices at Upazila level, establishment of Savings
Bureau#é,opening of cells for training and research, construction of NSDs owm
office ruilding, framing ©f new and attractive schemes, etc. Since the topics
were administrative in nature, and not directly related to savings, the committee

did not conduct elaborate discussicns on these topics.

It was resolved that the NSD chould examine the issuces and forword its

recommendations to the IRD for approval and necessary action.
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Fixing of Invéstment targets of various Savings Scheme for 1985-86

The national budget for 1985-86 «financial year fixed -the gross and
net targets for savings schemes at Tk, 183 crore and Tk. 77.25 crore yfespec-
tivelys The members of the comrittee deliterated -on the statement made by
the Finance Advisor that there existed considerable potentia ity 6Q: increasing
the cuartum of small savings. It was discussed in detail whether “the savings
targets could te achieved by increasing the aquantum of small savings. The commi-
ttee expected that some of the steps such as formation of divisional and district
comrmittees,appointment of commission agents, etc., taken at the instance of the
committee should make it feasirle to increase the gross investrent to Tk. 200
crore and the net investment to Tk. 100 crore. The committee opined that intro-
duction of Tk. 50 denomination of prize bonds as was feing contemplated would

make a significant contribution in this regard,

After detailed discussions on the topic iomoomcexcemmimarticaizek the committee

&cproved the targets fixed for each district by the National Cavings Uirectorate
on the basis of targets and actual achievements for the last three years, savings
potentiality of the district and assessment of local conditions {Annex), It was
also decided that the District Committee would, in-their turn reallocate the
targets to the post offices and banks and would also adopt necessary stepsAto

achieve the targets.

Dlscussions and resolution on increasing returns on Savings Certificates

The proposal of National Savings Dire:torate to raise the rate of return
on Defence Savings Certificate, S-year Savings Certificates and Bonus Savings Cer~
tificates from current 21%, 18% and 22% to 26%, 20% and 23% respectively was dis-~
Cussed at lendth. Since the Defence Savings Certificates and S-year Savings Certi-
ficateswere eligitle for income tax rebate and since their returns yere tax cxempt.
the committee did not agree to the proposal for increasing the rates of return
on them. The committee was, however, in favour of ralsing the rate of return cn
Bonus Savings Certificate as no income tax rebate was available to thece certifi-

tates. After detailed discussions it was resolved that:

a) there was no need to increase the rate of return on Defence Savincs

Certificates, and S-year Savings Certificates.
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b) return cn Bonus Savings (tertificates may be ralised but the
actual rate may be determined by the Bangladesh Bank after (.

thorough examinaticn.,

Kegarding sanction of entertainment allowances to entertain the investors
at the Savinas “ureau.

The prorosal for sanctioning entertainment alloﬁance for entertaining
the investors at the Savings Pureau was considered in relevance with incomes
and expenditures of the Eureau. Eut considering the possibllity that there
would te similar demand from the Postal Savlngs Banks also if entertainment

allowance is introduced at the kBuresu, it was resolved not to accede to the

proposal,

Cpenina of Savinos Bureau.

The committee discussed in deceil the prcrosal submitted by the National
Savings Directorate to oren one Pureau at each of the former digtricts. The
memkers agreed in matter of opening of Bureaus as such. It was discussed to
allow the Eureaus to transact business after ensuring security arrangements

similar to those now availatle to the Fost Offices. After detailed delibera-~

tions it was dz2cided that:

Savings Bureaus may be opened at 22 former districts with the officials
and other employees of the Savings Eureau. The matter of security arrean-

arments would be finalised in consultation with Eangladesh Bank.

Fotivating "anks and post offices to nmobi.ise srall savings

Postal Cerartment sutmitted a separate oroposal to motivate the
relevant offici~is of the rost officec. The committee agreed that time is
aprropriate t  issue letter of anpreciction to those officials of vost offi-

ces and kank wh~ nild meve, ramarkable contributicn ;- ~ i lising small
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savings. The divisional and district committees would select from

amongst the officials of banks, post offices and Savings Bureaus within
thelr jurisdiction who were considered to have made substantial contri.-
bution in matter of small savings mobilisation., The eligible candidates

would be issued lettersof appreciation under signature of the Governor

of the Bangladesh Bank.

Sd/= 3000eXXXX

( M. Nurul Islam )
Governor, Bangladesh Bank
and
Chairman,
National Savings Committee,

Iranslated from Bengali by Md. Omar Choudhury.




Al =5

- 200 -

BANGLADESH POST OFFICE

NUMBER OF POST OFFICES AS STOOD ON 30..6-B0

SL,NO, NAME OF CIRCLE, H.Q, UPAZILA 8.0, EDSO, B.0. EDDO
S.0.

1, Central Circle, 13 86 218 98 ) 1319
Dhaka,

24 Bastern Circle 1?7 108 303 99 6 1533
Chittageng.

Ja Southern Cirele, 23 103 169 108 2 1932
Khlllna.

4, Northern Circlse, 1?7 107 129 39 4 1180
Rajshahi,

70 401 618 H1 12 gog4

Total number ef post effices 7,024

Section Officer(R&R)

A 5} Bangladesh Post Office,
S Directerate~General,
‘ ‘~: Dhaka, ~2
) N
t\‘\' .
e o®
Notes:

/PO50s under the Postal Department

) > ate 1299 pPost Offlices '
There ore -nproximately O s o o offLees

of which about 828 (iLf one exclydes the head offlces and up
as being in urban areas) are in rural apeas.,

a1 offices (agencles) = 6325

Nymber of extra department
= 828 + 6325 or 7153

Number of POSEs in rural areas
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Extrdct from "Procedure ‘for Sale and Encashment nf
Bangladesh Ptize Bonds (MF. GaB)

26 1
3188 Decombor) 31at Mayoh tnd 30th Juno ench yoar, The quartorly voificae

tion will ve qunductad 51 ocounting of bundles and packots with exception
that during onch verifioation 5% of the baldnqes Will bo subjestod to cent

poroent check which parogntnge way be inoroasod at tho disorction of the
Voritying Offlcer; 1f he =0 gousidors noocesnary. Aftor vorifiontion. a
topy of the Verifying Offdcr='e Puport 4n Form PB-36 will -bo sont to the
Prize Bonds Bection {Central), Dnooa undor ddvico to tho Head Offoce,
XVI_E'.' PAYMENT OF COMYISSION TO COMMMRCIAL BANKS AND POST OFFICiES,

bl, Commorcin) Bankd and FPoat 0fficos will be paid o comniooion
@Tk¢1/00 por cont on the waluo of Frosh Dohds sold to thom. In addition te
18 comnission on Frosh Bonda. the Oommercial Manks and Posk 0fficos wil} be
allowad ¥ gomnisaion on the valté of Ro-issubhle Bondd sgld to thom, \
Cladma for pnymont of commission will o submitted by thom to the oZficos
of thé Bangladesh Bank ehowing the full Pdate-wime) details of tho Bonds
pirchased by thoms ALl offices of the Banglndosh Bank will madntodn o
Roglater of Prize Bonds mo)d +r Banka/Post Officos in Form PB«9, Tho elnima
rocedved by them will bo vorified from tho nbove Rogister and tiwe anount ef
eomminsion patd ti Yhom by dobit %o Govornuint Account undor tho major head ¥
"22-Intoroat on Dobt and achor Obligntions - Intorest on Ordinary Debt
(1) Taka Debt - U-Othor itoms = Exponditure oonnected with issuo of lomn -
Banglndosh Prize Bonds Beotion. at the Public Debt Officos concernod, Ths
local Priro BondnyBeotinn nt oach Public Dobt Office will adviso the dotails
of tho commisaion mid by officos of the Bangladosh Bank under its juris-

diotion to the Prize Bonds Beotion (Central) every mdnth.

4S. The Govornmont will pay to the DBangladesh Bank, the following
comuisaion nnd expenses in connedtion with the managomont of Prize Bondoge

(a) hotund oxpqnees incurrod by the offices of tho Bangl:des: Dank
on postagows and telegrams.

(b) Cost of printing of Prize Bonds

(o) A1l oxporises dnourred by the Bank in oonnr with
Prire Bonds,

(d) Comnission s s allovod in cnse of usunl pu.  ....uwangse
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Extract from'procedure for sale and encashment etc.
to be followed by the--Scheduled Banks"

40 CUHAISSION FOR BALE OF SANCHAYA P.TRAS|(Savings Certificates) .

Scheduled® banke will roceive o commissiin of 1% on non.
fustitutionsl dnve-rtments made thxough them, In respect of Institutinn,?
investments o remuneration of 25 palsy por transac:ion will be
adulssibds co tho scheduled banks, In the case of ipplications from
institutions, Sauchaya Patras should be sold &n te:ms of the highest
donomination applicahln to tha case of any indivicual/dinstitutionsl

application for the purchasa of Sanchaya Patras, unlass otherwiss
,qsked foxr by tiie spplicant, for example, for an application for the
purchase of Sanchaya Patras worth Tk¢66,705/00 the applicant will be

issueds
One Sanchaya Patra of Tk.%0,000/00
One " " Tke10,000/00
One * " Tk. 5,000/00
One * . Tk.'1,000/00
One * " Tk,  500/00

two Sanchaya Patras of Tk. 200/00
Tks 100/00 each

ono " Patrldl of Tk, 50/00

three " Patras of Tk, 30/00
Tko10/00 each

Onoe Patra of Tk, 5/00

Tk.66,765/00

Commiesion and remunezatlon will be pald to the scheduled banks by the
offices cf Bangladesh Bank from where they have obtained their roquirze-
ments of Sanchaya Patras, A proforma of the nonthiy Atatements to be
submitted by the scheduled banks to the office of the Bangladesh Bank
1s encloseds The Statement will be submitted to the soncerned office

uf the Bangladesh Bank by the 7th of each month. On the basis of the
wales shown in the Statement, commission and remuneration will be
caloulated and gredited to the account of the Scheduled Bank maintained
with the office of the Bangladesh Bank,

Source: NSD Directorate,
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9.37—contd. Bank advances and deposits by region and locality according
to volume of transaction.
( Million taka):
] Advances as on June 30”7177 "Déposits as on June 30T
Region Locality I T
(Former district) | . 1980 l 1981 l, 1982 l 1983 1984 I 1980 ’ 1981 1982 ' 1983 , 1984
Khulna Urban 11203 134s.3 566.1 1378.7 19239 1187.7 13425 1401.0 16484 1986.8
Rural 131.9 186.1 236.2 333.1 605.0— 140.1 229.4 234.4 303,6 450.8
Total 12522 15316 8023 17118 25289 1327.8 15719 1635.7 1952.0 2437.6
Urban 131.7 195.1 2515 291.0 418.4 177.2 7234 2499 2659 362.7
Kushtin Rural 76.2 122.2 168.0 2485 4i9.1— 1i1.1 148.1 174.7 2219 3i8.9
Total 207.9 317.3 419.5 539.5 837.5 288.3 a71.5 424.6 4187.8 681.6
Urban 63.5 87.9 115.8 131.6 155.1 91.5 113.1 94.9 121.0 140.2
Patuakhal Rural 66.1 84.5 114.6 161.7 238.0— 371 54.3 53.9 83.6 138.6
Total 129.6 172.4 2204 291.3 3951 128.6 167.4 148.8 204.60 278.8
—— e eeere
Urban 126.8 1977 2620  380.8 a6 2483 3147 3602 4544 587.1
P~gta Rural 88.7 1379 199.3 3878  753.7— 134.9 175.0 1955  259.2  373.6
Total 215.5 3356  461.3  768.6 13043 3832 4¢9.7 5557 7136 960.7
. Urban 71.8 112.8 160.0  249.1 3il.2 1814 2628 3035  380.3 905.6
Dinajpur Rural 160.6  221.4 269.5 439.1 718.9— 1179 166.2 159.0 2342 387.2
Total 232.4 3342 4295 6882 1120.1 299.3 4290 4525 6145 12628
Urban 109.6 178.3 296.8 2929 4385  286.9 3612 363.5 5234 585.¢
Pabna Rural 94.7 144.0  226.1 461.2 9058~ 145.1 2005 2136 3211 459.2
Total 204.3 322.3 522.9 7541 13443 4320 5617  577.) 8445 10443
Urban 1637 2192 3520 5184 706 4890 6630 8049 9494 11977
Rajshahl Rural 152.0 228.0 322.3 732.7 1281 6= 226.9 320.6 352.9 496.3 8111
Total 315.5 447.2 674.3 1251.1 19877 7159 983.6 1157.8 14457 2010.8
Urban 246.8 3232 3627 5489 680.0 3247 419.0 4489 5853  771.2
Rangpur Rural 199.9 2759 364.7 7258 1593.2~" 1335 201.4 291.4 350.3 575.0
Total 46.7 599.1 7274 12747 22732 4582 6204 6703 9356 13462
M e
Urban 22871.0 29126.5 3G774.8 40869.2 48685.2 24026.8 29636.8 2325631 42436.5 .593;3.4
Bangladesh Rural 2773.5 41255 5601.2 9340.7 16911.4 4041.8 55989 £937.9 8543.5 12214.6
Total  25644.5 33252.0 42376.0 %0209.9 /65596.6 28068.6 352357 38501.0 509800 71584.0

(" “Source: Bangladesh Bank.

Labsla,
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Extract from National Savings Dirggtorate
(Report for the year 1984-85)

Activities during the vear (1984-85)

3) In order to promote and popularise the various National Savings
schemes the following measures were taken durilng the year 1984-85:

a) Activities threcugh varicus publicity medias Press, Radio,
Television, Bell signs, posters, Drochures etc. were the principal media
of publicity used to motivate the People to save and invest in varlous
National Savings Schemes. Besides this, our-field officers conducted
special Savings drives to popularies the savings schemes effectively
among the people. Documentary films on various National Savings Schemes
were displayed in industrial and rural areas to educate the general people
by the Reglonal Officers.

b) _Motivations through Savings Stamps: In order to inculcate the
habit of thrift and also to teach the subject of money management among
the savers particularly the school “children fifteen million now attractive
savings stamps of Tk.1.00, 0.50 and 0.25 Paj.sa denominations were printed
from abroad and were put on sale through the post offices and various
National Savings Offices in Bangladesh, For affixing those new savings
stamps colourful savings cards were also printed in the Bangladesh Govt.
Press. Savings Stamp worth about Tk.5,61 lakh were sold during the year
under review,

c) Incentive for Field Officers: With a view to encouraging the
fleld officers it was decided by the Government to give a cash prize of
Taka 3,000/~ and Tke5,000/- respectively to each savings officer and
Assistant Director (Incharge of a District) who would be able to realise
the prescribed target fixed for this purp~se and with this end in view a
committee consisting of officers of the Ministry of Finance, Bangladesh
Bank and Directorate of National Savings with the Director, National
Savings, as chairman has been constituted by the Governmenit for selection
of suitable officers for awarding prizes.

d) Motivation through Model Savings Village Scheme: The Direc-
torate of National Savings had already embarked upon a new programme for
motivation of rural people by opening a model savings village under each
district. Under this Scheme voluntary savings workers were selected for
personal conducts with each household. It was decided by the Government
to give a gift of Tk.150/- as an incentive to the best voluntary savings
workers of each model Savings Village who would be able to procure an
annual investment of Tk.55,000/-,

e) Publicity of monthly magazine "The Sanchaya": In order to
diseminate knowledge about Natlonal Savings and the activities of the
National Savings Department among the general public, Publication of a
monthly Journal under the title "The Sanchaya" started regularly in
March 1979. 5,000 copies in respect of each issue are printed and distri-
buted among the general public. */
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(iii) All certificates purchased before 26th March, 1971 by Banglulesh na-
tionals and not yet matured should stand terminated on 26th” Mageh 1971 and
no interest woultf accrue to the purchaser for the period from 26th Maich 1971
to 16th December 1971, This period should not als) be taken into ace = for

the purpose of calculating the maturity of the Certiflcates, These  orulicates.

should be revalidoted with effect from 17th December 1971 and would be
exchanged for Bangladesh Saving Certificates in due course. For the purpose
of determining the unexpired period, the period from March 26 tn Drecomber 16,
1971, should ‘be excluded, These Certificates owned by individuals should be
deposited with the Post Oflice/Bank of issue along with duly filled in Declari-
tion and Receipt Form ‘A’ in duplicate within 13 days from the date of this
Notiflcation. The recelving Ofiice/Bank will return a duly stamped and signed
copy of this form back to the depositor/sender as token of reeeipt. The Certi-

ficates held by institutions may be kept in safe custody by the  institutions
concerned,

(iv) Certificates purchased between 26th of March, 1971 to 15th December,

1971 ure not covered by this Order and Godernment takes no responsibility
for lhese certiflcates.

(v) Savlugs Certlficntes purchased on or before March 25, 1971 out of provi-
dent fund of the employees working in firms, local bodies. etc. and held by
Board of Trustees/Authority controlfing such fund but not matusc! may be
allowed to be encashed only to the extent necessary to pay off immediate

liabilities as per authorisation to be issued by Post Masters-General after due
verification,

(vi) Subject to above, Saving Certificates should- be encashable from Ist
July 1973,

(vii) Transfer of Savings Certificates from one person tq another which is

- otherwise permissible under the existing rules, will, however, remain suspended
temporarily until further orders. '

(viii) A nationality certifucate to be Issucd by any Gazcltéd officer must be
produced by the holder of Savings Ce:tificates at the time of encashment to
show that he is a Bangalee.

(b) Prize Bonds;

Prize Bond holders bclonging to Bangladesh should deposit their Bonds along
with filled in Declaration and Reccipt Form “B’ in duplicate within a period
of 15 days from the issue of this Notification to the Banks/Post Ofliccs caling
with Prize Bonds, 1A duly stu'ﬂﬁcd and singed copy of this form will be re-
turned to the dcpositor as a 'token of receipt, Aftcr the expiry of thig date
these Bonds would ot be acceptable for deposit-in any manner. Government
intends to issue Bangladesh Savings Certificales and otber form of Bonds im
licu of the Prize Bonds in due course.

(¢) ICB Mutua) Fund,

Holders of Mutul Fund should deposit their cerlificates along with filled in Dec-
laration and Reccipt Form *C' in duplicate within  perio of 15 days from
tbe issue of this Nolification. No deposit of 1ICB Mutual Fund will bs acespted
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