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INSTITUTIONAL DELIVERY SYSTEM OF
AGRICULTURAL CREDIT IN BANGLADESH

- M. A, MAJID MOLLA -

INTRODUCTICN:

Bangladesh (formerly, Bast Pai:istan, liberated and emarged as a new
independent country on December 16, 1971) comprising a total land arsa of
approxicately.55126 squarc miles is more than &mr&l. Over 90% of the
country's total population of about 80 million live in some 65,000 villageu.

The villages are grouped into 4,354 unions each one of which forms & unit ‘1"““:’{
of local Government and has an elected body called "Union Parishad" (fmmcu).w\
Administratively, t);o ‘Zh?}? ;f%\:'}‘t{.,..'.i.}' divided into 4 divisions, "9 districts,
62 sub-divisiona, 434 Thanas (Police Stations). The centres of rural supply
and services are located ut the headquarters of each thana .vh.lch forms the
basic administrative unit of the nation building departments of the Govern-
ment. More than 85% of the people of Bangladesh depend for their livelibood
on agriculture and related cconomic activities ir rural areas. Agricultura
wvhich is the main vocation and source of income of the rural people contri-
butes about 60% of the GIP and 8C'‘ of the export earnings. Agricultural
labourers constitute abcut ?O‘#Z{h-: total lobour force of the country. The
'averago density of population is 337 per square mile. The land-aman ratio

is one of the lowest in the world. The aversge landholding per farm fanily

i8 1 to 3 acres. Of the total faruing population, 30% are landless, 35% own
land upto 1.5 acres while 56% own land upto 2.5 acres. The average holdings
arv too small, fragmented and widely scattered for proper managesent amd
econonical use of irrigation nnd other facilities. Though land is fert!le,
productivity is comparatively low due to poor cultural pncticol{ ﬂaio«,
lack of proper and adequate infrastructure needed for appliu‘t'iﬁi'of

improved and nodern technology, subaiat.enco faraing has been tho""é';tfm;ing

feature of agriculture. Great mnjority of the farcers are poor.. une.ng.
and below subsistence levcl. Efforts have been made since pre=lideratinm
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time to develop infrastructure and create facilities for development of
agriculture and its variougs sub-secctors, so as to reach self-sufficirney

in food and reduce rural unemployment, An Agricultural Developmeat Corpo-
ration (BADC) was set up for arranging supply and services of various agri-
cultural inputs throughout the country. Also, a Water Development Board was
set up for doveloment of water resources and taking protecting measures
like flood control, constrv~tion of crainage channels etc.

For dispensing credit and providing finsicial services to the rural
people there were (a) credit cooperativea which were organised at Governsent
initintive. Besides, .a apsciolised Agricultural Development Bank was set up
by the tnen Governoent for providing term capital finance to individuals and
organisations vngaged in egricultural operations and/or related activities
in rural areas.

With the develorment of insrastructure and c.eation of these facili-
ties, croppiag intuncity increased rosulling in higher agricultural producs
tion. Yet, the condition of the teuming million of thc rural poor did not
inpreve, ¥ow atcut one-third of th- rural population have become landless
nnd they remzin mostly under-enployad or unemployed throughout the year,
Tozrefore, the majer thrust of :*. present policy is to create institutiomael
facilities for integrntud rural .evelomient with omphanis on equitable
distribution cnd improver.nt of the fositiou of the poorsst of the poor.
The present agricultural credit declivery syc:em has to be considered in

this context.

AGRICULTURAL CRZUIT SYSTPM:

Before 1iberation of thc country, there was a sulti-ingtitutional sys-
tem ‘through: . which credit used to be delivered to farmers by the unnnqm
institutions directly ae woll as through finzncial intermediaries like

B

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

Central Bank, (3) thc Agricultural Devclopment Bark, (4) the Cmpou.tinc
[ R
Banks/Asnociations. The Government used to distribute what wos known as



"Taccavi" 1oa1s 2t nominal rate of intoreat uong - irzers nf!octod by utuml

calamitiecs like flood, cyclone etc, to tide them over dllﬂcultin fm' lgri-

ER O
cultural purposes. Most of these loans uacd to remain mmca&nd tor yom
1wrd e p
together and Government would hardly take nn,y effoctin - BeAsUTSS for recover-
“ (0 !
ing the loans. The Taccavi system did not atrictly Luv noras of _n-ti-
. Yo ot .u“-‘- -1
tutional credit and as such it created a bad procodnt and Mt ind:scipline
Ve ML . e ——
which ultimately affected the -ouuns openuo'nn of othu' cred't agennies as
‘ ,.Jos LI
well, It was, therefore, decided to abouah the ucuvt loan’ mtu a..togothor

but it continued to operate though on & auch "d‘-‘f?;—’.?gi.‘ o ‘
The Central Bank (che ther State Bank of Fokistan - SBP) used to eake
loans and advances at concessic: ,I rate %o tvo mtitut;;l. el.nb. \1) the
' Agricul*ural Dcvolopment Bark of Pakiotan (ATEP) and (1) the Apex Cooperative
Bank forZ;:cdins to asricnltural sector throu&b their hnnchu/fatomd.hrin.
The Central Bank was also statutorily nnponaiblo for for‘nl;t;.?‘ lp-lcnltml
credit policy and providing a machinery for control oupo:;.d; and coordi

nation of the activities of agricultural credit mutuum cporatinr in the
field. In fact, the Agricultursl Development Bank as vell as t.ho coopuntivo
barking systez Loth being finarcially weak organisstions vere mo.t ontirely
depondent for their sgricultural credit operations on borrowings from the

Central 3anx,

A. D, L, P,
Before liberation:

The Agricultural Doveloment Bsnk (ADBP) was created in early 1960's
el ok o cntylee .
by erging 2 inotitutions namely Agricultunl Development Finacee W‘uon
. TLOTA) meda Y o
(ADFC) and Agricultural Bank of Pokistan (ADBP) set up u.rut.r by the then

I TLte0d $IA tencnai-
Government for the purposo of providing crodit fucuitin to qucultunl
‘o Bty s-

sector. It was a Government aponsored bank; its share capital of Rs.- 200

million was contributed eatirely by t'ho OGovernoent and 1gn.nn§50l(::ps was
entrusted to a Board of Directors (constituted by the Oovor'umnt)- vho were
responsible for fpaming rules and rcgulations for the bank's credit operations

vithin the overall credit policy formulated by the Central Bank. The lank was



intended to adopt development oriented policy for financing agriculture,
sericulture, horticulture, pisciculture, dairy, poultry, anizal busbandry,
bee-keeping, rural cottise and agro prbceuing industries directly through
{ts branches. The bank sstablished a netvork of branches throughout the
country; in the territory coapriﬁing Bangladesh, the Bank had a total n\-!;or
of 7y branches as on the date of 1iberation. The Head Office of the Bank at
Karschi (West Pakietan) used to issue policy directivea to be cxycut.;d by the

branches. Of course, thers was a subordinate Regional Office of the Bnk at

4

Dacca for maintaining a liaison between the Head Ofﬂco and tho hnnohu in
the then East Pakietan {now Bangladesh). The Regional Office had 1ittle to do
with policy formulaticn which was the exclusive responsidility of thl Head
Office. The bank pursued a security oriented credit policy which smn.n:
servod the interest of the couparatively big farmers. Thus the bulk of ?'.ho

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

-

financing tea estates aml cold storsge owners. Nedium ters loans given by the
bank for purchasing agricultural machinery like tysstowe, pover til..l;n“
shallov tubewells etc. also largely benef.tted tho big farmers. The ud.t\-
term loans given for -urchnaing plough anisals went to medium “N‘ 4. -

farmers.

COOPERATIVES
Before liberotion:

During pre-liberation time, there were two separate qcu-o! ooopinuvu

in the country (1) the 3-tier system (now kmown as the tnd.iucun qotn)

which originated in British India in the urly part of this cutm and (g) *he
2-tior system (known as the Comilla systes) evolved by the Aca.d.; }‘oral'hvlnl
Development at Comilla, The traditicnal credit cooperatives un;n:b(:}i:io;’l
system consisted of (i) one apex dank, (ii) 62 central cooml‘ti‘v:-‘t:l;;o‘at the
secondary lovel, (1ii) over 4OOO Union Cooperative Mtipu:'p;; ;;ci::’i:’
(UCHFS) at the primary level and (iv) 16 Cooperative land Nortpa;o .h;:;(dlo

BT

at the primary level). The apex Cooperative Bank was omniud u 19'08 nt a time

when there was no other rurol credit institution in the countq. 'nu bnk vhich
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vas then known as the East Pakistan Provincial Cooperative Bank(YPFCB) was
at Dacca with operational jurisdiction extended over the whole province of
East Pakistan ( now Bangladeoh). Initimy.l the Bank startod lonning operation
with ite own fund and small financial support from the Governsent. The EPFCB
established a line of credit with the then Cepntral Bank of thé coudtry ( State
Bank of Pakistan ) for the first time in 1958 and since tbon~§ho~coop‘ont£vo
banking qotu.becuo the purveyors of the Conu_'al Bank's credit to rural
sector. -

At the secondary tier there were 62 Central Cooperative Banks (CCBs)
and a fev Central Cooperative Associations affiliated vith the'Apex Cow
operative Bank. There wvas one CCB st each sub-divisional headquartér with
operational jurisdication over the sub-division. In a fev sub-divisions
there were more than one CCB located at the Thana h'adquu'tu-.n. Hembership
of Coﬁtral Cooperative Bank was restricted to cooperwtive Societies only (no
individval could be member of the CCB). At the dase ( i.e. primsiy) level
shere were Urion based socioties edlod.Unim Cooperative Nultlpurposo Bocliety
(UCNPS) and Village based society called Krishi Samabaya Samity (K8S). The
KSSa wero specislly organised under Thana Irrigation Project((TIP )’and Deep
Tubewell Project in certain areas. These X88s were federated into Thana
Associationc ( TCCAs), The Coopcrative Land Mortgage Banks vhich were directly
affiliated with tho EPFCB were at the district headquarters for providing
term finance to thoir farmer-members direct for such purposes a8 land develop-
ment, purchage of agricultural sachineries redemption of dedts, releass
of rortgage properties otc. Fishermen and sugarcane growers had thelr own
cooperative socicties both at primary and secondary levels throu‘h vhich the
apex dsnk used to channelise credit to their mesbers. These opopor’a'tiv"o"o 70;
farmers, fishermen and other rural producers were formed ai ﬂpvor;zint ini-
tiative mainly for the purpose of providing institutioral credit and otaer
services needed by tho people cf respective professions at rdnimai cosd.’
The Government officials who orgonised the cooperatives hntﬁﬂy with the

help of rural power structure enlisted all classes of peopi'o hwlndnc

/"4.'(;/)._1 7‘)/> o . u,ﬂg :m a ]i )
(11'1((/1 ['77 Aeel _Cé"t
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This guarsntse requirement impeded credit expansion becausé 'the Government
would not recomuend loan to be sanctioned by the Coentral Benk without oaking
adequate provision for meeting the guarantee liability out of tbe Government
revenue budget. In view of the Governaent's financisl involvement in the
agricultural crodit operatiéns of the Cooperative Banking Bystes, it was
decided to involve Government officials in their managesment es well. Govern-
sent officials wvere, therefore, oade the Chairwen of the Managing Committees
of tha Cooperative Banks. The Registrar of Cooperativ- Sccieties hingelf vas
sade the Ex-officio Chairman of the EPFCB while the Deputy Comnissioners
and/or Sub-Divisional Officers were made the Cheiraen o‘f‘ the w Coomi -
ttees of the CCBa 80 that they could have some control over m-wt
of funds. Neither the EPFCB nor the CCBs had adequate staff. Government
officials (of the Cooperative Department) who had no prohcdml background
and banking experience were secruded to these banks as Executive Officers to
run the adminiatration with a few poorly paid and untraided esployees. The
primary cooperatives which were affiliated with the CCBs at the delivery "4
of the ocutlet did not have any paid Mazagersi they were run by Homorary
Secrotaries elected from smong the memders, R

The cooperative banks did not generally have any dealings with non-
Dezbers and their only business vas to dispense sgricultural drédit to their
seabers on fixed rates of interest. The Central Bank (Btate Bank of Pakistan)

used to give loans to the Apex Bank at concessional rate of 28'below the
Bank Rate. The Central Bank's loans used to be retailed. by.the.Apex Benk to

CCBs through primary cooperatives to individuals on interest-sargin @ 1%,

2% and 3 respectively. These interest meargins at dur.q'nt Ltders vere
considered to be just w!!i.ohnt to cover ths adminigtratiom cost and noreal
risk of bad debts but the default rate wms o0 high that the imttu:;;l
concerned could hardly make any real profit out cf the business after meeting
the bad debts. The Apex Bank was required to repay the Cemtral Bank's loans
fully vith interest on dus dates and as there wes alvays short-fall in reco-

very, the Government were required to redeem their mmfn 1liadility by
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giving loans to the Apex Bank on interest rate higher than that of the
Central Bank. *s the Apox Bank's interest rete was fixed and no penal
utonat could be charged to the ultimate borrowers i.e. the indivld\nl
peabers of the cooperatives, the difforence used to be romud by the

Apex Bank by way of collection charge. Thus although tho_épqlﬁgnk could
square up its loan accounts with the Ceatral Bank it uninod heavily
indebted to the Jovernment. The Apex Bank's gutnununq_y}tp;gho Govern~
pent on this account stood at Tk. 115.1 sillion as on the dato of liberation.

During pre-liberatiun period i.e., froe FY 1958-59 to 16.,12. 1971 the
EPICB iuuod loans asounting to Tk. 649.5 million out of which Tk. 429.1
nillion werv realised upto 16,12.1971 and Tk, 220.4 millica were outstanding
as on 16.12.1971.

All loans given to farsers through the cooperative system were secured
at the ultimato borrowers' level by sortgage of property (usually sgriculturel
land). 80, the credit facilities extended by the Central Bank (SBP) through
the cooperative banking system could be enjoyed only by those individuai
members of the primary societies who could mortgsge encumbrancesfree land in
favour of the society. The landless farmers and share croppers vho did not
have any land in their own name could not avail of the oredit faoility
bocause of their inability to offer such security vhich was a must for
obtaining loan from the cooperatives. No tangible securitiee vers, however,
roquired to be given by the IFFCB to the Central Bank (SEP) and by the CCBa
to the EPFCB for their respeotive borrowings for issuing loans to the
prisary societies for on-lending to their individual'mesdérs.’Oily Pro-notis
signed by the CCBs in favour of the EPFCB and endorsed W*th atter to the
Central Bank were required for drawal of loans by thasievibiaunsd . o -

Too new type 2-tiered system of cooperatives umﬁaﬂ‘nﬂin.
were evolved by the Pakistan (now Bengladesh) Academy mlnv Mxme
at Coailla, after carrying out long experimméation in Cdm lot\-.u Thana



(using it as tho laboratory). Under this system, pruuy! qoopontivu at
the grass root level wero formed vith one village or a nulbcr; ?.{‘finmo
(but not with a union like the UCMPS). Theee village bucd oociotiu

(Agricultural Coopcrative Societies) were fodontod inff) s;:(tnal wu-

tions at Thana lcvel and vore named as TCCAs ('nmu Contr&Cocpautin

Associations). The other important features of thio nev type of cooperatives
.1 a1vwu1100

distinguishing them from the traditional cooponti'v,.l ai?d(‘!.)“c:pnlnr:
regular doposit of certain minimum azount by maividnn rnbon. (2) regular
attendance of members at wveckly meetings and (3) tnmnﬁof‘:dd farsers
and village accountants. This system of cooperatives wvas spread over all

the Thanas in Col;nla District.

After liberation, the Apex Coopoutivo Bank (m) vas nased as
Bangladesh Jatiya Bamabaya Bank (BJSB) now_ nmod as m‘d_’!i a-abqa
Bank and a new bank out of the former Agricultural Dovol'dﬂh!m of
Pakistan (ADBP) vas creatod and named as Bangladesh Krichi Yank '(BXB). The
oredit delivery system through these 8o major iutitutim',wlo‘;ﬂ'er, conti-
gued to resain the samo as it was before liboraticn. Thers Bas; Rowever,
been significant changes in the plicy, procedure and operaticns during iMe
post-liberation period, particularly since the inducticd oY comseroial banks
in the field in 1973-74., The paragraphs that fdllow gtve'a m'll reviev
of the loaning operations of difforont agricultural 99\4&%11:.? ations

including commercial banks during the last 5 years. .
. . NEPaN-- TR XS 5 [ hitd

BANGLADESH KRISHYI BANK (BKB): . EEBETTE ¥ ST SR

O Y ] "f)
At the time of liberatiom, the {omr ANBP in Bnchduh only

gL
75 branches with which .the EKB storted opontim fom 16& D.c.bor. 1971,
- 1gamiz [owup © Y4
The number of branches of tho Bank now atandl at 197. Beaides, 61 amall

L intc. 814% oL MM
rural branches have been orpenod during the last & years so. 88 to -the

’ rruq 1
bank's credit facilities available to t!u fmtm at their door m.

Best Available Document
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During 1971-72, the BXB disbursed loans to the tune of k. 95.b
aillion as compar .4 to Tk. 69.7 eillion disbursed by ADBP in the previous
year. The increase was 38.30% and it was due to introduction of a oimpli-

" f1ed procedure for disbursement of loen of upto Tk. 1000/~ from April,
1972. The simplified pro;:;d\;ro enabled the Bank to incrom.tﬁo mmber of
borrowers by 91% and volume of credit by 85% by disbursing Tx. 179 millica
in the folicwing year (1972-73). The following table shows the bsnk's abare
15 the total volume of institutional credit supplied to agriciltural sector
during the years 1973-74 to 1976-77 :- T

J":

( m‘g.ni Million )

T Total credit by T Credlt by 1T 3 as ptrcontcsc
YEAR ! all institutions I BKB - ] of 2
7 T 2 3 5
197374 341.8 135.7 L S
1974-7% 366.9 176.3 Mo
197%-76 462.9 185.2 ko
1976‘77 886"’ 388’“ .“_v‘ > otvod
Ceie ,:--JO"

S8CURCE: Agricultural Credit Department, Bangladesh Bank.

BXB advances short-term, medium-term and lons-tori' loans to farmers.
Short-term loans are given to meet the seascnal needs of't&.: f&fun for

agricultural operations while mediud-ters loans are givea for gurchase

C ereeio o eme—

of sgricultural iaplcaents, draft aataa)-, bullock/buffalo carts, datry,

poultry, pond fishery ctc. Long-ters lo-nl are given for p-xryt:osl such as
v Hsdorey

development of orchards/fruit prdm. inland fisheries, -chdtim“:!

ded

farn machineries, construction of mb,omu otc. The bank c!!nrgn {nterest
:313~% fyum

at 11 percent for short-term loans (mopt far tea and juto ﬁmco for
vhich interest rate is 10.5%) and at 11.5 percent for ud.h- nd long term



loans. Tho following table shows the term wise break up.of. the loans
disbursed by the bank during the years from 1972-73 to 1976=77 1=
R £7ha W

(m.umixcn)
S T ) -XF .XT Yo s

YEAR 'Bhort-ten { Hedium=tera { . long=term J-T.0't a:} -

R : e . LR 14 bk zniilaskhe.
1972-73 56.1 121.9 1.0 179.0
. R oot e T pY B s
1973-74 66.9 68.3 0.5 13%.7
. ST S ART lpy eTagT e
1974-75 94,6 81.0 . 047 176.3
. . '.: . ; -.‘.'_o ..Vf"" ’
1975-76 21112 73.8 0.2 188.2
B LA F gy RN
1976-77 266.9 119.4 241 388.4
TOTAL: 595.7 .4 Wbk.b o '_ 4.5 '"3#315,95‘3433

SOURCE : Bangladesh Krishi Bnnk'a Annunl Roportl.
now .,

It would be odserved that short term loans disbursed by BXB in 1976-77
(upto end Junc, 1977) was more than double of te asount distursed ‘n the
oige .

provinus yoar. Thia wae mainly due to the bank's prticlﬁ.tion'ﬁ vhat is
kaown s "Tk. 100-Crore Spocial Agricultural crouem (8ACPY™ launched

in @id-February, 1977, For dubuutng oredit “N&m BKB -vas
DR %]
allotted 835 unions. It disbursed a total amount of Tx. 165 ” ‘mdllicn

represcnting 27.2%% of the total duburnuont of Txk. 606 85 2illion aade
by all the participating banks upto 31st n.ce-bor. 1977. The bank obtained
refinance from Dangladesh Bank at concessional rate of 6%, as  usualy and

-—-

charged interest to tho borrowers at 11% per annm (compounded mully) as

fixed uniformly for all the banka partiéipating in thil m.
atsiconsh o-

The bank from its inception enunciated a policy to give Fefor&éo.
AP RTINS )

as far as poeeiblo. to the credit needs of -.n farvers. In thin ecntoxt
R A A

it would be of interest to analyse the banx'l loaning operaticas womu;
to 8izo of loans during the years from 1972-73 to 1976-7R InT1972-73 the
bank disbursed a total asount of Tk. 179 million among 175,289 loanees

ond in 1976-77 it dSsburscd a total asount of Tk. 388.4 milliom to over
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225,000 loanees. In 1972-73, S5 percent of the total mmber of loanses
receiving loans ranging upto Tk. 1000 accounted for. 42 percent: of the total
loan disbursed during the year. In 1976~77, however, because of the intro-

duction of Tk. 100-Crore S5ACP, 79 percent of tho tom loanu. rocoivod loans

upto Tk. 1000 and accounted for Sk porcont of tbcxtom loans 4f..that year

— e | e - e @ = + et e

indicating marked preference for the small farsers. Loans upto 'n:. 5(!)

accounted for 38% of tho total loaness and 17% of tho total loan ncugf

in 1972-73 and 32% of loanees and 33% of loan uount in 1975-76.‘ ‘\é:,‘;ublo
bclow shows the pcrcontage of the bank's borrovers by size of th:‘i‘.; h;r:d
holdings, This also oh.ova an increcasing trend of proferonce to ﬂ,l;iv;lﬂ.ﬂt

Y |

Borrowers by size C11971-7211972-731 1973-74 } 1974=75 "1 1975-76
of 1nnd holdings i i i e
PR A B Sa TR
1) Landlces 0.77 . 2.22 0,01 0.02 0.02
11) Upto 3 acres 45.59 5h.23  58.59 63.00 'I 58,96
- cmee )lqw
1ii) Over 3 upto
17,5 acres b7.32 37,23 38.05 3}.76 w19 50e50
iv) Over 12;5 upto . , . . O eA T
50 acres 5.26 6,07 3.25 3.06 2.b7
SOURCE : BKB's Annual Repor:is. : e

The deposit liambilities of the Bank increased aubetantially during tho last

5 years as rry be seon from the following table 3
Taka in muon '

< ansanntlat

Type of deposits | A 8 ON L eei e
30731 30.8.7% 130.8.75 1 0.8.70 1 _0.8.77 ___

ol baxil

Fixed deposits 19,4 38.8 §2.9 1024 164,8
; o anzd T .,
Savings Deposits 21.6 25.0 23.9 322 “$8Lh

caarg e T8Y L
Current and
other A/Cﬂo ’}.8 1601 R 1";‘0"- . 2hedd . ) 3¢y 5“.:’-‘

TOTAL 74.8 79.9.. . 1982 ~. - 1558 10 22579

isdaid awed

VoL TV-d%0f 12 baa


http:130.6.76
http:rF30.E.73

-t 13 =

BXB's rates of interest ca deposits are 1% higher than thoss of the
conaercial banks. BXB has been allowed to pay 1% higher nto-t'o,_muczit
mobiliee rursl savings, The deposit resocurces of the H,B»%,M}o.,om
mostly from organised sectors are, however, yot.tbo ‘n.h,_r.}l_@imst§~
its requiremont of financial resourses for investsent u.nml;un.u.., .

The following table shows the trend of regovery of mqm h
relation to its overall ocutstanding and overdues during thaylpst 2 years, !

PR )

-t L .t wefod XS A dal v

YEAR 'Diaburaeécnt | Rocovery | Mitetanding ' Overdus ‘:-2:7{0 oaup of
| i ] 1 } &

S . T he - bt SVl DaCee i
19273 19.0 672 612.3 D 28BNk kR0 I
1 73-74 135.7 119,0 C 673N . 30046:x S0TIMGTP T
174=75 1763 20040 . S -3 By
1975-76 185, 74,8 7%2.1 326.1 lo).9~

. : s i 1., velwevaal

“976=77 388.5 29%,9 9033 33948.05¢ t,;7.6« i

Lmoa ool AT
COOPERATIVES 1 ._

4o o
After 1iberation both of the cooperative systeas, ths traditional

: e " Qe

syaten and the Coaills Bystem, continued to exist. The Comilla Byotem, of

. diaty
courso, as decided by the Government, has been npldl: o\x‘%ln&ng wnder ‘the
LI\
Intograted Ru.ral Development Progn-o (I¥oP) - althoué.ltl‘ tnditi}:nal‘

_— e me — —,~ -

“systez hoo not beon abolished anywhers 80 far, Tha crodé cooponugsc mdor
the traditiorol oystem consist of Apex Bank (Bu:shduh m Bcnks

62 Contral Cooperative Banks (CCBs) and their ummea}"d—q so;'inm :
(UCMPBa and K5S - as mentioned earlier) amnd the 16 Land: W Bqnil,

The Managing Committees of the Cooperatives under m- mt- e besn
fully democratisec. This system is continuing to remais as cns of th.o Ljor
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channels for delivering credit issued by the Bangladesh Bank (Catrtral
Bank of the country) to farmers who are members of these co'oﬁ'o'xﬁt(v‘e’i"
at the grass root level. Bangladesh Bank with a view to mmuing e
credit flow through the cooperative system decided'as & satter of 'pilicy
to accept Government guarantee at a reduced flat rate of 30% fof all types
of loans for any amount to bu given to Bangiadesh Ssmabaya’ Bink.’ Blice
1iberation, BSB (formerly BJSB) ‘bas been carrying ou agricultural Fedie’
operaticns financed by Bangladesh Bank at concessional rate of {nterest
which is 2% belov the Bank Rate, o e
During tho post-liberation period, (upto ond June, 1978’ 888
dicbursed loans aggregating Tk. 80.04 crores (1.e. Tx. 800 L 53 lullon).
cut of Bangladesh Bank loans amounting to Tk. 75.72 crores hnd own Tomd °-
Tk. 4,32 crores. The year-wise position of its loan operaticns during-amd"
years 1971-72 to 1977-78 1e shown'in the folloving taprn‘ S :‘:~.".‘L-‘

Bad -p-\u

(a) Year-wisc loan operations of B8B during Fiscal Yoar 1971-72

to 1977-78, - fo R
. YEAR Loan disbursed Loana -rocovo:.--cd. "’xm(ﬁi.“"""nﬁii w
‘utstanding  £o328-cverdue,
1971-72 96,4 b1,6 .- ..290.3 .., ,20h0 |
1972-73 42,5 67.3 65,4 21749 .
1973-74 77:b 84,5 398.3 a2
1974=75 o1 92,2 , 360.2 . w,_b;,; rrasdnd
1975-76 106.2 | 1210 S - X R I S
1976-77 13.3 105.2 336 2P
1977-78 120.5 WOk 3L R, e
Total: ( @ : EF o remdtn. e - 30 A °"”‘T~"’?"- :
\ J - Y Y AT wmo) gatgeted At

-+ zitwronesd 7ifuee S
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(v) Year-wise ition of BSB's loan operations with desh Bank

I ‘~...!~ \,‘{';

(Tnhinm.lton)

DT O~

ST L. B {3V}

TEAR I Draval I Repayment I Outatandirg  Overdies

o~ ToC T miianr
197172 98,0 3.3 16.95 w00,y
1972-73 . 148,2 63.0 25,47 ’ \19!?%.1:”014
197374 65.0 129.2 1905 e
1974=75 86.7 133.1 Wbl e Pe By igan
1975-76 9 107.9 13.06 i@ s
1976-77 109.2 15,5 . 12.43 1.aelsBY sot1sa
1977-78 155.7 104,7 17.53 . 3.82 .
Total: 7572 87.7* T 1

* Out of tho total repayment of Tk. 6&7.7 uillicn, a total asount’
of Tk, 486.6 million was the repayment out of récovery'and! .-
Tk. 201.1 =illion out of guarantee momney paid Ly the.Oovernment,
Presently, the Bank Rate being 3%, Bn;ladbuh Bank has bewn
giving loans to Bangladesh Samabaya Bank (BSB) at 6% (airdmme).per: snhum,
which is not compovnded, for on lending to farmwers, (througis the-(CBs and
Primary Cooperatives) ut maxirum 12% per annum (simple). The intezest]

rates and margins rotained by the Cooperatives at different tiers-are'as

follows 1 = el
"Interesc Rate L&-éﬁ
) CCB/Associ 7% (8isple) STy
1) BSB to Association e °
I AC-0r
i4) CCBe/Association to ., % (simple) .
Prisary Cooperatives R "\’&? .
R . -f" r ‘ .
111) Primary Cooperatives to !
individual borrowvers 124 (unu) PRI -T",
L (\ED, ns 2703

Interest on ooopontivg lm are not cc-pouad.nblo A c::nmtcn
1 -.00".;’1 BTy

Charge at 4% is, however, realised on all ovord’ue loans by m Cooponuvn

.. \_ h J
at all dors.
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THE COMILLA SYSTEM OF COOPERATIVES:

As uhntx mned earlier, the Comilla Systes of Cooperatives incor-
porated certain features vbich have bcon mcmuy MC in-the-other—
systen (traditionsl coopontivu) used for ch.nnnonoinc u-'unu;n:xi.
credit to farmers. The most important of these featurss is that 4%:.:¢or
provided for a 'credit systca to be coordinated vith systems for grovide
ing (1) information about and guidance in the introducticn of BOTE T
productive farming and inputs and (2) supplies of tha isproved {oputs. :
The systom also provided for more adequate orédit supervision and - .
strict repayment discipline. After tba systea vas foumd luitnbl.ojtp de-
sproad over to other thanas, Integrated Rural Development Progremsecor
{IRDP) was establinhed and given tho mission to .w;cad the systemrall
over the country. As of Bopto-bor. 1977, IRDP hnd affuhfﬁ'm
each located at the rnpoctivo Thana hud{mﬂon and tha‘o 'R‘!:Al had
affiliated 22,929 Prisary Cooperatives called K88 with a total un’bonhip
of over 700,000 farmers. Gince 197374, Bonall Bank ( one ot.tbo nationa-
14sed comercial banks) has been providing credit to the TCCAs ( ct oons

cesaional rate of interest) for channelising through the X88s s ‘tlhjdx;
farser-geabers. The volumo of loans disbursed by these -“_’:".’focu "!g. i
during tho years from 1973-74 to 1977-78 (upto Beptember, :‘[m) ves a8

follows :=

t svolfo}
YEAR DISBURSEMEXNT
1973-74 Tx. 24.56 million
1974=75 ™. . v et erl
1973-76 ™. 4.3 * onakVe0) (LE

SR I 1 T Ty 3 BN
1”6‘77 Tx. 6’-” ol :
. .- e . t0Y praatwl (22

1977-78 (Upto end ST TRRRERT 337 IX-12

Sopteaber, 1977) ‘lt. ».20 "
The doposit 1iabilities of ‘the TFOF Cooperat{Ves is 1n ‘oy!-hu'. 1977 ;i

..

: b c g e e .
equalled Tk. 25.85 million. v R 8y s
23122 [La te



The ovorall losn recovery performance of IRDP-TCCAs lqvoo such roca

for improvesment. In 1973-74, they collected 78.1% of the loans (prtncipal)

EETIE £ RRANN R I8
that were due for collection including those which were d’rouy due at the
RS N T I §
beginning ol the year and thc'loans that fell due during the yoLcr. In 1974~
RERES BT X0 Y U SO o
75, 1975~76 and 1976-77, the respective porcontagoa vere W.S. 58.3 and 57.9.
B o TN I F S

The IRDP-TCCAs got lnans from Sonali Bnnh ( one of tho pationalisad

[ERREY S NTY |

commercial banks) at 7.5% nnd dlaburu thou loms ozong faroer-eendbers of
stowan gl avn

their affiliated KS8s at 17.5% (including service cbam at %), rtR. spread

being as follows :

CAdIT AL T
i) Sonoli Bank to TCCA - 7.5% compoundod qun.rtorly
- lmwon M)
11) 7TCCA to KSS - 12.5% (includes sorvice charge 2%)
RV
ii4) KSS to Farmers - 17.5% (includos service charge 2%

"ana;or'oL céliahm ).

Like tho traditional cooporatives, tho IRDP-Cooperatives arw also
dominated by comparatively woll-to-Jo farmers and rural elites..Dus to the
influence of these peorlec and due to the .provision of compulsory deposits
to be made by the mcabors, the poor farmera are not getting.access to these
cooperativcs. TCCAs have beon cstzblished in 200 Thanas but the Pfl-r,
Cooperatives (KSSs) under thez hove not been able to earcll ia their member-
ship even 30W of the fermers in thoso areas as yet. Providing sembors edu-
cation cnd training in morc productive farming, a fecture which distin-
guiahed this systcm of cooperatives from the tndiuomi ONes are now cons-
picuously absont from the cooperativos under IRDP. Even the training of
model farwers arc found to have been losing elfectiveness in motivating
other farmers to take to impreved and morc productive ludn‘ precticos.
The Government have increaced tho strength of extensica ofﬁzhla M‘:‘nﬁ
extension system known as Training and Viait (Ttv) Sylt- uhioh bdas bnn
found effcctive in s noighbouring statc of India bas been i.nh'odncod with
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IDA (World Bank) fimance in the north-westorn region of tho country.

DOV 1T - 1
Tho Government Extension Staff have not beon allovcd. u l satter of

Wb oy P LA
policy, to bo involved in tho crodit oponuou. even {ar porv'u

5 uninoliysd
the end-use of credit on the sround that auch involnlont uigh hnxpo

l(ur O
their extension work.

U =%14L vt
In viov of tho Govermaent's doctaim to opnad TRIP-TCCAS

‘ot iced Imsararaeo
over the country, both the World &nk md tho hhn Doulcp.t Bank .

R RS EY 3 § s S W TPRR
(ADB) have acceptod these cooporativoa as the only muu. h\.ﬁtutlm

© ~s0lfaY u.l 3.-:-"
for dispensing credit in the following projects financed by thea

N - (Jsaod. (.
(1) Rural Develomment (RD) Projoct-I covering 7
;3

(i
( 4 in Bogra and 3 in Mymensingh Dhtrictl) ﬁ.nnncod
RIS
by World Bank (IDA).

a0 d

(2) Berajgons Project financed by ADB,

(3) Intensive Jute Cultivation Schese - fimnnced by IO, S/ imob
The IRDP-TCCAs ero enjoying absolute momopoly for jrovithg”:
agricultural crcdit in thcse projects.
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NATIORALISED COMMERCIAL BANKS)

Historically, the commercial banks in this country played oo
significant role in the strategy of development of runloc;nm vhick
wes of cruciol ioportance for overall cconomic dﬂtlbponi"oi u;country.
The '.omerci'al banks originated in the urban areas, were érb‘nb’cud and
urban orientd and they served mostly the interest ot the %i‘ ﬁd&a.td’dhta
and commercial magnatos vho vere also the owners ;f thooo wm In tho
early 1960's the thcn Governaont initiated work for infn.{ﬁofnul develop-
mont in rural arcas through various programu and md t no;':o'?y;'fér such
work. The commorcial banks took this opportunity and otm.d opcning their
branches in the semi-urban areas with the sole object of b'ri'ngtng theoe
governmont funds into their coffers so as to umto thelr dopod‘ mourcu,
The banks also mobilised rural deposits through urioun inhmdhﬂu like
the cooperatives and syphoned the conetary rescurces lé’l‘ébﬁfud. Yo ui'ban
areas for profitable inveatacnt in trading und cu-‘rci-ul cn‘torprxul. They
paid little attention to the needs of the fmou and otbor ru.nl woducorl

nig r

as they considored such investment as less relunor:.dn. -ou eo.u: lnd
highly riaky. Very little was dons by the then Goverusent or even by the
Central Bank to bring obout a change in the attitude and jéll:y of the
coomercial banks. As a result, the entire bank credit was L‘tini:o' concentrated
in the hands of o few funilies vho controlled the eccnomy of the comntiye
Ianediately aftor liberation, a Presidestisl Order called Wiaticaalisation
of Banks Order" was passed and 6 new comeercial banks \Jv::,‘aénlt e VHtE the
organisation and structurs of 12 privatoly mod c_-rcﬁ i“ﬁ&c‘
existed in the country upto the date of ‘Uberaticn.” ‘Den gc}&r‘ g T
of ownership the banks did not ‘chasge their abtftude snd"Sie® o?"m- vere
still hesitating to extend thoir services to ‘farmers &Og&:l" ;l:;ac‘n

in the rural arcas. To get over this situatica a d;oi;iua“'ﬂ ﬁzthe

Central Benk (Bangladosh Bask) to induct  ihe natidealised ciameicial banks
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Agricultural Credit Programme (BACP) 1nv01v1n, all the six nationa~
Conyiqs o

lised conorcial danks (NCBs) nnd Ban;].adoah Krishi Benk (m) hu been
;. vy !. n ) . '

launched from Ntd-b‘obmry. 1977. 'I'ho Oavornnont al.locatod the crcdlt

FI O I

target diatﬂct-vieo and crop-wiu and fixed the crodit nom. m.
allocation was again uub-dividod unim-viu and crop-vuo and tho

unions were a.nocntod among participattng banks for dhburai::z‘ 'cndit
under & very ainpliﬂod procedure. Under this progx'::.m 1:;.,." to
be disdursed by banks to farwers os near to thoir ‘vw A;L;olcdblo
by opening booths, if necoaury. at convenient piacl)o'. R:kt:on.ntonl is
requirod for thoao loans which are givon by the buxk: to' u;y person vho .

R

" s idontinod as genuine farmer having land under uu cnluutuc possessicn,

by any respectable porson of the locality. The loan. m gtnn to individuals

Cee 12 Al .

or groups against crop lion and peraona.l suroty or sroup surety. A farwor

sraveqor .
cultivating his own land or othoras' land as tonant or share croppor is
’ - ) o oa.

eligible for loun under this programme provided I. can satisfy f'w bank
“ea ce b la
about his moans and capacity of producing the crop for which ho vunu
“ie ‘.! vithy .- T .oct

finance. Cne of the objectives of this programse is to change the banks?t
security orientcd loan'ng policy tc make it production or!onted for agri-

ey =t

cultural finance, Another objective h to inoreass tln ccnm of amell
fareers for which credit ceiling hnq been fixed for ﬂ.ntncmg any crop upto -
a maximum of 3 acres., Initially, the commeraial banks boing new in the
fi0ld did not have sufficient ataff to handle such a wmasaive prograsme

in an unfasiliar environsment. The _ocal Guvernsent omcm. Nemberas/

.Chaireen of Union Parishads were, thmfm. lnvol.vw for providing

necessary acsistancoe to benk's staff 16 disbursing as velY as 1o recover-
R h ~ o~

ing loans under this progremse. A Lo:d Bank lnt- has been introdiibed for

. . ap IR RN RN Y. 0 ¥
coordination purpose. For ;vory dhtdct one cc-orcm bank has been

DSR2 1 1% -
designated as the Lead Bu:k wose f\mouoa is to maintain coordinatiom

1 b iy
sscng all the participating banis through the mm-let c«-'s‘i'm pot.up
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the total bank credit in 1975-76 also rose ateadily and stood at
6.75% in 1976-77 and at 10% in 1977-78.

The atudy teem of M/a. Ruvert R._!lathan Auoctg%u. Inc,, U.8.A.
undertoox a field levcl asmple survey for an ovalmtl_m)_?! gh,_m.
They are processing tho data for preparing final !.‘uluitloa Boport.
Meanwhile they have submitted a preliﬂimry report vhich.rﬂuh some
interesting fants about this Frograma,, 8ome of their oburvutiau
are notod below : .

Y LY PR ~

Relauvo to the national land Mouhip pattom., tho dntc .
(in respect of a aample of 158 bormpu) . presented. hare shovw a dis-
proportionate representation of large lmon among thcao vho received
loans under the programme. _ 439 vy g
Nearly 38 percent of tho borrowvers owned more .
than 5 acres of land and received about Sk perceat,

of the credit that was dubﬁnod.

About 41 percent of the borrowvers owned 2-5 acree
of land and receivod 31 percont of t.hc credit,

About 21 percent of the borrovers ovned less than 2 acres

and receivod about 15 percent of the credit.

None of tho 158 borrowors ownod no land,

To put tho above information in perspective it wmquwm
stood that sarll farmers and landless fara laborers dom vory heavily
for thoir 1ivelihood on bcing caployed as hired Lebonrg > 4 !umn with

larger land holdings. Cn the average, barrovers ovning leas, than 2 so¥lf

20 wre

indicatod that 31 percont of their fanuq'a uvdihood M‘oﬁt&}md from

vorking as hirod laborers ‘or other forpers. The . landlesq must depend
éves more heavily on being omployed by others. The welfare af the rual .
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poor requircs more intensive (employment genorating) operations on all
farms - on largo farm es well as small onos. The solution to the problea
4008 not lie in denying credit te the largor faruers.

The dnta do not indicato’ that small farmers - as coopared vith
others - aro more inclined to repay their loans when thoy fo1l owel Of
the borrowars-who had rcceived loans under the programse tor' Auk, Amen
or juto 50 percent of thoso owning less than 2 acres, 5% petcent of
those owning 2 - 5 acrcs and 61 percent of those owvning m!&r} acres
vere indicated to have rcpaid their loans for those crvpa befdre the
time when tcy vore‘ {ntcrviowed in April.

Nevertholoss, because thcy were more numerous and tSei¥ loans
wore larger the borrowcrs who owned more than 5 acres of 1and sccounted
for more than one-half of the moncy that was overdue on 1dahh 'sade under
the programme for Aus, Aman and Jutec. Borrowers owning 2-%hcres accounted
for 34 pcrcent of the money that was ovérduu on such loans, cnd farsers
owning less than 2 acrcs for only about 10 poroont.

Supervieion in thc use of the crodit was very lax. Only 60 percent
of the bosrowers indicatcd trat - .e Union/Village Agricul tural Assistant,
a bank employece ur o membir of the Union Council checked to. see how the
borrower used his lcan.

Thoro would opperr to be little doubt that the programue had
a favouroble impect on ngricultural production. Tho un‘o ‘:lo”fortmur among
borrowers ownirg loos thar 2 acres increased by U6 poroo_n{'. The respective

. TRY: A s e
increases for borrowcre owning 2 ~ 5 acros and borrovers aﬁu‘mﬂ than
-.il‘ e
LW -

Howcvor, the impact of tho programse off Mctiéﬂﬁw

S acros wore 13 porcent and "2 porcot:t.

by difficulties borrowers oxporivnced in' obuinihg suphlics o?mtmur.
improved planting seed and pesticides. Bovontoon perceut ‘ot Wborm
indicated that they cxperienced difficulty in obtaining’ ‘r 11 5eF; 8 por-

cent indicatcd that thoy had difficulty in obtaining plunting seed and


http:fertil.se

15 percent indicated 1hat they had difficulty is obtaining pestictdes or
spraying oquipmcnt."
In the absenco of pricise data relating to operatiomal coet of

- Ve Q4
the basks and loan cost of tho borrovers, it h not r.,uiblo to say

whether the interest rate {ixed at 11% for these demie Bas been realistic.

CONCLUDING OBSERVATIONS

It would not bo easy in trying to drav scme MM” oa:clutou
: e Fgen 10 754e0%

froa the abovc diacuniou on tho existing mututiml dmvory syatos

R A I YA

of agricultural crodit, It would be far sore difficult to gmut ay

rocomeendetion on it indisidually. Honce I vo\nd refrain froa ntt-pung
- P . e

rny. I would, bowevor, liku to draw the loarnod oucntiqn‘ot tho dutin-

guished participants hore on three icsues uucb‘ to uy sind, appear to be
PIoIN : < IO I B - P

cruciol for a viablo and cffective rural oredit dounn systes in
Banglad.sh.

The first fssue is of uu(!;ccoutbuuy of the rural poot&go %n.-
titutional crodit, It {s a well bmopuo ﬂupl;city of
agriculturel londing institutions existing in tho country u‘u ,ajortty‘.of
tho rural poor havo very little accoss to oredit offorcd by these institu-

tions. Their efforts to get aose credit sonoy for production from tbese
ol Ll aw

institutions mostly foundcr duo to their mbuity to of{or adoqmto

[N T PYERS N

”

collatoral or to havo any effective say in a crcdlt cooporaun dodutod
R S b 17 Ml '

by their fellov affluont formors and village scney london‘. Atteapts from

thagorr o

the Government to undo this ast-up did oot have euoh o foct 8o far. »
NI t)l—hrr.’

»s
The sccond issuo ia of u‘_ oﬂtabuuy of crcdit mongy which leads

to the question of appropriste intorut ratcl for rural IMN. The profit-
1 S 7 B u'x mll

ability should be considered from tbo point of vtu of _both: ‘the hadu'u'd
YA &1A2 YO 3UUNS

the borrover. Thc lending inatitutions must ﬂnd the interest rate sufficient
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to cover cost of credit including cost of its.administration and a ..
reasonadble profit margin. The borrowers also sust find it attractive. ..

enough to goncrato additionnl incon from hvo-tu; t.ho borrowed sua in

las u AVRARTY R}
faraing so as to bo adble to pay !or 1t and aloo inorom his utvor}h
PO Bri B Ry o ‘te

tions of both thc londer and th b}:'ovon lhultanooualy.
( imige lou ddinq\um un.\ut

FrSOa A0

The third iesue is how\t

out an effoctive nchnniu for proapt repayment. We are aware that a
number of wethods have been tried with varying success in di}‘lc)!l'nt
developing countries of tho Third Vorld. In Banshdonh also a fu” o
methods ere being teatod. but an effective nccvory l,ﬂﬂ“i;.’-:é’&; t}:
found. Without going to the depth of the m'oklln it oan bo &3&;1
the doaisoc of a rural crodit 1net1tuuon is oltnn bro'ught ab:; t;y hi;h
rates of loan default. In this country tho' d‘uiu of mh i:: tgtzglu?
is being prevented so far through 'u'tiliom ntptnut;n.'b :;;t :i‘.l':.t,;a
say, through heavy interost subsidy, omtor-ﬂmnco. mmiﬂﬁ“’m
Governacnt guarantoe and similar other seasures. Unlou al éllfrﬁmouc
credit systom to the benefit of both lcador ud bormr onn bo tc\:;;:’
these 'artificial' measures can only dofer the ovontunl dniao or 'gh;;o

fone

institutions.
Vith a view to finding proper solutions to these three burning
v L taed
inaucs and to dovelop an effective model to be Nplicated “bc , N
Lnrd o9

{or a dosired delivery systes of agricultuml orodit in t.ho country,
Lot Py ol v
a project atyled "Bural Finance Experimental Projoct" ie goinc to be

S VRN WD PP IURE R IEN, ¢ B
field-tested vory shortly undor USAID auhtuoo. The future of a;rt -

©ove oyf,
tural devolopment in the country in mora] nd thnt of the arall and
ITYIN - Lt e gpsaps (4T €

marginal rursl borrowers in particulu- aay be hmly mnumod by the

BTLY AT J S L B
success of this Project,



