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he finaancial market in the rural economy has two
oomponents — institutional and non-institutional. Like in
other LDCs, the institutional comnonent in the total rural
tinancial'systom in Bangladesh is a small fradtion. Ihetitu-
tional component of the rurzl finanoial market is mainly
conoerned with agricultural oredit, which meets about 15%
of the total farm oredit needs. the reat 85% or so ocmes
from non-institutional sources. Credit institutions: BKB,
BJSB and the liCBs operate more or less in isolation ratier

than as gegments of an integrated finanoial system.

2. Some of the major provlems in rural finance stem

from the fragmentotion of fincneial markets. Puids do not

flow readily eithor between mcrkets or even among borrowers
within a market. Thin situation is lergely rooponaibl; for

(1) the lack of competition amon; lenders, leading %o usurious
interest rates, (2) aa inelastio supply of funds, slowing

the investment proceas when domand for davelopment funds is
increasing rapidly, and (3) the use of any suvplus funds
eithur for consumption and for land purchsse or fof cther
investments that are not related to increasing produotivity.

3. Despite the overwhelming importance of the non-
institutional component in the rural fincncial' market in.v.
Bangladesh, we cannot go deep into that ocomponent because
of the dearth of adequate and reliabloe information and'
statistics. Dearth of {information and statistiod’limits oQur
diocussion only to the institutional compouent ©F tHé"rurcl

finoncicl market in the oountry, particularly thé‘natfonalised
¥ The author 1s the AdJitional Direotor of Research, Banglidesh

Bank. The views expressed in the paper are,howsver, striotly
personal eand hcve notiinz to do with the official position
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commercicl banks; thie role of the BK3 cnd the BJSB has deen
dealt with sepsrately.

4. Bofore tho'inceptinn of Banglcdesh, banking oys‘tew
in this area was urban-oriented and served meinly tho needs
of the industrial .nd urben seators. But sinde 1ideration
ol the country st¢ns hcve been taken for expansior’ of
banking fecilities both in the urban and rurel ‘areas to
mobilige the untapped idle savings as well as to develop
banking hebits amongst the masees and to extend banking
services to ell areas and clasees of people. Wit these
objectives in view a deliberate nolicy has boon‘puriizd to
cover all the unbanked business certres and important'places
of D n3ladesh with, at least, ons dranch of a'nationalised
denlkt, 8 quickly cs posaible. The branoch expansion ofsall
NCBs and BKD talen tcjether has indeed bdeen.remarkadle from
1,148 in Dece.der,1971 to 2,742 in June,1978.-.a rise.of
139 per cent,

5. The nunber of rural baak breanches inoreased Yy 265% from
414 in Jvne.1972 to 1,594 in June,1978. The rate of -dank

breach exyonsion in the rural areas hcs been phenomensl in
recent years, and as many as 496 rural branoche:s were opened
during FY 1977-78. Thus the rurel branches cothstituted over

58% of the total branch net-work in June, 1975 as' against

36% in June,1972.

6. In respect of the overall.volume: OIJMIM&Q :
rural branohes were yet far behind the urban tredidbad@it
Although the former comprised 58% of. the tétAle bank’ branches,
they accounted for ouly about 14% of the totsl'déposita and
about 7% of the total advances. Of late & rising’'frend has
been noticeadle os shown in the following Tables - -

. e
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PLCRCLIITAG: DISTRIBUTIC. OF ADVAINCES,DEPOSTTS
znrrxxvKWﬁr*wnnxr1nrxnzx—unannnr7vdrnnxx:7'

~Ke on, L I1=121976 T LTINS *nr“""

' Age JUrBepM ‘Rural [ry_rban Rural § Urben ura
Advances 96.53 2,47 § 95.50 . 4.50 }.93.50 6.50
Deposits | 90.21 9.79 § 89.67 10.33 | 86.22 13.78
Bronchea | 49.31  50.69 | 41.96 58.04 ! 41.87 58.13

TR SR RPN

The abore table showz a faster growth of nmlvbruxchoa.
deposits cnd advonces. The progregsive rise in,the share
of rurul advances and deno2its resulted from the.asll-out
emphasis of the Covernment and the irive of the banks to
finaiice agricultural and non-agricultural activities in
the rural arcag and to develop banking habits amongst the

rural nasges.

7. One imnortant objeotive of afﬁte omnerphip of the
finoncial institutions has been to improve oredit elloocation
not only anong difierent seotors put also potpagn diffarent
clasges. L major conocern of the Govornmant‘huq Phug been to
increase the uvailability of institutioﬁal credit to the
rural arcas to raise crop production in pa:ticﬁlar, aid to
increase the level of overall economio activi#y sinég the
bulk of the country's population (92%) livo'i;réﬁngufel
areas. Vith renewed emphasis on rural devolopmant it 1a

expected that operations of the banks woald be ao dirootod

afuio.a LLo
as to significontly reverse the put trend of net outflow
NG LTI A (B
of funds from the rurcl to the urban areas of the country
BT, O 1 B

in the interest of dclanced devolop.'nent. .
ERe TR AAL - P P

8. It 1s untencble thet the rur&l sector whioh Lprcduooa

about 80% of the GDP ghould have 14% of tho tota.l_ bm&

deposits and 7% ol bonk advances. Alt‘lough tho aha:r.n, of
'0‘|\

benk advences to rural creas i.anroved from 3.}\2};.9&&)130 end

of 1975 cnd 3.47% at the end of 1976 to 4.50% et the end of

0 All nunicipal areas ore treated as Contd...P/4
urban arcas.
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1977 a.d further to 6.50% ct the end of June,1978, the net
diflerencs between the percentane éistridbuvion of deposits
and cdvances by urban and rural arsas remained more or less
the same (i1.e., about 6% ) as siown below :

PERCENTAGE D[STRIBUTIOH OP ADVAIICES /D
DEYCSITS BY Jjtu]

2 NS . [ !
(AL A A LI -

—— s e e o s ‘e

ERPR T ~{31-12-76 31-12-T7 TJBTG:'IE“"“
hran {7 T TS TOrL VT T oo T

Deposits  90.51 9.49 90.21 9. T9 89.67 10.33'86.22 13.78
Advances  96.68 3.32 96.53 3.4T7 95.50 4.50 93.50 6.50

Net
Difference

+ 517 6,17 46432 «6.32 +5.83 =5,83 +.7.28 “T+28

e e mecamas foe - -

The net difference between deposits and advances in the

rural areas rouzhly measures the oxtont of tx'anator of
c:pital from the rural to the urban areas. The .ppmnt
conclusion is that the rurel areas are being exrloitod throug::
inteimediation of the banking aystem contrary to tho objec~

tive of expension of rural bank branch not-work.

9. The desircdility, nossidbilities and problems of
agriculturcl financing by commercial dbenks were thoroughly
discussed in a "Seuinar on Agricultural Pimnoig;" sponsorod
by the Dangladesh Benk in Pebruary, 1973. 'I‘p_g aelpj..z;er‘m

of the view that the commercial banks in Banslsd,lh gould
and should play a useful role in the proviaion °$ ogrggultu.nl
finance in the oountry by expanding their .°°‘.".',%}51°§ bmohn
in rural aereas, and thct the w.e of comuercial banks wyill
also reduce dericnd on central bank resources, which 1.
inflationiry in charaoter, for agricultural fimncing.

long as there was surnlus fund in the banking antou. Botoro
1974, the NUBs vere engaged mainly in mduntrial and commer-
cial firancing. Butz aince 1974 the NCDa have atoadih exten~

ded their resources for rural finnncing. althoush 1.n plulioal
cm‘dc . oP/S
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terms these verc yet far short of the total finance required.

10. As for the mcin nroblems thet stand in the vey of
any substantial boost in institutioncl agricultural credit,
the NCBs co not yet have the steff or union level facilitiea
that.will be requii 1 their lo2ns to the farmers/small
men are to be adequately nupervised and evaluated: Without
proper nirovision Ior eveluantion and supervision, collectirn
of the loans being extended may be diffioult and use of the
loans for agricultural -roduction cannot also be ensured.
ileither the 1iG3s nor the Bangledesh Xrishi Bank (BKB) 1s
adequatoly sirons in terms of staff or facilities to gexrvice
the short-ierm credit necds of farmers at union level es
assigned to them uncer the official programme of the Government
/3eazladesh Bank. In particular,,the NCBa have oaly iimited
experience in direct lending to ardinary small’ farmers in

Bangladesh, ae mentioned earlier. Sfforts are being mede to
recruit and t{rai: additionel staf?.

11. The performsnce of the NCBs in the field of amall
locns wes inpignificent before mid-1975. Am the-small man’
could not clwoye offer tangible/acceptable gecurity, his
needs were often overlooked and ignored. In fact, it was
observed that some bonks warded off small borrowers on one
ground or the other. The need for concerted effort to support
the small men was tiwug felt by the policy-mokers. In July,
1975, Banglaedesh Bonk decided that every nationalised ocommex—
clel bank should hove & target of Tk.1 cror: for amall
advances during July-December,1975, the average.sise of.:;;
loan should be around Tk.10,000 and such loans ahould Yé made

to the amall traders and ahopkuepers. Vet Vi

12, The endeavour of the banking system to muppors cthe
weakex sections of the society and various self~employed.

persows to carry on or expend their trade or profession:were

Y OV oaot ed o,
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consolidated under tho Small Loans Scheoe incorporhto'd in
the Donk'e Credit Policy for the year 1976-T7. Targets for
ecch NCB for that yecr wers fixed at 1%% of thelr total
deposit liabilities to be disbursed as small loans. The

categories of personc eligible for suoh small loans were as

follows :-

1. Cottege Industries Ares
a) Veaving Rural & Semi-rural areas
b) llandicrafts ~do~
c) Cane & Bamboo works -d0~
d) Cerpentry -do~
e) Pottery ~do-
f) Brass iletal Industiies ~do~-
g) Other rural industries ~do~

2. Retcil Trade (i.e.,small Urben, semi-urban

opkeeicrs) in otationery, and riral areas (ox-

groceries,cloth,pedicine, cluding ocity area)

hondicrafts, books, confeo-
tionery, eparo parts, tyre/
tubo cto.

3. Other gelf-em»loyed persons, vie.

a) Iy incers Urban & sent-urdcn

b) Doctors Semi~-Urdar & Rural

¢) Tailors Urban & Som-Urbcn

d) Fishermen Rural |

e) Blccksmiths Urban & Seat-urban

f) Rickshew pullers -do- ""-a%f-"'

g) Taxi/Auto riockshew drivers - Urbden *° '* - Y
The maximum limit of emall loans was $%.25,000 pes party for

trade and businese and Tk.S50,000 bo;"plrty"i(n ‘{Hﬁ"&h’ii.uu

- !

industrial sector, including oottage industries. '

.o .St
13. One of the objcctiver of the "Lead Nank Scheme" sinoe
introduced in the diatricts is ~lso to identify ‘t'ho .ul't-
emploved persone znd verisus other weaker suctions of the

ocmmunity and to nsceos thoir credit needs and potonfiflity
Contd...P/?



-7 =

with a view to extending the required credit support in
collaboration with the other ICBs. Some caution haé.howevor.
to be exercised rogarding ihe selection of areas and persons
eligidble for gmall loens. Bonks hzve to be on ggaxd that
retail~ircders in the cities and towns with comfortable

stock position do noi use funds extended to them for purpoges
other than thoee for which these are intended. Caution is alac
neceggary vith regard to inew erntrants in mnnuféé%uring who
mizht leck the entropreneurizl ability or knowIGdgdAéf market
conditions. For these reaesong, it ig nacessar& éhat sﬁall loans
scheme in a region be linked with the overall dgieioﬁﬁent
schemes of that region. Generally, it can be said that the
snall locns scheme is e viable one. Since it 1§‘produdtion-
oriented, there ic wore possibility of oredit absorption in
productive chanqels £nd losser socope for inrlafldnary genera-
tion. At the some time,it can go a long way in amoliorating

the economic condition of the common man. i

14. The omall loan target of each of the nationalised
commerci~l banks during the year 1977-78 vas refiaod hpwaxd

to 2 per cent of their denosit 1liabilities to bé diabh&sed

in two pheses ns against 1% per coi&??gr the prooeding yeear .
In view of the rising price structure, the maximum 1imit

for emcll loeng wis also increased from Tk.ZS.Obohgs Tk.SO.bOO
por party for trade cnd bueiness and from Tk.So;OOO to
Tk.100,000 ner party for small and cottoge industries. In“<
addition, the uasual security requirements were relaxed in
favour of proven skill of the bor-ower, his sense of.héneaty
and integrity:as well as the prospect of his buaiﬁégbliln.
order to further exvend the scope of the Small' Loans ﬁohﬂme a
special credit programme of Tk.6 crores wus.igﬁﬁzﬁédq§or
cottage and small scale industries from 1at Pebruar7.1978.

¥ 1 CTrore = 10 M1 Ton, " """~ -
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Under the programme, a Committee has been set up in ogoh
distriot, headed hy the Deputy Commissioner or‘Addifional
Denuty Cormiizsioner (Dev.) of the diatiiot, and the financirg
bank sxictions end diauursea loens on the basia of conorote
recommendations of the District Committee as to tho amount

and period of tho loan.

15. further. in view of the need to piougn dacx tne
reasources tapped from the rural areas and the importance
attached to the development of the rural economy, banks were
advised to inoreane the flow of oredit to the rural/under=-
developed arees urgently and to aim at inoreasing the .orsdit/
deposit ratio in the rural zreas unto 40 per cent by the end
of 1977-78. Bunks' cfforts in this direction met with
congiderable success. This will be evident from the faot thnt
46 per cent of tho depocita mobiliged in rurel areas as on
31aet December,1977 was deployed in rural areas against’ the

ratio of 28 ver cont as on 31at December,1976.

16. Considerable emphasis vwes also nlaced on mobilising
deposits in the rurul sector. Prospects for modiliszing deposits
in this geotor brightened up Lecause of four important deve-
lopments. First, consecutive three good orops of rice in

the country, coupled vith higher prices of jute in the priunery
market during 1977-78 improved ths cash position of the surplus
farmers in the rural seotor. Second, sonnrnllstpéshc;\priool
of farm produots, namely, beef chttle, pou;tx;UQFQ;pz,gggo, .
oniocn, chillies, pg}aea eto, 1n9rop;od th°.1p°99?59§5$P'
farmers. Third, the operation of Tk.100 orore 8pegial. s
Agricultural Credit Prcgramme resulted in incressed g;g-’9g
funds to the rural areas. Pourth, increased emphasis-on rural
development resulted in sizeadle devolopmontdiaout}gx.}n the
rural areas. In order to mop up the surplus funds with.the

farmers, interest on fixed deposits for 6 mouthshto T Yyear

Contd.o.oP/9
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and from 1 year h
[to 2 yecrs is being paid at 1 per cent higher than ths

norucl rates on deposit cccounts opened by individuals in
rurel areas cfter 15th December,1977. Total deposits collected
on the enhanced interest retes amounted to more than Tk.2 crores
by the end of Jure,197C. The deposit mobilisation efforts

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

a large number of branches in these ereas. During the year
scheduled banks oponed as mony as 69i'branches‘i£ the oountry
out of which 496 were onened in rural areas. The nugber of
rural branches thus ctood at 1,594 in June,1978 out of a

total net-worlk of 2,756.

17. L Specinl igricultural Credit Frogromme of Tk.100.00
orores, in ad’ition to the normal annual agricultural ocredit
nrogramme in which the ICBs participate, was launched for the
oalendar year 1977 from Februaiy.1977 in keeping with the
Government's growth strategy to give priority to rural agricul-
tural develonment. The total disbursement under the pr8grammo
amounted to Tk.60.68 orores till the end of December,1977.
This special programme has boen renewed from January;1978

and the target amount inceased to Tk.150.00 crores to be
diabursed vithin June,1979. The recovery performance under
the programme has not,however, been very satisfaotory so fer.
Out of the total disbursement till December, 1977, the amount
recovered upto June,1978 wase Tk.28.11,ororoq only, represen-

ting 46.32% of the total disbursement.
K. 7 2

18. In order that the special farm oredit pragrarme’dces
not interfere with sound monotary management, 1t is -of~orucial
importance that the loans extended under the programms are
ut:liged for productive purposes and the repayment scledules
prescribed by the banks are strictly adhered to dy the -
borrowers. Weedless to emphasige, 1t will bde difficult ‘for

the bonks to oontinua this programme unless the Yorrowers
. 7 30
Contd....P/10
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observe adequate repayment disoinline. feasures have already
been takin to ianrove the repayr at performance. The Government
have extended to the oomiercial banks the benefit of the Publio
Demands Recovery Aot to eneble the banks to recover their
lagriculturul loans aé'arrears of land revenue. Banks have also
appointed special recovery assistants in their.rural branches
to pursue the borrowers for recovery of the overdue loans. It
has also been impressed on the Chnirﬁan and Members of the
Union Parigshads to extend their full assistance to the benks to

improve the repovery performance,

19, For achievins a brealk-through in the rural econonmy,

it is neocaoery to provide credit not only for: orop produotion
but algo for non-farm activities in order to generate additional
sources of employment -nd incomo for the rural people, -
particularly the lcndless furmerz ond ghere-croppers. With

thic objective in view, a :peoicl oredit programme of Tk.6.00
crores, as umenticneq earlior, wey leunched for dottage md
smell industries Jro.. 3% February, 1978. An allooation of
Tke3.90 crore: wcs alen Licd: under Tk.100.00 orore Special
Acrieul¥usc) Tredit Prenri.iic fer develotment of pond fisheries.
In addition, von!:z asze Jroviding fincnce for purchose of
rickshaws, ng 2lco for purchese of dhekis (an indigenous

instrurient for paddy husking), foxr cow and goat ?dftening. eto,

. . hes -
20. Thoush the disburserents made so far undor tho

verious schemes mentioned above are of modest ano;ﬁth. thets

i8 no doudt that a good beginning hes been mdczh thornltimato
analysis, the success of .such non-farm lending v!iftdoﬁcnd on,
among otner thingspareful gelection of borroweds Witk ;n-oyo on
their teclinical exmertice and sense of honesty‘uﬁaciﬁtéérity.
adequate motivation -nd orientetion among the 55ﬁi~5ffféiala

to break into new vrecs of londing for productive’ phfﬁb‘;.

close supervision on ihe uje »f loens and striot enfbroéLont

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

. orores only in 1974-75, agricultural oredit disbursements
by the NCBe inoreased by 134% to Tk.88.€E2 orores in 1977-78
from Tk.37.81 crores-in the previous year. Inoidentally, it
may be mentioned that total disbursemants of i£2£1tutional
agricultural oredit by all the agencies inoludiné B.J.S.B.
and B.K.B., amounted to Tk.160.80 orores in 1977-78 against
Tx.87.94 crores in 1976~77, indioating a rige of 83$'ovtr
the year. The ocomparative porfofﬁanoe of the NCBs sinoce
1974-75 18 shswn bolow 1~

Yeer ~ [ Amounts DRsburse ercentage
emeww-d in orore Take __ | inorease.

1974-75 8.81 -
1975-76 20461 +134%
197677 37.81 + 83%
1977-78 88.62 +134%

— s ® e i D s o ® + 4 = G ma—- -— - ane

Thus in the latest year (1977-78) the NCBs provided as muoh as
55% of the total institutional agrioultural oredit as againat
25% 1in 1974-75. '
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