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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. fn 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 risk 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. If
 

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 FinanCe Project's Rural Bank Branch and User
 

Survey (RBBUS) also favored some of the savings mobilization ideas.
 
which will be described herein.
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Even when a product'concept passes the consumer appeal test it
 
may still deserve rejection depending on how it checks out on
 
ease of implementation and follow-up monitoring. The following
 
MODEL PROJECTRISK 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 monitoring 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,
 
daving 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 ICW (UNLIKELY) MODERATE RISK HIGH RISK 

COMPLEX HIGH HIGH RISE UNACCEPTABLE RISK 



While all of the programs described in this report meet accept­able 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 risk 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 adults
 

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 potentAal 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 poten­tial 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 personalized with
 
a child's name. When the container is filled, it shuold
 
be brought 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;
 

B. Group Coin Savers
 

This program is similar to the program for individual
 
children but can be organized through schools or youth
 
gt_ ps. Competitions can be organized among student, classes
 
or schools with rewards to groups which gather the most
 
savings.
 

C. Advantages
 

Approximately half the Bangladesh population is under the
 
age of fifteen. It is important to establish the saving
 
habit in th 
young when it is easy for them to learn and
 
when it is easiest for an organized program to reach them.
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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 period of time, it is necessaiy 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.
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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 
n the quality of life of the

people of Bangladesh. The program must give the managers

and their staffs a proud feeling that they are on a
mission
 
for their country that only they can perform. 9he recogni­
tion for unusual achievement must be worthy of the impor­
tance placed on this 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 staff. The entire staff must feel part
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 categories 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 pre­sented from the highest level of either the banking system
or government in order to justify the emphasis placed on
 
the program.
 

B. 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
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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 somp individuals are winning awards,
 

some individuals who worked very hard are not. Some local
 

recognition is really quite necessary to show support for
 

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 is 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 scheine 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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pervices, 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.
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MBF must
 
As will be shown, it appears that to break 

even -an 


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 success 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.
 

project is in the assumption
Therefore, the risk of this 


that building branhces in remote areas can be 
avoided by using
 

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

of the banking

lished. It is being promoted by all members 


found in RFP Report No.3. The
 system. Program details are 


only need is to advertise this product and its 
uses even
 

more strongly in print media, radio, and television. 
It
 

seems knowledge of its availability is quite enough 
to sell
 

it. Less costly promotion would be by word of mouth 
campaign
 

banks by having staffs
conducted in the branch 


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
 

1. Large scale advertising campaigns can be costly.
 
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 new 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 .n 
example of a possible program for home equity: A
 
young man or couple might open a deposit account where
 
they are required to deposit a certain amount of money for
 a specified time period. At 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.
 

B. 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.
 

C. 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.
 

D. 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 regular 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 shouldthey 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. Disadvantages
 

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.
 

VI. 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 program 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 illustrated booklet with an emphasis on pictures that
 

will introduce a child to the idea of what a 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 children
 

B. 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.
 

C. 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.
 

D. 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 pages 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.
 

E. 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.
 

F. 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.
 

G. Program Six: Disadvantages
 

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

systemi. 
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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 likely
 
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. :Tie management approach is not recorded. This report offers
 
a series of programs that have been utilized in various places
 
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, managlerial, 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 Moderate Low Difficult Moderate 

VIIOther Programs 

OISCUSSION 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 is necessary from a banking 
perspective that an organization perform some type of analysis
 
in order to determine what level of risk its program concepts
 
have and what level of risk they are willing to accept. The
 
thought process behind the table liptings 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 manufacturing 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.
 

II 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 training 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 the
 
program would still carry little risk in implementation and
 

monitoring.
 

III GO-TO-THE-DEPOSITOR PROGRAM
 

Thi- 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.
 



IV STRUCTURED MARKETING - The Deposit Pension Scheme
 

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 because 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 gioups
 
or individuals in the command area. A unique reporting form
 
would be required but if need not be complex. This appears to
 
be a relatively low risk management challenge.
 

V 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 of the complex­
ity in this type of program is in the initial 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 it and the cost of 
design and printing of forms. Monitoring can 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 
located in the design phase. 

VI 	 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 expense 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 including 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 analyzed. The design effort for
 
a short term program can be as difficult and involved as for a
 
longterm 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 firancial statement.
 

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 followingi 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 guard: thus,an annual cost of about
 

Tk.100,000.
 

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

costs approximately Tk.73,125.
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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 accountinq 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,
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MBF Revenue Estimates
 

In order 'o 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 secondarysources 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,Q00 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 1981,1
 

198Z and 1983, key information was extracted. Average earning
 

assets over the 3 years were determined and compared with Gross
 

interest Income and Net Interest Income. This indicated that
 

Sona]i's earning assets grossed 8.33% and netted, after funding
 

costs, a significant 3.08%. These figures are used to estimate
 

roughly the value of MBF activities over the span of a full year
 

of operations.
 

The caJculations are as follows (Taka figures in Millions):
 

Earning Asset Catejor 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 

13,9.] 20,779 22,954 57,644 
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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

Total earning assets 
 57,644 = 8.33%
 
And the net calculation:= 
1,773
 

57,644
 

This calculation provides a simple and conservative estimation
 
of earnings rates from MBF 
operations.
 

REVENUE ESTIMATES FROM SONALI BANK INFORMA"TON
 

If it is assumed that all 
deposits that Sonali collects are con­
verted into earning assets,it is possible to roughly calculate
 
annual 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 beeh 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.
 



MBF SCENARIOS
 

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 comparedwith average rural
 
Sonali Bank performance as discovered through examination of early

RBBUS results. The left column assumes that a certain number of
 
rural branches are not necessary to develop in a banking area
 
because the MBF can serve the function. For each bank replaced,

the average administrative cost is compared to MBF cost. 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 and loans collected against number
 
of branches assumed to be avoided.
 

Tk.000
 
Net MBF benefits
Collects av. Collects av. Collects av. Collects Collects av. 

Branches deposits number of deposits and of av. deposits
Avoided only loans only av. loans deposits 2 x av. loans 

and av.loans

(Scenario-i) (Scenario-2) (Scenario-3) (Scenario-4) (Scenario-5)
 

0Nobranch) (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
tin or loan collection. 



Scenarios in Detail
 

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

(Taka 000)
 

Branches 
Avoided 

Average 
branch 
expense/ 

MBF 
expense/ 
scenario/ 

MBF 
scenario 
benefit 

MBF gathers MBF 
agerage dep-colle-
sits valued cts on 

MBF 
pro-
fit 

Average Net MBF 
branch benefit 
ptofit (defocot); 

year 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-i 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- MBF Average Net MF
 

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

-ear year (deficit) sits 8.33% (loss) 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 Average Net MBF 
Branchbs branch expense/ sceario av. deposits cts loans pro- branch benefit 
Avoided expense/ scenario/benefit valued @ yalued at fit profit (defic 

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 F 

Branches branch expense/ scenario av. depo- cts av.lo- pro- branc beneft 
Avoided expense/ scenario/benefit sits valued ans valued fit 

year year (deficit) @3.08% at 8.33% (loss) profit (deficit 

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 
Branches branch expense/ scenario av. depo- cts 2x av. pro- Average Net MBF 
Avoided expense/ scenario/benefit sits valued valued at fit 

8.33% (loss) profit (deficit
year year (deficit) @ 3.08% 


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
 

Scenario 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 fundamn.* 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 frames would be shorter but the steps no
 

fewer.
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ACrION PLANNING FLOW aiARr-BANK PRODUCT INI o Nucis 

Steps Action by 

1 Planning Tea. 
(Pr) 

2 (PT) 

3(PT) 

4 Agriculttital 
Credit Depart-
ment (ACD/BB) 

5 ACD/Sponsor 

6 Sponsor Bank 

7 Sponsor Bank 

8 Sponsor Bank 

9 Sponsor Bank 

10 ACD/BCD * 

Ii ACD/SponsorBank 

Type of Action 

Prepares Project Paper for 
Savings Mobilization by

Various Product Types
 

Prepares General Action Plan
O0utline for Various Products 

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

Circulates Action Plan 

Recruit Sponsor Bank 


BB Aproval (License) 

Staff Induction Staff 

Development
 
- Orientation & Training 

Policy
Record Keeping 
Security 

Inauguration, Implementation 

Marketing & Publicity
Recording 

Operating 


Feed Back 


Evaluation 

ReplicationAdjustmentTemnto 

Stage 

Preparatory 

f 

Formulation 

Approval, 
Selection,etc. 

Regulatory 

Development 

Startup 

Operational 
1
 

Mbnitoring
 

Assessnent
 

Termination
 

* BQ) = Banking Control Department/BB 
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MBF TEST MARKETING TIME REQUIREMENTS
 

Time Necessary
 

Determine MBF Location 
 i month
 
Work with the Area Manager 1 month
 
MBF Staff Selection 
 1 month
 
Design the Training 
 1 month
 
Test-marketing Development 
 1 month
 
Monitoring of Operational Program 12 months
 
Evaluation 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 introducina 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 outlined 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 speuific 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 econically 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 incomes exceeding 

Tk. 25,000/; nor histories of poor loan repayient, 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
 

operatiunal 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 contraci­

savings accounts with compounding on a biannual basis, the rates 

declining from 14.5% to 12% depending on the number of months 

any installment remains deposited.
 

d. A maximum loan obligation on the part of the bank of 1.5
 



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).
 

e. 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 gene­ral terms of agreement are elaborated and made specific
in a formal action plan 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.
 

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

4. Types of project are unlimited except in terms of amount of
funding available through CSACS,which is modest. However,
project selection may include (a) new production, (b) expan­sion, or (c) maintenance, repair and replacement 
types of
 
projects.
 

5. 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 planning 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 

CONT*RACT SAVINGS AND CREDIT SCHEME (CSACS) 

(A scheme for mobilizing-small savings and 
financing modest projects in rural areas) 

I INTRODUCTION 

1. 	 The RFP study report on savings mobilization (May 1985) defined six 

potential savings programs which might be helpful in the mobilization 

of savings through the banking system. A Contract Savings and Credit 

Proaram is one of those six. The otherst a Youth Market Program; a 

Branch Bank Involvement program; a Go-To-The-epositor Program (Via 

MBF)lan Emphasizing Existing Products (such as the Deposit Pension 

Scheme); and an Educate Without Teaching program& A follow-up RFP 

report (December 1985) basically examined the level of risk involved 

in developing the several programs using the Mobile Banking Facility 

(MWF) as the analytical model. The risk evaluation indicated that 

contract savinqs type schemes will entail a moderate level of risk
 

for the banks while the monitoring of such schemes should be simple. 

The MB ' 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.
 

II WHAT IS CONTRACT SAVINGS ? 

2. Theoretically all deposits (including current deposits which are for
 

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 th4 deposits as are agreed upon 

with 	the depositor or as are dictated by law and current banking
 

practlce : 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 conslderation here. Nor
 

are 	forced savincas scheme. (nuch ns Provident- Findicontributionn) 

the kind of Contract Savings scheme -s is being proposed here.
 

3. 	 For this proposal, Contract Savings can be described as a distinct 
banking service involving depository accounts of individuals where 

the dpnositor nqrees to make deposits, but to make n" withdrawals, 

over a specific.period of time bf specific sums of money at peri­
odic intervalssay, weekly, fortnightly, monthly, or quarterly,
 

until such time as s
 

a. 	 the deposit target in TAKA term has been reached an
 
agieed upon between the banker and the depositor;
 

b. 	 the total number of agreed installments or deposits are complete; 

and the 

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

'III 	 CONTRACT SAVINGS BENEFITS 

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

might include:
 

a. 	 Psychological benefits: Many peopie aesparately 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
 

due.
 

b. 	 Attractive fixed term interest r-te schedule is applied to C.S.
 

accounts.
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CO 	 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 savinqs". 

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.
 

5. 	 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 ].ending bane.
 
Currently, customer bases of rural banks are extremely weak partly due
 

to the prevailing poor loan repayment situation, but also because of
 

the lack of promotion of customer friendly banking services and
 

accounts such as Contract Savings.
 

6. 	 Considerations for the nation in favor of Contract Savings include
 

the exploitatign of savinqs 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 for collecting
 

small savings"" and it was emphasized that commercial banks should
 

intoduce 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 

7. 	 This paper recommends the linking of Contract Savings with authorized 

lines of credit for the Contract Saver. EligIble individual village 

residents would deposit a modest amount, say, Tk. 100 monthly 00 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 dttachment 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 12Vfor three months and up to, but less than 

six months; 13% for 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) 

8. 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 crop financing, and another at 12%
 

interest plus a 4% service charge for term financing. 

9. 	 Promotion of Contract Savings is not an entirely new concept for deposit 

mobilization in Bangladesh. The Deposit 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. 8851 in 1981-82.
 
In proposing a monthly deposit instalment of Tk. 100, a rise in
 
the incdme 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 menershipannexure - III) 

10. 
 In contrast with DPS, the proposed CSACS is intended to combine within
 
ona plan schemes for mobilizing small savings from rural people with
 a 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 a. priority of the banking system in Bangladesh. There
is not a single identifiable depository bankihg product meant exclu­
sively for rural people. Rural branch managers have told RFP resear­
chers of the embarassment they 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


l1 branches. Tell us why should we deposit our money with your

branch?". It seems therefore, that there exists a need for a banking

product vihich can be marketed directly to rural people and which will
allow bankers more flexibliJty in meeting savJngs and credit needs of
 
rural people.
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12. 	 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
 

dJstxursements and subsequent loan recovery problems have overwhelmed 

savinqs mobilization efforts and undermined them to a large extent. Accor­

dings to various observeh,cheap oa, .essional rural credit refinancing 

by the Bangladesh 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 reoirement for making num-rous 

credit disbursements in short time frames, more or less on a retular
 

basis, rural bank branches in general have not yet been able to build
 

up dependable customer bases mde up of borrowers who regularly deposit, 

borrow and repay. CSACS is Wttended to tackle these issues relating to
 

both 	depositinq and lending on at least a limited scale. 

13. 	This CSACS has buen 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 businessme.
 

As r-ch savers deposit money into their CSACS accounts 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 Lhe 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 Marketsby Richard
 
L. Meyer (1985).
 

iii) iDo Rural Financial Savings Matter?' by Dale W. Adam's 1984.
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.14. From the Community's point of view, CSACS accounts will mean that
 
more locally generated funds will be invested locally in economically

'roductiveactivities or capital. This is so because Contract Savinqs

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 proppective
 
customers away from other schemes. With this in mind, the following 
policies and regulations may need to be observed :
 

i. 
 If the CSACS achieves its objective of targetting exclusively on
 
the poorer half of the rural Bangladesh community, then there is
 
little need to worry about duplication or overlapping with other
 
savings or credit schemes. This is because no successful savings
 

schemes aimed at the rural poor have been designed or implemented,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
 
poor for whom CSACS is designed actually become the beneficiaries. 

See " The Net ". BARC, Dhaka, 1983
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ii. 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 instriments. 

iii. 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 mobilization. If it is feared 
that CSACS accounts might prove too popular, a directive could be 
issued limiting -the number or such accounts each bank branch would 
be allowed to open,to say,15 per montl,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 estimated; and,
incidentally, faults in the scheme, if any, could be detected and
 
corrected. The directive should be cancelled when no longer useful
 
or needed.
 

iv. 
 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 "sell" savings
instruments some form of honorarium should be 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 additionak Tk. 10 per each account which
 
survives to maturity. This will encourage 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 honorarium should be treated as an experimental variable
 
during the introductory stage of a CSACS.
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v. 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 iii 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 o
 
small scale rural producers of all kinds whom banks normally
 
look upon as non-vlable customers, selection of branches should
 
be limited to more remotely 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 (successor to RFEP) lending is still going
 

on successfully.
 

vi. 	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 
suggested at least the inceptionat 	 stage of the scheme. 

ii. 	 No person with one ormore loan accounts in arrears should be
 
a'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 
account. For example, a person should be allowed to hold both a 
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CSACS near-term account (30 montt's) and an RFP short-term 
production loan account, simultaneously. Being a CSACS account 
holder certainly should not limit one's access to, 	 say, a 
seasonal crop loan or 
to access to a retirement pension schee
 
account if the person is able to meet his payment obligations.
 

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 savinqs 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 of the Bangladesh Bank or the National
 
Savings Committee, for example. Such a committee would be ideal as a
 
Steering Commitbee 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 programaneeds 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.
 

17. 
Then, aqain, the success of specialized programs like CSACS call for
 
specialized project oriented leadership and coordination at the field 
level. Such project coordination should be provided by Special Program 
Coordinators (SPCs) located in regional or district offices of the
 
participating banking companips. 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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18. 	It is assumed that the Rural Credit Departments in the head offices
 

of participating banks will have final operational and administrative
 

responsiIbllty for a CSACS as they do for other special credit programs. 

However, CSACS is as much a savings program as it is credit program,a 

and it will be important for the banks to assure that the savings 
aspect be given its due 4ttention by establishing some form of liaison 

facility between Rural Credit and Savings Mobilizatlon offices within 

each 	 bank's headquarters. 

19. 	Other than the modest organizational 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 SAV NGS 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 increase or decrease in 
deposits mobilized and interest income earned on loans. The average 

cost to the honk 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)
 

iicluding service charges. If administrative costs can be contained
 

within 3-4%, the remaining spread will be between 3% and 5%. 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
 
exper-) per year to earning assets over the years 1981, 1982, 
1983 and 1984 for KB and NCBs were as follows: BKB 2.4%, Sonali 
2.1%, Janata 2.7%, Agrani 3%, and Rupali 3.3%. 
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21. 	 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 normal 

banking tasks. Even CSACS regional project coordinators should be 

available within the ranks of underutilized middle management cadres 

employed by the scheduled banks, today. 

22. 	 It is not considered possible to realistically estimate overall costs 

nf either the start-up or early operational phase of the scheme (other 

than the cost of funds). However, dependable estimation of operational 

costs of the CSACS is expected to emerge out of the pilot study and 

should be available 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. 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 botventional sensebut,
 

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 

poor through the scheduled banking system, a feat which no other icheme
 

has been able to accomplish with any significant success, to date.
 

24. 	 Three sources of funbs 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, unanticipated 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 reducinn administrative costs and containing external
 
ones such as taxes, levies, reserve requirements, and so forth. 

h. Support ftinding 
 from Head Office sources or transfer of idle
 
funds from surplus operating areas and branches to deficit ones, 
as is done normally. 

c. 
 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 as

time passes the scheme is otherwise successful but continues to be
dependent upon heavy Head Office and/or BB concessionary funding,
policy level decisions would need to be tnknn as to whether to

e]llninate all hut BKB (a DFI) participation, or to abandon the
scheme entirely. The main reason for initiating this scheme on a
pilot project basis Is in order to develop optimal procedures and 
facilities before embarking on a nationwide program. Actually, it

is believed start.-up fiinding requirements will be quite modest.
 
Wut they may be uneven in timing and in the quality of individual 
branch bank performance. In the aggregate the scheme will approach
self-sufficiency early, although there will be some branch banks
which will have more difficulty achieving viability than others. 

ESTIMATED FINACI;J SCOPE OF CSACS MEN FULLYOPERATICNAL 

25. While it is proposed to bittiate CSACS on a Pilot Study or exreerimenrtal 
basis, an estimate of its overall potential for savings mobilization
and credit extension is In order. These estiumates are based on certain
explicit assumptions and will be as reliable as these assumptions are
realistic. The prpose of the plot study approach is to determine +he 
reality of the assumptions. 
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26. 	 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 urbiinized rural 

branches possessing large-scale deposit portfolios. The average RBR
 

total deposit portfolio is nearly Tk. 5 million. The average for
 

CSACS RBBs is not expected to exceed Tk. 3 million in total deposits.
 

27. 	 It is purely a "questimate" that the averaqe number of CSACS accounts 

per RBB will be one hundred. This is merely the number presribed for 

the pilot phase and it may or may not be a good guess for the long run. 

The pilot phase limitation is imposed In order not to let CSACS 

introductory operations overwhelm the banks. 

28. 	The pilot phase rwy or may not support the decision to set the monthly 

individual account holder deposit level at Tk. 100 and the number of 

i.nstallments 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.
 

29. 	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 introduced as far as mobilization of fixed deposits is concerned. 

The deposit protfolio of the average RBB In 1985 was Tk. 4.86
 

million.
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30. 
 Thus, it is foreseen that an average RBB may be able to mobilize
 
Tk. 120,000 in one year (Tk. 100 x 12 
x 100 accts) and Tk. 300,000
in 30 months (2.5 x Tk. 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 Tk. 1615 Cr. for all RB[band all. categories

of deposits as of 30 June, 1985 
. That would be about 3*o percent of
 
all categories of rural deposits and probably a much higher (at least
 
15%) proportion of RBB fixed deposits.
 

31. The cost to an individual RBB of qenerating a basic 100 CSACS deposit 
portfolio (worth Tk. 300,000 in principal) will be at a ofrate 7.87 
percent per year, the gross expenditure at fixed Interest rates over 
30 months being Tk. 59,000 (annexure - iv) divided by two and half 
years (2.5) yields Tk. Z3,600 at 7.87% per annum. 

32. It is assumed that RBBs will be able 'to lend out locally the Tk. 30,000 
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 (T. 3000 + 590 x 1.5 w 5385). 

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

0 
 The Schedule Banks Statistics, Bangladesh Bank, April - June 1985 
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Epected yields at varying repayment schedules 
(per CSACS account) 

Duration of Interest Gross yield Total Yield per 

Loan Repayments amount Percent Return Annum 

(Mos/Yrs) (No.) (Tk.) % (P + I) % 

6 Mos 1 394 7.31 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 40 2007 37.30 7392 14,90 

Av.- 2.143 Yrs Av.- 1829 Av.- 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 Tko 853.52 per 

CSACS loan, or Tk. 85,352 for the 100 loans assuming a 100% recovery, 

These earningi 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 

ithe net yield to an RBB would be Tk. 221.11 per loan which in 

percentage terms equals 4.1% on each loan. The net gain 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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Tko 23.45 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 
58.625 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 repayments have been presented
 

in annexure v. The Scenarios indicate that individual CSACS
 
accounts will have positive net earnings. The average rate of return
 

on loans disbursed annually will be within historical ranges experi­
enced by E1KB 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.
 

ii. 	 Branches with deposit portfolios in excess of Tk. 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 avoided.
 

co 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 

fully represented. 
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do 
 To whatever degree possible self-selection by branch bank
 
managers should be encouraged. In the first Jnstance, an 
attractive brochure describing the CSACS should be distributed 
to qualified branch 	 managers. Interested managers would be able 
to identify themselves by requesting furtleL- 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
 

a. 	 Until the Project is running smoothly no more than 100 CSACS 
accounts should be opened per bank andbranch tht ;e should be 
opened only at a rate not to exceed fifteen accounts per month. 

b. 	 Again, given strict adherence to certain basic 	selection criteria,
 
self-selection should be encouraged. To draw the attention of the 
poorest 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. 

c. The target customer base for the CSACS should be constituted as
 

follows : 

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

than 	two (2) acres of land 
 20% to 	30%
 
iii. 	Village store and eatery owner/operators 10% to 15% 
iv. 	 Traditional village craftsmen 
 5% to 	10%
 
V. 
 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: 

Is Those with annual Incomen In excess of Tk. 25,000/-. 

ii. 

iII. 

Persons with currently overdue loans or histories of poor 

loan repayment. 

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

iv. Persons in possession of tther CSACS accounts. 

v. Persons under 18 years of age &undischarged insolvents. 

All applicants will be expected to sign a declaration signifying 
their freedom front any of the disqualifications mentioned herein. 
This will be subject to routine verification by the branch 

management like any other credit program. 

es 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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38. .Opening of CSACS Accounts 

a. Interested persons should be provided with application forms
 

and information conzerning eligibility. Applications shrld be
 

in writing addressed to a branch bank manager in the ,comnandarea
 

where the applicant is resident. Bank staff should assist applit­

cants in filling out application forms. The application form must
 

provide full identification of the applicant (ni.me, current and
 

permanent addresses, occupation, father's name, etc.) Additionally,
 

it should list all places the applitcant has been a resident since
 

cominq of age. It: should list iny 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 Elie applicant's hounehold. 

b. Applicants must reach an agreement in principle with tue branch
 

manager regardiny the gereral purpose to which any CSACS loan will 

be put. The general purpose must he an economically productive one. 

A list of eligible types of loan p4rposes Js maintained by the 

Bangladesh Central Hank. This general agreement shall documentedbe 

in the original CSACS application, It can only be changed with the 

mutual agreement of the applIcant and the branch manager. And, as 

is normally the case, before any ]on will be actually sanctioned, 

the CSACS account holder will have provided to the Branch Manager 

an acceptable product on plan Including appropriate feasibility 

analysis. Account holders should be 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 eligible for the CSACS loan. Types of projects may 

include new prodJuction, plant exptislons, replacement and repairs, 

etc. 
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39. CSACS Monthly Deposit Installments 

a. Preliminary estimates of thr viability of a CSACS have been
posited upon monthly installments of Tk. 100/- per account holder.
Unless or until experiance indicates that this instalment amountis more or 
less than optimal, it should remain in effect.
 

b. 
 In order to maximize banker CSACS customer contacts, all install­
merits should be paid in person at the bank branch. 

c. Installments will be due during the first week of each month andmust be paid by then in order that interest shall be earned for 
the month involved. 

d. In case a depositor fails to make a monthly deposit, he/she may
double up the deposit for the following month. Nevertheless, a
penalty will be applied, namely, every month of delay in payment
shEll be matched by a month's delay in becoming eligible for
CSACS loan sanctioning followinq completion of the 30 month
 
depository period.
 

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

f. All CSACS account holders shall be provided special CSACSwith 
Deposit Passbooks and (later) with CSACS Credit Passbooks In whichall CSACS transacbions shall be recorded. These Passbooks will bein addition to any other passbooks that may be required by the 
banking system.
 

40. Closure and R~eallocationof CSACS Accounts 

a. 
 CSACS accounts will stand closed when a depositor falls to make
an tnstallment into his account over a peri6d of three (3) 
consecutive months.
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b. 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, waiting lists are definitely a possibility. The original
 

allotee may be listed aqin at the bottom of the waiting list 

unless he has been disqualified for reasons other than having 

failed to meet the instalntit schedule. 

c. 	 Closed account depositors will be eligible for refunds of
 

principal along with interest reduced by 2% reflecting early 

wiLhdrawal penalty.
 

41. 	 Transfer of Accounts 

a. 	 Branth bank managers shall have the right but riot the obligation 

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

branchs. 

42. 	 Sanction and Disbursement of Loans under CSACS 

a. Managers of all participating haric branches shall be empowered 

to sanctidn CSACS loans. 

b. 	 Branch managers and loan officers shall closely follow new
 

loanees and guide them in improving their credit worthiness.
 

c. 	 Loans should be disb~irsed, as far as possible, in kind or in 

payment of third party receivables rather than in the form of 

cash 	transfers, 

43. 	 Loan Repayment
 

a. Generally, in the case of crop loans and other short 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 is 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 encouraged. Bank managers should encourage good
 
marketing nanagemrnt on 
the part of their clients. In case of 
longer term loans, repa ment by instalment will be common but 
dration of loans and number of instalments should always be 
carefully planned so as to be as economic as possible to both
 
parties.
 

b. 	 The loan limit of the CSACS account holder is to be treated 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 limit depending upon now success­
fully he has irinaqed his first CSACS loan in the opinion of the 
sanctioning branch bank manager. 

C. 
 Loan repayments will be accomplished with "pay-in-slips" to be
 
issued by the branch banks. A].l transactions will be recorded in
 
the CSACS Credit Passbooks as mentioned previously*
 

d. Every precaution is to be taken to prevent CSACS lonnees from
 
opening new loan accounts at any bank as 
long 	as his/her CSACS
 
loan 	remains outstanding. Exceptions may be made where CSACS 
loans are mid or long term while the additional desired loan is
 
a very short term loan calling for immediate lump sum repayment.
 

44. 	Loan Security
 

as 
 Crops, land, capitfa equipment, and any other assets financed by
 
the bank shall remaJn mortgaged 
to the bank as security until
 
loans are fully repaid.
 

be 
 Notarized personal guarantees of repayment shall be obtained
 
from all CSACS loan applicahts prior to loan sanctioning.
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c. 	 CSACS loan applicants shall obtain from reputable peer group 

members signed personal guarantees 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 ]oanee.
 

d. Loanoe my 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 securit& of 

the loan.
 

45. 	 CSACS Account Holder Funds Management Controls 

a. Early withdrawal from a CSACS depository account shall automati­

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

b. 	 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. 

c. 	 If the agreed upon project requires less financing than is 

available in the combined depository and loan accountag the 

amount of financing that is needed should 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 financingof new projects. 
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46. CSACS Accounting, Monitoring and Supervision 

a. 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 

Bangladesh Bank should be adopted by banks partfcipating in the 

CSACS, 

b. CSACS accounts should be recorded in independent ledgers at the 
branch bank level. Cross referencing between a CSCS participant's
 

depository account and his/her loan account should be made as 

simple as possible, perhaps by ,iintaining individual records on 

opposing pages in the same ledger. 

47. Administration and Coordination of CSACS 

a. CSACS Regional Bank Office Coordinators (normally they should be 

the Regional heads) shall be assigned by each participating
 

banking corporation. Their main responsibilities shall include 

monitoring branch bank level CSACS performance and-coordinating 

the recording and reporting of the same. 

b. Brief quantitative/statistical operations reports shall be 

submitted by each bank branch to their respective regiona1 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. 

c. 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 sponsoring agencies
 

on a quarterly hisis by the regionally based CSACS Coordinators.
 

These reports should identify and describe problems being 

encountered and recommend oolutions to the committee identified 

in the following item.
 



d. Finally, there should be established a National CSACS Steering 
Committee to olserse-e vs tahl]inhmrit and op,'ratlon of the Schpme 
and to respond to quarterly reports submitted by the CSACS
 

Regional Coordinators.
 

Note : Success of CSACS will depend on intensive supervision 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
cipation In bank savinqs and credit programs. Branch 
managers should assume personal responsibility for success
 

of the program by getting close to new-to-banking CSACS
 
account holders and guiding them in thedevelopmentof 

good management of their financial affairs* 

48. 
CSACS can be introduced and sponsored by the Bangladesh Central Bank
 
although it could beintroduced by one or more banks independently 
if sanctioned by the Central Bank. RFP consultants recommend the 
former, 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 Savins 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 ag'icultural 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.
 

XII TRAINIJG AND IMPLEMENTATION
 

50. No extra manpower is 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 is the
 

introduction of system3tic 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.
 

51. Participating bank branch managers and loan officers should be
 

provided intensive training in areas and topics of the following
 

nature s
 

a* Purpose end value of the CSACS
 

b. Eligibility requirements df CSACS depositors/borrowers 

ce Execution of CSACS contracts and other forms
 

d. CSACS promotion and marketing techniques
 

es CSAC..' accounting and reporting.
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XIII 	 SUMMARY AND RECOMMENDATIONS 

52. 	 This CSACS proposal is designed as an experimental action plan; a 

pilot project. Although dependent upon the correctness of several
 

assunptions, the Scheme shows acceptable levels of operational and
 

smallfinancial feasibility as a pragmatic method for mobilizing 

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 

sound 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 

and who car. conceive and implement modest
 over 	a 30 month period; 


to be financed by a combination of their ccntractproductive projects 

savinas 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 Tk. 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 T3e. 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)
be able to conceive and 

will 
implement bankable income producing

projects of a scale that can be financed with funds amounting 
to approximately Tk. 8,500/ 9,000o 
- It is believed this is possible, however, advisory assistance

by loan officers and technical assistance from other public
sector or NGO sources may be required by some CSACS participants. 

c) Truly rural NCB and BKB bank branches can be recruited forcooperation in the initial project which possess sufficient
organizational and staff capability to introduce and manage a 
new program lIke-CSACS. 
- A subsidiary assumption Ls that the BB can and will exert anyneeded encouragement to assure the requisite level of cooper­

ation. 

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 participation, 

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

54. 	 It is recommended that forty rural bank branches participate
initial pilot phase 	

in the 
introduction of CSACS. Each bank (3KB and 4 NCBs)should choose two branches from each of four "old" districts tc,selected purposively by CSACS 	

be 
Project management. The four major ruralregions of the country should be represented by the districts that arerepresented. Thus, there would be forty (40) 	rural branches in the
initial pilot study; ten (10) in each of four (4) "old" districts. Thepurpose of this initial concentration is to permit optimal conditions
for monitoring, assisting 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 guidelines 

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

57. 	In the absence of any provision for savings mobilization in the orga­

nization or operational planning of the dangladesh Central Bank, it is 
recommended that introduction of CSACS be assigned jointly 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 experienced 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 i. where responsibility for implementation of CSACS
 

belongs. 
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COPY ANNEXURE - I 

TELEGRAM 
 BANGLADESH BANK 
 AGRICULTURAL CREDIT
IBANGLABANK e HEAD OFFICE 
 DEPAR4TMENT 
POST BOX NO. 325
 

DHAKA
 
ACD CIRCULAR NO. 26/84 
 DATED THE 9TH DECEMBER, 1984
 

The Managing Director
 
Sonali/Janata/Agrani/Rupali/
 
Pubali 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 financial 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, it has since been decided that 
-


a. 
 All the participating banks will expand their 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).
 
b. The bank will apply a uniform-rate of 13% interest and 3% service charge

(or 12% interest and 4% service charge which ever is applicable). Banks will 
also apply penal interest at a flat rate of 6% per annum on all overdues.
 
c. Refinances will be admissible to the extent of 80% at an interest rate
 
of 8.5% per annum, iW banks face liquidity problem. This facility of higher
 
rate of refinance will be provided for financing the target group only.

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

You are, therefore, requested to issue necessary instructions to your
 
branches in this regard under advice to us.
 

Yours faithfully,
 

(KamaI AUdn Ahmcqi)
CKIEF OFFICER 
 FT.O
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TARGET GROUP DEFINITION 

Target group definition will be determined on the basis of the following 
criteria :-

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

2. Land ownership: (a) not more than 	2.0 acres of cultivated land, 
excluding homestead.
 

(b) Landless are eligible.

3. Income - Annual gross cash income from all 
sources does not
exceed Tk. 6,000 before loan is made.
 
4. Borrower has no outstanding loan with any lending institution.
 

Instructions related to target group definition: 

1. Only one person may borrow from 	each "economically separatehousehold". An "economically separate household" means a householdwith the members living together and having their meals from a 
common kitchen. 

2. Loans may be made for -
(a) 	 Crop production (for 	food, oil, pulses, vecetable crops, jute,

sugarcane, tobacco, cotton, etc).
 
(b) 	 Other agricultural production (for 	livestock, poultry, duckraising, fish production, mild cow, fattening cattle, goat


rearing, etc.) 
(c) 	 Non-agricultural activities (for 	material and equipment forcottace industry such as basket or mat making, cloth weaving,fishnet making, pottery production, blacksmith, carpentary,tailoring; for food 	processing such 	as oil processing (Ghani)Paddy husking, fish drying etc.; for transportation including

bullock carts or boats etc.
 

3. Special considerations related to joint families - A joint family,in the social sense, may include more than one economically separatehousehold. In this 	context, an economically separate household maybe identified by one or more of the following criteria: 
(a) 	 The landed and other property of the socially joint familydivided among the family members; this division of property 

is
mayor may not be registered but is well demarcated within the

family. 
(b) 	The responsibility for work, expenses and income are separate. 
(c) 	Cooking is separate.
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r-	 .ce.: -2r . -

Deember, '71 April,76 	 1,to 	to '77 Octoberayr, to 6,-t ' rc- Janu ­to Ju.m, 174 arch, '76 April,'77 October 15,'80 toDecesrber8 . i 1,'35 onwards 

a. 	 ,.2 upto J-=-2,'7 8.R 	 5.00Do8.cx Juneira 	 21,'7. 800 8.00 8.00 1.00 -pto Sdpt.15,'11.5 )6.2_.m! L._16.,'85 

3. 	 Sbeduled b3ak' Interest 
Rates on Deposits 

a) 	 C.la Deposits - 4. Oct.16,,80 ­

to Dec.11'82
 
b) Special Notice account.- -.-


L) ithdrawbe at notice
 
of 7 to 29 days 3.0o 4.00 M5.oo 4.oo 
 -

1i)	2ithd:ra -le at ntie,
 
of 30 daym or over 3.25 4.25 5-25 4.25
 

c) 	 Savings bank accounts with (600 upto July,'?? S8.50 .cheoidu facilitLa 16.00 	 5.00 6.O-50 4 fro Au.,77 to 9.50 for.rwal area [0.0 for rual areas 

d) 	 Savings bak- accounts sithout
 
chequing facilities 
 4. O 	 6.0 7.00 7.00 (7.75) i.c 	 I0.000fo 

" 11t00 fcr r-!Lralreas
 

e) 	 Flxed Deposits:-

L)	For 3 manths and over but
 
les than 6 motha k. 0 
 6.o 7.00 7.00 (8.5D) 12.00 12.00 

1i) For 6 months and ever but
 
lean than 1 year J.75 6.5o 7.9 
 75D (8.50 & 9.o) 1..0 13.00 

iii) For 1 vear and o-er but 
leta than 	2 years 5.00 7.25 8.25 0.2 (9.25) 14.c 14.00 

iv) 	 rcr 2 7ears & over but 

Its- thn 3 years 	 5.50 8.25 9.23 9.25 14.5r. 14.M 

T) For 3 yearn and over 6.00 9.25 10.25 10.25 15.00 15.00 

Notes- i) 	rgwee within parentheses indicate interest rates for deposits ii) Branches situated outside the municipal areas are rural branches.accounts opened by individual in urwarea s effective 11) Bnvl2d onkKriah i Bankal from ad 	 Smiead eah Shlps Bank ware allowed to pay1-10-,78 to 15-10-'80. Rate hs ta: 4eposit in rural areas for 6 interestan term deposita (exc. banks and financial inatitutlon., at 
mcr t hn or over but l e s s t h an o n.- ye ar was 8 . 0 fr om 15-1 2 - ' 7 7 t o 1 5 o t e r o s i t e ex. J u l y 1 .7 t O to b er 1 930-9-'78 and 9.0C from 1-10-'78 to 1_5-10-'80 and the rate for to 1 above the prescribed rates v.e.i. July 1,197. t€ Octobr 1519 C. 
detcait in rural areas fcr one senr and aver but less that 2 year. 
wet -. 25 1-1-s to Banladsh anfroc De 

Source: Statistics Deptt., Bangladesh Bank 
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A COMPARATIVE CHART OF MAJOR BANKING DEPOSITORY PRCDUCTS 

Deposit 
Accounts 

Product 
Purpose 

Product 
Characteristics 

Target 
Market 

Marketing 
Emphasis 

Current Business 
Deposits 

a) 
b) 

Attracts no interest 
No deposit ceiling 

Businessmen, 
Firms, Companies,
Corporations,etc. 

Business-
Liquidity 

c) Withdrawable any time during
banking hours 

d) Normally banks realise service 
charges from the account holders 
etc. 

6 No provision for credits 
Savings 

- W/checking 

Individual 

Deposits 

a) 

b) 

Attracts interest 

Maximum ceiling of Deposit 

Individualr 

with short term 

Personal 

Liquidity with 
- W/o checking is Tk.500,000. liquidity excess interest income 

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 

6) No provision for credits 
Fixed Deposits Medium, Term 

Deposits from 
individuals in 
Business 

a) Attracts interest at varying 
fixed deposit rates. 

Individuals, 
Firms, Companies, 
Corporationsetc. 
with large idle 

Quality Long 
Term investments 

sums to invest on 
medium term. 
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Deposit 
Accounts 

Product 
Purpose 

Product 
Characteristics 

I Target 
Market 

.1arketina 
Er-phasi' 

b) No additional deposit is permit­
ted in the same account. 

c) Premature withdrawals are 
discouraged. 

d) No service charge is realised, 
from the account holder 

Deposit 

Pension 

Sdheme (DPS) 

Long term 
individual 

Deposits 

e) 

a) 

b) 

Collateralized credit allowed 
Attracts interest at maximum 
fixed deposit rates, 
Additional deposits other than 

Individuals with 
sums to invest on 
long term. 

Security in 
old age. 

-I 

agreed instalments-not allowed. 

c) No withdrawal is permitted 
except by way of closing the 
account. 

d) No Service charge is realised 
from the account holder 

e) No provision for credits 
Contract 
Savingss And 
Credit Scteme 
(CSACS) 

Medium Term 
Deposits & 
loans to medium 
small Individu-
als( businessmen 
& agricultur-. 

a) 

b) 

Will carry interest at fixed
deposit rates, 

Will call for regular deposit ofequal amounts. Additional depo-
sits not allowed. 

Rural individuals 
who can commit 
funds on medium 
term to enhanceterbsns 
their businessopportunities. 

Near term 
income produ­
cina activities. 

lists) c) No withdrawal will be allowed 
except by way of closing the 
account. 

d) No service charge to be realised, 

e) 
from the account holder 
Specific provision for ciedit 



Computation of interest to be paid on a CSACS Account by RBB as Annexure - IV 
.er current-fixed de~rorit rates 

No. ofinstamen t 

Amount 
ofinstal-
ment 

!ionth for Appli 
which cablinstal.- fix 
ment is i 

Interest 
From Ist From 7th From 13th Frcm 19thto to to to 
6th month 12th month 18th month 24th month 

From 25thto 
30th 

Grand 
PrincipaTk. 

total 
tT TtalTi. 

invested ratT, TkTk. T.o T.'. 
1 100 30 a145 7.248 
2 100 29 .145 6.040 
3 
4 
5 

100 
100 
100 

28 
27 
26 

.145 

.145 

.145 

4.832 
3,624 
2.416 

6 100 25 .145 1.208 

7 
8 
9 

100 
100 
100 

24 
23 
22 

Sub-total 

.145 

.14 
,14 

25.368 45.339 

7,248 
5.835 
4.668 

48.626 52.152 55.993 600 227o478 827.478 

10 
11 
12 

13 
14 
15 
16 
17 
18 

19 
20 
21 
22 
23 
24 

100 
100 
100 

100 
100 
100 
100 
100 
100 

100 
100 
1CC 
100 
100 
100 

21 
20 
19 

1s 
17 
16 
15 
14 
13 

12 
11 
10 
9 
a 
7 

.14 
e14 
.14 

Sub-total 

.14 
o14 
.14 
.14 
.14 
o14 

.Sub-total 

.14 

.13 

.13 

.13 

.13 
m13 

3.501 
2.334 

1.167 
24,753 43733 

7.002 
5.835 
4.668 
3.501 
2.334 
1.167 
24.507 

46,794 

43.716 

7.002 
r1.415 
4.332 
3.249 
2.166 
..023 

50.070 

46.776 

600 

600 

165350 

114.999 

765.350 

714.999 

25 
-26 
27 

100 
100 
100 

6 
5 
4 

Sub-total 

.13 

.12 

.12 

23.247 40.511 

6.50 
5.0
4.00 

600 63.758 663.758 

29 
29 

100 
100 

3 
2 

.12 3.00 
3 

30 1CC I -
Sub-total 

Grand total 300: 25.368 

in 
70.092 

s. 
116.866 

.-. anor. A. 
165.909 

... 
211.850 

.. 
3000 
.... 

590.085 3590.085 
.... 

Total interest for 100 Accounts is Tk.59,000 (Tk.590 X100). 



- 77 -

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: Tk. 100.0 	 Earnings on
 
the asset
 

io 	Less statutory reserve (.02x100) 2.0 0 zero interest rate 
98.0 

ii. 	 Less cash reserve (.01xl00) 1.0 0 zero interest rate 
97,0 

iii. Less liquidity reserve (.22x100) 22.0 0 
10% 	p.a. or Tk. 2.2
 

iv. Loanable balance 
 75.0 	0 16% p.a. or Tk. 12.2
 

v. Total earnings on the Tk. 100 asset -	 Tk. 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
A 
and CSACS deposits would constitute about 30 

percent of all categories 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 applleUafor CSACS profitability estimates 

(Ref: Paras 30 & 31). 

3. 	The administrative costs and the provision for loan loss reseLves have 
been-assumed to be 3% and 1%, respectively, of the maximum loan"enti­

tlement of Tk. 5,385 as assumed at 4 and 5, below. 
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Annexure - V (Contd.) 

4. 	 Over a 30 month period a CSACS account holder will accumulate a 
balance of Tk. 3,590 by way of his monthly deposits (0 Tk. 100 per 
month) of principal and accrual of interest thereon at applied fixed 
deposit interest rates. 

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

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

7. 	 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 manner. 

8. 	 The periodic repayments into Lndividual 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 many. 

9. 	 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 projects. It is 
as..umed that the initial disbursement equivalent to zd 
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of the CSACS loan will be made in the first month for 
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 expenses. The 
quantum of disbursements and the disbursement intervals 
are notional, and hence variable. No repayment is 
assumed within the initial 30 months from the first
 
credit disbursement. 

Scenario 2 : 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 villa~e 
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 category of CSACS
 
account holders has been assumed to exceed not more
 
than one third (T. 1,795) of the maximum CSACS loan
 
limit of Tk. 5,385. The loan will be repaid within a
 
year (between 11th and 12th month). Once the loan is
 
repaid the borrower will be eligible for a fresh disbur­
sement of Tk. 1,795, and the process will continue.
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Scenario - 3 : 	 CSACS financing for upgrading existing production 
operations 

CSACS credit financing 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 tools, 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 capability 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 sixKteenth 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 

operation of works out as under : 
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Per CSACS account revenue and cost over 

Scenario 30 monthsI I Scenario - Ii F Scerario - III 
(T.) (T.) (T.) 

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 - DI 486 126 237 
F Loan loss reserve 54 54 54 
G Net surolus (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) 	Depending on the amounts of disbursements of CSACS 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 rance cf the ratio of the annual average interest income on the 
earning assets of four NC3s and BKB 	 over the years 1981, 1982, 1983, 
and 	1' 4 was between 3.1% (QB
& 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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Recognising the n1L. 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 centrcl yank 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 required to consider carefully that, in the
 

absence of a well organized capital market, the banking system
 
provides the only significant 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 Expansion Policy
 

c. Refinancing Policy
 

d. Implementation of Special Savings Mobilization Schemes
 



a. 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 upward 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 b~haviour of the Deposit/GDP ratio is 
one
 
yard stick by which to measure the impact of interest rate
 
changes. The Deposit/GDP 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 ihterest rate revision (i.e. 1980-1985) appa­
rently in impressive correlation.
 

b. Branch Expansion Policy: In the mid-'70s a policy decision
 
was taken by the GOB and the Pngladesh Bank to expand rural
 
scheduled bank branch networks 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 3mple­
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 speqcfic rural areas allocated
 
to them by the BB for dispensing agricultural credit under the
 
SACP. The total nunjber 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.
 

c. 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 to
 
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 depository rate change solely effecting rural non­
checking savings accounts in the interim, there may have
 
been no need for adjusting 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 



difficult to discern. Indeed, an Interest Rate Advisory Com­
mittee came into existence only as a result of RFP negotiations
 
during 1984 and it has met only twice up to August 1986,
 
although the RFP.Interest Rate Advisor did complete his sub­
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 moneLary
 
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.
 

d. 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 
institutions
 
both in the public and private sectors. These are:
 

(1) Deposit Pension Scheme
 

(2) Deposit Insurance Scheme
 

(3) Bearer Cek'ifi7ates 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 public against modest in­
vestments out of their income during their earning years. All
 
persons who have attained the age of 18 years are 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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DPS has taken off impressively as shown below:
 

DPS Performance Incep-ion to June 1986 (Tk in Crore) 
Annual Annual 

Number 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 L09.24 169% 83% 

It will be important to analyse the above data in terms of
 

rural-urban, socio-economic, and demographic characteristics 

of subscribers.
 

(2) 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 compdny 

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 Lo a
 

maximum of Tk. 60 thousand. Every insured bank is liable to
 

pay to Bangladesh Bank a premium at the rate of four paisa
 

p.a. per one hundred taka of deposits -. :alf-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. 

(3) Bearer Certificates of Deposit Scheme: A savings scheme. in 

the form of bearer certificates of deposit (B'CD) has been 

introduced from August 21, 1982 with the object of creatinG 
a money market and bringing idle funds under the- Control of 

banking system. For the present, BCDs are Set for fixed 

maturities of 3 months, 6 months, 9 months, and 12 months. 

The face value of BCDs will be for Tk.100,900, Tk.506000 
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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 the scheme with gross sales esti­

mated at Tk.39.27 crore.
 

Performance to date is as follows:
 

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

Period BCD Value 

8/83- 12/83 .05
 

1984 7.1.7
 

1985 22.07
 

6/.1986 8.98
 

Total 39.27
 

b. Participating Banks:
 

Sonali, Janata, Agrani, American Express Bank Ltd.,
 

Grindlays Bank plc., BCCI (0) Ltd., Banque Indosuez,
 

Standard Chartered lank, Arab pangladesh Bank Ltd., 

IFIC Bank Ltd. United Commercial Bank Ltd. and City 

rank Ltd. 

Detailed instruction regarding introduction of the above 

schemes were issued by BB's BCD*to the scheduled commercial 

banks. 

* BB's BCD = Banking Control Department 

http:Tk.39.27
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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.
 

Bangltdesh Bank's expansive rural branch licensing policy
 
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 urbin bank
 
branching sharply 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 before 1980/81
 
when it grew from 9.6% to 16.3%. Since that time it 
rose a little
 



4n 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 promote savings mobilization more effectively. 

The present state of capital market in Bangladesh suggests that the
banking system, the prime mobiliser of theas 	 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 tQ 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
usingvarious 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:
 

(i) 	 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
 
deieated.
 

(ii) 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) The 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 became adept at working with market forces.
 

(vii) Positive rates and rate spreads in real termns should be
 

adopted as a highest level priority policy of the GOB and
 

the Central Bank.
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97 - Annex 3c 

.T.:Il1AM'B, dlUIABANK' 110M .0IAI -:5II DANKlEAD OFFICEb IM(;
.t 

; (.V;'1'1TR!,
'f i : 

DIAKA 

WnD CTR.ULAR NO. 2C 7TlH JULY, 1980. 

ALl S(IrDULZD AKS 

Doer Sir , 
BANK 
 RA TE, 

This is to advise. that effective from the lot July, 1906 the Dank 

Rate has been reduced from 1.125% to 10.75% pnr anRiu1i. 

2. Interest on term lonns will be an undor offective fn.,m July I, 1986 _ 

hite of Intorent 

Dobt : equity Got40 1PI, per nniim
DIUt eOqul t~y 30' i.M.,%j1or suntun 
Debt : O(jiLity -10: 20 15,5% per numtn 

3. RnLn vf intoroft on working capital l.,nnn to julvo milln nr:Jui1.ng Jutoe 
ptiInmp mills will be 9% p.n, with effect frJ 1et July, 1906. 

4. WlO~o of intoroub on export credit for weawill be 9% p.a. with affect 
from l.t July, 19.1r. SoGrogatirn of ,Ldvw.ncon fee intonlal trade fz., those 
for oxj,.L w'ilo in such ca.ns will uowil ;m!.oas be frni the d,,to of auction 

of" tor. 

5. IIntorest on 10.1 ndvancso against raw JW.).o v1..1 (!:ntlnuc -H bo charged
 
at 16% p.a, with provirton 
 for refund of irt.,reI-, en tho Lkisls or a,:Lisl
 

nid 3n'Qat as inUcatod bolo. 
 F:r shipmont.s e,1I.,,] upt.) ZOLh Juno, 1906
 
ror, I of interest shuld be allowed at 4% p.t. 
 fbr a pe-lI0 odo4 montlhs as
 
per pi-eoduro proscribod 
 vide POD Circular Nlo.. dteil 20th Daeem.-nr-, 1981.,
 
Ilow-vor, offective from 
 lot July, 1906 rate rof rnf,.nd will be 7% p.a. For 
Gxanplo, if sldipMont is offeotod on 15th July, 1909, roInd of Intomob will 
bo nllloon, 9 4% for I months and 9 7% p.a. for 15 OAyn. Foc ohilliolt s 
offected on 31st October, 1906 or thereafter reof nd for the ontire period of 

4 inn Iho A'11 bo I.owed g 7% p.a. 

61 ThO 'lsting dosit rata and other lowding rates will rninn unchanged 

1tJl rr lih,)r Jnfruntjhno. 

P' iio acknowlodpa rocaipt. 

Yvurn fnitihfully, 

OFNERAL H TAGEJA 
PIIINE: 2552P 

http:nr:Jui1.ng
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ENDTNO.BCD(P)661 
 OP DATE
 

Copy 	 fo-wad.ed for infoxmation to :­

i. 	 All Headr of Departments, Bangladesh Bank, Head Office, Dhaka 

2. 	 All Section of Banking Control Department, Bangladesh Eank,
 
Head Office, Dhaka.
 

3. 	 Tllv General Manapex/Dy.Genexal Manager, Banpladesh Bank,
Mot i j ioel, Dhaka/Chi t t a.,ong/Khulna/Raj shahiBogra/Sylhet/
Sadarghat, Dhaka. 

4. 	 The Joint Director, Department of Banking Inspection, 

Bangladesh Bank, Chit tagong/Khulna/Bogx haj shahi. 
5. 	 7he Private Seeretary to the Govei'nor, Governor's Secretaxiat 

Bangla~desh Bantk, Head Office, Dhaka. 

6. 	 The Officers atLaohed to 
Dy.Governor/Econornic Adviser.
 

7. 	 The P.As. to the Executive Directors, Ban6.1ale-sh Batk, 
Head Office, Dhaka, 

8. 	 The Secretary, Ministry of Finanoe, Fiance Division,
Govt. of the People's Republic of Bangi.adesh, Dhaka, 

9. 	 Tht EconomLc Adviser, Economic Adviser's Wing (Shea 14o.27)
M1*ni~iLry..of Flinanoe, Fina-nce Division, Govt. of the People'sRepublic of Bangladesh, Baaigadesh Secretsriat, Dhaka 

10. 	 The Chfl.Q of Mission, Resident Mission,. World Bank, 222,
New EskaLon Road, Dhaka. 

ASSISTAIT DIRECTOR 
Tel.,No • 235000/417. 

http:fo-wad.ed
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Agricultural Credit
 
Department
 

ACD CIRCULAR LETTER 'NO.ACD(POUY)2/83- (Exerpt) 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 ait! the lurid .isnot available to the credit 
agencies for recycling, causing 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 discourage 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 instiLuti6jis have increasingly become dependent 
on refinance from the Cetral Bank for funding their programme
 
on agricultu'ral 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 londing instJtutLoris to finance 

an increasing proportion of their need for funds from their own 

resources, it has been decided to apply variable interest rates 

of refinance as per the undernoted matrix :-

Refinance Rate Refinance Scale in Percentage of Disbursement
 
(in percent) Caitercial 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 Ist October, 1983. 

You are requested to issue necessary instructions to your branches
 

accordingly under advice to us. 

Yours faithfully, 

(Kamal UAdin Ahmed) 
Chief Officer 
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ABBREVIATIONS
 

ACR = Agricultural Credit Review, 1983
 
AR = Administrative Restrictions
 

BB = Bangladesh Bank
 
BBI = Banks 
Book of Instructions
 
BCD = 
Banking Control Department of BB
 
BCO = 
Banking Companies Ordinance 1962
 
BIBM = Bangladesh Institute of Bank Management
 
BTI Banking Training Institute
 
DIS 
 Deposit Insurance Scheme
 
DPS = Deposit Pension Scheme
 

FDR = 
 Fixed Deposit Receipts
 

GNP 
 Gross National Product 
GOB = Government of the People's Republic of Bangladesh 
IR Institutional Restriction
 
LIC = 
 Low Income Countries
 

LR = 
 Legal Restricitons
 

MR = 
Market Restricitons
 

NGO = 
Non Government Organizations
 

NCB = Nationalized Commercial Banks
 
OR = Organizational Restrictions
 

RBB = 
Rural Bank Branches
 

RBBM = 
Rural Bank Branch Managers
 
RBBUS = Rural 
Bank and Bank Users Survey 
RFP1 = Rural Finance Project 
SBa/c = Savings Bank Account 
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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 fcr review of depo­
sit regulations and procedures 
 '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. Bit because of various 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 reflected inas (i) Bangladesh 
banking law and legal practices, (ii) conterporary 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 is not exhaustive. Nor is the 
possible impact of individual restrictions measured quantitatively. 

Findings:
 

2. 	 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.
 

3. 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, (ir) 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 inteitions, never­theless indirectly affect deposit mobilization offorts of 
fULls negatively. 

4- Procedural aspects (Qhapter III) cover restrictions rela­ting to (i) 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)with­drawals from savings accounts, (viii) maximum allowableaccount balanice, (ix) banking hours/days, (x) maintenance 
of cash in branch vault and at the branch counter. It is
contemplated that many of procedural restrictions owe theirorigin to legal restrictions, to the banker's responsibility
to 
prevent fraud and forgery, and to 
tie need to maintainsafety and security of depositors' money. However, a sepa­rate set of somewhat relaxed procedures might be justified

for rural bank branches without foregoing basic principlesof sound banking. Currently procedures are similar for both 
urban and rural banks. 

5. Institutional aspects (Chapter IV) cover restrictions whicharise at head office management level and which nevertheless
impact rural banking. These relate to (i) number of newbranclh 
 openings and selection of locations, 
(ii) lesser

priority to mobilization of small savings in rural areas,
(iii) limited number of approved depository products, (iv)
fewer other banking services at rural branch level, (v) lackof effort to improve quality of RBB services to customers,
(vi) the major preoccupation of RBBs, namely, BB/head office

programmed lending, (vii) lack of authority of RBBs to makeloans on their own, 
(viii) aversion towards mobilization ofsmall deposits, and 
(ix) improper branch locations and
inaidequate branch furnishings Xt 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.
 

5. 	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 markets, believed to be significant, is scanty.
 

RBB officials are tied to their 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 market than otherwise might be possible.
 

7. 	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 of transport
 

facilities, inadequate compensation, inadequate entertainment
 

and publicity funds, staff shortages, 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 ba 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.
 

2. 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:
 

(i) 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.
 

3. 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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4. A reasonably upward revision of deposit interest rates should
he mado to make the real rate of return on deposits attrac­
tive to the RB depositors.
 

5. Social 
innovations directed at encouraging and facilitating
 
use -,f rural banking services by illiterate, purdanashin

females and other similarly disfranchised persons bhould
 
be planned and implemented such as:
 

a. Recruitment of specially trained bank officers.
 
b. Arrangement of specialized (separate if necessary) facilitj,.s 

within bank branches.
 

c. Accessing educational assistance of various VGOs as inter­
mediaries between banks and potential new-to-banking
 
clients.
 

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

7. 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
 

1. 	Introduction
 

1.1 	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 not necessarily and automa­

tically deposit their savings in the formal banking 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.
 

1.2 	The study of savings restrictions is a specific RFP subtask
 

under the topic Rural Savings Mobilization wherein it is re­

quired to study deposit regulations 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 indirectly, mobilization of deposits by RBBs.
 

1.3 	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
 
savings restrictions is meaningful to pursue only if there
 
exists a possibility of increasing financial asset holding

by rural households in the form of bank deposits. According
 
to an estimate telating to the 1960s 
(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.
 

1.5 	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 i973. 
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.
 

1.6 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 indirect 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 depos t 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 time 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 financial 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
 
f'ollowing 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 RBB 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.
 

iii) 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.
 

il 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
 

they 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.
 

1.12 	 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 mobiliiation 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).
 

1.13 	 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 unknowledgeable 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.
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Chapter II
 

Legal Restrictions (LRs)
 

2.1 	 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
 
inBangladesh (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 confidentiality of operations of banking accounts.
 
Samuel Sherer in his RFP research report on Legal Aspects
 
of Rural Banking (November 1985) opined that none of the
 
above 	restrictions should pose any serious problems to depo­
sitors (extracts in appendix-i).
 

2.2 	 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) 'apable 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 monev 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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2.3 
 All the above are prerequisites for entering into a leial
 
contract with a banker for making and operating a depository

[h nk accolint are so obvious and taken for granted that i t may seem irrelevant to recite them here. But a closer exami­
nation of (iii) through (vii) reveals that many of the general
requ rements 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:
 

[RestrJction on opening of new branches 

2.4 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 Dank. 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.
 

Conunents: 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 braiich was Tk. 1285,000. By end-June
 
1985 67% 
of total bank branches were rural. Per branch
 
deposits averaged Tk. 4860,000.
 

iii) The BD 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: 



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) 	What 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 kncwn fran 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 branch, 
wouldn't it be possible to exsure 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 
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to retain its numerical strength.
 

iii) What action needs to b3 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
 

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 RBBs 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
 
1984-95 
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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 constitqted over 97% cf the total. The volure 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.
 

http:Tk.251.00
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Table-I 

NUMBER OF RURAL [LVLK ACCOUtIVS
 
JUNE 1984 

(si Rthuan ogan 

(Tia osa Agrani Janata 'Rupall 5on Ii BKB Total 

0 - 1 547,190 617,051 226,255 459,325 777,514 2,627,335 52.70 
I - 3 371,054 387,964 177,920 735,838 109,247 .1 782,02 3 35.74 

3 - 10 88,883 97,980 48,247 164,025 35,531 434,666 8.72 
10 - 2.5 19,080 23,461 12,109 359H24 10,674 101,148 2.03 
25 - 50 4,107 4,857 3,009 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 90 9 268 0.01 

Tot4. 1033,290 1134,444 469,833 1412, 306 935,154 4,985,027 100.00 

Source: bangladesh Bank. 
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Table ­ 2 

VALUt OF RURAL DEPOSITS 
JUNE 1984 

(IN MILLION TAKA) 

Size Range 
(In thousand Agrani Janata Rupall Sonali BKB Total 

Tak I) I % 

0 - 1 352.35 405.89 148.60 295.'3* 327.35 1S29.99 15.20 

1 - 3 547.58 634.37 286.66 117.21 173.29 1759.11 17.47 

3 - 10 406.96 461.07 266.56 790.90 196.90 2124.39 21.10 

10 - 25 289.07 345.73 174.32 564.25 159.61 1532.98 15.23 

25 - 50 140.48 166.24 120.36 396.93 51.19 875.20 08.61) 

so - 100 153.62 126.95 82.,37 236.72 28.51 628.17 06.24 

100 - 'iU0 112,75 113.26 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 

Totajl 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
 
Mlnintry of Finance. Such a process has to be costly for the banks
 
in 	terms of time spent on, and annoyance of the Ministry, incurred.
 

Comments: 
 i) 	Managing directors of some of the NCBs have acknowledged,
 

duridg meetings with the RFP consultants that there is
 
a shortage bf 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.
 

ii) 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 available 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 reorganise the training institutes of
 
the NCBs. In the process, six of the regional training centers of Sonali
 
Bank and all the regional training centers of.Agrani Bank have been 
ordered to close down (IMF Banhing 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 important for acquiring knowledge, upgra­

ding of professional skilld and for developing motivation. 

This Js particularly true in case of approximately 20,000 

RBB employees 	(estimated @ 6 employees per RBB) who need
 

more 	training in special functional areas such as deposit
 

mobilization. Regular 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 BTIs
 

will seriously curtail the training 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 Deposit Receipt(FDR) 

and other financial assets like Sanchaya Patra, ICB Unit Certificate, 

Wage Earners Development Bond, Insurance Policies, etc. 

Comments: i) 	Emergency cash requirements by depositors is a common
 

occurance. Availability of a short term bank load 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.
 

ii) 	 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
 

savings, a disincentive for future investment in financial
 

assets.
 

iii) 	 While it is necessary that BB administers selective credit 

control measure,, cautious 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 Appendlx 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 financia]. obligations is prohibited (BCD Circular Nos. 15 of
 

1972 	and 45 of 1984).
 

Comments: i) 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 regularity linked up with crop and non­

crop 	seasons. Any conscientious branch manager would
 

least like to see that one of his depositors approaching
 

a money lender just because he cannot help former to 

overcome 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 
branch. 

ii) 	 There is no evidence that the BB undertakes a detailed 
assessment about possible long term implications of a 

selective credit control measure on mobilization of rural
 
deposits. It is desirable that the impact of a credit
 

restriction on mobilization of rural savings is carefully
 

studied before imposing it and then its continuatipn
 

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 existing credit 

restrictions now in force may be reexamined in the same 

context. 
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Income tax on interest 

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 aevastating 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: i) The tax in question does not exist now. But its impact 
looms large in the minds of the depositor. 

ii) Many relatively large depositors had reasons t6 be 
concerned 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 ta;K queries. 

iii) For the less informed small depositors of RBB t 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 indiv 
viduals to mislead the rural ignorant by misinterpreting 
the GOB decision. Therefore, any GOB decision to interfere 
with the bank deposit accounts should precede:(i)serious 
evaluation of its pros and cons, and (ii) detailed
 
consultations with the bankerl.
 

Jamuna bridge levy
 

Subsequent to withdrawal of tax on interest on banK 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. 

2.12 
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Comments: According to the local press Jamuna bridge levy has not 
been quite wellcome by the depositors. Identical kate 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. Jamuha 

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 to tax interest 

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 III
 

Administrative and procedural restrictions
 

3.1 
 A brief resume of administrative and procedural aspects of deposit
 
.banking is given in appex V.
 

3.2 The depository 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 Instructions (BBI) of indivi­
dual banks. A BBI is 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 issupposed to ensure uniformity of actions over time and across the
bank branches. Administrative orders to supplement the BBI are issued

banks'by the head offices from time to time to take care of 
exceptional circumstaqces.
 

3.3 
 Several BSIs including that of the Sonali Bank (in line with which
 
BBIs of other NCB. appear to have been drafted) have been studied.
 

.It 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, rigors have to 
be exercised by bank branches in several basic areas in matter of
opening and operating account in the name of an individual. The 
prominent procedural restrictions are listed below : 

Introduction of atcounts
 

3.4 At the time of their opening all depository accounts @rerequired 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 context 
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 is no assurance that the banker will welcome him
 

(refer para 3.8). 

Opening account of an illiterate person 

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 
byat time; more than two outside persons known to the bank branch. Ho 
cheque book is to be issued to an illiterate account 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 ­
wi.thdrawal has to be witnessed by another outside person known to the 
Kink branch. 

Comments: The current depository procedures severely handicap an 
illiterate potential depositor In matter of his making
 
deposits with a bank branch, and also in matter of his 
making withdraWals from his 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 an 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. 



Opening 	account of purdanashin women (ladies.who wear veils)
 

3.6 There tB no restriction on opening accounts in the names of literate
 

tion-parIanashiln women. But there are restrictions by way of account 

opening prodedural 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 

enrotiraqed by RBBs to open a joint account with literate malea 

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

this purpose. 

.Coiments: 1) Implication of this restriction is that the rural wifbn 

in general are not in position to avail of banking 

services. And they constitute about half of the rural 

population I 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.
 

ii) Ladies branch, ladies counter at RBBs, lady branch
 

officials 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
 

Com unities of Bangladesh (C. Maloney).
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OPeSnin account in the name of a minor 

3.7 	 Speolal Cauklon Is to be excerclsed while opening accounts in the 
names 
of minors. Current account opening proposals in the names of 
IlI.oirs need to be referred to head office in mrny banks. 

Conutienrts: 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
 
their 	bent time to grow habit of financial savingn. 

Maintenance of minimum balance 

3.8 	 The mlniiim 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 
unwritten minimum balance requirement for current account is also Tk.500. 
Howevr, except for DPS, flexibility is applied with regard to meeting 
the milium balance requirement. 

Comments : The requirement of maintaining minimum balance, though 

notional, may affect a small saver in two ways (i) 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
 
(ii) 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 irnterpst rates on various types of depository accounts art speci­
fied by the 13B. 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 1hy. th- -angiadesh Bank subject to approval by the Ministry 

of Finance. 

Commonts: Interest payments are the major compensation a bank is in 
a position to pay to its depositor. But there is little 
evidence that the small depositors have any significant 
stnsitivity 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 as
 
a leverage for mobilizing deposit. And without this they
 

are virtually left with nothing. It may thus be recommended 
to adopt a positive interest rate policy, e.g., 
a reasonably
 

upward adjustment: of deposit rates for commercial banks and
 
ot'her financial institutions would make the real rate of 
return on deposits adequately attractive and provide a pro­

mising outlet for substantial amount of private savings; 

in the rural areas. 

WI thdr;',,,a Isl 

3.10 Wit:hdrnwals from the savings bank account for more than 25% of the 
depon.it, 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

from fixd deposit accountswals can be made only after foregoing 
accrued interest to the extent as specified. No withdrawal is allowed 
from a DPS nccotcnt other than by way of closing the account. 

llie Second Five Year Plan 1980-85; IX-15; 9.27 

http:depon.it
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Comments: 	 If not to others, the possibility remains that the with­

drawal restrictions can be severely applied by RBBs in
 

ntter of operating accounts of snll 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
 
a savings account can not have a balance exceeding Tk. 500,000 in a
 

single or 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 managers to pursue big
 

deposwits 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 Negotiablc 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 bank about the maximum amount of cash
that can be retained at the counter (during transaction hours) and inthe vault of a rural bank branch. The rationale behind fixing cash
retention ceiling is safety and security. Insurance policies are
obtained accordinqly. Cash exceeding the limit has to be transferred
 
by the concerned RBB to the designated branch. Shortage of cash on any
day is met by obtaining replenishment also from designated cash feeding
 
branch.
 

Comments: 
 I) Cash retention ceiling is fiKed 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 ,branch.

But, according to them, the controlling office would not
 
recognize the fact and raise it. 

ii) 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 shortage is embarrassing
 
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 depositor waiting for cash replenishment
 
to arrive (para 6.10).
 

iii) It appears that the advetse impact of this 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.
 



13,
 

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 basis 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: ) 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 branch expansion 
in the country. Historically openinq of rurql branches 
as such has not received priority fr tu 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 locations 
or closed down or transferred to other NCBs as it happened 
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.
 

ii) 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 RBs 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. Normally loans should be made out of deposits mobilized. Inmatter of making loans to the rural areas banks depended more 
on BB
refinance at concessional interest rates than on their own efforts
 
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
 
encourage 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 
a hiqher rate from small depositors when a lower rate isavailable from th- 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 
; a) Savings Accountsare 

- (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 is:sue may be resolved

through financial innovations anu more effective marketing of
the existing products. The RFP has retommended several new
 
products including the Contract Savlngjs and Credit Scheme 
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
 

is 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 other.
 

'Quality of services
 

4.5 	 Quality of services has not yet been a major issue 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 ndw services to suit 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.
 

Bangladesh 	 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 sI*ould ultimately grow as independent profit centers
 

planning and executing their own business targets incliding
 

provisions 	also for disbursement of credits and recovery of 
dues and overdue,. The overall branch performance evaluation 
guidelines 	to this end may be formulated at the head office 
by involving the regional and branch offices in the process.,
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4.7 When this research was going (March - June 1986) on many RBBs were 
reportedly ,nder 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 llmit (usually
 

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 deiosit 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 bank manageme..nt 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 diversiried lending,availability 
of refinance facilities from the Bangladesh 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 RBBs to feel particularly motivated to mobilize 

small savings when they can achieve their periodic deposit targets
 

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

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 
aw 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). 

http:restricto.s2


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 branch. 
For the existing ones 7 It is perhaps time for renovation
 

of many. 



Chapter V
 

Market Restrictions
 

5.1 	 It is 
the common wisdom"that formal rural financial markets (FRFMs) in
 

low Income countries 
(LICs) are not as efficient as they should be in
 

financial intermediation. Specialists in LIC FRFMs agree on the causes 
for inefficient operations of FRFMs which are much the same from one
 

FRFM to another. FRFMs of LICs are characterized by inadequate deposit
 

services 
(Adnls); financial repression through price distortions 

including interest rates and foreign exchange rates (Meyer);extengive
 

use (or misuse!) 
of the formal financial institutions (commercial and
 

specialized banks) to push farm,loans 
at subsidized rates neglecting
 

6r deemphasizing the savings mobilization side of findneial intermedi­

ation 	(Voqel); very few attractive opportunities or incentives for
 

depositors (Adams); etc.
 

5.2 	 Bangladesh is a [IC. The rural bank 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 beat up on operations of the RBBs In the RFMs. The basic ones to
 

repe;- (i) RI3I1; lack access to rural households; (i) pL,uedural 

rlidittes preovnt serving ],orqe section of the rural. propl (the 1.111­
terate and the women),andi(iii) the lack operational flexi.bi.lity. As a 

matter of fact, these are the three basic characteristics, namely,
 

.... cessihlty, procedural simplicity and operational flex.bility which 

allow the informal financial market, dominated by money lenders, 
to
 

thrieve (Bouman). 

5.3 	 An informative paper (1985) on mobilization of rural. savings In 

Banqlaidesh was presented at the ESCAP Workshop on [DorestJc S-Ivlngs 
Mobilization in Bangladesh. It singles oit poverty, unempl.oymr-nt, 
illiteracy, and population pressure, as the furidamental constraints 
in tHe 1UFMs oF Baingladesh. With regard to the 4eponit mobilIzat:ion 
role o' banks and other financial institutions the follewiag inadequa­
cies are mentioned in that paper': 
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(1) 	 Fallurn of banks to focus on serurinq of deposits 

(ii) 	 Lack of motivational training of bank employees
 

(iii) 	 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
 

(vii) 	Poorly adapted fnancial savings instruments (products)
 

(viii) 	Lack of incentives for the RBBs as small deposits are costly to
 

mobilize
 

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

.4 	 It 
may be observed that many of the restrictions on mobilization of
 

deposits as 
listed above already came up for discussions in the
 

precedinq chapters of this report. The repetition is considered
 

unavoldablp because of difficulty in determining exact cause and effect
 

rplationship (para 1.12). Besides, it is perhaps appropriate to get a
 
restriction identLified and mentioned in one chapter under one perspec­
tive by 	reiterating it as far as possible, in another chapter of this
 

report 	as has occurred with some in this chapter under a different
 

perspctive though. Such repetitions are Intontional. 

.5 	 It would sepm that one of the basic issues of RBBs is one more relating 

to mirketinq of bank services than to any other. Marketing is seemingly 

an overlooked or undermined concept in rural banking. Little attempt 

is mide to q~nerate 'more reliable supplies of funds through deposit 

mobilization' (11. Meyee). There is absence of depository products 
stited 	to the rural savers, and no definite strateqy to market the 
exirtinq on,-s Is evident. Assessment of irirkr!: rrquiremr'nt, and market 
potentlals is lacking seemingly due to lack of knowledge and under­

standing of the concept of marketng' at the RBB level, if not at the 

banking 	sector in totality.
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5.6 The major segment of RBBs in Bangladesh has been created and are
operating in a market condition which is grossly imperfect for the
reason of existence of tremendous amount of market information gapand lack of effective efforts so far to narrow it down. Which arethe unbanked areas (unions, say) of the country ? No body knows itprecisely. Not even Bangladesh Bank which is the supreme authority

for giving permission to open a bank branch I No wonder, therefore,
that there has been unjustified clustering of RBBs (which had
ownership until 

same 
very recently n&mely, the Government) in some

localities while many existing Iranches are suffering from isolation
both from other outlets and from the customers they are supposed toserve. This fact has ben substantiated by the relevant responses
this effect of th-

to 
RBB managers to RBBUd Survey questionnaires.
 

5.7 
 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 
'thearea is deficit', 
'there is no business potentia­lity in the area' and so on. Most of the RBB managers expressed their
ignorance about existence of informal money market 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. 

5.8 
 The controlling offices of RBBs including their head offices are in
 
no better position. Most of the Head Offices of the NCBs cannot 
cent percent classify their urban and rural outlets. Most of theRegional 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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5.9 	 A laroe number of reports and statements have to be prepared by lBBs 
for its regional and ioead offices. Many RBBs are still grappling 

with loan monitoring format ACDL I - 6 which had to be introduced 

because of poor management information system at the banks head 
offices. These are all adding to RBB work load and inefriciencies of
 

the RBfhs.
 

5.10 
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 order of classifications made in chapters II through V of this
 

paper. It was, therefore, considered pertinent to produce this 

chapter containing knowledge gathered from the RBBMs about the 
restrictions that they feel to have been affecting them most in
 

matter of moblization of deposits. 

6.2 	 Three approaches were used to gather information on deposit restrict­

ions from the RBBMs, as under
 

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

b) 	 Through personal interviews with about 50 RBBMs at various parts 
of the countrylindependent 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. 

6.3 	 Reactions of the RBBMs on the topic of deposit restrictions have been
 

carefully listed, sign.iicant ones sorted ut, summarized 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 4mobilization operations of the rural
 

branches.
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Savings .impediments relating to branch operations
 

6.4 	 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 recoveryalso determined by this head office,is keeping them
 

absorbed so much that they hardly get time to promote savings.
 

6.5 	 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 facilities, 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 depository products to sell to the rural
 

savers*
 

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

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

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

lized 	treatment to the depositors. 



6.8 	 Loan facilities are limited. Most of depositors who transact with
 

the branches in the hope of receiving credit facilities get frustra­

ted and the same is transmitted to the potential savers.
 

6.9 	 Branch locations were not choosen from commercial considerations point
 

of view. Inconspicuous locations and locations inconvenient to the
 

depositors in general impede deposit mobilization.
 

6.10 	Inadequate cash limit at branches' volts (.iaximum 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
 

easily detected by a depositor as the branch seeks replenishments
 

frequentjy from its currency feeding branch by keeping him waiting at
 

the branch on flimsy pretexts.
 

6.11 	 Staff shortage and lack of trained staff for deposit mobilization. 

6.12 	 Transaction hours (timing) and banking days are not particularly 

suitable for rural banking as such. 

6.13 	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 	Widespread illiteracy and ignorance. Cultivators and other villagers
 

enqaged in various small trade, professions and occupations are psycho­

logically oriented to believe that the banks are Meant to serve the
 

rich and the educated people only.
 

6.15 	 There is a serious lack of knowledge among the village population about 

the rule of banks, activities they are involved in, and services they 

are capable of rendering to the community. This coupled with low savings 

capacity of the village individuals make them disinterested in deposi­

tinq 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 if small deposits are not carnestly
 

sought for.
 

6.17 	Too rnny branches are concentrated in small areas. As such inter-bank 

branch competition for deposit mobilisation is too keen. Bank branches 

of Sonali Bank handling treasury functions, have competitive edge over 

others in matter of soliciting deposits.
 

6.18 	fhe current interest rates on deposLts are not attractive to the savers. 

6.19 	 Govt.. dectsion to tax interest (since withdrawn) did alarm many poten­

tial dep6sitors who seem to have developed a misunderstanding that 

suich actions on the part of the government is an indication that 

ultimately the Govt. ,nay capture the entire savings of the depositors. 

6.20 	 Currency notes rf 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 i one rf the 

sirnificant 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. 	 Ranking law enacted, and banking practices 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 sections of relevant banking law
 

indirectly act as constraints in matter of mobilization 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 atnd 

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 mannagement 

level of banks do impact rural banking. It is submitted that the 

institutional restrictions are menifettation of overall money and 

banking policy of the country, and of the failure of individual bank 

managements to emphasize rural banking in genera].
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4. 	 Market restrictions arise out of inefficiencies of the formal 

rural. financial. market of Bangladesh which are more or less 

similar to those obtaining in other lower income countries. Legal., 

procedural and institutional restrictions add to market imperfec­

tinns. Rural bank branches themselves have a number of short 

cominqs. Con.erqience of all these are that the RBBs play a less 

significant role than otherwise might be possible. 

5. 	 Deposit restrictions internal to RBBs experienced by the rural 

branch managers range from lack of transport facilities, inadequate 

compensation, inadequate entertainment and publicity funds, starf 

shortaaes,to task of proper understanding among the branch officials 

a3nd other employees. The constraints which the branch managers feel to 

be in operation beyond their control are those primarily related to 

overall constraints obtaining in the rural financial market of 

Bang] adesh 

Recomiendat ions 

Recommendations evolving from tdhs study include the following 

1. 	 Rural branch bank licensing should be rationalized with a specific 

objective of optimhzllnq 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
 

bankint-1 facilities and services.
 

2. 	 Certain policies and regulations which, while absolutely necessary 

under large scale, dynamic urban banking circumstances, should be 

judiciously relaxed under truly rural conditions : 

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

considrPd for relaxation.
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b. Likewise, the Selective Credit Control measures should be 

relaxed concerning i 

(M) Advances against fixed deposit receipts.
 

(1.) Advances aqainst various other investment instruments suich 

an Govt. 5avings Certificates, Bonds, etc. 

(I) Prohlithiton of personal loans, etc.
 

c. 
All banks should be provided greatly increased autonomy in matters 

rtlnted to selection, recruitment, and compensation and promotion 

of branclh elployees. All efforts should be mide to raise the level 

of corpet:ence of RBBs through training and motivation. 

3. Frequent consultations should take place among the banks management, 
the R1 and t:hie W01l on all policy im'vtters concerninq current and 
future n.:pect. of mobilization of rural savinrgs 

4. A reasonably upward revision of depo.qit interest rates should be male
 

to tiwke the real rate of return on deposits adequately attractive 

to the 1I3B Inrs.drnpt !;: 

5. Sociil[ Innovatlios directed at encouraging and facilil:atlinq use of rura] 
banking servics by illiterate, purdanashin and othu-rfemales simil;,rly 
dis Franchised persons should be planned and implemented such as : 

a. Recrutitmert of specially trained bank officers. 

b. Arrangement: of sprcialized (separate if necessary) facilities 

within bank branches. 

c. Accessinq ec~tcalonal ansistnnce of varl-lmn N(XiJs as intermediaries 
between banks qnd potential new-to-bankingc clients. 



6. 	 Branch banks should be provided with a special manual of instructions 

on dlealing with procedural rigidities which discrimin;ie against 

potential depositors.
 

7. 	 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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EXTRACTS FROM "RURAL FINANCE PROJECT - LEGAL 

ASPECTS" (JULY 1985) BY SAMUEL A SHERER (PP 30131)_ 

"Unlike the area of rural credit, the main problems connected wi t h 

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 tied 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 for different areas would seem to be the main
 

points 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 limited
 

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 potentidl restric­

tions that merit discussion. They are:
 

1) restrictions on withdrawal 

2) uSP of accouIt by hoirs of Account - holder 

3) confidentinlity of nccount information 

Be Restrictions on Withdrawal
 

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' notice. However, this does not appear to be a problem in practice. The 

recent survey by the Bangladesh Institute of Panking Management (BIBM) for the 

National Commission on Money, Banking and Credit I/ did not discover that borro­

wers had significant problems in the making or withdrawing of deposits. 

I/ 	BIBM, Summary of Findings of the Surveys on the Appraisal of Customer 
Services of Scheduled Banks of Bangladesh and Some Recommendations 
(Draft: June 1985). 
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C. Use of Account By Heirs of Account-Holder
 

Howevr, 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 pLove that he is ind. , ' ti heir under the Succession Act, 1925
 
(Act XXXIX of 
 1925), as amended. That pror-odure can indeed take a considerable 
time but it is important to s-fiequard the rights of other potential heirs. The 
BIBM study suggests that some expedited procedure be found by which the accouLt 
holder designated an heir 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 teneral presumptions of both Muslim and Hindu law
 
regardino the passage of 
property 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 othoes. The present syndem by which bank ac:counts are transferred on death by 
either the general wiuhes of the deceased as expres. d In 
a will or under the
 
relevant laws of inharitance 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
 
visits indicated the inakhod of 
making deposits and withdrawals and the keeping
 
of a .:it records was 
 very public and that branch managers were worried that 
this lack of confidentiality 
was keeping some potential customers fr'm opening
 
accounts, 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 regulation 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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3L[IOtLA DIANGLAIESH BANK BANKIIG CONTROL
 
'BANUGABANX WAD OFFICE UEPARTMENT
 

DHAKA.
 

BCD OIWUL&R D0.M9 29TH SEPTEMBER, 1984 

All Scheduled Banks 
in Bangladesh. 

Dear Sirs,
 
nDEPOSIT INSURANCE SCHZ2 

1. We forward hero.th a copy of " The Bank Deposit Insurance Ordinance 

1984 " (Ordinance No. LIII of 1984 ) promulgated by the Governmont on August 

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

2. The Ordinance provides that ovary scheduled bank in oxistence on 

August It, 1984 and any banking company notified to be a scheduled bank 

thereafter will autctgtioally beacine an insured bank and in tho evont of 

w1ndJng up of such a bank, every depositor is guaranteo. tn receive payiint 

frc:ri .la,,gladosh Bank of an amount equal to his deposit r,!hjoot to a naximuti cf 

Taka sixty thc.uoand only. 

3. Rvory insured bank is liable to pay to Bangladesh Bank prcliun at the 

rato of four rsa pr .nnu~ts per One hundred Take en its deposits. Such p-'rlium 

will have to be paid r-n a half yearly basis (Jan - June and July - Dec) trithin 

fift.o,,I dnrys frrn thn bn iinning of the halt year on the baasi of positi,.n al 

rn the lnut working day of the proceding half year. 

4. premium for the poriod, August 11 to Doeomber St. 1984 will be datormined 

rn the bacis of positl'ui no on June 30, 1984 and paid within Ootobor 15,11)O4. 

5. For the purpose of dotormining the amount of deposit on which promim 

is to be calculated, ovary scheduled bank will take into account all its dormnd 

nyd time liabilities i Minc.ladooh (as per olaosificativn given in Circulitr 

letter No. iDG(0)1O/7n.-54o of June 6, 1972 as amended rrom tiio to ti.te). 

However, deposit from the Governnent of the peopl'eta 1opublic cf aangladesh, 

any foreign govrsnmwt, and any financial instituti-n as definad in Articlo 

60(o) ef the Bangadoph Ianlr Order, 1972 (for example: Sadharon DBin Corpora­

titn, Jibes ima Corporation, Bangladesh Shilpa Rin Sangetha, liouso Bilding 

Finance Corpornti.n, ILvostrnt Corporation of Bangladesh etc.) as vell as all 
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inter bank items will be omoluded for the purpose of determining promium 

liability.
 

a. Fromi the deposit dotorined on the above basis, aii amount equal to tho 

minium amount of liquid assets required to be maintained under Section 29 of
 

the Banking Companies Ordinance, 1962 or actual onount of liquid assets maintained,
 

which ever is lower, will be deducted to arrive at the assessable deposits. 

7. Premium at the proscribed rate will bo calculated on the assessable
 

doponits and paid within due dato to the D.Jposit Accounts Dopartrient of Bangladesh 

Benk, Motijheel Comorial Area, Dhaka fcr credit to the Deposit Insurance Fund 

Lecount. The premium will be paid by every bank by charging its expense account. 

In case an insured bank defaults in making payment of premium within duo date, 

Bangladesh Bank will ansoss the premium liability on its own and realiso the 

premium by dsbiting tho account of the bank maintained with it. In such cases, 

no subsoquont claim on the ground of excess assesamont will be ontortainod. 

8. Every insured bjxnk, while making paymont of deposit insurance premium, 

will submit to the Kiuking Control Department (Policy Section) a stateront (in 

the enclosed profonin Iv-mn as Amiaruro -B) showing details of premium calculat~d 

and paid by it.
 

9. In ceso an insurud bnnk is wound up, the claims of the depositors of that 

bank will be rot by ,3an,'ladesh Dnk in accordance with the provisions laid don 

in Sctiwt 6 of tho Ordnance. 

10. Al] mchoid lod hnj!:s nre Advisod to take neoessary stops for motioulous 

otwnpllnnce of the Liatruotite givon above. 

It. plhase neknowlodgo reooipt. 

MH~lDORUh lif) 
SENIOR WEPUTY HIEF OFFICER 

Phon t281944 



(Contd. Appen II)
- 157 -

ENDT. NO. BOD(P) G61/ OF DATE 

Copy forwariod for information to ­

1. 	 All Ileads of the Departments, BanVag&h Bank, Head Office, Dhaica. 

2. 	 The Man(nLor, Dalngladosh Bank, Dhaka/hMttagog/hulna/Bogra/
 
irJshh./Sy3het/Sadarghat, Dhaka.
 

t. 	 The Dopitty Chief Off ioer, Ipartwint of Bnking Inspection,. Bangladosh
 
Dank, Ohitta(,,/rhuna/Dogzr/RaJ slzha.
 

4, 	 Tho ootio, Offioer/Asatt.Section Offear, Governors/Deputy Governor's/
Hoononio Advimeim' Soeretari,:t, -angladesh Dajik, Head Office# Dhaka. 

61. 	 The P.Ai. to E 2cutive Directors, Danjladosh Bank, Head Off ie, 
Dhaka. 

6. 	 The Socrob.ry, Ministry of Finance (Pinanos Division), Govsrnmont 
of the People's Republic of Bangladosh# Dhakr, 

7. 	 The Economic Advisor, Econcaic Adviser's Wing, (Shod No.27), Ministry

of Finonci, Finanoe Division9 Bangladesh Seretariat, Dhaka. 

BANKING 	 OFFICER 

http:Socrob.ry
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Registered No.DA-t. AM-DIXFJR 'A'. 

.THE 

DANGLLYESH GZETT, 

Extraordinary 
Publiehod by Authority
 

TUESDAY,tAUGUST 14,1904 

GOVEMRNENT OF TIG PEOPLE'S REPUBLIC OF BANGLIJE3H 
K}IITISTRY OF L.W JND J.USTICE 

NOTIFICATION 
Dhaka, the 14th August, 1984 

No. 736-Pub.. Thi following Ordinanoe made by the Prosidont of thePeople IsRopublic of 1tn,,ladeoh, ,.n the 11th August, 1984, is hereby publiahnd
for general infunmatin ,-

THE 1JiK DEPOSIT I14SUX.NC ORDINLANCE 1984 

Ordinance No. LIII.of 1984 

ORDININCE 
to provide for the insurance of bank deposits 

WIEREtS it is oxpodiont to provide for insurance of bank doposits
and for matters connoctod therewith I 

NOW, THEREFORE, in pursuance of the Proclamation of the 24th Mrch, 1982,
and in exorcise of all powers enabling him in that behalf, tha Presldent is
pleaesed to make and promulgate tho following Ordinance I. 

to 
 8hort 	title.. This Ordinance may be called the Dank Deposit Insurance 
Ordinance, 19B3t. 

2o 	 Datinitics.. In this Ordinance, unless ther is anyththg repugnant in 
the subject or oontext,. 

(a) 	 "Bangladoh Dank" moans the Bangladesh Bank established under
 
Article 3 of the Order I 

(b) 	 " doposit", in rolati n to a scheduled bank, moans the aggregate
amount of thq unpaid balance due to its depositors, other than
the Oovomnent, a foreign Government, or a financial instituticn,
in respect of all their accounts, by whatever name called, including
credit balance in any cash credit account but does not Icude any 
amount duo outside Bangladesh ; 

(a) 	 "finanoil institution" shall hve the same moaning as is assigned 
to it in A'tiole SO(c) of the Order * 

(d) 	 "Insured xk" wana a scheduled bank insured under this 
Ordinnnoe I 

(e) 	 "Order" moans the Bangladesh Bank Order, 1972 (P.O. 	 Nc.127 
of 1972 ); 

(f) 	 "premiun" mors thu sum payable by an insured bank under section 
4 of this Ordinance ; 

(g) 	 "scheduled bank" shall have the same meaning as is assigned to it 
in Article 2(J) of the Order. 

http:I14SUX.NC
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5, Scheduled banks to be insured banks.- Notwithstanding anything contained
 
in any othor law for the time being in force.­

(n) 	 overy bank estAblishod niter the ocrimencomont of this Ordlnnnc, shall, 
on the dnto it in notified as a seheduled bank, stand insured with 
"di Bangladesh ",ank 

(b) 	 every schedulod bank in existence immediately bofore the commemcoment 
of this Ordinance shall, on such commncement, stand insured with 
the Bangladcsh Bank.
 

4. 	 Fcymrnt of pronime by innured lanks ,- (1) ?:very insured bank shall pay to 
the BangIndosh Bank a promiumn or. suuh of its deposits as may be determined by

the Bangli.dugh Dank at the rate of four paisa per hundred taka per annum ,
 

Provlod that the rate of premium may be varied by the Bangladesh Bank
 
with thu previous approval of the Govornmont.
 

(2) Thu promium shall be paid by the insured bank by charging its expemse
 
account,
 

(9) The promiun she.ll be payable at such time and in such mannor as thn
 
Bangladoh Bank may direct from tinm to time.
 

(4) Whero an insured bank makes default in the payment of premium, the
 
Bangladesh Bank may recover the promimux by deducting the amouit from the account
 
of the defaulting bank maintained, with the Bangladesh Bank. 

5. 	 L.ction against defaulting inrurod banks.- Whore an insured bank is found 
to be a do-'auLter in the matter of payment of premium on more than one occasion,
 
the Bangladrh Dank may, after giving the insured bank an opportunity of being
 
hoard, by, order notified in the official Gazette, direct the bank not to accept
 
any further deposit for such time as may be specified in the order. 

6. Liability of Banoladesh 3mlk ....-(1) Where an order for the winding up of an 
insured bank is r to, the Bangladesh Bank shall pay to every depositor of that 
Bank, in -:".cordanco %riththe provision of this section, an amount equal' to the 
amount 6f 1,in doposit in thab bank, but not exceeding sixty thousand taka, at 
the timo whot such order is made 

Provided that the ceiling in respect of the amount payable under this 
sih socbion May be raised by the Bangladesh Bank with the prior approval of the 
GovOriunoin'. 

(2) whoru a liquidator, by whatever name called, has boon appointed in 
respect of An insured bank which is ordered to be wound up, the liquidator ohall, 
within a period of threoa months frcon the date of his asseunhC offica, ftrnilsh to 
the WaInlidesh Bank a lint of dopositors, in such form oan nnnnor as may be 
Ppeoifi d h the Bangladesh Bank, showing the aiount of deposit of ach dopcsitor 

,Pnd ths a.:ro +t that rmy be cinimod by the insued bank by way of sot off against 

,3, The Beuiclade.-zh Dank shall, within two months from the date of rocoipt
of the list of donolitors tmdor sub-section (2), arrange paymant of the money
payablo to cech dopositor under sub-section (1. 

(4) For the purpose of this section, the amount of deposit of a depositor
shall be detormne afiter deducting from his total deposit any ascertained sum 
of money whish the insured bnur may be legally entitlod to claim by way of sot 
off againrt hUn in roopoot of that deposit. 

Contd.,, rP/3.. 
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7, Deposit Insanoo mund,--(.) The Bangladesh Bank shall maintain a Fund 
reforrod 

to bo onllod tbh Dopodit Inursnoe Fund, hereinafter in this sootion 

to as the Fund, 

(2) All amoumt roceivod by the Bangladesh Bank as promium from the 

insured banks dhall to credited to the Fund. 

(5) The Fund shall be utilisod by the 3angladesh Bank to make payment 

to depositors under section 6 and to meet chargos in connection with the
 

maintenance of the Fund.
 

8. 	 power to exempt.- The Government may, on the recommendation of the 
exempt any scheduledBangladojh Bank, by notification in the offioial Gazette, 

bank fron the operation of this ordinance.
 

H M ERSHID, ndc, psc. 

LIEUTENANT GENERAL 
President.DIL'dKA; 

Tho 11th August, 1984. HD. ADUL BASlHAR £UHUIYAN 
Deputy Socretary(twrnfting). 
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MW~jEXUjPF, Ini 

~T.iE?~TTSHlOWI D!rTAI1Q OF PpJt?{1UM
Pi..LD Off JCOUNT OF DMfoslT IISUUAUICE 

Taka 

LOWs Dopodt-i huld in tho noine
thu; GainrnmLat, forolgi, 

of 

govornrin~ts mid fitnancial 

Ls.Llqu-r(A Lf:Ic;uB an por Section
 
29 of tho) 11.'iing Coirponios

Ordfihn"' 19fl2 (P'lonino 
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* ...........
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... ..
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0 0... . . .. 
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AuthcoritudSim,nturo
 
Sal ofthe BaitC
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Appendix - III 
(TRANSLATED FROM BENGALI) 

(-overnument of tie People's lRepublic of Bangladesh 
Ministry of Finance
 
F'inance Devision
 

Banking Wing
 
Sectioln-I
 

No. MU(A[D)/Banking-l (13) - 2/85/ 62 Dated: 1-2-86 

I i ou: Md. Abdul Lbatif Mandol 

It : G[OVVIl1ll 17 

Bangladesh Bank 
il, ail Office 

Nniiaging Directors, Nationalised2. 
ageilvies, Conuriercial Banks/Loan giving 

ll('I(i Office, 
Dlaka 

;,,II oi't :Pool, tl.i I l, t o r H . t ia Iiii g Lmtutc 1/is/rIL rs of theNO'tiul,, l.Lsed Co,,[8,,er .. al htiik. and-loan tiviiig ageilesj and 
reqIM s~s iiaiiiation f tra inin 7 

.1havo boon dlr:c'ted to Iniform you that the following decisionshilvc Iotvi tiln byh ie (OmmVmliteo t regard1j.g tIto ruorgirillisati onaiigt[Ito t I ilnstLitutes/cunters of the bationalised Coimercialbanks and loan giving agencies i 
(a) Soatli Danlk will retaina their existing 7 training Institutes/Centers (after closing down 6 training Institutes at Rangpur,Dinajpur, Pabna, Faridpur, Noakhali and Mymensingh) 
(h) Ag9'anl flanak wI I. close down its Zonal "'1'rnining Centers. ILtItaillilly IIstitute(s) located in Dliaka will be strengthenedmeet tlje total requirements of training of officers 

to 
and other

employees of the Bank. 

(c) Other NC13s/Drls will retain their existing Training Ins titutes/Centers 

(d) The NCBs will earmark one of their Training Institutes/Centersotly for trcainiitiq thetr officers. These IlitiJtutes willdential be resi­and be located outside Dhaka, Chlittagong and Yulna.TheNCIs/IWs having their own land and building at Dhaka, Chittagoncand Khi Ina for 'J'raining Institutes/Centers need] nntitutos/Centars. not shift those 

(e) At present, duration of the Foundation Courses conducted by theNCIIs Is only 4 weeks, which is considered absolutely inadequate.llottce tlihe duration of this course shall be butweon 16 to 20 weeks. 
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(fi 	 Bangladesh Batik will formulate uniform guideline of course 
s jsalanib for iiparting trdiii.izg to different: ]ev(la of officers/ 
utiptoy'es of the NCDs, all iii consultation with the Ministry of 
Fiinance. 

(g) 	 in order to determtine the seniority of the Probationary Officer
 
the marks obtainied in the Foundation Course silou]d be added to
 
the marks of their entry exantinations. The training course rep­
orts should be included in the dossiers of Hie officers. All the 
NCIs/DFIs must ensure full utilisation of Hite facilities 
existent in their training Institutes/Ceiters. 

Z. 	 They arc requested to implement the above decisions and submit 
their implementationis reports to ihis Divisioni. 

Yours 	sincerely'
 

Md. Abdul Latif Mondol
 

Deputy Secretary
 

Not MF(Fb) Banking-1(13)-2/85/6 2 	 1-2-86 

lily t 	 Joint Secretary (Inivestment), Finance Division, Bangladesh 
Secretariat.
 

1-2-86
 

(Md. Abu Dakar Siddiqui) 
Section Officer 

Phone 	Not 23d111/3627
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BANGLADESH BANK BANKING CONTROL
TELEG RAM H-EAD OFFICE BAKIG T OL 

BANGLABANK DHAKA DEPTT. 

BCD CIRCULAR NO. 35 DATED THE 15TH OCTOBER, 1985 

ALL SCHEDULED BANKS 
IN BANGLADESH.
 

Dear Sirs,
 

SUMMARY OF CREDIT RESTRICTIONS
 
AS ON THE 30T( 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 circularise 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 various matters, contents of
 

relevant BCD Circulars and Circular letters should be carefully noted for
 

compliance to avoid any confusion.
 

lease acknowledge receipt. 

Yours faithfully, 

Enclo: 7(Seven) Sd/- xxxxxxxxxx
 

(Md. Buzruch Meher) 
Deputy General Manager
 

Ph: 281944 

Contd...P/2
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END'r. Nc. BCD(C) DATED. 

COPY FORWASDED FOR INFORMATION TO :-

I. 
 All Heads of Departments, Bangladesh Bank, Head Office, Dhaka.
 

2. 
 All Sections of Banking Control Department, Bangladesh,

Head Office, Dhaka. 

3. 
 The General Manager/Dy. General Manager, Bangladesh Bank,

Motijheel, Dhaka/Chittagong/Khulna/Bogra/RaJshahi/Sylhet/
 
Sadarghat, Dhaka. 

4. 	 The Joint Director, Department of Banking Inspection,
Bangladesh Bank, Chittagong/Khulna/Bogra/Rajshahi.
 

5. 	 The Private Secretary to the Governor, Gove:rnor's

Secretariat, Bangladesh HeadBank, Office, Dhaka. 

6. 	 The Officers attached to Deputy Governor/Economic Advisor. 

7. 	 The P.As to the Executive Directors, bangladesh Bank,
 
:!I'ad Office, Dhaka.
 

P. 	 The Secretaty, tlnistry of Finance, Government of the 
People's Republic of Datigladesh, Dhaka. 

'lhe Economic Adviser, Finance Division, Economic Adviser's Wing(Shed No. 27), Ministry of Finance, Govt. of the People's Republic

of Bangladesh, Pangladesh Secretariat, Dhaka.
 

10. 
 The Chief of Mission, Resident Mission, World Bank, 222 New
 
Eskaton Road, Dhaka.
 

Sd/- xxxxxxxx
 
(MD. BAZLUR RAHMAN) 

ASSTT. DIRECTOR 
PHONE: 	235000/411. 
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Enclosure to BCD
 
Circ 1lar No, 35 of 1985 

SUMMARY OF CREDIT RESTRICTIONS
 
AS ON 30TH SEPTEMBER, 1985
 

1. 	 Private & Personal Loans. 

Grant of private and personal loans by bb .as to private individuals
 

except demand loans against pledge of gold or qold ornaments FDR and other
 

financial obligations is prohibited. The loan limit against gold/gold orna­

ments is Tk.1500/- per tola of pure gold and the maximum loan limit per
 

borrnwer is to be determined on the basis of 15 tolas of pure gold. rhe 

rate b, interest on such advances is 16% per annum. 

(BCD Circular Nos.15 of 1972 & 45. of 1984) 

Adv,-.cus against FDR and
 
Other financial obligations 

Banks may grant advances against the security of FDR and other financial
 

obliationa viz Govt, Sanchaya Patra, ICR Unit certificate, Wage Earne.- Deve­

lopment Bond, Insurance Policies etc. subject to the following stipulations:
 

a) 	 Purpose:- Advances may be made for productive purposes as far as
 

possible.
 

b) 	 Interest:- hate of interest is 16% per aniurn. In the case of advancer
 
against ?DR 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% p.a.
 

c) 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.
 

d) 	 Valuations- For the purpose of advances, valuation should be made
 

as under:­

i) For FDR-Face Value.
 

ii) 
 For Govt. Sanchaya Patras, Wage Earner Development Bond­
current value i.e. face value plus interest as may accrue
 

as per rules.
 
"ontd... P/2
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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 prohLbited
 
Wo e.f* 28-11-1984. 

(BCD 	Circular Nose,45, 54 of 1984 and 11 of 1985)
 

3. 	 Advance against NFCD under 
Wage Earners' Scheme. 

Aovances against the security of NFCD receipt may be granted by banks
 

to the holder therec" only in the cas6 of genuine hardship sibject 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 against the balances in Foreign
 

Currency Accounts under Wage Earners' Scheme to the account holders only
 

upto 50b of the taka value thereof at official rate of exchange at an 
interest
 

rate of 1OX per annum. The period of repayment is 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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5, Advances against Shares: 

Advtrices aghinst 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
 

annum.
 

(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/- pe - party or under Duty Draw-back Credit Scheme Is prohi­

bited.
 

(BCD Circular No.17 of 1977, 10 of 1983)
 

7. Advances for Hire Purchase or 
Instalment Plans:
 

Advances to finance operations by banks under hire purchase or installment
 

plans except for machinery, equipments (imported or indigenous) which are used
 

for industrial or agricultural production and commt:rcial vehicles in the
 

private sector, are prohibited.
 

(BCD Circular No.15 of 1972) 

8. Advances against Real Estate:
 

Banks will not extend loans/advances against real estates as primary
 

securities except in the following cases:­

i) Credit facility to contractors in connection with works undertaken
 

by them for supply of goods and services.
 

Contd... P14
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ii) 	 In.the case of financing an industrial project the land and
 
building which form part of such project may be accepted as
 
primary security alongwith other assets of the project;
 

iiI) 	 Advances for construction of residential houses against real
 
estates 
as primary securities may be allowed by banks unto Tk.5.OQ
 
lace per party (including cost of land) minds any loan taken from
 
BBFC for the same purpose, from not more than one bank. Banks may
 
O1so allow such advances beyond Tk.5 lacs per borrower subject 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 huId0ng loans to their employees

and employees of financial institutions who have ohtiined l.,iru 
 fL(n 
their 	respective organisations under Staf 
House Building Advance
 
Scheme, but could not complete construction. The maximum credit
 
limit in such cases shall 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 inters
 
on such additional house building loans outside the staff house
 
building advance scheme is 16% per annum and maximum repayment
 

period 	is 15 years.
 

iv) 	 Banks may grant advances for construction of commercial buildings
 
against 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 N,..BCD(C)650/12

dated 	29-1-77).
 

9. 
 Advances against the socurity of Foodgrqins

and other Essential Commodities.:
 

Advances from banks against foodgrains and the following essential
 
commodities except to Government, Semi-Govt., Autonomous, Semi-autonomous
 

Contd...P/5
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Bodies and sugar mills are prohibited:­

a) All foodgrains and pulses; 

b) Wheat and wheat-flour; 

c) Oil seeds; 
d) £dible oil (refined, unrefined and hydrogenated); 

e) Sugar; 

f) Kerosene; 

g) Onion and Chillies. 

(BCD Circular Nos.15 of 1972 & 7 of 1979) 

However, in the private sector, exemptions are available in the follow­
ing cases:-


I) 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 su ject
 
to 30X margin requirement and each advance is 
to be adjusted within
 
21 days from the date of advance;
 

(ECD Circular Nos. 15 of 1976 and 23 of 1982)
 

II) Advances against oil seeds and edible oil may be allowed by banks
 
to Oil Mills for the purposes of:­

a) lifting 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 ctedit 
 acilities are subject to the following stipulations:­

a) Margin,: 

i) for lifting of Govt. allotted oil seeds/oil, the mari'n require­
ment should nbt be less than 25%.
 

ii) for opening letter of credit for iport of oil seeds (mustard
 
and rape seeds only) the rate of margin should not be less
 
than 5% nor should exceed 2,5% 
of L/c. value.
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iii) for allowing credit facility against imported oil 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%.
 

h) Retirement: 

i) Advances against Government allotted quota-of oil seeds/oil 
should be adjusted within 45, days from the date of adnance; 

ii) In case of rIM/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;
 

iii) 	 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;
 

c) Credit extended'ror lifting of Government allotted oil seeds/oil
 
or for import of oil seeds should be covered by the allotment letter
 
from the Government or confirmed letter of credit as tae case may be.
 
In respect of locally purchased oil seeds working capital requirement

of oil 	milla is to be determined on the basis of the following pres­
cribed 	norms ­

i) Number of ghanis in actual operation in the mills;
 
it. Actual operational daily requiremnt 
of seeds with a maximu 

of a maunds er ghani per day for 65 daysl 
iii) Holding of finished products for not more than 50 days' prow 

ductiont;­

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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III) 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 Bangladesh againist pledge of the same
 
subject to prescribed margin requirement of 50X 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
 
Department directly from the sugar mills for distribution to the
 
ration shops may be allowed at 
a margin of 30X subject to the
 
same terms & conditions regarding security and repayment period
 
as mentioned above.
 

(BCD Circular Norn. 4 of 1978, 10 of 1982, 9 of 1983 & 11 of 
1184).
 

10. Advancesagainst general merchandise:
 

Panl-s
may grant advances against general merchandise subject to the
 

following stipulations:-


A. Internal Trading:
 

I) Margin:
 

Advances against all kinds of general merchandise ,oxceptraw
 
jute, wherever adminissible in the private sector, including those
 
under Small Loan Scheme for the purpose of internal trading are 
subject to 50% margin requirement. The margin retluirement for
 
advnnces for internal trading by the sole di.;t.rbutors 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%.
 

II) Retirement period: 

i) Advances against the commodities listed below in both 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. Billets, Rods, Bars, Atigles etc.;
 
b) Dyes and Chemicals .id Pharmaceutical products;
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c) CoMent;
 

d) Electrical goods;
 

e) Consumer durables including Refrigerator, T.V. and
 
Radio etc.;
 

f) Cocoanut Oil;
 

g) Spices L all sorts;
 

h) 
 All kinds of Baby/Invalid foods
 
(Tinned or otherwise, and Glucose);
 

i) Soap/Soda Ash; and
 
J) Miscellaneous manufactured consumer goods.
 

ii) 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 date of
 

advance.
 

The above restrictions are, however, not applicable to the
 
advances to the manufacturing concerns against the above items
 
in respect of their working capital loans.
 

11) Rate of Interest:
 

The rate of interest o, advances for internal trading against
 
.imits upto Tk.1.00 lac is 16% p.a. and against limits exceeding
 

Tk.1 lac is 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 itenia including consumer
 
goods to commercial importers are subject to margin requirement of 25% and
 
are required to be retired within 45 days from the date of arrival of the
 
goods in Banglade, 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-im-ort finance facility by banks such as LIM/CC agdinst
 

the following imported commodities to commercial importers iF, however, res­

i) C..I. Sheet
 

tLi) Second-hnnd clothes
 

iMi) Palm Oil
 

iv) Sugar
 

v) Oil seeds & edible oil
 

(BCD Circular Nos. 17 of 1977 and Circular letter No. BCD(C)661/32
 
dated 17-4-80 and BCD(C)65'0/34 dated 22-9-1981, BCD Circular Nos.43 &
 
58 of 1984 and 9 & 17 of 1985)
 

C. 	 Valuation of the commodities menfioned at 10(A) and (B) above to be
 

pledged 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
 

c) 	 In the c.mse of all other commodities not covered by (a) and (b) 

above, the wholesale Price fixed by the Government and where no
 

such wholesale price is fixed 1'y the Govt., the ruling market
 

price to be ascertained by the banks.
 

(BCD Circular Nos. 28 of 1974 & 46 of 1984) 

11. 	 Advances acainst goods banned
 
for Import:
 

No fresh advances can be made nor any increase in the existing advances 

can bf, allowed aqainst goods lbirned for import. 

(BCD 	Circul;,r No.15 of 1972) 
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12. Advances against existing 
cApactt.y/;apitalassetst
 

Advmices against existing capaci-y and capital musets e.g. a running 

bus, truck, car and all other types of vehicles or launch or plant and machi­

nery and inventories 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 cr-ating 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 repair of water transport vessels (both passenger and cargo)
 

which are lying idle.
 

This restriction is also not applicable on advances for meeting genuine
 

working capital 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, ECD(C)650/10-35
dated 31-12-80, BCD Circular No.6 of 1984 and 10 of 1985).
 

13. Advances against lizard/
 
reptile skirns: 

Grant of advances by banks against the security of lizard/reptile skins
 

is prohibited.
 

(BCD Circular No. 32 of 1982) 

Cont. . ?/II 
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14. Advances to salt crusherw:
 

Banks may extend working capital finance to salt crushers subject to
 

the prescribed stipulations. Each drawing against such advances is to be
 

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.
 

i) 
 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%. Similar margin requirement og 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..
 

ii) 
 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%.
 

iii) 
 Opening of letters of credit on account of commergial 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, slices and betel nut is,*however, minimum 5O.
 

iv) The margin requirements mentioned above also apply to 
imports under
 

deferred 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 usual
 

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 purphase 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) Air-condi­

tionners (b) Complete By-cycles (c) Domestic Refrigerators (d) Elec­
tric Ceiling, Tahle 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 onl1 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 of 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 overdrafts 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 businebs 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 prohibiteo. 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 dated 5-2-75). 

18. 	 LOANS AND ADVANCES TO RELATIONS OF 
SANCTIONING OFFICIALS OF BANKS.
 

No loans and advances should be granted by the sanctioning officials
 

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 interested as proprietor, partner, director or guaran­

tor without prior approval of the Board of Directors of the respective bank in
 

each 	individual cases.
 

(BCD 	Circular Nos. 25 of 1975 and S of 1979). 

19. 	 LOANS AND ADVANCES TO THE RELATIVES
 
OF DIRECTORS C)F 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 arid companies in which their relations are interested as
 

proprietor, partner, director or guarantor without prior approval of the
 

majority of the Directors of the respective bank in each individual case,
 

excluding the Director involved.
 

(BCD Circular Nos.25 of 1975 and 5 of 1979).
 
-:0:­
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Deposit Procedures
 

Characteristics of banks - deposit aspects
 

Deposits are the main source of funds for a bank. One of the major functions
 

of a bank branch is therefore to collect deposits. The other major
 

function is 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 branch and also for its individual employees.
 

The procedure of setting up target is largely arbitrary. Branch managers are
 

not meaningfully consulted, nor the deposit potential of the area is studied 

before finalising the deposit target.
 

Achievement 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 depositors 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 branches. 

Types of deponit accounts
 

The rural bank branches just like urban branches, maintain the following broad 

cntegoriei of depository accounts : 

1. Savings Accounts 

- Chequing 

- Non-chequing
 

2. Current Accounts 

3. Fixed Deposit Accounts: For 3 06 12L, 4 and 36 months and over
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4. Deposit Pension Scheme Accounts 

5. Various !3hort Term Deposft 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 hank. 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 bank; (b) provide specimen of signature to be used
 
for withdrawal on prescribed specimen signature cards. 
 The 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 fiurnishing specimen signature,
 

pertinent legal documents such as deed of partnership for partnership firm, 
memorandum and articles of association, resolution of the board of directors,
 

certificate of incorporation in case of limited liability company, etc., have
 

to be furnished to the bank branch.
 

Introduction of an account
 

Identification of a depositor is considered very important. Normally a bank 

official, or an existing account holder introduc-sa new account. Usually 
second officer of the branch verifies regularity of an application in terms 

of compliance of account opening procedures. Then the application form, 
specimen siomature 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 cunter-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 deposit 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 branch 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 Fr-quercy of 

_ accounts balance maintained withdrawal computation
 
Tk.
 

1. Savings Accounts 
 Mnthly but 
- Chequing 10 N91 Twice weekly 8.5% recorded
 

semi-annua 1 l 
- Non-chequing 10 NS Twice weekly lG.5%4- -do­

2. 	 Fixed Deposits for:
 

3 months 
 NS NS No restric- 12% On maturity
 
tion 

6 months NS NS 
 -do- 13% -do­

12 months NS NS -do- 14% -do­
24 months NS NS -do- 14.5% -do­

36 months & over NS NS -do-
 15% -do­

3. Current Account 100 Tk. 102O/ -do- - ­

4, Deposit rensic.s 100 - -do-. 15% 
 Annually
 
Schemes 

5. Short notice term NS 
 NS -do- 4.5*3"/On maturity 
deposits 

I/ NS - Not Specified 

2/ This varies from bank to bank and flexible to a large extent 

3/ Miscellaneous other short term deposib may carry very nominal or no interest 

4/ 11, for rural areas. 
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It may be noted that requirements relating to minimum initial deposits and 

minimum balance are not strictly adhered to except in case of DPS. Flexibilit
 

practised in this regard reportedly facilities rendering better customer
 

service, and the is not seriously questioned by the bank's auditors.
 

Notification time for withdrawal
 

1, Savings Accounts(S.As) : 	Withdrawal from savings deposit accounts foO
 

more than 25% of the balance outstanding
 

requires seven days' notice in advance. This
 

is not strictly adhered top Back-dated notic$ 

given and accepted on the day of larger with­

drawals take care of this. This account cannot
 

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 I ycar 

or more term-deposits) will subject the depo­

sitor to forego interest for the incomplete 

six months. 

3. 	Current Accounts (C.As) S No notification is needed. But to draw for
 

more than the outstanding credit balance
 

calls for prier arrangements to 	that effect
 

with the banker. 

4. 	Deposit Pension Accounts s 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 : 	No restrictions exist on withdrawal from STD. 

However, contra deposit accounts are not 

withdrawable before completing 	elaborate
 

formalities. 

http:Accounts(S.As
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Procedures for making deposits
 

Cash deposits: A depositor has to fill-in the pay-in-slip which basically
 
provides columns for date, name of the account, accaunt number, amaint to bo 
deposited, signature of the depositor, etc. The filled-in-slip alongwith money
 
to be deposited is handed to the cashier over 
the counter. The c;,shier counts
 
the money, stamps "received cash", signs, gets siqnature 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 cheques: Procedure similar to cashi 
deposits is followed for deposits
 
by cheques/drafts except that a different pay-in-slip is jused for deposits by
 
cheques, drafts, etc. Difference may be in shape, size, color witfh very minor
 
variation in content. No credit is made to the account until the proceeds are
 
realised. Usually three employees namely the cashier, ledger keeper and an
 
officer are involved in each deposit operation.
 

Procedure for making wlidrawals
 

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 keepef who gives a closer look at the cheque before
 
posting the withdrawal figure in the ledger and then he passes it on to the
 
cashier for with stamppayment a on it "pay cash". The whole operationNmay 
,take 5 minutes to 30 minutes depending on whether it is a lean or a rusF 
hour oF the day. 
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Appendix VII 
A(;RAJ] flAIY1 

1OTIMEL 

Cl/CC/ 16/85
 
To all Rural Branches APRIL 10,1985.
 

Agrani Dank
Bangl adE sh, 

Re:- Cnmpalan for openinr- S/B
 
Dear Sir, A/C from Rural faml9 P.
 

It has been decided by the management to launch a Savings 
Account opening Campaign from Rurfl families with immediate
 
effect. The Campaign will start 
from Ist April'85 rind continue 
upto 30th September'85. The Campaign will be known as " Rural
 
Savings A/C Opening Campaign"
 

All rural Branch Manngers including the officers tand staff 
working there will be eligible to participate in this Campaign. 
The salient ferturobof the Campaign arc as under 

"If a Branch ranngcr can procure atlcast 2200 new
Rural Savings account with an average bnl~nje of 
not less than TK.500/-in cadh account,hc would be 
Lv(flI wit of turn promotion. The other officern­wiid mnritliern of the staff of the Branch will. also
bfi wutibly"y "'(:iunerated by he manngeiiic!nt." 

In vio% of the declaration as above given by the 'lnagement, 
it is expected that all rural Branch IManagers will accept the
 
challenge and qualify themselves worthy of -the out of 
 turn promo­
tion and thus build up their future career. 

All branch managers will be required to maintain list of
 
such accotrnts opened during.the Campaign period 
 in a separate
 
ledger and record 
 their day-to-day performance no that represen­
tative from Head Office who might visit their PrcinchOe can.check 
up their performance for awarding reward as declared above. 

This is important and urgent.
 

Yours, hfully, 

(-'01MafLnJ II TD) 
GBNEPI,.L IJANAGER. 

For information copy to t­

1. The M.D. 'c Sectt.,Agrani Bank;Il.0.,D lhka. 
2. All (;n rlcctt.,Agrani Bank,1.O.,Dhaka. 
3. All Zonul Heads. 
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GLOSSARY
 

AD w Assistant Dizector
 

AD - Audit Department (under MF)
 

AGP&T w Accountant General, Post and Telegraph
 
BA 0 
 Bonus Account
 

BB - Bangladesh Bank
 
BPO a 
 Bangladesh Post Office (synonym for GPO or GeneralPost Office)
 
BSC w Bonus Savings Certificate
 
DG - Director General
 
DSC - Defence SavIngs Certificate
 

DSO District Savings Office
 

EDA - Extra Departmental Agent
 
EDBO a Extra Departmental Branch Office
 
EDDA Extra Departmental Delivery Agent
 
EDSO - Extra Departmental Sub-Office
 

FDA - Fixed Deposit Account
 

FY Financial Year
 

5YBSC a 
 5-Year Bangladesh Savings Certificate
 
IFIC - International Finance Investment and Commerce Bank (Ltd.)
 
IRD 
 w Internal Resources Division
 

ISV Ideal Savings Village
 

MF Ministry Of Finance
 
MPTT - Ministry of Post,Telegraph & Telephone (synonym for 

Ministry of Communication) 

NSB National Savings Bureau 

NSC - National Savings Committee 
NSO = National Savings Directorate (Also referred 
to as
 

Department of National Savings or Directorate of
 
National Savings).
 

NSS -
 National Savings Schemes (Synonym for NSD product)
 
ODS - Ordinary Deposit Account 

PB - Prize Bond
 

PDO - Public Debt Office
 

Contd...P/2
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PLI - Postal Life Insurance 

Pw w Post Master General 

PO/POD a Post Office/post Office Department 

POSB . Post Office Savings Bank 

RDNS - Regional Directorate of National Savings 

SC - Savings Certificate 

SP - Sanchaya Patra (Bangla for Savings Certificate) 

TFYP w Third Five Year Plan 

TSO - Thana Savings Officer 

WEDB m Wage Earner's Development Bond 

Tk . crore = Tk. 10 million.
 

Tk.1 lac - Tk.100 thousand.
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EXECUTIVE SUMMARY 

I. Study Objective and Methodology 

There are two parallel and interacting bureaucratic organizations 
in Bangladesh with similar responsibility for mobilizing the
 
population's cash savings "surplus" earnings.or They are i 

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 mobilizing deposits under National Savings Schemes (NSS)
 
through the wsale" of savings certificates, stamps, bonds,
 

and Post Office Saving Bank depository account services.
 

It is the objective of this report tos 1) comprehend salient
 
organizational characteristics and scope of operations of the NSD/PO 
savings programt 
and 2) to focus on the program's interfacing with
 
the banking sector saving system" by identifying points of redundancy, 
frictiont complementarity and areas 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 otrength, such as it is, is predominantly urban rather than
 
ru ill the vast majority of its sales value is institutional rather
 
than individual. While NSD Post Office Savings Banks ac-:ount for the
 
largest share of ISS business, NSS could hardly survive without the
 
nearly one-third of its business that comes 
through '6he banking
 
system. Yet even with negligible operating and overhead costs, NSD
 
revenue as a percentage of tot-I bank deposits,during the last three
 
years has boa 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. 



- 195-

To some extent, the NSD competes inequitably* with the banking system 
but very ineffectively. Does it serve any useful purpose 7 if rot, 
wouldn't savings mobilization be improved if all inputs were brought 
under the authority of the Bangladesh Bank and the banking system 7 

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 bankA 
BB and NSB officials;
 
and by several field visits.
 

II. Description of the Situation
 

1. The.Subject Organization iS the National Savings Directorate
 

(N5D). It is:
 

- a bureaucratic entity of the GOB, which functions
 

- under authority of the Ministry of Finance and performs its
 
services and "sells" itsproducts
 

- directly through four (4) National Savings Bureaus (NSB)
 

- and indirectly through
 

the banking system -
Nearly 5000 possible agencies
 

the pst office system (about 1300 offices belonging to
 
the Post Office Department of the Mipistry 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 .e
 

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

yran~td lo VI ,j,. 

' in al1, some 7G24 P.O. outlet3 Qre authrlr17nd to function as POSBs. It

is just not known how many actually do so. No records are kept.,.
 



2. The purpose of NSD is nation-wide savings mobilization directly
 
for the GOB's general fund account, the proceeds being defined
 

as government borrowings from the public. Rturns to owners of
 

NSD products are tax exempt.
 

3. 	 The Business of NSD is officially stated to be: 

- 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)" 

4. 	 NSD Services and Products include:
 

1. 	Defence Savings Certificates (DSC)
 

2. 	5 Year Bangladesh Savings Certificates (5YBSC)
 

3. 	Bonus Savings Certificates (BSC)
 

4. 	Wage Earner Development Bonds (WEDB)
 

5. 	Prize Bonds (PBs - actually, lottery tickets which retain
 

their face value even if never drawn).
 

6. 	 Post Office Savings Bank (POSB) Services 

a. 	Ordinary D- osit Accounts (ODA)
 

b. 	Fixed Deposit Accounts (FDA)
 

c. 	Bonus Accounts (BA)
 

7. 	Postal Life Insurance (PLI)
 

8. Savings Stamps
 

Membership is listed in Annex 3.
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Remuneration of Distribution Factors:
 

a) 	NSD employees are compensited on straight salary basis only.
 
However, they, and they alone, receive prizes when area or
 
product-wLse targets are met or 
exceeded.
 

b) 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 
-	 Floatatton fee is Tk.2000 per each Tk.10 million sales 

c) 	Commercial Banks receive a -'mmission 
of 1% of proceeds on the 
sale of NSD produjcts to individuals and ,Tk.0.25 per sales tran­
saction with institutions. 

d) Independent Commission Agents (CA) receive 1% of the face value
 
of 	their sales to individuals. They are not permitted to make
 
inistltutonal salej. CAs do not inventory product. Rather, they 
bring customers to a bank or post office which disburses the
 
product. The sales slip is sent by DSO to BB for payment. BB
 
sends payment back to DSO for collection by CA.
 

e) 	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 during the life of the policy.
 

f) 	The POD and Fanks receive 1% and 0.5% on sales of new and 
reissued 1'rizp [onds, respectively. 

g) Individual Rank and Post Office employees receive no compensa­
tion personally for selling 1,SD products. District level NSD
 
staff receive awards for mobilizing savings even though only
 
the 	NSB staff actually do any direct selling. 

6. Gross Sale-s of NZD products in 1984-85 were:
 

Tk. 1547.0 million of which: 
 Post Office Savins Acounts
 
Included Not Included
Falks sold about 30% 48% 

FOs sold about 57% 31% 
NSns sold albout 14% 22% 
Total 
 100% 100
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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.
 

7. 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 Bangladesh Bank*
 

th? office of the Post Master General1 the NSB Section of the NSD,
 

RDNSs and DSOs.
 

8. 	 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.
 

9. 	 All NSD accounts are located in and managed by the Bangladesh
 

Central Bank. Such accounts are held in the name of individual
 

NCBs, DFIs, other Banks, NSPs, the NSD, and the P.O. Dept; the
 

latter on behalf of all post offices, branches, agencies and
 

POSBs.
 

10. 	 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 arl 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 ?" 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 the scheduled 
banks are much more adept than the Post Office network at mobi­
lizing savings in the form of depository or theaccounts in 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 trairing be
 
provided to all Post Office employees and agents who are expected
 
to serve the saving and investing public. They must also be pro­
vided incentives if they are to assume such responsibility with
 
any degree of enthusiasm. Logically, the trainin 
 should bf- obtained
 
from the BIBM. And existing empirical evidence indicates that
 
an individualized incentive system should be introducced t,aL is 
based on remuneration by modest but realistic commissions also
 
applicable to scheduled bank staff who move national sr-Aings
 
products cost effectively.
 

2. 
 The Rural Finance Project Manager, speaking independeitly '11d
 
exclusively for himself adds specific recommendations. In suviary, 

he recommends:
 

a. Establishment in the BB of a Deputy Governor (DG) or 
itleat*
 
an Executive Director (ED) who would have exclusive responsi­
bility for overseeing all matters pertaining to nItional
 
savings and investment mobilization.
 

b. Establishment of a SavingsBB Mobili7ation Departrment (51S.u) 
whose General Manager would repQrt directly to the L; or LU 
for Savings Mobilization. 
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c. 	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.
 

d. 	Bring under the authority and budget of the T3SMD all existing
 

facilities and personnel of the NSBs and DSOs including exist-.
 

ing free lance Commission Agents.
 

e. 	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.
 

f. 	Immediately develop and begin conducting specialized training
 

programs via BIBM in Savings and Investment Planning, Marketing,
 

Mobilization and Accounts Management.
 

g. 	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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NATION4AL SAVINGS SCHEMES
 

1. 	 Historical Background - Pre-Bangladesh 1/ 

National Savings Schv,.es 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 Buireau (NSB) based in Simla, India, 

was established in 1943 to coordinate and administer the national 

savings program. The basic purpose of the bureau was to provide 

funds for financing World War II. 

After the partition of British India in 1947, the original 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 Nattonal Savings (of Joint Secretary status in the
 

Go'.ernment of Pakistan). The organizational set-up of the Central
 

Directorate of National Savings is in Table 1. The Central Directorate
 

lasted until 1971.
 

2. 	 The National Savings Directorate (NSD) - Post-Pancladesh
 

2.1 	 Following the emergence of Bangladesh in 1971, operations of
 

the former Central Directorate were simply continued by the
 

same organization. But its name was changed to the Nat±onal
 

Savings Directorate (NSD) or Directorate of National Savings
 

(DNS). In this report, the terms NSD, DNS, and NSS (National
 

4avings Schemes) denote the same program and are used inter­

changeably, as appears to be. the official custom. The organir
 

tional structure of the NSD remained the same as the Central
 

Directorate until 1982.
 

1/ 	 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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Organizational Set-up of the Central 
Directorate of National Savings (as 

of 1971) 

Ministry of Finance
 
(Govt. ofI Pakistan) 

Central Directorate of
 
NatluriaL Savings 

(Chief Director) 

Dir Director 

LWest Pakistan) (East Pakistan)

I I
Deputy Deputy 

Directors (7) Directors (4) 

Assistant Natoal Assistabt 
Directors( 191 Savings Directors( 12) 

Officers (12) 

TABLE -

Savings 
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 Savinqs" 

(Popularly referred to as the "Enam Committee Report") recom­

mended an organizational revision. The original organizational
 

structure and the reconmended one are reproduced in Annexes I 

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
 

were
increase, 27 posts of Thana Savings Officers (Annex 2) 


abolished. The number of clerks was reduced, from 2 to I 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 NSD, It is believed 

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. 

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 Director, and one
 

/ 	These administrative units do no marketing. The NSBs which are the
 
operational disbursing wings of the NSD are not included here.
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TAITIE- 2 

STRUCTURE OF NATIONAL SAVINGS ORGANISATION 
IN BANGLAD)ESHI 

tIistry of Finance 

Directorate of National Savings 

DhChtt 
RDNS 

agong 
RDNS 

Rajshahi 
RDNS 

Khulna 

NSB 

Dhaka -2 17 15 16 16 
N~rayangonj - I District District District District 
Chittagong - I 

Savings
Cffices 

Savings
Offices 

Savings
Offices 

Savings
Offices 

RNDS m Regional Directorate of National Savings. 

NSB - National Savings Pfureau. 

Source: National Savings Directorate, Dhaka: January,1985.
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Senior Deputy Director (both based at the Dhaka Head Office)
 

and 4 Deputy Directors, one for each of the Divis~ona] Offices,
 

including one for the Dhaka Divisional Office. The District
 

Savings Offices (DSOs) are headed by Assistant Directors.
 

The NSD had 376 employees as of December, 1985. TIhey are
 

distributed as follows:
 

- Officers Class I 78 

Class II 66
 

Sub-Total 144
 

- Clerical Staff 155
 

- MLSS (Members of the 
Lower Subordinate
 
Service) 77
 

Total 376
 

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 is repor­

tedly a number of offices where there is no off,1cer at all.
 

2.5 	 Functions of the NSD:
 

The functions of the Directorate are:
 

a. 	 To draft new savings schemes for the Government. 

b. 	 To prescribe annual promotional targets for all field
 

officers.
 

c. 	 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
 

financial 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 main role of the
 
NSD is conception, adlertisement 
 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 major Account
 
(Government non-food Account Number 1).
 

3. 
 The National Savings Committee (NSC)
 

3.1 
 The NSC was constituted by the Investment Wing, Finance Division
 
of the Ministry of Finance in January 1977 with 18 members (r4lsed
 
to 19 in 1985). 
It's purpose is to act as an advisory or steering
 
organization to banking and non-banking sector organizations
 
involved in the mobilization of national savings. Notification
 
of its formation is annexed hereto in Annex 3. 
Until 1985, the
 
NSC remained mostly inactive. Reportedly 
there were no meetings
 
of the NSC from October 1982 to January 1985. No records of Qny
 
earlier meetings were to be found at the NSD office.
 

3.2 The NSC met twice in 1985 
- once in March and once in August. At
 
14 August meeting, the Committeethe faced a large agenda as the 

annexed minutes indicate (Annex 4). The Secretary of the Coro,,ittee 
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 its savings performance reports to the
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Internal Resources Division (IRD) as was decided 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 from various organisations/insttu.
 

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).
 

4. 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 sank is responsible for the printing, control,
 
storage, management and sales of Prize Bonds and Wage 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)
 

I . .. 	 I' o r i
 
Authorized BB NSBs (4) Commercial POSBBanks 

Agents (30) 
Can sell tp 
Individuals 

Autonomous under NSD (about 3300 rural 
branches) Autonomous 

(about 71530rural 
branches) under 

MPTT 

only. 

BB = Bangladesh Bank
 
MPTT - Ministry of Posts, Telephone and Telegraph 

NSB = National Savings Bureau 
NSD = National Savings Directorate 
NSS = National Savings Schemes
 

POSB = Post Office Savings Banks
 

0 Number of POSBs as on 30.6.85 was 7624 of which: 

70 
Upazila Sub-Offices 	 401 

R 1 16 

Head Offices 

Sub-Off Lces 
Extra departmental sub offices 341 

Branch Offices 12 
Extra departmental branch offices= 5984 

of rural POSBs is 7153. PleaseBased on this estimate, the number 
see Annex 5 for details.
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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 available. The Bangladesh
 
Bank does not receive a commission/fee for the sale of NSD
 

products. Instead, it gets a "Management and floatation charge"
 
which is discussed 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. Howevez
 

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 remarkea 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 Chittagong. These bureaus
 

are all housed on Sonali 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.
 



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 host is selling the same products. It
 
appears that the NSD does not set any "targe",or quotas for
 
its NSBs: Therefore, NSB officials are not eligible for the
 
prizes NSD grants annually to its "best" employees. The NSB
 
is allowed to maintain a Tk.5000/- fund always on hand for the
 
purchase/encashment of Prize Bonds. If none are on hand, the
 
NSB official simply purchases them from another bank and resells
 
them. Interest rate calculations are done ht NSB offices by the
 
employees. No 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 exact 
-oer and locations of banks selling NSD products is unknown, 

although 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
 
dealing 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 country (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 order4 Consu­
mers have been heard to complain that the banks win the 
majority
 
of Prize Bond awards. This is a legitimate 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 
ny action
 

It is reported that targets were set for the first time for NSBs in
 
FY '85-'86.
 



to ronIpe them to selI the productr .r bmnk:: are autonomous 

bodies. NSD officials believe that very few commercial banks 

(except Sonali) carry NSD productr. 

4.4 	 Individual Commission Agents: Individual Coiph:sion agents ate
 

being used by NSD sinco June,. 1985. The appointment of these
 

agents was based on a recommendation by the Chairman of th,- T"'.
 

The function of such agents is limited to the sale of three 145U
 

products on]y-DSC. , RSCs and 5YBSCs. The program is on an expert­

mental stage. The orlinal plan had boon to appotnt 44 cowir,,!X.'
,ij
 

agents (2 in each of the 20 former districts and 4 in tlarayanqa;,nj 

industrial area). It was not possible to make .ill of the appoi)rt-" 

ments for various reasons. Also, many of the original appointees 

were dropped as they were unsuccessful in mobilizing any inv,.,!.[-­

ment Within 2 months of their appointment (as per the ;,gericy 

contract rules). Current number of commission agents is about 30. 

They are appointed by the NSD, but may not be selected from aoung 

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 .- on a
,orkinq 


salary cum commission basis.
 

The position of conimission agents is unique among NSD's disburse­

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 agent to any institution 

(a bank, a POSB or a NSB) selling NSD products. The relevant 

institution will in hurn 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
 

is 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 institution of sale for any subsequent with­

drawals or encashments he may want to make. 
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Commission agents sign a fidelity bond on appointment. Their
 
appointments are based on the recommendation of the Govt.
 
District Chairman and the Assistant Directcr of the District
 
Savings Offici. They are allowed to mobilize savings of indivi­
duals only. The reason for this 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 conimission to them. Also
 
institutions may not need individual sales person assistance.
 
They automatically invest directly in NSD products on a regular
 
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 2 000/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 as 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.
 



Organizational Structure of the Postal Departme
 

G.P.O.
 
(General Post'Office)
I 

Head Office
 

I I 
Class I (A) grade Class II (B) grade


All old district (H.O)
I New upgraded district (11.0)I 

Sub Office
 

SII 
Sub Office 
 Ex. Dept. Sub Office JDA -1
 

(Dept.) (E.D. S.O) IEDDA -I I 
Branch Office 
 Ex. Dept. Branch Office FDA - 11 

(Dept.) (E.D,.1O) LDDA - I 

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 district H.O.
 
Junior level officer.
 

Sub Office - Dept. Office in account with a H.O.
 

Extra Dept. Sub Offite - In account with a H.O. but headed by an 
Extra Departmental .Agent (EDA) 

Branch Office (Dept.) - In account with a Sub Office (any kind) 
headed by a Dept. Official 

Extra Dept. B.O.(EDBO)- In account with a Sub Office headed by
 
an Extra Dept. Agent.
 

EDDA - Extra Departmental Delivery Agent.
 

Source: Publiahed book of the Postal Departmentq 1982.
 



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 hot function as
 

POSBs. Field visits were undertaken partly to clarify the
 

discrepancy between the statements of 
the Post Office and the NSD
 

officials.
 

4.5.1 Visit to Manikganj District H*O., 
Postal Dept., Manikgan1:
 

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 very 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 Manikganj
 
Head Office. It Ls considered to be a "transfer" within
 

the Postal system. No money changes hands. Certificates are
 

sold at face value to customers. Monthly statements are
 

sent to the Offices of the Post Mast(r General and the
 

Director General at the G.P.O. in Dhaka. All statements 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 is 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 dos not require'renewal.
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4.5,3 Gorpara EDSO and ISV - an example of NSD outreach: 

Gorpara .is located about four miles north of Manikganj 

town. It is easily accessible by car although most of it
 

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 regu­

larly visited by an NSD official (every two months).
 

Two female voluntary NSD agents mobilize resources in
 

the Gorpara ISV. These voluntary agents receive no form
 

of remuneration whatsoever other than occasional prizes
 

for effort.
 

The EDSO 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 reportedly 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 Depo'sit passbook 

accounts (ODAs). There are 79 ODA holders. Present depo­

sit size (principal only) is about Tk.900/-. 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 (Manikganj in this case) and withdrawals are 

also brought from there. 

4.5.4 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 1l1 7624 post offices may operate as 

POSB&# 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

lity of NSD products 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 maihtained and no P.O. or NSD 

officials are aware of the location and number of optra­

ting POSBs. Nor does anybody know what NSD products they
 

are selling.
 

5. 	 Remuneration of Distribution Agents
 

The agents are reimbursed in the following manners:
 

5.1 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 charget and
 
Tk.1000/- per Tk.10 million of sales as a payment for "managing" 

NSD accounts. 

5.2 R4weretion 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 account 
of the Accountant General Post and Telegraph (AG, P&T) and 
debited to the NSD account at the BB. The fee schedule is Tk. 1.50­

per savings depository transaction by the POSB and Tko.00 per 
transaction (sales/encashment) of savings certificates.-! Total
 

_/ 	 The higher fee of Tk.1.50 per transaction of POSB accounts is 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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 TABLE - 4
 

POSBs and Commercial Banks - outlets, terms and products
 

ow t Poat Offices (about 7$24)
Rate dommercial ' ' Product 341401 12 -4 

_ _ _5000 
of r. banks (about 70 341_ _ _ pazil 816 12,I 54Ebranches) , OS.Os. EDSOsS.O . B,Os EDBos 

Defence Saving Certificate .21 
 x 
 x x xBonus Saving Certificate 
 .22 
 x 
 x x 
 x
 
5 Years Bangladesh Saving

Certificate 
 .18 
 x x x xPrize Bond 
 rizesEPrzes a - _ . x


WEDB e2 -----


Savings Stamps ---. . ..
 
Call deposits (inter bank-


... lending ) 045 x
 

Current (checking) 0 x
 

Fixed Deposit Accounts ­

3 months through <6 months 
 .12 
 x
 
6 months through <1 Years .13 
 x
 
1 Year 
 .15 
 x 
 x 
 x
 
1 year thr 
 < 2 years .14 
 x
 
2 Years 
 .155 
 x 
 x 
 x
2 years thr 
 3 years .145 
 x
 
3 years 


.16 
 x 
 x
 
3 years .15 
 x 

Bonus Accounts (6 years) 
 .22 
 x x 
 x
Postal Life Insui 
nce 
 Bonux
 
Deposit Pension Scheme 
 15 
 x
 
ODA (non-checking) .115 
 x x x 
 x
 
Savings/non-ghecking 
 .10 x 

urban)
 

.11
____________rural) 

Savings/checking 085 X
 

urban)
.105 

rural) -

Contd....
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TABLE - 4 (Contd.)
 

Notes:
 

I/ 	 WEDBs are sold only at those financial institutions maintaining a
 
foreign exchange account within Bangladesh and by all Bangladesh banks
 
abroad.
 

2/ 	 A sort of periodic "dtvidend" 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 otherwise stated.
 

-	 NSD refers to its rate of return as '"rateof profit."
 

- Despite a substantial amount of effort, it was not possible to 
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 officials in Dhaka. There are about 7153 Post
 
Offices as against about 3325 bank branches in rural areas.
 

Source: Statistical Yearbook, Bangladesh Bureau of Statistics, 1984-85.
 

Economic 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 (Annexc 9). 
For the sale of Prize Bonds the Post Office
 
receives 1%of sale pt'tce for fresch bonds, !I of sa]e price 
for reissued bonds (Annex 7). 

For the sale of PLI, the Post Office receives Tk.2.00 per policy 
at the time of sale and Tk.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.
 

Commission Agents receive 1% of sales proceed. These agents
 
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
 

Cart ii- DSO
 

Sle of SDr J care of
Sale ofJSD 
 s le' filing of claim (via

product by
Aent througI certificate of sale).

POSB, NSB or 
 receipt of commission
 

Thp National Savings Bureau (NSB) officials are NSD employees
 
;and receive their saliries from the Auditor General's OffIce 
-(under MF) like all other government employees.
 

Annex 9 exhibLts the amount of remuneration paid by 0SDto 
Banks and Post Offices in order to orerate its savings schemes. 
Tt also s',ows NJD': total operating cost as a percentaige -o its 
total Investment. 

5.4 



5.5 Commissions to scheduled banks 
are paid according to the follow­

ing rate: 1% for the sale of certificates to individuals and
 
Tk.O.25 for the sale or encashment of certificates to institu­
tions (Annex 8). The difference between sales commission rates
 
and institutional fees could mean either that:
 

I. 	 NSD wishes to discourage the sale of its products
 

to institutions, or
 

2. 	 NSD believes that institutions will invest in NSD
 
products anyway, so why pay more than Tk.25f
 

For the sale of Prize Bonds, banks receive 1% (of salp price)
 
for the sale of new bonds. 3% (of sale price) for the sale of
 
reissued bonds (Anrnex 7). Commercial banks must purchase the 
Prize Bonds they obtain from the Bangladesh Bank.
 

5.6 Remarks about Commissions paid 
to Post Offices and Commercial
 
Fanks: Contradictory statements regarding the amount and method
 
of remueration by NSU to its agents made necessary numerous
 
trips to the Bangladesh Bank, 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 Bonds,
 
the other for Savings Certificates. They are reproduced in Annexes
 
7 and 8. The first is 'aGOB order. The second does not carry any
 
official stamp. One was issued in 1976 
 the other carries no date.
 
These are the official documents being followed by the B.B., 
the
 
NSD and the commercial bank visited (IFIC). Any 
order prior to
 
this one was not evident in the institutions visited. It appears
 
that there is 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.0.25
 
for all encashments (institutional and non-institutional) of sav­
ings certificates. The official order prescribes a fee payment for 
institutional sales only. Neither NSD nor BB officials 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
 
hecausp the off icil order regar ding payment to the Post Off lree
 
was unavailable.
 

6. 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, 
h of all NSD scripts are stored in the Bangladesh Bank, in the WSD 
office and 
 in the General Post Office.
 

Scheduled bank head offices and branches make indents exclusively 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.D. 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 party
 

requesting them.
 

Post Office Depots (Dhaka, Chittagong, Rajshahi, Khulna) make indents
 
to the NSD and collect products from it. The PoO. 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 Prize
 
Bonds are printed externally (abroad). 
 There is an ample supply of
 
products at the NSD office, the main Post Office depots and in the
 
Bingladesh Bank vault.
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CHANNELS OF DISTRIBUTION 

,.,(Does not conduct 

V.. . . . an y sa les ) .. ..­

i0 

F~idun Dhak O DepotsI
 
A S NSBs Dhaka,Chittagong,
,,Khu]lna R BB 

a shahi ) |
 

IDI.O.t Scheduled Bank Scheduled Bank 

(Head Office) (Branch)
 

~EDM 
IBO& EDB 

Indent for NSD Products
 

Delivery of NSD Products
 

Note: As a matter of policy, 11 of the total amount of NSD scripts ar6 stored 
with the Bangladesh Bank 11 with the GPO and with the NJSD.
 
PBs and WEDBs are stored in BB premises and are supplied from there to
 
the scheduled Banks, the P.O. Depots, and NSBs.
 

*- Monthly statements regarding the status 
of NSD products are sent by the

P.O. Depots, the NSBs, t-he,1ndividual.Agents and the BB to the NSD.
 
All agents must collect the products themselves from the NSD (scheduled

banks must collect from the BB), 
PBs are paid for on delivery.
 

BB - Bangladesh Bank 
BO Branch Office 
EDBO * Extra Departmental Branch Office 
EDSO = Extra Departmental Sub-Office 
NSB National Savings Bureau 
NSD National Savings Directorate 
PO - Post Office. 
I-i) Head Office 
* Commission (Individual) Agents do not carry any NSD Products with them.
 
Their only link with NSD in this table is for claim & receipt of Commision
 
(See Section 5.3).
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7. 	 NSD Products - A profile of National Savings Schemes 

Tables 6 and 7 illustrate the various products offered by the NSD.
 

In a_ tion to these products,the NSD also has 40 villages under its
 

Ideal Savings Village (ISV) program (Table 8).
 

Most NSD certificates carry an investment ceiling. There are two
 

probable reasons for this s
 

1) 	 Since returns are tax-exempt, the ceiling had to be placed due to
 

cost considerations on the part of the government.
 

2) 	 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, 

Tk. 10,000 and Tk. 50,000. Certificates mature at 8 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 

maturity, 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 BY NATIONAL SAVINGS SCHEMES (NSS) 

Interest rate on NSS 

Atioryforgsa n I MF Target for sale/deposit of securities 
Advisory organi-

mobilization _ 

NSC 

1H ] 
Operational cost of scheme 

Education/ notiva IRD Cost of NSDI Publicity Charges to AudLt
D~t n C
 

tion of people Z-N
DO*
 

towards NSS 
 -1
 

NSS
 

Savings Stamps DSC. BSC- WED'P POSB
PB PLI ISV Program.5. alue) r 21% r - 23% No r. prizesoffered only 
 Tax rebate on 
 (40 villages)
I 1 I premiumsI-­
5 Yr. BSC. BSC ODA- Yr.FD- 2 Yr.FDr - 3 Yr.FD BA­r - 22% r- 11.5% 
 r 15% r -11.5% r = 16% r 22% 

BA 
 Bonus Account 

BSC NSC National Savings Council
Bonus Savings Certificate 

DSC - Defence Savings Certificate 

NSD National Savings Directorate 
ODA Ordinary Deposit Account
FDk Fixed Deposit Account 


IRD PB Prize Bond
Internal Resources Division 
 PLI -ISV Postal Life Insurance
Ideal Savings Villages 
 "PCSB Post Office Savings BanksMF Ministry of Finance > 
WEDE Wage Earner's Development Bond 

Returns 
are Tax-free
Organizational Chart of NSD appears in Table_2.
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TABLE - 7 

NATIONAL SAVINGS SCHEMES (NSS)
 

ADMINISTERED BY NATIONAL SAVINGS DIRECTORATE
 

1. 	 DefenSe Savings Certificate. (DSC) 

2. 	 Bonus Savings Certificate. (BSC) 

3. 	 5 Year Bangladesh Savings Certificate. (5-YBSC) 

4. 	Price Bond. (PB)
 

5. 	Wage Earners' Development Bond (WEDB) 

6. 	 Post Office Savings Bank (POSB)
 

I Ordinary Deposit Account (ODA)
 

ii) Fixed Deposit Account (FDA) for
 

a) One year
 

b) Two year
 

c) Three year 

ill) Bonus Account (BA) 

7; Postal Life Insurance (PLA) 

8. 	 Savings Stamps 

Source: National Savings Directorate, Dhaka, January 1985. 
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TABLE - 8 

LIST OF IDEAL SAVINGS VILLAGES(Tsv)
 

Village 
 District
 

Sharol ia 
 Dhaka
 
Shibalaya 
 Dhaka
 
Isl ampur 
 Dhaka
 
BIrampur 
 Dhak a
 
Mok sedpur 
 Mlymensi ngh
 
Bonali 
 Ja.a1Ipur
 
Kana ipur 
 Fari dpur
 
Bedgram 
 Faridpur
 
Jhikorhat 
 Faridpur
 
Mirer Betka 
 Tangail
 
Pi rozpur 
 Rajshahi
 
Nowhatta 
 Rajshahi
 
Rajarampur 
 RaJshahi
 
Ekdala 
 Rajshahi
 
Nothurapur 
 Dinajpur
 
Protab 
 Rangpur
 
Mdl a 
 Bogra
 
Gupinathpur 
 Bogra
 
Kul gaon 
 Chittagong
 
Bal agata 
 Chittagong Hill
 

P.T.O.
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TABLE - 8 (Contd.) 

Tracts 
Kri shnarampur Noakhal i 
Fol eswar Noakhal i 
Dulipara Comilla 
Dati ara Comilla 

Moishadi Comilla 

Bal ikandi Sylhet 

Kadamtol I Sylhet 
Mohonpur Sylhet 
Arpin Nagar Sylhet 
Labsha Khulna 
Sreephol tol a Khulrna 

Satiantola Jessore 
Burabaduri a Jessore 

Rasulpur Jessore 
Karnakhati Ba risal 
Kanal nagar Bari sal 

Sh ikarpur Bari sal 
Isanil Bari sal 
Hazrahati Kushti a 
Kal i shank erpur Kushtia 

Total 40 

Source: National Savings Directorate, Dhaka: January, 1985 
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There is no investment limit on the DSCs (Table 9) purchased by 

individuals. It is said thata presidential order in 1976 oyi,,pted 

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 employers for their 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 employees, 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 NSBs. The denominations in which
 

these certificates are issued are Tk. 50, Tk. 100, Tk. 500, 

Tk. 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. Other­

wise, interest has to be foregone by the investor. 

Certificate earnings and cash-in-values are tax free. No rebates
 

are allowed aqainst 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 certificates are Tk. 50,000 for individuals and Tc. 
1,00,000 for joint holders. They notcan be bought by corporate 
bodies, political authorities, Non-Government Organizations
 

(NGOs). 

7.3 
 5-Year Banladesh Savings Certificate (5-YBSC, Table 11)
 

Issuing authorityz BB, NSBs, POs and banks
 

5-YBSC was introduced on October 1, 1973. They can be purchased

and encashed in all operative units of NSD. The denominations of
 
the certificate are Tk. 10, Tk. 50, Tk. 100, Tk. 500, Tk. 1,000,
 
Tk. 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. 

7.4 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
 
reissued. The purchasees may appoint beneficiaries to receive the
 
proceeds in case of purchasees death.
 

7.5 Post Office Savings Bank (POSB) Depository Accounts and Savings
Certificates (Table 13) 

The POSB is an operative agent of the NSD. Since post offices
 
are within reach of both rural and urban masses the GOB depends 
on these facilities for inculcating better savings habits among 
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the people, especially those in the low income groups. POSB
 

facilities are reported to be available in about 7624 POs in 
BangIddesh. But as noted in the "Summary of remakks 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 regulations governing the savings 

schemes are fixed by the MF, GOB. 

The following are savings schemes of the POSB: 

i) 	 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 regulations are quite 

similar to those of commercial banks. The maximum allowable 

balance is Tk. I lakh for individuals and Tk. 2 lakhs for 

joint holders. 

ii) 	 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 deposits 
are T. 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
 

minimum deposit is Tk. 1,000. 
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Minors cart open Fixed Deposit Accounts on their own and 

adults cart them their Local Msopen on behalf. author '.. 

Municipalitiles, Up,izila Councils, registered coo1'd-ratitves, 

etc. can open FDAs. Cooperatives, 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. 

iii) Bonus Account (BA, Table 16)
 

These accounts have a fixed period of 6 years arid carry a 

simple interest L-ate of 22% per annum. The deposited money 

can be withdrawn before the expiry of the six year period 

but the depositors will receive no interest if encashed
 

before the expiry of one year. Returns on these accounts 

are exactly like those of the BSC. Interest earnings are tax
 

free. Accounts can only be opened by individuals, joint 

holders, or by non-Lsiness/government organizations on
 

behalf of their employees. The minimum amount of such depo­

sits is set at Tk. 100. The maximum BA deposit limits is Tk.
 

50,000 for individuals and Tk. 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. 

7.6 Wage Earner Development Bond (WEDB, Table 17)
 

Issuing authority: Scheduled Banks with Foreign Currency
 
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 financing 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 Curfency Accounts). They may be purchased 
only in foreign oirrency by tie Wage Earners, themselves, or by 
persons authorized by them against their foreign earnings. The 
Bonds carry simple interest @ 23% per annum4 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 avai]able)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
 

loins 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. 

7.7 Prize Bond (PB, Table 18) 

Issuing authorityt BB, POSBs, NSBs and Scheduled banks 

Unlike other savings bonds and certificates the PB holder does
 

not receive any interest. Primes 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. 50 only. Draws are
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held every alternate month. These Bonds can be bought, sold 

or transferred openly. They are available In hatxkb, LAOs 

and NSBs. Prize Bonds are issued in Series identified 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 follows:
 

Taka 

One prize 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 5 categories 75,000 per draw.
 

This is speculative in nature. Prize winnings are tax free.Only
 

bonds which have been issued in the market at least one month 

before the drawing date are qualified for prizes. Sexies 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. 

7.8 jostal Life Insurance (PLI, Table 19)
 

Issuing authority: POs only
 

There are six major types of policies a]l of which ar4 ordinary
 

or individual policies. Premiums can be paid of a monthly or
 

yearly basis. Current bonus rates on policies are 4.2% per 

annum of the insuted amount for whole life insurance policies. 

All insurance policies in this scheme are guaranteed by the GOB. 

All such policies ae'e available only at head and Sub-Post 

Offices. The six types of poliries are :
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1. Whole Life Insurance Policy 

2. Endowment Insurance Polic* 

3. Etidowment Education Insurance Policy 

4. Endowment Marriage Insurance Policy
 

5. Accidental Death and Disability Insurance Policy 

6. Insurance without Medical Check-up. 

There is an assessment of total income versus total exptniditure
 

every 2 to 3 years for the PLI program. The balance outstanding
 

is distributed among all PLI policy-holders as a "bopnus".
 

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 authority: POs and NSBs
 

Savings stamps are available in Tk. 0.25, Tk. 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 account.
 

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 living 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). Savinqs officers would periodically conduct savings
 

campaigns in collaboration with local volunteers and local influe­

ntial persons. They would personally approach each household 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 vi]lages that performed well. Unfortunately 

the program was not as successful as it should have been. 
Probable reasons are : 

i) 	 Lack of initiative and proper planniro by the NSDjprimarily
 
because of lack of field staff.
 

ii) 	 Abolishment of Thana level Savings Officer posts in 1984
 
and non-replacement 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 personal
 
contact or on the spot and impromptu group discussion is 
very 	helpful for moulding habits and training 	the minds of 
rural poor. 

The program was not extended any further. Table 8 lists the 
names of the existing number of ideal savings villages. 

8. 	 Summary of NSSInterest Rates
 

interest

Simple/ rateson various NSs fixedis by the MF, GOB. The current 
interest rate on different Schemes is shown below i 

SimpleNSS Rates of- 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 for completed years only. No 
interest Is for broken of year.allowed a period a 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 bonks make payment of thie redemption value which is 
written on the body of the certificate. Interest on POSB FDAs is paid 
for complete years. he interest on FDA is paid by the POs when the 
depositors approach the postal counter on completion of the term of6. 

their accounts. Interest on POSB ODA is, hqwever, 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 POs concerned for posting in the 
ledger and the relevant passbooks of the depositors. There is no 
integrated control over maintenance of POSB Accounts. Interest is 
calculated and ledqer accounts are maintained both in Head POs and the 
AD, 	 GOB. As a result of this dual control posting in the depositor 
passbooks is delaye'd and in some cases interest is not posted in the
 
depositor passbooks for several years. 

9. Summary of Returns and Benefits of National Savings Schemes (NSS) 

Returns usually offered by the various NSS can be classified under two 

headings : 

i) Interest, and 

ii) Monetary and fiscal benefits. 

The rates of interest and the other financial benefits associated with 
individual schemes are set.forth below : 

1. 8-Y DSC 1. 	 21% simple interest or 13.11% 
compound interest, per annum 

2. 	 Income tax rebate on purchase amotirit: 

3. 	 No income tax on returns 

4. 	Can be used as collateral for loans
 

5. 	Can be used as security deposits
 
6. 	Sold by banks, NSB , Post Offices,
 

and 	 Commission agents. 
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2., 6-Y BSC 1. 	 22% simple interest or 15.06% 
compound Int6cest, 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) ODA 
 11.5% compound interest per annum
 

ii) 	 FDA:
 

One year 15% 
interest per annum compounded semi­
annually
 

Two years 
 15.5% interest per annum compounded
 
semi-annually
 

Three years 16% interest annumper compounded semi­
annually
 

iii) 6-Y 	 BA 22% 	simple interest or 15.06% compound 
interest per annum
 
No income tax on returns
 
Available only in Post Offices.
 

5. 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 schedulpd banks
havi ng a foreiqn currency accunlt
within Bangladesh and allby B3anq.La­
desli bnks abroad. 

http:B3anq.La
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6.. PB 1. Prizes offeredt 

Eich series of Prize Bond is awarded 
100 prizes in the following manners 

1 prize of Tko 50,000 Tk. 50,000

I prize of Tk. 10,000. Tk. 10,000

4 prizes of Tk. 1,000 each 
Tk. 4,000
 
4 prizes of Tk. 
 500 each Tk. 2,000
 

90 prizes of Tk. 100 each Tk. 9,000
 
100 
 Tk. 	7 ,000
 

2. 	Frizfs are tax free
 
3. 	Sold by hanks, NSBs and P09. 

7. PLI 
 1. 	Tax rebate on premiums
 

2. 	4.2% siimple interest (bonus) per annum on 
the insured amount for whole life insurance 
or. around 3.5% compound interest per annum 
on annual premiums. 

3. 	3.3% slimple Interest (bonus) per annum on
 
the insured amount for endowment insurance
 
or 2.91% per annum compound rate on annual
 
premilums. 

4. Returns are tax free 

5. Security against loss of benefit 
famlly of °hc insured due to death, 
disability or both 

6. 	Wide range of policies 

7. 	 Guaranteed by the Governrme.nt. 

8. Savings Stamps 1. In denominations of Tk. 1, Tk. 0.50 and 
Tk. 0.25. 

2. 	Sold by N5S1 r nd PVo,;t Offices. 

Compound interest rates of NSS 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 tLhe inflationi rate the NSS can be attractive to the inv:d;ors. 
The table below shows the compound rate of interest on various NSS. 

http:Governrme.nt
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Compound 
IntIl No. of Ending interest 

NSS deposi t yers sum rate Rank [ig 

DSC 100 08 268 13.11% 7 
5-Y BSC 100 05 190 13.70% 6 
BSC 100 06 232 19.06% 4 
WEDB 100 05 214.97 16.65% 1
 

POSB
 

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% 4
 

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. ill-17). 

10. National Savings Schemes (NSS): Growth Rate 

The growth rate of NSS has been measured on the basis of the average
 

simple growth rate of the outstanding balances. For the measurement
 

of growth rate, the NSS have been classified into following five
 

heads t
 

) SCs (excluding PB and WEDB)
 

i) WEDB
 

iII) PB
 

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. WEPB grew at the rate of 204.25% per year since its 

Introduction in .1980-81. PrImary reasons for the high growth rate of 

WEDB include : 
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) It offers the hiqheit interest rate (23% simple inte ost 
which works out to 16.65 at compound rate p.a) among 

the NSS. 

ii) It provides death risk coverage ranging from 30% - 50% of 

the investment for investment of Tk. 25,000 and over. 

iii) Absence from the ccmintry of the investors; thus, no with­

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 is 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 average 
annual encashment of PB is 77% of the average annual investment, the 
factors responsible for a reasonable high growth rate seem to be : 

1) Attractiveness of Prize Bonds as gifts for social occasions.
 

ii) 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 t 

i) In 1980, when the Interest rate structure of NSS was re­
organizedi the rate of interest on 5-Y BSC was not increased.
 
This drastically discouraged investment and actually, no
 

investments in this scheme occured in the years 1981-82
 
and 1982-83. However, the interest rate was raised in
 

January, 1904, and sales have recommencd.
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11. New Products 

Three 	nw NSD products are expected to be marketed shortly. They are: 

I. 	 A 3 year Sanchaya Patra (Savings Certificate) at 16%per annum. 

2. 	 An Automatic Pension Scheme similar to the Deposit Pension 

Scheme. Deposit limit will be from Tk. 100 to Tk. 1,000. 

3. 	 A social security scheme (under formulation).
 

12. Sale of NSD Products
 

some statistical information on indivi­12.1 	Tables 9 to 11 depict 


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 limit 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 

neg-itive 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
 

50 PBs are preferred to its Tk. 10 denomination ones.
its Tk. 
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GROSS AND NET I 4'VFqT 'rNT T1
 
DEFENqE $.?VI NG; CFrtI' TCNT r ­

(Taki in rillion)
 

NetYear Grots tr nt
inv-2st. n t inves
Year 


1975-76 30.70 33.70 

1976-77 134.09 179.30 

1977-78 !57.63 116. 10 

1978-79 2)3.5) 137.00 

" 
1979"80 201].7 172.90 

1980-81 523.80 351.93 

1931-32 175.3- 317.23 

1982-83 589.90 361.23
 

433*4581. 21983-84 
287.1
553.31984-89 

fourcc: National Savinrj'; I)irectoratc, Dhaka. 
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GROSS AND NET TNVESTME IT IN 
BONUS SAVINGS CEATI2ICNTE 

Year Gross 
investment 

(T:i3 in Mniillion) 

Net 
investrent 

1977-78 12.00 

1978-79 30.90 

1979-,80 31.90 

1980-81 57.90 

1981-82 64.44 

1582-83 62.30 

1983-84 73.7 

1984-85 78.7 

Source: National Savinqs Directorate, Dhaka. 

1 .90 

23.90 

26.20 

39.70 

43.)0 

40.50 

43. 3 

29.7 
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TABLE - 11 

rROSS AND NET ENVEST:IENM IN 
5 YEAR BANGLADESH SAVINjS CERITI-CTE 

(Tak-3 in million) 

Year Gross Not
investment 
inves trent 

1977-78 '6.70 16.70
 

1978-79 27.70 25.70 

1979-80 32.'10 21.00 

1980-81 16.90 
 - 02.90
 

1981-82 3.99 - 12.96 

1982-83 0.90 - 9.20 

1983-84 33. 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)-

FY Post Office Savings ICertificates I Total 

Bank DeposLt Account PBs mid WEDBs 

On 16.12.1971 276.30 280.90 557.20 

1972-73 399.40 319,30 718.30 

1973-74 424.10 368.70 792.80 

1974-75 402.00 445.00 849.70 

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 2835.00 

1983-84 809.50 2642.30 3451.80 

1984-85 949.40 3040.20 3989.60 

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 

PERFORMAtJCE OF POSBs DURING THE LAST 5 YEARS
 

(Taka: in million)
 

Year I Passbook Accounts 
Deposit I Withdrawal I Net 

Savinqs Certificate 
Investment Encashentl Net 

1980-81 452.3 402.0 50.2 215.5 158.5 57.0 

1981-82 467.4 459.6 7.7 186.5 139.3 47.1 

1982-83 479.9 425.4 54.5 154.6 204.6 (499) 

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 Officet Dhaka.
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TAPI1, - 14
 

GROSS AND NIET DFPOPT, IN 
ORDINARY ACCOUNT OF P'YT OFFICE f'VIT'1.4 poLtK 

(Taka in-million) 

Year I 
nvest ne.t ,let

inves tven t 

1974-75 247.5-0 (145.90) 

1975-76 209.10 ( 3.00) 

1976-77 2041.00 ( 7.201 

1977-78 213. 30 1.40 

1979-79 229.50 ( 9.00) 

1979-30 269 .60 13.10 

1980-81 231.30 -1.90" 

1931-32 279.57 (14.30) 

1982-83 254.70 (21.30) 

1983-84 274.8 (24.7) 

1984-85 310.4 (20.3) 

Source: National Savings Directorate, Dhaka. 
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GROSS AND NET DFP'jSITS.PJ 
FIXAD ACCOUNT OF POST OIFICE YNVINGS "?NT( 

Mia in m-illl-,n) 

Year Gross 
investrent 

Net 
investrnent 

77-78. 16.20 ). 70 

1978-79 16.50 1.30 

1979-80 21.70 2.60 

1980-81 52.00 23.39 

1981-82 75.56 35.32 

1982-83 122.20 64.00 

1983-f4 236.8 142,0 

1984-85 283.5 154,1 

Source: National Savings firectorate, Dhaka. 
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BONUS 
GROSS AND NET DEPO!ITq T

ACCOUNT OF POST OFFICt c.AVT. !Gp BANK 

(Cak.a in Million) 

Year *Gross 
investment Net 

investruant 

1977-78 69.50 15.30 

19.78-79 61.00 32.30 

1979-80 65.90 23.1i 
1980-81 119.00 21.00 

1981-82 112.27 16.76 

1982-83 103. 10 11.30 

1983Z84 110.0 4.0 

1984-85 106.5 (12.26) 
5ource: National Savings Directorate, Dhaka. 
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TABLE - 17
 

GROSS AND NET INVESTMENT AND OUTSTANDING 
BALANCE ON WAGE EARNERS BOND 

(Taka in million)
 

er ss I Net I Outstanding
Year invustment 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 

1983-84 61.3 60.6 114.71 

1984-85 58.4 51.8 166,51 

1985-86 (as on 31.12.85)- 56.59 223.10 

Note: "Outstanding balance" is a cumul'ative estimate of net investment
 
figures. W[LDBs were introduced during FY 1980-81. 

Source: National Savings Directorate, Dhaka.
 

http:31.12.85
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TABLE - 18 

GRO!SS AND NET INVESIVTIT AND OUTSTANDING 
BALANCE CU PRIZE BONDS 

(Taka in million) 

Year f Gross 
 Net Outstanding
investment 
 investment 
 balance
 

As on 31.12.72 

i1
 

1972-73 

1973-74 
1974-75 20.30 16.40 31.4 
1975-76 
 14.70 9.00 40.4 
1976-77 27.30 20.40 60.3 
1977-78 
 30.40 
 17.00 
 77.3
 
1978-79 25.20 6.10 83.9 
1979-430 31.40 3.30 87.7 
1980-81 35.20 9.90 97.2 
1981-82 34.46 
 4.33 
 101.6 
1982-83 46.90 
 16.70 
 117.2
 
1983-84 43.1 16.2 133.4 
1984-85 57.2 26.1 159.5 
198 9-86(as on 31.12.85) - 3.3 162.8 

Source: National Savings Directorate, Dhaka.
 

NSD officials believe that the sale of their certificates and bonds
 
(particularly, sale of PBs) has been adversely affectedduction of by the intro-National Bonds (NB). NBs (maturity between 2 and 5

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 limit. Interest earned is tax exempt.

Interest rates range from 13.5% upto 16% compounded annually. 

http:31.12.85
http:31.12.72
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STATISTICAL INIOIUATION ON POSTAL LIp IIISUIIE. 

tkble - 19 

1. POLIC! rSsuJDj­

ear" No.ofpoltou Sum assurod 

4 404 1,99,80, 000/-(for 6 months) 
197;-73 14,452 6, 80, 19 000/­
1973-74 13,900 7t60,96,000/­

1974-75 I, 243 8,06, 06000/­
1975-76 9,966 6,78, 48,000/­
1970-77 11,54T 8164,13,100/­
1977-78 12, 377 10, 29, 16,000/­
1978-79 16 858e 1667,68,000/­
1979-00 15,167 
 16 I03, o1,O00/­
10010-01 lg 34T 21,80,00- 000/­
1901-82 13,294 10,83,13,000/­
1982-83 10,916 16,29,80,000/­
1983-84 10, 148 15,94,13,000/­

2. Premium in oomel PL Bromium 

Tear 

1972-73 2; 10, 39469 
1973-74 lV411S3, 20
 
1974-75 
 1,449t64, 270 
1975-75 lt41,-0,928
 
1978-77 
 1', 65, 79, 23
 
1977-78 
 1,97p991 368 
1978-79 
 2,23, 23, 099 
1979-80 
 3,50,94,114 
1980-81 
 3,40 31,402
 
181-82 
 4,82F 48 505
 
19082-83. 
 3, 18 ?9,941 
1983-84 4
 6" , 30,000

zn
3 j984allknow,-65 of'ofFhnds-6,300p-

Tear- Amount
 

1971-72 8,04, 88, 81 
1972-73 9,10,81,818 
19T3-74 9', 83,50, 771
 
174-75 
 10, gO; 91,.504 
1975-70 
 I1,68, 6 06W
 
1976-79 
 12 42,-25,788
 
1977-78 
 13, 36t 1 ? 093
 
1978-79' 
 14 28, 64, 7U 
1979-00 
 16,49, 20,409

1980-81 
 17,18,04,00

198 ". 19 84p07,430
 
198p,-83 
 20:78, 61,372 

1083-4 Zt { , ,,', Can td...Ir/!.. 
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4. Management cost',- M=O.am.nt oost,- Income on A/0 of PLI ]mzd. 

1972-73 30,904:.1 44. i7 ,J43 
107 -74 37, 31,0,3; 54t 14 t 726 
11974-75 
197.-76 
1976-77 

45,15p765 
47,72,572 
48,31,989 

6107,700 
64 t 9 0, g8,' 
66t 4, 601 

1977-78 87,03,124 75,05.913 
1978-79 82, 02, Be5 79,82,968 
1979-80 93,80,797 91.09,'316 
1980--31 l102,80? 31 98, 09, 420 
1981-8P 99,36,358 I t 04, 33, 68a 
1981-03 

1903-04 
1,41,PB,709 
1,43t84,006 

118,085,84 

61 CI31m So'tledTs-

Toav flo'w of oases.. Amount paid. 

1071!-72 
197 2-73 
1P73-74 

1748 
3548 
P431 

30, 01,000 
60,50,700 
52,15,682 

1974-75 227T 42,54.,771 
1975--76 8327 60,66,277 
1978-77 67;T 88, 32, 69 2 
1977-78 4871 89, 30,410 
1970-79 4299 80,67,971 
1979-80 4181 84,82,082 
1980-81 4256 93,45,177 
1981-03 4396 1,00,75t401 

195854 639T 2;90?16Po39 
1980-84 6343 3t33,41,000 

6. Loan t-

Year Nolg of oaogo Amount, paid 

.1972-73 10,82,870 
1973-74 11,33,806 
1974-95' 
1975-76 
1978-77 

11, 74t08 
11,44 t 330 
10,94,125 

1977-75 18, 19, 020 
1970-79 16,e 50t 00 
1979-80 1253 17,51,960 
1980-1 1287 19,07,8 

198i-82 1480 25t58,817 
198V-03 1726 34,99p 374 
1983-84 1463 32, 7P, U10 

'Ontd., .. ]P 
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7. Poioter info 31 

Year Nf icawImja-ed e 

X968-9 
1Mg9-70 

1970-71, 

19T1-72 

19M-T 

1978-74 

1974-76 

IOTS-76 

IM-77 

1977-78 

1978-79 

IM9-80 
1980-81 

1981-82 

71,585 

80 006 

85t736 

a4,779 

93,980 

1,00,933 

1, 10,674 

1, 09v 076 

1 1, 696 

I, 24p 044 

1t ,6 03 

1,47p589 
1,62,680 

1,71,6)78 

19i 45 13p 225 
23,83,56,909 

2680109 p167 

27, 52 23p 058 

33, 05,t6t 173 
38p90, 39p919 

4d, 25, 23, 592 

49, 05p 64g 603 

56,45,66 018 

05p10, 00242 

79 20,p96,077 

94v401041995 
,ltp12, 28V 818 

1, 82, 99 t 66t 417 

1982-83 t,77,203 147p 99, 24 f726 

1983-s4 1,82,008 I, 60v 59,98, 726 

Sources Bangladesh Post Office, April 1986 

SO.2s/84*/ 
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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
 

little change from year to year. PLI happend to be the oldest
 

insurance institution in the country. NSD feels*thnt it lacks 

good 	management and supervision. These deficiences have probably
 

hindered its growth. 

12.2 	 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. eercentage 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%.
 

thrcugh NSBs (about 4 outlets) - 14% 

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 NSRs about 97%. Given the fact that net - gross ­

encashments, the following may be deduced s 

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 investment.
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2. 	 Commercial banks appeir to contain some individual consu­

mers who c.rilt1ur' :o r.ncash/wlthdraw their NSD products. 
Baks also tmy li;jwvf some Instttutional Investors who 

purchase larqe volumes of NSD products but rarely encash 

them before maturity. 

3. 	 NSBs contain primarily institutional investments. These
 

are hardly ever eicash-d before maturity. New certificates 

are purchased when older ones mature. 

An interview with NS) officials revealed the following facts
 

that further explain the situation. They are :
 

1. 	 POSRs were establishe4 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.
 

2. 	 Commercial banks have been selling NSD products since 1966.
 

There have necessarily been some encashments of certificates
 

and bonds from them.
 

3. 	 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'8 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 to 1985-86 (Upto 31.12.1985) 
(Sale by Agents)
 

(Amount in Million Taka) 

Year Grs 
Gross 

Through Banks
%(Net/I 
1%os I Net 

Through Post Offices
I%(Net/ 
Gross %(Net/ Net 

__Lo 

OThrough National
BureauIo 

Gross %(Net/
ross) 

SavingsI 
Net 

Total Investments 

Gross %(Net/ NetrosN)) 
1980-81 358.50 47 169.70 669.80 16 108.40 57.80 99.8 57.70 1086.1IC -31. 335.80 

1981-82 336.20 55 183.50 654.20 8 55.10 71.90 98 70.40 982.30 31 309.00 

1982-83 403.70 71 287.00 634.60 72. 4.60 174.30 97 169.30 1212.60 38 449C 

1983-84 454.00 70 319.10 790.50 17 135.80 169.50 96 161.90 1414.00 44 616.80 

1984-85 450.80 50 225.70 875.40 13 115.20 220.80 93 206.10 1547.00 35 547.00 

1985-86 275.30 
(Upto 31.12.85) 

- 180.40 454.10 - 66.40 139.80 - 133.50 869.20 - 380.30 

Average 59 1"2% 97% 

No. of National Savings Bureau is only 4. 
Source: National Savings Directorate, Dhaka, April 1986. 

07 
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TABLE - 21 

TOTAL ALE BY BANK, POST OFFICE 
AND SAVING4 BUIIAIJ 1979-80 TO 1982-83 

(Sale of Products by Agents)
 

(Tk. in million)
 

Dank Post Offce IBureau 

1. 	 Defence Certificate 239.3 137.3 94.2 

2. 	 Bonus Savings Cettificate 19.3 29.6 6.7 

3. 	 5 Year Bangladesh Savings
 
CertifiLcates 6.3 3.1 21.5
 

4. 	Postal Savings Bank ­

(a) General 	 - 271.3 

(b) Fixed Account 	 67.9
 

(c) Bonus Account 	 - 100.3 

S. 	 Prize Bond 3.7 - 0.1 

6. 	Wage Earner's Development
 
Bond 	 23.5 

Source: National Savings Directorate, Dhaka: January, 1985. 

Note: PBs sold by Post Offices 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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"'TI ON':,Al S AVI NGS S CI! 'IS 1 N 
.U AL AND U.Rfr7N A .CF.:. 1 o-r.-j9 

Scheme 

Ordinary Azcount of Post Office 

Saving Cer:ificates 

Prize Bond 

Defence Savina Certificates 

Wage Earners' Bond 

Fixed Account of Post office 
Saiig Bank 


i3onus Account of Post Office 
Saving Ban:, 


5 Yeary Bangladesh Saving Certifizitey 


Bonus Saving Certificates 


Source: National Savings Directorate, nhaka: 


TABLE - 22 

O t. IQ92-1983 

(Th. in million) 

R_ 1_1rbin 

107.26 1117.44
 

3.56 '64.5
 

100.45 	 !903.52
 

2.7) 51.53
 

11.40 273.56
 

23.06 433.21
 

1.03 77.51 

12.?7 235.07 

January,1985.
 



-261 -

Finally, if Postal Savings, PBs and WEDBs are eliminated, it
 

the most suc.-P-,'ful vendors of
is round that banks are by for 

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 

9.6 to 1. Thus,
the ratio between PO and bank 	 savings is about 

accounts sale of NSS certificateswith the exclusion of savings 


is about :
 

Sale of DSCs, BSCs and 5-Y BSC -


Taka in Million
 

By Banks 265 48 

Post Offices 170 31 

122 22NSBs 

100Total 557 


on their savings bank accounts
12.3 	 POSBs oFfex higher rates of return 


(Table 4) than those offered on bank deposits. Yet, given the
 

number of POSBs in the country, their savings mobilization
 

This is a
 
function is not as impressive as might be expected. 


matter of concern and requires further study.
 

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 POSB is not 
a bank 

services other than acceptingas such. It offers ro banking 

deposits and processing withdrawals. POSB accounts are 
considered 

May not equal to 100 due to rounding.
 



by many not to be worth the "hassle". Disadvantages might have

been overcome if real rattes 
of return were sufficiently attrc­
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 portfolios. So the
 
cause of the POSB inferiority must be sought elsewhere.
 

Table 22 shows that the vast majority of NSD products are sold in
 
urban areas. The ,kijority of POSds are located in rural regions 
(Annex 5).
 

13. Encashment 
of NSDproducts
 

13.1 
 The Prize Bond Section in the Bangladesh Bank receives deposits/

encashment slips for all NSD products from NSD agents (with the
 
exception of the Post Office Department).
 

1. 
 In the P.O. Section the "dispatch clerk" checks the signa­
ture, seal, date, amount of interest applied, etc.
 

2. 
 Tley 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 Januia bridge) 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 dealt

with in this section by the relevant desk clerk (in charge
 
of "commission").
 

4. As mentioned earlier all depos.t/encashmenlt 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 certifi­
cate for encashment is normally asked to wait for a few days.
He Is reimbursed only after the bank's account at the Bangladesh 
Bank has been creditPd with that ambunt. 

14. Annual Investment Tar et.s 

NSD performoince is measured by achievement 
of annual savings mobiliza­
tion t-ircets. A tarqet for any particular year is stated as a percent
of increase over the previous year's actual performance. NSD officials 
(the Director, the Deriuty Director, four Regional Directors and the
Assistant Director theof Statistics Section) prepare annualthe target. 
Aliocation of targets division-wise, district-wise and by field
 
officers (WSWs) is also dwir, during these NSD deliberations in Dhaka. 
The final authority in the setting of targets is the Internal Resources
 
Division of the MF. The process Is cumbersome. First NSD presents its
 
target plans to the rro]y 6i:eting NSC which may or may not modify them 
before sending them back to NSD. NSD next forwards USC approved 
targets to the IRD/MF which fixes them finally. In 85-8fFY targets 
were set thefor first time for NSBs, banks, Commission Agents and 
the POs.
 

Funds mobilized under the NSS program constituted : 

5.6%_/ of total bank deposits in June 1983 

! /4.8%. of total bank deposits in June 1984 

and 4.3%- / of total bank deposits in June 1985 

I_/ Tk. in million : Tk. 2835 NSD Investmernt/50980 bank deposits 4w 5.6%
 
Tk. 3452/71584 " 4.8%
 
Tk. 3989/93563 i,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 bank invert 

ment Is declininq can only be explained by the recent rapid growth i,, 

banking facilities as well as the natural superiority of the banking 

institution in the field of finance, savings and investment. Perhaps
 

also, many people feel more comfortable about investing in hnk
 

products where they have an idea of the manner in which the. money is
 

beitig deployed. On the other hand, there is no clear-cuit policy 

indical|inq the uses to whi1ch funds mobilized under the NSS may be put. 

15. Awardnito- e,,iyc', for -1v targetsich iq/Pxcee.I ing annual 

The NSD aw.ards arnual priz-s of Tk. 5,000 to its Assistant Director and 

Tk. 3,000 to Its Savinis Officers in tHie District Savinas Offices (DSOs) 

for exce.dlno/aclhiiwLn that year's set target. One can argue that such 

rewards are not. entli1ely deserved since DSOs are not responsible for 

the ;ctial Is -i of 14SD pfrduVl2s. DSOs are ad,,Inistrative bodies that 

are there to conduct proinotional campaigns, advertize and perform 

public relations work. AN NSC proposal (Annex 4) to reward Post Masters 

of POSi3s that perform well. has not yet been adopted. This Is not an 

argument against officers of DSOs receiving rewards t but an attempt to 

point out the fa .t that such a system makes sense oaly ir those indivi­

duals actually selling fle products are rewarded as well.. 

16. NSD budget for Advertizing and Publicity 

The NSD annual bidet for prom(otion is based on performvince over three 

prececdng years. The proposed budget, prepared by the NSD is sent to 

the I1D and then for final approval to the Budget Wing of the HF. The 

Budget Wing may or iioy not modify the total amount. The "approved" 

allocation Is then retrur,.i to the NSD and appears in the national 

hdget. as a I ; expend"iiOn-c n,?]i't tire. 
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NSD Promotion and Publicity Budget Summary • 

(Tk. in Million) 

FY Allocation Actual Expendi ture 

1981-82 3.6 2.9
 

1982-83 2.5 2.5
 

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 Budoet
 

Wing. Annex 1, gives an account of NSD promotional activities during
 

1984-85. 

Despite an inflation rate of about 12% and ovr-all improved performance 

of the NSD, the annual promotion budget has been declining or .howing 

no chanqe. 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) 

I tem 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.?2
 

Seminars 0.08
 

Office sign boards 0.05
 

Maintenance 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 : 

T.V. - 30 sec. news mid-break - Tk. 4850 + 15% tax 

T.V. - 30 sec. film mind-break - Trk. 6975 + 15% Lax 

Radio - 1 muin. - Tk. 7M'4 + 15% tax (on holidays) 

Tk. 392 + 15% tax (on weekdays) 

Newspaper - from Tk. 54.9 - Tk. 95.5 + 10% tax for each column Irrcil. 

Front page advertiseient is 100 and often, 200, of th(nee rates. 

The NSD official remarked that rnany of the publicity proqrams; utilized 

previously can no loncer lt-! pursued due to rtsing costs. The use of 

documentary films, a popul,.ir way to fdmiliari-,.e poople ,-.iLh 1S1D products 

in the pe4t, has been disconl-ined. Given current televinion spot rates, 

only aLout. 11-12 "spots" (.10 !',fornd ads) are poss!.blel.,.r ye,,r. Radio 

and newspaper are mmoJ . we;.ls of US1the [:onui-n promotina iiroducts. 

Other means of promtion aro" brochures, posters, leaflet house-Lu­

house campaigns, and morilIly muagazines. 

17. Operatlonal Cost of National Savings Schemes 

Annex 9 contaIns a yearwise break-down (from 1972 to 1985) total 

operational costs of the WSD, and investment and operational costs of 

the schemes under it. Investment and expenditure in 1984-85 are 

reproduced below : 

(Tk. in Millior) 

FY 84-85 Total Investment* 
Paymcnts by Operating in NSD 

Cost NSD NSD co3,t products Gro -. Net, 
1 	 2 3(1+2) 4 5 6 

Total esiab- 8.83 Fee to Post 1.06 12.24 Sale by 875, 115.2
 
lishmrent cost Office Post Offices
 

Publicity 3.41 Commission to 0.89 8.76 Sale by banks 450. 125.7
 
expendibtre 	 banks 

Payment to MF 6.81 - -'),le by 14SBs 220.0 206.1 
Audit Dept. 

Total 12.24 	 8.76 21.01 Total invest. 1574.0 547.0
 

From Table 20.
 

http:popul,.ir
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o Cost of NSD/total investment .8%
 

o 
 Total operatnq cost of NSS/total investment b 1.36%. 

.8. Monthly Statements
 

The following flowchart depicts the manner in which monthly statements
 
of investment and encashment are received and sent out.
 

Admn. Section Dy. Director Director 
 I R D Budge Wing
NSD NSD NSD MF 

All e.,timates are c nsolidatee and
 

sent oit
 

-- *-*--+ " Statistics Section NSD 

ri 
 &detbY
 

Sale n rele-
 Sale of PBs,
 
v..-nt L vision Sale of SlbySalePLI Bank3by WdEDB, andand Districts Post.Offices "by ,N Bs
 

RDNS PLI 
 Office of 
 Bureau

DSOP.O BP.O
& Section (6 Offices) SectiOn~
the P.M.G., Bf 
 Seo


DSO P.O. B.P.O. [ JD 

Sale of WEDBs & PBs
 

It is apparent that the Statistics section compiles and distributes
 

secondary data only. Computations are done manually (by calculators).
 
It was comlented upon that although their own offices (RDNS and DSO)
 
also supply the NSD officem w$Qh field level data, these are not consi­
dered to be authentic. IneSther words NSD accepts as final, the data sent
 
in by the othe:r 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 received after
 

substantial. dPlays.
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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 savingsfor example, scheduled banks
 
receive 1% (of sales proceeds) for the sale of NSD products
 
to individuals and Tk.O.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 (5YBSC, ODA, etc.) have an investment
 
ceiling. This is probably an 
attempt to discourage institu­
tions (who are the "large" savers) from investing too heavily
 

in NSD products.
 

The termismall savings mobilization" could not be identified
 
as 
a specific govt. orddr 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 banknon-governmental organization (NGO) and
 
semi-autonomous body programs, all clamoring for the limited
 
amount of resources available in rural Bangladesh.
 

19.2 
 NSD officials complain that their savings mobilization efforts
 
are handicapped by inadequate budget provisions for publicity.
 
However, consumers are clearly aware of NSD savings scheme alter­
natives to banking syste, schemes. This was withnessed by consumer
 
reaction to the MF's announcement in Jily 1985 of a 10-4 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 Ist, 1985, Item # 52ta.
 



time that the rJSD might b- able to achieve its annual gross and 
net investr-ont tarqts for 1989-86 (Tk.1990 million and Tk.772.5 

million, respectively) in a matter of two to three months, 
as
 
worried depositors shifted their deposits from banks to NSD
 
schemes which remailod exempt from this tax. The apparent possi­
bility of having thir names divulged to tax authorities by the 
banks also acted as an tn,,ntive caiusinr d:i--,!;Lters to transfer 
their money from bink a,:c:ounts to :NSD products. Such transfering 
of savings declined as soon as the new bank interest tax was 

withdrawn. 

19.3 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 comple­a 
tely different Ministry - over which the NSD has no control. On 
the other hand the banks are autonomous bodies ,anaged by their 
own boards and management teams, however, ultimately accountable
 

to the BB. 

19.4 NSD appears to suffer from bureaucratic intervention, inertia 
and confusion. Its proposed action programs are subject to 
approval by the NSC. It is responsLble 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 before IJSD can act upon them. Thus, implementation
 
and follow-up actions are delayed. And NSC meets less than twice
 

a year.
 

19.5 There is no central inventorying systt iregarding 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 existing method to co, pare the amount of 
sale vis-a-vis the amount of products supplied. 

The re is an investment limit on most NSD products (5YBSC 
BA, etc.). But it is virtually impossible to trace a customer 
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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 inventory NSD
 
products (several EDBOs, 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 deposits. The vast network of Post Offices ought to make

it fossible to reach the "most rural" of savers in outlying areas,

particularly in unbanked ones. The isue is 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 are:
 

1. 
 Interest calculations on POSB ordinary Deposit Account (ODA)
 
is 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.
 
Waiting 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 Conmunications).
 

2. 
 When Savings Certificates are destroyed or lost, applications
 
must be sent to the A.G. P&T's office in 'the case of POSBs
 
and to the NSD in other cass. 
The process of enquiries is
 
cumbersome and customers must wait between I and'5 years
 
before new certificates are issued to them.
 

http:under.MF
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3. 
 NSD does not contain a Research and Development (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.
 

5. 	 All compensations paid to the Post Office and the banks are
 

credited to the institutions' account. But there is no remunera­

tion for individual sellers except-the meagre fee for PLI agents.
 

19.9 	 A serious deficiency among POSB and NSB employees is the absence
 

of La.. training in the sale of NSD products. NSD had conducted a
 

few courses for its employees at one time, but these have been
 

discontinued. The training programs offered by the PostalAcademy
 

are 	oriented towards increasing the efficiency of mail delivery
 

and other related postal services only.
 

19.10 
It is 	alleged by many that commercial banks offer NSD products
 

only when specific orders are received. Otherwise the meagre
 

amount of commission they receive does not justify the costs
 
involved. However, institutions 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 issue, 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.
 

19.11 	Compensation paid to the distritutors of NSD products is under
 

review by the NSC and compensation for the sale of various securi­
ties and Prize Bonds are in the process of being increased. As
 

long as deposit mobilizatlon by the Ppst Offices is rewarded by
 

an insignificant fee, rather than by a competitive commission rate,
 
the enthusiasm of POSBs for NSD savings is 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.-/ This is 

therefore unlikely to have a significant effect on rural savings
 

mobilization.
 

11.13 Clause IV of the Bangladesh Gazette (Annex ) indicates that NSD
 

certificates bought during the liberation war (1971) would not be 

honored 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 is only partially justified. It is to
 

be noted that other NSD products (such as PBs) purchased during
 

1971 were honored by GOB.
 

19.1A 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
 

amoijnt of only Tk.800/- (Section 4.5.3) is at all representative 

of orner POSBs in rural areas, then it is time to ponder-what 

purpose ! these rural POI;s serving ? Are they helping the state, 

the individual saver, or the POSB as a system 7 

/ 	 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 meetingj Annex 4) is established. To the banks this
 

will 	just mean one mor:o competitor to face in mobilizing 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 status. 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 findinis the Investigators recommend that:
 

1. A 	study be conducted to look into the exact number and
 

locations of 1SD outlets so that their distribution can-be
 

rationalized.
 

2. 	 An empirical study of the adequacy or competitiveness of
 
NSD compensation to its distributing agents be conducted.
 

3. 	 Transfer.of calculation of interest on the ODAs to the Post
 

Masters of the relevant PCSBs tather than with the office
 

of the Auditor General in Dhaka.
 

4. 	 A research and development (R & D) and product planning
 

cell be introduced (in the NSD office),
 

5. 	 Training programs be established for NSB and POSB officials
 

and staff in order to familiarize them with selling of NSD
 
type products and opening and managing savings eccounts.
 

http:Transfer.of
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6. A study of the efficiency and the cost effectiveness of main­

taiing POSBs particularly in rural areas be conducted. It
 

may prove to be worthwhile to channel all NSD savings certifi­

cate type prooucts through commercial banks, wnose statr are
 

well acquainted with relevant mobilization and management
 

methods.
 

7. Determination by the GOB of a clearly articulated basic policy
 

regarding the respective roles and relationships of the major
 

institutions involvpd in national savinqs mobili7ation. Currently
 

there is confusion and inertia among institutions 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.
 

8. 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 products.
 

as long as there is a demand for them. Given more realistic incen­

tives at the level of responsible field staff, all savings mobili­

zation agencies can be expected to market NSD products as effec­

tively as possible.
 

20.2 	 T:le Rural Finance Project Manager 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 Bangladesh Central Bank is recommended. All
 

efforts to establish a national savings company, corporation,
 

agency, etc., that would be independent of the Central Bank
 

should be resisted.
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2. 	 Savings mobilization should be accorded full departmental, if
 

not divirnnal status in the Central Bank. Thus establishment
 

of a Banglddesh Bank Savings Fobilization Department (BBSMD)
 

is recommended. 

3. 	 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 responsibilLty of a specific Bangladesh Bank Deputy 

Governor or Executive Director to whom the BBSMID/GM reports 

directly. 

4. 	 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. 

5. 	 Transfer existing 4ualifiable 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.
 

6. 	 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.
 

Their employment remuneration should be based on anmodest salary
 

plus commission.
 

7. 	 It is not possible at this point to make specific recommendations 

regardinq the Post Office system and its relationship to Savings
 

Mobilization. What is r:ecommended is a thorough empirical study 

of the Post Office network system in order to issess its realistic 

capacity as an "operative" agency for savings mobilization and to 

determine the characteristics of a network system that would
 

increase national effectiveness in savings and investment mobili­

zation.
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8. The survey'recommended in item 7, above, !should be extended to
make possihle market map~ping of rural branch banking facilities 
as well as 
those of the P.O. network.
 

9. In the BBSMD, a single statistical information processing unit
 
is recommended. As in the case of the Agricultural Credit Depart­
ment's MIS on loan recovery, a similar MIS is recommended 
for
 
savings mobilization.
 

10. 
 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 program

be developed and all employos and agents associated with

this activity begin to receive basic training immediately.
 

11. 
 It is recommended that public relations, advertising, publiciy,

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

svervices on an 
in-house basis, that they be contracted out to a
 
qualified professional advertising agpncy; 
BBSMD to maintain only
a small Professionally staffed section to supervise the agency
 
contract.
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ANNEX - 3 

Government of the People'% 
Res!,'t Ic of Bangladesh 
Ministty of Financn 

.,.,,"ce Divisini 
(Investment wing) 

No. MF.Invest-4/Savings-1/77/39 
 Da§ed: January 22, 1977
 

In order to promote mobilisation of national savings, the Government
 
is pleased to constitute a Committee on Savings consisting of the following
 

members: -

A. (1) Governor, Bangladesh Bank - Chairman 

(ii) One Deputy Governor of Bangladesh Bank - Member 

(iii) One representative of the Ministry of Finance - -

(iv) 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. - o 
(vii) Managing Director, Bangladesh Shilpa Bank - " 

(viii) Managing Director, Investment Corporation - is 
of Bangladesh 

(ix) Director General, Investment Rural Develop- - " 
ment Programme. 

(x) Divisional Commissioners -

(xi) Registrar, Co-operative Societies - to 

(xii) Chairman, Bangladesh Jatiya Samabata Bank - -

(xiii) Director General, Post Offices - to 

(xiv) One representative of the Bangladesh - to 
Institute of Development Studies 

(xv) President of the Dhaka Stock Exchange - to 

(xvi) One representative of the Ministry of - " 
Information 

(xvii) One representative of the Chambers of Commerce- of 
located in each Division 

(xviii) Chief Director, Nation~l Savinngs 	 Member-Secretary
 

B. 
 The following shall be the terms of reference of the Committee:­

(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
 



-280­

(c) 	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 support and active co-operation of the people for making
 
it a movement.
 

(d) 	To monitor implementation of savings schemes and progress in
 
mobilisation of savings ty both banking and non-banking sectors
 
under various schemes in terms of specific targets set for them.
 

(e) 	To form divisional and district committees with appropriate
 
representation from concerned Governmental organisations as well
 
as private sector ones.
 

(f) 	To deal with any otheor mitti'rs Incidental and relevant tu 
national savings. 

C. The Committee will meet at least once in every quarter and will
 

report about its activities to Government. 

Sd/-	 M.A. Hallik 

Joint Secretary
 

No.F.Invest-4/Savings-I/77/39 	 Dated: January 22, 1977 

Copy 	is forwarded for information and necessary action to:­

1. 	 Governor, Bangladesh Bank. 

2. 	 Deputy Chairman, Planning "-ommission. 

3. 	 Director General IRDP.
 

4. 	 Registrar, Co-operative Societies.
 

5. 	 Divisional Commissioners, Dhaka, Chittagong, Rajshahi and Khulna. 

6. 	 Director General, Po.-t Offices.
 

7. 	 Chairman, Bangladesh Institute of Development Studies 

8. 	 ?resident of Dhaka Stock Exchange. 

9. 	 Secretary, Ministry of Information.
 

10. Chief Director, National Savings.
 

11. 	 Principal Information Officbr, Press Information Department for
 
giving wide publicity through the press, Iadio, Television and
 
other Information media.
 

Sd/-	 A.F.K. Shamsuddin Ahmed 
Section Officer-IV 



AN NEX - 4. 

8_ 	 24 October 1985
 

Minutes of the reetinq of the Savings
 
Committee held on 14 August 185 in the
 

Board 	 Room of t3e-..,desh Bank. 

A meeting of the V'ational Sivings Committee was held on 14 August 

1985 in the Board Room of the Bangladesh Bank. ?r. M. Nurul Islam, Governor, 

Bangladesh Benk and Chairman, National Savings 2oimittee presided over the 

rreeting. 

The following members were present:
 

1. 	 Fr. M. Nurul Islam : Governor, Bangladesh Bank and 

Chairman, National Savings Committee. 

2. Mr. Kazi Badrul Alam : 	Deputy Governor, Bangladesh Bank.
 

3. 	 Mr. M.A. Noor : Joint Secretary, Internal Resources 
Division, Ministry of Finance. 

4. 	 Hr. h.R. Laskar oaditional Director General, 
Bangladesh Postl Department. 

5. 	 Mr. Md. Selim : Director, Bencladesh Postal 
Department.. 

6. Mr. M.H. Chowdhury : 	Joint Chief, Planning Commission. 

7. 	 r. M. Sekandar Ali : Managing Director, Investment 
Corporation of Bangladesh. 

8. 	 Mr. Aminuddin Chowdhury : Additional Commissioner, 
Dhaka Division. 

9. 	 Mr. M. Saidullah : General Manager, Bangladesh 
Shi 1pa Bank. 

10. 	 Group Captain ! A. Faiz : General Manager, Bangladesh 
Krishi Bank.
 

11. 	 Mr. Moniruddin Ahmed : Joint Registrar , Cooperative
 
Societies.
 

12. M!r. F.R. Chowdhury : 	 Federation of Bangladesh Chamber 

of Commerce & Industry.
 

13. Mr. B.A. Khan : 	General Manager, BS-L. 

14. 	 f-r. A.K.H. Mostafizur : General Manager, Life Insurance 
Rahnman Corporation. 

15. Mr. Daudur Rahman : 	 Joint Director, ERDB. 

16. Mr. N.C. [liutta. : 	 Deputy General Manager, Sonali 
Bank, 	Principal Office.
 

Contd. ... P/2 



17. 	 Mr. Fariduddin Ahmed : Deputy General Manager, Agrani
 
Bank, Principal Office.
 

18. 	 Mr. Md. Anwaruzzar,,-n : Senior Principal Officer,
 
Agrani Bank, Head Office.
 

19. 	 11r. Ather Islam Khan : Director, National Svings Direc­
torate and Member-Secretary,
 

National Savings Committee.
 

The metting-confirmed the resolutions adopted at the meeting of the
 

National Savings Committee held on 23 March 1985.
 

The members present in the meeting then reviewed the implementation,
 

progress and the current status of the 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 Chambex 

of Counerce and ir,dustry. was-requested to nominate a member to theNaLioldia 

Savings Committee. Accordinglyp Mr. F.R. Clowdhury, Convenor, Finance Budget 

and Taxes Committee of the Federation was nominated to represent the Federation
 

in the National Savings Committee. Mr. Chowdhury was present in the meeting.
 

The possibility oi opening own transaction counter of the Savings
 

Bureau of the National Savings Directorate within the premises of Bangladesh
 

Bank was discussed. Similarly, the matter relating .to opening of account of
 
conducting
 

the NatiL -I Savings Directorate with Bangladesh Bank 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 mafter on an urgent basis, and would convey to the National Savings Direc­

torate (NSD) about the decision of the Bank within two weeks.
 

Contd.... P/3
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),-roved Commission Agents and Postal Canvassors(CA&C)
Aooointment of 


The merbers discussed Yne progress made in matter of appointment of
 

commission agents and postal cinvassors (CA&C). The committee believed that the 

commission agents and canvassors would be able to make substantial contribution 

in mobilising small savings. In order to evaluate the performance of the CA 
& C 

statistics of invest­the Fe-ber-Secretary would submit to the committee. relevant 

ment mobilised by individual CA and C. 

The representative of the Bangladesh Chamber of Commerce-and Industries
 

requested the members of the committee to consider whether it could be proposed
 

to the Dhaka Stock Exchange to sell savings certificates on~cormiesion basis.
 

This would be quite in line with the information the members of the committee
 

had that the National Savings Directorate and postal department had appointed 

commission agents on an experimental basis. 

After discussions on the topic, it was decided that the Stock Exchange
 
a
 

may be rroponed to sell savings certificatep on/commission basis to noh-nstitu­

oi. the subject be obtained.
tions i.e., to individuals only, and its opinion 


Formation of Divisional and District Savings Committees
 

In terms of the decision of the National Savings Committee, divisional
 

been be formed. Many district committees
and district savings committees had 


had already held meetings. The Committee believed that divisional and district
 

committees would make remarkable contribution 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 5angladesh Postal Department submitted a report on 

The members of the"Modernisation and Expansion of Post Office Savings Bank." 


committee discussed various facts, figures, and recomnendations contained in
 

the report. The opinion of the members was to implement its uarlier decision
 

Contd...P/4
 



of transfering the function f calculating interest/pro.it on POSB deposits

from the Auditor Generals Office 
to the Postal v'eprtment. -ZImilarly, detailed
discussions were held theon increase in operational eYpenses of post offices,

advertising matters, 
 appointment of canvassors, distribution of prizes for mobi­
lization of small savings, introduction of lottery system, ofetc* The Chairman
the Committee informed the members that within the mandate of the Money & Bank.ingCommission a on areport proposal to establish a National Savings BanK had alr.'dy
been prepared which would be circulated among the members of the comnittee for
 
discussion 
at its next meeting. 

It was decided in the meeting that: 

a) 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. 

b) if there was any proposal by the Postal Department to make advertisement 
and promote postal savings banking, such proposal should be forwarded to
the Naticnal Savings Directorate. There should be morr frequent contacts
 
between the National Savings Directorate and the Post Offices 
In the matter 
of advertising and promotion. 

c) the proposal about lottery scheme was rejected.
 
d) 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 Tk. 500 or above in a year the post masters of those post offices will 
be eligible for rewards. 

e) in.view of the new pay scales ar-.nounced by the Government, the*committee
decided that there was no scope for considering special allowances for the 
employees of post offices.
 

The committee dec!.ded that on the basis of the above mentioned recommendations,

Bangladesh Postal Department would send a factual repor# to the Internal Resources
 
Division (IRD) of 'the Ministry of Finance. 

Contd .... P/5 
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Report on Postal Life Insurance
 

According to the decision of 23 March 1985 the Postal Department 

submitted a report entitled "Postal Life Insurance". The members of th! 

committee held a detailed discussion on facts, figures and recommendaticns 

contained in the report, various aspects of postal life insurance such as 

management, claims settlement, prem.1a realisation etc. was deliberated on 

in Particular comparison with those of Life Insurance Corporation. The members 

opined that the agents should not recelve commision cn the total amount of 

sum assured. Rather the commission should 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 steps that could make postal life
 

insurance policies as attractive as the policies offerred by the Life Insurance
 

Corporation4 

After detailed discussions it was agreed that the Bangladesh Postal
 

Department should prepare, in the light of above discussiona proposal contain­

ing facts, figures, financial feasibility, etc.,atout postal life insurance,
 

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 members made several.
 

suggestions to make prize bonds more attractive and to simplify its operational
 

procedures. At one stage, the representative of the Bangladesh Chamber of
 

Commerce and Industry narrated some of his experience while he was in the United
 

Kingdom. He was requested to submit a proposal to simplify the operational pro­

cedure of prize bonds.
 

Contd...P/6
 



Discussions and resolutions on the retport of the Member-Secretary
 

The memberr deliberated on the roport of the Member-Secretary and
 

review the statistics relating to the investment targets for 1984-85. The
 

Postal Department was advised to make the savings accounts and bonus accounts
 

ir:re attractive. The members suggested to make efforts so that various organi­

sations particularly the jute mills woulo make investments of the funds for
 

employee benefits in savings schemes.For this purpose it was advised to seek
 

help from the National Board of Revenue. The committee was informed that the
 

NBR had already been approached in this regard.
 

After detailed discussions it was resolved that the Postal Department would
 

make suitablr -ecomnendations to the Government to mke savings account and
 

bonus 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 National Savinos.
 

The members of the committee was informed about 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 reccm,­

mendations related mostly to organisational structure of National Savings D2.:ec­

torate (NSD), opening of NSD Cffices at Upazila level, establishment of Savings
 

Bureaus,opening of cells for training and research, construction of NSDs own
 

office building, framing of new and attractive schemes, etc. Since the topics
 

were administrative in nature, and not directly related to savings, the committee
 

did not conduct elaborate discussions on these topics.
 

It was resolved thnt the NSD nhould examine the Issues and forward its 

recommendations to the IRD for approval and necessary action. 
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Fixing of Investment targets of various Savings Scheme for 1985-86
 

The national budget for 1985-86,financial year fixed the grcss and
 
net targets for savings schemes at Tk. 189 crdre and Tk. 
77.25 crorerespec­
tively. The members of the committee deliberated on the statement made by

the Finance Advisor that there existed considerable potenti.a ity4or increasing
 
the cuaritum of small savinos. It was discussed in detail whether'the savings
 
targets could be achieved by increasing the cuantum of small savings. The commi­
ttee expected that some of the steps such as formation of divisional and district
 
committeesappointment of commission agents, etc., 
taken at the instance of the
 
committee should make it feasible 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 being contemplated would
 
make a significant contribution in this regard. 

After detailed discussions on the topic "- miu--
 the committee
 
atpr:=cd the targets fixed for each district by the National Lavings Directorate
 
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 steps to
 
achieve the targets.
 

Discussions and resolution on
increasina returns on Savincs Certificates
 

The proposal of National Savings Dire:torate to raise the rate of return
 
on Defence Savings Certificate, 5-year Savings Certificates and Bonus Savings Cer­
tificates from current 21%, 18% and 22% to 26t, 2MJ 
 and 23% respectively was dis­
cussed at length. Since the Defence Savings Certificates and 5-year Savings Certi­
ficates were eligible for income tax rebate and since their returns 
were tax exerpt

the committee did not agree to the proposal for increasing the rates of return
 
on them. The committee was, however, in favour of raising the rate of return on
 
Bonus Savings Certificate as no income tax rebate was available to these 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 5-year Savings Certificates.
 

Contd.... P/8
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b) return on Bonus Savings (ertificates may be raised but the 
actual rate may be determined by the Bangladesh Bank after cL.
 

thorough examination.
 

Regardina sanction of entei:tatnment allowances to entertain the investors
 
at the Savirics -ureau.
 

The proposal for sanctioning entertainment allowance for entertaining 
the investors at the Savings Pureau was considered in relevance with incomes 
and expenditures of the Fureau. Eut considering the possibility that there 
would be similar demand from the Postal Savings Banks also if entertainment
 
allowance is introduced at the hureau, it 
was resolved not to accede to the
 

proposal. 

CDenina of Savinas Bureau.
 

The comittee discussed in derail the prcFosal submitted theby National 
Savings Directorate to open one Pureau at each of the former districts. The
 
members agreed in matter of opening of Bureaus as such. It was discussed to
 
allow the Bureaus to transact business after ensuring security arrangements
 
similar to those now available to the Post Offices. After detailed delibera­
tions it was dccided that:
 

Savings Bureaus may be opened at 22 former districts with the officials 
and other employees of the Savings Bureau. The matter of security arran­
e-mentswould e finalised in consultation with Eang)adesh Bank. 

F.otivatirnq anks and nost offices to mobijise small savines 

Postal Uprartment submitted a separate proposal 
to motivate the
 
relevant off [ci'is of the rost off [cv, . T"he corrpfLttee aareed theft t [ne is 
appropriate t lrsuE, let:ter of at)Drecidtien to those officials of ,;ost offi­
ces and wh , mild ,erarka.le c-ntrbut-bank -(?m:, i' Ii ' lising siril 

Contd.... P/9
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savings. The divisional and district committees would select from
 
amongst the officials of banks, post offices and Savings Bureaus within
 
their jurisdiction who were considered to have made substantial contri.­
bution in matter of small savings mobilisation. The elioible candidates
 
would be issued letterof appreciation under signature of the Governor
 
of the Bangladesh Bank. 

Sd/- xxxxxxxx
 

M )M. Nurul Islam 
Governor, Bangladesh Bank 

and
 
Chairman, 

National Savings Committee. 

Translated from Bencali by Md. Omar Choudhury. 
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BANGLADESH POST OFFICE
 

NUMBER OF POST OFFICES AS STOOD ON 3o.0-8S 

L,.NO. 	 NAM OF CIRCLE. H.0. UPAZILA S.0. EDSO. B.0. EDDO 
S.06 

1. 	 Central Circle, 13 86 215 98 - 1319 
Dhaka.
 

17 105 303 99 6 15532v 	 Eastern Circle 
Chittagong. 

3. 	 Southern Circleg 23 103 169 105 2 1932
 
Khulnu.
 

4* Northern Circltq 17 107 129 39 4 1180 

Rajohahi. - - -.­

70 401 616 341 12 5984 

Total number of post effices 7,624 

Soction Officor(fl&R)
Dsangladesh Post Office, 

Drecterato-Generul,
 
Oihakas -2
 

NoLes:
 
the Postal Department 

- There ore nprox ,irntiely1299 Post Offi,es/'PcX3L.5 wider 

exc1tdes the head off Lces and upazila sub offices 
of which alout 828 (1,fone 

as 1pinq In urban areas) are in rural .a;&as.,
 

- thrTjier of extra depairtientall off ices (aqencles) - 6325 

828 + 6325 or 7153in rural 	 areas = - Numbor of POSEs 
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ANNEX j. 7 

Extrdqct from "Procedure for Sale and Encashment f
 
Banrgladeph Ptize Bonds (Mr, OQB.) 

26 : 
31st Decembert 310t Hoh bund 30th Jiuno each-your, The qqartorly voifica. 

Un will te qt'nduotqd by counting of bundlee nd pnckots .with 6xception 
that during snoh verification 5%of tho .buiqeO U1ll be subjeoted to cent 

V roent check which paopstge may be inorgaaod ot the disorct.on of the 
Vorifying Officeri if he so gooidoro nooessary. After voriflention, a 
copy of the Virifying Offr-e -.part in Form PB-36 will .bo ont to the 
Prize Bonds Section (Central), Dacca under tuivico td tha |lead Offoce. 
XV1I_6 PAymtIr OF COMVISSIoN TO COMMJ iIAL BANKS AND RST OFFICES. 

.44. Coemrcial anki .and Pest Officon will be paid a cornioion
 

gTko/OO per cent 
on the Valuo of Fresh 'Dobda sold to tLora. In addition to 
1 ¢onission on Fresh Bonds, the OomeroiWl £'anks and Posi Offices will be 

allowod INoomnision on the value of Re-isuhhle Bond sold to thon, 

aimi t-for *Wcnt of commission will bo submitted by thom to the olfioos 

of thO Baqgladesh Bank showing the full t dNate-wiso) dotails of tho Bonds 

purchased by thom. All offices of ..the Banglndosh Bank will mintain a 
Regster of Prize Bonds so] ' +r TRnkl/Fost Offico in .Form PB-9. 'Th claims 

received * ilIea will bo verified from the above Rogiatbr and the amount of 
oousaluuon paid U horn y debit to Govornmndt Account under the major head b 
1122-;pteros on Debt and athnr Obligntions -. Interest on Ordinary Debt 
(1) TaM Debt - 4 -Other itow - Expenditure connected with IaMio of loera -

Be nglndeeh Price Doqde Section. at tho Public Debt Offices comernod. The 
local Prize BondnASeotin nt och Pub..io Debt Office will advise the details 

of the commission paid by offices of the Bangladesh Bank under its juiia­
diction to the Price Bonds Section (Central) every mdnth. 
XIX. COMITSSION AND MPENSES IN CO TION WII THE NANAG442M Or 

5. The Governmont will pay to the Bangladesh Bank# the following 
comission and expenses in connedtion with the innagonont of PrizO Bonds$. 

(a) Aotunl oxpqnees incurred by the offices .of tho Bangkhdesa Dank 
on poeta~ou and telegrnmes. 

(b) Coot of printing oi Price Bonfe 
(e) 4ll oxpeisoe incurred by the bank in conur, with 

Prize Bonds. 
(d) Comuisain as in allowo4 in case of usunl p . ... Ww". 9 

http:disorct.on
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ANNEX - 8 

Extract from procedure for sale and encashment etc. 
to be followed by the"Scheduled Banks"
 

4. CUI A SSN OH5L OF SACHAYA P,.TRASI (Savings Certificates) 

Scheduled9 banks will receive a commissiln of 1% oil non.. 
Alstitutionel inve?.,ments made through them. In riipect of Insttuti- .. 
invostents a reinuiierztion of 25 poise per tranuac'ion will be 
.admissibAe to tho scheduled banks. In the case of ipplications from 
institutions, Salichaya Patras should be sold In te:me of the highest 
donominntioll applicohln to the case of ally IndivicUal/i~lstitutional 

application for the purchase of Sanchaya Patzas 
 unless otherwise 
.isked for by ti;e applicant, for example, for an application for the 
purchase of Sanchays Patras worth Tk466,7135/00 the applicant will be 
issued$ 

One Sanchaya Patra of Tk.50rO00/O0 
One " Tk. 10,000/00 
Onae Tk. 5,000/00 

One Tk. ,1000/00 
One Tk, 500/00 
two Sanchaya Patras of Tk. 200/00 

Tk. 100/00 each
 

one " Patri of Tk. 50/00 
three " Patras of 1k. 30/00 

Tk.lO/0O each 
Ono 0 Patra of Tke 5/00 

Tk .669765/00 
Commission and zemuneratlon will be paid to the scheduled banks by the 
offices ef dongladesh Bank from where they have obtained their require­
ments of Snchaye Patras. A pwoformn of the monthly statements to be 
submitted by the scheduled banks to the office of the Bangladesh Bank
 
is enclosed. The Statement will be submitted to the noncerned office 
oif the Bangladesh Bank by the 7th of each month, On the basis of the 
zales shown in the Statementp commission and zemuneration will be 
calculated and predited to the account of the Scheduled Bank maintained 
with the ,offioe of the Bangladesh Banke 

Source: NSD Directorate.
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- 295 - A14NEX - 10 

9.37-,-cond. Bank advances and deposits by region and locality according 
to volume of transaction.__t___o_______ _... __.......... 
 .. (Million taka), 

Regiun ILocallty
(Forner district) 1980 1981 [ 1.....~coi 1983-1982 1983 1984 1980 192± 199471981 

Khulna Urban 1120.3 1345.5 566.1 1378.7 1923.9 1187.7 13415 1401.0 1648.4 1986.8Rural 131.9 186.1 236.2 333.1 605.0- 140.1 229.4 234.4 303,6 450.8Total 1252.2 1531.6 802.3 1711.8 2528.9 1327.3 1571.9 1635.7 1952.0 2437.6 
Urban 131.7 195.1 251.5 418.4291.0 177.2 723.4 249.9 362.7Koshtia Rural 76.2 168.0 265.9122.2 248.5 419.1- 111.1 148.1 174.7 221.9 318.9Total 207.9 317.3 41.9.5 539.5 837.5 288.3 371.5 424.6 487.8 681.6 
Urban 63.5 87.9 115.8 131.6 155.1 91.5 113.1Patuakhali Rural 94.9 121.0 140.266.1 84.5 114.6 161.7 218.0- 37.1 543 83.653.9 138.6Total 129.6 172.4 230.4 293.3 39. 1 128.6 167.4 148.8 204.6 278.8 

Urban 126.8 ?2.0197.7 380.8P"ta Rural 137.9 6 248.3 314.7 360.2 454.4 587.188.7 199.3 387.8 753.7- 134.9 175.0 195.5 259.2 373.6
Total 215.5 461.3335.6 768.6 1304.3 383.2 4 9.7 555.7 713.6 960.7 
Urban 71.8 160.0112.8 249.1Dinajptir Rural 

i 1.2 181.4 262.8 303.5 380.3 905.6160.6 221.4 269.5 439.1 718.9- 117.9 166.2 159.0 234.2 37.2Total 232.4 334.2 429.5 688.2 1120.1 299.3 429.0 462.5 614.5 1262.8 
Urban 109.6 171.3 2,)6.8 292.9 438.5 361-2286.9 363.5 523.4 585.JPabna Rural 94.7 226.1114.0 461.2 905.8- 145.1 200.5 213.6 321.1 459.2Total 204.3 322.3 522.9 754.1 1344.3 432.0 561.7 577.1 844,5 1'44,3 
Urban 163.7 219.2 352.0 518.4 489.0Rajshnhl Rural 152.0 322.3 

706i 663.0 804.9 949.4 1197.7228.0 732.7 1281 6- 226.9 320.6 352.9 496.3 811 1Total 315., 447.2 674.3 1251.1 1.987.7 715.9 983.6 1157.8 1445.7 2010.8 
Urban 246.8 323.2 362.7 548.9 324.7680.0 419.0 448.9 585.3 771.2Ranspur Rural 199.9 275.9 364.7 725.8 1593.2ww133.5 201.4 291.4 350.3 575.0Total 446.7 599.1 727.4 1274.7 2273.2 458.2 620.4 670.3 935.6 1346.2 

Urban 22871.0 29126.5 36774.8 40869,2 48685.2 24026.8 32563.129636.8 42436.5 .5936.4Bainladesh Rural 2773.5 4125.5 5601.2 9340. 6911.4 4041.8 5598.9 5937.9 8543.5 12214.6 
Total 25644.5 33252.0 42376.0 50209. 28068.665596.6 35235.7 38501.0 50980.0 7.1584.0 

(Source: Bangladesh Bank. 
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Extract from National Savings Directorate 
'
(Report for the.year 1984-85)"
 

Activities during the year (1984-85)
 

3) In order to promote and popularise the various National Savings
schemes the following measures were taken during the year 1984-85: 

a) Activities through various publicity media: Press1 
Radio,
Television, Bell signs, posters, Brochures etc. were the principal media
 
of publicity used to motivate the People to save and invest in various
 
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 Regional 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 Paisa 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
 
field officers it was decided by the Government to give a cash prize of

Taka 3,000/- and Tk.5,000/- respectively to each savings officer and
 
Assistant Director (Incharge of a District) who would be able to realise
 
the prescribed target fixed for this purprcse 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 Government 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 National 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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A11NEX - 16
 

3214 T7E BANGLADESH GAZETT., rXTRA., N6VEMBr'l 23, I a tfn I 

(iii) All certificates purchased before 26th March, 1971 by Banglade:sh na­
tionals and not yet mitured should sland terminated on 26h Match 1971 and 
no interest would accrue to the purchaser for the" period from 26th Mai.l, 1971 
to 16th December 1971. This period should viv :,fornot also be taken into ;,.
the purpose of calculating the maturity of the Certificates, Ihcse uJLltes.((.li

shoutld be revalldutcd with effect from: 17th Dcccmb.r 1971 and would be
exchanged for Bangladesh Saving Certilicales In due course. For the purpose
of deterlining the unexpired period, (lie period from March 26 -,-?")C,"CI 16,
1971, should be excluded. These Certificates owned by individuals should bedeposited with the Post Oillce/ilank of issu6 along with duly filled in Declara­
tion and Recelpt Form 'A' iiiduplicate within 15 ,lays from the date ;,Ithis 
Notification. The receiving Ofllce/Dank will return a duly stamped aind signedcopy of this form back to the depositor/sender as token of' receipt. The Certi­
ficates held by institutions may bc kept In safe custody by. the'instilutions 
concerned. 

(iv) Certificates purchased between 26th of March, 1971 to 15th December.
1971 Lre not covered by this Order and Goernment takes no responsibility 
for these certilflcates. 

(v) ,lvlhg q Cerldlicateis purchased on or helore March 25, 1971 out of provi­
dent fund or the employees working in firms, local bodies. etc. and held by
Board of Trustees/Aulhority controlling such fund but not mnattnc:l may be
allowed to be encashed only to the extent neccs,;,ry 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 ordirs. 

(viii) A nationality certifacate to be issued by any Gaz.cttid oificer must be
produced by tile holder of Savings Cetificates at the time of encpshment to
show that he is a Bangalee. 

(b) Prize Bonds: 

Prize Bond holders belonging to Bangladesh should deposit their Bonds alongwith filled in Declaration and Receipt Form "B' in duplicate within a period 
of 15 days from tie issue of this Notification to tile Banks/Post Oflices dealingwitit Prize Bonds. ,A duly stiamhpcd and singed copy of this form will be re­
turned to the depositor as a 'token of receipt. After, tile expiry of thig date
these Bonds would pnot be acceptable for deposit-in any manner. Government 
intends to issue Bangladesh Savings Certificates and other form of Bondi in 
lieu of the Prize Bonds In due course. 

(c) ICB Mutual Fund. 

Holders of Mutul Fund should deposit their certifichites alng with filled in Dec­
laration nd Receipt Form "C'in duplicatle within perio' of 15 days from 
th, issue of this Notification. No deposit of ICB Mutual Fund will be ace-ptd 
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