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he financial market in the rural economy has two
 

components - institutional and non-institutional. Like in
 

other LDCs, the institutional component in the total rural
 

financial system in Bangladesh is a small fraetion. TIhtitu

tional component of the rurzl financial market in mainly 

concerned with agricultural credit, which meets about 15%
 

of the total ftrm credit needs, the rest 85% or so comes 

from non-inatitutional sources. Credit institutionst BKB, 

DJSB and te 11CBs operate more or less in isolation ratter
 

than as oegments of an integrated financial system.
 

2. Some of the major problema in rural finance stem 

from the fradmentation of financial markets. Puis do not 

flow readily eithor between markets or even among borrowers 

within a market. This situation is lcrgely responsible for 

(1) the lack of competition amon; lenders, leading to usurious 

interest rates, (2) an inelastic supply of funds, slowing 

the investment process when demand for d.velopment- funds is 

increasing,rapidly, and (3) the use of any ou.plum• funds 

eithur for consumption end for land purohae or foi-tther 

investments that are not related to increasing produotivity. 

3. Despite the overwhelming importance of 'the non

institutional component in the rural financial' market in.v--

Bangladesh, vie cannot go deep into that component beoause 

of the dearth of adequate and reliablo infco~atio i m%&. 

statistics. Dearth of information and statiatio&.2a1ts Qur 

diccussion only to the institutional oompouent a th,'rur.l
 

financicl market in the country, particularly ttainattonalised 
V'ge6-author Is the Aditional Direotir or Research, BaM/desh 

Bank. The views expressed in the paper are,however, strictly 
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oommercil banks; tie role of the BK3 and the BJSB has been 

dealt with separately.
 

4. Bofore tho inceptinn of Bangledeah, banking oyee. 

in this area was urban-oriented and served meinly the needs 

of the industrial .,.nd urban seaters. But winde llberttion 

of the country sto:)s hc.ve been taken for expansio& cif 

banking facilitiec both in the urban and rurnT-teare' to 

mobilize the untapped idle savinga as well as to devkop
 

bankin& habits amongst the masees and to extend banking
 

services to ell areas and clasees of people." UItWf hese 

objeotivos in view a deltberate polioy has bee''mipuzi4 to 

cover all the unbanked business certre and important'plaoef 

of D n,31adesh with, at least, one branoh of anatons1ised 

b.n c, c.s quickly as possible. The branoh expansion of;all 

NCDs and BKD taizen tcether has indeed beesz.remarkablq from 

1,148 in Dece.aber,1971 to 2,742 in June,1978 -- a ris of 

139 per cent.
 

5. The nwnber of rural bank branches inoeaed b 285% from 

414 in Jtlne,1972 to 1,594 in June,1978. The rate of-bank 

brc.nch eransion in the rural areas hes been phenomenal in 

recent years, and as many as 496 rural branche were opened 

durine FY 1977-78. Thus the rural branohes colhititUted over 

58% of the total branch net-work in June,1976.aW agikirt 

36% in June.1972. 

6. In respect of the overalL.valmunw otZ-404M i • 

rural branohes were yet far behind th , .rbeM" !na 


Although the former comprised 58% of' the"t6tkl~ebah branhes, 

they accounted for o,,ly about 14% of the total:deociii and 

about 7% of the total advances. Of late a rising.'trnd'-ham 

been noticeable as shown in the following Tablet.
 

.1 ... .aC.,€. 




PLRCLIZTAGL DISTRIBUTICnJ OF ADVUCES, DEPOSITS 
a YV IV)A rehFB-YriIT0 AfR iL 

As on, 3n- 95--0 
 6
 

Advance 96.53 .. 47 1 95.50 4.50 19-0 65 
Deposits i 90.21 9.79 1 89.67 10.33 I 86.22 13.78 

Br 49.31 50.69 1 41.96 58.04 L41.87 58.13 

The above table shows a faster growth of raral..brenchos, 

deposits and advances. The progresive rise i-Q the share 

of rural advances and depo ,its resulted from Jhe,all-out 

emphasis of the Government and the Irive of the banks to
 

finance agricultural and non-agricultural activities in
 

the rural areas and to develop banking habits amongst the 

rural masses. 

7. One important objective of state ownership of the 

financial institutions has been to improve credit allocation 

not only aong difierent seotors but also between different 

classes. A major conoern of the Government has thus been to 

increase the availability of institutional credit to the
 

rural areas to raise crop production in particular. and to 

increase the level of overall economic activity since the 

bulk of the country's population (92%) live in the rurel 

areas. With renewed emphasis on rural devel6p-nnt it is 

expected that operations of the ban Would be so direted 
wL;d ob a ea d 

as to significantly reverse the pat trend of net outflow 

of funds from the rural to the urban areas of the country 

in the interest of belariced development. 

8. It Is untenc.ble that the rural sector which produoes 

about 80% of the GDP should have 14% of the total bank. 

deposits and 7% of bank advances. lthough the. sha,.%of 

bank advances to rural areas i..vroved from 3.32.at. the end 

of 1975 and 3.47% at the and of 1976 to 4.50% at the end of 

0 All municipal areas are treated as Cntd...P/4 
urban areas. 
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1977 cu.d further to 6.50% at the end of June,1978, the net 

differencoi between the percenta3e distribuvion of deposits 

and advances by urban and rural arias remained more or less 

the some (i.e.. about 6% ) as siown below 

PERCENTAGE DISTRIBUTIOI OF ADVAIUCES /JMD 

Aon 31-12-75 -77133117 F06-78
 
Area ura uau triubeNM
 

Deposits 90.51 9.49 90.21 9.79 "
 89.67 10 .3 L 86.22 13.78
 

Advances 96.68 3.32 96.53 3.47 95.50 
 4.50 93.'50 6.50
 

Net
 
Difference
 

+ 6.17 -6.17 +6.32 -6.32 +5.83 
-5.83 +.7.28 -7.28
 

The net difference between deposits and advances In the
 

rural areas rouGhly measures the extent of transfer of
 

c:pital from the rural to 
the urban areas. The apparent
 

conclusion is that the rurml areas 
are being ezTlolted througi
 

intermediation of the banking oystem contrary to the objeo

tive of ex,)ension of rural bank branch net-work.
 

9. The desira.bility, nossibilities and problems of
 

agriculturc.l financing by oommercial brnks were thoroughly
 

discussed in a "Seminar on Agricultural Finanolng" sponsored
 

by the Daneladesh Bank in February, 1973. The sein 
 was
 

of the view that the commercial banks in Bangli4.hb.aguld 

and should play a useful role in the provison ,q " ultural 

finance in the oo4ntry by expanding their net-V O0obruaehe e 

in rural areas, and that the w.e of comercialbankarU 

also reduoe der .nd on central bank resources, whioh is 

inflationary in character, for agricultural financing, am
 

long as .here was ourplus fund in the banking system. Before 
1974, the NUBas were engaed mainly in indutrial and ooinr

cial firancing. But 3ince 1974 the NCBs have stea4ily exten

ded their resources for rural financing, although in physical 

-onta., 
 .P/5
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terms these were yet far short of the total finance required. 

10. As for the mnin problems that staid in the way of 
any substantial boost in institutional aericultural credit, 

the NCBs do not yet have the staff or -union levk1 facilities 
that.will be requL if their loans to the farmers/small
 
men are to be &dequately nupervised and evaliated. ,Without
 

proper piovision for evaluation and supervision, collectirn
 

of the loans being extended may be difficult and use of the 

loans for agricultural - rouction cnnot also be ensured.
 

Neither the l6fDs nor the Bangladesh 1(rishi Bank (BK) is
 

adequately strona in 
 terms of staff or facilities to service
 

the short-term credit needs of farmers 
at union level as
 

ausigned to them under the 
official pro~rame of the Government
 

/3&.,ladeah Bank. In particular,.the NCB3 have oaly limited
 
erperience 
 in direct lending to ordinary small'farmers in 
Bangladesh, as mentioned earlier. Efforts are 
being made to

recruit and train additional staff.
 
11. The performance of the NCBs in the field of small
 

loans ws insignificant before mid-1975. AP the;small man'
 

could not .lwaye offer tangible/acceptable security, his
 

needs were often overlooked and ignored. In fact, it 
was
 

observed that some 
ba.nks warded off small borrowers on one
 

ground or the other. The need for concerted effort to support
 

the small men was thuo felt by the policy-eakers. In July, 

1975, Bangladesh 
Bank decided that every nationalised oommer
0

cial bank should have a target of Tk,1 crore for small 
advances during July-Docember,1975, the averageuise of the 

loan should be around Tk.1O,000 and such loans should 1 made 

to the small traders and shopkeepers. , I..:. 

12. The endeavour of the brnking system to 'upport.the 

weaker sections of the society and various selfo.emloyed 

pera nmj to carry on or expand their trade or professihwwere 

0 1 Crore = 10 Ylllion. Contd...P/6' 
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consolidated under the Small Loans Scheme incorporated in 
the f nk's 
Credit Policy for the year 1976-77. Targets for 

ec.ch NCB for that year -ter-! fixed at 1%% 
of their total 
deposit liabilities to be disbursed aa small loans. The
 

cateeories of personr eligible for auoh small loan, were as
 

follows
 

1. Cotte& Industries 
 Area
 

a) W7eaving Rural & Sei-rural umeas 

b) landicrafts 
 -do

c) Cane & Bamboo works -do

d) Carpentry 
 -do

e) Pottery 
 -do

f) Brass ZIetal Industries -do

g) Other rural industries -do

2. Retail Trade (i.e.,small Urban.semi-irban
 
Shoplee-nii_F in otationery, and ruraL 
areas (ox
eroceries,cloth,medicine, 
 eluding city area)handicrafts, books, confeo
tionery, eparo parts, tyre/

tube etc.
 

3. Other oelf-et. 19oe ns, viz.e 

a) 2n1Ineers UrbLn &Ase-wbca u 
b) Doctors Semi-UrbaL & Rural 

c) Tailors Urban &'Semi-Urban 
d) Fishermen Rural 

e) Blcksmiths Urban & -Seiurban 

f) Rickshaw pullers -do

g) Taxi/Auto rickshaw drivers Urbnr I 
The maximum limit of small loans mi O'O-, j~.25rpt for 
trade and businese and Tk.50,OO0 per"party-i'n"ha,.iaole 

industrial nector, including cottage Industries.r 
 "
 

13. One of the objectives of the "Lead flank Scheme" since 
introduced in the districts is also to identify the self

employcd persone and vcrious other weaker socti3n" 6f the 
oc-munity and to osceac their credit needs and potentiality
 

Contd ...P/7
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with a view to ertending the required credit support in
 

collaboration with the other I:CBs. 
Some caution has.however,
 

to be exerciseO rcgarding '-he selection of areas and persons
 

eligible for small loans. Bonls ha.ve 
to be on guard that
 

rotail-trcders in the cities and towns with comfortable
 

stock position do noL use funds extended to them for purposes
 

other tan those for which these are intended. Caution is alac€ 
necessary with rejrd to new eLtrants in mnnufacurng who 

might lcck the entropreneuric.1 ability or knowledage of market
 

conditions. For these reasons, it is necessary that small loans
 

scheme in a region be linked with the overall development
 

schemes of that region. Generally, it can be sod tat the
 

small loons scheme is a viable one. Since it is production

oriented, there is iore possibility of credit absorption in
 

productive channels rnd lesser scope for inflati onary genera

tion. At the 
s~me time,it can go a long way in ameliorating
 

the economic condition of the coamon man.
 

14. The small loan target of each of thu nationalised
 

commerci,.l banks durin; the year 1977-78 vias 
 revised upward
 
to 2 per cent of their deposit liabilities to be disbursed
 

fixed
in two phases as against 1% per cent&for the preceding year.
 

In view of the rising price structure, the mamiu limit 

for small loans wL s also increased from Tk.25,000 to Tk.50,O00 

per party for trade cnd business and from Tc50.o00 to' 

Tk.100,O00 per party for small and cottage industries. In* O 

addition, the uaiual security requirements were relaxed in 

favour of proven skill of the bor-'wer, hie sense of honesty 

and integrity,as well as the prospect of his business. In. 

order to further expand the scope of the Small'Loan Scheme a 

special credit programme of T!c.6 orores was iichedor 

cottage and small scale industries from 1st Pebriai-.,1978. 

Contd....P/8
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Under the programme, a Committee has been set up in each
 

district, headed by the Deputy Commissioner or Additional
 

Deputy Conmii3aioner (Dev.) of the district, and the financing
 

bank scactions and disburses loans on the basis of concrete
 

recommendations of the District Committee as to the amount
 

and period of tho loan.
 

15. Further, in view of the need to piougn oaos zne 

resources tapped from the rural areas and the importance 

attached to the development of the rural eoonomy, banks were 

advised to inoenee the flow of credit to the ruraL/under

developed arees urgently and to aim at increasing tle.ordit/ 

deposit ratio in the rural ;.reas upto 40 per cent bythe end 

of 1977-78. Bunks' efforts in this direction met with
 

considerable success. This will be evident from the fast that 

46 per cent of the depocits mobilised in rural areas as on 

31st Deoember,1977 was deployed in rural areas ,against'the 

ratio of 28 3aer cent as on 31st December,1976.
 

16. Considerable emphasis vias also placed on mobilising 

deposits in the rar:,l sector. Prospects for mobilizing deposits 

in this aector brightened up because of four important deve

lopments. First, consecutive three good crops of rice in 

the country, coupled Wdth higher prices of jute in the primexy 

market during 1977-78 improved the cash position of the surplus 

farmers in the rural sector. Seond, generally,)dhe;. prices 

of farm products, namely, beef ottle, poultr ,*1k e6qj
1
 

onion, chillies, prulses etc. increased the income of..t1 

farmers. Third, the operation of Tk.100 ar.e" qs , 

Agricultural Credit Programme resulted in inaree flow of 

funds to the rural areas. Fourth, increased emphasis on rural
 

development resulted in sizeable development41,outl:.in the 

rural areas. In order to mop up the surplus funds withthe 

farmers, interest on fixed deposits for 6 monthbv)to Tyear 

Contd .... P/9
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and from 1 year 

/to 2 years is being paid at 1 per cent higher than th3 
norx.-.l r.tes on deposit ccounta opened by individuals in 

rural areas after 15th December,1977. Total deposits collected 

on the enhanced interest rates amounted to more than &k.2stores 

by the end of June,1973. The deposit mobilisation effort2
 

in the rural areas were also sought to be helped by opening
 

a large nUmber of branches in these areas. During the year 

scheduled banks opened as mc.ny as 691 branches in the country 

out of which 496 were opened in rural areas. The number of
 

rural branches thus stood at 1,594 in June,1978 out of a 

total net-workc of 2,756.
 

17. .Speci.l U;ricultural Credit Frogrz-me of Tk.100.O0
 

crores, in ad-ition to the normal annual agricultural credit
 

programme in which the "ICBs participate, was launched for the
 

calendar year 1977 from February,1977 in keeping with the
 

Government's growth strategy to give priority to rural agricul

tural development. The total disbursement under the programne
 

amounted to Tk.60.68 orores till the end of December,1977.
 

This special progrmie haLs boen renewed from Janusry;1978
 

and the target amount inc-'eased to Tk.150.OO crores to be
 

dibursed within June,1979. The recovery performance under
 

the programme has not,however, been very satisfactory so for.
 

Out of the total disbursement till December,1977. the amount
 

recovered upto June,1978 was Tk.28.11. stores only, repre3en

tine 46.32% of the total disbursement. 

18. In order that the special farm credit p*4&isinidoes 

not interfere with sound monetary magement. itVis,et@rucial 

importance tbat the loans extended under the przromi:re 

ut:-.lised for productive purposes and the repaent soiieules 

prescribed by the banks are strictly adhered to by the 

borrowbrs. Needless to emphasize, it will be dlffioultfor 

the beaks to continua this programme unless the borroi" 

Contd....P/O
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observe adequate repayment discipline. Measures have already 
been tak,n to Lzprove the repayr nt performanoe. The Government 
have extended to the oomnrercial banks the benefit of the Publio 
Demands Recovery Act to enable the banks to recover their 
agricultural loans as arrears of land revenue. Banks have also 
appointod special recovery assistants in their-rural branches 
to pursue' the borrowers for recovery of the overdue .loans. It 
has also been impressed on the Chairmen and Members of the
 
Union Parishads to extend their full assistance to the banks to
 

improve the repovery performance.
 

19. 
 Por achicvin a break-througn in the rural economy., 
it is necessary to provide credit not only for crop production 
but also fur non-farm activities in order to generdte additional 
sources of emploemirent °:rnd incomo for the rural peOple,'
 
particularly the lcndlesc Tfrmer.? 
vnd ahere-croppers. With
 
thio objective in vie'r, a ::peoiz1. oredit procrame of Tk.6.00
 
crores, as 
;,nnticnec eirliar, ws launched for'oottage and
 
small industries .'ro., 
 3t 7ebruary, 1978. An allcation of
 
Tk.3.00 crore:: .w alc: .-i: u.vder Tk.100.O0 oro6o Special
 

-
• -- :''- , r '_'1.....t ,. fer develo.-ment of pond fisheries. 
In addition, ban!:s rc.rov:..z fincnce for purchase of
 
riclc3shaws, 
Os also fer purchase of dhekis (an indigonous
 
instrunient for paddy husking), for cow and goat 'attening. 
 eto.
 

20. Thoutgh tho disburserments made so far under the 
various schemes mentioned above are bf modest imunts, the' 
is no doubt that a good beginning has been iLd.ic trultimate 
analysis, t:ie 
success of such non-farm lending Aftdind on.
 
among other thinfoPareful selection of borrowei 4 ith an,eye on 
their tec:inical ew.ertiao and 
sense of honesty Si tegrity. 

adequate motivation and orientation among the b&k offic'ials 
to break Into new rczia oZ londing for produoti'4" jzL6sfe, 
close supervision on The u.o -f loans and strie'eaxroiment
 

of repc ynent diecit.line.
 

Contd. p/11.
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21. Meanwhile, starting with a modest amount of Tk.8.81
 

ororeo only in 1974-75, agricultural credit disbursements
 

by the NCBs inoreased by 134% to Tk.88.62 ororee in 1977-78
 

from Tk.37.81 crores in the previous year. Inoidentally, it
 

may be mentioned that total disbursamsnts of izitutional 

agricultural credit by all the agencies including B.J.S.B. 

and B.K.B. amounted to Tk.160.80 orores in 1977-78 against 

Tk.87.94 crores in 1976-77, indioating a rise of 83% over 

the year. The comparative performanoe of the FfCB sinoe 

1974-75 is shown below t

"Ye 
|norore 

sbo-ursed 
Taka 

Feroentage
inorease, 

1974-75 8.81 

1975-76 20.61 +134% 

1976-77 37.81 + 83% 

1977-78 80.62 +134% 

Thus in the latest year (1977-78) the NCBs provided am much as 

55% of the total institutional agricultural oredit as against 

25% in 1974-75. 
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