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WISTITUTIONAL D IVERY SYSTEM OF 
AGRICULTURAL CREDIT IN BANGLADESH 

-	 M. A. HAJID MOLLA -

Ih'TRODUCTICN4 

Bangladesh (formerly, Bast Pa;:iatan, liberated and emarrad an a new 

independent country on December 16, 1971) comprising a total land area of 

approxiAately.55126 square miles is more than 90% rural. Over 90%of the 

country's total population of about 80 million live in some 65,000 villaged. 

The villages are grouped into 4,354 unions each one of which form a unit 

of local Government and has an elected body called "Union Parishad" (oocil). 

Administratively, the whole country.is divided into 4 divisions, ",9 districts, 

62 sub-divisions, 434 Thanas fPolice Stations). The centras of rural supply 

and services are located at the headquarters of each thana which florm the
 

basic administrative unit of the nation building departments of the Govern­

ment. More than 85% of the people of Bangladesh depend !or their livelihood 

on agriculture and related cconomic activities in rural areas. Agricultura 

which is the main vocation and suurce of income of the rvra1 people contri­

butes about 60% of the GDP and &c. of the export earnings. Agricultural 
of 

labourers constitute abeut 70 Lth.- total labour force of the country. The 

average density of popUlat!on is 1337 per square mile. The land-man ratio 

is one of the lowest in the world. The average landholding per farm family 

is 1 to 3 acres. Of the total fax-ing population, 30% are landless, 33% own 

land upto 1.5 acres while 56% own land upto 2.5 acres. The average holdings 

ar. too small, fragmented and widely scattered for proper managment and 

economical use of irrigation and other facilities. Though land i. fertfle, 

productivity is comparatively low due to poor cultural practices. Dm t.# 

lack of proper and adequate infrastructure needed for applicatioa' of 

improved and modern technology, subsistence farming has been the'"catizzing 

feature of agriculture. Great major.ity of the farmers are poor, illiterate 
and below subsistence level. Efforts have been made since pre-liberatirmo 

* 	The author is the Chief Officer, Agricultural Credit Department,
Bangladeah Bank, Head Office, Dacca, Bangladesh. 
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time to develop infrastructure and create facilities for development of 

agriculture and its vnrious sub-sectors, so as to reach self-sufficitncy 

in food and reduce rural unemployment. An Agricultural Devlopmwa Corpo­

ration (BADt) was set up for arringing supply and services of various agi­

cultural inputs throughout the country. Also, a Water Development erd was 

set up for development of water resources and taking protecting measures 

like flood control, constr-,tion of drainage channels etc. 

For dispensing credit and providing fina icial services to the rural 

people there were (a) credit cooperatives which were organised at Government 

initintive. Besides, a or.ciJliaed Aericultural Development Bank was set up 

by the ten Government for prcriding term capital finance to individuals end 

organisations ,ngaged in egricultural operations and/or related activities 

in rural areas.
 

With the develorzwnt of ir.rastructure and c,-eatlon of tose facill­

ties, croppLng intunoity increased rosulting in higher agricultural poduc& 

tion. Yet, the conlition of the teaming aillion of the rural poor did not 

imr.rcve. P"w ntcut one-third of th" rural population have become landless 

nnd tOicy rccin mostly urder-!nploycd or unemployed throughout the year. 

T.i .reforc, the majcr thrust of !.. preaent policy is to create Institutional 

facilities for integrttd rural Jeveloraient with o.phoi on equitable 

distribution tnd improve..nt of the rositiou of the poorest of the poor. 

The present.agricultural credit dcli:ory sytem has to be considered in
 

this context.
 

AGRICULTURAl CP-DIT 3YSTFN: 

Before liberation of the country, there was a multi-institutionalsys­

tern thrvh. . which credit used to be delivered to farmers by the financial 

institutions directly ,to wall as through financial intermediaries le 

cooperatives. The main sources of credit were (1) the Goverdent (2) -the -

Central Bank, (3) the Agricultural Development Bark, (4) the Coopertive 

Banks/Anociations. The Government used to distribute what wos kawn as 
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"Taccavi" loans it nominal rate of interest among .. rmers affected by natural 

calamities like flood, cyclone etc. to tide them over difficulties for agri­
. . . ' 

cultural purposes. Hoat of these loans used to remain umreoovaid for years 

together and Government would hardly take any effective. m-eam for recover­

ing the loans. The Taccavi system did not strictly Q saay norms of inati­

tutionol credit and aa such it created a bad precedent and oredit indiesipline 

which ultimately affected the loaning operationn of other crd.t agennias as 

well. It war, therefore, decided to abolish the Taccavi lona'system atogether 

but it continued to operate though on a much reduced scale. 

The Central Bank (che then State Bank of PuMlatan - SIP) used to make 

loans and advances at conceasic :Al rate to two inatitutios, nely, (i) the 

Agriculoural Dcvolopment Dark of Pakistan (AM~P) and (ii) the Apex Cooperative 
on -

Bank for~lcnding 
to agricultural sectir through their branhet/internedariea. 

The Central Bank was also statutorily responsible for formulating agicultural 

credit policy and providing a mac.hinery for control supervision and coordi­

nation of the activities of agricultural credit instituticus operatinf, in the
 

field. In rfct, the Agricultural Development Bank as well as the coopurative 

banking system both being financially weak organizations were almost entirely 

dependent for their agricultural credit operations on borrovings from the 

Central 3nk.
 

A. D. L. P.
 
Before liberation: 

The Agricultural Dovelorsent Bank (AMP) was created in early 19600m 

y r:.a .2i ti -n r-t
 Cz

by merging 2 inntitution3a namely Agricultural Develomt Fis6ance Gbrfatiou 
(ADFC) and Agricultural Bank of Pakistan (AflP) set up earlier by the then 

Government for the purposo of providirg credit facilities to agricultural 

sector. It was a Government sponsored bank; its share capital of RB. 200 

million was contributed entirely by the Government and its mangement was 

entrusted to a Board of Directors (constituted by the Oove~ament) who were 

responsible for fV2j rules and regulations for the bank's credit operations 

%,thin the overall credit policy formulated by the Central Bank. The lank was
 



oriented policy for financing agriculture,intended to adopt development 

sriculture, horticulture, pisciculture, dairy, poultry, animal hubandry, 

bee-keeping, rural cottage and agro processing industries directly through 

its branches. The bank established a network of branches throughout the
 

country; in the territory comprising Bangladesh, the Bank had a total number 

of 7, branches as on the date of liberation.The Head Office of the Bank at 

Karachi (Vest Pakistan) used to issue policy directives to be executed by the 

branches, Of course, there was a subordinate Regional Office of the Bank at 

Dacca for maintaining a liaison between the Head Office and the branches I.n 

the then East Pakistan (now Bangladesh). The Regional Office had little to do 

with policy formulation which was the exclumi.a responibility of the Head 

Office. The bank pursued a security oriented credit policy which generally 

servd the interest of the comparatively big farmers. Thus the bulk of the 

short term credit supplied by the bank in the then Last Pakistan went for 

financing tea estates and cold storage owners. Medium term lomn given by the 

bank for purclasing agricultural machinery like t power tiller" 

shallow tubewells etc. also largely bonef!.tted the big farmers. The meditm 

term loans given for -Aacbasing plough anilals went to medium s b " " 

farmers. 

COOPERATIVES
 
Before liberation:
 

During pre-liberation time, there were two separate systemtof opbutives 

in the country (1) the 3-tier system (now known as the traditional system) 

which originated in British India in the early pert of this cntur and (2) the 

2-tio. s£ysem (known as the Comilla system) evolved by the Academy for rhral 

Development at Comilla. The traditional credit cooperatives nsr the 3-tier 

system consisted of (i) one apex bank, (1i) 62 central cooperntiwe banks at the 

secondary level, (iii) over 4OO Union Cooperative Multipurpose Societies 
a.'..""­

(UCMFs) at the primary level and (iv) 16 Cooperative Land Mortgage Banks (als6 

at the primary level). The apex Cooperative Bank was organised in 1948 at a time 

when there was no other rural credit institution in the country. The bank which 
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was then known as the East Pakistan Provincial Cooperative Bank(DPFCB) was 

at Dacca with operational jurisdiction extended over the whole province of
 

East Pakistan ( now Bangladesh). Initislly, the Bank started lonning operation 

with its own fund and small financial support from the Overment.'.The ZPCB 

established a line of credit with the then Central Bank of thk eomfiy ( State 

Bank of Pakistan ) for the first time in 1958 and since then"the cooperstive 

banking system became the purveyors of the Central Bank's credt to rural 

sector. 

At the secondary tier there were 62 Central Cooperative Banks (CCB.) 

and a few Central Cooperative Associations affiliated with theApei Co­

operative Bank. There was one OCC at each sb-divisional heodquart r with 

operational juriedication over the sub-division. In a few uub-diviaions 

there were more than one CCB located at the Than& h'Adquarteav. Membership 

of Central Cooperative Bank was reatricted to coopettive Societies only (no 

individcql could be member of the CCB). At the base ( I.e. primai- ) level 

there were Union based societies called Union Cooperative Multipurpose Society 

(UCMPS) and Village based society called Krishi Samabaya 8aty (KS). The 

KSSa wero specially organised under Thana Irrigation Project and Deep 

Tubevell Project in certain areas. These U~m were federated into Thana 

Associations ( TCCAs). The Coopcrative Land Mortgage Banks which were directly 

affiliated with the EPFCB were at the district headquarters fai providing 

term finance to their farmer-members direct for such yurpese a lan develop­

ment, purchase of agricultural machineries redemption of debtso, idsea" 

of mortgage properties otc. Fishermen and sugarcane grovers had their am 

cooperative societies both at primary and secondary levels throgh which the 

apex bank used to channelise credit to their members. These coper'tie for 

farmers, fishermen and other rural producers were formed at Gpvercuent ini­

tiative mainly for the purpose of providing instituttoral credit and other 

services needed by the people cf respective professione at rdza coat. 

The Government officials who organised the cooperatives initily with the 

help of rural power structure enlisted all classes of peop:e in lading 

-TL- £~L 
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This guarantee requirement impeded credit expansion bociW'th Government 

would not recomend loan to be sanctioned by the Central isnk without aking
 

adequate provision for meeting the gunrantee liability out of t0e Government 

revenue budget. In view of the 0overnmant's financial invlveuent in the
 

agricultural crodit operati6n of the Cooperative Bankin4 bystem, it was 

decided to involve Government officials in their mnagment-as well. overn­

sent officials were, therefore, made th Chairmen of the Kanaging Comittees 

of tha Cooperative Banks. The Registrar of Cooperatii
t."o~etiea hinelf was 

made the kx-officio Chairman of the E'1C while the Deuty Coeaissionere 

and/or Sub-Divisional Officers were made the Chairmen of the 4ing Co-m-­

ttees of the CCBs so that they could have some control over the annagement 

of funds. Neither the EPPCB nor the CCB had adequate staff. Goverment 

officials (of the Cooperative Department) who had no professional background 

and banking experience were secruded to thee banks as Zicative Officers to 

run the administration with a lew poorly paid and ubtraiied employees. The 

primary cooperatives whiho were affiliated with the CCBs"t the delivery ead 

of the outlet did not have any paid 11anagora they were rz bR3anrwar 

Secretaries eleoted from among the members. 

The cooperative banks did not generally have any diiWiag'vith non­

members and their only business was to dispense agriculitrialAdit to their 

members on fixed rates of interest. The Central Bank (State Bank of Pakistan) 

used to give loans to the Apex Ba4 at concessional rate ot 20'below the, 

Bank Rate. The Central Bank's loans used to be retalle4 by,theApea Bank to 

CCU through primary cooperatives to individuala on interseb..orgin 1%, 

2% and % respectively. These interest margins at diffeet.t*ies Vare 

considered to be just sufficient to cover the adeiniststlm east and normal 

risk of bad debts but the default rate ws so high that the Institutioms 

concerned could hardly make any real profit ot of the boimm after meting 

the bad debts. The Apex Bank was required to repay the, Coetraelank's loans 

fully with interest on due dates and as there was always short-fall in reco­

very, the Government were required to redeem their guarantee liability by 
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giving loas to the Apex Bank on interest rate higher than that of the 

Central Bank. as the Apex Bank's interest rate was fixed and no penal 

intergst could be charged to the ultimate borrowers i.e. the individual 

members of the cooperatives, the difference used to be reallsed by the 

Apex Bank by way of collection charge. Thus although the Apex Bank could 

square up its loan accounts with the Central Bank it remained heavily 

indebted to the Government. The Apex Dank'a outstandings with the Govern­

mont on this account stood at Tk. 115.1 million as on the date of liberation. 

During pro-liberatic period I.e. from IT 1958-59 to 16.12. 1971 the 

EPFCB issued loans amounting to lT. 649.5 million out of which Tk. 429.1 

%Ulionwere realieod upto 16.12.1971 and Tk. 220.4 million were outstanding 

as on 16.12.1971.
 

All loans given to farmers through the cooperative system ware secured 

at the ultimate borrowers' level by mortgage of property (usually agricultural 

land). 80, the credit facilities extended by the Central BDank (SUP) through 

the cooperative banking system could be enjoyed only by thoe individual 

members of the primary societies who could mortgage e umbrancefree land in 

favour of the society. The landlesa farmers and share c9roa ywho did not 

have any land in their own name could not avail of the credit faoility 

because of their inability to offer such security which weA a vat for 

obtaining loan from the cooperatives. No tangible aecurities wera, however, 

required to be given by the 1PC3 to the Central Bank (SBP) and by the CCBa 

to the PPCB for their respective boroweinW for issuai 1.s. to the 

primary societies for on-lendinzg to their individuaIe'birs;-.O Pro-notya 

signed by the CCD. in favour of the -. ( and omdeos Ithe latter to the 

Central Bank were required for draval of loans by th..bjA, :, 

Mlo now type 2-tiered system of coopseratives as mtln earlier, 

were evolved by the Pakistan (now Doaladeash) Acadew fOW&AMD eloyment 

at Ceoilla, after carrying out long experimbatim in CIlIxa ftali Thama 



(using it 	as the laboratory). Under this system, primary,7oo rative at 

root level were formed with one village or a number of villagesthe gras 

(but not with a union like the UCHPS), These village based societies 

(Agricultural Cooperative Societies) were federated into Central Amemia­

(Than& CentralX Cooperativetions at Thana level and wore named as 'TCAs 

type of cooperativesAssociations). The other important features of this new 
I avic. I 'O 

distinguishing them from the traditional cooperatives:. &&4 (1)ediompulmory• .: 	 W cu 

regular deposit of certaia minimum amount by individual pesberm,S .I. (2) regular
• -" ..'0tJo; 


~~..:: , 

and village accountants. This system of cooperatives was spread over all 

attendance 	of members at weekly meetinga and• .() trainingof;'Jmodal farmers 

the Thanas in Comilla District.
 

After liberation, the Apex Cooperative Bank (EPPC) was named as
 

Bangladesh 	Jotiya 5amabays.Bank (DJBB)now renamed as Bw~aadh Ismbya 

ne bank out of th former Agricultural DeverrhdOlknk ofBank and a 

Pakistan (ADBP) was created and named a Bangladesh Krisi k'(I). The 

oredit delivery system through these lo major inatitutions* Ereeer, coati­

nued to remain mamo it was before liboration. rwver,the as 	 There"&iui 

been significant changes in the polioy, procedure and op'ratfah during the 

ial bankspoet-liberation period, particularly since 'Ei inductio-"-oa-a 

in the field in 1973-74. The paragraphs that"fbllow gi e ' mal review 

of the loaning operations of different agricultural .redtinst' stion 

including 	commercial banks durin3 the lamt 5 years. . 

BAN LADUH KISHI BANK (BKB). 

At the time of liberation, the former ADMP in eagladeab bad onl 

75 branches with which the BKB started operations 1M ithlDscmber, 1971. 

The number of branches of the Bank nov stands at 197. UBsidese 61 mil 
C.. -u :JbIJe. a-is*z &L.1*n Ina% 

rural branches have been opened d" rin the.last &7in oZ.Wt,'ww ta,. 

bank's credit facilities available to the farpre at their dow. stete. 

Best Available DO cu*n
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During 1971-72, the BKB disbursed loans to the tune'of T. 96.4 

million an compax .-to Tk. 69.7 million disbursed by AMIP in the'previous 

year. The increase was 38.30% and it was due to introduction of a simpli­

fied procedure for disbursement of loan of upto Tic. 1000/- free April, 

1972. The simplified procedure enabled the Bank to increase the nznbr of 

borrowers by 91% and volume of credit by 85% by disbursing 'Ii.179 million 

in the foliowing year (1972-73). The following table sho. the binkls sarae 

in the total volume of institutional credit supplied tii "grf"divrsl seotor 

during the years 1973-74 to 1976-77 :­

( Taks-2i M4iio ) 

I Total credit by I Credit by I 3 as percentago

Y E A R I all institutions I BB I o. 2: -N
 

1 1 2 I 3 1 

1973474 341.8 135.7 

1974-75 366.y 176.3 48. 

197-76 462.9 185.2 40 

1976-77 8M6.4 388.4 44 

SOURCE: Agricultural Credit Department, Banglade.Bank.'
 

BDB advances short-term, medium-term and long-terml loa s to farmers. 

Short-term loans are given to meet the seasonal needs of th' farmer for 

agricultural operations while medium-term loans are give..of .lzhas 

of agricultural implcments, draft animal-, bullock/buffalo carts, dairy, 
. . ... 

poultry, pond fishery etc. Long-term loans are given 5poes asfor
ki

p smuch%.,,-,j ; .l .
 

development of orchards/fruit gardes, inland fisheries, acquisitiailf" 
. * * ....,a i1' 

faz machineries, construction of warehouses etc. The bak charges interest 

at 11 percent for short-term loans (ocopt for tea and jute finance for 

which interest rate is 10.5%) and at 11.5 percent for mdium and lonC tirn 



loans. The following table shown the term wise break-Up, of, the loam 

disbursed by the bank during the years from 1972-73 to 1976-77 t-


L
•, ,J.:7U. t.. .- "
 

CTake 1A Villon ) 

' .. ',* :J.- bo.).4Y 1; A R Short-term Medim-tere Lmwt,m1LO't-r &a :" .) 

1972-73 56.1 
 121.9 1.0 
 179.0 
•* , "n ..' w1b .'.". 

197-74 66.9 68.3 o. 13.%7 
• *1F',!n~"7-1""
 

1974-75 94.6 81.0 o.? 176.3
 

1975-76 .111.2 73.8 0.2 " 18M2 
1976-77 266.9 119.4 
 2.
 

TOTAL: 595.7 464..4i 

SOURCE Bangladesh Kriaht Bank's Annual Reports.
 

It would be observed that short tarm loans disburmd by BKB in 1976-77 
(upto end Juno, 1977) vas more than double of the caomt disbursed 'u the 

previous year. This ve mainly due to the bank's perticltion"tn what is 

known as "Tck. 100-Crore Spocial Agricultural redit Pio . (8AP~w launched 

in mid-February, 1977. For disburesig credit oier-a-.u(5• ..
 .; 
 • "
 

allotted 835 unions. It disbursed a total amount of Tk. 165.33 million 

represcntirg 27.24% of the total disburement of 7k. 606.85 million ade 
by all the participating banks upto 3lt December, 1977. Tie bank ottained 
refinance frc B3angladesh Bank at conmceaional rate of 60# as 
 Ij and 
charged interest to the borrowers at 11% per anna (oompoueid sialy) as 
fixed uniformly for all the banks participating in this p. 

The bank from its inception enunciated a policy to givre ferfae. 

as far as possible, to the credit needs of sll farmers. In thin context 

it would be of interest to analyse the bank's loaning opertlcim4 aceording 

to size of loans during the years from 1972- 73 to 1976-7X. ,, n19-73 the 

bank disbursed a total amount of Tk. 179 million among 175,289 loanee. 

,nd in 1976-77 it disbursed a total amount of 7k. 388.4 million to over
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225,000 loanees. In 1972-739 55 percent of the total namber of loans 

rcceiving loans ranging upto Tk. 1000 accounted for 42 percent of the total 

the intro­loan disbursed during the year. In 1976-77, however, because of 

duction of Tk. 100-Crore 6ACP, 79 percent of the total loanees received loans 

upto "k. 1000 and accounted for 54 percent of thettotal loans 6f.,that year 

indicating marked preference for the small farmers. Loans upto Tk. 5W0 

accounted for 38% of the total loanees and 17 of the total loan amoumt 

in 1972-73 and 32% of loaneos and 33% of loan amount in 1975-76. Th? table 

bclow shows the percentage of the bank's borrowers by size of their land 

holdings. This also shows an increasing trend of preference to small farseret 

Borrowers by size 1 1971-72 11972-73 19W3-741 1974-751-1975-76 
of lnnd holdings I I " | ­

i) Landless 0.77 2.22 0.01 0.02 0.02 

1i) liPto 3 acres 45.59 54.23 5.5 63.00 58.96 

iii) Over 3 upto 
17.5 acres 47.32 37.23 380 337 , 5 

iv) Over 12.5 upto
 
50 acres 5.26 6.07' 3.25 3.o6 1.47
 

SOURCE BKB's Annual Reports. 

The deposit liabilities of the Bank increased substantially during the last 

5 years As rry be seon from the following table
 

Taka
in Million 

Type of deposits -- A 5 ON
 
rF30.E.73 I 30.6.74 1 30.6-75 -130.6.76 1 .67
 

• , . ;-.-L£=l bixl 

102.4 164.8Fixed depo3its 19.4 38.8 92.9 

t1
Snvingsa Deposits 21.6 25.0 23.9 * .-


Current and
 
3.8 16. 17. ... 2bj bL. 540.,other A/cs. 


TOTAL 74.8 79.9. *-. 155.8 lo j2.So 

t-'r, ,, ;. -ba 

http:130.6.76
http:rF30.E.73
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B3B1' rates 	of interest on deposits are 1% higher tha thos..of ths 

BI has been allowed to i 1% higher zat. toerable: itcomercial banks. 


mobilise rural savings. The deposit resources at thb Miq .wlM tjhwme
w .oo 

-
mostly from organised sectors are, however, yet too mall 4nqqiO5.to 

for lAvestmen in zrul;aess..,its requiremont of financial resourses 

Tho following table shows the trend, of recovery of Inamm.by~i 

relation to 	ito overall outstanding and overduest during..tbjqst 74M'. 

. v tfo4 WS 	 as d, iW 

Percentage of
O 'RecoveryP
YZ A R Disburseent oe~tdne to 

19'2-73 179.0 67.2 06 .3 2%.- L.- Q, J 

1!73-74 135.7 119.0 6714.-'. 3.6 %03Wf7 .:;r 

1 n45 -75 176.3 200.0. 2.~ 

1fl7p.76 185.1 274.8 • 72.1: : .-.. 326.i.,. . u 43-9,.-'ah ( e" 

,,9?6-77 388.5 294.9 93.3 ... 

"
 C40PZ ATIV 


After liberation both of the cooperative syates4,the traditional' 

ystem and the Comill System, continued to .exist. The Cilla fytas, of 

courso, as decided by thu Governmnt, has been rapidly "iondlng uidei he 

the traditieal,.'- althou& .or . ., TIntegrated 	Rural Development.. Prograine (MP)' I -- .- .- .-.... 

system hne not beon abolished anywheri so far. "Thb credi cooperatives nader 
' ra ,' "rr * 

the traditior.al system consist of Apex Benk (Bangladesh'Samabena Bank), 

62 Contral Cooperative Banks (CCBs) and their .ffiliat P"Mla7 80060" 

(UCMUPSs and KSS - aa mentioned earlier) ad the 16 Idn.-*tg Bqj 

The anaging Co-ittees of the Cooperatives under this ayatm L been 

fully demooratieeci. This system is continuing to rm" as c. of the injOt 

http:traditior.al
http:4nqqiO5.to
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channels for delivering credit ismed by the Bangladesh Bank (C¢tz.. 

Bank of the country) to farmera who are members of these co'pe'rtiie . 

at the ram. root level. Bungladea Dank with 	a view to mncoe"s-n 

credit flow through the cooperstite system decided '" a atter otp acy 

to accept Government guarantee at a reduced flat rate of 30%fd; all type 

of loan for aW. amount to bu given to Bangladi-h Sambm&j b ." 

liberation, BEB (fomerly BJBB) has been carrying ou a cut6i 16d1t' 

operations financed by Bangladeh Bank at conces aonal rate of interest 

which is 2% below the Bank Rate. 

During thoe pot-liberation period, (upto end June, M81,1 

diobureed loans aggregating Tk. 80.04 crore (I.e. Tk. 8064iit'tc), 

out of Bangladeah Bank loans amounting to Tk. 75.72 crzers kad own 'ud ' 

Tk. 4.32 croree. The year-wise *polition of its loan operatioms duzii&-d 

years 1971-72 to 1977-78 ta sho m n the following tables I s%-,"7 

(a) Year-wiao loan operations of BB during riscal Year 197I-72 

to 1977-78, 

.. ...... ( ;,i=h 1 T--
Y E A R Loan disburaed Loans recovered 	 loam 

lutstandins 
1971-72 96.4 41.6 k. 
1972-73 142.5 
 67.3 365.4 ,217.9 

1974-75 94.1 92.2 360.2 

1975-76 106.2 121,0 .34.4 

1976-77 113-3 105.2 353.6 2 7 . 

Total: ( 4 652.,-.-,.... 	 aa. =b 
- '4 
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(b) Year-vise position of BSB's loan operation. with Bangladeah Bank 

( Tak inKillion ) 

T E A R I Draval I Repayment IOutatni2. 

1971-72 98.o 34 .3 16.95 .... 0I j . 

1972-73 148.2 63.0 25.47 , 

1973-74 65.0 .129.2 19.05 '"-,?...(r' 

1974-75 86.7 133.1 14.41 

1975-76 94.4 107.9 il.o6 t 

1976-.7 109.2 115.5 12*-13 , I-Ors 

1977-78 155.7 104.7 17.53 .: . ... 

Total: 757.2 68?.7? 	 : .:z. 

0Out of tho total repayment of 1Tk.607.7 million, ti anount 

of Tk. 486.6 million was the repayment out of-ricovflry and, 

'k. 201.1 million out of guarantee money paid by the.,o(ernmeznt. 

Presently, the Bank Rate being a%, Bangladesh Bank-ha. been 

giving loans to Bangladeeh Sawmbaya Bank (085) at 6%(mihm -per-mokwm t 

which is not compoinded, for on lending to farmers, (throaO thm C nd 

Primary Cooperatives) at maximum 12% per annm (simple). T h tamtel 

rates and margins rotained by the Cooperatives at difterent tiers-arsAm 

follows 3 	 -: 

rnterest Rate , Jon 

1) BBB to CCd/Association 7% (nsiml) ­

ii) 	 CC~/Asaoiation to (Simple)

Primary Cooperatives
 

iii) 	Primary Cooperatives to 
indivi dual borrowers 12% (imle * ;) .- " 

Interest on cooperativo. Zoans are not con4pona4 . A Collection
C.I n' e.. lasb the Copeav 

Charge at 4% is, howveer, reain~ed on &U overdue loam .the Coopermt~ve's 

at all tiers. 



TH COITIA SYSTE OF COOPEPTIVIE:
 

As menti.,ned earlier, the Comilla System of Cooperatives 
inco­

v
 

porated certain features which have been generally 
abset.. in-thother---'iA I Ye . '. I 

used for channeliming iztittiCaU1-­
syotem (traditional cooperativs) 

t: 
credit to farmers. The most important of these features is that IX;-i 

to be coordinated vith systems for view 
provided for a'credit eystcm 

on,-f

ing (1) information about and guidance in the int.od 

ati 


and inputs and (2) supplies of the Improved inyutnh..

productive farming 

supervision and 
The system also provide* for more adequate oaddit 

aystem ws found suitable t.o .W­
strict repayment discipline. After the 

to other thans, Integrated Rural Development Progrmg ,te 
spread over 

al l
 

given the mission to spread the sytw
(IRDP) wa eatabliched and 

over the country. As of Septomber, 1977, I affiliAW UTOM'W--d 

xtr and theme .TOAz had 
each located at the respective Thana headqua 


a. totalsembership
22,929 Primary Cooperatives called KU with

affiliated 

Sonali Bank ( one of.the natioma­of over 700,000 farmers. Gince 1973-74, 

at ooaooredit to the TCC£m 

lised comercial banks) has been providing 


to their
 
rate of interest) for cbanneliaing throgh the Xp

cesiosali 
rative. 

farmer-eabers. The volume of loans disbursed 
by theseo 


during tho years from 19793-74 to 1977-78 (upto.septeuber, 17).,s, 

follows - OrL'k 

DISBUUU4DWY Z A R 

T. 24.56 million1973-74 
1k. 393.0 " 

1974-75 
WATh* 45.3D1775-76 1c3oTk. 61.99*97677 


. c: T.i L I kv 

nd1977-78 (Upto 

Tk. jo.70 " September, 1977) 

The doposit liabilities of t i c 1in 

4 ; -.% 
equalled Tk. 25.85 million. 
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The overall loan recovery performance of IRP-TVCA leaves much row 

In 1973-74, they collected 78..4% of the loans (principal)for improvement. 
 "'" 'I! V', r...
 

already due at thethat were due for collection including those which wore 
'.1.' ,' tr
 

fell due during the year. In 1974­beginning a! the year and the'loans that 


75, 1975-76 and 1976-77, the respective percentages were 37.5, 58.3 and 57.9.
 

( one of the natiemliasdThe IRDP-TCCAa got loans from Sonali Bank
• ,~-.k|'.:i 

and disburse those loans among farsmr-aembara ofcoercial banks) at 7.5% 


their affiliated K38s at 17.5% (including service charge at 5%), the spread
 

being as follows 

i) Sonoli "Bank to TCCA - 7.54 compounded quarterly
*. F ,a , r) 

ii) 7CCA to KSS - 12.5% (includes sorvice charge 2%) 
1 .1 .. 

iii) KSS to Farmers - 17.5% (includes service charge 29 

Kanager4 c66iission 1%). 

Like the traditional cooperatives, the IRDP-Cooperativia ar' also 

dominated by comparatively woll-to-Uo farmers and ruraLL elte. ,Mu.to the 

influence of these peorlo and due to the proMision of L.paml.eo deposits 

to be made by the membors, the poor farmers are not gatti..ccew6 to these 

cooperatives. TCCAa havo bean eat--bliahed in 200 Thana. but the Primz7 

Cooperatives (KSSo) under them havc not been able to enroll ia their member­

ship even 3O of th(- fcrners in th.so areas as yet. Providing mmbers edu­

cation nd training in ,orc productive farming, a feature which distin­

guished this system of cooperatives from the traditiona ws are now c m­

picuoualy absent from the cooperatives under IRDP. Even the training of 

model farmers aro found to have been losing eifectivenea in motivating 

other farmers to take to improved and more productive faring p.etios. 

The Government have increased the strength of extensi on -MlM and a new 

extension system known as Training and Visit (T&V) 8ystm whc been 

found effective in a noighbouring state of India has been introduced with 

http:L.paml.eo
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IDA (World Bank) finance in the north-western region of the country. 

Tho Oovernment Extension Staff have not boon allwed, a a matter of 

policy, to be involved in the credit operation.,even for supervising 

the and-4w, of credit on the ground that such involvement might harper 

their extension work. 
In view of the Oovernmuntes decision to ae d a] 

over the countr7, both the World Bank"and the Aaian Developmt Bank 
(%M) have accepted these cooperatives as the only suitable Institution 

for dispensing credit in the following projects financed by them : 
- 'i,.00'. (,8.

(1) Rural Dlevelopment (RD) Project-I covering 7 Theam. 

4 in Bogra and 3 in Mymensingh Districts) financed 

by World Bank (IDA).
 

(2) Berajgccj Project financed by ADB. 

(3) i'tcnsiv, Jute Cultivntion Scheme - finn'ced b Mg. . 

The IRDP-TCCAs are enjoying absolute omiopolw *j* '; " ' 

agricultural crcdit in those projects. 
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NATIO?2ALISED COMMRCIAL BANKS
 

listorically, the commercial banks in this country played no 

significant role in the strategy of development of rural econody which 

wes or crucial importance for overall economic development of e country. 

The -.omercial banks originated in the urban areas, we ur''ban sd 
urban orientLd and they served moatly the interest of e bg i tri iste 

and comercial magnatos who were also the owners of thes banks. In the 

early 1960's tho thcn Governmont initiated work for' fr; ; develop­

mont in rural arce" through various programmes and pyinpedIn mny for such 

work. The commercial banks took this opportunity and started opering their 

branches in the aemi-urban areas with the sole object of bringing thee. 

government funds into their coffers so as to inflate t-i epoi reAlources, 

The banks also mobilised rural deposits through various ihieriadi;H""like 

the cooperatives and syphoned the monetary resources so iobilied, to urban 

areas for profitable investment in trading nd camercial enterpr ses. They 

paid little attention to the needs of the famora and other xurl producers 
as they considored such investment as less renme'- ive, more costly and 

highly risky. Very little was done by the then Government or even by the 

Central Bank to bring about a change in the attitude and policy of the 

commercial banks. As a result, the entire bank credit was once concentrated 

in the hands of a few fmilieo who controlled the economy of the country. 
..... ~ ~ ~~ " I,' e ". 

Immediately after liberation, a Presidential Order called Oattionalisatioc 

* jt'. at 'M-tt j- Iof Banks Order" was passed and 6 new comercial banks were cm t th the 

organisation and structure of 12 privately "bied mir" 
existed in the country upto of W at e ij • 

lieaiP I -ie 4A Wyge 
of ownership the banks did not chane their''ift~tl s f#othi'wre 

still hesitating to extend their services to far e Ot4eh,a" rm 

in the rural areas. To get over this situation a d " bthe 

Central Bank (Bangladoesh Bank) to inducit te ,-ti c ,..banks- elra 
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Agricultural Credit Programe (BliP) involvin all the six nations-

S.. I " "1: - - J
 

lised comercial banks (HCa) and Bangladesh Kriahi Dank (BDB) has been
 

launched from Hid-February, 1977. The Government allocated the credit
 

target district-wise and crop-vise and fixed the credit norms. This
 

allocation was again "sb-divided union-vias and crop-wise and the
 

unions vwerc ailocated among participating banks for disbursing credit
 

under a very simplified procedure. 
 Under this programe lama are to 

be disbursed by banks to farmero an near to their vil1ps es possible 
.r , Aik.. 

by opening booths, if nccoasary, at convenient placs. No collateral Is 

required for these loans which are given by the ba.nks to any person who. 

is identified as genuine farmer having land under his cultivating posksen, 

by any reaectable person of the locality. The loans are given to individuals 

or groups against crop lion and personal surety or group surety. A faror 

cultivating his own land or others' land as tenant or share cropper is
 

eligible for lo;.n under this propgrs provided bm can saty t~ e bank
 

about his moans and capacity of producing the crop for which he wants 

finance. Cne of the objectives of this programme is to chang the bank6. 

security oriented loan.ng policy tc make it production oriented for agri­

cultural finance. Another objective is to increase thtecoeern of mall
 

farmers for which credit 
coiling hawai bn fixed for fin~cing any crop upto 

a maximum of 3 acres. Initially, tha oomerzial banks being new in the 

field did not have sufficient staff to handle such & imsive programe 

in an unfamiliar environment. The .ooal Government officials Namera 

.Chairmen of Union Parishads were, thaftfors, involve&d-fo poviding 

necessary aosistance to beak's ataff in disbursini''-I l-a ---- s-r~eeor­

ing loans under thin proamme. A Lead Bank ystme has been introdis&¢ for 

coordination purpose. For every distriet one commercial beak has bee 
-" ,."' "-++'' ". " ' qro"I t kfbui ' 

designated as the Lead ak tdoe f~mtion is to ,,latain eeoardisaie 
.at h oe-am all the participating bant th'nuh the Dlstrtot Comittee pet.np-rr t, 
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at the district headquarters with the Deputy Commssioner as Chairman 

and Managers of the participating banks and repre entatives of other 
concerned agenciea as Members. The progme in being tmonitoedby 

~.,,* *..over 

Bangladesh Dank who also issues operational gu ael....initrootic. to 

be followed by the ba*s implemeting the prammie. ra the first year, 

60% of the. disbursement target, was achieved, Opt. the terminal date.; 
tfir ,WA mrao l.ty

The performance of the participating banks in rempet'Ofieoverry of.the 

lonibursed under the program, ham nq.be ataoe7eupto 

k 

C' 

,,~5aProgram 

. 

to- i .; : ~~aL ioi +mn430th June, 1978, they could recover mnly about 496% of th ,total ' unt 
disbursed during the calendar year 1977., 1 

Apart f disbursing credit under thin Special Agric l Credit, 
(BAOP),.the commercilebnksau well as UW oarried ca egricul 

tural credit operations under their NormalmI s (11P) s.mul taneosay. 
The cooperative systems remaiiig outside- the ShCP, also disburied~oredit, 

according to~tbeir Normal (M).As a-resultithe, vole of redit:,~" 

supplied to agricultural secor. 
darably. during the last 2 years s 

ifrn institutions -incremsed': cas. 
my be seea froat the faolwing'table, g 

mm a.r~ of Taka , 

Agency Credit disbursed ,:1 Credita dsbursdo n f /L'- • 

a43 

a"+ 

'a 

.. 

. a 
,,... . .. . . . * , +; , ,a*+sl, Jj

-,BB 11.33 - 11.33 17.05 V$o.03 ALIx 504 9 

KB 31.68. 7.12 38.8o 37.29 17.84 531:1 3b. b0rj ,2 
NC~s 21.94 15.87 37.81 3M.54 52.08' RVT 44 1* !$ 

64.95. 22.99,87.94 90.88 '69.92, 160.5gp Innl~A 801.1 .... 3""+...".. 
1 crore a 10 million r-­

- *Ill-3a .~vd 
Consequent upon taking of the above measures, disbursement of agicultural. 

credit rose by 47.4e% in 1976-77 over that.ofi7 4 6q11 117 
..... + . 

78over 1976-7.Share ofagi. r t vid8ha 

aA. .14 
?8 

+.+ . . 
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. . 
oo: 

' % ';+ t 
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W : "m ''" 
_rmt 

.US 
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 . ... A+......
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. aj~1. W' 
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the total bank credit in 1975-76 alas roae steadily and stood at 
6.75% in 1976-7 and at 10% in 1977-78.
 

The study team of /a. 
 Rujert R. Nathan Associates, Inc., U.S.A. 
undertook a field levcl sample survey for an evaluation of the SACP. 
They are processing the data for preparing final Evaluation- IL - 1t eport.(' po
Heanwhila they have submitted a preliminary report whichreveals some 

intereting fanta about this protrama., 8 oe of their obe evations 
are noted below 

' ' . "r ' L . '. 

Relative to the national land ownership patterns, the data. 
(in respect of a sample of 158 borrowors), presented. hareo, a Us­
proportionate representation of large farmers among those who.received 

loans under the programme. 

Nearly 38 percent of the borrower, owned more
 

than 5 acres of land 
 ed received about 54 perceat.:, 
of the credit that was disbursed. 

About 41 percent of the borrowers owned 2-5 acres 

of land and received 31 pwrcont of thc credit. 

About 21 percent of the borrowers owned lees than 2 acres 
and received about 15 percent of the credit.
 

None of the 158 borrowers owned no land.
 

To put the above information in perspective it ahould, be under­
stood that srll farmers and landless farm laborers. depA very heavil
 
for tho.r livelihood on 
bcing employed as hired leboreri 17.fa1rers with 

larger land holdings. On the average, borrowers owning I then2&A 
indicated that 31 percent of their family's.livelihood,ned from 
working as hired laborers 'or other farer,.The lanOe, d 
even more heavily on being employed by other,. The velfare f the ral­
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poor requires more intensive (employment 
generating) operations on all 

wall ones. The solution to the problem 
farms - on largo farm es well as 

to the larger farwers. 
not lie in denying credit 


a .ll farmers - an compared with
 

oes 


The data do not indicato that 

i' . Of
 
are more inclined to repay their loans 

when they f 


j
 
others ­

for'..n 
the borrowers.who had rccoived loans 

under the program* 


p~Sntof 
or Jute 50 percent of those owning less than 

2 acres, 5. 

moet cra61 percent of those owning
those owning 2 - 5 acres and 

rpaid their loans for these crops befbie 
the 

wEro indicated to have 


ti-ne when t icy wore intorviowod in April.
 

"~ 

Nevertheless, because thcy were more numerous 
and thii loan 

of laid a.oWtmted5 acres 
wore largor the borrowers who owned more than 

'diads under
 
for more than one-half of the money that 

was overdue en 


man 
and Jute. Borrowers owning 2-Wlcre& accounted 
the programme for Au., 


and farmers
 
for 34 percent of the money that wan or

cihuo on such lo rV, 


owning less than 2 arcs for only about 
10 percent.
 

uly 60 percent

in the uo of the credit van very lax.Supbrvision 

-.e Union/Vilag Agriculthrel Assistant, 
of the borrowers indicatcd trat 


ee how the
 
a bank employee or a membtr of the Union 

Council chocked to; 


borrower used his lean.
 

that the prograe had
 
There would appear to be little doubt 

of fertil.se an ong 
a favourable impect on ngricultural production. 

The use 

The respective
leas thAr 2 acres increased by 46 peroei.

borrowers owning 

2
 e than
 - 5 acres and borrowers "azisgo .'.
increaaes for borrowere owning 2 • :I. ,cA: 


and '12 percont.
acres wore 13 percent 

Howcvor, the impact of the programme ad productIeijlemA1ined 

5 

in' obtaiiihg up & otItiaer,by difficulties borrowers exporinced 

TerO 
improved planting seed nnd pesticides. Seventeen percelit 'OfIb 

in obtaining'f ii*Li3 ee; 8 per­
indicated that th,', experienced difficulty 

cent indicated that they had difficulty in obtaining 
planting seed and 

http:fertil.se
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15 percent indicated Zhat they had difficulty in obtaining pestictdee or 

spraying oquipment." 

In the absence of preciae data relating to operational cost of 
51. (b "0J 

the baks and loan cost of the borrowers, it is not ,.-.abl* to a 

whether the interest rate fixed at 11% for these b hMe been realistic. 

CONCLUDINO OBERVTION8 i 

It would not be easy in trying to drav ame Mite cmclunionI 

froo the above discussions on tho existing institutional delivery system 

of agricultural credit. It would be for more difficult to suggest aq 

rocommendetion on it individually. lance I would refrain frai attmpting 

.nfy. I would, howevor, liku to draw the learned ottentio of the diatin­

guishod participants hers on three ieasse which1 to m mind, appewa to be 
.. . . ts, . 4)I I 

crucial for a viable and effective rural credit delivery oyatee in 

BDnglad.sh. 

The first issue is of the accessibility of the rural poor to ina­............... ... . 

titutional credit. It is a wel kmown fact tha spite multiplicity of 

agricultural loding institutions existing in the covntry the me3ority of 

the rural poor have very little access to credit offered by these institu­

tions. Their efforts to get osoe credit monoey for production fron these 

institutions mostly founder duo to their inability to offer adequate 

collateral or to hnvo eny effective say in a credit cooperative dcodnated 

by thcir fellow affluent frmers and village sm*oy lenders. Attempts from 

the Government to undo this set-up did not have much ofect s far. . 

The second issue in of t4 tiOfitability of crcdit smiemy which lead& 

to the question of appropriate interest rates for rural ledig The profit­
* s "t!tsa , 

ability should be considered from the point of view of both:tbe leader and 
th b: ere1 d tTo 3uti t f -. 

the borrower. The lending institutions must find the interest rat* sufficient 

http:BDnglad.sh
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to cover coat of credit including cost of lts.atniatratim amd A. 

reasonablo profit margin. The borrowers also must find it attractive.. 

enough to generate additional income from inveosting the borrowd am in 

farming so an to be able to pay for it and also increase his natworth. 

An ideal interest rate will be one which is able to satiafy the spire­

tiona of both the lender and th, bcrowere simultaneously. 

The third i-sue is how (o naise loan delinquncy aMdii ,.. 

out an effective mechanism for prompt repayment. We are aware that.a 

number of methods have been tried with varying success in different 

developing countries of the Third World. In Bangladesh also a few 

methods Pre being tested, but an effective recovery system is yet to be 

found. Without going to the depth of the problem it can be amid that 

the domino of a rural crodit institution in oftan brought abo y h 

rates of loan dofnult. In this country the dumse of such innttutims 

Government 

is being prevented so far through 'artificial respiration', that i. to 

say, through heavy interest subsidy, counter-finanoe, invoking of 
.. i-;t ., '" 

guarantee and similar other measures. Ulesa a self-financing 

credit system to the benefit of both lender and borrmr can be found, 

these lartificial' measures can only defer the eventual demise of these 

institutions. 

With a view to finding proper solutions to these three burning 

issuos and to develop an effective model to be replicated subsequently
'T0 . 1:ro7 

for a desired delivery system of agricultural credit in the c0 try, 

a project styled "Thral Finance Experimental Project" is going to be 

field-tested very shortly under USAID assistance. The futwe of ap-tcl­
.".- ,--If' " -L . 'Jutural development in the country in general and that of thi maU ad 

marginal rural borrowers in particular may be largely influencel by the 

sucess of this P~roject. successof..tuhi, rojct­


